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fforts to enable greater integration of communities by socioeconomic
status and race/ethnicity have to confront the issue of housing affordability.
Cities, towns and neighborhoods that offer access to better public services,
transportation networks, shopping, recreational opportunities, parks and
other natural amenities have higher housing costs. Expanding access
to these communities for those with lower incomes and wealth necessarily entails
some means of bringing housing in these areas within their financial reach. While
households’ financial means are central to this issue, affordability intersects with race/
ethnicity in part because minorities are more likely to be financially constrained. But
to the extent that these areas are also disproportionately home to majority-white
populations, discrimination and other barriers to racial/ethnic integration must also be
confronted along with affordability barriers.

Enabling greater integration also entails some means of fostering residential stability by
maintaining affordability in the face of changing neighborhood conditions.This issue is
perhaps most salient in the context of neighborhoods that are experiencing gentrifica-
tion, where historically low-income communities are experiencing rising rents and
house values, increasing the risk of displacement of existing residents and blocking
access to newcomers with less means. More generally, increases in housing costs in
middle- and upper-income communities may also contribute to increasing segregation
by putting these areas further out of reach of households with more modest means."

It is common to think of subsidized rental housing as the principal means of using
public resources to expand access to higher-cost neighborhoods and to maintain
affordability in areas of increasing demand. But for a host of reasons, policies that help
to make homeownership more affordable and accessible should be included as part of
a portfolio of approaches designed to achieve these goals.
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For example, survey research consistently finds that homeownership remains an
important aspiration of most renters, including large majorities of low- and moderate-
income households and racial/ethnic minorities.? Moreover, because owner-occupied
homes account for substantial majorities of the existing housing stock in low-poverty
and majority-white neighborhoods, expanding access to homeownership offers the
potential to foster integration and to increase access to opportunity for low-income
households and households of color.There is also solid evidence that homeowner-
ship remains an important means of accruing wealth, which in turn can help expand
access to higher-cost communities.* Owning a home is associated with greater
residential stability, in part because it provides protection from rent inflation, which
can help maintain integration in the face of rising housing costs. Finally, in communi-
ties where owner-occupied housing predominates, there may be less opposition to

expanding affordable housing options for homeowners.

The goal of this paper is to identify means of structuring subsidies and other public
interventions intended to expand access to homeownership with an eye towards
fostering greater socioeconomic and racial/ethnic integration. While the policies
presented here are largely designed to address financial and informational barriers

to homeownership associated with lower incomes and wealth, given the dispropor-
tionate share of minorities among these households, efforts to make homeownership
more attainable has the potential to foster greater racial/ethnic integration as well. Of
course, efforts to eradicate discriminatory treatment, both explicit and implicit, in
housing and mortgage markets are also of great importance. However, these efforts are
not the main focus of this paper, but are covered extensively in other papers prepared

for this symposium.

The first section of this paper describes the principal barriers to homeownership and
key existing policies aimed at them and discusses what is known about the potential
for these approaches to foster integrative moves.The next section presents a set of
policy options to support homeownership that could be enacted over the next five to
ten years with the effect of fostering greater racial/ethnic and economic integration
on a meaningful scale. The paper concludes with some final thoughts on the rationale
for the recommended policy approaches and the importance of simultaneous efforts
to combat discrimination and expand the supply of affordable housing as complemen-
tary activities.

BARRIERS TO HOMEOWNERSHIP, THE PRINCIPAL EXISTING POLICIES TO
ADDRESS THEM, AND THEIR SPATIAL IMPACTS

A review of the principal barriers to homeownership and existing policies designed to
address them is a helpful starting point for the recommendations to follow.A key goal
of this review is to evaluate existing policies’ potential for fostering or discouraging
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greater economic and racial integration so as to envision changes to them that would
enhance their integrative potential. This section is structured around three broad
categories of barriers: the affordability of homeownership, access to credit, and infor-
mational deficits. In general, policies will be more likely to foster integration to the
extent that they increase the relative purchasing power of low- and moderate-income
households, expand knowledge of housing options to enable integrative moves, and

alleviate displacement pressures from rising house prices.

Affordability

The most fundamental barrier to homeownership for low- and moderate-income
households is not having sufficient income or wealth to qualify for a home mortgage.
Herbert et al. (2005) conduct a comprehensive review of the literature assessing
barriers to homeownership and come to the conclusion that a lack of savings to
meet downpayment requirements and pay closing costs is by far the most significant
financial barrier to buying a home. For this reason, policies providing downpayment
assistance are consistently found to have the greatest potential for increasing home-
ownership rates among low-income and minority households.* In addition, subsidies
in the form of downpayment assistance have the potential not only to make it feasible
for such households to buy a home, but also to increase purchasing power to bring
lower-poverty neighborhoods more within their reach.

