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Abstract
The Coronavirus Aid, Relief, and Economic Security (CARES) Act was passed 
in response to both the global pandemic’s immediate negative and expected long-
lasting impacts on the economy. Under the Act, mortgage borrowers are allowed 
to cease making payments if their income was negatively impacted by Covid-19. 
Importantly, borrowers were not required to demonstrate proof of impaction, either 
currently or retrospectively. Exploring the economic implications of this policy, this 
study uses an experimental design to first identify strategic forbearance incidence, 
and then to quantify where the forborne mortgage payment dollars were spent. Our 
results suggest strategic mortgage forbearance can be significantly reduced, saving 
taxpayers billions of dollars in potential losses, simply by requiring a 1-page attes-
tation with lender recourse for borrowers wishing to engage in COVID-19 related 
mortgage payment cessation programs. Additionally, we demonstrate the use of 
these forborne mortgage payments range from enhancing the financial safety net for 
distressed borrowers by increasing precautionary savings, to buying necessities, to 
equity investing and debt consolidation.
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Introduction

In the first quarter of 2020, the Novel Coronavirus (COVID-19) spread from Asia 
throughout most of the world and unleashed its devastating impact on the United 
States in terms of both human casualties and economic consequences. To combat 
the spread of COVID-19, individual states adopted various levels of social distanc-
ing mechanisms, ranging from “shelter-in-place,” to “stay-at-home,” to full “lock-
down” in the hopes of “flattening the curve.” While millions of employees were 
forced into a variety of remote working arrangements, for many industries working 
from home was simply not an option. As a result, the economy experienced mass 
layoffs, furloughs, and assorted other job, wage, and hour reductions. Unemploy-
ment filings rose dramatically, stock market volatility increased, equity values plum-
meted into bear market territory, and it soon became apparent something had to be 
done quickly to stave off further economic catastrophe.

In response, on March 27, 2020, an overwhelming bipartisan consensus in Con-
gress passed the Coronavirus Aid, Relief, and Economic Security (CARES) Act 
amid growing concerns the spread of COVID-19 would keep businesses closed and 
the populace unemployed for an extended period. To prevent the economy from fur-
ther deteriorating, the CARES Act authorized the direct injection of over $2 trillion 
into the economy. The Federal Reserve System (FED) subsequently provided addi-
tional support to financial markets through a variety of policy initiatives including 
asset purchases, credit facilities, and liquidity SWAPs. These combined stabilization 
activities increased the size of the FED balance sheet by over $3 trillion between 
the end of February and middle of June 2020.1 Despite this well intentioned, openly 
transparent, and massive intervention, conventional wisdom maintained that many 
borrowers would not be able to make their required mortgage payments. To address 
this concern, the CARES Act made specific provisions to allow for all residential 
mortgages owned by Fannie Mae, Freddie Mac, the Veteran’s Administration (VA), 
and the Federal Housing Authority (FHA) to go into forbearance with significantly 
reduced (or entirely eliminated) negative consequences for both borrowers and 
lenders.

As of early 2020, the U.S. residential mortgage market consisted of approxi-
mately 50 million loans with a total outstanding mortgage balance of roughly $11 
trillion (Hebron, 2020). CARES Act covered mortgages represent approximately 
62% of that total. The average mortgage payment (principal, interest, taxes, and 
insurance) across these loans was roughly $1250 per month. Because servicers of 

1 FED balance sheet information is obtained directly from weekly FED publication H.4.1 and is availa-
ble online at: https:// www. feder alres erve. gov/ monet arypo licy/ bst_ recen ttren ds. htm (accessed: 1/7/2021). 
This $3 trillion expansion includes approximately $1.7  T in net Treasury security purchases, $450B 
in mortgage backed security purchases, an additional $450B in liquidity SWAPs (primarily with other 
central banks), $100B in additional repurchase agreements and direct loans, and $400B in other activi-
ties including new credit facilities authorized under the emergency lending provisions contained in Sec-
tion 13(3) of the Federal Reserve Act. Many of these facilities, while not explicitly enumerated in the 
CARES Act, are supported by direct equity infusions or credit support provided the Treasury using 
funds allocated under this legislative action. See Cheng et al. (2020), Haas and Neely (2020), and Mar-
tin (2020a, 2020b) for further details on the magnitude and impacts of specific COVID-19 related FED 
interventions.
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these loans lack the labor force to receive, process, and evaluate the financial need of 
millions of forbearance applicants, the Act calls for borrowers to follow the “Honor 
Code” and only ask for mortgage forbearance if their income was adversely affected 
by the COVID-19 pandemic.

To alleviate borrower hesitancy to participate, “no fees, penalties, or interest 
beyond the amounts scheduled or calculated as if the borrower made all contractual 
payments on time and in full under the terms of the mortgage contract, shall accrue 
on the borrower’s account” (The CARES Act: P.L. 116-136 §4022) during an initial 
forbearance period of up to 6 months, which may be extended another 6 months. To 
engage in this mortgage forbearance program, all a borrower must do is stop paying 
their mortgage and notify their servicer. Lenders must (1) apply no penalties, late 
fees, or interest to the forborne payments,2 (2) halt all evictions and foreclosure sales 
of borrowers, and (3) suspend reporting to credit bureaus of delinquency related to 
forbearance.3

From a policy perspective, one major concern with this opportunity is that 
with such a low borrower cost, the game theoretic optimal solution is for nearly 
every borrower, including those who are not experiencing a COVID-19 related 
financial hardship, to self-select into the program, thus resulting in a moral haz-
ard problem. One mechanism to help combat this potential free rider problem 
is to require forbearing borrowers to sign a 1-page document stating they are 
“experiencing a COVID-19 related decline in income.” After the pandemic is 
over, the servicer/lender may then perform a post-mortem review of all mort-
gage forbearance cases, and if the borrower is found to have participated with-
out experiencing a COVID-19 related decline in income, stiff penalties could be 
enforced.4

2 For example, assume a borrower with 20 years left on the life of their mortgage is scheduled to make 
a $3000 mortgage payment, where $2000 goes towards principal and $1000 goes towards interest. If the 
borrower goes into forbearance for 3 months, $9000 of obligations will have accrued. Under current GSE 
servicing guidelines (e.g., the “COVID-19 Payment Deferral” option), the $9000 in forborne payments 
may be added to the borrower’s payment obligations as a zero interest second mortgage, due in full at the 
earlier of the maturity of the existing mortgage term (e.g., in 20 years) or sale/refinancing of the mort-
gaged property. As such, while the borrower is indeed charged interest on the full borrowed amount - just 
as they were before the CARES Act - they are not being charged additional interest due to the CARES 
Act protected forbearance.
3 Given the unprecedented nature of this pandemic and associated economic collapse, many mortgage 
servicers were understaffed and ill prepared to deal with the sheer volume of inquiries they confronted. 
As a result, non-pecuniary costs of initiating a forbearance such as time spent waiting in a phone queue 
to speak with a servicing agent to provide notification of a borrower’s intent to forbear may well have 
been non-trivial.
4 If the borrower applies by phone, the conversation should only take 30 s. If completed via the Internet, 
a simple box would have to be checked; and if done in hard copy, a single 1-page document/disclosure 
would be required to be signed. In any case, this step should not represent a significant hurdle in the for-
bearance process. Employing the same basic logic and economic rationale underlying the current inves-
tigation, some lenders have recently begun requiring “COVID-19 Borrower Certifications” be signed at 
closing. These attestations attempt to limit forbearance options and impose penalties for misrepresenting 
a borrower’s financial situation. While the enforceability of such documents has yet to be fully deter-
mined, the emergence of such practices provides strong evidence that mortgage lenders and servicers are 
taking the potential threat of economic losses resulting from COVID-19 related borrower forbearance 
decisions quite seriously. See McCaffrey (2020) for further insight into these emerging disclosures.
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To assess the potential efficacy of such an approach, we conducted an experi-
ment into whether a single page attestation to financial hardship with recourse 
would curb participation in the CARES Act forbearance program by those who 
do not need payment assistance. Our results document a statistically significant 
reduction in the forbearance program take-up rate conditional on such a required 
binding attestation. Alternatively stated, when borrowers know their feet will 
be held to the fire through a simple acknowledgement that free riding will not 
be tolerated and economic consequences will be imposed, we find a statisti-
cally significant reduction in people inappropriately receiving benefits from the 
CARES Act.

Moreover, it is instructive from a policy perspective to understand where 
this “extra” money gets allocated by those who misuse the program. If all such 
money is used in a manner consistent with what the government wants out of all 
the assistance programs, perhaps the misuse is not of great concern. If the uses 
were inconsistent with the overall policy design, it would suggest the programs 
are less effective than desired. While it is beyond the scope of our study to discern 
whether certain types of spending or investing are consistent with the Act, the 
results remain instructive to policymakers and academics as future programs are 
conceived and administered. Thus, we further explore questions such as whether 
some borrowers might choose to invest these funds into a potentially undervalued, 
yet highly volatile stock market in the hopes of making up for losses in other areas 
of their balance sheet. If such a gamble proves effective, the borrower reaps all 
the benefits and pockets any gains. On the other hand, if the market declines and 
the gamble does not pay off, the borrower simply defaults and walks away from 
(or modifies) the mortgage they can no longer afford, and the costs of the result-
ing bailout to lenders and/or taxpayers could potentially be many times greater. 
Here, the evidence reveals many borrowers would be willing to use their forgone 
mortgage payments to invest in the stock market (7.48%). Some indicated they 
would select low risk investments like TIPS/CDs (5.24%), while others reported 
they would use the money to pay down various consumer debts including student 
loans (3.80%), auto loans (4.00%), and credit cards (8.77%), which is analogous 
to using the CARES Act as a government sponsored debt consolidation program.5 
Interestingly, the largest shares of the forgone mortgage payments would pur-
portedly be spent on “needs” like food and clothing (31.31%) or be stockpiled in 
cash (21.15%). While these are not the specifically designated uses of the bailout 
funds, they do represent allocations which strengthen the safety net of distressed 

