FINANCIAL COLLAPSE AND CLASS
STATUS: WHO GOES BANKRUPT®?

BY ELIZABETH WARREN'

Every policy prescription, economic analysis, ovse Chaque prescription de politique, analyse éconoeniqu
report about consumer bankruptcy rests on onea@han ou information de presse concernant les faillites d
unspoken image of the estimated 1.5 million farsilieat ~consommateurs repose sur une représentation irelén
will file in a single year. Data from the 2001 Can®er  quelque 1,5 million de familles qui déclarent feglichaque
Bankruptcy Project permit a systematic analysisthef  année. Les informations provenantdu ‘Consumer Bgrty
composition of those who file for personal bankeypt Project 2001’ permettent d’analyser systématiquerfen
focusing on their education, occupation, and homecomposition de ceux qui se déclarent en faillitespenelle,
ownership status. These attributes serve as a fwoxjass  s'intéressant a leur niveau de scolarisation, igdeafession
identification. Based on these indicia, more thapér cent et a leur statut de propriétaire d’habitation. @é&sibuts
of the families in bankruptcy qualify as middlessaThese  servent de principe a l'identification des clasSslon ces
data are a powerful reminder that whatever elsehtrilg  indices, plus de 90% des familles en faillite segent dans
said about those in bankruptcy, these people @rsame  la classe moyenne. Quoi qu’on dise des personrfelia,
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subgroup of Americans safely distanced from thedieid ces renseignements rappellent impérieusement es’'eé

class, but instead are co-workers, neighboursfamdies constituent pas un sous-groupe quelconque d’Anmasca

woven throughout the fabric of American society. I'écart de la classe moyenne, mais qu'en fait digé’ de
collégues, voisins et familles au coeur du tissuiaboc
américain dans son ensemble.
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l. INTRODUCTION

From 1991 to 2001, the number of households filordankruptcy in
the United States rose by 66 per cehhis jump was all the more remarkable
because it occurred during a long-running econdmo@am that yielded record
profits on Wall Street, low unemployment, and ngiglie inflation. With so
many families in bankruptcy during a period of airstd prosperity, academics,
lenders, and politicians have debated the reasahdancrease.

The debate divides sharply. One side sees a piacipdecline in
personal responsibility behind the increase, whigeother blames an ever more
ragged social safety net. One side claims stramgisumers are running up

1 In 1991, there were 872,438 non-business bankrupicys; in 2001, there were 1,452,030 non-
business filings. Of course, population increasathd the decade as well. The increase in filirgadjusted
for population can be expressed as a filing ratel@00. In 1991, the filing rate per 1000 adultsvé.34
people; in 2000 the rate was 9.25, an increas® df ger cent. Administrative Office of the Unitetht®s
Courts, Tables F2 (total filings, total businedindjs, total busines€hapter 13filings, total non-business
filings), F2E (total joint businesShapter 13ilings) and F2F (total joint non-business filings.S. Census
Bureau, Population Division, Population EstimatesogPam, online: U.S. Census Bureau
<http://eire.census.gov/popest/archives/nationadind/intfile2-1.txt> (1991 to 1999 population dpta
<http://lwww.census.gov/population/projections/natsmmmary/np-t3-a.txt> (2000 population data);
<http://lwww.census.gov/population/projections/natsmmmary/np-t3-b.txt> (2001 population data). The
number of adults filing for bankruptcy was calcethby adding all individual filings to twice thember of
joint filings. This number was divided by the poatihn in thousands aged eighteen and over to géiiting
rate per 1,000 adults.
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debts they never intended to repay, while the dtimrses on a credit industry
that preys on unsophisticated consumers. One s@etBe growing appetite of
an underclass stoked by increased credit purchasinide the other blames
lenders that have deliberately shifted their mainkgeto target ever-poorer (and
riskier) debtors in order to maximize profits.

Within each explanation are submerged dozens ofpaken
assumptions about the debtors themselves. Whohagee tpeople filing for
bankruptcy? Does the sharp rise in the numberlioigé suggest that the
composition of debtors is changing? Could it be tha chronically poor are
flooding the bankruptcy courthouse? Alternativelyes the rise in filings signal
a deepening affliction within the middle class?

Figure 1: Consumer Bankruptcy Filings,
1991-2001
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The composition question—Who files for bankruptcytas-long been
a matter of profound concern to lawmakers and anaealike, whether they
begin their analyses with a moral attack or a &tiatil association. But the
answer’s implications echo far beyond the realrthefbankruptcy specialist,
spilling over into broader policy debates as digexs health care finance, child
support enforcement, credit regulation, and morgigeclosure practices.
Bankruptcy has been described as society’s feedbapktelling it what works
and what does nétknowing who files for bankruptcy can signal infation
about successes and failures throughout the pagul@iforming research, for
example, on the economic progress of differentdacid racial sub-groups, the

2 Douglas Cecil Northlnstitutions, Institutional Change and Economic feemance(Cambridge:
Cambridge Press, 1990).
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heightened vulnerability of the elderly, or the mamic risks facing divorced
women or mothers of small children.

Interest in discovering who files for bankruptcyrist confined to
specialists and policymakers. Since Victorian tipeskruptcy has tugged at
the edge of public consciousness. When they conossithe occasional news
story about the rise in consumer bankruptcy filiogsomeone pushed into
bankruptcy after a job layoff, many of our felloitizens ask some variation on
the central question: Could it be us? Are the fasih bankruptcy sonahers
people who live lives very different from our owpeople who have fewer
opportunities than we have, people who are subjeatry different risks from
those that we face? Or are these dehiarsypical middle-class people who
work hard, play by the rules, and somehow end dmancial collapse?

The importance of the answer cannot be overst#tdlde people in
bankruptcy arethers then ordinary, middle-class families are largehfe.
Legislative initiatives might be carried out ingiré of supportive generosity
or punitive spitefulness, but, no matter what, daghmaking would be carried
out at a level of safe emotional detachment froenntiiddle class. No middle-
class family not already in deep trouble would nietthink about what might
be just around the corner—nor about what bankrujpteg would be available
justin case. A deeply held perceptiorusiversughemhas the power to shape
both our collective attitudes toward personal eooiadfailure and the legal
systems designed to deal with such failure.

In this article, | focus on this underlying questi®ho are the people
who file for bankruptcy? Are these people conceatt@among the chronically
poor, held at a safe distance from families suduaswn? Or are these people
our friends and neighbours—middle-class familidgiancial collapse, moving
anonymously among us?

The answer will come as a confirmation to some amarning to
others. When measured by their educational achiemtsntheir occupational
status, and their ability to buy homes, the famitieat file for bankruptcy are
an overwhelmingly middle-class group, a cross-sactdf America that
concentrates its numbers in the middle. In shioetfamilies in bankruptcy are
not the chronically poor relegated to some rembettg; they are our nearby
neighbours.

II.  BRIEF BACKGROUND

The question | pose is not new. When we publishedésults of our
1981 study of families in bankruptcy, Dr. Teresdli$an, Professor Jay
Westbrook, and | addressed the question diredfi$hd goes into bankruptcy?
Are bankrupt debtors an underclass of Americansnamically and socially



2003] Financial Collapse and Class Status 119

marginal ... or a broad mix of the middle class®4sed on the data available
in the bankruptcy court records, we concluded thabkrupt debtors are our
neighbors. They are not some distant and difféathérs’ from whom we can
distance ourselves. Their financial circumstana@gzasate them from most
people, but by some critical social measures thek like everyone els€'.”

The information available in 1981 on which we basedconclusions
was largely limited to employment status and howeearship. In 1991, we
studied the debtors again, this time collectingoinfation about their
educational accomplishments, occupational prestége, other social and
demographic characteristics. When we published 1891 data, we again
addressed the question of who files for bankrupt§th more points of
comparison, we were able to document in greataildeat the debtors looked
very much like a cross-section of middle Americas&d on these data, we
stated our conclusions firmly: “The answer is rewtinogly clear ...
[Blankruptcy is a middle-class phenomenén.”

