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Terminology

Definitions of racial/ethnic groups vary by data source. For Current Population Survey/Housing
Vacancies and Homeownership Survey, references to whites include only those who are non-
Hispanic and identify themselves as only one race. “Blacks” refers to those who identify
themselves as only one race but include both Hispanic and non-Hispanic components. For Home
Mortgage Disclosure Act data and Federal Reserve Survey of Consumer Finances data, whites and
blacks include only those who are single-race non-Hispanic. For all secondary data, Hispanics are
of any race and Asians are not analyzed separately due to small sample size. For survey data,
whites include only those who are single-race non-Hispanic. Nonwhites include all other races and
ethnicities.

Originated loans refers to loan applications that have been completely processed by the financial
institution and the funds disbursed. Other loan dispositions include denying the application, the
applicant withdrawing the application, or closing the application for incompleteness. In this report
originated loans are also referred to as loans that have been approved or successful loan
applications.

Higher-priced loans refers to home loans that have an annual percentage rate (APR) above a
specific threshold. A first-lien loan is considered higher priced if the interest on it exceeds the
average prime offer rate by at least 1.5 percentage points. Most subprime-rate loans are higher
priced and most higher-priced loans are thought to originate in the subprime market. Higher-
priced and subprime loans are not identical, but in this report “higher-priced loans” serves as a
proxy for subprime loans and the terms are used interchangeably.

Financial assets are intangible assets whose value is derived from a contractual claim, as opposed
to tangible assets such a home, vehicle, or commodities. Financial assets include cash, checking
and savings accounts, savings bonds, certificates of deposit (CD), as well as retirement accounts
(such as a 401(k) or IRA).

www.pewresearch.org
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In a Recovering Market, Homeownership Rates Are Down
Sharply for Blacks, Young Adults

Most renters say they would like to own in the future, but financial

constraints are an obstacle

Even as home values climb back from the
dramatic fall that helped set off the Great
Recession, homeownership in the United
States stands at its lowest level in at least 20
years. As of the third quarter of this year only
63.5% of households own their homes, down
significantly from the modern peak of 69.0%
reached in 2004.

A Pew Research Center analysis of Census
Bureau and mortgage loan data indicates that
the decline in ownership since 2004 has been
more pronounced among households headed
by young adults, blacks and those in the lower
income tier. A substantial portion of the
ongoing falloff in homeownership reflects
fewer renter households transitioning to
homeownership, rather than homeowners
being forced out of the market through
foreclosure or other financial difficulty.

Fall in homeownership continues amid
“housing recovery”

% of households owning home

70% 69.0
63.0% 64.0 63.5
60
50
Great
Recession
0
1965 1975 1985 1995 2005 2016

Note: 2016 figure based on the third quarter of 2016. Data
labels are for 1965, 1994, 2004, and 2016. Great
Recession began December 2007 and ended June 2009.
Source: Pew Research Center analysis of Current Population
Survey/Housing Vacancies and Homeownership Survey

“In a Recovering Market, Homeownership Rates Are Down
Sharply for Blacks, Young Adults.”
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Though the overall homeownership rate has
fallen to about its 1994 level (before home
values started their sharp ascent),
homeownership rates for several key
demographic subgroups have sunk below their
1994 levels. For households headed by those
under age 65, today’s homeownership levels are
near the lowest on record since 1982 (the
earliest year available). For example, in 1982,
41.2% of households headed by an adult
younger than 35 were homeowners, a share that
fell to 37.3% in 1994 and only stands at 35.2%
today. Similarly, homeownership rates have
fallen for black households: In 1994, 42.3% of
these households owned their homes; in 2016,
41.3% were homeowners.!

And while a new Pew Research Center survey
shows that a solid majority (72%) of renters say
they would like to buy a home in the future,
several noteworthy trends in residential housing
markets have made becoming a homeowner a
more challenging proposition for today’s renters
than was the case during the housing run-up.

Nationally, home prices have almost
recovered from the bust

S&P/Case-Shiller U.S. National Home Price
Index, Jan 2000=100

200

Great
Recession

1994 2000 2005 2010 2016
Note: Data labels are for 1994 Q1, 2006 Q3 and 2016 Q3.
Great Recession began December 2007 and ended June
2009.

Source: S&P/Case-Shiller U.S. National Home Price Index®©,
Quarterly, Not Seasonally Adjusted, obtained from Federal
Reserve Bank of St. Louis Federal Reserve Economic Data.
“In a Recovering Market, Homeownership Rates Are Down

Sharply for Blacks, Young Adults”
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Lending standards are much more stringent today than they were as home values were climbing in
the early 2000s. Researchers at the Urban Institute have quantified trends surrounding risk in the
mortgage market. Their housing credit availability index measures the extent to which lenders are

willing to tolerate mortgage defaults and relax credit standards (higher percentages indicate looser

lending standards). What the researchers designated as “reasonable lending standards” in 2001-
03 had an index level of 12.5%. The latest reading is at 5.1%.

