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The
Many Benefits o

Home

Ownership

Surveys show more than three-quarters of Americans prefer to own their
home rather than rent. Most renters report that they rent because of circum-
stances rather than choice." Through the NeighborWorks® network, families
of modest means are able to achieve what has been labeled the “American
Dream” - to buy a home of their own.

People’s personal preference for home ownership is backed by solid logic.
Research confirms that home ownership provides benefits for families, com-
munities and the economy. Owner-occupied homes furnish a place to raise
children and a base from which to establish social networks. Homeowners
have incentives to take care of their property, to improve their neighborhood
and to participate in the democratic system.

For many families, buying a home is their largest investment and greatest
source of savings for education and retirement. And as families buy and build
homes, economic benefits — such as jobs and income — are generated for the
broader community.

NeighborWorks® America’s Campaign for Home Ownership has helped
more than 60,000 of America’s low- and moderate-income families in the last
decade to achieve the “many benefits of home ownership.” This national effort
spurred more than a $5 billion investment in the nation’s housing stock. (For
more information on the NeighborWorks® network and the NeighborWorks®
America, see page 6.)

Home ownership has been proven to be beneficial to families, communities
and the nation’s economy. Here’s why:



Owners Are Happier and More Satisfied Than Renters

Homeowners Pl‘OVide Well-Being Measures: Owners Are:
. . 1. Self-Satisfaction..........ccoceeererieieeses Significantly higher
Contlnulty and Stablllty Can Do Things As Well AS Anyone ..........ccccceeenee. Significantly higher
Sure Life Will Work Out..........ccoevvvvveviicreicccrere. Significantly higher

Homeowners are a stabilizing force in com-
munities. According to recent U.S. Census data,

Happiness Scale.... ..Significantly higher

Depression SCale ..........ccoeeeveveeecveveicreiecie e Significantly lower

home-owners typically live in a community over
three times longer than renters.” Renters with low-
incomes are particularly mobile: More than a third
of low-income renters move yearly, while less than
eight percent of low-income homeowners do.’

Homeowners Stay Longer:
Years Since Low-Income Family Moved In

Median Years Since Moved In

Owners Renters

American Housing Survey 2001

When neighbors stay in one place longer, they
have more time to get to know one another and to
establish social, political, religious and other net-
works. Parents can secure the dependable, consis-
tent environment so necessary for their children’s
development. This level of continuity and stability
is one of the most important benefits of home
ownership to both families and communities.

Ownership Builds Confidence

Home ownership also greatly influences fami-
lies’ social and psychological lives.* In our society,
buying a home is a symbol of success — a sign of
having “made it” into mainstream American life.

This sense is reinforced quickly by the actual
security and independence ownership represents.
While rents usually increase each year, fixed-rate
mortgage payments are constant and predictable.
Families also have a defined physical space for
which they are responsible and that they can
control. While some renters fear being evicted
by capricious landlords or speculative real estate
developers, owners rarely have such anxieties.

Successfully navigating the homebuying pro-
cess can be a confidence-building experience
in itself. First-time homebuyers interviewed by
NeighborWorks® organizations report they are
“working harder” and more willing to try for job
promotions than when they were renters.’

National surveys show owners are more likely
than comparable renters to respond that they feel-
confident and happy (see chart above).® Moreover,

Rossi and Weber (1996) National Survey of Families and Households
Controlling for age and socio-economic factors

studies tracking low-income families over time
find most families feel better about themselves
after purchasing homes. These buyers are also
more satisfied with their lives than their former
neighbors who did not buy a house, even years
after their purchase.’

One reason owners may be happier is that
they believe they have moved to a better environ-
ment than when they were renting. According to
a Census report, owners are 15 percent more satis-
fied with their home and 20 percent happier with
their neighborhood than renters living in similar
housing units.®

Homeowners Create
Positive Environments
for Raising Families

Since owners tend to stay in a community and
owner-families typically are happier and more con-
fident than similar renters, it follows that owner-
occupied homes provide stable places for family
activities. Research shows that homeowners are
also more inclined to behave in ways that produce
positive environments for children.’

