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DENNIS ZIMMERMAN:  We’ve come to the final session for owner-occupied housing.  I’m Dennis Zimmerman with the American Tax Policy Institute, and we have three very accomplished panelists today. 
We’ll lead off with Ingrid Ellen, who is an associate professor of public policy and urban planning and co-director of the Wagner and Furman Center for Real Estate and Public Policy – that’s quite a mouthful – at NYU.  
Then she’ll be followed by Todd Sinai, associate professor of real estate at the Wharton School, and Reid Cramer, research director, the Asset Building Program at the New America Foundation.  
And Ingrid will go over our five questions that were sort of de rigueur for all these sessions, and then we’ll continue on with more about these housing subsidies.  

INGRID ELLEN:  Okay, great.  Well, I’m not sure we’re exactly following those instructions because I’m really going to focus on the first question and then we’re going to march on down the line.  I’ll provide a little transition to the tax policy question.

But really what I’m going to do is start by providing a broad overview of the cost and the benefits of home ownership and think about some of the reasons we might want to be subsidizing home ownership in the first place.

It is very easy, if you spend just a little bit of time on the Internet, to find many, many examples of far-reaching tributes to the transformative power of home ownership.  So I just picked out three from three of our presidents in the 20th century, from both sides of the aisle:

Herbert Hoover emphasizes the benefits of living in an owner-occupied home for children; Lyndon Johnson talks about the pride and responsibility that homeownership can provide; and George W. Bush emphasizes in this quote the community benefits of home ownership.

Now, what is the theory that’s underlying this sort of abiding faith in home ownership?  Why is it that home ownership makes households, in a sense, behave differently?  And I think there are a few possibilities.

One is that homeowners are likely to save more –, following up on the previous discussion that home ownership, in a sense, provides a default mechanism.  It is a form of default mechanism for saving.  It’s a form of self-paternalism, an amortizing loan.  If you don’t do anything about it, you are saving every month– , you are building equity in your home every month by paying off your mortgage.
Second is that homeowners may tend to invest more, both in their structure – the structural quality of their home and the grounds and also in their community because they have a financial stake and an incentive to do so.

Third is that homeowners tend to stay in their homes and stay in their communities for longer.  The median length of tenure for renters – this, I think, is from 2004 – was less than two years, and for owners it is nine years.  So there’s a big difference in how long homeowners and renters tend to stay in their homes.  Homeowners tend to be much more stable, largely because of the greater transaction costs of moving when you’re a homeowner.

And, finally, and this is probably the most tenuous is that Richard Green and Michelle White have argued that homeowners also may build managerial and financial skills from the experience of owning their home.
So what does this translate into and what do these behaviors that home ownership might encourage translate into in terms of benefits for homeowners – individual homeowners and their children?

First is potentially increased wealth and wealth accumulation.  The difference in the net worth of homeowners and renters is large.  And, again, maybe this is because of the default mechanism for saving that home ownership and amortizing mortgages provide.

Home ownership might provide greater stability, which we might think would particularly benefit children, who then, as a result, don’t have to move quite as much to new communities, to new schools; that home ownership might confer these skills for parents, which, again, might also benefit children.

And, finally, home ownership might provide psychological benefits for individual home owners, which might relate to building self-esteem, that because home owners have essentially achieved the American dream and therefore they may feel some pride, and that also, maybe more fundamentally, that homeownership helps to provide a greater sense of security and control and autonomy for homeowners.

Now, these in and of themselves may be important justifications for subsidies, but perhaps even more important is the kind of external benefits that homeownership might provide, that it may not only be good for me to be a homeowner, but it also may be good for you.  You may benefit from living in neighborhoods where more of your neighbors own their homes.
And why might this be the case?  Well, first of all, if homeowners are more likely to invest in their homes, and if you live in a neighborhood with more homeowners, you’re going to live in a neighborhood with better-maintained homes, more attractive homes.

Secondly, if homeowners are more stable, if you live in a community with more homeowners, you’re going to be living in a community where more people have lived there for longer.  There may be some richer social capital, denser social networks.  People are more likely to be looking after your kids, looking after your homes.  You can depend on them.

And, finally, because homeowners have a stake because of their investment, their financial stake, they’d be more likely to get engaged in the community and therefore more politically more engaged, more civically engaged so that neighborhoods with more homeowners may have improved –  superior public services and a richer set of community amenities as well.

Now, there may be risks associated with home ownership, which I know Todd is going to talk about as well, which is that because homes are very expensive, home ownership requires that people tie up a large share of their savings in a single asset.  
Essentially, the flip side or the dark side of the stability that homeownership provides,  especially in down markets like the one that we’re in today, households can get locked in to their home, because once the value of their asset falls below their mortgage, they’re unable to move, essentially, because if they sell off their house they can’t afford to pay off their mortgage.

It’s possible that it increases economic volatility.  This is more controversial but some have argued that people actually tend to spend more when their house values apparently go up and spend less when they go down.
And, finally – and, again, this is, you know, less talked about, but I think that it’s also possible because of, again, the dark side of homeowners’ greater commitment and financial stake is that home ownership actually may encourage NIMBYism.  
Homeownership may encourage segregation because homeowners – and this is something that I’ve actually documented in other work - that homeowners are actually more resistant to racial mixing, perhaps because they are more concerned about their property values.  
So what’s the empirical evidence on this?  I mean, almost every study that looks at – compares individual outcomes, community outcomes, finds that homeowners fare better.  Home owners fare better and communities with higher rates of homeownership fare better.

But it’s not clear that it is homeownership itself that is leading to these superior outcomes.  First of all, any kind of impacts do typically diminish in the studies that are able to control for length of tenure, so some of the purported benefits of home ownership really do seem to come simply from the stability and the longer length of tenure.
And more fundamentally, there’s really no study that addresses the underlying unobserved differences between the kind of households that become homeowners and those that rent.  

And, finally, the studies fail to control for a level of equity in their home, and this I think raises an interesting question, which is just – which I’ll just kind of throw out there, which is that in today’s market it’s not clear that homeownership is delivering the same kind of benefits.

When you have widespread negative equity positions, and it’s not clear – you know, a lot of the theories that we have about why homeownership is beneficial, why homeowners behave differently and are more civically engaged, they’re better citizens; it’s because of the stake that they have.  Well, if they no longer have a financial stake, then it’s not clear that we’re going to see those benefits.
And homeownership may not provide the same stability and security when you’re talking about homeowners who are stretching themselves financially to afford homes and taking on aggressively underwritten adjustable rate mortgages with steep prepayment penalties.  It’s not clear that that really is providing the same kind of stability and security and autonomy that we think homeownership typically provides.
And, now, in terms of just – really quickly, the kind of – how does our federal government currently subsidize homeownership and support homeownership?  There are really three main ways.  
One is through creating and subsidizing the secondary market through Fannie Mae and Freddie Mac, which really is about providing liquidity in the market, probably reducing interest rates to some degree, through FHA mortgage insurance, which is really about helping households who can’t afford the standard down payments, and, finally, through the tax code, which I know we’re going to go into in much more depth, so I’m just going to raise that here.

And I just wanted to just end by teeing up the question about the policy, which is to say, thinking broadly about these benefits that we think home ownership may confer, what goals do we want any homeownership policy to aim for?  

