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Income Gains and the Geography
of the US Homeownership Boom,
1940-1960

William J. Collins and Gregory T. Niemesh

3.1 Introduction

Between 1940 and 1960, workers’ earnings surged in the United States,
with median annual real wage and salary income nearly doubling and with
widespread gains across the age and income distributions.! Over the same
decades, there was an unprecedented rise in the rate of homeownership, by
more than 20 percentage points, by far the largest gains of the 20th century.
The coincidence of these changes is clear and readily observed in aggregate
data, and extensive bodies of literature in economics study each trend. But
empirical evidence on the strength of the causal link running from changes
in income to changes in homeownership is thin relative to the importance
of this era in shaping the trajectory and geography of American economic
development.

William J. Collins is the Terence E. Adderley Jr. Chair and Professor of Economics and a
professor of history (by courtesy) at Vanderbilt University, and a research associate and
codirector of the Development of the American Economy Program at the National Bureau
of Economic Research.

Gregory T. Niemesh is an associate professor of economics at Miami University and a
research associate of the National Bureau of Economic Research.

This chapter benefited from participants’ feedback at the NBER conference on Historical
Labor Markets and Inequality (March 2023), especially Richard Baker’s comments as the
paper’sdiscussant. The authors also acknowledge helpful input from participantsin Vanderbilt’s
Economic History seminar and from conversations and correspondence with Jeremy Atack,
Dan Fetter, Bob Margo, Sarah Quincy, and Ken Snowden. For acknowledgments, sources
of research support, and disclosure of the authors’ material financial relationships, if any,
please see https://www.nber.org/books-and-chapters/economic-history-american-inequality
-new-evidence-and-perspectives/income-gains-and-geography-us-home-ownership-boom
-1940-1960.

1. The sample is restricted to men who worked at least 17 weeks in the prior year, who
reported being wage and salary workers, and who earned wage and salary income of more than
$100 in 1939 dollars (Ruggles et al. 2021, 2023).

87
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88 William J. Collins and Gregory T. Niemesh

In this chapter, we focus on the hypothesis that the widespread and sus-
tained increase in the level of income allowed more people to afford and
select into owner-occupied housing than in previous generations. In doing
s0, we turn our attention from the causes of midcentury income changes, a
focus of much prior research, to one potentially important ramification—
the boom in homeownership. Many things happened between 1940 and
1960 that could confound efforts to measure the strength of the connection
between the era’s income and homeownership gains. We take advantage of
the fact that although gains in income and ownership were widely shared,
they were not evenly spread over space. Differential changes in income and
ownership across localities are the basis of our ordinary least squares (OLS)
and I'V measurement strategies.

We find that at the local level—defined by groups of adjacent and similar
counties—the rise in homeownership was strongly correlated with changes
in income. This relationship is evident and similar in magnitude even when
conditioning on a rich set of prewar local characteristics, regional trends,
and wartime shocks.? Between 1940 and 1960, a 10 log-point difference in
the increase in average real wages for nonfarm male workers was associ-
ated with a 2- to 3-percentage-point difference in homeownership gains.
Although we are cautious about adopting a strongly causal interpretation of
the OLS coefficient estimates, this approach can account for many potential
confounders, and we test the robustness of the baseline results at length. If
taken at face value, the OLS estimates would attribute approximately half
the gains in ownership from 1940 to 1960 to gains in income.

It appears that the baseline results are not driven by the sorting of house-
holds by income across localities, given that adding (“bad”) controls for
post-1940 changes in population characteristics does not greatly alter the
key point estimate. Moreover, we conclude that the results are not attribut-
able to geographic variation in shocks from the wartime economy because
the estimated coefficient of interest is similar whether or not the regression
includes the value of wartime contracts per capita, controls for local age
structure in 1940 (a proxy for draft-eligible men), and state-level military
mobilization rates. Although the baseline results are robust from many per-
spectives when using the full national sample, we do find some evidence
of heterogeneity when we split the sample by region and locality size, with
larger point estimates in larger localities (above the 75th percentile) and in
the Northeast, especially relative to the West.

To complement the OLS results, we develop an instrumental variable
approach following Borusyak et al. (2022). This relies on a shift-share instru-
ment that interacts 1940 shares of local workers at each percentile of the

2. We focus on men’s earnings here because changes in women’s labor force participation
between 1940 and 1960 may complicate the interpretation of changes in observed wages at the
local level. We do not focus on household income because household formation is endogenous
to changes in labor and housing markets.

You are reading copyrighted material published by University of Chicago Press. Unauthorized posting, copying, or
distributing of this work except as permitted under U.S. copyright law is illegal and injures the author and publisher.



Income Gains and the US Homeownership Boom, 1940-1960 89

national wage distribution and post-1940 changes in wages at each percen-
tile. This approach yields smaller but still strongly positive coefficient esti-
mates linking income and homeownership gains, such that about one-third
of the ownership gains would be attributed to changes in income.

Our findings contribute to several strands of literature. Studies of mid-
century changes in wages tend to focus on uncovering the sources of the
decline in income inequality.? Studies of the homeownership boom, on the
other hand, tend to focus on changes in mortgage markets, including the
expanding use of long-term self-amortizing mortgages and the GI Bill’s
support for World War II and Korean War veterans (see, e.g., Chambers
et al. 2014; Fetter 2013; Grebler et al. 1956; Klaman 1961; Saulnier et al.
1958;). The likely importance of rising income is widely acknowledged in
this literature, but consideration of the effects of income gains tends to fall
into the background as institutional change and policy interventions take
center stage. Our findings clarify the connection between post-1940 labor
market gains, a period of widely shared and rapid improvements, and the
unprecedented surge in homeownership. In characterizing the potential con-
nection, Fetter (2014, 344) emphasizes the dearth of research “that attempts
to isolate quasi-experimental variation in income for the purpose of estimat-
ing its causal relationship with homeownership at either the beginning or
end of the period.” We attempt to develop evidence in that direction, and in
doing so, bring the role of income gains back into the forefront of discus-
sions of the American homeownership boom.

The findings also provide a partial view of changes in the composition of
Americans’ wealth. Homeownership is one of the few census variables that
provides a long-run view of a major component of wealth in nationally rep-
resentative samples (Collins and Margo 2001, 2003). Throughout the 20th
century, equity in housing has been the most important component of the
median household’s wealth. In 1960, in the Survey of Consumer Finances
sample (University of Michigan, ICPSR 7440), relatively few households
owned stocks or savings bonds, but most had at least some home equity.
Home equity, in turn, reflects the ownership rate, the value of what is owned
conditional on being an owner, and the debt-equity ratio. In this chapter,
we focus on the first component, and specifically on how large changes in
income supported large gains in ownership—the first step in building home
equity—during the post-Depression decades.

This chapter is also closely related to the economic history of suburban-
ization (Baum-Snow 2007; Boustan and Margo 2013; Jackson 1985, Margo
1992). Much of the new, post-1940 owner-occupied housing came in the
form of single-family housing units that were located outside of central

3. Contributing factors include wartime labor market conditions and wage setting polices,
the shifting supply of well-educated workers, and labor market institutions such as the rise of
unions. See Miller (1958), Goldin and Margo (1992), Juhn (1999), Goldin and Katz (2008),
Jaworski and Niemesh (2018), Collins and Niemesh (2019), and Collins and Callaway (2018).
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920 William J. Collins and Gregory T. Niemesh

cities. Our main analysis is conducted using broad geographic areas as the
units of analysis (groups of counties), with the idea of capturing spillovers
within localities and avoiding results driven largely by city-to-suburb sorting
by higher-income households.* Nonetheless, new housing in suburban areas
was, in practice, an important mechanism through which ownership gains
occurred. In turn, suburbanization shaped American economic geography,
culture, and politics in profound ways. From this perspective, homeowner-
ship per se is just one of many potential ramifications of the midcentury
change in income and its distribution.’> We encourage additional explora-
tions of how midcentury labor market gains translated into other forms of
social and economic change.

