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Foreword   

 The ageing of populations and the growth of individually owned housing assets are 
macro-processes of change that, during recent decades, have been common across 
what are now the member states of the European Union. Of the two processes, the 
former has probably attracted far more policy-related interest, being both a cause 
for celebration of longer life expectancies as well as a cause for concern in the  fi scal 
challenges of meeting the pension and social care needs of an increasingly large 
retirement population. Certainly, what has come to be known as the ‘pension crisis’ 
has generated many hours of debate and many pages of report; currently, there is at 
least some agreement across member states about policy objectives in which the 
elongation of working lives has been central. 

 An almost entirely separate set of policy issues has related to the second process 
of change, the growth in the size of homeownership sectors in most of the member 
states, to the point where some two-thirds of European households now own their 
homes. Partly because of the tendency for house prices to increase in the long run, 
housing has become the single largest item in the aggregate wealth holdings of 
European households. The aspiration of people to share in the wealth potential of 
homeownership and the possibilities that the wealth provides have a signi fi cance in 
the social and economic lives of European citizens. 

 The coincidence of the two processes suggests the intriguing question of the 
extent to which homeownership provides a potential cure for some of the conse-
quences of ageing populations, as well as contributes to the causes. More speci fi cally, 
housing had become an increasingly important element in the composition of house-
hold wealth across EU member states. Currently, housing equity considerably 
exceeds total GDP, offering the opportunity for housing to be viewed – by house-
holds, by governments and by  fi nancial institutions – as an asset that might be rea-
lised in order to meet consumption needs of older people, needs that have gained 
added poignancy as the nature and extent of the ‘pension crisis’ and the public 
expenditure implications of paying for health and social care become clearer. In that 
way, housing wealth may be seen as a potential solution for challenges later on in 
the life cycle. 



vi Foreword

 Any such solution is in fl uenced by challenges and decision earlier in the life 
cycle. The high costs of entry into homeownership, particularly where the wealth 
potential of doing so is great and where there are few alternative options facing 
young people, appear to have placed added pressure on the need for separate house-
holds to have two, full-time incomes. One possibility is that young adults are being 
 forced , by the high price of homeownership and limited alternative housing possi-
bilities, to invest more, relative to consumption, than they would otherwise choose 
to do. This front-loading of their investments may lead to a number of compensa-
tory strategies which include reducing investment in other forms of pension provi-
sion and reducing the number of children they have. Reaching old age, however, the 
majority of Europeans, by virtue of investment in homeownership earlier in their 
lives, have a  fi nancial asset that can in principle contribute to their consumption 
needs. 

 While in the past, there has not been widespread realisation of housing wealth for 
this purpose, a number of current developments are leading to changes. There are 
also many important scienti fi c and policy questions. For households, these concern 
the way they view housing in the context of other forms of saving; their willingness 
to use housing assets as a pension, rather than say to leave them as a bequest for 
children; and how attitudes and behaviour might be changing in line with wider 
demographic changes that are resulting in people living for more years post 
retirement and having fewer children. From the perspective of governments, the 
issues concern whether, in the context of the challenges posed by demographic 
change, they see housing wealth as offering an alternative (and whether as a substi-
tute or a complement) to social provision, met through taxation. If they do, what are the 
consequences of such an approach to welfare, for example, for younger people trying 
to enter homeownership and for those who will never be able to enter: in short, how 
does housing equity measure up against the usual expectations about the perfor-
mance of pension systems? For their part, the questions related to  fi nancial institu-
tions include how they have, and will, respond in the form of providing and marketing 
products that will facilitate accessing housing wealth. 

 The present book broadly responds to these questions, doing so by drawing on 
research undertaken as part of the DEMHOW (Demographic Change and Housing 
Wealth) project. Originally submitted as a proposal to the EU under its 7th 
Framework Programme early in 2006, the decision to provide funding for a 33-month 
project allowed a start date of 1 March 2007. The overall aim of DEMHOW was to 
investigate the ways in which, across member states, demographic change and hous-
ing wealth are linked and to use those investigations in order to contribute to policy 
making. The speci fi c focus of the present book is on a large but nevertheless speci fi c 
aspect, namely, the way in which homeownership has in the past and could in the 
future contribute to the income needs of older people. 

 Undertaken by a consortium of 12 partner institutions located in 10 different 
member states (see Box I for a full list of participants), DEMHOW has involved a 
range of research objectives and methodologies including both quantitative and 
qualitative approaches to understanding past behaviour and present attitudes, and 
the establishing of socio-economic relationships and policy analysis. These studies 
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have been selectively brought together in the present book in a number of stages. 
The reports and the publications produced by the members of the full DEMHOW 
team were reviewed by members of four of the partner institutions: the Universities 
of Birmingham and York, the Delft Technical University and the Metropolitan 
Research Institute, Budapest, and speci fi cally the individuals listed on the front 
cover of the present book, to produce a draft manuscript that was delivered to the 
Commission as one of the products of the project. Following discussion among the 
authors, it was decided to proceed to a  fi nal manuscript version by two of that list 
working further with the draft, omitting some, adding new parts and re-arranging 
most of the existing contents. Almost all chapters in the present version, therefore, 
are complex amalgamations of the chapters in the earlier draft, so that in most cases 
the contribution of individuals, beyond the two principal authors, cannot be simply 
identi fi ed. The book thus draws together a diverse body of researcher contributions 
and methodologies. We hope that we have done justice to this combined effort. 

 Birmingham   John Doling
Delft Marja Elsinga    
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Pensions and Asset-based Welfare in Europe, DOI 10.1007/978-94-007-4384-7_1, 
© Springer Science+Business Media Dordrecht 2013

          1.1   Introduction 

 The development of an ageing Europe is associated with a number of policy issues. 
Central, given relatively shrinking working populations, is the  fi scal challenge of 
meeting the pension entitlements accrued under existing commitments in different 
member states. Quite simply, how will these entitlements be met? This challenge is 
set alongside another development: the long-term growth of the value of assets in 
the form of owner-occupied housing built up by European households and leading 
to older Europeans having a large proportion of their total personal wealth held in 
the form of housing. The co-relating of these two developments is not gratuitous, 
particularly since in some member states there has been explicit recognition that 
housing wealth could, sometimes should, be considered as part of the answer to 
meeting the income needs of older people. 

 Whereas such recognition is undoubtedly contentious, it is at least consistent with 
what might be viewed as a general trend over recent decades in many parts of Europe 
and beyond. Everywhere, welfare states appear to be under threat (Pierson  2002 ; 
Frericks  2010  ) . Not only are demographic trends – ageing as well as migration – seen 
to be shifting the demands placed on welfare services, but globalisation, a neoliberal 
hegemony and the current economic and  fi nancial crisis all appear to be restructuring 
the role of the state. Frequently portrayed as part of this is a shift from collective 
responsibility for meeting individual welfare needs, often through social protection 
measure in the form of transfer payments, towards a greater emphasis on personal 
responsibility and solutions based on the prior accumulation of personal  fi nancial 
assets: sometimes called asset-based welfare, which, in the present context focusing 
on homeownership, might be rephrased as property asset-based welfare. 

 Housing has, in any case, a very special place in welfare debates, with social 
housing often being described as the wobbly pillar of the welfare state (Torgerson 
 1987 ; Malpass  2008  ) . Further, housing, and in particular homeownership, has 

    Chapter 1   
 Issues and Approaches           
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played a role in the family’s  fi nancial strategy, particularly in countries where a 
collective welfare state has not been well developed (Poggio  2008  ) . Arguably, then, 
both social housing and homeownership have played a signi fi cant role in security 
for old age. 

 Nevertheless, given the recognition in policy debates that housing wealth might 
be systematically utilised with a view to meeting income needs in older age, a raft 
of questions are begged. Do European households share the views expressed in 
some policy debates; what do Europeans think about using their housing assets in 
this way; why have they accumulated so much housing wealth in the  fi rst place and 
to what extent is it intended for pension and non-pension purposes; how could housing 
assets be realised; and if they were to be realised what could be their role in pension 
systems? These can be reduced to three general research questions, which together 
form the focus of the present book:

    1.     The past behaviour question : how have Europeans used housing assets in the 
past? The objective is to establish the extent to which households in different 
member states have actually accumulated and used housing assets, and espe-
cially how that use has extended to contributing to income needs in old age.  

    2.     The present attitudes question : what are their current views and future expecta-
tions about how they should be used? Against the background of revealed behav-
iour, how do European households view housing equity in their life strategies 
and what are the similarities and differences between countries and 
generations?  

    3.     The policy outcome question : how would housing assets perform as pensions? 
In other words, if housing assets were systematically used in order to meet 
income needs in old age, how would they measure up to standard criteria against 
which pension systems are generally assessed?     

 Insofar as these are questions about housing assets or equity and the use to which 
they are or might be put, they can be investigated empirically, for which our starting 
point is the prior question: why do households accumulate assets, that is save, at all? 
Our perspective on this is informed by Modigliani’s life cycle model (LCM), which, 
in reduced form, posits that people save during their working years in order to 
enable them to consume during their retirement years; the LCM, thus, constitutes a 
process of consumption smoothing across the life cycle. In practice, this is frequently 
achieved by the accumulation, while working, of wealth in different forms – from 
saving in private pensions to collecting works of art, buying shares and acquiring 
housing. All of these, then, are investment vehicles that facilitate horizontal 
distribution across the life cycle. 

 Important to these possibilities, both to the means of accumulating assets in the 
 fi rst place and being able subsequently to realise them, is the development of 
 fi nancial markets. These enable households to consume and invest, in advance of 
the prior saving from income, while also allowing them later to realise accumulated 
investments in order to consume. Financial products have thus become integral to 
decisions about saving, dissaving, and consuming. 
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 Studies testing the LCM have concluded that in addition to life cycle motives, those 
pertaining to precautionary motives – saving against accident or emergency – are also 
important, as too are bequest motives – the desire to pass on wealth to subsequent 
generations. Both suggest that examination of the scale of saving and dissaving 
behaviour, and cross country variations, needs to be extended. The  fi rst extension is 
to welfare systems. In all European member states, governments provide forms of 
social insurance or protection. These include pensions but also other transfer pay-
ments as well as direct provisions to cover eventualities such as incapacity through 
ill-health or unemployment. Insofar as government welfare provisions are  fi nanced 
by taxation, paying taxes during working years acts in a similar way to saving of 
private assets: both private, life cycle saving and tax-based welfare systems are 
forms of horizontal distribution over the life course. The propensity to accumulate 
individual assets might thus be expected to be lower in countries in which individu-
als are eligible to receive generous and comprehensive protection from welfare 
arrangements. 

 The second extension is to the family. In those countries in which the extended 
family forms a robust system for the support of its members, with transfers taking 
place across them, and across generations, it too acts as a form of horizontal distri-
bution across the life course. In effect, family members may contribute cash to the 
family economy during periods when they are in paid employment, and also con-
tribute other activities such as care when they are able. The transfer of the family 
home from one generation to another can be seen, then, as a form of inheritance that 
helps to secure the family project. This appears very important in southern and 
eastern Europe (Poggio  2012 ; Mandic  2012  ) , but Mulder  (  2007  )  suggests the impor-
tance is also increasing in other parts of Europe for three reasons: there are fewer 
children and only one or two siblings who have to share the inheritance; there are 
more immigrants for whom it is normal to rely more on family networks; and there 
are more divorces so that wider family networks may become more important in the 
broad sense. 

 In the following sections of this chapter, a number of the building blocks devel-
oping these initial points are presented in rather more detail. The  fi rst of these is the 
policy agenda which, shaped by demographic and housing sector developments, has 
led to some exploration – European-wide as well as member state speci fi c – of the 
possibilities of using housing equity to meet income needs. The second presents a 
context for our three main questions – how have housing assets been used in the 
past; how are they viewed at the present time; and how might they perform as a pen-
sion in future. This starts from consideration of how housing assets  fi ts into a wider 
framework of motives for which, and of means by which, households save and 
spend throughout the life course. This leads into presentation of the methodologies 
adopted in order to address our three main questions. The  fi nal section of the chapter 
presents the books content and structure through a chapter by chapter development 
of the  fi ndings and arguments.  
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    1.2   Demographic and Housing Developments: Policy 
Challenges 

    1.2.1   Demographic Change 

 The ageing of Europe can be seen as part of a general, world-wide trend, taking 
place over the course of more than a century and through which there has been a 
shift from high to low rates of fertility and mortality (Kinsella and Phillips  2005  ) . 
This demographic transition is bringing to an end a historically short period – much 
of the middle and latter part of the twentieth century – when many European, as 
well as other western economies, had, in economic development terms, an unusu-
ally favourable age structure. From the 1930s, birth rates declined, thus moving 
away from the youth dependency of the past. For their part, mortality rates had not 
yet reduced signi fi cantly so that retired people were relatively few in number, and 
age dependency was yet to emerge. In contrast, the present period is one in which 
‘that benevolent phase of population structure, a transitional phase between the 
youth dependency of the past and the aged dependency of the future, is now going’ 
(Coleman  2001 : 2). 

 There are detailed differences between member states in the extent of these 
trends. The total fertility rate, or average number of expected births in a woman’s 
lifetime, has dropped everywhere, but to particularly low levels in the southern and 
some eastern member states (   Castles  2004 ; European Commission  2005a    ) . Yet, 
overall the picture is uniform: throughout Europe the total fertility rate is below 
replacement levels. Likewise, life expectancies have increased. Existing forecasts of 
both trends are that they will continue. The consequences for the statistical relation-
ship between age groups are dramatic. In 1950, the countries that were to become 
the EU25, had, on average, only 9.1% of their populations aged 65 and over, with 
24.9% under 15, whereas the forecast for a century later shows a reversal to 30.4% 
and 13.3%, respectively (Table  1.1 ). Correspondingly, while for every one person of 
retirement age in 1950 there were 5.52% younger adults aged 25–64 years, the 
expectation is that by 2050 there will be only 1.52%.  

   Table 1.1    Distribution of the population (EU25) by age group   

 1950  1975  2000  2025  2050 

 80+   1.2   2.0   3.4   6.5  11.9 
 65–79   7.9  10.7  12.3  16.2  18.5 
 50–64  15.2  15.4  17.2  21.3  18.5 
 25–49  35.0  32.7  36.9  31.1  28.2 
 15–24  15.8  15.5  13.0  10.5   9.7 
 0–14  24.9  23.7  17.1  14.4  13.3 

 Ratio of older (>65):younger 
(24–64) adults 

 1:5.52  1:3.79  1:2.85  1:2.31  1:1.52 

 Median age  31  33  39  45  48 

  Source: European Commission  (  2005a    )   
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 This changing balance between age groups is unevenly affected by another 
demographic trend: migration both between the member states and between the EU 
as a whole and the rest of the world. The precise numbers involved are dif fi cult to 
estimate, especially with illegal migration playing an important part. According to 
the Demography Report  (  2008  ) , however, the annual number of international 
migrants in the last two decades of the twentieth century was around half a million, 
while since 2002, net migration into the EU has more than tripled to between 1.6 
and 2 million people per year. One of the characteristics of migrants across interna-
tional borders is that they tend to be relatively young, often being young adults, 
frequently with children, and in that way they may provide receiving countries with 
a counterbalance to ageing trends. 

 Detailed comparison within the European Union shows that the demographic 
changes have a very different effect on the constituent countries, creating an asym-
metrical demographic pressure. Taking both the differences in fertility rate and the 
migratory patterns together, it is possible to differentiate three major areas of demo-
graphic change within the con fi nes of the European Union (Sobotka  2008  ) :

    • Southern Europe and the German speaking countries . In these areas, low fertility 
is combined with replacement migration that can help to compensate the popula-
tion reduction. Here, Germany is something of an exception as a consequence of 
East German population trends.  
   • Central and Eastern Europe . Low levels of fertility combined with very little or 
no migration at all, or in a few cases extensive emigration. These areas are already 
experiencing population loss, particularly of younger, working age people.  
   • Western and northern countries . This is the relatively high fertility belt of Europe, 
where there is also a high level of migration. Here, the predictions show a fairly 
stable or even growing population well into the middle of the twenty- fi rst century.    

 This asymmetrical demographic change will mean an asymmetrical  fi scal pressure 
in the countries of the EU, especially since it will have associated impacts on economic 
prosperity. These are also considerable. The changes that have occurred already, as 
well as those yet to come, present signi fi cant challenges to member states in terms 
both of reducing economic growth potential below what it might otherwise be and of 
meeting the funding of health care and pension needs (European Communities  2004 ; 
Malmberg  2007  ) . In the mid 2000s, the Kok report concluded that

  these developments will have profound implications for the European economy and its 
capability to  fi nance European welfare systems…the pure impact of ageing populations 
will be to reduce the potential growth rate…. a GDP per head some 20% lower than could 
otherwise be expected…. [and] an increase in pension and healthcare spending by 2050, 
varying between 4% and 8% of GDP (   European Communities  2004 :13).   

 Many current forecasts suggested that the consequences, if anything, have wors-
ened since the publication of the Kok report, not least because of the impact of the 
economic and  fi nancial crisis of the last years of the decade. Subsequent EU Green 
Papers (European Commission  2005a  ,   2010a,   b  )  have repeated the concern about 
the demographic trend and the scale of the challenge, as has the recent strategy 
paper, mapping out Europe’s strategic objectives over the next decade (European 
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Commission  2010a  ) . In setting out the main structural weaknesses of the EU, this 
summarised the mainstream view:

  Demographic ageing is accelerating. As the baby-boom generation retires, the EU’s active 
population will start to shrink as from 2013 to 2014. The number of people aged over 60 is 
now increasing twice as fast as it did before 2007 – by about two million every year com-
pared to one million previously. The combination of a smaller working population and a 
higher share of retired people will place additional strains on our welfare systems (European 
Commission  2010a : 5).    

    1.2.2   An Increasing Number of Homeowners 

 In 1945, homeownership was a minority tenure in each of what became the EU 25. 
By 2003, homeownership was the majority tenure in every country except Germany 
(Fig.  1.1 ).  

 However, the exact enumeration of homeowners in each country, and hence 
comparison between countries is sometimes dif fi cult largely due to the absence of 

  Fig. 1.1    Homeownership rate late 2000s (Source: European Mortgage Federation, National 
Statistical Institutes)       
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systematically collected and fully harmonised data. Surveys of the housing stock by 
tenure have not been carried out at regular periods in each country while de fi nitions 
of what constitutes homeownership differ from country to country. For example, 
Stephens points out that Swedish cooperative housing often does not appear in the 
of fi cial statistics as part of the homeownership sector; however, because it is a trad-
able asset, it could be thought of as such, and were it to be re-allocated, it would 
signi fi cantly raise the of fi cial homeownership level in that country (Stephens  2003  ) . 
Nevertheless, taking national de fi nitions at face value, the homeownership rate 
across the 15 pre-2004 member states had by 2003 reached 63.5%, and in the 10 
newer member states, 66.7% (Table  1.2 ). In the light of this, it may be appropriate 
to refer to Europe as a  Union of Homeowners  (Doling and Ford  2007  ) .  

 Explanations of the growth in homeownership across Europe have largely focused 
on particular economic and political developments at the macro level and have 
included the impact of rising incomes and af fl uence following post-war re-construc-
tion in a number of countries; favourable  fi scal treatment (including tax bene fi ts); 
rising demand and the hedge against in fl ation provided by property ownership; and 
direct policy intervention such as the legislation in the UK that gave tenants the right 
to buy at a reduced price and the various forms of transfer of rental property to owned 
property seen in some of the transition countries. At a general level, emphasis has 
also been placed on the growing impact of globalisation and the in fl uence of resur-
gent neo-liberal ideologies (Doling and Ford  2003  ) . 

 Notwithstanding the apparent universality of these trends, and probably there-
fore also the apparent cross country similarities, the meaning of homeownership 
and indeed other tenures varies across countries (Mandic and Clapham  1996 ; 
Ruonavaara  1993 ; Elsinga and Hoekstra  2005  ) . In some northwestern European 
countries, for example, the Netherlands and Denmark, renting is generally an 
acceptable alternative to homeownership, providing good quality housing, security 
of tenure and attracting a positive image. The welfare state in these countries is also 
generous. This may contribute to understanding why the homeownership rate is 
relatively low in these countries. 

 Whatever the explanations for the growing dominance of homeownership, this 
is a dominance of homeownership as not only providing somewhere to live but also 
as a  fi nancial asset. The growth in the numbers of homeowners has in recent decades 
been accompanied by a general growth in house prices. In addition, while more 
Europeans are borrowing more money from  fi nancial institutions in order to enter 

   Table 1.2    Homeownership in new and old member states (c 2003)   

 Total housing 
stock 

 Homeownership 
rate 

 Total homeownership 
stock 

 (1,000s)  (%)  (1,000s) 

 EU15  178,420  63.5  113,351.0 
 EU10   26,243  66.7   17,494.9 
 EU25  204,663  63.9  130,845.9 

  Source: Doling and Ford  (  2007  )   
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homeownership and later to move to more expensive housing, in general they also 
pay off their housing loans. One outcome is an ever-growing amount of housing 
equity owned outright by individual households. Actually, the statistical data on this 
are also poor but rough estimates suggest that across the EU, total net housing equity 
may equate to about 140% of GDP (Doling and Ford  2007  ) . In southern and eastern 
Europe, it may amount to 200–300% of GDP.  

    1.2.3   Housing Asset-Based Welfare 

 The recognition of a similarity in ageing and homeownership trends does not of 
itself establish anything other than coincidence. The basis of our research has been 
that there is active policy interest in the perceived potential of the use of housing 
assets to counter some of the adverse consequences of ageing and this can be recog-
nised in the substance of academic and policy debates. Central to these have been 
analyses that see western welfare states confronted by permanent austerity: globali-
sation, economic slowdown and crisis, and ageing, all of which seem unlikely to 
diminish in intensity and all of which create  fi scal stress to which welfare states are 
forced to react (Pierson  2001  ) . While some versions of this argument stress the 
uniformity of national responses, others argue that different welfare regimes gener-
ate quite different political dynamics of welfare re-structuring (Pierson  2002 ; 
Castles  2004  ) . As Starke et al.  (  2008  )  conclude, welfare states in the OECD coun-
tries may be under reconstruction but they are not necessarily converging. 

    1.2.3.1   Asset-Based Welfare 

 Converging or not, one dimension of the restructuring, which has  fi gured prominently 
in some countries though hardly at all in others, is the notion of asset-based welfare. 
The principle underlying this is that, rather than relying on state-managed social trans-
fers to counter the risks of poverty, individuals should be encouraged, and enabled, 
to accept greater responsibility for their own welfare needs by investing in  fi nancial 
products and property assets which augment in value over time. These can, at least in 
theory, later be tapped to supplement consumption and welfare needs when income is 
reduced, for example, in retirement, or used to acquire other forms of investment 
such as educational quali fi cations. Sherraden argues that whereas income transfers 
enable consumption over the next period, assets, in contrast, free up people to pursue 
long-term goals to enable individuals to make substantive and life-changing decisions, 
for example, to set up a small business or to undertake training. In such ways the indi-
vidual gains by becoming self-reliant, the tax payer gains through reductions in the 
need for continued state bene fi t payments and the economy gains through additional 
participation in the labour force (Sherraden  1991,   2003  ) . 

 Some countries have developed initiatives consistent with this approach. In the 
USA, Individual Development Accounts, introduced in 1997, encouraged lower 
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income groups to save by matching their own contributions with savings provided 
from public funds (   McKay 2002). In Sweden, some  fi rms have run voluntary educa-
tional savings accounts whereby employers and employees each contribute a propor-
tion of their salary into a personal fund which can be used to support training and 
skills development (Folster 2001). The UK government introduced the Savings 
Gateway that was aimed at lower income households through the device of matching 
their savings with government contributions (McKay 2002).  

    1.2.3.2   Housing as Pension 

 A further dimension of the debates about asset-based welfare has included the role 
of homeownership, not least because it is an asset that is already widely distributed 
throughout the populations of advanced economies (see, for example, Groves et al. 
 2007 ; Regan and Paxton  2001 ; Ronald and Doling  2010 ; Sherraden  2003 ; Watson 
 2009  ) . This has been quite explicitly taken up in proposals about the future of pen-
sions. Thus, the World Bank, in re-af fi rming its support for a multi-pillar approach 
to pensions, has recently recognised that  fi ve pillars would appropriately re fl ect the 
range of national possibilities: a non-contributory ‘zero’ pillar; a contributory ‘ fi rst’ 
pillar related to income; a mandatory ‘second’ pillar in the form of an individual 
savings account; a ‘third’ pillar which could take a variety of forms including indi-
vidual, employer-related, de fi ned contribution, and de fi ned bene fi t; and a ‘fourth’ 
pillar which took the form of intra-family and inter-generational smoothing of 
consumption in relation particularly to health care and housing (Holzmann and 
Hinz  2005  ) . 

 The most recent of the EU Green Papers on pensions indicates that, in response to 
the challenge of maintaining pension commitments, member state governments have 
adopted a number of common policy objectives (European Commission  2010b  ) . 
Central have been the raising of the age at which citizens are entitled to receive pen-
sion from the state, along with removing barriers to allow people to work longer, 
both combining therefore to encourage an extension of the working life and a reduc-
tion in the number of years claiming a pension, and so resolving the  fi scal crisis by 
getting more tax receipts and spending less. Whereas the role of housing assets in 
contributing further to these solutions has not  fi gured strongly in European-wide 
debates, the potential has not been entirely ignored. Indeed, over a decade ago there 
was some common understanding among representatives of the then member states 
that housing assets could provide a means of paying for people’s needs in old age:

  In most EU Member States, older people live in owner-occupied housing. This means that 
many older people possess capital in the ownership of their homes. The Ministers were 
aware of the need to explore new ways of helping older people to safely utilize their capital 
(EU Housing Ministers  1999 : para 9).   

 Such a statement begs many questions not only concerning how European 
households would view the use of their housing capital for the purposes speci fi ed 
but also how they would access it anyway. Here, in its recent Green Paper on 
pensions, the European Commission provides one answer in its suggestion that 
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‘(t)he Internal Market could also be helpful in extending access to additional sources 
of retirement income beyond pensions, such as reverse mortgages’ (   European 
Commission  2010  b : 11). In other words, the way might be cleared for  fi nancial 
institutions to offer appropriate products, so that, while housing assets have not been 
at the very forefront of European policy development, they are on policy agenda.    

    1.3   Saving Through Housing: A Theoretical Framework 

 The approach in the DEMHOW project to understanding housing assets starts from 
the general question of why people invest at all? Why do people forego some con-
sumption now, in order to save money for the future? There may be many different 
reasons why different individuals invest, including hoarding for the sake of hoarding, 
but following Keynes, Rowlingson et al. (1999) identify  fi ve principal motives:

    1.    To meet predictable future periods of low income such as retirement or high 
costs such as child rearing, referred to as the life cycle motive  

    2.    To meet unpredictable future periods of low income such as unemployment or 
high costs such as a house  fi re, referred to as the precautionary motive  

    3.    To leave an inheritance, for example, to children, referred to as the bequest motive  
    4.    To make a future purchase of a particularly expensive item such as a car  
    5.    To bene fi t from an investment opportunity to make particularly high rates of return     

 At least the  fi rst three of these motives can be founded in the life course. For biological 
as well as social reasons, the sustaining of human life continuously requires certain 
types of consumption: at the least food, water and warmth. In market economies, 
such consumption generally necessitates money payment. During certain periods of 
the life course, particularly in the early and later years, however, paid employment 
will not be a feasible option. Other periods without income are also possible, for 
example, as a result of illness or unemployment, and there will be yet other periods 
where, though income is being earned, individuals face large expenditures, for 
example, when raising young families. One of the general challenges facing the 
individual as well as the system as a whole, then, is the creation of surpluses at some 
periods in the life course that may be drawn upon during other periods of the life 
course: at some periods people may save in order that at other periods, even when 
they have no income, they can consume. What is sometimes referred to as consump-
tion smoothing and sometimes as horizontal distribution over the life course are thus 
necessary conditions for long-term survival. Historically, human societies have 
developed a number of ways or mechanisms for achieving this. 

    1.3.1   The Life Cycle Model 

 The life cycle model (LCM), developed within the discipline of economics, can be 
thought of as a strategy for the temporal redistribution of income, the basic premise 
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being that, at any one time, individuals set their present level of consumption in 
relation to their present level of wealth and their expected future income (Deaton 
 1992  ) . In reality, because for most people the level of income over their life cycle 
approximates to an inverted U shape, the LCM can be characterised by a number of 
distinct stages. In the  fi rst stage, when individuals are young, their consumption 
(food, shelter, education and so on) generally exceeds their income so that they can 
be seen as, in effect, borrowing against future income. In the second stage, when 
they are in paid employment, their income exceeds their consumption, enabling 
them to save. In the  fi nal stage, that of retirement, consumption needs again gener-
ally exceed income so that individuals draw from their savings. The savings may 
take a variety of forms including cash deposits, antiques and equities, but may also 
include homeownership. So, generally, households have options not only about how 
much to save at any one point and how much in total they want to hold as well as 
about the balance between different forms of saving. The latter may be in fl uenced 
by considerations of the expected risk and rates of return of different investment 
forms, as well as how liquid they are. 

 In most countries housing costs, whether renting or purchasing, constitute a 
major, perhaps the largest, single item in household budgets and therefore play a 
signi fi cant part in individual LCM strategies. Housing determines the standard of 
living of the household both directly through the house itself and indirectly through 
its impact on the amount of the budget left over to consume non-housing goods. In 
turn, because housing is expensive relative to incomes, it will also impact on the 
balance between consumption and saving. There is yet a further dimension in that 
housing is itself both an item of consumption and saving. Both renters and owners 
of dwellings each week consume a  fl ow of housing services; this is their housing 
consumption. Owners additionally have an investment, which generally in advanced 
economies has experienced long-term growth and which is tradable. People who 
buy their own homes are therefore both consuming its services over time but also, 
provided that house prices are rising in real terms, building up their wealth, which 
may be drawn upon, or dissaved, later in life. 

 The economics literature has produced rich material for explaining individuals’ 
portfolio decisions (e.g. McCarthy  2004  ) . Nevertheless, empirical research 
acknowledges the gap between normative theory and social facts. Households do 
not necessarily make decisions as assumed in the standard suite of  fi nance models, 
but may be in fl uenced by, for example, herding behaviour, following the lead of 
others because they think they possess better information (Lusardi  2000 ; Campbell 
 2006  ) .  

    1.3.2   The Welfare System 

 Any conformity between household behaviour and the LCM of course also takes place 
in a wider social, economic and political context, one aspect of which are the different 
society-wide arrangements, the national welfare systems, that also distribute savings 
and consumption. There are some goods and services that are essential to our well-being 
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but are expensive relative to incomes, such as certain types of health care intervention, 
housing and education, and consequently require some way of smoothing payment over 
an extended period of time. There are others, also essential, but occurring at periods 
when as individuals we have no income: education and pensions, for example. For some 
individuals in some circumstances, it may be possible that payment can be met through 
their family, or  fi nancial institutions may advance a loan against a scheduled repayment 
programme. But, national welfare systems may be viewed as means of shifting the 
point at which something needs to be paid for from ‘periods when they cannot pay to 
times when they can’ (Glennerster  2003 : 255). This is achieved by means of taxa-
tion that is paid into a single, central account which is drawn upon as required to 
meet speci fi ed expenditures on goods, services and transfers. 

 Though based on compulsory saving through the taxation system, the modern 
welfare state can then be seen as ful fi lling some of the same functions as the LCM 
and  fi nancial institutions. The pattern of taxation, particularly based on earned 
income, achieves a distribution horizontally over the life span that effectively pays 
for many of the consumption needs of those with little or no earned income: the 
young who particularly consume education and health care and the old who particu-
larly consume pensions, health, and social care. In reality, a large proportion of the 
welfare bene fi ts received by individuals in many countries are self- fi nanced, making 
each national welfare system a sort of ‘savings bank’ (Hills  1993 : 19). The extent to 
which this occurs, however, will, depending on the nature of its welfare system, 
vary from country to country. It is well-established that there are large cross-national 
variations in levels of de-commodi fi cation, for example, and that these variations 
underlie distinctions between what are widely referred to as Liberal, Corporatist and 
Social Democratic regimes (Esping-Andersen  1990  ) . The point here is that the links 
between welfare systems and the LCM can be expected to vary by regime type. It 
may be expected, for example, that in countries conforming to the Liberal type, 
where the state is viewed as a solution to welfare needs in cases where the market 
has failed, there will be greater responsibility on individuals to rely on an LCM-
based strategy than those conforming to, say, a Social Democratic type, where the 
state is generally viewed as the  fi rst solution.  

    1.3.3   The Family 

 The institution of the family can also be seen as providing a means of horizontal 
distribution over the life course through an age, or life-stage, division of labour. 
Parents support their children by providing, out of their income, food, clothing and 
shelter, as well as assisting their emotional, social and educational developments. 
Grandparents may also contribute to care and socialisation of children during this 
pre-paid-work stage. As younger people age and move through the life course, they 
may begin to contribute to the acquisition of income as well as providing care and 
assistance to older family members. In life cycle model terms, then, people of 
working age, which roughly approximates to the childbearing age, invest for their 
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old age by having children. In welfare state terms, the family operates as a biologi-
cally-related, as opposed to a nation-related, welfare system in which their members 
pool their resources of time, money and abilities to ensure the well-being of all not 
only for life cycle savings but also precautionary and bequest motives. 

 The de fi nition of the family and the ways in which it contributes to the support 
of family members varies across countries (Attias-Donfut et al.  2005  ) . In northern 
and western Europe, the family is often equated with the household unit, generally 
de fi ned as those people who live in the same dwelling. Further, it is generally asso-
ciated with the nuclear family, the ability of which to distribute horizontally across 
the life course is more limited than the family as it is de fi ned in many southern 
European countries. Here, the family more commonly refers to a set of kinship 
relationships that is both longer – the extended family, constituting all generations 
living at any one time – and wider – incorporating siblings (Allen et al.  2004  ) . There 
are then important interconnections between the public dimension of horizontal 
redistribution through the welfare system and the private dimension through the 
family. The World Bank  (  1994  )  has argued that the former effectively ‘crowds out’ 
the latter; in other words, the introduction of state provision of pensions reduces the 
need for and willingness of adult children to support their parents. Albertini et al. 
 (  2007  )  provide evidence that the patterns of intergenerational support are related not 
just to the existence of state provision of pensions but also on the nature of that 
provision which can be described by the welfare regime types.  

    1.3.4   Other Mechanisms 

 Societies have also developed a number of other ways or mechanisms for smoothing 
consumption. These include civil society, the boundaries of which may be drawn to 
incorporate individuals and groups within society beyond the family but not extend-
ing to the state or to the market. It may thus include friends and colleagues, as well 
as trade unions, religious bodies, and formal third – or not for pro fi t – sector organi-
sations. In various ways, civil society may provide individuals with care and  fi nancial 
support in periods of need as well as welfare goods and services, including education 
and health care (Evers and Laville  2004  ) . In assisting younger and older members of 
populations, some of the activities of civil society may contribute directly to the hori-
zontal distribution problem. In addition, and like welfare states, employers may also 
operate forms of compulsory saving that smooth the consumption of their workers. 
In effect, some of the remuneration package for the worker may be diverted into a 
pension fund, health insurance, or education costs for the workers children.  

    1.3.5   The Mixed Economy of Saving 

 The term ‘mixed economy of welfare’ has been used by Johnson (1999) to refer to 
the arrangements whereby any single welfare service may be provided by virtue of 
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more than one sector, by which is meant the state, the market, the family and so on. 
Taking pensions as a speci fi c example, the World Bank’s three-pillar model pro-
motes one pillar based on government funding, a second on employment-based 
funding and a third on private saving (World Bank  1994  ) . Here, the concept is 
adapted to refer not to welfare services but to the mechanisms – individual LCM 
behaviour, welfare systems and the family – through which households smooth 
consumption, or how they save and dissave. Households do not, therefore, necessarily 
rely on a single mechanism for smoothing consumption, but generally will make a 
selection of mechanisms with that selection being based, among other things, on 
perceptions of the advantages and disadvantages of each. 

 The mixed economy of saving can be identi fi ed at both the individual and the 
national levels. For both, it is apparent that the mechanisms are, to an extent, substi-
tutable one for another. For example, in countries where the family provides a robust 
and effective means of ensuring the well-being of family members, there may have 
been less development of welfare state provision, while in countries with generous 
state pension provisions and social insurance protecting from the effects of unem-
ployment, individuals may feel reduced need to accumulate private savings. The 
notion of the mixed economy of savings, applied at the level of the country provides 
a basis for classifying their approaches: for example, in some countries the main 
responsibility for smoothing consumption will lie with individuals and their ability 
to use their own resources to ensure their own well-being; in others, this will be 
achieved mainly by the welfare system; while in some others, the family will take a 
major role. 

    1.3.5.1   Financial Institutions 

 A further dimension of the mixed economy of saving lies in the role of  fi nancial 
institutions. 

 One of the functions of banks and other  fi nancial institutions is to borrow money 
from individuals and organisations wishing to invest money and to lend it to individuals 
and organisations that want to spend. They can thus contribute directly to the consump-
tion smoothing strategies of households by providing loans to purchase commodities 
and services that may be particularly expensive in relation to income, such as houses or 
education, with repayment out of future income. In making available mortgage prod-
ucts, banks can facilitate the acquisition of homeownership and therefore of housing 
equity. In addition, they may provide a means of realising the asset tied up in housing, 
that is, dissaving, perhaps through a reverse mortgage or some other equity release 
product, and they may offer investment products such as private pensions that act as 
vehicles for households to save for their future, post-work, consumption. They there-
fore can contribute directly to the life cycle savings motive. Finally,  fi nancial institu-
tions may offer insurance products that protect households from unanticipated costs, 
such as those arising from a large repair bill for their home and unanticipated loss of 
income, such as arising from unemployment; in that way, they offer a way of meeting 
the desire for precautionary savings.   
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    1.3.6   The Role of Housing 

 How does housing, speci fi cally homeownership,  fi t in this framework? This can be 
responded to in two steps. The  fi rst involves a brief review on how decisions about 
housing relate to the LCM. The second is the identi fi cation of the two income 
streams that may be derived from housing. 

    1.3.6.1   Housing and the Life Cycle Model 

 From an LCM perspective, it may be anticipated that households will invest in hom-
eownership early in their working years both to secure somewhere to live (i.e. to 
consume housing services) and to invest for the future (i.e. to use homeownership 
as an investment vehicle). But, as they move through their life cycle, households 
will also be able to adjust their portfolios, which include moving up or down market 
in order to adapt the amount and proportion of their wealth they hold in the form of 
housing. In addition, subject to the availability of appropriate  fi nancial products, 
they may be able to reduce their housing wealth by withdrawing some of the equity 
of their home. 

 Changes throughout the life cycle in the acquisition of housing and non-housing 
assets and debts, including mortgages, may be seen as a result of the strategy of 
(more or less) forward-looking households taking into account the possible impact 
and  fl uctuation of public policies. For example, changes to interest rates may be an 
incentive for households to modify their portfolio structure. Also central to our the-
oretical framework, however, are the links with welfare systems and family relation-
ships. In relation to the former, it can be expected that in general the propensity to 
invest in housing assets, as opposed to consuming or investing in non-housing 
assets, is linked to the support expected in old age from the state in the form of pen-
sions and other provisions. But there will also be a link to the housing system in 
each country, speci fi cally to the availability and affordability of different forms of 
housing tenure, which, as will be shown in Chap.   2    , is roughly correlated with 
welfare regime type. In relation to the latter, it might be expected in turn that investment 
in housing assets will tend to be higher in those countries where the extended family 
model continues to be signi fi cant and where homeownership is often deemed to be 
important to the wider family project in providing both a physical and an emotional 
space for the family (Allen et al.  2004  ) .  

