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Treating fraudulently overstated income on mortgage applications as true

income can lead to incorrect conclusions on the nature of the mortgage

credit supply expansion toward marginal borrowers from 2002 to 2005. A

positive gap between zip-code-level income growth calculated from

mortgage applications and income growth from the IRS likely re�ects

mortgage fraud, not an improvement in home-buyer income. In support

of the credit supply view, mortgage credit for home purchase expanded

signi�cantly more in low-credit-score neighborhoods on both the

extensive and intensive margins from 2002 to 2005, even though these

neighborhoods deteriorated on many measures of income prospects.
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