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Is Reverse Mortgage for Thai elderly?
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Abstract

A reverse mortgage is a loan, pioneered in the United States, available to elderly homeowners
that allows them to convert the equity in their homes into cash for their spending. Recently in Thailand,
the Government Savings Bank has offered reverse mortgage to Thai elderly as one of the policy measures
to prepare for the aging society. The objective of this study is to assess whether the loan is appropriate
for Thai elderly. To provide the basis for understanding, the study begins by explaining the reverse
mortgage loan under the Home Equity Conversion Mortgage (HECM) program and reviewing previous
studies in several areas. Then the study assesses the adequacy of the monthly incomes from the loan
received by Thai elderly, using a simple example to compare the received incomes from the Government
Savings Bank and those from the comparable HECM loans. It is found that the monthly incomes received
under the HECM are higher than those of the Government Savings Bank. In addition, the study estimates
the put option value of the borrower from the nonrecourse feature of the loan using various models.
The simple closed-form Black-Scholes put option values are significantly lower than those of the
simulation approach, due to the time-varying strike and non-European features of the loan. Moreover,
the put values appear to be lower than the fixed transaction costs of the loan, even in the case of
allowing for the jump in housing price such as in the crisis. Overall the results suggest that the Reverse
Mortgage loan is too expensive for Thai elderly. The sovernment should consider the mortgage insurance

program which enables banks to lend on more favorable terms.
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1. unu" (Introduction)
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2. 3uile Reverse Mortgage Aaazls (What Is Reverse Mortgage?)
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3. N1SANWINNEI984 (Previous Studies)
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4. A15LAIZH Reverse Mortgage vaslneg (Analysis of Reverse Mortgage

in Thailand)
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4.1 M5IATIENANANAT (Benefits and Costs Analysis)
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yaannaaUu (Put Option) ilasanyaravsiigfaslésu (Payoff) m nantrsemil vieannsaideuldds®
V(T) = max {0,1 - R(T) - H(T)} - R(T) - f (1)

Tned f = ﬁunuuazmﬁﬁmﬁwﬁha (Lender Costs and Origination Fees Due at Closing); H = a;ljaﬂ'ﬂ
tuviseduning (Housing Value); | = [ur (Loan); R(T) = 8051M1sidAuaNnaiawa T (Accumulated
Growth Since Origination); T = BaWgldedinviieduensuimun udusinailaazinew 9naun1sdiny

WAUUINNYIPBYAAIYBY Put Option UarnaliaesfenunuLazsssanlondneieg s e T
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a ]
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¢ @aumiﬁ 11 v84 Davidoff (2015) gmsfnunnsuszanaue NPV vosAuUTo Reverse Mortgage Lisfna1n Lucas (2016) waz Nakajima
and Telyukova (2017)
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Iadelagliansdnsa (Closed-Form Formula) Aeudnann wardfidnvarauduiudiussesnaiunndneiy
flesan Put Option yosAuide Reverse Morteage 1Ju Option ﬁﬁmﬂ%%w%ﬁa;ﬂawﬁ (Loan Outstanding)
finsasuuUasnussesna (Time Varying Strike) uazlaly European Option Fudonansuimunneusyes
msglinnnsidedinvess] Wi lunsilusseznm 25 U mavdaingiuldlinugdlaidedina ;ﬂauﬁﬁtﬁm
NATASURUIIN (?ﬁaﬁmdwﬁm’mﬁiﬁmﬂmiﬁﬁusz&Jmm 15 V) sounenide é’aﬂaﬁ;&amﬁwmiwyjamﬁmﬁﬂﬁ
Put Option laifiyad1 (Out of The Money) o Sughsenil

IngTaummuyarves Put Option ﬁﬁjﬁlﬁ%’umﬂmiﬁ%uﬁa Reverse Mortgage fianweuy Nonrecourse
fiyarngeaaiiliosszanas 4,400 Um Ssnninarldaregsnssunsilumsy daszneuse Aandussievas 1
vosyar1tu Auseiuduag 3,000 um warAUsEusandiay 3,700 um unduarlddieedulsean
54,800 U

agnslsfimu nsiiduide Reverse Mortsage Wuduideiifiszoznaten Sallomatisiatuuduanas

agaguustla 1wy lunnevlesayunnvisennziasugisnnney Falunsdliduiinisiianusiuinveudninainnisy

«

a '

dudelidnuae Nonrecourse avtluussleniungidu na1ndniewilsie yar1ves Put Option ey fay

AT MR UUTDINSUAB UL UAI51ANUNUBUY Brownian Motion 9199udsanalilivangay
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m
T — LT pla-dk-0.50)n+c\NnZ pm(a,-0.507)+a, 2 W,
H., =He e prt (3)

98 [ = 590707 o = ARAYERTINISRULATRIS1IANTNY; A = Anudlunisnselan (Asasel); o =
ANJELULLINTEINENTINTAULAYITIANTIN Y3BAUAUNINTRITIANUIY (Asset Volatility); Z = fauusdy
LUUUARNIRSEIY; W = falUSauLuuUnfnIgsgiy;, m = suUsduwuy Poisson; a = ANRRYVDIVUINNT

59 I 9 &9 9

nszlan (Mean of Jump Magnitude); 0= ANLJEIULIINTTIUVBININTELNN VISOANURUNIUYDINTIINITELAN

(Jump Volatility); k = e* -1; t = 1387; n = ¥291a1
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AMUAUNIUYDIUIU (Asset Volatility)
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