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Abstract

Ever since subprime crisis, thé  securitization market has changed
dramatically both in market mechanism and regulations, which has caused broad
concern worldwide. Especially during the crisis, the information asymmetry
problems in securitization experienced rapid deterioration, which was seen as a
key driver of the crisis. How to fix such problems became the key issue in the
reform of regulation after crisis.

This research mainly focuses on securitization related issues in the
perspective of information asymmetry, and consists of five topics: what the
relation is between securitization design and investor confidence, whether
adverse selection or moral hazard exists in the process of securitization, how
information asymmetry problems affect securitization market during crisis, what
the reform of securitization regulation is about, and what the effects of
information asymmetry are to securitization in China. The research applies both
qualitative and empirical analysis methods to analyze such issues and test the

results. Considering securitization practice, the research also provids some



related policy advice.

The research analyzes the mechanism of the effects of securitization design
to the information asymmetry in financial market, and finds that the purpose of
securitization design is basically to mitigate information asymmetry in financial
market, decrease the lemon — discount effects and increase liquidity of asset —
backed securities. Investor confidence is the key factor linking the securitization
design to asset — backed securities liquidity. That means, when the signals

originated from securitization design effectively increase investor confidence,

investors would raise the valuation of the asset — backed securities and enlarge

% the trading volume. In securitization practice, the signals originated from
?ﬁ securitization design are mostly reflected on securitization credit ratings, so
;‘; credit ratings are expected to have significant effects on investor confidence. The
g research also conducts an empirical analysis with event study method and the US
;fg MBS trading data. The results of the empirical analysis show that, when the
E% credit ratings are raised, the investors’ bid price shows significant excess
?‘Lf earnings. That means, the credit ratings do have significant effects on investor

confidence. That explains, before the crisis, the overvalued ratings of
securitization increased investor confidence, which stimulated the booming of the
markets; after the crisis, investors realized that problems exist in credit rating
process, which obviously hurts investor confidence, then led to the drying up of
liquidity of the whole market.

Under the study of the information asymmetry problems in securitization
process, the research starts from the incentives of originators, and focuses on the
analysis and empirical test of adverse selection and moral hazard in originators’
behaviors. The research applies the US bank - level data and several
macroeconomic factors to the diff — GMM estimation to test the correlation
between non — performing loans ( NPLs) ratio and managed securitized assets
off — balance — sheet, which could provide the evidence of adverse selection and

moral hazard in securitization. The empirical analysis results show that the NPLs
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ratios of the mid and small size banks in the sample are negatively correlated with
the amount of securitized assets, which means, the mid and small size banks are
more likely to securitize bad quality loans, indicating that adverse selection do
exist in securitization ; the NPLs ratios of the large size banks in the sample are
positively correlated with the amount of securitized assets, which means, the
large banks might lower the screening, indicating that moral hazard do exist in
securitization. Based on the results, the research suggests that the regulation
standards to securitization should be different to different sized banks.

Based on the results mentioned above, the research takes a deepanalysis on
the information asymmetry problems in securitization during subprime crisis. The
results show that the information asymmetry problems in securitization took non -
negligible effects on the explosion of crisis. Firstly, credit ratings, which are
significantly related with investor confidence, exposed severe problems, which
hurts the investor confidence, and leads to the dramatically decreasing of demand
of securitization investment. Secondly, lots of mortgages defaulted during crisis,
which probably results from the lax screening from originators, and seeds the
crisis. Thirdly, the adverse selection in securitization process does not follow the
theoretical expectation, but shows the hehavior disorder of originators or issuers.
The research also provides some related policy advice.

Considering the mechanism of information asymmetry problems in

securitization and its reflection in crisis, the research also conducts a study on

the reform of regulation in securitization. The resullts show that the reform of

regulation after crisis can improve information asymmetry in securitization lo
some extent, including ease lh’t“ adverse selection and moral hazard exist in
securitizalion process, increase the lransparency of securitization market, build
simple ; transparent, and comparable securitization structure, and decrease the
conflict of interest in the credit rating process. However, the reform of regulation
stll cannot solve some key issues. The reform did not build new eredit risk

indicator to solve the problem of over reliance on eredit ratings; the reform did
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not change the issuer — pay model in credit rating agencies, which may lead to
serious conflict of interst; some of the new principles are not adopted properly,
and the effects of implementation are still unclear. Carring on the reform of
regulation after crisis is the main trend, and considering the drawbacks exist in
current regulation, the securtization related regulation probably is confronted
with further reform in the future.

