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ABSTRACT

This study examines how residents of high- and low-poverty neighborhoods fared in terms of
employment, wealth, and housing losses during the Great Recession, using the Panel Study of
Income Dyanmics. While residents of high-poverty neighborhoods did not experience different rates
of change in employment, wages, or home equity losses than residents of low-poverty neighborhoods
between 2007 and 2009, their position prior to the onset of the Great Recession exposed them to much
higher absolute levels of economic insecurity. Further, the recession severely diminished wealth hold-
ings of families in high-poverty neighborhoods and put them at an increased risk of foreclosure.



Introduction

Neighborhoods are key drivers of economic
mobility in the United States. Economic
Mobility Project studies show that neighbor-
hood poverty explains one-quarter to one-third
of the black-white gap in downward mobility.
Growing up in a high-poverty neighborhood
instead of a low-poverty neighborhood leads to
52 percent more downward mobility among
children in middle- or high-income families.1

Did the Great Recession’s devastating
impact on jobs and incomes worsen these and
other economic problems differentially across
families in poor and nonpoor neighborhoods?
Normal recessions hit residents in poor neigh-
borhoods especially hard, because they have
less education, less work experience, fewer
occupational credentials, and fewer stable jobs
than do residents of other neighborhoods.

In the 2007–2009 recession, the unusually
high employment losses and the dramatic drop
in home prices may have been especially devas-
tating to residents of poor neighborhoods.
Higher rates of foreclosures among residents of
poor neighborhoods may have meant far higher
displacement rates and residential instability;
increased vacancy rates induced by foreclosures
may have led to external effects, such as
increased crime and weakened social relation-
ships. These additional negatives may have
weakened property values and the revenue base
for schooling.

On the other hand, the 2007–2009 recession
may have harmed residents of nonpoor neigh-
borhoods as much as those in poor neighbor-
hoods. People living in poor neighborhoods may
have suffered less severe capital losses, since
they are less likely to own homes and they own

fewer financial assets. In addition, the Great
Recession caused significant job losses among
the more educated as well as the less educated.

The role of homeownership is of particular
interest for the Great Recession. In a normal eco-
nomic downturn, homeownership can help fam-
ilies weather the downturn and limit their
economic hardships by allowing them to draw
on home equity and pay low housing costs. 
If they lose their jobs, they can even sell their
homes and withdraw equity. Residents in poor
neighborhoods are less likely to take advantage
of these options because they are less likely to
own homes. These patterns may have changed
during the 2007–2009 recession because the
sharp declines in home values wiped out large
amounts of equity and left many grappling with
how to keep up mortgage payments on their
homes. Many have lost all their equity; some
have fallen behind on mortgage payments or
experienced foreclosure. In poor neighborhoods,
homeowners may have felt forced to sacrifice
other basics to remain in their homes. Thus,
while low homeownership rates are generally a
disadvantage among families in poor neighbor-
hoods, the effects are unclear in the Great
Recession, especially if homeowners were less
protected than renters in the 2007–2009 period.

The transition into and out of homeowner-
ship has important implication on economic
mobility. Studies show that students from low-
and middle-income families are much more
likely to enroll in college, to select higher-quality
schools, and to graduate with a four-year
degree when their families experienced gains
in housing wealth.2 Declines in home prices
created new opportunities for gaining home-
ownership. Houses became more affordable in
poor neighborhoods, potentially attracting

1
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moderate-income families to buy houses in
these neighborhoods, which, in turn, could
have reduced the concentration of poverty. 
The Great Recession may have altered the flow
in and out of poor neighborhoods in various
ways. Families living in poor neighborhoods
may have felt trapped because they did not
want to abandon their homes after the sharp
fall in home values. They may have decided to
wait out the downturn, thereby limiting their
geographic mobility and thus their chances of
remaining employed. In addition, families that
can no longer afford rents in better neighbor-
hoods may have been forced to move into
poorer neighborhoods.

This study analyzes how families in poor and
nonpoor neighborhoods experienced economic
losses or gains during the Great Recession.
Specifically, we answer three research questions:

1. Did families initially living in poor
neighborhoods suffer more serious eco-
nomic losses than residents of other
neighborhoods in the 2007–2009 period?

2. Within poor neighborhoods, did job
prospects worsen more for renters or for
homeowners during the housing crisis
and the recession?

3. What share of people starting in low-
income neighborhoods in 2007 changed
their housing status or moved away from
low-income neighborhoods by 2009?

In answering these questions, the analysis
deals with what took place among families in
poor neighborhoods, including whether resi-
dents did worse than those with similar charac-
teristics initially living in other neighborhoods.
The data requirements include information on a
representative sample of the same individuals
and families before and after the onset of the
Great Recession, including whether they ini-
tially lived in a poor neighborhood. The
2007–2009 waves of the Panel Study of Income
Dynamics (PSID) meet these requirements when
used with restricted geographic data on census
tracts of respondents’ residences. With the geo-

graphic information, we match individuals with
local area data on poverty and metropolitan
changes in home prices, employment, and
foreclosures.3

The next section briefly describes existing
studies relevant to our study. Section III pres-
ents descriptive and multivariate results for
each of the research questions. Section IV dis-
cusses the main findings.

Literature

The Great Recession’s negative impacts on vul-
nerable populations most likely to live in poor
neighborhoods are becoming well documented.
African Americans, Hispanics, high school
dropouts, and unskilled workers experienced
the highest increase in unemployment rates
between 2007 and 2009.4 Poverty rates increased
most among those who were unemployed or
underemployed and among young adults with-
out a high school diploma. Between 2005 and
2009, median black and median Hispanic
households suffered much larger percentage
declines in wealth than did white families.5 At
the same time, economic losses were wide-
spread and likely to hit all types of neighbor-
hoods; over 60 percent of U.S. families
experienced wealth losses between 2007 and
2009, and declining home values accounted for
the greatest dollar losses.6

This evidence on individuals suggests but
does not demonstrate differential effects of the
Great Recession on residents of different neigh-
borhoods. One study of the Great Recession’s
impacts on families in poor neighborhoods
comes from an analysis of data from the Making
Connections surveys of about 2,500 families liv-
ing in low-income neighborhoods of seven cities
in 2005–2007 and again in 2008–2011.7 A variety
of findings emerged. Average household debt
among these residents increased significantly by
$3,500, with average debt reaching $35,400 in
2008/2009. Even within these neighborhoods,
low-income families disproportionately lost
equity during the financial crisis.8 Another
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study examining homeownership using the
same data found that poor families and those
with less home equity were more likely to move
out of homeownership. Two-parent and
Hispanic families were more likely while blacks
and single-parent families were less likely to
take advantage of new chances for homeowner-
ship.9 These studies provide information on
selected low-income neighborhoods but no
comparative data on how the incidence of eco-
nomic and social losses was spread across indi-
viduals initially living in poor versus nonpoor
neighborhoods.

