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A& A Study on the Factors Influencing Mortgage Default

The recent residential mortgage performance brought us a great attention on
how default risk operates separately from prepayment risk. In this study we
investigate the determinants of Korean borrowers’ decisions pertaining to early
termination through default, using a mortgage performance data released by one
of the Korean Government-sponsored Enterprises (GSE) securitized mortgage
loans from January 2011 to December 2015. Korean GSE’ s qualified residential
mortgages have two upper bounds with respect to both the price of house
collateralized and household income.

We estimate a Cox-type proportional hazard model with a single hazard with
fundamental factors associated with default risk for individual mortgages. We
propose a mortgage default model incorporating delinquency analysis. We also
performed the default prediction power test by the method proposed in
Shumway (2001), and found the much stronger performance of proposed model.
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