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Public policy structured to treat "market failures" related to 

land use (through restructuring property rights) must be evaluated in 

terms of its potential impacts not only upon social efficiency,  but also 

upon the distributions of wealth and income associated with real 

estate ownership.    Analyses of basic relationships between forms of 

real estate ownership,   and wealth and income levels provide a 

benchmark from which to evaluate potential changes in the wealth and 

income positions of real estate owners affected by public land use 

policy.    Hence,  the main objective of this  study was to estimate and 

analyze descriptors of the distribution of real estate ownership by 

income class. 

Particular emphasis was given to analysis of institutional and 

economic forces which help to explain an individual's ownership in 

one or another form of real estate.     This analysis provided a basis 



for the following hypotheses: 

1. The proportion of wealth devoted to home real estate is 

inversely related to the investor's level of wealth. 

2. The proportion of wealth devoted to business real estate is 

directly related to the investor's level of wealth. 

3. The proportion of wealth devoted to speculative real estate 

is directly related to the investor's level of wealth. 

The empirical base used to test these hypotheses,   and obtain 

the objective came from published national samples for the early 

1960s and 1970s.    Statistical results provided,  primarily,   confirming 

evidence on these hypotheses. 
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THE DISTRIBUTION OF HOME,   BUSINESS,   AND SPECULATIVE 
REAL ESTATE OWNERSHIP AMONG INCOME CLASSES 

I.    INTRODUCTION 

Statement of the Problem 

The fundamental social problem of increased public land use 

control is the  restructuring of property-    rights within the private 

sector and between the private and public sectors.    Society's welfare 

depends not only upon social efficiency but also upon the distributions 

of wealth and income.    Economic efficiency criteria for public inter- 

vention in private sector land markets are based upon the existence of 

certain "market failures. "   It is presumed that correction of these 

failures,   through restructuring property rights,   will improve social 

efficiency.    However,   restructuring the distribution of property 

rights will also alter the distributions of wealth and income. 

In Figure  1,   if lines     a     and     u     represent the growth in 

present values of a given parcel of real estate in agricultural and 

urban uses respectively,   private decision making will call for a 

transfer of this parcel from agricultural to urban uses at time     t. 

However,   the  relevant social present values may be   as indicated by 

s s 
a       and     u       with the resultant optimal transfer time at     t + n.. 

— Property will be used interchangeably with real estate,  or 
land and improvements,   in this.study. 
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Figure  1.    Present value of a given parcel of real estate over time when 
both agricultural and urban uses are  considered from both 
private and social perspectives. 



In the absence of public control,   social benefits would not be 

maximized.    Development would take place at time     t     and the 

benefits of development would be distributed according to the current 

ownership of developable real estate. 

Public policy in land use control is quite often directed at the 

types of problems depicted by Figure  1,   where the  rate of conversion 

is thought to be too rapid and where delays in land use transfers are 

sought.     What if public policy prohibits transfer to urban uses of the 

agriculturally used parcel of real estate in Figure  1?    Some of the 

distributional effects of this policy are borne by the owner of the 

parcel whose wealth pos ition would be decreased.     This decrease 

would equal the present value of the difference between the     u     and 

a     functions at     t+n^   which is the time when he expects the land 

use policy to be changed to facilitate the change in land use or     LL'. 

On the other hand,   what if the parcel depicted in Figure  1 had 

been zoned for urban uses?    Since the land use policy would probably 

have restricted the supply of other developable parcels,   the     u 

function might shift to     u'.    Here,   the policy's  inapact would be a 

"windfall gain" for the landowner.    Land use would change at     t - n- 

instead of     t,      and the present value of the difference between the 

u( = a)     and     u'     functions at     t     would measure the magnitude of the 

gain which is equal to     gg'. 



It is the political system's responsibility to gauge the  "fairness" 

of any deviations from the current distributions of wealth and income 

resulting from public policy.    Therefore,   it is important to consider 

proposed public land use policy not only in terms of social efficiency, 

but also in terms of its potential for affecting the distribution of 

wealth and income associated with real estate ownership. 

This author submits that the restructuring of property rights 

(resulting from public intervention in private sector land markets  to 

correct "market failures") offers an explanation for why public land 

use policy affects the market value of real estate and,  hence,  the 

wealth and income positions of real estate owners who are effected by 

the  restructuring of property rights  in real estate.    Information on the 

distribution of these restructured property rights in real estate, 

owned by individuals and their respective wealth and income positions, 

would be useful in evaluating welfare impacts of public land use policy. 

Previous Studies of Real Estate Ownership 

A national survey of rural real estate ownership was undertaken 

in 1946.    In the late  1950s a study was made of land ownership in the 

Great Plains States,   and in I960 a similar study was conducted in the 

Southeast States (41,   p.   21). 

The  1946 ownership survey estimated there were approximately 

5 million private owners of farmland in the United States.    About 
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half of these owners accounted for less than 10 percent of all 

farmland,   and 95 percent owned less than half the land.     Conversely, 

owners of the largest tracts made up only 5 percent of all owners but 

they accounted for over 50 percent of the land.    A similar distribution 

was found in the Great Plains  in 1958.     The distribution in the South- 

east in I960 was only slightly less concentrated (41,  pp.   22-23). 

Based on a 1966 Census of Government survey,   it was 

estimated that about 81. 6 million "parcels" (as defined for tax pur- 

poses) of property were on tax assessment rolls in 1971.    Ownership 

of several parcels by one owner,   and common interests of several 

owners in a single parcel,  obscure the picture of the actual number of 

real estate owners in the United States.    Excluding joint owners and 

corporation stockholders,   there are probably no more than 50 or 60 

million landowners.    Most of these owned parcels  are located in urban 

areas.    Perhaps 50 million parcels are used for housing units. 

Rural recreation or second homes are growing in importance and have 

generated another  1.5 million parcels  (41,  p.   21). 

Objective of Study 

The objective of this  study is to estimate and analyze descriptors 

of the distribution of real estate ownership,  for the United States,   by 

income class.    Specifically,   this distribution will be described by the 

proportion of wealth in specific forms of real estate among income 



classes,   and the relative frequency of specific forms of real estate 

ownership by income class. 

Particular emphasis will be given to the development of a 

systematic explanation for an individual's ownership in different 

forms of real estate,   and why it is expected that both the proportion of 

wealth in real estate and the relative frequency of real estate owner- 

ship will vary among income classes.     The following chapter is 

devoted to a discussion of selected topics from real estate investment 

theory.     This discussion provides a basis for three hypotheses on the 

relationship between the proportion of wealth in specific forms of real 

estate and levels of wealth among income classes. 

Chapter III is devoted to an analysis and interpretation of real 

estate ownership data.    Here,   statistical results and tests of 

hypotheses will be presented.    Moreover,  the general nature of the 

empirical base,   and estimation procedures used,  will be identified. 

Chapter IV presents the summary and conclusions. 



II.    A THEORETICAL FRAMEWORK 

Introduction 

The current distribution of real estate ownership by income 

class provides a benchmark for considering the distribution of bene- 

fits and costs associated with public intervention in private sector land 

markets.    Once this distribution of real estate ownership is identified, 

it may become possible to gauge the "fairness" of public land use 

policies which bring about a deviation from the current situation. 

What are our expectations about the relationship between real estate 

ownership and income class? 

To answer the above question,  this study draws upon selected 

topics from real estate investment theory to provide a basis for three 

hypotheses: 

1. The proportion of wealth devoted to home real estate is 

inversely related to the investor's level of wealth. 

2. The proportion of wealth devoted to business real estate 

(farm and nonfarm) is directly related to the investor's 

level of wealth. 

3. The proportion of wealth devoted to speculative real estate 

is directly related to the investor's level of wealth. 
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The first section of this  chapter will deal with real estate as an 

investment-    Included here,   is a discussion of primary investment 

objectives and how they are expected to influence investor prefer- 

ences for real estate,   relative to non-real estate investments,   by 

income class.     A second section will present investment issues asso- 

ciated with different forms of real estate.    Forces which explain an 

individual's ownership in one or another form of real estate,  by 

income class,   will be the focus of this section. 

Real Estate as an Investment 

What special characteristics does real estate offer (if any) as 

an investment,   that distinguishes it from non-real estate investments? 

To answer this question,   investors will be classified according to 

three primary investment objectives - -use,   regular return,   and 

capital gain. 

An investor views real estate and non-real estate investments 

as  substitutes (or alternatives) if both can satisfy the same objective; 

they would be viewed as complements if they are held jointly to satisfy 

some particular objective or combination of objectives.    An investor 

for use evaluates real estate as an investment along with the alterna- 

tive of renting (leasing) space.    Incentives and disincentives of using 

space which is either owned  or   rented (leased) would be compared. 

Both investors for regular return and capital gain evaluate real 



estate as an investment along with other alternative investments for 

risk capital.     The return on real estate (in the form of cash flow or 

capital gain) should be conapetitive with alternative investments,   and 

may include an additional return for illiquidity and burden of manage- 

ment (10,  p.   9). 

This burden (cost) of management,   in terms of alternative uses 

of the investor's time,   is expected to increase with the investor's 

earning capacity.    Therefore,   it is expected that for equal risk- 

return combinations between real estate and non-real estate invest- 

ments,   investors with the highest levels of earning capacity may tend 

to diversify their portfolios with interests in non-real estate assets 

or real estate in the form of corporate stock (assuming less time and 

effort are involved in the management of some non-real estate assets 

or real estate in the form of corporate stock). 

Formal treatment of theories of asset preference or portfolio 

selection,  which explain why investors hold diversified portfolios and 

why investment alternatives are not considered independently from one 

another,   is effectively beyond the scope of this  study.    However,   (17) 

and (25) provide discussions specific to real estate investment and 

portfolio selection.    For a more general treatment of portfolio selec- 

tion,  one may refer to (4, 16, 28, 31, 35, 39). 

Presumptive relationships between investnaent in real estate, 

as an alternative to non-real estate investments,   by investor types 
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(i. e. ,   use,   regular return,   and capital gain) and income class will be 

discussed in turn. 