And I’d say number one is that we want those policies to be targeting borrowers that are on the margin between renting and owning, so that any kind of support that we’re providing is really going to push households over that margin.

I think, relatedly, we want to help households who need help.  We don’t want to be creating a very regressive system.  We want to be subsidizing owning and not subsidizing the purchase of larger homes or more land, which, none of the theories about home ownership say that if you own a larger home that you should become a better citizen and you should invest more.

Secondly, I think we don’t want to be implementing policies that encourage – I should really say, we should not be encouraging excessive energy consumption and emissions.  
And, finally, I think really what we want to be doing is subsidizing owning and not owing or borrowing.  And I think that – again, I don’t have time to go into this in more detail.  I know Todd and Reid – it’s pretty clear that the mortgage interest deduction fails to deliver pretty much on all of these goals.  Let me just leave it at that.

And let me just end with one more  plea, which is we had a housing policy conference at the Furman Center a couple of months ago, the name of which was “A Crisis is a Terrible Thing to Waste.”  And I think that phrase is incredibly apt in the discussion of the mortgage interest deduction, which has long been seen as sort of the sacred cow of housing policy in the U.S.
And I think, if there was ever a time when we really can seriously consider some meaningful reforms to the mortgage interest deduction, it would be now in this time of crisis.  So I hope we don’t waste this crisis in that regard.

TODD SINAI:  Okay, so that’s great because I’m going to largely pick up where Ingrid left off:  Let’s wait for a second here.  Thank you.  So I’m actually not going to talk about issues of risk but I’m happy to talk about it later because that will be fun.  

I’m going to be talking not so much about why we would want to subsidize home ownership – I take that as a given – but I’m going to talk about how we’re going to subsidize home ownership and how we should do it if we’re going to think about doing it in a conference that’s talking about tax incentives.
And there are two things that we’ll need to think about when we think about subsidizing home ownership.  One, we need to think about how would you like to subsidize home ownership, and the other thing that you need to think about is, well, we already have a housing tax policy and one needs to get rid of that in order to get to something different, and getting rid of the one we have actually turns out to be pretty darn hard, and that really puts a damper on things.

So let me start by giving you some numbers on what our existing housing policy is, and I’ll go through that and talk about what it looks like, and then I’ll talk about possible changes.

There are really a bunch of components, three of which were on Ingrid’s list and one which she left off, which is fair because people who think about the subsidy for owner-occupied housing think about a different thing than people who think about the tax expenditure on owner-occupied housing, because some of these things get measured in the tax expenditure accounts and some things don’t.

So one thing that shows up in – I’m going to put JCT numbers on this in just a second – fortunately Jeff Liebman went home, so the fact that I’m not using his numbers won’t get me into trouble.  You can deduct your mortgage interest.  So if you are an itemizer, you have a deduction of your mortgage interest up to a million dollars on the purchase or acquisition of a house and then $100,000 on other stuff.
You can deduct your state and local property taxes.  And then the equity that you used to finance your house, the return on that equity isn’t taxed.  This comes out of the big subsidy for owning a house, which is if I just invested my money and took the proceeds and rented a house instead of buying the house for myself, I would pay tax on those proceeds on the investment.  

So there’s a subsidy to putting those proceeds directly into the house instead of putting it into a taxable investment.  That means there is a subsidy implicitly on the equity I put in my house. 
When we think about changing these policies around, no one ever talks about dealing with the fact that the return on housing equity is untaxed.  It’s sort of hard to deal with.  Some European countries will tax the imputed dividend on your house.  That is never a credible policy to be talking about in the United States and even I’m not going to talk about it.  

But it means we’re not going to get a whole lot of traction on being able to deal with the subsidy of the housing, because when we deal on the debt margin, what people could do is just shift their housing financing to more equity and they get their subsidy right back.  That’s an inherent problem.
So the other thing that you get, of course, as Ingrid mentioned, is that $500,000 of capital gains on your house is excluded from taxation.  If you have more than $500,000 of capital gains, you just wait a couple years and your house value falls and you’re back under $500,000, so you’re okay.  (Laughter.)  

The JCT puts numbers on some of these components.  I have learned from Eric and others that I don’t get to add these estimates together.  I am going to give you the individual components on this slide.  The mortgage interest the JCT estimates to be about 67 billion (dollars), the state and local property taxes about another 25 (billion dollars) and the light taxation on capital gains about another $17 billion.  And I think if they totaled it up, they would get something about $110 billion.
Jim Poterba and I have put numbers on some of these components, too, here on the next slide..  Using the Survey of Consumer Finances we get about the same numbers for tax-deductible mortgage interest and state and local property taxes, but in a different year.  We actually estimate the total, too.  The missing component on the slide is the untaxed return on housing equity.  The way you get from the JCT’s 110 billion (dollars) of subsidy to the 330 billion (dollars) we get is you realize that the average leverage in the U.S. is, believe it or not –it’s not what you read in the New York Times about people who are defaulting -  it’s about 35 percent.
So two-thirds of the subsidy comes from the fact that we don’t tax the equity portion and we’re not going to talk about changing that.  

So, this number ($331 billion) is the entire subsidy (to owner-occupied housing).  This next slide is just to give you a sense of how it varies across the population.  Not surprisingly, if you are rich or high-income, you get a much bigger subsidy because, A, you own a much more expensive house so you have more dollars to subsidize.  And, B, you have a higher average tax rate so the value of the deduction per dollar is also higher.  When you put those two things together, you get a pretty big subsidy.  That’s what you see on the right-most column there, where it says 250-plus.  Those are people in the SCF making $250,000 or more.  

The subsidy doesn’t actually go up a whole lot with age in any different income column – you have the different income columns there – but older people tend to have lower incomes, so when you look at the right-most column, which is everyone’s subsidy by age, what’s happening is the composition of people are changing and so you have less subsidy as you get older when people have lower incomes.  
The reason that people – do you have a little laser here?  No.  Okay, the reason that people who have low incomes have a low subsidy is the combination of having lower tax rates, less money in housing, and also they don’t itemize, so the mortgage interest component (of the subsidy) tends to go away for them.  We’ll see that in a couple of minutes.
This (next slide) shows some other calculations that Joe Gyourko and I did, where we looked at how the subsidy is allocated across different states.  This is a little hard to read, but (each bar) shows the value of the tax subsidy, net of the increase in tax that’s required to pay for it using the current tax system.
This chart shows how the subsidy is distributed among owners, and we ranked them by how much they are getting.  So people in Hawaii, which is the right-most bar, get about $7,000 per homeowner, and then D.C.,California, Connecticut, New York, and so on.
The next slide recognizes that renters don’t get any subsidy and nets the renters out of the measure.  And so what you see – this just aggregates the remaining subsidy by state.  What you see is the value of this subsidy, the current subsidy, goes basically to California, New York, New Jersey, Connecticut, Massachusetts, Hawaii, D.C., Rhode Island and New Hampshire.   They get a ton of money, and basically every other state is sort of neutral or they lose a little bit.  

So I’m going to talk about changing the (housing subsidy) policy, but the reason I think that the policy never gets changed is that if you’re in New York or California or New Jersey or Connecticut or Massachusetts, a change is the last thing you want to have happen.  This subsidy is a huge windfall for your state and everyone else doesn’t care very much (to oppose it).  So that’s what you’ve got. 

