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Abstract

This study focuses on the transition out of homeownership among
community reinvestment loan borrowers, documenting patterns among
low-income and minority households. We show that the higher rates of home-
ownership exit documented among low-income and minority borrowers in
the larger population do not hold for community reinvestment mortgage
borrowers. We model the transition, separating the determinants of mobility
and tenure choice. Our results show that low-income and minority home-
owners are less likely than their high-income and white counterparts to move,
but no less likely to purchase a new home when they do. These findings are
contrasted with the results of a model that specifies the transitions out of
homeownership as the purchase of a new home and the return to renting.
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Introduction

Evaluations of federal efforts have focused almost exclusively on the
ability to achieve homeownership and have paid far less attention to the
ability to sustain it. The primary exception to this pattern is the recent
emergence of dynamic studies of homeownership transitions.! Following
households through several moves, such studies examine both the factors
associated with homeownership entry and the factors associated with hom-
eownership exit (Boehm and Schlottman 2004; Haurin and Rosenthal 2004;
Reid 2005).

"Much of the previous literature on mobility and tenure choice seeks to identify the deter-
minants of tenure choice in a cross-section. By contrast, dynamic studies of homeownership
follow households through the transition between tenures.
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Attention to the process of exiting homeownership may be particularly
relevant to understanding the experiences of low-income and minority bor-
rowers. If these households are more likely to experience periods of low
income or to purchase in neighborhoods with stagnant or declining home
prices, they may be less likely to sustain homeownership and thus be less
able to capture its economic benefits. Dynamic studies of homeownership
transitions within the larger population of homeowners consistently show
that low-income and minority households are more likely to return to rent-
ing and less likely to purchase a new home than their high-income and white
counterparts (Boehm and Schlottman 2004; Haurin and Rosenthal 2004;
Reid 2005). However, these patterns are documented at the aggregate level
and do not examine variations in these patterns across different groups of
homeowners and types of mortgages.

The potential for variation in households’ ability to sustain homeowner-
ship is likely to have grown with the segmentation of the mortgage market
and the differentiation of multiple types of instruments. In particular, the
higher rates of default and foreclosure associated with subprime and low-
down-payment mortgages suggest that these products both create access to
homeownership and increase the flow of households that return to renting
(Schloemer et al. 2006). While much of the variation in default rates may
be due to differences in the underlying risk of mortgage applicants, several
analysts have also raised concerns about the potential for low-income and
minority borrowers to be channeled toward these products (Courchane,
Surette, and Zorn 2004). Further, the concentration of these mortgages
among low-income and minority borrowers in low-income and minority
neighborhoods raises important questions about the factors contributing to
the elevated rates of homeownership exit among these homeowners (Calem,
Gillen, and Wachter 2004; Calem, Hershaff, and Wachter 2004).

This article focuses on transitions out of owned homes among borrowers
who received 30-year, fixed-rate community reinvestment mortgages pur-
chased through the Community Advantage Home Loan Secondary Market
Program (CAP). With a grant from the Ford Foundation, Self-Help—a large
community development financial institution in Durham, NC—purchased
loans with one or more flexible underwriting requirements. These charac-
teristics include, but are not limited to, a low down payment or none at all,
a higher debt-to-income ratio, a waiver of private mortgage insurance, and/
or a limited credit history. While many of these mortgages reflect community
reinvestment loans that the lender could not otherwise sell to the secondary
market, some also reflect new mortgage products intended for sale to Self-
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Help. In all cases, the loans are originated by prime lending institutions and
serve low- to moderate-income borrowers and neighborhoods.?

The resulting loan portfolio is not designed to create a representative
sample of community reinvestment mortgages, because sample collection
occurred through Self-Help’s purchasing activities. Nevertheless, it offers
rich data for a sample of fixed-rate, community reinvestment mortgages
originated by 19 participating lenders in 41 states.? This article examines the
patterns of homeownership exit for this sample, comparing these transitions
with a nationally representative sample of homeowners collected from the
Panel Study of Income Dynamics (PSID).*

We develop an estimation strategy that separates mobility from tenure
choice. We then compare this model with the specification used in previous
analyses, in which new home purchase (move and own) and the return to
renting (move and rent) are defined as the outcomes of interest. We also
examine the sensitivity of our findings to distinguishing between voluntary
moves and forced moves arising from default or the inability to afford the
home. These analyses lead to several results:

1. Low-income and minority homeowners in the PSID are substantially
more likely to return to renting than high-income and white households.

By contrast, we find that this gap closes among community reinvestment

mortgage borrowers.

2. All else being equal, low-income and minority community reinvestment
homeowners in CAP are substantially less likely to move, but no less
likely to purchase a new home when they do. These households are in
fact more likely to purchase a new home when the move is not stimulated
by a default or distressed exit.

2The set of lenders originating CAP loans includes small institutions, regional banks, and
large national lenders. In most cases, these institutions initiated contact with Self-Help about
the sale of a portfolio of qualifying loans.

3Community reinvestment mortgages include the set of mortgages for which lenders
receive credit under Community Reinvestment Act (CRA) regulations. A further description of
the mortgages that qualify for purchase through CAP is provided in a later section.

4The PSID follows a set of households through several decades, supplementing its original
sample with weights and additional sampling to maintain a nationally representative cross-sec-
tion. We choose to compare CAP and PSID households both because the PSID data allow for a
nationally representative sample to be drawn and also because PSID data are used in the previ-
ous analyses of homeownership transitions. The timing of the PSID survey waves also mirrors
the timing in the CAP data of home purchases and subsequent mobility decisions.
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3. Mobility and tenure choice reflect substantively different decisions and
must be separated in analyses of homeownership transitions. When
mobility and tenure choice are not separated, estimates derived from
analyses of new home purchase and the return to renting suffer from
type II error, particularly with respect to the low-income and minority
indicator variables.

These findings are specific to community reinvestment mortgages, so
caution must be exercised in extrapolating to the larger mortgage market.
However, they provide some evidence that community reinvestment lending
may be an effective tool for creating sustainable homeownership among low-
income and minority households. They also raise important questions about
the determinants of elevated rates of homeownership exit among low-income
and minority households in the larger population.

The following section presents and discusses the emerging literature
on homeownership transitions. The next section examines these studies in
the context of the methodological literature relating to mobility and tenure
choice. The third section presents both an estimation model that separates
mobility from tenure choice and a model that specifies new home purchase
(move and own) and the return to renting (move and rent) as the outcomes of
interest. The fourth and fifth sections discuss the CAP program and describe
the characteristics of CAP borrowers, respectively. The sixth section com-
pares the transitions out of homeownership among CAP and PSID borrow-
ers. The seventh section presents and discusses our estimation results, and the
eighth section is the conclusion.

