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Homeownership remains the largest source of wealth for the majority of Americans
Even in the wake of the Great Recession’s housing crash, a family’s home is still their most valuable asset. For low- and
moderate-income households, their home represents 70% of their total wealth.1 Many believe that homeownership remains a viable
route towards building wealth for low- and moderate-income families.2 The forced savings feature of a mortgage can lead families
to build wealth into retirement, even without a rise in home values.
There is also a bevy of research suggesting that homeownership has a positive impact on communities and families. Lower crime,
higher community engagement, greater academic achievement, fewer teenage pregancies—these are but a few of the positive
effects linked loosely or strongly to homeownership.3
This may explain why the Great Recession has not greatly dampened American enthusiasm for homeownership. While some have
argued that families should stop buying homes,4 89% of Americans still believe that owning a home is an important part of the
American Dream. This is true across races, income levels, genders, and age groups.5
And regardless of where you stand on homeownership, one thing is undoubtedly true: the federal government devotes large sums
promoting homeownership. The vast majority of this spending is delivered through homeownership tax programs (also called “tax
expenditures”), which totaled over $200 billion in 2013.
Unfortunately, very little of this spending helps low- or moderate-income families become howeowners. Top income families
receive tens of thousands of dollars in housing support from these tax programs. Families in the bottom 20% receive, on average,
practically nothing. Middle-income households don’t fare much better.
This is Upside Down.
If the federal government is going to continue devoting billions of dollars to promote homeownership, these dollars should actually
go to promote homownership. But existing homeownership tax programs tend to subsidize expensive homes and mortgage debt
rather than homeownership. Congress needs to reorient these programs and ensure that low- and moderate income families have
both equal access to homeownership tax programs and support to build their own savings towards buying a home.
The remainder of the paper is organized as follows:
1.

Size of homeownership tax programs

2.

Distribution of homeownership tax programs

3.

The four reasons homeownership tax programs are upside down

4.

Federal policy reforms to turn homeownership tax programs right-side up

1 The multi-billion dollar investment in homeownership tax programs
Tax programs are by far the largest source of federal support for housing. In 2013 alone, homeownership tax programs
totaled over $200 billion. This is nine times as large as the discretionary budget of the U.S. Department of Housing and
Urban Development. It is, in fact, larger than the combined discretionary budgets of ten federal cabinet-level agencies.
And this spending is growing. Since the housing crash six years ago, total federal spending on homeownership tax
programs has totaled just over $1 trillion. Over the next six years, spending is projected to be nearly $1.7 trillion.6
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In 2013, the largest federal homeownership tax programs were:
$72.4 billion – Tax Preference for Homeowners Over Renters, also
known as tax expenditure for “net imputed rental income.” This tax
preference amounts to a tax benefit for owning a home over renting.
If you pay $1,000 to a landlord for rent, the landlord has to pay tax
on that $1,000 of rental income. If you instead own your home, that
$1,000 doesn’t go to your landlord--you keep it. Your home is acting
as an investment, providing you with $1,000 in income that no longer
has to go a landlord. But this “imputed” rental income is not taxed.
Since 2004, the Office of Management and Budget has calculated the
total value of this tax break, and it has grown rapidly during these
years, making it the most expensive homeownership tax break
today. But while the OECD has recommended8 that all countries tax
imputed rental income, few countries have actually done so, and few
policymakers have seriously proposed such a reform for the U.S.9
$69.0 billion – Mortgage Interest Deduction, an itemized deduction
for interest paid on a principal residence and a second home. Among
those who claim the deduction, the average amount deducted in recent
years has been about $11,000.10

Federal spending on homeownership
tax programs outweighs the discretionary
budgets of 10 federal cabinet-level agencies
Total Federal Spending in 2013
$211 B

Homeownership Tax Programs

$190 B

Discretionary Budgets of:
Homeland Security
Justice
Energy
Agriculture
Housing & Urban Development
Transportation
Treasury
Labor
Interior
Commerce

Author’s calculations based on data from the Office of Management and Budget
(2014). Agency budgets reflect total outlays in FY2013. “Other Tax Programs”
includes: imputed net rental income, exclusion of interest on owner-occupied
mortgage subsidy bonds; deferral of income from post 1987 installment sales; and
discharge of mor tgage indebtedness.

