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Abstract

Homeownership rates and holdings of housing wealth differ immensely across countries.
We specify and estimate a life cycle model with risky labor income and house prices in which
households face a discrete—continuous choice between renting and owning a house, whose sale
is subject to transaction costs. The model allows us to quantify three groups of explanatory
factors for long-run, structural differences in the extensive and intensive margins of housing:
the homeownership rate and the value of housing wealth of homeowners. First, in line with
survey evidence, we allow for differences in expectations of house prices. Second, countries
differ in the institutional set-up of the housing market: maximum loan—value ratio and costs
of renting, maintaining, and selling a house. Third, we allow for differences in household
preferences: the dispersion in discount factors, the share of housing expenditure, and the
bequest motive. We estimate the model using micro data from five large economies and
provide a decomposition to interpret what drives the cross-country differences in housing
wealth. We find that all three groups of factors matter, although preferences less so.
Differences in homeownership rates are strongly affected by (i) house price beliefs and (ii) the
rental wedge, the difference between rents and maintenance costs, which reflects the quality
of the rental market. Differences in the value of housing wealth are substantially driven by
housing maintenance costs.
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Figure 2 Decomposition of Homeownership Rates: Germany — Spain 1.
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Note: The solid line shows the mean effect of various factors on the homeownership rate, averaged across the orderings
of the factors for an example of the decomposition between Germany and Spain. The dashed lines show the spread across
the decompositions, reflecting the 90 percent range across the orderings.



Figure 3 Decomposition of Homeownership Rates: Germany — Spain II.
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Note: The solid line shows the mean effect of various factors on the homeownership rate, averaged across the orderings
of the factors for an example of the decomposition between Germany and Spain. The dashed lines show the spread across
the decompositions, reflecting the 90 percent range across the orderings. “All other factors” include mortality, transaction
costs, realized house price growth and interest rate.



Change in house value to income ratio
o

Figure 4 Decomposition of Mean Housing Wealth: Germany — Spain I.
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Note: The solid line shows the mean effect of various factors on the homeownership rate, averaged across the orderings
of the factors for an example of the decomposition between Germany and Spain. The dashed lines show the spread across
the decompositions, reflecting the 90 percent range across the orderings.



Figure 5 Decomposition of Mean Housing Wealth: Germany — Spain II.
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Note: The solid line shows the mean effect of various factors on the homeownership rate, averaged across the orderings
of the factors for an example of the decomposition between Germany and Spain. The dashed lines show the spread across
the decompositions, reflecting the 90 percent range across the orderings. “All other factors” include mortality, transaction
costs, realized house price growth and interest rate.



Figure 6 Decomposition of Homeownership Rates: Germany — the United States I.
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Note: The solid line shows the mean effect of various factors on the homeownership rate, averaged across the orderings
of the factors for an example of the decomposition between Germany and Spain. The dashed lines show the spread across
the decompositions, reflecting the 90 percent range across the orderings.



Figure 7 Decomposition of Homeownership Rates: Germany — the United States II.
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Note: The solid line shows the mean effect of various factors on the homeownership rate, averaged across the orderings
of the factors for an example of the decomposition between Germany and Spain. The dashed lines show the spread across
the decompositions, reflecting the 90 percent range across the orderings. “All other factors” include mortality, transaction
costs, realized house price growth and interest rate.



Figure 8 Decomposition of Mean Housing Wealth: Germany — the United States I.
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Note: The solid line shows the mean effect of various factors on the homeownership rate, averaged across the orderings
of the factors for an example of the decomposition between Germany and Spain. The dashed lines show the spread across
the decompositions, reflecting the 90 percent range across the orderings.



Figure 9 Decomposition of Mean Housing Wealth: Germany — the United States II.
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Note: The solid line shows the mean effect of various factors on the homeownership rate, averaged across the orderings
of the factors for an example of the decomposition between Germany and Spain. The dashed lines show the spread across
the decompositions, reflecting the 90 percent range across the orderings. “All other factors” include mortality, transaction
costs, realized house price growth and interest rate.



