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Executive Summary

family earning around $45,000 a year saw its debt burden grow

by 33.1 percent between 2001 and 2004, even after adjusting for
inflation. Debt relative to income rose even more, to 33.9 percent, during this
period for middle income families, according to the Federal Reserve Board’s
tri-annual Survey of Consumer Finances. Personal bankruptcies among these
households are rising steeply.

America’s middle class is drowning in debt. A typical middle income

The reasons for greater economic distress among middle class households
are not hard to pinpoint. Slow income growth between 2001 and 2004, the
last year for which complete data is available, has not kept pace with the
rising cost of big ticket items such as housing and education loans, medical
expenses and transportation. Family budgets have been squeezed.

A common but misplaced assumption is that the growth in debt among
middle-income families — those with incomes roughly between $25,000-to-
$70,000 a year - is the result of over-consumption through increased credit
card debt. Rather, growth in debt is primarily due to heavier borrowing

for investments in homes or education, both of which saw dramatic price
increases in recent years. The cost of a college education, for example, grew
by 24.6 percent between 2001 and 2004, after adjusting for inflation.

These rising debt levels are also beginning to affect groups of middle

income families that historically have not struggled with debt. In 2004, for
example, white families paid 18.3 percent of their income towards debt
service, a percentage equal to that of Hispanic families and slightly above the
18.2 percent for black families. In previous surveys, white middle-income
families had substantially lower debt service payments than Hispanic and
black counterparts.

Specifically, this report finds:

* Debt has expanded by 30.3 percentage points to 108.4 percent of
income — the first time since the Federal Reserve started conducting
this survey that debt exceeded income (See Figure A).

* Despite low interest rates, debt payments surged to new highs. In
2004, the typical family spent more than 18 percent of its income on
debt payments — the largest share since the Federal Reserve started
collecting these data.
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* The share of heavily indebted households continues to rise. The share
of households with debt payments greater than 40 percent of income
rose from 12.8 percent in 2001 to 13.7 percent in 2004.

Figure A: Median Total Debt Income, 2001 and 2004
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The data illustrate a more pronounced story about the economic situation
of America’s middle class. From 2001 to 2004, for example, the typical
middle-income family had a sharper increase in debt relative to income
(33.9 percentage points) than families with higher or lower incomes. In
2004, the typical middle-income family dedicated the second largest share
of income for debt payments (20 percent) relative to other income groups.
Finally, among middle-income families, the share of families with debt
payments greater than 40 percent of income rose the fastest among all
income groups (3.2 percentage points from 2001 to 2004).
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Figure B: Median Payments Relative to Income, 2001 and 2004
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This growth in debt has been fuelled largely by loans for housing and
education at a time of weak income growth. Households were caught in a
bind that could lead them to take on more debt than in the past.
Figure C: Median Amount of Debt by Reasons For Borrowing, 2001 and 2004
$120,000
$100,000 $97.000
$80,000 -
[
S
8  $60,000 1
3
&
$40,000 -
$20,000 -
11,000
s6,178 $7.800 8205 2
$2,183 $2,640
$_ 4
Homes Education Cars Goods and Services
Loan Reasons

iii



Indeed, groups that historically have not struggled as much with debt
as other groups are now experiencing debt burdens similar to their
counterparts who traditionally struggled more. For example:

* Families between 35 and 44 years of age saw their debt
payments relative to income rise by 34.9 percent, and their
share of households with payments greater than 40 percent
of income grew by 2.8 percentage points from 2001 to 2004
— faster than among younger or older families.

* Single men saw a much larger increase than single women or
married couples in debt payments relative to income. In 2004,
single men spent 17.3 percent of their income on debt payments,
surpassing married couples for the first time since 1989.

* In 2004, households with at least some college education
devoted 18.6 percent of their income to debt payments — more
than any other group.

Rising indebtedness has occurred despite the fact that attitudes toward saving
among most middle income families has become more positive over the last five
years. A larger share of households identified themselves as savers in 2004 vs.
1989, an important attitudinal shift since empirical evidence supports the notion
that households that show more restraint are expected to have more wealth.

Yet debt levels were higher among families that identified themselves as
savers compared to those who did not. This suggests that the known economic
fundamentals of slow income growth and rising costs have made it more
difficult for families to cover these costs with income, leading even those that
want to save more money further into debt.

v
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l. Introduction

The U.S. has seen an extraordinary household debt boom in recent years.
During the most recent business cycle, which started in March 2001, the total
amount of debt that families owed rose faster than their income. Whereas in
March 2001, the amount of debt was about equal to the amount of disposable
income, it reached 20 percent greater than income by September 2005. Lower
interest rates helped families cope with more debt, but ultimately the share of
income that households had to use for interest and principal payments — their
debt service — rose to unprecedented highs in 2004 and 2005. This analysis
was conducted to understand how these aggregate debt trends have affected
different types of families and what factors are driving these trends. This more
nuanced understanding of debt trends can hopefully inform more thoughtful
and effective solutions to address this growing problem.

While the overall trends are worrisome, the aggregate numbers mask
important and interesting differences among demographic segments.

In particular, families who typically did not struggle as much as their
counterparts are starting to lose ground. For middle-income families, all
measures of debt — i.e., total debt relative to income, debt service relative
to income, and share of households with debt service greater than 40 percent
of income — show that the debt burden rose more significantly for them
than for higher- or lower-income families. For union families, debt service
relative to income rose faster than for non-union families. White families,
who were less burdened by debt in the past, experienced struggles similar to
black and Hispanic families in 2004. Similar trends hold true for single men,
younger families (ages 35-44), and the same is true for single men, families
between the ages of 35 and 44, and families headed by somebody with at
least some college education.

Against the backdrop of rising debt levels and increasing costs of debt, the
question arises as to why households assume so much debt. One typical
reason for families to borrow more is to stabilize their consumption when
their incomes fluctuate. Income can fluctuate from year to year (e.g., because
of a job change), but most families cannot change their consumption in
response (e.g., grocery and utility bills continue). Debt allows families to
weather these income fluctuations. Another important reason why households
borrow money is to invest in the future, including a home, college education,
and cars to get back and forth from work.
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A legitimate question that many raise is whether the recent burgeoning of debt
is driven by borrowing to make up for fluctuations in income and investment,
as described above, or rather by families’ voracious appetites for consumption.
The Survey of Consumer Finances suggests that families do not suffer from
spend-happiness. In fact, families self-report that they have become more
willing to save over the last five years. Across demographic categories,
families became more likely to self-identify as savers in 2004 than in 1989,
although there was some variation among segments. Also, the vast majority
of groups were more likely to self-identify as savers in 2004 than in 2001.

An interesting observation is that indebtedness among self-identified savers
— both in absolute terms and relative to assets — rose more quickly for savers
than for non-savers. This suggests that increasing debt may be driven more by
economic factors that are standing in the way of saving, rather than a growing
appetite for consumption.

In sum, there are two important conclusions from this analysis. First,

rapidly rising debt burdens are holding families back. In particular, families
that historically have not struggled as much as their counterparts are now
beginning to experience challenges. Second, it appears that families are
incurring debt in order to invest in the future and maintain consumption in the
face of weak income growth, rather than a lack of spending self-control.
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1. Background

Since the last business cycle officially ended in March 2001, the U.S. has
experienced an extraordinary boom in private household debt. The ratio of
household debt to disposable income rose from approximately 100 percent in
March 2001 to well over 120 percent towards the end of 2005 (figure 1).

