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Abstract

Securitization of mortgage loans involves multifit@ncial intermediaries. Among them, loan origorat
deal sponsors, and security underwriters are th@&enomic players. Using data on non-agency
mortgage-backed securities, we find that i) dealshich underwriters and sponsors are affiliated
(vertically integrated) have higher delinquencysathan those in which they are unaffiliated, antthe
poorer performance of vertical integration is thath when investment banks act as sponsors and when
sponsors/lenders act as underwriters. The effeobisst to controlling for security level charadgcs,
suggesting that the poorer performance is beyorat istobservable or priced in the deal. The resuls
also robust to the inclusion of underwriter fixdfibets, suggesting it is the incentive effect tthdves the
result. In addition, the results are robust toitiodusion of the relation between sponsors androaigrs.
This evidence is inconsistent with the informatamtvantage associated with vertical integration and
points to poorer incentives associated with vdrtitagration. While the literature documents that
securitization weakens lenders' screening incemtiver findings suggest that an important factor
affecting the performance of mortgage backed seesiis the moral hazard on the part of sponsails an

underwriters.
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1 Introduction

The recent financial crisis and the ensuing econaatession have highlighted the critical role of
securitization in mortgage finance. Along the maekegansion of structured financial products sueh a
mortgage backed securities (MBS), the U.S. mortdimaecing market has shifted from the traditional
originate-and-hold model to an originate-to-digitdbomodel (Mian and Sufi 2009, Downing, Jaffee and
Wallace, 2009, Purnanandam 2011). Accompanyingfisition, there are two important changes in
financial markets. The first is that financial inteediaries are more connected than ever before. A
modern securitization production process involvedtiple entities such as the originators, the sems,
the trustee, the sponsor, the underwriters andsetmondly, private institutions play more and more
important role in securitization market, which igdenced by the rise and collapse of the non-agency
MBS products. The non-agency MBS, also called peil@bel MBS products have become the largest
MBS type in 2006 (Agarwal, Chang, and Yavas, 2@khcraft and Schuermann, 2038)e study the
relationship between the difference organizatiatraicture and the MBS performance in the non-agency
markets. Among the multiple financial institutiansolved in the non-agency securitization produttio
the key economic participants are the deal und&grithe sponsor (also called the issuer), antbtre
originator. The sponsor is an entity that “orgasiaad initiates an asset-backed securities traondny
selling or transferring assets, either directlynalirectly, including through an affiliate, to thssuing

entity” (SEC Regulation ABJ.The underwriter is responsible for analyzing ingesiemand and

2 Ashcraft and Schuermann (2008) document that @6 2thenon-agency production of $1.480 trillion was more
than 45 percent larger than agency production nandagency issuance of $1.033 trillion was largantagency
issuance of $905 billion. Our paper focuses on agency, that is, private label, mortgage secutimamarket.
The agency market operates via a different mecimaraad consists of deals securitized by Governi8ponsored
Enterprises (GSEs), which are Fannie Mae and Fedddrc, and those by Ginnie Mae. For an insightfialgsis of
the difference of the agency and non-agency moetgaguritization markets, see Agarwal et al. (2012)

* The issuing entity is bankruptcy-risk-remote intteeen if the underlying sponsor goes bankruptjsheing entity
is still present to pay investors using the priatignd interest payments from underlying mortgd@etorelli and
Peristiani, 2012).



designing the structure of the security tranchesratingly* A loan originator in the case of MBS is
essentially the mortgage lender on the primary gag¢ market.

There exists a growing literature on how secuaiton should be most efficiently organized. Demarzo
and Duffie (1999) show theoretically the importané¢he sponsor holding the equity tranche to “alfyn
the asset quality. Begley and Purnanandam (2013) look at the edpailging by sponsors and find that
securities in which sponsors hold a higher equégche perform better, providing empirical support
Demarzo and Duffie (1999). Hartman-Glaser, Piskpeskd Tchistyi (2012) recognize the moral hazard
problem in securitization market and propose amwdtcontract design. Few works examine the
industrial organization aspect of mortgage seaatiibon. One exception is Demiroglu and James (2012)
who examine the relation between sponsors andhatigis. However, there is little work examining the
relation between sponsors and underwriters, andheh¢he affiliation affects the behavior of each
institution and eventually the performance of délaésy securitized. In this paper we aim to fillsthioid.

We identify the sponsor and the underwriter adiatifid in a MBS deal, if the sponsor and the
underwriter belong to the same financial congloitestiaat has both commercial banking and investment
banking businesses or an investment bank vertigglhgrates back and sets up an affiliated firntif@n
which then acts as a MBS sponsor. Conversely,gbesor and the underwriter are unaffiliated if tive

entities are entirely independent and matched dipermarketplace.

* Pooling the mortgage loans and then slicing thetm different tranches helps create bonds of diffetevels of
risk to investors of different risk appetites. Tlequity” and “mezzanine” tranches absorb the defask while the
remaining more senior tranches are thus able twyemgdit enhancement and usually a rating of itnueat grade.
Selling of the risky tranches is not always easyfacilitate the transaction, investment banksroftet up hedge
funds to “fund” the purchase of such tranches. gfire tranches as collateral, the hedge funds Wwamroney. The
hedge funds thus use their own money and borrowatemnto buy up the risky tranches of MBS, facilitgtthe
selling and thus more creation of MBS. More gengréthe equity tranches are often purchased byaBathlized
Debt Obligations (CDO), which buy equity or mezzamniranches from different MBS and slice them irddous
tranches, and the sponsor of the CDO often rethmequity tranche (Financial Crisis Inquiry Rep@all;
Bernstein and Eisinger, 2010; the Economist, 2@05inger and Bernstein, 2010). A sponsor that Ineaffiliated
investment bank or an investment bank sponsoriagniaffiliated entity can thus secure a buyehefrisky
tranches and market MBS more easily. A sponsordbes not have an affiliated investment bank nezfiad an
underwriter and investors in its equity and mezzarianches. Of course, the investment bank caitsisedge
funds to purchase the risky tranches in these MBS would then create incentives for the sponsdretter screen
the loans it makes or purchases. Whereas if thesgp@nd the underwriter are in one conglomergte(2) or are
literally one party (type 1), the sponsor knowg tha purchase of the risky tranches by the in-admgestment
bank (via hedge funds or CDO set up by the investrbank) is almost guaranteed.

® Also see Kahn and Winton, 2004; Parlour and Ria@008; Fender and Mitchell, 2009.
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In the early years of residential mortgage sea@atitbn, the predominant form was one where
originators that did not have an affiliated investbanks acted as sponsors and used unaffiliated
investment banks as underwriters. Conglomerat#sup greater market share in sponsoring deals over
time. Deals sponsored by them involved both the céshe sponsor and underwriters being affiliated,
the commercial banks use the investment bank thdesame conglomerates as their underwriter, and th
case of the sponsor and underwriters being ureéf, if the commercial banks used outside investme
banks as underwriters. Examples include CitibaragkBof America, Countrywide, etc. The latest
entrants are investment banks acting as sponsdatssiway, the investment banks vertically intégra
back into the mortgage loan purchases and eveimatigns. For these deals, the sponsors and
underwriter are naturally affiliated. For exampiea security, "Bear Stearns Alt-A Trust 2006-$& t
sponsor is EMC Mortgage Corporation, a wholly owsalsidiary corporation of the Bear Stearns
Companies Inc., and the underwriter is Bear Stearie. Other such players include Goldman Sachs,
Lehman Brothers, and Merrill Lynch, étc.

Ex-ante, we do not know whether securities inglealvhich the sponsor and underwriter are
affiliated would perform differently from those d@eals in which the sponsor and underwriter are
independent. If the information is symmetric andambitrage condition holds true, we should not obse
performance differences across differing organireti structures between sponsor and underwritegs af
controlling for risks. Even if we observe such éiffnces in performance, it is not clear whethedteads
issued by affiliated sponsors-underwriters wouldehlaetter or worse performance than those issued by
unaffiliated securitization participants. There arguments that a sponsor and underwriter affiliati
leads to better deal performance. First, theotiesgmmetric information suggest that when the spon
and underwriter are affiliated, there is betteoiniation sharing and transmission. Securitizatsoa i
complex process that involves multiple financiabimediaries. Each entity has its own comparative

advantage. For example, the originators/sponsaw khe risks of local borrowers better than other

® In the years running up to the 2008 Credit Criséseral investment banks acquired mortgage corapaniensure
the supply of mortgage loans that went into morntglagcked securities, making loan origination-dpahsoring
securities underwriting fully vertically integrated



capital market players. Underwriters know investpreferences better from past or other undervgitin
business. When sponsors and underwriters areagdfilj the information on loan quality and investor’
demand is shared. Therefore deals with affiliafgehsors and underwriters would be associated with
better performance. The second benefit is thasplomsor-underwriter affiliation provides underwrite
more control over what is to be included in thel d&hird, sponsor-underwriter affiliation is poteriya
associated with better risk-sharing. One majorgmateof MBS deals where sponsor and underwriter are
unaffiliated involves the originator acting as #ponsor, and thus often involves loans originatedrb
purchased from one lender only. Another categotMBES deals where sponsor and underwriter are
affiliated involves an investment bank that is ooty the underwriter but also the sponsor and often
involves mortgages originated by a variety of lasd@&herefore, the sponsor-underwriter affiliataam
potentially have better risk sharing from loan dsifications.

Alternatively, sponsor-underwriter affiliation cadversely affect the deals' performance. First,
incentives to uphold underwriting standards arekeewhen the sponsor and the underwriter are
affiliated. In the early years of mortgage secmaiion practice, originators, sponsors, and und&wsr
interacted in a marketplace. Market competitioroesds the securitization chain participants to madn
guality. However, when sponsors can use theiriafitl investment bank arm to underwrite the MBS
securities, their incentives decrease since angillinderwriter is there to underwrite securities pu
together by its affiliated sponsors. Similarly, \whavestment banks set up an entity to acquire the
mortgages, incentives to maintain loan underwrisitemdards decrease because these loans haveya read
underwriter in-house. So incentives for sponsorgatwold underwriting standards decrease with the
integration of sponsors and underwriters. Thisdtaasic argument of the downside of vertical ira¢ign
(Gibbons, 2005 and references therein). The sedowdside of sponsor-underwriter affiliation is that
the sponsor-underwriter integration allows the spomo off-load credit risk more easily. Under the

traditional securitization process, the skin in glaene for sponsors takes the form of the sponddirttp

7 But this benefit can be undermined if underwritertentive is missing in the first place. In pautar, it may
manifest itself in having better control of the wle or the quantity without regard for the quatifydeals.
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the equity stake in the MBS. However, with an &ffédd underwriter, the sponsor can more easilyetrad
these risky equity stakes away by selling the gqidces to investors, using Credit Default Swapeer
packaging them into Collateralized Debt Obligaf@®DO) deals, thus divesting the risk and weakening
the associated incentives (Faltin-Traeger and Magée).

Ex-ante the sponsor-underwriter affiliated MBS perfance thus depends on which factors dominate:
the moral hazard effect or the risk-sharing efféair study shows that sponsor-underwriter affitiatis
associated with poorer performance. Deals wheresgps and underwriters are affiliated contain éski
loans, such as lower average FICO scores, high¥r fibre use of interest only (10) and negative
amortization loans, more adjustable rate mortgé§Ed/1), and more low or no-doc loans. In addition to
the observable deal risk characteristics, thereiapbservable factors determining the poorer
performance, and we find that controlling for thdsal characteristics, the sponsor-underwriteliaffin
is still associated with poorer performance. THiectis present for both an investment bank undésw
acting as the sponsor, and lenders/sponsors uSiliefed in-house underwriters. These resultsratmist
to inclusion of the underwriter and the sponsocedixffects.

Demiroglu and James (2012) find that originatorrsoo affiliation is associated with lower
delinquency rates, and attribute the improved pardmce to having more “skin in the game”. It isshu
important to control for the originator-sponsaoitiletion in our investigation of the underwriteresgsor
relationship. Using our sample, we are able taceaf@ and confirm the findings by Demiroglu and éam
(2012). However, once we include our sponsor-undemaffiliation variable and a full list of deal
characteristics, the coefficient on the originaponsor affiliation variable loses its significarared the
coefficient on our sponsor-underwriter affiliativariable remains statistically significint

Our paper contributes to two strands of literatoree on mortgage securitization and the other en th
effect of vertical integration. While the literagufocuses on the weakened incentives by lenders

(originators) due to securitization, this papettights the role of sponsors and underwriters in

8 It is important to note that we study the MBS deatformance while Demiroglu and James (2012) facuthe
loan performance.



exacerbating the misaligned incentives. It thus &dsiches on the literature on the boundary between
commercial banking and investment banking. Ouepajso contributes to a large literature on ttiecef
of vertical integration (Bresnahan and Levin, 201&hile the existing literature paints a mixed piet of
the welfare effect of vertical integration, in thetting of mortgage securitization it appears to be
associated with poorer performance due to the wesecentives associated with vertical integration
The remainder of this paper is organized as foll®extion 2 describes the data sources and the
variable construction. Section 3 reports univarétd Section 4 reports multivariate analyses ofita
performance and sponsor-underwriter affiliationtther results are provided in Section 5. We intadu
originators into the analysis in Section 6 and @rarsponsor risk, soft information, deal structanel

pricing in Section7. Concluding remarks are in Bec8.

2 ldentification Strategy, Data, and Variable Definition

2.1 Identification Strategy

To test the impact of the organization form on M&8formance, we first exploit the observational
variation in sponsor-underwriter affiliation; tHaf we compare the 90+ day delinquency rates dEdea
which the sponsor and the underwriter are affiladad those in which they are independent.
The variation in the sponsor-underwriter affiliatiis close to exogenous. For example, when invagtme
banks act as sponsors, the deals almost invaiimave using the investment bank as the underwrite
and thus the sponsor and the underwriter areaédi. When originators that are not part of a
conglomerate act as sponsors, the deals almogtlgritivolve using non-affiliated investment barass
underwriters, resulting in deals consisting of radfiliated sponsors and underwriters.

