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Executive Summary

Homeownership rates have reached unprecedented levels in the U.S. According to 2005 Current
Population Survey data, virtually every segment of the population has higher homeownership rates
than a decade ago—although the gains have been largest among Hispanics. Between 1993 and the
fourth quarter of 2005, ownership rates rose by 5.8 percentage points among non-Hispanic whites, 6.6
percentage points among blacks, and 10.6 percentage points among Hispanics. Yet despite these
gains, sizable gaps in homeownership rates persist among Hispanics compared to non-Hispanic
whites. As of the fourth quarter of 2005, 76 percent of non-Hispanic whites were homeowners,
compared to 50 percent of Hispanics. Thus, despite the rapid growth in Hispanic homeownership
over the past decade the gap between whites and Hispanics is still 26percentage points.

This report reviews the existing literature to examine what is known about the causes of the large
gaps that exist between the homeownership rates of Hispanics and those of non-Hispanic whites as
well as what is known about the best ways to narrow these gaps. More specifically, the goals of the
report are three-fold:

1. To describe the demographic and socioeconomic characteristics of the U.S. Hispanic
population and how these characteristics relate to the Hispanic homeownership gap;

2. To identify the main barriers to Hispanic homeownership, including both demographic
and socioeconomic attributes of the Hispanic population and market factors such as the
supply of mortgage financing, the prevalence of discriminatory treatment in both the
housing and mortgage markets, and a lack of understanding and comfort with the
homebuying and mortgage process by Hispanics; and

3. To catalogue existing efforts to address these barriers and to discuss what is known about
the potential effectiveness of these approaches.

While the report mostly summarizes existing research, it also incorporates summary information on the
Hispanic population derived from the decennial census and other publicly available national data sets.

The report demonstrates that Hispanics are quickly becoming a sizable proportion of the U.S.
population and cannot be viewed as a single homogeneous group but rather are an increasingly
diverse community. Hispanic households come from many different countries and differ across many
demographic and socio-economic characteristics. Some Hispanics are born abroad and speak English
poorly, while others are native-born citizens and speak English fluently. Of those who have
immigrated to this country, some have been in the U.S. for many years, while others have been in the
U.S. for only a few years. Nationally, Hispanic households have been heavily concentrated in the
South and West — particularly in California and Texas — and a few metropolitan areas in the
Northeast, but are now growing rapidly in many areas of the country. These characteristics are
important, not only because they highlight the enormous diversity among Hispanic households, but
also because they are critical to understanding the causes of observed homeownership gaps and how
these gaps may change over time.




Hispanic homeownership rates are affected by many of the same demographic characteristics
that influence homeownership rates among all households, but the rates are also shaped by
characteristics that are particular to Hispanic immigrant communities. Hispanic
homeownership rates and gaps are strongly related to the same factors that affect homeownership
rates of all racial and ethnic groups, including age, income, level of education, net worth, household
type, mobility, and place of residence. Hispanic homeownership rates also are shaped by nativity,
country of origin, citizenship status, and number of years in the U.S. The literature analyzing
Hispanic homeownership finds that the typical homeownership demand factors, most importantly
income, age, and education, explain a large part of the Hispanic gap in homeownership rates.
Another contributing factor for Hispanics is their concentration in higher cost urban areas and in the
Western region of the country. In addition, the large share of immigrants in the Hispanic population
is particularly important. Studies that control for differences between Hispanics and whites in terms
of household characteristics and geographic location explain between half and three quarters of the
overall Hispanic-white homeownership gap. But studies that include factors related to Hispanics
immigration status, including the number of years residing in the U.S. and citizenship status, are able
to account for much of the remaining difference in homeownership rates.

Hispanics confront numerous barriers that are associated with information gaps about the
homebuying process and with their ability to access the housing and mortgage finance markets.
For example, surveys of Hispanic renters have found that information gaps about the homebuying and
mortgage qualification processes have discouraged some Hispanics from pursuing homeownership
because their misunderstandings about the process lead them to believe that homeownership is
unaffordable or too complicated, that banks are not to be trusted, or that they would not qualify for a
mortgage when, in fact, they would. Hispanics’ access to housing markets is limited by affordability
problems as well as by discrimination in the housing market that makes housing search difficult.
Access to housing finance is limited by poor credit histories, low wealth and income, and lack of
proper documentation, which makes it difficult to meet standard underwriting guidelines. In addition,
discrimination in the mortgage application process, can also frustrate Hispanics’ pursuit of
homeownership

Although the confluence of all of these barriers may seem insurmountable, government agencies
and local communities have developed a litany of programs to help move Hispanic households into
homeownership, although the success of many of these programs at addressing the specific needs
of Hispanic families has yet to be firmly established. Some of these programs are designed to bridge
information gaps through homeownership education and counseling and financial literacy courses that
are targeted specifically at the Hispanic community through specialized outreach efforts and by
offering materials and instruction in Spanish. Other programs attempt to improve the supply of
affordable housing opportunities by granting development cost subsidies, providing regulatory relief,
and reducing discriminatory practices in the housing marker. Many other programs use down
payment and closing cost assistance, income subsidies for mortgage payment, relaxed mortgage
underwriting guidelines, reductions in mortgage interest rates, and alternative approaches to resolving
residency concerns both to help make homeownership affordable and to expand Hispanics’ access to
mortgage financing. Most of these policies are designed to help all low-income households, but are
marketed and tailored by local groups that serve Hispanic communities. Unfortunately, it is difficult
to catalogue and assess the scale and geographic coverage of the myriad programs and services




available to help Hispanics households because there is only anecdotal information about efforts to
specifically aide these households. Also, remarkably little is known about the effectiveness of
various approaches to improving homeownership among low-income households generally or
Hispanics specifically. The research that does exist primarily has focused on estimating the
importance of reductions in access to mortgage finance to increasing homeownership rates. These
studies suggest that Hispanic homeownership could be improved by between 3 to 7 percentage points
if constraints on the supply of mortgage financing were relaxed. But no study has evaluated the
potential impact of efforts to address the informational gaps that are considered so important for
immigrant households.

Taken as a whole, this report suggests that Hispanics face a number of considerable barriers to
homeownership in the U.S. A significant factor explaining the relatively low homeownership rates
among Hispanics is that, compared to whites, a relatively large share of Hispanics have low-income
and low wealth levels. While there are a number of policies aimed at assisting low-income and low-
wealth households generally in becoming homeowners, the number of households assisted annually
by these efforts is fairly small compared to the number of households eligible. The immigrant status
of many Hispanics is also an important contributing factor to observed homeownership gaps. Some
immigrants may prefer not to purchase a home because they may not plan on being permanent
residents of the U.S., for some immigrants a lack of information about the homebuying process and
an inability to meet mortgage underwriting criteria may be significant obstacles. While there are
numerous examples of efforts by local and national organizations to address these informational and
financial barriers to homeownership faced by immigrants, little is known about their effectiveness.
There is a clear need for further research into the effectiveness of these efforts to ensure that the
resources that are devoted to expanding homeownership opportunities for Hispanics are well targeted.

The introductory chapter of the report begins with a brief synopsis of the benefits of homeownership
and the factors that make homeownership both desirable and feasible. This chapter also presents a
profile of Hispanics in the United States to help put the disparities in homeownership rates between
Hispanics and whites in context. Chapter 2 then describes the size of the Hispanic-white
homeownership gap and trends in the gap over time. The chapter then discusses specific
demographic and housing market factors that contribute to these gaps, including both descriptive
information as well as a review of the literature that has examined these issues. Chapter 3 categorizes
the principal barriers to Hispanic homeownership and summarizes what is known about the extent
and nature of these barriers. Chapter 4 identifies existing strategies for addressing each of these
barriers, including examples of policies and programs employed by government agencies, non-profit
and for-profit organizations. The chapter also reviews what is known about the effectiveness of these
efforts. The report concludes with a summary of findings.




Vi



Chapter 1
Introduction

Homeownership rates have reached unprecedented levels in the U.S. According to 2005 Current
Population Survey data, virtually every segment of the population has higher homeownership rates
than a decade ago—although the gains have been largest among Hispanics. Between 1993 and the
fourth quarter of 2005, ownership rates rose by 5.8 percentage points among non-Hispanic whites, 6.6
percentage points among blacks, and 10.6 percentage points among Hispanics. Yet despite these
gains, sizable gaps in homeownership rates persist among Hispanics compared to non-Hispanic
whites. As of the fourth quarter of 2005, 76.0 percent of non-Hispanic whites were homeowners,
compared to 50.0 percent of Hispanics. Thus, despite the rapid growth in Hispanic homeownership
over the past decade the gap between whites and Hispanics is still 26.0 percentage points.

This report examines Hispanic homeownership rates and gaps in an effort to understand the major
barriers that restrict homeownership opportunities for this group.® First, the report uses decennial
census data to discuss the size of the Hispanic homeownership gap and major trends since 1980. The
descriptive analysis is supplemented by a review of the literature on homeownership that suggests
which demographic and socioeconomic characteristics of the Hispanic population contribute to the
gap. Second, the report delineates the barriers to Hispanic homeownership beyond the demographic
and socioeconomic characteristics of Hispanic households and summarizes the literature that
investigates these issues. These barriers include problems accessing mortgage financing,
discriminatory treatment in both the housing and mortgage markets, and a lack of understanding and
comfort with the homebuying and mortgage processes. Finally, the report discusses existing efforts
to address these barriers and what is known about the potential effectiveness of these approaches.

