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I became a tax lawyer to get away from race.
I was born and raised in the South Bronx in New York City. My father, James, was a plumber who worked, without benefits, for a private company, because black men couldn’t join the union that controlled the good public-sector jobs. My mother, Dottie, was a nurse and a seamstress who had left her job as a garment factory “floor girl” because she knew she could do better work than the white seamstresses who got all the opportunities. We lived in a three-family house at 1061 Morris Avenue, purchased with the help of a $6,000 loan from my father’s white boss, and rented the upper and middle apartments to black tenants who became more like family. We didn’t have a lot, but we had food on the table and clothes on our backs (handmade by my mother, of course), and my sister and I had a little bit of spending money. My parents had lived through the Jim Crow era and faced laws dictating what they could earn, what they could own, and where they could live, but they were determined that their children’s generation would get educated and live on their own terms.
As a little girl, I believed that was a possibility.
Then, when I was around nine or ten years old, I left the house one day with my mother. I held her hand as we walked to the corner of 166th Street and waited for the light to change. A police car drove by, and as it passed I spotted a handcuffed black man in the backseat. Sitting beside him was a white officer, beating him. It was broad daylight.
I turned in horror to confirm that my mother was seeing this, too. In a low, emotionless voice, she said, “That happens sometimes.”
My eyes returned to the car. The handcuffed man and I made eye contact. As the police car turned the corner, I held his gaze until I could no longer see him.
Normally my mother was no shrinking violet when it came to fighting racism. My sister and I would cringe whenever a white store manager chose to wait on a white customer before us; we knew what was about to happen, and it happened a lot.
“Excuse me!” my mother would say. “We were here first!” She would not use her inside voice, and she wouldn’t budge from the head of the line. Standing her ground—that’s Dottie Brown.
So when I saw that man in the back of the police car, my mother’s reaction told me there was not a thing either one of us could do about it.
And that’s how I became a tax lawyer. Because I learned early on that people might look at me and see black, but as far as tax law was concerned, the only color that mattered was green. I attended Fordham University and majored in accounting, then got my law degree from Georgetown and earned a master’s in tax law from NYU. Tax law was about math, and I was sure I’d chosen a career where race had nothing to do with my work.
I have never been more wrong about anything in my life.
—
As I got older, things started looking up for my parents; when my sister and I were teenagers, my mother went back to work full-time as a licensed practical nurse, and my father, finally allowed in the union, got a job with the New York City Housing Authority. They were both earning a good living, with my father sometimes having a slight edge because of all the overtime he could make. On holidays, I’d ask him why he was so happy to head out to work on his day off. “Triple time!” he’d say, grinning as he walked out the door.
Imagine my surprise, years later, when I began preparing their tax returns and realized that “triple time” had actually cost my parents a bundle in taxes over the course of their life together.
After law school, I spent a couple of years working on Wall Street as an investment banker. My income was around $75,000—roughly equivalent to my parents’ combined incomes—but when I compared our tax payments, I always came away thinking they were paying too much. It didn’t make sense; what I had been taught about our progressive tax rate system was that the more money you make, the higher the tax rate that applies to your income. It is based on a concept called “ability to pay”: If you have more, you should pay more. Each of my parents made half of what I did, so I should be paying much higher taxes than my parents. The numbers did not add up, and in my mind numbers never lied.
The puzzle gnawed at me throughout my career, until I became a tax law professor. As an investment banker working on municipal finance, I’d had many black colleagues, because we were working with cities that had black leadership and therefore hired black finance professionals. (Corporate investment banking is a much whiter—and much better-paying—field.) That changed when I joined a law firm and continued in the academy: I was the only black woman on the faculty at what was then called George Mason University School of Law (now Antonin Scalia Law School). It was a decade and two jobs later before I could count myself one of two. Race was a factor in my day-to-day life in a way that it had rarely been before.
George Mason was a tough environment for me as the lone black female law professor, made all the more difficult by the timing of my arrival in the summer of 1991. Another black female law professor at the University of Oklahoma College of Law, Anita Hill, was at the center of a national storm after accusing Clarence Thomas, a Supreme Court nominee, of sexual harassment. While I believed Anita, my only black colleague—a man—was working to support Thomas’s confirmation as he testified before the Senate Judiciary Committee.1
As for my white colleagues, the kindest thing I could say was that they were clueless when it came to race. Less kind, but equally true, was that they treated me differently because I was black. One colleague—who would later use the N-word in class2—came to me out of the blue and asked me why all the black students sat together at lunch. I replied: Why do all of the white students choose to sit with each other? A different white male colleague took me to lunch at a private club in Washington, D.C. (you know, one of those private clubs with a prior history of discriminating against black Americans and women), and made a point of introducing me to our black female server—because, as he put it, he knew diversity was a concern of mine. Her name was Patty and she seemed as confused as I was about the encounter.
But it went beyond mere insensitivity. One year, I recall being the only faculty member who did not receive money to hire a research assistant. When I asked the associate dean in charge of funding how that happened, I was told that they had forgotten about me and that by the time they remembered, they had run out of money. As a result, I was expected to teach and produce scholarship just like my white male colleagues—but without the same resources and all while navigating a racially hostile environment.
Even worse, as a black woman, I had additional responsibilities—and unlike my father, I was not paid triple time. While my white colleagues could focus exclusively on their work, I met with black students who were also navigating the same hostile environment and with their white peers who were troubled by what they were observing. They leaned on me for guidance and I was more than sympathetic.
But where did I go for my own self-care?
I engaged with the kind of race-based scholarship my white male colleagues could ignore because the academy supported and nurtured them. Although race scholarship wasn’t critical to my tax law research, taking it in was a kind of comfort food for me, an act of self-preservation that acknowledged what I was experiencing was real.
One spring day, my comfort food was an article written by the late Jerome Culp, a mentor and particular inspiration to me. Jerome was fearless. A Duke law professor, and an extremely successful black man in a white academic world, he was not afraid to take on giants in his field or colleagues on his faculty, and he would slay them with his intellect and ferocity. He never failed to make me think about race in a different way.
As I read his article “Toward a Black Legal Scholarship: Race and Original Understandings,” pieces of the puzzle started to fall in place for me. In it, Jerome argued that law professors, particularly black law professors, should engage in what he called “black legal scholarship” and examine which legal issues are specific to black America. He noted the ways in which the black perspective has been systemically eliminated from the legal record throughout American history, starting with the removal of a condemnation of slavery from the Declaration of Independence.3 And near the end, he posed a question:
“To what extent have our tax laws been distorted now and historically by the question of slavery and continuing racism?”4
I’d known since that day on the corner of 166th Street and Morris Avenue how racism affected the administration of criminal justice. In school I learned how racism had affected where we lived, where we went to school, where we worked, and whom we could marry. But I had never before considered if racism affected how much we pay in taxes. I graduated from the premier tax program in the United States and never once did any of my professors suggest that race mattered when it came to tax law.
After I finished reading, I called Jerome. I told him that his article had inspired me to do something, and I made him a promise: I would figure out whether our tax laws had a disparate impact based on race. I had come full circle. I went into tax law to escape race and racism, but now I found myself searching through tax law to see how racism might have been there all along, waiting to be uncovered.
When I hung up and got to work, I realized how easy it was to make that promise but how hard it would be to keep it. The Internal Revenue Service (IRS) does not collect or publish tax statistics by race—a seemingly basic fact that somehow I had never noticed before. All sorts of other data exist: We know that less than 2 percent of all farmers nationwide are black Americans,5 that 95 percent of visitors to our national parks are white Americans,6 and that Native Americans (defined as American Indians/Native Alaskans in the study) had the highest motor vehicle fatality rate.7 The federal government collects and publishes data on each of these topics. Yet we know nothing about taxpayers by race.
Determined to make good on my promise, I set out on a journey that would ultimately lead to my solving the mystery of my parents’ tax returns. But because the data I needed about how much people of different races were paying in taxes wasn’t available, I had to become a detective of sorts, looking for any scrap of information that might help me solve the puzzle. I looked at racial data that would make for good proxies, like household income data published by the U.S. Census Bureau. I dug into published research in other fields, like sociology, political science, and economics. I also learned how crucial history would be in understanding the story I was hoping to tell.
Once again, a single sentence would hold the key. I found it in The Economic Status of Black Women: An Exploratory Investigation, a 1990 staff report of the U.S. Commission on Civil Rights: On average married black women contribute 40 percent to household income compared with only 29 percent for white women.8
Simply put, all wives did not contribute to their households in the same way: Black women were likely to earn as much (or more) money as their husbands, while white women were likely to earn much less. This was certainly true in the case of my parents (whose income was more or less equal most years). But the joint tax return system, under which most married couples file their taxes together, offers the greatest benefits to households where one spouse contributes much less than the other to household income. That meant couples like my parents—my hardworking, home-owning, God-fearing parents, who wanted to earn a little bit more to enjoy their lives after raising two daughters—weren’t getting those breaks. My parents’ tax bill was so high because they were married to each other. Marriage—which many conservatives assure us is the road out of black poverty—is in fact making black couples poorer. And because the IRS does not publish statistics by race, we would never know.
It’s long been understood that blacks and whites live in separate and unequal worlds that shape whom we marry, where we buy a home, whom we have as neighbors, and how we build a future for our children. Race affects where we go to college and how we pay for it. Race influences where we work and how much we are paid. What my research showed was that all of this also determines how much we pay in taxes. Taxpayers bring their racial identities to their tax returns. As in so many parts of American life, being black is more likely to hurt and being white is more likely to help.
The implications of this go far beyond the forms you file every April. In the long run, tax policy affects whether and how you’ll be able to build wealth. If you’re eligible for tax breaks, you either pay less in taxes throughout the year or receive a larger refund in the spring. If, like my parents, you’re considered ineligible for a particular tax break, you never see that money. One missed tax break may not sound like much, but those dollars not given to Uncle Sam can be put into your bank account, invested in stocks or property, or used to build home equity through improvements or repairs every year. Think of that money as an annual pay raise—but if you do not get it, you cannot save it. Over time those dollars, or the lack of them, add up to increased or depleted wealth.
Needless to say, I didn’t learn any of this in school.
What I did learn was the concept of “horizontal equity,” which requires that taxpayers in similar circumstances should be taxed the same. As it’s typically taught, horizontal equity looks at income as a marker of similar circumstances. For example, if two married couples, each with $100,000 of combined income, pay the same amount in taxes regardless of how much each spouse contributes, that satisfies the horizontal equity requirement.
When I looked at my parents’ marriage, however, I began to realize that what I learned about horizontal equity was incorrect, or at least incomplete. Income and circumstances are not the same: A married couple with one working spouse, an investment banker, who makes $100,000 is not in the same circumstances as a nurse and a plumber who each earn $50,000. When viewed through a racial lens, we see that the latter situation is more likely for black taxpayers than white ones—and worse, the tax break goes to the single-earner couple, not the dual-earner couple. Our tax policy does all this in the name of horizontal equity, with no consideration that when you look beyond total income, the concept is just plain wrong!
That doesn’t mean that the joint tax return was created as a way to punish hardworking black women and their husbands. Like most tax policies, it was the result of decisions made by many different actors, over many years. But when those actors—members of Congress, judges and clerks, lobbyists, and more—sit down to craft or modify tax law, they bring their conscious and unconscious biases to the table. And our most foundational tax laws were created at a time when racial bias wasn’t just common—it was the norm and quite legal.
Our modern income tax system traces its roots to the Revenue Act of 1913, which instituted what’s called a “progressive” income tax system: In theory, tax rates increase as income increases. The idea is that the wealthy—those with the greatest “ability to pay”—should carry more responsibility for funding government services than those who make less. The new federal income tax replaced a system of indirect taxes on imports and tariffs on tobacco and alcohol, which hit the poorest Americans the hardest because they paid the same tariff rates as the wealthy despite having less ability to pay.
The Revenue Act was passed by a Congress without a single black member and signed into law by President Woodrow Wilson, whose cabinet implemented (some historians say continued) racial segregation in the federal civil service. By the summer of 1913, Treasury Secretary William G. McAdoo, who oversaw the Bureau of Internal Revenue, the precursor to the Internal Revenue Service, had segregated toilets, lunchrooms, and working areas. In defending the Jim Crow practices, McAdoo said, “There has been an effort in the Department to remove the causes of complaint and irritation where white women have been forced unnecessarily to sit at desks with colored men.”9
But while the department tasked with carrying out the new Revenue Act worked to diminish its black employees, it wasn’t thinking of black Americans as taxpayers—a policy rooted in prejudice that nonetheless worked to black Americans’ advantage. The system had been designed by whites (in Congress) to tax certain (working-class) white taxpayers less, and other (wealthy) white taxpayers more. Under the new law, only those who earned more than $3,000 as individuals, or $4,000 for a husband living with a stay-at-home spouse, were required to pay federal income tax. Between 1918 and 1932, this amounted to an average of 5.6 percent of Americans paying federal income tax each year.10 In the late 1930s, the highest tax rate (for those with incomes greater than $5 million) applied to a single individual: John D. Rockefeller.
A generation or two removed from slavery, few black Americans had this kind of money, and the Great Depression only made their situation worse. In the 1930s, roughly 80 percent of black Americans were living in the South, and their unemployment rates were much higher than those of white Americans. Nearly 70 percent of Atlanta’s black residents were unemployed in 1934—at least double the number of white Atlantans without a job.11 One reason for this disparity is that during the Great Depression, when so many Americans were desperate for work, it was a regular practice for companies to replace black workers with white ones.12 In 1936, more than half of all southern urban black families reported annual incomes of $750 or less, compared with 12 percent of white families. The median annual income for black families in Atlanta was only one-third that of white families in southern cities. While more than a quarter of white Americans earned more than $2,500, less than 2 percent of black Americans fell into that category.13 Mired in poverty and unemployment, black Americans in general were beneficiaries of a policy that taxed only the wealthiest Americans. But that would soon change.
When the United States entered World War II in 1941, after the bombing of Pearl Harbor, Congress passed another Revenue Act to fund the war effort, almost doubling the number of Americans required to pay taxes.14 Two new laws in 1943 further expanded the reach of the federal income tax system: First, Congress passed the Current Tax Payment Act, a bill requiring withholding, where taxes were taken out of employees’ paychecks at the source. (There had been no need for such a widely applicable system until the vast majority of workers became liable for taxes.) Then, the Revenue Act of 1943 dropped exemptions to just $600 of income for single taxpayers and $1,200 for married taxpayers. In 1945, the median income for white families was just under $2,800, and for black families it was roughly $1,500.15 Many black Americans, just like their white counterparts, became taxpayers for the first time as the taxpayer rolls exploded from seven million to more than forty-two million between 1940 and 1945.
After the war, the new taxation system stayed in place, creating an expanded income tax base. Federal revenue from individual income taxes increased exponentially: from $400 million in 1934 to almost $30 billion in 1954.16 The flood of new revenue allowed the federal government to provide additional services. Returning service members could use GI benefits to attend college for free, and their families could become homeowners thanks to loans insured by the Federal Housing Administration (FHA). Between 1944 and 1971, federal spending for the GI Bill totaled more than $95 billion. But even as black Americans paid into the system, they were unable to reap its benefits.
“No other New Deal initiative had as great an impact on changing the country”17 as the GI Bill, writes Ira Katznelson, Ruggles Professor of Political Science and History at Columbia University, in When Affirmative Action Was White. Katznelson’s work explains how the GI Bill left the responsibility for implementing its homeownership, small-business, and education benefits up to state and local governments, many of which upheld the Jim Crow system. On the federal level, the FHA engaged in redlining of neighborhoods where black Americans lived, rendering homes there ineligible for low-interest-rate thirty-year FHA-insured loans. At the same time, legal and de facto discrimination prevented black Americans from buying homes elsewhere. Black veterans faced similar barriers at colleges and universities, few of which would enroll them. Black and white workers both paid the federal income taxes that generated the revenue to finance these benefits, but black Americans were prevented from receiving them. They could only watch from the sidelines as their money helped fund the creation of a robust middle class, one that was almost exclusively white. (This was hardly the first time black Americans were left out of a leap forward, either: When the federal government, through the Homestead Act of 1872, made it possible to buy land cheaply, black Americans were largely excluded.)
Note the “almost” in referring to the new mostly white middle class. Government assistance helped increase the white homeownership rate throughout the middle of the century, from 46 percent in 1940 to 57 percent in 1950 to 64 percent in 1960.18 But even in the face of government opposition—it’s estimated that black Americans received only 2 percent of all federally insured FHA loans issued between 1945 and 1959—black Americans also managed to increase their rate of homeownership from 23 percent in 1940 to 34 percent in 1950 to 38 percent in 1960. Individual black Americans have always found a way to navigate through a system not designed for our success.
Once I looked at the history of taxation in America, it became clear why so many tax policies have drastically different impacts on black and white families: They were created during a time when black families paid into the system without having the same legal rights to live, work, marry, vote, or receive an education as their white peers.
It was not until 1964 that the Civil Rights Act made it illegal to discriminate against black Americans in schools and in the workplace, and it took another year for the Voting Rights Act to guarantee black Americans the right to vote. The right for men and women to marry regardless of race wasn’t the law of the land until the Supreme Court decided Loving v. Virginia in 1967. The following year, Congress made it illegal to discriminate against black Americans in providing housing opportunities. The law told black Americans that we could go to college, apply for jobs, get married, and buy homes without being denied access solely because of our race. That’s a little more than fifty years to take advantage of the same rights that had been granted to white Americans for more than two centuries. The civil rights revolution moved the needle, but the struggle continues. Race-based voting disenfranchisement is alive and well today.19 So is discrimination in housing and the job market. But perhaps the most glaring sign that our country has yet to achieve racial equality is the wealth gap.
As long as we have been measuring, white Americans have always had more wealth than black Americans. The black-white wealth gap couldn’t even be discussed until December 6, 1865, when the Thirteenth Amendment was ratified. Before that, enslaved black Americans were legally deemed property in this country; white-owned companies were accumulating wealth through insurance policies written on enslaved blacks, and banks used them as collateral for loans. Slavery created wealth for more than just slaveholders, and the North profited along with the South. As “property” enslaved blacks could not get educated, could not get paid for their work. Property could not get married. Property could not own property. There can be no such thing as a black-white wealth gap when the only people the law counted as people were white.
