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Econ 113: April 21, 2015 How much use of home equity? LOTS
* Subprime Lending Crisis, 2000s, continued o o S e o st 558
— Housing Boom & Bust - '
* HELOCs and consumer spending (Mian & Sufi) -
* Demographic Changes i
* Women in the Labor Force i -
* The Pil ]~ .
* Marriage Decisions ‘ -
5P B P P PP PP
Last Class is Thursday April 30 B
Final is Thursday May 14, 8:00 am, 1 LeConte MEW = Borrowing against equity (HELOCS) — principal repayments — debt
cancellation. If principal repayments + debt cancellation > borrowing, MEW<0.
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There are real effects of financial changes Boom in borrowing
* Equity in house = Current price of comparable homes — Figare 1
outstanding mortgage balance "'2‘“5"‘_‘““""]" bt .

* Home Equity Line of Credit (HELOC)

— Bank gives homeowner “line of credit” 20 1 0.20
— Can use money for whatever you want, whenever you want 154 Debt-to-assets ratio (right axis) 015
— Repay eventually but often interest only for first 10 years

1.0 0.10

* Mian and Sufi article
— County, zip-code, or MSA level data to study effect of HELOCs os /7 Debttodncameratio left auis) | 005
— To protect borrower identity, each observation = 5 borrowers
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Boom in Construction

Units, Monthly at Seasonally Adjusted Annual Rate (000s)

g

Housing Starts: Total and One Unit Structures.

Recession ——Total Starts  ——One Unit Structures

8

8

Price increase depends on slope of S
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. . . debt . .
Higher prices, higher ——— People borrowed against home equity
income
B Housing price growth relafive to 2001 * Mian & Sufi estimate (Table 3) that homeowners
R e it borrowed 25 cents of every dollar of additional home
.. equity value
§ P I et — Example: Home price goes up by $100,000
2 os - Homeowner borrows an additional $25,000
e o e ™ o - * More borrowing by people who already do a lot of credit-
) Change in debt to income ratio, relative ta 2001 ﬂnanced spending
B omq | m reeiosh — e FlutcSte — Those with high credit card use
3 o - and low FICO scores
Tl f T
é 02
1908 2000 2002 2004 2005 2008
Year
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Mian & Sufi, Table 3 Heavy credit users use HELOCs

Debt growth, Dbt growth
Table 1. Effect of House Prices on Househald Barrawing for 1997 Homeowners. 1997 low oredit quality homeowners 1997 high credit quality hameowners
. Effe . ‘ ] o e
3
Change in total debt, 2002-2006 (thousands 5 &
2
AHome Value, 2002-06 0.245%*+ 0.271%%* 0.253%4+ 0.246%** E
{0.050) (0.056) (0.056) {0.065) ?
Median home value, 2002 0.020 -0.014 -0.010 -0.076 2
(0.039) (0.044) (0.037) (0079) 3
T T T T T T T
Controls for credit score, HH incame, debt/income, age v we mm o oae aw me  me W omw o oww we omw am
Male (0/1) v v v Debit growth, 1997 high credit card uilization Debt growth, 1897 low credit card utilization
Individual dummy variables % v 30¢ 05
S Ieiashc MSA [—y
Census & Income variables é"” —— = ElassoMAs | o4 — — = Eatic NEAs
Observations () 13,328 13,199 13,199 12,497 E P
e 1 - 50 B
Notes: Unit of abservation = groups of 5-3 reasonably homogeneous homeowners. Standard errors clustered at MSA level. BT -
=*sSignificant at 1% level. **Significant at 5% level. *Significant at 1% level 0z 02
Source: Mian & Sufi, “House Prices, Home Equity-Based Borrowing, and the US Household Leverage Crisis,” AER 101 (2132 e mw e aw me @ S
56). Table 3 ear ear

Low & High credit quality are bottom & top quartile of FICO; Low/High credit card utilization is also end quartiles
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And they used that S to buy stuff Mian & Sufi, Table 6

