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Chapter One:
Introduction

There was a notable shift in federal housing policy in the early 1990s to place greater emphasis on
efforts to promote homeownership for low-income and minority families.! To be sure, federal
support for homeownership had a long history prior to this time—from the creation of the Federal
Housing Administration and Fannie Mae in the 1930s, through providing financial guarantees for
long-term, low downpayment mortgages that helped fuel the tremendous post-war homeownership
boom, to the interest rate subsidy programs introduced in the 1960s. But as Carliner (1998) notes, for
the most part the primary goals of these efforts were not to increase homeownership rates but rather
were designed either to spur economic activity, provide a benefit to returning servicemen, or remedy
urban blight.

The efforts that began in the 1990s were distinct from these earlier efforts in their explicit focus on
the importance of expanding homeownership opportunities for low-income and minority households
with the goal of helping these families realize the benefits associated with homeownership. In
announcing his administration’s commitment to increasing homeownership, President Clinton
justified this goal by describing the benefits of owner-occupied homes:

They make for a more secure environment for our children. They create pride and
self-esteem. They are the extension of our personality, our hopes, our dreams. For
most of us, they're the main harbor of all of our collected memories. They are the
most important investment in financial security that most Americans every make.
And most people who own homes care more about their own communities and have a
bigger stake in solving the kind of problems that we've been here talking about
today.’

In June 2002, when President Bush announced his own commitment to increase minority
homeownership rates, he also described the benefits of homeownership as the motivation for this
effort:

It is a key to upward mobility for low- and middle-income Americans. It is an anchor
for families and a source of stability for communities. It serves as the foundation of

Throughout this report, “low-income” will be defined as households having income less than 80 percent of
the median household income for the geographic area where the household resides. The geographic area is
defined as either the metropolitan area or the non-metropolitan portion of the state. Moderate income is
defined as household income that is between 80 and 120 percent of the area median household income,
while high income is greater than 120 percent of the area median.

Speech by President William Clinton at the National Association of Realtors Conference, Anaheim,
California, November 5, 1994.
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significant financial and personal cost. Furthermore, even if buyers are able to maintain their housing
payments, they may be stuck in poor quality housing or devoting an excessive share of their income
for housing. In short, while the goal of expanding homeownership is meant to allow these households
to realize the many potential benefits of homeownership, including wealth accumulation, residential
stability, and better social outcomes for the owners and their children, critics have come to question
whether many low-income and minority buyers have actually been able to realize these benefits.

In the interest of supporting the development of effective policies for promoting and supporting
homeownership, as well as to address the concerns raised about those who fear there is too great an
emphasis on promoting homeownership, the purpose of this report is to review and synthesize what is
known about the homeownership experience of low-income and minority households to assess the
extent to which homeownership is likely to benefit these groups.* The primary methodology of this
study will be to review and synthesize the relevant literature from academic, public policy, and
housing industry sources. While there have been several fairly comprehensive literature reviews
assessing the benefits and costs of homeownership generally (McCarthy, Van Zandt, and Rohe, 2001;
Rohe, McCarthy, and Van Zandt, 2002; and Dietz and Haurin, 2003), this review differs in having an
explicit focus on low-income and minority homeowners. In addition, while it is not the primary
purpose of this study to conduct original research, unlike these other studies some amount of
supporting descriptive analysis is used to document and evaluate the experience of low-income
homeowners. This review is also intended to serve as a basis for identifying the types of policies and
programs that are needed to mitigate the risks, maximize the benefits, and minimize the negative
impacts of homeownership for low-income and minority households. Public policy must also
recognize that there may be circumstances where homeownership is not recommended for certain
households given the low likelihood of realizing the benefits of homeownership. Finally, there is also
a growing recognition that we know less about the homeownership experiences of low-income
families than we know about the causes of homeownership disparities by income and race-ethnicity.
Thus, a final goal of this review will be to highlight the areas where further research is needed to
enhance our understanding of this issue and to better inform the policy-making process.

In order to frame the discussion to be presented in this report, the remainder of this introduction
outlines the benefits that are believed to be associated with homeownership and describes the process
by which these benefits may or may not be realized. The chapter concludes by presenting the outline
for the remainder of the report.

Individual Benefits of Homeownership

Advocates of efforts to promote homeownership cite a wide variety of benefits that accrue to both
individual homeowners as well as to society more broadly. The focus of this report is on the benefits
that are realized by individual homeowners and so for the most part the report will not discuss societal

* Herbert et al. (2005) provide a comprehensive review of the literature to synthesize what we know about

the causes of differences in homeownership rates by race/ethnicity and income as well as policies to
promote homeownership.
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that homeownership plays in wealth accumulation is one of the keystones supporting efforts to
promote homeownership among low-income and minority households.

