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Executive Summary
The notion that hard work will enable Americans to get ahead
is a central tenet of the American dream, but families today
need more than a paycheck to move up the economic ladder.
7KH\QHHGłQDQFLDODVVHWVóFDVKVDYLQJVVWRFNVERQGVDQG
KRPHDQGEXVLQHVVHTXLW\óWKDWHQDEOHWKHPWRLQYHVWLQ
themselves and their children and contribute to a strong and
growing economy.
0LOOLRQVRI$PHULFDQIDPLOLHVKDYHIHZLIDQ\łQDQFLDODVVHWV
Four out of 10 households are “liquid asset poor,” meaning they
have so little cash, or assets that can be converted to cash
easily, that they could not cover three months’ worth of basic
living expenses if their incomes were disrupted.17KHłQDQFLDO
insecurity of households of color is even more severe: two out
of three such households do not have enough savings to cover
even a short-term disruption to their income.2:KLOHłQDQFLDO

insecurity is increasing at the bottom of the income ladder,
wealth is becoming more concentrated at the top. Today,
the wealthiest 1 percent of U.S. households own more than
the bottom 90 percent.3
In recent years a national discussion has been underway about
WKHFDXVHVDQGHŁHFWVRIJURZLQJLQHTXDOLW\EXWRQHFDXVHWKDW
has received little attention is the role of the U.S. tax code. The
individual tax code contains more than $1 trillion in tax subsidies4
known to policymakers and economists as tax expenditures
EHFDXVHOLNHVSHQGLQJSURJUDPVWKH\SURYLGHłQDQFLDODVVLV
WDQFHWRVXSSRUWVSHFLłFDFWLYLWLHVRUJURXSVRISHRSOH5 Of
these subsidies, more than half a trillion, $540 billion, support
some form of savings or investment (e.g., higher education,
retirement, homeownership).
In theory, tax code–based public subsidies should help all families
save and invest, but instead, wealthier households receive most
RIWKHEHQHłWV,QIDFWDUHFHQWDQDO\VLVRIWKHODUJHVWZHDOWK
building tax subsidies found that the top 1 percent of households
received PRUHEHQHłWVIURPWKHVHWD[FRGHòEDVHGVXEVLGLHVWKDQ
WKHERWWRPSHUFHQWFRPELQHG.6
The reasons lower-income families and families of color do not
EHQHłWDUHVLPSOHLIDIDPLO\KDVOLPLWHGLQFRPHDQGWKHUHIRUH
OLWWOHRUQRWD[OLDELOLW\LWVPHPEHUVFDQQRWEHQHłWIURPLWHPL]HG
tax deductions. If they don’t have enough resources to buy a
home or invest in stocks and bonds, they can’t take advantage
of the home mortgage tax deduction or lower tax rates on
dividends and capital gains. And if they work in low-wage jobs
ZLWKQREHQHłWVWKH\KDYHQRZD\WRDFFHVVWD[VXEVLGL]HG
employer-based retirement plans.
At the same time that inequality is growing, the nation’s demoJUDSKLFVDUHFKDQJLQJUDSLGO\3HRSOHRIFRORUó$IULFDQ
$PHULFDQV/DWLQRV$VLDQ3DFLłF,VODQGHUV1DWLYH$PHULFDQV
DQGSHRSOHRIRWKHUDQGPL[HGUDFLDOEDFNJURXQGVóDUHUDSLGO\
becoming the nation’s majority,7 yet the large gap between
the wealth holdings of white households and households of color
is growing. Today, African American households own only six
cents and Latino households have only seven cents for every
dollar held by white households.8
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As America continues to diversify, the nation’s future prosperity
will depend on its ability to expand opportunities for lowerincome households and households of color to save and invest
so that they can participate in and contribute to a strong and
growing national economy. Changing public policy so that tax
code–based subsidies are accessible to more people is a critical
łUVWVWHS
With more than half a trillion dollars in tax subsidies designed to
encourage households to build wealth each year, it is important
for advocates to understand what they are, how they work,
DQGZKREHQHłWVIURPWKHP7KLVSULPHUIRFXVHVRQDQVZHULQJ
WKRVHTXHVWLRQVDQGLGHQWLłHVZD\VWKDWWD[H[SHQGLWXUHVFDQ
be changed so that allKRXVHKROGVEHQHłW
Without a doubt, reforming the tax code will be a heavy lift.
It will take years, maybe decades, of commitment by a huge
network of advocacy organizations. But now is the time to begin
the process. Now is the time to educate and engage equity
advocates, the media, and elected representatives about how
the tax code is driving inequality. Now is the time to call for
a more inclusive, progressive, and equitable tax code that builds
WKHłQDQFLDOVHFXULW\RIIDPLOLHVDQGFRQWULEXWHVWRQDWLRQDO
growth and prosperity for all Americans.

