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 PREFACE 


This research is submitted in as a fulfillment of the requirement for the pursuit of the 
Master Degree in Business Administration (Corporate Management). This research is 
focusing on the determinants of the personal bankruptcy case in Malaysia by using the 
independent  variable  of  the  unemployment  rate,  lending  rate,  and  divorce  case.  The 
increasing trend of the personal bankruptcy case in Malaysia has raised the concern of 
the  policy  makers  and  the  researchers  as  this  will  essentially  become  a  stumbling 
block  for  Malaysia  to  become  a  high-income  status  nation  by  2020.  Even  the  past 
researchers have identifies the factors driven by the high personal bankruptcy case in 
Malaysia  was  due  to  the  credit  card  debt,  car  loan,  and  insufficient  knowledge  in 
personal financial management. Based on all these identified factors, the policy maker 
has designed some policy in curbing this problem. However, the personal bankruptcy 
cases are kept touching record high level in every  year. This has raised the question 
that  whether  there  are  other  important  potential  variables  being  ignored  by  the 
researcher  and  the  policy  maker.  The  details  of  the  research  findings,  policy 
implication,  limitation  of  this  research,  and  the  recommendations  for  the  future 
researcher will be discussed further in this research paper. 



(14)xiv 
 ABSTRACT 


Personal  bankruptcy  is  one  of  the  main  concerns  by  the  policy  maker  in  nowadays. 


The reason being is the increasing trend of the personal bankruptcy case in Malaysia 
 will  essentially  become  a  stumbling  block  for  Malaysia  to  become  a  “high-income 
 status  nation”  by  2020.  In  Malaysia,  in  fact,  the  factors  lead  to  the  personal 
 bankruptcy  has  been  extensively  and  the  policy  maker  also  has  introduced  some 
 policy  in  curbing  this  problem.  However,  the  problem  of the  personal  bankruptcy  is 
 still kept increasing from year to year and this has raised the interest to study what is 
 some of the possible relevant factors lead to the personal bankruptcy has been ignored 
 by  the  researchers  and  the  policy  makers.  With  the  hope  that  the  identification  of 
 these relevant factors can help the policy maker to come out some new policy which 
 can  be  more  effective  to  control  the  personal  bankruptcy  case  in  Malaysia.  In  this 
 research,  will  study  the  factors  lead  to  the  personal  bankruptcy  case  in  Malaysia  by 
 incorporating  the  factors  of  the  unemployment  rate,  lending  rate,  and  divorce  case. 


The study period starts from 1985 to 2015 with a total 31 observations. In this study i) 
Ordinary Least Square (OLS) multiple regression models has been employed to study 
the relationship of the unemployment rate, lending rate, and divorce case towards the 
personal  bankruptcy  case.  The  results  show  all  these  independent  variables  are 
significant. ii) Johansen cointegration test has been tested to investigate the existence 
of  the  long-run  or  short-run  relationship  in  the  model.  Subsequently,  VEC  model  is 
being  employed  to  examine  how  the  model  coincided  to  the  long-run  relationships 
while also enabling the short-run adjustment dynamics. Lastly, the Granger causality 
has been tested to identify the causal relationship between the variables. 
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CHAPTER1: RESEARCH OVERVIEW


1.1  Introduction


The personal bankruptcy case in Malaysia are kept increasing ever since the 1980s 
 until the mid of 2010s. This study is designed to study the factors to influence the 
 personal bankruptcy case in Malaysia. The details about the idea to generate this 
 research  will  be  discussed  further  in  this  chapter.  Hence,  the  research  objectives 
 and  questions  about  the  factors  lead  to  the  personal  bankruptcy  have  been 
 generated.  This  research  will  develop  the  hypothesis  of  study  i)  To  identify  the 
 relationship  between  the  personal  bankruptcy  case  and  the  unemployment  rate, 
 lending  rate,  and  divorce  case  in  Malaysia.  ii)  To  identify  the  existence  of  a 
 cointegration  relationship  in  the  model.    iii)  To  identify  the  causal  relationship 
 among  the  variables.  Lastly,  the  significance  of  study  will  be  included  in  this 
 chapter. 


1.2   Research Background


Malaysia, one of the fastest growing  economies in Asian countries which  aim to 
become a “high-income status” nation by 2020 has to deal with one of the primary 
obstacles  to  achieving  this  vision,  which  is  the  climbing  of  the  personal 
bankruptcy  rate.  According  to  Cheng,  Wei,  Rajagopalan  and  Hamid  (2014), 
Malaysia has the highest personal debt among 14 Asian economies. As shown in 
Figure 1.1, the household debt to GDP in Malaysia has  jumping to 89 percent of 
gross domestic product (GDP) in 2015 from around 33 percent in 1997. Therewith, 
the  climbing  record  high  to  89  percent  of  GDP  in  2015  has  surpassed  Thailand 
which boasted the highest household debt in Southeast Asia.



(16)2 of 140 


Figure 1.1: Household debt to GDP in Malaysia


 Source: Bank Negara Malaysia (BNM, 2015) 


Based on the information provided by Malaysia Department of Insolvency (MDI), 
 the  bankruptcy  petition  can  be  applied  either  by  the  debtors  or  the  creditors  as 
 long as the outstanding debt amount is more than RM 30,000.  


Figure 1.2: Personal Bankruptcy in Malaysia 


Source: Department of Statistics Malaysia (DOSM, 2015) 
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Based  on  Figure  1.2  displays  the  evolution  of  the  personal  bankruptcy  case  in 
 Malaysia from the year 1985 and 2015. In general, the personal bankruptcy has 
 an upward trend from the 1980s to 2010s. There is a notable increase in a number 
 of personal bankruptcies in the Post-Asian Financial Crisis of 1997 and the Post- 
 Global  Financial  crisis  of  2007-2008.  Specifically,  the  bankruptcy  cases  have 
 climbed  by  114%  from  the  year  1993  and  2005.  Meanwhile,  the  personal 
 bankruptcy  cases  have  climbed  by  68%  from  the  year  2007  and  2014.  An 
 explanation given by Sutthirak and Gonjanar (2012) to explain the post-financial 
 crisis  effect  is  the individual  was  stuck in  their  liquidity  problem  due to  a  huge 
 loss on their capital investment.  


According  to  a  research  done  by  MDI,  in  2007  there  were  around  0.049%  of  a 
 population of 26.8 million declared bankruptcies. Specifically which is around 37 
 Malaysian  going  bankruptcies  in  every  single  day.  Surprisingly,  this  figure  was 
 kept  climbing  until  2014,  where  there  were  around  0.075%  of  a  population  of 
 29.9  million  declared  bankruptcies.  Specifically,  which  is  around  62  Malaysian 
 declaring  bankruptcies  in  every  single  day.  In  other  words,  the  personal 
 bankruptcy reported in every single day has been increased by 68% in the past 7 
 years  and  yet  this  figure  is  still  climbing  until  today  (Carvalho  and  Hamdan, 
 2015).   


