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Portfolio-based general equilibrium models are useful for analyzing the
interaction between the structure of individual tax rates and the way
particular assets are taxed, for considering the role of differential tax rules
and risk in determining household portfolio choices, and for addressing
distributional questions. Unfortunately, current versions of these models give
housing short shrift; owner housing is assumed to be riskless, rental housing
is not a separately identifiable asset, and tenure choice is of necessity
exogenously determined. This paper shows how these models can be extended to
incorporate a full housing subsector and uses an extended version of the
Galper-Lucke-Toder (GLT) model to analyze the impact of the 1986 Tax Act.

The interest rate impacts of the extended model are similar to those of
GLT: a sharp decline in the fully taxable rate (just over a percentage point),
a noticeable fall in the r~orporate equity rate (two-thirds of a point) and
increases in the returns on noncorporate equity and tax-exempt bonds. The
capital stock effects are different owing to endogenous tenure choice, the
riskiness of owner housing, and the smaller initial holdings of owner housing
by high income households. The owner housing stock increases by 3 percent, the
increase coming roughly 50/50 from rental housing and state and local capital.
The homeownership rate rises by one-half percentage point, virtually all of the
increase occurring for households with incomes under $30,000. The small
utility gains, $14 billion, are roughly comparable to those of the GLT model.
While most of the gains go to high income households, other households also
gain, unlike the results originally reported in GLT, which contained
computational errors.
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Many changes in tax policy have widespread effects on the economy, with
particular impacts on specific economic sectors, on the means of financing the
capital stock of those sectors, and on households in their capacities as both
suppliers of finance to capital-using sectors and consumers of these sectoral
outputs. The analysis of such policy changes requires general equilibrium
models that can consider this range of issues in a comprehensive yet
understandable framework.l

Although all gene~al equilibrium tax models share the common
characteristic of viewing the economy as a system of interrelated product and
factor markets in which prices equilibrate supplies and demands, it is useful
to distinguish between two types of suchrmodels in the academic li?erature:
portfolio-based models and nonportfolio-based models. Nonpo;tfolio-based
models include most notably the work of John Shoven, John Whalley, and their
colleagues.2 These models deal fundamentally with the taxation of real assets
only and translate all income taxes to the taxation of real capital employed by
various sectors. Although useful for many purposes, some of which are beyond
the scope of portfolio models, this approach cannot consider differences
between the taxation of financial and real assets.

Portfolio-based models -- such as those developed by Slemrod (1983 and
1985) and by Galper, Lucke, and Toder (1987 and 1988) -- treat separately the
taxation of financial assets in the hands of households and the taxation of
real assets at the entity or corporate level. Thus these models can analyze

the interaction between the structure of individual tax rates and the way
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The capital using sectors in the GLT model are the corporate and
noncorporate business sectors (both of which produce marketable goods and
services), state and local governments, and 800 separate household "sectors"
that produce in-kindrservices from owner-éccupied homes and from consumer
durables. Each of these sectors finances the capital it employs in production
by issuing financial assets that are absorbed in household portfolios. The
financial assets that househo;ds can acquire are: (1) taxable bonds, (2
corporate equities, (3) shares of noncorporate business, and (4) tax-exempt
bonds. Capital is also used directly by households to produce services from
owner-occupied homes and consumer durables.

The supply of financial assets issued to households depends on both the
demand for capital services in each sector and the way in which the cépital
stock of that sector ;s financed. The sectoral demands for capital services,
including those used directly in the household sector, are unit elastic
functions of the real costs of capital. The particular financial assets issued
to households vary by capital-using sector. Corporations issue corporate
equity, taxable bonds, and to a limited degree, tax-exempt boﬁds. The
corporate debt-equity ratio is determined by an optimizing equation in which
corporations balance the net tax benefits of debt finance against leverage
costs that vary directly with the share of capital that is debt-financed.
Noncorporate enterprises issue shares in unincorporated business, and state and -
local governments issue tax-exempt bonds. In addition, the Federal government
issues a fixed amount of taxable bonds to finance the national debt.