Homeownership transitions among low-income and minority
homeowners

The wide disparity in the homeownership rates of white, black, and His-
panic borrowers results from differential rates of transition both into and
out of homeownership. In 2006, 68.8 percent of all U.S. households owned
a home, although only 47.9 percent of black households and 49.7 percent of
Hispanic households owned a home (U.S. Bureau of the Census, Housing and
Household Economic Statistics Division 2008). A substantial literature docu-
ments the relative presence of wealth, income, and credit barriers to hom-
eownership entry and the extent to which these factors explain differences
in homeownership rates among white, black, and Hispanic households (see,
for example, Barakova et al. 2003; Charles and Hurst 2002; Coulson 1999;
and Painter, Gabriel, and Myers 2001). These studies offer rich evidence doc-
umenting both the obstacles to homeownership entry for low-income and
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minority households and the factors predicting whether a household owns
a home at any given point in time. However, none of these studies examines
the transition out of homeownership.

Boehm and Schlottman (2004) build on this work by presenting a
dynamic approach to homeownership transitions, examining the predictors
of both homeownership entry and homeownership exit. They find that a sub-
stantial proportion of homeowners return to renting and that lower-income
and minority households are relatively more likely to exit homeownership.
Following PSID households between 1984 and 1992, they report that minor-
ity households with below-median incomes have an estimated 30 percent
cumulative probability of ever owning a home and a 23 percent cumulative
probability of having owners return to renting over the period observed.
These figures are substantially worse than the 54 percent probability of own-
ership and 10 percent probability of returning to renting observed among the
full sample. The authors report similar lags in the likelihood that low-income
and minority households will progress into a second home.

These differences in the relative propensity of exit from homeownership
contribute directly to the gaps in homeownership rates by race/ethnicity and
income. Haurin and Rosenthal (2004) similarly examine homeowners’ tran-
sitions between owning and renting, linking differences in the likelihood of
exit from homeownership between white, black, and Hispanic households to
gaps in the homeownership rates for these groups. Following households in
the National Longitudinal Survey of Youth between 1976 and 2000, Hau-
rin and Rosenthal (2004) find that white households have longer spells of
homeownership and shorter spells of renting than either black or Hispanic
households.

Reid (2005) reports similar conclusions for households with incomes
below 80 percent of the area median income. Following PSID households
between 1976 and 1989, she concludes that lower-income households are
both less likely to purchase a new home and more likely to return to renting
than moderate- and higher-income households.®

Taken together, these studies consistently suggest that low-income
and minority households are more likely to exit homeownership and less
likely to move up the housing ladder into a new home.® This finding carries

SDieleman and Clark’s (1995) analysis also suggests that lower-income households
are more likely to transition from owning to renting, although this is not the focus of the
analysis.

®For a more general review of the mobility and default patterns of low-income and minor-
ity households, see Herbert and Belsky (2006).
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important implications for policy, but must be interpreted carefully. First,
all three studies follow samples of homeowners collected before the expan-
sion of risk-based pricing and flexible underwriting in the mid-1990s. These
developments have deeply influenced the availability and nature of mortgage
credit extended to low-income and minority populations in subsequent years
(Listokin et al. 2001) and thus may also have influenced the homeownership
experiences of such borrowers.

Second, these studies consistently suggest that low-income and minor-
ity households are more likely than high-income and white households to
exit homeownership, but are less explicit regarding the mechanisms underly-
ing these patterns. Understanding the implications of these gaps for federal
homeownership policy requires more specific knowledge about the sources
of these differences and the stability of this finding across different mort-
gage products. For instance, racial differences in household wealth may help
explain differences in households’ ability to sustain homeownership during
periods of economic hardship. Racial differences in family wealth and the
likelihood of parental transfers may contribute as well.

By contrast, the differences in homeownership exit could also result from
discrimination in the housing and mortgage markets. A relatively large litera-
ture has examined racial preferences for housing and the presence of discrim-
ination in housing markets. Beginning with the Boston Fed study (Munnell
et al. 1996), a similar literature has examined discrimination in mortgage
lending (see Ross and Yinger 2002 for a full review).” More recently, scholars
have raised questions about the extent and consequences of discrimination in
the mortgage search and origination processes, particularly the potential for
low-income and minority borrowers to be channeled toward higher-priced
mortgages.

Existing work has documented that subprime loans are concentrated in
low-income and minority neighborhoods (Calem, Gillen, and Wachter 2004;
Calem, Hershaff, and Wachter 2004) and that low-income and minority
borrowers are more likely to receive high-priced loans regardless of their
neighborhood profiles (Ding et al. 2008). These patterns may contribute to
differences in the rates of homeownership exit if low-income and minor-
ity borrowers are more likely to receive mortgages with predatory terms or,
more benignly, if these borrowers are more likely to be dissatisfied with their

7While most of this literature acknowledges the existence of discrimination among some
lenders, there is considerable debate over its extent and consequences in the housing and mort-

gage markets. See Ross and Yinger (2002) for a full review of the existing evidence and current
debate.
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mortgage. Conversely, they may be less likely to exit homeownership if dis-
crimination in these processes increases the transaction costs associated with
moving.

Mobility, tenure choice, and the transition out of homeownership

The studies of homeownership transition discussed in the previous sec-
tion follow households through multiple moves, examining the hazards of
transitioning from each housing state to the next. The outcomes of interest
for homeowners are thus specified as either the duration of ownership or as
new home purchase (move and own) and the return to renting (move and
rent), and these models are used to calculate the predicted probabilities that
homeowners will transition into a new home or return to renting. For the
purposes of this study, we use the term homeownership transitions to refer
to these dynamic studies of housing careers.

Our focus is on a single transition among a sample of homeowners who
received community reinvestment mortgages. We examine these transitions
out of homeownership, but data constraints prevent us from following
households through multiple transitions (e.g., reentry into homeownership).®?
In analyzing transitions out of homeownership, we separate the mobility
and tenure choice decisions, assessing the importance of this distinction
for understanding the determinants of homeownership exit. Conceptually,
the decision on whether to move is substantively distinct from and deter-
mined by different factors than the decision to own, although the two are
observed simultaneously (Ioannides and Kan 1996; Kan 2000). In this way, a
homeowner who purchases a new home implicitly makes an affirmative deci-
sion to move and an affirmative decision to own. Similarly, a homeowner
who returns to renting makes an affirmative decision to move and a decision
to rent. The rest of this section discusses the substantive predictors of mobil-
ity and tenure choice, and the following section presents our estimation strat-
egy for separating the determinants of each. (For a more extensive review of
the mobility literature, see Dieleman 2001.)

Conceptually, the mobility and tenure choice decisions can be thought
of as substantively different acts produced by different determinants. Where
mobility decisions are strongly tied to employment and family characteristics,

8The CAP data set limits us to analyzing one move, because we do not observe additional
moves before wave 3. Additional moves will be observed in future waves, but the number may
be too small to allow for substantial analysis.
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the tenure decision is determined primarily by the relative costs of owning and
renting and thus is only indirectly tied to life-cycle processes. For instance,
the life cycle predicts tenure choice to the extent that the income and wealth
accumulation processes affect a household’s incentives to save, consume
housing, and invest in housing as a financial asset. Both decisions are made
even more complex as unexpected financial and nonfinancial events are real-
ized at different stages of the life cycle (Kan 1999). Household transitions
between units and tenures are also moderated by changes in the local hous-
ing market, employment opportunities, family characteristics, and mortgage
and credit availability (Clark, Deurloo, and Dieleman 1994, 2003; Clark and
Withers 1999; Kendig 1984; Morrow-Jones and Wenning 2005). While most
of these studies focus on the rent-to-own transition, Dieleman and Clark
(1995) show that intervening employment and family events also influence
decisions to exit homeownership. Taken together, these studies highlight the
complexity of the demographic processes that determine mobility.