Married homeowners can deduct interest from the first $1 million of
mortgage debt (unmarried taxpayers can claim up to $500,000). For
instance, a family with a $250,000 mortgage can deduct the entirety of
the mortgage interest. A two-parent family with a $1.5 million mortgage can only deduct the interest incurred on the first $1
million of their mortgage, not the entire amount of interest incurred. In practice, this limit affects only a very small proportion
of the population.
It is important to note that the Mortgage Interest Deduction subsidizes home debt, which is not the same as home ownership.
In fact, the deduction can also apply to the first $100,000 of interest on a home equity line of credit. This effectively allows a
family with sufficient equity to turn their home into a tax-preferred credit card. They receive a loan from a bank based on the
equity of their home, and they are able to deduct the interest on that loan.
$34.3 billion – Exclusion for Home Sales. This exclusion (available to both itemizers and non-itemizers) allows a couple to
deduct up to $500,000 in capital gains from the sale of a principal residence. For example, if a couple buys a home for $200,000,
and sells it for $700,000, they will pay no capital gains tax on the $500,000 increase in home value. If they instead were able to
sell the home for $1 million they would pay capital gains tax on $300,000—$500,000 less than the $800,000 increase in value.

From 2009 to 2019, annual spending on
homeownership tax programs is projected to double to $337 billion
Annual Federal Spending on Homeownership Tax Programs
Other Tax Programs

Mortgage Interest Deduction

Home Sales Exclusion

Real Estate Tax Deduction

2

Author’s calculations based on Office of Management and Budget (Appendix, Budget of the United States Government) data for fiscal years 2004 through 2019. Note 2014-2019 is projected spending. “Other
Tax Programs” includes: Imputed Net Rental Income, Exclusion of interest on owner-occupied mortgage subsidy bonds; Deferral of income from post 1987 installment sales; Discharge of mortgage indebtedness;
and the credit for first-time homebuyer.
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Compare this to a different kind of investment, stocks. If the family bought $200,000 in stock and then sold it years later
for $700,000, they would owe capital gains tax on the $500,000 of investment income. The Exclusion for Home Sales allows
homeowners to avoid this sort of tax on capital gains from home sales.
It’s worth noting that many policy analysts argue the exclusion is an efficient way to improve worker mobility, as it eliminates
some of the costs associated with selling a home and moving.11
$29.3 billion – Real Estate Tax Deduction for state and local taxes paid on owner-occupied homes. In recent years, the
average amount of real estate taxes deducted has been about $4,000.12 Like the Mortgage Interest Deduction, the Real Estate
Tax Deduction is only available to taxpayers who forego the Standard Deduction and choose to itemize deductions. Unlike
the Mortgage Interest Deduction, there is no income limit and no deduction maximum, though the value of the deduction is
often reduced for those affected by the Alternative Minimum Tax.13
$5.7 billion – Other Homeownership Tax Programs. The three programs described above accounted for more than 95% of federal
spending on homeownership tax programs in 2013. Three smaller homeownership tax programs totaled nearly $6 billion:

•

$3.4 billion – Exclusion of discharged mortgage debt. Mortgage debt may be forgiven (or “discharged”) through mortgage
restructuring or foreclosure, but this debt is normally counted as income and is taxed as such. This program allows
homeowners to exclude this sort of income from taxation.

•

$1.2 billion – Exclusion of interest on owner-occupied mortgage subsidy bonds. State and local governments may issue
bonds to provide lower-rate mortgages to low-income and veteran homebuyers. Bondholders receive income from interest
on these bonds, but this exclusion allows bondholders to exclude this income from taxation.

