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IMPLICATIONS FOR EXTENSION:
Adverse life events, not financial gain, influence the decision to declare bankruptcy by lower-income borrowers.  Mortgage delinquency and unexpected expenses were the largest predictors of personal bankruptcy filings.  

Previous studies have shown that financial gain outweighed adverse events as the primary motivation to declare personal bankruptcy.  Using household level panel data from 2000 to 2010 that includes data from the housing crisis, the authors seek to re-test the adverse events hypothesis focusing on lower-income borrowers.  The data comes from the Community Advantage Program.  

Characteristics of the data set:
· The bankruptcy rate of the lower-income borrowers in this program was 1.88%, close to the national average. 
· The borrowers’ mortgages were all prime 30-year fixed (no subprime borrowers), with 3% down payment.
· 54% had a credit score ≤ 680.
· 40% were minority, 46% had a female head of household, and 53% had children.

After controlling for the financial benefit of filing, the authors find adverse events matter.   
· Those experiencing a mortgage delinquency were 68% more likely to file bankruptcy one year later. 
· Other stressors predicting bankruptcy a year later were unexpected expenses, unemployment, lack of health insurance coverage, and medical bills.
· The bankruptcy rate would fall by:  
28% if no one had difficulty paying               medical bills.
7% if everyone had health insurance.
11% if no one experienced mortgage delinquency.

The results of this study have policy implications.
· Could loan modification policies help prevent mortgage delinquencies and consequently personal bankruptcy? 
· Bankruptcy law may need to be modified.  Should homeowners be allowed to modify mortgages on primary residences in bankruptcy?
· (Universal) health insurance coverage and unemployment aid policies will greatly influence personal bankruptcy rates among lower-income borrowers.
