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I.A &

2717 2 1Y 1i(mortgage mortgage loan)& &3 59 F§7|do] 2 A}d
Al Aggt F7] FesidgEgEs onlgity Z7)AES AR A= T8 Y
e S Basol & et gl AV AdAow e gYR Aus &
ek = A dFH, A - ls, ABEEIAReE o] A o] (duration)o]
1B Als E53 A7) FA tide]
H RTIAe] FEstE A g xR, 27138 52 T8 prepay -
ment) 913, IAF F& AF-Eol W (default) H1F T A FAAEO] BI1A] wS]
P E7AE 78 AIEY] el lolA 2 Aleks A #
=2 E7]X]9] gol Aloks WA HH IPAF A o] BT we] BIA] e =T
AsHER AA 271A A FAAT7] e AR sAe
of AN 7H FaT AL E BUA RS A AT delsks Aotk o9 ¢
sto] ARbAQl A LS vkgt RIUIAES Kol EIAE(poo)s TEE F o VI
FTEANe MEE TUE Tdsto] Al ¥
o Aol MBS(Mortgage-Backed Securities) =,
7P A0S 7 A BYIAECA Bk dw 553 AdS s oAl wfEst
5 o] A% (mortgage pass—through security, pass—through)®} ®Ht} B33 42

2] CMO(collateralized mortgage obligations)E & 4 UTH2 ARl ©<d] B[R &
oA HAstE du 555 TYsHA (/A Fusks S v CMOel = tranche
(EfA)eaL Eg= o ASY Sdo du 559 BaAe] AdA R 4t
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1) “default’= “AF-Eold o2 HAHZW wr|x| e} A= ‘g o w2 w9sidetxE Tt fioh
2 AT A E “Io] “BIIA] YA default’E V| EhE ALE AME V]E Eig=

2) ® oM E AFo)ASE T pass-throughlZ &&= o] & CMO”"¢} tz3}9]) “pass-through”
o] PO E TUI|E gt}

3) pass-throughi= CMO®| “nested”® S F HAA7} £xbo] 583 A9(FeH&0] 09 49 3
°L5}7] gt

4) £ PAC-Support 7x21%E Fth F2 oW ZE PAC-Supporte 7H¢ AHFEA AAE Aed-F
£9) FATEE Ea,
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AR g ‘?lokéil ”Tiolr/}. add MBSO 7HAR e Bt VE w9 ATE
AH R, i) MB FR 2748 A8s SH40R T kAL i) MBS 7F
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o] APE oA9A Eet=rtel wek HdA MBS 77 @ebd g e e <l
N3 BHT B ATelE ABAA AdHon 2EFA dTE & 249
it APE e FATCEA MBS 7HAE A= et o8 BeE
o] o] Weksel & A= 9% 2 1 FUA Fos nEIY

B71A] 2AA4Are] sk 913o] EAs= oW V| BS(B)o] HTtE o=
A3 M G(disutility)> =42 WA, T4} ZL 2IA F8718 5 Tt
T o] H&ES Fee "t olE Fudte FAE Ui EUIAY 3t Y AAE
AAY = GARE 3t o] FolxS W Ao B8-S HAuistels ZUIAE 4
2 MBS WA pxE Adddosn st dE gedeR A ¢ vk FAH L
B2, BVAES FAske G A Eo] 3t 91de B S glen B
71AE T ol Fell = MBSe| ezl os) a4tk /1o fe # AT s sk
oS ol FAA BEo] TulE L MBSO ZHA(7HA)7E Alard ¢ Qv i Aol A
= olE olEHLeR Tt 1 AdE Thed A ew sidsty MBS Al o
g fJAA Fels A

AT B Age giHlske] tea 22 SAS 7RIt WA i 27149 o9
ojuf /I m71A 91 o] FHAAE &8 3 (stochastic process) o 3 skol MBS

ZHAB7EE AlEshs el 7E e 7 Stk RE 2 dtellals A B1A

o 919, A mA1A SlEETre] AR, A% Feldte] TE¥4, MBS 24 W

5) MBSZ sl 2 7]%-2 the Federal Home Loan Mortgage Corporation 2 the Federal National
Mortgage Association®]i, R17ba-§7]e] @33t MBSE B33l 7]#2 the Government National
Mortgage Association¢ld], o]5S &4 Z+Z} FHLMC(Freddie Mac), FNMA(Fannie Mae), 12| 3L
GNMA (Ginnie Mae)2} §-&rth. -2lvate] 49 20049 3¥ 19 WS d=xF8553A7F MBS
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FrEE Sotedl, AYAe ALY mg A5 AN tigk dF How
(e ¥RE + B2 o3& )& Mugith= Aot o] 52 AYgArt A4s o584
- O ARG 22 A5S AFste AFoR osdtta Mg, A%
ol FAl 7IE BIVIAE HAkstHA AQATE AsHA He(oln] AEd) 12 XIUE
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MBS®| &8 xo] wep o 7R g 5 n
weto] ety 8 5 9t}
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AGA7E ks AEFPeid o= = =
ofmty] wiitolth, 1HBE E Ao AW or RIYIAE HHE A% 7HA
of XA E9 o] ST AAIAEY &S w spito] WAL ThFgit)
ol it S ME BIA Aol fHH o AASE A B §)
T R7IAE Aol o= Ax AAT 5 A, L olhie BI1A
¥ BF7F “AAA 918 (systematic risk)” ofH 7] wWiEolth & EI7[AES T4
w Ik 1Fe] el AL T BIIAES T ol EFAITH F dARAe
ik 182 A4 4 dg. a8d A E9A AF 3 pass-throught E7AES
(I/n)Z FoFst AR o7 o]Fojx MBSo|ER2 R7|AE AAE dFo MBSz & &
Ao o] W B7|AEE 7P dedh JEfe] MBS7F Frk(E3] CMOE “MBSE 7]
Asko 2 sto] HalEl T g2 MBS'gal shed o] wl dabe] MBS & RUIAE
pass—throughZ 9Ju]3it}). B G = 714 43k g8 MBS¢l pass-through
B71AE)e] 7hA ek AE RIIA 2] 3Hike] Ao sl &gtk dH B7)A]
Foll i, Al Felste et FAAEY] S0 85 B
%*f—’\] 7] T-Z(security design)i MBSE #estd F2x7} 3718t
T P77 ded = Atk Al A= T4 £97F g e o o] 58
e F2E A VE3dAs 522 &97F 249 o ol&
A7l MBS a4 2E azgh
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(1) B71A 2472 Ao A &Eafof & R7|A] &9 o] &y
B4 FREY] A 7HAEY F u 3iHdefault) & A
(i) webAd 3iHEy B71A 29 7HA = B7)A] FRES] A 7t
(i) B71A] 3it S o|F By or HdotH, /i B7A 2] 3t &8 gy, o
7F 50% % FAT A, ARt o R g =% A, Holbh g # @kl BFE R

= B},
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(iv) MBS+ 27H¢] RIIA &5 7|22 = gt 3 €t

(v) o] 27§e] ®IIAREL /HE st #aAS xﬂﬂﬂﬂ% sl 2%, B A
o] Foldw, B7A FEE] A 7 Fo] B
T35 LS gy, @ tEE Alofe] A HWA o] 7}@—3— sleth).