5 While such allocations may not be an explicitly enumerated policy goal of the CARES Act, to the 
extent such transfers facilitate a substitution of high-cost debt for lower cost debt they could easily be 
both utility and wealth maximizing from a borrower’s perspective. For example, McCann (2020) reports 
the average credit card interest rate on existing accounts averaged 14.52%, while the rate for new offers 
was 17.89% as of late summer 2020. Similarly, Helhoski (2020) reports the average interest rate on all 
student loans outstanding is 5.80%, while Bankr ate. com indicates average new car auto loans ranged 
from approximately 4.25% to 4.75% during the summer of 2020 depending upon the specific timing and 
maturity of the loan. Lastly, while the costs of consumer credit vary widely by loan type and borrower 
credit score, McGurran (2020) examines data from Experian and reports these loans recently averaged 
9.41%. Thus, using forbearance proceeds to effectively consolidate these debts at the substantively lower 
outstanding mortgage interest rate represents a potentially valuable indirect benefit to many borrowers.
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borrowers, and in particular, the cash holdings may well act as precautionary sav-
ings and provide an important buffer against short-term income disruptions, while 
likely remaining readily available and accessible for when the forbearance period 
ends and all the monies must be repaid – or the loan modified.6 Finally, we also 
demonstrate that a simple 1-page attestation can significantly reduce free-riders 
from using the program, while leaving it to policymakers to decide if these out-
comes are consistent with overall policy goals.

Literature Review

Under the CARES ACT the decision to forbear one’s mortgage payments is 
now a choice requiring scant documentation and imposing little to no recourse. 
As such, it is entirely reasonable to imagine non-trivial numbers of individ-
ual borrowers electing to stop making their mortgage payments even when 
they can afford to continue paying. We term this behavior strategic forbear-
ance.7 While relatively little academic work to date has focused explicitly on 
the causes and consequences of mortgage forbearance,8 a recent survey of 
mortgage borrowers by Lending Tree reveals 25% of their survey respondents 
applied for COVID-19 related mortgage forbearance, with 80% of those appli-
cations being approved. Furthermore, nearly 70% of those receiving forbear-
ance indicated they would have been able to continue paying their mortgage 
without materially impacting their ability to pay other essential bills, thereby 
suggesting the strategic forbearance rate could be as high as 14%.9 These esti-
mates may be somewhat high as actual forbearance rates provided the Mort-
gage Bankers Association (MBA) are considerably lower. Specifically, as of 
mid-June 2020, the MBA reported 8.55% of all mortgage loans were currently 
in forbearance, with Ginnie Mae loans evidencing the highest forbearance rate 
(11.83%) of any individual product type.10

On the academic literature side, the behavioral aspects and dimensions of these 
concerns naturally lead us to the related strand of strategic mortgage default litera-
ture that rapidly developed and blossomed in the aftermath of the Global Financial 

6 We readily acknowledge there is a fine line and even disagreement as to which consequences of the 
CARES Act were intended versus unintended. Since we cannot enter the minds of Congress members 
at the time of their deliberations, differentiating between the two is often difficult, if not impossible. To 
avoid confusion, throughout this paper we attempt to avoid normative assumptions as to the implicit pur-
poses of this legislation, and instead focus on the tangible implications of the Act’s passage, regardless 
Congressional intent.
7 Interestingly, a recent study by Ganong and Noel (2020) suggests mortgage default almost always 
requires a triggering event (beyond negative equity). If we agree the pandemic is one such triggering 
event, it seems reasonable to expect to observe a relatively higher take-up rate during Covid-19.
8 For insightful work related to the economics of mortgage forbearance, see Springer and Waller (1993) 
and their related citations.
9 See Kapfidze (2020) for further insight on the Lending Tree survey results.
10 See DeSanctis (2020a, 2020b) for complete survey results. Applying Lending Tree’s estimated 70% 
strategic behavior rate to the MBA’s reported forbearance incidence of 8.55% implies a strategic for-
bearance rate of approximately 6%. By early November, forbearance rates had decreased to 5.67%, but 
remained significantly above average historic levels.
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Crisis (GFC) of 2008-09.11 Of note with respect to the current investigation, using 
a sample from Ireland, O’Malley (2018) finds mortgage defaults rose dramatically 
after a legal moratorium on evictions was imposed. This evidence strongly sup-
ports the existence of strategic decision making on the part of mortgage borrow-
ers, and further evidences a moral hazard problem relating to this strategic decision. 
Similarly, Giné and Kanz (2017) conclude strategic defaults were the effectuated 
response after an Indian government bailout program, Chatterjee and Eyigungor 
(2015) discuss the role mortgage interest tax deductibility and delays in the foreclo-
sure process play in a borrower’s decision to stop paying their mortgage, and Seiler 
(2015a) documents that fear of recourse is what stands between many borrowers 
and strategically defaulting. Taken together, these studies suggest borrowers respond 
strategically and directly to government policy interventions targeted at influencing 
mortgage market outcomes.

Additionally, mortgage modifications represent a related area where borrow-
ers think strategically about mortgage default and other termination responses/
outcomes. For example, in response to Countrywide’s class action settlement 
with delinquent mortgage borrowers, Mayer et al. (2014) document a new wave 
of defaults soon followed. The timing of this default wave strongly implies these 
borrower termination decisions were strategic in nature. Concerning the mag-
nitude of this strategic component, Gerardi et al. (2017) estimate that as many 
as 38% of all financially capable borrowers failed to make required mortgage 
payments without the substitution effect of reducing consumption. To the extent 
CARES Act forbearance imposes even fewer costs on borrowers than strategic 
mortgage default, the potential for rampant strategic forbearance represents a 
potentially significant concern for mortgage servicers, underwriters, policymak-
ers, and taxpayers.12

Beyond mortgages, it is well-documented that individuals act strategically 
in practically every area of finance. Despite the strong evidence broadly con-
firming the importance of strategic borrower behavior across financial mar-
kets, many mortgage borrowers do not always choose to exercise their default 
option, even when given the financial incentive. Of note, Foote and Willen 
(2018) provide a recent summary of the mortgage default literature, examine 
various triggering events, and discuss why defaults are not more common-
place, even for those who are severely underwater. Interestingly, while Ghent 
and Kudlyak (2011) point to recourse as playing a major role in borrower 
defaults, Bhutta et al. (2017) discount the role of recourse. Instead, they pro-
vide arguments favoring the importance of emotional and behavioral consid-
erations, such as being hesitant to breach a social contract and maintaining 

11 While the seminal works of Foster and Van Order (1984), Kau and Keenan (1995), and Deng et al. 
(2000) which helped introduce and popularize the use of option-based theoretical modelling approaches 
to the analysis and valuation of mortgages allow for strategic borrower behavior, prior to the GFC, the 
bulk of the work applying these models to actual market outcomes tended to focus on their direct eco-
nomic, rather than behavioral, implications.
12 Mortgage servicers are required to advance payments to investors for up to 4 months when a borrower 
stops making payments, thus putting them at great financial risk if borrowers (strategically) forbear in 
great numbers.
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societal norms, in shaping borrower termination decisions. Guiso et al. (2013) 
compliment this latter line of thinking by associating and comparing strate-
gic default decisions to views of morality and fairness, even asking borrowers 
if others in their social circles have defaulted. Seiler et  al. (2012) take this 
idea even further by documenting how the social capital of having strategi-
cally defaulted can be viewed as shameful to some, but a badge of honor for 
others. No matter the investigation, Foote et  al. (2008) discuss the difficulty 
policymakers face in determining who does and does not need financial inter-
vention during trying times. While we fully understand, sympathize, and agree 
with this assessment, the purpose of the current investigation is first to iden-
tify some of the major ways people who strategically forebear allocate the dol-
lars that would be spent on paying down their mortgage balance. We also seek 
to identify the profile of those who might use the funds and for which pur-
poses, the risks their actions impose on our financial markets, and the poten-
tial resultant costs borne by taxpayers.

Methodology

Studies examining the impact of major legislation are typically backward looking 
and effectively perform a post-mortem, identifying after the fact what went right and 
wrong. While this is a valid process to mitigate the chances of repeating the same 
mistakes in the future, an ideal approach is to compliment this econometric exercise 
with a forward-looking experiment designed to identify the full array of potential 
consequences before a policy is implemented (Baillon and Bleichrodt, 2015; Halevy 
2007; Gneezy et al., 2006). This is the approach taken in the current investigation.

More specifically, our experimental participants (i.e., subjects) are randomly 
assigned to one of three main treatments. The first is the Honor Code category, 
a pool that reflects the current policy where borrowers simply stop paying their 
mortgage and notify their servicer. This pool represents the “honor system” 
approach reflected in the actual CARES Act guidelines. Given the experience of 
the 2008 Global Financial Crisis, we hypothesize this approach will result in a 
moral hazard problem as many borrowers who do not face a financial hardship 
will still self-select into this pool, thereby resulting in an unnecessarily high num-
ber of free riders.

The second pool represents what we propose to be a simple deterrent to 
the moral hazard problem. We call this the Attestation with Recourse treat-
ment. Under this scenario, to engage in mortgage forbearance all the borrower 
must do is sign a 1-page document stating they are “experiencing a COVID-
19 related decline in income.” After the pandemic is over, the servicer/lender 
would retain the right to review all mortgage forbearance cases, and if the bor-
rower was found to have participated without experiencing a COVID-19 related 
decline in income, stiff penalties would potentially be enforced. We intention-
ally do not elucidate on the details of what these penalties might entail, both 
because we do not want to restrict policymakers’ recourse, and because we do 
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not want to alter (i.e., weaken/lower) borrower expectations as to the potential 
magnitude of such costs.13

Signing a 1-page document before mortgage payment cessation in the case of a 
mailed application, checking a simple disclaimer box in the case of completing an 
on-line form, or taking 30 s to verbally agree to and confirm responsibility for falsely 
claiming a COVID-19 related decline in income all represent extremely low impedi-
ments for legitimately impacted borrowers to get the financial hardship relief they 
need. Yet, this simple check represents a potentially large reduction in the number of 
opportunistic free riders who might otherwise abuse an economic stimulus package.

