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Abstract

In recent years, commercial banks and savings and loan associations in South

Florida have consistently offered initial adjustment period “teasers,” or subsidies,

on their adjustable rate mortgage loans (ARMs). This study adopts the size of the

initial subsidy as a proxy for a lender's willingness to offer ARM loans and

develops an econometric model which relates the size of the teaser to a series of

internal variables (other lending parameters), and external variables (financial

market conditions).

The results suggest that subsidization policies are not identical across institutions.

Specifically, savings and loan associations seem to be less willing than commercial

banks to accept the interest rate exposure inherent in ARM lending when future

loan rates are constrained by adjustment limits. Consequently, the study argues
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that the character of a lender's existing assets influences its reactions to the

risk/return properties of new assets.

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

Access this article

Price includes VAT (Poland) 

Instant access to the full article PDF.

Rent this article via DeepDyve 

Institutional subscriptions 

Similar content being viewed by others

References

Brueckner, Jan K. “The Pricing of Interest Rate Caps and Consumer Choice in the

Log in via an institution

Buy article PDF 39,95 €

(Un)intended Consequences of
Macroprudential Regulation

Chapter  © 2021

Anchoring and Adjustment in
the Mortgage Market: A
Regulatory Experiment

Chapter  © 2020

The Impact of Risk Retention
Regulation on the
Underwriting of Securitized
Mortgages

Article  15 March 2019

https://wayf.springernature.com/?redirect_uri=https%3A%2F%2Flink.springer.com%2Farticle%2F10.1007%2FBF00161715
https://www.deepdyve.com/lp/springer-journal/institutional-disparities-in-the-pricing-of-adjustable-rate-mortgage-ehLytyn0iX?key=springer
https://www.springernature.com/gp/librarians/licensing/agc/journals
https://wayf.springernature.com/?redirect_uri=https%3A%2F%2Flink.springer.com%2Farticle%2F10.1007%2FBF00161715
https://link.springer.com/10.1007/978-3-030-70530-5_9?fromPaywallRec=true
https://link.springer.com/10.1007/978-3-030-35622-4_9?fromPaywallRec=true
https://link.springer.com/10.1007/s10693-019-00308-6?fromPaywallRec=true


Market for Adjustable Rate Mortgages.” Housing Finance Review 5 (Fall 1986),

199–136.

Google Scholar 

Brueckner, Jan K. and Follain, James R. “Tracking ARMs: An Econometric

Analysis of Mortgage Choice.” Federal Home Loan Bank Board. Invited Research

Working Paper No. 57, The Office of Policy and Economic Research, October

1986.

Buser, Stephen A; Hendershott, Patric H.; and Sanders, Anthony R. “Pricing Life-

of-Loan Rate Caps on Default-Free Adjustable-Rate Mortgage Loans.” AREUEA

Journal 13 (Fall 1985), 248–260.

Google Scholar 

Dhillon, Upinder S.; Shilling, James D.; and Sirmans, C.F. “Choosing Between

Fixed and Adjustable Rate Mortgages.” Journal of Money Credit and Banking 19

(February 1987), 260–267.

Google Scholar 

Hendershott, Patric H. “Mortgage Pricing: What Have We Learned So Far?”

AREUEA Journal 14 (Winter 1986), 497–509.

Google Scholar 

— and Shilling, James D. “Valuing ARM Caps: Implications of the 1970–84

Interest Rate Behavior.” AREUEA Journal 13 (Fall 1985), 317–332.

Google Scholar 

Internal Revenue Code. U.S. Code, Congressional and Administrative News. St.

Paul: West Publishing Company, 1986.

http://scholar.google.com/scholar_lookup?&title=The%20Pricing%20of%20Interest%20Rate%20Caps%20and%20Consumer%20Choice%20in%20the%20Market%20for%20Adjustable%20Rate%20Mortgages&journal=Housing%20Finance%20Review&volume=5&pages=199-136&publication_year=Fall%201986&author=Brueckner%2CJan%20K.
http://scholar.google.com/scholar_lookup?&title=Pricing%20Life-of-Loan%20Rate%20Caps%20on%20Default-Free%20Adjustable-Rate%20Mortgage%20Loans&journal=AREUEA%20Journal&volume=13&pages=248-260&publication_year=Fall%201985&author=Buser%2CStephen%20A&author=Hendershott%2CPatric%20H.&author=Sanders%2CAnthony%20R.
http://scholar.google.com/scholar_lookup?&title=Choosing%20Between%20Fixed%20and%20Adjustable%20Rate%20Mortgages&journal=Journal%20of%20Money%20Credit%20and%20Banking&volume=19&pages=260-267&publication_year=February%201987&author=Dhillon%2CUpinder%20S.&author=Shilling%2CJames%20D.&author=Sirmans%2CC.F.
http://scholar.google.com/scholar_lookup?&title=Mortgage%20Pricing%3A%20What%20Have%20We%20Learned%20So%20Far%3F&journal=AREUEA%20Journal&volume=14&pages=497-509&publication_year=Winter%201986&author=Hendershott%2CPatric%20H.
http://scholar.google.com/scholar_lookup?&title=Valuing%20ARM%20Caps%3A%20Implications%20of%20the%201970%E2%80%9384%20Interest%20Rate%20Behavior&journal=AREUEA%20Journal&volume=13&pages=317-332&publication_year=Fall%201985&author=Hendershott%2CPatric%20H.&author=Shilling%2CJames%20D.


