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Management summary 

Aim of this study 

The main aim of this study is to provide technical support to the Fiscal Policy Office (FPO) of 
the Ministry of Finance, in assessing the feasibility of a reverse mortgage product for 
Thailand. The study also aims to assess the potential demand and the likely benefits, as well 
as the risks, and to indicate how such a product should be structured and introduced. 

Main findings 

Reverse mortgages are available in a number of countries around the world, including US, 
UK, Australia, Japan, Korea, India, and Hong Kong. Experience has varied, with 'success' 
being largely dependent on effective regulation and government support.  

Even in countries with successful products, take-up has been slow, especially in the first few 
years, with only a small proportion of potential customers taking the product. The reverse 
mortgage market has typically been less than 1% of the conventional 'forward' mortgage 
market. We discuss the reasons for this slow growth in this report. 

There are also some significant risks inherent in the product, both for lenders and for 
borrowers. Lenders are more exposed to property value risk than with forward mortgages. As 
there are no repayments before maturity, reverse mortgage loans grow more quickly than 
forward mortgage loans. The loan balance may eventually exceed the property value. From 
the lender's point of view, this is negative equity, and means a loss (unless covered by 
insurance). From the borrower's point of view, it means that there is no equity in the property 
to pass on to their family or other heirs.  

In addition, reverse mortgages need tight regulation to avoid the real risk of mis-selling. The 
product is relatively complex and unfamiliar; borrowers are elderly and may be unable to fully 
understand the potential outcome; and the family home may be involved. We detail some of 
the key regulatory aspects in this report. 

Despite this, the product offers potential benefits for some elderly borrowers. Elderly singles 
or couples who are 'asset-rich' (owning a home with substantial equity) but 'cash poor' 
(insufficient income for their desired lifestyle) may find the product ideal. They may gain 
independence from the family and the State, and secure a guaranteed income for life, which 
means less worry about the future and more willingness to spend. 

Some countries, such as Korea, have actively promoted reverse mortgage products as a key 
part of a program of measures to provide assistance to the growing elderly population.  

Using data from the National Statistics Office (NSO), we have calculated that the number of 
households who may benefit from, and who would likely qualify, for the product is in the 
region of 8,000-12,000 in Bangkok and 45,000-115,000 in the rest of Thailand. These 
calculations, which are conservative, indicate a reasonable potential market size. 

However, there are a number of obstacles to reverse mortgages in Thailand. The most 
serious appears to be the general prohibition against compound interest, which may make 
the product inoperable. We discuss these issues in this report. 
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Recommended next steps 

We recommend a pilot project, probably in the Bangkok metropolitan area. The pilot product 
should be simple and standardised, with a few main options such as lifetime monthly 
payments. Ideally, product providers will include both SFIs (such as Government Savings 
Bank), and private sector banks and insurance companies.  

Lenders should be protected against negative equity by an insurance / guarantee policy, 
organised by the Government. A contingency plan should also be in place to ensure that 
mortgage payments will continue in the unlikely event of a lender failing. The product should 
carry an explicit 'no negative equity' guarantee for the benefit of the borrower, and for their 
peace of mind.  

Bank of Thailand will wish to review and set capital risk weights for the product. Initial loan 
volumes will be small so there should be no systemic risk.  

The National Housing Association (NHA) could play a role in providing independent 
counselling to borrowers and their families. 

More work is needed on the pricing and payment structure, and on insurance arrangements. 
Further consultations, including a seminar, with market participants will also be useful. 
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Potential benefits of reverse mortgages 

Ageing population 

In common with other countries around the world, Thailand has an ageing population. This is 
due to a declining birth rate and longer life expectancy. 

Thailand's successful government-sponsored family planning program has helped to secure 
a dramatic decline in the fertility rate, from 6.5 in the early 1960s to around 1.4 today. At the 
same time, life expectancy has risen, a reflection of better living standards and effective 
public health policies. 

As a result, population growth has fallen from an annual 3.1 percent in 1960 to around 0.4 
percent today, similar to the UK and about half the world average.  

These trends have two main effects. First, there is an increase in the number of elderly. 
Second, there is a decline in the number of young people. This increases the old age 
dependency ratio and affects the traditional model of the elderly being supported by younger, 
wage-earning members of the family. 

 

 

In common with other Asian 
countries, Thailand's fertility rate has 
declined. Thailand now has one of 
the lowest rates among Asian 
countries.  

The proportion of young people (age 
0-14) has greatly reduced. 

 

The proportion of elderly (age 65+) 
has sharply increased. Thailand's old 
age dependency ratio is now one of 
the highest in Asia, higher even than 

Singapore. 

Source: UN, Credit Suisse 
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Source: UN, Credit Suisse 

This ageing population phenomenon has implications for social policies, aimed at support for 
the elderly. 

Financial situation of elderly 

The elderly are typically retired, and are likely to have low income. Social benefits from the 
State are modest. Traditionally, in Asia (including of course Thailand), elderly have relied on 
their children for financial support. However, this model is changing. Children may be in 
education, or have financial commitments (such as mortgages) which limit the support they 
can provide to parents. In addition, many elderly may be in better health and wish for a more 
active and independent lifestyle than in past generations.  

At the same time, many of the elderly own property. If they are home-owners, they may well 
have purchased the home decades ago and paid off the mortgage. Property price inflation 
make it likely that they now own substantial equity in their homes. 

In fact, in many countries, the elderly are the main owners of home equity. For example, a 
recent Deloittes study estimated that in Australia, the over-65s own around AUD 500 billion 
(USD 375 billion) in home equity. 

In Japan, according to Nomura Research, the typical 'senior' household has JPY 12 million 
(USD 110,000) in financial assets and JPY 18 million (USD 170,000) in property assets, but, 
at the same time, a monthly income shortfall of around USD 500. 

The rationale for equity release products 

Thus the elderly may be asset-rich but cash-poor. This trend has prompted the search for 
financial products that may assist in releasing home equity so that the elderly may enjoy a 
sufficient income.  

If this can be achieved, the potential benefits are substantial. For the elderly, it would provide 
greater independence (from both the family and the State), freedom from anxiety about 
future income, and the opportunity to spend more - for example, on holidays, healthcare, or 
home improvements. 

Also, a guaranteed steady income means that the elderly need to save less, so they can 
spend more, which may produce a macro-economic benefit. 

In Thailand, as in many other countries, life expectancy at age 65 is now around 20 years 
and growing longer. This means that people's active lives after retirement are extending and 
becoming a more substantial social issue - as well as generating growing business 
opportunities for product providers. 
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Key features of reverse mortgages 

Reverse mortgages enable an elderly person or couple to borrow against equity in their 
existing home. The mortgage loan provides either a lump sum, or a regular series of 
payments, or a combination of these. 

 

There are 3 key features which are commonly found in reverse mortgages: 

• The borrower has lifetime tenure in the home. 

• There are no repayments required during the term of the loan. 

• The loan is non-recourse. 

The non-recourse guarantee implies that, when the property is sold, if there is a shortfall (i.e. 
sale proceeds are less than the outstanding loan balance), this is borne by the lender (or by 
an insurer). On the other hand, if there is a surplus, this is retained by the borrower (or their 
family). 

 

Target customers are the elderly. The typical minimum age for the product ranges from 55 to 
65. The borrower may be a single elderly person or an elderly couple, borrowing jointly. 

Only owner-occupied residential property qualifies. The borrower must continue to reside in 
the property and must maintain it and pay any property taxes.  

The borrower's income is not a factor and their credit history is not normally relevant.  

There is a 'bullet' repayment of the loan when the borrower ceases to reside in the property: 
e.g. due to death, a move into permanent care, or sale of home. 
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Risks 

The reverse mortgage product has risks. These risks are greater than the risks on a 
conventional forward mortgage. There are risks both for the lender and for the borrower. We 
consider each in turn. 

Risks to the lender 

The obvious main risk for the lender is that the net sale value of the property (after deducting 
expenses) at the termination of the loan will be insufficient to repay the outstanding loan 
balance. This risk is often referred to as 'cross-over' risk, as it arises when the loan balance 
(which initially of course will be less than the property value), will grow more quickly than the 
property value and at some point overtake it (the 'cross-over point'). When that happens, 
there is no equity left in the property after repaying the loan. If the loan terminates in this 
situation, the lender (or insurer) will lose money. 

(Note that, in practice, there may not be a unique cross-over point: property values may 
fluctuate so that cross-over actually takes place more than once. However, for simplicity, we 
assume that there is a single point.) 

The following chart illustrates the growth of a loan versus the value of the house for a 
hypothetical reverse mortgage. In this case, the interest rate is 5%, annual house price 
inflation is 2%, and the annual payment rate to the borrower is 2.138% of the starting house 
price value (paid in monthly instalments). The borrower is aged 65. 

In the early days the LTV ratio is very low, but after the cross-over point the LTV is 100% and 
rising. The cross-over in this case is reached when the borrower is aged 99. 

 
Source: Basle Committee on Banking Supervision, Longevity risk transfer markets, August 2013 

The optimum financial return for the lender is when the loan terminates just before the cross-
over is reached. After cross-over, the overall profitability of the loan starts to decrease. 

Cross-over risk is driven by 3 main risk factors:  

• Interest rate risk - will interest rates be higher than expected over the term of the 
loan? 

• Property value risk - will property values increase less than expected over the term of 
the loan? 

• Longevity risk - will the borrower live longer than expected? 
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We discuss each in turn. 

Interest rate risk 

There is a risk that interest rates will be higher than expected over the term of the loan. 

Note that interest rate risk is present in some form whether the loan is fixed rate or variable 
rate. With a fixed rate loan, the lender is exposed in the same way as for a forward mortgage 
- the loan value will increase at a fixed rate, so if funding costs rise, the lender may get an 
inadequate return, unless this has been hedged. With a floating rate loan, the loan balance 
will increase faster with higher rates, but this increases the chance that the cross-over point 
will be reached before the loan terminates. 

If there is minimal cross-over risk (as when the loan balance is much less than the property 
value) then a floating rate loan entails less interest rate risk for the lender than a fixed rate 
loan. But for a loan in negative territory, beyond the cross-over, the loss to the lender (or 
insurer) will be the same whether fixed or floating, unless the fixed rate has been hedged. 

The above points are, of course, true for forward mortgages as well, but the risks are more 
acute for a reverse mortgage as the loan is growing faster, and the lender can only look to 
the property value for repayment. 

Many reverse mortgages are on a fixed rate basis, or, if floating, the rate movements may be 
restricted in some way. Fixed rate is probably better for most borrowers as it enables a 
precise projection to be made of how fast the loan will grow - and this helps to reduce 
unpleasant surprises for the borrower and their family.  

Property price risk 

Increasing property prices reduce the risk of loss to the lender for both forward and reverse 
mortgages, as they provide more equity. 

How fast will property prices increase? How should lenders incorporate this factor into their 
model? 

Property prices have shown a propensity to increase over long periods of time, sometimes 
dramatically. There is a tendency to assume that this will continue indefinitely. But in reality 
this cannot be the case. Properties must be affordable, and if they outstrip general inflation 
by a significant % over a long enough time they will cease to be affordable for most people. 
Therefore, the baseline assumption should be that, over the long term, property prices will 
rise in line with 'inflation' (which so course can be measured in different ways) or at most 
slightly above. 

One of the difficulties here is the lack of reliable long term data in most housing markets. 
However, there is one housing market where very long term data is available - the US. The 
Case-Shiller index tracks home prices in a consistent way across 30 US cities, over the past 
120 years. 
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The chart shows Case-Shiller index 
over 120 years, adjusted for 
consumer inflation. 

This shows that, over the whole 
120-year period, prices have 
remained roughly stable in real 
terms, although with a number of 
significant ups and downs.  

The most dramatic of these was of 
course the US housing bubble of 
the 2000s, when real prices went up 
rapidly and collapsed just as 
quickly, and now have recovered 
somewhat.  

There is no evidence in this 
extensive data that property prices 
tend to increase faster than 
consumer inflation in the long run. 

Source: Case-Shiller 

In the short run, of course, prices may increase by a great deal, but they can also fall. The 
next chart shows prices in a range of European countries in recent years. 

