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Overview

T
he opportunity for leaders in philanthropy to make an impact on homeownership in America is significant -- but
not simple. There are a perplexing array of strategies available to build communities and support families. While
housing strategies often are cast only as high-cost bricks-and-mortar development projects, homeownership pro-

grams offer grant makers opportunities to tackle several social issues at once, including asset-building, family self-suffi-
ciency and neighborhood improvement. However, homeownership programs frequently require public-private partner-
ships, include complicated issues of mortgage finance, and provoke tough questions about how much risk and financial
gain foundations should encourage among low-income families. This paper provides reasons why grant makers might
support homeownership programs, background on key policy and programmatic issues related to owner-occupied hous-
ing, and examples of homeownership strategies employed by leaders in the foundation field.

Homeownership helps build assets and communities, but homeownership opportunities are not evenly distributed by
race, income or location. Barriers prevent deserving families from owning their own home-including a shortage of in-
come, savings, poor credit, insufficient information, and a lack of decent, affordable homes to buy. But each of these bar-
riers is surmountable, and innovative foundations have discovered programs to make ownership a reality for underserved
families. Successful funders have collaborated with public- and private-sector partners to gain sufficient scale of opera-
tions. The best programs , provide comprehensive support for buying and keeping a home, rather than merely building
homes or facilitating loans. Homeownership can improve declining neighborhoods, while providing mainstream econom-
ic and social opportunities to low-wealth families. With focus, grantmakers of all sizes can help advance homeownership
strategies.

This paper is the fourth in a series of Neighborhood Funders Group reports on various aspects of housing services and
programs, homelessness and rental housing. Given the importance of these issues, readers are encouraged to review all
three reports.

In addition to the published series on housing, the Neighborhood Funders Group has recently launched the Commu-
nity Giving Resource (CGR) project. Using on-line resources, networking and peer learning, CGR will guide family
foundations and individual donors through strategies for giving in struggling neighborhoods and communities. An entire
section of the Web site is dedicated to housing, and includes opportunities for entry into this area of grantmaking along
with case studies of successful housing initiatives. To learn more about this project visit
www.communitygivingresource.org.
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1.0 The Rationale for Supporting Homeownership

H
omeownership is frequently referred to as part of the "American
Dream."  Promoting ownership of homes has been part of U.S. domestic
policy for a century, and in recent years has become a strategy employed

even for families with very low incomes. The popularity of homeownership as a
policy goal is based on our society's collective experience with owning homes, as
well as a growing body of research that suggests homeownership has positive ef-
fects. Homeownership helps families accumulate assets and supports the health
and well-being of children. Homeownership is also associated with broader so-
cial impacts, such as neighborhood revitalization.

1.1 Asset Building for Families

T
he most notable benefit of homeownership is asset accumulation. The
median wealth of homeowners is 36 times that of renters, and more than
half of the median assets of owner households is home equity (Survey of

Consumer Finances, 2001). For many families, regular mortgage payments serve
as a form of forced savings, and they benefit from any appreciation in house
prices. Many families borrow against home equity to fund special purchases,
higher education or small businesses. In retirement, after the mortgage is paid
off, their housing costs are reduced to maintenance, insurance and taxes.

One reason homes can be a good investment for working families is the use of
a mortgage. Buyers borrow money to pay for a house, while keeping gains in
value for themselves. For example, suppose a family purchases a home for
$100,000 with a $500 down payment. If after one year the home appreciates just
1 percent in value, it is then worth $101,000-a gain of $1,000. The buyer's origi-
nal investment of $500 produces a 200 percent one-year return. By paying off the
mortgage, home equity grows further.

Of course, house prices are not guaranteed to rise, and seller's fees reduce
gains from selling a house. Given a long-enough timeframe, however, home own-
ership pays off for most families. According to one analysis, if two identical fami-
lies have $16,800 to invest, and one buys a house while the other continues to
rent and invests that $16,800 in the stock market, the net return of the owner is
more than double that of the renter (NAHB).

Given a long-enough
timeframe, home
ownership pays off for
most families.

The Importance of Assets

Michael Sherraden, in Assets and the Poor: A New American Welfare 
Policy (1991), was among the leaders of a movement to examine asset-
based welfare policies instead of income subsidies. He noted that most low-
income households have little savings or net wealth, and that most programs
and policies discourage or prevent low-income families from saving.  Exami-
nations of asset ownership by race show growing disparities and highlight
the role of homeownership in creating wealth that can be leveraged and in-
herited.  By building assets, low-income families can have a financial stake in
society, gain a platform for risk-taking and independence and pass wealth on
to future generations.   Recent research suggests inequities in asset owner-
ship perpetuate economic disparities between races, and specifically harm
African-American families (Shapiro 2003).

Photo Courtesy of Housing

Assistance Council



1.2 Homeownership's Impacts on Families and Children

H
omes are more than a financial investment, however, and can impact
families and parenting in at least three ways. First, according to Census
data, homeowners typically live in a community four times longer than

renters. Low-income renters are particularly mobile: more than a third of low-in-
come renters move each year, while fewer than 8 percent of low-income home-
owners do. When neighbors stay in one place longer, they have more time to get
to know one another and to establish social, political, religious and other net-
works. Parents can secure a dependable, consistent environment for their chil-
dren's development. This continuity and stability is one of the most important
benefits of home ownership to families and communities. Second, owners have a
long-term investment in a property and convey expectations about the future to
their children -- expectations of stability and the potential for asset accumulation
that children can have access to for education or other pursuits. This results in a
positive parenting environment. Studies show children of homeowners tend to
have better educational and life outcomes, are more likely to graduate from col-
lege, are more likely to become homeowners themselves, and are less likely to en-
gage in delinquent behaviors (Deitz, 2003). Many low- and moderate-income
owners report that a primary reason they want to buy a home is to accumulate
wealth to finance their children's education or serve as a bequest to their off-
spring. As these households build financial assets, they also gain an orientation
toward the future and build a financial cushion with which they are more able to
take on risk. Third, owned homes tend to be larger, offer more privacy and be in
better physical condition than rented units, providing a better environment for
raising a family. While many of these features may also be present in rental hous-
ing, most owner-occupied housing provides the stable, quality housing associated
with positive impacts on families and children.

1.3 Homeownership as a Community Revitalization Strategy

N
eighborhoods with higher homeownership rates tend to be in better
physical condition, and residents in these areas display superior property
upkeep and maintenance (Haurin, Dietz and Weinberg, 2002). Studies

suggest homeowners are more likely to belong to civic organizations and partici-
pate in elections than similar renters (Dietz, 2003). By taking part in these activi-
ties, owners contribute to the improvement of neighborhoods (DiPasquale,
1997). Increasing investment in a neighborhood by owner-occupants can be a
signal of confidence to neighbors and the housing market. As residents see neigh-
bors rebuilding homes and yards and enhancing the quality of aging housing
units, there is a positive effect on nearby properties. Increasingly, affordable
housing developments are zoned to provide a mix of housing types. Also, owner-
occupied homes help reduce vacancies and the resulting neighborhood blight.

1.4 Homeownership: Not a Silver Bullet

M
any of ownership's benefits are closely related to the social and eco-
nomic attachment associated with longer periods of residence, rather
than formal tenure choice. Therefore, it remains unclear whether

homeownership causes the impacts discussed here. However, homeowning is
clearly associated with longer tenure periods and property upkeep, and provides
a way for households to invest in real property. Moreover, the desire to own a
home is strong across all socioeconomic groups (Fannie Mae National Housing
Survey, 2002). Nevertheless, some households may never choose to own a home
because the relative costs of renting are lower, because of the desire to be able to
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in a community four times
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ownership to families and
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move quickly, or even because the household cannot stomach the potential risks
of owning a home-from foreclosure to home maintenance. Households unpre-
pared for homeownership should not be made worse off by being pushed into it.
Ultimately potential homebuyers need to carefully analyze their situation and the
potential risks involved. While most families eventually will be in a position to
buy a home, not every family needs to do so immediately. It remains important
to have viable rental housing -- especially units that allow a safe, stable environ-
ment -- with rents affordable enough for occupants to accumulate savings. Ulti-
mately healthy neighborhoods have a mix of households, income levels and
housing types (Von Hoffman, 2004). Tomorrow's first-time buyers are renters
today; the more housing options neighborhoods have, the more they can attract
and retain residents.

