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Abstract

Reverse mortgage (RM) is a new type of house finance product, which has
developed in the recent 20 or 30 years in the foreign house finance market. Generally
speaking, the older use their house properties as mortgage to get loans from financial
institutions for their retirement expenditures. The development of RM transfers cld
people’s house assets into cash when they become old. Such house finance product
solves the financial need of the old who lack sufficient cash but own house
properties, thus providing a good solution for the retirees who want to increase their
income resources.

China is now entering a new economic era. On the one hand, the social welfare
system is inadequate, and people always do not have enough retirement savings. On
the other hand, developing china initially faces elder society, and an aging society
results in a number of economic or social development problems. The aging of
Chinese population does not come from the natural population increment, but result
from national population planning policies. Therefore, the development of people
structure or family structure faces unbalance conditions. At present, Chinese family
structure is developing toward 4-2-1 direction, and the traditional home-back
pension model faces significant challenge. We may estimate that Chinese society
will face great old people pressure .All the above, I believe it is a good time for us
to research and develop RM products  in china’s financial market.

The research in RM just started in china, A majority of articles focus on introducing
foreign experience, especially America experience. Those relatively simple
introductions lack the research about the development history and rules of RM, do
not discover the main features of product design, and do not deeply study whether
RM can be developed in china. If we can not combine the foreign experience with
Chinese domestic situations, we can not develop new financial product in our deep
theory study.

According to the research conditions about RM in china, I will completely study
china RM problems and theory foundation on the basis of foreign experience and
research achicvements. My paper will first analyze the nature of RM and explain its
option product nature .Moreover, by studying the development rules of foreign RM;
T will talk about the feasibility of issuing RM in domestic market, possible obstacles
in the process and how to solve such obstacle. Finally, by sample investigating
Beijing area, I will empirically analyze the demand, and also mention the method of
demand analysis. I use conclusions and policy suggestion to reach my end.



There are ten chapters in my paper. The following are main topics in my research.
Chapter 1, Introduction. This chapter will discuss the aim, content, method, and
analysis frame of this paper, the review of development and the feature and new
ideas of this dissertation. This chapter I will analyze the research conditions of RM
both abroad and domestic, and then [ will explain the goal and method. I believe that
it is important tc develop RM in china. Up to now, America is the most developed
couniry which has first class RM products. Many America RM research papers focus
on the development problems and improvement measures. According to the research
conditions, I will explain my study method and way of thinking, I will also discuss
whether it is necessary to research RM in Chinese society situation and how to
develop RM. I will also analyze the features of RM product, design the product and
empirically study the demand. Finally, I will talk about the features and creative
ideas of this paper.

Chapter 2. The analysis of the natures of RM. First of all, I will analyze the features
and nature of RM, including the special ioan method, unfixed term, repayment
options and repayment amount. Second, I will study the general nature of options
product. In other words, the buyer will have the right whether to implement the
option. Third, by comparing the features of RM and those of option products, 1
discover the essential option product feature of RM. My paper believes that option
feature will be the nature and core value of RM and the foundation of my further
study.

Chapter 3. The development rules study. In this chapter I will discuss the history and
situation. of RM in USA or UK, thus discovering RM development rules. Because
those rules are general, they can be used all over the world.

Chapter 4. The feasible study of developing RM in china. From the foreign
development rule perspective, we can conclude that RM is a product when the
society has entered high stage. I believe that China has entered the stage in which we
can develop RM product because of social development situations. The aging people
and the great pressure on pension expenditure require that we should develop RM in
China market. Due to the house system reform house assets become the great asset
in Chinese family. At the same time, people have different consumption and
retirement thoughts, the older have agreed the idea that they should support their
retirement life by selves. Therefore, releasing assets form house can provide stable
income sources for the elder’s retirement life. The social benefits of RM outweigh
the private benefits of doing so. Implementing RM has great economic value and can
be taken in the society.

Chapter 5. The obstacles and solutions of developing RM in china. In this chapter I
will explain the main three obstacles in RM development and provide solutions and



policy suggestions for every obstacle. In the first part, I will study the problem
when we use house as collaterals. First , due to the field use policy in china , house
assets value becomes uncertain , the uncertain loan term will contractive with the
limited field use term .To solve such problem , we can use the Hongkong experience,
so that people can re- lease the field. Second, there are some problems resulted from
market house evaluation. With the development of house evaluation industry we can
solve those probiems i1 the second part; the purchased house can not easily be
exchanged in the house market. We should provide financial support to develop
house second market. In the third part, developing RM faces some financial
obstacles, such as personal credit system, loan insurance system, government
guarantee system, second market in collateral, interest rate, law system. Those
problems will not only be faced by RM development, but also met by all house
finance. We can only improve the financial surrounding by the common efforts of
government, society and people in order to decrease loan risks and prompt the
development of house finance industry.