3.2 Background and Context

3.2.1 Changes in Wages and Homeownership, 1940—-1960

We begin by establishing some important facts about changes in earned
income in the mid-20th century. As in previous studies in this literature, we
are somewhat constrained by the available data. The 1940 census of popula-
tion was the first to inquire about wage and salary income in the previous
year, but it omitted self-employment income. For comparability, we focus
on the wage and salary component of earnings in both the 1940 and 1960
censuses, restricting the samples to men, ages 18 to 64, who reported being
wage and salary workers at the time of the census. We omit 1950 because
that year’s microdata sample does not report homeownership status, which
limits its usefulness in our analyses.

Figure 3.1 plots the distributions of real weekly wages reported in the 1940
and 1960 censuses, for samples of nonfarm men.® The strong rightward shift
is obvious, with median wages rising from $23.53 to $46.72. In a longer time
series, which pertains to manufacturing workers, the real weekly wage gains
from 1940 to 1960 stand out as historically large, much larger than the gains
registered over the 20-year spans from 1920 to 1940 or from 1960 to 1980.”

4. The 1960 census microdata do not reveal suburban status for a large number of observa-
tions, and so our place-based regression analysis does not attempt to parse out this distinction.

5. For instance, income gains may be connected to the baby boom (Easterlin 1961), and it
is plausible that economic prosperity and lower inequality influenced American politics and
policymaking.

6. The 1940 and 1960 censuses inquired about income in the previous calendar year, refer-
encing 1939 and 1959. We focus on men because their consistently high rates of labor force
participation throughout this period makes interpreting their earnings more straightforward,
albeit with the caveat about missing self-employed workers who might be differentially selected
over time. We do not focus on household income because household formation is endogenous
to changes in labor and housing markets.

7. These calculations are based on data from Margo (2006, series Ba4362) for nominal wages
and Lindert (2006, series Ccl) for a consumer price index. The ratio of real earnings in 1960 vs.
19401s 1.7, whereas the ratios for 1940 vs. 1920 and 1980 vs. 1960 are 1.37 and 1.16, respectively.
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Figure 3.1 Change in real earnings distribution between 1940 and 1960

Note: The earnings sample includes men not residing or working on a farm and reporting
wage and salary employment in the reference week, age 18 to 64 years who reported positive
wage and salary income in the year prior to the census, worked more than 39 weeks, and
earned more than half the minimum wage at a full-time basis (weekly wages of $6 in 1940 and
$9.52in 1960). Earnings in 1960 are deflated using the CPI.

Source: Earnings data from decennial census microdata provided Ruggles et al. (2021) and
Ruggles et al. (2023), Integrated public use microdata series, 1940 complete count (100 per-
cent), and 1960 5 percent sample.

Figure 3.2, which is also based on samples of microdata from the 1940 and
1960 censuses, shows that these wage gains were widely shared. All regions
experienced sizable increases in wages, as did all education groups, racial
categories, and broad occupational groups. At the same time, inequality fell
in what Goldin and Margo (1992) termed the “Great Compression.” This
narrowing is reflected in figure 3.2 in the relatively large gains that accrued
to laborers, southern residents, and nonwhite workers.

Figure 3.3 graphs the changes in real earnings relative to age. The key
insight from this figure is that income gains after 1940 were large throughout
the age distribution. This is important because the literature on midcentury
ownership gains emphasizes the sizable increase in ownership for younger
households, especially in their 30s. This is often presented as evidence that
changes in mortgage markets facilitated access to credit early in the life cycle,
and we agree that such innovations must be an important part of the story.
But the pattern is also consistent with changes in young men’s income hav-
ing a direct effect on demand for owner-occupied housing and, thus, for the
financial instruments that enabled their increased ownership.

Figure 3.4 shows that the midcentury surge in real income was accompa-
nied by an unprecedented jump in homeownership rates (Collins and Margo
2001, 2011). We present ownership series for all men (18-64), male heads
of household, and all heads of household including women (Ruggles et al.
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Figure 3.2 Percentage gains in real wages between 1940 and 1960 by groups

Note: Graphs show the percentage gains (1 = 100 percent) in real weekly earnings. The earn-
ings sample includes men not residing or working on a farm and reporting wage and sal-
ary employment in the reference week, age 18 to 64 years who reported positive wage and
salary income in the year prior to the census, worked more than 39 weeks, and earned more
than half the minimum wage at a full-time basis (weekly wages of $6 in 1940 and $9.52 in
1960). Earnings in 1960 are deflated using the CPI.

Source: Earnings data from decennial census microdata provided Ruggles et al. (2021) and
Ruggles et al. (2023), Integrated public use microdata series, 1940 complete count (100 per-
cent), and 1960 5 percent sample.

2023). We code an observation as “owner” if he was recorded as the head of
household and resided in owner-occupied housing.® Prior to 1960, the series
for all household heads is nearly identical to the series for male household

8. There is some room for error here in that census data do not record exactly who owns the
home. We assume that the head and/or spouse do.
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Figure 3.3 Changes in real earnings relative to age

Note: The earnings sample includes men not residing or working on a farm and reporting
wage and salary employment in the reference week, age 18 to 64 years who reported positive
wage and salary income in the year prior to the census, worked more than 39 weeks, and
earned more than half the minimum wage at a full-time basis (weekly wages of $6 in 1940 and
$9.52 in 1960). Earnings in 1960 are deflated using the CPI.

Source: Earnings data from decennial census microdata provided Ruggles et al. (2021) and
Ruggles et al. (2023), Integrated public use microdata series, 1940 complete count (100 per-
cent), and 1960 5 percent sample.
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Figure 3.4 National homeownership rates, 1900-2000

Note: The sample for “All men” includes men age 18 to 64; “Male heads” includes only male
household heads (18-64); “All heads” includes female heads, as well. We define homeowner-
ship if the head or spouse of the head reports residing in owner-occupied housing. Adult-male
non-household heads are recorded as renting.

Source: 1900 through 2000 IPUMS 1 percent census samples provided by Ruggles et al. (2023).

heads.’ The series for “all men” is of particular interest because many adult
men did not form independent households—some lived with parents or
other family members, others as boarders or in group quarters. This shift
of perspective is important, as the ownership rate for all men is at least
10 percentage points lower than for the series for all heads or male heads.'”

The aggregate homeownership rates depicted in figure 3.4 were flat from
the turn of the 20th century to 1930, before dipping slightly during the Great
Depression. The sudden and sustained increase in the 1940s and 1950s—
by more than 20 percentage points for all heads and by even more for all
men—is striking in retrospect. As with income, large increases in ownership
occurred in all regions and for all racial groups. Ownership gains were espe-

9. Census enumerators recorded men as household heads in the majority of cases up to 1960
(nearly 90 percent of heads ages 18—64 years old). Among female heads up to 1960, a large
share were widows, who were more likely to own homes than other female heads. Before 1970,
enumerators were instructed to list men as the heads of married households: https://usa.ipums
.org/usa-action/variables/RELATE#comparability_section.

10. This gap is somewhat smaller if the sample is restricted to the 25-64 age range, but it is
still large (e.g., slightly under 10 percentage points in 1940 and 1960).
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Figure 3.5 Ownership gains throughout the income distribution, 1940-1960

Note: The sample includes men not residing or working on a farm and reporting wage and
salary employment in the reference week, age 18 to 64 years who reported positive wage and
salary income in the year prior to the census, worked more than 39 weeks, and earned more
than half the minimum wage at a full-time basis (weekly wages of $6 in 1940 and $9.52 in
1960).

Source: Earnings data from decennial census microdata provided Ruggles et al. (2021) and
Ruggles et al. (2023), Integrated public use microdata series, 1940 complete count (100 per-
cent), and 1960 5 percent sample.

cially pronounced among younger households, who entered homeownership
earlier in the life cycle than in the previous generation (Fetter 2014). Not
only did most American household heads reside in owner-occupied hous-
ing in 1960 for the first time since at least 1870, but the lion’s share of the
entire increase in homeownership that occurred in the 20th century hap-
pened between 1940 and 1960.!"

Finally, figure 3.5 shows that the increase in homeownership between
1940 and 1960 was spread throughout the income distribution. Gains were
smaller at the bottom than at the middle and top of the income distribution,
but they were sizable by historical standards throughout the distribution.