With the increasing number of bankruptcy cases reported from year to year  it is 
noticed that the young in nowadays are tend to over borrowing which has beyond 
their  ability  to  handle  the  debts  level.  Based  on  the  findings  of  D'Alessio  and 
Iezzi  (2013),  the  composition  of  the  heavy  household  debt  burdens  is  mainly 
contributed  by  housing  loans,  car  loans,  and  others.  Currently,  the  bad  debts  in 
local  banks  are  still  low,  yet  it  is  notable  an  increasing  trend  to  declare 
bankruptcy for those under age of 35.  To the extent that financial difficulties of 
an individual would reduce personal consumption. Besides that, another problem 
for Malaysia's economy on top of low commodity prices, a battered currency and 
a political crisis (Carvalho and Hamdan, 2015). 
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Furthermore,  the  economics  of  Malaysia  is  mainly  supported  by  domestic 
 (private)  consumption,  as  the  growth  of  private  consumption  has  been  slowing, 
 and if that continues, Malaysia's  growth  rates could be hit. In fact, in Malaysia, 
 the speed of debt accumulation by the households is much faster than the speed 
 of  their  incomes  growth.  As  a  result,  this  will  increase  the  likelihood  of 
 repayment  difficulties  when  the  credit  cycle  turns.  The  default  on  debt 
 repayments  had  brought  negative  impact  on  the  banking  industry.  It  was 
 considered  as  non-performing  loan  and  a  cost  to  the  banks.  Banks  put  the 
 bankruptcy  cost  in  their  income  statement  as  provision  for  loan  losses  (Chow, 
 2015). 


1.3  Problem Statement


The  increasing  trend  in  the  personal  bankruptcy  is  always  the  major  concern  of 
 the  policy  maker  (Thomas  and  Michael, 2002).  In  Malaysia,  the  research  about 
 the  factors  lead  to  the  personal  bankruptcy  has  been  extensively  studied  where 
 the factors were mainly contributed by the non-performing loan from car loans, 
 personal loans, credit card debt, and insufficient knowledge in personal financial 
 management  (Cheng  et  al.,  2014;  Selvanathan,  Krusnan,  and  Wong,  2016;  and 
 Zamzamir,  Jaini,  and  Zaib,  2013).  Based  on  the  identified  factors,  the  policy 
 maker has come out some measures to control the personal bankruptcies problem. 


For instance, there are two agencies being  set up by the  Bank Negara  Malaysia 
(BNM)  which  are  the  Malaysia  Department  of  Insolvency  (MDI)  and  Agensi 
Kaunseling dan Pengurusan Kredit (AKPK). The mission of MDI is to facilitate 
and  control  the  bankruptcy  problem  while  the  AKPK  is  acting  like  a  financial 
consultant  in  providing  financial  information  and  debt  rescheduling  plan  for 
those  facing  financial  problems.  Meanwhile,  BNM  has  required  all  commercial 
banks  to  tighten  their  rules  in  borrowing  loans  and  issuing  credit  cards  (“New 
Measures on,” 2006 and “Malaysia tightens household,” 2013). 
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However,  the  increasing  number  of  bankruptcies  cases  from  the  year  2007  and 
 2014 showing that the agencies are not effective in curbing the problem. This has 
 come to the question that whether there is other major factors that may lead to the 
 increasing  trend  in  the  personal  bankruptcy.  According  to  a  research  done  by 
 Garrett  (2007)  revealed  that  the  rapidly  increase  in  the  number  of  consumer 
 bankruptcy in the United States (US) was generally caused by debt overload and 
 the  impact  of  unexpected  negative  shocks  such  as  divorce,  unemployment,  and 
 medical expenses. Besides that, a research done by Jappelli, Pagano and Maggio 
 (2008) by incorporating macroeconomic variables to  study the relationship with 
 personal insolvency. The authors conclude that the climbing of interest rate and 
 the unemployment rate has resulted in climbing of personal insolvency. 


Figure 1.3: A comparison of the unemployment rate and the lending rate with the 
 personal bankruptcy 


Source: Department of Statistics Malaysia (DOSM, 2015) 


Based on the research  findings of  Garrett (2007) and  Jappelli et al. (2008) have 
 created an interest to investigate whether the unemployment rate, the lending rate, 
 and  divorce  case  are  the  factors  to  influence  the  climbing  of  the  personal 
 bankruptcy  case  in  Malaysia.  Figure  1.3  displays  the  trends  between  the 
 unemployment  rate,  lending  rate,  and  the  personal  bankruptcy  case  in  Malaysia 
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negative  relationship  between  the  unemployment  rate  and  the  personal 
 bankruptcy  case.  From  the  theoretical  point  of  view,  unemployment  and  the 
 personal bankruptcy should be positively correlated. However, a possible reason 
 can  explain  why  the  unemployment  rate was  dropping  significantly  in  the  mid-
 1980s was due to the rapid economy growth in that period. The rapid economic 
 growth  in  Malaysia  has  demanded  a  lot  of  workers  until  the  labour  are  being 
 shortage in the market. This explains why the unemployment rate fell from about 
 8 percent in 1987 to 5 percent in 1990 (Felker and Jomo, 2013).  


The lending rate, on the other hand, shows an upward trend from  the year 1985 
 and  2015  and  it  has  a  positive  relationship  with  the  personal  bankruptcy  case. 


The  lending  rate  was  started  to  increase  from  about  4.5  percent  in  1985  and 
reached about 12 percent in the mid-2000s. The reason for the steady climbing of 
the  lending  rate  was  due  to  the  steady  climbing  of  the  market  interest  rate  in 
order to stabilize the inflation rate in Malaysia during the rapid economic growth 
since  the  mid-1980s  (Felker  and  Jomo,  2013).  When  there  is  a  change  in  the 
lending  rate  will  directly  affect  the  cost  of  servicing  the  debt.  Likewise,  an 
increasing lending rate means an increasing cost of debt and therefore,  a higher 
the  personal  bankruptcy  case.  Besides  from  the  macroeconomic  variables 
(unemployment rate and lending rate) has been discussed earlier, the divorce rate 
is  suspected  to  be  another  important  factor  would  influence  the  individual 
insolvency.  In  fact,  the  divorce  rate  in  Malaysia  has  become  one  of  the  serious 
concerns  as  the  divorce  cases  reported  is  keep  climbing  from  year  after  year  as 
shown in Figure 1.4.  
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Figure 1.4: Comparison of personal bankruptcy and divorce in Malaysia 


