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§ Rising healthcare costs in the U.S.§ Kaiser Family Foundation
§ U.S. consumers owe at least $220 billion 

in medical debt (2021)—about 29% of 
credit card debt

§ Most of that debt is owed by people with 
over $10,000 in debt 

Source: Kaiser Family Foundation

Source: Wall Street Journal
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https://www.healthsystemtracker.org/brief/the-burden-of-medical-debt-in-the-united-states/
https://www.wsj.com/health/healthcare/american-healthcare-spending-charts-explained-adaa0e23


Kaiser Family Foundation
U.S. consumers owe at least $220 billion 
in medical debt (2021)—about 29% of 
credit card debt

Credit Bureau Files
About $60.6 billion of medical debt was 
recorded by a credit bureau in September 
2021

§Medical debt and collections 
are not systematically 
reported to credit bureaus

§ Why?
1. Insurance adjustments, disputes, and 

delays in processing make it difficult 
to determine the final amount a 
patient owes.

2. Medical debt is processed “in-
house” by healthcare providers
§ Reputational concerns 
§ Cost efficiency

3. Long cycles of debt collection and 
renegotiation

4. Ultimately transfer to (small) 
collection agencies that have little to 
no ties with credit bureaus

Based on 5% random sample of consumers in Experian (2017-2023)

3



Policymakers:
§ Medical debt data are imprecise and put 

undue pressure on consumers
§ 2022 Policy Shift

§ Limited reporting of medical debt and related 
collection balances to credit bureaus

§ 2025 Biden admin introduced full ban

Lending industry advocates:
§ Medical debt data are incomplete

§ Impedes the ability to assess consumers’ true 
indebtedness

§ Advocate better, timely reporting practices

BOTH: Lenders are unaware
§ Implications on consumer access to credit
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Limiting negative public information increases credit access for direct beneficiaries

§ Bankruptcy flag removal increases credit limits, credit scores, borrowing, and 
entrepreneurial activities
§ Dobbie et al. (2020); Gross et al. (2020); Herkenhoff et al. (2021)

§ Removing medical collection data (2022 Policy Shift):
§ CFPB (2024) reports credit score increase by 20 points, on average
§ Duarte et al. (2025)
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Incomplete credit information is associated with lower overall social welfare

§ Aggregate access to credit and social welfare declines
§ Liberman et al. (2018); Jansen et al. (2025) 

§ Adverse selection framework predicts risk pooling behavior by lenders
§ Chatterjee et al. (2023, 2025)
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v Leverage the 2022 Policy Shift (information friction shock)
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?Information flow 
frictions

1. Does hidden medical debt affect informativeness of consumer 
creditworthiness measures?

§ Credit scores and DTIs’ ability to predict defaults

2. Are lenders aware of the impact of hidden medical debt?
§ Effects on credit supply

?



Introduce a new HCC measure that captures geographic heterogeneity in healthcare 
cost

§ Validate this measure using available data on medical debt and collections
§ Assumption: observable medical debt and related collections are not randomly distributed

1. Credit scores overestimate the quality of borrowers in high HCC CBSAs:
§ Consumers in high HCC geographies default more conditional on their credit scores 

§ More so for low credit score borrowers
§ More so for high DTI borrowers

2. Lenders internalize the borrower risk associated with local HCC
§ Mortgage approval rates are lower in high HCC markets, conditional on observables

§ More so for low credit score borrowers
§ More so for high DTI borrowers

3. Economic channel: information frictions
§ Results are stronger after Q1 2022 government regulation restriction on medical debt collection 

reporting
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HEALTHCARE COSTS 
MEASURES



§Created by CMS to evaluate hospitals’ cost (in)efficiencies
(Norton et al., 2018; Currie et al., 2023).

COSTS
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§ Hospital level (mapped to CBSA)

§ Annual

§ Costs per patient, per 
hospitalization incident:
§ Pre-hospital
§ Hospital stay
§ Post-discharge

§ Based on Medicare data:
§ Homogenous population
§ Less likely to borrow to fund 

medical expenses
§ Not affected by insurance 

coverage
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1. Price-standardized
§ Regional payment differences are adjusted out. 

2. Free of potential biases stemming from geographical variations in healthcare 
utilization by patients

§ It reports costs per hospitalization incident (Skinner, 2011). 