(vi) Ziba} #aste] 270 B71A 29 7FA] ] Ak

(vii) AlgdlE 939 B4 2 AdsH FAA 5 F el oA A(repre-
sentative) FAAZE EATL B =0 E gdiety] A& 7 W FAAF BF
AF 39 A A= A gt

(vii) $193)3 FAprte] T83E3E= DARA(decreasing absolute risk aversion)
CARA(constant ARA) 12] 12 IARA(increasing ARA)Y Al 45 25 74
ok FAHeRE UW) = In(W), —e 77, 1283 - (a-W)*& 7P &h

(ix) MBS+ 2709 A E(EHMR], tranche) 0.2 w3y F T}

(x) FHPolA&S 002 7Hg gt

e
rr
o
)
=
|
IA
o
A

wA 7HY Gi)e] old RS Awnzl By Ee] zte] g dAAZFX7F 27
A HRES A HART S wol] mpito] MAsh SAbA] tf &7 H el A K7
A& 7= FEREY] Al 7HHe] "t 2y B E gk A o] BI|AE] 7HA]
Peetaur= IH2F0] WASEA] 238 9] 7FA] Py defaur B-TF TR 3 Aol A= £4 9
Ao o] F WFE o v F ¥MFE FAS LA dh = Pu detan = P(1+0),
Pietaur = P(1-0)0]tF (0<0<1). WA HFH O Pry defautt, Peraur® 7 #kO] F01AH
o] F e AAU P, 09 F #tow thA] FA T divkstd o] 4 F A9 ‘ﬂ@&l
o 7H-4 HF7E e ded Aol |7 wiEolth 24 P defaur = 200,
Paetautt = 15001 200 =P(1 + 0), 150 = P(1 - 0)2] WA S %01 P=175 0=1/7= 0143
o] & & F gtk A P=4{P(1+0) +P(-0)}o|B2, BF P= AdFH FAA
AAM = E7A 9] 7HA(E])E ovlstal o= Fo R QIgH BI[AE 7HA 9] W&

He el g,

(a) P(1-0), P(1+0) : Z71A] “9}AF" 5 “JEapal o] 7FA] (0<o<1)

7 Gi)e] ovl= vaat 2ok 5849 Wiy 3t g Sl 3d WE
BEANAEZR] Bolz, AdA AFA Y A A FL 20 A Sl weh A9 Ak
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AA A A7) (event) = B FAAE G d2A A& FRed A Fie
&9 A77F AbdH o R vlszsitt st ete b A AAle] AolF ol wet e o
E A7lel Ferh B8 g Qlvh 2R T ARQiRbe] BYIA RS 3k st
A Ul 7HA A9 EAEE], 7 R71A1E ML, M27} {no default-no default, no
default-default, default-no default, default-default}”} == Z-$-Eo|t} o|A] o5 3t
@3] {uy, ud, du, dd}= FEA|staL o] Ztzhe Fulo] uwie} s AbA(event)® ol

3+ & (probability) = on|alE Ao &2 oFdha).

(b) {uu, ud, du, dd} :
FoRZAEY PRt - JEmat, ekl - sl gt - e, 9k - shad Ak
2 gE
24 M1e] 7hx| 9k M29] 7hx| o] Al p=10o]etd o] vl A9 FE2 {05
0, 0, 0.50] ¥laz p=-10]&}® {0, 0.5, 05, 0)o] & Flolh, e} -1 <p<lojzhd v
B4 gEo] BF 0t & @S 7HAA vk vl ML, M29] “IRE ZE g1 = g
= 05019 thgo] 4 HEh

(¢) {uy, ud, du, dd}&] #A 2 :

uwu +ud+du+dd=1: AA &7
uu + ud - (du +dd) = 0: v(l-g) -g@=05-05=0
uu + du - (ud +dd) = 0: v(leg) -2 =05-05=0
o] wj A#AF po} 4 BE uy, ud, du, dd Atelol= A 13 22L& #AAV &A%
o}, olo tist T FZFof Q)

A 1:p% uy, ud, du, dd9) FAA(-1 < p<1)
(i) p=uu - ud - du + dd

1+ 1—
ATP ud = du = —2

() uu = dd = T 1

42l 12 agoz ey thevt 2
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(2" 1] 27X npebnt JHx|

M17E2] M2 7}X 274 F g
P(1+0) 2 - P(1+o0) uu=(1+p)/4
P(1+o)
b/ P(1-0) 2-P ud=(1-p)/4
DIy P(1+0) 2-P du=(1=p)/4
P(1-0)
DI P(1-0) 2 - P(1-0) dd=(1+p)/4

ks oy WE
FAEe AF 39 Aol TUAE orw E dAdAE MBS LTz
e 7HXFE e aF@s] fEA el digk AEA HEE R T R
= 3] =

7} Hk AAke B el A7)
Tol w=olg St Az WAA TR 27] A%tk A (e EAHom
A% ALHE B84 FUS B ATIA ALSATE Eolthn B2 ol gd

7) AFENA AF ALEEE &89 “linear risk tolerance”E HolE 2834 52 HARA (hyper-
bolic absolute risk aversion) &-&3tgo|tl. = “absolute risk aversion”®] 97} aW+bE FA|H =
FE3E0d, o714 b=0°]" CARA, b=1°" log utility (DARA), =123 b=-1°]" quadratic
utility (IARA), a=0°]¥ CRRA £8%57 #th
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2. DARA 288

B/AE] AHRCINEDE ML, M2el uaAlel 3w gonz a5y
TR A 5AAFS EEe AA 2k AW QBN T fge ®
ﬂﬂ%ﬂ~%ﬂﬂﬂﬁ}ﬂﬂﬂ"QQEEOVV%:°@ﬂﬂJ$44ﬂ§%»J%ﬂi
2 AvnsE k18 EEFFIE UW) =In(W)el 35 ML, M2 7124te.

e B/AFRRE ) TR A0 8 et gk

EUMBS) =uu X In[2P(1+0)]+udx1n[2P+dux1n[2P|+dd < In[2P(1—0)]

11% [2P(1+a)]+T><l 2P+ 2L nf s+ 1Ip><1n[2p(1 o)l
1Ip><{2><1n[2P]+1n[1+0]+1n[1— ]}+%x1n[2p]

:1n[2P]+%x1n[l—02]
(4 1) DARA FAAe MBS 7Idl &&

EUp,ps=1n[2P]+ %x In[1—o?]

A (DL F ML, M2 7FA1 9] Al po] haolmz oWl gho] BIIAES 7124
Arow Hdet=rlel whEl o] MBS &8 depxitt of& n#ety] fs A (D9

)]
h=]
A 5EE pz W dua,

oEU, 1
67?“:*111 [1-0%] <0, where In [1-0%]<0,0<0<1

olm® p7b 2545 DARA FAALY] 7|H B82S SoiE

A 2:DARA FAAHe] MBS 7o &83
T E71A M1, M29] 7R 9] F#3AF p7t AS5E DARA FAAS] Zdla s 5
o g},
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Ea7be] ZEFETF UW) = —e 7l 79 MBSERE A 7Y 54

EU(MBS) =uux [—e] 72149 4 (ud+du) X [~ e] 72 +ddx [—e] 721~

_ 11’0 X [—e] 72O 4 1gﬂ ¥ [—e] 2Py 11‘P X [ ] 72PO=0)

_ 1+ o, 1— 1+ ,
[—el " Tpx[e] 2’B’Jr?anTpx[e]("“'P”

(4 2) CARA FAA¢ MBS 7IHl &8

o p 1+ Cony ; 1-
BUgipa ==l 7 L2 (] )+ 252

p7k ol A= F&FS B487] fs A 2)F p= HvL HEAL

= el el ) 5

o 1 1 _
=[—¢] %P[—E+Z9(X)], where g(X) = X*+ X 2 x=e"" >

rlo

t}

23t

ANA -3+ oo BB g0 o) 2utk 27t ola) AR =], g(l) -

4
09(X) _ v oy 8oy 3(yA_ o Lo A
20] 1 o 2X2X =2 (X'=1)>0(x>1) o|B=Z gX) g 4
9EU,
o g(X)> 2000 SO = |-y g <00l ol B prh

CARA FAAe] 71t Ego] Fulghe onath

73 3:CARA FA#9 MBS 71d 243
=
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FARe] BEFFTE UW) = —(a— 1?9 39 MBSEHE Qi 71t &8 the

EUMBS) =uu(—la—2P(1+0)P?) + (ud+du) (= [a—2PP) +dd(— [a—2P(1 —)]?)
= uu(—a2 —4P2(1 +U)2 +4aP(1+0)) + (ud+du) (—a2 —4P2+4aP)
+dd(—a®— 4P 1—0)*+4aP(1—0))