These financial assets are held by the 400 sample households, weighted to
represent the entire taxpaying population and disaggregated by labor income,
capital income, tax filing status (single or married), and itemization status
under prel986 tax law. Households, solving a problem of portfolio choice under

uncertainty, allocate their fixed wealth among financial assets and household
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When the parameters that represent the tax law are changed, the model
solves for a new configuration of total capital stocks, household portfolio
holdings, and interest rates. (Aggregaté supplies of capital/wealth and labor
are assumed to be fixed.) 1In the new equilibrium, financial asset holdings and
rates of return are again consistent with a single set of real capital stocks
and costs of capital in each capital-using sector. The solution to a
simulation also implies, for each household in the model, new values of pretax
income, taxes paid, after-tax income, and income adjusted for the riskiness of

the household's portfolio.

II. Risky Housing and Tenure Choice
Extension of the GLT model to incorporate a full housing sector is
described in four parts. First is specification and reconciliation of the
investment and consumption demand for owner housing. Next follows
determination of the prices for rental and owner housing and then of the tenure
choice decision. Parameterization changes required for the extended model are

then described.

A. Investment and Consumption Demands for Owner Housing
In the GLT model, three risky assets exist: corporate equity,
noncorporate equity and tax-exempt debt. With zero covariances between
returns, the utility maximizing shares of household j's wealth in the kth risky

asset can be expressed as

(1-a, thi - (l-bjtj)(i + p) - TRANS?
k k k
%k = j 3 3 3,23 ) )
*
mlmzmqu(l a t ) w

L 2 . j
where i is the expected pretax return, Uk the expected variance, t? the

household's marginal tax rate, itx the yield on risk-free bonds, mi is the

household's degree of risk aversion, mg represents the household's utility per
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equals the share of these expenditures going to the direct suppliers of owner

housing capital {as opposed to suppliers of replacement capital). Thus

(ig—INFL)OHé = BgEXPHJ, (2)

3
h OH
where c

is the quantity of owner housing required to satisfy households j's
consumption demand and Bi is the constant share of expenditures received by

direct suppliers. Solving for the quantity of housing,

‘ BgEXPHJ
OHé = =2 (2a)
ii—INFL

Figure 1 illustrates how the investment and consumption demands for owner
housing are reconciled for each individual owner household.4 The upward
sloping schedule plots the investment demand (supply of capital services),
equation la; the downward sloping schedule indicates the quantity of housing
consistent with the consumption demand, equation 2a. The household will choose
the quantity o8® that simultaneously satisfies both demands. Similarly
situated households (same bt and p) will choose different levels of owner-
occupied housing if.they have different levels of risk aversion (the slope of
the OHI schedule will be steeper for the more risk averse-household) or
different inflation expectations (the vertical intercept of the OHI schedule
will be lower for the household with higher expectations). That is, owner
households with greater investment demands (less risk averse or higher
inflation expectations) will choose to invest in and consume more owner-

occupied housing.5
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B (1-B )
P KT

- rnimeed,
&R xCOR,R hrEXPH (5)

where r and R denote rental housing, hi is the number of renting households in
cell j, and the summation is over all renting households. The demands for
capital services are unit elastic functions of the net (of depreciation) rental

costs in GLT. Thus

B [=venerl PP
= - 6
xR BrZhrEXPH /(1r INFL}), (6)

where ir is the pretax return on investment in rental housing. Substituting

(6) into (5) and solving for price,

B /. \L-B
i -1nrFL\ 7nJexerl) * (5a)
[ r
Pr_ Br X
COR,R

C. Tenure Choice

Like the GLT model, our extension contains numerous sample household
cells, weighted to represent the entire taxpaying population. "~Some fraction of
each of these cells owns their residence and the remainder rents. Renters and
owners in the same household cell are assumed to have the same exogenous
balance sheet items (wealth and pensions) and noncapital income components
(labor income and transfer payments), as well as the same risk aversion

3
1

parameters (m:; and mi). The households in a given cell that own do so because
their taste for ownership (distaste or lack of skills in maintenance) is
greater (less) than that of households who rent.