Key Takeaways:
• Exclusions, itemized deductions, and preferential rates
ODUJHO\EHQHłWWKHZHDOWK\ZKLOHFUHGLWVHVSHFLDOO\
UHIXQGDEOHFUHGLWVDUHPRUHEHQHłFLDOWRORZDQG
middle-income households.
• 7KHPDMRULW\RIKRXVHKROGVRIFRORUGRQRWEHQHłWIURP
exclusions, deductions, or preferential rates.
• Tax policies are more likely to help lower-income
households if they:
óturn deductions into credits;
óturn nonrefundable credits into refundable credits; and
óprovide savings incentives in the form of public
matching funds.
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Introduction
In the past year, America has been engaged in a national
FRQYHUVDWLRQDERXWWKHGHHSHQLQJłQDQFLDOLQVHFXULW\RIORZHU
income households and the growing concentration of wealth
at the top of the income spectrum. Discussions about inequality
often equate wealth and income, but they’re not the same.
For most Americans, income is derived from wages. Wealth is
GLŁHUHQW:HDOWKRU÷DVVHWVøUHSUHVHQWVDKRXVHKROGõVVWRUH
RIłQDQFLDOUHVRXUFHVóWKH÷QHVWHJJøWKDWHQDEOHVDIDPLO\WR
weather an economic crisis (e.g., a sudden job loss, a divorce,
or an illness in the family); invest in a home, business, or specialized job training; put a child through college; or plan for a
secure retirement.
Today, America’s families need more than a paycheck to achieve
łQDQFLDOVHFXULW\7KH\QHHGłQDQFLDODVVHWVóFDVKVDYLQJV
VWRFNVERQGVDQGRUKRPHDQGEXVLQHVVHTXLW\óWRLQYHVWLQ
their children, move up the economic ladder, and contribute
to a strong and growing economy. Yet many American families
DUHłQDQFLDOO\LQVHFXUHDVLVHYLGHQFHGE\WKHIDFWWKDWIRXURXW
RIKRXVHKROGVDUHOLTXLGDVVHWSRRUóWKH\KDYHVROLWWOHFDVK
or assets that can be easily converted to cash, that they could
not cover three months’ worth of basic living expenses if their
incomes were disrupted.97KHłQDQFLDOLQVHFXULW\RIKRXVHKROGV
of color is even more severe: two out of three households of
color do not have enough savings to cover even a short-term
łQDQFLDOFULVLV10
The growing insecurity of lower-income families is matched by
a heavy concentration of wealth at the top. Today, the wealthiest
1 percent of U.S. households own more of the nation’s wealth
than the bottom 90 percent.11
At the same time that wealth is becoming more concentrated
DQGłQDQFLDOLQVHFXULW\LVJURZLQJDPRQJORZHULQFRPH
Americans, the nation’s demographics are changing rapidly.
3HRSOHRIFRORUó$IULFDQ$PHULFDQV/DWLQRV$VLDQ3DFLłF
Islanders, Native Americans, and people of other and mixed
UDFLDOEDFNJURXQGVóDUHUDSLGO\EHFRPLQJWKHPDMRULW\\HW
the gap between the wealth holdings of white households and
households of color is large and growing.12 Today, African
American households have only six cents and Latino households
have only seven cents for every dollar held by white households.13 If measured in terms of liquid assets, the disparities are
HYHQJUHDWHUóZKLWHKRXVHKROGVRZQPRUHWKDQWLPHV
the liquid wealth of African Americans and more than 65 times
that of Latinos.14 As America continues to diversify, the nation’s
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prosperity will depend on its ability to address inequality by