 
Source: European Mortgage federation 

Clearly a reverse mortgage model should not make optimistic projections of future property 
prices. Zero real increase is probably the appropriate conservative assumption. 

Longevity risk 

While the reverse mortgage may be terminated in other circumstances, the main determinant 
of loan term is the longevity of the borrower (or last surviving borrower). 

In the case of a forward mortgage, it is a good thing for the lender (and the borrower!) if the 
borrower lives for a long time, as it allows the mortgage to be repaid according to the original 
schedule. Up to a point, this is also true of reverse mortgages, as the mortgage loan will 
increase over time and generate more accrued interest earnings for the lender.  

However, longer borrower life delays termination of the loan and increases the risk of 
reaching the cross-over point. Past this point, the lender is in a negative equity situation while 
the loan is still increasing. 

How long will the borrower live? The is indicated by the remaining life expectancy at the time 
the loan is taken out.  
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The chart shows life 
expectancy at birth 
(averaged for sex) in 
various countries.  

There is now little 
difference across the 
developed countries, and 
developing countries are 
catching up. 

 

This chart shows life 
expectancy in various 
countries and at various 
ages.  

While there is still a 
difference between 
developed and developing 
countries at birth, life 
expectancy after the age 
of 65 or so shows 
increasing uniformity. 

Source: United Nations (2015 data) 

 

How reliable is the data for Thailand? 

In discussions with insurance companies, we are told that actuarial tables for life insurance 
purposes are conservative (that is, they under-estimate expectancy, which works against the 
customer by making the product more expensive). The tables for annuities, by contrast, are 
generous (again, they underestimate expectancy, which works in the customer's favour). 

The reasons appear to be that the tables have not been updated for several years, during 
which time, life expectancy in Thailand has increased. There are separate tables for life 
insurance and annuities due to the impact of 'adverse selection'. 

However, these are not major difficulties. 

Provided the actuarial data is accurate, and applicable for the cohort of people taking the 
reverse mortgage product, longevity risk should not be a major problem for the lender. This is 
because, in a portfolio of loans, some people will live longer and others shorter than 
expected. This is unlike the other two risks, on interest rate and property values, where an 
adverse trend will affect all loans in a portfolio to a greater or lesser extent, and therefore 
have a more systemic impact. 
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Adverse selection and moral hazard 

In addition to the main risks mentioned above, there are potential risks of adverse selection 
and moral hazard. Most products with an insurance or actuarial element incur these risks to 
some degree.  

Adverse selection 

Adverse selection may arise from 'information asymmetry' between the parties. Typically, the 
customer has more information about a specific situation than the product provider. For 
example, a prospective customer for an annuity may know that they are in good health and 
therefore likely to live longer than average.  

Even if the provider has access to all the relevant information, it may be unable in practice 
(and possibly prevented by law) to adjust the terms of the product or to decline customers. 

In most cases, insurers base their rates on the average life expectancy across a group of 
customers. But some members of this group will have longer expectancy than average and 
some shorter. Some are getting a better deal from the product, while others are getting a 
poorer deal. The 'longer life' individual who benefits most will have more economic incentive 
to buy an annuity than a 'shorter life' person. This incentive is likely to lead to a higher cost to 
the provider across the subgroup who choose to buy the annuity product.  

The insurer cannot always compensate for this simply by setting a lower payment rate, as 
this will only reduce demand and the same effect will still appear in the smaller group of 
buyers. In an extreme case, adverse selection may make the product infeasible. 

Adverse selection does not involve a change of behaviour but creates an insured subgroup 
less favourable to the product provider than the average population. 

Is adverse selection a significant factor in reverse mortgages? There appears to be 
insufficient data from other countries to answer this question.  

While longer life persons certainly may find the product more attractive, it is not clear if this 
leads to significant selection bias. On the other hand, there are many elderly who might take 
out a reverse mortgage to help pay medical and care bills, and these are likely to have a 
shorter life expectancy. 

Overall we believe that adverse selection risk is no worse than for conventional annuities, 
which insurance companies have ample experience in managing. 

Moral hazard 

Moral hazard arises when the behaviour of a customer or other party is modified as a result 
of insurance, in such a way as to increase the risk of loss.  

For example, fire insurance may make the owner of a building less concerned about fire 
precautions. To some extent it reduces the owner's economic incentive to spend money on 
preventing a fire (in fact, in some cases, the owner may actually benefit financially from a fire 
and insurance claim). 

The main moral hazard issue with reverse mortgages appears to be a risk that the borrower 
will have reduced incentive to maintain the property, especially if the crossover point is 
reached, where all of the property value will eventually be used to repay the lender. Again, 
there is little data from international experience to support this. Also, proper maintenance of 
the property is a normal condition of the mortgage and the lender has the right to regular 
inspection.  

Therefore we do not think that this is a significant risk for this product. 
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Risks to the borrower 

Mis-selling 

There are also some risks for the borrower.  

• First, the product is reasonably complex, and is unfamiliar to most people (unlike a 
conventional forward mortgage, which most borrowers understand well).  

• Second, the borrowers are elderly, and may be financially unsophisticated and unable 
fully to understand the implications of the product. 

• Third, the product involves the family home, which may be the most important asset 
owned by the family. 

• Finally, problems are most likely to emerge not in the early days, but after several 
years, most likely after the death of the borrower, by which time the sales agent may 
have moved on. 

There is therefore a serious risk of miss-selling. This make it vital that the product is tightly 
regulated, and sold only to customers for whom it is suitable. 

A claim of mis-selling is most likely to be made, of course, in cases where the loan has 
grown substantially and consumed all or most of the property value. 

One particular issue is that most borrowers probably are unaware of how fast a loan balance 
can grow with compounding interest. This has added to a perception in some countries, such 
as the US, that reverse mortgages are expensive methods of borrowing. This highlights the 
importance of providing clear projections to the borrower, using an appropriate rate of 
interest. In this regard, fixed rate loans are generally to be preferred as they enable precise 
projections to be made. 

"... due to the rising debt balance through time, accumulating drawdowns, and the ongoing 
accrual of interest, RMs can be expensive ... some retirees’ estates will be significantly 
diminished" 2003 study for Japan 

Lender failure 

A question often overlooked is: what happens if the lender fails?  

In the case of a lump sum, insolvency of the lender will not have any immediate impact on 
the borrower. However, in the case of regular payments, there is clearly a risk that these 
could stop. While this would not cause any financial loss for the borrower, it would remove a 
source of income which they may depend on. Of course, the loan would then grow more 
slowly. 

The best solution would be to arrange for another lender, or possibly the government, to take 
over the mortgage and continue the payments. This is a feature of several other countries. 
For example, in Hong Kong, the HKMC would take over the loans and payments if an 
alternative commercial provider could not be found. 

It is worth mentioning that Lehman Brothers were lenders on some reverse mortgage 
products in the US. Despite the failure of the firm, the business was taken over and 
borrowers continued to receive payments. 

While lender failure is a remote possibility, there should be a clear contingency plan. As 
reverse mortgage volumes are likely to be low for several years, the product does not 
present by itself a systemic risk, although it may of course be part of a wider financial crisis. 
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International experience 

In this section we briefly examine the history, features, and experience with reverse 
mortgages in several other countries. These are: 

• United States 

• United Kingdom 

• Australia 

• Japan 

• Korea 

• Hong Kong 

• Singapore 

• India 
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International experience: US 

HECM 

The US has over 25 years' experience with reverse mortgages. The Home Equity 
Conversion Mortgage (HECM) was launched in 1989 by the US Housing Department (HUD). 
The product now accounts for 95% of the reverse mortgage market.  

The HECM loan is funded by a lending institution, but carries insurance against cross-over 
risk provided by the Federal Housing Administration (FHA). There is an explicit non-recourse 
guarantee 

The payment options are very flexible: the borrower may opt for a lump sum, monthly 
payments (for fixed term or for life), or a line of credit. The latter provides a flexible drawdown 
against a pre-set limit. The minimum age is 62. 

Interest rate is variable interest rate, with some restrictions. In common with most RMs, 
income of the borrower income is not a factor.  

Borrowers must undergo counseling. The certified HECM counselors provide advice on the 
eligibility requirement, financial implications and alternatives to obtaining an HECM loan. The 
aim of the consultation is to help the borrowers (elders) understand the risk and dangers of 
the product.  

HECM was originally intended to be a demonstration program offered by the government for 
only a limited time. The loan value was capped to target the low-income elderly. 

Besides HECM, there are, or have been, other reverse mortgage products available in the 
US. Ginnie Mae offers a product, and so does one private lender. 

Regulation 

US regulation of reverse mortgages has been criticised as “confusing and incomplete”. The 
main problem seems to be the interaction of many regulations, none of which have been 
specifically designed for RMs. For example, the Federal 'Truth in Lending Act' requires 
lenders to send to the borrower a notice stating that if they do not keep up repayments, their 
home may be at risk - despite the fact that there are no repayments to make. Such 
anomalies surely only serve to alarm and confuse potential buyers. 

Consumer complaints 

According to a recent report on consumer complaints, most appear to concern information 
and administration.  

There are cases where customers ask if they can add an additional borrower to the loan. 
This would not be a problem for a forward mortgage, but would not be possible for a reverse 
mortgage, due to the longevity effect. This suggests that the information provided at the time 
of loan origination was inadequate. 

Communications between lender and borrower could be improved. There are cases where a 
borrower was technically in default (e.g. late payment of property taxes) and the lender did 
not recognise when this had been rectified. 

In other cases, families of borrowers complain that it is unclear what they should do after the 
death of the borrower, and that contacting the lender is not easy. 

Despite the issues, in a 2006 survey by the industry association AARP, 93% of borrowers 
said that the product had had a mostly positive effect in their lives, compared to only 3% who 
said it was mostly negative. 

HECM loans have been criticised as being expensive. The insurance premium is set at 2% of 
the property value plus an annual 0.5% of the outstanding loan balance). There may also be 
fees for origination and monthly servicing fee, legal and other costs. 
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Market development 

HECM take-up initially was slow: nationally, only 80,000 loans were originated from 1989-
2003. The product became more widely accepted during the period from 2003, aided by the 
growth in property values leading up to the US house price bubble. Volume more than 
doubled between 2005 and 2008. At the peak, more than 100,000 loans were made each 
year, releasing more than $17 billion in home equity annually.  

Since that time, volumes of new loan originations have settled at a lower level but these are 
still much higher than pre-2003.  

 

 

 

However, reverse mortgages are still a niche product. They have been taken up by less than 
1% of the potential market. 

It has been found that, among the elderly, those who are older, single, and childless are 
more likely to take the product. 

Regulations are currently being reviewed to make product more effective 
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International experience: UK 

Reverse mortgage products are well established in the UK. They are known as 'lifetime 
mortgages', which is a more descriptive name. They fall under the heading of 'equity release' 
products. There are two main types of equity release products currently available: 

Lifetime mortgages 

These are a conventional type of reverse mortgage. There is a choice of lump sum or regular 
payments. The minimum age varies by provider but is typically 55.  

Interest rates are normally fixed rate, or may be variable with a ceiling rate. Currently, 
variable rates are around 5% while fixed rates are between 6% and 7.5%, depending on the 
age of the borrower. 

There is a no-negative equity guarantee from the lender. 

There may be a penalty for early repayment (which is normal for long-term fixed-rate 
financial products).  

Some lenders may lend more to borrowers with a shorter life expectancy, for example, if they 
are in chronic ill-health.  

Home reversion plans 

With a home reversion plan, as with a reverse mortgage, the home-owner borrows against 
the equity of their home, the loan lasts as long as the borrower lives in the home, and there 
are no repayments until the loan terminates. But, when the loan terminates and the home is 
sold, the lender is entitled to a specified percentage of the net proceeds. The lender's agreed 
share could be 100% or a lesser percentage. (Alternatively, if the lender agrees, and cash is 
available from other sources, the home could be independently valued, to avoid the need for 
an actual sale. Similarly, early repayment may be allowed, but would be based on paying the 
lender a percentage of the property value at the time of repayment.) 

Effectively, this product constitutes a deferred sale of all or part of the home to the lender, 
with the price agreed and paid when the loan is originated.  