•

$1.1 billion – Deferral of income from installment sales. In some cases, a home may be sold and paid for over the course
of several years rather than in a single lump sum. This deferral allows these sellers to delay paying taxes on profits from
the sale of a home.

Not included in this list is the expired federal tax credit for first-time
homebuyers. This program existed from 2008 to 2011, peaking at a cost
of $13.7 billion in 2010. While specifics of the program varied over time,
at its most generous the program offered a maximum tax credit of $8,000
for first-time homebuyers with annual income below $225,000 ($125,000
for single homebuyers). The credit was refundable, meaning that even the
lowest-income home buyers benefited.
Spending on homeownership tax programs far outweighs spending on
rental housing programs. In his 2012 testimony on public benefit programs,
Heritage Foundation Senior Research Fellow Robert Rector, outlined more
than twelve low-income (or “means-tested”) housing programs.14 In 2013,
these programs totaled just under $50 billion.15 This may seem like a hefty
sum, but it pales in comparison to federal spending on homeownership tax
programs, which totaled over $200 billion in the same year—four times as
much as the federal government spent on low-income housing programs.16

Homeownership tax programs cost four times
as much as low-income rental programs
Total Federal Spending in 2013

Author’s calculations based on Office of Management and Budget
(2014) and Heritage Foundation (2012). Heritage programs updated
to FY2013 spending levels.

2 Homeownership tax programs focus benefits on the highest-income households
In early 2014, the Urban Institute produced new data on two of the largest homeownership tax programs, the
Mortgage Interest Deduction, and the Real Estate Tax Deduction. Combined, these two tax programs accounted
for a near-majority of all homeownership tax programs, costing the federal government $98.3 billion in 2013.17
In short, this data shows that homeownership tax programs mainly work to help the wealthy build more housing wealth.

3

It’s not just the very top versus the very bottom. The federal government spends more on programs to help the top 5% than they
spend on the entire bottom 80% combined, and these homeownership tax programs are upside down at every level of analysis.
Without exception, as you move down the income scale, you receive less support from these homeownership tax programs.

Upside Down: Homeownership Tax Programs

Corporation for Enterprise Development

UP S ID E

Upside Down: Homeownership Tax Programs

DOWN

Upside Down Homeownership Tax Programs
Top 20% get $69.9 billion
Bottom 20% gets $0.7 billion

Upside Down Homeownership Tax Programs
Average Top 0.1% household gets $17,276
Average Bottom 20% household gets $3

Total Annual Benefit from Homeownership Tax Programs

Average Annual Benefit from Homeownership Tax Programs

Mortgage Interest Deduction

Real Estate Tax Deduction

Mortgage Interest Deduction

State & Local Property Tax Deduction

Income Percentile Range

Income Percentile Range
Author’s calculations based on data from Urban Institute (2014).

•

The Top 1% receives $7,200 less than the Top 0.1%.

•

The Top Quintile receives $6,711 less than the Top 1%.

•

The 4th Quintile receives $2,546 less than Top Quintile.

•

The 3rd Quintile receives $559 less than the 4th Quintile.

•

The 2nd Quintile receives $216 less than the 3rd Quintile.

•

The Bottom Quintile receives $41 less than the 2nd Quintile.

In other words, those who need the most help affording homeownership receive the least support. This is Upside Down.
Low- and moderate-income households get almost zero support from these programs. While these programs are supposed
to expand homeownership, they do almost nothing for most low- and moderate-income Americans. In 2013, the average
benefit for a household in the bottom 20% was just $3. Not $3,000. Not $300. Just three dollars—a coffee at Starbucks. By
comparison, the average benefit for a top 0.1% household was $17,276. Or, in Starbucks terms, a Venti Caramel Macchiato
every day of the week for ten straight years.
The Urban Institute data shows that both the Mortgage Interest Deduction and
Real Estate Tax Deduction are both upside down. For both programs, the highestincome fifth of earners receive the roughly the same lopsided majority share of
federal spending on each program: 72% ($59.5 billion) of the Mortgage Interest
Deduction; and 70% ($20.4 billion) of the Real Estate Tax Deduction. The average
benefit for a tax filer in the middle of the pack (annual income $59,000) was only
$260—about 1.5% of the average benefit for someone at the very top. In short,
neither program does much, on average, for households below the upper ends of
the income distribution.