Within low-income neighborhoods, the
deflation of the housing bubble might have
locked in homeowners and thereby impeded
upward mobility associated with moving to a
middle- or high-income neighborhood. Selected
studies of prior downturns in home prices show
a negative impact on household geographic
mobility.10 With the wide dispersion in unem-
ployment rates across the country, many are con-
cerned that the weak housing market further
increases structural unemployment by prevent-
ing homeowners who have negative equity from
moving to better job markets.11 Recent studies
using data that cover the Great Recession have
produced mixed results. Despite using the same
American Housing Survey, some researchers
find that homeowners with negative equity are
one-third less likely to move,12 while others con-
clude that homeowners with negative equity are
slightly more likely to move.13 A separate study
of state-to-state migration between 2006 and
2009 (using data from the Internal Revenue
Service) yielded evidence that negative home
equity decreased geographic mobility, although
the reduction had a negligible impact on the
national unemployment rate.14 Certainly, moves
are especially common among the low-income
population. One study on 10 low-income neigh-
borhoods found that roughly half the families
with children had moved to a new address three
years later, though many of the movers
remained nearby. Reductions in neighborhood
poverty occurred in 3 out of 10 neighborhoods.15

The sharp decline in home prices brought
new homebuying opportunities to poor neigh-
borhoods. But, no analysis has documented
whether this increase in affordability indeed
attracted middle-income families. One neighbor-
hood study of an episode between 1985 and 1990
in New Orleans uncovered some surprising
results. It was middle-income whites who had
recently bought housing with high loan-to-value
ratios who were forced to sell or underwent
foreclosure. The lower housing prices in these
areas made housing affordable to middle-class
blacks. When middle-income whites moved to
these areas, they altered the racial composition
in many New Orleans neighborhoods.16

Our study is one of the first that examines
the differential impacts of the Great Recession
across families living in neighborhoods that
differ by neighborhood poverty level. It also
offers new findings on whether homeowners
or renters experienced higher losses in eco-
nomic and social welfare, which in turn has
important implications for economic mobility
in the coming years. Finally, the study exam-
ines changes in homeownership and renter sta-
tus across poor and nonpoor neighborhoods,
while taking account of county differences in
changing home prices.

Results

Who Lives in Poor Neighborhoods?

The characteristics of people living in neighbor-
hoods at different poverty levels reveal few sur-
prises. From the American Community Survey
(ACS) five-year estimates 2005–2009 of all census
tracts in the United States, blacks, Hispanics,
single mothers, people with less than a high
school diploma and households with less than
$15,000 in annual income, and the foreign-born
are more likely to live in neighborhoods with
higher rates of poverty (table 1a). People living
in neighborhoods with higher poverty rates are
also less likely to be employed or own homes,
though the homeownership rate is over 40 per-
cent in the poorest group of neighborhoods.
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The racial and ethnic distribution across
neighborhoods in the ACS data is consistent
with our PSID study sample (table 1b). In neigh-
borhoods with a poverty rate over 30 percent,
the majority of families are headed by blacks
and Hispanics (65.3 percent). In contrast, fami-
lies headed by blacks and Hispanics only
account for 11.9 percent of total families in
neighborhoods less than 10 percent poor.

Given differences in education across neigh-
borhoods, one would certainly expect residents
in poor neighborhoods to experience dispropor-
tionally high losses in a normal economic
downturn. However, it is not clear whether they
would be hit harder in the Great Recession,
especially in terms of wealth and housing sta-
tus, since residents initially in poor neighbor-
hoods have lower homeownership rates and
fewer assets to lose than residents in other
neighborhoods.

How Did Economic Outcomes during the
Great Recession Vary among Residents of
Poor and Nonpoor Neighborhoods?

Changes in Employment Outcome

Employment plays an important role in eco-
nomic mobility. Labor earnings are a major
component of income for most low-income fam-
ilies. Joblessness and limited work experience
directly affect a worker’s opportunity to climb
the economic ladder. In addition, high levels of
local unemployment may change the social
norms around work, which could in turn cause
underinvestment in education of children.17

The share of employed working-age indi-
viduals dropped significantly between 2007 and
2009 in all neighborhoods for both men and
women, except for women living in high-
poverty neighborhoods (with more than 30 per-
cent poverty).18 In 2007, 73.5 percent of

Table 1a. Demographic Distribution by Neighborhood Poverty from the American 
Community Survey

By Neighborhood Poverty Rate

Less
Than
10% 10%–19.9% 20%–29.9% 30% or

All Poor Poor Poor More Poor

% Non-Hispanic white population 65.0 76.9 65.6 *** 47.6 *** 28.6 ***
% Non-Hispanic black/African 12.0 6.3 11.4 *** 20.3 *** 29.3 ***

American population
% Hispanic/Latino population 16.2 9.1 16.6 *** 25.8 *** 36.2 ***
% Foreign born 12.4 10.7 12.5 *** 16.0 *** 16.1 ***
% of households that are female-headed 7.6 5.1 7.8 *** 11.0 *** 14.9 ***

families with own children under 18
% Population age 16–19 not high school 6.7 3.9 7.6 *** 10.5 *** 12.0 ***

graduates and not enrolled in school
% Persons 25+ years old with no high school 16.1 9.0 17.6 *** 25.8 *** 32.4 ***

diploma or GED
% Households with less than $15,000 13.2 6.5 13.7 *** 20.8 *** 34.4 ***

income in the past 12 months
% Population 16 years old 60.3 64.7 59.8 *** 55.4 *** 47.5 ***

and over who are employed
Homeownership rate 67.4 78.0 64.8 *** 53.5 *** 42.7 ***

Source: Authors’ calculations from American Community Survey five-year estimates 2005–2009.