Let the probability of household j owning equal the probability that UO

Ur' where Uo is utility as an owner and Ur as a renter. GLT specify utility

generally as:
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. 1 .
R 2
= -1n(pl/p )" o+ 37 -zfin[22| + 1022 , (8)
o' r ] B
P7, P
o1l ri

where hg and hi, respectively, are the numbers of owners and renters in cell j,
vﬁ is the housing consumption share, assumed to be equal for owners and renters
in the jth fundamental cell, and the summation is over all other goods and

services. This summation changes little in the simulations; the change in

Pg/Pr is the dominant source of changes in ownership.

J

The Pg in equation 8 differs slightly from that in equation 4a. The ih

in 4a depends on the household's marginal tax rate as in egquation la’', but the
tax rate relevant to tenure choice depends on the total tax saving from owning
relative to renting (Hendershott and Slemrod, 1983). More specifically this

tax rate is computed as

A
i

J_ 3y /i 3
(TAX, - TAX7)/(i__ + P)OH", (9

where TAXi and TAxi, respectively, are the taxes the household would pay as a
renter and owner, assuming the house were completely debt financed. The Pg in
equation 8 is computed by replacing td in equation la' with the TJ from

equation 9 and substituting the result into equation 4a.

D. Parameterization
This extension requires developing a new sample of representative
household& cells in which the ownership fraction and rental housing holdings of
the cells are known. A number of items not available to GLT were obtained in
the process, such as the taxable pension income and transfer payments (social
security and unemployment compensation broken out separately) of the cells.

Households in the Treasury Department's 1983 data file were disaggregated by



8U3 aodnpai pue) 3gep afqexeiz ATIng se qqab STU3 3e3813 @M ’‘UOTINTOS 3589
puooes e sy "3qap 3dwaXa-xe3 ay3 PanssT SPTOYSSNOY INO JO YITUM MOUY 3,UOp
am ‘ybnoyy ‘A{ejeuniiojun -suorzeTnbaz uswurssch Aq pauTeI3suod anssT 3ge9p
snouaboxs ue se ‘‘a'T ‘spuoq JuswdorsAsp TETIISNPUT JO SONSST SSaUTSNg 3NTT
Pa3eai1l aq pInom ATTeapT YoTum ‘spuoq snusasai sbebyiow Jo ATebaeT s3STSUOD 3gap
STUL ~$86T 3O PuU@ 8yl 3e BuTpuelsSINC Sem UOTTITY Tg$ UYOTum jJo ‘3gep 3dwaxsd
-Xe3 JO SaNSST PTOYISNOY JO JuaWiIeall ayz UT ST adUsIajITP PuODSS YL
"UOTTTIq Zhy$ ‘ums iTay3 o3 Tenba satitnbe 38u
sa71ddns pue spuoq e1qexel UT UOTTTTG (/8T¢ ‘sSpucq 3dwexs-xe3 ut uoITTTd $ST$
SPTOU 10308s snousboxs ino -ser3Tnbe uT jusoiad ¢T S3S8AUT 103095 e3eIaWOTHUOD
S.171D TTym ‘sat3iTnbe uT (SanTea GgeT) SPunjy s3T Jo jusoasd ;¢ SISIAUT
A1snousbopua 103095 uotsuad a3zeatad ino snyl - (Spuoq 8TgeXe3 Ul Pa3sSaAuT
butaq suortsuad juswurssch Jo TTe yiTM) suortsuad s3eaTad woij usawuiasch
o3eredsas 1dY3aIng pue I0309S 12430 snousboxa ue pue suorsuad 03UT pTIom ayi Jo
3581 pue JdUBUTI 2PTATP &M - (s3esse jdwaxs-Xel UT 3gap STQEXP3 JUBq TETOISUMOD
3O pue spuoq aTgexe3 UT SYYI JO SIULWISBAUT Snousboxa butsq suoridsoxs ayz)
10309s uotsusd s3eatad BUTZTWIXPw-y3Teas SNOULHOPUS Ue St PTIoM ay3 jJo 3sa1
9U3 pue aduruTly TT® JO WNS aYy3l 3Jessl I19 ‘3ISITA -BUTIOU yjiom aie S82USISIFTP
3O seare 25IY3 ING 'SUOTSTA®I ®IRP JoUuTW ATuUO HUT3OD8TIer ‘85070 aie ejep
U3l JO 3ISON "UOTSUIIXS STY3 UT pue 119 Aq pesn swelT 329ys soueTeq siebaibbe
U3 S$33eSTpuT T 8Tdel "P3IPP UY3TeaM DUB SWODUT 103 STe303 TOIJUOD YSTTgE3Ss 03
pesSn sIam elep 389YS 20UBTeH SPUnd JO MOTd Pue aWODUI JO SOT3ISTIRIS OTSeg
‘In3isseoonsun paascad sTY3l Ing ‘(9 sbe 19A0 pue 'p9 03 Gp @be ‘pp o3 g =be
‘0f I9pun peay) abe Aq umopyeaiq 18y3zainj ® uTe3zgo o3 pazdwaije ATTeutbrao am
"sTT@0 ardwes /pT JO Te303 © BUTATH * (peay PIOYaSNOY Iay3o pue 3juTtol ‘aTbuts)

