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“The rich man in his castle,

the poor man at his gate.

God made them high and lowly,
and ordered their estate’.

Cecil Frances Alexander, 1848

Abstract

This article deals with income advantages derived from owner-occupied housing
(Imputed Rent, IR) and their impact on the personal income distribution. Using
micro-data from the British Household Panel Study (BHPS), the German Socio-
Economic Panel (SOEP), and the US Panel Study of Income Dynamics (PSID)
we find distinct cross-national differences in terms of the prevalence and extent
of IR. In line with the international literature we also find a tendency towards a
reduction of income inequality in Germany and the USA when IR is included in
our measure of disposable income. However, results from inequality
decomposition analyses show this overall impact to be the net effect of two
conflicting changes: On the one hand there is increasing income inequality
between the groups of owner-occupiers and renters, respectively, and on the
other hand we find inequality to be decreasing within the group of those owner-
occupiers who own outright. When focussing on IR as a means of old-age
provision, our results for all three countries show an IR-related income
advantage among the elderly. However, when decomposing income inequality
by age groups, it is again only within the group of the elderly in Germany and the
US that inequality is reduced by IR, while we find this effect to be reversed for
the UK.

JEL Classification: D31, 131, R21

Keywords: Personal Income Distribution, Owner-occupied Housing,
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1 Introduction and Motivation

» Distribution of personal income
e need to consider non-monetary income components

e fictitious income advantage from owner occupied housing
(Imputed Rent = IR)

e Macro-Level: Recommendations by UN (1968/1977) as to
include IR in National Accounts
e Micro-Level: Claims by “The Canberra Group” (2001)

» What is the overall impact of IR on individual income positions and
the personal income distribution as a whole ?

e s there a concentration of ownership in high income population
—> increase in inequality?

e international experience

e Smeeding et al. (1993): leveling effect on income
distribution in Germany, Sweden, Canada, Netherlands

e Meulemans / Cantillon (1993): income inequality declines
in Belgium, especially among the elderly

e Eurostat (1998): poverty-reducing effect in selected EU-
countries

e Yates (1994): income inequality declines slightly in
Australia




2  Focus of Research

» IR and overall income inequality

e Cross-national comparison for UK, West Germany, USA

e Decomposition by housing tenure.
Overall changes as a net effect of ...

¢ increasing inequality between owner-occupiers and renters

¢ inequality within the group of owners ???

» Home-ownership as a means of old age provision

e “Ageing society” = pressure on the old age provision systems
e IR and economic well-being after retirement

e IR and income inequality over the life cycle

3 Alternative Methods to Determine Imputed Rent

» Recommendation by “The Canberra Group”

e “If net imputed rent is included in income, one must be careful
that it is measured in a way that leads to greater international
standardization instead of nation-specific measures of its
value”(Smeeding & Weinberg 2001:12)

e Problem of adequate measurement of IR due to differences in the
treatment of owner-specific costs

e taxes on real property

maintenance costs

operating costs

depreciation

interest on mortgages
e mortgage repayment = savings
e interest = consumption
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4 Data and Methods

» Data (CNEF — Cross-National-Equivalent File):
e UK: BHPS 1993 /1998 (Capital-Market-Approach)
e West Germany: SOEP 1993 / 1998 (Opportunity-Cost-Approach)
e USA: PSID 1993 and 1997 (Capital-Market-Approach)

» Population of interest: individual in private household
e Housing Tenure Status
e Population in owner occupied housing
e owned outright
e on mortgage
e Population in rental housing
e Age of Household Head

» Income Definition
e Equivalent disposable household income as of the previous year
e Equivalence scale with €=0.5 (square root of HH size)

» Measures
e Relative Income Positions (mean of total population = 100) for
the ease of cross-national comparison
e Relative Income Poverty
(head count ratio; Poverty Line at 50% median)
e Inequality (Gini, Decile Ratios, MLD)
e Decomposition of MLD

» Alternative income specification
e income excluding imputed rent (reference model)
e income including imputed rent as given by the national data sets
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6 Summary and Recommendations

» IR and overall income inequality
e UK: slight increase in inequality

e USA and West Germany: decrease in income inequality (in line
with the international literature)

e Decomposition by housing tenure = Overall changes are net
effect of conflicting changes in all three countries:

¢ increasing inequality between owner-occupiers and renters

e decreasing inequality within the group of outright owners

» IR as a means of old age provision
e Decomposition by age of household head yields ...

e increasing income inequality among the elderly in the UK

e decreasing inequality for the elderly in the USA and West
Germany

e Considering IR in the measure of economic well-being ...

e Improves relative income position
e [owers poverty risk

... for the elderly in all three countries

» Results support the claim of “The Canberra Croup” for a
standardized definition of net IR (cross-national comparison)

e Extension towards including: Social or company housing

e Rent-free households (longitudinal analyses)
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