Importantly, the CARES Act only dictates how FHA, VA, Fannie Mae, 
and Freddie Mac mortgages will be handled. While this currently represents 
a sizable (62%) share of all mortgages, the Act does not specify or even sug-
gest how the remaining 38% of private label mortgages should be addressed. 
As such, every portfolio lender (and/or servicer acting on their behalf) is 
left up to their own devices in deciding what to do during this pandemic. 
Of note, one major U.S. bank has adopted the decision to require each bor-
rower seeking mortgage forbearance to complete a full financial need appli-
cation with the promise that a forbearance decision will be made within 
seven days of submission. Consistent with the CARES Act, the borrower 
must have experienced a COVID-19 related decline in income. Does such a 
waiting period and formal income disruption review materially impact pro-
gram participation?

These three treatments represent the main foci of our investigation. Specifi-
cally, we first examine who would participate in a no strings attached forbear-
ance such as that for which the CARES Act provides. Second, we then inves-
tigate whether adding a 1-page attestation with recourse mitigates the moral 
hazard problem by reducing the incidence of free riders who do not need finan-
cial assistance, but instead are simply acting opportunistically to take advan-
tage of the stimulus package. Third, we explore how participation might differ if 
we required a one week waiting period while borrower forbearance applications 
were examined for financial need before allowing mortgage payment cessation.14 
Following Ke (2021), the exact wording of these main treatment effects is pro-
vided in the appendix.

After exploring the raw incidence of forbearance program participation alongside 
its drivers and mitigating factors, we next focus on what forbearing borrowers will 
do with the funds they no longer forward to their mortgage servicer. Of note, the 
stock market dropped precipitously when the pandemic reached the shores of the 

13 Seiler (2015b) finds peoples’ fear of mortgage default related penalties far exceeded the actual 
recourse pursued by lenders.
14 Astute readers may notice this third treatment scenario offers a slightly different, multi-stage deci-
sion framework. Notably, while both our simple forbearance and forbearance with attestation alterna-
tives require a single decision point for borrowers, the pre-qualification process adds an additional level 
of complexity. To the extent key borrower characteristics and/or attributes which influence forbearance 
decisions are also correlated with that borrower’s willingness to undergo the pre-qualification scrutiny 
process, our results may be biased, thereby hindering our ability to identify the true impact of this over-
sight mechanism.
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United States.15 Volatility was at an all-time high as the market tried to find its bot-
tom. At the time of data collection, the market had recovered some of its losses, yet 
remained far off its high from just one month earlier. This led many to wonder if the 
worst was over, and whether it was an opportune time to invest in relatively under-
valued stocks.

At the end of the forbearance period, the CARES Act calls for all mortgage pay-
ments to either be paid in full or have the loan modified.16 If a borrower is truly in 
need of financial relief, it is reasonable to suspect he may not have the cash needed 
to immediately make up all missed mortgage payments at the end of the forbear-
ance period.17 More directly, if he had ready access to sufficient cash reserves, why 
would he have needed the forbearance in the first place? As such, one potential pol-
icy concern is forbearing borrowers might take excessive risks with the funds they 
now have that would have gone towards paying the principal and interest on their 
mortgage.

The temptation to use government stimulus funds to invest in a volatile stock 
market is a major concern, because if the market did not recover, or worse yet 
continued to decline (perhaps precipitously), borrowers would be in no posi-
tion to bring their mortgages back to current. In fact, their financial situation 
could be even worse, and they may not even have the wealth they saved by with-
holding their interim mortgage payments. As a result, the government’s bailout 
costs could become far greater. Loss aversion and a desire not to exist in the loss 
domain is a powerful behavioral modifier that can result in otherwise risk averse 
individuals acting in a risk-seeking fashion (Kahneman and Tversky, 1979).

Even if forbearing borrowers do not invest in the stock market, policymakers 
should still understand where else forbearing borrowers might allocate their newly 
found money. Therefore, we directly ask participants to share where they anticipate 
allocating this capital. To ensure both tractability and parsimony of responses, we 
provide 11 possible uses of the funds and ask respondents how they would allo-
cate forborne mortgage proceeds across these groupings which range from hoarding 
cash, to buying necessary versus unnecessary assets, to paying off a variety of debts, 
to investing (either conservatively or speculatively).

15 On December 31st, 2019, the Dow Jones Industrial Average closed at 28,538.44, the S&P 500 closed 
at 3230.78, while the NASDAQ closed at 8972.60. By March 23rd, 2020, mere days before final passage 
of the CARES Act, these indices had fallen by 34.85%, 30.75%, and 23.54%, or to 18,591.93; 2237.40; 
and 6860.67, respectively.
16 At the time these data were collected, it was unclear exactly how these missed mortgage payments 
were to be resolved. Instead, the purpose of the CARES Act was to quickly offer relief to homeowners 
who faced an immediate spike in unemployment due to shelter-in-place orders. While forbearing borrow-
ers have multiple options at their disposal, and details on exactly how to resolve missed payments most 
effectively are still being considered today, the aforementioned “COVID-19 Payment Deferral” option 
employed by both Fannie Mae and Freddie Mac adds all forborne mortgage payments to the outstanding 
debt obligation as a zero-interest second mortgage (due at the earlier of the original loan’s maturity, or 
sale/refinance of the mortgaged property).
17 See Karty et al. (2020) for additional insight into the depth of these potential loan workout and modi-
fication challenges.
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Additional Variables

As considerable uncertainty and ambiguity surrounding COVID-19 remains, 
we test whether people’s behavior is a function of how long they believe this 
pandemic and corresponding forbearance period will last. Specifically, we ran-
domize the expected duration, or length of forbearance, to range from one to 
12 months. This uniformly distributed number is then imbedded into the exper-
imental description and is part of all three main treatment effects. We also 
attempt to control for potentially important borrower specific attributes and 
beliefs. For example, consistent with Seiler (2016, 2017), we collect informa-
tion on the borrower’s moral view of engaging in strategic forbearance when a 
hardship is not experienced. Additionally, we anticipate the longer someone has 
lived in a home, the less likely they will be to forbear both for financial reasons 
as well as emotional attachments to homes in which they have spent a greater 
portion of their life. With respect to political beliefs, given both the polar-
ized nature of the current political climate and that are data are in an election 
year, we ask borrowers to self-identify the extent to which they tend to vote for 
Republican versus Democratic candidates.18 Borrowers who view their homes as 
investments rather than consumption goods may well be more likely to engage 
in forbearance, while future home price expectations (over the next 12 months) 
may also influence forbearance proclivities.

Borrower behavior may also be affected if the pandemic has personally impacted 
the homeowner. Accordingly, we control for whether the borrower has an immediate 
family member who has contracted or is confident they have contracted (since many 
areas do not test all sick people), COVID-19. We then widen the reference group by 
asking if anyone in their close circle of friends has, or has strong reason to believe 
they have, contracted the virus. Again, ex-ante we expect closer personal experience 
with, or direct exposure to, the potentially stark negative realities of a situation may 
well alter and enhance perceptions of the severity of the pandemic, and thus increase 
forbearance program participation rates.

Financial literacy is also suspected to be predictive of borrower behavior, as 
those who feel more able to navigate these uncharted waters may feel they have (or 
may actually possess) more choices and options at their disposal (Dimmock et al. 
2016; Zahirovic-Herbert et al. 2016; Lusardi and Mitchell 2014; Van Rooij et al., 
2011; Guiso et al., 2008). Similarly, during the GFC, many borrowers defaulted on 
their mortgages and gained first-hand experience on what the process entails. Their 
experience gave them a front row seat in how mortgage payment cessation works. 
A subset of those borrowers defaulted by choice, in what was later termed “stra-
tegic mortgage default.” We collect information from participants with respect to 
these previous defaults and previous strategic defaults as both variables may influ-
ence their choices and decisions in the current crisis.

18 Allcott et al. (2021), Anderson (2021), Barrios and Hochberg (2021), Engle et al. (2021), and Painter 
and Qiu (2021) all discuss the strong influence political affiliation has on various aspects of behavioral 
responses surrounding the coronavirus.
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People’s choices are also often largely a function of their personality. Notably, 
Odean (1999) and Barber and Odean (2001) show overconfidence impacts deci-
sion-making in a number of financial situations. As such, we construct a proxy 
and control for potential borrower overconfidence. Consistent with Borghans et al. 
(2008), who offer a summary of the literature on personality traits and how they 
apply to behavioral economics, we also collect data on the Big 5 personality traits: 
extraversion, agreeableness, conscientiousness, neuroticism, and openness. Finally, 
we collect an array of demographic data often included as part of mortgage market 
analyses. These borrower specific attributes include whether or not the respond-
ent has at least one dependent child living in the home, gender, marital status, age, 
income, ethnicity, and educational attainment (which we group with our financial 
sophistication proxies).

Data

This experiment is carried out using the well-established on-line platform 
Mechanical Turk (MTurk), a subsidiary of Amazon used in countless empirical 
studies across a multitude of disciplines.19 To test our central hypothesis, on April 
13 and 14, 2020, drawing on a pool of homeowners who carry a mortgage, we col-
lected data from 1690 borrowers across the country. Our participants come from 
all 50 states plus the District of Columbia. To ensure a clean sample, we establish 
several safeguards. To begin, we require all potential subjects possess at least a 
95% approval rating from past participations in the MTurk system. To elaborate, 
after a person completes a “HIT” on MTurk, the “requester” must either approve 
or disapprove their submission. If there is any reason to doubt the integrity of the 
“worker,” the requester does not have to pay them and that worker is recorded as 
being disapproved.