sasnije3ls HuTTTI @91y3z pue ‘(sssseld L) swoout Te3Tded ’ (sesseld ) 2WoDUT Jxoget

_Z'[_



_l 3_

exogenous sector holdings of tax-exempts to balance the markets); GLT treated
this debt as state and local government debt financing. state and local
government tangible capital.

Third, GLT have only $1280 billion of federal debt, while we have $1424
billion {and as a result they have a correspondingly larger personal debt
number and smaller total household wealth). This is important because when
fully taxable rates decline in the 1986 Tax Act simulations, the debt service
saving of the Federal government is proportional to its outstanding debt. The
modified GLT colgmn in Table 1 will be discussed when the simulation results
are reported.

GLT specify pretax expected rates of return and variances on all assets.
We have maintained their assumptions where possible, and where not possible
have attempted to make ac-nmptions consistent with theirs. - A case in point is
our division of their noncorporate capital, which has an expected return of
16.48 percent, a variance of 8 percent and an inclusion (in the taxable income
base) rate of 20 percent for both return and variance, into rental housing and
nonhousing components. We assume that: the inclusion rate on nonhousing-
noncorporate capital income was zero prior to 1986 and is one-quarter of that
of rental housing under the 1986 Tax Act; the inclusion rate on rental housing
under both laws is such that the weighted average of the nonhousing and rental
housing rates equals the GTL values for both laws, where the rental housing
weight is 0.461 (its share in 1985 noncorporate capital); the pretax variances
of rental housing and nonhousing income, respectively, are 5 and 10 percent;
and the risk-adjusted after-tax rates of return on rental housing and
nonhousing noncorporate capital were equal for households in the 40 percent tax
bracket and their weighted average (again 0.461 weight for rental housing)
equalled that for GLT's total noncorporate capital. With these assumptions,

the prel986 pretax expected returns for rental housing and nonhousing,
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would receive from rental housing because, as the owner occupier, he has
control over vacancies and depreciation. The single risk aversion parameter
for all owners is that which gives housing consumption shares for owners from
equation 2 such that the sum of the demands for rental housing (renters and
owners in the same cell have the same housing consumption share) equals the
supply (equation 5 holds). That is, the risk aversion parameter is that which
gives a general level of expected returns to owner housing such that
equilibrium in the rental housing market exists.

As noted earlier, renters and owners in the same cell have the same
exogenous balance sheet items, noncapital income components, risk aversion
parameters, and marginal utility of income. As a result, the demand curves by
owners and renters in the same cell for tax-exempts, eguities, rental housing,
and nonhousing noncorporate capital will be identical functions of aftef—tax
yields. With equal after-tax yields, the shares of wealth in these assets
would be equal; the owner-housing of the owner cell would be exactly matched by
lesser holdings of taxable bonds. These wealth shares will not be identical,
however, because the tax rates, and thus after-tax returns, of owners and
renters in the same cell differ, sometimes markedly, due to the ownership of
the former.

