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Disclaimer

• I am speaking today as a researcher and as
a concerned citizen

• Not as a representative of:

• The Boston Fed
• or the Federal Reserve System

• When I say “we”, I don’t mean Jay and
me.
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This paper

• Consider a policy to cap LTV ratio.

• We know that lower origination LTV ⇒

Lower default

• Question is why? Potential reasons

1. Lower LTV reduces value of the default
option

2. Lower payment reduces the flow burden
of debt (or reduces the cost of the
option)

3. Selection: Higher up-front cost weeds
out risky borrowers.

• Authors propose a reason why defaults
could go up!

4. Liquidity: Higher up-front payment
reduces liquidity after closing.
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• Signs seems right but magnitudes puzzling

• Loan balance falls 4%
• Payment falls 20%
• Interest payment falls by 2%
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• Full recourse ⇒ default option in Netherlands

• Selection (RCT 3)? or Treatment (RCT 2, 4)?

• Different borrowers?
• Different loans?

• Does it matter? Fairness versus financial stability

Paul Willen (Boston Fed) Discussion of Van Bekkum et al. July 17, 2022 5 / 6



The slide you’ve all been waiting for...

Paul Willen (Boston Fed) Discussion of Van Bekkum et al. July 17, 2022 6 / 6



The slide you’ve all been waiting for...

• The end.

Paul Willen (Boston Fed) Discussion of Van Bekkum et al. July 17, 2022 6 / 6


