Why Housing Matters

Securing access to decent, affordable housing is fundamental to the American Dream. All Americans want to live in good-quality homes they can afford without sacrificing other basic needs. All Americans want to live in safe communities with ready access to job opportunities, good schools, and amenities. All parents want their children to grow up with positive role models and peer influences nearby. And the overwhelming majority of Americans want to purchase a home as a way to build wealth.

The importance of helping more Americans satisfy these objectives cannot be overstated. Decent, affordable, and accessible housing fosters self-sufficiency, brings stability to families and new vitality to distressed communities, and supports overall economic growth. Very particularly, it improves life outcomes for children. In the process, it reduces a host of costly social and economic problems that place enormous 
strains on the nation’s education, public health, social service, law enforcement, criminal justice, and 
welfare systems.

Housing very much matters—to the individual, to the family, to the neighborhood, and to the nation.

Family Stability and Childhood Outcomes

Decent, affordable, and stable housing promotes family stability and creates a positive environment for raising children.1 Families lacking the means to pay for good-quality housing may have to make frequent moves in search of appropriate accommodations. Two studies have found that disruptive moves during childhood and adolescence have a strong negative impact on school performance.2 In addition, struggles 
to provide for daily needs also interfere with both school and job performance.

Although only a handful of studies have examined the impact of rental housing assistance on the transition from welfare to work, the available research suggests the effect is positive. Two studies point to a positive employment impact even in the absence of work supports such as childcare.3 One analysis conducted in Minnesota, comparing the unemployment rates and average earnings of welfare-to-work recipients with and without rental assistance, found that the combination of housing and job assistance resulted in much more favorable employment outcomes.4 The evidence is therefore mounting that stable, affordable rental housing plays an important role in helping families find and hold jobs.

Other research suggests the stability that homeownership brings can have especially positive effects on school success and social behavior.5 All else equal, children of parents who own their homes and live in neighborhoods with low turnover have a higher probability of completing high school.6 Teenaged daughters of homeowners are also less likely to become pregnant.7 Even after controlling for parents’ age, income, and other influences, homeowners’ children have significantly higher math and reading scores as well as significantly fewer behavioral problems and a better quality home environment than renters’ children.8 

The physical condition of housing makes a difference for families as well. Better-quality housing is related 
to lower levels of psychological distress, which in turn reduce health care costs and improve productivity.9 
In contrast, housing that exposes families to hazards such as lead paint can limit lifelong educational and economic achievement.10 The presence of dust, molds, and roach allergens in the home increases the incidence of asthma and allergies, while electrical problems, poor lighting, and other system deficiencies increase the risk of illness, injuries, and even death.11 

Neighborhood Quality and Access to Opportunity

The vast majority of Americans live in communities with good-quality schools and ready access to 
jobs. But for millions of households, particularly those living in high-poverty urban or rural areas, such opportunities are severely limited. Unemployment, crime, high-school dropout, and teen-pregnancy rates 
are all significantly higher in these locations.12 The incidence of post-traumatic stress disorder, depression, and anxiety among inner-city youth is also higher.13 These problems make it especially difficult for local residents to find decent paying jobs and to improve their lives by saving enough to invest in homeownership, higher education, and other wealth-enhancing measures.

As a result, neighborhood quality plays an important role in positive outcomes for families. Stable housing in an unstable neighborhood does not necessarily allow for positive employment and child education outcomes. Federal demonstration programs enabling the poor to move from distressed city neighborhoods to lower-poverty communities underscore the potent impact of neighborhood quality on family stability. Research from the Gautreaux and Moving to Opportunity demonstrations indicates that relocating families to better neighborhoods can improve educational, mental health, and behavioral outcomes.14 Evidence of the impact of these programs on employment, however, is mixed.15
Neighborhood Revitalization

While relocating lower-income families is one way to support economic independence and individual advancement, so too is the revitalization of distressed neighborhoods. Without strengthening schools, providing access to services, and connecting residents to jobs, housing development by itself cannot 
provide a platform for opportunity.

Both theory and empirical evidence suggest that when several owners fail to maintain their properties, others nearby follow suit because their neighbors’ inaction undermines property values. Rundown and abandoned properties can have a contagious effect that accelerates neighborhood decline.16,17
Replacing or upgrading distressed properties is therefore a precondition for neighborhood revitalization. Indeed, public investment in housing often triggers private investment that ultimately lifts property values.18 Although larger economic and social forces can undermine such efforts,19 recent comprehensive community development projects suggest that concentrated public investment in mixed-income housing can initiate neighborhood reclamation.