Switching portfolios creates problems in the calculation of tenure choice
tax rates (the t in equation 9). Occasionally renters pay lower taxes than
owners due to shifts in portfolio shares when tenure status is altered, i.e.,
some rj are negative. These have little meaning, however, because the change
in tenure status has affected the household's risk as well as after-tax income.
To circumvent this problem, we compute separate rj for those shifting from
owning to renting and from renting to owning, in both cases altering fully

taxable debt by the dollar change in owner housing (holding all other portfolio

]

items constant), and calculate the cell's t” as a weighted average of the two.
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sixth less and the nonfinancial corporate tax increase is one-tenth more. The
dynamic revenue gains are roughly $20 billion greater in both models. While
the business tax increase is greater, owing to lower interest deductions, the
major effect is that of the reduction in the fully taxable debt rate (see Table
3) on the federal debt service. In both models federal interest payments
decline by about $14 billion.

To allow calculations of the welfare consequences of a tax change, it is
necessary that the change be revenue neutral. A modified, revenue-neutral 1986
Tax Act 1is obtained by reducing the individual and corporate tax rates
proportionately by enough to achieve neutrality. For the GLT model, all tax
rates are reduced by 5.5 percent (e.g., the 15 percent rate is lowered to
14.175). For the extended model, the percentage cut is a larger 7.8 percent
because the dynamic revenue gain under the 1986 Act was a larger amount ($26.7
billion versus $21.6 billion). Results are then reported for both the 1986 Tax
Act and the modified Acts (those with lower rate schedules).

The impacts on pretax rates of return and capital stocks are listed in
Table 3. Our GLT results are close to those they report, although the return
declines for fully taxable bonds and corporate equity are 5 to 10 basis points
greater and the increase in the tax exempt rate is 10 basis points less. The
extended model gives a 10 basis point smaller decline in the fully taxable rate
for the 1986 Tax Act, but a similar decline for the Modified Act. 1In fact, the
only/noticeable differences in the Modified Act simulations is a nearly 20
basis point increase in the tax-exempt rate in the extended model (the average
return on noncorporate equity -- rental housing and nonhousing noncorporate
equity in the extended model -- increases by about the same in the two models).

The 6 basis point smaller decrease in the total cost of corporate capital in
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the price of owning. On average, Pg falls by about 5 percent, giving a 8
percent decrease in Pg/Pr and thus an increase in homeownership of one half
percentage point. However, Pg falls by decreasing amounts as income rises
because the tenure-choice tax rate falls by increasing amounts. In fact, for
the highest income households, the decline in the tax rate more than offsets
the impact of the decline in interest rates, and Pg rises slightly, leaving
Pg/Pr, and thus the ownership rate, unchanged. On the other hand, the tenure-~
choice tax rate barely rises for the lowest two income group, so Pg falls
steeply and the ownership rate increases by three-quarters percentage point.
The results are similar for both the actual and modified Tax Acts.

Ignoring changes in tenure choice, the quantity of housing demanded will
vary with changes in both interest rates and the marginal tax rate. The
decline in the fully taxable bond rate raises the demand for housing, but the
decrease in marginal tax rates lowers it. Again we see the effect of small tax
rate reductions for lower income households and larger reductions for higher
income households. The latter demand less housing (the highest class close to
20 percent less), while the former demand more. It is this difference between
changes in the after-tax interest rates for low and high income households,
combined with the different initial distributions of owner-occupied housing
across income classes in the two models, that explains why owner-occupied
housing rises in the extended model simulation but not in the GLT simulation.
In the GLT model, nearly 12 percent of owner housing is initially held by the
0.7 percent of households with incomes above $200,000. 1In the extended model,
the 1.1 percent of households with such incomes (pensions and transfer income
are included in the extended data) hold only 5 percent of owner housing. Thus

in the extended model the aggregate impact of high income households demanding
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utility calculation (see footnote 6). This correction cuts the gain in utility
from the risk factor by half for both those with income above $200,000 and
those with income below.