In practice, downpayment assistance is available through a variety of federal, state and
local programs, although the overall scale of these efforts is relatively small.’ There has
been very little formal evaluation of downpayment assistance programs and so not
much is known about the location choices of those assisted through these programs.
One study of buyers assisted through the HOME program found that the pre- and
post-purchase neighborhoods of participants were quite similar on most dimensions,
including incomes, house prices, poverty rates, and racial composition, suggesting that
the program had little effect — for better or worse — on the choice of neighborhood.®
However, this result likely stems in part from the fact that the program targets fairly

low-income households and generally provides relatively modest amounts of assistance.

In order to facilitate moves to higher-cost areas, downpayment assistance levels may
need to be higher per household than is common in most existing programs, a policy
consideration that points to several important tradeoffs. First, fewer households could
be assisted for a given amount of funding. Second, to the extent that the assistance

is in the form of a grant, the households assisted would be receiving a much larger
windfall in being selected for the grant. Shared equity homeownership models, where
the assistance is in one way or another recaptured upon sale of the home along with
a share of the home’s appreciation, can address these concerns.” Many shared equity
models are also structured so that the subsidy is tied to a specific housing unit (often
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in support of new construction) and so have the potential for expanding the supply of
affordable homeowner units in neighborhoods that might otherwise be out of reach

of low- and moderate-income buyers.

The principal means of funding either shared equity purchases of existing homes or
subsidizing the development of affordable homeownership units generally are the
federal HOME Partnerships program, the Federal Home Loan Banks Affordable Housing
Program (AHP), and locally-mandated inclusionary zoning (IZ) programs. However,
each of these efforts is fairly small-scale.® In addition, relatively little is known about
the neighborhood location of units supported by shared equity programs or develop-
ment subsidies. One ongoing study of shared equity programs has preliminary findings
that in some cases buyers do appear to gain access to higher-income neighborhoods,
while in others there is little change in neighborhood conditions upon purchase.’
With regard to IZ programs specifically, Schwartz et al. (2012) examined the location
of IZ units in 11 programs and found that overall these homes were located in a broad

range of neighborhoods, but were generally areas with low poverty.

While financial supports for downpayments or to lower purchase prices have the
most potential for increasing homeownership attainment, by far the most widespread
financial subsidy for homeownership is the mortgage interest deduction (MID), which
effectively subsidizes mortgage payments through the federal tax code. However,

as documented by analysis from the Joint Committee on Taxation (2017), low- and
moderate-income households are both much less likely to claim the deduction and are
likely to realize smaller tax savings if they do since the value of the credit increases
with the amount of interest paid, the taxpayer’s marginal tax rate, and the degree to
which the total deductions exceed the standard deduction.

Given the low incidence and modest financial benefit accruing to households most
likely to be on the cusp of being able to afford to buy a home, it is not surprising that
the MID is consistently found to have little effect on overall homeownership rates.®
This conclusion is also consistent with the results of studies that have simulated the
impact of lower interest rates on the ability to qualify for a mortgage and found that
even reductions of interest rates on the order of several percentage points have little

impact on the likelihood of qualifying for a mortgage.""

But while the MID’s net impact on the homeownership rate is small, several studies
have found that the neutral impact at the national level reflects an average of increases
in homeownership rates in some markets and decreases in others, with the variations
reflecting differential impacts on local house prices. Hilber and Turner provide the
most in-depth assessment of these inter-metropolitan impacts, finding that in markets
where the housing supply is more restricted the MID inflates house prices and
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reduces overall homeownership rates for higher-income households (earning more
than 120 percent of the area median income), while in less restricted markets there is
little effect on home prices and so the tax subsidy does help to increase homeowner-

ship rates among higher-income households.

Importantly, this same study also finds no effect in any markets on homeownership
among lower-income households (earning less than 80 percent of area median income).
Regarding this finding the authors conclude:“We speculate that this is because the
housing market within a city tends to be segmented by income and the MID provides a
tax subsidy only to the relatively higher income households that itemize. Consequently,
we expect that lower income housing will generally not experience house price
changes due to changes in the subsidy.”While not a focus of their study, one implication
of the MID’s effect of inflating house prices only at the upper end of the price distribu-
tion would be to contribute to income segregation by pushing higher-cost communities

farther out of reach for lower- and moderate-income households.

