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About The National Council of La Raza

The National Council of La Raza (NCLR)—the largest national Hispanic civil
rights and advocacy organization in the United States—works to improve opportu-
nities for Hispanic Americans. Through its network of nearly 300 affiliated commu-
nity-based organizations, NCLR reaches millions of Hispanics each year in 41 states,
Puerto Rico, and the District of Columbia. To achieve its mission, NCLR conducts
applied research, policy analysis, and advocacy, providing a Latino perspective in five
key areas—assets/investments, civil rights/immigration, education, employment and
economic status, and health. In addition, it provides capacity-building assistance to
its Affiliates who work at the state and local level to advance opportunities for indi-
viduals and families.

Founded in 1968, NCLR is a private, nonprofit, nonpartisan, tax-exempt organiza-
tion headquartered in Washington, DC, serving all Hispanic subgroups in all regions
of the country. It has state and regional offices in Chicago, Los Angeles, Miami, New
York, Phoenix, and San Antonio.

About Demos

Demos is a public policy organization working for an America where we all have
an equal say in our democracy and an equal chance in our economy.

Our name means “the people.” It is the root word of democracy, and it reminds us
that in America, the true source of our greatness is the diversity of our people. Our
nation’s highest challenge is to create a democracy that truly empowers people of all
backgrounds, so that we all have a say in setting the policies that shape opportunity
and provide for our common future. To help America meet that challenge, Demos
is working to reduce both political and economic inequality, deploying original
research, advocacy, litigation, and strategic communications to create the America
the people deserve.
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EXECUTIVE SUMMARY

n the aftermath of the Great Recession, Americans battered by job loss,

foreclosure, and plummeting home values tightened their belts and paid

down debt. The Latino community, hit particularly hard by the housing

crash, was no exception. Yet new research from Demos’ 2012 National
Survey on Credit Card Debt of Low- and Middle-Income Households finds
that even as Latinos are carrying less credit card debt, four in ten Latino
households with credit card debt are relying on their cards to pay for basic
living expenses. This study explores the use of credit cards and the impact
of debt on Latino households in the wake of the Great Recession.

Among low- and middle-income households with credit card debt:

« Latino households are carrying less credit card debt, but many
still depend on credit cards to pay for basic living expenses.

« Latino households that have credit card debt owe less than
they did in 2008, carrying an average balance of $6,066 in
2012, compared to $8,661 in the 2008 Demos survey. This
drop in credit card debt mirrors a decline in the indebted
population as a whole.

o Similar to white and African American households, 43
percent of Latinos report using their credit cards to pay
for basic living expenses such as rent, mortgage payments,
groceries, utilities or insurance in the past year because
they did not have enough money in their checking or
savings accounts.

« Latino households are less likely to report having insurance
coverage than the population as a whole, and are more likely to
say that medical costs contributed to their credit card debt.

« 49 percent of Latino households carrying credit card debt
report that they or someone in their household has been
without medical insurance in the last three years, compared
to 34 percent of the population as a whole. Latinos are also
more likely to report that they are currently without health
insurance.

o In addition to being more likely to be without health
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insurance, Latino households are significantly more likely
than other households with credit card debt to report that
medical expenses such as hospital stays and the cost of
prescription drugs contributed to their credit card debt.

« Unemployment is a leading contributor to credit card debt for
Latino households.

« 19 percent of Latino households report that a layoff or the
loss of a job was the greatest contributor to their overall level
of credit card debt, compared to 15 percent of the indebted
population as a whole, a difference that is not statistically
significant.

« Among Latino debtors who experienced the loss of a job in
their household, 87 percent said the job loss contributed to
their debt.

- Latinos are more optimistic about paying down their credit card
debt quickly than the population as a whole.

o 24 percent of Latinos say their credit has improved a lot over
the last three years, compared to only 9 percent of the overall
population

« 53 percent of Latino households predict they will be
completely out of credit card debt in six months, compared
to 43 percent of the overall population.

o The most common ways that Latino households report
paying down credit card debt include using a tax refund,
working extra hours or getting an additional job, drawing on
savings, and borrowing money from family or friends.

« The CARD Act provides new protections to Latino borrowers.

« 38 percent of Latino households say new disclosure
information as a result of the CARD Act has caused them
to pay more toward their credit card balance in the typical
month.

« 41 percent of Latino households report they have been
charged late fees less often as a result of the CARD Act,
compared to 26 percent of households overall. This suggests
that Latino credit card holders are among the biggest
beneficiaries of the act.
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INTRODUCTION

ears after recovery from the Great Recession officially

began,! millions of Americans still confront unemploy-

ment, reduced incomes, and a massive loss of household

wealth. Latino communities, which were targeted for
high-risk mortgage loans and had much of their wealth invested
in their homes, were hit particularly hard by the bursting of the
housing bubble.> According to data analyzed by the Pew Research
Center, Latino families lost a staggering 67 percent of their total
wealth during the housing crisis, compared to a loss of just 12
percent for white families.? This tremendous loss of wealth only
compounds the extreme wealth gap for Latino households that
existed before the Great Recession.

