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for its inequities, inefficien-
cies, ineffectiveness, and
cost. It also exposes the de-
duction as the fake third rail
of tax reform and provides
policymakers with ample justification for putting
the tax code’s sacred cow out to pasture and
replacing it with a tax credit for homeownership.

Dennis J. Ventry Jr.

Copyright 2012 Dennis J. Ventry Jr.
All rights reserved.

Table of Contents

I.  The Inequities of the MID ............ 182
II.  The Inefficiencies of the MID .. ... ... .. 186
III. The Costs and Benefits(?) of the MID . ... 188
A. The MID and the Rate of
Homeownership . ................ 189
B. The MID and Social Capital ......... 191
C. The MID and Housing as a Good
Investment ..................... 192
IV. Reforming and Replacing the MID .. ... 193
A. Slowly Phase Out the MID .......... 194
B. Capping the MID for High-Income
Taxpayers ...................... 195
C. Replacing the MID With a Tax Credit . .. 196
V. Conclusion ....................... 198

The mortgage interest deduction (MID) has long
been considered a “symbol”! of the American
Dream, both a facilitator and protector of home-
ownership. It has been described as the “third rail

'Lou Cannon, “Reagan to Keep Home Mortgage Tax Deduc-
tion,” The Washington Post, May 11, 1984, at F1 (quoting Presi-
dent Reagan assuring the National Association of Realtors
(NAR) that he had instructed the Treasury Department to
“preserve that part of the American Dream which the home
mortgage interest deduction symbolizes”).
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of tax reform,”? the “most sacred tax break in the
code,”? a member of the “Holy Trinity of U.S. social
programs,”4 and “an American birthright”> so
“sacrosanct”® that the “mere thought of tampering
with it was unpatriotic.””

In fact, touching the MID is not just treasonous
but ruinous. According to the subsidy’s most reso-
lute defenders, namely the housing lobby led by the
National Association of Realtors® and the National
Association of Home Builders,® disturbing the MID
for any reason would induce housing prices to
plummet by 15 percent and result in “trillions of
dollars in wealth destruction.”1? Attacking the MID,
moreover, would be tantamount to “a de facto tax
increase on the middle class.”!* The subsidy has

?Bruce Bartlett, “Tax Reform’s ‘Third Rail: Mortgage Inter-
est,” 139 NCPR Pol’y Backgrounder 1 (1996).

“Jeffrey H. Birnbaum and Alan S. Murray, Showdown at Gucci
Gulch: Lawmakers, Lobbyists, and the Unlikely Triumph of Tax
Reform 246 (1987).

“Christopher Howard, The Hidden Welfare State: Tax Expendi-
tures and Social Policy in the United States 93 (1997) (naming Social
Security and Medicare as the other two members of the “trin-
ity”).

Y °Id.

®Pat Jones, “Housing Industry Lobbying Campaign Rankles
Some Taxwriters,” Tax Notes, Jan. 23, 1989, p. 409.

7Birnbaum and Murray, supra note 3, at 246.

8According to the Center for Responsive Politics, the housing
industry spent $65.4 million lobbying Congress and federal
agencies in 2011. See http://www.opensecrets.org/lobby/
top.php?showYear=2011&indexType=i. Of that amount, NAR
spent $22.5 million, ranking it the third most free-spending
organization across all industries, behind only the Chamber of
Commerce ($66.4 million) and General Electric ($26.3 million).
See  http://www.opensecrets.org/lobby/top.php?show Year=
2011&indexType=s.

9The National Association of Home Builders (NAHB) offers
a website, SaveMyMortgagelnterestDeduction.com, that warns
visitors about threats to the MID from Congress and economic
experts. According to the NAHB, its site “is dedicated to
preserving the mortgage interest deduction and protecting
homeownership.” See http://www.savemymortgageinterest
deduction.com/showpage_details.aspx?showpagelD=4379.

“Lawrence Yun (chief economist, NAR), “Why the MID
Deserves to Stay,” Realtor Mag (Sept. 2010), available at http://
realtormag.realtor.org /news-and-commentary/economy /artic
le/2010/09/why-mid-deserves-stay.

""Ron Phipps (president, NAR), “Should the Mortgage Inter-
est Deduction Be Phased Out?” The Costco Connection, at 19
(Nov. 2011), available at http:/ /costcoconnection.texterity.com/
connection/201111/?pg=22. See also Tami Luhby, “Slash Mort-
gage Deductions for the Rich? Fat Chance,” CNNMoney.com
(Feb. 15, 2011) (quoting Jerry Howard, CEO of NAHB, opining
that an attack on the MID amounts to “an attack on the middle

(Footnote continued on next page.)

181

Jua1u09 Aured paiyl o urewop a1gnd Aue ul 1ybuAdoo wreld 10u saop S1sAleuy xe| ‘panlasal S)ybu ||V ZT0zZ S1sAjleuy xe] (D)



COMMENTARY / SPECIAL REPORT

“lowered the cost of ownership,” its supporters
insist, boosted the nation’s homeownership rate,'?
and been “vital to the stability of the American
housing market and economy.”'* The taxpaying
public seems to have embraced these sweeping
positive connections between the MID and the
housing market, with nearly three-quarters of re-
spondents to opinion polls expressing support for
the deduction.™ (It is worth noting that the housing
lobby sponsors many of these polls, and surveys
conducted by independent organizations reveal
considerably less public enthusiasm for the MID.15)
But what if it turned out that the beneficial effects
of the MID on homeownership were spurious? That
is, what if the subsidy failed to accomplish the
stated goal of promoting and protecting wide-
spread homeownership and, in fact, lowered rates of
homeownership? Or what if the subsidy had the
effect of destabilizing rather than stabilizing the
national economy, and of producing less rather than
more national wealth? In other words, what if it
turned out there was no valid reason to consider the
purported third rail of tax reform untouchable?
This report argues that notwithstanding the as-
sertions of its powerful and well-financed sup-
porters, the MID is in fact the most inequitable,

class”), available at http://money.cnn.com/2011/02/15/news/
economy/mortgage_interest_deduction/index.htm.

2Ben Steverman, A Taxing Debate: The Mortgage Interest
Deduction,” Bloomberg (Oct. 18, 2011) (quoting Yun), available at
http:/ /mobile.bloomberg.com/news/2011-10-17/ a-taxing-deba
te-the-mortgage-interest-deduction. See also Robert D. Dietz
(NAHB), “The Tax Benefits of Homeownership,” Hous
ingEconomics.com (Mar. 27, 2009), available at http://www.
savemymortgageinterestdeduction.com/generic.aspx?sectionID
=2100&channellD=4379.

*Phipps (president, NAR), “Realtors® Say Mortgage Inter-
est Deduction Vital to Home Ownership, Economy” (Dec. 1,
2010), available at  http://www.realtor.org/press_room/
news_releases/2010/12/deduction_vital; Phipps, supra note 11.

1See e.g.,, NAHB (73 percent of voters polled oppose elimi-
nating the MID), available at http://www.nahb.org/news_
details.aspx?newsID=14563; NAR (74 percent of homeowners
and 62 percent of renters consider the MID “extremely” or
“very” important to homeownership), available at http://
www.realtor.org/press_room/news_releases/2011/01/owning
_home; and http://www.realtor.org/statsanddata/homeown
ership/attitudes_homeown; American Strategies Inc., “Annual
PULSE Survey Shows Opposition to Down Payment Require-
ments and Elimination of Mortgage Interest Deduction,” pre-
pared for NAR (June 22, 2011) (two-thirds of respondents
oppose eliminating the MID to reduce the deficit), available at
http:/ /www.realtor.org/government_affairs/housing_opportu
nity/resource_center/pulse_survey_2011.

'5The Editors, “Tax Break for Mortgage Debt Is Ready for the
Wrecking Ball: View,” Bloomberg (June 23, 2011) (reporting that
49 percent of respondents to a Bloomberg National Poll indi-
cated they would eliminate the MID if it coincided with
across-the-board tax cuts), available at http://www.bloom
berg.com/news/2011-06-24 / tax-break-for-mortgage-interest-pa
yments-is-ready-for-wrecking-ball-view.html.
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inefficient, and ineffective tax expenditure provi-
sion. It is also the second most expensive, costing
$100 billion each year.'® It is time for American
taxpayers and policymakers to understand that the
fake third rail of tax reform helps only one-quarter
of all households, distorts the allocation of capital in
our economy and thereby reduces economic growth
and national wealth, and may even lower the rate of
homeownership. By the same token, it is time for
Congress to put the tax code’s sacred cow out to
pasture and replace it with a policy alternative — a
tax credit for homeownership — that accomplishes
everything the MID purports to do but fails.

I. The Inequities of the MID

If we assume that promoting homeownership is
the desideratum of national housing policy (rather
than, say, dignified and affordable housing), the
MID is precisely the wrong vehicle (it would also be
the wrong vehicle for promoting dignified and af-
fordable housing). It is the classic upside-down sub-
sidy with its primary beneficiaries being taxpayers
who would own homes even in the absence of the
subsidy rather than taxpayers residing on the mar-
gin between owning and renting. According to the
Joint Committee on Taxation, taxpayers reporting
incomes exceeding $200,000 reflect just 2.7 percent of
all tax filers!” but receive 35 percent of the MID’s
total tax benefits (that is, the actual amount of taxes
saved for taxpayers and the actual amount of rev-
enue lost for the government).'® Moreover, taxpay-
ers reporting incomes exceeding $100,000 (12.4
percent of filers) capture 78 percent of the benefit,
while those reporting incomes greater than $75,000
(20.6 percent of filers) receive 89 percent.!® That
leaves very little for everyone else, including tax-
payers reporting incomes less than $50,000 (a group
representing two-thirds of all tax filers), who take
home just 2.7 percent of the MID’s annual tax ben-
efits.20

Additional empirical work by economists under-
scores the upside-down effects of the MID. Accord-
ing to James Poterba and Todd Sinai, the deduction
for mortgage interest delivers 10 times the tax

%Office of Management and Budget, “Analytical Perspec-
tives: Budget of the United States Government, Fiscal Year 2013”
261 (2012), Doc 2012-2944, 2012 TNT 30-43 (estimating cost of the
MID at $100.91 billion).

7All citations to tax filer characteristics, unless otherwise
noted, were calculated using Justin Bryan (IRS), “Individual
Income Tax Returns, 2009,” Statistics of Income Bull. 23 (Fall 2011)
(hereinafter cited as “IRS”).

'8]CT, “Estimates of Federal Tax Expenditures for Fiscal
Years 2011-2015,” JCS-1-12, at 53 (Jan. 17, 2012), Doc 2012-894,
2012 TNT 11-21.

°1d.

2014,
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savings for households with incomes exceeding
$250,000 as for households with incomes between
$40,000 and $75,000.2' Moreover, the regressive fea-
tures of the MID have worsened over the last 20
years. In 1987 households earning less than $50,000
took home 48 percent of the tax savings provided
by the MID.?2 By 2010 and after adjusting for
inflation, households earning less than $100,000
(roughly the equivalent of $50,000 in 1987) received
just 21.7 percent of the MID’s tax benefits.?

Several factors explain the inequitable distribu-
tion of the MID’s largesse.

First, the subsidy takes the form of an itemized
deduction. To reap the tax benefits of itemization,
the sum of a taxpayer’s total itemized deductions
(such as the MID, property taxes paid, state and
local taxes paid, and qualifying charitable contribu-
tions) must exceed the dollar value of the standard
deduction. For 2011, that amount equaled $11,600
for a married couple and $5,800 for a single per-
son.?* In any given year, only one-third of all
taxpayers itemize while the remaining two-thirds
claim the standard deduction.2> Thus, members of
the two-thirds majority — homeowner, renter, or
squatter — are denied tax savings from the MID.

Second, higher-income households claim a dis-
proportionate share of itemized deductions com-
pared to lower- and middle-income households.
Only 15 percent of tax units with incomes less than
$50,000 (a cohort that includes more than two-thirds
of all taxpayers and a figure that approximates the
median family income for 2010%¢) report itemized
deductions.?” Meanwhile, 76 percent of tax units
with incomes between $75,000 and $200,000 item-

James Poterba and Todd Sinai, “Tax Expenditures for
Owner Occupied Housing: Deductions for Property Taxes and
Mortgage Interest and the Exclusion of Imputed Rental In-
come,” 98 Am. Econ. Rev. 84, 85 (2008). See also Anthony
Randazzo and Dean Stansel, “Unmasking the Mortgage Interest
Deduction: Who Benefits and By How Much?” Reason Founda-
tion, at 30 (July 2011) (showing the distribution of MID benefits
across income levels and over time without adjusting for
inflation).

2JCT, “Estimates of Federal Tax Expenditures for Fiscal
Years 1987-1991,” at 20 (Mar. 1, 1986).

