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..ŝťſņƏĘſņťŞ



MťſņƏĘſņťŞ

Why might first time buyers be of policy interest?

∙ Evident differences in default risk. (Hallissey et al., 2014)
∙ Difficulties entering housing market.
∙ Demographic considerations (household size/structure).
∙ Marginal borrower with greater sensitivity to
down-payment/financing constraints. (Duca et al., 2009)

RESEARCH QUESTION
Are first time buyers a different credit risk?

∙ Use loan level data across three institutions.
∙ Build on existing literature and explore borrower heterogeneity
and credit risk.

2



..īĘſĘ



DĘſĘ DįŸĥŴņűſņťŞ

Loan level data first collected under PCAR 2011 used in analysis

∙ Three institutions included: AIB (incl. EBS), BOI, PTSB.
∙ Cross-section of loans from December 2013.
∙ Total loans is approx 650,000. We restrict sample to PDH, primary
loan, 1% trim of outliers. 348,000 loans remain.

∙ Data includes first time buyer (FTB) flag, originating information
and current loan performance.

Following slides provide an overview of the sample.
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MťŴſľĘľį MĘŴŔįſ SįľŝįŞſįī ĤƖ FTB SſĘſƄŸ
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OLTV ĤƖ FTB SſĘſƄŸ
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OLTI ĤƖ FTB SſĘſƄŸ
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MťŴſľĘľį DįĹĘƄŗſ ĤƖ FTB SſĘſƄŸ/YįĘŴ

∙ Default rate 30% higher for second and subsequent borrowers
(SSB’s) (14.9% vs 10.3%)
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MťŴſľĘľį DįĹĘƄŗſ DņĹĹįŴįŞſņĘŗ ĤƖ OLTV/OLTI
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SƄŝŝĘŴƖ SſĘſņŸſņĥŸ ĤƖ FTB SſĘſƄŸ

FTB ΃nd Ҏ Diff

Loan Size (euro) ΂Ή΃,Ά΂΅ ΂Ή΃,΂ΊΊ ΄΂·
Purchase Price (euro) ΃Ά΅,Ή΂΅ ΄΄Ί,΂·΄ -Ή΅,΄΅Ί
Borrower Characterictics
Income (euro) Ά·΃Ή΁ ·ΉΊΊΆ -΂΃Έ΂΅
Age (yrs) ΄΂.Ή ΄Ί.΄ -Έ.·
Employed (Ҍ) ΈΈ.΂ ·Ή.΅
Self-Employed (Ҍ) ΂΂.Ί ΂Ά.·
Single (Ҍ) ·Ί.Έ ΃Ά.΃
Married (Ҍ) ΃Έ.΅ ··.΃
Divorced (Ҍ) ΃.΂ Έ.Ά
Loan Characteristics
OLTV Έ΅.΃΄ ΆΆ.Ή· ΂Ή.΄Έ
OLTI ΄.΅΅ ΃.Ή΄ ΁.·΂
Term (months) ΄΅Ή ΃Ή· ·΃
Vintage (months) Ί΂ ΊΆ -΅
Dublin (Ҍ) ΃Ά.Ή ΃Ά.Έ
Fixed (Ҍ) ΂΂.Ά ·.Ί
SVR (Ҍ) Ά΄.Ή ΅Ή.΅
Tracker (Ҍ) ΄΅.Έ ΅΅.Έ

10



..ŝįſŃťīťŗťľņĥĘŗ ĘűűŴťĘĥŃ



MįſŃťīťŗťľƖ

∙ Builds on previous work by CBI on probability of mortgage default;
∙ Kelly & O’Malley (2014); Ireland loan loss forecasting model
∙ McCann (2014); UK loan loss forecasting model
∙ McCarthy (2014); sample of loans with updated income information

∙ Use standard logit framework of default probability including
borrower, loan, and labour market factors.

∙ To test application to credit decisions, only information available
at loan origination is used to assess credit risk.

12



Mťīįŗ SűįĥņĹņĥĘſņťŞ

Variable Description

Baseline Model
Borrower Characteristics

Borrower Age Borrower Age at origination (in months)
Marital Status Groups (Single, Married, Separated/Divorced, Other)

Region Groups (Dublin, Non-Dublin)
Loan Characteristics

Bank Groups (AIB, BOI, PTSB)
Vintage Number of months since loan origination.
Term Loan term at origination (in months)

Interest Rate Type Type of interest rate at origination. Groups (Fixed, SVR, Tracker)
DBO Drawn Balance at Origination (in natural logs)

Marco Prudential Variables
LTV Loan to value at origination.
LTI Loan to income at origination.