In a difficult economy, many families struggle to sustain a decent
standard of living. When the roof leaks or a child needs emergency
medical care, households living on a tight budget may dig into
their savings or draw on other assets to make ends meet. Yet Latino
households often have fewer assets to fall back on than many other
Americans, with Latinos reporting a median net worth of just $7,843
in 2011 compared to $91,405 for white households.* With fewer
resources to turn to, it stands to reason that low- and middle-in-
come Latino households with access to credit cards have borrowed
to make ends meet: our study finds that four out of ten low- and
middle-income Latino households with credit card debt report
using their credit cards to pay for basic living expenses because they
did not have enough money in their checking or savings accounts.
For many Latino families, as with other low- and middle-income
American households, credit cards became a “plastic safety net”—
used to make up for stagnant income, lack of private assets, and
the failure of public safety net programs such as unemployment
insurance, food stamps, and Medicaid to adequately cover the needs
of the nation’s population.

At the same time, access to credit on fair terms has itself been
a historic challenge for the Latino community. For example, the
Federal Reserve’s Survey of Consumer Finances found that in 2004
three-quarters of American households overall used credit cards.
Yet among Hispanic households, just over half (54 percent) reported
using credit cards that year. One reason for the reduced access to
credit may be a lack of pre-existing credit history that would allow
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households to qualify for cards.
Recent Latino immigrants,
for example, may be “thin
file” consumers, lacking prior
credit history and may thus be
regarded as risky borrowers who
are given access to only high-in-
terest, subprime credit products.
These products, in turn, may
carry such high interest that it
becomes difficult or impossi-
ble for households to keep up
with the payments—resulting
in worse credit and the loss of
household wealth observed in
the housing crash. With such
limited options before them, it
is understandable why many
Latino households express
reluctance to take on debt and
concern about the use of credit
cards.

Yet the credit landscape
for American households as
a whole has also changed as a
result of the Great Recession
and the financial crisis. In the
2013 Survey of Consumer
Finances, the proportion of
households using credit cards
was down to 68 percent, a drop
of approximately 9 percent from
the years before the crash.” The
proportion of Latino households
using credit cards experienced
a similar decline, dipping below
50 percent. The drop represents
both a tightening of credit
access by financial institutions
and a tendency of American
households to discharge and pay
back debt. For Latino house-

Methodology

In February and March of 2012,
Demos and GfK Knowledge
Networks conducted a national-
ly-representative survey of 1,997
households, including 997 house-
holds who had carried credit card
debt for more than three months
and 1,000 households who had
credit cards but no credit card
debt at the time of the survey. The
survey was offered in Spanish as
well as English to all households.
For our survey, moderate-income
is defined as a total household
income between 50 percent and
120 percent of the local (coun-
ty-level) median income. All of
our respondents were at least 18
years of age. In order to ensure
that the indebted sample captures
households who carry credit

card debt, as opposed to those
carrying a temporary balance,

we only included households
who reported having a balance
for more than three months.

The margin of error for the total
indebted sample is +/- 3.9 per-
centage points.

An additional sample was used
to obtain reliable base sizes for
African American and Latino
populations. The margin of error
for the oversample of 152 African
American households is +/- 11.3
percentage points. The margin of
error for the oversample of 205
Latino households is +/-9.1 per-
centage points.
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holds seeking to build a credit profile and access better financial
opportunities, reduced access to credit is a negative trend. At the
same time, the fact that Latino households with credit card debt, like
their non-Latino counterparts, report lower credit card balances is

a positive sign that cardholders are paying down debt and incurring
lower interest charges as a result. The 2008 Credit CARD Act, which
provided new protections for consumers and particularly benefit-
ted Latino cardholders, offers another bright spot in the credit card
landscape.

This report draws on Demos’ 2012 National Survey of Credit Card
Debt Among Low- and Middle-Income Households to explore credit
card trends in the Latino community in greater depth. The national-
ly representative 2012 survey follows two previous Demos surveys,
conducted in 2005 and 2008. Details about the methodology of the
survey appear on page 4 of this report. More information about the
Latino sample can be found below.

Demographics of the Latino population surveyed

Our survey aimed to have a representative sample of Latino
households with credit card debt. This population differs
slightly from the overall Latino population nationwide.® In
general, Latinos in our sample of households with credit
card debt tend to be significantly older, with higher rates
of marriage, parenthood, and homeownership and slightly
higher incomes than the Latino population as a whole. One
explanation for these divergences may be the time it takes to
build up a credit history sufficient to be approved for a credit
card and accumulate debt. As a result, it is logical that Latinos
who have accumulated credit card debt tend to be older and
better established than their counterparts with no credit card

debt.

o Age: The median age in our sample of Latinos with
credit card debt was 41.8 years. This is significantly
older than the median age of the nation’s Latino
population in general, which was 27.7 years in 2012.

