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Abstract

This paper estimates the dynamics of the perdsoa@kruptcy rat®ver the business

cycleby exploiting large crosstate variation in recessions and bankngstcWe find

that bankruptcy rates are significantly higher than normal during a recessiaseaasar
recession persistsAfter arecession endshere is a hangover whereby bankruptcy rates
begin to fall but remain above normal for several more quarters. Recovery periods see a
strong bouncdack effectwith bankruptcy rates significantly belawormal for several
guartes. Despite the significant increases in bankruptcieotttr during recessions

the largest contributor to rising banktaies duringheseperiods has tended to be the
longstanding upward trend.
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PersonalBankruptcy Cycles

1. Introduction

It is surprising perhapsthat there is little consensusgardingthe importance of
adverse eventsuch as job losfor h o u s e pearsbnddsadkruptcy decisionsStudies
usingindividuallevel datafor examplepftenfind thatthe bankruptcy decision is
unrelated to increases lacal unemploymentatesor decreases iaverageancome fFay
et al, 2002 White, 2009; Fisher, 2005)lhese studiemsteadind support for
bankruptcy as a strategic choice, whereby households react to the financias bénefit
bankruptcyrather than aonstrategioutcome driven by a reduced ability to repay debts.
In contrastwith these empirical resultaumerous surveys of bankruptcy filstgggest
that the underlying cause of most bankruptcies is an unexpected negative shock to
household income, such as a jobs, themostcited reason in most surveys (Stavins,
2000; Warren, 2003). Even so, survey results are inconsistédmreas Sullivan et al
(2000) attribute twahirds of personal bankruptcies to job loss, Himmelstein. €2@05)
find that more thandlf are the result of the lack of medical insurance following a serious
injury or illness.

At the national levelgdatapresent an inconsistent picture of the link between
economic conditions and personal bankrupésen during recessions, when job losses
are especially prevaleniTheoretical models such as Rampini (2005) suggest that
personal bankruptcies ateuntercyclical butduring two of thdive NBER recessios

experiencd in the United States between 1980 and9#0@98283 and 200& the
1



national bakruptcy rate actually fell (Figure 1). In addition, recovery periods have been
accompaniedometimedy higher rates of bankruptcy than were experienced dthieng
recessioathat precedethem And even for those recessions during which the
bankruptcyrate rose, it is not clear thidis was anything more than ongoing trends.

The purpose of this paper is to take a closer look at the link between economic
conditions and personal bankruptcyur approach is based on the notion that it is not the
weaknas of economic activity thabatters but the persistence of the weaknegs
capture the persistence of weak labor marketestimate a persondlankruptcy cycle
with three phasés normal, recession, and recovérthat align with the business cycle.
Also, rather than ugag official recession dates from the NBER, which mked most
closely with national GDP growthve usestatelevel recession dates that are based on
labormarket conditions Statelevel data give us laettergeographignatch betwee
economic conditions angankruptcy decisions, whilabormarketrecessionprovideus
a bettematchbetween households atite conditions thamatter forthem.

Wefind a personabankruptcy cycle for whickhe rate of personal bankruptcy
risesaboe its normal ratéhroughout the length of a recession, standing roughly 8
percentabovenormal after one year of recessidd, 7 percentabove normaéfter two
years of recession, an@.9 percentabovenormal after three years of recessidxiter
therecession endshere is a hangover whereby bankruptcy rates begin to fall but remain
above normal for several more quarters. Recovery periods see a strongleknce

effect with bankruptcy rates significantly below normal for several quarters before



returning to normal. The more severe the preceding recession, the deeper is this bounce
back.

The paper proceeds as followst Section 2 we review briefly the personal
bankruptcyliterature, which has focused on explaining the upward trends in bankruptcies
illustrated by Figure 1Section3 describe and presestthe results of our estimation of
statelevel labormarket recessionsNe describe the crosstate differences in thevels
and trends in bankruptcy rates andline ourempirical approach in Section 4. Our
baseline estimatef themovement obankruptcyrates during and after recessiass
presentedn Section5. Our baseline results are put into aggregate perspentisection
6, and restricted versions of the baseline model are discussed in Sec8ewtior8

concludes.

2. The PersonalBankruptcy Literature

The literature on LS. personal bankruptcy has focused on the dramatic rise in
bankruptcy filings that occurred between 1985 and 2004. As illustrated by Figure 1, the
national bankruptcy rate increased from rough8/d&r 1,000 people in the first quarter
of 1985 to 12 per 1,000 people in the fourth quarter of 200#ational and state filing
rates declined sharply after the implementation in 2005 of the Bankruptcy Abuse
Prevention and Consumer Protection Act, which made it more difficult for consumers to

file for bankruptcy(liquidation under Chapter 7). The new rules meant an upward spike

! This represents the sum of filings under Chapters 7, 11, and 13. All bankruptcy data are from the
Administrative Office of the U.S. Courts and are available at www.uscourts.gov/bankruptcycourts.htm
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in the national bankruptcy rate t®zer 1,000 peopla the fourth quarter of 2005,
before the new rules were in place, followed by a huge downward spikeger 400
peoplein thefirst quarter of 2006 under the new rules. Evedar the new rules the
personabankruptcy rate has steadily increadatting 1.2per 1,000 peoplby the
second quarter of 2009, after a year and a half of recession.