There is no interest rate (which would be irrelevant) and no need for a 'no negative equity' 
guarantee (although the product may have one, for the comfort of the borrower's family), as 
the lender is only entitled to the specified percentage of the property sale price. The 
minimum age for this product is generally 60.  

A home reversion plan is arguably simpler than a reverse mortgage, as there is no interest 
rate, and the borrower knows in advance exactly what percentage of the home value will be 
taken by the lender.  

However, the product has some disadvantages. If the borrower dies early, the lender gains a 
windfall profit, as the loan is repaid early. If the borrower lives longer than expected, the loan 
may become unprofitable to the lender. These points also apply to some extent to reverse 
mortgages, but the gain to the lender (and hence 'loss' to the borrower / beneficiaries) is 
stronger, and may be very significant, in the case of early death. For this reason, this product 
is probably more suited to borrowers who are not concerned about inheritance. 

Home reversion plans have not been particularly popular in the UK. They currently account 
for only 4% of the equity release market (lifetime mortgages being 96%). 

Regulation in the UK 

Equity release products are carefully regulated in the UK, and the regulatory framework, 
which has developed over a long period of time, may be regarded as a good model for other 
countries. Regulation consists of statutory regulation, overseen by the Financial Conduct 
Authority (FCA) and self-regulation by the industry. 
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Statutory regulation 

Equity release schemes are classified as a 'regulated activity'. Providers and intermediaries 
need to be qualified. 

A key aspect of regulation in this area by the FCA is that lenders and their agents must 
assess the suitability of the product for the customer. The criteria for the suitability 
assessment are set out in some detail and include: 

• Does the customer meet the product provider's criteria (age, loan amount, value of 
home, etc)? 

• Does the borrower (and their family) fully understand the features of the product? 

• What are the expectations of the family regarding inheritance of the home? 

• What is the customer's health and life expectancy? 

• What are the cash income needs of the borrower and how are they likely to change 
over time? 

• Will the product provide enough income or will there still be a shortfall? 

• Are there alternative ways of raising the needed funds that may be more suitable for 
them? 

The suitability assessment must also be documented.  

There are also detailed rules for information disclosure. Penalties, such as for early 
repayment, must be clearly explained. Projections (e.g. of future loan balance) must follow 
certain principles and make certain assumptions. 

Industry self-regulation 

A further regulatory layer is provide by the equity release industry. The trade body is the 
Equity Release Council (ERC). Membership is voluntary. Members are bound by additional 
rules set out in a code of conduct. The most important are: 

• Independent counselling for the borrower. This should include at least one face to 
face meeting. The counselling can be provided by a qualified adviser or by a suitable 
professional person such as a lawyer or accountant. The counsellor prepares a 
written report setting out the benefits and potential drawbacks of the product, and the 
borrower's obligations. 

• Independent professional property valuation. 

• No negative equity guarantee (this is actually not a legal requirement, but is an 
almost universal practice) 

It is important to note that the borrower is not bound to follow the advice given. In those 
cases, the lender (or agent) must obtain a disclaimer clearly stating that the advice has been 
received and disregarded. 

Elderly consumers in the UK appear to be relatively financially sophisticated. A 2009 FSA 
report stated: "as a group, the over sixties are generally more capable at budgeting, planning 
ahead and staying informed about financial matters" than younger borrowers, and "lifetime 
mortgage consumers typically spend much time researching their choices and reviewing any 
purchasing decision with family, friends and advisers". 

There is a general expectation in the UK that house prices will continue to rise over the long 
term. Regarding the risk of a reverse mortgage loan swallowing all of a borrower's equity in a 
home, the ERC has pointed out that, over a typical 16-year period, total home price growth of 
40% would be sufficient to preserve the borrower's existing equity in the home in money 
terms, while 68% would preserve it in real terms, assuming annual 2% inflation. Home prices 
in the UK have generally exceeded this rate of increase. 

Lender's insurance 

The government does not provide any subsidies to the industry, and is not involved in 
providing insurance for the lender against negative equity. Insurance us available on a 
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private basis from some insurance companies. In particular, lending banks may use captive 
insurers for this purpose. 

Proposals have recently been put forward by the industry (and by semi-independent 
research bodies) for the government to provide lender's mortgage insurance. It has been 
estimated that this could enable interest rates to be reduced by 1% a year.  

Market development 

Lifetime mortgages have become an established product in the UK. Factors supporting the 
market include the liquidity of the residential property market, the large number of 
households where elderly live alone, and a general desire to be independent rather than 
depend on family members for support. 

Given its acceptance, and favourable UK market conditions, the equity release market has 
been the subject of repeated predictions of strong growth. Yet, it remains a niche market. It 
was stated that the gross value of equity release at the peak of the mortgage market in 2007 
was £1.3 billion, compared to gross mortgages advanced in the entire market that year, 
which reached £360 billion, and that sales have never exceeded 30,000 per year. 

The average age of new loan borrowers has been increasing in recent years and is now 71. 
The oldest is (or was) 102. 

Customer age range 2013 2014 (H1) 

55-64 21% 17% 

65-74 55% 56% 

75-84 21% 23% 

85+ 3% 3% 

Average 70.0 70.8 

Oldest 101 102 

Youngest 55 55 

Source: ERC report 2014 

Two-thirds of new loans are now taken out by married or cohabiting couples.  

The average value of equity release loans is around GBP 65,000 (USD 100,000). This is less 
than a quarter of the average equity owned by the borrowers and means that LTV ratios (at 
inception) are significantly less than the normal 50% maximum imposed by most lenders. 
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International experience: Australia 

The reverse mortgage product is fairly well established in Australia. It is provided by a 
number of large banks. 

There is a non-recourse guarantee. Rates may be fixed or variable. Typical rates are 1-2% 
above the standard (forward) mortgage rate. The additional cost pays the lender for the non-
recourse guarantee and for the additional risks inherent in a product without a fixed term and 
with no lifetime repayments. 

The customer's legal costs generally range between AUD 200 and AUD 500, and can be 
added to the loan. 

Funds received through a reverse mortgage can be used for any purpose, including 
supplemental income for retirement, medical care, nursing and aged care services. Some 
borrowers use the funds to provide financial assistance to children and other family 
members. Frequent uses also include travel and lifestyle activities. 

In Australia, a person's home is not included in the Assets Test for the Age Pension, but cash 
in the bank is counted. This means that a reverse mortgage may in some cases affect a 
borrower's benefit entitlements, but normally not.  

As in the UK, a home reversion product is also available, but not widely used. Currently, 
there is only one provider (Homesafe Solutions). 

The following charts show activity in the reverse mortgage market over the past 10 years. 

 

 

 
Source: Deloitte 

In 2011, it was reported that the reverse mortgage market consisted of 42,000 loans with a 
total market size of AUD 3.3 billion. 50% of borrowers were aged 70-79.  

Regulation  

Regulation is along similar lines to the UK.  

An industry body (SEQUAL) regulates its members. There is a code of conduct that reflects 
best practice. This code includes the following obligations on SEQUAL members: 
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• Participate in an ASIC-approved external dispute resolution scheme 
• Carry a clear and transparent ‘no negative equity’ or ‘non-recourse’ guarantee. That 

is, the customer will never owe more than the net realisable value of their property, 
provided the terms and conditions of the loan have been met. 

• Strongly encourage the customer to discuss the transaction with family members and 
to seek independent financial advice from a qualified financial adviser 

• Ensure that the customer obtains independent legal advice performed by the solicitor 
of their choice. Prior to the completion of the transaction, the customer, or their 
solicitor, will be provided with full details of the benefits the customer will receive, and 
the obligations they are entering into. 

• Clearly and accurately identify all costs to the customer that are associated with the 
transaction. 

• Not assert or imply that the customer is obligated to purchase any other product or 
service offered by the member or any other company in order to enter into an equity 
release product 

Reverse mortgage customers also have all the usual protections that apply to borrowers and 
homeowners, including the National Consumer Credit Code. 

In addition, laws were introduced in 2012 specifically to boost protection for reverse 
mortgage customers. These enshrined in law many of the voluntary safeguards SEQUAL 
had developed for its members and customers over the previous decade. These laws require 
that: 

• Providers must show that potential customers have received independent legal 
advice before entering into an agreement or contract. 

• Customers are given detailed information about the product and how the amount 
owing can be expected to change over time, using a calculation tool developed by the 
Australian Securities and Investments Commission (ASIC).  

• Customers have a ‘no-negative-equity guarantee’. This means the final amount owing 
cannot be more than the sale proceeds of the home in any circumstances. 

Mortgage insurance, LTV and cross-over risk 

Lender's mortgage insurance is available for forward mortgages but is not generally offered 
for reverse mortgages. The non-recourse guarantee is therefore a risk borne by the lender 
(or captive insurer). (Note that MI in Australia is not a government scheme but is provided by 
2-3 specialised private insurers. While not mandatory, it is almost universally used for high 
LTV loans as it is a requirement for mortgage securitisation.) 

The typical maximum borrowing (as % of property value) is as follows: 15% at age 65 and 
45% at age 90.  

In a recent study, prepared for the Actuaries Institute Summit in 2013, it was argued that, 
with these maximum LVRs, reverse mortgage loans have virtually no likelihood of losses, 
which means the non-recourse guarantee has almost no cost, i.e. the actuarially fair 
premium for the guarantee is close to zero. However, providers in Australia charge more 
than 1% insurance premiums to compensate themselves for cross-over risk. Based on this 
analysis, it was argued that interest rates for reverse mortgage loans should be closer to 
those for standard home loans, and/or that LVRs could be less conservative, and that this 
would stimulate the market.  

It was stated that there is a similar situation in the UK. It was pointed out that, in the US, 
maximum LTV ratios are higher, and that the availability of FHA lenders' insurance helps in 
this regard. 
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International experience: Japan 

Japan is a market where the product has been available for many years but has so far not 
been successful. This is despite conditions in Japan appearing favourable. 

As is well known, Japan suffers more than most countries from an ageing population. In 
addition, property prices are fairly high (although they are still considerably below the peak 
reached during the Japanese property bubble of the early 1990s). 

Reasons for lack of success in Japan 

There is little standardisation of the product in Japan, and many of the features normally 
associated with reverse mortgages are not present in some or all of the product offerings. 

• Payments are only available for a fixed-term, not for the borrower's lifetime 

• Some products require monthly interest repayment, which many borrowers may be 
unable to meet. 

• Some products require some principal repayment if land values fall - again, this could 
cause problems for borrowers. 

• Providers generally lend against land value only, so the monthly payments are 
smaller 

The non-recourse aspect is not always clear. In fact, it appears that providers design the 
product to avoid any real possibility of negative equity. As a result, the product has not been 
popular in Japan. 

Most products require use of a trust. This is a local feature designed to make it hard for 
beneficiaries to lodge objection to the process of repossession and sale when the borrower 
dies. This adds to cost and make the product more complex, and again, less popular. 

There has been a lack of government support for the industry. It has been proposed that the 
Government should partner with the private sector to underwrite the risk or to purchase the 
loans (Nomura 2013) 

According to a recent study, for most households outside Tokyo, RMs may not generate 
enough income to cover their income shortfall. 

 

Despite this, several large banks and credit associations offer RMs and there have been a 
number of product launches in recent years: 

• 2013: Mizuho Bank: age 55+, Tokyo area, “potential demand 230,000 loans and JPY 
5 trillion (US$ 50 billion)”. Annual visits to check home and value. 

• 2014: BTMU: age 60-80, loan amount up to JPY 15m (US$ 150k). The borrower must 
make monthly interest payments. This is designed for home renovations and 
improvements only. 

• 2015: Sumitomo: age 60+, minimum home value JPY 60m, interest rate is 150bp 
above prime, revised 6-monthly. There are no restrictions on use of funds. 
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International experience: Korea 

In contrast to Japan, the Korea market has seen a steady development of the reverse 
mortgage market. 

Pre-2007 

Before 2007, the market was fragmented. There was little product standardisation - each 
provider was offering their own version of the product, with different features. Lifetime 
payments were not available. There was no government support, and insurance against 
crossover risk was not available - hence providers were exposed to interest rate risk, home 
price risk, and longevity risk. The products in fact were not designed specifically for the 
elderly. As a result, the products were not popular. 