    1.3.6.2   Income Derived from Homeownership 

 Whereas housing can be viewed as a store of wealth, the way in which that wealth 
is convertible into income, and therefore consumption, is also important. In this 
respect, those who own their homes outright, which, given the nature of many mort-
gage products, will often be people later in their life cycle, have two, non-mutually 
exclusive, possibilities: an income in kind and an income in cash. 

http://dx.doi.org/10.1007/978-94-007-4384-7_2
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 An income in kind, often referred to as imputed rent, represents the  fl ow of services 
derived from the size and quality of the dwelling and its location. Dwellings that are 
larger, have more expensive and desirable facilities, and are in locations with good 
access to desirable land uses will tend to attract higher market prices than small, 
poorly equipped dwellings in unattractive locations. This market price can, in turn, be 
thought of as proportional to the rent that the dwelling would attract. Owner occupi-
ers, while they do not literally pay rent to themselves, nevertheless may be considered 
to receive a  fl ow of services with a value equivalent to the rent that the dwelling would 
attract were it on offer in the market. In that sense, they receive an income in kind. 

 An income in cash lies in the capital value or equity of the dwelling. Insofar as 
dwellings are tradable commodities, each will have a market price that represents its 
valuation as a capital asset. People who acquire the ownership of a dwelling thus 
have a store of wealth, the value of which may increase or decrease over time, and, 
like other stores of wealth, provide opportunities to realise the value in the form of 
cash. These opportunities cannot always be easily taken up. Nevertheless, they 
might be achievable by selling the house and moving to a cheaper house, that is, 
releasing some of the equity, or moving into a rented property, thereby releasing all 
the equity. An alternative is to remain in the home while using a  fi nancial product 
such as a reverse mortgage or equity release loan that will provide a cash income.   

    1.3.7   Cross-Country Variations 

 Central to this schema is a notion, therefore, that the way in which households, in 
aggregate, build up housing assets and the extent to which they use them in old age 
is in fl uenced by national characteristics, what can be termed the formal institutions: 
the supply of housing  fi nance products, the scale and nature of welfare provision for 
older people and so on. It therefore follows that from the patterns of formal institu-
tions in each country it may be possible to understand average household behaviour 
in each country.   

    1.4   Methodologies for Researching the Three Questions 

 Starting from the perspective of a framework based on the notion of a mixed econ-
omy of saving, then, how has the research task been approached? Broadly, our three 
questions have been addressed from two different ontological and epistemological 
positions, each using different methods of data collection. This question-methods 
 fi t, combining quantitative and qualitative analyses, constitutes a ‘mixed-methods’ 
approach (Creswell and Plano Clark  2007  ) , the rationale for which, following 
Smelser  (  2003  ) , can be that the best methodological strategy in comparative research 
is to get a foothold wherever possible and thus rely on multiple data and methods to 
provide answers. 
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 The utilisation of this framework is nevertheless limited by a number of 
constraints and choices. Fundamental is that the research cannot both be restricted 
to just a few member states and, at the same time, produce results that are represen-
tative of the full variation across all of them. This presents a number of practical 
challenges of which foremost are data availability and cost. The  fi rst of these has 
already been alluded to in earlier parts of the present chapter discussing trends in 
relation to homeownership. Notwithstanding the work of Eurostat and other inter-
national statistical agencies, many variables that would be appropriate for statistical 
analysis are not available. This may be because they are not centrally collated, or 
they are centrally collated but the de fi nitions used are peculiar to each country – that 
is, they are not harmonised – or they are available and harmonised, but only for the 
larger countries (usually some of the older member states), or they are available for 
a few years only, thereby not allowing the identi fi cation of long-term trends (usually 
the case in the newer member states). In reality, therefore, the statistics base for 
establishing relationships is often possible on the basis of only a few, generally the 
larger, and western, member states. In these circumstances, generalising across all 
member states demands considerable caution. Alternatively, measures for all mem-
ber states may be possible but based on very broad approximations so that caution 
in interpretation is required in this also. 

 The second limitation refers to the resources required in order to collect primary 
data in and about all member states. This is not simply a problem that if  X  amount 
of resources are used to study one country, each time another country is added to the 
list of those studied there is a further  X  amount of resources required. Rather, each 
time another country is added, the problems of harmonising across language and 
culture multiply. In any case, referring to household level data, any sample size that 
would allow generalising to all the households in even one country would entail an 
amount of resources which exceeded the research funding available. Effectively, 
this rules out large sample surveys or interviews. Overall, the data problems might 
be summarised as too few variables, too few countries and too few households. 

  Question 1 
 The past behaviour question: how have Europeans used housing assets in the past? 
The objective is to establish the extent to which households in different member 
states have actually accumulated and used housing assets, and especially how that 
use has extended to contributing to income needs in old age.  

 This has been addressed principally by accessing, presenting and analysing 
secondary sources in the form of macro and micro data sets, the principal ones 
being listed in Table  1.3 . The OECD data cover only the OECD countries. Frequently, 
in our analyses, we have been able to use only a very limited number of these 
countries, simply because harmonised data have not been available even for all 
OECD countries. For the analyses at the micro level two European datasets, 
EU-SILC and SHARE were used. The EU-SILC data set covers the EU27 and contains 
information on households and housing though containing little on all assets in their 
portfolios. Data on health and also on the composition of the asset portfolio, how-
ever, are available in SHARE, but unfortunately this is limited to households aged 
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over 55 years and to a small number of EU countries. Together with existing literature, 
mainly itself comparative, these sources have enabled a picture to be built up of the 
main trends and relationships affecting the building up and using of housing assets 
across Europe.  

  Question 2 
 The present attitudes question: what are their current views and future expecta-
tions about how they should be used? Against the background of revealed behaviour, 
how do European households view housing equity in their life strategies and 
what are the similarities and differences between countries and generations?  

 Understanding household attitudes and strategies towards housing equity and 
drawing conclusions about country similarities and differences requires acknowl-
edgement of the different institutional contexts. This raises the question of what is 
context and how can it be researched? In adopting the institutional approach, as 
described by Kato  (  1996  ) , we have assumed that household behaviour is bounded 
by both formal and informal institutions (Toussaint  2011 ; Kato  1996 ;    North  1991  ) . 
By formal institutions are meant laws and rules that are included in national legisla-
tion and policies such as tax and pension policies, while informal institutions are the 
unwritten rules of societies, their values and norms, that are determined outside the 
formal channels. They can be self-reinforcing through mechanisms as imitations 
and traditions; and they also serve as sanctions (example of those sanctions are 
measures that have consequences for community membership and reputation) that 
facilitate the process of self-reinforcement (Tridico 2004). For example, the question 
of why older people do not dissave housing equity, may be attributed to both tax 
policies as well as values about having a debt. 

 Knowledge of the formal and informal institutions in each country has been built 
up from existing published sources including scienti fi c literature and policy docu-
ments. This has provided a background for interviews undertaken with samples of 
households. These have enabled the building up of an understanding of the role of 
formal institutions such as pension and tax policies and also the role of informal 
institutions (Elsinga and Mandic  2010  ) . Whereas this has been based on following 
a list of questions about thoughts, reasoning and experiences, some were also based 
on vignettes, that are descriptions of situations of which interviewees are asked 
what they would advise the persons in the situations to do, and why. This approach 
enables the interviewees to feel free from the need to justify their own situation. 

   Table 1.3    Characteristics of main data sets   

 OECD  EU-SILC  SHARE 

 Level  Macro  Micro  Micro, only households 
of 55+ 

 Data  Economic indicators, 
assets 

 Income and living 
conditions 

 Income, assets, 
household structures 

 Countries  OECD, diverse 
selections 

 EU27  Nine European countries 
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    1.4.1   Selection of Cases 

 Given that context matters, and that undertaking household interviews in all 27 
member states would be prohibitively expensive, and because welfare regimes for 
care and income in old age are central parts of that context, a set of eight countries 
was selected as representative of the main types of welfare and housing systems. 
This selection was based on the not uncommon extension of the Esping-Andersen 
typology (Esping-Andersen  1990  )  to a total of  fi ve regime types (see Fig.  1.2 ). It 
included a Liberal welfare regime (UK), two Corporatist welfare regimes (Germany 
and Belgium), a Social Democratic welfare regime (Finland), one mix of a Social 
Democratic and Corporatist welfare regime (the Netherlands), a Mediterranean regime 
(Portugal) and two former Eastern European countries (Slovenia and Hungary).  

 This selection also covered a range of countries with different homeownership 
rates. For example, in Hungary and Slovenia, most people in all income groups 
are homeowners. In the Social Democratic and Corporatist countries selected, by 

  Fig. 1.2    Different types of welfare regimes       
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contrast, the majority of the highest income households are homeowners while the 
majority of lower income households are tenants. 

 Whereas this was a device for reducing the number of countries in which inter-
views were undertaken while not losing the broad range of national situations and 
circumstances, it was also a more general device for capturing the EU-wide picture. 
Accordingly, throughout the book, results are, wherever possible, presented in these 
 fi ve clusters for as many countries as possible. This means some  fi gures will contain 
maybe eight countries and others 27. 

 In each of the eight countries, a sample of about 30 households was selected 
from an area of average economic development. In the selection of households, age 
and children played a key role since we expected different generations to have dif-
ferent views, and also that people with children have different ideas from people 
without children. Accordingly, the selection consisted of 10 households in their 30s, 
10 in their 50s and 10 in their 70s, each group having been made up of 6 with and 
4 without children. 

  Question 3 
 The policy outcome question: how would housing assets perform as pensions? In 
other words, if housing assets were systematically used in order to meet income 
needs in old age, how would it measure up to standard criteria against which pen-
sion systems are generally assessed?  

 Our third research question has been approached in three ways. Firstly by, the 
quantitative and qualitative data collected for Questions 1 and 2 provide an initial 
understanding of how housing assets have been used in old age. Secondly, the pub-
lished statistical information has enabled an analysis of what housing assets held 
by older European households could, if systematically used, contribute to their 
income. This contribution is evaluated against a set of criteria commonly used to 
measure the strength of pension systems. Thirdly, an analysis of Asian experiences 
is undertaken. Japan, Singapore and Korea – countries with a level of economic 
development that is comparable to Europe – all have experience in acknowledging 
a role for housing equity in their welfare and pension policies. In that sense, they 
have been forerunners of property asset based welfare systems, thereby offering the 
potential for learning policy lessons. 

 Table  1.4  provides an overview of the different approaches and the data used in 
the project. Through the use of quantitative research at the macro and the micro 
level, a picture of the statistical relations is built up. By adding the qualitative 
picture we are also able to answer questions on how and why things are the way 
they are. Together these different approaches provide answers from different angles 
to the question what is the role of housing equity in an ageing Europe.  

    1.4.1.1   Economic and Financial Crisis 

 At this point, a  fi nal note about methodology is appropriate. In dealing with housing 
as a pension, the situation in housing markets and  fi nancial markets is of great relevance. 
Our examinations of past behaviour and, to an extent, even present attitudes are 
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based on housing and  fi nancial markets during the long period of growth in the 
1990s and 2000s. This has changed dramatically. The economic and  fi nancial crisis 
from 2007 has resulted in house prices in many areas coming under pressure or even 
decreasing. Thus, there is less housing wealth than there was. Moreover, the behaviour 
of lenders in most countries is different with them being more careful in providing 
mortgages, while households may have changed their strategies and expectations 
towards housing assets. 

 In respect of this the 2010 EU Green Paper concluded that:

  The  fi nancial and economic crisis has seriously aggravated the underlying ageing challenge. 
By demonstrating the interdependence of the various schemes and revealing weaknesses in 
some scheme designs it has acted as a wake-up call for all pensions, whether PAYG or 
funded: higher unemployment, lower growth, higher national debt levels and  fi nancial market 
volatility have made it harder for all systems to deliver on pension promises (European 
Commission  2010a,   b : 6).   

 Unfortunately, this shift affects the DEMHOW project. Most of the data used for 
the quantitative analyses were collected before the crisis and cover a period of economic 
growth and increasing house prices. The description of the institutional contexts and 
in-depth interviews took place in the summer of 2009 in the middle of the  fi nancial 
crisis. This material has allowed the drawing of some conclusions on the effect of 
the crisis in the  fi nancial markets as well as some observations about what may be 
the impact of the crises for housing as a possible pillar in pensions. It is nevertheless 
a cause for further caution in interpreting the research  fi ndings.    

    1.5   Content and Structure of the Book 

 Chapters   2    ,   3     and   4     provide responses to our  fi rst and second questions. Each draws 
both on analyses, using macro and micro level data, of observed behaviour in the 
past, as well as on context-based interpretations of qualitative interviews about past, 
present and future attitudes and intentions. 

   Table 1.4    Overview of questions and data   

 Questions  Micro  Macro 

 Question 1: How much housing 
wealth accumulated and released? 

 EU-SILC, 2008; SHARE, 
2005–2007 

 OECD, diverse years 
and selections 

 Question 2: What are households’ 
attitudes and strategies and how 
do countries compare? 

 In-depth interviews in eight 
countries, 2009 

 Institutional studies in 
eight countries, 2009 

 Question 3: How would housing 
perform as a pension? 

 EU-SILC, 2008; SHARE, 
2005–2007 

 OECD, diverse years 
and selections 

 In-depth interviews in eight 
countries, 2009 

 Institutional studies in 
eight countries, 2009 

 Studies in three East 
Asian countries, 2009 

http://dx.doi.org/10.1007/978-94-007-4384-7_2
http://dx.doi.org/10.1007/978-94-007-4384-7_3
http://dx.doi.org/10.1007/978-94-007-4384-7_4
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 Chapter   2     draws on a number of bodies of literature in order to provide insights into 
the two trends in national homeownership rates: the tendency over recent decades for 
these to increase across Europe alongside continuing national differences. The politi-
cal science–housing studies literature has stressed the importance of a trade-off 
between homeownership and state welfare provision, especially in relation to pensions. 
Essentially, countries with high homeownership rates tend to have smaller state pen-
sion commitments. The economics and housing studies literature suggests the impor-
tance of other factors. At a macro level, the growth of housing  fi nance markets, itself 
generally an outcome of de-regulation has facilitated higher levels of access to the 
tenure. National housing policies too have made a difference and explain why home-
ownership rates differ so much from one European country to another. Set against this, 
the evidence from our interviews both supports the importance of the formal, national 
institutional framework within which individual households operate, and also suggest 
the importance of informal institutional frameworks. 

 Chapter   3     presents evidence showing that housing equity constitutes the largest 
single form of wealth for the average European household, particularly so for older 
Europeans. In comparison with the ownership of shares, housing equity is both 
considerably larger and more evenly spread. Limitations in the availability of suitable 
data do not allow strong conclusions about explanations for national differences in 
the role of housing in the composition of household wealth. However, across a very 
small sample of countries larger welfare spending on older people is associated with 
lower levels of non-housing assets in the household portfolio, suggesting the pos-
sibility that the relationships, discussed in Chap.   2    , about a trade-off between wel-
fare expenditure and homeownership, may need to be quali fi ed: the response to a 
lack of generosity in state welfare spending may not necessarily be the acquisition 
of more housing wealth, but of more wealth in forms that may be more easily 
realisable. 

 The investigation of the role of mortgage debt has been similarly restricted by 
data availability considerations. Nevertheless, it is clear that the reliance on mort-
gages varies from country to country. In part, this is related to regime type, with a 
high level of mortgages in Liberal and Social Democratic countries and a low level 
in the Mediterranean and Eastern countries. But it also seems related to cultural 
perspectives on debt: in many countries, for example, debt is something to get rid of 
as soon as possible rather than a portfolio decision. 

 Chapter   4     shows that European households appear to have reduced their total 
wealth progressively through their retirement years, in effect enhancing their pen-
sions and in that way acting consistently with the LCM. The dissaving of housing 
assets, in contrast to most categories of wealth in individual portfolios, however, is 
complicated because housing is both a consumption and an investment good. Indeed, 
examination of a number of statistical sources together with the evidence of previ-
ous empirical research shows that the most common adopted strategy is not to dissave 
housing assets at all. 

 One reason for this appears to be that housing is often viewed as a substitute not 
only for the perceived inadequacy of government pension provision but for govern-
ment provision in other areas, especially social and health care needs. For many, the 

http://dx.doi.org/10.1007/978-94-007-4384-7_2
http://dx.doi.org/10.1007/978-94-007-4384-7_3
http://dx.doi.org/10.1007/978-94-007-4384-7_2
http://dx.doi.org/10.1007/978-94-007-4384-7_4
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home is also seen as a bequest, to be left to children, and many have the notion of a 
debt-free, ownership ideal. 

 Chapters   5     and   6     bring together responses for the third research question about 
how housing assets might perform as a pension. Chapter   5     focuses empirically on 
Europe and considers, using published data, the extent to which the use of housing 
equity to provide both an income in kind (imputed rent) and an income in cash 
(through equity release) might contribute to pension needs. The estimates presented 
in this chapter indicate that housing income, both in kind and in cash, do and could 
make a considerable contribution to maintaining the former standard of living of 
older people. Income in kind alone appears to constitute, on average across member 
states and households, about a quarter of total income. It is clear that if to this were 
added an income in cash created by realising the full equity of the home, the boost 
to existing incomes would indeed be considerable. It follows that, all other things 
being equal, the use of housing in a way consistent with the LCM, would result in 
the average older European enjoying a higher standard of living. 

 But here there are also limits to the bene fi ts brought from using housing assets in 
this way. There appears to be a positive correlation between those with most housing 
assets and those with most cash income anyway. In other words the potential of 
housing equity would be greatest for those who, on objective grounds, might be 
deemed to need it least. Generally, housing assets would not appear to be a mecha-
nism for reducing inequality across populations; they may help to smooth income 
across the life cycle, but not across income groups; they constitute a means of horizontal 
not vertical redistribution. Moreover, given doubts about the future sustainability of 
homeownership sectors at their present size, it is possible that the number of non-
homeowners may actually grow. 

 Chapter   6     examines what lessons might be learned from the experience of the 
economically more advanced countries of East Asia, the rationale lying in the intensity 
and longevity of homeownership policy pathways: East Asia can be seen as a policy 
path fi nder, providing Europe with an opportunity to learn lessons from those who 
have gone before. The broad message is that homeownership can work relatively 
well as a pension in a context in which the wider welfare system is not based on a 
strong commitment to redistribution. In such contexts pension systems and owner-
ship mutually reinforce. 

 But the East Asian experience also demonstrates limits to the reliance on housing. 
Homeownership may facilitate distribution across the life cycle and even across 
generations, but it is not generally a vehicle for distribution across income classes:  
the tendency in recent decades is for housing markets and property ownership to 
reinforce social inequalities rather than alleviate them. In general, those with least 
housing assets will have least non-housing income and wealth. If housing fails on 
the adequacy test, it may also fail on the sustainability test. It has become clear that 
pre-1997 systems were built on the assumption that house price increases could 
outpace in fl ation in perpetuity. The reality of house price de fl ation results in part in 
additional pressure being placed on government to protect housing markets; house 
prices become an intensely political issue. In other words, governments cannot 
simply de fl ect responsibility for the well-being of older citizens by promoting 

http://dx.doi.org/10.1007/978-94-007-4384-7_5
http://dx.doi.org/10.1007/978-94-007-4384-7_6
http://dx.doi.org/10.1007/978-94-007-4384-7_5
http://dx.doi.org/10.1007/978-94-007-4384-7_6
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homeownership, if that particular form of investment does not perform in a way that 
assures well-being. 

 Chapter   7     brings together the  fi ndings from the earlier chapters. These are broadly 
consistent with the mixed economy of saving, the interplay of the LCM, the family 
and the welfare systems that provide households with different ways of achieving 
horizontal distribution across the life cycle. These possibilities along with the 
in fl uence of informal institutions can be seen through the distinctive patterns of 
behaviour in each of the  fi ve welfare regimes. For example, in the Eastern regime 
group where homeownership has grown to very high rates and welfare spending 
generally is low, often their populations do not consider their pension systems to be 
safe. Generally, housing equity has become the ultimate precautionary fund. The 
family plays an important role with adult children often providing support to their 
parents with the understanding that the family home will become theirs: in that 
way, housing equity is part of the family strategy. In contrast, the Social Democratic 
countries have relatively generous welfare systems offering considerable protection 
for their citizens. Housing equity has not played such an important role: there are 
fewer homeowners and homeowners build less housing equity, with many people 
extending their housing loans into their retirement years. 

 Alongside these country differences there are common variations across genera-
tions. The pre-baby boom generations often appear very cautious, being reluctant to 
spend their assets on consumption and eager to pass on an inheritance to their children. 
In contrast, baby boomers and later generations commonly appear much more 
willing, sometimes eager, to continue, if not increase, the level of consumption they 
had enjoyed while working, and if this could be achieved by using the equity in their 
home that was acceptable. Younger age groups are often even more open to the 
necessity to have to  fi nd their own solutions to their income needs in older age and 
to use housing assets to do so. 

 These geographical and generational outcomes are important in setting a context 
in which the policy implications of developing a greater reliance on housing assets 
in providing a contribution to income in old age can be established.                                                                 

http://dx.doi.org/10.1007/978-94-007-4384-7_7
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          2.1   Introduction 

 Across European countries, homeownership has demonstrated both convergence 
and divergence. In recent decades, homeownership rates have increased. Having 
numerically superseded all forms of renting, it is now the majority tenure providing 
the living circumstances for about two-thirds of European households (Doling and 
Ford  2007  ) . Whereas this may seem to point to a convergence in housing systems, 
there remains evidence of considerable divergence. The growth over time has not 
occurred equally over countries. Europe’s largest economy, Germany, has the lowest 
rate of homeownership, considerably below the point at which it would be the 
majority tenure. In contrast, a number of other countries, notably Hungary, have 
homeownership rates in excess of 80%. 

 The overall aim of this chapter is to present the developments in homeownership 
sectors in rather more detail and then to provide explanations of the common growth 
and different outcomes. In this, it responds to aspects of both the past behaviour and 
present attitude questions. The chapter begins, then, with statistical information 
about tenure trends by EU member states over time. The main part of the chapter 
considers explanations underlying the popularity of homeownership. 

 In this, we build on several bodies of research. The  fi rst is grounded in housing 
studies and political science, and speci fi cally in the seminal work of Jim Kemeny 
and Francis Castles. Both explored the relationship between homeownership rates 
and welfare provision, based on the notion of a trade-off such that countries with 
more homeownership are those with the lowest levels of social protection, with the 
one seeming to substitute for the other. This body of work thus  fi ts with a basic 
proposition underlying the present book that homeownership and welfare states are 
both forms of horizontal distribution, laying down investment    during working years 
that enable consumption during retirement years. 

 Another body of research has also been present in housing studies literature but 
draws much of its inspiration from the discipline of economics. This has identi fi ed 
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a number of drivers or factors that appear to have in fl uenced both the growth of 
homeownership rates over time as well as the continued country differences. At a 
macro level, the main factors identi fi ed are those relating to developments in 
 fi nancial markets which have broadened access to housing loans, thus further 
enabling consumption smoothing, and the impacts of national housing policies, 
which have altered the balance of advantages and disadvantages accruing to different 
tenure options. The importance of at least some of these factors, especially the rela-
tive opportunities and costs of different tenures, is supported by the results of house-
hold interviews carried out as part of the DEMHOW project. At the micro level, the 
main factors relate to household characteristics, such as age, income and marital 
status, all contributing to understanding of responses to the tenure options.  

    2.2   Homeownership Across Countries and Time 

 The exact enumeration of homeownership rates in each European country, and 
hence comparison between countries is not possible, largely due to the absence of 
systematically collected and fully harmonized data across the countries over time. 
De fi nitions of what constitutes homeownership differ from country to country, for 
example, there are debates as to whether to include Swedish cooperative housing as 
a form of homeownership (Stephens  2003  ) . However, even tolerating an element of 
imprecision, it is clear both that homeownership has grown across the EU over time, 
and that homeownership is now the predominant tenure in the EU. In 1945, home-
ownership was a minority tenure in each of, what are now, the 27 countries of the 
European Union. By 2003, homeownership was the majority tenure in every coun-
try, except Germany (Table  2.1 ).  

 It is also clear that there are very large variations across countries at any one 
point in time. The data in the  fi nal column of Table  2.1  show that in some countries, 
Bulgaria, Estonia, Hungary, Lithuania and Romania – all part of the former communist 
bloc – homeownership is almost universal. In a number of other countries, including 
at least some of the older member states, the rate is above 80%, whereas some of the 
northern and western countries, including the Netherlands and Denmark have rates 
below 60%. Clearly, then, each country in the EU has a different pattern of housing 
tenure and with that different opportunities for households to become homeowners. 
The challenge taken up in the rest of this chapter is the presentation of explanations 
for those variations.  

    2.3   Homeownership Rates and Welfare: A Trade-Off? 

    2.3.1   Homeownership and Social Spending 

 The argument that national rates of homeownership could be explained by reference 
to welfare systems was developed by Jim Kemeny  (  1980  ) . He argued that western 
countries could be located along a privatism (individual responsibility)-collectivism 
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   Table 2.1    The post-war growth of homeownership: percentage share of total stock by year   

 1945   /1950  c1960  c1970  c1980  c1990  c1995  c2002  2006–2009 

  Corporatist  
 France  –  41  45  51  54  54  55  57 
 Germany  –  –  –  –  38  38  42  – 
 Austria  36  38  41  48  55  41  56  56 
 Belgium  39  50  55  59  67  62  71  78 
 Netherlands  28  29  35  42  44  47  53  57 

  Social democratic  
 Denmark  –  43  49  52  51  50  51  54 
 Finland  –  57  59  61  67  72  58  59 
 Sweden  38  36  35  41  42  43  42  66 

  Mediterranean  
 Greece  –  –  –  70  77  70  83  80 
 Italy  40  45  50  59  67  67  80  80 
 Spain  –  –  64  73  76  76  85  85 
 Portugal  –  –  –  57  58  65  64  76 

  Liberal  
 UK  29  42  49  56  68  66  69  70 
 Ireland  –  –  71  76  81  80  77  75 

  Eastern  
 Estonia  35  37  95  98 
 Latvia  22  39  82  87 
 Lithuania  –  –  –  –  47  87  95  97 
 Bulgaria  93  93  93  97 
 Czech Republic  –  –  –  –  59  62  64  – 
 Hungary  –  –  –  –  78  89  92  92 
 Poland  51  56  55  75 
 Romania  76  89  95  96 
 Slovakia  73  74  89  88 
 Slovenia  –  –  –  –  68  88  82  82 

  Note: dates are approximate 
 Sources: Catte et al.  (  2004  ) , Scanlon and Whitehead  (  2007  ) , EMF (2010), MRI (1996), Balchin 
(1996)  

(state responsibility) spectrum and that their position on it in fl uenced the nature and 
extent of their government’s policy orientation towards private forms of tenure 
(homeownership) as in the case of Australia, collective forms (social renting) as 
in the case of Sweden, or mixed private and collective as in the case of the UK. 
Schmidt  (  1989  )  provided a statistical description and test of Kemeny,  fi nding a 
signi fi cant correlation across western countries indicating that those with higher 
proportions of their public expenditure devoted to social protection measures such 
as sickness and unemployment bene fi ts had smaller home owning sectors. This 
 fi nding has been more recently con fi rmed by Conley and Gifford  (  2006  )  using a 
data set that included not only many western countries, but also some former com-
munist countries, speci fi cally Hungary and Poland. 
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 A more speci fi c relationship between welfare spending and homeownership rates 
was proposed by Frank Castles, coining the phrase ‘the really big trade-off’ to 
describe the relationship with state expenditure on pensions. Prima facie evidence 
of this is provided in Table  2.2 , where, the cut-off point between high and low rates 
of homeownership is the median value, which in this period was 63%, and the 
cut-off point between high and low expenditure on pensions as a proportion of GDP 
is also set at the median value, which was 8%. The fact that most countries are 
clustered in the top right-hand and bottom left-hand cells is consistent with the 
notion of a homeownership–public pensions trade-off. Essentially, many of those 
countries that have developed high homeownership sectors have also experienced 
relatively low rates of state spending on older people, and in that sense there appears 
to be some mechanism, or mechanisms, whereby less of one is compensated for by 
more of the other.  

 The housing-pensions trade-off suggests a degree of functional equivalence 
between the two elements in that they both necessitate investment during the working 
years of the life cycle, that is, out of income earned through work setting money 
aside in order to store up wealth that may be drawn upon in the retirement years. 
While the means by which these investments are secured may be different – home-
ownership generally being an individual and voluntary investment decision with 
state pensions being a form of forced saving through taxation systems – they can 
be seen as offering substitutable outcomes: ‘the private ownership of housing and 
the public provision of aged pensions constitute alternative means of horizontal, 
life-cycle redistribution by which individuals guarantee their security in old age’ 
(Castles and Ferrera  1996 :164). 

 The notion of a trade-off could, of course, also be extended to other vehicles 
for horizontal distribution across the life cycle, such as investments in personal 

   Table 2.2    Homeownership    rates by social protection expenditure on older people      

 Homeownership (1980s data)   

 Low  High 

 Social protection expenditure 
on the aged (1990) 

 Low  Japan  Australia 
 Portugal  Canada 

 Finland 
 Ireland 
 New Zealand 
 Norway 
 Spain 
 USA 

 High  Austria  Greece 
 Belgium  Italy 
 Denmark  UK 
 Germany Luxembourg  France 
 Netherlands 
 Sweden 

  Source: Castles and Ferrera  (  1996  )   
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(as opposed to social) pension funds, and in stocks and shares. Arguably a more 
contentious issue concerns the processes by which such trade-offs are effected. 
In presenting his  fi ndings, Schmidt argued that the correlation should not be confused 
with causation, and that it is not clear which is cause, which is effect, or whether 
both are the product of some third factor. This uncertainty has generated some 
speculation about what the processes might be, and following Fahey  (  2003  ) , it is 
possible to identify from the literature two main propositions. 

 The  constraint  induced trade-off comes about because, as Kemeny  (  2001  )  argues, 
‘how housing is paid for varies greatly between different forms of tenure’ (62) with 
tenants generally being able to spread the costs over the life course, ‘whereas owner 
occupation concentrates them in the early stages of the life course’ (62). But, the 
front loading of house purchase falls heavily on young families often when their 
incomes have not developed to their fullest potential and when they anyway face 
the additional costs involved in child rearing. The argument is that in these circum-
stances something has to give:

  …house purchase and the social insurance contributions that fund pensions are simultaneously 
the two biggest items of expenditure that confront families across the life-cycle. Hence the 
trade-off is not just theoretical, but actual; other things being equal, the more taxes one pays 
for a high pension in old age, the less one can afford for housing purchase and  vice versa  
(Castles and Ferrera  1996 :164).   

 The  need  induced trade-off occurs because ‘income streams available to the old 
in some countries by virtue of social security entitlements may in other countries be 
available by virtue of private savings, private insurance, or through equivalent 
bene fi ts stemming from property ownership’ (Castles  1998b : 205). In other words, 
when people, because they own their home, can live rent free, they can make do 
with smaller pensions. Following this logic, a number of studies have shown that 
once income in kind from housing is added to income in cash from pensions, the 
total income of homeowners is higher than from income in cash alone and the 
unequal distribution of income among older people may be considerably modi fi ed 
(e.g. Castles  1998a ; Ritakallio  2003  ) . There is sound empirical support here for the 
proposition that homeownership provides the owner with an income, albeit in-kind 
income, that can be considered to be a sort of pension.  

    2.3.2   Homeownership and Welfare Regimes 

 Notwithstanding the empirical evidence supporting a negative relationship between 
homeownership and social spending, the connection with our  fi ve regimes is less 
clear. The empirical basis of Esping Andersen’s three worlds was partial, focusing 
on pensions and excluding housing, but in practice his typology has been widely 
used as a means of organising understandings of the full spectrum of welfare goods 
and services. In attempting to map housing onto the three worlds,    Hoekstra (2003), 
however, concluded that his typology cannot be simply applied to housing. Moreover, 
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he argues that even when the typology was extended, by adding Mediterranean and 
Eastern groupings of countries, the housing-regime connections were not marked. 

 Much the same conclusion comes from testing tenure expectations derived from 
Kemeny’s work. From this, it would be expected that the Liberal countries would 
have high homeownership rates, and Table  2.1  indeed shows that UK and Ireland 
have rates above the European average. In contrast, while it would be expected 
that the Social Democratic countries would have low homeownership rates, this 
holds for Denmark and Sweden, but not for Finland prior to the last decade or to 
Norway, which, although not included in the table, has a homeownership rate of 
77%. In the Corporatist countries, with their focus on rental provision, a modest 
homeownership rate could be expected, which holds for Germany and Austria but 
not for Belgium. 

 Likewise, the scatter plot in Fig.  2.1  indicates this partial degree of group homo-
geneity. In 1995, the Social Democratic grouping is neatly clustered as are, with the 
exception of Belgium, the Corporatist countries. The remaining countries, all from 
western Europe, are jumbled in the top left corner of the graph, indicating overlap 
between the Southern and the Liberal countries. By 2007, there are somewhat less 
clear distinctions. This now also includes the Eastern countries – Slovenia, Hungary 
and Poland – which are located among the Liberal and the Mediterranean countries. 
Although overall the relation between social expenditure and homeownership still 
exists ( r  = 0.30), it is weaker than in 1995 ( r  = 0.44) and the Corporatist and Social 
Democratic clusters disappeared. The relation between homeownership and social 
expenditure, and the link to welfare regime types, appears to have shifted. Probably 
the most that can be justi fi ably argued from these data, then, are that countries in the 
Corporatist and Social Democratic groupings tend to have low homeownership rates 
and high social spending, with countries in the other regime groupings having high 
homeownership rates and low social spending.    

    2.4   The Drivers of the Homeownership Decision 

 Whereas the recognition of a trade-off between homeownership and social spending 
provides an understanding of one macro relationship, it contributes little about 
other aspects of national contexts within which households make decision about 
tenure, nor indeed about how different individual and household characteristics 
might  fi gure. Here, there are several bodies of literature – from, for example, eco-
nomics, housing studies, demography – that collectively suggest the importance of a 
number of drivers or in fl uences. At the macro level the nature and size of housing 
 fi nance markets and housing policy regimes have been changing and help to 
explain the growth of homeownership rates. At the same time, they form parts of 
national contexts so that they also inform an understanding of the choices of house-
holds in these countries and the national differences in outcomes. At the micro level, 
drivers, such as income and age, relate to the characteristics of individuals, which may 
constrain or open up opportunities. 
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    2.4.1   Housing Finance 

 From the 1980s, housing  fi nance systems in the EU have been going through radical 
reforms, which have included new methods of funding mechanisms such as securi-
tization and the introduction of innovative mortgage products.

  The trends affecting mortgage markets have also been similar across countries. Mortgage 
markets have been liberalized in many western European countries over the last 20 years as 

1995

2007

BE

DE

FR
AT

NL
DK

FI

SE

GR

ES

IT

PT

IE

UK

30%

40%

50%

60%

70%

80%

90%

10% 12% 14% 16% 18% 20% 22% 24% 26% 28%

BE

DE

FRATNL
DK

FI

SE

GR

ES

IT

PT

IE

UK

HU

PL

SL

30%

40%

50%

60%

70%

80%

90%

100%

10% 12% 14% 16% 18% 20% 22% 24%

  Fig. 2.1    Social expenditure as percentage GDP (x) and homeownership rate (y), 1995 and 2007       

 



32 2 Homeownership Rates

part of the more general globalization of  fi nance markets: restrictions on the use and terms 
of loans have been lessened, and a wider range of  fi nancial institutions is now permitted to 
offer mortgages. An important goal of deregulation was to improve the ef fi ciency of the 
system by opening up the market to new providers and increasing competition amongst 
lenders, thereby lowering costs to consumers (Scanlon et al.  2008 :110).   

 The general trend towards the deregulation of the housing  fi nance system has 
made mortgage products more affordable, enabling more people to consume – 
and invest – in advance of saving, and thus it has generated further spread of 
homeownership (Apgar and Xiao Di 2006). 

 Figure  2.2  provides a representation of the extent and growth of mortgage lending 
in relation to GDP. There are systematic differences according to welfare regime 
type. Overall, mortgage markets remain quite underdeveloped, with ratios generally 
below 20%, in the newer member states, and comparatively underdeveloped, generally 
between 20% and 40%, in the corporatist regime countries. In general, mortgage 
markets are much more developed, however, in both the Social Democratic and the 
Liberal countries.  

 Across the entire EU, the average mortgage stock to GDP ratio increased from 
31.9% to 48.2% between 1998 and 2008. The country patterns differ: at one extreme, 
in Germany, the outstanding mortgage level decreased slightly, while in the 
Netherlands, it increased by 38% points. In the new member states, the mortgage to 
GDP ratio is lower than the EU average (in Hungary it is 14% and in Slovenia 
9.1%), but the increase was very fast over the last decade. 

 These shifts in housing  fi nance systems occurred in the funding schemes of 
housing loans, and in the loan products and loan contract enforcement. These 
changes were a result not only of measures created and implemented by public 
policies, but also of the innovation of the banking sector. 

    2.4.1.1   Funding of Mortgage Loans 

 The dominant funding source in Europe is deposits that households put into banks 
as savings or current accounts. One estimate is that about two-thirds of the mort-
gages in Europe are funded by such retail deposits  (  EU 2006  ) . The second largest 
funding source is the covered bond, a debt instrument that is secured by mortgage 
loans as collateral to which investors have a preferential claim in the event of 
default. Covered bonds represent about 15–20% of mortgage funding in Europe. 
The third largest source is mortgage-backed securities, which have been more 
popular in the USA, but in Europe account for only about 5% of mortgage funds 
 (  EU 2006  ) . 

 Since the end of the 1990s the rate of increase of mortgages has been much 
higher than the increase in households’ deposits, creating a funding gap. In the Euro 
area, between 1999 and 2006, the total deposits increased by 33%, and outstanding 
mortgage loans by 83%, which means that the share taken by covered bonds and 
MBS has increased. The European Central Bank pointed out, however,
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  it would be misleading to try to establish unidirectional causality here, running from an 
increased funding gap to a diversi fi cation of the funding sources. Indeed, part of the growing 
funding gap is actually explained by the existence of the alternative sources of  fi nance, 
which allowed banks to expand their loan market against backdrop of increasing demand 
and higher competitions (ECB  2009 :41).   
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 The expansion of the mortgage market, then, was fuelled by the availability of 
relatively cheap resources on the world market, which sought investment possibili-
ties through the bank system. The extent to which this occurred, however, varied 
from country to country. Legally, only in Belgium is it not possible to issue covered 
bonds, while in Slovenia, it is legally possible, but, in practice, not used. Traditionally, 
Germany has had Pfandbrief since 1927, and it has 34% of the entire European 
market of covered bonds (ECB  2009  ) .  

    2.4.1.2   The Innovation in Loan Products 

 Innovations in loan products have also contributed to the expansion of the mortgage 
market and the growth of homeownership. While each country moved to a more 
liberalized system, there is a large variation in what their systems offer. Overall, 
however, the innovations have increased the availability of mortgage loans, including 
changes in the type of the interest rate (such as variable rate mortgage and interest-
only mortgages) and modi fi cations of repayment structure and terms of the loan 
(such as introducing 30 years loans). A consequence of these changes has been to 
make loans affordable for a wider range of households including those with low 
incomes who could not afford owner occupied housing earlier. From the end of the 
1970s to the early 1990s, homeownership rates for younger age cohorts increased 
most in those countries in which the deposit requirement was least (   Chiuri and 
Jappelli  2006  ) .   

