
INTRODUCTION

The subprime, small-dollar lending market offers products such as payday loans to borrowers 
with weak credit histories and reduced repayment capabilities. This market is one of the most 
controversial components of the consumer financial system, and there is significant debate 
over whether these products are helpful or harmful to borrowers. Yet the emergence and rapid 
expansion of the market speaks to the existence of serious financial hardship and needs that 
are unsatisfied by the mainstream banking system. The Subprime Lending Data Exploration 
project examined the range of borrowers’ backgrounds and experiences and the specific needs 
that prompt them to use subprime loans. The findings in this brief draw mainly from two of 
the project’s data sources: a survey administered to subprime borrowers and in-depth inter-
views with borrowers.

T
his brief presents findings on the relationship between medical 

debt and subprime loan use from the Subprime Lending Data 

Exploration project. Using data from three sources — adminis-

trative data provided by subprime lenders as well as a survey and 

in-depth interviews with borrowers — the study explores the range of back-

grounds and experiences among individuals who use subprime loans and the 

specific needs that drive borrowing. Medical debt is one of the main themes 

that emerged from the survey and in-depth interviews. Many individuals 

reported having such debt, either because they were uninsured for a period 

of time or because they had insurance that did not cover their expenses. 

These individuals used subprime loans to help cover medical costs or to 

cover regular expenses that may have originated from a health-related emer-

gency. The findings suggest that the continuity and quality of health coverage 

are important factors in financial health and the use of subprime loans.
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Among other findings, the project provides 
evidence of the importance of sufficient health 
insurance coverage for the population that uses 
online payday and subprime installment loans. 
(These terms are defined in Box 1; in this brief, 
“subprime loan” covers payday loans and subprime 
installment loans.) Almost all survey respondents 
had health insurance at the time of the survey, yet 
more than half carried medical debt. In interviews, 
borrowers told of medical events that occurred 
while they were between jobs and uninsured; they 
also related stories of insufficient coverage, includ-
ing large deductibles, leading to financial hardship.

This brief focuses on the findings related to the 
interactions between health insurance, medical 
debt, and subprime loan use, and attempts to place 
those findings in the current policy landscape. (See 
Box 2 for a summary of other findings from the 
project.)1 

WHAT IS KNOWN ABOUT THE 
RELATIONSHIPS BETWEEN HEALTH 
INSURANCE, MEDICAL DEBT, AND 
SUBPRIME LOAN USE

Going without health insurance coverage is often 
costly and can lead to poor financial health. Out-
of-pocket costs for health care are often so high 
that individuals without insurance are more likely 
to skip preventive care than those with insurance.2 
And many uninsured individuals who do pay 

1	 ��See Nuñez et al. (2016) for more information on the project’s findings.

2	 �McMorrow, Kenney, and Goin (2014).

3	 �Office of the Assistant Secretary for Planning and Evaluation (2011).

4	 �Barnett and Berchick (2017).

5	 �Claxton et al. (2017).

out-of-pocket expenses eventually end up with 
medical debt.3 This may be especially problematic 
for people with low incomes, who have lower rates 
of health insurance coverage4 and thus larger out-
of-pocket expenses, but fewer resources available 
to help cover those expenses. But even people with 
health insurance may face high deductibles and 
copays, as health care costs have risen over the past 
few years, and many employers — who provide 
health insurance to over half of U.S. adults — have 
passed on some of these costs to individuals.5 
When faced with large medical bills — due to lack 
of coverage or inadequate coverage — some indi-

BOX 1

WHAT ARE PAYDAY AND SUBPRIME 
INSTALLMENT LOANS?

Payday loans get their name from their structure: They allow 

borrowers to receive an “advance” on their next paycheck, 

to be repaid all at once. They are unsecured — requiring no 

collateral — so borrowers must show evidence of regular 

income and possession of a checking account to get them. 

Payday loans are small ($50 to $300) and short term (two to 

four weeks), with fees of $15 to $20 for every $100 borrowed. 

This fee translates into an annual rate (APR) of 200 percent to 

400 percent. A payday loan may “roll over” for an additional 

fee if the borrower is unable to repay it by the due date.

