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Lawmakers determined to eliminate the cap on federal income tax deductions for state and local taxes
(SALT) have several options to reduce its reach that would cost much less than repealing it.

The Institute on Taxation and Economic Policy (ITEP) released a report earlier this year suggesting a better
approach that would replace the cap on SALT deductions with a more effective limit on tax breaks for the
rich that raises revenue without targeting high-tax, “blue” states.!

If lawmakers are unwilling to replace the SALT cap with a new limit on tax breaks that raises revenue, then
any modification they make to the cap in the current environment will lose revenue and make the federal
tax code less progressive. Given this, lawmakers should choose a policy option that loses as little revenue as
possible and that does the smallest amount of damage possible to the progressivity of the federal tax code.
This report examines four options, including repealing the SALT cap and three other options that each cost
less than a third as much.

The stated objectives of lawmakers concerned about the SALT cap are contradictory and cannot be achieved
easily by any option. At times, lawmakers say they want to protect middle-income households from the
SALT cap even though it has a minimal effect on these households. At other times, lawmakers say they are
concerned that the SALT cap will drive high-income households out of states with steeper taxes, even
though there is no evidence that tax policy is causing anyone to move from one state to another. Is the goal,
then, to help the middle-class or to help the rich? The answer to that question could determine which policy
option lawmakers will favor. But by any measure of revenue impact or fairness, repealing the SALT cap
entirely is the least desirable option.

Background

The tax law enacted by President Trump and Congress on a party-line vote at the end of 2017 capped
federal deductions for state and local taxes (SALT) at $10,000 to force residents of higher-tax states (often
thought of as “blue” states) to partly pay for the tax cuts included in that law. This is not a fair or sound way
to make tax policy.

But SALT cap repeal is not compatible with other goals sought by the current Congress and the Biden
administration, such as raising revenue and making the federal tax system more progressive. Repealing the
SALT cap would reduce federal revenue by around $100 billion in tax year 2022 alone and more than 60
percent of the benefits would go to the richest 1 percent. Black, Hispanic, and Indigenous families would be
among the least likely to see any tax cut from SALT cap repeal.ii As illustrated in the estimates that can be
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downloaded through the link at the top of this report, the vast majority of the benefits would go to the
richest 5 percent of residents in every state and the District of Columbia. The richest 1 percent of residents
would receive most of the benefits in all but four states.

Nearly all taxpayers among the bottom 80 percent of Americans are unaffected by the SALT cap either
because they claim the standard deduction rather than itemized deductions or because they claim less than
$10,000 of deductions for SALT.

The most practical solution is to replace the SALT cap with a different limit on tax breaks for the rich, which
does not target certain states and that also raises revenue. For example, ITEP published its own proposal to
replace the SALT cap (as well as the Alternative Minimum Tax) with what we call a High-Income Tax (HIT),
which is an alternative tax that only applies to the very rich. The HIT would be a tax on adjusted gross
income (AGI), with a $400,000 exemption that phases out for those with the highest incomes. No deductions
or credits would be allowed against the HIT (except that the charitable deduction would be converted into a
credit). The HIT would therefore restrict deductions and tax credits but would do so only for the very rich
and would do so in a way that does not target SALT deductions specifically.

The HIT can raise more revenue than current law and even more revenue than the personal income tax
increases proposed by Joe Biden as he was running for president. (Read more details about the HIT.)

The HIT, or something like it, is the most logical solution for lawmakers who do not like the way that the
SALT cap targets certain states. Lawmakers who reject this approach and want some other modification to
the SALT cap are likely to turn to options that lose revenue. The rest of this report focuses on such options.

Options to Change the SALT Cap that Cost Less than Fully Repealing It

Besides full repeal of the SALT cap, this report presents three options to lessen the cap’s effects. Each would
reduce revenue by around $30 billion in tax year 2022, compared to the $100 billion price tag of full repeal.
The richest 20 percent of taxpayers would benefit almost exclusively from repeal of the SALT cap and from
all these options. But the distribution of benefits within the top 20 percent varies from one approach to the
next.

1) Raise the SALT cap to $15,000/$30,000.

One option we examine would increase the cap on SALT deductions from $10,000 to $15,000 for unmarried
taxpayers and $30,000 for married couples. Rep. Lauren Underwood of Illinois introduced a bill in the
previous Congress and the current one that would make this change. This approach eliminates the marriage
penalty embedded in the current design of the cap and is somewhat less regressive than outright repeal. The
main benefit of this approach is its simplicity.

