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Explaining the Black-White Homeownership Gap:
The Role of Own Wealth,
Parental Externalities and Locational Preferences

Abstract

African Americans in the United States are consildir less likely to own their
homes compared to Whites. Differences in houseimaloime and other socio-economic
and demographic characteristics can only partetiylain this gap and previous studies
suggest that the ‘unexplained’ gap has increased tme. In this paper we use the
Panel Study of Income Dynamics (PSID) intergenerati data, which provides
information on household wealth, parental char&ties and macro-location choice. We
find that African-American households are 6.5 petckess likely to own if only
traditional explanatory variables are controlledr. fdHowever, the Dblack-white
homeownership gap disappears if differences in ewd parental wealth and in the

preferred macro-location type are accounted for.

JEL classification: D81, J62, J71, R21, R31.
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1 Introduction

African-American (black) households in the Unite@t8s are much less likely to own their
homes compared to Caucasian (white) houseRdRigighly three out of four white households
own their home, while the same is true for less thalf of all black households. Moreover, the
racial difference in homeownership has widened iigtaver the last two decades. According to
the Current Population Survey, the homeownership batween Blacks and Whites has
increased by 2.5 percentage points to 27.1 pefmemieen 1985 and 2005. These observations
raise the important question of how this (incregsgep can be explained.

Past research, which has mainly focused on diggaiit demographic and socio-economic
characteristics as determinants of the housingréedhoice (i.e., the decision whether to own or
rent the home), can only partially explain the éatgomeownership gap between Blacks and
Whites. Moreover, the ‘unexplained’ gap appearddoe increased over time. Painter et al.
(2001) investigate the housing tenure choice inLib® Angeles metropolitan area in 1980 and
1990. They find that even when controlling for ine® education and immigrant status, the gap
has more than doubled between 1980 and 1990, fedckntage points. While earlier studies
(Wachter and Megbolugbe 1992 and Yinger 1986) atigaka portion of the gap may be due to
differences in access to housing finance, as poiote in Painter et al. (2001), it is unlikely that
access differentials between Blacks and Whites hawsened over timeMoreover, using data
from the Survey of Consumer Finance from 1983 t6120a recent study by Gabriel and
Rosenthal (2005) suggests that credit barriersuactdor no more than 5 percentage points of the
roughly 25 percentage point (or higher) homeownprdliferential between Blacks and Whites.

In this paper we explore the hypothesis that thexplained black-white homeownership gap
may be due to differences in household wealth, mareexternalities (e.g., gifts to meet
downpayment constraints) and the preferred ‘maocation’ type (i.e., the degree of
urbanization of the place of residence). All theseiables are frequently omitted in housing
tenure choice studies. Using intergenerational ffata the Panel Study of Income Dynamics
(PSID) we are able twintly control for all three sets of variables. We idgnéin ‘unexplained’

gap of 6.5 percent when household wealth, paremxtarnalities and macro-location type are not

! Subsequently we refer to African-American housebais ‘Blacks’ or ‘black households’ and we refer t
Caucasian households as ‘Whites’ or white houseshold

2 For example, as part of the Financial InstitutReform, Recovery and Enforcement Act, Congressiresju
Fannie Mae and Freddie Mac to increase the purcbagerimary-market loans to minority and low-income
borrowers and neighborhoods.



controlled for. When we estimate a standard bimegit model we find that this remaining gap
can be explained by differences in own and paremtaith and in the preferred macro-location
type. Current parental income does not appear ¥e hay significant impact. We find that the
‘unexplained’ homeownership gap shrinks to less thef the size if the household’s own wealth
is properly controlled for. Parental wealth hastatistically significant additional impact on
housing tenure outcomes but the additional effecjuantitatively relatively small with 0.4
percentage points. The remaining gap of roughly defcent can be entirely explained by
different macro-location choices and the correspuntbcational differences in the relative cost
of homeownership. In fact, when controlling for madocation choices, the gap changes the
sign, although the effect is statistically insigraint. When we reestimate the final model
specification separately for black and white hoosdh we find that the coefficients on the
macro-location type variables are statisticallyngigantly different for the two groups, with
black households being comparably less likely to awhighly urbanized locations.

Our main findings are essentially unchanged wheraddress endogeneity concerns related
to the household’s own wealth and the parents’ thedhstrumental variable estimates confirm
that the household’s own wealth has a causal pesigffect on the probability of
homeownership, however, we cannot identify anystieally significant causal effect of parental
wealth. Nevertheless, our instrumental variabléreges imply a black-white homeownership
gap of essentially zero. Finally, we estimate atimaimial logit model, assuming that households
simultaneously choose their housing tenure and edaciation. Overall, these estimates confirm
our finding that the black-white homeownership gap be explained by differences in own and
parental wealth and in the macro-location choickafseholds.

Our paper proceeds as follows. Section 2 revievesréhated literature. Specifically, we
discuss the role of own wealth, parental exteriesliand location in determining homeownership
outcomes. Section 3 describes the data, in paaticalr measure of household wealth. Section 4
outlines the empirical specifications and the sggtto identify household wealth and reports

results. We derive conclusions in Section 5.

2 Deter minants of Housing Tenure Outcomes
Owner-occupied and renter-occupied housing proddsimilar benefits to households.

Whether households prefer owning over renting dépe&m a number of factors. Below we first



briefly outline the mairrelative advantages and disadvantages of homeownershipacechpo
renting. Next, we discuss the role of household ltvegarental externalities and locational

preferences in detail.

2.1 The Main Determinants of Housing Tenure Outcome

In the United States homeownership offers imporianbme related tax benefits. While
owner-occupiers can deduct mortgage interest patgnieam income taxes, the same is not true
for landlords. Similarly, in contrast to landlordgho have to pay taxes on rental income,
homeowners do not have to pay taxes on imputed.r8ath types of tax benefits imply lower
relative user costs for owner-occupied housing eodsequently a greater likelihood that a
particular housing unit is owner-occupied (Rosen799 Given that both types of
homeownership-subsidies are income tax dependdintelse equal, the likelihood that a
household becomes a homeowner should increaseneitime. Moreover, the positive effect of
income on homeownership attainment is reinforcedthsy fact that mortgage lenders (and
secondary mortgage market institutions that sezarthe mortgages) require that the mortgage
applicant’s annual income exceeds a certain shiateeopurchase price of the home. Both the
‘income constraint’ and the ‘income tax effect’ ilpghat the positive impact of income on
homeownership may be non-linear (increasing ateedsing rate).

Homeownership offers other advantages as well. Aadawner can be interpreted as a
landlord who rents to herself or himself implyingat incentives of landlords and tenants are
aligned. Hence, homeownership reduces the so calkidtenance problem which arises from
the fact that rental contracts cannot explicitlp\pde for all possible contingencies (Henderson
and loannides 1983). Similarly, homeowners — inti@mt to tenants — can capture the benefits of
neighborhood and property improvements. Homeowingnstovides property rights to alter the
home however the occupier sees fit, generatingtgréenefits for the user, especially over the
long-run. Finally, homeownership provides a hedgairest rent and other consumption risks
(Ortalo-Magne and Rady 2002 and Sinai and SouR€8S).

Homeownership also has a number of disadvantagepared to renting. To begin with, in
contrast to corporate and institutional investorsgle owner-occupiers typically cannot

adequately diversify their housing investment riske for example Henderson and loannides

% Moreover, all else equal, households with moreemain incomes should be less likely to own theimles.
Haurin (1991) and Robst et al. (1999) provide ew@deconsistent with this proposition.



1983 and Bruecker 1997 for the theoretical argunaet Hilber 2005 for empirical evidence
consistent with the argument). Owner-occupiers &se much higher relocation costs compared
to renter-occupiers. This is because of transadomts associated with the purchase and sale of
properties. Haurin and Gill (2002) estimate thesmdaction costs of selling a home for the
United States as the sum of 3 percent of the healse and 4 percent of household earning. As a
consequence, the expected duration in the profetich is negatively related to the annualized
transaction cost) should be expected to deternona significant extent whether households
choose to own or rent. Using a unique military dataHaurin and Gill provide direct evidence
that expected length of stay (of military persorgielhe assigned bases) and transaction costs of
selling a property are very important determinastshe housing tenure decision. For most
households, however, tlexpectedduration in the property — which is mainly detaned by the
household’s life-cycle status — is not known in aabe, at least not to researchers, and needs to
be proxied by demographic and socio-economic cheriatics. In fact, numerous studies
demonstrate that demographic and socioeconomi@ctaaistics of households can explain to a
large extent housing tenure decisions of househ@ds, Eilbott and Binkowski 1985 using
aggregated data or Gyourko and Linneman 1996 ussaggregated data).

The set of household specific control variablesmmpirical housing tenure choice studies
also typically includes dummy variables for theeat the household. Household race may affect
housing tenure outcomes for at least two reasomstlyf: housing tenure outcomes may be
affected by racial discrimination (Kain and Quigl&§72). Discrimination may occur at various
stages in the process leading to homeownershipdimg discrimination by real estate brokers or
mortgage lenders. Yinger (1995) provides a reviéwuzh discriminatory behavior along with
estimates of their cost. Munnell al. (1996) provide empirical evidence on themimsination by
mortgage lendersSecondly, different racial groups may differ, &stample, in their preferences
for homeownership or in their expected duratiomiproperty (i.e., their mobility) and hence in
their relative demand for homeownership.

Summing up the above discussion, we can expredsoingng tenure choice of household

in reduced form as:

Priown =1 = f(X,y,R) (1)

* Ladd (1998) provides a survey on this topic.



where Pr(own) denotes the likelihood that househblaivns, X; is a vector of demographic and

socio-economic characteristics of househo{ohcluding age and marital status but not wealth),

y, denotes the household income aRdis a vector of dummy variables for the differeatial

groups.
A number of empirical studies have estimated teruh@ce equations similar to equation
(1), mainly relying on Census micro data or datarfrthe American Housing Survey (AHS).
Consistently these studies find that black housthale less likely to own compared to white
households (e.g., Painter et 8001, Gabriel and Rosenthal 2005). One drawbacksuig
Census micro data or AHS data is that these dat@ea® only provide very crude proxy measures
for household wealti{e.g., household income, age, dividend and intare®me) and do not
provide any information oparental characteristicsWe discuss the effects of these variables on

homeownership outcomes in turn.

