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A DYNAMIC LOOK AT SUBPRIME

LOAN PERFORMANCE

2.A Dynamic Look at Subprime Loan
Performance
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® <zExhibit 1: Dynamic Role of Delinquency
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ExXHIBIT 2

fDescription of Variables and Source
Variable Source Description

D, Loan-level data. Provides the fraction of the observed life of the
loa L Office of Federal Shows the current loan-to-value ratio derived from
;:: Housing and the balance on the loan and the updated value of
del Enterprise Oversight the value of the property using the metropolitan
loa and loan-level data.  area repeat sale price index. Also expressed in
i‘:;’: 100s.
D R gy ind F Loan-level data. Provides the credit score at origination reported
not for the loan.
¢ Loan-level data.  Ind U.S. Bureau of Provides the metropolitan area reported
Eﬁ: Labor Statistics. unemployment rate for the previous month.
by LD Loan-level data. Indicates that the loan has low or no
p Loan-level data. Ind documentation,
wh Al Freddie Mac. Provides the change in prevailing prime interest
Lo rates from the date of origination to the current
s date. The Primary Mortgage Market Survey is
A Loar-level data. Prc Eer used.
sin P Loan-level data. Indicates whether a prepayment penalty is in
:I’:l‘: effect for the current month. For example, for a
L T TR T o loan with a prepayment penalty that lasts one year
S0 P=1ifmonths <=12and P =0 if months > 12.
S Pool-level data. Identifies 11 companies that provide the data to
the repository (LoanPerformance.com). A dummy ‘
variable is constructed o capture any unique fixed
_ effects associated with each dala
B provider/servicer.

Performance
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2.A Dynamic Look at Subprime Loan
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Exhibit 7: Effect of Predicted Intensity of Delinquency on Termination
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Exhibit 9A: Predicted Probability of Prepayment for Various Current Equity

Positions and Intensity of Delinquency

Intensity of Delinquency Rate

e oS 2.2 95 JORBIERLT Y -
Curent LTV | Low | 0.031 0,080 FRC S R R R R

High 0.023 0.063

Exhibit 9B: Predicted Probability of Default for Various Current Equity
Positions and Intensity of Delinquency

Intensity of Delinquency Rate

yLc R :f}B*FI\J@%ﬁ;E__FJFIJ’
Low High é‘lﬁﬁ Eéjﬁﬁ %};

Current LTV* Low 0.001 0.004
7~ N\
High 0.043 0.091
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Exhibit 11: Effect of FICO on Termination
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OF DEFAULT ON DELINQUENT
LOANS
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Exhibit 2. Chi-Square Tests of [ndependence: Information at Delinquency and at Time of Application

Variable Mumber of Cases  Chi-Square  Significance Remarks

Panel A {nformarion ai Time of Delinguency

Reason for delinquency 713 982 0.001 Loss of job higher for foreclosed group; ill-
ness/death, financial/legal problems higher for cur-
rent group.

Existence of a previous delinguency 704 401,94 0001 Curremt group more likely 1o have a previous delin-
quency.

Year of delinquency 713 13.32 0.050  Loans that became delinguent in 1980 and 1981
more likely 1o be in current group.

Borrower occupation at delinguency 647 16.69 (050 More professional/managerial or factory workers
in current group: more self-employed or sales in
foreclosed group.

Change in occupation 694 296 ns'

Change in marital status 7 1.47 ns

Location 711 29.20 0.001  Borrowers in rural areas or in “white collar”™ towns
more likely to become current.

Property occupancy at delinquency 662 54.35 0001 Foreclosed properties more likely to be non-owner |
occupied or vacant.

Condition of praperty at delinquency 36 333 ns




3. Evaluating the Likelihood of Default on

Borrower occupation al application

Co-borrower occupation at application
Marital status

Borrower's sex

Borrower's eredit record

Property new or existing

Property occupancy at application
Purpose of loan

Appraiser’s comments; trends in
property value

Delinquent Loans

FPanel B. Information at Time of Application

08

385
710
08
636
02
83
i
018

16.24 0050 More professional/managerial. other white collar.
or factory workers in current group; more sell-
employed or sales in foreclosed group.

5.4 ns
0.2 ns
000 fis
242 s
.29 ns
1.56 ns
165 s
1.62 ns

*No significance.

T-test @)

Exhibit 3. T-Tests for Mean Differenc: Information at Delinquency and at Time of Application

Variable

Num

ber of Cases  7T-Value  Significance Remarks

Balance/Value at delinquency
Balance at delinquency/Appraised value
Ageofloan

Loan amount/Appraised value

Loan amount/Purchase price
Payment/Income ratic

Rate of interest

Original maturity
Borrower's age

Number of dependents

Age of property in years

Panel A, [nformation ar Time of Delinguency

234 -5.53 000t Significantly higher for foreclosed group.
594 -1.54 ns’

710 313 0.010  Significantly greater for current group,
Panel B. Information at Time of Application

05 -2.09 0.050  Significantly higher for foreclosed group.
532 -0.53 ns

641 -1.98 0.050  Significantly higher for foreclosed group.
10 -3.40 0000 Significantly higher for foreclosed group.
06 229 0.050  Significantly greater for foreclosed group.
695 1.20 ns

687 0.41 ns

688 -L19 0050 Significantly higher for foreclosed group.

Mo significance.




3. Evaluating the Likelihood of Default on
Delinquent Loans

Exhibit 4. Results: Logit Regression (‘indicates significance at the 0,10 level)

Model | Mode] 2 Model 3
Variables Coefficient 1-Value Coefficient 1-Value Coefficient I-Value
Initial Loan/Appraised Value 28561 2 1600
Initial Loan/Purchase Price 1.6930 14510
Delinquency Balance/Appraised Value 1.1633 1.5270
Monthly Payment/Monthly Income (P1) 0.7384 0.6983 0.2848 0.1844 4.3850 -0.2949
Initial Loan Term 00012 (.3287 0.0023 0.5241 00052 13720
Age of Loan at Delinquency -0.0302 -1.5370 010357 -1.4310 0.0320 16980’
Age of Loan Squared 0.0001 0.7915 0.0003 16080 0.0002 13400
Age of Property 00136 2.2000° 00125 1.7340° 00162 25070°
Rural or Small Town Location | 05717 23640° 4189 15610 06015 2300
“White Collar™ MSA #1 7310 26030" -0.7754 -2.4760" -(.2595 £.9468
“White Collar™ MSA #2 -1.0297 -2.2090° -0.5189 - 10660 -1.1289 24110°
“Blue Collar” City 11890 IS0 08754 2390 07810 25010°

3. Evaluating the Likelihood of Default on
Delinquent Loans

Reason for Delinguency
Not [denifsbl A0 30 00® ABR D5 %
Divorce A9 0680 0% 08K Q4w 4T
liness o Death DISIZ 035 0% 38 0 05
Lussof Job O8I RN s a0 om oy
Reduced Income LM N 1 1 SN 11 VTN
General Financial Problems 0434 01415 0862 0.2 (1383 04073

No Previous Delinguency 04187 330 0889 ST 0m1 g

Previous Delingueney A . N 1 SO 1/ A YL
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