2) Repeal SALT cap for those with income below $400,000.

Another option is to repeal the SALT cap for taxpayers below a certain income level. We examine a version
of this option, repealing the SALT cap for those with adjusted gross income (AGI) below $400,000 and
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phasing the cap in for those with AGI between $400,000 and $500,000. The benefit of this option is that it
removes the SALT cap entirely for anyone who is not considered “rich,” without providing any new tax cut
for those with the highest incomes.

This option will be most appealing to lawmakers who claim the SALT cap harms middle-class taxpayers
among their constituents. Some have expressed concern that the SALT cap affects households that seem
relatively well-off based on national comparisons but who are really middle-income households in their
particular high-cost state or district. As already explained, our estimates of the impacts of repealing the
SALT cap show that there is no state in which the cap primarily affects residents in the middle of the income
distribution. But this concern about the middle-class is nonetheless repeated frequently.

3) Allow taxpayers to choose the $10,000 SALT cap or deduct SALT exceeding 8% of their income.

The final option we examine would allow taxpayers to choose to be subject to either a) the current SALT cap
of $10,000 or b) deduct any SALT in excess of 8 percent of their AGI. In other words, taxpayers would have
the choice of either a cap or a floor. This option allows state and local governments to impose significant
taxes on their richest residents with the knowledge that the federal government is effectively paying at least
some of those taxes. This, it has been argued, encourages states to use progressive taxes to finance public
investments and public services.

This option may be most appealing to lawmakers who claim that the SALT cap makes it difficult for states to
have progressive taxes without pushing their richest residents to move to a state with lower taxes. In other
words, for these lawmakers, the problem with the SALT cap is not its effect on the middle-class but rather its
effect on the rich, who they believe will move out of high-tax states. In fact, the most comprehensive
research suggests that it is very rare for high-income people to move across state lines for tax reasons and
that very wealthy individuals generally relocate less frequently than other people.ii But this concern is
nonetheless repeated frequently.



Different Options Meet Different Objectives

Figure 1 below summarizes the effects of these different options. Each of the three options would cost less
than a third as much as fully repealing the SALT cap. Fully repealing the SALT cap would only benefit around
9 percent of taxpayers and each option would benefit a similar or smaller share of taxpayers.

FIGURE
Revenue-Losing Options to Reduce Effects of the Cap on Deductions for State and

Local Taxes (SALT), Impacts in Tax Year 2022

Percent- Share of Share of Would State Tax Hikes on
age of U.S. Benefits Benefits the Very Richest Residents

Revenue
Impact in

Billions Taxpayers Going to Going to Be Deductible (at Least

Benefiting | Richest 1% | Richest5% | Partly) on Federal Returns?

Repeal SALT cap -$101 9.1% 61% 85% Yes

Raise SALT cap to $15,000/$30,000 =533 9.1% 25% 66% No

Repeal SALT cap for those with AGI
below $400,000 (phase in between -$30 7.8% 2% 49% No
$400,000 and $500,000)

Allow taxpayers to choose $10,000
SALT cap or deduct SALT exceeding -$29 2.2% 70% 91% Yes
8% of AGI

SOURCE: Institute on Taxation and Economic Policy tax model, April 2021

If lawmakers’ main concern is the “middle-class,” however defined, none of these proposals are particularly
well-targeted to helping that group. As already mentioned, all these options would mainly help the richest
20 percent of taxpayers.

However, the approach least tilted toward the rich is the option to repeal the SALT cap for those with AGI
below $400,000. As illustrated in Figure 1, only 2 percent of the benefits of this option would go to the
richest 1 percent. (Nearly half of the benefits would nonetheless flow to the richest 5 percent of taxpayers.)




If the main concern is the middle-class, then the least appealing option is the one allowing taxpayers to use
the current rule or deduct SALT exceeding 8 percent of their AGIL. Under this option, 70 percent of the
benefits would go to the richest 1 percent of taxpayers. This seems entirely incompatible with the goal of
making the federal tax code more progressive.

But lawmakers will come to a different conclusion if their main concern is facilitating progressive state and
local taxes that affect the very rich. To accomplish this, they might choose the option allowing taxpayers to
use the current rule or deduct SALT exceeding 8 percent of their AGI. This is the one option (besides full
repeal of the cap) that allows a federal deduction for the highest state taxes on the richest state residents,
which some argue encourages progressive taxes at the state and local levels. For example, if a state enacts a
very high income tax rate solely on millionaires, the resulting tax increase is likely to be at least partly
deductible on those millionaires’ federal income tax returns under this option, meaning the federal
government effectively pays some of that tax increase.