3. Adjusted for patient risk factors, including:
§ Age
§ Severity of illness

Core MSPB variation: hospital inefficiency
(overprovision of services & service quality )
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𝑴𝑺𝑷𝑩 𝑪𝒐𝒔𝒕𝒔𝑪𝑩𝑺𝑨,𝒕 =
𝑨𝒗𝒈𝑴𝒆𝒅𝒊𝒄𝒂𝒓𝒆 𝑺𝒑𝒆𝒏𝒅𝒊𝒏𝒈 𝒑𝒆𝒓 𝑩𝒆𝒏𝒆𝒇𝒊𝒄𝒊𝒂𝒓𝒚 𝒑𝒆𝒓 𝑰𝒏𝒄𝒊𝒅𝒆𝒏𝒕𝑪𝑩𝑺𝑨,𝒕

𝑵𝒂𝒕𝒊𝒐𝒏𝒂𝒍 𝑨𝒗𝒈𝒕

3. Post-hospitalization costs overruns measure:

2. Post-hospitalization care-based measure:
§ Das et al. (2016); Norton et al. (2018):; Einav et al. (2023): inefficiencies in post-hospital care

𝑷𝒐𝒔𝒕−𝑫𝒊𝒔𝒄𝒉𝒂𝒓𝒈𝒆𝑴𝑺𝑷𝑩 𝑪𝒐𝒔𝒕𝒔𝑪𝑩𝑺𝑨,𝒕 =
𝑨𝒗𝒈 𝑷𝒐𝒔𝒕 𝑫𝒊𝒔𝒄𝒉𝒂𝒓𝒈𝒆𝑴𝑺𝑷𝑩𝑪𝑩𝑺𝑨,𝒕

𝑵𝒂𝒕𝒊𝒐𝒏𝒂𝒍 𝑨𝒗𝒈𝒕

𝑹𝒂𝒕𝒊𝒐 𝒐𝒇 𝑷𝒐𝒔𝒕−𝑫𝒊𝒔𝒄𝒉𝒂𝒓𝒈𝒆
𝒕𝒐 𝑷𝒓𝒆−𝑫𝒊𝒔𝒄𝒉𝒂𝒓𝒈𝒆𝑴𝑺𝑷𝑩 𝑪𝒐𝒔𝒕𝒔 𝑪𝑩𝑺𝑨, 𝒕 =

𝑷𝒐𝒔𝒕−𝑫𝒊𝒔𝒄𝒉𝒂𝒓𝒈𝒆𝑴𝑺𝑷𝑩 𝑪𝒐𝒔𝒕𝒔
𝑷𝒓𝒆−𝑫𝒊𝒔𝒄𝒉𝒂𝒓𝒈𝒆𝑴𝑺𝑷𝑩 𝑪𝒐𝒔𝒕𝒔 𝑪𝑩𝑺𝑨,𝒕

/𝑵𝒂𝒕𝒊𝒐𝒏𝒂𝒍 𝑨𝒗𝒈𝒕

1. Baseline measure:
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§ HCC proxy
1. Contributes to HCC heterogeneity across markets
2. Reasonably unrelated to 

a. Local consumer financial health
b. Demographic characteristics
c. Insurance coverage

3. Drives medical debt and related collection 

§ Notably: does not (have to) capture all sources in healthcare costs 
heterogeneity
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𝜷 = 𝟎. 𝟎𝟗𝟗 (Column 1):

§ 1% higher healthcare cost than the national average is associated with a 
0.099% increase in the share of consumers with medical debt accounts

§ 5% random sample of individuals in Experian aggregated to ZIP code level

§ Limited medical debt and medical debt collections data



DO HIDDEN MEDICAL DEBT
AFFECT CONSUMER 
CREDITWORTHINESS MEASURES?
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§ Experian data :
§ 5% random sample of consumer credit records
§ Unbalanced panel of  ~14 million consumers
§ Measure financial outcomes for the representative ZIP-code level consumer
§ Sample extends from 2017 to 2023 semiannually

§ Core variables of interest (at ZIP code level)
§ Consumer financial conditions

§ Credit Score, DTI, income level, …

§ Default rates
§ Share of consumers in an area with more than 5% of outstanding debt balance in delinquent or 

derogatory conditions
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𝐷𝑒𝑓𝑎𝑢𝑙𝑡'(),*+, = 𝜷𝟎𝐶𝑟𝑒𝑑𝑖𝑡𝑆𝑐𝑜𝑟𝑒'(),* + 𝐶𝑂𝑁𝑇𝑅𝑂𝐿𝑆 + 𝛾* + 𝜇./01 + 𝜀'(),*+,
+ 𝜷𝟏𝐻𝑒𝑎𝑙𝑡ℎ𝑐𝑎𝑟𝑒 𝐶𝑜𝑠𝑡./01,* + 𝜷𝟐 𝐶𝑟𝑒𝑑𝑖𝑡𝑆𝑐𝑜𝑟𝑒'(),*×𝐻𝑒𝑎𝑙𝑡ℎ𝑐𝑎𝑟𝑒 𝐶𝑜𝑠𝑡./01,*
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Credit Score(t)

Default(t+1)

(-)(+)

HCC-induced
default differential
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§ Default Rate Differentials
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§ Default Rate Differentials
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𝐼𝑓 𝐶𝑟𝑒𝑑𝑖𝑡 𝑆𝑐𝑜𝑟𝑒 700:
High HCC vs low HCC market 
matters less