6

Photo by Margaux O’Malley



2.0 Homeownership Gaps

T
he lagging ownership rates of minority and low-income families are dis-
turbing. Nationally, only 49 percent of the lowest income households live
in owner-occupied homes, as opposed to 68 percent of all households, and

91 percent of the highest income group. Likewise, minority homeownership
rates are 20 percentage points below the national average (Figure  1). While these
gaps in homeownership rates strike many observers as inequitable, differences in
household type and age, location, income, education, mobility and immigration
status frequently explain variations among homeownership rates. But there are
substantial gaps in homeownership attainment between races even when control-
ling for marriage, central-city location, age and education. While homeownership
rates overall have risen since 1978, rates for working families with children have
declined from 62.5 percent to 56.6 percent (Center for Housing Policy, May
2004). Rates for single parents, especially female-heads of household, are 20
points lower than the ownership rate for all households. Single-earner house-
holds have less income to support buying a home; thus, since this type of family
is increasing, and ownership holds such significant potential benefits for children,
there are good reasons why single parents should receive support for ownership.

These gaps by family type, race, and income present definite challenges. Be-
cause homes are the largest asset most lower-income households have, and own-
ership is a traditional, practical way for underserved households to access capital
and establish a stable family, these stubborn discrepancies in rates are cause for
public-policy and programmatic interventions. But to craft such interventions,
barriers to homeownership need to be examined further.
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There are substantial gaps
in homeownership
attainment between races
even when controlling for
marriage, central-city
location, age and
education.Mortgage Underwriting & Finance Terms

A major risk in home mortgage lending is that the borrower may default.
Lenders have developed sophisticated systems to measure the relative risk
of loan applicants.  The industry uses a number of  specific terms:
· Loan to Value Ratio (LTV) - the size of the mortgage loan relative to the

value of the home; a measure of how well a mortgage is backed by collat-
eral. Higher ratios represent larger potential losses for lenders in case of
foreclosure.

· Debt to Income Ratio - a measure of a borrower's debt obligations to their
income.  The higher the ratio, the more stretched a borrower will be to
make payments.

· FICO Scores - standardized metrics that summarize credit records in a
single score.

· Automated Underwriting - technology that allows loan applications to be
reviewed and approved via computer.

· Securitization - the packaging of mortgage loans into bonds sold to in-
vestors, allowing lenders to receive funds to make more loans.

· Risk-based pricing - variable pricing that allows tailoring interest rates and
fees according to the relative default risk of a loan applicant.

· Conforming (or nonconforming) Loan - mortgages that conform to the
highly standardized guidelines of the secondary markets  operated by
Fannie Mae and Freddie Mac.



2.1 Barriers to Ownership

L
ow-income and minority households may be hampered from buying a
home by five barriers. First, renters seeking to become homebuyers may
lack the iinnccoommee necessary to afford monthly payments of principal, inter-

est, taxes, insurance and maintenance. Second, renters may not have accumulated
any ssaavviinnggss for the down payment and closing costs. Third, poor ccrreeddiitt history
may prevent the approval of a loan or result in an elevated interest rate if a loan is
approved. Fourth, a lack of iinnffoorrmmaattiioonn on finding a home and a mortgage, or
discriminatory practices that obfuscate information, prevent some families from
becoming homeowners. Finally, in some markets, a well-qualified potential
homebuyer may not be able to ffiinndd  aa  hhoommee in a desirable location at an afford-
able price. Rural markets face all of these barriers, with some special considera-
tions to be discussed.

2.2 Income Barriers

A
lack of income is an easily understood barrier to ownership -- some
households simply do not have enough income to make regular pay-
ments. While ratios of payments to income vary, there is always an upper

limit to how much a family can afford to borrow. A potential homebuyer can be
hamstrung by the high cost of many homes, as well as by high interest rates, fees,
property taxes, insurance and maintenance costs.

2.3 Savings or Wealth Barriers

M
ortgage loans typically require borrowers to make a minimum cash in-
vestment, and also set limits for the total amount of debt a borrower
can carry -- including credit cards and auto, personal and student loans

in addition to the mortgage. Smaller down payments mean borrowers have less
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Homeownership Rates by Income,
Location and Race

Percent of Households Owning a Home

HHoouusseehhoolldd
TTyyppee  oorr
LLooccaattiioonn

LLeessss  tthhaann
$$1144,,999999

$$1155,,000000  ttoo
$$2299,,999999

$$3300,,000000  ttoo
$$4499,,999999

$$5500,,000000  ttoo
$$9999,,999999

$$110000,,000000
oorr  mmoorree

AAllll
HHoouusseehhoollddss

African
American

32.0% 39.8% 49.3% 67.4% 87.1% 47.5%

Latino 31.1% 36.6% 46.8% 66.0% 79.6% 48.2%

Central
City

32.6% 42.7% 50.5% 70.1% 82.6% 53.2%

Suburb 56.2% 60.9% 66.9% 82.0% 93.1% 73.6%

All
Households

49.4% 57.1% 63.9% 80.1% 90.9% 68.0%

Source: 2001 American Housing Survey, author's tabulations 
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initial equity in the home, and high levels of consumer debt reduce available in-
come for mortgage payments. Because first-time homebuyers are typically closer
to the beginning of their careers than the end, they often spend most of their
earnings for rent, health care and food, and rely heavily on consumer debt, credit
cards and installment loans. For some low-income families, lack of insurance
coverage means significant medical debt as well. Many renter families are
strapped with high debts and little savings. Studies show that renters run into
combined income and wealth barriers-lacking income and having high debt
loads (Listokin et al 2002). These combined barriers likely have grown in recent
years as use of consumer debt has expanded, especially among lower-income
families. Until recently, mortgage lenders required significant down payments
from first-time borrowers. Today, borrowers can get low- or no-down-payment
loans, but the costs of such loans are higher than others. Low-down-payment
loans are riskier and experience higher levels of default. Many borrowers prefer
to make a larger down payment and hold cash reserves in case of an emergency.

2.4 Credit Barriers

A
ccording to Home Mortgage Disclosure Act (HMDA) data, the reason
most frequently cited for the denial of a mortgage application is a poor
credit history. Low-income and minority households tend to have less job

security, lower levels of savings and higher debt. Due to the intergenerational na-
ture of poverty and historic patterns of economic discrimination, many of these
families may not be able to turn to parents or relatives for financial support.
African-American renters are three times as likely as white renters to have low
FICO scores, and Latinos about four times as likely (Bostic, et al, 2003). The
problem is made worse because many lower-income and minority neighbor-
hoods do not have mainstream lending institutions. Since 1993 the number of
check-cashing facilities nationally has doubled, many offering short-term "pay-
day" loans at high rates (Caskey, 1997). Households using these services are
hampered in establishing credit records. The mortgage market today will provide
loans to low-credit borrowers-with additional fees and higher interest rates. Of
course, fees and interest rates under these risk-based pricing arrangements can
keep a borrower from affording a home. Some first-time homebuyers' credit
problems are caused by a lack of credit history or errors in their credit records
that lower their credit scores.

