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Habitat homeowners Norma and Reyes Ornelas, and their sons Agustin, 18, and Adrian,11, in front of their house in the Santa Fe, N.M., Habitat development Casas del Corazon II.
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Mike and Gladys Murphy have made a home for their daugh-

ters — Mikayla, Analiese and Kristiana — in the borough of
Queens, N.Y.

The stability of homeowners can also stabilize
the surrounding neighborhood, providing positive
benefits to more than just one homeowner.

esearch studies show that homeowner benefits

Rir'l‘clude wealth accumulation, improved safety
d security for homeowner families and their

neighborhoods, improved health for homeowners and
their children, improved performance in education
among homeowners’ children, better behavior and
increased work productivity, as well as enhanced civic
and political participation among homeowners. In
addition, these research findings have been reinforced
by the success of organizations like Habitat for
Humanity. Homeownership success for low-income

families depends on targeting families that have a
level of household income, wealth and job stability
that makes a family able to meet mortgage payments
and pay for repairs and maintenance to their homes
over the medium and long term.

Habitat for Humanity’s homeownership model targets
households that make 30 percent to 60 percent of area
median income (AMI) for its subsidized homeownership
programs. While families with incomes below 30 percent
of AMI may not be suited for homeownership, most
experts believe that households making above this
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level can succeed, given well-designed support like pre- and post-purchase financial
counseling. For households in these income groups, the benefits of homeownership
are likely to include, at a minimum, greater levels of residential satisfaction, higher
levels of civic and political participation, and increased stability.”

A. Financial stability/wealth accumulation

The question of whether and to what extent homeownership generates wealth

for low-income households is critical given the central role that investment in
homeownership plays in the financial portfolio of many low-income households.
Several existing studies suggest that homeownership can be an important means

of wealth accumulation for low-income households. A study by the Department of
Housing and Urban Development (HUD) based on data from 1990 and 2000 found
non-housing wealth accumulation for lower-income families is at best minor and,
for minority families, is often negative. In fact, housing wealth may be the only way
some low-income households are accumulating wealth.*
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Although homeownership does not guarantee wealth accumulation, household
wealth appears to be positively affected by homeownership. According to a HUD
study, low-income and minority households experience significant increases in
wealth through homeownership.*® Most low-income homeowners do build wealth
through homeownership;* low-income homeowners actually fared better than
higher income groups from house price appreciation in the late 1990s and the first
few years of the new millennium.*® Whether these gains have held true in recent
years, as more borrowers have shifted to higher-cost, variable mortgages and as housing
and labor markets fell, is not yet clear.

Equity provides homeowners with financial stability in the event of a family
emergency, with leverage for other financial goals and protects a family from economic
hardship.** Households that do not have reserve assets, like home equity, are more
vulnerable to high-cost debt and more likely to need to rely on public support.*®> Over the
long term, the lack of financial assets, like equity, can undermine a family’s opportunities
for economic and social mobility, education and retirement.*



While homeownership is not for every family at
every stage in life, homeownership can offer substantial
financial benefits over renting. Homeownership insulates
a household’s risk against inflation in the rental market.
This advantage was very relevant during the housing
market boom of the last two decades, when renters in
most parts of the country faced a tight supply of rental
properties and increasing rent. Housing costs for low-
income renters, as a percentage of household income, are
often equal to, or higher than, those paid by homeowners,
and do not have the financial benefit of creating home
equity.”” While alternative investments could potentially
offer low-income households a better return on
investment than homeownership,® many; if not most,
low-income renter households lack the income — after
paying housing costs — to make any investments.”

Wealth accumulation through homeownership may
occur through several ways,* including saving for the
initial down payment, the appreciation of home value
and the repayment of the mortgage, which allows the
homeowner to accumulate equity in the house over
time and establish a strong credit history.

However, the most important financial impact of
homeownership may be the accumulation of wealth
across generations.” Research shows that children of
homeowners are more likely to become homeowners
themselves, and at a younger age, than are children
of parents who did not own homes.”> Buying a home
at a younger age increases the probability that an
investment will result in wealth accumulation over
time.*
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Jeremie Whiting, 14, relaxes in the living room of his family’s new Habitat house in Las Vegas, Nev. His mother, Jennifer, is a case worker at Shade Tree, a shelter for homeless and abused women and
children.

