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INTRODUCTION

n 2013, total national healthcare spending reached a

whopping $2.9 trillion dollars, slightly more than the Gross

Domestic Product (GDP) of France.! That amounts to

$9,255 for every person in America, or 17.4 percent of total
U.S. GDP.> While the median income has remained stubbornly
frozen just above $50,000 a year, health insurance premiums
continue to increase, although that growth has slowed
somewhat since the passage of The Affordable Care Act.’ In
addition, Americans are still coping with large out-of-pocket
costs: in 2015, average out-of-pocket costs were $1,300.* Out-
of-pocket costs for the whole nation hit $416 billion in 2014,
up from $277 billion in 2008. They are projected to reach $608
billion in 2019.

The result is that in 2014, 64 million people were struggling
with medical debt,’ the leading cause of bankruptcy in
the United States.® One study estimates that medical debt
accounted for 62 percent of bankruptcies in 2007, an increase
from 46 percent in 2001.” A cross-national study finds that
Americans are more likely than residents of other high-
income nations to skip necessary healthcare to save costs.?

For example, 37 percent of Americans went without care

to save costs, compared to just 4 percent of those living in

the United Kingdom. In addition, 23 percent of Americans
reported difficulty or inability to pay their bills, compared with
6 percent of those living in the United Kingdom.’ The survey
finds 41 percent of Americans reported paying more than
$1,000 out of pocket (in addition to premiums), compared to
only 3 percent of people living in the United Kingdom.

The Affordable Care Act has expanded access to health
insurance and worked to contain costs. It expanded
dramatically the number of preventative services that have
to be provided without co-pay, including HIV screening
for high-risk adults, birth control and tobacco cessation
interventions.'® There is also evidence that the Affordable
Care Act has slowed the growth of premiums and healthcare
costs.'’As Chairman of the Council of Economic Advisors
Jason Furman writes, “The average worker contribution
to family coverage in 2014 was about $900 below what it
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would have been had growth matched the 2000-2010 trend.”*?

The Commonwealth Fund finds that the Affordable Care Act has
reduced the share of working-age adults who reported trouble
paying their medical bills from 75 million in 2012 to 64 million in
2014." The number of people forgoing care because of cost dropped
from 80 million in 2012 to 66 million in 2014."

However, even the insured face a large risk of accruing medical
debt. A recent survey finds that 26 percent of Americans between
18 and 64 reported problems paying medical bills, though the
uninsured were far more likely to report difficulty (53 percent)
than the insured (20 percent)."® However, of those who had medical
debt, only a third were uninsured, indicating that a large share
of the population with medical debt is insured.'® Of those with
debt, 44 percent reported that it had a “major impact” on their
family, with no difference between those who were insured and
uninsured."” A third of those with medical debt reported struggling
to pay for basic necessities (food, heat or housing) because of their
medical bills, and here too, there were few differences among those
with insurance.'

To gain a better understanding of how medical debt impacts
families’ debt and assets, Demos commissioned two national
household surveys of low- and middle-income households with
credit card debt. These surveys, conducted in 2008 and 2012,
consisted of phone and online interviews with low- and middle-
income households carrying debt. They collected information
about the scope and nature of credit card debt—from the amount
and duration of debt to the types of expenses that contribute to
household indebtedness. The samples of the surveys were weighted
so that they could be compared across 2008 and 2012. By 2012,
when the survey was taken, at least 44 of the 90 major provisions of
the Affordable Care Act had taken effect, including the provisions
to let young people stay on their parents insurance and mandatory
coverage of preventative benefits on all plans.” By 2012 all the
major provisions of the Credit Card Accountability Responsibility
and Disclosure Act (CARD Act) were in force.?
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KEY FINDINGS

n the first term of Barack Obama’s presidency, he signed

two major pieces of legislation: the Patient Protection and

Affordable Care Act, and the CARD Act. Both of these laws

have the potential to dramatically affect Americans’ medical
debt and their ability to manage it. To gain a better understanding
of how medical and other credit card debt impacts families,
Demos commissioned national household surveys in 2008 and
2012 analyzing low- and middle-income households with credit
card debt.

In 2012, 47 percent of indebted low-and middle-income

households reported that medical expenses contributed to their
credit card debt. We find:

« Among low- and middle-income households with
medical debt on their credit cards, both overall debt
levels and levels of debt stemming from medical
expenses fell between 2008 and 2012. Among those with
medical debt on their credit card, average total credit
card debt fell from $11,019 in 2008 to $8,762 in 2012, a
20 percent decline. Medical debt alone fell from $2,055 in
2008 to $1,679 in 2012, an 18 percent decline.