Notes: (1) Statistics are weighted by total population of census tracts. (2) *** p<0.01, the difference is compared with less than 10% poor.



Table 2a. Proportion Employed in 2007 and 2009, by Neighborhood Poverty

Currently Employed (%)
Changes Percentage Change

2007 2009 2007–2009 2007–2009

Men 25–59
Less Than 10% Poor 88.1 82.1 −6.0 −6.8%
10%–19.9% Poor 87.2 79.6 −7.6 −8.7%
20%–29.9% Poor 76.7 *** 72.2 *** −4.5 −5.8%
30% or More Poor 73.5 *** 65.0 *** −8.5 −11.6%

Women 25–59
Less Than 10% Poor 78.4 73.8 −4.5 −5.8%
10%–19.9% Poor 78.5 72.2 −6.3 −8.0%
20%–29.9% Poor 64.4 *** 57.7 *** −6.7 −10.4%
30% or More Poor 59.7 *** 59.6 *** −0.1 −0.2%

Source: Authors’ calculations from the Panel Study of Income Dynamics 2007–2009.
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working-age men living in high-poverty neigh-
borhoods were employed, compared with 65
percent in 2009 (table 2a). Both men and women
living in neighborhoods with more than 20 per-
cent poor residents had significantly lower
employment than individuals in nonpoor
neighborhoods (less than 10 percent poor) in
both years 2007 and 2009. These patterns also
hold for estimates based on percentage change.

Another perspective is to examine changes of
employment status for each individual (table 2b).
Job loss certainly involves downward mobility in

earnings and income, while reentering employ-
ment means more opportunities to move up the
income ladder. The proportion of working-age
individuals employed in 2007 and no longer
employed in 2009 was most pronounced in the
poorest neighborhoods among men but not
among women. At the same time, job finding
(moving from nonemployed to employed) was at
least as high in the poorest neighborhoods as in
other neighborhoods. However, because of their
lower initial levels of employment, men and
women living in the poorest neighborhoods were

Neighborhood Poverty Rate

Less
Than
10% 10%–19.9% 20%–29.9% 30% or

All Poor Poor Poor More Poor

% Non-Hispanic white-headed families 74.0% 84.5% 76.0% *** 57.9% *** 32.2% ***
% Non-Hispanic black-headed families 14.8% 6.6% 13.1% *** 27.7% *** 47.9% ***
% Hispanic-headed families 8.0% 5.3% 8.0% *** 10.9% *** 17.4% ***
% Families headed by other race, 3.2% 3.6% 2.9% 3.5% 2.5%

non-Hispanic

Source: Authors’ calculations from the Panel Study of Income Dynamics 2007.

Note: *** p<0.01, the difference is compared with less than 10% poor.

Table 1b. Percentage of Families by Race/Ethnicity of Head from PSID 2007, 
by Neighborhood Poverty in 2007 Census Tract
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far less likely to hold jobs in both periods and far
more likely to be jobless in both periods. Among
older workers (ages 50–59), nonemployment
linked to retirement was less common in poor
than in other neighborhoods (not shown); as a
result, only 3.0 percent of workers living in the
poorest neighborhoods were retired in 2009,
while 9.2 percent of those living in nonpoor areas
were retired.

Surprisingly, women living in the highest-
poverty neighborhoods experienced no decline
in their employment rate; women in neighbor-
hoods with over 30 percent poverty sustained
their employment rates at about 60 percent 
in 2007 and 2009 (table 2a). As table 2b shows,
the reasons are that (1) these women were
slightly less likely to leave employment than
women in nonpoor neighborhoods and (2) of
the women who were not employed in 2007,
the share that held jobs in 2009 was almost

twice as high in poor relative to nonpoor
neighborhoods.

Changes in Wage, Wealth, 
and Family Income

What about changes in income and wealth? 
Table 3 reveals a mixed picture across neighbor-
hoods. The share of heads who experienced
wage losses over 20 percent does not rise by
neighborhood poverty. (Note that this sample
includes only those who held jobs in both peri-
ods and thus includes a smaller share of resi-
dents of high-poverty neighborhoods.) Families
living in higher-poverty neighborhoods did not
have a significantly higher likelihood of experi-
encing family income loss in 2006–2008. In terms
of wealth changes, fewer families in high-
poverty neghborhoods experienced losses in
family net worth between 2007 and 2009.

Table 2b. Individual Changes in Employment 2007–2009, by Neighborhood Poverty

Employed in
’07, Not Not Employed in

Employed in ’07, Employed in
’09 (%) ’09 (%)

Men 25–59
Less Than 10% Poor 78.4 7.8 10.0 3.7
10%–19.9% Poor 76.2 8.8 11.3 3.7
20%–29.9% Poor 67.2 *** 18.0 *** 9.6 5.2
30% or More Poor 58.6 *** 19.7 *** 15.2 6.5

Women 25–59
Less Than 10% Poor 67.3 15.2 11.1 6.4
10%–19.9% Poor 65.5 14.8 12.9 6.9
20%–29.9% Poor 50.5 *** 28.1 *** 14.2 7.3
30% or More Poor 48.5 *** 30.1 *** 10.4 11.0       **

Employed in ’07, Retired in ’09 (%)
All 50–59

Less Than 10% Poor 9.2
10%–19.9% Poor 8.7
20%–29.9% Poor 3.3 ***
30% or More Poor 3.0 **

Source: Authors’ calculations from the Panel Study of Income Dynamics 2007–2009.

Notes: (1) Employment status “employed” is defined as currently employed by the time of 2007 or 2009 interview. “Not
employed” includes temporarily laid off, unemployed, retired, student, and other nonworking status. (2) Neighborhood poverty
category is defined using poverty rate at 2007 census tract residence, from the American Community Survey 2005–2009 summary
file. (3) *** p<0.01, ** p<0.05, * p<0.1, the difference is compared with less than 10% poor.