Government-supported product 

In 2007, the government decided to support and encourage the market as part of a program 
of measures for the growing elderly population. A standard product was introduced, based on 
the US HECM model. It is called the 'housing pension'. 

The product has the key conventional reverse mortgage features (lifetime tenure, no 
repayments during the term, and non-recourse). Borrower's income is not a factor. 

Qualifying loans offered by banks are guaranteed through a program known as 
JooTaekYeonKeum (JTYK) launched by Korea Housing Finance Corporation (KHFC) in 
2007.  

More recently, to enhance the popularity of the program, KHFC has made a number of 
enhancements to the product features. The entry age has been lowered from 65 to 60.  

The product in Korea has some interesting individual features.  

• The borrower has a choice of 2 adjustable rate mechanisms. 

• Payment options include constant, increasing 3% pa, and decreasing 3% pa.  

Thus the borrower can acquire a steady income stream that should match inflation; 
alternatively, they may choose to accept a decreasing income on the basis that their 
spending needs will become less as they grow older - obviously, the starting payment level 
would be considerably higher under this 'stepdown' option. 

Payments can be for life (tenure payments) or fixed term from 10-30 years. The loan is fully 
or partially repayable at any time 

Mortgage guarantee premiums are based on the US model, and consist of a one-time 
premium of 2% of the property value, plus an annual 0.5% of the outstanding loan balance. 

Minimum age is 60. The borrower should own only one property. There is a cap of KRW 900 
million (USD 800,000) on the property value 

There is a 30-day cancellation period, and mandatory counselling, for which the borrower 
pays no fee. 

As part of the government support package, there are also tax exemptions for borrowers. 

Growth of RM product in Korea 

The revised product started slowly in 2007, was later modified, and is now growing steadily.  
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By 2015, on a cumulative basis, over 29,000 loans had been originated. However, it is still 
less than 1% of the estimated potential market. 

 

 
Source: Korea Financial Services Commission (FSC) 

Recent developments 

KHFC announced in 2016 they would issue new policies to further enhance the RM program. 
This will include a lower minimum age, allowing up to 70% to be withdrawn as a lump sum, 
compared to 50% currently, and providing higher monthly payments to elderly with lower 
valued homes. It was reported that the target is to boost the number of borrowers to 480,000 
by 2025. 

In 2011, Government also launched a RM program for farmers who are ‘farmland rich, and 
cash poor’. 
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International experience: Hong Kong 

Background 

The reverse mortgage product is relatively new to Hong Kong. It is provided by the Hong 
Kong Mortgage Corporation (HKMC), a wholly owned subsidiary of the Hong Kong Monetary 
Authority (HKMA) which acts as central bank. HKMC was set up in 1999 to provide mortgage 
insurance, which is mandatory in HK for high value LTV loans. 

The official reason for launching the product was to assist the elderly by enabling them to 
release the equity in their homes. Property prices in Hong Kong are very high by international 
standards, the market is (generally) fairly liquid, and, in addition, few elderly have pensions 
and state benefits are very low. There is considerable elderly poverty. Therefore there is 
demand for the product.  

In 2010, HKMC commissioned a research study (A Study on Reverse Mortgage, Sau Po 
Centre on Ageing, The University of Hong Kong). The report examined conditions in Hong 
Kong and reverse mortgage features in other countries. As part of this study, a market 
survey was conducted among 1005 elderly, covering issues such as their need for extra cash 
and their potential interest in such a product.  

The report concluded: “mortgage insurance and mandatory counselling could be the two 
critical product features if Hong Kong is to consider implementing reverse mortgages in the 
near future”. 

A pilot reverse mortgage product was launched in July 2011. During the pilot, some product 
features were adjusted. For example, monthly payment levels were increased, as initial 
interest among the elderly appeared low.  

Product features 

The minimum borrower age is now 55 (this was originally set at 60). In 2015, it was reported 
that almost 25% of borrowers were in the aged group 55-60. 

The borrower has the option of monthly payments for a fixed term (10, 15, 20 years) or for 
life. There is also a lump sum option for specific purposes. 

Lenders are covered by HKMC mortgage insurance and there is a no negative equity 
guarantee for the borrower. Interest rates are set at HK Prime Rate minus 2.5%. 

Commercial banks write the business and actually provide the loans. HKMC sets the product 
features and rates and provides the lenders' insurance. In 2013, six commercial banks were 
participating in the scheme. 

Borrowers must hold a Hong Kong identify card and not be an undischarged bankrupt. The 
property must normally be not more than 50 years old. It must be occupied by the borrower 
as their main residence in Hong Kong. 

There is no penalty for early full repayment. However, part repayment is not allowed. The 
borrower may cancel the loan for any reason within 6 months (subject to repaying the loan 
and associated legal fee) and will then receive a refund of the insurance premium. 

Mortgage insurance and other costs 

The mortgage insurance premium consists of two components: 

• An upfront premium, payable in 7 annual instalments from the 4th to the 10th 
anniversary. Each annual instalment is at the rate of 0.28% of the property value. 

• A monthly premium, payable monthly at the annual rate of 1.25% of the outstanding 
loan amount. 

The premium may be added to the loan amount. In addition, there are counselling fees, 
handling fees, and legal and other fees, as with a conventional mortgage. 
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Counselling 

Independent counselling is mandatory. The borrower is encouraged to bring along their 
spouse, children, other next of kin, and any other person who may be affected by the reverse 
mortgage loan to the counselling session. The counsellor explains the general features of a 
reverse mortgage, the major legal rights and obligations as well as the legal consequence of 
taking out a reverse mortgage loan. The counsellor issues a counselling certificate on 
completion. After obtaining the certificate, the borrower may approach any 
participating bank to make a formal application. 

Monthly payment rates 

An extract from current monthly payment schedules is as follows: 

 
Source: HKMC web site 

So, for example, a single borrower aged 60, opting for lifetime payments, will receive a 
monthly income of $2,000 for each $ million of assessed property value. A borrower aged 70 
will receive $3,100. 

Recent developments 

Enhancements were made in 2012 to provide greater flexibility and benefits to borrowers. 
Further enhancements were announced in 2015. 

A recent innovation is to allow the borrower to get higher payments by assigning a qualifying 
life insurance policy to the lender. Another new feature was to allow a third borrower on the 
loan (e.g. an elderly relative living in the property) but take-up of this option has so far been 
low (below 1%). 

Media comment at first was cautious or sceptical. However, the product has now been 
established for 5 years and people and commentators are more familiar. 

After a slow start, business is now growing steadily, and now 1,200 loans new loans are 
originated each quarter. Loan applications rose 80% in 2015. Cultural issues were an initial 
obstacle, with many Hong Kong people disliking the idea, but borrowers now have greater 
understanding of the product and are more accepting. 

It has been reported that the HKMC will possibly extend the scheme to Housing Ownership 

Scheme flats (public housing) in late 2016 or early 2017. 

Payment 

term

1 

borrower

2 

borrowers

1 

borrower

2 

borrowers

1 

borrower

2 

borrowers

10-year $3,200 $2,800 $3,700 $3,300 $5,100 $4,600

15-year $2,400 $2,150 $2,800 $2,500 $3,800 $3,500

20-year $2,050 $1,800 $2,400 $2,100 $3,300 $3,000

Life $1,650 $1,450 $2,000 $1,800 $3,100 $2,800

age 55 age 60 age 70

Monthly payments (per $1 million property value)
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In terms of number of loans, 
the product is seeing steady 
growth.  

HKMC do not report on 
aggregate loan values. 

 

Lifetime payments are the 
most popular option 
(currently just over 40% of 
borrowers). 
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International experience: Singapore 

Public sector provision 

The Singapore government provides a variety of support measures for low-income 
households, including the provision of public housing and various grants and subsidies.  

Since the 1960s, the Housing and Development Board (HDB) has provided affordable public 
housing for Singaporeans to improve their living conditions. More than 80% of Singapore's 
population are living in HDB flats, with 93% of them owning their flats. The HDB flats are sold 
at below market prices on a 99-year leasehold basis. 

Existing public housing flat owners facing financial difficulties can turn to HDB for assistance. 
Elderly flat owners can unlock their home equity by downsizing (the Ageing-in-Place Priority 
Scheme and Silver Housing Bonus) or by a reverse mortgage (the Lease Buyback Scheme). 

The Lease Buyback Scheme (LBS) was introduced in 2009. Under the Scheme, elderly flat 
owners sell the tail-end lease of their flat to HDB and retain a 30-year lease. The proceeds 
are used to top up their Central Provident Fund (CPF) retirement accounts. The top-ups plus 
the initial balances are used to buy a CPF plan which gives the elderly a monthly income for 
life. The eligibility criteria for LBS are: 

• All flat owners are aged 63 or above (= CPF draw-down age) 

• At least one owner is a Singapore citizen; 

• Gross monthly household income does not exceed S$ 3,000 (USD 2,000) 

• 3-room or smaller HDB flat; 

• No current ownership of second property; and 

• All owners have lived in the flat for at least five years. 

Cases where the flat owner outlives the 30-year lease are dealt with on an individual basis 
and no elderly flat owner is left homeless. On the other hand, if the flat owner passes away 
within the 30-year lease, their spouse or child who is staying in the flat will be given the 
option of either staying in the flat for the balance of the 30-year lease, or returning the flat to 
HDB with the residual value of the lease reimbursed by HDB. 

The scheme was extended and enhanced in 2015. 

Public housing policy in Singapore is often cited as a successful example of affordable 
housing production in Asia. 

Private sector reverse mortgages 

In Singapore, reverse mortgages were firstly introduced by an insurance firm, NTUC Income, 
in January 1997. In 2006, OCBC Bank also entered the market.  

NTUC restricted loans to property owners aged 70 or above with 3‐room and 4‐room flats. 
The maximum payment tenure of the loan was 20 years.  

OCBC Bank only accepted private properties and offered two loan options: term‐based 
(monthly payments for up to 25 years) and annuity-linked (lower payment amount for life).  

The amount of monthly payment was determined by factors such as the age of the 
homeowner, the valuation of the property, the loan period and the interest rate fluctuations.  

With the various restrictions on the product, the market in Singapore was thin. Both NTUC 
Income and OCBC Bank had ceased offering the product by mid‐2009.  

By that time, NTUC income had about 350 reverse mortgage loans for private properties. 
The average loan size for private property was around SGD 350,000, compared to about 
SGD 200,000 for public housing. By 2014, around 50 loans were still being serviced. 

The dominance of the public housing sector and the availability of the LBS scheme probably 
also limits the scope for private sector reverse mortgages in Singapore. 

However, in 2014, it was reported that the government was seriously studying reverse 
mortgages as an additional option to help the elderly in Singapore monetise their flat.  
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International experience: India 

History in India 

Reverse mortgages were introduced in 2007-08 with the Union budget. 

RBI has issued guidelines re term etc. These appear to be advisory and not mandatory on 
the banks. The main guidelines are: 

• Any house owner over 60 years of age is eligible. 

• Maximum loan is between 60% and 75% of the property value (depending on 
borrower’s age).  

• Maximum period of payment is 15 years with a bank or HFC. 

• Borrower can opt for monthly, quarterly, annual or lump sum payments. 

• Revaluation of the property should be undertaken by the lender once every 5 years. 

• Interest rate can be fixed or floating at borrower’s option 

The payments received are considered as loans and not income, so do not attract any tax 
liability. 

The lender will recover the loan along with the accumulated interest by selling the house 
after the death of the borrower or earlier, if the borrower leaves the mortgaged residential 
property permanently. Any excess amount will be remitted back to the borrower or his heirs 

The aim is to ensure that the borrower’s equity never falls below 10% of the property value, 
so there will be sufficient collateral for eventual repayment the loan. 

The borrower may repay the loan at any time. There is no prepayment penalty if this is done 
from own resources, but if refinanced from another bank there is typically a 2% penalty. 

In India, life expectancy at age 60 is 16-17 years (in Thailand it is 18-21, in Japan 21-25). 

The product would appear relevant to India where (unlike the US and UK) there is no social 
security net. However the product has not been successful in India. 

Reasons for lack of demand - basic product 

A number of reasons have been put forward to explain lack of success. Some of these 
reasons are psychological, others result from the product structure. 