« Income: the median household income in our sample
of Latinos with credit card debt was $43,110—slightly
higher than the $40,417 median household income
for Latinos as a whole in 2012. A detailed income
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breakdown of our sample is as follows:

« 45 percent made less than $35,000 a year
« 49 percent made $35,000-$75,000 a year
« 6 percent made more than $75,000 a year

Homeownership: in our sample of Latinos with
credit card debt, 66 percent were homeowners, while
33 percent rented their homes. This is a significantly
higher homeownership rate than the nation’s Latino
population in general, which included 46 percent
homeowners and 54 percent renters.

Marital status: in our sample of Latinos with credit
card debt, 66 percent were married and 33 percent
were single. This is a significantly higher marriage
rate than the 43 percent of the nation’s Latino
population as whole that is married.

Children: 56 percent of respondents in our sample
of Latinos with credit card debt had children at
home, compared to 47 percent of the nation’s Latino
population as a whole.

Education: 14 percent of respondents in our sample
of Latinos with credit card debt are college graduates,
a number statistically identical to the nation’s Latino
population as a whole.

Employment: 67 percent of respondents in our
sample of Latinos with credit card debt reported
that they were currently employed, a slightly higher
proportion than the 60 percent employment rate

of the nation’s adult Latino population as a whole.
Note that in both our sample and the population as
a whole, those who report they are not employed
include retirees, homemakers, students, and people
with disabilities that prevent them from working as
well as people who are officially “unemployed” and
looking for work.
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CREDIT CARD BASICS FOR LATINOS:
BALANCE, APR, AND GETTING BY ON DEBT

n the aftermath of the Great Recession, Americans battered by

job loss, foreclosure, and plummeting home values tightened

their belts and paid down debt. According to data from the

Federal Reserve, average credit card balances fell significantly in
the three years following the financial collapse. But the trend toward
household deleveraging is only part of the story: even as consumers
paid down their balances, this study finds that many moderate
income households continue to rely on credit cards to make ends
meet.

Figure 1. Main contributors to credit card debt

for Latino households

Percent of indebted Latino households who report this expense
contributed most to their current credit card debt

Cost-of-living expenses 52%
A layoff or the loss of a job 19%
Car repairs 1%
Home repairs 10%
A major household appliance purchase such as a 5%

refrigerator, a dishwasher, or an air conditioner

Tuition or expenses for college for a child 3%
Tuition or expenses for college for a spouse or partner, 2%
or yourself

Money given to, or used to pay the debts of relatives 2%
Starting up a new business or running an existing 0%
business

Non-essential expenses 31%
Major purchase of a non-essential good or service, such as a 1%

vacation, flat screen TV or other big-ticket item

Smaller purchases of non-essential goods and services that can add up over 20%
time, such as meals at restaurants, movies, DVDs, clothes and other such

expenses

Don't Know/Offered individual response 17%

Source: Demos 2012 National Survey on Credit Card Debt Of Low- and Middle-Income Households
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The broad trend among Latino credit card holders reflects that of
American consumers as a whole. Among low- and middle-income
Americans who carried credit card debt, our study finds that total
average credit card debt fell 28 percent—from $9,887 in our 2008
survey to $7,145 in 2012. Among Latino households, the average
credit card debt was lower but the decline was comparable: credit
card debt fell 30 percent from $8,661 in 2008 to $6,066 in 2012. The
number of credit cards that indebted households possessed also
declined: in 2008, Latinos with credit card debt reported having 4.14
cards on average. In 2012, the average number of credit cards fell to
3.73.

Figure 2. Expenses contributing to current credit card debt
among indebted Latino households

A

Medical expenses 49%

Car repairs N, 7 -

46%

Smaller purchases of non-essential goods and services

that can add up over time, such as meals at R, G0

restaurants, movies, DVDs, clothes etc 49%

Major purchase of a non-essential good or service, suchas |GG /100

a vacation, flat screen TV or other big-ticket item 37%

Home repairs VA

28%

I,

A layoff or the loss of a job 309,

Money given to, or used to pay the debts of relatives _200/29%
o

A major household appliance purchase such as a refrigera- | EEREGTcINEGEGEE 25>
tor, a dishwasher, or an air conditioner 19%

Tuition or expenses for college for a child * 14%
‘o

Tuition or expenses for college for a spouse _ 13%
or partner, or yourself 8%

Starting up a new business or running an existing business -4i;/°
(<]

0 10 20 30 40 50 60 70 80%

Source: Demos 2012 National Survey on Credit Card Debt Of Low- and Middle-Income Households