    2.4.2   The Relative Attractions of Home Owning and Renting 

 Developments in the availability of housing  fi nance are part of a wider context in 
which the balance of advantages and disadvantages of different tenures is estab-
lished. For individual households, housing opportunities will not only be in fl uenced 
by the availability and cost of  fi nance but also the nature and effect of an array of 
market conditions and policy effects. 

    2.4.2.1   Tax Policy and Other Subsidies for Homeownership 

 At least in the short run, interest rate subsidies can be expected to increase the 
affordability of loans and the level of mortgage debts taken up. There appears to be 
a great variety in the treatment of homeownership in tax policies. From the overview 
of the tax policies in a number of countries in the eurozone provided by Table  2.3 , 
it can be seen that there is not a straightforward relation between the  fi scal treatment 
of homeownership and the homeownership rate. For example, Slovenia which has limited 
tax subsidies has a high home ownership rate, whereas the Netherlands with a generous 
tax policy has a homeownership rate below the EU average.  
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 There has been a general trend of reducing the costs of such programmes, or 
regrouping the resources and cutting the funding of generous mortgage subsidy 
schemes. The favourable tax treatment of housing loans was eliminated in Germany 
in 1986 as a reaction to the introduction of alternative housing subsidy programs. 
In Britain mortgage interest payment was fully deductible until 1974, and then a 
ceiling on the size of the mortgage eligible for interest reduction was introduced. 
Because the ceiling was not indexed, its signi fi cance decreased with in fl ation, while 
in 1993, the tax rate was capped below the top income tax rate, and in 1999 the tax 
deductibility was terminated. In France, the preferential tax treatment was abolished 
between 1991 and 2000 (Van der Hoek and Radloff  2007  ) .  

    2.4.2.2   Declining Support for Social Housing 

 Alongside such decreases in support for homeownership has also been a general 
tendency for shifts in the type and scale of support for renting. At the time of huge 
shortages (in the 1950s and 1960s) investment in new social housing had priority in 
the countries of North West Europe (Boelhouwer and Van der Heijden  1992  ) . 
National governments implemented policies through special institutional structures 
developed from the beginning of the century: in the UK local governments, in the 
Netherlands housing associations, in Sweden municipal companies, in France 
special public–private organizations, HLM companies, for example. In the 1970s and 
1980s, deregulation, privatisation and an increase of the private sector took place, as 
policies shifted away from social sectors towards support of the homeowner. 

   Table 2.3    Interest rate tax advantages, 2008   

 Tax on 
imputed rent 

 Tax deductibility 
on interest 
payments 

 Capital gains 
tax on selling 
own house 

 Inheritance tax 
on own house 

 Transaction 
tax (stamp 
duty) 

  Corporatist  
 Belgium  Yes  Yes  No  Yes  Yes 
 France  No  Yes  No  Yes  Yes 
 Germany  No  No  No  Yes  Yes 
 Netherlands  Yes  Yes  No  Yes  Yes 

  Social democratic  
 Finland  No  Yes  No  Yes  Yes 

  Mediterranean  
 Italy  No  Yes  No  Yes  Yes 
 Portugal  No  Yes  Yes  Yes 
 Spain  No  Yes  Yes  Yes  Yes 

  Liberal  
 Ireland  No  Yes  No  Yes  Yes 

  Eastern  
 Slovenia  No  No  No  Yes  Yes 

       Source: ECB  (  2009  )   
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 Oxley and Smith  (  1996  )  argue that the attempt to reduce housing shortages 
ceased to be the primary aim of housing policy in the 1990s. At the same time, there 
was a high need to cut public expenditures. They see political decisions made to 
expose the housing sector more to market mechanisms, which reduced supply 
side subsidies that previously (mostly) targeted social housing development. They 
observe large cuts in public expenditure, improvements in the targeting of subsidies, 
and increasing homeownership via indirect tools such as tax relief for mortgages. 
Dübel  (  2008  )  also points out that government-controlled agencies have withdrawn 
from direct subsidising and lending in favour of provision for private lending practice. 
An additional factor in the shift towards demand-side subsidies is that these schemes 
have been used to increase the transparency and effectiveness of subsidies (Katsura 
and Romanik  2002  ) .  

    2.4.2.3   Increase of Homeownership 

 Policy changes intended to reduce government support for social housing, even if 
some of the tax bene fi ts of homeownership had also been reduced. often went, hand 
in hand, with the aim of encouraging homeownership, This has been most striking 
in eastern European countries, where, mass scale privatisation changed the picture, 
and served partially as a shock absorber during the transition (Struyk  1996  ) . 
Elsewhere, the expansion of homeownership was supported by a variety of policy 
means. In the UK, the privatisation programme started in the 1980s with the Right 
to Buy, which gave local authority tenants the right to purchase their homes with 
the bene fi t of large discounts on the market value. The promotion of homeown-
ership for low-income households has also been served by schemes like Shared 
Ownership and, more recently, Home Buy Direct (a mortgage product) for  fi rst-
time buyers. Belgium has historically promoted homeownership, and low-income 
households are covered by an insurance scheme. In the Netherlands, there is a mort-
gage guarantee for low-income buyers. 

 Although, as discussed in relation to Table  2.1 , in most countries homeowner-
ship increased there are two main exceptions. In Finland, the homeownership 
rate decreased from 67% to 58% between 1990 and 2000. The decrease was largely 
a consequence of a severe economic recession, and a housing market crash. 
In Germany the homeownership rate has remained stable at a low level of about 
40%; here, Bausparkassen schemes are heavily subsidised, encouraging households 
to save before they buy and this strong emphasis on saving results in a tendency to 
buy at a later age. 

 Despite such apparent connections between policy inputs and market outcomes, 
the overall relation is not a straightforward one as demonstrated by Atterhög  (  2005  ) . 
Using OECD data he concluded that homeownership policies have had most effect 
in non-Anglophone countries with relatively low homeownership rates, and that 
whereas Anglophone countries with a homeownership tradition might have reached 
the effective limit of growth of homeownership, there may still be room for growth 
in the non-Anglophone counties.  
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    2.4.2.4   Changes in Rental Housing Sectors 

 Whereas there are some common tendencies in housing policies, in the main each 
country has its own policies with few common elements. In European countries, 
there is a wide range of different social housing ‘regimes’ (Gibb  2002 ; Oxley  2000 ; 
Priemus and Boelhouwer  1999  ) . There are, for example, different social rental 
models. In some countries, the social rental sector is residual and meant to serve as 
a safety net for the most vulnerable households; this is the residual model (Fig.  2.3 ). 
In other countries, classi fi ed as having a generalist or generalist/residual model 
the social rental sector is small but intended for a broader target group. Finally, in 
countries classi fi ed as having a universalistic model, the social rental sector is 
intended for a far larger cross section of the populations. Even more so than with 
homeownership rates, however, there is not a strong match of social housing mod-
els with welfare regimes.  

 In recent years, the supply of the social housing stock has shrunk in most 
European countries (Scanlon and Whitehead  2007  ) . A recent development is 
that countries with broad social housing models have been scrutinised by the 
European Commission for reasons of competition. As a consequence countries 

  Fig. 2.3    Size of social rental sector and type of approach (Source: Cecodhas 2008)       
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such as Sweden and the Netherlands have been forced to operate without subsidies 
and cannot target lower income groups to justify state aid. This means that 
non-pro fi t rental at a below market prices for middle income groups is no longer 
available, a tenure that was considered by many as an acceptable alternative to 
homeownership. While this has not been directly intended as a policy to encour-
age homeownership, it might have that impact (Gruis and Priemus  2008 ; Elsinga 
et al.  2008  ) .  

    2.4.2.5   Household Decision Making 

 The household interviews carried out as part of the DEMHOW project support the 
contention in many of the studies reported above that the structure of housing 
and  fi nancial market policies in fl uences the tenure decisions made by individuals. 
When asked why they had chosen to buy their homes, many responses re fl ected the 
 fi nancial logic. The overriding picture was that people thought renting was a waste 
of money – as ‘dead money’ – and that buying a property was an investment for the 
future. Some explained that it had been cheaper for them to buy than to rent as well 
as seeing the potential of building equity and becoming outright owners. Paying a 
mortgage was seen as a good way of saving money. Mainly, people thought of buying 
as a good  fi nancial investment, only a few speci fi cally mentioned that they bought a 
house to  fi nance their retirement.

  Buying was a better investment than renting. I am paying but I am making a kind of saving 
because it is an asset I have. If I rented I would also have to pay and in the end I would have 
nothing. It is like making a savings account in a bank but in a  fl at. I am ‘depositing’ the 
money of the mortgage. Moreover, the value I pay to the bank is lower than what I would 
pay for renting a place of the same size. (Portugal, 25–35 years) 

 I just didn´t want to give away my money to anybody, I wanted to invest in something 
by myself in order to have something for old age. Pension, I don´t know if I get that someday. 
(Germany, 25–35 years)   

 Many respondents tended not to give their reasons for buying but explained 
that they had an opportunity to buy and did so. In Hungary, for example, buying is 
what you do when you want a house to live in; there are few rental dwelling available, 
and buying is considered the only option. Moreover, also in countries where there 
are rental dwelling available, buying a home ‘was just what you did’. 

 The view that buying a home was the ‘natural thing to do’, particularly when 
starting a family, was echoed by a number of households in some other countries, 
re fl ecting homeownership ideologies encapsulated in sayings such as ‘the 
Englishman’s home is his castle’ and the Belgian ‘born with a brick in his tummy’ 
(Doling  1997  ) . This suggests that in many European countries there is a cultural 
imperative, or norm, to buy a home. However, in other countries such as Sweden, 
Austria and the Netherlands renting and in particular social or public renting is 
considered an attractive alternative (Elsinga and Hoekstra  2005  ) . 

 In other countries, the opportunity to buy arose as a result of changes in housing 
policy following regime change. For example, households in Slovenia explained 
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that they had the opportunity to buy their social rented properties as sitting tenants 
during the transition from socialism after 1992. In Portugal some older households 
reported that they had the opportunity to buy following the introduction of stricter 
rent regulations, including the freezing of rents across the country, in the early 
1970s. As a result, many landlords left the private rented sector and former tenants 
were able to buy.   

    2.4.3   Household Characteristics 

 Previous empirical research points towards a number of household characteristics, 
such as family size and educational attainment, being important in explaining 
homeownership (see for instance Andrews et al. 2011; Clark et al.  1994 ; Kurz and 
Blossfeld  2004 ; Feijten and Mulder  2002  ) . 

    2.4.3.1   Income 

 In all countries, homeownership is the majority tenure among higher income 
groups (Fig.  2.4 ). In most countries, between 80% and 90% of high income 
groups are homeowners, the main exceptions being Germany, Austria, and 
Poland. In contrast, the level of homeownership among lower income groups varies 
considerably among countries. The difference by income group is relatively small 
in the Eastern regime countries and slightly less so in the Mediterranean countries. 
In contrast, the income discrimination is large in Corporatist and Social Democratic 
countries.   

0%
10%
20%
30%
40%
50%
60%
70%
80%
90%

100%

G
er

m
an

y

A
us

tr
ia

N
et

he
rla

nd
s

B
el

gi
um

S
w

ed
en

D
en

m
ar

k

F
in

la
nd

P
or

tu
ga

l

Ita
ly

G
re

ec
e

S
pa

in

U
K

Ir
el

an
d

P
ol

an
d

H
un

ga
ry

S
lo

ve
ni

a

Corporatist Social democrat Mediterranean Liberal Eastern
Europe

1st (low) 2nd 3rd 4th (high)

  Fig. 2.4    Percentage of owner-occupiers by income quartiles (Source: EU-SILC 2008)       

 



40 2 Homeownership Rates

    2.4.3.2   Age 

 Figure  2.5  shows homeownership rates by age group. It is not possible to conclude 
from this whether the percentages re fl ect age or cohort effects. It is possible, for 
example, that lower rates for older people re fl ect the timing of the deregulation of 
housing  fi nance markets, which had the effect of making access easier for younger 
generations (Andrews et al. 2011). Nevertheless, there are some distinctive patterns by 
regime type. The percentage of individuals under 25 who own their own property in 
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which they reside is low in the Corporatist and Social Democratic countries, whereas 
in the Liberal, Southern and Eastern regime countries the percentage approaches or 
even exceeds 50%.  

 There are also country differences for older age groups. In the Southern and 
Liberal countries, their homeownership rates are as high, or almost so, as they are 
for the middle age groups. In many of the countries in the other regime types, 
however, the rate is highest for those in the 55–75 age groups, with it being lower 
for those aged over 75 years. 

 The rate of outright owners (as a percentage of all homeowners) is presented in 
Fig.  2.6 . The Eastern countries, in particular, but also the Southern countries have 
high rates of outright owners across all age groups. In contrast, the tendency in 
countries in other regime groupings is for rates to increase markedly by age group. 
The differences probably re fl ect the depth of national mortgage markets. In the 
Eastern countries even the majority of the younger cohorts are outright owners, 
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whereas in the Mediterranean countries a higher proportion of younger homeowners 
have outstanding mortgages. Outright homeownership levels appear to be low in the 
Corporatist countries, re fl ecting their generally lower rates of homeownership over-
all, and in the Social Democratic countries, where even older people appear to have 
outstanding mortgages.    

    2.4.4   Combining the Factors 

 The aim in this section is to bring together the macro and micro factors previously 
identi fi ed, doing so through logistic regression using EU SILC 2008. In this, house-
hold characteristics and country context are combined. The results are presented in 
Table  2.4 , which explains the chance of being a homeowner, and Table  2.5  of being 
an outright homeowner.   

 Table  2.4  shows that homeownership is related to age, the older households are 
the higher the chance that they are homeowners. When income is added to the 
model, the explanatory power increases with the Nagelkerke R2 of 0.05 rising to 
0.15. The relation between homeownership and income is as expected: the higher 
the income the higher the chance that individuals are homeowners. The model also 
shows that there are signi fi cant interactions between these two variables. Households 
with a low income and a young age have very little chance of being home owner. 
Low income, older aged people, many of whom will be living on pensions and have 
earned more in the past at the time at which they become home owner. Therefore, 
the probability that older, low-income groups are more likely to be homeowners. 
This provides some con fi rmation of the relevance of the life cycle model to tenure 
decisions. 

 The inclusion of the dummies for the countries also improves the model 
(Nagelkerke R2 rising to 0.236) and demonstrates that the country context matters 
with respect to the chance that households are homeowners. The results in Table  2.4  
show the deviance from the reference category, UK. Households, in Social Democratic 
and Corporatist regime countries have a much lower chance of being a homeowner 
than households in the reference category, the UK, whereas for those in the Southern 
and Eastern Europe the chances are higher. This supports a conclusion that national, 
institutional factors such as mortgage markets are important in in fl uencing home-
ownership rates. Without it being possible to disentangle the effects of individual 
factors, these  fi ndings are consistent with the earlier discussion related to Fig.  2.1  
and Table  2.2 . 

 Table  2.5  provides the results of a similar analysis in which outright homeowner-
ship is the dependent variable. This also shows that age and income are signi fi cant, 
as are different welfare regimes. The countries in the Eastern grouping have high 
rates of outright owners, which is consistent with the low development of their 
mortgage markets (see Fig.  2.2 ). In contrast, countries with low rates of outright 
ownership, especially the Social Democratic regime countries, have highly developed 
mortgage markets.   
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   Table 2.4    Logistic regression for homeownership (vs. rental)   

 Model 1  Model 2  Model 3 

 B  Sig  B  Sig  B  Sig 

  Age  
 (REF)75 and older 
 Until 25  −1.500  0.000  −1.050  0.000  −1.273  0.000 
 25–34  −0.517  0.000  −0.642  0.000  −0.833  0.000 
 35–44  −0.020  0.316  −0.227  0.039  −0.262  0.020 
 45–54  0.187  0.000  −0.047  0.670  −0.082  0.466 
 55–64  0.289  0.000  0.203  0.073  0.156  0.180 
 65–75  0.196  0.000  0.237  0.067  0.308  0.020 

  Income  
 (REF) highest income quartile 
 First  −1.228  0.000  −1.460  0.000 
 Second  −0.997  0.000  −1.105  0.000 
 Third  −0.569  0.000  −0.612  0.000 

  Interactions  
 First quart <25  −1.373  0.000  −0.993  0.000 
 First quart* 25–34  −0.904  0.000  −0.689  0.000 
 First quart* 35–44  −0.700  0.000  −0.682  0.000 
 First quart* 45–54  −0.550  0.000  −0.458  0.000 
 First quart* 55–64  −0.495  0.000  −0.358  0.003 
 First quart* 65–74  −0.232  0.082 
 First quart* 75+ 
 Second quart* <25  −0.523  0.000  −0.417  0.006 
 Second quart* 25–34  −0.392  0.001  −0.329  0.006 
 Second quart* 35–44  −0.386  0.001  −0.469  0.000 
 Second quart* 45–54  −0330  0.005  −0.356  0.003 
 REF = UK 
 IE  0.379  0.000 
 AT  −0.958  0.000 
 BE  −0.219  0.000 
 DE  −1.293  0.000 
 NL  −0.680  0.000 
 DK  −0.652  0.000 
 FI  −0.206  0.000 
 SE  −0.422  0.000 
 ES  0.749  0.000 
 GR  0.124  0.002 
 PT  0.070  0.105 
 IT  −0.017  0.568 
 PL  −0.443  0.000 
 SI  0.578  0.000 
 HU  1.161  0.000 
 Constant  0.796  0.000  1.843  0.000  2.157  0.000 
 −2 log likelihood  183,787  171,870  161,515 
 Nagelkerke R2 

(pseudo) 
 0.050  0.153  0.236 

  *Only signi fi cant interactions presented  
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   Table 2.5    Logistic regression for outright ownership (vs. mortgaged owners)   

 Model 1  Model 2  Model 3 

 B  Sig  B  Sig  B  Sig 

  Age  
 (REF)75 and older 
 25–34  −3.057  0.000  −2.455  0.000  −3.403  0.000 
 35–44  −3.047  0.000  −2.749  0.000  −3.484  0.000 
 45–54  −2.476  0.000  −2.161  0.000  −2.667  0.000 
 55–64  −1.954  0.000  −1.712  0.000  −1.875  0.000 
 65–75  −0.961  0.000  −0.917  0.000  −1.046  0.000 

  Income  
 (REF) highest income quartile 
 First  1.131  0.000  1.167  0.000 
 Second  0.337  0.034  0.437  0.015 
 Third  0.116  0.499  0.204  0.298 

  Interactions 
(only signi fi cant 
interactions presented)  

  No below 
25 years 
category  

 First quart*    25–34  −0.479  0.006  −0.554  0.006 
 Second quart* 25–34  −0.346  0.068 
 Second quart* 35–44  0.366  0.025 
 Third quart* 25–34  −0.308  0.081  −0.350  0.083 
 REF = UK 
 IE  0.963  0.000 
 AT  0.582  0.000 
 BE  0.571  0.000 
 NL  −1.742  0.000 
 DK  −0.977  0.000 
 FI  0.201  0.000 
 SE  −1.528  0.000 
 ES  1.041  0.000 
 GR  2.388  0.000 
 PT  1.052  0.000 
 IT  2.172  0.000 
 HU  2.332  0.000 
 PL  3.527  0.000 
 SI  3.636  0.000 
 Constant  2.887  2.277  1.723 
 −2 log likelihood  105,944  103,494  75,236 
 Nagelkerke R2 (pseudo)  0.203  0.233  0.532 

  *Only signi fi cant interactions presented  
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    2.5   Conclusions 

 Across Europe, the continuing growth of homeownership indicates a convergence 
in which, at least in statistical sense, it has become the most popular form of housing 
tenure. Yet, large differences in national homeownership rates persist. The existing 
literature provides indications of what might underlie these trends. 

 The political science–housing studies literature has stressed the importance of a 
trade-off between homeownership and state welfare provision especially in relation 
to pensions. Essentially, countries with high homeownership rates tend to have 
smaller state pension commitments. Whereas this is consistent with the framework 
developed in Chap.   1     in which housing and welfare systems, along with the family, 
can be seen as substitutable forms of horizontal distribution over the life cycle, 
homeownership rates only loosely correlate with a welfare regime typology based 
on Esping Andersen. 

 The economics and housing studies literature suggests the importance of other 
factors or drivers. At a macro level, the growth of housing  fi nance market, itself 
generally an outcome of deregulation has facilitated higher levels of access to the 
tenure. National housing policies, too, have made a difference and explain why 
homeownership rates differ so much over Europe. However, it is not so much hom-
eownership policies that make a difference, but more the policies towards renting. 
Policies supporting social renting in a number of countries, Sweden, Netherlands, 
Austria, France, explain why the homeownership rate is rather limited. 

 The importance of formal, national institutional frameworks within which individual 
households operated was further supported by the evidence from our interviews. 
The interviews also suggested the importance of informal institutional frameworks: 
in some countries with particularly high homeownership rates, for example, home-
ownership was so embedded into the way of life that it had become the natural and 
normal option. Examination of other evidence at a micro or individual household 
level indicates other in fl uences, especially income and age.                                              
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          3.1   Introduction 

 The focus in this chapter is on homeownership as a  fi nancial asset rather than a 
physical structure or a legal status. Its broad aim is to establish, in relation to other 
sources of personal wealth, how signi fi cant is the wealth embedded in the homes of 
European households. Quite simply, given that the majority of Europeans are now 
homeowners, how is this re fl ected in their wealth portfolios? 

 Underlying the presentation of existing evidence and the development of new 
investigations is the standard life cycle model, which assumes that households save 
money out of their income over their working lives (typically between their 20s and 
60s) in order to smooth consumption over their life course, especially when there is 
a drop in earnings such as during their retirement. Savings may take a variety of 
forms, some liquid, for example, cash deposits, and others more illiquid, which may 
include the household’s dwelling. According to the LCM, at any point in the life 
cycle households have several interlinked choices to make: how much to save this 
year; how much wealth to accumulate for retirement; and what is the balance 
between different forms of savings? In practice, household approaches to saving 
will be in fl uenced by many factors. At an individual level, investment will be 
in fl uenced by preferences on the balance between spending, savings and debt. At a 
structural level important factors may include the availability of different  fi nancial 
products and the expected risks and rates of return of other forms of investments 
such as shares. It may also be expected that the wider welfare system, covering in 
particular the roles of national governments and the family, may place more or less 
responsibility on individuals and households to meet their own needs. In those 
countries in which individual responsibility in this respect is higher, there may be 
pressures to save more in total as well as more in housing. 

 It may be expected, as argued in both Chaps.   1     and   2    , that also important will be 
access to  fi nancial products that enable households to consume and to invest, in 
advance of cash savings. In practice, in most EU countries, a signi fi cant proportion 

    Chapter 3   
 Housing Wealth in the Household Portfolio           

http://dx.doi.org/10.1007/978-94-007-4384-7_1
http://dx.doi.org/10.1007/978-94-007-4384-7_2


48 3 Housing Wealth in the Household Portfolio

of households purchase a home during their working years using a combination of 
savings and loans. Such loans are generally repaid in full or in part by the time of 
retirement so that their availability in fl uences the pro fi le of consumption, saving and 
debt over the life course. 

 Building on these propositions, this chapter examines the role of homeownership 
in wealth accumulation across the EU. It has two main parts. The  fi rst investigates how 
housing  fi ts into households’ wider life cycle planning – what part does housing play 
in the composition of wealth, what in fl uences this and to what extent do households 
see homeownership as saving? The broad picture is that households in all countries 
do indeed recognise housing as an important investment, and for the average older 
European, housing equity forms the largest single item in their wealth portfolio. At 
the same time, their investment decision appears complex, not least because housing 
is both an investment and a consumption. There also appear to be important interac-
tions operating between personal wealth accumulation and welfare spending. 

 The second part of the chapter presents evidence and analysis about housing debt 
in the form of mortgages and about the ways in which this may in fl uence the role 
of homeownership as a  fi nancial asset. Important here in understanding national 
differences appears to be the availability and price of mortgage products combined 
with quite widespread disinclination to prolong the repayment period longer than 
necessary. Debt is thus seen widely as part of the household life cycle strategy 
whereas being in debt is not necessarily considered to be a good thing.  

    3.2   Household Wealth 

    3.2.1   How Much Wealth Do Households Have? 

 Household wealth is often referred to as net worth, this being de fi ned as the difference 
between the sum of all the assets owned by the household and the sum of all its 
liabilities. In this context, assets include  fi nancial assets such as bank deposits, 
shares, securities and loans as well as non- fi nancial assets such as housing. They 
also include money invested in a private pension scheme but not pension entitle-
ments built up through the state. Liabilities are mainly loans, but may also include 
other accounts payable. 

 A fundamental problem facing an understanding of household wealth is the lack 
of harmonised data over even small groups of countries. Few individual countries 
undertake annual household surveys that measure the entire spectrum of household 
assets and liabilities. Where they do undertake surveys, many countries have their 
own unique way of de fi ning and classifying assets and liabilities. Even where there 
are apparently harmonised data sets provided by international organisations, such as 
Eurostat, these often disguise inter-country de fi nitional differences. 

 Boone and Girouard  (  2002  ) , for example, report data for six countries only – 
USA, Canada, UK, France, Italy and Japan – while Altissimo et al.  (  2005  )  report for 
seven – omitting Canada and Japan, but adding Germany, Netherlands and Spain. 
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Even on these samples, there are comparability problems. Altissimo et al.  (  2005 : 
13) note of their seven countries, that data for Spain and the Netherlands are taken 
from a different source to the source for the other  fi ve countries and that consequently 
the  fi gures reported ‘are not fully comparable and should be only taken as indicative’. 
Moreover, whereas, these same authors report total household wealth as consisting 
of  fi nancial wealth and housing wealth, Boone and Girouard  (  2002  )  add a third ele-
ment, other wealth. 

 Notwithstanding these problems, it is possible to build up some broad pictures of 
the amount and composition of household wealth across the member states. The 
 fi rst step in building this picture is through an overview of households’  fi nancial 
assets as a percentage of the gross domestic product. Table  3.1  shows that in 2007 
the amount of total  fi nancial assets clearly varies from country to country, with the 
percentage being four times higher in the UK than in the Czech Republic, for exam-
ple. In general, the percentage is highest in those countries in which households, as 
a consequence of the structure of pension systems, hold large private pension 
savings; this includes the Netherlands, the UK and Denmark. With the exception of 
the signi fi cantly lower total  fi nancial assets as a percentage of GDP in the newer 
member states – the Eastern grouping – however, there is no systematic variation 
across regime groupings. In all the countries included in the table, the average 

   Table 3.1    Households’ stock of  fi nancial assets as a percentage of GDP, 2007   

 Total 
 fi nancial assets 

 Deposit/bank
account  Shares/equities 

  Corporatist  
 Belgium  271.0  76.7  108.7 
 France  185.8  55.6  50.4 
 Germany  188.4  66.9  47.5 
 Netherlands  280.3  61.1  42.3 

  Social democratic  
 Denmark  237.8  50.0  70.2 
 Finland  122.5  38.0  54.0 
 Sweden  174.5  32.5  68.9 

  Mediterranean  
 Italy  240.8 
 Portugal  223.5  80.7  86.5 
 Spain  182.3  69.5  77.1 

  Liberal  
 Ireland  161.7  37.9  41.9 
 UK  295.9  78.7  46.5 

  Eastern  
 Czech Republic 

(2006) 
 77.2 

 Hungary  97.6  34.1  36.2 
 Slovenia  111.7  50.9  41.2 

  Source: Eurostat  
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holdings of bank deposits and of shares, both as a percentage of GDP, constitute large 
– in most cases the largest – elements of total  fi nancial assets.  

 For households with a head aged over 55 years, the SHARE data provide addi-
tional information, although for nine EU member states only. In addition to  fi nancial 
wealth, Table  3.2  presents the median net worth. Whereas there is some variation in 
the value of net worth accumulated between the EU member states for which data 
are available, this is small and the median net worth of older households in all cases 
is roughly at or above 100,000 euros. There is considerably more variation in gross 
 fi nancial assets as a share of net worth. Households in northern and middle Europe 
countries, with the exception of Austria, have considerably more  fi nancial wealth 
than those in southern countries. Whereas households in the three Mediterranean 
countries included here – Italy, Greece and Spain – have on average low amounts of 
 fi nancial assets, for older households in all countries non- fi nancial assets, which 
will include housing, constitute at least three-quarters of their net worth. In the 
absence of data for additional countries, it is not possible to say whether this re fl ects 
a regime effect or, since they have lower GDP per capita than northern European 
countries, an economic development effect.   

    3.2.2   How Much Wealth Is Held in Housing? 

 At least for older households, then, non- fi nancial assets appear to constitute a major 
share – three quarters or more – of net worth, and much of this may well be accounted 
for by housing assets. However, data limitations mean that estimates of the complete 
pro fi le of housing assets – that would provide unambiguous support for such a 
conclusion – across the member states even at one point in time, let alone over time, 

 Net worth    
(000 €) 

 Gross  fi nancial assets 
as % net worth 

  Corporatist  
 Germany  98.6  17.3 
 Netherlands  157.9  13.6 
 France  170.5  8.0 
 Austria  105.3  5.7 

  Social democratic  
 Sweden  101.9  24.7 
 Denmark  128.5  20.8 

  Mediterranean  
 Italy  150.4  1.5 
 Spain  136.1  1.4 
 Greece  95.3  2.1 

  Source: SHARE  

 Table 3.2    Median net worth 
and gross  fi nancial assets 
2004  
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are very approximate. Whereas some European countries have reliable measures, 
annually updated, of house price levels and changes, most do not. For some 
countries, the Bank of International Settlements publishes an index of house prices 
by year, but this does not indicate absolute values. For most countries, therefore, 
there is not a measure of even the average house value. Knowledge of the value of 
housing wealth owned by individual households is also generally approximate 
because all homes are unique, if only in their spatial coordinates, with their price 
being determined individually by the market. Household surveys asking respon-
dents the value of the family home do not necessarily produce accurate estimates. 

 However, by applying some    approximations to available published data from a 
range of sources, the total amount of net equity held in homeownership, that is 
house price less any outstanding housing loans, at about 2003 appears considerable, 
totalling about €17 billion in all member states which is equivalent to about 140% 
of combined GDP (Doling and Ford  2007  ) . The net equity as a percentage of GDP 
varies substantially across member states, but there is some match with our  fi ve 
groups: the Mediterranean countries (with the exception of Greece), the Liberal 
countries, and the newer member states generally have the highest levels of net 
equity as a percentage of GDP. The Corporatist and Social Democratic countries 
(with the major exception of Austria and France) tend to have least (Fig.  3.1 ).  

 Estimates reported by Altissimo et al.  (  2005  )  and Boone and Girouard  (  2002  ) , 
again for just a few countries, indicate that housing assets typically constitute 
between 35% and 60% of gross household assets (Table  3.3 ).  

  Fig. 3.1    Housing equity as % of GDP (EU25) (Source: Authors’ calculations)       
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 These studies also show that the ownership of housing and non-housing wealth 
is not evenly spread across households. The ownership of shares, which in many 
countries constitutes a major source of total assets, is not widely distributed among 
households: in general, in the larger EU economies households in the bottom three 
quarters of national income distributions own only a small proportion of the total 
share assets; this proportion in most of the countries being 10% or less. In contrast, 
homeownership – as reported in Chap.   2     – is more evenly spread, so that in general 
the ‘allocation of property wealth across households appears more evenly distributed 
than that of  fi nancial wealth’ (Boone and Girouard  2002 : 181). 

 Because older Europeans have typically paid off most if not all their housing 
loans by the time they retire, for them net housing equity forms a particularly 
signi fi cant part of their total net wealth. Table  3.4 , also from the SHARE data, 
indicates that for households with a head aged over 55 years, housing constitutes at 
least half of net worth and in the cases of the Southern countries over 80%.  

 Country 
 Total assets 
as % GDP 

 Housing assets 
as % total assets 

  Corporatist  
 France  440  47 
 Germany  371  51 
 Netherlands  479  38 

  Mediterranean  
 Italy  447  49 
 Spain  521  64 

  Liberal  
 UK  490  39 
 USA  471  27 

  Source: Altissimo et al.  (  2005  )   

 Table 3.3    Housing as part 
of household assets (2000)  

 Home as % net worth 

  Corporatist  
 France  72 
 Austria  60 
 Germany  54 
 Netherlands  59 

  Social democratic  
 Denmark  68 
 Sweden  66 

  Mediterranean  
 Italy  82 
 Spain  86 
 Greece  85 

  Source:    Lefebure et al.  (  2006  )   

 Table 3.4    Percentage of net 
worth accounted for by the 
home 2004  
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 Although the picture developed in this chapter is lacking comprehensiveness, 
especially in relation to the Eastern member states, it seems safe to conclude that for the 
average European, homeownership forms a major share of personal wealth: as Altissimo 
et al.  (  2005 : 14) put it: ‘housing wealth continues to play an important role in all 
countries’. Housing wealth constitutes by far the biggest single share of net worth across 
households as a whole, but is particularly important for older households. It is also 
particularly important in Mediterranean countries where average  fi nancial wealth 
appears to have only a small share of total net worth, though given the limited country 
coverage of the data presented it is not possible to determine whether both in these 
countries and those of Eastern Europe there are regime or GDP effects operating.  

    3.2.3   What In fl uences the Size and Composition of Wealth? 

    3.2.3.1   Quantitative Studies 

 Given the limited availability of harmonised data, it is perhaps not surprising 
that there has not been the development of a large body of quantitative research 
investigating and accounting for variations in the composition of household wealth – 
especially the relative share taken by housing assets – across countries. Moreover, 
much of what there is focuses not on cross country variations, but on the explanation 
of changes over time in one country. In these, changes in composition over time are 
generally presented as a direct consequence of trends in house prices and share 
prices. Thus, one study reports that ‘in the period 1995–2000  fi nancial wealth rose 
as a percentage of GDP in all countries as a result of strong equity price increases’ 
(Altissimo et al.  2005 : 13) while another, that ‘the proportion of wealth held in 
shares has increased to a different extent across countries since 1990…. however, 
over the past two years, the relative weight of shares has reduced dramatically with 
the collapse of their prices’ (Boone and Girouard  2002 : 177). 

 A few studies have focussed more sharply on the search for explanation of the 
relative contribution of different asset types in household savings. For our purposes, 
these studies, too, have limitations. First, as    Pelizzon and Weber (2008) point out, 
much of the work on the composition of household portfolios has concentrated on 
understanding the composition, not of total household wealth, but solely of  fi nancial 
wealth. For example, Guiso et al. (2002) examine household stock ownership in a 
number of European countries, noting that over the preceding 10 years this had 
grown as a consequence of a variety of developments:

  Some of them were transitory, such as the high stock returns in the 1990s, but many are 
permanent: the privatization of public utilities, the demographic trends, and the growth of 
mutual funds industry that allowed European investors to acquire diversi fi ed positions in 
stocks at much lower costs than through direct acquisitions (Guiso et al. 2002: 7).   

 Whatever the value of such insights, they concern a speci fi c and not even, 
necessarily, a major element in total household wealth, and certainly not one that 
throws any direct light on issues relating to the relative role of homeownership. 
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 A second general limitation is that a number of studies have analysed a more 
complete de fi nition of assets, but have empirically focussed on only one country 
(e.g. Le Blanc and Largarenne 2004; Milligan 2005; Pelizzon and Weber 2008). 
In such studies, the national context ( fi nancial markets, tax systems and so on), 
though it may develop over time, is a given, so that the analysis does not explore 
how differences in national contexts structure households’  fi nancial decisions.  

    3.2.3.2   Qualitative studies 

 Different and in some ways more useful insights into in fl uences on decision making 
leading to the dominant positions of housing assets in the composition of household 
wealth are provided by our interviews. It was apparent across all eight countries 
that decisions about housing re fl ected its dual nature as both an investment and a 
consumption good, with some responses stressing one and some the other. The decision 
to buy a dwelling in the early stages of the life course, for example, was not generally 
associated with retirement planning, but more as a means of acquiring a decent roof 
over the head, re fl ecting a view of owner occupation as a ‘home’:

  W: The only thing we calculated is the monthly debt and that is not higher than the rent we 
would have to pay for a dwelling we like. That means a relatively big dwelling with 150 m 2  or 
so. So for that we would have to pay as much rent as we pay for the credit now. 
 M: So for us the function of the house is habitation… the impossibility to lose that living 
space because a landlord determines the tenancy. Thereby we actually didn’t think of an 
investment. 
 (German couple, 65–75 years) 

 I see my home as something to live in… for as long as possible… No, no, no other options 
and… those whatever you name, I just want to live here in peace until death and so… 
 (Slovenian, 65–75 years) 

 Common sense would say yes [the home is a  fi nancial resource], but it is not something that 
is a big factor. It is not something that consumes us all the time, thinking ‘oh it is worth so 
much now’. Yes, it is a kind of stability, but we are old and when you are old you die, so… 
it is not something that you are going to be frantic about. 
 (British, 65–75 years)   

 Additionally, when asked whether owner occupation would provide them with 
 fi nancial security in old age, interviewees sometimes rejected the question. Indeed 
they often saw maintaining the house as so expensive that it could actually be a 
burden. However, as described in Chap.   2    , households often thought of buying as a 
better option than renting. The latter is, by many, considered as a waste. So although 
people do not explicitly mention the house as part of an investment strategy, they do 
see buying a house as not wasting money, but as a wise decision. 

 At the same time, when talking about old age and pensions, some intervie-
wees in all countries appeared to see their home as another potential source of 
income. This was not always a spontaneous response, but was acknowledged 
after prompting by the interviewer. In Finland, Germany, Slovenia and the UK, 
younger interviewees were more likely to envisage the home as a source of 
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income than older ones. In the Netherlands, the self-employed – who, because of 
the pension system needed to have a more extensive private provision strategy 
than employees – regarded their home as a particularly important potential 
source of income in retirement. In Hungary and Portugal it was mostly the inter-
viewees without children who regarded the owner-occupied dwelling as a valu-
able potential source of income as they had no need to leave the dwelling as a 
bequest. 

 Interestingly, when asked what interviewees would have done differently with 
respect to their  fi nancial planning, looking back: in Belgium, Finland, Germany, the 
Netherlands, Slovenia and the UK, some interviewees regretted that they had not 
invested more or earlier in an owner-occupied dwelling. In Finland and Germany, it 
was stated that the  fi nancial crisis had shown that housing is a good and stable 
investment, much more so than investments on, for instance, the stock market.

  To me that [the  fi nancial crisis] shows somehow that maybe especially real estate is not such 
a bad investment. Or in fl ation, many are talking about in fl ation; that’s even rather positive 
concerning the mortgages. 
 (Germany, 25–35 years) 

 Well, maybe, if I would have known what I know now, I would not have invested my money 
in stocks. I would have bought a house ten times more expensive than this one, twenty 
years ago. Because since then, it overturned 3 times! If I would have done that, I could 
stop working now. But yeah, you don’t know these things beforehand. 
 (Netherlands, 45–55 years)   

 Investment in real estate appeared a popular, potential way to build up  fi nancial 
means and  fi nancial security for old age among the youngest interviewees. In all 
countries, except the United Kingdom, interviewees said they would like to invest 
in a second property, while others expected to inherit properties. This would provide 
a rental income to supplement their pension and, if large sums of money were 
required, then the property could be sold.

