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1. Research question and Motivation 
Important and policy relevant questions are how individuals adjust consumption and 
labor supply in response to financial incentives. For example, Parker, Souleles, Johnson 
and McClelland (2013), and Kaplan, Violante and Weidner (2014) investigate how 
households consume out of the 2008 tax rebates. For labor supply responses there is a 
large literature studying the effect of tax credits (e.g. Eissa and Liebman, 1996), as well as 
the response to shocks in non-earned income, like lottery winnings (Imbens, Rubin and 
Sacerdote, 2001; Cesarini, Lindqvist, Notowidigdo and Ostling, 2015; Picchio, Suetens and 
Van Ours, forthcoming). However, tax rebates are typically too small and too transitory 
to affect labor supply, while lottery winnings need to be sufficiently large to have an 
impact, which drastically reduces the sample sizes studied. Furthermore, labor supply 
decisions are not made in isolation: individuals make a joint decision on consumption and 
leisure, so focusing on only labor supply is half the story (Imbens et al., 2013 is an 
exception studying both consumption and labor supply after winning the lottery). 
  
We consider a different relaxation of the budget constraint, one that is sizeable, affects 
many households, and is anticipated: the last payment of the mortgage. Mortgage 
expenditures have a large share in the household budget, ranging from 20-40% of 
disposable household income (Chetty and Szeidl, 2007). This means that households 
experience a substantial increase in disposable income in the years after the last 
mortgage payment. Moreover, for most households this change is quite permanent. 
Mortgage expenditures of households are also committed expenditures, which means 
that a fixed costs need to be incurred in order to structurally adjust payments. The feature 
of adjustment costs implies that even households with positive net wealth can be liquidity 
constrained. Kaplan, Violante and Weidner (2014) call this group the “wealthy hand-to-
mouth”, because they have a large marginal propensity to consume out of transitory 
income shocks (e.g. tax rebates), despite having positive net wealth.  
 
Basic versions of the permanent income hypothesis predict that households (i) anticipate 
the timing of the last mortgage payment, and (ii) will most likely not arrive liquidity 
constrained at this date, since they have built up enough collateral to borrow against. For 
consumption and labor supply this would mean that optimizing households should have 
readjusted either one (or both) before the date of the last mortgage payment. This is 
exactly the hypothesis we plan to test. Will households decrease labor supply and 
increase leisure, increase consumption expenditures, or a combination of both?  
 
Two papers studying household behavior after the last mortgage payment are Coulibaly 
and Li (2006) and Scholnick (2013). Coulibaly and Li use the US Survey of Consumer 
Expenditures and find that households increase financial savings and durables 
expenditures after the last mortgage payment is made. Scholnick uses transaction data 
from a credit card company to test the “magnitude hypothesis”, the idea that households 
are better smoothers for large shocks to disposable income. We improve on both studies 
by studying an entire population, using high quality data from administrative records, 
employing a longer event-time, and taking into account both consumption and leisure. 
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2. Research Plan and Data 
First we extend the models of Chetty and Szeidl (2007) and Kaplan, Violante and Weidner 
(2014) where we allow for endogenous labor supply of the primary earner. The goal is to 
get theoretical predictions on consumption and labor supply when the household 
switches from a regime of consumption commitments into a regime without. Chetty and 
Szeidl (2007) already investigated the case of labor supply of the spouse, and we will 
empirically test whether there is a reverse added worker effect (Fortin, 1995, finds that 
mortgage expenditures increase spousal labor supply).  
 
For the empirical part we use register data with comprehensive information on income, 
wealth and labor supply information for all households in the Netherlands. Next to data 
availability, there are several benefits to study the Netherlands. First, home-ownership is 
substantial, 59% of the households are home-owner (Statistics Netherlands, 2010). 
Second, around 85% of the home-owners have a mortgage, and up to recently, down 
payments were quite small so that loan-to-value ratios were close to a 100%. Finally, by 
law employees have the right to unilaterally reduce contract hours, and many Dutch 
workers do work part-time, 28% of the men and 76% of the women (Statistics 
Netherlands, 2010). This last characteristic facilitates the study of labor supply responses. 
 
We have secured access to comprehensive, administrative data, containing the universe 
of household balance sheets of all Dutch households for the years 2006-2014. Households 
have to report owning a house for income tax purposes, and declare having a mortgage 
for the tax deduction of paid mortgage interest. We can precisely assess the year when a 
household makes the final mortgage payment, and can estimate in which month of the 
year this payment is made. We link this data to monthly wage records, containing 
information on hours worked and wages. This information is provided by the public 
unemployment insurance, which is universal. From household income and household 
assets data we can construct a measure of consumption expenditures (Browning and 
Leth-Petersen, 2003). Finally, since we have detailed information on the household, we 
can measure spousal labor supply, as well as children attending college (which is another 
possible constraint on household disposable income, Souleles, 2000).  
 
In the empirical analysis we perform an event-study, where the event is the year of the 
last mortgage payment for the universe of Dutch households paying of a mortgage in a 
given year. In particular we (1) study joint changes in consumption expenditures and labor 
supply, (2) investigate anticipation effects in the years prior to final repayment, and (3) 
explore the heterogeneity in the population in both effects with respect to observable 
characteristics as age, education, and liquid assets. With respect to the labor supply 
decision we will investigate changes at the extensive (e.g. early retirement) and the 
intensive margin (part-time work), as well as labor supply of the spouse (added worker 
effect). Moreover, we will enrich our analysis by merging three large surveys to the 
administrative data, where the surveys contain information on the type of mortgage of 
the household. This will allow us to explore difference in mortgage financing, e.g. annuity 
versus interest-only mortgages.  
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Access for other Researchers Data access is through remote access with Statistics 
Netherlands, and everyone working at a university can request access to the data, 
regardless of nationality or country. We will assist interested researchers with providing 
information to get access, share code and translated codebooks. More information on 
data access (in English) can be found at this website https://www.cbs.nl/en-gb/our-
services/customised-services-microdata/microdata-conducting-your-own-research  
 
Budget 

 Item Costs per item Number items Costs 

1 Data costs € 313 per month 12 months € 3,756 

2 Remote access connection € 165 per month 
per researcher 

12 months x  
2 researchers 

€ 3,960 

3 User cost researcher € 80 per month  
per researcher 

12 months x  
2 researchers 

€ 1,920 

4 Output check € 200 per check 3 € 600 

5 Travel costs   € 2,000 

6 Publication costs   € 500 

     

 Total in EUR   € 12,736 

 Exchange rate (3/16/2016) 1 EUR = 1.072 USD  USD 13,653 

 
1. These are the costs for accessing and using datasets on income, wealth and personal 

characteristics. These costs are per month, and we expect to need access for a period 
of 12 months.  

2. Both researchers plan to work on the empirical part of the data, which requires two 
remote access connections. 

3. In addition to the remote access connection to access the data, Statistics Netherlands 
charges a monthly cost for each researcher working on the data. 

4. Output has to be checked by Statistics Netherlands to guarantee anonymity and 
confidentiality of individual households. We expect to need 3 such checks. 

5. For travel costs to conferences and short research visits to either Essex or Frankfurt. 
6. Many journals request a submission fee. 
 
 
  

https://www.cbs.nl/en-gb/our-services/customised-services-microdata/microdata-conducting-your-own-research
https://www.cbs.nl/en-gb/our-services/customised-services-microdata/microdata-conducting-your-own-research
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