Repealing the SALT cap for those with AGI below $400,000 would not accomplish this. Increasing the SALT
cap to $15,000/$30,000 would also fail to accomplish this because the richest taxpayers already pay SALT in
excess of these amounts.

If Congress enacts the option allowing taxpayers to use the current rule or deduct SALT exceeding 8 percent
of their AGI, states could respond by raising taxes on the top 1 percent of earners, somewhat blunting its
regressivity. But many states lack income taxes, are constitutionally required to levy flat-rate income taxes
or have legislatures and governors who are unlikely to pursue progressive tax increases anytime soon. In
practice, the overwhelming majority of tax cuts under this approach would flow to a small number of “blue”
states. We estimate that in 2022, nearly nine in ten (or 89 percent of) tax cut dollars under this approach
would flow to just three states: California, New Jersey, and New York. Lowering the floor to a level below 8
percent would expand the deduction’s reach to taxpayers in more states, but at a potentially high cost to the
federal budget.

Figure 2 provides the percentage of taxpayers who benefit from full repeal of the SALT cap and from each
proposal.



FIGURE 2
Revenue-Losing Options to Reduce Effects of the Cap on Deductions for State and Local Taxes (SALT),

Share of Taxpayers with a Tax Cut in Tax Year 2022
(highlighted in green if less than 1%, highlighted in red if greater than 4%)
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Alabama 2.4% 2.4% 1.6% 0.1%
Alaska 1.3% 1.3% 1.0% 0.0%
Arizona 4.2% 4.2% 3.3% 0.3%

Arkansas 3.9% 3.8% 3.1% 0.4%

California 20.4% 20.3% 18.2% 9.1%

Colorado 9.5% 9.5% 8.0% 0.3%

Connecticut 17.3% 17.3% 15.0% 4.6%
Delaware 6.4% 6.4% 5.6% 0.4%
District of Columbia 20.6% 20.5% 18.6% 5.5%
Florida 3.8% 3.8% 2.7% 0.5%

Georgia 9.0% 9.0% 8.0% 1.0%

Hawaii 9.8% 9.7% 8.9% 1.5%

Idaho 4.0% 4.0% 3.3% 0.4%
llinois 10.5% 10.5% 9.0% 0.9%
Indiana 2.5% 2.5% 1.7% 0.1%
lowa 3.2% 3.2% 2.4% 0.1%
Kansas 4.9% 4.9% 3.7% 0.4%
Kentucky 2.4% 2.4% 1.6% 0.1%
Louisiana 2.4% 2.3% 1.8% 0.3%
Maine 3.9% 3.9% 2.9% 0.3%
Maryland 24.7% 24.5% 23.4% 6.5%
Massachusetts 16.0% 15.9% 14.1% 1.6%
Michigan 3.5% 3.5% 2.7% 0.2%
Minnesota 6.9% 6.8% 5.7% 0.8%
Mississippi 2.4% 2.4% 1.9% 0.3%

Missouri 3.6% 3.6% 2.7% 0.1%
Montana 3.4% 3.4% 2.5% 0.3%

Nebraska 2.6% 2.6% 1.9% 0.1%
Nevada 3.3% 3.3% 2.4% 0.8%

New Hampshire 6.0% 6.0% 4.9% 0.3%
New Jersey 23.3% 23.2% 20.9% 6.2%
New Mexico 2.2% 2.2% 1.5% 0.0%

New York 17.7% 17.5% 15.7% 6.6%

North Carolina 5.1% 5.1% 4.0% 0.3%

North Dakota 2.3% 2.3% 1.5% 0.1%
Ohio 3.6% 3.5% 2.7% 0.2%

Oklahoma 3.0% 3.0% 2.3% 0.2%

Oregon 12.0% 12.0% 10.9% 2.6%
Pennsylvania 5.4% 5.4% 4.3% 0.3%
Rhode Island 6.6% 6.6% 5.5% 0.6%

South Carolina 5.0% 5.0% 4.1% 0.4%

South Dakota 0.9% 0.9% 0.4% 0.0%
Tennessee 1.3% 1.3% 0.7% 0.1%
Texas 5.0% 5.0% 4.0% 0.5%
Utah 9.4% 9.4% 8.1% 0.6%

Vermont 4.0% 4.0% 3.2% 0.3%

Virginia 15.7% 15.7% 14.4% 2.2%

Washington 7.1% 7.0% 5.6% 1.2%
West Virginia 1.7% 1.7% 1.3% 0.1%
Wisconsin 3.3% 3.3% 2.3% 0.1%
Wyoming 0.7% 0.7% 0.3% 0.1%
Other Areas 0.0% 0.0% 0.0% 0.0%
United States 9.1% 9.1% 7.8% 2.2%

SOURCE: Institute on Taxation and Economic Policy tax model, April 2021



Even in states with the most residents affected, less than a quarter of residents would benefit from repeal of
the SALT cap. The other options would benefit a similar or smaller percentage of taxpayers in each state.