:ﬂ(*2a2*8P2(1+a2)+8aP)+(1_p)(*a2*4P2+4aP)
1

= 1P (2 4P(1+0%) +40P) + (J)(—aZ’ —4P*+4aP)
p

:%(—2a2—8P2—4P202+8aP) —)( 4P%?)
(4] 3) IARA FAA9 MBS 7| &6

1
—(—2a>—8P°—4P%* +8aP) — 2pP202

EUpa = 9

p7k o] FHE gl AT G BAS] 96 A ()% p= HvlEsY 2Pe|n
2 thgol gyah

A2l 4:IARA FAAHE] MBS 71t 283 p
T EZ1A ML, M29) 7HA o] Al prh 2HE S TARA FAARe] 71 ESE
.

o|\

A2l 2~Ael 40 olstel Aol Q89 FAAL Felakwl 1o E TG P

o} BAIGlo] pgto]l F& BYIAER MBSE 1A w o] MBS #A &8 & 7}
&= f‘—ﬂ%ﬂp— & om, o] A MBSt AlFdA Hu w2 7tFgog w9
FEd 4 Juk® FE FHFHl pgho] e HIIAES FAE] 3 daA wkor

B 995Y FAA A9l weel Wy

flou fgse Fapxte] a4(7FA]) TulE MBS A%
& 7}4 (equilibrium market price)-< K

]_
g,
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. MBS 23729} 71287} : o] A A Exz} AL

Pass-through®] el MBS7F @35 AFaFo| ozt 50%2 #2E 2zt 270
o] E#;MA|7} @ Et) 3+H Senior-Subordinate 7% MBS & CMO+=, 34t} ¥

Aflel d= sFo] wl¢ g4l A=A (senior) 2t o] AEHAE fl8) d+ &
o

(m o

o] tAAS et T A (subordinate) & o] Fo]7 MBSE w3t} o)xd Z}
A2 I AES AF 2 AASI FAAAA AAE o o2 FAREe] &
S AaAIA FodA Hojx 3 HFe] FAAES] §85 FHHoRE S 4
o o] uf CMO9 Al 7142 AxdE 4 Qv By FAPezE 2 FAgMe
Senior-Subordinate 3¢ CMO9] 4-¢ <& 1> #Zo| R7|AFS dx7 355 A
FEajsicta 7EA ) = CMO9 M2 UE trancheE "igE 4 A& YdxH =&
A3 T FAAE EA g 7FA g
<E 1> MBS #ll7xel 312 52(0<a<1, (1+a)o< 1))
g Mortgage Pass-through | Pass—through CMO CMO
Pool Tranche 1 Tranche 2 Senior Subordinate
uu = (1+p)/4 2 - Pll+o] P(1+o) P(1+o) Pl1+(1-a)o] | Pl1+(1+a)o]
ud=(1-p)/4 2P P P P P
du=0-p)/4 2P P P P P
dd = (1+p)/4 2+ Pl1-0] P(1-0) P(1-0) Pl1-(1-a)o] | P[1-(1+a)o]
J d= 55 2-P P P P P
Z A uu(dd)7F ZAste] 2R &9 ERAY A5 550 oPTE AA(ZFold)
wfoll = senior tranched] acPiHE9 A& 322 v AA(EA) wiAs HF A&
5P Aa1E 9 d7 5259 E3EAHS #AA4A7)= WAl subordinate tranche
o UMz A7 355 25 uAse E3AAHS 42171} oA Senior-Subordinate

CMO?®| Fej2 MBS7F &ed= i 7t Fx4=ke] 13 3]9] Jge “AgetA”, & Ad5
2} Al+= Subordinate TrancheE 1831 ¢ 3] 3] x}o Al+= Senior TrancheeZ A|A|
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MO senior-tranche®] &
th gt ojsls 93 FAA dE EUE o = 19 A9E ALE
™ Senior tranche= 3 “P’9] A5 TES ZE “FHF Ao #H
pass-through tranche®] $1&-& ¢7d3s 1 AABHA Fol 91 35] 9] FApA}e]
3] ZUA)F| 22, I pass-through tranche®.U} senior trancheol] Ht}t =& 71X (7}
A)g F-oJ3th & o = 19 A Z$ Senior-Subordinate MBSE 2Hajstd g5 ¢ F
Azl Z4L WekA] gAINE 9139 FAAe] 58S FojEo] o] MBS tigh
A )= Ak ol A7 Al ol R3]y Frrt o] d Al Faxt
g | = o 24 FA4x Jdo g8l A3e trancheES Taaste] vt
W AHoR Fxa g8 9 MBS 7HA 9 FUE 7HAE F Qlth
S FAAE oW oo i e A3 §8 FES FAo] gobEd
ong ol Fgol gk nFe AFelr|E o, 2 FelA e sy FAA
Al do] A senior-tranche®} pass—through E#: ] &8¢ 27| v 3le] F MBS
of HA &8¢ AV|E vluwsr|E gtk 5 o =009 senior tranche = subordinate
tranche = pass—through tranche®|E2 F MBST 43 MBS7F H 1L o >00]H A
o]k MBS7F 122 o >0¥ W (833 FAHAH9]) senior-tranched] T892 W3S
Ao EowA F MBSO A 7 E gotstr]® gt

¥
o

S

2

@)

1. DARA &&%h
senior tranche®] 71t &8&& T34

Eu(semor):%ln [P(1+(1fa)a)}+2><%l A+ 220 1P(1—(1—a)0)]

1+p

1+p[lnP+ln(1+(1 a)o]+ L LA+ L P+ n(1- (1-a)o)]

0|5 & HAw|E3H oLy Zoh



a4 B P g

AEU(Senior) _ 1+p { —0 n o ]
e 4 1+(1—a)0 1—(1—a)0
_(+4p) -0

21—a) - o
4 '[[1—(1—(1)0]-[1+(1—a)0]]>0

a8 22 CMO senior tranche®] &8 pass-through®] 7H®¥ tranche?] LA BT}
A3 w2 CMO AA9] &8 pass-through®] &-&HT} Ao}

2. CARA &&3F

1+ . _ 1— . 1+ P —(1—
EU(Senior) = P [ ePa+(iza) ]]+2><Tp[_e W)y TP [ alPi-(—a)ol]

4
_ 1+p [_ —A,P—A,P(1—a)n]+ 1—p [_6—71)}_’_ 1+p [—ef yP+~P(1—a) ]

4 2 4

_ 1+ _ _ 1— 1+ _opP(1—

P P _ FP(1—a)o] _ P P _ FP(1—a)o
R e |
o5 o= WH|EstH thE3

dEU (Senior)

_ 1+ _ _ 1+ Pl —
_ P 4 FP(1—a)o P yP(1—-a)
Py [ 4 [ € ](71 0) 4 [ € }( 1 U)

— *",’P( lzp )(’yPO’) < [6”,'1’(1*(1)0 _6f'y]’(1fa)a]
—.pl1+p AP(1—a) 1

— P yP(1 o __

=e 7 (74 )('yPU) X [e @ 76713(170)0 >0,

where 1797 >
a2 g2 CMOY &82 pass-through®| 81T} =T

3. IARA 58&%

EU(Sen) = 1*p

% o W vhe} Rk
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OB Senior) _ 140 (_afa— 1+ (1—a))io)) + 2 (2l A1~ (1-a)o))(~ o)

=152 (90) (fa— P1— (1))~ la— P(1+(1—a)o)])

1+p(
4

20) - 21—a)o>0

aHEE CMO AA9 &8&2 pass—through® T-&HT} =t}

2 oA Ag7kA] AHE vkel Zo] 99 3s]|9] T ohekst FEje] g835hol
Ax CMO senior tranche®] ®-8©°] pass-through® 7§¥ tranche?] &-g&H T} =t}
a8n2 g digt B} Adolgt FRRFEe] Al Hold wjo = (TYUd B

AES oz MBSE @ A9o%) vt 729 pass-throughB Ut R
b stE 20 CMOZF desa 1 Ay AJgdA 9 52 7tde=z AdE + 9l
00 o} 2 o

T= =2 1 M

IV- %XI.E!.