1 Data are not available for blacks prior to 1994.

www.pewresearch.org
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For some potential home buyers, these . .
Smaller share of Americans own their

tighteni dit standard be a det t
{GHTENINg CIECL STANCATTS WAy be 4 Ceterrell homes in the wake of the housing bust

to entering the market. While loan approval

rates are up compared with 2004 levels, loan % of households owning home

applications are down significantly, and the o, 90
falloff has been most dramatic among black 64.0% ot
and Hispanic applicants. In addition, the types

ofloans many of these borrowers reliedon
prior to the crash have largely dried up. For

example, in 2004, 32% of loans to black

borrowers were higher priced or “subprime”; e T S

in 2015 only 7% were. To be sure, there is an

upside to the changed lending environment. Recg®'on Reﬁg‘;ﬂ}on

Mortgage defaults have declined and fewer

homeowners are struggling to manage their o 1994 2000 2005 2010 2016

home loans.
Note: 2016 figure based on the third quarter of 2016. Data

labels are for 1994, 2004, and 2016. Great Recession
Beyond the tightening credit market, began December 2007 and ended June 2009.
Source: Pew Research Center analysis of Current Population
Survey/Housing Vacancies and Homeownership Survey
difficult for some renters to get into the market. “In a Recovering Market, Homeownership Rates Are Down
Sharply for Blacks, Young Adults.”

rebounding home values have made it more

Nationally, home prices have recovered nearly
all of the ground lost during the housing bust.
According to the S&P/Case-Shiller U.S.
National Home Price Index, home prices peaked in mid-2006. Ten years later, prices are back

PEW RESEARCH CENTER

near their peak (at least in nominal terms, not adjusting for price inflation). From the vantage
point of renters, price appreciation puts homeownership further out of reach in two ways: It
increases the amount they need to borrow, increasing the prospective monthly mortgage payment;
and it increases the amount of the down payment needed to obtain a mortgage.2 The typical renter
does not have large financial assets to tap in order to come up with a down payment.3 And an
analysis of Federal Reserve data shows that the typical amount of financial assets owned has
decreased over the past decade for younger and lower- and middle-income renters.

2 Home prices are not the only factor influencing home affordability. Home affordability depends on the size of the mortgage payment
(influenced by mortgage interest rates) and household incomes as well. Overall home affordability may not be different than during the
housing run-up. But rising home prices in and of themselves tend to make homeownership less affordable.

3 Admittedly, renters have never been especially flush in financial assets. But while the typical renter had about $7,000 in financial assets in
1995, they had only $3,000 in 2013 (both figures in 2015 dollars).

www.pewresearch.org



6
PEW RESEARCH CENTER

In addition, while it wasn’t uncommon for buyers of modest means to take out multiple loans

during the housing bubble, enabling them to borrow the down payment, most borrowers today

take out only one mortgage to finance their purchase and have to put some money down.

On the upside, low interest rates have provided a powerful incentive for many renters to enter the
real estate market. The extent to which these competing factors have affected potential buyers
varies widely across geographic areas.

The new Pew Research Center survey, conducted Nov. 3-6 and Nov. 17-20, 2016, among 2,000
adults nationwide, finds that roughly a third of today’s renters say they rent as a matter of choice,
and about seven-in-ten would like to buy a home at some point in the future. The most prominent
reasons that renters provide for renting rather than owning include financial obstacles, specifically

the inability to afford a down
payment on a house; not being
able to afford to buy the home
or buy in the neighborhood
they seek; and the desire to
pay down debts before taking
on a mortgage. Financial
obstacles to homeownership
loom larger among nonwhite
adults.4

This analysis explores trends
in homeownership since its
peak in 2004, as well as some
reasons for its decline. It
includes a look at the standard
census data on
homeownership, home loan
application data collected in
accordance with the Home
Mortgage Disclosure Act
(HMDA), and Federal Reserve
data on the financial assets
owned by renter households.

Homeownership has declined the most among younger
households and black households
% of households owning home, by characteristic of head

1994 to 2004 to
2016 Q3 2016 Q3
change change

1994 2004 2016Q3 (%) (%)

Total 64.0 69.0 63.5 -1 -8
Younger than 35 37.3 43.1 35.2 -6 -18
35-44 64.5 69.2 58.4 -9 -16
45-54 75.2 77.2 69.1 -8 -10
55-64 79.3 81.7 74.9 -5 -8
65+ 77.4 81.1 79.0 +2 -3
White 70.0 76.0 71.9 +3 -5
Black 42.3 49.1 41.3 -2 -16
Hispanic 41.2 48.1 47.0 +14 -2

Note: The total includes racial and ethnic groups not shown separately. Whites include only
single-race non-Hispanics. Blacks include both Hispanics and non-Hispanics who are single
race. Hispanics are of any race. Change calculated before rounding.

Source: Pew Research Center analysis of Current Population Survey/Housing Vacancies and
Homeownership Survey.

“In a Recovering Market, Homeownership Rates Are Down Sharply for Blacks, Young Adults”
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4 Due to small sample sizes for individual racial/ethnic groups among renters, categories are collapsed into white and nonwhite in the survey
data analysis. Nonwhites include all races and ethnicities except single-race non-Hispanic whites.

www.pewresearch.org
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Declines in homeownership have been particularly steep among young,
black and lower-income households

The share of Americans owning their homes has been on a downward trajectory since its 2004
peak during the housing boom in the mid-2000s.