  We plan to, in retirement, live on the management of the patrimony we have. We have con-
trolled things so far and it is likely that our pensions are enough to live comfortably off. 
Besides we are counting on inheriting some houses that will increase our income. Thus, we 
are not that worried. 
 (Portugal, 45–55 years)   

 A number of households in most countries already owned investment properties 
although in Slovenia, Germany and the Netherlands these tended to be the more 
af fl uent interviewees or those from af fl uent families. 

 These results suggest that housing plays an important role in household 
strategies. When people are asked why they buy, they do not explicitly mention 
building assets or pension. However, when exploring old age strategies, housing 
is often mentioned and in particular the fact that housing expenses are low in 
old age. Buying a house is mostly not an explicit portfolio decision as was suggested 
in the previous section; it seems primarily a consumption decision and in the 
second place an investment decision. One could say that housing is a semiconscious 
pension strategy for many.  
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    3.2.3.3   Portfolio Analysis 

 Following on from both quantitative and qualitative research, is it possible to provide 
an understanding, at least in the statistical sense, of the variation across countries 
of the position of housing in the composing of household wealth? One way of 
approaching this is through the use of portfolio analysis, which begins by considering 
the investment returns available to households in different countries for two asset 
types that often predominate in average household net worth: shares and housing. 
Data available from the OECD for a limited set of European and non-European 
countries – which do not include any of the Eastern group – over the period 1991–2006 
indicate signi fi cant differences in equity returns (Table  3.5 ). Italian, German and 
UK equity markets experienced low average real returns, being below 4%, com-
pared to those in the USA, Denmark and Belgium, where growth was over 6%. The 
averages hide the returns for any individual year and most countries have seen 
returns over 30% in some years; only Australia, the UK, and the USA saw the maxi-
mum annual returns below 30% over the sample period. On the other hand, in some 
years most countries saw a negative return in real share prices of over 20%, with only 
Australia and Belgium not suffering such a decline. The volatility of the percentage 
change of real equity prices is given by the standard deviation, and high volatility 
was experienced in Italy, Netherlands and Norway.  

 Returns from real house prices, given in Table  3.6 , show variations in the increase 
in the real value of housing wealth. Only in Belgium, Denmark and Norway did hom-
eowners receive average returns of more than 5%, while there were negative returns 
for German homeowners with returns in Italy averaging only just above 1%.  

   Table 3.5    Stock market returns: 1991–2006   

 Mean  Median  Maximum  Minimum  Std. Dev. 

  Corporatist  
 France  5.2  9.6  29.5  −26.5  18.5 
 Belgium  6.1  5.2  31.5  −18.0  16.3 
 Germany  3.0  7.3  30.1  −29.9  19.7 
 Netherlands  5.8  11.1  37.9  −34.5  20.1 
 Australia  5.5  6.9  17.9  −7.0  7.9 

  Social democratic  
 Denmark  6.5  6.7  33.4  −21.0  16.2 
 Norway  4.5  4.1  36.5  −26.9  21.3 

  Mediterranean  
 Italy  2.9  10.2  45.3  −26.0  21.6 

  Liberal  
 UK  3.4  6.6  17.9  −20.4  11.4 
 Canada  5.9  6.4  30.1  −23.9  13.3 
 USA  6.3  6.6  24.6  −20.0  13.0 

  Source: Authors’ calculations  
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 Comparison between Tables  3.5  and  3.6  indicates that, for the period 1991 to 
2006, in all countries, except the UK, returns from equity markets exceeded 
those from owning dwellings. Further, the maximum real returns to the home-
owner in any one year were below 20%, considerably below those in the stock 
market. The negative returns were highest in Norway – at 10% – which, with the 
exception of Australia, were not so extreme as those experienced in the stock 
market. As can be seen from the standard deviations, the growth of real house 
price was relatively steady in each country, with volatility for real house price 
returns being lower than that in real share prices. Overall, then, housing appears 
to offer a lower rate of return than shares, but with less risk. 

 Against this background of returns from the two major asset elements in 
household net worth, techniques from the theory of  fi nance, speci fi cally portfolio 
analysis, provide one insight. From this, it can be assumed that, in order to con-
struct the optimal composition of their wealth, households will not just analyse 
the returns from the various assets individually, but also consider the correlation 
between the returns from different asset groups. As a rule, they will seek to bal-
ance their portfolios such that when one asset group falls in price, another will 
increase. In other words, there is an expectation that the correlations of asset 
group prices would be negative. In fact, based on the same data presented in 
Tables  3.5  and  3.6 , for half of the countries in our sample, they were positive 
(Table  3.7 ). A possible explanation for this is that household behaviour is 
in fl uenced by the fact, as indicated by the interview evidence, that housing is 
widely seen as both an investment and a consumption good. Consequently, 

   Table 3.6    Real house price returns: 1991–2006   

 Mean  Median  Maximum  Minimum  Std. Dev. 

  Corporatist  
 France  3.5  4.4  12.9  −4.3  5.9 
 Germany  −1.0  −1.4  2.7  −3.6  2.1 
 Belgium  5.8  5.1  14.1  0.2  3.2 
 Netherlands  5.3  4.9  15.7  −2.3  4.8 

  Social democrat  
 Denmark  5.4  5.1  16.7  −2.7  5.4 
 Norway  4.2  6.7  11.3  −10.0  6.3 

  Mediterranean  
 Italy  1.1  3.5  7.2  −8.3  5.6 

  Liberal  
 UK  3.7  4.7  13.6  −9.4  7.3 
 USA  3.1  3.6  9.4  −2.3  3.3 
 Australia  3.9  3.8  14.7  −2.3  5.1 
 Canada  2.3  1.7  9.1  −5.5  4.4 

  Source: Authors’ calculations  
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household behaviour will follow not only from the relative returns from their 
home but also from their desire to continue (or not) consuming their present 
housing services. Among other things, this suggests that, while in some con-
texts standard portfolio analysis may provide useful insights, where housing 
assets are involved, it does not provide a convincing picture of household 
behaviour.   

    3.2.3.4   Regression Analysis 

 An alternative approach to portfolio analysis uses multivariate regression analysis. 
Based on the existing literature and the statistical evidence of the cross-country 
variations of net worth, it is possible to identify a number of variables that might 
in fl uence the proportion of net worth held in the form of housing (Box  3.1 ). 

 The  fi rst two variables are intended to capture the effects of changes, in the 
previous year ( t –1), in the returns from shares and housing, respectively. The 
effects may be direct, that is arising as a consequence of changes in asset prices, 
but they could arise, instead or also, as a result of adaptations in household 
behaviour responding to the asset price changes. The variable measuring interest 
rates is included as this might be expected to in fl uence both the availability of 
loan  fi nance, which in many countries is critical to house purchase, and the 
value of equities. Income, measured as GDP, per capita is included in order to 
establish whether the level of GDP is an important determinant of the overall 
orientation towards homeownership. Finally, average state expenditure on older 
people is included to capture the possible impact on saving of the generosity of 
state welfare provision on portfolio decisions. 

  Corporatist  
 France  −0.030 
 Germany  −0.118 
 Belgium  0.372 
 Netherlands  0.492 

  Social democratic  
 Denmark  0.653 
 Norway  0.738 

  Mediterranean  
 Italy  −0.333 

  Liberal  
 UK  −0.266 
 USA  −0.263 
 Australia  −0.377 
 Canada  0.046 

  Source: Authors’ calculations  

   Table 3.7    Correlations: real 
stock market returns and the 

growth of real  house  prices    
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 The analysis uses a rather limited set of countries. Whereas the examination above of 
returns from shares and house prices was restricted to seven EU and four non-EU 
countries, the data set available for an econometric investigation of the composition of 
wealth is even more restricted. The OECD series used provides measures of total house-
hold wealth for only seven countries, but it provides a measure of housing wealth for 
only  fi ve – Canada, Germany, France, Great Britain and Italy. This clearly limits the 
extent of generalisability from the  fi ndings. The series is also restricted to the relatively 
short period 1996–2003. While this also has implications for generalisability, the period 
is at least one in which expanding economies, low interest rates and deregulated of 
 fi nancial markets would have facilitated behavioural change by households. 

 Following initial tests of the data and, given the short time series dimension of 
the data set, the seemingly unrelated regression estimation (SURE) procedure was 
employed. The restrictions that this places on the error term appear plausible, given 
the integration of capital markets, the cross-holding of assets and the mobility of 
households. Table  3.8  presents the parameter estimates and the associated t-statistics. 
The results are broadly consistent with the literature in demonstrating the expected 
impacts of changes in equity prices. The negative coef fi cient on the variable measuring 
changes in equity prices is signi fi cantly different from zero and indicates that, over 
the period 1996–2003 for the  fi ve countries sampled, increasing equity values led to 
decreases in the contribution of housing assets to overall household savings. It is not 
possible to conclude from this, however, the extent to which the effect can be attributed 
to a change in asset prices or to a change in behaviour, with households, in response 
to rising share values, investing more money in shares.  

 The coef fi cient measuring the returns from housing is positive, suggesting that 
when house prices increase, net housing wealth increases as a share of total net 
wealth. However, the coef fi cient is not signi fi cantly different from zero so that this 
cannot be a strong conclusion. There are a number of possible explanations for the 
lack of signi fi cance. It is possible that housing is considered not only an asset but 

  Box 3.1  

    

t 0 1 t 1 2 t 1

3 t 4 t 5 t

LHOUSING b b CLEQUITIES b CLHOUSEPRICES

b LINT b LGDP b LSPENDING
- -= + +

+ + +     

 Abbreviation  Variable de fi nition 

 LHOUSING  Log of net housing wealth as % total net wealth 
 CLEQUITIES  Change in log of real price of equities 
 CLHOUSEPRICES  Change in log of real house prices 
 INT  Interest rates 
 LGDP  Log of GDP per capita 
 LSPENDING  Log of average state spending on older people 
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also a roof over the head. As the evidence from the qualitative research indicated, 
buying a house is both an investment and a consumption decision, and may therefore 
not be strongly determined by house price increases. A second possibility is that 
some households respond to increases in house prices and thus to their total wealth 
by extracting some of the increase using an equity release product. Study of the 
wealth effect indicates that such behaviour is more pronounced in countries with 
highly deregulated mortgage markets – Canada and Great Britain in the data set 
used here (Catte et al.  2004 ; Kluyev and Mills  2007  ) . Another possibility is that for 
at least some of the  fi ve countries over the period 1996–2003, there was a positive 
correlation between equity and house price increases. 

 The period covered by our data was one of generally low interest rates and positive 
economic growth. The results show a tendency for higher interest rates to result in 
an increase in the relative contribution of housing assets. This may be a consequence 
of the general rule that increases in interest rates impact negatively on share prices, 
so that the shifting composition arises not because households hold more housing 
wealth but that they own less share wealth. The results also show that with increasing 
GDP per capita, the composition of wealth shifts towards housing, which may 
re fl ect the general long-run relationship between increasing economic prosperity in 
a country and increasing homeownership rate: with more wealth, more people 
become homeowners and more people therefore hold housing wealth. 

 The coef fi cient on spending on the elderly is signi fi cant possibly because of the inter-
relationship between individual life cycle consumption–investment strategies and welfare 
state spending. The coef fi cient suggests that where older households can expect to 
receive high levels of support from the state, for example, through state pensions, long 
term and other health care spending, there will be less need for individual households to 
accumulate non-housing assets. Contrary to much of the literature about trade-off between 
homeownership and state spending, our  fi nding suggests that the trade-off may be 
between non-housing assets and state spending. The basis of this may be that irrespective 
of the contribution of the state, households will still need somewhere to live and will, 
for consumption reasons, invest in housing anyway. Further, given that generally housing 
assets will be less liquid than non-housing assets, the latter may be perceived as more 
usable for meeting consumption needs, households will accumulate fewer non-housing 
assets. So, for our  fi ve countries over the 1996–2003 period, the generosity of state spend-
ing on older people does seem to impact on household investment behaviour. However, 
the main impact may be on reducing the perceived need to accumulate liquid assets. We 
will return to this issue in the next chapter.    

   Table 3.8    Parameter estimates   

 Variable  Coef fi cient   t -statistic 

 LCEQUITIES  −0.047600  −6.588062 
 LCHOUSEPRICES  0.029317  1.078288 
 INT  0.004170  2.169258 
 LGDP  0.574258  10.11738 
 LSPENDING  0.715603  10.08832 
 No. of observations  40 
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    3.3   Housing Debt 

 Given the lumpiness of housing and its high costs relative to both average incomes 
and to average amounts of household wealth, the ability of European households to 
acquire homeownership is often dependent on some  fi nancial mechanism that allows 
them to consume in advance of saving. For some individuals, particularly in coun-
tries with a strong familial tradition, this may be achieved through inheritance or the 
pooling of the resources of the extended family. For some, however, smoothing is 
facilitated by  fi nancial markets through which loans are made to households which 
are repaid over time from future income. Generally, such housing loans, or mort-
gages, are secured against the collateral of the home itself. The expansion of  fi nancial 
markets and mortgage debt across European countries over recent decades is thus 
particularly important in understanding how European households build up their 
savings over time. 

 As shown in Chap.   2    , the total amount of outstanding mortgage debt to the house-
holds in the EU27 member states is now very large, being approximately equivalent 
to one third of total or gross housing equity, but with large variation across member 
state. Figure  3.2 , along with Fig.   2.2    , shows that mortgage markets are relatively 
small – below 20% of GDP – in the Eastern member states, and comparatively under-
developed, generally between 20% and 40%, in the Corporatist regime countries. 

  Fig. 3.2    Mortgage debt as percentage of GDP (Source: European Mortgage Federation 2010)       
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Mortgage markets are much more developed, however, in both the Social Democratic 
and the Liberal countries.  

    3.3.1   What In fl uences the Size of Household Debt? 

    3.3.1.1   Quantitative Studies 

 Systematic examination of the factors underlying the variation across member states 
in mortgage indebtedness has been restricted to a small number of studies. In addition 
to the (now familiar) problems of the availability or rather lack of availability of 
harmonised data over a suf fi cient number of countries and a suf fi cient number of 
years are other analytical dif fi culties. Important here is the fact that, seemingly 
increasingly, not all mortgage debt is taken in order to save in the form of homeown-
ership or indeed to save at all. The increasing  fl exibility of  fi nancial products means 
that it cannot be assumed that mortgage debt has been taken out solely for purposes 
of house purchase. In addition to formal equity release products aimed at older 
people, in practice some housing equity withdrawal is undertaken at various stages 
during the ownership of a home, often in order to substitute for consumer credit that 
is more expensive (OECD  2006  ) . Indeed, this is only one aspect of the possible 
interactions. Financial market imperfections may mean that households and even 
businesses are constrained in their borrowing so that increases in collateral which 
commonly occur through the housing market may increase their borrowing capacity. 
The argument has been put by Bridges and her colleagues:

  If the borrowing constraint of indebted households is tied to the value of their home, rising 
housing wealth underpins higher indebtedness by permitting households to increase their 
secured (collateralised) borrowing. And unsecured debt, such as credit card borrowing, may 
also be higher if households ‘feel’ more wealthy as a result of house price rises. Moreover, 
where credit providers and credit bureaux treat homeownership and/or the value of housing 
equity as a signal of current and future household wealth, this permits homeowners access 
in terms of credit that would not be available were they to rent property rather than to own. 
(Bridges et al.  2004 : 3).   

 Notwithstanding the overlap between housing and other forms of credit, Bridges 
et al.  (  2004 : 11) indicate for the UK that the ‘cycle for consumer credit as a whole 
matches the economic cycle’ while also reporting that different types of credit, for 
example, credit card borrowing, might behave differently. It does appear, however, that 
the level of household debt is consistent with the LCM. Debt is highest among young 
(below 35 years old) and middle age adults, declining sharply among those above 
65 years (OECD  2006  ) . Brown and Taylor (2005), on the other hand, found that while 
this was the case for Great Britain and Germany, the USA pattern was different. Further, 
in a study of 11 countries in the eurozone, total lending to the privates sector – which 
was roughly equally split between lending to households and to corporations – was 
found to be positively related to real GDP and negatively related to interest rates, 
suggesting that debt increased when economies were expanding rapidly and when 
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the cost of borrowing was low (Calza et al.  2001  ) . Broadly, the argument has been 
substantiated in a study of 16 industrialised economies. 

 Evidence for the USA suggests that the demand for mortgage debt is not simply 
driven by the demand for housing, and is highly responsive to the arrangements 
enabling mortgage interest payments to be deducted from income tax liability 
(Follain and Dunsky  1997  ) . The viability of this, as a general rule, that tax systems 
that alter the after-tax returns of a given investment resulting from national tax systems 
affects asset selection, is not supported by study of mortgage debt in Italy (Japelli 
and Pistaferri  2002  ) . Indeed, reform resulting in the withdrawal of mortgage interest 
relief in that country did not show evidence of any change in the demand for mortgage 
debt. In contrast, a study of the EU15 member states indicated that the growth over 
time in mortgage debt was affected by net interest rates, that is, taking account of 
the impact of mortgage deductibility arrangements (Wolswijk  2008  ) . In addition to 
tax deductibility arrangements, the latter study demonstrated that increases in 
national rates of mortgage debt have been positively affected by  fi nancial deregula-
tion measures, stock market growth and house price increases (Wolswijk  2008  ) . 

 Incomplete as they are in providing an understanding of the cross-country variation 
in the development of housing  fi nance markets, these studies point to a number of 
general conclusions. First, because the acquisition of homeownership is both a con-
sumption and an investment decision, mortgages provide not only a means of 
acquiring somewhere to live in advance of having saved the full cost of purchase, 
but also a means of transferring saving from money income into saving in the form 
of real estate. Furthermore, as  fi nancial products increasingly have been directed not 
just at the problem of house purchase, based on a notion that people will gain access 
to homeownership, perhaps in their early working years, and gradually over the 
course of say 20 years make repayments so that they end up in late working life as 
outright owners. In other words mortgages do not simply provide a means of smooth 
 fi nancial entry into homeownership. Increasingly,  fi nancial products also provide a 
means whereby housing wealth can be realised. In that way housing  fi nance markets 
have become vehicles for both saving and dissaving, so that they have relevance to 
the study of the relationship between housing wealth and income throughout the 
entire working and post-working parts of the life cycle. 

 Secondly, on the balance of the evidence from the existing empirical research it 
seems likely that GDP and interest rates are important determinants of levels of 
mortgage lending, while the precise role of tax systems including mortgage interest 
deductibility is less clear.  

    3.3.1.2   Qualitative Studies 

      Why Do People Have a Mortgage? 

 How do households view their decision to take a mortgage? Our interviews show 
that, as with the decision to become a homeowner, mortgages were often viewed not 
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simply as part of investing for the future but as a necessary concomitant of wanting to 
consume a certain type of housing. Since very few people in their younger years 
have suf fi cient funds to purchase a house outright or have inherited one, a loan was 
essential. Indeed, in many cases interviewees found the question of why did you 
 fi nance the dwelling this way rather odd, they had the feeling they had no other 
choice. A response from a Belgian interviewee was typical: 

 If there was another way to surpass the banks, I would certainly do that, but I did not have 
the money, so I had to lend it. (Belgium, 45–55)   

 Even where a loan was sought, other  fi nancial help was often required. For 
example, in Hungary very few younger people can buy a house unaided and com-
monly the family is looked to for help. This help can have different shapes:  fi nancial 
gifts, family loans, a guarantee for the bank and also labour from the family, as a 
Slovenian example illustrates.

  We got some credits… very little, those that you could get in the past from  fi rms…but 
mainly with our own money. We were doing construction for about ten years, this means 
slow… the pace … so you can build with your own money (Slovenia, 45–55 years).   

 In general, the help is necessary because in most European countries, the 
Netherlands being a major exception,  fi nancial institutions will lend only a proportion 
of the value of the home.  

      Priority Placed on Paying Off Mortgage Compared to Other Priorities 

 The responses to questioning about the best use of an unanticipated inheritance for 
someone with an outstanding mortgage revealed attitudes towards indebtedness. 
None of the 240 interviewees explicitly mentioned using the money for pension 
building, with only some older people in the Netherlands mentioned a life insurance 
as a preferred way to spend the money. Most interviewees recommended paying off 
the mortgage. This was particularly the case with older interviewees for whom 
having a debt was considered most undesirable. In particular, in Hungary, having a 
mortgage is considered very risky, something to get rid of as soon as possible, a 
view that re fl ects the recent problems that many with mortgages in foreign currency 
had experienced.

  The priority should be to repay the house as soon as possible and after that have a good 
life… Because today, being without a loan, I think, that is the best thing… (Slovenia, 
25–35 years). 

 W:  Pay off the house! In either case,  fi rst of all. 
 I :    Why would you advise that? 
 W: So that the interest costs are because the payable interests are never as high as the credit 
rate. So paying off the house makes sense in either case. (Germany, 45–55 years) 

 They should pay some of the mortgage off to reduce the burden, it is dif fi cult to save at 
the moment but they need to look at some sort of saving plan for their children’s education. 
I would not advise them to blow it! Paying your mortgage off is such a boost, it makes such 
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a difference and they would have more money each month – they should do something 
sensible with it…but it is okay me saying that now, would I have been so sensible in my 
thirties? (UK, 65–75 years).   

 However, in some cases paying off the mortgage is weighted against other 
options. Low interest rates appear to play a role in Finland and Portugal, countries 
where a variable or short-term interest rate is common. The way homeowner-
ship is taxed is also relevant here.

  My  fi rst answer would be repaying the mortgage. But there is a detail here. The best rate the 
average Portuguese may get is the rate for housing credit. So, if I decide to use the 30.000 
euro to repay the mortgage and then I need them for schooling expenses or anything else, 
when I get the loan the rate will be three or four times higher than what it would be if it was 
housing credit. Thus, if the person thinks s/he may need the money, it is not worthy to repay 
the mortgage. And if they have other credits, then the best is repaying them. (Portugal, 
25–35) 

 F:   I would amortize the debt. 
 M: Yes, I would rather do the same though it is very affordable now with the low interests. 
But here one should know of course how much they have money for everyday expenses; are 
they having a bit tight or not? Anyway, I wouldn’t  fi rst go and buy a boat, for instance, with 
that sum of money, because then the money would be spent in the boat and their expenses 
would grow even many times bigger. But, the most sensible thing to do, as I see it, would 
be to pay off the debt in order to release some more playing money. 
 F: So I do also. But a bank person might say: with 1,65, in no way !  Good heavens! (Finland, 
45–55) 
 See if it is pro fi table to pay back the mortgage, because you can always use the mortgage to 
reduce your taxes. (Belgium, 45–44) 

 I would invest and put aside for emergencies. I would certainly not pay back the mortgage, 
else it is no longer tax deductible. (Belgium, 45–55)   

 Tax advantages for homeowners appear to play a role in Belgium, Finland 
and the Netherlands. In the Netherlands only one third of the interviewees con-
sider  paying off the mortgage, which undoubtedly is caused by the favourable 
tax treatment. In these three countries, households can deduct the mortgage 
interest from their taxable income; in the Netherlands, this deduction is without 
limits and means that one third to half of the interest payments is paid by the tax 
authority. 

 The outcomes of the interviews demonstrate that in most countries households 
have a mortgage because they have no other option. Many households in many 
countries emphasise they want to pay off the mortgage as soon as possible. However, 
other households explain that if they have money, the last thing they would do would 
be to pay off the mortgage. The institutional context obviously plays a role here. In 
Belgium, Finland and, in particular, in the Netherlands, it is  fi scally attractive to 
have a loan. This  fi scal incentive appeared to play a decisive role in having and not 
paying off a mortgage. This is in fl uenced by the tax policy that turned the inclination 
to have no debt into considering mortgage debt as something attractive and part of 
a smart strategy. The result of this is that households build less housing equity, since 
non-housing assets are more attractive.   
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    3.3.1.3   Explaining the Level of New Mortgage Debt 

 Statistical analyses of the variations shown in Fig.  3.2  are hindered by the length of 
the time series necessary. This arises because the outstanding stock of mortgages 
captures the borrowing decisions made by households and  fi nancial institutions over 
a long period of time; in most countries the average length of a mortgage contract is 
some 20 or more years. Lags of a considerable length would have to be employed to 
capture the determinants of mortgage demand and supply for the proportion of 
mortgages from a particular year in the mortgage stock. Given the short length of 
the data set, such an approach would be implausible. In contrast, analysis of the 
volume of new gross mortgage lending is not so hampered. Furthermore, the 
speci fi cation of any variable relating to interest rates is also easier. Financial deregu-
lation has resulted in a multitude of mortgages offered to the public. As mortgages 
differ in their details, for example, the duration and ability to have payment holi-
days, the cost to the household to borrow funds for homeownership will differ 
according to the speci fi c features of the loan. The European Mortgage Federation 
has constructed a variable measuring the interest rate on new mortgages, which 
captures the diversity of products in each country. 

 Box  3.2  identi fi es the variables included in the model to explain new lending The 
mortgage interest rate and the house price variables are intended to capture the cost 
of house purchase. For its part, the price of equities is intended to capture stock 
market growth. The relevance of this is that most mortgage providers require some 
form of collateral. There are various forms for households to hold their stock of 
wealth, for example, cash in a savings account or shares in the stock market, and the 
proportions held depends upon a risk return trade off and the preferences of the 
household. However, the only type of asset that is easily observable is the real price 

  Box 3.2  
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 Abbreviation  Variable de fi nition 

 LMORTGAGE  Log of new, real gross lending on mortgages in year t. 
 LGDP  Log of GDP per capita 
 MINT  Mortgage interest rates 
 LHOUSEPRICES  Log of real house prices 
 LEQUITIES  Log of real price of equities 
 LOVER60  Log of proportion of population aged over 60 
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of equities, and this can also be considered as a measure of the dif fi culty of obtaining 
a deposit. Finally, a variable measuring the proportion of the population aged over 
60 is included in order to capture the impact of dissaving through equity release 
products. 

 The countries in the data set are limited, by the availability of suitable measures, 
to Belgium, Germany, Denmark, Spain, France, United Kingdom, Ireland, Italy, the 
Netherlands and Sweden. The individual variables are derived from OECD and 
European Mortgage Federation sources and cover the years 1988–2007. Initial tests 
on the data indicate that non-stationary estimation techniques are required. An 
advantage of the Pooled Mean Group estimator which is used here is that it allows 
the intercept, short-run parameters and error variances to differ across countries 
(Pesaran et al.  1999  ) . The long-run coef fi cients are restricted to be the same for each 
economy, which may be plausible given the level of  fi nancial integration across the 
European Union by the end of the sample period. In effect, then, the analysis takes 
the cross-country differences shown in Fig.  3.2  as given starting points, with the 
variables in the model intended to explain the year-on-year development from those 
individual country starting points. 

 The results are presented in Table  3.9 . Because the data are non-stationary, as 
tests of signi fi cance the z-values do not have conventional distributions. However, 
the z-values on the  fi rst two variables are suf fi ciently large, relative to conventional 
distributions, that their coef fi cients are clearly signi fi cantly different from zero. 
Higher GDP is associated with more mortgage lending, which is consistent with a 
general tendency across the countries included for higher national income to lead to 
more people becoming homeowners and/or moving up the housing ladder.  

 Interest rates also appear related to new mortgage landing. This is consistent with 
the liberalisation of mortgage markets in many European countries which has 
resulted in lower interest rates and a freeing up of the supply of credit to the housing 
sector. In these circumstances the take up of mortgages has increased with a consequent 
easing of liquidity constraints on the saving and dissaving behaviour of households. 
It is therefore signi fi cant that we have established a long-run relationship in which 
national income and mortgage interest rates are signi fi cant drivers of mortgage debt. 

 The impact of the other three variables is less de fi nite. The coef fi cient on house 
prices is clearly not signi fi cantly different from zero, indicating that there does not 
appear to be any systematic relationship with total mortgage lending. The positive 
coef fi cient on real share prices, while probably not signi fi cantly different from zero, 

   Table 3.9    Real gross mortgage    lending   

 Coef fi cient   Z  value 

 LGDP  3.147  4.050 
 MINT  −0.144  −8.550 
 LHOUSEPRICES  −0.044  −0.240 
 LEQUITIES  0.090  1.240 
 LOVER60  −1.314  −1.380 
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suggests that mortgage debt tends to be higher in circumstances where real share 
prices are increasing faster than is generally the case. This is consistent with the 
wealth effect: where, as a consequence of large increases in asset prices, households 
deem themselves to be richer, they may seek to realise some of that wealth in 
order to boost current consumption (Catte et al.  2004 ; Kluyev and Mills  2007  ) . 
For some, the realisation may be achieved through increasing the size of their mortgage 
loan. However, the fact that the coef fi cient on the house price variable is not positive 
and, indeed far from signi fi cant, does not give great certainty to this conclusion. 

 Finally, the coef fi cient on the variable measuring the size of the over 60 population 
is negative, and although this would not appear to be signi fi cantly different from 
zero, suggests the possibility that people in this age group borrow less than those in 
younger age groups. While this would be consistent with the LCM – were mortgages 
simply vehicles for acquiring assets – the effect may be disguised by any usage, by 
people in this age group, of mortgage equity release products.          

    3.4   Conclusions 

 Notwithstanding the limited availability of even non-harmonised data restricting the 
identi fi cation of the precise situation across European member states, some aspects 
of the importance of housing in household wealth portfolios can be fairly certainly 
identi fi ed. Most prominent among these is that housing wealth constitutes the largest 
single form of wealth for the average European household, particularly so for older 
Europeans. In comparison with the ownership shares, housing equity is both 
considerably larger and more evenly spread. 

 While that much is clear, the same data limitations restrict statistical analysis 
seeking understanding of the size and composition of wealth. Based on data for only 
 fi ve countries for the period 1996–2003, analysis con fi rms that increases in equity 
prices are followed by a shift in the composition of household wealth towards equities. 
The analysis does not identify the extent to which this results from the value of 
existing share holdings increasing and/or the acquisition of large numbers of shares, 
that is, a price or a behaviour effect. In contrast, the effect of changes in house prices 
is less pronounced. The impact of state spending on older people does appear 
signi fi cant, suggesting that higher levels of spending are associated with a lower 
level of non-housing assets in the household portfolio. The limited data basis should 
prevent any strong conclusions, but these  fi ndings do suggest the possibility that the 
relationships, discussed in Chap.   2    , about a trade-off between welfare expenditure 
and homeownership, may need to be quali fi ed: the response to a lack of generosity 
in state welfare spending may not necessarily be the acquisition of more housing 
wealth but of more wealth in forms that may be more easily realisable which does 
not support the trade off hypothesis. 

 The investigation of the role of mortgage debt has been similarly restricted by 
data availability considerations. But, again, some aspects are clear. Most European 
households buy a house at some point in their life and for most of them it is the largest 
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investment they will ever make. For most households this investment can only be 
done with a loan or  fi nancial support from the family. There is an interesting picture 
of the spread of mortgage debt over Europe, with a high level of mortgages in 
Liberal and Social Democratic countries and a low level in the Mediterranean and 
Eastern countries. Across the countries included in our analysis, increasing GDP 
and low interest rates, both factors identi fi ed in Chap.   2    , appear as important 
in fl uences on national levels of mortgage debt. Other factors, including the size of 
the over 60 age group in the population, were less so. 

 To the extent that the evidence both in existing studies and presented in our 
statistical analyses, provides a picture – albeit very partial and allowing very limited 
cross-country comparison – which suggests a broad conformity with the life cycle 
hypothesis. Households certainly accumulate housing assets throughout their life 
course to form the major part of their wealth portfolios. For many, using housing 
loans provide a means of spreading payments. There can be little, if no, doubt that 
homeownership is, and is seen to be, a major  fi nancial asset. At the same time, evi-
dence from the household interviews suggests modi fi cations to this, particularly 
deriving from the fact that homeownership is both an investment and a consumption 
which is central to people’s lives. Often the accumulation of housing equity was 
seen not so much as a  fi nancial strategy as a welcome consequence of a solution to 
consuming appropriate housing. Likewise, often mortgages were not seen as part of 
investing for the future but a necessary concomitant of wanting to become a home-
owner. But the perception of mortgages differed in different countries. Indeed in 
many countries debt is seen as something to get rid of as soon as possible rather than 
a portfolio decision.                          

http://dx.doi.org/10.1007/978-94-007-4384-7_2


71J. Doling and M. Elsinga, Demographic Change and Housing Wealth: Homeowners, 
Pensions and Asset-based Welfare in Europe, DOI 10.1007/978-94-007-4384-7_4, 
© Springer Science+Business Media Dordrecht 2013

          4.1   Introduction    

 Incomplete as it is, the evidence presented in the previous chapter supports a view 
across the EU of homeownership as being a  fi nancial asset. This does not mean that 
all European households see it that way or that, even where they do, it is necessarily 
the primary motive driving their tenure and portfolio decisions – the consumption 
motive is also widely signi fi cant. Nevertheless, there is much about the observed 
housing behaviour, as well as the attitudes, of European households that indicates a 
consistency with the life cycle model. By the time they reach retirement age, the 
majority of Europeans have used some of their earned income in order to become 
homeowners, and with many having paid off any housing loans, housing constitutes 
the largest single element in their wealth portfolio. Just how large it is appears to be 
related to the characteristics of other investment opportunities, as well as the strength 
of welfare state provision in their country. 

 Both the apparent conformity with the life cycle model and the apparent 
substitutability between homeownership and pensions suggest that homeowners 
might well use their housing assets in order to contribute to their income in old age, 
in effect, to a pension. In economic terms, consumption smoothing during the 
period of retirement may be achieved, in part, by dissaving some or all of their 
housing assets. 

 The aim of this chapter is to investigate the extent to which such behaviour has 
actually happened as well as the extent to which Europeans see it as part of their life 
strategies. It starts by describing some of the cross-country differences in pension 
systems, including households’ perceptions and opinions on the adequacy of those 
systems. The rationale for starting at this point is that it provides an important context 
for whether households see the need to search for additional income at all. 

 It continues by establishing, as a background to the investigation, the range of 
ways in which housing assets can, in principle, be realised. This is complex 
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because homeownership may provide an income in kind and an income in cash. 
Each may be achieved to different extents and by different methods, which together 
can be summarised in six strategies. 

 The main part of the chapter assembles evidence from a number of sources – 
including the existing literature and published statistical information, and our house-
hold interviews – in order to identify how signi fi cant, in terms of usage, the different 
strategies have actually been. There are two elements to the broad picture. The  fi rst 
is that of a majority of older Europeans bene fi tting from low housing costs because 
of the income in kind enjoyed by outright homeowners. The second is that the dissaving 
of housing assets – gaining income in cash – is probably less common than the LCM 
would predict: in reality, Europeans tend to hang on to their housing assets. At the 
same time, there is evidence that attitudes may be changing so that future generations 
of older Europeans will be more inclined to use their housing equity to meet their 
consumption aspirations. 

 The  fi nal section of the chapter provides further evidence of the use of housing 
assets by older people through an investigation of early retirement. Across Europe, 
more so in some member states than others, there has developed a culture of early 
retirement, that is the large-scale withdrawal from the labour market some years in 
advance of formal state retirement ages. In practice, the equity built up in housing 
appears to have provided many with the means of achieving their exit from work, 
both because it provides income in kind and income in cash, the latter occurring, if 
at all, just a few years in advance of actual retirement.  

    4.2   Perceptions of the Adequacy of Pensions 

    4.2.1   Variations in Pension Systems 

 Consideration of the perceived adequacy of pensions starts from a recognition that 
each of the member states of the EU has its own unique system of pension provision 
with its own level of resources going to its retired population. Clearly, then, what is 
being assessed as being adequate, or not, will be different in each member state. 

 One typology, often applied to the older member states only, identi fi es a distinction 
between pension systems based on Beveridgean and those on Bismarckian principles 
(Castles  2004  ) . The former describes those systems in which there is a strong 
orientation towards the pension as a safety net, using means-testing or  fl at-rate 
payments to ensure that all citizens are protected from the risk of poverty. Among 
the older member states, both the UK and Ireland have Beveridgean systems. In 
contrast, Bismarckian systems relate the level of pension payments directly to the 
contributions made by workers, thus ensuring that those who had high incomes, and 
as a result high standards of living, continue to have high standards of living in old 
age; Germany and France are examples. In this typology, the Scandinavian, social 
democratic countries – Sweden, Finland and Denmark – form one hybrid, having 
both Beveridgean and Bismarckian elements, with the Mediterranean countries – 
Spain, Portugal, Italy and Greece – forming another. 
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 A second typology distinguishes between  fi rst-tier redistributive systems that 
aim to reduce poverty and second-tier insurance systems that aim to ensure not 
simply poverty prevention but a retirement income that is adequate relative to 
former earnings (Whitehouse  2007  ) . In this respect, adequacy is often measured by 
the replacement rate. The pensions which retired Europeans receive are thus dependent 
on the particular combination of redistributive and insurance objectives and of provider 
sector that collectively de fi ne the overall pension system in their member state. 
As a broad generalisation, the older member states mainly have targeted  fi rst-tier systems 
provided through their public sector combined with a mandatory second-tier system, 
also mostly through the public sector and in a majority of cases involving a de fi ned 
bene fi t scheme. In contrast, the newer member states, though with less uniformity, 
tend to focus more on a  fi rst tier with a minimum safety net and a second tier, 
frequently involving the private sector and a de fi ned contribution scheme. Overall, 
this seems to indicate a stronger social insurance element in the older than in the 
newer member states. 

 Figure  4.1  provides, for all OECD countries, measures of the replacement rates 
as well as distinguishing between public, voluntary occupational and mandatory 
private pensions. With respect to the total replacement rates, these do not closely 
match with the  fi ve regime groups, though the Mediterranean countries (with the 
exception of Portugal) appear to have particularly high rates, and the eastern countries 
(with the exception of Hungary) appear to have particularly low rates. For other 
groups, there is more variation of the Social Democratic countries; for example, 
Denmark and Norway have above-average rates, Sweden and Finland, below. 
Likewise, the composition of pensions – as between public, private voluntary occu-
pational and mandatory private schemes – also does not closely match the  fi ve 
regimes, though again each of the Mediterranean and Eastern groups of countries 
have internal consistency with both focusing on public pension provision.  

 The  fi gure also points to variations within countries. In the cases of the UK and 
Sweden, for example, the systems incorporate both de fi ned bene fi t (DB) and de fi ned 
contribution (DC) schemes with those sections of their populations falling into 
the former arrangement having higher average replacement rates. Moreover, by 
de fi nition, measures of replacement are tied to the underlying amounts and distributions 
of income from employment. They do not of themselves indicate whether, in any 
one country, all groups of society will, on the basis of their pension, have satisfactory 
standards of living. 

    A different measure of the standard of living of older people is provided by 
Castles  (  2004  )  who argues that, in practice, the standard of living of retired people 
in economically advanced countries is a function not only of the money provided by 
national pension systems but also by other welfare services and state transfers covering, 
for example, health care and subsidised public transport. He uses the term ‘generosity’, 
measured as the sum of all the state expenditure directed at older people as a 
percentage of GDP per capita. His  fi gures indicate that state generosity tends to be 
highest in the Corporatist countries and lowest in the Liberal countries, with the 
Mediterranean and Social Democratic countries lying in between. The newer mem-
ber states generally have systems that are even less generous than those of the liberal 
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countries. Within-regime-type variations, however, complicate this simple ranking: 
in the Mediterranean countries, for example, Italy and Spain have signi fi cantly more 
generous systems than Portugal.  