2

24 AS

© FAAE 91939 FAAR] A5 AU EV|E st o] u FApREe
L3 Jert E2ldW 7t TR 882 “additive”dHA] ESEE FAA} G849
(sum)®] FA4 ou& gt v Fx42; 83,5 FYshA st i
9] Fol FAA onE etk aYER fEe T OFAAY] E83Tt
DARA, CARA & TARAS) %$8 A3lns|2 itk 2 FAxe] Zdo] 100% 59
g Ag dA B 589 §e FUA7IE MBS Ba 727 EAlEEAE
& B7)& gl o2 B Al Hodats FARS &7t gAH oz fAaLE
Aol B e 7HE ZEshe MBS ZHE F5E & 7 dth
T+ A3y FAAE HAA Gl obd HAA FAA 28 SdstE sk
2, CMO 3 +zE "t} ¢wkslste] CMO senior tranche ¥ subordinate tranche-ﬂ
g F2E ool AAANINA FiL AR o, gE AAIRZ A (KF 2> F=F)

FOI' ko

(

oH
ol

3‘:;
12 o

2 Aol A= Jensen's InequalityE ©]-&3F] T+ MBS 82 wus] H7|2 s}
fl -

DARA, CARA =2 IARAR T+ FA Ao g&34E5 7143 12 ZAEAL 5 4

9

=

A MM AFA uu & dd ¥4 A subordinate tranche 85 EE% Pllx(1+a)o]& AAT o]F,
= aZ AAANZ olfE HFFH FAAY JU(ES) PE TFA7] A AoldeS 71YsAk
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<E 2> MBS gl F#xel sigd 580 <{a, B} <1, 0 <(1+p)o <1)

8g Mortgage |Pass-through|Pass-through CMO CMQ
Pool Tranche 1 Tranche 2 Senior Subordinate
uu=(+p)/4 2 - Pll+o] Pl1+o] Pl1+o] Pl1+(1-a)o] | Pl1+(1+a)o]
ud = (1-p)/4 2-P P P P P
du=(1-p)/4 2-P P P P P
dd = (1+p)/4 2-P[1-0] P[1-0] P[1-o] Pl1-(1-pB)o] | P[1-(1+p)0]

o BFol xY we] Fapxte] g&9 AVIE f[x]2} kAR o] wf {[ - [7} DARA, CARA

%2 IARA F oW FFolE BT P uAY AedFoln {[-]e FoudR

(strictly concave functions)¥-& & 4 3t} ©]A| Pass-through® F+ EWAE H
o

& o] Y Ees o o

_l
Ho

-

i

Pass-through®] 7|th& &

= 2x{17] Pass-through tranche®] 7|tj&-&}

= 2x{uu x f [P(1+¢)] + (ud+du) x £ [P] + dd x f [P(1-0)]}

= 2x(ud + du) x f [P] + 2{uu x f [P(1+o)] +dd x f [P(1-0)]}

gtA Senior-Subordinate CMO2] + EAMXE BEF3 oo 7| g82 v 2o}

Senior-Subordinate CMO2] 7]t &

= Senior tranche?] 7]t &8 + Subordinate tranche?] 7]u] & &
uu % f[P[1+(1-a)e]l + (ud + du) f[P] + dd x £ [P[1-(1-8)c]]
uu % f [P[1+(1+a)e]] + (ud + du) f[P] + dd x £ [P[1-(1+3)a]]
= 2x(ud + dw f[P] + uux {f [P[1+(1-a)o]] + f[P[1+(1+a)o]l}
+ dd x {f [P[1-(1-B)e]] + f[P[1-(1+3)a ]}

+

a¥ER F MBSO ZEES Bk,

Pass—through 7]t & & - Senior-Subordinate CMO¢] 7|t & &
= 2x{uuxf[P(+0)] + dd x f [P(1-0)]}



MBSe] @3} 7HAF 7 47

- uu{f [P[1 + (1-a)o]] + f[P[1+(1+a)c]l} - dd{f [P[1-(1-B)e]] + f[P[1-(1+B)c]]}
= uu x {2 x { [P(1+0)]- f[P[1+(1-a)c]] - f[P[1+(1+a)e]]}

+dd x {2 x f[P(1-0)]- f[P[1-(1-B)c]] - P[1-(1+B3)c]]}
=uuxA + ddxB

7F Aoy a9 f[ - 1= A28 3ro]2E Jensen's Inequaltityoll <3l

A = 2x{[P(1+o)]- {£[P[1+(1-a)o]] + f[P[1+(1+a)a]l} > 0
B = 2xf[P(1-0)]- {f[P[1-(1-B)a]]l + f[P[1-(1+3)c]l} > 0

O] Attt S Fake] A4 28 3 dEl7F DARA, CARA, 52 TARA] #
a81 0<{a, B81<], 0<(1+8)0<18l BE o, gatol tial, Pass-through®] 7]

1A} Senior-Subordinate CMO2] ]"HE wr} A}10
3 CMO9| e 725 t% dutsist 4ol o adre = 21377}%]% AR
ud & du® 7ol Pass-through®}t Senior-Subordinate CMO2] z} E @i x]o] z}
7} “pre) A 550 dE AA T Senior-Subordinate CMO2] F E#A]9] &
2o W3lE Fo] B FAZ S F senior trancheol = P(1+6)Z, subordinate tranche

[oi

daate A5 AT 5 e, o] ASddE pass-through®] =8|

o A yebdth & 92 senior trancheol] P(1-6)Z, subordinate trancheol] P(1+6)
735

g ddste o= mp7EAIRIE $1¢] S7 A A v FASIER 7N = FH
S AEreit oA RIIXEY dF 555 P o R Bulfsh= pass-through
Hop st o, 8, 5 @S] 2FS ol&ste] Buld 4 gl= CMOS] Tzt 44
ArEal dubE o= B+Eta 34 pass—through®Bth O A& §85 Al&E3t= o]
e Fold7? ol FAF 589 g #AHHo] k. F F FAAL BT 9
$8 395l AgddE, BUAEY] du 558 48 ¥ Balste FR7F AA &
A BAY 7P =2 885 FEIT divebd CMOSH #eo] 7 EdxEE S
Az - AAANA AA T2 289 TuE #atda s, e HJFTEH EWA

10) #F1= F MBSC
HolFEth DARA

%L
o F""

e AR,
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of taf, &= 7 E&3o e

33} 2B & pass-through®] $9¢ &8 —‘?X}X}—J 14 ﬂJ] = 9} Aol &
A A (“robust”) 4HES & F

FAAZE vl A Aol EdAL] A
7F olfth= Zlolth vk Aol ek 71Eek S48 7k, o]
Fojstd Al Mol ek Zo] MBSO 28 Fx9 W

g Aol By =u R4 o2 MBS7F FAAFE A
O A T w2 7HAoE AA f+EH7] Halrs FAAE adol o

g AAY A7 dasit

N

]
=

<
o
5
o,
A
[
ot
]
L
fru
f
°
o
)
flo
o,
o

M1, M2¢] 34k S8 77t g et 3k o)Al o ol g = g =4S APEEAE
U3 @A 0 < g <1 2230 < g <I9S ARFT 2 RS F 24E EY

gol wep 22U o JEVICHO) 5 o wmgehiio] Y el

ket oleldt AW E AT} BT gy g o, 5, 78] FFE UERY o5 Fhol
g AR F3(+, )7 2AH7] wielth. 2R Al I, Al NVgelA et 2ol
Ao H5E folstA ddsly] oy A4 A= vz et aduee F
< 100
o

0 Aol Askz WAl ol AE BAA ssk A a4e] 7}

AgS F71= 3k o71M = p=0% B5-5 AAste] =&

5

8 2ot wh o Aol pol W AFHS shehA @il @A gy = go(= H)F I F
Eo] Y3 A5 BEASVR st & A4 FAo] vy st DARA §8 S
Z UW) = n(W)E gixdoz B Ex5e] F8o] o]2A¢ A9E 3y
2 3HEF CMO9 senior tranche?] F714¢l &84 F&S wzsit)

