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Executive Summary

This paper empirically examines the relationship between household’s income risk
and newly-originated mortgage demand, based on the household-level dataset
provided by the Japan Housing Finance Agency (JHF). The dataset contains a wide
array of information about the mortgage originated by the JHF (i.e., Flat 35 and
the direct financing by the former GHLC) coupled with the applicant’s
socio—demographic characteristics (age, gender, family composition etc.) and
economic and labor market characteristics (annual income, occupation, industry,
tenure etc.).

Household’s income risk measures are compiled from the Keio Household Panel
Survey (KHPS). We first estimate the individual-level income variability measures
by running a set of income regressions using the KHPS, and then aggregate these
individual—-level measures at each occupation—industry pair. These occupation and
industry—specific income risk measures are matched with the dataset provided by
the JHF to estimate the mortgage demand function.

Our results suggest the following empirical findings. First, household’s income
risk 1is significantly negatively associated with their mortgage demand,
particularly for the Flat 35 mortgages. This suggests that the risk-averse
borrowers consider the future risk of mortgage default and reduce their optimal
mortgage demand. Second, the negative relationship between income risk and the
mortgage demand 1is particularly evident among households with higher
payment—to—income ratio and after the recent financial crisis (2009 and 2010).
Third, the negative relationship can still be observed even when we restrict the
sample to households who are less likely to face any credit rationing and borrowing
constraints (i.e., those with relatively low payment—to—income and loan—to-value
ratios). This suggests that the observed negative relationship between income risk
and mortgage demand is driven by the household’s optimal mortgage choice, not

by credit constraints.