For example, surveys show home owners are
ten percent more likely to attend church than
renters, which could be interpreted as bringing
a sense of spirituality and morality to their fami-
lies."” Homeowners are also 26 percent more likely
than renters to belong to parent-teacher organiza-
tions, block clubs and other nonprofit organiza-
tions, showing these parents’ commitment to their
children." Owners even read newspapers 1.3 times
more often than renters, which may be associated
with being a well-informed member of the com-
munity.'” One study found owners are less likely
to have alcohol- and substance-abuse problems
than renters, which certainly contributes to a
healthier atmosphere for children." Overall, these
and other factors unite through homeownership to
support a favorable home environment.

The effects of home ownership on children are
measurable. Census data show children of home-
owners are five percent more likely to be in school
after age 17 than are children of similar renter
families, even after controlling for age, income and
length of stay in the community.'* Young children
of home owners achieve math scores up to nine

What About Renting?

Both renting and home
ownership are crucial
for American families.
In fact, renting pro-
vides the important
first stage of our of
housing life cycle.
When we are young,
mobile and childless,
renting is often the
best way to live. Also,
when we face tran-
sitions in our health
and lifestyle, having
affordable rental hous-
ing options is critical.
But for many families
with stable jobs and
a desire to stay in a
community, owning a
home can be a favor-
able option.




Demographic Differences

On average, renters are younger, are less likely to be married, earn less and have less education than owners.
It is important to adjust for these factors — to compare renters and owners who share similar characteristics.
Many studies attempting to do so find that, all else being equal, the social and economic benefits suggested
in this article are in fact associated with the choice to own versus rent, as opposed to other factors.

percent higher and reading scores up to seven per-
cent higher than children of similar renter fami-
lies.”” The effect on educational attainment is par-
ticularly pronounced for the children of minority
homeowners."

The effects of homeownership on children are
not limited to educational outcomes. One study
found that daughters of homeowners are almost 20
percent less likely to become teenage mothers than
are the daughters of similar renters. In addition,
the sons and daughters of homeowners are less
likely to become involved in the juvenile-justice
system than those of renters."” A recent study also
found that children of lower-income homeowners
were nine percent less likely to receive welfare
benefits between the ages of 24 and 28, compared
with children raised in comparable lower-income
renter house-holds. This effect occurred even in
very low-income neighborhoods.'®

Recent research demonstrates that the benefits
of home ownership can span generations." Using
data which tracks families over several decades,
researchers from the University of Tennessee found
that a parent’s decision to buy a home has other
significant, long-term impacts on children, even
controlling for other factors such as income, race,
wealth, education, geographic location and age.
The study found children of homeowners are 59
percent more likely to own a home within ten
years after moving from their parents’ household
than similar children of renters. Children of hom-
eowners were also found to be 25 percent more
likely to graduate from high school than similar
children of renters and 116 percent more likely to
graduate from college. Due to higher rates of educa-
tion and home ownership, the children of home-
owners are likely to accumulate over $18,000 more
wealth in the ten years after leaving their parents’
household than children of similar non-owners.*

Home Ownership
Improves

Neighborhoods

Homeowners have a financial
stake in their home and neigh-
borhood. Studies find homeown-
ers are 28 percent more likely
to repair or improve their homes
than renters.”’ Owner-occupied
homes are far less likely to have

interior, exterior or structural problems than the
homes of comparable renters.”

Homeowners also tend to engage in activities
that beautify their properties. One indication of such
behavior is gardening. Survey data reveal that if an
owner and a renter both live in single-family houses
with a yard, the owner is 12 percent more likely
to maintain a garden outside his or her home than
the renter.”?

Activities that improve individual homes, like a
new roof or flower garden, spill over into the rest
of the neighborhood. Since owners take better care
of their property, neighborhoods with high home-
ownership rates look more attractive and appealing
than areas with few homeowners.*

As homes in a neighborhood switch from rental
units to owner-occupied housing, the market value
of nearby properties often increases.” American
Housing Survey data reveal that a ten percent
increase in local home-ownership rates led to a 1.5
percent to 2.6 percent increase in local home pric-
es.”® Research in New York City has found that the
development of even low-cost, affordable homes
can support higher home values in the overall
neighborhood, compared to the wider community.*’
A University of North Carolina study of
NeighborWorks® organizations found that neighbor-
hood-focused home ownership programs result in
more home loans being originated and increases in
property values.”

