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Under current law, taxpayers may deduct interest paid on up to $1 million of acquisition debt 

used to buy, build, or improve a primary or secondary residence. Taxpayers can also deduct 

interest paid on up to $100,000 in home equity loans or other loans secured by their homes. This 

report analyzes four options to replace the current mortgage interest deduction with credits that 

are designed to improve incentives for homeownership. These options include a nonrefundable 

credit of up to 15 percent of eligible mortgage interest, a nonrefundable credit of up to 20 percent 

of eligible mortgage interest, a refundable credit of a fixed percentage of property taxes paid, and 

a flat amount refundable credit for all homeowners. The first two options would limit eligible 

interest to the amount paid on up to $500,000 of an eligible mortgage. The report also considers 

options that phase out the mortgage interest deduction and phase in the new credits over five 

years. 
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UPDATED OPTIONS TO REFORM THE DEDUCTION FOR HOME MORTGAGE 

INTEREST 

The Tax Policy Center (TPC) has updated revenue and distributional estimates for four options 

that would replace the current itemized deduction for home mortgage interest. Taxpayers are 

currently allowed to claim an itemized deduction for mortgage interest paid on up to $1 million 

of debt used to buy, build, or improve a primary or secondary residence. Taxpayers may also 

claim a deduction for the interest paid on up to $100,000 in home equity loans or other lines of 

credit secured by their homes. The $1 million and $100,000 limits are not indexed for inflation.  

The reform options analyzed in this report would all repeal the mortgage interest deduction and 

replace it with alternative credits that are designed to improve incentives for homeownership.  

The first two options are described in “Options to Reform the Deduction for Home Mortgage 

Interest” (Eng, et al. 2013). The third and fourth options are based on reforms proposed in “New 

Perspectives on Homeownership Tax Incentives” (Harris, Steuerle, Eng 2013). As was done in 

“Options to Reform the Deduction for Home Mortgage Interest,” we estimate the effects of each 

option with immediate enactment and with a five-year phase-in schedule. Revenue effects are 

estimated for fiscal years 2015 to 2024, and distributional effects are estimated for calendar year 

2015 on a fully phased-in basis. All of the estimates are relative to the current law baseline.
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Description of Proposals 

Options One and Two 

Both of these options would replace the mortgage interest deduction with a nonrefundable credit 

equal to a fixed percentage of mortgage interest paid on up to $500,000 of debt on a primary 

residence, second home, or home equity line of credit. The first option would set the credit rate at 

15 percent of eligible mortgage interest while the second option would set the credit rate at 20 

percent. Similar to current law, the $500,000 limit on eligible debt would not be indexed for 

inflation. 

In the phased-in versions of these options, the cap on the amount of debt eligible for the 

mortgage subsidy would be lowered by equal increments over five years. In 2015, the limit 

would be $900,000, and in each subsequent year the limit would decrease by $100,000 until 

reaching $500,000 in 2019. The mortgage interest deduction would also be phased down by 

equal increments over five years. Taxpayers would be allowed to deduct 80 percent of eligible 

mortgage interest in 2015, with this deductible share decreasing by an additional 20 percentage 

points each year through 2019, when the deduction would be completely disallowed. Finally, the 

mortgage interest credits would phase in ratably: in 2015 taxpayers could claim a nonrefundable 

credit of 3 percent of mortgage interest under the first option (4 percent under the second option), 
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and the credit rate would increase by 3 percentage points (4 percentage points) each year until 

reaching the full credit rate of 15 percent (20 percent) in 2019. 

Option Three 

The third option would repeal both the mortgage interest deduction and the itemized deduction 

for property taxes paid, replacing them with a refundable credit valued at a fixed percentage of 

property taxes paid, up to a maximum credit of $1,400 for single taxpayers and $2,100 for 

married taxpayers filing jointly. These limits would be indexed for inflation after 2015.  

