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Abstract

In the owner- occupied sector the demand for hguisimot only determined by the price of the
house and the income of the consumer but alsoégritount of home equity. When the owner-
occupier is moving upward the amount of home egextyands his possibilities at the market. This
may result in further price increases. In timepride decreases as is nowadays the case, the
amount of home equity is relatively strong dimimigh which may result in further price decreases.
So home equity may play a destabilizing factoh& dwner-occupied sector.

In the Netherlands the fiscal treatment of the avoteupied sector strengthens the role of home
equity. The interest payments on the mortgageaareeductible, so it is advantageous to have a
loan and to invest one’s equity elsewhere. Sin@20fiscal measure is taken that there is no
longer a deductibility of the interest paymentgiozm amount which is equal to the home equity in
the house which one is moving out. So there isangtfiscal incentive to completely reinvest the
home equity in the house.

The paper will deal with the influence of home égun the housing market. Using the Housing
Needs Survey first differences in the amount of @guity are explained. Secondly the influence of
the own equity on the housing choice is estimaléé.results of the econometric estimations show
that in the Netherlands, partly caused by the ffigohcy, own equity indeed has a destabilizing
effect on the housing market.
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1. Introduction

Home equity is the largest share of total wealtmiost households. In most countries house prices
have increased strongly in the past decennia (@itbe.a., 2006). This has resulted in a strong
increase in home equity. Due to the current cosishe housing market in many countries home
equity is decreasing again at a fast pace. Homiyegwery volatile and the change in home

equity has a large impact on the housing marketanithe rest of the economy. With this paper we
intend to increase knowledge on the size of honugyegnd its impact on housing demand. Within
this paper the liquidity of home equity plays arportant role.

The first part of this paper deals with the sizéofe equity in the Netherlands. The data on home
equity are taken from a database with data fron8208e decrease in house prices in the
Netherlands has only partly been taken into accouthtis dataset. The house price decrease in the
Netherlands, however, is limited to an average%f ¥/e will explain the size of home equity in the
Netherlands based on household characteristiteelsecond part of this paper we will show that
home equity plays an important role in housing dain&Ve shall test two hypotheses in this part.
In the one hypothesis we assume that the consueas home equity like other financial assets. In
this scenario the net return on home equity is @ladisposable income; this definition of
disposable income is then used to explain housamgashd. According to this definition home
equity is liquid and not tied to the home. In thleey hypothesis we assume the consumer to use
home equity as an asset that is used only for hgugnsumption. This choice may partly be the
result of the fiscal treatment of home ownershipthis scenario housing demand is a function of
disposable income (thus excluding the net returhame equity), and the level of home equity.
According to this definition home equity is illighand tied to the dwelling.

Before turning to the analysis we will shortly deise the fiscal treatment of owner-occupied
housing in the Netherlands, as the fiscal treatrhaata large impact on home equity (and thus
potentially also on housing demand).



2. Fiscal policy and home owner ship

The size of home equity, the degree of liquidity #me impact that home equity has on the demand
for housing are very dependent on the fiscal treatrof owner-occupied housing. In the
Netherlands there is a significant fiscal benefitite owner-occupier. The fiscal treatment of the
owner-occupied dwelling has become less liberadaent years causing home equity to become
less liquid. In this paragraph we shall brieflyieav the fiscal treatment of owner-occupied housing
(see also Rouwendal, 2006).

The Dutch tax system differentiates tax on income: tax on income (box 1) from equity (box 3).

In this box 3 the net tax levied over equity is%.ZT'his percentage is based on an attributed
(fictitious) return on equity of 4% and a tax rate30%. The owner-occupied dwelling and the
mortgage, however, are not situated in box 3,bbx 1. The owner-occupied dwelling has long
been labeled as an investment good by the taxdavthe one hand are the costs associated with the
owner-occupied dwelling, such as the mortgage éistedeductible from income tax. On the other
hand is the income associated with the dwellinfigceed in an imputed rent, taxed. This has lead to
the point where the mortgage interest is fully deile from income tax for the course of 30 years.
The effect of this deductibility is dependent oa tharginal tax rate, which varies between 33.5%
for the lowest tariff (until € 17.789 annually) aB@d% for the highest tariff (above € 54.777). This
results in the highest income groups to pay onkb 48 the interest payments. The height of the
imputed rent is set net of the costs (i.e. managéamed maintenance): the net imputed rent is
taxed. This net imputed rent is 0.55% of the valithe property. For properties below € 75.000
this percentage is lower, for properties with aieah excess of € 1 million the net imputed rent is
higher and will increase in the coming years t®&203or the share over € 1 million. The majority

of all housing falls within these boundaries andtfese dwellings a net imputed rent of 0.55%
applies. The effect of this tax also depends omthrginal tax rate: the added tax due for higher
income groups for the net imputed rent is (52% @&85%) 0.286% over the value of the property.

