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Since 1921, section 1031 exchanges have been an important part of the tax code. They have served as a vital and 
dependable stimulant not only to the real estate market but to the broader economy, yet nearly every election cycle 
there are always attempts to repeal them or restrict their use either through legislative actions or agency rule changes. 
These attempts stem from, among other things,  suspicious attitudes about tax incentives for capital holders, negative 
press about “real estate moguls” and “big corporation”, and the widespread misunderstanding of key tax concepts 
such as reinvestment of capital, like kind, basis, deferral, and depreciation.  This report will explain the benefits of 1031 
exchanges and how they positively affect both real estate markets and the larger economy as a whole. 

What is a 1031 Tax Deferred Exchange:   
The 1031 Exchange allows you to sell one or more appreciated assets (generally rental or investment real 
estate, but could be non-real-estate) and defer the payment of your capital gain taxes by acquiring one or 
more replacement properties (many other complexities such as debt replacement, rigorous time frames  
and “like kind” concepts are also present).

1 1031 exchanges encourage investment and reinvestment in U.S. assets and make it easier for taxpayers to relocate 
or upgrade into assets that better meet their business needs.

2 Section 1031 was enacted in 1921 for two primary 
purposes: 1) to avoid unfair taxation of ongoing 

investments in property, and 2) to encourage active 
reinvestment.

3 Section 1031 has survived reform efforts for 
almost 100 years because it is based on sound tax 

policy that prevents taxation of cash flow when there 
is “continuity of investment” and no cashing out, and it 
stimulates the economy through transactional activity.

4 Contrary to the claim that 1031 exchanges deprive 
the government of tax revenue, eighty-eight percent of real estate replacement properties acquired in a Section 

1031 exchange are disposed of through a taxable sale, not a second exchange. Eventually, the tax does get paid. 1

5 1031 exchanges have a substantial economic stimulus effect on various industries, including real estate, contractors, 
title insurers, lenders, equipment dealers and manufacturers, transportation, energy, and agriculture.

6 1031 exchanges ensure both the best use of real estate and a used personal property market that significantly 
benefits start-ups and small businesses.

7 Eliminating 1031 exchanges or restricting their use would have a contractionary effect on our economy by increasing 
the cost of capital. Without 1031 exchanges, businesses and entrepreneurs would have less incentive and ability to 

make real estate and capital equipment investments.

% OF ALL EXCHANGES % OF TOTAL $ VOLUME 
OF EXCHANGES

Retail 31.4 21.4

Multifamily 31.3 37.9

Office 12.2 18.3

Industrial 11.0 7.8

Land 4.1 1.9

Other 10.0 12.7

Source: National Association of Realtors
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BY PROPERTY TYPE 
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8 The forced immediate recognition of gain upon the disposition of investment real estate and other capital assets 
will result in a higher cost of capital, greater reliance on debt financing, and will serve as a deterrent to investment 

in new assets.

9 Requiring the recognition of gain on Section 1031 exchanges would hamper businesses’ ability to be competitive 
in our global marketplace.

10 1031 exchanges are essentially revenue-neutral over the tax life of depreciable assets because gain deferred is 
directly offset by reducing future depreciation deductions available for assets acquired in an exchange.

11 Regarding costs and benefits of section 1031 exchanges, economist David Ling and Milena Petrova reached the 
following conclusion after their study, “Overall, our analysis suggests that the cost of like-kind exchanges is likely 

largely overestimated, while their benefits are overlooked. The elimination of real estate exchanges will likely lead to a 
decrease in prices in the short-run, followed by an increase in rents in the longer run.”

They further argue that “These negative effects will be more pronounced in high tax states,” and that the elimination of 
1031 exchanges “will also likely produce a decrease in real estate investment, increase in investment holding periods, 
and an increase in the use of leverage.” 2

BOTTOM LINE EVALUATION  
Eliminating 1031 exchanges or limiting their use will not increase tax revenue. Instead, they will materially damage real 
estate markets and harm the economy at the worst possible time. 



The information and details contained herein have been obtained from third-party sources believed to be reliable, however, Lee & Associates has not 
independently verified its accuracy. Lee & Associates makes no representations, guarantees, or express or implied warranties of any kind regarding 
the accuracy or completeness of the information and details provided herein, including but not limited to, the implied warranty of suitability and 
fitness for a particular purpose. Interested parties should perform their own due diligence regarding the accuracy of the information. The information 
provided herein, including any sale or lease terms, is being provided subject to errors, omissions, changes of price or conditions, prior sale or lease, and 
withdrawal without notice. Third-party data sources: CoStar Group, Inc., 1 Ling and Petrova, “The Economic Impact of Repealing or Limiting Section 1031 
Like-Kind Exchanges in Real Estate” https://bit.ly/2TevmVT; 2  Ibid, p. 6. https://bit.ly/2TevmVT; and Lee & Associates proprietary data. © Copyright 2020 
Lee & Associates all rights reserved. 
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