Not
Employed
in ’07 & ’09

(%)

Employed
in ’07 & ’09

(%)
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Among families that did lose net worth, families
in neighborhoods over 20 percent poor lost only
about one-fourth of the wealth families in neigh-
borhoods with less than 10 percent poor did.
This is partly because residents in poor neighbor-
hoods had fewer assets in 2007. The percentage
loss of residents initially in high-poverty neigh-
borhoods was more severe than among residents
in neighborhoods with less than 20 percent poor.

Housing Outcomes

Residents in poor neighborhoods were less
likely to own homes and have mortgages, and
less likely to experience drops in home equity
(table 4). But, among those residents with home
equity declines between 2007 and 2009, the
median percentage loss was about 30 percent in
neighborhoods with over 20 percent poor.
Research suggests that the recent housing bust
and the resulting loss in home equity could neg-
atively affect postsecondary decisions of low-
and middle-income families, thus affecting the
foundation of economic mobility.19

In 2009, more than one out of five home
mortgage holders in high-poverty neighbor-
hoods were experiencing mortgage distress,
defined as falling behind on mortgage pay-
ments in 2009 or reporting they were “very
likely” to fall behind on mortgage payments in

the next 12 months. The higher the neighbor-
hood poverty rate, the higher the share of fami-
lies in mortgage distress.

These housing and mortgage outcomes
reveal a mixed picture. Residents in high-
poverty neighborhoods were less likely to own
homes and thus less likely to suffer from the
housing bust, and fewer homeowners experi-
enced home equity loss. However, homeowners
with mortgages in high-poverty neighborhoods
suffered a higher level of mortgage distress. In
the next section, we look further into the rela-
tionship between housing status, metropolitan
home price declines, and economic outcomes in
high-poverty neighborhoods.

Families who owned homes and initially
lived (in 2007) in the poorest neighborhoods
were much less likely to remain homeowners by
2009. Renter families in poor neighborhoods
were less likely to become homeowners than
were renters in nonpoor neighborhoods. Table 5
examines additional housing outcomes—
changes in homeownership between 2007 and
2009. The proportion of families owning homes
in both 2007 and 2009 in the poorest neighbor-
hoods was 35.6 percent, only half the rate of
families living in neighborhoods with less than
10 percent poverty (69.7 percent). Families liv-
ing in the poorest neighborhoods were also
twice as likely to be renters in both periods

Share of
Share of Family
Head’s Income

Wage Loss Loss
over 20% over 20%

Less Than 10% Poor 8.6% 23.7% 61.8% -85,613 −41.5%
10%–19.9% Poor 10.4% 23.9% 55.4% *** -42,459 *** −49.1% ***
20%–29.9% Poor 10.2% 23.3% 54.2% *** -23,390 *** −63.2% ***
30% or More Poor 8.5% 24.5% 49.7% *** -22,892 *** −63.6% ***

Source: Authors’ calculations from the Panel Study of Income Dynamics 2007–2009.

Notes: (1) Neighborhood poverty category is defined using poverty rate at 2007 census tract residence, from American Community
Survey 2005–2009 summary file. (2) *** p<0.01, ** p<0.05, * p<0.1, the difference is compared with less than 10% poor. (3) Income
and wealth are inflated to 2009 dollars using the Consumer Price Index research series (CPI-U-RS).

Share of
Families

with Wealth
Loss

Median Dollar
Change in

Wealth among
Families with
Wealth Loss

($)

Median
Percentage
Change in

Wealth among
Families with
Wealth Loss
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Table 4. Housing and Mortgage Outcomes by Neighborhood Poverty

Own Home
in 2009

Less Than 10% Poor 73.0% 52.1% 70.3% −25.7%
10%–19.9% Poor 62.8% *** 41.9% *** 64.7% ** −27.9%
20%–29.9% Poor 50.8% *** 34.4% *** 59.6% *** −29.2%
30% or More Poor 38.4% *** 21.9% *** 55.9% *** −33.7%

Among Homeowners with a Mortgage in 2009

Less Than 10% Poor 4.6% 2.2% 5.7% 10.3%
10%–19.9% Poor 5.6% 4.1% * 7.4% 12.4%
20%–29.9% Poor 6.8% 4.6% 9.2% 15.9%
30% or More Poor 15.2% ** 8.5% ** 22.6% *** 13.4%

Source: Authors’ calculations from the Panel Study of Income Dynamics 2007–2009.

Notes: (1) Neighborhood poverty category is defined using poverty rate at 2007 census tract residence, from American
Community Survey 2005–2009 summary file. (2) *** p<0.01, ** p<0.05, * p<0.1, the difference is compared with less
than 10% poor. (3) The bottom panel on mortgage distress is on a subsample of homeowners with a mortgage in 2009.

Median %
Decline in

Home Equity
for Families

Whose Home
Equity Fell

’07–’09

Whether
Had a

Mortgage
Modification

Share of
Homeowners
with Home
Equity Fell

’07–’09

Any Distress
(Currently
Behind or

Very Likely
Behind)

Own Home
and Have a
Mortgage in

2009

Very Likely
Behind

Mortgage
Payment in
the Next 12

Months

Whether
Behind

Mortgage
Payment

Owned
in ’07,
Rented
in ’09
(%)

Less Than 10% Poor 69.7 3.6 23.4 3.3 95.1 87.6
10%–19.9% Poor 58.4 *** 4.8 32.4 *** 4.5 92.5 ** 87.9
20%–29.9% Poor 45.1 *** 4.7 44.5 *** 5.7 ** 90.6 ** 88.6
30% or More Poor 35.6 *** 4.2 57.5 *** 2.7 89.5 * 95.5 ***

Source: Authors’ calculations from the Panel Study of Income Dynamics 2007–2009.

Notes: (1) Neighborhood poverty category is defined using poverty rate at 2007 census tract residence, from American Community
Survey 2005–2009 summary file. (2) *** p<0.01, ** p<0.05, * p<0.1, the difference is compared with less than 10% poor.

Owned in
’07 & ’09

(%)

Rented in
’07 & ’09

(%)
Rent to

Own (%)

Stay
Owned

among ’07
Home-
owners

(%)

Stay Rented
among ’07

Renters (%)
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(57.7 percent versus 23.4 percent in nonpoor
neighborhoods). Conditional on initial housing
status in 2007, 90 percent or more families were
able to retain their homes after the housing crisis,
even among families in the poorest neighbor-
hoods. On the other hand, less than 5 percent of
families in poor neighborhoods took advantage
of low home prices and became homeowners,
compared to over 11 perent in all other areas.