[l Percent of indebted Latino households experiencing the specific expense

Percent of Latino households with current credit card debt from the expense
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While it’s a positive sign that households are paying down debt
overall, patterns of credit card usage still raise serious concerns.
More than 4 in 10 Latino households with credit card debt report
that they relied on credit cards to pay for basic living expenses when
paychecks and savings were not enough to make ends meet. For-
ty-three percent of indebted Latino households report using their
credit cards for basic living expenses like rent, mortgage payments,
groceries, utilities, or insurance because they did not have enough
money in their checking or savings accounts, a rate that is similar to
the survey population as a whole. And while some indebted Latino
households also used credit cards for entertainment, vacations, and
other “extras,” these were not the main drivers of credit card debt.
When asked about the single expense that contributed most to credit
card debt, only a third of Latinos cited non-essential costs, big or
small. Instead, as we will explore more deeply in this paper, medical
expenses and costs associated with unemployment were major con-
tributors to debt for low- and middle-income Latino households.

Whatever the source of credit card debt, it comes at a steep cost as
interest charges accumulate. On average, Latinos report annual per-
centage rates (APRs) of 17.93 percent on the card where they carry
the highest balance, a significantly higher rate than the 16.13 percent
average for indebted households overall. The high interest rate paid
by the average Latino borrower means that they will ultimately pay
more in interest over the duration of their debt even though they
carry lower average balances. For example, a Latino family carrying
the average credit card debt load of $6,066 and average APR, making
the average monthly payment, would be charged at least $300 more
in interest than the average white family, even though they borrowed
less. To make matters worse, 29 percent of Latino borrowers report
extremely high APRs, with interest rates topping 20 percent or more.

Imperfect credit may be one reason for the higher average interest
rates paid by Latino credit cardholders. Many experts suggest a
credit score of 700 or higher is needed to qualify for loans (including
credit cards) with a lower rate of interest. Among indebted house-
holds that report knowing their credit score, just 40 percent of
Latinos report a credit score above 700 compared to 59 percent of
white households. At the same time, 68 percent of indebted Latinos
report that they do not know their credit score, compared to 59
percent of the indebted population as a whole. Yet becoming more
familiar with the credit scoring system may only go so far in helping
Latino cardholders to improve their credit standing. Indeed, as the
following sections will demonstrate, factors like unemployment and
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lack of health insurance are among the main drivers of credit card
debt for Latinos. These larger social forces, which disproportion-
ately impact the Latino community, cannot be addressed simply by
increasing awareness of credit scores or how credit operates.

Figure 3. Average credit card APR, by race and ethnicity

18.50%

18.00

17.50

17.00

16.50

16.00

15.50

15.00

14.50

White African American Latino

Source: Demos 2012 National Survey on Credit Card Debt Of Low- and Middle-Income Households
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MEDICAL COSTS AND CREDIT CARD DEBT

he growing cost of health care strains the budgets of many

American households, as families struggle to keep up with

rising premiums, deductibles, and co-payments, or to find

affordable care if they are uninsured.® Medical expenses are
frequently unplanned and unavoidable, forcing households that lack
substantial savings to take on debt to meet the costs. Dealing with
health costs is a particularly serious challenge for Latinos because
they are less likely to have health insurance coverage, increasing the
odds that health costs become a significant source of debt.

The U.S. Census Bureau finds that 29 percent of Latinos were
uninsured in 2012—a rate nearly twice that of the population as a
whole.’® In our sample of low- and middle-income Latino house-
holds carrying credit card debt, 43 percent report that in the past
year they or someone in their household has been without medical
insurance and 38 percent report that they or someone in their
household is currently without health insurance—both significantly
higher rates than the population as a whole. Yet there is reason for
hope: as the federal Affordable Care Act goes into effect, insurance
coverage by both Medicaid and private plans is expected to increase.
The Department of Health and Human Services estimates that as
many as 10.2 million uninsured Latinos have new opportunities
for affordable health insurance coverage as a result of the Afford-
able Care Act."* By 2013, the proportion of Latinos without health
coverage had already fallen six percentage points, according to the
Census Bureau, likely as a result of the early effects of the law.!2

Despite these potential improvements on the horizon, medical
debt will likely continue to burden the Latino community into the
foreseeable future. A number of barriers—including immigration
status, difficulty documenting income, the low proportion of Latinos
who receive health coverage from their employers, and the reluc-
tance of several states to expand Medicaid coverage—still stand in
the way of full insurance coverage for the Latino population. And
even when households do secure coverage, costs such as insurance
deductibles, co-payments, and prescriptions may still be difficult to
afford. At the same time, medical debts that accrued before families
had coverage will continue to accumulate interest until they are paid
off in full.