Today, we can talk about the black-white wealth gap. But what we have to say isn’t pretty. According to a Pew Research Center analysis in 2016, the median wealth of white households was $171,000 compared with $17,100 for black households and $20,600 for Latinx households. (Asians and other racial groups are not identified in the Survey of Consumer Finances database that was used for Pew’s analysis.) White Americans have ten times the median wealth of black Americans and eight times that of Latinx Americans.
That does not mean that all white households have wealth or that no black or Latinx households have wealth. In fact, just under 16 percent of whites have zero or negative wealth, meaning they owe more than they own. But compare that with 37 percent of blacks and 33 percent of Latinx families who are in the same position.20 White families are equally likely to have zero wealth as they are to be millionaires. Black families, on the other hand, are twenty times more likely to have zero or negative wealth than to be millionaires, and Latinx families are fourteen times more likely.
Despite these data, survey results show that most Americans—whites and blacks—overestimate economic racial equality, with the worst offenders being higher-income whites.21 In other words, most Americans think the black-white wealth gap is small.
For white Americans it is easier to believe that things are better than they really are, because it allows them to think there isn’t much work left to be done, while still remaining ignorant of their privilege and how the system is rigged in their favor. For black Americans, it is easier to overestimate our progress because the alternative is to realize that even after doing everything right, we fall further and further behind.
Today, the black-white wealth gap only continues to grow. Between 1983 and 2016, median white family wealth increased by $1,000 annually compared with only a $66 increase for median Latinx wealth. Sadly, black families saw their wealth decrease by $83 annually.22 Even college-educated black households saw their wealth decrease during a similar time period, from 1989 to 2013, as their white peers’ wealth rose.23 There is no end in sight.
Why is this gap so persistent? Why is it widening? Well, if you ask the political right, it’s because black Americans do not make the right choices and do not work hard enough. According to the 2016 General Social Survey (GSS), a majority of white Republicans (55 percent) agreed with the statement that black Americans are worse off economically “because most just don’t have the motivation or willpower to pull themselves up out of poverty,” compared with 26 percent of white Democrats. Forty-two percent of white Republicans thought black Americans were lazier than white Americans, and 26 percent rated black Americans as less intelligent.24 Just look at the election of President Barack Obama: The conservative commentator Bill Bennett said Obama’s election meant there was no need to “take any excuses” from people who claimed “the deck was stacked” against black Americans succeeding.25 The title of a 2018 Newsweek article about a meeting between President Trump and members of the Congressional Black Caucus summed up this attitude—and its inaccuracy: “Trump Thinks Only Black People Are on Welfare, but Really, White Americans Receive Most Benefits.”26
The political left, which does admit to our racist history, doesn’t do much better when it comes to understanding the situation. The left-wing narrative tends to center on blatant race discrimination by bad actors in the past: the FHA denying home loans to black Americans in the 1950s and ’60s, or subprime lenders targeting black Americans during the Great Recession. This past discrimination has led to a disproportionate percentage of black Americans (21 percent) living in poverty, compared with white Americans (8 percent).27 The economic gap has grown worse over time, the argument goes, simply because wealth begets more wealth, and black Americans are starting from behind.
But remember that GSS American Values Survey statistic I just gave you: 26 percent of white Democrats believe that black Americans are to blame for their relative poverty. And the same survey showed that almost one in four Democrats (24 percent) thought black Americans were lazier than white Americans. For black Americans, racism isn’t just a part of our history. It’s a part of our present.
The wealth gap isn’t growing only because of the disproportionate percentage of black Americans in poverty. It’s growing because whiteness has consistently and continually played a serious role in wealth building. Think a college education is an equalizer? Research shows that black households headed by a college graduate have less wealth ($23,400) than white households headed by a high school dropout ($34,700).28 Think all high school dropouts struggle? A white high school dropout has more than twenty times the wealth of a black high school dropout ($1,500). White families with an employed head of household have ten times the wealth of black families who do.29
All of this inequity is related to tax policy, and always has been, even at the beginning of our modern system when black Americans were invisible beneficiaries. Today, black Americans of all income levels are equally invisible when it comes to shaping policy but are paying more in taxes than their white peers because our tax laws were designed with white Americans in mind. That’s why no solution proposed by either the right or the left—not better jobs, not increased homeownership, and not more access to higher education—will be effective without significant and fundamental tax reform.
In general, our tax policies ignore the day-to-day reality of most black Americans, who are still playing catch-up in a system that deliberately excluded them for many years. Can black Americans now purchase homes? Yes, but as we’ll see in chapter 2, if we buy in neighborhoods with lots of black neighbors, we lose financially when compared with our white peers. Can black Americans attend elite colleges? Yes, but our families have generally not accumulated enough wealth to pay for tuition and be eligible for the tax breaks for higher education available to the families of our white peers—more on that in chapter 3. And it goes on and on as black Americans find jobs, plan for retirement, and work to leave a legacy for the next generation.
Which brings me back to the couple who started it all for me: my parents, James and Dottie Brown. I was right; they paid too much in taxes. But it wasn’t because there are separate rate tables for black and white Americans. That would be against the law. Black taxpayers like my parents pay more because U.S. tax policies ignore the reality of societal differences based on race. The joint tax return exists because back in 1930, a wealthy white shipbuilder named Henry Seaborn convinced the Supreme Court to impute half of his taxable income to his stay-at-home wife, Charlotte, lowering his taxes. Congress gave all Americans access to the joint return in 1948. The policy rewarded people like the Seaborns, allowing a couple who could easily get by with one income to split it down the middle to avoid being taxed at the highest rate. But that same policy punished the Browns, who were striving to save and build a better future for themselves and their children and needed every penny of their two paychecks to do so. It is a pattern that has shaped the contour of being middle class and black, and it helps explain why black families have such a hard time maintaining middle-class status across decades and generations.
Unfortunately, even in the twenty-first century, that pattern remains, and black families who achieve financial stability are far more likely to lose it than their white peers, as reported in a 2015 study called “Five Bleak Facts on Black Opportunity.”30 A March 2018 intergenerational mobility study showed that black children had the most difficult time achieving upward mobility when compared with white, Latinx, and Asian children.31 Black children of parents in the top income quintile are about as likely to fall to the bottom as they are to remain in the top. Compare that with white children of parents in the top income quintile, who are almost five times as likely to remain in the top as to fall to the bottom. Tax policy, by taking money out of the pockets of black parents while putting money into white pockets, can help explain why black children have a harder time remaining in the middle class as adults.
Solving the mystery of my parents’ income taxes didn’t lead me to a revolutionary discovery. Instead, it reinforced a truth I and most successful black Americans know: Our families found a way to work around a system designed to support white wealth building. Individual black Americans excel in spite of the roadblocks to building wealth; individual white Americans struggle in spite of their systemic advantages.
And anti-black racism doesn’t exist only in the past of federal, state, or local governments; it is perpetuated every day by white Americans—many of whom consider themselves progressive. They are white parents selecting where to send their children to school. They are chief executive officers and board members of large private corporations who are comfortable with very few black Americans as executives or upwardly mobile employees, who do not commit real resources to the recruitment and retention of a diverse workforce or ensuring that equally credentialed black workers are as likely to receive the same opportunities and compensation as their white peers. They are white homeowners who choose to purchase houses in homogeneous white neighborhoods even though they would deny being uncomfortable living next door to “too many blacks.” Until white Americans change their behavior, the black-white wealth gap will continue to expand.
The marriage penalty that started this journey for me is just one example of many tax policies that have a disparate impact by race. Not every policy will impact every black family negatively, and not every disparity can be fixed by adjusting the law—we can change the way married couples are taxed, for example, but we also need to look at why it often takes two black workers to match the salary of one white worker. Until anti-black racism is eliminated, tax reforms will need to factor in societal racism. Just as an annual tax refund, invested through the years, can add up to true wealth-building opportunity, many of our tax policies, over time and without race-conscious reforms, are pushing black families down and pulling white families up.
—
I can think of no better place to exemplify the struggle of the black middle class than Atlanta, Georgia, my home since 2007. Nicknamed “the Black Mecca of the South” and known as “the city too busy to hate,” Atlanta is full of contradictions when it comes to racial equality for its black middle class.32 Take Ivan Allen, Jr., the city’s white mayor from 1962 to 1970, who had previously run for governor on a segregationist platform. During Allen’s first term as mayor, a black graduate of Morehouse College moved into an all-white neighborhood in the southwest part of the city. Mayor Allen responded by signing legislation ordering barricades to be constructed across two of the city’s streets,33 in order to separate white from black neighborhoods.34 Dubbed “the Berlin Wall” by protesters, the road remained blocked until a judge ruled the barriers unconstitutional the following year. Less than two years later, Allen35 would cosponsor an integrated dinner celebrating the Reverend Martin Luther King, Jr.’s Nobel Peace Prize.
Atlanta is home to outstanding Historically Black Colleges and Universities (HBCUs), including Morehouse, and a significant black middle class with economic and political power. Yet the racism built into our tax policies still disadvantages blacks in a city that has been run by black mayors since 1974. Take Chris, a behavioral health clinician in Fulton County, who was months away from completing her doctorate at a for-profit university with an almost 80 percent36 black enrollment when it abruptly shut down, eliminating the eight years of study she put in while working full-time and caring for her daughter. Or Ursula McCandless, a human resources manager at Cox Enterprises, who is financially supporting family members who could not overcome the obstacles of the past and present. (Many of the people you’ll meet in this book are shouldering the same responsibility.) Even the most high-achieving black professionals face setbacks different from those encountered by their white peers; just consider John, a consultant and strategic planner with an advanced degree from one of the world’s most competitive universities. He was forced to short-sell his first family home, in a black neighborhood, when he sought better public education for his children by moving to a street where his is the only black family.
While Atlanta has a unique history, the struggle of the black middle class here is representative of national trends.37 Because of tax policy decisions made long ago, black married couples start off behind their white peers. When they purchase homes, they do not receive the home equity boost that their white peers get. Black Americans have more student loan debt to pay off. They work in lower-paying jobs than their qualifications would suggest, and they support extended family in ways foreign to most of their white peers. From one generation to the next, black wealth diminishes, evaporates, and is stolen by systemic racism. Meanwhile, white families continue to receive and accumulate wealth, scooping up tax cuts along the way.
The precarious position of so many black families becomes especially visible during moments of crisis. Nancy Flake Johnson, president of the Urban League of Greater Atlanta, said in an interview with NPR that the Great Recession that began in 2007 was devastating for all black Americans, even college graduates. “We’ve lost a third of the black middle class,” she said, citing a recent Urban League study.38 Nationwide, a report from Pew Research shows that the black-white racial wealth gap for middle-income families increased both during and after the crisis.39 And in May 2020—months into the COVID-19 pandemic, with black Americans disproportionately impacted by poor health outcomes—less than half of black adults had a job. We can expect things will only get worse.
The way out demands work from whites, blacks, and the American public as a whole. White Americans have to come to terms with their privilege-based benefits, and black Americans have to accept how much the deck is stacked against us and take defensive actions. Only then can we hold our elected leaders accountable, forcing them to reckon with historical discrimination and identify tax policy decisions that every year take money out of black taxpayers’ hands and put it into white taxpayers’ pockets. With this information out in the open, the American public will be better equipped to demand tax reform that is racially just and equitable.
In the last chapter of the book, I propose some policies that might help us achieve this goal. These solutions—and the rest of this book—are aimed at reducing the wealth gap between black and white Americans in particular. Americans of Indigenous, Latinx, and Asian descent face wealth gaps of their own, and these, too, deserve study. But I’ve chosen to focus on the challenges facing black Americans for a few reasons. First, the black-white wealth gap is larger than the Latinx-white and Asian American–white wealth gaps.40 (We do not have enough information to determine the depth of the Native American–white wealth gap.) Second, because the IRS doesn’t publish tax statistics by race, we have to look elsewhere for proxies. The most relevant data that can be extracted from other sources concerns black and white families; it’s simply where the most information is published.
Moreover, the focus on solutions designed to specifically reduce the black-white gap should also assist other groups. Racism in America is far more complicated than many think, and there is no one-size-fits-all approach for black Americans that will necessarily benefit all people of color (and as a seamstress’s daughter, I know that one-size-fits-all never really does). I would encourage others to extend my work and consider the unique history of other racial and ethnic groups and their structural inequality issues.
Most important, creating opportunities to examine, subvert, and undo the racism in our tax laws is how I will keep my promise to Jerome Culp and to my parents, to do more with the opportunities they gave me.
At its core, The Whiteness of Wealth shows that the role tax policy plays in perpetuating the black-white wealth gap represents an ongoing failure to provide an equal opportunity to black Americans that neither the left nor the right truly understands. The conservatives are correct about one thing: The black-white wealth gap can be decreased if people make different decisions. But it is the decision-making by white Americans that is largely responsible for black outcomes today. The solution? Behavioral changes at every level. Black Americans need to be defensive players in an anti-black system unless or until it changes, choosing strategies in their educations, careers, and family lives that compensate for oppressive practices and policies. Meanwhile, white Americans need to recognize these anti-black practices and policies and actively work against them, even when doing so harms their pocketbooks. And all voters, black and white, need to be aware of the special interests, bad actors, and anti-black forces that shape our tax system. It will take sustained, systemic change, from the federal to the individual level, to upend the status quo.
Most Americans believe that getting married means paying lower taxes.1 And one thing my parents could have used was a tax cut. When Mommy and Daddy got married in 1956, they didn’t have money for a fancy wedding reception or a honeymoon; my mother made the potato salad they served to their guests, and they wouldn’t take a vacation together until decades later. Money was so tight that after a couple of months of paying $25 per week for their own apartment, they moved into the spare room in my paternal grandmother’s—Grandma Bertha’s—apartment. (You can imagine how much fun that was for a couple of newlyweds.) And they stayed there after my sister and I were born, because they simply didn’t have the resources to leave.
Like most couples, my parents started filing their tax returns jointly the year after they got married. When I was young they used a tax preparer, but later they happily handed over the responsibility to me. Even with all that education, I assumed that filing jointly was the best thing for my parents, since filing separately was likely to result in fewer tax breaks. Nearly 95 percent of all married couples file jointly, and those who don’t typically choose to file separately to avoid liability for a spouse’s potential tax problems.2 (A well-known example is the late senator John McCain, and his wife, Cindy, who inherited ownership of the third-largest Anheuser-Busch distributor in the country.3 Before they got married, they signed a prenuptial agreement that included a requirement that they would file separate tax returns.)4
Conventional wisdom assumes the tax subsidy for marriage benefits all married Americans equally, and doesn’t give much consideration to its effects across race and income groups. When I saw that my parents’ two incomes added up to a higher tax bill than had they remained single and filed individually, I started to question the conventional wisdom—and found that while in theory the provision should affect everyone equally, regardless of race, in practice it has a disproportionately detrimental impact on black couples. How a tax provision used by almost all married couples—the joint return—came to harm black families and their ability to build intergenerational wealth tells us much about American tax policy, its history, and its intentions.
Meet Henry and Charlotte Seaborn, the rich white society couple whose lawsuit led the Supreme Court to establish the joint tax return in 1948. Henry and Charlotte were married in 1902, before we even had a progressive income tax system. As noted in the introduction, when that system was enacted in 1913, taxpayers were required to file as individuals. That meant the same rate schedule applied whether you were married or single. There were different exemption amounts for individuals and married couples—$3,000 versus $4,000, on the grounds that it cost less to maintain one household for two people, than two separate households—which had the potential to provide a small tax cut when you got married. In 1913, however, only 1 percent of Americans had income high enough to have to pay taxes.5 By 1930, exemption amounts had been lowered, requiring around 5 percent of Americans to file tax returns, including Henry and Charlotte, respectively the vice president of the Skinner & Eddy shipbuilding company and his socialite stay-at-home spouse.
According to court records, in 1927 Henry had taxable income of just under $38,500 (about $500,000 today, adjusted for inflation). More than half of that income came from investments. (That’s a whole other piece of tax policy, but we’ll get to that in chapter 5.) The lowest tax bracket, which applied to taxable income under $20,000 in 1913, had been lowered to $2,000 in 1917—which meant not only did Henry have to pay taxes, but he had to pay a lot in taxes. By 1927, the Seaborns were fed up. They decided to use their considerable resources to reduce their tax bills—and succeeded, with a little help from the United States Supreme Court. The Seaborns lived in Washington, a “community property” state, which gave Charlotte equal legal ownership of whatever income her husband received during their marriage. When they filed their taxes for 1927, Charlotte put half of Henry’s income (and expenses) on her tax return, and Henry did the same. The married exemption was $3,500 that year, and the Seaborns each decided to take half of it—$1,750 each.
Here’s how this worked, in practice—and for simplicity, let’s count only Henry’s wage income, not his investments. So Henry has income of $15,000, and Charlotte has none. If he’d obeyed the law, as a married taxpayer filing a joint return, he would subtract the personal exemption of $3,500 and have taxable income of $11,500. That would result in a $370 tax bill—roughly $5,400 in today’s dollars.6 His marginal tax rate was 6 percent—the highest rate his last dollars of income were taxed at.
Henry, however, chose not to obey the law, and allocated half his income to Charlotte for tax purposes. Each spouse thus reported net income of $7,500—and because there was no option for a person with no income, like Charlotte, to file a return, the Seaborns invented one, and deducted half of the married exemption from each income. That would put their taxable income at $5,750 each, with a resulting tax bill of $112.50 for each Seaborn.7 Under this scenario, their highest marginal tax rate was only 3 percent.
Henry and Charlotte might have been charged with tax fraud, but their “ingenuity” was rewarded. When the IRS initially audited the Seaborns’ tax returns and rejected them, arguing that all of the income (and expenses) should have been included on Henry’s tax return because he was the sole wage earner and sole owner of the investments, Henry paid the extra taxes ($703.01, roughly $10,000 today) and then sued for a refund so that he could take his case to federal district court. With the help of Donworth, Todd & Holman (the precursor of Perkins Coie LLP, currently the largest law firm in the Pacific Northwest), the Seaborns won—first at the district court, and then, after another appeal from the IRS, at the Supreme Court. They were able to split Henry’s income, using their wealth to get a permanent tax cut that would enable them to accumulate even more wealth.
