The Benefits of Homeownership

Prepared by the National Association of Home Builders
Housing Policy Department

The Benefits of Homeownership to Individuals and Households

Homeownership offers a wide range of benefits to individuals and households.” These include increased
wealth accumulation, improved labor market outcomes, better mental and physical health, increased
financial and physical health for seniors, reduced rates of divorce, and improved school performance and
development of children. These beneficial financial and social outcomes are due to the stability offered by
homeownership, as well as the incentives created by the process and responsibilities of becoming and
remaining a homeowner.

Homeownership differs from renting with respect to two fundamental characteristics. Homeownership
confers upon an individual or household a set of property rights for a dwelling. A homeowner thus possesses
a financial stake, and a corresponding responsibility, in the status of the dwelling and its surroundings.
Distinguishing homeownership from other forms of investment, this financial claim is defined by its fixed
geographic location. Hence, a component of the financial responsibility associated with homeownership is a
concern for a home’s neighborhood. Moreover, for many homebuyers, the purchase of a home requires
mortgage financing. Thus, unlike renters, homeowners with outstanding debt possess a long-term financial
obligation that itself alters social and economic behaviors.

An important motivating factor in the pursuit of homeownership is the investment opportunity it offers for
many families. Equity in a home constitutes a substantial proportion of a typical American family’s wealth.
Recent research indicates that equity in owner-occupied housing equals 44% of the net worth of white
households and 61% for both African American and Hispanic households.? The return on after-tax equity for
housing is attractive relative to other investments. Burbidge (2000) indicates the capital gain for housing for
relatively low-wealth households, who muster a small downpayment, is higher as measured as return to
equity invested.® Furthermore, investment in housing serves to diversify a household’s total investment
portfolio.” Homeownership also shields households from the risk of large increases in rental prices.”

Preparing for and obtaining homeownership also offers significant advantages for the savings behavior of
households. In general, economic theory suggests that young households are poor savers. However, the
act of buying a home encourages a young household to save to pay for a downpayment on a home and
other relocation costs.® Haurin et al. (1996) indicate that households preparing to purchase a home increase
their labor supply, thereby increasing household income.’

In addition to increasing labor force participation, homeownership appears to have other positive effects on
job market outcomes. Studies of homeowning households reveal a higher level of job market participation by
women, including mothers.® Coulson and Fisher (2002) indicate that homeowners are less likely to become
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unemployed.® Goss and Philips (1997) note that homeownership reduces the duration of unemployment
because of the need to pay a mortgage and the available resources offered by housing equity to conduct an
efficient job search.®® Improved job market success also furthers a virtuous cycle with respect to household
wealth accumulation.

Research in the social sciences and medical field has often noted the benefits offered by homeownership
with respect to the mental and physical health of household members. Numerous studies find that
homeowners have better health and greater life expectancy than renters.”* Homeowners tend to better
maintain their dwellings, and this effect may be responsible for the observed benefit on physical health.*? As
noted earlier, homeowners are more likely to reside in an area over a longer period of time, thereby
increasing the knowledge of health services, particularI%/ in neighborhoods of homeowners, in which case
health services provision is found to be more effective.”> Homeowners are also more likely to have greater
resources, in terms of housing equity, to draw upon in times of medical need.**

Rossi and Weber (1996) report that homeownership has a positive effect on emotional and mental health.
For example, the experience of owning a home has an effect on the perception that an individual possesses
about self, home, and community. Consequently, purchasing a home produces for the homeowner higher
levels of confidence and self-esteem. > Confirming this finding, other studies have found that homeowners
report higher levels of life satisfaction.®

Homeownership provides significant advantages for seniors. As noted earlier, a significant proportion of a
household’s wealth is in the form of equity of owner-occupied housing. This wealth provides significant
advantages in retirement. Mayer and Simons (1994) indicate that equity in the home and the use of a
reverse mortgage could increase liquidity for senior households by as much as 200%."" Green and Ondrich
(1990) note that homeowning seniors are less likely to require long-term care in a nursing home, and if
needed, are more likely to exit such facilities.™®

Homeownership improves the strength of families by reducing the probability of divorce.*® Bracher et al.
(1993) attribute this positive effect to the financial and residential stability offered by homeownership.20 This
effect may also be related to the increased life satisfaction reported by homeowners, as noted earlier.