Numerous explanations for thise have been offereshd estimated empirically
the increased use of credit cards and increased consumer debt (Durkin, 2000; White
2007), the sprad of casino gambling (Barret al, 2002; Thalheimer and Ali, 2004;
Garrett and Nichols, 2008), a reducedial stigma associated with filing for bankruptcy
(Garrett, 20@), changes to state and federal bankruptcy laws (Nelson, 1999), and greater
access to secured and unsecured credit (Gebph 1997)% Most recently, Livshitet
al. (forthcoming) modeénd compar¢ he vari ous expl anations and
decrease in the transactions cost of lending and in the cost of ban&ragtoynt for the

risein personal bankruptcy.

3. State Labor-Market Recessios
Ouir first step is to determine appropriate dates for recessions at the stat@sevel.
is well knownfor the country as a whaléhe close link between tiINBER recession

dates and employment growth broke down with the 1®B@ecession whetheend of

2 See Morgan et al. (2009) for a discussion of the effects of the change in bankruptcy laws on foreclosures
and the onset of recession in 2008.

% See also Domowitz and Sartain (1999), who find that medical expenses and credit card debt are the
strongestontributors to personal bankruptcyhese studies are a small sample of the much broader

literature. Further research on the subject can be obtained by consulting the references in the cited studies.
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therecession was followed by a lengthy period during which aggregate employment
continued to fall.One reason thahere has not beenconsistent relationship between
personabankruptcy rates and recessions is MBER recessionates tend to be aligned
with GDP growth rather than labor markets, which are more relevant for personal
bankruptcy. It is not appropriate, therefore, to NBER recessionlates becaudbe
effectsof a recessioon labor markets and, therefopgrsonabankruptcies, are not
limited to theNBER recessioperiod It is, instead, more useful to obtain dates during
which labor markets are in recession.

We also need recession dates that are better aligned geographically with the
decision to file bankruptcy, which depends on l@maditions. To match our stakevel
bankruptcy data, we need stigel recession dated.o obtain theselates we follow
Owyang, Piger, and Wall (20Q5yho show thattte depth,timing, and duration of state
labormarketrecessions are quite differefrom nationallabormarketrecessionand
NBER recessionsThey applythe Markow-switching model of Hamilton (1989) to the
statelevel coincident indexf Croneand ClaytorMatthews(2006), which combines
payroll employment, wages and salaries,uthemployment rate, and hours worked into a
single index.

Although our bankruptcy data are available back to 1980 and throughOtH&j
we restrict our analysis to 19881-2004Q4. First, we need to excise the structural break
associated with the 2005arges in bankruptcy laws. Although this means that we are

unable to consider the 20@®09 recession, weaonot perform a complete analysis



anywaybecause we need a sufficiently long p@stession period. Second, as shown by
Owyang, Piger, and Wall (28), the secalled Great Moderation, which meant a
structural break in a number of aggregate variables around 1984, occurred at different
times across statesome as late as the latter part of the 19&¥cause theoincident
indexbegins in 1979, we doot have a long enough time series¢oaant for the
structural brealand cannagtthereforejnclude the recessiorfisom the 1980s.

Despite the restrictiorst both ends of our data setr statdevel analysisanbe
expected tyield something likelO0 labormarketrecessions Because of this, &
overcome a major obstacle to explaining bankruptcy rates during recessions because
nationatlevel data provide onliwo observatios of recessiorduring the period We
cannot, however, include all statesour analysis: e recession experiences of Alaska
and Hawaii are extremely idiosyncratic and do not match up with official national
recessiong§Owyang, PigerandWall, 2005) We therefore exclude these states because
we need statés r e c e s s isoonavghat similar kinaing.e

We applythe Markov-switching model tdheremainingstatesand ind that we
also need to exclude Arizona, New Mexico, and Wyoming because they were in
recession priorto 1988owe dondét know when Forthei r recessi o
remaining 45 statabeoccurrence oftate recessiabetween 19882 and 2004Q4 is
shown inFigure2.* What is clear fronthese resultis that there is great variation across

states in the timing and duration of recessions. It is thiati@mithat we &ploit in a

“ Note that we apply the convention that a recesgiobability greater than 0.6 indicates a recession.
Also, because the estimation is in growth rates, we do not have an observation for 1988.Q1.
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panetdata framework to assess the behavidhepersonabankrupty rateduring
recessionargnd recoveryeriods In addition to providing more observations, our use
of statelevel data has the advantage of providing a bgt#egraphienatch of weak
economic conditions to the resulting bankruptcies.