However, for deals involving a conglomerate actisghe sponsor, whether to use the in-house
investment bank division or an outside one is aaghd’ here is a concern that the sponsor usesithe i
house investment bank for certain kinds of dealdewfsing outside investment banks for other kiofls

deals. That is, sponsor-underwriter affiliation niieyaffected by other factors, such as loan gquality



borrower creditworthiness, and deal structuresckvhiso affect deal performance. We therefore aelu
an exhaustive list of control variables on loamirbwer-, and deal-characteristics, based on titezzand
data availability. An alternative to this parametriethod is to match “treated” deals with deals &na
similar but are not “treated.” Propensity Score ¢hatg (PSM) allows matching on one dimension
instead of matching on various dimensions. Thetifjgmg assumption for PSM is that given observable
characteristics, the outcome is unrelated to tteatment” status. We also conduct an instrumental
variable (IV) approach. In the propensity scoreys®s, we “match” securitization deals by affilidte
sponsor-underwriters with those by unaffiliatedrggr-underwriters in terms of their propensity &vé
affiliated sponsor-underwriters and then compageddfault difference. In the IV approach, to adsitbs
concern that certain affiliation forms might be sén for certain deals, we use the sponsor-levitiam

in its likelihood of using in-house underwriterseMiheasure it using the percentage of deals marmged

a sponsor who has used an affiliated underwriténérpast year.

2.2 Dataand Variable Definition

The data used in our study come from several seuvtle focus on MBS deals securitized by private
(non-GSE) issuers. Between 2000 and 2007, 6,03# minate-label (non-agency) MBS securities were
closed. We identify and code the organizationaialdes between deal sponsor and security underwrite
based on the ABSAlert and ABSNet. The MBS structuné tranche information as well as deal
performance variables are from Bloomberg. To cdskim-in-the-game effect reported by Demiroglu
and James (2012), we include variables represetitingrganizational affiliation between mortgage
originators and MBS deal sponsors. To ensure tberacy of organizational affiliation, we manually
process SEC filings and in some cases, court filiogdentify these relationships.

To capture the various forms of organization stre; we create the following variables:
"sponsor_underwriter_unaffiliated" (S_U_UNAFFL)ptsor_underwriter_affiliated" (S_U_AFFL),

and "sponsor_underwriter_mixed" (S_U_MIX). We fanticategorize S_U_AFFL into two sponsor-



underwriter affiliation types: AFFL_TYPE1 and AFFLYPE2. Table 1A provides the definitions and
Table 1B presents examples on how we code thembles.

When the sponsor is a lender and does not havHiliated investment bank arm, the variable
S_U_AFFL takes the value of 0 and S_U_UNAFFL takesvalue of 1. When the sponsor is a division
of a conglomerate that includes both depositonigsiavestment banks, and yet the deal involves the
sponsor using an outside investment bank, thehlar U_AFFL takes the value of 0 and
S_U_UNAFFL takes the value of 1, whereas if it ires the sponsor using its affiliated investmentiha
the S_U_AFFL variable takes the value of 1 and SJNAFFL takes the value 0. When the sponsor is
an investment bank or its subsidiary, the sponsdrumderwriter are naturally affiliated, and the
affiliation variable takes the value of 1n the case of a deal where several underwritergnaolved, if
one of the underwriters and the sponsor is affiiatve create a variable S_U_MIX that takes theesal
of 1.1°

We also make the distinction of the two ferofi vertical integration and create two variables:
AFFL_TYPEL1 (investment bank as sponsor) and AFFLPEY (sponsors use in-house underwriters in
the same conglomerate) as follows. For a sponspigtan investment bank, the AFFL_TYPEL1 takes the
value of 1. For a lender-sponsor using its afféthin-house investment bank within the conglometate
variable AFFL_TYPE?2 take the value of 1.

Following Demiroglu and James (2012), we also er@atariable originator_sponsor_affiliated
(O_S_AFFL) which is an indicator variable for whetlthe sponsor and the originator in the deal are
affiliated. In the case of a single originatorthié originator is affiliated with the sponsor, O A&FL
takes the value of 1. In the case of multiple o@gprs, if none of the originators are affiliateithathe
sponsor, O_S_AFFL takes the value of 0. If onénefdriginators is affiliated with the sponsor, weate
a variable O_S_MIX and it takes the value of 1c8iwe have the originator-sponsor affiliation valea

for each originator-sponsor pair and we also krimevdollar amount of loan contribution in a deal by

° We do not know the percentage or volume each uniterakes in a deal that involves multiple undesvs.
191 none of the underwriters are affiliated with tiigonsor, S_U_AFFL takes the value of 0.



each originator, we can build a quantitative measfithe extent to which the originator and spomser
affiliated. Using the loan contribution value asgight, we create a variable O_S_AFFL_PCT, which
measures the percentage of loans from affiliategirators.
The information on whether two organizationsaffdiated is not always straightforward. We use

several ways to identify such relation. We firgntify such affiliation by manually screening tremes
of each participant from the database in ABS Aléthe securitization participants present a commo
component in their names and are apparently related¢ode them as affiliated. Examples include
Merrill Lynch being the name of an underwriter antlerrill Lynch Asset Acceptance as the affiliated
sponsor. Second, for many deals, the SEC filingertehe exact affiliation among various parties,
including sponsors, underwriters, and originat®tsrd, in cases where SEC filings do not providehsu
information, we use court filings to identify thelation. Court filings often have very detailed
descriptions of the relationships among variousigmrLast, we pay special attention to changes in
affiliation relationships due to mergers and adtjoiss.™

We focus on securities that were closed during 200, because this was the most active period of
time in non-agency MBS issuance. We use the 90 olagsore delinquency rate two years later as our
main performance measuféiVe also use an alternative dependent variablepeheent of loans that are
90 days or more delinquent as of December 2008t-aftpoint we choos&

We use an exhaustive set of deal characteristitablas: the weighted average FICO score of the
deal, Cumulative Loan-to-value ratio (CLTV), Debtihcome ratio (DTI), the dollar amount of the deal
the weighted average coupon rate, percentageg afehl (in terms of dollar value) that are subprime

mortgages (Subprime %), Alt-A loans (ALT_A %), irgst only loans (IO %), negative amortization

1 For example, on June 11, 2006, the MortgagelT,, leesidential mortgage lender, agreed to beigeju

by Deutsche Bank Structured Products. On Janu&9@7, the acquisition was completed and addecctddahe
Bank’s US residential mortgage business. In anaikample, in December 2006, First Franklin FindnCiarp. was
sold to Merrill Lynch, which intended to createipgdine of loans that Merrill Lynch could packagea mortgage-
backed securities.

2 More specifically, the performance is as of thd efithe two years after the origination year.

 The strength of this variable is that it evaluatesdeal’s performance at an interesting pointroét The
weakness of this variable is that for deals clesatier, more time has elapsed.
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loans (NEGAM%), partial amortization with ballooayment (Balloon %), adjustable rate mortgages
(ARM %), and low or no-documentation loans (LOW-RQC %). Further deal-level variables include
percentages of the deal (in terms of dollar valbia) are home purchase loans (Purchase %), loans
collateralized by one-to-four unit houses as opgasanulti-family houses (Single family %), having
prepayment penalty clause (Prepayment penalty &)nb a silent second lien (Silent second %), and
loans collateralized by houses for own occupat®omposed to for investment (Owner occupied %).

Housing price appreciation (or depreciation therebfinges the likelihood of borrower’s default and
prepayment decisions, and thus impacts loan asaseleal performance. Loans included in a deal may
come from different regions and close at diffestes. Using housing price index from FHFA, we
measure the deal-level housing price appreciatjomsing a weighted average of state-closing-period
housing price change through the applicable peidioa period.

Other deal-level variables include an indicatoiafale for whether the deal involves more than one
underwriter. Also, for deals involving more thareasriginator, we create a Herfindahl index varigble

the share of various originators (HHI_O), whichtcaps the originators concentration of a deal.

3 Descriptive Statistics

Table 2 shows the summary statistics of our keiabérs used in the empirical analyses. Panel A
presents the summary tables for the whole samplide Wanel B presents the summary statistics by MBS
issuing year (vintage). During 2004-2007, 4,152ate-label securitized deals were closed. Amongethe
MBSs, 61 percent are deals where sponsors andwriiges are affiliated, 34 percent are deals where
they are not, and 4 percent are deals where ot efnderwriters is affiliated with the sponsor.elve
percent of deals involve more than one underwrtéthin the sponsor-underwriter affiliation, twairiths

are underwriters acting as sponsors (Type |), anedtioird involves sponsors and underwriters both
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within a conglomerate (Type Il). Shown in panelfBrable 2, the percent of deals that involve affiid
sponsors and underwriters reached to the highestike history in 2006

The average 90 days or more delinquency rate.&/f@r the whole sample. The worst deals were
those closed in 2005-2006. The mean FICO scorsadeals and years is 688, CLTV is 76.64, DTl is
38.62 percent, deal amount is $842 million, andboourate is 6.50 percent. On average, 38 perdent o
loans in a deal are subprime, 42 percent are AB5¥percent are 10, 8.6 percent are Negam, 7.0 are
balloon, 60.0 percent are ARM, and 56 percentasedr no doc loanS. On average, 40 percent of loans
in a deal have prepayment penalty clause, 46 peacerior home purchase, 25 percent have silent
second lien, 69 percent are for single-family, 88gercent are for owner occupation. Across déads,
mean deal-level housing price depreciation is 18eye as of December 2008. This is due to the
decreasing housing price starting in 2007.

We further conduct a univariate analysis. Tabb@@pares the performance of MBS by the sponsor-
underwriter affiliation status. For MBS involvingaffiliated sponsor and underwriter, the mean (ianedi
90+ delinquency rate is 14.42 (11.67) percent.déals in which sponsor and underwriter are aféiiat
the mean (median) 90+ delinquency rate is 19.482)percent. A similar difference is observedtfar
alternative performance measure.

Compared with deals with unaffiliated sponsor-unditer, affiliated deals on average have higher
LTV (75.28 versus 77.36), lower FICO (694 versud)68 higher percentage of subprime loans (30
versus 42), a higher percentage of ARM loans (38u#e62), and a higher percentage of low or no doc
loans (55 versus 57). It is therefore importarintdude deal characteristics in our performancdyaea

below.

¥ The majority of deals involve unaffiliated sponsmd underwriter in 2000-2001, but the percentagrioh deals
decreased to around one third towards 2007.

15 Jiang et al. (2013) show that the poor performaridew/no-doc loans results from income falsifioatamong
those loans.
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4 Multivariate Analyses of the Impact of Sponsor-Underwriter
Affiliation on MBS Performance

To test the effect of sponsor-underwriter affiligtion MBS deal performance, we estimate the foligwi
equation:

Delinquencyjsy; = P1S_U Vijsyr + BxXjsur + as + Ay + Ejsur,
wherej is the securitys is the sponsou is the underwritert, is deal close yeahelinquency is the
percent of loans (in balance) in the MBS that &€ @elinquent two years after the deal close datas
of December 2008 U_AFFL is the set of sponsor-underwriter affiliation véates, X;s are deal-level
characteristics including the weighted average F¥c@es, CLTV, deal amount, coupon rate, percentage
of loan volume that is subprime, Alt-A, |10, Negadpalloon, ARM, no or low documentation, prepayment
penalty, home purchase, silent second lien, sifaghily, owner occupancy, and housing price
appreciation from the deal close date to the perdoice datey, are sponsor fixed effects; are
underwriter fixed effects where applicable, apg, is the error term.
The baseline results are reported in Table 4A. @aolad includes the most basic deal-level charatiesis
CLTV, FICO, deal amount, coupon rate, and housee@ppreciation. As in our baseline specification,
column 2 further includes the full list of deal cheteristics described in the summery statistieal®
with higher CLTV, lower FICO, higher percentageAi-A loans, higher percentage of ARM, higher
percentage of investment loans, and depreciatidroa$ing price are associated with higher delinquen
rates. Deals closed in 2005 and 2006 perform peatiy poorly.

Across the three columns, we find that deals innghaffiliated sponsor and underwriter are
associated with higher delinquency rates. Thiauis for both deals where a single underwriter is
involved and is affiliated with the sponsor (S_U FAF, and deals where more than one underwriter is
involved and one of them is affiliated with the gpor (S_U_MIX). This suggests that even controlling
for observable deal characteristics, sponsor-uniternvaffiliations are associated with unobservable

dimensions that adversely affect the security perémce.
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One concern is that certain underwriters tend émspr deals (and thus S_U_AFFL=1), and those
underwriters tend to have worse performance. Famgie, with the benefit of hindsight, we now know
that Bear Stearns, Merrill Lynch, and Lehman Bradteponsored a lot of deals and their performance
was poor. We exploit the fact that while investmesutks sponsor their own deals, they are also hired
underwrite other sponsors ' deals. For example, Elfgfdsors their own deals, but also works as an
underwriter for deals sponsored by Countrywideidemtify the effect of sponsor-underwriter affil,
we thus include underwriter fixed effects. In sacépecification, we are effectively using within-
underwriter variation to identify the impact of sygor-underwriter affiliation on deal performance.

Results are in column 3 of Table 4A. We find thme toefficients on the S_U_AFFL and S_U_MIX
are in fact raised slightly and remain statisticalgnificant. This suggests that the effect ofrsuo-
underwriter affiliation is not due to the undeneri{investment bank) fixed effects, but rather gjeah
incentives associated with sponsor and underwierg affiliated.