Small differences between the utility gain numbers for GLT and our
extended model also exist. 1In particular, our calculations provide a $3
billion smaller gain, all of which comes from the highest income class
experiencing a smaller gain in after-tax income. This results from the lower
elasticity of owner housing with respect to the return on owner housing in a
model with risky owner housing. This elasticity equals ig/(ig - INFL). With
owner housing not risky (the GLT model), the denominator is small and the
elasticity large. With risky owner housing, ig is higher and the elasticity is
lower. In the extended model, owner housing of the highest income class
declines by less than two percent of their portfolio versus over 10 percent in
GLT, the difference largely showing up in greater holdings of fully taxable
bonds in the GLT model.

Another significant difference in the utility results is the larger
after-tax income gain and smaller relative price gain (owing to changes in mZ)
of those with incomes under $200,000. The latter difference seems to be due to
our division of cells between owners and renters. For lower income households,
the decline in Po raises m2. For GLT, the weight applied to this increase is
100 percent because all household cells are owner cells. In the extended
model, the weight is less than 100 percent, especially less (55 percent) for
the two lowest income cells. With a smaller weight, the gain from changing
relative prices is less. The reduced gains from changing relative prices is
roughly offset by a gain in after-tax income resulting from the lower
elasticity of owner housing in the model with risky owner housing (see the
previous paragraph) and the fact that owner housing of moderate income

households increases.
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The interest rate impacts of the extended model are similar to those of
GLT: a sharp decline in the fully taxable rate (just over a percentage point},
a noticeable fall in the corporate equity rate (two-thirds of a point) and
increases in the returns on noncorporate equity and tax-exempt bonds. The
capital stock effects are different owing to endogenous tenure choice, the
riskiness of owner housing, and the smaller initial holdings of owner housing
by high income households. The owner housing stock increases by 3 percent, the
increase coming roughly 50/50 from rental housing and state and local capital.
The homeownership rate rises by one-half percentage point, virtually all of the
increase occurring for households with incomes under $30,000. The small
utility gains, $14 billion, are roughly comparable to those of the GLT model.
wWhile most of the gains go to high income households, other households alsc
gain, unlike the results originally reported in GLT, which contained
computational errors.

A number of model extensions/revisions seem in order. First, an
alternative to assuming zero covariance of the expected pretax returns on owner
and rental housing should be developed and analyzed because returns on these
two assets are almost certainly positively correlated. At the extreme, the
covariance could be assumed to be unity. Differences in the two polar cases
would indicate the potential importance of this parameter.

*

A second extension is to reassess the inclusion rates (ak and ak) of GLT.
The GLT levels for corporate and noncorporate capital were not changed to
reflect slower realizations of capital gains in response to the substantial
increase in the capital gains tax rate (and cut in tax depreciation allowances)
in the 1986 Tax Act. Moreover, the negative impact of passive loss rules on

rental housing (an increase in the inclusion rate on variance?) was not
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Footnotes
For a discussion of the use of general equilibrium models in analyzing tax
and trade issues, see John B. Shoven and John Whalley (1987). For an

evaluation of what we have learned from these models, see John Whalley (1988).

See, for example, Charles Ballard, Don Fullerton, John Shoven, and Jochn

Whalley (1985).
3 This section draws heavily on Galper, Lucke and Toder (1988).

A significant controversy exists over whether housing demand is best viewed
from the consumption or investment perspective (Henderson and Icannides, 1987).
If first and second homes are taxed identically, this analysis determines the

total demand for owner housing.

5 ; . .

GLT assume that owner housing is produced without labor but that rental
housing (part of noncorporate capital) is produced with labor. To keep
symmetry between owner and rental housing, we assume that both are produced

without labor.

