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Debt and delinqguency after
military service

A study of the credit records of young veterans in the first year
after separation
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Executive Summary

Thisreportshowsthat a sizeable fraction of youngenlisted servicemembers go delinquent on
debt paymentsor have severe derogatories (for example, defaults) appear ontheir credit record
around the time they leave active duty. The reportfocusesonthree types of creditaccounts:
auto loans, revolving creditaccounts (credit cards), and personal or retail installment loans.
The reportalso analyzes medical and non-medical debt. T hese ty pes of accountswere found in
prior researchto be the most likely sources of delinquency and defaultamongyoung
servicemembers.

T he findings show that among those who serve at least seven months, delinquenciesand
defaultsare betweentwo and 10 times more likely to appear ona credit record inthe six months
after separationas compared to the six months before.

Late payments are more commonamong those who served betweensevenand 35 months—
those who likely reached their first permanent assignment but separated before the end of their
first contract—compared to those who serve shorter or longer terms. Forexample, of all
servicememberswho exit with auto debt after sevento 35 months of service, one-third become
90 daysdelinquent or default on that debt within one year. By comparison, lessthan 15 percent
of auto debt holderswith longer terms of service went delinquent or defaulted withinone year
after separation. For both groupsthe post-separation rates of delinquencies and defaults for
revolvingaccount holdersand for those with less-common types of installment debt (such as
personal loans) are even higher than for auto debt.

Asa result of these negative outcomes, servicemembers’ credit scores decline just after
separation, and do not recover for at least one year after leaving the military. The drop is most
severe for those with tenures between sevenand 35 months and for those who exitwith a Near
prime creditscore or below, asopposedto a Prime score or better.

The dataused in this report cannot explain what causes the observed patterns of delinquency
and default. Publicly-available statistics suggest medical and less-than-honorable discharges
are notcommonenoughto explaindelinquency and defaultamongyoungveterans.
Employment ratesand average income of youngveteransinthe firstyear after servicemay
explain some of the patterns, but ultimately the root causes remainimportant open questions
for further study.



Introduction

Poor financial decisions can lower an individual’scredit score and stay on his or her credit
recordforyears. Forexample, anauto, personal, or credit card loan that goesto collections
staysonforsevenyears. Similarly, late pay ments may stay onone’s credit history for equally as
long, with more damage to one’s credit score the longer the delay in payment and the greater the
number of accounts with late payments.! A lower creditscore canin turn affecteligibility foror
termsof aloan, and other adverse informationona creditrecord caneven affect eligibility for an
apartmentora job.?

The findings of this reportreveal adecrease increditscoresfor enlisted servicemembers
immediately following departure fromactive-duty military service. Thisdrop coincideswith
increases in delinquencies and defaults, especially for revolving credit. These financial
difficulties lessen six months after separation, partly because of the earlier account closures;
however, their credit scores remain lower than they were prior to exiting.

The reportfocuses ontwo main groups of youngveterans: those that make it through basic
training but most likely leave service prior to the end of their first term contract and those that
likely complete their firstterm. Policiesto address these financial difficulties post-service may
differ for these two groups given that some do not meet their service obligations, while others
do. Thereportalso includesresultsfor those that serve less than six monthsin the military and
thus did not make it to their first duty assignment. However, because these servicemembers do
not build up much debt during military service they are notaprimary focus of the analysis.

The individualswho have the most financial trouble are those who leave active duty prior to
completing their firsttermcontract (i.e., before completing three years of service). Their credit
recordsdecline inthe months preceding exit, and they continue to decrease after service.
Exiting (also called “separation” in military parlance) may occur for many reasons, and the
currentdatado notindicate why a servicemember separated. It may be that part of the reasonis
because of financial difficulties. Ifso, helping servicemembers make better financial decisions
may assist the Service branchesinincreasing retention with potentially large cost-savings.3

1 For thisand moreinformation about the credit reporting sy stem: Consumer Financial Protection Bureau “Key
Dim ensionsand Processes in the US Credit Reporting System: A Review of How the Nation’s Largest Credit Bureaus
Manage Consumer Data,” (December 2012), available at
, hereinafter “Key Dimensions and Processes...”