• Property in India is regarded as an important family asset, to be passed down through 
the generations. So people are reluctant to put this at risk. 

• Banks put a cap of INR 5 - 10 million (USD 75,000 - 150,000) on the amount of the 
loan. This is too small in relation to the value of properties, especially in big cities. 

• Monthly payments are quite low. Not enough to be compelling. 

• Payment term is fixed at 15-20 years, so no lifetime income. Many elderly will outlive 
this period. 

• Restrictions are imposed, such as not being allowed to rent out the house. 

• The product has not been actively marketed by the banks. 

• The product is not well understood. Banks have not explained it well. There are 
misconceptions about how the product works, e.g. a perceived risk of losing one’s 
house. 

Some comments that have been made: 

“A generation that has never borrowed” 

“Mortgaged properties, when sold by banks, do not fetch the actual market value. When you 
have acquired the property with your hard earned money with some sacrifices, it is difficult to 
contemplate it being sold by the bank.” 

“There is no system of counselling before taking the loan, and as a result one may be in for 
unpleasant surprises later on.” 

“When property is sold to repay the loan, the proceeds will attract capital gains tax.” (NOTE: 
the capital gains tax position is being studied by the government) 
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It has also been suggested that the minimum age should be lowered to 50-55, and that the 
cap should be higher for city homes. 

Newer annuity version of the product 

The basic reverse mortgage product, described above, was essentially a loan product from 
the banks.  

There was another product available, introduced under the 2008 regulations, known as a 
reverse mortgage loan-enabled annuity (RMLeA). This was offered by some banks 
partnering with insurance companies. It had more attractive features, such as lifetime 
payments and, apparently, higher regular payments.  

However, the RMLeA payments were originally regarded as income and taxable. This made 
the product unpopular. It appears only two banks offered RMLeA. 

The tax regime was changed in October 2013, and payments under RMLeA are now tax-
free, as with the basic reverse mortgage product. 

With RMLeA, the bank makes a lump sum payment to a life insurance company, which 
calculates the monthly payment, based on actuarial pricing models, that it will pay for the 
borrower’s lifetime.  

The key differences for the borrower (or his next of kin) are: 

• Under a regular reverse mortgage, payments are limited to a fixed term and may be 
recalculated if property prices fall or interest rates rise. So the borrower does not 
have a guaranteed lifetime income. Under RMLeA, payments are fixed for the 
borrower’s lifetime. 

• Under a regular reverse mortgage, the amount owing to the bank will be based on the 
actual payments made. So, if a borrower dies say within an year, only a small amount 
will be owed. However, under RMLeA, the bank will claim the entire loan amount. 

“Making RMLeA tax-exempt is the first step at making the product popular, but what will go a 
long way is when a senior citizen walks home with a crystal clear understanding of the 
payouts, payback and how to manage the expectations of his legal heirs.” 

The lifetime tax free annuity should make the product more attractive and lead to wider take-
up, but so far this does not appear to have happened. In 2015 it appeared that Star Union 
Dai-chi Life Insurance Co. Ltd., in association with Union Bank of India and Central Bank, 
was the only company offering RMLeA products 

Conclusions 

Since their launch in 2008, reverse mortgages have not been popular in India, for the various 
reasons mentioned above. The product structure of the RMLeA version may be more 
attractive, especially recent (2013) tax changes. However, this version has so far not been 
actively taken up by potential providers, and, as a result, general awareness and 
understanding remain low.  
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International experience: lessons learned 

• Clear and effective regulation is key 

• Need to create product understanding - consumers and providers and opinion 
formers 

• Need flexible product (e.g. age, payment frequency)  

• Takes time - the market is not created overnight 

• Importance of a pilot and fine-tuning 

 

Market features which help RM 

• Ageing population with less reliance on family self-help 

• Elderly owner occupation in saleable homes 

• Historically rising property values 

• Liquid and transparent property market 

• Robust legal system - confidence in future property rights 

• Well-developed (forward) mortgage market 

• Well-developed annuity market 

• Reliable life expectancy data (for likely borrowers) 

• Ability of lenders to hedge interest rates (e.g. bond market) 

 

Market features that can be managed 

• Clear and transparent legal framework and regulation 

• Effective regulation - e.g. mandatory counselling 

• Insurance - to protect lenders from crossover risk 

• Insurance - to protect borrowers if a lender fails 

• Public education 

• Willingness of lenders to innovate and be flexible and patient 
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Possible obstacles to reverse mortgages in Thailand 

In this section we discuss four areas which appear to be obstacles to the development of the 
reverse mortgage market in Thailand. These are: 

• The legal restrictions on charging compound interest 

• The long repossession process in Thailand 

• The relatively illiquid secondary market for residential property in Thailand, and 
general lack of property market transparency 

• Cultural factors, such as reluctance to live in a home where someone has died, and 
the family home tradition 

We discuss each issue in turn. 

 

 

 

 

  



 

Page 33 of 53 
 

Compound interest 

The Civil Law in Thailand contains a general legal prohibition against charging compound 
interest. In general, compound interest (i.e. interest charged on interest) may not be charged 
on a retail loan except in the case of an overdraft or line of credit.  

On a conservative interpretation of the law, the general rule is that interest can only be 
charged on interest in cases where the borrower should have made repayment, but did not. 

This is in our opinion by far the most serious issue, as it could make reverse 
mortgages in Thailand unworkable. 

Legal position 

Section 655 of Thailand Civil and Commercial Code stipulates that “interest shall not bear 
interest”. However, the contracting parties may agree that any interest due for more than one 
year shall be added to the capital, and that the whole amount shall bear interest, but such 
agreement must be made in writing. 

Note that for interest to be compounded, it must first become “due,” i.e. payable. The interest 
on reverse mortgage, however, is deferred (not due) until the death of the mortgagor. 

Possible solutions 

Unless a practical solution is found, this will be a serious impediment to reverse mortgages. 
The RM product requires compound interest as there are (normally) no repayments until 
maturity.  

A number of potential work-arounds have been suggested.  

The danger is that, some years in the future, a borrower (or their family) will challenge the 
interest payments. If this challenge succeeds, it is likely to render the product uneconomic.  

A further problem is that many of the possible 'solutions', even if they work, may make the 
product appear more complex. Borrowers need to understand clearly what is happening.  

Both these problems are especially present in any arrangement that appears artificial. 

We discuss various possible solutions below. 

Classify the loan as a current account or line of credit 

A calculation of compound interest in a current account is not restricted by Section 655. 
According to Section 856 of Thailand Civil and Commercial Code, a current account is an 
account “in which two persons agree that from now on or for a determinate period the 
amount of all or some only of the obligation arising from transactions between them shall be 
set off and that the balance only shall be paid”. In other words, a current account, otherwise 
known as a line of credit, is a flexible borrowing arrangement, with fluctuating balances and 
no predetermined end date. 

There must be an actual credit account for both parties to set off, and the set off agreement 
must be explicit. The parties to a current account contract may set the date for striking the 
balance. Usually, the balance will be settled by the end of the month. If the difference after 
scheduled settlement is not paid, interest shall start from the day when the balance was due 
to settled. That is when compound interest occurs. 

Thus, if the reverse mortgage is structured as a “current account,” i.e. having a set-off option 
and so on, compound interest may be permitted. 

However, because the Thai Courts are very much against compound interest and the kinds 
of loan that may charge compound interest is restricted, it is certainly possible that reverse 
mortgage payments will not be interpreted as 'current accounts' and compound interest will 
not be chargeable. 

If the Bank of Thailand were to classify reverse mortgages in this category, lenders would be 
reassured. However, BoT cannot decide the interpretation of the Civil Law, so this would not 
provide an absolute assurance. Also, lines of credit have certain features (such as flexible 
drawdowns and repayment on demand) that are not really present in reverse mortgages.  
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Nevertheless, this may be the most promising solution. It has the advantage of not 
complicating the operational features of the loan. 

However, if the law is interpreted conservatively, as mentioned above, the solution may fail, 
as the borrowers are not expected to repay interest until the loan terminates. 

Capitalise the loan periodically 

The loan could be capitalised periodically, say annually (or even monthly). This would 
convert the accumulated interest into a capital balance, on which further interest could legally 
accumulate. One mechanism to achieve this would be to have two loans, each alternately 
being drawn down to repay the other. If done annually, this would not involve excessive 
administration. 

This is of course a fairly artificial device. 

Charge higher non-compounding interest 

Another solution that has been proposed is to charge a rate of interest on the principal 
amount only, but at a higher rate then normal, to compensate for the lack of compounding.  

While it works reasonable well for short/medium terms, and low rates of interest, it does not 
work well for longer terms and higher rates of interest. 

It may be unfair to shorter term borrowers (e.g. family of a borrower who dies early) as they 
are charged a higher rate of interest than is intended. Perhaps, in these cases, some interest 
could be waived. However, this would complicate the product and allow the claim that the 
lender is 'really' charging compound interest. 

Require regular repayments of interest 

If the borrower repays interest regularly, the problem does not arise, as compound interest 
need not be charged. In some countries, RM products from some lenders have required 
interest payments (not for legal reasons, but because lenders wish to control the growth of 
the outstanding loan and prevent cross-over). However, products with these features have 
not been popular, for obvious reasons. 

Deduct interest repayments from the gross monthly payments 

The idea here is that interest repayments, on the accumulated loan balance, will be deducted 
from the monthly payment stream. This may at first sight appear self-defeating. However 
(provided that interest rates are not too high) the interest deductions will be a relatively small 
part of the monthly payments for the first few years. 

There are two main drawbacks to this idea. First, monthly interest will steadily grow over 
time, as the loan balance will grow. This implies that, if the gross payments are fixed, the net 
monthly payments will decrease steadily over time. This may be unattractive to the borrower, 
and difficult to explain or justify. Second, if the borrower lives long enough, there will 
inevitably come a time when the interest due will exceed the monthly payment, although 
(again assuming rates are not too high) this will only be after many years. If that happens, 
the gross monthly payments would need to be increased.  

One potential solution in fact would be to have an increasing series of (gross) payments, to 
take account of the rising interest repayments. Effectively, the interest repayment amount 
would be added to the monthly payment. The amount could be adjusted annually if preferred, 
and that may be simpler. The result would be that the borrower receives a constant net 
monthly payment, consisting of an increasing gross payment and increasing interest 
deductions. 

Again, however, the solution might be challenged as artificial. It might be argued that the 
borrower should actually repay interest rather than have the lender manage this within the 
loan mechanism. But it could surely be maintained that there is nothing wrong in providing a 
steadily increasing income stream. In Korea, one RM option is for monthly payments that 
increase each year (although the reason there is to provide for increasing borrower needs, 
and/or allow for inflation). 
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We have discussed these solutions in the context of monthly payments. Obviously, any 
solution needs to work for both monthly payment and lump sum options. 

Thailand is not the only country to prohibit compound interest. In Europe, Italy and Belgium 
also do. Italy has a reverse mortgage product, in which interest is capitalised annually, but it 
has not been widely used. Belgium does not have such a product.  

Further discussions are needed on this critical issue. 
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Repossession process 

The foreclosure process in Thailand takes a long time, especially if the borrower is 
obstructive and seeks to delay. We are told that 5 years until repossession is not unusual. 

Clearly, if the process of selling a property takes this long at the end of every RM, the 
product will be unattractive. Interest will be accumulating on the loan balance for the whole 
period. Lenders will respond by restricting LTV ratios, which will depress monthly payments. 

The long foreclosure process is acceptable (though costly) for forward mortgages as it is only 
expected to happen in a small minority of cases, i.e. NPLs. The loss on these loans can be 
priced in. The great majority of forward mortgages will be repaid by the borrower. But in the 
case of RMs, almost every loan will end in the property being sold to repay the loan.  

Borrower co-operation 

However, the situation may not be so problematic. It is to be expected that most borrowers 
(or their families) will be co-operative.  

We are told that the risk of delay will be significantly reduced if the loan contract is suitable 
designed. It should for example contain: 

• Proper recognition of the rights of the borrower. 

• A clear definition of the steps to be taken at the termination of the loan. 

• Evidence that the borrower received appropriate information disclosure and 
appropriate independent counselling before committing to the loan, and clearly 
understood the features of the product. 

