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The Relationship Between Housing Values
- and Demand for Reverse Mortgages

Eileen St. Pierre, Oklahoma State University

With the aging of the baby boom. generation, much attention
has been focused in the consumer education community on how
this generation will finance their retirement given their lack of
personal savings, as compared to previous generations. One
financial instrument increasingly being considered is the reverse
mortgage. A reverse motrtgage is a special type of home loan that
allows a homeowner to convert a portion of his or her home
equity into cash. The value of the home is, therefore, an
important determinant of the cash flow .received by the
homeowner from a reverse mortgage.

Home values have certainly changed in the past decade The
cause of the tremendous growth in home values experienced
earlier in this decade is difficult to pinpoint. Shiller (2005)
documents that housing prices started to rise above their real
long-term average in 1998, but this was not a national trend. He
attributed this rise to a delayed reaction to the stock market boom
of 1995. But the psychology of people feeling, on a national basis,
that they were going to be priced out of their homes began in
2000. Shiller considered this to be the start of a nationwide
housing bubble that lasted until mid 2006. The dramatic decline
in housing prices that has occurred since then has contributed to
a lack of confidence in the credit markets and tising home
foreclosures.

This study examines how the surge in home values between
2000 and 2006, and the precipitous drop in prices since then, are
related to the demand for teverse mortgage loans in the United
States. It also investigates the relationship between recent trends
in reverse mortgages and borrower characteristics such as age,
gender, and state/region of residence of the eligible
homeowner(s). The results of this study provide insight into how
consumer educators, the Federal Government, the mortgage
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industry, and financial planners can better educate the older adult
population about this type of financing. The results also provide
insight into how the older adult population may be viewing this
type of financing.

Background Information

Since December 2007, approximately 90% of all reverse
mortgages have been Home Equity Conversion Mortgages or
HECMs. These reverse mortgages are available through the U.S.
Department of Housing and Urban Development (HUD) and
sponsored by the Federal Housing Authority (FHA). For these
mortgages, the FHA absotbs some or all of the loss if the loan
value exceeds the value of the home.! There are also private
reverse mortgages, but since the HECMs dominate the market,
this study focuses on HECMs.

Before applying for a HECM, an individual must meet either
face-toface or over the phone with a HUD-approved counselor.
The counselor must explain the loan’s costs, the financial
implications, and other alternatives available to the individual
such as a home equity line of credit. To date, four agencies have
been approved by HUD to provide reverse mortgage counseling.
These agencies include Money Management International (MMI),
the National Foundation for Credit Counseling (NECC), the
National Council on Aging (NCOA), and the Consumer Credit
Counseling Service (CCCS).

! The lender selects either the assignment option or the shared premium {or
coinsurance} option after the HECM loan has closed, Undet the assignment
option, the FHA collects all the premiums and the lender can assign the loan
to the FHA when the balance reaches 98% of the maximum claim amount.
Under the shared-premium option, the lender retains a portion of the periodic
premium and is liable for losses that exceed the maximum claim amount.
Fannie Mae now buys HECM loans with the assignment option for
securitization.
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