
The Surge in Bankruptcies: 
Is the New Law Responsible? 

The 1978 Bankruptcy Act, intended to modernize the nation's bankruptcy laws, may 
have produced instead an unanticipated rise in personal bankruptcies. While a weak 
economy in 1980-81 had much to do with the rise, this study suggests that as 
much as three-fourths of the increase in bankruptcy filings may be due to the new 
law. 

Historically, the number of bankruptcy cases 
filed followed the general pattern of the economy. 
Filings rose most rapidly when unemployment 
increased and output and employment declined.1 

But such conventional wisdom was shattered 
after the 1978 Bankruptcy Reform Act went into 
effect in October 1979. During fiscal year 1980, 
bankruptcy cases rose by a staggering 59 percent 
in the United states and 44 percent in the 
Southeast.2 In fiscal year 1981, they climbed 43 
percent and 35 percent respectively, reaching 
unprecedented highs of 515,355 nationwide and 
72,637 in the Southeast (see Chart 1). The 
increase during the 1979-81 period exceeded 
even the rise during 1974 and 1975 when the 
recession was much more severe and lasted 
more than twice as long. 

The causes and relative importance of factors 
responsible for the surging bankruptcy rate are 
debatable. While most will agree that a weak 
economy in 1980-81 had much to do with it, 
many bankers, retailers, credit unions, finance 
companies, and others who provide financing to 
consumers attribute much of the rise to the 
Bankruptcy Reform Act. 

To a large degree they are correct. This study 
suggests that as much as three-fourths of the 
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recent rise in personal bankruptcy filings may be 
due to the new law. It also reveals some interest-
ing disparities in bankruptcy patterns between 
the nation and the Southeast, and among indi-
vidual states in the Southeast. 

Chart 1. Personal Bankruptcy F i l i n g s 
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The Cost of Bankruptcy 

Congress adopted the Act in November 1978 
as the first major revision of the 1898 Bankruptcy 
Act in 40 years. Intended to modernize the 
nation's bankruptcy laws, the 1978 act may have 
produced instead an unanticipated rise in per-
sonal bankruptcies. If so, the repercussions could 
be severe not only for those directly involved but 
even for those not directly involved. Like various 
other business expenses, costs incurred by lenders 
through bankruptcy may be passed forward in-
directly to the buying public in higher prices. 
Lenders may become more restrictive in extending 
new credit. Still others not able to pass the cost 
along may lay off workers or see their profits 
reduced. 

The magnitude of the cost associated with 
bankruptcy is large. In 1980, for instance, the 
nation's bankruptcy courts relieved consumers of 
$3.2 billion in personal debt, about $14 for every 
man, woman, and child in the United States. This 
amounted to 8.4 percent of the net change in 
consumer installment credit outstanding in 1979. 
In 1977, the most recent year for which financial 
data on bankruptcy cost are available by state, 
creditors in the Sixth District states lost as much 
as $232.6 million. Less than 9 percent of all credit 
and only 3 percent of unsecured credit allowed 
by the courts was subsequently repaid. In Georgia 
alone, some $57.6 million in business and personal 
debt was erased by the state's district courts. 
That computes to $18.34 per Georgian over 21 
years old. Table 1 shows direct financial costs 
associated with bankruptcy for other south-
eastern states. 

Cyclical Patterns in 
Bankruptcy Filings 

The fact that bankruptcy cases surged nation-
wide after the new code went into effect is widely 
recognized. In contrast, little is known about the 
new code's effect on cases filed on a state or 
regional basis. Are southern businesses and indi-
viduals seeking relief from undesirable debt to 
the same degree as their national counterparts? 
How has faster economic growth in the Sunbelt 
states affected bankruptcies here relative to the 
rest of the United States? Since most regional 
economic experts would agree that the Sunbelt 
region has been growing more rapidly than Snow-
belt states, examining bankruptcy trends in the 
faster-growing Southeast could help to separate 

T h e New C o d e 

Why is it believed that the new bankruptcy 
code helped encourage the rush of filings? The 
belief centers on what many consider overly 
generous federal exemptions provided for in 
the code. H istorically, the dollar value of debtors' 
assets that could be exempted from claims by 
creditors was left to the states. States varied 
widely in terms of the dollar amount of exemp-
tions for homes, automobiles, personal items, 
and tools of the debtors' trade. In an effort to 
make exemptions more uniform across the 
country, the new code established federal ex-
emptions which, in most cases, were much 
higher than those previously allowed in state 
laws. The new code allowed an individual debtor to 
exempt: 

• up to $7,500 in value, in real or personal 
property that the debtor or a dependent of 
the debtor (spouse included) uses as a 
principal place of residence. For joint peti-
tions, this exemption amounts to $15,000. 

• up to $400 for any additional property 
other than the principal place of resi-
dence. 

• up to $1,200 for one motor vehicle. 
• a ceiling of $200 on any single item of 

household furnishings, household goods, 
• wearing apparel, appliances, books, animals, 

crops, or musical instruments Conceivably, 
this could amount to $200 per chair, per 
place setting, per appliance, etc. 

• up to $500 for jewelry. 

It also exempted from creditors' claims the 
debtors' right to receive social security, unem-
ployment compensation, local public assistance, 
veteran benefits and alimony support. 

For those who do not own a home, the $7,500 
homestead exemption could be used to exempt 
other assets. Along with the $400 miscellaneous 
property exemption, renters were granted up to 
$7,900 in exemptions against nonresidential 
property. 