Figure 1: Household Debt Relative to Personal Disposable Income
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Notes: Credit refers to credit market instruments. Author’s calculations based on tables
F.100 and L.100 from Board of Governors, Federal Reserve System, Release Z.1 Flow of
Funds Accounts of the United States, Washington, D.C.: Board of Governors.

Much of the increase in private household debt came in the form of
additional mortgages. Typically, households borrow money against the
equity in their homes for home expansions, renovations or upgrades — that
was not the case over the last few years. Households borrowed more money
as mortgages and home equity lines than they used to buy more expensive
homes or to renovate their existing houses. The difference between new
mortgages and expenditures on residential real estate is, if positive, often
referred to as home equity cash-outs (figure 2). Relative to disposable
income, this amount has trended sharply upwards in recent years. In 2005,
private households cashed-out equity in their homes to the tune of $420
billion, which meant that they had about four percent more money than just
their disposable income available to spend.
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Percent

One explanation for growing home equity cash-outs focuses merely on
financial trends. Home equity has appreciated measurably. From March 2001
to December 2005, home prices in the U.S. rose by 53.7 percent (OFHEO,
2006), while prices for other consumer items grew by only 11.3 percent (BLS,
2006a) — a difference of 42.4 percentage points. From March 2001 to March
2004, the difference between the increase in housing prices and overall prices
was 18.4 percentage points.

Not only did people see the equity in their homes rise quickly, it was also
easier to borrow against this money thanks to lower interest rates. After
dipping below seven percent in March 2001 and below six percent in January
2003, mortgage rates stayed below or close to six percent through the end of
2005 (BOG, 2006b).

Figure 2: New Mortgages Minus Real Estate Investments, Relative to Disposable
Income
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Release Z.1 Flow of Funds Accounts of the United States, Washington, D.C.: Board of Governors.

One fact that apparently contradicts the notion that households simply
borrowed money because they could do so fairly cheaply is the fact that, at
least in the aggregate, debt service payments rose to unprecedented levels.
In the second half of 2005, households paid 13.9 percent of their disposable
income in debt service — interest and principal payments. This was the
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highest share since the Federal Reserve started collecting this information
in 1980 (BOG, 2006c¢). Another reason for pause is the fact that personal
bankruptcies, which often follow severe indebtedness, grew to record highs
after March 2001 (figure 3). This occurred despite interest rates that were
extremely low by historical standards.

One possible (and plausible) explanation for this seeming contradiction is
that, at least for some households, the rise in debt was driven by necessity.
Amid a weak labor market that persisted since March 2001, households
borrowed to maintain their consumption. For instance, job growth from
March 2001 to December 2005 was substantially weaker than in any
business cycle of at least the same length. When the starting points for each
business cycle that lasted at least as long as this one are set equal to 100, it
becomes clear that over the first five years of this business cycle, job growth
was atypically weak (figure 4). While five years after the business cycle
started there were between six percent and 13 percent more jobs in previous
business cycles of the same length, the number of jobs was less than two
percent greater in the most recent one.

Figure 3: Personal Bankruptcy Filings Relative to the Population
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Amid weak job growth, real wages stayed flat or even declined for most of
the period from March 2001 to the end of 2005. Inflation adjusted wages
fell in 2003, 2004 and 2005 (BLS, 2006b). Also, employer sponsored health
insurance coverage in 2004 was 59.8 percent, its lowest level since 1993
(Census, 2005b) and private pension coverage amounted to 46.3 percent in
2005, down from 50.3 percent in 2000 (Purcell, 2005).

The income trends in the SCF reflect the rather weak performance of the
last few years. For instance, total family income for the typical family grew
by 0.9 percent from 2001 to 2004 (table 1). Single men, families headed by
somebody with some college education, young families, Hispanic families,
families in the fourth income quintile, and union families had lower income
growth than their counterparts from 2001 to 2004 (table 1).'

! Tt is important to note that these income trends differ from those reported by the Census
(2005b). The primary reason for this difference is that the SCF oversamples higher income
earners, which explains why the SCF shows income gains for the median family from 2001 to
2004, whereas the Census (2005b) shows an income decline during the same period.
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Table 1: Real Income
1989 1992 1995 1998 2001 2004 | 1989 to 2004 | 2001 to 2004
Total $37,551 | $34,730 | $37,369 | $39,625 | $42,190 | $42,557 13.3% 0.9%
Married $52,572 | $50,759 | $49,826 | $55,941 | $60,580 | $60,796 15.6% 0.4%
Single men $25,535 | $24,044 | $28,650 | $29,136 | $31,372 | $30,398 19.0% -3.1%
Single women | $18,025 | $17,365 | $18,685 | $19,812 | $21,636 | $22,202 23.7% 3.0%
NoH.S/GED | $19,527 | $16,029 | $18,685  $18,647 | $17,309 | $19,252 1.4% 11.2%
H.S./GED $33,045 | $32,058 | $32,387 | $33,798 | $35699 | $34,451 4.3% -3.5%
Some college | $42,057 | $36,066 | $37,369 | $40,790 | $43,272 | $40,530 -3.6% -6.3%
College $60,082 | $58,773 | $56,054 | $62,933 | $71,398 | $70,928 18.1% 0.7%
18 to 24 $16,523 | $16,020 | $18,685 | $15151 | $21,636 | $19,252 16.5% 11.0%
351044 $52,572 | $46,752 | $47,334 | $48,948 | $54,090 | $49,650 -5.6% -8.2%
Over 64 $21,029 | $21,372 | $22,422 | $24,474 | $25963 | $26,345 25.3% 1.5%
White $43559 | $40,073 | $41,106 | $44,286 | $47,599 | $48,636 1.7% 2.2%
Black $16,523 | $22,708 | $21,176 | $23,300 | $27,045 | $28,371 71.7% 4.9%
Hispanic $21,029 | $22,708 | $27,404 | $27,970 | $27,045 | $26,345 25.3% -2.6%
(?Sfr:‘;:g NCOMe | 610,514 | $9,751 | $9,716 | $11,654 | $10,818 | $11,146 6.0% 3.0%
i&i%?: INCOME | 657037 | $24,044 | $24913 | $26,805 | $27,045 | $26,345 2.6% -2.6%
gﬂdfn‘i:;'”come $45061 | $40,073 | $43,507 | $44,286 | $45435 | $44583 | -1.1% 1.9%
gﬁi‘::tti:‘e'”wme $64,588 | $61,445 | $64,773 | $69,926 | $72,480 | $68,902 6.7% 4.9%
ng’n'tﬂg"me $112,654 | $108,197 | $112,108 | $118,874 | $129,815 | $128,684 14.2% -0.9%
Union $55,576 | $50,759 | $53,563 | $58,272 | $63,826 | $61,809 11.2% -3.2%
Non-union $45061 | $42,744 | $42,352 | $44,286 | $47,599 | $47,623 5.7% 0.1%

Sharp increases in the prices of big ticket items also put middle-class families
in a bind. From March 2001 to September 2005, the costs of the top five
consumer items — medical care, housing, food, cars and household operations
— rose on average by 11.2 percent. Over the same period, the costs of the
bottom five items — furniture, clothes, transportation (mass transit, etc.),
recreation and gasoline and fuel — grew by only 3.5 percent (table 2). Judging
from the aggregate figures, households seem to have been caught in a bind,
which could have led them to take on more debt than in the past.
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Table 2
Relative Consumption Levels and Price Changes,
March 2001 to September 2005

Relative consumption
change, March 2001

Consumption as

share of disposable Rank of relative Price change March

Consumption item income in 2000 consumption in 2001 to September to September 2005
2000 2005 (percent) .