Access to Credit

In addition to income and wealth constraints that make it harder to qualify for a mort-
gage, access to credit for low-income and minority renters can also be constrained by
weaker credit histories, less stable employment histories, and higher debt levels that
make it difficult to meet typical underwriting standards.? Based on several compre-
hensive reviews of the literature, discrimination in mortgage markets, while difficult to
assess, also likely remains an important obstacle to purchasing a home for minorities
by deterring applications and making it more difficult to be approved for a loan and
more difficult to obtain favorable terms if approved.™ Indeed, there is substantial
evidence that in the years leading up to the housing bust, minorities were more likely
to obtain high-priced subprime loans with risky and arguably predatory features even

after controlling for the credit risk of applications."

In general, greater difficulty in qualifying for mortgage credit would be expected

to reduce homeownership rates for lower-income and minority households.To the
extent that moves to homeownership may support greater integration, particularly for
Hispanics and Asians, this barrier to homeownership would potentially contribute to
higher levels of segregation.'® In addition, to the extent that borrowers are steered to
subprime or otherwise higher-priced credit and away from conventional conforming
loans, these credit barriers may reduce the size of mortgages that could be obtained,

limiting the location choice of borrowers to areas with lower housing costs.

The principal policy levers for expanding access to mortgage financing are various
forms of duty-to-serve provisions aimed at low-income and minority consumers who
apply to financial institutions, with the most important being the requirements for
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depository institutions under the Community Reinvestment Act (CRA) and for the
government-sponsored enterprises (GSEs), Fannie Mae and Freddie Mac, as part of
their regulatory oversight. While these duty-to-serve provisions have the potential to
reach a broad swath of the market, there is only limited evidence of their efficacy in
increasing access to credit among target populations and even less that they actually
increase homeownership rates. In their review of existing evidence, Levitin and
Ratcliffe (2014) conclude that the GSE and CRA rules have had modest but positive
effects on overall credit flows to low- and moderate-income individuals and areas,
with CRA tending to have somewhat larger impacts on lending volumes. In a review
of the literature related to the GSE housing goals, Jaffee and Quigley (2012) conclude
that to the extent the GSEs did expand credit flows to target groups, this expansion
was achieved largely by replacing lending available through the Federal Housing
Administration (FHA). However, as Levitin and Ratcliffe argue, the replacement of FHA
lending with GSE-backed loans may provide benefits through lower borrowing costs.

In a review of fair housing concerns arising from regulation of the GSEs, Korman
(2013) points out the tension inherent in the housing goals that on the one hand
establish metrics aimed at expanding lending to low-income borrowers regardless
of where they live and at the same time also set metrics aimed at expanding lending
in low-income communities and in particular in areas with substantial minority
populations.The locational aspects of these latter goals could have the effect of
reinforcing the concentration of low-income households — and particularly minority
households — in these areas. Of course, these spatial goals were included to remedy
historical patterns of redlining which cut minority communities off from access to

mainstream credit, and so are not without merit.

There has been very little empirical analysis of the extent to which duty-to-serve provi-
sions increase lending to lower-income borrowers in higher-income neighborhoods
or support access by minorities to predominantly white neighborhoods. Friedman
and Squires (2005) is one of the few studies that examine whether CRA has been
associated with expanded lending to minorities in predominantly white neighbor-
hoods.These authors do find evidence of an increase in this lending in metropolitan
areas where CRA lenders have higher market shares.In a comprehensive analysis of
CRA’s role in expanding access to credit, the Joint Center for Housing Studies (2002)
also examined whether CRA lenders have higher volumes of lending to low-income
borrowers in higher-income neighborhoods and found that there is a statistically
significant effect, although the increase in lending is smaller than in neighborhoods
targeted by the duty-to-serve provisions.
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Information Deficits and Limitations on Housing Search

The process of becoming a homeowner is also impeded among low-income and
minority households by a lack of information and knowledge about the homebuying
process, including searching for a home, negotiating the purchase, and qualifying

for a mortgage. In a 2003 national consumer survey, Fannie Mae found that blacks,
Hispanics, and low-income households were more likely than all households to rate
themselves as having below-average understanding of, and less confidence in their
ability to complete key stages in, the homebuying process.'® More recently, a similar
Fannie Mae survey found that blacks, Hispanics, and low-income households had less
understanding of the qualifications needed to obtain mortgage financing, which would
potentially limit their attempts to pursue homeownership."” Ethnographic research on

minorities and immigrants further supports these findings."