The reality is that everyone eventually has health care needs
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Figure 4. Indebted households where someone is currently without

health insurance, by race and ethnicity

40%
35
30
25

20

(9]

White African American Latino

Source: Demos 2012 National Survey on Credit Card Debt Of Low- and Middle-Income Households

and incurs out-of-pocket expenses. Three-quarters of low- and
middle-income Latinos carrying credit card debt report that their
household incurred some out-of-pocket medical expense in the

last three years, a rate comparable to the rest of the indebted pop-
ulation. However, Latino households were significantly more likely
than others to amass additional credit card debt as a result of these
medical costs. For example, 73 percent of indebted Latinos who
experienced hospital stays report that the associated expenses
contributed to their credit card debt, compared to 56 percent in the
indebted population who experienced hospital stays as a whole.’* At
the same time, 53 percent of indebted Latinos who incurred out-
of-pocket costs for prescription drugs reported that these expenses
contributed to their credit card debt, compared to just 46 percent of
the indebted population as a whole who paid for prescription drugs.
The higher debt levels are a plausible result of Latinos’ lower rates of
insurance coverage, since out-of-pocket costs tend to be higher for
the uninsured.*
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Figure 5. Medical expenses contributing to current credit card debt

for Latino households

80%

70
60
50
40
30
20
) I
0
Any out-of- Hospital Visits to Emergency Dental Prescription
pocket medical stays the doctor room visists expenses medications
expenses

[l Percent of indebted Latino households experiencing the specific expense

Percent of Latino households with current credit card debt from this expense

Source: Demos 2012 National Survey on Credit Card Debt Of Low- and Middle-Income Households

In total, Latinos with medical debt on their credit cards report
it amounts to an average of $1,521 or 25 percent of their average
total credit card debt. In addition, approximately a third of indebted
Latino households also have medical debt that is not on their credit
cards—an average of $3,648, down significantly from $5,430 in 2008.
This debt may be in the form of outstanding medical bills, medical
bills that are being paid over time according to a payment plan, or
payday loans or other types of personal borrowing used to pay for
medical expenses.

High medical costs—and the concern that they could lead to
greater debt—deterred many indebted Latino households from
pursuing recommended medical care, often in ways that could neg-
atively affect their health. Most troublingly, half of indebted Latinos
report that they did not visit a doctor or clinic when they had a
medical problem in order to reduce medical expenses. This is signifi-
cantly more than the 39 percent of indebted households overall who
report this cost-cutting behavior. At the same time, 40 percent of
Latinos report they skipped a medical test, treatment, or follow-up
to reduce their medical expenses, while 36 percent of Latino house-
holds report that they did not fill a prescription or postponed
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filling a prescription to reduce medical expenses. Policies such as
those enacted via the Affordable Care Act promise not only to cut
health care costs and reduce medical debt, but can also decrease

the incentives that lead households to sacrifice medical care in an
effort to save money. In the meantime, credit cards can provide the
immediate funds a family needs when faced with an emergency, but
at the cost of additional debt and interest payments.

Figure 6. Indebted Latino households sacrificing medical care

to reduce expenses

In the past year, have you or a member of your
household tried to reduce medical expenses by
doing any of the following?

Did not fill/postponed filling a prescription

Did not go to see a doctor/visit a clinic when
had a medical problem

Skipped medical test, treatment or follow up

Any of the above

Percent of indebted Latino households
who replied "yes"

36%

50%

40%

59%

Source: Demos 2012 National Survey on Credit Card Debt Of Low- and Middle-Income Households

Discriminatory treatment and fraud targeting
Latino cardholders

In addition to the broad opportunities and challenges of
credit access and credit card debt, the Latino community also
faces a disproportionate share of credit card scams and episodes
of discriminatory treatment. In a wide-ranging recent report
on consumer fraud in the United States, the Federal Trade
Commission (FTC) found that Latinos were more likely than
whites to have been victims of consumer fraud, particular-
ly debt-related scams such as false promises to reduce credit
card debt, provide credit card “insurance,” or reduce interest
rates for a substantial fee.> The FTC found numerous cases of
credit card-related fraud victimizing Latino consumers in both
English and Spanish, but suggested that consumers who try to
handle complex financial transactions in English when they do
not have full command of the language might be particularly
susceptible to fraud.

