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Motivation 
•  The financial crisis has witnessed the breakdown of 

markets for complex financial products. 
•  Issuance of one such product – Commercial Mortgage 

Backed Securities (CMBS) – declined from its 2007 peak 
of $230 billion to less than $3 billion in 2009 

•  The performance of the most recent pre-crisis vintages 
have fared the worst. 
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Motivation 
•  Why is the performance of the most recent (pre-crisis) 

vintages the worst? 
–  Near peak valuations 
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Motivation 
•  Why is the performance of the most recent (pre-crisis) 

vintages the worst? 
–  Near peak valuations 
–  Observably worse collateral 
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Motivation 
•  Why is the performance of the most recent (pre-crisis) 

vintages the worst? 
–  Near peak valuations 
–  Observably worse collateral 
–  More complex deal structures 
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Research questions 
•  Do loans in complex deal structures perform worse ex-

post, all else equal? 



Research questions 
•  Do loans in complex deal structures perform worse ex-

post, all else equal? 
•  If so, are investors in these securities aware of the 

complexity-quality relationship? 



Findings 

•  Controlling for observable loan characteristics, 
subsequent movements in commercial property prices, 
vintage, property type, location, and the identities of the 
key institutions involved in the deal, loans perform worse 
when they are part of a more complex securitization. 



Findings 

•  Controlling for observable loan characteristics, 
subsequent movements in commercial property prices, 
vintage, property type, location, and the identities of the 
key institutions involved in the deal, loans perform worse 
when they are part of a more complex securitization. 

•  Controlling for a wide variety of characteristics regarding 
security structure, investors paid more for securities from 
more complexly-tranched deals. Evidence is consistent 
with catering to investors. 



Related literature 

•  Benchmark: In an M&M world, securitization structures should be 
independent of valuation. 

•  Increased complexity of financial products is a key feature of the pre-
crisis environment 
–  Caballero and Krishnamurthy (2008), Arora et al. (2009)  
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–  Borrowers and lenders 
–  Lenders and underwriters/investors 

•  Keys et al. (2010), Bubb and Kaufman (2009), Downing, Jaffee 
and Wallace (2010), Demiroglu and James (2009) , Benmelech, 
Dlugosz and Ivashina (2009), Titman and Tsyplakov (2007) 

–  Lenders/underwriters and servicers 
•  Ambrose, Yavas and Sanders (2008), Gan and Mayer (2007) 

–  Lenders/underwriters and rating agencies 
•  Skreta and Veldkamp (2009), Stanton and Wallace (2010), 

Coval, Jurek and Stafford (2009) 



Data 

•  CMAlert 
–  CMBS securitization lists 

•  Private issue, US issue, 2001-2007, deal type 
–  Security structure and pricing (at issue) 
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Data 

•  CMAlert 
–  CMBS securitization lists 

•  Private issue, US issue, 2001-2007, deal type 
–  Security structure and pricing (at issue) 

•  Bloomberg 
–  Underlying loan collateral details (at issue) 
–  Loan performance (at time of download)  
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Data 

•  CMAlert 
–  CMBS securitization lists 

•  Private issue, US issue, 2001-2007, deal type 
–  Security structure and pricing (at issue) 

•  Bloomberg 
–  Underlying loan collateral details (at issue) 
–  Loan performance (at time of download)  

•  NCREIF 
–  Commercial property price indices by MSA/property type 



Results: Performance regressions 

•  Probit analysis 
–  Dependent variable equals 1 if the given loan is performing 

as of the first quarter of 2010, and is equal to 0 otherwise. 
–  Tables report the marginal impact on the probability of a 

loan being performing, holding all other variables at their 
mean value. 

–  Measures of deal complexity 
–  Control variables 

•  Observable loan characteristics 
•  Underwriter, originator, servicer relationships 
•  Implied current LTV 
•  Property type, year, state, originator, and underwriter 

fixed effects 
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Results: Yield spread regressions 

•  Do investors recognize that loans in more complex 
structures are of lower quality? 

•  Cannot observe prices on all tranches of a securitization. 
•  Construct a set of 4,093 tranches from the 334 deals that 

have pricing information and were originally investment-
grade-rated. 

•  If complexity is profitable for the underwriter/originator, it 
would be evident in the securities sold to (relatively) 
unsophisticated investors. 



Results: Yield spread regressions 

•  Dependent variable is the yield spread (at issue) of a 
specific tranche. 