2 For information on how credit records are used outside of the financial industry, see: TransUnion (2015), “5 Things
Landlords Look for When Screening Potential Tenants,” blog post, September 5, available at

;and
Experian, “Do Em ployers Look at Credit Reports?” blog post, August 6, 20 available at

® The GAO reports that between 2005 and 2015 the average cost torecruit, screen, and train a new enlistee was
$75,000. In approximately the same time period, between 19and 30 percent of enlistees separated within three
years, depending onthe servicebranch. See: Government Accountability Office, “Improvements Needed in the
ManagementofEnlistees’ Medical Early Separationand Enlistment Information,” (July 2017), availableat

;andJames V. Marrone, Predicting 36-Month Attrition in the U.S.
Military: A Comparison Across Service Branches, Santa Monica, CA: Rand Corporation Report RR-4258-OSD
(2020), hereafter Predicting 36-Month Attrition.


https://files.consumerfinance.gov/f/201212_cfpb_credit-reporting-white-paper.pdf
https://files.consumerfinance.gov/f/201212_cfpb_credit-reporting-white-paper.pdf
https://www.transunion.com/blog/credit-advice/5-things-landlords-look-for-when-screening-potential-tenants
https://www.experian.com/blogs/ask-experian/do-employers-look-at-credit-reports/
https://www.gao.gov/assets/690/685843.pdf

Evenfor those servicememberswho most likely completed their service contracts, the report
revealsthat credit scoresalso fall in the two quartersafter leaving. Infact, acrossall groups,
regardless of length of service, the two quarters after separation appear to be a critical timein
which servicemember borrowers fall delinquent on pay ments and sustain severe derogatories
suchas repossessions, charge-offs, and debt being sent to collections.

Thisreportisa follow-ontoour

asthey join the military compared to similar aged
civilians.# T hatstudy highlighted some key patternsexplored more indepth in this report:
namely, that servicememberswho joinby age 21 have more trouble with debt than older
servicemembersor civilians; that most debt problems are associated with auto loans, revolving
creditaccounts, and personal loans; and that severe debt problems appear to arise around the
time servicemembers leave active duty. Thisreport providesamore detailed analysis of these
particular patterns and verifies the timing of severe derogatory outcomes with respect to the
date of exitfromactive duty. Thismore precise analysisis made possible as a result of the
omission of civilians fromthe sample and the use of a quarterly panel of credit report
information, rather thanannual.

4 Consumer Financial Protection Bureau, “Financially Fit? Com paring the credit records of young servicemembers
and civilians,” (2020), available at
, hereinafter “Financially Fit?”


https://www.consumerfinance.gov/data-research/research-reports/financially-fit-comparing-credit-records-young-servicemembers-civilians/
https://www.consumerfinance.gov/data-research/research-reports/financially-fit-comparing-credit-records-young-servicemembers-civilians/
https://www.consumerfinance.gov/data-research/research-reports/financially-fit-comparing-credit-records-young-servicemembers-civilians/
https://www.consumerfinance.gov/data-research/research-reports/financially-fit-comparing-credit-records-young-servicemembers-civilians/

Data

The analysisin this report utilizes data from the Consumer Financial Protection Bureau’s
(CFPB) Consumer Credit Panel (CCP), a de-identified, nationally-representative panel of credit
records. The dataconsistofal-in-48 randomsample of credit files provided by one of the three
nationwide consumer reportingagencies (NCRA).5 The creditagency matched individualsin
the CCP to the Servicemembers Civil Relief Act (SCRA) Website maintained by the U.S.
Department of Defense (DoD).® The website providesthe dates of active duty service alongwith
the service componentand service branch. The creditagency furnished the CFPB with active
duty service information for people who served since December 2007. T hisinformationwas
then merged to the quarterly CCP panel to determine the active duty or veteran status of each
personat each point in time, up to December 2018.7

Thisanalysisincludes quarterly credit record information for each individual in the merged
CCP/SCRA panelwho met three characteristics: they entered full-time active duty by the age of
21, they were observed at the time their service began, and they leftactive duty at leastone year
prior to the end of the observationwindow.2 T he age cutoff was chosento focus onthe group
that was previously identified to have the most vulnerability to debt problems —those who enter
serviceatayoungage. Although the data provide no informationon paygrade, entrants under
age 21 arevirtually all enlistees, and they account for the majority of enlisted accessions.®

The sample comprises 10,872 servicemembers. The plurality (40 percent) servedinthe Army,
with 14,20, and 24 percent respectively inthe Air Force, Navy, and Marine Corps. One percent
of the sample servedinthe Coast Guard. By construction, everyone entered active duty by age
21, butthereis wide variationinage at separation: from17 yearsold for those who enter at the
youngestage and serve foravery shorttime, to 32 for those who serve for nearly the entire
observationwindow.

The analysis splits servicemembersinto groups based on how long they had served at the time of
separation. Those inthe shortest-tenure group separated within six months and were unlikely
toeverreachtheir first permanent assignment (1,751 people). Contractlengthisunobservable
in the data, but the majority of servicemembers have contracts that are at least three years long.
Servicememberswho stay for at least six months but separate within 35 monthswere thus
unlikely to have completed their firstcontract. ° Around two thousand (2,219) people arein
this group. Servicememberswho complete at least 36 months of active duty are more likely to

5 For more information about servicemembers in the CCP and the construction of the panelused hereand in prior
research, see “Financially Fit?” Appendix B.
6 Department of Defense (2019), “ Servicemembers Civil Relief Act (SCRA) Website,” available at

7 Because new credit accounts aresometimes reported to the NCRA ata lag, a cutoff of December 2018 allowed for
creditaccounts to beidentified retrospectively based on information through December 2019.

