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Determinants of Debt-to-Price Ratio Decision for Housing Purchase of
Millennial Households

4 9 £ (Jeong, Ui-Chung)”
4 9 & (Chung, Eui-Chul)™

< Abstract >

This study empirically examines the determinants of the debt-to-price ratio decision for housing
purchase of Millennial households during the period of rising housing prices and low interest rates.
Using pooled data of Korean Housing Survey in 2014 and from 2016 to 2021, a fractional response
regression model was estimated to explicitly take account of the fact that the debt-to-price ratio takes
values in the unit interval. Furthermore, a probit model was estimated to understand the main factors
influencing the Millennial households’ decision on excessive debt financing defined by over 50% of the
debt-to-price ratio. Both models were estimated after accounting for the endogeneity of net wealth, one
of critical variables in decisions about the debt-to-price ratio and excessive debt financing.

Estimation results showed that the household's economic conditions such as income and net wealth
and market conditions such as expected house price appreciation rate and mortgage interest rate
significantly influenced the debt-to-price ratio and excessive debt financing decisions of Millennial
households. Especially, the marginal effects of the expected house price appreciation rate on the
debt-to-price ratio and on the excessive debt financing of Millennial households, which were positive,
were found to be approximately two times higher than those of the previous-generation households. On
the other hand, the marginal effects of the mortgage interest rate were highly negative with virtually the
same values in the households of both generations.

These results indicate that the low cost of borrowing due to the low mortgage rate until 2021 has led
the households of both generations to use high and excessive debt to purchase houses. These results
also imply that, compared to the previous-generation households, Millennial households, having
observed that home ownership was very critical to wealth accumulation during the period of rising house
prices, were more active in buying houses in spite of excessive debt financing.

Keyword : Millennial Households, Debt-to-Price Ratio, Excessive Debt Financing, Fractional Response Regression,
Instrumental Variables Probit
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e -0.818 0.471 2.035 2.546 -0.027 -1.340 -3.602 -2.798
z= 1.862 3.233 3.239 -0.507 -3.491 -3.841 -4.179 -0.575
24 3.287 3.119 1.350 -1.266 -3.244 -3.016 -2.414 -0.420
He -2.309 -1.512 0.761 0.586 -1.379 -1.415 -0.912 -1.625
e -2.290 -1.920 -0.565 0.162 -0.491 0.826 1.031 -0.008
Ae 6.041 5.701 3.770 -0.707 -4.479 -3.461 -3.447 -1.050
Ag -1.611 1.078 2.646 0.494 -2.741 -5.342 -4.302 -1.487
WS -1.367 0.814 7.043 6.396 0.074 -1.429 -1.442 -2.381
e - 1.698 -0.436 -0.696 -0.509 0.183 -0.375 14.051
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<H B> &=AHt 24 E
LYY Mt LY o™ M
234+ tZx Z3AH % t2x
Akt -7.4963 -0.95 -9.6820 -0.87
A £45 (HOHY) 0.2587 ™ 7.39 0.3584 ** 673
A FEIIMA o 4E5E (%) 1.5509 *** 7.38 0.6610 ™ 2.58
A EAF HEIY (%) -2.6791 ™ -2.21 -4.1053 ™ -2.73
22| 2f0| (%p) -10.9560 ** -4.02 -14.8413 ™ -2.92
7tz Ad (M) 0.5588 3.12 0.5650 ™ 3.70
TR DgAZ (LHE O|A=1) 6.8631 ™ 5.60 10.8182 ™ 8.44
JhRZ SOIAE] (AE=1) 5.4521 ™ 2.98 2.6708 1.35
7t 2 (1) -0.7218 -1.14 -0.6334 -0.96
A HZZE HOHEH(-NM=1) 4.9868 ™ 3.61 5.7243 ** 3.39
BE £ 656 1,071
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