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Summary — Credit Access After Consumer Bankruptcy Filing: New Evidence®

The working paper summarized in this brief explores whether
these variations in Chapter 7 and Chapter 13 bankruptcy fil-
ings make a discernible difference in postbankruptcy access

to credit.

DATA AND METHODOLOGY

The authors used anonymous borrower-level data from Equi-
fax, one of the largest credit bureaus in the U.S. The data set
contains quarterly information on a 1-in-20 random sample
of borrowers from 2005 to 2012. Information from the data
set used in this study includes the timing and type (Chapter 7
versus Chapter 13) of bankruptcy filing, the opening and clos-
ing of credit accounts, and the credit limits associated with

such accounts.

The study took into account two events that may have played
a role in a household’s decision to file for bankruptcy: the
passage of the Bankruptcy Abuse Prevention and Consumer
Protection Act of 2005 (Bankruptcy Reform Act) and the Great
Recession. Of particular relevance to the findings discussed
here, the Bankruptcy Reform Act disallows prospective filers
with household income above the state median income, with
unsecured and secured debt falling below a certain thresh-
old, and with the ability to repay some of the debt to choose
Chapter 7; these households are now required to file for
bankruptcy under Chapter 13. The Bankruptcy Reform Act still
allows households below the state median family income to

choose between Chapter 7 and Chapter 13 bankruptcy.
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RESULTS

The authors focused on unsecured debt, such as credit
cards, as opposed to secured debt, such as mortgages, and
found that:

e Credit scores start to recover dramatically before the date
on which debt is discharged for both filer types, which
might be caused by the waiting period before debtors
are allowed to file for bankruptcy again. This waiting pe-
riod may mitigate the risk of default for lenders.

«  Despite the recovery in their credit scores, bankruptcy fil-
ers have limited access to unsecured credit. Even though
debtors may be able to obtain some unsecured credit
after bankruptcy, their credit limits are substantially lower
than they were before bankruptcy filing.

e Chapter 7 filers have a greater opportunity to acquire
unsecured credit from new lenders than Chapter 13 fil-

ers do. The rebound in new credit cards occurred more

BEYOND THE BRIEF

slowly for Chapter 13 filers, possibly because they were
using a portion of their income to pay down old debts
and because they can file for bankruptcy again more
quickly than Chapter 7 filers can.

« Despite reduced access to new credit, Chapter 13 filers
are better able to maintain old credit and, as a result,
generally have higher overall credit limits than their

Chapter 7 counterparts.

POLICY IMPLICATIONS

This research sheds light on the different outcomes in the
unsecured credit market experienced by Chapter 7 and
Chapter 13 bankruptcy filers. Although bankruptcy reform
in 2005 has made Chapter 13 the more common path for
borrowers carrying unsustainable debt challenges, knowing
the implications of the different bankruptcy processes is im-
portant for credit counselors and borrowers who face this
difficult decision.
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