1. 3k gEo] tE H$(g1# g2, p=0)

p=00" dd=g; - g, uu=(1-g)(1-g2), ud = (1-g)gs, du=gi(1-g»)°]L uusl dd<t
A= wu=dd+1-g - goolth T3k EML) = (1-g)P(1+0) + g - P(1-0) = P[1+(1-2g7)
] PR IA 2 EM2) =P [1+(1-2g2)0]7F Bt o] W] CMO2] Senior tranche?| 7]|th

o
ge

3 jz

ol
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EU(Senior) =uu * In[P{1+(1-a)c}] +dd - In[P{1-(1-a)o}] + (ud+dw)In[P]
=uu(n[P] + In[1+(1-a)c]) + dd(n[P] + In[1-(1-a)o]) + (ud+du)In[P]
=uu - In[1+(1-a)e]) +dd - In[1-(1-a)c]) + n[P] (= uutdd+ud+du=1)

7R3 o8 o WRlRH

AEU(Senior) _ —uu - o n dd - o
o - 1+(1—a)0 —(l—a)a
_ ddl1+(1—a)ol—uwull—(1—a)o] B fla) -0

N+(1—-a)sl-1—-1—a)d] o= l+(1—a)ol-1—-(1—a)o]
o] "t 714 f(a) > 0°]H o] HuFe] F 3% of(+)o] At} f(a)E tHA] 221

fla) = dd[1+(1-a)o] - wull-(I-a)o]

= ddl1+(1-a)o] - (dd + 1-gi - g2) - [1-(1-a)o]

= ddld-a)o+(1-a)o] - 1 -gi - g+ (1 - g1 - g)l-a)o

=@2dd +1-g - g)l-a)s + (g + g2 -1

= [2g1g2 + 1 - g1 -~ gll-a)e + (g1 + g -1

=lgige +gige + 1 - g1 — gll-a)e + (g1 + g2 -1

= [gige + (1 - g)1-g)ld-a)o + (g1 + g2 1)

=G--a)ot (g + g2 -1) (where G = g1g2 + (1 - g)1-g2) > 0, Vg, g
2} ak2k f(a)> 0 o]2lH GU-a)o —1+(g1+g2)> 0 °|BE Go-1 +(gitg2)>Gaoolth.
Go—1+(g,+g,) . (91 +9,) —

= a< o = o =1+ GGelofoF g}
olAl GGe| A7 Wt F gy, @, 0 7)o wet fla) > A7 o
= agto]l EAs=Al 2Elar 1 o] W elE g A HEATE 7“@3} 1H (g + g

0
—_—

s

2

>10old (1+GG) = 10|22 0< a < 19 BE gtoll da) f(a) > 00t & RE o
o3 EU(Senior)® Z718kch vk (g + go) <10]‘34 GG<0ol2Z (1+GQR)Y F3&=
g, @, 02 #kol o5t AARH d2A GG < (-DoJ¥ a <09] Ho f(a)>0& W
= ] o EAEHA FETh F 0<a <19 BE gl g8 f(a) <00]a EU
(Senion)& FTUAZ & A& FPF2e EAEA Leth T gy, go/F FoARS W o

7F Aom GG RS Go7t Ao nE GG< (DY FE = f(a) <09 5] =
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opith & AoAE gy, g0 Fhell Bk B2 o] glemR o7F FARAE we
(1+GR)9] e Polry|2 st} WA o=4Y w 123 (g +g) <19 o (1+GR)<]
&5 o0 AU o ®19 2o

<3 3>l A9} 2ol g+ goo] o]l AiH o ® EA 9ol 1+GG g FEF %(+)
o] o] a<l+GG 7} st WE AR, g+ g Fo] A2 AfelE a <1+
GG ¢ 7 5ol HEBE f(a) >0 TFA7]IE ax §laL webA EU(Senior) &
SHAIZIE CMO EaT2E EA8HA] SethEde® BA1E Alcel) 1+GG<0
2l (g, g} 23S vepth. gk oA A A e] o7F ZeAE GG <-1Y &
FobA = g o =1 W 1+GR)Y 2 <& 4>¢ 2t

<FE 3> oo ZOZD g, gol BAlg) + g2 <1, 0 =)

9o
004 | 009 | 014]019 024029034 039|044 ]049 | 054|059 | 064|069 0741079 | 084|089 | 094

91

0.04 | -0.99 | -0.98 | -0.97|-0.96|-0.95|-0.93 | -0.92 | -0.90 | -0.87 | -0.85 | -0.81 | -0.77| -0.72 | -0.66 | -0.58 | -0.46 [ -0.28 | 0.01 | 0.58

0.09 | -0.98 | -0.96 | -0.94|-0.91|-0.83|-0.84| -0.81 | -0.76 | -0.71 | -0.65 | -0.58 | ~0.50 | -0.40 | -0.28 | -0.12| 0.08 | 0.37 | 0.78

0.14 | -0.97 | -0.94 | -0.90|-0.85| -0.80 | -0.75 [ -0.69 | -0.62 | -0.55| -0.46 | -0.36 | -0.24 | -0.10| 0.06 | 0.27 | 0.52 | 0.84

0.19 | -0.96 | -091 | -0.85]|-0.79| -0.72 | -0.65 [ -0.57 [ -0.48| -0.38| -0.26 | -0.14| 0.01 | 0.18 | 0.37 | 0.60 | 0.88

0.24 | -0.95 | -0.88 | -0.80| -0.72| -0.64 | -0.54 | -0.55 [ -0.33| -0.20| -0.07| 0.08 | 0.25 | 0.44 | 0.65 | 0.89

0.29 | -0.93 | -0.84 | -0.75] -0.65| -0.54 | -0.43 [ -0.30 [ -0.17| -0.03| 0.13 | 0.30 | 0.48 | 0.68 | 0.90

0.34 | -0.92 | -0.81 | -0.69|-0.57| -0.44|-0.30 [ -0.16 [ -0.01| 0.15 | 0.32 | 0.51 | 0.70 | 0.91

0.39 | -0.90 | -0.76 | -0.62| -0.48| -0.33 | -0.17 [ -0.01 | 0.16 | 0.34 | 0.52 | 0.71 | 0.92

0.44 | -0.87 | -0.71 | -0.55]-0.38| -0.20 | -0.03 | 0.15 | 0.34 | 0.53 | 0.72 | 0.92

0.49 | -0.85 | -0.65 | -0.46|-0.26| -0.07| 0.13 | 0.32 | 0.52 | 0.72 | 0.92

0.54 | -0.81 | -0.58 | -0.36| -0.14| 0.08 | 0.30 | 0.51 | 0.72 | 0.92

0.59 | -0.77 | -0.50 | -0.24| 0.01 | 0.25 | 048 | 0.70 | 0.92

0.64 | -0.72 | -0.40 | -0.10] 0.18 | 0.44 | 0.68 | 091

0.69 | -0.66 | -0.28 | 0.06 | 0.37 | 0.65 | 0.90

0.74 | -0.58 | -0.12 | 0.27 | 0.60 | 0.89

0.79 | -0.46 | 0.08 | 0.52 | 0.88

0.84 | -0.28 | 037 | 0.84

0.89 | 001 | 0.78

0.94 | 058
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<E 4> a9l Fdiat2t gi, g2l Bl(gi+ <1, 0=1)

91
004 | 009 | 0141]019|024 029|034 |039]044]049 | 054|059 | 064|069 |0741]079 | 084|089 | 094