This next slide (skip to Slide 9) shows the same subsidy by metropolitan area.  So basically what you discover is San Francisco, L.A. – these are the actual metropolitan areas – San Jose, the New York area, Honolulu, the Boston area, San Diego, Bethesda.  Those places basically get a very high subsidy.  So it’s the metro areas in the dense coasts who benefit.

So that’s what we have in terms of the total subsidy.  Now, one then wants to ask, in my remaining three minutes, how one would like to change this subsidy?

There’s lots of stuff not to like about the mortgage interest deduction.  There’s lots of stuff that Ingrid mentioned that you really don’t want to have happen.   First, it’s quite regressive.  Its value goes up with people’s income and goes up if they spend more on housing, and itemizers don’t get it.  Second, it doesn’t discourage leverage.  I chose my words carefully there.  The current tax system, while it subsidizes housing, is neutral in terms of financing.  It subsidizes equity investment and mortgage investment the same way.


Now, you might say – and I would agree with this – that you would like the tax system to discourage leverage, in which case you would want to have more favoritism towards equity investment in housing rather than debt, but currently the mortgage interest deduction treats debt and equity the same, and it subsidizes big houses.

As a result it’s going to be hard to change (the subsidy), and you can see why just doing something like eliminating the mortgage interest deduction doesn’t do a whole lot.  It’s not very big.  This slide is how much taxes will go up if we eliminated the mortgage interest deduction. 
You can see that poor people,are just not getting a whole lot from it.  People over 65 and earning less than $40,000, get $5 from the mortgage interest deduction, largely because only 2.8 percent of them itemize. If you don’t itemize, you don’t get this deduction.  Only about 20 percent of the people who are 25 to 35 in that income category itemize.  
Plus, once you get to be about 65, you basically have almost no debt.  Seventy to 75-year-olds in this country basically have 100 percent equity in their houses.  It’s young people who have debt and thus have mortgages to subsidize.

Now, remember that first chart I showed you. (In that chart), the over-65s actually get just as big a subsidy from owning a house as the young people.  It’s just that they get it in the form of all the equity subsidy rather than the debt.

That’s problem number one.  You don’t get a lot of traction by dealing with the mortgage interest deduction and for the components that you do get traction on, you can imagine that there are better policies.  

In the next slide, what happens if you eliminate the mortgage interest deduction?  The equity portion (of the subsidy) is still there.  It would be nice if eliminating the mortgage interest deduction deterred the usage of debt.  It turns out that may not be the case.  The reason is that for the mortgage interest deduction, people fall into one of two categories.  One group has no debt because they’re older and they have paid down their mortgages, and therefore they could substitute a tremendous amount of assets for debt because they have very little debt and they have assets.  What they could do if you eliminated the mortgage deduction is just say, okay, I’m going to take assets that are being taxed and use those to pay down my mortgage interest and my subsidy is completely unchanged.  But they don’t have a whole lot of dollars there because they don’t have much debt.

Then you get the other group -- people with lots of debt who are basically young, lower-income people, and they have no assets.  Those are the people for whom eliminating the mortgage interest deduction is going to have some traction.  Of course, that raises the cost of acquiring a house for them because while we’ve just changed their financing incentives, we’ve made home owning more costly.

And then there are the people who have lots of assets, the people who have lots of income, the $250,000-plus category, and they have a fair amount of debt and a fair amount of assets because they have pretty robust portfolio strategies.  You don’t have much traction in changing their marginal costs of housing.  You can change their debt usage, but they’re the people who can handle debt.  So there’s not much point in doing that either when you change the mortgage interest deduction.

So this is a problem that’s a little untenable.  
If your view is that one of the things you’d like to do through housing policy is redistribute income, then shifting to something like a (mortgage interest) credit makes a lot of sense because it’s not changing the incentives for using debt, but we could go to something like a capped credit because it’s not going to, at least on the debt margin, change the relative prices for buying a lot of house relative to a little one because you’ll cap it.  
And what it will do is all those people who didn’t get much benefit from the mortgage interest deduction because they don’t itemize will get a much larger benefit.  And those are the sort of things that you can do.  Okay, so I’m not going to talk about that side.

There are two other things that we should think about when we think about Ingrid’s issues about what we should subsidize.  We tend to talk about this in terms of dealing with the mortgage interest deduction because that’s the one policy that we can get traction on, in talking about giving something like a mortgage interest refundable credit, all right, as a way of dealing with the fact that the income distribution is very bad for the mortgage interest deduction.  

Another thing you could think about is subsidizing staying in your house longer, subsidizing long-term renting, instead of getting people into ownership, if ownership is not necessarily something that we think is good for people.  Or you could think about subsidizing things like giving a credit for ownership or home purchase, because home purchase tends to be an absorbing state, rather than subsidizing house spending on the margin.  However, any of those polices still leave that fact that we don’t tax the equity still in place.  

Your turn, Reid.

MR. ZIMMERMAN:  Reid?  
REID CRAMER:  Great.  Yes, another excellent, interesting presentation in a really compelling day.  So this is the home stretch.  I want to thank Eric and Lily for convening this gathering, for inviting me.  I think they’re handing out medallions for anyone who’s made it through the whole day.  (Laughter.)  But really, a lot of candle power today, so I’ve really appreciated being here.  And I’ll start with a few observations for my remarks.  

When the Joint Committee on Taxation began to look at tax expenditure policy last year, they wanted to come up with a new taxonomy, which really isn’t an easy task.  They were looking at 150, 170 provisions that have been defined and their goal was to really group them into some similar categories with the idea that they could help policymakers assess and make some comparisons.

And in doing so, one of the distinctions they made was whether or not provisions could be looked at in terms of social spending or business spending, something akin to investments that would generate some kind of income or economic activity.  

And I actually think this is a very useful approach, for a couple of reasons.  One is it explicitly recognizes that we do social policy through the tax code.  And I think this is a very important observation.  It also provides another means of looking at some equity issues in terms of how many households get different kinds of benefits.  

And the third thing that I thought was interesting about this approach was it raised an ambiguity around how the mortgage interest deduction was considered, because they thought it had features of both social spending and business spending. 
And this is because the policy – that specific policy of the mortgage interest deduction, certainly is seen to encourage home ownership as a certain kind of consumption activity and it also was a substitute for an alternative income-producing investment. 

So they talked about this.  They revealed some of their internal debate.  They went with social spending.  But I think that confusion is a little bit illuminating of a larger point and it’s this lack of clarity, ultimately, about what this provision is actually supposed to do, which I think is pretty relevant here.  And when we have some of that confusion, it becomes difficult to assess whether this is an effective policy in achieving its goals.  

So, are homes the basis for a specific kind of consumption that, as a society, we wish to encourage, or is it a business – you know, an economic activity we’d like people to engage in?  So that’s, I think, an interesting observation.

Now, Toder and Bachelder and Nichols create a framework for how we’re going to assess these provisions.  They start with is there a positive externality?  And I think this is a great, important first question that we can discuss.  But then I would ask, a positive externality to what?  
Is it just to people being housed?  Is it to having some kind of equity stake in the housing?  Or having multiple homes, maybe – really large homes?  I mean, what are we going to evaluate here with this policy?  And I think that – you know, we might have answers for each of those questions.  It’s often thought about in terms of encouraging home ownership.
But I would submit that we actually need some help from our policymakers who are going to be responsible to weigh in here and help clarify some of the objectives.  So that’s another point I think is relevant to make. 