Housing searches aiming to purchase homes in whiter or higher-cost neighborhoods
may face greater constraints due both to discrimination and to differences in knowl-
edge by race and socioeconomic status about housing options and the level of effort
required for search. Specifically, integration may be affected by the degree to which
there are racial or socioeconomic differences in how individuals search for homes

to purchase, and in particular whether there are differences in the neighborhoods
selected for home search. Importantly, Krysan (2008) finds that while a majority of
blacks search for homes (including both for purchase and for rent) in neighborhoods
where whites are in the majority, whites are very unlikely to search in areas where
they account for less than 70 percent of the population. Thus, white search behavior
may be more important for reinforcing patterns of racial segregation than search by
African Americans. Meanwhile, Krysan and Bader (2009) examine how knowledge of
different communities in the Chicago metropolitan area differs among whites,African
Americans and Hispanics and by socioeconomic status, and how these differences
influence where members of these groups search for housing. Overall, the findings
of these studies point to the importance of affirmative efforts to promote integration
by addressing shortfalls in the knowledge of different communities in a region both

among racial and ethnic minorities and those of lower socioeconomic status.

Efforts to address the information gaps among potential homebuyers are among the
broadest-reaching kinds of public supports for homeownership, with HUD-supported
efforts serving several hundred thousand people a year.These services aim to improve
homebuying choices by educating and counseling people about the homebuying

and mortgage finance process, including whether to buy a home or not. Despite its
widespread availability, homeownership education and counseling (HEC) has not been
subject to much rigorous evaluation. Collins and O’Rourke (2011) review the available

evidence on the efficacy of counseling, which finds some limited support counseling
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contributes to lower default rates. However, there is no available evidence about
whether HEC has any effect on the attainment of homeownership.

In terms of the spatial implications of HEC, while standard curricula provide informa-
tion about the housing search process, there does not appear to be any emphasis

on how prospective buyers ought to select where to search for a home. Many of

the organizations offering HEC are community-based organizations in lower-income
communities and so may have a tendency to support home purchases in their service
areas.Thus, while HEC may present an opportunity to help inform homebuyers about
a broader range of communities in which to search, HEC efforts to date have not
focused on this goal and so have probably had more limited integrative effects than
they could.

OBSERVATIONS ON EXISTING EFFORTS TO SUPPORT HOMEOWNERSHIP
AND THEIR CONTRIBUTION TO INTEGRATION

In considering the range of existing policies that provide support for homeownership,
a few broad conclusions can be drawn. First, the principal barrier to homeownership
for low- and moderate-income households is a lack of savings to meet downpayment
and closing cost requirements. For that reason, policies that promote savings or
provide upfront subsidies will have the greatest impact in bringing homeownership
within reach. Expanding access to conventional mortgage financing also has an
important role to play by directly addressing affordability concerns and also because
of the association of subprime lending with higher degrees of segregation, particularly

among African-Americans.

But in order for an expansion of homeownership to contribute to socioeconomic and
racial/ethnic integration, prospective homebuyers have to be able to afford homes

in higher-cost neighborhoods.To expand residential opportunities, the degree of
financial support provided has to both be significant enough to open up the doors to
these communities and well-targeted to lower-income households so as to increase
the relative purchasing power of this group.A second broad conclusion is that beyond
financial subsidies, there is also a need to better inform minority and low-income
households about the homebuying process and specifically to expand the range of
communities included in the housing search process by whites and minorities alike to
create the possibility of more integrative moves.

A third broad conclusion is that while for the most part homeownership policies
have not been constructed with an explicit focus on their impact on residential
integration, there is no doubt that various homeownership supports have made a
significant contribution to segregation over time, and so whether intended or not
these policies often have a spatial dimension."? Certainly, further research is needed
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to better understand the effects of homeownership supports on socioeconomic and
racial/ethnic integration. But this history points to the importance of understanding
the spatial implications of homeownership supports and tailoring them to encourage

integration and not reinforce existing patterns of segregation.

Indeed, given what is known, there are clear opportunities to tailor housing policies
to be more likely to foster integration by increasing the relative purchasing power of
lower-income households, by addressing information deficits that may constrain the
search process of low-income and minority homebuyers, and by assuring access to
safe and fairly priced mortgage products.The next section presents our recommenda-
tions in each of these areas.