(percent) (percentage points)

Medical care 14.3 1 14.5 -0.1

Housing 14.0 2 13.9 -0.1

Food 12.9 3 11.0 0.6

Household operation 5.4 4 10.0 -0.3

Motor vehicles 5.4 5 -25 1.0

Furniture 4.4 6 -20.7 0.0

Clothes and shoes 4.1 7 -8.6 -0.3

Transportation 4.0 8 11.0 -0.5

Recreation 3.7 9 13.1 2.2

giilasollne, fuel and 27 10 65.8 01

Personal saving 2.3 -3.0

Average for top

5 consumption - - 11.2 0.7

categories

Average for bottom

5 consumption - - 3.5 0.0

categories

Notes: Source is Weller (2006). Author’s calculations based on BEA (2006). Averages for the bottom and
top five items are weighted by the weights for the respective subgroups.

Not only may the need to take on more debt have grown, but the costs of
doing so may have declined at the same time. Specifically, interest rates
declined to their lowest levels in decades after 2001. In addition, lenders made
more credit available for a wider group of borrowers. Yet, not all borrowers
seem to have benefited from lower-cost credit to the same degree. Particularly,
low-income families tend to have less access to lower-cost credit, especially
mortgages and home equity lines.

Over time, the standardization of mortgages and the introduction of mortgage
backed securities reduced the costs of consumer debt. These changes took
shape in the 1960s with the creation of Ginnie Mae under the Housing and
Urban Development Act of 1968, the creation of Freddie Mac, the engagement
of Fannie Mae in the pass-through market under the Emergency Home
Finance Act of 1970 and tax advantages for mortgages under the 1986 Tax
Reform Act (Vandell, 2000). These innovations helped to reduce risks for
mortgage lenders and lowered the costs of mortgages (Van Order, 2001).
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Pearce and Miller (2001) estimated that the resultant costs savings to
consumers amounted to somewhere between $8.4 billion to $23.5 billion.

Furthermore, recent tax changes have given rise to financial innovation,
reducing the costs of particular forms of credit. The Tax Reform Act of 1986
phased out the deductibility of most non-mortgage interest and introduced
new marginal tax rates that reduced the tax advantage of all types of debt,
leading to a shift of consumer debt towards mortgages, including home
equity lines (Dunsky and Follain 2000; Stango 1999). Stango (1999)
estimates that by 1991 mortgage debt was over one percent higher, credit
card debt approximately 14 percent lower, and auto loan debt approximately
nine percent lower than they would have been without these changes.

At the same time as these developments were making lower-cost debt
available, higher-cost debt still abounds, which has remained more prevalent
among lower-income households and younger families. In particular, a
number of studies have found that credit card debt tends to be more costly
than other forms of credit (Chatterjee et al., 2002; Gross and Souleles, 1998;
Stavins, 2000). One possible explanation of this difference seems to be that
credit card lenders tend to screen their borrowers carefully and offer worse
terms to borrowers who are perceived as higher risk (Ausubel, 1999; Stavins,
2000). In addition, credit cards charge a variety of additional fees.

1l. Overview of Household Debt

11l.1 General

It goes without saying that the aggregates for the U.S. do not tell the whole
story. For more detail, household level data are required. The Federal
Reserve produces a tri-annual data set, the Survey of Consumer Finances
(SCF), that includes information on household debt and assets. The SCF
surveys a cross section of the U.S. population every three years. The survey
covers all forms of financial and non-financial assets as well as many forms
of credit, such as credit card debt, mortgages, margin debt, loans against
pension plans and life insurances, among others. The last available survey
year is 2004. Consistent data are available since 1989. Because the intent
of the survey is to get an accurate picture of financial assets and debt in the
U.S., it tends to oversample high-income households.

There are many ways to look at debt trends. To explore the relevant
questions, the following five indicators are primarily used:
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* Real debt: These data provide a sense of which forms of debt grew
fastest for which groups of households. This measure also offers a
sense of changes in the composition of debt for different groups of
households, e.g., by comparing the growth rates of mortgages with
those of credit card debt.

* Debt relative to income: This ratio provides a first glimpse at the debt
burden of different groups of households. Since for many groups,
incomes rose faster than prices, real increases in debt levels may have
just meant that debt relative to income remained stable.

*  Real non-retirement wealth: This ratio offers a measure of the overall
investment position of a household by relating debt to the value of
household assets. Because asset values have grown rapidly, often faster
than incomes, large debt increases may still have left many households
with more non-retirement assets.

*  Debt payments relative to income: This ratio is one of the two primary
measures of debt burdens. If lower interest rates alone are the cause for
the rapid rise in debt, this ratio should remain fairly stable. After all,
households typically pay for their debt with their income and not with
the appreciation of their assets.

* The share of households with debt payments equal to or greater
than 40 percent of income: Even if debt payments relative to income
have remained stable, the share of households with comparatively
high payments may have increased, 1.e., a growing share of families
may have fallen through the crack, even if the situation for the typical
household has not changed.

111.2 All Households

In 2004, more households than at any point since 1989 owed any debt, 74.6
percent to be exact (table 2). And, the typical household with any debt owed
$55,300, the typical household with any mortgage debt owed $96,000 in
mortgage debt, and the typical household with any credit card debt owed
$2,150 in credit card debt. Also, relative to income, debt climbed to 108.4
percent of income, mortgage debt rose to 147.1 percent and credit card debt to
4.9 percent (table 3).

From 2001 to 2004, debt grew substantially, in absolute terms and relative

to income. Total debt grew by 33.1 percent, driven largely by mortgage

debt growth of 23.5 percent from 2001 to 2004 (table 2). Debt growth also
outpaced income growth, mirrored in an increase of 30.3 percentage points in
the debt to income ratio and 31.1 percentage points in the median mortgage
to income ratio. Credit card debt grew much slower with 6.2 percent in real
credit card debt and 0.5 percentage points relative to income.

10
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The sharp rise in debt stalled the growth in non-retirement wealth for the
typical family. At the median, non-retirement wealth increased by only
1.1 percent from 2001 to 2004 — about one-fourth the growth rate of the
previous 12 years (table 3).