8 At ages for which a consumer has no credit record, they were assumed to have zero active accountsand zero
balances. In this way servicemembers can be “observed” during periods of active duty prior to their establishinga
creditrecord.

9 See “Financially Fit?” page 25 and footnote 29.

10 A sm all fraction of servicemembers may have two-y ear contracts; see “Financially Fit?” footnote51.


https://scra-w.dmdc.osd.mil/scra/#/home
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be leavingat or after the end of their first contracts. Just under seventhousand (6,857) people
are in this group.

The choice of sample maximizes the analytic sample size relative to the core question of what
happens to credit profilesat the end of active duty. Thisallows for greater statistical power and
precisionin estimates compared to the prior study that used a sampling window based on age
and birthyear. Itisimportantto note that unlike the sample used in the prior report, this
sample is not representative. The merged CCP/SCRA panel lists military service history only
between 2007 and 2018, and individuals are sampled by the CCP only if they have acredit
history.!! Bothof these factsimply that those who entered and separated during the observation
window would not be a random set of all servicememberswho entered priorto age 21 and ever
served duringthat time.!? Instead, the population consists of all servicememberswho entered
and separated during this time period and had a credit record by the time they separated.

The reportfocusesonthe following credit outcomes: credit scores, third-party collections debt,
90-day delinquencies, and severe derogatory outcomes. T hird-party collectionsare divided into
medical and non-medical collections. Delinquenciesand derogatoriesare analyzed for auto
loans, revolving creditaccounts (general credit cards and retail creditcards), and “other”
installment debt grouped together. The study does notinclude mortgages and student loans, as
these are used less often for this population.13

“Other” installment debt includes several types of loans. Eighty percent of these are personal
loans, 10 percentare retail installment loans, 10 percent are of an unknown type, and only a
negligible fractionare of other knowntypes. Of the personal loans, 90 percentare unsecured
and 10 percentare loan notes frombanks or creditunions. Of the retail installment loans, the
main types of retailersare jewelers (40 percent), sales financing companies (27 percent),
department/variety stores (12 percent), and home furnishing stores (five percent). Of the
unknown types of loans, 92 percent are secured and 97 percent are frombanks or credit unions.

Severe derogatory actions refer to any of the following: repossession, surrender, charge-off,
collections, foreclosure, or discharge inbankruptcy court. For the productsand population
analyzed here, repossession, surrender, charge-off, and collections are by far the mostcommon
typesof severe derogatory actions.!4

The analysis proceedsfirst by analyzing changesin credit scoresaround the time of separation.
Then, the report shows how account ownership grows over the course of military service and
declinesshortly thereafter. The last section of analysis describes the rate of delinquenciesand
severe derogatories just prior to and just after separation. I1tshows how severe derogatories
explainmuch of the decline in account ownership and decrease incredit scores following
separation.

1 Individuals without a credit record arecalled credit invisible. Prior CFPB research estimates the fraction of the
population thatis invisible. Calculations in “Financially Fit”suggest that the fraction of young servicemembers who
areinvisibleis nohigher than for civilians of the sameage. See: CFPB, CFPB, “Credit Invisibles,” (May 2015),at 10,
available at

12 The researchers confirmed that the results show the same patterns when the analysis is limited the analysis to the
sm aller but representative sample of under-21year-old entrants studied in the earlier report.

13 For information aboutmortgages and student loans in this population, see “ Financially Fit?”

14 Whenacreditaccountissenttoa third-party collections agency, that debt will be counted in this analysisas botha
sev erederogatory for the original type of account, aswell as third-party non-medical debt. Financial debtisa

m inority of all third-party collections debt, whichalso includes debt from residential leases, utility accounts, phone or
cable bills, and a variety of other non-credit expenses.


https://files.consumerfinance.gov/f/201505_cfpb_data-point-credit-invisibles.pdf

Credit Scores

The analysis begins by examining credit scores of servicemembers prior to and after leaving
service. Althoughnotaperfect measure of creditworthiness, credit scores take into
considerationvariablessuchasdebt levels, debt usage, length of credit history, and pay ment
history (delinquencies, collections, and bankruptcies).'®> Consumerswith higher creditscores
are consideredto be more reliable borrowerswith alower probability of default.