We acknowledge that our reliance on census data limits our ability to
distinguish between the wartime and postwar periods. By spanning 1940
to 1960, our analyses combine periods with quite different labor and hous-
ing market conditions. During the war, labor markets were tight and wages
increased, but housing construction was limited due to the resource demands

11. The 1870 census reports the value of real estate wealth. In the 1870 1 percent IPUMS
sample, assigning “ownership” status to all household heads in with greater than zero real
property yields an ownership rate of about 48 percent.
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96 William J. Collins and Gregory T. Niemesh

for supporting the war effort. That said, it is likely that income gains and
savings accrued during the war carried over into strong demand for new,
owner-occupied housing when residential construction resumed in earnest
after the war.!? Thus, combining the war and postwar periods, as we do in
this chapter, may obscure the timing of change and distinctions between
the periods, but may capture empirical connections that could be missed by
analyzing the periods as separate eras.

3.2.2 Income and Tenure Decisions in Midcentury Context

The cross-sectional correlation of income and nonfarm homeownership
is strongly positive in the United States, and it has been so for a long time.
This is difficult to see directly in pre-1940 data due to the lack of nationally
representative income data, but in 1920, for instance, a linear regression
of homeownership on occupational status (occscore) for white men, ages
18—-64, who did not live on a farm or hold an agricultural occupation reveals
a strongly positive relationship. A 10 log-point increase in occscore (roughly
1 standard deviation) was associated with a 5-percentage-point increase in
ownership.'> Comparable regressions reveal similar (1940) or somewhat
stronger (1960) positive relationships in later years.

Although these cross-sectional patterns are clear in the data, it is not self-
evident from a theoretical perspective that households with higher income
would be more likely than others to choose to own their home rather than
rent it. In a life cycle context, homeownership typically occurs after leav-
ing the parents’ home and acquiring enough savings to purchase a home
outright or, more likely, to provide a down payment in conjunction with a
mortgage to be paid out of future earnings.'* Higher and more stable income
makes it more feasible to establish an independent household, accumulate
savings, qualify for credit, and acquire property ownership if so desired.'®
An optimally diversified asset portfolio may include real estate. It is, how-
ever, possible to invest in real estate without living in one’s own property.
This additional step—choosing to live inside one’s own property and “rent
to oneself”—may reflect principal-agent considerations, as described by
Henderson and Toannides (1983) and Glaeser and Shapiro (2003). Because

12. See Fetter (2016) for an examination of wartime increases in ownership driven by conver-
sions from rental to owner-occupied units. See Brunet (2019) on how wartime savings may have
led to postwar housing investment.

13. The sample is restricted to men who are in the labor force and have occupation scores
above zero. The correlation is strong for Black men too, but the IPUMS occscore variable is not
a good proxy for Black men’s earnings within occupations. Occscore is an IPUMS variable that
is available for all years and that is derived from the 1950 census; its value equals the median
annual income of workers holding a particular occupation.

14. Inheritance would be another channel and would not require the accumulation of savings.

15. Along these lines, Grebler et al. point out that “the number of social units who may
demand separate dwelling space is not solely a function of the distribution by age and marital
status of the population but is also a function of prevailing economic conditions and social
attitudes” (1956, 80).
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renters are less likely to care for a property conscientiously and do not inter-
nalize the full costs of utilization and “wear and tear,” owners might find it
advantageous to live in the property themselves. Other potential motivations
for ownership might come from “pride of ownership,” a form of consump-
tion that is more readily indulged at higher income levels, or perhaps tax
incentives associated with itemized deductions of mortgage interest and the
treatment of capital gains (Aaron 1972; Fetter 2013, app. 2; Poterba 1992;
Rosen and Rosen 1980).

The connection between income and ownership is mediated by housing
markets, which on the supply side include builders, financial institutions, and
government agencies. The context within which housing markets functioned
changed over time, especially in the wake of the Great Depression (Fishback
et al. 2013; Klaman 1961). Starting in the 1930s, the federal government
influenced nonfarm mortgage markets through agencies such as the Home
Owners Loan Corporation (HOLC) and Federal Housing Administra-
tion (FHA), the first of which refinanced distressed mortgages during the
Depression and the second of which began insuring mortgages.'¢ Mortgages
that entailed longer-term, self-amortizing loans and low down payments
became more prevalent, even in the “conventional” (uninsured) segment of
the market (Grebler et al. 1956, 257—-60; Rose and Snowden 2013). In the
postwar period, Veterans Administration (VA) loans provided even more
generous terms to large cohorts of veterans (Fetter 2013).

Another consequence, and indeed a primary goal, of the FHA is that
builders were encouraged to undertake new construction projects, often at
large scale (Saulnier et al. 1958, 336-48).!7 This may have increased the
elasticity of housing supply and lowered costs for home buyers relative
to a counterfactual without federal involvement. Among other channels,
Saulnier et al. emphasize that, “by giving the builder assurance that the
mortgages he generates will (provided all standards of construction, land
use, credit, etc. are satisfied) be insured, and thus virtually guaranteeing
the financing . . . this system encourages the planning and construction of
very large developments” (1958, 348). Since many new developments were
located outside city centers, there is likely a strong connection between these
institutional changes and the pace and extent of suburban growth. In addi-
tion, Grebler et al. claim, “The automobile . . . has been the main initia-
tor of the recent era of suburban sprawl with its emphasis on the single
family house” (1956, 8), implying that exogenous changes in transportation
technology and endogenous changes in car ownership and road construc-
tion likely reinforced the shift toward the construction of a type of hous-

16. Snowden (2014) reviews the NBER'’s extensive research program on residential capital
formation in this period, including major contributions such as Harriss (1951), Grebler et al.
(1956), Klaman (1961), Saulnier et al. (1958), and several others.

17. We thank Ken Snowden for pointing this out in conversation.
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ing—single-family detached—that has typically been owner occupied in
the United States.

The influence of the federal policies mentioned here is commonly at the
forefront of discussions of the rise in homeownership after 1940, which
is understandable since they were direct manifestations of specific policy
decisions. However, contemporaries understood that such policy effects are
not easily separated from the effects of rising income. As Grebler (1953, 20)
observed: “It would be rash to assume that all the new construction financed
by FHA and VA loans represents additional volume that would not have
been produced without those aids . . . for the two facilities operated largely
in a period of rising or high incomes conducive to an expanding demand
for new residential construction. It would be equally rash to deduce that
these programs had no influence on the volume of residential construction.”
As Fetter (2014) emphasizes, income gains and changes in access to credit
were likely complementary in this period. Higher income not only increased
demand for housing directly, perhaps especially for owner occupancy, but
also increased the likelihood of qualifying for credit in an era where lower
down payments entailed higher loan-to-value ratios.

3.2.3 The Housing Stock in 1960

How did the housing stock evolve in the wake of the income and insti-
tutional changes discussed above? New housing unit starts had fallen to
historic lows during the Great Depression before recovering in the later
1930s and then plunging again during World War II (National Bureau of
Economic Research, macrohistory database). The postwar years entailed a
much more robust era of home building, and of course this timing coincided
with the homeownership boom we study in this chapter.'®

The 1960 census microdata are particularly helpful in seeing the midcen-
tury housing stock because for each household it includes information on
tenure status, location, and the building’s age (Ruggles et al. 2023). Table 3.1
splits all households into one of four groups depending on tenure (own or
rent) and the age of the housing unit (built before 1940 or later). A large
share of the owner-occupied housing stock in 1960 was relatively new.
Among home-owning households in 1960, approximately 50 percent resided
in units that had been built since 1940 (i.e., of the 62 percent of heads who
owned homes, half were in units built since 1940). Among renters, the share
in new housing units was much lower, at approximately 29 percent. Focusing
on the newer housing, units built after 1940 were disproportionately owner
occupied, such that 73 percent of all households residing in newer units were
owners (31 of 42).

18. In addition, Fetter (2016) shows that many housing units were converted from rental to
owner-occupancy during World War II. These conversions occurred inside the scope of our
1940 to 1960 investigation, and they will be reflected in observed homeownership levels, but
they cannot be separately identified in our analysis.
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Table 3.1 Age of housing stock and tenure in 1960
Rent Own Total
Old stock 14,210,660 16,312,220 30,522,880
26.9 30.9 57.8
New stock 5,941,440 16,382,580 22,324,020
11.2 31.0 42.2
Total 20,152,100 32,694,800 52,846,900
38.1 61.9 100.0

Note: “Old stock” refers to housing units built before 1940. “New stock” was built in 1940 or
later. This is based on the IPUMS variable “builtyr.” The sample includes all household heads
and omits group quarters. Interior cells with percentages show the distribution of households
over four tenure and housing unit age cells and sum to 100. Household weights are used.