    4.2.2   Concerns About Pension Adequacy 

 Whereas state pensions appear to be more or less generous, another issue concerns 
the extent to which households have ensured that their personal position will be 
satisfactory. Using a subjective measure of perceived adequacy of income in old age – 
in the form of the percentage of people who are worried about whether their old age 
income is suf fi cient to enable them to live in dignity – Fig.  4.2  suggests that this is 

  Fig. 4.1    Potential replacement rates at normal retirement age: public, voluntary occupational and 
mandatory private pensions, 2009 (Source: OECD 2009)       
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often not the case. Insofar as the question asked looks to the future, however, it 
does not simply describe the reality faced by older people at the present time but 
can be expected to re fl ect assessments about likely futures of economies, public 
spending, political commitments to older people and so on. With the exception 
of the Mediterranean countries, the country differences broadly  fi t the Castles 
ranking: north-west, mainland European countries having lower proportions of 
respon dents expressing concern and Liberal and Eastern countries higher propor-
tions. Nevertheless, for all countries, the proportion of respondents expressing 
concerns is largely extending; perhaps grossed up, this might apply to as much as a 
half of all Europeans.  

 Our interviews provide further evidence of the pattern of concerns about pensions, 
indicating both a widespread support of, and trust in, the ability of the system in the 
respondent’s country to meet their needs, as well as an assessment of uncertainties, 
limitations and risks in relying on the state, with a pragmatic view that personal 
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  Fig. 4.2    Worries about suf fi ciency of income in retirement (Source: The Gallup Organization 
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responsibility was essential. In many cases, the dividing line between the  fi rst and 
second views was along generations: younger respondents were generally more 
inclined to the second view. 

 Firstly, then, the responses indicated a large measure of con fi dence in the adequacy 
of existing pension arrangements. In Belgium, Portugal, Finland, Germany and 
Slovenia, for example, most of the non-retired thought the public pension would be 
the most important source of income. In these countries, public pensions are 
weighted towards earnings-related systems and accounting for a substantial part of 
the total amount of pension incomes. 

 In general, the views of most respondents re fl ected the speci fi c structure of their 
systems. In Belgium, Finland, Germany and Portugal, interviewees mentioned volun-
tary supplementary pension schemes as an expected source of income. Interviewees 
indicated that  fi scal advantages made saving in these schemes very attractive. In 
Finland, additionally interviewees explained that it was an attractive form of saving 
because the amount was so small that it was hardly noticed. Some interviewees in 
Finland however appeared ‘angry opponents’ of these schemes. They did not want 
to put their savings in the hands of private fund managers but preferred to manage 
and control their pension savings themselves.

  [S]ometimes when you go into the bank they recommend you invest  fi fty bucks, they want 
you to start investing, and for me it feels somewhat pointless since retirement age is so far 
in the future. I’d rather put the  fi fty bucks into my own housing, in a way it’s a form of 
investing too. I mean I wouldn’t know if I’d ever even get the money. It feels so distant that 
I don’t even bother to think about it. 
 (Finland, 25–35 years)   

 Whereas there was a generally wide con fi dence in the ability of existing pension 
systems to meet needs in old age, there were strong indications of differences 
between older and younger respondents. In Hungary, the UK and the Netherlands, 
for example, the youngest interviewees typically seemed to have lower expectations 
of public pensions. They remarked that this would probably be the least important 
source of income, or they did not count on it at all. In Hungary, this is partly due to 
the often changing conditions with regard to how the pension is calculated or raised 
which make the pension system unreliable. A further factor is the general perception 
that the state pension alone – especially for a single person household – is often not 
suf fi cient to maintain an adequate living standard.

  But currently the whole system is so unstable and they say many new things, and many 
things will change, so I think by the time I will become a pensioner there will be no pension 
any more. 
 (Hungary, 25–35 years)   

 In the UK, the youngest interviewees hardly mentioned the public pension as a 
source of income as they expected this to be further reduced over time. In comparison 
with the other countries, interviewees in the UK were perhaps more aware of the 
need to make their own provision both because of relatively low replacement 
rates historically and because of the lack of con fi dence in state pensions over the 
longer term. 
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 The evidence from the interviews, then, indicates some, but by no means complete, 
con fi dence in the adequacy of the income to be derived from the pension systems 
established by member state governments. Nevertheless, a frequently expressed 
view was that governments had a central responsibility to ensure people’s needs 
were met. At the same time, in all eight countries, interviewees believed that indi-
viduals had a responsibility to work, to save money and not to live beyond their 
means and to contribute to various statutory and non-statutory pension schemes. 
In some countries (Hungary, the UK, the Netherlands, Germany and Portugal), 
interviewees felt that the state should provide an adequate pension for those who 
were unable, through no fault of their own, to provide for themselves. For the most 
part, these interviewees felt that it was up to the individual to save if they wanted to 
live very comfortably in retirement but that the state should also provide a basic 
pension for all citizens.

  Every man is the architect of his own future, if he has the adequate income […]. 
 (Germany, 65–75 years)   

 Older and middle-aged interviewees tended to see the state as having a more 
central role, remarking that as they had paid taxes, and made contributions throughout 
their working lives, the state was responsible for providing them with a pension. 
Younger people tended to believe that the state should be responsible but explained 
that it was increasingly unlikely that the state would be able to provide and that 
individuals would have to take more responsibility in the future.

  I think that responsibility is both from the State and from the persons themselves that should 
save in some funds. It is just that we got that idea of the public pension for so many years. 
People are used to that. When I started working, twenty six years ago, putting money aside 
in private schemes was not an issue. No one thought of that when I started working. There 
has been a bad management of public money, of social security. And people live longer and 
longer. All of that contributes for the state of affairs. Thus there is the need to pay longer for 
the public pension. 
 (Portugal, 45–55 years)   

 In most countries, the public redistributive pension was still considered an important 
source of income by older interviewees. However, it was evident that younger inter-
viewees overall did not expect the public pension to be as important a source of 
income in the future.

  I was always aware of it that I preferably blank out the public payments totally and say: 
‘Okay, I build it independently…’ If the state pays you anything else, it will be a bonus and 
therefore something has changed. I say I don’t count on any bene fi ts from the state anymore. 
Or so minimal, that you shouldn’t…yeah, include them. 
 (Germany, 25–35 years) 

 It will be the money of the PPR (private pension) and the State pension I will be entitled to 
someday, for the years of contribution. Eventually I mean, if I am entitled to it. There are no 
certainties, right? If we manage to keep the houses we have, another source of income could 
come from renting them. But again, there are no certainties. 
 (Portugal, 25–35 years)   

 Younger interviewees expected that saving in personal pension schemes would 
become increasingly important, as well as building up savings and assets themselves, 
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for instance, in a bank account, by investments in stocks, shares and mutual funds 
or by investing in housing. Working beyond the formal state retirement age also 
appeared to be a common feature in retirement plans. In addition, there was a widely 
expressed view that employers had a responsibility. Younger interviewees in 
Belgium, for example, believed employers had a role but felt that the state should 
regulate company pension schemes and provide a guarantee in case the company 
failed. There were particular concerns about the collapse of company pension 
schemes in the UK and the limited role that employers could play in providing 
occupational pensions compared with the past. Although many interviewees felt 
that, ideally, employers should take some responsibility for their employee’s retire-
ment, realistically, the contribution that employers could make was increasingly 
limited as huge pension de fi cits made companies uncompetitive.

  This is a dif fi cult one because I know how hard it is – you hear about it in the news.… I do 
feel that they should provide for their employees but they don’t seem to be doing very well 
these days do they? 
 (UK, 60–65 years)   

 Very few people believed that the family (apart from a partner or spouse) had any 
responsibility for their income in old age, although people in most countries believed 
that their wider family would provide  fi nancial help or help in kind if they were 
able to.   

    4.3   Using Housing Equity in Old Age: Strategies in Principle 

 Given concerns about the adequacy of existing pension arrangements, how might 
older homeowners draw on their housing assets? Dissaving of many assets is quite 
straightforward. In the case of money, it can simply be spent, while many other 
assets such as shares, bonds, works of art and so on are generally tradable, and once 
traded, the owner has cash to spend. Housing, at least in the form of homeowner-
ship, is less straightforward because of the point, to which our analyses keep return-
ing: it is both a source of consumption and a source of investment. The occupiers of 
houses receive day by day, week by week a  fl ow of housing services, the amount of 
those services relating to such characteristics as the size, and quality of the house 
and its features such as heating systems, as well as the bene fi ts provided by its loca-
tion and access to facilities and other land uses. The value of this  fl ow of services 
can be described as an imputed rent which would be equal to the amount of rent the 
household would have to pay in the rental market in order to obtain an equivalent 
 fl ow of housing services. Since homeowners do not actually pay rent (to themselves 
as owners), they can be thought of as enjoying an income in kind from the invest-
ment they have made in housing. Because older homeowners have, as reported in 
Chap.   3    , generally completed paying for their homes, this income in kind is received 
without any offsetting debt repayments. 

 So, without any act of dissaving taking place, older homeowners receive an 
income, in kind, from their former investment in housing, which has the effect of 
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boosting their income. On that basis, literally millions of older Europeans experience 
homeownership as a pension, while millions of others who are tenants do not. This 
is strategy 1 in Table  4.1 : owners who remain in their homes receive an income in 
kind proportional to the amount of housing services they previously consumed, but 
without cashing in any or all of their housing equity.  

 Without any dissaving of housing equity, homeowners may also use the income in 
kind in order to obtain an income in cash. Adopting strategy 2, they may let out part of 
their home, in effect reducing the income in kind enjoyed by them as owners, thereby 
transforming part of the potential income in kind into an actual rent while at the same 
time retaining the full equity: housing consumption is reduced, investment retained. 

 As Table  4.1  indicates, there are additional ways in which pensions can be 
boosted by homeownership. All involve the realisation of some or all of the equity, 
and all result in an income in cash. Strategy 4 involves selling the home and buying 
another, cheaper one, thus realising some of the housing equity. This will also reduce 
the amount of the income in kind but allow an increase in non-housing consump-
tion. Strategy 6 involves selling the home and renting another, thus realising all the 
equity. This may or may not lead to a reduction in the total  fl ow of housing services 
but will necessitate the payment of rent. 

 Strategies 3 and 5 are signi fi cantly different. These strategies may take the form 
of the use of a  fi nancial product, often referred to as a reverse mortgage, or the 
establishment of an agreement with a third party, which has the general outcome of 
enabling the owner to continue to enjoy the income in kind from the home, while 
also releasing some or all of the equity. In some countries, there have long been 
established legal arrangements whereby money in kind – in the form of care – or 
money in cash has been given to the older homeowner in return for legal title to the 
home on the death of the older person. In France, for example, this is the well-known 
 viager  system. Increasingly, however, there has been interest in reverse mortgages 
as equity release products, available from  fi nancial institutions, which may take the 
form of an extension to an existing mortgage or a new mortgage altogether, with 
both providing loans against the collateral of the home to be repaid according to 
some prede fi ned schedule and usually from monthly income. Alternatively, the 
product may provide a lump sum or monthly income that is only repaid on death 

   Table 4.1    Strategies for enjoying housing income in kind and in cash   

 Income in kind 

 Full  Reduced/zero 

 Income from equity  Zero  1. Continue to live in home  2.  Continue to live in home 
but let out part to a tenant 

 Reduced  3. ‘Reverse mortgage product’ 
against a part 
of the total equity 

 4.  Move down market to a 
smaller/cheaper house 

 Full  5. ‘Reverse mortgage product’ 
against all 
of the total equity 

 6.  Sell home and move into 
rental tenure 
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or at the sale of the home; this is often referred to as a reverse mortgage. These 
possibilities allow the level of housing consumption to be retained while increasing 
non-housing consumption by drawing on housing equity.  

    4.4   Using Housing Equity in Old Age: Strategies in Practice 

 Given the six possible strategies, what actually happens in practice? To what extent 
are the different strategies pursued by older Europeans? As with other parts of this 
book, the empirical evidence both from existing studies and collected by the 
DEMHOW project is incomplete. Nevertheless, it does provide some broad pictures. 

    4.4.1   Using Non-housing Assets 

 Any realisation of housing equity of course takes place in a context in which the 
older European household may not only have pension entitlements but also typi-
cally holds a range of asset types in their portfolio. A prior issue then concerns how 
far Europeans, once they reach retirement, begin to run down their total assets in a 
way which is consistent with the LCM. 

 Because the SHARE data covers households with a head aged over 55 years, it 
can provide a picture of developments over only part of the life cycle. Nevertheless, 
Table  4.1  indicates that the age pro fi le of net worth – the total value of their assets 
less the total value of all debts and liabilities – appears to indicate that households 
build up assets when in work, that is, up the age of 60 or 65, and subsequently run 
them down to  fi nance consumption during retirement. Such an interpretation is nec-
essarily tentative because the SHARE data does not allow the separation of age and 
cohort effects. If older cohorts had lower lifetime incomes than younger cohorts, 
this would result in lower average net worth, quite independently of any life cycle 
effect. A further complication is that we do not know whether those who die younger 
have different levels of net worth than those who survive. At most, what can be 
justi fi ably claimed about Table  4.2  is that the asset pro fi les by age groups are not 
inconsistent with dissaving in old age.  

 Given this, the between-country variations are worth noting. Although for most 
nations the peak level of net worth is when the individual is between 55 and 59 years 
of age, the peak in Austria is at an earlier age and for the Social Democratic coun-
tries at a slightly later age. Nevertheless, the age when individuals have amassed 
their maximum net wealth coincides roughly with their  fi nal years in the workforce. 
As the statutory retirement age for most EU nations is between the ages of 60 and 
65, this is the time in most economies when the households might start to deplete 
their stock of assets that they had built up over their working lives. 

 A further difference between countries is the age at which households saw the largest 
decline in net worth. In the Netherlands, France, Switzerland, Germany and Greece, the 
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biggest drop took place in the years immediately after retirement. However, Sweden, 
Denmark, Austria and Spain do not follow this pattern as they experienced the largest 
decrease in net worth when households were 70–74 years of age.  

    4.4.2   Using Housing Equity 

 Given the relationship between age and total net worth, it might be expected that 
housing assets similarly declined for older age groups. It is clear from our house-
hold interviews that the possibility and intention of using housing in this way is 
indeed widespread. They indicate that housing assets are sometimes considered as 
a personal solution to meeting concerns about the inadequacies of state pension 
systems. For example, in Hungary, except for the richest households, housing wealth 
appeared important for  fi nancial well-being. Many interviewees can hardly get by in 
their working lives and consequently cannot save for retirement. In Hungary, retirement 
does not logically imply that people stop working. On the contrary, many Hungarians 
will – if they have the opportunity – continue working, and the steady but low state 
pension will enable them to save, to give more  fi nancial support to the children or to 
consume somewhat more for some time. Then, if households are no longer able to 
work due to serious health problems, and they are not able to manage  fi nancially, 
they would in the  fi rst instance be supported by family members. However, if the 
family is not able to give suf fi cient support, the elderly will calculate how much 
money they could cash if they would downsize. In Hungary, downsizing appears 
often to be regarded as a realistic option. 

 In the UK and Finland, some interviewees expressed a strong distrust towards 
private pension funds; instead, they preferred to invest in bricks and mortar. In the UK, 
there have been cases where people lost their pension savings and people had become 
wary of private pension funds. In response, the youngest age group indicated they 

   Table 4.2    Median net worth by country and age group   

 Corporatist  Social democratic  Mediterranean 

 Age  FR  DE  AT  CH  NL  SE  DK  IT  ES  GR 

 <55  181  113  166.1  151.1  195.2  82.3  117.8  160.2  140.2  148.5 
 55–59  204.5  153.5  116.2  257.2  204.4  107.7  125  204.4  163  167.7 
 60–64  168  128.8  132.1  250.4  173.5  139.9  145.3  200.1  132.2  135.9 
 65–69  167.3  118.7  110.5  185.6  83.1  126.2  112.3  154.4  152.3  105.1 
 70–74  169.7  61.3  76.2  186.1  76.8  86.2  71.4  141.8  116  88.9 
 75–79  156.3  102.6  73.4  100.5  50.9  70.4  75.4  133.1  123.9  96.8 
 80–84  125.6  21.6  26  168.7  32.5  54  44.6  63.3  92.8  70.3 
 85+  95.2  5.2  6.6  81.7  9.6  42.6  38.6  10.8  103.3  48.9 

  Source: SHARE  
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would prefer to invest in their owner-occupied dwelling and to climb the housing lad-
der. During retirement, they ‘planned’ to climb down the housing ladder. 

 In Finland, it is partly the aggressive marketing for private pension insurances 
by the banks that seemed to get on young interviewees’ nerves. Furthermore, they 
preferred to stay in control of their pension savings, their  fi nancial means, instead of 
leaving it in the hands of the private pension insurers. They regarded investment in 
housing as more attractive. Compared to the youngest British interviewees, the 
youngest Finnish interviewees seemed to speak more about second properties, 
instead of their owner-occupied dwelling and a housing ladder. They stated that 
instead of being dependent on a pension fund, they would be in control of the investment 
themselves.

  Somehow it would feel like owning something concrete, it’s something there for me and if 
I die or something then it would be passed on to my children and they would get to own it. 
I enjoy owning something concrete. I don’t want them [the insurance company]to send me 
something in the mail every month in order to  fi nd out the current rates. 
 (Finland, 25–35 years)   

 In the Netherlands, the self-employed who – in contrast to employees – do not 
automatically participate in mandatory pension saving, often included their housing 
in the planning. The retired interviewees who had been self-employed during their 
working lives had often downsized. The self-employed in the 45–55 age group had 
plans to sell.

  Man: Yes, the house is our nest-egg. It gives us the luxury to do many things we would like 
to do. It is the cream on the jelly. We will sell the house, because with the two of us, what 
would we do with it. It gives us way too much work, six sleeping rooms… With the children 
it is perfect, and with family staying over. But at some point it will be too big. 
 Interviewer: What will you do then? 
 Man: No idea, it depends, maybe we will buy a camper. I have no idea really. 
 (Netherlands, 45 years)   

 So, housing plays a role in pension planning, but how should that work? What 
kind of strategies do households apply? In fact, little is systematically known about 
the extent to which the six strategies outlined in Table  4.1  have been adopted in 
practice by older Europeans. Here, we draw on a number of sources organised 
around three sets of strategies:

   Dissaving by moving (strategies 4 and 6)  • 
  Dissaving but not moving (strategies 3 and 5)  • 
  Not dissaving (strategies 1 and 2)     • 

    4.4.3   Dissaving Housing Assets by Moving 

 Given that housing appears to  fi gure widely in pension planning, the next step is to 
consider the extent to which housing is actually used as a pension. One possibility 
is that it is used through strategies 4 and 6, both of which involve the household 
moving home. The  fi rst issue then is whether older European homeowners move at 
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all, a measure of which is provided by age-speci fi c mobility rates. Figure  4.3  shows 
the share of older households in all tenures that actually moved in the previous 
5 years; in all countries, the mobility rate is higher among the 55–65 age group than 
among the 65 plus group, but the rates vary over countries. In Portugal, people are 
least mobile, while in Sweden and the UK, households move quite often, almost 
one- fi fth of the 55–65 group moving in the last 5 years. Figure  4.4  provides the 
mobility  fi gures for homeowners. When compared to Fig.  4.3 , it becomes clear that 
the mobility rates among homeowners are lower than those of all households. 
Overall, with the exception of Sweden and the UK in the sample of countries for 
which evidence is presented, mobility rates among people aged over 65 years are 
low, below 5% in a 5 year period. This suggests that once they reach retirement age, 
older people become less mobile and in practice most remain for an extended period 
in their existing home.   

 There are a number of things that these two  fi gures do not tell us, however. There 
is no indication of whether households are moving between tenures and, if so, 
whether this is typically from buying to renting or vice versa. Further, they do not 
indicate whether households in the 56–64 year age group are typically or predomi-
nantly moving in anticipation of retirement and a need to enhance income in cash. 
   Finally, they do not indicate whether moves typically or predominantly to cheaper 
homes are within the homeownership sector or into the rental sector. In short, they 
are very partial indicators of the incidence of strategies 3 and 5. Nevertheless, the 
low mobility rates do suggest that they are not greatly used and that most people 
die in the homes they bought while they were working. 
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  Fig. 4.3    Mobility among all households in older age groups (Source: EU-SILC)       
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 In these respects, further evidence is available from empirical studies of mobility 
behaviour. Bonvalet and Ogg’s review of the residential strategies of older people in 
France identi fi ed two periods later in the life course when mobility rates increased: 
around the age of retirement and above the age of 84 (Bonvalet and Ogg  2008  ) . In the 
former period, the move was commonly within the home owning tenure, from a 
larger to a smaller home, apparently adjusting to a smaller income with retirement 
and/or a decrease in family size with the departure of adult children or early widow-
hood. In the latter period, the moves were generally triggered by poor health or loss 
of a partner and often involved a move out of owning to the rental sector including 
social housing. While the increased mobility at these two periods is consistent with 
strategies 4 and 6, respectively, rather than dissaving they might also be seen as 
adjustments to certain life course events, the authors concluding that ‘house moves in 
France by those aged over 75 years are prompted by unsuitable homes coupled with 
a strong wish to move, either by the individuals concerned or on the part of their fam-
ily’ (Bonvalet and Ogg  2008 : 764). These are moves, then, that might be considered 
to be motivated by desires to adjust consumption rather than to realise investment. 

 In addition to surveys of mobility, there have been a number of econometric stud-
ies based on an LCM framework. Broadly consistent with the Bonvalet and Ogg 
 fi ndings, these indicate a low propensity to realise housing assets in old age. Many 
have used data for the USA or the UK for the 1980s and 1990s, their results indicat-
ing that moving out of homeownership into rental housing, downsizing or otherwise 
drawing on equity in order to support consumption as families age was not wide-
spread in those decades, an exception often occurring with the death of one partner 
or a move into a nursing home (Venti and Wise  2001 ; Rohe et al.  2002 ; Feinstein 
and McFadden  1987 ; Ermisch and Jenkins  1999 ; Disney et al.  1998  ) . 
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 Chiuri and Jappelli  (  2006  )  investigated the pattern of homeownership among 
older people in 17 OECD countries  fi nding that ownership rates declined consider-
ably after the age of 60 in most countries. However, their investigation concluded 
that most of the decline was the result of cohort effects, and adjusting for this, rates 
fell after the age of 70 by only about half a percentage point per year. Other research 
with a European focus has broadly con fi rmed these  fi ndings while also indicating 
important differences between countries. A study by Tatsiramos  (  2006  )  shows that 
most European households who are homeowners by their late 50s remain so through-
out their remaining working and their retirement years so that there is no evidence 
of large-scale decumulation of housing assets. Nevertheless, there is evidence of some 
decumulation as people get older as well as signi fi cant regional differences. 
Particularly where housing costs are high and following the death of a spouse, the 
mobility rates of older Europeans increase, marking a general, but not large-scale, 
tendency to move into rental housing or to remain in homeownership but move to a 
smaller dwelling (Tatsiramos  2006  ) . Older people in the Mediterranean member 
states (Italy, Greece, Portugal and Spain) are less likely than their counterparts in 
other western member states to move at all or to move into smaller dwelling or out 
of homeownership. 

 The general picture, then, is that older people have limited propensity to move 
and thereby use their homes as a source of wealth that might contribute to their 
income needs. Against a background of some country differences in which the 
Mediterranean countries in particular stand out as low dissavers of housing equity, 
most dissaving by means of strategy 4 takes place at or around retirement, and most 
of strategy 6 at 75 plus often following poor health or loss of a partner. 

 The household interviews largely con fi rmed these conclusions. However impor-
tant homeownership is as a  fi nancial asset, many people also relate to it in 
other, non- fi nancial ways. They consider housing not only an asset but in the 
 fi rst place as a home, where people feel safe and able to encounter members of 
the family (Elsinga et al.  2007  ) . This deters people from moving in order to dis-
save strategy. In the Mediterranean countries, especially, homeownership has 
been part of the family ideal in which the owner-occupied home is the physical 
and emotional focus of the family, where the home is part of the family project, 
purchased through the combined resources of the extended family to be passed 
on through generations of the family (Allen et al.  2004  ) . Selling the house and in 
that way releasing equity is therefore considered not just a portfolio decision but 
an often emotional one. 

 The interviews, in a variety of ways, re fl ected such non- fi nancial dimensions of 
the homeownership experience and thereby explain the reluctance to move.    A com-
mon set of concerns related to ‘losing’ something precious. In all countries, inter-
viewees mentioned the attachment to the ‘home’. After discussing the ‘irrational 
excessive saving behaviour’ of the current elderly, a Finnish interviewee states the 
following:

  I understand it much better that one does not want to sell one’s dwelling. It is like a lot of 
memories get into these walls over the years, so that, it can be much more valuable than the 
bank account… well, it is dear to you, that dwelling. But I can’t understand how an account 



86 4 Housing Asset Strategies for Old Age

can be dear to anyone, a bank account. That one does not want to give up the dwelling that 
I understand much better. 
 (Finland, 25–35 years)   

 In Germany, interviewees emphasised the great attachment to their homes, by 
referring to the fact that owner-occupiers put a lot of effort in renovation and some-
times even self-constructed their dwellings. In Portugal and the Netherlands, it was 
emphasised that this attachment would be something that would typically increase 
with age. The current younger groups could still imagine moving in old age, but 
when they would reach their old age, they would probably be similarly attached to 
their home as the current elderly. 

 Interviewees in Germany, Belgium, the UK and Portugal mentioned that con-
suming housing wealth would mean that all their years of work of asset building 
would vanish at high speed. This seemed very unattractive to them, it would cause 
an unpleasant feeling. Were they to make use of equity release products, they would 
be shifting from independent owner-occupiers into dependent mortgagees. In 
Belgium and the Netherlands, interviewees remarked that it would be like renting 
again. In contrast, the aim in life would be to become increasingly independent dur-
ing the life course. Therefore, equity release was felt to be inappropriate. 

 Some interviewees argued that having savings and having assets represents 
power, respect and value. Overall, there seems to be a deep fear to end up with 
nothing.

  It’s the way they [the current elderly] are brought up. It is hard work to save all that money 
and they are reluctant to spend it. You become conditioned to your own economy. I think if 
you started to spend money – it is easier to start than to stop… you can lose control. 
 (UK, 65–75 years) 

 Because it gives such a good feeling to have something. To have some reserves. Very old-
fashioned. Just the feel of it is convenient. And then, if it is not for you, it is for your chil-
dren. That’s important. 
 (Netherlands, 45–55 years)    

    4.4.4   Dissaving Housing Assets but Not Moving 

 The apparent reluctance of older owners to move out of their homes (to move down 
market or out of market) may be a function of one or more housing and housing 
market attributes. As we have argued, the fact that homeownership is both a con-
sumption and an investment good complicates the dissaving decision. Housing as 
consumption may involve considerable psychic or emotional attachment. Established 
family and friendship networks and reliance on neighbourhood institutions along 
with a store of personal memories attached to the house itself can make changing 
one’s home of a different dimension to changing the refrigerator or the car. In addi-
tion, in some countries, the transaction costs, including legal fees and taxation, 
involved in selling a house, and in purchasing another, are particularly high making 
the realisation of this form of wealth more expensive than other forms. For example, 
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transaction costs are relatively low in the UK and Scandinavia and relatively high in 
Mediterranean Europe (OECD  2004  ) . This may suggest an explanation for the 
higher mobility rates for the former countries shown in Figs.  4.3  and  4.4 . Finally, 
in some countries, access to decent and reasonably priced rental accommodation 
may be restricted because of a shortage of supply or of rules of access (Rouwendal 
 2009  ) . 

 Insofar as households may view mobility as problematic, strategies 3 and 5 
potentially take on added signi fi cance. Developments of  fi nancial products, referred 
to here under the general label of reverse mortgages, provide a potential solution 
because housing equity can be realised with housing consumption continuing as 
before. Whereas such products have a number of different forms, these can be 
reduced to two basic types: reverse mortgages proper and interest-only loans. 

    4.4.4.1   Reverse Mortgages 

 Reverse mortgages proper provide the owner with a lump sum payment or a 
regular, monthly income, the amount or amounts paid out being rolled up to be 
repaid from the proceeds of the eventual sale of the home, which may be at the 
death of the owner. The pattern of supply of reverse mortgage products varies 
across member states. From the Reifner report (   Reifner et al. 2009; Clerc-Renaud 
et al.  2010  )  as well as research by the European Central Bank (ECB  2003  ) , it is 
possible to identify three broad country groupings. A  fi rst group which includes 
many of the newer member states does not have reverse mortgage products, in 
many cases because they do not have a legal framework that allows them. In a 
second group of countries, which includes Germany and France, a legal frame-
work exists that allows the marketing of reverse mortgage products but in practice 
few suppliers engage with the opportunity and few customers come forward to 
take them up. The third group has a legal framework, a range of providers and a 
not insubstantial body of customers. Within this third group, there is consider-
able variation with a few – Ireland, Spain and the UK – dominating, and indeed 
with the latter accounting for about three-quarters of the entire European market 
(Overton and Doling  2010  ) . 

 Against this pattern of supply, knowledge about usage is limited. With the 
major exception of the UK, where the trade body collates statistics, there is no 
central collection of data about both the scale of lending and the characteristics 
of the consumers or how the money is used. One estimate is that these  fi nancial 
products make up 0.1% of the European mortgage market and hence have not yet 
become very popular (Reifner et al. 2009). Table  4.3  provides estimates of the 
total volume of equity release business in a number of the member states. The 
fact that only some of the member states are included is a re fl ection of the facts 
that,  fi rstly,  fi gures are not centrally collated and have had to be independently 
estimated and, secondly, the absence of an active market in some member 
states.   
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    4.4.4.2   Interest-Only Loans 

 Interest-only loans differ from reverse mortgage proper in that the homeowner is 
committed to a regular payment of interest on the loan, and from a normal forward 
mortgage in that the payments do not contribute to repaying the lump sum borrowed. 
Sometimes they are offered only with an associated repayment vehicle, sometimes 
for a  fi xed period, and sometimes in perpetuity. Not least because the repayment 
may be made from the eventual sale of the house, interest-only mortgages can ful fi l 
a similar function to reverse mortgages proper (Scanlon et al.  2008  ) . They provide 
the person who already owns housing equity to extract some of it as a lump sum, 
which can be converted into an income. 

 Although, as with reverse mortgages proper there are no centrally collected 
sources of data covering all the EU, Table  4.4  provides estimates, assembled from a 
variety of sources, that indicate wide variation. In some countries, such as the 
Netherlands, they have been popular with older people as a means of consuming 
housing equity (Scanlon et al.  2008  ) . However, many are taken by younger people, 
often  fi rst-time buyers, for whom they offer a means of accessing homeownership 
at a lower monthly payment than if they were also paying off capital (Scanlon et al. 
 2008  ) . This development is particularly interesting in relation to income in old age 
since, unless the buyer at some point shifts to a repayment mortgage, housing equity 
is accrued only by house price increase, and an interest-only mortgage in fact more 
or less turns housing into a consumer good, rented from the lender, with less equity 
to rely on for old age.   

    4.4.4.3   Reverse Mortgage Strategies 

 Notwithstanding signi fi cant activity in some countries, in general reverse mortgages 
of all types, and thus strategies 3 and 5, do not appear in large numbers over Europe 
as a whole. This matches evidence from the Eurobarometer studies, with Fig.  4.5  

   Table 4.3    Total equity release sold in 2007   

 Country  Total volume of equity release 

 Outstanding discounted 
bill (millions of €) 

 Average loan 
value (€) 

 Number of 
contracts 

 France  20.0  100,000  200 
 Germany  10.0  100,000  100 
 Hungary  3.2  n/a  n/a 
 Ireland  n/a  n/a  n/a 
 Italy  74.3  247,500  300 
 Spain  1,268.0  352,222  3,600 
 Sweden  110.0  44,000  2,500 
 UK  1,825.0  55,303  33,000 
  Total    3,310.5    83,387    39,700  

  Source: Reifner et al. (2009)  
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 1995  2005 

 Denmark  0  31.5 
 Finland  0  3 
 Ireland  7.3  8.4 (12.6 in 2006) 
 Netherlands (of which 

no repayment vehicle) 
 69  87.6 (2006) 
 14  44.3 

 Spain  0  0 (available since 
2006 only) 

 UK (of which no 
repayment vehicle) 

 62  24 
 10  20 

  Source: Scanlon et al.  (  2008  )   

 Table 4.4    % new loans that 
were interest only  
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  Fig. 4.5    Worries about income in old age and intention to release housing equity, plans of non-retired 
and actions and plans of non-retired (Source: Eurobarometer 2008/2009)       

shows for a set of member states, the percentage of people sampled who responded 
positively to two questions: were they worried about the adequacy of income in old 
age and would they consider using a reverse mortgage? Interestingly, there appears 
to be a signi fi cant negative correlation. The earlier discussion about Fig.  4.2  
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indicated that the  fi rst of these two questions appears to be roughly correlated with 
the generosity of state arrangements for older people. In those countries in which 
there are the most generous levels of expenditure on old people were also those in 
which there was least concern about the adequacy of expected income in old age. 
The responses to the second question are roughly negatively correlated with both. 
Thus, respondents in Hungary and Greece, in which those interviewed were most 
concerned about income in old age, were the least likely to consider using a reverse 
mortgage product.  

 The proportion of respondents who would consider a reverse mortgage option is 
highest in those countries which generally have the most developed welfare systems 
and thereby strongest safety nets and in which, thereby, there is least pressure on 
older people to have to think in terms of personal solutions to possible future events. 
The somewhat perverse conclusion to this, therefore, is that the demand for reverse 
mortgage products, indeed generally any of the strategies identi fi ed earlier in the 
present chapter, may well be highest in those countries where they might be least 
needed because social protection measures, including pensions, are the most 
generous. 

 Even considering the home simply as a  fi nancial asset, then, the reverse mort-
gage decision is a complex one, a view not lost on our respondents, although they 
also addressed many other issues. In all countries, they maintained the belief that 
one should not in old age become dependent (again) on a bank: there are risks 
attached to these types of products, they are perceived as complex, and there appears 
a distrust towards  fi nancial institutions.

  No, I wouldn’t consider reverse mortgages. I have bought this house to be able to give my 
children something. This way, I can give them a starting capital, so that they are able to buy 
their own house. Even besides that, I wouldn’t do that, because your house is no longer your 
own. It becomes property of the bank. It would feel like renting. 
 (Belgium, 25–35 years)   

 Interviewees also expressed worries about the costs of such products. Slovenian 
interviewees mentioned high interest rates in comparison to relatively limited gains. 
In the UK, some of the interviewees thought that reverse mortgages were not good 
value for money. In Portugal, people feared hidden costs and also in the Netherlands 
high additional costs were feared. Another issue was the price evaluation by the 
banks. In the UK and Portugal, some interviewees thought that banks were not trust-
worthy and underestimated the value of their properties. 

 Additionally, many interviewees were concerned about the increasing mortgage 
debt. In Germany, a reverse mortgage would sit uncomfortably with the aim to 
become an outright owner during the life course, to become free of debt. In the 
Netherlands and Slovenia, interviewees mentioned an aversion towards incurring 
new mortgage debt in old age – it would mean losing (part of) the ownership of the 
‘home’. Furthermore, because longevity is unknown, there is a fear that the debt 
would grow and could exceed the value of the dwelling. In the Netherlands, Germany 
and the UK, interviewees argued that this could cause problems: perhaps they would 
be evicted – which they considered as strongly inappropriate, or their children could 
be left a debt as a bequest. 
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 However, reverse mortgages were not completely excluded from households’ 
strategies. In all countries, interviewees could imagine using a reverse mortgage as 
a last resort. Generally, households without children in all countries, except Slovenia, 
could more often imagine considering this  fi nancial, while in the Netherlands, 
Finland, the UK and Germany, even some interviewees with children could imagine 
it. In the Netherlands and Germany, the younger age groups seemed more open to 
the idea of a reverse mortgage than the oldest.   

    4.4.5   Not Dissaving 

 Much of the evidence, then, suggests that not dissaving housing assets is the most 
frequent reality for older households in Europe. Taking an LCM perspective, this 
behaviour might appear irrational. This section provides some understanding, based 
on our interviews, of the reasons for this behaviour 

    4.4.5.1   Housing Equity as a Precaution 

 Notwithstanding the widespread view that housing could be an important part of 
pension planning, an underlying idea seemed to be that this might take the form 
not of regular additions to income but as an emergency fund, saving now against 
future  fi nancial shocks. This is additional to LCM behaviour: ‘Uncertainty about the 
life-span, about health and health costs, and the extreme unpleasantness of poverty 
in old age, combine to make older people extremely cautious about running down their 
assets. Such behaviour also explains, at least partially, the important role of accidental 
bequests in the transmission of wealth’ (Deaton  1992 : 192). 

 Our interviews revealed the importance of homeownership as constituting a pre-
cautionary fund, which people would want to keep as long as possible. People do 
not know what kind of occurrences they will encounter in life. In retirement, many 
people have to get by on a lower income than their income from work and therefore 
feel the need to be prudent and careful. Old age brings health risks, which could 
potentially pressurise the  fi nancial situation.    Interviewees mentioned potential 
changes in social security and changes in their welfare provision, which could have 
a negative effect on their future  fi nancial situation.

  They might be frightened of losing the house. People want to be able to pay for things and 
not be a burden. They don’t know how long they are going to live. And perhaps as you get 
older, you get more cautious. I think people also tend to think they are poorer than they are. 
How do you know how much money you will need? 
 (UK, 45–55 years)   

 For many, then, homes are valuable nest eggs. In the event of  fi nancial urgency, 
and without other means to solve the situation, they could cash their housing wealth. 
Most often interviewees had no precise occurrences in mind that could be the cause 
of the  fi nancial problems; nevertheless, many viewed selling as the most appropriate 
way to do so.
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  W: The certainty of having your own dwelling and hopefully no longer having a mortgage. 
 M: Also the fact that you no longer need to pay rent. And of course, the option to sell it. But 
then only in extreme need, when no other options are available. It will certainly not be for 
example to afford extra luxury. 
 (Belgium, 25–35 years) 

 I think it is more some sort of safety-net kind-of-thing. It [owner-occupation] is not really 
something I plan to earn my money with, through purchasing and selling. Because you 
normally buy something more expensive after, because you want to live comfortably. But 
of course it is convenient to have invested your money in the dwelling. And to know that if 
something might happen, you can sell the dwelling and purchase something cheaper and to 
have a whole lot of cash available. 
 (Netherlands, 25–35 years)   

 In Slovenia, the UK and Belgium, interviewees thought that housing equity 
might play a role in their  fi nancial strategy if they faced extremely high costs for old 
age care. Also interviewees without children in Hungary and Portugal thought that 
housing equity might play a role in paying for care. While, commonly, children 
may take care of parents, both parents and children may need to balance what 
weights heavier: the burden of giving care or the burden of paying for care. Slovenian 
interviewees expected to need their pension incomes, children’s contributions and 
additionally the proceeds from selling their property to be able to afford institutional 
care provision.

  Why would it [the owner-occupied dwelling] be signi fi cant [in old age]? Well, if I happened 
to want to go into a home for the elderly, I would probably need to pay more than my 
pension would cover, so I might make a deal with somebody for such an additional 
payment, otherwise I would need to sell my home. So my home is a kind of security, it is 
an income to cover the additional payment for a home for the elderly, If I were to accept 
this. I don’t know now, one can never know. It all depends upon the circumstances. 
 (Slovenia, 45–55 years)   

 Also, in Belgium, a move to a serviced  fl at or nursing home was regarded as 
costly. Some interviewees mentioned that the proceeds of the sales of their property 
could partly be used to pay for care.