As stated the fiscal treatment of the owner-ocalip@use has become less generous in the last few
years. An important example of the decrease inidilasion to owner-occupiers relates to the core
issue in this paper: the introduction of the addisl loan act in 2004. The additional loan actestat
that newly acquired debt is only eligible for magg interest deductibility if the newly acquired

debt is used for purchasing a new house (or impgpthe current dwelling). Before this act
households were able to refinance their home eamityconsume it freely; the additional loan act
does not disable refinancing, but it does makeaagiting more costly. This act thus makes
consuming from home equity less attractive, andefloee, makes home equity less liquid.



3. Database: WoON2009

In this study we use the dataset from the housingey of the Dutch Ministry of Housing,
Communities and Integration, “WoON 2009”. The syriseconducted by Statistics Netherlands

and contains a large number of questions on a rgidge of topics related to housing, such as house
values, mortgages and rents paid, house and hddsgtaracteristics, information on previously
occupied dwellings and future potential housingkaibehavior. Home equity, however, is not an
observed variable in this database: we obtain @evialr equity by subtracting the remaining value

of the mortgage ultimo 2008 from the house valdienal 2008. This has some important
consequences for our study which we will discuter.la

The dataset contains a total number of 78.071 dscavhich represent the 7.3 million households
of the Netherlands. This study is limited to thenewoccupied sector. We also disregard
households that do not live in an independent dmge(lsuch as dormitories) or live in institutions
(e.g. homes for the elderly). We further excludsestations with missing or extreme values on
either house value or home equity. The boundanyegare set as wide as possible, only to exclude
those extreme values which are not plausible. Vileupnexcluding only those houses that have
house values smaller than or equal to zero. Weendslude observations that have a relative equity
ratio (home equity to house value) of less than%b( his results in a total sample of 36.309
observations.

In our analyses we also study in more detail rédgenbved households. The selection of these
households reduces the sample further. Some satapistics are given in table 1. The table
summarizes in three panes the key statistics fdwoaiseholds, all owner-occupiers and the recently
moved owner-occupiers. The latter group is a supsaof the group of owner-occupiers: this
subsample consists of households that have movibe ilast 2 years into an independent owner-
occupied house (i.e. all of the earlier mentionkers apply here as well).



Table 1: Sample statistics

Recently moved
All households |Owner-occupiers Jowner-occupiers

Gross income 48254 61667 60637
House value 245188 290767 304531
Mortgage 171451 163213 197666
Age head of household 51 51 44
Occupation duration 13 14 1

Household composition

Single or single + child(ren) 42% 25% 27%
Couple 29% 35% 36%
Couple + child(ren) 27% 39% 35%
Other 2% 1% 1%

Housing market behavior

Not mowved 82% 87% 0%
Moved within owner-occupied sector 5% 7% 65%
Mowed from rental sector 7% 4% 21%
Mowed as a starter 6% 2% 14%

Income source

Salary 54% 62% 71%
Business - entrepreneur 12% 15% 14%
Pension 24% 21% 11%
Social security 10% 3% 3%
N (weighted) 7312579 3831323 275995
n (unweighted) 69149 36309 2651

Table 1 shows that owner-occupiers have on avexdmgher income and more expensive housing
than households in the rental sector. Furthernmwegr-occupiers are on average older and are
relatively often households consisting of couplesauples with children. Other important
observations from table 1 are the relative yourgg@gecent movers and the high percentage of
(steady) income from salaries among recent movers.

The group of recent movers is further subdivided four subgroups (as can be seen in table 1
under Housing market behavior). The categorieswitch the recent movers have been divided
are “within owner-occupied sector”, “from rentatt®™ and “starter” (“not moved” is the reference
dummy in the later sections’ regression modelsgsehgroups display strong differences among

one another, which is displayed in table 2:



Table 2: summary statistics of three groups ofmea®vers (the non-movers are not included in
this table)

Moved within
owner-occupied sector |Moved from rental sector |Mowed as starter

Gross income 65178 56377 46307
House value 334079 253216 246357
Mortgage 208732 189474 161286
Age head of household 48 38 32
Occupation duration 1 1 1