𝐹𝑜𝑟 𝑒𝑣𝑒𝑟𝑦 100 𝑝𝑜𝑖𝑛𝑡 𝑑𝑒𝑐𝑙𝑖𝑛𝑒 𝑖𝑛 𝐶𝑟𝑒𝑑𝑖𝑡 𝑆𝑐𝑜𝑟𝑒:
Consumers are 0.47% more likely to default 
if reside in high HCC vs low HCC market



§ ZIP-code representative consumer financial characteristics 
§ Credit score 
§ Debt-to-income ratio 
§ Natural logarithm of income 
§ Natural logarithm of the age of the oldest credit account
§ Proportion of consumers with collections
§ Ratio of total collections to total debt balance 

§ Local insurance coverage and health conditions
§ Share of the local population aged 65 and older (NIH)
§ Share of local insured population (SAHIE)
§ Average case mix index capturing the local health case complexity (CMS)

§ Local economic conditions (QCEW from BLS)
§ Total local employment 
§ Average wages 
§ Past employment and wage growth 
§ 2- digit NAICS industry labor shares that account for local industry composition 
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2022 Policy Shift (March 18th, 2022)

§ Effective July 1st, 2022 
§Medical collections information that meet certain criteria will no 

longer be included on U.S. consumer credit reports, (Transunion, 
Equifax, VantageScore.com)
A. Accounts that has been (potentially) paid by the consumers
B. Collection tradelines younger than 12 months

§ Effective January 2023 
C. No longer consider medical collection accounts under $500.

Duarte et al (2026) explores the impact of this restriction on direct beneficiaries.

§ In contrast to Klunder et al (2024) the policy eliminated medical debt from 
credit bureau files but not from consumer balance sheets.
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https://newsroom.transunion.com/equifax-experian-and-transunion-support-us-consumers-with-changes-to-medical-collection-debt-reporting/
https://www.equifax.com/newsroom/all-news/-/story/first-changes-to-reporting-of-medical-collection-debt-roll-out-july-1-2022/
https://www.vantagescore.com/faq/what-was-the-rationale-for-removing-medical-debt-from-vantagescore-4-0/
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Total collection balances 
(in billions of USD)

Number of collection accounts
(in millions)
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ARE LENDERS AWARE?



𝐿𝑜𝑎𝑛 𝐴𝑝𝑟𝑜𝑣𝑎𝑙 𝑅𝑎𝑡𝑒 '(),*+,-+.,*/0, 123+,145 = 𝜷𝟏𝐻𝑒𝑎𝑙𝑡ℎ𝑐𝑎𝑟𝑒 𝐶𝑜𝑠𝑡*,1+
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𝜷𝟐 𝐶𝑟𝑒𝑑𝑖𝑡 𝑆𝑐𝑜𝑟𝑒'(),1×𝐻𝑒𝑎𝑙𝑡ℎ𝑐𝑎𝑟𝑒 𝐶𝑜𝑠𝑡89:;,1 +

Predictions:

§ 𝜷𝟏 < 𝟎
§ 𝜷𝟐 > 𝟎

Credit Score(t)

Approval Rate (t+1)

HCC-induced
approval rate 
differential

𝐿𝑒𝑛𝑑𝑒𝑟×𝑦𝑒𝑎𝑟×𝑙𝑜𝑎𝑛 𝑡𝑦𝑝𝑒 𝐹𝐸𝑠 + 𝐶𝑂𝑁𝑇𝑅𝑂𝐿𝑆 + 𝜀'(),1
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𝐼𝑓 𝐶𝑟𝑒𝑑𝑖𝑡 𝑆𝑐𝑜𝑟𝑒 700:
High HCC vs low HCC market 
matters less

𝐹𝑜𝑟 𝑒𝑣𝑒𝑟𝑦 100 𝑝𝑜𝑖𝑛𝑡 𝑑𝑒𝑐𝑙𝑖𝑛𝑒 𝑖𝑛 𝐶𝑟𝑒𝑑𝑖𝑡 𝑆𝑐𝑜𝑟𝑒:

Consumers are 0.67% more likely to be rejected 
if reside in high HCC vs low HCC market
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Introduce a new HCC measure that captures geographic heterogeneity in healthcare cost
§ Validate this measure using available data on medical debt and collections

§ Assumption: observable medical debt and related collections are not randomly distributed

1. Credit scores overestimate the quality of borrowers in high HCC markets:
§ Consumers in high HCC geographies default more conditional on their credit scores 

§ More so for low-credit-score borrowers
§ More so for high-DTI borrowers

2. Lenders internalize the borrower risk associated with local HCC
§ Mortgage approval rates are lower in high HCC markets, conditional on observables

§ More so for low-credit-score borrowers
§ More so for high-DTI borrowers
§ The evidence is consistent with risk pooling

3. Economic channel: information frictions
§ Results are stronger after Q1 2022 regulatory restriction on medical debt collection reporting