Unbeknownst to the experimental borrower, we also place hidden timers 
on every page of the experiment allowing us to reasonably assess whether 
the subject has taken the time to read pertinent information needed to under-
stand the scenarios and answer our questions accurately.20 Further, to pre-
vent robo-completion of the experiment, we ask two dummy questions at dif-
ferent points in the experiment. These simply involve asking the borrower to 
select a specific number we explicitly identify between 1 and 9. This allows 
for only a 1/81 (1/9 * 1/9) chance subjects are not reading our questions, 
but still manage to answer both dummy questions correctly through random 
guessing.

19 See Seiler (2018), Harrison et  al. (2021), and Ke (2021) for recent examples. This data collection 
modality is particularly valuable during the current COVID-19 pandemic, as it is fully compliant with 
“social distancing” restrictions where people are not allowed to gather for a face-to-face experiment.
20 We subsequently cut the data by those who have been on the page for more than 10 s, 20 s, and 30 s. 
In testing our central hypotheses, the results are qualitatively very similar across these thresholds. As 
such, we base our results on the most restrictive (i.e., conservative) 30-s screen. Results from alternative 
cuts of the data are available from the authors upon request. If these screens are not effective at weeding 
out randomized responses, our results should tend to be biased towards findings of non-significance.
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We also collect the latitude and longitude coordinates of where the borrower is 
located when completing the experiment and cross-reference that location to where 
they claim to live via a drop-down menu, first by state and then by city. These num-
bers are then cross-referenced against zip codes, self-reported elsewhere during 
the experiment. Given that we do not allow participant back-tracking, it is unlikely 
experimental participants will randomly complete these independent questions and 
have them align due to random chance.

Furthermore, MTurk workers are assigned a unique ID offering them anonym-
ity from requesters yet holding them responsible for diligent work ethics. While 
we have no way of identifying these individuals, we are able to cross-reference 
their current responses against past responses from our prior experiments. For 
those borrowers who have appeared in our past pools, we look for flags and dou-
ble-check to ensure their answers have not inexplicably changed from pool to 
pool. While it is conceivable previously constant characteristics like location (or 
reported gender) may have changed, age should certainly be universally tracked 
through time.

Finally, to encourage borrowers to fully engage in our experiment, we financially 
incentivize participants by paying them double if they answer enough questions cor-
rectly to rank in the top quartile of subjects.21 These intricate steps are all taken to 
ensure our results are as complete, accurate, and insightful as possible. After evalu-
ating all screens to ensure data accuracy, we are left with 1060 experimental obser-
vations with complete answers across questions and valid/matching responses across 
all accuracy inclusion criteria.22

Results

Major Treatment Findings

Table 1 presents the univariate results from testing our central hypotheses. Spe-
cifically, Panel A reports the borrower’s stated intention to engage in forbear-
ance ranging from 1 (definitely will CONTINUE paying my mortgage) to 7 
(definitely will STOP paying my mortgage) if there is no screening of financial 
(income) hardship involved. A cursory glance immediately reveals many bor-
rowers simply will (1) and will not (7) participate in this opportunity. Combin-
ing categories 6 and 7, 24.22% of our participants report they would likely stop 
paying their mortgage under such a scenario. This number, while very much in 
line with the previously reported Lending Tree survey results, is quite large, 
particularly if it is generalizable to the broader universe of all 50 million U.S. 

21 Participants are paid a base amount of $1.09, which is consistent with common practices on MTurk. 
The experiment typically takes 8-10 min to complete.
22 This 62.7% (1060/1690) inclusion rate (or, 1 - 62.7% = 37.3% attrition rate) is roughly comparable to 
previous studies using the MTurk platform. In general, our screens are slightly more rigorous than those 
imposed by prior investigations, thus yielding a slightly higher attrition rate, but (hopefully) more reli-
able and accurate responses.
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residential mortgage loans which account for approximately $11 trillion in 
financial capital.23

Panel B of Table 1 reports similar information but employs our second pool of 
borrowers whose forbearance participation was conditioned on a required attestation 
of financial need with lender recourse. That is, before they are allowed to forbear, 
they are required to sign a 1-page document stating they are “experiencing a COVID-
19 related decline in income.” It is further explained that “after the pandemic is over, 
the lender will review all mortgage forbearance cases, and if you are found to have 
participated without experiencing a COVID-19 related decline in income, stiff penal-
ties will be enforced.” The purpose of this attestation with recourse is to weed out 
those who are looking to free ride on the government’s stimulus package, and thereby 
mitigate the potential bailout costs to U.S. taxpayers. This minor requirement results 
in a statistically significant (at the 99% confidence level) reduction in the number of 
borrowers who plan to forbear at all points along the mortgage payment cessation 
portion of the scale (6 and 7), reducing the total number of borrowers who would 
stop paying their mortgage from 24.22% to 15.85%, an 8.37% reduction.

Since some loans are not covered under the CARES Act, we investigate in Pan-
els C & D how borrowers might respond under private label programs. More spe-
cifically, Treatment 3 in Table  1 is segmented into two panels. Panel C reports 
the number of borrowers who would forbear IF approved, whereas Panel D shows 
the necessary condition of first applying for forbearance eligibility. Recall, at least 
one major private label institution’s approach with borrowers is to require them 
to complete a financial hardship verification package. Within seven days, the ser-
vicer then notifies them if they are eligible to stop paying their mortgage. The 
average score associated with those who would apply is 3.70 (where 1 = will NOT 
apply; 7 = will apply). If a borrower is truly in financial need, submitting an appli-
cation prior to initiating forbearance seems to represent a relatively minor hur-
dle.24 That said, because the time involved in collecting one’s financial documents 
comes with potentially non-trivial or even substantial search costs, it may well 
mitigate the free rider problem and only remain attractive to those with a reasona-
ble expectation of receiving payment cessation assistance. The results from Panels 
C & D suggest 25.32% of borrowers would apply for forbearance, and if approved 
roughly 18.41% would accept it.25

23 Since only 62% of all mortgages technically fall under the CARES Act provisions, the “at risk” num-
bers may be somewhat lower at 31 million loans and $6.82 trillion. However, these still represent poten-
tially staggering figures.
24 While we would expect such additional qualification oversight to deter potential strategic forbearers 
from taking advantage of the system, it is also possible such reviews would provide reluctant forbearers 
with the psychological justification to proceed with such actions (i.e., “if the bank signs off on it, it must 
be okay”). As a corollary, consider pre-qualification and pre-approval decisions for home buyers. Many 
prospective purchasers (and agents working on their behalf) use these lender assessments as guidelines, 
or anchors, as to what they may truly be able to afford.
25 Returning to our experimental design, these results clearly confirm that some borrowers (27.3% of 
sample respondents) who are pre-approved for forbearance may not actually stop making payments. Con-
sistent with this notion, DeSanctis (2020b) reports nearly one-third of borrowers (31.6%) exiting forbear-
ance between June and November of 2020 never missed an actual payment. On a related note, while 
within our experimental context applicant characteristics are implicitly assumed to remain constant, in 
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Conceptually, it is important to note that there is no recourse to borrowers in 
either Treatment 1 or 3. In Treatment 1, they are automatically approved for for-
bearance, whereas in Treatment 3, they must apply. In neither scenario can they be 
argued to have engaged in technical/legal wrongdoing because they are fully wel-
come to participate. Instead, a reduction in income related to COVID-19 is either 
trusted (Treatment 1) or verified (Treatment 3). It is only in Treatment 2 where a 
borrower can retroactively be held responsible via a post-mortem lookback pro-
vision. As such, it is Treatment 2 that results in a statistically significant reduc-
tion in the number of borrowers who would strategically forbear and stop making 

Table 1  Willingness to Strategically Forbear by Treatment

This table reports the univariate results of our central hypothesis. Treatment 1 represents the current 
policy of forbearance using the “Honor Code”; Treatment 2 requires a simple attestation of COVID-19 
related financial need with lender recourse; Treatment 3 requires a formal application where a servicer 
will determine qualifying need within 7 days. Average reflects the average score on a 7-point scale, where 
1 = I definitely will CONTINUE paying my mortgage; 7 = I definitely will STOP paying my mortgage. 
Panels A through C reflect the borrower’s intention to forbear, whereas Panel D reflects the borrower’s 
willingness to apply (unique to Treatment 3). Independent Samples T-tests show a statistically significant 
difference between Treatments 1 & 2 (t-stat = 3.474, p value = 0.001***). There is a significant difference 
between Treatments 2 & 3 (t-stat = 2.741, p value = 0.006***). There is no significant difference between 
Treatments 1 & 3 (t-stat = 0.977, p value = 0.329). * indicates statistical significance at the 10% level; ** 
indicates statistical significance at the 5% level; *** indicates statistical significance at the 1% level

Treatment Score

1 2 3 4 5 6 7 Average

Panel A: Treatment 1: Honor Code (forbear) 3.51***
  Sample Size (N = 322) 97 42 28 38 39 27 51
  Percentage (%) 30.1 13.0 8.7 11.8 12.1 8.4 15.8
  Cumulative Percentage (%) 30.1 43.2 51.9 63.7 75.8 84.2 100

Panel B: Treatment 2: Attestation with Recourse (forbear) 2.93***
  Sample Size (N = 347) 137 55 32 28 40 23 32
  Percentage (%) 39.5 15.9 9.2 8.1 11.5 6.6 9.2
  Cumulative Percentage (%) 39.5 55.3 64.6 72.6 84.1 90.8 100