Prior to the run-up in home buying, which began in 1994, homeownership rates had been stable
for decades.5 And while today’s rate (63.5%) is comparable to where it was in 1994 (64.0%), the
demographics of homeowning households have changed significantly. The typical household head
is older now — age 51 today vs. 45 in 1994. Older households tend to be more likely to own their
homes than younger households, and thus today’s homeownership rate is being propped up, in
part, by an aging America.®

The decline in homeownership since 2004 has been most apparent among young adults as well as
among black, lower-income and unmarried households, all groups that historically have had
significantly lower rates of homeownership. In households headed by adults younger than 35,
homeownership fell sharply from 43.1% in 2004 to 35.2% today — an 18% drop — and the decline
has been nearly as large among households ages 35 to 44 (16%). In contrast, homeownership has
fallen just 3% among households headed by those 65 and older, from 81.1% at its peak in 2004 to
79.0% today.

Across major racial and ethnic groups, households headed by a black person have seen the greatest
decline in homeownership since its peak. Homeownership was at a record high” in 2004 for both
white (76.0%) and, albeit at a far lower level, black (49.1%) households. Today, only 41.3% of black
households own their homes, a 16% decline compared with 2004. Among white households, 71.9%
are homeowners, down 5% from 2004. For Hispanic households, peak homeownership occurred
in 2007. Since then, homeownership among Hispanic households has seen a 5% decline, from
49.7% to 47.0% today.

The decline in homeownership has also been somewhat steeper among lower-income households
than among their middle- and upper-income counterparts.8 In 2005, homeownership rates among

5 See for example Acolin, Bricker, Calem and Wachter (2016) and Chambers, Garriga and Schlagenhauf (2007).

6 Among households younger than 65, homeownership is significantly lower today than in 1994. For example, among households headed by
those ages 35 to 44, only 58.4% own their home today compared with 64.5% in 1994 (9% lower). The Census Bureau publishes
homeownership rates by the age of the head of household back to 1982. For all age groups younger than 65, homeownership today is lower
than any year back to 1982 - the only caveat being that homeownership was slightly higher in 2016 (35.2%) than in 2015 (35.0%) among
households headed by a person younger than 35.

7 The Census Bureau publishes homeownership rates by race and ethnicity back to 1994. A smaller share of black households own their
homes today than any year since 1994.

8 Pew Research Center assigns households to lower, middle and upper income tiers based on household income adjusted for the size of the
household. See the methodology section for additional detail.

www.pewresearch.org
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those in the lower income tier peaked at 52.9%.
Today, 47.1% of households in this income
group (a household income below about
$44,000 based on a three-person household)
own their homes — a drop of 11%.

Households in the middle and upper income
groups are more likely than lower-income
households to own their homes, and the decline
in ownership has been more modest among
these groups. For example, 68.3% of those with
incomes between $44,000 and $132,000 for a
three-person household (the middle income
tier) own their homes today, compared with
73.8% at its peak in 2004, representing a 7%
decline. Households in the upper income tier
(above about $132,000) have also seen a 7%
drop in homeownership rates during this
period.

Households headed by married couples tend to
be economically better off and are more likely
to be homeowners.? Today about 80% of
married households are homeowners,
compared with 50% or less for other types of
households.

Since the peak, homeownership has
declined more among lower-income and
unmarried households

% of households owning home, by characteristic of head

2004 to
2016
2004 2016 change (%)
Lower income 51.7 47.1 -9
Middle income 73.8 68.3 -7
Upper income 86.6 80.3 -7
Married 83.7 79.8 -5
Cohabiting 47.5 44.0 -7
Single parent 51.3 46.8 -9
Other 54.4 49.9 -8

Note: Households are assigned to income tiers based on their size-
adjusted income in the calendar year prior to the survey year.
Single-parent households are headed by a person lacking a
spouse/partner and residing with a child (of any age or marital
status) of their own. “Other” refers to households with a head who is
not living with a spouse, unmarried partner or a child of their own. It
includes heads living alone as well as those living with non-relatives
(except an unmarried partner) as well as relatives (other than a
spouse or own child). Change calculated before rounding.

Source: Pew Research Center analysis of 2004-2016 Current
Population Survey, Annual Social and Economic Supplements
(IPUMS).

“In a Recovering Market, Homeownership Rates Are Down Sharply
for Blacks, Young Adults”
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Homeownership among married couples declined about 5% from 2004 (83.7%) to 2016 (79.8%).
The decline in ownership has been steeper among non-married households. Among single-parent
households, homeownership fell from 51.3% in 2004 to 46.8% in 2016, a 9% decline. Among
households headed by a person not living with a spouse, unmarried partner or one of their own
children, homeownership fell from 54.4% in 2004 t0 49.9% in 2016 (an 8% decline).

Fewer potential homebuyers are applying for mortgages

The decline in homeownership since its peak in 2004 reflects two key trends: a drop in the number

of renter households becoming owners, and a rise in the number of homeowners becoming

9 See Proctor, Semega and Kollar (2016) and Bricker, Kennickell, Moore and Sabelhaus (2012).

www.pewresearch.org


http://www.census.gov/content/dam/Census/library/publications/2016/demo/p60-256.pdf
http://www.federalreserve.gov/pubs/bulletin/2012/PDF/scf12.pdf

9
PEW RESEARCH CENTER

renters, whether by choice or because of economic distress. Federal Reserve data indicate that the
lack of movement into the housing market has been a larger factor in the overall decline in
homeownership. These data show that, at least in terms of the dollar amount of outstanding
mortgage debt, changes in outflows (households eliminating mortgage debt due to default or
payoff) since 2005-07 have not been nearly as dramatic as the changes in inflows (households
taking on new or increased mortgages). In addition, outflows peaked in 2009-11 and have since
subsided as mortgage defaults have become less prevalent.