Credit barriers frequently are combined with income and wealth barriers. A
borrower with poor credit but a relatively high income and a large down pay-
ment could still qualify for a conventional loan. Similarly, a borrower with good
credit, a small down payment and a high payment-to-income ratio may face sig-
nificant credit barriers.

2.5 Information Barriers

E
ven if they can afford a home, minority and low-income renters often lack
the confidence to try. The legacy of institutional discrimination also may
affect many minority applicants, who continue to be rejected at much

higher rates than white applicants. According to 2003 Home Mortgage Disclo-
sure Act (HMDA) data, conventional home purchase loan denial rates were 12
percent for white applicants but 24 percent for African-American applicants (Fig-
ure 2), and these disparities exist even among upper-income applicants. Studies
show some of this differential can be explained by the income and employment
history of applicants, the type of property involved and credit quality. But the ex-
perience of peers, even if based on true economic differences, cannot help but in-
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fluence applicants' attitudes. Some renters are unwilling to apply for a loan be-
cause they expect to be rejected (ReedHaldyMcIntosh, 2003). Potential buyers
self-select out of homeownership due to fear of rejection, confusion about the
complexities of the process or misunderstandings about their financial status
(Ratner 1996). Also, buyers are always at disadvantage because they lack the ex-
perience of lenders and brokers. Real estate agents, mortgage brokers and loan
officers may close dozens of deals over a few months, while few families purchase
more than a half-dozen homes in their lifetimes. This information asymmetry
has a cost. For example, a borrower with a high school diploma or less will on av-
erage pay $1,500 more in loan fees than a college-educated borrower, and minor-
ity borrowers pay about $500 more in fees, all else being equal (Woodward, 2003).

2.6 Housing Supply Barriers

T
he final barrier confronting potential home buyers is whether they can
find an affordable home in a desirable location. For homeownership rates
to increase, new homes need to be built, or rental, vacant or commercial

properties must be converted into owner-occupied units. New units also might
be developed for "move-up" homeowners, allowing these owners' former homes
to be occupied by first-time buyers. Because of the fixed costs involved in build-
ing new houses, and the higher profit margins involved in building higher-cost
homes, very few affordable homes are being produced today, with the exception
of manufactured homes (Collins, Crowe and Carliner, 2002). Local housing
standards, codes and environmental regulations all tend to increase the cost of
housing (Malpezzi and Green, 1996). Likewise, local zoning tends to limit devel-
opment of affordable units to specific, often less desirable, areas. As a result, first-
time buyers often have little choice but to purchase lower cost, older homes that
are likely to require repairs or improvements in order to continue to be viable.
Since first-time buyers usually lack home equity, consumer loans or credit cards
are the remaining options for financing renovation work.

10

Share of Loan Applications Denied by Race and Income

0

5

10

15

20

25

30

35

40

Less than 50% area median income 120% or more area median income

Source:  2003 Home Mortgage Disclosure Act, www.ffiec.gov

All Races
American Indian/Alaskan Native
Asian/Pacific Islander
Black
Hispanic
White

FFiigguurree  22

Photo courtesy of Housing

Assistance Council



2.7 Rural Homeownership

A
ll homeownership programs must address the challenges unique to a local
housing market, but program in rural areas face several specific issues.
First, while land costs are much lower than in metropolitan areas, the

costs of materials, labor and infrastructure such as water, utilities and septic are
often much higher in low-density areas. Second, there are gaps in mortgage
lending, with few banks or other financial providers in close proximity to many
households. Third, distance hampers access to services such as homebuyer edu-
cation or subsidy programs provided by statewide institutions. There also are
special issues related to Native American home ownership. Because tribal lands
are held in trust, ownership requires unique legal arrangements regarding the un-
derlying collateral of land and property. Special loan products, developed in con-
cert with private lenders, regulators and tribal administrators and combined with
subsidies, new home construction and homebuyer outreach and counseling, are
required to create functioning real estate markets. Each of these factors exacer-
bates the five primary barriers described above.

Other related challenges for rural homebuyers include distinct regional differ-
ences from one rural area to the next. It becomes difficult to generalize even
about gross categories of rural areas, from tribal areas in the southwest to timber
communities in Alaska. Homeownership issues and barriers will vary based on
employment base, demographics and housing stock. In many areas environmen-
tal or market characteristics also can create challenges. Areas with high rates of
seasonal and self-employment may exacerbate credit and income barriers. In
some regions, tourist economies can drive up property values, eliminating op-
portunities for first-time buyers from successive generations. Just as mortgage
rates for rural homes may do not conform to standards for a variety of reasons,
property insurance can also be expensive due to dirt roads, wood-burning heat,
or house value as a share of total parcel value. Similarly property taxes often are
high in rural areas, due to the distribution of property values and the costs of ed-
ucating children in a large area.

2.8 Combined Barriers

W
hile the challenges outlined in this section may appear discouraging in-
dividually, the reality is that many low-income renters who want to be-
come homeowners typically face more than one. According to the U.S.

Census Bureau's Survey of Income and Program Participation, more than 70 per-
cent of renters who could not afford to buy a home struggled with income and
savings barriers.1 While that analysis did not include credit, supply or informa-
tion barriers, it is logical a household with high debts and little income would
likely have poor credit. To the extent families with economic hardships are con-
centrated in high-cost areas, or environments such as rural America with few de-
cent available homes, supply barriers may also interact with financial and credit
barriers. While there has been little research on information levels among first-
time buyers, there is some evidence low-income renters often lack the knowledge
needed to navigate the process.2
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2 http://www.fanniemae.com/global/pdf/media/survey/survey2003.pdf



3.0 Tools for Overcoming the Barriers: An Overview of Policies and
Programs

P
hilanthropic support for homeownership presents robust opportunities to
assist families and neighborhoods, to build assets and support children.
The policies and programs involved in homeownership can be complicat-

ed, but with a targeted approach (perhaps using the strategic themes listed in
Section 4), it is possible to make an impact. Funders should analyze challenges to
ownership in their target community, review potential strategies, and consider
how each strategy fits with intended outcomes and existing programs, and
whether it leverages private- and public-sector resources. The next section re-
views strategies focused on the five major barriers to homeownership discussed
in Section 2.

3.1 Overcoming Income Barriers

W
hile strategies to link families to employment or to boost income
through workforce development can lead to increased income and
more opportunities for homeownership, most homeownership pro-

grams choose a more direct approach. Any program that can help make housing
payments or stretch an income to make payments addresses income barriers.
One example is the Section 8 Housing Vouchers for ownership (also known as
Housing Choice Voucher program). In the late 1990s, HUD's Section 8 program,
historically used to assist low-income families afford rental units, could also be
used to purchase a home. Often the ownership option is paired with HUD's
well-regarded Family Self-Sufficiency programs, which support local public and
private resources to help eligible families achieve economic independence. Due
to the support of foundations and national intermediaries, many PHAs national-
ly have launched pilot programs to offer homeownership options to Section 8
housing choice voucher holders. One of the first programs to offer the home-
ownership option was the CDC of Long Island, which took on the start-up costs
of the program with the support of the Citigroup Foundation. Recently, however,
lenders have become less willing to make loans based on fears of future federal
appropriation reductions for Section 8 (a program under political scrutiny re-
cently).3
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State Housing Finance Agencies
State Housing Finance Agencies (HFAs) are a critical partner in tackling is-

sues of first-time homeownership for underserved populations. HFAs are
public agencies that typically administer state and federal programs, includ-
ing the Low-Income Housing Tax Credit Program for rental housing and  the
Mortgage Revenue Bond Program, as well as state-funded housing trust
funds (depending on the state). HFAs administer federal HOME and Commu-
nity Development Block Grant (CDBG) program funds for communities not
large enough to receive funds directly. HFAs' use of Mortgage Revenue
Bonds (MRBs) to fund below-market rate mortgages make them as a source
of capital for lenders, as well as leaders on first-time homeownership issues.
HFAs also often promote and support standardized homeownership educa-
tion services in states.