2.2 The Role of Household Wealth

Household wealth may affect tenure outcomes for teasons. Firstly, downpayment
requirements prevent wealth constrained househfilwa obtaining a mortgage. Secondly,
owner-occupiers with limited wealth are more likétybe forced to overinvest in housing from
an optimal portfolio allocation point of view, adlse equal, reducing the relative demand for
homeownership. This effect is reinforced by thet fitat households with limited wealth
typically have to highly leverage their housing estments. Both theoretical arguments imply
that wealth may have a non-linear positive effechomeownership propensities (increasing at a
decreasing rate).

A few empirical studies investigate the role of eafor housing tenure outcomes.
Linneman and Wachter (1989) were the first to pewlirect parameterization of the impacts of
borrowing constraints. Using the Federal Reservar@e 1977 Survey of Consumer Credit and
the 1983 Survey of Consumer Finances (SCF) they shat both income and wealth constraints
reduce homeownership propensities and that theamgdahe latter is stronger. Moreover, their
results imply that the impact of borrowing consitaihas decreased in the early 1980s, possibly
as a result of mortgage market innovations. Inl@weup study, using the same data as in the
earlier study but adding data from the 1962 Sumkfinancial Characteristics of Consumers,

Gyourko et al. (1999) find that the racial disparities iwrership outcomes are small for



households that are wealth unconstrained but drstantial for wealth constrained households
with white households owning at higher rates thguaivalent minority households. Similarly,

Duca and Rosenthal (1994), using the 1983 SCF detnade that borrowing constraints have a
significant negative effect on homeownership rakdsreover, the negative impact of borrowing

constraints on homeownership appears to be strdaggounger and non-white families.

2.3 The Role of Parental Externalities

A few studies highlight the role of parental extdities for housing decisions. Engelhardt
and Mayer (1994) document that about one in fivet-ime home buyers receives assistance
from relatives in making the downpayment, with therage gift being roughly one-half of the
total downpayment. These findings imply that paakrgifts may be important in relaxing
downpayment constraints and allow otherwise coim&ida households to purchase a home.
Mayer and Engelhardt (1996) provide further suppgrevidence. Charles and Hurst (2002),
using data from the PSID, demonstrate that diffegenn income, family structure, and in the
ability and willingness of parents to provide dowgment support are the primary reasons for
the fact that mortgage applications of black hooki&hare almost twice as likely as those of
comparable white households to be rejected. They dbcument that 27 percent of white
households but only 7 percent of black househdids purchased a home had help with their
downpayment from their families. These findings iynghat omitting parental wealth as an
explanatory variable of the housing tenure choioteqtially causes a serious omitted variable
bias. The extent of parental support may not oelydlated to parental wealth but also to their
income. Parents who still earn or have a high iremom pensions may be more willing or more

at ease to help their offspring to overcome downpayt and liquidity constraints.

2.4 The Relative Supply of Owner-Occupied Propedied the Role of Location

With a few exceptions previous housing tenure ahasitidies have focused on the demand
side, that is on the housing consumers’ relativenated for owner-occupied versus renter-
occupied space. However, a focus on the demand aatee ignores that it is the property
developers and owners of existing properties (ite2, suppliers) who effectively determine the
tenure status of properties. Not all property depets and owners have the same cost functions.
Moreover, because the relative marginal cost ofvidhog owner-occupied (versus renter-

occupied) space can differ across property typésl@ations, one would expect that in general



equilibrium, all else equal, the housing consumeesiure decisions are affected by their
locational preferences and corresponding locatiohaices.

In this context, Linneman (1985) points out thalldng types and locations differ in their
inherent ‘relative landlord production efficiencyandlords (who typically own numerous units
in a building or several buildings) have compamfiwoduction efficiency advantages in terms of
maintaining the housing units and solving a numbkrfree-rider problems with respect to
common facility maintenance compared to owner-oeasp These relative landlord production
efficiency advantages tend to be much greaterghlfiurbanized locations with predominance
of high-rise and low-rise buildings and close proities between managed properties than in
suburbanized or rural areadot surprisingly, homeownership rates are typjcakry high in
rural and suburban areas but relatively low (somesi in the single digit numbers) in highly
urbanized places. Empirically, the housing type lbeen demonstrated to be a quantitatively very
important determinant of the homeownership stafysaperties (see for example Hilber 2005).

Locations differ not only in their housing stocktkalso in their housing investment risk.
House prices in more urbanized places tend to behness stable (more uncertain) than in
suburban or rural places. In this context, Hilll2dQ5) argues that, all else equal, properties in
neighborhoods with high levels of externality rigks., high levels of variation in junk and litter
in the street, in street noise, in neighborhood@&a@nd in neighborhood crime) should be less
likely to be owner-occupied. Empirical evidence nirothe AHS strongly supports this
proposition. In fact, Hilber's findings imply thathe phenomenon of particularly low
homeownership rates in inner cities can essentlalyexplained by the particularities of the
housing stock (i.e., a large share of high- and-iee buildings) and by high levels of various
neighborhood externality risKs.

Acknowledging the importance of the role of locaibchoices in housing tenure decisions,
a few empirical studies have estimated multinoniaait models by either assuming that

households simultaneously choose their location famgsing tenure or by assuming a certain

® Linneman (1985) lists a number of specific reafonsvhy landlords are expected to have a greatsyztion
efficiency including superior credit ratings, greatpolitical influence which yield lower tax asseents,
maintenance cost efficiencies and economies agedaidth processing a landlord’s credit applicatcmmpared to
that of a homeowner.

® Landlords can facilitate the internalization ofemalities in densely located areas by reducirgbérgaining
costs associated with dealing with neighbors wittid outside the structure (Linneman 1985).

" Turner (2003) provides further evidence at the Mi®¥el, suggesting that housing investment risk has
negative impact on homeownership propensities.



‘tree structure’ in the decision process. Gyouekal. (1999) estimate a multinomial logit model
that treats central city versus suburban locat®@a &hoice variable in addition to tenure status.
Their findings imply that while controlling for wih constraint status eliminates minority-white
tenure choice differences among the unconstraloedtion differences remain for this group and
also for the group of constrained households. AsuBko et al. (1999) point out; one limitation
of their data set is the fact that their locatioformation is extremely limited. They therefore
point to the PSID as a data source that providds tetailed wealth and more detailed location
information.

In a similar vein, Deng et al. (2003) investigataether racial differences in residential
location outcomes are among the factors contrigutio the large racial differences in
homeownership rates in the Philadelphia metro avieaie specifically, the empirical analysis is
based on 1985 AHS data for the MSA of Philadelphia considers the influence of
neighborhood location options on homeownership gadously based on a nested multinomial
logit specificatior?. That is, tenure choice is modeled such that thedwavnership decision is
made while considering alternative subsets of rmgdiood options. Their empirical findings
suggest that African—American residential locatmumcomes are associated with lower than
expected racial differences in homeownership suggethat after controlling for neighborhood,
racial differences in homeownership are larger tlmaiginally assumed and endowments
(measured by various types of household income)lagxpless than half of the larger
homeownership differences.

Finally, Dawkins (2005) uses PSID data to study c¢batribution of residential location
towards the black-white gap in first time homeovehgy transitions that is, the fact that black
households wait longer to transition into first-irhomeownership than white households. Using
time duration models Dawkins finds that variousdestial location characteristics, particularly
those associated with the supply of affordable evaeeupied housing, affect racial gaps in first-
time homeownership transitions. However, most efgaps in homeownership transitions would
be eliminated if Blacks and Whites had similar hehedd characteristics.

8 One limitation of using the 1985 AHS is that itesonot provide direct information on the housetmlolivn
wealth (nor does it provide any information on tharacteristics of the household’s parents). Mozedactors that
may contribute to the black-white homeownership &y have changed since the mid 1980s.



2.5 Specification of Empirical Model

As outlined above, theelative demand for owner-occupied (compared to renter-aediip
space may be mainly determined by demographic acth-£conomic characteristics of the
housing consumers (including household income aedltW) and their parents (via parental
externalities). Additionally, the relative demanéyrbe affected by location-specific differences
in the level of housing investment risk (highly anized places tend to more risky than suburban
or rural locations). Theelative supply of homeownership on the other hand may bmlyna
determined by location specific differences in tigkalandlord production efficiency advantages
(that is, the provision of housing by landlords tenexpected to be more cost-efficient in highly
urbanized locations with predominance of high-asd low-rise buildings and close proximities
between managed properties).

In reduced form we can express the equilibrium @bdily that household in locationj

owns as:
Pr(ownJ.:J)*Z f(X'R’b”Wuf/u\R”;U) (2)

wherew, y7, w’ andu, denote the wealth of househd|dhe income and wealth situation of

household’s parents and the degree of urbanization in loogti The latter variable is expected
to capture location-specific differences in theatieke landlord production efficiency and in the
level of housing investment risks.

From the housing consumer’s point of view, the @& aonsiderations imply that the
household’s locational preferences and the correfipg (revealed) macro-location choice (i.e.,
living in a highly urbanized environment versusriyin a smaller city or a rural area) affect the
relative user cost of homeownership and hence thesihg tenure decision. In other words,
equation (2) assumes that ttmacrolocation choice is exogenous to the housing tectece.
We deem this to be a reasonable assumption. Timstiso say that location choices are per se
exogenous to housing tenure decisions. Ratherlagitoi Deng et al. (2003) we conjecture that
micro-location (neighborhood) choices and tenure chomay be simultaneously determined.