Investor for Use 

Investors for use include the typical home buyer,  the 

businessman who purchases a store for his merchandising establish- 

ment,   or the farmer purchasing agricultural land for his crop produc- 

tion.     The investor for use expects to occupy and use real estate for 

his own purposes.    Several tax-based incentives are relevant to the 

investor for use if he chooses to own rather than rent (lease) space. 

The degree of economic incentive response will depend upon the 

investor's current tax bracket.    For instance,  the home buyer can 

deduct real estate taxes and mortgage interest expense from his 

adjusted gross income to arrive at federal taxable income-     The 

businessman may deduct depreciation of property used for the pro- 

duction of income,  due to business operations.     The general nature of 

these tax deductions  is that more relief,  or a greater tax savings per 

dollar of deduction,   is given to investors in higher tax brackets. 

On the other hand,   choosing the alternative of renting (leasing) 

space for use is expected to reduce both the degree of financial and 

liquidity risk.    However,   in the case of the home  renter,  mortgage 

interest expense and property tax deductions from gross  income 
i 

would be lost.     Also,   tax shelter from depreciation deduction 
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allowances would be lost in the case of property leased for business 

operations.    Moreover,   the investor for   use  may greatly increase 

the degree of purchasing power risk by not owning real estate,  depend- 

ing on the composition of his non-real estate asset structure,   and the 

amount of his monetary liabilities. 

Based on the preceding discussion,   it is expected that investors 

for use with higher levels of income will find owning,   rather than 

renting (leasing),   real estate more attractive relative to investors 

with lower levels of income.     This results from the attractiveness of 

tax-based incentives being greater,   and disincentives (risks) being 

less burdensome for investors with higher levels of income. 

Investor for Regular Return 

Investors for regular return purchase real estate with the 

expectation of receiving a stable,   continuing return on their invest- 

ment.    Incentives such as regular cash flow   and tax shelter are 

relevant to this type of investor.     Annual cash flows generated from 

real estate may be used to establish a retirement fund or augment 

current income from non-real estates  sources.    Tax shelter may be 

achieved through the use of depreciation deduction allowances. 

The investor for regular return may attempt to minimize his 

down payment or emphasize the use of leverage.    Leverage is an 

attractive feature of real estate investment.    An increasing degree of 
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leverage is secured by an investor providing a smaller down payment 

from his own funds and increasing the amount of borrowed capital. 

Real estate,   relative to non-real estate investments,  offer a better 

opportunity for increasing leverage.    Hence,   real estate maybe one 

of the few investment options open to investors,  with lower asset and 

earning capacity levels,  who find investment down payments most 

burdensome.    However,   the degree of leverage may differ for differ- 

ent forms of real estate. 

Investors are required by federal law to make a 70 percent 

down payment on limited securities and  100 percent on unlimited 

securities.    In contrast,  the average down payment on some forms of 

real estate is from 10 to 25 percent of the purchase price (19,  p.   81). 

The use of borrowed funds to finance real estate investment has the 

effect of increasing the rate of return,  on the equity investment,   above 

that which would have been earned on the investor's capital if he had 

used no borrowed funds.    The degree of leverage may be one factor 

which influences investor preferences for real estate over non-real 

estate investments which are expected to yield regular returns and /o r 

capital gains . 

However,   the investor realizes that if cash flows are insufficient 

to cover operating costs and debt service,  out-of-pocket expenses will 

be necessary to cover the remainder.    The degree of this risk is 

expected to vary inversely with the investor's level of assets and 
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earning capacity.    Moreover,   the degree of this risk is expected to 

vary directly with the proportion of earning capacity devoted to other 

contractual obligations and personal expenses. 

Investors for regular return may choose to invest in common 

stocks,  or other non-real estate assets,   as an alternative to investing 

in real estate expected to yield regular returns.    The burdens of 

investment management and the degree of risk associated with invest- 

ment illiquidity (although not necessarily the degree of financial risk) 

may be lower in this case.    However,   common stock and most other 

non-real estate assets cannot be depreciated,  and with the exception 

of common stock,  most non-real estate assets (e. g. ,   savings accounts 

and U.S.   savings bonds) suffer from higher degrees of purchasing 

power  risk. 

Based on the preceding discussion,   it is apparent that real 

estate expected to yield regular returns offers special characteristics 

which distinguish it from alternative non-real estate investments. 

On balance,   it is expected that cash flows will be more attractive for 

investors with lower income levels.    Moreover,   these investors will 

be attracted to real estate investment because of its high degree of 

leverage or lower down payment requirements,  whereas tax-based 

incentives will be more attractive to investors with higher income 

levels. 
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Investment risks are expected to be more burdensome for 

investors with lower asset and earning capacity levels.    The burden 

(cost) of real estate management is expected to be greater for 

investors with the highest income levels.    This greater time cost of 

real estate management is expected to increase the attractiveness of 

non-real estate relative to real estate investments for these 

investors. 

Investor for Capital Gain 

Investors for capital gain are interested in the expected gain 

upon resale of real estate,   and include any type of investor in real 

estate.    The preferential treatment of realized gains gives a strong 

incentive to receive income in the form of capital gains rather than as 

earned or capital income.     This incentive increases with the 

investor's tax bracket. 

On the other hand,   investing in common stock may also satisfy 

the capital gain investment objective.    In this  case,  the degree of risk 

associated with investment illiquidity may be reduced,  but not neces- 

sarily the degree of financial risk-    Moreover,   the degree of leverage 

would be less,   and tax shelter through depreciation would be lost. 

On balance,   it is expected that returns  in the form of capital 

gains are more attractive to investors with higher income levels 

because of their higher tax brackets.    Investment risks are expected 
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to be more burdensome for investors with lower asset and earning 

capacity levels.    Also,   as the previous  section indicated,   the time 

cost of real estate management is expected to be greater for investors 

with the highest income levels.    Hence,  non-real estate relative to 

real estate investment may be the more attractive investment alterna- 

tive for these investors. 

Investment Issues Associated with Different 
Forms of Real Estate 

An investor expects to invest no more than the present worth of 

future net benefits to be derived from the ownership of real estate. 

All real estate investors,  whether one invests for use,   regular return, 

capital gain,  or some combination thereof,  must finally confront the 

question of how much and in what form(s) of real estate to invest. 

The answer to this question reflects his judgement on investment 

objectives,   incentives and disincentives associated with different 

forms of real estate,   and investment financing possibilities which are 

largely determined by the form of real estate to be invested in,   and 

his current and expected future financial position.    Real estate will be 

partitioned into three mutually exclusive forms--home, business 

(farm and nonfarm),   and speculative.    Discussion will begin with the 

former real estate form. 



Home Real Estate 

16 
2/ 

Home ownership in this country is characterized not only by its 

pervasiveness,   but also by its great relative importance as a 

repository for family savings.     For most home-owning families,  home 

purchase is their greatest financial undertaking.    Additionally,   as 

debt is  retired,   it becomes their largest single asset,   and accounts 

for a very high proportion of total family wealth (36,   p.   186).     This 

proportion is expected to increase as the investor's asset and earning 

3/ 
capacity levels decrease.-     In other words,   it is expected that as the 

2/ , 
~ Home real estate consists of the investor s principal 

residence,   if he owns it. 

3/ — Dr.   James Fitch suggested that since the estimated income 
elasticity of housing demand is less than one --approximately 0. 6 to 
0. 7 (7,   pp.   528-532)--the proportion of income devoted to home  real 
estate would be inversely related to the level of income. 

That is, 
dR  > > — - 0       whenever       TI    —   1, 

where; 
R  = PHqH/l 

p     = Price of housing services 
H 

q     = Quantity of housing services 
H 
I = Current income 

rtj - The income elasticity of housing demand or (dq   /dl)/(l/q   ) 

ppj   is assumed to be constant since no single investor is expected to 
influence the price of housing services.    Then 

2 
dR =  (IpHdqH-pHqHdI)/l 

= (pHdqH/l)  " (PH%/I)(dl/I)     = 
= R(dqH/qH)  - R(dl/I) 
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investor reaches the upper end of his life cycle (approximately 65 

years of age) he would hold a home relatively debt-free,   assuming the 

home was purchased during the lower-middle range of his life cycle. 

Home equity,   given that ownership is relatively debt free,   is likely to 

be a high proportion of total family assets.     Moreover,  these 

investors would occupy a majority position at the lower end of the 

income distribution (i. e. ,   it is likely that a majority of the investors 

at the lower end of the income distribution are near retirement,  which 

may partially explain their lower current incomes). 

Incentives.    Incentives for home ownership are many.    Home 

investment is a relatively safe form of savings and hedge against 

inflation.    In general,   real estate purchased by debt has proven to 

be a good inflation hedge on two counts.    First,   real estate prices 

often rise more rapidly than the general price level,   even when 

allowance has been made for the rate of interest.    From 1955 to 1968, 

wholesale prices rose  17 percent,   retail prices increased 30 percent, 

but the average per acre value of private land rose  166 percent (8, 

p.   208).    On the other hand,   common stock,   which may be considered 

an investment alternative to some forms of real estate,  has had an 

(dR/dI)I =  R((dqH/dI)(l/qH)-l) 

dR/dl =  (R/I)(TI    -1) 
H 

Therefore,   since    R  > 0   and   I > 0   we have    (dR/dl) — 0   whenever 

TLr ~Z  1>    which is what we wanted to show. 
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approximate long run rate of return on the market as a whole of 9 

percent,  or  117 percent over the same time period (27,   p.   124). 

Second,   even in the absence of a relatively more rapid rise in real 

estate prices,   but given a continued increase in the general price 

level,   indebtedness on real estate is repaid with dollars that have less 

purchasing power than when they were borrowed.    This is because of 

the long time period over which real estate mortgages are generally 

financed. 

Income tax regulations provide tax shelter for home owners by 

permitting the deduction of property tax and mortgage interest 

expense.    Tax shelters  refer to any regulations which reduce taxable 

income-    For an investor who owns a $3 5, 000 home,  he would pay 

annually,  on the average,  $560 in property taxes.    Suppose that the 

$35, 000 home carries an 80 percent mortgage,   and that interest 

thereon is 9 percent-    The average annual interest expense is thus 

$1, 260.    The investor may therefore deduct $1, 820 ($560 + $1, 260) 

from his taxable income.    Assuming his bracket rate to equal 23 per- 

cent,   this reduces his income tax on other income by $419 (1    and 

32,    p.   334).    Deduction allowances give more relief,  or a greater 

incentive per dollar of deduction,   to investors  in the higher income 

brackets,   since tax savings per dollar of deduction rise with the 

income tax rate. 
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When the homeowner sells his home for more than the purchase 

price,  he is  subject to no capital gains,  provided he purchases another 

home of at least equal value within a year (36,   p.   188).    Home owner- 

ship is also an aid in establishing a favorable credit standing. 