0.04 | -1.99 | -1.98 | -1.96 | -1.94| -1.92| -1.90 | -1.87 | -1.84 | -1.81 | -1.77 | -1.72| -1.66 | ~1.59 | -1.49 | -1.36 | -1.19 | -0.92 | -0.49| 0.37
0.09 | -1.98 | -1.94 | -1.90 | -1.86| -1.82| -1.77 | -1.71 | -1.64 | -1.57 | -1.38 | -1.39| ~1.25| -1.10| -0.92 | -0.68 | -0.37 | 0.05 | 0.76
0.14 | -1.96 | -1.90 | -1.85|-1.78| -1.71| -1.63 | -1.54 | -1.43 | -1.32 | -1.19 | -1.04| -0.86 | -0.65| -0.40 | -0.10| 0.28 | 0.81
019 | -1.94 | -1.86 | -1.78 | -1.69| -1.59 | -1.48 | -1.35| -1.22 | -1.07 | -0.90 | -0.70| -0.49| -0.23 | 0.06 | 0.04 | 0.81
0.24 | -1.92 | -1.82 | -1.71| -1.59| -1.46 | -1.31 [ -1.16 [ -0.99| -0.81 | -0.60| -0.38 | -0.13 | 0.16 | 0.48 | 0.84
0.29 | -1.90 | -1.77 | -1.63 | -1.48| -1.31 | -1.14 [ -0.96 | -0.76 | -0.54| -0.31 | -0.01 | 0.22 | 0.52 | 0.86
0.34 | -1.87 | -1.71 | -1.54| -1.35| -1.16 | -0.96 | -0.74 [ -0.51 | -0.27| -0.01| 0.28 | 0.55 | 0.87
0.39 | -1.84 | -1.64 | -1.43|-1.22| -0.99 | -0.76 | -0.51 [ -0.27| 0.01 | 0.28 | 0.58 | 0.88
044 | -1.81 | -1.57 | -1.32| -1.07| -0.81 | -0.54 [ -0.27 | 0.01 | 0.29 | 0.58 | 0.88
049 | -1.77 | -1.48 | -1.19]|-0.90| -0.60 | -0.31 [ -0.01 | 0.29 | 0.58 | 0.83
0.54 | -1.72 | -1.38 | -1.04| -0.70| -0.38 | -0.06 | 0.26 | 0.58 | 0.88
0.59 | -1.66 | -1.25 | -0.86| -0.49| -0.13| 0.22 | 0.55 | 0.88
0.64 | -1.59 | -1.10 | -0.65]|-0.23| 0.16 | 0.52 | 0.87
0.69 | -1.49 | -0.92 | -0.40| 0.06 | 0.48 | 0.86
0.74 | -1.36 | -0.68 | -0.10| 0.40 | 0.84
0.79 | -1.19 | -0.37 | 0.28 | 0.81
0.84 | -092 | 0.05 | 0.76

089 | -049 | 0.67

094 | 037

oA gy, g» D o3k CMO 7HAske] B2 S48 wah WA wo)A 2 3 g
Fo] W& A9 (g+g<1) CMO 7HIE ZHA7E Hae e 127} 248

FsAol vtk st AW wAARS SR bsA AAZE e A4 5]
AE AQNAE S AGo] A7) Witk F sk AGo] BL5E BgF By T
2] CMOS| Z4e] #2157 187 2% 3ol 7129 Fold MBSRT} “F714

WsHz CMO walyas Zohhy] otk BA2 ogtel 5%

CMO 7H1& FuA7le M2 e 7271 24T 7FsAe] vt ool Avke 3
A

e, SRH BIAES A el At Folmz sioR A% A7 F7
(damage)el Athz elvl7h gek shre] F7o] Arhw ol Hgw Wy el
CMOE B4 ghole, ol T2 MBSRHoZ HAl 99 wel7t 7hs 8ol

W
rolith: Flolth, Lok sht HEo] WAL S F7o] Arks AL A %
A 9I1gle] Atk owlolth. TemE St $19e] SR MBS WalTE Ausiel



2 AT BRI

Zrolz| polrh mhal 9do] AAX o]dtE vrolxH CMOE Hold MBS
ool &S =N F ¢SS <E 3>, <IE 4>9 AT}t AAEE 9t

2. Fab Bl 13} T A =g =4 1<p<])

olA] g1 =gy # $0]aL pi= oW T Fholgk= HE 4 Avkar 7FH T g =g =gt 8t
Houutud=1-g=uu+du®l2Z ud=dw’} AHE3}L = ud+dd=du+dd=go|E&
uu-dd=1-2g7} "k & F R7IAE 7HA9 Zldge EMD =EM2) = (1-g)
P(1+o) +g - P(1-0) = P[1+(1-2g)o]o] 3L w4k

Var[M1] = Var[M2] = E{M-EIMIY] = (1-g)[P(1+0)-EIMI* + g[P(1-0)-EIM]
= (1- @)[P(1+0) - P1+(1-2g)0 1> + g[P(1-5) - P[1+(1-2g)o 1T’
= (1- @9)2goPl’ + gl-2(1- g)oPF
= (1- 9)4g’s"P" + g - 41-2g+g") 0P
= 4g°0°P" - 4g’"P + 4go’P’ - 8g°0P’ + 4Ag’o P
= 4g’"P’ + 4go’P’

4g5°P*(1-g)

ot} ® F R s}x9] FEALS

CovIMI1, M2] = E[{MI1-EIM1]} - {M2-E[M2]}]

= w{P(1 + o)~ P[1+(1-2g)ol}* + dd[P(1-o)- P[1+ (1-2g)o]*

+ (ud+dw {PA +o)- P[1+(1-2g)s]HP-0)- P[1+(1-2g)a]}

= uu - 4g% P +dd - 0P (-2+2g)” + 2ud - [oP(2g)(-2 + 2g)oP]

= 40”P’luu - ¢ +dd(1-2g + g% + 2ud(-g + g”)]

= 40°PY[g” - (uu +dd + 2ud) + g(-2dd-2ud) + dd] = 40°PYg” + g(-2g) + dd]
= 40%Pldd - ¢°]

otk vhA o 7 A

p(M1, M2) = CovIML1, M2]/{o(MD)o(M2)} = 40Pdd-¢"] / 4go"P*(1-g) = (dd -¢*)/g(1- g)
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°JBR uy, ud, du B ddi= W& 2ol po SR Fd7besit S,

dd=pg(l-g) + g’ wu=dd +1-2g = pg(l-g) + g’ ud=du=1-g-uu=1-g-(dd+1-2g) =g-dd

of Atk T g # go 2 p=0¥T A} vwst uy, dd 5o #T EF ¥ 7]
B FAe zowma CMO Senior tranched] 7|t &&&

EU(Senior) =uu * In[1+(1-a)o]) +dd « In[1-(1-a)s]) + In[P]

olaL o] & Arliae

dEU(Senior) _ ddl1+(1—a)o]—uwull—(1—a)o) Y= fla) - o
da N+(1—a)o]-1-(1—a)o] N+(1—a)o]-1—-(1—a)o]

ol "tk o714 f(a) > 0o A AvjEe] Fok 0BT At f(a)E v 218

fla) = dd[1 + Q1-a)o] —uwull-(1-a)o]
= dd[1 + (1-a)o] - (dd+1-2g) - [1-(1-a)o]
= ddl(1-a)o + (1-a)o]l - (1-2g) + (1 - 2g)(1-a)o
= (2dd+1-2g)(1-a)o + (2g -1)
= [2{pg(1-g) + g’} + 1 - 2g](1-a)o + (2g -1)
= [20pgpg’+ gD+ 1 - 2gl(1-a)o + (2g -1)
= [2(1-p)g” + 2(p-Dg + 11(1-a)o + (2g -1)
= G-a)o +(2g -1)

olth. o714 G=21-p)g’+2(p g + 1918 ©]= g9 27} $4=2 BE g Fholl thafA
40X A

olA| f(a) >00]7] $I3A =

Gl-a)o +(2g-1) >0, & Go ~Gao +2g-1>0012% o< (Go) (Go +2g-1)=1+
(2g-1)(Go) ' = 1+GG7} Bt} o714 (Go) ' > 00122 g =4 oW pgkat #A §lo] a
<1+GG = 19] Ho BE o ol d8l f(a) > 00] A H3Fd CMO senior tranche®]
M7 e & 4 Aok 9 g < o]¥ pgtell wEk o < 1+GGY WEF <i
5> 9 <% 6>3 2tk
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<E 5> ol HU# g, po 2A(g <t o=13)

p=

-09 | -08 | -07]-06|-05]-04|-03|-02]-01] 00|01 | 02|03 |04 |05 |06]07]08]09

001 | -1.04 | -1.03 | -1.03|-1.02 | -1.02 | -1.02 | -1.01 | -1.01 | ~1.00 | -1.00 | -1.00 | -0.99 | -0.99 | -0.98 | -0.98 | -0.98| -0.97 | -0.97 | -0.96

