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Causes and effects of consumer bankruptcies:
a cross-cullural comparison

TAHIRA K. HIEA Department of Human Development and Family
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Phnta for this sty were eollected during TORR through survevs condwered i Crnndo,
Japan, Seotland o e United Siwses, The overal] olffeciives of the viudy were
deternuine differences in factors influencing decisions o file bankrapicy, expecranions
S Barkrapicy and empact of herkrapecy Sfing ow debior’s Sife Joeach coumtey, It wis
Favnid swrr over 505 af debwars bl countries eveepd te Urited Sontes (46%) iderifivd
“foner praeach) Srorrowing” as o reasow for having e file for Bankraptey. Mostof e detdoes
im each counpy agreed thar barkripeey peovided g fresh e’ In addiion, U5, and
Curmealivoe defwors wlve dndicared thay ([line for baenkrupiey haed o positive Tnflienee an
tirefr health stemes, oy relations and the coployment siats, The dopact of
daniraptey for fapanese defiors was masher b, reslting in faely probilems, health
problems, swicides and running away from howe, To felp reduce the growd in
bankraptey and Falt repeat Fankruprcies, a sudri-level effort focesing on lending
practices, borrowing practices and bankenpicy procedures s needed,

Introscductiom

Bankmuptey has both personal and secietal costs, Personal costs may inclwde siress
and depression, employment harasment, difficulty in morally secepiing hamk-
muptey, loss of assefs, social disapproval, court costs and begal fees, Societal cosis
are determined to some extent on how creditors pass on 10 all borrowers 1l risk
af their bankruptey losses i the foom of higher credit costs or restrictions on the
aviilwhility of credit, )

Previous bankroptcy studies have wsed the micro-cconomic approach of
examining individual case histores to idenfify economic and demographic
anributes that appearn W characterize ankrept individuals. Many of these studics
have wscd bankrupiey records fo analyse the nature and extent of bankruprs
debi. Most studies have concluded that causes of bankruptey include creditors
threars for legal action, actual collection actions, o much Brrowing amd
mismanagement of debe. Ouiright onemployment seems a less oritical deters
minant. Marital probems, large medical bills and changes in personal circum-
stances also contributed o many of the decisions w fike for Dankrupety, Some
studics have alse relatcd incrcase in bankrpicy rales W macisecommmic Tacions
such as infation, high interest rates, change in kgslation and coonomic swings in
thiz region,

Comrespomdimee: Talire K. Hir, Ph.O. CFP, 164 LeBoren Hall, lows Stte Univessirs,
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However, fow studics have focused on exploring the impact of bankrupicy on
debtors’ social and ccomomic situnations. Further, none of the siudies have
compared this aspect of consumer debt among industrially developed countnes
where families are exposed to varous tvpes of caedit products, Bankrupicy
procedures am (o provide o ‘fresh start” and reliel from immediate financal
stress, However, it is not clear how the decision to file for bankruptey is made and
the impact of bankruprey on the debtors” lives. Researchers have not explored the
long-term effect of bankrupicy v determine if the bankrupiey process is meeting
its goals of providing a “fresh start’ and ‘rehabilitation’ for the debtor.

Literaiure review

According to previous studies, most bankrupts fall between the ages of 25 and 40
years, 4 high proporion of bankrupicies were filed by men. All early studies
indicate that the majority of debtors in bankmpeey were marred.'™ Several
studies cxamining the education aitainmest of debtors have revealed no
significant difference between bankrups and general population.” Many studics
found that the majority of bankrupts were emploved in blue-collar eccopations,
and unemployment at the time of fling was indicated & a significant cause of
hﬂ.ﬂl:mptf}'.”'"

According to the resulis of many studies, familics in bankrupicy were relatively
larger in size than the general population. Young familics enduring financial
stress were the most likely family type to file bankrupicy. A disproporionately
high nomber of debtors in bankroptcy bave been determined as urban
d"‘ﬂ“‘l.'-";-l LR R

Some bankrupts (3% ) repeated use of the bankruptey process to sobve their
deht problems.” Bankrupts gained information about bankruptcy most freguently
from their own general knowledge, [ends, relatives and co=workers, ™™ The
average bankrupts were [oumd 10 be ar income levels bower than the pemerul
population. ™ Smmilacly, kevels of motal asiels values for debilors in bankroptey
were lower than that of the surrounding populous.®' " Dolphin® reported a
medhan of 14 creditors per bankrupt i s sample,