The variables commonly used to specify mobility and tenure choice
equations can be separated into static demographic characteristics, dynamic
demographic characteristics (often denoted as trigger events), and neighbor-
hood characteristics (static). First, age, marital status, and the presence of
children are commonly used to approximate life-cycle influences. We supple-
ment these variables with a more complete set of static and dynamic demo-
graphic characteristics. While static characteristics capture differences across
households, dynamic characteristics are included to account for the influence
of changes in a household’s composition or stage. These change variables
include expected and unexpected events and thus reflect both the anticipated
adjustment of housing consumption and the household’s reaction to unex-
pected events. We also include the borrower’s credit score to account for
differences in the cost of financing a new home. The credit score at origina-
tion may predict future mobility as well because of default or the inability to
afford the home.’

Previous work suggests that neighborhood characteristics, in addition
to household characteristics, affect the desirability of housing. To the extent
that neighborhood quality is associated with the stock of units available to

In their seminal work on tenure choice, Henderson and Ioannides (1983) argue that
tenure choice is directly a function of the relative costs of owning and renting. For households
leaving homeownership, we expect that mobility and tenure choice decisions should respond
directly to the household’s costs of originating a new mortgage. Ideally, we would like to
observe the borrower’s credit score at the time of the move, but instead are limited to the score
at origination.
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purchase or rent, these characteristics are likely to influence mobility and
tenure choice decisions. While the available evidence focuses on the influence
of the characteristics of potential locations (Deng, Ross, and Wachter 2003;
Gabriel and Painter 2003), a similar logic is easily extended to the influ-
ence of the household’s existing neighborhood quality. For homeowners, the
characteristics of the current neighborhood are likely to influence mobility if
neighborhood quality or public service provision is low, particularly if these
characteristics affect home price appreciation.'?

Last, indicators for household income and race/ethnicity, when inserted
into the mobility and tenure choice equations, capture residual differences in
likelihood between groups. These variables identify conditional differences
in the likelihood of mobility and tenure choice. Where unadjusted mobility
and ownership propensities offer the most direct insight into the ability of
low-income and minority households to sustain homeownership, these con-
ditional differences reflect the influence of the unobserved characteristics of
each group.

The resulting specification of the mobility and tenure choice equations
include vectors of static, dynamic, and location characteristics in addition to
indicators for whether a household is low income, black, Hispanic, or another
nonwhite race/ethnicity. The equations can be represented as follows:

Mobility, = S.3; + Dy, + L, + X.{, + & (1)

Tenure, = $.B, + Dy, + L82 + X.(, + £, (2)

where S, includes static demographic characteristics, D, includes dynamic
demographic characteristics, L; includes location characteristics, and X; rep-
resents the indicator variables for income and race/ethnicity. These equations
form the substantive core of our analysis, but cannot be estimated directly
from available data because of the censoring of the tenure choice data.!!

19Such neighborhood characteristics are relevant to the extent that changes in either
neighborhood characteristics or household demand for neighborhood amenities changes dur-
ing the course of homeownership. The wealth effects created by differences in home appre-
ciation across neighborhoods may also be relevant to households that prefer higher-quality
neighborhoods but do not have enough money to purchase in these areas.

"Tenure choice is observed only among households that move during the period of obser-
vation. Thus, estimation of equation (2) among movers would reflect only the tenure decisions
of movers and not the larger sample. Further explanation of this censoring problem is provided
in the next section.
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Since the tenure decision is observed only among households that move, an
additional adjustment is necessary to estimate this model for the full sample.
The following section presents our estimation strategy for identifying the
coefficients in equations (1) and (2).

Estimation strategy

In addition to the substantive justifications for separating mobility and
tenure choice, separating the equations is also necessary to identify any fac-
tor with opposing influences on mobility and tenure choice. For instance,
any factor that is positively associated with mobility and negatively associ-
ated with tenure choice could falsely appear to not influence the likelihood
of new home purchase, thus raising the threat of type I error. This concern is
especially relevant to homeownership transitions, because the effect of each
covariate on the likelihood of owning and the likelihood of renting is oppo-
site by definition. Therefore, the coefficient on each covariate is in danger
of type II error in either the new home purchase or the return to renting
specification.

In examining the transitions of homeowners out of their original home,
we therefore estimate the coefficients in equations (1) and (2) for mobil-
ity and tenure choice, respectively. To do so, we must further address two
characteristics of the data. First, households do not all enter homeownership
at precisely the same moment, so we include quarter of origination indica-
tor variables 6(t) in the mobility equation to nonparametrically address the
influence of duration dependence.'? In the empirical estimation, these vari-
ables will also capture the influence of time-specific economic factors and
any cyclical housing market factors.

Estimating mobility and tenure choice is further complicated by the
censoring of the tenure choice variable. Painter (2000) notes that analysts
examining mobility and tenure choice are forced to grapple with one of two
selection problems. First, estimation of tenure choice among the full sample
includes tenure decisions made by households in previous decades and under

2Many other studies model mobility using a duration or hazard framework to address
the influence of duration dependence. This approach is valuable both in addressing duration
dependence and in controlling for the influence of time-varying variables. We choose to specify
our model on cross-sectional data, controlling directly for duration dependence by using the
set of quarter of origination indicator variables. We further justify this approach in that we are
interested in directly identifying the effect of trigger events rather than using variation across
time to identify changes in variable values. Given that we observe households at only two
points, both the static variables and the trigger events are defined as time-invariant indicator
variables.
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different housing market conditions. Conversely, estimation of tenure choice
among recent movers oversamples young households and other frequent
movers. This second type of selection also arises in examining the transi-
tion out of homeownership, but can be addressed directly by using a varia-
tion of Heckman’s (1979) selection model in which the inverse Mill’s ratio is
included in the second-stage equation to address selection.

A final concern is the simultaneous nature of the mobility and tenure
decisions. Kan (2000) suggests that the mobility and tenure choice decisions
are further complicated by expected mobility and previous tenure. House-
holds that expect to move within a few years are likely less willing to pay the
large transaction costs associated with moving and originating a mortgage.
Previous tenure further influences mobility and tenure decisions to the extent
that current ownership cultivates a taste for ownership, generates wealth, or
traps homeowners in depreciating homes. We can directly address previous
tenure with the research design, since ownership of the CAP home is defined
as the baseline tenure for all households. We also insert an indicator vari-
able for whether the residence before the CAP home was owned or rented.
Unfortunately, we are less able to address the potential influence of expected
mobility. Consistent with previous analyses of homeownership transitions
(Boehm and Schlottman 2004), we do not observe homeowner expectations
and therefore omit expected mobility.