WHAT WILL IT TAKE FOR HOMEOWNERSHIP POLICY TO MOVE THE NEEDLE
ON INTEGRATION?

There are two critical considerations in framing homeownership policy options that
could move the needle on residential integration: first, whether the policy would affect
a large enough number of households to make a difference in residential patterns
across the country; and second, whether the policy is fiscally feasible given the current
political environment (meaning, the policy cannot require a large increase in public
spending). Of course, there is also the question of whether, fiscal questions aside,

the policy is otherwise likely to gain enough political support to be enacted. While
difficult to handicap, the ideas presented below have been developed with an eye
toward having at least the potential for bipartisan support.

The policy options outlined below are not new ideas, though in this paper they

are newly filtered through the lens of how they would be expected to contribute

to racial and economic integration. While not all of the policies have an explicit
spatial dimension, to the extent that they increase the purchasing power of low- and
moderate-income households relative to higher-income households, they arguably
have the potential to foster integration by opening up a broader range of communities

to lower-income buyers.

There are four categories of policies proposed below: changes in federal income tax
policy related to the mortgage interest deduction and savings; increased support

for housing counseling; broad policy considerations in maintaining or modifying
duty-to-serve obligations affecting mortgage lending; and recommendations for better

targeting and potentially expanding funding for downpayment assistance.

Potential Reforms to Federal Tax Policy
With the passage of the Tax Cuts and Jobs Act of 2017 (TCJA), the near-term opportu-
nity for reform of tax policy may have passed, but to the extent that the opportunity

318 Part b: What Would It Take for Housing Subsidies to Overcome Affordability Barriers to Inclusion in ALl Neighborhoods?



for changes to the tax code may arise again, there are a number of changes that should
be considered that would better support homeownership among low- and moderate-
income households. Given its high cost and lack of impact on homeownership rates,
particularly among low- and moderate-income households, the MID has been the
subject of numerous proposals for reform from both the political right and left.?
While the TCJA did not eliminate the MID, it did limit its value by reducing the limit
on the size of mortgages eligible for the deduction from $1 million to $750,000, by
doubling the size of the standard deduction (thus reducing the incentive to itemize),
and by capping the deductibility of state and local taxes (again, reducing the likeli-
hood that taxpayers will claim the MID).

Past proposed reforms of the MID fall into two broad categories: those that would
modify the way in which mortgage interest payments are treated and those that would,
to avoid encouraging the use of debt, replace the MID with a one-time tax credit tied
to home purchase and not to mortgage interest payments.?! Most reforms to the treat-
ment of interest payments would convert the deduction into a credit so that the value
to the homeowner is not a function of marginal tax rate. In fact, adopting a credit for
mortgage interest payments would mitigate the effect of the TCJA since the ability to
claim the credit would not depend on whether taxpayers itemize their deductions.
These credits could be made refundable in order to reach households with limited
federal tax obligations or, to limit the fiscal impact, could be used only to offset actual
taxes owed.These various proposals establish a share of interest payments that would
be eligible for the credit (typically around 15 percent) up to a specified cap (either a
fixed national limit or a limit linked to area house prices).The tax credit could also be
subject to a phase-out at higher income levels to reduce the cost to the federal govern-
ment and to target the benefits at those most likely to have their decision to own
hinge on this benefit, although these goals may also be achieved by simply capping
the amount of tax credit.

The use of a tax credit (rather than a deduction) subject to a cap and limited to
primary residences results in much greater targeting of these tax benefits to low- and
moderate-income households and thus has much greater potential to actually increase
homeownership rates. Green and Vandell (1999) simulate this type of change and
estimate that the impact on homeownership rates among low-income and minority
households would be substantial, on the order of 6-10 percentage points.

Other proposals call for creating a tax credit that would be claimed upon purchase
of a home rather than an annual credit linked to mortgage interest payments in
order to avoid encouraging the use of debt.These relatively large, one-time credits
are typically targeted at first-time homebuyers, although some proposals include
all home purchasers. Limiting the credit to first-time buyers and to just the year of

Expanding Access to Homeownership as a Means of Fostering Residential Integration and Inclusion 319



purchase would greatly reduce the foregone tax revenues and would focus the credit
on addressing the downpayment constraint that is the principal financial obstacle to
homeownership. Gale, Gruber, and Stephens-Davidowitz (2007) propose these types
of credits, with estimates that refundable credits of $3,000 for single filers and $6,000
for married filers could be offered at a cost to the federal government of about $16
billion. Harris, Steuerle, and Eng (2013) propose much larger credits of $12,000 for
single filers and $18,000 for married filers. They do not provide explicit costs of such
credits, but they would obviously cost on the order of 3-4 times the smaller proposal,
or perhaps more if more households are able to attain homeownership as a result.
Credits of this magnitude would obviously have a much greater impact on the price
of homes that would be within reach of homebuyers and so have a potentially larger

integrative effect.??

