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Does Location Matter?

Evidence on Differential Mortgage Pricing in Israel

Natalya Presman and Nitzan Tzur-llan

Abstract

This paper explores the contribution of various factors to determining mortgage interest
rates in Israel. We use a unique database combining loan-level data on mortgage loans
originated by the Israeli banking system during 2010-13 with proprietary data on
assets underlying mortgage origination as well as several additional variables
designed to capture risk associated with regional real estate markets and the extent of
competition prevailing in the banking system. We show that significant differences exist
in real mortgage interest rates among different locations and neighborhood qualities.
While homebuyers purchasing assets in the more prosperous central neighborhoods
pay the lowest interest rates, those purchasing assets in the peripheral and
economically weak neighborhoods pay the highest ones. Observable characteristics
of the borrower, the mortgage and the underlying asset risk, and banking competition
explain up to two thirds of the regional and socioeconomic differences in mortgage
interest rates found in the raw data. Other factors that may explain remaining regional
differences in the interest rates include unobservable borrower characteristics such as
financial literacy and bargaining ability, unknown characteristics of borrower's

employment and statistical discrimination of some groups of borrowers.
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(0.001) -0.005%** (0.002) 0.001 (0.001) -0.003**%* ¥9555-51792NN TN
(0.003) -0.013*** (0.003) 0.001 (0.002) -0.007*** YIPNN MWTN PIY MDD
(0.008) 0.062%** (0.014) 0.114%%** (0.007) 0.076*** W IMNL M2
(0.002) -0.005%*%* (0.004) -0.020%** (0.002) -0.009%*** NMOWNN NI DN 190N
(0.000) 0.001*** (0.001) 0.001** (0.000) 0.001*** TPON VIO MDD TN
(0.003) 0.000 (0.005) -0.006 (0.002) -0.002 20 MYNNN
(0.002) -0.014%*** (0.003) -0.021*** (0.002) -0.016%** DN DYWL D PIAN 190N
+ + + D PIAN DY MMIAP MYavn
+ + + UM UNNN S¥ MNP Myswn
(0.132) 3.939%*%* (0.248) 2.699%** (0.120) 3.343%%** WnaPN
55,236 25,303 80,539 NPANNN 90N
0.241 0.170 0.283 R’

#x% p<0.01, ** p<0.05, * p<0.1

: TPVLOVLVLON MPNNNN NN
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PSM nwowa 77987 MIREIN 14 NN P72 .9 mb

nvasnnsaen|  Plz 7 |phnnvov| o1 NN MSKD
66,678 0.000 10.18 0.010 0.103 | 1P 40-n TN PN NMYD 127 80-2 40 2 PN
68,043  0.000 16.42 0.012 0.202 1P 40-0 MNS PN NMNYD NSYM NP 80 PAN
43107 0.000 7.29 0.013 0.098 1D 80-2 40 P2 PN NMYY MDY 17 80 PN

,Y9092-oN2MT TR PRI 9D Y M52 NIRNIDWRT 1NN .10 mb

(%) 2010-2013 2322 17AYITR NINNIDWR 23D

’H955-5n9aN TTNN

PNIIN
OV N7 80 1P 80-5 40 Pafnp 40-1n NIND
1.52 2.12 1.30 M
1.66 2.61 1.55 M2
2.65 3.13 2.34 T
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nool

QDY TIARTT NI MY PRI DY T0ANTT MBI AV TTORRT NIRIN LIRT M

122001 >INN N22NN MO 12201 >IN [EERYARRI:p) A0
(10) Q) ) @)

