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The Basic Questions 

• Does  a household’s decision of whether to own 
or rent a dwelling affect others in the 
community/state/nation?   
– If yes, then there is an argument for a subsidy for 

ownership (if a benefit) or a tax (if a negative effect) 

• Does being a homeowner lead to benefits or 
costs typically not considered by the owner when 
making the decision of whether to own or rent? 
– If yes, there may be a misallocation of resources 

between the rental and ownership sectors. 

 



Benefits and Costs:  
Internal to a Household’s Decision 

• There is a long list of “private” benefits and 
costs of owning compared to renting 

– changes in households’ wealth 

– risk and consequences of default 

– differences in the cost of relocation. 

• If these benefits and costs only affect the 
household making the decision, then the role 
of government is limited.  



External Benefits and Costs 

• Economic theory suggests homeowners are more likely 
to invest in their neighborhood than are renters.  
– Why? To preserve/enhance house values and increase 

amenities 
• Owners receive the capital gains if house prices rise. Shopping for 

amenities is relatively expensive for owners if thinking of moving 
to avoid community problems 

– Some supportive evidence comes from voting patterns and 
volunteer activity, comparing renters to owners 
• Owners support the creation of local social capital (support local 

schools and organizations), and vote at higher rates (especially on 
local issues) 

– crime prevention and NIMBY activities 

 

 



Homeownership and Urban Structure 

• Homeownership is at times linked to perceived 
urban problems, e.g. sprawl. 
– This linkage is mostly misplaced: ownership can be of 

high density condos or low density single family 
dwellings.  A higher demand for housing can be 
satisfied either as a renter or owner. 

– There may be an effect, likely small, that the MID 
encourages the consumption of land and thus metro 
areas would be marginally larger 

– Argued, but little tested, is the idea that homeowners 
will support growth controls, limiting the supply of 
housing, driving up house prices 



Homeownership & Child Outcomes 

• Probably the most studied linkage among 
nonfinancial outcomes 

• Is it relevant for discussions of subsidies for 
ownership? 
– Child outcomes are a form of private household 

outcomes 
– Do parents fully recognize the social benefits of good 

child outcomes? 
– There is a question of how to achieve the best child 

outcomes at a particular level of cost to government 
• Funding public schools vs. funding ownership (if ownership 

positively affects child outcomes) 



Evidence 

• There is good evidence that homeownership 
and positive child outcomes (behavioral and 
cognitive) are positively correlated 

– This relationship holds even adjusting for 
differences in income, wealth, social & 
demographic characteristics 

– Evidence comes from multiple countries 

– There is some theoretical support from 
psychology 

 



Future Studies on Homeownership and 
Children 

• But what exactly is the linkage? 
– Density in the dwelling (people per room)? 
– Quality of the dwelling? 
– Type of dwelling and outside space? 

• Current studies are focusing on the above 
questions 
– Also studying a wider scope of child outcomes (e.g. 

future labor market outcomes, health outcomes) 
– Also studying the relationship of the linkage with 

household income, e.g. stronger or weaker for low 
income households. 