Having been to the well twice and finding the samager both times,
it is reasonable to wonder why anyone would go lzaEkin. Is this some form
of academic obsession? Perhaps, but there areneéscask whether the
composition of the debtors in bankruptcy has sthifiterecent years. After all,
it has been a decade since the last data weretsnlland during that decade the
bankruptcy filing rate has increased precipitously.

In the late 1990s, Professor David Moss and Mrb&ilohnson gave
us another reason to re-examine the compositiciaroilies in bankruptcy.
Taking the long view, they observed that the nunalheonsumer bankruptcies
per dollar of outstanding consumer credit had resdiremarkably steady from
the 1920s through 1985, but that bankruptcy filipgs dollar of outstanding
consumer debt increased significantly in the |a880k and 19905 They
assembled convincing statistical evidence thatirntbeease in the number of
filings is tied to a shift in creditor behaviourone creditors lending ever more
money to ever-poorer debtdrs.

The structural lynchpin of Moss and Johnson’s argiuimests on the
huge spread between the wholesale and the rettib€funds that emerged in

3 Teresa A. Sullivan, Elizabeth Warren & Jay LaweenestbrookAs We Forgive Our Debtors:
Bankruptcy and Consumer Credit in Amer{®&ew York: Oxford University Press, 1989) at 7.

*1bid. at 102.

5 Teresa A. Sullivan, Elizabeth Warren & Jay LaweeWwestbrook,The Fragile Middle Class:
Americans in DebfLondon: Yale University Press, 2000) at 27 [Salli, “Fragile Middle Class].

6 David A. Moss & Gibbs A. Johnson, “The Rise of Gomer Bankruptcy: Evolution, Revolution, or
Both?” (1999) 73 Am. Bank. L.J. 311 at 322-23 [Mé&s3ohnson].

7 bid. at 332-35.
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the past decade. They observe that as the differgrmvs between what a
credit card issuer must pay for funds and what@sterate the issuer can charge
its borrowers, creditors discover that they can enektraordinary profits by
lending to increasingly marginal borrowers. Ince@sito screen borrowers take
a back seat to finding more borrowers who aremglto finance their purchases
over time® This is not simply a matter of casting a widerfoehew borrowers.

It is a deliberate search for the borrower who capay off a credit card bill in
full each month: one who will make minimum montplgyments at high rates
of interest and, best of all, who will miss an @&ioaal payment, paying
penalties and late fees and default rates of istéhat can range as high as 36
per cent annually. A lender who can raise a billidollars by paying
bondholders 6 per cent and can lend that same nurtetp credit card users
at 18 to 36 per cent stands to make a staggerindit-pieven after
administrative fees, bad debts, and bankruptcyeksse deductedThis
structure has permitted credit card lending torretet profits that double those
of all other forms of lending even as bad debts @atkruptcies have riséh.
Moss and Johnson posit that the rise in consumekrbptcy filings could be
explained as the result of a shift in profit-maxing strategies pursued by
consumer lenders. The current record profits afitard companies certainly
add support to their claifd.

In their discussion of shifting creditor practicéépss and Johnson
focus on increased borrowing by low-income debfbingy suggest that the rise
in bankruptcy filings in the late 1980s and 1990ghhbe explained by
increased credit marketing to people who had h#d kkccess to consumer

8 bid. at 335.

o The basic analysis of credit card profitabilitydapricing was laid out in the seminal article by
economist Dr. Lawrence M. Ausubel, “Credit Card &éfs, Credit Card Profits, and Bankruptcy” (1997)
Am. Bank. L.J. 249.

10 The Federal Reserve Board documented the higlitgdsity of credit card lending, noting, for
example, that in the third quarter of 1997 creditidbanks showed a 3.14% return on assets, comigaaed
1.81% return on assets reported by all commereiak$. “The Profitability of Credit Card Operatioofs
Depository Institutions” (June 2001), online: Fedér Reserve Board
<http://lwww.federalreserve.gov/boarddocs/rptcongfi@editcard/2001/ccprofit.pdf>.

1 An example of the profits to be made as the spbe#dieen the wholesale and retail cost of funds
widens occurred in 2001. The Federal Reserve terst rates nine times, but only a fraction of a&ings
was passed on to consumers in the form of lowerést rates. As a result, total savings from the iiterest
rate cuts created a $10 billion windfall for creghitd issuers, whose cost of funds declined sharpile the
rates they charged their customers remained singiyssticky. Cecily Fraser, “A $10 billion windfalCredit
card lenders don’t pass on full interest-rate cl@8S MarketWatch(3 October 2001), online: CBS
MarketWatch.com <http://www.cbs.marketwatch.combe Teason rates did not drop was attributed in part
to the 25 per cent of cards that offer variablernest rates but that have a minimum, or so-cafledr”, to
ensure that rates do not dip below a certain price.
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credit earlier? The composition question addressed here echadestiestion:
Are a growing proportion of the debtors in bankoyphmong the chronically
poor, people who once were cut off from consumeditrout who now are
sought after by the credit card companies?

An analysis of the 2001 filers offers evidence thatdebtors remain
middle class, even as their numbers have increasgbstantially. The data
discussed below show that the incomes of bankreptads in 2001 are
indistinguishable from the incomes of their 199Lim@rparts, suggesting a
more complex explanation for the rise in consunagdouptcy filings—and a
continued focus on the collapse of middle-classifaga The shift in creditor
practices highlighted by Moss and Johnson may benportant factor in the
rise in filings, but the difference may relate teditors’ increased willingness
to lend to middle-class individuals already in ficaal trouble rather than to an
expansion of credit to the chronically poor.

.  THE NEW DATA

My long-time co-authors, Dr. Teresa Sullivan anaf@ssor Jay
Westbrook, and | have developed three databased baghe court records of
debtors who filed for bankruptcy in 1981, 1991, 2081. In 1991 and 2001,
we also developed questionnaire data that expdedmtormation available
about the debtors. Because these latter data aredatailed and because the
rise in filings during the 1990s poses the difficquiestion of why filings would
increase during both a recession and a boom, kfbete on a comparison of
debtors who filed in 1991 with those who filed iD0A.

The 1991 sample is composed of 2,452 debtors fivteen districts
in five states (California, lllinois, Pennsylvaniennessee, and TexasyVith
an even larger team of co-investigators, we deelopore extensive data from

12 Moss & Johnson,upranote 6 at 337.

13 In 1991 we administered questionnaires to debtdrs filed for bankruptcy in sixteen judicial
districts: the Eastern District, Middle Districhc@Western District of Pennsylvania; the Northeistiict,
Central District, and Southern District of lllinpthe Western District and Middle District of Terssee; the
Northern District, Western District, Eastern Distraind Southern District of Texas; and the Noritistrict,
Central District, Eastern District, and Southerstict of California. We selected a random samppléhe
59,000 people who responded to questionnaires astanied at the meeting that debtors are required by
statute to attend so that they may be questionélddiycourt-appointed trustee and by any of thesditors
who wish to participate. This effort created a skngh approximately 150 debtors per district, dotl of
2,452 debtors. We then collected court recordsi@tors in five of the districts: the Eastern Destof
Pennsylvania, the Northern District of lllinois,etiWestern District of Texas, the Middle District of
Tennessee, and the Central District of Califorfiar. a more detailed description of the 1991 sangge,
Sullivan, “Fragile Middle Classsupranote 5 at 263-87.
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those same five states for a sample of 1,250 iddais filing for bankruptcy in
2001 The data are drawn from the court recdfdgiestionnaire¥, and,
whenever possible, telephone survEystogether, more than three million bits
of information about these debtors were collectedi @ded?

