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Introduction

➢ Households are faced with various types of 
uncertainties (risks) in their daily lives. 

➢ The risks can change the household’s consumption 
level over time, which can be fulfilled if households 
have suitable access to saving or credit facilities. 

➢ The low-income households among others have 
limited saving and have less access to credit markets, 
so they are more likely to be affected by any 
unexpected financial shocks. 



Research process

Understanding the nature of the underlying risks faced 
by low-income households to define a robust 
precautionary saving for this group by:

➢ Looking at households as corporate firms and 
constructing their financial statements.

➢ Identifying the specific risks that the low-income 
households are exposed to. 

➢ Assessing and measuring the identified risks

➢ Computing a precautionary saving level, in order to 
cover all the identified risks, with the certain 
confidence level. 
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Data

➢ Household Finance and Consumption Survey 

(HFCS) includes information on the assets, 

liabilities, income and consumption of European 

households. 

➢ The HFCS survey (second wave) is based on 84,000 

interviews conducted in 20-euro area countries, 

published in Dec 2016.

➢ Eurostat database to complete some missing values 

and computing the effective tax rate, and mortality rate 

for different ages for different countries. 

➢ FactSet database for modelling the loss distributions.



Balance sheet of the EU low-income households

➢ We construct the balance sheet and cash flows 

statements of European households in the aggregated 

level, and for each country. 

➢ The main asset in the portfolio of the low-income 

homeowner is houses, which is 82% of the total assets 

and for the low-income renters, the main asset is their 

deposit, which is 48% of the total asset. 

➢ The low-income homeowners have only 5% of their 

assets as a deposit, which shows that they have a very 

illiquid assets in the portfolio.

Summary Statistics 



Cash Flow Statement of the EU low-income households

➢ The main cash inflows of the low-income homeowners 
are related to the income from pensions, which is around 
57% of their total gross income. 

➢ The main cash inflows of the low-income renters are 
related to the regular social transfer, which is around 31% 
of the total gross income. 

➢ The main expenditure of the low-income homeowners is 
related to the utility cost.

➢ For the low-income renters, the main expenditure is 
related to the consumer goods and services.

➢ The total net cash flows for low-income households in 
two groups are enormously negative. 

Summary Statistics 



Summary Statistics 
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Sold Assets Got a Credit Card Got Some other loan

spent out of saving ask for help from relative left some bills unpaid

Others

➢The way of financing for households includes (i) selling 
assets (ii) getting a credit card (iii) getting a loan (iv) using 
the saving account (v) asking financial aid from relative (vi) 
leaving some bills unpaid and some other methods. 

➢Except for Belgium, spent out of saving, ask for help from 
relatives and left some bills unpaid are the main methods 
used by low-income households to meet their expenses. 

➢Methods 2 and 3 can be considered as external financing, 
which result in higher debt in their balance sheet while 
method 1 can be considered as internal financing which 
result in shrinkage of their balance sheets. 

➢Excessive use of these methods 2 and 3, will result in 
accumulation of debt in low income households’ balance 
sheet and more vulnerability to income/cost shocks.

Financing Methods to Meet Expenses for 1st Quartile of households



Methodology
Risks Identification

➢ Households should be aware of all the material risks that 

they are exposed to or may be exposed to in future. 

➢ There are a broad range of risk which may contribute to or 

threaten the financial status of low-income households.  

➢ Without monitoring and active management, these risks 

may push households to the insolvent zone. 
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➢ In this study, based on the adverse scenario analysis, we 

assess the impact of identified risks in different items of the 

financial statement of households and 

➢ We then consolidate the impacts, and compute the 

minimum capital requirement as a financial buffer for the 

low-income households. 

➢ The minimum capital requirement is enough to ensure that 

the household remain solvent if, during the next year, an 

adverse event occurs like unemployment, or financial crisis. 

Financial statements
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Results

➢ Most of the low-income households in the first quantile, 

extremely poor family, except in the Spain, and Slovakia 

have a SCR ratio of less 100%, which means they are not 

able to cover all the future risks even if they use all their net 

wealth!

➢ On average, the extremely poor households in Europe, 

have the SCR ratio of 63%.

➢ The European households in the second, third and fourth 

quantiles of net wealth respectively, on average, have 

enough net wealth to cover the future financial risks.

SCR ratio on the first and fourth net wealth quantile



Results

➢ On average in Europe, around 17% of low-income

households have lower net-wealth than their MCR

limit, which means this group of households are not

able to cover all their possible risks in future even if

they use all the net wealth.

➢ The variation of this value among countries is high,

for example, Spain has the lowest number of these

households (around 9%) and Austria has the

highest number (around 31%).

Frequency of Households in Insolvent Zone (Households with Net wealth lower than MCR)



Results

➢ On average in Europe, around 4% of low-income 

households have net-wealth between SCR and MCR limit.

➢ Among all European countries, Austria has the highest 

number of these households (around 16%).

Frequency of Households in Warning Zone (Households with Net wealth lower than SCR 
and greater than MCR)



Conclusion

By constructing and analysing the financial statements of the households and assessing several types of risks that they are face to, we offer scientifically grounded 
risk management advice to the low-income European households.

From the Balance sheet and the Cash flow statements:

➢ On average in Europe, 72% of total assets of households is related to the real assets and only 28% of their assets is associated with the financial assets. 

➢ For the low-income households, the main asset in the portfolio is houses, which is 82% of the total assets and for the low-income renters, the main asset is 
their deposit, which is 48% of the total asset. 

➢ The low-income homeowners have only 5% of their assets as a deposit!

➢ 48% of total cash inflows is related to the employee income, but the main cash inflows of the low-income renters are related to the social transfer.

From the financial buffer (as a precautionary saving) of low-income households

➢ For the extremely poor family, the net wealth of the households is lower than the SCR level, 

➢ The low-income households in higher bucket of wealth, have sufficient net wealth to cover all the potential risks. 

➢ The SCR (MCR) level is positively related to the homeowners with mortgages and renters, and it is negatively related to expenditure and financial assets.

➢ Our results call for more monitoring of the extremely poor European households and the low-income homeowners with a mortgage in a case of financial 
recession in future.  



Thank you!

Q&A!