Household composition

Single or single + child(ren) 24% 29% 42%
Couple 35% 35% 42%
Couple + child(ren) 41% 33% 12%
Other 0% 3% 4%

Income source

Salary 65% 82% 82%
Business - entrepreneur 16% 13% 11%
Pension 15% 3% 4%
Social security 3% 2% 3%
N (weighted) 178480 58183 39333
n (unweighted) 1712 552 387

Starters have the lowest average incomes, bouglthbapest houses and are youngest. Moreover,
in line with the younger age, the starters are noften single (with or without children) or couples
without children. Most differences within categarieom table 2 can be explained by the difference
in age: lower income, smaller house (in terms ddi@g smaller home equity all relate to age. We
therefore present a more elaborate picture on agegtegory of housing market behavior in figure
1.

Figure 1: Distribution of age across groups of letwéds with different housing market behavior
Shown are: minimum,®lquartile, median, "3 quartile and maximum.
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4. Home equity

Before turning to the empirical results of the pape need to clarify a few things. First of all, we
deduce home equity from the value of the dwellind the mortgage: we do not observe home
equity. One of the objectives of this paper isxplain the effect of home equity on housing
demand: this is the second hypothesis we will berig. This can be problematic to model, as the
key independent variable is estimated using themldgnt variable. We therefore need to make an
assumption: we assume home equity is illiquid (Whie try to prove in the first empirical part)

and rolled over into the new dwelling. By takingample of recent movers this implies that current
equity is equal to the previous equity (in levels)s this previous equity (proxied by current
equity) that is used to explain current consumption

A second point we wish to clarify beforehand ishwigéspect to the use of different measures for
income. In hypothesis 1 and hypothesis 2 we ugerdiit measures for income, namely gross
income (hypothesis 1) and disposable income (hysmi?). We do this because we believe that in
explaining the financing ratio it is the relativeriefit a household enjoys from having debt is
important, hence gross income. In explaining haysonsumption, however, we wish to explain
consumption behavior, which may be best explairsiigudisposable income.

4.1Hypothesis 1: the size of home equity

We wish to investigate the impact of home equitynonsing demand in the owner-occupied sector.
Our expectation is that home equity is strongiguild and mostly rolled-over into new housing
(see introduction). In line with this expectatior wvestigate the size of home equity; after all, i
home equity is rolled over one might expect thatdehold characteristics as age (head of
household), occupation duration and income hawesdipe relationship with home equity.

In table 1 in the previous section we summarizedesbasic statistics. From table 1 it can be seen
that the average dwelling in the Netherlands isthvaround € 290.000 and that households hold, on
average, just under 50% of that value in equitguFé 2 summarizes the relationship between
income and home equity. It is clear from figurén@ttincome does not have a very strong positive
relationship with home equity: on average househbbize roughly 45% of the house financed with
equity. This share, however, is larger in the lawkéncome groups. We also observe that the middle
income groups seem to have slightly lower equiikes in their homes.

Figure 2: Average debt and equity per income decile
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We have seen that from table 1 and figure 2 theattlerage equity share is around 45% of the value
of the dwelling. There are, however, large diffeenbetween individual households with respect

to the share of home equity. In figure 3 we sumneatinese individual differences according to
households’ housing market behavior (i.e. whetherlaow they have moved in the past 2 years).

Figure 3: Relative equity and housing market attivi
Shown are: minimum,iquartile, median, "3 quartile and maximum.
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Figure 3 shows boxplots of relative equity accogdim housing market activity. The boxplot is built
up displaying the minimum, the first quartile, thedian, the third quartile and the maximum.
Relative equity is always higher than -50% resglfiom selection procedures and naturally topped
at 100%. The lines in the boxes represent the meddithin each category. The largest group of
households has not moved in the last two yearanédian value for relative equity in this group is
thus close to the sample average of just under B@vdouseholds that have moved, however, we
observe significantly lower relative home equitads. In the case of households that have moved
within the owner-occupied sector the home equityeiserally positive; for households moving

from the rental sector or starters this is vergmftot the case.