Source: Department of Statistics Malaysia (DOSM, 2015) 


Figure 1.4 displays the trends between the personal bankruptcy case and divorce 
 case in Malaysia from the year 1985 and 2015. Based on the graphical approach 
 shows there is a positive relationship between the personal bankruptcy case and 
 divorce case. This has created a question whether the increasing of divorce case 
 is one of the important factors resulted the increasing of the personal bankruptcy 
 case in Malaysia. Based on a research revealed there were 56,760 divorces were 
 recorded  in  2012,  which  equivalent  to  a  marriage  is  breaking  down  every  10 
 minutes.  Divorce  could  bring  more  financial  distress  to  one  of  the  parties.  This 
 includes  the  cost  of  keeping  up  the  2  separate  household  such  as  alimony  and 
 child  payment  support  (Boon,  2014).  Up  to  date,  as  to  author  knowledge  in 
 Malaysia, there is no researcher incorporating the variables of the unemployment 
 rate,  lending  rate,  and  divorce  case  into  consideration  to  study  the  relationship 
 with  the  personal  bankruptcy.  This  has  raised  an  interesting  issue  to  study 
 whether  all  these  variables  are  an  important  factor  leading  to  high  personal 
 bankruptcies in Malaysia. 
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1.4   Research Objective


In  this  research,  general  objective  and  specific  objectives  are  stated  in  order  to 
 identify the goals for this research project.  


1.4.1 General Objective


To investigate the factors of the personal bankruptcy case in Malaysia. 


1.4.2  Specific Objectives


a)  To  identify  the  relationship  between  the  personal 
 bankruptcy case and its independent variables which are the 
 unemployment rate, lending rate, and divorce case. 


b)  To  identify  the  existence  of  a  cointegration  relationship  in 
 the model. 


c)  To identify the causal relationship among the variables. 


1.5 Research Questions


a)  What  is  the  relationship  between  the  personal  bankruptcy  case  and  its 
 independent variables which are the unemployment rate, lending rate, and 
 divorce case? 


b)  Is there any cointegration relationship in the model? 


c)  What is the causality pattern among all the variables? 
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1.6  Hypothesis of the Study


1.6.1.1 Unemployment Rate


H0a:  Unemployment  rate  does  not  have  a  significant  relationship 
 with the personal bankruptcy case. 


H1a:  Unemployment  rate  have  a  significant  relationship  with  the 
 personal bankruptcy case. 


Based on Warren (2003) proposed that the reasons of the climbing 
 in the personal bankruptcy case of a country is due to the adverse 
 events  in  the  labour  market.  For  instance,  a  job  loss  and  salary 
 reduction  during  a  bad  economic condition.  This  is  because  when 
 there is a steady income is being earned, individuals would able to 
 make their monthly debt repayment easily and on time. This could 
 signify the use of credit cards or personal loans is not a necessity. 


However,  during  unemployment,  income  will  stop,  families  are 
forced  to  quickly  spend  down  their  accrued  saving  balances  on 
everyday living expenses. When savings are depleted, getting loans 
to  fund  their  life  has  become  a  necessity  to  support  the  current 
living expenses. This can result in serious financial issues for those 
who  do  not  have  an  income  to  make  their  debt  repayment.  The 
unemployment  then  leads  to  outstanding  personal  loan  debts  that 
end up in default, perpetuating financial concerns even further. 



(24)10 of 140 


1.6.1.2  Lending Rate


H0b: Lending rate does not have a significant relationship with  
        the personal bankruptcy case. 


   H1b: Lending rate have a significant relationship with the personal  
        bankruptcy case. 


Based on Jappelli et al. (2008) proposed that the increase in interest 
 rate is always associated with a higher personal bankruptcy rate. In 
 a  situation  where  consumers  are  having  high  debt  level  due  to  the 
 financial  crisis  or  economic  recession  followed  by  sharp  rising 
 interest  rate  adjustment  will  lead  to  more  consumers  to  declare 
 bankruptcy.  This  is  because  the  rising  interest  rate  will  further 
 increase  the  burden  on  them  to  make  debt  repayment  and  as  a 
 consequence  higher  bankruptcy  reported.  Therefore,  this  study 
 proposes that there is a significant relationship between the personal 
 bankruptcy and the lending rate.  


1.6.1.3 Divorce case


H0c:  Divorce  case  does  not  have  a  significant  relationship  with      
 the personal bankruptcy case. 


   H1c: Divorce case have a significant relationship with the personal 
 bankruptcy case. 


Based on Poortman (2000), divorce can create financial distress on 
both  partners  in  a  number  of  ways.  Firstly,  the  primary  cost  after 
divorce,  for  example,  child  support  payments,  education  fees,  and 
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alimony. All these costs can easily drive up the financial burden to 
 one  of  the  parties.  As  results,  this  study  proposes  that  there  is  a 
 significant  relationship  between  the  personal  bankruptcy  case  and 
 divorce case. 


1.6.2 Long-run versus short-run relationship


H0: There is no cointegration relationship in the model. 


H2: There is a cointegration relationship in the model. 


Johansen  Cointegration  test  will  be  used  in  order  to  identify 
 existence of a cointegration relationship in the model. If the model 
 does  not  have  a  cointegration  relationship  then  this  study  will 
 employ  a  short-run  model  (Vector  autoregressive)  model. 


Conversely, if  there is a cointegration relationship in the model, a 
 long-run model (Vector Error Correction) will be employed in this 
 study (Gujarati and Porter, 2009). 


1.6.3 Causal relationship


H0: Xt does not Granger cause Yt. 


H3a: Xt does Granger cause Yt. 


H0: Yt does not Granger cause Xt. 
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       H3b: Yt does Granger cause Xt. 


The lag length involved, distributed, and autoregressive models has 
 raise  the  issue  of  causality  in  the  economic  variables.  This  is 
 because  the  finding  in  the  OLS  only  can  tell  the  existence  of  the 
 relationship  between  the  variables  where  it  does  not  prove  any 
 causality  or  the  direction  of  influence  towards  the  dependent 
 variable. This is where the Granger causality test comes in to fill up 
 this gap. For instance, a variable Xt is said to Granger cause Yt, if 
 Yt  can  be  predicted  with  greater accuracy  by  using  past  values  of 
 the  Xt  variable  rather  not  using  such  past  values.  Ceteris  paribus 
 assumption (Gujarati and Porter, 2009). 


1.7 Significance of the Study


Conceptually, when an individual is facing insolvency and turned out to declared 
 bankruptcy, in fact, this can benefit the economy of a country. The logic behind is 
 that, during the bankruptcy process, an individual can rebuild his/her credit record 
 if the outstanding debts of the debtors are discharged without any future obligation. 