Thus, the report presents a comprehensive look at Hispanic homeownership rates and gaps that is
informed by current data and existing studies. The rest of this introductory chapter provides a broader
context by reviewing the nature of homeownership and of the Hispanic population of the U.S.
Specifically, the introduction addresses the following issues:

e Why study homeownership rates? Or put differently, what are the potential benefits
associated with homeownership? Federal, state, and local policymakers generally view
homeownership as a critical force behind an individual’s economic upward mobility and
a community’s stability. The rationale underpinning these assumptions is worth
delineating.

This report is part of a series of studies commissioned by HUD to examine Hispanic homeownership.
Other studies completed as part of this effort include: a review of underwriting guidelines used by Fannie
Mae, Freddie Mac, FHA, and a representative subprime lender to identify potential barriers in the lending
industry for Hispanic homebuyers; case studies of efforts to assist Hispanic buyers in three market areas
(Orlando, San Antonio, and Washington, DC); and four empirical studies of data from the decennial census
and the American Housing Survey examining specific aspects of Hispanic homeownership trends and
barriers. See Cortes et al. (2006) for a summary of all of these reports.

Chapter 1: Introduction
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e What factors drive a household’s propensity for homeownership? Homeownership rates
and gaps are a function of both demand- and supply-side forces that drive a household’s
decision to own rather than rent.

e Who are Hispanics? The term “Hispanic” groups indiscriminately all persons of Spanish
origin into a minority category, masking enormous diversity among Hispanics that is
important to understanding how homeownership rates and gaps vary and change.

The Benefits of Homeownership

Promoting homeownership has long been an objective of housing policy in the U.S. and is reflected in
a wide variety of federal, state, and local programs and policies. The Internal Revenue Service, the
U.S. Department of Housing and Urban Development, state housing finance agencies, and local
community development corporations are among the numerous actors that promote homeownership.
Underlying these programs is the belief that homeownership provides benefits both to individuals and
communities.

Homeownership is thought to benefit individuals both economically and socially.? Economically, the
preferential tax treatment of mortgage interest, property tax payments and imputed rent can provide
homeowners with significant tax savings and thus the overall costs of owning a home can be lower
than renting (Follain et al., 1993). However, low-income owners realize fewer of these benefits as a
result of being in lower marginal tax brackets and being less likely to itemize deductions. Also,
several recent studies have found that fluctuations in house prices coupled with high transaction costs
can make homeownership a financially risky investment (Belsky and Duda, 2002; Goetzmann and
Spiegel, 2002; Harding, Rosenthal, and Sirmans, 2004). Still, homeownership does provide the
ability to accumulate wealth through principal payments and asset appreciation, even for low- and
moderate-income homeowners (Boehm and Schlottmann, 2004; Pollakowski et al., 1991).

The evidence is stronger for positive social outcomes associated with homeownership and includes
findings that, compared to renters, homeowners are more likely than renters to participate in local
organizations; engage in informal forms of social interaction (e.g., frequent interactions with
neighbors); develop stronger commitments to their local areas; maintain their dwellings in good
condition; stay in their local areas for longer periods of time; and show a higher sense of well-being
(e.g., claim to be happier and to have a higher sense of self-esteem). These social benefits are
apparent even after controlling for income, education and other socioeconomic characteristics
(DiPasquale and Glaeser, 1999; Dietz and Haurin, 2003, Herbert and Belsky, 2006).

Related to these individual benefits are the benefits to communities that come from homeownership,
some of which derive from the benefits homeownership confers on individuals and others from the
types of households that become homeowners. Homeownership is associated with healthier and more
stable neighborhoods, because owners are economically and socially invested in their communities
and have a stake in promoting their neighborhoods’ well-being. Homeowners help to make

2 For a comprehensive review of the literature examining the extent to which low-income and minority

households benefit from homeownership see Herbert and Belsky (2006).
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neighborhoods more attractive places to live and work by investing in their properties, demanding
higher quality public services, and participating in neighborhood improvement associations. Because
homeowners are more likely to stay in their communities, they help provide neighborhood stability
(Rohe, Van Zandt, and McCarthy, 2002).

Despite these alluring benefits to individuals and spill-over effects for communities, many households
choose to rent rather than own. The factors that contribute to a household’s tenure choices are
discussed in the next section.

The Propensity for Homeownership

A household’s propensity to own rather than rent is driven both by the household’s demand for
homeownership and by supply constraints that restrict access to homeownership.®> There are a variety
of factors that fuel demand for homeownership, including the desires for greater control over the
home and greater privacy, as well as the social status that is associated with being a homeowner.
However, financial aspects of homeownership are very important. From a financial point of view, a
household’s demand for homeownership can be thought of as a function of two factors: the relative
cost of owning compared to renting and a household’s investment and consumption demands for
housing. The supply constraints that restrict a household’s access to homeownership stem from the
availability of suitable housing units and the availability of mortgage credit. Each of these factors is
discussed in turn.

The Demand for Homeownership

The demand for homeownership has been examined using two approaches: a user cost model for
owning compared to renting and an analysis of homeownership investment and consumption good.

User Cost Model. The user cost model calculates a household’s relative cost of owning compared to
renting a home, given cost factors that vary for each household. The model compares the cost of
owning versus renting after considering the potential tax savings from homeownership, the expected
return on a home over time, and the transaction costs of buying and selling real estate. The net effect
of these cost factors often makes homeownership a financially attractive tenure decision.

For decades, the U.S. tax code has offered homeowners considerable tax savings by allowing
deductions for mortgage interest and property tax payments. Renters also benefit indirectly from
these tax code provisions® if landlords pass their tax savings onto tenants in the form of lower rents.
Both theoretical and empirical studies have demonstrated that the net effect of these tax provisions is
to subsidize the cost of homeownership when compared to renting. An important factor in the tax
advantages for homeowners compared to renters is that homeowners do not have to pay taxes on the
equivalent of the rent received by landlords, that is, the value of occupying the housing unit. In
essence, while homeowners get to deduct some of the costs of homeownership (property taxes and

®  This section draws heavily from Herbert et al. (2005).

*  Landlords are taxed on their cash rent but are permitted deductions for mortgage interest, property taxes,

and maintenance expenditures.
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mortgage interest payments), they do not have to report any imputed rental income against these
costs. One study estimated that the average amount actually paid by homeowners for each dollar in
housing costs is approximately 74 cents (Hoyt and Rosenthal, 1990).

The user cost model also considers the expected capital gain on a home over time. The tax code has
historically treated capital gains more favorably for homeowners than for landlords by shielding a
portion of these gains from taxation. Since 1998, capital gains of up to $500,000 for married couples
and $250,000 for single persons are exempt from federal taxation.” This aspect of the tax policy
permits homeowners to retain a higher share of expected capital, thereby reducing the user cost of
homeownership and encouraging homeownership.

The expected capital gain on a home depends in part on the length of stay in a home. Offsetting
capital gains from selling a home are the transaction costs associated with buying and selling, which
are not incurred by renters. Homeowners typically must pay 6 percent of the home’s sale price for the
real estate agent’s services, as well as legal fees, taxes, and settlement services. However, the impact
of these transaction costs declines with the length of stay in the home, because longer stays spread the
costs over more years and defer the costs to a later period. Since capital gains increase and
transaction costs decline with length of stay in the home, the appeal of homeownership is greater for
households who are unlikely to want to move in the near future.

Investment and Consumption Approach. Another major distinguishing feature of homeownership is
that it represents both an investment and a consumption good. The investment demand for housing is
influenced by the relative risk and return of housing compared to a household’s overall investment
portfolio. On the consumption side, greater demand for housing is associated with household type,
size, and income, and with other household characteristics that influence the demand for the public
services that are bundled with residential location.

When a household demands more housing to satisfy consumption needs than is sensible from an
investment perspective, the household is likely to rent. For example, if a family expects relatively
low investment returns on housing investment but also needs a large home to accommodate a hew
child, it is less likely to purchase a home to satisfy the increased consumption demand. The family is
better off by renting. Alternatively, when housing is expected to appreciate greatly and a family’s
consumption demands are modest, homeownership is a more sensible choice. In general, households
with low income and wealth and high expected mobility would be expected to have limited
investment demand for housing. This occurs because the tax benefits of homeownership would be
limited, mobility makes the expected returns to homeownership low, and the concentration of assets
in this one investment would be too high. Thus, limited investment demand for homeownership
would be expected to lower the homeownership propensity of these households.

Supply Constraints on Homeownership

Availability of Single-Family Housing. Since the mid-1970s, researchers have studied the spatial
concentration of minority households in central cities and its impact on access to opportunities. The

> In order to exclude gains up to these amounts the homeowner must have occupied the home for at least two

years out of the last five years.
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spatial mismatch hypothesis demonstrated that the concentration of minorities in inner-city
neighborhoods and the suburbanization of employment opportunities reduced employment
opportunities among minority households (Kain, 1992). Less well known is research that has applied
the spatial mismatch theory to homeownership opportunities, showing how constraints on access to
the supply of different types of housing (e.g., single-family versus multi-family) may contribute to
lower minority homeownership rates (Kain and Quigley, 1975; Herbert, 1997).

