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		Abstract

		We investigate determinants of lenders’ choice to securitize loans, focusing on the quality of loans they sell to investors in the secondary mortgage market relative to ones they retain on their balance-sheets. Using several large datasets of mortgage loans originated between 2004 and 2007, we find that the impact of securitization on lender's choice differs significantly across markets. In the prime market, banks generally sold low-default-risk loans into the secondary market while retaining higher-default-risk loans in their portfolios. In contrast, these lenders retain loans with lower prepayment risk relative to loans they sold. We rationalize these findings by arguing that GSEs impose control on default-risk of loans originated by lenders since they offer guarantees only against default risk to investors. In contrast, the subprime market does not exhibit any clear pattern. Finally, securitization strategy of lenders securitizing in the prime market changed dramatically in 2007 as the crisis set in with most unwilling to retain higher-default-risk loans in return for lower prepayment risk. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Agarwal,  Sumit and Chang,  Yan and Yavas,  Abdullah, Adverse Selection in Mortgage Securization (June 1, 2010). Paolo Baffi Centre Research Paper No. 2010-67,  Available at SSRN: https://ssrn.com/abstract=1635749 or http://dx.doi.org/10.2139/ssrn.1635749 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Sumit Agarwal

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				National University of Singapore  ( email )

			

			
			
				
				
				
					15 Kent Ridge Drive
Singapore, 117592
Singapore
8118 9025 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://www.ushakrisna.com
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Yan Chang (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Federal Home Loan Mortgage Corporation (FHLMC)  ( email )

			

			
			
				
				
				
					8200 Jones Branch Road
McLean, VA  22101
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Abdullah Yavas

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Wisconsin - School of Business - Department of Real Estate and Urban Land Economics  ( email )

			

			
			
				
				
				
					School of Business
975 University Avenue
Madison, WI  53706
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research you’d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      490

			

		
		
		
			Abstract Views

			    4,859

		

		
		 
		
			Rank

			  107,171

		

		
	


	
		
            
            	       36 Citations
		

	

	
		
			
				       20 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    BAFFI Centre on Economics, Finance & Regulation Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                BAFFI Centre on Economics, Finance & Regulation Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            6,196

                                    

                                    
                                        PAPERS

                                              435

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Donato Masciandaro at Bocconi University - Department of EconomicsBocconi University - Department of Economics (ECO), Massimo Guidolin at Bocconi University, Dept. of Finance

                                    

                                
                            

                        

                    

                
	
                    Risk Management eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Risk Management eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            4,665

                                    

                                    
                                        PAPERS

                                           15,551

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Robert Sales at Global Association of Risk Professionals

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Derivatives eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Derivatives eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,946

                                    

                                    
                                        PAPERS

                                           12,500

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Stephen Figlewski at New York University - Stern School of Business

                                    

                                
                            

                        

                    

                
	
                    Banking & Insurance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Banking & Insurance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,781

                                    

                                    
                                        PAPERS

                                           31,804

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        René M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Risk Management & Analysis in Financial Institutions eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Risk Management & Analysis in Financial Institutions eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,624

                                    

                                    
                                        PAPERS

                                            9,478

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        René M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Microeconomics: General Equilibrium & Disequilibrium Models of Financial Markets eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Microeconomics: General Equilibrium & Disequilibrium Models of Financial Markets eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,226

                                    

                                    
                                        PAPERS

                                           11,048

                                    

                                

                                
                            

                        

                    

                
	
                    Microeconomics: Asymmetric & Private Information eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Microeconomics: Asymmetric & Private Information eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              848

                                    

                                    
                                        PAPERS

                                            9,545

                                    

                                

                                
                            

                        

                    

                
	
                    Microeconomics: Decision-Making under Risk & Uncertainty eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Microeconomics: Decision-Making under Risk & Uncertainty eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              832

                                    

                                    
                                        PAPERS

                                            8,031

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Securitization and Distressed Loan Renegotiation: Evidence from the Subprime Mortgage Crisis

                        
                            By
                                
                                
                                    
                                    Tomasz Piskorski, 
                                    
                                
                                    
                                    Amit Seru, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Why Don't Lenders Renegotiate More Home Mortgages?  Redefaults, Self-Cures and Securitization

                        
                            By
                                
                                
                                    
                                    Manuel Adelino, 
                                    
                                
                                    
                                    Kristopher Gerardi, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Recourse and Residential Mortgage Default: Evidence from U.S. States

                        
                            By
                                
                                
                                    
                                    Andra C. Ghent
                                     and 
                                
                                    
                                    Marianna Kudlyak
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Why Don't Lenders Renegotiate More Home Mortgages? Redefaults, Self-Cures, and Securitization

                            
                                By
                                    
                                    
                                        
                                        Manuel Adelino, 
                                        
                                    
                                        
                                        Kristopher Gerardi, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Moral and Social Constraints to Strategic Default on Mortgages

                            
                                By
                                    
                                    
                                        
                                        Luigi Guiso, 
                                        
                                    
                                        
                                        Paola Sapienza, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Moral and Social Constraints to Strategic Default on Mortgages

                            
                                By
                                    
                                    
                                        
                                        Luigi Guiso, 
                                        
                                    
                                        
                                        Paola Sapienza, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Reducing Foreclosures:  No Easy Answers

                            
                                By
                                    
                                    
                                        
                                        Christopher L. Foote, 
                                        
                                    
                                        
                                        Kristopher Gerardi, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Reducing Foreclosures: No Easy Answers

                            
                                By
                                    
                                    
                                        
                                        Christopher L. Foote, 
                                        
                                    
                                        
                                        Kristopher Gerardi, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            An Empirical Model of Subprime Mortgage Default from 2000 to 2007

                            
                                By
                                    
                                    
                                        
                                        Patrick Bajari, 
                                        
                                    
                                        
                                        Chenghuan Sean Chu, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Delinquency of Subprime Mortgages

                            
                                By
                                    
                                    
                                        
                                        Michelle A. Danis
                                         and 
                                    
                                        
                                        Anthony Pennington-cross
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
			
				
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.116 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
