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The willingness of banks to lend during recessions has important implications both for consumer
welfare and for aggregate output and consumption. While recent macro models have explored the
imphcations of a credit Supply shock on output (eg Fioure 1. Effect of Flag Removal on Credit Score

Eggertsson and Krugman 2011, Guerrieri and Lo-
renzoni 2011), few papers have been able to cleanly
identify and quantify the effects of credit supply dur-
ing the last business cycle. In this paper, we exploit 10-
a unique feature of credit reporting regulations to

trace out the relationship between credit score and

credit supply from 2004 to 2014. We conduct this >
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research using the CFPB Consumer Credit Panel el .
(CCP), which contains a two percent random sample N T e
of all consumers with credit records in the U.S. 40 20 0 20 a0

Our main goal in this paper is to measure the
slope of the credit supply function with respect to
credit score. The Fair Credit Reporting Act requires that the record or “flag” of a Chapter 7 bank-
ruptcy be removed ten years after the bankruptcy is adjudicated (seven years for Chapter 13). Be-
cause bankruptcy flags are an input into standard credit scoring models, former bankruptcy filers
experience a discontinuous increase in credit scores when their flags are removed. We study over
200,000 bankruptcy filers in the CCP whose flags were removed between 2004 and 2014, and esti-
mate how these credit score discontinuities affect the supply of credit using a regression-
kink/regression-discontinuity design.

In preliminary results, we estimate that the Figure 2. Effect of Flag Removal on Auto Trades
removal of bankruptcy flags leads to a 15-point in- 15
crease in credit score, 0.5 more trades, and a $5,600- .
increase in balances over the first four quarters. Fig- .
ure 1, above, presents the effect of flag removal on ;
credit score, which represents the “first stage” of our #
design. The dots in the figure represent point esti- 05 a
mates from a regression of consumer credit score on e J
months since bankruptcy flag removal, controlling Vit at”
for calendar-month and cohort fixed effects. The -
dashed line plots a spline fitted to the same data. The
figure suggests that former filers experience a sudden
15-point increase in credit score immediately following bankruptcy flag removal.

Figure 2 presents one of our second-stage results: the effect of the increase in credit scores
on auto trades. The figure suggests a clear kink in the number of auto loans on a consumer’s credit
report once bankruptcy flags are removed. By comparing the level of the estimated spline after flag
removal to an extrapolated trend based on the pre-period, we estimate that consumers received an
average of 0.09 additional auto loans in the first year after flag removal as a causal result of the in-
crease in credit score. The CCP includes account-level data on balances, credit limits, and delinquen-
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cies for most types of consumer credit including mortgages, auto loans, student loans, credit cards,
and debt in collections. In addition, the dataset includes quarterly measures of credit score as well as
credit inquiries, which we use as a measure of demand. Thus, we are able to measure the effects of
the change in credit scores on a rich set of outcomes and disentangle the effects of credit supply
from demand-driven hypotheses.

Our approach allows us to estimate the slope of the credit supply function over the last the
business cycle by using consumers whose flags were removed in each year from 2004 to 2014, while
controlling for aggregate time trends. Figure 3 presents the change in total debt balances four and
eight quarters after flag removal for each year from 2004 to 2014. The figure suggests that total bal-
ances nearly always increase after a bankruptcy flag is removed, which is consistent with a positive
relationship between credit supply and credit score. However, the magnitude of the effect varies
dramatically over the business cycle. In 2008, the 15-point increase in credit score led to a $12,000
increase in total balances after one year, while the same change in credit score led to only an $1,800
increase in balances in 2006. The effect on credit inquiries varied little over the business cycle, sug-
gesting that the results are driven by changes in the credit supply function as opposed to demand.

These initial results show evidence of a credit

1 __Fioure 3. Effect of Flag Removal on Total Balances by Year
crunch. The supply of credit became much more ¢ fect of Flag )
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retention of information about past bankruptcies
on credit reports may lead to inefficient credit pro- | 5000 -
vision ex post, and may have exacerbated con- 0

sumption declines in both durable and nondurable
goods among subprime borrowers during the
Great Recession.

