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1 Introduction

Many governments provide debt relief programs that allow granted applicants to reduce their un-

secured debt. Debt relief programs are motivated by a concern that high levels of debt are self-

reinforcing, induce economic distress, and lead to a poor quality of life (World Bank, 2013). Since

individuals with large debt often pay a substantial fraction of their income to creditors (similar to

a tax), there is also a presumption that reducing debt raises the incentives for debtors to improve

their economic situation (debt relief provides a fresh start).

Despite the wide availability of debt relief programs for several decades now, there is limited

evidence on the impact of these programs on debtors. The simple reason is a shortage of records on

applicants for debt relief and a limited ability to combine such records with panel data that tracks

individuals over time. In this paper, we overcome previous data constraints by hand-collecting

data on the universe of granted and non-granted applicants for debt relief in Denmark from 1984

to 2003 and linking these records to nationwide Danish registers.

An important contribution of our paper is that we provide a long-run evaluation of an under-

studied debt relief program using administrative register data. In our main analysis, we follow

applicants for 16 years after a court ruling but we also conduct subgroup analysis where we extend

the follow-up period to 34 years. Applicants who are granted debt relief in Denmark typically

repay a small part of their debt during 5 years, meaning that we study applicants far beyond the

repayment period. A longer follow-up period provides a more complete program evaluation and

helps us understand if debt relief gives permanent help to debtors, or if debtors eventually fall back

into old habits such as excessive consumption and accumulation of unsustainable debt. A com-

parison of short- and long-run effects (during and after the repayment period) is also informative

about the incentive structure of debt relief programs, and is relevant for policy questions regarding

the optimal design of relief programs (e.g. repayment conditions).

A second contribution of our paper is that we describe the impact of debt relief on a wide

range of measures related to labor market outcomes and financial status. We evaluate the impact

of debt relief on assets, home ownership, real estate, and wealth, and we also use comprehensive

2



data on secured and unsecured debt from nationwide registers covering all interest-bearing loans in

banks and other financial institutions. In addition, we study labor market outcomes such as earned

income, employment status, and public income support. We find that debt relief increases earned

income, and our combined data on income, debt, assets, real estate, and wealth reveals that much

of this increase in income translates into an accumulation of assets and wealth. A large fraction

of the increase in assets can be accounted for by home ownership and real estate which is partly

financed through an increase in secured debt (applicants who are granted debt relief regain access

to mortgage loans).

We start our empirical analysis by examining the income and wealth trajectories of appli-

cants for debt relief, and by performing event-study regressions that compare applicants who were

granted versus denied debt relief. Visual inspection of the event-study graphs shows that there are

large changes in outcomes for granted versus denied applicants at the time of a court decision. The

mean outcomes of granted and denied applicants also suggest that the impact of debt relief arises

primarily due to improvements for granted applicants.

To improve the identification of causal effects, we estimate the impact of debt relief using an

IV design based on the quasi-random assignment of applicants for debt relief to court trustees

with varying admission rates. In the Danish system, the trustee serves as an impartial assistant to

the court and prepares the debt relief case for final assessment by the judge. As a consequence,

the trustee can indirectly affect the verdict of the court through e.g. individual differences in the

interpretation and implementation of admission requirements. Consistent with such heterogeneity,

we observe large variations in admission rates across trustees within the same court and year of

application. We conduct several tests of our instrument and show that the observable characteristics

of applicants for debt relief do not predict the admission rates of trustees handling applicant cases

(conditional independence of the instrument). We also find that the admission rate of trustees (the

instrument) is not correlated with the repayment terms of granted applicants, suggesting that our

IV results are driven by exogenous entry into debt relief as opposed to variations in the conditions

under which applicants receive debt relief.
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Before describing our main results, we briefly discuss how debt relief may affect granted appli-

cants. A key policy concern is that individuals with very large debt have weak incentives to work

(Dobbie and Song (2015)), since future payments to creditors act as an (implicit) tax on the earned

income of debtors (sometimes referred to as debt overhang, see Bernstein (2021); Donaldson, Pi-

acentino and Thakor (2019)). The more additional income the debtor receives, the larger will be

the demands from creditors, similar to a tax that rises with income. Reducing this high implicit

tax rate through debt relief should increase the labor supply and earnings of granted applicants (a

substitution effect). Debt relief also improves the financial status of granted applicants and should

allow them to accumulate assets and gain access to mortgage loans. Counteracting these poten-

tially favorable gains from debt relief is the concern that granted applicants will eventually fall

back into excessive debt accumulation, that debt relief reduces labor supply and earnings through

a wealth effect, and that the labor demand for granted applicants is low due to e.g. their credit

history. Ultimately, it is therefore an empirical question whether there are long-run effects from

debt relief.

Our results show that individuals who are granted debt relief have 26% higher earned income,

are 11.7 percentage points more likely to be employed, are 12.2 percentage points less likely to

be out of the labor force, are 25 percentage points more likely to own a house or an apartment,

accumulate more assets corresponding to an increase of about 200% of the follow-up mean, have

less unsecured debt, have more secured debt, and accumulate more wealth relative to debtors who

are denied debt relief. The impact of debt relief is highly persistent and is present in our data

for at least 34 years after a court decision. About two-thirds of the increase in earned income for

granted applicants can be attributed to a net transition of workers who are out of the labor force

into employment. This decomposition suggests that high levels of debt discourage individuals

from entering the labor market.

Debt relief programs are often divided into Anglo-Saxon programs (the US and the UK) and

more recent programs in Continental Europe. Among the Continental European countries, Den-

mark has the oldest debt relief program (Niemi-Kiesilainen (1999)). Debt relief in the US is
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considered more debtor-friendly than in Continental Europe (Ramsay (2012)) where admission re-

quirements are stricter and relief programs primarily target individuals who have been exposed to

a series of unfortunate events. In the US, out-of-pocket medical expenses are considered pivotal in

about a quarter of personal bankruptcies among low income households (Gross and Notowidigdo,

2011). See also e.g. Keys (2018); Indarte (2023) for other evidence on the selection into personal

bankruptcies in the US. In Denmark, universal health care coverage implies that direct health care

costs are not a major cause of applications for debt relief. In the US, indebted individuals can

choose to apply for Chapter 7 or Chapter 13 bankruptcy, whereas Denmark and most other Con-

tinental European countries offer a single debt relief program with no applicant choice. Finally,

unsecured debt in Continental Europe is seldomly fully discharged. Individuals who are granted

debt relief often repay a small (fixed) part of their debt during a fixed period (typically 5 years).

After the repayment period, debtors are free of all unsecured debt included in the relief program

(Niemi-Kiesilainen (1999)).

The best available evidence on the impact of debt relief is found in a series of papers that use

quasi-random assignment of judges to court cases to estimate the effect of receiving Chapter 13

bankruptcy protection in the US relative to the best outside option (no protection or protection

from Chapter 7 bankruptcy). In a first paper, Dobbie and Song (2015) find that 5 to 10 years

after a court ruling, Chapter 13 bankruptcy leads to higher earnings, lower mortality, and a lower

foreclosure rate. In additional work, Dobbie, Goldsmith-Pinkham and Yang (2017) use data from

a credit bureau and show that debt relief decreases the likelihood of future financial distress and

increases the likelihood of retaining a mortgage. Other related studies include Gross, Notowidigdo

and Wang (2020), Musto (2004) and Dobbie et al. (2020) who analyze the consequences of bad

credit reports (bankruptcy flags) and find that the removal of such reports leads to an increase in

available credit and borrowing, Di Maggio, Kalda and Yao (2019) who study the effects of debt

relief for student loans, and Indarte (2022) who presents an overview of recent papers on the costs

and benefits of household debt relief. Our study broadens the available evidence on the impact of

debt relief by providing longer follow-up, additional outcomes based on nationwide administrative
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register data (assets, home ownership, real estate, and wealth) and a new counterfactual (due to

institutional differences across countries) that compares applicants who are granted versus denied

debt relief in court.

Our paper is also related to a literature in quantitative macroeconomics that analyzes the ag-

gregate implications of debt relief and evaluates the costs and benefits of debt relief programs in

equilibrium models (e.g. Livshits, MacGee and Tertilt (2007), Chatterjee et al. (2007), Mitman

(2016), and Auclert, Dobbie and Goldsmith-Pinkham (2019)). Among the benefits that have been

studied are the ability of debtors to smooth consumption across states and time. Costs that have

been analyzed include a reduction in credit supply and moral hazard among debtors.

The rest of this paper is structured as follows. Section 2 presents the institutional setting for

debt relief in Denmark. Section 3 describes our data collection and the database that we create.

Section 4 presents estimates from our event-study and IV regressions, and Section 5 concludes.

2 Institutional Setting

2.1 Background

In 1977, the Danish government appointed a committee which proposed a new law on debt re-

lief (Danmarks Justitsministerie, 1982). Two years later, Danish parliament approved a slightly

modified version of the law which came into effect on July 1st, 1984. At that time, Denmark was

the only country in Continental Europe with a legal procedure for debt relief (the UK and the US

already had such procedures).