However, we maintain that households typically &®daheir macro-location because of

° In the empirical analysis below we distinguishvien six macro-location types that differ in theémgree of
urbanization: type 1: ‘size of largest city in copmf residence is 500,000 or more’; type 2: ‘sigel00,000 to
499,999’; type 3: ‘size is 50,000 to 99,999’; tyhesize is 25,000 to 49,999’; type 5: ‘size isAM) to 24,999’; type
6: ‘size is under 10,000’. Unfortunately the PSIDed not provide any information on the housing typean
alternative and perhaps better proxy measure éorefative landlord production efficiency — of thanelists’ homes.



employment related reasons (i.e., farmers choo$ieetan rural areas while high-tech specialists

or hedge fund managers typically choose to livéighly urbanized locations such as the Bay
Area or the New York metro area) independent af theusing tenure choice. Similarly, it seems

reasonable to assume that elderly households rhakenhacro-location choices based on their
preferences for certain lifestyles (i.e., livingtire mountains or in dry desert-like climate versus
living in a large city) and not conditional on th&enure choice. Nevertheless, acknowledging the
possibility that households may simultaneously sleothe housing tenure and macro-location
and acknowledging the possibility of “sorting onobservables”, we also report results of a
multinomial logistic model that assumes that hoo&#hhave a choice between twelve different
housing tenure-location options (owning vs. reniimgix macro-location types). See Section 4.4
below.

We can illustrate the above considerations grafififave assume that households differ in
their (unobserved) idiosyncratic preferences fanbownership and suppliers of housing in their
(unobserved) idiosyncratic relative landlord prdtrc efficiency. Figure 1 depicts the
aggregated demand for and supply of owner-occuidive to renter-occupied housing. Given
the particular nature of the ‘good’ homeownerskie, ‘quantity’ of the good is expressed as the

fraction of local housing units that are owner-qued (i.e., the homeownership rate). The ‘price’

is the (unobserved) price premium of homeownersitimpared to rentingAp®. (The price

premiumAp° can be positive or negative.) An increasing ppicamium Ap® increases the share

of property owners that self-occupy (or sell to émsywho self-occupy) (i.e., positive slope of the

supply curve) and decreases the share of housimgunwers that choose homeownership over
renting (negative slope of the demand curve). Thalierium homeownership rate is determined

by the interaction of relative demand and supply.
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Figure 1: Relative Demand for and Supply of Homeenship
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Figure 1 depicts the equilibrium outcomes for twibedent stylized settings. Consider first
the relative demand and supply curves that inteaagpboint W. This setting depicts a less
urbanized area with single detached housing (l@liféerential marginal cost of homeownership)
and wealthier local residents (strong relative dearfar homeownership). In our data sample this
corresponds quite well to the group of white hootdd The second setting depicts the demand
and supply curves of a more urbanized location larise and high-rise buildings that consists
of less wealthy households (weaker demand for asd supply of owner-occupied housing).
This setting corresponds better to the group ofckbldhouseholds. The equilibrium
homeownership rate in the less wealthy urbanizedtion (point B) is much lower than that in
the wealthier suburban location (point W).

Overall, the above considerations suggest thahtimeownership status of properties (and
the corresponding housing tenure of householdsd ia large extent determined by location
specific factors. Because black and white househoidy differ in their preferences for certain
location types (or are forced to live in certaicdton types due to constraints) it is imperative
that we control for location. We outline our emgali specification and, in particular, how we
control for locational choices in Section 4 beldvext we describe the data used in the empirical

analysis.
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3 Description of Data

Our intergenerational data is derived from the P&tedy of Income Dynamics (PSID), a
nationally representative longitudinal survey ofoab 5,000 families that the University of
Michigan’s Survey Research Center has conductedadiynsince 1968. The PSID is a large
scale survey and is an ideal dataset for explacomnections between generations. It contains
extensive economic and socio-demographic informattout families and their relatives.
Among other information, the survey asks the hookishabout their race, age, marital status,
number of children, educational attainment as aelhbout their earned labor and asset income,
transfer payments received, a variety of housirfgrimation (including whether the home is
owner-occupied or renter-occupied) and the maccation type, that is, the size of the largest
city in the county of residence (a measure for dbgree of urbanization or relative landlord
production efficiency, respectively).

Because the PSID is a longitudinal survey that fodewed families and their offspring
since 1968, it contains household social and ecanorformation over different stages of their
lives. This enables us to obtain information aldled generations of a given family in the same
dataset including the current income and totalvnedlth of the household head’s parefit.
should be noted in this context that parents aed thildren are separate records in the PSID;
the same information is available for both paresms children as they are considered to be
different households.

One important advantage of using PSID data, forpilmpose of our study, is the fact that
household wealth is calculated precisely (basedsumey information) and is conceptually
neutral as to whether a household owns or renecifsgally, our measure of wealth is thatal
net wealthincluding all relevant assets net of liabilittédn terms of home equity, estimates of
the value of property assets are included on tlsetaside, while the remaining mortgage
principal is deducted. So if a household purchaskeuse with a downpayment of $50,000, this

is equivalent to still having the $50,000 on thakbaccount, in terms of our measure of total net

10 See Chiteji and Stafford (2003) for more discussibout how to construct an intergenerational dataising
the PSID.

1n 2001 (as well as in 1984, 1989, 1994 and 1998 SID asked households extensive questions #feiut
wealth. For the measure of wealth, the househdididings include real estate (first home, seconddiaental real
estate, land contract holdings etc.), cars, truokstor homes, boats, farm business, stocks, bandgjal funds,
saving and checking accounts, money market furettificate of deposit, government saving bondsa$uoey bills,
IRAs, bond funds, cash values of life insurancecpes, valuable collections for investment purposesl rights in a
trust or estate. Deducted from all these holdingscaitstanding mortgage principal, debt on credlitls, and other
debt on the above listed assets. For details seterét al.(1999).
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wealth. Of course, to the extent that (leverageahén equity is a better (or worse) investment
compared to alternative investments, owning orimgnaffects thefuture wealth situationof a
household? Moreover, even if owning and renting an identigedperty itself is wealth-neutral,
homeownership provides a mechanism for ‘automated’forced’ savings since borrowers
typically pay back a small share of the principathweach mortgage payment, potentially
increasing household wealth of homeowners relatveenters in the long-run. Another reason
why one might be concerned about the endogeneityo$ehold wealth is due to the possibility
that (unobserved) omitted variables determine beghlth and the propensity to own a house,
causing a bias and leading to inconsistent estsnd@eir empirical specifications control for
numerous demographic and socio-economic charaatsrigable 4 lists the full set of controls
(along with the omitted categories), which includf®rmation on household income and wealth,
standard demographic variables, education levepl@ment status, occupation type (as proxy
for permanent income), the number of years sinee(ybung) household first formed the own
household and parental income and wealth. Thisdblisa of controls may somewhat alleviate
the concern of omitted variable bidsNevertheless, in order to fully address all pagnt
endogeneity and related omitted variable issues,inggument for household wealth in our
empirical analysis below. The identification stgteis described in Section 4.3 and
corresponding results are summarized in the sant®se

Our regression sample consists of households witis¢hold heads who are at least 25 years
old by 2000. We put an age restriction on our sanfjgcause we want individuals who are
mature enough for homeownership to be a reasormilen for them. We exclude the few
households in the PSID intergenerational sampleatenon-White and non-Black as our focus
is on the black-white homeownership gap. This esiolu reduces the regression sample size
from 1015 to 983 observations, consisting of 23 klhouseholds and 685 white households.

A first look at the PSID longitudinal data providesme interesting insights that are
consistent with our propositions that household ltkeand locational preferences (and the
corresponding relative cost of homeownership) mayniportant factors in explaining the black-

white homeownership gap. Consistent with the hyggith that the widening black-white

21t is not per se clear however, whether home gdsiia better or worse investment than say std€fmancial
markets are perfect then risk-adjusted returnsldhmeisimilar across investment categories.

13 For example, one might be worried that educatmrels determine both wealth and the propensitywin o
(because of the institutional understanding gaithedugh schooling). However, education levels ame of our
many controls in the empirical analysis below.
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homeownership gap (see Table 1) may be partly ébeltr of differences in household wealth,
Table 2 reveals that the black-white total wealdp ¢pas indeed been increasing between 1984
and 2001, both in nominal and real terms. Similadgnsistent with the proposition that the
widening homeownership gap may be partly explaibgddifferences in macro-locational
choices, Table 3 reveals that black households sggaificantly more likely than white
households to live in a county where the size efl#ngest city exceeds 50,000 residents. While
the suburbanization trend is observable for botiatagroups, the gap in locational choices has
been increasing consistently between 1985 and Za6ally, consistent with the hypothesis that
differences in parental wealth may partially exipldie black-white homeownership gap, Table 4
(which summarizes statistics for our base regrassaonple for 2001, separately for the group of
black households and white households) revealstiieaparental wealth gap between black and
white households is very substantfalThe table also reveals that black households in ou
regression sample have much lower levels of homewship attainment (36 percent versus 65
percent), lower labor income, lower levels of ediocel attainment and lower marriage rates.
However, on average, black households in our sahgde more children.

A final note concerns the interpretation of ourengenerational data (i.e., our focus on
children of households from a nationally represegrgassample) and the corresponding empirical
analysis. If we would run our analysis using th# §ample of the PSID, our results would
basically be cross-sectional in nature. Howevergesiwe use a subsample of children of PSID
households who formed their own household, ouryaiglessentially becomes a transitional
oneX Similar to Dawkins (2005) we are asking among nefskmed households what is the
likelihood that they will have transitioned into rheownership given their family background
and given events that have occurred in their lifehsas educational attainment or labor market
success$? One implication of the interpretation of our studyg a transitional analysis is the
importance to control for the time since a housgtaad first formed an own household. In our
empirical analysis below we therefore include thember of years since a household head first

formed an own household’ as an additional contasiable. In fact, in our empirical analysis

4 The PSID does not allow us to compute this infdiomaover a longer-period of time as parental infation
only becomes available during the later years eRBID.

15 We are thankful to Stephen L. Ross for pointingthis interpretation to us.

5 Our focus on households, who have relatividgently transitioned into homeownership also somewhat
alleviates reversed causality concerns relatechéoabove described phenomenon that ‘forced savitigeugh
homeownership affect household wealth inltrg-run

14



below the control is statistically insignificant iall specifications when household age is

controlled for (not inconsistent with the main fings in Dawkins, 2005Y.