In an apparent backlash against the generosity 
of those exemptions, more than 30 states have 
exercised their privilege of overriding the federal 
exemptions with their own. A number of others 
have similar legislation pending. Ironically, though, 
bankruptcy filings have continued to rise briskly 
even in states such as Florida, Georgia and 
Tennessee, which have imposed somewhat 
more restrictive exemptions. While over 30 
states have replaced the federal exemptions 
with their own, in every case the new laws 
raised the amount of allowable exemptions. 
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Table 1. Direct Costs of Bankruptcy- U.S. and Sixth District States, 1977 

Ala. Fla. Ga. La. Miss. Tenn. 
District 
States U.S. 

Number of Cases 394 631 404 1,425 165 333 3,352 30,850 
Total claims allowed ($ 000) 13,396 78,044 62,496 55,486 8,268 37,230 254,938 1,534,135 
Payments to creditors ($ 000) 1,935 5,228 4,857 5,486 399 4,474 22,380 166,389 
Percent of liabilities paid 14.5 6.7 7.8 9.9 4.8 8.8 10.8 
Unsecured claims allowed ($ 000) 11,662 70,781 57,494 50,007 7,642 32,574 230,159 1,358,751 
Payments to unsecured 

creditors ($ 000) 844 2,069 1,651 1,538 122 1,079 7,304 61,109 
Percent of unsecured 

credit paid 7.2 2.9 2.9 3.1 1.6 3.3 3.2 4.5 

Source: Tables of Bankruptcy Statistics, Administrative Office of the United States Courts, 1977. 

the effects of economic weakness and the new 
code on bankruptcy filings. 

In short, after standardizing bankruptcy filings 
from representative yardsticks of economic per-
formance—growth of employment, personal in-
come, population, and so forth—is there still an 
unexplained uptrend in bankruptcy filings in the 
Southeast and the United States? Moreover, has 
this unexplained residual increased over time 
and especially for the period after the new code 
went into effect? 

To try to answer these questions, we explored 
the relationship between conventional economic 
measures and cases filed prior to and after the 
new code. Our hypothesis was that the new code 
caused a surge in bankruptcy filings. That hypoth-
esis is supported by the unexplained variation 
among the states in the number of filings, a 
variation that increased significantly afterthe new 
law went into effect. 

Prior to the fiscal year for which the new 
bankruptcy code went into effect, the average 
annual growth rate of personal bankruptcies was 
slowing. For instance, there was an average of 
over 49,000 personal bankruptcy cases filed 
during the 1950s. In contrast, the average grew 
to 154,000 per year in the 1960s, an increase of 
over 300 percent from the '50s. Alternatively, 
there was a 30 percent increase per year in 
average annual personal bankruptcies. During 
the 1970s, the yearly volume rose to 184,000—a 
20 percent increase from the 1960s but a signif-
icant deceleration to only 2 percent per year. 
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The sharp increase in 1980 and 1981 could 
reverse the downtrend, however. In the fiscal 
year ending June 30, 1980, which includes only 
nine months for which the new code was in effect, 
about 315,000 personal bankruptcies were filed 
nationally. Bankruptcy cases filed in fiscal 1980 
exceeded the 1979 figure by 60 percent. Personal 
bankruptcies jumped another43 percent in 1981 
to almost 450,000 cases, more than twice the 
number filed in 1979 (see Chart 1). 

Stronger economic growth helped to slow the 
rise in personal bankruptcies in the Southeast. An 
average of about 28,000 personal bankruptcies 
were filed per year in the 1960s compared to 
31,000 per year during the 1970s. These repre-
sent a 13 percent increase from 1960s to the 
1970s compared to 20 percent for the nation. 
After the new bankruptcy code took effect, per-
sonal bankruptcies leaped to 48,000 in fiscal 
1980 and 65,000 in 1981. The 1980 figure was 
44 percent higherthan the 1979 numberandthe 
65,000 cases filed in 1981 were 36 percent 
higher than 1980 and also more than twice the 
number of filings in 1979 (see Table 2). 

Business bankruptcy cases also have taken an 
upturn over the past two decades. For example, 
an average of about 16,000 business cases were 
filed per year in the 1960s in the United States. In 
the 1970s, that number rose to almost 25,000 per 
year. Business bankruptcies increased by 57 per-
cent from the 1960s to the 1970s,3 but jumped 
55 percent in 1980 and 43 percent in 1981 to 
almost 66,000. Business filings more than doubled 
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in the Southeast from the 1960s to the 1970s 
(see Table 3). Still, the increases in the last two 
years have been significantly less in the Southeast 
than for the nation in general.4 

The cyclical nature of bankruptcies has been 
pronounced over the last four major recessions. 
Filings rose during each recession. The sharp 

increase in the number of cases filed in the 1974-
75 period, experienced both nationwide and in 
the Southeast, attests to the severity of that 
recession. The number of business and personal 
cases filed rose from 173,000 in 1973 to over 
254,000 in 1975 nationwide—a 47 percent in-
crease. 

B A N K R U P T C Y F I L I N G S : U.S . A N D S O U T H E A S T 

We compiled annual bankruptcy statistics for 
the United States and southeastern states for 
1959-81. Data are for the fiscal years ending 
June 30, the fiscal years for the Office of 
Administrative Courts from which most of the 
data came. Prior to October 1,1979, husband-
wife cases were treated as separate filings. 

Under the new code, husbands and wives are 
permitted to file joint petitions. To make the 
data congruent for all years, joint petitions filed 
by husbands and wives after October 1, 1979, 
were counted as two cases. (See Tables 2 and 
3.) 