Table 3: All Households

1989 1992 1995 1998 2001 2004 | 1989102004 | 2001 to 2004
any debt 66.8% | 69.9% | 722% | 722% | 73.7% | 74.6% 7.8% 0.9%
Share of mortgage debt 38.6% | 385% | 40.4% | 42.0% | 43.4% | 45.9% 7.3% 2.5%
households with | credit card debt 39.6% 43.7% 47.3% 441% | 44.4% | 46.2% 6.6% 1.8%
other debt 44.1% | 445% | 46.8% | 46.8% | 46.8% | 49.0% 4.9% 2.2%
total debt $23,721 | $23.459 | $27,946 | $38,258 | $41,539 | $55,300 133.1% 33.1%
mortgage debt $46,914 | $55353 | $64,016 | $73,038 | $77,752 | $96,000 104.6% 23.5%
l'\é's:::’;frea' credit card debt $1,320 | $1,318 | $1,847 | $1971 | $2024 | $2,150 62.9% 6.2%
other debt $9,192 | $8,303 | $9,356 | $11,593 | $11,929 | $13,000 41.4% 9.0%
net worth $55271 | $49290 | $46,267 | $54,662 | $63,491 | $64,220 16.2% 1.1%
Median share | total debt 16.3% | 165% | 16.5% | 17.7% | 16.9% | 18.3% 2.0% 1.4%
of payments mortgage debt 137% | 16.2% 16.3% | 16.5% | 153% | 16.7% 3.0% 1.4%
relative to
income for
families with | ¢ o it card debt 0.5% 0.6% 0.8% 08% | 07% | 08% 0.3% 0.1%
any of the

respective debt

total debt service
payments above 11.4% 12.7% 12.3% 15.4% 12.8% 13.7% 2.3% 0.9%
40% of income

mortgage debt
service payments 6.8% 10.1% 10.4% 11.4% 8.7% 9.6% 2.8% 0.9%
above 40% of income

credit card debt

Share of
households with

service payments 1.3% 2.7% 3.8% 6.0% 3.0% 4.3% 3.0% 1.3%

above 10% of income

total debt 52.3% | 62.7% | 68.1% | 813% | 78.1% | 108.4% 56.1% 30.3%
Median ratio mortgage debt 80.0% | 100.0% | 111.4% | 119.1% | 116.0% | 147.1% 67.1% 31.1%
to income of

credit card debt 3.1% 3.8% 4.6% 4.8% 4.4% 4.9% 1.8% 0.5%

Even record low interest rates could not stall the rise in debt payments
relative to income. In 2004, these stood at the highest level in 15 years with
18.3 percent for the typical family, after increasing 1.4 percentage points
relative to income since 2001.

Although credit card debt generally grew much slower than other forms of
debt, it possibly contributed more to the debt struggles of many families.
Specifically, the share of households with mortgage payments in excess of
40 percent of income grew by only 0.9 percentage points, whereas the share
of households with credit card payments in excess of 10 percent of income
increased faster with a 1.3 percentage point increase.

11
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IV. Debt Trends by Demographic Characteristics
IV.1 Income

To see how America’s middle class fared in a world of rising debt levels
and debt payments, debt trends are first considered for each income group.?
There is an ambiguous relationship between income and debt. Higher
incomes reduce the need to borrow, but at the same time they make it easier
to obtain a loan.

While all income groups saw the highest total debt levels since 1989, all forms
of debt, including credit card debt, only proliferated for the third and fourth
quintile of the income distribution. In 2004, all income groups had the largest
amount of real total debt and mortgage debt since 1989 (tables 4 through

8). However, the typical credit card debt declined for low-income and high-
income households (tables 4 and 8). All groups also showed the highest debt
to income and mortgage to income ratios since 1989. In comparison, credit
card debt relative to income declined for the lowest 40 percent and the highest
20 percent of income earners.

Debt growth was strongest for the 20 percent of households in the middle

of the income distribution. Total debt grew by 42.6 percent for the typical
household in this income group, substantially faster than for any other group.
Also, for this income group, the ratio of debt to income rose fastest with 33.9
percentage points (table 6).

Typically, debt to income ratios went up with income. The exception are the 20
percent of households with the highest incomes, who have generally a lower
ratio of debt to income than households in the fourth quintile (tables 7 and 8).

However, wealth increased unambiguously with income. Families with greater
incomes had also more non-retirement wealth. Yet, wealth for the typical
family declined for the bottom quintile with 12.8 percent, for the middle
quintile with 10.5 percent and for the top quintile with 2.0 percent (tables 4,

6 and 8). That is, for a substantial share of families, debt rose faster than the
value of non-retirement assets.

The sharp rise in debt also translated into greater debt payments relative to
income. Families in the third and fourth quintile saw the largest increases from
2001 to 2004 with 2.4 and 2.0 percentage points, respectively (tables 6 and 7).

2 Income quintiles are defined by the income cut-offs from the Current Population Survey
(Census, 2005). The SCF’s definition of income mirrors that of the CPS. Yet, because the SCF
oversamples high income earners, this data set gives an inaccurate reflection of income trends
and income distribution.
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Table 4: Families in the Bottom Income Quintile

1989 1992 1995 1998 2001 2004 | 1989 to 2004 | 2001 to 2004
total debt 36.8% | 455% | 456% | 47.8% | 47.6% | 49.9% 13.1% 2.3%
Ehare t?fld mortgage debt 9.8% M7% | 11.8% | 126% | 13.3% | 14.9% 51% 1.5%
ousenolds
with credit card debt 18.2% | 265% | 27.8% | 27.1% | 30.8% | 29.2% 10.9% -1.7%
other debt 20.6% | 25.4% | 24.8% | 283% | 25.0% | 26.7% 6.1% 1.7%
total debt $2,932 | $3,690 | $4,924 | $5449 | $5,539 | $7,300 149.0% 31.8%
mortgage debt $11,729 | 19,769 | 23,391 | $32,461 | 31,953 | 40,000 241.1% 25.2%
I"g\‘fgl':gfrea' credit card debt $660 | $738 | $923 | $1.159 | $1,065 | $1,000 | 51.6% -6.1%
other debt $2,932 | $3,598 | $4,924 | $5,333 | $5,006 | $6,000 104.6% 19.9%
net worth $1,877 | $3,954 | $4,309 | $2,898 | $2,982 | $2,600 -12.8%
Median share | total debt 19.0% | 13.3% | 13.7% | 17.5% | 19.2% | 19.7% 0.7% 0.5%
of payments
relative to mortgage debt 315% | 38.0% | 40.4% | 40.6% | 42.4% | 39.5% 8.0% -2.9%
income for
families with
any of the. creditcarddebt | 0.9% | 14% | 15% | 16% | 17% | 16% 0.7% -0.1%
respective debt
total debt service
payments above 27.0% 29.1% 31.7% 34.8% | 324% | 31.7% 4.7% -0.7%
40% of income
mortgage debt
Share of service payments
housaholds above 40% 444% | 55.4% | 652% | 66.1% | 59.9% | 57.0% 12.6% -2.9%
with of income
cred_it card debt
2@2’\'{?1%?/})’me”ts 85% | 13.1% | 21.8% | 26.8% | 12.2% | 19.1% 10.6% 6.9%
of income
total debt 25.0% | 36.6% | 48.7% | 50.0% | 50.0% | 68.8% 43.8% 18.8%
{‘("ﬁgg%r:tg mortgage debt 116.7% | 183.7% | 179.5% | 241.7% | 281.2% | 284.6% & 167.9% 3.4%
credit card debt 5.5% 8.3% 9.2% 94% | 101% | 9.5% 4.0% -0.6%

As a result, the typical debt payments relative to income were the largest for
families in the fourth quintile, followed by those in the third quintile.