4 Empirical Analysis

In the empirical analysis that follows we assessttat extent the traditionally ‘unexplained’
black-white homeownership gap may be explaineditigrdnces in household wealth, parental
externalities and locational preferences. We fixgline our model specification, the estimation
method and the empirical strategy. Next, we reportmain results. In a third step we propose an
identification strategy for the wealth variablesilasummarize the results of the corresponding
instrumental variable estimates. Finally, we discuan alternative multinomial-model

specification and present results.

4.1 Estimation Method and Empirical Strategy
We estimate the probability that a household owss@sidence using a standard binary

maximum-likelihood logit model as described in dga(3):

1

)

Pr(ownj = 1) = 1+e(

3)

where Pr(ownj :1) is the probability that househaldn locationj owns its housing uni; is a

vector of explanatory variables an@ is the corresponding vector of logistic regression

coefficients.
Our empirical strategy is as follows. We start Btiraating a traditional tenure choice model

as outlined in equation (1) whereeéé(i,yi,F,{)D Z . This specification omits a number of

variables that can be expected to determine a hoige housing tenure choice; the household’s
own wealth, parental externalities and locatiorrafgrences. As discussed above, in our sample,
black households, on average, are much less wealdylive in more urbanized locations

compared to white households. Similarly, the parertblack households are, on average, less

wealthy and have lower incomes compared to padnighite households. Hence, we expect the

71f we drop the age category dummies then the ‘abaksl formation’-variable becomes statisticallyrsiigant..
The results with respect to our variables of irge(thousehold head is black’ variable and wealhables) remain
virtually unchanged if we exclude the control. Heee in order to be consistent with the interpietabf our study
as a transitional one, we keep the control.
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addition of these variables to reduce the ‘unexygdi black-white homeownership gap. Below,
we investigate the impact of each of the varialmashomeownership propensities and test
whether the black-white gap still persists whenjewetly control for the additional variables.

More specifically, we proceed as follows. In atfisgep we add the household’s own wealth

W as an explanatory variable, both in a linear ama-lmear way. Next, we test the additional

impact of parental externalities. These extermlitinclude the effects of parental wealth and
parental income. In a subsequent step we estirhateadditional impact of differences in the
households’ locational preferences and the corredipg locational differences in the relative
cost of providing homeownership. The final speaifion corresponds to the reduced form
equation (2). We summarize the results of our wexibinary logit estimates in Section 4.2.
Detailed results are reported in Tables 5 to 7Séation 4.3 we address endogeneity concerns
related to the household’s own wealth and pareméglth. We first describe the identification
strategy. Next we summarize the results that grerted in detail in Table 8. Quantitative effects
for all specifications are documented in Tableifaly, we perform a sensitivity analysis to test
to what extent our results may be affected by @sumption that the macro-location choice is
exogenous to the housing tenure decision. Spelyficae estimate a multinomial logistic model
that assumes that households can simultaneousbsehtbe housing tenure and macro-location
type. The methodology and results are summariz&geation 4.4. Detailed results are reported in
Tables 10 and 11.

4.2 Results of Binary Logit Estimates

Our base specification is a traditional tenure ca@quation as outlined in equation (1). The
results, which are reported in column (1) of Tahlessentially confirm the findings of previous
tenure choice studies. In particular, the coeffitief the dummy variable for black households,
which measures the ‘unexplained’ black-white homeership gap, is negative and highly
statistically significant at the 1 percent levelheT coefficient implies that controlling for
demographic and socio-economic characteristics lyditg wealth), a black household’s
probability of owning is 6.5 percentage points lowean that of a white household (see Table 9
for details on how this quantitative effect is cdéted). This ‘unexplained’ black-white
homeownership gap is similar in magnitude to ‘uaxed’ gaps identified in earlier studies.

For example, Gabriel and Rosenthal (2005), usiegSGF, estimate a gap of about 8 percentage
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points, also for 2001. The coefficients on the dgraphic and socio-economic controls (income,
employment status, age, marital status, childretycation and occupation type) have the
expected signs and — with a few exceptions — atesstally significant at least at the 5 percent
level. See Table 5 for details.

Column (2) of Table 5 reports results for a speation that includes the household’s own

wealth w as an explanatory variable. As expected, an isereahousehold wealth increases the

probability of homeownership. The effect is notyostatistically significant (at the 5 percent
level) but also quantitatively important. An incseaof household wealth by 10 percent
(measured at the sample mean) increases the bkelilbf homeownership by 3.1 percent. As
expected, controlling for total household wealthdueges the ‘unexplained’ black-white
homeownership gap substantially to just 2.2 peeggpoints (that is, household wealth explains
almost two third of the ‘unexplained’ gap). Howevidre dummy variable for black households
in the sample is still highly statistically sigmiint with a p-value of 0.03.

Column (3) of Table 5 captures total household theal a non-linear way by including two
category dummy variables (between $10,000 and $80add above $50,000; below $10,000 is
the omitted category) as explanatory variableAs expected, households with wealth above
$50,000 are significantly more likely to own (allse equal) than households with wealth
between $10,000 and $50000. The latter categotyrinis significantly more likely to own than
households with wealth below $10,000. Both categdynmy variables are statistically
significant at the 1 percent level. The estimateefficcients imply that an increase in own wealth
from below $10,000 to above $50,000 increases tkaliHood of homeownership by 31
percentage points. The coefficient on the dummyabée for black households still has a
negative sign but is now no longer statisticallgndicant at the 10 percent level. The implied
black-white homeownership gap is 1.9 percentagatpoihe fact that the pseudd Rcreases
from 0.35 (column 2) to 0.44 (column 3) and tha gercentage of correct predictions increases
from about 81 to 83 percent suggests that ther Igptecification is a better fit and that one ought
to control for wealth non-linearly. Overall the u#ts suggest that household wealth is a very

important determinant of housing tenure outcomes @mitting it may cause a serious omitted

18 We use category dummies to capture the non-lieéfact of wealth rather than interaction effects.afd
Norton (2003) demonstrate that interaction effaotsnonlinear models such as logit models do notakde
marginal effect of the interaction term, can beopposite sign and its statistical significance @ calculated by
standard software. Programs are available (in STAfhAt can be used to compute correct interactféects but
only for exactly two variables and no squared beonon-linear terms.
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variable bias. It should also be noted that resarksvery similar if the specification reported in
column (3) of Table 5 is replicated for the fult & households in the PSID. Results are reported
in Appendix Table A1, first for the full sample,eth for the samples of black households and
white households separately. Similar to the restédfgorted in column (3) of Table 5, the
coefficient on the ‘household head is black’ valeahis statistically insignificant and
quantitatively not meaningfdt. This result implies that our estimates for thesiigenerational
dataset may be representative for the entire ptipola

Table 6 tests to what extent parental externaliBgplain the remaining black-white
homeownership gap. Column (1) of Table 6 diffemsrfrcolumn (3) of Table 5 only in that we

additionally control for parental wealth”, again, using the same category dummy variables as

for the children. Consistent with Engelhardt andybta(1994), Mayer and Engelhardt (1996) and
Charles and Hurst (2002) who demonstrate that paregifts are important in relaxing
downpayment constraints, we find that having wealtiparents increases the likelihood that
households own their homes. Our parameter estinaigly that the only thing that matters is
that the parents have accumulated some wealth €ghit¥,000), somewhat surprisingly, whether
parents have wealth between $10,000 and $50,0@@oe than $50,000 has no distinguishable
effect on the offspring’s homeownership propensélfhough the latter effect is statistically
significant at the 1 percent level, while the forreéfect is only significant at the 5 percent level
Importantly, when we control for parental wealthe tdummy variable for being Black remains
statistically insignificant and the implied blackiite homeownership gap is further reduced,

although, in a quantitative sense, the gap remaiagginally meaningful with 1.5 percentage
points. Colum (2) of Table 6 additionally adds tieents’ household incomg” as a control,

again as category dummies. The coefficients on tthe category dummy variables are
insignificant in a statistical sense implying tiparental income — in contrast to parental wealth —
does not matter for the offspring’s housing terzhreice. The parameter estimates of the dummy
variable for black households and the category dymmariables for parental wealth remain

virtually unchanged.

19 We also estimated the specification reported inrna (1) of Appendix Table Al separately for eacacno-
location type. Our variable of interest (‘househbkhd is black’) is completely statistically insiigant in all but
one case (‘locations where the population sizehef largest city in the county of residence is 50,00,999").
Results are available from the authors upon request
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Finally, in Table 7 we additionally control for aisehold’s revealed macro-location choice
assuming that the household chooses the macradocptior to/independently of the housing
tenure decision, that is, assuming that the mamration is an exogenous explanatory variable of
the housing tenure decision. (In Section 4.4 bel@mest whether our results hold if we assume
that households choose housing tenure-macro-lacatmbinations, that is, make simultaneous
housing tenure and macro location choices.)

First we report results for our favorite empirisglecification in column (1) of Table 7. The
specification is identical to equation (2) excdpttwe drop the parents’ income as our previous
results suggest that this variable has no indep#ndgpact on the panelists’ homeownership
outcomes. We control for the macro-location chdigeusing dummy variables for the various
macro-location types provided by the PSID. We othé ‘least urban’ macro-location type —
counties of residence that do not contain a cithwmore than 10,000 inhabitants — from our
regression. Households in these places, all elsaleshould be most likely to own their home.
Hence, we predict that the coefficients on the iieng macro-location type dummies have a
negative sign and that the absolute values of dledficients increase in magnitude with greater
degree of urbanization. We indeed find that aleedgual households are least likely to own in
the most urbanized macro-location type (countiegesidence that contain at least one city with
500,000 or more inhabitants), followed by the selcomost urbanized macro-location type. Both
effects are statistically highly significant (ateth percent level). The effects of the remaining
three included macro-location types are insignifica statistical terms. The finding implies a
non-linear negative effect of the degree of urbaton on homeownership outcomes; relative
landlord production efficiency advantages and hogishvestment risks seem to matter most in
highly urbanized settings. Our variable of intefsusehold head is black’ remains insignificant
in a statistical sense. Moreover the variable bexowirtually meaningless in a quantitative sense
as well. In fact, the coefficient on the ‘househdidad is black’ variable changes the sign,
implying that, all else equal (controlling for ovamd parental wealth and macro-location type),
black households have a 0.6 percentage point higledability of owning their home than white
households.