  The house just represents capital and if we want to move to a service  fl at, then we at least 
have budget to our disposal. 
 (Belgium, 45–55 years)   

 In Hungary and Portugal, interviewees without children regarded their housing 
wealth as a crucial emergency fund. In these two countries, care is still commonly 
provided by children, and long-term institutional care is perceived as rather expensive. 
In Hungary, monthly care fees are calculated on income and assets, including 
housing assets. In addition to the regular monthly payments and an entrance fee, 
older people may need to pay extra sums in order to receive so-called ‘higher-level’ 
care. In many institutions, there is the practice of ‘parasolvency’, which refers to 
patients making ‘under-the-table’ payments to care providers in order to get good 
care. In short, having  fi nancial means available if one has no children is crucial for 
good professional care in old age in Hungary. Interviewees rather choose to use 
their housing wealth to pay a caregiver.
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  It will be important. If something happens, in terms of health, it is possible to sell and 
use the money to get support of someone, somewhere. Because I think that the prices of 
institutions for the elderly are absurd. They are absurd, not minimally compatible with the 
amounts of pensions. 
 (Portugal, 25–35 years)    

    4.4.5.2   Housing Equity as a Bequest 

 The bequest motive provides another addition to the LCM since it implies that 
individuals may not seek to reduce their wealth holding in old age but rather to hold on 
to or even to increase it in order to bene fi t their heirs. Somewhat confusingly, empirical 
examination of the rate of dissaving of older people – at least in the USA – indicates that 
starting from the same level of resources, older people without children do not dissave 
more than their counterparts with children (Hurd 1990; Chiuri and Jappelli  2006  ) . 

 In our interviews, a persistent theme particularly among those with children was 
that while a pressing need might lead them to realise some or all of their housing 
equity, in general this was an inappropriate way of increasing their own living standards. 
In fact, in all the countries, leaving housing wealth as a bequest seems a common 
thing to do and is often considered as self-evident.

  I would not do that [using mortgage equity withdrawal]. We bought this house after our 
child was born. I can die tomorrow but my son will have a place to live. I think that someone 
without children thinks about it. Those who do have children do not. 
 (Portugal, 45–55 years) 

 I have bought this house to be able to give my children something. This way, I can give them 
a starting capital, so that they are able to buy their own house. 
 (Belgium, 25–35 years)   

 In all countries, interviewees suggested that older people take into account the 
 fi nancial futures of their children when deciding upon the consumption of housing 
wealth. In Hungary, housing wealth appeared crucially important for the future of the 
children. Solidarity among family members is generally expected, as people cannot rely 
on welfare provision as a safety net. Additionally, the transfer of dwellings is 
common practice so that consumption of housing wealth would have a great impact on 
the traditional ways of asset redistribution among family members. Also for German 
interviewees, leaving a bequest appeared important. They feared social decline in the 
future that could negatively affect the  fi nancial circumstances of their children.

  Better you save too much than too little and then suddenly you don’t have anything left in 
old age. You still can pass it on to your children to build up an existence for them. I think 
that’s also a little bit like thinking of the children and saying: I don’t need that much money 
in old age anyway. I don’t have that much anymore, I don’t travel, don’t go to cinema, so 
what do I need the money for? I rather give it to my children. 
 (German, 25–35 years)   

 Notwithstanding the clear signi fi cance to many older people of holding on to 
housing wealth in order to provide a bequest for their children, dissaving and 
bequests are not necessarily mutually exclusive (Toussaint  2011  ) . Moreover, results 
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presented by Overton and Doling  (  2010  )  suggest that also the equity release and 
family support strategy can be combined. Their results indicate that a signi fi cant 
proportion of households had taken reverse mortgages in order to pass on a bequest 
to their children in advance of their own demise. In circumstances where people 
may reasonably expect to survive until their late 80s, their children may themselves 
already be retired when they do so; a reverse mortgage provides a way not of spending 
an inheritance but of passing it on when it is most needed.   

    4.4.6   Changing Attitudes 

 One set of insights coming from the material we have reported in this chapter 
concerns intergenerational differences. Much of the existing literature maps the 
dissaving behaviour of older people using historical data, mainly from the 1980s 
and 1990s. By de fi nition, these data do not enable the identi fi cation of contempo-
rary trends, one of which may, based on research in the UK and Australia, be a 
growing schism in the attitudes of younger and older generations. In recent years, 
the practice of SKIING (Spending the Kids’ Inheritance) has gained some popular 
recognition, arguably re fl ecting a new reality in which the bequest motive has 
become less dominant. Moreover, it is possible that, as more people reach old age 
without having had children, questions of the home as a bequest and the signi fi cance 
of intergenerational transfers and solidarity take on a different hue: some might 
want to leave a bequest to do good things for fellow men, or even the stray dogs 
of the neighbourhood, but evidence from the UK indicates that increasing num-
bers of people want to spend it on themselves (Rowlingson and McKay  2007  ) . 
Australian evidence on this is particularly interesting in that it indicates a clear 
distinction between the 50–65 and the 65-plus cohorts in that the latter hold on to 
the notion of the house as a bequest for their children while the former are very 
much more determined to ensure a continuation of the quality of life achieved 
during their working years, if necessary by using their housing equity (SEQUAL 
 2008  ) . 

 Evidence that this intergenerational schism is a feature of many European countries 
is presented in Fig.  4.6a, b . Of course, neither shows large proportions of populations 
stating an intention to use housing as a means of funding their old age, but there is 
nevertheless a large generational difference with younger generations being two to 
three times more likely to indicate the intention to use their home in this way.  

 Aspects of such trends were also apparent from our interviews. In many countries, 
it was perceived that older people have instilled in them the habit of saving, this 
being part of their culture, of their socialization. Thus, in Slovenia, interviewees 
mentioned that older people are more used to modest living than younger people. 
In Finland, Germany and the Netherlands, concepts such as Protestantism, 
Lutheranism and Calvinism were brought up. They all referred to beliefs that saving 
is ‘good’ and having debts is ‘bad’. A general aim during a life course would be to 
become debt-free once one reaches old age. Not only would using an equity release 
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product run contrary to this common belief, but many interviewees described their 
use as inappropriate luxury, or excessive spending. 

 However, in all countries, except Hungary, it was often argued that the younger 
people thought rather differently to older people. In Slovenia, the youngest age 
group was described as cynical about the non-spending behaviour of older people; 
for their part, the Finnish interviewees thought the oldest age group should 
enjoy and spend more of their savings as ‘they won’t have pockets in their shroud’. 

  Fig. 4.6    Plans to dissave housing assets to support income in old age: ( a ) Non-retired ( b ) Retired 
(Source: Eurobarometer 2008)       
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In most countries, it was suggested that younger people have generally experienced 
more prosperity and perhaps therefore would more easily spend their savings and 
assets in old age. Older people instead have often experienced  fi nancial hardship. 
In Belgium, Finland, Germany, the Netherlands and the UK, interviewees referred 
to the effects of the Second World War on people’s expectations.

  People who have experienced the war are scared of never having enough. Social welfare was 
not back then what it is now. It is stuck in people’s brain, also in mine. It is truly stuck. 
 (Belgium, 65–75 years)   

 In the UK, interviewees additionally mentioned the collective memory of historic 
policy responses to poverty in England. These led to very harsh treatment of people 
who lacked the means to support themselves. In Portugal, interviewees referred to 
more recent times of deprivation during the dictatorial regime (1926–1974).

  Before the 25th of April [of 1974 – end of dictatorial regime] there was nearly no pension 
system. Civil servants had one but not the others. Thus people got used to save, to build 
assets in order to face any emergency. Because social security was terrible. Terrible or even 
nonexistent. 
 (Portugal, 45–55 years)     

    4.5   Homeownership and Early Retirement 

 An indirect way of gaining an understanding of how older Europeans have used, 
or not, their housing equity in order to support their income needs is through inves-
tigation of early retirement. Under existing social protection systems developed 
in all member states, there is an age, usually between 60 and 65 years, at which 
citizens are eligible to draw on state pensions enabling them to retire from work. 
Particularly from the 1980s, however, large numbers of European workers have 
retired in advance of the formal retirement age which begs questions about the 
source of the income to support their consumption and the possible ways in which 
housing  fi ts in with this. 

 A study of 18 OECD countries, which included most of the western European 
member states, has provided relevant insights (Doling and Horsewood  2003  ) . At the 
macro- or national level, the  fi ndings show that the coef fi cient on the size of the 
homeownership sector was negatively related to labour market participation of older 
males and signi fi cantly different from zero, supporting the proposition that home-
ownership provides older people with an income in kind, thus enabling them to get 
by on a lower income than if they were renters. Having equity in the house helps 
them to withdraw from the labour market before the formal age of retirement. 

 Further, early retirement was also higher in those countries where house price 
in fl ation had been higher suggesting the possibility of a wealth effect on labour 
market participation: as a result of large increases to their wealth portfolio arising 
from gains in the housing market, some people appeared to decide that this will 
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support their planned future consumption patterns even without an income from 
work. These results are based on the macro-data and show a statistical relation 
but do not allow any conclusions on the micro-level mechanisms behind this. 
The SHARE database however does provide micro-data and enables us to explore 
relations between early retirement and different household characteristics. 

 Our model tests the hypotheses that early retirement decisions are related to the 
health of the individual, their family circumstances including their marital status 
and the presence of dependent children, their state of indebtedness and housing 
factors, including tenure and the length of time they have lived in their present 
house (see Box  4.1 ). The results (see Table  4.4 ) indicate that variables measuring 
whether the individual is living with a spouse or partner, or is widowed, all have 
positive and signi fi cant coef fi cients, whereas the coef fi cients on the separated or 
divorced variables are not signi fi cant. An interpretation of this is that marital breakup 
often involves a splitting of accumulated assets so that one or both partners may 
have insuf fi cient investments to maintain their desired consumption levels were 
they to leave work early. 

  Box 4.1         
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EARLY RET = b b MARRIED b DIVORCED b SEPARATED

b WIDOWED b HEALTH b LONGTERMILL

b HOWNER b HOWNER*Y b HOWNER*Y2

b CHILDREN b GRANDCHILD b HHDSIZE

b DEBT

aligned + + +
+ + +
+ + +
+ + +
+    

  

 Abbreviation  Variable de fi nition 

 EARLYRET  Not working before formal retirement age = 1 
 MARRIED  Married = 1, otherwise = 0 
 PARTNER  In partnership = 1, otherwise = 0 
 DIVORCED  Divorced = 1, otherwise = 0 
 SEPARATED  Separated, living alone = 1, otherwise = 0 
 WIDOWED  Widowed, living alone = 1, otherwise = 0 
 HEALTH  Good health = 1, otherwise = 0 
 LONGTERMILL  Long-term ill = 1, otherwise = 0 
 HOWNER  Homeowner = 1, otherwise = 0 
 HOWNER*Y  Homeowner * no. years in present home. 
 HOWNER*Y2  Homeowner * no. years in present home squared 
 CHILDREN  No. of children 
 GRANDCHILD  No. of grandchildren 
 HHDSIZE  No, people living in home 
 DEBT  Size of debt in € 
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 The household size and structure variables may also be correlated with accumulated 
investment levels and with that their possibilities to retire early. There is a negative 
relation between the number of children and early retirement and a positive relation 
with the number of grandchildren. Large households including those with children 
living at home may well experience ongoing heavy commitments on income that 
keeps them in work, as well as having depressed their ability to save. This would 
be consistent with the negative and signi fi cant coef fi cients. On the other hand, the 
presence of grandchildren will often be an indicator that children have grown up and 
left the family home reducing the income needs of their parents for consumption 
and increasing the ability to have accumulated assets. 

 While Table  4.5  indicates that there is not a signi fi cant relationship between early 
retirement and homeownership, there is with length of stay: the negative and 
signi fi cant coef fi cient on the number of years that the individual had been a home-
owner of their present house and the positive and signi fi cant coef fi cient on the 
number of years squared indicates a U-shaped relationship. This indicates that indi-
viduals are more likely to have retired early in two circumstances: shortly after 
moving and after having lived for a long time in the current dwelling. The  fi rst indi-
cates that realising equity by moving may have played a role in the decision to retire 
early and is consistent with strategy 4 (Table  4.2 ). The second indicates that people 
who have been in their present home for many years, and perhaps having repaid any 
mortgage and experienced long-term growth in housing equity, providing them with 
considerable housing income in kind (strategy 1) and the ability to take out a 
reverse mortgage (strategies 3 and 5). So, whereas over all older people these strate-
gies are generally pursued by a minority, they may  fi gure signi fi cantly among those 
older homeowners that retire early.   

   Table 4.5    The role of household characteristics in early retirement   

 Coef fi cient  Signi fi cance 

 Constant  −0.317  0.310 
 MARRIED  0.515  0.082 
 PARTNER  0.568  0.082 
 SEPARATED  0.074  0.827 
 DIVORCED  0.009  0.974 
 WIDOWED  0.486  0.059 
 HEALTH  0.151  0.016 
 LONGTERMILL  0.241  0.000 
 HOWNER  0.071  0.738 
 HOWNER*Y  −0.022  0.001 
 HOWNER*Y2  0.001  0.000 
 CHILDREN  −0.126  0.000 
 GRANDCHILD  0.131  0.000 
 HHDSIZE  −0.384  0.000 
 DEBT  −0.653  0.000 
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    4.6   Conclusions 

 Levels of state spending enjoyed by older people vary across member states in a 
way that broadly maps onto the  fi ve welfare regime types: older people in corporatist 
countries receiving the most generous levels, with those in Liberal, and especially 
the eastern countries the least generous, and those in the Mediterranean and Social 
Democratic countries located somewhere between the corporatist and the liberal 
levels. Concerns about the adequacy of the different systems appear to broadly re fl ect 
not only the speci fi cs of the systems as well as their generosity but in all countries 
are expressed by substantial proportions of their populations. 

 Whereas it appears to be widely seen that governments have in practice, and 
should have in principle, a central, if not predominant, role in ensuring people’s 
income needs in old age, there is, at the same time, a recognition that individuals 
need to accept responsibility for their own futures. It is against this context that it 
also appears to be a widespread view that housing in the form of homeownership is 
a vehicle for pension planning and element in the asset portfolio. 

 In general, European households appear to reduce their total wealth progres-
sively through their retirement years, in effect enhancing their pensions and in that 
way acting consistently with the LCM. The dissaving of housing assets, in contrast 
to most categories of wealth in individual portfolios, however, is complicated because 
housing is both a consumption and an investment good. Any realisation of housing 
equity therefore has a consequent impact on the  fl ow of housing services, which 
in any case, if homelessness is to be avoided, has to be maintained at some level 
even if all housing equity is realised. Depending on speci fi c national and individual 
circumstances, most households will face a number of potential strategies although 
these can be divided into two groups. The  fi rst is the group of income in cash strategies, 
where housing equity is turned into additional income in old age. This can be 
done in two different ways, by moving or by mortgage equity release. The second 
group is income in kind strategies in which households enjoy the income in kind in 
the form of low expenses, in old age. 

 Moving after retirement is more common in north-west Europe, than in the 
east and south of Europe. It is not clear whether equity release is the reason for 
moving; however, there is evidence that moving and early retirement are related, 
but the numbers are small The numbers pursuing dissaving strategies in the form of 
reverse mortgages or other  fi nancial products appear even smaller. Households 
are reluctant to buy these products because they distrust  fi nancial institutions, they 
do not know how long they live and they do not want to be independent on  fi nancial 
institutions again. 

 The most applied option however appears to be that of not dissaving housing 
assets at all. One question is whether this constitutes a rational strategy. The interviews 
indicate that households describe two groups of non-dissaving strategies. Housing 
equity is considered as an element in the family strategy and helps to smooth income 
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and expenses over the life cycle; for example, young people are supported by the 
family in buying their home with a bequest or otherwise. This demonstrates that 
although households do not dissave, they do see housing equity as a family vehicle 
to smooth income and expenses over the life cycle. Another strategy is enjoying 
the income in kind. At the same time, this housing equity plays the role of a safety 
net. Home and housing equity appear to have an emotional dimension referring to 
basic feelings of security in an insecure world. This emotional dimension might be 
considered irrational from an LCM perspective. However, not releasing housing 
equity does not mean that housing equity is not relevant for household strategies in 
old age. On the contrary, housing equity, also without being released, appears to 
play a key role in household strategies for old age. 

    Whereas many of these aspects of the tendency to hold onto housing assets vary 
from country to country, often in patterns which broadly map onto the  fi ve welfare 
regimes. This suggests that the more insecure households are about their income in 
old age, the less they plan to release their housing equity and want to keep this as a 
 fi nal safety net. There also appears to be a variation, common to all countries, in 
generational attitudes. The pre-baby boom generations with memories of austerity 
and hardship were often very cautious, reluctant to spend their assets on consumption 
and eager to pass on an inheritance to their children. Commonly, baby boomers and 
later generations’ appear much more willing, sometimes eager, to continue, if not 
increase, the level of consumption they had enjoyed while working, and if this could 
be achieved by using the equity in their home that was acceptable. Of course this 
might also be an age rather than a cohort difference, but it indicates the possibility that 
past attitudes and behaviour may not simply roll into the future.                                      
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          5.1   Introduction 

 This chapter is linked with the next in that they are jointly a response to the third of 
the general questions addressed in this book. Speci fi cally, its aim is to evaluate 
how the equity embedded in the homes owned by European owner occupiers would, 
if systematically used for the purposes of contributing to their income in old age, 
perform as a pension. In other words, it starts from the theoretical premise that in 
old age European households would fully use all of the equity they had built up in 
their home during their working years, running those housing assets down to zero, 
leaving no bequests at the time of death and having nothing in reserve as precautionary 
saving. Such behaviour clearly contrasts markedly with the actual behaviour 
demonstrated by European households (as shown in Chap.   4    ), but it takes the 
principle of housing-asset-based welfare to a logical conclusion, and through this 
explores questions of what would be the pension outcomes. 

 The  fi rst step is the estimation of the amount of housing income in kind and in 
cash that the average household in each member state could potentially enjoy. As in 
earlier chapters, the analysis is heavily constrained by the availability of appropriate 
data. This limits the list of member states from which estimates can be derived and 
the accuracy of those estimates. Our strategy has been to start by using macro-data 
sets that enable the derivation of somewhat crude estimates for all or many member 
states. The  fi rst two sections of the chapter, which draw heavily on Doling and 
Ronald  (  2010  ) , present estimates of housing income in kind and in cash. The second 
step involves taking these estimates and evaluating them against two criteria: adequacy 
and sustainability. This constitutes the third and fourth parts of the chapter. 

 From these two steps, the chapter arrives at a number of conclusions about the 
potential of housing as a pension. Here, one of the broad messages is that homeowner-
ship may facilitate distribution across the life cycle, but it is not generally a vehicle for 
distribution across income classes. The general picture for Europe is that people 
with the highest incomes from the labour market also tend to build up the largest 
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housing assets and other forms of wealth, as well as acquire the largest pension rights. 
So, whatever European governments might do to promote homeownership as a pen-
sion, this will not generally contribute to the large-scale reduction of the risk of 
poverty among older people.  

    5.2   Income in Kind 

 Income in kind or imputed rent, representing the  fl ow of services from a house, can 
be considered in both gross and net terms, the difference between them being the 
costs incurred in consuming the house. For homeowners, the amount of the net 
income from their home will be affected by taxation arrangements. Thus, in coun-
tries where tax is incurred on the notional or imputed income derived from their 
home, the net income will be reduced. More frequently, however, the greatest 
reduction of the occupier’s income in kind received from housing will be the cost 
of loan repayments. Thus, it can be expected that in countries, where there are 
developed mortgage markets and total housing debt is equivalent to a high propor-
tion of GDP, total housing income in kind would be considerably reduced below its 
full gross amount. Data presented in Chap.   2     (especially Fig.   2.6    ), however, indi-
cate that most owners over retirement age will have paid off all or at least most of 
their housing loans to become outright owners. The assumption that this is the case 
for the target group here allows a simpli fi cation of the procedure for estimating 
income in kind. 

 In fact, several different methods can be identi fi ed (Frick and Grabka  2002  ) . 
These include the market value approach, which is based on the level of real 
rents paid for comparable properties less any part of those rents that might be 
related to heating or utilities, and the capital market approach, which takes the 
market value of the home arguing that the imputed rent should be de fi ned as a 
rate of return on that value. With both approaches, there are speci fi c method-
ological issues. The market value method presents problems of identifying mar-
ket values for comparable properties, for example, in countries where the rental 
market is small or subject to rent control, or where the rental and homeownership 
dwellings tend to be different, perhaps the former being single family dwellings 
and the latter apartments, for example. With the capital value method, the deci-
sions about the appropriate rate of return will have a systematic effect on the size 
of the estimates. 

 For the purposes of providing an indication of how homeownership would 
contribute to retirement income across European states, our  fi rst set of estimates is 
based on macro-data. In this, the absence for some countries of some key variables, 
such as average prices, necessitates the use of approximations. Nevertheless, the 
approach provides results for all the EU25 member states in a form that allows some 
general indications about both the scale of the income in kind as well as differences 
between countries. Estimates for each member state have been derived by multiplying 
the average market price of a home-owned dwelling by a rate of return of 4%. This 
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particular value has been taken as an approximation based,  fi rstly, on the arguments 
reported by Frick and Grabka  (  2002  )  that a return of in fl ation plus 2% represents a 
reasonably safe investment and, secondly, on the generally low levels of in fl ation 
through most of the EU in 2003, this being the time base for the present exercise. 
Additionally, a  fi gure of 4% recognises that owners face continuing costs of repairs 
and maintenance necessary in order to maintain the capital value of their home 
and that there may be speci fi c taxes, for example, on imputed rental value in a few 
countries only (see Table   2.3    ). Insofar, as there is variation of rates of in fl ation, repairs 
and maintenance costs and tax liabilities across member states, the use of a single 
 fi gure of 4% will necessarily lead to overestimates for some countries and underes-
timates for others, an outcome which is probably acceptable given the aim of producing 
measures that are indicative. 

 Likewise, because data from different sources are used, together with approxi-
mations for some countries, one consequence may be that the measures of housing 
income reported in Table  5.1  are over- or underestimates for some countries, so that 
caution in interpretation is particularly necessary. Caution is in any case appropriate 
since these estimates in each member state rest on an assumption that the price 
distribution of national stocks of owner-occupied housing is similar as between 
younger and older owners. In other words, there is an assumption that average house 
value is not related to the age of the head of household, though it may of course be 
systematically related to other characteristics of national populations such as 
income, a point to which we return later in the chapter.  

 In order to facilitate comparison across member states, the estimates of income 
are expressed as a proportion of GDP per household. Again, there is no differentiation 
here as between younger and older households, and GDP is not in any case the same 
as household income. Nevertheless, as a measure of the hypothetical distribution 
equally across its households of the total income produced in each member state, 
GDP may be considered to be a common yardstick. 

 Column 1 of Table  5.1  provides measures of the relative scale of the contribution 
to the average household in each member state. With a median value of 12.05%, in 
some (Luxembourg and Latvia, notably), income in kind appears relatively modest 
at around 5%, while in others (Portugal and Greece of the older member states, and 
Lithuania, Poland, Slovakia and Slovenia of the newer ones), it may be over 20%. 
On these estimates, the relative contribution of housing income in kind appears 
particularly large in the Eastern and Mediterranean countries compared with those 
in other regime groups. 

 An additional view of the income in kind enjoyed by European homeowners is 
provided by the micro-data from EU-SILC. Being based on owner occupiers aged 
at least 65 years, this better  fi ts the issues considered in the book as a whole, but here 
too there are a number of characteristics of the data that limit the conclusions that 
can be drawn. In particular, the de fi nitions of imputed rent have been provided for 
each country by its own statistical of fi ce so that they do not necessarily match each 
other exactly, and it is a measure that is not provided for all countries anyway. Further, 
and in contrast to the estimates in Table  5.1 , those in Table  5.2  are not decreased in 
relation to outstanding mortgages.  
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 The pattern with respect to regime groups is not as clear as in Table  5.1 , but the 
estimates are similarly high for the Mediterranean countries. Overall, however, 
Table  5.2  estimates are higher than Table  5.1  estimates. The median value of the 
estimates for income in kind for the countries included in Table  5.2  using the macro-
data is 11.4 (which is close to the median of 12.05 for all 25 member states) and 
using the micro-data is 25.5. Clearly, then, the micro-based estimates are higher, by 
a factor of about two. The information available does not allow de fi nite conclusions 
about why this is so. Indeed, since Table  5.2  gives net estimates, it might be expected 
that they would be lower, rather than higher. To the possibility of systematic error in 
the macro-data anyway, however, there may be added differences between GDP 

   Table 5.1    Housing income (macro-data)   

 Average income 
in kind as % of GDP 
per household 

 Average income 
in cash as % of GDP 
per household 

 Average total income 
in as % of GDP per 
household 

 (1)  (2)  (3) 

  Corporatist  
 France  10.9  13.6  24.5 
 Germany  8.4  10.4  18.8 
 Austria  9.3  11.7  21.0 
 Belgium  6.3  7.9  14.2 
 Luxembourg  4.8  5.9  10.7 
 Netherlands  12.2  15.3  27.5 

  Social democratic  
 Denmark  8.5  10.7  19.2 
 Finland  7.9  9.9  17.8 
 Sweden  10.0  12.5  22.5 

  Mediterranean  
 Greece  22.6  28.3  50.9 
 Italy  9.4  11.7  21.1 
 Portugal  24.7  30.9  55.6 
 Spain  17.2  21.5  38.8 
 Cyprus  9.2  11.4  20.6 
 Malta  10.5  13.1  23.6 

  Liberal  
 UK  14.2  17.8  32.0 
 Ireland  11.9  14.8  26.7 

  Eastern  
 Czech Republic  17.9  22.4  40.3 
 Estonia  13.5  16.9  30.4 
 Hungary  14.6  18.3  32.9 
 Latvia  3.9  4.8  8.7 
 Lithuania  28.3  35.3  63.6 
 Poland  24.3  30.4  54.8 
 Slovakia  27.3  34.1  61.4 
 Slovenia  25.7  32.1  57.8 
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(Table  5.1 ) and personal income (Table  5.2 ), with the former being routinely higher 
than the latter. It is also possible that the average value of homes owned by older 
people (Table  5.2 ) is higher than the value of those owned by the population in 
general (Table  5.1 ). Whereas it cannot be concluded which set of  fi gures are the 
more accurate, it can be said that the lower estimates are not trivial in size and 
the higher ones are not out of line with the levels usually applied in international 
studies of housing cost to income ratios (see, e.g. Stone  2006  ) .  

    5.3   Income in Cash 

 The income in cash embedded in a home can also be calculated from its market or 
capital value. A house, whether it is sold to another homeowner or acts as the basis 
of a  fi nancial product, would provide the owner with either an income directly or a 
lump sum, which could be converted through an annuity into an income. The amount 
of the income would be reduced as a result of any outstanding loans taken out in 
order to purchase the home. In other words, the net capital value and net income 
in cash would be proportional to the current proportion of the equity held by the 
owner. As with the estimates of income in kind, the assumption is made that older 
homeowners are typically outright owners. Consequently for the present exercise, a 
simplifying assumption is that the relevant amount is related to the full market value 
of the home. 

   Table 5.2    Composition of total income of owner occupiers over 65 years old 2006 (%) (micro-data)   

 Income from 
work  Pension 

 State 
bene fi ts 

 Income from 
 fi nancial assets  Imputed rent 

  Corporatist  
 Belgium  1  65  2  3  30 
 France  2  71  4  4  20 

  Social democratic  
 Denmark  5  67  8  5  14 
 Finland  4  75  3  3  16 
 Sweden  5  67  1  3  24 
  Liberal  
 Ireland  8  63  2  1  26 

  Mediterranean  
 Italy  6  65  1  1  27 
 Portugal  5  56  10  1  27 
 Spain  5  67  2  1  26 

  Eastern  
 Hungary  4  71  3  0  23 
 Slovenia  4  49  24  1  21 

  Source: EU-SILC  (  2006  )   
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 Here, income in cash is calculated by using an arbitrary value of 5% of net equity. 
This is not strictly how the value of a reverse mortgage or other equity release 
 fi nancial products would be calculated, because these are likely, since it will 
in fl uence the length of time before repayment will be made, to factor in the present 
age of the householder. Simply, the older the homeowner and the shorter their 
life expectancy, the higher the income that could be generated by a given amount 
of capital. Also taken into account will be expected future house price in fl ation 
and interest rates. However, assuming a product taken out at 60–65 years and a life 
expectancy in many member states of maybe 20 years beyond this, as well as general 
in fl ation in the early 2000s, 5% may be a reasonable approximation. These estimates 
are shown in column 2 of Table  5.1 . 

 Income in cash has also been estimated using EU-SILC. Although this source 
does not provide a direct measure of house values, this has been estimated by working 
back from the imputed rental value, which is given, assuming that this will be 
approximately 5% of capital value. From this, two models and four measures have 
been estimated:

   Model 1: Sell the house, pay the proceedings into a deposit at a per cent interest • 
rate and run this value down over a period of either 15 or 20 years. This means 
the household will have to move to a rental dwelling: the proceedings from the 
released equity are consequently corrected for the monthly price of the ‘average’ 
rental house. In Table   4.2    , this is strategy 6.  
  Model 2: Take a reverse mortgage against 75% of the value of the home over • 
a period of either 15 or 20 years at a 6% interest rate. In Table   4.2    , this is 
strategy 5.    

 In these models, the income from equity release is expressed as a percentage of 
the disposable household income. The house price levels used are from 2008, the 
peak of house prices as became clear in the last years. However, the general patterns 
over countries should remain valid. The results are shown in Fig.  5.1 . Although 
there are differences in detail compared with the estimates in column 2 of Table  5.2 , 
overall the scale of the contribution is at least of the same order of magnitude. More 
so than with the macro- and micro-estimates of income in kind, here there is some 
similarity.  

 There are a number of important variations across the estimates. Firstly, the 
obvious conclusion is that using the house equity over 15 years produces an income 
in cash higher than if using it over 20 years. Secondly, and less obviously, income in 
cash from an outright sale even accounting for the need to pay rent in cash for 
somewhere else to live is higher than the reverse mortgage strategy. Thirdly, accom-
modating the different scales, the income in cash for both strategies is generally 
higher for households in Denmark, Spain, Ireland and Hungary. Each of these 
countries falls in a different welfare regime, so there is no clear pattern that re fl ects the 
welfare regime groupings.  

http://dx.doi.org/10.1007/978-94-007-4384-7_4
http://dx.doi.org/10.1007/978-94-007-4384-7_4
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    5.4   The Adequacy Criteria 

 Once the amount of these two sources of housing income potentially available to 
European homeowners is estimated, the second stage of examining how homeown-
ership may function as a pension consists of identifying appropriate criteria against 
which they can be assessed. From a range of sources, including those related to the 
EU (European Commission  2006  ) , the World Bank (Holzmann and Hinz  2005  )  
and the OECD (Disney and Johnson  2001  ) , it is possible to identify the primary 
goal of pension systems as being adequacy in the senses of  fi rstly maintaining the 
pre-retirement standard of living of European citizens and secondly protecting them 
from the risk of poverty. The aim here, then, is to assess the extent to which the use 
of the income that might be derived from housing would contribute to meeting these 
two criteria. 

    5.4.1   Maintaining Living Standards 

    5.4.1.1   Income in Kind 

 Starting with the estimates in Table  5.1 , on the face of it, the size of the estimated 
incomes in kind indicates that the person who, at the point of their retirement is an 
outright owner of the home they occupy, is able to go on living in that home, and 
in that way their standard of living – or at least its housing element – is maintained. 
This is, of course, consistent with Castles’ thesis that homeownership is a means 
of distribution over the life cycle, that by the time they reach retirement age 
homeowners are typically outright owners and can consequently get by on a smaller 
pension. As indicated earlier, in comparison with those of Table  5.1 , the estimates 
of imputed rent provided by Table  5.2  are generally higher as a proportion of income, 
accounting very approximately, over the member states included, for a quarter of 
the total income. Irrespective of whether the lower or higher estimates are used, 
however, they indicate that income in kind from housing makes a considerable 
contribution to maintaining the living standards of older European homeowners.  

    5.4.1.2   Income in Cash 

 The housing income that owners could derive from the equity in their home provides 
them with a clear advantage over renters. Column 2 of Table  5.1  indicates that this 
might contribute amounts from just under 5% to more than 30% of an average 
household’s share of GDP. As indicated, these are similar in scale to the estimates 
in Fig.  5.1 . Both can be put alongside the  fi gures in column 1 of Table  5.3  which 
shows the average incomes of those aged over 65 relative to those under 65. In many 
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member states, older people enjoy average incomes only slightly lower than younger 
people, that is, at least 80%, and in two cases, Luxembourg and Poland, is over 
100%. The addition of housing income in kind and in cash at levels suggested by 
Table  5.1  (column 3), Table  5.2  and Fig.  5.1  indicates that the combined housing 
and non-housing income, which in the case of most countries is in excess of 20% 
of GDP, might result in the average older person actually being better off than the 
average younger person. If, further, the lack    of housing loan repayments for this 
age group is factored in, overall, these estimates suggest that if older homeowners 
were to routinely convert their housing equity into income, on average they would 
be able to consume at levels similar to if not greater than they did when younger.  

   Table 5.3    Pension and income characteristics   

 Relative median equivalent 
income of age 65< compared 
to 64> (%) 

 Poverty rate (%)  Poverty rate (%) 

 65+ years  0–64 years 

 (1)  (2)  (3) 

  Corporatist  
 France  90  16  13 
 Germany  88  16  15 
 Austria  93  17  12 
 Belgium  76  21  14 
 Luxembourg  101  6  12 
 Netherlands  84  7  13 

  Social democratic  
 Denmark  71  17  10 
 Finland  75  17  10 
 Sweden  77  14  11 

  Mediterranean  
 Greece  78  28  18 
 Italy  95  16  20 
 Portugal  76  29  19 
 Spain  77  30  18 
 Cyprus  –  52  10 
 Malta  90  20  14 

  Liberal  
 UK  74  24  17 
 Ireland  62  40  19 

  Eastern  
 Czech Republic  83  4  9 
 Estonia  76  17  19 
 Hungary  87  10  12 
 Latvia  80  14  17 
 Lithuania  89  12  15 
 Poland  113  6  18 
 Slovakia  89  12  22 
 Slovenia  87  19  9 

  Source: European Commission  (  2006  )   
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 A note of caution is appropriate in that the  fi gures in Table  5.3  do not distinguish 
between buyers and renters. The argument nevertheless remains that housing equity 
potentially contributes to both the non-housing as well as the housing elements of 
the standard of living of older homeowners.    It may not in itself provide support 
for older renters, and in a relative sense, may even make them worse off, but there 
seems little doubt that housing income in kind and in cash would provide older 
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homeowners with the means of considerably enhancing the income they get from 
other sources. Moreover, this conclusion holds whether our higher or lower estimates 
are used.   

    5.4.2   Reducing the Risk of Poverty 

 The estimation of the potential impact of housing income in kind and in cash on 
poverty reduction is less clear. One view is provided through the signi fi cant cor-
relation between poverty rates (Table  5.3  column 2) among older people and 
homeownership rates. Those older member states with the highest poverty rates 
also tend to have the highest homeownership rates. This appears consistent with 
Castles’ argument that the comparison of welfare systems  between  the Old World 
(western Europe) and the New World (Australia, New Zealand and Canada) needs 
to recognise that low levels of bene fi ts through welfare systems in the latter have in 
practice been compensated for by high bene fi ts through the ownership of housing 
(Castles     1998a,   b  ) . 

 Figure  5.2 , covering the older member states, suggests that the comparison might 
also apply  within  the Old World: the greater poverty rates in some member states 
are compensated by higher rates of homeownership. Speci fi cally, the scatter plot 
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suggests a group of countries, the southern or Mediterranean states plus the Liberal 
countries of Ireland and the UK, having high rates of both old age poverty and hom-
eownership. Such a conclusion has also been found in an analysis of nine of the 
older member states which demonstrated that housing income – in kind and in cash 
– had the greatest impact on reducing the incidence of poverty among older people 
in those states with most homeowners (Lefebure et al.  2006  ) . At a macro-level, there-
fore, homeownership appears to offer a potential solution to high rates of poverty 
among older Europeans.  

 Such a conclusion is also supported by estimates using the micro-data of 
EU-SILC. Presented in Fig.  5.3a , b, these are based on the same two models as 
presented in Fig.  5.1 : model 1, sell and rent, and model 2, take a reverse mortgage, 
each for 15- and 20-year periods. For all, income from equity release is expressed 
as a percentage of the disposable household income. The results indicate the potential 
impact on households living on incomes that otherwise place them below or above 
the poverty line in their country. In general, those living below the poverty line 
would receive a greater proportional boost to their income, irrespective of whether 
they pursue the sale and rent or the reverse mortgage strategy. In most countries, for 
those in poverty, housing income, relative to actual income, is twice as high as it is 
for the non-poor, the main exceptions being Finland, Belgium and Hungary.  

 Whereas these results point to the potential of housing income in reducing the 
risk of poverty, there are (at least) two critical issues. Firstly, the evidence in Chap.   2     
indicates that in general those who buy their homes tend to have higher incomes 
than those who rent. Because people who have had low incomes during the working 
periods of their lives will also tend to have low pensions and low levels of savings, 
the risk of poverty will generally be higher among renters than among owners. 
It follows that those older Europeans who rent their homes and are in poverty 
cannot access housing income in kind or in cash that would improve their income 
position. Consequently, there is no potential in housing equity to overcome the poverty 
of many older Europeans. 

 Secondly, even con fi ning consideration to homeowners, it is relevant to consider 
whether the absolute size of the gain from housing income is higher for those in 
poverty than those not in poverty. In other words, would the addition of housing 
income reduce the spread or distribution of incomes (housing and non-housing 
combined), or would it tend to improve the position of those at the bottom a little, 
and those at the top a lot? Or, do older people with the lowest cash incomes from 
pension and other sources tend to have a lot of housing equity which could compen-
sate for their low cash income? 

 Measures of both housing and non-housing income derived from EU-SILC allow 
an assessment for each member state individually. The correlation coef fi cients 
between the non-housing income of homeowners aged over 65 and the imputed rent 
they enjoy are, with the exception of just one member state, positive and signi fi cant. 
For the exception, the Netherlands, the correlation is positive but not signi fi cantly 
different from zero. The general pattern over the EU member states, then, is clear: 
in each country, older people with the smallest incomes tend to have the least 
housing assets. 

http://dx.doi.org/10.1007/978-94-007-4384-7_2
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 This pattern is further con fi rmed by Table  5.4  which uses the same variables 
(housing and non-housing income) in order to indicate the proportions of older 
homeowners who could be classi fi ed as asset-rich, cash-poor. Column 1 indicates 
the proportion who have incomes below the median level, for all older owners, and 
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housing assets above the median level for all older owners. If older owners were 
equally distributed across income and asset categories, 25% of older owners would 
fall into this group. Column 2 indicates the proportion who lie in the upper half of 
the housing asset distribution, but the lowest quartile of the income distribution. 
Labelled as asset-rich and cash very poor, equal distributions would mean that 
12.5% of older homeowners fell into this group.  
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 Again with the exception of the Netherlands, for all countries, less than 25% of 
owners could be classi fi ed as asset-rich, cash-poor, and less than 12.5% asset-rich, 
cash very poor. This is consistent with the simple correlations. It indicates that while 
some of those older homeowners who have the lowest incomes, and in that sense are 
most in need of a boost to their incomes, have considerable housing assets which 
could in principle provide that boost, considerable housing income is more likely to 
be a characteristic of those who already have higher incomes. Here, too there are 
country differences. The Mediterranean countries – Greece, Italy Spain and Portugal, 
but also Slovenia and Cyprus – have the lowest proportions in the asset-rich, cash-
poor and very poor groups. This suggests that in those countries in particular, housing 
income has the least potential for overcoming poverty in old age. Table  5.4  thus 
might be taken to counteract the apparent message of Fig.  5.2 : high homeownership 
rates do not necessarily mean that homeownership can ameliorate old age poverty. 