For this option, we calculated the credit rates that would raise $300 billion between fiscal years 

2015 and 2024 with immediate implementation and also with a five-year phase-in period. Under 

the immediate option, taxpayers could claim a refundable credit of 56 percent of property taxes 

paid up to a maximum credit of $1,400 ($2,100 for married filing jointly), effective January 1, 

2015. For the phased in option, taxpayers in 2015 would be allowed a credit of 9.9 percent of 

property taxes paid up to $1,400 ($2,100), with the credit rate increasing by 9.9 percentage 

points per year until reaching 49.5 percent in 2019 and thereafter. The itemized deductions for 

mortgage interest and property taxes paid would phase down over the same five-year period. In 

2015, taxpayers would be allowed to deduct 80 percent of eligible mortgage interest and property 

taxes, decreasing by 20 percentage points each year until the deductions were completely 

eliminated in 2019. 

Option Four 

The last option would replace the mortgage interest deduction with a refundable flat amount 

credit for all homeowners. As with the third option, we calculated the credit amount that would 

raise $300 billion between fiscal years 2015 and 2024 under immediate enactment and under a 

phased-in option. If the credit immediately replaced the mortgage interest deduction, this option 

would make all homeowners eligible for a refundable credit of $536 ($804 for married filing 

jointly) in 2015. This amount would be indexed for inflation after 2015, reaching $654 ($981) by 

2024. In the phased-in version of this option, the mortgage interest deduction would be phased 

down by 20 percentage points each year as in the other options. The credit would be phased in 

concurrently: all homeowners would be eligible for a refundable credit equal to $111 ($166.50) 

in 2015, increasing by $111 ($116.50) each year until reaching $555 ($832.50) in 2019. After 

2019, this amount would be indexed for inflation, reaching $622 ($933) by 2024.  

Revenue Effects 

The revenue effects of the four proposals, with immediate enactment and a five-year phase-in 

schedule, are shown in table 1. The revenue estimates are dynamic in that taxpayers are assumed 

to pay down some or all of their mortgage debt in response to a smaller tax preference for 



mortgage interest
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 and to respond to any changes in their statutory marginal tax rates in other 

ways that affect reported taxable income. 

We estimate that replacing the mortgage interest deduction with a 15 percent nonrefundable 

credit for mortgage interest (Option One) would raise approximately $257 billion over 10 years 

under immediate enactment while replacing the deduction with a 20 percent credit (Option Two) 

would only raise about $26 billion. When Option One is phased in as described above, the 

estimated revenue gain over the 10-year period decreases to approximately $232 billion. In 

contrast, phasing in Option Two would raise relatively more revenue ($38 billion) than if the 

reform were enacted immediately. We estimate that with immediate enactment, the 20 percent 

credit would lose revenue for the first three years and would result in a net loss over the first five 

years. However, when the credit is phased in (and the deduction is phased out), the proposal 

increases revenue in all years. Thus, the phased-in option would raise more revenue over the 10-

year window. 

By construction, options three and four would raise $300 billion under immediate enactment and 

when they are phased in. The differences between the phased-in and immediate options can be 

seen in the calculated credit rate and credit amount. For Option Three the final credit rate must 

be lower when the credit is fully phased in (49.5 percent compared to 56 percent) since the credit 

raises less revenue during the phase-in period and thus, must raise more revenue in the out years. 

Similarly, the credit amount in Option Four must be lower when the credit is phased in over five 

years. Whereas the phased-in credit would reach $555 in 2019, the credit amount under 

immediate enactment would be $584 in 2019 as a result of adjusting the initial $536 credit for 

inflation after 2015. 

Distributional Effects 

Tables 2A through 5B present the distributional effects of the four options in calendar year 2015, 

assuming immediate implementation of the proposals. In the set of (A) tables, tax units are 

grouped by their level of expanded cash income.
3
 The (B) tables group tax units by percentiles of 

expanded cash income. All of the options are progressive reforms in that they shift tax burdens 

from lower to higher income taxpayers, but they vary in terms of the income at which the 

average taxpayer switches from being a net winner to being a net loser. 