The share of highly indebted also saw its largest increase for families in the
middle of the income scale. The share of households with debt payments
greater than 40 percent rose by 3.2 percentage points from 2001 to 2004,
faster than for any other income group.

Although low-income families continued to struggle with debt, the debt
boom was especially pronounced among middle-income families. Debt
levels rose faster in the middle than it did at either end of the income
spectrum, as did debt service ratios and the share of households with debt
payments of more than 40 percent of income.

This middle class debt boom is consistent with the facts that middle-class
families saw declining incomes during this period, as did lower- income
families, but at the same time, middle-income families appear to have had

better access to credit, especially mortgage credit, than lower-income families.
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Table 5: Families in the Second Income Quintile

1989 1992 1995 1998 2001 2004 1989 to 2004 | 2001 to 2004
total debt 61.7% 65.0% 69.4% 68.9% 69.5% 69.7% 8.1% 0.2%
Share of mortgage debt 293% | 231% | 282% | 268% | 265% | 30.5% 1.2% 3.9%
households with credit card debt 347% | 43.4% | 46.0% | 445% | 454% | 44.2% 9.5% -1.2%
other debt 35.2% 39.1% 42.5% 41.4% 42.6% 41.2% 6.0% -1.4%
total debt $11,465 | $9,226 | $12,840 | $14,434 | $12,781 | $16,500 43.9% 29.1%
mortgage debt $27,855 | $30,312 | $36,932 | $46,373 | $47,930 | $54,000 93.9% 12.7%
Meclan real credit card debt $1,041 | $1,120 | $1477 | $1623 | $1,385 | $1,950 |  87.3% 40.8%
other debt $6,084 $5,404 $5,983 $9,275 $9,053 $8,400 38.1% -7.2%
net worth $34,379 | $30,510 | $30,777 | $28,867 | $25,179 | $26,200 4.1%
Median share of pay- total debt 17.1% 16.0% 17.7% 16.8% 16.0% 17.7% 0.6% 1.7%
ments relative to income | o a06 dept 191% | 21.0% | 24.0% | 26.0% | 222% | 24.8% 5.7% 2.6%
for families with any of the
respective debt credit card debt 0.7% 0.8% 1.1% 0.9% 0.9% 1.1% 0.5% 0.3%
total debt service
payments above 15.8% 14.8% 14.6% 16.4% 16.4% 19.1% 3.3% 2.7%
40% of income
Share of mortgage debt service
. payments above 11.1% 18.7% 17.8% 20.9% 17.7% 20.2% 9.1% 2.6%
households with .
40% of income
credit card debt service
payments above 0.8% 2.7% 1.0% 3.3% 1.7% 5.0% 4.2% 3.3%
10% of income
total debt 25.0% 36.6% 48.7% 50.0% 50.0% 63.6% 38.6% 13.6%
t'\gfg;%r:tg; mortgage debt 100.0% | 125.0% | 150.0% | 182.6% | 164.5% | 202.9% 102.9% 38.4%
credit card debt 5.5% 8.3% 9.2% 9.4% 10.1% 6.8% 1.3% -3.3%
Table 6: Families in the Middle Income Quintile
1989 1992 1995 1998 2001 2004 1989 to 2004 | 2001 to 2004
total debt 78.7% 78.6% 82.0% 78.8% 82.6% 82.8% 4.1% 0.2%
Share of mortgage debt 40.7% 42.1% 45.7% 46.8% 47.0% 51.9% 11.2% 4.9%
households with credit card debt 52.0% | 53.9% 55.4% | 50.2% 53.0% | 55.4% 3.4% 2.4%
other debt 51.7% 50.4% 53.5% 52.9% 56.5% 55.8% 4.1% -0.7%
total debt $19,440 | $19,901 | $26,284 | $38,258 | $35,894 | $51,200 163.4% 42.6%
mortgage debt $36,652 | $46,127 | $53,552 | $57,967 | $63,906 | $78,000 112.8% 22.1%
l'\é'\fgl'sagfrea' credit card debt $1,217 | $1,344 | $1,847 | $2,319 | $2,130 | $2,200 80.8% 3.3%
other debt $9,148 $7,644 $10,095 | $11,130 | $10,651 | $12,000 31.2% 12.7%
net worth $62,355 | $47,445 | $43,199 | $46,918 | $54,320 | $48,600 -22.1% -10.5%
Median share of pay- total debt 16.8% 16.9% 17.1% 19.5% 18.0% 20.0% 3.2% 2.0%
ments relative to income | 40506 gebt 140% | 18.7% | 18.3% | 18.3% | 18.3% | 19.6% 5.6% 1.4%
for families with any of the
respective debt credit card debt 0.5% 0.6% 0.7% 0.8% 0.8% 0.9% 0.4% 0.1%
total debt service
payments above 8.6% 12.7% 9.9% 13.8% 11.0% 14.2% 5.6% 3.2%
40% of income
Share of mortgage debt service
. payments above 3.0% 9.1% 6.0% 6.1% 4.5% 6.7% 3.7% 2.2%
households with o)
40% of income
credit card debt service
payments above 0.1% 0.2% 0.8% 2.1% 1.1% 2.2% 21% 1.2%
10% of income
total debt 45.2% 50.6% 66.1% 85.3% 80.3% 114.2% 69.0% 33.9%
Median ratio to income of | mortgage debt 81.3% 111.4% 123.1% 126.7% 135.1% 170.0% 88.8% 34.9%
credit card debt 2.7% 3.4% 4.3% 4.8% 4.5% 5.2% 2.5% 0.7%
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Table 7: Families in the Fourth Income Quintile

