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Pricing Mortgage-Backed Securities by a Dynamic

Prepayment Model
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ABSTRACT

The goal of this paper is to value mortgage-backed securities in fixed-rate mortgages via using a Monte
Carlo simulation. By employing the CIR interest rate model together with the OTS dynamic prepayment
model, a computationally simulation model is created. That is, we develop a model for pricing a mortgage-
backed security when interest rates are allowed to move randomly, and when prepayments are a function of
interest rate movements. Besides, the sensitive analysis is conducted to further examine the effect on the
price of a mortgage-.backed security when the economic parameters vary. The implication of this paper is

potentially useful for banks to price the mortgage-backed securities under various economic environments.
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EMTF :

dr = K(0-T A+ OrfF,0Z wooovvrrcccrriereerneecssssssiecnessceesressesssiiisssssssesse s senseseen (1)

Hs r SEGAVEIANIRE - «BEPNERREF AR AKENFAREE - 0BEEZR
BAOKHE ~ o\fr, BEHARIEREENE ~ 7, 5 Wiener process * FFEN(0,1) °

FHIRFd ok~ 0K o B7E E(constant) * H 6 >0 ~ k8 =0 ° CIR ModelFEI#5EFE P AT 1GE]
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CPR, =seasoning, *seasonality, * refi_, ......cocoovmmnmnininic, (2)

SMM,  =1=(1=CPR, )" oottt (3)

Hr» CPR, BEnERKEMRISRNEFERINESE - SMM, BEnRIEEBJHRE R R2H]
BAZ - seasoning B EKERYR - seasonality BEHIUR - reliBHRMEFREBR - Hep »
seasoning ~ seasonality ~ refi53 BIEX BT :

seasoning = min (1.0, 0.03333* ) .o 4)

T E PRI £0.03333 0 LR R EE E R EIMGIEES0.03333) » EH30{EH
R EREES  2EDRFILEBGEE) -

%k -
seasonality =1+0.2* sin[l'571 (mgmh ¥t-3) 1} ................................................ (5)
sin : sineBX8{ : month : F{THAM
refi =0.2913-0.1620 * arctan[8-3645 *(1-1556 - j_ ﬂ ...................................... (6)
rr+u
refi = 0.2567 —0.1532 * arctan[4. 0479 * (1.2491 - i H ..................................... @)
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c: EREMZE r: MERFZE o EABRREK  arctan : arctangentEHEX
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(=) EM-EREREE (Monte Carlo simulation)

AR E 28 5 E R R BIRERE - dFMEPBAT ¢
Stepl : FIJFICIRFIZHEAY » EEFZEHK -
Step2 : KIROTSIRHIERER » KiEF—HANIRAIEESH -
Step3 : HEFIFFR THE—IARESRBERENE - &% - BaBEEREE) > WHLIRHK -
Step4 : Efstepl~step3NK » {HEIN{EHTIRIE -
Step5 © SKELGELATIUEIITIOE » BNSIEMESHRBRHERER -

BT BB R BB R M AREELE R BEN » BIGREEHE RSEEREK - HP
SRRERRE RSN 0 H IS8 u B R 2 TRE T - NEBEMET AR » BUEENER 2SR
R SIEHR ERERER ) ERE SRS EBIE - XRAT ¢

B _b 2 AT AR S AR R BN 4R 4E R (standard errors)REZIH7D » EHSR SR EEREESRHY
A HEEHERERL -
ZFHMRER
(—) EREMESERE RIEMERS YT
1. IR ERREE 77 LIRS
IEHE KIS (Mortgage Backed Securities)

EFER (types of mortgage) HEHBEIEHERK
EFREEAE B (balance of pool) $1,000,000

FHIFZR (contract rate) 0%

HEKHAM (mortgage terms) 304F (R )
HFKHAME] (mortgage terms) 154 (K55R)
#3877 7\ (amortizing types) (SIS NCRS L (3
ZESRHIRH (par value) $1,000

1R 7G4 (types of payment) pass through

1T A 17 (issuing month) 18

2. CIRFI|ZRIR R R BEE % GES) -

CIR FI|ZHEH
1(0) GEEZAFIZE ) 10%
0 (FIZERIRHAK#E) 10%
k (FAEGEED) 25%

o (B EIE) 15%
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3. OTSTRHIE @R 2B E (FF6) :

