
FIGURE A.7: OBSERVED VS SIMULATED LTV DISTRIBUTIONS WITH FRICTION ADJUSTMENT

Panel A: σ = 0.12 Panel B: σ = 0.5
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Panel C: σ = 1 Panel D: σ = 2

0

10,000

20,000

30,000

40,000

50,000

N
um

be
r o

f M
or

tg
ag

es

55 60 65 70 75 80 85 90 95
Loan to Value Ratio (%)

Actual LTV Simulated LTV (σ=1)

0

10,000

20,000

30,000

40,000

50,000

N
um

be
r o

f M
or

tg
ag

es

55 60 65 70 75 80 85 90 95
Loan to Value Ratio (%)

Actual LTV Simulated LTV (σ=2)

Notes: The figure shows simulations of a model introduced in Section 3 for a range of EIS values. The simulations include
a friction adjustment so that a fraction a∗of non-bunching households are assumed to be “non-optimizers”, who behave
as though they face the counterfactual interest rate schedule (and thus choose the corresponding counterfactual LTV). The
blue lines show the predicted LTV distribution from the model. The black lines show the empirical LTV distribution. The
upper left hand corner has σ = 0.12, which is the EIS that minimizes the MSE of the predicted bunching masses. Higher
EIS values predict far greater bunching masses than found in the data, with a large share of households jumping more
than one notch in the LTV distribution to exploit lower interest charges. The distribution largely hollows out between
notches, in contrast to the data.
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