Changes in Employment in Poor
Neighborhoods, by Housing Tenure and
Area Housing Market Conditions

This section examines differences by housing
status in the impacts of the housing crisis and
the recession on families within high-poverty
neighborhoods. It asks whether homeowners
did better or worse than renters and whether
neighborhood outcomes varied with the size of
changes in the area housing market. For several
reasons, job losses might be particularly high in
areas where home prices fell most. Home con-
struction and the associated hiring may have
dropped most in these areas; larger declines in
housing wealth could have generated a more

negative impact on consumption; and the per-
ception and actual worsening of neighborhood
markets may have discouraged investment,
encouraged residents to move out of the area,
and discouraged nonresidents from moving
into the area. The idea of a “lock-in” effect is
that homeowners avoid moving to jobs in other
regions because they cannot sell their homes. If
such an effect materialized, it should induce
more employment losses among homeowners
than renters, especially in metropolitan areas
that suffered the largest declines in prices.

Table 6 shows that employment rates in
high-poverty neighborhoods were higher
among homeowners than among renters.
Moreover, renters experienced a bigger decline
in employment than did homeowners. The
employed share of homeowners dropped 3.2
percent (71.3 percent to 69.0 percent) in high-
poverty neighborhoods, while the employed
share of renters dropped 8.4 percent (60.6 per-
cent to 55.5 percent); only slightly over half of
them were employed in 2009.

There is no evidence that larger declines in
home prices led to higher job losses. In poor
neighborhoods in metropolitan areas where

Table 6. Changes in Employment by Homeownership and Housing Price Decline among
Families Living in Neighborhoods with 30 Percent or More Poor, 2007–2009

Currently Employed (%)
Change % Change

2007 2009 2007–2009 2007–2009

All Homeowners in High-Poverty Neighborhoods 71.3 69.0 −2.3 −3.2%
All Renters in High-Poverty Neighborhoods 60.6 ** 55.5 *** −5.1 −8.4%
By MSA Home Price Change 2007–2009

Price Increased /No decline, Homeowners 70.7 67.0 −3.7 −5.2%
Price Declined <10%, Homeowners 77.5 74.3 −3.2 −4.2%
Price Declined >10%, Homeowners 66.5 67.0 0.5 0.8%
Price Increased /No Decline, Renters 60.5 55.4 −5.1 −8.4%
Price Declined <10%, Renters 57.1 * 48.2 −8.9 −15.6%
Price Declined >10%, Renters 65.5 65.6 0.1 0.2%

Source: Authors’ calculations from the Panel Study of Income Dynamics 2007–2009.

MSA = metropolitan statistical area

Notes: (1) Homeowners, renters, and neighborhood poverty are defined by initial status in 2007. (2) *** p<0.01, ** p<0.05, * p<0.1.
(3) Between first two rows, the difference is compared between homeowners and renters. Among “By MSA Home Price Change
2007–2009,” the difference in each year is compared between all homeowners and all renters, and by MSA home price change
against the first group—MSA home price increase, homeowners.
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home prices declined over 10 percent, employ-
ment dropped only 0.8 percent for homeowners
and 0.2 percent for renters. These declines in
employment were far lower than in metropoli-
tan areas with little or no drop in home prices.

Another way to capture the nexus between
employment outcomes, housing status, and the
impact of the Great Recession is to estimate
multivariate equations that control for residents’
characteristics as of 2007. The results in table 7
control for age, education, gender, marital sta-
tus, race and ethnicity of the household head,
and family poverty status. The top panel
includes all neighborhoods and captures the
association between neighborhood poverty lev-
els and labor market outcomes. The bottom
panel includes only individuals initially living
in high-poverty neighborhoods at the 2007
interview.20

Among all working-age individuals, living
in poorer neighborhoods was associated with a
4–5 percentage point lower likelihood of being
employed in both 2007 and 2009, even after con-
trolling for initial characteristics, including fam-
ily poverty status. However, neighborhood
poverty was not associated with a higher likeli-
hood of losing or obtaining employment or with
a broader measure that incorporates earnings
losses (job loss or a wage loss of over 20 percent).

Consistent with the descriptive statistics,
homeownership was associated with better
labor market outcomes, but the results are not
statistically significant except for the group not
employed in both years. The share not
employed in both 2007 and 2009 was 3.1 per-
centage points lower among homeowners than
renters. In addition, homeowners had a 4.0 per-
centage point lower rate of earnings loss, either
due to wage reductions over 20 percent or the
loss of a job. Neither changes in home prices
between 2007 and 2009 nor the neighborhood
foreclosure rate generated systematic significant
effects on employment.

Tuning to estimates including only high-
poverty neighborhoods (over 30 percent poor),
we find no statistically significant effects of

home price changes or of initial homeownership
status. The results show that homeowners were
over 4.5 percentage points more likely to hold
jobs in 2007 and 2009, but the impact was not
statistically significant.

Housing Outcomes by Changes in Area
Housing Price and Labor Market

Moving into homeownership or moving to a
better neighborhood is often associated with
better social and economic outcomes, thus pro-
moting upward economic mobility. Descriptive
analysis suggests that families living in poorer
neighborhoods were more likely to lose home-
ownership and less likely to become homeown-
ers during the Great Recession. The multivariate
analyses reported in table 8 offer a more
detailed picture of how changes in housing
tenure were associated with neighborhood
poverty, area home price changes, and area
employment changes, once we control for initial
personal characteristics. Renters living in the
poorest neighborhoods were 4 percent less
likely to take advantage of low home price and
move into homeownership than renters in
neighborhoods with less than 10 percent poor.
Note in the second column that the association
between neighborhood poverty and shifting out
of homeownership is no longer significant.

Surprisingly, metropolitan areas with the
largest declines in home prices and employment
did not exhibit any greater losses of homeown-
ership. In fact, homeowners were less likely to
become renters in areas with job losses up to
10 percent relative to areas with no job losses at
all. The potential of externalities associated
with high neighborhood foreclosure rates did
not materialize, according to these results. High
neighborhood foreclosure rates were not signifi-
cantly associated with changes in housing
tenure. One noteworthy finding is that subsi-
dized renter households in poor neighborhoods
were 3 percentage points less likely to become
homeowners than unsubsidized renters, even
when controlling for personal and economic
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characteristics. This result probably reflects the
fact that subsidized renters will lose their sub-
sidy if they become homeowners while unsubsi-
dized renters will not.

