AN ENUMERYS GLOBAL WHITE-PAPER

Do Prime and Sub-prime borrowers alike Default on Mortgages before defaulting on
their Credit Cards?

A recent study released by Experian Decision Analytics (published June 20, 2007 as
reported by BusinessWeek Online, June 21* 2007 “Time to Give Up the House”)
suggests that sub-prime borrowers are more likely to be late on their mortgage than on
their credit card.

According to the study, the share of subprime borrowers who were 30 days or more late
on their mortgages went up from about 32% at the beginning of 2003 to around 36% at
the end of 2006—a sign of increasing financial distress.

Yet those same subprime borrowers actually caught up on their credit cards over the same
period. The study focused on borrowers with Experian credit scores under 620, which
would be considered sub-prime.

The explanation provided in the BW article was that most of these borrowers put down
small or zero down payments so they don't have much to lose especially if prices had
fallen since they made their purchase. People were current on their payments on their
cards because people need credit cards for everyday necessities like gasoline and
groceries.

This phenomenon might be true for sub-prime borrowers but may not necessarily be
applicable to the rest of the mortgage consumer population. We correlated monthly Net
Charge-off data for some of the major credit card lenders against monthly Home
Foreclosures between January 2005 and April 2006 and found some results that suggest
that for the majority of the borrowing population the reverse might be true.

U5 Home Foreclesures Correlation te Credit Card Default

12 = | . . . 140908

1 : : : 4. i ; 4 120008

+ 10003

-+ L0

-+ $IE0

4 4000

=+ 0610

L]
b
Mg Afremes

-5

0s

£
0t
i 0

o

D

05

-
Mar-O
Apr-Ch

g
] i R K
—— it e Wi L Tt e Charga- =i —— rveic i b - Tiruid bt hargee-ad 1 —i— gt ol O v Mastior-Trast Hot Chisrgeeof [
b DR M- Trgst et Chage- of 1 e Mo P o v

© Copyright 2007 eNumerys.com. All Rights Reserved.




The chart above compares net charge off data reported for Credit Card ABS Master
Trusts for Citi-Cards, Amex, Capital One and Chase against Home Foreclosures (Source:
Bloomberg). The chart seems to suggest a few months lag between the peak in credit card
charge-off and Home Foreclosures. In fact there is some delay between when a
cardholder defaults and when the Master Trust charges the debt off (although there could
be as much as 60 to 90 days delay between the mortgage payment default and when the
house goes into foreclosure.

Though these results are not at the Household or individual level, but are aggregated for
the whole nation, they are broadly indicative of the lag relationship between credit-card
default and Home Foreclosures. This seems to suggest that the relationship seen by
Experian Decision Analytics in their study might be limited to Sub-prime borrowers only.
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