3 Unfortunately, recent attempts to 'block grant' Section 8 have undermined the early suc-
cess of the program in getting lenders to provide mortgages supported by Section 8.



The Shuttlesworth fund of the Greater Cincinnati Foundation provides low-
cost loans, with very low or no interest, to first-time homebuyers in the commu-
nity with low incomes. The loans allow borrowers to stretch their incomes to buy
entry-level homes. Some loan funds require the homebuyer to repay part of any
home equity accrued if the home is sold within a certain period, or contain other
provisions so families do not benefit from enormous gains when they sell their
home. The F.B. Heron Foundation has invested in Habitat for Humanity's
"Linda Mae" bonds, which are securities backed by no-interest mortgages on
Habitat-built homes. The bonds provide low-cost capital to local Habitat affili-
ates, who in turn enable families to buy a home with a zero percent interest rate,
significantly lowering monthly housing costs and stretching income to cover a
home purchase. Another strategy used by some nonprofits is to help families take
advantage of the underutilized Earned Income Tax Credit (EITC). The Annie E.
Casey Foundation has supported a network of nonprofits to provide information
on the EITC to eligible families each tax season. Because many families receive a
significant tax refund, which can reduce their withholdings and thus increase
their take-home pay, these programs provide an ideal entrance point for home-
ownership services.

Role of Federal Tax Policy: The tax code allows borrowers to deduct mortgage
interest. If a taxpayer's total resulting deductions are greater than the standard
deduction, this can help reduce tax liabilities and increase income available to
make monthly payments. Valued at $61 billion in 2001, this deduction amounts
to twice the amount allocated to all direct federal housing subsidy programs in
the U.S. (Joint Committee on Taxation, 2001). However, the mortgage-interest
deduction is one of the most misunderstood public policies related to homeown-
ership. The mortgage-interest deduction is primarily an incentive to borrow
using mortgage debt, and supports existing owners more than first-time buyers
(Glaeser and Shapiro, 2002). Most low-income families' itemized deductions do
not exceed the standard deduction. The progressive nature of federal income tax
rates means lower-income owners receive a smaller deduction as a percentage of
their income than more affluent buyers, even if they do itemize. Approximately
93 percent of the value of the mortgage-interest deduction is claimed by home-
buyers with incomes of $50,000 or more. Almost 32 million tax filers claimed this
deduction in 2000, averaging $1,900 in tax savings per return. But only 6 percent
of owner households with incomes below $30,000 claimed the deduction, on av-
erage receiving $413 (Joint Committee on Taxation, 2001). Reforming the mort-
gage-interest deduction has been studied by many advocates and foundations.
Proposals to create a refundable tax credit for low-income homeowners or special
credits for home purchase have yet to capture the support of legislators. Efforts
to reduce the value of the deduction for higher-income taxpayers also have been
stiffly resisted by the real estate and mortgage industry.

Among the most common state-run programs to help reduce borrowing costs
for low-income homebuyers are single-family housing bonds, known as mort-
gage revenue bonds (MRBs). Investors are willing to purchase MRBs at below-
market interest rates because the income from MRBs is tax-free. State housing fi-
nance agencies are allocated a per-capita amount of tax-exempt housing bond
authority each year. MRB-backed loans offer borrowers a discount of about one
percentage point on the interest rate, lowering the monthly costs of ownership,
and therefore addressing income barriers to owning a home. Many homeowner-
ship strategies involve partnerships using MRB-backed loans.
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3.2 Overcoming Net Wealth Barriers

T
here are two tactics used to overcome wealth barriers: help families save
and provide families with a cash grant. Individual Development Accounts
(IDAs) are emerging as an important incentive to learn economic skills

and help overcome the wealth barriers to owning a home. IDAs reward the
monthly savings of working-poor families, who often are trying to buy their first
home. This reward is provided through the use of matching funds from private
and public sources. Similar to 401(k)s, IDAs make it easier for low-income fami-
lies to build financial assets. More importantly, IDA participants typically also re-
ceive valuable financial education and counseling. The cost of administering a
match program and monitoring the use of funds and client adherence to pro-
gram regulations is significant, however. IDA programs must develop systems to
track clients and their funds over many years. Some portion of families will vio-
late terms of the program, and recapture rules will be required. While it is im-
portant to promote further innovations in IDA programs operated by states,
foundations and nonprofits, these pilot programs need support to become more
efficient. The Mid South IDA Initiative is an effort of the Foundation for the
Mid South and Entergy Corporation to expand access to IDAs in the rural south,
with a focus on building accounts for down payments on homes for first-time
buyers. Through a regional public-private collaborative, nonprofits across the re-
gion are receiving match dollars and operating grants to establish and operate
IDA programs. In another example, the Earned Asset Resource Network in San
Francisco provides 2-to-1 savings matches while also partnering with volunteers
who mentor low-income families on how to save and invest.

The Community Development Block Grant (CDBG) and HOME programs
provide grants to states and local governments for housing and community de-
velopment, and may be used to provide grants or loans to qualified borrowers for
down payments and closing costs. The Bush administration recently created the
American Dream Downpayment program, a set-aside within the HOME pro-
gram, to provide down payments to first-time homebuyers. However, grants of
$10,000 or more per homebuyer limit the number of households served annually.
In an effort to stretch subsidies, down payment funds also are provided in the
form of a second mortgage loan -- either an amortizing loan repaid monthly or a
deferred loan due on sale. Down-payment loans often are administered by the
revolving loan funds of local governments and nonprofit agencies. The federal
Community Development Financial Institutions (CDFI) fund also provides sup-
port for nonprofit down-payment loan pools. The scale of these locally run pro-
grams is difficult to estimate; in many cases these funds use HOME and CDBG
funds for loan capital as well. Investments and grants provided through Federal
Home Loan Banks' Affordable Housing Programs (AHP) also are frequently used
to fund these pools.

3.3 Overcoming Credit Barriers

T
he vast majority of any homeowner's purchase is funded by capital provid-
ed by private-sector lenders. Lenders obtain capital for loans from deposits
garnered from savings accounts or other banking vehicles, or by finding

conduits to investors in the broader capital markets. While depository-based
portfolio lending was common until the 1980s, today most mortgage loans are
funded through other types of capital. Accessing broader capital markets typically
requires high volumes of loans, adherence to strict standards and multiple layers
of guarantees to protect investors. The loans needed in low-income communities
typically are low-volume, do not conform to standards and incur greater risks
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than standard capital markets are willing to accept.
Many special loan funds have been established around the country to provide

innovative loans to underserved populations. Private lenders, especially those
under the regulatory pressure of the Community Reinvestment Act (CRA), still
are the primary sources of capital for loan funds, but require guarantees and
credit enhancements to participate. Because most foundations are active in-
vestors and managers of funds in the capital markets, program-related invest-
ments (PRIs) in loan funds often are an attractive opportunity to support home-
ownership. By taking on some portion of losses, putting up reserves or insuring
payments, these loan funds can become self-sufficient while proving the efficacy
of innovative types of loans needed by underserved communities. One leading
loan program is the New Hampshire Community Loan Fund, a CDFI (Commu-
nity Development Financial Institution) supporting housing, small business and
community facilities. The fund is capitalized by investments from individuals, re-
ligious organizations and financial institutions. The Fund has also been success-
ful in attracting PRIs from several foundations, including F.B. Herron, Fannie
Mae Foundation and Calvert Social Investment Foundation. These low-cost in-
vestments allow the Fund to make flexible, affordable loans to first-time home-
buyers, including buyers in special circumstances conventional lenders will not
serve.