The commission noted that Denmark had a legal procedure for adjusting secured debt when the

debtor owned assets (personal bankruptcy), but lacked a procedure for adjusting unsecured debt

held by debtors with no major assets. The commission argued that debtors with unsustainable debt,

creditors in the financial industry, and the government would all benefit from a law on debt relief.

Debtors would be allowed a fresh start, creditors would not devote resources to collect payments

from debtors who could never repay all their debt and would instead get a share of outstanding
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debt back through partial repayment. In addition, the government would not have to pay benefits

to debtors who received public income support because of high interest and debt payments.

According to the commission, the prospect that every improvement in the financial situation

of the debtor above the subsistence level will only benefit creditors, implies that the debtor is in a

hopeless financial situation, with a potential strong and negative impact on the debtor and his or

her family. These financial circumstances will often trigger apathy, resentment, self-blame, and/or

a feeling of inferiority and failure. As a consequence, the debtor no longer tries to improve his

or her situation. The debtor lacks the motivation to hold on to an existing job, to find a new job

(if unemployed), or to start a new business, and will often try to support him- or herself through

government benefits. According to the commission, there are strong humanitarian arguments for

helping overburdened debtors and their families get out of an unsustainable economic situation.

The commission acknowledged that a law on debt relief could lead to some debtors taking on more

debt with little regard for future risks, but concluded that the gains from the law outweighed the

costs associated with such moral hazard.

2.2 Law on debt relief

The 1984 regulations on debt relief in Denmark1 were introduced as new chapters in the existing

Danish Bankruptcy Law (Konkursloven). The law states that there are two requirements that have

to be met for an individual to receive debt relief. The first requirement is that the debtor can

show that he or she is unable to repay the debt today and in the foreseeable future. The second

requirement is that the personal circumstances of the debtor speak in favor of granting debt relief.

The law provides few details about these requirements, but the government commission discussed

how the requirements should be interpreted.2

1Lov 1984-05-09 nr 187 om ændring af konkursloven, gældsbrevsloven og lov om retsafgifter (Law 1984-05-09
nr 187 about changes in the Bankruptcy Law, the Debt Instruments Law, and the Law on Court Fees).

2The law was intentionally vague when specifying admission requirements to allow courts to make case-by-case
assessments of applicants, implicitly acknowledging that debt relief was "new territory" and court practice had to
develop along the way (Kilborn (2009)). This decentralized approach of implementing the law may be one source of
the variation in admission rates across trustees that we exploit in our empirical design.
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Concerning the debtor being unable to repay the debt today or in the future, the commission

wrote that the debt should be sufficiently large and that the current and future economic situation

of the debtor should prevent repayment of the debt. Typical conditions under which debt relief will

not be granted is if the debt is small or if the debtor is only temporarily in financial hardship with

better economic conditions expected in the future, for example due to temporary unemployment.

The value of assets is expected to be low for applicants, who should have used existing funds

to pay down outstanding debt. If applicants nevertheless own significant assets, they generally

do not qualify for debt relief. Concerning personal circumstances, the manner in which the debt

was acquired, the age of the debt, and the stability of the debtor’s economic situation are relevant

factors for decisions on debt relief. Debtors who have ended up with large debt due to a business

that failed in a recession or due to a general fall in housing prices, have a more justifiable case for

receiving debt relief than debtors who have acquired debt to finance extensive private consumption.

Debtors with older debt who have tried to repay their debt for a long time also have more valid

reasons for debt relief than debtors who recently acquired debt. A stable economic situation with

little uncertainty regarding the debtor’s income and expenditures also speaks in favor of debt relief.

A debtor applies for debt relief in the local City Court. In general, applicants do not pay a

fee (costs that arise during the legal process are borne by the government). The applicant must

declare all his or her assets and liabilities and all sources of household income. The court calls the

applicant to a first meeting to collect more information and to verify that the information provided

by the applicant is correct. The court then makes a decision to dismiss the application or to initiate

an investigation about debt relief. According to the law, an investigation is only initiated if there

is a reasonable chance that the application will be successful. If an investigation is initiated, the

court will typically appoint a court trustee ("medhjælper" in Danish), often a private lawyer, who

will serve as an assistant to the court throughout the legal process.

The court trustee collects additional information from the applicant and prepares a repayment

plan for a part of the applicant’s unsecured debt. When the plan is ready, the applicant and the court

trustee are called to a public hearing where the trustee presents the repayment plan. The creditors
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are also invited to the hearing and can pose questions to the applicant, but they often choose not

to be present. After the hearing, the court decides whether or not the applicant is granted debt

relief, and if so, what percentage of the debt the applicant should repay and over what period of

time. A granted applicant is responsible for making payments according to the repayment plan to

a designated bank account and the trustee transfers these payments to the creditors in proportion

to the debt that is owed to them (all creditors are as a general rule treated equally regardless of the

type of debt). Importantly, once the court has made its decision, the nominal repayment plan is

fixed and repayments do not vary as a function of the debtor’s future income.

The court can remove all or part of the unsecured debt of the debtor at the time of the application

for debt relief. Secured debt (e.g. a mortgage) is as such not affected by an applicant receiving debt

relief. There is no legal restriction on how long the repayment period must be, but many debtors

who are granted debt relief repay remaining unsecured debt over a period of five years. There is

also no restriction on how many times an individual can apply for debt relief. If the applicant does

not follow the repayment plan or if it is discovered that the applicant provided false/inaccurate

information during the application process, the court can revoke its decision on debt relief at any

later point in time. The creditors may also appeal a decision on debt relief to a higher court, which

can modify or cancel the previous decision from the City Court. In practice, appeals and modified

verdicts are rare (fewer than 1% of granted applicants in our data have their debt relief revoked).

2.3 Creditor rights in Denmark

Danish creditors have different ways of collecting unsecured debt from debtors who do not fulfill

their obligations. A creditor can approach the debtor directly or through a debt collection agency

to secure payments and negotiate a repayment plan. If the debtor fails to make payments or does

not acknowledge the debt, the creditor can also initiate a debt collection process in the Court of

Bailiffs. In court, the creditor can petition to have the debtor placed under personal bankruptcy.

If the court decides in favor of bankruptcy, the debtor’s assets are liquidated and the proceeds are

distributed to the creditors. The creditor can also ask for a bailiff to enter the debtor’s home and
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secure assets that can be sold off to cover the debt. Claims on the debtor’s assets (e.g. real estate,

cars, large savings, valuable furniture, or future inheritances) can be liquidated as long as the debtor

can sustain living conditions at or above the legal poverty level.3

Public creditors have additional privileges and may use wage garnishments to retain a portion

of the debtor’s earnings and public transfers in order to settle outstanding public debt. During our

study period, wage garnishments could not exceed 20% of the debtor’s income and the debtor was

allowed to keep income necessary to sustain living conditions at the legal poverty level. Public

institutions in Denmark have their own bailiff system and do not have to appeal to the Court of

Bailiffs to make claims on the debtor’s assets.4

The Danish rules generally allow credit scoring companies to keep information about the open-

ing of an investigation into debt relief for a maximum of 5 years for non-granted applicants, and

up until the end of the repayment period for granted applicants. For granted applicants who re-

ceive a full discharge of debt, credit scoring companies must immediately remove all information

about the debt relief process (including information on discharged debt). As a consequence, cred-

itors who are contacted by these granted applicants after the court verdict will not know that the

applicants recently received debt relief.

3 Data

The Danish law on debt relief stipulates that the City Court has to make a public announcement in

the newspaper Statstidende if and when an investigation into debt relief is initiated, if and when the

applicant and the creditors are called to a hearing at the court, and if and when the court decides to

grant debt relief to an applicant. An announcement about an applicant who is granted debt relief

3An application for debt relief may be preceded by a personal bankruptcy (a forced liquidation of the debtor’s
assets in court). The bankruptcy procedure enables creditors with secured debt to obtain as much of their debt as
possible. Since loans are full recourse in Denmark, unrealized remaining claims are then converted to unsecured debt
that may be discarded if the individual applies for and is granted debt relief.

4Danish law permits public agencies to remit a part of public debt. According to the Danish Withholding Tax Act
and the VAT Act, debt remission can primarily be granted if a debtor owes the public unpaid taxes and toll fees only,
but not if the debtor also has other public debt or debt to private creditors (see https://www.retsinformation.
dk/eli/mt/1995/91 (in Danish) for more information).
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has to specify the percentage reduction of the applicant’s unsecured debt.

3.1 Data collection Statstidende

All issues of Statstidende are stored on microfilm in the Danish Royal Library. We extracted

information from announcements about debt relief, from the start of the debt relief program July

1st 1984 until October 14th 2005 when there is a change in the way data is stored. This process gave

us an initial database with 150,944 announcements listing the date, court, type of announcement,

name and address of the applicant, and the name of the appointed court trustee.