We estimate a variation of the selection model in which the outcomes of
both the first- and second-stage equations are dichotomous. Updating equa-
tions (1) and (2), we simultaneously estimate

Mobility, = S.8, + Dy, + L&, + X.{; +6(t) + &, (3)

Tenure, = S,8, + Dy, + L;d, + X;C, + pA+¢;, #)

where 0(t) are quarter of origination indicator variables and A is the inverse
Mill’s ratio,'® which adjusts for the probability of making an observed tenure
choice. The vector S, includes the previous homeownership variable, which
indicates whether the residence before the CAP home was owned or rented.

3The inverse Mill’s ratio is defined as the ratio of the probability density function to the
cumulative density distribution with respect to the predicted mobility values from the first-
stage mobility equation shown in equation (3):0(Z;; 0, )/® (Z,;0,"), where Z,, reflects the set
of variables on the right-hand side of equation (3) and ;" are the estimated coefficients.
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To simplify notation, we denote the right-hand side of equation (3) as
Z,,0, and the right-hand side of equation (4) as Z,,®,. Further, let Y;; = 1
if Mobility; = 1 and Y;, = 1 if Tenure,; = 1. Using maximum likelihood esti-
mation, we simultaneously estimate the mobility and tenure equations by
maximizing the corresponding likelihood function:

N
L =TTI®(Z;0,,Z;,0,,n)] V1Y 2[®(Z,; ®,) -

i=1

D(Z;10,,Z,,0,,0)] Y1 Y21 = D(Z )] Yir) (5)

where @ is the cumulative normal function and 1 is the correlation coeffi-
cient for the joint normal distribution.!*

We compare the previous model of mobility and tenure choice with a
model that specifies new home purchase (move and own) and the return to
renting (move and rent) as the outcomes of interest. This second model esti-
mates the determinants of each transition using the multinomial logit (MNL)
framework, modeling new home purchase and the return to renting as com-
peting risks." While this model is not explicitly identical to those used in pre-
vious analyses of these transitions, the estimation strategy is the same.!® We
choose the MNL framework for this analysis because it outputs estimation
equations most comparable to those in the selection model.'” Comparison of
the models thus offers insight into how mobility and tenure choice contribute

14Kan (2000) estimates mobility and tenure choice in a simultaneous equations model
where the two are endogenously included in the opposing equations. This approach is neces-
sary in cross-sectional analyses of the population as a whole, but is neither possible nor neces-
sary with the CAP data set where all households begin in homeownership.

15The MNL model presents reliable estimates of the predictors of purchasing a new home
and of exiting homeownership if the independence of irrelevant alternatives assumption is met.
Because many of the predictors of mobility are likely to be shared, this assumption may not be
plausible. Empirical tests using the method developed by Small and Hsiao (1985) show that
the assumption holds when “Move and Own” is excluded, but not when “Move and Rent”
is excluded.

'®Previous analyses rely on continuous-time hazard models (Boehm and Schlottman
2004). Clapp et al. (2001) and Clapp, Deng, and An (2006) present an analogous model in the
MNL framework. Because our data set observed tenure and borrower characteristics at only
two points, the benefits of the hazard model are minimal (see footnote 17).

7Clapp et al. (2001) and Clapp, Deng, and An (2006) show that estimation of the MNL
framework on a transformed data set is directly comparable to a competing risks duration
model with the competing risks directly defined by the definition of the outcome probabilities.
We do not transform the data set here in an attempt to minimize the differences between the
selection model and the MNL model and thus ensure that the specification of the outcome
variables is responsible for any differences between models. Nevertheless, the quarter of origi-
nation indicators act as controls for duration dependence and are intuitively similar to their
role in the Clapp et al. (2001) model in which they create a nonparametric baseline hazard.
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to observed patterns of new home purchase (move and own) and homeown-
ership exit (move and rent). The estimation equation for each outcome is as
follows:

Mij = SiBj + Din + Li8]. + Xicj +0(t) + & (6)

where the vectors of covariates are the same as those defined for the selec-
tion model (the first model of mobility and tenure choice), and j indexes the
outcome measure. Then M; indicates the respondent’s decision to purchase
a new home or to return to renting. The associated likelihood function for
this model is

N 2
L =TI M, * Pr(Y, =) )
where
200
Pr(Y, =)= —S
1T+ emon
k=1
Pr(Y, = 0) = —

2
1+ z oL Wi
k=1

For the rest of this article, we refer to the model of new home purchase (move
and own) and the return to renting (move and rent) as the MNL model.

In estimating both models, we are concerned about one remaining issue,
namely the substantive difference between voluntary and forced exits.!®
Because each reflects a qualitatively different pathway to renting, we are
concerned about confusing predictors of voluntary and forced exit.!” We
define forced exit to include borrowers who moved out of the CAP home

18We also suspected that homeowners’ moves within the current metropolitan statistical
area (MSA) might qualitatively differ from moves between MSAs. In the attempt to test for
this type of heterogeneity, we included an indicator for moves to a different MSA. We also
tested for the potential for interactions between inter-MSA moves and relevant covariates. In
all cases, the variable showed no impact on either outcome, and we exclude it from the results
presented in this article.

“The CAP survey directly asks respondents what their primary reason for moving was.
Additionally, we directly observe whether or not each respondent experienced a 90-day delin-
quency. Nearly half of the borrowers who returned to renting either defaulted (reached 90-day
delinquency) or reported their inability to afford the home as the primary reason for moving.
The remaining half commonly reported job change or geographic relocation as the primary
reason for moving. The qualitatively different nature of these two paths to return to renting
convinced us to separated voluntary from forced moves in the analysis.
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after experiencing a 90-day delinquency and borrowers who reported that
the inability to afford the home was their most important reason for mov-
ing. To address this concern, we estimate each model both on the full sample
and on a sample that excludes borrowers forced to exit homeownership.
While much previous empirical work examines the predictors of default and
foreclosure,?’ the examination of mobility and tenure choice among this
latter sample isolates the determinants of voluntary mobility.?! The tenure
equation, in particular, is expected to be sensitive to the exclusion of forced
exit, since households experiencing default or the inability to afford their
CAP home may face limited mortgage options for buying a new home.

Separation of voluntary and forced exits is particularly relevant to under-
standing the homeownership experiences of low-income and minority hom-
eowners. Studies of default behavior consistently find that these borrowers
have a higher incidence of default (Berkovec et al. 1998; Deng, Quigley,
and Van Order 1996). Further, an emerging strand of the literature suggests
that they may also have lower prepayment rates, an outcome that includes
mobility (Deng and Gabriel 2006; Ratcliffe et al. 2007; Van Order and Zorn
2002).2> To the extent that default and prepayment are associated with
income and race/ethnicity, the factors associated with mobility and tenure
choice may vary between homeowners who move voluntarily and those who
are forced to do so. Keeping these caveats in mind, we turn to a discussion of
the data and the results.

Data: CAP

The data used in this analysis provide information on a sample of com-
munity reinvestment mortgage borrowers whose loans were purchased by
Self-Help.?> With a grant from the Ford Foundation, Self-Help purchased
30-year, fixed-rate community reinvestment loans. Some of them reflect new
mortgage products intended for sale to Self-Help, while others are loans

20See Quercia et al. (2002) for an analysis of default among CAP borrowers.