Home ownership not only supports rising prop-
erty values in communities; it also helps dampen
rising neighborhood poverty and unemployment
rates. Even controlling for lower incomes among
renters, poverty and unemployment rates have been
found to increase more and more rapidly once a
neighborhood drops below a threshold home-own-
ership rate of about 14 percent. This suggests
that there are increasingly negative neighborhood
effects when home ownership opportunities are in
decline. By incrementally expanding home-owner-
ship options in at-risk communities, it is possible
poverty and unemployment can be stabilized.”

The relationship between ownership rates and
neighborhood conditions is likely due to the behav-
ior of home owners. Studies show homeowners are
seven percent more likely to report that they have
worked to solve local problems than similar rent-
ers.”” Owners are also more likely to volunteer and
attend public meetings.’' In many communities, it is
the political strength of homeowners that supports
efforts to improve schools and provide higher-quali-
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ty public services. By helping raise home-ownership
rates in low-and moderate-income communities, the
NeighborWorks® network has established an impor-
tant component of neighborhood revitalization.

Owners Are More Involved
in Civic Affairs

Clearly, homeowners have an additional stake
in their community that makes them more con-
cerned about the quality of their school district
and their city or town. As a result, owners are
more likely to participate in the democratic sys-
tem. Perhaps because homeowners live in their
communities longer and are more confident and
concerned about the quality of their communities,
owning a home may be strongly correlated with
involvement in politics and civic life.’*

Owners' and Renters' Civic Activity
80, %

60

40
0

Knows Name of  Knows Name Voted in
US Representive of School Board Last Local Election
Head

W Owners
Renters

Source: Glaeser and Shapiro National Bureau of Economic Research 2002.

Homebuyers are ten percent more likely to
know who represents them in Congress, nine per-
cent more likely to know who leads their school-
board, and 11 percent more likely to vote in local
elections, even holding socio-economic factors
constant.” Owners are also more willing to con-
tribute to political campaigns and to lobby public
officials than similar renters.”* Similar surveys in
Germany show similar results.”

Home Ownership
Builds Wealth

Housing is a significant source of personal
wealth for families in the United States. In 1998
(when the stock market was at all-time highs), half
of the nation’s homeowners had at least half their
net worth in home equity.”® Total home equity in
the nation was estimated to be over $6.7 trillion
in 2001.”

Home equity is an asset that households can
tap into to start small businesses, finance college
education or invest in other activities. Many low-
and moderate-income owners report that a primary
reason they wanted to buy a home is to accu-
mulate wealth that can be used to finance their
children’s education or serve as a bequest to their

Median Net Wealth of
Low-income Households

offspring.”® As these households build
financial assets, they also gain an orien-
tation toward the future and build a
financial cushion from which they are
more able to take on risk.” $50,000

Owning a home is of particular
importance in building economic assets
for low- and moderate-income families. #0000
The median net wealth of a lower- $20,000
income homeowner is over 13 times
that of a similar renter. Moreover, 69
percent of the total net worth of these
homeowners comes from home equi-
ty." Low-income buyers typically do not
hold stocks, bonds, 401k plans, IRAs, or
trust funds, and often do not have pensions. *

This home-equity wealth is particularly impor-
tant in retirement. Owning a home provides older
households with a place to live without rising costs
of rent. When their home is paid off, their net
housing expenses are greatly reduced, stretching
their retirement income. If not for owning a home,
many elderly households would be more finan-
cially constrained.

In many cases, low- and moderate-income fami-
lies are find it difficult to save or invest any of their
after-tax income. Yet one-third or more of a typical
renter’s total income flows to landlords in the form
of rent. Even if they pay more to buy a house
than to pay their former rent, homeowners partici-
pate in what could be viewed as a forced savings
plan by paying down mortgage principal with each
monthly payment. In fact, the typical family helped
by the NeighborWorks® network to buy a home
will accumulate more than $43,000 in home equity
during one decade of home ownership. From 2003
to 2007 the NeighborWorks® Campaign for Home
Ownership expects to support at least $2.2 billion
in home equity wealth.* That is wealth that oth-
erwise might not have been created — wealth that
may become the basis for first-generation college
graduates and small business owners.

$70,000

$60,000

$40,000 -

$10,000

Homes Are a Good Investment

Of course, homes are more than just places to
live; they can be a good investment. One reason
for this is that homes usually are purchased with
a loan and a small down payment — what finan-
ciers might call a highly-leveraged investment.
Homebuyers use other people’s money to buy the
house but get to keep any increase in value for
themselves. As a result, the buyer’s return on
investment is enhanced.