There are two other ways in which homeownership is thought to contribute to an individual’s
financial well being. First, owner-occupants are insulated from rapidly rising housing costs,
particularly if they have fixed-rate financing. Because the real cost of housing declines over time,
homeowners can have greater capacity for accruing savings in other financial assets or can enjoy a
higher level of consumption. Second, the deductibility of mortgage interest and property tax
payments serves to lower the after-tax cost of homeownership, also contributing to owners’ ability to
increase savings or consumption, although many low-income owners may not benefit from these
provisions as the standard deduction often exceeds interest and property tax payments.

Social Benefits

There are also a wide variety of non-financial benefits attributed to homeownership, generally
referred to as social benefits. One of the principal social benefits is that owners are thought to have
higher satisfaction with their homes, both in terms of the housing unit itself as well as the
neighborhood where they live. A key factor in homeowners’ greater housing satisfaction is that as
owners they have greater ability and incentive to invest in their homes to suit their tastes. For this
reason, homeownership rates increase as households age and enter a more home-centered phases of
life, typically as they begin to raise children. Of course, the flip side of owners’ ability to invest in
the home as they see fit is the responsibility for maintaining the home. Individuals who do not have
the interest or ability for conducting routine housing maintenance may find this aspect of
homeownership to be more of a burden than a benefit.

In addition to the ability to investment in the home, homeowners may enjoy higher quality housing
because of the segmentation of housing units between owner and renter markets. Larger and higher
quality housing bundles are more likely to be available in the owner-occupied housing market. Rossi
and Weber (1996) note that the rental stock includes many fewer single-family detached housing
units, while the owner-occupied housing stock includes many fewer units in multifamily structures.
While to some extent differences in housing demand between owners and renters may account for
some of these observed differences in the type of units that are owned and rented, it is nonetheless
true that in many areas anyone seeking a single family detached home will have many more options
among units available for sale compared to units available for rent.

The argument that owner occupants are more likely to be satisfied with their neighborhoods is based
on the idea that owners are both more likely both to invest in their own homes and to be actively
engaged in efforts to improve their neighborhoods to protect their investment. To the extent that
homeowners tend to cluster together, the collective activities of owners to improve their communities
and their individual units would be expected to result in better neighborhood conditions.’

Herbert (1997) estimated measures of the degree of segregation in 1990 between owners and renters as
measured by the dissimilarity index for 50 metropolitan areas. He found that the degree of segregation by
tenure was moderate, suggesting that homeowners do, in fact, tend to cluster in neighborhoods. While
segregation by tenure was much lower than the levels of segregation experienced by blacks, it was similar
to the levels of experienced by Hispanics and Asians and higher than segregation by income or education.
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o [f and when they refinance mortgages or tap into home equity;

o If income or budget shocks force them to default on their mortgage loans or house price
declines spur them to do so; and

e How often they move and their tenure choice and level of expenditures at each move.

Exhibit 1 presents a conceptualization of the determinants of homeownership outcomes, delineating
the key choices that affect outcomes as well as the types of events that affect these choices.
Importantly, many of the benefits of homeownership—such as the accumulation of wealth and
positive impacts on children or health—would only be expected to accrue over a long period of time.
One of the key insights from the process outlined in Exhibit 1 is that it is not the outcome of single
experiences with homeownership that matters but the timing of tenure and mortgage choices
throughout the life cycle. Thus, in evaluating whether an individual household benefits from
homeownership it is necessary to consider not just the outcome from the time spent in a single home,
but rather their cumulative experience in a sequence of homes. Few studies take this perspective,
probably because the number of paths that individuals can trace is so great and the sample sizes of
panel studies so small. As a result, most of the literature examines behavior and outcomes across
single episodes of homeownership, such as equity accumulation from purchase to sale of a home, or
examines cross-sectional behaviors and outcomes, such as who refinances during a refinance boom or
default and delinquency behavior in a single year. Nonetheless, the absence of a life cycle
perspective contributes to important gaps in the existing literature.

Of particular importance for this study, virtually all of the factors that contribute to the outcomes from
tenure choices are strongly influenced by a household’s income, race, and ethnicity. Lower average
incomes restrict the range of housing options available to homebuyers to only lower cost units, often
in lower quality neighborhoods. Segregation of residential space by income as well as race in turn
may influence the average house price appreciation experience of low-income and minority owners.
Research has consistently found significant geographic segmentation of mortgage markets by race
and income, suggesting that where an owner lives exerts an important influence on their access to
financial services and mortgage products. Low incomes also make it harder to save enough to be able
to buy a home, harder to save a cash cushion against budget and income shocks, and harder to cover
costs of maintenance and replacements. Lower income typically entails lower wage work and more
unstable employment, which tends to leave low-income households more prone to reductions in
income through job loss. Because Hispanics and blacks have lower levels of education on average
than whites and receive lower earnings on average for comparable levels of education, the problems
confronting low-income homebuyers and owners disproportionately affect minorities.
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Finally, while the deductibility of mortgage interest on federal income taxes provides an incentive for
homeownership, lower income households derive fewer benefits from this provision both because
they have lower marginal tax rates and because their interest payments may be small relative to the
standard deduction reducing the chance that they will choose to itemize their deductions. Based on
estimates of the number of tax returns claiming the mortgage interest deduction, approximately 15
percent of homeowners with income under $30,000 claim this deduction, compared to 50 percent of
those with incomes between $30,000 and $50,000, and 64 percent of those with income over
$50,000.%

