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Purpose

The U.S. bankruptcy system is designed to recover
funds for creditors while giving bankrupt small busi-
nesses an opportunity for a “fresh start.” While a
fresh start is a goal of the system, little analysis has
been done to evaluate the ability of small firms to
reset and thrive after bankruptcy. This paper attempts
to fill that gap.

Overall Findings

While the bankruptcy system has helped certain
small businesses maintain operations, credit access
issues after bankruptcy persist. These issues increase
the probability that firms will not even seek credit
after a bankruptcy.

Highlights

* At some point in the previous seven years, own-
ers of 2.6 percent of firms filed for bankruptcy.

*  Previously bankrupt firms perform similarly to
firms that have not filed for bankruptcy. They
are no more burdened than other small firms by
problems such as poor cash flow, high health
insurance costs, or excessive taxes, and they
attain similar firm sizes, as measured by employ-
ment. The firms in existence several years after
bankruptcy are evidence that small firms can sur-
vive and continue beyond a bankruptcy filing.

* A bankruptcy negatively affects a firm’s ability
to obtain loans, especially at reasonable interest
rates, even controlling for credit scores. These
firms have about a 24 percent higher likelihood
of being denied a loan and are charged interest
rates that are more than 1 percentage point high-
er than those charged other businesses.

*  The credit rationing of bankrupt small firms
leads to a class of discouraged borrowers who
are significantly less likely to even apply for a
loan.

*  The report finds some interesting differences in
credit access across minority-owned businesses.
Black- and Hispanic-owned businesses are
charged higher interest rates and are more likely
to be denied loans, while Asian-owned business-
es essentially mirror U.S. averages with respect
to interest rates and denials.

Scope and Methodology

The study uses National Survey of Small Business
Finances (NSSBF) data as a basis for the analysis.
The surveys of firms with fewer than 500 employ-
ees were conducted by the Federal Reserve Board
for data years 1993, 1998, and 2003. The data cover
about 4,000 firms per survey. Econometric models
were developed, with interest rates and loan denied
as dependent variables, and owner, business, and
financial characteristics of the firm used as explana-
tory variables. Note that the NSSBF has been discon-
tinued, but the Kauffman Firm Survey presents an
opportunity for further analysis.

This report was peer reviewed consistent with
Advocacy’s data quality guidelines. More informa-
tion on this process can be obtained by contacting
the director of Economic Research at advocacy@
sba.gov or (202) 205-6533.

Ordering Information

The full text of this report and summaries of other
studies performed under contract with the U.S. Small
Business Administration’s Office of Advocacy are

This Small Business Research Summary summarizes a research report published by the U.S. Small Business Administration’s Office of
Advocacy. The opinions and recommendations of the authors of this study do not necessarily reflect official policies of the SBA or other
agencies of the U.S. government. For more information, write to the Office of Advocacy at 409 Third Street S.W., Washington DC 20416,

or visit the office’s website at www.sba.gov/advo.



available on the Internet at www.sba.gov/advo/. Copies
are available for purchase from:

National Technical Information Service

5285 Port Royal Road

Springfield, VA 22161

(800) 553-6847 or (703) 605-6000

TDD: (703) 487-4639

www.ntis.gov

Order Number: PB2011-105088

Paper A04 ($33.00)

Microfiche A04 ($27.00)

CD-ROM A00 ($30.00)

Download A00 ($15.00)

For email delivery of Advocacy’s newsletter,
press, regulatory news, and research, visit http://
web.sba.gov/list. For RSS feeds, visit www.sba.gov/
advo.