Subprime installment loans are usually offered by the same 

lenders as payday loans. They can be somewhat larger (up 

to $5,000) and are structured so that the borrower pays off 

the loan over a longer period of time in regular installments, 

rather than in a single lump sum payment.
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viduals turn to alternative credit products, includ-
ing payday loans.6

The research summarized in this brief builds on 
the work cited above to expand the knowledge 
base around the role of medical debt in subprime 
loan use. This research has particular relevance 
given current debates about national health care 
policy. One important example is related to recent 
proposals to repeal and replace the Patient Protec-

6	 �Bickham and Lim (2015); Nuñez et al. (2016). Payday loan usage has also been associated with an array of 
negative health outcomes. See, for example, Sweet, Kuzawa, and McDade (2018).

7	 �For more information on the ACA, see Henry J. Kaiser Family Foundation (2013).

8	 �The Clarity data set has deidentified data on nearly 50 million individuals who have applied for or used 
subprime credit from hundreds of lenders operating in all 50 states. The data, reported by lenders, includes 
borrower demographics, loan types and terms, account balances, and repayment histories. 

9	 The Clarity data were also used in other analyses presented in Nuñez et al. (2016).

tion and Affordable Care Act (ACA), which was 
passed in 2010. That legislation intended to expand 
access to health insurance and control health care 
costs. Those goals were to be met through several 
approaches, including imposing an individual 
mandate to enroll in health insurance, offering 
subsidies to employers and individuals, estab-
lishing state-based health insurance exchanges, 
removing cost-sharing for preventive services, and 
broadening the population who would be eligible 
for Medicaid.7

DATA SOURCES

The data used in the Subprime Lending Data 
Exploration project come from three sources: an 
administrative data set on subprime borrowing 
provided by Clarity Services, Inc., a part of Exper-
ian;8 an online survey of borrowers; and in-depth 
interviews with borrowers. The findings presented 
in this brief draw mainly from the survey and 
interviews. The Clarity data were used to study the 
effects of the Medicaid expansion under the ACA 
on subprime loan use, as described in Box 3. 9

The online survey was fielded to a subset of bor-
rowers in the Clarity database. A small group of 
lenders covered by the database agreed to allow 
their borrowers to be contacted for the survey, and 
the survey was sent to all borrowers who took out 
a loan from one of those lenders. The survey took 
about 20 minutes to complete and included ques-
tions about demographics; employment, income, 

BOX 2

PREVIOUS FINDINGS FROM THE SUBPRIME 
LENDING DATA EXPLORATION PROJECT

The first phase of this project examined the reasons why 

people use subprime loans. It found that borrowers are quite 

diverse in terms of income and education levels. While many 

borrowers roll over their loans or default on them, the study 

uncovered a segment of borrowers — about one-third — who 

pay back their loans on time and rarely default.

Findings from the survey showed that most respondents had  

low credit scores, but nearly three-quarters had once had a 

prime credit score, and most used mainstream credit prod-

ucts, such as credit cards. About two-thirds of respondents 

reported taking out payday loans to cover regular expenses 

such as utilities and bills, food and groceries, and rent and 

mortgage payments, but 80 percent had recently experienced 

some sort of emergency. The survey respondents, overall, were 

financially vulnerable. Many had high debt loads, little or no 

savings, and a chronic inability to cover regular expenses. See 

the 2016 report on the project for more information.*

*Nuñez et al. (2016).



MEDICAL DEBT AND SUBPRIME BORROWING4

BOX 3

EXAMINING THE EFFECT OF THE MEDICAID EXPANSION 
ON SUBPRIME LENDING RATES

Based on the survey and interview findings, the research team decided to further explore the role of 

health insurance in subprime loan use using data from the Clarity database. The Clarity data set does 

not have any individual-level data on health insurance coverage or costs. The team instead examined 

the relationship between health insurance and subprime borrowing by doing an exploratory analysis of 

the influence of a change in health care law — the expansion of Medicaid under the Patient Protection 

and Affordable Care Act (ACA) — on aggregate borrowing behavior.*

With the passage of the ACA in 2010, the intention was to expand Medicaid nationwide to all adults 

ages 18 to 64 who live in households with earnings at or below 138 percent of the federal poverty 

level. However, the expansion became voluntary for states after the U.S. Supreme Court — in National 