Panel C: Treatment 3: 7-Day Application (forbear) 3.35
  Sample Size (N = 391) 119 45 54 39 62 30 42
  Percentage (%) 30.4 11.5 13.8 10.0 15.9 7.7 10.7
  Cumulative Percentage (%) 30.4 41.9 55.8 65.7 81.6 89.3 100

Panel D: Treatment 3: 7-Day Application (apply) 3.70
  Sample Size (N = 391) 100 51 36 39 66 42 57
  Percentage (%) 25.6 13.0 9.2 10.0 16.9 10.7 14.6
  Cumulative Percentage (%) 25.6 38.6 47.8 57.8 74.7 85.4 100

Footnote 25 (continued)
practice, personal situations constantly evolve in a myriad of ways. For example, during the weeklong 
evaluation interval, potential forbearers may see close friends or family members contract (or recover 
from) the virus. They may be furloughed from, or recalled to, work. While such complications should not 
materially impact the validity of our experimental findings, they do influence the potential generalizabil-
ity of our Treatment 3 conclusions. As such, throughout manuscript we focus the majority of our analysis 
on exploring the depth and implications of our focal Treatment 2 (borrower attestation) scenario.
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their mortgage payments in the absence of a significant, pandemic related income 
disruption.26

Allocation of Capital upon Forbearance

Seeking additional insight, Table 2 investigates where borrowers will allocate their 
would-be mortgage payments if they decide to forbear. These results are further 
segmented by treatment number and whether borrowers indicated they would ver-
sus would not continue to make their mortgage payments. Interestingly, 7.48% of 
these newly available funds would reportedly be invested directly into the stock mar-
ket which has experienced unprecedented volatility since the outbreak of the pan-
demic.27 While this potential capital infusion may be highly welcomed by equity 
market participants (and provide some measure of price support and stability), tax-
payers bear the risk in that if the market does well, forbearing borrowers capture all 
the upside gains, while if the market falls, borrowers default and lenders (or taxpay-
ers) bear the brunt of the financial consequences.28On the other hand, 5.24% would 
reportedly be invested in much safer CDs, TIPS or T-Bills, while 21.15% of funds 
would be held in cash, presumably reflecting uncertainty surrounding how long this 
pandemic will restrict the ability to earn a living.29 Similarly, the category receiving 
the greatest allocation of funds (31.31%) is that used to buy necessities such as food 
and clothing. While not directly related to housing market outcomes, these uses of 
funds do enhance the social safety net of potentially impaired borrowers and may 
well provide a needed buffer and level of support to at-risk individuals and commu-
nities. To the extent such allocations mitigate extreme financial hardship and facili-
tate successful long-run mortgage repayments and/or modifications, they may not 
represent an actual deadweight cost to this policy intervention.

In addition, some participants would re-allocate mortgage funds to various forms 
of consumer debt. The CARES Act was designed to ease the financial burden of 
citizens by softening their requirement to make mortgage payments, but we also 
find some of the money saved by missing mortgage payments will likely be spent to 

26 While the lack of recourse along this dimension in the CARES Act is hypothesized to leave borrower 
preferences unchanged with respect to forbearance intentions, to the extent forbearance pre-approval 
reviews effectively reveal a borrower’s true financial position (e.g., lack of income disruption) their abil-
ity to strategically act on such preferences may be mitigated.
27 The percentage of all borrowers who would invest in stocks and bonds averages 7.80% across 
all (1060) borrowers and is statistically significantly different from zero at the 99% level (T-statis-
tic = 16.179; p value = 0.000). When restricted to those borrowers indicating a high likelihood of for-
bearance (i.e., experimental responses 6 & 7; N = 205), this average falls to 7.48% but remains highly 
significant (T-statistic = 6.912; p value = 0.000). In comparing the mean allocation to stocks in Treat-
ment 1 versus Treatment 2, the mean difference is only 0.008, which corresponds to a p value of 0.802. 
When comparing Treatment 1 to Treatment 3, the mean difference is only 0.0184, which has a p value of 
0.435.
28 In fairness, it is also possible that some distressed borrowers who would otherwise be forced into 
defaulting on or modifying their original loan terms could be bailed out by positive gains on these specu-
lative equity investments.
29 Cohen-Cole and Morse (2010) argue the desire for liquidity can result in people behaving strategically 
in this way.
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reduce debt in other areas of the consumer’s balance sheet. This leads to the ques-
tion, “Is it fair to lenders/servicers that credit card companies, student loan sources, 
and other credit offering institutions like auto and furniture sales financiers are using 
the money lenders would have received in the form of mortgage payments to reduce 
their risk exposure?” This reallocation of funds fundamentally shifts the risk profile 
of these investments, and therefore the interest rates each party would have charged 
had they known ex-ante the way the government was going to handle this black 
swan event.

As a singular example, delaying mortgage payments not only increases the 
likelihood of eventual default (or, at a minimum, the need to modify the loan 
at the end of the forbearance period), but pushing the payments to a later point 
in time also increases the effective duration of the loan, making it more sensi-
tive to changes in interest rates. Since interest rates have been reduced to near 
zero, it seems disproportionately likely they may well go up after the crisis is 
resolved. Taken together, these assertions suggest that when interest rates 
rebound, the market value of outstanding mortgages will decrease even further 
than what would have been observed had the CARES Act not been designed 
in this fashion. Conversely, with respect to other forms of consumer debt, by 
allowing missed mortgage payments to go toward paying down these competing 
balances, the CARES Act advantages credit card, auto loan, student loan, and 
other consumer credit issuers at the expense of mortgage lenders. In terms of 
economic magnitude, using the numbers from Table 2, amongst borrowers indi-
cating they are likely to “stop paying” their mortgages, an estimated 24.82% 
(8.77% + 3.80% + 4.00% + 8.25%) of the forbearance proceeds will be reallocated 
toward reducing other debts.30

Implications and Magnitude of Findings

Returning to the overall magnitude of our findings, suppose 5% of these real-
located cash flows ultimately end up in serious delinquency or default, and 
therein incur a loss rate conditional upon default of 40% (note: we view both 
of these estimates as conservative assumptions given that delinquency rates on 
all CARES Act covered products experienced both delinquency and loss rates 
significantly higher than these levels during the global financial crisis of 2008-
09).31 Under these assumptions, without intervention nearly $200 million of 
capital per month that would have been collected by mortgage lenders will never 
be recaptured. Our simple attestation approach could prevent approximately 
$50 million per month of these losses. That said, we readily acknowledge these 

30 As these alternative credit instruments likely have higher interest rates than the corresponding bor-
rower’s collateralized mortgage, such debt consolidation may well lower overall financing costs for many 
borrowers.
31 For perspective, Le and Pennington-Cross (2021) report typical losses conditional on default of 42.3% 
to 48.3% depending upon carrying cost assumptions. Furthermore, DeSanctis (2020b) reports 1.9% of 
loans exiting forbearance between June 1st and November 1st 2020 incurred costly, negative termination 
events (e.g., short sale or deed in lieu), while another 30.4% are still active but have inflicted costs on 
lenders through loan modifications, loan deferrals, and/or partial loss claims.
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numbers are highly speculative, as in these unprecedented times both default/
delinquency rates and/or loss rates conditional upon default could skyrocket, 
or alternatively, future government assistance programs targeted at either dis-
tressed borrowers or mortgage lending institutions could significantly soften the 
economic impact.32

Multivariate Findings

In many fields, experimental results are discussed only as they relate to univariate 
analysis since the environment is controlled for at the design level. Nevertheless, we 
recognize additional exogenous variables may well meaningfully impact our results. 
As such, we next introduce an array of potential explanatory variables. Table  3 
reports descriptive summary statistics for the variables we, and/or others across the 
previous literature, have argued may impact mortgage forbearance proclivities. We 
report both overall summary statistics as well as results segmented by treatment 
group. P values correspond to one-way ANOVA tests of whether the means across 
all three treatment groups significantly differ.

Beginning with respondent attributes regarding economic expectations and per-
sonal beliefs, unique to this study is the finding that 39.06% of borrowers in our 
sample find engaging in strategic forbearance – the act of stopping mortgage pay-
ments even when the borrower can afford to continue paying – is immoral. Continu-
ing, the vast majority of those in our sample view their home as more of a consump-
tion good rather than as an investment, while our subjects are slightly bearish on 
future home prices in their city. Consistent with current national trends, there is a 
nearly even split across experimental participants with respect to political affiliation 
and ideology.

Turning to the depth of personal experience with, and/or exposure to, the pan-
demic, nearly 11% of participants have a family member who has been diagnosed 
with, or has good reason to believe they have contracted, the coronavirus, while 19% 
know of at least one person inside their close circle of friends who has been infected. 
In terms of financial sophistication, our pool of sample participants is deemed above 
average in terms of financial literacy and more highly educated (76.60% have com-
pleted at least a 4-year college degree) relative to both prior studies of mortgage 
market outcomes and society at large. Nearly 1 in 7 (or 14% of) borrowers in the 
sample have previously defaulted on a mortgage, with more than 1 in 6 of those 
defaults being strategic in nature.

From a behavioral perspective, 20.94% of our sample participants are deemed 
overconfident. Additionally, they lean towards being more conscientious and 
agreeable. Finally, a cursory review of their demographic profiles reveals our 
homeowners are broadly similar to those surveyed in previous studies in terms of 
income, ethnicity, and gender, with the exception that our participants are slightly 
younger (38.37 years old). Thus, taken together, we view our pool of experimental 

32 For additional perspective on the potential costs of COVID-19 related mortgage delinquencies and 
policy interventions, see Karty et al. (2020).

Reducing Strategic Forbearance under the CARES Act: an… 247

1 3



participants as being broadly reflective of the universe of U.S. residential mortgage 
borrowers.