Loans for home purchase are down substantially

The scale of entry into homeownership is difficult to measure, but data on home purchase loans
gathered in accordance with the Home Mortgage Disclosure Act (HMDA) provides a rough proxy.
The HMDA data capture the annual volume of home mortgage applications and originations
(originated loans make it through the application process and funds are dispersed to buy the
home). It also includes information on “higher-priced loans,” a proxy for subprime borrowing.
Although not exactly a census of all mortgage applications, most lending activity for the purpose of
buying or refinancing a home is included in the HMDA records.

Applications for conventional home purchase loans have tumbled, especially among
less affluent groups

Applications Originations
2004 2015 Change (%) 2004 2015 Change (%)
Total 6,388,598 2,665,303 -58 4,104,576 1,894,090 -54
White 3,381,292 1,876,527 -45 2,406,670 1,395,141 -42
Black 425,603 96,120 -r7 219,727 52,657 -76
Hispanic 772,503 187,810 -76 459,737 119,820 -74
Income <$66,001 2,113,417 875,308 -59 1,263,966 582,558 -54
$66,001-$117,999 2,270,781 873,377 -62 1,527,063 645,924 -58
$118,000+ 1,693,011 874,335 -48 1,150,765 642,978 -44

Note: Limited to conventional loans for one- to four-family home purchase for owner occupancy, first liens only. The total includes racial and
ethnic groups not shown separately. Whites and blacks include only those who are single-race non-Hispanic. Hispanics are of any race.
Change calculated before rounding.

Source: Pew Research Center analysis of Home Mortgage Disclosure Act data.

“In a Recovering Market, Homeownership Rates Are Down Sharply for Blacks, Young Adults”
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Focusing only on conventional home purchase
loans for owner-occupied, one- to four-family
dwellings (excluding manufactured homes),
originations for conventional home loans fell
54%, from 4.1 million in 2004 to 1.9 million in
2015.1°

The decline in mortgage volumes probably
overstates the decline in home buying activity,
as some buyers purchase their homes using
cash and do not need financing. Data collected
by the Census Bureau on residential moves
circumvents the issue of how the home was
bought. In 2004, 4.8 million homeowners
lived somewhere else one year earlier. In 2016,
3.4 million homeowners lived at a different
address, suggesting a 30% decline in home
buying. The census data and the loan data
both suggest a large decline in housing
activity, though the precise size is unclear.

The mortgage loan data make clear why many
fewer mortgages are originated now compared
with 2004: Applications for conventional
home loans fell 58%, from 6.4 million in 2004
to 2.7 million in 2015. Among blacks and
Hispanics, loan applications saw a steep
decline of 77% and 76%, respectively,
compared with a 45% drop among whites.
Similarly, during the same period, loan

Share of conventional loan applications
that are approved has grown since 2004

% of home purchase loan applications originated

m2015 =2004

B 71
Total 64

. T 74
White 71
N 55
Black 52
<oanic TN 64
Hispanic 6

0

. 67
Income <$66,001 60
$66,001-6117.000 TN -
67
P 74
+
$118,000 68

Note: Limited to conventional loans for one- to four-family home
purchase for owner occupancy, first liens only. The total includes
racial and ethnic groups not shown separately. Whites and blacks
include only those who are single-race non-Hispanic. Hispanics are
of any race.

Source: Pew Research Center analysis of Home Mortgage
Disclosure Act data.

“In a Recovering Market, Homeownership Rates Are Down Sharply
for Blacks, Young Adults”
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applications fell by 59% among those with incomes below $66,001 and by 62% among those with

incomes between $66,001 and $117,999, compared with a 48% drop among those with incomes of

$118,000 or more.!

10 The peak in purchase mortgage volumes occurred in 2004. In this analysis, loans for home improvement and refinancing of existing
mortgages are excluded. Limiting the analysis to owner-occupied loans excludes purchases by investors and of second or vacation homes.
11 Because HMDA data do not include sufficient information to estimate size-adjusted household income, the measure of household income
used in this analysis is not comparable to the one used in the analysis of the overall decline in homeownership rates. Income groups are

www.pewresearch.org
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Yet, while home loan applications declined between 2004 and 2015, loan approval rates (the share
of applications that are ultimately funded or originated) increased during the same period among

all applicant groups. This is partly because fewer conventional loan applications are denied now
compared with 2004. Among all applications, 71% were successful in 2015, compared with 64% in
2004. A higher share of blacks and Hispanics who applied for loans in 2015 were approved than
was the case in 2004. Similarly, low-income loan applicants were more likely to have their loans

approved in 2015 than in 2004. However, far
fewer households were applying for loans in
2015, and the pullback in applications has
been greater among black and Hispanic
households and applicants with incomes
under $118,000.