BJCT, supra note 18, at 53.

#*Rev. Proc. 2011-12, 2011-2 IRB 297, Doc 2010-27298, 2010
TNT 247-8.

251RS, supra note 17, at 42. If we only count taxable returns
among the itemizers, the population shrinks still further to 26.3
percent of tax units.

?Carmen DeNavas-Walt et al., “Income, Poverty, and Health
Insurance Coverage in the United States: 2010,” U.S. Census
Bureau, Current Population Reports P60-239, at 5 (Sept. 2011)
(reporting median family income of $49,445).

*IRS, supra note 17, at 42.
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ize, and 96 percent of returns reflecting incomes
more than $200,000 report itemized deductions.?®

Third, the value of the deduction for mortgage
interest, or of any deduction for that matter, de-
pends on the taxpayer’s marginal tax rate (that is,
the rate imposed on the last dollar earned). A
taxpayer’s marginal rate, in turn, depends on the
size of a taxpayer’s income, with increasingly
higher rates of tax levied on increasing increments
of income. Thus the MID, like other deductions,
delivers greater dollar-for-dollar benefits to high-
income households than to low- and middle-
income households (unlike a tax credit, which
delivers the same dollar-for-dollar benefit to all
qualifying claimants).

For example, consider three married households
earning three different levels of income: $50,000
(again, below which two-thirds of taxpayers reside
and the national median family income); $75,000 (an
income level that we will consider representative of
the “middle class,” even though four-fifths of all
taxpayers report income below that level); and
$225,000 (an income that falls into one of the top two
brackets and part of the political discussion over
capping the value of deductions for high-income
households?). Under our current tax rate sched-
ules,®* the marginal rate imposed on the three house-
holds is, respectively, 15, 25, and 33 percent.
Consequently, the value of a dollar of itemized de-
duction varies considerably, from 15 cents for the
$50,000 household to 25 cents for the $75,000 house-
hold and 33 cents for the $225,000 household.

The incidence of the MID reflects these distribu-
tional inequities, which are inherent in delivering
tax benefits in the form of a deduction. According to
the most recent tax return data, only 26 percent of
tax units in 2009 claimed the deduction for mort-
gage interest paid.?! An even lower percentage of
tilers (21 percent) benefited from the MID after
accounting for the number of nontaxable returns
claiming the deduction.3? In addition, as with item-
ized deductions generally, higher-income house-
holds claimed the MID at significantly elevated
rates compared to middle- and lower-income
households. Nearly 78 percent of taxpayers with
incomes exceeding $200,000 claimed the MID, while
only 15 percent of taxpayers below $75,000 and 10
percent below $50,000 claimed the deduction.3?

281d.

29See infra Section IV.B.

There are six statutory (nonzero) tax rates under the
individual federal income tax: 10, 15, 25, 28, 33, and 35 percent.
Rev. Proc. 2011-12, supra note 24.

3RS, supra note 17, at 46.

32Id

3314, at 23 and 46.
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Higher-income households capture a dispropor-
tionate share of the MID not just as a percentage of
taxpayers claiming the deduction, but also in terms
of total dollar amounts claimed. Households with
income above $200,000 represent 2.7 percent of all
taxpayers, but they claim nearly 16 percent of the
total amount of MIDs reported.?* Moreover, house-
holds with income exceeding $100,000 snag 47
percent of the total but represent just 12.4 percent of
all taxpayers, while returns reflecting income
greater than $75,000, or the top 20.6 percent of all
taxpayers, claim nearly 64 percent of mortgage
interest paid.®> At the same time, taxpayers with
income below $50,000 report less than 20 percent of
the value of all MIDs claimed.3¢

Wealthier households also nab greater benefits
per individual return from the MID due to their
generally larger homes and bigger loans. Taxpayers
with more than $200,000 in adjusted gross income
claim, on average, nearly $22,000 in mortgage inter-
est paid, while taxpayers reporting up to $75,000
claim, on average, $9,000.37 Higher incomes enjoy
still greater per-return benefits with households
reporting income exceeding $1 million (or 0.17
percent of all returns) claiming an average of nearly
$33,000 in mortgage interest paid.>®

Add to the discrepancy in absolute benefits the
additional discrepancy associated with delivering
the tax subsidy in the form of a deduction, and the
inequity widens. Take a household earning $75,000
and paying $9,000 in mortgage interest. The MID
reduces this household’s tax liability by $2,250
($9,000 x 0.25) or 3 percent of total income. Com-
paratively, a household earning $225,000 and pay-
ing $22,000 in mortgage interest could save $7,260
in taxes thanks to the MID ($22,000 x 0.33) or 3.2
percent of total income. As between these two
households, the MID worsens both the absolute and
relative income disparity.

Defenders of the MID routinely ignore the effect
of marginal tax rates on the distribution of the
deduction’s benefits.>* They would say of the two

ginal tax rates on the absolute and relative distribution of MID
benefits, see Kevin Drum, “Why Everyone Loves the Mortgage
Interest Deduction,” Mother Jones, July 13, 2011, available at ht
tp:/ /motherjones.com/kevin-drum/2011/07/why-everyone-lo
ves-mortgage-interest-deduction;  Dietz,  “Housing  Tax
Incentives Are Particularly Helpful to Younger Households,”
HousingEconomics.com (May 3, 2010), available at http://
www.savemymortgageinterestdeduction.com/generic.aspx?sec
tion]D=2100&channellD=4379; Dietz, “The Mortgage Interest

(Footnote continued in next column.)
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taxpayers in the preceding paragraph, for example,
that the $75,000 earner with $9,000 in mortgage
interest received a larger benefit from the MID than
the $225,000 earner with $22,000 in mortgage inter-
est, because the MID claimed by the $75,000 earner
equals 12 percent of total income versus 9.8 percent
of total income for the $225,000 earner. But that
calculation ignores the real-world effect of marginal
tax rates on the value of deductions (which, as we
just witnessed, increased the relative income dispar-
ity between the $75,000 and $225,000 households),
and it certainly is not the way the IRS calculates the
deduction. It also ignores the effect of the standard
deduction on the “net benefit” of the MID. While
the amount of mortgage interest paid might push
lower- or middle-income taxpayers past the tax-free
threshold of the standard deduction, which would
allow them to start itemizing, it might not push
them very far past the threshold. For these tax-
payers, the tax benefit of the MID is negligible or
nonexistent. Let me explain.

Measuring the net benefit of deductions like the
MID provides a more accurate distributional analy-
sis of the relative tax savings across the income
spectrum. The calculation is straightforward and
requires us to (i) take the dollar amount of mortgage
interest paid by the taxpayer; (ii) determine by how
much (if at all) that dollar amount, when added to
the dollar amount of the taxpayer’s other itemized
deductions, exceeds the standard deduction; and
(iii) multiply that amount by the taxpayer’s mar-
ginal tax rate.

For consistency, we will use our two households
from above, one with $75,000 in annual income and
$9,000 in mortgage interest, and the other with
$225,000 in annual income and $22,000 in mortgage
interest. In addition to claiming the MID, the
$75,000 household claims $3,000 in property taxes,
$4,000 in state and local taxes, and $1,000 in chari-
table contributions. This household would itemize
its deductions rather than claim the standard de-
duction of $11,600 because its itemized deductions
of $17,000 exceed the standard deduction by $5,400.
The value of the MID to this taxpayer, however, is
not the full $9,000 of interest paid nor even that
figure multiplied by the taxpayer’s marginal tax
rate. This household would have been able to shield
income up to the value of the standard deduction
with or without the MID or itemization. To ascer-
tain the net benefit of the MID for this household,
we need to measure by how much its total itemized
deductions (including its mortgage interest of

and Real Estate Tax Deductions,” HousingEconomics.com (July
1, 2008), available at http://www.savemymortgageinterest
deduction.com/generic.aspx?section]D=2100&channellD=4379.
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$9,000) exceed the standard deduction, or $5,400,
and multiply that amount by the household’s mar-
ginal tax rate of 25 percent for a net benefit of $1,350
($5,400 x 0.25) or 1.8 percent of total income.

As for the $225,000 household, in addition to
mortgage interest of $22,000, it claims $6,000 in
property taxes, $9,000 in state and local taxes, and
$2,000 in charitable contributions for total itemized
deductions of $39,000, well above the $11,600 stand-
ard deduction threshold. The net benefit of the MID
to this household equals the full $22,000 of mort-
gage interest paid (because the sum of its other
itemized deductions exceeds the standard deduc-
tion), multiplied by the household’s marginal tax
rate of 33 percent, or $7,260 ($22,000 x 0.33), which
equals 3.2 percent of total income.

Thus, the net benefit of the MID as between the
middle-income and high-income households in our
example is skewed decidedly against the middle-
income taxpayer. In other words, the MID wors-
ened both the absolute and relative income
disparities between these two households once we
properly accounted for marginal tax rates and the
excess of itemized deductions over the standard
deduction. The high-income taxpayer saved $7,260
in taxes from the MID versus $1,350 for the middle-
income taxpayer, which represented 3.2 percent of
total income for the high-income taxpayer versus
1.8 percent for the middle-income taxpayer.

In the end, the net benefits of the MID are so
skewed toward higher-income households that it is
effectively worthless to lower- and middle-income
taxpayers.*® Almost any other policy aimed at sub-
sidizing owner-occupied housing would be more
effective and would increase the progressivity of
the income tax.#! Currently, the MID offers no help

“OEric Toder et al., “Distributional Effects of Tax Expendi-
tures,” Schwartz Center for Economic Policy Analysis, the New
School of Research, and Urban-Brookings Tax Policy Center
(2009),  available at  http:/ /www.taxpolicycenter.org/Up
loadedPDF/411922_expenditures.pdf;, Adam Carasso et al.,
Making Tax Incentives for Homeownership More Equitable and
Efficient (2005), at Appendix Table 2 (reporting that only 3
percent of benefits from the MID and the deduction for property
taxes accrue to taxpayers in the bottom three quintiles); Charles
A. Capone Jr., “Taxation and Housing Tenure Choice: The Case
for Moderate Income Homeownership,” 4 |. Housing Econ. 328,
345-347 (1994); Richard Voith, “Does the Federal Tax Treatment
of Housing Affect the Pattern of Metropolitan Development?”
Fed. Reserve Bank of Phil. Bus. Rev., at 8 (Mar.-Apr. 1999).

41See, e.g., John E. Anderson and Atrayee Ghosh Roy, “Elimi-
nating Housing Tax Preferences: A Distributional Analysis,” 10
J. Housing Econ. 41, 55-56 (2001). See also Joseph Gyourko and
Todd Sinai, “Spatial Distribution of Mortgage Deduction Ben-
efits Across and Within Metropolitan Areas in the United
States,” 137, in Using Tax Policy to Increase Homeownership among
Low- and Moderate-Income Households (2001) (finding the MID
more regressive than the tax system is progressive).
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to three-quarters of all taxpayers*?; no help to
two-thirds of taxpayers who claim the standard
deduction*3; no help to more than half of all home-
owners*; no help to more than 20 percent of
mortgaged homeowners*; no help to renters; and
very little help to the elderly who no longer service
mortgages or who have too little taxable income to
enjoy any savings from the deduction.4

The inequities associated with the MID extend
beyond differences between income cohorts,
owners versus renters, and elderly versus young
households. They also include disparate treatment
across different regions of the country and among
different races.

Regarding regional disparity, the tax benefits of
the MID accrue disproportionately to wealthy cities
and states. The average per capita tax benefit for the
20,000 residents of Beverly Hills, Calif., for instance,
amounts to $1,873, while the average benefit for the
20,000 residents of Clarksdale, Miss., totals a mere
$45.47 Similarly, residents of Atherton, Calif.,, a
wealthy suburb of San Francisco, enjoy per capita
MID benefits of $2,400 compared to $7.61 for resi-
dents of Oklahoma City (as well as $7.45 in Erie, Pa.;
$7.94 in Milwaukee; $12.01 in El Paso, Texas; $12.50
in Rochester, N.Y.; $13.25 in Memphis, Tenn.*%) You
get the point. So much so that you would not be

*2See supra text accompanying note 31.

43See supra text accompanying note 25.

“In 2009, there were 74,843,000 owner-occupied housing
units (Census Bureau, 2012 Statistical Abstract (2011), at Table
996, available at http://www.census.gov/compendia/statab/
cats/construction_housing /homeownership_and_housing_
costs.html), but only 36,541,819 of those homeowners (or 48.8
percent) claimed the MID on their tax returns (IRS, supra note
17, at 46).

450f the 46,703,000 homeowners with mortgages on their
property, only 36,541,819 (or 78.2 percent) claimed the MID. U.S.
Census Bureau, supra note 44, at Table 998.

