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OVERVIEW OF THE STUDY

Several studies have considered the impacts of homebuyer education and counseling in
reducing mortgage default rates. However, relatively few studies have sought to document
whether counseling and education is effective in increasing homebuyer purchasing power, and
what the benefit is in increased purchasing power per program dollar invested. This question is
particularly important in the wake of decisions by the major Government Sponsored Enterprises
to abandon requirements for homebuyer education and counseling.

The study team used customer tracking data from Homewise, a nonprofit NeighborWorks®
organization providing homebuyer education and counseling services in the Santa Fe, New
Mexico area, to evaluate the changes in credit scores, debt levels, and liquid asset savings
levels of a nonrandom sample of customers completing the program. The level of assistance
received by each Homewise customer varies with their need, but all customers completed a

' Eric Hangen is President of | Squared Community Development Consulting, Inc. The study team also
included Stephanie Rauterkus, Clinical Assistant Professor of Finance at Rensselaer Polytechnic
Institute. The Center gratefully acknowledges the support of the Annie E. Casey Foundation for this
publication. However, the findings and conclusions presented in this report are those of the authors, and
do not necessarily reflect the opinions of the Foundation. Many thanks to Sarah Geisler, Special Projects
Manager, Homewise.
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homebuyer education class in conformance with NeighborWorks® America standards, and most

participated in one or more counseling sessions.?

The study results suggest that homebuyer counseling and education may have a strong effect in
boosting the credit scores and savings levels of the participants studied:

¢ Credit scores increased by an average of 23 points. For those customers who
began with a credit score below 650, the average increase in score was greater, at 31
points.

¢ Levels of savings in liquid asset accounts increased by an average of $1,874. For
those customers who began with a credit score below 650, the average increase in
savings levels was $1,832.

¢ Monthly debt payment obligations were reduced by an average of $61. However,
for customers who began with a credit score below 650, monthly debt payment
obligations rose slightly, by $14.

e All of the observed results were highly statistically significant at the p<.01 level. The only
exception was the slight increase in monthly debt payment obligations for customers
entering the program with credit scores under 650, which was not statistically significant.

Importantly, the participants studied had estimated increases in purchasing power that
appear to greatly outweigh the cost of providing the service. By combining the Homewise
data with data on average interest rates by credit score from myfico.com, the study team
estimated the impact of participants’ changes in credit score and debt burdens on their
borrowing power, holding other factors constant. The average increase in borrowing power
for the program participants studied was estimated at $7,017. For participants entering the
program with lower credit scores, the increase was greater — participants entering the program
with a credit score under 580 had an average estimated increase in borrowing power of $9,022.
These results were also statistically significant at p <.01.

The average cost to Homewise per customer receiving homebuyer counseling and education is
estimated at $230 per customer trained and $740 per customer counseled, or $970 total per
customer. Conservatively calculating the benefit to the average customer as $7,017 in
increased borrowing power plus $1,874 in increased savings, the Homewise program created

? The NeighborWorks® America standards include: a training and certification process for staff; use of an
approved curriculum cover topics such as assessing buyer readiness, successful budgeting, credit
issues, selecting a home, the mortgage process, the closing process, and maintaining a home; tailored
approaches to meet the needs of participants including counseling sessions to develop individualized
work plans; and a minimum of 8 hours of classroom instruction.
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an estimated $9.16 in consumer benefits for every $1 it spent on the program participants
studied.

It should be emphasized that the results are limited by the lack of a control group and the
relatively small proportion of Homewise customers for whom complete data was available, with
these customers somewhat more likely to have been declared “homebuyer ready” and
eventually buy a home than the Homewise customer base as a whole. These issues make it
inappropriate to generalize from the study results to the Homewise customer base as a
whole (as well as any larger population). In addition to addressing these limitations as possible,
future studies should also seek to incorporate additional data from multiple housing counseling
nonprofits.

METHODOLOGY

Homewise provided information on the credit scores, incomes, debt levels, and liquid asset
savings of customers at or near the date of intake into the program, and for some customers a
second measurement of these variables at a later point — generally a followup counseling
session. Homewise also provided program cost data in order to estimate the cost per customer

of providing homebuyer education and counseling.