Approximarely 5% of detors in bankrupicy owed debt excesding 33,0080,
whereas only 36% of U.S. credit wers exceeded 55,000 indebtedness.® Many
researchers discovered banknupts in general were less likely to own their homes
when compared with the general population. '~ Bankrupis owed their debits to
many sources including finance companies, credit unkoms, rotail stores, credin
cards and banks.® ** Factors leading to bankruptey as identified by many siudics
include poor debt menagement, attitude foward credit, emotional and family
problems, medical problems, asscis loss, imcrease im0 cxpense and loss of
imumt.!..'l—ﬁ.lu

Consamer bamkmupteies and serious debt probdems are o result of mueltiple
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factors, some intcrnal to the debiors and others present in the external
environment. External factors are the inflaences cxeried by the lenders on the
borrewer's credit behaviour, These include the presentation of the credit product,
the method of distribution. the price. the sules promotion, the use of credit score

- system, and the policies to grant credit and collect bad debt. The internal factors

include the socioeeconomic factors =uch as family lifecycle, years of work
experience and mcome, the attitude toward debt and borrowing, money and debt
management skills, and decision-making skills.

Proceduores

(Mrjechives

The overall ohjective of this study was 1o determine and compare the following
between the U5, Canada, Scotland and Inpan:

{a] socio-economic profile of debtors in bankropiey,

(b legal environment in which bankruptey is declared.

{c) Factors influencing the decision to file for bankruptcy,

{d] expectations from hankruptey and impact of bankrupicy filing on debor s
lives,

Source of data

The data were collected during 19871988 by examining the sctual bankruplcy
petitions and through questionnaires completed by bankrupts in U.5.A. . Canada,
Scotland and Japan. Bankruptey records m the LS A and Canada are public
records and access 10 the records for the parpose of research was not a problem.
In Japan, bankruptey records lie with each lawyer who is involved i bankruptey
cases and had to be acquired from individual lawyers. About T lawyers from
various parts of Japan co-operated in providing four to hive cases each from
among those who declared bankrupicy during 1987-1988. Similarly in Scotland,
such records are not available st o central location and neiiber are they public
records. Various sccounting firms involved with consumer bankruptey cases had
to be contacted o aecess bankrupley records. In both countries bankruptcy cases
by lawyers and accountants were s2lected randomly.

From the lists of bankruptey filings during 19%7-198%, a random samgple of
records {257 in Scotland, 320 in Japan. 376 in Canada and 360 in the United
Siates) were selected. Bankruptey records in each country provided information
on bankrupts’ socio-cconomic characteristics, legal status of bankrupdcy filings,
debtors’ financial status (tvpes. amounts and sources of debts and assers) at the
time of bankropicy.

These randomly sebected hiankrpts were also posted a questionnaine in January
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198, The guestionnaire was designed 10 collest information on the [slowmg
topics: deblor’s financial status afier bankrupoey, attitudes 1oward debi, causes
and effects of bankroptcy and satisfaction with bankruptey process. The
guestionnaite incloded both closed and open-ended items. The lems were
selecied from previows survevs. ™™ The number of completed ond usable
questionnares waried greatly Tromm country oo country (Japan 121, United States
IS, Sootland 92 and Canada 50)., Low response ralés (o the survey is 4 limitation
of this study. Howewer, no other study oo the authors knowledge has aifempled
o draw comparisons among nations. Findings of cthis study will make anigque
contributions in building kaseline data and emphasizing isswes for future research.

Methedofogy, Data were analysed osing frequency analysis; it is & wseful
mthod for presenting descriptive data. Some  descriptive techniques more
cornmmoaly used in Lhe social services are frequendy distribution, mewn, mode and
redian. I order 10 compare the differences beteeen fouwr groaps of population
(four couniries). elests analysis were wsed, To determine if the differences
berween the groups were stalistically significam, & ° vabue of 0-05 or less was used
as a critcrioon.

Saciv-economic characieristics

Among the individuals filing for bankruptcy, & varicty of personal and economic
characterisiics were observed. However, a5 & group, they emd io represent a
population group with the following characieristics: lower income, cngaged in
sKilled/semi-skilled professions, employed. renters, males. 12 years of education.
married, three-member household.

Moticeatle differences were observed among bankrupts in the four countries.
The mujority of bankrupts n each country were males, Propertion of females
between U5, Canada and Scotland werne significantly different (--test significant
at o= 05 Approximately one=Lhind (31°%) of the bankrptcies filed in the
LL5. A, were joint bankruptgies, Even thongh most debliors in each counlry were
married, the proportion of divorced and sepsrated wias highest in Canada §-tes
significant a1 F = (H05), The Japanese and Scottish debiors represented relatively
larger househokds than the United States and Canadian debtors. Hewever, the
differences were not statstically signifcast. The average 0.5 and Canadian
debtors wended o be younger (mid-thirties) than their counterparts in Japan asd
Scotland (carly loatea).