As noted above, laenefit of our approach is thdtecause it considers labor
market recessiong,amelioratesheanomalyof a falling bankruptcy rate during a
recession. This can be illustrateddmmparing the national bankruptcy rate with the
recession dates obtained from applying the Maiswitching model tadhe national
coincidentindex Figures3 and4 compare theskbormarketrecession dates to the
national bankruptcy rate during the two recession periods. Nothérationallabor
marketrecessionbegn earlier and ended later thBBER recessionand that for each
labormarketrecessiorthe bankruptcy rateashigher atits end than it was ats start
There wasneverthelessignificant movemenn the bankruptcy rate during ealetoor
marketrecession, and we still have not removed the effect of the ongoing B#iid.
particularly for the 2001 recei®n, thelabormarketrecession dates match up much
better with thebankruptcyrate tha do the NBER dateseinforang the notion that laber
market recessions are more useful for explaining the effects of recessions on bankruptcy

rates than arBIBER recasionperiods.

4. State Bankruptcy Rates
As at the national level, stalevel bankruptcy rates have tended to rise over the

last 30 years and within our sample period (22884). There was, however, a great
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deal of crossstate variation in both leleand trends. For the states in our samplket
mean quarterly bankruptcy rate over the sample period (measured henceforth as per
100, 000 persons) r ange@l2tfor dm n\iersmeretdGs aaveea raa
208.1, with a crossstate average &9.6 The levels and trends in state bankruptcy rates
are illustrated by Figure 5. In 1988, Northeastern states had the lowest bankruptcy rates
whereas the highest bankruptcy rates were in the South and West. By 2004 the pattern
had changed somewhat as ofdyr of the ten states with the lowest bankruptcy rates
were in the Northeast and the other six were in the Far West or Upper Midwest.

The differences in crosstate bankruptcy trends are illustrated by the bottom
panel of Figure 5: States in the Estded to see much higher incressisebankruptcy
rates than did states in the West. Whereas the average change over the sample period
was 954 percent, te bankruptcy ratesf Massachusetts and Vermont rose by 176
percent and 167.9 percent, respectivély the other extreme, bankruptcy rates in
California and Nevada rose during the early years of our sample, but fell in the wake of
the housing booms of the late 1990s and early 2000s.

As outlined below, our estimation allows for these cisiage diferences in levels
and trends by including state fixed effects, ssqgtecific quadratic time trends, and state
specific autoregressive errors. To capture the general movement in bankruptcy rates

during and after recessions, we will assume commonalityeistateSexperiences

® Lefgren and Mclintyre (2009) provide explanations for the estate differences. See also Miller (2009),
who looks at how state laws affect who files for bankruptcy.
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during those periods. As we describe below, however, we do allow for states to differ in
the lengths and strengths of their recessions.

To characterize the behavior of bankruptcies during and after recessions, we
estimate the rationship between state bankruptcy rates and sets of dummy variables that
indicate where the states ameheir idiosyncratic businesycles. We take account not
only of whether or not the state is in a recession or recovery, but also wherehins wit
the recession or recoveryVe alsocontrol for the crosstate differences in trends and
levels summarized iRigureb.

A recessionary quartes a period during which negative income shdoks
individuals and househol@dse dominantand, converselyan expansionary quartesr one
during which positive income shocks are domindntan expansionary quarter,
households become more confident in the future, are willing to takegorater debt
burden, andinance their increasing obligations basedwirtcurrent income. As
economic conditions worsen and a recession hits, on net, households los&income
through lower wages or job lIassand more find themselves overleveraged and filing for
bankruptcy. Thus, for a given period of recesseiohigherthanaverage number of
households are hit by a negative income shock, which sieakruptcy forsomeof
them, perhaps with a lag.

The pressure on personal finances accumulates as the recession continues,
suggesting a dynamic component to the link betwlkermtcurrence of negative income

shocks and the bankruptcy rate. For one tipedghaps some households can weather a



negative income shock for a short while, but, as a recession drags on, more afethe

faced withbankruptcy.In addition,the longer aecession lasts, the more likely it is that a
household is hit by subsequent negative inco
finances might have been able to handle the first shock, but not a second. oAshard

result, the rate of bankruptcy shouise as a recession persists.

There might also be a dynamic component to the bankruptcy rate even after the
recession ends. First, if we think of a recovery period as one in which the occurrence of
positiveindividualincome shocks predominate, we woalpect the bankruptcy rate to
fall as soon as the recession ends. Tbeud be, however, a bankruptcy hangover that
lingers into the recovery period because people close to insolvency might have to wait for
their positive shock to occur. Further, teadth of time that this hangover continues
might be related tthelength of the preceding recession because longer recessions result
in more atrisk households at the time the recovery begins. The speed at which the
bankruptcy rate returns to its nornt@el should depend, therefore, two opposing
forces:the strength of the recovery (i.e., the rate at which positive income shocks occur)
and the length of the preceding recession.