The nonprofit Center for Community Self-Help in Durham, North Carolina
created a secondary market program for nonconforming mortgages through
partnership with the Ford Foundation and Fannie Mae. With a $50 million in-
vestment from the Ford Foundation, Self-Help purchases mortgages with low
down payments from private-sector lenders and resells them to Fannie Mae with
the promise that Self-Help will cover the cost of most defaulted loans. Lenders
then commit to make more affordable loans for homebuyers. Ford Foundation
funds provide a guarantee for lenders that Self-Help will deliver its promised
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CRA
The Community Reinvestment Act (CRA), passed by Congress in 1977,

encourages banks and thrifts to provide loans and services in areas in which
they are chartered.  CRA was a response to "redlining" of loan applications in
low-income and minority communities -- the practice of denying loans or in-
vestments generally approved in more affluent areas.  Regulators assess an
institution's performance based on a rating system of outstanding, satisfacto-
ry, needs to improve or substantial noncompliance.  An overwhelming majori-
ty of banks achieve an outstanding or satisfactory rating, with only about 3
percent judged as needing improvement or being substantially noncompliant
with the regulations.  Regulators are encouraged to take an institution's CRA
rating into account when considering an application to merge with or acquire
another institution, open a new branch or enter into a new line of business,
although applications are rarely rejected.  CRA is credited with increasing res-
idential and commercial lending in lower-income communities during the past
decade.  CRA applies to fewer than half of all mortgage loans, however.
Credit unions, independent mortgage companies, or mortgage company affil-
iates are not covered, leading some advocates to suggest expanding the
reach of CRA. Recent studies find enforcement of CRA has been uneven,
but overall is a very important incentive for lenders to engage borrowers who
otherwise might not be served (Apgar and Duda, 2002). Photo courtesy of Housing

Assistance Council



credit enhancements. Over five years, $2 billion in loans were facilitated, serving
30,000 homeowners. A recent study by the University of North Carolina indicates
the performance of these non-conforming loans was actually better than the av-
erage conforming loan, providing evidence that has helped lenders create new
standards in mortgages.

While making loans to more borrowers with credit problems is one approach,
another strategy is to help families improve their credit ratings in order to qualify
for conventional mortgages. Many nonprofits provide financial-literacy educa-
tion or consumer debt-management counseling. This is a confusing field for
grantmakers and consumers, however, because some agencies have affiliated with
lenders or may use their nonprofit status to charge consumers high fees in ex-
change for budgeting and debt-management services. Legitimate nonprofits,
working with the National Foundation for Consumer Credit, have made strong
inroads. For example, the Atlanta Consumer Credit Counseling agency has re-
ceived support from the Fannie Mae Foundation to provides low-cost or no-cost
financial education, budgeting and support for families to pay down their debt,
while correcting issues in their credit records in preparation for homeownership.
Other efforts focus on helping nonprofits develop mechanisms to provide better
information to credit bureaus. For example, nonprofits with loan funds might
provide loan repayment information, thus establishing good credit reports for
borrowers. Likewise, nonprofits can develop nontraditional indicators of credit
worthiness, such as rental payment history or utilities. The Payment Aggregation
and Information Dissemination Initiative (PAID) of Asset Builders in Milwaukee
is a collaboration with the Consumer Data Credit Reporting Industry Associa-
tion, the Milwaukee Housing Authority and a local utility, Alliant Energy. PAID
offers clients alternative credit-scoring mechanisms, with a goal of improving in-
dividuals' access to capital.

The Federal Housing Administration (FHA) 203(b) program provides mort-
gage insurance for loans with more flexible underwriting than is available from
the conventional market, including instances of low down payments, high debt
ratios and blemished credit. Private mortgage insurance, which operates with-
out federal involvement, functions in a manner similar to FHA, but covers a
smaller portion of the loan balance. The Rural Housing Service (RHS) and Veter-
ans Affairs (VA) single-family programs provide a similar function to FHA, ex-
cept for targeted populations or rural communities. Mortgage insurance covers
the risk inherent in mortgages to borrowers with poor credit and low-wealth; the
premium represents the price of increasing risk to lenders. Because mortgage in-
surance increases the effective interest rate of a loan, and low down payments re-
sult in larger mortgage balances, mortgage-insurance programs tend to raise
monthly payments, which may exacerbate income barriers   As a result, programs
may be combined to serve homebuyers facing multiple barriers. For example,
FHA insurance is often used with MRB-backed below-market-rate mortgages
provided by states. There have been many proposals to increase the effectiveness
of FHA, VA and RHS programs, lowering down payments, premiums or taking
on more risk. While change is slow for these institutions, they do provide sup-
port for lending in minority, rural and other underserved markets.4

16

Many nonprofits provide
financial-literacy education
or consumer debt-
management counseling.

4 One leading proposal suggests using any surplus in premiums FHA produces and allocat-
ing it to a federal housing trust grant fund for affordable housing. Such an approach
would create pressures for FHA to take on less risk and charge larger premiums, however.



3.4 Overcoming Information Barriers

H
omebuyer-education programs were begun in the 1960s and 1970s, in
response to rising foreclosures, particularly among FHA borrowers (Mc-
Carthy and Quercia, 2000). In the last decade, homebuyer education has

evolved into a method to prepare families for the responsibilities of a mortgage.
Homebuyer education can include workbooks, advice and information given out
on the telephone, formalized group classes, informal homebuyer clubs and even
intensive one-on-one counseling. Services usually occur before the home is pur-
chased, or even before a family begins to search for a home. Counseling also may
be provided post-purchase to help families maintain their home, refinance or to
manage delinquencies. The federal government has increased support for hous-
ing counseling in recent years, providing support to more than 1,000 agencies.
Even with that, federal grants, which are often augmented at the state level, are
not sufficient to provide homebuyer education for all low-income first-time
homebuyers.

Pre-purchase homebuyer counseling and education has a measurable, positive
impact on loan performance, reducing defaults by up to 34 percent (Hirad and
Zorn, 2002). Some lenders require education and counseling as a condition of
loan approval. Homebuyer-counseling services continue to be uneven in quality
and distribution, however. In some areas, there are no service providers. HUD
and the Neighborhood Reinvestment Corporation are working to develop a na-
tional standard for homebuyer education, and expand services. One innovative
example of an homebuyer-counseling initiative in rural Florida was funded by
the Edith Bush Foundation. A local nonprofit, in collaboration with the U.S. De-
partment of Agriculture and state agencies, turned a recreational vehicle into a
mobile classroom. This allows the homebuyer education services to come to re-
mote locations, host classes and show bilingual videos in a rural five-county area.
In Montana, a statewide partnership coordinated by the Great Falls NHS allows
families in rural locations to receive homebuyer education through video link-
ages, and also relies on a network of Resource Conservation Districts (RCD) to
deliver individual and group counseling across the state.

Homewise, a nonprofit in Santa Fe, New Mexico, is a member of the Neigh-
borWorks® network funded by Neighborhood Reinvestment Corporation.
Homewise has evolved from simply providing counseling to become a full-serv-
ice homeownership center, offering real estate services, construction and home
improvement and loan brokerage services. The organization's goal is to become
a one-stop shop, providing comprehensive high-quality services that protect bor-
rowers from unscrupulous actors in the marketplace.