A similar concern is that certain sponsors tendst affiliated underwriters and those sponsors tend
to have worse performance. Thus our sponsor-undenaffiliation variable might capture a spurious
relation between sponsor-underwriter affiliatiom aleal performance. For example, Countrywide Home
Loans heavily used its in-house investment banéiing, Countrywide Securities, to underwrite andrthei
deals performed poorly. We exploit the fact thas#hsponsors also used outside investment banks as
their underwriters in some of their deals. For egEnCountrywide Home Loans worked with various
other investments in many of their deals. To teetththe effect of sponsor-underwriter effect, wasth
include sponsor fixed effects. Results are in colyhof Table 4A. We find that the coefficients on
S _U_AFFL and S_U_MIX are reduced slightly and remsatistically significant. This suggests that the
sponsor-underwriter affiliation, on top of the sponthemselves, is associated with poorer perfocaman

The above results use the deals’ 90+ delinquerteyimahe 4 quarter two years after the deal’s close
guarter. For an alternative performance measureisedghe deal’s performance two years after thEsdea

close date as the cut-off date (December 2008% Vidniable has a mean (across deals) of 17.42mgerce
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very close to the mean value for the baseline peidace measure. For this alternative performance
measure, we re-calculate the deal-level housirae@ppreciation. Its mean is - 2.4 percént.

Using the same set of explanatory variables iteprwise regression as in Panel A, we estimate the
results with an alternative performance measurblel4B reports the results using the baseline
specifications and then results using separatesgpamderwriter affiliation variables. The resudte
very close to those using 2-year-after as the ffudade: Deals with affiliated sponsors and undéexs
perform worse, controlling for deal characteristics

The magnitude of the S_U_AFFL variable soaconomically significant. Across the columns, th
coefficient onthe S_U_AFFL is around 2 percenggasting that deals with sponsor-underwriter
affiliation is associated with 12 percent incre@sthe 90+ delinquency rate from the mean (2/12=17
percent). The coefficients on the control varialaesof expected sign.

Besides looking at the performance of deals asietifun of the organizational form, we also directly
examine the impact of organizational form on tharabteristics of the loans that comprise the sgéesri
We examine FICO, LTV, deal size, coupon rate, baimgy, being low/no doc, use of IO or Negam as a
function of organizational form. Borrower FICO sesfand loan LTV and DTI are known to greatly
affect loan performance. The combination of a higl (low equity to value) ratio and a depressed
house price would create a situation where theevafuhe house is lower than the loan amount, givin
borrowers incentives to walk away from the loantrBavers with low FICO scores have less to lose from
yet another default action. And a high debt to meaatio would put a borrower in a position to be i
prepared to pay when they encounter income shpekscularly when combined with interest rate
shocks, and the difficulty to refinance due to ésped house price.

We examine the percentage of securitizedsdhat have these features as a function of thessp-
underwriter affiliation. Our econometric specifiicat is as follows:

pct_mbs_having risky_featurejg; = B1S_u vig + BxXjsie + a5 + ; + i,

18 The mean for the deal-level housing price apptiecias minus 13.06 percent. This is consistenhilie lower
housing price in December 2008 as opposed to Dezektl)6 and 2007.
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where j is the security, s is the sponsor, i istthéerwriter, and t is year. The dependent variaiiee
percent of MBS in investor dollar amount that hetain features.

We find, in unreported results, that undéesrsponsor affiliation is associated with lowe€P
score, higher LTV, more use of low/no-doc, more afslewer risk-grade (subprime and Alt-A), more use
of adjustable-rate loans (ARM), all indicators iskier loans.

In summary, evidence in this section is &iaat with an interpretation that organizatiorahis that
place players with more skin in the game provideéebéncentives for sponsors to screen and

underwriters to conduct due diligence activities.

5 Typesof Sponsor-Underwriter Affiliation and Endogeneity | ssues

5.1 Different Forms of Sponsor-Underwriter Affiliation

Sponsor-underwriter affiliation is comprised of tdigtinct forms. One form is where an investmemtkba
vertically integrates back to the sponsoring arehesriginating business of the mortgage securitinat
production line. The other form is where the inweestt bank and the sponsor are already in a
conglomerate and for a certain deal, the sponsw s own affiliated investment bank, as in amepla
where Bank of American acts as sponsor and usds &akmerica Securities Corp. as the underwriter.
We would like to examine whether the effect of sgmrunderwriter on deal performance varies across
these two distinct forms.

Table 5A provides the regression results usingMAeL_TYPEL and the AFFL_TYPE?2 instead of
the S_U_AFFL variable. We use the same specifioatés those in Section 3.1; columns 1-2 contain the
partial-full list of controls and column 3 includé® underwriter fixed effects. We find that the
coefficient on both of these two variables are ifiggmtly positive in columns 1-3, suggesting thath

forms of S_U_AFFL are associated with poorer dealqggmance’

7 In terms of the magnitude, the coefficient on tHeFA_TYPEL if of slightly larger magnitude than ttoat
AFFL_TYPEZ2, but the difference is statisticallyigrsificant.
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Column 4 includes the sponsor fixed effects. Towffacient on AFFL_TYPE2 remains statistically
significant, suggesting that within the same spoiisat is part of a conglomerate, deals usingiaféd
underwriters are associated with worse performafice.coefficient on AFFL_TYPEL (investment bank
as sponsor) is positive but the standard errargel We note that in deals sponsored by investment
banks, in the majority of cases, the deals arenwritten by the investment bank themselves; in few
cases, these deals use outside investment barisisTbnce sponsor fixed effects are included,
AFFL_TYPEL has little variation, generating thegaistandard error. Results using the alternative
performance measure — 90+ delinquency rate as adrieer 2008 are in Table 5B. They are very similar

to those in Table 5A.

5.2 Addressing the Endogeneity Issue of Sponsor-Underwriter Affiliation

A. Propensity score analysis
Until now we have used the observational differeénce_U_AFFL. A concern is that this may not be

entirely exogenous. This is a potentially valid cem in the case of a sponsor being part of a
conglomerate, where it is possible that the spodisooses to use affiliated underwriters for certials
and use unaffiliated underwriters for others, drese deals differ in fundamental wa$Vhile we have
included an exhaustive list of control variables, fwrther use propensity score matching method (PSM
to address this concefhTo get a close-to-exogenous variation in S_U_ARK& Jook at deals with
S_U_AFFL=1 and deals that are observationally génjlar yet with S_U_AFFL=0. To implement this
strategy, we calculate a propensity score usimgiatic regression (Logit) model and a nearesthimig
matching technique to find a matching unaffiliatezhl for each affiliated or mixed deal. We impose a
common support dropping affiliated deals whose @nsjty score is higher than the maximum or less
than the minimum propensity score of unaffiliatedd. This exercise generates a valid estimateeof t

Average Treatment Effect on the Treated (ATT).

" In the case of S_U_AFFL=1 due to investment backsgas sponsors, this is less of an issue shresetdeals
invariably involve S_U_AFFL being 1.

19 For the theoretical literature on PSM, see Rosemband Rubin (1983) and Imbens (2004) and refertherein.
For the programming guidance, see Becker and 1d2802) and Nichols (2007).
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We report the results in Table 6A. Panel A showesrésults of the logistic regression with
S_U_AFFL being the dependent variable. Observallipgaod deals such as those with higher FICO,
lower CLTV have S_U_AFFL equal to 1. However, ddasging a higher percent of Alt-A, subprime, 10,
ARM, NEGAM, low/no-doc, and investment purpose Ipaare more likely to have S_U_AFFL being 1.
It appears that there is a certain degree of cosatiey factors going on — higher FICO and lower @LT
for loans with riskier features for a deal to hapensor and underwriter housed within one entity.

Panel B reports the match outcome and the magnituthe treatment effects. Close to 85 percent of
deals (3,076 out of 3,646) are used; a little @@percent of “treated” deals have to be droppedtdu
being off the common support. The difference irfqrenance for those with S_U_AFFL=1 and those
otherwise very similar deals (yet with S_U_AFFL=fi)l persists at a level of 3.4 percentage poivith
statistical significancé&’ To the degree that available information capttimesconsiderationgat results in

S_U_AFFL decision, the results from the propensityre matching analyses suggest that sponsor-uritéerw

affiliation has an indisputable adverse effect ealgerformance.

B. IV approach
As we explained earlier, the sponsor-underwritéliatfon can be a choice; that is, a sponsor caride

whether to use its own investment bank affiliatawmoutside unaffiliated investment bank. Another
method that addresses this selection issue isibg as instrument variable. We need an instrument
variable that correlates with the S_U_AFFL variablat not the dependent variable. One such catelida
is the sponsor’s predilection to use outside undexkg. The variation at the sponsor level -- the
percentage of deals where the sponsor used aftllimderwriters (Sponsor_pct_s_u_affl and

Sponsor_pct_s_u_nfiy -- captures the ex-ante incentives for a spotwsoronitor loan quality.

% Note that the magnitude is a bit smaller than tB82 percentage point, obtained from simple diffeieg,
without matching the treated with the observatignsimilar untreated deals.

! We define Sponsor_pct_s_u_affl and Sponsor_pct reixias the total dollar amount of deals that a spon
securitized during the past year.
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Columns (1), (3), and (5) of Table 6B report thgression results from the first-stage regression
while the columns (2), (4), and (6) report thosenfthe second-stagéWe see that the sponsor-level
variable is highly predictive of the S_U_AFFL. Wilponsor_pct_s_u_affl and Sponsor_pct_s_u_mix
being instrument variables, we find that the co@dfit on S_U_AFFL remains positive. In fact, the
magnitude slightly increases compared with thodeaseline resultS.In summary, the results from the
PSM and IV analyses support an interpretationghahsor-underwriter affiliation seals the incergite
pursue business volume, weakens the underwrita&ntives to conduct due diligence, dilutes the

sponsor’s incentives to adhere to underwritingddiais for the mortgage loans that go into the seesir

6 Sponsor-Underwriter versus Originator-Sponsor Affiliation

When the sponsor is an investment bank, S_U_AFRIni®st 1. Meanwhile, sponsor as an investment
bank naturally means that the sponsor is likelythetoriginator of the loans in the securitiesgsslthe
investment bank has its own mortgage origination. Ahen the sponsor is a lender which does not have
an investment bank arm, the S_U_AFFL variable tanadly 0, and the sponsor often is the originétor.
For both kinds of deals, S_U_AFFL is negativelyoatsted with the variable
sponsor_originator_affiliated (O_S_AFFL).

Demiroglu and James (2012) argue that aatginsponsor affiliation implies that the originato
retains the equity risk, so those securities geflorm better, and they find empirical evidence
supporting this. Since S_U_AFFL is negatively clated with O_S_AFFL for two major kinds of deals,
and the literature finds that O_S_AFFL is positvedbrrelated with good performance, by correlation,
S_U_AFFL is negatively correlated with good perfarmoe. Therefore it is important to parse out the tr

effect of S_U_AFFL from the effect of O_S_AFFL.

%2 Since our instrument variable is a sponsor-leweiable, we find including sponsor fixed effectsiadittle value,
and we therefore do not report results from thei§ipation containing sponsor fixed effects.

% This could be explained by the fact that sponséten keep the “bad” deals to themselves while $outcing” the
more “standard” deals to outside underwriters.

** For sponsors that are lenders having an investhaek arm, the S_U_AFFL can take the value of 0 and the
O_S _AFFL is mostly 1 since the sponsor is a leitdelf.
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We therefore include the O_S AFFL variableur analysis. We collect the information on
originators from Bloomberg. From the first roundnaditching, there are quite a few deals missingtexac
information on the name of originators or the petage contribution to the deal. For those deals,see
SEC filings accessible via secinfo.com to obtaigioator information.

We utilize the same coding strategy as in Demiregld James (2012) to identify the originator-
sponsor affiliation. For deals that involve onlyeasriginator and the originator is affiliated witie
sponsor, our variable O_S_AFFL takes the value &bt deals involving more than one originator, if
one of the originators is affiliated with the sponur variable O_S_MIX takes the value of 1. Muwer,
we code O_S_AFFL for every originator-sponsor paithe deal and then create a variable
O_S_AFFL_PCT, which is (loan balance as of origorgtthe weighted average of the O_S_AFFL. We
also create a variable that captures the origiraincentration in a deal — the originator Herfindatiex
(HHI_O).

Summary statistics for these variables are in PariTable 2. Across the 2,616 deals where we
have collected information on originators, 31 patéavolve a single originator and it is affiliatedth
the sponsor. In 22 percent of the deals, more ¢dharoriginator is involved and at least one of the
originators is (but not all are) affiliated withetlsponsor. Across deals, the O_S AFFL_PCT has a mea
of 43 percent. The Herfindahl index for originat@kl_O) has a mean of 0.74.

Regression results including originator-sponsdtiatibn variables are in Table 7A. In columns (1),
(3), (5), and (7), we include originator-sponsdiliafion variables only, and in columns (2), (49), and
(8) we include both the originator-sponsor andsihensor-underwriter affiliation variables. In colusnl-
2, we include the sponsor-underwriter affiliatiordahe originator-sponsor affiliation variables, TOL,
FICO, deal amount, coupon rate, and HPI changecd¥érm the results in Demiroglu and James (2012).
Column (1) shows that the coefficients on the O_HFlAand O_S_MIX are negative, indicating lower
delinquency rates are associated with originatdrggronsor affiliation. In column 2, once we include
sponsor-underwriter affiliation variables, the dméént on the originator-sponsor affiliation varla
loses close to half of its magnitude and becomésroarginally significant. Columns 3-8 use the same
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set of specifications as in Table 4A. We find thate we gradually include the deal characteristies,
coefficient on the O_S_AFFL variable loses itsist&al significance and its magnitude dramatically
decreases and even changes sign. The coefficigdt BnMIX also loses its magnitude as well as
statistical significance. In addition, once undetsyror sponsor fixed effects are included, it bies
statistical significance. This suggests that tlectf originator-sponsor affiliation is fully caped by
the deal characteristics. The coefficients on auiables of interest, S U _AFFL and S_U_MIX, witle th
originator-sponsor affiliation variables in the regsion, remain statistically significant, as im baseline
results. The results using the alternative peréorce measure are very close to those in Table @A (n
reported).

Table 7B provides results using an alternative nmeasf originator-sponsor affiliation —
O_S_AFFL_PCT rather than using the two dummy véemhbl he advantage of using this continuous
variable is that it represents the extent to whideal consists of loans from an affiliated lendée
higher the percentage, thus the more “skin in #raeej, which should yield better loan and deal
performance. Again, we find that the coefficient@nS_AFFL_PCT loses its statistical significanceeon
deal characteristics are includ&d.

