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Introduction

At the end of 2025, several provisions of the 2017 tax law (the Tax Cuts and Jobs Act or TCJA) will expire,
prompting policy debates about whether and how to extend or modify certain provisions of the law and the

US tax code more broadly. The 2017 tax law included several provisions affecting both individual and corporate
taxes. Most of the corporate provisions, such as cutting the corporate tax rate from 35 percent to 21 percent,
are permanent changes to the US tax code. The individual provisions, however, are largely temporary and will
expire Dec. 31, 2025, if Congress does not extend them.

According to policy research, the 2017 tax law was costly, did not produce intended economic benefits, and

its benefits were skewed away from the vast majority of Black households. Upon its enactment, the Joint
Committee on Taxation estimated that the law would cost the US government a loss of $1.5 trillion in revenue
over 10 years.! Though many policymakers and economists estimated that the law would grow the economy,

a Congressional Research Service literature review concluded that the law did not significantly affect it. The
2017 tax law also skewed benefits temporarily toward the highest income earners, and consequently, away from
most Black households.* The 2017 tax law disproportionately benefits households in the top 20 percent, a group
in which Black households are significantly underrepresented.? Though overall benefits were skewed toward
wealthy and high-income households, which were primarily white, researchers found that the law did not have
significant impacts on racial and ethnic disparities within similar income levels.*

To craft effective policy, congressional policymakers should consider how tax reform will affect specific
populations. The IRS does not collect data on the race of taxpayers. However, legal scholars have shown that
Black households pay more in federal income taxes than white households with the same income levels.?
Research shows that the tax code affects Black households differently than white ones because of differences
in family structures and structural economic circumstances.® To ensure that the tax code does not unfairly
disadvantage Black households or increase economic inequality, policymakers should consider the impact of
specific tax proposals, alongside the overall impact on the economy, of implementing particular tax reforms.

Extending the 2017 Tax Law

In May 2025, Congress proposed extending several of the temporary provisions of the 2017 tax law, such as a shift
in tax rates across tax brackets, a change to the inflation index metric, and an increase in the standard deduction,
and modifying others, such as the Child Tax Credit and increasing the deduction for pass-through businesses.

The proposed extension of the Tax Cuts and Jobs Act in 2025, alongside its modifications and additional provisions,
would temporarily benefit the typical Black household, but most benefits would accrue to the highest income
households, which are disproportionately white. The typical Black household earned approximately $56,490 in
2023.7 The Joint Committee on Taxation estimates that households earning between $50,000 to $60,000 per year
would see their average federal tax rate decrease from 9.1 percent under present law to 7.5 percent in 2027 and

rise to 10.3 percent in 2033.% The change in federal taxes owed by this income bracket overall would decrease by
$12.9 billion, while the change in federal taxes owed by households earning more than $200,000 would decrease
by $338 hillion in 2027.° The Tax Policy Center estimates that in 2026, taxpayers with an expanded cash income

of between $50,000 and $75,000 a year will receive an average tax decrease of $1,100 per year, while households
with an expanded cash income of $1 million or more will receive a tax decrease of $68,820.1°
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In 2030, after several provisions for working class households expire, households with an expanded cash income
of $50,000 to $75,000 per year will see their tax change decrease to $540."

The proposed TCJA extension, modifications, and additional provisions would also be costly. The Joint Committee
on Taxation estimates that the law would cost approximately $3.8 trillion in revenues from 2025-2034." Joint
Center for Political and Economic Studies research shows that 69 percent of Black households think reducing the
federal deficit is an important or top priority for members of Congress."

l Tax Benefits from Tax Provisions of the One Big Beautiful Bill Act By Expanded Cash Income, 2026 vs 2030
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Extending the TCJA with no modifications would have significant impacts on Black households and racial economic
inequality. Analyzing the major provisions of TCJA, Vanderbilt Law School professor Beverly Moran found that
some temporary provisions of TCJA, such as eliminating itemized deductions, increasing the standard deduction,
and increasing the Child Tax Credit, either benefitted Black households or decreased racial economic inequality."*
Yet even though itemized deductions benefit taxpayers across race, these deductions disproportionately benefit
white households because they make up a greater share of the higher income households that tend to claim
itemized deductions rather than the standard deduction.” Because of this disparity, eliminating certain itemized
deductions could help to narrow income gaps.'® The TCJA doubled the Child Tax Credit, increasing the amount

of the credit eligible for Black children alongside all eligible children. However, approximately half of all Black
children are eligible to receive the full credit compared to three quarters of white non-Hispanic children."”

