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Why Wyoming Can Outperform New York — The Risk–Return Logic

� Housing as an investment faces a risk–return
trade-off

� New York: high demand Ñ stable rents & prices
Ñ safer asset Ñ lower returns

� Wyoming: uncertain demand Ñ rental & resale
risk Ñ riskier asset Ñ higher returns

Central theme
housing: consumption good & financial asset
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Why care about housing markets?

� The market most of us participate in — as renters or owners — far more than
in the labor or stock market

� For most households, buying a house is the most important financial decision

� Major driver of wealth inequality across households and generations

� Core to the financial system: main form of bank collateral and central in past
financial crises

æ Need to understand prices and returns
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Roadmap

Superstar Returns?

Price Uncertainty

Spatial Distribution of Liquidity

Interest Rates and Spatial Polarization





What we did

� Study long-run returns to residential real estate in 50 "national superstar
cities" in 15 advanced economies since the 19th century

� Compare to returns in the rest of the country

� Analyze the drivers of within-country variation in returns





A new dataset on returns to housing (1870-2018) sample selection



What we found

National superstars feature signi�cantly lower long-run housing returns

� Capital gains are higher, but rent returns considerably lower

� Taken together, we estimate a negative superstar return premium of about 90-100 bp
annually

Di�erences in housing returns are likely a function of risk

� Characteristics that make superstar cities also make them �nancially "safer"

� Less concentrated labour markets and more liquid housing markets
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Negative return premium - city vs national

Average yearly returns (log points) , 1950-2018

national superstars

Cities National Di�erence
Capital gain 2.25 1.82 0.43* (0.23)
Rent return 3.55 4.94 -1.39*** (0.04)
Total return 5.72 6.68 -0.95*** (0.23)
N 1767

� Higher capital gains in cities, but considerably lower rent returns
ñ National superstar cities have lower housing returns Robustness



Within country comparison - 317 MSAs US(1950-2018)



Spatial equilibrium and housing risk

� Asset market equilibrium � higher returns outside large cities compensate for higher risks

ñ Study housing risk across space

i) Co-variance risk � co-variance between income and housing returns is higher in small cities

ñ Small cities with concentrated labour markets might be more exposed to
industry-speci�c shocks

ii) Idiosyncratic risk � property-speci�c price volatility is higher in small cities

ñ Small cities have less liquid housing markets, thereby increasing the uncertainty about
the matching process
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Price uncertainty - intuition



Price uncertainty - de�nition

De�nition: Expected variance of distribution from which price is drawn

Empirically: Predicted variance of pricing errors from hedonic housing price model



Idiosyncratic risk is signi�cantly priced in (Germany, 1990-2024)

Sales Prices Total returns

� Moving from �rst to last quintile of price uncertainty

ñ increase 50 b.p. in annual total returns Robustness



Sources of idiosyncratic risk
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