As one final robustness check, we use the @FSL_ALL variable which is the sum of O_S_AFFL
and O_S_MIX and correspondingly the S_U_AFFL_ALLig¥his the sumof S_ U_AFFLand S_U_MIX.
Consistent with our baseline findings, we find thadnsor-underwriter affiliation is associated with
poorer performance while originator-sponsor aftitia is insignificantly associated with performance
after deal characteristics are included (resultsshown). These findings suggest that a key fance i
affecting a deal’s performance, particularly inextp not captured in deal characteristics, isetaion
between its sponsor and its underwriter, more thamelation between its sponsor and its origirsator

After all, the structured financial product markeith the underwriters' incentives to pursue busine

% We conduct the above analysis using the alteragi@rformance measure (results not reported). Weetfiat the
coefficients on the originator-sponsor variableseltheir statistical and economic significance aheal
characteristics are included and the coefficientthe sponsor-underwriters variables remain sigaufi.
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volume and the creation of CDO to buy up the riskpches of MBS, provided the fuel to the primary

mortgage market to manufacture loans with lessrdegaquality than warranted.

7 Sponsor Risk, Soft Information and Deal Structure

7.1 Sponsor Risk and Deal Performance

One of the rationales for creating asset-backedrgies is that the credit risk of an asset poal t#re
credit risk of the securitization sponsor are safgat in the securitization process. However, Faltin
Traeger et al. (2010, 2011) found that the sporiskiness is related to the performance of se@sriti
sponsored. Specifically they documented that séesisponsored by a higher-rated sponsor achieved
better performanc®.

To test whether deal performance is due to sparsa rather than organizational affiliations, we
include sponsor rating information as the conteofables. We create a full set of dummy variabbss f
the sponsor ratings: AAA, AA+, AA, etc. Table 8 ogfs results with these dummy variables included.
All large or major sponsors or their parent compaitiave credit ratings. Those who do not havetcredi
ratings tend to be small sponsors. We find thdtiing sponsor ratings improves the fit of the made

does not affect our baseline results.

7.2 Soft | nformation

Financial institutions utilize both hard and sofiormation to make decisions in providing credie{s,
2002). Recent studies in this literature includé&’deng, Glennon, and Nigro (2008), who link credit
scoring to small business loan performance. Agaetval., (2011) document the importance of soft
information in home equity credit market and fihdtta lender’s efforts ex ante to mitigate contract
frictions by using soft information can be effeetiv reducing overall portfolio credit losses esfpdo

further test the hypothesis that incentives arerthehanism in which the organizational form affeteal

% A related paper is Titman and Tsyplakov (2010)hich they examine the impact of recent poor stock
performance of the originator on the performanceamimercial MBS.
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performance, we test whether the effect is langesituations where information asymmetry on thelén
actions is more severe. If sponsor-underwritetiafibn is associated with worse incentives forrsgms

in screening loans, this lack of incentive showddiore prominent in low/no-documentation loans wher
efforts to collect soft information are more critic’’

Results on subsample analyses are in Table 9 epptgate the sample into full-doc and low-doc
subsample according to whether the percent oftiutidoans in a deal is above or below the sample
median value. The columns (1), (3), (5), and (ppreresults for no-and low-doc subsample, whike th
columns (2), (4), (6), and (8) report results fdi-tloc subsample. We find that the coefficientloa
S _U_AFFL variable is of a larger magnitude in losedhan in full-doc subsample. This is consistent
with the interpretation that sponsor-underwritdiliafion affects sponsor incentives, the degreavbich
appears to be larger when the sponsor’s incentivesreen are more critical (Keys et al., 2012).

Prime borrowers being exhausted, loan officersraadgage brokers turned to those with impaired
credit scores, for loan originations in order tedehe frenzied demand for loans coming from the
secondary markets and earn fees. Similarly, thetéaser rate in an ARM loan is conducive to moral
hazard on the part of loan originators in facilitgtioan origination to borrowers who may not fully
understand the risk contained in the ARM loan.rineported results on the differing effects of
organizational form on deal performance by whetherdeal is subprime or ARM, respectively, we find
that the effect of organizational form is largeniagnitude for deals that are subprime and theteffe
larger for ARM than for FRM deals. These findinge eonsistent with the interpretation that in dituzs
where moral hazard on the part of lenders is meverg, the incentives provided by a proper
organizational form for monitoring and due diligerefforts on the part of sponsors and underwriters

reduces the moral hazard on the part of the otigiaa

%’ The low or no-documentation loans have missingnitéd documentation about borrower’s income, asset
creditworthiness (Keys et al., 2012).
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7.3 Deal Structureand Pricing

A. Deal Structure

Subordination is a way to enhance the credit agfa.dt involves pooling the loans and put theno int
different tranches where the most junior tranchE®eb the default risk first. The credit qualitytbé
more senior tranches is thus raised and consegubatl enjoy high credit ratings. Sponsors usuadigl
the equity (the most junior) tranches. The leveddfordination is thus a way for sponsors to enhidine
credit rating of tranches other than the most juaites.

We wonder whether in deals in which the sponsorthadinderwriter are affiliated, the level of
subordination is different from those in unaffibdtdeals. We thus regress the level of subordimaitie.,
the percent of the deal amount that is in the ju@quity and mezzanine) tranches, onthe S U _AFFL
variables. Results are in Table 10A.

We find that deals with S_U_AFFL being equal toaldna higher level of subordination. This is
consistent with the interpretation that investora tertain degree are aware of the worse incentive
associated with sponsor-underwriter affiliationc dnerefore the sponsor has to structure the deas $0
reduce the credit risk to facilitate selling of thends. Below we further examine whether invesboice
the lower quality of deals with S_U_AFFL being elgueal in the coupon rates.

B. Pricing

We examine whether investors are aware of the tiveeissues associated with the organization fofm o
mortgage securitization. Our measure of dealmgics theinitial average yield spread, which is defined
as the average yield of all securities (weightedheyface value of the securities) minus the mgngldid
on the 10-year Treasury bond, both measured asabfctbse. We use the yields of 10-year Treasuries
(obtained from Federal Reserve Board) to calculeejield spreads. We regress the deal yield spryead
the S_U_AFFL variables; results are in Table 10Bthwhe full list of deal characteristics controls,
columns (3)-(4) show that the coefficients on th&) SAFFL variable are overall positive. However, the

magnitude of the coefficient is very small. For rede, the coefficient on S_U_AFFL in columns 4-5 is
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around 0.08 percentage point. Noting that the mehre of the yield spread is 1.99 percentage points
this coefficient suggests that S_U_AFFL deals aspeiated with only 4 percent increase in yiele&agr
from the mean. This appears very small considghindact that S_U_AFFL deals have several

percentage point higher default rates comparedtivéhmean. Therefore the higher credit risk assetia

with S_U_AFFL equal to 1 is not fully priced.

8 Concluson

We provide an empirical investigation of the impatsponsor-underwriter affiliation on the perfomea

of non-agency mortgage-backed securities. Theplal@ed by sponsors and underwriters in the
securitization of mortgages is a question thatitmpertant policy implications. Our paper shows that
MBS where underwriters and sponsors are affilipidorm much worse than MBS where sponsors and
underwriters are independent. The poorer performafsuch MBS is partly due to the higher percemtag
of loans that are low/no doc, subprime, and ARM] partly due to unobservable factors that adversely
affect the deal performance. This evidence supporisterpretation that sponsors' incentives teeddh

to underwriting standards and underwriter’'s inogrgtito conduct due diligence are compromised with
the ease of securitization that a sponsor-undemaifiliation engenders. It appears that investiddsnot
fully take this into consideration when they manieeistment decisions.

During and in the wake of the 2008 Financial Gritlie largest investment banks either went
bankrupt (Lehman Brothers), became part of a congtate (Bear Stearns and Merrill Lynch), or
transformed into bank holding companies (GoldmarhSand Morgan Stanley). Therefore the backward
vertical integration by the largest investment lsaakthe height of 2003-2006 (S_U_AFFL_type _2)is
now transformed into activities within a conglonterés_U_AFFL_type_1). Meanwhile, the poorer
performance of sponsor-underwriter-affiliated deatsains an issue.

The mechanism, as discussed in the introductiarddme i) sponsors readily finding a willing

underwriter in the conglomerate and thus havingfewcentives to screen, and ii) in the pursuit of
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business volume and profit, underwriters potertipiessing their in-house depositories to ramp up
lending or purchase volume with potentially sacefl quality (a form of conflict of interest).

In light of the misaligned incentives in origindtedistribute mortgage financing model, several
clauses of the 2010 Dodd-Frank Wall Street Refanth@onsumer Protection Act are relevant to restore
the missing incentives in the mortgage securitiragirocess. The “Ability-to-repay” rule works oreth
part of the lender and borrower to ensure the b@rs ability to repay. The “Risk-retention” rulleat
sponsors keep at least 5 percent of the credibfitthe securities backed by mortgages and beddeni
to divest works on the part of the sponsor to resttheir incentives to screen by retaining sosie ri
Finally, in the wake of all major investment bamiesv part of the Bank Holding Companies with an
affiliated depository institution, the “Volcker Railthat investment banks do not use FDIC-insured

depositories to engage in proprietary trading onspr hedge funds becomes extremely relevant.
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Appendix A: Definitions of Variables

Variables

Definition

Deal Performance M easures

90+ DELQ in Q4 in 2 Years (%)

Percent of loans, in terms of dollar amount, tmat20 days or more delinquent as of
the 4" quarter two years after the deal close quarter.

90+ DELQ at Cutoff (%)

Percent of loans, in terms of dollar amount, tlmat20 days or more delinquent as of
December 2008.

House Price Change

We use the Federal Housing Finance Agency’'s (FHeasonally adjusted quarterly
house price index to calculate the percentage @&imigouse price from the deal clos
quarter to the fourth quarter two years after thal dlose quarter (or December 2008
where applicable). We obtain information on thecpatage of loans that were
originated in each state from Bloomberg. We thdoutate weighted-average house
price change associated with a given deal as

AHPIL = sti,SAHPIi!S!
wherei refers to deals refers to states.

D

Deal Characteristics

Amount (x $1Billions)

The total amount of the daalbillions of dollars.

CLTV (%) Average cumulative loan-to-value ratio of mortgaipethe deal weighted by original
loan balance.

RATE (%) Average percentage coupon rate of mortgages idebkeweighted by original loan
balance.

FICO Average Fair Issac Company (FICO) credit scordHerborrowers at loan origination
weighted by original loan balance.

DTI (%) Average debt-to-income ratio weighted bigoral loan balance.

ALT_A% Percentage of loans that are Alt-A, i.e., loanshwéasonable FICO score but with

otherwise risky features in the deal.

SUBPRIME%

Percentage of loans that are subpriméegbfgrade B, C or lower) in the deal.

10% Percentage (in terms of loan balance) of loankérdeal that have interest only feature.

ARM% Percentage (in terms of loan balance) of loankérdeal that are adjustable rate loans.

NEGAM% Percentage (in terms of loan balance) of loankérdeal that have negative
amortization feature.

Low/No-Doc% Percentage (in terms of loan balance) of loankerdeal that have low or no
documentation (of income) feature.

Balloon% Percentage (in terms of loan balance) of loankérdeal that are balloon payment
loans.

Prepayment penalty (%) Percentage (in terms of loan balance) of loankérdeal that have the clause of
prepayment penalty.

Purchase loan (%) Percentage (in terms of loan balance) of loankérdeal that are for home purchase as

opposed to re-finance purpose.

Silent second (%)

Percentage (in terms of loan balance) of loankérdieal in which the underlying
property has silent second lien.

Single family (%)

Percentage (in terms of loan balance) of loankérdeal in which the underlying
property is single family versus multi-family.

Owner occupied (%)

Percentage (in terms of loan balance) of loankérdial in which the underlying
property is for owner occupancy instead of investinpeirpose.

HHI_O

A variable that captures the concentration of oagprs in a deal, measured as
HHI_0 = 3, 5%,

wherei refers to the deat refers to originators, arglis the share of originaté's

balance in the deal.

29



Appendix B: Robustness Checks

a. Alternative Specification with the Use of DTI
A large portion of deals have missing values feirtiveighted average DTI. In our baseline regressio
we forego the use of the DTI variable. As an aliéwue, we include those deals and treat the mid3iFig
as the mean value of DTI from the sample (0.39)raadnwhile include a dummy variable for the
missing DTI. Results are in columns 1-3 of TableQadefficients on variables of interest are barely

affected.

b. Sponsors Who Do Not Have Investment Bank Affiliate
Among S_U_UN_AFFL deals, there are two types: Thalsese sponsors have affiliated investment
banks but do not use them, and those whose spahsoat have affiliated investment banks. Examples
are mortgage companies. In columns 4-6 of Tableveélfurther differentiate these two by including a
dummy variable for the sponsor being part of a tmmgrate while keeping the remaining specification
intact. We find that the coefficient on this val@aks negative, suggesting that among those sponsor
underwriter unaffiliated deals, those sponsoreddnglomerates perform betf&importantly, the

coefficients on the variables of interest are heaaffected.

% This could be due to the safe-and-soundness taguthaese conglomerates are under; non-depositstigutions
are not under the same level of federal regulations
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Table 1A: Definitions of organizational affiliation variables during the securitization process

This table defines the key variables of organizei@ffiliation along the private label mortgagewdtization process. For a private label mortghgeked
security, a sponsor is the party that either odtga or purchases loans. Broadly speaking, thesspaitso pools the loans and tranches them, andsss
certificates (for a precise legal description, Appendix A). It also conducts other credit enhaneets and files the registration with the SEC. Tiensor
usually keeps the equity (the most risky) tranchke underwriter, also called book-runner, is thaldr that brings and markets the certificatesestors.
Affiliation means either a direct parent-subsidieglation between the two parties, or an indiretdtion via a parent company. Procedures in defimihether
an originator and a sponsor are affiliated arelieviis: i) if the name of the originator and themeof the sponsor overlaps: e.g., Countrywide Hooans as
both; ii) if the name of the originator and the rmaaf the sponsor partially overlaps; iii) if theginator is involved in more than one deal andsisogiated with
only one sponsor: e.g., EMC with respect to Bearf®is, and DLJ with respect to Lehman Brothers;anegal suits, which details the relation betwee
parties, including originators, sponsors, and offaeties. Procedures in defining whether a spoasdran underwriter are affiliated are based onlaimi
reasoning.