* Not a direct conclusion, but by process of elimination

e Table6tellsus... Table 2. What Did People Do With Barrowed Money?
— Panel A: House Price (HP) growth not determining likelihood of Coefficlent on SHeme Price (HP), 200206
moving to a new zip code Credit card Cl:\da":;d
— Panel B: House Price (HP) growth not associated with buying Probobiiy of Moving  Change i ofmortgages  balance  neome
mortgage-financed investment properties Actual HP growth 00 PR
- Pandel C: I-‘Ijoss;e Price (HP) growth not associated with paying off Instrumented HP growth) o ploe - oow oy
credit card balances
e What elseis possible? Observations {n) 68 13,196 12,772 12,772 3,233 3,233
— Home improvements (recorded in Residential Investment) & 2::.%"Tﬂ:;??:::rhiﬁiﬁ ﬁz:,fﬂﬁ:f:fi:f::ﬁ.ﬁ312:"2:2157::':'“a"mmmm forhouse price
Consumption spending! T e e e e e

56). Table 6.
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Other evidence supports conclusion High-debt REALLY cut back on car purchases
* Mian & Sufi, FRB-SF Newsletter, January 2011 (attached to Figurea
handout) Auto sales growth (indexed to 2005:Q4)
1.4
* County-level data 13
*+ Measure 2002-2006 increase in debt:income ratio -
— “high-household debt” = counties with top 10% of increases 10 JLow household
* Lots of increase in HELOC debt 0.9 High household debt counties
« Probably lots of HELOC-financed additional spending 0.8 debt courtties
— “low-household debt” = counties with bottom 10% of increases E; |
* How has recovery progressed in those two sets of 0s
counties? 0.4
2005 2006 2007 2008 2009 2010
19705 Banking LEOS 1080 L Crisi wborime Lending Crisis R EOrS 19705 Banking LEQS 1080 L Crisi wborime | ending Crigis NN

High-debt REALLY cut back on housing Employment fell especially where high debt

Figure 3 Figure 4
Residential investment growth (indexed to 2005:Q4) Employment growth (indexed to 20035:Q4)
1.4 4 .
104 Low household
Low 5 o A debt counties /™
121 bt jurisdictions \ 102

1.00

High household
debt counties

0.98
0.8
0.96
High household
debt jurisdictions
06 1 i e 0.94
0.4 - : . . 0.82 . v " -
2005 2006 2007 2008 2009 2010 2005 2006 2007 2008 2008 2010
1970s Ranking LEQ< 1970 LCrisi Joinel endino Crisis o 19705 Banking LB8051980 L Cig ot N oo M|
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Wow-worthy: Decline in S of loans

FRED — Net Percentage of Domestic Banks Tighteni ndards for
Commercial and Industrial Loans to[Large and Middle-Market Firms
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Source: Board of Governors of the Federal Reserve System (US)

Shaded areas indicate US recessions - 2015 research.stlouisfed.org

Source: NBER WP #21076
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FRED -~

(Percent)

Source: Board of Governors of the Federal Reserve System (US)

— Net Percentage of Domestic Banks Tightening Standards for
Commercial and Industrial Loans to

\
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Shaded areas indicate US recessions - 2015 research.stlouisfed.org
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Demographic Changes More changes
Table 1. Population Distribution Table 2.
Vital Rates per 1,000 population
1950 1970 1990 2010 expec-
death tation of
marriage divorce rate per life at
%<5 10.8 84 7.5 6.5 rate rate birth rate 1,000 birth

5-15 17.5 219 15.4 14.7 1200 i w24l
1920 120 16 27.7 13.0 541

16-24 13.3 158 135 12.7 1930 8.2 16 13
1940 121 20 19.4 108 629

25-44 30.0 23.6 325 26.6 1947 139 34 26.6

1950 111 26 241
45 - 64 20.3 20.5 18.5 26.4 1960 as 23 237 a5 60.7
1570 10.6 35 184 95 70.8
____65_-* ______ 8_1____9_8___12_5_—_—1i1—_ 1980 10.6 52 159 B8 737
Total # 152 m 205m 249 m 309 m 1950 98 47 167 &6 754
2000 8.3 4.1 14.4 B85 76.8
2010 7.3 36 130 80 78.7