•  Measures of deal complexity 
•  Control variables 

–  Observable pool characteristics 
–  Observable characteristics of the tranche 
–  Underwriter and quarter fixed effects 

•  Different regressions by credit rating 
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Results: Yield spread regressions 
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Results: Yield spread regressions 
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Anecdotal evidence of catering 

•  Commercial Mortgage Alert, February 18, 2011 

•  The long-term senior class of a $1.3 billion multi-borrower offering 
led by Wells Fargo and RBS priced at 100 bp over swaps. The deal 
originally included two triple-A classes. In addition to the long-term 
$493.2 million tranche, the underwriters shopped a $583.5 million 
class of five-year bonds at 115 bp over swaps. But to take 
advantage of demand for paper with different terms, the dealers 
carved the five-year class into three tranches, with average lives 
of 2.4 years, 4.8 years and 7.1 years. The subordination level 
remained at 17.1%. 



Conclusions 

•  Controlling for observable loan characteristics, 
subsequent movements in commercial property prices, 
vintage, property type, location, and the identities of the 
key institutions involved in the deal, loans perform worse 
when they are part of a more complex securitization. 

•  Controlling for a wide variety of characteristics regarding 
security structure, investors paid more for securities from 
more complexly-tranched deals. Evidence is consistent 
with catering to investors. 



Deal complexity, loan performance, 
and the pricing of commercial 
mortgage backed securities 

 
Craig Furfine 

Kellogg School of Management 
Northwestern University 

May 4, 2011 



Summary statistics 
/"$0H#&=&#(=$'1$;#&.(IJKBKLM(8;.&'=$:"0.N( O&$0( ,%<(5&=(

?0@>&)*',%*J)*%(')0%>B%-+,.',/>0F% 2M9:3% 2M627%

;,>F>0)(%/)*A,>*D%bD+),Bc% 42M327% 7M476%

_>/+%*'%/)*A,>*D%bD+),Bc% 1M984% 7M198%

?0@>&)*',%*J)*%(')0%>B%>0*+,+B*%'0(D% 2M454% 2M658%

;,>F>0)(%-,>0&>-)(%X)()0&+%b/>((>'0B%'.%dc% 44M:22% 61M222%

Q_e%)*%@+)(%&A*'f% 83M77:% 47M462%

VBC/)*+@%Q_e%5242g4% 37M925% 55M459%

O$!=%)*%@+)(%&A*'f% 4M874% 4M:78%

Q')0%B-,+)@%*'%42%D+),%_,+)BA,D% 4M785% 2M817%

?0@>&)*',h%;,>F>0)*',%>B%*J+%B-+&>)(%B+,I>&+,% 2M277% 2M521%

?0@>&)*',h%;,>F>0)*',%>B%*J+%/)B*+,%B+,I>&+,% 2M526% 2M726%

?0@>&)*',h%;,>F>0)*',%>B%*J+%@+)(%A0@+,E,>*+,% 2M588% 2M775%



Summary statistics 

)""#H#&=&#(=$'1$;#&.(IJJP(*""#.N( O&$0( ,%<(5&=(

T,)&C'0%'.%@+)(%*J)*%>B%-+,.',/>0F% 2M9:1% 2M429%
Q_e%)*%@+)(%&A*'f% 89M286% 7M249%
VBC/)*+@%Q_e%5242g4% 32M833% 41M529%
O$!=%)*%@+)(%&A*'f% 4M133% 2M582%



Summary statistics 
)""#H#&=&#(=$'1$;#&.(IJJP(*""#.N( O&$0( ,%<(5&=(

$>S+%'.%-''(%b/>((>'0B%'.%dc% 4:64M7:3% 4432M415%

WA/X+,%'.%*,)0&J+B%>0%*J+%@+)(% 56M759% 7M195%

]%'.%HHHN,)*+@%*,)0&J+B%>0%*J+%@+)(% 9M496% 5M397%

]%'.%^A0RN,)*+@%*,)0&J+B%>0%*J+%@+)(% 3M288% 4M653%

?0@>&)*',%.',%i')C0F%,)*+%*,)0&J+% 2M524% 2M724%

T,)&C'0%'.%*J+%@+)(%,)*+@%HHH% 2M914% 2M276%

T,)&C'0%'.%*J+%@+)(%E>*J%^A0R%,)C0F% 2M275% 2M255%

=)C0FB%>/-(>+@%-,'X)X>(>*D%'.%@+.)A(*% 5M38:% 4M576%

=)*+@%XD%6%)F+0&>+B%>0@>&)*',% 2M294% 2M536%
TAB>'0%*,)0B)&C'0% 2M943% 2M693%



Performance regressions  
(marginal effects) 
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Yield spread regressions 
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