In the study of the effects of information asymmetry in securitization and the

securitization market development in China, considering China’s market features

and current situation, based on the theory and practice analysis mentioned
above, the research carries on the analysis of the information asymmetry in
China’s securitization market. The results show that, compared with the mature
market, the securitization design in China’s market is relatively simple and
transparent, and the credit ratings issues are not significant, so the serious
deterioration of investor confidence would not appear in China’s market in the

short term. But since the market machenism and regulation are still under

FTREIRE NETIF-ENE T

development and the crisis significantly affects investors’ sentiment, the investor
confidence in China’s market is still insufficient, which leads to the inactive
trading in secondary market. The qualities of the underlying assets of
securitization are not under serious deterioration in China’s market, but adverse
selection may exist under some specific situations when the originators are mid
and small sized banks, and moral hazard may exist when the originators are large
sized banks. Combined with the practice experience of securitization in mature
markets, the research indicates that, during the process of the development of
securitization in China’s market, it is important to focus on crisis prevention and
reform of regulation, to solve the information asymmetry related problems in
securitization.

Keywords: securitization, information asymmetry, adverse selection,

moral hazard, investor confidence

——



1 & # 1

L1 ZEESMEX 3
L1.1 BERfEERCLE 3
1L1.2 HEEREFERMELE 4
L1L3 BE&EL 4

L2 THRIR, FESHREL 5
1.2.1 BEstg S
1.2.2 #EHE 6
1.2.3 #EABLE 6

2 SCHREE o

2.1 FEEFAXREHSTEFURE 1



2.2 BEEAMMEBRSEHN T 12

2.2.1 {Eirabsosixit 12

2.2.2 FBEHAK TR 13

2.2.3 R85 ad it 14
2.3 AFEFUPHEERRSE@EEE 16

2.3.1 FFESAFTHALEBERIEL#GikF 17
2.3.2 #ifEREeS#E@afERLR T FIESFLIAR 18
2.4 SRMBHESHESESL 19

2.5 BE#RSEHUHATIR 21
2.6 & 23

3 BOMuEsFbRit . ERAMFR G LD 2

3.1 5|/ 27

3.2 FAFEFHRITIHEBARTROERNSE 31
3.2.1 {EE*59E 31
3.2 R%MA® 36
3.2.3 ﬁ%ﬂ%ﬁﬂ%%ﬁi#ﬁ 41

3.3 AFEHFUFHERANMBSREESL 4
3
3

SHBEE R NEEFERRE W

31 BEAHBCELEHE 4

3.2 BFHARZ T FIESMCADEG B e 46

3.3.3 FAEFNLEAREREELEES 49
3.4 TiEHE 51

3.4.1 #HEBH 51

3.4.2 FHHAAME 52

3.4.3 HeEM® 57
3.5 KiEZR S8

3.5.1 ZiELR 545 S8

3.5.2 ##aH 66

.—_—




3.6 SHiLEBEREIL 66

4 GO U B E XS S aEeE 71

4.1 3|5 73

4.2 HEigEM 74

4.3 HEiERE, EEXRSARERE 77
4.3.1 #&kFELEBRETOLRAFTAH T7