increasing the capacity of lower-income households and
households of color to save and invest in themselves, their
communities, and the national economy.
The causes of inequality are many, but a key driver often left
out of public discussions is U.S. tax policy. Each year the federal
government enables families to build wealth through tax
EHQHłWVWKDWVXEVLGL]HVDYLQJVDQGLQYHVWPHQW6RPHSURYLVLRQV
LQWKHLQGLYLGXDOWD[FRGHóLQFOXGLQJWD[FUHGLWVGHGXFWLRQV
H[FOXVLRQVDQGSUHIHUHQWLDOUDWHVóDUHGHVLJQHGWRHQFRXUDJH
taxpayers to take certain actions, such as buy a home (e.g.,
through the home mortgage interest deduction) or save for
retirement (e.g., through employer-sponsored retirement
plans). These provisions are known to economists and policymakers as tax expenditures because, like spending programs,
WKH\SURYLGHłQDQFLDODVVLVWDQFHWRVXSSRUWVSHFLłFDFWLYLWLHV
or groups of people.15 However, even though tax expenditures
(i.e., revenue not collected) have an impact on the federal
budget similar to direct spending (i.e., revenue spent), they
don’t receive the same level of public scrutiny, primarily
because they aren’t part of the annual appropriations process,
nor, with the exception of the refundable credits, are they
recorded in the federal budget.16
7D[H[SHQGLWXUHVSULPDULO\EHQHłWZHDOWKLHUKRXVHKROGV,Q
federal revenue not collected due to individual income tax
expenditures equaled $1.1 trillion, almost as much as revenues
collected.172IWKHVHH[SHQGLWXUHVDOPRVWKDOIóELOOLRQó
subsidized taxpayers to save, invest, and build wealth through
homeownership ($211 billion), retirement accounts ($128
billion), higher education ($32 billion), and other savings and
investment incentives ($171 billion).18 Using available data
RQGLVWULEXWLRQDOEHQHłWVFRYHULQJELOOLRQRIWKHVH
wealth-building expenditures, CFED found that the bottom 60
SHUFHQWRIKRXVHKROGVUHFHLYHGRQO\SHUFHQWRIWKHEHQHłWV
and the top 1 percent of households received PRUHEHQHłWV
WKDQWKHERWWRPSHUFHQWFRPELQHG.19
This primer aims to answer key questions about tax expenditures
for antipoverty advocates: What are they? How do they work?
:KREHQHłWV",QDGGLWLRQVLQFHWKH,QWHUQDO5HYHQXH6HUYLFH
,56 GRHVQRWFROOHFWWD[GDWDE\UDFHWKHSULPHUXVHVGDWD
UHODWHGWRWKHGLVWULEXWLRQRIEHQHłWVE\LQFRPHTXLQWLOHVDQG
the demographics of each quintile to provide a rough approxiPDWLRQRIKRZGLŁHUHQWUDFLDODQGHWKQLFJURXSVGRRUGRQRW
EHQHłWIURPWKHGLŁHUHQWFDWHJRULHVRIWD[H[SHQGLWXUHV
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• Four out of 10 American households are liquid asset
SRRUóWKH\KDYHVROLWWOHFDVKRUDVVHWVWKDWFDQEH
easily converted to cash, that they couldn’t cover three
months’ worth of basic living expenses if their incomes
were disrupted.
• Two out of three households of color could not survive
HYHQDVKRUWWHUPłQDQFLDOFULVLV
• The wealthiest 1 percent of U.S. households own more
than the bottom 90 percent.
• The wealthiest 1 percent of households received more
EHQHłWVIURPWD[FRGHòEDVHGIHGHUDOVXEVLGLHVWKDQWKH
bottom 80 percent combined.