For example, suppose a family purchases a
home for $60,000 with a $2,000 down payment.
If after one year the home appreciates just one
percent in value, it is then worth $60,600 — a
gain of $600. But the buyer keeps all of that

$70.100

Owners

[ Net Wealth
[l Home Equity

Other Assets $23,100

Home Equity $47,000

$1,000
Renters

Source: Joint Center for Housing Studies
of Harvard University, 2002




gain. Therefore, the buyer’s original investment of
$2,000 is translated into $2,600 — a 30 percent
return. To the extent that the investor has paid off
some of the initial mortgage principal, the amount
of home equity can grow even further. Of course,
house prices are not guaranteed to rise, and buyers
must pay fees that reduce gains from selling a
house. Given a long-enough time frame, however,
home ownership pays off for many families.*
According to one analysis, if two families have
$16,800 to invest, and one buys a house while the
other continues to rent and invests that $16,800 in
the stock market, the net return of the owner is
more than double the net return of the renter.*

Comparing Buying a Home
To Investing in the Stock Market

(12 month periods, 1980°2002)

New York
Stock Exchange
50 % 529
40 -
30
20+ U.S. Median

01 Home Price

10+ 85
47
Ll b

Avg.  Best Avg. Best Worst
oL Year Year Year Year Year
20+

215
S0 Worst

Year

Source: Standard & Poor's 500 Composite Index;
Office of Federal Housing Enterprise Oversight

Affordable homes may be particularly good invest-
ments. One study of four metropolitan areas shows
that owners of low-cost homes are more likely to sell
at a profit during market upswings, and less likely to
suffer losses when selling during market downturns,
than owners of mid- and higher-cost units.*

Another advantage of investing in a home
is the current tax treatment of home ownership.
If the homeowner’s income and expenses justify
bypassing the standard deduction, mortgage inter-
est and real-estate taxes are deductible from
income taxes. Also, most of any increase in
price is exempt from capital-gains taxes. The tax
code makes housing a particularly attractive way
to build wealth, even compared to retirement
accounts and other savings plans.*

Over the long-run, homes of all prices have
proven to be fairly safe investments.*” In general,
investing in a home acts as a hedge against infla-
tion and fluctuations in stock or bond markets.*
Opverall, house prices are less volatile — their ups
and downs are less extreme — than stocks. Even
in the worst 12-month period since 1980, national
median house prices increased one-fifth of one
percent (see chart). Meanwhile, the stock market’s
worst 12-month period since 1980 resulted in a 28

percent loss. Of course, on a regional basis, home
prices can be more volatile, but even areas which

have experienced severe house price declines tend
to rebound over a period of years.

National home prices increased 4.7 percent
annually between 1980 and 2002, lower than the
10.1 percent annual increase in the Standard and
Poor’s stock market index (S&P 500) during that
same time, but greater than the average annual
inflation rate of 3.6 percent. While home prices
did not increase as much as the stock market,
home prices have continued to grow in recent
years, at a rate of 7.1 percent annually between
1998 and 2002, compared to a 2.3 percent annual
decline for the S&P 500 over that same period.”

Helping Families Buy Homes
Benefits the Economy

Owner-occupied housing has a strong impact
on the national economy. More than 32 percent
of all consumer spending is used for housing and
home-related goods.”® When families first move
into a home, they generally spend several thou-
sand dollars on home goods, hardware, furniture
and appliances. Moreover, every year after buying
a home, these homeowners will spend more than
comparable renters on home supplies, repairs
and improvements. The move-in spending of the
50,000 first-time homebuyers who will be assisted
by the NeighborWorks® Campaign for Home
Ownership will support more than $166 million in
demand for home-related goods and services.”

Each time a home is sold, real estate agents,
title companies and local governments receive fees.
The 50,000 homebuyers that the Campaign for
Home Ownership will support will pay an esti-
mated $260 million in real estate agent fees, $22
million in transfer fees for government agencies,
and $43 million for title companies and others
involved in the settlement process.”