Creditagenciesand lenders oftengroup credit scoresinto tiersbased on creditriskiness. Those
that have a creditscore below580 are considered Deep subprime. Those withacreditscore
between 580 to 619 are Subprime, those between 620 and 659 are Near prime, those between
660 and 719 are Prime, and those with scoresabove 720 are considered Superprime.

By the time of separation, 82 percent of servicemembersin the sample have a creditscore. The
likelihood of havinga creditscore, aswell as the average creditscore, varies by the length of
service,asshownin Tablel. Thelongerthey serve, the more likely servicemembersare to have
acreditscore atthe time they exit. Those who stay infor atleast three yearshave higher credit
scoresthanthose who leave earlier. Servicememberswho exit with between sevenand 35
months of service have, onaverage, Subprime scores, and those who serve 36 monthsor more
exit,onaverage, with Near prime scores.

TABLE 1: CREDIT SCORES AT TIME OF EXIT FROM ACTIVE DUTY, BY MONTHS SERVED

. . Percent with Average .
Time spentin . . Tier for average
. . credit score at credit score, .
active duty service . . . credit score
time of exit if scored
0-6 months 41% 627 Near prime
7-35 months 81% 607 Subprime
36 months or more 92% 654 Near prime

Source: Author calculations from CFPB’s CCP merged to DoD’s SCRA database.

Toexamine howindividual borrowers’ credit information changes over time and to take
advantage of the panel nature of the data, the firstanalysis usesa fixed-effect regression at the
individual level. The advantage of afixed-effect regressionisthat it controlsfor individual-level,
time-invariantcharacteristicssuch asrace, gender, hometown, birthyear, and initial wealth
levels, whichare unobservedinthe CCP data but may affect creditscores. The regressionsthen
measure within-person changesin creditscore around the time of exit fromactive duty.
Equation1 givesthe regressionspecification.

Yii=a; + 23:_2 Bq - {Quarter since exit, = q} + Year, + €;; (1)

Y. is creditscore forindividual i at observationnumbert. Thevariable ¢; representsan

individual-level fixed effect which controls for the characteristics about the individual that do
not change over time. The dummy variables Quarter since exit, indicate the timing of each

15 Consumer Financial Protection Bureau, “You have many different credit scores,” available at


https://files.consumerfinance.gov/f/documents/201702_cfpb_credit-score-explainer.pdf

observationrelative to the date of exit, fromtwo quarters prior to exit to four quarters after exit.
Year, representsa dummy variable for the year of observation, which helps control for
macroeconomic factors which may be affectingcreditscore inthatyear for all individuals. A
separate regressionis calculated for eachtenure group listed in Table 1, restricted to
servicememberswho have acreditscore at least two quartersprior to exitto ensure a balanced
panel.

The coefficientson quarter relative to exit (8,) are plotted in Figure 1. The omitted quarter is
the quarter of exit (q=0). , can thenbe interpreted asthe creditscore ina particular quarter
relative to the quarter of separation. Positive coefficients meanthat, onaverage, creditscores
are greaterin that quarter relative to the quarter of separation and negative coefficients indicate
creditscoreislowerin that quarter. Asthe figure shows, creditscoresare falling for two
guarters prior to separation. They continue to fall after separation, with the largestdrop in the
two quartersafter separation.

FIGURE 1: CREDIT SCORE RELATIVE TO QUARTER OF SEPARATION, BY TIME SPENT IN ACTIVE DUTY
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Source: Author calculations from CFPB’s CCP merged to DoD’s SCRA database. Seetextfor detailson sampling
strategy. Thegraph plots coefficients from the regression specification in Equation 1, runseparately by time spentin

activeduty.

The biggest downward trends throughout the time period are for those who serve betweenseven
and 35 months, forwhom creditscoresdrop by anaverage of 15 pointsinthe two quarters prior



to separationand an additional 36 pointsin the two quarters after separation. The average
score in this group moves from Subprime to Deep subprime.

For those who spentat least three yearsinthe military, credit scores were fairly steady prior to
exitingthe service, droppingby just5 pointson average in the two quarters prior to separation.
However, by four quarters after separation creditscores had dropped by 21 points. The largest
dropwas again within the firsttwo quarters of separation.

Comparingtransitions between credit tiersin the six months after separation shows that the
decreasesinFigure 1 occuracrossall tiers, and droppingto a lower tier is more common than
movingup to a highertier. Inthe sample as a whole 23 percent of servicemembers moved down
to a lower score tier within six months of separation, compared to 12 percent that moved up.
Those with Near prime or Subprime scoreswere more likely to have downward movements: 40
and 47 percent, respectively, drop downto a lower tier. Ninety percent of those who were Deep
subprime at the time of separationwere still Deep subprime six months later.