“6JCT, “Present Law, Data, and Analysis Relating to Tax
Incentives for Homeownership,” JCX-50-11, at 27-28 (Sept. 30,
2011), Doc 2011-20797, 2011 TNT 191-33; Randazzo and Stansel,
supra note 21, at 6-7; Toder et al., “Reforming the Mortgage
Interest Deduction,” Tax Policy Center, at 10-11 (Apr. 2010);
Poterba and Sinai, supra note 21.

#“Martin A. Sullivan, “The Rich Get 100 Times More
Mortgage Subsidy Than the Poor,” Tax Notes, Mar. 7, 2011, p.
1110, Doc 2011-4466, 2011 TNT 44-2. See also Ike Brannon et al.,
“The Geographic (and Political) Distribution of Mortgage
Interest Deduction Benefits,” Andrew Young School of Policy
Studies Research Paper No. 1932845 (Sept. 23, 2011), available at
http:/ /papers.ssrn.com/sol3/papers.cfm?abstract_id=1932845
and http://papers.ssrn.com/sol3/papers.cfm?abstract_id=193
2845; Toder et al., supra note 46, at 14-15; Joseph Gyourko and
Todd Sinai, “The Spatial Distribution of Housing-Related
Ordinary Income Tax Benefits,” 31 Real Estate Econ. 527, 557
(2003); Peter Brady et al, “Regional Differences in the
Utilization of the Mortgage Interest Deduction,” 31 Pub. Fin.
Rev. 327, 360-361 (2003).

*8Sullivan, supra note 47, at 1112.
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surprised to learn that three metropolitan areas
receive more than 75 percent of MID benefits: (i)
New York City-Northern New Jersey, (ii) Los
Angeles-Riverside-Orange County, and (iii) San
Francisco-Oakland-San Jose.%

For the same reasons that tax savings associated
with the MID skew heavily toward wealthy cities
(higher incomes, larger loans, more mortgage inter-
est paid, higher marginal tax rates), they dispropor-
tionately advantage wealthy states. The distribution
of the MID among the states, observers have dem-
onstrated, also benefits residents of blue states
considerably more than residents of red states.
Maryland ($499 MID per capita), California ($464),
Connecticut ($446), Virginia ($438), New Jersey
($436), and Massachusetts ($393) all enjoy signifi-
cantly higher MID benefits than Oklahoma ($131),
Arkansas ($119), South Dakota ($118), North Da-
kota ($110), Mississippi ($108), and West Virginia
($102).50 In the 2008 U.S. presidential race, Demo-
cratic candidate Barack Obama won the popular
vote in 14 states with the highest per capita MID
benefit, as well as 19 out of the top 20 states.>!
Meanwhile, his Republican opponent, John
McCain, won the vote in the six states with the
lowest per capita MID benefit, as well as nine out of
the bottom 10 and 14 out of the bottom 16.52

As to racial disparity, researchers have shown
that the MID discriminates against minority tax-
payers.5® These households generally report lower
incomes, lower rates of homeownership, and lower
home values than non-minority households. As a
result, they are more likely to take the standard
deduction than to itemize deductions, less likely to
claim the MID, and less likely to receive meaningful
net benefits from the MID. In addition, research
indicates that in certain housing markets, home-
owners act like “local cartels” and restrict entry into
the market based on various factors, including
race.5*

49Gyourko and Sinai, supra note 41, at 137.

S0Sullivan, “Mortgage Deduction Heavily Favors Blue
States,” Tax Notes, Jan. 24, 2011, p. 364, Doc 2011-1232, 2011 TNT
15-3.

5d. at 367.

524

53Gee, e.g., Toder et al., supra note 46, at 13-14; Dorothy A.
Brown, “Shades of the American Dream,” 87 Wash. U. L. Rev.
329 (2010); Beverly I. Moran and William Whitford, “A Black
Critique of the Internal Revenue Code,” 1996 Wis. L. Rev. 751,
775-779 (1996).

5*Edward L. Glaeser and Jesse M. Shapiro, “The Benefits of
the Home Mortgage Interest Deduction,” National Bureau of
Economic Research, Working Paper No. 9284, at 6 (2002).
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II. The Inefficiencies of the MID

While the inequitable effects of the MID are both
far-reaching and overwhelming, the subsidy’s inef-
ficiencies might very well outweigh its inequities.
Researchers have long condemned the MID for
distorting the housing market by artificially prop-
ping up home prices and creating a false baseline
for the cost of housing, encouraging taxpayers to
pay for homeownership with debt rather than cash
or financial assets, causing wasteful and unproduc-
tive misallocation of physical capital, and dragging
down the American economy. Economists of every
ilk consider the MID “a huge subsidy that causes
massive, efficiency-draining distortions in the
economy,” which creates “less business capital,
lower productivity, lower real wages, and a lower
standard of living.”>> The macroeconomic effects of
the MID are so destructive that every economist
(excluding only those employed by the housing
industry) believes “the most sure-fire way to im-
prove the competitiveness of the American
economy is to repeal the mortgage interest deduc-
tion.”5¢ This section inventories the many inefficien-
cies of the MID.

The MID distorts the cost of owner-occupied
housing relative to other investments,>” and thereby
contributes to overinvestment in the asset class and
economy-wide misallocations of capital stock.58 Ac-
cording to economist Kevin Hassett, the MID tells
taxpayers, “Don’t build a factory, build a man-
sion.”> The distortion caused by housing tax poli-
cies (of which the MID is by far the most prominent)
is so strong that they might account for 50 percent
of all distortions from misallocated capital in the

55Gullivan, “The Economics of the American Dream,” Tax
Notes, Jan. 24, 2005, p. 407, Doc 2005-1275, 2005 TNT 15-9.

56Id. See also Gerald Prante, “Some Facts About the Mortgage
Interest Deduction,” Tax Foundation Tax Policy Blog (Nov. 5,
2006) (“Ask any economist that does not speak for the home-
building or real estate industry and he or she will tell you that
the home mortgage interest deduction has little economic
justification”), available at http://www.taxfoundation.org/
blog /show /1176.html.

“John E. Anderson et al., “Capping the Mortgage Interest
Deduction,” 60 Nat’l Tax ]J. 769 (2007) (finding that the MID
distorts “the user cost of owner-occupied housing for tax-
payers”). See also James Poterba, “Tax Subsidies to Owner-
Occupied Housing: An Asset Market Approach,” 99 Q. J. Econ.
729, 748-749 (1984); Patric Hendershott and Joel Slemrod, “Taxes
and the User Cost of Capital for Owner-Occupied Housing,” 10
AREUEA |]. 375, 376 (1983).

S8Martin Gervais, “Housing Taxation and Capital Accumu-
lation,” 49 J. Monetary Econ. 1461, 1482 (2002); Lori Taylor, “Does
the United States Still Overinvest in Housing?”" Fed. Reserve Bank
Dallas Econ. Rev. 10, 16 (1998).

*Roger Lowenstein, “Who Needs the Home Mortgage-
Interest Deduction?” N.Y. Times Magazine, at 79 (Mar. 5, 2006).
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economy,®® and a 30 percent larger housing stock
than an optimal allocation would produce.®! (It is
worth noting that these estimates, although disturb-
ingly large, preceded the boom in housing stock
created by the caffeinated housing policies of the
1990s and 2000s.) The overinvestment in housing
has diverted capital away from productive assets to
such an extent that it shrinks U.S. GDP by as much
as 10 percent.®2

Thanks to the MID and other housing tax subsi-
dies (primarily the exclusion of net imputed rental
income, the deduction for property taxes on owner-
occupied homes, and the exclusion of capital gains
on the sale of primary residences), housing enjoys a
significant tax advantage over other capital invest-
ments. In fact, the economy-wide tax rate on hous-
ing investment is close to zero, while the tax rate on
corporate investment exceeds 30 percent.®® At cer-
tain points over the last 50 years, moreover, housing
has enjoyed a negative rate of tax.6*

The MID distorts not only where to invest but also
how to invest. Specifically, it alters the decision to
pay for homeownership with debt rather than with
financial assets or cash. Thus, the MID distorts the
allocation of financial capital in the same way that it
distorts the allocation of physical capital. Research
shows that if homeowners used other means to fi-
nance home purchases, including financial paper
assets such as savings accounts and brokerage ac-
counts, they could reduce household mortgage debt
by almost 30 percent.®> If they deployed all non-
housing assets in shifting away from mortgage debt,
they could reduce such obligations by 70 percent.¢
By subsidizing mortgage debt, the MID encourages
home buyers to take on massive debt and precari-

%Dale Jorgenson and Kun-Young Yun, “Tax Reform and U.S.
Economic Growth,” 98 J. Pol. Econ. 151, 190 (1988).

“'Edwin S. Mills, “Has the United States Overinvested in
Housing?” 15 . Am. Real. Est. & Urb. Econ. Ass'n. 601 (1987).

%2Viral V. Acharya et al.,, Guaranteed to Fail: Fannie, Mae,
Freddie Mac, and the Debacle in Mortgage Finance 168-169 (2011),
citing Edwin S. Mills, “Dividing Up the Investment Pie: Have
We Overinvested in Housing?” Fed. Reserve Bank Phil. Bus. Rev.
13 (Mar.-Apr. 1987).

%The President’s Advisory Panel on Federal Tax Reform,
“Simple, Fair, and Pro-Growth: Proposals to Fix America’s Tax
System,” 71 (Nov. 1, 2005), Doc 2005-22112, 2005 TNT 211-14. See
also Jane G. Gravelle, “The Corporate Tax: Where Has It Been
and Where Is It Going?” 57 Nat’l Tax ]. 903 (Dec. 2004)
(estimating the effective tax rate on owner-occupied housing in
2003 at 2 percent compared to 18 percent on noncorporate
investment and 32 percent on corporate investment).

%Gravelle, The Economic Effects of Taxing Capital Income 204
(1994).

%5Poterba and Sinai, “Revenue Costs and Incentive Effects of
the Mortgage Interest Deduction for Owner-Occupied Hous-
ing,é’ﬁ’ 24 Nat'l Tax ]. 531, 546 (June 2011).

Id.
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ously high loan-to-value ratios.®” Thanks in large
part to the MID, mortgage indebtedness soared in
the decade preceding the recent collapse of the hous-
ing market, with mortgage debt as a percentage of
GDP rising from 47 percent in 1995 to 81 percent by
2007.%8 That excessive leverage “played a prominent
role in the credit meltdown.”®°

By creating artificial demand for owner-occupied
housing through subsidized mortgage debt, the
MID also encourages home buyers to consume
larger and more expensive homes than they would
purchase in the absence of the subsidy.” It thereby
encourages suburbanization and decentralization of
metropolitan areas as housing markets respond to
the demand for bigger and costlier homes.” In fact,
econometric research has found that without the
MID and other housing tax subsidies, American
taxpayers would purchase homes that were 9 to 17
percent less costly.”> Researchers have also found
that the MID raises the cost of housing by as much
as 10 percent,”® although the figure is probably

“William G. Gale et al., “Encouraging Homeownership
Through the Tax Code,” Tax Notes, June 18, 2007, p. 1171, Doc
2007-13495 (concluding that “theoretical considerations and
empirical evidence suggest” that one of the main effects of the
MID is to increase loan-to-value ratios).

68Gullivan, “Deleveraging the Tax Code,” Tax Notes, Sept. 29,
200?9, p- 1241, Doc 2008-20522, 2008 TNT 190-9.

Id.

7Anthony Randazzo, “How Would Getting Rid of the
Mortgage Interest Deduction Impact Housing Prices” (July 12,
2011), available at http://reason.org/blog/show/home-prices-
without-mortgage-deduct; Anderson et al., supra note 57, at 769
(The MID “provides an incentive for people to increase their
consumption of housing [because] larger subsidies are provided
to those purchasing more expensive homes.”); Gale et al., supra
note 67, at 1171 (stating that the MID “serves mainly to raise the
price of housing and land”); Richard K. Green et al.,
“Metropolitan-Specific Estimates of the Price Elasticity of Sup-
ply of Housing and Their Sources,” 95 Am. Econ. Rev. 334, 335
(2005) (finding significant price premiums associated with the
MID); Harvey S. Rosen, “Housing Subsidies: Effects on Housing
Decisions, Efficiency, and Equity,” at 395, in Handbook of Public
Economics, eds. Alan J. Auerbach and Martin Feldstein (1985).
Price increases due to the MID are greatest in areas with high
home prices, high-value loans, high tax rates, and relatively
fixed housing stock (either due to geographic limitations or
community efforts to restrict supply or land-use restrictions).

71See Joseph Gyourko and Richard Voith, “Capitalization of
Federal Taxes, the Relative Price of Housing, and Urban Form:
Density and Sorting Effects,” 32 Reg’l Science & Urban Econ. 673,
685 (2002).