Additional Specifications
Employment Status Type of employment at origination. Groups (Employed, Self-Employed, Other)

Equity Release Dummy Dummy variable for additional loans on same property.
ADBO Total Drawn Balance of Equity Release (in natural logs)

Additional Property Dummy capturing borrowers with Buy to Let/Holiday Homes
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EŝűņŴņĥĘŗ RįŸƄŗſŸ (BĘŸįŗņŞį)

(΂) (΃) (΄) (΅) (Ά)

ln(DB) ΁.΁΅·΂∗∗∗ ΁.΁΅΄Ά∗∗∗ ΁.΁΃ΈΊ∗∗∗ ΁.΁΄·Ά∗∗∗ ΁.΁΃΃΁∗∗∗

(΄΅.΁΃) (΄΄.΁΂) (΂·.΅Ά) (΃΅.Ί·) (΂΃.΃΅)
term ΁.΁΁΁Ά΄Ή∗∗∗ ΁.΁΁΁Ά·΂∗∗∗ ΁.΁΁΁Ά΄Έ∗∗∗ ΁.΁΁΁Ά΄΅∗∗∗ ΁.΁΁΁Ά΂΃∗∗∗

(΅·.Ή΂) (΅Ί.΂Έ) (΅·.΁Ά) (΅Ά.ΉΆ) (΅΄.΁Ί)
Int Type, SVR ΁.΂΁΂∗∗∗ ΁.΁ΊΈΈ∗∗∗ ΁.΁ΊΊΈ∗∗∗ ΁.΁ΊΈ·∗∗∗ ΁.΁ΊΊ·∗∗∗

(΄΁.·΃) (΄΁.΃·) (΄΁.΅΁) (΄΁.΄Ί) (΄΁.Ά΂)
Int Type, Tracker ΁.΁·΃΂∗∗∗ ΁.΁ΆΉ΂∗∗∗ ΁.΁·΂Ή∗∗∗ ΁.΁ΆΉ΅∗∗∗ ΁.΁·΂Ί∗∗∗

(΂Ή.΄Έ) (΂Έ.ΆΈ) (΂Ή.΄·) (΂Έ.ΈΆ) (΂Ή.Ά΁)
Loan Age ΁.΁΁΂΁·∗∗∗ ΁.΁΁΂΁Ά∗∗∗ ΁.΁΁΁ΊΊ·∗∗∗ ΁.΁΁΂΁Ά∗∗∗ ΁.΁΁΂΁΁∗∗∗

(Ά΄.΂Ά) (Ά΄.΁Ά) (΅Ί.Ή΂) (Ά΄.΃Ί) (Ά΁.΃΂)
Single Assess -΁.΁΁Έ΅Ί∗∗∗ -΁.΁΁΃΂΃ -΁.΁΁΄·΂∗ -΁.΁΁Έ΂Ί∗∗∗ -΁.΁΁Ή΃Ή∗∗∗

(-΅.ΆΊ) (-΂.΄΂) (-΃.΂Ί) (-΅.΃΁) (-΅.ΈΈ)
Dublin, Yes -΁.΁΅΁Ί∗∗∗ -΁.΁΅΁Ά∗∗∗ -΁.΁΄·Έ∗∗∗ -΁.΁΅΁΄∗∗∗ -΁.΁΄·Έ∗∗∗

(-΃Έ.΅Έ) (-΃Έ.ΉΉ) (-΃΅.Ά΄) (-΃Έ.ΉΆ) (-΃΅.·΅)
Marital Status, Single -΁.΁΁·Ί΅∗∗∗ -΁.΁΁΂΃Ή -΁.΁΁΄ΉΊ∗ -΁.΁΁΂΃΂ -΁.΁΁΄Έ΃∗

(-΅.΂΂) (-΁.Έ·) (-΃.΃Ή) (-΁.Έ΃) (-΃.΂Ή)
Marital Status, S/D ΁.΁΅΃΁∗∗∗ ΁.΁΄ΈΈ∗∗∗ ΁.΁΄·΂∗∗∗ ΁.΁΄Έ·∗∗∗ ΁.΁΄·΂∗∗∗

(΂Ά.΁΄) (΂΄.Έ΂) (΂΃.ΊΆ) (΂΄.Έ΃) (΂΄.΁΁)
Marital Status, Other ΁.΁΃΅Ά∗∗∗ ΁.΁΃΄΃∗∗∗ ΁.΁΃΃Έ∗∗∗ ΁.΁΃΃Ά∗∗∗ ΁.΁΃΃΂∗∗∗

(΄.ΈΈ) (΄.·Ά) (΄.Ά΃) (΄.Ά·) (΄.΅΅)
Borr Age ΁.΁΁΅΂΃∗∗∗ ΁.΁΁΄Ά΃∗∗∗ ΁.΁΁΄Έ΁∗∗∗ ΁.΁΁΄Ά΅∗∗∗ ΁.΁΁΄Έ΃∗∗∗