So (the) Joint Tax (Committee) – they went with social spending.  I think this makes sense.  The apple pie version of the American dream is the children in the yard, and it’s the porch swing, and it’s also maybe not the swing of home values that people often are observing when they think about the American dream.
I’ve often been struck by these large windfalls that accrue to certain homeowners in certain communities that really appear quite large and arbitrary.  And of course we can see the same phenomenon when home prices come down.  

So while there is an economic story to tell, usually when we think of home ownership we’re trying to encourage consumption of a certain type.  And perhaps there’s also the leveraging opportunity that is important for households up and down the income scale, especially if we have some basic protections, some consumer protections that are part of the system to prevent over-leveraging.

But we didn’t have those protections, and I think if we look at the current situation in the economy, a lot of families were really hurt in extreme ways by this recent downturn.  And home equity was central to their portfolios, central to their balance sheets, central to their economic stability, and now look what’s happened.  So, this is a policy area broadly that I think needs a lot more attention and scrutiny that in many ways is going to take us well beyond tax policy.  

Now, when we have spending programs that are created, we get some statutory language that defines their intent, and we don’t get this in the tax expenditure approach.  And I would argue that we should.  I’d like to see some system of assessing each of these provisions.  
And of course we can look at the other ones as well as the mortgage interest deductions that have been mentioned, where we really get to some real serious money.  I think OMB’s numbers were about 150 billion (dollars) for 2010, looking at the three provisions that they score. 
Now, people are familiar with Chris Howard’s work, who’s looked at the hidden welfare state and tax expenditures.  When he looks at the history of the mortgage interest deduction, he’s observed that this is a policy that has had growth without advocacy or public deliberation.

So, you know, it’s grown kind of arbitrarily.  It hasn’t been connected to a change in home ownership rates.  When it was created initially with the income tax in 1913, there was no public deliberation.  That was largely the case in 1986 as well.  And Ed Glaeser and others have noted the disconnection between the tax subsidy and the actual home ownership rate.  So, in many senses, we’re not getting our money’s worth.
Now, it might be that somebody could come through and make an impassioned defense of the policy through this economic activity that it’s supporting, for the construction industry or mortgage lenders or real estate agents, but that’s generally not how the policy is defended.  
I also wanted to make a couple of contextual comments about social policy generally which I think are relevant here.  One is when we deliver social policy for lower-income people,  we do it one way; when we do it for middle- and upper-income people we do it another way.  

So when we do it for the poor, we think of immediate consumption and income maintenance needs.  For others, we’re looking more at long-term savings and wealth-building activities.  So I think we can see many examples of this.  I think it’s a little bit problematic.

We’ve seen from a bunch of research that there are asset effects, that people that have asset holdings in many different homes, including homes, certainly have a lot of potential positive social outcomes.  There’s impacts in long-term social development.  So there’s a number of hypotheses that Ingrid ran through.  There’s also research I think that’s confirming that.

Now, when we use the tax code to deliver this asset-based policy, which isn’t new, it actually is striking that it doesn’t reach everybody.  And I think another way to approach this, thinking of social policy, if we’re going to look at assets and asset-based policies is to find ways to include everyone.  So I think assets matter, and the current way that we encourage them is really characterized by inequities.  

So, I briefly wanted to go through some of the issues people have teed up on the different panels that I think are relevant.  You know, the first question was, is this an area that we should be focusing on and where the government should be intervening? 

I certainly think there’s a case to be made that we should, but there’s a number of caveats, and we can find the links to stability – economic stability, community, building a future orientation that are there, that accrued to homeowners, but it doesn’t mean that homeownership is right for everybody, for all families in all situations.
It also doesn’t mean that it should be the primary leveraging opportunity that families have, or the main vehicle that they use to hold net worth, or the primary access point to a lot of the bundle of neighborhood services that accrue to homeowners.  

This is how people access good schools and neighborhood amenities and community, and that might not be the best way to do it.  And I think that there’s obvious risks in our society when we use homeownership to deliver some of the access to these amenities.

I’d like to imagine another parallel world where we look at housing more broadly, we look at rental policy, affordable housing, and we’re not distinguishing as much.  I actually like some of the ideas that Todd threw out in that regard.  

And I think there’s other ways of approaching alternative ownership strategies.  There’s some ideas about shared equity housing that I think are really compelling that need more support and interest.  But that’s not the universe that we’re in right now, and I think we want to recognize that there are some useful outcomes that come by supporting home ownership, and then we can kind of roll through these next couple of questions.

The other one was, what’s the best way?  Is it the mandate for soft paternalism or the fiscal incentive?  And here I want to emphasize that this is a very broad terrain that we’re working in now and I think there’s opportunities for all three, for policy interventions for all three.

There’s the process of becoming a homeowner, for saving up for the down payment, staying current on your mortgage obligations, covering transaction costs, a whole range of things, and I think there are different policy mechanisms that we should consider deploying to cover the broader home buying and home owning experience.

So there are certainly rules that we want to put in place around the home-buying process, consumer protections we want to see that are somewhat there that need to be strengthened.  I think there are a lot of opportunities for defaults.  

We can look at the fixed 30-year mortgage as being a really good product that we should be encouraging more that would avoid some of the predatory practices that we’ve seen in recent years.  

And so there’s a really – also going to be a longer time horizon for people to become home owners because it’s going to, in the years ahead, require larger savings and larger down payments going forward, so we’re going to need policies that are going to weigh into that savings process.

And here I want to – when we say savings and the last panel says savings and they meant retirement – actually, it was mentioned also that there are all these other intermediate goals that people have, and we’re going to need a saving system that helps people save for retirement and helps them save for some of the intermediate savings needs along the way as well.
So, I think it’s going to be hard to get out of tax policy, though, in this arena when we do need a fiscal incentive that’s part of the package, along with mandates and along with soft paternalism in the defaults.

And here, I think Todd’s comments were really instructive.  I like the notion of a credit that’s refundable because it deals with some of the inequities that are there, and I think that there’s a lot of proposals that are on the table that are really relevant here.

So, dealing with the credit, over the deductions certainly moves us in a positive direction.  And, as has also been pointed out, the small number of households that actually itemize, that gain benefit from the current structure, even when they are homeowners, it’s really relevant that we are not helping people get across the threshold with this policy; we’re really rewarding past success.  

And in fact, we’re really rewarding it aggressively because you can get some more benefits by adding another home and adding a larger home.  And it’s certainly counter to some of the other things that we’re thinking about in our broader approach to policy where we’re going to start thinking about energy efficiency and some other consumption patterns, that we need to actually look at some other ways that we live and our society is put together.

So, is this possible?  The Bush tax reform panel put the idea of a credit on the table.  Jason Furman supported it.  When it came out, it was part of the Obama campaign proposal.  It didn’t make their initial cut when they put their budget out.

But clearly, this crisis is putting a lot of big picture items on the table.  We’re looking at health care, which, if we can do health care, maybe we’ll be able to look at reforming the home mortgage interest deduction as well.  So I think that there really is an opportunity here, and in that sense I’m optimistic that we might be able to get something.  

Actually, at Ingrid’s conference that she mentioned – I quote Shaun Donovan, who gave a nice address, and he said, in crisis there is opportunity, but there is also crisis.  (Laughter.)  So, there is still some peril ahead.  Thanks.