We then merged our data on applicant names and addresses with the Danish Central Person

Register (CPR) which contains the current and historical names and addresses of all Danish resi-

dents together with their unique personal identification number. More details about the matching

procedure can be found in the Online Appendix 3.1. Overall, we were able to identify a unique

person in the Danish Central Person Register for 97.0% of the announcements in Statstidende,

corresponding to an initial sample of 49,306 individuals in the Danish population.5

We divided all individuals in our sample into those who were granted or denied debt relief. We

classify individuals as granted if we have an announcement of this type in our database. We refer

to the year when the City Court publishes a first announcement about an applicant as the year of

application. We restrict our final sample to applicants from the start of the debt relief program in

1984 up until 2003, in order to have sufficient follow-up time after an application to capture later

announcements granting applicants debt relief. This process results in a final sample with 46,571

individuals handled by 71 different City Courts (see Table A.2 in the Online Appendix). In the

final sample, the median time for granted applicants from a first announcement in Statstidende to

the granting of debt relief is 7 months (the 90th percentile is 1 year and 9 months).

Statistics Denmark and the Courts of Denmark (“Danmarks Domstole”) publish official statis-

tics on the number of court cases for debt relief in Denmark (see Table A.3 in the Online Appendix).

5There are typically several announcements for each applicant (investigations, hearings, granted applications, and
withdrawn applications).
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For the period from 1988 to 2003 when data is available, the number of granted cases of debt re-

lief in Denmark was 32,565 according to official statistics. In our hand-collected database, we

have 31,768 unique individuals who were granted debt relief during that same period (97.6% of

the cases in the official statistics). The similarity of these two numbers suggests that our database

includes nearly all investigated applicants for debt relief in Denmark from 1984 to 2003.

3.2 Register data

We link our full sample to several nationwide Danish registers and use the register data to describe

the background and outcomes of applicants for debt relief. We briefly describe the most important

variables in our study and how we construct them. A complete list of the outcome variables and

their definitions is available in Table A.4 in the Online Appendix.

We create a measure of earned income which includes earnings for employed individuals and

business income for individuals who are self-employed.6 We also classify individuals as being

employed (by a firm or self-employed), unemployed, or out of the labor force based on their

employment status in November each year. The Danish Income Tax Register contains yearly

information on the taxable wealth holdings of all Danish residents, which originates from the

period when Denmark had a wealth tax. Due to the tax, banks and other financial institutions

had to report the taxable assets and taxable debt of Danish residents directly to the tax authorities.

The measure of taxable assets in the Tax Register includes holdings of bank deposits, bonds, and

stocks in banks and other financial institutions, as well as the official government appraisal of each

Danish resident’s real estate. From this appraisal, we create a dummy variable describing whether

or not an individual owns some real estate. The measure of taxable debt in the Tax Register

includes interest-bearing mortgages and other secured debt as well as interest-bearing unsecured

debt in banks and other financial institutions (Leth-Petersen (2010)).7 The measure of taxable debt

6Monetary numbers are CPI-adjusted throughout the paper to 2020 DKK (1 USD was approximately 6.5 DKK
in 2020). We also use a measure of hourly wages calculated by Statistics Denmark. By construction, our results for
wages are conditional on employment. Selection into employment for applicants who receive debt relief could affect
changes in wages and the results for wages should therefore be interpreted carefully.

7Since the information is collected for tax purposes we do not have separate information on the type of loans,
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does not include all types of debt to public institutions (e.g. unpaid taxes), and does not include

debt between private individuals. There is no simple way of decomposing total taxable debt into

subcategories that are consistent over our whole sample period, but we can construct subcategories

for taxable secured debt in banks and other financial institutions (mortgages and other secured

debt) and taxable unsecured debt in banks and other financial institutions (see Table A.4 in the

Online Appendix). Henceforth, we refer to these two variables as secured and unsecured debt.

The majority of the register variables that we use are available in our linkage on an annual

basis from 1980 to 2019, giving us at least 4 years of data on all applicants prior to the year of

application, and at least 16 years of data after the year of application (see Table A.4 in the Online

Appendix). To remove the effect of outliers, we winsorize earned income, taxable assets, taxable

debt, taxable secured and unsecured debt, taxable wealth, taxable real estate, and the hourly wage

rate at the 1st and 99th percentile by calendar year.

3.3 Summary statistics

In the left column of Table 1, we present summary statistics for our full sample for the year prior

to the year of application. Applicants for debt relief are on average 44.2 years old in the year of

application, and a majority are men (63.3%). The average years of schooling are 11.0 and 64.4%

of applicants are employed. The fraction of real estate owners is 12.0%.

The measure of taxable assets in Table 1 shows that applicants for debt relief have essentially

no assets. This measure confirms that the debt relief program successfully targets individuals who

cannot repay their debt by selling off existing assets.8 The measure of taxable debt is considerably

larger than the measure of taxable assets implying that applicants for debt relief have negative

taxable wealth.

The center and right columns of Table 1 divide applicants for debt relief into those who were

maturity, interest rates, etc.
8The number of individuals who are granted debt relief in Denmark each year corresponds to less than 5% of the

individuals who are registered by the Danish tax authorities as being late with payments on a loan greater than 100,000
DKK (approximately 15,000 USD), reinforcing that debt relief is restricted to debtors with severe financial problems
(Kreiner, Leth-Petersen and Willerslev-Olsen, 2020).
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granted versus denied debt relief. The pattern that emerges from the table is that these two groups

are similar in terms of observable characteristics. Individuals who are granted debt relief have

lower earned income, are less likely to be employed, and are less likely to own real estate compared

to applicants who are denied debt relief, suggesting that there is a slight negative selection of

individuals into debt relief by the City Court.

We also make a comparison of individuals who are applying for debt relief in Denmark with

the general population in Denmark conditional on age and sex. For that purpose, we randomly

draw five individuals with the same birth year and sex as each applicant for debt relief and describe

the characteristics of these comparators in Table A.5 in the Online Appendix. The table reveals

that individuals who apply for debt relief have lower socioeconomic status relative to the general

Danish population. Applicants for debt relief have fewer years of schooling on average, have lower

earned income, lower taxable assets, higher taxable debt, and are less likely to own real estate. The

magnitude of these differences is quite large.

3.4 Repayment statistics

In order to describe the repayment terms for applicants who receive debt relief, we hand-collected

additional information from a sample of 1000 randomly selected days where Statstidende was

published between 1984 and 2005 (the repayment sample). Information on the fraction of the debt

that had to be repaid (the dividend) is mandatory by law and is therefore available for close to all

granted applicants. Some announcements contain information about the total unsecured debt, or

information about the length of the repayment period and the monthly repayment from the debtor

to the creditors. When the dividend is positive, we can use information on the repayment per

month, the length of the repayment period, and the dividend to infer the total unsecured debt.

Table A.6 in the Online Appendix presents summary statistics for the repayment sample.

Across 3968 announcements, the mean dividend was 10.3% and three quarters of debtors paid

a dividend of 14.3% or less. These estimates show that debtors who are granted debt relief in

Denmark typically repay a small fraction of their debt to the creditors. We also found 2181 an-
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Table 1: Summary Statistics for Applicants of Debt Relief

All Granted Denied

Mean age 44.2 44.3 43.8
(10.5) (10.6) (10.2)

Fraction men 63.3% 62.7% 65.2%
Fraction married 58.4% 58.2% 59.3%
Mean persons in household 2.5 2.5 2.6

(1.4) (1.4) (1.4)
Mean years of schooling 11.0 11.0 11.1

(2.9) (2.9) (2.9)
Mean earned income 165 161 180

(172) (170) (176)
Fraction employed 64.4% 63.9% 66.3%
Fraction unemployed 12.1% 12.5% 10.8%
Mean taxable wealth -389 -394 -368

(635) (640) (616)
Mean taxable assets 71 66 91

(435) (443) (405)
Mean taxable debt 458 457 461

(700) (702) (692)
Fraction real estate owners 12.0% 11.8% 12.7%

Observations 46,571 36,404 10,167

Notes: This table shows summary statistics for the full sample (and separately for granted and denied appli-
cants) for the year prior to application. Monetary unit is thousands of 2020 DKK. Numbers in parentheses
are standard deviations.

nouncements with information about the length of the repayment period with a mean of 4.5 years.

Among these announcements, more than 85% described debtors who received a repayment period

of exactly 5 years.

The repayment sample has information on the required repayment in 1145 announcements

(when the dividend was positive), with a mean monthly repayment of 2500 DKK. To assess the

magnitude of these repayments, we combined data on the fraction of granted applicants who pay

a positive dividend, their mean repayment, and the estimated mean disposable income of granted

applicants in our full sample according to the Income Tax Register. This comparison indicates that

the mean repayment corresponds to 14.4% of mean disposable income for granted applicants.
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Using direct information, or indirect information in the form of the required repayment and the

length of the repayment period, we were able to infer the total debt in 1389 cases with a mean debt

of 1.71 million DKK. This estimate from the repayment sample is larger than the estimate from the

Tax Register, likely because the City Court considers a wider range of debt (for example unpaid

taxes) than what is recorded in the Tax Register.

4 Results

We present a series of results on the impact of receiving debt relief in Denmark. We first discuss

evidence in the form of mean outcomes and event-study regressions, and then turn to results from

IV regressions using quasi-random assignment of applicants to court trustees.

4.1 Graphical evidence

Figure 1 and Figure A.2 (Online Appendix) show mean outcomes for applicants for debt relief,

from 4 years before to 16 years after the year of application. Applicants who are granted debt relief

have lower mean earned income prior to application compared to denied applicants. Afterwards,

these positions reverse and applicants who are granted debt relief have higher mean earned income

up to 16 years after application. The employment rate is similar or slightly lower for granted

applicants prior to application but also reverses gradually, so that granted applicants have a higher

employment rate towards the end of the follow-up period.