Variable: Variable Definitior

S U _UNAFFL An indicator variable at the deal level for i) tgonsor and the sole underwriter bein-affiliated, or ii) the
sponsor and none of the multiple underwriters &ilased.

S U MIX An indicator variable at the deal level for i) thdreing multiple underwriters, and ii) the sporeud one o
the underwriters being affiliated.

S _U_AFFL An indicator vaiable at the deal level for the sponsor and the sontlerwriter being affiliate

AFFL_TYPEI! Type 1 of spons~underwriter affiliation, where an investment baskves athe sole sponsor arnthe sole

underwriter. It is an indicator variable at the ldegel for i) the sponsor and the sole underwtiteing
affiliated, and ii) the underwriter (an investméank) sets up affiliated companies/corporationspmnsor
for the whole purpose of securitization.

AFFL_TYPE: Type 2 of spons~underwriteraffiliation, where the sponsor and the underwidter subsidiaries of
financial conglomerate. An indicator variable & tleal level for i) the sponsor and the sole undew
being affiliated, and ii) the sponsor being a congtrate and using its in-house investment bank to

underwrite.

O_S UNAFFL An indicator variable at the deal level for i) tgonsor and the sole originator bein-affiliated, or ii) the
sponsor and none of the multiple originators afiéatéd.

O_S_MIX An indicator viriable at the deal level for i) there being muttiplriginators, and ii) the sponsor and on
the originators being affiliated.

O_S_AFFL An indicator variable at the deal level for the spar and the sole originator being affilia

O_S AFFL PC A continuous variable at the deal level for thecpat (weighted by each originator’s loan balandae)eof

originators being affiliated with the sponsor.
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This table provides examples of definitions of #fi@iation variables. In Harborview 2005-09, foxaample, the sponsor, Greenwich Capital Financiatiets,

Table 1B: Examples of organizational affiliationsin the securitization process

Inc., is a wholly owned, direct subsidiary of Gregch Capital Holdings, Inc. The underwriter, GreéciwCapital Markets, Inc., is a wholly owned, direc
subsidiary of Greenwich Capital Holdings, Inc. lea@ Stearns 2006-AC5, the sponsor, EMC Mortgaged@ation, was incorporated as a wholly owned

subsidiary corporation of The Bear Stearns Comgdmie, and is an affiliate of the underwriter, Begtearns & Co. Inc. The sponsor, EMC Mortgage
Corporation, was established as a mortgage barmkimgpany to facilitate the purchase and servicingludle loan portfolios. In security CWATL 2006-OA11
the origination amount by Countrywide Home LoansW8.75%. In Bear Stearns 2006-AC5, the propoxfdoan origination amount by EMC was 51.86%.

Security Name Underwriters (U) Sponsor (S) Oritpna (O) S_| S_|AF | AF| S | O |O_|O_|OS
U_| U | FL|FL|U_|sS_|sS_ | s_|_aF
UN | AF | _ | _ | M | UN | AF | M | FL_
AF | FL | TY | TY | X | AF | FL | X | PCT
FL PE | PE FL
1 2
1| WFALTA 2005-02 | Goldman Sachs Wells Fargo Bank, N.A Wells Fargo Bank 1 0 0 0 i
2| CWALT 2005- Deutsche Bank Countrywide Home Countrywide Home 1 0 0 0 0 0 1 0 1
10CB Loans Loans
3| CWABS 2004-08 Countrywide Securities Countrywide Home Countrywide Home 0 1 0 1 0 0 1 0 1
Corp. Loans Loans
4| CWALT 2004- 1)Countrywide Securities | Countrywide Home Countrywide Home 0 0 0 0 1 0 1 0 1
28CB Corp. Loans Loans
2)Credit Suisse
5| CWATL 2006- Countrywide Securities Countrywide Home 1)Countrywide Home 0 1 0 1 0 0 0 1| o6l
OAl1l1 Corp. Loans Loans
2)MortgagelT, Inc.
6| Harborview 2005- | RBS Greenwich Capital Greenwich Capital Countrywide Home Loans 0 1
09 Financial Products, Inc
7| Bear Stearns 2006-| Bear Stearns EMC Mortgage 1)EMC Mortgage 0 1 1 0 0 0 0 1| 051
AC5 Corporation Corporation
2)GreenPoint Mortgage
Funding, Inc.
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Table 2: Summary Statistics

This table presents summary statistics for various sponsor-underwriter affiliation measures, deal performance
measures, house price changes, and deal characteristics variables for all deals in our sample. Data on deal

structure, which is on tranche (bond) level, is from Bloomberg. Tranche information on some deals is missing.
For those (2,836) deals that have tranche information, we calculate the percent (in balance) of the deal that is
comprised of tranche (bond) that is subordinated. We use (d) to denote that the variable is a dummy variable.
In Panel A, we present summary statistics for the overall sample. In Panel B, we present mean values of the

variables by vintage. Variable definitions are in Appendix A and Table 1A.

Panel A: Summary statistics for all sample periods

Variables N Mean SD Min  Median Max
Sponsor-Underwriter Affiliation

S_U_UNAFFL 4,152 34.18% 47.44% - - -
S_U_MIX 4,152  4.43% 20.58% - - -
S _U_AFFL 4,152 60.53% 48.89% - - -
AFFL_TYPE1 4,152 39.76% 48.95% - - -
AFFL_TYPE2 4,152 20.76% 40.57% - - -
Sponsor-Originator Affiliation

O_S UNAFFL 3,340 39.34% 48.86% - - -
O_S AFFL 3,340 38.56% 48.68% -
O_S MIX 3,340 22.06% 41.00% - - -
O_S AFFL_PCT 3,328 50.46% 46.05% - - -
HHI_O 3,340 0.94 6.74 - - -
Deal Performance and House Prices

90+ DELQ rate in 2 Years (%) 3,993 17.67 15.60 0 13.65 72.39
90+ DELQ rate as of Dec.2008 (%) 4,078 17.41 13.96 0.05 14.43 62.18
House price change in 2 Years 4,151 -2.41 21.95 -38.63 -4.81 117.85
House price change as of Dec.2008 4,151 -13.05 11.85 -38.63 -15.73 74.95
Deal Characteristics

Amount (x $Billions) 4,125 0.84 0.60 0.05 0.70 5.76
CLTV (%) 4,124 76.64 7.36 50.89 75.71 118.19
Rate (%) 4,123 6.50 1.85 1.05 6.67 13.12
FICO 4,097 688.14 47.58 533 706 762
ALT_A% 4,117 41.53 48.68 0 0 100
Subprime% 4,117 37.86 48.44 0 0 100
10% 4,117 34.78 32.89 0 24.09 100
ARM% 4,117 59.95 42.33 0 79.45 100
NEGAM% 4,117 8.57 27.50 0 0 100
LOW/NO-DOC% 4,107 55.46 23.48 0 55.53 100
Balloon% 4,135 6.97 16.42 0 0 99.87
Prepayment penalty (%) 4,135 40.23 32.99 0 38.36 100
Purchase loan (%) 4,135 46.13 16.93 0 46.09 100
Silent second (%) 4,135 24.49 20.00 0 24.53 100
Single family (%) 4,135 68.54 10.20 0 68.13  99.95
Owner occupied (%) 4,135 87.50 10.55 0 90.75 100
Multi-underwriter (d) 4,152 0.12 0.32 0 0 1
Pct_subordinated (%) 2,836 3.55 6.77 0.00 0.00 73.95
Sponsor_part_of conglomerate (d) 4,157 0.43 0.49 0.00 0.00 1




Panel B: Mean characteristics by vintage

Variables 2004 2005 2006 2007
90+ DELQ at 2 Year (%) 6.01 11.69 23.74 29.55
90+ DELQ as of Dec.2008 (%) 9.72 16.69 23.75 17.84
S_U_UNAFFL 35.80% 35.74% 32.03% 33.12%
S_U_MIX 6.23% 5.64% 2.08% 4.02%
S_U_AFFL 57.76% 57.63% 64.39% 62.36%
AFFL_TYPE1 42.34% 38.23% 40.85% 37.39%
AFFL_TYPE2 15.42% 19.40% 23.54% 24.97%
O_S MIX 18.03% 12.89% 25.89% 32.64%
O_S_AFFL 33.50% 39.84% 23.56% 25.09%
O_S_AFFL_PCT 45.63% 47.91% 47.91% 42.39%
HHI_O 0.79 0.82 0.67 0.66
Amount (x $Billions) 0.76 0.88 0.88 0.82
CLTV (%) 75.75 76.43 77.68 76.47
Rate (%) 6.09 6.12 6.96 6.86
FICO 687.65 688.66 682.38 696.55
ALT_A% 33.55 4211 42.91 48.25
Subprime% 37.27 37.92 43 30.58
10% 26.45 36.79 35 41.48
ARM% 59.25 61.98 60.68 56.55
NEGAM% 3.15 8.1 10.68 12.65
LOW/NO-DOC% 45.35 52.99 60.99 63.24
Balloon% 1.77 2.53 12.16 12.11
Prepayment penalty (%) 35.39 39.95 45.84 38.01
Purchase loan (%) 44,73 48.17 48.66 40.89
Silent second (%) 16.19 23.7 29.42 28.16
Single family (%) 70.45 68.43 67.46 68.07
Owner occupied (%) 87.97 87.52 87.3 87.19
Multi-underwriter (d) 0.16 0.14 0.06 0.13
Number of deals 947 1,206 1,202 797




Table 3: Univariate deal-level summary statistics, all and by sponsor-underwriter affiliation

This table presents deal-level summary statistics. We present summary statistics for the overall sample and by sponsor-underwriter affiliation. Variables are
defined in Appendix A and Table 1A.

All (N=4152) Affiliated (N=2513) Unaffiliated (N=1419) Mixed (N=184)
Mean Median SD Mean Median SD Mean Median SD Mean Median SD
Vintage
2004 (d) 22.81% -- - 21.77% -- -- 23.89% -- - 32.07% -- --
2005 (d) 29.05% -- - 27.66% -- -- 30.37% -- - 36.96% -- --
2006 (d) 28.95% -- - 30.80% -- -- 27.13% -- - 13.59% -- --
2007 (d) 19.20% -- - 19.78% -- -- 18.60% - - 17.39% -- --

Performance and house price
90+ delinquency rate (%) 17.41 14.43 13.96 19.47 17.02 14.40 14.42 11.67 12.36 11.53 4.63 13.33

House price change (%) -13.05 -15.73 11.85 -13.47 -16.42 12.30 -12.90 -14.92 10.69 -10.13  -11.56 11.07
Deal characteristics

CLTV (%) 76.64 75.71 7.36 77.36 76.58 7.30 75.28 74.43 6.86 77.19 74.70 10.06
FICO 688.14 706.00 47.58 683.94 703.00 47.20 694.37 710.00 47.57 699.78 717.50 4491
DTI (%) 38.62 39.00 3.45 38.74 39.00 3.45 38.30 39.00 3.40 38.91 39.80 3.73
Amount (x$Billions) 0.84 0.70 0.60 0.85 0.73 0.55 0.83 0.66 0.67 0.77 0.64 0.60
Rate (%) 6.50 6.67 1.85 6.62 6.80 1.91 6.28 6.49 1.71 6.51 6.39 1.90
ALT_A% 41.53 0.00 48.68 41.13 0.00 48.39 43,94 0.00 49.37 31.52 0.00 46.59
Subprime% 37.86 0.00 48.44 41.86 0.00 49.30 30.30 0.00 45.85 35.87 0.00 48.09
10% 34.78 24.09 32.89 34.78 24.22 32.43 35.89 24.77 34.00 27.28 16.70 30.67
ARM% 59.95 79.45 42.33 62.12 80.16 41.33 58.05 78.75 43.54 44.27 38.90 44.04
NEGAM% 8.57 0.00 27.50 8.91 0.00 28.05 8.29 0.00 27.01 6.01 0.00 23.77
LOW/NO-DOC% 55.46 55.53 23.48 56.48 56.16 23.24 54,51 54.57 23.46 49.25 54.19 25.67
Balloon% 6.97 0.00 16.42 7.17 0.00 16.16 6.76 0.00 17.13 4.62 0.00 11.65
Prepayment penalty (%) 40.23 38.36 32.99 40.70 38.39 32.49 39.63 39.14 33.65 38.01 34.96 35.01
Purchase loan (%) 46.13 46.09 16.93 47.04 46.93 16.25 44.90 44.36 18.15 43.12 42.31 15.67
Silent second (%) 24.49 24.53 20.00 24.56 24.42 20.79 24.80 25.09 18.90 22.17 23.22 16.71
Single family (%) 68.54 68.13 10.20 67.83 67.89 9.53 69.56 68.54 11.25 70.32 68.72 9.62

Owner occupied (%) 87.50 90.75 10.55 86.90 90.65 11.71 88.62 91.14 8.29 87.42 89.91 8.47




Table 4A: Sponsor and underwriter affiliation and deal performance
Dep Var = 90+ DELQ after 2 Year

Explanatory Variables (2) (2) (3) (4)
S_U_AFFL 3.122%** 2.674*** 2.584*** 0.973*
(0.248) (0.237) (0.366) (0.494)
S_U_MIX 1.708*** 2.562%** 2.950*** 2.250***
(0.584) (0.585) (0.611) (0.774)
CLTV 0.176%** 0.120%** 0.110* 0.102
(0.0258) (0.0312) (0.0640) (0.0709)
FICO -0.226*** -0.220*** -0.220*** -0.219***
(0.00373) (0.00804) (0.0175) (0.0154)
Amount -0.275 -0.509** -0.549 -0.527
(0.223) (0.210) (0.469) (0.588)
Rate -1.453*%** -0.156 -0.168 -0.007
(0.0858) (0.186) (0.293) (0.318)
HPI -0.165*** -0.116*** -0.117*** -0.110***
(0.0204) (0.0193) (0.0297) (0.0308)
ALT_A% 2.945%** 2.698*** 2.623***
(0.402) (0.494) (0.907)
Subprime% -2.029** -2.478 -2.598
(1.031) (1.615) (2.179)
10% -1.482** -2.160* -2.416*
(0.695) (1.105) (1.376)
ARM% 7.656%** 7.856*** 7.930%**
(0.503) (1.063) (1.329)
NEGAM% -0.313 -0.611 -0.243
(0.962) (1.693) (1.920)
LOW/NO-DOC% -0.589 -0.704 -0.493
(0.566) (0.935) (0.849)
Balloon% 0.0291 -0.0149 -0.0507
(0.916) (1.060) (1.462)
Prepayment penalty (%) -0.905** -1.204* -1.849**
(0.417) (0.619) (0.733)
Purchase loan (%) 3.108%*** 2.880** 1.822
(0.863) (1.123) (1.174)
Silent second (%) -0.473 -0.670 -0.704
(0.652) (0.974) (0.921)
Single family (%) 2.261 2.374 2.277
(1.503) (2.151) (1.998)
Owner occupied (%) -3.492*** -2.946 -2.067
(1.164) (2.042) (2.200)
Vintage FE Y Y Y Y
Underwriter FE N N Y N
Sponsor FE N N N Y
N(Observations) 3,941 3,913 3,846 3,909
R? 0.767 0.797 0.802 0.821

This table reports deal performance, measured as default rates 2 years after its origination
year, as a function of sponsor-underwriter affiliation variables and other control variables.
Variables are defined in Appendix A and Table 1A. Robust standard errors in parentheses. ***
p<0.01, ** p<0.05, * p<0.1.