Table 2. Personal Bankruptcies Filed in 
the United States and Southeast, 1959-81 

(12-month periods ending June 30) 

Number of Cases Filed Percent Change 
United Sixth Dist. United Sixth Dist. 
States States States States 

1 9 5 9 8 8 , 9 4 3 1 6 , 2 9 9 — — 

1 9 6 0 9 7 , 7 5 0 1 6 , 7 5 9 9 . 9 0 2 . 8 2 
1 9 6 1 131,402 2 4 , 1 4 2 3 4 . 4 3 4 4 . 0 5 
1 9 6 2 1 3 2 , 1 2 5 2 4 , 5 9 5 0 . 5 5 1 .88 
1 9 6 3 1 3 9 , 1 9 1 2 6 , 8 6 1 5 . 3 5 9.21 
1 9 6 4 1 5 5 , 2 0 9 2 9 , 7 0 1 11.51 1 0 . 5 7 
1 9 6 5 1 6 3 , 4 1 3 3 0 , 5 6 8 5 . 2 9 2 . 9 2 
1 9 6 6 1 7 5 , 9 2 4 3 0 , 7 4 9 7 . 6 6 0 . 5 9 
1 9 6 7 1 9 1 , 7 2 9 3 2 , 6 3 0 8 . 9 8 6 . 1 2 
1 9 6 8 1 8 1 , 2 6 6 3 1 , 2 6 6 - 5 . 4 6 - 4 1 8 
1 9 6 9 1 6 9 , 5 0 0 2 9 , 1 0 2 - 6 . 4 9 - 6 . 9 2 
1 9 7 0 1 7 8 , 2 0 2 3 2 , 1 0 9 5 . 1 3 1 0 . 3 3 
1971 1 8 2 , 2 4 9 3 1 , 6 2 3 2 . 2 7 - 1.51 
1 9 7 2 1 6 4 , 7 3 7 2 8 , 1 4 3 - 9.61 - 1 1 . 0 1 
1 9 7 3 1 5 5 , 7 0 7 2 6 , 5 0 4 - 5 . 4 8 - 5 . 8 2 
1 9 7 4 1 6 8 , 7 6 7 2 8 , 8 2 4 8 . 3 9 8 . 7 5 
1 9 7 5 2 2 4 , 3 5 4 3 7 , 6 9 4 3 2 . 9 4 3 0 . 7 7 
1 9 7 6 2 1 1 , 3 4 8 3 4 , 2 2 2 - 5 . 8 0 - 9.21 
1 9 7 7 1 8 2 , 2 1 0 3 0 , 9 1 9 - 1 3 . 7 9 - 9.65 

1 9 7 8 1 7 2 , 4 2 3 2 9 , 8 6 0 - 5 .37 - 3 . 4 3 
1 9 7 9 1 9 6 , 9 7 6 3 3 , 4 6 0 1 4 . 2 4 1 2 . 0 6 
1 9 8 0 * 3 1 4 , 8 7 5 4 8 , 2 7 5 5 9 . 8 6 4 4 . 2 8 
1 9 8 1 * 4 4 9 , 6 4 5 6 5 , 4 0 7 4 2 . 8 0 3 5 . 4 9 

Table 3. Business Bankruptcies Filed in 
the United States and Southeast, 1959-81 

(12-month periods ending June 30) 

Number of Cases Filed Percent Change 
United Sixth Dist. United Sixth Dist 
States States States States 

1 9 5 9 1 1 , 7 2 9 9 6 9 — — 

1 9 6 0 1 2 , 1 8 4 1 , 0 8 6 4 . 7 3 1 2 . 0 7 
1 9 6 1 15 ,241 1 , 5 3 0 2 4 . 0 7 4 0 . 8 8 
1 9 6 2 1 5 , 6 5 5 1 , 3 9 8 2 . 7 2 - 8 . 6 3 
1 9 6 3 1 6 , 3 0 2 1 , 3 9 9 4 . 1 3 0 . 0 7 
1 9 6 4 1 6 , 5 1 0 1 , 4 2 2 1 .28 1.64 
1 9 6 5 1 6 , 9 1 0 1 , 4 5 0 2 . 4 2 1.97 
1 9 6 6 1 6 , 4 3 0 1 , 6 2 7 - 2 . 8 4 12.21 
1 9 6 7 1 6 , 6 0 0 1 , 6 8 6 1.04 3 . 6 3 
1 9 6 8 1 6 , 5 4 5 1 , 7 0 8 - 0 . 3 3 1.31 
1 9 6 9 1 5 , 4 3 0 1 , 7 0 6 - 6 . 7 4 - 0 . 1 2 
1 9 7 0 1 6 , 1 9 7 1 , 7 9 2 4 . 9 7 5 . 0 4 
1 9 7 1 1 9 , 1 0 3 2 , 2 0 4 1 7 . 9 4 2 2 . 9 9 
1 9 7 2 1 8 , 1 3 2 1 , 9 6 7 - 5 . 0 8 - 1 0 . 7 5 
1 9 7 3 1 7 , 4 9 0 1 , 8 9 0 - 3 . 5 4 - 3 . 9 2 
1 9 7 4 2 0 , 7 4 6 2 , 2 8 8 1 8 . 6 2 2 1 . 0 6 
1 9 7 5 3 0 , 1 3 0 3 , 9 3 7 4 5 . 2 3 7 2 . 0 7 
1 9 7 6 3 5 , 2 0 1 4 , 5 9 5 1 6 . 8 3 16.71 
1 9 7 7 3 2 , 1 8 9 4 , 5 0 3 - 8 . 5 6 - 2 . 0 0 
1 9 7 8 3 0 , 5 2 8 4 , 2 6 5 - 5 . 1 6 - 5 . 2 9 
1 9 7 9 2 9 , 5 0 0 3 , 9 3 8 - 3 . 3 7 - 7 . 6 7 
1 9 8 0 * 4 5 , 8 4 1 5 , 7 0 9 5 5 . 3 9 4 4 . 9 7 
1 9 8 1 * 6 5 , 7 1 0 7 , 2 3 0 4 3 . 3 4 2 6 . 6 4 

\Joint petit ions filed on or after October 1 st 1980 counted twice to 
make data consistent for all years. 

