
CHAPTER TWO 

A Vulnerable Middle Class 
Bankruptcy and Class Status 

Elizabeth Warren and Deborah Thorne 

Bankruptcy has become a defining event for millions of families, taking a I 
place alongside college graduation and divorce as a turning point in mod- l 
ern American life. Each month, more than one hundred thousand middle­
class families-people who went to college, got respectable jobs, and bought 
homes-file for bankruptcy. They publicly declare themselves flat broke, 
losers in the great economic ga~e of life. By the time they file for bankruptcy, 
unemployment has often decimated their incomes, and their debts are in­
flated beyond all hope of repayment. But their educations, jobs, and home 
addresses give some clues about the lives they once lived and the dreams 
they pursued. 

Studies conducted by the Consumer Bankruptcy Project (CBP) in 1991, 
2001, and 2007 consistently demonstrate that bankruptcy is a largely mid­
dle-class phenomenon. 1 Educational levels, occupational status, and rates of 
homeownership make it clear that most bankruptcy debtors are squarely in 
the middle class. These enduring measures of class status indicate that it is 
ordinary Americans, rather than the marginalized underclass or high-stakes 
gamblers, who are most apt to experience financial failure. . 

The only measure that initially seems inconsistent with middle-class sta­
tus is the income of bankrupt families. Their incomes at the time of filing for 
bank~uptcy situate substantial numbers of them well below the national av­
erage for the middle class. But the data also show that shortly before filing, 
many people lost their jobs or saw their work hours reduced, two economic 
blows that often are central to part of the crisis that pushes households into 
bankruptcy. As such, we contend that because income levels often reflect 
recent declines, income is an unreliable indicator of class status for those in 
bankruptcy. 

Because the families in bankruptcy look so much like the rest of us, their 
troubles and struggles-job instability, illness and injury, and divorce--can 
serve as a case study of the economic vulnerabilities of much of middle-class 
America. The data presented here update studies of bankrupt households 
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from 1991 and 2001. The basic finding remains constant: when measured 
by enduring criteria, most of the families in bankruptcy are legitimate mem­
bers of the middle class, even if their incomes are relatively quite low. But 

1 
the data also reveal two important differences: compared with those earlier 
bankruptcy filers, debtors since 2001 are more likely to have gone to col­
lege and more likelv to have bought a home. This suggests that these two 
traditional strategies for building wealth-college attendance and home­
?~ip-are increasingly divorced from financial security. In the past, 
we have assumed that these markers of the middle class strongly protected 
Americans from the economic instability that often leads to bankruptcy. It 
appears, however, that rhe financial tables have turned. Benefits enjoyed by 
those Americans with some college education or by those who have bought 
homes have been undermined, so that neither college attendance nor home­
ownership seems to correlate with reduced rates of bankruptcy. 

~ It appears that the debts taken on by students and homeowners may 
\\ turn an otherwise prudent economic move i~gh-risk gamble th;t, for 

a growing number of people, does nor pay off. Now that these time-honored 
wealth-buildi~ strategies fail to provide substantial economic protection, 
the middle class may face even greater economic instability in coming years. 
These data suggest that in the modern economy, the path to prosperity may 
be far more perilous than anyone previously imagined. 

THE MIDDLE CLASS DEFINED 

Who holds a place in the middle class? Income has long been a leading mea­
sure for identifying middle-class status.2 Scholars frequently define the mid­
dle class as those whose household earnings fall in the three middle quintiles, 
between the bottom 20 percent and the top 20 percent. This approach is 
easy to calculate and aligns closely with our collective perception that the 
American middle class is a large group. Although some researchers amend 
the cutoff points-for example, expanding the criteria to include the middle 
80 percent or 90 percent of the distribution-the dominant metric remains 
squarely focused on income as a proxy for class status. 3 

Our inquiry into who goes bankrupt indicates that the families who filed 
for bankruptcy in 2007 had a E!.edian gross household income of $32,988.4 

In contrast, the median gross household income for all families in the United 
States that same year was $50,233.5 This suggests that in 2007 many of the 

1 bankrupt households were trying to make ends meet on considerably less 
l income than the average American household. 6 

Dividing these populations into quintiles highlights the sharp disparity 
in incomes between bankrupt households and rhe general U.S. population. 
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At every quintile in the income distribution, the breakpoints for the U.S. 
population were higher than for the families in bankruptcy. As Figure 2.1 
illustrates, U.S. households and bankrupt households in the bottom quintile 
had similarly low incomes-$20,300 and $18,240, respectively. However, 
the gap between those in bankruptcy and those in the general population 
increased considerably up the income scale. At the top quintiles, the incomes 
of those in bankruptcy were only about 60 percent that of the population 
generally. Indeed, the benchmark for the top 20 percent of bankrupt house­
holds ($57,228) was not that much greater than the 50 percent benchmark 
for the U.S. population, with its median income of $50,233. 