Since the housing crash, borrowers with
excellent credit scores have increasingly
dominated the market and lending to those

with low credit scores has all but ceased. While
it is difficult to match credit risk to
demographic characteristics, black and
Hispanic borrowers are more likely than their
white counterparts to have low credit scores.
In 2013, 22% of black and 16% of Hispanic
borrowers, respectively, had lower credit
scores (a FICO score below 660), compared
with only 10% of white borrowers. Tightening
lending standards have disproportionately

reduced applications and originations among
minority households since the housing peak.

Blacks, Hispanics and lower-income
applicants relied heavily on subprime
loans, which have largely dried up

Before the housing crash a non-trivial portion
of conventional home loans were higher-
priced or “subprime” loans. Higher-priced

Subprime borrowing has tumbled for all
groups

% of all originated home loans that are higher priced

m 2015 m2004
[
Total 11
White . 3
9
-
Black 32
. ) 8
o
ispanic 18
Income <$66,001 - 5
17
$66,001-$117,999 . 3 11

$118,000+ M_2

Note: Higher-priced loans have annual percentage rates that exceed
the average prime offer rate by at least 1.5 percentage points.
Limited to originated conventional loans for one- to four-family home
purchase for owner occupancy, first liens only. The total includes
racial and ethnic groups not shown separately. Whites and blacks
include only those who are single-race non-Hispanic. Hispanics are
of any race.

Source: Pew Research Center analysis of Home Mortgage
Disclosure Act data.

“In a Recovering Market, Homeownership Rates Are Down Sharply
for Blacks, Young Adults”
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defined in 2015 dollars. Because of price inflation, income groups for 2004 in 2004 dollars are <$52,579, $52,579-$94,005, and

>$94,005.
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loans have an annual percentage rate (APR) at least 1.5 percentage points above the average prime

offer rate. These types of loans provided applicants with checkered credit histories, lower incomes

and smaller down payments the opportunity to finance their home purchase. In return for the
higher risk of default on such loans, lenders were compensated with a higher APR.

Higher-priced loans have been substantially
scaled back. In 2015, only 3% of originated
conventional home purchase loans were higher-
priced. Back in 2004, 11% of mortgage
originations were higher-priced. More
disadvantaged borrowers are more likely to
have subprime loans and were much more
heavily dependent on them in 2004. For
example, among borrowers with incomes below
$66,001, 5% of loans were subprime in 2015
(down from 17% in 2004). By comparison, only
2% of borrowers with incomes of $118,000 or
above relied on subprime loans in 2015 (down
from 6% in 2004).

The falloff in subprime lending has been
particularly dramatic among black and
Hispanic borrowers. In 2004, 32% of loans to
black borrowers were subprime; by 2015, that
share had fallen to 7%. Similarly, the share of
loans to Hispanic borrowers that were
subprime fell from 18% in 2004 to 8% in 2015.

Since the subprime loan market facilitated
entry into homeownership among less
advantaged borrowers, its demise has also likely
contributed to the differential pullback in
mortgage applications since 2004.

The typical total financial assets of
most renters has declined

Median total financial assets of renter households
owning any financial assets (in 2015 dollars)

2004 to
2013
2004 2013 change
Total $3,800 $3,100 -$700
Younger than 35 $3,300 $3,000 -$300
35to 44 $4,400 $3,100 -$1,300
45 to 54 $4,900 $3,600 -$1,300
55 to 64 $4,800 $2,100 -$2,800
65 and older $2,500  $4,000  $1,500
White $5,600 $4,700 -$900
Black $2,000 $2,000 $0
Hispanic $1,300 $1,500 $300
Lower income $1,200 $900 -$300
Middle income $10,300 $7,800 -$2,500
Upper income $82,800 $85,800 $2,900
Married/cohabiting $4,500 $4,600 $100
Single parent $1,300 $1,100 -$200
Other $4,300 $3,100 -$1,200

Note: Financial assets include transaction accounts, certificates of
deposit (CD), savings bonds, stocks and bonds, and retirement
accounts. Households are assigned to income tiers based on their
size-adjusted income. The total includes racial and ethnic groups
not shown separately. Whites and blacks include only those who are
single-race non-Hispanic. Hispanics are of any race. Change
calculated before rounding.

Source: Pew Research Center analysis of the Federal Reserve
Survey of Consumer Finances public-use data.

“In a Recovering Market, Homeownership Rates Are Down Sharply
for Blacks, Young Adults”
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Potential homebuyers may struggle to come up with a down payment

In addition to tightening credit conditions, down payment requirements are also higher than they
were before the recession. This, combined with the fact that renters across most demographic
groups have experienced a decline in the typical amount of financial assets owned from 2004 to
2013 (the most recent year for which data is available), has made it increasingly difficult for many
potential homebuyers to join the ranks of homeowners.

Data from the Federal Reserve’s Survey of Consumer Finances, one of the nation’s most
comprehensive sources of information on the financial assets of U.S. households, show that the
typical renter has very modest financial assets. In 2013, 12% of renters reported owning no
financial assets whatsoever. Financial assets include cash, checking and savings accounts, savings
bonds, certificates of deposit (CD), and retirement accounts (such as a 401(k) or IRA).

While the share of renter households owning any financial assets modestly increased, from 85% in
2004 to 88% in 2013, the estimated median amount owned by renter households who had any

assets declined from $3,800 to $3,100 during the same period. Across income groups, renters
with middle incomes experienced the greatest decline in financial assets. In 2004, the median
amount owned by this group was $10,300; by 2013, it was $7,800. In contrast, the median amount
of financial assets owned by upper income renters increased from $82,800 to $85,800.