Language was also an issue in the federal government’s largest
credit card discrimination settlement in history, a resolution
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reached with GE Capital Retail Bank in June 2014. In this case,
the Consumer Financial Protection Bureau (CFPB) found that
the bank excluded 108,000 credit cardholders from promotional
programs it offered to help consumers with low credit scores
and high credit card balances to reduce their credit card debt.
According to the CFPB, GE Bank “did not extend these offers
to any customer who indicated that they preferred to commu-
nicate in Spanish or had a mailing address in Puerto Rico, even
if the customer met the promotion’s qualifications. This meant
that Hispanic populations were unfairly denied the opportu-
nity to benefit from these promotions... the customers did not
receive either offer in any language, including English, and did
not know they were being discriminated against.”1¢ Ultimately,
the company agreed to pay $169 million to the cardholders in
compensation and to pay additional fines for its misconduct.
“Consumers deserve to be treated fairly no matter where they
live or what language they speak,” announced CFPB Director
Richard Cordray. Unfortunately, the continued prevalence
of credit card fraud and discrimination targeting the Latino
community indicates that fair treatment is not yet a reality.
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UNEMPLOYMENT AND CREDIT CARD DEBT

ith 2.4 million Latinos out of work in 2012 and
another 2.5 million either under-employed or mar-
ginally attached to the labor force, it is not surprising
that expenses associated with job loss were cited as
one of the greatest contributors to Latino households’ credit card
debt over the past three years. The unemployment rate for Latinos
was 10.3 percent in 2012, compared to 8.1 percent for all house-
holds.’” Nearly one in four indebted Latinos report that in the last
three years they or a member of their family has lost a job or been
unemployed for at least 2 months. Among the households experi-
encing unemployment, 87 percent report it has contributed to their
current level of credit card debt. Overall, nearly 1 in 5 Latinos with
credit card debt say that a layoff or other loss of a job is the expense
that contributed most to their current level of credit card debt.
This proportion is not statistically different from the 15 percent of
indebted households overall reporting that job loss was the main
contributor to their current credit card debt.
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PAYING DOWN DEBT AND SAVING:
OPTIMISM AND CHALLENGES

igging out of debt can be a slow process for anyone, but

Latinos are more optimistic about paying down their

credit card debt swiftly than indebted Americans as

a whole—53 percent predict they will be completely
out of credit card debt in just six months, compared to 43 percent
of indebted households overall. This is a reversal from our survey
findings in 2008, when Latinos were less likely than others to think
they would be completely out of credit card debt in six months.

However, there are reasons to be cautious about the prospects for
paying off credit card debt: while Latino households” average credit
card balance is lower than the average of other indebted households,
Latinos also report that they pay less per month—an average $483
paid on their credit cards in the past month, compared to $566
for all indebted households. At the same time, Latinos pay higher
average interest rates on their debt, meaning higher payments would
be needed to clear their average credit card debt in a six month
period. Finally, 36 percent of indebted Latino households report that
they “always” or “usually” make only the minimum payment due
each month on all of their credit cards. Paying only the minimum
allows interest charges to accrue more quickly, making it more
difficult to emerge from debt.

Nevertheless, indebted Latino households report several solid
strategies for paying down their credit card debt. Half of Latino
households say they use tax refunds to pay down debt, while 38
percent report that they paid down debt by working extra hours or
getting an additional job. Other popular strategies included drawing
on savings (36 percent) and borrowing or receiving gifts of money
from family or friends (19 percent). These common means of paying
down credit card debt were not significantly different from responses
of the indebted population as a whole.

In addition to paying down debt, building up savings helps house-
holds to stabilize their financial situations. Savings can provide vital
resources to meet special expenses or emergency costs without
having to go further into debt. The ability to save on a monthly
basis is thus a key sign of financial health. In our sample of low- and
middle-income Latino households with credit card debt, 60 percent
of households responded that they were not currently saving money
each month. The reason for not saving was overwhelmingly the
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same—79 percent of Latino households said “there is no money left

over after paying all the bills.” There is also a widespread perception

that saving money is becoming more difficult: 68 percent of Latino

households report that it's harder than it was three years ago to save,

and 62 percent assert that it is harder to save than it was just one

year ago. Yet Latino households’ monthly struggle to keep up with

bills in the present is tempered by optimism about a brighter future

where credit card debt will be paid down quickly.

Figure 7. Strategies used by indebted Latino households to pay down

credit card debt

Tax refund

Worked extra hours/Got extra job

Savings

Money from a family member or friend

Money from Earned Income Tax Credit

Sold car or other valuable items such as jewelry
Retirement Funds

Aloan from a bank or credit union

Stopped going to school

Non-traditional financing such as a pawn shop, payday loan,
auto title loan, loan shark

Refinanced or a second mortgage
Money from a savings group
Life Insurance

Other

Source: Demos 2012 National Survey on Credit Card Debt Of Low- and Middle-Income Households
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THE CREDIT CARD ACT PROVIDES NEW
PROTECTIONS TO LATINO BORROWERS

n May 2009, President Obama signed the Credit CARD Act

into law, requiring credit card companies to comply with new

standards of fairness and transparency for billing and fees. The

CARD Act mandates that monthly credit card statements include
new disclosures, detailing how long it will take to pay off the entire
credit card balance if a consumer only pays the minimum amount
due as well as information about interest and fees. In addition, the
CARD Act eliminated some harmful practices such as card issuers’
ability to retroactively apply a higher interest rate to an existing
credit card balance. Under the Act, companies must also provide
adequate time for a consumer to receive and pay their bill before a
late fee is imposed. While the benefits of the CARD Act have been
telt by consumers broadly, Latino consumers have especially benefit-
ted, reporting that they are now paying down debt more quickly and
saving money by avoiding unfair fees.