In ongoing work, we are exploring how the
boom and bust in credit supply during the previous business cycle differentially affected various
forms of credit (e.g. mortgages, auto loans, and credit cards), various types of financial institutions
(e.g. large vs. small, varying exposure to subprime borrowers), and various geographic areas. Fur-
thermore, we will link our estimates of regional heterogeneity in the credit crunch to broader eco-
nomic outcomes including house prices, consumption, and employment growth.

This paper contributes to the growing literature on the importance of the credit channel dur-
ing the Great Recession and the relationship between credit and aggregate growth and consumption.
By developing a credible instrument for changes in credit supply that can applied across time and to
all types of credit, all types of lending institutions, and all areas of the country, our work also paves
the way for future research exploring a broader set of economic outcomes.

This is a data-intensive project, and the proprietary dataset can only be accessed by CFPB-
affiliated researchers and graduate research assistants. We are requesting $14,850 in travel assis-
tance from the NBER Household Finance Working Group to aid in the completion of this
project. The CCP is a proprietary dataset procured by the CFPB, and contractual agreements pre-
vent us from sharing the microdata publicly. We freely share the data sample and code with all
CFPB-affiliated researchers, and will work with the CFPB and the data provider to explore ways to
release aggregated data and detailed tables to the public. Future researchers can apply for research
agreements with the CFPB to access the microdata.



Budget

Our primary funding needs are for graduate research assistants to travel to the CFPB headquarters
in Washington, DC to analyze the data, and for researcher travel to the CFPB and conference
presentations. Our preliminary results have been obtained with the help of a graduate research assis-
tant from Northwestern, who has made two trips to the CFPB and whose travel costs form the basis
of the estimates below.

Jialan Wang currently has access to the main analysis dataset (CCP) as an economist at the CFPB.
She will maintain data access after starting an academic position at the University of Illinois in Urba-
na-Champaign starting in June 2016, and will make regular trips to CFPB headquarters in 2016 and
2017 to complete the project.

Total funding needs:
Research assistant travel for data analysis $10,100

We estimate two four-week trips during the summer and school year at $300 for travel plus
$2000 for lodging, and five shorter trips at $300 for travel plus four nights of hotel stay per
trip at $200 per night.

Researcher travel $4.,750
We estimate five trips for the researchers to visit the CFPB or to present the research at con-
ferences, at $300 for travel, $50 for conference registration fees, plus three nights of hotel
stay per trip at $200 per night.

Funding requested from the NBER Household Finance Working Group:
For research assistant travel ($10,100) and researcher travel ($4,750) $14,850
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of Economics and Statistics, 96(1), 2014.

“Liquidity Constraints and Consumer Bankruptcy: Evidence from Tax Rebates,”
with Matthew Notowidigdo and Jialan Wang. Review of Economics and Statistics,
96(3), 2014.

“What Happens the Morning After? Access to Emergency Contraception and its
Impact on Fertility and Abortion,” with Jeanne Lafortune and Corinne Low. Journal
of Policy Analysis and Management, 33(1), 2014.

“Dangerous Liquidity and the Demand for Health Care: Evidence from the 2008
Stimulus Payments,” with Jeremy Tobacman. Journal of Human Resources, 49(2),
2014.

“How Many Pears Would a Pear Packer Pack if a Pear Packer Could Pack Pears at
Quasi-Exogenously Varying Piece Rates? An Empirical Evaluation of Inter-temporal
Labor Supply,” with Tom Chang. Journal of Economic Behavior € Organization, 99,
2014.

“Public Health Insurance, Labor Supply, and Employment Lock,” with Craig Garth-
waite and Matthew Notowidigdo. Quarterly Journal of Economics, 129(2), 2014.

“Particulate Pollution and the Productivity of Pear Packers,” with Tom Chang, Josh
Graff Zivin, and Matthew Neidell. American Economic Journal: Economic Policy,
accepted.

Casey MF, Gross T, Stensland KD, Wisnivesky J, Oh WK, Galsky MD. “The impact
of regionalization of cystectomies for bladder cancer on racial disparities in utiliza-
tion.” The Journal of Urology, 2015.

Gross, T, Trenkamp, Brad. “Risk of Bankruptcy Among Applicants to Disability
Insurance.” Journal of Health Care for the Poor and Underserved, accepted.

Gross, T, Glied, Sherry, Muennig, Peter. “Widening mortality disparities by educa-
tional attainment among native-born Americans adults over 3 decades of follow up:
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Raymond Vernon Memorial Award (with Jeanne Lafortune and Corinne Low) for
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Robert Wood Johnson Foundation, 2014, “Examining How Policy Changes such as
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Care.” Principal Investigator.