Household Wealth

Homeownership not only insulates families from rising rents and home prices, but it also enables them to build financial resources that can be tapped for other purposes. In 1998, 50 percent of the average homeowner’s net worth was in home equity.20 

By refinancing their mortgages, owners can reduce their monthly payments and/or take out equity—freeing up cash for other spending and investment. In 2001, families saved $10 billion in mortgage interest payments by refinancing their existing mortgage debt, for an average monthly savings of $100 over the life of the loan.21 In addition, homeowners cashed out more than $100 billion in equity through refinancing, using the proceeds for debt consolidation, home improvements, consumer purchases, investment, and other purposes that helped to stimulate the economy.22 

Capital gains on home sales also add liquidity to the economy and stimulate consumer spending. In 1999, 
the Federal Reserve Board estimated that the capital gains on an average home resale, net of transaction costs, exceeded $25,000.23 With existing home sales running at well over 5 million annually, realized 
capital gains now put an additional $125 billion per year into sellers’ bank accounts or toward the purchase 
of trade-up homes.

Contribution to Economic Growth and Stability

Beyond its benefits to families and communities, housing is an engine of the national economy and crucial to its strength. The residential housing stock itself represents more than one-third of the nation’s tangible assets (Fig. 1). Just as important, the housing sector—including residential investment, housing consumption, 
and related spending—consistently generates more than 20 percent of the nation’s gross domestic 
product (Fig. 2).
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Housing Makes Up More Than a Third of the Nation’s Tangible Assets
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In 2000, investment in home building and remodeling accounted for about 4 percent of GDP. Housing consumption, in the form of payments by renters and equivalent payments by homeowners, contributed nearly another 10 percent.24 And spending on utilities, furnishings, appliances, and landscaping not otherwise captured amounted to more than 7 percent of GDP. 

Housing production stimulates employment growth. In 2001, new residential construction was associated with roughly 3.5 million jobs nationally and $166 billion in local income.25 The National Association of Home Builders estimates that the construction of 100 single-family homes supports about 250 full-time equivalent jobs and $11.6 million in wages.26 The families occupying these new homes then bring an estimated $2.8 million in income and 65 jobs to the local economy.

Home building activity also adds significantly to federal, state, and local revenues. In 2001, home building was the source of about $65 billion in combined taxes and fees. Once constructed, housing continues to contribute to local government coffers through the property taxes—as well as the income, sales, and excise taxes—that homeowners pay. Such taxes amount to nearly $500,000 annually per 100 single-family units constructed.27 

In the last 20 years, the nation’s housing finance system has become a mainstay of the economy. Once subject to frequent credit crunches, the system today serves as a critical stabilizing force, relying on global capital markets rather than volatile local savings deposits. The system now manages risk better, provides expanded access to mortgage credit, and ensures that financing is continuously available even in the midst 
of international credit swings. As a result, U.S. citizens are some of the best-housed people in the world.
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Housing Consistently Contributes More Than a Fifth of GDP

Share of GDP  30%
Residential Investment, Consumption, and Related Spending

25%

20%

Residential Investment and Consumption

15% wvvv

10%
Residential Investment
L N\ £ C— e
5% ) —_ \/ v—-
0%
1950 1960 1970 1980 1990 2000

Note: Calculation includes use of gross residential investment, housing expenditures, and
household operation expenditures, 1950-2000.

Source: Bureau of Economic Analysis, Personal Consumption Expenditures by Type, Gross
and Net Investment by Type, October 2001.




Not only does the nation’s housing finance system provide unparalleled access to mortgage credit, but by doing so it also strengthens the overall economy. Without continuous access to mortgage credit on favorable terms, the nation’s nearly $12 trillion investment in household real estate would be vulnerable to depreciation28—with cascading effects on home equity, consumer confidence, and the overall financial system (Fig. 3). Uninterrupted access to development and construction finance also helps to prevent disruptive swings in building activity.
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Both Home Equity and Household Mortgage Debt Stand at Record Levels
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For consumers, today’s narrower spreads between interest rates on mortgages and Treasury securities have provided great savings. The introduction of automated underwriting has also led to lower origination and servicing costs. These benefits largely derive from the evolution of strong secondary markets. The federal government has developed a variety of mechanisms to ensure that Americans have continuous access to affordable credit, including the creation of Fannie Mae and Freddie Mac, mission-driven secondary-market companies dedicated to providing liquidity to mortgage markets and contributing to meeting affordable housing needs.

The Federal Housing Administration (FHA) is also a central player, reaching many underserved households that private lenders can not or do not reach. Together with Ginnie Mae, its secondary-market agency for packaging and selling loans, FHA has been the innovator of many mortgage products, insurance products, and mortgage-backed security designs that are now the mainstays of the housing market. Finally, the Federal Home Loan Banks (FHLBanks), also mission-driven, support residential lending through their members/shareholders.

The stabilizing force of the housing finance system was apparent in the most recent economic cycle. When the economy softened in 2001, mortgage refinances and home sales helped to offset broader economic weakness, and residential investment remained steady. Following the events of September 11, 2001, 
Fannie Mae and Freddie Mac kept capital flowing even when stock and bond markets shut down.

To reiterate, housing does matter—in every aspect of society. For this reason, the Millennial Housing Commission is convinced that investment in housing production, preservation, and assistance will prove to be a cost-effective and life-enhancing investment in the future—and particularly for those millions of households who are otherwise unable to obtain decent, affordable, and stable housing.
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