4

The highest-income earners benefit most from the Real Estate Tax Deduction.
While all homeownership tax programs do little for low- and moderate-income
families, the Real Estate Tax Deduction is uniquely focused on benefiting multimillionaires. The Mortgage Interest Deduction—while inequitable in its own
right—somewhat flattens off its benefits at the top end of the income spectrum.
This is no doubt because only the interest on the first $1 million of a mortgage
can be deducted. But federal housing support through the Real Estate Tax
Deduction is not capped and does not plateau. Rather, it skyrockets as incomes
reach the multi-millions.
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The top 5% get more from
homeownership tax programs than
the bottom 80% combined
$30.6 B

$29 B

Calculations based on data from Urban Institute (2014). Includes
Mortgage Interest Deduction and Real Estate Tax Deduction.
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A further analysis conducted for this paper confirms that this
inequity continues up the income ladder even beyond the
top 0.1%.18 This analysis uses four years of IRS tax filings and
includes 571 million tax returns with incomes ranging from
zero dollars to over $10 million. Three observations from this
data corroborate the story told by the Urban Institute’s analysis:
1.

Both deductions grow with income. The average
amount of deduction claimed for both real estate taxes
and mortgage interest increases as income increases.

2.

Deductions of mortgage interest plateau. The average
amount deducted for mortgage interest peaks for tax
filers with income between $500,000 to $1 million. The
average benefit remains roughly the same for incomes
even in excess of $10 million.

3.

Deductions of real estate taxes don’t plateau.
Beginning with the $1.5-$2 million group, the value of
the Real Estate Tax deduction exceeds the value of the
Mortgage Interest Deduction. Those with income over
$10 million (the top 0.0078%) deducted over $75,000
on average.

DOWN

Mortgage interest deductions plateau, but real estate
tax deductions continue rising rapidly with income
Average Amount Deducted by Itemizers
Real Estate Tax Deductions

Mortgage Interest Deductions

Author’s calculations based on 2008, 2009, 2010, and 2011 data from the Internal
Revenue Service.

The expired First-Time Homebuyer Tax Credit was right-side up. The only homeownership program structured to
focus benefits on low- and moderate-income families was the short-lived First-Time Homebuyers Tax Credit. Congress
created the credit to operate during the height of the recession, 2008-2011. The program was intended to stem the tide
of falling house prices, though as a macroeconomic stimulus program it received middling reviews.19 But the credit
proved that it is indeed possible to run a homeownership tax program that primary benefits low- and moderate-income
households. In the four years of its existence, the spending on the credit primarily went to those with income under
$100,000. And these tax filers received, on average, only 35% less than from the credit as those with income over $100,000.20

The Homebuyer Tax Credit benefited low- and moderate-income families,
and the average benefit for these families was substantial
Total Value of Homebuyers
Tax Credits Claimed

Income Range

Average Homebuyers
Tax Credit Claimed

Income Range

Author’s calculations based on 2008, 2009, 2010, and 2011 data from the Internal Revenue Service.