7?Harvey S. Rosen, “Housing Decisions and the U.S. Income
Tax: An Econometric Analysis,” 11 J. Pub. Econ. 1, 21-22 (1979).

7*Dennis R. Capozza et al., “Taxes, Mortgage Borrowing, and
Residential Land Prices,” in Economic Effects of Federal Tax Reform
171, eds. Henry J. Aaron and William G. Gale (1996). See also
Donald Bruce and Douglas Holtz-Eakin, “Will a Consumption
Tax Kill the Housing Market?” at 96, in Transition Costs of
Fundamental Tax Reform, eds. Kevin A. Hassett and Glenn R.
Hubbard (2001) (assuming an infinitely elastic supply of hous-

ing).
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closer to 3 to 6 percent as upper bound estimates
assume an inelastic supply of housing.”* Even a 5
percent effect would mean that the MID is grossly
overcapitalized into the cost of housing. In a well-
functioning market, one dollar of subsidy would
result in a price increase that approximated one
dollar as the market adjusted to the subsidy and
reached a new equilibrium. But in the housing
market, historically a poorly functioning market,
one dollar of MID subsidy seems to count for more
than 100 cents such that the net effect of the MID is
to raise rather than lower the cost of housing.”

Artificially bidding up the cost of housing helps
no one (except perhaps the housing industry and
then only in the short term). Higher prices prevent
millions of potential home buyers from entering the
housing market. And even though current home-
owners may express a preference for hyper-inflated
prices (either for wealth effects or to maximize gain
upon sale), the perceived benefit to sellers is illu-
sory as sellers become buyers in the same over-
heated market. The only reason to desire higher
home prices in and of itself would be if homes were
viewed as viable investments. But as we will see in
Section III.C, while a home may serve as a decent
savings account, homeownership amounts to an
irrational long-term investment, particularly if
wealth creation is the goal. Suffice it to say that in
the same way subsidized mortgage debt distorts the
allocation of capital economywide, it also distorts
the allocation of individual households” investment
decisions.

Two other distortions caused by the MID deserve
mention, both of which involve the subsidy’s desta-
bilizing effect on U.S. labor markets. First, the MID
restricts labor mobility and contributes to higher

"*For 3 to 6 percent, see Poterba and Sinai, supra note 65.
Researchers have also attempted to estimate the effect of the
MID on homeownership and the price of housing stock by
examining the subsidy’s effect on mortgage affordability; that is,
the extent to which the MID actually makes homes more
affordable for potential buyers. See Randazzo and Stansel, supra
note 21, at 14 (finding that the MID increases mortgage afford-
ability by less than 1 percent across all income levels).

75 As of January 2012, the value of U.S. housing stock equaled
$16.1 trillion ($6.2 trillion in home equity plus $9.9 trillion in
mortgage debt). See Freddie Mac Investor Presentation, “Fred-
die Mac Update” (Jan. 2012), available at http://www.
freddiemac.com/investors/pdffiles /investor-presentation.pdf.
If we assume that the MID raises the cost of housing by 5
percent, it should be capitalized into the value of housing stock
to the tune of $805 billion ($16.1 trillion x 0.05). But for tax year
2009 (the most recent year for which we have microdata),
taxpayers reported $420.8 billion in mortgage interest paid on
their tax returns. IRS, supra note 17, at 46. Moreover, the actual
tax savings from the MID amounts to roughly $100 billion per
year, far less than $805 billion. OMB, supra note 16, at 261.
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rates of unemployment.”® Recent findings indicate
that labor immobility caused by the MID and
homeownership increased unemployment nation-
wide by as much as 2 percent during the last
recession.”” In addition to creating an inflexible
labor force, the MID further erodes economic sta-
bility due to “dramatic swings in employment
associated with the construction industry and the
volatility of housing investment.””® It is no wonder
that economists — who recoil against unnatural
price supports, artificially depressed debt yields,
misallocated capital, wasted resources, aberrant be-
havioral distortions, and lower rates of economic
growth — condemn the MID.”

III. The Costs and Benefits(?) of the MID

The inequities and inefficiencies of the MID cost
the American economy trillions of dollars every
year by rewarding select households, distorting
individual choices, and allocating capital away
from more productive uses. In addition to these
economywide losses, the MID costs the federal
government critical tax revenues, creating a short-
fall that must be replenished by higher taxes on all
taxpayers. In 2011, more than 170 tax expenditures
in the Internal Revenue Code reduced federal tax
receipts by nearly $1.3 trillion,® or as much as the
entire federal deficit.8! The MID ranks as the second
most expensive tax expenditure item, costing $100
billion.8> Over the next five years, the MID will

75George McCarthy et al., “The Economic Benefits and Costs
of Homeownership: A Critical Assessment of the Research,”
Research Inst. Hous. Am., Working Paper No. 01-02, at 34 (2001)
(stating that “increased mobility costs” to homeownership
“make the national economy inflexible”).

"’Hernan Winkler, “The Effect of Homeownership on Geo-
graphic Mobility and Labor Market Outcomes” (Sept. 10, 2011),
available at http:/ /papers.ssrn.com/sol3/papers.cfm?abstract
_id=1724455.

78McCarthy et al., supra note 76, at 34. See also Andrew Caplin
et al., “Collateral Damage: Refinancing Constraints and Re-
gional Recessions,” 29 ]. Money Credit & Banking 496, 512-514
(1997).

79See supra text accompanying notes 55 and 56.

8Donald B. Marron, “How Large Are Tax Expenditures?”’
Tax Notes, Mar. 28, 2011, p. 1597, Doc 2011-6124, 2011 TNT 62-50.

81Center on Budget and Policy Priorities, “Where Do Our
Federal Tax Dollars Go?” (Apr. 15, 2011), available at http://
www.cbpp.org/cms/index.cfm?fa=view&id=1258; Charles Ri-
ley, “Obama Unveils $3.8 Trillion Budget,” CNNMoney (Feb. 13,
2012), available at http:/ /www.money.cnn.com/2012/02/13/
news/economy/obama_budget/index.htm.

820MB, supra note 16, at 261. The MID has ranked second on
the government’s list of costliest tax expenditure items since
2003, and it has not ranked lower than third since 1996. See
OMB, “Analytical Perspectives: Budget of the United States
Government for Fiscal Years 1996-2012" (for 1996, id. at 64; 1997,
at 86; 1998, at 79; 1999, at 99; 2000, at 114; 2001, at 117; 2002, at

(Footnote continued on next page.)
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drain $600 billion from the federal Treasury.®> And
while the tax expenditure budget contains addi-
tional items that subsidize owner-occupied hous-
ing, the MID is by far the most expensive.?* All told,
the four largest tax expenditures related to housing
reduce federal tax revenues by almost $200 billion
every year, and by $1.26 trillion over the next five
years.85

Notwithstanding the MID’s various and substan-
tial costs (inequities, inefficiencies, and lost tax
revenue), its defenders extol a list of purported
benefits in an effort to justify its existence. Admit-
tedly, if the MID accomplished its stated goal of
raising the homeownership rate, and if government
intervention to promote homeownership was
deemed a worthwhile national policy, then we
might be inclined to overlook the MID’s consider-
able costs. Similarly, we might look the other way if
the MID produced the kind of social benefits asso-
ciated with homeownership celebrated by its sup-
porters (such as higher rates of community and
political activism, lower rates of crime and juvenile
delinquency, and elevated student achievement).
Finally, we might view the many costs of the MID in
a different light if the subsidy provided Americans
a road toward wealth creation on par with other
investment opportunities. Below we consider the
relationship between the MID and these ostensible
benefits.

A. The MID and the Rate of Homeownership

Substantial empirical research over the last 30
years shows that the MID has “almost no effect on
the homeownership rate.”%¢ Tax policies seeking to
promote homeownership “should emphasize the
purchase decision, not the quantity decision.”%” To
further influence the purchase decision and to re-
duce unnecessary distortions, moreover, the poli-
cies “should be only the minimum amount
necessary to switch people from renting to owner-
ship,” and “should not be available for anyone who

63; 2003, at 107; 2004, at 110; 2005, at 294; 2006, at 324; 2007, at
296; 2008, at 296; 2009, at 298; 2010, at 308, 2011, at 300, 2012, at
252).

830MB, supra note 16, at 261 (estimating cost of MID at
$606.42 billion between 2013-2017).

844, The four costliest tax expenditures related to housing
included the MID ($100.91 billion), the exclusion for net im-
puted rental income ($50.08 billion), the exclusion for capital
gains on the sale of a primary residence ($23.44 billion), and the
deduction for state and local property taxes on owner-occupied
housing ($22.32 billion).

4.

86Glaeser and Shapiro, supra note 54, at 3. See also Gale et al.,
supra note 67, at 1179 (concluding that the MID “has little if any
positive effect on homeownership”).

8Alan L. Feld, “Redeployment of Tax Expenditures for
Housing,” Tax Notes, June 25, 1984, p. 1441.
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would buy a house anyway.”# Even if we assume
that increasing the rate of homeownership is a
desirable policy goal, the MID “is not a cost effec-
tive tool,” because “its main beneficiaries are not
individuals on the margin between renting and
owning.”8

Both the historical and cross-country compara-
tive data underscore the ineffectiveness of the MID
in promoting homeownership. At the end of 2011,
the homeownership rate in the United States stood
at 66 percent, down from a high of 69.2 percent at
the end of 2004 but still high by historical stand-
ards.”® In 1940, only 43.6 percent of Americans
owned homes.”! Over the next 20 years, the number
of owner-occupied households experienced extraor-
dinary growth thanks to direct government inter-
vention in the housing and mortgage markets by
New Deal agencies such as the Federal Housing
Administration and postwar agencies such as the
Veterans Administration and its mortgage insur-
ance program.®? The rate of homeownership rose
steadily and rapidly to almost 62 percent by 1960,
and then basically flat-lined for the next 30 years.”

Recent research suggests that the dramatic post-
war increase in homeownership between 1940 and
1960 can be explained primarily by a change in the
demographics of homeownership. Federal lending
policies shifted the age profile of homeownership
by decreasing the age of entry into owner-occupied
housing. In other words, Americans became home-
owners at a younger age and not necessarily at a
higher rate.”* The rapid increase in homeownership
during this period was accompanied by an increase
in the number of taxpayers paying and deducting
mortgage interest. But neither policymakers nor

8Calvin H. Johnson, “Was It Lost?: Personal Deductions
Under Tax Reform,” 59 SMU L. Rev. 689, 717 (2006).

89Toder et al., supra note 46, at 3.

“°Census Bureau, “Housing Vacancies and Homeowner-
ship,” Table 14, “Homeownership Rates for the U.S. and Re-
gions: 1965 to Present,” available at http://www.census.gov/
hhes/www /housing /hvs/historic/index.html.

“Census Bureau, “Historical Statistics of the United States,
Colonial Times to 1970,” at 646 (1975), available at http://
www?2.census.gov/prod2/statcomp/documents/CT197
Op1-01.pdf.

“2For a history of the MID and other housing tax policies in
the United States, see Dennis J. Ventry Jr., “The Accidental
Deduction: A History and Critique of the Tax Subsidy for
Mortgage Interest,” 73 Law & Contemp. Probs. 233 (2010).

93Census Bureau, “Statistical Abstract of the United States:
1999,” at 727 (1999).

?4See Daniel K. Fetter, “How Do Mortgage Subsidies Affect
Home Ownership?: Evidence from the Mid-Century GI Bills,”
NBER Working Paper No. 17166 (June 2011).
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taxpayers yet considered the deduction for mort-
gage interest as integral to national housing policy
or homeownership.>

The relatively stagnant rate of homeownership in
the 30 years following the remarkable postwar
period of growth began to improve only after the
successive two-term administrations of Presidents
Clinton and Bush made raising the rate of home-
ownership an explicit policy priority.”® The result-
ing overaggressive government intervention in the
housing and mortgage markets (which included
relaxing lending standards for Fannie Mae and
Freddie Mac, encouraging securitization of risky
mortgages, endorsing subprime lending, and au-
thorizing down payments close to zero) created the
housing bubble as well as its subsequent burst,
which brought the rate of homeownership back to
historical levels.””

Over this latter period, the value and cost of the
MID grew considerably, but the rate of homeown-
ership changed little. In 1986, the percentage of
homeowners stood at 63.9 percent (negligibly
higher than the rate in 1960),°® and the MID pro-
vided tax savings to select homeowners of $27
billion.”” Between 1986 and 1996, the subsidy
doubled in cost,'® while the rate of homeownership
ticked upward by only 1.5 percentage points to 65.4
percent.’0! The cost of the MID doubled again over
the next 15 years with its price tag topping $108
billion in 2010,'°2 the same year the rate of home-
ownership equaled 66.5 percent.’?> Thus, between
1986 and 2010, the MID quadrupled in cost but
homeownership grew a meager 2.6 percentage
points.

