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Abstract

As climate change exacerbates natural disasters, homeowners’ insurance premiums
are rising dramatically. We examine the impact of premium increases on mortgage
delinquencies and prepayments using a novel dataset linking insurance policies with
mortgages for 6.7 million borrowers. We find that premium increases significantly
raise the probability of mortgage delinquency and prepayment. These results hold
using two distinct instrumental variables. The delinquency effect is larger for higher
loan-to-value mortgages, while the prepayment effect is smaller for these loans. Both
effects are predominantly observed in conforming mortgages, indicating potential
risks related to GSEs and agency MBS. Our findings unveil a channel through which
climate change can erode household financial health and potentially impact the sta-
bility of the broader financial system.
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