Because developers are subject to higher land prices in central cities, central city developers favor high-
rise and multi-family housing units on smaller lots over lower density developments covering large tracts
of land. Therefore, city skylines are dominated by towering skyscrapers and tall apartment buildings
rather than single-family units with chimneys. The relative lack of single-family housing units in central
cities is important because: (1) single-family housing is more conducive to homeownership than multi-
family housing; and (2) minority households are disproportionately located in central cities. As a result,
minority households have limited access to single-family housing, which affects their tenure decision and
likely contributes to lower homeownership rates when compared to non-minority households.

Mortgage Finance Constraints. Mortgage lenders can deny a loan to a borrower if the borrower fails
to meet their underwriting standards. The application of these standards in the mortgage market can
limit access to homeownership and can contribute to homeownership gaps if these rules affect ethnic
and racial groups differently. Compared to their non-minority counterparts, minority households may
be more likely to encounter credit barriers and downpayment constraints that restrict the availability
of mortgage credit and limit their tenure decision. Discrimination in mortgage lending may further
restrict homeownership opportunities.

Some minority households may be perceived as higher credit risks than non-minority households.
For example, lenders may view minorities as higher credit risks if racial and ethnic discrimination in
labor markets increases the likelihood that minorities will be laid off during an economic downturn.
Lenders may seek to offset the higher risk through the underwriting process—this is evident, for
example, in the higher interest rates charged by subprime lenders. The degree to which mortgage
lenders offer higher interest rates to loan applicants perceived as posing greater default risk is a
source of debate. Some argue that credit rationing and multiple loan rates arise if lenders group loan
applicants on the basis of observable differences in credit risk. Low-risk borrowers are offered prime
rates, while higher-risk borrowers are offered higher subprime interest rates. The higher rates might
dissuade potential minority homebuyers if the expected capital gains no longer justify
homeownership from an investment perspective.

In addition to charging higher interest rates based on perceived credit risks, lenders may view
observable demographic characteristics as potential indicators of higher rates of late payments or
defaults (often called “statistical” discrimination) or may avoid doing business with particular groups
outright. Both forms of discrimination are illegal and have been extensively examined by
researchers. Based primarily on a study conducted by researchers at the Boston Federal Reserve
Bank, the consensus from the literature is that, as recently as the 1980s and 1990s, there was indeed
discrimination in the mortgage market (Munnell et al., 1996).

Others argue that Fair Lending Laws and the threat of costly litigation create strong incentives for
lenders to offer similar loan rates to all borrowers (Duca and Rosenthal, 1994). Lenders are
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particularly mindful of fair lending practices when the credit risk is associated with politically
sensitive characteristics, such as race and ethnicity, sex, and age.

Homeownership requires considerable household wealth to cover closing costs and downpayment
requirements. There is substantial evidence that lack of wealth reduces the likelihood of becoming a
homeowner and that minority households (especially blacks and Hispanics) have significantly less
accumulated wealth than non-Hispanic whites. Moreover, downpayment constraints are particularly
problematic for minority households who reside disproportionately in large central cities with high
costs. The costs in these housing markets make it more difficult for households to accumulate the
needed down payment, often a minimum of 3 to 5 percent of the total value.

Both demand and supply factors influence a household’s propensity for homeownership and these
factors are shaped, in turn, by the characteristics of households. The characteristics of Hispanics in
the U.S. are less well documented than those of other groups, both because Hispanics are an
enormously diverse group and because historical data is limited. The following section uses 2000
Census data to provide a profile of Hispanics in the U.S.

Hispanics in the U.S.

Documenting changes in the composition of the Hispanic population in the U.S. over time is
complicated by data collection challenges and by a lack of consistency in how Hispanics have been
defined. In addition, collecting data on Hispanics is challenging because there are undocumented
Hispanics in the U.S. who do not respond to government surveys and, therefore, are unaccounted for
in census statistics. The number of such households is unclear, but studies suggest that the estimated
undercount of Hispanics in the 2000 census is about 2.85 percent (Paral and Associates, 2004) and
that the foreign born have a higher undercount rate (Robinson, 2001).

Between 1930 and 1960, the U.S. Census used a variety of terms to define Hispanics that were
commingled with racial classifications: “people who were born in Mexico or to parents born in Mexico”
was used to define a separate Mexican category in the 1930 census. “Persons of Spanish mother
tongue” was used in 1940. “White persons of Spanish surname” was used in 1950 and 1960, but only in
five states in the Southwest. By 1970, the census began to separate racial classifications from Hispanic
definitions. The Census used three different definitions of Hispanic origin for 1970 census reports: the
Spanish language population (or “the population of Spanish mother tongue plus all other persons in
families in which the head or wife reported Spanish mother tongue™); the Spanish heritage population
(or “the population of Spanish language and/or Spanish surname in the five Southwestern states of
Arizona, California, Colorado, New Mexico, and Texas, the population of Puerto Rican birth or
parentage in New York, New Jersey, and Pennsylvania, and the population of Spanish language
elsewhere™); and the population of Spanish origin or descent based on self-identification.

In 1980, the census included a separate ethnicity question based on Spanish/Hispanic origin or
descent that allowed respondents to select among seven national origin categories: Mexican
American, Mexicano, Chicano, Puerto Rican, Cuban, Central or South American, and other Spanish
origin. Similarly, the 1990 census asked respondents to record whether they were of
Spanish/Hispanic origin and listed seven response categories: not of Hispanic origin; Mexican,
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Mexican-American, Chicano; Puerto Rican; Cuban; and other Spanish/Hispanic. Respondents were
also allowed to write in a place of origin not listed on the form. Write-in responses were coded as
either the country specified by the respondent, “South American” or “Central American” when the
respondent wrote in these responses, or “other.”

The 2000 census asked people to classify themselves as persons of Hispanic/Spanish/Latino origin
based on their ancestry, lineage, heritage, nationality group, or country of birth. Race is collected
separately from ethnicity. People of Hispanic origin may be of any race or multiple races, and
respondents are allowed to choose from five response categories or write-in responses. Unlike the
previous census, infrequent responses were coded as “other Central American,” “other South
American,” or “other Spanish or Latino,” rather than identified with a specific country. However,
even the 2000 U.S. Census had difficulties collecting accurate data on Hispanics, particularly with
respect to country of origin and racial characteristics (discussed below).

The following sections present a profile of Hispanic households in the U.S. They include information
on the demographic, socio-economic, and immigration characteristics of Hispanic households, and on
the geographic distribution of Hispanics across the U.S. Specifically, Hispanic homeownership rates
tend to increase with age, income, level of education, net worth, and marriage formation, and are also
shaped in less predictable ways by place of residence, nativity, country of origin, and degree of social
integration (citizenship status and years in the U.S.). The relationship between these characteristics
and homeownership is discussed in the
following chapter. Exhibit 1-1: Country of Origin Among Hispanic
Households in the U.S., 2000

Demographic and Socio-Economic

Characteristics of Hispanic Otherlgt'ysopamc

Households

In 2000, there are 9.2 million Spi&am

households of Hispanic origin in the South fmerican

U.S. and 35 million Hispanic persons,

representing 8.7 percent of all U.S. Central American

households and 12.5 percent of the total %

U.S. population. As shown in Exhibit Dominican ng‘;?”
1-1, 54 percent of Hispanic households 3%

are of Mexican origin, 12 percent are of Cuban

Puerto Rican origin, 5 percent are of o

Cuban origin, and 3 percent are of
Dominican origin.® South Americans

Puerto Rican

and other Central Americans constitute 12%
10 percent of Hispanic households, and Source: Integrated Public Use Microdata Series (IPUMS) data from
15 percent are “other Hispanics.”’ U.S. Census 2000 PUMS 1% sample.

All data presented in the report are weighted to be representative of the population.

In the 2000 Census, write-in responses that were not classified into one of the response categories associated
with twenty different countries were coded as “Other Central American,” “Other South American,” or “Other
Spanish or Latino.” It is unclear what types of write-in responses would be classified as “Other Spanish or
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Exhibit 1-2 presents the racial characteristics of Hispanic and non-Hispanic households in the U.S.
The racial classification of Hispanics has historically been problematic for the U.S. Census. In the
1980 and 1990 census reports, Hispanic persons were treated as “white” when the “other race”
category was recorded in order to maximize historical comparability with previous census.® Applying
this convention to 2000 census data suggests that 91 percent of Hispanic heads of household are white
(50 percent “white” and 41 percent “other race”), 6 percent of Hispanic heads of household are of two
or more races, and only 2 percent of Hispanic households are black.

Exhibit 1-2
Racial Characteristics of Hispanic and Non-Hispanic Households in the U.S., 2000
Percent of Hispanic Percent of non-Hispanic
Race Households Households
White 50.4% 82.1%
Black or African American 2.0% 12.3%
American Indian/Alaska Native 1.0% 0.7%
Asian 0.3% 3.2%
Native Hawaiian/Pacific Islander 0.1% 0.1%
Some other race’ 40.5% 0.1%
Two or more races 5.8% 1.5%
Total Number of Households 9,187,972 96,292,129

1 In both the 1980 and 1990 Census, IPUMS classified Hispanic persons as “white” when “other race” category was
recorded to maximize historical comparability.

Source: Integrated Public Use Microdata Series (IPUMS) data from U.S. Census 2000 PUMS 1% sample.

Exhibit 1-3 presents the socio-economic characteristics for Hispanic and non-Hispanic households in
2000. More than two-fifths of Hispanic households (44 percent) earn less than $30,000 annually, and
fewer than one-quarter earn more than $60,000 a year (22 percent). By contrast, only one-third of
non-Hispanic households (34 percent) earn less than $30,000, and more than one-third (34 percent)
earn over $60,000 annually. Thus, Hispanics are more likely to be low- or moderate-income
households than their non-Hispanic counterparts.