Federation of Independent Business v. Sebelius (2012) — held that attaching states’ continued Medicaid 

funding to their acceptance of the expansion was unconstitutional. Because of that, there is variation 

in whether states adopted the expansion — as of April 2017, 31 states had — and when states adopted 

it (before, on, or after the federal expansion date of January 1, 2014).+

The analysis exploited this variation and compared borrowing rates in counties along state borders 

that differed by whether or when their states adopted the expansion. Based on the survey and inter-

view findings, it was hypothesized that counties in states that expanded Medicaid would have lower 

subprime borrowing rates than counties in states that did not expand Medicaid. Further, findings from 

other recent research have shown that the Medicaid expansion produced positive and statistically 

significant effects on a range of financial health indicators.‡

The analysis found a lower rate of subprime borrowing in counties that took up the Medicaid expan-

sion than in counties that did not take up the expansion; the estimated difference is not statistically 

significant, however, and this result was quite sensitive to analytical specifications.

There are several possible explanations for the lack of a significant effect. One possibility ties back 

to the findings from the survey and interviews that indicated that the quality of health care coverage 

— which could not be examined in this analysis — may be a more important factor in determining 

subprime loan use. Another possibility is that there may be an effect, but it is difficult to detect with 

the data and methods available. Future research — which would benefit from a more rigorous research 

design — should explore this relationship further.

*A prior study looked at the effects of the ACA Medicaid expansion on the use of storefront payday loans in 
California and found reductions in the number of payday loan borrowers, the number of payday loans, and the 
amount of payday loan debt in counties that expanded Medicaid compared with counties that did not. See 
Allen, Swanson, Wang, and Gross (2017).
+See Henry J. Kaiser Family Foundation (2012) for more information.
‡See for examples, Hu et al. (2016) and Breevort, Grodzicki, and Hackmann (2017). 
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and material hardship; assets, debt, and credit; 
and the use and perception of financial services, 
including payday loans. The survey was completed 
by 891 respondents.10 Because the subset of lenders 
who agreed to participate in the survey is not 
representative of the full set of lenders in Clarity’s 
database and because response rates were low, the 
survey results, though weighted to better reflect 
the distribution of characteristics available in the 
administrative database, may not be representative 
and should be viewed with caution.

At the end of the survey, respondents were asked 
whether they would be interested in participating 
in in-depth interviews. The research team con-
ducted a series of one or two interviews — both in 
person and by phone — with 77 individuals who 
expressed interest.11 The interviews were designed 
to get a better understanding of the personal and 
financial backgrounds and experiences of borrow-
ers and what drives their need to borrow.

FINDINGS FROM THE SURVEY AND 
IN-DEPTH INTERVIEWS

One of the main themes that emerged from the 
survey and in-depth interviews concerned the 
relationships between health insurance, medical 
debt, and subprime loan use.12 This section sum-
marizes the main findings related to that theme, 
drawing from research presented in Nuñez et al. 

10	 �By a very conservative definition, the survey response rate (based simply on the roughly 41,000 emails sent and 
891 respondents) was roughly 2 percent. This rate does not factor in the fact that only a fraction of individuals 
opened the email with the survey invitation. It is not uncommon for email as well as phone surveys conducted 
by organizations such as Pew Research or political tracking polls to have response rates in the single digits. 
See for example Silver (2014).

11	 �Forty-two of the initial 77 interviewees agreed to participate in a second interview 12 to 18 months after the 
initial interview. 

12	 �Other themes emerged as well and are discussed in detail in Nuñez et al. (2016).

13	 �Barnett and Berchick (2017).

(2016) and the second round of interviews done 
with some of the borrowers.