3.5  Overcoming Affordable Housing Supply Barriers

O
ne of the most often-cited barriers to developing affordable housing --
both for renters and owners -- is the resistance the public has to any de-
velopment targeted to bring more low-income households into a com-

munity. The importance of providing affordable housing, and its impact on the
local economy, has become paramount in many high-cost areas. Advocates are
recognizing that language used by housing programs is equated in the public's
mind with failed housing projects such as Chicago's now-infamous Cabrini
Green. In fact, most low-income families are employed, and often have jobs many
citizens value, such as those in education, law enforcement or fire protection. To
overcome the "not in my back yard" (NIMBY) syndrome, communities are creat-
ing public-private partnerships to run advertising campaigns promoting the ben-
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efits of affordable homes for working families to the social and economic fabric
of cities. The Consortium for Workforce Housing in Marin County, California
started a campaign in 1996 to increase support for workforce housing among res-
idents and local leaders. A grant of $25,000 from the Marin Community Founda-
tion was able to generate matching contributions from local businesses to seed
the effort. Print ads, billboards and public service announcements stress "Work-
force Housing: Who Needs It? All of Us!"

Other communities have been successful in altering state and county zoning
and planning regulations, so that any new development of market-rate housing
must include a minimum share of affordable homes. Such inclusionary zoning
rules exist in Maryland and Massachusetts. In both cases it was advocacy by non-
profits funded by foundations that helped local leaders recognize the need for af-
fordable housing regulations. Maryland's Moderately Priced Dwelling Unit
(MPDU) program produced 10,000 housing units from 1973-2000, accounting
for nearly half of all affordable units developed under inclusionary laws  (Tustian,
2000).

A growing number of states and localities have developed so called "housing
trust funds" -- a dedicated stream of funding for developing affordable housing
for rental and ownership. More than 250 such funds exist, with as many as 50
new funds being considered.5 In Los Angeles, a citizen task force recommended
the formation of the LA Housing Trust Fund, including an advisory committee
help guide the mayor and city council. A consortium of nonprofit housing or-
ganizations and advocates helped promote the idea, and then supported its con-
tinued funding. Approximately 20 percent of the fund's activities have involved
homeownership.6

Innovations in manufactured housing developments can provide affordable
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Manufactured Housing
Manufactured homes make up the majority of owner-occupied homes af-

fordable to low-income families. Manufactured homes are built in accordance
with the National Manufactured Housing Construction and Safety Standards,
commonly called the "HUD Code." This is the only national housing code,
and pre-empts local housing codes.  (Although the term "mobile home" is still
used, technically and by legislation, homes built to the HUD code are called
"manufactured homes.")

Frequently manufactured homes provide savings of 20 percent or more
compared with the cost of site-built homes.  Since the mid-1990s, the quali-
ty, design and development of manufactured homes has improved, so much
so many new developments are indistinguishable from site-built homes near-
by.

A manufactured home on owned land can be financed with a mortgage
loan, provided it is adequately installed and meets basic property standards.
Manufactured homes on leased land, or homes financed separately from the
real estate on which it is sited, do not qualify for a traditional mortgage.
These "chattel" loans carry increased rates and fees, and through the 1990s
were marked by poor loan underwriting.

5 The National Housing Trust Fund Campaign website 
http://www.nhtf.org/about/background.asp

6 City of Los Angeles website http://www.ci.la.ca.us/lahd/afhsgtrstfd.htm



homeownership opportunities. The Noji Gardens development in Seattle by the
nonprofit HomeSight, is a good example of using well-designed and sited manu-
factured units in an urban setting to create ownership for low-income families.
The New Hampshire Community Loan Fund has helped existing owners of man-
ufactured homes purchase their communities (often referred to as trailer parks)
through cooperative ownership agreements. By forming a cooperative, residents
receive lower-cost financing and can protect their community from landlords
with speculative goals.

The Burlington (VT) Community Land Trust has developed a model in which
land is held in common, but families can buy their homes. This helps create per-
manently affordable homes for future generations to purchase. Some organiza-
tions accumulate and bank land in accelerating property markets in order to pre-
serve affordable real estate.

Other programs affiliated with Habitat For Humanity use a combination of
volunteers, donations and family contributions to build new housing, or in some
cases renovate existing homes, for eligible first-time homebuyers. Habitat pro-
grams operate in rural and urban settings all over the world, helping families in-
vest their sweat equity and make a cash down payment to become homeowners.

Nehemiah Development is a well-regarded homeownership development proj-
ect in New York city.7 The city of New York, working with more than 30 congre-
gations in East Brooklyn, has constructed more than 3,000 subsidized single-fam-
ily homes. Homes are be sold to first-time homebuyers only, with income restric-
tions. The city's subsidy is leveraged by the resources of community-based or-
ganizations to develop, or redevelop, existing property into affordable homes.

The development of affordable single-family housing for homeownership re-
lies mainly on the same federal subsidy programs administered at the local level
as other housing and community development programs -- HOME and CDBG.
These programs tend to support home renovation, or rental housing, with lesser
levels of support for new construction for homeownership. The programs are
critical in housing markets where the cost of construction exceeds what homes
sell for on the market, but also trigger additional levels of housing quality and re-
view.8 There have been proposals to create a subsidy program for affordable
housing, but none have been enacted by Congress. Often, funders will target
grants to leverage federal subsidies by providing gap financing. These grants are
typically made at the earliest stages of a project for so-called pre-development, or
represent the last dollars invested in a project, filling any resource gaps.

3.6 Overcoming Barriers in Rural Markets: Self-help Housing

S
elf-help housing requires homebuyers to participate in the construction of
their homes, fostering pride of ownership, facilitating home maintenance
skills and providing lower-cost units. Approximately 65 percent of the labor

needed to build is buyers' "sweat equity," allowing them to purchase the house at
a more affordable cost using the SHOP program of the U.S. Department of Agri-
culture targeted to rural communities. In hard-to-develop rural areas, this ap-
proach increases the supply of affordable units while also helping support sus-
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7 Not to be confused with Nehemiah seller down payment programs using seller grants to
lower the down payment for borrowers of FHA mortgages. HUD's own internal analysis
suggests these program may result in inflated home appraisals and are associated with
high rates of loan default.

8 One example is lead paint abatement. Homes using CDBG or HOME incur significant
additional costs for encapsulating or removing lead paint.
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tainable homeownership for low-income families. Self-Help Enterprises of
Visalia, CA has built more than 6,000 USDA-funded self-help homes, mostly for
farm-worker families, with the support of various grantmakers.

3.7 Risks and Rewards for Households

G
rantmakers, policy leaders and practitioners must be clear that one of the
implications of expanding homeownership to lower-income families is
reallocation of risk from landlords to individuals. Unlike in the rental-

housing market, individual households need to be able to stay current on their
loans and to undertake needed upkeep. When families fail at homeownership,
entire neighborhoods can be affected, in addition to the substantial losses indi-
vidual households must endure.
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The Rural Housing Service (RHS) of the U.S. Department of Agriculture

(formerly Farmers Home Administration) provides grants and loans to support
housing and community development in rural areas. Like FHA, RHS guaran-
tees loans for mortgages with a type of mortgage insurance called Section
504, but RHS also operates a "direct" loan program called Section 502.
RHS programs also provide support for self-help homeownership, as well as
provide counseling to first-time homebuyers.

RHS programs are among the oldest and most innovative among federal
housing initiatives. RHS mortgages long have offered flexible terms and rates,
with provisions for the unique property and infrastructure needs of rural hous-
ing and families.  RHS programs can be administered locally, though partner-
ships with nonprofits and the private sector.

RHS programs also target hard-to-serve areas such as the colonias bor-
der areas, as well as native lands, and special building types, such as manu-
factured housing.



In the 1990s a wide new variety of mortgage products were developed allow-
ing borrowers to buy homes with low or no down payments. Other products
offer interest rates that fluctuate with the market (adjustable-rate mortgages), or
even provide no paydown of the loan balance, but simply payments of interest
(interest-only mortgages). There are no guarantees home values will rise. In
some markets, notably so-called Rust Belt cities, values actually declined even in
the booming 1990s economy. Even for families who have fixed-rate loans in sta-
ble housing markets, catastrophic life events -- such as a job loss, health problem,
divorce or disability -- can make it impossible to make timely mortgage pay-
ments, triggering default and possibly foreclosure.