In addition, Hispanic households are relatively poorly educated. Almost one-half of Hispanic heads
of household (46 percent) have less than a high school education, and only one-third have some
education beyond high school. Very few Hispanic households have a professional or graduate degree
(4 percent). By contrast, about one-sixth of non-Hispanic households (16 percent) have less than a

Latino.” Most Caribbean countries are not included in the list of twenty response categories, but it is unlikely
that these countries collectively comprise 15 percent of Hispanic households in the U.S.

8 The Integrated Public Use Microdata Series (IPUMS) re-coded as “White” those who marked “other race”
and identified themselves as being of Hispanic origin on the Hispanic origin question.
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high school education, and more than half (56 percent) experience some type of education beyond
high school. Nearly 10 percent of non-Hispanic households have a graduate or professional degree.

Exhibit 1-3

Socio-Economic Characteristics of Hispanic and non-Hispanic Households in the U.S., 2000

Percent of Hispanic

Percent of non-Hispanic

Income Households Households
<$10,000 12.7% 9.3%
$10,000 and <$20,000 15.9% 12.3%
$20,000 and <$30,000 15.8% 12.7%
$30,000 and <$40,000 14.0% 12.2%
$40,000 and <$50,000 10.9% 10.6%
$50,000 and <$60,000 8.4% 9.0%
$60,000 and <$70,000 6.2% 7.3%
$70,000 or more 16.2% 26.6%

Education
Less than High School 45.6% 16.3%
High school graduate, or GED 21.8% 27.8%
Some college, no degree 17.1% 22.5%
Associate degree 4.4% 6.2%
Bachelors degree 7.1% 16.9%
Professional/Graduate degree 4.1% 10.3%

Age
<30 20.8% 12.0%
30-34 14.4% 8.9%
35-44 26.9% 22.2%
45-54 18.0% 20.4%
55-64 9.7% 13.9%
65-74 6.5% 11.5%
75+ 3.8% 11.1%

Household Type
Married couples with children 37.8% 23.1%
Married couples without children 19.9% 30.4%
Other Families with children 14.7% 8.1%
Other Families without children 9.2% 6.4%
Other* 18.3% 32.0%

Total Number of Households 9,187,972 96,292,129

1

Source:

Other household types include singles; separated, divorced, widowed people (without own children); and other
unrelated people living together (without own children).

Integrated Public Use Microdata Series (IPUMS) data from U.S. Census 2000 PUMS 1% sample.
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Exhibit 1-3 also suggests that Hispanic households are much younger than their non-Hispanic
counterparts. More than three-fifths of Hispanic households (62 percent) are under age 45, compared
to approximately two-fifths of non-Hispanic households (43 percent). A greater percentage of
Hispanic heads of household are in each of the three youngest age categories compared to non-
Hispanics: under 30 (21 versus 12 percent); 30 to 34 (14 versus 9 percent); and 35 to 44 (27 versus 22
percent).

The majority of both Hispanic (58 percent) and non-Hispanic (54 percent) heads of household are
married. Married couples with children and without children constitute approximately 38 and 20
percent of Hispanic households. Non-Hispanic married couples are less likely to have children.
Also, a larger proportion of Hispanic households were in other families with children. Across all the
household types, 43 percent of Hispanic households have children compared to 30 percent of non-
Hispanic households.

Immigration Characteristics of Hispanic Households

Exhibit 1-4 presents information on the immigration characteristics of Hispanic households living in
the U.S. in 2000. The majority (53 percent) are foreign-born, much larger than the proportion of non-
Hispanic households (8 percent). Despite the large proportion of foreign-born households, more than
two-thirds of Hispanic households (68 percent) are U.S. citizens. (These data suggest that
approximately one-fifth of Hispanic households are naturalized citizens.) By contrast, nearly all non-
Hispanic households (97 percent) are U.S citizens.

The large proportion of foreign-born Hispanic households may suggest that a similarly large proportion
of Hispanics have poor English-speaking skills. However, only about one-quarter of Hispanic heads of
household report that they do not speak English (8 percent) or speak English poorly (18 percent). The
majority of Hispanic households (75 percent) consider that they speak English fluently.

Among Hispanic immigrant® households, most have been in the U.S. for many years. More than half
of these households (54 percent) have lived in the U.S. for 16 years or more, and few (13 percent)
have been in the U.S. for 5 years or less. In this respect, Hispanic immigrants are similar to other
immigrant households. The vast majority of non-Hispanic households (60 percent) with foreign-born
heads have lived in the U.S. for 16 years or more. These data suggest that many immigrant
households have been in the U.S. long enough to be exposed to homeownership opportunities.

®  Animmigrant is defined as a foreign-born head of household, including persons born in Puerto Rico, other

U.S. outlying areas, and persons born abroad to U.S. parents. There were 4,819,856 Hispanic immigrant
households in 2000.
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Exhibit 1-4

Immigration Characteristics of Hispanic and Non-Hispanic Households in the U.S., 2000

Percent of Hispanic Percent of non-Hispanic
Households Households

Nativity

Native born 47.0% 91.9%

Foreign born 53.0% 8.1%
Citizenship Status

U.S. citizen 67.8% 96.9%

Not a U.S. citizen 32.2% 3.1%
English Speaking

Yes, speaks only English 17.8% 91.4%

Yes, speaks very well 37.1% 5.3%

Yes, speaks well 19.9% 2.0%

Yes, but not well 17.8% 1.1%

Does not speak English 7.6% 0.2%
Years in the U.S. for foreign born®

0-5 years 12.8% 14.5%

6-10 years 14.8% 12.8%

11-15 years 18.7% 11.8%

16-20 years 16.2% 12.3%

21+ years 37.4% 48.6%

! Only includes households with immigrant heads of household, defined as any person who was foreign born, including

persons born in Puerto Rico or other U.S. outlying areas and persons born abroad to U.S. parents.

Source: Integrated Public Use Microdata Series (IPUMS) data from U.S. Census 2000 PUMS 1% sample.

Geographic Distribution of Hispanic Households

Exhibit 1-5 compares the geographic distribution of Hispanic households to that of other minority
groups and to non-Hispanic whites. The geographic distribution of Hispanics across the U.S. is
uneven. Hispanic households are heavily represented in the West (17 percent of the region’s
households are Hispanic), slightly underrepresented in the South (8 percent of the region’s
households) and the Northeast (7 percent of the region’s households), and considerably
underrepresented in the Midwest (only 3 percent of the region’s households).
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Exhibit 1-5

Percentage of Hispanic and Non-Hispanic Households in the U.S. by Region, 2000
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Source:

Integrated Public Use Microdata Series (IPUMS) data from U.S. Census 2000 PUMS 1% sample.
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Exhibit 1-6
Population Percent Hispanic, by State, 2000
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ource: Census 2000 Summary Fife 1 United States (Table P4), prepared by the U.S. Gensus Bureau, 2001.

The distribution of the Hispanic population across states is shown in Exhibit 1-6 as the percent of each
state’s total population. Hispanics represent 25 percent or more of the total state populations in Arizona,
California, New Mexico, and Texas. Hispanics are also heavily concentrated in Colorado, Florida,
Nevada, New Jersey and New York, constituting 12.5 to 24.9 percent of these states’ populations.
Except for Illinois and Kansas, Hispanics are considerably underrepresented in the Midwest.
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Exhibit 1-7 presents the proportion of Hispanic and non-Hispanic households in metropolitan and non-
metropolitan areas. The overwhelming majority (78 percent) of Hispanic households reside within
metropolitan areas and few households are found in non-metropolitan areas (2 percent). An equal share
of Hispanic households (approximately 16 percent) live in and outside central cities, although the
central city status of many Hispanic households living in metropolitan areas is not identified (46
percent). By contrast, fewer non-Hispanic households are located in metropolitan areas (57 percent)
and the proportion of households in non-metropolitan areas (4 percent) is double that of Hispanic
households. Also, many fewer non-Hispanic households live in central cities (8 percent).

Exhibit 1-7

Household Distribution Among Metropolitan and Non-metropolitan Areas in the U.S., 2000

Percent of Hispanic Percent of Non-Hispanic
Households Households

Metropolitan Area

Central City 16.2% 7.5%

Outside Central City 15.7% 13.7%

Central City Status Unknown" 46.4% 36.2%
Not in a Metropolitan Area 1.7% 4.1%
Not Identifable® 20.0% 38.5%
30 Largest Metropolitan Areas® 52.6% 32.6%

The 1% sample data cannot identify the metropolitan status of households located in geographic units that contain
fewer than 400,000 people. Because of the large population threshold, the central city status is unknown for many
cases in metropolitan areas.

The metropolitan status of households located in urban areas with less than 400,000 people are suppressed by the U.S.
Census Bureau.

®  The 30 largest metropolitan areas had a minimum of 601,524 households.

Source: Integrated Public Use Microdata Series (IPUMS) data from U.S. Census 2000 PUMS 1% sample.

The exhibit also suggests that Hispanic households are more heavily concentrated in the nation’s largest
metropolitan areas than non-Hispanic households. More than half of all Hispanic households (53
percent) live in one of the 30 largest metropolitan areas, while one-third of non-Hispanic households (33
percent) live in these areas.