Among the social benefits of homeownership, the impact on a household'’s children is potentially the most far
reaching. The set of impacts favorably affected by homeownership includes health, school performance,
graduation rates, probability of teen pregnancy and other behavior measures.?" In addition to a reduced
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probability of divorce, social scientists have suggested several reasons why homeownership status for a
household improves this set of outcomes for children. First, becoming a homeowner requires skills and
characteristics that are useful for parenting. ** Other skills, such as financial sophistication and job market
success, become observed behavior and are passed to children. Homeowners tend to reside in a location
for a longer period of time, and this stability helps parents monitor and mentor children. Finally, as
stakeholders in the community, homeowners are concerned with their property values, and this incentive
leads homeowners to be concerned with the activities of their own children, their peers, and those institutions
responsible for children’s development and growth.?

Social Benefits to the Community

Because homeowners have a significant stake in their neighborhoods, they tend to behave in ways that
generate social benefits for the communities they live in. The social science research literature detailing the
impacts of homeownership includes studies from the social sciences, medicine, psychology, and other fields.
Overall, economists, sociologists and other social scientists have found significant, positive homeownership-
related impacts on a large set of outcomes associated with households and communities.**

Their stakeholder status encourages homeowners to take an active role in bettering their environment.
Research in the social science indicates that homeowners are more likely to maintain and improve their
homes and be involved in local social and political organizations and activities. As a result, communities with
large numbers of homeowners possess increased public amenities, reduced crime and greater
environmental awareness.

It has long been argued that owner-occupiers of housing maintain their dwellings better than renters.*®
Henderson and loannides (1983) cite the rental externality as being responsible for this effect.?® Owners
have a vested stake in both the living environment of their property, as well as the potential resale value.
Renters in general do not share the resale concern. Consequently, homeowners are more likely to maintain
and im7prove the structure of their home and the landscaping and other associated characteristics of the lot
itself.”” As a result, neighborhoods of homeowners tend to be better maintained, leading to more attractive
and safer properties.

To the benefit of their neighborhoods, homeowning households are more socially involved in community
affairs than their renting counterparts. This is due to both the fact that homeowners expect to remain in the
community for a longer period of time and that homeowners have an ownership stake in the neighborhood.
Dipasquale and Glaeser (1999) find that homeownership has a positive impact on the provision of a variety
of types of social capital including membership in non-professional organizations, knowledge of local
officials, 2\goting in local elections, involvement with community problems, church attendance and home
security.

Other studies have confirmed this positive impact of homeownership on social outcomes and political
involvement. One consistent finding concerning homeownership is that homeowners tend to vote more than
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renters. Drier (1994) finds that the homeowner voter participation rate is 69%, while corresponding rate for
renters is 44%.?° Blum and Kingston (1984) report that homeowners are more likely to participate in
voluntary organizations and interact in informal social networks.*® In later work, Kingston and his coauthors
find that homeowners are more likely to vote in presidential elections.**

Homeowners are more involved in community activism and local affairs than renting households. *
Furthermore, homeowners are also more likely to voice dissatisfaction to local government and political
agencies. Perkins et al. (1996) demonstrate that homeowners are more likely to be involved in grassroots
community organizations.33 Homeowners are likely to be sensitive to local activities that generate negative
externalities or spillover costs. Indeed, these households are more likely to participate in political activity to
prevent the location of such nuisance activities in their communities. Consistent with this result, Mansfield et
al. (2001) find that homeownership leads to increased land use controls to prevent negative externalities.®*

Concern with community quality is clearly linked to environmental awareness. Few studies of the impact of
homeownership on this issue exist, although given both the reduced mobility and financial stake that
homeowners possess, it is reasonable to expect that homeowners have a greater interest in the
environmental quality of their residential neighborhoods. For example, Mainieri et al. (1997) report that
homeowners are more likely than their renting neighbors to recycle. Moreover, the authors also argue that
homeowners are more likely to be knowledgeable about local environmental concerns.