The 15 percent credit is the least progressive of the options (tables 2A and 2B). The proposal 

would decrease taxes for 17.7 percent of tax units with an average tax cut of $432 and increase 

tax burdens for 13.8 percent of tax units by an average of $1,631. Tax units with incomes 

between $40,000 and $75,000 benefit the most from the proposal, receiving a 0.2 percent 
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 In modeling these proposals we assume that taxpayers would use their taxable investment assets to pay off their 

mortgages if elimination of the mortgage interest deduction made the after-tax cost of holding a mortgage 

sufficiently higher than the after-tax returns on their investment assets. This adjustment is necessary because 

taxpayers presumably would not want to incur nondeductible debt in order to generate taxable investment income. 
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increase in after-tax income. In contrast, tax units with incomes between $200,000 and $1 

million have the largest percentage decrease in after-tax income as a result of the proposal, 

receiving a 0.8 percent decrease. Tax units in the highest income groups are slightly less 

adversely affected by this proposal since tax units with very high incomes are less likely to have 

mortgages and to benefit from the mortgage interest deduction under current law. 

The distributional pattern for the 20 percent credit (tables 3A and 3B) is very similar to the 

pattern for the 15 percent credit. More tax units (21.7 percent) benefit from the 20 percent credit 

than the 15 percent credit, and most receive a larger tax cut, with the average tax cut increasing 

to $595. Similarly, Option Two only increases the tax burden of 11.9 percent of tax units. The 

average tax increase is slightly larger ($1,296), but this result is due to the fact that only tax units 

with relatively small tax increases under Option One switch from being net losers to net winners 

under Option Two. In general, the income groups that benefit and lose the most from the 20 

percent credit are the same as those for the 15 percent credit. After-tax incomes increase on 

average by 0.3 percent for tax units with incomes between $40,000 and $100,000, and they fall 

by 0.7 percent for tax units with incomes between $500,000 and $1 million. Since both the 15 

percent credit and the 20 percent credit are nonrefundable, tax units in the lowest income groups 

who often have little or no tax liability generally do not benefit from either of the proposals. 

The property tax credit and flat amount credit for homeownership result in comparatively larger 

benefits for low-income tax units. This effect is likely driven by two factors: First, the credits are 

both refundable, so tax units with no tax liability can still benefit from them. Second, lower-

income tax units are more likely to be homeowners and pay property taxes than they are to have 

a mortgage. In particular, elderly tax units tend to have lower incomes than younger, working 

age tax units and are more likely to own their homes outright. Thus, while many of these lower-

income units would be unable to benefit from the mortgage credits, they would be able to benefit 

from the property tax and homeownership credits. 

The property tax credit raises tax burdens overall by an average of $165, but this increase is 

mainly due to the higher taxes paid by high-income tax units (tables 4A and 4B). These tax units 

tend to pay more mortgage interest and property taxes and are therefore doubly affected by the 

loss of the mortgage interest deduction and the large decrease in the tax benefits of their property 

taxes. Overall, 36 percent of tax units receive a tax cut of an average of $606 while 14.8 percent 

of tax units see an average increase in tax burden of $2,589. Tax units with incomes of less than 

$10,000 benefit the most from this proposal, with an average percent change in after tax income 

of 0.8 percent. Tax units in the $500,000 to $1 million income range have the largest increase in 

tax burdens, with an average decrease in after-tax income of 1.2 percent. 

Finally, the flat amount credit for homeownership is the most redistributive of the proposals 

(tables 5A and 5B). 36.8 percent of tax units get an average tax cut of $604, and 17.1 percent 

have an average tax increase of $2,322. Tax units with incomes below $10,000 benefit the most 

and have an average increase in after-tax income of 2.3 percent. In contrast, the proposal would 



decrease the after-tax income of tax units with incomes between $200,000 and $500,000 by an 

average of 1.2 percent. 
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