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Background

Households can borrow against housing by:

1. Selling their current house and repaying the loan, then taking out a 
larger than required loan on a new house

2. Using a home equity loan, home loan “top-up”, remortgaging, or another 
refinancing option

Schwartz et al. (2006): Transactors spent 13 per cent of equity withdrawals 
on consumption, non-transactors spent 30 per cent

House prices/wealth Consumption
Easing of credit 

constraints?



Overview

1. Use HILDA to obtain baseline 

estimate for wealth effect for 

non-transactors

2. Test whether it is ‘explained 

away’ by households 

borrowing more, e.g. through 

refinancing



Sample

• Annual panel of homeowners in HILDA with or without mortgage

• Restrict to 2007-2009

– Can jointly measure changes in equity, debt and durables/discretionary 

expenditure



Identification

Problem 1: Changes in net wealth are endogenous to changes in 

spending (e.g. Paiella and Pistaferri 2016)

Change in net wealth Change in consumption

Buying/selling

Renovations

Speed of debt repayments

…



Identification

Solution:

• Only consider homeowners who do not buy or sell

• Calculate changes in net housing wealth Δ𝐸 from variation in local 

(SA3) house prices only, lagged to time of purchase 𝑡 − 𝑠𝑖:

𝐴𝑖𝑡 = 1 + 𝑔𝑙𝑡−𝑠𝑖+1 × ⋯ × 1 + 𝑔𝑙𝑡 × 𝐴𝑡−𝑠𝑖
 

Then, holding debt constant means that Δ𝐸𝑖𝑡 = 𝐴𝑖𝑡 − 𝐴𝑖𝑡−1



Identification

Problem 2: House price growth is correlated with other aggregate supply 

and demand factors, e.g. changes in expected income, credit supply or 

monetary policy (e.g. Muellbauer 2007, Attanasio et al 2009)

Solution:

• City-year fixed effects

• Control for change in income at household-level

Other controls: demographics, changes in investment property value

Any variation left in Δ𝐸𝑖𝑡? Yes: std. dev. is $36k (down from $45k)



Empirical design

• Baseline: local projection at horizon ℎ:

Δℎ𝐶𝑖𝑡+ℎ = 𝛽ℎΔ𝐸𝑖𝑡 + 𝑿𝑖𝑡𝛾 + 𝛼𝑗𝑡ℎ + 𝜖𝑖𝑡ℎ ℎ = 1,2

• Test for ‘credit channel’:

Δℎ𝐶𝑖𝑡+ℎ = 𝛽ℎΔ𝐸𝑖𝑡 +  𝛿ℎΔ𝐷𝑖𝑡+1 
Control for 

debt changes

+ 𝑿𝑖𝑡𝛾ℎ + 𝛼𝑗𝑡ℎ + 𝜖𝑖𝑡ℎ



Results







Empirical design revisited

• Test for ‘credit channel’:

Δℎ𝐶𝑖𝑡+ℎ = 𝛽ℎΔ𝐸𝑖𝑡 +  𝛿ℎΔ𝐷𝑖𝑡+1 
Control for 

debt changes

+ 𝑿𝑖𝑡𝛾ℎ + 𝛼𝑗𝑡ℎ + 𝜖𝑖𝑡ℎ

• Could also just test relationship between debt and net wealth:

Δ𝐷𝑖𝑡+1 = 𝛽Δ𝐸𝑖𝑡 + 𝑿𝑖𝑡𝛾 + 𝛼𝑗𝑡 + 𝜖𝑖𝑡





Conclusions

• Housing wealth effect can exist without refinancing for non-transactors

• Wealth effect most likely works through changing precautionary 

savings behaviour, when liquid assets are high enough

• Limitations:

– Short sample, but mechanism holds true over longer period

– No transactors, so probably still a role for lending policies elsewhere



Spares



Identification

Problem 3: Changes in investment property wealth could be correlated 

with changes in primary home wealth

Solution:

• Estimate change in property portfolio wealth using similar approach to 

primary home and control directly for this
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