Table 4 reports the results from two different regression specifications (OLS 
and Ordered Probit) where the dependent variable is a Likert scale measure of 
borrower self-reported likelihood of participating in a CARES Act related mort-
gage forbearance. This variable ranges from 1 if the borrower plans to definitely 
continue paying their mortgage to 7 if they definitely plan to stop paying their 
mortgage and exercise their strategic forbearance option. While OLS estimates 
are provided for consistency with the previous literature, we also estimate an 
Ordered Probit since the dependent variables are both ordinal and constrained. 
Not surprisingly, both models provide qualitatively similar results. Notably, the 
observed statistical significance on the Treatment 2 dummy variable confirms our 
univariate finding that the simple requirement of attestation with recourse results 
in a reduction in the incidence of strategic forbearance. In terms of economic 
magnitude, classification tests applying these estimated (Ordered Probit) coef-
ficients to our actual sample respondent characteristics suggest our focal “Bor-
rower Attestation with Recourse” approach fundamentally alters the predicted 
forbearance outcome for 6.23% (66 of 1060) of our sample borrowers. More spe-
cifically, 16 (of 347) borrowers exposed to Treatment 2 would likely have pur-
sued forbearance had attestation not been required, while 50 (of 713) not exposed 
to the attestation mandate would likely have been dissuaded from forbearance 
had such a requirement been in place.33 Turning to our control variables designed 
to capture differences in economic incentives and beliefs, strategic forbearance 
morality is quite robust and consistent with expectations in that those who find it 
morally objectionable are significantly less likely to forbear. Somewhat surpris-
ingly, none of our remaining controls along this dimension, including Political 
Affiliation, exhibit statistically significant explanatory power. Thus, we conclude 
strategic borrower behavior during the crisis cuts across party lines, at least in 
terms of forbearance participation.

Turning to our second set of controls relating to financial sophistication and 
personal experience, our results suggest those borrowers with an immediate family 
member who has contracted the virus are significantly more likely to strategically 
forbear. However, if COVID-19 has only infected the borrower’s close circle of 
friends, it is not enough to significantly alter mortgage payment cessation behav-
ior. Additionally, with respect to borrower specific behavioral attributes, three of 
the Big 5 personality traits are significant. Specifically, extraversion, agreeable-
ness, and neuroticism are positively associated with mortgage payment cessation. 
With respect to demographic attributes and controls, higher income borrowers, 
Caucasians, and women are significantly more likely to continue making their 
mortgage payments, possibly because they are simply more able to do so. On the 

33 This 6.23% marginal value is in concert with the aforementioned 6% strategic forbearance estimate 
derived by applying the Lending Tree survey results to actual forbearance levels. Marginal effects are 
slightly reduced when using alternative, less robust (e.g., OLS) model specifications, while estimated 
effects are slightly magnified when we relax our data screens and use more, though potentially less reli-
able, survey respondents.
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Table 3  Univariate Summary Statistics

This table reports univariate summary statistics for variables considered in subsequent regression analy-
ses. Number of Months refers to the duration of the forbearance period and was randomized from 1 to 
12; Strategic Forbearance Morality = 1 if strategic forbearance is viewed as immoral, to 7 = moral; SF 
Dummy = 1 if coded 1, 2, or 3, 0 otherwise; Years Owned Home reflects current tenure; Investment vs. 
Consumption = 1 if home viewed as more of an investment, 9 = more as a consumption good; Home as 
Investment Dummy = 1 if coded 1, 2, 3, or 4, 0 otherwise; Future Home Prices reflects one-year expecta-
tion, where 1 = decrease, 5 = increase; Home Price Decrease Dummy = 1 if coded 1 or 2, 0 otherwise; 
Political Affiliation = 1 (Republican) to 5 (Democrat); Democrat Dummy = 1 if coded 4 or 5, 0 otherwise; 
Immediate Family w/ COVID-19 = 1 if yes, 0 otherwise; Close Friends w/ COVID-19 = 1 if yes, 0 other-

Variable Full Sample Treatment 1 Treatment 2 Treatment 3 p value

Observations 1060 322 347 391
Economics and Beliefs
Number of Months 6.50 6.59 6.41 6.51 0.784
Strategic Forbearance Morality 4.95 5.22 4.55 5.10 0.001

  SF Morality Dummy 39.06% 36.34% 46.69% 34.53% 0.002
Years Owned Home 8.29 7.76 8.62 8.42 0.337
Investment vs. Consumption 6.92 6.95 6.90 6.92 0.937

  Home as Investment Dummy 5.56% 6.52% 4.03% 6.14% 0.309
Future Home Prices 2.76 2.78 2.67 2.81 0.226

  Home Price Decrease Dummy 51.51% 50.62% 55.04% 49.10% 0.254
Political Affiliation 3.12 3.08 3.15 3.14 0.757

  Democrat Dummy 45.57% 43.17% 46.11% 47.06% 0.566
Financial Sophistication & Experience
Immediate Family w/ COVID-19 10.75% 7.45% 10.37% 13.81% 0.023
Close Friends w/ COVID-19 19.34% 18.01% 22.48% 17.65% 0.195
Financial Literacy 3.70 3.74 3.80 3.58 0.041
Previous Strategic Default 18.37% 26.09% 23.40% 7.39% 0.050

  Previous Default 13.87% 14.29% 13.54% 13.81% 0.962
College Dummy 76.60% 75.16% 78.10% 76.47% 0.667

  Education 4.00 3.98 4.01 4.00 0.866
Behavioral Characteristics
Over-Confidence 5.12 5.10 5.02 5.23 0.171

  Over-Confidence Dummy 20.94% 21.11% 17.58% 23.79% 0.118
Extraversion 2.88 2.90 2.81 2.92 0.277
Agreeableness 3.83 3.92 3.78 3.80 0.061
Conscientiousness 3.96 3.96 3.99 3.93 0.633
Neuroticism 2.51 2.46 2.53 2.52 0.612
Openness 3.51 3.56 3.52 3.44 0.192
Demographics
Child Dummy 59.53% 61.80% 57.64% 59.34% 0.546
Male Dummy 57.92% 60.87% 53.60% 59.34% 0.127
Married Dummy 64.53% 66.15% 63.69% 63.94% 0.766
Age 38.37 38.34 38.87 37.94 0.534
Income 3.62 3.50 3.67 3.66 0.379
Caucasian Dummy 62.45% 60.87% 65.42% 61.13% 0.380
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other hand, neither age nor familial status appear to significantly influence for-
bearance probabilities.34

Estimating the magnitude of these potential effects, if we were to apply 
these results to all mortgages, this could result in a reduction of 3.12 mil-
lion (50 million * 6.23%) fewer mortgages going into forbearance, impacting 
almost $685.3 billion ($11 trillion * 6.23%) in loans. Given an average mort-
gage payment of approximately $1250 per month, this results in a reduction 
of $3.89 billion (50 million * $1250 * 6.23%) per month in lost payment rev-
enues to lenders. If only applied to those mortgages explicitly covered under 
the CARES Act, the numbers would still result in 1.93 million (50 million 
* 6.23% * 62%) fewer mortgages going into forbearance, impacting roughly 
$424.89 billion ($11 trillion * 6.23% * 62%) in loans, and impacting capital 
flows to servicers by approximately $2.41 billion (50 million * $1250 * 6.23% 
* 62%) per month.

We next explore where forbearing borrowers will allocate their money if they 
stop paying their mortgage. Table 5 presents the results from the first stage of this 
analysis where the dependent variable in Column 1 is set equal to 1 (35.8% of 
subject respondents) if the borrower would invest any positive percentage of their 
forborne proceeds into the stock market, and 0 (64.2% of subject respondents) if 
the borrower would invest nothing into the stock market. Examining the deter-
minants of this allocation decision, all Economics and Beliefs control variables 
except Number of Months are statistically significant. Specifically, those without 
a moral objection to strategic forbearance are more likely to invest in the stock 
market, as are both those who have been in their home the longest and those who 

wise; Financial Literacy = number of correct responses to the 5 financial literacy questions from FINRA; 
Previous Default = 1 if previously defaulted on a mortgage, 0 otherwise. Of those who have defaulted, 
respondents self-select into either an Economic Default or a Strategic Default. Education = 1 (less than 
high school diploma) to 6 (doctorate degree); College Dummy = 1 if at least has a 4-year college degree, 
0 otherwise. Over-Confidence ranges from 1 (under-confident) to 9 (over-confident); Over-Confidence 
Dummy = 1 if coded 6, 7, 8, or 9, 0 otherwise; Big Five Personality Traits include Extraversion, Agreea-
bleness, Conscientiousness, Neuroticism, and Openness, as measured by Rammstedt and John (2007); 
Child Dummy = 1 if the respondent has at least one dependent child living at home, 0 otherwise; Male 
Dummy = 1 for males, 0 otherwise; Married Dummy = 1 if married, 0 otherwise; Age of borrower, in 
years; Income on a scale from 1 (under $20,000), to 7 (over $120,000); Caucasian Dummy = 1 if Cauca-
sian, 0 otherwise. P values result from a one-way ANOVA test across the three treatments

Table 3  (continued)

34 We further bifurcate the sample into those observations seeded with an above average (median) pan-
demic duration and those exposed to a below average (median) or shorter pandemic duration estimate. 
While the coefficient estimates on the Treatment 2 dummy across these alternative sample cuts move in 
their anticipated direction (i.e., the coefficient estimate on the high duration sub-sample was more nega-
tive than the coefficient estimate on the low duration sub-sample), these differences are neither statisti-
cally nor economically significant. This finding is entirely consistent with Table 4, which reports a lack 
of significance on the number of months the pandemic is expected to last. We also split the sample by 
two measures of borrower sophistication: 1) their Financial Literacy Score, and 2) whether (or not) they 
earned a college degree. This subsample analysis reveals those borrowers who are either more educated 
and/or scored higher in terms of financial literacy (again, as measured by individual responses to five 
FINRA questions), were indeed less likely to forbear when required to sign the binding attestation. We 
appreciate an anonymous reviewer who suggested running these additional tests which proved insightful.
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Table 4  Regression Results Explaining Stated Willingness to Engage in Mortgage Forbearance

