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Brookings Calls for Reform on the Mortgage Interest Deduction  
Brookings Policy Briefs Propose Reforms to Cut Deficit, Jumpstart Economy  

 
WASHINGTON, D.C.— Policymakers should reform the mortgage interest deduction (MID) to 
shift hundreds of billions of dollars toward deficit reduction and tax incentives that will spur 
more productive and innovative economic growth, according to a policy brief released today by 
the Metropolitan Policy Program at Brookings.   
 
This policy brief is part of a new government reform series entitled, Remaking Federalism | 
Renewing the Economy, launched last month. The series addresses both the near-term “fiscal 
cliff” showdown and the longer-term budgetary, economic, and political challenges that will 
require response in the coming months. Through this series, the Metropolitan Policy Program 
will encourage the Obama administration to seek solutions beyond the partisan gridlock in 
Washington and to empower state and metro areas through policies such as reforming the 
mortgage interest deduction.  
 
Although the mortgage interest deduction was established in 1913 to help increase the number 
of American homeowners, research indicates that it actually does very little to increase 
homeownership rates. Meanwhile, the budget impact of the MID has grown exponentially, with 
a projected cost of $606 billion in the next five years alone. It is now the second largest income 
tax expenditure in the federal budget and among the most regressive tax subsidies in the 
country. Furthermore, the mortgage interest deduction benefits only a small share of 
taxpayers. Only 26 percent of taxpayers claim the deduction, most of whom are in the upper 
income tax brackets and would likely own homes regardless.  
 
“Housing does not build strong economies, strong economies build housing,” said Bruce Katz, 
vice president and director of Metropolitan Policy Program at Brookings and former chief of 
staff at the U.S. Department of Housing and Urban Development. “The fiscal cliff is an 
opportunity for us to reform the tax code and shift away from expensive, consumption-
oriented tax expenditures that fuel a failed growth model.”  
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There are multiple options for reforming the mortgage interest deduction, including: 
 

• Capping the income tax rate at which taxpayers can take itemized deductions, including 
the MID, at 28 percent 

• Converting the MID into a refundable or non-refundable tax credit  
Implementing an overall cap on itemized deductions, including the MID  

 
Implementing any of these reforms would raise hundreds of billions of dollars in income tax 
revenue over ten years for deficit reduction and priority investments while at the same time 
creating a fairer balance in benefits among lower, middle, and upper income homeowners.  
 
The policy memo further describes the current problem, outlines budget implications, and 
details the implementation requirements of reforming the mortgage interest deduction.  
 

 
The Metropolitan Policy Program at Brookings provides decision-makers with cutting-edge 
research and policy ideas for improving the health and prosperity of metropolitan areas, 
including their component cities, suburbs, and rural areas. To learn more, please visit: 
www.brookings.edu/metro. Follow us on Twitter at www.twitter.com/brookingsmetro.   
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