Our use of dummy variables means that we need not assume any particular
functional form for the bankruptcy rate to follow during or after a recesSpecifically,
the dummy variabl&;; equals one if at timestatei is in itsc™ quarter of recession
Similarly, the dummy variabl¥,; equals one if at timestatei is in itsk" quarter of

recovery. Finally, we include the interaction tevLyi;, for whichLy; is the length of
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the recession that preceded the recovery. Denoting the bankratgtdgr state at time

t asBj;, we estimate the followingegressiorequation:

C K K
B, =a ()t L AR, 27V + 2 AV, Ly TE, . (1)
k=1 k=1

c=1

Equation (1) includes the stagpecifictime-dependenintercepta'(t):

4
i _ T 4 2
al(t)y=o +to +ot+nt +Z\|;qu,

g-1
wherely is common across staté$js the stats peci fi ¢ f ipamdaref fect, a
the coefficients on the staspecific quadratic time trend. Note tlt) also includes
dummies to control for the quarteithin a year

We £tC = 19andK = 12, the numbeof recession and cevery dummies
respectively The value o is dictated by the maximum recession length in our data,
which is 9 quarters. The value &f, on the other hand, is somewhat arbitfamyis not
crucial as long as it is high enough to allow for the bankruptcy rate to retearios
nonrecession/nomecoverylevel, while still leaving enough observations of normal

quarters to make the estimation possible

5. BaselineResults

Theresults for our most general specification, Model |, are provided in Table
which also provides the results for three restricted versions of Modte that in our
estimation of all four models the error teen alows for statespecific AR(1)

autocorrelation and heteroskedastic errors with estae correlationAll of our
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estimation uses Feasible Generalized Least Squaresbatahced panel of 67 quarterly
observations for each tie45 states (3050bservations).

All estimated coefficiats measure the difference between the actuafiamd r ma | 0
bankruptcy rates, where thermal bankruptcy rate is what occurs during a quénsgis
neither a recessionary quarter nor a recovery quanet2 quarers after the end of a
recession).In (1) the normal bankruptcy rate for statg timet is captured by the time
dependent intercept(t). As shown irthe first column of results ifiabled, the
bankruptcy rate is statistically greater than normakémh of the first 17 quarters of
recession, although, because we have very few observations of recessions lasting beyond
13 quarters, results for recession quarters beyond theht@ild be interpreted with some
caution Note also that the recovegyaters tend to be statistically different from
normal, starting above normal in the first quarters of recovery and ending below normal
by the tenth quaet of recovery. Recall that we also interactedréo®very dummies
with the length of the preceding e=ssion Our results show that there is a tendency for
the recovery bankruptcy rate to be decreasing in the length of the recession.

These resultsalong with95 percentonfidence interval areillustratedin
percentage terms by Figure Bs shown bythe top panel,féer the first year of recession
the bankruptcy rate tends to be ab®udtpercentabove normalrising to13.9percent
above normaby the end of the third year of recessidxs illustrated by the middle
pane] for a givenlength of thepreceding recession, the bankruptcy etinues to rise

after a recession ends arenains above its normal rate for several qualiefsrefalling
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steadly as the recovery proceedshe length of the precedingcessiommattesin
determining the patby which the bankruptcy rate returns to normal during a recovery,
but not for every quarter of recoveryhe bottom panel of Figure 6 shows ttie
bankruptcy rate ipositivelyrelated to the length of the preceding recesiothe first
year of reovery, but it is negatively related to the length of the recession for the fifth
throughtenthquarters of recoveryThus, conditional on the length of the preceding
recessionthe bankruptcy rata few quarters intthe recovery period can be beldw
normal late, and the extent to whichis below normal is increasing in the length of the
preceding recession.

For example, the bankruptcy rate for #sventhquarter of recovery is about 1
percenfower for eachquarterthat thepreceding recessidasted Combining this with
the estimate that, for a given recession length, the bankruptag tateseventh quarter
of recoveryis about3.1 percent aboveormal,the total effect is obtained: h€
bankruptcy rate in the seventh quarter of recpt@lowing a recession that lasted 10
guartersshould be6.9 percent belowormal

Thi s fthaoaukceffectodo might be a reflection
and Piger (2005) for real GDP whereby growth following a recession tends to be higher
than diring normal expansionary periods and is related positively to the severity of the
preceding recessiorOn the other hand, the bourdoack mightoedue to a depletion in
the stock of atisk households. Even during normal periods there is some number of

households at risk of bankrupt@nd a certain percentage of them file for bankruptcy
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during any quarter. The longer a recession lasts, the femwigk &touseholds there are
when the recovery begins.

