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Problem Set 5: Rick Beck III

In our last episode, we employed the tools of estimation and statistical significance in trying to help the Becks, but we were limited in our approach because we were only able to analyze each independent variable in isolation. Now that we have a grasp of regression analysis, we can build a model that allows the Becks to take multiple variables into consideration simultaneously.

Revisit the questions posed by the Becks:

· What proportion of RBCC’s customers go into default?

· What criteria should RBCC use when deciding which customers are good credit risks? If you were to recommend a set of variables for RBCC to use, which variables would you use?

· Once a loan is in default, what “script” should they use to try and collect the overdue debt?

Also:

· Evaluate each of the following loan applicants, and make recommendations to the Becks as to which of them ought to be approved for a loan. Rank them in order of credit-worthiness and discuss your conclusions. 

	Subject
	Marital Status
	B&H Rating
	Children
	Age
	Income
	Debt
	Gender

	Lee Swedowsky
	Married
	A
	6
	24
	$50,049
	$92,876
	Male

	Renato Ferreira 
	Single
	B
	1
	34
	$21,334
	$139,639
	Male

	Matt Aboud
	Divorced
	E
	1
	40
	$49,638
	$33,509
	Male

	Marjorie Coismain
	Single
	C
	0
	27
	$35,541
	$25,589
	Female

	Deb Arnold
	Married
	A
	2
	35
	$53,269
	$93,890
	Female

	Shilpi Chandra
	Widowed
	D
	0
	69
	$44,070
	$41,143
	Female

	Manya Klempner
	Divorced
	E
	1
	36
	$43,243
	$29,775
	Female

	Sanjit Bakshi
	Married
	C
	1
	32
	$19,223
	$18,006
	Male

	Paul Blake
	Married
	D
	3
	34
	$33,754
	$55,331
	Male

	Scott Sandler
	Married
	B
	2
	29
	$56,893
	$44,657
	Male


· If all of these applicants were to be approved for a loan, what sort of interest rates would the Becks charge them, so that each applicant has a 10% expected annual profit for RBCC? Make any necessary assumptions and state them clearly. (Assume that the Becks can charge a different rate to each customer, depending on their estimated risk of default.)
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