Kau, James B.; Keenan, Donald C.; Muller, Walter J. III, et al. “The Valuation and

Analysis of Adjustable Rate Mortgages.” University of Georgia Working Paper,

June, 1988.

— “Rational Pricing of Adjustable Rate Mortgages.” AREUEA Journal 13 (Summer

1985), 117–127.

Google Scholar 

Kmenta, Jan. Elements of Econometrics New York: MacMillan and Company,

1971.

Google Scholar 

Lea, Michael J. “An Empirical Analysis of the Value of ARM Features.” Housing

Finance Review 4 (January 1985), 467–481.

Google Scholar 

Sa-Aadu, J. and Sirmans, C.F. “The Pricing of Adjustable Rate Mortgage

Contracts.” Real Estate Research Institute, Louisiana State University. Working

Paper 8715-80, 1987.

Santomero, Anthony M. “Fixed Versus Variable Rate Loans.” Journal of Finance

38 (December 1983), 1363–1380.

Google Scholar 

Schnitzel, Paul. “Do Deposit Rates Cause Mortgage Loan Rates?: The Evidence

from Causality Tests.” AREUEA Journal 14 (Fall 1986), 448–464.

Google Scholar 

http://scholar.google.com/scholar_lookup?&title=Rational%20Pricing%20of%20Adjustable%20Rate%20Mortgages&journal=AREUEA%20Journal&volume=13&pages=117-127&publication_year=Summer%201985&author=Kau%2CJames%20B.&author=Keenan%2CDonald%20C.&author=Muller%2CWalter%20J.
http://scholar.google.com/scholar_lookup?&title=Elements%20of%20Econometrics&publication_year=1971&author=Kmenta%2CJan
http://scholar.google.com/scholar_lookup?&title=An%20Empirical%20Analysis%20of%20the%20Value%20of%20ARM%20Features&journal=Housing%20Finance%20Review&volume=4&pages=467-481&publication_year=January%201985&author=Lea%2CMichael%20J.
http://scholar.google.com/scholar_lookup?&title=Fixed%20Versus%20Variable%20Rate%20Loans&journal=Journal%20of%20Finance&volume=38&pages=1363-1380&publication_year=December%201983&author=Santomero%2CAnthony%20M.
http://scholar.google.com/scholar_lookup?&title=Do%20Deposit%20Rates%20Cause%20Mortgage%20Loan%20Rates%3F%3A%20The%20Evidence%20from%20Causality%20Tests&journal=AREUEA%20Journal&volume=14&pages=448-464&publication_year=Fall%201986&author=Schnitzel%2CPaul


Author information

Authors and Affiliations
Department of Finance, University of Miami, School of Business, Jenkins

Building-514, 33146, Coral Gables, Florida

Andrea Jane Heuson

Additional information

This paper has benefitted greatly from the comments of the Journal's reviewers.

Responsibility for remaining errors rests with the author.

Rights and permissions

Reprints and permissions

About this article

Cite this article
Heuson, A.J. Institutional disparities in the pricing of adjustable rate mortgage loans. J Real Estate Finan

Econ 2, 31–45 (1989). https://doi.org/10.1007/BF00161715

Issue Date

February 1989

DOI

https://doi.org/10.1007/BF00161715

Key words
Adjustable Rate Mortgage Teaser Variable rate loan

https://s100.copyright.com/AppDispatchServlet?title=Institutional%20disparities%20in%20the%20pricing%20of%20adjustable%20rate%20mortgage%20loans&author=Andrea%20Jane%20Heuson&contentID=10.1007%2FBF00161715&copyright=Kluwer%20Academic%20Publishers&publication=0895-5638&publicationDate=1989-02&publisherName=SpringerNature&orderBeanReset=true
https://link.springer.com/search?query=Adjustable%20Rate%20Mortgage&facet-discipline=%22Economics%22
https://link.springer.com/search?query=Teaser&facet-discipline=%22Economics%22
https://link.springer.com/search?query=Variable%20rate%20loan&facet-discipline=%22Economics%22


Search

Search by keyword or author

Navigation

Find a journal

Publish with us

Track your research

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

