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		Abstract

		This paper argues that the U.S. bankruptcy reform of 2005 played an important role in the mortgage crisis and the current recession. When debtors file for bankruptcy, credit card debt and other types of debt are discharged â€” thus loosening debtors' budget constraints. Homeowners in financial distress can therefore use bankruptcy to avoid losing their homes, since filing allows them to shift funds from paying other debts to paying their mortgages. But a major reform of U.S. bankruptcy law in 2005 raised the cost of filing and reduced the amount of debt that is discharged. The authors argue that an unintended consequence of the reform was to cause mortgage default rates to rise. Using a large dataset of individual mortgages, they estimate a hazard model to test whether the 2005 bankruptcy reform caused mortgage default rates to rise. Their major result is that prime and subprime mortgage default rates rose by 14 percent and 16 percent, respectively, after bankruptcy reform. The authors also use difference-in-difference to examine the effects of three provisions of bankruptcy reform that particularly harmed homeowners with high incomes and/or high assets and find that the default rates of affected homeowners rose even more. Overall, they calculate that bankruptcy reform caused the number of mortgage defaults to increase by around 200,000 per year even before the start of the financial crisis, suggesting that the reform increased the severity of the crisis when it came. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
		JEL Classification: K35, G21, G01, R21

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Li,  Wenli and White,  Michelle J. and Zhu,  Ning, Did Bankruptcy Reform Cause Mortgage Default Rates to Rise? (April 1, 2010). FRB of Philadelphia Working Paper No. 10-16,  Available at SSRN: https://ssrn.com/abstract=1610264 or http://dx.doi.org/10.2139/ssrn.1610264 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Wenli Li (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Federal Reserve Bank of Philadelphia  ( email )

			

			
			
				
				
				
					Ten Independence Mall
Philadelphia, PA  19106-1574
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Michelle J. White

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of California, San Diego (UCSD) - Department of Economics  ( email )

			

			
			
				
				
				
					9500 Gilman Drive
La Jolla, CA  92093-0508
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Ning Zhu

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				China Academy of Financial Research (CAFR) 

			

			
			
				
				
				
					1954 Huashan Road
Shanghai P.R.China, 200030
China

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Yale School of Management  ( email )

			

			
			
				
				
				
					135 Prospect Street
Box 208200
New Haven, CT  06520-8200
United States

				

				
			

			
				
				
					HOME PAGE: http://pantheon.yale.edu/~nz26/
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of California, Davis - Graduate School of Management  ( email )

			

			
			
				
				
				
					One Shields Avenue
Davis, CA  95616
United States
530-752-3871 (Phone)
530-752-2924 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.gsm.ucdavis.edu/Faculty/Zhu/
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      100

			

		
		
		
			Abstract Views

			      982

		

		
		 
		
			Rank

			  477,357

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				       25 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Political Economy: Fiscal Policies & Behavior of Economic Agents eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Political Economy: Fiscal Policies & Behavior of Economic Agents eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,157

                                    

                                    
                                        PAPERS

                                            4,247

                                    

                                

                                
                            

                        

                    

                
	
                    Federal Reserve Bank of Philadelphia Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Federal Reserve Bank of Philadelphia Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              839

                                    

                                    
                                        PAPERS

                                              829

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Household Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Household Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              767

                                    

                                    
                                        PAPERS

                                           12,225

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Peter Tufano at Harvard Business School

                                    

                                
                            

                        

                    

                
	
                    Urban Economics & Regional Studies eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Urban Economics & Regional Studies eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              731

                                    

                                    
                                        PAPERS

                                           22,063

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Bankruptcy and Small Firms' Access to Credit

                        
                            By
                                
                                
                                    
                                    Jeremy Berkowitz
                                     and 
                                
                                    
                                    Michelle J. White
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Bankruptcy and Small Firms' Access to Credit

                        
                            By
                                
                                
                                    
                                    Jeremy Berkowitz
                                     and 
                                
                                    
                                    Michelle J. White
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Personal Bankruptcy and the Level of Entrepreneurial Activity

                        
                            By
                                
                                
                                    
                                    Wei Fan
                                     and 
                                
                                    
                                    Michelle J. White
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Personal Bankruptcy and the Level of Entrepreneurial Activity

                            
                                By
                                    
                                    
                                        
                                        Wei Fan
                                         and 
                                    
                                        
                                        Michelle J. White
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Determinants of the Consumer Bankruptcy Decision

                            
                                By
                                    
                                    
                                        
                                        Ian Domowitz
                                         and 
                                    
                                        
                                        Robert Sartain
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Bankruptcy Exemptions and the Market for Mortgage Loans

                            
                                By
                                    
                                    
                                        
                                        Richard M. Hynes
                                         and 
                                    
                                        
                                        Jeremy Berkowitz
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Bankruptcy and the Market for Mortgage and Home Improvement Loans

                            
                                By
                                    
                                    
                                        
                                        Emily Y. Lin
                                         and 
                                    
                                        
                                        Michelle J. White
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Bankruptcy Reform and Credit Cards

                            
                                By
                                    
                                    
                                        
                                        Michelle J. White
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            An Optimal Personal Bankruptcy Procedure and Proposed Reforms

                            
                                By
                                    
                                    
                                        
                                        Hung-jen Wang
                                         and 
                                    
                                        
                                        Michelle J. White
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Bankruptcy Law and Entrepreneurship

                            
                                By
                                    
                                    
                                        
                                        John Armour
                                         and 
                                    
                                        
                                        Douglas J. Cumming
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.110 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
