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Research Proposal

“If we can help Wall Street, folks, we sure can help Silver Springs Boulevard right here in Ocala.
That’s why we believe we should reform our bankruptcy laws, giving bankruptcy judges the authority to
reduce the amount of principal owed, give them the authority to go out and reset the terms of the

mortgage so people can stay in their homes.” Joseph Biden (2008)

The U.S. experienced an unprecedented number of home foreclosures during the housing crisis. The
government implemented various policies to reduce the amount of defaults, including programs that
offered compensation to intermediaries for modifying underwater mortgages. However, these initia-
tives were mostly unsuccessful due to several frictions; among those were that securitization made the
renegotiation difficult, and servicers’ organizational capacity also affected the intensity of modifications
(Agarwal et al., 2017).

To allow for involuntary modifications, one proposal put forth was the allowance of mortgage cram-
downs by judges in Chapter 13 bankruptcy. In this case, the underwater portion of mortgage loans
would be treated as unsecured loans and therefore dischargeable in bankruptcy.! In fact, the cram-down
proposal passed the House of Representatives in 2008 but failed to achieve the requisite votes for cloture
in the Senate.

In this project, we will provide the first evidence on the impact of Chapter 13 bankruptcy cram-
downs on mortgage default. In particular, our study has the following objectives: 1) estimate the
ex-post effects of cram-down in Chapter 13 on foreclosure, 2) study the heterogeneity in post-filing

effects across filer characteristics, and 3) quantify how many foreclosures would have been prevented in

1Barack Obama sponsored mortgage cram-down legislation as a U.S. senator and endorsed it as a presidential candidate.



the Great Recession if the cram-down proposal had been implemented by extrapolating the estimates in
a partial equilibrium analysis. In particular, it is of interest to compare the estimates from the Chapter
13 bankruptcy cram-down program with applied programs, such as the Home Affordable Modification
Program (HAMP).

The research design uses the following: first, most bankruptcy courts use a blind rotation system to
assign cases to judges, this allows us to exploit differences in judge discharge rates as an instrumental
variable for Chapter 13 bankruptcy protection (Dobbie and Song, 2015; Dobbie et al., 2017). Second,
between 1978 and 1993, a series of U.S. Court of Appeals decisions introduced the mortgage cram-down
under federal bankruptcy law. However, in 1993 the Supreme Court declared the practice impermissible
under the law. Using an instrumental variable design, the empirical strategy will estimate the ex-post
effect of Chapter 13 bankruptcy cram-down on foreclosure in those district courts during periods in
which cram-downs were allowed.

To this end, we have collected bankruptcy docket data from dozens of bankruptcy courts from the
Public Access to Court Electronic Records system (PACER); the dockets contain bankruptcy cases since
the 1980s. Subsequently, we will match this bankruptcy dataset with data from providers like CorelLogic
or RealtyTrac to study mortgage default. In addition, we plan to match the docket data with public
record information to obtain other filer characteristics (e.g., age).

This project is related to several strands of the literature. By analyzing the ex-post effect of cram-
down thorough the consumer bankruptcy system, this project complements Goodman and Levitin (2014)
and Li et al. (2014) who study the ex-ante effects on mortgage cram-down. The former find that when
cram-down was allowed, home loans had interest rates were 16 basic points higher, and the latter find
that when the Supreme Court abolished mortgage cram-down, this led to a reduction of 300 basic points
in mortgage interest rates.

A main contribution of this project relative to Dobbie and Song (2015) and Dobbie et al. (2017) is
that we estimate the effect of secured debt-relief (cram-down) from Chapter 13 protection on mortgage
default to evaluate an important proposal from the housing crisis, while Dobbie and Song (2015) and
Dobbie et al. (2017) focused on the effect of unsecured debt-relief from Chapter 13 protection. To this
end, we will employ a new data set constructed for the purposes of this project to link bankruptcy
docket data from the 1980s to deed and public records to estimate the reduced-form effect of mortgage
cram-down on ex-post foreclosure.? We believe that our project is the first to provide credible estimates
of the ex-post impact of cram-down from Chapter 13 on mortgage default.

This paper complements the literature that evaluates changes in debt obligations thorough modifica-

2Dobbie and Song (2015) and Dobbie et al. (2017) used data from 1992 and 2002, respectively.



tions, such as HAMP (e.g., Agarwal et al., 2017) and refinancing programs, such as the Home Affordable
Refinancing Program (HARP) (e.g., Tracy and Wright, 2016; Agarwal et al., 2017; Abel and Fuster,
2018). Our project contributes to this literature by evaluating an alternative housing policy: secured
debt relief through the consumer bankruptcy system. Besides allowing for involuntary modifications,
another advantage of the mortgage cram-down proposal is that the bankruptcy system could potentially
have handled a higher number of modification cases, while the servicers were capacity-constrained and

unable to increase capacity (e.g., HAMP reached one-third of its targeted indebted households).
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Itemized Budget

e Total $ 12,000
e Travel $ 3,000
e Data acquisition $ 9,000

— Deed records from Realtytrac or Corelogic: $7,000. We estimate that the cost per match from
Realtytrac or Corelogic is going to be between $0.1 to $0.2, and we expect to have around
35,000 Chapter 13 filers in district courts and periods in which cram-downs were allowed and

in areas with geographical coverage by the data providers.

— Public Records Data: $2,000. The annual subscrition to a service such as Lexis Nexis is

around $2,000
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