Table 2 disaggregates the transitions based on time spentin active duty. Panel A shows the
transitions for those who serve between sevenand 35 months, and Panel B shows the transitions
for those who serve at least 36 months. A comparison of the two panels shows that conditional
onaservicemember’screditscore tier adecrease was more likely if they served lessthan 36
months. For example, among those with Subprime scores at the time of exit, 62 percent who
served less than 36 months were Deep subprime six months later, compared to 44 percent who
servedatleast 36 months. Further,among those with a Superprime score at the time of exit, 58
percentof those with lessthan 36 months of service were still Superprime six months later,
comparedwith 79 percent of those with at least 36 months of service.



TABLE 2: TRANSITIONS BETWEEN CREDIT SCORE TIERS IN TWO QUARTERS AFTER EXIT

PANEL A: 7-35 MONTHS SERVED

Credit score tier two quarters after exit

Credit score tier

in quarter of exit Deep subprime Subprime Near prime Prime Superprime
Superprime 7% 5% 6% 24% 58%
Prime 23% 8% 14% 41% 15%
Near prime 39% 9% 29% 19% 3%
Subprime 62% 23% 14% 0% 0%
Deep subprime 93% 6% 1% 0% 0%

PANEL B: 36 MONTHS SERVED OR MORE
Credit score tier two quarters after exit

F:redlt score tle.r Deep subprime Subprime Near prime Prime Superprime

in quarter of exit
Superprime 1% 1% 2% 16% 79%
Prime 7% 5% 13% 58% 17%
Near prime 22% 18% 39% 19% 2%
Subprime 44% 33% 19% 3% 1%
Deep subprime 88% 10% 2% 0% 0%

Source: Author calculations from CFPB’s CCP merged to DoD’s SCRA database.



Account Ownership

The analysisabove reveals that regardless of tenure length, some servicemembers experience
financial issues after leavingservice. To beginunderstanding howthis relatesto credit product
usage, this section examinesthe probability of having particular ty pes of accounts at the time of
entry, justbefore exit, and one year after exit. Figure 2 plots the fraction of servicemembers
with auto debt, revolving credit accounts (mostly general-purpose and retail credit cards), and
other installment debt at each pointin time.

FIGURE 2: ACCOUNT OWNERSHIP AT VARIOUS POINTS OF ACTIVE DUTY SERVICE, BY LENGTH OF
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Source: Author calculations from CFPB’s CCP merged to the DoD SCRA database. Other installment debtincludes:
personalloan, retail installmentloan, home equity loan, business installment loan, agricultural, commercial, or

unspecifieddebt.

Six percentor lessof any tenure group had auto loan debtwhen enteringservice;around 25
percent had revolving creditaccounts; and only three percentor less of each group had other
installment debt prior to service.

By the time of separation, servicemembers who leave within two quarters tended not to have
opened new accounts. Butfor those who serve longer, asignificant number have opened some


https://www.consumerfinance.gov/data-research/research-reports/financially-fit-comparing-credit-records-young-servicemembers-civilians/

after they joinand that the fractionwith an auto loan continuesto rise during service.'® Figure 2
shows that at the time of exit, over one-third of servicememberswho served at least seven
months have an auto loan (and over half of those who served at least three years). Evenmore
have revolvingaccounts: almost two-thirds of those who serve between sevenand 35 months,
and over 80 percent of those who serve at least three yearshave revolvingaccounts. Overone-
guarter of bothgroups have other installment debt.

In the four quartersafter leaving service people tend to close these accounts. The netdecrease in
accountownership is particularly true of those who serve between sevenand 35 months. Over
half of those servicememberswho exited with other installment debt close those accounts within
ayear, and about one-third of those with revolving accounts close theminthe same period. The
decline in account ownership is smaller among those who spent more than threeyearsin
service. Only the group that serves six months or less has an opposite pattern, with these
servicemembers havinganetincrease in account ownership after separation rather thana
decrease.

Accountclosuresare not necessarily abad sign. They may be asign that new veterans no longer
need the same typesofloansor creditthat they required duringactive duty, and if accountsare
closed by payingoffaloan or credit card balance thenit would be a sign that borrowersare
managing their debtwell. Closing an account due to default, however, canhave serious
implicationsfor youngveterans’creditscores. T he nextsectionshows that a substantial fraction
of accountsare closed through charge-offs, repossessions and surrenders, or because the debt is
sent to collections. These constitute severe derogatory actions that help explainthe declinesin
creditscore highlighted in Figure 1.

16 See “Financially Fit?” Figures5 and 8.



Collections, Delinquency, &
Derogatory Outcomes

Atthe time of entry, fewservicemembers had delinquencies or derogatoriesontheir credit
records, partly because most barely had any credit history atall. In total, only 8 percentof the
sample had any delinquency, default, or third-party collectionsaccount. Most often, people had
some non-medical debt in collections, such asa telecommunications bill or utility bill (around 6
percent of the sample). About 3 percent had medical debtin collections, and barely 1 percent
had been 120 daysdelinquentona revolvingaccount. Therefore, these servicemembers
typically did not appear to be saddled with poor credit histories at the time they joined the
military.