Bloduciit Grou Slosdony D IIPESPETNTS | Bl CouS) ISSTRTNTSI |




4/19/2015 6:09 PM

Far fewer “Phil & Claire Dunphy”

* Few households
today are the
“traditional family”

Table 3. Share of Households that are
Married Couples w/Kids under 18

1960 44,2
of Mom, Dad, and
KId(S) 1970 40.3
1980 30.9
1990 26.3
2000 24.1
2010 20.9
Progciviy Growh Sy B vorenin e (F ]

More married women working
Table 6. Women's Labor Force Participation Rate
all women white women nonwhite women

married single marrled single married single
1900 56 435 32 415 26.0 0.5
1920 9.0 464 B.5 as0 325 588
1930 1.7 505 9.3 487 332 525
1840 138 455 125 459 273 419
1950 216 506 207 518 318 a0.0
1360 319 58.6 29.8 48.5 405 397
1870 40.5 56.8 385 52.1 50.0 436
1980 498 644 493 64.2 59.0 as.4
19%0 584 66.9 55.8 68.6 644 504
2000 611 68.9 60.5 703
2010 61.0 633 60.7 644 636

Productivity Growth Slowdown D Womenintete ]

Primarily about White women

60
55 -
50
454
w04 P>
957
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Labor Force Participation Rate (%)

15 s
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‘Women's Labor Force Participation Rates by Race,
United States, 1870-1999

Non-white
-
24 = N

Labor.”

Broduciivity Growih Slowdown,

T Tl T T  — T T T 7T T

1870 1880 1890 1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000
Source: Costa, DoraL. “From Mill Town to Board Room: The Rise of Women's Paid
Journal of Economic Perspectives 14 (Fall 2000): 104

2 TP S— |

But check out age-specific LFPRs

FiGure 111
Age-Specific Labor-Force Participation Rates, by Cohort and Age 1900-1970

Source: Bailey, “More Power to the Pill”

meniniielE

Zhopil Mauiage Decicion:
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Shifts in Women'’s Typical Occupations
Table 7.
Occupational Distribution of Women, 1890-1999
1890/ 1930 1970 1999
1900
Professional 96% 16.5% 18.9% 35.9%
Clerical 4.0 209 345 234
Service 355 275 205 174
Sales 4.3 6.8 74 130
Manufacturing 27.7 19.8 179 92
Agricultural 19.0 84 0.8 11
Demoagraph Womeninthe LE The Pill Marriage Decision: Immiaralin_

Fewer Domestics; More Everything Else

Whde Women's Occupational Distribution, 1860-1990

164008

164007

184006

124005

124004

Non-White Women's Occupational Distribution 1860-1990
Number of Women

104007

164003

164003
1860 1880 1900 1920 1940 1960 1980 tes002
Source: sastovical Stuistics ofthe Urited Stases Table Ba 11031116 1860 1880 1900 1920 1940 1960 1980
Souce: Hiaden Sttetsof S Unted Staes,Tabes B0 11171130
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Women & Services go hand-in-hand

Demogianh

80
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1955 1965 1975 1985 1995 2005

Services & Labor Force Participation Rates, 1955 - 2011

w——Services «—=White Women s==Black Women

M

Source: BEA.gov, “value addad by industry,” downloadad 4-15-2013; LFPR from Econ Report of
the President, Table BA0(2013 ERP) and B3 (1997 £RP), downloaded 4-23-2013

i
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One Little Pill, three weeks out of four

* ThePill

— Puts women in charge of fertility control
— Separates fertility control decision from time of sexual activity
— Initially not available to single women under age 21
— Laws changed state-by-state
* Question: Did access to the Pill affect women’s fertility?
The timing of children? Their labor market supply?