One further key point is standardisation: if loan agreements are standardised, the courts can 
approach each case on a consistent basis and presumably make similar decisions. Thus the 
process will be faster and the outcome more predictable. 

The repossession process sections in the Thailand Civil and Commercial Code are also 
applicable to reverse mortgages. 

Prescription period 

The prescription period restricts the time available to a creditor to bring legal action to 
repossess the property. 

In the case of selling or moving out of the house, the prescription period is 10 years after the 
event. However, under Section 1754 of Thailand Civil and Commercial Code, in the case of 
death, the prescription period is one year. The creditor is barred from bringing an action more 
than one year from the time when they know or ought to have known of the death of the 
debtor. 

However, the law is unclear on the prescription period when it is a reverse mortgage. The 
prescription period could be either 1 year or 10 years, depending on how the court interpret 
reverse mortgage case. To avoid this confusion, it is better for the law to specify a uniform 
prescription period for reverse mortgages. Ideally, this would be ten years or longer. 

Fast-track process 

The ideal solution would be a 'fast-track' process to enable lenders to recover the loans 
quickly and reliably. However, that seems unlikely to become available without a change in 
the law, or a new law, for reverse mortgages. Decisions will be made by the courts as cases 
come before them. The executive and legislative arms of government cannot interfere in an 
independent judiciary. It would require an amended law which will take time to be drawn up 
and implemented. 

In summary, the main features of a new law would be: 

• The prescription period would be clarified. 
• The heirs should be authorized to initiate auction, instead of the deceased 

mortgagors. 
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• Lenders under the reverse mortgage program would have the right to repossess 
property without undue delay, in the event of non-cooperation by the borrower or 
heirs. 

These changes will avoid going through the current court process for repossession of 
mortgaged properties. 

We recommend that the feasibility of introducing a fast-track process should be 
further investigated. 
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Secondary market liquidity 

In most markets where RMs have been established, there is an active and liquid secondary 
market for property.  

UK property market sales 

In the UK, for example, the majority of property transactions are secondary market sales. 
There are times when the market is relatively illiquid and certain types of property are hard to 
sell (typically when the market is falling and mortgage lenders are more restrictive). But, most 
of the time, most properties can be sold at a reasonable price.  

The normal method of sale is by 'private treaty'. That is, a seller advertises the property 
(directly or via agents), receives offers from one or more buyers over a period of time, and 
contracts to sell to a selected buyer on the basis of price (or speed or credibility).  

However, for repossessions, the lender commonly places the property in a public auction. 
The price achieved may be lower than by private treaty. However, the advantages of this 
method are that (i) it is more likely to lead to a prompt sale, and (ii) it demonstrates that the 
property has been offered to the market and that the best price (at the time) has been 
obtained - this is important if there are other interested parties. 

A buyer at auction must normally settle within one month. So, allowing for preparation time 
and the auction schedule, the property can be sold with 2-3 months. 

A conservative property valuation - such as that required by a lender - will normally reflect 
the price that might be expected at auction. 

Reverse mortgage lenders (in line with conventional mortgage providers) in the UK will lend 
against most properties. The main exceptions are homes which are non-permanent or of 
unconventional build. 

Secondary market in Thailand 

In Thailand, by contrast, the secondary market is not so liquid. Most transactions are in the 
primary market - newly built properties sold to first buyers. 

The lack of secondary market activity reflects the traditional pattern of family homes that are 
passed down through the generations (with improvements / rebuilding from time to time) 
rather than sold to third parties.  

But this pattern seems to be changing. Younger professionals, in particular, may not wish to 
be tied to a family home that may be far from work and lacking in modern features. They may 
prefer to buy a condominium or small town house in or near a city and be prepared to sell 
and move if their family or work circumstances change. Thus, over time, we may expect the 
secondary market in Thailand to develop more. 

The relative absence of secondary market liquidity does not constitute an absolute barrier to 
developing reverse mortgages. It does however mean that lenders will be more cautious, and 
apply a lower LTV ratio. It also means that they will be more restrictive on the types of 
property on which they will lend. Condominiums and town houses will be preferred to 
individual family homes. 

Some lenders perceived this issue as relatively serious, while others did not feel it was a 
major obstacle. 
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Cultural factors 

The earlier factors discussed are likely to have the effect of restricting the supply of reverse 
mortgages. There are also certain 'cultural' factors which may restrict the demand side. 

For example, we are told that people would be reluctant to live in a home where someone 
(who is not a family member) has died. This would affect the resale value of a home after the 
death of the borrower. 

There is also a strong tradition of passing the family home to children rather than selling. 
Clearly this would make borrowing against the equity of the home less acceptable.  

Ultimately, these cultural factors can only be assessed and resolved by a pilot scheme. 

Assured forward mortgage idea 

One idea has been discussed with potential lenders, and reactions were generally 
favourable. The idea is that, when the borrower dies, as an alternative to selling the home, a 
normal forward mortgage is provided to a family member, sufficient to enable the outstanding 
amount of the reverse mortgage loan to be paid off. The new mortgage would be repaid in 
the conventional way, by monthly repayments of interest and principal over, say, 10-15 
years. There are two ways this could be implemented. The lender could indicate willingness 
to make such a loan, possibly with less strict criteria than normal, but without making a 
contractual commitment. Or the lender might commit to such a loan, to a specified family 
member, subject to certain explicit conditions.  

In both cases, a slightly higher rate of interest could be applied. It would be the borrower's 
choice of course, when the time comes, as to whether to take up the option. From the 
lender's point of view, it would increase the profitability of the overall transaction, and could 
be a good product differentiator and a selling point. 

Further work in developing these and similar ideas, and discussing details and 
feasibility with lenders, would be useful in designing a successful reverse mortgage 
product. 
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Regulation and consumer protection in Thailand 

Disclosure and advertising 

For a financial product offered by commercial banks, the Bank of Thailand has the authority 
to issue regulations regarding disclosure requirements.  

Specifically, under its regulation, commercial banks must disclose all information necessary 
for consumers to make informed decisions and the information disclosed must be accurate 
and not misleading.  
Reverse mortgages is likely to fall under the Consumer Loan category of the regulations. 
These regulations require that commercial banks declare a clear and current guideline and 
procedure on, inter alia, interest payments, service and penalty fees. Any advertisements of 
financial products must include accurate information on benefits, possible risks, burdens and 
fees imposed on consumers.  
The Bank of Thailand has also issued additional recommendations and guidelines for all 
financial institutions and their subsidiaries regarding disclosure of financial product 
information to consumers. However, such recommendations and guidelines are not 
enforceable legally.  

Banks need to provide information regarding conditions, risks and benefits, i.e. annual return 
of investment, average return or any other relevant information. 

The Bank of Thailand have released a policy regarding the control over cross-selling in 
securities and insurances through commercial banks. Banks are prohibited from making the 
sale of a product conditional on selling another product, such as requiring consumers to have 
life insurance along with a mortgage. Banks may offer the second product, but should allow 
customers to decide whether to buy it. 

In the case that a reverse mortgage provider is not a commercial bank or financial institution 
as defined under Thai law, such a provider will not be subject to the Bank of Thailand’s 
regulations regarding disclosure requirements. 

Spouses and others 

According to Section 1476 of Thailand Civil and Commercial Code, a husband and wife must 
jointly manage marital property or must obtain consent from the other spouse in order to 
enter a mortgage contract.  

Under Section 1480, if either spouse has entered into any juristic act alone or without 
consent of the other, the latter may revoke such act (unless the third person was, at the time 
of entering into such juristic act, acting in good faith). As such, in a reverse mortgage case, 
there should be no surprise mortgage for the other spouse. 

Section 1490 provides that both spouses are jointly liable to perform debts incurred by either 
spouse during marriage if, inter alia, debts are incurred in connection with the management 
of household affairs and providing for the necessaries of the family, or maintenance, in 
connection with the marital property. Thus, both spouses would be jointly liable for reverse 
mortgage payments such as property taxes and insurance premiums. 

A crucial gap is the protection for non-spouse residents, such as children who live with their 
parents (very common in Thailand). It should therefore be a requirement for all residents in 
the mortgaged property to attend counseling sessions and give their consents to reverse 
mortgage agreements. 

Counselling services 

National Housing Authority (NHA) may be well placed to provide counselling services. They 
have a network of 80 offices around the country. They have experience of the property and 
mortgage markets, and, as an NGO, are in a position to provide independent and trusted 
advice. 

There is no existing law covering mandatory product counselling in Thailand.  
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Potential demand in Thailand 

As part of the study we have attempted to estimate the potential demand for the product in 
Thailand. The actual demand, of course, may be considerably lower. Indeed, experience in 
other countries indicates that initial take-up of the product will be low, and may not reach 1% 
of the potential market for several years.  

We have attempted to identify how many households in Thailand may find this product suited 
to their needs, and be qualified to borrow, according to a set of 6 criteria. These criteria are: 

1. Elderly (aged 60 and above) 
2. Living alone or with spouse 
3. Home owner 
4. Home type suitable for mortgage  
5. Dis-satisfied with current financial situation 
6. Home value THB 1 million or more 

To provide the estimates, we obtained and analysed data from the National Statistics Office 
(NSO). This data consisted of three main sources: 

• Published NSO statistics 

• NSO Elderly Survey 2014 

• NSO Socio-economic Survey (SES) 2015 

1. Elderly (aged 60 and above) 

We have assumed a minimum qualifying age of 60. In some countries the minimum age is 
higher (e.g. US is 62 for HECM loans), and in some lower (e.g. UK is 55). We have not set 
an upper age limit. We are not aware of an upper limit in other countries. 

2. Living alone or with spouse 

We assumed that all spouses would all be joint borrowers. We did not have data on the age 
of the spouse so assumed that they would all qualify. In some cases this would not be the 
case. 

We wished to exclude cases where the borrower lived with other family members or with 
other people. This was to avoid a situation where non-borrowing members of the household 
lose their right to live in the home when the borrower dies. In some cases, of course, the 
product may still be suitable, but these cases would need to be looked at carefully. We have 
taken a conservative view and assumed non-suitability. 

3. Home owner 

The borrower must of course be the home owner. We have identified cases where there is 
an elderly head of household and the home is owned by the household.  

There will of course be some cases where there is an elderly head but the home is owned by 
another (possibly non-resident) family member. We have not included these cases. There 
may still be scope to provide a reverse mortgage, either by transferring the home to the 
elderly person or by a tripartite arrangement.  

4. Home type is suitable for mortgage 

We have assumed that all properties classified as detached houses, town houses, row 
houses, condominiums and flats, and some other types qualify (subject to value etc) for a 
mortgage. We excluded people living in single rooms, or in offices or boats etc. 

5. Dis-satisfied with current financial situation 

Basically, borrowers would need to be those who want extra income or a lump sum. In order 
to assess this, we used answers to two questions: 

• Income sufficiency - those answering "not enough" or "sometimes enough" 

• Satisfaction towards own financial situation - those answering "not satisfied" 

We took the target group as those qualifying in at least one of the above questions. 
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6. Home value THB 1 million or more 

We have assumed a minimum home value of THB 1 million to qualify for a reverse mortgage. 
This limit is of course rather arbitrary. It may be that lenders would consider lower values.  

We also considered the effect of a THB 2 threshold value, which would be more conservative 
and would restrict the market considerably.  

 

Home value data was taken from the SES data set. Other criteria were taken from the Elderly 
Survey. We were not able to merge the two sets as they related to different respondents. We 
have assumed, therefore, that the distribution of home values is not correlated to the other 
criteria. 

Using the 6 criteria above, we filtered the data down to a prime target group, for whom we 
believe a reverse mortgage product would be suitable and who we believe would qualify for 
the product. Having determined the size of this target group in the survey, we multiplied up to 
the whole population. 

We performed this process separately for the Bangkok metropolitan area and for each region 
of the country.  

Results 

In the Elderly Survey, there were 38,695 households with a member aged 60 or above (the 
survey actually included people aged 55+, so not all were 'elderly'). Of those, 2,336 (6%) met 
criteria 1-5.  