Disincentives.      There are also disincentives associated with 

investing in home real estate.     Liquidity risk or a fall in market 

values,   when the homeowner may wish to or is forced to sell,  may 

result in a loss.    It is expected that the degree of this risk would be 

lower for investors with lower earning capacity levels,   assuming a 

positive correlation between geographic mobility and earning capacity 

levels  (holding age constant),   and that the Federal Housing Adminis- 

tration (FHA) home investment protection is utilized relatively more 

by investors with lower income levels. 

Another disincentive is financial risk or the possibility that fixed 

financial charges--taxes ,   insurance,   and mortgage payments- -may 

become so burdensome that foreclosure and loss of property would 

ensue.    Although financial  risk is greater for investors with lower 

asset and earning capacity levels,   since financial and family obliga- 

tions  are a higher proportion of current income,   the FHA and 

Veterans' Administration (VA) programs have lowered this  risk- 

Investment Finance-    Real estate credit arrangements have an 

important impact on the distribution of real estate ownership by 

income class.    Home real estate investment is generally financed 
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through borrowed funds,  because of the high initial cost of a home in 

relation to financial resources,   especially for investors with low asset 

and earning capacity levels.     The nature and the amount of assets, 

and the ease with which they can be converted into cash or used for 

loan collateral,   are important determinants of an investor's financial 

position.    The amount of an investor's assets will determine the 

upper limit of his down payment.    The nature of his assets and obliga- 

tions •will affect his decisions on what amount he should convert into 

cash for real estate investment,   and  what  would  remain for other 

purposes (36,  p.   193).    An investor's earning capacity is the present 

and expected future rate of earned income.    The stability,  dependabil- 

ity,   and trends of earned income are important.     The present level of 

earnings will indicate the level of financing on the investment which' 

can be immediately supported.     The prospective earnings trend will 

help determine an appropriate schedule of repayments (36,  p.   193). 

Credit or leverage has the effect of multiplying purchasing 

power.    That is, by combining a small down payment with a large 

debt,   the investor can acquire a home many times as valuable as his 

own equity capital would purchase.    However,   a tightening of the 

supply of available loan funds may limit otherwise effective demand. 

Marginal buyers are passed over as poorer risks,   or increasing down 

payments are required.    Interest rates will ultimately rise,   increas- 

ing real estate financing costs.     Lenders will discriminate more in 
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their investment selection.    It is expected that this behavior,  on the 

part of mortagage lenders,  will result in a lower frequency of real 

estate ownership for investors with lower  asset and earning capacity 

levels. 

Mortgage insurance and guarantee programs provide at least 

one means of access into the home mortgage market for those 

investors with lower asset and earning capacity levels.    The FHA and 

VA programs of mortgage insurance and guarantee are important con- 

ditioning factors in real estate mortgage markets-    They influence the 

volume and direction of credit flow and lending terms. 

The FHA is an insurance company set up to offer naortgage 

lending institutions protection against financial loss from mortgages 

on home real estate.     The FHA does not lend money,   but acts as an 

insurer against loss of mortgage funds advanced by approved 

mortgage institutions (36,   p.   160).    Important advantages to bor- 

rowers under the FHA plan include:   lower down payment; longer 

repayment terms; moderate interest rate;  and possible elimination of 

second mortgage,   so as to reduce monthly payments to a manageable 

level.     Also,  the FHA mortgage risk rating procedures and inspections 

help to prevent the home buyer from overbuying or purchasing a home 

which is expected to be a poor investment (36,  p.   162).    FHA regula- 

tions permitted mortgage insurance on home loans up to a maximum of 

$33, 000 on single family dwellings in 1970.    Loans of up to 97 percent 
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of the first $15, 000 of appraised value,   90 percent of the next 

$10, 000 of value,   and 80 percent of the insurable excess above 

$25, 000 were authorized and could be made for 30-year periods or 

for three-fourths of the remaining economic life of the property, 

whichever was less (3,   p.   490). 

The VA assists veterans of World War II (Korea   and   Vietnam 

veterans were later included) in adjusting to civilian life.     The loan 

guarantee provisions were to permit them to borrow on easy terms 

the capital needed for home purchase,   construction,   repair,   purchase 

4/ 
of a farm or farm equipment,   or the purchase of business property.- 

The financing costs of real estate investment vary with the 

investor's access to mortgage insurance and guarantee programs,   and 

the terms of the mortgage contract.    Among the determinants of 

financial burden of real estate ownership are the terms of the mort- 

gage contract.    These terms are major elements of the real estate 

financing pattern which include the amount of the down payment,  the 

amount of borrowed capital,   the  interest rate on borrowed capital, 

and the schedule of repayment of borrowed capital (3 6,   p.   196). 

The terms of the home mortgage contract and the degree of 

leverage are favorable even for investors with low asset and earning 

4/ 
— As of January 1,   1975,   the VA has restricted its loan 

guarantee program to  residential real estate only.     Currently they will 
guarantee $17, 500 or 60 percent of home real estate loans,  whichever 
is smaller. 
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capacity levels,   especially given the FHA and VA programs.    It is 

therefore expected that mortgage insurance and guarantee programs 

will permit a high frequency of home real estate ownership,   even for 

investors with lower asset and earning capacity levels. 

Hypothesis  1.    In light of investment incentives,   disincentives, 

and financing issues associated with home real estate,   it is expected 

that the proportion of wealth devoted to home real estate is inversely 

related to the investor's level of wealth. 

5/ 
Business Real Estate- 

• Incentives ■     Business real estate provides various potential 

investment incentives,  one of which is cash flow.    Cash flow is the 

cash remaining,   per time period,   after all cash expenditures have 

been deducted from gross rents.     Consequently,  this value is func- 

tionally determined by the level of gross rent,   the amount of real 

estate operating expenses,   and the amount of debt repayment (3 8, 

pp.   19-20).     The amount of debt repayment (interest and principal) 

per year,  for each $1, 000 borrowed,   is referred to as the annual 

constant.    This annual constant is directly determined by the amount 

of the mortgage,  the interest rate,   and the length of the repayment 

5/ 
— Business  real estate consists of real estate used in farm and 

nonfarm business (proprietorships,   partnerships,   and closely-held 
corporations) operations where the owner is considered to be active 
in the business management. 
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period.     The cash flow from business real estate is inversely related 

to the annual constant,   since as the annual constant increases for a 

given level of gross rent and operating expenses  the    associated cash 

flow decreases . 

The level of cash flows from business  real estate will be greater 

for those investors with higher asset and earning capacity levels 

(given equal expected gross rents and operating expenses).    This 

results because these investors are better risks to mortgage lenders 

than investors with low asset and earnings levels.     Consequently,   the 

lenders can charge lower rates of interest and extend the repayment 

period to  reflect the lower financial risk.    With lower annual con- 

stants,   these investors can expect a larger cash flow.    However,   it is 

expected that low asset and earning capacity investors will prefer real 

estate investments which offer cash flows to augment their current 

earnings over those investments which provide long-term, capital 

gains.    In addition,   the mortgage lender will prefer to finance invest- 

ments which generate sufficient cash flows to cover debt repayment 

for investors with low asset and earning capacity levels.    It is 

expected,   on the basis of cash flow,   that this incentive to invest in 

business real estate is more attractive  to investors with lower rela- 

tive to higher asset and earning capacity levels- 

The interaction of depreciation and capital gains provisions can 

provide a significant tax-based incentive for investing in business  real 
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estate (42).    Musgrave and Musgrave (32,   pp.   291-292) explain the 

case if accelerated depreciation is permitted: 

. . . the early years of asset life may result in depreciation 
charges in excess of income,   thus recording a loss for tax 
purposes.    By offsetting this loss against other inconae,   the 
taxpayer will reduce his liability thereon.    A loss of $100 
is worth $48 in tax reduction.    When he decides to sell the 
asset,  he will find that his remaining cost base is less 
because more depreciation was charged under the accel- 
erated schedule.     Thus,  for each additional $100 of 
depreciation that was taken,  his gain will be increased by 
$100.     But the tax thereon,   at the 25 percent capital gains 
rate,   is only $2 5,   thus leaving him with a net saving in tax 
of $23.    In other words,   income which otherwise would 
have been taxed at an ordinary rate of 48 percent is trans- 
ferred into capital gains income taxable at 25 percent only. 
As a result,   the net return on the investment subject to 
accelerated depreciation is greatly increased.     This 
advantage,  moreover,   can be magnified if a relatively 
small amount of equity is given the leverage of a large 
amount of borrowed capital.     In this case the investor may 
find that his total tax liability is reduced rather than 
increased by making an additional investment,   so that the 
implicit rate of tax on the latter is negative. 

Depreciation allowances reduce taxable income.    Property 

eligible for depreciation,  though,   must be used in the investor's trade 

or business,   or be held for investment,   which implies the production 

of income.     Three methods can be used for calculating depreciation 

for tax purposes.    The straight-line method  simply divides the total 

cost of the depreciable asset less its salvage value by the asset's 

estimated years of useful life.     Thus,  for a $100, 000 property with a 

useful life of 10 years,   $10,000 is deducted each year.     Under the 

double-declining balance method,   twice the straight-line percentage is 
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deducted in the first year,   and this  same percentage is then applied to 

the as-yet-undepreciated amount in each successive year.    Thus, 

$20, 000 is deducted the first year,   $16, 000 in the second year,   and so 

forth.     Under the sum-of-the-years digits method,   the fraction 

deducted each year equals the ratio of remaining years to the sum of 

the years over the useful life (32,  p.   286). 