Even though education levels were similar among bankrupts in all countrics,
the ULS. debrors, on average, had slightly more years of edwention (40% had 13
venrs oF more] compared w the other countries’ average of 11 and 12 years. The
propertion of those fully emploved was also highest amaong the LS, debiors,
while unemploved and loeking for a job owas highest among the Scottish debtors.
t-Tests resulits for these comparisons were significant at = 0205, Generally
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speaking, most bankrupls in cach country were employed in semi-skilled
occupations and the service industry, The proporton of those with managerial
und professional oocupations was highest among U5, debtors. Among U5, and
Japanes: debrors was also a higher proportion of those who were emploved in the
apricultural sector (Table 1)

Bankrupts have wsually been chaructenzed as s mobile population. On
average, bankrupis in this study had moved twice during the last 5 vears. The
mast frequently cited ressons for moving among the Canndian and 1.5, debiors

Table 1. Sowiodemogruphic chancteristics af debitors in hankrupley (in perceninpes]

L5 A, Caada Soothnd Japan
(r=300] [F =30 ([a=2U4¥ (o= 3NN

Sex
lnle a3 -7 T 5
Fomale 14 a3 13 L
Jaint" il — —_
Mt =i
Hngle 7 20 4 B
Marad A2 5F Bl 6lF
Jeparandifvorcediwadomed 2 2E 1 1 7°
Missing 9 = L 15
Age (meHn vears) i 3 43 L
Hemechald size k! k! 4 4
Mean sumiber of moves inthe st 3 yeors 1:% 2 I —
Mean years af schecoling 13 12 i1 .
Employment starus
Fully emploved inl 5h a4 4%
Fartizlly esnployed i 2T B 1
Unemphoyesd 12 1 1] e
(hier [disabled. retored) 7 .4 L3 I
Mizming, 7 4 L1} 15
LI cuEpanion
Managerisliprofossional 23 L4 % 4
Camnstruction, Iride, transporiaticn 17 B[ 1% IF
Sallesfimincial services 14 iz = 19
Clencalserviee 17 34 ) 2
Chihers (hamemaksr. &risl, missing) 12 2 3 11*
1T 1% a3 25

Socdodemopraphics for Scotland were prepared from survey pesulls, The other countrics'
informatlon wie taken friom peifdons.

"Hasbard umd wilc lisg mpether.

r-Tost results for the @fferences were signilicant ar P < 005,
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included job changes and personal reasons, while the Scottish ooy enaly
moved hecnuse of financiul problems. In Japan, & large majority had not moved
right before or after their bankruptey filmg: however, almost Ao thyc:J wpayesic
debtors were not sure if they would have to move in the future.

Legal and other background information

Most of the consumer bankrupicies in Japan, Canada and the Umited States were
woluntary. as opposed 10 involuntary filings in Seofland, where bankropicy filings
were brought on by creditors against debtors who could o keep up with
payments. Almeost all U.S., Canadian and Japanese debtors were cither
checharged or expected to be discharged, wheress approximately 13% of the
Seontish debtors were discharged and only 4% expected to be discharged.
Creditor actions., including lawsuits, executions, repossession and wage garnish-
ments were reported by more U5, Japanese and Scottish debtors than Canadian
debiors. Legal actions of 100 suits were reported by the majority of Seottish
dehtors, More US. and Canadian than Scottish debtors had consulted an
artorney priof 1o the bankruptey filings. On the other hand, more Japanese and
Scottish than U.S. and Canadian debtors reported some property in the hands of
a trustce at the ime of the filings.

A small propartion of the debtors in each of the four countries had used andfor
explored other aliernatives 1o resolve their debt problems before filing for
hankruptey. These usnally included debt consolidution, sale of assets and re-
swheduling of debt payments, Financial counselling had been used by a relatively
larger proportion of Canadian debtors, and was unknown 10 Scottish and
Japanese debtors, Approximately one-third of the debtors in the Unifed Stages
andd Canada had used the “sale of assets” method as a way to solve debt problems.
Re-scheduling of debt payment as an alternate method to salve debt problems
had been mostly used by U.S. debtors.

Almost all of the Japanese, 1.8, and Canadmn debtors had consulied an
attorney during the last 12 months. As the majority of them had also made somo
payments to an attemey during the previous 12 months, mean payments made 1o
the attorneys were 31,250 in the United States, £1.000 in Canada (3850 U.5.).
However, for 0% of the 1.5, debtors, the payments were unider 5300, In Japan,
court costs gveraged 150,000 yens (S967 U.5.). The average amomey fees paid by
lapanese debtors were I20,000 yens (51,290 U.5.). However, T3% of the
bankrupts paid 100,000 yens or less in attorney fees (3042 U.5.).