 

Filter Bangkok 
Central 

(excluding 
Bangkok) 

North 
North 

Eastern 
South 

Total 
(excluding 
Bangkok) 

Total 
Thailand 

Aged 60+ 1,516 11,311 9,695 10,708 5,465 37,179 38,695 

Home owner is elderly 
or their spouse 

1,068 9,079 8,158 9,325 4,500 31,062 32,130 

Children do NOT live in 
home 

264 3,212 3,493 3,708 1,623 12,036 12,300 

Others (apart from 
spouse) do NOT live in 
home 

138 1,859 2,203 1,862 1,101 7,025 7,163 

Qualifying type of home 133 1,859 2,200 1,862 1,101 7,022 7,155 

Income not enough / 
sometimes enough OR 
dis-satisfied with 
financial situation 

24 479 778 790 265 2,312 2,336 

The survey sample appears to under-represent people in Bangkok. We adjusted for that by 
scaling the results up to the total number of elderly in each region (which we obtained from 
overall NSO census data).  

Apart from this, the low number in Bangkok appears to be mainly the result of fewer cases 
where the elderly is the home owner, where children do not live in the family home, and 
where the respondent is dis-satisfied with their financial situation.  

We scaled up as follows: 
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 Bangkok 
Central 

(excluding 
Bangkok) 

North 
North 

Eastern 
South 

Total 
(excluding 
Bangkok) 

Total 
Thailand 

Aged 60+ in sample 1,516 11,311 9,695 10,708 5,465 37,179 38,695 

Total aged 60+ 942,586 2,561,881 2,117,550 3,192,932 1,199,756 9,072,119 10,014,705 

Scaling factor 622 226 218 298 220 n/a n/a 

Scaled up qualifying 
number 

14,922 108,491 169,928 235,564 58,177 572,159 587,082 

 

The total sample survey in SES was 51,925 households. These covered all age groups, not 
just the elderly. Of these households, after filtering down by age and home ownership 
criteria, we obtained the distribution of home values. We just show below the results for 
Bangkok and rest of Thailand. 

Home value range 
(THB) 

Bangkok Rest of Thailand 

Number in sample % of total Number in sample % of total 

less than 500,000 55 10 6,163 45 

500,000-999,999 55 10 4,556 33 

1,000,000-1,999,999 124 23 1,791 13 

2,000,000-2,999,999 79 15 507 4 

3,000,000-3,999,999 77 14 263 2 

4,000,000-4,999,999 33 6 74 1 

5,000,000-9,999,999 90 17 204 1 

10 million or more 29 5 49 0 

Thus in Bangkok metropolitan area, 80% owned homes were valued at THB 1 million or 
more. In other areas, the proportion was 21%. Thus, as expected, the proportion of qualifying 
home-owners is much higher in Bangkok than in the rest of the country. 

  

 

By applying this home value distribution to the Elderly Survey sample data, we arrive at the 
number of households that (a) will potentially benefit from reverse mortgages and (b) will 
likely qualify. These numbers are: 
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 Bangkok 
Central 

(excluding 
Bangkok) 

North 
North 

Eastern 
South 

Total 
(excluding 
Bangkok) 

Total 
Thailand 

Scaled up qualifying 
number 

14,922 108,491 169,928 235,564 58,177 572,159 587,082 

Proportion with home 
value >= THB 1 million 

80% 26% 20% 16% 28% 21% 23% 

Final number  11,894 28,458 33,298 37,705 16,162 115,623 127,517 

Thus the estimated potential market size, based on a minimum home value of THB 1 million, 
is around 12,000 for Bangkok and 115,000 for the rest of Thailand.  

If the minimum is set more conservatively at THB 2 million, these numbers will be 8,500 and 
44,000 respectively. 

 

One interesting result of the survey data is the number of households living in various types 
of home, shown as follows: 

Bangkok Whole Kingdom 
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Market consultations 

In the course of two visits to Bangkok (6-10 June and 27 June - 1 July 2016) we held 
meetings with a number of institutions that may be potentially involved with the reverse 
mortgage market. These included: 

• Government Housing Bank 

• Government Saving Bank 

• National Housing Association (NHA) 

• Several individual commercial banks and life insurance companies 

We also held discussions with: 

• Fiscal Policy Office, Ministry of Finance 

• Bank of Thailand 

• Office of Insurance Commission (OIC) 

• Real Estate Information Centre (REIC) 

• Thai Bankers Association (TBA) 

• Thai Life Assurance Association (TLAA) 

Views and concerns 

Many potential lenders were not very familiar with the product. This was unsurprising, as 
reverse mortgages are a niche product and are currently available only in a few countries.  

However, there was significant interest. Market participants felt that there is real potential 
demand for the product, especially among the middle income class, provided that payment 
rates are sufficient. All recognised the need for careful regulation to protect borrowers from 
mis-selling. 

Many lenders felt that it is necessary for the government to take the lead, as per Korea and 
Hong Kong, by introducing a standardised product and providing insurance against cross-
over risk. They agreed that a pilot project in the Bangkok area would be sensible, prior to a 
full-scale national launch. 

Market participants agreed that the initial take-up rate for reverse mortgages would probably 
be low, and that consumers (and lenders) needed time to gain familiarity and comfort with 
the product. In the longer run, it was felt that Thailand's rapidly ageing population and 
changing family living structures would create demand. 

There was general support for the idea of a forward mortgage being made available to 
borrowers' families to repay the reverse mortgage when the loan terminates, and thus avoid 
the need to sell the family home. This is discussed elsewhere in this report. 

Banks want capital adequacy requirements to be specified for the reverse mortgage product 
by BOT, and for potential tax issues to be clarified.  

Concerns were expressed primarily about the following: 

• The legal restrictions on charging compound interest 

• The long repossession process in Thailand 

• The relatively illiquid secondary market for residential property in Thailand, and 
general lack of property market transparency (although some respondents did not 
see this as a major problem) 

• Cultural factors, such as reluctance to live in a home where someone has died, and 
the family home tradition  

• The need for careful regulation to avoid mis-selling 

• Apparently low payment rates that borrowers in Thailand would receive  

The first five of these issues are discussed more fully elsewhere in this report. 

It was also mentioned that, if the product could be securitised, this would assist market 
development. Obviously this would require a standardised product. 
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Payment rates 

Some banks and insurance companies had built a preliminary model, taking account of life 
expectancy, property price appreciation, and interest compounding to estimate the potential 
payments that borrowers might receive. These indicated a relatively low monthly payment 
stream. For example, assuming 6% pa interest rates, a borrower aged 65 could expect to 
receive only around THB 700 monthly for each THB million of assessed home value. 
Comparatively few homes (especially outside Bangkok) are worth more than THB 2 million, 
so the payment income for most borrowers may appear too small to be worthwhile. Under 
the model, the projected LTV at termination would be around 50%. 

Consumers in Thailand are accustomed to LTV ratios, on conventional forward mortgages, 
which are considerably higher than in most countries. LTVs of 90% are common, and may 
reach 100% or more. If payment rates are low, they may regard reverse mortgages as too 
restrictive. 

We did not have access to all the assumptions behind the model. However, we were told that 
it was conservative, with buffers being built in to protect against uncertainties. A major factor 
was that lenders assumed they would have to carry the cross-over risk themselves, and this 
was hard to quantify.  

By comparison, in Hong Kong, a single borrower aged 65, opting for lifetime payments, 
would receive $2,000 per month per $ million property value. A similar borrower aged 70 
would receive $3,100 per month. In the US, payments would also be higher. Lenders in both 
these countries are protected against cross-over risk by government-backed insurance, 
which is paid by the borrower and added to the loan. 

Hong Kong has one of the highest life expectancy rates in the world, so, based on actuarial 
factors, a borrower in Thailand should qualify for at least as much. On the other hand, the 
Hong Kong property market is very liquid and transparent and repossession is a quick and 
certain process, which enables lenders to offer the best rates.  

On balance, we would hope that, assuming availability of insurance against cross-over risk, 
monthly payment rates in Thailand would be closer to the Hong Kong pricing structure. 

Government Housing Bank 

GH Bank is apparently unable to participate in the reverse mortgage market as a lender, due 
to the terms of its charter. However, they could be an insurer. This could be a first step to 
providing lenders' mortgage insurance (MI) for the forward mortgage market in Thailand. 

GH Bank were particularly concerned with market liquidity and with the question of saleability 
of homes if a death had occurred. There was a suggestion that if zoning laws could be 
relaxed in some cases to allow lenders to convert a detached home into commercial use 
after repossession, this would help overcome the liquidity issue. 

Two points relating to MI need to be considered if GH Bank is involved. First, GH Bank is the 
largest lender in the mortgage market. If they are insuring their own mortgages, there is no 
transfer of risk and no independent monitoring of new loan originations, so much of the 
benefit of MI will be lost. Second, as a large and competitive lender, active across all 
segments of the market, there may be some reluctance by other lenders to use their MI 
service. These points were discussed during previous studies on MI in Thailand. 

However, if other insurers are also involved, then the above points will not apply so strongly. 
Partnership with other insurance companies would also strengthen the risk assessment and 
actuarial side. It would be beneficial for GH Bank's share of the insurance operation to be 
diluted in this way, and we believe this would be part of any plan.  

As an insurer for reverse mortgages, and certainly for a pilot scheme, GH Bank's 
involvement would be welcomed. As a government-owned institution, with deep property 
market experience, they are well placed to provide the level of assurance needed over the 
long term of the loans. As a non-lender (for reverse mortgages), the competitive issues will 
be much less significant.  
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Prudential capital risk weights 

The general approach is to treat reverse mortgages in a similar way to forward mortgages. 
However, there are some differences. In particular, the internal ratings-based (IRB) approach 
is generally regarded as unsuitable.  

Regulators generally apply a standard risk weight to reverse mortgages, ranging from 35% to 
100%, depending on current LTV ratio. In cases where the loans are insured against 
negative equity, by a government-backed insurer, a lower risk weighting will be applied, 
generally 20%. We discuss some jurisdictions below. 

Canada 

The standardised approach must be used. The following table sets out the standard risk 
weights: 

Initial LTV  Current LTV Risk weight 

<= 40% and <= 60% 35% 

> 40% and <= 60% 50% 

  > 60% and <= 75% 75% 

  > 75% and <= 85% 100% 

  > 85% Partial deduction 

Source: OSFI Guideline December 2014 

A reverse mortgage loan qualifies for a 35% risk weight provided a number of conditions are 
met, including the following: 

• documented and prudent underwriting standards (including methods for estimating 
loan term, future real estate price appreciation, future interest rates, and for 
determining appropriate maximum initial LTV and dollar amounts that may be lent) 

• documented procedures for monitoring loan to value ratios on an ongoing basis, 
based on outstanding loan amounts, including accrued interest, undrawn balances 
and up to date property values  

• documented procedures for obtaining independent reappraisals of the properties at 
regular intervals, not less than once every five years, with more frequent appraisals 
as loan to value ratios approach 80%  

• documented procedures for ensuring that borrowers remain in compliance with loan 
conditions  

• a rigorous method for stress testing the reverse mortgage portfolio that addresses 
expected occupancy, property value and interest rate assumptions. 

Current LTV is defined as the reverse mortgage exposure (including undrawn but committed 
amounts) divided by the higher of the original appraised value or 80% of the most recent 
value, or the most recent appraised value if that is lower than the original.  

Future undrawn amounts are multiplied by a conversion factor of 50%. 

Note that reverse mortgages in Canada are uninsured. The risk weights are comparable to 
those for uninsured forward mortgages.  

By comparison, forward residential mortgages which are insured under the NHA or 
equivalent provincial mortgage insurance programs are risk weighted at 0%, and those 
insured under qualifying private insurers are risk-weighted at 5%.  

US 

Reverse mortgages receive the same risk weight treatment as traditional residential 
mortgages. The main rules are as follows: 

• The standard risk weight is 50%. This is subject to a number of conditions, including: 
the loan is secured by a property that is either owner-occupied or rented, made in 
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accordance with prudent underwriting standards (including standards relating to the 
loan amount as a percent of the market value of the property at origination), not 90 
days or more past due or in nonaccrual status, and not restructured or modified.  

• If the mortgage fails to meet any of the above qualifying criteria, it is weighted at 
100% (it is unlikely that this would apply to any reverse mortgage loan in practice). 

