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Abstract

Home equity insurance policies—policies insuring homeowners against declines in

the prices of their homes—would bear some resemblance both to ordinary

insurance and to financial hedging vehicles. A menu of choices for the design of

such policies is presented here, and conceptual issues are discussed. Choices

include pass-through futures and options, in which the insurance company in

effect serves as a retailer to homeowners of short positions in real estate futures

markets or of put options on real estate indices. Another choice is a life-event-

triggered insurance policy, in which the homeowner pays regular fixed insurance

premia and is entitled to a claim if both a sufficient decline in the real estate price

index and a specified life event (such as a move beyond a certain geographical

distance) occur. Pricing of the premia to cover loss experience is derived, and
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tables of break-even policy premia are shown, based on estimated models of Los

Angeles housing prices from 1971 to 1994.

 This is a preview of subscription content, log in via an institution  to check access.

Access this article

Subscribe and save

Springer+ from €37.37 /Month

Buy Now

Price includes VAT (Poland) 

Instant access to the full article PDF.

Institutional subscriptions 

Similar content being viewed by others

Log in via an institution 

Starting from 10 chapters or articles per month

Access and download chapters and articles from more than 300k books and 2,500 journals

Cancel anytime

View plans 

Buy article PDF 39,95 €

Insurability and government Local House Price Paths:

https://wayf.springernature.com/?redirect_uri=https%3A%2F%2Flink.springer.com%2Farticle%2F10.1023%2FA%3A1007779229387
https://www.springernature.com/gp/librarians/licensing/agc/journals
https://wayf.springernature.com/?redirect_uri=https%3A%2F%2Flink.springer.com%2Farticle%2F10.1023%2FA%3A1007779229387
https://link.springer.com/product/springer-plus
https://link.springer.com/10.1057/s41288-024-00342-z?fromPaywallRec=true
https://link.springer.com/10.1007/978-981-96-0479-1_7?fromPaywallRec=true
https://link.springer.com/10.1007/s11146-017-9643-y?fromPaywallRec=true


Explore related subjects
Discover the latest articles, books and news in related subjects, suggested using machine learning.

Actuarial Mathematics Equity and Trust in Common Law Household Finance Insurance

Real Estate Economics Policy Formulation

References

Ballew, Lynne. (1988). “Affordable Housing Through Secondary Markets” ABA

Banking Journal (November), 20.

Black, Fischer, and Myron Scholes. (1973). “The Pricing of Options and Corporate

Liabilities” Journal of Political Economy 81, 637–654.

Article Google Scholar 

Boness, A. James. (1974). “Elements of a Theory of Option Value” Journal of

Political Economy 72, 163–175.

Google Scholar 

Case, Karl E., and Robert J. Shiller. (1988). “The Behavior of Home Buyers in

Boom and Postboom Markets” New England Economic Review

(November/December), 29–46.

Case, Karl E., and Robert J. Shiller. (1989). “The Efficiency of the Market for

Article  Open access

26 November 2024

Insurability and government-
funded mitigation: safer but
costlier

Chapter  © 2025

Comprehensive Approach to
Reduce Hurricane Risk with a
Focus on Equity and
Economic Prosperity Article  Open access

23 December 2017

Local House Price Paths:
Accelerations, Declines, and
Recoveries

https://link.springer.com/subjects/actuarial-mathematics
https://link.springer.com/subjects/equity-and-trust-in-common-law
https://link.springer.com/subjects/household-finance
https://link.springer.com/subjects/insurance
https://link.springer.com/subjects/real-estate-economics
https://link.springer.com/subjects/policy-formulation
https://doi.org/10.1086%2F260062
http://scholar.google.com/scholar_lookup?&title=The%20Pricing%20of%20Options%20and%20Corporate%20Liabilities&journal=Journal%20of%20Political%20Economy&doi=10.1086%2F260062&volume=81&pages=637-654&publication_year=1973&author=Black%2CF.&author=Scholes%2CM.
http://scholar.google.com/scholar_lookup?&title=Elements%20of%20a%20Theory%20of%20Option%20Value&journal=Journal%20of%20Political%20Economy&volume=72&pages=163-175&publication_year=1974&author=James%2CB.%20A.
https://link.springer.com/10.1057/s41288-024-00342-z?fromPaywallRec=true
https://link.springer.com/10.1007/978-981-96-0479-1_7?fromPaywallRec=true
https://link.springer.com/10.1007/s11146-017-9643-y?fromPaywallRec=true


Single Family Homes” American Economic Review 79, 125–137.