Given the modest amounts of financial assets owned by renters, how likely are they to have the
required down payment to obtain home financing? Data from September 2016 show that the
typical home in the bottom third of all U.S. homes was valued at $107,100. An optimistic estimate
is that the mortgage lender for a conventional home loan requires a 3% down payment, or $3,213,

to secure financing. The Federal Reserve data indicate that the typical renter would be hard-
pressed to have the financial assets to obtain financing.

This assumption of a 3% down payment is an exceedingly optimistic one for a segment of buyers.
Although lending standards have recently eased, higher down payments are more common than
they were before the Great Recession. And, since 2008, low credit score borrowers have had to
make larger down payments on average than higher-scored borrowers.

Newly collected survey data by the New York Federal Reserve Bank reveal that renters’

homebuying intentions are particularly sensitive to down payment requirements. Among renters
in the survey, the likelihood of buying a home increased from 17%, when assuming a 20% down
payment, to 58% if the down payment were 0%.

www.pewresearch.org
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Additional evidence that down payment requirements are an important barrier to homeownership
comes from homeownership trends after 2004. Nationally, homeownership peaked in 2004. From
2003 to 2007, lending standards eased considerably and house prices were driven up.
Homeownership did not increase further beyond 2004 because the run-up in housing values
increased the down payment amounts that prospective owners needed to obtain financing.

Another constraint on homeownership is that renters need to have sufficient household income to
service their debts. The general rule of thumb is that the mortgage borrower’s total monthly debt
payments (including mortgage payments) should not exceed 36% of household income. The
Survey of Consumer Finances provides an estimate of the share of monthly income devoted to
servicing debt, and by this measure, most renters do not appear to be in worse straits than in
2004. In 2013, the typical renter devoted 7% of monthly income to service debt, down only slightly
from 8% in 2004. Although their household incomes are likely not greater today than in 2004,
interest rates are generally lower and they may have lowered some of their debt. Therefore, debt
service does not seem to be a greater barrier to homeownership than in 2004 for many renters.

www.pewresearch.org
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Most renters would like to buy a home in the future, but many cite

finances among major reasons for currently
renting

In spite of roughly a decade of volatility in the housing market,
most Americans still believe owning a home is a solid
investment. According to the new Pew Research Center survey,
roughly eight-in-ten adults (81%) agree that “buying a home is
the best long-term investment in the U.S.” Some 39% say they
strongly agree that this is the case, while 42% somewhat agree.

Adults who rent their homes are mostly renting as a result of
their circumstances rather than as a matter of choice. And
many see their financial situation, such as existing debts or
their inability to afford a down payment, as a barrier to owning
a home.!2

About two-thirds of renters (65%) say they are currently renting
more as a result of circumstances, such as not being able to
afford to own a home right now, while 32% say renting is a
matter of choice — they could buy a home, but they choose to
rent instead.

Meanwhile, 72% of renters say they would like to buy a house at
some point in the future, compared with 23% who say they
would prefer to continue to rent. Even among those who are
now renters by choice rather than by circumstance, 60% say
they would like to buy a house in the future; 79% of those who
are renters as a result of circumstances say the same.

Renters are more likely than they were five years ago to say they
are renting as a matter of choice and less likely to say they
would like to buy a house in the future. In 2011, about one-
quarter of renters (24%) said they were renting as a matter of
choice, compared with 32% today. And in the same survey, 81%

Most renters hope to buy
at some point

% of renters saying they rentasa ...

Matter of
choice

32%

Result of
circumstances

65%

% of renters saying, in the future,
they would like to ...

Continue
to rent
23%

Buy a house at
some point
72%

Note: “Don’t know/Refused” responses
shown but not labeled.

Source: Survey conducted Nov. 3-6 and
17-20, 2016.
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said they wanted to buy a house at some point, compared with 72% today.

12 The Pew Research Center survey included 442 renters.
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When asked more specifically about the reasons why they rent rather than own their home, renters

most commonly cite financial reasons. For example, about half of renters (52%) say not being able

to afford a down payment is a major reason, and an additional 19% say this is a minor reason.
Some 42% of renters say not being able to afford the kind of house or neighborhood they would

want is a major reason for currently renting their homes, the same share that says the desire to pay

down debts is a major reason. About four-in-ten (38%) say a major reason for renting rather than

owning their home is that they don’t think they can qualify for a loan.

Many renters report other reasons for renting
that aren’t directly linked to their financial
situation. For example, 31% cite the fact that
they like the flexibility of renting as a major
reason, with an additional 277% citing this as a
minor reason. About one-quarter (26%) say
not wanting to be responsible for maintenance
and repairs as a homeowner is a major reason
for renting. Only 11% say that not thinking a
home is a good investment is a major reason
they are currently renting.

About one-in-five renters (18%) who are
unmarried or childless say a major reason for
renting is that they are waiting to get married
or start a family.