21We eliminate forced exits from the sample under the assumption that a mobility deci-
sion is conditional on the household’s ability to sustain the mortgage. Thus, estimation of
the mobility decision among households that do not default reflects the mobility decisions of
households that choose between moving and continuing to pay the mortgage.

22Prepayment rates are determined by refinancing and mobility among borrowers, with
mobility driving prepayment rates during periods when interest rates are increasing.

23See Apgar and Duda (2003) for a complete discussion of CRA and its enforcement, as
well as bank responses.
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that the lender was otherwise unable to sell to the secondary market.>* The
resulting sample of community reinvestment mortgages commonly includes
flexible underwriting features such as low down payments or none at all, a
higher debt-to-income ratio, a waiver of private mortgage insurance, and/or
a limited credit history.

Because CAP is designed as a demonstration program, the sample of
CAP mortgages analyzed in this article is not representative of a national
sample of borrowers (e.g., new homeowners in the PSID), but rather pro-
vides insight into the homeownership transitions of borrowers served by
community reinvestment lending. The CAP analysis file consists of 2,199
borrowers whose loans were originated between September 1999 and March
2003. This sample received loans from 30 different lenders in 40 states and
the District of Columbia.?

Each borrower was administered the baseline survey in 2003 and a fol-
low-up survey in 2005. These survey data are then supplemented with three
additional sources of information.

1. Loan-level characteristics including borrower’s credit score at origina-
tion are provided by Self-Help.

2. Neighborhood characteristics are constructed for each borrower at the
Z1IP code level by using data from the 2000 census (Geolytics, Inc. 2002).
These characteristics reflect the neighborhood of the original CAP home
for all borrowers.

3. Appreciated values estimated by Fannie Mae for each home in the first
quarter of 2006 are used. Fannie Mae’s proprietary automated valuation
model (AVM) produces four different estimates of each home’s appreci-
ated value based on repeat sales information, public tax records, and
property characteristics.?® When there are discrepancies among the esti-
mates, a reconciliation model generates the final estimate.

2*Many CAP loans contain flexible characteristics that do not conform to the require-
ments of secondary market purchasers. As a result, many of the early CAP purchases were of
community reinvestment mortgages held in the portfolios of participating lenders, with com-
mitments on the part of lenders to reinvest the purchase amount in similar products.

25For greater detail on the characteristics of these loans, see Quercia et al. (2002) for an
analysis of the loan performance characteristics of the CAP portfolio. Additionally, Stegman et
al. (2007) describe the servicing arrangements for CAP loans in detail, analyzing variation in
preventive servicing strategies and outcomes across servicers.

26Because of its proprietary nature, we do not directly observe the estimation procedure
used by the AVM. We base our trust in the model’s reliability on consistent approval by the
Office of Federal Housing Enterprise Oversight in regulatory audits.
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Table 1 groups the variables chosen to define the vectors shown in equa-
tions (1) and (2) and reports the mean value of each. While these variables
generally correspond to the descriptions of the variable vectors in the previ-
ous section, three measures merit comment. We include the value of the home
at origination and an updated loan-to-value ratio (LTV) for the home that
corresponds to the Fannie Mae estimates described for the first quarter of
2006. These variables approximate the borrower’s wealth and the presence
of a wealth constraint, respectively. We also include the borrower’s credit
score at origination to capture differences in the costs of financing a new
home among movers.?”

Our analysis uses both a continuous measure and a dichotomous mea-
sure of household income. The latter identifies households earning less than
the median CAP household income of $37,000.28 This measure is coded 1
if the household income is less than $37,000 and zero if the income is equal
to or greater than $37,000. High rates of mobility among young profes-
sionals and college graduates may inflate the mobility rates observed among
low-income households if young professionals are grouped with households
with permanently low incomes (Haurin and Rosenthal 2005; Reid 2005).%°
Comparing the characteristics of low-income and high-income borrowers in
the CAP sample suggests that this is not the case in the CAP sample. Lower-
income borrowers in the CAP sample are substantially older than the higher-
income borrowers (38 on average, compared with 33), and the higher-income
borrowers are also more likely to have completed postsecondary education.
Because our sample contains only borrowers who receive community rein-
vestment mortgages, the exclusion of high-income and wealthy homeowners
may explain the relative concentration of younger households in the top half
of the income distribution.

?’Ideally, we would include borrower wealth and the user cost of housing options, but we

do not directly observe either variable. With respect to wealth, it is likely that the CAP sample
contains little variation, since these mortgage products carry low down payments to meet the
needs of borrowers who do not have enough assets to make a 20 percent down payment. For
this reason, the updated LTV may closely reflect household wealth.

28We also tested specifications of the income variable in which income was defined as a
percentage of area median income and find that that the observed patterns of mobility and
tenure choice are similar for both definitions of the income variable.

2’Young professionals and college graduates are likely to have low incomes in the current
period but high earnings potential in later years. Several authors have addressed this issue by
estimating permanent income (see Quercia, McCarthy, and Wachter 2003; Wachter and Meg-
bolugbe 1992). However, we choose to use the observed CAP data, since descriptive compari-
son of the high- and low-income groups shows that young professionals and college graduates
tend to be correctly grouped with the higher-income households in the CAP sample.
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Who receives community reinvestment mortgages?

Table 1 presents the mean values of each covariate for all CAP borrow-
ers, followed by the mean values for white, black, and Hispanic borrowers
and for borrowers with above- and below-median incomes. The compari-
son of higher- and lower-income borrowers suggests that the cohort of
higher-income borrowers may include a group of younger households. The
higher-income households tend to be substantially younger, more likely to
be married at origination, less likely to be divorced or become divorced,
and more likely to add a household member after buying the home. The
higher-income households, despite their younger age, were also more likely
to purchase their original CAP home in neighborhoods with higher hom-
eownership rates and higher average incomes.

Similar patterns play out in the comparison of borrowers by race/ethnic-
ity. The white borrowers in our sample were substantially younger and had
higher incomes and credit scores than either black or Hispanic borrowers.
Further, compared with black borrowers, white borrowers were more likely
to be married and to add a household member, although they were less likely
than Hispanic borrowers to be married or to add a member. These broad
comparisons offer some insight into the households reached by community
reinvestment mortgages and are consistent with later entry into homeowner-
ship among low-income and minority borrowers.

Table 2 further contextualizes the sample of CAP borrowers with refer-
ence to a sample of new homeowners from the PSID. To construct a compari-
son group, we identified PSID households that purchased a home between
2000 and 2003 and limited this sample to households that originated mort-
gages to finance this purchase.’® We then used the family-level weights to
approximate a nationally representative sample.’! The figures in table 2
show that the CAP program disproportionately serves lower-income and
minority home buyers: 32 percent of the CAP sample is composed of black
and Hispanic homeowners, compared with 12 percent of the PSID sample.
Similarly, the median income in the CAP sample is $37,000, compared with

3n each year of the PSID data, between 70 and 75 percent of households that moved into
an owned home financed the purchase with a mortgage. Because all CAP homeowners relied
on mortgage financing, we limit the PSID sample to the set of movers with a mortgage.