In doing so, the Seaborns not only set a precedent for helping rich couples in community property states pay less tax but also made other wealthy Americans aware of the potential to change the laws in their favor. Initially, only couples in community property states, like Washington, could benefit from marital income splitting; in most states, income earned during the marriage belonged to the spouse who earned it.8 Before Poe v. Seaborn, the 5 percenters who lived in separate property states had tried to find another way of reducing their tax burden, splitting their income by entering into contracts where the sole wage earner (the husband) transferred a half interest in his income and other property to his wife.9 That case, too, had gone all the way to the Supreme Court; unlike in Poe v. Seaborn, the rich white married couple lost. The Supreme Court reasoned that in separate property states, “he who earns” the income is the one who will be taxed on it.10
The Supreme Court thus created a situation where married couples with identical income and expenses but who lived in different states would pay different federal income tax bills. However, this was a violation of the horizontal equity principle underpinning the progressive tax system—and still only the 5 percent wealthiest Americans were paying in. They were determined to make a change.
One approach was for husbands and wives to form family partnerships and “split” their incomes equally. Family partnerships mimicked small businesses, such as two-person law firms or retail stores; these are classified as “pass-through” entities in which each individual partner pays taxes on their share of the income. (The spousal approach ignored the fact that no legitimate business partnership agreement would be formed solely to award half of the income from the earner to the nonearner.) When family partnerships weren’t challenged by the IRS, the couple got the same result as the Seaborns, and a lower tax bill. When they were challenged, sometimes the taxpayer won and sometimes they lost. This approach was case by case, expensive, and unpredictable.
An alternative approach was directed toward state legislatures. The goal was to get lawmakers to pass bills to convert their states from separate property to community property. In 1939, Oklahoma, concerned about the exodus of its wealthy oil barons to the neighboring community property state of Texas, tried to create a community property “opt-in” law.11 Only those couples who wished to have community property rules apply to them would be treated as if they were living in a community property state. The Supreme Court held in 1944 that this opt-in approach was not a true community property regime, hence no tax break for those spouses. The following year, the Oklahoma legislature adopted a true community property regime, which was upheld by the Supreme Court. Now the Oklahoma 5 percenters could get a tax break just like the Seaborns!
Oregon followed Oklahoma—with both an initial elective version and then a mandatory one in 1947. As the post–World War II tax rolls continued to expand, making more Americans first-time taxpayers, others followed: Hawaii converted in 1945, followed in 1947 by Nebraska, Michigan, and Pennsylvania. Community property laws give legal rights to non-income-earning spouses during the marriage and in the event of a divorce. The National Woman’s Party looked at community property as “a distinct advance for women.” But not everyone was a fan. Specifically, men did not like giving up their legal rights in their own labor to their wives. And the popular press stoked the outrage with stories designed to evoke the horrors of a community property scheme. Here is an excerpt from a 1947 Newsweek story about the Pennsylvania community property law:
The joy of many Pennsylvania husbands last week was curdled by a sober afterthought. A Green County judge had ruled that under the new law a coal miner who had deserted his wife must continue giving her half his earnings….In most states, if a husband left his wife or if a wife went home to mother, the best she could hope for was a nominal support allowance. In any community-property state, the woman automatically came out with half the family bankroll.12
Needless to say, the idea of women getting “half the family bankroll” concerned members of Congress (all but eight of them men, and only two black members).13 They enacted a solution that provided all the benefits of income splitting, but none of the legal protections afforded to stay-at-home spouses in community property regimes. Under the new law, all married couples (not just those in community property states) would be permitted to file a joint tax return based on an assumption that husbands and wives are effectively equal partners sharing income and expenses fifty-fifty. While community property laws actually gave each spouse an equal share, the joint return would merely treat spouses as if they were equal, with no underlying rights. (Had Congress not acted, it is highly likely that more states would have converted from separate property to community property regimes and afforded legal protection to stay-at-home spouses.)
As Congress was figuring out a tax cut that benefited most tax-paying white families, another important shift was taking place for American black families. When the Seaborns won their case in 1930, the silver lining for black families was that tax policy did not matter much to them in general. Remember, until World War II, only the richest Americans, who were almost exclusively white, paid taxes.
However, even before the tax rolls were expanded in the postwar era, it was clear that the marriage bonus was likely to disproportionately benefit white couples. Black wives, like my mother, have always worked outside the home more than white wives,14 even after controlling for income.15 In fact, even as income rises, the labor gap between white and black wives widens along with it—meaning that among the highest-earning couples, more black wives work and more white wives do not. (No matter how high the husband’s income is, black wives are more likely to contribute significant amounts to household income than white wives.)16
TABLE 1.1. WIVES’ LABOR FORCE PARTICIPATION BY RACE, 1880–201917
It was well established in the early twentieth century—and therefore predictable when Poe v. Seaborn was decided by the Supreme Court—that any system that gave tax cuts to single-wage-earner households like the Seaborns’ would disadvantage black married couples.18 But that didn’t stop anyone from changing the law. By 1948, when the joint return was accessible to everyone, 85 percent of white families were in single-wage-earner households.19 Four years later, in the fall of 1952, my parents met and set in motion decades of their paying more in taxes as a double-wage-earner household.
My mother, Dottie, was still working at a garment factory then, earning about $22 each week and paying room and board to live with her aunt on Union Avenue in the Bronx. One night, after she had already gone upstairs to bed, her cousin told her to get dressed, fix her hair, and come downstairs—because he had a fella he wanted her to meet. That fella was my father, James, who worked with her cousin at the post office.
“We didn’t hit it off at first,” my mother says. But he kept asking about her, and finally, months later, they began dating. My mother was in her midtwenties, which in that era was rounding Old Maid Land. Although she liked James, she did not want him to waste her time—so she asked him where this was leading. He gave the right answer. My parents got engaged on Christmas Day in 1955 and married the following June. By that time, my mother was trained as a licensed practical nurse and worked at Jacobi Hospital in the Bronx, making $57 a week. My father had learned a trade and started working for a plumbing company. My parents’ income was close together, although Mommy reminds me that she made a little more than Daddy.
Compare them to a couple—let’s call them Henry and Charlotte—with a similar annual income earned by only one spouse. To keep it simple, let’s say James and Dottie each earn $50,000; Henry earns $100,000, while Charlotte earns $0.
Let’s assume for the sake of simplicity that the progressive tax system has only two rates and two brackets: one bracket for income up to $50,000, with a tax rate of 10 percent, and a second bracket for income greater than $50,000, with a tax rate of 50 percent.
Marriage doesn’t affect James and Dottie’s tax position; they’d each pay $5,000 ($50,000 × 10%), or together pay $10,000. Henry and Charlotte, however, have a strong financial incentive to get married. Unmarried Henry would pay a $30,000 tax bill ($5,000 [10% of his first $50,000]; plus $25,000 [50% of his second $50,000] for a total of $5,000 + $25,000 = $30,000), leaving him with $70,000 after taxes. Thanks to the joint return, Married Henry pays only $10,000, leaving him and his wife $90,000 after taxes—a tax cut of $20,000.
Now, James and Dottie, too, have $90,000 after taxes. Under the principle of horizontal equity, all might seem well—the two couples have the same income and, accordingly, pay the same tax bill. But a single-wage-earner household is qualitatively different from a household where it takes two wage earners to get to the same income level (not to mention the very different jobs they hold; more on this in chapter 4). James and Dottie both work full-time to reach the income Henry earns by himself. Henry and Charlotte can divide up their labor so that he can spend long days getting ahead at work, and she can take care of the household (a common division of labor in very-high-earning families).
Our tax laws specifically ignore the value of the services that a nonworking spouse like Charlotte provides to her family. That income is called “imputed income” and escapes taxation. Charlotte may care for children or oversee a nanny, keep house or supervise a housekeeper, prepare meals, and run errands for her children and husband. All of it enables Henry to focus on his hypothetical six-figure job while Charlotte takes care of the home front. If she provided those services for a third party, it would be in exchange for wages, which would be taxable income. Because she provides them to her family, our tax laws treat her labor as a tax-free event.
James and Dottie, meanwhile, both have full-time jobs working outside of the home. They would have to hire outside help with after-tax dollars to get the equivalent of the services that Charlotte provides. If they chose to handle housework themselves, research shows that Dottie, as the working wife, would likely still perform a greater percentage of household labor than James.20 But the amount of Dottie and James’s imputed income will always be significantly less than Henry and Charlotte’s because James and Dottie each have full-time jobs, while Charlotte’s full-time job is working for her family. Given that there are only twenty-four hours in a day, James and Dottie simply have less time than Charlotte to spend on housework and family care. So even if we increased James and Dottie’s household income by the value of their imputed labor, it would always be less than Charlotte’s because she is contributing the equivalent of a full workday, while they are performing imputed labor in the hours before and after their other workday.
Even if tax law were to tax both families’ imputed income, Henry and Charlotte’s taxable income would be greater than James and Dottie’s simply because one person is focused on home life full-time, while the others are working at least forty hours per week outside of the home. True horizontal equity would mean that James and Dottie’s tax bill should never be equal to but always less than Henry and Charlotte’s.
But those aren’t the only advantages Henry and Charlotte receive. Henry, as a six-figure employee, is far more likely to also have health insurance, a retirement account, and other tax-free perks that come with his job (as we will see in chapter 4). Again, if our tax laws did not exempt those employer-provided benefits from being counted as wages, Henry and Charlotte’s household income would be significantly greater than Dottie and James’s and taxed accordingly—even assuming, unrealistically, that both couples were receiving identical employer-provided perks. (The value of an employer’s percentage match on a retirement account associated with a $100,000 job is much greater than it would be for a $50,000 job.) In order to accommodate Henry and Charlotte and other couples like them, tax policy stretches the definition of “equal” so far as to break it.
It’s not coincidental that, in this example, Henry and Charlotte are white and James and Dottie are black. There’s plenty of evidence, statistical and anecdotal, that demonstrates how black men and women experience race discrimination in the labor market, and therefore require two salaries in order to have a middle-class standard of living. (There’s also evidence that in practice, black married couples at all income levels are more egalitarian than white married couples when it comes to sharing power or making decisions.)21 Our tax policies were built in total ignorance of—if not willful disregard for—black families’ financial and social structures. The needs and interests of James and Dottie, and millions of families like theirs, were never part of this equation.
My parents both tried hard to get more lucrative jobs. When my mother left the garment factory to earn a better living, she tried to get hired as an insurance company clerk, but they told her she didn’t pass the entrance exam.
“I knew I had passed,” she says. “You know when you get the right answers. And a friend of mine, an Italian girl, told me, ‘I’m not smart like you, Dorothy, and they told me I passed.’ But there was a lot of that, back then.”
She decided to become a nurse instead, a career that offered better opportunities but also required more training. Thankfully, even though the garment factory only employed her for nine months out of the year, my mother had managed to save some money that she was able to use to pay for nursing school. All but two of her nursing school classmates were black women, seeking one of the few professional careers open to them during that time.
My father, meanwhile, had to work as an assistant at a private plumbing company, because New York City’s plumbers’ union wouldn’t admit black men until the mid-1960s.22 Neither of my parents was earning at their peak salary potential, because the system just wouldn’t allow it. And their two reduced salaries were critical to our survival.
A more equitable tax policy would not only cease to punish families who have two equal earners but allow our progressive tax system to operate more consistently with its origins in the idea that those with a greater ability to pay should shoulder a higher tax burden. A truly fair system would be one that ensures that James and Dottie pay less than Henry and Charlotte.
—
Privileged Americans have always had the power to mobilize for action when they feel that tax policy is mistreating them. Post-1948, the segment of the population who were unhappy with the tax cut received by wealthy couples like the Seaborns were those who were white, wealthy, and single. And they were fighting mad.
One such taxpayer, Dr. Donn R. Huf, wrote a letter of complaint that was included in the legislative history of the 1969 Tax Reform Act: “I, as a single person,…pay approximately $4,200 more per year than my [equal-income married business] partner…[and] my 15 percent higher tax bracket places me at a distinct disadvantage in investing my savings as compared to him. Consider what this can amount to over thirty years of productivity….It is evident that this archaic method of taxation is only another form of discrimination that is perpetrated against a small group in this great country of ours. It is unfair, unjust and most of all unethical because these rules were formulated by those who were to benefit by them. If the unmarried had been truly represented, this could not have happened.”23
Dr. Huf thought he was being discriminated against because he was not taxed the same way as a single-wage-earner husband with a stay-at-home wife. And there were a lot of Dr. Hufs out there. A different argument was made by Dorothy Shinder, president of Single Persons Tax Reform, a volunteer national service organization. Shinder argued that unmarried women were not spinsters by choice, but because World War II had deprived them of husbands—as had “the ever-increasing number of homosexuals.”24
In practice, the singles’ penalty could amount to taxpayers paying 40 percent more in taxes than a married couple with the same household income. Imagine Unmarried Henry Seaborn: white, wealthy, and powerful, only without a wife. Unmarried Henry would be taxed on his $100,000 of income and pay $30,000 in taxes, whereas Married Henry would pay $10,000 because half the income was considered his wife’s and therefore taxed at a lower rate. Unmarried Henry viewed white, wealthy, and powerful single-wage-earner Married Henry as his “equal,” and he and his bachelor cohort considered the singles’ penalty unfair.
In response, Congress enacted the Tax Reform Act of 1969, which significantly reduced the penalty for unmarried taxpayers. The tax brackets were changed to cap the singles’ penalty at 20 percent; no longer would single taxpayers pay 40 percent higher taxes than their married counterparts with equal household incomes. Dr. Huf got something, but not everything he wanted. As part of the deal, married couples like the Seaborns got a reduced marriage bonus and a smaller tax cut. Still, married couples with one stay-at-home spouse—by 1970, roughly 60 percent of married white women fell into this category—paid less in taxes than they would have if they’d remained single. The truly bad news was reserved for couples making roughly equivalent income—couples like my parents.
The legislation that made black married couples poorer was enacted by a Congress that included ten black members of the House and one black senator.25 But there were no black members on the House Ways and Means Committee,26 where tax legislation originates. There was no black Charlotte and Henry Seaborn, with the wealth and time to fight the laws that took money out of their pockets.
So as the system evolved, a mostly white male Congress introduced a “marriage penalty.” When certain couples got married, not only would they not get a tax cut but their taxes would increase when compared with what they would have paid by remaining single. How this happens is hidden in plain sight in the rate structure.
Let’s look at the tax rates from 1975, six years into tax reform: For a single wage earner with $45,000 of taxable income, black or white, her first $500 of taxable income was subject to a 14 percent tax, while her last $500 of income (income greater than $44,000) was taxed at 60 percent. Her marginal tax rate (the highest tax rate she is subject to) was 60 percent, the highest a single wage earner could be subjected to under the new law. (Yes, significantly higher than our current top marginal rate of 37 percent.)
A single wage earner making half that income—$22,500 (half of $45,000)—had a marginal tax rate of 40 percent. But if two singles each earning $22,500 got married—and statistically, if they were a black couple, kept earning two incomes—their last $1,000 of income (income greater than $44,000) was taxed at 50 percent, an increase of 10 percentage points from what they paid as unmarried individuals. A household with one wage earner making $45,000 a year and one earning no income—statistically speaking, most likely a white couple—had a marginal tax rate of 50 percent, too. But this represents a decrease of 10 percentage points from the single wage earner’s marginal tax rate when unmarried. When the two $22,500 wage earners get married, their marginal tax rates increase from 40 to 50 percent, but when the $45,000 wage earner marries a nonworking spouse, his marginal tax rate decreases from 60 to 50 percent. That is how married white couples got a tax cut and married black couples paid higher taxes for equal household income.
Any couple with two working spouses in which one partner makes at least 20 percent of the family’s total income will pay a marriage penalty. The more equal their contributions, the greater the penalty. Households where the lower-earning spouse contributes more than 20 percent of household income are marriage-penalty households, but they pay the smallest penalty. A household with a 30-70 split pays more and a household with a 50-50 split pays the highest penalty of all.
That was the solution to my mystery; that was why my parents paid so much in taxes. My father’s overtime, which put his income close to my mother’s, and of which he was so proud, caused them to pay a higher marginal tax rate than they would have had they never gotten married.
And although it’s possible that no one in Congress was considering the effect on black families when the Tax Reform Act of 1969 was passed, a cynic could argue that they were certainly thinking about specific types of white married couples. The penalties enacted in the law protected the labor market advantage of white men by encouraging their competition—white women—to stay out of the paid workforce. It was simple: Marriage to and financial dependency on a working white man was rewarded with a tax cut. If you wanted to work as much as your husband, no tax cut for you. If you wanted to be equal in the home and outside of the home by financially contributing as much as he did, tax policy would punish you.
The majority of married couples27 have always received a marriage bonus, and today roughly 95 percent of married couples file tax returns jointly.28 But over time, as more white women joined the paid labor market and were hit with the marriage penalty, Congress began to make efforts to minimize it. My research based on the 1990 census, for example, showed that for households earning between $60,000 and $90,000, there were more white married couples where both partners worked and earned roughly the same income (putting them in the marriage penalty category) than there were couples where one spouse made no income (providing them the marriage bonus). In all other income ranges, white couples were still largely getting a bonus when they got married. But the trend was clear, and beginning in 2003, President George W. Bush signed into law tax cuts eliminating marriage penalties for married couples earning less than $56,800.
This reform came with a large caveat, however. The new law did not apply to taxpayers eligible for the earned income tax credit (EITC), which applies to low-income wage earners. (A tax credit is different from a deduction because it offsets tax liability rather than lowering taxable income.) Bush only slightly reduced the marriage penalty found in the EITC, which meant that those who needed it the most—hardworking, low-income Americans—got very little tax relief from being married. As a candidate in 2000, Bush had said, “What kind of a tax code is it that discourages marriage?” While in office, he instituted a Healthy Marriage Initiative, promoting marriage as a path to stability for low-income families.29 Yet from a tax policy perspective, President Bush did very little to change things for low-income workers.
