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Early Termination Hazard of Reverse Mortgage
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< Abstract >

Korea is moving rapidly into super-aged society with severely low birthrate. In 2018, Korea
entered the ‘aged’ society, which means the proportion of age cohort over 65 reaches 20% of the
total population. It took only 18 years for Korea to move from ‘aging’ to ‘aged’ society. Therefore,
social welfare system and infrastructure for the elderly’s housing stability and quality life are
getting more important than ever before. For the ‘House-rich but Cash-poor’ senior citizens, reverse
mortgage has been a significant financial vehicle.

To this purpose, this paper introduces the determination framework of early termination risk in
reverse mortgage by employing survival analysis using cox proportional hazard model. This study
focuses on the determinants of early termination by utilizing 35,897 performing reverse mortgage
loan data released by 3 financial institutions in Korea from July 2007 to July 2018.

We find that several determinants, including current LTV (loan to value), appreciation rate of
collateralized housing price, age at contract cancellation and so on, have significant impacts on the
early termination. Based on the results from the empirical analysis, we provide recommendations
in order to vitalize reverse mortgage market and maintain borrower’s reverse mortgage contract.

Keyword : Reverse Mortgage, Jooteakyeonkeum, Contract Cancellation, Early Termination, Middle Cancellation
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