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Unemployment is once again the bane of the US and Europe. This column 
highlights an intriguing association between home ownership and high 
unemployment using US state-level data. Given the heavy subsidisation of and 
rise in home ownership, this association merits more attention from economists.

Unemployment matters. It is a major source of unhappiness, mental ill-health, 
and lost income. Yet after a century of economic research the determinants 
of unemployment are still imperfectly understood, and jobless levels in the 
industrialised nations are currently around 10%, with some over 20%.

If you search for ‘unemployment’ in the Web of Science, within the Social 
Science Citation Index a list of around 21,000 articles appears. For economics 
journals alone, there are approximately 10,000. The most prominent among 
these are:

•	 The Shapiro-Stiglitz model of unemployment as a worker discipline device.

•	 The Harris-Todaro paper on migration and unemployment.

•	 The original Phillips curve article.

Newer literatures such as from the models created by Mortensen and Pissarides 
and empirical work on the unhappiness from unemployment – are also strongly 
represented in the list.

A paradox emerges from this bibliometric search:

•	 Economics articles presenting clear empirical evidence on the causes of our 
high unemployment are less prominent than might be expected.

One intellectual strand that does stand out is are articles such as Nickell 1997 
and Meyer 1990, both of which boil down to the same broad notion: the key 
to an understanding of the causes of unemployment is to think about labour-
market ‘rigidities’ and the generosity of unemployment benefits.

Deeper causes?
Let’s consider a different way of thinking about unemployment. Remembering 

that an economy is a general-equilibrium system, say we imagine the possibility 
that, as in the case of certain illnesses of the human body (which is another 
general equilibrium system), a symptom can be the result of a deeper problem 
– one that lies far away from the source of the observed symptom. Perhaps 
other markets matter more than unemployment and labour researchers have 
appreciated.

My colleague David G Blanchflower and I provide evidence in a new paper 
that the high rate of home ownership in the western world may be an important 
reason for the high unemployment that we all see around us (2013).



We begin by pointing out that an elementary scatter plot for the industrialised 
nations reveals a strong correlation between home ownership and unemployment.

Famously, Switzerland has 3% unemployment and 30% home ownership, 
while Spain has 25% unemployment and 80% home ownership.

Simple correlations of this kind do not count as (remotely) persuasive causal 
evidence. They are open to the objection, in particular, that they do not difference 
out country fixed effects.

So, in our paper we take many decades of data from US states, which as 
a federally organised nation state, offers a useful spatial mini-laboratory for 
econometric work on unemployment rates, and we then estimate state panel 
unemployment equations. We adjust for state fixed effects, for year dummies, 
and for the demographic and educational composition of the people who live in 
the different states.

The effect estimated on US state data
When this is done, we find that the lagged home-ownership rate acts as a 

strong predictor of the unemployment rate. The size of the estimated effect is 
startling:

A doubling of home ownership is associated with more than a doubling of the 
long-run unemployment rate.

As a check, we show that this result is holds up against splitting the data set 
into different sub-periods and into different areas (such as North and South) 
within the US. We also show that the patterns are – very probably – not because 
home owners themselves are disproportionately unemployed. Our work chimes 
with forthcoming recent research by Jani-Petri Laamanen, who studies a natural 
experiment in Finland (2013).

We are not sure what explains our correlation. But we show, using various 
micro data sets, that higher home ownership leads to lower labour mobility, 
greater commute-to-work times, and a lower rate of business formation. Our 
hunch, on which further work will be needed, is that the housing market exerts 
powerful externalities upon the labour market. This would not have surprised 
Milton Friedman, who, in his writings on the natural rate of unemployment, 
emphasised the need for labour mobility in an efficient economy.

Conclusions
For those unaware of it, the previous century saw a huge rise in home 

ownership across the world. Tax breaks offered by many governments acted to 
destroy large parts of the early 20th century private rental housing market. If we 
are right, these kind of tax breaks have worrying consequences.

We believe these issues merit more attention from economists.
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Figure 1. 50-year changes (1950-2000) in home-ownership rates  
and 60-year changes in unemployment rates (1950-2010)
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Change in home-ownership rates

Lowest five stages

California, North Dakota, 
Oregon, Washington, 
Wisconsin average rise 

in home ownership rates 
= +1%

Alabama, Georgia, 
Mississippi, South 

Carolina, West Virginia 
average rise in home 

ownership rates = +23%

Highest five stages



About CAGE

Established in January 2010, CAGE is a research centre in the Department of 
Economics at the University of Warwick. Funded by the Economic and Social 
Research Council (ESRC), CAGE is carrying out a five year programme of 
innovative research.

The Centre’s research programme is focused on how countries succeed in 
achieving key economic objectives, such as improving living standards, raising 
productivity and maintaining international competitiveness, which are central to 
the economic well-being of their citizens.

CAGE’s research analyses the reasons for economic outcomes both in developed 
economies such as the UK and emerging economies such as China and India. The 
Centre aims to develop a better understanding of how to promote institutions 
and policies that are conducive to successful economic performance and 
endeavours to draw lessons for policy-makers from economic history as well as 
the contemporary world.

This piece first appeared on Voxeu on 18 June 2013
http://www.voxeu.org/article/high-home-ownership-driver-high-unemployment
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