
Tax Plan Implications on Real Estate

Proposed Tax Reform Expected to 
Encourage Remote Rental Investing
The new Republican tax plan could benefit the real estate investment market. Doubling the standard deduction will reduce the number of homeowners 

willing to itemize their tax returns. Furthermore, plans to cap the mortgage interest deduction at $500,000 will place pressure on prices in many 

high-priced areas. Current homeowners are grandfathered into the old system, which will add even more pressure on transaction volume, particularly 

in California where Proposition 13 already disincentivizes home sales. As a result, a large portion of the country’s wealth will be locked out of those 

local housing markets. 

As the stock market hovers around all-time highs and the current expansionary 

period approaches the post-war peak, investors are seeking to diversify their 

portfolios. Bonds have become an unattractive option. Former Fed Chairman 

Alan Greenspan hinted at a bond bubble as recently as August, which could 

keep investors away from bonds. The risk-free rate, or 10-year Treasury, has 

been trending below 2 percent since December of 2013. Low yields are not 

offering investors an attractive option above inflation, thus encouraging 

investors to consider real estate.

Ironically, the mortgage interest rate deduction has long been a target for 

progressives. It generally favors the rich in high-priced markets. Still, these 

markets often vote with Democrats, so both parties have avoided touching the 

tax break. As the housing markets adjust to the new pricing if the current tax 

reform passes, residents will be left wondering the extent that prices will be eventually be impacted. Some residents that could have been saving 

a down payment may no longer wish to purchase locally and continue renting. Homeowners, meanwhile, will reconsider upgrading due to the tax 

benefits they’re receiving under the old plan. As a result, capital is expected to flow into rental properties in affordable markets outside of California.

Owners of single-family rentals enjoy a tax advantage when it comes to mortgages. The mortgage interest expense, like most other expenses 

related to investment properties, are deducted from the income the property produces. This tax advantage enables investors to take advantage of 

diversifying their portfolios and generating passive income. Overall, wealth hesitant to purchase real estate in high-cost areas where home prices 

could decrease will begin to flow more freely into single-family investment properties. 
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TAX CHANGES IMPACTING REAL ESTATE

Tax Current Proposed Implications

Standard Deduction
$6,350 (single)

$12,700 (married)
$12,200 (single)

$24,400 (married)

Doubling the standard deduction will reduce the number of 
households that itemize and utilize the mortgage deduction. 
Only a few high-priced homes will continue to justify the mort-
gage deduction.

Mortgage Interest Rate 
Deduction

Interest on $1 million 
mortgage deductible

Interest on $500,000 mortgage 
deductible

Impacts housing in high-priced markets, where mortgages 
beyond $500,000 are common. Homeowners with $1 million 
mortgages could be hit for $500 per month.

Capital Gains Exemption

Homeowners must live in the 
home for any two of the past 
five years to qualify. 

Homeowners must live in their 
home for five of the past eight 
years to qualify for exemption.

Extending the capital gains exemption will slow the pace of 
housing transactions, particularly in high-priced markets 
where home-price appreciation is elevated.
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HOME PRICES COULD RETREAT 
UNDER TAX REFORM

OWNER-OCCUPIED INVESTMENT
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