Figure7 combines the results from the bottom twagla of Figure 6 and
illustrates the estimated pathtbe bankruptcy rate during recovery periods conditional
on recession lengths of from three to 13 quarters. Bankruptcy rates during the first
quarter of recovery are somewhat higher the longer thesiecehad lasted, bugturn to
normalmore quickly Further, the longer the recession was, the bigger the bbacke
in the bankruptcy rateSo, although the bankruptcy rate rises throughout the length of a
recession, a long recession is followed rg@overy period with bankruptcy rates that
are substantially below normal for several quarters beyond the first six quarters of
recovery.

Figure8 puts all of our resuttogether to illustrate thentirepersonabankruptcy
cycle, conditional on recesgidengths ofrom threeto 13 quarters. Longer recessions
mean rising bankruptcy rates throogithe recessiarfollowed bybankruptcy rates that
remain above normal during the first year of recovery. [@wjer recessions also mean
thatbankruptcy rate return to normatarlierand ahave darger bouncdackthatcan
lastinto to the fourth year of recovery=or examge, for a recession that lagiseyeatr,
the bankruptcy ratpeaksatabout9.3 percenabove normal during threecondquarter of
recovery,and therdeclines throughout the recovery before becoming well below normal
for several quartersFor a recession that lasts three yedws ankruptcy rate peaks at

about 13 percentabove normal in the final quarter thie recess®n and returns to

14



normalmore tharone year later. This is followdn a bouncéack effect whereby

about one yedaterthe bankruptcy ratés about8.3 percent elow normal.

6. Aggregate Implications

In the previous section we outlined dinding tha bankruptcies respond strongly
to labormarket coditions, thereby indicating a statistically and economically significant
occurrence ohonstrategi®ankrupty. Even during recessionspweverwhen
nonstrategic consideratiosBouldbe most importanpngoing trendexplain a larger
portion of changes in bankruptcy rateSpecifically,state bankruptcy rates increased by
an average of 35.9 percent during the state recessions that occurred in conjunction with
the national recessions of 1990 and 200f. Combining our results with the dathe
recessions alone would haleel toanaverage increase @fl.9 percent, wéreasongoing
trends by themselves would haweant an average increasel6f5 percent.

So how much did the occurrence of sfageson&bankruptcy cycle affect the
overall national bankruptcy pictureRecall that states entered recessions at different
times and that during some periods there are states in recession, others in recovery, and
the restat their normal bankruptcy rates. Because state recessions are stagtiesed
way, so are thepersonabankruptcy cycls, which would tend to smooth their affect on
the aggregate picture. To see this, look at Figure 9, which shows thetatesaerage

in the recessiorand recoverynduced changes in bankruptcy rates. Note that for some

® Note that we only consider up to theé"duarter of recession and the longest continuous recession for a
state during the period surrounding the national recession.
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periods after the end tie twoNBER recessios), the bankruptcy ragédor some states
areabovenormalbecauséhe state is still in recession, while for otlstéates it is because
they are in the early quarters of recoveBventually,assomestates continugheir
recoveriesandotherstates that had experienced long recessions have just begun their
recoveriesthe bouncéack effect becomes dominant

Figurel10 puts our results ithe context of the actualvarage bankruptcy rate over
thesampleperiod. The solid line is the actual average in logs whereas the dashed line is
what the average would have beeth the personabankruptcy cycle removedThe
first thing to notice from the figure is that the dominant movements in the average
bankruptcy rate have nothing to do with teeessionshat ocurred during the period.
Still, it is clear from the figure that the average bankruptcy rate was affe tistdnsially
before, during, and aft&¢BER recessionsUsually the underlying stafgersonal
bankruptcy cycle meant digher average bankruptcy rateutBluring 1993 and 1994,
when states were well into their recoveries, the average hpoknate was lowe

because dthe preponderance of stdevel bounceback effects

7. Restricted Specifications

We estimated thre@ternative specifications of (1), each of which is a restricted
version of the baseline, Model I. The first two alternatives, Modelsdilihnmpose
commonality restrictions on the state time treels= © and 7, = 7 Vi _and state fixed
effects € =0 Vi . respectively. The third alternative, Model IV, assumes that the

bankruptcy rate during recovery is unrelated to the length of the precedexsion
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€ = 0Vk_. The resultsor Models IHIV are provided in Tablel and are comparedith
Modd | and each othen Figurell.

For the most part, Model Il provides results for all three categories of coefficients
that are very similar to those from the baseline estimation. This is somewhat surprising
given the large differences in stdével bankruptcy trends Nevertheless, this suggests
that dfferences in state trends appear to be unrelated to the movement of state bankruptcy
rates over the business cycle, so a common trend would not have isjgaiédantbias
into our estimatiomf thepersonabankruptcy cycle Model Ill, on the other hand,
provides substantially different quantitative results from the baseline model, indicating
that the state fixed effects are related to each of the three componentperstire
bankruptcy cycle Specifically, Model 1l yields smaller increases in bankruptcy rates
during recessions, higher bankruptcy rates during recoveries, and a stronger link between
recession length and the bousizck effect.