The reduction in the marriage penalty came with another price: an increase in the singles’ penalty. Under the new system, an unmarried earner like Dr. Huf paid more, a middle-income married couple like James and Dottie paid the same as they would individually, and a married single wage earner like Henry Seaborn got a larger tax break. High-earning, dual-income married couples were hit the hardest of all.30
My father died in 1994, so my parents weren’t able to benefit from the 2003 marriage-penalty relief. But other black married couples did (with the big exception of those who qualified for the earned income tax credit). They would benefit even more from the marriage-penalty relief offered in the 2017 Tax Cuts and Jobs Act. Treasury Department research had predicted that in 2016, a bare majority (51 percent) of married couples would receive a marriage bonus while 40 percent would pay a marriage penalty.31 And it should come as no surprise that as more white married couples were subject to the marriage penalty, tax relief was right around the corner. The 2017 Tax Cuts and Jobs Act kept the marriage penalty for low-income taxpayers eligible for the EITC but temporarily eliminated it for almost all other households except those in the highest marginal tax bracket, 37 percent, which applies to very-high-income households (at least $500,000 for single taxpayers and $600,000 for married taxpayers).
But this round of marriage-penalty relief also came at a cost—an even greater marriage bonus. Mathematically speaking, that is the only way to provide marriage-penalty relief in a joint-return, progressive tax system. In order for dual-earning black married couples (outside of the lowest- and highest-income households) to not pay higher taxes when they get married, their white single-wage-earner “equal income” household peers would now pay even less. But remember, when it comes to income, two does not equal one.
Take Greg and Kristen Galloway, a black Atlanta couple whom I think of as the twenty-first-century version of my parents. Kristen and Greg have been married since 2015 and have one child, born the same year. They own a single-family home in Tucker, Georgia, about half an hour from downtown Atlanta, and both work full-time: Greg as the operations manager at the CNN Store, Kristen as an administrative assistant at the Goizueta Business School at Emory University. In 2019, Greg earned $58,389 working approximately a forty-hour week; Kristen earned $51,003.26, working about the same. Both have health benefits, a 401(k), and personal time off—but because Kristen’s wages are 46 percent of household income, Greg and Kristen are the typical marriage-penalty couple. Due to the 2017 tax cuts, if they filed a joint return and took the standard deduction, their taxable income after deducting the standard deduction would be $84,992.26, with a tax bill, according to the IRS tax tables, of $10,412. If they simply lived together and filed individually, their combined tax bills would be roughly the same; marriage earns them a $70 bonus under the new law.
Now, contrast the Galloways with a couple consisting of one wage earner and one stay-at-home spouse—a pattern that, as we’ve seen, is significantly more common for white couples. If the wage earner makes the same as Kristen and Greg’s combined income—$109,392.26—he and his wife will file a joint return, take the standard deduction, and also pay $10,412 in taxes. Horizontal equity requires this outcome.
However, if this (presumably) white couple were unmarried and living together, but still supported by one income, the single wage earner would pay taxes of $17,497. So a marriage between one high-earning spouse and one low-earning or nonearning spouse offers significant savings; in this case, around $7,000—one hundred times the amount Kristen and Greg get.
Meanwhile, Kristen and Greg rack up expenses that single-earning couples can avoid. They pay for daycare so they can both work; they own and pay for insurance for two cars so they can both commute to their jobs; and they take care of household needs after they come home in the evening, instead of having the flexibility to attend to them throughout the day. And both have student loan debt, though only Kristen has a degree. (As we’ll see in chapter 3, having student debt without a degree is far more common for black families than white ones.) In other words, just as the Browns and the Seaborns earned their $90,000 under very different circumstances, a black dual-income couple and a white single-income couple may have the same taxable income—but they do not have the same ability to pay.
Even the most high-achieving black married couples can have a harder time building wealth than their white counterparts. A look at federal census records bears this out.32
I analyzed33 2010 Census Bureau data for same-race heterosexual couples as the best proxy for the overall population, since 90 percent of the married couples responding to the census identified as same-race couples, and at the time same-sex couples were unable to file jointly.34 While some couples’ marriage bonuses and penalties were reduced or eliminated due to changes in qualifying income or other tax provisions like the earned income tax credit and the child tax credit, the most consistent finding was that single-wage-earner couples are more likely to receive higher benefits (and tax credits) than coequal-wage-earner couples. Single-wage-earner couples (100-0 to 90-10 split) received the greatest marriage bonus, and coequal-wage-earner couples (60-40 to 50-50 split) received the highest marriage penalty.
TABLE 1.2. MARRIAGE-BONUS COMPARISON: WHITES AND BLACKS
Table 1.2 shows that single-wage-earner marriage-bonus households are more often white than black—even at higher income levels. Black couples never “earn” their way into marriage bonuses simply by making more money—in fact we see an even wider gap between black and white married couples at the highest income levels. In other words, when black and white Americans marry, they make different choices about spouses working in the paid labor market. (We’ll examine the additional financial obligations that black families often carry—including support of other family members—in chapter 4.) It’s predictable that any system that taxes dual-wage-earner households more will hit black married couples harder than their white counterparts.35
In the middle-income ranges, the percentage of white and black couples getting the marriage bonus decreases. However, once income hits $90,000, more white married couples begin to climb into the group that receives the tax cut. For black couples, the climb begins around $200,000 and still never approaches the high percentages of their white peers.
At the lowest income levels, we do see very similar percentages of white and black married couples in single-wage-earner households. That may be partly explained by the vagaries of the low-income labor market, and by the significant marriage penalties found in the earned income tax credit for dual-wage-earner households. The EITC is designed for low-income workers, and according to the Georgia Budget & Policy Institute, lifts four hundred thousand Georgia families above the poverty line. But it has steep marriage penalties, and recent tax reform efforts left those penalties largely intact.
Take a home healthcare worker in Atlanta with two children earning $19,000 a year. In 2020, she is eligible for an EITC of $5,920, which she can use to offset her tax bill. If her tax bill is smaller than $5,920, she gets refunded the difference.
Now let’s say she meets a man with no children who earns $20,000. Because he’s single and has no children, his salary is too high to qualify him for the EITC. If they want to get married, EITC rules require them to file a joint return—but when they do, it cuts her benefit to $2,626. If she were a high-earning home healthcare provider, with a salary of $30,000, the same circumstance would cut her EITC from $3,512 to zero. For families in this situation, losing 5 percent of their income is significant, and getting married should not be the choice that sends them into poverty. (Never mind that the EITC is incredibly complex, results in high rates of error, and those who claim it are twice as likely to be audited as high-income Americans.)
Next we compare white and black Americans in marriage-penalty households at all income levels.
TABLE 1.3. MARRIAGE-PENALTY COMPARISON: WHITES AND BLACKS
Table 1.3 shows how married black couples are more likely to be in the penalty zone than white married couples regardless of income. As income increases, black couples are still more likely to be in coequal households to a greater extent than their white peers because of black wives’ significant earnings compared with their husbands’. High-income married black couples who are in the best position to save more, invest more, and build more wealth are instead paying Uncle Sam more for the privilege of being married.
Next we compare white married couples receiving tax cuts with those paying a penalty.
TABLE 1.4. COMPARISON OF WHITE MARRIAGE-BONUS (MB) AND MARRIAGE-PENALTY (MP) HOUSEHOLDS
For white households with incomes up to $50,000, a higher percentage of single-wage-earner households are eligible for tax breaks than coequal-earner households. More than 40 percent of white married households earning between $200,001 and $1 million get tax cuts when they marry, while less than 20 percent pay a penalty. The overwhelming majority of that 40 percent are eligible for a marriage bonus because their marriages mirror a historical archetype of a single wage earner with a stay-at-home spouse that traces its roots back to tax policy decisions made in the first half of the twentieth century.
However, once household income exceeds $1 million, almost 25 percent are eligible for the marriage bonus, compared with 45 percent who pay a marriage penalty. Why? Because almost half of those couples are equal earners—like the anonymous couple featured in Refinery29’s Money Diaries in 2017, who earned $1.2 million in salaries and bonuses. The diary, written by the wife, noted that she worked full-time as an “executive director” in “finance,” and her husband worked full-time and earned a similar salary. The children were in full-day school programs, and both parents handled childcare in the evenings.36 Think of them as rich white versions of my parents, experiencing marriage the way a dual-income family does.
For white married couples, this story is about both race and class. At the lowest household income levels, we see a significant percentage meeting the “ideal” archetype of a single-wage-earner household. The story is the same for upper-income couples. However, at the middle-income levels and extremely high-income levels, we see fewer white couples meeting the ideal of a single-wage-earner household, and paying a high price as a result.
Finally, table 1.5 compares the percentage of black married couples in marriage-bonus and marriage-penalty households.
TABLE 1.5. COMPARISON OF BLACK MARRIAGE-BONUS (MB) AND MARRIAGE-PENALTY (MP) HOUSEHOLDS
Some black households meet the single-wage-earner ideal, but a far greater percentage does not. The numbers are stark. Once household income rises above $60,000, there are more than twice as many black marriage-penalty households than marriage-bonus ones. Once household income exceeds $80,000, there are more than three times as many. At $100,000, it’s four times as many. We never see this large a gap in white households.
Race plays a larger role than class here. Only at the lowest income levels are married blacks significantly more likely to be in the ideal single-wage-earner households. I have a hunch this is related to the instability of the labor market for low-wage workers—and especially for black men. (The single wage earner here is not necessarily the husband.) Once household income exceeds $30,000, black couples are always more likely to be found in coequal-wage-earner households regardless of income. Black households are far more likely to not meet the white “ideal” of marriage as defined in our tax system, and the joint return causes these married black couples considerable financial harm.
The 2017 Tax Cuts and Jobs Act eliminated the marriage penalty in the rate structure for all households, except those facing the highest marginal tax rate and those eligible for the EITC. But here’s why I don’t think it’s a meaningful step toward true reform: It did away with the marriage penalty by increasing the marriage bonus for the Henry Seaborns of the world. I believe it’s simply a case of history repeating itself: Just as the marriage bonus was created in response to a new tax burden imposed on America’s wealthiest white couples, the increasing number of white married couples paying the marriage penalty was the impetus for the 2017 act’s marriage-penalty relief. So once again, the wealthiest (and likely whitest) couples get a bonus. Meanwhile, history repeats itself for Kristen and Greg, too. Unlike my parents, they don’t pay a penalty, but they also don’t get the kind of tax savings that would allow them to put some money aside or invest in their retirement accounts or open a savings account for their son. (And frankly, any true tax policy reform would also address the decades of lost opportunities for older couples like my parents—but more on that later.) Also, you shouldn’t feel too bad for the high-income white households who are still theoretically subject to the marriage penalty—a different loophole is in place to help them (more in chapter 5).
—
But the vast majority of black taxpayers are single like me—less than one-third of black adults are married compared with 54 percent of whites. By increasing the marriage bonus, the 2017 tax act created a huge singles’ penalty. For example, in 2020, a married taxpayer with $50,000 of taxable income is subject to a marginal tax rate of 12 percent—their last dollar of income is taxed at 12 percent. A single taxpayer with $50,000 of household income is subject to a marginal tax rate of 22 percent. Ultimately, the 2017 Tax Cuts and Jobs Act did what tax policy has always done: prioritized shifts in recognition of white cultural norms at the expense of black cultural norms.
That’s how our progressive tax system has put cash into the pockets of a majority of white married couples while at the same time taking money out of the pockets of most black married couples for the decades between 1969 and 2017. A study of black and white families over a twenty-five-year period between 1984 and 2009 showed that getting married increased white wealth by more than $75,000, but did nothing to increase black wealth.37
But the authors of the study made a common mistake—the same mistake that the political left often makes—citing black generational poverty as the reason blacks don’t benefit from the wealth-building aspects of marriage. That explanation certainly holds some historical weight, but today, as my research shows, tax policy is key to understanding that equal income is not equal across racial lines: Two does not equal one. Tax policy decisions help make white married couples richer.
We also see why the conventional wisdom that marriage can lead to economic stability—espoused by conservatives but often supported by progressives, too—doesn’t work for black couples. The Heritage Foundation has long argued for marriage as a solution to poverty and blamed low marriage rates particularly on black men who do not embrace marriage.38 And the concept predates George W. Bush: Democrats and Republicans in Congress enacted welfare reform in 1996 (signed by President Bill Clinton) with funding provisions that allowed states to “encourage marriage.” The idea of marriage as a panacea for poverty has been referred to as the “marriage cure.”39 The research here shows how mistaken conventional wisdom can be.
When my parents, James and Dottie, got married, they thought a lot about money and how to save it, right down to the homemade potato salad they served at their wedding reception. But they didn’t think about their taxes as something that could help or hurt them. Most Americans go into marriage the same way, not factoring penalties or bonuses into their decisions (though a 2015 Tax Foundation report, which did not analyze results by race, suggested that those penalties and bonuses do ultimately affect how much each spouse works).40 But marriage for most black Americans—especially low-income black Americans eligible for the EITC—is likely to result in a tax increase. For middle-class black Americans, marriage does not result in a tax cut, as it does for their white peers. Married black Americans are subject to the highest marginal tax rate and are less likely to get a tax cut like their white peers. Marriage pays off for most white Americans—but not most black Americans.
What is a better tax approach to marriage going forward? I will put aside until chapter 6 the question of how to compensate black families for the decades of potential savings that federal tax policy has taken from them. For now, I just want to push the reset button and consider the best way to treat marriage going forward. It’s important to recognize that this tax policy was shaped by the needs of a very small, but very powerful, minority constituency: the Seaborns and the 5 percent of Americans who were paying taxes in the 1920s. Although the tax base has expanded, the policy continues to benefit one group—white married couples—at the expense of everyone else.
The better goal is marriage neutrality: Tax policy neither rewards nor punishes marriage, everyone files their own individual tax return, and marriage has little to no impact on your tax bill. For families who have been filing jointly for decades, this may seem like a big shift. But it’s actually a return to the origins of our tax system, and puts us in line with the rest of the world: Today more than two-thirds of the countries in the Organization for Economic Cooperation and Development already tax married couples as individuals. The United States is an outlier. (Thank you Henry and Charlotte!) Canada, for example, has had a system of individual filing since 1917,41 with certain tax benefits that apply solely to married couples and common-law partners, such as a tax credit for spousal or partner support. Their century’s worth of experience could provide a model for moving forward.
When two people marry it is a personal decision. When a couple decides that one spouse will stay at home, they are making a second personal decision. And an established rule in our tax system is that your individual tax outcome should not be based on personal decisions. That’s why the clothes we wear to work are generally not deductible. I like Celine handbags and Valentino shoes (Dottie Brown’s daughter knows quality when I see it!), but I cannot take a deduction for them, because it wouldn’t be fair to the person who likes shopping at Target—or the person who cannot afford to buy expensive things. If my tastes were tax-deductible, your deduction would be smaller than mine, and you would pay more in taxes than I do because I spend more money than you on designer clothes.
Marriage neutrality would require repealing the joint return provision and legislatively overturning Poe v. Seaborn. Now James and Dottie’s individual taxes don’t change when they marry, and neither do Charlotte and Henry’s. If Henry pays more, it’s because he’s in a higher income bracket; his stay-at-home spouse has no taxable income and would not have to file a tax return. The single wage earners would be taxed on their income the way they were before they got married. The coequal wage earners would be taxed the same way they were when they were single—and they would pay less in taxes than their single-wage-earner counterparts. There would be no singles’ penalty. Dr. Huf said it best in a follow-up letter to Congress: “There is no reason for a tax differential based on marital status. There should be one tax rate schedule to be used by the single, the married filing a joint or separate returns and the heads of households. Discrimination is fading from all facets of American life and I hope you seize this opportunity to place all Taxpayers on the same basis.”42
Sounds simple.
Feminist scholars, like my Emory colleague Martha Albertson Fineman, Robert W. Woodruff Professor of Law, have long argued for a return to individual filing, noting that a marriage bonus or penalty subsidizes and privileges sexual affiliation in marriage (until relatively recently, legally defined as between a man and a woman) while ignoring other caretaking relationships, like that of parent and child.43 Professor Fineman calls for the abolition of marriage as a legal category and the elimination of tax breaks tied to marriage—policy shifts she says are “totally consistent with repeal of the joint return.” When tax policy privileges marital status by creating a joint return, it is excluding all of the other types of relationships that nurture and sustain us.
Yet nothing has happened. The biggest hurdle to repealing the joint return remains the political one—which will not be easy to overcome, particularly since rich white married couples, like the Seaborns, will lobby Congress to retain their recently increased marriage bonuses.
But things are different today. Congress has many more black members, white women, and progressive allies. Today’s electorate has many more black voters. The data prove that most black Americans do not benefit from joint filing status, in contrast to a bare majority of their white peers. We also have a growing population of single Americans—particularly unmarried women. In 2017, 45 percent of Americans over the age of eighteen were single and 53 percent were women.44 We have more single people today than we have ever had in history. The singles’ penalty will only be eliminated if the joint return is repealed.
However, for that to happen, the public needs to demand it—and for the public to demand repeal, they need to understand exactly how the same policy, so equitable on the surface, actually perpetuates inequality. When I told Kristen and Greg Galloway how marriage privileges the experience of a couple with their exact income, but only one working partner, Kristen said, “It almost leaves you speechless, it is so not fair.”
Greg thought about the hours they put into their jobs every day, the childcare expenses that eat into their income, the advantages they’d have if one of them could afford to be a stay-at-home parent. I’ll never forget the resignation in his voice when he asked me, “How can we ever get ahead?”
It’s time to reexamine the idea that “most Americans” get a tax benefit through marriage, and be honest about what we find: “Most Americans” means most white Americans. The sooner we understand that, the sooner we’ll have a productive answer to Greg’s question. But if we allow these misperceptions to remain, the answer, for the Galloways and other young black couples like them, will be: “We can’t.”