What Are Individual Income Tax
([SHQGLWXUHVDQG:KR%HQHłWV"
7KHIRXUFDWHJRULHVRILQGLYLGXDOLQFRPHWD[H[SHQGLWXUHVó
H[FOXVLRQVGHGXFWLRQVSUHIHUHQWLDOUDWHVDQGFUHGLWVóORZHU
an individual’s tax bill by reducing the amount of income
subject to taxation, lowering the rate at which income can be
taxed, or directly reducing a household’s tax bill.20
7KHEHQHłWVRIWKHYDULRXVFDWHJRULHVDUHGLVWULEXWHGGLŁHUHQWO\
among income groups. Exclusions, deductions, and preferential
UDWHVODUJHO\EHQHłWWKHZHDOWK\ZKLOHFUHGLWVHVSHFLDOO\
UHIXQGDEOHFUHGLWVDUHPRUHEHQHłFLDOWRORZDQGPLGGOH
income households.
7KLVVHFWLRQGHVFULEHVWKHGLŁHUHQWW\SHVRILQGLYLGXDOWD[
H[SHQGLWXUHVDQGGHWDLOVZKLFKLQFRPHJURXSVEHQHłWIURP
them and which do not.

Exclusions
What are they?
Exclusions exempt certain types of income from being taxed
and are usually not reported on a tax return.21 For example,
income that an employer contributes to an employee’s health
insurance plan or retirement account is not taxed; that is,
it is “excluded” from taxation.
:KREHQHłWVIURPH[FOXVLRQV"
,QH[FOXVLRQVUHGXFHGWKHWD[ELOOVRIKRXVHKROGVóDQG
UHYHQXHVWRWKHIHGHUDOJRYHUQPHQWóE\DWRWDORIELOOLRQ
ZLWKPRVWRIWKHEHQHłWVDFFUXLQJWRZHDOWKLHUKRXVHKROGV22
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Approximately 66 percent of the total went to the top 20 percent
of earners and less than 8 percent to the bottom 20 percent.23
Two of the largest exclusions, for contributions to and earnings
in employer-based retirement plans, equaled roughly $100 billion
in 2013.24 According to research by the Tax Policy Center, 68
percent of the tax savings produced by these exclusions went
to the top 20 percent of earners and only 0.7 percent to the
bottom 20 percent.25
The exclusions for employer-based retirement plan contributions
DUHPRUHEHQHłFLDOWRKLJKHULQFRPHKRXVHKROGVODUJHO\EHFDXVH
RIWKHZD\H[FOXVLRQVZRUN%HQHłWVSURYLGHGE\H[FOXVLRQV
DUHSURSRUWLRQDOWRDWD[SD\HUõVLQFRPHóWKHPRUHPRQH\WKH
taxpayer makes, the higher his or her tax rate, and consequently,
WKHJUHDWHUWKHYDOXHRIWKHWD[EHQHłW)RUH[DPSOHDWD[SD\HU
who earns $1 million and is subject to a 39.6 percent tax rate
will enjoy tax savings of $396 if he or she excludes $1,000 from
KLVRUKHULQFRPH+RZHYHUDWD[łOHUZKRHDUQVDQGLV
subject to a 10 percent tax rate will receive savings of only $100
if the same amount is excluded from his or her tax return.
/RZHULQFRPHWD[SD\HUVDUHOHVVOLNHO\WREHQHłWIURPH[FOXVLRQV
for retirement savings because they are less likely to have access
to and participate in employer-based retirement plans. Of
workers26 making between $20,000 and $30,000 a year in
RQO\SHUFHQWZRUNHGIRUDQHPSOR\HUWKDWRŁHUHGD
retirement plan and only 32 percent participated in such
plans.27 Among workers earning $75,000 or more, 69 percent
had access
to retirement plans through their employers and 67 percent
participated.28

Deductions
What are they?
Deductions are expenses that can be subtracted from a taxpayer’s
total income to reduce the amount that is taxable.29 Each year,
WD[SD\HUVPXVWHLWKHUWDNHWKHVWDQGDUGGHGXFWLRQDł[HGGROODU
DPRXQWGHWHUPLQHGDQQXDOO\E\WKH,5630 or itemize their
deductions by claiming certain eligible expenses, such as home
mortgage interest. Households typically itemize if the total
value of the deductions for which they are eligible is greater than
the standard deduction.31
:KREHQHłWVIURPGHGXFWLRQV"
More than two-thirds of households do not itemize deductions
but instead claim the lower standard deduction.32 Of the $147
billion of tax subsidies provided by itemized deductions in
4