MR. ZIMMERMAN:  Thank you.  I noted as remarks were being made that all of our panelists were busy scribbling as the others talked, so I think they probably have a bit of dialogue they’d like to engage in amongst themselves.  

MR. SINAI:  I’ll go first.

MR. ZIMMERMAN:  Go ahead.

MR. SINAI:  Okay.  It’s good that Rosanne is in the audience.  Just to pick up on something that Reid said, it would be nice to get to something like a refundable credit.  

One thing I never understood – and I didn’t understand it when the tax reform panel was deliberating as well -- the difference between housing incentives and retirement incentives is that with housing people hold an asset that’s got an incentive attached to it, and that asset capitalizes the value of the incentive, especially in the places in the country that get the biggest value.

So in California and in the whole Northeast we have a relatively inelastic supply of land and the tax incentive probably is capitalized largely into the value of houses there.  At some point, I did a calculation that in California, in those main cities, something on the order of 20 to 25 percent of the value of the houses was due to the total tax subsidy, and about a third of that’s due to the mortgage interest deduction.
So you’re looking at going to a refundable credit.  We talked about the distribution of the ongoing flow of the subsidy, but there is a whole distributional issue of changing the system and basically taking money from, say, wealthy people in San Francisco (by changing their property values) and giving it to poorer people in Gary, Indiana that I don’t really know how to think about but I can understand why it makes the policy really hard to implement. 

MR. CRAMER:  Yeah, I mean, your material on the metropolitan areas and the states is really instructive, and obviously it’s towards the high-wealth areas and places where you mentioned where land costs are high and incomes are also high.
What about the notion of trying to weave in some kind of geographic adjustment for what credit could be available?  It could be done by return, by zip code, it adds a little more complexity and might move how much credit is on the table.  But, plausible?

MR. SINAI:  I think any time that you change who is going to receive the ongoing flow benefits, you get into an issue of that you’re taking benefits away from people who have already done stuff in the past and there’s really no way to make them whole, I guess, unless you give them a lump-sum wealth transfer, which I’m not sure as a country we’re willing to do.  But, I have no answer for this.

It seems to get us into a catch-22 of doing nothing when it comes to subsidies that have an asset price incidence.
MS. ELLEN:  I think it’s a good point.  I do think there are ways that we can move there a little bit more gently, a little bit more slowly.  But you’re right; I mean, the fundamental reality of your diagram is going to hold.  

And I think there are other catch-22s too, in thinking about alternatives.  The research suggests – a lot of our policies are aimed at reducing interest payments, but in fact for lower-income households, the larger barrier to home ownership does seem to be the down payment.  

And once you start getting into subsidizing down payments, then you get into this catch-22 of, if you subsidize down payments, then you’re basically pushing people into homes that – they’re not really homeowners, right, and it’s not clear that any of the benefits that I laid out, potential benefits of home ownership, actually will result.

So I think that’s something of a catch-22 as well, in thinking about it.  And that’s not so much of a political catch-22 but just sort of a policy catch-22. 

MR. CRAMER:  Yeah, I would like to see this policy objective be assessed because I think that one of the ideas that would arise would be the notion that we should be encouraging people who are on the cusp of crossing the threshold into home ownership, and that’s where the societal benefits come from.  It’s not from helping the people that already would be homeowners that are buying bigger homes.
So that would be something we’d want to encourage.  In doing so, the savings, the down – savings for down payment becomes one of the key obstacles, and therefore, we might be thinking about how to integrate the last two panels together, where the savings structures and the savings incentives are ones that can be designed in such a way that these other purposes are accessible.

And then people, throughout their life course, have multiple savings needs.  Retirement is one, but these other intermediate investments that they can make that can serve as the bridge to retirement are really important as well.

So I think that an assessment of how these tax policies are put together by objective could end up helping us make that link conceptually.

MS. ELLEN:  Yeah, and shared equity, which you also had mentioned, may be another way to help us get to that same place.

MR. SINAI:  It’s worth keeping in mind that Canada, at least for a while, had a policy that subsidized saving for the purchase of your first house.

MS. ELLEN:  Yeah.

MR. SINAI:  Right, so you saved – you accumulated savings that was subsidized through the tax code.  It gets at – solves some of the issues that you’re talking about.

MR. ZIMMERMAN:  Okay, one question:  Are there estimates of the ratio of marginal to inframarginal homeowners, both in terms of households and the dollars of foregone revenue?  I mean, we talk about it, but are there actually estimates of just how inefficient these are?  Not to prejudge the – (laughter) – question here or anything, but – 

MR. CRAMER:  There are other experts in the room to call on.

(Cross talk.)

MR. ZIMMERMAN:  Okay, Len 
Q:  LEN BURMAN:  I guess I have a comment, if that’s okay.  You look at this subsidy for homeownership – and I thought Ingrid’s outline of pros and cons was pretty good, but it left out one big thing, which is that in a lot of communities, house values are correlated with earned income.  So if you live in a company town and you’re a supplier for GM, when that company shuts down, the value of your house is going to go through the floor too, even during normal boom times.

And then of course we discovered – we didn’t know this before, but it turns out that housing is a risky asset.  So there’s a question as to whether you really want to be encouraging low-income people to own their homes.

And if you do, these strategies of helping them with their down payments – a down payment is probably a good filter, a good signal of whether somebody is actually able to handle the responsibilities of home ownership.  So actually requiring a fairly high down payment and making people save for it is probably a good way to make sure that they’ll actually be able to ride through the fluctuations in value.

One of the things that just struck me is that, given the riskiness of the investment, and if people don’t really understand that fully, there actually might be an argument for having the dumb upside down subsidy that we have, where the biggest subsidy goes to high-income people, and actually low-income people, when you include the value of capitalization, might be worse off.  They’re also worse off if they rent, but they get little or nothing from the subsidy.

I’m not arguing that the current structure is ideal, even in a second-best world, but the efficiency costs might be lower when you accounted for these risks.

MS. ELLEN:  Well, I think I agreed with you – up to that last point I was with you.  And actually there is some interesting – 

Q: (MR. BURMAN)  I’m not – (off mike).
MS. ELLEN:  All right.  And I will say there is – actually there is some interesting sort of behavioral research that suggests that the size of the down payment, that initial down payment, is really critical to how people behave towards their home.  
And even if that’s irrational, it’s a sunk cost, but that’s how people judge that I spent $10,000 on this home and therefore I’m going to stick with it, even if the amount of appreciation that you actually accumulate over time, the equity through appreciation, doesn’t seem to be as much of a factor in driving behavior than actually whether or not upfront they had to pay something.
So I do think that’s important and that’s why I meant that that’s a fundamental catch-22.  Now, I think there are ways that we could subsidize saving toward the down payment, as both Todd and Reid suggested, that still makes sure that households are putting skin in the game as well.

I don’t think you’re talking about 100 percent subsidized down payments.  I think we’re talking about, incentives, but – 

MR CRAMER:  I mean, I’m a big fan, actually, of savings and larger down payments.  And, as I said, homeownership is not for everybody, but I would like to see ways that we would include more people in it.
And it might also be in a policy structure where it’s not about incentives and matches to savings, but it’s about creating a process that people recognize and go through, and they prepare, in a longer time horizon, for counseling and training.  