%It was not until the mid-1960s that policymakers and the
housing industry began to consider the connection between the
potential tax savings for deducting mortgage interest and the
housing market. See Ventry, supra note 92, at 252-277.

%Clinton’s pro-homeownership policy was embodied in his
National Homeownership Strategy (see, .., William J. Clinton,
“Remarks on the National Homeownership Strategy” (June 5,
1995), available at http://www.presidency.ucsb.edu/ws/in
dex.php?pid=51448), while Bush’s pro-homeownership efforts
became a core component of his “Ownership Society” (see, e.g.,
Joe Becker et al., “White House Philosophy Stoked Mortgage
Bonfire,” The New York Times, Dec. 31 2008, at Al, available at
http:/ /www.nytimes.com/2008/12/21/business/21ladmin.htm
l?pagewanted:all).

9’Census Bureau, supra note 90. See also JCT, supra note 46, at
15-16.

%8Census Bureau, supra note 90.

9JCT, “Estimates of Federal Tax Expenditures for Fiscal
Years 1986-1990,” at 13 (1985).

1990OMB (for fiscal 1996), supra note 82, at 64 (reporting cost of
$54 billion).

191Census Bureau, supra note 90.

1920MB (for fiscal 2010), supra note 82, at 308.

19Census Bureau, supra note 90.
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Regarding cross-country comparisons of home-
ownership, one would expect the United States to
boast higher percentages than other countries given
the extent to which the U.S. government subsidizes
owner-occupied housing (not only through tax ex-
penditures but also with the government-sponsored
enterprises, Fannie and Freddie, whose operations
unnaturally depress mortgage prices!?#). The num-
bers reveal that the United States is somewhat of a
laggard when it comes to owner-occupied housing,
however. There is great variation across countries
regarding homeownership, with only 37.5 percent
of Swiss citizens owning their homes and over 90
percent of citizens in several former socialist repub-
lics achieving the “American” dream.'% For its part,
the United States hovers near the middle of the
pack at 66 percent.'® Among the 27 member coun-
tries of the European Union, moreover, the average
rate of homeownership equals 73.5 percent, a rate
never achieved in the United States.'0”

Nor is there any cross-country evidence of a
correlation between a deduction for mortgage inter-
est and rates of homeownership (much less a causal
connection). For example, Switzerland permits tax-
payers to deduct mortgage interest but it reflects a
low rate of homeownership (37.5 percent), while
Australia reports a relatively high rate of homeown-
ership (68.3 percent) but does not allow taxpayers to
deduct mortgage interest.’®® Meanwhile, Canada
(68.4 percent in 2008) reports a rate of homeowner-
ship similar to the United States (67.5 percent in
2008), but its tax system does not provide a mort-
gage interest deduction.'® Additional comparative
research reinforces the conclusion that a tax deduc-
tion for mortgage interest does not correlate with
increases in homeownership.!10

In the end, based on both empirical and obser-
vational evidence, the best we can say about the

1%For a discussion of distortions in the mortgage market
caused by both tax expenditures and the GSEs, see Randazzo,
“Rethinking Homeownership: A Framework for 21st Century
Housing Finance Reform,” Reason Foundation Policy Brief 93
(Oct. 2010).

199JCT, supra note 46, at 17-18.

1061(1.

10774

19814, at 18.

10974

10Gee Gale et al., supra note 67, at 1180-1182 (finding deduc-
tion for mortgage interest not correlated with increases in
homeownership); Roberta F. Mann, “The (Not So) Little House
on the Prairie: The Hidden Costs of the Home Mortgage Interest
Deduction,” 32 Ariz. St. L. ]. 1361 (2000) (looking at 10 countries
and finding no relationship between interest deduction and
rates of homeownership); William G. Gale, “What Can Ameri-
cans Learn from the British Tax System?” 50 Nat'l Tax ]. 753
(1997) (finding increases or decreases in deduction for mortgage
interest not correlated with higher rates of homeownership).
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influence of the MID on rates of homeownership is
that it is “not. .. particularly effective in altering
the choice between renting and owning.”'! In fact,
according to some researchers, it might even reduce
the supply of housing to the extent it provides
homeowners an incentive to restrict supply in order
to raise prices.11?

B. The MID and Social Capital

If the MID has “almost no effect” on rates of
homeownership, then it cannot be said to generate
the social benefits that allegedly flow from owner-
occupied housing.!'® However, it is worth consider-
ing these purported benefits as part of a more
fundamental inquiry into whether the government
should subsidize homeownership in the first place.
As commentators have observed, the “main argu-
ment for subsidizing homeownership is that owner-
ship may provide positive spillover effects to
individuals other than the owner.”"* The housing
industry touts these ostensible benefits in celebrat-
ing the virtues of homeownership."> If they exist,
such widespread public benefits would supply an
argument for preserving and even extending cur-
rent housing subsidies despite the many costs de-
scribed in this report associated with subsidizing
owner-occupied housing (that is, the inequities,
inefficiencies, ineffectiveness, and foregone rev-
enue).

In both theory and practice, homeownership
may produce positive social effects that create
public benefits accruing to society at large rather
than merely accruing to individual homeowners. In
other words, homeownership may create social
capital. Owning rather than renting might provide
independent incentives to improve the quality of
one’s neighborhood and community, participate in
local politics, and establish an environment inhos-
pitable to crime. In fact, researchers have found
correlations between these kind of social benefits
and homeownership. Studies have shown that
homeownership (compared to renting) correlates
with higher rates of participation in community
and political activism,''¢ as well as positive effects

" Anderson et al., supra note 57, at 769-770. See also Glaeser
and Shapiro, supra text accompanying note 54; Rosen, supra note
70, at 395-402.

1128e¢ Glaeser and Shapiro, supra note 54, at 33.

314, at 3.

M4 Toder et al., supra note 46, at 2.

"5See, e.g., Yun, supra note 10 (“Academic studies have
demonstrated positive social benefits, including lower juvenile
delinquency rates and higher student achievement among chil-
dren of home owners”).

"®Denise DiPasquale and Edward L. Glaeser, “Incentives
and Social Capital: Are Homeowners Better Citizens?” 43 ].
Urban Econ. 354 (1999); William M. Rohe and Michael A.

(Footnote continued in next column.)
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on children’s well-being and behavior.''” Studies
have also found a negative correlation between
homeownership and the incidence of crime.!'8 Still
other research suggests that homeowners take
better care of their homes regarding internal and
external improvements.'?

None of the studies, however, identify a causal
connection between homeownership and generat-
ing social capital.’? Children of homeowners might
be found to exhibit lower rates of juvenile delin-
quency or truancy than children of renters, but that
does not mean that renting will land your child in
juvenile hall or that owning will get your child into
Harvard. It may simply mean that homeowners as a
group are wealthier than renters and can afford to
supplement their children’s upbringing with edu-
cational environments that provide optimal struc-
ture and opportunities. Such a scenario would
correlate homeownership with staying in school and
student achievement. But it does not mean that
homeownership causes those things. The same can
be said of the observed correlation between home-
ownership and lower rates of crime. It turns out
there are fewer single-family houses and more
rental units in densely populated urban areas where
land values are generally higher than less densely
populated areas. It also turns out that urban centers
and cities suffer from higher rates of crime. But that

Stegman, “The Impact of Homeownership on the Social and
Political Involvement of Low-Income People,” 30 Urban Affairs
Rev. 152 (1994).

"7Joseph Harkness and Sandra ]. Newman, “Differential
Effects of Homeownership on Children from Higher- and
Lower-Income Families,” 14 ]. Housing Research 1 (2003); Donald
R. Haurin et al., “Does Homeownership Affect Children’s
Outcomes?” 30 Real Estate Econ. 635 (2002); Thomas P. Boehm
and Alan M. Schlottman, “Does Homeownership by Parents
Have an Economic Impact on Their Children?” 8 J. Housing
Econ. 217 (1999); Richard K. Green and Michelle J. White,
“Measuring the Benefits of Homeowning: Effects on Children,”
41 J. Urban Econ. 441 (1997).

18Richard D. Alba et al., “Living with Crime: The Implica-
tions of Racial/Ethnic Differences in Suburban Location,” 73
Social Forces 395 (1994); Edward L. Glaeser and Bruce Sacerdote,
“Why Is There More Crime in Cities?” 107 J. Pol. Econ. 225
(1994).

"George Galster, “Empirical Evidence on Cross-Tenure
Differences in House Maintenance and Conditions,” 59 Land
Econ. 107 (1983); Neil S. Mayer, “Rehabilitation Decisions in
Rental Housing: An Empirical Analysis,” 10 J. Urban Econ. 76
(1981).

120Glaeser and Shapiro, supra note 54, at 30 (characterizing
these claims as based on observed “correlations without any
strong evidence for causality”); McCarthy et al., supra note 76, at
43 (“Evidence regarding the societal economic benefits of home-
ownership is highly conjectural”); Peter Rossi and Eleanor
Weber, “The Social Benefits of Homeownership: Empirical Esti-
mates from the National Surveys,” 7 Housing Pol’y Debate 37
(1996) (concluding “the claims for some social and individual
benefits from homeownership are supported but only weakly”).
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observation merely correlates renting with crime. It
does not mean that renting is a cause of crime or
that homeowning magically deters crime.

The challenge for researchers attempting to iso-
late effects of homeownership has been to account
for the methodological biases of correlations that
encourage homeownership versus those that gener-
ate social capital. Several studies have recognized
that failing to account for these correlations pro-
duces spurious connections between homeowner-
ship and spillover effects. These studies have
attempted to account for these “endogenous” vari-
ables (that is, those variables whose value is de-
pendent on other variables in a model) and to
identify and study the “exogenous” variables (that
is, those variables whose value is independent of
other variables in the model) to isolate causal
influences of homeownership.'?! To varying de-
grees, these studies have located exogenous instru-
ments free of observed and unobserved
endogeneity.

The researchers that have come closest to em-
ploying exogenous instruments in designing their
studies have found that the alleged social benefits
of homeownership largely disappear and in some
instances become negative. A recent study using an
exogenous instrument for homeownership found
“no evidence” that homeowners participated more
actively in politics than renters or raised more
money or volunteered for more community organi-
zations; in fact, becoming a homeowner made
people less likely to participate in these activities.!??
The study also found mixed evidence that home-
owners take better care of their homes: Home-
owners were more likely to perform internal
maintenance but not external maintenance, the
former of which confers only private benefits and
has no effect on social capital.

C. The MID and Housing as a Good Investment

Thus far, the weight of authority has demon-
strated that the purported benefits of the MID are
dubious and empirically unsubstantiated. The over-
whelming evidence reveals a negligible (and per-
haps negative) correlation between the MID and
rates of homeownership, as well as a weak correla-
tion (and certainly no causal connection) between
homeownership and positive social benefits. None-
theless, if homeownership could be said to offer

1215¢e, e.g., Harkness and Newman, supra note 117; Haurin et
al., supra note 117; Daniel Aaronson, “A Note on the Benefits of
Homeownership,” 47 J. Urban Econ. 356 (2000); DiPasquale and
Glaeser, supra note 116; Green and White, supra note 117.

12Gary V. Engelhardt et al., “What Are the Social Benefits of
Homeownership?: Experimental Evidence from Low-Income
Households,” 67 ]. Urban Econ. 249 (2010).
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Americans a solid investment opportunity and a
path toward financial security, and if the MID
actually helped families invest in homeownership,
the costs of the subsidy, on net, could be dimin-
ished.

Viewing homeownership as a wise financial in-
vestment that generates solid gains and financial
security permeates the American psyche. The con-
nection between homeownership and wealth crea-
tion formed the basis of President Clinton’s
National Homeownership Strategy and President
Bush’s Ownership Society. It is also reflected in
national public opinion polls even in the aftermath
of the most recent collapse in the housing and
mortgage markets. The housing lobby widely pub-
licizes these opinion polls (many of which the
housing lobby also funds) to convince Congress to
preserve government subsidies for housing, includ-
ing the MID. According to one such poll sponsored
by the National Association of Home Builders, 74
percent of respondents stated that “owning a home
is the best long-term investment they can make,”
while 73 percent opposed eliminating the mortgage
interest deduction.!?®> The “clear message,” the poll-
sters warned, and one that “candidates running for
the White House and Congress would be wise to
heed,” is that American voters express “broad sup-
port for government policies that encourage home-
ownership and oppose efforts to make it more
difficult to get a home loan and to tamper with the
mortgage interest deduction.”'?* Another such sur-
vey touted by the National Association of Realtors
(although conducted independent of the housing
industry) found that 81 percent of respondents
agreed that owning a home amounts to “the best
long-term investment a person can make.” 12

Unfortunately, the investment returns on home-
ownership are not nearly as robust as Americans
believe nor as the housing lobby champions. Ad-
justed for inflation, housing prices were flat
throughout most of the postwar period until prices
temporarily deviated from their historical pattern
beginning in the 1990s as an overheated housing
market bubbled, burst, and led to global financial
meltdown. According to economist and housing

1ZNAHB, “Voters Place High Value on Homeownership,
Oppose Policies That Make It More Difficult to Own a Home”
(Jan. 11, 2012), available at http:/ /www.nahb.org/news_details.
aspx?newsID=14563.