If the goal of changing the tax code is to better target tax expenditures to increase
homeownership for low- and moderate-income households, a large, upfront credit

for first-time buyers would arguably be most effective as this would directly address
the principal barrier to owning and bring a broader range of communities within
financial reach.This type of credit would have the additional benefit of not being tied
to the amount of debt taken on and so would not encourage borrowing. But if other
fiscal or political considerations make such a switch unlikely, a refundable credit for
interest payments that is capped and phased out at higher income levels would allow
for larger benefits directed to households who are on the cusp of being able to afford
a home.

Of course, any reform of the MID would have to be thoughtfully phased in over time
to avoid disruptions to the housing markets in places where it has inflated home
prices. Rappaport (2016) estimates that removing the MID would lower prices by an
average of 5 percent across 269 metropolitan areas, ranging from a low of 1 percent
to a high of 9 percent.This range is not dissimilar from earlier estimates by Capozza,
Green, and Hendershott (1996) that gave a range of declines from 2 to 13 percent
across 63 market areas. However, with the recent changes introduced by the TCJA,
the share of tax filers itemizing their deductions will decline sharply, in effect elimi-
nating the MID in most areas of the country.As a result, any impact on house prices
of changing the MID will already have taken effect and so the potential for further
impacts on housing prices from changes in the tax code will be limited.

One concern with offering substantial tax credits to enable home purchase is that
households’ inability to save for a downpayment and closing costs may be a sign of
lack of financial readiness for the demands of homeownership. For these reasons,
another avenue to support homeownership which should be adopted are subsidies
to encourage savings to buy a home. Saving incentives would achieve multiple goals,
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including encouraging thrift, fostering improved budgeting skills, and drawing on

more of the homebuyer’s own savings to build up a downpayment.?

Enhancing
personal savings would also expand the purchasing power of low- and moderate-

income households and so further integrative goals.

Modifications to existing tax incentives for retirement savings could better encourage
savings and provide a simple and efficient means for delivering subsidies to homebuyers,
potentially without any increase in federal tax expenditures.The Joint Committee on
Taxation estimates that in 2016 the value of expenditures for defined contribution plans
and individual retirement accounts (IRAs) amounted to $113 billion.As with the MID,
these benefits currently largely accrue to higher-income households in part because
they are based on the marginal tax rate of the filer since the benefit accrues from
shielding the income saved from taxation.?* Restructuring the availability and distribu-
tion of tax benefits for qualified savings would have the potential to reach millions of

households and potentially have a significant impact on homeownership opportunities.

One model for reforming savings incentives is the Universal Savers Credit (USC)
proposed by the Center for American Progress.? The USC would provide for a
refundable tax credit for contributions to qualified savings plans.The credit could be
subject to a cap and also scaled by income to reduce the level of expenditure and
make the benefit more progressive. CAP estimates that a 30-percent credit for quali-
fied savings with annual caps similar to current limits on retirement savings could be
revenue-neutral relative to current expenditures but would be much better targeted
to low- and moderate-income filers. Under this approach, savers would essentially

be given a 30-cent match for each dollar saved up to the cap.As with current tax
benefits, the credit would apply to savings in 401k and 403b accounts as well as
IRAs but would also apply to new accounts that can be expressly used for purposes
other than retirement savings, including buying a home, educational expenses, or
health care costs.The new accounts could also be rolled over into qualified retire-
ment accounts if the saver decides to not pursue these other goals.?® Such a credit
would also have the virtue of promoting savings among lower-income households
for purposes other than homeownership.