Before the Fair Housing Act was passed in 1968, black homeownership was mostly achieved through a mix of luck and strategy. Take my parents, James and Dottie, who bought a three-family home at 1061 Morris Avenue in the Bronx in 1964. At that time, only 38 percent of black Americans (compared with 64 percent of white Americans) were homeowners,1 and the Fair Housing Act, which made race discrimination in housing illegal, was still four years away. So how did Daddy, a plumber, and Mommy, a licensed practical nurse, purchase a home? Luck and strategy.
Daddy (who, again, wasn’t allowed to join the plumbers’ union because he was black) worked for a man named Julius Gelman, and over the years helped him build up his business. The Gelmans grew very fond of him, and one day, when he mentioned that he’d seen a house on Morris Avenue that he liked, Julius Gelman’s mother decided to take action.
“She said, ‘Yes, we need to get your children in a nice house with good schools and a backyard to play in,’ ” Mommy recalls. “I said, ‘James, we don’t have a pot or a window.’ But I prayed, and I said, ‘God, if it’s for us, help us get it.’ ”
Between God and the Gelmans, they got it! The house on Morris Avenue was owned by Lorenzo May, a black real estate investor who owned many properties that Mr. Gelman did the plumbing for. (That was how my father first saw it.) Mr. May was ready to sell 1061 Morris Avenue because his wife didn’t like it, and so the three men struck a deal. Mr. Gelman would loan my parents $6,000 for their down payment and take back a second mortgage. My parents would take over Mr. May’s mortgage with Edison Bank for the balance, which was fifteen years and a principal amount of roughly $21,000. Mommy tells me Mr. Gelman’s lawyer took care of all the paperwork. They stepped into Mr. May’s shoes and got the terms he received. My parents weren’t saddled with a 1950s version of a subprime mortgage. Their monthly mortgage payments were $180 to the bank and $100 to Mr. Gelman. We lived on the first floor, and our renters—strangers at first who later became “Aunt Mary” and “Uncle Sam,” and “Aunt Margaret” and “Aunt Martha,” to us—lived in the middle and upper apartments, paying us $120 and $130 in rent per month. The neighborhood was largely Jewish, with a synagogue on the corner and very good schools. And the first-floor apartment had a small backyard that my sister and I could play in. (Mr. Gelman’s mother got her wish!) Without all of these people willing to work, pray, lend, and dream, my parents would have rented their whole life, just as their parents did.
My parents were put in a position to build wealth through homeownership because of exceptional circumstances. Most black Americans at the time could not tell the same story. In the middle of the last century, white homeownership was sped along by governmental tailwinds that increased the rate from less than half (45.7 percent) in 1940 to almost two-thirds (64 percent) by 1960. (Before the government provided subsidies through the Federal Housing Administration, most white Americans rented.) The black homeownership rate also increased during this time, from 22.8 percent to 38.4 percent, but black Americans largely did it without the subsidies enjoyed by whites, even as their taxpayer dollars helped pay for those subsidies.2
It’s no longer a secret that the federal government systematically left black families out of the postwar homeownership programs that insured low-down-payment fixed-rate mortgages for whites and provided construction loans for homes and apartments that would be sold to and occupied by white Americans. In The Color of Law: A Forgotten History of How Our Government Segregated America, historian Richard Rothstein describes in great detail all the ways that black families were excluded and exploited by both the public and private sectors during a boom in white American homeownership.3
Two major bad actors of the period were the National Association of Real Estate Boards (NAREB, known today as the National Association of Realtors), a trade and regulation association with significant lobbying power,4 and the Home Owners’ Loan Corporation, or HOLC, a government agency designed to help refinance mortgages after the Great Depression. Using guidelines from the Realtors Code of Ethics—which prohibited realtors from doing anything to “introduc[e] into a neighborhood…members of any race or nationality, or any individuals whose presence will clearly be detrimental to property values in that neighborhood”5—HOLC developed what it called Residential Security Maps designed to highlight safe locations for mortgages. Higher-income white neighborhoods were given an A rating and shaded green. All-black neighborhoods, regardless of income levels, got a D, the lowest rating, and were shaded red—or redlined. NAREB members were also required to accept the Realtors Code of Ethics.
In reality, there was no empirical data to support the belief that the mere presence of black Americans in a neighborhood caused homes to lose value.6 When black Americans integrated a neighborhood, property values initially rose—black families were paying more for their homes than their new white neighbors had paid. The FHA admitted as much in a 1948 report.7 This was primarily because prospective black purchasers were ripe for exploitation in the real estate market. Many predominantly white neighborhoods and new developments in areas deemed “safe” for mortgages were bound by covenants that prohibited sales to black homebuyers. Such covenants were legal (and upheld by the Supreme Court) until 1948; the FHA underwriting manual even provided a sample covenant to developers.8 “If a neighborhood is to retain stability,” the manual said, “it is necessary that properties shall continue to be occupied by the same social and racial classes.”9 That left limited choices for prospective black homeowners, who were forced to pay a premium if they could find a home in a neighborhood that would accept them. The result was that by the end of the 1950s only 2 percent of the homes built with FHA support since World War II were occupied by blacks or other minorities.10
Racially restrictive covenants were used by white homeowners for years, though eventually race discrimination in housing was made illegal when Congress passed and President Johnson signed the Fair Housing Act. (Incidentally, or not, the act was signed one week after the assassination of Martin Luther King, Jr.) But while the Fair Housing Act made racial discrimination illegal, it fell short of eliminating all vestiges of racial discrimination in housing—as black Americans who have sought to purchase a home are well aware.
It’s widely acknowledged today that past policies like those covenants left black American families behind when it comes to homeownership and its role in generational wealth building. Less known is the fact that present-day tax policy helps keep them there. Federal tax subsidies make things better for most white Americans, who’ve been reaping market and governmental rewards for more than half a century, and worse for most black Americans, whom the market and government have already punished. While white homebuyers no longer have a monopoly on receiving FHA subsidies, they still benefit from the anti-black preferences present in the real estate market, including when real estate brokers “steer” homeowners away from neighborhoods based on their race—exactly as the bad actors of HOLC and NAREB did when housing discrimination was legal. And just as the marriage benefit ignores what marriage looks like for the majority of contemporary black families, the ways in which homeownership is subsidized through tax policy ignore the very real economic and social differences between black and white experiences.
“There’s a carryover of the redlining and steering days, before the Fair Housing laws were passed, and the difference in property values almost tracks 100 percent with the demographics of the area,” says Wayne Early, an Atlanta-based realtor and community economic activist. “As the percentage of black population increases, property values go down, and the rate of appreciation in values goes down. You can have two areas with the same median income, the same types of houses, even the same demand for those houses. And if one area has a much higher white population the prices are going to be two or three times what they are in the black area with a similar economic infrastructure.”
This imbalance continues in our tax system, where two families can have similar homebuying experiences with very different results, depending on whether they’re white or black. Putting aside the obstacles to entry for many black families (in chapter 5 we’ll look at how generational wealth facilitates homeownership), there are two key components of tax policy that contribute to building white wealth and diminishing black wealth: mortgage interest deductions and how home sales are taxed.
Since our modern progressive income tax system was created with the Revenue Act of 1913, the government has always subsidized homeownership by offering tax subsidies for owning, but not for renting. Why? Because rent is a nondeductible “personal, living, or family” expense.11 Remember in chapter 1, when we discussed how personal choices like my designer Celine bag aren’t deductible (but a personal choice like marriage is)? Well, the government will not give me a tax break if I rent an apartment in a fancy building with a doorman, but I do get a tax break if I buy an apartment in a fancy building with a doorman. The permitted deduction for mortgage interest is a huge exception to the general rule about personal choice.
Here’s how that happened: When our tax system was created, few Americans paid taxes, and all interest was deductible—meaning you could subtract it from your reported income and potentially accumulate enough deductions to reduce your income into a lower tax bracket. There was a deduction for personal interest (think credit card or car loan) as well as business interest.
In 1944, as more Americans were taxed to fund the war effort, Congress adopted the standard deduction to simplify administering the income tax and save taxpayers the trouble of keeping receipts. So taxpayers had (and still have) a choice: Take the standard deduction and don’t itemize, or itemize deductions if doing so will lower your tax bill even further.
The Tax Reform Act of 1986 changed everything by making most personal interest, including interest on credit card or student loan debt or automobile loans, nondeductible. However, the act carved out an exception for mortgage interest. As long as the combined mortgages are $750,000 or less, you can deduct the interest on the mortgages for up to two different homes. (Prior to 2018, the limit was $1 million.) You are also entitled to an additional mortgage interest deduction for up to $100,000 in home equity loans if the proceeds are used to improve a home, plus a tax deduction for the state-assessed real property taxes on your home—now capped at $10,000.12
A taxpayer can only reap these benefits by choosing to itemize deductions that, when combined, are greater than the standard deduction, which isn’t the case for most people: A recent analysis of IRS statistics showed that only 22 percent of tax returns claimed deductions related to home mortgage interest.13 The Center on Budget and Policy Priorities produced a report showing that 77 percent of the benefits of the mortgage interest deduction went to homeowners with incomes higher than $100,000, while almost half of homeowners with mortgages, who are mostly middle- and lower-income earners, did not receive any tax benefit.14 Changes to the tax code in 2017 are likely to make this number even higher. The Tax Policy Center predicts that with the increase in the standard deduction and the cap on state and local taxes—which primarily limits deductions for high-income taxpayers in expensive real estate markets like New York and California, which just happen to lean Democrat—only 10 percent of Americans will itemize their deductions.15
None of the studies could provide a racial analysis because, of course, the IRS does not collect or publish statistics by race. However, a recent Tax Policy Center study looked at IRS statistics and matched them up with zip-code-level demographic data that serve as an effective proxy for race and income because of residential segregation.16 The study found that the percentage of tax returns claiming a mortgage interest deduction increases with income. Those in the highest income level claimed the mortgage interest deduction at more than three times the rate of those in the lowest income level. In the high-claiming zip codes, the population was 82 percent white and 5 percent black. In the low-claiming zip codes, the black population more than doubled, increasing to 13.4 percent. “The mortgage interest deduction is the largest tax expenditure for home ownership,” the study concluded, “but its value is not distributed equally across the income distribution or localities. In particular, we find that roughly half of the aggregate mortgage interest deductions are claimed by twenty percent of zip codes; zip codes with high claiming rates tend to be disproportionately white, middle-aged, and married.”
—
The conventional wisdom around the mortgage interest deduction (and its popularity among high-income, predominantly white taxpayers) has a lot in common with the conventional wisdom surrounding the marriage bonus: Both are widely seen as a sure way to save, but both benefit far fewer taxpayers than most people think. The financial journalist Roger Lowenstein describes the mortgage interest deduction as “an American folk legend: the government invented [it] to help people buy their own homes, and the level of homeownership has risen ever since.”17 Congressional legislative history also explicitly makes this connection.18 In a speech to the National Association of Realtors in 1984, President Reagan promised, “In case there’s still any doubt, I want you to know we will preserve that part of the American dream which the home mortgage interest deduction symbolizes.”19 Such language reinforced the idea that the tax break was a key ingredient of the American dream of homeownership, even though it was not an ingredient evenly distributed among black and white homeowners.
However, economists generally agree that the mortgage interest deduction does virtually nothing to encourage people to buy homes.20 Instead, research suggests that it rewards a behavior that was probably going to occur anyway (again, like marriage). But it does change two associated behaviors. First, the tax deduction encourages homebuyers to purchase larger and more expensive homes, so they can maximize the deduction. That behavior creates a market response that increases home prices in general, making it more difficult for first-time homeowners to be able to afford to purchase. (If you’re reading this and wondering who, exactly, does think the mortgage deduction is a good idea, the answer is realtors, developers, and their lobbying groups.)
The deduction and its impact on federal revenues are changing as a result of the 2017 Tax Cuts and Jobs Act; when I first began studying this in 2009, the estimated revenue loss created by the mortgage interest deduction, most often claimed in those “white, middle-aged, and married” zip codes, was projected to be $94.5 billion. In 2021, it’s projected to be under $29.5 billion, and roughly just 10 percent of American taxpayers are now itemizing deductions instead of taking the standard deduction. Personal deductions, including the mortgage interest deduction, do not result in significant reductions to income like they used to.
Unfortunately, the increasingly irrelevant mortgage interest deduction doesn’t work in black families’ favor any more than repeal of the marriage penalty did. According to a Tax Policy Center analysis of 2017 and 2018 tax return data, the number of taxpayers taking the mortgage interest deduction decreased from 20 percent before the 2017 tax reform bill went into effect to 8 percent the following year. Of that 8 percent, more than half were in the top 1 percent of tax returns in the country.21 Most black homeowners are not likely to be found in that population, or in the remaining group of taxpayers still itemizing. Once again, the shifts in the tax code are most likely to disproportionately benefit white Americans.
So while the mortgage interest deduction is what most people think of when they think of how the government subsidizes homeownership, its impact is in decline. But it’s not the only subsidy the government offers homebuyers. A second, and more ominous, piece of our tax puzzle remains: how the government classifies gains and losses from home sales, and the different impact that classification has on black and white families. This policy also stems from the postwar era, when the majority of white Americans became homeowners. There were thousands of new taxpayers on the rolls—and thousands of laws legally discriminating against black Americans.
When you sell your home for more money than you paid for it, you receive income, and until 1951 that income was taxable. That year Congress enacted section 1034 of the Internal Revenue Code, which allowed homeowners to sell their residences without paying any tax on the gains, as long as they purchased a new home of equal or greater value. You might wonder why buying a more expensive home wasn’t considered a matter of personal choice, like buying designer shoes. Just as funding the war required a change to the tax code, the rise of the postwar defense industry demanded more adjustment. As men and women followed defense industry jobs around the country, Congress sought to eliminate potential barriers to buying and selling homes.22 The powerful real estate lobby, which only benefited from increased sales and purchases of more expensive homes, threw a lot of support behind this policy—which, you’ll note, didn’t help renters or downsizers. Calvin K. Snyder, the secretary of the Washington committee of the pro-redlining National Association of Real Estate Boards, explained:
We believe that it is extremely important in this period of defense mobilization not to have provisions in the laws of the land that discourage or impair the mobility of working men and women. We believe that the existing provisions of the Internal Revenue Code—in their treatment of gains and losses from sales or exchanges of homes—do have this effect, because they penalize the people who have to move from one place to another in response to the demands of the mobilization program.23
Legally, the defense industry was supposed to include both black and white Americans; in 1941, President Roosevelt had signed Executive Order 8802, prohibiting racial discrimination in the government and the defense industry. But it rarely did in practice—in the ten weeks after the Executive Order became law, Boeing hired one thousand new employees each week, but none were black.24 Eventually, the Executive Order did help increase the share of black Americans working in the defense industry from 3 percent to 8 percent, although the jobs were lower paying than those held by white employees. (Marginal economic progress of some blacks in the workforce during this period may explain, in part, the increase in black homeownership rates.)
Nevertheless, when Mr. Snyder made his remarks before Congress, it was still legal to discriminate against black Americans in education, housing, public spaces, and many jobs. We did not have Brown v. Board of Education, the Civil Rights Act of 1964, the Voting Rights Act of 1965, or the Fair Housing Act of 1968. The workers who needed to sell their homes and follow defense industry jobs—the workers who were being hired and would benefit from this new tax loophole—were mainly white and able to build more wealth as a result of this new policy.
That change set the stage for a series of amendments and exclusions that would transform the way homeownership affected wealth for the rest of the twentieth century. In 1964, the same year the Civil Rights Act passed, section 121 of the Internal Revenue Code was passed,25 allowing taxpayers aged sixty-five and up to receive $20,000 in tax-free gain from the sale of their homes regardless of whether or not they purchased a new, more expensive home.26 (At the time, the median home value was approximately $12,000.)27 Congress’s rationale was that offering a tax break only for upsizing placed a financial burden on the elderly, who might be downsizing and in need of money for retirement.28 Again, white homeowners were by far the greatest beneficiaries of the new rule. In 1960, almost 71 percent of white Americans between the ages of sixty-five and seventy-four owned homes.29
Section 121 was amended several times over the next couple of decades. The age was lowered to fifty-five, the exclusion raised to $125,000. Then, at the 1996 Democratic National Convention, President Bill Clinton changed the game. As he accepted his party’s nomination, he promised: “Tonight I propose a new tax cut for homeownership that says to every middle income working family in this country, if you sell your home, you will not have to pay a capital gains tax on it ever, not ever.”30
The law was passed in 1997,31 eliminating the age restriction and increasing the exclusion again, to $500,000 for a married couple and $250,000 for a single person. This structure remains in place today: If you sell your house at a gain, you get to keep up to half a million dollars tax-free.
Meanwhile, the tax treatment for home-sale losses has never changed, bound by Congress’s restrictive definitions on personal versus business or investment income and deductions. Income is considered income “from whatever source derived” and taxed (or not) accordingly, but losses are only deductible if they are connected to trade or business property or assets held for the production of income—like stock.32 Personal assets—like your personal residence—are not eligible for loss deductions, so if you sell your home at a loss, no deduction for you.33
That doesn’t seem like a policy that would have a profoundly disparate racial impact—until you ask someone like John, an Atlanta taxpayer, parent, and nonprofit consultant, about his experience buying and selling a home. A graduate of the Massachusetts Institute of Technology and Emory University, he’s lived in Atlanta for more than twenty years, and bought his first family home on Feldwood Road, in the predominantly black area of College Park.
“Growing up, I always lived in a black neighborhood,” he says. “And although my wife is Japanese, and we are a mixed-race family, I wanted our boys to grow up in a black neighborhood because I knew they would come to see themselves as black men. I wanted them to be in the village of black community life, and to understand the cadences and relationships that are built there.”
