
Accepted Manuscript

Spillover effects in home mortgage defaults: Identifying the power neighbor

Souphala Chomsisengphet, Hua Kiefer, Xiaodong Liu

PII: S0166-0462(17)30239-9

DOI: 10.1016/j.regsciurbeco.2018.07.011

Reference: REGEC 3388

To appear in: Regional Science and Urban Economics

Received Date: 2 July 2017

Revised Date: 28 April 2018

Accepted Date: 23 July 2018

Please cite this article as: Chomsisengphet, S., Kiefer, H., Liu, X., Spillover effects in home mortgage
defaults: Identifying the power neighbor, Regional Science and Urban Economics (2018), doi: 10.1016/
j.regsciurbeco.2018.07.011.

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service to
our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and all
legal disclaimers that apply to the journal pertain.

https://doi.org/10.1016/j.regsciurbeco.2018.07.011


M
ANUSCRIP

T

 

ACCEPTE
D

ACCEPTED MANUSCRIPT

Spillover Effects in Home Mortgage Defaults:

Identifying the Power Neighbor∗

Souphala Chomsisengphet† Hua Kiefer‡ Xiaodong Liu§

April 26, 2018

Abstract

This paper investigates spillover effects of mortgage defaults in the neighborhood

on a homeowner’s default decision. Following the interactions-based model of discrete

choices in Lee et al. (2014), we explicitly model a homeowner’s default decision as a

function of predetermined risk factors as well as rational expectations on her neigh-

bors’default decisions and find strong empirical evidence of spillover effects – in forms

of time-lagged “contagion effects”and contemporaneous “multiplier effects”. Further-

more, the estimated model can be used to identify the “power neighbor”through whom

a foreclosure prevention policy can generate the largest impact on a neighborhood.

Compared to other homeowners, the “power neighbor”on average has less neighbors

that defaulted in the past, a less risky loan, a smaller payment size, a higher credit

score, and a more central location in the neighborhood.
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