Mean taxable assets, the fraction of debtors who own real estate, and mean taxable real es-

tate falls prior to application. Mean taxable debt also falls, due to a reduction in secured debt.

Unsecured debt, on the other hand, continues to rise up until the year of application. These time

patterns are consistent with a process of deleveraging where applicants are selling off financial

assets and real estate to reduce their debt, and perhaps clarify what fraction of the debt they can

repay (Kilborn (2009)).

After the year of application, there is a divergence in balance sheets depending on court deci-
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sion. Applicants who are granted debt relief accumulate taxable assets at a higher rate and become

more likely to own real estate compared to applicants who are denied debt relief. Applicants who

are granted debt relief also experience a large, immediate, and persistent reduction in unsecured

debt, but accumulate more secured debt relative to denied applicants, consistent with the steady

increase in real estate ownership. The net effect of these changes is that granted applicants accu-

mulate more taxable wealth than denied applicants during the whole follow-up period.

Figure 1: Mean Outcomes Before and After Application for Debt Relief
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Notes: This graph shows mean outcomes for granted and denied applicants for debt relief from 4 years before
to 16 years after the year of application. The outcome variables are earned income (top left), employment
(top right), taxable assets (middle left), taxable wealth (middle right), unsecured taxable debt in banks and
other financial institutions (bottom left), and secured taxable debt in banks and other financial institutions
(bottom right). Monetary unit is thousands of 2020 DKK.
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4.2 Event-study regressions

Next, we estimate event-study regressions of the form

Yit = ai +ys +Xitq + Â
s6=�1

ds ·1[t �Ai = s] ·Di + eit (1)

where Yit is the outcome of interest for applicant i in year t, ai is an individual fixed effect, Di is

a dummy for applicants who were granted debt relief, Ai is the year of application, ys are period

fixed effects (in years relative to year of application), ds is the parameter of interest and measures

the impact of debt relief s years after application,9 and Xit are exogenous covariates (calendar

year fixed effects). In all event-study regressions (1), we cluster standard errors at the level of the

applicant and normalize ds to zero in the year prior to application.

Figures A.3 and A.4 in the Online Appendix display event-study graphs for all outcomes over

a 16-year horizon using all application cohorts. In addition, Figure 2 displays event-study graphs

for a sub-sample permitting a 25-year study horizon while still requiring that our data is balanced

wrt event time (i.e. using applicants for debt relief from 1984 up until 1994). Overall, these graphs

show that receiving debt relief is associated with significant and persistent effects throughout our

16-year follow-up period, extending all the way up to 25 years after application. To go even further,

Figure A.5 (Online Appendix) shows impacts for a 34-year horizon where we use all applicant

observations and do not require that we have a balanced sample wrt event time. This last figure

suggests that, especially for financial outcomes, the impacts of debt relief persist over 34 years.

Overall, the event-study graphs show that the effects of debt relief include an increase in earned

income, an increase in taxable assets, an increase in the likelihood of owning real estate, a decrease

in unsecured debt, an increase in secured debt, and an increase in taxable wealth. For all outcomes,

the event-study coefficients are statistically significant but the interpretation of some of the esti-

mates may not be straightforward since the outcomes (e.g. employment) exhibit non-parallel trends

9Using the estimator developed in Callaway and Sant’Anna (2021) we obtain very similar results to what we show
below (see Figure A.6). Note that our event-study is balanced and centered around event time (year of application),
and that there is a control group for each application cohort – i.e. non-granted individuals who applied for debt relief
in the same year.
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prior to application. This is why we turn next to instrumental variable estimation to better under-

stand the impact of receiving debt relief and compare the event-study estimates with alternative

estimates from an IV setup.

Figure 2: Long-Run Event-Study Graphs

����

����

����

����

����

(D
UQ
HG
�,Q
FR
P
H

�� � � � � � � � � � � � � ��� � � � ��� � � � ��� � � � ���
<HDUV

��

����

��

����

(P
SO
R\
P
HQ
W

�� � � � � � � � � � � � � ���� � � ���� � � ���� � � ���
<HDUV

�

���

���

���

���

$V
VH
WV

�� � � � � � � � � � � � � ��� � � � ��� � � � ��� � � � ���
<HDUV

�

���

���

���

���

:
HD
OWK

�� � � � � � � � � � � � � ��� � � � ��� � � � ��� � � � ���
<HDUV

����

����

�

���

���

8
QV
HF
XU
HG
�'
HE
W

�� � � � � � � � � � � � � ���� � � ���� � � ���� � � ���
<HDUV

����

����

�

���

���

6H
FX
UH
G�
'
HE
W

�� � � � � � � � � � � � � ���� � � ���� � � ���� � � ���
<HDUV

Notes: This graph shows estimated event-study coefficients from 4 years before to 25 years after the year
of application comparing granted and denied applicants for debt relief. The outcome variables are earned
income (top left), employment (top right), taxable assets (middle left), taxable wealth (middle right), unse-
cured taxable debt in banks and other financial institutions (bottom left), and secured taxable debt in banks
and other financial institutions (bottom right). Standard errors are clustered at the level of the debtor. Mon-
etary unit is thousands of 2020 DKK. The sample consists of applicants for debt relief from 1984 up until
1994.

4.3 Instrumental variables model

Our main econometric method is an IV study design that builds upon previous work by Doyle

(2007), Dahl, Kostøl and Mogstad (2014), and Dobbie and Song (2015) among others. These au-

19



thors exploit the random assignment of individuals to judges or investigators with varying leniency.

Unlike Dobbie and Song (2015), we do not know the identity of judges deciding debt relief cases in

our data. Instead, we construct an instrument based on the quasi-random assignment of applicants

to court trustees. Trustees are appointed as assistants to the court and are influential in preparing

and assessing a debt relief case for the judge and can indirectly affect the verdict of the court.10

This institutional feature creates exogenous variation in the admission of applicants into debt relief.

Our econometric IV framework is a two-stage least squares model

Di jc = c +hZi jc +GWit +uit (2)

Yit = µ +bDi jc +QWit + vit (3)

where we refer to equations (2) and (3) as the first and second stage. Di jc is an indicator for being

granted debt relief for applicant i assigned to trustee j in court c. Similar to previous studies, the

instrument Zi jc for applicant i assigned to trustee j in court c is the mean leave-out admission rate

of the trustee in the court minus the mean leave-out admission rate of all trustees in the same court

(n jc is the number of cases handled by trustee j while nc is the number of cases in court c across

all trustees)

Zi jc =
1

n jc �1
·
 

n jc

Â
k=1

(Dk)�Di

!
� 1

nc �1
·
 

nc

Â
k=1

(Dk)�Di

!
(4)

To reduce noise in our instrument, we limit our IV sample to trustees handling 20 cases or more

in a court. We also require that there are 2 trustees or more in a given year in a court. We calculate

the value of the instrument across all observations in our data (not only the estimation sample)

and refer to the combination of a trustee and a court as a trustee identifier. In the IV estimation

sample, we have 32,794 observations with 515 trustee identifiers handling an average of 64 debt

10In his extensive survey of the Danish debt relief system, Kilborn (2009) notes “Though reliable statistical figures
on the rate of plan non-confirmation are not available, one suspects that nearly all plans submitted to hearing by the
trustees are confirmed by the courts”, further highlighting the importance of trustees in the court decision process.
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relief cases.11 In all IV regressions, we cluster standard errors by the trustee identifier.

We include exogenous covariates for an applicant, Wit , that are available for the whole study

period. These covariates are demographic variables (sex, age at application in four categories, a

dummy for a single-person household, legal marital status, immigrant status), education (in three

categories), the hourly wage in the year prior to application (dummies for quartiles and missing

data), the balance sheet of the applicant in the year prior to application (taxable assets, taxable

debt, and a dummy for real estate ownership), proxies for the permanent income of the applicant

(the mean over four years prior to application of earned income, employment, unemployment,

and social assistance), and fixed effects for the (calendar) year of observation. We also include

court-by-year-of-application fixed effects to adjust for variations in the quality of applicants and

the behavior of trustees across locations and time.

4.3.1 Relevance of instrument

A valid instrument requires relevance, independence, exclusion, and monotonicity. In this and the

following two sections, we present evidence regarding each of these requirements.

Figure 3 shows a histogram of the residualized instrument conditional on court-by-year fixed

effects, indicating that there is considerable variation in the admission rate of trustees. Moving

from the 10th to the 90th percentile of trustees corresponds to a 17 percentage point increase in

admission rates. The solid line in Figure 3 shows the fitted values from a non-parametric regression

of the debt relief court verdict (whether or not the applicant was granted debt relief) on the instru-

ment. Consistent with the first stage of the IV regression model, this relationship is monotonically

increasing across the distribution of the instrument and close to linear.

Table A.7 in the Online Appendix shows results from the first stage regression (equation (2)).