In figure 1 we observed a high level of home equitthe lowest income decile. This might be
caused by the large share of pensioners represientee lower income deciles. We therefore also
summarize the relationship between source of incamaeequity. The dominant source of income
among owner-occupiers is salary, which is the msaumrce of income for 62% of all households in
our sample. Just over 21% of households have pehamtheir main source of income, 14% have
an income from business/entrepreneurship and $gst&@ve income from social security. Figure 4
summarizes home equity across these different groftipouseholds:



Figure 4: Relative equity per source of income
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Figure 4 summarizes what may be expected frornitentives that the fiscal treatment of home
ownership gives to households: households with mglginal tax rates have larger shares of debt
as these households benefit most from having ¢hshtseholds whose main income is based on
pensions thus, in line with expectations, havddhgest equity shares and households with salaries
have the smallest equity shares. This figure cdexwith the pattern in figure 2, where low income
groups (such as pensioners, but also householddawer marginal tax rates) have larger equity
shares in their homes than households with michdiemes.

Finally we summarize the relationship between hemusty and age and home equity and
occupation duration. Figure 5 displays an increasatationship between home equity and both
variables: households seem to accumulate homeyemuét time.

Figure 5: average home equity at: progressive agand occupation duration (b)
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4.1.1. Empirical results hypothesis 1

So far we presented a general overview of thedib®me equity and some household
characteristics. In order to create further insighwhat drives the size of home equity in owner-
occupied housing we run a regression model on rexugy. We use several household
characteristics to help explain how home equiipfisienced by household characteristics.

We use several variables directly from our datadetre are a few variables that we have recoded.
Here we will shortly describe the variables we ugeithe model. Then we will return and describe
shortly the total model in order to then proceethresults.

Home equity is our dependent variable and is ddfasethe difference between the tax assessed
value (observed) and the outstanding mortgage foddke As the level of equity is strongly
dependent on the value of the house we use reledjwidy as our dependent variable. Relative
home equity is defined as equity divided by value:

Home equity = (tax assessed value — outstandinggage) / tax assessed value

The tax assessed value of the property is a gamd/for actual value of the house. We use several
household characteristics as explanatory variagless income and age of the head of the
household (both observed), housing market actanty source of income (both created dummy
variables), and occupation duration (estimatedhaslifferences between the year of the survey and
the year of entering the house; both variablesrobsgg. Housing market activity is a set of dummy
variables that indicate whether or not a housetsotbn-mover, own-to-own mover, rent-to-own
mover or a starter. Source of income is a set ofrdy variables that indicates whether the
households’ main source of income is from salangiress/entrepreneurial, pensions or social
security.

The model is an OLS that is estimated on the &&alple of owner-occupiers described earlier (i.e.
36309 observations). The non-movers are the refergroup for the housing market activity
dummies, and income from salary is the referentegoay for the source of income dummies:

Home equity = constant +tgross income + pfage + by*occupancy duration
+ bs*own-to-own + B*rent-to-own + ky*starter + b;*business
+dipension + k*social security + e

The model explains variance reasonably well; waiokdn R-squared of 47%. The results of this
regression are summarized in table 3:



Table 3: Coefficients

Coeff. Std.Err.
Gross income (1000's of euro) 0.02 *** 0.00
Age head of household 1.15 *** 0.02
Occupancy duration 0.86 *** 0.02
Move dummies (ref. = not mowved)
Mowved from owner-occupied sector -3.20 *** 0.62
Mowed from rental sector -13.98 *** 0.79
Mowved from household / starter -1.63 1.02
Income source dummies (ref. = salary)
Income from business / entrepreneur 5.00 *** 0.45
Income from pension 2.53 *** 0.55
Income from social security 8.04 *** 0.91
Constant -27.91 *** 0.75
R-squared 0.472
n 36308

*** jndicates significance at 1%

All of the above presented coefficients have theeeked signs. Most of the presented coefficients
are statistically significant by the normal startdaand most variables show coefficients that seem
mutually coherent.

We find a small but positive effect of income omteequity. The relative independence of home
equity of income is remarkable, and cannot be éxgthby the fact that we estimate the model on
relative equity. In other specifications of the rab¢e.g. including absolute levels of equity,
excluding other variables from the model) we fihdttthe impact of income is very limited. This
finding is in line with figure 2 from the descripé statistics, where we observed that households in
the middle income segments tend to hold largereshair debt. We further observe from that same
figure that debt levels increase over the inconwele as well as house value. The relative
independence of home equity from income therefooggs that households try to maximize their
fiscal benefits from mortgage interest deductiilit

We further find that the age of the head of thedetwld as well as the tenancy spell are much more
important predictors for the size of home equitye Telationship of these variables with home
equity are strongly positive, as expected: for gyerar the head of the household increases in age,
the home equity rises with 1.15 percent. Similartyt moving for 10 years increases home equity,
ceteris paribus, by 8.6 percentage points. We g¢gddwmme equity to be illiquid, especially

because there is a tax incentive to roll over hemety. The results presented in table 3 are & lin
with this expectation: home equity increases stiyohyg progression of age and of duration of
occupancy, as could already be seen in the desergtitistics we presented in figure 5.