With this, can encourage an individual in spending and borrowing which is good 
 for the economy. Nevertheless, if they are increasing number of people filing for 
 bankruptcy at the same time can adversely affect the economy (Dobbie and Song, 
 2013). Thus, in this research will  focusing on the factors that affect the personal 
 bankruptcy is mainly contributed to the policy makers, investors, and consumers. 


After the difficult periods of the Asian Financial Crisis in the 1997 and the global 
financial  crisis  in  the  2009,  the  policy  makers  has  introduced  a  number  of  rules 
and  regulations  to  enhance  the  local  banking  structure  as  well  as  the  financial 
market (Barth, Caprio, and Levine, 2013). By having a better understanding of the 
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factors that lead to personal bankruptcy may help the  policy makers to develop a 
 better  policy  to  curb  the  increasing  number  of  personal  bankruptcy  case.  For 
 instance, if the lending rate is one of the significant variables to influence personal 
 insolvency,  subsequently,  the  policy  maker  may  control  the  lending  rate  of  the 
 banking and financial institutions to ensure it is at the optimum level which will 
 not significantly increase the debt burden of the consumer. Similarly, the policy to 
 stabilize the unemployment rate and divorce case is another concern by the policy 
 maker which can allow to stabilize the personal bankruptcy of a country. 


Besides that, this research tends to provide useful information for the investor to 
make their investment decision making. According to Buehler, Kaiser, and Jaeger 
(2012),  a  high  personal  bankruptcy  rate  of  a  country  may  always  indicate  a 
country  is  facing  a  poor  economic  condition.  Thus,  based  on  the  personal 
bankruptcy rate of a country can actually signify to the investors about the actual 
economic performance of a country before they invest in the country. Moreover, 
for  those  bankruptcies  personal  might  face  difficulty  in  applying  for  new  credit 
and  even  looking  for  new  jobs.  Thus,  if  consumers  have  the  personal  financial 
management  knowledge  can  actually  have  a  wise  financial  plan  which  can 
effectively in preventing them from filing bankruptcy. Additionally, the financial 
knowledge  can  allow  the  consumer  to  understand  which  type  of  lending  rate 
(fixed  and  floating)  is  actually  suited  for  them  when  they  are  about  to  borrow 
loans from the banking and financial institutions. With this can actually reduce the 
chances of an individual to file for bankruptcy.  
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1.8 Chapter Layout


This research project contains five chapters and they will be presented as follow: 


Chapter 1: In Chapter 1, will provide an overall concept of the research project. It 
 contains  research  background,  problem  statement,  research  objectives  (general 
 and specific), research questions, hypotheses as well as significant of the study.  


Chapter  2:  In  Chapter  2,  this  chapter  will  discuss  about  the  literature  review  on 
 personal bankruptcy form the previous researchers. It covers the empirical testing 
 procedures and proposed theoretical framework.  


Chapter  3:  In  Chapter  3,  this  chapter  determines  the  research  methodology  that 
 used  to  carry  out  the  research.  It  shows  the  ways  to  conduct  the  research  which 
 include data collection methods and data analysis.  


Chapter  4:  In  Chapter  4,  this  chapter  will  interpret  the  research  findings 
 corresponding  to  the  research  questions  and  hypotheses  are  discussed  in  detail. 


This  study  interprets  and  analyses  the  data  collected  from  the  Department  of 
 Statistics Malaysia (DOSM). 


Chapter 5: In Chapter 5, this chapter provides an overall conclusion based on the 
research  project,  including  the  summary  of  statistical  analyses,  discussion  of 
major findings, implications and limitations of study as well as recommendations 
for future research. 
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1.9   Conclusion


In  conclusion,  in  Chapter  1  will  briefly  explain  the  general  concept  of  the  study 
towards  the  personal  bankruptcy  in  Malaysia.  Firstly,  this  study  is  designed  to 
investigate  the  significant  relationship  between  the  independent  variables 
(unemployment  rate,  lending  rate,  and  divorce  case)  and  the  dependent  variable 
(personal  bankruptcy  case).  This  research  aims  to  investigate  whether  these 
independent variables would have a positive or negative relationship with personal 
bankruptcy case. The previous researchers found that there are several factors will 
lead  to  personal  bankruptcy  by  conducting  primary  data  research.  However,  this 
study chooses this few independent variables to conduct the research as they have 
proved a stronger relationship with personal bankruptcy. Secondly, the existence 
of  a  cointegration  relationship  in  the  model  will  be  examined  followed  by  the 
examination  of  the  causal  relationship  among  the  variables.  The  evidence  and 
justification will be discussed in the following chapter. 
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CHAPTER 2:LITERATURE REVIEW


2.1  Introduction


In this chapter, a brief review of the factors (unemployment rate, lending rate, and 
 divorce  case)  leading  to  the  personal  bankruptcy  case  from  different  researchers 
 have been extensively studies. The research objective is to identify the  factors of 
 the  personal  bankruptcy  in  Malaysia.  Additionally,  the  technique, equations,  and 
 models used by different researchers will be discussed in this chapter. 


2.2 Review of Literature


2.2.1 Personal bankruptcy case


Personal bankruptcy is a type of debt solution for those people who is no 
 longer  has  the  ability  to  pay  back  their  debts  in  a  reasonable  time. 


Basically,  the  personal  bankruptcy  can  be  divided  into  voluntary  and 
 involuntary.  Voluntary  bankruptcy  also  known  as  “petitioning  for 
 bankruptcy”  is  where  an  individual  knowing  he/she  no  longer  has  the 
 ability to pay his/her debts and therefore, file for bankruptcy. Involuntary 
 bankruptcy,  on  the  other  hand,  is  where  the  creditors  taking  a  legal 
 bankruptcy proceedings to sue an individual for bankruptcy (Irby, 2017). 


In Malaysia, any individual who is unable to pay a minimum debt amount 
of RM 30,000 will be suing by the creditor to file for bankruptcy.  
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2.2.2 Unemployment rate


The unemployment rate is one of the common macroeconomic variables 
 where the researchers, for instance, Deng, Quigley, and Van Order (2000); 


also  prefer  to  incorporate  to  study  the  relationship  with  personal 
 bankruptcy. This is due to the fact that from the theoretical point of view 
 unemployment should be statistically significant and positively influence 
 the  personal  bankruptcy  filing.  This  is  because  when  an  individual  has 
 loss of job, he/she can no longer meet its obligation to service their debts 
 such as student loan, car loan, and houses loans. As a result, he/she has to 
 file for bankruptcy and financial restructuring.  