Other provisions, such as changing the TCJA tax brackets, lowering the gift and estate tax exemption,
creating new deductions and loss rules for pass-through businesses, and expanding the alternative minimum
tax, would actively increase the law’s benefits for higher income and higher wealth households, which
disproportionately benefits white taxpayers.'®
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The TCJA doubled the estate tax exemption, which makes it easier for wealthier households to pass on wealth
with little or no tax liability. Low taxation of inheritances plays a significant role in the racial wealth divide."
The 2017 tax law set a 20 percent deduction to qualified business income for small business owners. The U.S.
Department of the Treasury found that 90 percent of the benefits of this deduction accrued to white taxpayers
and just two percent accrued to Black taxpayers.®

The current proposed legislation under debate makes some important modifications to the 2017 tax law that would
increase economic inequality. Policymakers propose further increasing the estate and gift tax exemption to $15
million for individuals and $30 million for couples in 2026. This proposal would also increase the pass-through
deduction from 20 percent to 23 percent, presumably further increasing the proportion of the loophole’s benefits
that go to white taxpayers. The federal proposal also would temporarily increase the Child Tax Credit to $2,500

per child from 2025 through 2028. The increase in the credit would undoubtedly help Black households whose
children qualify for the credit. However, the proposal would not increase refundability, which means that millions of
Black children whose parents earn too little would not qualify to receive the full value.* Further, the proposal would
exclude children from receiving the credit if one or both of their parents does not have a social security number.

Temporary Tax Decrease for Aging Americans

The Trump administration wants to eliminate taxes on social security benefits. Congressional policymakers,
however, have proposed a temporary (2025-2028) $4,000 tax deduction for individuals ages 65 and up who
earn less than $75,000 individually or $150,000 for joint filers. The deduction slowly phases out above these
income thresholds. This provision would likely benefit older Black taxpayers as the median income for Black
households who are 65 and older and social security beneficiaries is $58,380 annually.*

Temporary Tax Decrease for Tipped Workers

The Trump administration and several federal and state lawmakers have proposed eliminating taxes on tipped
wages.”® Congress has proposed creating a temporary (2025-2028) above-the-line deduction equal to the
amount of qualified tips the worker or business owner (for example, in the case of professions such as barbers,
hairstylists, or professional drivers) receives. The proposal limits the definition of qualified tips and allows this
deduction in addition to the standard deduction.

l Percentage of tipped Black workers versus percentage of overall U.S. workforce

Black workers comprise 11.3 percent

of the tipped workforce versus

12.3 percent of the overall workforce
@D in the United States
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Currently, workers who earn tips must pay both federal income and payroll taxes on their incomes, which
includes wages paid by their employers and tips paid by consumers. Eliminating taxes on tips would likely
benefit white service providers more than Black ones because of disparities in tipping and the tipped
workforce. Black workers are slightly underrepresented among tipped workers. Black workers comprise
11.3 percent of the tipped workforce (versus 12.3 percent of the overall workforce) in the United States.*
Researchers studying tipping among taxi-cab drivers found that customers tip African American cab drivers
about one-third less than white ones.*

In a more recent study, researchers found that this phenomenon carries over into the restaurant industry,
with customers across race tipping Black servers less than white ones.?® Eliminating taxes based on a factor
that varies across race could further increase gaps in take-home pay between Black and white workers.

The impact of eliminating taxes on tips for individual Black workers largely depends on how policymakers define
tipped income and how individuals adjust behaviors to take advantage of the incentive. More than one in three
(37 percent) tipped workers pay no federal income tax because their wages are too low.”” For Black workers

in this category, eliminating the federal income tax would have no effect on their take home pay. However, the
decrease in reported wages could potentially affect these workers’ ability to benefit fully from important tax
benefits such as the Earned Income Tax Credit and the Child Tax Credit by reducing their incomes. The proposal
also limits this deduction to households with a social security number, and if married, the taxpayer can only
qualify if their spouse also has a social security number.

Temporary Tax Decrease for Workers with Access to Overtime

The Trump administration expressed interest in ensuring workers do not have to pay taxes on wages they earn
in overtime. Congress has proposed allowing a temporary (2025-2028) above-the-line deduction equal to the
qualified overtime compensation an individual receives. The deduction is allowed in addition to the standard
deduction for taxpayers who do not itemize.