Residential Mobility

Moving to a better neighborhood or moving
into homeownership is often associated with
upward economic mobility. The multivariate
analyses reported in table 9 examine how resi-
dential mobility is associated with neighbor-
hood poverty, home price changes, area
employment changes, and initial ownership sta-
tus, once we control for initial personal charac-

teristics. Living in the poorest neighborhoods
was associated with a 4 percentage point lower
likelihood of moving from renting into home-
ownership. No significant association emerged
between neighborhood poverty and likelihood
of moving, or moving out of homeownership
for the full sample.

The rate of home price reductions was not
associated with residential mobility or with
changes in homeownership status. Local
employment changes did have several signifi-
cant though complex linkages. Living in an area
where county employment declined but by less
than 10 percent was associated with a lower
likelihood of moving and of moving out of a

12

Table 8. Changes in Housing Tenure 2007–2009

Homeowners
All Renters in in High-

All Renters Homeowners High-Poverty Poverty
Areas Areas

Rented in Owned
’07, in ’07, Rented in Owned in

Owned in Rented in ’07, Owned ’07, Rented 
’09 ’09 in ’09 in ’09

Neighborhood Poverty in 2007 (Omitted Category: <10% Poor)
10–19.9% −0.005 0.003 — — 0.002
20–29.9% 0.009 0.018 — — −0.006
>30% −0.041** 0.025 — — 0.044

MSA Home Price Change 07–09 (Omitted Category: Increased/No Decline)
Declined <10% 0.029 −0.011 0.050 0.011 −0.001
Declined >10% 0.016 0.009 0.001 −0.020* −0.006

County Employment Change 07–09 (Omitted Category: Increased/No Decline)
Declined <10% −0.006 −0.047*** −0.013 −0.017 −0.011
Declined >10% 0.012 0.013 −0.014 −0.006 0.037

Neighborhood Foreclosure Rate 2008
0.133 −0.004 −0.026 0.010 0.073

Housing Status in 2007 (Omitted Category: Above-Water Homeowner/Unsubsidized Renter)
Underwater Owner — 0.026 — 0.960*** 0.039
Subsidized Renter −0.029 — -0.026** — —-

Source: Authors’ calculations from the Panel Study of Income Dynamics 2007–2009.

MSA = metropolitan statistical area

Notes: (1) *** p<0.01, ** p<0.05, * p<0.1 (2) Probit regression with marginal effect reported. (3) Other independent variables include
age dummies (30 to 39, 40 to 49, 50 to 59, 60 and above, with age below 30 as omitted category), education dummies (less than high
school, high school diploma only, some college, with college degree and above as omitted category), headship (head is female, head
is male with no wife/cohabitant, with omitted category as head is male with wife/cohabitant), race and ethnicity of head (black non-
Hispanic, Hispanic, other race non-Hispanic, with white non-Hispanic as omitted category), family poverty status (in previous year).
All variables are status as of 2007 interview. (5) Sample size for each of the five regressions is 2,310; 2,758; 457; 210; and 1,184
respectively.

Any
Mortgage

Distress (All
Homeowners

with a
Mortgage)
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low-income neighborhood, compared with liv-
ing in areas with no decline in employment.
But, the apparent linkage did not carry over to
the comparison of areas with higher or lower
job loss.

Not surprisingly, being a renter increased
the likelihood of moving by more than 30 per-
cent, for the full sample and for a sample of
low-income neighborhood residents.
Unsubsidized renters were only slightly more
likely to move than subsidized renters. Renters
in low-income neighborhoods were also more
likely to move out of the low-income area than
owners. Homeowners who were underwater on
their mortgages in 2007 were 12.7 percentage
points more likely to move compared to other
homeowners. This result suggests the absence
of a lock-in effect that limits the geographic
mobility of homeowners who owe more than
the equity in their home. The size of the linkage
is similar in low-income neighborhoods but not
statistically significant.

Summary of Key Findings

How did families initially living in poor neigh-
borhoods fare in the Great Recession? Were the
economic losses more serious for residents of
poor neighborhoods than for those in other
neighborhoods? Were differences in economic
outcomes exacerbated during the Great
Recession? Given the sharp drop in home prices
associated with the recession, did homeowners
bear the brunt of the downturn? This study
examines an array of economic outcomes dur-
ing the Great Recession in high-poverty and
other neighborhoods. The analysis follows indi-
viduals between 2007 and 2009 using data from
the Panel Study of Income Dynamics together
with matched data on neighborhood poverty
rates, county employment change, and changes
in metropolitan statistical area home prices.

The results document how individuals and
families in poor neighborhoods were hit hardest
by the recession, though with some exceptions.
Working-age men in high-poverty neighbor-

hoods experienced more declines in employ-
ment in 2007–2009 than did working-age men
living in low-poverty neighborhoods. At the
same time, while women in poor neighbor-
hoods had lower employment rates than other
women, women in the poorest neighborhoods
maintained their employment levels while other
women experienced heavy job losses. Even after
controlling for family poverty status and many
family background characteristics, neighbor-
hood poverty still explains a sizable share of the
variation in employment.

Residents of high-poverty neighborhoods
were more likely to experience wealth losses
and, among those with wealth, a higher per-
centage loss in family net worth. There are no
significant differences in wage loss or family
income loss.

How homeowners fared during the Great
Recession is particularly interesting in light of
the jump in foreclosures and the decline in
home prices. The negative outcomes for home-
owners were particularly severe in high-poverty
neighborhoods. While a smaller share of home-
owners in high-poverty neighborhoods than
owners in other neighborhoods have mort-
gages, more than one in five homeowners with
mortgages in high-poverty neighborhoods faced
foreclosure or an inability to meet future mort-
gages payments as of 2009. However, the vast
majority of homeowners in high-poverty neigh-
borhoods experienced no mortgage distress,
and homeownership was associated with better
labor market outcomes. Homeowners in high-
poverty neighborhoods were only slightly less
likely to remain homeowners in 2009 than
homeowners in other neighborhoods. About
90 percent of 2007 homeowners remained
owners, a result consistent with other asset-
building studies showing that homeownership
promotes automatic savings that could protect
high-poverty people from economic shocks.

