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Hispanic households in the US gained a tremendous amount of wealth in the early part of this
century, relative to both blacks and non-Hispanic whites; and virtually all of the gains
disappeared after 2007. The rise and fall of Hispanic wealth was much more dramatic than the
experience of any other racial or ethnic group in this period.

This Hispanic “roller coaster” is closely tied to housing markets. A dramatic and largely
synchronized rise and decline in housing prices occurred across multiple real estate markets
during the first decade of this century. We provide evidence from the Panel Study of Income
Dynamics that this housing boom and bust was experienced by different racial and ethnic groups
in sharply different ways. While all groups gained and then lost housing wealth, this effect was
especially dramatic for Hispanics.

This phenomenon may be illustrated using the 1999 non-Hispanic white wealth distribution as a
benchmark. In 1999, the median Hispanic household and the median black household were both
at the 25th percentile of the benchmark distribution, while the median non-Hispanic white
household (by definition) was at the 50th percentile. By 2007, the median Hispanic household
had climbed 7.5 points in the benchmark distribution, but then quickly dropped 11 points to end
up in 2013 about 3.5 percentage points below its starting position. Changes in black and non-
Hispanic white positions in the benchmark distribution were much more gradual over this period:
the_net decline was approximately the same but the interim rise was considerably more muted.

There are at least three possible explanations for the changes in relative wealth that occurred
during this decade. One possibility is that Hispanics just happened to live in those regions that,
for reasons unrelated to their ethnic composition, experienced especially large fluctuations in
home values. An alternative hypothesis is that some process distinctly related to ethnicity was
operating so that wealth rose and fell more dramatically in some neighborhoods precisely
because they housed a large number of Hispanics. Yet another possibility is that ethnicity
mattered even within locations: some process was operating so that the wealth of Hispanics rose
and fell more dramatically than it did for their non-Hispanic neighbors.

One way to distinguish between these explanations is to control for regional effects. If Hispanics
just happened to be at the right place at the right time — for example, in Phoenix during a housing
boom — then controlling for location should remove the specific effects of ethnicity. Since
housing market developments can vary substantially across space, indicators of location such as
census regions or states are too coarse for this purpose. Accordingly, we control for the
confidential county level fixed effects and county level fixed effects interacted with time
dummies.
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Once we control for location at this level of geographic detail, we find that racial and ethnic
group membership is insignificant in accounting for the gains and losses in absolute wealth
experienced by blacks and non-Hispanic whites. But this is not the case for Hispanics — ethnicity
remains a significant explanatory factor in accounting for wealth changes. Thus, we reject our
naive hypothesis that Hispanics experienced a differential boom in their wealth simply because
they were in the right place at the right time. It appears that ethnicity played a direct role in
fuelling the rise and decline in housing prices, as has been suggested in some recent ethnographic
accounts of the mortgage origination process.

One possible reason for the above finding is that Hispanic family income increased dramatically
over the 1999 to 2007 period leading to a rise in wealth and home ownership rates for this group.
We find that relative to 1999 non-Hispanic white income distribution, Hispanic family income
rose across the entire income distribution (moving a median Hispanic family from 34th
percentile of the benchmark distribution to 44th percentile). We find that family income of other
groups barely changed during this period. This may account for the fact that wealth and
homeownership rates among Hispanics rose especially rapidly during the boom. If these homes
were acquired at inflated prices, or with especially high levels of leverage, this could explain the
subsequent severity of the decline in wealth.

We propose to investigate further the reasons behind the above findings, and to uncover
additional robust empirical regularities. Among other factors, we shall investigate the role of
differences across groups in age distributions, location patterns, occupational choices, and
educational attainment. For instance, Hispanics in PSID tend to be younger than whites, and thus
at different stages of the life-cycle on average. We will explore further the hypothesis that the
Hispanic roller coaster is explained by differential house price appreciation and subsequent
depreciation, which itself may have been fueled by a positive income effect: the boom in
construction could have raised Hispanic incomes, which in turn raised house values in
predominantly Hispanic neighborhoods (within counties).

We will then extend the study to SIPP data and SCF data. SIPP has a significantly larger sample
size and is more representative of the US population than PSID or SCF but has limited
information on wealth than SCF. SCF has a smaller sample size than SIPP and is not a panel,
but it has more detail than PSID or SIPP about the components of wealth. Thus, SIPP and the
SCF will allow us to validate our findings, and examine whether they are robust or an artefact of
the small sample size of PSID.
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