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Key Elements
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Life-Cycle Model
Uninsured Shocks to Earnings and Expenses

Market For Consumer Loans With Option to Default

Main Costs of Default:

e Proportional Wage Garnishment (+)
e Fixed Psychic Cost (x)

@ Competitive Risk-Based Pricing of Consumer Loans

(1 o Q(df?z?j))df + Q(df?z?j)y
14+ r 14+ r

q°(d', z,j) =
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IMPLEMENTATION

A Concern

@ Model: Garnishment Under Bankruptcy is 28 %
o Data: 0%

@ Missing Important Costs of Bankruptcy

@ Debtors Have Non-Exempt Assets
e Net Liabilities = 0.7 < 9.0 = Gross Liabilities
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@ Why?
e Borrower Response to Risk-Based Pricing

QS - /Q(X? Z, ﬁ?j)dﬁ(x’z’ﬁ’j)

e Large and Exogenous ~
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