3 The four reasons homeownership tax programs are upside down
So why does the federal government spend over $200 billion annually mainly to help house the wealthy? The reason comes down
to the structure of homeownership tax programs. There are four structural flaws causing the problem:

5

1. Homeownership tax programs are largely only available to households that itemize deductions. Of the more than $200
billion spent on homeownership tax programs in 2013, $98 billion (roughly half) came in the form of two itemized deductions, the
Mortgage Interest Deduction and Real Estate Tax Deduction. But only households who opted to itemize their deductions could
access these programs.
Upside Down: Homeownership Tax Programs
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Households must choose between itemizing deductions and taking the standard deduction, which was $12,200 for married
couples in 2014 ($6,100 for singles). If the sum total of itemized deductions is less than $12,200, tax filers stick with the standard
deduction. High-income households are far more likely to itemize than low- and moderate-income households. More than
95% of tax filers with income over $200,000 itemized their deductions instead of claiming the standard deduction in 2011. By
comparison, only 13% of tax filers with annual income of $50,000 or less itemized their deductions.21
What does it take to reach the $12,200 threshold for a low- or moderate-income family? Consider that the median home in
2013 sold for about $269,000.22 With a 20% down payment and reasonable interest rate for a 30-year loan, a homebuyer can
expect about $8,860 of mortgage interest in the first year, and about $3,090 in real estate taxes. This is a total of $11,950 in
deductions, not enough on its own to justify itemizing.

Most taxpayers who itemize deductions
receive little benefit beyond the value of the Standard
Average value of itemized deductions beyond the standard deduction

Income Percentile Range
Author’s calculations based on 2008, 2009, 2010, and 2011 data from the Internal Revenue Service. Note that calculation assumes a Standard Deduction for a couple of $11,600.

Furthermore, the itemized deductions are only worth as much as they exceed the standard deduction. In the previous example,
let’s assume the family’s interest over the course of the year was $300 more, putting the total value of itemized deductions at
12,250. This is over the Standard Deduction line—so does the family get a $12,250 windfall? Of course not. Before itemizing,
the family was able to take the $12,200 standard deduction. With the extra interest, the family was able to deduct $12,250—a
net benefit of $50 more to deduct. High-income families with tens of thousands of dollars of deductions to itemize don’t face
such limitations. The average filer with income under $100,000 itemized $9,000 beyond the value of the Standard Deduction. By
comparison, millionaires on average deducted $441,000. Those with income over $10 million deducted $4.1 million on average.
2. Homeownership tax support increases as a household’s tax rate increases. The dollar value of a deduction is based
on a household’s tax rate. There are currently seven income tax rates based on income, ranging from 10% to 39.6%. As a
household’s income grows, so does its tax rate. As a household’s tax rate decreases, the value of deductions decreases as
well—meaning that these programs are structured to provide less support to low- and moderate-income families.
How does this work? As an example, lets imagine that both a middle-income family, the Hendersons (15% tax rate), and a
high-income family, the Hamptons (39.6% tax rate), bought homes that cost $300,000. Over the course of the year, both the
Hendersons and the Hamptons paid $13,452 in mortgage interest and property taxes. Because this amount is greater than the
$12,200 Standard Deduction (by a total of $1,252), they both opted to itemize their deductions in lieu of taking the Standard
Deduction. But the value of this additional $1,252 in deductions differs for the two households. The Henderson family’s
tax refund will be $188 bigger -- $1,252 times their tax rate, 15%. The Hampton household’s refund will be $496 bigger -$1,252 times their tax rate, 39.6%. Both bought the same value house. Both chose to itemize deductions. Both deducted the
same amount of mortgage interest and real estate taxes. And yet, the Hamptons get more than 2.5 times as much help from
homeownership tax programs as the Hendersons.

6

3. Homeownership tax programs encourage bigger homes and more debt, not homeownership. An often overlooked fact
about both the Mortgage Interest Deduction and the Real Estate Tax Deduction is that neither program directly encourages
homeownership. The Mortgage Interest Deduction supports mortgage debt—the more debt, the more support. The Real Estate
Tax Deduction supports buying more expensive homes—the more property tax, the more support. Researchers are largely in
agreement that these programs do not encourage non-homeowners to become homeowners.23 Instead, they encourage more
debt and more expensive homes particularly for high-income families.