More U5, debtors than Canadian or Scottish debtors were awure of the kegal
alternatives to bankrupiey. such as Chapter 13 in the Umnited States, Trust Doeed in
Seotland. and volamtary arrangements of deeds in Canada. Most of the Canslian
and 1.5 debiors did not use these alternatives becausc either their amormey
advised against it or it was an inappropriate alternative due to low incoma and 1oo
much debt, Most of the Scoctish debtors did not use swch alternatives bocauss
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vither their attomey advised against it. or their ereditors did not co-operate
‘i;gall propartion of LS, dgbwm{lil':-&j did mot use such alre:-:;:iiim mu:-l::hi
. ;1T 1:':;: t;;:::'l;:'::;tﬂm ereditor. Japanese debtors, in general, were unaware
B_-::sth in Canada and the United States, most of the bankmuptcies were filed
:ﬁll‘!r'lg the first quarer (January-March) whereas, in Japan, most filings were
:lur!ng the last quarter [Seplember-December). This mformation was not
Emulﬂl_:lr: ffrur Scotland. Moestof the bankruptcies in the United Srates and Canada
wrn:lflli:dm large citics, whereas, in Scotland, most bankrupicies were [m_-,ﬁ in the
Sheniffs F‘n:-urt, with the majority of the Scottish debtors not knowing in which
conrt th.r"-. bankruptcy had been filed. In all four countrics. for most debiors, it
wis their first experience with bankrupicy. However, m every country there were
debtors who had previously filed bankruptey. Repeat bankrupteics were highest

amang the Canadian debtors (200% ), followed by . .
Japanese (8% debtors. (207 ), followed by Scottish (14%), U.S. {11%) and

Sources af information ard knowledge abow bankrupicy

h'!trsl of the debtors learned about bankrupicy from their lawyers, followed by
friends and :I'L‘LBI!:i'r-.'.‘ri:. A large majonity of the US. and Canadian debtors. as
;ﬂlpptl:::ﬂw the E-I:'::I-!I.tbll and .Ia_panuzm debtors, knew someone else who had f;']-.--:l
ﬁ_r ruptcy. Generally, this person in the United States and Scotland was a
iend, wlwrr.us in Capada, it wa an mmediate family member, However
befare filing, most LS. debtors discussed hunkruptey with relatives; Canadian
Ij-l!.'b-!ﬂ-ﬂ.. discussed it with financial eoursellors and the Scottish debtors discussed it
with fricnds or relatives. Most of the U5, and Canadian respondents said the
had all the necessary imformation about the bankruptcy procedure before ﬁlm;
I:r_ul only one-third of th? Scottish debtors felt they bad adequate inﬁ:-rmalinn?
f'urlhcrmum_. most Seottish debtors said they were forced into bankrupicy and
they e eonflicting information by the varous parties involved in the
process, CGenerally s.pe_ﬂking. debtors were not cear about: (i) under which
Innl_;nqm'}' mai_:tm to file, (i1} how much would it cost, {in) which debts would be
forgiven, and {iv) whether or not hankruptey could be filed without a lawyer.

Faciers influencing the decision 1o file for bankrpicy

All fﬂifmﬁ identified by -:l:l:!lurs 45 4 cawse for bankruptey in esch of the four
Eﬂun_l:l'll:i iy be grouped into six categories: (i) collection actions tuken by
::;mlm. .fn_]- inahility 10 re-schedule debt payment, (i) too mu:h. debr [iv'}
mdu'mm in income due w unemployment, sickness or reduced hours of wm'k (v}
ical problems, and (vi} personal and marital problems (Table 2).
d.nlﬂmmg LS. debtors, the most frequently mentioned factors included ‘creditor
not agres 1o re-schedule payments™, “borrowed too much” and “large medical
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Tahile 2. Important facors mfucecing the decision @ Ml b banksugacy (in pereentiges)