The coefficients on the housing market activity doies are all negative. This may be explained by
the fact that moving costs money (roughly 10% eflibuse value, based on 6% stamp duty, and
the fees for the realtor and the notary). Moreowayes are generally up the housing ladder; i.e.
moving households have decreasing equity sharg® asolute amount of equity remains the
same, where the value of the house increases imake. As expected households moving within
the owner-occupied sector have a lesser negafiwet @fith respect to home equity than households
that have moved from the rental sector (and thdsidt have any home equity beforehand).
Surprising is the coefficient for starters; thigffwient implies a higher home equity for starters
than for households that move from a different awotweupied house keeping all other factors
constant. This implies that starter householdsgsurbstantial equity into their homes. Figure 3 in
the descriptive statistics shows a pattern thiargely in line with these results: indeed a fhiaie

of starters do have significant home equity inrtllgrellings.

The results on the income source dummies are alsg@ected: households in the reference
category, salary, have the highest incentive td hige sums of debt. Entrepreneurs often use their
homes to save up some pension money and theredeecahpositive coefficient. The same applies
for pensioners and households on welfare (altholighs just a marginal group in our sample): the
incentive to hold large sums of debt is small hestax benefit is small (given little income).
Therefore, all groups of households have positoadficients compared to the reference group.



4.2 Hypothesis 2: the effect of home equity ondiou demand

The second question we are looking to answer syghper is to what extent home equity impacts
housing consumption. As we stated earlier theeetésx driven incentive to roll over home equity
into the new home. The result of this incentivéhet household will move into larger and more
expensive housing, rolling over their full equitydaoptimizing (in case of steady income:
maximizing) their debt. In this paragraph we wdhtinue our investigation on the impact of home

equity on the housing market by taking a look it relation between housing demand and home
equity.

In this section of the paper we use a sample @nticmoved households that have moved into the
owner-occupied sector. Table 4 summarizes the nupofd®useholds that have moved in the past 2
years.

Table 4: Moves of households into owner-occupiedketa

Move Number of households [Sample (unweighted)
Own-own 178480 1712
Rent-own 58183 552
Start-own 39333 387

The majority of moves into the owner-occupied seate from households that were already
owner-occupiers. This phenomenon is frequently ntepan Dutch literature and is caused by the
high prices in the owner-occupied sector.

Earlier we presented house values over incomeegeicilfigure 3. In figure 6 we break down our
sample over types of households:

Figure 6: house value per type of household
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There are significant differences between the kwéhousing consumption for different types of
households. The differences with respect to theestiaequity, however, are far smaller. The large
difference in consumption is therefore mostly fusheleth debt. As expected, couples with children
have the largest demand for housing and singlele#se.



4.2.1. Empirical results hypothesis 2

The models presented in this paragraph are ruheaubsample of recently moved households. We
run the model on this subsample of households Isecanly in the recently moved households we
may assume that the current debt and equity larelseflecting the households preferred levels: it
is therefore only in this subsample that we camembly infer the impact of home equity on housing
demand. A second reason for using a subsampleehtlg moved owner-occupiers is that we
assume that the home equity has not changed $iacedve: i.e. the home equity in the current
home is brought into the current financing of theetling independently of the current value of the
house. This assumption is justified as we have Betre previous paragraph that households do
not extract from home equity.

The variables we use in this paragraph are lartpel\same as in the previous paragraph. We will
therefore not describe these variables again. Thenew variable we will use is a set of dummy
variables indicating household composition. Thasamiies indicate whether or not a household is
single person (with or without child(ren)), mulepgbersons without children, multiple persons with
child(ren) or other.

The basic setup of this paragraph is that we coenpvaw identical models with different ways to
model the impact of home equity. In one model we aispecification in which we attribute a return
over home equity to disposable income; in the othedel we use home equity as it is — an amount
of money for investment in a new dwelling. The intpat distinction between both specifications

is that the first specification implies that honagigy is liquid: the effect of home equity is
measured by the elasticity of disposable income. Sdtond specification implies that home equity
has its own elasticity and is independent of theskbolds’ disposable income. Our a priori
expectation is that the model with equity modeled @edicated amount to be invested in the new
dwelling outperforms the model with the attributetlrn on home equity. This has implications
especially for forecasting housing demand.