1989 1992 1995 1998 2001 2004 1989 to 2004 | 2001 to 2004
total debt 86.6% 8.2% 88.5% 88.8% 85.6% 84.7% -1.8% -0.8%
Share of mortgage debt 62.8% 59.2% 62.8% 69.7% 64.2% 63.1% 0.3% -1.0%
households with credit card debt 59.3% 56.2% 63.4% 58.7% 53.5% 54.8% -4.4% 1.3%
other debt 64.6% 55.8% 62.5% 60.0% 58.5% 60.3% -4.2% 1.8%
total debt $45,595 $51,399 $63,154 | $80,191 $81,906 $96,300 111.2% 17.6%
mortgage debt $57,177 $64,578 $73,865 | $81,153 $85,208 $100,000 74.9% 17.4%
:\él\?:::r(;freal credit card debt $1,466 | $1,845 | $2154 | $2,609 | $2,514 | $3,000 104.6% 19.3%
other debt $10,263 $10,939 $10,563 | $15,071 $14,752 $15,900 54.9% 7.8%
net worth $83,492 $70,245 $70,972 | $96,781 $100,332 | $123,880 48.4% 23.5%
Median share of pay- total debt 18.0% 18.6% 18.2% 19.5% 18.5% 21.0% 2.9% 2.4%
ments relative to income | 4006 debt 133% | 16.2% | 155% | 15.6% | 14.2% 16.1% 2.7% 1.8%
for families with any of the
respective debt credit card debt 0.4% 0.5% 0.6% 0.6% 0.6% 0.7% 0.3% 0.1%
total debt service
payments above 4.6% 6.8% 5.9% 8.8% 6.2% 7.2% 2.6% 1.0%
40% of income
Share of mortgage debt service
households with payments above 1.5% 3.5% 1.9% 1.3% 2.2% 3.1% 1.6% 0.9%
40% of income
credit card debt service
payments above 0.0% 0.3% 0.0% 0.8% 1.3% 0.3% 0.3% -1.0%
10% of income
total debt 72.6% 86.6% 98.6% 115.9% 108.1% 137.6% 65.0% 29.5%
m";g‘;%r:tg mortgage debt 88.0% | 1055% | 114.9% | 118.7% | 116.1% | 146.2% 58.1% 30.1%
credit card debt 2.4% 3.3% 3.4% 3.7% 4.1% 4.4% 2.0% 0.8%
Table 8: Families in the Top Income Quintile
1989 1992 1995 1998 2001 2004 1989 to 2004 | 2001 to 2004
total debt 88.9% 87.1% 86.5% 87.7% 87.7% 88.3% -0.6% 0.6%
Share of mortgage debt 69.8% 71.1% 71.1% 70.5% 74.7% 74.3% 4.5% -0.4%
households with credit card debt 47.3% 43.8% 50.9% 45.5% 40.5% 48.6% 1.3% 8.2%
other debt 64.5% 59.8% 61.3% 60.1% 55.2% 63.8% -0.8% 8.6%
total debt $74,036 $97,263 | $102,672 | $117,486 | $129,474 | 166,700 125.2% 28.8%
mortgage debt $73,303 $93,572 | $102,179 | $115,933 | $117,161 | $155,000 111.5% 32.3%
:\é'jgl':’;frea' credit card debt $2,932 | $2,504 | $3,078 | $3.246 | $3195 | $3,020 3.0% -5.5%
other debt $17,593 $15,815 $16,004 $19,709 $21,302 $21,000 19.4% -1.4%
net worth 278,787 | $217,062 | $199,373 | $265,544 | $324,856 | $318,400 14.2% -2.0%
Median share of pay- total debt 14.2% 15.5% 14.4% 14.9% 14.5% 16.2% 2.0% 1.8%
ments relative to income 4000 debt 104% | 1.3% | 116% | 115% | 108% | 11.9% 1.5% 1.1%
for families with any of the
respective debt credit card debt 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% -0.1% -0.0%
total debt service
payments above 3.9% 4.5% 3.9% 6.0% 5.3% 3.5% -0.4% -1.8%
40% of income
mortgage debt service
Share of payments above 1.3% 1.3% 0.4% 0.8% 0.8% 0.2% -1.0% -0.6%
households with 40% of income
credit card debt
service 0.0% 0.0% 3.9% 0.5% 1.0% 0.3% 0.3% -0.8%
payments above
10% of income
total debt 63.3% 82.8% 82.1% 87.4% 88.6% 115.6% 52.3% 27.0%
M‘fgg:nr:tg mortgage debt 66.1% | 77.8% 79.9% | 83.3% | 84.0% | 108.8% 42.7% 24.8%
credit card debt 2.5% 2.4% 2.6% 2.6% 2.4% 2.3% -0.3% -0.1%
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IV.2 Union Coverage

An important factor determining debt levels could be whether a household is
covered by a union contract at work or not. Specifically, union members tend
to enjoy higher wages and better benefits than non-union members. This means
that they have better access to credit, but also fewer reasons to borrow money.

The data show an ambiguous relationship between debt and union membership.
Union members tend to have more debt, in absolute terms and relative to
income. They also saw larger increases in debt than non-union members from
2001 to 2004 (tables 9 and 10). And they had larger debt payments relative

to income than non-union members in 2004. Yet, their total wealth was
substantially higher than that of non-union members, and the typical wealth of
union families grew by 12.1 percent, while it declined for non-union families by
3.7 percent from 2001 to 2004. Also, the share of union households with debt
payments greater than 40 percent was smaller than the respective share of non-

Table 9: Non-union Families
1989 1992 1995 1998 2001 2004 | 1989 to 2004 | 2001 to 2004

total debt 78.8% | 81.3% | 82.4% | 82.9% | 83.0% | 82.6% 3.7% -0.4%
Share of mortgage debt 459% | 46.6% | 48.0% | 48.6% | 50.5% | 52.9% 7.0% 2.4%
households with | ¢reit card debt 458% | 51.1% | 51.1% | 50.9% | 49.5% | 50.9% 5.1% 1.4%

other debt 54.4% | 54.2% | 55.9% | 55.6% | 53.9% | 55.8% 1.4% 1.9%

total debt 28,735 | $29,060 | $33,239 | $42,026 | $47,930 | $70,000 143.6% 46.1%

mortgage debt 54,244 | $65,896 | $67,709 | $77,675 | $80,948 | 102,000 88.0% 26.0%
Median real creditcard debt | $1,466 | $1,516 | $1,970 | $2,087 | $2,130 | $2,400 63.7% 12.7%
levels of

other debt $9,676 | $8,896 | $9,849 | $11,593 | $12,781 | 13,100 35.4% 2.5%

net worth $52,092 | $42,898 | $38,619 | $44,889 | $53,788 | $51,820 -0.5% 3.7%
Median share total debt 17.1% 17.3% 17.1% 18.1% 17.6% 18.4% 1.3% 0.9%
of payments
relative to mortgage debt 141% | 164% | 16.1% | 16.3% | 15.4% | 16.4% 2.3% 1.0%
income for
families with
any of the creditcard debt | 0.5% | 07% | 08% | 08% | 07% | 0.8% 0.3% 0.1%
respective debt

total debt service

payments above | 11.8% | 12.4% | 12.1% | 14.9% | 131% | 13.6% 1.8% 0.4%

40% of income

mortgage debt

service payments ~
EQS‘;Z r?glds ity | above 40% 6.2% 8.8% 9.1% 9.5% 8.6% 8.3% 2.1% 0.3%

of income

credjt card debt

:‘f)gv\jgi%%/fme"ts 0.9% 2.5% 2.7% 4.9% 2.9% 3.6% 2.7% 0.8%

of income

total debt 55.9% | 70.6% | 75.0% | 83.0% | 88.3% | 115.6% 59.6% 27.2%
Median ratio mortgage debt 85.7% | 106.7% | 113.1% | 120.0% | 118.9% | 147.7% 62.0% 28.8%
to income of

credit card debt 3.2% 4.0% 4.8% 4.8% 4.3% 5.0% 1.8% 0.7%
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Table 10: Union Families