These data make it clear rhat, compared with the incomes of all Ameri­
can households, the incomes of those in bankruptcy are visibly concentrated 
in the lower quartiles. This should come as no surprise. After all, bankruptcy 
is designed to help those in financial trouble. Lost income is deeply disrup­
tive to a household's economic security, leaving the family more vulnerable 
to financial failure. 

Although income is a readily available metric for determining class status, 
it has serious limitations. For example, careers that most Americans would 
classify as middle or even upper-middle class can have relatively low salaries. 
For instance, in 2007, mental health counselors, who are required to have 
either a master's or doctoral degree, earned average pretax incomes of a mod-
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Figure 2.1 Distribution of annual gross income of U.S. households and house­
holds in bankruptcy, 2007 

so uR cE: U.S. Census Burea u, Current Populatio n Survey, Table HINC·05; Consumer Bankruptcy 
Project 2007. 

'o T E: Income figures are at the upper cu t·poinrs for 20th, 40th, 60th , and 80th percentiles (ro cor· 
re;pond to each quintde). Fo r calcula tion of gross income o f households in bankruptcy, pa yroll deductions 
were added ro net mcome l"combmed monrhly total income" o n Schedu le I of bankruptcy court records ). 
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est $39,450, or approximately $19.70 an hour. 7 In contrast, some jobs that 
do not necessarily carry middle-class status and prestige pay relatively high 
incomes. For example, in 2009, the median annual income for a United Parcel 
Service tractor-trailer truck driver was $70,550.8 

Another problem with using income as a sole measure of social class is 
that over relatively short periods of time, income can fluctuate greatly. For 
example, a high school math teacher who quits teaching to enroll in a gradu­
ate program will immediately experience an income decline that will likely 
leave her hovering near the poverty level, but her class status will improve 
as her education increases. Furthermore, income as a measure of social class 
is uniquely problematic among bankrupt households, as incomes tend to be 

I 
highl y variable shortly before filing. Two-thirds (65 percent) of the house­
holds in bankru t e orted ·ob roblems durin the two ears before they 
iled for bankr@tcy.9 

. The income difficulties faced by families who filed for bankruptcy in 
2007 are not the exclusive product of the recession. When our data were 
collected in the first quarter of 2007, the national unemployment rate was 
4.5 percent. 10 Although that rate more than doubled in the following two 
years, the families filing for bankruptcy in 2007 reported the same concen­
tration of job problems that plagued families who filed for bankruptcy in 
previous years. In the 1981, 1991, and 2001 CBP studies, bankrupt debtors 
also reported that their household incomes fluctuated sharply before they 

\ 

filed. When given the chance to explain the reasons behind their bankruptcy 
filings, a large proportion of bankrupt families in those years also identified 
job losses and cutbacks in the number of work hours. 11 

As the examples above illustrate, a meaningful definition of class re­
quires more than income measures. Consequently, social scientists combine 
other criteria, such as education and occupational prestige, to provide a more 
accurate indication of social class status, particularly when studying people 
who experience sharp income fluctuations. Using these well-established 
variables, Martin Marger concludes that there are three levels of middle 
class-upper-middle, lower-middle, and working class-and when all three 
are combined, 68 to 80 percent of Americans are situated, broadly speaking, 
in the middle class. 12 By merging these criteria, the size of the middle class 
remains about the same as the rough income comparisons, but the composi­
tion shifts somewhat (see Table 2.1 in the note). 13 Sociologists Melvin Oliver 
and Thomas Shapiro expanded the calculus used to determine social class by 
adding homeownership-a common proxy for wealth, economic security, 
and social status. 14 

The critical point for our purposes is that for families in bankruptcy, in­
come is often sharply disrupted near the time of filing, and it is out of synch 
with other indicia of class status. Because of the problems associated with 
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using income as an indicator of class status for bankrupt households, we \ 
believe that the alternate criteria of social class-educational achievement, 
job status, and homeownership-are more valid measures of middle-class -membership. For the remainder of this chapter, we use each criterion to 
compare the people who file for bankruptcy with the U.S. population. In 
addition, because we collected similar data from earlier years, we are also 
able to compare the status of bankrupt debtors today with their counter­
parts from 1991 and 2001. The data point toward a solidly and consistently 
middle-class group of households that file for bankruptcy. 

