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Democracy and Housing Finance 

Calomiris and Haber, in Fragile By Design, show 
how regulation of financial institutions is the 
result of political bargains among important 
coalitions. In many countries in the 20th and 21st 
centuries, subsidized mortgage leverage has 
been a key component of those bargains. 

Jorda, Schularick and Taylor show that real 
estate debt booms and busts have been central 
to the unprecedented pandemic of costly 
banking crisis over the past three decades. 



Evidence of active promotion of 
mortgage credit subsidies. 

Politicians of all parties promise subsidized access to 
housing credit. 

1. [1992-2008] US: George H.W. Bush and GSE Act of 
1992, Bill Clinton’s National Homeownership Campaign, 
George W. Bush expands that program. 

2. [2014] Brazil: Dilma Rousseff’s Minha Casa Minha Vida     
(My house my life). 

3. [2012-2015] UK: David Cameron’s help to buy, 
subsidized homes campaign. 

 

 

 



U.S. Crisis and Aftermath 

Despite central role of subprime mortgage risk in U.S. 
crisis… 
- Volcker Rule exemption for GSEs 
- No reform of GSEs 
- Back to 3% downpayments for GSE mortgages 
- Increased subsidies on FHA loans 
- Despite FSOC talk about systemic risk, U.S. commercial 

banks continue to use short-term debt to fund loan 
portfolios that funnel about 2/3 of funds to real estate debt 
(unthinkable 100 years ago). 

Politicians seem to believe that they face strong incentives 
not to reduce mortgage risk. Are they right to believe that? 
Are those beliefs rewarded, and if so, how?  
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Motivation 

Economic voter hypothesis is a key question in 
political science. 

Does the state of the economy affects              
election outcomes?         YES 

But do we know… 
… which aspects are most important?     NO 
…whether voters vote their pocketbooks   
 or the national interest?       NO 
…whether mortgage credit is rewarded  
 politically?          NO 

 

 

 



Our Study 

We study political consequences in U.S. Presidential 
elections of changes in the supply of mortgage credit. 

Government policies subsidizing homeownership, have 
been a US hallmark for a century: FHA, VA guarantees, 
GSEs (Fannie Mae, Freddie Mac), Community 
Reinvestment Act,  Federal Home Loan Banks, etc. 

Politicians behave as if they believe voters will reward them 
for delivering cheap credit. Is this the result of smoke-filled 
room bargains or electoral rewards? 

Do Presidential elections reward short-term increases in 
mortgage credit? 

 



Our Contribution 

Ours is the first study quantifying the connection between shifts 
in credit supply and voting behavior. 

Main findings: US Presidential elections 2004-2008. 
1. Due to the severe contraction in mortgage credit voters shifted 

support away from the Republican candidate (McCain). 

2. That accounted for more than half of the votes McCain 
needed in order to win all nine swing states, which would have 
reversed electoral outcome. 

3. In terms of lost votes, contraction in mortgage credit supply 
from 2004-2008 was five times as important at the increase 
in unemployment rate. 

 



Outline: 

1. Literature Review 

2. Data 

3. Methodology 

4. Results 

5. Conclusion - Discussion 



 Subsidization of mortgage credit: 

- Calomiris and Haber (2014), Mayer, Pence and Sherlund (2009), Rajan 

(2010), Rajan, Seru and Vig (2010), Acharya et al. (2011), Agarwarl, 

Benmelech and Seru (2012), Fishback et al. (2014), and McCarty, Poole 

and Rosenthal (2013). 

 Political business cycles: 

- Nordgaus (1975), Alesina, Roubini and Cohen (1997), Drazen (2000), 

and Person and Tabellini (2002). 

 Delivery of subsidies to politically favored groups: 

- Rajan 2010, Calomiris and Haber 2014, Coate and Morris (1995)  

Literature Review 1 



 Politically driven hidden credit subsidies and (financial) firms: 

- Sapienza (2004), Brown and Dinc (2005), Khwaja and Mian (2005), 

Claessens, Feijen and Laeven (2008), Carvalho (2014), Alesina, Baqir 

and Easterly (2000), Bertrand et al. (2007), Duchin and Sosyura (2012), 

Blau et al. (2013). 

 Impact of bank lobbying on government policies: 

- Calomiris and Haber (2014), Cole (2009), Liu and Ngo (2014), Romer 

and Weingast (1991), Igan, Mishra and Tressel (2011), Mian, Sufi and 

Trebbi (2010a), Mian, Sufi and Trebbi (2010a). 
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Voting: 
 2004 and 2008 presidential elections’ voting data by 

county. 
 

Credit supply: 
 Home Mortgage Disclosure Act (HMDA). 
 Collection of detailed data on applications for 

mortgages (info on applicant, mortgage, location, 
decision).  

 Mortgage applications: 8.6 million in 2004, 4.8 million 
in 2008. Pool shifts toward higher income, less 
minority status. 
 

County-level data:  
 US Census, ACS, BLS, BEA. 

Data 
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1st Stage: 

 Use OLS to predict the rejection of mortgage 

applications (25% in 2004, 37% in 2008). 

 Bank fixed effects allow identification of bank-specific 

mortgage credit supply contraction differences.  

 

Methodology 



First stage regression results.  