 Medically indebted households struggle with more
credit card debt overall. On average, medically indebted
households had $8,762 in credit card debt, compared with
$5,154 for households with credit card debt that did not
stem from medical expenditures.

« Households carrying medical debt on their credit cards
are more strained financially. Households with medical
debt on their credit cards were dramatically more likely
than households with credit card debt stemming from
non-medical expenditures to report using their credit
card to pay for basic expenses, such as rent or groceries,
because they didn't have enough money in their checking
or savings accounts (52 percent versus 29 percent).

+ Medically indebted households have a higher APR
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on their credit card. Medically indebted households
reported an average annual percentage rate (APR) of
16.75 percent, while households with credit card debt
but none stemming from medical costs reported an
APR of 15.47 percent.

At the time our survey was conducted in 2012, a number of
major provisions of the Affordable Care Act had taken effect,
including requirements enabling young adults to remain on their
parents’ insurance plans and mandatory coverage of preventative
benefits on all health plans. The decline in medical debt on
credit cards that we observe is consistent with federal studies
suggesting that the Affordable Care Act increased insurance
coverage and slowed the growth of health care costs. Yet even
households with health insurance coverage struggle with
medical debt. Demos offers policy recommendations for further
reform to address the crushing burden.

Data and Methods

Knowledge Networks conducted a survey of 1,997
households, including 997 households 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. Respondents were randomly sampled using Knowledge
Panel— a nationally representative panel that incorporates the
views and opinions of all Americans and is not susceptible to
the biases of “opt-in” panels. The Knowledge Panel utilizes an
online questionnaire, achieving a probability sample based on
Random Digital Dial sampling and Address-based sampling,
and providing computer and internet access to those households
who are not online. For our survey, low- to middle-income is
defined as a total household income between 50 percent and 120
percent of the local (county 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 indebted sample
is +/- 3.9 percentage points.

The online survey was developed based on Demos’ 2008
telephone survey on household debt. The majority of the
questionnaire remained identical in order to maintain trend
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information, but some additional questions were added in

order to gain further insights on the Credit Card Accountability
Responsibility and Disclosure Act (CARD) Act, credit cards and
loans, credit scores, and credit reports. The comparison to data
from our 2008 survey on credit card debt was cross-sectional— the
surveys included different nationally representative samples of
households. In order to make the 2008 and 2012 results comparable,
a subset of the 2012 sample was surveyed by telephone to account
for the change in the survey medium and allow for calibration.

Both samples include a large sample of individuals who are
carrying medical debt: 614 in 2008 and 539 in 2012. The margin of
error for the medically indebted sample is +/- 5.4.

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 percentage points.
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MEDICAL DEBT TRENDS

mong the sample of low- and
middle-income households
carrying credit card debt, those
who carried medical debt on
their cards fared worse than those whose
credit cards did not include debt stemming
from medical expenditures. On average,
medically indebted households had $8,762
in credit card debt, compared with $5,154
for those who did not have medical debt on
their credit card (see Figure 1). While nearly
a quarter (23 percent) of medically indebted
households reported that their credit card

debt burden was more than $1,000, only 1
in 10 other respondents did.

Among those with medical debt on their
credit card, average total credit card debt
fell from $11,019 in 2008 to $8,762 in 2012,
a 20 percent decline (see Figure 2). Among
the full sample, debt fell from $9,463
to $7,145. In 2008, medically indebted
households carried $2,055 in credit card
debt that they attributed directly to out-
of-pocket medical expenses. This number
dropped to $1,679 in 2012, a decline of 18%.

Figure 1. Average Credit Card Debt Is Higher Among the Medically Indebted
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Source: Demos 2012 National Survey on Credit Card Debt of Low- and Middle-Income Households

Figure 2. Credit Card Debt Decreased between 2008 and 2012
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CONTRIBUTORS TO MEDICAL DEBT

espondents were asked whether

they had incurred any out-of-

pocket medical expenses in the

last three years, and more than
three-quarters reported such expenses. Of
those respondents, 62 percent reported that
these expenses contributed to their credit
card debt. The chart below (see Figure 3)
shows the share of respondents reporting
each medical expense, and how many
reported that the expense contributed to
their current credit card debt.