Exhibits 1-5 through 1-7 demonstrate that, as of 2000, Hispanic households live predominantly in the
South and West regions and most live within metropolitan areas. Exhibit 1-8 identifies the 30
metropolitan areas with the highest concentration of Hispanic households in the U.S. Overall,
approximately 56 percent of Hispanic households (or 5.1 million households) live in one of these 30
metropolitan areas, and 19 of the 30 metropolitan areas are in California and Texas. Arizona (Tucson
and Phoenix metropolitan areas) and New Mexico (Albugquerque metropolitan area) also have sizable
proportions of Hispanic households. Only six metropolitan areas (Miami-Hialeah, FL; Jersey City,
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NJ; New-York-Northeastern, NJ; Hartford-Bristol-Middleton-New Britain, CT; Orlando, FL; and
Bergen-Passaic, NJ) outside of the Southwest have very large concentrations of Hispanic households.

Exhibit 1-8

Metropolitan Areas with the Largest Proportion of Hispanic Households, 2000

Number of Hispanic Percent of the Total
Metropolitan Area Households Metropolitan Population
1 | McAllen-Edinburg-Pharr-Mission, TX 128,991 80.8%
2 | El Paso, TX 151,687 715
3 | Miami-Hialeah, FL 387,085 58.7
4 | San Antonio, TX 227,366 46.4
5 | Albuquerque, NM 73,975 33.9
6 | Fresno, CA 83,966 33.6
7 | Jersey City, NJ 76,605 33.6
8 | Los Angeles-Long Beach, CA 1,004,928 32.1
9 | Bakersfield, CA 60,231 28.4
10 | Riverside-San Bernardino, CA 231,786 27.9
11 | Modesto, CA 31,722 22.4
12 | Stockton, CA 40,833 22.3
13 | Ventura-Oxnard-Simi Valley, CA 54,479 22.1
14 | Houston-Brazoria, TX 321,180 22.0
15 | Tucson, AZ 72,189 21.6
16 | New York-Northeastern NJ 691,945 21.2
17 | Austin, TX 72,944 20.4
18 | Orange County, CA 181,940 19.3
19 | San Diego, CA 184,908 18.4
20 | Dallas-Fort Worth, TX 189,173 16.5
21 | Phoenix, AZ 184,638 16.3
22 | San Jose, CA 91,741 16.2
23 | Las Vegas, NV 75,572 14.8
24 | Hartford-Bristol-Middleton-New Britain, CT 25,612 14.4
25 | Denver-Boulder-Longmont, CO 105,948 13.6
26 | Orlando, FL 83,354 13.2
27 | Vallejo-Fairfield-Napa, CA 22,745 131
28 | Bergen-Passaic, NJ 64,799 13.1
29 | Fort Worth-Arlington, TX 73,145 13.0
30 | Oakland, CA 111,775 12.9

Source:  Integrated Public Use Microdata Series (IPUMS) data from U.S. Census 2000 PUMS 1% sample.

The Los Angeles-Long Beach (CA), New York-Northeastern (NJ) and Miami-Hialeah metropolitan
areas have the largest absolute numbers of Hispanic households. The ten metropolitan areas with the
smallest percentage of Hispanic households included: Akron, OH (0.4. percent); Scranton-Wilkes-
Barre, PA (0.6 percent); Cincinnati OH/KY/IN (0.7 percent); Pittsburgh-Beaver Valley, PA (0.7
percent); Knoxville, TN (0.7 percent); Canton, OH (0.7 percent); Jackson, MS (0.8 percent); Dayton-
Springfield, OH (0.9 percent); Baton Rouge, LA (1.1 percent); and Birmingham, AL (1.1 percent).
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Summary of Findings

In summary, Hispanic households come from many different countries and differ across many
demographic and socio-economic characteristics. Some Hispanic heads of household are foreign
born or speak English poorly, while others are native-born or speak English fluently. Among
immigrant Hispanic households, most have been in the U.S. for more than 21 years, but many
households have been in the U.S. for a shorter time period. A large proportion of Hispanic
households are located in the South and West, especially in California and Texas, although a few
metropolitan areas in the Northeast also have very high concentrations of Hispanic households.

These characteristics are important, not only because they highlight the enormous diversity among
Hispanic households, but also because they are critical to understanding how Hispanic
homeownership rates and gaps may change over time. As will be discussed in the next chapter, a
number of studies have found that many of these characteristics are associated either positively or
negatively with the likelihood that a household will become a homeowner.

e Income. Higher incomes are associated statistically with higher homeownership rates,
but most Hispanic households have low to moderate incomes.

e Education. Homeownership rates increase as level of educational attainment rises, and
many Hispanic households are poorly educated.

e Age. Homeownership rates tend to increase for all populations as they age, but the age
structure of the Hispanic population is young.

o Household Type. Marriage is a strong determinant of homeownership, and the majority
of Hispanic households are married.

o Nativity. Native-born populations tend to have higher homeownership rates, but slightly
over half of Hispanic households are foreign born.

e Country of Origin. Hispanic immigrants from certain countries tend to have higher rates
of homeownership than other Hispanic immigrants.

o Citizenship status. Citizens’ homeownership rates consistently surpass those of non-
citizen Hispanic households.

e English Speaking. Immigrants fluent in English are more likely to be homeowners than
immigrants with little English proficiency, especially immigrants who do not speak English at
all.

e Yearsin the U.S. Among immigrants homeownership rates increase with length of time spent
living in the U.S., and of the slight majority of Hispanic households that are immigrants, a
little less than half have lived in the U.S. for less than 16 years as of 2000.

e Place of residence. Households living in high cost housing markets in some of the
nation’s largest metropolitan areas are less likely to become homeowners, and Hispanics
are disproportionately concentrated in large metropolitan areas.
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As the share of Hispanics in the U.S. increases, national homeownership rates will be influenced by
the characteristics of Hispanics. Over the next twenty years, the number of Hispanic households is
projected to grow substantially, and Hispanics will account for approximately 17 percent of the total
U.S. population by 2020 (Masnick and Di, 2002; and Richie, 2001). Approximately 7.5 million net
Hispanic households will be added to the U.S. population, compared to 4.7 non-Hispanic black
households, 3.1 non-Hispanic Asians/others, and 8.5 non-Hispanic white households. The increase in
the number of Hispanic households is expected to result from two factors. The Hispanic population’s
younger age structure will foster faster new household formations among Hispanics, while few
households will be lost to aging. Also, the duration of residence among the many immigrants who
arrived during the 1980s and 1990s will increase during the next twenty years, and this will also lead
to increases in household formation. Hispanics’ higher than average fertility rates will contribute
further to Hispanic household formation in the more distant future.

Moreover, the projected net growth in homeowners among Hispanic households is expected to be 4.6
million by 2020, compared to 3.7 million blacks, 2.0 million Asians/others, and 11.9 million non-
Hispanic whites (Masnick and Di, 2002). This projection is based on a set of conservative estimates
about the levels of foreign immigration and macro-economic and housing market conditions, and
relies heavily on statistical associations between demographic and socio-economic characteristics and
homeownership rates. These statistical associations will be discussed further in the next chapter.
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Chapter 2
The Hispanic Homeownership Gap: Size, Trends,
and Contributing Factors

Since 1970, homeownership rates have steadily climbed for all segments of the population and rates
are currently at historically high levels. Today, homeowners account for more than two-thirds of all
households in the U.S. (69.0 percent as of the fourth quarter of 2005). Despite these gains, there are
large homeownership gaps between non-Hispanic whites and minority populations, especially
Hispanics. This chapter begins with a brief overview of trends in Hispanic homeownership from
1980 to 2000 as documented by the decennial censuses. The analysis relies on data from the
decennial census because of the rich detail afforded by these data. The second section accounts for
the majority of the chapter and describes the socioeconomic factors that help explain the gap in the
homeownership rate for Hispanics compared to non-Hispanic whites. The final section briefly
summarizes the main findings.

Hispanic Homeownership Rate and Gap

In 2000, there were over 105.4 million households in the U.S., and approximately 69.8 million were
homeowners. Yet, less than half of the 9.1 million Hispanic households were homeowners (45.6
percent), compared to a large majority of the 79 million non-Hispanic whites (72.4 percent) (Exhibit
2-1). The homeownership rate for non-Hispanic blacks (46.6 percent), Asians or Pacific Islanders
(53.0 percent), and other non-Hispanic racial minorities'® (51.1 percent) was also considerably lower
than the rate for non-Hispanic whites. As Exhibit 2-1 demonstrates, Hispanics had the largest
homeownership gap (26.8 percentage points) of any minority group in 2000.

Homeownership rates have improved for most groups since the early 1990s. The Hispanic
homeownership rate increased by 3.5 percentage points during the decade (from 42.1 percent in
1990), the largest gain among all racial and ethnic minorities and the only rate increase to exceed the
increase among non-Hispanic whites. As a result, the homeownership gap between Hispanics and
non-Hispanic whites narrowed slightly, by 0.11 percentage points, while it increased for non-Hispanic
blacks by 0.65 percentage points), Asians or Pacific Islanders by 2.48 percentage points, and other
non-Hispanics by 5.08 percentage points. Nonetheless, Hispanics evinced the largest homeownership
gap compared to non-Hispanic whites than any other minority group.**

1 This category includes non-Hispanic household heads who selected two or more race categories on the

Census.