Dependent variable:  

Loan Application Rejection 
 



  (1)   (2) 
  2004   2008 

    Female Applicant -0.00312 
 

0.00552* 

    Ethnicity: Hispanic 0.0493*** 
 

0.103*** 

    Race: Minority 0.0652*** 
 

0.0825*** 

    Loan to Income 0.0162*** 
 

0.0140*** 

    Log(Income) -0.0123 
 

-0.0190** 

    Log(Loan Amount) -0.0317*** 
 

-0.0175 

    Loan Purpose: Home Purchase -0.0486*** 
 

-0.101*** 

    Loan Purpose: Home Improvement 0.0549 
 

0.0460* 

    Co Applicant -0.0307*** 
 

-0.0348*** 

    Constant 0.449*** 
 

0.476*** 

    County Fixed Effects YES 
 

YES 

    Bank Fixed Effects YES 
 

YES 

    Observations 8389434 
 

4,943,959 
R-squared 0.252   0.301 
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Next: 

 Aggregate (proportional to mortgage applications 
within each county) banks’ fixed effects to 
measure variation across counties in mortgage 
credit supply. 

 

 Measure county-specific credit supply contraction 
for the period 2004-2008 as the change within 
each county in mortgage credit supply tightness 
observed from 2004 to 2008. 

 

 

Methodology 



Figure 1: Contraction in mortgage credit supply, 2004-2008 

3 Methodology 



Figure 2: Contraction in mortgage credit supply, 2004 - 2008  
(heat map on the right) 

3 Methodology 



Second stage regression results.  

Dependent variable:  

Voting for President 
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2nd Stage: 
 Link identified shifts in county-specific mortgage 

credit supply contractions to changes in voting 
behavior. 
 

 Control for various county-level attributes. 
 

 Use estimated results to gauge the importance of 
mortgage credit-supply change on voting behavior 
(construct counterfactuals). 

 

 

Methodology 
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Results 

1. Does the supply of mortgage credit 

matter for voting?  YES 

 

 

 



        

  (1) (2) (3) 

    ” (Personal Income) -0.0712*** -0.0688*** -0.0704*** 

    ” (Unemployment Rate) 0.00354** 0.00343** 0.00342* 

    Median Age -0.00319*** -0.00317*** -0.00317*** 

    Black 0.0769*** 0.0770*** 0.0778*** 

    Evangelical -5.98e-05*** -5.77e-05*** -5.69e-05*** 

    BA Graduate 0.00125*** 0.00126*** 0.00126*** 

    Sex Ratio 0.000330** 0.000341** 0.000352*** 

    Age Dependency Ratio 0.00140*** 0.00140*** 0.00141*** 

    
    ” (Raw mortgage rejection rate) 

 
0.0218 

 
    ” (Mortgage credit supply) 

  
-0.0604*** 

    State Fixed Effects YES YES YES 

  

 

 Constant 0.0313 0.0261 0.0157 

    Observations 1,545 1,545 1,545 

R-squared 0.700 0.701 0.702 
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 All variables are in levels. 

 All variables are in differences. 

 

 

Results 

Robustness 

 

 

 

 

        

(1) (2) (3) 

  Baseline In Levels In Differences 

” (Mortgage credit supply) -0.0604*** -0.0684*** -0.0684** 

(0.0237) (0.0189) (0.0275) 
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 All vars are in levels. 

 All vars are in diffs. 

 Add swing voter effect. 

 Add ” in unemployment rate between 09 and 08. 

 Add foreclosure rates. 

 Add ”  in rental prices. 

 Add home-ownership rates. 

 

 

Results 

Robustness 
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2. Is the mortgage-supply effect important? YES 

 

 Counterfactual 1: What if there had been no 
changes in credit supply (2004-2008). 
 
 McCain would have received 51% of the 

votes needed to win all of the swing states 
(80% if one adds a standard deviation). 

 

 

 

 

Results 
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2. Is the mortgage-supply effect important? YES 

 Counterfactual 2: How does this compare with 
the effects of changes in unemployment 
(2004-2008)? 

- McCain would have received 9% of the votes 
needed to win all the swing states. 

⇒ In terms of lost votes, the contraction in 
mortgage credit supply from 2004-2008 was 
five times as important as the increase in 
unemployment rate. 

 

 

 

 

Results 
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Results 

3. Is the mortgage-supply effect symmetric? NO 
 

 Do voters punish incumbents similarly for credit 
contraction as they reward expansion? 
 

 Do consequences differ for the two parties? 
 

 These questions cannot be tested in the cross-
section (as we explain), but we can test them in 
time-series by adding election cycles. 
 

 Repeat analysis for 1996 – 2000, 2000 – 2004, 
2004 – 2008, 2008 – 2012.  
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Results 

Two elections during credit expansion, two elections during credit contraction 
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Results 

3. Is the mortgage-supply effect symmetric? NO 

 

 

 

 

    

  
(1) 

2000 
(2) 

2004 
(3) 

2008 
(4) 

2012 

Challenger REP DEM DEM REP 

Credit Contraction? No No Yes Yes 

” (Mortgage credit supply) 0.0210 0.00850 -0.0604*** -0.0350*** 
(0.0169) (0.0145) (0.0211) (0.0118) 

State Fixed Effects YES YES YES YES 

Constant 0.0135 -0.0204 0.132*** -0.0388** 
(0.0146) (0.0221) (0.0256) (0.0158) 

Observations 2,969 1,506 1,546 1,487 
R-squared 0.673 0.599 0.731 0.665 

Notes: Bootstrapped standard errors in parenthesis, clustered by MSA, *** p<0.01, ** p<0.05, * p<0.1.  
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 Ours is the first empirical (micro-level) study 
confirming that voters punish politicians for 
contractions in the supply of mortgage credit. 
 

 We find punishment to be large, for Presidents 
from both political parties. 
 

 Interestingly, voters do not seem to reward 
politicians for expansion of mortgage credit. This 
may be where smoke-filled rooms play a role. 
 

 Our results have important implications for further 
research and for understanding the politics of 
housing credit policy. 

 

 

 

Conclusions 
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