Source: 1960 5 percent IPUMS sample (Ruggles et al. 2023).

An important and related trend is that much, though certainly not all, of
the new building took place in suburban and nonmetro areas where owner-
ship rates were high. Among households identified as residing in central
cities in 1960, the overall ownership rate was only 43 percent, and only
15 percent of all central-city households owned new housing units.!” For
those identified as residing in metro areas but not central cities (henceforth
“suburbs”), the ownership rate was 72 percent, and 45 percent of all subur-
ban households owned new housing units. Although much of the housing
literature on this era is centered on metropolitan areas, it is important to
acknowledge that a large share of the housing stock at midcentury was
located outside of metropolitan areas. Ownership rates were nearly as high
in nonmetro areas (67 percent) as in suburbs, but only 29 percent of all non-
metro households owned newer housing in 1960. Sorting the data differently
indicates that approximately 40 percent of new housing units (built after
1940) were in suburbs, 40 percent were in nonmetro areas, and 21 percent
were in central cities.

3.2.4 Counterfactual for Motivation

The econometric analysis in the next section attempts to shed light on the
role of income gains in driving the homeownership boom. For the sake of
motivation, we start with a simple Blinder-Oaxaca decomposition to clarify
the potentially large role of income gains in driving the rise of homeown-
ership. We base the decomposition on the empirical relationship between
income and ownership in the 1960 data; implicitly, this approach “bakes in”
mortgage market reforms, tax policies, and everything else that is embedded
in 1960’s cross-sectional data.

19. These tabulations pertain to households for which the year built and metro and central
city status are reported (builtyr > 0 and builtyr < 5 and metro > 0 and metro < 4). Unfortunately,
approximately 22 percent of households with known building age reside in areas for which
metro/central city status is not definitive.
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We begin with a dataset of all men, ages 18—64, who were wage and salary
workers, in the labor force, worked at least 27 weeks in the previous year,
and earned more than $100 (in 1939 dollars). “Owners” in this framework
are men who resided in owner-occupied housing and were identified as the
head of household. Those who resided in owner-occupied housing but were
not the head of household are coded as “nonowners” along with all those
who resided in rental units. The idea is that all such men had the potential
for forming a household and entering into ownership—they were in a sense
“at risk” of ownership.

Ownership (0—1) is regressed on a quartic in real wage and salary income
(expressed in 1939 dollars), an indicator variable for real income above
$5,000 (the topcode value in 1939), and a quartic in age in the 1960 sample.*
Given these parameter estimates, differences in real income between the 1940
and 1960 samples may “account for” 15 percentage points of the change
in ownership out of a total of 28. This suggests a counterfactual owner-
ship rate of 39 percent in 1960 (with no income gains) compared to an
actual rate of 54 percent. This is roughly consistent with Chevan (1989),
despite using different census datasets and decomposition methods. Like any
such decomposition, this perspective is not causal, does not take account
of general equilibrium effects, and depends on which year’s coefficients are
chosen. Even so, the magnitude of the difference between the actual and
counterfactual ownership rate helps to motivate a closer examination of how
labor market changes and income gains after 1940 may have contributed to
the homeownership boom.

3.3 Data and Empirical Approach

Our analysis builds on micro-level census of population data from 1940
and 1960. Because the 1940 census recorded wage and salary income only, we
focus on samples of nonfarm men between the ages of 18 to 64 who reported
being wage and salary workers.?! The census homeownership question per-

20. The population in 1960, even within the 18—64 range, was slightly older than in 1940. Age
differences account for about 2 percentage points of the change in ownership. Because 1940’s
relationship between ownership and income is flatter than in 1960, a decomposition would
attribute less explanatory power to changes in income if using coefficients for 1940 (about half
asmuch). We use 1960’s coefficients since they reflect important changes in mortgage and hous-
ing markets. The decomposition was undertaken with 1 percent samples from 1940 and 1960
(Ruggles et al. 2021) and was implemented using Stata’s oaxaca command (Jann 2008).

21. Calculating weekly income involves dividing the annual income from wage and salary
work by the total number of weeks worked. However, it is important to note that the 1940
census did not report self-employment income or capital income, and to maintain consistency,
we do not include these sources of income in 1960. Weeks worked is recorded as a continuous
value in 1940 (wksworkl). In 1960, weeks worked is recorded as an interval value (wkswork2),
which we convert to the midpoint of the interval. Our analysis is limited to males aged 18 to 64
who were employed for at least 40 weeks in the previous year and reported positive wage and
salary earnings of more than half of the implied weekly minimum wage. This approach focuses
on individuals who worked most of the year, allowing us to characterize the local weekly wage
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tains to whether the housing unit in which a person resides is owner occu-
pied, but it does not specify who actually owned the unit. We assume that
the household head owns the unit. Therefore, as described earlier, we coded
men who lived with relatives and were not household heads as “nonowners.”
We coded men who lived in owner-occupied housing and were household
heads as “owners,” although in principle it is possible that another house-
hold member owned the unit.

We aggregate the micro-level data to local-level measures of ownership
rates, income levels, and other local observables, and then we analyze varia-
tion in changes in ownership rates at the local level. In 1940, each house-
hold’s “state economic area” (SEA) is identified in the microdata. A state
economic area is a set of contiguous counties with similar economic and
demographic characteristics, as determined and discussed in Bogue (1951).
In 1960’s microdata, SEA is not directly reported, and the dataset’s mini-
PUMASs do not map seamlessly to counties or SEAs. We assigned house-
holds to SEAs with the assistance of a crosswalk provided by IPUMS staff
and, when necessary, using fractional weights as in Autor and Dorn (2013).%

Gains in homeownership and earnings across SEAs mirror those at the
national level. Table 3.2 reports summary statistics for our main variables
and controls. From 1940 to 1960, the mean change in homeownership from
1940 to 1960 across SEAs was 28 percentage points, with meaningful varia-
tion across SEAs with a range from 7 to 48 and a standard deviation of
5 percentage points. Likewise, the mean change in real log weekly earnings
had a range of 34 to 98 log points and a standard deviation of 8 log points
over the same period. The potential for gains in homeownership, as mea-
sured by the 1940 homeownership rate, also varied across SEAs. The mean
homeownership rate was 32 percent with a standard deviation of 7 percent.

Figures 3.6 and 3.7, which map local income and ownership gains respec-
tively, show that the national-level aggregates (figs. 3.1-3.4) mask a great deal
of variation across space. This geographic variation is central to our identifi-
cation strategy. In our regression framework, described in detail shortly, local
fixed effects are differenced out by design, as are national-level changes that
affect places similarly. Spillovers across households within localities will be

structure and omitting those whose computed weekly earnings are implausibly low. It is also
worth noting that topcoding of annual wage and salary income affects a small percentage of
men in each census year. We multiply topcoded values by 1.4 in each year, following Goldin and
Margo (1992). We further limit the sample to observations not residing on a farm or working in
a farm occupation (IPUMS variables: farm = 2, and occ1950 equal to 100, 123, and 810-840.)

22. Each observation in a mini-Public Use Micro Area (PUMA) is probabilistically allocated
to an SEA based on the fraction of the population in a mini-PUMA that maps into an SEA.
For example, suppose a mini-PUMA is evenly split over two SEAs. In that case, each observa-
tion in the mini-PUMA is weighted by one-half in the first SEA and by one-half in the second
SEA. Out of 2,765 mini-PUMAs in the 1960 sample, 1,873 (68 percent) are contained within a
single SEA, 654 (24 percent) are split over two SEAs, 198 (7 percent) are split over three SEAs,
and 40 (1 percent) are split over four SEAs. For more details, see the supplemental appendix
to Collins and Niemesh (2013).
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Table 3.2 Summary statistics

Mean S.D. Min. Max.
Change in homeownership (1940-60) (in p.p.) 0.28 0.05 0.07 0.48
Change in real log weekly earnings (1940-60) 0.63 0.08 0.34 0.98
Percent urban 1940 0.42 0.24 0.0 1.0
Homeownership rate in 1940 0.32 0.07 0.13 0.52
Change in homeownership (1930-40) (in p.p.) 0.015 0.045 -0.16 0.24
Change in homeownership (1920-30) (in p.p.) 0.023 0.036 -0.09 0.12
Change in homeownership (1910-20) (in p.p.) 0.021 0.026 -0.08 0.10
Median log weekly earnings in 1940 3.01 0.25 245 3.56
Log 90-10 weekly earnings gap in 1940 1.42 0.18 0.90 1.84
Share of men that are HS grads 0.25 0.05 0.11 0.39
Observations 467

Note: Unweighted summary statistics over SEAs. All variables are constructed on a sample of
nonfarm male workers age 18-64. Household heads and spouses are considered homeowners
if the head reports owning the home. Other adult male members of the home are coded as
renting.