1989 | 1992 | 1995 1998 2001 2004 | 1989 to 2004 | 2001 to 2004
total debt 87.8% | 855% | 87.8% | 88.7% | 87.9% | 88.5% 0.7% 0.6%
Share of mortgage debt 56.7% | 56.0% | 57.9% | 62.6% | 58.3% | 62.5% 5.8% 4.2%
households with | it card debt 57.7% | 555% | 60.5% | 557% | 57.5% | 58.9% 1.2% 1.3%
other debt 60.1% | 56.7% | 61.1% | 59.9% | 60.5% | 65.4% 5.3% 4.8%
total debt $33,573 | 34,266 | 42,817 | $59474 | $54,640 | $83,220 | 147.9% 52.3%
mortgage debt | $43,982 | $52,717 | $66,478 | $71,878 | $79,883 | $96,000 |  118.3% 20.2%
Median real creditcard debt | $1,466 | $1,318 | $2,093 | $2,435 | $2,663 | $2,400 63.7% -9.9%
other debt $10,262 | $9,225 | $10,218 | $12,753 | $12,781 | $14,000 |  36.4% 9.5%
net worth $60,636 | $56,433 | $53,552 | $52,518 | $67,911 | $76,150 |  25.6% 12.1%
Median share | total debt 16.0% | 17.2% | 17.4% | 188% | 17.1% | 20.2% 4.2% 3.0%
of payments I origage debt 12.8% | 14.5% | 152% | 156% | 14.2% | 16.7% 3.9% 2.6%
income for
o ime™ | creditcarddebt | 04% | 05% | 06% | 07% | 07% | 06% 0.1% -0.1%

respective debt

total debt service
payments above 6.9% 10.3% 9.4% 10.4% 9.1% 10.9% 4.0% 1.7%
40% of income

mortgage debt

Share of service payments | 5 4o, 6.4% 5.3% 5.4% 3.6% 6.8% 4.4% 3.2%
. bove 40%
households with | &

of income

credit card debt

Zgg’\j‘;ﬂ%ﬁzme”ts 0.2% 0.0% 1.3% 1.5% 1.8% 1.1% 1.0% -0.6%

of income

total debt 61.7% | 65.0% | 77.5% | 98.8% | 81.5% | 125.9% 64.3% 44.4%
Median ratio | mortgage debt 774% | 87.5% | 102.0% | 113.3% | 102.0% | 145.0% 67.6% 43.0%

credit card debt 2.6% 3.0% 3.8% 4.4% 4.3% 3.5% 0.9% -0.8%

union members. The data thus suggest that union members were more likely
to use debt as a tool to build wealth than non-union members and that union
members have been better at preventing heavy indebtedness. The comparison
between union and non-union households shows the link between debt and
investment in the clearest form. Even though union families saw larger debt
increases and had higher debt levels in 2004 than non-union families, their
wealth rose and they had more wealth in 2004. The figures are thus consistent
with a view that union families borrowed money to build wealth, while non-
union families borrowed money to make ends meet.
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IV.3 Race

Debt levels vary widely by race. White families had more debt in 2004 than
minority families (tables 11 through 13). For instance, the median white
family had at least twice as much real debt in 2004 ($66,000) as the typical
minority family did. Relative to income, the difference is not quite as stark,
but it is still significant. White families typically had a debt to income ratio
of 113 percent in 2004, compared to 75.6 percent for black families and 80
percent for Hispanic families.

Both white and non-white families increased their debt rather rapidly from
2001. The largest increases, relative to income, were noticeable for white
families, followed by Hispanic families (tables 11 and 13). At the same time,
non-white families increased their mortgage debt more and their credit card
debt less than white families.

Table 11: White Families

1989 1992 1995 1998 2001 2004 | 1989 to 2004 | 2001 to 2004

total debt 69.1% 716% | 73.5% | 73.2% 745% | 76.3% 7.2% 1.8%
Share of mortgage debt 41.9% | 422% | 433% | 454% 46.1% | 49.4% 7.5% 3.3%
households with | creqit card debt 41.3% 442% | 471% | 44.3% 43.3% 46.1% 4.7% 2.7%

other debt 46.3% | 459% | 47.4% | 47.2% 47.7% | 50.4% 4.1% 2.6%

total debt $28,794 | $29,917 | $33,239 | $46,373 | $47,930 | $66,000 | 129.2% 37.7%

mortgage debt $49,846 | $57,989 | $66,478 | $73,038 | $79,883 | $98,000 96.6% 22.7%
Medlan real credit card debt $1466 | $1,384 | $1,847 | $2319 | $2,130 | $2,500 70.5% 17.4%

other debt $10,263 | $8,975 | $9,726 | $12,173 | $12,781 | $13,500 31.5% 5.6%

net worth $86,791 | $71,169 | $66,232 | $74,893 @ $92,557 | $95,000 9.5% 2.6%
Median share | total debt 15.9% 16.8% | 16.7% | 17.8% 16.7% 18.3% 2.5% 1.6%
o payments [ mortgage debt 132% | 160% | 157% | 158% | 14.8% | 20.5% 7.3% 5.7%
income fo_r
e ™| credit card debt 0.5% | 06% | 08% | 0.8% 0.7% | 0.9% 0.4% 0.1%
respective debt

total debt service

payments above 10.4% 12.1% 11.2% 14.3% 11.6% 11.9% 1.5% 0.3%

40% of income

mortgage debt
Shareof | Service payments | g gg, 8.1% 8.8% 9.4% 7.2% 7.3% 1.4% 0.2%
households with gf o e

credit card debt

gg[)"\igﬂ%%/})’me”ts 1.0% 2.6% 3.6% 5.7% 3.1% 3.7% 2.7% 0.6%

of income

total debt 549% | 69.5% | 73.3% | 87.0% 82.6% | 112.9% 58.0% 30.3%
fedian ratio mortgage debt 80.0% | 100.0% | 111.1% | 114.1% | 112.9% | 142.9% 62.9% 30.0%

credit card debt 2.9% 3.7% 45.7% 5.1% 4.3% 5.1% 2.2% 0.8%
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Table 12: African Americans

1989 1992 1995 1998 2001 2004 | 1989 to 2004 | 2001 to 2004
total debt 55.5% 65.1% | 65.1% | 66.1% | 72.3% | 68.7% 13.2% -3.6%
Share of mortgage debt 24.7% 26.8% | 26.1% | 29.0% | 35.6% | 34.2% 9.5% -1.4%
households with | creit card debt 33.4% 433% | 453% | 423% | 52.1% | 46.9% 13.6% -5.1%
other debt 33.6% 39.6% | 43.0% | 43.4% | 454% | 47.5% 13.9% 2.1%
total debt $8,796 | $8,171 | $9,726 | $16,231 | $21,302 | $29,000 229.7% 36.1%
mortgage debt $20,525 | $30,312 | $30,777 | $66,082 | $56,450 | $70,000 241.1% 24.0%
:\é'\'fglfgfrea' credit card debt $880 $923 $1,231 | $1,043 | $1,598 | $1,350 53.5% -15.5%
other debt $7,330 | $5,931 | $7,387 | $7,652 | $10,438 | $10,590 44.5% 1.5%
net worth $1,950 | $5,799 | $2,992 | $7,002 | $6,710 | $6,500 233.4% -3.1%
Median share | total debt 15.9% 13.2% 14.6% | 16.6% | 17.5% | 18.2% 2.3% 0.7%
of payments
re|2ti3,’e to mortgage debt 14.8% 15.8% 18.5% 19.5% 16.2% | 20.5% 5.7% 4.3%
income for
families with
any of the. credit card debt 0.5% 06% | 07% | 06% | 07% | 07% 0.2% 0.0%
respective debt
total debt service
payments above 12.1% 13.5% 15.6% | 22.0% | 15.9% | 17.5% 5.4% 1.6%
40% of income
mortgage debt
Share of service payments | 7 o, 17.1% 16.2% | 22.0% | 12.9% | 16.5% 9.5% 3.6%
households with | 2Pove 40%
of income
credjt card debt
Zzg’v";ﬂ%%/{me”ts 3.2% 5.1% 5.8% 6.8% 2.4% 6.6% 3.4% 4.2%
of income
total debt 27.3% 32.0% | 40.0% | 59.7% | 66.4% | 75.6% 48.3% 9.2%
{\(")";ﬁ'c%?nr:‘g; mortgage debt 56.0% 82.4% | 84.6% | 138.6% | 114.3% | 153.8% 97.8% 39.6%
credit card debt 2.9% 3.7% 4.0% 3.3% 4.0% 4.2% 1.3% 0.2%