For federal income tax purposes the methods of depreciation 

available to the real estate investor vary,   depending on whether the 

property is  residential or commercial-    New residential rental prop<- 

erty may use the double-declining balance or sum-of-the-years digits 

methods of depreciation.   Used residential rental property having a 

useful life of 20 years or more may be depreciated under a 125 per- 

cent declining balance method.    All other new property is limited to 

150 percent declining balance.    Other used property is limited to 

straight-line depreciation (38,   p.   34).    A limitation on the tax shelter 

provided by accelerated depreciation was  imposed in 1970 (minimum 

tax for tax preferences).    A  10 percent tax is levied on the amount by 

which any deduction for depreciation under an accelerated method 

exceeds the deduction allowed under the straight-line method (38, 

p.   34).    It is expected,   on the basis of tax shelter through deprecia- 

tion,   that this incentive to invest in business real estate is more 

attractive to investors in higher tax brackets. 
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Disincentives-     The future financial rewards which require 

prediction for business real estate investment are the periodic cash 

flow over the term of ownership,   and the net proceeds from liquida- 

tion of the investment at the end of the holding period.    Of the numer- 

ous disincentives (risks) associated with real estate investment, 

financial risk and liquidity risk are fundamental.     The relative ability 

of an investor  to bear these risks is directly related to his asset and 

earning capacity level. 

Financial risk is the risk that the investor will not recover his 

original investment money.    When the investor purchases with a low 

down paymeny(a high degree of leverage),  he increases the degree of 

financial risk due to foreclosure from an inability to cover operating 

expenses,  debt service,   and mortgage repayment.    In deciding how 

much to borrow,  the investor will balance the risk of a foreclosure 

against the potential increase in returns from the use of borrowed 

funds.     If the proceeds of a foreclosure sale do not cover the outstand- 

ing debt,   the investor  is forced to pay the remainder from his other  > 

assets (38,   p.   195). 

Liquidity risk is the risk that the investor will lose some of his 

money in the process of quickly liquidating his investment into cash. 

The more liquid the investment,   the quicker it can be converted  into 

cash without sacrificing price.    Most real estate is a long-term 

investment,   and the sale of real estate is often cumbersome and time 
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consuming.     There are at least two processes through which cash can 

be secured from an investor's equity in business real estate.    One 

way is through the sale of his real estate investment.    However,   the 

degree of liquidity risk is inversely related to the time period per- 

mitted for investment liquidation.     The other way,  which tends to 

reduce the degree of liquidity risk,   is to borrow money using real 

estate equity as collateral (36,   p.   117). 

Investment Finance-    The degree of leverage secured by 

investors in business real estate,   from institutional sources,   is high 

relative to non-real estate investments.    However,   except for farm 

real estate,  the degree of leverage is lower than is usually obtained 

for home real estate investment.    Savings and loan associations can 

loan up to 80 percent of the appraised value of their mortgaged prop- 

erties-     The   appraised   value   is   usually  below  the  market  value. 

National banks are limited to maximum loan-value ratios of 50 and 60 

percent depending upon the type of loan.    State regulations' specify 

maximum loan-value ratios varying from 50 to   67  percent for 

life insurance companies,   and from 50 to 80 percent for mutual sav- 

ings banks.     Federal land banks can loan up to 65 percent of the 

normal agricultural value of a farm property (3,   p.  489).    The 

Farmers Home Administration was created in 1937 to make rehabili- 

tation loans to disadvantaged farmers and have made  100 percent plus 

loans to those owner-operators who used its supervised credit to 
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acquire farm ownership (3,   p.   490). 

Mortgages do not provide the only source of real estate credit. 

Land contracts,   real estate bonds,   stock issues,   and setting up of 

land trusts also are used (3,  p.  495).    Land contracts arise because 

real estate owners are willing to help finance the sale of their prop- 

erties.    With land contracts,   buyers are ordinarily expected to make 

a down payment equal to at least 10 percent of the purchase price of 

the real estate.    However,   they usually pay a higher rate of interest 

than would apply with a mortgage.     Moreover,   the seller or his 

assignees tend to take prompt legal action to void the contract and 

repossess the real estate if the buyer defaults on any of his commit- 

ments (3,  p.   496). 

Investors with lower asset and earning capacity levels may 

tend to use this type of credit arrangement because it enables them to 

acquire real estate with a smaller down payment than would be 

required by institutional lenders.    However,   this lower down payment 

is balanced by the higher interest rate,   and the prospect that his 

rights  in the real estate will be lost if he defaults on any of his pay- 

ments  (3,  p.   496).    The degree of this financial risk would be 

inversely related to the investor's asset and earning capacity levels. 

Financing arrangements for business real estate are more 

burdensome for investors with lower asset and earning capacity 

levels,   except for farm real estate.    This results from the larger 
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6/ 
down payment—    and lack of mortgage insurance and guarantee 

programs for business real estate.     The advantage of the lower down 

payment associated with land contracts may be neutralized by the 

higher interest rate and greater degree of financial risk for those 

investors with lower asset and earning capacity levels.    It is there- 

fore expected that the frequency of business real estate investment 

will be lower than that of home real estate investment,   especially for 

investors with lower asset and earning capacity levels. 

Hypothesis 2.    In light of investment incentives,   disincentives, 

and financing issues associated with business real estate,   it is 

expected that the proportion of wealth devoted to business real estate 

is directly related to the investor's level of wealth. 

One qualification to this second hypothesis is that there are 

credit assistance programs for investors,  with lower asset and earn- 

ing capacity levels,  who wish to invest in farm real estate.     There- 

fore,   it is expected that the ratio of the market value of farm real 

estate to current income will be inversely related to the investor's 

level of income.     This results from the lower reported current 

incomes associated with the farming occupation.    Moreover,   as debt 

6 / —  For instance,   retail stores,   parking lots,   office buildings, 
gas  stations,   small industrial buildings,   and warehouses may require 
a down payment ranging from $15,000 to $25,000 (12,   pp.   16-17). 
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in farm real estate is retired,   farm real estate equity,   as a 

proportion of wealth,   will be inversely related to the farmer's level of 

wealth. 

7/ 
Speculative Real Estate — 

In general,   speculative  investors seek to accumulate wealth 

through capital appreciation (e.g.,   from a change in permitted land 

use,   inflation,   etc. ).    Investors may acquire speculative real estate 

with little regard for tax shelter or cash flow.    They do expect the 

real estate value to increase,   with the thought of selling for a gain 

at a later point in time.    One approach to speculative real estate 

investment is to select land on the fringe of urban development. 

Incentives-    One investment incentive associated with 

speculative real estate is the lower tax on realized gains.     Because 

of progressive income tax rates,  the tax bracket an investor occupies 

is a primary consideration in this form of real estate investment. 

Only one-half of long-term gains  (from the sale of real estate held 

over 6 months) are included in adjusted gross income.    The gain is 

7/ 
— Speculative real estate consists of that owned by the investor, 

other than principal residence and real estate connected with a 
business which is actively managed by the investor.    Included are 
houses owned for investment purposes,   properties used for com- 
mercial enterprises,   structures used for industrial purposes,   and 
undeveloped land held for investment or building purposes. 
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based on the excess of sales price over book value.    Book value is 

the original cost of the property to the investor,   less the depreciation 

taken prior to the sale (38,   pp.   36-37). 

Capital gains provisions  reduce the progressivity of the income 

tax rate structure  in the higher tax brackets,   since realized capital 

gains  are taxed at one-half the bracket rate on capital income (with a 

maximum of 3 5 percent).    Thus,  one measure of tax incentive is the 

difference between the marginal or bracket rate applicable to earned 

or capital income and the rate applicable to realized long-term 

capital gains (5,  p.  329).    The preferential treatment of realized 

gains gives a strong incentive to receive income in the form of capital 

gains.     This incentive increases with the real estate investor's 

income tax bracket. 

Rational consumer behavior implies balancing the utility of an 

additional dollar's worth of current consumption in each time period 

against the current and discounted value of future services of an 

additional dollar's worth of assets.    Therefore,  we would expect an 

investor's rate of time preference to be inversely related to his level 

of income.     That is,   the attractiveness of receiving current income as 

opposed to returns on long-term investments increases as the level of 

income decreases. 

Disincentives.    Disincentives associated with this form of real 

estate include the risk that expected land use does not materialize, 
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due to public or private land use forces.    If a  more intensive   use 

does not occur,   usually the real estate value will fall.    A speculative 

investor may also experience financial risk if  interim uses of the 

real estate do not provide sufficient funds to prevent foreclosure dur- 

ing the holding period.     This risk would be more burdensome for 

investors with lower asset and earning capacity levels. 

Investment Finance.     The down payment and related financing 

issues,   associated with speculative real estate,   are similar to 

business real estate  in that they are more burdensome for investors 

with lower asset and earning capacity levels.     Therefore,   it is also 

expected that the frequency of speculative real estate ownership will 

be lower than that of home  real estate ownership,   especially for 

investors with lower asset and earning capacity levels. 

Hypothesis 3 .    In light of investment incentives,   disincentives, 

and financing issues  associated with speculative real estate,   it is 

expected that the proportion of wealth devoted to speculative real 

estate is directly related to the investor's level of wealth. 



34 

III.    ANALYSIS AND INTERPRETATION OF REAL 
ESTATE OWNERSHIP DATA 

Empirical evidence relevant to the hypothesized relationships 

between forms of real estate ownership and income class will be 

discussed in three general sections.     The first section deals with 

types  and sources of real estate ownership data,   and its limitations. 

The next section provides analyses of the proportions of wealth in 

home,  business,  and speculative real estate among income classes. 

Definitions,   estimation procedures,   tests of hypotheses,   and 

supplementary evidence will be included in this  section.    The final 

section presents data on the relative frequency of home,  business, 

and speculative real estate ownership by income class. 

