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Introduction

This doctoral thesis consists of four independent papers in Financial Economics. The
papers are self-contained and each written with the purpose of eventually being pub-
lished as a separate article in academic journals.

The first paper, Personal Bankruptcy Reform, Credit Availability, and Financial

Distress, explores the impact of increased credit availability on households’ borrow-
ing and its consequences. Economic theory does not provide an unambiguous answer
to this question. While it can mitigate financial hardship through the possibility of
consumption smoothing, credit access may exacerbate distress among certain group of
borrowers because of over-borrowing.

To identify the impact of a credit expansion, the paper exploits Bankruptcy Abuse
Prevention and Consumer Protection Act. The Act increased creditor rights in personal
bankruptcy and led to a dramatic increase of credit supply to households. Households
with high leverage increased their leverage following the Act, spent more on medical
cares, and there is no evidence that they are defaulting more ex post. This is consistent
with a relaxation of financial constraints at the household level following the reform.
However, households with low education and those with self-reported self-control prob-
lem also took on much more debt, but spent mainly on apparel and recreational ac-
tivities, and face a much larger level of financial and economic difficulty ex post. This
part of evidence supports the models that highlight suboptimal borrowing choices due
to financial illiteracy and cognitive biases as well as the models of self-control problem.
The heterogeneous impact on different types of borrowers found in this paper explains
the conflicting result of the previous literature on the impact of credit availability on
household’s financial well-being. Overall, the results stress the adverse impact of credit
availability for specific groups of borrowers and highlight the importance of addressing
borrowers’ heterogeneity in this context.

The second paper, Finance and Employment: Evidence from US Banking Dereg-

ulation, investigates the relation between financial constraints and labor market out-
comes. While the relation between financial constraints and corporate investment has
been studies extensively, very little is known about the role that financial constraints
play in determining the level of employment and wages. Testing for a causal effect of
finance on employment is, however, complicated by identification concerns of endogene-
ity. As such, I exploit the U.S. banking deregulation as a quasi-natural experiment.
Removal of restrictions on geographic expansion came with better efficiency and pric-
ing of banking services. The simultaneous existence of cross-sectional and over-time
variation concerning individual states’ timing of reforms represents a unique opportu-
nity for identifying and assessing the causal impact of a positive shock to the financial
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2 INTRODUCTION

intermediation environment on the labor market outcomes in non-financial industries.
The results suggest that while having no effect on average wages, banking deregula-
tion increased employment growth substantially. The paper also explores the potential
channels between finance and employment. Two channels are found. First, relaxing fi-
nancial constraints leads to a higher level of investment by firms and therefore increases
employment due to complementarity between capital and labor. Second, as labor is
not a pure variable cost of production, easier access to finance increases employment
even after controlling for investment. The results of this paper, therefore, improve our
understanding of the interaction between financial and labor markets, the literature
that has received little attention so far.

The third paper, Banking Deregulation and Relative Wages in Finance, addresses
the impact of banking deregulation on wages in Finance relative to other private non-
farm industries. Although the substantial increase of wages in the finance industry
during the past few decades has been a source of debate among policymakers as well
as academics, there is little consensus about what caused this phenomenon. Using
similar identification strategy as in the second paper, this paper investigates the causal
impact of each of the three types of banking deregulation on relative wages in Finance.
I document that relative wages in Finance began to rise in early 1980s in all states
including those that deregulated before 1970 and those that deregulated in late 1990s.
Consistently, after controlling for aggregate macro shocks that affected both treatment
and control states, there is NO evidence that relative finance wages increased more
following any type of deregulation. If anything, I find a small decline of relative Finance
wages following bank branching deregulation. These results together with the previous
literature that uses aggregate data and finds a positive correlation between measures
of financial deregulation and relative wages in Finance calls for a better understanding
of the dynamics of wages in the finance industry.

The last paper, Information Acquisition, Foreign Bank Entry, and Credit Alloca-

tion, explores theoretically the impact of foreign bank entry on the access to credit for
small and opaque firms. although all the theoretical studies support the cherry-picking
behavior of entrants, the empirical literature regarding this issue is inconclusive and
has failed to establish a consistent inference regarding credit allocation of entrants to-
wards SMEs. This paper presents a theoretical framework to understand the observed
inconsistent behavior of entrants towards opaque and small firms. I show that the
level of information asymmetries, resulting from previous relations of the incumbent,
can potentially lead to equilibrium in which entrants have comparative advantage in
funding opaque firms. Specifically, when only less opaque firms are distinguishable
costlessly to incumbents due to past relationships, entrants can offer a more attractive
pooling contract to opaque firms due to their cost of funds advantage. This is a situa-
tion where entrants focus on funding of opaque firms and the model implies that this
equilibrium occurs when the pool of firms in the economy (industry) is not lower than
a threshold. The model, thus, provides insights to reconcile the contradictory results
of the previous literature regarding the impact of foreign banks on credit allocation.

The remainder of this thesis consists of four papers introduced above, each of which
makes out a separate chapter.