If we had estimated Model [Wve would have missetiuch of the bouneback
effect. Specifically, the middle panel of Figure 11 shows that this nsodgest a faster
return to normal during recoveries and the entire boback effect is captured by these
coefficients. Because Model IV does not allaw the differences in the length of the
recession to affect what happens during the recovery, the estimated-bachkdbat it
provides is something like the average across the span of recession ilengthsample.

It therefore misses the large difégices in bouneback across recessions of different

lengths.
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We have also estimated the baseline model with additional restrictions on the
error terms. Recall that Model | allows &tatespecific autocorrelation arstate
specific heteroskedasticitidt is correlated across states. The effects of not allowing for
these error structures are summarized in an appendix, ptueldesa table with the
results for versions of Model | theave no autocorrelation, no heteroskedasticity, and
neither autocaelation nor heteroskedasticity. The appendix also insladigure
illustrating the effects of these restrictions on our point estimates. Suffice it to say that
the restrictions have effects that are similar in magnitude to those discussed above for

restrictions on the specification.

8. Summary and Conclusions

By using recessiary periods to capture the persistence of weak labor markets,
we haveestimated a personrbhnkruptcy cycle that is related to the business cycle
Bankruptcy rates are signiiotly higher than normal during recessions and rise as
recessions persist. Even after recessions end, there is a hangover whereby bankruptcy
rates begin to fall but remain above normal for several more quarters. The longer the
recession, the faster isetheturn to normal. Recovery periods see a strong béraute
effect whereby bankruptcy rates are significantly below normal for several quarters
before returning to normal. The more severe the preceding recession, the deeper is this
bounceback.

Although there are numerous studies that have explored the relationship between

local labormarket conditions and persor@nkruptcy decisions, there is little consensus
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regarding the strength of this relationsh@ur results suggest thabnstrategic
consderations camatter a great deal in persofinkruptcy decisics) at least when
weak labor markets are endemic and persistehis isvery far from saying that strategic
considerations are not importahbwever In fact, ongoing trends, which capture
everything that happens over time except for recessions, egdiiger share of the
changes in bankruptcy ratdsring recessions than does ouvdel of thepersonal

bankruptcy cycle
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Appendix. Regression Resultsvith Alternat ive Error Structures

Model | Model 1A Model IB Model IC

1 0.01¢ (0.003* 0.0071 (0.003 0.031 (0.009* -0.00€ (0.015

2 0.03Z (0.004* 0.02: (0.003* 0.057 (0.011* 0.024 (0.015

3 0.05¢ (0.005* 0.05¢ (0.003* 0.08¢ (0.012* 0.05€ (0.015'*

4 0.081 (0.006* 0.08¢ (0.004* 0.11¢ (0.014* 0.09z (0.016'*

5 0.08C (0.007* 0.08¢ (0.004* 0.11¢ (0.015* 0.09% (0.017'*

6 0.08¢ (0.007* 0.10: (0.004* 0.127 (0.015* 0.107 (0.017'*

7 0.09¢ (0.008* 0.12¢ (0.004* 0.141 (0.016* 0.12% (0.018'*

8 0.11C (0.008* 0.141 (0.004* 0.162 (0.017* 0.14% (0.019'*

Recessiol 9 0.127 (0.009* 0.15Zz (0.005* 0.18< (0.018* 0.164 (0.020*

10 0.11% (0.009* 0.14¢ (0.005* 0.15¢ (0.019* 0.14€ (0.021*

Quarter ;) 0.11¢ (0.010* 0.14¢ (0.005* 0.167 (0.021* 0.152 (0.024)*

12 0.13C (0.010* 0.14% (0.005* 0.181 (0.022* 0.14¢ (0.026*

13 0.12¢ (0.011* 0.13¢ (0.006* 0.18¢ (0.025* 0.15Z (0.030*

14 0.11¢ (0.015* 0.10z (0.011* 0.181 (0.035* 0.11C (0.050*

15 0.08: (0.017* 0.05¢ (0.012* 0.131 (0.042* 0.04C (0.053

16 0.11¢ (0.017* 0.071 (0.012* 0.17¢ (0.045* 0.07€ (0.054

17 0.05¢ (0.019* 0.03( (0.014* 0.11¢ (0.050* 0.00¢ (0.058

18 0.03¢ (0.020 -0.00z (0.015 0.10C (0.051* 0.004 (0.064

19  -0.03¢ (0.021 -0.02( (0.016 0.03: (0.056 0.001 (0.073

1 0.06¢ (0.008* 0.11: (0.007* 0.097 (0.022* 0.12% (0.034*

2 0.09¢ (0.009* 0.13¢ (0.007* 0.12¢ (0.027* 0.147 (0.037*

3 0.09z (0.011* 0.10¢ (0.009* 0.12¢ (0.030* 0.12¢ (0.039*

4 0.037 (0.012* 0.06: (0.009* 0.04¢ (0.033 0.07Z (0.040

5 0.05¢ (0.013* 0.08t (0.009* 0.06¢ (0.034* 0.087 (0.041*

Recovery 6 0.03¢ (0.013* 0.04t (0.009* 0.05¢ (0.035 0.05€ (0.043

Quarter 7 0.03C (0.014* 0.02¢ (0.011* 0.03¢ (0.039 0.034 (0.050

8 -0.037 (0.015* -0.06: (0.011* -0.03¢ (0.041 -0.06¢ (0.051)