Types and Sources of Real Estate Ownership Data 

The empirical base used for estimating the proportion of wealth 

in specific forms of real estate among income classes,   and the rela- 

tive frequency of specific forms of real estate ownership by income 

class  comes from published sources.    Analysis of data from Survey 

8/ 
of Financial Characteristics of Consumers (SFCC)-   for  1962 (34) are 

8/ 
-■ Survey of Financial Characteristics of Consumers (SFCC) 

presents data on the size and composition of wealth of the civilian 
noninstitutional population of the United States on December 31,   1962. 
The analyses deal with the determinants of wealth,   the components of 
wealth and debt and their diffusion throughout the population,  the 
changes in composition of wealth as wealth increases,   and the 
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directed towards determining the proportion of wealth in specific 

9/ 
forms of real estate among income classes.-      Analysis of data 

from Statistics of Income (SOI)—   for 1962 and 1972 (21) are directed 

towards providing supplementary evidence on home real estate owner- 

ship.    SOI provides data on the ratio of the market value of home real 

estate to current income among income classes.—     Together,  SFCC 

and SOI provide data for the nation in general for  1962 and 1972. 

variation in patterns of ownership among consumer units of differing 
characteristics.    SFCC tried to overcome inadequate coverage of 
upper income classes by sampling at higher rates and using survey 
techniques designed to maximize accuracy of response. 

9/ 
— SFCC data indicate a strong positive relation between size of 

wealth and size of current income.    Average wealth was estimated to 
be about $7, 600 for consumer units with incomes less than $3, 000, 
and is larger for each successive income level,   reaching well over 
$1, 000, 000 for those incomes of $100, 000 and over.    In presenting the 
results,  we will transform wealth estimates to their corresponding 
inconae classes- 

— Statistics of Income (SOI) presents data on sources of 
income,   adjusted gross income,   exemptions,   itemized deductions, 
taxable income,  and so forth.    Classifications are by tax status,   size 
of adjusted gross income,  marital status,  and form of deduction. 

— This study assumes that,   in SOI,   the "real estate taxes paid" 
deduction refers primarily to real estate taxes paid on home real 
estate.    Moreover,   it was necessary to substitute the proportion of 
income   for   the proportion of wealth in home real estate,   since wealth 
data was absent from this source.    It is important to distinguish 
between the concepts of wealth and income.    Wealth may be generally 
defined as the present value of an individual's assets less the present 
value of his liabilities.    It is a stock concept.    Income,  on the other 
hand,   is a flow and may be generally defined as the value an individual 
receives from selling his labor,   investing owned capital or managing 
an owned enterprise per period.    An individual's wealth and income 
are not perfectly correlated. 
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Interpretation of the data from Survey of Consumer Finances 

12/ 
(SCF)—   for  1962 and  1970 (23) and SFCC for  1962 are directed 

towards determining the relative frequency of specific forms of real 

estate ownership by income class.    Moreover,  SCF provides per- 

centage distributions of units who own home real estate,  by the value 

of home real estate,   within income classes. 

Limitations of Data 

SFCC data have three major limitations.    First,   they do not 

include corporgite holdings of real estate.     Therefore,   business and 

speculative real estate holdings by investors in upper income classes 

may be understated.   Next, a problem exists in using these data for 

testing the second hypothesis for business real estate.   Data used for 

this test included not only the value of land and buildings, but also the 

value of farm machinery;  equipment owned by a truck driver, painter, 

or carpenter who is self-employed; and the office equipnaent owned by 

a physician, dentist, or lawyer.    This variety of assets other than land 

and buildings may cause some problems  (e. g. ,   overstating the pro- 

portion of wealth in business real estate).    However,   it is not an 

unreasonable assumption that real estate (land and buildings) is the 

12/ 
Survey of Consumer Finances (SCF) presents data on the 

distribution of consumer incomes,  assets,   and debts,   as well as on 
expenditures on durable goods and related major transactions. 
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largest component of business wealth.    Hence,   these data do not 

provide a strict test of the business real estate hypothesis as stated, 

but can be viewed as the best approximation available at this point. 

Finally,  these data are  14 years old.    Therefore,   one must view them 

in light of possible changes that may have occurred recently but are 

not reflected in them. 

SCF data have two major limitations.     First,   they do not cover 

the upper income classes adequately.    The highest income class in 

SCF is an open-ended class  starting at $15, 000.    Hence,  these data 

fail to  cover real estate holdings of units  in upper income classes. 

Second,  these data,  like SFCC data,   do not reveal corporate real 

estate holdings.    Therefore,   due to both inadequate coverage of upper 

income classes and noncoverage of real estate interests in the form of 

corporate stock, these data may not reveal substantial holdings of 

real estate. 

Proportion of Wealth in Specific Forms of Real Estate 
Among Income Classes 

Table  1 indicates the three null and alternative hypotheses to be 

tested.    Ordinary least squares estimating procedures were applied 

to data in Table 2.    Regression curves were obtained for the relation- 

ship between the proportion of wealth in the different real estate 

forms  (columns  6,  7,   and 8) and total wealth levels (column 2). 



Table  1.    Null and alternative hypotheses to be tested using SFCC data. 

Null and Alternative 
Hypotheses Verbal Description 

(1)    H  :    ——     = 0 There is no relationship between the proportion of wealth devoted to 
0 d W 

home real estate and the investor's level of wealth. 

1 d(REH/W)    ^ rt „,, , ,    , , 
H   :    ——    < 0                The proportion of wealth devoted to home real estate is inversely 

a dW 

o dW 

a dW 

related to the  investor's level of wealth 

(2) H  :  —:     = 0 There is no relationship between the proportion of wealth devoted to 
o d^' ° 

business real estate and the investor's level of wealth # 

H   :    —    > 0 The proportion of wealth devoted to business real estate is directly 
a d^V 
 x§l^^^^°_lk®_yiY_^lRj-!_s_l^^®l_°i_Y^^.-L^L- ^ :  

(3) H   :    -rrz     = 0 There is no relationship between the proportion of wealth devoted to 
speculative real estate and the investor's level of wealth 

H  :   rrr     > 0 The proportion of wealth devoted to speculative real estate is directly 
related to the investor's level of wealth. 

whe re: 

W =   Total assets less debts. 

REH =   The market value of home real estate (own home) as well as any vacation homes owned,   less 
debt secured by such real estate.    If home real estate was used partly for business purposes, 

oo 



Table  1.     Continued. 

only the nonbusiness (personal) share of the value and of debt outstanding are included. 
Owner-occupied farm residences are not included here. 

REB =   The equity in farm and non-farm sole proprietorships,   partnerships,   and closely held 
corporations  in which the owner considered himself to be active  in management.     Closely 
held corporations are those whose shares are owned entirely by one individual,   a family,  or 
a number of individuals usually associated by ties of business relationships or friendship. 
Equity in business by self-employed professionals is also included. 

Book values rather than market values were incorporated in the wealth estimates 
because so many owners were unable to provide any meaningful estimate of the price for 
which their business might be sold.     The book value figure included the full amount of any 
checking accounts used for both business and personal purposes,   and the business  share of 
associated debts.    For farms,   the entire value of the residence was included in the value of 
the farm. 

RES   =   The market value of speculative real estate less outstanding debt secured by this real estate. 
Included are homes owned for investment purposes,   properties put to commercial use, 
structures used for industrial purposes,   and undeveloped land held for investment or 
building purposes. 
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Table 2.    Mean level of equity in specified forms of real estate and 
publicly traded stock for all consumer units,  by 1962 
income. 

(1) (2) (3) (4) (5) 
Total Specif: ic Real Estate Forms 

1962 Income Wealth Home Business Speculative 

$               0-   2,999 $         7,609 $  3,204 $      1,454 $       300 
3,000-  4,999 10, 025 3,390 1,261 995 
5,000-   7,499 13,207 4,495 2,286 860 
7, 500-   9,999 19, 131 7,075 2,279 1,842 

10,000-14,999 28,021 9,566 4,287 1,905 
15,000-24,999 62,966 15,053 10,229 6,358 
25,000-49,999 291,317 32,528 61,986 30,178 
50,000-99, 000 653,223 38,298 277,383 19,691 

100, 000 and over 1,698,021 88,248 286,732 50,520 

All consumer units 20, 982 5,653 3, 881 1,572 

(6) (7) (8) (9) 
Publicly 

(10) 

Column Column Column Traded Column 
(3)4-(2) (4) 4- (2) (5)-M2) Stock (9) 4-(2) 

$              0-  2,999 .421 . 191 .039 $          450 .059 
3,000-  4,999 .338 . 126 .099 686 .068 
5,000-  7,499 .340 . 173 . 065 1,402 . 106 
7, 500-  9,999 .370 . 119 .096 2,659 . 139 

10,000-14,999 .341 . 153 .068 4,521 . 161 
15,000-24,999 .239 . 162 . 101 10,431 . 166 
25,000-49,999 . 112 . 213 . 103 71,368 .245 
50,000-99,000 .059 .425 .03 0 161,765 .248 

100, 000 and over .052 . 169 .030 956,339 .563 

All consumer units .269 . 185 . 075 3,724 . 177 

Source:    Projector and Weiss,   SFCC  1966,   Tables A-8 and A-10. 
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These relationships are portrayed graphically in Figures 2, 3,   and 4 

(representing home,   business,   and speculative real estate respec- 

tively). 

13/ 
The estimated regression equations for all consumer units -'— 

are presented in Table 3.     Several criteria were considered in choosing 

the functional form (column 1).     First,   the form is simple and the first 

derivative of the function provides sufficient information for testing 

2 
the hypotheses.    Next,   adjusted   R   's   were higher and more of the 

regression coefficients were statistically significant at the 1 or 5 per- 

A 
cent levels.   Finally,   the patterns of residuals    (e. -Y.-Y.)    scattered on 

ill 

A 
Y.    appeared to occur more randomly than they did for the other func- 

tional forms that were considered. 

However,   the ordinary least-squares estimates in Table 3 may 

be both biased and inconsistent to the extent that the simultaneous 

nature of the dependent variable and     W     invalidate the assumptions 

of the ordinary least squares procedures used to estimate Equations 

(3-1),   (3-2),   and (3-3).     That is,   one would expect     W     and the 

residual term in each of the above equations to be correlated (22, 

pp.   341-346).     The importance of the     W     variable is overstated,   or 

in other words,   the coefficient of the wealth variable is biased upward. 

This  bias may also tend to overstate the estimated t-values. 

Simultaneous-equation models were ruled out by the constraining 

13/ 
—    Consumer units consist of families and unrelated individuals 

as defined by the Bureau of the Census. 
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Table 3 .   Estimated regression equations for all consumer units in 1962 and tests of the hypotheses. 