While good homeownership programs provide supportive services to buyers
in crisis, it is important that homeowners have a stake in their home. Programs
need to share risks among the low-income borrowers, lenders and government.
Borrowers may be required to forfeit some of their gain on sale if they profit
from their home; they also should be liable if, through misuse or poor mainte-
nance, their home loses value. Balancing risks, rewards and returns is a challenge
for homeownership programs. While the mix may vary, some risk must remain
with each party to the purchase.

Very few homeownership programs have fully responded to the implications
of today's homebuyer market, its aggressive loan products and increasing risks.
Many programs doggedly promote "getting a home," but neglect to provide serv-
ices to keep existing owners in their homes. While counseling agencies may offer
foreclosure services, these programs often are poorly targeted and only provide
assistance after problems have become too difficult and expensive to address. Fi-
nancial literacy, home-maintenance training, energy efficiency and weatheriza-
tion programs are likely to be in increasing demand in coming years. Likewise,
accessibility improvements and improved coordination between health care and
housing will be required as homeowners age. Grantmakers need to balance their
attention on promoting first-time homeownership with strategies designed to
preserve homeownership.

Neighborhood Reinvestment Corporation has developed a "Full Cycle Lend-
ing" approach, whereby each family served is expected to receive comprehensive
pre- and post-purchase services (including homebuyer counseling and education
from certified trainers), customized loan products and property inspections. Al-
though primarily funded by Congress, a collaborative of corporate funders has
joined to support this effort over the last decade.

3.8 Confronting Predatory Lending Practices

T
here has been a great deal of attention on fraudulent or deceptive mort-
gages that strip unknowing borrowers of their home equity with high in-
terest rates and fees, or even push them into foreclosure. Predatory lending

is not well defined. States, counties and cities have versions of laws that prohibit
certain loan terms and practices. The impact of these laws is controversial. Indus-
try advocates suggest some regulations are overly restrictive, curtailing legitimate
lending. Moreover, a patchwork of laws hampers standardization among nation-
al lenders. Consumer activists believe existing laws do not go far enough; it re-
mains too easy for borrowers to be duped into paying higher rates and fees than
is justified.

The extent to which predatory lending occurs is not well documented. Much
of the growth in complaints of predatory loans has been associated with two
shifts in the industry -- risk-based pricing to subprime borrowers, and the
growth of third-party mortgage brokers. Subprime loans are not predatory loans,
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but because subprime loans are priced along a continuum of credit risk levels, it
is hard for consumers to evaluate whether their loan is competitive. Mortgage
brokers typically are paid based on originating loans, and have no accountability
for how the loan performs. Brokers may have incentives to push borrowers into
multiple loans in pursuit of fees, without creating any value for consumers. Most
often, fraud and mispricing is concentrated in refinancing of loans, especially
those involving home equity "cash-outs." These two phenomena are firmly part
of today's mortgage market, but they have created opportunities for fraud or
confusion.

While there is little consensus regarding what predatory lending is or how to
combat it, North Carolina has demonstrated a model of community organizing
to develop solutions. An evaluation by University of North Carolina suggests re-
strictions on high-cost loans, loan flipping (successive refinancing) and other
terms have reduced harmful lending, but not restricted access to capital (Quercia,
2003).

At the local level, the National Training and Information Center in Chicago
has long been a leading advocate of reforming mortgage-lending practices. Work-
ing with local leaders in city and county government, as well as the Illinois Coali-
tion Against Predatory Home Loans (a group of nonprofit community organiza-
tions), NTIC led an effort to pass one of the most stringent anti-predatory lend-
ing laws in the nation. The research and analysis NTIC conducted helped con-
vince local legislators, and NTIC's community organizing resulted in dozens of
rallies and events demanding more protection for borrowers and neighborhoods.
The success of local laws later triggered passage of a state law.

3.9  Developing Targeted Strategies

T
he matrix on the following page summarizes each of the barriers to home-
ownership discussed in this paper, as well as examples of policies and  pro-
grams addressing each barrier. Options for grantmakers are suggested as

potential strategies to working on each area.
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promoting first-time
homeownership with
strategies designed to
preserve homeownership.



BBaarrrriieerr  ttoo  HHoommeeoowwnneerrsshhiipp PPoolliiccyy PPrrooggrraamm OOppttiioonnss  ffoorr  IImmppaacctt

Lack of Income Mortgage Interest Deduc-
tion
Mortgage Revenue Bonds
Section 8 Homeownership
Option

Support income subsidy
programs
Below-Market Rate Mort-
gages

Investments in Loan
Funds
Operating support for Sec-
tion 8 option

Lack of Wealth and/or High
Debt

FHA/VA/RHS Mortgage
Insurance
Down Payment Grants
and Loans

Second Mortgages
Revolving Loan Fund
IDAs

IDA matching grants and
administrative costs
Down-payment and clos-
ing-cost funds

Poor Credit History FHA/VA/RHS Mortgage
Insurance
Mortgage Revenue-backed
Loans

Consumer Credit Coun-
seling
Financial Education

Financial-literacy pro-
grams
Credit-reporting innova-
tions

Lack of Information HUD Section 108 Coun-
seling Grants

Homebuyer Education
Counseling

Support for standards for
services
Mechanisms to promote
fair loan pricing

Lack of Housing Supply National Manufactured
Home Construction and
Safety Standards
HOME, CDBG Grants
and Loans

Substantial Rehabilitation
Construction/Develop-
ment

Manufactured housing de-
velopment
Home renovations/rehab
Gap financing
Self-help housing

Preservation of
Homeownership

Counseling Grants
FHA insurance

Counseling & training
Home Improvement
Loans

Foreclosure prevention
Job loss/disability insur-
ance
Home-maintenance
training
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4.0  Implications for Grantmakers

W
hile this paper did not employ a comprehensive analysis of foundation
grants for homeownership programs, the experiences of members of
the Neighborhood Funders Group suggest foundations can play a

strategic role in advancing homeownership. The following themes came from in-
formal feedback:

CCoollllaabboorraattiioonn  iiss  ccrriittiiccaall.. Resource-intensive projects such as a loan fund or
developing affordable homes require a large scale to be effective and efficient.
National intermediaries such as Neighborhood Reinvestment Corporation, the
Enterprise Foundation, the Housing Partnership Network and LISC can pro-
vide a mechanism for aggregation, so smaller funders can share costs and
risks. Local and regional intermediaries also can be technical advisors and ag-
gregators of resources and capital.
UUssee  ppuubblliicc--pprriivvaattee  ppaarrttnneerrsshhiippss.. Private financial institutions, homebuilders,
insurers and other firms have economic interests in expanding homeowner-
ship. State and local public entities, HFAs and financial and real estate indus-
try regulators also are involved in this market. Foundations can help bring
disparate parties to a common table, identify mutual interests and develop
goals and strategies. Most low-income homeownership projects, whether lend-
ing, counseling or development, require some level of subsidy. Leveraging fed-
eral and state funds is frequently essential to a project's feasibility.
MMaarrkkeett  aannaallyyssiiss  iiss  iimmppoorrttaanntt.. Promoting ownership in soft real estate markets
with distressed housing requires a different approach than supporting owner-
ship in high-cost markets with a scarcity of affordable homes. Markets with
large shares of elderly homeowners may focus on home repair and preserva-
tion of ownership. Areas with an influx of immigrants might focus on home-
buyer education in a foreign language. Funders need to understand which is-
sues are the highest priority for a particular community.
TTaarrggeettiinngg  WWoorrkkiinngg  FFaammiilliieess.. Homeownership requires a regular income to
maintain mortgage payments, taxes and insurance. Even very low-income
families using HUD Section 8 Housing Choice Vouchers must have a mini-
mum level of earned income to qualify for the ownership option. Organiza-
tions may struggle trying to place ownership programs into an existing roster
of strategies focused on the poorest of the poor. Families need stability, a
source of income and progress toward self-sufficiency before buying a home.
Homeownership might be thought of as part of a continuum of asset-building
strategies, coming after savings and financial literacy, and before more ad-
vanced strategies such as small business development.
RReeccooggnniizzee  tthhee  HHoouussiinngg  LLiiffee  CCyyccllee.. Too often, programs focus on getting a
family over the threshold into their first home, and then neglect the myriad
events that impact a family's life. A large share of low-income and minority
first-time buyers revert to renting a home at some point. Loss of a job, a
health crisis, change of location or divorce all may derail well-intended home-
owners. Programs are just as necessary for these second-time homebuyers, as
well as to help families make the transition from owning back into affordable
rental units.