L5.A, Canada Sooiland Jipan
Faciprs [ = MiH] | = 513 in = 92} & = 121h
Change in maril status 26 Hi 13 5°
Watural dhsasiers 7 == 4 =y
Death in femaby 4 fr — it}
Unemypboyment P a2 24 -
Keduced houwrs &1 work 14 15 & )
Loss af it 25 40 3 up
Bormreed joo paach AF 56 38 b
Credivor did not agres on reschadiling of
ileht paymesis S 43 —_
Legal action faken by oediter p e 44 17
Reduced spoame due 10 sickness — e & 7
Lows of ineome due 10 preghancy - - 17 —_
Poor hosms purchase . — 4 ==
Increass in the number of dependenis — = i =—
HBusiness insodvency - — —_ 19
Aulsane expemse pavment o wark = - —_ )
Extrn marital alfairs e = -— 4
Idempity paymenl dues 10 sosdonl — = - i
Wage parnishing - = = i
Pleasiere and drinking == — - =
Purchase of hisury inems —_ — — X
Edpeptional kaans —_ —_ S 14
25

Fualfilment af surety obligations — = -

4y Test results for the dillereness wene significant al £ o= (HE.

hills', In Canada and Scotland, the most frequently mentioned causes of
bankrupicy were “borrowed 1oo much’, *ereditors did not agree 1o re-schedule
payments’ and “eollecion actiems taken by creditors’. The maost frequently
mentioned factors among the Japanese werc ‘borrowed too much’, “loss of
income” and ‘medical bills”, Factors leading to bankruptey among Japanese and
Seotlish debtors were quite different from those among .5 and Canadian
dehtars.

About one-third of the Japanese and U.S. debtors mdicated hankmuptcy was
filed] becauwse of large medical bills, but this wis not & cause of bankruptcy for
Scoutish or Canadian debtors. Larger percentages of LS. and Canadian detors
than Scottish of Japonese debtors filed bankruptcy due 1o nncmployment.
Approximately 40% af the Canadian and Japanese debtors, along with 15% of
the U.5. debiors, identified the loss in income as a cause of bankruptcy. This
study did mot explore the causes of unemployment so it i not known if the
uncmployment was & result of external macro-economic acrors which were out of
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the debtor's contred or i it was due 1o personal characicristics and behaviour
Even though a large proportion of Scottish debtors were unemployed, a -.-.:n;
small proporsion identified unemployment as a cause for their banknupicy Over
50% of the debtors in all countries except the United States identificd too much
borrowing as a cause for their bankrupicy; however, the underlving causc for oo

- pmwch Borfowing was not wneovered in this stwdy.

Si!lm ‘eollection actions tuken by creditors’ was a frequently mentioned factor
leading 1o bankruptcy among debtors in esach country. this phenomenon was
further exploined. Specific achons tuken by creditors inchuded P oS eEson
thrests and actual repossession, threats of forechosure, wage gamishment
telephone calls, visits to home of workplace and threatening etters (Table J].I

I'Iﬂl-l-_-uul.'r, stanstically significant differences in erediior actions among the f.;.ulr
counires were noted. For example. reposiesson threats were mone common in
Canada and U5, whereas actual foreclodures on homes were reported by minst
Iapan;se. Wage gurnishments. sctual and threats, were reporied mostly b
Canadians and U.5. debtors. A large propotion of Japanese followed by LI.E-'.F
debtors reported ereditors visiting them at home. Larger proportions of i:'an.'ldm:r;.
debtors reported the ereditor contacted the emplover and more U5, debtors
reported a relative was contacted. It is obvieus credibors took action to eollect

Table 3. Specifl: creditor actions leading w bankrupicy filing (in perceniages)

i LIS A, Canla Soo lanad Ta
ALTicas [R=108) {u =50 (u=U0 n -mlgl]
Hepossesshon threal T - L5 gk
Acmial repossersion of goods 1% ) "E'

Sought rosslhettion af balmnce duc adtcr ' J e

_TepatEsEsainn 1] i 17

Threaten 1 fereclose on hivme I8 Li 7l
Actual loreclouwss on home It -] ] 1 —
Threats to arresi'parnish wages 42 44 ;"-" i
Actually garnishing wages 25 2h ' !
Frequoently tebepheincd @1 work or home 71 4 |:§. -I-_"
Visited at bome or work £} 4 15 oy
Sent threatening letlers L] fi l;'.‘.h zr
Cantacted a co-signer of 0 [oan 1% [ i3 s
Cancsred emphiyer 19 L | III' ns
Conteted o relative 25 I.:_' 15 ‘o
Otherwsasii 12 E 5 s
Winlemee w: . J;
"Becnese of multipl: responses, Wotals do no
"t-Test results for the differences were Hiuniﬁ\;rfl al':pP";: Im:.
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overdue debt owed 1o them. Howeyer, 15 this a cause for bankmuptey? 1t certainly
i« 2 resalt of too much and unmanageable debt leading o hamkmupicy.