Source: Tables of Bankruptcy Statistics, Administrative Off ice of 
the United States Courts, 1959-80, and the Federal Reserve Bank of 
At lanta 

•Joint petit ions fi led on or after October 1 st 1980 counted twice to 
make data consistent for all years. 
Source: Tables of Bankruptcy Statistics,Administrative Off ice of 
the United States Courts, 1959-80, and the Federal Reserve Bank of 
Atlanta. 
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The Southeast echoed that dramatic increase. 
Filings in the region rose from over 28,000 in 1973 
to almost 42,000 in 1975—also a 47 percent rise. 
Thus, southerners were also financially strapped 
by the prolonged recession and no less reluctant 
to seek relief through the courts than non-Sunbelt 
residents. 

In terms of severity, the 1974-75 recession was 
much more severe than the 1979-80 recession, 
yet bankruptcy cases filed rose much more sharply 
in the more recent period. Nationwide, cases 
filed rose 78 percent from 1979 to 1980 compared 
to 47 percent in 1974-75. In the Southeast, filings 
rose 58 percent in 1979-80 compared with 47 
percent in the earlier recession. 

It is evident that factors other than the severity 
of the economic downturn are responsible for 
the enormous increase in bankruptcies. As we 
have seen, an aggregate overview overlooks dis-
tinctions between those cases filed by businesses 
versus those filed by individuals. Personal bank-
ruptcies make up the lion's share of total filings 
nationally, constituting nearly nine-tenths of all 

Chart 2. Personal Bankruptcy F i l i n g s 
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Table 4. 1980 Population and 
Personal Bankruptcies 

In the Sixth District 

Personal 
1980 %ot Bankruptcy %ot 

Population Southeast C a s e s Filed Southeast 

Ala. 3,870,251 12.9 9,539 19.8 

Fla. 9,579,963 31.8 5,715 11.8 

Ga. 5,404,384 18.0 10,197 21.1 

La. 4,199,542 14.0 5,216 10.8 

Miss. 2,511,491 8.3 4,043 8.4 

Tenn. 4,545,590 15.1 13,565 28.1 

District 
States 30,111,221 100.0 48,275 100.0 

cases filed during fiscal 1981. In the Southeast, 
personal bankruptcies also accounted for about 
nine-tenths of all cases. 

State Trends Vary Widely 

Trends in overall bankruptcies never capture 
important differences among the states. The 
number of cases filed rose 26 percent in Tennessee, 
for instance, more than three times the 7.7 
percent rise in Florida in 1980. 

One would normally expect personal bank-
ruptcies to vary directly with the number of 
debtors within a state. Unfortunately, the number 
of debtors is unavailable on a state-by-state basis. 
The second best alternative is population. Table 4 
shows 1980 population and bankruptcies for the 
six southeastern states as well as the percentage 
distribution of these two measures. 

The disproportionate incidence of personal 
bankruptcies persists. Although Tennesseeans 
constituted only 15 percent of the total population 
in the Southeast, they filed 28 percent of the 
region's bankruptcy cases in 1980. In contrast, 
nearly one in three southeasterners lived in 
Florida that year, but Floridians accounted for 
only about one in nine of the cases filed in the 
Southeast. Louisiana also has a below-average 
incidence of personal bankruptcies, making up 
14 percent of the 1980 population in the South-
east but constituting only 11 percent of its filings. 

What other factors might explain the variation 
in state bankruptcy rates? In a 1980 survey of 
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Table 5. Personal Bankruptcy Filings, 
Sixth District States, 1959-81 

(12-month periods ending June 30) 

Ala. Fla. Ga. La. Miss. Tenn. 

1959 7,658 168 3,134 840 165 4,334 
1960 6,756 214 3,944 1,091 245 4,509 
1961 9,182 31-2 5,971 1,738 571 6,368 
1962 9,240 445 5,973 1,822 431 6,684 
1963 9,818 496 6,509 2,089 533 7,416 
1964 9,827 596 7,395 2,547 797 8,539 
1965 9,767 660 7,870 2,541 891 8,839 
1966 9,449 929 7,500 2,379 1,013 9,479 
1967 10,104 1,204 7,407 2,802 1,044 10,069 
1968 9,959 1,165 6,427 3,620 983 9,112 
1969 8,998 1.192 6.012 4.037 971 7,892 
1970 9,456 1,409 6,928 4,598 1,167 8,551 
1971 9,089 1,877 7,194 4,637 1,276 7,550 
1972 7,738 1,857 6,556 3,867 1,361 6,764 
1973 7,021 1,581 6,243 3,960 1,407 6,292 
1974 7,366 1,633 6,246 4,334 1,737 7,508 
1975 8,711 3,332 8,796 5,073 2,635 9,147 
1976 7,280 4,705 7,348 4.497 2,585 7,807 
1977 6,640 4,372 6,269 4,074 2,274 7,290 
1978 6,460 3,937 6,216 3,978 2,236 7,033 
1979 7,292 4,318 7,248 4,238 2,392 7,972 
1980 9,539 5,715 10,197 5,216 4,043 13,565 
1981 12,408 6,049 14,149 6,545 9,167 17,089 

Source: Tables of Bankruptcy Statistics, Administrative Office of the 
United States Courts, 1959-80, and the Federal Reserve Bank of At lanta 

Table 6. Business Bankruptcy Filings 
Sixth District States, 1959-81 

(12-month periods ending June 30) 

Ala. Fla. Ga. La. Miss. Tenn. 