Corporation for Enterprise Development

Upside Down: Homeownership Tax Programs

UP S ID E

Upside Down: Homeownership Tax Programs

DOWN

High-income families get 2.5 times the benefit of
moderate-income families who buy the same home.

Income Tax Bracket

Moderate-Income Family

High-Income Family

15%

39.6%

Cost of Home

$300,000

First Year’s Mortgage Interest

$10,002

First Year’s Real Estate Tax

$3,450

Value of Deductions Beyond Standard Deduction

$188

$496

Author’s calculations. Assumes 20% down payment, 4.2% mortgage interest rate, 1.15% property tax rate (on purchase price of home), and homebuyer is a
married couple filing jointly ($12,200 Standard Deduction).

The mortgage interest deduction is capped only for interest on the first $1 million of a mortgage—this is roughly four times
the size of the median home sale price, let alone mortgage size. The real estate tax deduction is not capped at all. The effect of
this is to pass on significant support to those who can afford to buy bigger homes.
To illustrate, let’s return to the Hampton family. Imagine that the Hamptons didn’t purchase a $300,000 home, but instead
opted for a $1.25 million home. Putting 20% down for the home, the Hamptons can deduct all of the interest on their $1 million
mortgage, and they can deduct all of their real estate taxes. As a result, their total tax support from homeownership programs
increases from just $369 to $17,365 beyond the Standard Deduction. In other words, these two homeownership tax programs
spend an additional $17,000 in service of housing the Hamptons in the $1.25 million home instead of a $300,000 home.

If you take on a huge debt load to buy a mansion,
your support from homeownership tax programs will skyrocket
High-Income Family
“Modest Spender”
Income Tax Bracket

High-Income Family
“Big Spender”
39.6%

Cost of Home

$300,000

$1.25 M

First Year’s Mortgage Interest

$10,002

$41,677

First Year’s Real Estate Tax

$3,450

$14,375

Value of Deductions Beyond Standard Deduction

$369

$17,365

Author’s calculations. Assumes 20% down payment, 4.2% mortgage interest rate, 1.15% property tax rate (on purchase price of home), and homebuyer is a married
couple filing jointly ($12,200 Standard Deduction).

4. Homeownership tax benefits are poorly timed for most families. If the above inequities weren’t enough, the
homeownership tax programs are also very poorly timed for low- and moderate-income families.
In short, buying a home is expensive. For the median house sold in 2013, a 20% down payment would be over $50,000. Add
to this the credit reports, loan origination, appraisals, inspections, title insurance, surveys, underwriting, recording fees—
combined the average closing costs are 2-5% of the purchase price of home.24 This adds as much as $13,445 to the up-front
cost of purchasing the median home, for total cost of around $65,000 -- an astronomical amount of savings for most families.
But existing homeownership tax programs don’t address this issue. These programs spread support over the lifetime of
homeownership, not the expensive first step toward becoming a homeowner. A 30-year mortgage on a $300,000 home, for
instance, will result in around $200,000 in interest over the life of the loan. For a middle-income family facing a 15% tax rate,
that’s $35,000 in benefits from the Mortgage Interest Deduction. But if a family can’t afford the down payment and closing
costs to begin with, they will never purchase the home, and they will never receive any benefit. For high-income families with
a large amount of savings, this isn’t a problem. But for low- and moderate-income families without much savings, this barrier
can cut off their path to homeownership.

Upside Down: Homeownership Tax Programs
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4 Federal reforms to turn homeownership tax programs right-side up
The defenders of homeownership tax programs argue that they “help make owning a home affordable and accessible to
millions of Americans.”25 But the evidence shows that these programs often don’t incentivize homeownership, and don’t
provide much support to low- and moderate-income families. Instead, these programs largely incentivize debt and bigger
homes, and they concentrate support on the highest-income households. If we want most working Americans to receive
meaningful support from these programs, Congress has to address the four structural issues described above.
There is a long history of bipartisan proposals to reform the three largest housing tax programs. Numerous analysts
and policymakers on both the left and right have called for reforming the Mortgage Interest Deduction and Real Estate Tax
Deductions. In 1976, Senator Edward Kennedy proposed replacing the deductions with credits, arguing that “a program
that automatically excludes 75% of the people from participation and provides the greatest aid to the richest families is
indefensible.”26 In 1984, President Reagan proposed eliminating the Real Estate Tax Deduction as well.27 In the last decade, the
calls for reform have been bipartisan:

