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A Passive LTV Distribution

Counterfactual LTV DistributionB

Figure 4

Constructing the counterfactual LTV distribution.

Notes: This figure shows the two steps in the construction of the counterfactual LTV distribution among refinancers. Each panel shows the
actual LTV distribution with dots (as in Figure 1). Panel A shows the distribution of passive LTVs with crosses, calculated based on the
LTV of the previous mortgage, amortization, and the house value at the time of refinancing. Panel B shows the distribution of counterfactual
LTVs with crosses, which adjusts passive LTVs for the average equity extraction of non-bunchers in the actual distribution.

Our estimate of the counterfactual LTV distribution is shown in Figure 4B. Comparing the
actual and counterfactual LTV distributions provides clear visual evidence of bunching and
missing mass around each notch. Notice that, except for the region below the bottom notch
at 60%, the actual and counterfactual distributions never line up. This is because the actual
distribution below each notch is affected by missing mass due to a notch further down. This
implies that the standard approach to obtaining the counterfactual—fitting a polynomial to the
observed distribution, excluding data right around the notch—would produce biased estimates in
our context.
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