4.1  Hallmarks of Leading Nonprofit Programs

E
ach homeownership program is likely to be distinct and tailored to the
community being served. But as grantmakers assess programs, here are
some key indicators of leading programs.
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MMoorree  tthhaann  HHoouussiinngg::  The best programs are interested in more than "bricks
and mortar." They may develop high-quality, even innovative housing units, but
such development is conducted with a larger goal in mind. That goal may be to
revitalize a neighborhood, or to provide a platform for low-income families to
build home equity. In any case, grantees looking for high-profile development
deals, particularly if the primary motivation is collecting fees and revenues from
construction and real estate development, often require close scrutiny. Likewise, a
nonprofit set up as a lender should view increasing numbers of closed loans as a
means to an end. Becoming a high-volume lender may in fact be consistent with
promoting homeownership, but some nonprofits begin to replicate the same
services, at the same prices, as the private lending market. There are substantial
risks involved in lending, from defaults to underestimated interest rates. Without
the regulatory structure provided to banks, nonprofits can become overly focused
on making loans, neglect risk and collapse.

CCoommpprreehheennssiivvee::  The best programs offer pre- and post-purchase services.
Programs too focused on development or lending will often neglect post-pur-
chase services. The best programs offer preservation services such as home re-
pairs, insurance counseling and default prevention to all homeowners, not just
the families who receive a loan or home from the agency. Supporting ownership
across the lifecycle is the hallmark of a program that seeks long-term asset build-
ing or neighborhood impact. For example mortgage-refinance programs, which
allow existing homeowners to lower their housing costs or build home equity,
rarely are offered by nonprofits, even those focused on asset building. Programs
focused on impacting families and children and programs focused on housing
could both benefit from collaboration.

AAbbrreeaasstt  ooff  tthhee  MMoorrttggaaggee  MMaarrkkeett:: Better homeownership programs remain on
the leading edge of the mortgage-lending industry, in constant collaboration with
lenders and aware of new products. The pace of change in the industry is in-
tense; between technology, consolidation and other changes, nonprofits need to
be in tune with the marketplace their customers face. Programs that fail to adapt
will find that competition from the industry will erode their clientele. Also, eq-
uity-retention strategies for borrowers who face a crisis -- including help in sell-
ing a home and finding and affordable apartment -- are imperative when serving
populations at high risk for social problems. Good programs are active in the
mortgage market, see new developments, and adapt their services.

FFooccuusseedd  OOuuttccoommeess:: Programs must have excellent tracking systems, from
paper to computerized databases, capable of tracing families as they move from
rented apartment to owned home. This permits followup for post-purchase
services, as well as documentation on when, when and under what terms families
became first-time homeowners. These systems also allow customers to get help,
for risks to be fairly assessed, and for measurement of long-term outcomes.

LLeevveerraaggee::  Because of the high costs of building homes, providing down pay-
ment grants and mortgage loans, programs must rely on leveraged subsidies.
While a program could provide a grant for each homebuyer, that approach would
deplete available resources while helping only a small number of families. The
private sector must provide the majority of capital, with grants and subsidized
loans making up any gaps that impact affordability.

LLaarrggeerr  MMiissssiioonn//GGooaall:: Finally, the best programs have a larger goal of impact-
ing the larger capital markets and ownership system. While an individual pro-
gram might impact individual homeowners in a community, the best programs
also seek to make national lending institutions change their practices, promote
community involvement and engender broader policy changes that support asset

25



building, families and community revitalization. When organizations or their
staff take leadership roles among national networks or alliances, they can use
their credibility to influence business practices as well as public policy.

4.2  Emerging Issues in Public Policy

I
t is difficult to predict what federal policy issues will come to the forefront,
but there are several broad topics funders may want to understand in the cur-
rent policy arena:

National housing trust funds. Due to the success of local and state funds, pro-
posals for a national fund have been well received in Congress. The source of
revenue for such a fund is somewhat problematic, since no existing program
should be reduced or eliminated for a new fund. Like local funds, only a por-
tion of resources would flow to homeownership.
Mortgage-lending reform. There are a series of regulations related to buying a
home and closing a mortgage loan, with acronyms such as RESPA and TILA.
HUD, the Federal Reserve and other regulators have purview over aspects of
regulation, resulting in a cumbersome package of disclosures and forms re-
quired of borrowers at a loan closing. How these regulations can be simplified
is not clear, however.
New FHA loan programs. FHA long has been a leader in mortgage innova-
tion, but today lags behind subprime and conventional lenders who offer a
multitude of loan products. Proposals to allow FHA to make no-down-pay-
ment loans or loans to high-risk borrowers are being closely scrutinized for
potential costs to the federal treasury. There is also a debate whether FHA
should encourage high-risk lending at all.
Homebuyer education. Many loan programs require first-time borrowers to
take a class or receive counseling before being approved for a loan. Federal
support for counseling has grown in recent years, but standards among coun-
seling agencies vary. In some areas, especially rural communities, no education
or counseling exists. HUD and national networks of nonprofits are exploring
better ways to provide services.

4.3 Conclusion

W
hile not without risks for the funder or the ultimate homebuyer, well-
designed homeownership programs can have tremendous impact. Too
often grantmakers become discouraged with homeownership projects.

Homeownership programs can seem hopelessly complex and hard to evaluate.
Yet, with an applied effort, the potential for funders to lead efforts to reduce the
gap in homeownership rates is significant. Millions of low-income and minority
families could benefit from homeownership, and hundreds of communities could
be improved. Homeownership programs address individual asset-building and
family self-sufficiency, in addition to neighborhood improvement -- all while
providing basic shelter and economic development (if any construction is in-
volved).
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4.4 Resources for More Information
The Homeownership Alliance  - http://www.homeownershipalliance.com . The
Homeownership Alliance includes builders, real estate and mortgage professional
organizations and housing industry organizations. The site contains reports on
homeownership and other useful information.

U.S. Department of Housing and Urban Development (HUD) -
http://www.hud.gov/initiatives/homeownership/. Contains information on HUD
programs and news.

The U.S. Census  - http://www.census.gov Provides data on homeownership rates
nationally and locally.

Created by the Fannie Mae Foundation, KnowledgePlex® provides research and
data on housing issues. http://www.knowledgeplex.org/

The Joint Center for Housing Studies http://www.jchs.harvard.edu  Harvard Uni-
versity's center for information and research on housing in the United States.

The Congressionally chartered Neighborhood Reinvestment Corporation's Web
site www.nw.org  contains information on nonprofits in the NeighborWorks®
Network, with an emphasis on homebuyer education and training.

The National Housing Conference's Center for Housing Policy provides regular
research and reports on issues of affordable housing and homeownership.
www.nhc.org

The Corporation for Enterprise Development (CFED) promotes asset-building
and economic opportunity strategies. www.cfed.org
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