• Any portion of a reverse mortgage exposure that is conditionally guaranteed by the 
U.S. government (for example, Federal Housing Administration (FHA) guarantees) 
receives a 20% risk weight 

In calculating exposure, future committed but undrawn amounts are multiplied by a credit 
conversion factor of 50%. 

Hong Kong 

If the mortgage is insured under the HKMC reverse mortgage program, the risk weighting is 
20%. This is in line with the weighting for exposures on public sector entities. If the mortgage 
does not qualify for HKMC insurance, the weighting will be 35%, 75%, or 100% (or partial 
deduction if in a loss situation) in line with forward residential mortgages. 

HKMA guidance notes state: "The IRB approach is considered not an appropriate approach 
for capturing the inherent risks and calculating the credit risk capital charge for RMP (= 
reverse mortgage program) loans. This is because the concept of default of obligor, which is 
central to the IRB approach, is not applicable to these loans." 

Australia 

A 2005 memo from the regulatory authority APRA stated: "The credit risk management of a 
reverse mortgage portfolio can present challenges to ADIs due to the long and uncertain 
maturity profile of the assets". 

APRA expects a bank undertaking reverse mortgages to have in place (at a minimum):  

• Portfolio limits on reverse mortgages as a percentage of total lending. The 
management information system should be able to readily identify reverse mortgage 
loans as well as other non-standard mortgage exposures;  

• An appropriate level of maximum Initial Loan to Value Ratio (ILVR) and a maximum 
dollar amount that may be lent;  

• Documented procedures for revaluing the property on a regular basis, ensuring 
borrower compliance (residency conditions et al): and  

• An appropriate level of monitoring of Ongoing Loan to Value Ratio (OLVR) (based on 
the outstanding loan balance including accrued interest and up to date property 
value), which should trigger critical risk management processes  

APRA notes that "There are also a number of unique operational, legal and reputational risks 
associated with reverse mortgages, including various consumer protection laws which may 
affect the enforceability of the loan. APRA expects banks "marketing reverse mortgage loans 
through third party channels to institute a higher level of control and monitoring in their 
marketing and sale than for more established products". 

In a 2010 memo APRA states: 

"The IRB approach requires accredited institutions to develop probability of default estimates. 
As the concept of payment default is essentially meaningless for reverse and shared equity 
mortgages, there is currently no relevant available IRB approach for these types of products. 
Accordingly, IRB-accredited institutions will need to use the standardised risk-weights 
outlined below." 

For uninsured loans, risk weights are as follows (note that in Australia, lenders' insurance is 
not available for reverse mortgages): 
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LTV ratio Risk weighting treatment 

<= 60% (at origination and subsequently) 
50% (in line with lowest rate for non-standard 

residential mortgages) 

60.01% - 100% 100% 

>100% treat as impaired, deduct from Tier 1 capital 

Source: APRA, 2010 

The undrawn portion, if not certain, should be reported as "Commitments with an original 
maturity of over one year" 

New Zealand 

This tends to follow the Australian system, as the two banking systems are closely linked. 

In a 2015 consultation paper, Reserve Bank of New Zealand (RNZ) observed: "Although not 
widely offered by banks currently, there is some $300m worth of reverse mortgage assets 
held by a small number of banks in New Zealand. With more people reaching retirement age 
in the coming years and decades, there is the potential for reverse mortgage lending to 
increase. Regulatory clarity around the capital treatment of reverse mortgage loans may 
contribute to further growth within this market." 

In July 2016, following consultations, RNZ introduced new risk weights based on the 
Australian schedule, but with an additional intermediate LTV band of 60-80%. 

LTV ratio Risk weighting treatment 

<= 60%  50% 

60.01% - 80% 80% 

80.01% - 100% 100% 

>100% treat as impaired, deduct from Tier 1 capital 

Source: RNZ, 2016 

Again, lenders' insurance for reverse mortgages is not available in New Zealand. 

RNZ requires reverse mortgage lenders to reassess property values every three years, with 
an anchoring approach (similar to Canada, as above) to ensure this is done conservatively. 

UK 

The UK takes a different approach. 

This is to apply the standard risk weight categories and calibration for forward residential 
mortgages, but to adjust the exposure amount by calculating a net present value of the 
expected future accrued interest. This amount is then added to the principal loan amount.  

The adjustment to the exposure amount applies to both standardised and IRB banks.  

An NPV calculation effectively narrows the gap between the capital treatment of standard 
and reverse mortgages by compensating for the lack of interim repayments in reverse 
mortgage contracts.  

While this is arguably a sophisticated approach, it is complex, and the calculation depends 
on a number of assumptions. Other jurisdictions have not followed the UK in this regard. 
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Some other issues 

Standardised product - benefits 

One way in which a standard product can be introduced is that the government provides 
support for a product with certain features.  

The most obvious feature that government can provide is insurance against cross-over risk. 
Thus providers will be able to offer (and will be required to offer) a no negative equity 
guarantee. In order to provide the insurance, certain product features need to be 
constrained. Thus for example, both loan interest rate and payment amount, which affect 
how quickly the loan will grow, must be constrained so that the risk is commensurate with the 
insurance premium. In theory, there could be different premium levels, but the modelling is 
difficult. So, basically, product pricing would be standardised. 

A private organisation (e.g. an insurance company) could also provide the insurance and set 
the product features. However, lenders will have more confidence in government-backed 
insurance, as the property exposure is substantial and long-lasting. Government-sponsored 
insurance also avoids competitive issues. 

There are undoubted benefits from a standardised product. It is easier for borrowers to 
become familiar with the product. It is easier for them to compare the products from different 
providers. 

The main disadvantage to a standard product, of course, is that it reduces competition. Also, 
providers may be reluctant to introduce new features if these go against the standard 
product, so there may be less innovation. But equally there is an incentive for providers to 
add new features - if these are compatible with the standard product - as this may be the 
main way in which they can compete. 

Government subsidy for reverse mortgages 

Subsidising particular groups of borrowers, or particular forms of borrowing is, of course, a 
policy issue for the Thai government. We note here several ways in which subsidy can be 
provided to reverse mortgage customers and briefly discuss their merits. 

• Interest rate 

• Payment rates 

• Annuity cost 

• Lenders' insurance premium 

• Counselling and other fees 

 

Subsidy point Direct beneficiary Possible adverse result Possible mitigation 

Interest rate Borrower 
Lenders may charge higher pre-

subsidy rate, so also benefit 
Government can cap rates (but 

this reduces competition) 

Payment rates Borrower 
As above, plus complex for lump 

sums 
 

Annuity cost (at age 80) Borrower 
Insurers may increase annuity 

fees, so also benefit 
Government can cap fees 

Insurance against cross-
over risk 

Lender 
Lenders may lend at higher LTV, 

more risk 
Government can restrict LTV 

Lender could share risk of loss 

Counselling, legal and 
other fees 

Borrower Providers may charge more Government can cap fees 
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We do not believe that subsidising interest rates is a good idea. Much of the benefit is likely 
to flow to lenders, as they would be able to charge a higher rate and would probably, over 
time, lobby for higher rates than would otherwise be possible. It would also benefit longer 
term loans (i.e. younger borrowers) most. The subsidy term could be limited to, say, 10 or 15 
years but this complicates the product. 

A similar approach would be for the government to top up the payments, so borrowers get 
more. This suffers from the same problems as interest rates, and could be more complex 
(e.g. treatment of lump sums). 

A third option is to subsidise the cost of an annuity, assuming that buying an annuity for the 
borrower at age 80 (say) is part of the product structure. Again, lenders and insurers would 
benefit along with borrowers. Also, such an arrangement would probably not be very 
transparent. 

A further possibility is to subsidise the mortgage insurance premium. The government could 
subsidise the whole premium or a proportion. If the premium is structured similarly to other 
countries (with a one-off component based on property value and another, annual 
component, based on loan balance) then a degree of fine-tuning is possible. The lender 
would appear to be the immediate beneficiary, but lenders would not receive any immediate 
cash payment, and it would have the effect of making the loans less expensive to the 
borrowers. With cross-over risk eliminated (assuming a loan conforms to guidelines) the 
interest rate could be set at a suitable margin over cost of funds, plus hedging costs and 
capital costs. 

Finally, a subsidy could be provided to cover some or all of the associated costs of a reverse 
mortgage, such as counselling fees and legal fees. These fees would need to be set at a 
standard or maximum rate by the government to ensure that the benefit flows to the 
borrower. However, they are likely to be a modest proportion of the total cost of borrowing, 
so may not have a big impact on the market. 

Overall, we believe that a subsidy to the insurance premium is likely to be most effective, 
possibly combined with a subsidy for counselling fees. 

Tax status of reverse mortgage payments 

Section 39 of the Thailand Revenue Code defines “assessable income” as income that is 
taxable including “a property or any other benefit received which may be computed into a 
monetary value, any amount of tax paid by the payer of income or by any other person on 
behalf of a taxpayer and tax credit”.  

Section 40 of the Revenue Code lists the categories of assessable income. Money that a 
debtor obtains as a part of a loan is not “assessable income” because it does not fit any of 
the above categories.  

It is, therefore, clear that payments to the borrower, whether lump sum or regular payments, 
under a reverse mortgage arrangement will not be taxable and there is no need for special 
regulations or exemptions. 

Social benefits 

We are told that state social benefits for the elderly in Thailand are very low (around THB 
700 per month), are not means-tested, and would not be affected by the receipt of reverse 
mortgage payments. 

Property taxes 

Property taxes are payable in the US and have been an issue with reverse mortgages, where 
the borrowers is required to pay the taxes as part of the conditions of the mortgage. 

In Thailand, according to Section 7 of Land Tax Act, a landowner is required to pay property 
tax annually. However, if the land is used as the owner's main residence, it is exempt from 
tax payment (with some limitations on the amount of land). 
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There are proposals for an annual property tax on high-valued properties. This tax will (at 
least initially) be at a low rate and will only be applied to properties valued at THB 50 million 
or more. However, in all countries, there is a tendency for governments to introduce new 
taxes at a low rate and widen their impact later. In any event, the possibility of property taxes 
affecting reversed mortgaged properties must be taken into account. 

The significance for the product is that, in the case when ownership of a mortgaged 
properties is transferred to the mortgage lender, the lender becomes responsible for unpaid 
property taxes dating back 5 years. 

Clearly, lenders need to be protected from the risk of borrower default on their property 
taxes. It would be best for the lender to have the right to deduct the taxes from payments and 
to pay the taxes directly (or alternatively, to set up a reserve - added to the loan - to cover 5 
years' payments). 
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Appendix: Forward and reverse mortgage features compared 

Feature Forward mortgages Reverse mortgages 

Loan drawdown One time (at start of loan) 
May be an initial lump sum, or regular 
payments through the life of the loan, or 
a combination 

Loan repayment Monthly repayments Single bullet repayment at end of loan 

Interest rate Fixed or floating 
Fixed or floating - may be higher than 
forward mortgage 

Term Fixed (normally 10-30 years) 
Lifetime of borrower (regular payments 
can be for fixed term or for lifetime) 

Profitability 
Most earnings from the mortgage will 
be in the early years, when the loan 
balance is highest. 

Especially where there are regular 
payments, earnings will be lower in the 
early years, but will increase steadily as 
the loan balance grows, as long as the 
cross-over point is not passed. 

Life expectancy factor 
Longer is better for lender (more time to 
repay) 

Longer life increases the risk of loss for 
the lender 

Risk to lender 
Potential loss is highest at start, steady 
decrease as capital repaid 

Potential loss increases through life of 
loan 

Lending criteria 
Borrower’s income and credit history 
are key criteria 

Borrower’s income and credit history 
are not normally relevant 

Collateral 
Property value is protection in case of 
default 

Future property value is all the lender 
can rely on 

Negative equity Borrower's problem Lender's problem 

 

From a product risk point of view, the most important difference is that, with a forward 
mortgage, the lender looks to the borrower as the first source of loan repayment. The lender 
will therefore examine income, financial commitments and credit history carefully. The lender 
looks to the property value as a second line of defence in case of borrower default. 

With a reverse mortgage, income is irrelevant and financial commitments and credit history 
are only secondary factors. The lender looks to the property value as the only source of 
repayment of the loan. 

 

 

 