31The family-level weights can be used to approximate a nationally representative sample
for observations at the household level.
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Table 2. Descriptive Comparison of New Homeowners in the CAP and the PSID

PSID
Low
CAP PSID Income
White 0.64 0.84 0.80
Black 0.19 0.08 0.09
Hispanic 0.13 0.04 0.08
Other race/ethnicity 0.04 0.04 0.04
Median income $37,000 $63,000 $39.810
High school degree or less 0.27 0.33 0.41
Some postsecondary 0.46 0.24 0.26
College degree 0.26 0.40 0.22
Age 35.2 398 38.0
Married NA 0.67 0.52
Married/partnered 0.57 NA NA
Divorced/separated/widowed 0.21 0.16 0.26
Never married NA 0.17 0.22
Single 0.23 NA NA
Whether there are children in the household 0.43 0.47 0.44
Median initial home value* $77,000 $152,000 $138,700
Median initial mortgage balance* $73,700 $119,000 $101,100
Median initial LTV* 0.97 0.79 0.80
N 2,199 842 a1

* The initial values for PSID households are recorded at the time of the first interview after the household enters
homeownership. For CAP borrowers, they correspond to loan origination.
NA = not available.

$63,000 in the PSID sample. Comparisons of home values and mortgage bal-
ances reinforce the supposition that CAP households purchase more modest
homes and make smaller down payments.3?

In later analyses, we also compare CAP households with the set of low-
income households in the PSID sample, defined as households with incomes
below the median for the sample. The characteristics of this group are
reported in the last column of table 2. While the income levels of this group
more closely approximate those of CAP households, there are still notable
differences between this sample and the set of CAP households served by
community reinvestment mortgages.

32The timing of data collection may contribute to these gaps, since the figures for CAP
households reflect origination, whereas PSID households self-reported home values and out-
standing mortgage balances at the first interview after home purchase (up to two years later).
However, interview timing alone does not explain the full size of the gaps in home values and
down payment amounts.
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Mobility and tenure choice among low-income and minority
borrowers

Of the 2,199 borrowers, 371 (17%) moved before the third wave of
interviews in 2006. Of this set of movers, 265 (71%) purchased a new home
and 106 (29%) returned to renting. Equivalently, 12.1 percent of all respon-
dents purchased a new home and 4.8 percent returned to renting. To attempt
to benchmark these mobility rates, we compare these frequencies with those
for homeowners in the PSID. Using the PSID sample of new homeowners
described in the previous paragraph, we followed new home buyers through
the 2005 survey and identified any households that purchased a new home
or returned to renting. Of the 842 households that entered homeownership
between 2000 and 2003, 36 percent moved before the 2005 survey; of these,
just under 80 percent purchased a new home.3?

Comparison with the PSID also offers insight into the extent to which
community reinvestment mortgage borrowers exhibit the patterns of home-
ownership exit documented in previous studies.?* Table 3 shows the percent-
age of borrowers who move and who purchase a new home (conditional on
moving). It then displays the joint percentages for moving and owning and
moving and renting. The first column shows these frequencies among house-
holds in the CAP sample. The second displays these figures after exclud-
ing forced movers. The third displays the comparable figures for the PSID
sample, and the fourth shows these frequencies for PSID households whose
incomes are below the median observed for new homeowners in the PSID.%

Several comparisons of the frequencies in table 3 are relevant to the hom-
eownership experiences of low-income and minority borrowers. First, the
relative frequencies for the PSID are consistent with the findings of other
studies that low-income (Reid 2005) and minority (Boehm and Schlottman
2004; Haurin and Rosenthal 2004) households in the PSID are less likely

33To correct for the sample design, we use household weights to adjust all frequencies
to be representative of the larger population. For this reason, we do not present a number of
movers or Owners.

34We construct an updated PSID sample that corresponds to the CAP time period, since
previous studies examine homeownership exit during the 1980s and early 1990s. The updated
PSID sample exhibits patterns similar to those documented by previous studies (e.g., low-
income and minority homeowners are less likely to purchase a new home and more likely to
return to renting).

3In comparing the PSID and CAP samples, we examined multiple subsets of the PSID
data set and multiple constructions of the low-income variable (see footnote 28). The patterns
of mobility and tenure choice are replicated across these alternative samples and definitions of
the income variable.

HOUSING POLICY DEBATE



Mobility and Exit from Homeownership

Table 3. Mobility and Tenure Choice Frequencies by Income and Race/Ethnicity

CAP Sample
Full CAP Excluding PSID
Sample Defaults PSID Low Income
Move (%)
Above median income 19.7 17.9 35.8 39.3
Below median income 14.0 10.3 35.8 33.2
White 19.8 175 35.8 36.6
Black 10.4 5.2 30.0 317
Hispanic 12.9 11.6 48.2 50.4
Own* (%)
Above median income 771 86.1 86.5 70.2
Below median income 63.4 75.9 71.8 7.3
White 72.9 81.3 81.1 722
Black 54.5 905 68.8 46.3
Hispanic 83.3 87.5 68.2 73.0
Move and own (%)
Above median income 15.2 15.4 309 276
Below median income 8.9 7.8 25.7 23.7
White 14.4 14.2 29.0 26.4
Black 5.6 47 20.6 14.7
Hispanic 10.8 10.2 329 36.8
Move and rent (%)
Above median income 45 2.5 48 "7
Below median income 5.1 2.5 101 9.5
White 5.4 3.3 6.8 10.2
Black 47 05 9.4 171
Hispanic 2.2 1.5 15.3 13.6
N 2,199 2,130 842 a0

Note: Frequencies reflect the percentage of CAP households that move, own (conditional on moving), move and

own, and move and rent, respectively.
*Conditional on moving (for the full CAP sample, N = 371).

CAP: N = 782 white; 425 black; and 279 Hispanic. PSID: N = 606 white; 167 black; and 34 Hispanic. These
represent a censored subset of the full data set.
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to purchase a new home and more likely to exit homeownership, although
the gap between low-income and high-income households is smaller than
the one reported between racial/ethnic groups.3® The only exception to this
pattern is that Hispanic homeowners are slightly more likely to purchase a
new home than white households, although this comparison is limited by the
small sample of Hispanic households in the PSID (only 34 of the 841 new
homeowners are Hispanic). Because these patterns may be driven by low
rates of mobility among the highest-income households, we also report the
rates of mobility and exit among PSID households with incomes below the
median for new homeowners. The last column in table 3 shows that the same
basic pattern emerges for this sample of lower-income PSID households.3”

When the figures for the CAP sample are contrasted with the correspond-
ing PSID figures, a more complex picture of the patterns of homeownership
transition among low-income and minority borrowers emerges. Consistent
with the PSID, the percentages of low-income, black, and Hispanic CAP
households that purchase new homes (move and own) are all lower than the
corresponding percentages for either high-income or white households. This
pattern is consistent with the pattern for PSID households and results both
from a lower incidence of mobility among low-income, black, and Hispanic
households and from a lower incidence of ownership among low-income and
black movers.