The first column in the table presents estimates from the regression with court-by-year fixed effects

but no other covariates. The estimated coefficient for the instrument is 0.532, meaning that a 10

percentage point increase in the admission rate of the assigned trustee (a change not uncommon

11These 515 trustee identifiers correspond to 502 different trustees 13 of whom work in two courts.
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Figure 3: Properties of Instrumental Variable
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Notes: This graph displays properties of the instrumental variable used for 2SLS estimation. The bar chart
shows the distribution of the instrument (the normalized mean trustee admission rate) conditional on court-
by-year fixed effects (y-axis to the left). The black line shows the non-parametric regression of a dummy
for a debtor being granted debt relief on the instrument with 95% confidence intervals (y-axis to the right).

in the data, see Figure 3) increases the probability of the applicant being granted debt relief by

5.32 percentage points on average. The instrument coefficient is significant with an associated

F-statistic of 206. The second column of the table adds the full set of covariates that we use in the

two-stage regression model. Including these covariates hardly affects the estimated coefficient for

the instrument, consistent with the instrument being at most weakly correlated with the observable

characteristics of applicants for debt relief.

4.3.2 Independence and exclusion of instrument

Independence and exclusion require that the assignment of applicants to trustees is random (within

court and year) and that a trustee only affects the assigned applicant through the probability that

the applicant is granted debt relief. Table A.8 (Online Appendix) shows a balance test for the

instrument and the exogenous covariates, Wit , in the two-stage least squares model. In the right

column, we present results from a regression of the court verdict (whether an applicant is granted

debt relief or not) on the covariates. Twelve out of twenty-two coefficients are significant and the
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F-statistic for joint significance is 12.94 (p < 0.001). These results imply that the covariates are

highly predictive of whether an applicant is granted debt relief or not.

In the left column of Table A.8, we present the results from a regression of the instrument

on the same set of exogenous covariates. Only two out of twenty-two coefficients are significant

and small in magnitude, and a test that the coefficients are jointly equal to zero is not rejected

(p = 0.252). The implication of the results in Table A.8 is that the same observable applicant

characteristics that predict the verdict in debt relief cases, do not jointly predict the admission rate

of the trustees handling the cases, consistent with the assignment of trustees to cases being random

within a court and year. Representatives for the courts and experts in the field have confirmed this

practice.12

A potential threat to our identification strategy is that trustees may affect not only who gets

debt relief but also the conditions under which debt relief is granted.13 We therefore examine the

association between the (residualized) trustee instrument (i.e. the normalized admission rate of

trustees in equation (4) conditional on court-by-year fixed effects) and the dividend that granted

applicants pay to their creditors, using data from the repayment sample (see Section 3.4). Figure

A.8 (Online Appendix) shows a scatter plot of the instrument and the dividend, with no apparent

relationship between the two variables. In Table A.9, we present results from a regression of the

dividend on the instrument. When we exclude covariates, there is no association between the two

variables (the R-squared rounded to three decimals is 0.000). Including the exogenous covariates,

Wit , from the two-stage least squares model and/or winsorizing the dividend at the 1st and 99th

percentiles (to reduce the impact of outliers) does not change our conclusion that there is no stable

relationship between the instrument and the dividend. The results in Table A.9 suggest that our

IV results are driven by exogenous entry into debt relief and not contaminated by variations in the

12See e.g. https://www.domstol.dk/aarhus/raadgivning/ for the current list of trustees in the Aarhus City
Court where the head of the court (Preben Veng) confirmed that cases are assigned to trustees by court administrative
personnel on a rolling basis, i.e. random assignment.

13Trustees are assistants to the court and are required to be impartial and prepare debt relief cases according to the
law. If trustees assist debtors or creditors beyond their legal duties, trustees face the risk of losing their authorization
to work for the court (and hence lose their salary).
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conditions under which applicants receive debt relief.14

4.3.3 Monotonicity of instrument

In the presence of heterogeneous treatment effects, the instrument must satisfy monotonicity if the

estimated impact of receiving debt relief is to identify a positively weighted average of individual

treatment effects. Monotonicity means that an applicant who was granted debt relief when handled

by a trustee with a low admission rate would also have been granted debt relief by a trustee with

a higher admission rate (and vice versa). An example of a violation of monotonicity would be if

some trustees were more supportive of male applicants while other trustees were more supportive

of female applicants.

We first implement the joint test of strict monotonicity and exclusion developed by Frandsen,

Lefgren and Leslie (2023a). Following the arguments in Sigstad (2023), we implement the test

within courts and we focus on the 9 largest courts in our sample (close to 50 % of the sample) to

ensure reasonable sample sizes.15 Table A.17 (Online Appendix) reports p-values and test statis-

tics. In the majority of cases, the p-value is above conventional levels implying that we cannot

reject the null hypothesis of strict monotonicity and exclusion. There are also cases where we do

reject the null hypothesis with a p-value close to zero, but these cases are scattered across courts

and time periods and we cannot rule out that individual rejections reflect random noise as there are

relatively few cases per trustee (see the discussion in Frandsen, Lefgren and Leslie (2023b)). Re-

estimating our IV model and excluding the courts where we most often reject the null hypothesis

does not fundamentally change any of the findings.

We also conduct two tests of (average) monotonicity previously implemented by Bhuller et al.

(2020) and Norris, Pecenco and Weaver (2021). Under the weaker assumption of average mono-

tonicity and exclusion, the IV estimator still identifies a convex combination of treatment effects

14The similarity of our IV results for labor market outcomes both during the repayment period as well as in the
longer run is also consistent with the estimated impact arising due to entry into debt relief as opposed to differences in
repayment conditions across trustees.

15Focusing on excluded courts tends to generate similar findings but suffers from a limited sample size within
courts. Further, re-estimating our IV model using the 9 largest courts does not fundamentally change any of our results
below.
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(Frandsen, Lefgren and Leslie (2023a)). The first test is that the coefficient for the instrument in the

first stage (the impact of the instrument on the probability that applicants are granted debt relief)

should have the same sign in different subsamples. Table A.10 (Online Appendix) shows results

from the first stage regression in subsamples based on sex, age, education, and earned income. The

estimated coefficients for the instrument in all these subsamples are positive and significant.

A second test of (average) monotonicity is that trustees who had a high admission rate (relative

to other trustees) in one subsample should also have a high admission rate (relative to other trustees)

in other subsamples. We conduct this test by estimating the first stage in subsamples with an

instrument that is constructed from cases outside the subsample (a reverse-sample instrument).

When we estimate the first stage among men, for example, the instrument is constructed among

women. Table A.11 (Online Appendix) shows results from the first stage regression in the same

subsamples as in Table A.10. The estimated coefficients for the instrument are still positive and

significant using the reverse-sample version of the instrument.

4.4 Labor market IV results

We now present our IV estimates for labor market outcomes in Table 2. The estimated two-stage

least squares model indicates that applicants who are granted debt relief have significantly higher

earned income, with an annual increase of 46,800 DKK. This rise corresponds to 26.0% of the

mean earned income of applicants who were denied debt relief measured across all 16 years of

follow-up (follow-up means for denied applicants are reported in Table A.13 in the Online Ap-

pendix). This is a large effect, albeit similar in magnitude to the estimated effect in Dobbie and

Song (2015) who find that Chapter 13 bankruptcy protection increases earnings for US applicants

by 25.1% relative to the pre-filing mean. This similarity in magnitude arises even though the Dan-

ish institutional setting is different from the US in several ways, something we discuss further

below.

Being granted debt relief also leads to a significant increase in employment of more than ten

percentage points, or equivalently 20.7% of the follow-up mean. The higher employment rate
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Table 2: Impact of Debt Relief on Labor Market Outcomes

(1) (2)
OLS IV

Earned Income (DKK) 20,183** 46,800**
(1,576) (15,200)

Employed (y/n) 0.0230** 0.117**
(0.0038) (0.039)

Unemployed (y/n) -0.0123** 0.0050
(0.0023) (0.012)

Out of Labor Force (y/n) -0.0110** -0.122**
(0.0036) (0.040)

Hourly Wage (DKK) 4.264** 11.6
(0.915) (8.25)

Observations (individuals) 46,391 32,794

Notes: This table shows the estimated impact of debt relief on labor market outcomes. Column (1) reports
estimates based on our event-study regression (equation 1) assuming a time-invariant treatment effect. Col-
umn (2) reports estimates using our instrumental variable regression. Monetary unit is 2020 DKK. The
number of observations in Column (1) refers to the number of individuals with non-missing outcome data
(the maximum across outcomes). The number of observations in Column (2) refers to individuals with non-
missing outcome data and a valid instrument. Note that the difference in estimates across columns is not
explained by differences in samples (see Table A.12 in Appendix). Numbers in parentheses are standard
errors clustered at the level of the individual (Column 1) or clustered at the level of the trustee identifier
(Column 2). ** p<0.01, * p<0.05.

of granted applicants is almost completely offset by a corresponding decrease in the fraction of

individuals who are out of the labor force. Our interpretation of the results in Table 2, is that high

debt discourages some individuals from entering the labor market, most likely due to demands that

would be placed on them from creditors if they acquired additional income above the legal poverty

level (see also Section 2.3 and Section 4.7.5). We also try to further decompose the decrease in

the fraction of applicants who are out of the labor force. Suggestive evidence is pointing towards

a decrease in the fraction of applicants who receive disability insurance and a decrease in the

fraction who receive social assistance (see Table A.14 in the Online Appendix). None of these two

estimated effects on welfare dependency are significant though. As can be seen in Table 2, we find

no significant effect of debt relief on wages or unemployment.
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To understand how much this increase in employment contributes to the increase in earned

income, we use a statistical decomposition based on previous work by Blundell, Bozio and Laroque

(2011) and outlined in Online Appendix D. The earned income Iit of individual i in year t can be

written as the product

Iit = Pit ·Eit (5)

where Pit is an indicator for individual i working in year t, and Eit is the earned income of the

individual in that year if he or she is working. Using a linear decomposition, the change in earned

income, DI, is

DI = DP ·E +P ·DE (6)

The first term in the decomposition, DP ·E, is the contribution of the extensive margin (employ-

ment) and the second term, P ·DE, is the contribution of the intensive margin (hours worked and

the hourly wage). If we set the changes in earned income and employment, DI and DE, equal to

our IV estimates and implement the simple decomposition discussed in the Online Appendix D,

we find that the increase in employment accounts for approximately two thirds of the increase in

earned income for applicants who are granted debt relief in Denmark.