Expecianions from hankrupicy
A majorily of U.5. and Canadian banknupts expected bankrupicy to provide

i i tumily for 2 fresh start., protection from creditor actions
E:fr:?f:wdn;tzﬁn::ﬂ:ﬂﬂg muj:litim.-c iTuble 4). A relatively small pmpunlc:‘m ol
Scottish debtors as compared 1o North American deblors had These ca.ph.“l..ill-?nz.
The differences were statistically sigmificant. Very few Japancie uf:p:-.l:d_
harkruptey 1o provide a fresh stard or save them from m:-::ll'.mm. Nnu;:: B
Japanese bankrupts expected any feelings of freedom, refief from o

in fumily living condifions.

‘m’r;:mmn:f:;:t?nfﬂ l::anhrugﬁiu each country agreed [hat b-Bn'lli.r'l.lp'El.:_r p_ru-inlus
5 fresh start’, but they strongly believed bankruplcy skoald ot b used il mhﬂl
options 10 solve debt prablems were available. Bankrupicy, in most ?:}-n:ms;l
opinion, should be used only as a last resorl. A large number of the LS. s

Canadian debtors had several good things to say about bankrupley. such as that ‘it
provided a new start’ el “taught the importance of moncy rr_mn:ag-:m:nl ; L;!'ml.:-n
few ulso indicated that bankruptey ‘helps get mid of creditors und_prmrucs-l.t
solution to debi preblems’. Most Scottish and Japaness dn_.ﬂ;lur:i dicl st .him,
<imilar reactions to bankruptey. About one-third of the Scottish debtors ]I"IIJJT.HI{Hj
bankruptcy was a solution to debt problems and helped save marmiages.

Effects of bankrupicy on variows aspects of debtors” fives

osit ' i f a debiors llves werc
Positive effects of bankruptey on specific aspects o e o
mentioned mestly by the 1S, and Canadian debiors (Table 3). A Jarge majority

Tahde 4. Expecintions fram haskngcy (i percentages)

L.5.A. Canada Soatland Inpan
— a
Specific cxpectatios [n=10) f(n= Wy (e o= 9H (r = 120)
1 i as° sa-h
Relel from debl Kis :; “ =
Sove [rom creditons’ acians 5 et -
o H: E": 5l agT
Fresh start ! & o -.q;rr "
Improve lamily Living comalinions Al i '-13" o
Fecling of Fresdom 23 - el r
Mlissing i

*Totals do o add up to 1005 becamse of muliiple Tesponscs.
PiTest results far the dilfercpoes were significam au P = 0.
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Talde 5. Efferts of ik hnnkrupl-.'_-.' Prowess Qm Yamous pepoets of dobtors” lives (in perczntapes)

5. A

L amada Saasllmm} _Idp;m
le = NE) (m = 50 {s = 42 in = 121}

WiarHius
aspeits W5 B w 5 B w 5 B w 5 B
Mariial situation (2" 42 3 4 4 34 k. R [ L AT
Fineenceal

sifunticn B : ) 14 12 72 14 47 M — i
Social position 13 13 B oods 14 47 M4 4 Mo dd LI®
Famaly relaosns |3 5 XK 1 4k 34 s 2% 4 ® 46 5T
Heahly staius 11 §5 W s X 46 L 15 — : 2
Emplayment

situntion s L' & 42 34 T 4% 3 Jus g B
Bearrowiag lor

hicaes car e I 1 7 LT T | 500 5 2 7T sm b
Self-respec —_ - - - - = E Y | 0 —_ - =
Life in gemeral @ — @ — — —_— — — — | — H 4 &S5

"W = porm, 5 = same, B = benier
"l results for differesces were sinistically sigmilesnt at P 0406,

of debtors in North America indicated that experiencing bankruptey improved
their financial situntion. This was not indicated by the Japanese and Scoitish
debtors. LS. and Canadian debtoes alse indicated that filing for bankruptey had
a positive influence on health status, family relations and employment status.
Cienerally, debtors indicated that filisg for bankruptcy hed & ncgative influence
om their social postion and future borrowing, These negative effects were
mentiened by most Scottish and Japanese debtors, Overall, most L%, and
Canadian debtors than Japunese and Sconish debiors identificd positive cffects of
bankfupicy filings. As seen in Table 5, most of the differences were statistically
significant. .

In response to the question, “would you file for bankruptey again?, very fow
debtors said they would, bui a majorily would sdvise someone clse to use
bankmuptcy as a sdution 1o their problams, Those who would not advise cihers o
file for bankruptcy had twn reasons: it is nerve-wracking” and ‘it is too stressful,
Onerall, most Scottish debtors were dissatisfied and very eritical of the process
and of the professionals involved in the process. It was clear from the results that
bankrupicy procedures amd experiences with bankruptey were quite different
among the four comniries.