OLS Ordered Probit

Intercept 2.28*** (0.776) 0.198
(0.432)

Treatment 2 Dummy −0.337**
(0.153)

−0.204**
(0.085)

Treatment 3 Dummy −0.142
(0.149)

−0.076
(0.082)

Economics and Beliefs
  Number of Months 0.023

(0.017)
0.016*
(0.010)

  Strategic Forbearance Morality 0.204***
(0.025)

0.119***
(0.014)

  Years Owned Home −0.003
(0.008)

−0.001
(0.004)

  Investment vs. Consumption 0.015
(0.032)

0.009
(0.018)

  Future Home Prices 0.040
(0.057)

0.020
(0.032)

  Political Affiliation 0.022
(0.049)

0.024
(0.027)

Financial Sophistication and Experience
  Immediate Family w/ COVID-19 0.582***

(0.227)
0.263**
(0.124)

  Close Friends w/ COVID-19 0.140
(0.175)

0.069
(0.096)

  Financial Literacy −0.057
(0.057)

−0.035
(0.031)

  Previous Strategic Default 0.052
(0.392)

0.037
(0.213)

  College Dummy −0.138
(0.151)

−0.034
(0.084)

Behavioral Characteristics
  Over-Confidence −0.035

(0.040)
−0.022
(0.022)

  Extraversion 0.197***
(0.067)

0.116***
(0.038)

  Agreeableness 0.205**
(0.085)

0.117**
(0.048)

  Conscientiousness −0.098
(0.083)

−0.061
(0.046)

  Neuroticism 0.136*
(0.070)

0.082**
(0.039)

  Openness −0.063
(0.071)

−0.032
(0.040)

Demographics
  Child Dummy −0.110

(0.147)
−0.066
(0.081)
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view their home as more of an investment than a consumption good. Consist-
ent with a bullish economic outlook, if the borrower believes home prices will 
increase over the next 12 months, they are also more likely to invest in the mar-
ket. Interestingly, Republicans are significantly more likely to invest their forgone 
mortgage payments in the stock market than are Democrats. In light of the afore-
mentioned emerging evidence on disparate behavioral responses to COVID-19 
policy innovations across party lines, we do not find this result overly surprising.

With respect to our behavioral attributes, not surprisingly, more conscientious 
borrowers appear reluctant to divert forgone mortgage payments away from their 
expressly authorized purpose into speculative activities, while consistent with the 
notion that more neurotic borrowers prefer to avoid highly stressful situations, such 

This table reports the results of a regression where the dependent variable = 1 if the borrower definitely 
will CONTINUE paying his mortgage to 7 if the borrower definitely will STOP paying his mortgage. 
Treatment 2 Dummy = 1 if yes (represents the 1-page attestation with recourse), 0 otherwise; Treatment 
3 Dummy = 1 if yes (represents the 7-day application process); Treatment 1 (“Honor Code” Forbearance) 
is the holdout category; Number of Months refers to the duration of the forbearance period and was ran-
domized from 1 to 12; Strategic Forbearance Morality = 1 if strategic forbearance is viewed as immoral, 
to 7 = moral; Years Owned Home reflects current tenure; Investment vs. Consumption = 1 if home viewed 
as more of an investment, 9 = more as a consumption good; Future Home Prices reflects one-year expec-
tation, where 1 = decrease, 5 = increase; Political Affiliation = 1 (Republican) to 5 (Democrat); Immediate 
Family w/ COVID-19 = 1 if yes, 0 otherwise; Close Friends w/ COVID-19 = 1 if yes, 0 otherwise; Finan-
cial Literacy = number of correct responses to the 5 financial literacy questions from FINRA; Previous 
Strategic Default = 1 if previously strategically defaulted on a mortgage, 0 otherwise; College Dummy = 1 
if at least has a 4-year college degree, 0 otherwise; Over-Confidence ranges from 1 (under-confident) 
to 9 (over-confident); Big Five Personality Traits include Extraversion, Agreeableness, Conscientious-
ness, Neuroticism, and Openness, as measured by Rammstedt and John (2007); Child Dummy = 1 if the 
respondent has at least one dependent child living at home, 0 otherwise; Male Dummy = 1 for males, 0 
otherwise; Married Dummy = 1 if married, 0 otherwise; Age of borrower, in years; Income on a scale 
from 1 (under $20,000), to 7 (over $120,000); Caucasian Dummy = 1 if Caucasian, 0 otherwise. * indi-
cates statistical significance at the 10% level; ** indicates statistical significance at the 5% level; *** 
indicates statistical significance at the 1% level

Table 4  (continued)

OLS Ordered Probit

  Male Dummy 0.339***
(0.129)

0.159**
(0.071)

  Married Dummy 0.069
(0.153)

0.015
(0.085)

  Age −0.004
(0.006)

−0.001
(0.003)

  Income −0.162***
(0.038)

−0.096***
(0.021)

  Caucasian Dummy −0.601***
(0.133)

−0.310***
(0.074)

  Observations 1060 1060
  F-Statistic 10.02
  Chi-Square 225.53
  p value 0.000*** 0.000***
  R-Square / Psuedo R-Square 0.195 0.059

J. T. Anderson et al.252

1 3



borrowers are more reluctant to invest their newfound proceeds in the relatively vol-
atile equity markets. Lastly, examining the financial sophistication and demographic 
controls, younger people, those who earn more and/or have completed college, and 
ethnic minorities are all also more likely to invest in the stock market.

Turning to alternative uses of the forborne cash flows, Column 2 explores what 
factors and attributes lead mortgage borrowers to divert these sums into paying off 
various other forms of debt. Following our previous analyses, we set the depend-
ent variable equal to 1 (65.8% of subject respondents) if the borrower would divert 
any positive percentage of their forborne proceeds to the repayment of outstanding 
debts (i.e., pay down credit cards, student loans, auto loans, and/or other debts), and 
0 (34.2% of subject respondents) otherwise. From a purely economic perspective, 
those same factors which lead wealth maximizing borrowers to divert forborne pay-
ments into the equity market provide similar incentives for borrowers to consolidate 
their debt away from relatively high cost products into lower cost alternatives. As 
such, it is entirely unsurprising that the directionality of all Economics and Beliefs 
attributes remain consistent, though admittedly exhibit reduced explanatory power 
and statistical significance, as we move from Column 1 to Column 2. Additionally, 
direct personal exposure to the consequences of this pandemic appears to moti-
vate debt consolidation proclivities in an economically meaningful fashion. With 
respect to borrower attributes, only Financial Literacy, Conscientiousness, and Child 
Dummy exhibit robust statistical significance, with each of these relations poten-
tially attributable to past choices, behaviors, and risk-aversion.

Finally, as the continuing global pandemic increases the economic uncertainty 
confronting millions of American families, many mortgage borrowers may ration-
ally respond by using forborne mortgage proceeds as a source of precautionary 
savings. To explore this possibility, we define and identify borrowers with precau-
tionary savings motives as those who would simply retain the forborne proceeds in 
cash (i.e., “Hold onto the money – don’t invest anywhere”) or cash equivalents (i.e., 
“Invest in a low risk instrument (like a CD, TIPS or T-Bills”). As before, in Column 
3 we set the dependent variable equal to 1 (70.4% of subject respondents) if the bor-
rower would allocate any positive percentage of their forborne proceeds along either 
of these two precautionary savings dimensions, and 0 otherwise. Consistent with our 
previous arguments, each of our Economics and Beliefs attributes continue to retain 
their previously observed sign patterns, though these relations now generally fail to 
exhibit statistical significance at conventionally accepted levels. Both our Financial 
Sophistication & Experience and Behavioral Characteristics similarly fail to provide 
statistically significant new insights, while from a Demographics perspective male 
and minority borrowers appear to be more likely to embrace precautionary savings 
motivations with respect to forbearance proceeds.

Conclusions

In response to the CARES Act, we suggest a very low-cost rider to the current pol-
icy, and document that it would likely result in significant taxpayer savings by reduc-
ing the number of free riders who participate in mortgage forbearance programs. 
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Table 5  Logistic Regression Results Explaining Where the Forborne Mortgage Payments Would Be 
Allocated

Stocks Debt
Consolidation

Precautionary Savings

Intercept 1.940**
(0.929)

1.675*
(0.869)

1.888**
(0.890)

Economics and Beliefs
  Number of Months 0.030

(0.021)
0.031
(0.020)

0.027
(0.020)

  Strategic Forbearance Morality 0.115***
(0.030)

0.022
(0.027)

0.051*
(0.028)

  Years Owned Home 0.033***
(0.011)

0.021*
(0.011)

0.013
(0.010)

  Investment vs. Consumption −0.129***
(0.039)

−0.066*
(0.037)

−0.053
(0.038)

  Future Home Prices 0.299***
(0.068)

0.126*
(0.066)

0.068
(0.068)

  Political Affiliation −0.204***
(0.060)

−0.088
(0.055)

−0.053
(0.057)

Financial Sophistication and Experience
  Immediate Family w/ COVID-19 0.483*

(0.272)
0.271
(0.287)

0.235
(0.274)

  Close Friends w/ COVID-19 0.299
(0.202)

0.419**
(0.209)

0.006
(0.205)

  Financial Literacy −0.027
(0.070)

−0.186***
(0.066)

−0.044
(0.066)

  Previous Strategic Default −0.034
(0.492)

0.090
(0.506)

−0.054
(0.494)

  College Dummy 0.437**
(0.194)

0.130
(0.167)

0.258
(0.169)

Behavioral Characteristics
  Over-Confidence −0.034

(0.049)
−0.043
(0.048)

−0.046
(0.049)

  Extraversion 0.083
(0.082)

−0.012
(0.074)

0.110
(0.076)

  Agreeableness −0.103
(0.105)

0.154
(0.094)

−0.156
(0.097)

  Conscientiousness −0.321***
(0.102)

−0.301***
(0.095)

0.063
(0.096)

  Neuroticism −0.190**
(0.088)

0.033
(0.078)

−0.119
(0.079)

  Openness −0.133
(0.089)

0.086
(0.079)

0.017
(0.081)

Demographics
  Child Dummy 0.290

(0.184)
0.318**
(0.162)

0.165
(0.167)

  Male Dummy 0.222
(0.157)

0.127
(0.144)

0.294**
(0.148)
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Specifically, by simply requiring a 1-page borrower attestation (with recourse) that 
they are “experiencing a COVID-19 related reduction in income,” we observe a sta-
tistically significant and economically meaningful reduction in mortgage payment 
cessation.