OTS Prepayment Model
seasoning min (1.0, 0.0333333* t)
seasonality 1+0.2* sin L571* (mgnth *i-3) - 1—
refi (30 1H) 0.2913-0.1620 * arctani:& 3645* (1. 1556 - r i u):
refi (15FEHA) 0.2567-0.1532* arctan| 4.0479 *(1.2491 . i u):

t : EFEH 5 month @ FITHMY 5 ¢ ¢ BHIFIZE 5 u - AKX

(Z) RU-FRHREENE

AR e R IS0 BAR (AR M SR 47 AT ERZRYY) » M5E— B AT EA RIRYF]
FERIBET - A ERBROES BN - R BREEERER—RE20FEH - k30
I > B{FE R IERREERS RERSIPBIA TSN ERET » 230MMA ISR EEIERS
R FCE RGEET) - PR ER - [B—5RE Y BREIR S T & H30F A K& 15F HIRRHER
FIRSEER BIBRIR o BB AT BAREE AR AR e RS B R BB IRt - SO IAREER B
FORET] LI AN AR MEREYE - HOK - HHEIFP AT LIS - —FRERE BN - B A Bl
GRIEREEARUER - (HR B ABREE AR D AR RS HR - 2LEIRTEIER - 305K
LS HARY AL I5E X B0 N ZE 2000F016000R LA LI - IEHERRIHEANRZREAIR - MU EORERERIAINY
PRI T W R » AH 52584220005 16000 R AR EER SR EEHE » MBI E30F 1 K 155
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& MRRANT (B =) - BB F AL IR ERE S ER IR Z R @B - S EER
AR o EFIEE 8% AN LA AER R AR ALK E2%55 » HTIRAST IS R EHIFIEE10% »
TSR ISR R S SR ESRE S A THEIE o EFIAEM 8RR SRS IR ERHT - AR
12 8% I AR B RKAR SR PR 4 (B 384T -

5T ERE T REAENE SR ERE R EE ZERRGR > FEHREIN M (convexity HVEHE
FrABRO I R A 2R R E AR R AU - BRI R B AR TERI A T [T (B ARy
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) - BR AR ERESENER TR - EREMMEE R N EEEBEE T §
BRI L REABRIE - FIERTBREFERNGH RFIER LR - S ERE 200 A
RRATEENFY - HArEEERBEICR - 8B E M (negative convexity)HIFE R
Clauretie and Sirmans (1996)#HE A EFKE TR0 EHE- TR 2R HhBRAGRLAN T (BIDFT7R - BT
H/NPRRRIFIARRS - ZREEIERHER - SRS HR AR - IR EE
R N ER BT A RIS E MR R RRSEE A -

ERBIRFRIETRIEM R SRR - WA LAt g HIR & MR B
& AT (E =) iR AR ERERE L © ERHMRATIE RSN EREIFER - HIEHEE
IRBIZE fEE RO RAT R T R - RATERRREE - THEM SRS E S HE AN
HHIRHE - MAXFTRANRIEREEY > TREER THRESAR - BIIATHRIEHERS
RATERRAPE » BN 2B 8 K E H A E R AT ERIT RS » LA AR
AT E R R E A A AR BT E » MR —IRER- S 2R dhRes 2E - i)
HIZESF

sy NOEESS - BEAS BRI ZRRY T RO U - (BRI 4se) EAHANSUR - ErTH(E 1)
Bih o BRI TR - it ORESHER EFHIBREBY | o (BRER EFHRHERATAIE T - AL
AWFLATERET RIS RS HM By | » RREFFE SRR AR A - R
LAHRFEARBRME > FIETRRRE ARG MOTFIER R » S0 EE EE RSN EE
MERSURBIEHIB R B - EHREEM SR —HERNKEIR » ARRETRRERNE
AT AT E KRR DR AR » A SE A BTN SR SRR » DIREREHRS
AR VB K BRI -
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price

interest rate

BL OrfERREEET

(M) {ERFURIE DI
FEFHESETRINFIZEE 28T K ERE SO EREURNY - B TEMEBR 2 TR
FRE (A5 281EY - EthiTSBUEEIRATL -
F49 > B TEETRINFIEARERE - REHEMEZREFNERBBEEREE W%
FE OB LA T 2 {#Er(0) » X E =TEIB AR HARTASHE -
1L IEREE : 10)=6% " 6=10%
2. KFH  (0)=10% ° 6 =10%
3. ABE  r(0)=14% * 6=10%