1959 109 299 200 157 56 148 
1969 117 275 265 241 62 135 
1961 140 465 295 331 88 211 
1962 160 353 282 317 93 193 
1963 170 369 250 321 60 229 
1964 201 305 229 377 82 228 
1965 210 298 286 363 76 217 
1966 222 311 362 407 92 233 
1967 227 310 349 471 103 226 
1968 255 251 381 461 88 272 
1969 212 290 277 524 83 320 
1970 242 264 304 545 118 319 
1971 243 392 484 538 150 397 
1972 248 359 463 401 155 341 
1973 217 356 427 420 153 317 
1974 251 480 558 466 187 346 
1975 326 996 977 613 316 709 
1976 412 1,269 1,163 685 309 757 
1977 405 1,216 1,221 611 316 734 
1978 424 1,059 1,098 632 306 746 
1979 492 986 846 606 262 746 
1980 1,090 1,198 1,157 843 163 1,258 
1981 1,371 1,395 1,469 1,075 316 1,604 

Source: Tables of Bankruptcy Statistics, Administrative Off ice of the 
United States Courts, 1959-80, and the Federal Reserve Bank of At lanta 

1,645 individuals and families who had filed 
bankruptcy, Andrew Brimmer found that 57 per-
cent of the sample consisted of persons 34 years 
of age and under.5 In constrast, this age group 
constituted only 40 percent of the population 18 
years old and over. Moreover, the 18-44 year old 
group made up 56 percent of the working age 
population but 83 percent of the bankruptcy 
cases in the sample. The finding is not surprising 
in view of the fact that a disproportionate share of 
consumer credit is extended to this younger 
group. Moreover, any measure of debt burden 
one selects is usually higher for young households. 

Therefore, it may be helpful to examine differ-
ences in age structure of a state's population as a 
plausible explanation of why per capita bank-
ruptcies differ between states. That is to say, a 
state whose working-age population contains a 
large concentration of young households can be 
expected to experience a higher incidence of 
personal bankruptcies, ceterus paribus, than a 

state whose population consists of a low concen-
tration of young households. 

Although varying strengths and weaknesses of 
the states' economies also are important reasons 
for differences in incidence of personal bank-
ruptcies, it is also clear that age structure is 
important. For instance, for every thousand resi-
dents in Florida 394 were of age 20-39 in 1980, 
and there were only 81 personal bankruptcies 
per hundred thousand residents. In Tennessee, 
the other hand, per thousand residents there 
were 468 people in the 20-39 years old group 
and 435 personal bankruptcies per hundred 
thousand population. 
State-to-state differences in the incidence of 

bankruptcies are clearly related to varying eco-
nomies during the period. Florida's economy 
wasn't nearly as hard hit by the 1979-80 recession 
as, say, Alabama or Tennessee. Louisiana's economy 
was buoyed by the strength of its petroleum and 
natural gas explorations. 
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Table 7. Estimates of Components of Change in Personal Bankruptcies in the U.S. and Southeast 

1974-75 

Actual Trend Cyclical 

Number of Cases 

Alabama 1,690 - 1 9 4 1,884 
Florida 3,124 1.278 1.846 
Georgia 2,553 254 2,299 
Louisiana 1,113 584 529 
Mississippi 1,228 407 821 
Tennessee 2,855 203 2,652 

District 11,190 1,461 9,729 

United States 68,647 10,485 58,162 

Source: Tables of Bankruptcy Statistica, Administrative Office of the 

1979-80 

% Due To 
New New 

Actual Trend Cyclical Code Code 
Number of Cases 

2,247 - 9 0 1,884 453 20.2 
1.397 917 1,846 -1,366 0.0 
2,949 140 2,299 510 17.3 

978 428 529 21 2.2 
1,651 378 821 452 27.4 
5,593 109 2,652 2,832 50.6 

14,815 828 9,729 4,258 28.7 

117,899 6,122 58,162 53,615 45.5 

Stats Courts, 1959-80, and the Federal Reserve Bank of Atlanta. 

One widely used measure of relative per-
formance of the state economies is the level of 
unemployment. Bankruptcies, we find, are more 
consistent with a state's share of the region's 
unemployed than with population. Yet the overall 
unemployment level or rate can be misleading. 
Duration of unemployment is at least as important 
as incidence. Prolonged periods of unemployment 
can deplete financial assets and force a household 
into bankruptcy. Unfortunately, current unemploy-
ment duration data do not exist on a state level. 

However, even after considering the relative 
economic health of the various southeastern 
states, the interstate differences in bankruptcies 
persist. Although bankruptcies seem to correlate 
more closely to unemployment than to population, 
bankruptcy patterns still differ significantly from 
unemployment patterns. 

States may, however, differ markedly in the 
degree of cyclical vulnerability. Some states have 
a higher proportion of their work force in cyclically 
sensitive industries than do others. Another vari-
able is that blue collar workers in construction 
and manufacturing file bankruptcy in greater 
numbers than do white collar workers. Not sur-
prisingly, the share of Tennessee's private nonfarm 
work force in goods-producing industries (manu-
facturing mining and construction) is 35 percent, 
higher than any other southeastern state. Florida 
on the contrary, has the region's least concen-
tration of workers in these three sectors. In 
1980,only one in five Florida workers was in 
goods-producing industries. 