For decades, congressional leaders have called out
the inequity of upside down homeownership tax programs
“A program that automatically excludes
75% of the people from participation and provides
the greatest aid to the richest
families is indefensible.”
–Senator Edward Kennedy (D-MA), 1976

“Those benefiting from this tax break are
among the most well off…Instead, this deduction
should be directed to help those in the
middle own their home”
–Senator Tom Coburn (R-OK), 2011

Reform the upside down structure of homeownership tax programs. History proves that there’s widespread agreement that
the existing homeownership tax programs aren’t working for most families. There are several options for replacing the existing
system with a more equitable credit. Each of these options would be an improvement over the existing system. All would put the
more than $200 billion currently spent on inefficient and inequitable homeownership tax programs to better use:
REFORMS TO HELP LOW- AND MODERATE-INCOME AFFORD THEIR FIRST HOME

8

•

Create a permanent first-time homebuyer’s tax credit. Unlike existing homeownership tax programs, the short-lived
First-Time Homebuyer’s Tax Credit of 2008-2011 was successful in directing homeownership tax benefits to low- and
moderate-income homebuyers. While the temporary credit was enacted as a macroeconomic stimulus program—and
was only marginally effective as such34—this reform would replace the existing deductions with a permanent First-Time
Homebuyer’s Tax Credit. Such a credit would address the high down payment and closing costs that prevent many
families from purchasing a home.35

•

Help families save for a first home down payment. The First-Time Homebuyer’s Tax Credit is one idea to address high
down payment and closing costs. A complimentary or alternative solution would be to help families save for their first home
down payment. Researchers at the Brookings Institute have proposed creating a “first time home buyers saving plan.”36 The
program would essentially functions as a federally matched Roth retirement savings account. In practice, a worker would
use after-tax dollars to save up to $5,000 per year in a special account ($10,000 for couples). Savings would be matched at
30%. For instance, $1,000 of savings would be supplemented with $300 of match. The accounts would grow tax free, and
withdrawals used to pay for a first home purchase would be tax free as well (like a Roth retirement savings account).
It’s worth noting that such a program already exists, though in a very complicated and suboptimal form. Workers are
currently allowed to withdraw up to $10,000 ($20,000 for couples) from a Roth retirement account to buy a home, penalty
and tax-free. For low-income families, matches are provided for savings into Roth accounts by the Saver’s Credit—up
to $1,000 per year. This solution is far from perfect. It requires sacrificing retirement savings to finance a home down
payment. And because the Saver’s Credit is non-refundable, it fails to support workers who have little or no tax liability.
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Support is growing to reform the Mortgage Interest and Real Estate Tax Deductions
Year