Because Hispanics and blacks have sharply lower average wealth than whites of comparable incomes,
and because low-income households have sharply lower average wealth than higher income
households, the neighborhood and housing options of low-income individuals and minorities is
further restricted, their vulnerability to income and budget shocks greater, and the speed at which they
can achieve homeownership thereby slower.

Taken together, many of the systematic variations in income, wealth, location, and education related
to race, ethnicity, and income drive living arrangements and family choices, the number and timing of
moves, number and timing of tenure choices, mortgage choices, refinance behaviors, repair and
remodeling behaviors, and vulnerability to house price declines or housing payment increases,
income disruptions, and unforeseen but necessary non-housing expenditures. These variations give
rise to expected differences in the average experiences, risks, and returns to homeownership for low-
income and minority homeowners. Thus, the “odds” of different outcomes are expected to vary by
race, ethnicity, and income. The overarching goal of this study is to sort through available
information to evaluate how the different factors outlined in Exhibit 1 contribute to difference
homeownership experiences for low-income and minority homeowners.

Outline of the Report

As noted above, for a variety of reasons much of the literature examining the benefits of
homeownership does not take a life cycle view of housing choices, but rather focuses on a short-run
outcome—e.g., the appreciation in house values over the course a set period of time. In addition,
there is a variety of research that is not explicitly focused on examining the benefits of
homeownership but rather examines either specific housing choices, such as a decision to choose a
certain type of mortgage or undertake remodeling activities, or intermediate outcomes, such as the
choice of moving to a new home. But the process outlined in Exhibit 1 helps to place this research in
context in considering how specific housing choices and intermediate outcomes ultimately contribute
to the benefits realized by low-income homeownership.

With the process outlined in Exhibit 1 in mind, the literature reviewed by this report is organized as
follows. In Chapter 2, we begin by examining the housing choices made by first-time homebuyers.

These figures are derived from estimates of the number of tax returns by claiming the mortgage interest
deduction by filer income in 2004 as reported in “Estimates of Federal Tax Expenditures for Fiscal Years
2005-2009” prepared by the Joint Committee on Taxation, January 12, 2005, and the authors’ tabulations
of the number of homeowners in these income categories from the March 2004 Current Population Survey.
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Chapter Two:
Initial Housing Choices Made by Low-Income
Homebuyers

The chapter presents information on the initial housing choices of low-income and minority first-time
homebuyers. As described in the introduction, these characteristics are of interest because they
influence the extent to which the long-run financial and social benefits of homeownership are
realized. Of particular interest for this report are the millions of low-income and minority households
who bought their first home during the homeownership boom that began in the early 1990s. Because
there is not an extensive literature describing the housing choices of low-income first-time
homebuyers from this period, much of the information presented in this chapter is derived from
tabulations of the American Housing Surveys (AHS) from 1991 through 2003. The AHS, a national
survey conducted in every odd-numbered year, is a rich source of information on characteristics of
the U.S. housing stock and is one of the few sources of information on first-time homebuyers.

In order to place the housing choices of low-income and minority homebuyers in context, information
on the housing choices of several comparison groups is also presented. First, the housing choices of
white, moderate-, and high-income first-time homebuyers are used to examine the extent to which the
choices of low-income and minority buyers differ from these groups. Second, the housing choices of
recent-mover low-income renter households are also presented to see how the choices of homebuyers
differ from those of renters. Recent movers are used rather than all renters so that the choices reflect
the renters’ optimal housing choice subject to the constraints imposed by current market conditions.
As a final point of reference we also present information on all households.

Since the sample sizes for first-time homebuyers in specific income or racial-ethnic categories in any
one survey can be fairly small, survey results are generally combined for the seven survey years from
1991 through 2003 to provide more robust estimates of how the characteristics of first-time buyers
and their housing choices differ across the income and racial-ethnic groups of interest. But since
trends in first-time buyers over the course of the recent homeownership boom are of interest, we also
compare results for two time periods: those corresponding to the 1991 through 1995 survey years and
those from the 1997 through 2003 survey years.