(1) 
Functional Form 

(5) 
(2) (3) (4) 

Intercept W 1/W W* 

.20516 -.00000011329 1780.2 
(4.73)-/ (-2.31) (3 .05) 

-12965 .52103 -.00000020167 
(-1.01) (6.95) (-4.53) 

.098527 - .000000046737 -298.16 
(5.70) (-2.39) (-1.28) 

> 
(7) 

d/dW 

REH   AH   A>H       /^H  1 
(3-1)     -^r =b„ +b. W+b„ ^r 

W 0 2 W 

/^    />vB   -^.B       /v-B   2 1/ 
(3-2)     REB = b   + b W + b W 

RES   /VS   AS      AS   1 
<3-3>     •¥-=b0+blW + b2¥ 

.83 

.94 

.42 

^f^<0forallW 
dW 

/\ 
d(REB/W) > ,lr < 
'    yl—' -0 whenever W-$253, 344 

A. 
dfRES/W) > < 
-*—-rf—l - 0 whenever W - $80, 509 

dW < > 

7/ i?S    AB  1     AB   AB — This estimated functional form is divided through by  W   for differentiation (i.e ., —-- = b   ~ + b   + b   W). 

-'R   = R   - ( ^^ )(1-R )    where: 
n-k 

R   = the corrected coefficient of multiple determination.   This measure takes into account the number of explanatory variables in relation 
to the number of observations (24,  p. 365). 

2 
R   = the coefficient of multiple determination.   It represents the percent of total variation that is explained by the regression curve. 

k = number of explanatory variables (where k = 2). 

n = number of observations (where n = 9). 

3/ — t-values are given in parentheses. 

Source:   Estimates are based on data from Table 2 . 
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nature of available data.    Evidence on the three hypotheses will be 

discussed in turn. 

Home Real Estate 

The estimated coefficients for     W     and    ~     from Equation 

(3-1)     Table 3    are statistically different from zero at the 5 percent 

level of significance.    Overall statistical fit (column 6) is good with 

83 percent of total variation explained by the regression curve. 

Therefore,  by differentiating Equation (3-1) with respect to     W 

we have 

d(REH/W) 
 — ^ < 0      for all     W 

dw 

(column 7).    Statistical results indicate a rejection of the null 

hypothesis (Table  1,   row  1).     Therefore,  for all consumer units the 

proportion of wealth devoted to home real estate,  by income class, 

is inversely related to the level of wealth over the entire income class 

range. 

To supplement the above analysis,  SOI data for  1962 and  1972 

were employed to determine whether or not 

d(REHT)   < 0 

dl 



47 

wv, 14/ 
Where:— 

I =   Adjusted gross income,  which is the result of reducing 

gross income from all sources subject to tax by cer- 

tain adjustments (Federal Income Tax Form 1040 

line  15). 

T — REH =   The market value of home real estate.    Here,  the debt 

secured by home real estate is not subtracted from its 

T 
market value.     REH     is estimated from   T/t   .    That e 

T 
is,    T = t  AV   and   AV = rREH    ,    where   T   is the n 

property tax,    t      is the nominal property tax rate, 

AV   is the assessed value of property,   and    r    is the 

T 
assessment ratio.    Since   t    = T/REH      where    t      is 

e e 
T the effective property tax rate,   we have   REH     -T/t 

e 

(32, p.  329). 

Ordinary least squares estimating procedures were applied to the 

data in Tables 4 and 5.     Regression curves were obtained for the 

relationship between the market value of home real estate (column 3) 

and income levels (column 2).    The estimated regression equations 

for  1962 and  1972 are: 

14/ 
— Refer to footnote  11. 

15/ 
— Most  real estate is assessed substantially below market 

value.    Thus,   it is estimated that locally assessed values on the aver- 
age are only 3 2.5 percent of the market value (3 2,   p.   3 29). 
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Table 4.    Adjusted gross income and market value of home real 
estate - nation (1962). 

(1) .(2) (3) (4) 
Adjusted Gross Adjusted Market Value Column (3) 
Income Classes Gross of Home -^ 

$(00) Income Real Estate Column (2) 

$             6 under 10 $              993 $     4,492 4.52 
10 under 15 1,338 8,011 5.98 
15 under 20 1, 886 9,396 4.98 
20 under 25 2,350 10,302 4.38 
2 5 under 30 2, 842 11, 138 3.92 
3 0 under 35 3,337 11,774 3. 53 
3 5 under 40 3, 810 12,072 3. 17 
40 under 45 4,297 12,462 2.90 
4 5 under 50 4, 797 12,891 2.69 
50 under 60 5, 555 13,850 2.49 
60 under 70 6, 522 15,202 2.33 
70 under 80 7, 506 16,731 2.23 
80 under 90 8, 514 18,591 2. 18 
90 under 100 9,495 20,106 2. 12 

100 under 110 10,497 22,079 2. 10 
110 under 120 11,499 23,493 2. 04 
120 under 13 0 12,499 25,275 2. 02 
13 0 under 140 13,516 27,444 2. 03 
140 under 150 14,498 29,439 2. 03 
150 under 200 17,088 34,292 2. 01 
200 under 250 22,379 41,211 1. 84 
250 under 500 33,606 54,098 1.61 
500 under 1000 66,003 85,765 1.30 

1000 under 1500 119,858 131,955 1. 10 
1500 under 2000 171,673 174,633 1. 12 
2000 under 5000 283,872 255,423 0.90 
5000 under 10,000 665,256 396,613 0. 60 

10, 000 + 1,966,915 646, 127 0.33 

Source:   SOI 1962,   Table I,   p.   11.    Column (3) is estimated from 
T/te, where T is the property tax, and te is the effective 
property tax rate. te was $14.00 per $1000 of market value 
in 1962 for the nation (33,   p.   103). 
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Table 5.    Adjusted gross income and market value of home real 
estate - nation (1972). 

(1) (2) (3) (4) 
Adjusted Gross Adjusted Market Value Column (3) 
Income Classes Gross of Home -r 

$(00) Income Real Estate Column (2) 

$             0 under 10 $              619 $  42,797 69. 14 
10 under 20 1,641 28,819 17.56 
20 under 30 2, 590 30,756 11.87 
3 0 under 40 3, 555 30,454 8.57 
40 under 50 4, 534 28,628 6.31 
50 under 60 5, 520 29,202 5.29 
60 under 70 6,527 27, 141 4. 16 
70 under 80 7,502 25,703 3.43 
80 under 90 8,519 25,224 2.96 
90 under 100 9,498 25, 502 2.68 

100 under 110 10,496 27,560 2.62 
110 under 120 11,490 27,030 2.35 
12 0 under 130 12,500 29,387 2.35 
130 under 140 13,478 31, 102 2.31 
140 under 150 14,487 32, 834 2.27 
150 under 200 17,245 36,485 2. 11 
200 under 250 22,167 43,928 1.98 
250 under 300 27,201 54,028 1.99 
300 under 500 37, 136 68,633 1.85 
500 under 1000 66,230 99,400 1.50 

1000 under 2000 130,842 157,791 1.20 
2000 under 5000 281,751 276, 836 0.98 
5000 under 10,000 671,703 498, 555 0.74 

10,000 + 2, 234,352 913,271 0.40 

Source:   SOI 1972,  Table 2. 10,  p.   105.    Column (3) is estimated from 
T/te,    where   T    is the property tax,   and   te    is the effective 
property tax rate.    te   was $16. 00 per $1000 of market value 
in 1972 for the nation (32,   2nd.   Ed. ,   p.   351). 
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(3-4) REHT = 15.894 + .791121 -  . 00024020I2 

(5.03)       (26.28) (-15.15) 

R2 = • 99        n = 28 

and 

(3-5) REHT = 26.223 + .873801 - .00021364I2 

(10.65)      (40.88) (-21.81) 

R2 = .99        n = 24 

where Equations (3-4) and (3-5) represent estimates from SOI data 

for  1962 and   1972 respectively.    The estimated intercept and coeffi- 

2 
cients for     I     and    I       from Equations (3-4) and (3-5) are statisti- 

cally different from zero at the   1   percent  level of  significance. 

Overall statistical fits are good with 99 percent of total variation 

explained by each regression curve. 

Therefore,  by dividing both equations through by     I     and 

differentiating with respect to     I,      we have 

d(REHT/l) „    T  —    < 0       for all    I     nonnegative. 

Hence,   the ratio of the market value of home real estate to income, 

by income class,   is inversely related to the. level of income over the 

entire income class range for  1962 and  1972. 

The above data sources and associated statistical results 

represent confirming evidence for the alternative hypothesis on home 
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real estate ownership.    That is,  honae real estate constituted a 

smaller proportion of wealth (and income) at successively higher 

income classes.    Moreover, home real estate represented 27 percent 

of total wealth for all consumer units in 1962 (Table 2,   column 6). 

Consumer units held a greater proportion of their wealth in home real 

estate  than in any other asset covered by SFCC data- 

Business Real Estate 

The estimated intercept from Equation (3-2) Table 3 is 

statistically different from zero at the 3 5 percent level of significance. 

2 
The estimated coefficients for     W     and     W       are statistically differ- 

ent from zero at the 1 percent level of significance.    Overall statisti- 

cal fit (column 6) is good with 94 percent of total variation explained 

by the regression curve. 

Therefore,  by dividing Equation (3-2) through by     W, 

differentiating with respect to     W,    and setting it equal to zero we 

have 

d(REB/W)    > < 16/ 
—   0   whenever   W—  $253,344—*- 

a W < > 

— It is  interesting to note that for farm real estate (which is a 
component of business real estate), 

d(REF/NI)   > .        , „„ > „,.   0rtr  ' - 0     whenever   NI - $15,205. 

Where: 
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(column 7).    Statistical results indicate a rejection of the null 

hypothesis (Table 1,   row 2).    For all consumer units in 1962    the 

proportion of wealth devoted to business real estate,  by income 

class, was directly related to the level of wealth for the income class 

ranges $0-$24, 999 and inversely related to the level of wealth for the 

income class ranges over $25, 000. 

Statistical results based upon SFCC data for  1962 represent, 

primarily,   confirming evidence for the alternative hypothesis on 

business real estate ownership.    However,   the inverse relationship 

between the proportion of wealth devoted to business real estate and 

the level of wealth for the income classes over $25, 000 does not con- 

form to the hypothesis as stated,  but reflection may suggest a reason- 

able explanation. 