The overtime provision in the Fair Labor Standards Act (FLSA) requires employers to pay workers covered

by the FLSA a pay rate of one and a half times the employee’s hourly wage for every hour the employee works
beyond a 40-hour workweek.*® According to a Yale Budget Lab analysis, approximately eight percent of hourly
workers and four percent of salaried workers regularly
work FSLA-qualified overtime.?

The impacts of exempting overtime from taxation on
Black workers are unclear. Currently, the Bureau of
Labor Statics does not report overtime hours by race.
Increasing incentives for overtime pay could increase
competition for access to overtime work, which could
raise concerns about whether Black workers will have
equitable access. Discriminating against an employee
on the basis of race for access to overtime is illegal >
For Black workers who earn overtime compensation,
this deduction could provide tax benefits.
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Excluding overtime pay from income could also affect worker eligibility for tax credits, such as the Earned
Income Tax Credit, because it would affect Adjusted Gross Income. The proposal also limits this deduction to
households with a social security number, and if married, the taxpayer can only qualify if their spouse also has
a social security number.

Exempting overtime pay from taxes would decrease federal revenues. According to the Yale Budget Lab,
exempling overtime pay from federal taxes would cost $866 billion between 2025 and 2034.”!

Tariffs

The Trump administration has proposed increasing federal government revenues through tariffs on US
trading partners. In April 2025, President Trump announced sweeping tariffs on imports into the United
States.* The Trump administration is now in extended negotiations with many U.S. trading partners about
the size of tariffs, but final tariff levels are expected to be significant. Tariffs are taxes placed on imports from
other countries. Businesses in the United States pay the cost of tariffs on foreign goods and pass these costs
along to their customers, raising the price of goods for US consumers.

Implementing significant across-the-board tariffs would raise prices, further limiting Black Americans’ ability
to achieve their financial goals. A 2023 Joint Center for Political and Economic Studies report found that 43
percent of Black households felt that high inflation prevented them from achieving their financial goals.** Yale
Budget Lab estimates that the change in the personal consumption expenditures price level, which measures
inflation, will increase by three percent in the short run and household purchasing power will decline by
$4,878 as a result of the US tariff policy as of April 15, 2025.%

Tariffs are a protectionist policy and can be a driver for increasing businesses and creating jobs in the long
run, but Black households face barriers from benefitting. A CNBC survey of 380 private sector firms found
that if companies were to bring manufacturing back to the United States, 81 percent of them would prioritize
automation over hiring workers and 57 percent reported that costs were the biggest challenge to relocation.®
Further, the Trump administration dismantled the Minority Business Development Agency, the only
government entity tasked with solving the unique challenges minority business owners face.? Decreasing the
effectiveness of this agency would likely make it more difficult for Black entrepreneurs to compete.

Increasing Federal Deficits

Several of the provisions Congress is currently debating will increase the federal deficit, which is the
difference between what the government spends and the revenues it raises in a given year. In the long run,
the federal government borrows to finance its expenses, which has resulted in $36 trillion in debt as of May
1,2025.5 Households across race share concerns about the federal deficit.?® The federal debt affects US
households now and in the future because an increasing debt leads to increased interest rates and payments
on the debt, which make up a large and growing share of federal spending.*
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Increasing the national debt creates challenges for the US economy and American households. The increasing
federal debt could lead to a decline in the value of the American dollar, which could lead to lower economic
growth.*” Increasing interest rates can also lead investors to purchase publicly held debt rather than investing
in the private sector, which inhibits economic growth potential." Mortgage rates are also closely correlated
with 10-Year Treasury rates (the cost of borrowing), so if the cost of public borrowing continues to increase,
the cost of purchasing homes could also get more costly.*

| How Has U.S. Federal Debt Grown?
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Conclusion

Though the Internal Revenue Code does not mention race, individual tax proposals can have different effects
for tax filers across race and ethnicity. Some of these disparities occur because of structural differences in the
ways different households earn incomes, while others occur because of differences in household structures.
As policymakers consider tax proposals in 2025, they must consider how some proposals, such as those
increasing benefits for high-income and high-wealth individuals would increase economic disparities across
race. They should also ensure that families are not left behind through proposals such as Child Tax Credit
reform that would leave millions of Black children unable to benefit from the credits they deserve. Further,
policymakers should consider the impacts of decreasing revenues on households and the American economy
in the short run and the long run.
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