Nonwhite renters are far more likely than
white renters to cite financial reasons for not
owning their home. For example, consistent
with the falling numbers of loan applications
from blacks and Hispanics, 55% of nonwhite
renters say that one major reason they are
currently renting is that they don’t think they
can qualify for a loan, compared with 25% of
whites who say the same. By double digits,
nonwhites are also more likely than whites to
say that not being able to afford a down
payment, not being able to afford the kind of

Nonwhite renters more likely to cite
financial reasons for renting

% of renters saying each is a major reason they are
currently renting

u White

KB
Can't afford down payment o1
Can't afford kind of home/ _ 32

neighborhood they want 54

|
Wants to pay down debts

Nonwhite

54
Don't think they can qualify _ 25
for a loan 55
Like flexibility of renting _ 30
31
Don't want to be responsible _ 26
for maintenance/repairs 28

Waiting to get married or - 13
start family 21

Don't think home is good - 8
investment 16

Note: “Waiting to get married or start family” is based on those who
are not married and/or do not have children. Nonwhites include all
races and ethnicities except single-race non-Hispanic whites.
Source: Survey conducted Nov. 3-6 and 17-20, 2016.
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home or neighborhood they would want, and the desire to pay down debts are major reasons for

currently renting.

There are also substantial differences on views of qualifying for a loan by educational attainment.

Among renters with a high school degree or less education, 50% say that one major reason for
renting is that they don’t think they can qualify for a loan. By contrast, 36% of those with some
college experience or a two-year degree and 18% of college graduates say this. There are no clear

patterns by education on the other items.

The general public views homeownership as unaffordable
for young adults

The majority of Americans (64%) — including similar shares
across age groups — say homeownership is not affordable for
young adults in their 20s and 30s these days. About half of the
public (52%) says it is important to own a home in order to be
considered part of the American middle class. This ranks lower
than having a secure job (90%) and being able to save money
for the future (82%), but above having a college education
(27%).

Hispanics are notably more likely to say homeownership is a
necessary part of being middle class. Some 64% of Hispanics
say this, compared with about half of whites (49%) and blacks
(51%). Americans who are less educated are also more likely to
say owning a home is necessary to be in the middle class; 57%
of those with a high school diploma or less education and 53%
of those with some college experience say this, while 44% of
college graduates share this view.

www.pewresearch.org

About two-thirds say
owning a home isn’t
affordable for young
adults

% saying homeownershipis___ for

young adults in their 20s and 30s
these days

Depends
(VoL.) Affordable

10% 24%

Not affordable
64%

Note: “Don’t know/Refused” responses
shown but not labeled.

Source: Survey conducted Nov. 3-6 and
17-20, 2016.
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Methodology
Survey methodology

The survey analysis in this report is based on two waves of an omnibus telephone survey
conducted by Princeton Survey Research Associates International (PSRAI). PSRAI obtained
interviews with a nationally representative sample of 2,000 adults living in the continental United
States. Telephone interviews were conducted by landline (1,000) and cell phone (1,000, including
625 without a landline phone). Interviews were done in English and Spanish by Issues & Answers
from November 3-6, 2016 and November 17-20, 2016. Statistical results are weighted to correct
known demographic discrepancies. The margin of sampling error for the complete set of weighted
data is + 2.7 percentage points. For detailed information about our survey methodology, see
http://www.pewresearch.org/methodology/u-s-survey-research/

The margins of error reported and statistical tests of significance are adjusted to account for the
survey’s design effect, a measure of how much efficiency is lost from the weighting procedures.

The following table shows the unweighted sample sizes and the error attributable to sampling that
would be expected at the 95% level of confidence for different groups in the survey:

Unweighted
Group sample size Plus or minus ...
Total sample 2,000 2.7 percentage points
Renters 442 5.4 percentage points

Sample sizes and sampling errors for other subgroups are available upon request.

In addition to sampling error, one should bear in mind that question wording and practical
difficulties in conducting surveys can introduce error or bias into the findings of opinion polls.

Pew Research Center undertakes all polling activity, including calls to mobile telephone numbers,
in compliance with the Telephone Consumer Protection Act and other applicable laws.

Secondary analyses

This section describes the three core data sources and some underlying methodological details.

www.pewresearch.org
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Current Population Survey (CPS): The homeownership rates are based on the Current
Population Survey. Conducted jointly by the U.S. Census Bureau and the Bureau of Labor
Statistics, the CPS is a monthly survey of approximately 60,000 households and is the source of
the nation’s official statistics on unemployment. The aggregate ownership rates as well as those by
age and racial and ethnic identity are derived from the Housing Vacancies and Home Ownership
survey (CPS/HVS). The Census Bureau utilizes these estimates in their published historical tables.

Ownership rates by household income group and family structure are based on the Annual Social
and Economic Supplement (ASEC), conducted in March every year.:3 This supplement is perhaps
best known as the basis for the Census Bureau’s annual income and poverty reports and is the
official source of the national poverty estimate. The supplement uses an enlarged sample of about
75,000 households. The ASEC microdata files used are the Integrated Public Use Microdata Series
(IPUMS-CPS) provided by the University of Minnesota.

The trend in homeownership rates based on the CPS/HVS and ASEC is quite similar but the levels
do not precisely match. The CPS/HVS provides an annual average whereas the ASEC is
administered in March.

The characteristics of the household are based on the characteristics of the household head or
householder, the person (or one of the people) in whose name the home is owned or rented.