Early Career Teaching Award, Columbia University, Mailman School of Public Health,
2012.
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American Economic Journal: Applied Economics; American Economic Journal: Eco-
nomic Policy; American Economic Review; American Journal of Preventive Medicine;
American Journal of Health Economics; Contemporary Economic Policy; Economic
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Research; Industrial Relations; International Economic Review; International Jour-
nal of Health Economics and Management; Journal of the Furopean Economic Asso-
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Review of Economics and Statistics.

2015: RAND Corporation, Santa Monica, March; The New York Federal Reserve
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2014: American Economic Association Annual Meetings, Philadelphia, January; Cor-
nell University, Department of Policy Analysis and Management, Ithaca, April; Uni-
versity of Texas at Austin, Department of Economics, Austin, October; Yale Univer-
sity, Department of Health Policy and Management, New Haven, November.

2013: American Economic Association Annual Meetings, San Diego, January; Uni-
versity of Illinois, College of Business, Champaign, April; International Banking,
Economics, and Finance Association Summer Meeting, Seattle, June; NBER Summer
Institute, Health Care Meeting, Cambridge, July; Vanderbilt University, Health Eco-
nomics and Policy Seminar Series, Nashville, September; The Brookings Institution,
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Washington, October; Annual Health Economics Conference, Philadelphia, October;
WEeill Cornell Medical College, The Center for Healthcare Informatics and Policy, New
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2012: American Economic Association Annual Meetings, Chicago, January; UCLA
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tate Finance, Washington, November; National Tax Association Annual Meetings,
Chicago, November.

2009: DePaul University, Department of Economics, Chicago, January; Emory Uni-
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ment of Agricultural and Consumer Economics, Urbana-Champaign, January; Urban
Institute, Washington DC, January; Congressional Budget Office, Washington DC,
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2014  University of Notre Dame Economics Department, Berkeley Haas School of Business, Columbia
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“Judicial Bias and Small Business Lending” (with Benjamin Iverson and Adrien Matray)
“Credit Card Shopping” (with Hong Ru, Antoinette Schoar)
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Adami)

The Wharton School: 2014
BEPP 305: Risk Management

Olin Business School: 2010-2012
Finance 340: Capital Markets and Financial Management

MIT Sloan Fellowship 2004-2010

Doctoral Award in Business, State Farm Companies Foundation 2007

Axline Merit Scholarship, Caltech 2000-2003

Upperclass Merit Award, Caltech 2001-2002

University of Washington; Columbia; University of Illinois at 2016

Urbana-Champaign; University of Colorado; Carnegie Mellon;
NBER Law and Economics (scheduled); Federal Reserve Bank of
Philadelphia (scheduled)

University of Delaware; NBER Law and Economics; Federal 2015
Reserve Bank of Cleveland; FDIC Consumer Research Symposium;

RAND BeFi Conference; Southern Economics Association Annual

Conference; Federal Reserve Board

American Economic Association Annual Meeting; University of 2014
Pennsylvania; Federal Reserve Bank of New York; Boulder
Conference on Consumer Financial Decision Making

Federal Reserve Bank of Philadelphia 2013

Federal Reserve Board of Governors; Consumer Financial 2012
Protection Bureau; University of New South Wales; Australian

National University; National University of Singapore; Singapore

Management University; American Law and Economics

Association Annual Conference



CONFERENCES
AND INVITED
PRESENTATIONS
(ConT.)

JIALAN WANG

Federal Reserve Bank of St Louis; Hong Kong University of
Science and Technology; SWUFE

Federal Reserve Bank of New York; George Washington
University; McGill University; Securities and Exchange
Commission; University of Southern California; University of

Toronto; University of British Columbia; Washington University St.

Louis

Brown School of Public Health; European Financial Management
Association

Page 3 of 4

2011

2010

2007



	proposal-edited-2016-02-29 - clean
	NBER Household Finance Small Grant Proposal
	Credit Supply Over the Business Cycle: Evidence from Bankruptcy Flags
	Budget
	UTotal funding needs:
	UFunding requested from the NBER Household Finance Working Group:

	talgross_cv
	noto cv
	Jialan Wang CV - UIUC