An important contribution of our study is the long study horizon which enables us to quantify

long-lasting impacts of debt relief and cumulative gains in earnings and employment. If we sum

over all 16 years of follow-up, the accumulated increase in earned income for applicants who are

granted debt relief in Denmark amounts to close to half (48.3%) of the mean debt they owe to

creditors (Table A.6 in the Online Appendix). Finally, in Section I (Online Appendix) we use our

estimates from above and take a first step towards assessing the fiscal impact of the Danish debt

relief program by accounting for increased tax revenues, reduced public income transfers, and lost

tax revenue from creditors who qualify for tax reductions when they write off their credit losses.
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Table 3: Impact of Debt Relief on Household Finances and Real Estate Ownership

(1) (2)
OLS IV

Taxable Wealth (DKK) 255,898** 282,500**
(5,610) (46,400)

Taxable Assets (DKK) 155,504** 309,300**
(5,315) (54,400)

Taxable Debt (DKK) -110,386** 7,870
(6,870) (66,000)

Taxable Secured Debt (DKK) 93,587** 201,400**
(3,512) (38,000)

Taxable Unsecured Debt (DKK) -191,849** -188,100**
(4,323) (42,600)

Owns Real Estate (y/n) 0.156** 0.248**
(0.004) (0.044)

Taxable Real Estate (DKK) 124,318** 260,800**
(4,099) (47,700)

Observations (individuals) 46,391 32,794

Notes: This table shows the estimated impact of debt relief on household finances and real estate ownership.
Column (1) reports estimates based on our event-study regression (equation 1) assuming a time-invariant
treatment effect. Column (2) reports estimates using our instrumental variable regression. Monetary unit
is 2020 DKK. The number of observations in Column (1) refers to the number of individuals with non-
missing outcome data (the maximum across outcomes). The number of observations in Column (2) refers
to individuals with non-missing outcome data and a valid instrument. Note that the difference in estimates
across columns is not explained by differences in samples (see Table A.12 in Appendix). Numbers in
parentheses are standard errors clustered at the level of the individual (Column (1)) or clustered at the level
of the trustee identifier (Column (2)). ** p<0.01, * p<0.05.

4.5 Financial status IV results

Table 3 shows IV estimates for outcomes related to financial status. The estimates show a signif-

icant increase in taxable assets for applicants who are granted debt relief corresponding to about

200% of the follow-up mean. After debt relief, there is a reduction in unsecured debt and an in-

crease in secured debt, and these two changes are roughly equal in size (there is no significant

change in total taxable debt when all years of follow-up are pooled together). The IV estimates

reveal a large increase in the fraction of granted applicants who own real estate of around 25 per-
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centage points, in the order of 200% of the follow-up mean. There is also a significant increase in

real estate wealth which is slightly larger than the increase in secured debt.

Linking these patterns to our results on earned income and employment, we see that debt relief

increases earned income and that much of this increase in income translates into an accumulation

of assets (the estimated increase in assets amounts to close to two years’ earned income in the year

prior to application, see Table 1). A large fraction of the increase in assets (around 84 percent) can

be accounted for by home ownership and real estate which is partly financed through an increase

in secured debt (applicants who are granted debt relief regain access to mortgage loans). The

net effect of debt relief, operating through all these changes in earnings, assets, home ownership,

real estate, unsecured and secured debt, is an estimated long-lasting increase in taxable wealth for

applicants who are granted versus denied debt relief. These improvements in financial status are

in alignment with the findings in Dobbie, Goldsmith-Pinkham and Yang (2017) for the US, except

that we find a (long-lasting) decline in unsecured debt in Denmark for granted applicants. Danish

applicants who are granted debt relief should gain easier access to both secured and unsecured

debt due to a better credit score and lower risk of flagging (see Section 2.3). We therefore believe

that the reduction in unsecured debt reflects a preference among debtors for secured and (likely)

cheaper debt.

4.6 IV results by follow-up period

In Figure 4 we present the IV results for our six main outcomes when we estimate the IV model

separately for each year in the follow-up period. In Table A.15 (Online Appendix), we further

present sub-period estimates for all our outcomes when we split the follow-up periods into three

intervals (1 to 5 years, 6 to 10 years, and 11 to 16 years). The IV estimates for earned income are

more or less stable across follow-up time, suggesting that the increase in earned income caused by

debt relief is permanent. The estimated effect of debt relief on employment is lower in the first

periods, then increases, and eventually falls again in the last periods. The impact of debt relief

on assets, real estate, and the fraction of real estate owners grows over time. Interestingly, the
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estimated impact on taxable debt is first negative but turns positive in later sub-periods. Figure 4

shows that this pattern is driven by a large and initial (mechanical) reduction in unsecured debt,

followed by a gradual increase in secured debt that is likely linked to the increase in home owner-

ship and real estate wealth. In the last periods (11 to 16 years after application), taxable wealth has

increased by 261,000 DKK which corresponds to around one and a half years’ earned income for

applicants in the year prior to application.

Figure 4: IV Event-Study Estimates
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Notes: This figure plots IV estimates (equations 2 and 3) for each year in the follow-up period after ap-
plication. The set of control variables is identical to the set of control variables in Tables 2 and 3. Since
we also include estimates for years prior to an application for debt relief, we need to restrict our sample to
applicants for debt relief between 1988 and 2003, to ensure that we can appropriately lag our covariates in
these pre-periods.
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4.7 Extended results

4.7.1 Robustness checks

To examine the sensitivity of our IV estimates, we conduct a series of robustness checks and present

these results in the Online Appendix. We start by varying the number of required cases per trustee

from 20 to 50 and then 100 cases. Table A.16 shows that the estimated impact of receiving debt

relief is quite similar across cutoff levels.

Instead of using the admission rate of trustees as a single instrument, one can also use “many

fixed effects” instruments, one for each collection of cases handled by the same trustee (see e.g.

Norris, Pecenco and Weaver (2021)). To test the robustness of our estimates wrt this alternative

specification, we implement the UJIVE estimator of Kolesár (2013) and show the estimated coeffi-

cients for a restriction of 20 or 50 cases per trustee in Table A.18. We see that the effects are quite

similar and statistically indistinguishable from the results based on our main IV specification. In

Table A.19, we present further robustness checks where we vary the construction of our instrument.

The first column uses an instrument that is calculated by calendar year, the second column leaves

out court cases in the same calendar year when computing the mean admission rate, and the third

column randomly splits the sample in two halves and uses the admission rate calculated in one half

to estimate the model in the other half. Overall, results are again similar across specifications.

Attrition in our sample is mainly due to emigration or death (see Table A.20 for descriptive

statistics and IV results). When we estimate our model on a balanced panel with no attrition (Table

A.21), results are close to our main IV estimates. Finally, we consider different ways of clustering

standard errors. In our main analysis, we cluster standard errors at the level of the trustee (similar

to Bhuller et al. (2020)). Table A.22 presents results when we use other methods. Standard errors

change only slightly if we cluster at the debtor level, court level, court-by-year level, or trustee-by-

year level. In sum, none of the robustness checks challenges the main findings above.
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4.7.2 Subgroup analysis

We estimate our IV model in subsamples based on marital status, sex, age, education, income,

wealth, debt, and economic conditions at the time of application (recessions versus ordinary con-

ditions). The impacts of debt relief that we estimate in the full sample are also present in most of

these subsamples. Due to high imprecision in the estimates, we should interpret potential differ-

ences across subsamples cautiously. Below we briefly discuss results from a few subgroups where

differences in impacts are particularly large. For a complete set of estimates and a full discussion

of all subgroup effects, see Online Appendix Section E and Tables A.23, A.24.

We find that workers with low education have larger employment impacts than higher edu-

cated individuals (a 10 percentage points difference in impacts relative to the non-granted means).