Google Scholar 

Case, Karl E., and Robert J. Shiller. (1990). “Forecasting Prices and Excess

Returns in the Housing Market” AREUEA Journal 18, 253–273.

Google Scholar 

Case, Karl E., and Robert J. Shiller. (1987). “Prices of Single-Family Homes Since

1970: New Indices for Four Cities” New England Economic Review (September-

October), 45–56.

Case, Karl E., Robert J. Shiller, and Allan N. Weiss. (1993). “Index-Based Futures

and Options Markets in Real Estate” Journal of Portfolio Management (Winter),

83–91.

Chari, V. V., and Ravi Jagannathan. (1989). “Adverse Selection in a Model of Real

Estate Lending” Journal of Finance 44, 499–508.

Google Scholar 

Constantinides, George. (1978). “Market Risk Adjustment in Project Evaluation”

Journal of Finance 33, 603–616.

Google Scholar 

Cox, Larry C., Sandra G. Gustafson, and Antonie Stam. (1991). “Disability and

Life Insurance in the Individual Insurance Portfolio” Journal of Risk and

Insurance 58, 128–146.

Google Scholar 

Dunn, Kenneth B., and Chester S. Spatt. (1985). “An Analysis of Mortgage

http://scholar.google.com/scholar_lookup?&title=The%20Efficiency%20of%20the%20Market%20for%20Single%20Family%20Homes&journal=American%20Economic%20Review&volume=79&pages=125-137&publication_year=1989&author=Case%2CK.E.&author=Shiller%2CR.%20J.
http://scholar.google.com/scholar_lookup?&title=Forecasting%20Prices%20and%20Excess%20Returns%20in%20the%20Housing%20Market&journal=AREUEA%20Journal&volume=18&pages=253-273&publication_year=1990&author=Case%2CK.E.&author=Shiller%2CR.%20J.
http://scholar.google.com/scholar_lookup?&title=Adverse%20Selection%20in%20a%20Model%20of%20Real%20Estate%20Lending&journal=Journal%20of%20Finance&volume=44&pages=499-508&publication_year=1989&author=Chari%2CV.%20V.&author=Jagannathan%2CR.
http://scholar.google.com/scholar_lookup?&title=Market%20Risk%20Adjustment%20in%20Project%20Evaluation&journal=Journal%20of%20Finance&volume=33&pages=603-616&publication_year=1978&author=Constantinides%2CG.
http://scholar.google.com/scholar_lookup?&title=Disability%20and%20Life%20Insurance%20in%20the%20Individual%20Insurance%20Portfolio&journal=Journal%20of%20Risk%20and%20Insurance&volume=58&pages=128-146&publication_year=1991&author=Cox%2CL.C.&author=Gustafson%2CS.%20G.&author=Stam%2CA.


Contracting: Prepayment Penalties and the Due-on-Sale Clause” Journal of

Finance 40, 293–308.

Google Scholar 

Goodwin, Carole. (1979). The Oak Park Strategy: Community Control of Racial

Change. Chicago: University of Chicago Press.

Google Scholar 

Hansen, Kristin A. (1993). Geographical Mobility: March 1991 to March 1992.

U.S. Department of Commerce, Economics and Statistics Administration, Bureau

of the Census, Current Population Reports, Population Characteristics, P20–473.

Washington, DC: U.S. Government Printing Office.

Google Scholar 

Ingersoll, Jonathan E. (1987). Theory of Financial Decision Making. Totowa, NJ:

Rowman & Littlefield.

Google Scholar 

Ito, Takatoshi, and Keiko Nosse Hirono. (1993). “Efficiency of the Tokyo Housing

Market” Bank of Japan Monetary and Economic Studies 11, 1–32.