The states with the highest share of residents benefiting from repeal or from any of these options are
California, Connecticut, the District of Columbia, Maryland, New Jersey and New York. But most of those
residents would receive a relatively small tax cut, as illustrated in the figures that can be downloaded with
the link at the top of this report, and most of the benefits would go to the rich even in these states.

Conclusion

Repealing the cap on state and local tax payments (SALT) would cost roughly $100 billion per year in federal
revenue, with 85 percent of that lost revenue flowing to the top 5 percent of taxpayers, who will have
incomes above $275,000 next year. Pursuing a tax change of this type in the upcoming tax and spending
package is likely to crowd out other much more progressive policies and programs from that legislation.

Previous ITEP research has shown that Congress has options for replacing the SALT cap with a broader and
more effective limit on tax breaks for the rich that could raise revenue and improve the progressivity of the
federal tax system. If Congress insists on a narrower rewrite of the laws governing the SALT deduction, the

inevitable result is a regressive and revenue-losing policy change.

This report looked at three options for such a change: boosting the dollar cap, repealing the cap only for
households with income below $400,000, or allowing taxpayers to choose between a SALT cap and a SALT
floor. Any of these options would cost about one-third the amount of full SALT cap repeal and would direct
nearly all their benefits to the top 20 percent of earners—though the distribution of tax cuts within the top
20 percent varies across options.

Lawmakers who believe that reinstating the SALT deduction for the very rich will encourage progressive
state revenue-raising and discourage tax flight should be most interested in some type of floor. On the other
hand, lawmakers who are concerned by the impact of the SALT cap on upper-middle class taxpayers in their
states are likely to prefer the option eliminating the cap for taxpayers with income below $400,000.

i Steve Wambhoff and Matthew Gardner, “A Proposal to Simplify President Biden’s Campaign Plan for Personal Income
Taxes and Replace the Cap on SALT Deductions,” Institute on Taxation and Economic Policy. April 2021.
https://itep.org/a-proposal-to-simplify-president-bidens-campaign-plan-for-personal-income-taxes-and-replace-the-
cap-on-salt-deductions/.

ii Carl Davis and Jessica Schieder, “Not Worth Its SALT: Tax Cut Proposal Overwhelmingly Benefits Wealthy, White
Households,” Institute on Taxation and Economic Policy. April 2021. https://itep.org/not-worth-its-salt-tax-cut-

proposal-overwhelmingly-benefits-wealthy-white-households/

iii Cristobal Young, Charles Varner, Ithai Z. Lurie, and Richard Prisinzano, “Millionaire Migration and Taxation of the
Elite: Evidence from Administrative Data,” 81(3) American Sociological Review, 2016, pp. 421-446.


https://itep.org/a-proposal-to-simplify-president-bidens-campaign-plan-for-personal-income-taxes-and-replace-the-cap-on-salt-deductions/
https://itep.org/a-proposal-to-simplify-president-bidens-campaign-plan-for-personal-income-taxes-and-replace-the-cap-on-salt-deductions/
https://itep.org/not-worth-its-salt-tax-cut-proposal-overwhelmingly-benefits-wealthy-white-households/
https://itep.org/not-worth-its-salt-tax-cut-proposal-overwhelmingly-benefits-wealthy-white-households/

APPENDIX

Impacts of Repealing the Cap on Deductions for State and Local Taxes (SALT) in Tax Year 2022 in the United States

Income Group Income Range Average Income Tax Cha'nge Average Tax = Tax Change asa % Share of Share with Avg. Change for
1000's Change of Income Tax Change Tax Cuts Those w/Tax Cuts

Poorest 20% Less than $22,400 $11,800 $-1,700 $0 0.0% 0% 0.0% $0

Second 20% $22,400 to $42,500 $32,200 $ -23,000 $0 0.0% 0% 0.2% S0

Middle 20% $42,500 to $69,900 $55,000 $-170,400 $-10 0.0% 0% 1.0% $-510

Fourth 20% $69,900 to $122,400 $92,300 $-1,817,300 $-60 -0.1% 2% 6.4% $-880
Next 15% $122,400 to $276,200 $174,000 $-13,091,600 $-540 -0.3% 13% 27.2% $-1,980
Next 4% $276,200 to $681,600 $404,000 $ -24,255,400 $-3,760 -0.9% 24% 65.8% $-5710