Source: Median log weekly earnings, log 90—10 weekly earnings gap in 1940, and share of men
that are high school grads and above are from Collins and Niemesh (2019). All other variables
are derived from the 1910-40 complete-count (Ruggles et al. 2021) and 1960 5 percent IPUMS
samples as described in the text and provided by Ruggles et al. (2023).

reflected in the conditional correlation. For instance, suppose there are posi-
tive spillovers through a “keeping up with the Joneses” channel or through
scale economies in building new housing developments; if so, income gains
to some households might increase observed ownership rates both directly
(for those households) and indirectly (through spillovers to others). Finally,
by aggregating to the local level over a relatively long span of time, we might
achieve a clearer view of changes in earnings while still retaining a sizable
number of cross-sectional units for comparison. Individual-level reports
of earnings—even if accurate for a given year—might be a noisy indicator
of a household’s economic resources or “permanent income” (Reid 1962).

3.3.1 Regression Framework

We begin by investigating whether places with differential increases in
average real wages had differential increases in homeownership between
1940 and 1960, conditional on region (or state) and observable economic
characteristics. The identifying assumption for a causal interpretation is
that, conditional on observables, places with different gains in wages after
1940 would have had similar trends in homeownership were it not for those
differential changes in wages. There are reasons to be skeptical of this
assumption in any nonexperimental setting, and so we interpret the con-
ditional correlation between ownership and income with caution, explore
robustness and sensitivity to additional covariates, and finally present an
instrumental variable approach.
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Figure 3.6 SEA-level changes in log average earnings, 1940-1960

Note: This map displays the geographic variation in the gains in log average weekly earnings
between 1940 and 1960 across State Economic Areas (SEAs).

Source: SEA-level average log weekly earnings are derived from the 1940 complete-count
(Ruggles et al. 2021) and 1960 5 percent (Ruggles et al. 2023) IPUMS census samples as de-
scribed in the text.

Change in homeownership rate (in p.p)
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Figure 3.7 SEA-level changes in homeownership, 1940-1960

Note: This map displays the geographic variation in the gains in homeownership rates be-
tween 1940 and 1960 across State Economic Areas (SEAs).

Source: Homeownership rates are derived from the 1940 complete-count (Ruggles et al. 2021)
and 1960 5 percent (Ruggles et al. 2023) IPUMS census samples as described in the text.
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We estimate the following baseline regression equation spanning the 1940
to 1960 period:

AO;, = a +BAW, + v, + X + e,

where AQ, is the change in the local ownership rate, AW is the change in
log average weekly wages, vy, is a vector of region or state fixed effects, and
X is a vector of prewar local characteristics including the 1940 homeown-
ership rate, urban and foreign-born population shares, and a set of nine
age bins. Thus, places with differences in prewar observables are allowed to
have differential changes in ownership rates after 1940. Subsequent regres-
sions expand X to include changes in the homeownership rate before 1940;
the median level and 90— 10 dispersion of weekly wages reported in 1940; the
1940 share of high-school graduates, wartime shocks to the local economy
(war contracts per capita and mobilization rates), and more. We find that
estimates of B change relatively little as we change the specification.

Local productivity shocks, exogenous human capital gains, or local insti-
tutional changes (e.g., unionization) that raised local wages might have led to
increased demand for owner-occupied housing, along the lines described
earlier. If this demand shift was met by an elastic supply of owner-occupied
housing, perhaps encouraged by midcentury policy support for new con-
struction and vast suburban areas awaiting development, then the cross-
place change-in-income and change-in-ownership correlation would reflect
a causal mechanism, at least in part.

If, however, unobserved shocks to local ownership were correlated with
changes in local average wages, then the correlation would be confounded
and difficult to interpret. Consider, for instance, a hypothetical exogenous
shock to a local consumer amenity that is especially attractive to high-
income households.?® In this case, we might see a correlation between own-
ership changes and income changes due to the in-migration of households
that happen to have a relatively high demand for owner-occupied housing.
It is difficult to rule out such scenarios. Our use of groups of counties as the
unit of analysis should limit the scope for movement from central cities to
nearby suburbs to drive results. And we do investigate whether { is sensitive
to including contemporaneous (1940—60) controls, including local popula-
tion growth and sample composition changes, that would be consistent with
such a channel being open and driving the estimates of B.2* This mechanism
does not appear to underpin our baseline findings.

23. Our example in the text supposes an amenity that is especially attractive to higher-income
households, leading to income-specific sorting and rising local ownership. However, in a Rosen-
Roback framework, a new consumer amenity would raise land values and reduce wages. This
could lower local homeownership if new construction skews to higher-density, multifamily
construction.

24. We are mindful that these may be “bad controls” and interpret results accordingly.

You are reading copyrighted material published by University of Chicago Press. Unauthorized posting, copying, or
distributing of this work except as permitted under U.S. copyright law is illegal and injures the author and publisher.



Income Gains and the US Homeownership Boom, 1940-1960 105

3.4 Results and Interpretation

3.4.1 Baseline Results

Estimates of B are reported in table 3.3. Each column presents an estimate
from a separate regression of the change in the homeownership rate on the
change in log average weekly earnings between 1940 and 1960. All regres-
sions cluster standard errors at the state level. The first column shows the
raw positive correlation between AO,and AW.. A 10-log-point (0.10) increase
in the change in average income is associated with a 2.02-percentage-point
increase in the change in homeownership.

The strong positive association remains in specifications with an exten-
sive set of control variables that allow for differential trends in ownership
according to prewar observables. Column 2 adds census region fixed effects,
as both the changes in homeownership and weekly wage gains were uneven
across regions, as seen in the maps discussed earlier. Column 3 adds the
1940 homeownership rate, a set of age bins, and the urban and foreign-born
population shares. Localities with high ownership rates in 1940 would have
less room for growth in ownership than others (though the highest rates in
1940 were just above 50 percent). The prewar age structure is relevant for
two reasons: First, it is well known that changes in ownership rates after
1940 were largest for relatively young household heads (e.g., in their 30s);
second, likelihood of service in World War II and, therefore, eligibility for
postwar GI Bill support was also closely associated with birth year. We view
this as our baseline specification, which is parsimonious while allowing for
differences in key prewar economic characteristics. Estimates of B are robust
to these additional control variables and remain statistically significant at
the 1 percent level.

The magnitude of the B estimate is sizable: a 1-standard-deviation increase
in AW/(0.08)is associated with a 1.8-percentage-point increase in homeown-
ership, equivalent to 6 percent of the mean increase in the homeownership
rate over the 1940s and 50s. All areas experienced sizable increases in log real
weekly earnings, and the mean change to 1960 (0.63) dwarfs the standard
deviation of the change. Evaluated at the mean change in weekly earnings,
the baseline estimates imply an increase in homeownership of 14 percentage
points, approximately 51 percent of the actual mean increase in AQ..

The OLS results are stable across the remaining specifications in table 3.3
and remain statistically significant. In each column we add variables to the
baseline regression to account for differences across places that might have
affected post-1940 homeownership gains and been correlated with average
wage gains. Column 4’s specification adds two variables to characterize the
1940 local wage structure: median log earnings and the 90—10 log earnings
differential. It also includes the share of the sample that had completed high
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108 William J. Collins and Gregory T. Niemesh

school or more. This addresses the concern that places with different initial
levels of income, inequality, or human capital might have been poised for
different post-1940 gains in homeownership and, coincidentally, different
changes in earnings. In column 5, we add variables for pre-1940 changes in
homeownership rates over the three previous decades (1910-20, 1920-30,
and 1930-40) to allow for different trajectories in ownership. Column 6
replaces the region-level fixed effects with state fixed effects. This substan-
tially narrows the geographic scope for confounding shocks and trends by
basing identification on within-state variation rather than within-region.
The results are similar to those in the baseline regression. In sum, condi-
tional on wide range of prewar observables and regional or state indicators,
the correlation between local wage gains and local homeownership gains is
sizable.