Of course, there are important differences in the characteristics of the various comparison groups,
which will contribute to the differences in the housing choices made. The first section of this chapter
presents basic demographic information on these groups so that these differences can be borne in
mind when evaluating differences in housing choices. This section also presents information on
trends in the number and characteristics of first-time homebuyers since 1991.
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Trends in the Number and Characteristics of First-Time
Homebuyers

Exhibit 2 provides information on trends in the annual number of low-income and minority first-time
homebuyers by income as captured by the AHS surveys from 1991 to 2003.° The relatively small
sample sizes of some subgroups of first-time homebuyers results in fairly sizeable sampling variation
in the estimates, which may cloud information on trends in the number of buyers over time.
Nonetheless, the annual estimates provide some indication of trends over time. During the early
1990s the number of low-income first-time buyers rose from a little more than 500,000 per year to
more than 750,000 per year by 1995-1997, an increase of nearly 50 percent. These trends are
consistent with the sharp rise in low-income homeownership that occurred over this period. After
1997, the number of low-income homebuyers moderated somewhat, but remained above the levels
that prevailed during the first years of the 1990s.*

Exhibit 2
Average Annual Number of Low-Income and Minority First Time Homebuyers
(Thousands of homebuyers)

Years Low-Income Black Hispanic
1989-1991 514 128 88
1991-1993 578 96 120
1993-1995 594 180 152
1995-1997 761 252 196
1997-1999 693 228 200
1999-2001 643 192 219
2001-2003 690 156 230

Note: The overlap in years reflects the fact that each AHS survey covers the two-year period prior to the survey.

Source: Tabulations of the 1991-2003 AHS.

The AHS is conducted every other year and provides information on current occupants of the surveyed
units, including whether they are first-time homebuyers and what year they obtained their home.

Responses to these questions make it possible to identify first-time homebuyers who purchased their homes

in the two-year period between surveys. The AHS does identify the year of purchase so annual estimates
are possible. But since the sample of first-time buyers is somewhat small for any single year, the number
of homebuyers captured by the survey is divided by two to yield an estimate of the annual average number
of first-time buyers to smooth out this sampling variation.

19 Of note, there was a change in the methodology used to assign the relevant area median income for each

household in the AHS. As a result, the trends in the number of low-income first-time buyers between
1999-2001 and 2001-2003 must be interpreted with caution. Trends between the last two survey years of
2001 and 2003 suggest there was a very sharp fall-off in high-income buyers, a more moderate decline in
moderate-income buyers, and a slight increase in the number of low-income buyers. These trends may be
related to the economic recession that occurred during the 2001-2003 period. But it seems likely that the
change in how the relevant area median incomes are assigned contributed to this trend.
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low-income buyers. In contrast, single parents with children and single person households account
for 45 percent of low-income buyers, compared to only 11 percent of moderate income buyers and 9
percent of high-income buyers. The share of single person households among low-income buyers is
particularly large, at 29 percent, compared to only 4 percent of higher-income buyers.

Exhibit 3
Selected Demographic Characteristics of First Time Homebuyers, 1989-2003
First Time Homebuyers Recent-Mover
Low Moderate High Low-Income All
Characteristic Income Income Income Renters Households
Age of Head
25 or younger 18% 11% 6% 26% 5%
2510 34 43% 56% 62% 35% 19%
35to0 44 23% 24% 24% 19% 23%
45 or older 16% 9% 8% 20% 53%
Household Type
Married, No Children 14% 26% 36% 9% 28%
Married with Children 28% 38% 39% 15% 24%
Single Parent with Children 16% 7% 4% 22% 9%
Single Person 29% 4% 4% 37% 25%
Other 12% 16% 8% 18% 13%
Race/Ethnicity
White 67% 75% 77% 59% 76%
Black 14% 10% 8% 20% 12%
Hispanic 14% 9% 8% 15% 8%
Other 5% 6% 6% 6% 4%

Note: Low-, moderate-, and high-income defined as income less than 80 percent of the area median income
(AMI), 80 to 119.9 percent of AMI, and 120 percent of AMI or higher, respectively.

Source: Tabulations of 1991-2003 American Housing Survey.

The high proportion of single earner households among low-income buyers is not surprising—it is to
be expected that households with single earners will have lower incomes than those with two. But it
also highlights an important challenge for this group—with only a single earner to rely on the
household will have less ability to respond to a crisis, such as the loss of a job or a health problem in
the family. These households also have fewer adults in the household to share the burden of
maintaining the home. In part for these reasons, these households are more likely to be found among
renter households. Among recent low-income renters, 59 percent were headed by a single adult,
while only 24 percent were headed by married couples.