003 | -1.11 | -1.10 | -1.09 | -1.07 | -1.06 | -1.05| -1.03 | ~1.02| ~1.01 | -1.00 | -0.98 | -0.97 | -0.96 | -0.95 | -0.94 | -0.92| -0.91 | -0.90 | -0.89

005 | -1.20 | -1.17 | -1.15| -1.12 | -1.10 | -1.08 | -1.05 | ~1.03 | ~1.01 | -0.99 | -0.97 | -0.95 | -0.93 | -0.91 | -0.89 | -0.87| -0.85| -0.83 | -0.82

007 | -1.29 | -1.25 | -1.21|-1.17 | -1.14 | -1.10| -1.07 | -1.04| -1.01 | -0.98 | -0.95 | -0.92 | -0.89 | -0.87 | -0.84 | -0.81 | -0.79 | -0.77 | -0.74

009 | -1.38 | -1.33 | -1.27| -1.22 | -1.17 | -1.13| -1.08 | ~1.04| -1.00| -0.96 | -0.92 | -0.89 | 0.85 | -0.82 | -0.79 | -0.75| -0.72 | -0.70 | -0.67

011 | -148 | -1.41 | -1.34|-1.27 | -1.21 [ -1.15| -1.09 | -1.04| -0.99 | -0.94 | -0.89 | -0.85 | -0.81 | -0.77 | -0.73 | -0.69| -0.66 | -0.62 | -0.59

0.13 | -1.60 | -1.50 | -1.40|-1.32 | -1.24 | -1.17| -1.10 | ~1.03| -0.97 | -0.91 | -0.86 | -0.81 | -0.76 | -0.71 | -0.67 | -0.63 | -0.59 | -0.55 | 0.51

015 | -1.72 | -1.59 | -1.47|-1.36 | -1.27 | -1.18 | -1.09 | ~1.02| -0.95 | -0.88 | -0.82 | -0.76 | -0.70 | -0.65 | -0.60 | -0.56 | -0.52 | -0.48 | -0.44

017 | -1.85 | -1.68 | -1.54|-1.41 | -1.29 | -1.18 | -1.08 | ~1.00 | -0.91 | -0.84 | -0.77 | -0.70 | -0.64 | -0.59 | -0.54 | -0.49| -0.44 | -0.40 | -0.36

019 | -1.99 | -1.78 | -1.60| -1.44| -1.30 | -1.18 | -1.07 | -0.97| -0.87| -0.79| -0.72 | 0.65 | -0.58 | -0.52 | -0.47 | -0.41| -0.37| -0.32 | -0.28

021 | -2.14 | -1.88 | -1.66 | -1.47 | -1.31 | -1.17 | -1.04 | -0.93 | -0.83 | -0.74 | -0.65 | -0.58 | -0.51 | -0.45 | -0.39 | -0.34| -0.29 | -0.24 | -0.20

0.23 | -2.30 | -1.98 | -1.71{-1.49 | -1.30 | -1.14| -1.00 | -0.88| -0.77 | -0.67 | -0.59 | -0.51 | -0.44 | -0.37 | -0.31 | -0.26| -0.21 | -0.16 | -0.12

0.25 | -248 | -2.08 | -1.76 | -1.50 [ -1.29 | -1.11 | -0.95 | -0.82| -0.70 | -0.69 | -0.51 | -0.43 | -0.36 | 0.29 | -0.23 | -0.18| -0.13 | -0.08 | -0.04

0.27 | =267 | =217 | -1.79| -1.49 | -1.25 | -1.05| -089 | -0.75| -0.62| -0.52 | -0.43 | -0.34 | -0.27 | -0.21 | -0.15| -0.09| -0.04| 0.00 | 0.04

0.29 | -2.86 | -2.25 | -1.80| -1.46 | -1.20 | -0.98 | -0.81 | -0.66 | -0.54| ~0.43| -0.33 | -0.25 | ~0.18 | -0.12 | -0.06 | -0.01| 0.04 | 0.08 | 0.12

031 | -3.06 | -2.30 | -1.79|-1.41 | -1.12 | -0.89 | -0.71 | -0.56 | -0.44| -0.33 | -0.24 [ -0.16 | 0.08 | -0.02| 0.03 | 0.08 | 0.13 | 0.17 | 0.21

033 | -3.25 | -2.33 | -1.74|-1.32| -0.02 | -0.79 | -0.60 | -0.45| -0.32| -0.22| -0.13 [ -0.05| 0.02 | 0.07 | 0.13 | 017 | 0.22 | 0.25 | 0.29

035 | =343 | -2.31 | -1.65|-1.21 | -0.89 [ -0.65| -0.47 | -0.32| -0.20 | -0.10| -0.02| 0.06 | 0.12 | 0.17 | 0.2 031 | 0.34 | 0.37

&3
o
]
=

0.37 | =355 | -2.23 | -1.51|-1.05| -0.73 | -0.50 | -0.32 | -0.18| -0.07| 0.03 | 0.10 | 0.17 | 023 | 028 | 0.32 | 0.36 | 0.40 | 043 | 045

0.39 | -3.58 | -2.06 | -.130| -0.84 | -0.54 | -0.32 | -0.15|-0.03| 0.08 | 0.16 | 0.23 | 0.29 | 0.34 | 0.38 | 042 | 046 | 049 | 051 | 0.54

041 | -346 | -1.79 | -1.03| -0.59 | -0.31 [ -0.12| 0.03 | 0.14 | 0.23 | 0.30 | 0.36 | 041 | 046 | 049 | 0.53 | 0.55 | 0.38 | 0.60 | 0.62

043 | -3.08 | -1.38 | -0.68|-0.30 [ -0.06 | 0.11 | 023 | 0.32 | 0.39 | 0.45 | 050 | 0.54 | 057 | 060 | 0.63 | 0.65 | 0.67 | 0.69 | 0.71

045 | -2.36 | -0.83 | -0.26{ 0.04 | 022 | 0.35 | 044 | 0.51 | 0.56 | 0.60 | 0.64 | 0.67 | 0.69 | 0.72 | 0.73 | 0.75 | 0.77 | 0.78 | 0.79

047 | -125 | 016 | 0.22 | 041 | 053 | 0.60 | 0.66 | 0.70 | 0.73 | 0.76 | 0.78 | 0.80 | 0.82 | 0.83 | 0.84 | 0.85 | 0.86 | 0.87 | 0.87

049 | 021 | 060 | 0.73 | 0.80 | 0.84 | 0.87 | 0.89 | 0.90 | 0.9

,_A
(=}
3=}
&

093 1093 | 094 | 094 | 095 | 095 | 095 | 0.96 | 0.96

oAl g % paksh CMO 7HAshe] AE RA8) wA AW RAARE pghol &
oW RAAE AUAAE A 9go] S B MBSS A E%Zﬂ ey T2
g B9 990 a8 v L BE Fu7h o1 Fold sbsgol ok wE pol B
45, dobt §O)91 e B, A RAAE A4S 4 AT A o3
Hobd Az WY TEE BF L& FU/PA9 vk hARoE gito]l A4S
b Sgo] AobAm Wk 9ol FolERE A AR W TEE BF £8F



MBSS| 9@z} 7k 7} 55

o 7Fsgol Stk E g R ogte] 4SS FAL BEL FUAIE APIUE o

ghol =AE gEo] st

-09 | 08 |-07]-06|-05]-04|-03|-02]-01] 00|01 |02]03|04|05|06]07]08]09

001 | =205 | -2.05 | -2.04|-2.04 | -2.03 | -2.02| -2.02 | -2.01 | -2.01 | -2.00| -1.99 | -1.99 | -1.98 | -1.98 | -1.97 | -1.96 | -1.96 | -1.95| -1.95