6 With substitution of m%YJ for v? in equ. 7 and the assumption that Y is
normally distributed with mean E(YJ) and variance 032, it can be shown that

maximizing U is equivalent to maximizing

j j2
m OJ /2,

3y - 3.3
E(Y") ml 3

This expression is used to divide changes in welfare among its income (E(Y)),

risk (02), and price (mz) components.
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, "A General Equilibrium Model of Taxation that Uses Micro-Unit Data:
With an Application to the Impact of Instituting a Flat-Rate Income Tax," in
New Developments in Applied General Equilibrium Analysis, edited by John
Piggott and John Whalley, Cambridge: Cambridge University Press, 1985.
John Whalley, "Lessons from General Equilibrium Models," in Aaron, Galper and
Pechman (eds.), Uneasy Compromise, The Brookings Institution, Washington, D.C.,

1988.




Aatauend HO

o
X3
TANI- (d+ " T) (39-T)
DHO
E&NI-ET
IHO EUGDIS&

pPTOYasSnoH oTyToadg ® Aq BUTSNOH I9uMQ I0J spuewsd
ucTadunsuc) pur UaWISSAUI 8Y3 JO UCTIIRITIOUCDISY T aanbta

_82_



-29-

Table 1
Aggregate Balance Sheet Items: 1985 Levels (Sbillions)

GLT EXTENDED Modified GLT

Total Household Wealth 12105 11886 12168
Held directly by households 9918 9852 10061
Taxable bonds 3296 3145 3296
Corporate equity 1771 1857 1771
Non-corporate capital 2426 2283 2426
Business debt -789 -811 -789
Tax-exempt bonds 379 310 379
Household sector capital 4724 4803 4724
Homes 3329 3416 3329
Consumer durables 1395 1387 1395
Personal debt -1890 -1735 -1746
Held by intermediaries 2188 2034 2107
Private pensions and life insurance 1970 1657 1752
Taxable bonds 1684 1047 1146
Corporate equity 286 610 606
Federal pensions (taxable bonds) - 159 137
IRAs and Keoghs (taxable bonés) 218 218 218
Total Capital Stocks 12105 11886 12168
Corporate capital 3084 2934 3084
Non-corporate business capital 2426 2283 2426
Rental housing -- 1052 -
Other - 1231 -
State and local capital (equals tax exempt debt) 592 442 511
Owner-occupied housing 3329 3416 3329
Consumer durables 1395 1387 1395
Federal (equals taxable debt) 1280 1424 1424
Corporate Financing Ratios:
Taxable debt 0.293 0.268 0.293
Tax-exempt debt 0.040 0.042 0.040
Corporate equity 0.667 0.690 0.667

Exogenous Sector
Taxable tax-exempt bonds (asset & liab.) 336 254 255
Taxable bonds (asset) and corp. equity (liab.) 0 441 320
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Table 4

Impact on Homeownership and Owner Housing

Tenure Choice Tax Rate (%) Homeownership Rate (%) Owner Housing Demanded (bil §)

Income Class Wealth Weight Impact of Impact of Impact of

(000 of $) (trillions) (mils HH) Initial Tax Act Modified 1Initial Tax Act Modified 1Initial Tax Act Modified Modified
Fixed varying
Tenure Tenure

10-20 0.7 30.0 4.4 ~-0.0 -0.4 55.1 0.8 0.8 582 23 21 28 o

20-30 1.6 20.0 9.6 -2.1 -2.9 53.9 0.6 0.6 527 64 57 72 b

30-50 2.0 20.0 23.7 -4.4 -5.9 66.2 0.2 0.2 755 33 29 29

50~-100 3.9 17.5 26.8 -4.8 -6.5 76.2 0.2 0.1 1118 42 28 27

100-200 1.7 2.3 34.9 -9.6 ~11.6 82.7 0.0 0.0 256 ~-15 ~19 -20

200 plus 2.0 1.0 39.6 -16.6 -18.5 88.8 0.0 0.0 177 -31 -34 -35

Totals 11.9 91.4 25.8 -6.7 -8.3 62.3 0.5 0.5 3416 116 82 102
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