There’s a number of people that go through different programs, some of which have been matched savings programs that help them save – Individual Development Accounts – and they’ve been tracking these people in the recent experience, and it turns out they have much lower foreclosure and default rates than the similar households.
There’s other programs that have other kinds of high-touch, hands-on features.  So it might even be that it’s just the process that makes a difference here in outcomes.  It’s kind of an interesting finding.  It could be the size of the down payment, but just to be able to avoid some of the risky deals that were offered to people, and I think that there’s a lot of lessons that are relevant for policy now.

MR. SINAI:  I completely disagree with you.  
(Laughter.) 

MS. ELLEN:  I know.

MR. SINAI:  But I basically agree with Reid, which is I think something that’s really important to keep in mind is that owning the house isn’t necessarily the risky thing.  Levering it up really is.
One thing we know is that in most parts of the country, the house values are volatile.  But if you’re not going anywhere, you shouldn’t care.  You get appreciation or losses on paper.  It really shouldn’t matter.
If you lever up a lot, then you find yourself in the situation where you are unable, perhaps, to move somewhere or you are in the position of being unable to use your house for liquidity.  That’s a whole other issue.  I think really what we know in all sorts of different contexts is that high leverage on volatile assets is a bad idea, whether it’s an airline or whether it’s a house.  

The other thing that’s a bad idea is committing to spending that you can’t afford, whether that’s by renting or owning.  And I take your point that people who overspend on homeowning subject themselves to future transaction costs that are bigger than if they over-commit themselves to renting.  And I think counseling and education are really very important things for handling the leverage.

Having said that, with the exception of the people in your example of the one-company town, most people have less risk in their lives from owning.  First, you don’t know what your total cost of renting is going to be, so hanging out as a renter is not necessarily better than being an owner.
Second thing, if you’re mobile, people tend to say, gosh, what happens if the house value falls and therefore you don’t have much money?  It turns out that most people tend to move between cities where if their house value falls, it has fallen in the cities that they tend to go to.  If their house value has gone up, it’s gone up in the cities that they tend to go to.

In that case, you really want to be in the position of taking the volatility (from home owning) because your risk is not how much you’re going to sell the house for; the risk is how much money are you going to sell the house for relative to what you are going to purchase the next house for, and you want those things to move together. But not if you’ve got lots of leverage.
MS. ELLEN:  Yeah.

MR. SINAI:  So leverage I think is the real problem, which is why, when I was talking about eliminating the mortgage interest deduction, it is actually perhaps a pretty good public policy idea to deter people, if we could do it, from using housing debt.  
You’ve got to spend the money on housing anyway whether  you’re going to rent or you own.  That’s not actually an asset.  So, this whole idea that we put too much money in one house?  No, we just put it in there today as opposed to spreading it out over time – we put the present value of our future rent in there today.  So it’s not an asset allocation issue.

Q:  MR. BURMAN:  Well, in buying an asset you’re also buying a hedge against housing price changes, but even with a 20 or 30 percent down payment, if the value of the house drops by a lot, you might not be able to meet the down payment requirement in another place.  

But, I mean, the main problem is there are actually a lot of people living in areas where there could be geographic-specific variation that’s related to their jobs.  I guess one question is whether that’s a small enough subset that you just can ignore it.

MR. SINAI:  I think the public policy solution to that is to ease liquidity constraints rather than get people to not buy houses simply because you have identified a liquidity constraint problem.  It’s the “I don’t have enough cash now to prepay my future rent” problem and if you had something like a portable mortgage it wouldn’t be an issue. 
So there are lots of ways you could think about it more creatively than to keep people out of the asset class. 

MS. ELLEN:  But I don’t think you can dismiss that too quickly as – I mean, you acknowledge that leverage is risky and it does result in people getting spatially locked in.  And the people who are highly leveraged are exactly the young workers who are mobile in our economy and who are likely to get stuck. 

And so, I mean, it’s one thing to say it’s not home-owning in and of itself, but then it is that people do buy homes with highly leveraged mortgages.

MR. ZIMMERMAN:  Yes?

Q:  (unidentified) Actually, just a quick follow up to that question.  What year is this data from?  I’m wondering if it’s still true.  And also, in terms of observed data, if people are locked in, they’ve not observed moving from one place to another, so there might be a cost that’s unobserved.

MR. SINAI:  Okay, so the data that I’m referring to cover 1980 through the mid-2000s.  What you – what?  The mid-2000s, yeah, so it’s – 
Q:  (Off mike) (unidentified) – not as relevant to the current horrible downturn that we’re – 

MR. SINAI:  Right, so what happens when … What you see is that if you look at where people actually move and if you try and predict where they would move, based on things like industry and occupation and where people like that would go, or if you only look in years where prices have appreciated or not, you get the same answer anyway.
So I think your concern about people who are liquidity constrained being able only to go to certain places if they’ve had a downturn, is a valid one.  It just turns out people go where they’re going to want to go, no matter what has happened.  They just have basically bigger houses or smaller houses when they do it.

Q:  ROBERTA MANN:  I have a comment for Reid.  And I’m sorry, Reid, you stepped on my starter.  And this is a myth-buster comment.  You stated that the home mortgage interest deduction dates from 1913, and that’s not correct, which you know, I think, because you read Chris Howard’s book, which was really terrific.
MR. CRAMER:  It was the beginning of when – 

Q:  ROBERTA MANN:  Well, I mean, that really gives – but I think it’s a problem because it gives it a historical longevity that it does not deserve because it dates from 1986.  From 1913 to 1986, all interest was deductible, whether personal or business, and there actually is some legislative history, dating way back, saying, well, we don’t know; money is fungible, really.  So we don’t know whether this interest is for business or for personal use, so we’re just going to let it all be deductible.  

And certainly the large bulk of debt, certainly after the 1940s, after the post-war period, was mortgage interest, but removing the mortgage interest deduction was on the table in 1986, and prior to 1986 until Ronald Reagan gave his speech before the National Board of Realtors and said, oh, no, we’ll never take that away.
So, really, it is certainly entrenched and I absolutely agree, but it’s relatively recent that it’s been entrenched.

MR. CRAMER:  No, I agree, and actually – and that was one of the points I was trying to make, that growth without advocacy or public deliberation, so when it was created it wasn’t even created.  I mean, there’s nothing in the congressional record, according to Chris Howard, and I believe him, that shows that there was any discussion or interest.
And even in 1986, it’s very little, in fact, but there’s a citation that (the) Joint Tax (Commiteee) used when they  made their classification around social spending and why that’s where it should go, because then they cited something from 1986.

But, anyway, I think that we’re close to agreement there..  And myth busting is good.  But people do often bring up, well, you know, it’s sacred; how could we possibly get that?  

And I just feel like, especially in the current context where the housing market and homeowners, there’s still so much volatility and concern that – there’s not a unified front anymore.  I mean, you’re going to have home builders that are going to say, this is as important as apple pie, but I think a lot of other people say, well, there’s other things that are important too right now.  Again, that’s the half full version.

MR. SINAI:  I think the really useful thought that your comment brings up is that – you know, certainly Dean Maki’s evidence is that … Suppose we put those other deductions for borrowing back in.  That might be one good way to get the leverage down on housing because it would be the reverse of the Tax Reform Act experiment..
Q:  LILY BATCHELDER:  Yes, I have just one comment and a question.  The comment was – I was under the impression that the decision to be a homeowner was pretty inelastic, that other countries that have gone back and forth on this policy, looking both cross-nationally and longitudinally, there’s no change.  Every country has about two-thirds of their population are homeowners.  But that may be mistaken.  
(Cross talk.)  
Q:  LILY BATCHELDER:  Okay, good, I’m curious about this.