According  to  Hendershott  and  Schultz  (1993);  Deng,  Quigley,  and  Van 
 Order  (2000)  in  the  studies  of  bankruptcy  decision  by  incorporating  the 
 macroeconomic  factors,  such  as  the  unemployment  rate.  The  findings 
 have  consistent  results  to  shows  that  unemployment  is  significant  and 
 positively  to  influence  the  personal  bankruptcy  filing  in  their  study.  For 
 instance,  Hendershott  and  Schultz  (1993)  study  the  foreclosures  on  the 
 federal housing association (FHA) single family mortgages insured from 
 the year 1975 and 1987. They found that the unemployment rate and the 
 book value of borrower equity are statistically significant to influence an 
 individual  insolvency.  In  their  study  mentioned  that  unemployment  has 
 forced  the  borrowers  no  longer  has  the  ability  to  service  its  home  loan 
 obligation.  In  this  case,  they  are  actually  forced  to  sell  the  house  and 
 move to another place. However,  the moving decision actually increases 
 the  likelihood  of  default  due  to  the  fact  that  the  moving  cost  is  actually 
 unable to  deter  from  default.  Furthermore,  the  decision  to  sell  the  house 
 urgently can reduce the effective equity in the house. 


Nevertheless,  the  studies  of  Fay,  Hurst,  and  White  (2002)  have  failed  to 
show  unemployment  is  a  significant  variable  in  the  studies.  Thus,  the 
Congressional Budget Office has pointed out that the empirical studies do 
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not  have  a  consistent  result  to  prove  that  the  macroeconomic  variables 
 (unemployment)  are  significant  to  affect  the  filing  rate.  However,  by 
 using the surveys of bankruptcy filers do have a consistent result to show 
 that  unemployment  is  a  significant  factor  in  the  decision  of  personal 
 bankruptcy.  


According to a survey done by Sullivan,  Warren, and Westbrook (2000) 
 in  analysing  a  survey  study  of  1,991  bankruptcy  filings  have  found  that 
 the  unexpected  adverse  events  (such  as  unemployment,  divorce,  health 
 problems, and medical debts) are the major causes lead to the climbing in 
 bankruptcy  filings  in  the  United  States.  The  findings  from  the  survey 
 show that there is 67.6 percent of the filers claim that loss of the job is the 
 main  reason  for  them  to  declare  bankruptcy  where  these  adverse  events 
 have  eventually  creates  an  income  shock.  The  loss  of  income  or  high 
 expenses  would  influence  the  debt  repayment  ability  and  thus,  forcing 
 them to declare bankruptcy. Similarly, this statement is also supported by 
 Hetes-Gavra,  Avram  and  Avram  (2016)  where  they  study  among  a 
 sample size of 2,000 bankruptcy filers in Europe also found that there is 
 20 percent of the filers claims that there were filing for bankruptcy due to 
 loss of job.  


Meanwhile,  other  researchers  have  studies  on  the  determinants  of  the 
personal  bankruptcy  by  using  time  series  data.  Grieb,  Hegji,  and  Jones 
(2001)  study  the  macroeconomic  factors  and  consumer  behavior  on  the 
personal bankruptcy  via credit card defaults in a sample period from the 
year  1981  and  1999.  The  finding  show  that  the  unemployment  leads  to 
the climbing of credit card default rates due to the card user is relying on 
the  credit  card  to  maintain  the  autonomous  spending.  As  a  result,  the 
credit card default has become a trigger point for the card user to file for 
bankruptcy in the United States.   
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Agarwal, Liu and Mielnicki (2003) study the effect of unemployment on 
 consumer  bankruptcy  by  using  the  credit  card  data  from  the  year  1995 
 and  2001  on  700,000  customers.  The  findings  show  that  country 
 unemployment  is  critical  in  determining  the  consumer  bankruptcy.  The 
 study of Dick and Lehnert (2010) study the U.S. credit supply and rising 
 bankruptcy  rate  in  the  U.S.  covering  the  sample  period  from  the  year 
 1981  and  1999.  The  findings  show  that  the  unemployment  rate  is 
 statistically  and  positively  significant  to  affect  personal  bankruptcy. 


Specifically,  a  1  standard  deviation  increase  in  the  unemployment  rate 
 will increase the personal bankruptcy by 27 percent. 


On  the  other  hand,  Gross  and  Souleles  (2002)  using  the  bank  account 
 level quarterly data from the year 1995 and 1997 to conduct an empirical 
 study  of  the  demand  for  unsecured  credit  and  its  impact  on  consumer 
 bankruptcy.  They  adopt  a  duration  model  to  estimate  the  importance  of 
 the different variables in predicting the default. Specifically, they estimate 
 the risk effects on default, age, macroeconomic shock and changes in the 
 costs of default. They draw a conclusion that risk effects, macroeconomic 
 shock,  and  cost  of  default  are  statistically  significant  to  influence  the 
 consumer  default.  Nonetheless,  the  macroeconomic  variable  (state 
 unemployment)  is  failed  to  show  significant  impact  on  consumer 
 bankruptcy. The authors explain that the unemployment is insignificant in 
 their  study  could  be  due  to  their  sample  period  does  not  have  enough 
 variation in unemployment.  


Since,  most  of  the  researchers  also  found  that  the  unemployment  is  a 
statistically  and  positively  variable  to  influence  the  personal  bankruptcy 
in  their  studies.  Thus,  in  this  research,  it  is  expected  the  unemployment 
variable is statistically and positively to influence the personal bankruptcy 
case. 
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2.2.3 Lending rate


Nominal  interest  rate  is  part  of  the  monetary  policy  where  the  central 
 bank will revise the nominal interest rate on a quarterly basis. This would 
 forms  a  reference  rate  to  adjust  the  lending  rate  by  all  the  banking  and 
 financial  institutions.  In  other  words,  depending  on  the  economic 
 performance of a country, the central bank can adjust the nominal interest 
 rate of a country to achieve a certain economic objective (Blanchard and 
 Johnson, 2013). For instance, the interest rate will be adjusted downward 
 to  boost  the  economic  growth  via  a  lower  real  interest  rate.  A  lower 
 interest  rate  which  means  a  lower  lending  rate  which  could  make 
 borrowing more attractive due to cheaper cost to serve the debts. Besides 
 that, a lower interest rate means lower return from the savings in the bank 
 which  could  reduce  the  incentive  of  saving  yet  increase  the  incentive  of 
 borrowing. This in turns will increase the money supply in the market to 
 achieve the economic driven objective as well as to drives up the inflation 
 (Blanchard and Johnson, 2013).  