One explanation is that SFCC data do not reveal business real 

estate holdings of corporations,  other than closely held corporations. 

This may tend to understate business real estate holdings of investors 

in upper income classes.    Moreover,  for those investors earning more 

REF = The market value of farm real estate (land and buildings). 
Here,  debt is not subtracted from the market value. 

NI = Total net cash income from farm and off farm sources. 

The data which this estimate is based upon come   from:     U.S.   Bureau 
of the   Census,   Census of Agriculture,   1969.    Volume V. ,  Special 
Reports,   Part II.   Farm Finance.    Washington,  D. C.   1974,  p.   24. 
These data do  not adequately cover upper total net cash income 
classes.    The highest total net income class is an open-ended class 
starting at $25, 000. 
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than $25, 000 in 1962 (a small percentage of the total population),   an 

increasing proportion of their wealth was invested in non-real estate 

assets.     This maybe due to the relatively greater opportunity costs of 

time for those units in upper income classes,   and the expected 

smaller time input required for management of non-real estate rela- 

tive to real estate assets.    Column 10 of Table 2 presents some par- 

tial evidence on this argument.    Column 10 indicates that the 

proportion of wealth in publicly traded stocks  increases at an increas- 

ing rate for each successive wealth level reaching well over 50 

percent in the $100,000 and over income class yange.    This suggests 

that investors earning over $25, 000 hold increasing proportions of 

their wealth in non-real estate assets. 

It is apparent from the above analysis that business real estate 

constituted a larger proportion of wealth for each successive income 

class up to $25,000 in 1962.     Moreover,   business real estate repre- 

sented less than 20 percent of total wealth for all consumer units in 

1962 (Table 2,   column 7).     This may indicate,   that for  1962,  business 

real estate ownership is less widely diffused throughout the population 

than is home real estate ownership. 

Speculative Real Estate 

The estimated coefficient for     W     from Equation (3-3) Table 3 

is statistically different from zero at the 5 percent level of 
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significance.    The coefficient for     1 /W     is     statistically different 

from, zero at the 2 5 percent level of significance.    Overall statistical 

fit (column 6) indicates that 42 percent of total variation is explained 

by the regression curve.     The fit for speculative real estate is not as 

good as the fit for both home and business real estate. 

Therefore,  by differentiating Equation (3-3) with respect to     W 

and setting it equal to zero we have 

d(RES/W)    >    . <   . 
 —-   '—^  — 0     whenever   W —   $o0, 50V 

dw < > 

(column 7).    Statistical results indicate a rejection of the null 

hypothesis (Table  1,   row 3).    For all consumer units the proportion of 

wealth devoted to speculative real estate,  by income class,   is 

directly related to the level of wealth for the income class ranges 

$0-$24, 999 and inversely related to the level of wealth for the income 

class ranges over $25,000. 

Statistical results based upon SFCC data for 1962 represent, 

primarily,  confirming evidence for the alternative hypothesis on 

speculative real estate ownership.    However,   the inverse relationship 

between the proportion of wealth devoted to speculative real estate and 

the level of wealth for the income classes over $25, 000 does not con- 

form to the hypothesis as stated,  but reflection may suggest a rea- 

sonable explanation. 
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One explanation is that SFCC data do not reveal speculative real 

estate holdings in the form of corporation stock.    Therefore,   it is 

expected that speculative real estate holdings of investors  in upper 

income classes will be understated.    Moreover,   speculative real 

estate interests in the form of corporate stocks may be substantial 

(37). 

For those investors earning more than $25,000 in 1962,   an 

increasing proportion of their wealth was invested in non-real estate 

assets.     This may be due to the greater opportunity costs of time for 

those units in upper income classes,   and the smaller time input 

required for management of some  non-real estate relative to real 

estate assets.    As discussed in the above section on business real 

estate,  the proportion of wealth in publicly traded stocks increases at 

an increasing rate for each successive wealth level reaching well 

over 50 percent in the $100,000 and over income class range. 

It is apparent from the above analysis that speculative real 

estate constituted a larger proportion of wealth for each successive 

income class up to $25,000 in 1962.    Moreover,   speculative real 

estate represented less than 10 percent of total wealth for all con- 

sumer units in 1962 (Table 2,   column 8).    This may indicate, for 1962, 

that   speculative   real  estate ownership  is less widely diffused 

throughout the population than is home or business real estate owner- 

ship. 
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Relative Frequency of Specific Forms of Real Estate 
Ownership by Income Class 

The preceding statistical results present a picture of the 

relationship between the proportion of wealth in home,  business,   and 

speculative real estate and income class.    However,   this information 

does not explicitly reveal the percentage of units,   within income 

classes,   who own home,  business,   and speculative real estate. 

Evidence on the relative frequency of these forms of real estate 

ownership by income class will be discussed in turn.    Together with 

the preceding statistical results on the proportion of wealth in real 

estate forms,   anaong income classes,   this information will help to 

more completely describe real estate ownership by income class. 

Home Real Estate 

Tables  6 and 7 (column 2) indicate that for  1962 home real 

estate was owned by at least 50 percent of all units,   and that the rela- 

tive frequency of ownership increased for each successive income 

class.    Home real estate ownership is widely diffused throughout the 

population,   as indicated by the relative frequency of ownership by 

income class.     This diffusion may be partially explained by the high 

home ownership rates in the lower income classes (approximately 40 

percent).    This may be the result of both access to mortgage guarantee 

and insurance programs,   and the high concentration of older home 
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owners.    Older units are very likely to own homes,   and especially to 

own them free of debt,  even in lower income classes (34,  pp.   10-11). 

Table 6.    Percentage of consumer units by income class own- 
ing specific forms of real estate:   SFCC data-. 

(1) 

1962 Income 

(2) (3) (4) 
Business 

(Farm 
Home and Non- -farm) Sp. eculative 

Real Estate Real Estate Re al Estate 

40 12 5 
45 12 7 
60 17 10 
73 18 18 
80 22 18 
86 26 29 
92 64 36 
94 70 36 
96 35 29 

$ 0 -    2,999 
3,000 -    4,999 
5,000 -    7,499 
7,500 -    9,999 

10,000 -  14,999 
15,000 - 24,999 
25,000 - 49,999 
50,000 - 99,999 

100,000 and over 

All consumer units 57 17 11 

Source:   Projector and Weiss,  SFCC 1966,   Tables A-8 and 
A-10. 

Table 7.    Percentage of spending units by income quintiles 
owning specific forms of real estate:   SCF data. 

(1) 

Income Quintiles 

Lowest 
Second 
Third 
Fourth 
Highest 
All spending units  

— Other real estate will be defined as business real estate 

(2) (3) 
Home Other 

Real Estate^' Real Estate 

36 6 
37 12 
42 11 
67 18 
70 27 
50 15 

for purposes of this  study. 
Source:   SFC 1962,   Table 6-12,   p.   139. 
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Tables 8 and 9 indicate that for 1962 and 1970 there was a 

considerable differential in the value of homes owned when units are 

separated according to their income.    In 1970,  median house value 

ranged from $10, 000 for units with incomes under $3, 000 to $28, 500 

for units with incomes of over $15, 000.    From another point of view, 

67 percent of those units who owned homes with an income under 

$3, 000    owned a home whose value was less than $12, 500.    On the 

other hand,   63 percent of the units who owned homes with an income 

over $15, 000,   owned a home whose value was equal to or greater than 

$25,000.    Conditions in 1962 relative to 1970 indicated that an even 

greater percentage of units who owned homes with an income under 

$3, 000    owned a home whose value was less than $12, 500 (80 percent 

or approximately 10 percent more). 

It is apparent from the interpretation given to these data that 

home real estate ownership is widely diffused throughout the popula- 

tion.    The value of homes owned increased substantially with income. 

It is also apparent that a majority of units with lower incomes are 

excluded from the $12,500 and over home real estate markets. 

Exclusion of units in lower income classes may arise from their 

inability to make the down payment required for home investment in 

markets with price ranges over $12, 500. 



Table 8.   Value of houses owned by nonfarm families, by income class (1962).   (Percentage distribution of nonfarm home-owning families.) 

Range of House Value All 
Nonfarrn 

Median 
Family Income, Under $5000- $7500- $10, 000- $12, 500- $15,000 $20,000- $25,000 House 

1962 $5000 7499 9999 12, 499 14, 999 19, 999 24, 999 or More Total Homeowners Value 

Under $1, 000 35 17 22 16 * * 6 4 100 4 $ 7, 100 
$ 1,000-1,999 21 21 24 11 7 9 2 S 100 8 8,300 

2,000-2, 999 29 12 13 21 5 12 5 3 100 8 7,800 
3,000-3, 999 22 19 15 15 7 16 4 2 100 7 7,800 
4,000-4, 999 17 14 19 22 12 10 5 1 100 8 10,000 
5, 000-5, 999 5 9 20 20 19 12 3 12 100 11 12,000 
6,000-7, 499 6 8 11 20 19 26 8 2 100 17 11,900 
7, 500-9, 999 1 5 8 27 12 29 11 7 100 16 14,400 

10,000-14,999 * 3 4 15 7 34 17 20 100 15 16,600 
15,000 or more * * 5 10 2 6 11 66 100 6 # 

All nonfarm home- 
owning families 10 9 13 19 11 19 8 11 100 100 12,400 

Less than 0.5 percent. 

Data not available. 

Source:   SCF 1962, Table 4-13, p. 92. 



Table 9.   Value of houses owned by nonfarm families, by income class (1970).       (Percentage distribution of nonfarm home-owning families.) 

Range of House Value Median 
Family Income,  Le ss Than $5000- $7500- $10, 000- $12, 500- $15,000- $20, 000- $25, 000 House 

1969 $5000 7,499 9999 12, 499 14, 999 19, 999 24, 999 or More Total Value 

Less than $3, 000 19 13 13 22 11 10 3 9 100 $10,000 

$ 3,000-4, 999 13 12 16 18 7 17 7 10 100 11,300 

5,000-7, 499 6 11 7 17 15 21 11 12 100 13,700 

7, 500-9, 999 3 6 7 15 14 28 13 14 100 15,000 

10,000-14,999 2 3 4 10 10 23 19 29 100 19,000 

15,000 or more * 1 1 3 4 16 12 63 100 28, 500 

AH nonfarm home- 
owning families 5 5 6 12 10 20 13 29 100 17, 800 

Less than 0.5 percent. 