003 | -2.17 | -2.15 | -2.13|-2.11 [ -2.09 | -2.07 | -2.05| -2.03| -2.01 | -1.99 | -1.98 | -1.96 | -1.94 | -1.92 | -1.90 | -1.89| -1.87 | -1.85 | -1.84

005 | 229 | -2.26 | -2.22|-2.18 | -2.15|-2.11 | -2.08 | -2.05| -2.02 | -1.98 | -1.95| -1.92 | -1.89 | -1.86 | -1.83 | -1.81 | ~1.78 | -1.75 | -1.73

007 | -243 | -2.37 | -2.31|-2.26 | -2.21 | -2.16 | -2.11 | -2.06 | -2.01 | -1.97 | -1.92 | -1.88 | -1.84 | -1.80 | -1.76 | -1.72| -1.68 | -1.65 | -1.61

0.09 | -2.57 | -249 | -241|-2.33|-2.26 | -2.19| -2.13| -2.06| -2.00 | -1.94| -1.89 | -1.83 | -1.78 | -1.73 | -1.68 | -1.63 | ~1.59 | -1.54 | -1.50

011 | -2.73 | -2.61 | -2.51 | -2.41 | -2.31 | -2.22 | -2.14 | -2.06 | ~1.98 | -1.91 | -1.84 | -1.77 | -1.71 | -1.65 | -1.59 | -1.54| -1.49 | -1.44 | -1.39

0.13 | -2.89 | -2.74 | -261 | -2.48 | -2.36 | -2.25| -2.14 | -2.05| -1.96 | -1.87 | -1.79 | -1.71 | -1.64 | -1.57 | -1.50 | -1.44| -1.38 | -1.33 | -1.27

0.15 | -3.07 | -2.88 | -2.71|-2.55|-240 | -2.27 | -2.14| -2.03| -1.92| -1.82| -1.73 | -1.64 | -1.56 | -1.48 | -1.41 | -1.34| -1.27| -1.21 | -1.15

017 | =327 | -3.02 | -2.81 | -2.61 | -2.43 | -2.27 | -2.13 | -1.99| -1.87| -1.76 | -1.65 | -1.56 | -1.47 | -1.38 | -1.31 | -1.23| -1.16 | -1.10 | -1.04

0.19 | -348 | -3.17 | -2.90 | -2.66 | -2.46 | -2.27 | -2.10 | -1.95| -1.81 | -1.69 | -1.57 | -1.47 | -1.37 | -1.28 | -1.20 | -1.12| -1.05| -0.98 | -0.92

021 | =371 | -3.32 | -2.99 | -2.71 | -2.46 | -2.25| -2.06 | ~1.89| -1.74| -1.60 | -1.48 | -1.37 | -1.27 | -1.16 | -1.09 | -1.01 | -0.93 | -0.86 | 0.80

0.23 | -3.95 | -347 | -3.07|-2.74 | -2.46 | -2.21 | -2.00 | -1.82| -1.65| -1.51 | -1.38 | -1.26 | -1.15| -1.06 | -0.97 | -0.89| -0.81 | -0.74 | -0.68

0.25 | -4.22 | -362 | -3.14|-2.75|-243 | -2.16 | -1.93 | -1.73| -1.55| -1.40| -1.26 | -1.14 | -1.03 | -0.94 | -0.85 | -0.76 | -0.69 | -0.62 | -0.56

0.27 | -450 | -3.75 | -3.18|-2.74 | -2.38 | -2.08 | -1.83 | -1.62| -1.44| -1.28 | -1.14 | -1.02 | -0.91 | -0.81 |-0.72 | -0.64| -0.57 | -0.50 | -0.44

0.29 | -479 | -3.87 | -3.20|-2.69 | -2.30 [ -1.98 | -1.71 | -1.49| -1.30 | -1.14| -1.00 | -0.88 | -0.77 | -0.67 | -0.59 | -0.51 | -0.44 | -0.37 | -0.31

031 | -5.09 | -3.96 | -3.18|-2.61 | -2.18 | -1.84| -1.57 | -1.34| -1.15| -0.99 | -0.85 | -0.73 | -0.63 | -0.53 | -0.45 | -0.38| -0.31 | -0.25 | -0.19

033 | -5.38 | -4.00 | -3.11|-2.49 | -2.03 | -1.68 | -1.40| -1.17| -0.99| -0.83 | -0.69 | -0.58 | -0.48 | -0.39 | -0.31 | -0.24| -0.18 | -0.12 | -0.07

035 | -564 | -397 | -2.97|-2.31|-1.83|-1.48|-1.20 | -0.98| -0.80| -0.65| -0.52 | -0.42 | -0.32 | -0.24 | -0.17 | -0.10| -0.04| 0.01 | 0.06

037 | -583 | -3.85 | -2.76| -2.07 | -1.59 | -1.25| -0.98 | -0.77| -0.60 | -0.46 | -0.34 | -0.24 | -0.16 | 0.08 | -0.02 | 0.04 | 0.09 | 0.14 | 0.18

0.39 | -5.88 | -3.60 | -2.45|-1.76 | -1.31 [ -0.98 | -0.73 | -0.54| -0.38 | -0.26 | -0.15[ -0.07 | 0.01 | 0.08 | 0.13 | 0.18 | 0.23 | 0.27 | 0.31

041 | -568 | -318 | -2.04|-1.39 | -0.97 | -0.67 | -0.46 | -0.29| -0.15| -0.05| 0.04 | 0.12 | 0.18 | 024 | 029 | 0.33 | 0.37 | 0.40 | 043

043 | -5.12 | -2.57 | -1.52{-0.95|-0.59 | -0.34 | -0.16 | -0.02| 0.09 | 0.18 | 0.25 | 0.31 | 0.36 | 040 | 0.44 | 048 | 0.51 | 0.53 | 0.56

045 | -4.04 | -1.75 | -0.89| -0.44 [ -0.17| 0.02 | 0.16 | 0.26 | 0.34 | 0.41 | 046 | 050 | 0.54 | 057 | 0.60 | 0.63 | 0.65 | 0.67 | 0.68

047 | -2.37 | -0.74 | -0.18| 0.11 | 029 | 0.40 | 049 | 0.55 | 0.60 | 0.64 | 0.67 | 0.70 | 0.72 | 0.74 | 0.76 | 0.78 | 0.79 | 0.80 | 0.81

049 | -0.19 | 0.04 | 060 | 0.70 | 0.76 | 0.80 | 0.83 | 0.85 | 0.87 | 0.88 | 0.89 | 0.90 | 091 | 091 | 092 | 0.93 | 0.93 | 0.93 | 0.94

=
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M WEAd 9 BIIAEY AEASTE MBSE B9 919 #ele 84 nA e
AFS BAsAth 53 2007d% v=re] Bz}l (subprime) ®71#] A AFe] ¥}
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Risks of Mortgage-Backed
Securities and Their Pricing

Jin You®

abstract

We examine the methods to increase MBS values given parameters of default risks of
individual mortgages and their correlation, and analyze the effects of these parameters on the
efficiency of the methods. First, the values of MBS can be improved when they are comprised
of low-correlation mortgages regardless of specific forms of investors utility functions.
Second, the values of MBS can also be raised even after their components mortgages are
determined. More specifically, when investors’ utilities are heterogeneous, CMO'’s of a less
risky tranche and a riskier tranche are highly valued compared with pass-through securities
of two identical tranches. When investors  utilities are homogeneous (risk averse), however,
the latter meets the needs of investors better than the former does. Third, it can be shown
that the efficiency of the methods in this paper is an increasing function of default risks of
mortgage loans or of the correlation between them, and a decreasing function of the amount
of the price fall of MBS when in default.

Keywords : Mortgage Loan, Mortgage—Backed Securities, Default Risk, Mortgage Pass -Through,
Collateralized Mortgage Obligations, Security Design
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