John and his family started out living in College Park, a neighborhood that’s almost 88 percent black. Unfortunately, they encountered a problem endemic to public school systems across the country: The anti-black housing market, which has led to such profound racial and economic segregation in American cities, perpetuates racial and economic inequities in the surrounding schools. As an article in The Atlantic put it: “These factors have left most African American and Hispanic students marooned in schools where economic struggle is the rule and financial stability—and all the social and educational benefits that flow from that—is very much the exception.”34
Worried about the local public school’s poor ratings, John and his wife enrolled their first son in private school. But when their second son was born, they wanted to move into a stronger public school district to avoid paying two private school tuitions. They made a choice that many families, white and black, do: They left behind a starter home in a neighborhood with low-performing schools and purchased a new home in a neighborhood with higher-performing public schools. (It’s worth noting that these choices, too, tend to be inflected by race: Research shows that advantaged white parents “appear to determine school quality by how many other White, advantaged parents send their child to a school, without doing the legwork to determine what schools in a district are actually high-quality and a good fit for their child.”)35
To get their children into a highly rated public school system, John and his wife bought a house in Candler Park, whose population is 88 percent white and less than 5 percent black, and decided to rent out their house in College Park. And that’s when they discovered that owning a home in a black neighborhood was a losing proposition.
After a series of disappointing renters who didn’t take good care of the house, John and his wife decided to sell the Feldwood Road property. But life kept getting in their way. The Great Recession reduced buying rates across the country. Plus, their two mortgages, one for each property, left them without extra income to fix up the house for potential buyers. When John went through a job transition and had a few months of unemployment, he became concerned about defaulting on their loan, and reached out to the bank that held their mortgage to see if he could negotiate a new payment schedule.
“I was probably about three months away from finding gainful employment, and I said, ‘I’d like to do something that would allow me to make a bridge to be able to continue paying both mortgages,’ ” he says. “And they said they couldn’t do anything until I’d missed three payments, which didn’t make sense to me. But that’s what we had to do. We stopped payment on the house in College Park, and after three months they agreed to talk to me and we negotiated a short sale.”
A short sale typically means the bank agrees to let the borrower sell the property for its fair market value, which is less than the amount owed on the mortgage. In return, the bank does not come after the homeowner for the difference. John bought the Feldwood Road property for $204,000 in 2004, and sold it for $60,000 in 2014. He took no deduction on the loss, of course, and had a three-year flag on his credit report, preventing him and his wife from making any other significant purchases before the mortgage default cleared.
While both properties experienced assessed value fluctuations in the past decade, at its lowest assessed value, the Candler Park Drive home was worth $31,000 more than the Feldwood Road home; the gap widened to $254,000 in 2017, and as of 2019, the assessed value was twice that of the Feldwood Road property.
“There are no other black people that live on my street,” John says. And as a member of a mixed-race family, he finds that local businesses have a hard time recognizing that he, as a black man, is part of the same group that includes his wife and children. “It’s always, ‘Table for one?’ or ‘Table for three?’ when there are four of us standing there,” he says. “But the appreciation of the house has been phenomenal. In terms of long-term value, I would absolutely choose this neighborhood again.”
John’s experiences highlight a key difference in how homeownership affects whites and blacks: When blacks become homeowners, we get less wealth largely due to the personal choices of white homebuyers. Numerous studies show when too many of your neighbors are black, your home will not appreciate the way it would if you lived in an all-white neighborhood, and you may lose money when you sell, just as John did on his Feldwood Road property.36 When your neighbors are virtually all white, you are most likely to make tax-free money when you sell your home—again, just as John probably would, based on the rising value of his Candler Park home.
Ironically, this is a shift that took place after it became illegal to discriminate against black homebuyers. Remember, when the FHA explicitly endorsed and promoted all-white neighborhoods, black families actually paid more for their homes because they had so few options to choose from; the prices they paid increased surrounding property values. After the passage of the Fair Housing Act, supply could no longer be legally restricted, and more neighborhoods became available to black buyers. However, with explicit discrimination prohibited, another insidious factor remained: white preferences and fears, stoked by realtors and developers who wanted to drive out white homeowners and buy up their properties. When black families moved in, developers warned white families their property values would fall—and then, when they left and sold their homes at a loss, they did.
Those federal policies that boosted white homeownership at black expense still haunt us today because white Americans, the majority of all homebuyers, are still not interested in buying in racially diverse neighborhoods. Studies show that the average black homeowner lives in a neighborhood that is 51 percent black, while the average white homeowner lives in a neighborhood that is 80 percent white.37 And when that shifts, research shows, property values start falling when black presence in the neighborhood exceeds 10 percent. The values fall even further as black presence increases.38 Research shows that black Americans are the most “disfavored” of racial and ethnic groups; similar property devaluation has not been found for Latinx or Asian American homeowners.39 White American preferences create what I have called an “appreciation gap” that depresses the market value of homes in diverse or all-black neighborhoods, while increasing the value of homes in all-white neighborhoods.40
This is why homeownership is not a straightforward wealth builder for black families: because the only guaranteed return on their investment is to buy in a community where they will be a small and vulnerable minority. A recent study of fifteen cities between 2012 and 2017 showed that the black Americans in the study had higher estimated appreciation (38 percent versus 30 percent) than their white counterparts because “the majority of Black buyers…purchased homes in neighborhoods that are not majority Black.”41 Instead, they chose neighborhoods where the percentage of black residents ranged from 7 percent to 34 percent.
It’s possible for a black homeowner to live in a white neighborhood with no personal or social repercussions, but many will probably identify with John, accepting small slights and indignities for the sake of the investment. Others may experience more overt discrimination, like Nnenna Agoucha. In 2018, the radiologist was coming home from work when a white man parked his SUV in front of the gates to her residence to prevent her from entering. He reportedly told police that although he didn’t live there, he owned property nearby and was trying to prevent theft.42 Buckhead, the Atlanta neighborhood where this took place, is almost 80 percent white and just under 10 percent black.
And then there’s the worst-case scenario for a black homeowner in a white community. Here is how Dr. Agoucha puts it: “When this altercation was going on, what went through my mind was this [white] guy could do absolutely anything to me. He could shoot me dead on the spot because he was trying to protect the neighborhood and the property, and people would make up stories later.”
There can also be unanticipated financial challenges for black families moving into majority-white spaces, as another black Atlanta couple learned recently. The Hancocks bought their house on Walker Avenue SE after participating in a homeownership program through Focused Community Strategies (FCS), an Atlanta nonprofit that specializes in revitalizing struggling neighborhoods by investing in mixed-income housing and small-business creation. The family had previously lived in public housing in Nashville, and this was their first opportunity to own a home.
“When I lived in an apartment, that’s all I used to say: ‘One day, I’m going to have me a house,’ ” Mary Hancock says. “Especially when we got married, and one month your rent is this much, and then you go back and ‘No, we changed the rent, you’re making a little bit more money.’ I was like, you know what? I’m going to get out of here. I’m going to get me a house.”
Working with FCS’s homeownership program, Mary and her husband took classes in budgeting, saved up their down payment and obtained a mortgage, and moved into their home—a four-bedroom one-bath that they converted into a three-bedroom two-bath to accommodate their children—in 2008.
“We was in our forties, and most people that lived on the street was a lot older. And we were black, and most of them white,” she recalls. “And they used to come down and walk down the side of my house, watching us. It was like they was keeping an eye on us—you know, are they going to be a rowdy bunch, or whatever?”
Part of FCS’s stated mission is building strong neighborhoods; it offers both owning and renting options for mixed-income families, and asks people who qualify for some of its homeownership programs to commit to investing time into the surrounding community.43 That should be a good thing, when it comes to black homeownership—and in fact, the value of the Hancocks’ home has increased.
However, as the value rose, their Fulton County property tax bill doubled from 2017 to 2018. At the same time, their home insurance company terminated their policy in the fall of 2018, because, Ms. Hancock says, they couldn’t afford to replace the roof. Now she and her husband, respectively a janitor and a line cook, are being told that their house is too run-down to insure, but at the same time worth twice as much as they bought it for.
“It’s pretty much because of the neighborhood,” she says, which, according to census data by zip code, has seen its white population climb and black population decrease between 2010 and 2017. “People are moving in and they are building bigger houses. The house next to mine, it was a two-story at first, but then they also added on to the back.”
Though the Hancocks are from a very different socioeconomic background than John and his wife, both couples have experienced the vagaries of a real estate market driven by the preferences and priorities of white homebuyers. The situation begs the question: Do these preferences reflect a rational fear of falling property values, or are they simply racist? And the answer is: What difference does it make? The impact is the same: Black homeowners and their neighbors get financially hurt because of decisions white homeowners make. When neighborhoods remain predominantly black, the housing stock has lower value, and the schools are more likely to be underfunded and underperforming, as John and his family found; when neighborhoods go through a gentrification process, white families move in, and as the housing increases in value, black low- and middle-income homeowners like the Hancocks face skyrocketing tax bills. Either way, black Americans lose.
Research by the Institute on Assets and Social Policy (IASP) at the Heller School for Social Policy and Management at Brandeis University followed a group of American families over a twenty-five-year period (1984–2009) and showed that the single largest contributor to the racial wealth gap was homeownership.44 The homeownership rate for white families in the study was almost 30 percentage points higher than the homeownership rate for black families. Home equity, too, was greater for whites than blacks. These numbers mirror national statistics: 73 percent of white Americans are homeowners, compared with only 44 percent of black Americans. A different study of home sales to low- and moderate-income households between 2000 and 2010—a period that includes the Great Recession—showed that white families gained or lost money depending on when they purchased, but black families consistently lost money, regardless of timing.45 Homebuying is statistically more likely to lead to a nondeductible loss if you are black than if you are white.
Much of the current research attributes the racial homeownership gap to historical governmental discrimination and discrimination in the mortgage lending industry, both of which are indeed real problems. White Americans have benefited from what the IASP study calls “residential segregation by government design,” as well as more generations of family wealth building, which often reduces borrowing for down payments. And while mortgage discrimination may be illegal, it remains alive and well today. Twenty-seven percent of black applicants and 19 percent of Latinx applicants were denied mortgages in 2015, compared with 11 percent of white and Asian American applicants.46 Research also showed that in 2006, at the height of the real estate boom, black families making more than $200,000 of income per year on average were more likely to get a subprime mortgage than white families with less than $30,000 of income.47 (A subprime mortgage, which has a higher interest rate, is generally offered to borrowers considered too high-risk to qualify for a conventional mortgage, but a borrower with $200,000 of income would not normally be considered riskier than a borrower with only $30,000 of income.) White Americans are far less likely (26 percent) than black (53 percent) and Latinx (47 percent) Americans to have subprime mortgages.48 And even though higher interest rates may mean higher mortgage interest deductions, those come at the expense of building equity, as the higher interest payments mean homebuyers are reducing their principal very slowly—if at all.
There is a third factor, however, that those on the political left have failed to acknowledge: The real estate market is anti-black because most white homebuyers engage in anti-black behavior. As Rothstein describes in The Color of Law, for decades white real estate speculators engaged in “block busting”—selling or renting houses to a few black families at above-market prices, then hiring other black families to push baby carriages, knock on doors, and drive around the block to frighten white homebuyers into selling at reduced prices, and then turning around and selling those same homes to black Americans at excessive markups. But if that kind of behavior is in the past, what explains today’s “appreciation gap” or the direct correlation between black families moving in and property values falling?
White Americans—present-day, twenty-first-century white Americans—simply do not want to live next to too many blacks, even when they can get everything they want in a racially diverse neighborhood. It is specifically the presence of black people, not other racial or ethnic minorities, that brings out white Americans’ concerns. In one study, subjects were shown videos of different but actual neighborhoods with actors playing residents—all-white, all-black, and 60 percent white/40 percent black—and asked which they preferred.49 The videos controlled for social class, which meant amenities in the white neighborhoods were like the amenities in the other neighborhoods. White Americans still preferred the all-white neighborhoods. Black Americans, on the other hand, least preferred the all-white neighborhoods, and viewed the all-black and racially diverse neighborhoods similarly and preferred them.
This is why solutions like the ones proposed by the 2020 Democratic presidential candidates missed the mark. They each had plans to increase black homeownership rates, including providing down payment assistance or allowing homesteading as a path to homeownership for those living in neighborhoods with high vacancy rates for a period of years. But even Senator Elizabeth Warren, who tied down payment assistance to home purchases in historically redlined neighborhoods, ignored present-day racism by white homeowners.50 Neither she nor any of her fellow hopefuls addressed current-day racism and the catch-22 black homeowners face.
—
Ultimately, homeownership in America is a bad deal for most black Americans. Choosing the home that gives you the best shot at financial success means choosing to be a racial outlier, with all the slights and insults associated with that. And if you choose what John calls “the village of black community life,” it is more likely to be a financial failure. White Americans are (and have always been) more likely to be homeowners, and their homes appreciate (with tax-free gain) because the neighborhoods they live in are attractive to other white American homebuyers. When black Americans, who face increased obstacles in becoming homeowners in the first place, do buy, the market disadvantages the neighborhoods they live in. Their homes do not appreciate the way that white people’s homes do, so if they do sell for a gain, their gain is significantly less and they are more likely to sell their homes at a nondeductible loss. Once again, it’s a matter of personal choice—who you want your neighbors to be—but tax policies reward most white taxpayers’ personal choices and punish those made by black ones.
The solution isn’t for black Americans to avoid homeownership completely and stay in the (nondeductible) rental market forever, however. The path to black homeownership is filled with complications and setbacks, yet it can still yield important rewards. The net worth of black homeowners is significantly greater than that of renters,51 specifically because of the equity found in their homes. While home equity makes up only 38 percent of net worth for white Americans, for black Americans, it’s 66 percent.52 So how can we make homeownership more equitable and profitable for black Americans?
I argue for neutrality as one potential reform goal, as I did for marriage. Just as getting married is a personal choice that should not change your tax liability, neither should your taxes be affected by whether you choose to buy or rent your home. In other words, either mortgage interest (and real property taxes) and rent should both be deductible, or neither should be—and gains on the sale of a home should be subject to the progressive tax system like the sale of any other property would be.
Personally, I fall on the nondeductible side for a few reasons. First, allowing a rent deduction would likely enrich only landlords, who would increase rents to take advantage of the new tax break. And given that renters are disproportionately low-income, a deduction won’t help those who simply take the standard deduction, or are already too poor to pay federal income taxes.53
Second, when it comes to subsidies for homeownership, as with the joint return, the United States is already an outlier. Most of our counterparts in the Organization for Economic Cooperation and Development provide significantly fewer tax benefits for homeowners, and those benefits are often limited to first-time homebuyers, as well as means-tested or capped based on home price.54 Contrary to the fears of the real estate industry, this doesn’t appear to dissuade people from wanting to buy a home. Canada, for example, has a similar homeownership rate, but it does not allow a tax break for mortgage interest.55
The real estate lobby is powerful, however, and here’s how they will likely argue against neutrality: Any repeal of the mortgage interest deduction will have consequences for current home values. The price of the mortgage interest deduction is believed to be factored into the price of homes by anywhere from 1 percent to 13 percent;56 such a repeal, the lobby would argue, will reduce the value of homes by a comparable amount. (The National Association of Realtors estimates a 10 percent decline, while the Council of Economic Advisers says the impact is likely to be merely “modest.”)57 History has shown us that stoking fear in white homeowners is a powerful tool, and one that the real estate industry has used freely.
That said, black homeowners, too, will lose value in their homes if the mortgage interest deduction goes away. Given that black home equity represents roughly two-thirds of black wealth, this is a concern I take very seriously. (It’s also worth saying that I’m a homeowner myself, so I know I am advocating for a reform that will hurt me financially.)
Nevertheless, in war there are casualties, and our current tax system is nothing less than a war on the financial stability of most black Americans. And at the end of the day, most black Americans remain renters, though a Pew Research Center study shows a growing number of renters of all races since 2006.58 And just as we saw the marriage penalty repealed when it hit white Americans hard, I might predict a similar outcome here. If we want tax reform that will help black Americans, we have to talk about leveling the playing field when it comes to renters and homeowners.
The real estate lobby is quite effective at getting what it wants from Congress. After all, the only personal interest that survived the Tax Reform Act of 1986 was the deduction for mortgage interest. But here is where history can help us: The real estate lobby’s open complicity in the discrimination against prospective black homeowners should go a long way toward muting them. We have to keep reminding the real estate lobby of the things that happened to black people at their hands, to make them less formidable opponents this time around.
The real estate lobby also proved vulnerable recently when it lost a round with the temporary 2017 Tax Cuts and Jobs Act, which is scheduled to expire on December 31, 2025. That legislation increased the standard deduction—which means fewer taxpayers will bother to itemize their mortgage interest deduction and just take the standard deduction instead. It also reduced the amount of mortgages you could have outstanding and still qualify for the mortgage interest deduction from $1 million to $750,000. And it limited the interest deduction for home equity loans, by requiring that the proceeds of the loan be used for home improvement. (The law used to allow you to take out a home equity loan for up to $100,000 and deduct the interest regardless of how you used the proceeds.)
After all of these changes, there was no public outcry, despite what the real estate lobby had predicted. Indeed, as The New York Times reported, the response was so minimal that some in Washington are proposing getting rid of the deduction altogether.59 Score one for the economists and tax policy experts, who’ve been advocating for this all along!
However, let’s assume inertia wins. My next best option, after a full repeal of federal tax subsidies for homeowners, would be to reserve those subsidies for homeowners living in the neighborhoods that suffer under the system.
I propose we revise all homeownership subsidies to target them directly to those living in neighborhoods that are undervalued because of the race of their occupants. Those neighborhoods deserve government tax subsidies, because the government’s original discrimination against black Americans gave rise to the current discrimination perpetuated by private white homebuyers. Since 10 percent seems to be the magic number of black homeowners that makes a neighborhood lose value, homeowners living in neighborhoods with more than 10 percent black homeowners would be eligible for all current tax subsidies. Won’t that lead to gentrification? Well, a tax break could help offset rising property taxes, and keep black homeowners in place; and as we’ve seen, when black homeowners remain, neighborhoods are much less attractive to many white homeowners.
This isn’t likely to be upheld by the Supreme Court, however. Why? When it comes to allowing race-based remedies, the Supreme Court requires evidence of discriminatory intent as well as discriminatory impact. It wouldn’t matter that the government caused the problem by discriminating against the very racial group that would benefit from this new tax subsidy, as long as the federal government can claim that it didn’t intend these tax policies to be discriminatory.
Put more simply, as Charles Dickens wrote in Oliver Twist, “the law is a ass.”