 These results also indicate that the potential contribution of housing towards 
income in old age is likely to be different in different member states according to 

   Table 5.4    Asset and income groups: homeowners aged over 65   

 Asset-rich; cash-poor (%)  Asset-rich; cash very poor (%) 

 (1)  (2) 

  Corporatist  
 Austria  18.6  8.5 
 Belgium  14.8  5.6 
 Luxembourg  20.2  8.8 
 Netherlands  27.3  15.6 

  Social democratic  
 Denmark  23.4  11.0 
 Finland  17.9   8.3 
 Sweden  20.8  8.4 

  Mediterranean  
 Greece  17.2  5.9 
 Italy  17.5  7.6 
 Portugal  15.8  6.0 
 Spain  19.4  8.7 

  Liberal  
 UK  20.1  9.5 
 Ireland  22.3  10.3 

  Eastern  
 Cyprus  12.0  5.3 
 Czech Republic  20.1  8.4 
 Estonia  20.4  9.2 
 Hungary  19.0  6.6 
 Latvia  21.9  9.1 
 Lithuania  22.6  8.4 
 Poland  18.4  7.5 
 Slovenia  19.7  5.9 

  Source: European Commission  (  2006  )   
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differences in both pension and housing systems, but also to the distribution within 
their populations of housing, pension and other assets. The stylised picture of older 
people being poor or at least at greater risk of poverty, perhaps because of pension 
provision that is at a low level relative to incomes from work, with housing wealth 
providing a compensating mechanism, is not necessarily accurate. Indeed, on the 
basis of this evidence, it seems probable that homeowners are generally likely to 
have higher incomes than non-owners. In addition, those with the highest cash 
incomes could also receive the highest income from housing, perhaps increasing 
rather than reducing income inequalities and not necessarily making any great 
reduction in the risk of poverty.   

    5.5   Sustainability 

 The second of the two criteria used in this chapter is that pension systems require 
 fi nancial soundness both now and in future. This means that the costs involved in 
ensuring a given level of income in old age are not subjected to increases, or the 
reverse that, while keeping costs level, the given level of income will not be 
decreased. Of particular concern in many evaluations is the change in dependency 
ratios which may have particular implications for pay-as-you-go pension systems 
since, at any one time, they require those currently working to fund those currently 
retired. In the case of homeownership, whereas in the past its investment potential 
may have made it an attractive option to many European citizens, and thus contributed 
to the growth of homeownership sectors, as argued in Chap.   2    , growth has also fre-
quently been enhanced by state policies. These include both demand-side subsidies 
such as tax breaks of various types to homeowners and supply-side initiatives, 
primarily the privatisation of formerly social rental housing. The sustainability 
issue, therefore, concerns the nature of these policies and potential threats to their 
continuation that might affect the potential contribution that housing assets might 
make to the income needs of older people. 

    5.5.1   Demand-Side Subsidies 

 The European Central Bank has concluded that member state governments have set 
in place a number of interventions that ‘are directed explicitly at promoting home-
ownership, in many cases explicitly for low-income households’ (ECB  2003 : 35). 
As indicated in Chap.   2    , these interventions include tax breaks on housing-related 
investments, such as relief from tax on imputed rental value of owner-occupied 
housing and reductions on loan interest. The future of such policies will in part 
be contingent on the desire and willingness of member state governments further 
to promote homeownership. Such desire may arise for reasons of their potential 
contribution to resolving the ‘pension crisis’. Those governments that couch the 

http://dx.doi.org/10.1007/978-94-007-4384-7_2
http://dx.doi.org/10.1007/978-94-007-4384-7_2
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problem in these terms could take the view that, relative to maintaining the generosity 
of present state pension schemes, tax subsidies to encourage homeownership present 
a  fi scally cheaper alternative. 

 The future will also be contingent, however, on the  fi scal dif fi culties facing 
European governments. These may be prompted by concerns about maintaining 
the growth and stability conditions on which inclusion in the eurozone is dependent. 
In the Netherlands, interest rate subsidies have been so large as to provoke a challenge 
from the European Union (European Commission  2006  )  and recently from OECD 
 (  2011  ) . Cutting the level of tax payments set against housing costs would enable 
governments to reduce tax burdens overall or to reduce public debt. But the  fi scal 
dif fi culties may also be a consequence of the changing dependency ratios that are 
the basis of the pension crisis and may lead to governments seeking other tax savings 
in order to protect pensions.  

    5.5.2   Privatisation 

 Also as discussed in Chap.   2    , in many member states, homeownership has been 
fuelled by the privatisation of social housing stock. In fact, even if the numbers 
involved are not always large, most EU member states now allow the sale of social 
housing (Norris and Shiels  2004  ) , while in some of the newer member states, the 
sale of former state-owned housing has often taken place on a massive scale (UNECE 
 2006  ) . While the overall effect of these policies has been to boost the size of hom-
eownership sectors, and in the case of some countries such as the UK and some of 
the former communist countries has been considerable, the long-term impact may 
be limited. Firstly, the addition to the supply of dwellings available to homeowners 
may have a downward in fl uence on other sources of supply so that the net increase 
may be reduced. Secondly, the  fi nite size of social housing sectors and the speed of 
privatisation will set limits to the extent and prolongation of the boost.   

    5.6   Conclusions 

 So, how would homeownership perform as a pension? The analyses reported in this 
chapter have provided evidence of how the income embedded in housing might 
perform in relation to the two dimensions of the adequacy criterion – maintaining 
living standards and reducing the risk of poverty. There is not a simple answer that 
applies uniformly across the member states; nevertheless, housing income in kind 
may enable older homeowners to live rent-free and thereby continue their former 
standard of housing. Generally, the estimates presented indicate that housing 
income, both in kind and in cash, do and could make a considerable contribution to 
maintaining the former standard of living of older people. Income in kind alone 
appears to constitute, on average across member states and households, about a 

http://dx.doi.org/10.1007/978-94-007-4384-7_2
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quarter of total income. It is clear that if to this were added an income in cash created 
by realising the full equity of the home, the boost to existing incomes would indeed 
be considerable. It follows that, all other things being equal, the release of housing 
assets in a way consistent with the life cycle model, would result in the average 
older European enjoying a higher standard of living. Moreover, the option of selling 
and moving to a rental dwelling seems to be better value for money than buying 
equity release products. 

 But all other things are not necessarily equal, not least because our analysis has 
implicitly made an assumption about the continuation of existing pension systems. 
The conclusions would undoubtedly be affected by a further consideration: should 
the question of the performance of housing as a pension be based on the principle of 
housing as a complement to, or of housing as a substitute for, tax-funded pension 
systems. The use of housing assets to support the consumption needs of older 
households is, on the one hand, an option for households providing them with an 
opportunity to complement other forms of saving, including through state pensions. 
As such, the opportunities for a  fi nancially comfortable, high-consuming old age 
are considerably enhanced. In these circumstances, housing wealth is a  complement  
to other income. On the other hand, housing assets also present an option to govern-
ments wishing to  fi nd substitutes for pension and other public responsibilities 
for meeting the costs of old age. Encouraging households to rely less on the state 
by saving more, through housing and other forms of investment, could seem an 
attractive way of combating the  fi scal problems of funding existing state pension 
systems. In these circumstances, housing wealth becomes a  substitute  for taxation. 

 Whatever the outcome for maintaining former living standards, the potential 
effect of housing income on reducing the risk of poverty is also important. On the 
face of it, the potential would appear great. Member states with high rates of poverty 
among older people also have high homeownership rates, suggesting that income 
from the latter would turn asset-rich income-poor households into income-rich 
ones. However, the indication of our estimates is that in general there is a positive 
correlation between those with most housing assets and those with most cash income 
anyway. In other words, the potential of housing equity would be greatest for 
those who, on objective grounds, might be deemed to need it least. Generally, 
housing assets would not appear to be a mechanism for reducing inequality across 
populations; they may help to smooth income across the life cycle but not neces-
sarily across income groups; they constitute a means of horizontal not vertical 
redistribution. 

 There is a further consideration. Our estimates, and indeed much of the discussion 
about the use of housing assets, focus on the growing majority of homeowners. 
But of course even if two-thirds of Europeans are homeowners, by de fi nition, one 
third are not. For them, the potential of housing equity is at best an irrelevance: there 
might be no direct impact on them if housing wealth is accessed as a complement. 
At worst, if it is used as a substitute, as part of a general reform of pension entitle-
ments, the critical issue would be how their pension rights were affected. Moreover, 
given doubts about the future sustainability of homeownership sectors at their present 
size, it is possible that the number of non-homeowners may actually grow.                          
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          6.1   Introduction 

 This chapter is the second of two that respond to the third of our general questions 
about how housing assets, if systematically used, might perform as a pension. 
The speci fi c objective is to identify and evaluate the lessons to be learned from 
international experience. A number of societies beyond Europe have long been reliant 
on homeownership as a supplement for, or even the basis of, pension income. 
Speci fi cally, the focus here is on developed East Asian societies – Japan, Korea and 
Singapore – which have reached, or even surpassed, the economic status of some 
European societies. Whereas elements of their approach to welfare bear some 
similarity to that in Europe, there are also important differences of emphasis. They 
have been resistant to the building up of welfare states and citizenship rights, placing 
considerable emphasis on the responsibilities of the family. Supporting this, housing 
policy and advancing homeownership have played an important part in both the 
economic success of these countries and in supporting universal living standards. 
In some respects, then, they have been forerunners of property asset-based welfare 
approaches, the experience of which may inform European thinking about different 
welfare futures. 

 Moreover, from the perspective of a Europe struggling to  fi nd a way forward 
from the economic crisis of the late 2000s, East Asian policy developments after the 
Asian  fi nancial crisis, which took place more than a decade ago, are illuminating. 
This had a large impact on currency and stock market values as well as on housing 
markets. As the East Asian region entered a more volatile economic era in which 
high-speed economic growth and full employment was no longer assured, the 
prevailing housing model came into question. Housing markets began to feature 
large numbers of homeowners with negative equity and increasing economic 
inequality between different tenures, types of property and cohorts of renters 
and owners. In the 2000s, in the light of incongruities between housing market 
conditions and welfare demands, many East Asian governments commonly adjusted 
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housing market regulations, the focus of policy on home purchase and dependency on 
homeownership as a means to meet welfare needs. A particular salient develop-
ment has been the emergence of public equity release schemes that explicitly target 
housing wealth as a means of supporting incomes in old age. 

 Both the general and speci fi c, post-crisis, lessons can be examined against the 
two criteria, the adequacy and sustainability tests, used in Chap.   5    . The broad message 
is that homeownership can work relatively well as a pension in a context in which 
the wider welfare system is not based on a strong commitment to vertical redistribution. 
In such contexts, pension systems and ownership mutually reinforce. Nonetheless, 
this approach to welfare has its limitations, and in recent years, the pitfalls of depen-
dence on homeownership have become apparent. With different emphases, these 
economies have responded with two broad strategies. The  fi rst has been to try to 
improve access to housing equity – both building up equity and realising it – as well 
as the stability of the housing market, thus reinforcing the importance of home-
ownership in the pension equation. The second has been to introduce social protection 
measures that compensate for the uneven distribution, performance and access to 
housing assets and the lack of public welfare alternatives.    There has thus been both 
a reinforcement of the existing approach based on homeownership and, at the same 
time, through a greater state role in redistribution, a diminution of its position as a 
pillar of household security. 

 In the next section of the chapter, the broad approach to welfare and housing in 
the more advanced economies of East Asia is presented as a background to the 
country case studies that follow it. The subsequent three sections introduce the links 
between housing and pension systems in each of Singapore, Japan and South Korea 
in turn. Finally, by considering their experiences against the adequacy and sustain-
ability criteria, we identify a number of lessons that might apply to Europe.  

    6.2   Housing and Welfare in East Asian Societies 

 Although the notion of welfare regimes has provided insights into European welfare 
states, explaining the dynamics of welfare provision in recently industrialised East 
Asian societies has proved more problematic. East Asian countries experienced 
rapid economic growth in the latter decades of the last century but maintained 
both minimalist approaches to social welfare and relatively stable political hege-
monies. Early analyses focused on sets of social and cultural values associated with 
Confucianism (see Jones  1993  ) . However, considering local power practices based 
on a model of the ‘developmental state’ (see Johnson  1982  )  has provided better 
insights. Developmental states feature a brand of economic nationalism within 
which corporate and bureaucratic elites form alliances aimed at driving economic 
growth. This form of governance has been associated with ‘productivist’ welfare 
regimes in which the target of economic growth is predominant (Holliday  2000 ; 
   White and Goodman 1998). 
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 There are several important features of this model of welfare. Firstly, the 
predominance of economic objectives is truly such that social policies have been 
subordinate. There has not been the development to a signi fi cant level, as has been 
common in Europe, of social or citizenship rights taking form through social 
protection measures. While the major task for governments has been to set the path 
for growth and employment opportunities, the associated role of their populations 
has been to work hard and through that protect themselves. Secondly, and supporting 
the individual, has been a reliance on the family as the basic unit of society through 
which individuals meet the welfare needs of family members. In reality, families 
commonly cover gaps in state provision by providing informal social insurance for 
their members, especially in old age. 

 Thirdly, and supporting the  fi rst two, has been the role of homeownership (see 
Groves et al.  2007 ; Ronald  2007  ) . The promotion of homeownership has been 
strongly implicated in rapid economic growth in this region in the later decades of 
the twentieth century. On the one hand, expanding owner-occupied housing sectors 
drove intensive economic growth and urban development. On the other, increases 
in homeowner households and house prices supported the asset base of family-
orientated welfare practices, offsetting the need to build up an onerous and costly 
welfare state and facilitating the focus of government resources on industrial expan-
sion. Further, homeownership has provided the basis of care for family members 
in terms of shelter, an income in kind and a  fi nancial reserve to draw upon in case 
of hardship. Housing not only provides the  fi nancial basis for retirement, it also 
features strongly in reciprocal exchanges between generations where care in old 
age is often provided on the basis of cohabitation and/or inheritance. This approach 
to housing provision has arguably supported substantial levels of security and 
social stability with limited recourse to government build-up of expensive welfare 
services. 

 In recent decades, however, particularly since the Asian  fi nancial crisis of 1997, 
this type of asset-based welfare in East Asia has been in retreat, or at least the 
role of housing assets in the welfare system has been adjusted with the apparent 
end of an era of smooth economic growth in which house prices only improved 
(Ronald and Chiu  2010 ; Ronald and Doling  2010  ) . These economies have also 
faced signi fi cant demographic transformations, undermining family-based welfare 
practices and fragmenting households and life courses. Additionally, there have 
been transformations in political conditions that have undermined the dynamics of 
developmentalism and productivism, with a growth in public spending levels 
on the one hand and economic liberalisation of markets on the other (Kasza  2006 ; 
Peng and Wong  2004 ; Weiss  2003  ) . The impact of the global  fi nancial crisis is 
not yet clear, and while economic output and housing markets initially crashed, 
there was very rapid recovery in 2009. Nonetheless, it has arguably reinforced the 
sense of vulnerability and economic volatility that has shaped housing and welfare 
policy reform in the last decade. The role of housing and pension policy and the 
function of the family and family wealth in welfare are ostensibly undergoing trans-
formations in these national contexts. The trend has been towards diversi fi cation 
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across policy systems and greater application of public insurance measures. 
Homeownership policy and housing property wealth, nevertheless, continue to 
shape these transformations. 

 Whereas this describes some common features of the East Asian model, the 
particulars vary from country to country. Considering the development of housing 
systems and how asset-based welfare has manifested itself in Singapore, Japan and 
South Korea, however, provides a basis for identifying common lessons that inform 
debates in European countries.  

    6.3   Singapore 

 Singapore has not been regarded as having a ‘welfare state’, and needy Singaporeans 
can often get help only through a handful of  fi nancial assistance schemes based on 
providing short-term relief (Yap  2002  ) . In general, people are expected to rely on 
their own savings and assets, the accumulation of which the government has sought 
to support through a combination of compulsory payments (taken from monthly 
salaries with a matched copayment from the employer) into an individual account 
in a Central Provident Fund (CPF). Savings built up in the provident fund can be 
kept in a pension fund and accessed in later life but are normally transferred earlier 
into housing with a residual retained in order to pay a lump sum on retirement and 
provide a small retirement pension income. 

 Over the last 50 years, the system has been developed in order to keep pace with 
socio-economic transformations as well as developments in the housing market 
that have impacted on the effectiveness of housing investment as an alternative or 
supplement to retirement income. Essentially, the embeddedness of the home-
ownership pillar of Singaporean welfare has meant that the state has had to persist 
with a mass, subsidised homeownership programme. Nonetheless, it has also sought 
to diversify the asset pillar of welfare by containing the amount of pension funds 
that can be invested in housing and placed greater emphasis on non-housing investment 
vehicles. 

    6.3.1   The Housing System 

 The ability of members to transfer their CPF savings into housing properties has 
meant that the vast majority of people have been able to buy their own homes to 
live in, while these have also functioned as investment products that augmented in 
value over their lifetimes. It has been imperative therefore that a system of home-
ownership be established that provides access to affordable housing properties and 
that house price increases are maintained. 

 Homeownership rates in Singapore expanded from 29% in 1970 to 92% by 2003. 
There have been a number of necessary conditions by which the government has 
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been able to control this growth. The primary institution is the Housing Development 
Board (HDB). Established in 1961, it produced the  fi rst basic high-rise  fl ats and 
later began to encourage eligible households to purchase 99-year leases and thus 
become owner-occupiers. In 1971, the resale of public-leasehold housing units was 
permitted, creating a secondary market of owner-occupied housing, where the state 
continued to regulate eligibility and subsidy. What is unusual about this system is 
that it constitutes a public form of homeownership with the state retaining a central 
role in the housing market, controlling the  fl ow of stock, the price of new units and 
who is eligible to buy at subsidised rates. This contrasts starkly with European 
programmes to expand homeownership which have focused on the deregulation of 
housing provision and mortgage systems, the transfer of tenure from rental to owner-
occupied forms and an emphasis on the private sector. 

 Following the 1966 Land Acquisition Act, the state began buying up land from 
private owners at below market rates, which allowed cheaper provision of public 
housing development. By the early 1990s, the state owned around 90% of the total 
land supply.    The system of selling leases to properties on state-owned land has 
facilitated accelerated system expansion, and as with each cycle of construction, the 
state has been able to recover costs in order to  fi nance the next cycle (Chua  2003  ) . 
The HDB has not only provided dwelling units but also mortgages and mortgage 
insurance for purchasers of new and used public owner-occupied  fl ats.  

    6.3.2   Cross-Funding Housing and Pensions 

 Since 1955, the vast majority of Singaporean workers have contributed a monthly 
proportion of their wages to the CPF. Membership of the scheme stood at 3.02 million 
in 2005/2006 with total balances at US$68.5 billion. On reaching 55, members can 
withdraw the majority of their savings once a minimum has been put aside, which 
is later released as monthly payments once they reach 62. Monthly contributions are 
allocated to three accounts, which can be used for different purposes. For example, 
the special account is reserved for old age and/or investment in retirement-related 
 fi nancial products, while the ordinary account can be invested into CPF-approved 
investment vehicles and, more importantly, be used to buy a home. 

 Investments in HDB owner-occupied homes thus facilitate the transfer of credit 
built-up in the compulsorily saving scheme, the primary source of social insurance, 
into a ‘housing account’ with transfers allowed for both down payments and mortgage 
repayments. CPF savings can also be used to cover survey and legal fees, charges 
related to the use of the property, renovation or repair. In 1981, the Approved Residential 
Properties Scheme allowed CPF savings also to be used for private housing. 

 In principle, then, the CPF is a pension fund. However, unlike European provident 
funds, the Singapore CPF has particularly targeted housing wealth as a pillar of 
pension provision. As the majority of pension saving can and normally is trans-
ferred into housing property over the lifetime, it ultimately constitutes the basis of 
retirement planning and security. The way CPF savings and withdrawals and HDB 
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housing are structured is thus complementary. The idea that reduced housing costs 
in old age (the income in kind facilitated by owner-occupation) and the security of 
a large asset holding together offset a smaller pension income in retirement is largely 
explicit. Moreover, in 2009, the government instigated a Lease Buyback Scheme 
for HDB homeowners over 62 years old. Under this, the HDB will purchase any 
remaining years of lease, in excess of 30 years, thus giving homeowners access to 
equity they have built up over their housing career, while continuing to live in the 
property. Whereas this does not constitute a reverse mortgage product from a 
 fi nancial institution, it ful fi ls the same function (Doling and Ronald  2011  ) .  

    6.3.3   Maintaining Housing Prices and Property Assets 

 There has been careful control of the HDB market. Over time, and in order to ensure 
a  fl ow of new purchasers, restrictions on purchase in the primary and secondary 
market have been eased. Notably, since the 1990s, income ceilings have been raised, 
and single people have been allowed access to the secondary market. The govern-
ment has also increasingly sought to deregulate the system in order to free up 
market mechanisms, but it has retained signi fi cant control to ensure the value of 
properties remains secure. Price falls would devalue the capital embodied in the 
housing stock and jeopardise the  fi nancial security of households, especially those 
nearing retirement. 

 The 1997 Asian  fi nancial crisis and subsequent economic downturn initially hit 
housing demand hard. Essentially, the housing ladder system ceased to support a 
process of house price in fl ation, exposing retirement savings to market  fl uctuations. 
Immediately after 1997, prices dropped by as much as 30% with speci fi c losses 
strongly determined by the timing of purchase. The government halted land sales 
and introduced new demand subsidies for purchases by singles. Nevertheless, housing 
prices declined further and conditions worsened with the growing numbers of unsold 
units (by 2002 there were 17,500 unsold units). It was not until 2004 that the market 
showed signs of stable recovery. 

 The economic recession revealed fundamental  fl aws in practices of overbuilding, 
demand side subsidies and administered prices that were not adjusted downwards. 
In the 2000s, the HDB reduced output in line with the fall in demand. There was 
also considerable deregulation, although the HDB and CPF maintain the stability of 
housing assets. Prices of new  fl ats are pegged to average household income levels to 
ensure that 90% of all households can afford 70% of a new, four-room  fl at (Phang 
 2007  ) . In 2002, caps were placed on CPF withdrawals for housing to reduce risks of 
over-concentration in terms of asset portfolios. 

 The 1997 crisis also revealed the exposure of many households to market risks and 
the limitations of housing assets as security in retirement. Older households have, 
on average, around 75% of their retirement wealth in housing (McCarthy et al. 
 2002  ) . Lim  (  2001  )  projected that in Singapore, 60–70% of 50–55-year-old cohort would 
not have suf fi cient funds to meet government-stipulated minimums for retirement. 
As much as the CPF and HBD contribute to a level of stability in the housing system, 
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over-concentration of savings in the housing stock make the pension and welfare 
system vulnerable to changing socio-economic conditions. 

 In 2001, the Supplementary Retirement Scheme (SRS) was introduced illustrating 
growing concern with the potential inadequacy of CPF-funded housing investment 
as a pillar of old-age provision in the light of economic trends. Nonetheless, for 
most households, the purchase of a HDB home and the accumulation of housing 
property assets through moves up the property ladder continue to be central to saving 
and retirement strategies. Indeed, increases in house prices are, in light of the volume 
of pension savings invested in the housing stock, most signi fi cant to the economic 
security and relative wealth of Singaporeans in old age.   

    6.4   Japan 

 Public spending in Japan, as a proportion of GDP, is higher than in most other East 
Asian countries. Nonetheless, the Japanese welfare system has largely been orien-
tated around forms of company and family welfare provision that are enhanced by 
the individual accumulation of owner-occupied housing assets (Hirayama  2010  ) . 
Housing policy has sought to expand homeownership, and, as in Singapore, a large 
government infrastructure was established to advance home purchase. However, 
measures linking housing to welfare are more implicit and indirect. The government, 
consequently, has not been so bound to the maintenance of public housing subsidies 
and institutional structures. In the 2000s, Japan deregulated its housing system and 
reformed its pension system. A legacy of the previous era, however, is a dependence 
on the wealth built up in housing; essentially, homeownership remains fundamental 
to the economic security of the majority of Japanese in retirement. 

 Unlike Singapore, Japan has established unemployment insurance and a PAYG 
pension system (supplemented by occupational pension schemes) (see Shinkawa 
 2005  ) . However, in the mid-1980s, following increasing demographic pressures, 
pension retrenchment became a government target. Japan has been an ‘aged society’ 
since the 1980s, and by 2000, more than 20% of the population was already over 
65 years old (the largest proportion of elderly in the world). It is estimated that the 
ratio of working to retired people will reach 2:1 in the next decade or so (UN  2005  ) . 
Japan also experienced prolonged recession in the 1990s, putting even greater stress 
on government resources. Since 2002, the government has sought to neoliberalise 
pension schemes and has given up on de fi ned bene fi t targets. 

 Nevertheless, while pensions have been eroded and welfare resources have 
become stretched, the number of housing asset rich older people has expanded. It 
is estimated that around 86% of Japanese pensioners are homeowners, most of them 
un-mortgaged, with many owning more than one property (Hirayama  2010  ) . The 
problem this has presented is that while many older people are housing asset rich, 
this has not consistently translated into being welfare rich. The state has subsequently 
implemented a large long-term care insurance programme. This shift in the logic of 
welfare provision, with a growing emphasis on the state, has also coincided with the 
rolling back of housing subsidies for home buyers. 



126 6 Lessons from East Asia

    6.4.1   The Housing System 

 The pillars of housing policy introduced in the 1950s aimed to redirect families up 
an owner-occupied housing ladder (Hirayama  2003  ) . The Government Housing 
Loan Corporation (GHLC), in particular, provided funds for long-term,  fi xed 
low-interest mortgages, facilitating a rapid increase in urban homeownership rates 
from around 25% in 1940 to over 64% by the mid-1960s. Essentially, the combi-
nation of homeownership and a growing middle class was regarded as a key factor 
in stabilising the socio-economic conditions necessary for economic growth 
(Hirayama and Ronald  2007  ) . 

 Government support for homeownership in Japan has been supplemented by the 
‘enterprise society’. In this model, the company acts as a form of family for employees, 
rewarding their loyalty with lifelong-employment security, age-based wage increases 
and a raft of welfare goods and services including housing (see Sato  2007  ) . Company 
rental housing provided a means for new families to establish themselves outside 
the parental home while saving up to purchase their own home. Most large companies 
also provided subsidised housing loans for employees, which supplement the portfolio 
of borrowing necessary for a family to get into owner-occupation. 

 In the 1950s and 1960s, socio-economic conditions and GHLC loans (typically 
in combination with company and family loans) made owner-occupation accessible 
to large swathes of the working population. However, high demand and a scarce 
supply of urban land pushed rapid house price in fl ation. Increases were interrupted 
in 1973 by the oil crisis, and the state looked to the housing system as a means to 
regalvanise the economy. Policies to stimulate housing construction and purchase 
became more aggressive over the next 10 years, and the GHLC initiated a series of 
programmes to maintain access to, and growth in, the owner-occupied sector: the 
Step Repayment System (1979), in which repayments were lowered for the  fi rst 
5 years; the Two-Generation Mortgage (1980) which allowed adult children to take 
over their parents mortgage and extend the repayment period; and the Supplementary 
Loan (1985) in which additional loans were added to the main mortgage. 

 By the 1980s, a cycle had formed where increasing house prices demanded the 
improvement of lending conditions, which encouraged house acquisition that, 
in turn, expanded demand for owner-occupied housing, boosting housing prices. 
The largest spirals in property prices came in the bubble years of the mid-1980s, 
especially in metropolitan areas. Between 1980 and 1990, price-income ratios for 
housing in Tokyo increased from 5.0 to 8.0 for a condominium and 6.2 to 8.5 for a 
single-family house making home purchase and the maintenance of loan repayments 
increasingly challenging for many.  

    6.4.2   Sustaining Homeownership 

 Government promotion of homeownership had been particularly successful in pro-
viding the growing number of middle-class households with housing property 
assets. However, in the 1980s, very little was done in order to address the sustainability 
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of the property market and access for younger households. Indeed, it has been 
argued that the government encouraged house price in fl ation that ostensibly 
expanded the asset wealth of existing family households (Forrest and Hirayama 
 2009  ) . The start of the 1990s saw a sharp decline in stock market values followed 
by a collapse in housing property values: urban property values dropped by between 
40% and 50%. The majority of owner-occupiers consequently experienced major 
capital losses on their housing assets. Japan subsequently entered a prolonged 
period of recession between 1990 and 2002 (and again after 2008). Although housing 
asset stability had been considered central to the security of households, the gov-
ernment prioritised overall economic recovery and subsequently attempted to stim-
ulate construction. However, despite early post-war shortages, vacancy rates had 
been advancing (from 7.6% in 1978 to 12.6% in 1998). This meant that continued 
oversupply contributed further to the erosion of property values in the 1990s (Ronald 
and Hirayama  2006  ) . 

 Housing sector strategies were readdressed after 1997 when Japan’s long recession 
was exacerbated by the Asian  fi nancial crisis. Housing policy was revised in order 
to address the necessity of economic restructuring and the demands of demographic 
change. Deregulation and marketisation became the focus of reforms with housing 
as a speci fi c target. Most signi fi cantly, the GHLC was abolished in 2007 and replaced 
by the Housing Finance Services Agency (HFSA), leaving the private banking 
sector to  fi ll the large gap in the primary loans market. In combination with the 
restructuring of government provision has been an equally fundamental restructuring 
in company society, undermining another pillar of the welfare mix. The government, 
under pressure from the company sector, began to support labour market casualisation 
after 1999. Many corporations subsequently abandoned the conventional system of 
lifelong employment and seniority pay, and many have also discontinued employee-
housing and housing loan practices.  

    6.4.3   The Emerging Role of Housing in Social Insurance 

 Since 2001, government approaches to public policy and social insurance responsi-
bilities have been remoulded, re fl ecting new socio-economic and demographic 
realities. On the one hand, the government abandoned the rhetoric of economic 
nationalism for a more neoliberal discourse focused on the deregulation and 
marketisation of government institutions and practices. On the other, following 
more than a decade of recession and marked demographic ageing, there has been a 
growing concern with the inadequacies of traditional welfare arrangements and 
mechanisms. ‘Production- fi rst’ policy rationales have had diminishing impact on 
the electorate, and social policy issues have gained momentum. The outcome is 
an unusual combination of disengagement strategies (in the housing and pension 
sectors) and social policy initiatives (in public welfare) which aim to restructure 
the welfare mix around both individual provision and social care insurance. 

 A critical factor forcing this combination is the declining viability of the pension 
system. It became apparent in the early 2000s that the equilibrium rate of pension 
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contributions and withdrawals would soon exceed the maximum possible rate of 
21.6%, meaning that the system would be exhausted by 2050. From 2002, pension 
restructuring has meant that contribution levels could be increased and bene fi ts 
reduced. The government speci fi ed in the 2004 reform that contribution rates would 
be raised every year until they reached 18.3% in 2017 but not raised thereafter. 

 At the same time, government commitment to old-age care has been radically 
augmented by the introduction of the long-term care insurance (LTCI) in 2000. 
This social insurance scheme provides access to at-home care services as well as 
health and welfare facilities (such as nursing homes) for older people. It marks the 
recognition of state responsibility for care of older people, which has previously 
been imposed on families. LTCI is non-means tested, ignoring differences in both 
contributions and the level of asset wealth or available family care, although there 
remains a focus on the family to provide care and the use of insurance only where it 
is absolutely necessary. A notable feature of state-subsidised services is the provision 
for home improvements for care receivers with government support for the remod-
elling of private homes to suit the mobility and care needs of older people. 

 While the state has taken on more accountability in providing for the growing 
older population, it can be expected that the ability of retired people to maintain 
their living standards in the future, in the light of expected declines in pension 
income (and the focus on at-home care services), will continue to depend on access 
to owner-occupied housing and the accumulation of housing assets. Due to the long 
post-war drive to expand homeownership, the vast majority of older people have 
become owner-occupiers whose properties can be used to offset income reduction 
as well as in the negotiation of intergenerational contracts (of health care and inheri-
tance) within families (Izuhara  2007  ) .   

    6.5   South Korea 

 Following the experiences of other high-growth economies where homeownership 
advanced rapidly, Korean governments have essentially assumed that as the stock of 
modern housing increased, a growing majority of families would become home-
owners. Emphasis too has been placed on the family as the main provider of welfare 
care with ownership of a family home considered, along with market price appreciation, 
a primary means of providing security in old age. The state, meanwhile, has ensured 
intensive production of new units for sale for more than four decades: between 1962 
and 2007, 15 million new homes were built of which 70.6% were constructed 
between 1989 and 2007 (KNHC  2009  ) . However, homeownership rates remain 
modest and were, until the 1990s, effectively in decline (Park  2007  ) . 

 The organisation of the housing system and the nature of government intervention, 
which has focused on supply rather than demand subsidy, have largely constrained 
the effectiveness of asset-based welfare in Korea. Though a signi fi cant number of 
Korean families have accumulated substantial property wealth and house price 
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in fl ation has been high, access to home purchase has been polarised and the majority 
of urban households has struggled to get a foothold on the owner-occupied hous-
ing ladder. 

 The numbers of urban rental households and housing market conditions have 
shaped particular responses from governments in recent decades. Although the state 
has consistently emphasised the imperative of growth, interventions have often 
re fl ected social democratic policy features, especially during the Kim Dae-Jung and 
Roh Moo-Hyun administrations (1998–2008). A universal social insurance-
type pension system has been in place since the late 1980s, although there have 
been adjustments in replacement rates as economic growth has slowed and demo-
graphic ageing advanced (Bonoli and Shinkawa  2005  ) . European-like social security 
schemes have also been developed such as the National Minimum Livelihood 
Security Act of 2000. Although public rental housing provision has intensi fi ed, this 
has served the interests of the private construction sector and the needs of low-
income working households in a highly stressed housing market. 

    6.5.1   The Housing System 

 Public sector housing development was initiated in the 1960s along with intensi fi ed 
state-guided industrialisation shaped by 5-year economic development plans. 
The Korean National Housing Corporation (KNHC) was established in 1962 as a 
self- fi nancing public enterprise to construct new housing. Most public housing was 
for sale, however, and not targeted at low-income families. The Korean Housing 
Bank (KHB), which raised funds and lent money for home purchase through a con-
tractual savings scheme, was also established in 1967. 

 State-directed housing provision took off in the 1970s along with large-scale 
development programmes involving private conglomerates in the mass construction 
of apartment blocks that became the mainstay of Korean urban housing. House 
prices began to escalate in the late 1970s as increasing numbers of better-off house-
holds speculated in new-build housing. The government responded with anti-
speculation measures but, as market conditions cooled down, began to apply market 
stimuli. This pattern of speculative investment followed by a see-saw of reactionary 
market controls became characteristic of the Korean housing context. 

 Housing subsidies have historically focused on supply with provision for lower-
income home buyers usually mediated through developers. Meanwhile, volatile 
markets have been the norm even though borrowing conditions have been restric-
tive. This combination has largely excluded many potential low- to medium-income 
buyers and constrained urban homeownership rates (Ronald and Jin  2010  ) . Korean 
lending has been particularly cautious, and loan-to-value ratios of 30–40% and 
non-amortising 5–10-year loans are typical. Since the 1980s, the government has 
attempted to assist poorer home buyers directly through the National Housing Fund, 
although funds have been limited. Until the mid-1990s, the KHB still served as the 



130 6 Lessons from East Asia

primary  fi nancer in the mainstream mortgage market, accounting for around 75% of 
new housing loans. Since then, the KHB has been privatised, and there has been 
signi fi cant housing  fi nance reform. In 2004, in order to facilitate greater  fl ows of 
funds to middle-income households, the Korean Housing Finance Corporation 
(KHFC) was established. This has attempted to develop Korean mortgage practices 
by providing more  fl exible mortgage products. 

 Despite improved lending  fl ows, the ownership of urban housing remains polarised, 
and in 2005, it was estimated that around 8% of households were multiple property 
owners and accounted for 38% of total housing stock (MGHA 2005). A contemporary 
landlord class has formed as a signi fi cant proportion of new housing has effectively 
become private rented housing. This sector is dominated by  chonsei  lettings in 
which tenants pay deposits of around 50–70% of the value of the property for, 
normally, a 2-year tenancy. This money is invested and later returned by the landlord 
with the interest made taken in lieu of rent. This system has been perceived to 
promote investment in housing and a means of forced savings that enables tenants 
eventually to buy a home. 

 The Roh government (2003–2008) attempted to address the inequalities of the 
housing system by squeezing multiple property owners through taxation. It also 
initiated a mass public rental housing programme that aimed to extend the sector 
from 1.5% to 17% of housing by 2017. Since 2008, the new, more socially conservative 
and economically liberal regime, under Lee Myun-Bak, has expanded the public 
housing program but included a large proportion of subsidised houses for sale.  

    6.5.2   Housing and Welfare 

 Despite the limited progress in expanding urban homeownership, this is still con-
sidered a key element of the welfare system. It has been argued that limited public 
service provision for older people has been based on the assumption that intergen-
erational family cohabitation provides the main pillar of welfare care (   Park and Lee 
 2007  ) . Recent policy reforms have strongly re fl ected this. In 1998, an ageing prefer-
ential deduction was established in income tax law, meaning that adult children 
living with their aged parents receive a tax deduction. An adult child that buys a 
home in which to cohabit with their elderly parent(s) also receives a transfer tax 
exemption, is given preferential access to special housing funds and, furthermore, can 
take higher loans for purchase or remodelling. More recently, and mirroring the 
Singaporean Lease Buyback Scheme, the Korean government has enabled the pro-
vision of reverse mortgage products that enable access to housing capital. Introduced 
with a government guarantee, this has been an explicit recognition of the potential 
of housing equity to meet pension needs (Doling and Ronald  2011  ) . 

 Homeownership and intergenerational cohabitation thus form a key support for 
later life. Indeed, while urban homeownership rates are generally low, national rates 
are 76.3% among people of retirement age. However, this disguises signi fi cant 
inequalities and inadequacies of housing as a welfare and pension pillar. Firstly, 
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older people are underrepresented in the modern urban housing stock. Secondly, 
homeownership among older people with low incomes is concentrated in poor-quality 
housing in rural and semi-rural areas. According to the Ministry of Construction and 
Transportation, while 16% of all houses fell below minimum housing standards in 
2005, substandard housing accommodates 82.3% of low-income households 
(see Ronald and Jin  2010  ) . Thus, not only is housing for older people often of 
poorer quality, it also functions poorly as a container of asset wealth as house price 
infl ation is concentrated in the newer urban apartment stock. 

 South Korea provides some interesting contrasts to the Japanese and Singaporean 
cases. Although homeownership is considered a core of welfare security and while 
the state has pumped massive resources into the housing sector, the housing system 
and distribution of housing assets is largely unbalanced and inequitable. This may 
well have shaped public welfare demands and political pressures. It may also 
account for the more intensi fi ed provision of non-housing-based welfare goods and 
services in recent years and the ostensible extension of citizenship rights in terms of 
access to universal public bene fi ts.   