First we model the impact of home equity by atttithgi a return on home equity to income. This is
done as follows:

Income = disposable income + 0.048*home equity

This definition of income states that a 4.8% retmmrhome equity is added to the disposable
incomé&. The impact of home equity in this definition isan increase in disposable income. The
increase in disposable income, however, is limitednly 4.8% of the level of equity.

The alternative model to which we compare the alim@emodel that contains disposable income as
well as the level of home equity. The expectat®that, in line with tax incentives, home equity is
rolled over and therefore impacts consumptiondiém@and for housing services from income is
therefore smaller.

The two models we compare are:

Tax assessed value = constant¥lbcome + *couple no child +
bs*couple plus child + B*other household +
bs*own-to-own + BQ*rent-to-own + B*starter + bs*business
+ bg*pension + hg*social security + e

Tax assessed value = constant tdisposable income +4home equity + b*couple no
child + bs*couple plus child +
bs*other household 4g*own-to-own + B*rent-to-own + ky*starter +
be*business + ky*pension + ky*social security + e

? Rate of return is net of taxes and is built up as follows: 4% risk-free + 2% risk premium — 1.2% tax



The results are presented in tables 5 and 6 below:

Table 5: model with return on equity in income

Coeff. Std.Err.
Income (incl. return on equity) 3.41 *** 0.57
Household composition
(ref. =single with/without child(ren))
Couple -8559.88 7337.55
Couple with child(ren) 26556.91 *** 7884.08
Other -24249.27 17769.57
Move dummies (ref. = moved from rental)
Moved from owner-occupied sector 35229.22 *** 6949.52
Moved from household / starter -4904.01 9135.60
Income source dummies (ref. = salary)
Income from business / entrepreneur 45588.2] *** 8038.98
Income from pension 46714.55 *** 8944.19
Income from social security 20541.86 15011.27
Constant 95178.48 *** 8082.47
R-squared 0.408
n 2651

*** indicates significance at 1%
** indicates significance at 5%



Table 6: model with equity as nominal amount

Coeff. Std.Err.
Disposable income 1.76 *** 0.08
Home equity 0.77 *** 0.01
Household composition
(ref. =single with/without child(ren))
Couple 10555.74 ** 5158.23
Couple with child(ren) 47732.04 *** 5543.31
Other -36409.56 *** 12462.58
Move dummies (ref. = moved from rental)
Moved from owner-occupied sector 9799.95 ** 4897.39
Moved from household / starter -15848.15 ** 6409.50
Income source dummies (ref. = salary)
Income from business / entrepreneur 13319.60 ** 5670.82
Income from pension -44844.22 *** 6511.97
Income from social security -34274.99 *** 10578.36
Constant 104949.49 *** 5670.68
R-squared 0.709
n 2651

*** indicates significance at 1%
** indicates significance at 5%

It is clear from tables 5 and 6 that the model Wetrels of equity outperforms the model with
equity as part of the income with respect to exy@divariance: the R-squared of the model with
equity modeled separately is 30 percentage poigteh

There are a few interesting differences betweeh bwatdels that are the result of in- or excluding
home equity from the model. The sign for houselwolshposition “couple” is negative when
excluding home equity, implying that a couple wob&Ve a lower demand for housing than single
person household (with or without children) keepatigelse rest constant. By including home
equity in the model the sign flips to its anticgéfform. Something similar happens with the
dummy for income from social security. Modeling feequity thus contributes to the model’s
performance for explaining variance in housing dednlaetween households.

The second objective of the comparison of both risogas to create insight into the consequences
of modeling home equity as a part of income or sEply. Table 6 shows that the reported
coefficient on home equity is significant, bothtistacally, but also economically. Demand for
housing is therefore importantly affected by homeity. The impact of choosing either model is
significant: the coefficient for income reportedtable 5 is about twice the coefficient when home
equity is modeled separately. The result thereddbraodeling home equity as part of income is that
the demand for households with little or no homeitygs severely overestimated.



5. Conclusion

We find evidence that supports our view that hootg is illiquid and that households
predominantly use home equity to roll over intceavrdwelling. Home equity increases strongly
with the age of the head of household and the atoupduration: households do not seem to
withdraw equity from their homes. Debt, howevemiagximized via, among other things, mobility
and non-amortizing mortgages. We further find tih@nhe equity significantly impacts demand for
housing. Not taking into account home equity inneating housing demand could lead to
significant overestimation of demand in predictioh$iousing demand for households with little or

no home equity. This is caused by the fact thatdequity is less liquid than other assets, such as
income.