Homewise submitted a database of approximately 2,480 customer records from customers of its
homebuyer education and counseling programs. Data records were selected through the
following process:

e Eliminating records for which there was no paired information (“before” and “after”
values) for key variables.

e Eliminating records for which the “before” and “after” observations were spaced less
than 120 days apart, since customers would have relatively little opportunity to impact
their credit score, savings or debt levels in such a short time frame. The days between
observations were estimated by comparing the customer intake date (assumed to be the
date of the first observations) to the latest date of any of the customer’s counseling
sessions or the date the customer was declared ready to buy a home (these are the only
dates on which Homewise updates customer data). After eliminating these records, the
average time period elapsed between credit score measurements was approximately
397 days.

e Eliminating records for which there was no change in the variable in question (that is,
both “pre” and “post” measurements were reported, but the measurements were exactly
the same). This was done on the assumption that it would be very unlikely for a
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customer to have exactly the same level of savings, credit score, or debt on
measurements more than 120 days apart. A much more likely explanation is that the
measurements were simply not updated by program staff — especially given the very
large number of records (76 percent) for which there were identical credit scores for the
first and second measurement fields.

e A small number of records were removed with values for key variables that were clearly
typos (e.g. credit scores of 7,000).

e Outliers were removed for savings and debt variables. Only changes in savings of less
than $20,000 (positive or negative) were considered, only changes in total debt of less
than $60,000 (positive or negative) were considered, and only changes in monthly debt
payments of less than $2,000 (positive or negative) were considered. This resulted in
the removal of only a small number of outliers.

The resulting data was then evaluated to determine the changes in debt, savings, and credit
experienced by customers completing the counseling and education program. Note that the
data sets used in the evaluation of each variable were slightly different, although they
overlapped to a large degree. (For instance, a few customers with two measurements of
savings levels did not have two measurements of credit scores). Statistical significance was
computed using 1-tailed Z-tests against the null hypothesis that there was no change in the
variable in question. Again, these statistical tests should be interpreted with caution given that
the subset of customers for which there was paired data showed some differences from the

overall customer base.

To estimate the impact of credit score changes on borrowing power, the study team examined a
subset of the data for which two credit scores were reported and for which the change in
monthly debt payment was less than $2,000 (positive or negative), to eliminate outliers.

The team used national average interest rates for 30 year fixed rate mortgages reported by Fair
Isaac & Company on www.myfico.com by credit score range. That data is as follows:
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FICO score range Average national interest rate (as of 3/26/07)

760 to 850 5.79%
700 to 759 6.02%
680 to 699 6.20%
660 to 679 6.41%
640 to 659 6.84%
620 to 639 7.39%
580 to 619 8.73%
500 to 579 9.79%

The team then used interpolation to estimate an average interest rate for any given credit score.
The same table of interest rates by credit score was used to estimate the interest rate available
to the customer upon intake and upon the second measurement of credit score —in other
words, the interest rate environment was held constant at the March 2007 level. The analysis
further assumed a 30-year fixed rate mortgage, and that funds available to apply towards the
mortgage payment equaled the lesser of 28% of monthly income or 45% of monthly income less
the existing monthly debt payment. Income was held constant at the level reported by the
customer at intake, in order to preserve a clear focus on the impact of the credit score and debt

change.

Data on the cost of providing the homebuyer and education services was provided by
Homewise. Homewise reported total annual costs for both its homebuyer education and its
counseling function, including all costs for staff, other direct costs, and allocated share of
overhead. These numbers were divided by the annual number of homebuyer education
graduates and number of households receiving counseling, respectively, to develop unit costs
for each of those functions. This study reports the average unit costs for 2005 and 2006. It
should be noted that Homewise is a high volume operation compared to many other nonprofits
— it trained 541 households in FY 2006 — which may help it to achieve lower unit costs than

smaller operations.

Case Study: Homewise Page 6



Center for Housing Policy November 2007

Caveats and limitations to the methodology

Several important caveats and limitations apply to the study methodology:

e Only a small number of records had paired observations of credit score, debt, savings
and income information. Specifically, out of the 2,480 customer records provided by
Homeuwise, only 227 provided multiple credit score data meeting the criteria set out in
the “methodology” section, and only 225 provided multiple observations of savings data.
This raises the possibility of some selection bias — the possibility that those customers
with paired observations of these variables are systematically different from other
customers served by Homewise. Certainly, people who drop out of the program would
not have multiple measurements. Furthermore, one of the points at which Homewise
will pull a second set of financial information for a customer is when the counselor
wishes to declare the customer as “homebuyer ready.” On the other hand, Homewise
staff may update information for any customer at counseling sessions. After discussions
with Homewise staff, it was believed that the small proportion of records with paired
observations was due to database design issues and the way in which staff used the
organization’s customer tracking database. Specifically, many Homewise counseling
staff may have simply been overwriting the initial data concerning clients’ financial
situation with more recent data.