Social involvement or the production of social capital involves a wide set of activities including religious
attendance, informal social networks and local volunteer organizations. These institutions perform many
social roles that government cannot or is not willing to perform. Homeowners constitute the primary source
of support for such organizations. They are more likely to belong to a church or community organization.*
Homeowners are more likely to be involved in community or neighborhood block associations, often known
as homeowners associations. In a sociological study, Fischer (1982) finds that homeowners are friendlier
and more socially communicative with their neighbors than renters, and thus more likely to participate in
collective causes.*®® In a similar vein, Glaeser and Sacerdote (2000) find that residents of smaller dwellings
are more socially and politically involved in their communities than inhabitants of large residential
complexes.37 Although not an impact of homeownership per se, the authors note a high correlation between
single-family dwellings and homeownership.

Another social impact of homeownership is the likelihood of suffering from crime. A review of the research
concerning the determinants crime reveals that homeownership status for a household or individual reduces
their likelihood of suffering a loss from criminal activity. For example, Alba et al. (1994) examine the
incidence of property and violent crime in the suburbs of the metropolitan area of New York City.*® Among
their findings, the authors report that homeownership status significantly reduces a household’s incidence of
crime. Indeed, homeownership proves to be the second most powerful variable, income being the first, for
explaining the incidence of crime. In another study, Glaeser and Sacerdote (1999) examine city crime rates
using FBI data.* Their analysis indicates that homeowners have significantly less risk of being subject to a
violent assault.
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Homeownership also has positive impacts on communities in distress. South and Crowder (1997) report that
homeowners are significantly less likely to relocate away from a distressed neighborhood.*® Given the
benefits to a community produced by stakeholding homeowners, this reduction in mobility improves the
prospects for the community’s ultimate recovery and growth.

Many of the impacts associated with homeownership implicitly describe social positive externalities or
spillover benefits for the neighborhood of the homeowner. Homeownership is thus an important factor in the
research concerning neighborhood effects.** It well established that an important determinant of a home’s
value, and thus a homeowner’s wealth, is the desirability of the home’s neighborhood. Interdependencies
such as these are known as neighborhood effects. However, the term neighborhood effects also
incorporates peer effects. In many social settings, the neighborhood effects research indicates that
individuals’ behavior is in part determined by their peers. Hence, if homeownership produces positive
consequences for a surrounding neighborhood, then a community’s homeownership rate is an important
factor in determining social outcomes in the neighborhood.** A subtle but important point derives from these
studies; namely, that the neighborhood homeownership rate is capable of producing distinct impacts
separate from the mere aggregation of individual homeowner impacts. To the benefit of the community, this
conclusion is consistent with social multipliers or the non-linearity of neighborhood effects associated with
homeownership.

For example, homeowners are more likely to be involved in formal and informal community organizations.
This membership is a form of social capital, which is an input for the community organizations that supply
local public goods. The higher the proportion of homeowners in a community, the more successful these
organizations are. Hence the community or neighborhood homeownership rate should also be an important
determinant in social outcomes and consequently be reflected in communitg/ housing prices. Coulson et al.
(2002) provide an initial confirmation of the manifestations of this process.* They find that robust estimation
yields a positive impact on house prices for the ownership rate of a neighborhood. This finding suggests that
in addition to the household impacts of homeownership, there is a distinct impact due to the community rate
of homeownership.

With respect to homeownership and social outcomes, the existence of neighborhood effects has policy
implications. If homeownership generates neighborhood effects, then optimal clustering or dispersion of
owning households in residential neighborhoods may increase social welfare. It is too early in the research
process to specify what these optimal conditions are, but it is clear that policies that promote homeownership
in general will produce positive social externalities to the benefit of the surrounding neighborhood and
community.
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