As Table 1 shows, over 90 percent of survey 
respondents reported having health insurance — a 
rate comparable to that of the general U.S. adult 
population. Yet half the respondents also reported 
that they were paying off medical bills. Over half 
the adults in the United States receive health 
insurance coverage through an employer,13 so 
this medical debt may have been incurred during 
periods when the respondent was out of a job and 
uninsured. This was the case for one interviewee, 
identified here as Dina. After relocating to a new 
city, Dina was able to find a job that offered health 
insurance, but her coverage did not go into effect 
right away. Before it did, Dina became ill and 
required emergency surgery. She was left with 
substantial medical bills from the surgery and used 
payday loans, credit cards, and overdrafts from her 
bank to manage her expenses.

Other interviewees reported having medical 
debt despite having health insurance because the 
plan did not cover their expenses. Some of these 
interviewees noted that their insurance provided 
protection against catastrophic medical bills, but 
it did not cover all their costs, such as prescrip-
tions, or had very high deductibles. One woman, 
for example, described having a $2,800 deductible 
each year before the health insurance provided by 
her employer would start covering costs. Other 
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interviewees described having insurance plans 
with restrictive conditions. One individual, identi-
fied here as Lia, had health insurance, but her plan 
required her to pay treatment costs up front and 
then seek reimbursement. After a trip to the emer-
gency room, Lia was left with a $6,000 bill. She 
started paying off the bill in installments but was 
frustrated by the late fees and interest she incurred. 
She decided to take out three online installment 
loans within a year to retire the debt more quickly. 

Findings from the survey and interviews also show 
that while some borrowers use subprime loans to 
cover medical expenses (as was the case for the 
interviewees mentioned above), others use loans to 
smooth their incomes and cover regular expenses 
such as rent, utility bills, and food — almost 
two-thirds of survey respondents used their most 
recent loans this way (Table 1). But some of those 
loans may also have had origins in health-related 
emergencies or unexpected situations. That was 

TABLE 1

SUBPRIME LOAN USE, DEBT, AND HEALTH INSURANCE, 
AMONG SURVEY RESPONDENTS

CHARACTERISTIC PERCENTAGE

Has any debta 97.1

Currently paying off medical bills 50.0

Has health care coverage 90.8

In the past year, received small-dollar credit from

Payday loan 71.9

Internet installment loan 44.5

Storefront installment loan 11.6

Reason for most recent payday loan, among those who received one

Regular expenses such as utilities, car payment, credit card

bill, or prescriptions 36.6

Unexpected expense or emergency 29.3

Rent or mortgage 15.1

Food and other groceries 12.3

Special expenses, such as vacation, entertainment, or gifts 4.2

Other 2.5

Sample size 889

SOURCE: MDRC calculations from responses to the 2015 Clarity Survey.

NOTES: Sample sizes may vary because of missing values.
     Italic type indicates that the responses are not from the full sample.
     aDoes not include debt from mortgages or home equity loans.
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the case for Marcus, another interviewee, who 
used payday loans to cover his household expenses 
while serving as a full-time caretaker to his wife, 
who was suffering from an aggressive cancer. The 
medical treatment costs were covered by their 
health insurance, but since neither was able to 
work, their primary source of income was disabil-
ity insurance, and they took out payday loans to 
cover their regular day-to-day expenses.

Analysis of the survey data found that having 
health insurance may provide some protection 
from financial hardship. A nonexperimental analy-
sis of the predictors of loan use shows that indi-
viduals with health insurance were less likely than 
those without to have taken out their most recent 
payday loan to cover regular expenses. This asso-
ciation suggests that health insurance may play 
both a primary and a secondary role in preventing 
material hardship. Without health insurance, indi-
viduals may be forced to pay for medical expenses 
through credit options, including subprime loans, 
that can leave them with regular loan payments. 
Having to repay that debt may, in turn, lead indi-
viduals to borrow further because they have fewer 
resources available to cover regular expenses. Still, 
the research presented in this brief underscores 
that gaps in health insurance coverage, among 
those who have it, can also result in substantial 
financial hardship.

DISCUSSION AND POLICY 
IMPLICATIONS

The findings presented in this brief, taken together, 
suggest that the continuity and quality of health 
coverage are important factors in financial health 
and the use of subprime loans. The survey and 
interview findings highlight the role that med-

14	 �COBRA coverage was established by the Consolidated Omnibus Budget Reconciliation Act of 1985.