Dental expenses were the most frequent-
ly cited as a contributor to debt; of those
respondents who had a dental expense, a
large share said that the expense contribut-
ed to debt. This is likely due to the fact that
many basic insurance plans don't include
dental coverage.”» Emergency room visits,
though rare, frequently contributed to debt;

more than half of those who reported the
expense said it contributed to credit card
debt. More than half of respondents report-
ed purchasing prescription medication, and
of those nearly half said that prescriptions
contributed to credit card debt. Though
hospital stays and emergency room visits
were not frequently cited as contributing

to medical debt (12 percent and 13 percent
respectively), that is because few people
reported experiencing them (22 percent for
both). Among those who had a hospital stay
or emergency room visit, 56 percent and

57 percent respectively reported that these
visits contributed to medical debt.

Figure 3. Dental Expenses Were a Leading Contributor to Medical Debt in 2012 i
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Source: Demos 2012 National Survey on Credit Card Debt of Low- and Middle-Income Households

i.  Figure 3 shows the percentage of all indebted respondents who reported that the medical expense contributed to debt.
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CONSEQUENCES OF MEDICAL DEBT

arrying medical debt can

have important financial

consequences. Low- and

middle-income households
reported that they were more likely to take
extraordinary measures to reduce debt and
that doing so contributed to worsening their
financial situation. According to the survey,
55 percent of respondents with credit card
debt say that an unpaid medical bill or
medical debt contributed to a poor credit
score. Only late payment to credit card bills
(61 percent) was cited more frequently as
a contributor to poor credit. Those with
medical debt on their card were more likely
to say they worry about their credit score
(43 percent) compared to those without it
(36 percent). This finding is confirmed by
other research: a recent Consumer Financial
Protection Bureau (CFPB) study finds,

“Medical debts account for a majority (52%)
of debt collections actions that appear on
consumer credit reports.”’*

Households with medical debt on their
credit cards were far more likely to report
forgoing care to reduce medical expenses.
In total, 63 percent of those with medical
debt on their credit cards reported either
postponing or not filling a prescription,
not visiting a doctor, or skipping tests,
treatments or follow-ups (see Figure 4).
Among those not carrying medical debt
on their credit card, 36 percent reported
these behaviors. The most commonly cited
expense that was skipped was visiting a
doctor or clinic, a behavior reported by 47
percent of those with medical debt on their
credit cards and 28 percent of households
without medical debt on their credit cards.

Figure 4. Medically Indebted Respondents More Likely to Report Forgoing Care, 2012
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Source: Demos 2012 National Survey on Credit Card Debt of Low- and Middle-Income Households
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Respondents with medical debt on
their card were more likely to report a
missed or late payment that resulted in a
fee (40 percent) than other respondents
(28 percent). Those carrying medical debt
were also more likely to report other money
struggles, including bankruptcy (5 points
more likely) and calls from bill collectors
(11 points more likely). People with medical
debt on their credit card were also more
likely to report having their financial
condition worsen, with 44 percent reporting
that they had more credit card debt than
three years ago (compared to 33 percent of
other respondents).

Those with medical debt were more

likely to take more extensive measures to
pay down their debt in the year before the
survey (see Figure 5). They were more likely
to report dipping into their savings to pay
down debt, getting money from a family
member or friend, creating a home equity
line of credit, and using nontraditional
financing such as a payday loan. In addition,
those with medical debt were more likely

to sell a car or other valuable items, work
extra hours or dip into their retirement
savings. The differences in those reporting
a loan from banks, refinancing or a second
mortgage, money from a savings group or
stopping education were not large enough
to be statistically significant.

Figure 5. Medically Indebted More Likely to Report Taking Extra Measures to Pay
Down Debt | Methods Used to Pay Down Debt in Last Year
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The average monthly payment for those with medical debt on
their credit card was $675, compared with an average payment
was $455 for other respondents. The larger monthly payments
make sense given that households with medical debt also carry a
significantly higher credit card balance on average.

Respondents with medical debt on their cards reported that they
found it harder to save at the time of the survey than three years
before. Among those with medical debt on their cards, 71 percent
reported that saving was harder, and only 12 percent reported that
it was easier (the rest reported no change). Among respondents
with no credit card debt resulting from medical expenditures, 58
percent reported that saving was more difficult and 19 percent
said it was easier. Those with medical debt on their cards were
dramatically more likely to report using their credit card to pay
for basic expenses (like rent or groceries) because they didn’t have
enough money in their checking or savings accounts (52 percent
versus 29 percent).