What would be allowed is to tie all homeownership subsidies to neighborhoods and neighborhood wealth. If you compare neighborhood median wealth to citywide median wealth, you could legally create subsidies that exclusively go to homebuyers in neighborhoods below the citywide median. As part of a neighborhood-based subsidy policy, we could also tie in deductions for home-sale losses in these neighborhoods. Wealth, as we will see in chapter 6, is a typical metric for limiting access to government benefits, so this fix would be unlikely to face serious constitutional challenges.60
The racial wealth gap means that my proposal will likely apply to the majority of black homeowners who live in racially diverse neighborhoods, as well as to the residents of some all-white neighborhoods in poorer rural areas. From my perspective, that makes the neighborhood-based subsidy a less than ideal solution, but it’s potentially the most politically and legally viable.
In addition, as noted above, I’d partner these subsidies with one new tax break, allowing losses on the sale of homes to be fully deductible—just as investors are allowed to deduct their losses if their stock portfolio takes a hit in a given year. (Wonder why we privilege stock gains and losses? We’ll dig into that in chapter 5.)
The symbolism attached to the mortgage deduction and other tax subsidies for homeownership is powerful, as is the message that homeownership is an unqualified good for all. I think of my mother, and her prayer that they’d get the house on Morris Avenue, and Mary Hancock’s refrain, from her subsidized rental apartment in Nashville: “One day, I’m going to have me a house.”
In truth, homeownership in America is rigged and has been from the beginning. Most white homeowners win, and all but a few black homeowners lose. Forget the Fair Housing Act, forget redlining, forget the illegal but still active practice of mortgage discrimination. Today’s federal government creates and perpetuates pro-white policies in the form of tax subsidies for homeownership that are perfectly lawful. Tax subsidies for homeownership are little more than the twenty-first-century version of redlining, and they must be repealed.
Look at the families in this chapter who’ve managed to buy and keep their homes. The Browns pursued their dream with significant financial help from a white family—and the luck of having very good tenants. John and his wife suffered a huge setback, and ultimately chose to be a minority in their neighborhood for the sake of financial security and the promise of a better future for their children. And Mary Hancock and her husband got the house she wanted, with help from a community organization, and still found themselves vulnerable to real estate trends driven by white buyers. Yet each of them has been fortunate in a way that most black Americans are not. Black exceptionalism, not an equitable system, underlies the success of those in the black community who manage to wrestle some degree of wealth from homeownership.
The question remains: Is it worth it? Should black Americans try to grab this piece of the American dream—or should we understand that it will never work for us in the same way it works for white homeowners? The answer to both questions is yes—but a qualified yes. Black homeowners need to be especially careful to protect themselves in a white-dominated market. (Chapter 6 details steps that white homeowners should take to make the market more equitable and accessible to black families.)
But as we’ve seen with the declining mortgage interest deduction, a single policy change isn’t enough to shift the fortunes of black families. Luck and strategy paved the way for black homeownership in generations past, and unfortunately, they’re still a requirement for the type of black homeownership that leads to wealth building. To dismantle the system means fully acknowledging the racist past that shaped today’s real estate market—but it also requires each of us, black and white, to confront the market’s racist present.
Je’lon Alexander, a graduate of Morehouse College, was at the school’s commencement the day black billionaire Robert F. Smith announced his plan to pay off all the student debt for the class of 2019. It was a sunny, humid Atlanta day in May—the temperature peaked close to ninety—and he and some of his friends were messaging back and forth in a group chat. When Smith made his pledge, Je’lon says, he was so overheated and distracted he practically missed it.
“I had a delayed reaction,” he says. “My friends were texting me, and one of them said that Robert F. Smith is paying off student loans. Social media started blowing up.”
That day, and for several after, Je’lon had the same conversation all over greater Atlanta—on campus, at Target, at the drugstore: What’s going on at Morehouse? Are you part of that class?
And he’d explain that no, he wasn’t. He graduated in 2018, one year before, finishing with almost $55,000 in student loan debt.
Mr. Smith’s pledge offered an extraordinary boost to the graduating class at the legendary all-male Historically Black College and University, or HBCU. One student, who’d estimated twenty-five years of student loan payments ahead, told the Associated Press he was excited not to have to live on peanut butter and jelly sandwiches to save money. Dr. David A. Thomas, the president of Morehouse, said that Smith’s generosity represented “a liberation gift” that would open up new opportunities for the men to pursue their passions.1
But what Robert Smith did for the Morehouse Men in the class of 2019 also highlights those like Je’lon who were left behind. Je’lon, who is pursuing a master’s in African American history at Georgia State University, and plans to get his PhD, is not the only member of his family with significant loan debt: Both of his parents have advanced degrees and close to $400,000 in accumulated debt from them.
The Alexanders, unfortunately, aren’t outliers. Research shows that the average black college graduate carries $7,400 more student loan debt than their average white classmate, and that number only increases over time.2 Four years after graduation, black Americans owe an average of $52,726 in student debt compared with $28,006 for white college graduates. And the gap exists across income levels—a University of Wisconsin study showed that while in general, the children of richer parents borrow less money for college, “as black parental wealth increases, we do not see black student loan debt decreasing.”3
The drastic disparity in student loan debt, like most components of the wealth gap, doesn’t exist in isolation: The obstacles to wealth building black families have historically experienced, and continue to experience, all contribute to why black students take on more student loans than their white peers and take longer to pay them back. But the way black students experience college gives the lie to another beloved American folk legend: that higher education (like homeownership) is the ticket to a financially secure future.
The truth, once again, is that the legend works best for white families. Higher education has long been believed to be the key to getting ahead in America. President Barack Obama described it as the “secret sauce” of Americans’ economic success.4 But college does not pay off for black graduates the way it does for white graduates. While a four-year college degree translates to a higher salary regardless of race, for most black college students the picture is more complicated. In fact, for the average black family, a twenty-first-century college education only creates greater imbalance in the racial wealth gap: In 1989, college-educated white households had roughly five times greater wealth than their black peers. That gap had tripled by 2013.5
There are four key ways black and white Americans experience college differently: which institutions they attend; how they pay for them; whether they graduate; and how much debt they have afterward. Each of these, often invisibly, is shaped by a piece of tax policy that almost always advantages the white American college experience. From the tax exemption for nonprofit institutions, which perpetuates the wealth and success of highly selective, predominantly white private colleges, to the deduction for student loan interest, which offers very limited benefit to those who self-finance their education, most tax policies offer greater rewards to white students and fewer benefits for black students.
To understand the link between tax policy and higher education, it’s helpful to think of the whole secondary-education industry as a pyramid. At the top, you’ll find the most selective four-year colleges, both public (meaning state-supported, like the University of California system) and private (meaning self-funded through tuition and gifts). These are all nonprofit institutions receiving associated tax breaks. They also all have a predominantly white student population and admit the fewest applicants.
At the bottom, you’ll find for-profit schools. They receive no tax breaks, relying almost exclusively on tuition to cover operating costs. They admit virtually all applicants and have the highest percentage of black students. But as we’ll see, without the tax breaks nonprofits receive, for-profits have to operate like businesses. And when businesses focus on the bottom line, their customers—in this case, a predominantly black student population—fall prey to profit-maximizing decisions.
Everything else, from community colleges (ranked higher than for-profits for their low cost and affordability) to HBCUs like Morehouse, is somewhere in between.6 If college is a purchase, it would appear that choosing a selective, well-resourced, predominantly white institution at the top of the pyramid will yield the best return on investment for most black students—just like buying a home in a homogeneous white neighborhood.
As shown in the table below, selective colleges yield the best outcomes for black students, with a graduation rate of 70 percent. The majority of black Americans (60 percent) who begin college do not graduate compared with the minority of their white peers (40 percent), but at selective institutions both the majority of white and black students who attend graduate.7
TABLE 3.1. GRADUATION RATES FOR FOUR-YEAR COLLEGES
Type of Institution | Black | White |
Selective | 70.2% | 80.5% |
Private, not-for-profit | 45% | 69% |
Public | 41% | 62% |
For-profit | 20% | 37% |
Why the disparities? Resources. The most selective colleges far outspend the others: on average, $92,000 per student compared with $12,000 spent by less selective colleges.8 That doesn’t translate to simple math, however: Tuition may be high at the most selective colleges, but it doesn’t necessarily decrease as per-student expenditures do. The missing link when it comes to resources in higher education is college endowments—and, of course, the tax policies surrounding them that keep selective, predominantly white institutions (PWIs) wealthy.
A college’s endowment is the sum total of donations and income the college invests for its long-term future. It is like an enormous rainy-day fund, only a small portion of which goes toward educational activities and scholarships. The rest is invested to ensure the continued viability of the institution. (During the COVID-19 pandemic—a rainy-day event if ever there was one—wealthy institutions did not withdraw available funds from their endowments. They imposed salary and hiring freezes instead, along with student fee increases and layoffs.)
If a college is spending $92,000 per student, you might ask, why does it have so much left to invest? Here, again, we see how one tax break combines with another to yield huge returns. Nonprofit institutions—which, you’ll remember, include both public and private four-year colleges—enjoy tax breaks in the form of federal income tax exemption, and typically state and local income and property tax exemptions, too. Universities often own significant real estate, which makes this exemption extremely valuable. In New Haven, Connecticut, for example, an estimated 60 percent of city property was tax-exempt in 2020; of that 60 percent, Yale University, a top-of-the-pyramid school, owned 40 percent of the exempt property. It’s a benefit with far-reaching effects across all of higher education, and it’s probably the least-discussed benefit out there. (A Congressional Research Service analysis of tax benefits for higher education never mentions it.)9
But it’s not even the biggest tax break they get. Private nonprofit colleges and universities—which include every school in the Ivy League, along with others such as Stanford, Northwestern, Duke, and Emory—don’t pay taxes on their endowment income. If you or I have a savings or investment account that increases every year, we have to report the interest income and pay taxes on it, but nonprofit colleges and universities don’t.10 Put another way: By saving enough money to cover costs with plenty left over, thanks in part to the income and property tax exemptions, the wealthiest nonprofit colleges and universities avoid paying taxes on that excess, enabling them to save even more.
Better outcomes, better resources—why wouldn’t all black college students simply choose selective institutions? Because these same institutions disproportionately admit white students, leaving black students attending under-resourced colleges and falling financially further behind.
Nonwhite college enrollment at all institutions—public and private, two-year and four-year—has increased over the past twenty years, from 30 percent in 1996 to 47 percent in 2016. If you separate out the data on two- and four-year institutions, however, white representation is much higher—63 percent at nonprofit four-year colleges in 2016, according to a Pew Research study.11 White students are five times more likely to go to a selective university than black students. The pattern holds even when controlling for income; in fact, the gap grows as income grows. Higher-income white Americans are four times more likely to attend selective schools than higher-income black Americans, when at the lowest income levels whites are two to three times as likely to attend selective schools as blacks. At every income level a statistically significant higher percentage of white students attend selective universities than blacks.12 According to a New York Times analysis, even as colleges have begun admitting more nonwhite applicants overall, the percentage of black students at the nation’s top colleges is roughly the same today as it was thirty-five years ago.13
Just as purchasing a home in a white neighborhood can require significant financial and emotional investment for a black family, attending a predominantly white elite institution can present financial and emotional obstacles for black students. Cost is a factor: The most selective institutions are expensive, with the University of Chicago topping the 2019 list at $80,000 for a year of tuition, fees, and housing.14 Just because the “sticker price” is $80,000 does not mean every student pays that price. Some pay less (or get it at a “discount”) because their college awarded them scholarships or financial aid grants. But tuition doesn’t tell the whole story: Even a student with a generous financial aid package can lack money for textbooks, housing, and food. Anthony Abraham Jack, an assistant professor at the Harvard Graduate School of Education and author of The Privileged Poor, successfully petitioned Harvard to keep its dining halls open during spring break after a low-income student told him that the closed dining halls meant “famine” to students like her.15
When black students do attend the most selective institutions, they are a distinct minority: The 2016 Pew Research analysis found that on average, at very selective four-year schools, the student body was only 9 percent black compared with 56 percent white, 14 percent Latinx, 16 percent Asian, and 5 percent who identified in some other way. When a student is one of a few black people their peers encounter every day (or, in some cases, the only black person), it often means performing what I call “racism triage”: Facing a broad range of aggressions from peers and superiors, but lacking the capacity to respond to each and every one, you reserve your energies for only the worst.
Racism triage became a part of my life early on, when my mother discovered that both my sister and I were being mistreated by white teachers at our elementary school. My first-grade teacher, unhappy that my grades were the best in the class, told my mother that she’d hoped she’d be there when I “fell off my high horse.” My sister’s fourth-grade teacher, meanwhile, deliberately lowered her grades so that a black student wouldn’t have the best scores in the class. (She bragged about her deception to a white friend, who then tipped off my mother—Miss Dottie was an involved and well-liked parent at the school.) While both incidents were harmful, Mommy said she was willing to put up with my teacher because I was “getting 100s with her racism.” My sister, on the other hand, was having her test results falsified, and that my mother couldn’t tolerate. She took action, removing us from the school with the racist teachers, and using my grandmother’s address to enroll us in another one. (Today my mother’s lie about our home address might result in her being charged with a crime.)16
By the time high-achieving black students get to college, it’s very likely they’ll have performed a lot of racism triage, which leads many to seek out institutions where they can stop. As one 2013 graduate of Spelman College puts it: “I wanted to go somewhere where I wasn’t going to be ‘the smart black girl.’ I just wanted to be Racheal.”
A musician and an international studies major, Racheal attended a performing arts high school, where she got excellent grades. She’d always planned to go to college, she says, but at some point during high school, she began to think about what it would mean to attend an elite school as a black student.
“You start to see patterns—you get into the honor courses, and you’re the only one. You get accepted into honor societies, and you’re the only one,” she says. “It wasn’t something that someone explicitly said. It was like, the writing’s on the wall.”
Racheal chose Spelman, another outstanding HBCU in Atlanta, specifically to spare herself the experience of being “the smart black girl.” Black students at predominantly white institutions often aren’t as lucky, and face tokenism, microaggressions, and outright disbelief that they belong. In a 2014 photo essay called “I, Too, Am Harvard,” black Harvard students posed with texts that reflected some aspect of their college experience; one student held a sign that read “You’re Lucky to Be Black…So Easy to Get into College!” and attributed the remark to a former friend.17
The institutions themselves perpetuate the problem, too, by not considering the ways they deprive black or low-income students of the same college experience as their white peers. Take the work-study model, for example; why make a lower-income student’s attendance at the university contingent on their employment there? Or consider on-campus job recruitment: Are colleges ensuring that the companies who recruit have fair hiring practices, or are they providing opportunities for white students at the expense of black students? Even the question of who works for the university affects black and white students differently: In 2018, a black student at Smith College, an exclusive women’s college in Massachusetts, was eating lunch in a dormitory when the police arrived; an employee had called them, saying that the student “seemed out of place.”18
And because black enrollment at predominantly white institutions has not increased significantly over time, today’s black students often find themselves fighting last century’s civil rights battles over representation and fair treatment. At Emory University, where I teach, the undergraduate student population is just 8 percent black; a former student activist pointed out that a 2015 list of demands for a more equitable campus was depressingly similar to a list from 1969.
“All of these things historically have been asked for time and time again, and time and time again, the University has somehow pushed it to the side,” former residence hall director and graduate Troizel Carr told the student newspaper. “Fifty years ago, students that looked like me were asking the same questions…and to this day, we still have not gotten the same things. And that’s frustrating.”19 Among the unmet demands, forty-six years apart, were increases in black faculty and administrators, and counseling services geared toward the experiences of black students in predominantly white environments.
If the most selective and best-resourced colleges and universities (which receive the greatest tax breaks) aren’t welcoming and accessible for black students, what does that leave? The broad pool of less selective four-year colleges, where black graduation rates decline regardless of income. Research shows that “six years after first enrolling in college, even higher-income black and Hispanic students are far less likely to have earned a bachelor’s degree than their higher-income white peers (18 and 24 percentage points less, respectively).”20
To understand the reasons behind this discrepancy, we need to go from the top of the education pyramid to the bottom, where for-profit colleges lie. While students at for-profits are eligible for federal financial aid, that’s essentially the only opportunity they have in common with students at nonprofits. For-profit institutions do not award scholarships because their goal is to increase returns for their shareholders, just like any other for-profit corporation. For-profits are focused on the bottom line and far more subject to the ups and downs of the economy—and only one in five black students who attends a for-profit college graduates. Eighty percent leave with significant debt and no degree.21
The abrupt closure of Argosy University in 2019 provides some insight into how this occurs. For years, Argosy was a chain of for-profit colleges operating around the United States, with 17,600 students enrolled across campuses in twelve states, including one in Atlanta. (Morehouse and Spelman, by contrast, have roughly 2,200 students each.) “We used to say that Argosy was the largest HBCU,” says Chris, a behavioral health clinician in the juvenile court system who spent eight years at Argosy Atlanta—a program with 78 percent black enrollment—working toward her doctor of psychology degree. A single mother who helps care for her aging parents, Chris had previously earned a master’s degree at Argosy, and felt the experience was a perfect fit for her lifestyle.
“My blood boils when I hear people say, ‘For-profit schools, it’s a joke,’ ” she says. “The professors, most of them were from really rigorous schools giving other adults, adults that were not traditional learners, working adults, a stellar education. We’re going on weekends and evenings, and we’re working, and we’re getting our education and we’re coming out into the industry with the knowledge.”
Argosy’s trouble began in 2017, when its parent group, Education Management Corporation (owned by several private equity groups, including Goldman Sachs), sold the chain of institutions to a new parent company, Dream Center Foundation, an offshoot of a California-based Pentecostal missionary group.22 The new parent company, DCF, had never run educational institutions before, but said its goal was to transform all of the parent group’s holdings into nonprofit colleges; in addition to all Argosy campuses, this included all campuses of The Art Institutes. (Several years earlier, the new CEO had tried and failed to convert another for-profit college into a nonprofit.)23
In hindsight, Chris says, she saw signs of disruption as soon as 2018. “Classes weren’t meeting,” she says. “It used to be the halls were teeming with people—then, all of a sudden, you started wondering how come stuff was messed up.” Then, her aid was abruptly reduced, from $20,000 to $7,000, with no explanation. It didn’t make sense, she said, but she assumed it was happening only to her.