IV. ONE MEASURE OF CLASS: INCOME

Class and social standing are uncomfortable coadeptAmericans.
We prefer to think of ourselves as a virtually slass society. When that

14The 2001 sample of debtors was drawn prior tetleats of September 11, 2001, and the subsequent
economic fallout. For this research, we refocusadesources somewhat. We visited the same fivesstes
we did in 1991, but instead of collecting less diaim each of the districts within the state, wkezded more
data from only one district. For the 2001 study,oolected data from the Eastern District of Pehreyia
(Philadelphia), the Northern District of lllinoi€hicago), the Middle District of Tennessee (Nadhyithe
Northern District of Texas (Dallas), and the Celrbiatrict of California (Los Angeles). Four of tloigstricts
are the same as those for which we also had bett @rords and questionnaire data from 1991, thith
Northern District of Texas substituted in 2001 thee Western District of Texas in 1991. We subsiiithe
Northern District of Texas for the Western Distsctthat we could include Dallas within the samptéer
than San Antonio and West Texas, in part so thatawdd study the Dallas homeowners in more detail i
order to compare them with homeowners in Chicags,Angeles, Nashville, and Philadelphia. In 2004, w
collected longer questionnaires from a larger gre@p0 debtors per district—as well as court recdods
each debtor in the sample and information fromtorte/o hour telephone surveys for each debtor waédco
reach. In order to explore particular research tjes, we also collected data from an additional 52
homeowners in bankruptcy in those districts anddditional 48 rural debtors, for a total of 1,8 btbrs
in the five districts. Because these additionatdiehwere chosen specifically because they wereebamers
orlived in arural area, their selection may biescore sample, so they are not used for anafygiss article.
For more details on the 2001 study and the expadd&base, see Elizabeth Warren, “Bankrupt Chifdren
(2002) 86 Minn. L. Rev. 1003 at 1026-32 (reprodgcancopy of the questionnaire used to collect data)
[Warren, “Bankrupt Children].

15We collected the court records for every debtdh@sample, copying the petition and schedules and
coding about 150 pieces of information from each.on

16 Each debtor is required to attend a meeting Withassigned bankruptcy trustee; creditors mayatten
as well to ask the debtor questions under oatlthége meetings, dubbed “341 meetings” in honotihef
section of the bankruptcy code that requires theinl4.S.C. 341), each debtor was handed a four-page
questionnaire that captured basic demographicrimdton (age, sex, marital status, race, numbengraf
dependents, occupation, etc.) as well as spedaif@m€ial information (was the debtor currently eoygd,
had the debtor lost a home for financial reasaies). ©ebtors who returned the questionnaires wareof
the sample.

1 In the questionnaire, we asked each debtor fanission to call their home for an interview about
the bankruptcy filing. Thanks to generous fundiranf the Ford Foundation and the Robert Wood Johnson
Foundation, we were able to offer each family $&0cbmpleting a telephone interview. The respoase r
was high; we eventually completed interviews withiper cent of the debtors in the core samplervigws
were conducted by trained interviewers under tihectlisupervision of Dr. Deborah Thorne, now of Ohio
University Department of Sociology.

18 More details about the study are available in \&@rtBankrupt Children”supranote 14 at 1026-32;
Raisa Bahchievat al, “Home Ownership and Financial Distress: Therpitey of Tax, Real Estate and
Bankruptcy Laws: A Report to the Ford Foundatic20@2) archived with Elizabeth Warren.
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assumption is unsustainable, we substitute a neartuivalent
concept—widespread identification with a ubiquitonisidle class. More than
90 per cent of all Americans see themselves asKiwgrclass” or “middle
class.™ But widespread formal identification with the worg class or middle
class does not mean that either class or classiomissess has disappeared
from the American scene.

Philosophers, economists, sociologists, and hatsrihave long
wrestled with class identification. The most infiti@l work on the subject has
been Thorstein VeblenBheory of the Leisure Clasim which he argued that
spending is the vehicle through which people estalsiocial positior? Since
then, an academic industry has developed to p#aise ssues. There is, for
example, an extensive literature on cross-classepéons of various
phenomena, including the phenomenon of dass.

Social position may be the key to understandings;las Veblen
suggests, but the indicia of social position rendifficult to pin down. As a
result, the boundaries of the middle class renfiagtefined. Class identification
travels in groups, referring to some shared vahras experiences across a
broad spectrum of language, education, ambitionging, family size, and
composition. In the bankruptcy context, class ideation is partly aboutis
versughem partly about whether families in bankruptcy andtweir way down
from some higher social perch or whether they halways been among the
most economically distressed.

Because such a large portion of the United Statestifies itself as
middle class, researchers often employ objectiteré to differentiate among
classes, rather than rely on self-identificatiomlass membershi3.The most
frequently used shorthand reference for determitiiggsocial standing of a
person or household isincome. Each day, socidkgsonomists, and political

19The General Social Survey reports that 91.6 parafédmericans identified themselves as “working
class” or “middle class,” a number that has heddy over the past two decades. General Sociak$urv
1976-1996, Variable 185A CLASS <http://ssdc.ucsdzedThe problem of ubiquitous self-identificatias
“middle class” causes sociologists to use alteveatiassification criteria, such as education ecupational
prestige. See Thomas J. Gorman, “Cross-Class Riemeepf Social Class” (2000) 20 Soc. Spectrumt93 a
100; David HalleAmerica's Working Man: Work, Home, and Politics amg®lue-Collar Property Owners
(Chicago: University of Chicago Press, 1984); AtmeareauHome Advantage: Social Class and Parental
Intervention in Elementary Educatighondon: Falmer Press, 1989).

20 Thorstein VeblenTheory of the Leisure Clagslew York: Penguin, 1967).
2 See generally Gormasypranote 19; Hallesupranote 19; Lareawsupranote 19.

22 Indeed, some researchers make a study of congasgif-identification of class standing with
objective criteria of class standing. See geneEiily Plutzer & John F. Zipp, “Class, Gender, drelfamily
Unit: A Dynamic Model of Stratification and ClasslRics” (2001) 30 Soc. Sci. Res. 426; Janeen BaX®
Husband’s Class Enough? Class Location and Clastityg in the United States, Sweden, Norway, and
Australia” (1994) 59 Am. Soc. Rev. 220; Ye Luo &#{Brayfield, “Women’s and Men'’s Subjective Class
Identification from the 1970s to the 1990s” (1996)Soc. Spectrum 83.
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scientists discuss various phenomena, dividing lgeaipd their responses by
income groups: the number of people below the ggvevel, the divergence
of the lowest and highest income quintiles in theitéd States, political
attitudes of people in different income groups, aasn. The Census Bureau
publishes more than seventy-five tables slicing dicthg information about
income in the latest Statistical Abstract, and ribvides far more detailed
income data on its websitéIncome is a widely used reference to sort and
categorize individuals, households, and familieadademic research. While
few researchers are explicit in their categorizgtimuch of the income
classification work rests on the unspoken prentisd the top and bottom
quintiles are the upper and lower classes, respgtiwith the middle or
working class concentrated in the middle 60 pet.cEmus income offers at
least a starting place for class comparisons.

As measured by income, the bankrupt debtors areecdrated among
the poorest families in the U.S. population. Thaksapt debtors’ median
income in 2001 was $24,108, compared with a mdwaisehold income in the
United States of $42,278.Not only are the debtors making less than the
median, the majority of debtors are concentratatiénowest income groups
when they file for bankruptcy. When U.S. househalgsdivided into the fifths,
from the top to the bottom, nearly all the debfiitrsvithin the bottom two
groups?®

Fully 30.4 per cent of the bankrupt families hacbimes in the lowest

= See U.S. Census Bure&tatistical Abstract of the United States: 2@@ashington: Department
of Commerce, 2001), online: U.S. Census Bureawpghtiww.census.gov/statab/www>.

24 See U.S. Census BurealMedian Household Income 200bnline: U.S. Census Bureau
<http://lwww.census.gov/hhes/income/income01/incatodl>.

25We use household income as the appropriate goesrstandard because bankruptcy filers include
one-person households and family income calculation the Census Bureau eliminate all one-person
households. If we compared the bankrupt debtoits Wi§. data on family incomes, the numbers would be
even more extreme. Fully 49.7 per cent of the haptikdiamilies had incomes in the lowest income dlent
inthe U.S. (under $24,000). More than eight owenf(83.5 per cent) had incomes in the bottonwintiles
(under $41,127). U.S. Census Bure@urrent Population Survey, March Supplememtine: U.S. Census
Bureau <http://ferret.bls.census.gov/macro/032G0gitic/
new06_000.htm>.