A limited analysis of the database does reveal some differences for customers with
paired observations of financial data. About 58 percent of customers with paired
observations of financial data were declared to be “homebuyer ready” by Homewise
counseling staff at some point in the process, compared to 45 percent of all customers in
the database. About 28 percent of customers with paired observations were recorded in
the database as having bought a home, versus 23 percent of all customers. Given these
differences, the results of the study should be interpreted with caution.

e |t should be emphasized that there was no control group for the study (and obviously no
random assignment of people to the counseling and education program). People who
decide to pursue a homebuyer and education counseling program may have more
motivation to improve their financial situation than others, which could affect the
observed results.’

e The analysis of how the improvement in credit scores impacts estimated borrowing
power is admittedly a highly stylized one. In the real world, interest rates may respond
to certain credit score break points as opposed to the smooth curve generated by the
interpolation; people with small changes in credit score might not see any change in the
interest rate, while others could see larger changes in rate if they are crossing a break
point. In particular, certain mortgage products may have specific minimum credit scores
that borrower must satisfy, such that when a potential borrower raises his or her credit
score above that level, their borrowing power increases considerably. Also, savings
levels may impact borrowing power by meeting cash requirements for certain loan
products or altering the loan to value ratio. The analysis did not consider these impacts
for the sake of simplicity.

3 See Caskey, John (2006). “Can Personal Financial Management Education Promote Asset
Accumulation by the Poor?” Indiana State University: Networks Financial Institute Policy Brief.

Case Study: Homewise Page 7



Center for Housing Policy November 2007

e The days elapsed between measurements of any variable had to be estimated from
program data; the figures are not exact. The same estimation procedure was used for
all variables (comparing the intake date to the latter of the last counseling date or the
date the customer was declared “homebuyer ready”).

e Some portion of the records eliminated due to no observed change in a variable may
have actually been measured twice (that is, there was actually no change in the
variable), although there is no way of knowing how many. We believe this is a very
small proportion of the records. The elimination of such records may therefore slightly
overstate the observed changes.

e Finally, customers may or may not actualize any increase in borrowing power that they
experience resulting from an increased credit score. For example, borrowing power and
savings may increase, but not enough to enable the customer to buy a home. On the
other hand, such an improvement in financial position arguably creates other meaningful
benefits for the customer that are not measured here (for instance, better pricing on a
car loan).

RESULTS

Credit Scores

Homewise provided 227 customer records with paired credit scores spaced at least 120 days
apart. The overall average increase in credit score was 23 points, from 665 to 682. A one-
tailed Z test shows the result to be highly statistically significant at p < .01 (z = 9.10).

Presumably, customers beginning the counseling and education process with lower credit
scores will benefit more from the knowledge gains than customers with higher credit scores.
Another simple statistical test was performed on the change in credit score for those customers
beginning the process with a credit score under 650 (n = 102). The average increase in credit
score for this population was 31 points, from 602 to 633. Again, the result was highly
statistically significant at p <.01 (z=8.32).

The table below provides a breakdown of the change in credit score by initial credit score range
of Homewise customers. Generally speaking, increases in credit score were the greatest
among customers with low initial credit scores, although there was some variability in that trend.
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Average change in FICO

Initial FICO Score Range score Number of observations
760 to 850 4 26
700 to 759 8 38
680 to 699 18 18
660 to 679 20 30
640 to 659 41 23
620 to 639 27 29
580 to 619 22 39
500 to 579 55 24
All customers 23 227
Savings

Homewise provided 225 records with paired observations of liquid asset savings levels (most of
which also had credit score information). The overall average increase in savings was $1,874.
This result was highly statistically significant at p <.01 (z = 5.70).

Customers entering the program with credit scores under 650 experienced slightly lower gains
in liquid asset savings, with an average increase of $1,832. This result was also significant at p

<.01 (z =4.11), with 91 observations.

Initial FICO Score Range Avg. change in savings Number of observations

760 to 850 2,370 32
700 to 759 1,529 40
680 to 699 1,939 17
660 to 679 1,246 20
640 to 659 3,075 23
620 to 639 1,994 29
580 to 619 1,607 31
500 to 579 871 21
None reported 2,506 12
All customers 1,874 225
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Debt

Homewise submitted 311 records with paired measurements of monthly debt payments. The
overall average decrease in monthly debt payments was $61. This result was highly statistically
significant at p <.01 (z=3.55).

However, customers entering the program with a credit score under 650 actually experienced
an increase in total monthly debt payments, of $14. The result was not statistically significant
(z=0.52, 125 observations).

The table below provides a breakdown of average change in monthly debt payments by the
initial FICO score range of the customer.

