rejected first-time applicants. The magnitude of the effect is economically
nontrivial, representing an increase of about one percentage point in the
bankruptcy filing rate. Opportunities for rejected applicants to substitute
with credit elsewhere imply that our quantitative findings are lower bounds
on the true effects, but by estimating the effects as a function of this firm’s
zip-code-level market share we document that the bias is likely to be small.
Equally importantly, we evaluate three major candidate mechanisms
for the increase in bankruptcy rates. We find the most support for a
mechanism that to our knowledge is novel in the literature, i.e., reductions in
household cash flow due to the debt service burden. Taken together, our
results are consistent with the view that payday loans exacerbate financial
distress, and that household cash flow should be more intensively explored as
a driver of bankruptcy filing decisions. First-time payday loan approval
causes significant additional high-interest-rate borrowing, and the
consequent interest burden may worsen household cash flow sufficiently to
induce bankruptcy. The bankruptcies that result are often Chapter 13 filings
which result in dismissal, providing less benefit to the debtors. The welfare
implications of our empirical findings depend on difficult-to-estimate
parameters like the private and social net costs of bankruptcy filings. We
nonetheless hope that these findings, and the questions they raise, advance
ongoing discussion about payday lending and the determinants of

bankruptcy.
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Appendix Figure 1: Bankrtupcy Rates of Full Texas versus Payday Loan Samples
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Notes: Appendix Figures 1A-E compares the overall, individual-level bankruptcy rates for all of Texas and for the pdl applicant population over the
observation period. Results are shown for five outcomes: all bankruptcy filings; all chapter 7 filings; all chapter 13 filings; chapter 13 filings that resulted
it debt discharge; and chapter 13 petitions that were dismissed and therefore did not result in a discharge of debts. Authors' calculations based on data
from a national payday lending company and the Texas Bankruptcy Courts' PACER Database.



Appendix Figure 2: Control Variables Around the Threshold
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Notes: Appendix Figure 2 plots control variables around the threshold, with two-standard-error bands shown in gray. The rescaled credit score used to evaluate loans is on the x-axis. Our controls variables are: age, checking account
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Appendix Figure 3: The Effect of Payday Loans on Chapter 7 Bankruptcy Within
Two Years
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Notes: Appendix Figure 3 is the same as Figure 2 but for Chapter 7 bankrtupcies only. Source: Authors' calculations
based on data from a national payday lending company and the Texas Bankruptcy Courts' PACER Database.



Appendix Figure 4: The Effect of Payday Loans on Chapter 13 Bankruptcy Within

Two Years
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Notes: Appendix Figure 4 is the same as Figure 2 but for Chapter 13 bankruptcies only.Source: Authors' calculations
based on data from a national payday lending company and the Texas Bankruptcy Courts' PACER Database.



Appendix Figure 5: The Effect of Payday Loans on Chapter 13 Bankruptcy Filings
Within Two Years Which are Eventually Dismissed
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Notes: Appendix Figure 5 is the same as Figure 2 but for only for Chapter 13 bankruptcy cases that were eventually
dismissed (without discharge).Source: Authors' calculations based on data from a national payday lending company and

the Texas Bankruptcy Courts' PACER Database.



Appendix Figure 6: Effect of Payday Loans on Bankruptcy as a Function of Bandwidth
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Notes: Appendix Figure 6 is the same as Figure 3, separating out chapter 7 and chapter 13 bankrtuptcies. Results are shown for independent
quartic- and linear functions on either side of the threshold (corresponding to Table 3 Panel A and Panel B, respectively).Source: Authors'
calculations based on data from a national payday lending company and the Texas Bankruptcy Courts' PACER Database.



Appendix Figure 7: Effect of Payday Loan Access on
Bankruptcy Hazards
Appendix Figure 7A: Chapter 7
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Appendix Figure 7C: Chapter 13 and Dismissed
J
g
10
TS
52
d
T
@
25 -
E a
3
E
3
Qg
<
=
o —
T T T T
0 2 4
Analysis Time (Years)
95% CI 95% CI
abovethr =0 —— abovethr = 1

Notes: Appendix Figures 7A-C display the Nelson-Aalen cumulative hazards of filing for
bankruptcy, respectively under Chapter 7, Chapter 13, and Chapter 13 with eventual
dismissal of the case. Estimates are unconditional on covariates, for barely-approved
and barely-rejected payday applicants (e, the 3,1892 applicants within 0.5 standard

deviations of the credit score threshold). Source: Authors' calculations based on data from

a national payday lending company and the Texas Bankruptcy Courts' PACER
Database.

Appendix Figure 8: Long Run Effects of Payday Loans on Bankruptcy
Rates
Appendix Figure 8A: Chapter 7
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Appendix Figure 8C: Chapter 13 and Dismissed
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Notes: Appendix Figures 8A-C plot the effect of payday loan access on bankruptcy petitions over
time for Chapter 7, Chapter 13, and Chapter 13 and Dismissed, respectively. The middle line
represents the reduced-form effect of First Application on Approved with a 0.5 standard deviation
bandwidth around the threshold and two-standard-error bands shown in gray. The reduced-form
regressions producing these estimates include quartic polynomials on both sides of the credit-score
threshold, demographic controls, and dummies for month of first application. Source: Authors'
calculations based on data from a national payday lending company and the electronic records
from Texas Bankruptcy Courts via PACER.