Finally, column 7 adds variables to see whether events or policies related
to World War II might be driving the baseline results. The variables include
mobilization of men into the armed forces at the state level, local labor
market shocks from war contract spending per capita, and a set of control
variables for shares of local workers in nine industry categories to capture
the prewar local industry composition. Wartime mobilization required the
movement of millions of men into the armed forces and drew many women
into the labor market. At the same time, federal expenditures on manufac-
tured goods to support the war effort shocked local economies, and fed-
eral subsidies attempted to expand housing stocks to better accommodate
workers in key industries. The extent of mobilization and war production
varied considerably across locations in ways that might have affected trends
in income and homeownership. In a sense, these are “bad controls” because
local wartime shocks might have driven the differential post-1940 income
gains that we seek to evaluate; if so, such regressions would reveal whether
the conditional correlations described above largely reflect the wartime
economy’s lasting effect on homeownership via income.? In practice, the
estimates of 3 are quite stable, and the coefficients on the wartime variables
are statistically insignificant. (Later in the chapter, we discuss the correlation
between local veterans in 1960 and homeownership rates.)

The stability in the coefficient of interest across columns is informative
only to the extent that selection on the observables that we capture is infor-
mative about selection on the remaining unobservables. For reference, we
report the Oster 8 statistic to provide evidence of robustness with respect to
the unobservables (Oster 2019). From this perspective, selection on unob-
servables would need to be 2.7 to 6.7 times larger than the selection on

25. Because the regressions already control for local prewar age structure, some of the war’s
direct effects on homeownership via GI Bill eligibility may already be accounted for.
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observables to drive the estimate of B to zero, increasing our confidence in
the positive OLS results.?

3.4.2 Additional Robustness: Changes in Variable Definitions,
Estimation, and Sample

The gains in homeownership associated with increases in average weekly
earnings documented above may be sensitive to the choice of specification
or underlying samples. We address a number of these concerns in table 3.4
and show that the baseline results are robust. Column 1 reprints the baseline
coefficient from column 3 of table 3.3 for reference. Column 2 uses weighted
least squares (WLS) with 1940 SEA observation counts as weights. The coef-
ficient estimate of 0.327 is 45 percent larger than our baseline estimate of
0.226, suggesting some unmodeled heterogeneity (Solon et al. 2015), which
we explore later in the chapter. In column 3, the estimate of B from a median
regression (0.224) is indistinguishable from the baseline estimate, suggesting
that the baseline OLS result is not driven by extreme values.

In column 4 we drop all SEAs in California and New York, coastal states
with some of the largest and densest population centers, where perhaps the
supply of housing was less elastic than elsewhere. Dropping the two states
does not substantially alter the coefficient estimate.

Next, in column 5, we use the change in log annual earnings rather than
the change in log weekly earnings as the key independent variable. One might
argue that annual income is more relevant for an individual’s homeowner-
ship decision; however, the change in weekly earnings may better capture
the local productivity or distributional shocks leading to increased lifetime
income and homeownership. Using the annual income measure yields an
estimate of 3 (0.229), which is similar to our baseline estimate.

The baseline regressions limit the sample to nonfarm observations. This is
due to the difficulty of assessing farmer and farm laborer income, especially
in 1940, and to the literature’s traditional distinction between the nonfarm
housing market and the market for farms. The results are robust to chang-
ing this restriction, as shown in column 6, where we include men residing or
working on a farm as long as they satisfy the other sample selection criteria
(including being wage and salary workers) in the calculation of both the
local homeownership and change-in-earnings variables.

The period we study was one of pronounced changes in the relative
income of Black Americans (Maloney 1994; Margo 1995), as well as large
gains in Black homeownership despite their increased concentration in cen-
tral cities (Collins and Margo 2001, 2011). Moreover, changes in income
and ownership in the South stand out in the maps shown earlier. We defer a

26. We calculate the Oster-3 statistic using a maximum R? of 1.3 X R? in the fully controlled
regression in table 3.3 column 5, as suggested in Oster (2019).
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deeper examination of local-level Black—White differences in homeowner-
ship to future research. For now, to see whether our baseline results hinge
on changes in income and homeownership among Black men, we estimate
the baseline regression based on variables derived from a sample of White
men (column 7). Again, the coefficient estimates are indistinguishable from
the baseline.

3.4.3 Extensions: Contemporaneous Variables

The cross-place conditional correlation of AQ, and AW may represent a
causal relationship. However, the interpretation is not straightforward since
it could work through multiple channels with different implications, such
as the differential sorting of high-income households into certain SEAs.
This would tend to drive a positive estimate of 3, assuming that the relative
supply of owner-occupied housing would adjust by 1960.>” This mecha-
nism is causal, in a sense, because changes in local income drive changes
in owner-occupancy. But the correlation would ultimately reflect changes
in local population composition rather than intrinsic changes in local wages.
We do not know of a nationally representative dataset that would allow us
to recover income-specific migration patterns across SEAs over this period.
However, we can observe how local population characteristics changed
between 1940 and 1960 and whether the OLS estimates are sensitive to the
inclusion of such variables.

We incorporate three measures of changing local characteristics to gauge
the potential importance of such sorting in response to unobservable local
shocks: the change in the share of the sample that has completed high school
or more, the change in the log of population between 1940 and 1960, and the
veteran share of the sample in 1960. The first captures the idea that people
with higher levels of productivity may have sorted into certain locations
and driven ownership gains there. The second captures the idea that unob-
served local shocks should affect total population through migration. The
third captures the idea that men were positively selected into the military
(Bound and Turner 2002), and then surviving veterans benefited from poli-
cies designed to support their homeownership through the GI Bill (Fetter
2013); thus, differential shares of veterans might be associated with differ-
ential changes in income and homeownership.

Table 3.5 reports results from including these measures as controls in the
base specification. Column 2 adds the change in the share of the sample
that is a high school grad or above. The estimate for 8 remains similar to the
baseline result in column 1, suggesting a limited role for differential sorting
based on education and human capital driving the baseline results. Column

27. Movement from central cities to suburbs in the same SEA would be “within locality” in
our framework and would not drive estimates of 8. Our identifying variation is from differential
changes in average income and ownership across SEAs.
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112 William J. Collins and Gregory T. Niemesh
Table 3.5 Sensitivity to potential endogenous sorting
@ 3) “) &)
Change in real log weekly earnings, 0.242%** 0.226%** 0.196%** 0.211%**
1940-60 (0.042) (0.040) (0.038) (0.040)
Change in share HS and above, -0.107 -0.074
1940-60 (0.054) (0.050)
Change in log population, 1940-60 0.000 -0.005
(0.010) (0.009)
Share veteran in 1960 sample 0.415%** 0.414%**
(0.056) (0.055)
Observations 467 467 467 467 467
R? 0.44 0.44 0.44 0.52 0.52

Note: ***%p <0.01. **p < 0.05. *p < 0.1. Each column in the table is from a separate regression of change-
in-homeownership on change-in-earnings. The top row reports the estimated coefficient (8) on the
change-in-earnings variable. All regressions include the same controls as the base specification from
column 3 of table 3.3: census region fixed effects, the share foreign born, share urban, initial level of
homeownership, and a set of six age category controls, all measured in 1940. Standard errors are clus-
tered at the state-level. Column 1 reprints the baseline result from column 3 of table 3.3. Column 2 adds
the change in the share of the sample that graduated high school from 1940-60. Column 3 includes the
change in log population from 1940-60 as a control. Column 4 includes the share of the sample in 1960
made up by veterans. Finally, column 5 includes all of the three previously discussed variables jointly.

Sources: The change in share high school and above and change in log population are from Collins and
Niemesh (2019). All other variables are derived from the 1940 complete-count (Ruggles et al. 2021) and
1960 5 percent IPUMS census samples as described in the text and provided by Ruggles et al. (2023).