Forced savings

Forced savings are a significant potential benefit of
homeownership and help to offset other financial
losses and risks associated with homeownership.
Unlike renters, homeowners may accumulate “forced
savings” through mortgage payments and incremental
investments in their house.* Instead of making rental
payments to a landlord, most homeowners make
monthly payments on their mortgage over a course

of 15 to 30 years. Over time, some percentage of

this monthly payment goes to principal on the loan
resulting in a gradual accumulation of wealth that is
not accessible to renters. For low-income homeowners
working with programs like Habitat for Humanity that
charge no or very low interest, the entire payment or
nearly the entire monthly payment, after taxes and

house insurance, is put toward the principal. A 2008
study by the University of Southern Indiana reported
that Habitat partner families felt increased confidence
in their own financial security after owning a Habitat
home. Overall, families in the study reported that
after owning a Habitat house they could now cover
a large, unexpected bill or assist a relative who was
having financial problems. These homeowners also
recognized the importance of saving for the future.*
By taking equity out of their houses to fund
consumer and other expenses, e.g. through home
equity loans and refinancing, many households
in recent years may have undermined the wealth
accumulation benefit of homeownership.*® While the
option of easy and inexpensive refinancing over the
past decade may have benefited some households, by

allowing them to withdraw equity from their home to
pay for emergency health costs, children’s education
costs or similar expenses, it also meant less “forced
savings” through homeownership. Post-purchase
homeownership counseling can be an important
component of low-income homeownership. This
counseling allows families that have access to new
financial assets through homeownership to manage
those assets in a beneficial way.

Leveraging equity through homeownership
One of the primary attractions of homeownership as
an investment is the possibility of leveraging equity.*
When a family buys a house using traditional mortgage
financing, it contributes a relatively small amount of
the total sale price of the house into an actual equity



investment, the down payment. Over time, equity
accrues in small increments through whatever portion
of the mortgage payment is attributed to principal.
The attraction of leveraging is, assuming that the value
of the house continues to rise, the homeowner will
realize exponential gains in wealth relative to the small
amount of equity invested in the house.

The corresponding risk of the leveraging effect is that
even a very small loss in housing values can damage a
family’s equity investment. If the family considers the
house its homestead and plans to hold on to it for 10,

20 or 30 years, this short-term loss may not be of great
consequence. However, if the family needs to sell its house
in order to move, withdraw some of the equity in its house
for an emergency, or if a homeowner becomes unable to
make monthly mortgage payments because of a drop in

household income or wealth levels, the family may not be
able to leverage the equity investment. Understanding the
equity investment and how equity can change over time
is an important part of pre- and post-purchase financial
counseling for any income.

Increased wealth through repairs and
maintenance

Higher levels of maintenance and repair among
homeowners bring several benefits, including financial
gain through increased equity and psychological gain
through a sense of accomplishment and control over a
family’s living space. In addition, this higher level of home
maintenance can enhance living environments* and have
a positive impact on the neighborhood and community
through higher home values, aesthetic appearances, and
even reduced crime.*’
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New homeowner Luis Saenz in his family’s nearly-completed Habitat home in Don Pedro Padillo in New Mexico.

Homeowners have a financial incentive to improve
the equity value of their home over time. As a result,
homeowners tend to invest more in maintenance and
repairs on their homes than do renters. Because of the
leveraging effect discussed above, even a small increase in
the house value can result in a large return on investment
for the homeowner at the time of sale, while a small
decrease in house value can result in a negative return

on investment at sale. Furthermore, homeowners can
bequeath their ownership rights to heirs, which may prove
an incentive to maintain and improve the physical status
of the house over time. Homeowners also benefit directly
from repairs and improvements made to their homes.
Homeownership counseling can make the responsibility
of maintaining and repairing their homes less onerous
to low-income families. First-time home buyers do not

always know the wisdom of investing in an adequate level
of repairs and maintenance. This can cause expenses to
snowball in the future and detract from the homeowner’s
ability to benefit from appreciation in house value over
the medium to long term.* Pre- and post-purchase
counseling and information can help prepare first-time
homeowners for the responsibility of homeownership.



B. Safety and neighborhood stability
Homeownership can have a positive effect on

personal and neighborhood stability, safety and security.
Homeowners are much more stable geographically than
renters,” in part because of the higher level of transaction
costs required for homeowners to move. These costs
include realtor fees, financing fees and potential losses

in equity. Homeowner stability can have positive social
effects, including greater civic participation, increased
social networks and gains in education and child welfare.
The stability of homeowners can also stabilize the
surrounding neighborhood, providing positive benefits to
more than just one homeowner. Neighborhoods where
homeowners have a shared interest in improving their
environment show reduced levels of crime over time. *