Still, even with higher total debt levels, white families ended up with more
wealth than non-white families. Median non-retirement wealth was vastly
larger for white families than for non-white families. Moreover, non-
retirement wealth for white families grew faster than that of black families
and about as fast as that of Hispanic families from 2001 to 2004.

However, because more expensive credit card debt expanded faster for white

families than for non-white families, their debt payments also rose faster,
relative to income. From 2001 to 2004, debt payments relative to income
increased by 1.6 percentage points for white families, more than twice as
fast as for black families and more than three times as fast as for Hispanic
families. By 2004, the typical debt payments of white families were 18.3

percent of income, about the same as those of non-white families.
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Although debt payments were fairly equal for the typical white and non-
white family, it is important to keep in mind that heavy indebtedness was
less pronounced among white families than among non-white families. The
share of white families who used at least 40 percent of their income for debt
payments stayed flat at 12 percent between 2001 and 2004. The respective
share for blacks went up by 1.6 percentage points to 17.5 percent and by 4.9
percentage points to 22.0 percent for Hispanics (tables 11 through 13).

Table 13: Hispanic Families

1989 1992 1995 1998 2001 2004 | 1989 to 2004 | 2001 to 2004
total debt 63.2% | 587% | 73.9% | 704% | 68.6% | 68.4% 5.2% -0.1%
Share of mortgage debt 30.8% | 252% | 33.9% | 274% | 31.9% | 34.4% 3.6% 2.5%
households with | credit card debt 34.7% 39.8% | 56.1% 46.3% 435% | 46.9% 12.2% 3.5%
other debt 405% | 37.0% | 47.3% | 46.9% | 41.8% | 40.8% 0.2% 1.1%
total debt $17,593 | $14,734 | 21,790 | $16,405 | $17,042 | $33,000 87.6% 93.6%
mortgage debt $60,109 | $68,532 | $61,554 | $60,285 | $78,817 | $92,000 53.1% 16.7%
Median eal | creditcard debt | $1466 | $2241 | $1724 | $1391 | $1704 | $1750 | 19.4% 27%
other debt $8,796 | $6,326 | $8,618 | $10,550 | $7,243 | $11,000 25.1% 51.9%
net worth $1,466 | $1,318 | $2,832 | $2,539 | $2,876 | $3,000 104.6% 4.3%
Median share | total debt 19.2% 18.8% | 16.1% | 16.0% 17.7% | 18.3% -0.9% 0.5%
of payments mortgage debt 17.6% | 21.8% | 232% | 224% | 21.0% | 20.1% 2.5% -0.9%
relative to
income for
families with credit card debt 0.6% 0.9% 0.8% 0.6% 0.9% 0.8% 0.1% -0.1%
any of the
respective debt
total debt service
payments above | 18.7% 17.7% | 225% | 17.2% 17.0% | 21.9% 3.2% 4.9%
40% of income
mortgage debt
Share of service payments | - 1q g0, | 275% | 30.0% | 21.2% | 161% | 22.1% 5.3% 6.0%
) above 40%
households with .
of income
credit card debt
service payments |, 7o, 0.1% 3.1% 7.7% 2.8% 4.2% 1.6% 1.4%
above 10%
of income
total debt 60.9% | 67.8% | 64.6% | 50.0% | 53.9% | 80.0% 19.1% 26.1%
meig';”mr:tg; mortgage debt 121.7% | 154.5% | 172.1% | 153.1% | 148.1% | 191.7% 70.0% 43.5%
credit card debt 3.8% 5.5% 4.7% 3.5% 5.2% 4.7% 0.9% -0.5%
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IV.4 Age

A number of observers have pointed at the rise in debt levels among young
families. One explanation has been increasing marketing efforts targeting
young people, especially on college campuses, by credit card companies
(Warren and Tyagi, 2003; Draut, 2005; Draut and Silvia, 2004; Manning,
2000). Another factor is the sharp rise in student loans, which seems to be
related to the decline in some grants available to students to finance higher

education (Boushey, 2005; King and Bannon, 2002; Lilly, 2004; Weller, 2006).

Also, a greater share of older households appear to carry more debt than
in the past (McGhee and Draut, 2004). This could make it harder for many
households to improve their retirement savings. Already, a large share of
households 1s inadequately prepared for retirement (Weller and Wolff,
2005). Moreover, households 65 and older have seen the sharpest increase
in bankruptcy filings out of any age group from 1991 to 2001 (Sullivan et
al., 2001). Hence, public policy makers interested in improving retirement
income security should consider the implication of increasing debt among

older households.

Center for American Progress

Table 14: Families 18 to 24 Years Old

1989 1992 1995 1998 2001 2004 | 1989 to 2004 | 2001 to 2004
total debt 481% | 67.0% 733% | 67.3% | 702% | 71.6% 23.6% 1.4%
Share of mortgage debt 9.3% 1.1% 155% | 105% | 11.9% | 15.4% 6.1% 3.4%
households with | ¢redit card debt 301% | 44.3% 45.8% 416% | 453% | 42.8% 12.6% 2.6%
other debt 33.0% | 52.4% 56.3% | 48.8% | 56.4% | 55.4% 22.4% -1.0%
total debt $2,932 | $6,721 | $10,957 | $10,666 | $10,172 | $11,200 | 282.0% 10.1%
mortgage debt $65,973 | $71,168 | $80,020 | $83,472 | $85,208 | $99,000 50.1% 16.2%
Median real creditcard debt | $1,070 | $949 | $1,354 | $1,275 | $1,172 | $970 -9.4% 17.2%
other debt $8,796 | $7,380 | $9,849 | $11,593 | $12,781 | $10,000 13.7% 21.8%
net worth $440 $- $- $- $- $-
Median share | total debt 13.8% | 13.0% 16.8% | 13.1% | 12.9% | 12.0% -1.8% -0.9%
ofPayments | mortgage debt | 169% | 18.0% | 18.9% | 18.1% | 165% | 23.1% 6.2% 6.6%
incqme fo_r
e | credtcarddebt | 06% | 09% | 1% | 12% | 10% | 0.9% 0.2% -0.1%
respective debt
total debt service
payments above | 11.0% | 14.1% 21.0% | 212% | 122% | 14.2% 3.2% 2.0%
40% of