H o w Much of The Increase Was Due 
to The New Code? 

Had the 1959-79 trend rate of bankruptcy 
filings continued through 1980, there would 
have been roughly 4,400 additional personal 
bankruptcies filed that year in the United States. 
Therefore, the 24,000 additional cases filed in 
1979, the 118,000 in 1980, and 135,000 in 1981 
were well above trend. 

However, not all the additional cases filed in 
1979-81 can be attributed to the 1978 Reform 
Act. The data are for the fiscal year ending June 
30. Since the new law took effect only in October 
1979, bankruptcies filed in fiscal 1979 cannot be 
blamed on the new law. That increase represents 
the effect of an overheated economy with double-
digit inflation. Although the number of cases filed 
in fiscal 1980 and 1981 does include the period 
for which the new code was in effect, it also 
includes a period of recession. The task, of course, 
is to isolate the new code's effect from the 
recession's effect, (see Box 2) 

Regardless of the assumptions one makes about 
the severity of the 1980 recession, the new code 
had a significant influence on the additional 
bankruptcy cases filed both nationally and in the 
Southeast. For instance, assuming that the 1980 
recession was equivalent in severity o the 1974-
75 contraction, then only about 58,000 of the 
almost 118,000 additional cases filed in fiscal 
1980 can be attributed to the 1980 recession. 
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(Table 7 continued) 

1979-81 

% Due To 
New New 

Actual Trend Cyclical Code Code 

Number of Cases 

5,116 - 1 8 0 1,884 3,412 66.7 
1,731 1,988 1,846 -2,103 0.0 
6,901 283 2,299 4,319 62.6 
2,307 885 529 893 38.7 
6,775 801 821 5,153 76.1 
9,117 219 2,652 6,246 68.5 

31,947 1,694 9,729 20,524 64.2 

252,699 12,420 58,162 182,087 72.1 

That leaves over 53,000 cases unexplained by 
either trend or recession and apparently due to 
the new code. Thus, our assumptions about 
recession severity persuade us to attribute about 
45.5 percent of the additional cases filed in fiscal 
1980 to the new code. If the 1980 recession is 
assumed to have been equal in impact to the 
1970-71 recession, then 92 percent are attribut-
able to the new code. Finally, if the 1980 recession's 
impact is believed to have been equivalent to the 
1960-61 recession, then 73 percent can be attri-
buted to the law. 

We also applied the same procedure to the 
personal bankruptcy data for the southeastern 
states. The findings were interesting, but not 
surprising. Although the new code added materially 
to the additional volume of personal bankruptcy 
filings in the Southeast, the relative contribution 
was substantially less than its effectforthe United 
States in general. For instance, while our estimates 
lead us to conclude that the 1979 code was 
responsible for roughly 45.5 percent of the addi-
tional personal bankruptcies filed nationally in 
1980, only 28.7 percent of the additional cases 
filed in the Southeast can be attributed to the 
new code. In Tennessee, the contribution of the 
new code to personal bankruptcies (50.6 percent) 
was above the national average. In contrast, the 
new code is believed to have been overshadowed 
by strong economic growth in Florida. Strong 
growth in Florida held the rise in bankruptcies in 
1980 below trend. Less than one-fifth (17.3 

FEDERAL RESERVE BANK OF ATLANTA 

percent) of Georgia's additional bankruptcies can 
be blamed on the new code (see Table 7). 

However, more recent data suggest that the 
law had a more significant influence on personal 
bankruptcies for the two-year period after it went 
into effect than it had on filings during the first 
nine months. For instance, three-fourths of the 
cases filed nationally and almost two-thirds of 
those filed in the Southeast over the eight quarters 
from July 1, 1979, to June 30, 1981, can be 
blamed on the law (see Table 7). These propor-
tions are substantially higherthan the 46 percent 
in the United States and 29 percent in the 
Southeast we attribute to the new code during its 
first nine months. This is not a surprise but is 
consistent with a generally upward-sloping learn-
ing curve. As more individuals become aware of 
the new law's contents, they become more likely 
to file. 

We also recognized that recessions do not 
affect individual states uniformly. That is, our 
measure of the relative impact of the new code 
on the rise in personal bankruptcy in each state 
rests on the assumption that the 1980 recession 
was equally severe vis-a-vis the 1974-75 recession in 
each state and in the nation. If this assumption is 
more realistic in some states than it is in others, 
then the relative effect of the new law can be 
distorted. To account for this variation, we com-
pared the duration and severity of the 1980 
recession to the 1974-75 recession and measured 
the new code's effect on bankruptcies (see Box 
2). 

The new results raise the estimated impact of 
the new code substantially in all states as well as 
the U.S. For instance, more explicit account of 
the relative weaknesses of the Mississippi economy 
in 1980-81 compared to 1974-75 lowered the 
contribution of the recession and raised the 
residual effect (presumably due to the new code) 
from 76 percent to almost 80 percent. Our earlier 
assumption of equal severity was clearly inappro-
priate for Mississippi. The new code's contribution 
to the increase in personal bankruptcies in Florida 
was left at no effect under both assumptions. But 
even after taking into more explicit recognition 
the relative weakness of the state economies in 
1980 vis-a-vis 1974-75, we still find that the code 
had less impact on the rise in personal bankruptcies 
in the Southeast than in the nation. In 1980-81, 
while 82 percent of the above trend increase in 
personal bankruptcies could be attributed to the 
new code in the U.S., 73 percent of the rise in the 
Southeast could be blamed on the new code. 
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B O X 2 

To separate the new law's effect on the 
personal bankruptcy rate from the recession's 
effect, we used regression analysis. First, we 
estimated a trend effect for the period 1959-79. 
Then we used these results to project the 
number of personal bankruptcies in 1980 and 
1981 that would have been consistent with the 
1959-79 trend. The trend number of additional 
cases was subtracted from actual additional 
cases in 1980 and 1981 to obtain the detrended 
estimate. The latter measures both the effect of 
the new law and the cyclical effect. 

