
FIGURE A.6: OBSERVED VS SIMULATED LTV DISTRIBUTIONS WHEN CALIBRATING NON-EIS
PARAMETERS

Panel A: σ = 0.06; Realistic δ, y,P
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Panel B: σ = 1; Calibrated δ, y,P
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Notes: The figure shows two simulations of a model introduced in Section 3. In the upper panel, the EIS is calibrated (to
σ = 0.06) to minimize the MSE of the bunching moments, while other parameters are externally calibrated to realistic
values. In the lower panel, the EIS is set to σ = 1 and remaining parameters are calibrated to minimize the MSE of
the bunching moments. The blue lines show the predicted LTV distribution if households choose leverage optimally
according to the model. The black lines show the empirical LTV distribution. The model can match the LTV distribution
when calibrating the EIS alone, but has difficulty in doing so when σ = 1, even if all other parameters are set for
this purpose. Further, the parameter values arising from this latter calibration are unrealistic, with a discount factor
of δ = 0.24, house price expectations of −12% annually and income growth expectations of −42% annually.
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