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In a recent paper (D’Acunto and Rossi, 2016), we document the unintended consequences

of the recent Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank)

on mortgage origination, using household-level data collected through the Home Mortgage

Disclosure Act (or HMDA). Among other areas, Dodd-Frank reformed the requirements lenders

have to follow when originating mortgages. We document substantial redistribution of credit

from the middle class to wealthy households. Credit in the middle of the distribution by loan

amount decreased by 15%, whereas credit to the top of the distribution increased by 21%.

We argue Dodd-Frank reduced the lenders’ incentives to originate mid-size loans, because it

increased the fixed and per-loan costs of originating mortgages. We document that this increase

in the costs affected substantially the lending behavior of financial institutions that started to

shift their mortgage origination towards larger loans after 2011. The effect was particularly

strong for large banks that have been cutting dramatically the origination of small loans, and

are instead focusing more and more on jumbo lending. The plot below shows this point. The

left panel shows the distribution of mortgages originated by JP Morgan Chase, one of the

largest lenders by origination. Although we focus on JP Morgan Chase as a representative

example, the effects described below are similar for other large banks. The right panel plots

the distribution across all lenders outside the top 20, excluding mortgage originators. The figure

shows the bunching at the conforming-loan limit was very pronounced for JP Morgan Chase

in 2008. The bunching dropped in 2011, and remained low thereafter. On the other hand, the

bunching is almost unaltered for smaller lenders. For the lending below the conforming limit,

both distributions moved towards larger loans, but the effect was more evident for JP Morgan

Chase compared to the smaller banks.
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In the paper we delve into the robustness of this result by proposing two identification
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strategies and by ruling out alternative explanations.

The paper is receiving attention from both the academic community and policymakers. In

terms of academic conferences, it is scheduled to be presented at the 2017 NBER Corporate

Finance Spring meeting, the 2017 Duke/UNC Corporate Finance meeting, and the 2017 Finan-

cial Intermediation Research Society. The paper was also invited by the Review of Financial

Studies under the Texas Finance Festival dual submission process. In terms of policy impact,

the House Committee on Financial Services invited us to discuss the implications of the results

of our research on the ongoing reform of Dodd-Frank.

So far, a major limitation of the paper is that we cannot observe mortgage performance,

because HMDA only contains loan-level information at the time of origination. Without in-

formation on loan performance, we cannot determine whether the substantial redistribution of

credit across households with different incomes is resulting in an increase or decrease in default

rates. Answering this question is crucial, because it would allow us to determine whether,

ultimately, Dodd-Frank improved the functioning of the mortgage lending market. This is a

particularly compelling and timely question, given that the Congress is currently evaluating a

major overhaul of the provisions contained in Dodd-Frank. Having an answer to this question

would also contribute to the ongoing academic debate on the relation between lending across

the income distribution and the collapse of the residential mortgage market. These dynamics

are still widely debated, and our paper could shed new light on whether redistributing lending

across income levels might improve or worsen the prospects of this market.

We have contacted a number of data providers and the one that offered the best price for

high quality data is Black Knight Financial Services that quoted us a price of $15, 000. In

particular, we would be acquiring the McDash Core dataset, which has a 99.9% coverage of the

U.S. population and households, plus industry-leading mortgage performance data representing

nearly 70% of the mortgage market. We have already contacted the firm and signed an NDA

to have access to the variables. For confidentiality reasons, we cannot disclose the codebook at

this stage, but the data include every aspect of performance that we will need for our analysis.

References

D’Acunto, Francesco and Rossi, Alberto G., Ditching the Middle Class with Financial Regula-

tion, Working Paper, University of Maryland
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Budget

Purchase of McDash Core Data from Black Knight Financial Services: $15,000

Total: $15,000

We only ask for funding to acquire data as described in the proposal.
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