EDUCATION MATTERS 

The link between education and social class is long established in the social 
sciences. 15 As Marger notes: "The relationship is quite simple: The higher 
the number of years of education, the greater the probability of upward 
mobility. " 16 Generally speaking, people with advanced degrees (professional 
degrees and graduate degrees ) enjoy not only higher earnings, but also 
greater life chances, especially compared with those without a high school 
diploma. 17 In a nutshell, as a person's level of education increases, so too 
does his or her social class. 

People who file for bankru tc toda are considerabl more educated 
t__han~were jnst fifteen years ago. Figure 2.2 illustrates this clear trend. 
For example, compared with their 1991 counterparts, those filing for bank­
ruptcy in 2007 were half as likely to have dropped out of high school and 
were much more likely to have attended some college. Overall, in 1991, the 
proportion of bankrupt people who had some college coursework, a college 
diploma , or an advanced degree comprised 46.5 percent of all of those in 
bankruptcy. By 2007, that proportion increased to 58.9 percent. 
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Not only are people who filed for bankruptcy in 2007 better educated 
than those who went bankrupt nearly two decades ago, they continue to be 
better educated than the general population. For example, between 1991 and 
2007, the percentage of the U.S. adult population who had attended college 
increased from 39.2 percent in 1991 to 53.4 percent in 2007 (see Table 2.2 
in the note). 18 And although this reflects a positive trend, the total remains 
notably smaller than the 58.9 percent of bankrupt debtors who had attended 
college in 2007 (Figure 2 .3 ). 

People who file for bankruptcy are also less likely to be represented at ei-
ther end of the educational spectrum than the U.S. population. As Figure 2.3 

1 
illustrates, people in bankruptcy were less likely to drop our of high school, 
but they were also less likely to have earnea advanced degrees from universi­
ties. Instead, people in bankruptcy were far more likely to be bunched in the 
middle-having attended college, but not having graduated. 

The spike in "some college" shown in Figure 2.3 reflects a persistent 
trend among bankrupt debtors: compared with the general population, they 
were more likely to have attended college, but less likely to have completed 
their college degrees. People in bankruptcy were 60 percent more likely than 
Americans generally to have attended college but to have left without a 
diploma. When a person attends college but fails to graduate, the benefits 
that typically accompany the credential are less forthcoming. As Katherine 
Porter reports in Chapter 5, it is not mere college enrollment but a bachelor's 
d~at dramatically increases income. 
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Nonetheless, for the purposes of determining class status, college atten­
dance remains a significant event; it signals both aspirations and experiences 
tha t are di stinctl y middle class. When college attendance is used as a measure \ 
of socia l standing, nearl y six of ten 2007 bankrupt debtors are in rhe mid.Q.Ie 
class. As a group, people in bankruptcy appear to have the same or higher 
·educational attainment than the general population, reinforcing the appro­
priateness of categorizing bankrupt debtors as a middle-class demographic. 

THE ALL- I MPORTANT JOB 

People o ften define themselves, and others, by their jobs. Our work shapes 
our minds, our bodies, and the rhythm of our daily lives. And equally im­
portantly, our work also shapes the prestige others accord to us and our own 
sense of social standing. 19 

Occupational prestige is a matter of such importance that social science 
surveys have been used for decades to calibrate, and recalibrate, the status 
affiliated with virtually every job in the United States. On the basis of results 
from these surveys, jobs are assigned occupational prestige scores, which range 
from 0 to 100. For example, the occupation of custodian has been assigned a 
prestige score of 16; hair stylist, a score of 33; registered nurse, a score of 62; 
and physician, a score of 84. Not surprisingly, income and educational level 
a re highly correlated with occupational prestige.20 But there are important 
exceptions. For example, the occupation of professor is assigned a higher 
prestige score than a plumber, even though plumbers often earn considerably 
more money than professors. Because of such divergences, occupational pres­
tige is an important alternative to income for measuring middle-class status. 