By contrast, black and Hispanic CAP households are less likely to return
to renting than white households, a finding that directly conflicts with the
patterns observed in the PSID. The mobility and tenure frequencies show
that this finding results entirely from lower mobility among black hom-
eowners and from the combination of lower mobility and higher owner-
ship among Hispanic borrowers. The different populations reflected by the
CAP and PSID samples prevent us from identifying the source of this dif-
ference.?® However, the lower likelihood of a return to renting among black
and Hispanic households in the CAP sample suggests that the low-income

36To compare these figures with the CAP data set, we define high income as above the
median observed in the CAP data set ($37,000) and low-income as below this amount.

37These patterns are robust to multiple constructions of the lower-income sample for the
PSID. We define the low-income indicator variable as whether the household’s income is below
the median observed in the PSID or below the median observed in the CAP sample. We also
limit the sample to households with incomes below the highest income and the third quartile of
incomes observed in the CAP. In each case, low-income and minority households in the PSID
remained less likely to purchase a new home and more likely to return to renting.

38To make sure that the difference is not driven by elderly households leaving homeowner-
ship to return to renting, we excluded households over age 60. The patterns of mobility and
exit are replicated for this sample.
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and minority households reached by community reinvestment mortgages
may have different homeownership experiences than the larger population
of such homeowners. For instance, the higher concentration of predatory
mortgage products among minority borrowers may contribute to the higher
likelihood of a return to renting among PSID households.?* While our ability
to explore this possibility is limited, we can conclude that the low-income
and minority households served by 30-year, fixed-rate community reinvest-
ment mortgages do not exhibit the elevated rates of homeownership exit
documented by Boehm and Schlottman (2004) and our updated figures for
PSID households.

Table 3 shows that these patterns strengthen when forced moves are
removed from the CAP sample. The frequencies for black homeowners are
especially sensitive to distinguishing between voluntary and forced moves.
When forced exits are removed, black households are substantially more
likely than white households to remain homeowners after a move. Among
voluntary movers, black households are also less likely to return to renting.
The difference between these findings and the corresponding comparisons
for the full CAP sample suggests that black households may be more likely
to move because of default or the inability to afford the home, but otherwise
less likely to return to renting.

Estimation results

Estimation of the empirical model reinforces these basic findings, adding
greater depth about the determinants of these differences. Table 4 presents
estimation results for the selection model with respect to mobility and ten-
ure choice. The first model reports estimates for the full CAP sample, and
the second shows results when forced exits are removed. First, results for
the full sample suggest that low-income, black, and Hispanic borrowers are
less likely to move, but no less likely to purchase a new home when they
do move. It should be emphasized that this pattern emerges among the full
sample of CAP borrowers, including those who default or report the inability
to afford the home. Where the percentages in table 3 show that low-income

39A second possibility is that lower home appreciation among black and Hispanic bor-
rowers results in lower mobility, particularly if negative appreciation prevents some house-
holds from pursuing jobs or opportunities in other areas. In documenting appreciation in the
CAP sample, Stegman, Quercia, and Davis (2007) find that white, black, and Hispanic house-
holds in that sample averaged appreciation rates of 4.6 percent, 4.1 percent, and 13.1 percent,
respectively. These figures only partially bear out this second possibility.
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and black households that move transition into a new home less often than
white households, the coefficients on both the income and minority vari-
ables suggest that these effects result entirely from reduced mobility. Neither
effect is significant for the full sample, and the difference between the raw
frequencies and the estimated effects from the multivariate analysis suggests
that separating mobility from tenure choice is necessary to understand the
relationships between race and tenure choice.

This pattern becomes stronger when borrowers reporting forced moves
are removed from the sample. Low-income and black homeowners are sig-
nificantly less likely to move than white homeowners, and black households
are significantly more likely to own when they do move. A third observation
from the selection model is that several of the estimated effects are sensitive
to the exclusion of forced exits. The coefficients and #-statistics on the indica-
tor variable for black households increase substantially in both the mobility
and tenure choice equations. The effect of credit scores on tenure choice
is equally sensitive. Where credit score significantly predicts tenure choice
among the full sample, this effect disappears when forced exits are removed,
suggesting that credit score acts mainly to predict default. The credit score
effect, when combined with the robustness of the effect of the job change
variable, offers some evidence of the two different pathways by which house-
holds return to renting. While one group of households returns to renting
because of default or the inability to afford the home, the second does so to
adjust to changing family and employment needs. The sensitivity of the His-
panic and black household indicator variables to the exclusion of forced exit
offers some evidence to reinforce the importance of distinguishing between
voluntary and forced exits.

Several of the covariates of the selection model also merit attention, par-
ticularly for the differences between the predictors of mobility and tenure
choice.*® Age is negatively associated with mobility, but not significantly
associated with tenure choice. This result may be due to the relatively small
number of CAP movers. However, it may also suggest that age does not inde-
pendently affect tenure choice once homeownership is initially achieved.*!
The presence of children and the updated LTV are both negatively associ-

40 In specifying the model, we tested several specifications of the age variable, none of
which improved on the basic inclusion of the variable.

#1A third possibility is that the exclusion of higher-wealth households from the CAP sam-
ple removes a set of older households that exclusively make own-to-own transitions. In this
way, younger CAP households that move may have the same levels of wealth as older movers,
lessening the effect of age on tenure choice.
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ated with mobility. Conversely, adding a household member and changing
jobs increase the likelihood of moving. In the tenure choice equation, being
married/partnered and getting married/partnered increase the likelihood of
owning, while low credit scores, unemployment, and job change decrease the
likelihood.

Beyond the static and dynamic household characteristics, location of the
CAP house also determines mobility. Borrowers in higher-income neighbor-
hoods are more likely to move, although this effect is partially moderated by
the interaction of neighborhood income with the neighborhood homeowner-
ship rate. More precisely, borrowers in higher-income neighborhoods with
lower homeownership rates are most likely to move.

When combined with the predictive power of age, household growth, and
job change, the location effect suggests that much of the observed upward
mobility occurs as young households move from starter homes into more
stable neighborhoods. This image is consistent with the general pattern of
positive progress up the housing ladder over the life cycle. If low-income
and minority households are less likely to receive assistance in making a
down payment and therefore enter homeownership at a later age, the lower
likelihood of mobility among these groups may result only from differences
in life-cycle stages. In this sample of community reinvestment borrowers,
the average age of white homeowners is 34, compared with 36 and 40 for
Hispanic and black homeowners, respectively. The relatively small number
of CAP movers limits our ability to empirically measure the contribution of
age to observed differences in mobility. However, our findings suggest that
differences in the age of homeownership entry by race/ethnicity and income
level may be important to understanding mobility patterns. To the extent
that age affects mobility rates, these differences may also have implications
for the economic benefits captured by households entering homeownership
at different stages of the life cycle.

Table 5 presents results from the MNL model in which the outcome
measures are specified as the purchase of a new home (move and own) and
the return to renting (move and rent). These outcomes are analogous to the
transitions out of homeownership used in previous studies. Table 5 presents
the results for this model first for the full sample and then for the sample that
excludes forced exits.

