Empirical analysis: a Bunching approach

Implication from a model of borrowing:
(Brueckner (1994) JhE ; Defusco and Paciorek (2017) AEJ: EP ; Stein (1995) QJE ; Piazzesi Schneider (2016) NBER)

I Leverage constraints create a kink in borrowers’ intertemporal budget sets.

I The kink induces bunching at the leverage limit (LTI/LTV) in the distribution
of mortgages.

I The bunching mass is informative on how binding leverage constraints are.

Figure 4: (Un)constrained optimal consumption and mortgage distribution.
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Empirical analysis: a Bunching approach

Question: How many households are LTI-constrained?

Procedure: Chetty, Olsen, Pistaferri (2011) QJE

I Discretize the LTI distributions in J equally-spaced bins and run:

X i
ny = i(z) + sl Zj = Zews + (1)
i=1 s=—k

I Assuming smoothness, obtain the estimated counterfactual iy as the fitted
value of (1) omitting the contribution of the dummies. Then, estimate
bunching mass at the LTI limit as:
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