In addition, those with medical debt on their cards were more
likely to report difficulty getting out of debt. When asked if they
had less, more or the about the same amount of credit card debt as
3 years ago, 36 percent of those with medical debt on their credit
cards reported less debt, compared with 49 percent of those without
it. Similarly, 44 percent of those with medical debt on their cards
reported that their debt situation had worsened, compared to 33
percent of other respondents. On average, people with medical debt
on their credit card reported that it would take 2.5 years before they
were completely out of credit card debt, compared with 1.7 years
for other respondents.
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CHANGES SINCE 2008

sing a previous Demos survey of low- and middle-
income households carrying credit card debt, we can
examine changes since 2008 in the financial situation
of those carrying medical debt on their credit cards.
Between 2008 and 2012, average total credit card debt decreased
from $9,463 to $7,145 for the full sample of low- and middle-
income households carrying credit card debt. For those with
medical debt on their credit card, average debt decreased from
$11,018 to $8,762. This indicates that debt fell slightly faster
in relative terms for those without medical debt (24 percent
compared to 20 percent).

Those who reported medical debt on their credit card reported
that it had declined: in 2012 they reported $1,679 in credit card
debt due to out-of-pocket expenses, down from $2,055 in 2008.
Those with medical debt on their credit cards also reported lower
levels of outstanding medical debt not on their credit cards, from
$4,856 in 2008 to $2,209 in 2012 (see Figure 6).

Figure 6. Medically Indebted Respondents Reported Lower
Medical Debt in 2012 than in 2008
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Source: Demos 2012 National Survey on Credit Card Debt of Low- and Middle-Income Households

There was no change in the percentage of respondents
forgoing medical care in order to reduce expenses between 2008
and 2012 (51 percent of all respondents with credit card debt
and 63 percent of those carrying medical debt on their credit
card).” Respondents also appeared more optimistic about how
long it would take to pay off their credit card debt. Among
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respondents with medical debt, the average number of years cited
until they would be out of debt fell from 3.8 in 2008 to 2.9 in 2012.
For all respondents, the time went from 3.3 years in 2008 to 2.1 years
in 2012.

Among all respondents with credit card debt, the number of times
they reported making all their credit card payments on time in the
last years increased dramatically, from 46 percent reporting zero late
payments in 2008 to 65 percent reporting zero late payments in 2012.
Among those with medical debt on their card, the numbers were
similar, from 41 percent reporting zero late payments to 60 percent
(see Figure 7). Those reporting more than 5 late payments fell from
16 percent to 5 percent. Previous Demos research suggests that the
CARD Act, which set new regulations for clarity and disclosure in
monthly billing statements and required credit card companies to
provide 21 days between the time they mail a bill and when they
charge a late fee, played a key role in this development.*

Figure 7. Medically Indebted Respondents Less Likely to Be
Late Paying Credit Card in 2012
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Source: Demos 2012 National Survey on Credit Card Debt of Low- and Middle-Income Households

Table 1 (below) shows the change between 2008 and 2012 in
the percentage of all respondents with credit card debt, and all
respondents with medical debt, reporting actions to reduce their
credit card debt. Among the actions that decreased the most were
getting a home equity line of credit, refinancing, bank or credit union
loans, nontraditional financing, money from the Earned Income Tax
Credit (EITC, and extra work hours. Selling valuable items such as
jewelry was the only behavior that increased. The mean number of
actions taken to reduce credit card debt dropped from 3.7 in 2008 to
3.0 in 2012 for those with medical debt on their credit card. For all
respondents, the mean dropped from 3.3 to 2.7.
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Table 1. Respondents Were Less Likely to Take Extreme Actions to

Reduce Debt | Difference in Percentage of Respondents Reporting
Each Activity in 2008 and 2012

Medical All
Debt On Indebted
Credit Card Respondents

Savings -1 3
Money from a family member or friend -5 -2
Aloan from a bank or credit union -6 -3
Refinanced or a second mortgage -13 -9
A home equity line of credit -6 -5
Sold car or other valuable items such as jewelry 3 2

Nontraditional financing such as a pawn shop,

payday loan, auto title loan, loan shark 3 2
Money fro‘rn a savings group such as a ROSCA 0 0
orasusu'

