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Rural Home Purchases Outpaced Urban
Purchases Through the 2010s

The COVID-19 pandemic has increased interest in homeowner mobility.

There has been a growing trend of moving away from urban areas as housing
preferences have shifted towards larger homes that are more conducive to
remote work and virtual learning. As a result, more and more people are moving
to suburbs and rural towns. One would assume that this trend was the product
of pandemic, but our research shows that it was not. The movement away from
urban areas began well before any of us heard of the phrase ‘COVID-19.
Moreover, that movement is to rural areas within metro areas, suggesting that
while people may be leaving cities, they are not necessarily moving far from
the advantages that cities offer.

To identify the movement of people and where they are purchasing homes, we combine the

Home Mortgage Disclosure Act (HMDA) data, which provides detailed loan-level information with
the Urbanization Perceptions Small Area Index (UPSAI) from the U.S. Department of Housing

and Urban Development (HUD)." There are various methods used to classify areas into urban and
rural (ranging from classifying metro areas as urban and non-metro areas as rural to using the urban
rural classification from the census). We rely on the UPSAI classification of census tracts, because
unlike other classifications, it includes how residents perceive their neighborhood (see Appendix).

According to the UPSAI classification, 52% of the census tracts are perceived as suburban, 27%
as urban, and 21% as rural.

Our analysis of the HMDA 2019 data along with the UPSAI data, as originally presented at
Freddie Mac’s Rural Research Symposium, shows that even prior to the pandemic, rural home

purchases outpaced urban purchases over the 2010s decade, and were higher than suburban
home purchases over the last few years of the decade. In fact, between 2010 and 2019, rural
purchases were up 3%, suburban area home purchases were up 2%, while home purchases in
urban areas were down 5%.2

1 Bucholtz, Shawn, Emily Molfino & Jed Kolko. 2020. “The Urbanization Perceptions Small Area Index: An Application of
Machine Learning and Small Area Estimation to Household Survey Data.” Working Paper. HUD (https:/www.huduser.
gov/portal/AHS-neighborhood-description-study-2017.html#small-area-tab) =TT

2 We restrict the analysis to single-family first lien home purchase loans.
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Where are people buying homes?

To understand the trend of where home purchases are being made, we compare HMDA data
from 2010 through 2019 (the latest year for which HMDA data is available). We find that there has
been a notable decline in the share of home purchases in urban areas between 2010 and 2019
and most of the increase (as a percent) is taking place in the rural areas (Exhibit 1a). The share of
single-family, owner-occupied home purchase loans in urban areas declined from 22% in 2010

to 17% in 2019. Home purchase loans in suburban areas have remained approximately the same,
at around 62% while those in rural areas increased from 17% to 21%.

Digging deeper, we find that home purchases in rural areas outpaced urban areas over the last ten
years and were higher than suburban purchases since 2013 (Exhibit 1b). Zooming in on this period
from 2013, we find that rural growth was faster than urban and suburban growth.

The increase in home purchases in rural areas over the last decade has meant that the rural market
is now bigger than the urban market (Exhibit 1c). Since 2012, the number of home purchases

in rural areas have been higher than in urban areas. Suburban areas still have the highest absolute
volume of home purchases, but we find that increase in the suburbs is slower than in rural areas

in recent years.

EXHIBIT 1a

Home purchase loans - HDMA (percent of total)

Home purchases increased most in rural areas between 2010 and 2019.
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EXHIBIT 1b EXHIBIT 1c

Rural home purchases (percent, year over year) Number of homes purchased in urban &

Rural markets outgrew urban markets during the last rural areas (millions)

decade and grew faster than suburban areas since 2013 Rural markets are bigger than urban markets.
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Source: Authors’ analysis of HMIDA and HUD UPSAI Index.
Note: Only single-family owner occupied first lien home purchases included.

Metro/Non-Metro status

We merge the HMDA and UPSAI datasets with the latest census delineation files which classifies counties as
Metropolitan Statistical Areas (having at least one urbanized area of 50,000 or more; henceforth Metro areas) and
Micropolitan Statistical Areas (having at least one urban cluster of at least 10,000 but less than 50,000).° The results
show that most of the growth within rural areas is taking place in rural areas that lie within Metro areas as compared
to rural areas lying outside of Metro areas, referred to as Non-Metro areas. The share of home purchases in the Metro
areas within rural census tracts increased from 12.3% to 14.3% while home purchases within Non-Metros areas
increased from 2.0% to 2.7%. Within urban census tracts, the share of home purchases in Metropolitan Statistical
Areas declined from 20.8% to 15.8%. This suggests that a shift is taking place within Metro areas from urban to rural
areas. This movement to rural areas within metro areas suggests that while people may be leaving cities, they are not
moving too far away from city-living. And if this trend continues, it could mean a higher share of home purchases in
rural areas within the Metro areas over the next few years. Even as the share of rural areas within Metros is increasing,
we find that the share of rural areas in Non-Metros is still the highest.