1 Data from the 2005 Current Population Survey indicates that gains in Hispanic homeownership rates have

continued to outpace gains among non-Hispanic whites since 2000. From 2000 to the fourth quarter of
2005, the non-Hispanic white rate increased by 2.2 percentage points (from 73.8 to 76.0), while the
Hispanic rate grew by 3.7 percentage points (from 46.3 to 50.0). Over the same period, the homeownership
rate among blacks increased by 1 percentage point.
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Exhibit 2-1

Homeownership Rates and Gaps', 1980-2000

1980 1990 2000
Household Head Households Rate Gap Households Rate Gap Households Rate Gap
Hispanic 4,010,898 44.1% -24.9% 5,812,158 42.1% -26.9% 9,187,972 45.6% -26.8%
Non-Hispanic Black 8,284,691 45.4% -23.6% 9,691,699 43.9% -25.2% 11,796,057 46.6% -25.9%
Non-Hispanic Asian or
Pacific Islander 1,022,940 52.5% -16.5% 1,911,257 52.2% -16.9% 3,181,674 53.1% -19.4%
Other Non-Hispanic 485,017 52.6% -16.4% 628,292 52.9% -16.2% 2,236,977 51.2% -21.3%
Non-Hispanic White 66,590,515 69.0% 73,664,936 69.1% 79,077,421 72.5%
Total 80,394,061 65.0% 91,708,342 64.2% 105,480,101 66.2%

1

Homeownership gaps are calculated in relation to the non-Hispanic white homeownership rate.

Sources: U.S. Census Bureau’s Integrated Public Use Microdata Series (IPUMS) using the 1980 1% metro sample, the 1990 1% metro sample, and the 2000 IPUMS 1% sample.




During the 1980s, homeownership rates decreased for nearly all minority groups. The Hispanic
homeownership rate dropped from 44.1 percent in 1980 to 42.1 percent in 1990, and also declined
during the 1980s for non-Hispanic blacks. The rate among non-Hispanic whites increased very
slightly. Accordingly, homeownership gaps grew during the 1980s. The gap compared to the rate for
non-Hispanic whites increased by more than 2 percentage points for Hispanics and by 1.5 percentage
points for non-Hispanic blacks. In 1990, Hispanics again had the largest homeownership gap of any
minority group (26.9 percentage points), slightly higher even than the gap for blacks (25.2 percentage
points).

These figures suggest that Hispanics confront significant barriers to homeownership, with gaps
relative to whites that are even slightly larger than the homeownership gap among blacks. This gap
has also been persistent. Despite the homeownership gains made by Hispanics during the 1990s, the
homeownership gap in 2000 was even larger than in 1980. While the gap has narrowed some since
2000, it was still 26.0 percentage points in the fourth quarter of 2005 according to data from the CPS.
This trend raises a critical question: what factors contribute to this persistently large gap? The
literature on homeownership rates and gaps is extensive, yet research has only recently focused on
Hispanic homeownership rates and gaps in particular. That literature suggests that much of this gap —
although by no means all — is related to differences between non-Hispanic white and Hispanic
socioeconomic characteristics and place of residence. The following section examines these factors.

Factors Contributing to Homeownership Gaps

The literature on homeownership gaps identifies several demographic, socioeconomic, and
geographic factors that are related to homeownership. Age, income, level of education, net worth,
household type, mobility, nativity, country of origin, English proficiency, degree of social integration
(citizenship status and years in the U.S.), and place of residence are important factors that help
explain the gap in homeownership rates between Hispanics and non-Hispanic whites. Each of these
factors is discussed in turn.

The precise impact of these factors on homeownership is difficult to disentangle, since many of these
factors are closely interrelated. For example, income and level of education tend to rise as age
increases; an individual’s citizenship status is related to the number of years in the U.S; and
household composition is likely associated with country of origin. Determining the independent
effect of each of these factors has been the subject of recent studies and considerable debate.

Age

Exhibit 2-2 presents the Hispanic homeownership rates and gaps by age of the household head for
1980-2000. As demonstrated in the exhibit, homeownership rates rise considerably with age but
decline slightly among the elderly. In all years, the largest jumps in homeownership rates occur as
households age from the under 30 to the 30-34 age group, presumably reflecting many first-time
homebuyers in their early 30s.

In 1980, the proportion of Hispanic homeowners rose steadily from 22 percent among the youngest
households (under age 30) to 59 percent among the middle-aged households (45-54 age group). The
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homeownership rate declined gradually for older age groups to 55 percent among households age 75
or more. Within each age bracket, significant shifts occurred between 1980 and 2000. For all cohorts
under age 55, rates of homeownership were highest in 1980, then dropped by 4 or more percentage
points in 1990, and then rose again in 2000, but not yet to 1980 levels. Meanwhile, rates for those
over 55 stayed the same or rose after 1980.

Exhibit 2-2

Hispanic Homeownership Rates and Gaps,' by Age of Household Head, 1980-2000
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! Homeownership gaps for Hispanic households are calculated in relation to the homeownership rate of non-Hispanic

whites.

Sources: U.S. Census Bureau’s Integrated Public Use Microdata Series (IPUMS) using the 1980 1% metro sample, the
1990 1% metro sample, and the 2000 PUMS 1% sample.

Homeownership gaps narrowed with age. In all years, the gap between the homeownership rates of
Hispanics and non-Hispanic whites was lowest among the youngest and oldest age groups. Within
most of the age groups, there was minimal change in the gaps between 1980-2000. However, among
households headed by a person 30 years or younger, the gap shrank by 5 percentage points despite an
overall drop in the homeownership rate of this group of 1 percentage point between 1980 and 2000.
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In addition, the gap grew among the 75 or older cohort, despite a 5 percentage point rise in the
homeownership rate among these older Hispanics, because older whites had increased their
homeownership rate even more during the same period.

These data confirm two important trends that have been identified in the literature: (1) age is positively
associated with homeownership and (2) there is an age cohort effect on homeownership rates.

The association between age and homeownership is two-fold. The investment demand for housing is
lower among younger households because they are more mobile than their older counterparts and the
high transaction costs of moving makes homeownership less attractive (Herbert et al., 2005). Thus,
mobile, younger households will choose to rent rather than purchase a home. In addition, there is a
strong positive association between age and income — on average, incomes increase with age — and
income, in turn, is positively associated with homeownership. As a result of both factors, the demand
for housing is likely to increase with age.

Research has also found an independent effect of age on homeownership, after controlling for income
and other socioeconomic characteristics (Borjas, 2002; Callis, 2003; Coulson, 1999; Flippen, 2001a;
Krivo, 1986 and 1995; Masnick, 1997; Myers, 1998a and 1998b; and Painter et al., 2001).

The effect of age on homeownership is particularly important for understanding homeownership gaps
between Hispanics and non-Hispanic whites because of the younger age structure of the Hispanic
population. In 2000, the percentage of Hispanic households under age 35 (35.2 percent) was nearly
twice that of non-Hispanic whites (19.6 percent). In addition, the percentage of non-Hispanic whites
age 65 and older was much larger (24.2 percent), compared to only 10.3 percent of Hispanics. The
lower share of non-Hispanic white households in young age groups and higher share in older age
groups contribute to the comparatively higher homeownership rate among non-Hispanic whites. If
Hispanics had the same age distribution as non-Hispanic white households, their homeownership
rates would increase by 7.4 percentage points, all else being equal.

In addition to the effect of age on homeownership rates, there is an age cohort effect on
homeownership. For example, the 45-54 age cohort in 1980 continued to evince the highest
homeownership rate as the cohort aged over the next twenty years. In 1990, the 55-64 age group
demonstrated the highest homeownership rate, and ten years later the same age cohort (now 65-74)
also had the highest rate. Similarly, a recent study found that younger cohorts track across successive
age groups with persistently lower homeownership rates (Myers, 1998b). This study showed that the
decline in homeownership rates among the 34-44 age cohort in 1990 was driven by the lower
homeownership rates carried into that age bracket by cohorts who were age 25-34 in 1980.

The literature on age cohort effects often nests age (or birth) cohorts within immigration cohorts, or
year of entry into the U.S. The dual cohort approach is applied to the study of immigrant populations
to distinguish between the impact of aging, which may differ by age cohorts, and the effect of longer
residency in the U.S, which is an assimilation effect. For example, a recent study indicated that the
effect of age on homeownership among Hispanic immigrants is weakened (and almost eliminated) by
controlling for immigration cohorts (Masnick, 1997). The effect of longer residency (or assimilation
effect) will be discussed in more detail below.
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Income

Exhibit 2-3 shows Hispanic homeownership rates and gaps by income deciles for 1980, 1990, and
2000. (Appendix A presents the lower and upper boundaries to each income decile in dollar amounts
foe each census year.) Higher income deciles have higher homeownership rates and lower
homeownership gaps. In 1980, homeownership rates were dramatically higher in higher income
deciles, with the largest difference (9 percentage points) occurring between the 5" and 6™ income
deciles. Rates differed substantially between the lowest- and highest-income households, ranging
from 24 to 81 percent. This nearly 57 percentage point disparity in homeownership rates by income
was larger in 1980 than in any other year. The same pattern was observed in 1990, although the
disparity in homeownership rates between lowest- and highest-income households was slightly less
(56 percentage points). Homeownership rates rose more evenly across all income groups during the
1990s. In 2000, Hispanic households in the 2" through the 7" income deciles experienced a 5-7
percentage point increase in homeownership rates.

Exhibit 2-3

Hispanic Homeownership Rates and Gaps', by Income, 1980-2000
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Homeownership gaps are calculated in relation to the homeownership rate of non-Hispanic whites.