12477

1NAR, “Realtor Nationwide Open House Weekend Opens
Doors to Home Ownership” (June 2, 2011) (referring to a PEW
Research Center national poll, “Home Sweet Home. Still.” (Apr.
12, 2011), available at http:/ /pewresearch.org/pubs/1960/home
ownership-still-thought-best-long-term-investment-by-big-majo
rity), available at http:/ /www.realtor.org/press_room/news_
releases/2011/06/nationwide_openhouse.
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guru Robert Shiller, from 1950 to 1995 (or until
immediately before the bubble) real home prices
grew a paltry 1.67 percent.?¢ From 1950 to 2000,
moreover, the average annual investment return to
housing amounted to less than 0.5 percent.'?” His-
torical real returns to housing were so unimpressive
over the postwar period that $100 invested in a
home in 1950 only grew to $104 by 1997.128 Over the
longer term, housing posted equally unimpressive
returns, with inflation-adjusted prices growing only
0.4 percent per year from 1890 to 2004.1°

In addition to struggling to produce positive real
returns for more than a century,'*® owner-occupied
housing has grossly underperformed compared to
other investment opportunities. Real stock prices
jumped 1,176 percent between 1950 and 2000,'3! for
instance, while the Dow Jones stock index grew
more than 2,700 percent.’®? In addition, com-
pounded annual returns between 1926 and 2009 for
small stocks (11.9 percent), large stocks (9.8 per-
cent), long-term U.S. government bonds (5.4 per-
cent), and U.S. (30-day) Treasury bills (3.7 percent)
produced strong and reliable gains that far out-
paced housing.'*® In fact, $100 invested in 1928 in,
respectively, stocks, Treasury bonds, and Treasury
bills would have been worth $166,787, $1,970, and
$6,726 at the end of 2011.134

126 According to Shiller’s historical data sets, the real home
price index rose from 105.8948 in 1950 to 107.666 in 1995. See
Online Data Robert Shiller, available at http://www.econ.
yale.edu/~shiller/data.htm.

2’Dennis Cauchon, “Why Home Values May Take Decades
to Recover,” USA Today, Dec. 12, 2008, available at http://
www.usatoday.com/money/economy /housing/2008-12-12-
homeprices_N.htm. From 1940 to 2000, home prices rose at an
annual real rate of just 0.7 percent (these slightly higher returns
compared to the 1950-2000 period reflect lower prices at the
beginning of the time series). James Hagerty, “Outlook for
Home Prices Clouded by Spat Over Historical Trends,” WSJ.
com (Apr. 24, 2009) (quoting Shiller), available at http://
onlilglée.wsj.com /article/SB124051414611649135.html.

1d.

1295ee Online Data Robert Shiller, supra note 126. Data also
reflected in Figure 2.1 in Shiller, Irrational Exuberance, 13 (2005).

1%0Morgan Housel, “Robert Shiller on Why Home Prices
Could Fall for Several Decades,” The Motley Fool (Dec. 23, 2011)
(interview with Shiller), available at http://www.fool.com/
investing/general /2011/12 /23 /robert-shiller-on-why-home-pri
ces-could-fall-for-s.aspx.

1315ee Online Data Robert Shiller, supra note 126.

132Randazzo, “Debunking Mortgage Interest Deduction Ben-
efit Myths,” Reason (July 11, 2011), available at http:/ /reason.
org/blog/show /debunking-mortgage-deduction-myths.

133Morningstar and Shooter Financial, “Ibbotson SBBI:
Stocks, Bonds, Bills, and Inflation 1926-2009” in Long-Term
Investment Performance (Mar. 1, 2010).

134 Damodaran Online, “Annual Returns on Stocks, Treasury
Bonds, and Treasury Bills: 1928 to Current,” available at http:
/ /pages.stern.nyu.edu/~adamodar/New_Home_Page/data.h
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Owning a home is not the path to prosperity. Nor
is it an alternative to investing actively for retire-
ment with a sufficiently diversified portfolio that,
among other things, does not contain any single
asset representing 90 percent or more of total wealth
(like a house, for instance). At best, homeownership
amounts to a form of forced savings and a decent
savings account (and that assumes an amortizing
mortgage). Or, as economic commentator Anthony
Randazzo has written, ““A house is not a stock to be
wielded as an investment, but rather it is a savings
account that maintains its value with inflation.”135

Even as a savings account, homeownership has
become less effective over the years. Due to the MID
and other policies that encourage would-be and
current homeowners to finance homes with debt
rather than with financial assets or cash, the per-
centage of equity that U.S. households hold in their
homes dropped from 80 percent in the 1950s to 38.5
percent by the end of 2010.1%¢ “Without the home-
owner putting equity into their home,” Randazzo
observed, “there is no actual wealth building. And
if the government juices prices, then there is no
investment gain either.”3” So, not only does the
MID fail in any meaningful way to influence the
rate of homeownership as we saw in Section IIL.A, it
also discourages homeowners from actually own-
ing their homes. So much for the promise of the
Ownership Society.

IV. Reforming and Replacing the MID

If the housing industry cared at all about home-
ownership, it would call on Congress to abolish the
MID immediately. Instead, it ignites and then stokes
fears that touching the MID would result in a
precipitous drop in housing prices and “trigger yet
another crisis in home values.”13% But the housing
industry’s dire predictions of a collapse in the
housing market in the event Congress reconsidered
the MID are dramatically “overstated.”!3°

tml. This downloadable dataset is one among many generated by
Aswath Damodaran, professor of finance at New York Univer-
sity’s Stern School of Business.

1%5Randazzo, “The Myth of Homeownership Wealth Crea-
tion,” Reason (Apr. 26, 2011), available at http://reason.org/
news/show/homeownership-wealth-creation-myth.

13614, See also Calculated Risk, “Q4 Flow of Funds: House-
hold Real Estate Assets Off $6.3 Trillion From Peak” (Mar. 10,
2011), available at http:/ /www.calculatedriskblog.com/2011/
03/ cyl—ﬂow-of—funds—household-real-estate.html.

!%’Randazzo, supra note 135.

138 etter from Charles McMillan, (president, NAR) to Presi-
dent Obama (Feb. 26, 2009) (on file with the author). See also
supra text accompanying notes 8-13.

1¥Donald Bruce and Douglas Holtz-Eakin, “Apocalypse
Now?: Fundamental Tax Reform and Residential Housing
Values,” NBER Working Paper No. 6282 (1997).
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In fact, eliminating the MID (and not even replac-
ing it with any number of policy alternatives better
suited to promote homeownership) might actually
raise rates of homeownership, particularly in high-
priced areas. According to researchers, positive
effects on homeownership rates from lower home
prices could more than offset any negative effects
on homeownership from loss of the deduction. This
is particularly true of younger, urban buyers living
in high-priced, space-constricted markets such as
San Francisco where the price effect would provide
an opportunity for them to jump into the market.'40
Over time, the natural increase in demand would
raise home prices — but not in an artificial or
distortionary way — as demand began to outpace
supply. Other studies have found that to the extent
prices dipped in the event Congress reformed or
replaced the MID, the downturn would be tempo-
rary and would affect bigger, more expensive
homes.'*! If Congress was still concerned about
preserving artificially inflated home values for
sellers of bloated homes, any change to the MID
could be phased in over several years, allowing
those homeowners to capture their phony apprecia-
tion. Either way, reforming or replacing the MID
would encourage the buildup of home equity (that
is, real ownership rather than leveraged owner-
ship), increase the national saving rate,*> help
households absorb future income shocks,43 encour-
age “fewer financial eggs in a single basket,”'4* and
create “less risk of financial catastrophe.”145

Assuming that national policymakers and the
American public still consider homeownership a
goal worthy of subsidizing, repealing the MID
would achieve that objective. It would also free the
US. economy from the wealth-destroying and
growth-retarding distortions caused by the MID.
And depending on which policy alternative Con-
gress endorsed, abolishing the deduction for mort-
gage interest would immediately generate much-

140See, e.g., Steven C. Bourassa and Ming Yin, “Tax Deduc-
tions, Tax Credits and the Homeownership Rate of Young Urban
Adults in the United States,” 45 Urban Studies 1141 (2007).

141Gee Voith, supra note 40, at 7 (Eliminating the MID “would
lower the demand for housing, especially for large houses,
which would result in a short-run oversupply of these homes.
The excess supply of large houses would result in declining
values for these properties until natural growth in demand
restored the balance between supply and demand.”). See also
Steven C. Bourassa and William G. Grigsby, “Income Tax
Concessions for Owner-Occupied Housing,” 11 Housing Pol’y
Debate 520, 533-537 (2000); Capozza et al., supra note 73, at 173.

42Capozza et al., supra note 73, at 173.

143McCarthy et al., supra note 76, at 21-22.

*4Theodore P. Seto, “The Problem with Single-Mindedness,”
Cal. Daily |., at 6 (Apr. 22, 2009).

14574

194

needed tax revenues, provide all Americans a more
equal chance of achieving homeownership, and
encourage the growth of equity rather than debt in
one’s home. Below we consider the three most
prominent replacements to the MID.

A. Slowly Phase Out the MID

Congress could gradually eliminate the MID
over several years, phasing out the deduction rather
than eliminating it immediately, to minimize ad-
verse impacts on the housing and mortgage mar-
kets. Under a sample proposal outlined by the
Congressional Budget Office, the maximum mort-
gage amount eligible on which interest could be
deducted might decrease in annual decrements of
$100,000 from the current level of $1.1 million until
zeroing out 11 years later.'%® Revenues would rise
modestly in the beginning years of the phaseout
($215 billion over the first 10 years), but then
increase substantially thereafter (averaging over
$100 billion annually) and then grow relative to the
size of the economy.'4”

If Congress desired eliminating the MID im-
mediately rather than slowly, it could generate
more than $100 billion under current law (which
assumes expiration of the 2001 and 2003 tax cuts) in
the first year after repeal and $1.26 trillion over 10
years.'#8 These gains decline slightly when evalu-
ated under current policy rather than current law
(which assumes the 2001 and 2003 tax cuts are
extended) to $88 billion in the first year after repeal
and $1.03 trillion over 10 years.'* The estimated
revenue gains also adjust downward if we assume
that some taxpayers with mortgages respond to
repeal by reallocating portfolios to pay down mort-
gage debt.’> After accounting for that portfolio

16CBO, “Reducing the Deficit: Spending and Revenue Op-
tions” 146-147 (Mar. 2011), Doc 2011-5145, 2011 TNT 48-18.

7Id. at 146.

“8Toder et al., supra note 46, at 8 ($108 billion for 2012). The
MID was estimated to cost $98.5 billion in fiscal 2012 (OMB,
supra note 82, at 252) and $100.9 billion in fiscal 2013 (OMB,
supra note 16, at 261).

49Toder et al., supra note 46, at 18.

130Static revenue estimation (that is, equating revenue gained
from repealing or altering the MID with the pre-reform esti-
mated cost of the MID) overstates net savings due to these
behavioral responses. In particular, static estimates fail to ac-
count for the response of higher-income taxpayers who would
likely pay down mortgage debt by reallocating portfolios and
shifting leverage to other assets. See, e.g., John L. Buckley, “Tax
Expenditure Reform: Some Common Misperceptions,” Tax
Notes, July 18, 2011, p. 255, Doc 2011-13056, or 2011 TNT 138-6.
Researchers offer wide-ranging estimates about how much
federal tax revenues would increase after accounting for adjust-
ments in borrowing patterns. See Poterba and Sinai, supra note
65, at 552 (85 percent increase after accounting for portfolio
reallocation); Gale et al., supra note 67, at 1178 (84 percent
increase); Martin Gervais and Manish Pandey, “Who Cares

(Footnote continued on next page.)
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modification, repealing the MID would yield $91.4
billion (current law) or $74.8 billion (current policy)
in the year after repeal, while the 10-year estimate
would equal $1.07 trillion (current law) and $879
billion (current policy).!5!