15	 �Claxton et al. (2017).

ical debt plays in driving subprime borrowing. 
Although most survey respondents had health 
insurance coverage, the research revealed that sub-
prime borrowing can result from gaps in coverage 
(either due to the extent of the coverage or periods 
between coverage).

For those who obtain health insurance through 
their employers, the availability of affordable tran-
sitional coverage for periods when an individual 
is in between jobs may be particularly important. 
COBRA — a temporary health insurance exten-
sion to cover a period after leaving an employer — 
is often available to employees who leave their jobs, 
but individuals are responsible for the full premi-
ums in many cases.14 Individuals can also pur-
chase a health insurance plan directly, but again, 
they would be responsible for paying the full cost 
of coverage unless they qualify for a subsidy. Both 
options may make the cost of coverage prohibitive 
for individuals, especially those who use subprime 
loans, during periods when they are out of work.

It is also important to highlight that the qualita-
tive research indicated issues with health-related 
expenses even among those covered by health 
insurance. Some of this may be driven by the rising 
costs of health coverage and employees’ respon-
sibility for paying a larger share of their medical 
costs than in the past. As of 2017, 81 percent of 
workers covered by an employer health plan had 
annual deductibles (an increase from 72 percent 
in 2012). And even those without deductibles were 
often responsible for other out-of-pocket medical 
expenses, such as copayments or coinsurance.15 
Expanding access to affordable and high-quality 
health insurance may be especially important for 
the segment of the population that resorts to 
subprime loans to help them from accruing 
medical debt.



MEDICAL DEBT AND SUBPRIME BORROWING8

REFERENCES

Allen, Heidi, Ashley Swanson, Jialan Wang, and Tal 
Gross. 2017. “Early Medicaid Expansion Associated 
with Reduced Payday Borrowing in California.” 
Health Affairs 36, 10: 1769-1776.

Barnett, Jessica C., and Edward R. Berchick. 2017. 
Health Insurance Coverage in the United States: 
2016. Report No. P60-260. Washington, DC: 
Economic and Statistics Administration, U.S. 
Census Bureau.

Bickham, Trey, and Younghee Lim. 2015. “In Sickness 
and in Debt: Do Mounting Medical Bills Predict 
Payday Loan Debt?” Social Work in Health Care 54, 
6: 518-531.

Brevoort, Kenneth, Daniel Grodzicki, and Martin B. 
Hackmann. 2017. “Medicaid and Financial Health.” 
NBER Working Paper No. 24002. Cambridge, MA: 
National Bureau of Economic Research.

Claxton, Gary, Matthew Rae, Michelle Long, Anthony 
Damico, Gregory Foster, and Heidi Whitmore. 2017. 
Employer Health Benefits: 2017 Annual Survey. 
Menlo Park, CA: Kaiser Family Foundation and 
Health Research and Educational Trust.

Henry J. Kaiser Family Foundation. 2012. A Guide to 
the Supreme Court’s Affordable Care Act Decision. 
Menlo Park, CA: Henry J. Kaiser Family Foundation. 
Website: www.kff.org.

Henry J. Kaiser Family Foundation. 2013. Summary of 
the Affordable Care Act. Menlo Park, CA: Henry J. 
Kaiser Family Foundation. Website: www.kff.org.

Hu, Luojia, Robert Kaestner, Bhashkar Mazumder, 
Sarah Miller, and Ashley Wong. 2016. “The Effect 
of the Patient Protection and Affordable Care Act 
Medicaid Expansions on Financial Wellbeing.” 
NBER Working Paper No. 22170. Revised February 
2018. Cambridge, MA: National Bureau of 
Economic Research.

McMorrow, Stacey, Genevieve M. Kenney, and 
Dana Goin. 2014. “Determinants of Receipt of 
Recommended Preventive Services: Implications 
for the Affordable Care Act.” American Journal of 
Public Health 104, 12: 2392-2399.

Nuñez, Stephen, Kelsey Schaberg, Richard Hendra, 
Lisa Servon, Mina Addo, and Andrea Marpillero-
Colomina. 2016. Online Payday and Installment 
Loans: Who Uses Them and Why? A Demand-Side 
Analysis from Linked Administrative, Survey, and 
Qualitative Interview Data. New York: MDRC.