Sources: U.S. Census Bureau’s Integrated Public Use Microdata Series (IPUMS) using the 1980 1% metro sample, the
1990 1% metro sample, and the 2000 IPUMS 1% sample.
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While homeownership rates fell for many income groups during the 1980s, increases during the 1990s
offset these earlier declines. Overall, from 1980 to 2000, low- to moderate-income households (deciles
2 through 6) experienced increases in homeownership rates, ranging from one to five percentage points.
The smallest gain occurred among households in the 6" decile, and the largest gain was realized by
households in the 5 decile. High-income households (deciles 7 through 10) fared less favorably.
Homeownership rates decreased by as much as 6 percentage points among the highest-income
households between 1980 and 2000. However, the difference in Hispanic homeownership rates
between the lowest- and highest-income deciles changed little between 1980 and 2000.

Exhibit 2-3 also demonstrates that homeownership gaps for Hispanic households compared with non-
Hispanic white households declined considerably at high levels of household income. In 1980, the gap
ranged from 25 percentage points among the poorest households to 9 percentage points among the
highest income households. The largest difference (5 percentage points) occurred between the 2" and
3" deciles, and homeownership gaps declined by nearly 2 percentage points with each increase in
income decile, on average. Similarly, in 1990 the homeownership gap ranged from 24 percentage
points among the poorest households to 13 percentage points among households with the highest
incomes. The largest decline (4 percentage points) occurred between the 5™ and 6™ deciles.
Homeownership gaps also were lower in 2000 at higher levels of household income, although the
difference was much less dramatic, 7 percentage points between the lowest and highest income groups.

Despite decreases in homeownership gaps within each decennial year, gaps widened within nearly
each income decile throughout the twenty-year period—especially among moderate- and high-income
households. For example, from 1980 to 2000 the homeownership gap increased by 4, 5, 3, 2, and 6
percentage points across the 6" to 10" income deciles, respectively. Only households with the very
lowest incomes (deciles 1 and 2) experienced net decreases (approximately 3 percentage points per
decile) in homeownership gaps during the twenty-year period.

These patterns are consistent with previous research that found an independent effect of income on
homeownership, especially among Hispanics, even after controlling for numerous socio-economic
characteristics (Krivo, 1986, 1995; Myers, 1998a; and Painter et al., 2001).*> One study conducted a
series of simulations that eliminated the income and educational differentials between native
Hispanics and non-Hispanic whites to estimate the effect on homeownership rates and gaps among a
sample of recent mover households from the decennial census in 1980 and 1990 (Painter et al., 2001).
The simulations using 1980 data suggested that nearly all of the homeownership gap was accounted
for by these two characteristics, while in 1990 they accounted for 11 percentage points out of a total
gap of 16 percentage points. However, the study also found that in 1990 among Hispanic immigrants
from the early 1980s a sizeable homeownership gap remained even after controlling for education and
income differences with whites. Another study nested income within age cohorts and found a
decreasing effect of income across successively older birth cohorts. This finding suggests that
younger adults have less time to accumulate wealth to finance a home purchase and, therefore, are
more reliant on current income. In addition, current income is likely to have a minimal direct effect

2 In addition, Flippen (2001) found that both homeownership rates and housing equity among Hispanic

households increase with increased income.
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on homeownership among older persons because they likely purchased their home when they were
younger (Myers, 1998b).

Household income varies significantly across metropolitan areas. Areas with high costs of living and
expensive housing markets generally have higher median household incomes. By contrast, more
affordable areas often have lower median household incomes. The relationship between household
income and median housing value by metropolitan area has clear implications for homeownership
opportunities. As discussed below, Hispanic households are concentrated disproportionately in
expensive housing markets and also have lower median household incomes when compared to non-
Hispanic whites. This geographic distribution of the Hispanic population is an important factor in
explaining Hispanic homeownership rates and gaps and is addressed in more detail below.

Level of Education

Exhibit 2-4 displays Hispanic homeownership rates and gaps by education level for 1980, 1990, and
2000. Overall, homeownership rates are considerably higher and gaps smaller as education level
increases. In 1980, the homeownership rate ranged from 41 percent among households with less than
a high school education to 54 percent among college-educated households. The rate similarly rose in
1990 from 37 percent of households with less than a high school education to 58 percent of
households with advanced degrees. The greatest difference among rates by level of education
occurred in 2000. There was a 22 percentage-point difference in homeownership rates between
poorly educated households (40.4 percent) and highly educated households (62 percent).

Exhibit 2-4

Hispanic Homeownership Rates and Gaps?, by Level of Education, 1980-2000

1980° 1990 2000
Level of Education Rate Gap Rate Gap Rate Gap
Less than High School 40.8% -29.3% 37.4% -31.4% 40.4% -28.1%
High school graduate, or GED 45.1% -24.1% 42.5% -27.6% 45.3% -27.6%
Some college, no degree 49.6% -15.4% 45.8% -19.8% 49.9% -20.3%
Associate degree 51.2% -16.2% 53.8% -18.8%
Bachelors degree 54.3% -16.0% 52.0% -16.7% 55.4% -18.2%
Graduate degree 57.8% -18.0% 62.0% -17.4%
Total 44.1% -24.9% 42.1% -26.9% 45.6% -26.8%

! Homeownership gaps are calculated in relation to the homeownership rate of non-Hispanic whites.

2 The comparability between the 1980 Census and the 1990 and 2000 Census was limited. In 1980, the response codes
indicated highest grade of school attended or completed by the respondent. Persons who completed high school by an
equivalence test (GED) were instructed to record “12th grade.” We coded the “12th grade” as a “High School graduate
or GED,” which may include persons who attended the 12" grade but did not finish. In addition, we coded “4+ years
of college” as “Bachelors degree.”

Sources: U.S. Census Bureau’s Integrated Public Use Microdata Series (IPUMS) using the 1980 1% metro sample, the
1990 1% metro sample, and the 2000 PUMS 1% sample.
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Homeownership rates increased across every educational level from 1990 to 2000. For example, the
rate for households with a master’s degree or above increased 4 percentage points, from 57.8 to 62
percent; the rate for households with a bachelors degree increased 3 percentage points, from 52 to
55.4 percent; and the rate for households with a high school diploma or GED rose approximately 2
percentage points, from 42.5 to 45.3 percent. By contrast, homeownership rates declined during the
1980s across all the educational levels for which there is data. The decline was greatest among
households with less than a high school education (4 percentage points) and households who had not
completed college (4 percentage points). The decline in homeownership rates was less severe among
households with high school diplomas (2 percentage points) and college degrees (2 percentage
points).

As Exhibit 2-4 also demonstrates, smaller homeownership gaps were associated with greater
educational attainment. This pattern is most evident in 2000. The homeownership gap among
households with less than a high school education was 28 percentage points, and declined
successively by 0.5, 7.3, 1.5, 0.6, and 0.8 percentage points as educational levels increased. As a
result, the smallest homeownership gaps occur among those with the highest educational attainment,
but even among this group the gap was 17 percentage points. Also, gaps by educational level were
higher in 2000 than in earlier decades for all but the least and most highly educated cohorts.

Homeownership gaps narrowed in 1980 and 1990 as educational level increased, particularly between
households with a high school education and households with some college education. The gap
among households who attended some college decreased by 8.7 and 7.3 percentage points in 1980
and 1990 when compared to households with a high school education. Surprisingly, homeownerships
gaps widened slightly among households with college or advanced degrees.

These trends are consistent with recent empirical work associating the likelihood of becoming a
homeowner with educational status. The studies, however, also demonstrate that educational levels
are positively correlated with other demographic characteristics, which are in turn positively
associated with higher homeownership probabilities. As a result, the decline in homeownership gaps
cannot be attributed solely to increases in educational level. To address this issue, researchers
estimate statistical models (multivariate regression equations) that control for age, income, country of
origin, and other characteristics, thereby isolating the independent impact of education on
homeownership. These models suggest that the probability of homeownership among Hispanics is
significantly lower (5 percentage points) for households without a high school diploma and
significantly higher (3 percentage points) for college-educated households, even after controlling for
numerous demographic characteristics (Painter et al., 2001). However, the effect of education on
Hispanic homeownership is influenced by country of origin and birth cohort. For example, Krivo
(1986) demonstrated that all Hispanic subpopulations experienced larger effects of education on
homeownership than non-Hispanic whites, but the difference was statistically significant only among
Mexicans and Cubans. Also, Myers et al., (1998) interacted educational attainment with birth cohorts
to show that the effect of not completing high school among native-born males of Mexican origin is
less detrimental on achieving homeownership among older cohorts (ages 55-74) than younger cohorts
(ages 15-34). This finding suggests that the effect of educational attainment on achieving
homeownership will vary by birth cohort.
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Net Worth

Exhibit 2-5 displays homeownership rates by household net worth® for 2000. As the upward trend
suggests, higher net worth is associated with higher homeownership rates regardless of ethnicity. For
both Hispanics and non-Hispanic whites, the homeownership rate increased dramatically from about
1 percent among households with zero net worth to over 94 percent among households with $50,000
or more in net worth. Among Hispanic households, the largest percentage point increase (nearly 39
percentage points) occurred between households with $5,000-$9,999 and $10,000-$19,999 in net
worth. The largest increase (26 percentage points) in homeownership rates among non-Hispanic
whites occurred between households with $10,000-$19,999 and $20,000-49,999 in net worth.

Exhibit 2-5

Hispanic and Non-Hispanic White Homeownership Rates, by Wealth', 2000
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! Homeownership gaps are calculated in relation to the homeownership rate of non-Hispanic whites. Net worth is

reported in 2000 dollars.