The five income quintiles in the U.S. in 2001 were:

First quintile $24,00p
Second quintile $41,127
Third quintile $62,50p
Fourth quintile $94,150
Fifth quintile >$94,150
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income quintile in the United States (under $17)$6®ore than seven out of

26 Median household income by quintiles comes froenhS. Census Burea@urrent Population

First quintile $17,96p
Second quintile $33,312
Third quintile $53,00p
Fourth quintile $83,500
Fifth quintile > $83,500
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ten—72.5 per cent—had incomes in the bottom twoties (under $33,317.
In short, the typical family filing for bankruptdyad an annual income that
would place the family in poverty or near poverntyhee time of filing.

It would be possible to use family incomes to idfgrthe social class
of families in bankruptcy, but the result would Qaite misleading. The
bankruptcy forms require debtors to report famicdme in both years
preceding their filing. This current income, howevis tightly aligned with
their current employment status. People oftenfilebankruptcy during or
immediately after a loss of employment, the cokapta small business, or a
similar income problem. The questionnaire data sti@tmore than two-thirds
of the families filing for bankruptcy have had grificant employment problem
in that same time period for which they report imeo The filers’ job
difficulties are summarized in Figure 2.

Survey, March Supplemennd are reported at U.S. Census Buribédt, The five income quintiles in
the U.S. in 2001 were:

2 Ibid. and data from Consumer Bankruptcy Projectsilipranote 14.
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The families in bankruptcy identify a variety objoelated problems.
About one in eight cases (12.1 per cent) involvdslztor who is unemployed
and looking for work at the time of filing. This mpares with a national
average unemployment rate in 2001 of 4.8 per €dntan even larger group
of cases—17.2 per cent—petitioners report that they suffered through a
layoff of one or both workers in the household $lgdrsefore they filed, even
if the person was back at work by the time of §linn addition, in a large

Figure 2: Employment Problems Among
Households in Bankruptcy, 2001
80% 1 68.0%
70% -
60% -
50% 1 36.0% 38.2%
40% -
30% - 17.2% 19.0% 20.9%
20% | 12.1%
wo g I
0, — T T T T T T
0/0 Unemployed at Laid Off Other Job Lost Work Income Indentified Job One or More
Time of Filing Before Interruption IlIness/Injury Declined Problem Job Problems
Bankruptcy Specifically
Source: Consumer Bankruptcy Project, 2001

number of cases—20.9 per cent—the family had tagirme when one of the
wage earners was out of work as the result oflaas$ or injury. A similar
proportion of cases—19 per cent—identified anoitesme interruption, such
as a cutback in hours or a spouse’s transfer tthandocation that left the
trailing spouse without work. More than a third tbe sample specifically
identified that their incomes had fallen during the years preceding their
filings, and 38.2 per cent said that a job problead pushed them into
bankruptcy.

The combination of factors is overwhelming. Morarthiwo thirds of
the entire sample—68 per cent—explain that theysiddtantial job problems
before their bankruptcy filings. No single problém more likely to be
associated with a bankruptcy filing than an incamerruption.

Income information collected during this time cam bseful to

28 See U.S. Census Bure&iatistical Abstract of the United States: 149@ashington: Department
of Commerce, 1999), online: U.S. Census Bureayp#htww.census.gov/statab/wwwSfatistical Abstract
of the U.S. 1999
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understand many things about the debtors, incluttingesources they have
available to meet their debt loads. But it is netyhelpful for understanding
who these debtors are in any broader social s€énamderstand whether these
are families who are in sudden financial distredamilies who never had any
economic resources, to acknowledge class diffeeeageng the chronically
poor and the solidly middle class, to infer diffeces in attitudes or
opportunities, and to understand who has fueledski@p rise in consumer
bankruptcies requires more than an analysis afé¢béors’ family incomes near
the time of filing.

V. BETTER MEASURES: EDUCATION, OCCUPATION, AND HOME
OWNERSHIP

The advantages of using income information are mirig easy to
count, and, because it is employed for so manygaa$ it can be used as the
basis for a number of useful comparisons betwepdipulation in bankruptcy
and the population at large. But looking at incota¢a for the purposes of
understanding who the debtors in bankruptcy aekiis to looking for a lost
nickel under the lamppost because that is wheréigheis best—even if the
nickel was dropped somewhere else.

To venture away from income to try to understarddbmposition of
the families filing for bankruptcy is to head imtugher country, quantitatively
speaking. There is no single, consistent, objectigasure of class on which all
researchers agree. In a quantitative study, thikeclg® is to find markers that
bear some correlation with a general understandfnghat it means to be
middle class, even if a more searching inquirylag€ status is unavailable.

Three objective criteria repeatedly appear in swidf class: education,
occupation, and home ownerskiBome studies use only one criterion, while
others use all thre€.Occupation seems to be many researchers’ preferred
indicator, but education follows closely. Home owalep may be used less
formally to indicate class, but a number of classlies are quick to point out
home ownership status, presumably because thechsembelieve it has some

29Tim Heaton, “Objective Status and Class Consciessh(1987) 68 Soc. Sci. Quarterly 611, explains
that the “objective” determinants of class stattesedducation, occupation, and income. Home owngrshi
appears less often in the sociological literathue jt nonetheless is reported from time to timdigtussions
of class status.

30 Gorman,supranote 19 at 93, reports data on all three critdmid classifies respondents based on
occupation; Luo & Brayfieldsupranote 22, use occupation and education to classsfyondents; Heaton,
supranote 29, identifies education, occupation, andine as objective measures, Plutzer & Zgypranote
22, use occupation and self-identification to detae class status.
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probative valué!

While this bankruptcy work is not aimed at makingefdistinctions
between the working and managerial classes, thdsia are plausible
candidates for separating those in chronic povémyn those who see
themselves as safely within the middle class. Gahdtations, decent jobs, or
home ownership offer tangible, external signs afitership within the middle
class. In addition, these data enjoy the doublestiteaf being measurable
among those who file for bankruptcy and comparadbeell-developed census
data.

A. Education

The Bureau of the Census has tracked the risingldesf formal
education in the United States for more than awrgntor the families in
bankruptcy, the glimpse is far more limited. We dasollected data on
educational levels for a sample of those who fitedankruptcy, with data for
both the husband and wife in joint petitions. Weéhauch data for both 1991
and 2001, permitting us a snapshot at two pointigria. The data permit us to
see how the 1991 bankrupt debtors compared with ¢toenterparts in the
general population and to see that same comparns001. The conclusion is
that as Americans at large are becoming betteratddc debtors filing for
bankruptcy are not slipping into an underclass;eét their educational
achievements seem to be keeping pace with tha&meficans generally.

The solid line in Figure 3 shows the educationatl®f adults in the
U.S. population in 1991. Superimposed across thatis the proportion of
debtors in bankruptcy at each educational levet &l 1991.

The most salient feature of these two curves is fimilarity. Those
who file for bankruptcy are not concentrated amthieguneducated. Rather, the

31Gormansupranote 19 at 120, uses occupational prestige tereifitiate working-class and middle-
class respondents, but is quick to note both thieatn and home ownership status of both groups.
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Figure 3: Educational Levels, U.S.
Population and People in Bankruptcy, 1991
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proportion of filers with no high school diplomausry close to that of the
general population. There are fewer people in hgrtky who have only a high
school diploma, but that difference stems fromf#tot that a higher proportion
of them have been to college. At the upper entl@gtucational spectrum, the
proportion of bankrupt debtors falls off, with femweho received their college
diplomas or went on to graduate school. Even sssdldata indicate that in
1991, the median educational level of the bankrufiters was somewhat
higher than that of the general population.

Figure 4 illustrates the changes from 1991 to 20k first point to
notice is that educational levels in the Unitedtétaose overall. Among the
U.S. population, a smaller fraction quit schoolhwsitit a high school diploma,
and more people made it to college.
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Figure 4: Educational Levels, U.S.
Population and People in Bankruptcy, 2001
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The good news on the education front for the UoBupation generally
was reflected in the bankruptcy courts. The pebijitg for bankruptcy were
also more likely to go to college, to get a diplomad to head off to graduate
school than their counterparts a decade earliemRi991 to 2001, the overall
educational level of the bankrupt debtors advaneed, the difference was
statistically significant?