Table 5 shows that the effect of mobility dominates the coefficients for
low-income and minority homeowners. The first model shows that income
significantly predicts whether a household purchases a new home, with the
indicator variable for black households nearing significance. These results
strengthen when forced exits are removed, with low-income and black
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households significantly less likely to purchase a new home. These find-

ings have two implications for the existing literature on the transition out of

homeownership.

1. Lower mobility among low-income and minority households dominates
the findings in the homeownership transitions model, obscuring the
results with respect to the tenure decision. This finding reinforces our
earlier concerns over the specification of new home purchase and the
return to renting as the outcome for multivariate analysis.

2. The patterns of homeownership exit among CAP households differ from
those documented for the larger population of homeowners. The results
of the MNL model show that low-income and minority households are
no more likely to return to renting than other households. In fact, black
households are significantly less likely to return to renting once forced
exits are removed. The coefficients on the income and minority variables
in other equations are consistent with the lower likelihood of a return
to renting among low-income and minority households, although the
effects do not reach significance.

The results from the selection model suggest that the negative coeffi-
cients result entirely from reduced mobility among these groups. Both the
lower frequencies in table 3 and the negative coefficients on the low-income
and minority variables directly contradict the patterns found among PSID
households (Boehm and Schlottman 2004; Haurin and Rosenthal 2004; Reid
2005). Unfortunately, we cannot say much about the drivers of these differ-
ences, other than that they likely result from differences between the CAP
sample of community reinvestment loans and the larger population of hom-
eowners reflected by the PSID sample. The lack of information in the PSID
on mortgage default and the mortgage product itself prevents us from further
examining the possibility of heterogeneous experiences among low-income
and minority homeowners.

Conclusion

This study analyzed the transitions out of homeownership among a sam-
ple of community reinvestment mortgage borrowers, focusing on the relative
experiences of low-income and minority borrowers. Several recent studies
have indicated the importance of assessing the relative ability of low-income
and minority homeowners to sustain homeownership once it is achieved,
showing that these households are more likely to exit homeownership and
return to renting (Boehm and Schlottman 2004; Haurin and Rosenthal 2004;
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Reid 2005). Our study offers evidence that these patterns are not consistent
across all mortgage types. Specifically, the analysis shows that low-income
and minority households with community reinvestment mortgage products
are no more likely than other households to exit homeownership and return
to renting.

Moreover, multivariate analyses confirm that low-income and minority
borrowers are less likely than high-income and white borrowers to move
and are no less likely to purchase a new home when they do move. These
patterns directly conflict with those documented for the larger population of
homeowners, suggesting that the relative frequencies of homeownership exit
may differ across different types of mortgage products.

These results raise important questions about the factors driving the
adverse experiences of low-income and minority borrowers in the larger pop-
ulation. Is homeownership exit concentrated among borrowers with high-
priced mortgages? To what extent do the increased levels of default associated
with subprime lending contribute to these patterns? Further research should
examine the consistency of these patterns across different types of mortgage
products to document the economic consequences of homeownership exit.
The CAP data set limits our ability to fully explore the potential sources of
sustained homeownership among CAP borrowers, and we must emphasize
that these differences may come from multiple sources. For instance, the low-
income and minority households in the CAP sample entered homeownership
at later stages of life and were less likely to report changing jobs.*> Conversely,
these households may perceive larger obstacles to reentering homeownership
and therefore be more wary of a return to renting. Future analyses should
explore both types of potential influences.*3

The current movement toward segmentation of the mortgage market
and differentiation of mortgage products and terms makes evaluation of dif-
ferent types of products complex. The lack of widely available public data
on mortgage prices and loan outcomes further limits the ability of outside
analysts to answer important questions about the value of different types

“The findings reported are robust to alternative specifications of the age variable.

43Black households in the CAP sample experience lower appreciation than white house-
holds do (Stegman, Quercia, and Davis (2007). However, table 1 shows that low-income and
minority households hold lower LTVs than high-income and white households, thus indicat-
ing greater relative equity stores. Given these characteristics, the lower credit scores observed
among low-income and minority borrowers may offer the most plausible constraint to reenter-
ing homeownership.
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of products in expanding homeownership and creating wealth among low-
income and minority populations. Nevertheless, the rates of homeownership
exit associated with the CAP and PSID samples suggest that the economic
benefits of homeownership differ widely both across individual homeown-
ers and between groups of homeowners and that community reinvestment
lending can be done in a way that creates sustained homeownership among
low-income and minority buyers. Expanded data reporting and analysis are
needed to better understand the implications of recent changes in the mort-
gage market for the ability of federal policy tools to extend the full benefits
of homeownership to traditionally underserved populations.

Appendix

Comparison of CAP borrowers with Federal Housing Administration
(FHA) and Fannie Mae or Freddie Mac

The description of the CAP data set offers insight into the population
of community reinvestment mortgages. We also supplement this description
here with a comparison to the set of FHA loans and the set of loans pur-
chased by Fannie Mae and Freddie Mac in 2000. In general, the CAP sample
includes a higher proportion of loans to low-income and black homeowners
and loans in low-income and minority neighborhoods. Table A.1 compares
CAP mortgages with FHA mortgages and government-sponsored enterprise
(GSE) purchases with respect to both borrower and neighborhood character-
istics (U.S. Department of Housing and Urban Development [HUD], Office
of Policy Development and Research 2002).#* Comparing the percentages in
table 6 suggests that the CAP portfolio is most comparable to the population
served by FHA loans. Almost 60 percent of CAP borrowers have incomes
that are less than or equal to 80 percent of the area median, compared with
almost 50 percent of FHA loans and 26 percent of GSE loans. The CAP
portfolio also includes a larger percentage of black borrowers and borrowers
in each type of targeted neighborhood. The CAP portfolio lags FHA in the
share of loans to Hispanic and minority borrowers, but this difference likely
results from relatively less CAP purchasing from lenders in the West.

4The figures for GSE and FHA loans are reported by HUD (2002) for 2000.
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Table A.1 Comparison of CAP with FHA and GSE Home Purchase Loans

Fannie Mae/
CAP Freddie Mac FHA
Percentage of Percentage of Percentage of
Loans Loans Loans
Borrowers
Low income? 59.7 259 48.7
Black 19.3 42 15.5
Hispanic 12.7 7.3 20.7
Minority® 35.6 18.9 40.2
Tract
Low income 43.7 9.4 19.2
High minority 38.9 14.1 26.5
High black 22.9 3.7 9.4

Note: The figures for FHA loan originations are derived from Home Mortgage Disclosure Act data and reported
by HUD for 2000. The corresponding figures for Fannie Mae and Freddie Mac reflect loans purchased in 2000 as
given in loan-level data reported by the GSEs to HUD (HUD 2002).

2We adopt the definitions of low-income and minority borrowers and tracts used in HUD (2002). Each cell reports
the percentage of a sector’s originations/purchases accounted for by the borrower or tract characteristics.

b Minority is defined to include all borrowers reporting black, Hispanic, and other nonwhite race or ethnicity.
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