Ninety percent of indebted Latino households report that they
noticed a change in their monthly credit card statements since the
passage of the CARD Act, and many report that the new infor-
mation has changed their behavior. In total, 38 percent of Latino
households say the new disclosures about how long it will take to
pay down their credit card debt has caused them to pay more toward
their credit card balance in the typical month.

Figure 8. Impact of the CARD Act on indebted Latino households

over the past two years

Pay more towards credit card balances in the typical month 38%
Charged late fees less often 1%
Charged over-the-limit fees less often 36%

Source: Demos 2012 National Survey on Credit Card Debt Of Low- and Middle-Income Households

Overall, credit cardholders report that they are being charged
late fees less frequently as a result of the CARD Act, and this is even
truer of Latino households. As a result of the longer billing cycles
mandated by the CARD Act, 41 percent of indebted Latino house-
holds report fewer late fees, compared to 26 percent of indebted
households overall. The benefits are more clear when it comes to
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over-the-limit fees—one of the most abusive credit card practices
documented before the passage of the CARD Act. These fees were
charged whenever consumers spent more than their credit limit.
The fees were regularly imposed without notifying consumers when
they made the over-the-limit transaction, regardless of whether
consumers would have preferred that transactions above the limit
simply be denied. The CARD Act required consumer authorization
for going over the credit limit, virtually eliminating over-the-limit
fees. Overall, 22 percent of indebted households report that they
have benefitted from the elimination of over-the-limit fees. Latinos
have benefitted even more, with 36 percent reporting that they are
now charged over-the-limit fees less often.

For Latino consumers in particular, the CARD Act has made
credit cards a safer financial product, helping households to reduce
their fees and pay down their balances more quickly.
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POLICY RECOMMENDATIONS

he financial crisis damaged household stability, but our

survey shows that the trends pushing households into debt

started long before the recession and they continue as the

economy returns to normal rates of growth. The loss of
vital public services and support for the programs that allow low-
and middle-income families to prosper—like low cost educational
opportunities, affordable health care services, and labor policies that
provide a decent standard of living—made it increasingly difficult
for families to get by without taking on debt.

Americans should not have to rely on credit cards to supplement
low pay and replace social support. Policies that give households
the ability to survive without depending on debt are the primary
means to put families back on stable ground. Our survey shows
that 87 percent of indebted Latino households affected by unem-
ployment expenses in the past year had to take on credit card debt
as a result. As the economy continues a slow crawl toward previous
employment levels, reducing barriers that keep laid-oft workers from
qualifying for unemployment insurance and extending eligibility for
unemployment insurance to include more low-wage and part-time
workers when they’re laid off can prevent hardship. At the same
time, those who have jobs would benefit from the kind of workplace
protections that promote living wages, affordable health and retire-
ment benefits, and secure employment. Policies that ensure that all
American jobs meet basic standards of decent employment would
give low- and middle-income households the boost they need to
make ends meet without reliance on credit. Raising the minimum
wage, protecting the right to collective bargaining, and enforcing
current labor standards all contribute more effectively to the ability
of households to support themselves without taking on credit card
debt.

In addition to shared investments that put our country on the
right track for workers and their families, our survey points to three
areas where policy can make a difference in household budgets:
medical debt, financial regulation, and credit reporting.

Medical Debt Protection Emergency health expenses can run into
the thousands of dollars and burden families for years after they
have recovered from the physical trauma. In the decades since the
1970s, employers shed health care benefits as a provision of em-
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ployment and households turned to debt to finance critical health
expenditures. After decades without a policy response, the Patient
Protection and Affordable Care Act (ACA) finally offers a solution
that can lower the individual cost burden for health care. Yet medical
debt will not cease to exist, and the rising cost of health services

and lower insurance rates among people of color make it difficult

to guarantee adequate coverage and quality of care. Since medical
debts continue to accrue, there must be fair and non-discriminato-
ry practices for their collection. Medical lending practices should
not be permitted to use evaluations of the total credit available to
patients. The appropriate financial services guidelines for health

care facilities should be under the purview of the Consumer
Financial Protection Bureau (CFPB). Moreover, as unexpected
medical expenses offer little information about the character of the
consumer, medical debt should excluded from credit scores altogeth-
er.