To be sure, there are important educational diffegs between the
people who end up in bankruptcy and the generallatipn. Those who file for
bankruptcy are more likely to have gone to collefgperttess likely to have
completed their degrees—than their cohorts in #regal population. In both
1991 and 2001, the proportion of debtors who hadezba college degree was
about a third lower than that of the general pajutan those years. Moreover,
those who file for bankruptcy are about half a®likto have graduate or
professional training as those in the populationegally. These data are
intriguing, opening up a basis for a number ofadight lines of inquiry. Perhaps
the high rates of attending college suggest thaltogt debtors are more likely
to be ambitious or risk takers than the populagjenerally, or perhaps the low

32 Difference significant at p = .001.
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completion rates signal earlier financial trouldepeople who cannot stick to
a difficult task. Researchers who are looking &ngible evidence of the value
of a college diploma might find useful data in baakruptcy courts. Whatever
findings subsequent studies might offer, howeues, data confirm that the
debtors are not concentrated among a poorly ediicaitgerclass.

While there are differences in educational achiexnin 2001, the
bankrupt debtors are not obviously different frameit counterparts in the
general population. These debtors are not condedteanong the uneducated
or poorly educated, and, to the extent that edoieaignals class identification,
they are not concentrated among the lower clastedd, in a very general way,
the bankrupt debtors appear to be an educatioos$-aection of all adults in
the United States.

Nor do the data support the conclusion that the pomition of
bankruptcy filers has shifted markedly over thet piecade. There may be
nearly twice as many households filing for bankeyptout changes in the
educational levels of those households have cértedpt pace with educational
changes in the general population. These two fgysuggest that, in a general
way, the debtors look like a cross-section of athékicans and that such
similarity has persisted over time.

B. Occupation

Occupation is often a strong indicator of both meoand social
standing. Of the two, occupational identificatisraimore durable measure of
class, routinely used by sociologists to differatgtiamong classé§When
income is sharply reduced following a layoff or ethwork interruption,
occupational status remains as evidence of a persmtial standing. A
stockbroker whose job disappears in a corporatg@nand a high school music
teacher who is caught in district-wide cutbacksndoslip out of the middle
class simply because they are left, presumably eeanity, with no income.
Moreover, when occupation and income diverge, dcisupational status that
may say more about a person’s class identificatiam may actual dollar
income. Americans have a fairly sharp sense of pational prestige, rating
clergymen and dental hygienists, for example, highetatus than mechanics
and longshoremen, even if the latter earn condifierigher incomes!

33 Gormansupranote 19, relied exclusively on his respondentsupations in order to segregate them
by class standing. By comparison, Baxseipranote 22, discusses class differences between hdslaad
wives, using self-identification, occupation, amtlieation as independent measures of class.

34 The occupational prestige score for clergyme®j$d@& dental hygienists is 61, for heavy equipment
mechanics is 33, and for longshoremen is 24. Theohl Opinion Research Centet980 Census
Occupational CategoryChicago: University of Chicago, 1998), online:drtniversity Consortium for
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Sociologists have been studying occupation steatifon since shortly
after World War 11, asking Americans to rate thegiige of various job¥.The
resulting scores have been standardized and usedinrerous statistical
comparisons. The 1991 and 2001 questionnaires ftben Consumer
Bankruptcy Project asked each debtor to list hisesroccupation, with spaces
provided for both husbands and wives on joint jmet#&* Co-Principal
Investigator Dr. Teresa Sullivan coded the occuopati prestige scores for all
of the respondents to both the 1991 and 2001 studimg the standardized
codes developed by the National Opinion Researem€b’’ Because we can

Political and Social Research <http://www.icpsrichmedu/GSS/rnd1998/appendix
/occu1980.htm>.

35 For a more detailed description of occupationasfige scores and their use, see Robert W. Hodge,
Paul M. Siegel & Peter M. Rossi, “Occupational Bgesin the United States, 1925-1963" (1964) 70
American Journal of Sociology 286. For those unfiamwith occupational prestige scores, it is pblsto
glean some understanding by scanning through tigists of codes developed by the National Orgation
for Research at the University of Chicago. Foodateuworkers are near the bottom at 15, along with
construction workers and peddlers at 17, maid8 add produce packers at 19. In the middle ramgetail
sales clerk is 29, a cashier is 31, an air-trafiotroller is 43, and a billing clerk is 45. Nehettop of the
ladder, architects and aeronautical engineerspat U1, outstripped by lawyers at 76, college gssbrs at
78, and physicians at 84.

36 The debtors’ answers were entered verbatim irga&tabase, and then coded numerically using the
1970 U.S. Census codes and the correspondinggeestbres developed by the National Opinion Rekear
Council. Thus, when debtors provided their occupetj they were assigned a three-digit occupatidie co
and a two-digit prestige code.

The following additional occupational codes wergaleped: 990 = housewife, homemaker, at-home
mom, and similar responses; 991=retired; 992=dishbi too ill to work; 993=unemployed; 994=notlie t
labor force, no further information; 995=studeri8occupation specified but not otherwise cladsiéia
These codes permit the identification and analys&pecific groups of petitioners, such as theldedor
the retired. Each of these codes was assignedstgarscore of 0.

When two occupations were listed, the first wasecbd hus, the person who listed himself as “Self-
employed ice cream retailer, riverboat captain,’'sveaded 245 for “managers and administrators not
elsewhere classified.” “Service Customer Clown Camy was assigned 394, for “miscellaneous clerical
workers.” If the petitioner listed a status firsych as “disabled ironworker,” the first-mentiortedm
(922=disabled) was coded. Further information camiog occupational coding is available from Dr. §sa
Sullivan.

A number of answers were provided in Spanish. Bre3a Sullivan, who coded the occupations, sought
assistance in translating them from Dr. Marta Tagmtofessor of Sociology at Princeton UniverSgveral
of these were best translated as “maid” or “housp&g’ — e.g.limpiezaorama de caséboth coded as 982,
private household housekeepers). Others indicaéddss such adesemplead@nemployed and coded as
993). “En una Zapateria Manager de una tiefidmas coded as 245 (managers and administrators not
elsewhere classified)Operado maquiniawas coded as 692 (machine operatives, not spdif

37 The 1970 occupational codes have been usedahftakk preceding Consumer Bankruptcy Projects.
They are also still widely in use as the last “puwecupational codes used by the Census Burealy. fdne
been used in major studies such as the GeneralSavey. Since the 1970 Census, the Bureau hasdno
to sets of codes that incorporate industry as agbccupation, but there are several “walkoversilable
that permit correspondence from one set of codesnther. The baseline codes used for this set of
questionnaires are available at The National Opifiesearch Centet970 Census Occupational Category
(Chicago: University of Chicago 1998), online:
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guantify the occupational prestige of workers ia tfeneral population and
those in bankruptcy, we can once again make ttmegarisons—the workers
in bankruptcy in 1991 compared with those in theegal population in that
year, the workers in bankruptcy in 2001 comparetth wiorkers generally in
that year, and the workers in bankruptcy in 19%thgared with the workers in
bankruptcy in 2001.

To compare the distribution of occupations amongkens in the
United States generally and the sample of workardankruptcy, it is
instructive to look at the break points for occlgaal prestige scores for each
decile of the population. In 1991, for example, A€ cent of the U.S.
population had occupational prestige scores of @7l&wer, while 20 per cent
had occupational prestige scores of 30 or beloa saon. Among the people
filing for bankruptcy, occupational prestige candimilarly rank-ordered. In
1991, 10 per cent of the bankrupt debtors had ateumal prestige scores of
22 or lower, 20 per cent had occupational prestagees of 29 or below, and
so on®The combination throughout all deciles for bo#athS. population and
the individuals filing for bankruptcy in 1991 is Figure 5.