MR. SINAI:  The one country that actually taxes imputed rent has a homeownership rate of about 30 percent.  

Q:  LILY BATCHELDER:  Oh, where’s that?

MR. SINAI:  That’s Sweden, I think, right?  Sweden?  Norway?  One of them – 
(Cross talk.)
MS.
:  I don’t think they tax – (off mike).

MR. SINAI:  Okay, it’s one of the Scandinavian ones.  Someone will remember.  

MR. CRAMER:  But that doesn’t mean that it might be unconnected – 
MR. SINAI:  Absolutely.

MR. CRAMER:  – to the tax treatment – 

MS. ELLEN:  There’s variation.

MR. CRAMER:  – even though there could be cultural and – I mean, you know, Singapore has 90 percent, and it has to do with – 

MS. ELLEN:  Yeah, there’s a fair amount of variation.

MR. CRAMER:  – how they’ve created this Central Provident Fund to leverage off of the – 

(Cross talk.)

MS. ELLEN:  Yeah, I don’t think anybody has successfully explained that variation, but there is a lot of variation across countries.

(Cross talk.)

Q:  LILY BATCHELDER:  Well, that makes the second question actually relevant, which is what you would propose doing  Some of the questions or ideas that Todd put forth I think were making it a home mortgage interest credit. Maybe we could limit the amount of leverage, you could make it a first-time homebuyer credit like D.C., you could make it a subsidy for long tenures.  
But I’m curious what each of you think is a good way to move, or should we leave things as is?

MS. ELLEN:   Yeah, I would certainly support thinking about moving to a refundable credit, maybe some cap.  And then I think – I think there are other important policies that would support home ownership, particularly among lower-income households that I think are important to keep in the mix.  

Again, one would be these incentives for saving towards the down payment.  I think another is to continue at least experimenting with shared equity models that I think are very promising. 

I think there are some programs like the Self-Help program that really do show very successful outcomes for low-income households and becoming home-owners.  They are very heavy-touch programs, though.  It’s not clear how scalable those are, but I think certainly that is worth a further look.

And then, I mean, I can’t help but also adding – although this really goes a little bit beyond your question, but I also think that we ought to be experimenting with ways that – there may be ways that we can deliver the same benefits without actually encouraging this sort of leveraging.  

And then there may be basically ways to provide the same kind of stability to renters through different kind of tenure systems.  And I think that’s something that we should really consider seriously too.  

MR. CRAMER:  I agree with a lot of that approach: looking at it in a larger policy framework, expanding beyond the tax policy terrain.  I’m very comfortable with the refundable tax credit for now, unless Todd can convince me otherwise.
Self-Help was the other thing I was thinking about of these high-touch – the IDA program for one.  The Self-Help data is where they’re having really, very different default rates, much lower.  So I think it does make a difference in that broader context.
MR. SINAI:  It’s an excellent question.  I think it’s impossible to answer without getting to the heart of Reid’s point, which is, what is the point of this policy?  That is, if we’re going to take the intention to be purely to get the home ownership rate up, I’d probably have an answer to the question.  
If the implicit point of this housing system we have is to undo the progressivity of our tax code, which it does fairly well, then we would leave it.  So I’m not sure really what the policy is all about.

If what we want to do is get the homeownership rate up, what we would do is we would tax imputed rent and then we would give people a lump sum upon their first purchase of a house, and we would hope the subsidy wouldn’t get too much capitalized into land values because there’s not much we can do about that.  I think that’s how you do it.  You pay people to own houses.

MR. CRAMER:  All right, so to figure out, you know, what is the objective – and maybe this can be done in your book and other conversations, I mean, I definitely would encourage a process where we try to look at and assess these provisions in the tax code.  When I was at OMB, I was on the taskforce that developed the PART, the program assessment rating tool, that is being applied to all of these spending programs.  What’s its objective?  What are the performance measures?  What are the outcomes?  What does the research say?  And it’s a challenge to do it to the tax provisions, but let’s come up with a TART  – or something that would begin to look at them and assess so we can get at some of the first principles, maybe even have a public debate and deliberation on what the purpose is here.

Q:  The question is about the chart that you showed where the net benefits of the mortgage interest deduction – it looked like the states and even the metropolitan areas pretty closely track the areas that have the highest-cost housing.  The areas with the highest-cost housing get the highest benefits.

So if that’s the case then, looking at it a bit differently, is that not necessarily subsidizing wealthy people, but simply subsidizing people who live in areas with high-cost housing?  And you can debate the merits of that, but isn’t that very different than, essentially, just subsidizing people who are wealthy?

MR. SINAI:  Yeah, that’s an excellent question.  We decomposed that.  This isn’t rocket science.  The places that get the biggest subsidy are the places that have a concentration of high house values and high-income people.  But it’s not just high house values; it’s the fact that the owners of high house values have high average tax rates and so the average value of each dollar deduction is higher.  It’s the interaction of the two.

But your point is well-taken, which is, if what you’re thinking is, you want to subsidize people who live in parts of the country where housing just happens to be more expensive, you’re trying to undo that, then this is going a little more overboard, but you would – it looks less skewed when you think about it that way, when you normalize by differential costs of housing.

The trouble is, the subsidy increases the cost of housing; people’s location decision, all of that stuff, you get a whole can of worms opened up then.  But, again, I take your point.

Q:  BOB WILLIAMS:  Following up on your last statement, Todd, to what extent are these subsidies capitalized in housing prices?  And who actually benefits from them?

MR. SINAI:  So the answer to your question is, we have absolutely no good measure of the degree of capitalization because in order to figure that out, you need a good measure of how elastic the supply is and we haven’t had a good measure of that, though I think we’re making progress on that and we’ll get answers to this question pretty soon.

So who knows?  Now, one sort of thinks that San Francisco is pretty in-elastically supplied and same with New York and same with Boston and so these metropolitan areas where you see high house values, they have high house values because they’re in demand, but in demand is not enough; you need inelastic supply.

And so the very places, the very mechanism that gives you high house values in a place implies that the supply is probably pretty inelastic and probably pretty much all of the subsidy is being capitalized.  But we don’t know.  We don’t know.

MS. ELLEN:  But we are pretty sure that it’s going to vary, right, across regions of the country..

Q:  And the value will vary with where you are and so forth.

MS. ELLEN:  Yeah.

Q:  BOB LERMAN:  Quick question and then a comment about helping low-income people buy houses.  The question has to do with state income tax and whether or not the same deductions tend to apply, especially in those areas where a lot of the subsidy goes which would then, again, involve big capital losses at the same time marginal rates are going up.  So that could be an interesting issue, especially for those senators who are representing those people.

On the issue of helping low-income people buy, there is a very straightforward way of doing it and that is make Section 8 vouchers into also homeownership subsidies.  I’ve actually looked at the fair market rents and in about 80 of 108 areas, the fair market rent would be more than enough to buy a house at the 25th percentile.  It’s highly progressive.  It’s also very low risk to the lender because if people’s income falls, the subsidy goes up.

And for a lot less than the 75 billion that we’re pushing out, you could support a whole lot of homeowner voucher programs.