Next, we report results separately for the grouplatk households (column 2) and white
households (column 3). This sample split allowgaiassess whether the explanatory variables

have a differential impact for the two groups. Nttat the estimated specification differs from
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that reported in column (1) only in that the dumwayiable ‘household head is black’ is dropped.
Note also that the sample sizes of the two grouvpsjaite different (298 black households versus
685 white households). Hence, statistical signifgea levels are not directly comparable.
Generally, the estimated parameter values are diffegzent for the two groups. For example, the
household’s own income and wealth and the paremslth appear to be more important in
determining homeownership outcomes for the grougplatk households. These findings are
consistent with Wachter and Megbolugbe (1992) agdusko et al. (1999) who also find that
African-American homeownership rates are signifigamore responsive to changes in income
and wealth. Moreover, the findings are consisteitih @harles and Hurst (2002) who find that
white households are much more likely to receivép heith their downpayment from their
families. However, it should be noted that the rylpothesis of equality of the corresponding
parameter estimates for the two groups can onlyefeeted with 90 percent confidence in one
case (‘household income is more than $75,000’). dibgree of urbanization has a stronger
impact on homeownership propensities for black Bbakls. Table 9 reveals that the move from
a ‘rural’ location to a ‘highly urbanized’ locatiaeduces the likelihood of homeownership of a
black household by 13.7 percentage points butdhatwhite household only by 2.8 percentage
points. The hypothesis of joint equality of the mmalocation type dummies between the two
groups can be rejected with 95 percent confidembés result is consistent with the view that
more liquidity and downpayment constrained blackdaiolds react more sensitively to relative
user cost differences between owner-occupied am@lrbousing. It is however also consistent
with the view that redlining by lenders in predoately black inner city neighborhoods prevents
black households from attaining homeownership.

4.3 Endogeneity of Wealth, Identification Strategg Results of TSLS-Estimates

The results reported in the previous section aedbaon the assumption that household
wealth and parental wealth are truly exogenousra@tants of a household’s tenure choice. As
discussed in Section 3, our measure of total nesdiwold wealth (of children or parents) is
supposedly neutral to whether a household ownsrds iin the sense that the current value of the
home is added to our measure of wealth while timeaneing mortgage principal is deducted.
Nevertheless, as discussed in Section 3, the erdgessumption is questionable.

In order to address the endogeneity concerns wk @ppinstrumental variable technique

that allows us to identify the exogenous portiomofisehold (own) and parental total net wealth.
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The identification strategy exploits the fact ttieg saving propensity of children (and hence their
wealth situation) is to a significant extent detgr@d by mimicking their parents’ behavior. For
example, Chiteji and Stafford (1999) demonstrasd the parents’ portfolio choices are effective
predictors of the portfolio choices of the childrétarents who held stocks when younger are
more likely to go on to have children who go orhtiid stocks as young adults. In a similar vein,
Charles and Hurst (2003) estimate the age-adjusigsticity of child wealth with respect to
parental wealth before the transfer of bequests.ileNfinding a significant level of
intergenerational fluidity, they also find strongidence that parents do pass on human capital
and saving propensities to their children. As imstents we use predetermined characteristics of
the parents which affect the parents’ saving preggand — through the intergenerational link —
are expected to be correlated with the saving praipeof the children. At the same time, the
predetermined parental characteristics act on thesihg tenure choice of the children only
through the predicted wealth variable and can Ipeebed to be unrelated to the disturbance term.
Specifically, our list of instrumental variablescindes the occupation of tipgarents(or more
precisely:the household headf the parents) when young (measured in 1976),pérents’
education level, parental (in)stability measurecaldummy variable for whether the parents live
in a different state than when young, and 25 yaggéd parental income (measured in 1976).
One might be concerned to use parental income ass&mumental variable to identify current
wealth, even when using a 25 year lag (arguablgnme shocks could be persistent two and a
half decades later). Hence, we report resultsviar different specifications; with past parental
income as instrument (‘broad’ set of instruments] without (‘narrow’ set of instruments). We
apply our identification strategy using a standB&l.S-estimator*

We report results of the TSLS-estimates in Tablel@vever, we begin by reporting results
for the corresponding OLS-estimate in column (He Estimated specification is identical to that
reported in column (1) of Table 7 (our preferreéafcation) with one exception: we use log-

transformed measures of wealth instead of a setlumhmy variables for different wealth

% That is we measure parental income at a pointria tvhen all offspring (i.e., the households in tansitional
sample) are still living with their parents (i.eave not formed an own household yet).

2L We also estimated an IV-probit model (with endagenregressors) using Newey’s two-step estimaitre (
standard conditional maximume-likelihood estimatoesl not lead to convergence.) Results are queaétativery
similar to the ones reported for the TSLS-estimafpecifically, a household’s own wealth has aistaslly
significant causal positive effect on the likeliloof homeownership, while the causal effect of ptalewealth is
statistically insignificant. The coefficient on okey variable of interest ‘household head is blaslkilso statistically
insignificant. Results are available from the awhgpon request.
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categories. Using log-transformed measures of wor wealth variables (i.e., own wealth and
parental wealth) captures the idea that wealtrahaan-linear positive effect on the probability of
homeownership (increasing at a decreasing ratefhjeasame time, using the log transformed
variable instead of several category dummies rexitlee number of endogenous regressors that
need to be separately identified. The results aiaitqtively very similar to those reported in
column (1) of Table 7, namely, our variable of et ‘household head is black’ is statistically
insignificant and the implied black-white homeowstep gap is less than 1 percentage point.
Columns (2) and (3) of Table 8 report results & TSLS-estimates using the ‘broad’ and the
‘narrow’ sets of instruments. Overall, the res@ittsboth columns are similar and consistent both
with the OLS estimate (column 1) and the logit raates reported in the previous tables.
Specifically, the coefficient on the variable ofdrest ‘household head is black’ is statistically
insignificant in both columns and the implied honweership gap is negligible in both cases
(0.02 percentage points and 0.4 percentage poasigectively). The other two variables of
interest are our two instrumented wealth varial{eshousehold’s own wealth and parental
wealth). In both specifications (columns 2 andtBg, coefficient on the householdsvn wealth
variable is highly statistically significant, coagnt with all other specifications reported earlie
Moreover, the size of the coefficient increases parad to the OLS-estimate. The implied
quantitative (causal) effects are quite large. @tfiect of a change in own wealth from $10,000 to
$50,000 increases the likelihood of homeownershyp 10.6 percentage points and 10.5
percentage points respectively, compared to 6.Zepéage points based on the OLS-estirffate.
In contrast to the household’s own wealth, the fodeht on the (instrumentegjarental wealth
variable is not statistically significant in eithef the two specifications, suggesting that padenta
wealth may not have a causal effect on the homehigestatus of the children. Finally, the
TSLS-estimates reported in columns (2) and (3) afl@ 8 do not only suggest that the causal
effect of a household’s own wealth on the probabitif homeownership may be greater than
suggested by OLS-estimates, they also imply thaséloold income has no independent effect on
homeownership, when the endogeneity of wealtheéswatted for.

The final four columns (4) to (7) of Table 8 repoesults for the specifications with the

broad and the narrow set of instruments separdébelyhe group of black households and the

22 Note that the relevant quantitative effects fdrdoges in wealth’ reported for Tables 5 to 7 aredikctly
comparable with those reported for Table 8. Thentjtaive effects are for a change in own wealthnfrbelow
$10,000 taabove$50,000 in the former case and from (precisel),®A0 to (precisely) $50,000 in the latter case.

22



group of white households. Interestingly, while gusitive effect of the household’s own wealth
on homeownership is statistically significant in ehses, the coefficients are nhow somewhat
larger for white households than for black house#.olhis is in contrast to the findings reported
in columns (2) and (3) of Table 7 where wealth vaasumed to be exogenous. However, it
should be noted that exactly like for Table 7, Hypothesis of equality of the corresponding
parameter estimates of the wealth variables fotwloegroups cannot be rejected with 90 percent
confidence in any case. The results reported inneos (4) to (7) further imply that parental
wealth has no statistically significant causal effen the housing tenure choice of the children
independent of whether the group of black or whide@seholds is considered. When estimating
the TSLS-specifications separately for the two gsyuamong the income variables only the
coefficient on the variable ‘household income isrenthan 75,000’ is statistically significant (at
the 1 percent level) but only for the group of Bldwuseholds. Tests of the hypothesis of
equality of the parameter estimates of this vaealain be rejected with 90 percent confidence in
the specification with the ‘broad’ set of instrunt@but not in the specification with the ‘narrow’
set of instruments (84 percent confidence). Finallgble 8 also reports Hansen J-statistics,
which provide a test of overidentifying restrictorior the TSLS-estimates. The joint null
hypothesis that the instruments are valid instruséne., uncorrelated with the error term;
excluded instruments are correctly excluded fromekhtimating equation) cannot be rejected in

any of the specifications at any reasonable lefrebofidence.

4.4 Results of Multinomial Logit Estimates

In the empirical analysis above we assume that dimlds choose their macro-location
independent of their housing tenure. However, @osceivable that macro-location types and the
housing tenure are simultaneously determined. Tadresd this concern we also estimate a
multinomial logit model, which parameterizes a ceobetween 12 outcome categories (rent in
macro-location type 1; own in macro-location type.l; rent in macro-location type 6; own in
macro-location type 6):

(z5)
Pr(Y = [)=5—— 2 (@)

12

Ze(zlﬂk)

k=1

% For a definition of the six macro-location type® she notes in Table 10.
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The subscript runs from 1 to 12, corresponding to the 12 outcaategoriesZ is a vector of

explanatory variables anf, are the corresponding sets of coefficients, cpoeding to each

outcome category

Table 10 reports the estimated coefficients ofrtiudtinomial logit model for our variable of

interest ‘household head is black’ transformed radative risk ratios’e” and corresponding
(transformed) robust standard erréfrgVe also report test statistics of the null-hypsthéhat the
relative risk ratios are equal for the two tenuneices within each macro-location type category.
The hypothesis of equality cannot be rejectedatlthpercent level in any of the cases, implying
that the ‘household head is black’ variable may Ima¢e a statistically significant differential
impact on own/rent outcomes within each macro-ioaatype (all else equal).

