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Overview Result 1: Credit Constraint Effects on Monetary Policy Transmission

- Refinancing Channel. Monetary Policy = Aggregate Refinancing Incentive (R;) =
Aggregate Mortgage Refinancing = Aggregate Consumption

- Household-specific inhibiting factors: Behavioral Factors. some households do
not apply to refinance at different levels of R;; Credit Constraints. some
households' refinancing applications are denied [1],[2]

= This paper: The household-level probability of refinancing approval is modelled

separately from the application probability to investigate the distributional impact - Table 2 shows the effect of credit constraints as the percentage difference under no
of credit constraints on the refinancing channel in the U.S. economy credit constraints versus under the baseline scenario of predicted cumulative

refinancing rates, one year after the applied shock

= Monetary policy transmission is studied by applying a -100bps shock to the
mortgage market rate on 1/2014, keeping rates constant for 60 months and tracking
the 'Baseline’ model prediction

= A’'No Constraints’ counterfactual scenario Is also simulated, where all applications
are approved
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Table 2. Effect of Credit Constraints After Monetary Policy Shock
Aggregate Refinancing

Result 2: Credit Constraint Tightening

= Households whose refinancing applications are originated are defined by the set of

their characteristics: = Financial institutions reportedly tightened their credit constraints in 2014 (source:

Ai(Ry, AHPI, Uy, ai, B, 71,72, wi) = (X, €04, mie)[apPLy; , > 0,approval;, > 0} Senior Loan Officer Opinion Survey on Bank Lending Practices)

- To aggregate, integrate over the mass of refinancers (households in A,) - Interaction terms for the Tight Constraint Period' are added to quantify changes in
P / Pr(apply) x Pr(approval)dP(X ) the distributional effects of credit constraints on refinancing
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= Strong correlation exists between bank liquidity and its originated mortgages' LTI [3]

= As bank liquidity varies, households with different characteristics are approved to
refinance, while the household decision to apply refinance will remain unaffected
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= Liquidity is used as an instrument for the LTI of applicants in the probability of
refinancing application approval
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