To separate these two influences, several 
assumptions concerning the severity of the 
1980 recession were necessary. First, we as-
sumed that the 1980 recession was as severe 
in its influence on personal bankruptcy filings 
as its 1974-75 predecessor. Therefore, the 
number of cases filed in 1974-75 over the 
number predicted by our trend estimate provides 

an estimate of the cyclical component for 
1974-75. Indeed, if the 1980 downturn was as 
severe as the 1974-75 recession in terms of its 
bankruptcy effect, then subtracting the cyclical 
component of the increase in filings in 1974-75 
from the detrended 1980-81 estimate leaves a 
residual that we attribute to the law. 

But there may be disagreement over our 
assumption that the 1980 recession was as 
severe as 1974-75. To account for this possibility, 
we made the same calculation assuming that 
the 1980 downturn was comparable to the 
1970-71 recession. Finally, we repeated the 
process, assuming that the recession wascom-
parable to the 1960-61 recession. 

To more explicitly measure the recession's 
impact versus the new code's effect on personal 
bankruptcies, we used several broad indicators 
for relative duration and severity of the 1980 
recession vis-a-vis the 1974-75 recession: (1) 
duration (the number of months from peak to 
trough in nonfarm employment), (2) severity 
(percent change in nonfarm and manufacturing 
employment from peak to trough), and (3) the 

Table 8. Cyclical Patterns of Manufacturing Employment in Two Recessions 
United States and Southeastern States 

(Manufacturing Employment 000's) 

Duration Change Change 
(months) Peak Trough (amount) (percent) 

Alabama 
4/74-4/75 12 359.3 313.3 - 46.0 -12.8 
1/80-7/80 6 375.1 344.4 - 30.7 - 8.2 

Florida 
12/73-6/75 18 383.7 335.4 - 48.3 -12.6 
2/80-7/80 5 458.7 449.0 - 9.7 - 2.1 

Georgia 
12/73-3/75 15 501.3 420.1 -81.2 -16.2 
11/79-6/80 7 531.8 503.8 -28.0 - 5.3 

Louisiana 
3/74-7/75 16 193.7 183.9 - 9.8 - 5.1 
10/79-7/80 9 214.6 209.3 - 5.3 - 2.5 

Mississippi 
12/73-4/75 16 225.6 192.7 - 32.9 -14.6 
6/79-7/80 13 237.8 213.4 - 2 4 . 4 -10.3 

Tennessee 
1/74-4/75 15 527.0 447.0 - 80.0 -15.2 
1/79-7/80 18 530.1 484.7 - 45.4 - 8.6 

United States 
12/73-7/75 19 20,239 18,115 -2,244 -11.0 
6/79-7/80 13 21,132 19,828 -1,304 - 6.2 

Source: Unpublished data provided by State Department of Labor and Employment and Earnings,Bureau of Labor Statistics (various issues). 
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percentage points by which the state and 
national unemployment rates rose during the 
two recessions. 

Although all indicators we examined were 
useful in determining relative duration and 
severity of the 1980 recession in the states and 
U. S., some were superior to others. Movements in 
manufacturing employment and unemployment 
rates, for example provided good measures of 
cyclical changes in business conditions. Since 
our task was to measure relative and not 
absolute severity, changes in manufacturing 
employment are especially appropriate. A state's 
unemployment rate is an accurate reflection of 
the strength of its overall economy. The ranking 
of the six southeastern states relative to each 
other and the U. S., in general, is consistent with 
popular views concerning the severity of the 
1980 recession in the Southeast. 

Tables 8 and 9 show timing, duration, and 
severity of the 1980 recession vis-a-vis the 
1974-75 recession in the U. S. and each of the 
six southeastern states The earlier assumption of 
equal relative severity was clearly inappropriate in 

measuring the impact of the new code. The 
relative severity actually varied substantially 
between the states. For instance, the 1980 
recession, according to our measure, was 71 
percent as bad in Mississippi as the 1974-75 
recession was, but in Florida the last recession 
was only 17 percent as severe as the 1974-75 
recession. (Table 10). 

The 1980 recession's effect on personal 
bankruptcies was measured as follows. We 
calculated a relative severity index for each of 
the six states measured by the relative declines in 
manufacturing employment during the 1980 
and 1974-75 recession. The product of the 
estimated cyclical effect in 1974-75 and the 
relative severity index served as our measure 
of the cyclical component of the 1980 rise in 
personal bankruptcies. The cyclical and trend 
rise in filings were then subtracted from the 
total rise in filings during 1980 to obtain the 
effect of the new code. The relative contribution of 
the new code was then calculated as the ratio 
of the new code estimate to actual increases in 
personal bankruptcies filed (see Table 12). 