We subsequently use the relative risk ratios frombld 10 to computeimplied
homeownership rates for the two groups of blackwhie households (in each of the six macro-
location categories). Table 11 reports these irdphemeownership rates (in addition to the
actual homeownership rates). We estimate the implied lbewmership rates using the ‘method
of recycled predictions’. That is we first pretethct all households in our sample are black but
hold their other characteristics constant. We tt&lculate the probability of each of the twelve
outcomes. Next we pretend that all households nsample are white, still holding all other
characteristics constant. Again, we calculate thebability of each outcome. Finally, we
compute the implied homeownership rates as thehtailgaverage homeownership rate in each
location type category. The black-white differeng@ghe implied homeownership rates — also
reported in Table 11 — are the differences dueate,rholding all other characteristics constant.
Table 11 reveals that similar to our binary logitimates, the black-white homeownership gap
decreases substantially, from 29 percentage pdadtial gap) to just 2 percentage points
(implied gap with all controls). Moreover, the inrgd homeownership rate for black households
exceeds that for white households in three of theategories. Overall, these results tentatively
confirm our earlier findings that the black-whiterheownership gap becomes more or less
insignificant — both in a statistical and quaniitatsense — when own and parental wealth and
locational choices are accounted for. Stated diffdy, the suburbanization trend which is more

pronounced for the group of white households aed(¢inowing) black-white wealth gap appear

% No constraints were imposed. That is, coefficiets not constrained in any way and can vary aaresso
locations.
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to explain to a large extent the (growing) blacktehhomeownership gap that cannot be

explained by traditional variables.

5  Conclusions

In this paper we use the PSID intergenerationa datn attempt to explain the large and
widening black-white gap in homeownership attaintm@ve first estimate a ‘traditional’ housing
tenure choice model, which predicts an ‘unexplair®@dck-white homeownership gap of 6.5
percent (similar to that identified in other recaousing tenure choice studies). Whenjaistly
control for differences in own and parental weadtihd in macro-location choices, the gap
disappears entirely: it becomes insignificant statistical and quantitative sense.

Our findings imply that black-white differences lmomeownership attainment can be
explained by differences in demographic and socinemic household characteristics (including
wealth), by differences in the wealth situationtlteé households’ parents and by differences in
locational choices. The black-white homeownershgp gs neither the result of black-white
differences in preferences for homeownership ner ¢bnsequence of discriminatiquurely
based on race (i.e., independent of their incomeealth situation). However, consistent with
previous research, our results also tentativelygesigthat the various explanatory variables
differentially impact the housing tenure outcomédblack and white households. In particular,
our findings imply that macro-location types di#fatially impact homeownership propensities of
black and white households. The fact that housamyite outcomes of African Americans are
much more location sensitive compared to those bit& may be due to the fact that African
Americans are, on average, much less wealthy antharefore less able to diversify the inherent
housing investment risk that tends to be higheshmer city locations. Future research may be
able to disentangle whether the observed blackewlifferences in the responsiveness to
changes in income and wealth’ are the result admat choices (i.e., different sensitivities and
preferences between the two groups) or whether ilmeme and low wealth form greater
obstacles towards attaining homeownership for tteam of black households, possibly as a
result of discrimination on mortgage markets (ie irocess of qualifying for a mortgage or as

the result of redlining by mortgage lenders in prathately black inner city locations).
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Summary Statisticsand Regression Tables

TABLE 1
The Black-White Homeownership Gap in the Unitededta

Variable: Homeownership rate in %

1985 1990 1995 2000 2005
Total 64.3 64.1 64.7 67.2 68.9
Black 44.4 42.6 42.2 47.6 48.8
White 69.0 69.4 70.8 73.6 75.8
Gap 24.6 26.8 28.6 26.0 27.1

Source: Current Population Survey (Bureau of thes@s).

TABLE 2
The Black-White Wealth Gap
Variable:
Median total household net wealth in U.S. dollaynimnal)

1984 1989 1994 1999 2001
Black 2000 4200 6950 8075 10000
White 46000 57000 78000 87000 96000
Nominal Gap 44000 52800 71050 78925 86000
Real Gap (base period: 1982-84) 42348 42581 47942 7374 48560

Source: 1984-2001 PSID, using 2001 weights, alls/aéth available data. Real values are based on
CPI with base period 1982-1984=100 (based on Utyagerage and all items).

TABLE 3
Black-White Differences in Macro-Location Choice

Variable: Share of U.S. households living in ardgwhere the size of the largest city
equals or exceeds 50,000

1985 1986 1987 1988 1989 1990 1991 1992 1993 1992001
Black 088 0.8 08 08 08 085 083 0.82 0.8D.74 0.71
White 078 077 076 074 073 073 071 0.69 0.6D.54 0.49
Gap 0.0 011 0.0 011 012 012 012 013 0.14210. 0.22

Source: 1985-2001 PSID, using 2001 weights, alts/edth available data.
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TABLE 4
Variable List and Summary Statistics for Base Regim Sample

Blacks (N=298)

Whites (N=685)

Variable Mean Std. Dev. Mean Std. Dev.
Observed Housing Tenure (in 2001)
Household is owner-occupier 0.36 0.48 .65 0.48
Household Specific Information (in 2001)
Age of household head is between 24 and 29 (ahitiéegory) 0.16 0.37 0.24 0.43
between 30 and 34 0.21 0.41 0.24 0.43
between 35 and 39 0.26 0.44 0.22 0.41
between 40 and 44 0.26 0.44 0.20 0.40
45 or older 0.12 0.33 0.096 0.30
Household head has children (no children = omittegory) 0.62 0.49 0.52 0.50
Number of children 1.33 1.35 0.98 1.14
Household head has one child 0.19 0.40 0.19 0.40
two children 0.26 0.44 0.21 0.41
more than two children 0.17 0.38 0.12 0.32
Household income 31505 28566 72244 78873
Median 24980 54850
Household has no income (omitted category) 0.11 310 0.012 0.11
Household has income but less than 35,000 (ongtéesbory) 0.53 0.50 0.28 0.45
between $35,000 and 74,999 0.28 0.45 .39 0.49
75,000 or above 0.08 0.27 .32 0.47
Total net wealth (incl. home equity, net of liatdéis) 24095 62677 228950 1740398
Median 5000 50000
Total net wealth (incl. home equity, net of liatis)
is less than 10,000 (omitted category) 0.58 0.49 0.28 0.45
between 10,000 and 49,999 0.29 0.45 0.22 0.41
at least 50,000 0.13 0.34 0.50 0.50
Education of household head in number of years 6 12. 1.72 13.9 2.30
Household head has less than 12 years of edudatiaitted cat.) 0.20 0.40 0.095 0.29
finished high school 0.44 0.50 0.27 0.45
has some college education 0.27 0.44 0.26 0.44
finished college 0.06 0.24 0.27 0.44
has at least some postgraduate education 0.03 16 0 0.11 0.31
Household head is married 0.30 0.46 0.56 0.50
Household head has been unemployed/laid off d&0Q) 0.11 0.31 .045 0.21
Years since household head first formed own houdeho 11.9 6.9 11.8 6.8
Occupation typeif employed)
ProfessionalTechnical, and Kindred Workers 0.12 0.33 0.24 0.43
Managers anddministrators, Except Farm 0.070 0.26 0.20 0.40
Sales Workers 0.023 0.15 0.074 0.26
Clerical andKindred Workers 0.12 0.33 0.064 0.25
Craftsmen andindred Workers 0.097 0.30 0.16 0.36
Operatives, Excepfransport 0.12 0.32 0.055 0.23
Transport Equipmer®peratives 0.064 0.24 0.050 0.22
Laborers, ExcepFarm 0.040 0.20 0.022 0.15
Farmers and farm managéomitted category) 0 0 0.012 0.11
Farm Laborers anBarm Foremen 0 0 0.0029 0.054
Service WorkersExcept Private Household 0.13 0.34 0.054 0.23
Private HouseholtVorkers 0.010 0.10 0.0029 0.054
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TABLE 4—Continued
Variable List and Summary Statistics for Base Regim Sample

Blacks (N=298) Whites (N=685)
Variable Mean Std. Dev. Mean Std. Dev.