Home Mortgage Disclosure Act (HMDA): The analysis of home loan applications is based on
mortgage lending data collected to comply with the 1975 Home Mortgage Disclosure Act. Most
loans for home purchase, as well as refinance loans, in which the loan is secured by the home are
included in the data. The data are not precisely a census of home loans though because not all
mortgage lenders are required to report their loans. A lender does not have to report its lending
activity if it does not have an office in a metropolitan statistical area. Also, reporting of home

equity lines of credit is optional.

The data are on a calendar year basis and published by the Federal Financial Institutions
Examination Council (FFIEC). The 2015 data included about 14 million applications for home
purchase or home improvement loans.

The data include information on the “rate spread” on higher priced loans, that is, loans in which
the rate spread exceeds a threshold as designated by the Consumer Financial Protection Bureau.

13 Pacas and Flood (2015) describe the history of the CPS and the ASEC.
14 Sarah Flood, Miriam King, Steven Ruggles, and J. Robert Warren. Integrated Public Use Microdata Series, Current Population Survey:
Version 4.0. [Machine-readable database]. Minneapolis: University of Minnesota, 2015.
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The threshold is designed to exclude the vast majority of prime-
rate loans and include the vast majority of subprime-rate loans.
In this report higher priced loans are a stand-in or proxy for
“subprime loans,” as most subprime loans are higher priced.

The rate spread is the difference between the annual percentage
rate (APR) on the loan and the average prime offer rate on a loan
of the same maturity.

The income brackets analyzed are based on the applicant’s gross
annual income. The brackets were chosen such that there were
an equal number of 2015 applicants for conventional home
purchase loans. The 2004 home loan data are in 2004 dollars
and the income brackets used to analyze the 2004 data were
accordingly adjusted to reflect price inflation since 2004. In
2004 dollars the three applicant income brackets used to analyze
the 2004 data are: less than $52,579, $52,579 to $94,005, and
greater than $94,005, respectively.

Survey of Consumer Finances (SCF): The analysis of the
financial position of renter households is based on the Survey of
Consumer Finances.'s Sponsored by the Board of Governors of
the Federal Reserves and the U.S. Department of Treasury, the
SCF is the most authoritative timely data source on the wealth of
American households. The survey is conducted every three years
and the 2013 survey is the most recent available.

Since 1995 the total sample of households (both owner-occupied
and renter) in the survey has been at least 4,000. The 2004
sample size (4,519) was smaller than the 2013 (6,015) and

Unweighted sample size
of renter households

2004

Total 1,240
Younger than 35 474
35t0 44 306
45 to 54 228
55 to 64 123
65 and older 109
White 699
Black 291
Hispanic 170
Lower income 645
Middle income 483
Upper income 112
Married/cohabiting 497
Single parent 232
Other 511

Note: The total includes racial and ethnic
groups not shown separately. Whites and
blacks include only those who are single-
race non-Hispanic. Hispanics are of any
race.

Source: Pew Research Center analysis of
Survey of Consumer Finances public-use
data.
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included 1,240 renter households. The underlying 2004 sample size of renter households are

shown to the right:

Methods: Dollar amounts are adjusted for inflation with the Consumer Price Index Research

Series (CPI-U-RS).

15 Bricker, Dettling, Heriques, Hsu, Moore, Sabelhaus, Thompson and Windle (2014).
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The analysis of homeownership and financial assets classify households on the basis of income
tiers: low income, middle income, and upper income. The tiers are on the basis of the household’s
income adjusted for the size of the household and follows standard Pew Research Center practice

in measuring household well-being by income. Unfortunately, the analysis of loan applications in
the HMDA data could not also be based on size-adjusted household income because the
regulations implementing HMDA do not require the reporting of information on household size.

Adjusting household income data for the number of people in a household is done because a four-
person household with an income of, say, $50,000 faces a tighter budget constraint than a two-
person household with the same income.

A somewhat sophisticated framework for household size adjustment recognizes that there are
economies of scale in consumer expenditures. For example, a two-bedroom apartment may not
cost twice as much to rent as a one-bedroom apartment. Two household members could carpool to
work for the same cost as a single household member, and so on. For that reason, most
researchers make adjustments for household size using the method of “equivalence scales.”®

A common equivalence-scale adjustment is defined as follows:
Adjusted household income = Household income / (Household size)N

By this method, household income is divided by household size exponentiated by “N,” where N is a
number between 0 and 1.

Note that if N = 0, the denominator equals 1. In that case, no adjustment is made for household
size. If N = 1, the denominator equals household size, and that is the same as converting household
income into per capita income. The usual approach is to let N be some number between 0 and 1.
Following other researchers, this study uses N = 0.5.77 In practical terms, this means that
household income is divided by the square root of household size — 1.41 for a two-person
household, 1.73 for a three-person household, 2.00 for a four-person household and so on.

Once household incomes have been converted to a “uniform” household size, they can be scaled to
reflect any household size. Pew Research Center practice has been to present adjusted household
incomes for a household size of three.

16 See Garner, Ruiz-Castillo and Sastre (2003) and Short, Garner, Johnson and Doyle (1999).
17 For example, see Burkhauser and Larrimore (2014).
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Using a household size of three and the 2016 ASEC for illustration, the middle income tier is
composed of households with a size-adjusted household income between $44,130 and $132,390.
Lower income households have a size-adjusted household income below $44,130 and upper
income households are those with an income above $132,390.
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