2011, more than 80 percent went to households in the top 20
percent of earners (the top quintile), while the bottom 20 percent
UHFHLYHGYLUWXDOO\QREHQHłWVDWDOO33
7KHWZRPRVWSRSXODULWHPL]HGGHGXFWLRQVóWKHPRUWJDJH
LQWHUHVW 0,' DQGSURSHUW\WD[GHGXFWLRQV 37' óDUHGHVLJQHG
WRVXSSRUWKRPHRZQHUVKLSEXWWKH\KHDYLO\IDYRUDŅXHQW
households. In 2013, the aggregate subsidy provided by the MID
and PTD amounted to $70 billion and $27 billion, respectively.
Approximately 70 percent of each of them went to the top 20
percent of earners, while less than 2 percent went to the bottom
40 percent.34 The reasons wealthier households receive greater
EHQHłWVIURPWKHVHKRPHRZQHUVKLSGHGXFWLRQVDUHłUVWWKH
value of the savings created by an itemized deduction is proportional to the tax rate of the taxpayer, so the higher the taxpayer’s
LQFRPHWD[UDWHWKHJUHDWHUWKHEHQHłW35 Second, a homeowner
can deduct interest on up to $1 million of debt used to purchase
RUUHłQDQFHDKRPH36 Wealthy households are more likely than
WKHLUOHVVDŅXHQWFRXQWHUSDUWVWRKDYHODUJHPRUWJDJHV:LWK

larger mortgages, wealthier households have higher interest
payments and, in turn, larger deductions to claim on their returns.
7KLUGDKRPHRZQHUPXVWLWHPL]HKLVRUKHUGHGXFWLRQVWREHQHłW
from the MID and PTD, and wealthy earners are much more
likely to itemize their deductions than low-income households.37

3UHIHUHQWLDO5DWHV
What are they?
Preferential rates occur when certain types of income are taxed
at a lower rate than “ordinary income” (e.g., wages and tips).38
Whereas exclusions and deductions lower a household’s tax
liability by reducing taxable income, preferential rates decrease
it by lowering the tax rate applied to taxable income. Well-known
examples of preferential rates are those that apply to long-term
FDSLWDOJDLQV HJSURłWVIURPWKHVDOHRIVWRFNVRUERQGVKHOG
for over a year) and dividends. Each is subject to a 20 percent
maximum tax rate for taxpayers instead of the maximum of
39.6 percent on regular income.39

*UDSK6KDUHRI7D[6XEVLGLHVE\,QFRPH4XLQWLOH 
Bottom quintile
Second quintile
Middle quintile
Fourth quintile
Top quintile

96.1%

81.3%
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30.3%

6.9%
14.1%

20.4%
25.8%

38.6%

26.4%

14.8%

14.2%
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Capital Gains
and Dividends
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1RQ5HIXQGDEOH 5HIXQGDEOH
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Source: Eric Toder and Daniel Baneman, 'LVWULEXWLRQDO(ŁHFWVRI,QGLYLGXDO,QFRPH7D[([SHQGLWXUHV$Q8SGDWH (Urban-Brookings Tax Policy Center, February 2012).
Note: The income quintiles used in this graph were developed by the Tax Policy Center and are as follows (in 2011 dollars): bottom quintile ($0–$16,812); second
quintile ($16,813–$33,542); middle quintile ($33, 543–$59,486); fourth quintile ($59,487–$103,465); top quintile ($103,466 and up).
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:KREHQHłWVIURPSUHIHUHQWLDOUDWHV"
3UHIHUHQWLDOUDWHVPRVWO\EHQHłWWKHZHDOWK\,Q
preferential rates on dividends and long-term capital gains
resulted in savings of almost $78 billion for individual
households,40 with 75 percent of the total going to households
making over $2 million per year (i.e., the top 1 percent) and
over 96 percent to the top 20 percent of earners.41 Only 1
SHUFHQWRIWKHEHQHłWZHQWWRWKHERWWRPSHUFHQWRI
HDUQHUVDQGWKHERWWRPSHUFHQWGLGQRWEHQHłWDWDOO42

