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For those interested in the effects of homeownership on children’s well-being, the empirical litera-
ture offers good news and bad news. The good news is that the topic has generated a sizable body
of serious research by highly respected researchers. The existence of multiple studies examining
the same basic question is the coin of the realm in the hard sciences but is all too rare in housing
policy research. The bad news is that this research has not produced consistent evidence about
whether the effects of homeownership are positive, negative, or nonexistent. Because the studies
are not replications, differences in a host of features from sample composition to the approach for
addressing selectivity bias could account for discrepant results. Until we begin to take stock of the
state of homeownership research and the tedious task of sorting through the sources of these diver-
gent results, we are unlikely to make much progress in understanding whether a “homeownership
effect” exists. In this commentary, we start this stocktaking and sorting process. We briefly discuss
four topics: addressing selection; specifying models; treating income, race, and ethnicity; and
handling residential stability.

Selectivity Bias

Researchers agree that a (or perhaps the) major challenge in estimating the net effects of home-
ownership on child well-being is separating the effects of the characteristics of parents who select
into homeownership, which are highly correlated with child outcomes, from the effects of the
homeownership per se. Most studies of homeownership address selection with an instrumental
variable (IV) strategy.

Exhibit 1 summarizes key characteristics of 10 prominent studies of homeownership, nearly all of
which use nationally representative panel data. The first column indicates that 9 studies use an IV,
and 1 study (Engelhardt et al., 2010) uses an experimental design. The first 7 studies pertain to
shorter term child outcomes or the effects of homeownership during childhood and adolescence
on longer term outcomes in early adulthood. We include the final 3 studies, which pertain to ef-
fects on citizen engagement, because the selection problem applies to all homeownership outcomes
(not only child outcomes), all IV studies must estimate a first-stage model predicting homeowner-
ship regardless of the outcome being predicted in the second-stage model, and this group of
studies includes the only experimental evidence available.
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We draw three main conclusions from reviewing the first column listing the IVs and the second
column showing the strength of the IVs. First, the range of IVs tested to date and their weak per-
formance indicate that we have not been successful in identifying theoretically valid and empirically
strong instruments." This set of results may indicate that we need to think harder, but it may also
indicate that we need to consider other strategies for addressing selection beyond the IV approach.

Second, while there is some overlap in IVs, only one identical replication exists: Holupka and
Newman (2012) intentionally replicate Aaronson (2000) to allow for the comparison of results
from the second-stage outcome models. Comparing results when the IV is different (or even when
it is similar but not identical) could account for differences in both IV strength and outcome find-
ings. For example, studies by Green and White (1997) and Galster et al. (2007) both use the ratio
of the cost of owning to renting, measured in somewhat different ways, as their IV; both analyze
national Panel Study of Income Dynamics (PSID) data for all income groups combined; and both
examine education and teen birth outcomes in late adolescence. Yet Green and White report that
their IV has no effect on their probit models showing effects of homeownership on both outcomes,
and they conclude that no evidence of selectivity bias exists. By contrast, Galster et al. use the ratio
of owning to renting as one of several IVs, report that their first-stage homeownership prediction
model performed “only moderately well,” and find no effects of homeownership on these two sets
of outcomes. Another example of inconsistent results arises in analyses using variants on the state
homeownership rate, a second IV that has been used in several studies. Focusing only on studies
that consider all income groups combined, this IV is relatively weak in DiPasquale and Glaeser
(1999)* and Galster et al. (2007) but is very strong in Aaronson (2000).’

Finally, although the IV approach has yielded mixed results to date, two other analytic approaches
are consistent with the IV approach in not finding a homeownership effect. The strongest evidence
comes from the sole homeownership experiment (Engelhardt et al., 2010), and additional evidence
comes from propensity score matching (Holupka and Newman, 2012). In both cases, after selec-
tion is accounted for, homeownership has no effect on community engagement (Engelhardt et al.,
2010) or on child cognitive achievement, behavior, or health (Holupka and Newman, 2012).