1. FIRBZENIF (o)

SRR = R ARAOTER 2R AR © IERER ~ KPR R AREIIREFZ R » SRR ERFIZEE
BEE(o)T » FEEFERERNERBML - ) BEH=ENEREET » #LoRB
RS ERE S 2R ENE - H(FE—) BREREMENENEN R » EX RS
RSN > SO IS RME IR ERB S ERERE 380 - ER 7T LT - HREF]
R BB ARE - BB A AR EERENERAE  BEFETRERERTETEE
FILFIR » FTLMER A FHIBRWIRATE R B R EF 2 ghE e mm AR A g EiE - HifgK
= TEHAE A B (EAS S B IR S - MMER R E B WAL ZIBITIRATERAVHER] » &
{fiKau et al. (1994) ~ Bennett, Peach, and Peristiani (2000) /A SCEEHHATHREY » (5K E SEIEEHITIR
HIEEIITE » SEETERERERNERRES -

2. FIRFARE (k)

73 B ZRERIRE SRS R © IERIE ~ KRR AR RROERAshix - SRETEBEHFIZRER
TR (O - 30F BRI SEE R TR RS ERB L - (ROBHENTRRFIEHRIGE
T » SUBKATIR B E EERERE S ZHRER - BED) LA HERR TR AR IERNE
AR o BEEFI R - (EEE ERE SO ERTTRE - ERESHBEERRE
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FIzpEhE
5% 15% 25%

B FRHAR 155 304 152 304 155 304
SRR BRI

1(0)=6% 924.45  903.67 927.38  905.33 946.44  924.33

KERIE

1(0)=10% 92377  903.59 928.60  909.93 947.75  922.74

AR
1(0)=14% 923.50  900.83 927.14  908.08 94493 929.38

A 1 ISTEAEREXBUR6000K ; 30EBHEIRBIR2000% ; BRI  HERBECE U A HGTHER R Frat € A2 BUElE -

K_ FRNRBREGERN XA REESERAETESORERE

5% 15% 25%

HEE 157 3045 155 305 15% 304
GEFERERER  IERiER

r(0)=6% 927.38  910.24 923.53  908.15 921.90  906.13

IKFEREEE

r(0)=10% 928.60  905.78 923.01  904.17 921.76  901.08

=FEA
r(0)=14% 927.15  909.90 925.17  903.31 921.90 901.55

af 0 ISTEIRBERBR6000K 5 30FARSERBIR2000K 5 B{THIT s HERSEUE 0 N MIGTHER R FEREN 2 BAHR -

AR > RIS A REBIR AR UE10% » FIASH B ARIEBE T BIEHRATERENARLE - {4
HE GHLERE TAREE - RATEEERE - CEERERERNERREIE -

() REIKBERAF

TEASCHIFFHERA - BERIRER T —(EIRATIE B » M R RE—IRERE > H
EHE R AEPAETT RISRE S 2 MIRIER A RIRADERITE » M —3  HIERERE Y
REEMS R —ETEEHNER - EH > AAEPAE  EIREXES R ERRE - R
MEREEF - RMERE SRR RE TEMA TR ERE F () » AHFA R EER2% -

) N T CF
?ﬁﬁiﬁ%ﬁsﬁ%ﬂ’m‘ﬁ%@%:%zz i

n=l =1 H(l +r,, + u*)

5% > ﬁﬁéﬁﬁﬂ’vfﬂlﬁﬁﬁﬁ7k1@$—ﬁﬁ%f@é‘%%ﬂ@‘§l‘%?ﬂﬂﬁ » FRLUE BRI B R BRI Rk
FSETTS FROER > KGRI R (9K RS (IR SR AR R0 S HEAG S 1 TS RS O B
REIKAE () (GE8) o EEAIATAHIIEHT SRR A EI RS R ER - RIEAI AT RE MY
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bk fEu = 2%:87% - T DU IEEBIFRIEREFESIMSERE - RZTA -