4.3.2 BABMATAHELSRRTFHE 80
4.3.3 #@@mikiLiE e GEE 82

4.4 TiEFHZE 84
4.4.1 HRLEH 84
4.4.2 GMM #t& #1286
4.4.3 HAEHhiE 88

4.5 KELERS5REERIE 89
4.5.1 ZiE#£R 89
4.5.2 AfbihE 93

4.6 ZHLHHEERW 95

5 RGTAEHH BT MEZF S AR NS 99

51 35| 101
5.2 RBB/HIPHASIESHFHL 103

N

2.1 RS EMEE 103

L2.2 R AP 4R BT G B S K AL 107
EMHIHEBAWNHRER~IEHNKIEIT 114

3ol REEMT T H4E & RFAFRKA 114

3.2 FAREAERTEEC 116

3.3 BURK T HRITHES 122

n
L L W W

wn




5.4 AFEHFUEBRPHEBRXRDE 124
5.4.1 FFEHAF K ERE 124
5.4.2 FFiERALPEHEARE 126
5.4.3 FEEASLFIE GikdFE 129

5.5 ZwREBEREW 131

6 Bi-uEF eSSl ERE 135

6.1 5|§F 137
6.2 F/EEHFUIREE 138
6.2.1 REB® 138
6.2.2 fZEHE 140
6.2.3 FFEAMLEH 144
6.3 WHEEHUERTRUEE 147
6.3.1 AZRFEZMMBEE 147
6.3.2 MAKIELARH 149
6.3.3 fZRFAKETAEAY 150
6.4 WEEFUAKREE 151
6.4.1 AAAHizm 151
6.4.2 ETZMBITAE 153
6.4.3 15iT® w5 s 155
6.5 LRS5BUREI 157

S A A T SRR

7 SO E BA BRI S R IER R 161

7.1 3|F 163

7.2 BREFRAFIESFUEZEINK 164
7.2.1 ZEmAE 164
7.2.2 WHEIE 166

—__



7.2.3 WEAK 170
7.3 HERFRATEFUPROERAXIREE 173

7.3. 1

AR SR T FHES 173

7.3.2 FTFEFCPHELREAEGLE 176
7.4 ERFFEFELBRXNIRENEBT 179

7.4.1

THEK 179

7.4.2 jmFapr 181

7.4.3

BEKRFE 183

7.5 S5 BUREIL 184

% &

187

% ik 194

Pt 3¢ 208

PSR 1.
PSR 2.
Pt 5% 3
ik 4.

EHEMERBIMUESHRIER 208
ZHEMRREDMWEIESRRINER 211
IMF £33k & M E M EISHRMm 213
STCHrEAGHNE (FEXR) 214




G %]

B1-1 BORBRKE 7

B3 -1 Wm-iEssibmifte 28

K3-2 SRR emEE R 35

K3 -3 WIS ETORIZL 38

B3 -4 BEHHE R SR S st AT i i 38
K3 -5 BEiEsr e B BEst 39

K3 -6 BEEs R A B Sids 40

K3 -7 BEESRSEE EMAaE 47

K3 -8 FAHFREHE DRI 54

B3 -9 iy ZBUEHC L ST BB R R 65
BlS -1 WEREHLIY FRTE: 105

K5-2 ekerfEcmE 106

K5 -3 REMEEAMERIESRALLE 110

BlS5 -4 REMEEAM TR SR KR 11

5 -5 REAERAERIRIELfE 112

K5 -6 WEuEsRAfTR SEREERL 1S

5 -7 B uEsR e fE AP 17



B 5-8 R AR 0SS 5H SETTHER 125
B 5-9 REMERMMEFUETFLILE 127

B5-10 REERIREESHE 129

B 6-1 B bHERZRS 154

B7-1 REGRESEFERTHEIT 166

B7-2 REFEREIER ARSI 167

B7-3 XREW™IEFLFRSET 167

B 7 -4 REGEB SFHESR _RAiHREH 168
Bl7-5 WE(GFRB™ CRAESRERNYE = K5001 169
7-6 FEERFHEFIER M 170

B7-7 WEGRGEERCFRILET 175

B 7-8 FEGRG™ SHFEREAHFILET 177

®3-1 WREGFERE 54

#3-2 WHRBIES AL 58

#3-3 BARFEAGHER 58

#3 -4 WBWNGRITTRARGITER 59

#3-5 BARKRPEBKGERE 60

*3-6 ZFHREMABBEAWGESHELER ol

#*3-7 ZHZMBHEBWGIESEAR 63

£4-1 AREHERMARGIT 88

#4-2 fHIER#ARST 89

#4-3 GMM{fitgiR 92

74 -4  Arellano - Bond #2030 — [ 224> A AL I LEH 93
R4-5 HEHUMRITHEM CMM fhiH45R 94

#5-1 REMEHGIKMITHERITER 109

#*6-1 SICHMERKNE 145

#%6-2 BEERBASHIEHRIMMTANERBEHE 151
£7-1 REGFERE-IEFCBOREM L RIRE 171

SR EETR A N F-F YRR R

_—__