Initial FICO Score Range Avg. change in monthly debt PMT

760 to 850 (25) 36
700 to 759 (186) 64
680 to 699 (135) 29
660 to 679 (50) 33
640 to 659 (114) 31
620 to 639 2 36
580 to 619 30 46
500 to 579 67 25
Below 500 (222) 3
None reported 72 8
All customers -61 311

Little change was observed in levels of overall indebtedness of customers. The overall average
change in total debt was -$809. For those customers entering the program with under a 650
credit score, the average change in total debt was -$54.

Borrowing power

Using the method described earlier in this paper, the effect on borrowing power of the
customer’s change in FICO score and monthly debt burdens was estimated, holding income
constant. The analysis was conducted on 215 customer records for which paired observations
of both credit scores and monthly debt burdens were available.
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The overall average estimated increase in borrowing power was $7,017 — from $112,297 to

$119,314. This result is highly statistically significant at p <.01 (z = 4.35). Customers entering

the program with a credit score of under 650 had a slightly greater increase in estimated

borrowing power, at an average of $9,022. This result was also significant at p<.01 (z = 3.29).

The table below shows a breakdown of change in estimated borrowing power by initial FICO

score range.

Average change

Average change
in estimated

Average change

Initial FICO change in estimated borrowing in monthly debt
Score Range  inscore N.obs interest rate power payment

760 to 850 4 24 -0.01% 1,096 (28)
700 to 759 6 36 -0.02% 5,990 (125)
680 to 699 17 17 -0.05% 8,162 (126)
660 to 679 17 26 -0.03% 3,441 (40)
640 to 659 45 21 -0.56% 14,911 (119)
620 to 639 29 28 -0.50% 7,045 (21)
580 to 619 22 39 -0.86% 6,485 41
500 to 579 55 24 -1.34% 11,467 19
All customers 23 215 -0.44% 7,017 (44)

Note that changes in monthly debt burden and FICO score by the customer’s initial FICO score

are slightly different from those presented in the tables in earlier sections; this is due to the fact

that records were selected for this section only if they had both paired credit scores and monthly

debt repayment information.

Service delivery costs

Homewise provided three years of program cost data, including the customer volume for both

counseling and education activities as well as the cost per customer. The three-year weighted

average cost was about $230 per customer trained and $740 per customer counseled, or $970

total.

These costs can be compared to the benefits generated for the Homewise customers studied.

Based on changes in credit score and monthly debt payment obligations, the average

Homewise customer was estimated to experience an increase of $7,017 in borrowing power. In
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addition, the average Homewise customer increased savings by $1,874. We can describe the
benefit of participating in counseling and education as the sum of these two figures, or $8,891 —
the average Homewise customer studied exited the program with this much additional
resources available to use towards the purchase a home. We can therefore estimate that
Homewise created a benefit for these program participants of $9.16 ($8,891/$970) for every
dollar it spent on its counseling and education activities for them.

Again, it should be noted that these results cannot be generalized to the Homewise customer
base as a whole, as the customers studied were a nonrandom sample and exhibited some
differences from the customer base as a whole.

NEXT STEPS

Future studies could try several strategies to reduce the limitations associated with this attempt.
For example:

e Rather than the stylized analysis conducted of increased purchasing power, each
customer record could be put through a more detailed underwriting exercise (perhaps
run through an automated underwriting system, using common sense assumptions for
any missing variables requested by the system) to estimate increased borrowing power.
Also, the exercise could focus on other metrics — for example, rather than estimating the
increase in borrowing power, a study could seek to estimate the present value of savings
in monthly payments on a fixed-price house due to improvements in borrower credit
score, debt and savings characteristics. Future studies might also try to quantify the
other benefits of homebuyer education and counseling activities, such as increased
knowledge with which to obtain the best possible deal on a mortgage (this study does
not evaluate the possibility that before counseling, customers may have been more
willing to accept higher priced loans than they should have).

e Data from additional agencies should be sought out, although the difficulties in obtaining
good data were extreme, and Homewise had by far the best data of more than a dozen
leading nonprofits contacted for the study.

¢ In the future, housing nonprofits should consider compiling and tracking basic
underwriting information on all active clients at regular intervals, thus reducing the
potential issues with selection biases. Intermediaries such as NeighborWorks® might
consider requiring member nonprofits to take some steps towards this end.

e At the most ambitious level, nonprofits could participate in experimental study designs
with randomly assigned control groups. One nonprofit, Community Development
Corporation of Long Island (CDCLI), is participating in a study to measure changes in
credit scores of financial fithess program participants that utilizes an experimental
design.
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