Tax Credits
What are they?
Tax credits, typically applied after a person’s tax liability has been
determined, directly reduce a person’s tax bill, rather than
decreasing the amount of income that is subject to taxation.43
Tax credits can be “nonrefundable ” or “refundable.”44 Nonre-

fundable credits can only reduce a taxpayer’s liability to zero.45
5HIXQGDEOHFUHGLWVFDQUHVXOWLQDUHIXQGóDGLUHFWSD\PHQW
IURPWKHJRYHUQPHQWWRWKHWD[SD\HUóLIDIWHUWKHFUHGLWLV
applied, the balance is less than zero.46 For example, if a taxpayer
has a $300 tax bill but is eligible for a $500 refundable tax
credit, he or she would receive a refund of $200.
:KREHQHłWVIURPWD[FUHGLWV"
1RQUHIXQGDEOHWD[FUHGLWVGREHQHłWORZDQGPRGHUDWHLQFRPH
households, but at $8 billion they make up only a small proportion of all tax expenditures.475HIXQGDEOHFUHGLWVEHQHłWORZHU
income groups the most: in 2011, for example, nearly two-thirds
of the $122 billion in refundable tax credits went to households
within the bottom 40 percent of earners (bottom two quintiles).48
The Earned Income Tax Credit (EITC), which reduces the impact
of payroll and income taxes for low- and moderate-income
workers, is the largest refundable credit;49 it provides over $60

*UDSK'HPRJUDSKLF&RPSRVLWLRQRI,QFRPH4XLQWLOHE\5DFHDQG(WKQLFLW\ 
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Source: PolicyLink analysis of 2011 American Community Survey, using income breaks (in 2011 dollars) developed by the Tax Policy Center.
Note: The income quintiles used in this graph were developed by the Tax Policy Center and are as follows (in 2011 dollars): bottom quintile ($0–$16,812); second
quintile ($16,813–$33,542); middle quintile ($33, 543–$59,486); fourth quintile ($59,487–$103,465); top quintile ($103,466 and up).
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billion a year in tax savings,50 with the overwhelming majority
RIWKHEHQHłWVJRLQJWRORZLQFRPHKRXVHKROGV7KH7D[3ROLF\
Center estimates that in 2015 over 90 percent of the EITC’s
EHQHłWVZLOOJRWRIDPLOLHVZLWKFKLOGUHQLQWKHERWWRPSHUFHQt
of the income distribution.51

:KR%HQHłWVIURP7D[([SHQGLWXUHV
DPRQJ'LŁHUHQW5DFLDODQG(WKQLF*URXSV"
3XEOLFXQGHUVWDQGLQJRIZKREHQHłWVIURPWD[H[SHQGLWXUHVE\
UDFHDQGHWKQLFLW\LVOLPLWHGE\WKHIDFWWKDWWKH,QWHUQDO5HYHQXH
Service does not collect tax data by race or ethnicity. However,
data related to the distribution of expenditures by income group
FDQSURYLGHDURXJKDSSUR[LPDWLRQRIKRZGLŁHUHQWUDFLDODQG
HWKQLFJURXSVGRRUGRQRWEHQHłWIURPGLŁHUHQWW\SHVRIWD[
expenditures.

:KR%HQHłWVIURP'HGXFWLRQV([FOXVLRQV
DQG3UHIHUHQWLDO5DWHV"
,QFRPHGDWDVXJJHVWWKDWPLQRULWLHVEHQHłWOHVVIURPGHGXF
tions, exclusions, and preferential rates than whites. As stated
above, tax savings created by those expenditures in 2011
largely went to the top 20 percent of earners (the top quintile).
Of households in that quintile, the overwhelming majority, 79
percent, were white; only 6 percent were black, 7 percent were
/DWLQRDQGSHUFHQWZHUH$VLDQ3DFLłF,VODQGHU52 Just 9 percent
and 11 percent of all black and Latino households, respectively,
were among the top 20 percent of earners during 2011.53
The fact that white households made up the predominant share
RIWKHLQFRPHJURXSWKDWEHQHłWHGPRVWIURPH[FOXVLRQVSUHI
erential rates, and deductions indicates that white taxpayers
UHFHLYHDJUHDWHUSRUWLRQRIWKHEHQHłWVSURYLGHGE\WKRVH
expenditures.
Many households of color do not qualify for the largest types of
deductions, exclusions, and preferential rates because of the way
those expenditures are structured. For example, as indicated
earlier, in order to claim the mortgage interest deduction a taxpayer must own a home and itemize his or her tax return. However, people of color own homes at substantially lower rates
WKDQZKLWHVIRUH[DPSOHDVRIWKHłUVWTXDUWHURIRQO\
44 percent of African Americans, 46 percent of Latinos, and 56
percent of other households of color owned homes, compared
to 73 percent of whites.54 In addition, we know that fewer than
one-third of all homeowners itemize.55
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Similarly, to qualify for the exclusion for income contributed to
and earned in an employer-based retirement account, a taxpayer
must be able to participate in such a plan. But workers of color,
particularly blacks and Latinos, have lower participation rates
than their white counterparts, either because their employers
GRQRWRŁHUWKHPRUWKH\FDQQRWDŁRUGWRFRQWULEXWH56 In 2011,
43 percent of white workers participated in an employer-based
retirement plan, while 38 percent of black workers and only
24 percent of Latino workers did so.57
Finally, taxpayers are only able to enjoy preferential rates applied
to dividends and capital gains on the sale of equities if they
RZQVWRFNVERQGVRURWKHUTXDOLłHGLQYHVWPHQWVDQGWKHYDVW
majority of minorities do not.58