3 Metro & Micro Statistical Area Definitions by OMB: Metropolitan areas: Metropolitan Statistical Areas have at least one urbanized area of 50,000
or more population, plus adjacent territory that has a high degree of social and economic integration with the core as measured by commuting
ties; Micropolitan Statistical Areas have at least one urban cluster of at least 10,000 but less than 50,000 population, plus adjacent territory that
has a high degree of social and economic integration with the core as measured by commuting ties.

June 2021 3



FreddieMac [ M"’I

Economic & Housing Research Note

Distribution of home purchase loans

In 2010, 17% of all home purchase mortgages were in rural census tracts, with 12.3% in Metropolitan areas,
2.9% in Micro areas and the remaining 2% in Non-Metro areas. In 2019, the share of home purchase mortgages
in rural tracts increased to 20.5%, with most of the increase coming from metro areas (Exhibit 2a).

EXHIBIT 2a EXHIBIT 2b
Percent of all home purchase mortgages that Percent of all home purchase mortgages that
are in rural census tracts are in urban census tracts
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EXHIBIT 2¢c

Distribution of metro, micro, & non-metro by urban/suburban/rural
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Sources: Authors analysis of HMDA data.
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To better understand what is driving this trend of moving away from urban areas to rural areas,
we examine some of the attributes of urban, suburban and rural homebuyers and analyze the
changes that took place over the last 10 years.

Demographic attributes

Age & gender

HMDA data in 2019 shows that most homebuyers under the age of 45 choose to live in urban
and suburban areas, while most homebuyers over the age of 55 choose to live in rural areas
(Exhibit 3a).

With respect to the distribution by gender, HMDA data for 2010 and 2019 shows that the share of
female borrowers is lowest in rural areas as compared to urban and suburban areas (Exhibit 3b).
Additionally, over the last 10 years, the share of female borrowers increased in all the three areas.

EXHIBIT 3a EXHIBIT 3b
Distribution by age within the area (2019) Distribution by gender
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Sources: HMDA 2010 & 2019.

4 Our analysis focused on 2019 because HMDA started reporting borrower age in 2018.
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Diversity

The U.S. is becoming more and more diverse, and these trends are reflected in home purchases

in all areas, though rural areas are the least diverse among the three areas we examined. The share
of Non-Hispanic White borrowers is largest in rural areas. Specifically, in 2019, the share of home
purchases by Non-Hispanic Whites was highest in rural areas at 75%, followed by 59% in suburban
areas and 51% in urban areas. The share of Hispanic homebuyers has increased in all three areas
between 2010 and 2019.

EXHIBIT 4

Home purchase loans by race/ethnicity (percent)

Home purchase mortgages in urban census tracts are more diverse than home purchase in suburban
census tracts. Rural census tracts are the least diverse.
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Source: HMDA 2010 & 2019.
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Credit attributes

Loan-to-Value ratio (LTV) & Debt-to-Income ratio (DTI)

With respect to credit attributes, we look at the LTV and DTI of the borrowers that purchased homes
in 2019 in urban, suburban and rural areas. We chose the standard threshold of LTV>80 and DTI>43
to see what share of borrowers fall under these characteristics.® We find that the share of homebuyers
with greater than LTV>80 is higher in rural areas at 71.3% followed by 67.9% in urban areas and
66.2% in suburban areas. In terms of DTI, the share of loans with DTl > 43 is highest in the suburbs
and lowest in the rural areas. This could be happening because the property values in rural areas are
lower than in urban and suburban areas so their debt to income ratio is also lower (Exhibit 5).

EXHIBIT 5

LTVs lower in urban areas

Attribute Description Urban Suburban Rural
LTV Share of LTV>80 in the area 67.9% 66.2% 71.3%
DTI Share of DTI>43 in the area 27.6% 29.5% 26.1%

Source: HMDA 2019.

Income, price & loan amounts

If we look at applicant income in 2010 and 2019 in urban, suburban and rural areas, we find that
median income increased in all three areas. Applicants in the suburbs had the highest median
income in 2010 and 2019 followed by applicants in urban areas. In terms of income growth between
2010 and 2019, we find that growth was highest in urban areas at 9% followed by rural areas (7%)
and suburban areas (5%). Average loan amounts also increased most in urban areas between
2010 and 2019 at 19%, followed by rural areas at 18%. Given that property prices are lowest in
rural areas, it’s understandable that loan amounts would also be the lowest in the rural areas.