A package of changes that create a modest-sized first-time buyer credit coupled with
an incentive for household savings might offer the most effective means of enabling
homeownership and greatly expanding the purchasing power of low- and moderate-
income households. Limiting the size of the first-time buyer credit would result in less
revenue spent on those who would buy a home in the absence of a credit, while those
who need additional cash to afford a home would be induced to acquire it over time

through savings, helping to ensure that buyers are better prepared for homeownership.
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Expand Support for Housing Education and Counseling

A substantial expansion of the availability of homeownership education and coun-
seling (HEC) also has the potential to reach a significant number of households at a
reasonable cost.While there is not yet convincing evidence that pre-purchase HEC
increases homeownership rates, given survey findings that lower-income and minority
households in particular lack accurate information about mortgage products and mort-
gage qualifications, there is also a compelling case that HEC could address a potentially
important barrier to homeownership for these groups. In recognition of this value, the
Bipartisan Policy Center (BPC) Housing Commission included an expansion of federal

support for HEC among its recommendations to support homeownership.?’

More broadly available HEC would potentially contribute to greater integration by
increasing homeownership opportunities among racial and ethnic minorities and

low- and moderate-income households more generally. However, as discussed above, to
date HEC programs have not been designed with the explicit goal of supporting pro-
integrative moves.Thus, in addition to expanding HEC availability, there is also a need
to develop and test approaches to enhance HEC’s ability to overcome geographical
blind spots that may impede moves that would foster integration.? These pilots could
explore the development of HEC curriculum and tools to help broaden homebuyers’
knowledge of metropolitan regions where they are seeking to buy and help identify
communities that would provide appealing opportunities to live but might not

otherwise be on a homeseeker’s search list.

As noted by the BPC, in order to expand access to high-quality counseling there is
a need for investment in the infrastructure of the HEC industry. This infrastructure
would include the technology and networks needed to enable clients to receive
assistance that is more convenient, tailored to their needs, and at lower cost.This
infrastructure would also include public campaigns to raise awareness of the value
and availability of HEC.An expansion of counseling would also need to come with

safeguards to ensure the consistency and quality of the services delivered.

In order to achieve these goals, a steady and reliable source of funding is needed to
support investments in technology, delivery systems, outreach, and service provision.
HUD has long been the principal source of funding for housing counseling, providing
$42 million in funding in the most recent fiscal year.?’ While one option would be

to expand the amount of funding raised though Congressional appropriations, in the
current environment an increase in direct appropriations may be difficult. Another
funding source that has been proposed is to require that a small portion of the
mortgage servicing fee (perhaps 1-3 basis points) collected by loan servicers be
directed to a government-controlled fund to support housing counseling.? Since the
value of housing counseling is realized by both borrowers and the mortgage industry,

322 Part h: What Would It Take for Housing Subsidies to Overcome Affordability Barriers to Inclusion in ALl Neighborhoods?



there is a clear logic for tying the funding to mortgage payments.The revenue raised
by such a fee could be distributed via a competitive grant process, much as current
HUD funding is distributed to support direct service provision, but would also include
allocations for investment in technology and systems, the development of curriculum
and other instructional tools, and organizational operating costs.

Maintain an Emphasis on Access to Credit

Regulatory mandates for the mortgage market to take proactive steps to reach
lower-income and minority homebuyers are another critically important means of
supporting sustainable homeownership at a significant scale. While there is a lack of
evidence that mandates under CRA and the GSE housing goals have increased home-
ownership, there is a body of research indicating that these rules do improve access
to safe and fairly priced mortgage products. Specifically, a number of studies have
concluded that CRA is associated with expanded access to credit for lower-income
households and neighborhoods and may also increase lending to lower-income and
minority borrowers in higher- income neighborhoods.There is less evidence that the
GSE housing goals have expanded access to credit, but a more convincing case that
the goals have increased the GSEs’ market share at the expense of FHA lending. Still,
such a substitution of credit source would yield benefits for borrowers in the form of
lower costs. Perhaps more importantly, expanding access to lending from conventional
sources would also act as a bulwark against the expansion of the high-cost and risky
subprime lending that came to dominate many low-income, minority communities
during the early 2000s.

Given the role these regulations have played in expanding access to credit, it is
important that such duty-to-serve mandates be preserved as part of the regulatory
oversight of financial entities engaged in mortgage lending — a particularly salient
point with regard to the ongoing debate about GSE reform. Levitin and Ratcliffe (2014)
present a compelling case that such duty-to-serve requirements are justified by the
public sector’s role in backstopping these institutions and are warranted given the
existing evidence that these rules have not unduly increased financial risk and have
had a positive impact on lending to targeted populations.

