
When federal issues get local? (June 2017) 

Recently 8000 or so REALTORS® gathered in Washington DC, like we do every year, to 
discuss private property rights with our representatives.   The topics never seem to change much.   
Let’s discuss three of them here: Trumps tax plan (very briefly), flood insurance, and the 1031 
Starker exchange (high level). 

The biggest problem everyone is having with the new administration’s tax plan is the lack of 
detail.   A four page summary of the suggested changes is all anyone really has to work with.  
That being said it tells a lot.  The National Association of REALTORS® looked at four middle-
class scenarios: a single renter, a single homeowner, a couple renting, and a couple who own 
their property.   In both situations the renters came out ahead as compared to the homeowner.   
Most interestingly, the scenarios assumed the Mortgage Interest Deduction would remain for the 
homeowners and yet they ended up paying more taxes under the new plan; whereas, the renters 
would save several hundred dollars.  No one is against renters but the fact remains that areas with 
higher homeownership show a dozen desired benefits like lower crime rates, better student 
grades, and such.  What wasn’t mentioned that bothered me is that the scenarios don’t account 
for the fact that someone owns the home that renter is living in.  Might it be true that if the new 
tax plan became law and disadvantaged homeowners, wouldn’t it be likely that rent rates would 
have to rise to accommodate the disadvantage?   And if that happened then wouldn’t the renter’s 
tax savings likely to end up paying increased rent?   There’s still a lot of work to do on analyzing 
the proposal but more input will certainly be needed.  Make no mistake, however, the real estate 
industry desires a simplified tax code as well.   

As it stands today the National Flood Insurance Program will expire in 2017.   The last time this 
happened 1400 transactions a day were held up – 42,000 per month.  Too often people think this 
is a coastal issue; however, flooding occurs in every state.  Think about places like Minot, North 
Dakota, or even our very own Fox River.   There is a sign at the McHenry Dam showing how 
high the water reached in 2014 and even this ear it was pretty close to that height.   The program 
needs to be reinstated but with major overhauls such as improved mapping and private flood 
insurance options that are either non-existent or extremely limited. 

What in the world is a 101 Starker Exchange?  Simply it’s a section in the US Tax code that 
facilitates the transfer of property.  But its impacts are much more important than it sounds.   
Often times the ‘exchange’ is used to help business relocate.  A company might own a building 
that it has outgrown and wants to move to another location.   If they just bought and sold their 
properties there would be huge tax consequences so instead they ‘trade up’.  Let’s not get into 
the details of how that happens but rather understand that without these tax tools, businesses and 
even small single property owners might not conduct as many real estate transactions as they do 
with a number of consequences.  First when a building is bought there is often a lot of 
improvements done to it by the new owner. Not only is it more aesthetically pleasing but it also 
pumps money into the local economy.  Additionally, it keeps properties occupied and taxes paid.   



While the 1031 exchange is often used for commercial property that affects residential property 
values.   If commercial property remains vacant it will lessen in value which, in theory, means a 
lower assessment and probably lower taxes.   Considering that often commercial properties are 
much more expensive than residential, this means the property tax difference gets shifted to all 
the other properties within that taxing body’s district, including houses.  In short, if the Starker 
Exchange benefits are removed it will have a significant impact on commercial property values 
everywhere which will shift the tax burden over to residential property. 

It’s these ramifications that are often overlooked when our policymakers are trying to shore up a 
hole in the dam.   It is all of our jobs to help remind them that taking concrete from another part 
of the dam to make the patch only weakens the whole structure. 
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