Borrower Security Many moderate-income Latino households
rely on credit to make investments in their futures, and often just to
meet their basic needs. Because credit plays an essential role in the
financial security of Americans, it should be governed by fair and
responsible practices. The CARD Act began the industry reforms
necessary to establish prudent guidelines and accountability for
credit card companies. Federal legislation protecting borrowers by
setting national usury limits, indexed to a federal rate, would com-
plement the provisions of the CARD Act. Such legislation would
provide borrower security by eliminating unjustifiably high interest
rates on credit products ranging from credit cards to student loans
and limiting late fees to $15 per late payment. Several states have
already enacted reforms that cap the interest rates of high-cost
payday loans, showing the possibilities for state and local legislation
to regulate the industry and protect consumers.

Fairness in Bankruptcy Indebted Latino households need rea-
sonable and straightforward options as they work toward restoring
their balance sheets. As a last resort, declaring bankruptcy should
provide the opportunity for families to reconcile their debts,
including mortgage and student debt. In order to make bankruptcy
a fair option to consumers, bankruptcy law should permit courts to
restructure the debt on home mortgages by setting interest rates and
principal at commercially reasonable market rates and extending
repayment periods, allow judges to reduce the mortgage principal
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on a primary residence to the current value of the home, and to
discharge student loan debt. Incorporating student loans into bank-
ruptcy policy will make it possible for families to work for a better
future without being crippled by the cost of education.

Fair and Accurate Credit Scores Our survey found that Latino
households are less likely than whites to report a good or excellent
credit score, aligning with a larger body of research showing that
credit scores correlate with race and ethnicity. The CFPB could
play a stronger role in this area, beginning with improvements in
the transparency, validity, and appropriate use of credit reports and
scores to ensure accuracy and accessibility of credit reports and the
regulation of reporting information. In addition, all medical debt,
disputed claims, and unsafe credit products should be excluded
from credit reports, steps the CFPB is already taking in the case
of medical debt. The improvement of reporting and access would
reduce the biases in credit scores and improve the economic security
of both borrowers and lenders.

Ban Employment Credit Checks Today, employers commonly
look into the credit histories of job candidates as part of the hiring
decision. While there is no evidence linking credit reports to trust-
worthiness or dependability, credit reports have repeatedly been
shown to have race and income biases that make the practice of em-
ployment credit checks highly discriminatory.'® Using credit reports
as criteria for hiring exacerbates the economic hardships facing
households that may have had a medical emergency, a divorce, a
layoft, or other economic impacts beyond their control. Ten states
have already passed legislation limiting the use of employment credit
checks because of these issues. We suggest that the US adopt the
Equal Employment for All Act, a federal law establishing uniform
restrictions on credit checks for employment.

Regulating Non-traditional Lenders The exorbitant interest rates
that accompany payday loans—with rates as high as 400 percent
annually—can trap consumers in a spiral where low income requires
increasingly high borrowing, even for small loans.'® Although more
than 12 million Americans turn to this source of credit each year,
the industry preys on borrowers in the weakest financial positions
who use the loans for basic living expenses like rent, utilities, food,
and emergency repairs.2° Federal legislation could be modeled on
strong usury laws at the state-level that prohibit payday lending
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entirely, or restrict it with double-digit caps on the allowable interest
rate. To date, 17 states and Washington, DC, have enacted legislation
capping the allowable interest rate on payday loans. Other laws limit
the maximum amount and length of borrowing in the industry;
according to the Center for Responsible Lending, one such law

has already saved consumers more than $122 million in fees.?! In
addition to direct regulation of non-traditional lenders, the federal
government should encourage affordable alternatives for the popula-
tions most likely to rely on last-minute emergency loans.

Extend the Successes of the CARD Act The CARD Act is working
for American households by standardizing best practices indus-
try-wide. Our research and recent data from the CFPB show that
consumers are better equipped to make informed choices and less
subject to abuses in the areas addressed by the legislation—such
as fair and transparent pricing.?? The provisions of the CARD Act
include protections that grant consumers better knowledge and
control over their finances, including requiring credit card providers
to make the due dates for payment the same each month, allocating
payments made above the monthly minimum to the highest interest
rate balance first, and eliminating high-fee over-the-limit spending
unless customers explicitly opt-in to the service. American house-
holds have seized this opportunity to pay down balances and avoid
fees.

Some card issuers responded to the legislation with voluntary
product improvements, including an increased commitment
to customer service and attention to received complaints.?* Yet
problems of inadequate transparency and injurious costs remain. In
their evaluation of the CARD Act, the CFPB identified a number of
areas where credit card companies could promote higher standards
of service. The best practices would treat add-on products, such as
supplementary protections and credit monitoring, with the same
standards of transparency and disclosure as are required for lines
of credit, even when provided through third-party contracts. Ap-
plication fees—currently excluded from the standard imposed by
the CARD Act that states that fees cannot exceed 25 percent of the
total credit line in the first year—would be included in the first-year
calculation of fees to ensure that the ratio of costs to credit remains
reasonable. Moreover, a high standard for clear disclosure related to
rewards programs, grace periods, and products that defer interest
for an introductory period, would complement the practices already
covered by the CARD Act.
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