Chapter 6. Domestic RM product design research. First of all, I will research the
loan models. I suggest the relevant financial institutions lend the loan, and insurance
companies (or other institutions targeted by the government) provide insurance. And
then [ analyze the advantage of this loan method, second, I will analysis the basic
feature. I will also explain the loan amount, payment method, loan term, collateral,
and the borrower’s qualification, especially some special rules. Third, T will study
the whole design plan about RM. I will explain a low return product design method
emphasizing the safety of principals including the borrower’s qualification, loan
amount, loan term, interest rate, repayment term. Finally, I will analysis when RM
producis can enter the house finance market. At this moment, Chinese house market
exist some over-price problem and controlling house price become the important
economic goal of all levels of government. In such a disputing period, financial
institutions will control their credit scale. Obviously, it is not a good choice to
develop RM now. The best time that we can develop RM is that house market
developed healthily and house price increased stably.

Chapter 7 The theory foundation of RM pricing: Black-Scholes option pricing model.
Because RM has the option product feature, we use option pricing theories to decide
the loan interest rate. This chapter will mainly explain the option pricing theory. I
will get the Merton model and Black-Scholes option pricing model including
dividend payment. By doing so, I will provide theory foundation for the pricing of
RM.

Chapter 8. RM pricing model. I implement the Black-Scholes option pricing model
into RM. Because the term of loan is uncertain, the mortgage asset has uncertain



future values, it is difficult to price RM. I provide the specific way of thinking and
method in RM pricing, I will transfer the pricing of RM into pricing the embedded
option in home anti-mortgage loan. In this chapter, 1 will study the uncertain loan
term. Finally, I will get RM pricing model, and then use this pricing model to
analyze empirically Beijing areas.

Chapter 9. RM demand analysis. This chapter analyzed RM demand conditions and
relevant factors. 1 use the market investigation method by carefully analysis all
investigation papers, and then I get the RM demand model. We used a typical
statistic model to get the different probabilities about inhibitor’s “choice”
“consideration” or “no choice “. We use multi-regression analysis and the biggest
estimation to decided variance, and get RM demand model. [ used the demand model
and Beijing data to estimate the demand condition in Beijing. Considering all factors
affecting demand, [ provide the suggestion about how to increase RM demand.
Chapter 10. Conclusions and policy suggestions. First, [ will generalize the whole
paper, talking about the main ideas and conclusions. Second, on the Dbasis of all the
above study, 1 give scme policy suggestions. However, due to the recent real
estimate market condihon, it is not a good time to develop RM. Different ureas
should take the local conditions into account and use the method in my paper to
discover the demand situation in their areas. Finally, 1 analyze some drawback in my
papers.

In sum, the main features and new thoughts in my dissertation include the following
points.

1. 1tis the first time that we completely and systematically study in RM. I deeply
study the featares of product in order to judge whether China can develop RM. By
studying the foreign developmerit rules I can get the RM model in china and product
design plan. I also answer what RM is, what features it has, how to design such
product, how to pricing RM and whether it can be developed in china house market.
Solving those problem will be useful in the houses finance theory and practice.

2. Itis first time that people use Black-Scholes option pricing model to price loan
interest rate, creating a new way of thinking about interest rate. For any product,
the core content is 1o price. As far as loan products are concerned, pricing means
how to decide loan interest rates. All over the world people agree that interest rates
equal the sum of costs, risk premium and term premium. For home anti-mortgage
loan products, if we use the same pricing principal, it is very difficult for us to decide
risk premium and term premium. Therefore, I use another way of thinking to solve
the interest rate pricing.

By studying the nature and features of RM, I can find its option feature. We can use
option pricing modet to decide RM price and then solve the problem that the term of
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loan is uncertain and that we can not comectly estimate the future value of house.
Because of house’s special feature, people do not have a scientific house evaluation
method for its value in near 10 or 20 years, whether RM is profitable depends on the
house value when the loan expired. Therefore, how to evaluate the house value will
be a big challenge. Using option pricing model to decide RM interest rate will avoid
estimating the future value of house. Therefore, my paper use option pricing model
to develop a new analyzing method about house expectation price. I construct the
relationship between option premium and loan interest rate and get a new loan
pricing method which can solve the house future value and unsettiement loan term.

3. I implemented distribution function to construct demand analysis model, creating
a new effective method in analyzing RM. This method can be used all over the
country, so that I can solve the problem that we are not able to estimate the demand
of new product due to the lack of history data.

This dissertation analyzed the demand of RM in the Beijing area. On the basis of all
factors affecting the demand, I designed an investigating paper used to discover the
older. [ implemented statistic analysis on the investigation results, and then I used
model to analysis important factors, decided the probabilities distribution about the
older for RM * choice”, “ consideration” or “ no choice”. The requirement of RM
has strong location feather. My paper provided a feasible demand analysis method in
Beijing. Different areas can use the same method. According to the true locat
situation, you may design an investigated paper, implement the field analysis. My
analysis method can be generally used in different areas.
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