We also examine where the money borrowers previously directed toward mak-
ing mortgage payments would go if borrowers forbear their payments. Not surpris-
ingly, the array of uses is quite large. Some borrowers will invest these proceeds in 
the stock market, thereby creating the potential for significant positive returns, but 
also exposing both themselves and their lenders to substantial risk. To the extent 

This table reports in column (1) the results of a logistic regression where the dependent variable = 0 if 
the borrower would (1) invest nothing in the stock market; 1 if the borrower would invest a positive 
percentage of their forborne mortgage payments in the stock market. Columns (2) and (3) report similar 
metrics based on whether the borrower would Consolidate Debt and Save for Precautionary Reasons, 
respectively. Number of Months refers to the duration of the forbearance period and was randomized 
from 1 to 12; Strategic Forbearance Morality = 1 if strategic forbearance is viewed as immoral, to 
7 = moral; Years Owned Home reflects current tenure; Investment vs. Consumption = 1 if home viewed as 
more of an investment, 9 = more as a consumption good; Future Home Prices reflects one-year expecta-
tion, where 1 = decrease, 5 = increase; Political Affiliation = 1 (Republican) to 5 (Democrat); Immediate 
Family w/ COVID-19 = 1 if yes, 0 otherwise; Close Friends w/ COVID-19 = 1 if yes, 0 otherwise; Finan-
cial Literacy = number of correct responses to the 5 financial literacy questions from FINRA; Previous 
Strategic Default = 1 if previously strategically defaulted on a mortgage, 0 otherwise; College Dummy = 1 
if at least has a 4-year college degree, 0 otherwise; Over-Confidence ranges from 1 (under-confident) 
to 9 (over-confident); Big Five Personality Traits include Extraversion, Agreeableness, Conscientious-
ness, Neuroticism, and Openness, as measured by Rammstedt and John (2007); Child Dummy = 1 if the 
respondent has at least one dependent child living at home, 0 otherwise; Male Dummy = 1 for males, 0 
otherwise; Married Dummy = 1 if married, 0 otherwise; Age of borrower, in years; Income on a scale 
from 1 (under $20,000), to 7 (over $120,000); Caucasian Dummy = 1 if Caucasian, 0 otherwise. * indi-
cates statistical significance at the 10% level; ** indicates statistical significance at the 5% level; *** 
indicates statistical significance at the 1% level

Table 5  (continued)

Stocks Debt
Consolidation

Precautionary Savings

  Married Dummy 0.155
(0.196)

−0.003
(0.171)

−0.078
(0.175)

  Age −0.042***
(0.009)

−0.007
(0.007)

−0.013*
(0.007)

  Income 0.185***
(0.047)

−0.001
(0.043)

−0.036
(0.044)

  Caucasian Dummy −0.433***
(0.159)

−0.138
(0.153)

−0.469***
(0.160)

  Observations 1060 1060 1060
  Chi-Square 261.11 90.437 64.027
  p value 0.000*** 0.000*** 0.000***

  −2 Log Likelihood 1121.11 1270.67 1224.16
  Cox & Snell R-Square 0.218 0.082 0.059
  Nagelkerke R-Square 0.300 0.113 0.083
  Correct Classification Percentage 72.5% 67.6% 70.2%
  % of Borrowers = YES 35.8% 65.9% 70.4%
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government programs backstop potential missed payments and/or lender losses, tax-
payers may ultimately be on the hook for non-trivial sums. Other, more risk-averse 
borrowers may favor precautionary savings uses of the money and stockpile cash 
or invest in relatively low-risk assets. Lastly, one result of the forbearance program 
is the potential expropriation of wealth from mortgage owners/servicers to issuers 
of consumer debt such as credit cards, student loans, auto loans, and various other 
consumer debt obligations including even payday loans. To the extent mortgage bor-
rowers use forbearance proceeds to pay-off these higher cost alternative debt obliga-
tions, they may well be acting in an economically rational, and both wealth- and 
utility-maximizing fashion. However, such actions, which essentially serve as a gov-
ernment sponsored debt consolidation program, increase both the leverage and dura-
tion of the underlying mortgage. The resulting value loss, in turn, falls directly on 
both mortgage servicers (who are potentially liable for a portion of missed borrower 
payments) and lenders (who ultimately fund the loan and bear the residual credit 
risk).

Beyond the attestation with recourse, or main treatment effect, we also find that 
a borrower’s view of morality surrounding strategic forbearance is a significant 
determinant of behavior. Similarly, how directly they are impacted by COVID-19, 
their individual personality, income, and ethnicity also influence reported behavioral 
intentions. Where borrowers would invest these forborne proceeds, and more spe-
cifically who is willing to invest these forborne mortgage payments in the stock mar-
ket, is a function of individual borrower economic considerations and beliefs, expe-
riences, and financial sophistication including morality, home tenure, future home 
price expectations, political affiliation, personal experience with the virus, and edu-
cational attainment. Conscientious and/or neurotic behavioral characteristics also 
influence such allocation decisions, as do a broad range of demographic variables 
and borrower specific attributes including age, income, and ethnicity.

Future Research

It is widely believed that despite the unprecedented scale and scope of the CARES 
Act mortgage market intervention, many borrowers will still not have the ability to 
repay all months of forgone mortgage payments associated with COVID-19 related 
income disruptions. Thus, a clear need exists to examine how to deal with loans 
that would go into default absent an alternative solution once the forbearance period 
ends. Accordingly, we propose an extension of the current investigation to pre-test 
a myriad of creative alternatives such as principal reduction, shared-appreciation 
mortgage characteristics, adding payments to the end of the mortgage, otherwise 
modifying the existing loan, and so forth. Moreover, since Government Sponsored 
Enterprises (GSEs) have a differential ability to adopt these various programs, it 
makes sense to think of these solutions by institution. We propose this work begin 
immediately, as it will take time to ramp up eventually adopted programs. Addition-
ally, once the pandemic is resolved, a post-mortem comparison of the alternative 
arrangements employed by private institutions is also warranted. We trust such com-
parisons will yield unique and key insights into both forbearance and modification 
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strategies which prove effective at meaningfully shaping both borrower behavior and 
economic outcomes.

Appendix. This appendix reports the overall flow of the experiment

The first page of the on-line platform is a consent page, disclosing mandated, 
standard Institutional Review Board (IRB) procedures. The second page provides 
a general overview of our goal, “We are conducting a study of the new mortgage 
forbearance opportunity offered to millions of homeowners across the coun-
try in response to the COVID-19 pandemic. After we explain this new program, 
we kindly ask you to answer all questions below as they relate to your current 
situation. To encourage you to answer the questions carefully, we will pay you 
DOUBLE for this task if you are among the top 1/4 performers. Please READ all 
screens very CAREFULLY!!”

The third screen begins the actual experiment and reflects the 3 main treatments 
discussed in Table 1. Note that each participant was randomly assigned to a single 
treatment and is unaware the other treatments even exist (i.e., a between subjects 
design). It was presented as follows. The code “${e://Field/NumMonths}” will 
appear to the subject as a random number from 1 ~ 12 and represents one of our con-
trol variables used in the regressions.

“Mortgage Forbearance” allows borrowers to stop making their monthly mort-
gage payment for ${e://Field/NumMonths}  months. The lender will further:

1. Apply no penalties, late fees, or interest
2. Halt all evictions and foreclosure sales of borrowers, and
3. Suspend reporting to credit bureaus of delinquency related to forbearance.

Treatment 1: All you have to do to participate in mortgage forbearance is simply 
stop paying your mortgage and notify your servicer.

Treatment 2: All you have to do to participate in mortgage forbearance is sign 
a 1-page document stating you are “experiencing a COVID-19 related decline in 
income.” After the pandemic is over, the lender will “review all mortgage forbear-
ance cases, and if you are found to have participated withOUT experiencing a 
COVID-19 related decline in income, stiff penalties will be enforced.”

Treatment 3: To know if you are eligible to participate in mortgage forbearance, 
you must submit an application documenting that you are “experiencing a COVID-
19 related decline in income.” Within 7 days, the lender will review the mortgage 
forbearance application and let you know if you are eligible.

At the end of the ${e://Field/NumMonths}  months, you will have to make-up 
all of the missed mortgage payments at once OR apply for a loan modification. A 
loan modification request would require you to provide an amount of documentation 
similar to what you provided when taking out the original loan.

Given your current financial situation, how likely are you to engage in mortgage 
forbearance?
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◯ I definitely will CONTINUE paying my mortgage.
◯ 2
◯ 3
◯ 4
◯ 5
◯ 6
◯ I definitely will STOP paying my mortgage.
The next page gathers information reported in Table 2. Specifically, “If you were 

to stop making your mortgage payments during the COVID-19 epidemic, what 
would you do with the money instead? Please indicate the percentage of your mort-
gage payment you would place in each of the following categories. (0% indicates 
none of your mortgage payment would go there; 100% indicates all of the missed 
mortgage payment would go there). The column must add to 100%.”

The remaining pages collect the independent variables used in the regressions.
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