However,  bear  in  mind  that  as  the  economy  becomes  over  heated,  a 
higher inflation rate will then followed by an increase of market interest 
rate. This might increase the burden of creditors who are holding a high 
level of floating loan debts. In this case, a higher cost of debt will increase 
the  number  of  people  to  file  for  bankruptcy  since  they  have  no  way  to 
service  the  debt.  This  statement  is  supported  by  the  study  of  Igor, 
MacGee, and Tertilt (2010). The authors study the personal bankruptcy in 
the  United  States  from  the  year  1970  and  2004  by  employing  a 
heterogeneous  agent  life-cycle  model  to  evaluate  how  the  changes  in 
uncertainty  (income  shocks,  expense  uncertainty)  and  credit  market 
environment  (lending  rate,  transaction  cost,  and  credit  rating)  can  affect 
the  bankruptcy  filing  decision.  The  finding  shows  that  the  changes  in 
uncertainty  cannot  account  quantitatively  for  the  rise  in  bankruptcies. 
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However,  the  changes  in  credit  market  environment  are  the  main  force 
 driving the rise in filings for bankruptcy.  


       Meanwhile, this statement is also supported by Jappelli et al. (2008). The 
 authors study the effect of macroeconomic variables (interest rate, lending 
 to households, cyclical indicators, and institutional variables) on personal 
 bankruptcy in 11 European countries by using Vector autoregressive (VA) 
 model.  The  result  shows  that  the  increasing  interest  rate  and  the 
 unemployment  rate  will  lead  to  higher  personal  insolvency  rate. 


Additionally,  during  economic  shocks  or  sharply  rising  in  interest  rate 
 also would significantly drive up the personal debt level. Moreover, other 
 researchers  also  show  that  the  lending  rate  has  a  significant  relationship 
 with  consumer  debt.  When  the  lending  rate  increases,  the  cost  of  credit 
 card  debt  payment,  hire-purchase  loan,  and  personal  loan  also  will 
 increase.  This  will  become  a  significant  financial  burden  for  the 
 borrowers.  


Conversely, when the lending rate decreases, which means consumers are 
 easier to settle their monthly debt obligations.  This scenario was proven 
 by the research conducted by Katz (1999) in the United States. The author 
 studies  the  effect  of  the  lending  rate  and  consumer  debt  towards 
 insolvency.  The  finding  shows  that  the  number  of  personal  bankruptcy 
 cases filling in 1993 and 1994 was declined followed by the dropping of 
 lending  rate.  In  contrast,  the  number  of  bankruptcy  cases  filling  was 
 increased  in  the  late  1994  and  1995  due  to  the  sharply  increases  of 
 lending  rate.  Meanwhile,  Durkin  and  Staten  (2012)  also  have  the  same 
 finding where the increasing nominal interest rate has resulted in climbing 
 of bankruptcy case being reported. 


However,  based  on  the  research  done  by  White  (2010)  has  a  contrary 
point  of  view.  The  author  studies  the  relationship  between  the 
macroeconomic  factors  and  the  personal  insolvency  case  of  United 
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Kingdom (UK) from the year 1975 and 2008. The finding shows that the 
 climbing  of  insolvency  rate  in  the  early  1990s  was  associated  with  an 
 increase  in  the  unemployment  rate.  Nevertheless,  the  accumulation  in 
 household  credit  and  insolvencies  was  associated  with  falling  interest 
 rates.  The  result  shows  that  the  real  lending  rate  declined  from  4.3%  in 
 1997 to 1.8% in 2005. The low cost of borrowing in this period has lead 
 to  increasing  number  of  borrowers  borrowing  the  loan  and  therefore, 
 increasing number of insolvency cases being reported from year to  year. 


This statement is also supported by Zywicki (2005) and Dell'Ariccia, Igan, 
 and  Laeven,  (2008)  where  they  also  find  similar  findings  where  the 
 decreasing in nominal interest rate is one of the factors resulted in higher 
 insolvency rate. 


In  conclusion,  a  majority  of  the  researchers  also  found  that  the  lending 
 rate  is  statistically  significant  and  positively  to  influence  the  personal 
 bankruptcy  case  in  their  studies.  However,  a  minority  of  the  researchers 
 found that the lending rate is statistically significant yet it will negatively 
 to influence the personal bankruptcy. Thus, it is expected the lending rate 
 variable  also  will  be  statistically  significant  in  these  research  yet  the 
 relationship (positive or negative) towards the personal bankruptcy case is 
 yet to explore in this research since a different researchers has a different 
 findings in their research. 


2.2.4 Divorce case


The  climbing  divorce  case  is  becoming  one  of  the  primary  concerns  by 
the  policy  makers  and  researchers  as  the  climbing  divorce  case  has  a 
notable  effect  on  the  climbing  in  the  personal  bankruptcy  case  of  a 
country.  The  reason  being  for  divorce  can  be  related  to  personal 
insolvency is due to the fact that divorce does entail financial costs. After 
divorce,  regardless  is  a  man  or  a  woman  also  would  results  in  a 
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substantial  decline  in  household  income  which  would  increase  the 
 likelihood  of  living  on  social  welfare  or  falling  into  poverty  (Jarvis  and 
 Jenkins,  1999;  Duncan  and  Hoffman,  1985;  Burkhauser  and  Duncan, 
 1989; Holden and Smock, 1991; Smock, 1994; Poortman, 2000).  


According to Francis (2005), an economic report to investigate the impact 
 of household income after a divorce of the United States has been studied. 


The report shows that the household income has fallen by 40% to 45% for 
 children whose parents divorce and remain divorced for at least 6 years. 


Whereby, the food consumption for a divorced family also has reduced by 
 17%  as  compared  to  a  non-divorce  family.  An  explanation  given  by  a 
 divorced  family  is  due  to  the  absence  of  a  second  parent  in  a  variety  of 
 ways that help mitigate some of the financial cost. Meanwhile, Edmiston 
 (2006) study in analyzing the new perspective of bankruptcy filing rates 
 in the United States from the year 1970 and 2000.  The finding shows that 
 divorce  always  causes  a  huge,  immediate,  and  unexpected  household 
 income  reduction  which  in  turns  drive  up  the  chances  of  a  bankruptcy 
 filing  in  the  United  States.  The  findings  further  revealed  that  this  is 
 particularly  true  for  women  after  divorce.  The  result  predicts  that  the 
 economic  status  for  a  divorce  woman  would  drop  by  30  percent  after  1 
 year  of  divorce.  The  author  further  highlighted  that  when  the  divorce 
 increases by 1 percentage point among the population, these would bring 
 an  additional  7.8  people  to  declare  bankruptcy  per  1,000  individual  per 
 year. Therefore, the author concluded that the share of population divorce 
 in the United States is estimated to affect the bankruptcy rate. 


Additionally,  Hoffman and Duncan (1985); Aassve, Betti, Mazzuco, and 
 Mencarini  (2007)  claimes  that  a  substantial  number  of  men  wills 
 experiences economic problems after divorce due to the costs of acquiring 
 and  equipping  separate  house,  child  support  payments,  and  alimony. 


