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US households have substantially increased their leverage over the past 20 years, from 320 billion dollars in
1994 to 1060 billion dollars in 2010, according to Federal Reserve Flow of Funds data. The Great Recession has
brought renewed attention among academics not only to the consequences of this credit expansion, but also to the
process of household deleveraging and debt resolution (Dynan, 2012; Mian and Sufi, 2011; Mian, Rao, and Sufi,
2013). Evidence examining foreclosure and personal bankruptcy emphasizes that debt resolution mechanisms
matter for many real and financial outcomes (Dobbie and Song, 2015; Mian, Sufi, and Trebbi, 2015; White, 2005).

A large number of households, however, face debt collection outside of foreclosure and bankruptcy,
particularly for unsecured debt. Aggregate statistics suggest that many households who find it hard to keep up
with payments face collection outside of bankruptcy. Approximately 14 percent of consumers have been under
third party debt collection in recent years (Federal Reserve Bank of New York, 2015), and the industry collected
over $55 billion in 2013 (Ernst and Young, 2013).

However, there is little micro-level evidence on debt collection outside bankruptcy and how collection affects
household outcomes, largely owing to limited data (Zinman, 2015). Anecdotal evidence suggests that how
collection is resolved, through civil litigation in particular, matters greatly not only because it affects many
households, but because the consequences can be severe (Kiel and Waldman, 2015). For example, a court
judgment in favor of the creditor may lead to garnished wages for extended periods, directly impacting earnings.
How does this affect the household over the long-run? The literature provides little empirical guidance.

Our project aims to fill this gap and provide a systematic micro-level empirical analysis of debt collection in
civil courts and how it affects household outcomes.> We focus on court cases, as opposed to renegotiation outside
of courts, both because of the large number of households affected but also because of their important
consequences. Our goal is twofold. First, we aim to provide a comprehensive empirical description of the process,
comparing both the magnitude of debt involved, number of cases, and types of outcomes to cases in the bankruptcy
system. Given the paucity of extant evidence, this description contributes by characterizing the relative

importance of debt collection litigation. Second, we aim to tease out how these judgments affect subsequent
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2 Dawsey, Hynes, and Ausubel (2013) and Hynes (2008) examine debt collection from a legal perspective. Fedaseyeu (2014)
examines credit supply, and Fedaseyeu and Hunt (2014) provide stylized facts about the debt collection industry.
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household outcomes. This is economically important not only because of the number of households involved, but
because collection judgments may influence households through distinct channels from bankruptcy judgments.
Whereas a household endogenously initiates a bankruptcy case to gain relief, collection cases are initiated by
collection agencies. Losing such a case is more likely to be an unexpected shock to household finances.

We focus on providing a fine description within a limited number of states rather than a coarse description at
an aggregate level, as the laws for debt collection vary significantly across states. As an initial step, we examined
data for Missouri — a state with many households, and fairly complete state court data — and found that the number
of collection cases was much greater than the number of federal bankruptcy cases every year between 2008 and
2011, as reported in Table 1. In 2008, nearly 135,000 households faced collection in civil court, compared with
25,000 households filing for bankruptcy. Among cases with a judgment in favor of creditors, the median judgment
amount was 5,750 dollars. Assuming that households enter bankruptcy with 15,000 dollars (Dobbie and
Goldsmith-Pinkham, 2015b), the aggregate amount awarded in judgment is if anything larger than the notional
amount in bankruptcy. We plan on summarizing this data in greater detail to meet our first goal.

To meet our second goal, we plan on relating the effect of a civil judgment on several future outcomes,
including whether households become homeowners, or take out auto loans, using credit registry data. We are
exploring obtaining other government data to examine income and geographic mobility. Of course, relating the
effect of a collection judgment to household outcomes is challenging due to unobserved heterogeneity. If
borrowers who lose in court are systematically different than those who win, differences in subsequent outcomes
may be attributable to the underlying characteristic of the borrower rather than the judgment. We plan to use
variation in judge leniency as an instrument for the court decision to isolate the casual effect of a civil judgment.
This strategy relies on random assignment of judges to cases. Our empirical strategy has been successfully
employed in several other contexts (Chang and Schoar 2008; Dobbie and Song 2015; Doyle 2007, 2008; Kling,
2006). Preliminary analysis of 1,000,000 Missouri cases between 2000 and 2013 suggests that there is significant
variation in judge leniency and that there is clear evidence in favor of this approach.

This preliminary analysis suggests not only that households facing debt collection in the court system are a
large, previously understudied population, but that there is a path towards understanding how debt resolution in
the court system affects their long-term financial health and real outcomes. These results have potential
implications for the slow post-crisis growth of the economy and income inequality. More research on these

households, and debt collection more generally, is a fruitful and important area for research.
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Table 1. Number of Bankruptcy Fillings and Debt Collection Summary Statistics for Missouri.

total mean median
ratio of judgment judgment judgment

n bankruptcy  ncollection collection to amounts amount amount

fillings cases bankruptcy (000s) (000s) (000s)
2008 24,720 134,693 5.45 328,479 5.75 2.25
2009 30,470 136,435 4.48 399,167 6.70 2.55
2010 32,525 95,291 2.93 286,170 5.99 2.59
2011 47,135 82,169 1.74 178,250 6.18 2.69

The first column show yearly aggregates for Missouri of PACER filling of nonbusiness. Columns 2 to 6 use information from
ProPublica in collection cases reported by state between 2008 and 2011. Columns 2 shows the number of collection cases in
that year, column 3 report the ratio for collection cases to bankruptcy cases, column 4 shows the total amount of dollars
granted to collection agencies via judgment, column 4 and 5 show the mean and median judgment amounts.



Budget Description

The biggest challenge for our project requiring funding is data collection. We envision an ambitious data
collection effort that brings together new data from state court databases and household data about long-term
outcomes. Although we are exploring ways to expand data on long-term outcomes using government data such
as Census or tax data, our current focus for data on long-term outcomes is data from the credit registry.

State court data are publicly available via the web, and we have internal resources to scrape the relevant
webpages. We are open to making this part of the data publicly available if the project is ultimately successful
and published. The largest expense comes in our plan to purchase credit registry data that can be matched to our
court case data. Based on estimates from Experian, the cost of archived credit registry data is 5,000 dollars for
each of the first five years, then 4,000 dollars for each year beyond. We aim to purchase ten years of data. The
bulk of the grant funding would go towards helping fund this expense, with the remainder of the expense coming

from internal research budgets and potentially other grants. Our itemized budget looks particularly simple:

e Cost of acquiring credit registry data: > $20,000

e Total requested amount: $20,000

The principal investigators in this project are Ing-Haw Cheng, Felipe Severino, and Richard Townsend,
Assistant Professors of Business Administration, Tuck School of Business, Dartmouth College. Briefly, Professor
Cheng received his Ph.D. in Economics from Princeton University in 2009. He has published in leading academic
journals such as the American Economic Review and Journal of Finance. Professor Townsend received his Ph.D.
in Economics from Harvard University in 2011, and is conducting research in issues in empirical finance with an
eye towards entrepreneurship among households. Professor Severino received his Ph.D. in Financial Economics
from the Massachusetts Institute of Technology in 2014 and has written extensive current research on issues in
household finance and personal bankruptcy. We have no relevant or material financial interests that relate to the

research discussed in this proposal.
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