Almost all of these 50,000 first-time homebuy-
ers will use conventional mortgages to partially
finance their purchase. The financial institutions
making these loans receive revenues from interest
and fees of more than $2.7 billion through loans
facilitated by NeighborWorks® organizations.”
Finally, NeighborWorks® organizations also help
families to build or substantially rehabilitate
homes. This provides additional business for
building contractors and suppliers. These firms
then require additional employees, goods and ser-
vices from the general economy. Each $1 million
of residential construction activity typically sup-
ports 15 community jobs. If the average Campaign
home involves $10,000 worth of construction
activity (the average between newly constructed
homes and renovated existing homes), then 50,000
homes would generate $500 million in construc-
tion spending. This spending translates into $336
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Economic Benefits of 50,000 Buyers in Campaign For
Home Ownership 2003-2007

HOME EQUILY c..voeeeceee e $ 2.2 hillion
Business Revenue for Housing-Related

GOO0dS aNd SEIVICES......cucvirreeerercirereeieireeeeeseeeeens $ 166 million
Lender Revenues ... $2.7 billion
Real Estate Agent FEES ........coceveveveveicriieriieicieieieins $258 million
Government Transfer Fees, Title Fees,

and other Settlement FEES ........cocovvvvicrricinnns $ 65 million
Local Income and Government Revenue

from Construction Spending ...........cccooevevevevennnnne. $ 375 million

million in local income and $39 million in local
government revenue, supporting almost 7,400 jobs
in various industries in the local economies of
NeighborWorks® organizations.’

In all, the Campaign for Home Ownership
could support $5.8 billion in local economic ben-
efits, not to mention numerous neighborhood,
political and social benefits of helping those fami-
lies that have traditionally been excluded from the
homebuying market to buy their first home.>

Full-Cycle Lending
Increases and Preserves
Home-Buying Benefits

The Full-Cycle Lending® program offered by
NeighborWorks® organizations includes standard-
ized pre- and post-purchase training and counsel-
ing, guiding families through the process of pur-
chasing and maintaining their home and mort-
gage. The typical homebuyer receives eight hours
of homebuyer education in a group setting, as well
as two hours of one-to-one counseling, in addition
to financial or other forms of support. By helping
households get into homes they can afford, and
afford to keep, this education and counseling sta-
bilizes families and neighborhoods and reduces
default risks for lenders. In fact, a recent study by
Freddie Mac shows face-to-face home-ownership
education and counseling significantly reduces the
chance that a borrower will become delinquent
on their mortgage, compared to similar borrowers
who did not receive counseling.”

Changing the Face of Home
Ownership

NeighborWorks® America’s more than 25 years of
experience shows that home ownership is possible
for families of modest means when the right com-
ponents are in place:

* assistance by a qualified, local, nonprofit orga-
nization that can guide purchasers through the
homebuying process;

e partnerships with the private, public and resi-
dent sectors all working toward the common
goal of community renewal through home own-
ership and other strategies;

e pre- and post-purchase client counseling;

e flexible loan products; and

e access to secondary mortgage market resources
so that loan funds can be replenished.

These components comprise NeighborWorks®
Full-Cycle Lending®, a system in place since 1993,
that enables lenders, government agencies and
nonprofit NeighborWorks® organizations to work
together to benefit all partners.

Home ownership is a proven strategy for
strengthening communities and families. Capital-
izing on this strategy is the goal of the Neighbor-
hood Reinvestment and the NeighborWorks®
System as it continues “changing the face of hom-
eownership.” Recent results from the Campaign
for Home Ownership demonstrate:

e 67 percent of all assisted homeowners are low-
income households;

* 51 percent are minorities;

* 08 percent are single-headed households

e 43 percent are female-headed households.

NeighborWorks® America and
the NeighborWorks® Network

NeighborWorks® America provides financial
support, technical assistance and training for
communities across the nation, including the
NeighborWorks® network — a nationwide network
of more than 240 community development
organizations working in more than 4,400 urban,
suburban and rural communities across America.
These organizations engage in revitalization
strategies that strengthen communities and
transform lives. In the last five years alone,
NeighborWorks® organizations have generated
more than $10 billion in reinvestment and helped
more than 780,000 families of modest means
purchase or improve their homes or secure safe,
decent rental or mutual housing.

Further information on NeighborWorks®
America and the NeighborWorks® network is
available at www.nw.org.

NeighborWorks® America
1325 G Street, N.W.; Suite 800
Washington, DC 20005

(202) 220-2300

January 2007 Revised Edition
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