Model Specification

The third column of the exhibit lists the covariates included in the models. Although substantial
overlap exists in demographic and socioeconomic background variables, substantial differences
also exist across studies, which could account for discrepant results. Noteworthy for this brief
commentary are the treatment of assets and wealth, neighborhood characteristics, and community
characteristics. Key issues are whether controls for any of these indicators should be included,

! Some of the IVs used to date do not appear to meet the exclusion principle. For example, state homeownership rates
could plausibly affect children’s cognitive achievement through their effect on property taxes, which are the main source
of revenue for public schools.

* DiPasquale and Glaeser rely on their uninstrumented ordinary least squares model because they describe the homeowner-
ship coefficient in the outcome model with the instrument as “implausibly large.”

? Although Aaronson reports large F-test results, the partial R? for each model is small.
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given endogeneity concerns, how they should be accounted for, and, if included, which measures
should be used. Another issue is the inclusion of mediator variables in reduced form models,
which will lessen the estimated effect of homeownership.

Treatment of Income, Race, and Ethnicity

Most homeownership research includes income, race, and ethnicity among the array of independent
variables in the first-stage homeownership prediction model and the second-stage outcome models.
This approach assumes that the effects of all other covariates on the outcomes are the same for higher
and lower income households and households in different racial and ethnic groups. Yet, Chow tests
confirm the substantial heterogeneity by income, race, and ethnicity and indicate that subgroups
by income, by race, and by ethnicity should not be pooled.* Pooling heterogeneous income, race,
and ethnic groups into a single sample is problematic in any regression analysis but more so in IV
models, because the first-stage model assumes linear effects (Murray, 2006; Terza et al., 2008).

Addressing Residential Stability

On average, homeowners are more residentially stable than renters. Because child development
and educational research suggests that residential stability is beneficial for developmental and
academic outcomes, the role of homeownership in fostering stability has broad policy significance.
The analytic challenge is, again, a selection issue: disentangling the possible selection of stable
households into homeownership from the effects of homeownership itself. Including a measure of
residential stability as a righthand-side covariate in outcome models (for example, DiPasquale and
Glaeser, 1999; Green et al., 2012) does not address the selection issue. Aaronson (2000) tests an
IV measuring the family’s mobility before the child turned 5 along with a righthand-side control
for mobility at older ages. Using this approach results in statistically insignificant effects of home-
ownership on remaining in school until age 17. This finding suggests that after residential stability
is properly accounted for, the effects of homeownership disappear. The interpretation of this find-
ing is that it is stability, not homeownership, that plays an important role. Holupka and Newman
(2012) test the role of stability as mediating the effects of homeownership on child outcomes.
Although they find that homeownership has a significant positive effect on residential stability, no
evidence confirms that the role of homeownership on outcomes is mediated by stability.

Discussion

The invitation from Cityscape to write this commentary forced us to take a colder and harder look
at the body of research on the effects of homeownership on children than we have before. Existing
research has produced contradictory results. This research relies on the IV method to address selection;
typically pools all income, race, and ethnic groups in a single analysis; and varies in its approach to
covariate controls, including those that are arguably endogenous. If future research continues on

* Results are available from authors on request.
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this same path, there is no reason to expect different results or, importantly, clearer insights into
homeownership effects. Instead of doing more of the same, we advocate digging into the existing
body of homeownership research to develop a clearer understanding of the sources of these dif-
ferences. This approach should enable us to interpret existing results and to establish a stronger
foundation for future research. More direct replications could also be illuminating (Satel, 2013).

Based on our admittedly cursory review, it seems clear that identifying even a single IV that meets
the theoretical criteria and empirical standards of a strong instrument has proved elusive. Therefore,
it is time to consider other methods that also support causal inference. Noteworthy in this regard
are the two studies that use two other methods—an experiment (Engelhardt et al., 2010) and
propensity score matching (Holupka and Newman, 2012). Both of these studies report no effects
of homeownership on outcomes. Beyond the selection issue, we also recommend that the next
generation of homeownership research recognize and address the heterogeneity of income, race,
and ethnic groups and the confounding of homeownership and residential stability.
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