3includes population growth; again, the estimate of 8 isunchanged from the
baseline. Column 4 includes the share of the 1960 sample that is a veteran
in each SEA. The estimate of B is reduced somewhat to 0.196 and remains
statistically significant. The coefficient on the veterans variable (0.415, s.e.
0.056) is positive as we would expect—areas where veterans made up a
higher share of the population had higher homeownership rates in 1960. We
include all three contemporaneous variables simultaneously in column 5.
The coeflicient estimate for B is slightly smaller than the baseline, but it is
similar in magnitude and remains statistically significant. Taken together,
the evidence does not suggest that differential changes in sample composi-
tion due to sorting drive the baseline regression results.

3.4.4 Heterogeneity

We investigate whether the impact of AW on AO,depended on character-
istics that varied across locations. Table 3.6 presents results from running
separate OLS regressions on split samples. Columns 1 and 2 of panel A
divide the sample into SEAs that are below or above the 75th percentile in
initial 1940 population. As alluded to above in the discussion about weight-
ing, we find suggestive evidence that the effect of increases in income is larger
in areas with more population. This is consistent with the idea that scale
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Table 3.6 Heterogeneous effects

Panel A: Heterogeneity by population and initial 1940 earnings

<75th =75th <75 =75th
percentile percentile percentile percentile
population population earnings earnings
M (@) 3 @
Change in real log weekly earnings (40-60) 0.222%** 0.335%* 0.226%** 0.455%**
(0.037) (0.104) (0.042) (0.121)
Observations 351 116 351 116
R’ 0.47 0.48 0.45 0.60

Panel B: Heterogeneity by region

Northeast Midwest South West
(%) (©) ) ®
Change in real log weekly earnings (40-60) 0.356%** 0.248%** 0.246** 0.116
(0.041) (0.046) (0.065) (0.084)
Observations 68 146 186 67
R? 0.63 0.33 0.40 0.27

Note: ***p <0.01. **p <0.05. *p <0.1. Each entry represents the estimated coefficient (8) on the change-
in-earnings variable from a separate regression of change-in-homeownership variable on the change-in-
earnings variable. All regressions include the same controls as the base specification from column 3 of
table 3.3: the share foreign-born, share urban, initial level of homeownership, and a set of six age cate-
gory controls, all measured in 1940. All regressions in panel A include census region fixed effects. Stan-
dard errors are clustered at the state level. Columns 1 and 2 of panel A split the sample into SEAs with
below and above the 75th percentile of population (in reality we use the sample size in 1940 as a proxy
for population). Columns 3 and 4 of panel A split the sample into SEAs with below and above the 75th
percentile of the 1940 earnings distribution. Panel B reports estimates from separate regressions by cen-
sus region.

Source: Median log weekly earnings, log 90-10 weekly earnings gap in 1940, and share of men that are
high school grads and above are from Collins and Niemesh (2019). All other variables are derived from
the 1940 complete-count and 1960 5 percent IPUMS census samples as described in the text and provided
by Ruggles et al. (2023).

effects in the construction of housing may have played a role in translating
the midcentury gains in income into increased homeownership rates. In a
regression on the pooled sample, the estimated coefficient on the interaction
of AW with an indicator for population at or above the 75th percentile is
0.149 (s.e. = 0.117) with a p-value of 0.211.%8

Columns 3 and 4 of panel A split the sample into below and above the 75th
percentile of the 1940 average weekly earnings distribution across SEAs.
Here, we find suggestive evidence that the subset of SEAs above the 75th
percentile of initial wages experienced larger increases in homeownership
for a given increase in average earnings. Again, the difference in the OLS

28. We include only the main effects of control variables, not the interactions with group
indicators, in this case for population at or above the 75th percentile.
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estimates of 3 across columns is sizable but only marginally significant. In
a pooled regression, the estimated coefficient on the interaction of AW with
an indicator for average earnings at or above the 75th percentile is 0.179
(s.e. = 0.135) with a p-value of 0.193.

Finally, the estimated impact of changes-in-earnings also varies across
census regions. Panel B of Table 3.6 reports results from regressions on
separate samples by census region. The effect of a 10-log-point differential
increase in the change in log weekly earnings was largest in the Northeast
region at a 3.6-percentage-point increase in the homeownership rate, fol-
lowed by the Midwest and the South at 2.4 percentage points. The West had
the smallest estimated effect at 1.2 percentage points.?’ It is not clear to us,
from the data we have assembled, why the relationship appears weaker in the
West than elsewhere. Apart from the large cities of the Pacific coast, the West
was relatively sparsely settled in 1940, and it is possible that this limited posi-
tive spillovers within localities, but this is speculation on our part. A deeper
dive into regional heterogeneity is beyond the bounds of this chapter but
may illuminate regional differences in economic development and provide
a more nuanced understanding of the midcentury homeownership boom.*

3.4.5 Instrumental Variable Approach

Concerns about bias may remain despite the robustness of the OLS
regressions, the limited room for unobservables suggested by analysis using
Oster’s 8, and the lack of direct evidence that cross-SEA sorting drives the
estimates. Next, we complement the OLS results reported in the previous
section with a shift-share IV (SSIV) strategy. The type of bias this strategy
addresses is from an unobserved /local shock that influences both local earn-
ings gains and local homeownership rates. For example, bias from endog-
enous sorting might remain in the OLS estimates from a shock that causes
differential migration patterns by income level, such as a positive consumer
or productive amenity shock to high-earning households. Alternatively,
reverse causality could drive the association in OLS through sorting. Areas
with potential for rapid homeownership gains coming out of the Depression
era housing crisis might have drawn in more high-earning migrants.’! Our
IV strategy limits the potential for endogenous sorting to affect estimates
of B by fixing the local shares of men over income percentiles at the 1940
earnings distribution.

The basic idea is that some local labor markets were more exposed than

29. In regressions on a combined full sample, the estimated effect of change-in-earnings in
the West is statistically different from the Northeast at the 1 percent confidence level, and the
Midwest at the 10 percent confidence level. The p-value of the difference between the Northeast
and the Midwest is 0.122, and between the Northeast and the South is 0.128.

30. Chapter 14 in Grebler et al. (1956) provides a discussion of regional differences in mort-
gage debt.

31. Reverse causality would have to occur within region, as our main specifications include
a set of region indicators that capture any differential trends across regions.
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others to national shocks specific to different parts of the earnings distri-
bution due to their preexisting composition of workers in terms of their
location in the national earnings distribution. These national-level shocks
are plausibly unrelated to unobservable local shocks. By interacting the 1940
local shares of workers across the national earnings distribution with the
exogenous national shifts in earnings at each percentile of the distribution,
we create a potential instrument for average earnings changes for local labor
markets.*> Specifically, we construct the instrument Z, as a weighted average
of 1940-60 changes in earnings at the national level by earnings percentile
(G)), where the weights (s;) are local sample shares across earnings percen-
tiles measured from the full-count 1940 census data:

J
Z, =Y s5; X G
=1

J

The identifying assumption is that the instrument is orthogonal to omit-
ted local characteristics that are correlated with changes in homeownership,
which occurs when either the shares or the shocks, or both, are exogenous. In
our setting, the local earnings percentile shares, though lagged, might capture
a local labor market’s exposure to any number of shocks. Thus, we follow
the approach of Borusyak et al. (2022) and assume the income-percentile
shocks are as good as randomly assigned to provide identification in our use
of the SSIV.3* Adao et al. (2019) show that standard geographic clustering of
standard errors may lead to overrejection in significance tests in applications
using shift-share instruments. We address this issue by estimating standard
errors with a shock-level regression as suggested by Borusyak et al. (2022).
Specifically, we regress the shock-level change-in-homeownership on the
shock-level change-in-earnings instrumented with the national growth in
earnings for individual earnings percentiles.

32. Boustan et al. (2013) developed this strategy interacting changes in income across a set
of income bins at the national level with the initial local composition of households across
the income bins. They calculate a predicted change in a Gini coefficient, whereas we create
a standard shift-share IV predicting the change in average earnings.