Source:  U.S. Department of Commerce, Bureau of the Census. November 1999-February 2000. Survey of Income and
Program Participation (SIPP) 1996 Panel (Wave 12 Core Microdata File). ICPSR version. Washington, DC:
U.S. Dept. of Commerce, Bureau of the Census (producer), 1999. Ann Arbor, MI: Inter-University Consortium
for Political and Social Research (distributor), July 2002.

Homeownership gaps fluctuated across the range of net wealth categories. The largest Hispanic-
White homeownership gap occurred between $1,000 and $10,000. Hispanics relative disadvantage
among these low-wealth levels may reflect their higher concentration in high cost markets in the West

B3 Net worth was calculated as the difference between the sum of the market value of assets owned by each

member of a household and unsecured liabilities associated with each household member. Assets included
savings accounts, equity in a home, mutual funds, vehicle ownership, 401K plans, and other financial
assets. Liabilities included a variety of unsecured liabilities (e.g., credit card debt, medical bills, and
educational loans).
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and Northeast. Interestingly, Hispanic homeownership rates surpass that of non-Hispanic whites by 3
percentage points among households with $10,000 to $19,999 in net worth. The 3 percentage-point
gap continued among Hispanic households with $20,000 to $49,999 in net worth, and reached parity
among the wealthiest households. This finding suggests that increased net worth negates barriers to
homeownership among Hispanic households.

However, it is important to note the share of both Hispanics and non-Hispanic whites within each of
these net worth categories to properly interpret these patterns. Exhibit 2-6 presents the number and
proportion of households in each net worth category for Hispanics and non-Hispanic whites. Both
Hispanics and non-Hispanic whites are unevenly distributed across the net worth categories. A much
larger share of Hispanics (46 percent) was found within the lower net worth categories (less than
$5,000) than non-Hispanic whites (21 percent) and only one-quarter of Hispanic households had a net
worth of $50,000 or more. By contrast, a smaller share of non-Hispanic whites had a lower net worth
and over half (56 percent) were clustered into the $50,000 or more category. Moreover, nearly three-
quarters (72 percent) of all non-Hispanic white homeowners were in the highest net worth category.
The clustering of non-Hispanic white homeowners effectively reduced the number of homeowners in
other categories and likely contributed to the lower homeownership rates in relation to Hispanics.

Exhibit 2-6

Number and Proportion of Hispanic and non-Hispanic White Households, by Net Worth, 2000

Hispanic Non-Hispanic White
Number of Number of
Level of Net Worth Households Percent Households Percent
Less than O 1,767,095 19.1% 8,653,922 10.9%
0 941,463 10.2% 1,440,490 1.8%
1-999 594,083 6.4% 2,154,112 2.7%
1,000-2,499 491,482 5.3% 1,944,273 2.4%
2,500-4,999 486,800 5.3% 2,190,616 2.8%
5,000-9,999 640,165 6.9% 3,988,688 5.0%
10,000-19,999 612,367 6.6% 4,706,392 5.9%
20,000-49,999 1,357,106 14.7% 9,968,424 12.5%
50,000 and higher 2,350,814 25.4% 44,539,335 56.0%
Total 9,241,376 100.0% 79,586,252 100.0%

Source:  U.S. Department of Commerce, Bureau of the Census. November 1999-February 2000. Survey of Income and
Program Participation (SIPP) 1996 Panel (Wave 12 Core Microdata File). ICPSR version. Washington, DC:
U.S. Dept. of Commerce, Bureau of the Census (producer), 1999. Ann Arbor, MI: Inter-University Consortium
for Political and Social Research (distributor), July 2002.

Net worth (and wealth) is frequently discussed in the literature as a major barrier to homeownership
among all households (Collins et al., 2001; Gyourko et al., 1999; Quercia et al., 1998; and Savage,
1999), especially low-income households (Haurin et al., 1996). In one study, an estimated one-third
of renters in 1995 could not afford a house selling for half of the regional median housing price
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because they lacked the wealth to cover down payment and/or closing costs. Two-thirds of renters
could not afford to buy a modestly priced house because of both inadequate wealth (limiting their
ability to cover closing costs and down payments) and insufficient income (limiting their ability to
afford the mortgage payments) (Savage, 1999). Low-income renters are particularly at a
disadvantage since most of their resources are used to cover basic needs, and thus are unlikely to
accumulate cash to cover down payment and closing costs. Low-income renters are also less likely to
receive down payment assistance from family members than other households because of the
intergenerational nature of poverty (Englehardt, 1998).

Household Type

Exhibit 2-7 presents the Hispanic homeownership rates and gaps by household type from 1980 to
2000. Throughout the two decades homeownership rates were higher for married couples with and
without children than any other type of Hispanic household. The presence of children consistently
lowered the homeownership rate within all household types. Also, other families with children had
the lowest homeownership rates among all the household types, and other Hispanic families without
children displayed the largest homeownership gap.

Exhibit 2-7

Hispanic Homeownership Rates and Gaps®, by Household Type, 1980-2000
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! Homeownership gaps are calculated in relation to the homeownership rate of non-Hispanic whites.

Sources: U.S. Census Bureau’s Integrated Public Use Microdata Series (IPUMS) using the 1980 1% metro sample, the
1990 1% metro sample, and the 2000 IPUMS 1% sample.
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Hispanic married couples without children had the highest rate of homeownership during the twenty-
year period and their rate steadily increased with each decennial census. Their homeownership rates
increased from 55 percent in 1980 to 61 percent in 2000. Hispanic married couples with children
experienced a decline in homeownership rates from 1980 to 1990 (from 54 percent to 48 percent), but
rebounded in 2000 to 53 percent. The homeownership rates of other families with children and those
without children lagged far behind their married counterparts. For example, in 2000 the differential
in homeownership rates between married couples with children and other families with children was
nearly 26 percentage points, and the differential between married couples without children and other
families without children was nearly 19 percentage points.

Homeownership gaps fluctuated across most of these household types. Between 1980 and 2000,
homeownership gaps among married couples with children increased moderately (4 percentage
points); gaps among married couples without children decreased slightly (0.3 percentage points); and
gaps among other families without children increased somewhat (0.8 percentage points). Only other
families with children experienced a sizable decline in homeownership gaps (3 percentage points)
during the twenty-year period. Interestingly, homeownership gaps were at times higher among
married couples than any other household type, which suggests that the positive effect of marriage on
homeownership is greater among non-Hispanic whites.

Nevertheless, households composed of married couples have the best chance of being homeowners
(Callis, 2003; Coulson, 1999; Krivo, 1986, 1995; Flippen, 2001a; Myers and Lee, 1998; and Painter
et al., 2001). Recent studies suggest that marriage is the strongest determinant of homeownership
among persons of any racial and ethnic background (Myers and Lee, 1998) and is important even
after accounting for immigrant characteristics (such as citizenship status) (Callis, 2003).

Mobility

As discussed in Chapter 1, given the high transaction costs associated with buying and selling a
home, households that expect to move frequently will be less attracted to homeownership. One
explanation for low Hispanic homeownership rates relative to whites might be that they are more
likely to move than whites and so homeownership is less appealing. An examination of household
mobility between 2002 and 2003 by the U.S. Census Bureau (Schachter, 2004) does find that overall
Hispanics are much more likely to move than whites. But the likelihood of moving in a given year is
strongly associated with household age, marital status, education level, and income, and may also be
affected by race-ethnicity and nativity status.

When mobility rates are analyzed using multivariate regression techniques, Schacter finds that
households that are renters, younger (age 18 to 34), have higher levels of education, have incomes
below the poverty level, and are unmarried and without children are more likely to move. The study
finds that after controlling for these factors there is no statistically significant association between
being Hispanic or foreign born and the likelihood of moving. In short, after taking into account
differences between non-Hispanic whites and Hispanics in terms of age, income, education, and
marital status, neither Hispanic or immigrant status further depress homeownership propensities due
to higher expected mobility of these groups.
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Nativity

Exhibit 2-8 shows Hispanic homeownership rates and gaps by nativity** from 1980 to 2000. As
shown, homeownership rates are about 10 percentage points higher among native-born Hispanics than
foreign-born Hispanics in each decennial year. Homeownership rates decreased during the 1980s for
both native- and foreign-born Hispanics by approximately 1 and 2 percentage points, but grew during
the 1990s. The increase in homeownership among foreign-born Hispanics was somewhat faster
during this period, so that the gap with native born Hispanics narrowed by two percentage points. By
2000, nearly 50 percent of native-born Hispanics and 42 percent of foreign-born Hispanics were
homeowners.

Exhibit 2-8 also shows homeownership gaps for both native and foreign-born Hispanics compared to
native and foreign-born whites. This comparison illustrates the extent to which overall Hispanic
homeownership gaps are related to the high share of immigrants among Hispanics. As shown, while
gaps for both native- and foreign-born Hispanics is lower than the gap for all Hispanics, both groups
have similar, fairly large gaps. In addition, these gaps changed little during the twenty-year period.
The gap among native-born Hispanics widened slightly from approximately 22 percentage points in
1980 to 23 percentage points in 2000. The gap among foreign-born Hispanics, however, decreased
from nearly 24 percentage points in 1980 to 22 percentage points in 2000.

Exhibit 2-8

Hispanic Homeownership Rates and Gaps®', by Nativity, 1980-2000

1980° 1990 