<http://lwww.icpsr.umich.edu/GSS/rnd1998/appendigld®70.htm>. Project Director Dr. Deborah Thorne
re-checked the 2001 codes for consistency and acgur

38 The actual numbers for 1991 are:

1991
General Population Bankrupt Population
10j 275 22
20 30 29
30 34 32
40 38 36
50 41.5 37
60 45.5 42
70 48.5 47
80 51 48
90 63.4 50




2003] Financial Collapse and Class Status 135

Figure5: Occupation Prestige by Deciles, 1991
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The two lines follow a similar pattern, with thenbauptcy numbers
trailing the U.S. population by a few points at leaoterval. The largest
diversions are at the two ends, with the bankreptars more concentrated in
the lowest prestige jobs and under-representdukihighest prestige jobs. The
two lines come closest together in the middle. €hdistributions suggest that
in 1991, as a group, the individuals in bankruptagt somewhat less prestigious
jobs than their counterparts in the general pojridiut that the magnitude of
the difference was modest at best. These dataaitedibat the individuals who
filed for bankruptcy were generally working alordgsiother Americans.

As with their collective shift to greater educatdbrachievement
between 1991 and 2001, Americans migrated intb#jignore prestigious jobs
during that period. As the heavy line in Figuregdrnstrates,

occupational prestige rose slightly for familiesass the spectrum from
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Figure 6: Occupation Prestige by Deciles, 2001
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1991 to 200#°

Whether the individuals filing for bankruptcy kemtace with
occupational changes in the general populatioess tlear. A comparison of
the prestige scores in 1991 with those in 200t4denclusive, with some tests
showing a statistically significant decline betwebka two periods and other
tests showing no statistically significant diffecerbetween the twiS A decile-

39
2001
General Population Bankrupt Population
10] 275 17
20 31 25
30 34 31
40 39 34
50 43 36
60 46 42
70| 50 46
80) 56 50
90 64.5 51

40 Three different analyses of 1991-2001 occupatiprestige scores resulted in different findings. A
comparison of the occupational prestige scoressiffetitioners in 1991 with first petitioners2601 shows
a drop in prestige from 1991 to 2001 that is dietifly significant (p = .001). But that analysimits the
second petitioner (nearly always the wife) in jgetitions from the calculation. When both petigonare
represented in the calculation, with their prestgeres averaged to create a single prestige fmotiee
household, there is no statistically significaritedence between the occupational prestige scétbe 4991
debtors and the 2001 debtors. When both petiticarersepresented individually in the calculatiothwio



2003] Financial Collapse and Class Status 137

by-decile comparison shows that by 2001 the barkingividuals had
narrowed part of the gap between themselves andigéams at large. The first
decile of bankrupt debtors continued to have sona¢Vawer prestige scores,
as in 1991, but the next three deciles match thergépopulation, suggesting
that the proportion of workers who are sales claridé construction workers is
about the same in bankruptcy as it is in the gér@spulation. At every
subsequent interval, however, the prestige scdtbese in bankruptcy lagged
those of the general population. There remains mameounced divergence at
the very top, with doctors, lawyers, and aeronaliéngineers markedly under-
represented in bankruptcy. The overall patternsandar between bankrupt
debtors and Americans generally, suggesting gdperptoportional
representation of the lower and middle classessante under-representation
of the most upper-class debtors—at least as mehbyreccupation.

These data also suggest that there has been nousbsfift in the
composition of debtors from 1991 to 2001, at lemstmeasured by their
occupational distribution. Whether there are dédferes is inconclusive, but the
data document that no substantial shift has ocdursaggesting that the
bankrupt population has remained largely middlesla

C. Home Ownership

Home ownership, like education and occupationjesaboth economic
and social implications. Homeowners are widely rdgd as the solid core of
any community, the people who can be counted gayataxes, vote, pick up
litter, and support the schools. Homeowners proddsabilizing effect for
neighbourhoods, increasing property values foryaves. Home ownership
signals social standing, and most Americans aspiosvn their own homes.

Unlike renters, homeowners are purchasing an d&&semany, a home
serves not only to provide shelter, but as the lfasiiargest asset. Families’
assets are six times more likely to be concentriatachome than in any other

averaging per household, a statistically signiftaifierence between the occupational prestigeescbthe
1991 debtors and the 2001 debtors re-emergesliFare® calculations, people who are not workiogday
outside the home are not included.

4 Melvin L. Oliver & Thomas M. Shapir®lack Wealth/White Wealth: A New Perspective oridRac
Inequality(New York: Routledge, 1995).

42 Primary residences account for 55 per cent ai@il-financial assets held by families in the U.S..
Arthur B. Kennickell, Marth Starr-McCluer & Brian $urette, “Recent Changes in U.S. Family Finances:
Results from the 1998 Survey of Consumer Finan@&J0) 86:1 Federal Reserve Bulletin 1 at 14 (repgr
on data from 1998-99, the most recent available).
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non-financial assét.

Not only is ahomeowner someone who is evidentigroitted to sound
financial planning, nearly all homeowners in theitelsh States purchase with
the assistance of a mortgag@his means that to become a homeowner, most
people must submit to searching financial scrutibiplike credit cards,
mortgages do not come pre-approved through the enlailmeowner has likely
survived the most aggressive credit screen that mmssumers will ever
encounter. Moreover, most homeowners must put heget down payment,
which indicates both that they have income in exadstheir regular living
expenses and that they have some habit of thiditn&lownership thus proves
not only that owners had good jobs and substamtk histories, but also that
they could manage credit and that the home mortgagenitment they were
about to assume was within their grasp. More so #gacation or occupation,
home ownership carries a form of economic certiiice—a tangible sign that
someone at some time believed that the homeownsrcveditworthy and
dependable. Once again, we can look at the homesrship rate among
bankrupt debtors compared with that of the germalilation in both 1991 and
2001 as well as the changing number of homeowndyarkruptcy between the
two points in time. And, once again, the 2001 dghtaw that the debtors are as
likely—in fact, more likely—to be middle class, aseasured by home
ownership, than they were a decade ago.

In 1991, just under two-thirds of all people in therited States were
homeowners. The bankruptcy court records also atelihether the debtor
owns a home. Using those records, it is possibt®iopare home ownership
rates in the general population with the proportbdebtors who owned their
homes at the time they filed for bankruptcy. The meports are shown in
Figure 7.

43 Ibid. at 17, Table 8, Family holdings of non-finan@akets, by selected characteristics of families
and type of asset, and of any asset, by familyactteristic, 1995 and 1998 surveys.

44 U.S. Census Burea6tatistical Abstract of the United States: 1998ashington: Department of
Commerce, 1993) at Table 1247, Recent Home Buyernefal Characteristics: 1976 to 1992.
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The 1991 data show a substantial difference betthesgeneral population and

Figure 7: Home Owner ship, U.S.
Households and Householdsin Bankruptcy,
1991-2001
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the families in bankruptcy: 64.1 per cEnersus 43.9 per cefftThe difference
suggests that a homeowner was less likely todildankruptcy than someone
who did not own a home. Given the extraordinaraficial straits of families
in bankruptcy, this difference may not be remar&abhdeed, while the
numerical distinction is important, some will rahas figure and remark on the
similarity: the families in bankruptcy were in e@anic collapse, but in 1991
more than four in ten were homeowners.

In 2001, the effects of a long-running economicrhaxhoed through
the housing market. Home ownership rates rose dftimaut the 1990s, reaching
66.9 per cent in 2004— up nearly three percentage points from 1991. The
bankruptcy data demonstrate an even faster climtD01, more than half (52.5
per cent) of the sample Ghapter 7andChapter 13debtors were homeowners
at the time they filed for bankrupté§This suggests an increase of about eight
percentage points in the home ownership rate dii@game ten-year period.
These data suggest that the bankrupt populatigroising to look even more
like the U.S. population generally, rather thanamrirating among a poorer
subset of Americans.

It is necessary, however, to add two important ats/eo the
comparison of 1991 and 2001 home ownership datacdviguthors and | have
speculated on several previous occasions thabilng iecords may understate
the proportion of homeowners in bankruptcy. Thel2@d@ta provide some
confirming evidence of an under-reporting probl@ne court records alone
indicated that 50 per cent of the debtors were loewners, but when we asked
the debtors in confidential telephone interviewsethler they owned their
homes at the time of filing, the home ownership fathed up to 52.5 per cent
of the samplé? It is possible that if we had been able to in®wihe 1991

45 U.S. Census Burea6tatistical Abstract of the United States: 1998ashington: Department of
Commerce, 1995), online: U.S. Census Bureau<httpw/.census.gov/statab/www> at Table 1229, Home
ownership Rates, by State: 1984 to 1994 (1995).