Worked extra hours/Got extra job -14 -14
Stopped going to school -8 -6
Tax refund -11 -9
Money from EITC -20 -16
Life insurance 2 1
Retirement funds -3 -2
Other -12 -12
Mean number of actions (among 1+) .0.72 -0.6

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

Finally, respondents in 2012 were less likely than respondents in
2008 to report that saving money had become harder in the last year.
Among all indebted respondents, the percent reporting that saving
had become more difficult compared to the year before dropped
from 72 percent in 2008 to 57 percent in 2012. Among those with
medical debt on their credit card, it decreased from 78 percent to
62 percent. These responses indicate that an improving economy
and the CARD Act, signed in May 2009, have benefitted indebted
Americans.”

ii. A ROSCA is a rotating savings and credit association, known as peer-to-peer lending. A su su is

a similar form of pooled credit, popular in some immigrant communities.
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POLICY RECOMMENDATIONS

Give the Consumer Financial Protection Bureau greater authority to
protect customers from debt collectors.

Congress should grant the Consumer Financial Protection Bureau
(CFPB) authority to begin creating rules for medical debt collectors.
The CFPB could create protections and a process for consumers to
challenge medical debts improperly added to a credit report. Within
the CFPB’s current authority, it could take steps to prevent medical
debt from harming low- and moderate-income households’ credit
scores. For instance, CFPB could require that individuals be given
notice before a debt is added to their credit report.*

Pass the Medical Bankruptcy Fairness Act.

The Medical Bankruptcy Fairness Act, proposed by Senators
Sheldon Whitehouse (D-RI) and Elizabeth Warren (D-MA),
would help families dealing with medical debt keep their homes
by providing them with bankruptcy protection, and would forgive
student debt.*” It also waives the requirement that individuals who
file for debt relief receive credit counseling, if the debt is medical-
related.

Pass the Medical Debt Responsibility Act.

The Medical Debt Responsibility Act, introduced by Senator Jeft
Merkley (D-OR) and Rep. Maxine Waters (D-CA), would require
that fully paid medical debt be removed from credit reports within
45 days.”® This would ensure that consumers are not penalized for
medical debts they have already paid, which could damage credit
scores and thus increase interest rates and make it more difficult to
qualify a mortgage, car, apartment, or even a job.

Support a public option.

Although the Affordable Care Act is an important piece of
legislation, it still leaves many Americans uninsured. A public
option, by acting as an insurer of last resort, could close that gap. In
addition, a public option would be in a strong position to negotiate
with healthcare providers, driving down costs. Although insurance
doesn’'t prevent medical debt from ruining lives, there is evidence
that it reduces the incidence of medical debt.”
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CONCLUSION

e find that medical debt on credit cards fell between
2008 and 2012. This could be because of the
Affordable Care Act (ACA), which has slowed the
rapid growth of medical costs and increased access
to insurance. Our survey corroborates additional findings that the
ACA has reduced medical debt and uncompensated care.’® A 2015
study by Urban Institute finds that the number of adults struggling
to pay medical bills fell by 9.4 million (a 21 percent decline) between
September 2013 and March 2015.*' A 2014 study of Massachusetts
(a state that passed a law with an individual mandate, similar to the
ACA) finds that Massachusetts is the only state where the number
one reason for bankruptcy is not medical debt.”> The study finds that
medical debt accounts for a dramatically lower share of bankruptcies
in Massachusetts than in the rest of the country.”

These data indicate that credit card debt among low- and middle-
income households has decreased between 2008 and 2012. The
CARD Act, signed in 2009, almost certainly explains much of this
change. A recent study finds the CARD Act saves consumers $11.9
billion a year, and that these benefits are strongest for those with low
FICO scores.* A recent study by the Consumer Financial Protection
Bureau finds that the CARD Act saved consumers more than $7
billion in late fees and $9 billion in over-limit fees.”

Both the CARD Act and the ACA have begun to reduce the
incidence of medical debt in the United States and mitigate its
consequences. This report shows that the effects of medical debt can
be disastrous. Respondents with medical debt on their credit card
were more likely to declare bankruptcy, miss payments and find
saving more difficult. They were also more likely to report taking
extreme measures to pay off debt and use their credit card for basic
living expenses, and they expected to spend more time in debt. More
reforms are needed to ensure that Americans do not fall into a deep
cycle of medical debt.
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