Researchers also found that the impact on men’s income after a divorce 
has been found to be modest and more often positive than negative. This 
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can  be  explained  by  a  male  is  stronger  in  labour  market  attachment  and 
 the  tendency  for  children  to  stay  with  their  mothers  after  divorce. 


Meanwhile,  based  on  a  research  done  by  Fay,  Hurst,  and  White  (2002) 
 found that an individual would have higher chances to declare bankruptcy 
 in the following year after a divorce. Based on the statistical result shows 
 there  would  be  86  percent  increases  in  personal  bankruptcy  in  the 
 following  year after  a divorce. Divorce would reduce the socioeconomic 
 status and might lead to personal bankruptcy. 


Moreover, the authors added that the divorce lawyers will tend to promote 
 cross-market  products  by  persuading  their  customer  to  declare  bankrupt 
 before a divorce. Lawyers will keep discussing with their customer about 
 the  benefits  of  bankruptcy  before  divorce  such  as  the  court  filing  fee,  a 
 joint bankruptcy petition will only need to pay one attorney fee and these 
 savings  can  be  significant.  All  debts  regardless  in  jointly  or  individually 
 debt also will be discharged in the bankruptcy. This will be no lingering 
 joint  debt that  the  non-filing  spouse  will  be  responsible  for.  As  a  result, 
 declare  bankruptcy  before  a  divorce  can  make  the  entire  divorce 
 settlement  process  becomes  much  cleaner  and  easier  with  no  debt 
 obligations  to  distribute.  This  can  explain  that  why  divorce  and 
 bankruptcies are positively correlated. 


Additionally,  the  findings  of  Domowitz  and  Sartain  (1999)  also  stated 
 that  an  individual  would  have  200  percent  higher  chances  to  declare 
 bankruptcy as compared a married individual. In addition, there is much-
 related  research  such  as  Zagorsky  (2005);  Del  Boca  and  Rocia  (2001); 


Lyons  (2003);  Edmiston  (2006);  Fisher  and  Lyonse  (2005)  also  have 
consistent findings to shows that divorce is statistically and positively to 
influences towards the personal bankruptcy. Therefore,  in this study it is 
expected  the  divorce  variable  is  statistically  and  positively  to  influence 
the personal bankruptcy case. 
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2.3 Theoretical Model


2.3.1 Personal bankruptcy case


Bankruptcy growth model

Yeager  (1974)  has  developed  a  bankruptcy  growth  model  where  the 
 model  development  is  based  on  the  recognition  of  insolvency  is  a 
 prerequisite to bankruptcy. This means that, in any given time period, the 
 number  of  consumers  who  declare  bankruptcy  proceedings  may  never 
 exceed  the  number  of  insolvent  consumers  in t.  Therefore,  it  can  say 
 develop that: 


Βt ≤ It


Where: 


      Βt = The number of consumer units who declare bankruptcy in year t. 


      It  = The number of insolvent consumer units in year t. 


 However, it can also be assumed that some consumers who are insolvent      
 may not choose bankruptcy. Thus: 


Βt  = qtIt, and q ≤ 1 


     Where: 


     Βt = The number of consumer units who declare bankruptcy in year t. 


     It  = The number of insolvent consumer units in year t. 


     qt = proportion of insolvent consumer units choosing bankruptcy in year t.  
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It  is  immediately  seen  that  the  number  of  new  consumer  bankruptcies 
 commenced  may  not  change  in  the  year  subsequent  to t  unless  a  change 
 occurs in I (the number of insolvent consumers), or in q (the proportion of 
 insolvent consumers who choose bankruptcy). 


2.3.2 The unemployment rate


Economic theory of poverty

In  the  different  school  of  economic  thought  have  a  range  of  views  on 
 poverty.  Since  the  19th-century,  the  classical  and  neoclassical  definition, 
 through the Keynesian shift, which brought poverty to the forefront of the 
 policy  agenda,  to  the  most  recent  theories.  Firstly,  the  classical  views  of 
 poverty assume a person is poor which is largely due to its own personality 
 traits. This trait, for example, is laziness, and low educational levels which 
 have to turn a person to fail. Secondly, from the neoclassical point of view, 
 poverty is recognizing as beyond an individuals’ control. For instance, lack 
 of  social  as  well  as  private  assets,  market  failures  that  exclude  the  poor 
 from credit markets, and cause certain adverse choices to be rational. The 
 criticism  of  these  two  approaches  does  not  take  the  linkage  with  the 
 community into account (Agola and Awange, 2014). 


Finally,  the  Keynesian  theory  of  poverty  developed  by  Keynes  in  1936 
 proposed that a major cause of poverty is due to unemployment which is 
 unlike  from  the  classical  approaches.  The  unemployment  is  viewed  as 
 involuntarily which government intervention is needed in order to combat 
 this poverty issue in the developing country (Lerner, 1936). As mentioned 
 in  the  study  of  Odekon  (2015),  poverty  causes  bankruptcy.  The  author 
 explains  that  an  individual  becomes  poverty  after  involuntarily 
 unemployed.  In  this  case,  an  individual  has  to  borrow  and  go  into  debt. 


They also become more vulnerable to a sudden economic downturn and do 
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not easily absorb economic shocks. As a result, they cannot pay their debts 
 and be forced to declare bankruptcy.


2.3.3 Lending rate


Liquidity preference theory

Liquidity  preference  theory  was  first  created  by  Keynes  in  1936  in  his 
 book The General Theory of Employment, Interest and Money. Basically, 
 this theory explains the determination of the interest rate by the supply and 
 demand for money. In accordance with this theory, keeping money in cash 
 is  much  preferred  due  to  its  liquidity.  In  order  to  persuade  an investor  to 
 invest in the financial tools such as fixed deposit investment with the bank, 
 the rate of return must be sufficient enough to compensate for the foregone 
 benefits  of  holding  liquidity  on  hand.  Similarly,  the  longer  the  maturity, 
 the  higher  the  rate  of  return  will  be  requested  by  the  investor  due  to  a 
 higher uncertainty in the long term. 


However,  the  interest  rate  is  adjustable  by  the  central  bank  in  order  to 
achieve  a  certain  economic  objective.  When  the  interest  rate  adjusted 
downwards, it will make the saving/fixed deposit investment with the bank 
become less attractive. This will rather increase the incentive to hold cash 
for consumption or investment in other financial tools. Similarly, a lower 
interest  rate  means  a  lower  cost  of  borrowing,  this  can  encourage  more 
borrowing for investment and consumption as well. The ultimate objective 
of  lower  interest  rate  is  to  increase  the  money  supply  in  the  market, 
therefore,  driven  economic  growth.  However,  as  mentioned  by  White 
(2010),  personal  debt  was  started  to  pile  up  during  the  low-interest  rate 
environment. In this favourable environment has made the loan to become 
very  attractive  until  the  borrowing  has  exceeded  the  capability  to  service 
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the debts. As a result, a high indebtedness has driven the number of people 
 to file for bankruptcy. 