Office of the Assistant Secretary for Planning and 
Evaluation. 2011. The Value of Health Insurance: 
Few of the Uninsured Have Adequate Resources 
to Pay Potential Hospital Bills. Washington, DC: 
Office of the Assistant Secretary for Planning and 
Evaluation, Office of Health Policy, U.S. Department 
of Health and Human Services.

Silver, Nate. 2014. “Is the Polling Industry in Stasis or 
in Crisis?” FiveThirtyEight (blog). Website: http://
fivethirtyeight.com/features/is-the-polling-industry 
-in-stasis-or-in-crisis/.

Sweet, Elizabeth, Christopher W. Kuzawa, and 
Thomas W. McDade. 2018. “Short-Term Lending: 
Payday Loans as Risk Factors for Anxiety, 
Inflammation and Poor Health.” SSM — Population 
Health 5: 114-121.

ACKNOWLEDGMENTS

The author would like to thank Tim Ranney, Susana 
Walls, and Heather Lamoureux from Clarity Services, 
Inc., a part of Experian, for help obtaining the 
administrative data.

The qualitative analysis presented in the brief was led 
by Lisa Servon and Mina Addo from the University of 
Pennsylvania and Andrea Marpillero-Colomina from 
the New School. Former MDRCer Stephen Nuñez and 
Richard Dorsett from the University of Westminster 
led the quantitative analysis.

I would also like to acknowledge several MDRC staff 
members who contributed to the brief. John Hutchins, 
Charles Michalopoulos, Richard Hendra, and James 
Riccio reviewed drafts of the brief and provided 
valuable feedback. Crystal Ganges-Reid oversaw 
the budget. Alissa Stover coordinated the brief and 
fact-checked it. Jennie Kaufman edited the brief and 
Carolyn Thomas prepared it for publication.

http://fivethirtyeight.com/features/is-the-polling-industry-in-stasis-or-in-crisis/
http://fivethirtyeight.com/features/is-the-polling-industry-in-stasis-or-in-crisis/
http://fivethirtyeight.com/features/is-the-polling-industry-in-stasis-or-in-crisis/


Dissemination of MDRC publications is supported by the following funders that help finance MDRC’s public policy outreach 

and expanding efforts to communicate the results and implications of our work to policymakers, practitioners, and others: 

The Annie E. Casey Foundation, Charles and Lynn Schusterman Family Foundation, The Edna McConnell Clark Foundation, 

Ford Foundation, The George Gund Foundation, Daniel and Corinne Goldman, The Harry and Jeanette Weinberg Foundation, 

Inc., The JPB Foundation, The Joyce Foundation, The Kresge Foundation, Laura and John Arnold Foundation, Sandler 

Foundation, and The Starr Foundation.

In addition, earnings from the MDRC Endowment help sustain our dissemination efforts. Contributors to the MDRC Endowment 

include Alcoa Foundation, The Ambrose Monell Foundation, Anheuser-Busch Foundation, Bristol-Myers Squibb Foundation, 

Charles Stewart Mott Foundation, Ford Foundation, The George Gund Foundation, The Grable Foundation, The Lizabeth and 

Frank Newman Charitable Foundation, The New York Times Company Foundation, Jan Nicholson, Paul H. O’Neill Charitable 

Foundation, John S. Reed, Sandler Foundation, and The Stupski Family Fund, as well as other individual contributors.

The findings and conclusions in this report do not necessarily represent the official positions or policies of the funders. 

For information about MDRC and copies of our publications, see our website: www.mdrc.org.   

Copyright © 2018 by MDRC®. All rights reserved.

NEW YORK
200 Vesey Street, 23rd Flr., New York, NY 10281
Tel: 212 532 3200

OAKLAND
475 14th Street, Suite 750, Oakland, CA 94612

Tel: 510 663 6372

WASHINGTON, DC
1990 M Street, NW, Suite 340 
Washington, DC 20036

LOS ANGELES
11965 Venice Boulevard, Suite 402

Los Angeles, CA 90066

https://www.facebook.com/MDRCNews/
https://twitter.com/MDRC_News
https://www.linkedin.com/company/mdrc