The impact of bankruptcy and debt problems was unique among Japanese
debtors, The majority of them indicated they borrowed more money to solve theis
financial problems before and even afier bankmptey, About half mentioned that
debt collectors pressured their children even after they had filed for bankrupicy
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which deteriorated relationships with their childrer (Table A}. Fifteen 1o twenly
per cent also indicated they rsed 0 commil suicide or run away from home
hecnuse of their debt problems. & slightly larger proportion of debtors tried 1w
run away or commit suxide after filing for bankraptey {Table 7). Cuite a few
Japanese debtors abso indicated that their debt problems and subscguent
hankruptcy affected their children’s education. future cniploveent and marriage
possibilities.

Debtors in cach country made several speafic fecommiendations [or improving
the bankrugtcy process (Table 8. The majority of U.S. und Japancse respondents
suggested the cost of hankruptey filing be reduced. A majority of the deblors in
the United States. Canada and Scotland recommended that ofher legal alterna-
fves 1 bankruptey be made available. The majority of bankrupis in all four
pountries suggested that the time irvolved the bankruptey fling be reduced. the
process should have more privacy and the procedures more clearly explaimed.

Tuble & lapoct of parenis’ deit proté=ms an he livos a3l Japangse cluklren (in perceniapis)

Before bankrapiy  Affer bankropicy

Frobdem feced Ty the chiklren [f = 12} (= 121)
Edwcation al schoinl distubed i 15"
Spely ar home dastorbed 11 13
Finnpeing educatsnn hecame harder ) 14
Eniraice iothe nest kevel al school becams diffioalt | fi
Gtting a job becnme hafder i b
{hildren’s marringe plans distarbed 3 3
[ebt codbectors pressuiedd children 54 54
Children’s relaions with (rends denerinmizd 1y 5
Parems’ nelationship with childnen deteriorated n i

e 1o muhiple nespoises, olals e nel sl 1o 100F%,

Table 7. Impact of delst probloms o Japapes delnors {in prrecmtagesh

Before bonkropicy  Adsed bankmpy

Actions waken by debiors due to dela problems {r = 1211 w = 121
Drebtap v @ family member tricd e asmmit suick: Ly I&
Ran away rom heome 7 kN
Siarted drinking of pambling o i
Borprwed more AKACY 5T fi4

1% ¥

Uther

‘Beciuse of mulliple responscs, 10Mmls o e add ap e [N
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Tabke & Recommendations for improvement of the bankmapiey process fin peroentages)

R mss i Ao i - e p
n= 1) (=500 fr="4) (1= ]21)
I. Fedece [ling cof or Lmer fees S
M 34
2 Make kgal plicrnatives avaiabic 47 52 . ik
1 Reduoce v involeed I :'; 5 »
4. Ei-r.- miore explarmalion il 13 iﬁ ¥
5 Cive mare privicy during the process Hl ’!.:, *l" 3
f. Restrict credit avalabsling by - i . e
_ regulaling vendors : 19 n g+
7. FI’:.H'I’I:I. MY maragementfinance i o
rapseling'hsdpger service A iR
8 C!thn:r (sl lamyer fees, oicar credit ] i -
hisbory, climinate TRS® debr, A
wage garndshment| 2 [
9. Beduce dischangs ousis = oo :
— —_ 4

:D"u.: Lt multiple respomses, tomals oo e gdd op to 10K1%
[Himte resulis for differonces weee statistically dilfercen g F & 0405
Intemal Revenue Service. b

b
:'tﬂﬁ;ﬁ I:Is:l I:lﬂhm: ﬁn;iin and U8 der_m:urx. recommended that financial
mmunnh l:umy. gement education be provided as pan of the

Impact o .
ﬂﬁdﬂnﬁhﬂm;ﬂ on use af credit and other money management

:"l::f mﬁ‘?“ in the ke of credit after filing for bankruptey were identified in
(RIS S\ s chy ol bowmoing. (il the. purposs of boniwing, and
Hingies h-a::r:l owing. The magority of the respondents indicated that aliar
U.5. debrors mﬂﬁ:ﬂ?ﬂ P - ~bumiigui, gty
n i i -
bl e and Scottish debtors used credit cards after their
B
mdiuhuﬁm::;; panks and credit cands were the most frequent sources of
i hﬂmsm Canada. whereas banks and instalment credit were
e 75T arrewing among Scoltish debtors. Most of the differences
T cnesuitics, botors kankmptey, st okl
; it tar cars, appliances, furni