46 Calculated from data reported in Sullivan, “Frag¥iddle Class”supranote 5 at 347, n. 23.
4 U.S. Census BureaB8tatistical Abstract of the U.S. 19%@ipranote 28.
“8 |bid

49 The 1991 data regarding education and occupatioredrom the debtors’ confidential reports on
questionnaires which they filled out when they méh their creditors and trustee at the courtholse,
which were never part of the debtors’ court recoByscontrast, the data on home ownership werenttrken
the debtors’ court records. The home ownership de@ extracted from Schedule A (Real Property),
Schedule C (Property Claimed as Exempt), and Sé¢bdaCreditors Holding Secured Claims), which
require information about the debtors’ real edtatelings, claimed exemptions, and outstanding rageg.
We had used the same sources when we collecteftalatdebtors who had filed in 1981. But we presdnt
our 1981 data on home ownership, noting that evemwe could tell that the debtor seemed to owanaeh
there was no mortgage listed. We offered this daweaterpreting the data:
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debtors by telephone, more would have told usttieyt were homeowners as
well.

The increase in home ownership rates among banttelypors between
1991 and 2001 may not be as large as it seemisireffort for a second reason.
When we published the 1991 data, my co-authord arplored evidence that
home ownership rates among bankrupt debtors wereesieed because the
then-current law capped the amount of debt (inclganortgage debt) that a
debtor could owe and remain eligible fohapter 13bankruptcy, the chapter
most used by homeownefsAs a result, many homeowners with large
mortgages may have been forced iGtmapter 11and thus out of the reach of
our sample. The laws were changed in 1994 to swoiiesity reduce this
problem?!

The data may suffer from yet another defect in ctem the financial

Debtors are required to list all their debts sat the court can notify all creditors of a debtor’'s
bankruptcy. There are no exceptions, and a deltorfails to comply risks possible perjury charges
and denial of discharge. ... So why is there no nagitdisted [in many cases]? Attorneys and judges
explained that some debtors do not want their ,agegompanies to hear about the bankruptcy. These
debtors are generally current on their paymentd, taey do not want any trouble. Although few
mortgage lenders would foreclose a mortgage hesbbyeone now in bankruptcy if all payments were
current, debtors still worry. Both the attorneysl dine courts are indulgent enough on the point that
some debtors passed through bankruptcy with thesrdincorrected. And even when the homeowners
correctly report their home mortgages, sometimesttrtgage company’s name and address are deleted
from the files or from the mailing list for the rfatations to creditors. After all, if the debtoilikkeep
paying this particular debt, why stir up trouble?

Sullivan, Warren & Westbrools We Forgive Our Debtorsupranote 3 at 134-35 [footnotes omitted].

We continue to wrestle with the under-reportingdtiaesis. But in 2001, the multiple data sources
make it possible to explore home ownership amoeddmilies in bankruptcy in greater detail. The 200
questionnaire included questions about whethed¢héor owned a home at the time of the bankrujiiogf
The court records alone showed a 50 per cent hemership rate, but another 0.9 per cent of theaisbt
admitted they were homeowners at the time of fjliagen though their court records listed no honteram
home mortgage. Because these questionnaire an@ poovey data are available for the first timeGO2,
it is not possible to compare under-reporting iO2With possible under-reporting in earlier years.

50 In Sullivan, “Fragile Middle Class’5upranote 5, my co-authors and | speculated that gherted
proportion of homeowners in bankruptcy in 1991 waderstated in part because the home ownership rate
in one of our sample districts, the Central Distat Los Angeles, was quite low, perhaps becaugk hi
mortgages made the debtors ineligible@trapter 13to try to work out a payment plan with their lersle
Such families, we speculated, might b€mapter 11or out of the bankruptcy system altogether. Foose
detailed explanation of the 1991 differences antbsigicts, see Sullivan, “Fragile Middle Classtipranote
5 at 337-38, nn. 24-28. We estimated that actualehownership rates in 1991 might have been closed t
per cent.lbid. at 204-05.

o1 It is possible that the home ownership rates mam®ined fairly stable over time. Using the court
record data only, we reported an estimated homemship rate of about 52 per cent for the familisg
for bankruptcy in 1981. Sullivan, Warren & WestbkpAs We Forgive Our Debtorsupranote 3 at 129.
This report is remarkably close to the 2001 homeearghip rate of 52.5. These two points in timerdtame
additional suggestion that the 1991 data reporisteaunusually low.
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distress of American homeowners. In analyzing tliede, it bears repeating
that the bankrupt population is in severe financistress. It is therefore
possible that some former homeowners file for baptay. After all, if these
families have been struggling with job losses odived bills long before filing,
it is reasonable to hypothesize that some of theve lalready lost their homes
before they seek help from a bankruptcy lawyer.sdf, these former
homeowners would represent a group of people whaddeen the long steps
to buy a home and passed through the same crediersc as current
homeowners, acquiring whatever social status migttompany home
ownership, even if they had lost their major asgethe time they filed for
bankruptcy.

In trying to calculate the number of families imkeauptcy who had lost
a home before bankruptcy it is essential to uséda veach. Many people do
not lose a home through a formal foreclosure pmcééen they have fallen
behind on their payments, some troubled borrowdtsleed the property back
to the mortgage lenders to satisfy the outstandinggages. Others will sell
their homes quickly to raise money, sometimes waykiith a broker who
specializes in such distressed sales and somesiglieyy it through ordinary
channels but at a sharply reduced price. Lookirg fan debtors who lost their
homes through formal legal proceedings would liketderstate the number of
families in bankruptcy that had given up their haras part of their financial
collapse.

Both the questionnaire and the telephone survestpabroad question
to the debtors: Within the past five years, have g@ned a home that you lost
or sold for financial reasons? This question idettipeople who, until fairly
recently, had been homeowners and who had beepzglieut of their homes
for financial reasons. One in every seventeen famih bankruptcy (5.8 per
cent) indicated that they were no longer homeowmertthat they had lost their
homes for financial reasons within the five yeaexpding their bankruptcies.
Among the non-homeowners in the sample, the prigpoit even higher. One
in eight (12.2 per cent) of those who are not hormew's report that they were
homeowners within the past five years, but that tbst the house for financial
reasons.

When the current homeowners and the past homeoareecembined,
the home ownership rate among the debtors in batdyriclimbs to 58.3 per
cent, as illustrated in Figure 8. This combinaii®not strictly comparable to
the population generally because the proportiamofbankrupt families who
lost homes for financial reasons within the past fiears is unknown. Even so,
the high proportion of former homeowners in thekvaptcy sample raises the
possibility that a larger number of families in keuptcy may share—or may
have once shared—more characteristics with homewmwime the general
population.



2003] Financial Collapse and Class Status 143

The direct comparison of court records to courdrds suggests that the
proportion of homeowners in bankruptcy rose sulistiyfrom 1991 to 2001,
adifference that is statistically significaiBut the differences in how the 1991
and 2001 data were collected and reported reniderdhclusion suspect. Based
on the available data, it is not possible to knaw ¢ertain whether the
proportion of homeowners in bankruptcy has incréaser time or has always
been this high. At a minimum, however, it is poksito state with some
confidence that the data do not support an infer¢mat the composition of the

Figure 8: Home Ownership, U.S. Households and
Households in Bankruptcy, 2001
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families in bankruptcy has shifted away from a gigant representation of
homeowners, even as the number of filings has.risen
The critical message from the 2001 data is thabatantial portion of

the bankrupt population has accomplished one ofnthé goals of many
middle-class families: home ownership. The finalmeigersals of these families
mean that many have lost their homes, and even gnloose who are
homeowners at the time of filing, many more mayhkbaded back to renter
status. But these people were once successfukimgtan important step that
signals solid middle-class values and accomplishsnen

52p = oo1.
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D. The Combination: Education, Occupation, and Homea€nship

The three indicia of membership in the middle cldsg | suggest
here—education, occupation, and home ownership—aneloubtedly
correlated?® People with better educations usually get bettes;jpeople with
better jobs can afford to buy homes. Nonethelassne expects every member
of the middle class to enjoy all thr&¥ed banker who rents a high-rise apartment
or a self-taught construction manager who builéé tbwn business might be
regarded as solidly middle class, even without lpascng a home or having a
good education.