In 199 1, 2001, and 2007, the CBP asked debtors to describe their work 
and then assigned the corresponding occupational prestige score. 21 The me­
dian occupational prestige scores held constant at approximately 36, which ~1 
is associated with jobs such as clerks, nurses' aides, office administrators, ' 
and brick masons. The most prestigious occupations of those in bankruptcy, 
which included social workers, guidance counselors, and computer pro­
grammers, had a score of 51 and were also constant across a ll three time 
periods. Most people in bankruptcy had jobs associated with the middle 
class, which often require some advanced training or specialized job skills 
beyond a high school diploma , 

As Figure 2.4 illustrates, in 2007, all workers in the United States and 
workers who filed for bankruptcy shared a similar occupational prestige 
score distribution. The figure plots the break points for occupational pres­
tige scores for each decile of the two populations and shows how the bank­
ruptcy scores trail the U.S. populati on by only a few points at each interval. 
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sou RcEs: Na tiona l Opinion Research Ce nter, General Socia l Surveys, 1972-2006; Consumer Ba nk ­
ruptcy Pro jecr 2007. 

Bankrupt debtors are moderately concentrated in lower prestige jobs 
and are underrepresented at the upper end of the distribution in the higher 
prestige occupations, such as doctors, lawyers, and engineers. As a group, 
the individuals in bankruptcy in 2007 had somewhat less prestigious jobs 
than their counterparts in the population generally, but the magnitude of the 
difference was modest at ntusr. People who file for bankruptcy are typica lly 
working right alongside other Americans. 

The pattern of occupational prestige scores for people who filed for bank-
1 ruptcy in 200 7 is virtually identical to those patterns in the 1991 and 2001 
\ CBP studies. Data from 1991 and 2001 also revea l similar patterns of occu­

pationa l prestige scores between bankrupt individuals and the U.S. popula­
tion: there is generally a proportional representation among the middle class, 
a small overrepresentation among the lowest class, and a more noticeable 
underrepresentation among the highest class (see Table 2.3 in the note}.22 

As our data illustrate, the occupational sta tus of households that file 
for bankruptcy has remained relatively constant. Likewise, the distribution 
of occupational prestige scores for all Americans changed very modestl y be­
tween 1991 and 2007. Nationall y, median occupational prestige scores rose 
only slightly from 1991 to 2001 and then flattened out from 2001 to 2007. 
The similarity of the patterns reinforces an important and enduring trend: 
bankrupt Americans tend to have jobs similar to their nonbankrupt counter­
parts in the genera l population. 

If occupation:1l prestige scores are a marker of class status, then it is pos­
sible to demarcate points on the scale that reflect membership in the middle 
class . For purposes of locating the bankrupt debtors within the larger popu­
lation , we suggest that the upper 80 percent of 2007 occupationa l prestige 
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scores nationwide represent people who made it to the middle class. This 
criterion translates into an occupational score of 32 or higher. By this defini­
tion, people with occupational scores of 31 or lower (people working in retail 
or as delivery drivers, factory and assembly line workers, cooks and waiters, 
and landscapers) are excluded from the middle class. Because of the concen­
tration of bankrupt debtors near the middle of the national occupational 
prestige scores, 77 percen.t of people in bankruptcy exceeded this threshold 1 
with an occupational score greater than 31 and therefore have a claim to / 
middle-class status.B 

For those who might draw the boundaries of middle-class membership 
more generously, including assembly line workers and others with scores 
of 30 or 31, for example, then the proportion of bankrupt debtors with 
middle-class occupations rises to 80.2 percent. For those who might draw 
a boundary at the o ther end of the spectrum, declaring those with occupa­
tional prestige scores in the top decile (occupational scores of 51 or higher) 
to be upper class rather than middle class, then the proportion of debtors 
with middle-class jobs shrinks by 5.4 percentage points. In the latter case, 
however, it is noticeable that much of the discussion of consumer bank­
ruptcy centers around the issue of whether the people filing have achieved 
middle-class status--not whether they have exceeded it. 