lrﬂ:p l'ﬂ-ﬂdf: - entertainment and travel EXPENSEs. SR AR IRRRECS S
mm:I‘:u W respondents owed moncy on credit cards or instalmenticredit. The
r-:q}crndcnt,i.-l;;h,_: San 'h'll.1[.', were for mortgage or car loans. .Hnsl
mostly borrowed from :Junu'lm ndicated thal, after filing for bankruptcy, they

anks andicr family and friends. The average amount of
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rotal consumer debt excluding morigage loans after bankruptey was mch Tomes
than before hankrupicy; the mean amount of debt after bankruptey was highest
among Scottish debrors {58.383), followed by the 1%, ($5.949) and Canadian
debtors ($4,774). The monthly debt payments after bankruptey were also
gnificantly lower than before the bankruptey filing in cech couniry Monthly
debt payments among debtors in the U.S. fell from £2,027 wo $56H8; in Canada
from 51,527 to $523: and Scotland from 5821 1o 333, Thiz information was not

available from Japanese respondcnts.

Conclusion and implications

Debiers in bankrupicy were mostly oot young, unemployed and burdened with
increasing family responaibilifics. Debts, in most cases, Werd unsecured and were
nondurables and were mosily owed to credit cards and retail stores. A majornty
had bormwed for the purpose of supporhng 4 lifestyle by extending available
financial resources by borrowing. The main causes of hankruptey as indicated by
the bankrupts themsclves were creditors’ actions and too much borrowing,
U nemployment, medical bilks or personal problems did not top the list as one
might expect. Most debtors did not have much in ssets, Most debtors had not
cxplored other methods of kegal altermatives to bankmuptey. For example, n the
Unitee States, few had explored the use of Chapter 13 of the Bankmupicy Act. [n
most caees, there was no ovidence of serious health problems andior other
incidences keading 1o unexpected expenses resulling in large debt. Tt appears that,
in many cases, Wo much borrowing led to the bankruptcy filing, but the study Sid
net explore the causes ol too mueh borrowing.

The purpose of the bankruptey process i to provide a fresh start to o delbror in
distress. Based on a majority of responses, it can safely be concluded that., in
Canada and the United States, debtors felt they had an oppomunity for a fresh
start. However . the samc cannot be said for the majority of Japancse and Scottish
dehtors, They did not feel relieved from the debt burden. nor were they fully free
af the debt collection efforts of ereditors,

The bankruptcy process is also aimed at rehabilitating the debtor (in the United
Siates and Canada the law states this obpective). Behabilitation  invodves
“restoring to good condition through education and therapy’. At present. the
bankrupicy procedure does not incorporate o mechanism for exploring the real
cause ol bankruptey; hence it is naot bogical 10 think it provides rehabilitation.
Biased on debtor responses, O0¢ can sonclude that they learned the importance of
mency mansgement in general and credit card manasement specifically.
However, it is not possible to conclude whether they alsy [earned the necessary
skllls, Repeat bankruptcy coses Wers observed among debiors in cach counirys
this provides evidence that, i pome cases, necessary skills to manage cridit
efficicntly were not present even aficr the hankruplcy experience.

To help reduee the growth in bankrplcy cases and halt repeat bankmupteies. &
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I'.I1l.l|1il-|E"-"l=| effort is needed. Thowe granting credit should care i

{;-.u';n;e r:hrpumil'rle lendin!; practices so thfl lonns and credin riﬂlh}l ::::1;1;:::
mmmdﬂrhﬂw'm nh-.-mm: way of rfépﬂ]-'in!; their dobt. Crediors could also
. inancial coanselling to their clients who are falling behind in thei
payments in ThtlE-H]"!:' stages of repayment problems. The bankrupic :
::_huul.d Ii'u_mu on identifying the underlying causes of bankrupicy so 5 thm'l:m
ton service could be provided 1o debtors in bankrupley oo
Canada and the United Siates are in a position to frsone out this ific i
the bankrupicy process, As far a5 Japam and Scotland are mm:jmhe?
hmkn_lplq.- procedures need to provide debtors with protection from 1.;rIE #
ﬂllmtlun cll'!:lm and @ sense of relief from debt. However, hamingi-;r:m;“:z
ﬁ];an;r.ﬁ.nrrmu expersence, the process could smultaneowsly focus on the

ative asp:ﬂ_uf the bankrupicy precess. Al four couiteies need
E:EtIII?IIII: their ndmmluq:al system fo cnsure that consumers are being 3 .-E

ate_} prepared to function in the sophisticated and technically advan :Epnnfd
saciety of the twenty-first century. g gL
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