5 For conventional conforming loans, LTV > 80 requires the purchase of a private mortgage insurance (PMI).
Therefore, we use this cut off of 80% LTV, which excludes non-QM loans.
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Incomes and loan amounts increased the most in urban areas between 2010 and 2019
(Exhibits 6a, 6b). Loan amounts are lowest in rural areas as compared to urban and suburban
areas (Exhibit 6c¢).

EXHIBIT 6a EXHIBIT 6b
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EXHIBIT 6¢

Average purchase value (2019%)
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Sources: HMDA 2010 & 2019.
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Loan type

Our analysis of 2010 and 2019 HMDA data also highlighted an increasing shift towards conventional
loans in all three areas. On the other hand, the share of Federal Housing Administration (FHA)

loans declined in all three areas. In 2010, when the country was just emerging out of the financial
crisis, more borrowers relied on FHA loans given tight credit conditions. Slowly, there has been a
movement away from FHA loans towards conventional loans. In fact, the share of conventional loans
increased from 2010 to 2019 for all three categories. The share of Farm Service Agency (FSA)/Rural
Housing Service (RHS) and Veterans Affairs (VA) loans is highest in rural areas. With respect to

their shares the share of FHA/FSA/RHS loans have declined while the share of VA loans increased
between 2010 and 2019.

EXHIBIT 7

Conventional purchase loan share is increasing

2010 2019

Loan type Urban Suburban Rural Urban Suburban Rural

Conventional 46.5% 48.9% 49.7% 69.2% 68.0% 61.5%
FHA 46.9% 41.5% 31.5% 22.1% 19.7% 19.7%
FSA/RHS 1.4% 2.2% 8.4% 1.2% 1.6% 6.5%
VA 5.2% 7.3% 10.4% 7.5% 10.8% 12.3%
Total 100% 100% 100% 100% 100% 100%

Source: HMDA 2010 & 2019.

Conclusion

Our analysis over the period 2010 to 2019 suggests that home purchases in rural areas increased
the most, even surpassing suburban purchases since 2013. While rural area purchases have been
increasing faster, the share of total home purchases in suburban areas remains high.

The attributes of borrowers in urban and rural areas are different. We find that the borrowers in
urban areas are skewed younger while borrowers in rural areas are mostly in the 55+ age group.
The share of borrowers with LTVs greater than 80 is higher in rural areas while high DTls characterize
borrowers in suburban areas. Median incomes and average loan amounts have risen the most in
urban areas between 2010 and 2019.

Understanding the characteristics of borrowers in urban, suburban and rural areas helps Freddie Mac
serve these areas better while working to achieve our goal of making home possible.
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Appendix

Jed Kolko et al use the data collected in the 2017 AHS on the question of ‘how you perceive
your neighborhood’. They use this data to build a model which identifies the characteristics of each
of these areas defined as urban, suburban and rural. They identify 21 attributes which define the
regional and neighborhood characteristics. These attributes range from population and housing
density to employment and business density and some structural attributes as well along with
demographic attributes. They find that the density is usually 100 times more in urban than in
rural areas. (Exhibit A1.1) They then apply these characteristics to the ACS census tracts to
define them as urban/suburban/rural.

EXHIBIT A1.1

UPSAI predicted class

Loan type Urban Suburban Rural
Population density 6,059 2,371 59
Housing density 2,596 972 28
Share of Hispanic 12.8% 7.9% 2.7%
Share of Non-Hispanic Black 10.0% 3.7% 0.8%
Share of Non-Hispanic Asian 1.8% 2.6% 0.2%
Share of Other Race 42.4% 76.8% 93.6%
Median income $40,950 $65,777 $52,079
Share 55 and over 23.3% 28.6% 33.1%
Share 25 to 39 22.2% 18.9% 16.0%
Share 18 to 24 9.7% 7.9% 7.3%
Median Year Built 1957 1977 1980
Share of commuters not using a car 16.2% 9.3% 7.6%
Business density 194 67 2
Employment density 1,616 513 9
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Opinions, estimates, forecasts, and other views contained in this document are those of
Freddie Mac's Economic & Housing Research group, do not necessarily represent the views
of Freddie Mac or its management, and should not be construed as indicating Freddie Mac's
business prospects or expected results. Although the Economic & Housing Research group
attempts to provide reliable, useful information, it does not guarantee that the information or
other content in this document is accurate, current or suitable for any particular purpose.

All content is subject to change without notice. All content is provided on an “as is” basis,
with no warranties of any kind whatsoever. Information from this document may be used
with proper attribution. Alteration of this document or its content is strictly prohibited.
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