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The housing market is closely linked to household welfare, residential security,
income distribution, and social stability, making it a central area of economic
and urban policy. However, much of the existing literature examines the effects
of economic changes mainly on aggregate housing demand, while households
often respond by reallocating their demand across different housing alternatives.
This article investigates the effects of housing price changes, household income,
and educational attainment on the recomposition of housing demand using a
multistage discrete choice econometric approach. Housing alternatives are
classified into 24 categories based on tenure status, dwelling type, and unit size.
Households are also grouped into 15 income—education categories by combining
income quintiles with three levels of household head education. The empirical
data were obtained from the Household Income and Expenditure Survey
conducted by the Statistical Center of Iran in 2023, covering a sample of 18,049
Iranian households. The empirical framework is based on three discrete choice
models: a binary logit model for tenure choice, a multinomial logit model for
dwelling type, and an ordered logit model for housing size. Three simulation
scenarios are then examined: a 10 percent increase in housing prices, a 10
percent increase in household income, and a one-year increase in education. The
results show that higher housing prices reduce homeownership, increase rental
demand, and shift demand toward smaller and apartment units while reducing
demand for large non-apartment dwellings. In contrast, higher household income
strengthens homeownership and increases demand for larger and non-apartment
units. Education has a similar but weaker effect compared with income. The
findings also indicate that lower-income households are more sensitive to all
scenarios. These results suggest that housing policy should consider not only
aggregate demand but also changes in demand composition, with particular
emphasis on targeted support for low-income households, the supply of small
and medium-sized units, and rental market regulation.
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Introduction

The housing market is closely linked to household welfare, residential security, wealth distribution and
social stability, which makes it a central field of economic and urban policy. Most existing studies,
however, assess the effect of economic changes on aggregate housing demand, whereas households
usually respond to shocks in prices, income and human capital not by leaving the market but by
reallocating their choices among different housing alternatives: from ownership to renting, from non-
apartment dwellings to apartments, or from larger to smaller units. This process is referred to here as
the recomposition of housing demand. The aim of this study is to simulate how changes in housing
prices, household income and educational attainment reshape the composition of housing demand in
Iran, using a multistage discrete choice econometric framework.

Materials and methods

The empirical analysis is based on household-level data from the 2023 (1402 SH) Household Income
and Expenditure Survey of the Statistical Center of Iran. After data cleaning, the tenure and dwelling-
type models use 18,049 households and the unit-size model uses 19,629 households. Housing
alternatives are classified into 24 categories by combining tenure status (owned and rented), dwelling
type (non-apartment under 100 m?, apartment, and non-apartment of 100 m? and above) and unit size
(small, under 90 m2; medium, 90-120 mz; large, 120-150 mz; and very large, over 150 m2). Households
are grouped into 15 income—education categories by crossing income quintiles with three education
levels of the household head. Tenure choice is estimated with a binary logit model, dwelling type with a
multinomial logit model and unit size with an ordered logit model, with province as a control variable;
the predicted probabilities are then combined to obtain the probability of each housing category. Three
scenarios are simulated: a 10 percent increase in housing prices, a 10 percent increase in household
income and a one-year increase in education. The net effect of each scenario is the difference between
scenario-based and baseline probabilities, which is added to the observed share of each category.

Result

A 10 percent rise in housing prices reduces the share of owned units by 6.99 percentage points and
raises the share of rented units by the same amount. It shifts demand towards apartments (+39.90
percentage points) and slightly towards non-apartments under 100 m2 (+1.73), while demand for non-
apartments of 100 m2 and above falls by 41.64 percentage points; the share of units over 150 m?2
declines by 21.38 points and that of units under 90 m2 increases by 6.74 points. A 10 percent increase
in household income works in the opposite direction: ownership rises by 11.10 percentage points,
demand for non-apartments of 100 m2 and above increases by 10.47 points, and the share of units over
150 m2 grows by 31.24 points. A one-year increase in education has effects in the same direction as
income but of much smaller magnitude, raising ownership by 0.68 and the share of units over 150 m?
by 5.44 percentage points. In all three scenarios, households in the first and second income quintiles
show the strongest reactions.

Discussion and Conclusion

The findings show that analysing housing demand only at the aggregate level conceals the adaptive
behaviour of households. Rising prices push households, particularly low-income ones, towards
renting, apartments and smaller units, whereas higher income and, to a lesser extent, education allow
them to move towards ownership and larger, more independent dwellings. Housing policy should
therefore address the composition of demand as well as its level. Priorities include targeted support for
low-income households and tenants, regulation of the rental market, expansion of the supply of small
and medium-sized units (under 90 m? and 90-120 m?), and income and credit instruments that
strengthen households' purchasing capacity. Given the marked heterogeneity of responses across
income and education groups, uniform policies for all households are unlikely to be effective.
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