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The Valuation of Reverse Mortgages in Taiwan
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ABSTRACT

The reverse mortgage (RM) has come into focus and has become popular in alleviating
the financial strain on the government and in improving the living quality of the retiring elderly.
While there is a large literature on the valuation of reverse annuity mortgages (RAMs), as yet
no one has considered both the value of the house while the elderly are still living and the estate
and inheritance issues. This study thus aims to reevaluate the benefits of RM both for those
living and after death by including the two factors.

Our financial analysis finds that the current payout level in terms of an annuity is
undervalued. A further evaluation shows that the RM program may result in a financial gap for
the lender as the total expected payout amount exceeding the collateral value and below the
surplus value of the real estate belongs to the heir.

Under the reasonable pricing formula proposed by this study, the residual risk loss could
be balanced out by the social welfare budget and insurance mechanisms. Therefore, we suggest
that Taiwan’s RM program could relax the application restriction due to the absence of legal
heirs to the existence of legal heirs in order to include the participants.
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