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Reverse mortgages are financial products that allow older homeowners to live
in their property and receive income for as long as they live; repayment is
made from the proceeds of the property sales upon the homeowners’ death. A
recent pilot program in China by Happy Life Insurance found almost no
takeup of such products. We investigate whether, if reverse mortgates were
properly designed and explained, there would be a demand for them in China.
We provide evidence on the demand for reverse mortgages in urban China
based on two large online surveys. We find that 89% of older Chinese
homeowners aged 45–69 years are interested in reverse mortgages, and 84%
of adult children aged 20–49 years would recommend reverse mortgages to
their parents. We test an improved product design that overcomes the
shortcomings of the unsuccessful reverse mortgage product piloted in China
by Happy Life Insurance. Our results can inform the development of China’s
reverse mortgage market.
As one of the fastest-aging countries in the world, China is under tremendous
pressure to provide financial resources for its rapidly growing elderly
population. The government has extended and reformed the Chinese pension
system, but there are concerns about the financial sustainability of the system
due to the rapid increase in the share of the elderly population compared to
the working-age population (Fang and Feng, 2018). Figure 1 shows that
China’s old-age dependency ratio is expected to increase from 13% in 2015
to 44% in 2050 (United Nations, 2017).
Figure 1: China’s old-age dependency ratio, 2000–2050.
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Note: Ratio of population aged 65+ per 100 population 15–64, Data source:
UN (2017).
Chinese households hold a large proportion of their wealth in the form of
housing. Chinese house prices have appreciated at an annual rate of more than
10% since the early 2000s (Chen and Wen, 2017; Fang et al., 2015), causing
large increases in household wealth. However, it is difficult for individuals to
access this housing wealth. Accordingly, Yang et al. (2016) find that, on
average, changes in housing wealth have limited effects on the non-housing
consumption of the elderly in China.
Reverse mortgages allow homeowners to borrow against their home without
having to make repayments while they still live in their home. Once the
homeowner passes away or permanently moves into a nursing home, the
home is sold, and the sale proceeds are used to repay the loan. In 2014, the
Chinese government authorized a pilot program to introduce reverse
mortgages in China. Initially, the pilot program only covered four cities over
two years. The government extended the program period and regional
coverage in 2016 and 2018. However, only one provider, Happy Life
Insurance, started offering a reverse mortgage product. The product launched
in March 2015 and is currently selling in eight cities in China (Beijing,
Shanghai, Guangzhou, Wuhan, Hangzhou, Dalian, Nanjing, Suzhou). So far,
the demand for the product is low: only 139 contracts were underwritten by
mid-2018. The reverse mortgage product offered by Happy Life Insurance
company under the name “Housing provides guarantee reverse mortgage
endowment insurance for the elderly” is very complex and inflexible, and the
product description is hard to understand (see Hanewald et al., 2019).
In our recent study, Hanewald et al. (2019), we tested the demand for a more
flexible reverse mortgage product design that addresses the shortcomings of
the unsuccessful product piloted in China. The product design also addresses
consumer concerns about reverse mortgages identified in related research on
other markets (e.g., Dillingh et al., 2017). Using focus group testing, we
developed a clear, yet concise and comprehensive product description that
illustrates potential uses of the reverse mortgage payments. The key
innovation of our study is the product design and product description. Our
hypothetical product allows borrowers to choose the level of debt they incur
as well as the type of payment that best suits their retirement needs. Possible
payment types include a lump sum, lifetime fixed regular payments, or
flexible payments. In addition, our product explicitly allows the borrowers’
heirs to settle the outstanding debt and keep the property at the end of the
contract, if they so prefer. We also take special care to address the potential
consumers’ concerns about how the house sales will be conducted, whether
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rental is permitted, how the loss of the property will be handled, etc. In
addition, we make sure to test the subjects’ understanding of our reverse
mortgage product. The hypothetical product has a simpler debt structure and
lower fees than the reverse mortgage offered by Happy Life Insurance. We
tested the demand for this product in two large online surveys, one targeting
older homeowners aged 45–65 as potential purchasers and the other targeting
adult children aged 20–49, who represented the children of potential
purchasers
We find a high level of interest in reverse mortgages both among older
homeowners and adult children of older homeowners. This result disproves
widely held perceptions of intergenerational wealth transfer in China. The
survey participants wanted to use the reverse mortgage payments for a range
of different purposes (see Figure 2). Funding a more comfortable retirement
and paying for better medical treatments or aged care services were the most
important reasons given for interest in the product by both older homeowners
and adult children. Consistent with previous literature, we find that product
familiarity and product understanding were associated with a higher interest
in the product.
Figure 2: Use of reverse mortgage payments.

Source: Hanewald et al. (2019)
Based on these findings, we offer several suggestions for the development of
reverse mortgages markets in China and other countries. First, our results
show that consumers are interested in reverse mortgages when these complex
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products are explained in an easy-to-understand way and when consumer
concerns are addressed directly. Second, our results suggest that reverse
mortgages should be marketed to both older homeowners and their adult
children. Encouraging families to discuss the use of housing wealth in
retirement can reduce expectation mismatches that parents and children have
regarding the use of housing wealth and can increase the demand for reverse
mortgages. Third, given that individuals want to use the products for a range
of different purposes, reverse mortgages should be framed as a versatile tool
to fund different retirement expenditures.
Only one provider, Happy Life Insurance, is currently offering reverse
mortgages in China. Other potential providers find the product complex and
are worried about risk management strategies and profitability (Asia
Insurance Review, 2018). Providers have also called for more policy support
as well as improved laws and regulations (Asia Insurance Review, 2018). A
two-sided response involving both industry and government could help to
develop the potentially large reverse mortgage market in China. Our research
and the product description we have developed can inform the design of more
attractive reverse mortgage products. Frameworks for pricing and risk
management for different types of reverse mortgages are available in the
literature (e.g., Shao, et al., 2015). The Chinese government could issue moredetailed regulations and technical documents to guide the industry. The
government could also consider introducing subsidies or guarantees, as in the
US, where the Federal Government provides mortgage insurance for the
Home Equity Conversion Mortgage (HECM). However, a key requirement to
ensure the development of a reverse mortgage market in China is an efficient
distribution network to link product providers with a potentially large group
of interested older homeowners and their extended families.
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