Google Scholar 

Kelly, Austin J. (1991). “Legislating Racial Stability: The Guaranteed Home Equity

Program in Chicago” Paper, U.S. General Accounting Office, Washington, DC.

Google Scholar 

Kunreuther, Howard. (1977). Disaster Insurance Protection: Public Policy

Lessons. New York: Wiley Interscience.

Google Scholar 

http://scholar.google.com/scholar_lookup?&title=An%20Analysis%20of%20Mortgage%20Contracting%3A%20Prepayment%20Penalties%20and%20the%20Due-on-Sale%20Clause&journal=Journal%20of%20Finance&volume=40&pages=293-308&publication_year=1985&author=Dunn%2CK.B.&author=Spatt%2CC.%20S.
http://scholar.google.com/scholar_lookup?&title=Community%20Control%20of%20Racial%20Change&publication_year=1979&author=Goodwin%2CC.
http://scholar.google.com/scholar_lookup?&title=Geographical%20Mobility&publication_year=1993&author=Hansen%2CK.A.
http://scholar.google.com/scholar_lookup?&title=Theory%20of%20Financial%20Decision%20Making&publication_year=1987&author=Ingersoll%2CJ.E.
http://scholar.google.com/scholar_lookup?&title=Efficiency%20of%20the%20Tokyo%20Housing%20Market&journal=Bank%20of%20Japan%20Monetary%20and%20Economic%20Studies&volume=11&pages=1-32&publication_year=1993&author=Ito%2CT.&author=Nosse%20Hirono%2CK.
http://scholar.google.com/scholar_lookup?&title=Legislating%20Racial%20Stability%3A%20The%20Guaranteed%20Home%20Equity%20Program%20in%20Chicago&publication_year=1991&author=Kelly%2CA.J.
http://scholar.google.com/scholar_lookup?&title=Disaster%20Insurance%20Protection&publication_year=1977&author=Kunreuther%2CH.


Kuo, Chiong-Long. (1994). “Serial Correlation and Seasonality in the Real Estate

Market” Journal of Real Estate Finance and Economics, 12, 139–162.

Google Scholar 

Lo, Andrew, and Jiang Wang. (1994). “Implementing Options Pricing Models

When Asset Returns Are Predictable” Paper, Massachusetts Institute of

Technology, Cambridge, MA.

Google Scholar 

McDonald, Robert, and Daniel Siegel. (1984). “Option Pricing When the

Underlying Asset Earns a Below-Equilibrium Rate of Return: A Note” Journal of

Finance 39, 261–265.

Google Scholar 

Miles, Mike, Robert Pittman, Martin Hoesli, Pankaj Bhatnagar, and David Gudsky.

(1991). “A First Detailed Look at America's Real Estate Wealth” unpublished

working paper, University of North Carolina, Chapel Hill.

O'Brien, Thomas J., and Michael J. P. Selby. (1986). “Option Pricing Theory and

Asset Expectations: A Review and Discussion in Tribute to James Boness”

Financial Review 391–418.

Passell, Peter. (1994). “Tapping Home Equity to Cushion old Age” New York

Times sec. 10, p. 1, January 30.

Google Scholar 

Poterba, James M. (1991). “House Price Dynamics: The Role of Tax Policy and

Demography” Brookings Papers on Economic Activity 2, 143–199.

Google Scholar 

http://scholar.google.com/scholar_lookup?&title=Serial%20Correlation%20and%20Seasonality%20in%20the%20Real%20Estate%20Market&journal=Journal%20of%20Real%20Estate%20Finance%20and%20Economics&volume=12&pages=139-162&publication_year=1994&author=Kuo%2CC.
http://scholar.google.com/scholar_lookup?&title=Implementing%20Options%20Pricing%20Models%20When%20Asset%20Returns%20Are%20Predictable&publication_year=1994&author=Lo%2CA.&author=Wang%2CJ.
http://scholar.google.com/scholar_lookup?&title=Option%20Pricing%20When%20the%20Underlying%20Asset%20Earns%20a%20Below-Equilibrium%20Rate%20of%20Return%3A%20A%20Note&journal=Journal%20of%20Finance&volume=39&pages=261-265&publication_year=1984&author=McDonald%2CR.&author=Siegel%2CD.
http://scholar.google.com/scholar_lookup?&title=Tapping%20Home%20Equity%20to%20Cushion%20old%20Age&journal=New%20York%20Times%20sec&volume=10&publication_year=1994&author=Passell%2CP.
http://scholar.google.com/scholar_lookup?&title=House%20Price%20Dynamics%3A%20The%20Role%20of%20Tax%20Policy%20and%20Demography&journal=Brookings%20Papers%20on%20Economic%20Activity&volume=2&pages=143-199&publication_year=1991&author=Poterba%2CJ.M.