PN TMVD | DTPRN. PINTMVD DTPRN IPNN LY 01PN [ijpnn mvo  oTpnn
(0.009) 0.037*** 1(0.012) 0.057*** {(0.010) 0.036*** 1(0.018) 0.069%** oNYN 190N
(0.002) 0.007*** 1(0.003) 0.015*** ((0.003) 0.018*** 1(0.005) 0.054%** 20N
(0.000) -0.000 (0.000) -0.000**  [(0.000) -0.000*** 1(0.000) -0.000%*** W91 9N
(0.009) 0.010 (0.012) -0.071*** ((0.010) -0.165%** 1(0.017) -0.365%%* ) NDIDNN NY
(0.008) -0.061***1(0.010) -0.026*** ((0.009) -0.095*** 1(0.015) -0.113%%* NNOVN NIVN
(0.007) -0.002 0.011) -0.039*** 1(0.009) -0.015% (0.016) -0.065%** 1T 79N
(0.010) -0.027***1(0.014) -0.090*** [(0.012) 0.001 (0.020) -0.196%** Ypwn
(0.012) 0.023* (0.017) 0.057*** 1(0.014) 0.053*** 1(0.025) 0.068%** a7y
(0.006) -0.285***((0.008) -0.139*** 1(0.006) -0.105%** 1(0.012) 0.019 NNYNN OIS0 DY ND
(0.007) 0.075%** {(0.010) 0.049*** 1(0.008) 0.072*** 1(0.014) 0.056%** 60%-11 YT NN NV
(0.007) 0.080*** {(0.010) 0.046*** 1(0.008) 0.026*** 1(0.014) -0.055%** 30%-1 9T NOIDNY YWTIN 1NN O
(0.007) 0.248*** {(0.010) 0.133*** 1(0.008) 0.208*** 1(0.015) 0.233%** W 20-0 NN PYPAD NNPN
(0.012) 0.023* (0.018) 0.063*** |(0.014) 0.069*** 1(0.026) 0.100%** )33 29995-7nM3N0 - 1OP PN
(0.011) -0.008 (0.014) 0.023 (0.012) 0.029** (0.021) 0.103%%* 931392 %9995-919aN0 - VP PN
(0.018) 0.062*** ((0.027) 0.087*** 1(0.021) 0.102*** 1(0.039) 0.077** 7923 295995-50930 - 313%2 PHIN
(0.017) 0.036%* [(0.024) 0.093*** ((0.019) 0.083*** 1(0.035) 0.172%%* 931392 %9595-9193N0 - 1A PN
(0.020) 0.090%** [(0.028) 0.014 (0.023) 0.095%** 1(0.041) -0.037 1933 95995-9193N0 = 1132 PN
(0.025) 0.116%** [(0.036) 0.209*** ((0.029) 0.234*** 1(0.054) 0.265%** 7993 *9555-91930 = 511 PHN
(0.025) 0.086*** [(0.035) 0.101*** ((0.028) 0.169*** 1(0.052) 0.182%%* 939392 99995-5093N - Y91 PPN
(0.025) 0.128*** ((0.036) 0.100*** |(0.029) 0.150*** [(0.053) 0.058 M3 *99Y5-51930 - DY) PRI
(0.001) -0.001 (0.001) -0.001 (0.001) 0.000 (0.002) 0.003** PnInn
(0.000) 0.000%** 1(0.000) 0.000%** (0.000) 0.000 (0.000) -0.000 W2 PHINN
(0.001) -0.005***((0.001) -0.003*** 1(0.001) -0.005*** 1(0.002) 0.001 ¥9395-yn72NN TN
(0.002) -0.020***((0.002) -0.008*** 1(0.003) -0.013*** 1(0.003) 0.001 YIPRN M PIYV MDD
(0.007) 0.044*** 1(0.010) 0.046*** 1(0.008) 0.062*** 1(0.014) 0.114%** M IMNL PIa
(0.002) 0.002 (0.002) -0.002 (0.002) -0.005%** 1(0.004) -0.020%** NMOWNN YA DPIAN 190N
(0.000) 0.001** 1(0.000) -0.000 (0.000) 0.001*** 1(0.001) 0.001** TPONI VIO MYNIN TTHD
(0.002) 0.003 (0.003) -0.004 (0.003) 0.000 (0.005) -0.006 ™20 MONNN
(0.002) -0.009***((0.002) -0.012*** {(0.002) -0.014*** 1(0.003) -0.021*** 023N WA PN 190N
(0.014) -1.794***((0.014) -2.372%%* OI979 TN P2 NMIOWHIN N Y
+ + + + DPIAN HY MNP Myswn
+ + + + VUM YNINN YY MNP myoswn
(0.116) 5.510%** 1(0.168) 4.362%** 1(0.132) 3.939%** 1(0.248) 2.699%** napn
55,236 25,303 55,236 25,303 NPANNM 190N
0.422 0.619 0.241 0.170 R’

% 520,01, ** p<0.05, * p<0.1

: TPVDVLLVLON MPNNN NNDI
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