The steep declines in home prices in many
geographic areas have often gone together with
large declines in employment.21 However,
within high-poverty neighborhoods, the rate at
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which home prices fell was unrelated to job
losses. High declines in home prices were asso-
ciated with more individuals dropping out of
homeownership, but the link was not significant
after controlling for individual characteristics.

Appendix: Analysis Details

Data and Sample

The primary data source for this study is the
Panel Study of Income Dynamics (PSID)
2007–2009. The PSID is a nationally represen-
tative longitudinal study that has followed the
same families over time since 1968. About
8,000 families were interviewed in 2007. PSID
collects comprehensive socioeconomic infor-
mation on individuals and families, including
employment, income, wealth, and homeown-
ership, as well as demographic information. In
addition, information on mortgage distress
was collected in the 2009 wave, including
whether individuals were behind on their
mortgage payments or received a mortgage
modification.

One particularly useful feature of the PSID
for this study is the geocoded data that contain
identifiers of census tracts in which sample
members have lived in each wave of the survey.
Census tracts are designed by the Census
Bureau to be relatively homogeneous and to
have an average of about 1,500 housing units
and 4,000 residents. They are commonly used
boundaries for defining neighborhoods. In
addition, the geocoded data also contain identi-
fiers of county and metropolitan statistical area
(MSA), allowing us to merge individual records
with external data on county employment and
MSA home price changes during the Great
Recession.

Data on neighborhood poverty come from
the American Community Survey (ACS) five-
year summary file 2005–2009. This file provides
a wide range of statistics on demographic com-
position of residents in a census tract, as well as
average or median income, and poverty rate in

each census tract. Neighborhood poverty is
measured by the poverty rate in each census
tract that a family lived in at the time of the 2007
interview from the ACS 2005–2009 census tract
poverty rate. We acknowledge that this measure
is an average over the period of 2005 to 2009;
thus, it is a mixture of economic booms and
downturns. To examine whether our results are
robust to the measure of neighborhood poverty,
we conduct analyses by defining neighborhood
poverty using the census tract poverty rate in
2000, from the Census 2000 summary file. Both
descriptive and multivariate analyses show
very similar patterns when using the ACS meas-
ure or census measure of neighborhood poverty.
Existing literature has documented that the
population in extremely poor neighborhoods
rose by one-third from 2000 to 2005–2009 and
concentrated poverty was almost doubled in
Midwestern metro areas, based on analysis of
data on neighborhood poverty from the ACS
2005–2009 and Census 2000.22 We believe the
ACS 2005–2009 measure of neighborhood
poverty provides a more up-to-date poverty 
status. Therefore, results presented in this report
are based on neighborhood poverty in ACS
2005–2009.

The data on home price trends come from
the Federal Housing Finance Agency Quarterly
Housing Price Index (HPI). The HPI provides
all-transactions housing price indexes in MSAs
each calendar quarter. We measure area home
price changes from percentage changes of HPI
between 2007 and 2009 using the relevant quar-
ters before each survey was fielded. Data on
employment for measuring the 2007–2009 per-
centage change in employment come from the
Quarterly Workforce Indicator (QWI), which is
based on wage records collected for administra-
tive purposes for the Unemployment Insurance
systems and is available through the U.S. cen-
sus. The QWI provides county-level quarterly
employment statistics.

We use Neighborhood Stabilization
Program (NSP) foreclosure need data to measure
neighborhood foreclosure risks. The U.S.
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Department of Housing and Urban Development
NSP developed scores for census tracts that esti-
mate number and percentage of foreclosures
started over the past 18 months through June
2008.23 Estimated foreclosure risk is used as an
explanatory variable measuring neighborhood
housing market conditions.

The main study sample includes all fami-
lies observed in both 2007 and 2009. Wage,
income, and wealth are inflated to 2009 dollars
using the Consumer Price Index research series
(CPI-U-RS). All descriptive and regression
analyses use weights to account for sample
attrition and the oversampling of low-income
families.

In descriptive analyses, we divide neigh-
borhoods into four categories: less than 10 per-
cent poor, 10–19.9 percent poor, 20–29.9 percent
poor, and 30 percent or more poor. Such divi-
sion ensures sufficient sample size in the high-
est-poverty neighborhoods and is consistent
with the literature.24 Our main family sample in
descriptive analysis contains 2,040 families liv-
ing in areas less than 10 percent poor, 1,670
families living in areas of 10 to 19.9 percent
poor, 858 families in areas of 20–29.9 percent
poor, and 730 families in areas of at least 
30 percent poor. Sample sizes in the regression
analyses vary and are described in each regres-
sion table.

Variable Descriptions

Losses in Income and Wealth

We examine several measures of losses in
income and wealth during the Great Recession.
The first measure is whether the family head’s
wage loss exceeds 20 percent, based on wage
rates in 2007 and 2009. The PSID collects infor-
mation on whether the individual is paid by the
hour or by salary on the current main job. For
hourly workers, the hourly wage rate is
reported. For salary workers, the amount of
salary and pay unit is reported. Hours worked
is not collected in either case. We impute hourly

wage rate for salary workers based on the
assumption that they work full-time. For exam-
ple, we calculate wage rate of workers paid per
week by dividing their salary by 40 for those
who reported pay unit as “weekly.”

The second measure is whether family
income loss exceeds 20 percent between 2006
and 2008. The advantage of this measure is that
it captures mobility for everyone: not just those
who had employment earnings, but also those
who had self-employment earnings and those
who did not work. We acknowledge that this
measure is based on the time period 2006–2008
and might not capture the impact of the reces-
sion well.

The last measure is based on total net worth
from 2007–2009. We examine share of families
with wealth loss by whether 2009 net worth is
lower than 2007 net worth, and measure the
magnitude of change by the median dollar
change and percentage change in net worth
among families with wealth loss between 2007
and 2009.