Evenif they did not have a credit history when they enter the military, Figure 1 showed that
most servicemembers had opened at least a revolving account by the time they exit. They may
also have opened other accounts, such as for cellphones or utilities, that constitute further

pay ment obligations and which could go to collections if the servicemember falls behind on
payments. To observe if and when delinquenciesor defaults occur, thissectioncomparesthree
periodsin time: thetwo quarters prior to exit, the two quartersfollowing exit, and the third and
fourth quarter followingexit. The quarterof separationisexcluded because the timing of debt
relative to the precise date of separation cannot be determined.

First, Figure 3 shows the fraction of servicememberswith athird-party collectionsaccountin
eachof these time periods. The calculationsreflectall third-party collectionsaccountsthatare
openat the time, so the debt must have beenincurred some time before and the accountcould
remain openfor several monthsoryearsuntil the debtis discharged. Changes betweentime
periodsin Figure 3 show whether servicemembers have anetincrease or decrease inopen
collectionsaccounts.

The figure revealsthatduring service, some servicemembers have had non-medical debtenter
collections. Atthe time of entry, about 3 percent had such debtin collections. Amongthose
who serve at least seven months, over 15 percent have some such debt just prior to separation.
(In contrast, the fractionwith medical debt just prior to separation is approximately the same as
at the time ofentry.)

After separation, the rates of non-medical collections debt go evenhigher. Thisis particularly
true among those who served between sevenand 35 months, for whom thereis a netincrease in
non-medical collections account of 11 percentage points (ona base of 17 percent) in the six
months after separation. Around 40 percent of these non-medical debtaccountsare froma
telecommunications account; another 15 percentare fromautility account; 15 percentfroma
residential lease; and about 10 percentfromaretailer.



FIGURE3: COLLECTIONS DEBT AROUND THE TIME OF SEPARATION FROM ACTIVE DUTY
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Source: Author calculations from CFPB’s CCP merged to the DoD SCRA database.

Medical debt collectionsincrease, aswell, but not until three or four quarters after separation.
Again, this is mostsignificant for those who servedlessthan three years, for whomthe fraction
with medical debt collections nearly doubles. Itisnot possible to determine fromthe data if this
debtwas incurred prior to, during, or after service, or whether the debt is due to injuries or
conditionsdeveloped duringservice. Moreover, itisnot clear whether those with medical debt
in collectionswere eligible for or made use of veterans health benefits.

Figure 4 shows 90-day delinquencies oncreditaccounts before versus after separatingfrom
military service. The calculationsinclude all servicemembers, not just those who have accounts.
The graphs show time-period-specific outcomes: the fraction of the sample that was currently
delinquent in the respective time period.

Two patternsare consistentacrossall account types: delinquenciesare more common after
separationthan before, and they rise by substantially more for those who serve betweenseven
and 35 months than for those who serve atleast 36. Notably, inthe six months before
separationdelinqguency ratesare fairly similar for both groups.

For those who exitwithin sevento 35 months, the figure shows 7.2 percentare 90 days behind
on auto loan payments, 21 percentare late onrevolving debt, and 19 percent are late on other
installment debt. T hese represent four-or five-fold increases compared to the six months prior
to separation. In the third and fourth quarter after separation, delinquency rates decrease by
about half but remain higher than prior to separation.




For those who serve at least 36 months, delinquency ratesacrossaccounttypesare: 4 percent
(auto), 13 percent (revolving), and 7 percent (other installment) in the six months after
separation. These are smaller fractions thanfor the shorter-tenure group, butare still roughly
four times as large as the delinquency rates in the six months prior to separation. The
delinquency ratesfall slightly in the next six months, remaining lower than among those who
served betweensevenand 35 months.

FIGURE 4: 90-DAY DELINQUENCY RATES AROUND TIME OF SEPARATION FROM ACTIVE DUTY
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Source: Author calculations from CFPB’s CCP merged to the DoD SCRA database.

Figure 5 shows the fraction of individuals havinga new severe derogatory or default appearon
their creditreportin eachtime period. Asareminder, a severe derogatory actionisany of the
following: repossession, surrender, foreclosure, charge-off, collections, or discharge in
bankruptcy court. Inany of these instances, the individual is losing possession of property or
having their account closed with negative repercussionson his or her credit record.