Source:   SFC 1970,  Table 3-7, p. 42. 

O 
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Business Real Estate 

Tables 6 and 7 (column 3) indicate that for 1962 business real 

estate was owned by fewer than 20 percent (17 and  15 percent respec- 

tively) of all units,  and that the relative frequency of ownership 

increases for each successive income class reaching 70 percent in 

the $50,000 to $99,999 income class (Table 6,   column 3).    The 

income class $100,000 and over showed a substantial drop in the rela- 

tive frequency of business real estate ownership (35 percent less than 

the preceding income class). 

17/ 
Table  10 (column    2)—    indicates that for 1970 business real 

estate was owned by approximately 20 percent of all units,   and that 

the relative frequency of ownership increases for each successive 

income class.    However,  SCF data do not cover the upper income 

classes adequately.    Thirty-five percent of the units with an income 

equal to or greater than $15, 000 own such real estate,   whereas 

8 percent of the units with an income less than $3, 000 own such real 

estate.    Ownership of lots is the most frequent type of real estate 

ownership covered in Table  10.    Except for lot and apartment building 

ownership,   all other types of real estate indicate their relative 

17/ 
  Notwithstanding the fact that Table  10 (column 2) includes 

lots  (column 3) and summer homes  (column 4), which are not strictly 
included in this study's definition of business real estate,   these data 
will be interpreted in terms of the relative frequency of business 
real estate ownership by income class- 



Table 10.     Percentage of units by income class owning real estate:   SCF data. 

(1) 

Total Family 
Income 

(2) (3) (4) (5) 
 Real Estate Ownership 

(6) (7) 

Own Some      , Own 
a / Real Estate- Lots 

Own Own 
Summer        Apartment 
House Building 

Own Own 
Business Other 
Proper ty P roperty 

2 3 

4 5 

4 5 

4 5 

4 6 

9 8 

Less than $3, 000 

$   3,000-4,999 

5,000-7,499 

7,500-9,999 

10,000-14,999 

15, 000 o r more 

All units 

8 

14 

16 

21 

21 

35 

20 

3 

6 

6 

11 

9 

14 

2 

2 

3 

6 

1 

1 

2 

1 

3 

Less than 0.5 percent. 
a/ — Sum of components exceeds total real estate owners because some units own more than one 

type of real estate.    Ownership of owner-occupied one-family houses  is not included under 
real estate ownership.    For purposes of this  study,   real estate will be defined as business 
real estate. 

Source:   SCF  1970,   Table 6-12,   p.   116. 
IN) 
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frequency of ownership remains roughly constant or increases for 

each successive income class- 

It is apparent from the interpretation given to these data that 

business real estate ownership is less widely diffused throughout the 

population than is home real estate.    This is indicated by both the 

lower relative frequency of ownership within income classes 

(especially the lower income classes) and the apparent concentration 

of ownership in the middle to upper income classes.  One explanation 

for this apparent concentration of ownership by units in middle to 

upper income classes  is the large down payment required for this 

form of real estate investment.    This may effectively exclude units 

with lower incomes from this investment option-    Moreover,   incen- 

tives for investing in business real estate are less attractive for 

units with lower incomes (e. g. ,   depreciation allowances are more 

attractive to units in upper income classes),   and disincentives  (risks) 

are more burdensome for units with lower asset and earning capacity 

levels. 

Speculative Real Estate 

Table 6 (column 4) indicates that for 1962 speculative real 

estate was owned by 11 percent of all units,   and that the relative 

frequency of ownership increases for each successive income class 

reaching 36 percent in the $50, 000 to $99, 999 income class-    The 
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income class $100, 000 and over showed a drop in the relative 

frequency of speculative real estate ownership (7 percent less than the 

preceding income class). 

Although data in Table 10 were defined as business real estate 

for purposes of this study, lots (column 3) as a real estate type, fall 

under this study's definition of speculative real estate. As column 3 

indicates for 1970, the relative frequency of ownership increases for 

each successive income class except for the income class $10, 000 to 

$14,999 where it drops from 11 to 9 percent. However, SCF data do 

not cover the upper income classes adequately. 

It is apparent from the interpretation given to these data that 

speculative real estate ownership is less widely diffused throughout 

the population than both home and business real estate are.    This is 

indicated by the lower relative frequency of ownership within income 

classes (especially the lower income classes which have a relative 

frequency of ownership of less than 10 percent in the two lowest 

classes).    Moreover,   there is an apparent concentration of ownership 

in the middle to upper income classes.    One explanation for this 

apparent concentration of ownership is the large down payment 

requirement for this form of real estate investment,   which may 

effectively exclude units with lower incomes from this investment 

option.    Additionally,   incentives for investing in speculative real 

estate are less attractive for units with lower incomes (e.g. ,   capital 
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gains provisions are more attractive to units in upper income  classes 

and cash flows may be absent from this forra of real estate,   which 

are more attractive to units in lower income classes),   and the dis- 

incentives (risks) are more burdensome for units with lower asset 

and earning capacity levels. 
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IV.    SUMMARY AND CONCLUSIONS 

Summary 

Public policy structured to treat "market failures" related to 

land use (through restructuring property rights) must be evaluated in 

terms of its potential impacts not only upon social efficiency,   but also 

upon the distributions of wealth and income associated with real estate 

ownership.    Information on the distribution of restructured property 

rights in real estate,  owned by individuals and their respective wealth 

and income positions,  would be useful in evaluating welfare impacts 

resulting from public land use policy. 

Thus,   the objective of this  study was to estimate and analyze 

descriptors of the distribution of real estate ownership by income 

class.    Specifically,  this distribution was described by the proportion 

of wealth in home,  business,   and speculative real estate among 

income classes.    Moreover,  data which described the relative fre- 

quency of these forms of real estate ownership by income class was 

interpretated. 

Particular emphasis was given to analysis of institutional and 

economic forces which help to explain an individual's ownership in one 

or another form of real estate by income class.     This framework pro- 

vided  a basis for the following hypotheses: 
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1. The proportion of wealth devoted to home real estate is 

inversely related to the investor's level of wealth. 

2. The proportion of wealth devoted to business real estate is 

directly related to the investor's level of wealth. 

3. The proportion of wealth devoted to speculative real estate 

is directly related to the investor's level of wealth. 

The empirical base used to test these hypotheses and obtain the 

objective came from published national samples for the early 1960s 

and  197 0s.    However,   data used to test the second hypothesis included 

business assets other than land and buildings.    Hence,   these data did 

not provide a strict test of the business real estate hypothesis as 

stated,   but can be viewed as the best approximation available at this 

point.    Moreover,   data did not reflect corporate real estate holdings. 

Therefore,   non-coverage of real estate interests in the form of 

corporate stock probably understated real estate holdings in upper 

income classes. 

Conclusions 

Two sets of statistical information were evaluated.     The first 

described the proportion of'wealth in real estate forms among income 
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classes.    Statistical results provided,   primarily,   confirming evidence 

for the three hypotheses.    However,   the latter two hypotheses did not 

hold strictly over all income classes.     That is,  for the $25,000 and 

over income class range,   the proportion of wealth devoted to business 

and speculative real estate was inversely related to the level of 

wealth. 

One explanation given for this result was that investors,  with 

incomes over $25,000,   tend to diversify their portfolios with interests 

in non-real estate assets.    SFCC data indicated that the proportion of 

wealth in publicly traded stock increased at an increasing rate over 

the entire income class range.    This results,  it was argued,  because 

real estate investment management has a greater opportunity cost,   in 

terms of alternative uses of the investor's time,  than do non-real 

estate investments for these investors.    Moreover,   corporate real 

estate holdings were not revealed by the data used for the hypotheses 

tested.    Hence, non-coverage of real estate interests in the form of 

corporate stock probably understated real estate holdings in upper 

income classes. 

The second set of statistical information described the relative 

frequency of investors,  by income class,  who owned home,   business, 

and speculative real estate.    These relative frequency distributions 

described,   essentially,   the diffusion of real estate ownership,  by 

income class,  for home,  business,  and speculative real estate. 
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Relative frequency distributions for all three real estate forms 

showed increasing percentages of ownership for each successive 

income class except for the highest income class,  where there was a 

drop in the percentage of units who owned business and/or speculative 

real estate.    The home real estate distribution showed the greatest 

percentages of ownership in all income classes,   especially in the 

lower income classes.    On the other hand,   speculative real estate 

showed the smallest percentages of ownership in most income classes, 

particularly in the lower income classes. 

Suggestions for Further Research 

The results of this study (or the lack thereof) suggest certain 

directions which further research might fruitfully take in attempting 

to describe the distribution of real estate ownership among income 

classes.    These would include (from a macro perspective) obtaining 

current and more complete national ownership data on individuals (by 

income class) holding real estate in the farm, business (non-corporate), 

and corporate sectors. 

Moreover,   (from a micro perspective) it may be of interest to 

select a specific geographic area(s) in an attempt to find out who owns 

the land at the urban-rural fringe,   and for what purpose(s).    In 

Oregon,  for example,   county land ownership maps indicate ownership 

numbers for various parcels comprising some given area of analysis. 



70 

Ownership numbers are cross-referenced onto county tax records 

which are filed on conaputer tapes for some counties.    County tax 

records reveal the following information:    1) exact location of the 

parcel;    2) owner's name and address; and   3) assessed value of the 

parcel,  broken down by improvements,   timber,   and land.    Once the 

real estate owners are identified for the given parcels,   a survey may 

be conducted so as to obtain data on their wealth and income positions, 

and other socio -economic characteristics of interest. 

Research to provide additional information from which welfare 

impacts of public land use policy can be estimated,   should include 

conceptualization of how individuals  (other than real estate owners) 

may be distributionally affected (and how this would be measured) by 

public land use policy.    This would be beneficial to the extent that 

real estate owners are not the only individuals whose welfare is 

affected by public land use policy. 
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