In terms of race and ethnicity, low-income first-time homebuyers include a higher share of minorities
than the upper-income groups. Non-Hispanic whites account for about three quarters of both
moderate- and high-income buyers, compared to two thirds of low-income buyers. Blacks and
Hispanics each account for 14 percent of low-income buyers, compared to 10 percent or less of the
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Exhibit 6
Selected Housing Characteristics of First Time Buyers by Income Category 1989-2003
First Time Homebuyers Recent-Mover
Low Moderate High Low-Income All
Characteristic Income Income Income White Black | Hispanic Renters Households
Structure Type
Single Family Detached 61.3% 73.6% 81.3% 71.8% 68.1% 73.9% 19.5% 62.7%
Single Family Attached 7.4% 8.0% 8.0% 7.4% 12.1% 7.0% 7.9% 6.1%
Multifamily 7.5% 7.4% 7.2% 7.8% 6.7% 8.5% 68.1% 24.8%
Manufactured Home 23.8% 11.0% 3.5% 13.0% 13.0% 10.6% 4.5% 6.4%
Median Square Feet per Occupant 545 570 652 642 527 389 434 662
Units Built in 1970 or Earlier 49.7% 47.4% 40.2% 46.4% 45.3% 49.9% 53.3% 53.4%
Housing Adequacy
Moderately Inadequate 4.8% 2.7% 2.3% 2.9% 4.5% 6.3% 7.9% 4.6%
Severely Inadequate 2.0% 1.2% 1.1% 1.4% 2.0% 1.5% 3.0% 2.1%
Housing Satisfaction*
Average 8.1 8.3 8.4 8.3 8.6 8.4 7.4 8.1
Share rated 5 or lower 8.7% 4.6% 3.1% 5.6% 5.0% 6.3% 17.9% 9.3%

Note: Housing satisfaction is rated on a 10-point scale with 10 being the best and 1 the worst.

Source: Tabulations of the 1991-2003 American Housing Surveys.




homes accounted for 23.8 percent of homes purchased, compared to 11.0 percent among moderate-
income buyers and 3.5 percent among high-income buyers. One recent study found that low-income
owner’s satisfaction with the quality of manufactured homes is only slightly lower than owners of
traditional homes. Since these homes have much lower costs, the authors conclude that manufactured
housing represents a good value for low-income buyers (Boehm and Schlottmann, 2004a). However,
the study also notes that the fact that a large share of these homes are on leased land greatly limits the
potential for wealth accumulation from these types of units—an issue that will be explored more in
Chapter 4.

As noted in the introduction, there is a substantial difference in the types of housing units occupied by
first-time homebuyers and renters. Low-income renters are nine times as likely to live in multifamily
structures and a third as likely to live in single-family detached housing compared to low-income
buyers. While some portion of these differences are undoubtedly related to differences in the desired
guantity of housing between these groups, the differences are great enough that some amount is likely
to reflect the different opportunities available in the rental and owner-occupied housing markets.
Low-income owners clearly are able to obtain a much greater amount of privacy than renters.

In terms of the amount of living space available per resident, low-income first-time buyers do have
less space than their higher-income counterparts. The median square feet per occupant for low-
income buyers is 549. While this is only slightly lower than the 560 square feet for moderate-income
buyers, it is substantially less than the 653 square feet available to high-income buyers. Nonetheless,
low-income buyers have 26 percent more living space than recent low-income renters, who have only
439 square feet per occupant.

There are larger differences in the amount of living space per resident by race-ethnicity. While on
average white buyers have 642 square feet per occupant, blacks have only 527 square feet and
Hispanics have only 389. While black homebuyers still have much more space on average than low-
income renters, Hispanics actually have less space per occupant than renters. However, the small
amount of space per occupant among Hispanics primarily reflects the larger household sizes among
Hispanic owners. The families of Hispanic buyers average 3.7 persons, while white owner families
average 2.5 and blacks average 3.1. The homes purchased by Hispanics are also about 10 percent
smaller on average than white homes, but it is the larger household sizes that lower the space per
occupant so much. Still, Hispanic renters only average 313 square feet per occupant, so
homeownership is associated with an increase in living space for Hispanics.

One of the concerns cited about the emphasis on low-income homeownership is that too many buyers
are purchasing inadequate housing, which increases housing costs, raises the risk of being subject to
financial shocks from unexpected housing problems, and reduces the quality of the living
environment enjoyed by residents. Exhibit 6 presents information on the share of buyers purchasing
older housing, which might be expected to need more maintenance and generally be of lower quality
due to the age of the house. In terms of housing age, low-income buyers are found to be more likely
to purchase homes that were built in 1970 or earlier, with 49.7 percent in homes of this age, compared
to 47.4 percent of moderate-income buyers and 40.2 percent of high-income buyers. There is less
variation in housing age by race-ethnicity. Hispanics have the highest share of older housing at 49.9
percent, compared with 46.4 percent of white first-time buyers in older housing and 45.3 percent of
blacks. However, the share of all households living in these older housing units is higher still at 53.4

Chapter 2: Initial Housing Choices Made by Low-Income Homebuyers
21












‘OU| S91elId0SSY 19V

SJaAngeaWoH awoaul-mo Ag apeiy sadloyd BuisnoH [eniu) :z se1deyd

S¢

Exhibit 7

Selected Neighborhood Characteristics of First Time Buyers by Income Category 1989-2003