Neighborhood home values

Several studies have documented that well-implemented
affordable housing developments tend to improve

the value of nearby homes.” While homeownership
alone may not reverse a neighborhoods decline, it can

be an important component, even a cornerstone of
revitalization.* A positive link between homeownership
and neighborhood property values exists.*® This increase
in home value is related in part to the greater care

that homeowners generally take of their houses and
property. Owners take better care of their properties. As
a result, communities with high homeownership rates
are often more attractive than neighborhoods with few
homeowners. In addition, the value of nearby properties
often increases as homes in a neighborhood switch

from rental units to owner-occupied housing.*® When
investments in infrastructure and services accompany low-
income homeownership programs, the benefits for the
neighborhood are even more likely to accrue.”
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Broader economic benefit

Fostering access to homeownership among low-income
households may provide broader economic benefits

as well. Increased home building and homeownership
can result in more spending on home-related products.
Homeowners also have the opportunity to leverage
their housing assets for credit. Increased homebuilding
and homeownership can also expand the base for local
property tax revenues, which can then be invested in
improvements to local infrastructure and services.

As the authors of a 2006 report by the Joint Center
for Housing Studies (Harvard University) noted,
“owner-occupied housing also has a beneficial effect on
the local economy by increasing consumer spending,
providing tax revenues and fees, and growing businesses
and jobs. Building and rehabilitating homes requires
additional employees, goods, and services from the
general economy.”*
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C. Health
An additional benefit of homeownership is improved
physical and mental health. When a family’s housing
is improved through homeownership, improved
physical health often follows.”® Well-constructed and
well-maintained affordable housing can reduce health
problems by reducing exposure to lead paint, asbestos and
allergens which can lead to asthma and other respiratory
illnesses.®

In addition, the psychological benefits of
homeownership, such as improved self-esteem, may
lead to physiological benefits as well. Many researchers
have pointed to a correlation between homeownership
and increased psychological health, improved
self-esteem and general sense of well-being.®!
Improvements in parents’ self-esteem, fostered by
homeownership, may provide important benefits to
children as well.®> While the scientific research is still

in early stages, homeownership is associated with
lower levels of problem behavior among children,
which could indicate a greater level of mental and
emotional stability among both parents and children
and in improved health outcomes.

Home equity can also provide emergency funds in the
event of a health crisis. While money paid into a house is
often difficult to withdraw without considerable time and
expense, by paying down principal over time, homeowners
have an asset upon which to draw in hard times. A family
may be able to afford to pay emergency or ongoing medical
bills by taking out a loan using home equity as collateral.

There is also a relationship between homeownership
and increased levels of life satisfaction and being happy
with where one lives.®® For example, a 2005 study in eight
European countries tested the housing satisfaction levels of
renters versus homeowners and found that, independent
of other variables, satisfaction levels were higher for
homeowners.** Homeowners may realize higher
satisfaction levels for at least four reasons.®®

o First, buying a home may be an important life goal,

or even a rite of passage, for many people in the
United States.

o Second, homeowners may feel personal
empowerment in maintaining and/or improving
their homes.

« Third, homeowners are better able to customize
their housing environment to their own needs,
resulting in greater satisfaction with their homes.

o Fourth, homeowners may feel satisfaction from their
homes as investments because of equity cumulation
and home value appreciation.



D. Improved education outcomes, behavioral
changes and increased work productivity
Homeownership can lead to improvements in
children’s education, behavior and future work
productivity. One reason that homeownership is good
for children is because it often leads to a better physical
home environment, which in turn leads to improvement
in physical and mental health as well as safety and stability.
Homeowners invest more in improvements, maintenance
and repairs than renters and may create a better
psychological home environment for children because
homeowners gain esteem and satisfaction in their homes.*
Better physical and mental health means children are able
to attend school more regularly and have more energy for
school work. A safer and more stable living environment
means that children have more favorable conditions for
school and work achievement.

Increased residential stability that comes with
homeownership means that families that stay in one place
for longer are able to develop important social capital that
benefits their children. For example, increased stability
means less frequent school changes for children, possibly
more investment in local schools by homeowner families
and longer-term relationships with neighbors and others
who may be able to help support and watch out for
children.”

Another reason is that children of homeowner families
gain skills from observing, and sometimes helping,
their parents take care of the physical and financial
responsibilities associated with homeownership, such as
repairs, maintenance and financing transactions.

While some researchers note that factors like
neighborhood social conditions and family asset levels
or security, mobility or neighborhood choice, have not
been adequately distinguished from homeownership itself
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How one Habitat for Humanity affiliate
partners with families

From “The Journey Home,” a publication of the Greater Greensboro (N.C.) Habitat for Humanity, Summer 2009.