:KR%HQHłWVIURP7D[&UHGLWV"
0LQRULW\KRXVHKROGVEHQHłWPRUHIURPWD[FUHGLWVWKDQIURP
other expenditures. This is primarily because people of color
make up a larger proportion of low- and moderate-income
earners, which derive the greatest value from tax credits, than
WKHWRSSHUFHQWRIHDUQHUVZKREHQHłWPRVWIURPGHGXFtions, exclusions, and preferential rates. In 2011, for example, approximately 76 percent of the value of all refundable
tax credits went to households making less than $60,000.59
During that year, at least 72 percent of African Americans, 69
SHUFHQWRI/DWLQRVDQGSHUFHQWRI$VLDQ3DFLłF,VODQGHUV
fell into that income category.60

• The vast majority of tax savings due to exclusions,
deductions, and preferential rates for capital gains and
dividends accrue to the wealthiest 20 percent of
households (the top quintile).
• Of households in the top quintile, the overwhelming
majority, 79 percent, were white; only 6 percent were
EODFNSHUFHQWZHUH/DWLQRSHUFHQWZHUH$VLDQ3DFLłF
Islander, and none were Native American/Alaskan Native.
• 7D[FUHGLWVHVSHFLDOO\UHIXQGDEOHFUHGLWVWHQGWREHQHłW
low-income households and households of color more
than other types of expenditures.
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Moving Forward:
+RZWR$FKLHYH(TXLWDEOH7D[5HIRUP"
The tax code is a product of public policies, and tax policies can
EHFKDQJHGEXWDGYRFDWHVQHHGWRłUVWHGXFDWHWKHPVHOYHV
and their constituencies about what’s at stake and possible policy
solutions. One way to begin is to follow and participate in national conversations about equitable tax reform.
Several national initiatives are educating and engaging national,
state, and local leaders about the need for tax reform and
working to build consensus around policy solutions. One national
HŁRUWWKHTax Policy Project, was started in 2013 by a network
of foundations.61 The Project has provided a forum for advocates,
including PolicyLink, to come together with researchers and
tax policy experts to identify policies that will produce a more
inclusive, progressive, and equitable tax code, one that expands
savings and investment opportunities for lower-income
KRXVHKROGVDQGKRXVHKROGVRIFRORU7KHJURXSKDVLGHQWLłHG
VKDUHGSULQFLSOHVDQGWD[SROLF\SURSRVDOVóLQWKHDUHDVRI
housing, education, retirement, child savings, and emergency
VDYLQJVóWKDWZLOOH[SDQGZHDOWKEXLOGLQJRSSRUWXQLWLHVIRU
lower-income households and households of color. Americans
IRU7D[)DLUQHVVLVDQRWKHUQDWLRQDOFRDOLWLRQłJKWLQJIRU
comprehensive tax reform that would result in more revenue
and a fairer tax system, with a focus on ensuring that corporations and the wealthy pay their fair share of taxes.62

Emerging Policy Solutions
As described in this report, the structure of many exclusions,
deductions, and preferential rates make them inaccessible to
millions of low- and moderate-income households and households of color. Tax credits are more accessible than other exSHQGLWXUHVEXWWKHORZHVWLQFRPHKRXVHKROGVóWKRVHZLWKQR
WD[OLDELOLW\óFDQRQO\EHQHłWLIWKHFUHGLWVDUHUHIXQGDEOH)ROlowing are examples of policy proposals that would either restructure existing tax expenditures to make them more accessible or establish new opportunities for lower-income
households.