Mortgage Distress

Information on home mortgages has been col-
lected in the PSID since the 2009 wave. The PSID
asks the following questions on the first and
second mortgages of all homeowners who have
mortgages on their homes: “Are you, or anyone
in your family living there, currently behind on
your (mortgage/loan) payments?” and “Have
you worked with your bank or lender to
restructure or modify your mortgage/loan?”

In addition, it also asks this potential mort-
gage distress question on the first and second
mortgage among all homeowners who have
mortgages on their homes: “How likely is it that
you will fall behind on your (mortgage/loan)
payments in the next 12 months?” The answers
are either “very likely,” “somewhat likely,” or
“not at all likely” for each of the two mortgages.
We define “very likely” as very likely to be
behind in the next 12 months on either the first
or the second mortgage, or both.
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Housing Status

We examine whether economic outcomes dif-
fered by initial housing status in 2007 using the
following groups: above-water homeowners,
underwater homeowners, subsidized renters,
and unsubsidized renters. An above-water
homeowner is defined as owning a home in
2007 and having home equity in 2007 that was
above zero. An underwater homeowner is
defined as owning a home in 2007 but with
home equity in 2007 either negative or zero.
Subsidized renter is defined as having lived in a
public-owned project or having at least part of
the rent paid by the government in 2007.

Analytic Methods

We use multivariate regressions to estimate
how economic outcomes during the Great
Recession vary with neighborhood and metro-
politan characteristics, as well as individual
and family characteristics. Our main regression
model is as follows:

yi = Xib + Nig + εi

where yi is the economic outcome of inter-
est, including changes in employment, income,
and wealth, as well as housing outcomes. Xi

includes a set of initial individual and family
background characteristics. Ni contains a set of
neighborhood and metropolitan characteristics,
such as initial neighborhood poverty prior to
the recession and area housing or labor market
changes between 2007 and 2009, to capture the
disparate impact of the Great Recession on dif-
ferent areas.25 εi is an error term that incorpo-
rates unobserved characteristics of individual i.

The individual and family background con-
trol variables include age dummies (30 to 39, 40
to 49, 50 to 59, 60 and above, with age below 30
as omitted category), education dummies (less
than high school, high school diploma only,
some college, with college degree and above as
omitted category), headship (head is female,

head is male with no wife/cohabitant, with
omitted category as head is male with
wife/cohabitant), race and ethnicity of head
(black non-Hispanic, Hispanic, other race non-
Hispanic, with white non-Hispanic as omitted
category), and family poverty status (whether
below the 200 percent poverty line based on
family income in the previous year). All vari-
ables are the status of the individual or family
as of the 2007 interview. In housing outcome
regression analyses, we further control for four
types of housing status: being an underwater
homeowner, a subsidized renter, an unsubsi-
dized renter, or a homeowner with positive
equity (the omitted category).

Neighborhood and metropolitan character-
istics include neighborhood poverty rate dum-
mies at 2007 residence census tract, MSA home
price change between 2007 and 2009 (decline
less than 10 percent, decline over 10 percent,
with no decline/price increase as omitted 
category), and census tract percentage of fore-
closures started over the past 18 months through
June 2008. In regressions on housing outcome,
we also include county-level employment
change between 2007 and 2009 (decline less
than 10 percent, decline over 10 percent, with 
no decline/price increase as omitted category).
All geographic variables are tied to the individ-
ual’s 2007 residence or to changes between 2007
and 2009.

All dependent variables in our regression
models are discrete variables, and we use probit
model and report marginal effect rather than the
coefficients. That is, we report the change in the
likelihood for an infinitesimal change in each
continuous variable and report the discrete
change in the likelihood for dummy variables.
Standard errors are not clustered by individual/
family, as outcome variables are a one-time
change for each individual/family. Standard
errors are not clustered by census tract, as about
60 percent of census tracts in our sample only
contain one family, and we have multilevel geo-
graphic characteristics such as census tract,
MSA, and county.
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Discussion on Neighborhood Effect

Empirical studies on neighborhood effects are
subject to multiple estimation problems, such as
omitted variable bias, endogenous neighbor-
hood selection, and the reflection problem.26

Some studies use fixed effects or first difference
estimators when panel data are available. Other
studies use experimental data to control for
selection bias that individuals with certain char-
acteristics choose to live in certain neighbor-
hoods. Quasi-experimental approaches, such as
using regional variation as an instrumental vari-
able, are also used in the literature.

This report focuses on the dispariate impact
of the Great Recession on residents of neighbor-
hoods with different poverty levels. This study
does not identify a causal neighborhood effect.
Rather, we describe how the Great Recession is
associated with various economic outcomes in
poor and nonpoor neighborhoods. The study
goes beyond existing research on the relationship
between the Great Recession and economic out-
comes for individuals and families with certain
characteristics (gender, age, education, race and
ethnicity, etc.). The possibility of identifying a
pure neighborhood effect is limited by the nature
of data—about 60 percent of the neighborhoods
in our sample do not have multiple families to
control for fixed or random neighborhood effects.

Nonetheless, we conduct additional analy-
sis to examine whether the association of the

neighborhood poverty and economic outcomes
in the Great Recession is related to the role of
individual characteristics. First, the raw correla-
tion between neighborhood poverty rate and
family poverty status (0/1) is only 0.23. Second,
we examine the links between neighborhood
poverty and family poverty status using a
sequence of regression models: (1) model with
three neighborhood poverty dummies but not
family poverty status, (2) model with family
poverty status but not neighborhood poverty
measure, (3) model with both family and neigh-
borhood poverty,27 and (4) model with both
family poverty and neighborhood poverty, with
a continuous measure of poverty rate rather
than three dummies.28 We find that including or
excluding one poverty measure (family/neigh-
borhood poverty) does not affect the precision
of the other poverty measure estimate (i.e., the
standard error). After including family poverty
status, the estimated effect of neighborhood
poverty dummies does shrink a bit, which sug-
gests that family level poverty explains some
variation in economic outcomes; thus we retain
this variable in the regression model. Using a
discrete or continuous measure of neighbor-
hood poverty has little effect on estimates of
family poverty status or of other explanatory
variables. Results presented in this report use
discrete measures of neighborhood poverty, as
we consider its relation to economic outcomes
to be nonlinear.



C O P I N G  W I T H  T H E  G R E AT  R E C E S S I O N

19

Notes

The research reported here was performed pursuant to a
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comments.
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