(΄΃.ΆΆ) (΃Έ.·Ί) (΃Ή.ΆΈ) (΃Ή.΁΅) (΃Ή.Ή·)
FTB -΁.΁΄΄Ά∗∗∗ -΁.΁΅΁΃∗∗∗ -΁.΁΄΅Ή∗∗∗ -΁.΁΅΂΃∗∗∗

(-΃΂.΃΄) (-΃΅.΅Έ) (-΃΃.΁Ή) (-΃Ά.΂΁)
OLTV ΁.΁΁΁·΃Ί∗∗∗ ΁.΁΁΁·΁΅∗∗∗

(΂·.΂΅) (΂Ά.Ά΄)
OLTI ΁.΁΁·Έ΄∗∗∗ ΁.΁΁·΄΁∗∗∗

(΂΂.ΆΆ) (΂΁.Ά·)

t statistics in parentheses
∗ p < 0.05, ∗∗ p < 0.01, ∗∗∗ p < 0.001 15



EŝűņŴņĥĘŗ RįŸƄŗſŸ (AīīņſņťŞĘŗ VĘŴņĘĤŗįŸ)

(΂) (΃) (΄) (΅)
Emp Status Equity Rel BTL All

FTB -΁.΁΅΃Ά∗∗∗ -΁.΁΅΁΃∗∗∗ -΁.΁΅΁Ά∗∗∗ -΁.΁΅΁Έ∗∗∗

(-΃΅.΃΅) (-΃΅.Έ΁) (-΃΅.·΁) (-΃΄.΅Ά)
OLTV ΁.΁΁΁Ή΁΃∗∗∗ ΁.΁΁΁ΈΊ΃∗∗∗ ΁.΁΁΁·΃΁∗∗∗ ΁.΁΁΂΁΂∗∗∗

(΂Ί.΃΁) (΃΁.΃΃) (΂Ά.Ί΃) (΃΄.ΉΉ)
OLTI ΁.΁΁Έ·΅∗∗∗ ΁.΁΁Ή΅Ί∗∗∗ ΁.΁΁·Ή΅∗∗∗ ΁.΁΂΁΅∗∗∗

(΂΃.΂΁) (΂΅.΄΅) (΂΂.΅Ή) (΂·.Ά΃)
Emp Status, Self-Employed ΁.΁Ή΅·∗∗∗ ΁.΁Ή΅Έ∗∗∗

(΅Ά.ΈΉ) (΅Ά.Ί΁)
Emp Status, Other ΁.΁·΅΃∗∗∗ ΁.΁·΅΅∗∗∗

(΃΃.΁΂) (΃΃.΂Ί)
Equity Release Dummy -΁.΁΄·Ί∗ -΁.΁΃΅Ή

(-΃.Ά΃) (-΂.·΄)
ln(Additional DB) ΁.΁΁ΉΆ΃∗∗∗ ΁.΁΁Έ·΅∗∗∗

(·.΄΄) (Ά.΅·)
BTL Also ΁.΁΄΁΄∗∗∗ ΁.΁΃΁΂∗∗∗

(΂΂.΃΄) (·.Ί΄)

t statistics in parentheses
∗ p < 0.05, ∗∗ p < 0.01, ∗∗∗ p < 0.001
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IŞſįŴĘĥſņťŞŸ ƐņſŃ OLTV ĘŞī OLTI

∙ Using the All Model, interact FTB with 20-quantiles of OLTV and
OLTI.

∙ Estimate difference in predicted probabilities at values of LTI and
LTV.
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EŝűņŴņĥĘŗ RįŸƄŗſŸ (RťĤƄŸſŞįŸŸ TįŸſŸ)

∙ Tests of the robustness of the FTB result.

(΂) (΃) (΄) (΅) (Ά)
Pre ΃΁΁΅ Post ΃΁΁΅ Delta LTV Counties NE

FTB -΁.΁΃Έ΄∗∗∗ -΁.΁΅ΈΉ∗∗∗ -΁.΁΃·΁∗∗∗ -΁.΁΄Ή·∗∗∗

(-Ή.ΈΆ) (-΃΁.΁·) (-΃΃.·Έ) (-΃΃.΅Ά)
FTB Not in NE -΁.΁΂Έ΁∗∗∗

(-΂΁.Ά·)
FTB in NE -΁.΁Έ΁΂∗∗∗

(-΃΂.ΉΊ)

t statistics in parentheses
∗ p < 0.05, ∗∗ p < 0.01, ∗∗∗ p < 0.001
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..ĥťŞĥŗƄŸņťŞ



CťŞĥŗƄīņŞľ TŃťƄľŃſŸ

∙ FTB have 30% lower default rate. Default is non-linear in LTV and
LTI, with the max differential occurring at LTV’s between 80 and 85.

∙ Finding is robust to controlling for borrower and loan
characteristics.

Is the effect an Irish only phenomenon?

∙ Jiang et al (2014) find support for US mortgages.

Some potential explanations include:

∙ Risk appetite
∙ Concerns by FTBs on future credit access
∙ Tighter credit standards applied at origination on FTBs
∙ Delayed entry
∙ Taxation differences affecting affordability (mortgage interest
relief)
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QƄįŸſņťŞŸ?

21


	Motivation
	Data
	Methodological Approach
	Results
	Conclusion