But even taking the mandate for duty-to-serve provisions as given leaves open the
question of how they can be structured to incentivize lending that supports integra-
tive home purchases and does not unduly concentrate lending to low-income and
minority homebuyer in communities where these households are already concen-
trated. One way to mediate against this unintended consequence would be to avoid
goals that include both borrower and neighborhood incomes in a single measure, such
as the low-income area goal for the GSEs, which is currently defined (at least in part)
based on both the income of the borrower and the income and racial composition of
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the neighborhood. Such goals can have the unintended consequence of encouraging
lending to low-income borrowers in low-income and high-minority neighborhoods.
Certainly, goals that encourage lending to low-income and minority communities are
important to support demand and investment in these communities. But establishing
goals that encourage lending to low-income borrowers throughout market areas

would better support integrative areas.

A full assessment of reforms of CRA and GSE lending mandates that would better serve
the goals of integration is beyond the scope of the present paper. But as opportunities
arise for reform, more thought should be given to how the mandates can be used to
support lending to lower-income and minority households that expands their range

of neighborhood choice. Given the complexity of balancing the goals of expanding
lending to specific populations and to neighborhoods traditionally underserved by
the finance system, qualitative assessments of efforts by financial institutions to ensure
that their loan products and services serve low-income and minority borrowers
throughout metropolitan areas may well be more appropriate than quantitative
measures of lending activity. CRA has long included such a qualitative review, while

recent enacted duties to serve for the GSEs have also adopted this approach.

Expand the Stock of Shared Equity Housing

The most direct way to assure access to homeownership opportunities for lower-
income households in neighborhoods they could not otherwise afford is to provide
upfront subsidies to reduce the cost of the housing. However, depending upon the
income level targeted and the cost of housing in the area, the subsidy amount required
can be large, easily in the tens of thousands of dollars or more in the highest-cost
markets.To ensure that public funds used for this purpose work to create a permanent
stock of affordable housing in these areas, there should be a strong emphasis on some

form of shared equity homeownership rather than on grants or low-cost loans.

The HOME program is one of the most significant sources of downpayment assistance
for homebuyers, but given program rules most of this funding does not require afford-
ability periods beyond the 5 to 15 years required by statute.As Lubell (2014) notes,
HUD could steer participating jurisdictions to adopt shared equity approaches either
by mandating much longer affordability periods for high levels of subsidies, or it could
simply encourage greater adoption of this practice by disseminating model shared

equity program guidelines.

However, an expansion of shared equity homeownership programs would require
a substantial increase in funding for subsidies. Given the current budgetary climate,
a significant expansion of HOME funding is unlikely — in fact, further cuts to this
program are much more likely. For this reason, shared equity models are unlikely to
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be an approach that will move the needle on integration in the foreseeable future.
Nonetheless, there is still good reason to seek opportunities to expand the existing
stock of these units through whatever federal funding is available and through inclu-
sionary zoning programs that are becoming increasingly common. While these efforts
may add units at the rate of only thousands a year and not hundreds of thousands, over

an extended period of time they may still accumulate a meaningful number of homes.

However, in addition to a source of funding for subsidies, increasing the scale of
shared equity programs will require additional sources of operating funding for stew-
ards of these programs and, given the reluctance of lenders to accept resale provisions
in shared equity arrangements, a source of financing for homebuyers.Thus, there are
additional roles for policy in helping to create models for sustainable funding of these

efforts and a source of mortgage financing.

CONCLUDING THOUGHTS

Any meaningful effort to foster greater socioeconomic and racial/ethnic integration
has to consider means of creating entry paths into higher-opportunity communities
through homeownership — not only because a significant portion of homes in these
areas are owner-occupied but also because homeownership remains an important
aspiration of the vast majority of Americans. Expanding opportunities to buy a home
would also benefit low- and moderate-income neighborhoods by providing residents
with greater protection against rising housing costs, enhancing residential stability for
their benefit and the benefit of the community. Homeownership may also promote
greater inclusiveness of low-income and minority residents in these communities by

putting them on more equal footing with other homeowners in these areas.

Ultimately, the goal of the recommendations presented above is to expand the range
of housing choices available to lower-income and minority families and individuals
by expanding the financial resources and information at their disposal. The principal
avenues recommended for achieving these goals is for changes to federal policies
that have broad market implications through the tax code, the provision of widely
accessible housing education and counseling, and regulation of mortgage lending. Just
as these policies in the past have been instrumental in creating the conditions that
produced segregation and urban decline, they are also potentially powerful tools to
promote integration and neighborhood stabilization. In today’s fiscal climate, reform
of these policies is also likely the only way to direct meaningful amounts of financial
resources to this issue given the magnitude of existing tax expenditures for home-

owners and retirement savers.
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