First Time Homebuyers

Recent-Mover

Low Moderate High Low-Income All

Characteristic Income Income Income White Black | Hispanic Renters Households
Neighborhood Blight Within 300 Feet

Abandoned/Vandalized Properties 2.6% 1.5% 1.0% 1.3% 5.7% 1.7% 3.9% 1.8%

Bars on Windows 6.4% 4.1% 4.2% 2.4% 11.3% 15.7% 9.7% 5.9%

Trash/Junk on Street 2.5% 1.2% 1.2% 1.4% 2.3% 2.9% 4.1% 2.1%

Commercial/Industrial Properties 20.2% 16.8% 14.6% 15.4% 21.9% 24.6% 37.7% 20.1%
Neighborhood Satisfaction*

Average 8.0 8.2 8.2 8.1 8.2 8.1 7.3 8.0

Share rated 5 or lower 11.7% 7.7% 6.2% 8.5% 9.6% 10.3% 21.6% 12.3%
Metropolitan Location

Central City 30.4% 27.1% 26.7% 24.5% 39.5% 40.6% 46.6% 30.6%

Suburb 45.9% 54.7% 55.6% 52.5% 43.8% 48.7% 36.6% 47.3%

Non-metropolitan 23.8% 18.2% 17.7% 23.1% 16.6% 10.7% 16.7% 22.1%

Note: Neighborhood satisfaction is rated on a 10-point scale with 10 being the best and 1 the worst.

Source: Tabulations of the 1991-2003 American Housing Surveys.







Immergluck (1999) also uses HMDA data to examine home purchase patterns by blacks in the
Chicago area. He also finds that black homebuyers were concentrated in a relatively small number of
census tracts. In the 1995 to 96 period, 45 percent of black homebuyers located in areas that were 75
percent black or more and 50 percent of all black homebuyers were concentrated in 5 percent of all
census tracts. Thus, like Stuart, he finds that black homebuying choices seem to reinforce patterns of
racial segregation. Immergluck and Smith (2001) also use HMDA data to examine patterns of home
purchase by different income groups in Chicago. They find that there was significant growth in
homebuying activity by low-income households in suburban areas of Chicago between 1993-1994
and 1999-2000. While these suburban buyers were mostly concentrated in older suburbs near the
core and outlying suburbs, there was nonetheless a strong movement of low-income buyers to
suburban areas. At the same time, the number of upper-income homebuyers increased rapidly in the
City of Chicago, but, again, concentrated in a few specific neighborhoods. Nonetheless, Immergluck
and Smith do find that there was some evidence of greater income mixing by homebuyers in the
Chicago during the 1990s.

Finally, Belsky and Duda (2002a) also use HMDA data for the period 1993 to 1999 to examine home
purchase activity by low-income and minority households in nine metropolitan areas. They also find
that large shares of low-income and minority homebuyers are purchasing in the suburbs. Significant
shares of low-income buyers were found to have purchased homes in moderate-income areas, leading
the authors to conclude that homebuying activity was contributing to some income mixing, although
there was a tendency for these households to be concentrated closer to the urban core than upper-
income households. Black purchases were also more clustered near the urban core and tended to be
concentrated in predominantly minority areas, leading the authors to conclude that homebuying by
blacks was not contributing materially to lowering levels of racial segregation.

In short, studies examining home purchase activity using HMDA data come to mixed conclusions
regarding home purchases by low-income and minority households. While buyers are gaining access
to suburban areas, there is a tendency for these buyers to locate in areas with greater concentrations of
low-income and/or minority households. In short, as Belsky and Duda conclude, “whether the move
to low-income homeownership has been associated with a move to opportunity remains an open
guestion” (Belsky and Duda, 2002a, page 52).

Another study that shed some light on the types of neighborhoods where minorities are buying homes
is Herbert and Kaul (2005), who use decennial census data at the census tract level for 1990 and 2000
to examine the characteristics of neighborhoods where minority homeownership rates increased the
most during the 1990s. This study reaches similar conclusions as those using HMDA data. In
general they find that areas with the greatest gains in minority homeownership rates were more likely
to be in suburban areas and were marked by higher incomes and house values and lower
concentrations of minorities than areas where there was little change in minority homeownership
rates. These findings suggest that the movement to homeownership is associated with a move to
areas of higher socioeconomic status and is supportive of greater racial integration. Still, the findings
also indicate that minorities live in areas with lower incomes and house values and higher minority
concentrations than the areas where whites live.

However, while cross-sectional comparisons may show that on average low-income and minority
buyers reside in better neighborhoods than low-income renters, this does not mean that individual
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The study found that a large majority of buyers (70 percent) moved at least one mile from their
previous residence and so were likely to have changed neighborhoods. Of these, 47 percent moved
between one and five miles, and 24 percent moved more than five miles.

