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Recent results on interest rate pass-through to households

• Young households faced a
more significant interest
rate pass-through than the
other age cohorts.

• In contrast, the pass-
through to the oldest
households was weaker
than the benchmark.

• Maybe the pre-conditions
(stocks information) might
partially explain this
heterogeneity across age
groups…



Related literature:

• Different loan pricing and distributional impact on HHs.
• Coen, J., Kashyap, A. K., & Rostom, M. (2023). Price discrimination and mortgage

choice (No. w31652). National Bureau of Economic Research.
(https://www.nber.org/papers/w31652).

• Main idea that HHs are priced differently by the banks based on their choices. There are sophisticated customers
and randomizers.

• Sophisticated customers – analyze more bank offers before the decision, they choose the cheapest option,
they can back-off from the decision to take a mortgage if conditions do not satisfy them. Usually, these
customers have lower loan to asset and loan to their income ratios as they have more assets accumulated
and can take a lower loan than they need (make it cheaper).

• Randomizers – usually considers only one option and accepts any pricing conditions, mostly are younger
HHs or first-time buyers, usually these randomizers are associated with the larger loan to asset and loan to
their income values.

• Can we identify these households from the recent monetary policy hike, and can price discrimination
explain pass-through differences among different age cohorts?



Median mortgage interest rates (stocks 2021) over the age

• Different specifications of IRF’s or Maturities hold the similar idea – interest rates go down over the
age distribution or show the U-shape type dynamics.

• Young households (up to 34y) are on average priced with the higher interest rate.
• Mid-age cohorts (35y to 64y) are given the lower interest rate for mortgages.
• The oldest households (65+) show mixed results in terms of interest rates they pay for their

mortgages.



HFCS results on distribution over income and wealth quintiles
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HFCS data is used to analyze the composition of total mortgage loans by the age cohorts and income/wealth quintiles.

• Graph over the income quintiles (left) indicates similar U-shape dynamics – mortgage loans are more equally
distributed at the tales, and highly concentrated (around top quintiles) in the middle-aged cohorts.

• Graph over the wealth quintiles (right) suggests a better bargaining conditions for the older households, since
their mortgages are backed-off by the higher value of wealth accumulated by households. More than 60% of
mortgage loans are held by the top two wealth quintiles among the oldest HHs.
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Age group fixed effects in mortgage contract interest rates (all contracts outstanding in December 2021)

• Where contract interest rates
systematically higher for younger
borrowers independent of contract
characteristics?

• Is there country heterogeneity after we
control for contract and borrower (age)
characteristics?

• U-shaped age fixed effects



Breakdown of the stock of loan contracts (current value) by current age,
remaining maturity and interest rate fixation period in December 2021
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Age:
In Slovakia, Lithuania, Latvia, and Hungary,
about 80% to aged <45.
In Portugal, Spain, Italy, and Ireland, 50-65% to
aged >45
IRF patterns in stocks vs new loans:
• Latvia and Lithuania, Spain and Italy have a

stock of mostly ARM (<1 year) rate loans;
Portugal mostly FRM loans.

• These patterns can be different from
patterns in new loans.

• Mainly ARM new loans for LT and LV  =>
portfolio consistency? Same pattern across
all age groups

• => Or affordability (more prevalent in
younger age groups?)

• In IT and ES mainly FRM in new lending:
=>refinancing? Same pattern across all age
groups

• => or affordability (mainly prevalent for
older age groups)?

• For Portugal, the opposite occurs : existing
loans are mainly fixed, new loans are
mainly variable. Affordability? Switch to
consumer loans?

Maturity
Cross country variation



How Stock Conditions Influence New Loan Choices
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•Rate exposure drives contract choice:
Borrowers with variable-rate stock loans (and rising payments) are more likely to
seek fixed-rate contracts when taking a new mortgage or refinancing.
•Balance-sheet constraints matter:
High-rate or high-balance existing loans increase credit constraints → borrowers
may shift toward shorter maturities or consumer credit (if mortgages become
unaffordable).
•Lock-in effects:
Borrowers with low-rate fixed stock loans may delay or avoid new mortgages →
lower likelihood of entering new mortgage markets.
•Portfolio consistency:
Households with long-maturity or fixed loans tend to choose similar products
again (path dependence).



Age Differences in New Loan Choice
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•Young borrowers (lower wealth, higher risk weights):
• More likely to take adjustable-rate or shorter IR fixation period contracts
• Higher probability of relying on consumer credit when mortgage rates

become too costly
• More sensitive to borrowing constraints after tightening

•Older borrowers (higher income/wealth):
• More likely to obtain fixed-rate or shorter IR fixation period contracts
• More refinancing capacity → switch from ARM to fixed when tightening

begins
• More likely to delay borrowing entirely if conditions worsen

•Controlling for cross-country differences
•Cross-country differences in contract supply (availability of FRM/ARM) : e.g.
LT
•Market structure: refinancing markets, prepayment penalties, bank funding
•Institutional features: tax incentives, mortgage guarantee schemes



Data exploration: Borrower choice in new loans and conditions
in stocks: What does a high share of ARMs predict?
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• Logit specification to investigate correlations
• Collapse data  at TypexAgexIRFxDatexCountry level
• Dependent variable is a binary variable : choice of type of loan in terms of Consumer vs Mortgage and

interest rate fixation term (IRF) in new loans during the tightening period (2022-2023)
• Independent variable: share of variable rate mortgages in value from all mortgage loan contracts

outstanding in December 2021
• Weighted least squares: the number of outstanding contracts in each country-age bin.
• Robust standard errors are clustered at the country group level.



High variable ARM share in stock => higher probability to get
variable rate consumer loan
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High variable ARM share in stock => lower probability to get a
fixed rate mortgage if <55yr, or fixed rate consumer loan
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Conclusions
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• Mortgage rates are systematically higher for young households (below 35 year).
• Portfolio of mortgage loans is highly concentrated around

 the top income quintiles among the middle- aged households;
 and the top wealth quintiles among households between 44 and 65+.

• We explore the stocks and new loan dataset to investigate borrower choice in new loans and conditions
in stocks

• Preliminary: High variable ARM share in stock is more frequently associated with a high probability to
have variable rate consumer loan


