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Warning: Wonky Talk Ahead
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 Better papers on reverse

Home Equity Extraction— mortgages

A Long-Term-Care Financing Solution

for Older Adults?

By Richard K. Green

arge numbers of Americans are approaching

their retirement years relatively unprepared
for retirement, and many would benefit from
being able to tap into equity from their homes for
cash. Should policy makers look to proposals that
make it easier to use home equity as a source of
long-term-care financing that would allow people
to remain at home when they need long-term ser-
vices and supports (LTSS)? Retirees in the United
States typically are homeowners: tabulations
from the 2016 American Community Survey Pub-
lic Use Micro Samples (U. S. Census Bureau, 2018)
show a homeownership rate of 77 percent for peo-
ple not in the labor force and who are older than
age 65.

Facts About Older Homeowners
and Homeownership

Two mortgage products offer older adults
possible sources for long-term-care financing.

median net worth of homeowners older than
age 65 is $319,000 (while for renters it is $7,000),
they still have low incomes. The median income
for homeowners older than age 65 who are not in
the labor force was $42,800, and for those older
than age 75, the median income was $36,900.
This compares with median income for all
homeowners of $72,600 (Ruggles et al., 2018).

Retired homeowners, however, have a large
advantage relative to retired older renters—
the cash flow cost of housing tends to be lower.
While the median renter retiree pays $750 per
month, or $9,000 per year, in gross rent, the
median owner has paid off her mortgage and
pays $1,950 per year in property taxes, $800 per
year in insurance, and $5,930 per year in other
recurring expenses.

Owning a home, however, involves expenses
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From a Pyramid to a Hut
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Median Net Worth, Home Equity for Owners, Net Worth for Owners, Net Worth Renters
Survey of Consumer Finances, 2022
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Median Income by Age and Tenure
American Community Survey 2023 and Author Calculations
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Median Household Income by Employment Status
2023 ACS and Author Calculations
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Monthly Cost of Care for Elders 2025
Source: Genworth
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Current HECM Market (FHA, Jan 2025)

* Average Rate 6.5 percent
* Nearly 100 percent ARMS
e 82 percent traditional

* 5 percent refi

* 13 percent purchase
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FRED -2/ — Households; Owners' Equity in Real Estate, Level
3
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https://fred.stlouisfed.org/graph/?g=1F4mT

FRED .-/ — s&P CoreLogic Case-shiller U.S. National Home Price Index
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https://fred.stlouisfed.org/graph/?g=1IzJa

Three things about house prices

* National Appreciation has averaged 4 percent per year
e Standard Deviation has been 6 percent per year
* There is no national housing market

Lusk

Center for Real Estate



FRED o/ — Market Yield on U.S. Treasury Securities at 1-Year Constant Maturity, Quoted on an Investment Basis
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Two Crossing Point Scenarios

Base Case (constant appreciation) Moderately Low Appreciation Outcome




This creates a problem for FHA
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The HECM MIP Problem

The true cost of HECM Assume current 6.5 percent rate
* |Interest Rate

e Upfront Premium based on Effective Rate
appraised value Life of Loan (Minimum)

* Monthly Premium based on 10
balance 15

20
percent) 2

* Appraisal and Title Insurance

* Other fees (vary by state)

* Origination fees (between 1 and 2




HECMS vs HELOCS

HECM HELOC

* Effective Rate ~ 7.5%+ * SoFi Bank today 7.0%
 Maximum LTV 40-50 e But..for best quality credit

* Credit quality of borrower  Maximum CLTV 80 or higher

matters a lot less e Interest Payments

* No Payment Shock * Payment Shock



Suggestions (which won’t happen for awhile)

A More HELOC like HECM Annuity HECM

* |0 loan * Annuity formula based on
* Life of borrower revolver appraised value and age

* No payment shock * Pooling Mortality Risk

* One step further—Tontine?
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