2.3.4 Divorce case


Economic theory of divorce

According  to  Carroll  (1997)  and  Cocco  (2005),  from  the  traditional 
 economic  theory  views  divorce  as  a  shock  which  would  drive  up  the 
 individual  background  risk.  This  background  risk  would  raise  the 
 uncertainty  about  future  income.  As  mentioned  in  the  study  of  Schmidt 
 and  Sevak  (2006),  when  two  spouses  have  decided  to  divorce,  the  initial 
 economic  of  scale  (income  sharing)  associated  with  marriage  are  lost. 


Furthermore,  the  uncertainty  about  the  future  and  the  possibility  of  a 
second  marriage  are  likely  to  affect  the  individual’s  financial  risk  taking 
and  wealth  accumulation.  In  addition,  authors  further  mentioned  that  a 
divorce  is  costly  due  to  the  expensive  lawyer  payment  and  liquidation  of 
real  estate  assets,  which  may  then  alter  the  composition  of  wealth.  As 
mentioned  in  the  study  of  Edmiston  (2006),  a  divorce  shock  has  lead  to 
income  reduction  which  has  eventually  driven  the  number  of  the 
bankruptcy filing of a country.  
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2.4 Proposed Theoretical Framework


Figured 2.1 Framework for the Factors of Personal Bankruptcy of Malaysia 


xfnfnffngf


The Figure 2.1 above displays there are three independent variables will influence 
 the dependent variable. The three independent variables are Unemployment rate, 
 Lending  rate,  and  Divorce  case  which  will  influence  the  dependent  variable 
 (Personal bankruptcy case) in Malaysia.  


2.5 Hypothesis Development


2.5.1  The  unemployment  rate  and  the  personal  bankruptcy  case


According to Sullivan et al. (2000), loss of job has resulted an individual no 
 longer  has  the  ability  to  service  the  debt  obligations  (personal  loan,  home 
 loan, and car loan) and eventually has to file for bankruptcy. This statement 
 is  supported  by  a  number  of  researchers  such  as  Dick  and  Lehnert  (2010); 


Agarwal et al. (2003). 


Unemployment rate 


Lending rate  Personal bankruptcy 


case 
Divorce case 
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H1a:  The  unemployment  rate  will  positively  influence  the  personal 
 bankruptcy case. 


2.5.2 The lending rate and the personal bankruptcy case


According to Jappelli et al. (2008), changes in the nominal interest rate will 
 directly  reflect  on  the  lending  rate  offered  by  the  banking  and  financial 
 institutions.  Increases  in  nominal  interest  rate  can  increase  the  cost  of 
 borrowers to service their debt level. As a result, for whose borrower who is 
 no  longer  has  the  ability  to  service  the  debt  has  no  choice  but  to  file  for 
 bankruptcy.  However,  based  on  the  finding  of  White  (2010)  states  that  the 
 climbing  of  insolvency  rate  is  due  to  lower  nominal  interest  rate.  This  has 
 increased the incentive of borrowing and resulted in higher insolvency rate.


H1b: The lending rate will positively influence the personal bankruptcy case. 


2.5.3 Divorce case and the personal bankruptcy case


According to Zagorsky (2005) and Del Boca and Rocia (2001), the research 
 finding  shows  that  divorce  has  lead  to  a  reduction  in  household  income, 
 followed  by  the  expenses  of  alimony,  legal  fees,  and  children  support  fees 
 have eventually resulted in a bankruptcy filing. Besides,  Fayet et al. (2002) 
 state  that  before  a  divorce,  bankruptcy  decision  is  often  suggested  by  the 
 lawyers  to  discharge  the  debts  owing  by  each  other.  This  can  ensure  there 
 will be no lingering joint debt that the non-filing spouse will be responsible 
 for. 


H1c: The divorce case will positively influence the personal bankruptcy case 
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2.5.4 Long-run versus short-run


According  to  Hussain  (2002),  the  author  studies  the  macroeconomic 
 determinants  (unemployment,  interest  rate,  disposable  income,  and 
 household debt) of personal bankruptcy in the U.S. has found the existence 
 of a cointegration relationship in the model. Thus, in this study it is expected 
 the existence of a cointegration relationship in model. 


H2: There is a cointegration relationship in the model. 


2.5.5 Causal relationship


Granger  causality  test  is  being  important  because  it  can  fill  in  the  gap  as 
 what the OLS cannot explain such as to explain the causal relationship. This 
 causal relationship can tell how the past values of Xt or Yt can use to predict 
 the future value of Yt or Xt respectively. The first objective of this test is to 
 examine  the  causal  relationship  between  the  independent  variables/Xt
 (unemployment rate, lending rate, and divorce case) towards the dependent 
 variable/Yt (Personal bankruptcy case). The second objective of this test is to 
 examine  the  causal  relationship  of  the  dependent  variable/Yt  towards  the 
 independent  variables/Xt  (unemployment  rate,  lending  rate,  and  divorce 
 case).  The  causal  relationship  can  be  categorized  into  a  bidirectional, 
 unidirectional,  and  independent  relationship.  According  to  Jappelli  et  al. 


(2008),  the  authors  find  a  unidirectional  relationship  between  the 
unemployment  rate  and  insolvencies  as  well  as  find  an  independent 
relationship  between  interest  rate  and  insolvencies  both  in  the  U.S  and  the 
U.K.  Nevertheless,  there  is  a  limited  researcher  using  Granger  causality  to 
investigate the causal relationship between all these variables. Therefore, the 
actual  causal  relationship  among  these  variables  in  this  study  is  yet  to 
discover  in  Chapter  4  as  the  expected  causal  relationship  among  these 
variables is hard to justify based on one single researcher only. 
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       H3a: Xt does Granger cause Yt 


      H3b: Yt does Granger cause Xt 


2.6 Conclusion


Based  on  the  literature  review,  it  was  found  that  the  unemployment  rate,  the 
lending rate, and divorce case have a significant effect on the personal bankruptcy 
case.  Based  on  the  studies  of  different  researchers,  the  unemployment  rate  and 
divorce  case  are  positively  correlated  on  the  personal  bankruptcy  case.  On  the 
other hand, the lending rate has an ambiguous effect on  the personal bankruptcy 
due  to  different  researcher  has  a  different  point  of  view  and  obtained  different 
findings. The methodology will
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