OWNING A HOME 

During the housing boom that peaked in 2007, the government-sponsored 
mortgage agency Fannie Mae ran a series of advertisements depicting itself 
as being in the "American Dream business." That campaign tapped into 
the long-held belief that people who could purchase a home, who cou ld put 
down roots and secure thei r financial futures, surely had accomplished the 
American Drea m--even if they had borrowed every dollar needed to get 
there. While real estate agents and mortgage brokers were eager to point 
out the financial benefits of homeownership, sociologists Oliver and Shapiro 
stressed that owning a home has traditionally been an enduring, as well as a 
highly visible, symbol of middle-class achievement. 24 

For whatever combination of economic and socia l motives,j_a~ 
across the country have acquired homes in ever-growing numbers. From 
1991 to 200 7, homeownership in the United States expanded from 64.1 per­
cent to 68.4 percent (Figure 2 .5) . For families in bankruptcy, the rise in 
homeownership was far more remarkable. The proportion of bankrupt fam­
ilies who were, or had recently been, homeowners jumped from 43.9 percent 
in 199 1, to 50 percent in 2001, to 66.3 percent in 2007. 25 These data suggest 
that the housi ng bubble that began to inflate in the early 2000s included a 
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growing number of homeowners w ho found themselves in bankruptcy even 
before the ho using bubble burst. 

Unlike the education and occupation statistics, the housing numbers are 
not directl y comparable between all Americans and the bankrupt popula­
tion. For the U.S. population generally, the proportion of homeowners is a 
measurement taken at a cross section in time, fo r example, during the month 
of March in 2007. But families in bankruptcy a re in economic turmoil , and 
parr of that turmoil ma y include losing a home through foreclosure, short 
sale, or surrender to a lender. A measure of homeownership that extends 
over a period of time is more likely to accurate ly capture a household 's 
enduring living situation and class status. For thi s reason, families in bank­
ruptcy were asked whether they owned a home a t the time of filing for 
bankruptcy or had O\.¥ned a home, but had lost it for financial reasons, in 
the five yea rs before bankruptcy. 

Figure 2.6 shows the 2007 homeownership rates of the U.S. popula­
tion and people in bankruptcy. Slightly more than half (51.2 percent ) o f the 
families owned their homes at the time of bankruptcy, while a sizeable frac-

~ 
tion, another 15.1 percent, had lost their homes for financial reasons within 

// the five years preceding their bankruptcy filings. There is no comparable 
number fo r how many families in the genera l population lost their homes 
during the five years before 2007. The forec losure rates in those yea rs re-
mained less than 1 percent, suggesting a sma ll effect, but there is no accurate 
measure of the number of short sales or other arrangements that occurred 
ou tside the forma l lega l system to end homeownership . As a result, direct 
comparabil ity abo ut past homeownership is not possible. 

If we limit o ur compari son strictl y to current homeownership at a single 
point in time, the bankrupt popul ation is substantia ll y behind their coun ter-
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parts in the genera l population. Homeownership rates among those in bank­
ruptcy were abo ut 25 percent lower than in the population generally. Even 
so, the fact that 66.3 percent of the households in bankruptcy either were 
current homeowners or had been homeowners in the past five years suggests 
middle-c lass aspirations and accomplishments-much like those who went 
to college but did not graduate. T~e tangible accomplishment of buying a 
home suggests middle-class status, even for those who were unable to hang 
on to their houses. 

We pause to consider the relationship between our find ings and the 
mortgage boom and bust of the late 2000s. The bankrupt sample was drawn 
in the first quarter of 2007, just before housing values crashed and home 
mortgage foreclosures skyrocketed . In the first quarter of 2007, at about the 
time o ur da ta were collected, the number of foreclosures was estimated at 
43 7,000, considerably fewer than the 799,064 posted in the fo urth quarter 
of 2010. 26 Consequently, our data were drawn at the tail end of the hous­
ing bubble, when the maximum number of families had been offered easy 
credit to buy homes, but before they began to lose those houses in large 
numbers. This means that the "lost home" category, which had a lready \ 
hit 15.1 percent in early 2007 for famil ies in bankruptcv, is likelv to have 
grown substanti a ll y during the subsequent yea rs, as the housing market 
plummeted and mortgage credit evaporated. Put another way, the number 
of " lost ho mes" among fa milies in bankruptcy in 2007 is likely an under­
estimate of the effect of dangerous mortgage practices because these homes 
were lost well before the housing market crashed. 