Richest 1% $681,600 or more $2,167,700 $-61,613,100 $-38,150 -1.8% 61% 90.2% $-42,310

$101,400 $-100,979,100 $-620

SOURCE: Institute on Taxation and Economic Policy tax model, April 2021



Impacts of Increasing the Cap on Deductions for State and Local Taxes (SALT) to $15,000/$30,000
in Tax Year 2022 in the United States

Income Group Income Range Average Income Tax Cha'nge Average Tax = Tax Change as a % Share of Share with Avg. Change for
1000's Change of Income Tax Change Tax Cuts Those w/Tax Cuts
Poorest 20% Less than $22,400 $11,800 $-1,000 S0 0.0% 0% 0% S0
Second 20% $22,400 to $42,500 $32,200 $-17,600 S0 0.0% 0% 0% S0
Middle 20% $42,500 to $69,900 $55,000 $-132,600 S0 0.0% 0% 1% $ -400
Fourth 20% $69,900 to $122,400 $92,300 $-1,322,400 $-40 0.0% 4% 6% $-640
Next 15% $122,400 to $276,200 $174,000 $-9,597,600 $-400 -0.2% 29% 27% $-1,470
Next 4% $276,200 to $681,600 $404,000 $-13,480,800 $-2,090 -0.5% 4% 66% $-3,180
Richest 1% $681,600 or more $2,167,700 $-8,198,000 $-5,080 -0.2% 25% 90% $ -5,650

$101,400 $ -32,752,900 100%

SOURCE: Institute on Taxation and Economic Policy tax model, April 2021



Impacts of Repealing SALT Cap for Those with AGI Below $400k (phasing the cap in for those with AGI between $400k-$500k)
in Tax Year 2022 in the United States

Income Group Income Range Average Income Tax Cha'nge Average Tax = Tax Change as a % Share of Share with Avg. Change for
1000's Change of Income Tax Change Tax Cuts Those w/Tax Cuts
Poorest 20% Less than $22,400 $11,800 $-1,500 S0 0.0% 0% 0% S0
Second 20% $22,400 to $42,500 $32,200 $-22,900 S0 0.0% 0% 0% S0
Middle 20% $42,500 to $69,900 $55,000 $-170,200 $-10 0.0% 1% 1% $-510
Fourth 20% $69,900 to $122,400 $92,300 $-1,816,500 $-60 -0.1% 6% 6% $-880
Next 15% $122,400 to $276,200 $174,000 $-13,091,400 $-540 -0.3% 44% 27% $-1,980
Next 4% $276,200 to $681,600 $404,000 $-14,114,800 $-2,190 -0.5% 47% 54% $-4,040
Richest 1% $681,600 or more $2,167,700 $ -608,700 $-380 0.0% 2% 7% $-5,200

$101,400

$ -29,828,600

SOURCE: Institute on Taxation and Economic Policy tax model, April 2021




Impacts of Allowing Taxpayers to Use Current Law or Deduct SALT Exceeding 8% of AGI in Tax Year 2022 in the United States

Income Group Income Range Average Income Tax Cha'nge Average Tax = Tax Change as a % Share of Share with Avg. Change for
1000's Change of Income Tax Change Tax Cuts Those w/Tax Cuts
Poorest 20% Less than $22,400 $11,800 $-700 $0 0.0% 0% 0% $0
Second 20% $22,400 to $42,500 $32,200 $-10,800 S0 0.0% 0% 0% $0
Middle 20% $42,500 to $69,900 $55,000 $-57,800 S0 0.0% 0% 0% S0
Fourth 20% $69,900 to $122,400 $92,300 $ -405,800 $-10 0.0% 1% 1% $-1,050
Next 15% $122,400 to $276,200 $174,000 $-2,192,500 $-90 -0.1% 7% 6% $-1,640
Next 4% $276,200 to $681,600 $404,000 $-6,095,100 $-940 -0.2% 21% 18% $-5,150
Richest 1% $681,600 or more $2,167,700 $-20,662,700 $-12,790 -0.6% 70% 33% $-38,500

$101,400 $-29,431,600 $-180

SOURCE: Institute on Taxation and Economic Policy tax model, April 2021