Table 9. The Cyclical Patterns of Unemployment Rates During Recessions 

Duration Change 
Business Cycle (months) Peak Trough (percentage points) 

Alabama 
11/73-3/75 16 4.4 8.2 +3.8 
1/79-7/80 8 7.2 10.1 +2.9 

Florida 
10/73-5/75 19 3.5 11.8 +8.3 
1/80-7/80 6 5.0 7.2 +2.2 

Georgia 
11/73-3/75 16 4.0 9.4 +5.4 
10/79-7/80 9 5.0 7.2 +2.2 

Louisiana 
11/73-2/75 15 6.4 7.7 +1.3 
10/79-11/80 13 6.3 7.2 +0.9 

Mississippi 
11/73-7/75 20 3.8 9.6 +5.8 
10/79-7/80 9 5.5 8.3 +2.8 

Tennessee 
11/73-4/75 17 3.9 9.3 +5.4 
12/79-7/80 7 5.9 8.3 +2.4 

District 
11/73-6/75 19 4.5 8.9 +4.4 
10/79-7/80 9 6.0 7.9 +I.9 

United States 
10/73-5/75 19 4.6 9.0 +4.4 
2/80-7/80 5 6.2 7.6 +1.4 

Source: Unpublished data provided by state labor depar tments 
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Table 10. Behavior of Manufacturing Employment 
Over Recessions 1974-74 and 1980, 

Southeast and United States 
(percentage change from peak to trough) 

1980/ 
1 9 8 0 1 9 7 4 - 7 5 1 9 7 4 - 7 5 

Mississippi —10..3 -14.6 70.6 
Alabama - 8.2 -12.8 64.1 
Tennessee - 8.6 -15.2 56.7 
Louisiana - 2.5 - 5.1 49.0 
Georgia - 5.3 -16.2 32.7 
Florida - 2.1 -12.6 16.7 
United States - 6.2 -11.0 56.4 

Source: Federal Reserve Bank of At lanta 

Table 11. Behavior of Unemployment Rates 
During Recessions 1974-75 and 1980, 

Southeast and United States 
(percentage point changes) 

1980/ 
1 9 8 0 1974-75 1 9 7 4 - 7 5 

Alabama 2.9 3.8 76.3 
Louisiana 0.9 1.3 69.2 
Mississippi 2.8 5.8 48.0 
Tennessee 2.4 5.4 44.4 
Georgia 2.2 5.4 40.7 
Florida 2.2 8.3 26.5 
United States 1.4 4.4 31.8 

Source: Federal Reserve Bank of Atlanta. 

Table 12. Relative Contribution of Bankruptcy 
Reform Act of 1978 to the 1980-1981 Rise in 
Personal Bankruptcies in U.S. and Southeast 

(percent) 

Equal 
Severity*0) 

Unequal 
Severity*6) 

Alabama 66.7 78.0 
Florida 0.0 0.0 
Georgia 62.6 85.0 
Louisiana 387 50.4 
Mississippi 76.1 79.6 
Tennessee 68.5 81.1 
District States 64.2 72.8 
United States 72.1 82.1 

Note: (a) Equal Severity assumes that 1980 recession was equally 
severe as the 1974-75 recession, 

(b) Unequal severity was derived using relative percent declines in 
manufacturing employment. 

Only in Georgia is the new code estimated to 
have a more significant effect than the nation in 
general. See Table 12 for the new code's effect 
on additional filings in other states under the 
unequal security assumption. 

Conclusions 

Our study suggests three general conclusions. 
First, the new code added significantly to the 
annual volume of personal bankruptcies filed in 
the U. S. in general and the Southeast. This 
conclusion is reached regardless of the assumption 
one makes regarding the relative severity of the 
1980 recession vis-a-vis its predecessors. 

Second, the relative influence of the new law 
was less important in the Southeast than for the 
U. S. as a whole. Assuming that the 1980 recession 
was equal in severity to the 1974-75 recession, 
about two-thirds of all personal bankruptcy cases 
filed between July 1,1979, and June 30,1981 in 
the Southeast can be attributed directly to liberali-
zation of exemptions in the 1978 Bankruptcy 
Reform Act, as opposed to three-fourths of the 
cases filed nationwide. 

Third, the new code's influence became more 
pronounced the longer it was in effect. Although 
the new code was responsible for almost 29 
percent of the increase in personal cases filed in 
1979-80 in the Southeast and about 46 percent 
of the increased cases filed nationally during the 
same period, it was responsible for over 64 
percent of the cases filed in the Southeast and 72 
percent of the cases filed nationally in the four-
quarter period ending June 30, 1981. Finally, 
when we examined the relative severity of the 
1980 recession on a state by state basis, the 
results raised the estimated impact of the new 
code on personal bankruptcies considerably. 

—Charlie Carter 

1 Therefore it was common pract ice for creditors to adjust lending policies 
according to the economy's general health, refraining from lending when 
the economy weakened and expanding when economic condit ions 
improved. Adjusting the price of credit via more stringent credit policies 
(refusing loans to prospective borrowers who otherwise would have been 
considered credit-worthy) is also frequently used by creditors int imes of 
economic weakness. 

2 For our purposes, the term 'Southeast is used synonymously with Sixth 
District and include all of the states of Alabama, Florida, Georgia, Louisina, 
Mississippi and Tennessee. 

3 Faster growth in the number of business cases from the 1960s to the 
1970s could reflect the faster growth in the number of f irms in the Sunbelt 

4 Business cases fi led in the Southeast rose 45 percent in 1980 and 27 
percent in 1981. 

5 Andrew F. Brimmer, "Publ ic Policy and the Economic Implications of 
Personal Bankruptcies," Statement before the Subcommit tee on Courts, 
Senate Judiciary Committee, April 3 , 1 9 8 1 . 
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