Parental Characteristics in 2001

Parents’ income 17037 28041 56318 106961
Median 500 31929

Parents’ income
none (omitted category) 0.46 0.50 0.095 0.29
more than 0 but less than 35,000 (omitted caj@gor 0.37 0.48 0.42 0.49
between 35,000 and 75,000 0.13 0.44 0.25 0.43
more than 75,000 0.05 0.21 0.23 0.42

Parents’ total net wealth (incl. home equity, rfdtabilities) 56185 73426 533471 1122946
Median 37885 252400

Parents’ total net wealth (incl. home equity, rfdtabilities) is
less than 10,000 (omitted category) 0.28 0.45 0.088 0.28
between 10,000 and 50,000 0.32 0.47 0.061 0.24
greater than 50,000 0.41 0.49 0.85 0.36

Parents’ (HH head) has less than 12 years of ednc@amitted

category: no education at all) 0.54 0.50 0.19 0.39
finished high school 0.26 0.44 0.27 0.44
has some college education 0.12 0.33 0.18 0.38
finished college 0.027 0.16 0.17 0.38
has at least some postgraduate education 0.013 12 0 0.17 0.37

Parents (household head) live in different staé@ tthen young 0.37 0.48 0.30 0.46

Parental Characteristics in 1976

Parents’ income 7097 6234 19355 13596
less than 7,500 (omitted category) 0.59 0.49 0.10 0.30
between 7,500 and 14,999 0.30 0.46 0.32 0.47
between 15,000 and 34,999 0.11 0.31 0.50 0.50
greater than 35,000 0 0 0.085 0.28

Parents’ occupation type (head) (omitted: not eygadd
ProfessionalTechnical, and Kindred Workers 0.027 0.16 0.22 0.41
Managers anddministrators, Except Farm 0.013 0.12 0.15 0.36
Sales Workers 0.0067 0.082 0.067 0.25
Clerical andKindred Workers 0.044 0.20 0.020 0.14
Craftsmen andindred Workers 0.16 0.37 0.24 0.43
Operatives, Excepfransport 0.12 0.32 0.086 0.28
Transport Equipmer®Dperatives 0.10 0.31 0.050 0.22
Laborers, Excepfarm 0.13 0.34 0.032 0.18
Farmers and farm managefomitted category) 0.037 0.19 0.039 0.19
Farm Laborers anBarm Foremen 0.020 0.14 0.0088 0.093
Service WorkersExcept Private Household 0.057 0.23 0.041 0.20
Private Househol®Vorkers 0 0 0 0

Macro-Location Type

Size of largest city in county of residence is
500’8’00 oo ouny 0.28 0.45 0.12 0.32
100,000-499,999 0.28 0.45 0.26 0.44
50,000-99,999 0.11 0.31 0.098 0.30
25,000-49,999 0.067 0.25 0.16 0.37
10,000-24,999 0.12 0.33 0.17 0.38
Under 10,000 (omitted category) 0.15 0.36 0.18 0.38

Notes: The variable list and summary statistics are basethe base regression-sample for 2001. All dafeois the PSID
2001. All cash values are in US-dollar ($).
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TABLE 5

Binary logit estimate of the housing tenure chgluzse regression), 2001

P (1) (2) (3)
Specification Without Wealth  With Wealth (Linear) With Wealth (Non-Linear)
Explanatory Variables Paramete Robust Paramete Robust Parameter Robust

P y Estimates  Std. Err. Estimates  Std. Err. Estimates Std. Err.
Household (HH) head is black -0.81 ** 0.20 -047 * 0.22 -0.26 0.23
Household income is . -

between 35,000 and 75,000 0.82 0.19 0.65 0.20 0.25 0.23

more than 75,000 1.97 *»* 0.30 1.27 *»* 0.34 0.83 * 0.36

Total household net wealth (incl. home
equity but deduct. liabilities) (in ‘000)
Total household net wealth is

0.010* 0.0045

between 10,000 and 50,000 1.71 ** 0.23
more than 50,000 3.30 ** 0.26
Household head is unemployed -0.85 (*) 0.48 -0.86 (*) 0.48 -0.93 (*) 0.52
Agesgfsrfuseho'd head is 074 * 025 058 * 024 0.42 0.29
35-39 0.77 *= 0.29 0.32 0.30 0.12 0.32
40-44 120 * 0.36 081 * 0.37 0.74 * 0.37
45 or older 156 ** 043 1.07 * 0.45 0.95 * 0.46
Household head is married 1.02 ** 0.20 097 ** 0.20 1.10 ** 0.23
Household has
one child 0.18 0.24 0.24 0.24 0.29 0.28
two children 071 *» 0.24 0.72 * 0.24 0.71 * 0.26
three or more children 0.36 0.29 0.44 0.28 0H2 0.29
Household head has
finished high school 0.77 ** 0.26 0.61 * 0.26 0.56 * 0.28
some college education 0.52 (*) 0.28 0.33 0.28 0.13 0.30
finished college 0.77 * 0.34 0.55 0.35 0.28 0.3
at least some postgraduate education 0.65 0.44 33 0. 0.45 0.32 0.48
Years since head first formed own HH 0.011 0.010.0081 0.18 -0.0043 0.020
Occupation type dummies (HH head) Yes Yes Yes
Parental characteristics No No No
Location type dummies No No No
Constant -2.07 ** 0.431 -2.03 ** 0.40 -2.46 ** 0.47
Number of observations 983 983 983
Log-likelihood -473.8 -440.3 -378.2
Pseudo R 0.30 0.35 0.44
Percent correct predictions (all) 76.7% 80.8% 83.2%
among black households 75.2% 78.2% 81.5%
among white households 77.4% 81.9% 83.9%

Notes: Dependent variable: 1 if household is owseaupier, O if household is renter-occupier. ** icates
significance at the 1 percent level, * indicategndicance at the 5 percent level, (*) indicategndicance at the 10
percent level. Robust standard errors are in plaesig. A 0.5 threshold was used to compute theepef correct

predictions.
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TABLE 6
Binary logit estimate of the housing tenure chdineluding parental characteristics), 2001

1) (2
Specification With Parental Wealth With Parental Wealth
and Income
Explanatory Variables Parameter Robust Parameter Robust
Estimates Std. Err.  Estimates Std. Err.
Household head is black -0.20 0.24 -0.21 0.24
Household income is
between 35,000 and 75,000 0.23 0.23 0.22 0.22
more than 75,000 081 * 0.35 0.81 * 0.36
Total household net wealth is
between 10,000 and 50,000 171 * 0.23 1.73 ** 0.23
more than 50,000 330 ** 0.26 3.30 ** 0.26
Parents’ household income is
between 35,000 and 75,000 -0.23 0.27
more than 75,000 -0.032 0.30
Parents’ total household wealth is
between 10,000 and 50,000 073 * 0.36 0.75 * 0.37
more than 50,000 0.72 ** 0.28 0.76  ** 0.30
Years since head first formed own HH -0.0047 0.21 -0.0060 0.21
Other socioeconomic and demographic
variables (unemployment, age, marital status, Yes Yes
children, education, occupation)
Location type dummies No No
Constant -3.05 ** 0.53 -3.01 ¥ 0.53
Number of observations 983 983
Log-likelihood -374.9 -374.5
Pseudo R 0.44 0.44
Percent correct predictions (all) 83.2% 83.3%
among black households 81.9% 82.2%
among white households 83.8% 83.8%

Notes: Dependent variable: 1 if household is owswupier, O if household is renter-occupier. **
Indicates significance at the 1 percent level, didates significance at the 5 percent level, (fidates
significance at the 10 percent level. Robust stahderors are in parenthesis. A 0.5 threshold ve&ssl 4o

compute the percent of correct predictions.
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TABLE 7

Binary logit estimate of the housing tenure choice
(including own and parental household wealth ardtion type), 2001

e 1 2 3
Specification Al hoEJs)ehoIds BIE':lc)ks W(hizes
Explanatory Variables Paramete Robust Pargmeter Robust Pargmeter Rg?dtfs'[
Estimates Std. Err.  Estimates Std. Err. Estimates Err.
Household head is black 0.085 0.24
Household income is
between 35,000 and 75,000 0.31 0.24 0.48 0.53 0.30 0.29
more than 75,000 1.00 ** 0.36 3.28 ** 1.05 0.76 (%) 0.41
Total household net wealth is
between 10,000 and 50,000 1.71 * 0.23 212 ** 0.42 1.63 ** 0.31
more than 50,000 3.49 ** 0.29 4,40 ** 0.71 3.45 ** 0.35
Parents’ total household nstalth
is between 10,000 and 50,000 0.76 * 0.37 146 * 0.65 0.084 0.61
more than 50,000 0.82 ** 0.29 0.81 0.63 0.72 (» 0.39
Years since head first formed
own HH 0.031 0.21 0.025 0.045 0.0028 0.028
Size of largest city in county of
residence is
500,000 or more -1.72 ** 0.35 -2.71 ** 0.69 -1.24  ** 0.45
100,000-499,999 -1.11 ** 0.32 -2.87 ** 0.60 -0.48 0.41
50,000-99,999 -.0080 0.42 -1.65 * 0.83 087 (*) .52
25,000-49,999 -0.40 0.38 -1.24 0.99 -0.095 0.44
10,000-24,999 -0.24 0.33 -0.55 0.68 -0.081 0.41
Other socioeconomic and
demographic variables
(unerr?plori/ment, age, marital Yes Yes ves
status, children, education)
Constant -2.50 ** 0.59 -2.78 ** 0.92 -2.86 ** 0.76
Number of observations 983 298 685
Log-likelihood -356.4 -94.9 -239.3
Pseudo R 0.47 0.51 0.46
Percent correct predictions (all) 84.2%
among black households 82.9% 83.6%
among white households 84.8% 84.8%

Notes: Dependent variable: 1 if household is owseaupier, 0 if household is renter-occupier. ** icates

significance at the 1 percent level, * indicatemgicance at the 5 percent level, (*) indicateggn#ficance at the 10
percent level. Robust standard errors are in plagsig. A 0.5 threshold was used to compute theepeaf correct
predictions.
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1)

TABLE 8
Ordinary Linear Probability and TSLS Estimateshsf Housing Tenure Choice, 2001

1) 2 3) 4) ®) (6) (1)
Estimator OoLS TSLS TSLS TSLS TSLS TSLS TSLS
Instruments Broad Set Narrow Set Broad Set Broad Set Narraw SeNarrow Set
Sample All All All Blacks Whites Blacks Whites
. -0.029 -0.00077 -0.014
Household head is black (0.035) (0.046) (0.054)
Natural log of total household net wealth 0.045 ** 0.072 ** 0.071 ** 0.041 * 0.068 ** 0.038 * 0.055 (*)
(incl. home equity but deduct. liabilities) (0.0033) (0.020) (0.027) (0.017) (0.022) (0.017) (0.031)
Natural log of parents’ total household wealth 0.0064 (*) 0.0020 -0.0029 0.012 0.0016 0.019 -0.016
(incl. home equity but deduct. liabilities) (0.0034) (0.0112) (0.017) (0.013) (0.013) (0.016) (0.022)
Household income is between 35,000 and 0.092 ** 0.041 0.046 0.054 0.050 0.049 0.078
75,000 (0.035) (0.050) (0.059) (0.070) (0.059) (@p7 (0.073)
. . 0.18 ** 0.090 0.097 0.36 ** 0.066 0.36 ** 12
Household income is more than 75,000 (0.045) (0.080) (0.10) (0.096) (0.093) ©Opo5  (0.12)
Other socioeconomic and demographic
variables (unemployment, age, marital status,
children, education, mobility, type of Yes Yes Yes Yes Yes Yes Yes
occupation, number of years since formed
own household)
Location type dummies Yes Yes Yes Yes Yes Yes Yes
Constant 0.086 -0.034 0.016 -0.023 -0.094 0.064 0.13
(0.073) (0.11) (0.15) (0.14) (0.14) (0.16) 0.28)
Observations 983 983 983 298 685 298 685
Adjusted R-squared 0.48
Hansen J-statisfit P-value 0.84 0.69 0.36 0.98 0.27 0.97