Samuelson, Paul A. (1967). “Rational Theory of Warrant Pricing” Industrial

Management Review 6, 13–31. Reprinted in Paul A. Cootner, The Random

Character of Stock Prices (Cambridge, MA: MIT Press).

Google Scholar 

Scholen, Ken. (1993). Retirement Income on the House. Apple Valley, MN:

NCHEC Press.

Shiller, Robert J. (1993). Macro Markets: Creating Institutions for Managing

Society's Largest Economic Risks. Clarendon Lectures Series. Oxford: Oxford

University Press.

Google Scholar 

Shiller, Robert J., and Allan N. Weiss. “Home Equity Insurance” working Paper

No. 4860, National Bureau of Economic Research, Cambridge, MA.

Sprenkle, Case M. (1961). “Warrant Prices as Indicators of Expectations and

Preferences” Yale Economic Essays 1, 179–231.

Google Scholar 

Sutton, Greg D. (1995). The Dynamics of Regional Adjustment, unpublished Ph.D.

Dissertation, Yale University, New Haven, CT.

Google Scholar 

Author information

Authors and Affiliations

http://scholar.google.com/scholar_lookup?&title=Rational%20Theory%20of%20Warrant%20Pricing&journal=Industrial%20Management%20Review&volume=6&pages=13-31&publication_year=1967&author=Samuelson%2CP.A.
http://scholar.google.com/scholar_lookup?&title=Macro%20Markets%3A%20Creating%20Institutions%20for%20Managing%20Society%27s%20Largest%20Economic%20Risks&publication_year=1993&author=Shiller%2CR.J.
http://scholar.google.com/scholar_lookup?&title=Warrant%20Prices%20as%20Indicators%20of%20Expectations%20and%20Preferences&journal=Yale%20Economic%20Essays&volume=1&pages=179-231&publication_year=1961&author=Sprenkle%2CC.M.
http://scholar.google.com/scholar_lookup?&title=The%20Dynamics%20of%20Regional%20Adjustment&publication_year=1995&author=Sutton%2CG.D.


Cowles Foundation, Yale University, New Haven, CT, 06520

Robert J. Shiller

Case Shiller Weiss, Inc., 1698 Massachusetts Ave., Cambridge, MA, 02138

Allan N. Weiss

Rights and permissions

Reprints and permissions

About this article

Cite this article
Shiller, R.J., Weiss, A.N. Home Equity Insurance. The Journal of Real Estate Finance and Economics 19,

21–47 (1999). https://doi.org/10.1023/A:1007779229387

Issue date

July 1999

DOI

https://doi.org/10.1023/A:1007779229387

real estate risk insurance hedging mortgages

Search

Search by keyword or author

Navigation

Find a journal

https://s100.copyright.com/AppDispatchServlet?title=Home%20Equity%20Insurance&author=Robert%20J.%20Shiller%20et%20al&contentID=10.1023%2FA%3A1007779229387&copyright=Kluwer%20Academic%20Publishers&publication=0895-5638&publicationDate=1999-07&publisherName=SpringerNature&orderBeanReset=true
https://link.springer.com/search?query=real%20estate%20risk&facet-discipline=%22Economics%22
https://link.springer.com/search?query=insurance&facet-discipline=%22Economics%22
https://link.springer.com/search?query=hedging&facet-discipline=%22Economics%22
https://link.springer.com/search?query=mortgages&facet-discipline=%22Economics%22
https://link.springer.com/journals/


Publish with us

Track your research

https://www.springernature.com/gp/authors
https://link.springernature.com/home/