Do i meniniielE Zhopil

Mauiage Decicion:

i
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Graph indicates something’s going on

FDA approves first oral
contraceptive, May 9, 1960 b

Planned Parenthood of Central
[ Missouri v. Danforth, July 1,1976

Bailey’s analysis

Table 11. Effect of the Pill on Fertility
(Robust standard errors in parentheses)

#
=~ First birth before age . . . children
— ever
1= age 22 age 19 age 36 born
ELAto -0.093 0011  -0.001  -0.062
¢ pill (0.043)  (0.037)  (0.031)  (0.086)
ELAto -0.074  -0.086  -0.006 0.242
L S abortion  (0.057)  (0.045)  (0.006)  (0.120)
g = 7 ELAto 0.057 0.002 0005  -0.186
both (0.082)  (0.065)  (0.008)  (0.114)
Source: Bailey, Martha, “More Power to the Pill,” Table Ill, columns 3-
6.
Demogragh Womeninihe LF The pil Marriage Decision Immicration Laws | Dc omeninihe LF Thepil Marriage Decision immioration Lawe |
Table 12. Effect of the Pill on Labor Force Participation R + :
& Intensity of Market Wark COSt/ benEﬂt analySIS
(Robust standard errors in parentheses) — Assume: goal is maximize net benefit
In labor force? Annual Hours ST .
* Specialization and Trade
ELA, now aged 0.005 7.81
2125 (0.006) (10.4) — Home production vs. Market production
ELA, now aged 0.042 107 — Changing comparative advantage
2630 0.006) 113.4)
ELA, now aged 0.019 712
31-35 (0.006) (13.4) . .. .
* Higher women'’s labor force participation
ELA, now aged 0.002 29.1 .
36-40 (0.006) (14.1) — Less marriage
ELA, now aged -0.003 29.4 — Later marriage
4144 (0.008) 115.6)
Source: Bailey, Martha, “More Power to the Pil* Table IV, column 2,
and Table V, column 7.
= R o Y. e — o UL STl e —
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Less specialization

Less Marriage & Later Marriage

Table 4 Table 5. Table 8,
able o % of 30-34 year olds never married Median Age at First Marriage
Percent of married couples
i Women Men
who have both partners working Women Men
1900 219 259
1970 39 1970 6.2 9.4 1930 213 243
1980 50 1980 95 159 1340 215 243
1947 205 237
1930 54 1990 164 70 1950 204 23
2000 219 30.0
2000 56 1960 203 2238
2010 271 36.5 1970 206 225
2010 >4 1980 218 236
1990 240 259
2000 251 268
2010 263 28.1
Demograph Womeninthe LF The Pl Marriage Decision Immicration Laws | Jomeninthe LF Thepil Marriage Decision immioration Lawe |
" Table 9.
Flgure Ms-2 y . Unmarried Couple Househalds
Median age at first marriage: 1890 to present
Straight Gay
Age (years)
30 % of all
53 Men # (000's) households #(000's)
1970 523 0.8
2B Py
. 1980 1,589 2.0
24 = * e
Youin 1990 2,856 31
A5 2000 4,881 46 594
55 2010 5,748 5.0 654
18
1890 1900 10 20 30 10 50 60 70 80 90 2000 10 14
et Population Survey, Annusd United States
Census
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Why marry when you can take 1137

* Women are Table 10.

. . % degrees earned by women Table 13. Percent of college freshman who agree with
SUbStItUtmg CO”ege this statement: “Activities of married women are best
for marriage Bachelor Master Doctorate confined to home & family.”

1950 24 29 14 1970 48%
1970 43 39 13
1990 25%
1990 53 53 37
2000 57 58 a4 1997 25%
2010 57 60 52
Demooraph Womenin the | E Thepil Marriage Decision aws

Attitudes have changed, too

Group Discussion Questions

* What were the explanations for fertility decline that we
looked at earlier in the course?

* Are those explanations relevant to explaining the last 30-
40 years of fertility behavior in the U.S.? Why/why not?

* What if we think of fertility decisions more broadly, as a
cost/benefit calculus? How well does the cost/benefit
approach explain the 19t century fertility decline?

10



