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Background

• For general households, their home is the key asset 

they own

– In 2009, half of American homeowners aged 62 or older(CFPB)

• Fifty five percent of their net worth tied up in home equity

– In 2015, 32.6 % of Korean homeowners aged 60 or older & 

25.8 % of them aged between 50 to 60 (Statistics Korea)

• Fifty two percent of their net worth tied up in home equity 

• Eighty two per cent of their net worth tied up in real estate assets
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Relative Poverty Rate (OECD)
“The ratio of the number of people (in a given age group) whose income falls below t
he poverty line; taken as half the median household income of the total population”

UK: 11.2% and Korea 15.4% 

Source:  https://data.oecd.org/inequality/poverty-rate.htm
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66 year-old and more (OECD)

UK: 13.2% and Korea: 40.4% 

Source:  https://data.oecd.org/inequality/poverty-rate.htm
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Parents who live with their children 

Per cent of parents who live with their children 
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Parents who have willingness to 
live with their children 

Source:  https://economist.co.kr/2021/06/12/policy/checkReport/20210612143500253.html
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Sources of living costs
(elderly citizens >= 60 years)

Source: https://index.go.kr/smart/mbl/chart_view.do?idx_cd=2767
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Shortage in living costs

• Labor income

– The blessing of labor? 

• Unlocking real assets

– Downsizing the house (preference for aging in place) or 
renting the house

– Cash-out financing (repayment burdens at the maturity)

– Reverse mortgage
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Reverse mortgages  

• RM are for elderly homeowners

– 55 years or older (in Korea), 55 years or older (in UK), and 62 
years or older (in US) 

– Aging in place  

– Allowing the owners to convert their home equity into cash

• Cash poor but house rich 

– Mayer and Simons (1994), Davidoff and Welke (2004), 
Frantantoni (1999), Haurin, et al. (2014), Shan (2011), and 
Tsay et al. (2014)

– US, Korea, Hong Kong, Singapore, Japan, UK, …
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Research question and contribution

• Are RMs  financial products for the house-rich and cash-

poor? 

– Little empirical evidence 

– But too much discussion and a series of policies in many 

countries 

• What if RMs are for house rich and cash rich ?

• Bequest incentive (Mayer and Smith, 1995)

• Empirical evidence with a household-level data set  

– Korean RMs (aka housing pensions) : non-US evidence

– Labour income vs. non labour income
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Ageing and housing markets

• Mankiw and Weil (1989)

– Decline in real house price, even though real income rises

• Hiller and Lerbs (2015): Ageing and Urban House Prices

– 85 cities in Germany over 1995-2012

– Local aging and population shrinkage have economically 

meaningful impact on house prices 
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RM in US

• Typical home equity loans but reverse cash flows

– Homeowners age 62 or over 

– Most reverse mortgages are called Home Equity Conversion 
Mortgages (HECM) 

• HECM is guaranteed by Housing and Urban Development 

(HUD)

– Introduced in 1989

• The FHA(Federal Housing Agency) takes all the risks

– RM borrowers can stay in the house until the house is sold or 
the borrower moves out or passes away
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HECM endorsements

Source: https://www.nrmlaonline.org/annual-hecm-endorsement-chart
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RM in Korea: housing pensions

• RM introduced in 2007

– RM TFT in 2005 

– Korea Housing Finance Corp. (KHFC) developed a public 
guarantee product 

• Similar to HECMs 

• Korean name: Housing Pensions (HP)

• KHFC has been operating the HP program 

• Private products did not succeeded in the early 

2000s

– High risks:  in particularly  longevity risks
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HP endorsements

Source: Korea  Housing  Finance  Corp
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Literature review

• Trend of previous research(Tsay et al., 2014)

– Pricing mechanisms

– Introduction of RM systems 

• Chou et al (2006: Habitat Int’l): an imaginary product in HK  

– 1867 middle-aged adult and 663 of them are owners 

– Willingness to consider apply for reverse mortgage (5-point scale)

• 11 percent of definitely would or probability would

• 32.6 percent are neutral

– Childless (+), amount of financial assets (+)

• Self-evaluated financial strains: insignificant 
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• Frantantoni (1999): Journal of Housing Research

– Reverse mortgage product choice, payment duration choice

• tenure, fixed-term, line of credit, combinations

– Business and marketing purpose

• This study: choice b/w RM borrowers and non borrowers
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• Shan (2011, REE) : Reverting the Trend

– The size of the US market is smaller than expected
• Demand side: bequest, medical expense, interaction with welfare program, 

complex financial product

• Supply side: document requirements, regulations, difficult to securitize 

and finance 

– Zip-code data: 1987-2007
• Missing age, gender, marital status, income or demographic 

characteristics 

– RM take-out when the local housing market at its peak
• Borrowers’ behaviors vary across time

• 2000-2005 housing boom is partially responsible for the rapid growth 
(one year house appreciation rate) 

• Income-poor but housing-rich areas
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• Haurin et al .(2014, JRFE): Local Variation in Reverse 

Mortgage Usage

– State-level variation

– Lock-in their equity gain by obtaining reverse mortgages

• Seniors rationally anticipate future reductions in house 

prices

• House price volatility are critical and their prices are higher 

than an average: insurance motive
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• No research with a micro-level data

• Nakajima and Telyukova (2017:JoF)

– Household-level decisions

– Households with low income and low wealth
• Low wealth represents more outstanding mortgage(hard to 

measure)

– Low bequest motives and poor health 

• Singles

• More medical expenditure

– Expectation on future house prices
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Data

• 2012 KHFC HP Survey 

– 600 HP borrowers and 2,000 non-borrowers

• The non-borrowers are locally distributed according to the 

2010 Census

– More than 60 years or older  

• Eligible borrowers

• Face-to-face interviews (rationality)
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Key variables
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Other covariates
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Summary statistics
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Empirical evidence
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Conclusion

• HP is for house rich and cash poor 

– A micro data set

• Heterogeneous wealth and income

• Other variables such as education, medical expense..

– Policy implications  

• Asset-based welfare

– Limitation

• No price dynamics and robustness check(controlled for a 

province dummy)