Homeowner recruitment and training

The journey begins for a potential homeowner

with the recruitment, application and qualification
process. Out of every 10 applications received, Greater

Greensboro Habitat ultimately qualifies just one
homeowner. The number one reason homeowners

fail to qualify is overwhelming debt and credit issues.
Once qualified, a family works with the Family
Services training and education team for six to 18
months. Habitat spends $20,000 a year alone in
specialized training courses for homeowners including
classes in financial management and budgeting,

home and yard maintenance, legal issues around
home ownership, community building and conflict
resolution.

Additionally, Habitat’s certified housing counselor,
program staff and volunteers walk alongside the
homeowners every step of the way ensuring that on
that great day when the walls go up on their own
house, the homeowners are ready for those exciting
steps in their journey.

Construction

While the homeowner in process is logging sweat-equity
hours in training and building other people’s homes, the
Construction and Land Development department is
working to prepare a lot for their home.

Purchasing, clearing, grading and preparing a single
lot for building can take three months. Developing a
subdivision can take up to two years.

Once construction on the house begins, the family and
volunteers together will log 2,000 more hours working
alongside the construction staff in the intensive hands-on
construction phase. It typically takes 15 to 20 weeks to go
from foundation to dedication — including raising walls,
trusses, laying shingles, siding, putting in drywall, painting,
trim work, cabinetry and all the details — until at last it’s
time to hand over the keys. Habitat dedication days are
jubilant events — family, friends, volunteers, clergy, staff
— all who have had a hand in the journey come out to give
thanks for the blessing of the journey together and to bless

the house and the family’s life there. For many, this seems
like the journey’s end, but, like vows at the altar, this is just
the beginning of the transformation. In Greensboro, it
costs $112,500 to build the house and travel with the family
to this milestone.

Life of the loan

Once the house is completed, the longest leg of the
journey begins — a 20-30 year marathon with Greater
Greensboro Habitat’s 0 percent financing program.

-




SOURCES OF FUNDING

PRICES FROM THE GREATER
GREENSBORO HABITAT

Training classes for a homeowner $350

Annual servicing for one 0% loan $650

Land, labor & materials for a house | $112,500
The journey home priceless

HOUSE COST

Land acquisition and development $18,000

Construction materials and subcontracted
professional labor (electricians, plumbers,
etc.) $54,400

52,400
Warehouse, tools, equipment $7,500

Construction supervision, family selection

and training, volunteer coordination $20,000

Construction, general administration and

management $10,200
Total House Cost | $112,500




An adobe house inTaos, N.M., built with Habitat for Humanity in 2006.

.-.‘ _-f y . ‘,_.- '_ .'*u' -‘ _‘!1.‘:‘:*-.'& ‘-H'
M o eV At L

STEFFAN HACKER




e

Jozette Boyd moved into a three-bedroom house in 2007, with her sons Gavin 5, above, and Kaleb, 7. She built the home with
Greater Fairbanks Area Habitat for Humanity in Alaska.

as causing positive impacts on children,®® the majority
of research shows the link between homeownership and
improvements in education and children’s behavior.
According to a study tracking the effects of
homeownership on children’s educational achievements
over time, parental homeownership caused children’s
math scores and reading scores to rise and behavioral
problems to decrease.” These improvements helped to
predict future school achievement and future earnings.
This study also found that gains in educational
achievement accumulated over time; the longer a child’s
parents owned their home, the more likely the child’s
educational and behavioral performances improved.”

Another study found a significant correlation
between parental homeownership and the probability
that their children will graduate from college.” Yet
another study found that children of homeowners were
more likely to remain in school until the age of 17 and
were less likely to become teenage mothers,” with both
of these effects more pronounced for children of low-
income households.”

Together this research builds a strong case for the
positive and valuable impact low-income homeownership
has on children.
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E. Civic and political participation

Research also consistently supports a causal link
between homeownership and increased participation
in voluntary organizations and local political activity.”*
Indeed, a 2008 study by the University of Southern
Indiana on Habitat for Humanity Evansville noted
that families were more involved with neighborhood
activities, attended church more regularly, and took
pride in their neighborhood now that they own a
Habitat home.”

The results of a seminal study in 1999 suggested
that homeownership causes increased investment
in social capital.” The authors found that much of
this increase derived from higher levels of residential
stability,”” which in turn allowed homeowners to reap
long-term benefits from investments in social capital.”®
Specifically, homeowners were 10 percent more
likely to know the name of their U.S. congressional
representative than were renters and 15 percent more
likely to vote in local elections.”

Research indicates that homeownership provides
social benefits in the form of greater property
maintenance and neighborhood conditions, more
successful children, and better civic behavior.** Many
of these positives probably derive from increased
residential stability; the longer a family stays in a
neighborhood the more likely it is to participate in civic
activities.®