    6.6   East Asian Insights 

 Although Japan, Singapore and Korea demonstrate very different approaches to 
homeownership provision and very different integrations of housing as a welfare 
pillar in the pension mix, together they illustrate the signi fi cance of the accumulation 
of individual or family housing wealth in meeting living costs in old age. They also 
provide insights into how asset-based welfare systems interact with changing social, 
economic and demographic conditions as well as what problems they generate for 
governments. Here, we assess these approaches against the adequacy and sustain-
ability criteria. 

    6.6.1   Adequacy 

 Housing wealth is important in the pension mix in East Asian. It provides both a 
physical basis of the family model of welfare as well as a direct contributor to 
older people, for example, as a means of rent free living, an income in kind. Overall, 
the East Asian experience is that homeownership provides a supplementary tier of 
pension provision that may go a long way to maintaining the living standards 
retired individuals enjoyed during their working lives. Indeed, the size and quality 
of the owner-occupied dwelling may well be beyond what would be affordable in 
the market based on a pension income. However, homeownership is inadequate as 
the basis of retirement income and how effective it is as a supplement is dependent 
on the adequacy of  fi rst- and second-tier pension bases. Across East Asia, despite 
the emphasis on housing investment, other sources of income in old age can go much 
further to enhancing living conditions or preventing poverty. 
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 Whereas the overall homeownership rate varies across the three countries 
examined, in all, the rate among older people is high. One consequence is that 
the proportion of the older population excluded from the bene fi ts derived from 
homeownership is relatively small. But, in a number of other ways, the bene fi ts 
are highly variable. In so far as this impacts on the adequacy of the income which 
older people enjoy, it points to some of the limitation of building homeownership as 
a pension pillar. 

 One dimension of the variability lies in the nature of housing stock itself. In Japan, 
for example, the longevity of built units is quite short, typically less than 30–40 years 
(see Ronald and Hirayama  2006  ) . The maintenance cost of homes is thus also a 
factor in the performance of owner-occupation as a pension supplement. Similarly, 
in Korea, urban middle-class homeowners in newer properties enjoy the greatest 
bene fi ts, while owners of cheap, older housing, especially in rural areas where 
wooden housing still dominates, may even be disadvantaged by the costs of home-
ownership. In Singapore too, the deterioration of HDB apartment blocks has required 
the government to continue to subsidise renovation in order to maintain market 
values for public homeowners. Allied to this heterogeneity of the housing stock is 
also a heterogeneity in house value. In general, in all three countries, older people 
who own the most expensive homes have acquired them because they earned most 
in the labour market and will also tend to have the highest pensions and most other 
investments. Housing income in kind and in cash is thus heavily concentrated, 
 tending to reduce the potential ability to compensate for low pensions or to reduce 
the risk of poverty, that is, to redistribute across income classes. 

 Finally, although housing asset wealth can, in principle, be realised as a cash 
value when required, it is vulnerable to market  fl uctuations. The vast majority of 
retirement savings of post-war generations have been redirected into housing 
properties, which may decline or go up in value at particular moments in the 
economic cycle. The living standards of retired people may thus be dependent on 
their equity stake in their home as well as its value at a particular point in the 
life course of the family. Property markets, timing of entry and movement up the 
housing ladder all play, therefore, a role in distorting the performance of housing 
assets as welfare supplements.  

    6.6.2   Sustainability 

 Historic market contingencies also create cohort differences between those who 
purchase homes at different times. It appears that the current assets built up by older 
post-war generations re fl ect historic housing market cycles in which housing became 
decreasingly affordable. For Groves et al.  (  2007  ) , an unequal pattern is forming 
between different generations, with the gains made by older home purchasers 
increasingly dif fi cult to reproduce. While the older generations who bought under 
favourable conditions (when prices were lowest and subsidies more advantageous) 
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have experienced enormous increases, younger generations will, potentially, make 
much lower marginal gains and be more disadvantaged by market downturns. 

 In Japan, for example, substantial differences in housing equity and market 
position have been identi fi ed between baby boomer and post-baby boom (baby 
buster) cohorts (Hirayama and Ronald  2008  ) . Exaggerated demand among baby 
boomers approaching early middle age drove the 1980s house price boom, making 
housing more expensive for the smaller cohorts that followed. The subsequent 
drop in demand undermined property values and had a particularly disproportionate 
effect on the capital gains of baby busters who bought at the price peak. These 
inequalities were enhanced by the economic recession that followed with negative 
equity being most prominent among households who bought their homes after 
the baby boomer wave. 

 Younger generations in Japan have been either more reluctant or less equipped 
to enter a more risky housing market, and homeownership rates have declined 
substantially among younger households. As average house price to income ratios 
remain high, while employment security has diminished, many younger households 
have found housing purchase increasingly unaffordable. Between 1978 and 1998, 
homeownership among those aged 25–29 fell from one in four to one in eight. 
For those aged 30–34, the drop was from one in two to one in  fi ve. Moreover, the 
Japanese housing sector is strongly polarised in terms of the size and quality of the 
stock. Consequently, a generational fragmentation is emerging between older 
owner-occupiers in spacious homes who rely for their pension incomes and welfare 
care services on the taxes and premiums of younger generations and young tenant 
households in small apartments unable to build up housing wealth through the 
owner-occupied housing ladder. 

 Over-investment in housing has become another issue. Homeownership subsidies 
and state facilities that speed up transition into homeownership (i.e. CPF, HDB, 
GHLC) have directed massive  fl ows of savings into housing property investment. 
This has reduced investment in other kinds of assets and intensi fi ed pressure on 
urban housing markets and property prices. As socio-economic conditions changed, 
housing bubbles became increasingly vulnerable to volatile  fl uctuations, disrupting 
the welfare function of housing assets. This has become particularly evident in 
recent years following consecutive economic crises. While governments remain 
committed to supporting the asset wealth of existing homeowners, there have been 
necessary adjustments in constraints placed on housing investment vis-à-vis other 
savings vehicles (e.g. Singapore) and building up greater public welfare services for 
the elderly (e.g. Japan). 

 East Asian countries also illustrate the reliance of asset-based welfare systems on 
essentially unsustainable property value increases (Chua  2003  ) . Governments have 
effectively become preoccupied with supporting of housing markets as declines 
undermine the national wealth built up in housing property as well as the ability of 
households to draw on housing assets in retirement. In Singapore, sustaining demand 
for owner-occupied housing units has become progressively problematic. A constant 
in fl ow of buyers is necessary to support property price increases. The government 
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has repeatedly relaxed quali fi cation criteria and extended subsidies, but there are 
now few categories of citizens remaining to extend access to HDB housing in order 
to invigorate demand. In Korea, meanwhile, governments have become preoccupied 
with stabilising the housing prices via various cooling and heating measures, leaving 
little room for the market to function. 

 Finally, changing inheritance patterns are also challenging the sustainability 
of the homeownership welfare pillar. With the decline in family size and the expan-
sion of the number of older people, the chances of inheriting housing property 
have markedly increased. Nonetheless, the housing asset situations of younger 
generations are increasingly being determined by family conditions: whether or not 
their parents own a house, whether they can inherit it or not and whether or not they 
can obtain  fi nancial support from parents when purchasing a new home (Hirayama 
and Ronald  2008  ) . In Singapore, Chua  (  2003  )  has explicitly identi fi ed that the 
increasing inheritance of homes, which will advance as cohorts of HDB homeowners 
age, will undermine the  fl ow of house-purchasers, diminishing demand and generating 
a potential surplus.   

    6.7   Conclusions 

 The relevance of East Asian experience for considering the potential role of housing 
to meet the needs of older people in a European context lies in the former’s intensity 
and longevity of homeownership policy pathways. In all three countries considered 
here, policies have promoted homeownership as a key component of their approaches 
to welfare providing one of the basic pillars supporting the well-being of individuals 
at all stages in the life cycle, as well as having a particular signi fi cance for meet-
ing the needs of older people. At the same time, in terms of the embeddedness of 
the housing asset welfare pillar, they all constitute relatively mature systems. In 
Europe, by contrast, the role of housing assets has only relatively recently entered 
into policy debates. In this context, therefore, East Asia can be looked upon as pro-
viding Europe with an opportunity to learn lessons from those who have gone 
before. 

 Yet, there are marked differences between Europe and East Asia, not least of 
which is the under- or non-development of welfare states. The delayed progress in 
democratisation, citizenship rights and gender equality in East Asia need also to 
be taken into account. There would be dangers therefore in seeing the case studies 
as offering an opportunity for the direct transfer of policy. Rather, there are for the 
West lessons that have the potential to inform and enrich its policy debates. 

 The  fi rst of these lessons is that homeownership can play a pivotal role in protecting 
the well-being of older people. In the East Asian countries considered here the 
family, various forms of pension and savings, together with homeownership, have 
combined to create a mutually supportive system. The home may provide shelter 
and a physical focus for the family, but it also offers the possibility, if owned outright, 
for older people to live rent free, receiving an income in kind and thereby getting by 
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on a smaller cash pension. In all three countries, governments have sought to reinforce 
this by providing opportunities and incentives to make it possible for different 
generations to live together or at least in close geographical proximity. More recently, 
there have also been policy developments establishing forms of reverse mortgage 
that enable access to housing assets, thus creating an income in cash. These countries, 
therefore, provide a clear example of an explicit targeting of housing equity by govern-
ments concerned about the viability of other forms of pension provision. 

 Notwithstanding these positive outcomes, a second message from East Asia is 
that homeownership may facilitate distribution across the life cycle and even across 
generations, but it is not generally a vehicle for distribution across income classes. 
In all three countries, the tendency in recent decades is for housing markets 
and property ownership to reinforce social inequalities rather than alleviate 
them. In general, those with least housing assets will have least non-housing income 
and wealth. 

 There are also lessons for Europe in regard to the sustainability of asset-based 
welfare systems. It has become clear that pre-1997 systems were built on the 
assumption that house price increases could outpace in fl ation in perpetuity. 
The reality of house price de fl ation results in part in additional pressure being 
placed on government to protect housing markets; house prices become an intensely 
political issue. In other words, governments cannot simply de fl ect responsibility 
for the well-being of older citizens by promoting homeownership, if that particular 
form of investment does not perform in a way that assures well-being. 

 It is also evident, however, that post-war generations of homeowners have been 
advantaged by their tenure status and that pro-homeownership policies, for a few 
decades at least, somewhat offset the underdevelopment of welfare programmes. 
Recent East Asian policy reforms, following the 1997  fi nancial crisis, arguably 
re fl ect a new age in the development of homeownership and asset-based welfare 
characterised by attempts to offset over dependency on housing markets, on the 
one hand, and enhance the function and capacity of housing properties as welfare 
resources, on the other. Important, then, is the recognition that homeownership 
assets are not a complete substitute for forms of social provision. Homeownership is 
not suf fi cient on its own and, insofar as it works adequately to support people, does 
so in conjunction with, and not as a substitute for, other welfare pillars.                                           
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          7.1   Introduction 

 Housing equity is a pension; that is a fact: a large proportion of older Europeans 
own their own homes, mostly without outstanding housing loans, and they receive 
from that an income in kind in the form of rent-free living. Moreover, it has been 
received whether or not the acquisition of homeownership in the  fi rst place was 
motivated solely by consumption objectives and whether or not its investment 
potential has been explicitly recognised. While as income in kind it has enhanced 
living standards, homeownership has potentially offered a pension in another form 
also, as income in cash. This is not automatic, requiring the deliberate realisation 
of some or all of the equity, perhaps by moving to a cheaper house or taking out a 
reverse mortgage. 

 It is this potential for homeownership to offer not just a place for living but 
also a means of living that has formed the objective of the research underlying this 
book. Whereas there has been consideration of the interests of governments, the 
main concern has been with understanding how households have viewed this poten-
tial: how have they in the past used and sought to use housing equity to contribute 
to their income needs in old age, how are attitudes to its use developing and what 
would be some of the consequences of systematically using housing equity as a 
pension? 

 The aim of this  fi nal chapter is to summarise and reformulate the  fi ndings of our 
research into these questions. It starts with a summary of the general  fi ndings as 
they apply to Europe as a whole, focussing on the extent to which and how home-
ownership is used by households as a pension and to what extent this is fed or 
discouraged by a range of policies. The second section summarises the  fi ndings 
organised by the regime groupings in a series of  fi ve pen pictures. The intention here 
is to emphasise the variation across the member states in the experience and potential 
of housing wealth. The  fi nal part of the chapter discusses what the research  fi ndings 
might mean for policy in Europe.  

    Chapter 7   
 Conclusions           
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    7.2   Accumulating and Using Housing Assets: 
A Summary of the Evidence 

 The research reported in the earlier chapters has been based on a range of methods 
and sources of data, which have, in turn, provided a range of perspectives. The limita-
tions of each, however, have restricted the accuracy and completeness of their 
portrayal of the developments and outcomes across Europe. Nevertheless, in com-
bination, they provide a set of pictures that offer some understanding of three key 
stages: the growth of homeownership across the member states, the role of housing 
assets in the wealth portfolios of European households and the use of those assets 
in later life. In turn, these understandings are broadly consistent with the notion of 
the mixed economy of welfare describing the formal institutions which, together 
with informal institutions, in fl uence the choices made by European households. 

    7.2.1   The Growth of Homeownership 

 A necessary  fi rst step to accumulating wealth in the form of homeownership is obvi-
ously the acquisition of legal title, becoming a homeowner. Examination of trends 
over recent decades shows that increasing numbers of European households have 
been doing so. With some two-thirds of households now owning homes Europe as a 
whole can be described as a home owning society. At the same time, across member 
states, the popularity of homeownership varies considerably. 

 On the basis of both existing literature and new empirical evidence, it has been 
possible to identify what might underlie these trends. At a macro-level, there appears 
to be a link between the nature and extent of welfare provision and homeownership 
rates, reinforcing a notion that they are substitutable forms of horizontal distribution 
over the life cycle. Further, national housing policies appear to have made a differ-
ence and help to explain why homeownership rates differ so much over Europe. 
However, it is possible that it is not so much homeownership policies that make a 
difference but more the policies towards renting: those countries that have offered 
the opportunity to live in good quality rental housing with strong protection including 
regulated rents – which have also tended to be those countries with the most generous 
welfare systems – have experienced less growth in their homeownership sectors. 

 The interviews provide insights into how formal and informal institutions interlink. 
Buying a house at a young age is not the usual thing to do in Germany, for example, 
an outcome that can be attributed to the strict criteria of lenders that in practice 
exclude younger households, but also by the risk and debt averseness of German 
households who have the habit of saving before buying. This is made possible by 
the existence of a large private rental market of good quality and security of tenure. 
More generally, it seems that in countries with particularly large homeownership 
rates, this form of tenure is so embedded into the way of life that it has become 
the natural and normal option. Policies or formal institutions may seem to move in 
the same direction, therefore, but informal institutions appear to make a difference. 
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 From the micro-statistical level, income appears as an important factor, with 
higher-income groups being more likely than low-income groups in all countries to 
be owners. Age also appears important, and although it is dif fi cult to disentangle 
age and cohort effects, the general pattern is of homeownership rates to increase 
during working years and to decrease in older age groups: an inverted U-shape 
which is consistent with the LCM.  

    7.2.2   The Accumulation of Housing Wealth 

 While trends in rates of homeownership can be relatively accurately identi fi ed, 
information about the amounts and distributions of housing wealth is not so clear. 
Nevertheless, from the limited, harmonised data, it does appear that the total amount 
of housing wealth is considerable, perhaps equivalent to one and a half times 
the combined GDP of all the member states, while it also constitutes the largest 
single form of wealth for the average European household, particularly so for older 
Europeans. It also appears more evenly distributed across populations than some 
other forms of wealth such as shares. In a numerical sense, therefore, housing wealth 
appears to be signi fi cant. 

 But, understanding why the absolute amount of average housing wealth, as well 
as its size relative to other forms of household wealth, varies across member states 
is less certain. There appear to be a number of in fl uences although their relative 
importance cannot be speci fi ed. Firstly, based on a very small number of countries – 
four European and one non-European – it is possible that higher levels of govern-
ment welfare spending are associated with a lower level of non-housing assets in the 
household portfolio. The limited data basis should prevent any strong conclusions, 
but these  fi ndings suggest the possibility of a trade-off between welfare expenditure 
and homeownership may need to be quali fi ed   : the response to a lack of generosity 
in state welfare spending may not necessarily be the acquisition of more housing 
wealth but of more wealth in forms that may be more easily realisable. 

 Secondly, the interviews revealed that in some countries, tax policies play an 
important role in household strategies: for example, if homeowners can deduct 
mortgage interest, they bene fi t from having a housing debt and therefore build less 
housing equity. Moreover, formal and informal institutions interact as is illustrated 
by the Dutch case. The generous mortgage tax relief turned a mortgage debt from 
‘preferably as small as possible’ in the Calvinistic Netherlands of the 1950s into a 
regular part of a smart household portfolio in the 1990s. 

 Thirdly, our macro-analysis revealed a link between the returns on different 
types of asset and their relative size in the wealth portfolio: simply, the higher the 
return, the higher the proportion of the portfolio. Whereas this holds for stocks 
and shares, it is less pronounced for housing as a  fi nancial asset, one reason for 
which could be the modifying effect on household behaviour of the non- fi nancial 
importance of housing. 
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 Fourthly, and complicating this interpretation, the interviews revealed that both 
formal and informal institutions play an important role in household strategies. 
Some institutions, such as the value that buying ‘a house is a good investment’, are 
similar in most countries. Although buying a house may in the  fi rst instance be a 
matter of consumption, over time households often come to realise that housing is 
also an investment. Buying a dwelling is a means of self-discipline that prevents 
households from spending too much and a semi-conscious pension strategy feeding 
the informal institution that ‘housing is a good investment’. 

 Finally, it is clear that the expansion of homeownership sectors has been 
accompanied by expansion of housing  fi nance sectors. While for most European 
households access to homeownership is made possible with a loan or  fi nancial 
support from the family, there appear to be large cross-country differences in atti-
tudes to debt. In corporatist (Germany and Belgium) and Mediterranean (Portugal) 
countries, for example, households often emphasised that it is very important for 
them to pay off debts as soon as possible.  

    7.2.3   The Use of Housing Wealth in Old Age 

 In principle, there are a number of ways in which households could dissave. Whereas 
income in kind is a bene fi t for all homeowners, realising housing equity in order to 
create income in cash requires deliberate action, involving either moving to a 
cheaper house or taking a  fi nancial product such as a reverse mortgage. As with the 
accumulation of housing assets, however, the study of the decumulation, or dissaving, 
of housing assets is similarly beset by inadequacies in publishable data. Nevertheless, 
some general patterns of behaviour are identi fi able. In broad terms, European 
households appear to reduce their total wealth progressively through their retire-
ment years, in effect enhancing their pensions and in that way acting consistently 
with the LCM. At the same time, the dissaving of housing assets does not appear 
routinely pursued. 

 The widespread reluctance to realise housing equity begs the question: why do 
Europeans realise and spend non-housing assets while holding on to their housing 
assets? There appear to be a number of reasons. One reason may lie in the fact that 
housing is both a consumption and an investment good. A consequence is that 
one way in which older households bene fi t  fi nancially from their tenure status is by 
having low housing expenses, in effect receiving an income in kind which allows 
them to get by on a smaller pension. Another consequence, however, is that any 
realisation of a lump sum or income in cash may impact on the  fl ow of housing 
services. While there are a number of ways of avoiding this – from becoming a 
renter to taking a reverse mortgage product – the most commonly adopted strategy 
appears not to dissave housing assets at all but, as far as housing is concerned, to 
maintain the status quo. 

 This general reluctance to spend housing assets may arise because, notwithstanding 
widely held views about the inadequacy of pension systems and their individual 
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pension entitlements, most older Europeans actually have suf fi cient income not to 
have to ‘spend’ their housing. However, there appear to be other reasons. For many, 
housing is viewed as a substitute not only for the inadequacies of government 
pension provision but for government provision in other areas, especially social and 
health-care needs. For many, housing assets seemed to be retained as a precaution 
or safety net against future events. 

 But for many, the home has meanings quite separate from its ability to  fi nance 
welfare needs. The home as a bequest, sometimes physical sometimes  fi nancial, to 
be left to children is clearly an important consideration. This is perhaps no more so 
than in countries in which the home is a central orientation of the extended family, 
which itself is a vehicle for horizontal distribution. Such motivations appear to 
inform not only the general tendency to hold onto housing assets but also the par-
ticular lack of a buoyant demand for reverse mortgage products. 

 Releasing equity by mortgage equity release schemes is far from self-evident, 
then. The precautionary and the bequest motives are accompanied by informal insti-
tutions: ‘saving is good and debts are bad,’ and the notion of a debt-free, ownership 
ideal is strong playing an important role in many countries, particularly for older 
generations. Moreover, ‘you should leave something for your children’ is the norm 
among people with children, even if children are well off. Finally, deep ‘distrust 
against  fi nancial institutions’ seems everywhere signi fi cant. 

 There also appears to be a variation, common across countries, in generational 
attitudes. The pre-baby boom generations with memories of austerity and hardship 
are often very cautious, reluctant to spend their assets on consumption and eager to 
pass on an inheritance to their children. Commonly, baby boomers and later genera-
tions appear much more willing, sometimes eager, to continue, if not increase, the 
level of consumption they had enjoyed while working, and if this could be achieved 
by using the equity in their home that was acceptable. Younger age groups often 
appear even more open to the necessity to have to  fi nd their own solutions to their 
income needs in older age and to use housing assets to do so. Of course this might 
also be an age rather than a cohort difference, but it indicates the possibility that past 
attitudes and behaviour may not simply roll into the future.   

    7.3   Differences Between Welfare Regimes 

 Whereas the previous section provides a summary of the overall pattern of behaviour 
across Europe, our evidence has also indicated distinctive patterns in each of the  fi ve 
welfare regimes. Although these also mask some within-group, that is country to 
country, variation, in the main this seems, at least for most of the groups, less 
signi fi cant than the between-group variation. These are important in helping to 
generalise the understanding of housing assets in old age across the full range of 
the member states. Table  7.1  summarises key characteristics that map out different 
contexts in which the use of housing equity in old age has developed.  
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    7.3.1   Eastern: Housing as Ultimate Precautionary Fund I 

 Generally in these countries, homeownership has grown to very high rates largely 
as a result of the economic and political transformations taking place over the last 
two decades rather than the development of mortgage markets. Welfare spending 
generally is low, and large proportions of their populations do not consider their 
pension systems to be safe. In these circumstances, housing equity has become the 
ultimate precautionary fund. The family plays an important role with adult children 
often providing support to their parents with the understanding that the family home 
will become theirs: in that way, housing equity is part of the family strategy. Indeed, 
equity release arrangements are possible through non-pro fi t organisations (Slovenia) 
or local government (Hungary), providing households with an alternative to support 
through the family, but, despite their strong promotion in some countries, markets 
remain small.  

    7.3.2   Mediterranean: Housing as Ultimate 
Precautionary Fund II 

 High rates of homeownership have a long tradition in these countries based on its 
role as a focus of the family. In recent decades, mortgage markets have expanded, 
particularly in Spain, and rates of outright ownership by young people tend to 
be low. In other ways, the Mediterranean countries have much in common with the 
Eastern regime countries. Although pension systems are very generous in some 
Mediterranean countries (e.g. Italy), in many, they are not considered safe. Housing 
equity is considered important, becoming the ultimate precautionary fund. Generally, 
older people do not move to cheaper homes or into rental housing, re fl ecting the 
central position of the home as something not to be treated as a  fi nancial commodity 
but as part of a wider family strategy.  

   Table 7.1    Characteristics of regime groupings   

 Corporatist 
 Social 
democratic  Mediterranean  Liberal  Eastern 

 Homeownership rate  Low  Low  High  Medium  Very high 
 Mortgage lending as % GDP  Low  High  Mixed  High  Low 
 Welfare spending as % GDP  High  High  Low  Low  Low 
 Concern about adequacy 

of pensions 
 Medium  Low  High  High  High 

 Homeownership wealth 
as % GDP 

 Low  Low  Mixed  Medium  High 

 Mobility among older owners  Low  High  Low  High  Low 
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    7.3.3   Liberal: Shift from State to Housing Equity 

 Homeownership rates have increased in recent decades fuelled to a large extent by 
the expansion of mortgage markets. Pensions and the welfare system in general have 
been under pressure, there is large distrust of private pension funds, and housing 
equity is considered an important asset by households. There is a widespread view of 
housing as a  fi nancial investment; many households have built housing equity, and 
many also consider realising the equity by moving or by using equity release prod-
ucts. But, there is also concern about state protection in general. Although the equity 
release market in the UK is large in comparison with the other member states, even 
so such products are used by only a small proportion of older people.  

    7.3.4   Corporatist: Shift from State to Family 

 Though mandatory pensions are relatively generous in the corporatist countries, 
many households are worried about income in old age. In both Germany and 
Belgium, housing income in kind is considered an important part of income, 
while equity release products are not considered attractive options. On the contrary, 
households prefer to pay off the mortgage as soon as possible in order not to be 
indebted. The family and the bequest motive play an important role here. In some 
countries, especially Germany, not only inheriting owner-occupied dwelling 
but also ownership of rental dwellings is often part of the family strategy. Therefore, 
it seems that the family rather than the  fi nancial markets has been the more important 
in redistributing housing income over the life cycle. 

 The Netherlands, although otherwise classed as a corporatist country, shows 
many similarities to Sweden and Denmark. In the Netherlands, households consider 
the public as well as the occupational pension system as relatively reliable. Fiscal 
policy encourages people not to build housing equity or at least not to pay off their 
mortgages so that housing equity constitutes a relatively modest part of the total 
asset portfolio.  

    7.3.5   Social Democratic: Modest Role for Housing Equity 

 Both Sweden and Denmark, the archetypal social democratic countries, have large 
rental markets and high levels of mortgage debt. With relatively generous welfare 
systems offering considerable protection for their citizens, housing equity does not 
play an important role: there are fewer homeowners, and homeowners build less 
housing equity. As in the Netherlands, many people extend their housing loans into 
their retirement years. In some respects, Finland differs, having a larger homeownership 
sector and less trust in its pension system.   
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    7.4   Policy Matters 

 Finally, then, what do our  fi ndings indicate that might inform debates about the 
role of homeownership as a solution to the so-called pension crisis? One response 
to this lies in the evidence from our  fi ndings that enables evaluation of the effective-
ness of housing equity, were it to be fully and routinely used to provide older people 
with an income. A second response considers a number of wider issues that would 
need to be addressed by policy makers if their objective was to achieve a position 
where households would be willing and able to use housing assets in this way. 
This is not a proposition that such an objective is necessarily desirable or recom-
mended, but setting it up as if it were provides a context for identifying what some 
of the implications might be. 

    7.4.1   How Would Housing Perform as a Pension? 

 While there may be a number of ways in which to evaluate how well pension systems 
work, the approach widely adopted in European policy analyses has been to use the 
adequacy and sustainability criteria. 

    7.4.1.1   Maintaining Former Living Standards 

 There can be little doubt that homeownership already, that is, even without further 
developments, makes an important contribution to maintaining former living 
standards. People who are outright owners of their homes are able to live rent free. 
In contrast to those who pay rent, they receive a net income in kind, the amount of 
which varies according to the value of the home. The average, in comparison 
with cash income from pension and savings, varies from member state to member 
state, but mostly appears to add between a quarter and a half to their other sources 
of income. If all older homeowners also drew directly on the housing equity, say 
through a reverse mortgage product, this would, very approximately, contribute 
the same sort of addition. So, in total from housing income in kind and housing 
income in cash, older people would get between an extra 50% and 100% increase 
in their overall income. 

 While this indicates that housing wealth could on average signi fi cantly enhance 
other household income and thus increase their standard of living, there is an issue 
of fundamental importance in assessing the actual effects: would the housing income 
in cash be an  addition  or  complement  to existing sources of income or a  substitute  
for that part formerly derived from the state in the form of a pension? As a  comple-
ment , housing wealth offers the potential to older people to considerably boost their 
cash income and thereby enhance their living standards. Quite simply, by cashing in 
some of their assets, they can consume more. As a  substitute , however, governments 
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may use the potential of housing wealth as a rationale for reducing the value of the 
state pension (or other state spending on older people). The consequences could 
include people being ‘forced’ to use their housing wealth even if they would prefer 
to leave a bequest to their children, perhaps leading to some erosion of solidarity 
both across generations and across society. Furthermore, in this scenario, those who 
rent their homes might be doubly disadvantaged in having both a reduced state 
pension and no housing assets to draw upon.  

    7.4.1.2   Preventing Poverty 

 Even if housing assets are treated as an addition to existing pension arrangements, 
another concern is whether the addition would lift older people out of poverty. 
Of course, by de fi nition, housing wealth cannot help those people who do not have 
housing wealth to begin with – broadly, the 25% of older Europeans who rent their 
homes. In fact, in most member states, renters will tend to be poorer than owners 
and therefore most at risk of poverty anyway. To that extent, the use of housing 
equity might do little to ameliorate those who have the lowest incomes. 

 But even among those who do own their own homes, those with least pension 
and savings income tend to own the cheapest homes and therefore bene fi t from the 
least income in kind and potential income in cash. Another way of putting this is 
that housing would make a large contribution to reducing the risk of poverty where 
people who had low incomes held a lot of housing wealth, the so-called income-
poor, asset-rich. Our evidence suggests that whereas there are some income-poor, 
asset-rich older Europeans, the general picture is that older people who have a lot of 
housing equity also tend to have had higher incomes when working, to have accu-
mulated large non-housing assets and to have higher pensions. The general picture 
is of a positive correlation between income, housing assets and non-housing assets. 

 Existing pension systems across the European member states commonly have a 
signi fi cant  fi rst-tier element which effectively provides protection for those with 
least pension and other resources. Whether or not that protection was retained, the 
use of housing assets would do little to reinforce that protection. The evidence from 
the East Asian experiences is that homeownership may facilitate distribution across 
the life cycle, but it is not generally a vehicle for distribution across income classes. 
Indeed, the tendency in East Asia in recent decades has been for housing markets 
and property ownership to reinforce social inequalities rather than alleviate them.  

    7.4.1.3   Providing a Sustainable Pension 

 Whereas in the past the investment potential of homeownership may have made it 
an attractive option to many European citizens, and thus contributed to the growth 
of homeownership sectors, that growth was frequently enhanced by state policies such 
as subsidies. This raises the issue of whether the size of homeownership sectors 
will be maintained. The future of such policies will in part be contingent on the 
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desire of member state governments further to promote homeownership. Such 
desire can be expected to be in fl uenced by a number of the economic and  fi scal 
considerations: concerns about maintaining the growth and stability conditions on 
which inclusion in the eurozone is dependent, on the consequences of the present 
economic and  fi nancial crisis and on the changing dependency ratios that are the 
basis of the pension crisis. 

 Although at the time of writing it is not clear where current developments are 
leading, it seems a justi fi able assessment that any failure to sustain even the existing 
size of homeownership sectors along with the growth in house prices will result in a 
reduction in the potential of housing equity to meet income needs. There are, here also, 
relevant lessons from East Asia in regard to the sustainability of asset-based welfare 
systems. It has become clear that pre-1997 systems were built on the assumption, that 
has proved to be false, that house price increases can outpace in fl ation in perpetuity. 
Also evident have been the destabilisation effects of homeownership-dependent 
housing and welfare systems. Marked generational divides have illustrated that 
favourable conditions for market access and equity accumulation cannot simply be 
reproduced from one generation to the next. A similar development seems to be going 
on in Europe now, the younger generation may well not bene fi t from the housing 
market as the generation entering the market before the current  fi nancial crisis did. 

 It is also evident from the East Asian experience that post-war generations of 
homeowners have been advantaged by their tenure status and that pro-homeowner-
ship policies, for a few decades at least, did somewhat offset the underdevelopment 
of welfare programmes. The problem for these cohorts has been the liquidity of 
housing assets when needed to serve individual welfare consumption needs. Recent 
East Asian policy reforms appear to re fl ect a new age in the development of home-
ownership and asset-based welfare characterised by attempts to offset over depen-
dency on volatile housing markets, on the one hand, and enhance the function and 
capacity of housing properties as welfare resources, on the other. While the former 
has required housing system diversi fi cation, the latter has called for innovations in 
types of public equity release schemes.    This is an interesting development that is 
relevant for Europe; however, it is too early to draw a conclusions on the long-term 
sustainability of such public or public guaranteed equity release schemes.   

    7.4.2   Wider Policy Issues 

 Whatever the view taken of the extent to which housing assets measure up to the 
adequacy and sustainability criteria, and of the desirability of restructuring existing 
pension systems to incorporate housing as a central pillar, there are a number of 
additional implications for policy makers. Since pension and welfare systems are 
under pressure, the role of housing equity will undoubtedly become more important, 
and one option is for Europe to develop a good functioning equity release market. 
Nevertheless, achieving a situation in which housing assets are routinely used to 
augment income in old age would be expected to pose a number of challenges. 
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    7.4.2.1   Persuading Households to Include Housing Equity 
in Their Strategy for Old Age 

 Housing may be considered a pension by many, but why do households not release 
equity to the extent predicted by an LCM perspective or required by a recon fi guration 
of pension systems that rest on a central role for housing assets? There are a number 
of barriers. Firstly, housing has a special role for many households, especially 
where it is seen as part of the family project. As    Reifner et al.  (  2009  )  argue, one of 
the  fi rst steps to the mass expansion of reverse mortgage markets is an acceptance 
that housing is not just a consumption good with emotional and cultural attributes 
but also a  fi nancial vehicle. This is a barrier especially in the Mediterranean countries. 
In many circumstances, this is tied also to the notion of the home as a bequest, part 
of the contract between family generations, so that housing equity even without 
being released plays a key role in pension and welfare provision for households. 

 Secondly, housing equity is seen as a safety net, as a last option in the case of 
urgent need. Households appear often to cherish this last option in particular when 
the future of welfare provision is insecure; care in old age is a great source of worry, 
and implicitly households see releasing housing equity as last resort. There may be 
a paradox here. Households in countries with generous welfare systems accumulate 
less housing equity in the  fi rst place but appear less concerned about being outright 
owners. This appears the case in Denmark and the Netherlands, for example. But, 
households in countries with less generous welfare systems accumulate more housing 
assets, more often seek to own them outright and are more reluctant to realise them. 
Thus, the release of housing equity appears conditional on, and not a general substitute 
for, state welfare spending. Another way of putting this is that government efforts to 
promote housing as a pension may founder if governments see that as a part of a 
general withdrawal from social provision. 

 Thirdly, where older people do want to use their housing equity, the strategy of 
doing so by selling one’s home and seeking to move into rental housing, requires a 
supply of suitable rental housing. This is not only a matter of the size of rental sectors 
but also the regulatory regime which protects the interests of tenants, the controls of 
rents which may make them affordable and the physical characteristics of rental 
properties  fi tting the speci fi c needs of older people.  

    7.4.2.2   Persuading Financial Institutions to Offer Sustainable 
and Transparent Equity Release Products 

 As detailed in Table   4.2    , realising housing equity to create an income in cash can be 
achieved in a number of ways. Insofar as it seems unlikely that large proportions of 
older people in all member states will want to remain in their home, rather than 
move down market or out of market, this would require the extension of reverse 
mortgage solutions. In many member states, this extension would be from very 
low, even practically nonexistent, starting points. The EU’s Green Paper question of 
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whether it would be useful, through its single market objectives, to extend the market 
in reverse mortgages might be a necessary  fi rst step, but there are other, perhaps 
more dif fi cult, constraints. 

 For  fi nancial institutions in general, especially because of the limitations on their 
lending behaviour as a consequence of the current  fi nancial crisis, the reverse mort-
gage market is not necessarily deemed a priority. Reverse mortgages require the 
advancing of large amounts of money, which will be repaid at an unde fi ned point 
in the future, during which period there will be changes in interest rates and the 
value of the house from which  fi nal payment will be made. In East Asian countries 
that have sought to extend access to reverse mortgages, these risks have been 
obviated by government intervention: in the case of Singapore by the government 
itself buying back years of the leasehold and in Korea by the government providing 
guarantees, thus protecting  fi nancial institutions against house price risk and thereby 
enabling them to offer  fi nancially more attractive terms to households. The lesson 
here of course is that establishing mass access to reverse mortgage opportunities has 
not occurred spontaneously, and would almost certainly require state support, so that 
it would not be  fi scally costless and would imply substantial risk for governments.  

    7.4.2.3   Supporting Investment Decisions 

 There is an issue about how governments support older people to make wise invest-
ment decisions. In a world in which pension provision is organised through the state 
(and perhaps employers), expert advice can be utilised in order to get appropriate 
returns, and where underperformance, in terms of adequate provision, is met, the 
state’s resources may obviate them. But, if the pension challenge becomes individu-
alised including an expectation that people will use their housing wealth to fund 
their pensions, how is expert knowledge acquired? People often do not have much 
time or knowledge that enables them to compare all details of  fi nancial products. 
It would be important that there is not only adequate supervision of  fi nancial markets 
but also adequate information and advice on different options to support households in 
making their choices.  

    7.4.2.4   How About Renters and Rental Housing? 

 While the status of homeownership may provide a solution to some people’s pen-
sion needs, it leaves a key problem for governments of how to deal with tenants, 
often the lower-income groups. But, it might mean establishing protection also for 
the owners of homes with market values so low that they would not yield an income 
in cash large enough to protect them from the risk of poverty. These needs would 
almost certainly entail a  fi rst-tier pension scheme which can provide some vertical 
redistribution. Speci fi cally, there may be a moral hazard problem: how can govern-
ments both encourage households to take care of themselves while, at the same 
time, if they are to sustain a commitment to creating a decent and inclusive society, 
making support available in case of need. 
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 Encouraging a housing sector for older people including care arrangements is 
another option. For homeowners, moving to a rental dwelling purpose-built for 
older people is an opportunity to turn housing equity into care. This might be 
particularly applicable in circumstances where a barrier to realising housing capital 
is the belief that housing equity must be kept as a precaution against the cost of care 
in old age. However, this option requires investment in the rental sector.  

    7.4.2.5   Is Housing Equity an Alternative to Taxation? 

 For governments seeking to grapple with  fi scal challenges, resulting not only from 
demographic ageing but also the current  fi nancial crisis, the wealth embedded in 
homeownership might well seem to offer a possible solution: private saving leading 
to private wealth as an alternative to taxation and public expenditure. There are a 
number of reasons why these might not create the desired  fi scal payoff. To those 
identi fi ed above – maintaining welfare safety nets and supporting reverse mortgages – 
can be added another. Homeownership may be viewed as a form of forced saving. 
The greater the number of people who meet their housing needs by becoming hom-
eowners, the more people are also investing in a capital asset. The evidence reported 
in this book indicates however that people make trade-offs between different means 
of achieving horizontal distribution across their life cycles. It is possible therefore 
that additional saving through housing markets will be offset by reduced saving in 
private, that is tier 3, pension schemes or other assets. Greater reliance on housing 
asset, therefore, would not necessarily be part of an overall shift towards private 
rather than public pension arrangements.  

    7.4.2.6   Responsibility for Housing Market Outcomes 

 Like all asset classes, housing is risky. Although as the evidence in Chap.   3     indicated 
house prices tend to be less volatile than share prices, they may nevertheless go up 
or down. The experience from East Asia is that in situations where the well-being 
of people is based, in part, on the value of their homes and the government is party 
to that arrangement, the government also bears a responsibility for ensuring that 
housing markets behave in ways that do not jeopardise house values. In addition to 
the  fi scal costs of supporting the wider use of housing equity, then, are political risks 
tied to the protection of the electorate against market developments that would 
adversely affect them.                
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