9 -0.01: (0.015 -0.05¢ (0.012* 0.00C (0.041 -0.041 (0.051

10  -0.03¢ (0.015* -0.117 (0.012* -0.04f (0.041 -0.127 (0.051*

11  -0.06% (0.013* -0.157 (0.012* -0.08: (0.038* -0.182 (0.051*

12 -0.07¢ (0.010* -0.17¢ (0.012* -0.10¢ (0.031* -0.245 (0.052'*

1 0.00: (0.001* 0.00C (0.001 0.00< (0.003 -0.001 (0.004

2 -0.00z (0.001* -0.00¢ (0.001* -0.00z (0.003 -0.00€ (0.004

3 -0.00z (0.001 -0.00: (0.001* -0.00z (0.003 -0.004 (0.004

4 0.001 (0.001 -0.001 (0.001 0.00:z (0.004 -0.001 (0.004

Recessior 5 -0.00¢ (0.001;* -0.003 (0.00l;* -0.00: (0.004; -0.007 (0.005

Length 6 -0.00¢ (0.002:* -0.00¢ (0.001:* -0.00¢ (0.004: -0.00¢ (0.005

Interactior 7 -0.01C (0.002* -0.01: (0.001* -0.01z (0.005* -0.01£ (0.007'*

8 -0.00: (0.002 -0.00¢ (0.001* -0.00¢ (0.005 -0.00% (0.007

9 -0.00¢ (0.002* -0.00¢ (0.001* -0.01C (0.006 -0.00¢ (0.007

10  -0.00¢ (0.002* -0.00: (0.001* -0.007 (0.005 -0.004 (0.007

11 0.001 (0.002 0.00: (0.001 -0.001 (0.005 0.00z (0.007

12 0.00¢ (0.001* 0.00¢ (0.001* 0.00t (0.004 0.00¢ (0.007

Quarter Q2 0.05¢ (0.004* 0.051 (0.006* 0.05¢ (0.003* 0.05z (0.007'*

Dummies Q3 -0.011 (0.005:* -0.01¢ (0.006:* -0.01: (0.003:* -0.01£ (0.007'*

Q4 -0.03z (0.004* -0.03: (0.006* -0.031 (0.003* -0.03C (0.007'*
Heteroskedasticit' corrseé)%tgiﬁcstate Co"gg,%tg%CSta*e none none
AR(1) Structure statespecific none statespecific none

The dependent variable is thog of thestate personddankruptcy rate and data are quarterly for 12@804.4. The
numbesin parentheses are standard errors and & *i n dstatistical gignificance at the 5% level. ABtimates are
obtained using Feasible Generalized Least Squares
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Appendix
Comparing Various Error Structures
% Difference in Bankruptcy Rate

Model I weeeeeeee Model 1A — - ModellIB  ==--- Model IC

Recession Quarters

31 2 3 4 5 6 7 8 9 10 11 12 13

RecessioA_ength Interactions
15 -

-2.0
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Table 1. Regression Resultsvith Alternative Specifications

