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Abstract

"Medical" bankruptcies account for 25 percent to possibly 35 percent of all bankruptcies in the United
states.

Families whose principal reason for debt relates to medical bills account for approximately 25 percent
of all bankruptcies. Other experts have suggested that this number might be much more than this, but
this assumption uses an overly broad definition of a medical bankruptcy. The numbers shown in figure
15.3 represent evidence from the first study that separates the problem of paying medical bills from other
problems that bankruptcy filers face, including loss of employment, low income, or other sources of debt,
particularly credit card debt. According to this study, even if medical bankruptcy were defined to include
all families having any medical debt, such families would account for just over 35 percent of bankruptcies.
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Poor health can result in loss of income or even loss of a job—an impact that can greatly exceed the
effects of medical bills. Thus, even for families whose debt primarily relates to medical bills, there is no
guarantee that bankruptcy could have been avoided had their medical bills been eradicated, that is, paid by
someone else. The average amounts of the medical bills involved in bankruptcy cases are surprisingly small.
One study by the U.S. Department of Justice (DOJ) found that only 11 percent of bankruptcy filers had
medical bills in excess of $5,000. Medical debt accounted for 50 percent or more of total unsecured debt in
only one of 20 cases. Across all filers, medical debt averaged only approximately 6 percent of all unsecured
debt.

The limited available evidence suggests that fluctuations in the cost of health care are not linked to
increases or decreases in bankruptcy rates. There has been a secular increase in bankruptcy filings entirely
independent of increases in medical expenditures. There is more mixed evidence about whether bankruptcy
rates have been affected by trends in insurance coverage. Approximately 60 percent of bankruptcies are filed
by families who have health insurance. Thus, if the new health reform law results in expanded coverage, in
principle this will reduce bankruptcy risk. The new law eliminates ceilings on lifetime coverage and places
maximum limits on out-of-pocket spending. This too will lower bankruptcy risk, but for all the reasons
reviewed, it seems unlikely that bankruptcies would decline by 25 percent.
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