Workers with high education, on the contrary, display larger earnings impacts. Workers with high

education also have larger increases in wealth, mostly driven by larger reductions in unsecured

debt. Individuals with below median income prior to application experience a larger increase in

earnings on average than individuals with above median income (a 17% difference relative to the

non-granted mean), and much of this difference can be explained by a 16 percentage points higher

impact on employment. For wealth, we find larger increases in employment (a 16 percentage points

difference in impacts) and earnings (a 15 percentage points difference in impacts) relative to non-

granted means, for individuals with above versus below median wealth prior to application. On

the contrary, we see the largest increases in wealth for the low wealth group largely explained by

larger reductions in unsecured debt. Finally, we also find that individuals applying in a recession

have larger employment impacts compared to individuals applying in other years, potentially due

to more positive selection into applying for debt relief during recessions. For earnings, impacts are

smaller both in absolute and relative terms for individuals applying in a recession.

Lastly, we also present IV estimates beyond our baseline estimation period of 16 years. Table

A.25 in the Online Appendix presents the full set of IV results for early applicants who applied

for debt relief from 1984 up until 1994 (i.e. similar cohorts as in Figure 2), for the follow-up

period from 17 to 25 years after application. The estimated coefficients for labor market outcomes
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are similar in magnitude to the estimates for the earlier periods, but less precise due to a smaller

sample size. The results for financial status and real estate ownership are typically larger than for

earlier periods, with an estimated increase of 46.6 percentage points for home ownership at 25

years, and sizable effects on wealth, assets, and secured debt.

4.7.3 Compliers

Our IV model estimates the average impact of being granted debt relief for compliers, that is

applicants who would be granted debt relief if assigned to the least strict trustee, but not granted

debt relief if assigned to the strictest trustee. Using the method of Dahl, Kostøl and Mogstad

(2014), we find that our sample can be split into 22% compliers, 63% always takers (who would

be granted debt relief with all trustees), and 15% never takers (who would be denied debt relief

with all trustees).

We also describe the distribution of observable characteristics among compliers by estimating

the share of compliers in subsamples (see the Online Appendix F for details). Table A.26 shows

that compliers resemble (in terms of observable characteristics before application) applicants in

the full sample and the subsample of applicants who were granted debt relief. Reweighting our

event-study to match the compliers on observable characteristics therefore has only a very small

effect on the event-study estimates (see Figure A.7 in the Online Appendix).

4.7.4 Discussion of results

Broadly speaking the results from our event-study regressions are similar to our IV results in

qualitative terms. In general, however, the IV estimates in Tables 2 and 3 are in the order of twice

as large as the event-study estimates (with some variations across outcomes). We believe that at

least three mechanisms may explain this discrepancy.

The first mechanism is that our collection of data from court announcements on microfilm may

have induced errors in our database. We have been conservative when collecting data, and we

match aggregate statistics such as the fraction granted applicants well, but we cannot rule out the
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presence of some measurement error in e.g. grantee status. Measurement error is likely to induce

a downward bias in the event-study estimates (attenuation bias). If errors in the data collection

process are uncorrelated across applicants handled by the same trustee (classical measurement

error), our IV estimates are still consistent.

A second mechanism is that our IV estimates and event-study estimates measure different

things. Assuming that the identifying assumptions are satisfied, our IV estimates are local av-

erage treatment effects (LATE) while our event-studies measures the average treatment effect on

the treated (ATT). We found very limited evidence of selection of compliers in terms of observables

suggesting that heterogeneity in treatment effects related to observables cannot explain differences

between the IV and event-study estimates. However, this does not rule out selection on unobserv-

able gains for compliers.

To move beyond the LATE parameter, we estimate marginal treatment effects (Heckman and

Vytlacil (2005)) for granted and non-granted filers with a similar (ex ante) probability of being

granted debt relief. In the Online Appendix G, we discuss our implementation of the MTE frame-

work in more detail. Figure A.9 displays the estimates for our six main outcomes and shows

upward sloping MTE curves for earnings, employment, assets, and secured debt. These are also

the outcomes for which we observe the largest differences between IV and event-study estimates.

An upward sloping MTE curve implies that individuals who are only granted debt relief when as-

signed to the trustee with the highest admission rate have larger treatment effects on average. This

analysis suggests that one reason why the IV and event-study estimates differ (why the LATE pa-

rameter is larger than the ATT parameter) may be because compliers in our setting are individuals

with larger gains from debt relief relative to the average granted individual. An important caveat is

that the identification of marginal treatment effects requires additional assumptions, such as strict

monotonicity, and we therefore think of this analysis as mainly exploratory (see Online Appendix

G for further discussion).

A third and final mechanism is due to the manner in which the City Court selects applicants

who are granted debt relief. According to Danish law, the court should consider the current and
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future ability of applicants to repay their debt when making its decision. This forward-looking

nature of the court implies that applicants who are granted debt relief are likely to have worse

future economic prospects than applicants who are denied debt relief. In particular, it is likely

that granted applicants have worse expected future earnings trajectories, worse expected future

health trajectories, and worse expected future work capacity. A simple comparison of the changes

in outcomes of applicants who are granted versus denied relief is therefore likely to produce a

smaller estimated impact of receiving debt relief. This selection mechanism induces a downward

bias in the event-study estimates, and we believe that the forward-looking selection of applicants

who are granted debt relief may also be an important reason why our IV estimates are larger than

the corresponding event-study estimates.16

For all the reasons mentioned in this section, we think that the event-study estimates may pro-

vide a lower bound on the average impact of receiving debt relief in Denmark. We also think that

the IV estimates are closer to the causal effect of debt relief for a marginal applicant and there-

fore provide a better guide to what would happen if the Danish debt relief program was (slightly)

expanded.

Finally, we briefly discuss our results in relation to previous results from the US and highlight

some differences in the institutional setting. First, Figure 1 suggests that the impact of debt relief in

Denmark arises because granted applicants experience improvements in outcomes relative to non-

granted applicants. Dobbie and Song (2015) show that their results for the US are largely driven by

a further deterioration of outcomes for non-granted applicants over time. Relative to US applicants,

individuals who apply for debt relief in Denmark are on a worse (downward) trajectory prior to

their application, likely reflecting that an application for debt relief is only initiated after a longer

spell of over-indebtedness and financial distress (contrast pre-application trajectories in Figure 2

in Dobbie and Song (2015) to Figure 1 above). Applicants in Denmark are in this sense at the rock

16A similar type of bias has been discussed in the literature on the labor supply effects of disability insurance
(DI), see e.g. Bound (1989) and Maestas, Mullen and Strand (2013) who argue that due to negative selection into DI
program participation, OLS estimates overestimate the negative impact of disability insurance. In our setting where
program participation improves labor market outcomes, a similar selection mechanism leads to a downward bias in
OLS estimates.
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bottom. We believe that these dynamics prior to the court process could explain why the outcomes

for non-granted applicants in Denmark do not deteriorate further after application. In addition,

there are differences in treatment across countries (the incentive to work is stronger in Denmark

since the repayment plan is fixed irrespective of future applicant earnings) and differences in the

counterfactual that is used for estimation, since that there are two main routes to debt relief in the

US setting (Chapter 7 and Chapter 13) but only one route in Denmark.17

4.7.5 Mechanism

In this section, we provide a simple calculation to assess why debt relief is associated with a large

increase in earned income. We base our discussion on a neoclassical framework and consider how

debt relief affects a debtor’s budget constraint. A limitation is that we lack individual data on

payments from debtors to creditors before and after a court decision. All details of our calculation

are presented in Appendix 4.7.5.

It has long been recognized that individuals with large debt have weaker incentives to work,

since future claims from creditors can act as an implicit tax on earnings.18 If a debtor in Denmark

has unpaid public debt and is subject to wage garnishments proportional to earned income, the

required payments from the debtor to creditors are (more or less) identical to a tax. If the debtor

instead has unpaid private debt, additional income generated by the debtor will increase the like-

lihood that creditors ask for partial repayment of the debt, and will raise the required payments.

The more additional income the debtor receives, the larger will be the demands from creditors,

similar to a tax that rises with income. In both these circumstances, the main effect of debt relief

(a reduction in current and future claims on the debtor) is similar to a reduction in the marginal tax

rate on earnings.

We apply this reasoning to a prototypical applicant for debt relief who has the mean disposable

17Dobbie and Song (2015) note that around 20 % of dismissed Chapter 13 filers refile under Chapter 7. Similarly
Dobbie, Goldsmith-Pinkham and Yang (2017) note that 27 % of dismissed Chapter 13 filers convert to Chapter 7 with
a success rate of around 95%.

18See for example the 1934 verdict from the US Supreme Court in the case of the Local Loan Company versus
Hunt (292 U.S. 234) in which the court argued that claims from the creditor (the Local Loan Company) on the debtor
(Mr Hunt) reduced the incentives of the debtor to work.
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income, earned income, and debt of individuals in our sample. We also assume that 20% of the

applicant’s earned income is withheld as wage garnishments (the maximum) for the rest of life

if the applicant is not granted debt relief. We adopt this assumption since the ratio of debt to

disposable income is so large that a typical applicant cannot arguably repay all debt through wage

garnishments alone (see Section 2.3). For completeness, an applicant who is granted debt relief in

our example also has to pay a mean dividend to creditors. In our example, the impact of debt relief

on the applicant’s budget constraint is then two-fold: i) the applicant is no longer subject to 20%

wage garnishments (a tax cut), and ii) the applicant has to pay a fixed dividend to the creditors that

is independent of future earnings.