Table 4B: Sponsor and underwriter affiliation and deal performance
Dep Var = 90+ DELQ as of Dec. 2008

Explanatory Variables (2) (2) (3) (4)
S_U_AFFL 2.449%** 2.241*** 2.379*** 1.890**
(0.231) (0.226) (0.299) (0.754)
S_U_MIX 0.346 1.246** 1.680** 1.863*
(0.497) (0.496) (0.675) (0.993)
CLTV 0.251%** 0.182%** 0.178%*** 0.189**
(0.0226) (0.0281) (0.0628) (0.0919)
FICO -0.228*** -0.219*** -0.214*** -0.214***
(0.00340) (0.00695) (0.0150) (0.0131)
Amount 0.165 -0.113 -0.006 -0.061
(0.200) (0.197) (0.368) (0.400)
Rate -1.604*** -0.638*** -0.618** -0.685**
(0.0756) (0.166) (0.276) (0.314)
HPI -0.338*** -0.262*** -0.257*** -0.236***
(0.0243) (0.0227) (0.0324) (0.0387)
ALT_A% 2.618*** 2.452%** 2.157***
(0.347) (0.481) (0.807)
SUBPRIME% -0.786 -1.057 -0.952
(0.996) (1.614) (1.791)
10% -0.168 -0.701 -0.697
(0.701) (0.943) (1.269)
ARM% 6.318*** 6.605%** 6.392%**
(0.478) (0.835) (0.921)
NEGAM% -0.349 -0.441 -0.523
(0.882) (1.747) (1.988)
LOW/NO-DOC% -0.416 -0.355 -0.135
(0.520) (0.737) (0.803)
Balloon% 0.414 0.335 0.534
(0.799) (1.083) (1.204)
Prepayment penalty (%) 0.180 -0.158 -0.808
(0.404) (0.567) (0.707)
Purchase loan (%) 1.797** 1.468 0.802
(0.793) (1.085) (1.048)
Silent second (%) 1.145* 0.823 1.000
(0.626) (0.921) (0.806)
Single family (%) 0.387 0.881 1.413
(1.335) (1.994) (1.699)
Owner occupied (%) -2.617** -3.006* -2.014
(1.144) (1.578) (1.608)
Vintage FE Y Y Y Y
Underwriter FE N N Y N
Sponsor FE N N N Y
N(Observations) 4,048 4,020 3,950 4,016
R? 0.737 0.764 0.772 0.795

This table reports deal performance, measured as default rates as of December 2008, as a function of
sponsor-underwriter affiliation variables and other control variables. Variables are defined in Appendix A
and Table 1A. Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1.



Table 5A: Sponsor and underwriter affiliation type and deal performance
Dep Var = 90+ DELQ after 2 Year

Explanatory Variables (1) (2) (3) (4)
AFFL_TYPE1 3.944*** 3.296*** 2.828*** 1.263
(0.275) (0.265) (0.387) (2.708)
AFFL_TYPE2 1.645*** 1.561%** 1.907*** 0.949%**
(0.335) (0.324) (0.574) (0.464)
S_U_MIX 1.791%** 2.574*** 2.829%** 2.252%**
(0.581) (0.581) (0.621) (0.777)
CLTV 0.149%** 0.107%** 0.107 0.102
(0.0255) (0.0311) (0.0640) (0.0709)
FICO -0.225%** -0.219%** -0.219*** -0.219%**
(0.00368) (0.00804) (0.0175) (0.0155)
Amount -0.287 -0.516** -0.550 -0.527
(0.216) (0.206) (0.469) (0.588)
Rate -1.430*** -0.187 -0.165 -0.00689
(0.0862) (0.186) (0.291) (0.319)
HPI -0.171%** -0.123*** -0.119*** -0.110***
(0.0210) (0.0198) (0.0290) (0.0308)
ALT_A% 2.831*** 2.684*** 2.620***
(0.401) (0.498) (0.910)
Subprime% -2.095** -2.492 -2.603
(1.034) (1.624) (2.180)
10% -1.826%** -2.271%** -2.415%*
(0.700) (1.115) (1.377)
ARM% 7.679%** 7.890*** 7.933%**
(0.500) (1.057) (1.329)
NEGAM% -0.685 -0.691 -0.242
(0.965) (1.665) (1.921)
LOW/NO-DOC% -0.372 -0.660 -0.491
(0.568) (0.940) (0.850)
Balloon% -0.309 -0.0731 -0.0463
(0.921) (1.063) (1.462)
Prepayment penalty (%) -1.196*** -1.288** -1.849**
(0.423) (0.591) (0.733)
Purchase loan (%) 2.661%** 2.806** 1.817
(0.862) (1.105) (1.181)
Silent second (%) -0.665 -0.701 -0.704
(0.652) (0.980) (0.921)
Single family (%) 2.114 2.394 2.289
(1.490) (2.159) (1.976)
Owner occupied (%) -3.356*** -2.914 -2.067
(1.192) (2.042) (2.201)
Vintage FE Y Y Y Y
Underwriter FE N N Y N
Sponsor FE N N N Y
N(Observations) 3,941 3,913 3,846 3,909
p2 0.770 0.798 0.802 0.821

This table reports deal performance, measured as default rates 2 years after its close year, as a function
of sponsor-underwriter affiliation type variables and other control variables. Variables are defined in
Appendix A and Table 1A. Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1.



Table 5B: Sponsor and underwriter affiliation type and deal performance

Dep Var = 90+ DELQ as of Dec.2008

Explanatory Variables

(1)

(2)

3)

(4)

AFFL_TYPE1 3.273*** 2.784*** 2.610*** 1.740
(0.260) (0.258) (0.342) (2.517)
AFFL_TYPE2 1.007*** 1.288%** 1.742%%* 1.903**
(0.307) (0.306) (0.527) (0.755)
S_U_MIX 0.415 1.252%* 1.577** 1.862*
(0.496) (0.493) (0.664) (0.990)
CLTV 0.224%*** 0.172%** 0.176%** 0.189%**
(0.0225) (0.0280) (0.0629) (0.0920)
FICO -0.228*** -0.219%** -0.214*** -0.214%**
(0.00335) (0.00694) (0.0151) (0.0130)
Amount 0.151 -0.120 -0.00592 -0.0607
(0.195) (0.194) (0.367) (0.400)
Rate -1.581*** -0.665*** -0.615** -0.685**
(0.0754) (0.166) (0.274) (0.314)
HPI -0.341*** -0.267*** -0.259*** -0.236***
(0.0246) (0.0231) (0.0324) (0.0387)
ALT_A% 2.520*** 2.436*** 2.159***
(0.347) (0.488) (0.804)
Subprime% -0.846 -1.083 -0.950
(1.002) (1.617) (1.781)
10% -0.459 -0.797 -0.697
(0.716) (0.956) (1.270)
ARM% 6.330%** 6.633*** 6.391***
(0.476) (0.821) (0.917)
NEGAM% -0.669 -0.514 -0.522
(0.891) (1.705) (1.989)
LOW/NO-DOC% -0.230 -0.313 -0.136
(0.520) (0.739) (0.806)
Balloon% 0.106 0.273 0.532
(0.800) (1.076) (1.206)
Prepayment penalty (%) -0.0556 -0.230 -0.808
(0.409) (0.561) (0.708)
Purchase loan (%) 1.430* 1.408 0.806
(0.792) (1.083) (1.055)
Silent second (%) 0.946 0.784 0.999
(0.628) (0.916) (0.807)
Single family (%) 0.255 0.896 1.406
(1.327) (2.002) (1.686)
Owner occupied (%) -2.529** -2.985%* -2.014
(1.172) (1.597) (1.608)
Vintage FE Y Y Y Y
Underwriter FE N N Y N
Sponsor FE N N N Y
N(Observations) 4,048 4,020 3,950 4,016
R? 0.741 0.765 0.772 0.795

This table reports deal performance, measured as default rates as of December 2008, as a function of
sponsor-underwriter affiliation type variables and other control variables. Variables are defined in
Appendix A and Table 1A. Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1.



Table 6A: Propensity score analysis
Panel A: Logistic regression (dep var: vi_all)

CLTV -0.036%**
(0.012)
FICO 0.005*
(0.003)
Amount -0.227***
(0.078)
Rate 0.482%**
(0.089)
HPI 0.009
(0.006)
ALT_A% 0.317*
(0.168)
Subprime% 1.185%***
(0.349)
10% 0.608**
(0.276)
ARM% 0.545%**
(0.204)
NEGAM% 3.363***
(0.506)
LOW/NO-DOC% 0.801***
(3.7)
Balloon% -0.794**
(0.317)
Prepayment penalty (%) 0.731%**
(0.170)
Purchase loan (%) 0.255
(0.333)
Silent second (%) -0.767***
(0.268)
Single family (%) -2.022%**
(0.581)
Owner occupied (%) -1.338***
(0.515)
Vintage FE Yes
N(Observations) 3646
Pseudo R-sqrd 0.2949
Panel B: Treatment effects
perf_Q4_2yrs Treated Controls Difference
Unmatched sample 19.325 14.734 4.592*** (0.576)
Matched sample, ATT 19.103 15.703 3.4%** (1.291)
Assignment Off support On support Total
Untreated 1 1,043 1,044
Treated 569 2,033 2,602
Total 570 3,076 3,646

Note: We use psmatch2 command in Stata. The matching method is the nearest neighbor match. Rating
variables are included in the logit regression. Vi_all is an indicator variable for S_U_AFFL=1 or S_U_MIX=1.



Table 6B: IV estimator

(1) (2) (3) (4) (5) (6)
Stage 1 Stage 2 Stage 1 Stage 2 Stage 1 Stage 2
VARIABLES S_U_AFFL perf_Q4_2yrs S_U_AFFL perf_Q4_2yrs S_U_AFFL perf_Q4_2yrs
Sponsor_pct_s_u_affl (IV) 0.994*** 0.995%** 1.020***
(0.00584) (0.00591) (0.0188)
Sponsor_pct_s_u_mix (IV) 0.203*** 0.209*** -0.132
(0.0625) (0.0624) (0.190)
S_U_AFFL 3.423*** 3.116*** 2.853***
(0.303) (0.288) (0.298)
S_U_MIX 1.297 1.966 3.690***
(1.334) (1.264) (1.399)
CLTV 0.000437 0.173*** -0.00234*** 0.121%*** -0.00165* 0.112%**
(0.000718) (0.0265) (0.000839) (0.0321) (0.000839) (0.0330)
FICO -0.000608***  -0.226*** -0.000293 -0.221%** 0.000192 -0.221%**
(0.000101) (0.00382) (0.000225) (0.00821) (0.000240) (0.00835)
Amount -0.00757 -0.199 -0.0164** -0.417** -0.0128*** -0.477**
(0.00631) (0.226) (0.00672) (0.213) (0.00455) (0.215)
Rate -0.00585* -1.427%** 0.0219%** -0.108 0.0245%** -0.124
(0.00303) (0.0845) (0.00499) (0.186) (0.00738) (0.190)
HPI 0.00104 -0.164%*** 0.00175*** -0.116%*** 0.00184** -0.117%***
(0.000644) (0.0208) (0.000626) (0.0198) (0.000806) (0.0205)
ALT_A% -0.000184 2.978*** 0.00402 2.713***
(0.0163) (0.407) (0.0218) (0.417)
Subprime% 0.0202 -2.320** 0.0233 -2.806**
(0.0289) (1.055) (0.0320) (1.092)
10% 0.0413** -1.721%** 0.00886 -2.352%*x*
(0.0202) (0.710) (0.0278) (0.737)
ARM% 0.0630*** 7.705%** 0.0821%*** 7.956***
(0.0174) (0.509) (0.0291) (0.528)
NEGAM% 0.140*** -0.390 0.113** -0.708
(0.0279) (0.970) (0.0468) (0.994)
LOW/NO-DOC% 0.0196 -0.721 -0.00637 -0.746
(0.0173) (0.573) (0.0211) (0.571)
Balloon% -0.0610** 0.224 -0.0136 0.141
(0.0241) (0.901) (0.0250) (0.916)
Prepayment penalty (%) 0.00133 -0.981** 0.0159 -1.292%**
(0.0150) (0.422) (0.0270) (0.428)
Purchase loan (%) 0.0224 2.831%** 0.0402 2.612%**
(0.0265) (0.871) (0.0281) (0.894)
Silent second (%) -0.0480*** -0.367 -0.0379* -0.606
(0.0179) (0.660) (0.0223) (0.666)
Single family (%) 0.0542 2.266 0.172*** 2.355
(0.0425) (1.534) (0.0369) (1.535)
Owner occupied (%) -0.121%** -3.219%** -0.189*** -2.747**
(0.0453) (1.167) (0.0625) (1.208)
Vintage FE Yes Yes Yes Yes Yes Yes
Underwriter FE No No No No Yes Yes
Sponsor FE No No No No No No
Observations 3,987 3,842 3,959 3,814 3,890 3,748
R-squared 0.755 0.768 0.763 0.798 0.844 0.803

This table reports IV estimator of deal performance, measured as default rates 2 years after its close year, as a function of sponsor-
underwriter affiliation variables. Variables are defined in Appendix A and Table 1A. The instrument variable is a sponsor- level
variable -- percent of deals prior to the deal close-year that involve affiliated sponsor-underwriter (Sponsor_pct_s_u_affl) and mixed

sponsor-underwriter affiliation (Sponsor_pct_s_u_mix). Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1.