A sharp definition for middle-class status remaghssive, making it
difficult to contrast the bankruptcy sample witke theneral population. The
challenge in trying to separate the middle claamfthe chronically poor or the
socially and economically elite confounds any dffir make a definitive
guantitative assessment of the estimated numbeniddle-class people in
bankruptcy. Nonetheless, there might be some kewoefioking at the three
factors combined to see what proportion of the alsbin bankruptcy achieve
at least one of these indicia of participationhia middle class.

In order to accomplish this, it is necessary tat@asome dividing lines
that would separate those who are more likely antbadower class—those
living in chronic poverty with little immediate hepf reliefF—from those who
more likely belong to the middle class. The diwisicconstructed here are
arbitrary and without a clear referent in the gahpopulation; some readers
might draw the boundaries differently. Moreoveg thdicia of middle class
undoubtedly overlap with the upper class, whichmsghe sample might more
accurately, but less felicitously, be referred4dtee “not-lower-class.”

Without firm boundaries for class distinctions, thmice comes down
to cursing the darkness or trying to light a singgmdle. | chose the candle,
making some choices and constructing some variatilas suggest the
proportion of debtors who have accomplished at ledddle-class status. The
combination of factors is illustrated in Figure 9.

53“Education tends to be a good predictor of earainitity over the long term, and also of net wdrth.
Kennickell, Starr-McCluer & Surettsupranote 42 at 6.

o4 “Ownership [of homes from 1989-1999] grew strorfglyfamilies with incomes of $100,000 or more
..." Ibid. at 18.
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As a rough estimate, | used “some college” as theational cutoff,
adding only those debtors to the middle-class nhig imdicated they had some
college, a college diploma, or some graduate widnls cutoff means that those
who had only high school diplomas or no educatiolegrees at all were not
included based on educational criteria. They miglake it into the final
grouping if their occupations or home ownershipustgualified them, but they

Figure 9: Indicia of Middle Class
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were not counted among the middle class based usagdnal status alone.

| also used occupational prestige as a markerddidipation in the
middle class. As a rough estimate, | used a cutbthe 20th percentile to
suggest participation in the middle class. Thismseat | counted as middle
class only those debtors who had occupations whosstige scores would
place them in the upper 80 per cent of all U.S kes>® The consequence was
that workers with occupations such as janitors rgseo 16), farm foremen
(score=19) and bartenders (score=20) were elimdnhang with forklift
operators (score=29), retail sales clerks (scorg=&% painters (score=30).
This excludes some occupations with both good ireoand a fair claim to
middle-class status, including many skilled congion workers, factory
workers, and retail employees. Obviously, this \®ey restricted estimate of
participation in the middle class, perhaps at obloh with people’s self-
identification and the estimates of their contenapies>®

55 The cutoff for an occupational prestige scoretlfier 20th percentile of the general population was
31, this means that only debtors with an occupatiprestige score of 31 or higher qualified on @ational
grounds for the combined “indicia of middle class.”

o6 If the 90th percentile in the U.S. population wesed instead of the 80th percentile, the proportio
of debtors qualifying would increase. An estimatédi per cent of the debtors have jobs with anjpatonal
prestige score of 31 or higher, placing them inupper 80 per cent of occupational prestige scamang
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Finally, I included all homeowners and former homgers, treating
these debtors as having made a significant long-firchase and passed a
credit screen at some time in the past.

Combining these criteria reveals an overwhelmingliddle-class
group. According to this combination, 91.8 per aafrthe bankruptcy sample
is middle clas$§’ Two-thirds of the cases (66.6 per cent) met twanore
criteria, with nearly three in ten (27.4 per centeting all three criteria. The
data do not separate the middle class from an @fifer class, but they do
suggest that the debtors are not concentrated atherahronically poor.

VI. CONCLUSION

The middle class in the United States remains lgadefined, with
elusive borders that defy strict quantificationislitmodest effort to examine the
families in bankruptcy to see how they compare ¥athilies across the United
States suggests that the overwhelming majority nafividuals filing for
bankruptcy could stake a legitimate claim to middkess status. While their
current annual incomes might place them among two¥ pr barely at the
margins of the middle class, other indicia of th&icial standing suggest
otherwise. These families are overwhelmingly middéess.

These data reinforce the view that bankruptcydgsiem that serves
families on the way down. These individuals evidesigbstantial participation
in activities that usually signal economic successHege, good jobs, and home
ownership—but something has gone badly wrong @stlts in their financial
collapse. The data on job difficulties suggestldngaffs, cutbacks, and business
collapses constitute an important element of thaiective failure; more than
two-thirds of the debtors give one or more indimasi of a significant job
problem before they file. Other reasons relatingntxdical debts, divorce, or
their own inability to handle credit may also figiamportantly in their financial
demise™®

Moss and Johnson offer compelling evidence sugtgstiat changes

Americans generally. An estimated 77.2 per cetti@fiebtors have jobs with an occupational prestigee
of 27 or higher, placing them in the upper 90 partof occupational prestige scores of Americamegaly.

Using the 90th percentile on occupational prestlyproportion of debtors having one or more efttiree
characteristics that suggest participation in thdglie class would increase from 91.8 per cent t8 par cent.

57The calculation is done by case, not individuairajvidual. For single filing individuals, of cose,
the case and the individual are the same unitaifyais. But for joint petitioners, the two are cdandd into
a single household of unified status. So, for edarpthe husband is a bank vice-president andwifeis
employed as a day care assistant, this analysitsttiee family unit as within the constructed Maleafor
middle class based on the high prestige of hismgation even though her occupation would not qualify

o8 These are other causes of bankruptcy we identifi@idiscussed at length in Sullivan, “Fragile
Middle Class”,supranote 5.
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in creditors’ lending practices may have contribute a rise in bankruptcy
filings. The data presented here do not contraakgt findings, but they suggest
a possible modification to their causal explanatdoss and Johnson'’s insight
about the impact of changing creditor behaviour fagxactly right, but the
focus may have been slightly off in terms of howsth changes have affected
the likelihood of a family filing for bankruptcy.réditors have loosened lending
standards and dived deeply into sub-prime debkimicup two kinds of
borrowers: those who are not creditworthy becaesg have low incomes and
few resources, and those who are not creditwortiopbse, although they have
(or had) decent incomes and some assets, theyraaghain deep financial
trouble. Moss and Johnson posited that as creditdended more sub-prime
debt, they took on more debtors who had low incoameswho had previously
been closed out of the credit market, and that shelmges fueled the rise in
bankruptcy. But these data suggest an alternatipdaeation. The rise in
bankruptcy filings did not occur because lenderseveeeking out the poorest
segment of society, but because lenders were expgpackdit to more troubled
middle-class debtors.

The data presented here are consistent with anfinttiat the same
people are going into bankruptcy as in 1991, atlasameasured by income and
social standing. Their numbers, however, have grprecipitously. In other
words, the social composition of the group in bapkcy has remained the
same, even as the number of filers has nearly édufdine possible explanation
for this finding is that changes in lending standaparticularly the growth of
sub-prime debt, have encouraged more middle-classliés to take on
excessive debt loads when they are already in §oarecial distress and to get
further into economic trouble as they try to copthvinancial reversals such
as job losses or medical problems. A definitivelysia lies beyond the scope
of these data, but these data frame the next loggsstion in the research: Are
middle-class families taking on more sub-prime defith disastrous financial
consequences?

These data make it clear that the sharp rise ikrbptcy filings cannot
be attributed to a large number of chronically pdebtors—people with no
skills and no prospects—who end up in financialapde. The data presented
here make it clear that, whatever their currentneatc circumstances, the
families in bankruptcy share many of the same etituta, occupational, and
home buying experiences as other middle-class Avawesi Their deep financial
distress suggests a growing reason for concern #hese families, who make
up the heart of America.