We assume that wage garnishments act like a tax on earned income on top of regular taxes,

and that removing wage garnishments is equivalent to a permanent 20% tax cut. There is a range

of estimates describing the elasticity of taxable earnings with respect to the tax rate. For this

example, we use the elasticity from Kleven and Schultz (2014) who study how taxable earnings at

the intensive margin responded to changes in the Danish tax code in the 1980’s. They obtain an

uncompensated elasticity of taxable earnings with respect to the net-of-tax rate of 0.26 for large tax

cuts that affected a wide group of tax payers.19 Adopting this elasticity in our example, the removal

of wage garnishments produces a 12.2% annual increase in taxable earnings for an applicant who

is granted debt relief.

To asses the impact of the fixed dividend (a payment from the debtor to creditors that is fixed

by the court and independent of the debtor’s future income), we treat the dividend as a lump-sum

payment. Cesarini et al. (2017) study lottery winners in Sweden and estimate the impact of wealth

on taxable earnings. Using their estimate in our example, the negative wealth effect from the

lump-sum dividend corresponds to a 1.2% increase in annual earned income for an applicant who

is granted debt relief.20

19This estimate is in the higher end of published estimates based on Danish data. Note that this estimate incorpo-
rates both the substitution and the income effects from a tax cut.

20We are implicitly assuming that there is no direct transfer of wealth from creditors to debtors, other than the
transfer that takes place through a reduction in wage garnishments (a tax cut) and the payment of the dividend. The
underlying rationale for this setup is that the prototypical debtor who is denied debt relief in our example i) will never
be able to pay back all of the outstanding debt in his or her lifetime through wage garnishments no matter how much
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If the impact of debt relief is the sum of the tax cut and the fixed dividend, the total impact

on earned income is an increase of 13.4%. In comparison, our IV estimate shows that Danish

applicants who are granted debt relief experience an increase in earned income of 26%. One way

of describing our IV estimate is to ask how large the elasticity of earned income has to be to explain

the observed increase in earned income. In our example with a removal of 20% wage garnishments,

the required elasticity is 0.50. Another way of describing the IV estimate is to ask how large the

tax cut has to be to explain the increase in earned income. In our example with an elasticity of

taxable income of 0.26, the required tax cut is 32%.

While the estimated elasticity of taxable earnings that we use for our example is somewhat

higher than other available estimates from Denmark, there are also good reasons to think that the

response in earned income is high for applicants who receive debt relief. Debt relief is typically

granted to individuals with a low employment rate and low wages (see Table A.5 in the Appendix).

Previous research has shown that the response in labor supply to changes in the effective wage rate

is higher at the extensive margin, especially for people at the lower end of the earnings distribution

(Heckman (1993), Eissa and Liebman (1996)). There is also evidence suggesting that the elasticity

of labor supply is bigger when workers are exposed to large wage shocks (Chetty et al. (2011)),

as is the case for applicants who are granted debt relief and face a permanent and potentially large

reduction in the effective tax rate.

Notwithstanding these arguments, our estimated response in earned income is so large that

a mechanism operating through changes in taxes (demands on debtors from creditors) requires

a large elasticity of taxable income. We therefore mention an additional mechanism that could

influence applicants for debt relief. A literature in behavioral economics has considered how stress

and financial worries reduce attention, cognitive capabilities, and executive powers (Mullainathan

and Shafir (2013)). According to this argument, the financial problems of overindebted individuals

limit their capacity to engage with creditors and improve their economic situation (they are in a

the debtor works and how little the debtor consumes (there is no wealth effect from the part of the debt that the debtor
will never repay if denied debt relief), and ii) wage garnishments are at the maximum level (20% in our example) and
will remain there irrespective of how much the debtor works.
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"psychological poverty trap"). The permanent removal of all unsecured debt reduces the mental

strain on applicants for debt relief and gives them the impetus to start working, work more hours,

and/or switch to a job with better prospects. This propagation mechanism reinforces the behavioral

response due to changes in the budget constraint and contributes to a labor supply elasticity that is

especially high for applicants who are granted debt relief. This line of thought is also consistent

with a long-lasting (permanent) impact of debt relief, reaching far beyond the repayment period.

5 Conclusion

Debt relief programs allow granted applicants to reduce their unsecured debt in court. There is

limited evidence regarding the impact of these programs on individual debtors due to many data

constraints. We overcome previous obstacles by hand-collecting data from court records and by

linking these records to nationwide Danish registers.

The Danish debt relief commission wrote 40 years ago that individuals with excessive debt

no longer try to improve their economic situation, lack the motivation to hold on to an existing

job or find a new job, and rarely move out of welfare dependency. The results of our evaluation

are consistent with this view and show that debt relief leads to a substantial increase in earned

income and employment. A statistical decomposition shows that the rise in employment accounts

for two-thirds of the increase in earned income, suggesting that high levels of debt can discourage

individuals who do not work from entering the labor market.

The estimates for earned income and employment are large but similar in magnitude to previous

results from the US, potentially due to a common mechanism that affects labor market behavior.

We argue that debt relief strengthens the incentives to work and that being granted debt relief

resembles a large and permanent decrease in the marginal tax rate. We further argue that the impact

of debt relief on the budget constraint goes far (but maybe not all the way) towards explaining the

rise in earned income for granted applicants.

Our evaluation of the Danish debt relief program also includes outcome variables such as assets,
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home ownership, real estate, and wealth. Combining income and wealth data shows that debt

relief increases earned income and that much of this increase in income leads to an accumulation

of assets and wealth. There is a strong impact of debt relief on secured debt, home ownership,

and real estate which accounts for much of the increase in assets. For example, the IV estimates

show an increase in home-ownership of 25 percentage points. After debt relief, there is a reduction

in unsecured debt and an increase in secured debt, and these two changes are roughly equal in

size (there is no significant change in total taxable debt when all years of follow-up are pooled

together). Our interpretation of these patterns is that granted applicants regain access to mortgage

loans and can purchase a new home, accumulate assets, and build net wealth. Such clear and long-

lasting improvement in financial status may also trigger further future benefits well beyond simply

owning a house or having positive net wealth (see e.g. Sodini et al. (2023)).

The most striking of our results is the long-run impact of debt relief. A natural concern is

that debtors who have ended up with excessive unsecured debt and have been unable to resolve

their economic issues by themselves, may benefit temporarily from debt relief but will eventually

fall back into old habits of unsustainable debt accumulation. Expressed differently, debt relief

programs do not resolve the fundamental issues that caused debtors to borrow too much. We are

able to address these concerns with extensive follow-up data reaching as far as 25 years after a debt

relief court decision. Given that applicants are on average 44 years old when they apply for debt

relief in Denmark, our evaluation period covers the whole remaining phase in the life-cycle when

a typical applicant for debt relief can be expected to be active in the labor market.

Both our event-study graphs and IV estimates show that the impact of debt relief on earnings

and employment persists for at least 25 years, and also show that the impact on assets, real es-

tate, and home ownership continues to grow over time. The net effect is that applicants who are

granted debt relief accumulate more wealth throughout our entire follow-up period, with little to

no indication of an eventual deterioration in economic status.

Altogether, our study strengthens the case for debt relief as an important escape route for over-

indebted individuals, in the short- and long-run. We acknowledge that an overall assessment of

40



debt relief programs has to compare the benefits with the costs of providing debt relief such as

potential moral hazard, increases in interest rates, and a reduction in the supply of credit.
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A Sample Selection

We dropped applicants who at any point in time were listed in Statstidende with a foreign address

or an address on Greenland or the Faroe Islands. After the match with the CPR register, we also

removed 21 persons with death dates prior to the first announcement in Statstidende and 4 persons

with no known birth date. Figure A.1 plots the fraction of applicants who were granted debt relief

as a function of time. The fraction is fairly constant from 1984 until 2003 and then falls quickly.

The mechanical explanation for this pattern is that near the end of our initial sample period, we

lack sufficient follow-up time to capture announcements stating that an applicant was granted debt

relief. We therefore restrict our final sample to applicants from the start of the debt relief program

in 1984 up until 2003, corresponding to 46,571 persons at 71 different City Courts (see Table

A.2). In the final sample, the median time for granted applicants between a first announcement in

Statstidende and the granting of debt relief is 7 months (the 90th percentile is 1 year and 9 months).

B Match with Danish Central Person Register

We have information on the name and address of applicants for debt relief from announcements in

Statstidende. In order to add information on applicants from official Danish registers, we matched

applicants to the Danish Central Person Register (the CPR register) containing the official names,

addresses, and identification numbers of all Danish residents.

The CPR register lists the current name of residents and previous names of residents who have

changed names. The CPR register also lists the full address of residents, consisting of municipality,

street name, street number, street letter, floor, and side of floor (for apartment buildings only).

We performed the matching with a large subset of the CPR register made up of residents on

any one of the streets mentioned in announcements on debt relief in Statstidende. Our subset of

the CPR register did not include residents with protected addresses, and was restricted to residents

on a street from two years before to five years after an announcement in Statstidende.

Overall, we were able to match 97.0% of announcements in Statstidende to unique individuals
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