Table 7A: Sponsor and underwriter affiliation, originator and sponsor affiliation, and deal performance

Dep Var = 90+ DELQ after 2 Years (1) (2) (3) (4) (5) (6) (7) (8)
O_S_AFFL -2.746%** -1 558%** ) 379*** 1 342%** _2.282%** -1.080 -0.655 -0.658
(0.346) (0.390) (0.331) (0.372) (0.721) (1.002) (1.347) (1.358)
0_S_MIX -1.903*** _1.277%** -1.761*** -1.241*** -1.887** -1.167 -0.410 -0.399
(0.387) (0.391) (0.364) (0.368) (0.701) (0.697) (0.897) (0.879)
HHI_O -0.00690 -0.00835 -0.0114 -0.0128 -0.0148 -0.0161* -0.0169 -0.0172
(0.0117) (0.0117) (0.0112) (0.0115) (0.00948) (0.00915) (0.0105) (0.0105)
S_U_AFFL 2.455%** 2.212%** 2,191 %** 0.718
(0.317) (0.304) (0.581) (0.738)
S_U_MIX 1.229* 2.204*** 2.668*** 2.450%**
(0.690) (0.708) (0.637) (0.912)
CLTV 0.176*** 0.170*** 0.115*** 0.118*** 0.111 0.113* 0.117 0.118
(0.0317) (0.0311) (0.0383) (0.0377) (0.0669) (0.0646) (0.0815) (0.0813)
FICO -0.228*** -0,229%** -0.216*** -0.220*** -0.216%** -0.221*** -0,221*** -0.222%**
(0.00439) (0.00433) (0.00941) (0.00938) (0.0212) (0.0202) (0.0176) (0.0175)
Amount -0.423*  -0.402* -0.404* -0.414* -0.439 -0.448 -0.514 -0.533
(0.240)  (0.239) (0.228) (0.230) (0.419) (0.429) (0.512) (0.523)
Rate -1.336*** -1.361*** -0.133 -0.198 -0.146 -0.223 -0.112 -0.122
(0.0965) (0.0971) (0.211) (0.211) (0.289)  (0.282) (0.354)  (0.354)
HPI -0.258*** -0,255%** -0,187*** -0.186*** -0.191*** -0.191*** -0,172*** -0.171***
(0.0285) (0.0282) (0.0266) (0.0265) (0.0378) (0.0384) (0.0389) (0.0396)
ALT_A% 3.814%** 3 645%** 3 550*** 3.385%** 3 196%** 3,293***
(0.476)  (0.473) (0.490) (0.490) (1.196) (1.113)
Subprime% -0.872 -1.301 -1.552 -1.865 -1.800 -1.810
(1.223)  (1.211) (1.625) (1.587) (2.149) (2.097)
10% -1.592**  -1.468*  -2.277 -2.079 -2.165 -2.106
(0.795) (0.793) (1.477) (1.354) (1.695) (1.661)
ARM% 7.440%** 7 AST7**¥* 7.616*** 7.654%** 7.796%** 7.789***
(0.571) (0.572) (1.076) (1.078) (1.399) (1.425)
NEGAM% -0.855 -1.057 -1.205 -1.337 -0.875 -0.829
(1.085) (1.073) (1.632) (1.480) (1.933) (1.961)
LOW/NO-DOC% -0.0908 -0.121 -0.348 -0.235  -0.0624  0.0269
(0.641) (0.636) (0.951) (0.956) (0.905) (0.893)
Balloon% -0.268 0.127 -0.124 0.160 0.185 0.223
(0.994) (0.984) (1.136) (1.086) (1.329) (1.299)
Prepayment penalty (%) -0.775 -0.745 -1.005* -1.018  -1.551** -1,597%*%*
(0.476) (0.476)  (0.590) (0.602) (0.736) (0.710)
Purchase loan (%) 3.907*** 3,737%** 3.719*** 3.461*** 2.480* 2.347*
(1.001) (0.985) (1.238) (1.234) (1.269) (1.219)
Silent second (%) -0.991 -0.746 -0.994 -0.812 -0.979 -0.938
(0.738) (0.734)  (1.049) (0.990) (0.913) (0.887)
Single family (%) 1.867 2.457 2.341 2.735 2.343 2.233
(1.666)  (1.672) (2.127) (2.145) (2.025) (2.030)
Owner occupied (%) -3.059** -2.898** -2.572 -2.449 -1.829 -1.628
(1.378) (1.357) (1.973) (1.895) (2.295) (2.217)
Vintage FE Y Y Y Y Y Y Y Y
Underwriter FE N N N N Y Y N N
Sponsor FE N N N N N N Y Y
N(Observations) 3207 3207 3180 3180 3127 3127 3180 3180
R? 0.760 0.764 0.790 0.793 0.796 0.798 0.817 0.818

This table reports deal performance, measured as default rates 2 years after its close year, as a function of sponsor-underwriter affiliation
variables and other control variables, in particular including the affiliation variables between the originators and the sponsor. Variables are
defined in Appendix A and Table 1A. Robust standard errors are in parentheses. *** p<0.01, ** p<0.05, * p<0.1.



Table 7B: Sponsor and underwriter affiliation, originator and sponsor affiliation, and deal performance using

percentage of loan contributed by the affiliated originator
Dep Var = 90+ DELQ after 2 Years

(1) (2) (3) (4) (5) (6) (7) (8)
O_S_AFFL_PCT -1.060**  -0.431 -0.638 -0.143 -0.527 0.318 0.285 0.282
(0.429) (0.433) (0.404) (0.408) (0.813) (0.999) (1.489) (1.473)
HHI_O -0.726 -0.459 -0.636 -0.414 -0.244 -0.196 0.184 -0.0311
(0.505) (0.498) (0.493) (0.491) (0.699) (0.724) (0.872) (0.825)
S_U_AFFL 3.038%*** 2.542%** 2.716%** 0.587
(0.333) (0.326) (0.548) (0.484)
S_U_MIX 2.091** 2.656%** 3.227%** 3.406%**
(0.888) (0.946) (0.751) (1.197)
CLTV 0.169*** 0.151***  0.0608 0.0592 0.0584 0.0557 0.0599 0.0566
(0.0359) (0.0347) (0.0435) (0.0424) (0.0739) (0.0698) (0.0789) (0.0804)
FICO -0.225*** -0.225*** -0, 191*** -0.197*** -0.194*** -0.199*** -0.195*** -0.196***
(0.00502) (0.00493) (0.0110) (0.0109) (0.0276) (0.0264) (0.0258) (0.0252)
Amount -0.670** -0.571** -0.772*** -0.691*** -0.805* -0.712 -0.699 -0.702
(0.270) (0.272) (0.253) (0.259) (0.450) (0.475) (0.584) (0.583)
Rate -1.393*** .1.393***  .0.300 -0.350 -0.336 -0.400* -0.192 -0.202
(0.109) (0.109) (0.235) (0.234) (0.237) (0.234) (0.268) (0.266)
HPI -0.224*** -0.224*** -0.161*** -0.164*** -0.165*** -0.169*** -0.153*** -0.153***
(0.0315) (0.0312) (0.0301) (0.0300) (0.0452) (0.0457) (0.0443) (0.0448)
ALT_A% 4.438%**  4225%**% 4 152%** 4,043*%** 4,044*** 4,199***
(0.576) (0.573) (0.669) (0.675) (1.206) (1.094)
Subprime% 2.831** 2.143 2.059 1.568 1.600 1.646
(1.403) (1.387) (2.209) (2.188) (1.957) (1.958)
10% -0.950 -0.771 -1.465 -1.227 -1.426 -1.313
(0.882) (0.873) (1.519) (1.342) (1.552) (1.478)
ARM% 7.416%**  7.260%** 7.333%** 7284%** 7.372%** 7.330%**
(0.657) (0.654) (1.015) (0.941) (1.019) (1.046)
NEGAM% -0.712 -0.877 -0.987 -1.105 -0.477 -0.341
(1.261) (1.241) (1.612) (1.492) (1.618) (1.648)
LOW/NO-DOC% -0.774 -0.653 -0.875 -0.579 -0.383 -0.263
(0.752) (0.741) (1.145) (1.100) (1.005) (0.991)
Balloon% 0.286 0.665 0.444 0.740 0.321 0.343
(1.203) (1.183) (1.340) (1.263) (1.399) (1.386)
Prepayment penalty (%) -1.226**  -1.198**  -1.455*  -1.419* -2.128%** -2,158***
(0.550) (0.547) (0.810) (0.809) (0.792) (0.788)
Purchase loan (%) 4.694%**  4,036%** 4.272%**  3.474** 2.311 2.139
(1.148) (1.126) (1.541) (1.505) (1.460) (1.419)
Silent second (%) -0.735 -0.435 -0.833 -0.546 -0.799 -0.765
(0.872) (0.860) (1.149) (1.050) (0.988) (0.970)
Single family (%) 2.896 3.279* 2.943 3.087 1.816 1.728
(1.937) (1.930) (2.348) (2.398) (1.810) (1.795)
Owner occupied (%) -3.960** -3.551**  -2.788 -2.304 -1.626 -1.318
(1.634) (1.600) (2.097) (2.054) (2.359) (2.250)
Vintage FE Y Y Y Y Y Y Y Y
Underwriter FE N N N N Y Y N N
Sponsor FE N N N N N N Y Y
N(Observations) 2,471 2,471 2,448 2,448 2,409 2,409 2,448 2,448
R? 0.756 0.763 0.785 0.790 0.791 0.796 0.816 0.817

This table reports deal performance, measured as default rates 2 years after its deal close year, as a function of sponsor-
underwriter affiliation variables and other control variables, in particular the the percent of loans contributed by affiliated
originators. Variables are defined in Appendix A and Table 1A. Robust standard errors are in parentheses. *** p<0.01, ** p<0.05,

* p<0.1.



Table 8: Sponsor and underwriter affiliation and deal performance, adding parent rating
Dep Var = 90+ DELQ after 2 Year

Explanatory Variables (1) (2) (3) (4) (5)
S_U_AFFL 3.485%** 3.039*** 2.047%** 2.466*** 1.117*
(0.318) (0.307) (0.301) (0.528) (0.471)
S_U_MIX 1.017* 1.503** 2.305%** 2.569%** 2.200%**
(0.593) (0.606) (0.603) (0.640) (0.683)
CLTV 0.0156 0.188*** 0.129*** 0.110* 0.112
(0.0285) (0.0272) (0.0325) (0.0625) (0.0704)
FICO -0.210*** -0.225%** -0.223%** -0.221%** -0.220***
(0.00378) (0.00381) (0.00805)  (0.0169) (0.0147)
Amount -0.373 -0.676*** -0.645 -0.470
(0.231) (0.217) (0.467) (0.578)
Rate -1.460%** -0.106 -0.104 -0.0312
(0.0872) (0.186) (0.256) (0.313)
HPI -0.230*** -0.161*** -0.113%** -0.116%** -0.109***
(0.0210) (0.0204) (0.0196) (0.0282) (0.0298)
ALT A% 2.890*** 2.556%** 2.685%**
(0.409) (0.581) (0.926)
Subprime% -2.329** -2.758 -2.642
(1.039) (1.679) (2.235)
10% -1.396** -2.011* -2.413*
(0.689) (1.073) (1.343)
ARM% 7.545%** 7.675%** 7.819%**
(0.509) (1.022) (1.297)
NEGAM% 0.262 -0.113 -0.311
(0.956) (1.489) (1.910)
doc_low_no -0.269 -0.236 -0.457
(0.568) (0.956) (0.883)
Balloon% -0.119 -0.153 0.0287
(0.925) (1.019) (1.417)
Prepayment penalty (%) -1.038** -1.411% -2.058***
(0.429) (0.601) (0.705)
Purchase loan (%) 2.784%** 2.535** 1.937*
(0.868) (1.093) (1.137)
Silent second (%) 0.120 -0.0200 -0.422
(0.663) (0.981) (0.922)
Single family (%) 2.110 2.387 2.033
(1.543) (2.205) (1.867)
Owner occupied (%) -2.832** -2.589 -1.903
(1.192) (2.082) (2.240)
Vintage dummies Yes Yes Yes Yes Yes
Parent rating variables Yes Yes Yes Yes Yes
Observations 3921 3921 3893 3830 3893
R-squared 0.759 0.774 0.803 0.808 0.823

This table reports deal performance, measured as default rates 2 years after its deal close year, as a function of
sponsor-underwriter affiliation variables, other control variables, and the credit rating of the parent company of
the sponsor (obtained from Bloomberg). Variables are defined in Appendix A and Table 1A. Robust standard errors
in parentheses. *** p<0.01, ** p<0.05, * p<0.1.