Aswas true of delinquencies, those who leave within sevento 35 months are more likely to have
asevere derogatory thanare those who serve atleast 36 months. For both groups, severe
derogatoriesappear oncredit records most ofteninthe six months after separation. Among
those who served sevento 35 months, 6 percentdefaultonan auto loan, 8.6 percentdefaultona
revolvingaccount,and 10.9 percent default on other installment debt in the six months after
separation. These are betweenfour and ten times the rates observed inthe six months prior to



separation. By comparison, the ratesamong those with longer tenuresare 2.8, 6.8, and 3.8
percent, between two and seventimesthe ratesin the six months prior to separation.

FIGURES5: FRACTION OF SERVICEMEMBERS WITH NEW SEVERE DEROGATORIES AROUND TIME OF
SEPARATION FROM ACTNVE DUTY
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Some of the delinquentaccountsin one period could turninto defaultsthe next. Combining all
delinquenciesand defaults within the first year of separation, debt repay mentissues are still
more commonamong those who serve sevento 35 months. Forexample, 13 percentof the
sevento 35-monthgroup are delinquentand/or have defaulted onauto debt within one year of
separation, compared to 9 percent of those with longer tenures.

Conditioning on those who actually have anaccount at the time of separation (Figure 2), it is
particularly likely that those with other installment loans will have trouble paying off that debt.
Lookingat the fraction of accountholders with either a delinquency or default within one year
of separation, the numbers for those who serve sevento 35 monthsare as follows: 34 percent
(auto loans), 38 percent (revolving accounts), and 64 percent (other installment accounts). For
those who serve longer, the numbersare: 33 percent (auto loans), 21 percent (revolving
accounts), and 33 percent (other installmentaccounts).




Further, the increase in defaultsimmediately after separationare not due to an overall increase
in accountclosures; rather, defaults constitute an increasing fraction of allaccount closures.
Consider accountclosure rates: inthe two quarters prior to separation, between six and seven
percentofall openaccountswere closed. Inthe two quartersfollowing separation, asimilar
fraction (seven percent) of openaccountswere closed, and in the third and fourth quarter after
separationsix percent of still-openaccountswere closed.

Now, consider the reasonsfor accountclosures. Inthe two quarters prior to separation, 74
percentof closureswere because accountswere fully paid. Less than 10 percent of closureswere
due toa severe derogatory action. The remainder were for avariety of other reasons, suchas
having been transferred to another serviceror closed due alost creditcard. Inthe two quarters
after separation, severe derogatories account for 25 to 30 percent of account closures, depending
on the type of account (20 percentare due to chargeoffsalone). Inthe third and fourth quarters
after separation, the fractionassociated with a severe derogatory isonly slightly lower, between
20and 25 percent.

Together these observations show that defaults increase bothin absolute and relative terms
soonafter servicemembers leave active duty.



Conclusion

Thisreportshowsthat a sizeable fraction of youngenlisted servicemembers go delinquent on
debtor have severe derogatory marksappear ontheir credit record around the time they leave
active duty. These problemsare most likely to arise in the six months following separation,
compared to the six months before separation. Problemsare also more likely to arise among
servicememberswho left the military betweensevenand 35 months of service—those who likely
reached their first permanent assignment but separated before the end of their first contract.

Servicemembersare particularly likely to default ona personal, retail, or other ty pe of
installment loan, if they have one at the time of separation. Because suchloans are associated
with a variety of different purposes and types of businesses, it is difficult to discernclear
patternsfor this type of debt. Further researchcould help to better understand why
servicemembersacquiresuch debtand whether those with these loans tend to be particularly
credit-constrained.

Income and employment are unobserved factors that likely drive some of the patterns observed
here. A servicemember with over three yearsof experience in2015 made around $25,000 per
year in base pay. On top of that, he or she either lived in the barracks or received money to
cover monthly expenses, plus healthcare was covered and $4,400 per year was provided to cover
meals. Altogether, but notincludinghealth care, a servicemember with over three years of
experience made the equivalent of at least $35,000.17

Recently-released datafromthe U.S. Census Bureau show thatacross the yearsanalyzed here,
veteranswith zero to five years of service earned a median income of roughly $30,000 inthe
firstyear after separation.'® For those who separate before the age of 25, the median is even
lower, and for those who separate at paygrade E-3 or less, it is lower still. These statistics
suggest that at least some young veterans may experience asignificantdrop in income in the
year after separation.