Before the housing bubble of the 2000s, it would have been plausible 
to use homeownership as an indicator of families' economic security. Back 
in the 1970s and 1980s-when average first-time buyers put up 18 percent 
of a home's purchase price to get a mortgage,27 and when app lications for 
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home mortgages required derai led inquiries about income, length of employ­
ment, and credit history-homeownership signa led that people had passed 
considerable economic scrutiny. 28 By 2005, however, with the median down 

I payment at zero and rampant use of so-ca lled liar's loans (loans in which 
/\there was no verification of borrower's income, often leading to inflated 

i-ncome and higher loan amounts), teaser rate mortgages, and other exotic 
devices, buying a home might have actually become an unreliable indicator 
of the buyer's financial stability. 

In his acceptance speech to the Republican National Convention in 
2004, George W. Bush announced: "Another priority for a new term is to 
build an ownership society, because ownership brings security and dignity 
and independence. Thanks to our policies, home ownership in America is at 
an a ll -time high. Tonight we set a new goal: seven million more affordable 
homes in the next ten years, so more American families will be able to open 
the door and say, 'Welcome ro my home."' 29 The data make it clear that 
families in bankruptcy, much like most American families, embraced the 
dream of homeownership. By 2007, two-thirds of all those filing for bank­
ruptcy had punched their admission ticket for the middle class by buying a 

I 
home. Unfortunately, some people's homeownership dream proved fleeting 
and elusive; the bankruptcy data show that financial problems led to many 
families losing their homes even before the housing bubble burst. 

ADDING THE WAYS TO THE i\l!DDLE CLASS 

There are multiple paths to the middle class. Income is a frequent proxy for 
class status, but it fails to capture the complexities of the class status of people 
in financial trouble, particularly of those whose income has recently dropped. 
Enduring criteria of class-education, occupation, and homeownership­
offer a clearer sense of the li ves that bankrupt debtors once lived and the lives 
to which they will again aspire. We use these enduring criteria to determine 
what proportion of the households in bankruptcy might reasonably claim 
membership in the middle class. 

Couples who file joint bankruptcies present a particu lar statistica l chal­
lenge when the number of middle-class bankruptcies is being calcu lated. 
Couples li ving together share a home; thus they share class status based 
on homeownership. But education and occupation are individual accom­
plishments. To describe accura tely the class status of households in bank­
ruptcy-and to avoid overcounting resu lts from married couples-we rely 
on household, rather than individual, data. We follow the convention that 
the highest status associated wi th either spouse of a married couple living 
together applies to the household. 30 This means, for example, that if a mar-
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ried couple files for bankruptcy and one spouse is a college graduate and the 

other has earned high school diploma, the household is assigned the higher 
status of the college graduate. Similarly, if one spouse is a corporate manager 
and the other is a substitute teacher, the household is assigned the higher 
occupational prestige score of the manager. Because of this, households had 
somewhat higher occupationa l prestige scores and higher proportions in 
which someone had gone to coll ege than the proportion of individuals evi­
dencing those same criteria. 

With the household as the unit of analysis, homeownership and edu­
cation each qualify about two-thirds of the households in bankruptcy as 
middle class (Figure 2. 7). Occupational prestige sweeps in a larger group, 
with 82.9 percent of bankrupt households composed of at least one fami ly 
member whose occupation is among the top 80 percent of occupational 
scores in the United States. 

With these criteria, more than nineteen of twenty households in bank-1 
ruptcy could be classified as middle class: 95 percent reported at least one 
measure of middle-class status. This is an increase from 2001, when simi la r 
calculations revealed that 91.8 percent showed at least one indication of 
middle-class status. The data suggest that families in bankruptcy have been 
drawn largely from the middle at least since 1991, and the proportion with 
middle-class credentials continues to rise. 

The strength of the claim these families might make on middle-class sta­
t.us can be further tested. Of the households that had at least one indicator of 
middle-class status, 38.7 percent met two of the cri teria and 41 percent met 
all three criteria . 

These three indicia of middle-class status are highly corre lated, with no 
single criterion dominating. Homeownership and occupational status com­
bined wou ld classify 90.6 percent of all the filers as middle class. Home­
ownership and some college would identify 87.2 percent as middle class. 
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Some college and occupational status would peg 88.4 percent as middle 
class. These recombinations demonstrate the tight correlation among the 
variables. Of course, the correlations are expected because these class identi­
fiers tend to reinforce each other, as people with better educations often end 
up in better jobs, and those with better jobs are more likely to buy houses. 