Model | Model I Model Il Model IV
1 0.01¢ (0.003* 0.01¢ (0.003* 0.01Zz (0.003* 0.021 (0.003’*
2 0.03Z (0.004* 0.03( (0.005* 0.02¢ (0.005* 0.03t (0.004*
3 0.05¢ (0.005* 0.05: (0.005* 0.04t (0.005* 0.061 (0.005'*
4 0.081 (0.006* 0.07¢ (0.006* 0.06t (0.006* 0.08¢ (0.006'*
5 0.08C (0.007* 0.07: (0.007* 0.06( (0.007* 0.087 (0.007'*
6 0.08¢ (0.007* 0.07¢ (0.008* 0.065 (0.008* 0.091 (0.007'*
7 0.09¢ (0.008* 0.09¢ (0.008* 0.077 (0.008* 0.10z (0.007'*
8 0.11C (0.008* 0.10¢ (0.008* 0.08¢ (0.008* 0.11% (0.008'*
Recessiol 9 0.12%7 (0.009* 0.12% (0.009* 0.101 (0.009* 0.127 (0.008*
10 0.11% (0.009* 0.11: (0.009* 0.08¢ (0.009* 0.11% (0.008*
Quarter 44 0.11¢ (0.010* 0.11¢ (0.010* 0.08¢ (0.010* 0.11¢ (0.008*
12 0.13C (0.010%* 0.12¢ (0.011* 0.097 (0.011* 0.124 (0.008*
13 0.12¢ (0.011* 0.12¢ (0.011* 0.09¢ (0.011* 0.124 (0.008'*
14 0.11¢ (0.015* 0.12¢ (0.016* 0.08¢ (0.015* 0.11C (0.012*
15 0.08: (0.017* 0.09¢ (0.018* 0.05¢ (0.017* 0.07¢ (0.013'*
16 0.11¢ (0.017* 0.12¢ (0.018* 0.07¢ (0.017* 0.10¢ (0.014'*
17 0.05¢ (0.019* 0.07: (0.020* 0.02¢ (0.019 0.054 (0.016'*
18 0.03¢ (0.020 0.068 (0.021)* 0.018 (0.020)* 0.029 (0.018)*
19  -0.03¢ (0.021 0.015 (0.029* -0.04: (0.029* -0.03€ (0.019*
1 0.06¢ (0.008* 0.05¢ (0.008* 0.07C (0.008* 0.09Z (0.006*
2 0.09¢ (0.009* 0.087 (0.009* 0.10t (0.009* 0.07¢ (0.006*
3 0.09z (0.011* 0.08< (0.011* 0.10:¢ (0.011* 0.07¢ (0.006*
4 0.037 (0.012* 0.037 (0.012* 0.06z (0.012* 0.05Z (0.007*
5 0.05f (0.013* 0.04¢ (0.012* 0.09:¢ (0.013* 0.02¢ (0.007*
Recovery 6 0.03¢ (0.013* 0.03z (0.013* 0.081 (0.014* 0.00C (0.007
Quarter 7 0.03C (0.014* 0.02¢ (0.014 0.07t (0.015* -0.03¢ (0.008'*
8 -0.037 (0.015* -0.04¢ (0.015* 0.00: (0.016 -0.057 (0.008'*
9 -0.01: (0.015 -0.017 (0.015 0.03: (0.015* -0.045 (0.008'*
10  -0.03¢ (0.015* -0.037 (0.014* 0.00¢ (0.015 -0.065 (0.008'*
11  -0.06% (0.013* -0.061 (0.013* -0.031 (0.013* -0.06C (0.007'*
12 -0.07¢ (0.010* -0.07¢ (0.010* -0.06: (0.010* -0.04€ (0.005'*
1 0.00: (0.001* 0.00¢ (0.001* 0.00C (0.001
2 -0.00: (0.001* -0.001 (0.001 -0.00¢ (0.001*
3 -0.00z (0.001 -0.001 (0.001 -0.00¢ (0.001*
4 0.001 (0.001 0.00z (0.001 -0.00: (0.001
Recessiof 5 -0.00¢ (0.001* -0.00: (0.00l;* -0.00¢ (0.002*
Length 6 -0.00€ (0.002* -0.00¢ (0.00l:* -0.011 (0.002*
Interactior 7 -0.01C (0.002* -0.00¢ (0.002* -0.01¢ (0.002*
8 -0.00: (0.002 0.001 (0.002 -0.00¢ (0.002*
9 -0.00¢ (0.002* -0.00: (0.002 -0.00¢ (0.002*
10  -0.00¢ (0.002* -0.00z (0.002 -0.00¢ (0.002*
11 0.001 (0.002 0.00: (0.002 -0.00z (0.002
12 0.00¢ (0.001* 0.00¢ (0.001* 0.00< (0.001*
Quarter Q2 0.05¢ (0.004;* 0.05¢ (0.004;* 0.05¢ (0.004;* 0.05€ (0.004;*
Dummies Q3 -0.011 (0.005* -0.01: (0.005:* -0.01z (0.005* -0.01C (0.005*
Q4 -0.032 (0.004* -0.02¢ (0.004* -0.02¢ (0.004* -0.03C (0.004*
Quadratic Trend Statespecific Common Statespecific Statespecific
State Fixed Effect Yes Yes No Yes

The dependentariable is the log of the state persehahkruptcy rate and data are quarterlylf®88.22004.4. The
numbers in parentheses are standard errorsrandfa * i n dstatistical gignificance at the 5% levéll estimates are
obtained using Feasible Generalized Least Squares
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Figure 1
Shaded areas indica#dBER Recessions

U.S. Quarterly Personal Bankruptcies Per 1,000; 1982009
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Figure 2

StateLabor-Market Recession Dates, 1988994 and 1998004
(Shaded Area Indicates a NatiohaborMarketRecession
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Figure 3
1990-92 U.S. Labor-Market Recession
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Figure 5
Bankruptcy Rates across the States,
19882004

Bankruptcy Rates, 1988.Q2
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