Entity Making Recommendation

Mortgage Interest Deduction

Real Estate Tax Deduction

2005

President George W. Bush’s Advisory Panel on Federal Tax Reform

Replaced with refundable credit

Eliminated

2010

Bipartisan Policy Center’s “Domenici-Rivlin” Debt Reduction Task Force

Replaced with refundable credit

Eliminated

2010

President Obama’s “Simpson-Bowles” Commission30

Replaced with non-refundable credit

Eliminated

2011

Republican Senator Tom Coburn (R-OK)31

Replaced with credit

N/A

2013

Alan Viard, scholar at the conservative American Enterprise Institute32

Replaced with refundable credit

N/A

2013

Republican Ways and Means Chairman, Dave Camp (R-MI)33

Made more progressive

Eliminated

28

29

REFORMS TO ENSURE HOMEOWNERSHIP TAX PROGRAMS SUPPORT ALL WORKERS

•

Replace the Real Estate and Mortgage Interest Deductions with a Homeowner’s Tax Credit. Several reformers have
called for converting the Mortgage Interest Deduction and the Real Estate Tax Deduction into a credit.37 Consider how a
refundable 15% credit would work: a family that pays $5,000 in mortgage interest would get $750 in support--$5000 times
the 15% credit. The support would be same for high-income and low-income households.
Practically any proposal that ends the practice of using itemized deduction as a tool for expanding homeownership
would be a step in a right direction. For this reason, the mortgage interest and real estate tax credit proposals are clearly
an improvement over the existing programs. But these proposals suffer from the significant flaw that plagues the existing
deductions: the credits would continue to encourage more debt rather than more homeownership, and they would still
benefit high-income households who can afford to buy more expensive homes.
A better reform would replace the two deductions with a simple Homeowner’s Tax Credit. Rather than incentivizing
bigger homes and more debt, a Homeowner’s Tax Credit would support homeownership directly. The most recent
proposal of this kind would replace the Mortgage Interest Deduction with a flat refundable credit worth $536 for all
homeowners.38 In another construction, the credit would provide as much as a $1,300 credit to all homeowners, with the
credit phasing out gradually as income increases.39 Yet another homeowner’s credit proposal would create a credit worth
1.03% on the first $100,000 of a home value.40 A family that bought a home worth $100,000 or more could claim a credit
for $1,030 every year. The size of the homeownership credit for these proposals could be increased by also replacing the
Real Estate Tax Deduction and using the cost savings to plus up the credit.
Each of these proposals would stop the practice of incentivizing greater mortgage debt or more expensive home purchases.
Instead, they would simply support homeownership and would focus support on low- and moderate-income homeowners.

•

Reduce subsidies for excessive mortgage debt and mansions. The average Real Estate Tax Deduction for the highestincome taxpayers was over $77,000 in 2011. What size home allows for a $77,000 Real Estate Deduction? Assuming a
property tax of 1.2%, the homes involved would have to be worth $6.4 million. Why is the federal government sending tax
dollars to millionaires to house them in country manors and Park Avenue penthouses? Likewise, the existing Mortgage
Interest Deduction provides benefits for second homes rather than just primary residences, a feature that even Republican
Presidential candidate Mitt Romney proposed eliminating.41 Limiting the size of these deductions for the largest homes
will not directly help low- and moderate-income people to become homeowners, but it would free up valuable federal
funds for programs that would actually expand the opportunity for homeownership.

Conclusion

9

For most Americans, their home still accounts for the vast majority of their wealth. For them and for millions of aspiring
homebuyers, homeownership represents a pathway to economic stability and an essential feature of the American Dream.
Many also see homeownership as a broader benevolent force, improving communities and boosting the national economy.
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Whether or not you agree about the importance of homeownership to personal economic stability and society writ large,
it is undeniably true that the federal government has decided to invest heavily in homeownership tax programs. These
investments are poorly made.
Two programs in particular, the Mortgage Interest Deduction and the Real Estate Tax Deduction, are strikingly flawed. Rather
than promoting homeownership, they promote debt and pricier homes. Rather than helping low- and moderate-income
Americans, they focus support on the wealthiest among us. This is Upside Down.
To encourage homeownership for American families, Congress needs to reform these programs. Many policymakers on both
sides of the aisle agree with this sentiment. Democrats and Republicans have proposed laudable reforms to homeownership
tax programs for decades. And yet the years go by while billions of dollars in government resources go wasted every year and
millions of potential low- and moderate-income homebuyers get left behind.
In these programs, Congress has an opportunity. More than $200 billion is on the table. Most of these dollars are now poorly
invested, but they could be redeployed to have a greater positive impact on homeownership. This new investment would not
require any additional federal expense. Increasing the efficiency and equity of homeownership is as simple as turning our
homeownership tax programs right-side up.
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