Figure 10 Decomposition of Homeownership Rates: Germany — France 1.
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Note: The solid line shows the mean effect of various factors on the homeownership rate, averaged across the orderings
of the factors for an example of the decomposition between Germany and Spain. The dashed lines show the spread across
the decompositions, reflecting the 90 percent range across the orderings.
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Figure 11 Decomposition of Homeownership Rates: Germany — France II.
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Note: The solid line shows the mean effect of various factors on the homeownership rate, averaged across the orderings
of the factors for an example of the decomposition between Germany and Spain. The dashed lines show the spread across
the decompositions, reflecting the 90 percent range across the orderings. “All other factors” include mortality, transaction
costs, realized house price growth and interest rate.
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Figure 12 Decomposition of Mean Housing Wealth: Germany — France 1.
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Note: The solid line shows the mean effect of various factors on the homeownership rate, averaged across the orderings
of the factors for an example of the decomposition between Germany and Spain. The dashed lines show the spread across
the decompositions, reflecting the 90 percent range across the orderings.
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Figure 13 Decomposition of Mean Housing Wealth: Germany — France II.

Changing maintenance costs from Germany to France s Changing house-selling costs from Germany to France

—— Mean
6 === 90%Cl

—— Mean
6 === 90%Cl

Change in house value to income ratio
o
L

Change in house value to income ratio
o
|

20-29 30-34 35-39 40-44 45-49 50-54 55-59 60-64 65-69 70+ 20-29 30-34 35-39 40-44 45-49 50-54 55-59 60-64 65-69 70+

Age Age
(a) Maintenance Cost (b) House Selling Cost
Changing bequest motive from Germany to France s Changing labor income process from Germany to France
—— Mean —— Mean
6 -=- 90% Cl 6 -==- 90% Cl

Change in house value to income ratio
o
L

Change in house value to income ratio
o
L

T T T T T T T T T T T T T T T T T T T
20-29 30-34 35-39 40-44 45-49 50-54 55-59 60-64 65-69 70+ 20-29 30-34 35-39 40-44 45-49 50-54 55-59 60-64 65-69 70+

Age Age
(c) Labor Income Process (d) Bequest Motive
Changing other parameters from Germany to France
—— Mean /',
6 ——- 90% Cl g

Change in house value to income ratio
o
L

20-29 30-34 35-39 40-44 45-49 50-54 55-59 60-64 65-69 70+
Age

(e) All Other Factors

Note: The solid line shows the mean effect of various factors on the homeownership rate, averaged across the orderings
of the factors for an example of the decomposition between Germany and Spain. The dashed lines show the spread across
the decompositions, reflecting the 90 percent range across the orderings. “All other factors” include mortality, transaction
costs, realized house price growth and interest rate.

13



Figure 14 Decomposition of Homeownership Rates: Germany — Italy I.
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Note: The solid line shows the mean effect of various factors on the homeownership rate, averaged across the orderings
of the factors for an example of the decomposition between Germany and Spain. The dashed lines show the spread across
the decompositions, reflecting the 90 percent range across the orderings.
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Figure 15 Decomposition of Homeownership Rates: Germany — Italy II.
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Note: The solid line shows the mean effect of various factors on the homeownership rate, averaged across the orderings
of the factors for an example of the decomposition between Germany and Spain. The dashed lines show the spread across
the decompositions, reflecting the 90 percent range across the orderings. “All other factors” include mortality, transaction
costs, realized house price growth and interest rate.
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Figure 16 Decomposition of Mean Housing Wealth: Germany — Italy I.
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Note: The solid line shows the mean effect of various factors on the homeownership rate, averaged across the orderings
of the factors for an example of the decomposition between Germany and Spain. The dashed lines show the spread across
the decompositions, reflecting the 90 percent range across the orderings.
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Figure 17 Decomposition of Mean Housing Wealth: Germany — Italy II.
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Note: The solid line shows the mean effect of various factors on the homeownership rate, averaged across the orderings
of the factors for an example of the decomposition between Germany and Spain. The dashed lines show the spread across
the decompositions, reflecting the 90 percent range across the orderings. “All other factors” include mortality, transaction
costs, realized house price growth and interest rate.
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Empirical moments—HFCS 2021
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Figure 22 Median After-Tax Household Income by Age—Robustness
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Note: EU Statistics on Income and Living Conditions, wave 2014.

Figure 23 Homeownership Rate by Age—Robustness
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Note: EU Statistics on Income and Living Conditions, wave 2014.
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Figure 24 Median Household Income by Age
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Notes: Household Finance and Consumption Survey, wave 2014; Survey of Consumer Finances 2016.

Figure 25 Median Housing Wealth of Homeowners by Age
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Notes: Household Finance and Consumption Survey, wave 2014; Survey of Consumer Finances 2016.
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Figure 26 Homeownership status by age, including co-residers
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27 Standard homeownership rates and adjusted rates (counting co-residers

renters) by age
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Homeownership rate comparison: ES
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Homeownership rate comparison: IT
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Homeownership rate comparison: US 2016
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