33. Borusyak et al. (2022, 182) show that orthogonality between a shift-share instrument
and an unobserved shock in the residual in our local labor market regression is equivalent to
orthogonality between our national earnings percentile shocks and an unobservable from a
shock-level regression. This shock-level unobservable “captures the average unobserved deter-
minants of the original outcome among observations most exposed to a given shock.” Thus,
an SSIV regression at the local labor market level only identifies the causal impact of changes
in average earnings on changes in homeownership at the local-local if and only if the shock-
level unobservable is uncorrelated with the national earnings percentile shocks. Moreover, they
provide an equivalence result that the standard SSIV regression coefficients are numerically
equivalent to those from an IV regression estimated at the level of the shocks, in our case earn-
ings percentiles. We obtain shock-level aggregates for each earnings percentile, by first averaging
the change-in-homeownership and change-in-earnings variables, as well as all controls in the
baseline specification. The dataset now consists of an observation for each earnings percentile.
The SSIV regression coefficients can be recovered from a regression at the percentile shock-level
of the change-in-homeownership on change-in-earnings instrumented by the national changes
in earnings for that earnings percentile.
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Figure 3.8 First stage on change in average earnings

Note: This binned scatterplot shows the relationship between the actual change in average log
weekly earnings between 1940-1960 across State Economic Areas (A W) and the instrument—
the predicted change in average log weekly earnings using the 1940 SEA earnings percentile
composition and the national-level changes in earnings by percentile (Z,). Both variables have
been residualized on the controls in the baseline specification (column 3 of table 3.2): region
fixed effects, a set of six age category controls, the share foreign-born, the share urban, and the
initial 1940 homeownership rate.

Source: 1940 complete-count (Ruggles et al. 2021) and 1960 5 percent (Ruggles et al. 2023)
IPUMS census samples as described in the text.

The shift-share instrument shows relevance and is strongly associated
with the local changes-in-earnings variable. Figure 3.8 shows a binned scat-
terplot of the relationship between AW and Z,, where both variables have
been residualized on census region fixed effects and the set of controls in
the baseline OLS regression specification. The average change-in-earnings
within a bin increases along the y-axis and the x-axis plots the value of the
predicted change in average earnings (shift-share IV). The estimated slope
of the regression line suggests that a 1-log-point increase in the predicted
change in average earnings is associated with a 2.51-log-point increase in the
actual change in average earnings. The estimated coefficient is reported in
column 1 of table 3.7. The first-stage F-statistic is 92.0.34

The SSIV estimates of B are positive and statistically significant,
although smaller in magnitude than our baseline estimates. Column 3 of
table 3.7 reports the SSIV coefficient, which suggests that a 10-log-point
increase in the change-in-earnings variable causes a 1.7-percentage-point
increase in homeownership at the local level. While somewhat smaller than

34. The first-stage F-statistic comes from squaring the z-statistic (9.59 X 9.59 = 92.0) from
an earnings percentile shock-level regression of the log change-in-earnings on the shift-share
1V instrumented with the national growth in earnings for the specific earnings percentile as
suggested in Borusyak et al. (2022).
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Table 3.7 Shift-share IV estimates of effect of change-in-average-earnings on
change-in-homeownership

First stage Reduced form Shift-share IV
(6] @ (3
Coefficient 2.5] %% 0.441%** 0.175%*
(0.262) (0.149) (0.071)
No. of SEAs 467 467 467
No. of percentiles 79 84 84
SSIV first stage F-statistic 92.0

Note: This table reports a shift-share IV analysis of changes in homeownership rates on local
changes in average earnings, instrumented with the predicted change in average log weekly
earnings using the 1940 SEA earnings percentile composition and the national-level changes
in earnings by percentile (Z,). Exposure robust standard errors are estimated using the shock-
level regressions from Borusyak et al. (2022). The number of observations used in the SEA-
level regional regressions is 467. The number of earnings percentiles used in the equivalent
percentile shock-level regressions is 84. Column 1 reports the first-stage results, where the
F-statistic comes from squaring the z-statistic (9.59 X 9.59 = 92.9) from an earnings percentile
shock-level regression of the log change-in-earnings on the shift-share IV instrumented with
the national growth in earnings for the specific earnings percentile. Column 2 reports results
from a reduced form regression. The shift-share IV estimates of the coefficient (8) on the
change-in-earnings variable are reported in column 3. All regressions include the same con-
trols as the base specification from column 3 of table 3.3: census region fixed effects, the share
foreign-born, share urban, initial level of homeownership, and a set of six age category con-
trols, all measured in 1940.

Sources: Median log weekly earnings, log 90-10 weekly earnings gap in 1940, and share of men
that are high school grads and above are from Collins and Niemesh (2019). All other variables
are derived from the 1940 complete-count (Ruggles et al. 2021) and 1960 5 percent IPUMS
census samples as described in the text and provided by Ruggles et al. (2023).

the OLS estimates, the SSIV estimates of $ remain economically impor-
tant: a 1-standard-deviation increase in AW, (0.08) is associated with a
1.36-percentage-point increase in homeownership. Evaluated at the mean
change in weekly earnings (0.63), the baseline estimates imply an increase
in homeownership of 10.7 percentage points, approximately 38 percent of
the actual mean increase in AO..

There are various reasons estimates from OLS and SSIV may differ, includ-
ing measurement error in the change-in-earnings variable and the presence
of a small amount of endogenous sorting. However, one should exercise cau-
tion when attempting to attribute this difference to specific causes, especially
in the presence of suggestive evidence of heterogeneity in effects that require
alocal average treatment effect (LATE) interpretation of the SSIV estimates.

3.5 Conclusions

In retrospect, the mid-20th century’s widely shared gains in income sup-
ported a boom in homeownership and, more broadly, a sense that a new
“middle class” was enjoying a wave of post-Depression, postwar prosperity.
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In this chapter, we assess the role of post-1940 income gains in driving the
unprecedented boom in homeownership alongside institutional and policy
innovations in housing and mortgage finance. We do so by leveraging varia-
tion across places in wage gains and ownership gains, thereby differencing
out local fixed effects and national-level changes that affected ownership
rates similarly across places. Whether with or without extensive sets of con-
trol variables, including prewar characteristics and trends, wartime shocks,
and post-1940 changes in population composition, there is a strong correla-
tion between local income gains and homeownership gains. This is consis-
tent with theory, as higher income allows more people to form independent
households, afford down payments, secure financing, and select into owner
occupancy if so desired.

The baseline OLS estimates suggest that income gains made large contri-
butions to the rise in homeownership, accounting for half of the total gains
in homeownership observed in our samples of men, ages 18 to 64. Instru-
mental variable estimates, based on relatively new shift-share techniques, are
smaller in magnitude, but still indicate economically significant ownership
gains due to income gains. We also uncover some evidence of heterogeneity
by region, with stronger effects apparent in the Northeast relative to the
West, and by local population size.

In earlier research, extending estimates based on eligibility for veterans’
benefits, Fetter (2013) suggested that about 40 percent of the 1940—60 own-
ership boom might be attributed changes in mortgage terms. Chambers et al.
(2014), relying on a dynamic general equilibrium model, estimate that about
21 percent of the era’s homeownership gains are attributable to changes in
mortgage markets. Thus, our findings, although based on a different kind
of variation and approach to measurement, complement earlier work that
has focused on innovations in mortgage finance in accounting for the rise
of homeownership.

The chapter’s findings are closely connected to American suburban
growth. Although that story remains in the background of our regression
analyses, it is clear from 1960’s cross-sectional data that new, single-family
housing in the suburbs was an important vehicle for gains in homeowner-
ship. The chapter’s findings are also connected to changes in the level and
distribution of home equity, a key component of Americans’ wealth in 1960
and beyond. Few families held stocks or bonds in 1960’s Survey of Consumer
Finances, but most owned housing. Both aspects—midcentury suburban
development and the accumulation of housing wealth-—are important for
our understanding of the changing geography of US economic activity and
prosperity, including our understanding of how homeownership interacted
with group disparities and residential segregation by race and income.

Finally, we would argue that homeownership is just one of many poten-
tial ramifications of the rapid and widespread gains in midcentury income.
Effects from the rise in labor market earnings, on which we focus here, or
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the compression of the income distribution, which is featured in the “Great
Compression” literature, may have been widespread. We encourage more
research on how midcentury income gains affected American consumption
patterns, demographic outcomes, public finance decisions, urban planning
choices, and political economy.
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