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Figure�1�
ABX�Indices�by�Vintage�

�

�

�

This�figure�shows�the�levels�of�the�Markit�ABX�indices�of�Collateralized�Debt�Obligations�based�
on�subprime�mortgages.�The�data�are�from�Haver�Analytics.�The�vintages�are�January�2006�(06�
1),�July�2006�(06�2),�January�2007�(07�1)�and�July�2007�(07�2).�No�indices�have�been�created�
subsequently.�The�premium�is�set�on�the�indices�to�have�an�initial�value�of�100�based�on�a�
survey�of�market�participants,�unless�that�premium�is�over�500�basis�points�in�which�case�the�
premium�is�500�basis�points.�The�initial�trading�values�were�less�than�100�for�lower�rated�
tranches�in�the�January�2007�vintage�and�for�the�July�2007�vintages.�
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�
These�are�the�returns�adjusted�for�IGARCH(1,1)�based�on�the�estimates�in�Table�4.�The�“06�1”�vintage�is�the�January�2006;�the�“07�1”�vintage�is�
the�January�vintage;�the�“07�2”�vintage�is�the�July�2007�vintage.�The�seemingly�near�zero�variances�are�periods�of�relatively�low�volatility.
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Returns�Adjusted�for�IGARCH



Figure�3�
Variance�Decomposition�
January�2006�Vintage�

0
2
4
6
8
10
12
14
16
18
20

Jan�06 Jul�06 Jan�07 Jul�07 Jan�08 Jul�08 Jan�09 Jul�09

standardized�return

0

1

2

3

4

5

Jan�06 Jul�06 Jan�07 Jul�07 Jan�08 Jul�08 Jan�09 Jul�09

common

0

2

4

6

8

10

12

14

16

Jan�06 Jul�06 Jan�07 Jul�07 Jan�08 Jul�08 Jan�09 Jul�09

vintage

0

1

2

3

4

5

6

Jan�06 Jul�06 Jan�07 Jul�07 Jan�08 Jul�08 Jan�09 Jul�09

ratings

0

1

2

3

4

Jan�06 Jul�06 Jan�07 Jul�07 Jan�08 Jul�08 Jan�09 Jul�09

idiosyncratic

0
2
4
6
8
10
12
14
16
18
20

Jan�06 Jul�06 Jan�07 Jul�07 Jan�08 Jul�08 Jan�09 Jul�09

standardized�return

0

1

2

3

4

5

Jan�06 Jul�06 Jan�07 Jul�07 Jan�08 Jul�08 Jan�09 Jul�09

common

0

2

4

6

8

10

12

14

16

Jan�06 Jul�06 Jan�07 Jul�07 Jan�08 Jul�08 Jan�09 Jul�09

vintage

0

1

2

3

4

5

6

Jan�06 Jul�06 Jan�07 Jul�07 Jan�08 Jul�08 Jan�09 Jul�09

ratings

0
2
4
6
8
10
12
14
16
18
20

Jan�06 Jul�06 Jan�07 Jul�07 Jan�08 Jul�08 Jan�09 Jul�09

standardized�return

0

1

2

3

4

5

Jan�06 Jul�06 Jan�07 Jul�07 Jan�08 Jul�08 Jan�09 Jul�09

common

0

2

4

6

8

10

12

14

16

Jan�06 Jul�06 Jan�07 Jul�07 Jan�08 Jul�08 Jan�09 Jul�09

vintage

0

1

2

3

4

5

6

Jan�06 Jul�06 Jan�07 Jul�07 Jan�08 Jul�08

ratings

0

1

2

3

4

Jan�06 Jul�06 Jan�07 Jul�07 Jan�08 Jul�08

idiosyncratic

0

1

2

3

4

Jan�06 Jul�06 Jan�07 Jul�07 Jan�08 Jul�08 Jan�09 Jul�09

idiosyncratic

��
�



January�2007�Vintage�
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July�2007�Vintage�
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This figure shows the daily variance decomposition for each vintage and credit rating within 
each vintage. The first row of each panel shows squared standardized returns. The following 
rows in the panel show the contributions by the common factor, the corresponding vintage factor, 
the corresponding ratings factor and the idiosyncratic factor. The vertical scales of the graphs 
differ vertically but not horizontally. The vertical scales differ too much to use the same scale for 
all graphs. Comparisons across credit ratings within a vintage are simpler with the same scale for 
all three credit ratings. 



Figure�4�
The�Integrated�Common�Factor�

The�left�panel�shows�the�integrated�common�factor�for�the�January�2006�AAA�vintage�with�the�initial�value�normalized�to�1.�This�
value�reflects�the�conditionally�heteroskedastic�behavior�of�the�common�factor�derived�from�the�conditional�heteroskedasticity�in�
the�original�returns.�The�right�panel�shows�the�actual�value�of�the�AAA�tranche�of�the�January�2006�vintage�of�the�ABX�index.�Many�
common�features�appear�in�both�figures.�
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Figure�5�
Observable�Variables�
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This�figure�shows�the�values�of�the�variables�other�than�the�ABX�index�which�are�included�in�the�analysis�of�the�variables’�
relationships.�The�figures�suggest�that�the�Dow�Jones�Equity�All�REIT�index�and�VIX�have�slow�moving�components,�possibly�unit�
roots,�while�the�spreads�do�not.�By�the�end�of�2009,�the�spreads�return�to�values�similar�to�those�before�the�crisis,�although�the�
behavior�is�not�identical.�
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Figure�6�
Actual�and�Simulated�Values�

Of�the�Common�Factor,�REIT�Index�and�VIX�
�

This�figure�shows�the�actual�values�of�the�integrated�logarithm�of�the�common�factor,�the�logarithm�of�the�Dow�Jones�Equity�All�REIT�
index�and�the�logarithm�of�VIX.�These�actual�values�are�shown�on�each�graph�with�the�simulated�value�from�the�estimated�vector�
error�correction�mechanism�in�Table�10.�The�simulated�values�are�from�a�dynamic�simulation�with�LIBOR�less�OIS�held�to�its�mean�
value�from�January�19,�2006�to�December�31,�2009.�
�
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Figure�7�
Deviations�between�Actual�and�Simulated�Values�
Of�the�Common�Factor,�the�REIT�Index�and�VIX�

This�figure�shows�the�percentage�deviations�between�the�actual�and�simulated�values�of�the�integrated�common�factor,�the�Dow�Jones�Equity�All�
REIT�index�and�VIX.�The�percentage�deviations�are�between�the�actual�values�and�the�exponentiated�value�of�the�logarithm�of�simulated�values.�
The�simulated�values�are�from�a�dynamic�simulation�with�LIBOR�less�OIS�held�to�its�mean�value�from�September�19,�2006�to�August�8,�2007.�The�
deviation�between�the�common�factor�and�the�simulated�value�shows�a�clear�downward�movement�not�reversed�by�the�end�of�2009.�The�deviation�
between�the�REIT�index�and�the�simulated�value�show�a�similar�downward�movement.�The�deviation�between�actual�VIX�and�the�simulated�value�
shows�a�dramatic�movement�upward�in�2008,�much�of�which�but�not�all�is�reversed�by�the�last�half�of�2009.
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