The revenue gains from repealing the MID —
whether totaling slightly more or less than $100
billion per year — could be used to achieve other
policy goals. Among those purposes, Congress
could decide to apply the funds to lowering mar-
ginal tax rates across the board (by some estimates,
the average effective income tax rate could be cut
almost 8 percent from 18.2 to 16.8 percent'>?); pro-
viding targeted refundable tax credits and grants
(either to promote homeownership or for other
goals); spending more on existing programs; or
reducing the federal budget deficit. Regarding clos-
ing the deficit window, if repealing the MID re-
couped, say, $100 billion in forgone tax revenue, the
projected 2012 federal budget deficit would shrink
by 7.5 percent while the projected 2013 deficit
would decline by 11.1 percent.’>> None of this
discussion, by the way, accounts for the additional
revenue and economic prosperity gained from
eliminating the MID, which experts agree would
“boost the amount of capital available to other
sectors of the economy and increase total economic
output.”154

Regarding the distributional effects of eliminat-
ing the MID, micro-simulation models reveal pre-
cisely what we would expect: High-income
homeowners would experience the largest reduc-
tions in after-tax income from repeal, because they
are more likely to own homes, itemize deductions,
and face high marginal tax rates (the latter of which
optimize the value of deductions). Research shows
that taxpayers in the 80th to 99th percentiles of the
income distribution lose the most from eliminating
the MID, while the very highest income households
(that is, the top 1 percent) are relatively unaffected,

About Mortgage Interest Deductibility?” 34 Can. Pub. Pol’y 1
(Mar. 2000) (58 percent increase); James R. Follain and Lisa
Sturman Melamed, “The False Messiah of Tax Policy: What
Elimination of the Home Mortgage Interest Deduction Promises
and a Careful Look at What It Delivers,” 9 . Housing Res. 179
(1998) (25 percent increase).

15!Toder et al., supra note 46, at 18.

152Randazzo and Stansel, supra note 21, at 17.

1530OMB, 2013 Budget Overview,” available at http:/ /www.
whitehouse.gov/omb/overview.

154CBO, supra note 146, at 146.
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because mortgage interest payments, although
large in absolute terms, comprise a fraction of total
income.1%5

B. Capping the MID for High-Income Taxpayers

In each of his administration’s four budget pro-
posals, President Obama has included a recommen-
dation to cap itemized deductions at 28 percent for
high-income taxpayers in the 33 and 35 percent
marginal tax brackets. The effect of the proposal
would limit the value of the MID to 28 cents on the
dollar rather than as much as 35 cents on the dollar.
For tax year 2012, the limitation would kick in for
households with taxable income exceeding $178,650
(for singles) and $217,450 (for married couples).'>¢
The President’'s Economic Recovery Advisory
Board, also known as the Volcker Commission for
its chair, former head of the Federal Reserve, Paul
Volcker, included a similar recommendation in its
2010 report on tax reform. Specifically, the commis-
sion proposed limiting itemized deductions to 75
percent of certain expenses and to use the revenue
generated to raise the standard deduction as a way
to simplify the tax system, improve fairness,
broaden the tax base, and smooth effective tax
rates.’>” Economists have praised these plans to
limit itemized deductions on both equity and effi-
ciency grounds. “It seems unfair to subsidize higher
income households’ activities at higher rates,” Di-
ane Lim Rogers has written, particularly because
“the deductions may merely reward behavior that
would have taken place anyway.”158

The revenue gains from limiting the value of the
MID for high-income taxpayers would not be
nearly as large as eliminating the MID. Without
accounting for behavioral responses to the reform,
the president’s proposal to cap itemized deductions
at 28 percent would raise $40 billion over 10 years
(compared to more than $1 trillion for repealing the
MID).1% In addition, the distributional conse-
quences of the proposal would be concentrated

155See Toder et al., supra note 46, at 8-11. For the same reasons
that static estimates can overstate revenue gains from eliminat-
ing the MID (see supra note 150), they can also skew distribu-
tional impacts to the extent that high-income taxpayers respond
to repeal by paying down mortgages. See Buckley, supra note
150, at 264-267.

136See 2012 Form 1040-ES (depicting 2012 tax rate schedules),
available at http:/ /www.irs.gov/pub/irs-pdf/f1040es.pdf.

!3’The President’s Economic Recovery Advisory Board, “The
Report on Tax Reform Options: Simplification, Compliance,
Corporate Taxation” 44-46 (2010), Doc 2010-19068, 2010 TNT
167-50.

138See Diane Lim Rogers, “Limiting Itemized Deductions Still
Makes Sense,” Tax Notes, Jan. 23, 2012, p. 465, Doc 2012-910, or
2012 TNT 14-11.

9Toder et al., supra note 46, at 8. Revenue estimates for
capping all itemized deductions (and not just the MID) are more

(Footnote continued on next page.)
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exclusively at the upper end of the income spec-
trum with 40 percent of tax units in the 95th to 99th
percentiles experiencing tax increases and with 55
percent of the top percentile paying higher taxes.1¢0

C. Replacing the MID With a Tax Credit

The third and most attractive option for replacing
the MID — a tax credit for mortgage interest paid —
would succeed in every way that the MID fails. In
particular, it would be more equitable, efficient, and
effective in promoting homeownership.

A tax credit would apply more equitably than the
MID in that it would be available to all taxpayers
regardless of income or whether they itemize or
take the standard deduction. Using a credit rather
than a deduction to deliver homeownership ben-
efits through the tax system would break the con-
nection between the value of the subsidy and a
taxpayer’s income or tax rate, and instead provide
the same dollar-for-dollar benefit to all qualifying
claimants. A $5,000 subsidy delivered in the form of
a credit would be worth an equal $5,000 to tax-
payers in the 15 and 35 percent brackets (assuming
each paid at least $5,000 in mortgage interest) rather
than the unequal amounts of $750 ($5,000 x 0.15)
and $1,750 ($5,000 x 0.35) as under the MID. Equi-
table treatment would be the rule irrespective of
whether a taxpayer claimed the standard deduction
or itemized as well as whether a taxpayer’s item-
ized deductions exceeded the standard deduction
by $1 or by $100,000.1' In this way, a tax credit
would help the three-quarters of all taxpayers that
the MID ignores, and it would make national hous-
ing policy more inclusive as well as more progres-
sive.162

In addition, a tax credit for mortgage interest
could address the inequities of the MID pertaining
to disparate treatment across different regions of the
country and among different races.'®> A home credit
could be capped and geographically indexed to
prevent households in high-priced, space-
constrained areas from receiving disproportionately

robust. The CBO estimates that the president’s proposal to cap
itemized deductions at 28 percent could raise $293 billion over
10 years (CBO, “An Analysis of the President’s Budgetary
Proposals for Fiscal Year 2012,” 6 (Apr. 15, 2011), Doc 2011-8368,
2011 TNT 75-16), while limiting deductions to 15 percent (rather
than 28 percent) could generate $460 billion over five years and
$1.2 trillion over 10 years (CBO, supra note 146, at 151-152).

19Toder et al., supra note 46, at 9.

!61For a fuller explanation of this phenomenon, see Section I.
See also Buckley, supra note 150, at 263-264 (noting existence of
“wasted” housing deductions).

1625¢e Gale et al., supra note 67, at 1184; Peter Dreier, “The
New Policies of Housing: How to Rebuild the Constituency for
a Progressive Federal Housing Policy,” 63 J. Am. Planning Assoc.
5, 22 (1997).

193See supra text accompanying notes 47-54.
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larger subsidies.’®* A credit rather than a deduction,
moreover, would equalize treatment for minority
households to the extent that those households
report lower incomes, lower rates of homeowner-
ship, and lower home values than non-minority
households. Unlike a deduction, a credit would
offer homeownership assistance independent of in-
come level, ability to itemize, or marginal tax rates.

A tax credit would also be more efficient than the
MID, because it would inject less distortion into the
housing and mortgage markets. Of course, any
intervention aimed at lowering the cost of mortgage
debt distorts choices. But subsidizing that debt with
a tax credit would distort the allocation of financial
capital to a lesser degree than the MID. High-
income homeowners possess the greatest ability to
pay for housing with cash and financial assets
rather than debt, and the MID, by providing incen-
tives to take on bigger loans to purchase bigger
homes, encourages those taxpayers to skew portfo-
lios heavily toward debt financing. Those same
taxpayers would receive smaller benefits under a
tax credit and thus be less inclined to distort allo-
cations of capital regarding housing. A tax credit
would further reduce the incentive to take on more
debt by eliminating the deduction for home equity
indebtedness, the “house-sized credit card” that
helped fuel homeowners’ excessive leveraging in
the 1990s and 2000s.165 At the same time, the biggest
beneficiaries from substituting a credit for the MID
would be low- and middle-income households that
do not have the luxury of swapping in cash or
financial assets to purchase a home.

Finally, regarding effectiveness, a tax credit
would allow considerably more Americans the op-
portunity to purchase a home. In many respects,
this analysis is merely a numbers game. Currently,
the MID helps only one-quarter of taxpayers with
the decision to own or rent, while ignoring the other
three-quarters of taxpayers. A tax credit, on the
other hand, offers the same dollar-for-dollar benefit
to all qualifying taxpayers, to high incomes as well
as low incomes, to itemizers as well as non-
itemizers, and to owners of big and small homes as
well as big and small loans. In addition, a tax credit
would more effectively promote homeownership
than the MID by targeting taxpayers on the margin
between owning and renting — that is, low- and
middle-income households — rather than those

164For such a recommendation, see the President’s Advisory
Panel on Federal Tax Reform, supra note 63, at 73-74 and
237-238.

165Robert J. Wells, “It’s Time to Revisit the Interest Deduction
Rules,” Tax Notes, Aug. 2, 1993, p. 649.
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taxpayers for whom the decision is not about
whether to buy a house but how big and expensive
a house to buy.

In other words, a tax credit would work where
the MID has failed. In fact, researchers have found
that replacing the MID with a tax credit for mort-
gage interest could raise the national homeowner-
ship rate anywhere from 3 to 5 percentage points in
the aggregate and 8 percentage points for the lowest
income households.’® Generally, a credit that pro-
vided a fixed dollar amount rather than a fixed
percentage of mortgage interest paid would boost
rates of homeownership to a larger degree, because
such a subsidy would provide bigger benefits to
households on the margin of homeownership and
renting. A tax credit that targeted first-time home
buyers could raise the rate by 5 percentage
points,'®” as could a credit that replaced both the
MID and the deduction for property taxes paid.'¢

Given these findings, it is no wonder that calls
for replacing the MID with a tax credit for home-
ownership have grown louder from both sides of
the political spectrum. In 2005, President Bush’s
blue-ribbon tax reform panel issued a report recom-
mending that tax benefits for mortgage interest “be
retained, but shared more evenly” through a credit
rather than a deduction to “encourage home own-
ership, not big homes.”1% In particular, the panel
recommended replacing the MID with a credit
equal to 15 percent of mortgage interest paid.'”° It

1%6Adam Carasso et al.,, “How to Better Encourage Home-
ownership,” Urban-Brookings Tax Policy Center (June 2005);
Richard K. Green and Kerry D. Vandell, “Giving Households
Credit: How Changes in Tax Policy Could Affect the Homeown-
ership Rate,” 29 Regional Sci. & Urban Econ. 419 (1999) (3 to 5
percentage point increase in the overall homeownership rate
and 8 percentage point increase for lowest income households);
Andrew Reschovsky and Richard K. Green, Tax Credits and
Tenure Choices 401, Proceedings of the National Tax Association
Ninety-First Annual Conference (1998) (3 percentage point
increase for nonrefundable fixed mortgage interest credit and
5.3 percentage increase for fixed refundable credit); Gale et al.,
supra note 67, at 1185-1186. For foundational work on the subject
of homeownership rates and the design of housing tax subsi-
dies, see Harvey S. Rosen and Kenneth T. Rosen, “Federal Taxes
and Homeownership: Evidence from Time Series,” 88 J. Pol.
Econ. 59 (1980); Harvey S. Rosen, “Owner-Occupied Housing
and the Federal Income Tax: Estimates and Simulations,” 6 J.
Urban Econ. 247 (1979); Harvey S. Rosen, “Housing Decisions
and the U.S. Income Tax: An Econometric Analysis,” 11 J. Pub.
Econ. 1 (1979).

1%7Gale et al., supra note 67, at 1183.

1%8Green and Vandell, supra note 166. For a survey of the
literature on replacing the MID with tax credits for homeown-
ership, see Adam Carasso et al., “Making Tax Incentives for
Homeownership More Equitable and Efficient,” Urban-
Brookings Tax Policy Center (June 2005).

'The President’s Advisory Panel on Federal Tax Reform,
supra note 63, at 73.