+HOSPRUHIDPLOLHVDFFHVVKRPHRZQHUVKLSLQFHQWLYHV
As discussed earlier, few low-income households or households
RIFRORUEHQHłWIURPH[LVWLQJWD[GHGXFWLRQVWKDWVXSSRUWKRPH
RZQHUVKLSóWKHKRPHPRUWJDJHDQGSURSHUW\WD[GHGXFWLRQVó
because they do not own a home or do not itemize on their taxHV5HFHQWIHGHUDOSROLF\SURSRVDOVZRXOGH[SDQGDFFHVVE\
converting the home mortgage deduction into a credit so
households could claim them whether or not they itemize.63
0DNHUHWLUHPHQWVDYLQJVLQFHQWLYHVDFFHVVLEOH
5HFHQWO\WKHODFNRIUHWLUHPHQWVDYLQJVDPRQJ$PHULFDQZRUNHUV
has been catching the attention of policymakers. One solution
being advanced by equity advocates is to change an existing
WD[EHQHłWNQRZQDVWKH÷6DYHUõV&UHGLWøWRPDNHLWDFFHVVLEOH
to more families. Passed in 2001, the Saver’s Credit aims to encourage retirement savings among lower-income households,
but most eligible households do not claim it because it is not
refundable. Making the credit refundable and allowing for federal
matching contributions would boost retirement savings for
millions of households.64
+HOSIDPLOLHVEXLOGHPHUJHQF\VDYLQJV
Low-income families and families of color with limited savings
QHHGUHVRXUFHVWRKDQGOHłQDQFLDOHPHUJHQFLHVZLWKRXWJRLQJ
LQWRDGRZQZDUGłQDQFLDOVSLUDO2QHSLHFHRIOHJLVODWLRQLQtroduced in the 113th&RQJUHVVRŁHUVORZHULQFRPHKRXVHKROGVD
refundable tax credit (similar to the EITC) if they deposit their
tax refund into an eligible savings account.65
6XSSRUWFKLOGVDYLQJV
5HVHDUFKVKRZVWKDWFKLOGUHQDUHPRUHOLNHO\WRVXFFHHGLIWKH\
have savings in their name. Several recent federal proposals
would create a savings account for every child born in America
that would provide federal funds for an initial deposit and
matching funds for lower-income children.66
These and other policy proposals are being advanced at the
national level, but they are unlikely to pass until there is a public
outcry about the need for an equitable tax code. Furthermore,
H[SDQGLQJDFFHVVWRZHDOWKEXLOGLQJWD[EHQHłWVIRUORZHU
LQFRPHKRXVHKROGVPD\UHTXLUHUHVWULFWLQJEHQHłWVIRUWKRVHDW
WKHWRSDQGWKLVNLQGRIWUDGHRŁZLOOXQGRXEWHGO\SURYRNH
tough political battles.
&KDQJLQJWKHWD[FRGHLVDKHDY\OLIWóLWZLOOWDNH\HDUVPD\EH
decades, of commitment by a huge network of advocacy organizations, but now is the time to begin the process. Now is the
time to educate and engage advocacy networks, the media, and
elected representatives about how the tax code is driving inequality. Now is the time to advance innovative policy solutions.
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Conclusion
The tax code is fueling inequality in America by disproportionately subsidizing wealthier households to save and invest while
RŁHULQJIHZRSSRUWXQLWLHVIRUORZHULQFRPHKRXVHKROGV:HDOWK
building tax subsidies come at a huge cost to American taxpayers.
While Congress has focused on reducing the national debt by
FXWWLQJSURJUDPVWKDWEHQHłWORZDQGPRGHUDWHLQFRPHKRXVH
holds, tax expenditures that largely subsidize wealthier families
to save and invest have been left untouched.
Now is the time to begin the process of turning an “upside
down” tax code “right-side up.”67 By educating ourselves, our
colleagues, and our networks about the need for equitable
tax reform, advocates can begin to work toward a tax code that
EXLOGVWKHłQDQFLDOVHFXULW\RIIDPLOLHVDQGFRQWULEXWHVWR
national growth and prosperity for all Americans.
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