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Abstract 

We study the credit and debit card spending response of individuals whose neighbors living in the 

same building experience bankruptcy. We document that the neighbors’ monthly card consumption 

decreases by 3.4% over the one-year post-bankruptcy period—an annual decrease equivalent to 7% 

of monthly income. The absence of consumption response among individuals in immediately adjacent 

buildings provides validation of our identification. Consistent with a learning channel, the 

consumption response is more pronounced for consumers with greater peer awareness or financial 

sophistication, and is stronger in the non-conspicuous goods. Credit card debt and delinquency also 

decrease for the financially sophisticated consumers. 
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