This study did find some indications of increases in the housing status of the post-move
neighborhoods. Homeownership rates were slightly higher (58 versus 54 percent), as were the share
of housing in single-family units (52 versus 48 percent). But by a variety of other measures of
housing conditions, including age, vacancy rates, and values, there was essentially no difference.
Similarly, the pre- and post-move neighborhoods were remarkably similar in a variety of economic
and demographic characteristics, including poverty rates, share of households receiving public
assistance, household incomes, and share of adults with some college.

Turnham et al. also compare the characteristics of the neighborhoods to the broader jurisdiction
(either city or county) where they are located. In general, neighborhoods where low-income buyers
purchased are somewhat below average on a number of socioeconomic indicators. For example, the
neighborhoods have lower household incomes, lower house values, and lower education levels than
the broader jurisdictions. However, the neighborhoods are by no means distressed. The authors also
point out the average incomes in the neighborhood are much higher than the average income of the
HOME-assisted buyers. While the average buyer’s income was about $29,000, the average
neighborhood income was $42,000. The study concludes that while the move to homeownership did
not result in improved neighborhood conditions, it is also the case that the neighborhoods were
generally decent places to live, with moderate-income levels, a high share of working families and
little welfare dependence, and racially diverse.

A similar type of analysis was conducted by Turnham et al. (2003) on a small sample (84) of
homebuyers using housing vouchers in 12 markets around the country and found very similar results.
The profile of families assisted through the housing voucher program is similar to those assisted by
HOME. The typical buyer had income of less than $35,000, half of the participants were minority,
and most were single-parent households. As with the study of the HOME program participants, most
buyers (61 percent) were found to have moved at least one mile from their previous residence, with
21 percent moving 5 miles or more. However, half of the buyers who did not move more than a mile
purchased the same unit they had rented—and so experienced no change in either housing or
neighborhood as a result of the purchase. For the most part, neighborhoods where they moved were
similar to where they started, with only slight improvement evident in various socioeconomic
indicators. There was a slight increase in neighborhood homeownership rates (60 versus 57 percent)
and in the share of homes in single-family structures (54 versus 51 percent). Poverty rates were also
slightly lower (16 versus 18 percent) as was the share of single female-headed households (10 versus
11 percent).

The study also conducted a windshield assessment of 32 of the properties and their surrounding
neighborhoods. For the most part, the houses purchased appeared to be in better shape than
surrounding properties, exhibiting better exterior condition of the structure and surrounding grounds.
However, the differences were not large. For example, all of the purchased units were deemed to
have good or excellent outside housekeeping evident, but 90 percent of surrounding properties were
similarly rated. Overall, a majority of the neighborhoods where buyers had purchased were rated as
excellent (38 percent) or good (47 percent). In short, as with the study of the HOME program,
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Exhibit 8

Trends in Housing Cost Burden for First Time Buyers and Other Households

(Share of Households Spending Given Percent of Income on Housing)

First Time Homebuyers

Recent Mover

Time Period/Housing Low Moderate High Low-Income All
Burden Category Income Income Income White Black Hispanic Renters Households
1989-1995
Less than 30% 52.7% 82.9% 94.2% 76.7% 71.0% 63.5% 42.4% 72.5%
30-39.9% 20.9% 12.9% 5.4% 13.8% 9.3% 15.1% 19.7% 11.1%
40-49.9% 11.9% 3.4% 0.4% 5.1% 8.4% 9.4% 11.1% 5.3%
50% or higher 14.5% 0.7% 0.0% 4.4% 11.2% 11.9% 26.7% 11.1%
1995-2003
Less than 30% 46.3% 78.4% 93.1% 74.1% 68.4% 54.3% 42.0% 71.5%
30-39.9% 20.9% 15.0% 5.0% 12.9% 14.1% 19.5% 18.9% 10.7%
40-49.9% 12.6% 4.1% 1.2% 5.6% 7.5% 10.8% 11.0% 5.3%
50% or higher 20.1% 2.4% 0.6% 7.4% 9.9% 15.3% 28.0% 12.4%
Change
Less than 30% -6.3% -4.5% -1.0% -2.6% -2.6% -9.2% -0.4% -1.0%
30-39.9% 0.0% 2.1% -0.4% -0.9% 4.8% 4.4% -0.8% -0.4%
40-49.9% 0.7% 0.7% 0.8% 0.4% -0.9% 1.4% -0.1% 0.0%
50% or higher 5.6% 1.7% 0.6% 3.1% -1.3% 3.4% 1.3% 1.3%

Source: Tabulations of the 1991-2003 American Housing Surveys.
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Given that subprime lending expanded rapidly in the second half of the 1990s and that this lending
has been disproportionately concentrated among minority and low-income borrowers, it is somewhat
surprising that the trends in average interest rates did not indicate a widening of differences by
income or race-ethnicity.” In order to examine whether trends in average interest rates may mask the
extent to which the share of borrowers facing very high interest rates was rising, loans were identified
as having “high” interest rates if the rate was more than one standard deviation above the mean
interest rate for any survey period.”® By this measure there was only a slight increase in the overall
share of home purchase mortgages that were high interest rate. During the 1989 to 1995 period, 8.6
percent of mortgages were high interest rate, compared to 9.1 percent from 1995 to 2003.