There are no data that combine the indicia of middle-class status for 
the genera l U.S. population, making it impossible to carry out a direct, cu­
mulative comparison between the bankruptcy population and the general 
population. Despite this limitation, the bankruptcy numbers are useful in 
themselves. They reveal that people who file for bankruptcy graduated from 
high school and went on to college. They got good jobs. They bought homes. 
They may trail other Americans at the margins, with fewer bachelor's and 
graduate degrees and fewer very-high-status occupations, but collectively 
they have enduring indicia of middle-class achievement. People in bank­
ruptcy accomplished a great deal before their financial collapse, and they 
reflect a class status that is much like their counterparts around the country. 

IMPLICATIONS OF THE DATA 

T The headline finding is unmistakable: bankruptcy is used primarily by mid­
~ die-class families in financial distress. With more than nine in ten of all 

households in bankruptcy achieving middle-class status by virtue of educa­
tion, occupational status, or homeownership, bankruptcy cannot be dis­
missed as one more tragedy in lives beset by chronic poverty and limited 
choices. Bankruptcy has become a clear marker of how far middle-class 

1 
people are falling from a once-so lid economic rung on the American class 
ladder.31 

The most disturbing finding in these data may be the trend lines. To the 
extent that a trend is discernible from the three studies in 1991, 2001, and 
2007, the data suggest that the proportion of middle-class families turning 
to bankruptcy is increasing. The most notable increases were in two areas: 
the proportion of respondents with "some college," and the proportion who 
were, or had recently been, homeowners. Compared with the number of 
bankruptcy filers in 1991, by 2007 the number of filers who owned homes 
had increased 20 percentage points, and the number who had "some col­
lege" had increased 10 percentage points. 

The irony is inescapa)le. To an earlier generation, more education and 
hon~wnership spelled ecoiwmic security. But these traditionaiQaths have 
become far more treacherous. With more students than ever before taking 
out student loans, the stretch for an advanced education is considerably 
riskier. For those who are unsuccessful in their efforts to earn a bachelor's 
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degree, the lack of a credential combined with higher student loan debt and 
years of deferred earnings from delayed job market entry may spell finan­
cial disaster later in life. Funhermpre, the financ~al risks of higher educa- I 
tion may be exacerbated by the increased presence of private student loan ~ 
l;nders-who charge higher interest rates and fees than federally backed -
loans-and by the increasing need for students to rely on credit cards to 
cover college expenses. 

The data also suggest that the economic implications of homeownership Y 
are changing. The homeownership rates of bankrupt households showed a \ 
marked increase, approaching that of the general population. 1he housing 
g_uhhle was inflated by easy money, which meant that down payments van­
ished; loans became highly leveraged; and borrowers absorbed even more 
risk by taking on mortgages with adjustable rates, interest-only payments, 
and teaser rates that reset in two or three years. At the same time, the coun­
try saw an expansion of unscrupulous lending practices, with many home­
owners deceived about the costs and risks associated with buying a home. 
The bankruptcy data qffer a crucial warning that, absent proper regulation I 
of the mortgage industry, homeownership may actually undermine a fam- ~ 
ily's social class rather than elevate it. 

Most Americans will never seek protection from their creditors through 
bankruptcy.32 For example, in 2007, the year of this study, there were 112 
million households in the United States.33 That same year, 827,000 bank­
ruptcies were filed-most by households rat-her than by large corporations. 
Translated, this means that only seven-tenths of 1 percent (which is less 
than one in one hundred) of the households in the United States filed for 
bankruptcy in 2007.34 Because the percentage numbers are small in any 
given year, we might expect a sharp deviance from the general population. 
However, the fact that these data show a strong similarity between bank­
rupt debtors and the middle class reveals important aspects of the economic 
and socia l health of American families. Bankruptcy data are a barometer 
of financial failure. Knowing that middle-class America is at risk suggests 
problems that rJJD ro the very heart of the American economy. 

The findings in this chapter warn of a United States in which "middle 
class" is no longer synonymous with "financial security," a discontinuity 
that Jacob Hacker explores in Chapter 12. Instead, the bankruptcy data 
reveal an increasingly vulnerable middle class that plays by all the rules­
going to college, finding decent jobs, buying homes-and whose members 
still find themselves in economic collapse. 