17014, at 68-75 and 237-238.
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also limited the principal mortgage amount to an
average regional price of housing as determined by
the Federal Housing Administration (FHA) (in-
dexed and ranging from $227,000 to $412,000, down
from the current mortgage cap of $1.1 million), a
move explicitly designed to “encourage homeown-
ership without subsidizing overinvestment in hous-
ing.”171 In the same spirit, the panel further
proposed repealing the interest subsidy on second
homes and for home equity indebtedness. In 2009,
the Congressional Budget Office recommended a
similar tax credit for mortgage interest as part of its
annual survey of spending and revenue options to
address the federal budget deficit.'”? And in 2010,
President Obama’s National Commission on Fiscal
Responsibility and Reform called on Congress to
substitute a 12 percent nonrefundable tax credit for
the MID with mortgage principal capped at
$500,000, no interest deduction on second homes,
and no home equity indebtedness.'”?

To mitigate potential concerns over the perceived
unfairness of repealing the MID for homeowners
who relied on the deduction during the purchase
decision, as well as to lessen any possible adverse
market responses to the change in policy, a tax
credit for homeownership could be phased in over
several years for preexisting mortgages. The Bush
tax reform panel, for its part, recommended that its
tax credit proposal phase in over five years.!7+

The potential revenue gained from substituting a
tax credit for the MID would be wholly dependent
on how policymakers designed the credit (for ex-
ample, using a fixed dollar amount versus a fixed
percentage of mortgage interest or a refundable ver-
sus a nonrefundable credit) as well as which tax-
payers were targeted (for example, lower-income
taxpayers versus shared benefits throughout the in-
come spectrum). In 2009, the CBO estimated that a
15 percent nonrefundable credit for mortgage inter-
est and a gradually reduced cap on mortgage prin-
cipal of $500,000 would generate $13 billion in the
tirst year and $388 billion over seven years. The net
gains in revenue reflected the fact that the credit
would benefit some taxpayers (primarily low- and

711d. at 73. The panel estimated that between 85 and 90
percent of mortgages would have been unaffected by the lower
mortgage cap.

172CBO, “Budget Options” (vol. 2), 187-189 (Aug. 2009), Doc
2009-17869, 2009 TNT 150-22.

73National Commission on Fiscal Responsibility and Re-
form, “The Moment of Truth: Report of the National Commis-
sion on Fiscal Responsibility and Reform,” 31 (Dec. 1, 2010), Doc
2010-25486, 2010 TNT 231-35.

74The President’s Advisory Panel on Federal Tax Reform,
supra note 63, at 74 and 238.
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middle-income households) while disadvantaging
others (high-income households).!”>

If policymakers wanted to provide an even big-
ger boost to homeownership, they could consider a
revenue-neutral credit replacement for the MID. Of
course, arevenue-neutral plan would prevent policy-
makers from selling the proposal as a debt reduc-
tion measure. But it would offer the opportunity to
mobilize all $100 billion in tax subsidy from the
MID to a policy alternative that could achieve
widespread and shared gains in homeownership
for all levels of income. From a structural and
design standpoint, a revenue-neutral credit could
provide a subsidy level equal to 20 percent of
mortgage interest paid rather than 12 to 15 percent
of mortgage interest paid as under the Bush, CBO,
and Obama plans.

Researchers have examined the distributional
effects of several different versions of a revenue-
neutral tax credit for homeownership. The Tax
Policy Center has simulated the effects of (i) a
nonrefundable 20 percent credit for mortgage inter-
est; (ii) a refundable 17 percent credit; (iii) a nonre-
fundable 100 percent credit on the first $2,030 of
mortgage interest paid; and (iv) a refundable 100
percent credit on the first $1,490 of mortgage inter-
est paid.'”® While none of the options specifically
caps the amount of qualifying mortgage principal,
two of the plans have the effect of restricting the
mortgage amount by limiting the credit to a certain
dollar value of mortgage interest paid.

All four credit alternatives examined by the Tax
Policy Center benefit taxpayers in the bottom four-
fifths of the income distribution with a larger sub-
sidy for homeownership. At the same time, all four
plans disadvantage the top one-fifth of income
earners compared to current treatment under the
MID due to lower subsidy rates (17 and 20 percent)
than the cohort’s statutory marginal tax rates (25,
28, 33, and 35 percent). Among the four alternatives,
the 100 percent refundable credit benefits the bot-
tom 60 percent of taxpayers the most, while the 100
percent nonrefundable credit provides taxpayers in
the fourth quintile (that is, the 60 to 80 percent
cohort) the largest tax savings. Finally, taxpayers in
the top quintile — subject to higher taxes under all
four plans — lose the most under the 100 percent
refundable credit and the least under the 100 per-
cent nonrefundable credit.

V. Conclusion
Substituting a tax credit for the failed MID would
redirect national housing subsidies to taxpayers on

75CBO, supra note 172, at 187.
76Toder et al., supra note 46, at 9-10 and 16.
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the margin between owning and renting. In this
way, a tax credit would signal a welcome shift from
the debased housing policies of the past and effec-
tively promote widespread homeownership for all
taxpayers. The only question is whether politicians
can overcome their historical addiction to housing
subsidies and enact a policy that actually works.

Indeed, in the immediate aftermath of the most
recent collapse in the housing and financial mar-
kets, Congress began pursuing precisely the same
ruinous policies of over-subsidizing housing as it
had over the entire postwar period.'”” In 2007,
Congress bailed out homeowners for bad invest-
ments in residential housing by forgiving taxes on
discharge of indebtedness income associated with
forgiven mortgage debts.’”® Months later, it created
a new and poorly targeted tax subsidy for first-time
home buyers.!” Research indicated that as many as
85 percent of the program’s recipients would have
purchased a home without the subsidy.’®® Unde-
terred by the program’s ineffectiveness, politicians
raised the maximum subsidy amount and ex-
panded its reach the following year,'s! before ex-
tending the subsidy yet again and allowing certain
repeat homebuyers to receive benefits under the
program.'82 With its appetite for propping up hous-
ing still not satiated, Congress doubled the maxi-
mum principal amount for FHA loans in 2009 to
$730,000 and permitted the agency to underwrite
mortgages with loan-to-value ratios as low as 3.5
percent, resulting in a quadrupling of these loans at
a time when the FHA’s default reserves neared
zero.'83 Also in 2009, Congress enacted the Worker,
Homeownership, and Business Assistance Act,
which allowed companies to carry back losses in-
curred in 2008 and 2009 to taxable profits earned as

177See Ventry, supra note 92.

178See Mortgage Forgiveness Debt Relief Act of 2007, P.L.
110-142. In 2008 Congress extended the program another four
years to the end of 2012. See Emergency Economic Stabilization
Act of 2008, P.L. 110-343.

179See Housing and Economic Recovery Act, P.L. 110-289.

!80Ted Gayer, “Should Congress Extend the First-Time
Homebuyer Credit?” Brookings Institution (Sept. 24, 2009),
available at http:/ /www.brookings.edu/opinions/2009 /0924
_tax_credit_gayer.aspx. See also Howard Gleckman, “The
Homebuyer Tax Credit: When Will They Ever Learn?” Tax
Policy Center TaxVox Blog (Oct. 22, 2009), available at http://
taxvox.taxpolicycenter.org/2009/10/22/the-homebuyer-tax-cre
dit-when-will-they-ever-learn/.

181Gee American Recovery and Reinvestment Act of 2009, PL.
111-5.

182600 Worker, Homeownership, and Business Assistance Act
of 2009, PL. 111-92. In 2010 Congress extended the closing
deadline of the homebuyer tax credit by five months. Home-
buyer Assistance and Improvement Act of 2010, P.L. 111-198.

83David Streitfeld, “With FHA Help, Easy Loans in Expen-
sive Areas,” The New York Times, Nov. 21, 2009, at B1.
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far back as five years earlier, an extension of the
existing two-year carryback provision that resulted
in sizable tax refunds for home builders, even those
with large amounts of cash on hand.'®* Faced with
indisputable evidence that an overheated housing
market contributed directly to financial Armaged-
don, Congress responded the only way it knew
how: subsidize homeownership with artificial sup-
ports to jump-start and fuel another boom-to-bust
cycle.

Fortunately, there are signs that politicians are
finally getting the message that the MID has failed
and needs to go. As we saw in Section IV.C,
blue-ribbon tax reform panels commissioned by
both Republican and Democratic presidents have
recommended abolishing the MID and substituting
a tax credit for homeownership. We saw the same
recommendation from Obama’s bipartisan debt
commission. Moreover, tax and economic experts
across the political spectrum are unanimous in
their opposition to the MID, from the Brookings
Institution’®> and Tax Policy Center'¢ to the
American Enterprise Institute'® and Tax Founda-
tion.'®8 In addition, politicians are reaching across
the aisle to reform and replace the MID.'® We

184Gee supra note 182. Beneficiaries of the five-year carryback
included Pulte Homes ($450 million refund, $1.5 billion cash on
hand), Hovnanian Homes ($250 million refund, $550 million
cash), Standard Pacific ($80 million refund, $525 million cash),
and Beazer Homes ($50 million refund, $557 million cash).
Gretchen Morgenson, “Home Builders (You Heard That Right)
Get a Gift,” The New York Times, Nov. 14, 2009, available at
http:/ /www.nytimes.com/2009/11/15/business/economy /15
gret.html.

185See Robert C. Pozen, “The Mortgage Interest Deduction
Needs to Be Slashed,” Brookings Institution (Mar. 28, 2011),
available at http:/ /www.brookings.edu/opinions/2011/0328
_mortgage_interest_deduction_pozen.aspx; Ted Gayer, “The
Mortgage Interest Deduction and Negative Equity,” Brookings
Institution (Dec. 15, 2010), available at http://www.brooki
ngs.edu/opinions/2010/1215_mortgage_interest_gayer.aspx.

186See http:/ /www.taxpolicycenter.org/taxtopics/ Homeow
nership.cfm; Howard Gleckman, “What Would Happen If
Congress Rewrote the Mortgage Interest Deduction?” Tax
Policy Center TaxVox Blog (Mar. 1, 2011), available at http:/ /ta
xvox.taxpolicycenter.org/2011/03/01/what-would-happen-if-c
ongress-rewrote-the-mortgage-interest-deduction/. Gleckman,
“Should We Dump the Home Mortgage Interest Deduction?”
Tax Policy Center TaxVox Blog (May 27, 2010), available at http:
/ /taxvox.taxpolicycenter.org/2010/05/27 /should-we-dump-th
e-home-mortgage-interest-deduction/.

187 Alex Brill, “A Pro-Growth, Progressive, and Practical Pro-
posal to Cut Business Tax Rates,” American Enterprise Institute
(Jan. 19, 2012), available at http://www.aei.org/outlook/eco
nomics/fiscal-policy / taxes/a-pro-growth-progressive-and-prac
tical—groposal-to—cut-business—tax-rates /.

188See  http:/ /www.taxfoundation.org/research/topic/168.
html.

189See House Committee on the Budget, “The Path to Pros-
perity: Restoring America’s Promise, Fiscal Year 2012 Budget
Resolution” (2012); Stephen Ohlemacher, “Bipartisan Tax Plan
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already know that Obama has proposed limiting
the subsidy’s benefit to high-income households.?*°
And even current Republican presidential hopefuls
are prepared to challenge the historical third rail of
tax reform.19

It is time to repeal the MID and replace it with a
tax credit for homeownership. By severing the
connection between the nation’s largest housing tax
subsidy and a recipient’s income or marginal tax
rate, a tax credit would provide equal dollar-for-
dollar benefits to qualifying claimants across the
income distribution and thereby have an immediate
and positive effect on homeownership. As impor-
tant, a credit rather than a deduction would break
the relationship between the value of the subsidy
and the size of a taxpayer’s mortgage debt or
household square footage. In other words, and
unlike the MID, a tax credit for homeownership
would imbue national housing policy with equity,
efficiency, and effectiveness.

Trims Mortgage Deduction,” Yahoo News (July 20, 2011) (dis-
cussing the “Gang of Six” debt-reduction proposals), available at
http:/ /news.yahoo.com/bipartisan-tax-plan-trims-mortgage-d
eduction-191345875.html; Gleckman, “Tom Coburn: Tax Subsi-
dies Are Socialism,” Tax Policy Center TaxVox Blog (July 19,
2011), available at http:/ /taxvox.taxpolicycenter.org/2011/07/
19/tom-coburn-tax-subsidies-are-socialism/.

190Gee supra Section TV.B.

915ee N. Gregory Mankiw, “A Better Tax System (Assembly
Instructions Included),” The New York Times, Jan. 21, 2012 (Mitt
Romney’s economic adviser calling for abolishing the MID),
available at http:/ /www.nytimes.com/2012/01/22/business/
four-keys-to-a-better-tax-system-economic-view.html?_r=1; Par-
esh Dave, “GOP Economy: Jon Huntsman’s Economic Plan,”
Marketplace, American Public Media (Nov. 28, 2011) (discuss-
ing Jon Huntsman’s plan for limiting the MID and other
housing subsidies), available at http:/ /www.marketplace.org/
topics/economy/jon-huntsman.
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