The bottom panel of Exhibit 9 presents the share of buyers with high interest rate loans. Interestingly,
while high cost loans are more common among low-income buyers, both moderate- and high-income
buyers experienced larger increases in the share of high cost loans in the late 1990s. While there was
a decline of 2.4 percentage points in the share of low-income buyers using high-cost loans, moderate-
and high-income buyers experienced an increase of 2.6 and 2.7 percentage points respectively. In the
1995-2003 period, roughly one in ten of both low- and moderate-income first-time buyers used high
cost loans, while about one in fourteen high-income buyers used these loans. One possible
explanation for this pattern is that the expansion of conventional lending to low-income buyers offset
the growth in subprime lending to lower the share of buyers obtaining high cost loans. Since
moderate- and high-income buyers would not have benefited as much from the expansion of
affordable lending products, the growth of subprime lending may be more evident among these
groups.

Among racial-ethnic groups, there was little difference in the early 1990s in the share of buyers
obtaining high cost loans. While the share of whites obtaining high cost loans was essentially
unchanged over the decade, the share of blacks with these loans increased by 0.7 percentage points
and the share of Hispanics increased by 3.6 percentage points. This result is in keeping with findings
from the literature on subprime loan usage that minorities are much more likely than whites to
borrower through subprime lenders, but the result is at odds with the literature in that subprime
lending is more common among blacks than Hispanics.

The general conclusion from this analysis of AHS data — that there was not a significant tendency for
low-income and minority homebuyers to face higher interest rates — seems at odds with the fact that

7" One reason why the increase in subprime lending may not be evident from these data is that higher

borrowing costs come both in higher origination costs as well as higher interest rates. Since the AHS does
not gather information on origination costs, we cannot assess whether there are differences among borrower
groups in these costs.

8 The variation in interest rates observed across borrowers in any survey period will reflect both variation in

interest rates over the two-year period covered by the survey as well as variation in rates across borrowers
at any particular point in time. Unfortunately, the AHS does not capture the month when mortgages are
originated and so it is not possible to standardize rates by comparing them to some prevailing benchmark
for the month of origination. Across the seven survey periods, the standard deviation of interest rates
ranges from 1.32 to 1.70, with greater variation in the 1991 and 1993 survey periods when interest rates
were falling more rapidly.
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percentage points). As a result of these increases, in recent years 29 percent of black first-time buyers
and about a quarter of Hispanics and low- and moderate-income buyers have purchased homes with
less than 5 percent equity in the homes at the time of purchase. Should home values drop in the near
future, these buyers would be most vulnerable to a loss of their equity.

Exhibit 10
Trends in Loan-to-Value Ratio by Income and Race-Ethnicity for First Time
Homebuyers, 1989-2003

Income or Race-Ethnicity/

LTV Category 1989-2003 | 1989-1995 | 1995-2003 Change
Low Income
80% or less 45.1% 47.0% 44.1% -3.0%
80.1-90% 18.8% 20.4% 18.1% -2.3%
90.1 to 95% 11.9% 10.0% 12.9% 2.9%
Above 95% 24.2% 22.6% 25.0% 2.4%

Moderate Income

80% or less 41.8% 46.6% 38.7% -7.9%
80.1-90% 22.6% 21.9% 23.1% 1.1%
90.1 to 95% 14.6% 14.3% 14.8% 0.6%
Above 95% 21.0% 17.2% 23.4% 6.2%

High Income

80% or less 45.7% 44.0% 46.6% 2.6%
80.1-90% 26.6% 30.6% 24.4% -6.2%
90.1 to 95% 13.5% 13.1% 13.7% 0.6%
Above 95% 14.2% 12.3% 15.3% 3.0%
White
80% or less 44.8% 46.0% 44.1% -1.9%
80.1-90% 23.9% 24.8% 23.3% -1.5%
90.1 to 95% 13.0% 12.4% 13.3% 0.8%
Above 95% 18.3% 16.8% 19.3% 2.5%
Black
80% or less 37.0% 36.6% 37.2% 0.6%
80.1-90% 19.9% 21.6% 19.1% -2.5%
90.1 to 95% 16.0% 19.0% 14.7% -4.4%
Above 95% 27.2% 22.7% 29.0% 6.3%
Hispanic
80% or less 40.5% 43.7% 39.3% -4.4%
80.1-90% 20.0% 26.8% 17.5% -9.3%
90.1 to 95% 15.4% 8.5% 18.0% 9.5%
Above 95% 24.0% 20.9% 25.2% 4.2%

Note: Low income defined as income less than 80 percent of the area median income.
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