Further, these median incomes post-service are based onthe sample of veteranswho are
employed and does not include those without jobs. The Congressional Budget Office estimates
that around 92 percent of male veteransages 22 to 24 were in the labor force, and of those in the
labor force, justunder 15 percent were unemployed between 2008 and 2015. For those aged 25
to 34, the average labor force participation rate was 94.5 percent and the average unemployment
rate was 8.2 percent.1® These rates likely varied with the macroeconomy, as around half of all

17 An E4 with over three years of service made $2,238 per monthin base pay, and an E3 made $2,055.30 per month.
Monthly Basic Allowance for Subsistence for all enlisted servicemembers was $367. Housing pay was at least $540
per month. All numbers came from Defense Finance and Accounting Service, Basic Pay —Effective January 1, 2015,
available at .
18 Calculations comefrom the U.S. Census Bureau, Longitudinal Employer-Household Dy namics, Veterans
Em ploymentOutcomes Explorer, available at
Calculations were based on all information available, i.e. not limited to particularyears of service. Separate
calculationswere performed based on years of service, age at exit, and paygrade at exit, without conditioning on other
characteristics.
19 Congressional Budget Office, Labor Force Experience of Recent Veterans (May 2017), available at

. For women
the labor forceparticipation ratewas 75 and 76 for thetwo groups, respectively, and the unem ploy ment rate was 15%
and 10%.


https://www.dfas.mil/Portals/98/2015MilitaryPayChart_2.pdf
https://lehd.ces.census.gov/applications/veo/occupation/detail/
https://www.cbo.gov/system/files/115th-congress-2017-2018/reports/52418-laborforceveterans_0.pdf

active-duty servicemembers inthe Army applied for unemploy mentinsurance when leaving the
Army in 2013, signaling that they did not have a job lined up; however, usage and duration of
unemploy ment benefits fell significantly inthe followingyears.20

The reasonfor separation could be an additional unobserved factor behind defaults.
Servicemembers leaving due to disability may face greater challenges onthe civilianlabor
marketand may therefore also have more trouble managing existing debt. Yetdischargesdue to
disability are unlikely to explain the differences observed by time inservice. Recentanalyses
show that medical discharges constitute the same share of separations during the first four years
of service asin the next four years.2 Moreover, the number of medical dischargesistoo small to
explainthe number of delinquenciesand defaults. Between2002and 2011, lessthan4 percent
of servicemembersinany service branch had a medical discharge in the first four years of
service (and in most yearsitwas around 1 percent). By comparison, 36-month attrition (for any
reason)averaged at least 18 percentacrossall service branches.??

Finally, servicememberswith less-than-honorable discharges may be unable to access veterans’
benefitsand may also be more likely to have difficulty onthe civilian labor market.23 Still, such
dischargesare too few to account for the fraction of delinquencies and defaults. Forexample,
the Department of Defense reported that 9 percent of all 207,000 dischargesin2014 were less-
than-honorable, with 2 percent being Other Than Honorable. Only afew hundred were Bad
Conductor dishonorable discharges.?*

The datafor this reportcannot connect credit outcomes withemployment, so itis unclear
whether those who were struggling with debt are also the ones without a job or with lower levels
ofincome. Toidentify the proper policy response to youngveterans struggling with debt, it
would be critical to understand the connection between delinquency and employment and
whether they are in turnconnected to veterans’ service histories.

20 Congressional Budget Office, Transitioning from the Military to the Civilian Workforce: The Role of
Unemployment Compensation for Ex-Servicemembers (2017) available at

21 Com pare Figures 3.4and 3.5 in Heather Krull, Philip Armour, Kathryn Edwards, Kristin Van Abel, Linda Cottrell,
and Gulrez Shah Azhar, The Relationship Between Disability Evaluation and Accession Medical Standards, Santa
Monica, CA:RAND Corporation Report RR-2429-0SD (2019).
22 Com pare Figure 3.4in Krull,etal. (2019) to Table 2.2 of Predicting 36-Month Attrition.
2 Among less-than-honorable discharges, a general discharge under honorable conditions will still retain eligibility
for veterans benefits. Other discharge categories may not. Further, military unemployment compensationis only
available fordischarges under honorable conditions. Forthe different types of discharges, see:
Military Benefits.info, “Types of Military Discharges” (undated), available at

. Forveterans benefits rules, see: Veterans Benefits Administration, “Applying for Benefits
and Your Character of Discharge” (May 19, 2015), available at

. Forunemployment compensation rules, see:

Department of Defense, “Military Compensation: Unemployment Compensation (UCX)” (undated), available at

24 The remaining7 percent of less-than-honorable discharges were general discharges under honorable conditions,
w hich may pose fewer barriersto accessingbenefits or employment, as noted in the previousfootnote.


https://www.cbo.gov/system/files/115th-congress-2017-2018/reports/52503-transitionreport.pdf
https://www.cbo.gov/system/files/115th-congress-2017-2018/reports/52503-transitionreport.pdf
https://militarybenefits.info/types-of-military-discharges-2/
https://militarybenefits.info/types-of-military-discharges-2/
https://www.benefits.va.gov/benefits/character_of_discharge.asp
https://militarypay.defense.gov/Benefits/Unemployment-Compensation/
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