{Bra% A SCATA R30S HHE M ka5 A ah » H B HITET LRYERR 980T » RIEA S
HORMEE R A ik M O HT B KRR 7718 £5909.93 7T » SEFR R AI AT e 0 R B B 7K fiEu = 2%
> R TR T 9) » SKIL BRI RS K Eu* = 0.0186 - [FERRRY » ISEIRIB S 7
NG JRAE R TRIRE DR R A B A KE - —(B1SEIERRA AL KB - 3
WA DU ESER B B AR E RS ~ Bt s B beni (B8 b S S EmEE Sz -

W~ Eh R

B S A RIEMNERGEZFTE TN SAERREEEEERM » AR HIRSH
FRERBEET RIKHEZGES - HEEAURHIEN S SRR i B EHEERE - 1 EF]
FHRBEX AR HERR Z RIRRGR - B R B SERERE A AR - EFT LUER HRERR
i ERAR L TR RR DR dnfis S FAEBE B IR 71k - TERERbR R 2SR rh A FE
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& WA IRHE I EEREE R TS ES L - KA AT FRUBER K ER SGE - HMEE
SLMELE » LUSE(E H am (B H2 5 (RS 0BG AR AE - T8 @18 T R s K A% 7T
LIRS A S KB ~ SRS AL IR SRk TR -

A SO FHEAS R A B3R

1. A EERE S ERSFORIZE 2 R 2 3hRa (R - B EFIEER R AR - ERERATEEN
{TRE R ERBBRAEAR - MBSHYEASERARERIZS TIEMARIER & » (S ERGEFR T
8 -

2 RIS RIBRERRE T - HiR—FaFIFRERIERN - RAEENES R E R K
JAOKYE » FrLL > FIZSEOHARIARS ARG AN R DISHEH ERGE SR EREREE -

3. B FES BN ORI - (ERE THI SR RIE B B EH GRS - A G XIS TIRATE K E
H] > SEFEIEE TR ATE ERVITR - RN S G SR B RE R 2 B A M 52 & -

4. EBInEER IR - MR B EARIEAT - QI EHRAERFR IR - K& GiCER
HIEERI G » S SR SRR TR H (AR BE 5 B 0 B BE IR 0 T sk

B FERGR - TLMR S BRI NE BTN SRR S SRMBIEBER 2% - fesla My
FIARERIRET H A EERATER - iR REE PR SRS RE RER B RS
THRRE A » IFIHRE AL BRI IRERR - |

ARG TR TR I — (B M SRR IR )T 15 B Rk - WERB HE RS AU K&,
bEtEE o FriE AR 2 B2 F M2 Z RO - HEASPRy ot th il A T > #FE
LR PR LA R AR R R IR AT IEDE R B A R BREE SRR (RS RO B A T S RIEE SR LT s
AR A REER BRI ERT ERKAUHHBR R R SO MEL H B LIS - A DA A Sl & R4
HAK SRR AT EERTY » SO NETTIS R ) - R BRI S FatRag 37 this R &
;& B FIZRR BN T thR — AREEE - (Kt - RAEH FEn] LUE IS SR EEKHBRE # -
VT EBANTESHIHRE R EETF DR RATEEEREE - 5o - el DA SRR
SHILE BHERIRIES )]
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B GEEERANRZIBURER N BEA - EEERRERFE R G BRI RIHNES
ARRE o BESRTANLL » (EARRBMFZR AR (LT EAMEEE R —FET » ERRES B
HIEEREIET » 2FE S - IRABIRERIOTSIRANE (BIREY » [RIRF5 BB K IR %S
MRRATEHERESER @ U TECEMEEES S - KRR st oM
HIBNR AR ESB BB A G SRR RIS BIEL - FIZREA R 2BUSEHERIEE - M
BE—2K » t R B EERRIIREEH S A2 BIEA TRIRSER - R HBER R ESRE
TR BRR -



FER BRI ERA T BETEERES 55

ES

32

it 3:

i 4

iFs5:

6
7

it 8:

% #
PSA Model * CPR Model * BiRiBEE 75 B S ZbEn R IR E RS REEH] -
PSA Model LA E7K T80 5 B B3R 4R AE (B2 » MCPR Model i #2 A5 (HZR3R 5 — B =
TKHE o
OTS prepayment model » £5Office Thrift Supervision#t ¥ & FKEE IR AT SRETHERHIER
fRAl -
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