Notes: Dependent variable: 1 if household is oweaupier, 0 if household is renter-occupier. ** igates significance at the 1 percent level, * iaths
significance at the 5 percent level, (*) indicaseggnificance at the 10 percent level. Robust stahdeors are in parenthesiold variables are endogenous. The
broad set of instruments includes dummy variabbesphirental household income categories in 1976ndy variables for the occupation type of the parent
(household head) when the household was young9(f6)1 dummy variables for the level of educatiortbe parents (household head), and a dummy variable
for whether the parents’ household head lives ffedint state than when young. The narrow set sifumments excludes the parental household incotegagy
dummies® The Hansen-Sargan test is a test of overidentify@strictions. The joint null hypothesis is thia¢ instruments are valid instruments (uncorrelated
with the error term; excluded instruments are atlyeexcluded from the estimated equation). Thé hybothesis cannot be rejected in any of the sigations

reported in columns (2) to (7).



TABLE 9
Marginal Analysis, 2001

Effect of race (being Black versus being White)ikelihood
that household is owner-occupier

Specification Mgcrfgelgtal Elasticity in%/i;a;)nogi]r?ts
Table 5 (1)} no wealth -0.20 ** -0.098 ** -6.47% **
Table 5 (2} wealth linear -0.074 * -0.026 * -2.16% *
Table 5 (3} wealth non-linear -0.062 -0.030 -1.93%
Table 6 (1) add parental wealth -0.048 -0.024 -1.49%
Table 6 (2)- parental wealth + income  -0.051 -0.025 -1.58%
Table 7 (1) plus macro-location 0.020 0.0099 +0.60%
Table 8 (1) -OLS -0.029 -0.016 -0.90%
Table 8 (2) TSLS, broad set of instr.  -0.00077 -0.00042 -0.023%
Table 8 (3) -TSLS, narrow set -0.014 -0.0075 -0.42%

Effect of change imwnwealth frombelow$10,000 taover
$50,000 on likelihood that household is owner-odeup

Table 5 (3} wealth non-linear 0.60 ** 0.49 ** +31.2% **
Table 6 (1) add parental wealth 0.61 ** 0.49 ** +31.1% **
Table 6 (2)- parental wealth + income 0.61 ** 0.50 ** +31.2% **
Table 7 (1) plus macro-location 0.64 ** 0.52 ** +31.8% **
Table 7 (2) — same, but Blacks only 0.78 ** 0.45 ** +10.8% **
Table 7 (3) — same, but Whites only 0.60 ** 0.44 ** +32.7% **

Effect of change imwnwealth from $10,000 to $50,000 on
likelihood that household is owner-occupier

Table 8 (1) -OLS 0.045 ** 0.67 ** +6.7% **
Table 8 (2) TSLS, broad set of instr. 0.072 ** 1.08 ** +10.6% **
Table 8 (3) -TSLS, narrow set 0.071 ** 1.07 * +10.5% **

Effect of change iparentalwealth from below $10,000 to
over $50,000 on likelihood that household is owoetzupier

Table 6 (1) add parental wealth 0.17 ** 0.20 ** +12.5% **
Table 6 (2)- parental wealth + income 0.18 ** 0.21 ** +13.3% **
Table 7 (1) plus macro-location 0.20 ** 0.23 ** +13.8% **
Table 7 (2) — same, but Blacks only 0.15 0.25 +6.0%
Table 7 (3) — same, but Whites only 0.15 (» 0.15 (» +11.6% (%)

Effect of change iparentalwealth from $10,000 to $50,000
on likelihood that household is owner-occupier

Table 8 (1) -OLS 0.0064 (*) 0.12 (® +1.2% (*)
Table 8 (2) TSLS, broad set of instr. 0.0020 0.040 +0.4%
Table 8 (3) -TSLS, narrow set -0.0029 -0.06 -0.6%

Effect of move from location with size of largegydn
county under 10,000 to 500,000 or more

Table 7 (1) -with macro-location -0.40 ** -0.11  ** -6.7% **
Table 7 (2) — same, but Blacks only -0.36  ** -0.56 ** -13.7% **
Table 7 (3) — same, but Whites only -0.28 ** -0.037 ** -2.8% **

Notes: Marginal effects are for discrete changedushmy variables from 0 to 1. The marginal effects
and elasticities are measured at the means oftlepéendent variables.
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TABLE 10
Relative Risk Ratios of ‘Household Head is Blackighle’, Multinomial Logit, 2001

Explanatory Variable:
Household head is black

Relative Robust Test on Equality of,Gblack between
Category Risk Ratio Standard Error Equations for each Location Type
Rent in Macro-Location Type 1 3.6 *» 15 .
Prob > chi2 = 0.21

Own in Macro-Location Type 1 7.0 *x 3.6 rob = chi
Rent in Macro-Location Type 2 2.3 * 0.94 Prob > chi? = 0.4&
Own in Macro-Location Type 2 1.7 0.71 rob > chis = .
Rent in Macro-Location Type 3 29 *» 1.7 .

> =0.
Own in Macro-Location Type 3 1.1 0.52 Prob > chi2 = 0.15
Rent in Macro-Location Type 4 0.62 0.33 Prob > chi2 = 0.3
Own in Macro-Location Type 4 1.1 0.52 rob > chis = .
Rent in Macro-Location Type 5 0.69 0.34 .

> =0.
Own in Macro-Location Type 5 0.74 0.33 Prob > chi2 = 0.90
Rent in Macro-Location Type 6 0.70 0.33

Own in Macro-Location Type 6

(= Base Category) 0

Notes: ** Significant at 1 percent level, * sigmifint at the 5 percent level, (*) significant at iepercent
level. Robust standard errors are in parenth&3ise null-hypothesis of equality of relative risiios cannot
be rejected at the 10 percent level. The macrdilmtéypes are defined as follows: 1: ‘Size of Esycity in
county of residence is 500,000 or more’; 2: ‘sgd00,000 to 499,999’; 3: ‘size is 50,000 to 99,999'size
is 25,000 to 49,999’; 5: ‘size is 10,000 to 24,99®'‘size is under 10,000'.

TABLE 11
Observed and Implied Homeownership Rates basedudimimial Logit, 2001

Observed Homeownership Rate Implied HomeowneRhie
Sample Black White Total Black White Total
Macro-Location Type 1 0.26 0.48 0.37 0.51 0.39 0.45
Deviation from Mean -0.11 0.11 0.06 -0.06
Macro-Location Type 2 0.28 0.60 0.50 0.45 0.53 0.51
Deviation from Mean -0.22 0.10 -0.06 0.02
Macro-Location Type 3 0.39 0.85 0.70 0.58 0.77 0.71
Deviation from Mean -0.31 0.15 -0.13 0.06
Macro-Location Type 4 0.50 0.68 0.65 0.71 0.60 0.62
Deviation from Mean -0.15 0.03 0.09 -0.02
Macro-Location Type 5 0.44 0.66 0.61 0.58 0.58 0.58
Deviation from Mean -0.16 0.05 0.00 0.00
Macro-Location Type 6 0.53 0.67 0.63 0.66 0.59 0.61
Deviation from Mean -0.10 0.03 0.05 -0.02
All locations (all households) 0.36 0.65 0.56 0.55 0.57 0.56
Deviation from Mean -0.20 0.09 -0.01 0.01

37



APPENDIX TABLE Al

Binary logit estimate of the housing tenure chofa#,sample, 2001

@) 2 3

Household head is black -0.106

(0.095)
Household income is between 35,000 0.261 * 0.231 0.280 *
and 75,000 (0.104) (0.186) (0.129)
Household income is more than 75,000 0.838 ** 0.964 ** 0.747 **

(0.167) (0.371) (0.193)
Total household net wealth is between 2.154 ** 2.371 ** 1.992 **
10,000 and 50,000 (0.096) (0.149) (0.130)
Total household net wealth is more than  3.569 ** 3.585 ** 3.567 **
50,000 (0.113) (0.197) (0.142)
Size of largest city in county of -1.115 ** -1.585 ** -0.771 **
residence is 500,000 or more (0.135) (0.202) (0.195)
Size of largest city in county of -0.902 ** -1.361 ** -0.626 **
residence is 100,000-499,999 (0.127) (0.210) (0.160)
Size of largest city in county of -0.392 * -0.933 ** -0.069
residence is 50,000-99,999 (0.165) (0.283) (0.200)
Size of largest city in county of -0.568 ** -0.756 * -0.429 *
residence is 25,000-49,999 (0.153) (0.295) (0.179)
Size of largest city in county of -0.234 (¥ -0.582 * -0.029
residence is 10,000-24,999 (0.137) (0.245) (0.166)
Other socioeconomic and demographic
variables (unemployment, age, marital Yes Yes Yes
status, children, education)
Constant -2.633 ** -2.662 ** -2.797 **

(0.197) (0.327) (0.257)
Number of observations 6105 2023 4082
Log-likelihood -2094.0 -781.2 -1288.5
Pseudo R 0.47 0.44 0.45
Percent correct predictions (all) 86.1%

among black households 83.3% 83.9%
among white households 87.6% 87.6%

Notes: Dependent variable: 1 if household is owseaupier, O if household is renter-
occupier. ** Indicates significance at the 1 petderel, * indicates significance at the 5
percent level, (*) indicates significance at thepEdcent level. Robust standard errors are in
parenthesis. A 0.5 threshold was used to competeéicent of correct predictions.
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