Table 9: Sponsor and underwriter affiliation and deal performance, by low versus full doc

Dep Var = 90+ DELQ after 2 Years

(1) (2) (3) (4) (5) (6) (7) (8)
Low-doc  High-doc  Low-doc  High-doc Low-doc High-doc Low-doc  High-doc
S_U_AFFL 3.210*** 2.819%** 2.895*** 2 511*** 2.626%** 2351*** 1.832%** 0.486
(0.340) (0.352) (0.325) (0.337) (0.318) (0.492) (0.689) (0.831)
S_U_MIX 0.0676 3.006***  1.682*  3.223***  1.908* 3.172*** 0.710 3.424***
(0.833) (0.768) (0.889) (0.736) (1.037) (0.876) (1.215) (1.184)
CLTV 0.106*** 0.204*** 0.117*** 0.0816* 0.123 0.0584 0.0743 0.0747
(0.0407) (0.0337) (0.0448) (0.0436) (0.0781) (0.0657) (0.0803) (0.0765)
FICO -0.270*** -0.197*** -0.280*** -0.174*** -0.277*** -0.175*** -0.284*** -0.175***
(0.00604) (0.00479) (0.0109) (0.0113) (0.0170) (0.0264) (0.0138) (0.0266)
Amount -0.228 0.0380 -0.411 -0.412 -0.405 -0.345 -0.513 -0.280
(0.276) (0.319) (0.264) (0.300) (0.376) (0.468) (0.413) (0.616)
Rate -1.442*** -1.261***  -0.362 0.0863 -0.318 0.101 -0.0129 0.0332
(0.108) (0.150) (0.283) (0.254) (0.384) (0.291) (0.387) (0.271)
HPI -0.249*** -0.121*** -0.195*** -0.0791*** -0.197*** -0.0819** -0.173*** -0.0760**
(0.0359) (0.0235) (0.0316) (0.0240) (0.0310) (0.0354) (0.0349) (0.0363)
ALT_A% 2.850*** 2.936*** 2,619*** 2.837*** 2.343%* 2.212*
(0.515) (0.626) (0.471) (0.842) (1.034) (1.119)
Subprime% -4,895*** 1,007 -5.555***  (0.785 -5.603** 0.284
(1.448) (1.422) (1.522) (2.278) (2.392) (2.890)
10% -2.059**  -0.548 -2.864* -0.916 -2.400* -1.488
(1.027) (0.907) (1.621) (1.441) (1.326) (1.791)
ARM% 7.200*** 7.986*** 7.669*** 7.969*** 7 754**¥* 7 A71***
(0.699) (0.732) (1.039) (1.236) (1.146) (1.318)
NEGAM% -1.537 -0.0598 -1.541 -0.436 -0.0706 -1.263
(1.335) (1.419) (1.957) (2.067) (2.084) (2.541)
LOW/NO-DOC% -3.768**  -0.922 -3.134 -1.487 -2.860 -0.598
(1.535) (1.188) (2.346) (1.640) (2.213) (1.803)
Balloon% -0.0422 -0.460 0.419 -0.927 0.470 -1.509
(1.270) (1.284) (1.377) (1.304) (1.332) (2.145)
PP penalty (%) 0.0828 -1.260**  -0.284 -1.570 -0.602  -2.888***
(0.594) (0.571) (0.818) (0.966) (1.011) (1.077)
Purchase loan (%) 0.504  4.375%** 0.281 3.849** -0.566 2.928
(1.310) (1.149) (1.563) (1.658) (1.722) (1.885)
Silent second (%) -2.163** 0.665 -2.357***  0.585 -1.726* 0.395
(0.886) (0.944) (0.807) (1.487) (0.977) (1.467)
Single family (%) 2.660 1.792 4.365 1.559 3.710 2.595
(2.396) (2.055) (2.684) (2.591) (2.622) (2.757)
Owner occupied (%) -3.758**  -2.377 -3.222 -1.669 -2.497 -0.801
(1.590) (1.737) (1.997) (2.621) (2.382) (3.103)
Vintage FE Y Y Y Y Y Y Y Y
Underwriter FE N N N N Y Y N N
Sponsor FE N N N N N N Y Y
Observations 2029 1912 2001 1912 1972 1874 1999 1910
R-squared 0.795 0.757 0.824 0.789 0.831 0.798 0.849 0.821

This table reports deal performance, measured as default rates 2 years after its deal close year, as a function of sponsor-
underwriter affiliation variables and other control variables in sub-samples. Low-doc (High-doc) refers to the subsample in
which deals' percent of low-doc loans is higher (lower) than the sample median. Robust standard errors in parentheses.
Variables are defined in Appendix A and Table 1A. Robust standard errors are in parentheses. *** p<0.01, ** p<0.05, *

p<0.1.



Table 10A: Deal structure as a function of sponsor-underwriter affiliation

Dep var: Pct_subordinated

(1)

(2)

(3)

(4)

(5)

S_U_AFFL 1.304%*** 1.296*** 1.322%** 1.318** 2,421 %**
(0.199) (0.199) (0.210) (0.504) (0.479)
S_U_MIX 0.342 0.344 0.522 0.735 0.556*
(0.484) (0.483) (0.484) (0.470) (0.306)
CLTV 0.0779** 0.0883*** 0.0198 0.0486 0.0915*
(0.0337) (0.0298) (0.0234) (0.0366) (0.0479)
FICO 0.000416 -0.000931 0.000811 0.000411 -0.00215
(0.00481) (0.00527) (0.0109) (0.0269) (0.0301)
Amount -0.0712 -0.0337 -0.00260 0.0971
(0.188) (0.202) (0.181) (0.232)
Rate -0.110 0.603** 0.464 0.344
(0.111) (0.261) (0.505) (0.521)
HPI -0.0402*** -0.0357*** -0.0294** -0.0153 -0.0115
(0.0143) (0.0134) (0.0135) (0.0251) (0.0297)
ALT_A% 0.769** 1.027 1.036
(0.330) (0.706) (0.785)
Subprime% -0.0222 0.182 -0.131
(1.008) (1.884) (2.299)
10% 0.151 0.419 0.691
(0.657) (0.749) (0.531)
ARM% 0.572 0.395 0.0639
(0.570) (0.655) (0.521)
NEGAM% 3.52]%** 3.548%* 3.040
(1.283) (1.685) (2.430)
LOW/NO-DOC% -0.335 -0.236 -0.660
(0.482) (0.472) (0.525)
Balloon% 1.027 0.788 0.725
(1.073) (0.946) (1.227)
Prepayment penalty (%) -0.295 -0.646 -0.453
(0.468) (0.574) (0.497)
Purchase loan (%) 0.535 0.840 0.307
(0.937) (0.941) (1.151)
Silent second (%) 0.261 0.189 0.106
(0.650) (0.956) (0.736)
Single family (%) -1.466 -0.397 -1.220
(2.364) (1.543) (1.978)
Owner occupied (%) 2.569* 1.530 1.148
(1.321) (1.581) (1.132)
Vintage FE Y Y Y Y Y
Underwriter FE N N N Y N
Sponsor FE N N N N Y
N(Observations) 2805 2805 2801 2745 2801
R? 0.022 0.022 0.03 0.071 0.12

This table reports deal structure, in particular, the percent of deal amount that is put into subordinated tranches,
as a function of sponsor-underwriter affiliation variables and other control variables. Variables are defined in
Appendix A and Table 1A. Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1.



Table 10B: Deal pricing as a function of sponsor-underwriter affiliation

Dep var: orig_wa_coupon

(1) (2)

(3)

(4)

(5)

S_U_AFFL -0.0165 -0.0421 0.0450%** 0.0475%* 0.127*
(0.0474) (0.0454) (0.0220) (0.0271) (0.0759)
S_U_MIX 0.115 0.0949 -0.0588 -0.0741 -0.00153
(0.0872) (0.0905) (0.0502) (0.0716) (0.0523)
CLTV 0.102*** 0.105*** 0.0830*** 0.0830*** 0.0875***
(0.00412) (0.00406) (0.00313) (0.00653) (0.00625)
FICO -0.0117*** -0.0103***  -0.00342*** -0.00365** -0.00317*
(0.000528) (0.000507) (0.000849) (0.00162) (0.00171)
Amount -0.613*** -0.489%*** -0.0803*** -0.0710* -0.0859**
(0.0510) (0.0460) (0.0188) (0.0385) (0.0423)
HPI 0.0474%** 0.00909%*** 0.00820%*** 0.00954***
(0.00328) (0.00199) (0.00289) (0.00288)
ALT A% 0.132*** 0.111** 0.0590
(0.0430) (0.0454) (0.0741)
Subprime% 1.046%** 1.024%** 0.980***
(0.107) (0.157) (0.220)
10% 0.370*** 0.376* 0.431*
(0.125) (0.202) (0.236)
ARM% -0.990%*** -1.013%** -1.015%**
(0.0673) (0.138) (0.165)
NEGAM% -3.635%** -3.604%** -3.520%**
(0.148) (0.238) (0.253)
LOW/NO-DOC% 0.0183 0.0307 -0.0291
(0.0506) (0.0877) (0.0832)
Balloon% -0.0741 -0.0934 -0.0449
(0.0739) (0.121) (0.131)
Prepayment penalty (%) -0.161*** -0.166*** -0.208***
(0.0397) (0.0429) (0.0343)
Purchase loan (%) -0.0795 -0.121 -0.115
(0.0774) (0.0889) (0.0943)
Silent second (%) -0.0240 -0.0280 0.0106
(0.0568) (0.0762) (0.0819)
Single family (%) 0.149 0.209 0.228
(0.129) (0.127) (0.147)
Owner occupied (%) -0.00785 -0.0206 -0.0307
(0.109) (0.196) (0.174)
N(Observations) 4,094 4,094 4,066 3,996 4,062
R? 0.417 0.463 0.868 0.870 0.882

This table reports deal weighted average coupon rate (in percentage) as a function of sponsor-underwriter affiliation
variables and other control variables. Variables are defined in Appendix A and Table 1A. Robust standard errors are in
parentheses. *** p<0.01, ** p<0.05, * p<0.1.



Table 11: Robustness checks

(1)

(2)

(3)

(4)

(5)

(6)

Dep Var: 90+ DELQ rate in 2 yrs Including DTI Sponsor in a conglomerate
S_U_AFFL 1.921*** 2.431**%* 1.526%** 1,749%** 2.339*** 1.117**
(0.309) (0.626)  (0.536)  (0.310)  (0.650) (0.471)
S_U_MIX 2.456%**  2.665%** 2.421*** 2.614*** 2581%** 2.200%**
(0.592)  (0.708)  (0.650)  (0.606)  (0.634) (0.683)
CLTV 0.116***  0.104* 0.0983 0.116***  0.109* 0.112
(0.0325) (0.0592) (0.0662) (0.0326) (0.0632)  (0.0704)
FICO -0.212*** -0.211*** -0.211*** -0.220*** -0.221***  -0.220***
(0.00802) (0.0147) (0.0135) (0.00809) (0.0165)  (0.0147)
DTI_expand 0.487*** 0.487*** 0.446***
(0.0617) (0.0988)  (0.125)
DTI_missing -1.854*** 1,226 -1.246
(0.304)  (0.740)  (0.817)
I(sponsor_in_a_conglomerate) -1.502***  -0.248
(0.311)  (0.595)
Amount -0.662***  -0.642 -0.452 -0.662***  -0.643 -0.470
(0.211)  (0.434)  (0.547)  (0.213)  (0.467) (0.578)
HPI -0.0941***-0.0972***-0.0935*** -0.118*** -0.116***  -0.109***
(0.0188) (0.0254) (0.0266) (0.0199) (0.0283)  (0.0298)
ALT_A% 2.842*** 2 570*** 2. 742%** D JE5*** Q G5A*** 2.685%**
(0.405)  (0.546)  (0.923)  (0.408)  (0.585) (0.926)
Subprime% -2.859%** _3,150** -3.009 -2.355** -2.744 -2.642
(1.027)  (1.497) (2.153) (1.047)  (1.670) (2.235)
10% -1.429*%*  -1.821%* -2.261*  -1.764**  -2.046* -2.413*
(0.684)  (1.038)  (1.317) (0.699)  (1.061) (1.343)
ARM% 7.522%** 7 622%** 7 798*** 7 54*** 7 £81*F** 7.819%**
(0.504)  (0.960)  (1.224)  (0.509)  (1.023) (1.297)
NEGAM% 0.550 0.419 0.259 -0.0552 -0.129 -0.311
(0.945)  (1.450)  (1.917) (0.960)  (1.477) (1.910)
LOW/NO-DOC% -0.385 -0.250 -0.488 -0.103 -0.225 -0.457
(0.564)  (0.976)  (0.895)  (0.569)  (0.949) (0.883)
Balloon% -0.341 -0.266 -0.0346 -0.432 -0.182 0.0287
(0.913)  (1.063)  (1.453)  (0.926)  (1.044) (1.417)
Prepayment penalty (%) -1.306%** -1.547** -2.050*** -1.408*** -1.444**  -2,058***
(0.432)  (0.612) (0.754)  (0.440)  (0.556) (0.705)
Purchase loan (%) 2.322%*%* 2 189%* 1.648 2.440*** 2 525%* 1.937*
(0.860)  (1.066)  (1.162)  (0.870)  (1.085) (1.137)
Silent second (%) -0.103 -0.190 -0.581 0.0523 -0.0258 -0.422
(0.652)  (0.973)  (0.906) (0.663)  (0.986) (0.922)
Single family (%) 2.311 2.515 1.917 2.397 2.420 2.033
(1.512)  (2.281)  (1.938)  (1.527)  (2.200) (1.867)
Owner occupied (%) -2.797**  -2.713 -1.861  -2.902**  -2.579 -1.903
(1.169)  (1.885)  (2.146)  (1.214)  (2.083) (2.240)
Observations 3893 3830 3893 3893 3830 3893
R-squared 0.807 0.811 0.825 0.804 0.808 0.823

The first three columns include DTI (debt-to-income) information. DTI_expand is equal to the original DTl except
that those with missing values takes the value of the median DTl value. DTI_missing takes the value of 1 if the DTI is
missing. Columns 4-6 include a variable that takes the value of 1 if the sponsor is part of a conglomerate, such as
Citibank being a part of Citigroup. Sponsor parent rating variable and coupon rates are included in regressions.

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1.