MR. SINAI:  So I’m taking state and Ingrid is taking vouchers, the state taxes.  State taxes vary and you do get a deduction in some states for your mortgage interest.  They tend to be small relative to the federal taxes that people are paying.  So with the exception of California and, say, New York, the 2 or whatever percent in the Massachusetts system isn’t being very operative there.

But they do vary and they contribute to the subsidy. 

Q:  BOB LERMAN:  Thank you.

MS. ELLEN:  So on the Section 8 voucher idea, I would say a couple of things.  I mean, one is that it doesn’t address this down payment problem.  You still have to get the down payment and then be able to pay that monthly rent.  And then I guess the other thing I’d say is that – I mean, I think it’s definitely worth exploring so far.  I mean, there are some very limited experiments.  And it doesn’t seem to have been that successful.

But the other thing I just question is that it we have increasingly used the voucher program to target the neediest renters.  So these are households who are earning less than 30 percent of the median income in their area.  They are really on the verge of homelessness and it’s not clear to me that these are the households that we want to be pushing into homeownership and who should be or are at the margin of buying.

So I think it’s a question of allocation of resources, how we want to use those dollars.  And even so it’s only about 30 percent of households who are actually eligible, who earn that amount of money, those who actually receive Section 8 vouchers or receive housing assistance.

Q:  BOB LERMAN:  That’s why – (inaudible, off mike) – with the number.

MS. ELLEN:  Yeah, well, that’s certainly, like I said, I think it’s worth exploring, but I think it is a broader conversation about allocation of resources and, again, also about how we want to be supporting these households.

MR. CRAMER:  Yeah, I have concerns about that population as well although it is an interesting idea that might need more exploration.  I think I have a better idea, which is to tie a savings account to public housing assistance, whether it’s Section 8 in public housing and as your earnings go up, instead of going into rent, it would go in to be diverted into a savings vehicle that, over time, would be yours and you could help make a transition away from assistance, possibly into home ownership.  And there’s a HUD program, family self-sufficiency, that we’ve looked at, we’ve had some success and the idea is to make sure that this is just part of how we deliver public housing assistance going forward.

I have a paper on that on my Web site.

Q:  DAVID BRAZELL:  I have three observations and then I’ll just let you all just comment on any or all or one of them, if you want.  The first is, if the benefits of homeownership are so wonderful and so many externalities there then whatever country this was, Switzerland or Sweden, must have a lot of dysfunctional neighborhoods if only 25 percent of their families own homes.

The second thing is, we, over the last probably 10 years now but particularly in the last five years, have tried as policy in this country to get more lower-income people to buy homes.  Now, this was mainly through Fannie Mae and Freddie Mac pressure to go with sub-prime loans and so forth and so on – which ended up in a disaster in terms of what we see happened to the housing market and to the economy in general.

My third question or point was, going beyond the federal income tax, I pay a lot of tax on my home equity or my home value, my imputed rent, and it’s called property tax.  And I would suspect, if you translated it into a percent of the imputed rent, it would be fairly substantial.

So the question is, if you brought that into the picture as well, should a mortgage interest deduction be allowable if we’re being taxed although the revenue is going to a different government entity?

MR. SINAI:  The difference between the U.S. and Europe is that places in Europe with low homeownership rates have lots and lots of long-term renters; long-term rental contracts are ubiquitous.  And so the stuff that Ingrid was talking about, which is, is it the ownership or is it stability that drives the positive externalities is really the issue.  You have lots of stable renter households in Europe.  

In the U.S., David Genesove found that about 99 percent of leases in the U.S. are for less than a year for residential leases; we don’t have long-term residential leases here for some reason.  The second, about whether getting low-income people to buy homes is bad, let me just – I meant to leave this for the other guys, but I need to make a distinction here, which is that as people in other panels have mentioned, one needs to make a distinction between people who are always going to be low income and people who are low income because of their point in the lifecycle.

I don’t have a problem with what we have really done, which is getting people to get into houses younger, assuming they have an income trajectory that means that those houses are going to grow into being able to afford those houses.  I think that’s a different segment of the population that we should just distinguish between that and the population that we would target, say, the Section 8 idea.

And then your third thing about paying a lot of tax for the property taxes, you know, if you’re paying more property taxes than you’re getting back in benefits through local services then that looks like a tax on imputed rent.  The tax on imputed rent looks like a property tax where you don’t get anything back for it; it’s like national defense; you don’t see the immediate benefit for it.

And so it all depends on how much you are paying in property taxes relative to whether your local county officials are throwing fancy parties with it or whether they’re actually spending it on plowing your street.  So that depends.

MS. ELLEN:  I agree.  (Laughter.)  Nothing to add.

Q:  DENNIS ZIMMERMAN:  Could I raise a question?  Mortgage revenue bonds for low-income people, it can additionally subsidize interest rates.  There is something called a re-capture provision If several years go by and you resell at an appreciate value. I wonder if any thought has ever been given to using this concept of re-capture in reform of the subsidies for owner-occupied housing.  

But one of the big ones you talked about is we don’t even tax the appreciated value, which would be, in effect, one form of re-capture.  But does this topic ever come up anywhere in the housing area beyond the low-income folks where there are low-interest loans?

MS. ELLEN:  Just one example which is not a very encouraging example, which is the recent Hope for Homeowners program that was enacted last summer and that, although there are some reforms that are just being passed now which will hopefully make the program more workable, but this got a lot of fanfare and it basically was a program that allowed, in exchange for writing down principal, that lenders could essentially get FHA insurance.

And only one loan in the six months of the program has actually closed.  There are many reasons that that program didn’t work, but one of the real objections was that it had this, essentially, equity re-capture provision, which was politically incredibly unpopular.  And so, I don’t know, it was a real surprise to me, honestly, but that did seem to be really hitting a sensitive nerve – even in the context where borrowers are getting a huge subsidy from the government, even the fact that they were going to have to share some of that equity and appreciation that they were earning.

Q: ERIC TODER:  I wanted to mention the other tax incentives for homeownership.  In addition to mortgage, which we’ve spent all our time talking about, mention was also made of property tax deductions and capital gains exemptions.  And I wonder if anybody had any thoughts about those provisions or anything they want to –

MR. CRAMER:  I can say what OMB scored them that recently.  I mean, when you put them all together, it is still a sizeable pool and they are associated with homeownership.  And when we’re looking at the broad topic of owner-occupied housing, we should look at all of that together.  In terms of the economic effects, I’d defer –

MR. SINAI:  All I can tell you is that the property tax deduction looks pretty much exactly the same as the mortgage interest deduction except smaller everywhere, not as big a number.  And we just don’t have good numbers other than the aggregates on – I’m not even sure quite how you come up with the aggregates for the capital gains portion.  That’s just – I mean, one could have a much longer conversation about it, but you can walk down the hall and talk to Len about what that does, the capital gains exclusion.

MR. ZIMMERMAN:  Okay, it looks we’ve come to the end of the discussion.  I want to thank the panel very much for their comments.  (Applause.)  And, Eric, did you have something closing you wanted to say?

MR. TODER:  For those of us who are working on this project, for Lily, Austin and I, this has been an extremely interesting and valuable day.  I hope the rest of you who stayed here all day found it so also.  I want to thank everyone who participated in the panel and the audience for all of the stimulating questions.  Thank you all very much.

(Applause.)

(END)

