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Abstract

We consider the identification and estimation of latent-index, threshold crossing models
of loan approval when the econometrician observes all information observed by the deci-
sion maker for the approved loans, but observes no information on the loans that were not
approved. For example, in our application to mortgage lending, we have all information
collected by the bank at the time of loan origination for all loans originated by the bank, so
that the bank’s decision to approve the loan is a deterministic function of covariates observed
by the econometrician, while we have no information on loans that were not approved by the
bank. Under smoothness conditions, we use the boundary of the support the covariates in
the approved sample and whether the density of the covariates at this boundary is strictly
positive to infer a level set for the approval process We then use that level set to identify
and estimate the parameters of the loan approval process. We consider identification and
estimation of both nonparametric and semiparametric models of loan approval. We apply
our results to study the mortgage loan approval process for a major national bank, using a
data set comprised of all information collected by the bank at the time of loan origination
on all 721,767 loans funded by the bank between January 2004 and February 2008.
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