Cap on tax deductions boosts demand
for lower-tax homes as high-end sales
stagnate
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The $10,000 cap on deductions for state and local taxes
has spurred demand for Long Island homes with
relatively low property taxes and contributed to a
slowdown in the high-end market, real estate
professionals say. The effects have been softened by
falling interest rates and a strong economy.
This spring marked the first time taxpayers’ returns
reflected the changes enacted in December 2017, when
President Donald Trump signed a sweeping federal tax
overhaul into law. Until the 2018 tax year, many
homeowners could deduct the full amount of their state
and local real estate, income, sales and other taxes.
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Long Islanders’ property tax bills are among the highest
in the country, and the cost of living is burdensome.
Losing the ability to deduct state and local taxes on federal returns makes living on Long Island even costlier, and gives home
buyers one more reason to hesitate, local real estate brokers said.
“The taxes on Long Island are certainly, for the most part, higher than $10,000, let’s face it, so it created a pause, it really did,”
Ann Conroy, president of Douglas Elliman’s Long Island division, said of the $10,000 cap. “In the higher end, you have
properties with $30,000, $40,000 and up in taxes…. I think it did affect that marketplace.”
By contrast, Conroy said, the market for starter and mid-priced homes is “very, very hot right now.”
Overall, Long Island’s real estate market is strong, especially in the middle and lower price ranges. On Long Island, excluding
the East End, the median price was $445,000 in the April-through-June quarter, up 4.7 percent from a year earlier, according
to the most recent report by Douglas Elliman and the Manhattan-based appraisal company Miller Samuel. The number of sales
was up annually by almost 2 percent.
On the North Fork, homes sold for a median price of $644,500 in the second quarter, up 8.8 percent from a year before, and
the number of sales spiked by 25.5 percent.
Higher-end markets have seen declines, though.
In the Hamptons, the median price fell by 4.2 percent, year over year, to $850,000. The number of sales dropped annually by 1
percent, making it the slowest spring in eight years, Miller Samuel reported. With so many properties sitting on the market,
the number of Hamptons homes listed for sale soared by 84 percent compared with a year earlier.

“Is it the only reason the home sales market has pulled back? No, but it certainly contributes to it,” Judi Desiderio, chief
executive of Town & Country Real Estate, based in East Hampton, said of the tax cap.
The new limit can hit retirees especially hard. “When you’re retired and your taxes are near $20,000 or more, that’s an awful
law of retirement money," Desiderio said.
Throughout Nassau County and western Suffolk, too, demand is strongest at the lower end. Splitting the market for singlefamily homes into five bands, ranked by price, shows how the trend plays out. In the bottom fifth of the market – where
homes sold for a median $280,000 – prices jumped by 9.5 percent, year over year, Miller Samuel figures show. In the middle of
the market, prices rose more modestly, from 1.6 percent to 5 percent annually, with the biggest increases in the lower ranges.
And in the top fifth of the market – where the median price was $834,820 – prices fell by 2.1 percent in a year.
The new $10,000 limit on deductions “puts a wet blanket” on the luxury market, which already had an oversupply of homes,
said Jonathan Miller, chief executive of Miller Samuel. “You’re losing affordability” due to the new limit on deductions, Miller
said.
However, he said, “its negative impact on the market was partially offset by an unprecedented drop in mortgage rates over
the past year.”
The average interest rate for a 30-year mortgage was 3.75 percent last week, down 0.85 percentage points from a year earlier,
mortgage giant Freddie Mac reported.
The strong economy also has benefited the real estate market. On Long Island, the jobless rate fell to 3.1 percent in June, the
lowest June rate since 1990. New York City’s jobless rate was 4.2 percent that month. Wall Street boasted 181,300 jobs last
year, the most in a decade, although the average bonus fell by 17 percent annually, to $153,700, state Comptroller Thomas
DiNapoli reported earlier this year.
Some brokers said the $10,000 limit on deductions has had little impact, in part because it affects homeowners’ annual tax
bills, not their monthly payments.
“We definitely have buyers that are tax-sensitive, and we always have,” said Gary Baumann, an associate broker with Keller
Williams Points North in Woodbury and Keller Williams Greater Nassau in Garden City. But, he said, “if you’re buying a house
or you’re buying a car, people just want to know what the monthly payment is.”
The effect of the $10,000 cap on tax bills is “a lot more complicated” than it might appear, said Jude Coard, Jericho-based
leader of the tax department at Berdon LLP.
Some Long Islanders – in particular, certain taxpayers earning about $250,000 or more – benefited from the tax overhaul,
including lower top rates, he said. “Overall, it’s better than most people feared."
However, he said, for other taxpayers, including high-earning professionals such as attorneys, doctors and accountants,
changes such as lower top tax rates are “not enough to offset” the loss of deductions for state and local taxes over the
$10,000 limit.
Long Island’s high property taxes do deter some potential buyers, especially if they can find lower-tax alternatives.
Petros Chalkitis, 41, a pediatric occupational therapist, was looking to move out of Astoria, Queens, with his wife and two
young children, and initially he looked in Roslyn Heights and Willison Park, where the homes he saw came with tax bills of
$13,000 or more. But then, he said, a friend who lives in New Jersey encouraged him to look there. He found a home in Closter
in a great school district and a tax bill of about $7,500, he said.
“It’s always on your mind, you’re always thinking, ‘What are the breaks?’ I didn’t want to go over $10,000,” he said. After
comparing the homes he and his wife saw, he recalled, “I said to myself, Do I want to pay $13,000 or $14,000 for the rest of
my life, or do I want to pay $7,500 for the rest of my life? It makes a big difference.”

Real estate taxes are “a big factor as to why people refrain from coming to the Island,” said Roy Clark, a real estate agent with
L I Community Realty in Brentwood. “The $10,000 cap really just makes it so much worse, because everyone heard about it. It
just made them believe that it’s really unreachable.”
Clark said he reminds buyers that if they move from New York City to Long Island, their cost of living could go down in other
ways, such as potentially lower local income tax and car insurance rates. Plus, he said, in Suffolk County communities such as
Patchogue, Mastic and Shirley, it’s possible to buy a nice-sized, reasonably priced house with taxes under $7,000.
The tax cap is prompting real estate agents to take on a more active role in making sure homes’ property tax bills are not any
higher than they need to be, agents said.
“One of our jobs now is to see if the house is being over-assessed,” said Lynda Olita, an associate broker at Douglas Elliman in
Huntington. Olita said when property taxes are higher than $20,000 or $25,000 a year, buyers are more likely to hesitate.
That increases the appeal of homes with comparatively low taxes, she said. Olita has listed a four-bedroom home in
Huntington for $969,000, and she said the home’s annual property tax bill of $15,654 is “considered pretty reasonable” for
that price range in Huntington. “It’s still not cheap, but it’s definitely not $20,000 and above,” she said.
Robert Gee, 57, of Manorville, who has listed his late father’s four-bedroom house in New Hyde Park for $719,000, said he
knows the home’s relatively low property taxes of $11,225 would not be the deciding factor for a potential buyer, but he
hopes it would add to its appeal.
If a buyer is looking at two or three comparable homes with higher tax bills, he said, “that might the one thing that says buy
our house over house B or house C.”
The tax cap also has prompted real estate investors to scrutinize property tax bills more closely.
Buyers “are looking for more value for the price; they’re not going to have as many write-offs,” said Detra Sarris, 57, of
Centerport, who buys, renovates and sells homes with a business partner, Diane Gorenstein of Huntington. “We won’t buy a
house if the sale price is good but the taxes are too high. We’ll just move on to the next one.”