In early 2019, she was beginning her dissertation when Argosy University abruptly announced that it was shuttering all its campuses—in some cases, within days. The plans to convert to a nonprofit had failed, and DCF entered receivership.
“They literally locked all the doors,” she says.
The closure left Chris and thousands of other students with a no-win choice: retain their debt from Argosy and try to transfer some of their credits to another for-profit college, or discharge the debt and lose all the credit hours completed. After weeks of deliberation, Chris decided to discharge her debt—at this point close to $140,000, plus interest—and lose the work she’d done. Other for-profit schools recruited her, she says, but few accredited programs would accept all of her transferred credits—which would mean repeating and paying a second time for some courses, requiring additional loans on top of the $140,000 she owed for Argosy. Ultimately, she chose not to complete her doctorate, deciding that discharging her loans would offer greater value than any potential increased earnings from the degree.
“No one can take the knowledge that I have away,” she says. But, unfortunately, the labor market values the degree alone (as we will see in the next chapter). According to PayScale, the average salary for the holder of a doctorate in psychology is $78,000.24 At the job she held when Argosy closed, Chris’s salary was around $56,000.
Choosing a for-profit institution has inherently greater risks than choosing a nonprofit. But it’s misguided to simply say that black Americans should make different choices. In her eloquent examination of for-profit schools, Lower Ed, Dr. Tressie McMillan Cottom, a sociology professor at the University of North Carolina at Chapel Hill, argues that nonprofit institutions, particularly selective ones, fetishize education without actually making space for people, like Chris, who require a more flexible or affordable system.
“Lower Ed can exist precisely because elite Higher Ed does,” Dr. McMillan Cottom writes. “The latter legitimizes the education gospel while the former absorbs all manner of vulnerable groups who believe in it: single mothers, downsized workers, veterans, people of color, and people transitioning from welfare to work.”25
Students at for-profit colleges are likely to be increasingly vulnerable in the years ahead, particularly since the 2019 repeal of an Obama-era policy requiring for-profit colleges to prove that their graduates could find gainful employment.26 And even those who make it through statistically earn less than their peers in similar programs in the public sector. According to a Brookings Institution study, “public sector students outperform for-profit students on nearly every measure, suggesting that the overwhelming majority of for-profit students would be better off attending a public institution. But what if attending a public community college is not an option? Our results suggest that many for-profit students would be better off not attending college at all.”27
—
So far, we’ve looked at how and why a small percentage of black Americans have the best outcomes at the top of the higher-education pyramid, while a significantly higher percentage experience the worst outcomes at for-profit institutions at the bottom. What about HBCUs—which offer some of the reputation and resources of elite institutions, while providing a majority-black experience?
At HBCUs black students don’t have to be in the minority, an experience that many say has been critical to their well-being and personal development. Racheal, who longed to get away from being labeled “the smart black girl,” had the college experience she’d hoped for at Spelman.
“There were girls who looked like me who were majoring in political science!” she says. “I’d never met somebody that looked like me who wanted to do political science.”
Je’lon, the 2018 Morehouse graduate, says he simply felt more at ease at a majority-black college. “Black students who go to PWIs are often alone. They feel like a number; there’s no sense of safe space,” he says. “At an HBCU, you’re able to have that safe space. You’re able to grow and be around other black students who come from different walks of life.”
Interestingly, even in environments that are designed explicitly to uplift and support black college students, graduation rates don’t match those at elite institutions.28 HBCUs, which include both private and public colleges, have overall graduation rates of 38 percent. However, that statistic doesn’t tell the full story. Research shows that when you compare HBCUs and predominantly white institutions with a similar percentage of low-income students, HBCU graduation rates are higher—38 percent for HBCUs versus 32 percent for comparable PWIs.29 Institutional resource disparity plays a significant role, too: just look at graduation rates and endowment levels. In Atlanta, Emory (predominantly white and ranked “most competitive” by Barron’s Profiles of American Colleges) has a 93 percent graduation rate for black students; in 2019, its endowment was close to $7 billion. Spelman (considered “very competitive”) has a 75 percent graduation rate and an endowment of $389 million. Morehouse (not ranked by Barron’s) has a 54 percent graduation rate and an endowment of $145 million. Endowments, you’ll remember, earn tax-free investment income, providing more funds for a better-resourced campus. HBCUs quite simply do more with less.
In addition, HBCUs are top-notch when it comes to economic mobility: Though they enroll a far greater percentage of low-income students than PWIs, more students experience upward mobility. Two-thirds of low-income students at HBCUs end up in at least the middle class, and nearly 70 percent of all HBCU students do the same. At Emory, in contrast, a 2017 report noted that only 13 percent of students moved up two or more income quintiles, and only 1.8 percent moved from the bottom to the top.30
—
Both Racheal and Je’lon, however, incurred significant debt to attend their respective HBCUs. Racheal graduated with approximately $65,000 in debt and, unable to afford the $500 monthly principal payment on her loans, chose to live in public housing after graduating so she could pay off the $160 monthly interest. Je’lon received a $15,000 annual tuition scholarship, took out loans, and received some financial assistance from his parents, who deferred their own loans and ultimately took jobs on opposite sides of the country to maximize their earning while he was in school.
“It can be frustrating to think about the fact that you have these student loans to pay off and it’s going to take the rest of your life to pay them off,” he says. “But just being at Morehouse College really changed my life.”
Both Je’lon and Racheal have plans to pay off their debt—he received an undergraduate fellowship that will forgive some of his loans if he enrolls in a PhD program, and she plans to continue with stringent budgeting. However, their family circumstances reflect an unfortunate side effect of black educational achievement: Blacks attending college are more likely not only to take out student loans but also to take out larger student loans than white college students. Why? Because debt is the key mechanism of financing a college education for black students.31
White college students are far more likely to have their college education paid for by parents or grandparents, a form of what in tax law we call “family financial transfers.” In a study that tracked college-educated households over a twenty-four-year period, researchers found that white heads of household were far more likely to have both received money for college from their own parents, and to have provided college funding to their children. Sixty percent of white heads of households reported that their parent paid for college, and 64 percent of white households reported that they had helped pay for their children’s education, contributing on average close to $73,500. By contrast, only 37 percent of black heads of households reported that their parent had helped pay for college, and 34 percent reported that they had helped pay for their children’s education. These parents also contributed less—just over $16,000 on average.32 As a result, black graduates end up owing more than their white peers, a disparity that only increases over time.
Surprisingly, the trend holds even for black students from wealthy households, whose parents are unable to protect their children from debt the way the parents of their white peers do. Research shows that even at the top end of the wealth spectrum, black students have higher student loans than their white peers (an average of $4,643 versus $3,835), and black parents are more likely to take out greater loans to assist them ($3,303 versus $1,903). Dr. Fenaba R. Addo, Lorna Jorgenson Wendt Associate Professor in Money, Relationships, and Equality at the University of Wisconsin–Madison, has found that students with wealthier parents have less debt in general, but that changes when the data are disaggregated by race.
“As black parental wealth increases, we do not see black student loan debt decreasing,” she writes. “At the higher wealth ends, student loan debt is higher for blacks than whites.”33
Why aren’t wealthy black families contributing more? A common explanation for racial disparities in education, from the elementary to the college level, targets black parents as the culprits. This isn’t just a right-wing talking point either; two 2020 Democratic presidential candidates, former New York City mayor Michael Bloomberg and former South Bend, Indiana, mayor Pete Buttigieg, explained achievement gaps in their cities by saying that black families lacked the experience to understand the value of an education.34
But the idea that black families simply don’t see the value of education—that they contribute less to college tuition because they don’t see education as a priority, and my parents, or Je’lon’s, are outliers for being so dedicated to their children’s education—is entirely incorrect.35 In fact, the research reveals the opposite: A recent Pew Research survey showed that more than half of a group of black and Latinx parents surveyed (62 percent and 52 percent, respectively) said getting a college degree for their children was extremely important; among white parents, only 34 percent said the same.36
Controlling for socioeconomic factors, such as income, education level, and household type, black families are also more likely to make what researchers call “significant nonmonetary” investments in their children’s future education.37 These can include anything from engaging their children in conversations about schoolwork at an early age to exposing them to cultural resources like museums. My mother often took me and my sister to New York’s many museums (including my favorite, the American Museum of Natural History) and also made the major “nonmonetary investment” of pulling us out of the elementary school where we were targeted by racist teachers, and using my grandmother’s address to enroll us in a better one. At that new elementary school, I met the teacher who selected me to sit for the entrance exam for one of the city’s best public high schools—Hunter College High School—which prepared me for anything the selective college I attended, Fordham University, had in store for me. My parents’ nonmonetary investments changed my life. (If you’re asking where my father was in all this, his smartest nonmonetary investment was to let Miss Dottie handle the decisions about our education!)
Those are clear indications that black parents are indeed at least as committed to the education of their children as are white parents—if not more so. The Pew study also showed the importance of parental financial support in eliminating the college graduation gap. Without financial support, only 11.2 percent of black children complete college, compared with 25 percent of white children. However, with financial support, the percentages of whites (68 percent) and blacks (66 percent) who complete college are comparable.
Why, then, is college debt so much more prevalent among all black families? I believe that loan-deferral programs, designed to lighten the load for those with student loans, are actually making things worse for them in the long run. In theory, deferral programs make it easier for students with significant debt to pursue advanced degrees; in practice, however, as interest accumulates, borrowers end up with a balance higher than the original principal. Consider how black college graduates are more likely to enroll in graduate school compared with their white peers (47 percent versus 38 percent) and more likely to have graduate school debt (40 percent versus 22 percent).38 A graduate degree should position them for better earnings that will reduce their student loan debt. (We’ll look at the ways the labor market undermines this assumption, and restricts black mobility, in chapter 4.) However, if they have outstanding student loans from their undergraduate degrees (statistically likely) and need to defer those payments while in graduate school, both the outstanding loans plus any unpaid interest will accumulate, increasing the principal balance over time. As a result, the interest on their undergraduate debt is deferred and graduate school debt adds even more.
Income-based repayment, which black college graduates use nearly twice as much as their white counterparts, also plays a role.39 Income-based repayment reduces the amount borrowers are legally obligated to pay, based on their income. But, as with graduate school deferrals, the unpaid balance accumulates interest and increases the overall outstanding debt. Both of these programs were created with the best of intentions, but both are leading to ever-increasing black student debt.
Je’lon and his mother, Veronica, are using both of these plans to address their loan debt; he is deferring his loans while he pursues his graduate degrees, and she uses income-based repayment for hers. Veronica is a former special education teacher now working for the Norfolk Naval Shipyard in Virginia. She has a bachelor’s degree in organizational study and a master’s in special education. She deferred her loans to help Je’lon pay for his education at Morehouse; with interest, she estimates she now owes $270,000, which she’s paying off using income-based repayment at a monthly rate of $170. Even so, she says she’d do it again—she was the first in her family to attend college, and the value of the degree is worth the steep price she’s paying.
“Education is not a wealthy line of work,” she says. “You get a lot of your reward from reaching students and changing their lives. It was a passion of mine, and that’s why I pursued it.”
The federal government does have some provisions for loan forgiveness that might apply to someone like Veronica. If she’d worked as a special ed teacher in a public school for ten years, she might qualify for Public Service Loan Forgiveness (PSLF), which would discharge her remaining loan balance tax-free. At least, that’s the idea. In practice, 99 percent of applications for Public Service Loan Forgiveness were rejected in the program’s first year, which spanned from May 2018 to May 2019;40 this year, that number has crept down slightly—to a little over 97 percent.41 Assuming Veronica doesn’t qualify for PSLF, she may be able to get the balance of her loan forgiven after twenty or twenty-five years of on-time payments under her income-based plan—but since the amount of the forgiven debt will be treated as income, she’ll be hit with a potentially massive tax bill.42 Taking into account Veronica’s periods of deferral and the tax consequences of “forgiveness,” there’s a good chance she’ll be paying her loans forever.
The failure of deferral and income-based repayment programs, we see, is significant. But it doesn’t address why black students borrow so much in the first place. That answer lies in what we learned in the last chapter: Higher-income black parents have less home equity, and other assets, than their white peers. Remember how the white families in the twenty-four-year study both received money from their parents and gave it to their children more frequently and in larger amounts than black families? Home equity, and the various opportunities it provides for wealth building, is less available to black families. That’s true both historically, which accounts for the lack of funds received from parents, and in the present day, which explains the lack of funds provided for children. Some of these heads of households were in college in the mid- to late 1970s, meaning when they were growing up, housing discrimination was not only common but legal. Today, as we saw in the last chapter, black and white Americans still buy homes in different neighborhoods and receive unequal returns, and consistent growth in home equity (meaning you can sell for a profit or receive more on a home equity loan) still comes from living in a predominantly white neighborhood.
Another part of the explanation for increased borrowing by black students is that even wealthy black parents have fewer liquid financial assets like stocks that can be sold to pay for college. (Wealthy black Americans hold their wealth differently from their white peers, something I will discuss more in chapter 5.) Both of these differences make it harder for black parents, even the small percentage of them with significant wealth, to protect their children from graduating with student debt.
This is where tax policy comes into play again, rewarding white choices and punishing black ones at both individual and institutional levels. What Robert Smith did for those Morehouse Men, however great, cannot fix the systemic nature of the problem: With statistically less family wealth, black Americans are more likely to attend colleges whose smaller endowments inhibit them from awarding scholarships at the same level as elite, mostly predominantly white institutions. This leads black students to take on more debt to finance their education. White students, in contrast, are more likely to both attend universities with substantial endowments and have family members who contribute to their educations. Both of these paths have tax policies associated with them, and once again those policies make things better for white Americans and worse for black Americans.
—
Back when very few Americans, and almost exclusively the wealthy, attended college, their families received significant tax breaks that continue today. If the bank of Mom and Dad (or Grandma and Grandpa) is paying for you to attend college, that money is treated as a tax-free gift to you for federal income tax purposes, provided it’s sent directly to the educational institution.43 Let’s pretend that I attend Emory and have a grandparent who can afford to cover the $55,998 for tuition and fees Emory charged for the 2020–21 academic year. (My paternal grandmother, Bertha, was a domestic worker, and my maternal great-grandfather was born enslaved in South Carolina in 1862, so this isn’t a particularly likely scenario, but stay with me.) If Grandma Bertha were to give me the money as a gift, it would be tax-free for her only to the extent of $15,000; she would need to account (for gift tax purposes) for the other $40,998. But if she could write a $55,998 tuition check directly to Emory University, the entire amount would be tax-free and there would be no need to further account for it.44 (Under current law, this is largely an academic distinction. Even if Grandma Bertha did give the money directly to me, requiring her to account for it on her taxes, it’s unlikely she’d actually reach the threshold required for gifts to be taxed. Tax-free family transfers will be discussed in more detail in chapter 5.)
As college became more accessible with the passing of the GI Bill after World War II, the tax treatment of scholarships became more important. Recall, however, that black veterans were still subject to Jim Crow laws. Those laws prevented them from taking advantage of government benefits to become homeowners. When it came to accessing benefits for college, something similar took place: Black veterans were denied entry to historically white universities and had to choose from a limited number of HBCUs, where officials at the Veterans Administration (today the Department of Veterans Affairs) often steered them toward vocational training instead of college.45
In the early days of the income tax, the IRS took the position that receipt of a scholarship in exchange for education was an exchange of services, which made scholarships taxable income. Congress, however, disagreed. In 1954, the same year that Brown v. Board of Education was decided, it established a tax exclusion for scholarships.46 Those milestones, plus the creation of Pell Grants for low-income families as part of the Higher Education Act of 1965, led to significant gains in college attendance rates.47 The number of white men, white women, and black women attending college had nearly doubled by 1970; the number of black men tripled.
The Pell Grant program represents one of the few scholarship exclusion advantages that black students disproportionately benefit from: Pell Grants are awarded by income, and roughly 70 percent of black college students receive them compared with 34 percent of whites.48 In 1975, a Pell Grant covered 79 percent of the average costs of tuition, fees, room, and board at a public four-year college.49
The next major shift in education tax policy took place in 1986, when the deduction for all personal interest—except mortgage interest—was repealed, and student loan interest was no longer deductible. At the same time, federal tuition subsidies were being branded as an unfair burden to taxpayers who did not attend college. The Reagan administration’s Office of Management and Budget director, David Stockman, testifying before Congress in 1981, referred to federal subsidies for higher education like Pell Grants and guaranteed student loans as “entitlements that we created in the 1970s” and “excessive”;50 shortly after the 1986 Tax Reform Act became law, Bill Bennett, the secretary of education, wrote in a New York Times op-ed: “On average, college graduates earn $640,000 more over their lifetimes than nongraduates do. It is simply not fair to ask taxpayers, many of whom do not go to college, to pay more than their fair share of the tuition burden.”51
A decade later, when college costs had grown and the maximum Pell Grants were not keeping pace, two more changes took place. In 1996, 529 plans that provide favorable tax treatment for certain college savings accounts were approved by Congress. Money deposited into the account by parents or other family members is from after-tax dollars, and the investment income is not taxed as the account grows. In addition, any withdrawals for tuition, books, and room and board are treated as tax-free intrafamily gifts. To participate, of course, a family must have extra income to set aside, and as of 2012, only about 3 percent of Americans were saving for college using a tax-preferred account, according to the Government Accountability Office.52 Of those, 84 percent were white and 5 percent were black. A Federal Reserve study showed that the average black family’s balance was $27,068, while the average white family’s balance was $40,786.53
A year later, Congress shifted its position again, and student loan interest became an allowable deduction.54 A white dental student named Jennifer Long testified before the Senate Committee on Finance, advocating for the change. She told committee members that she would owe $90,000 upon graduation, which she would pay in installments of $1,100 per month. She estimated that she would pay $7,500 in interest in her first year of repayment. (She also called out the hypocrisy of the Republicans’ line of attack on student borrowers, given that the mortgage interest deduction had survived the 1986 reforms despite primarily benefiting the wealthy.)
“I could only afford to attend dental school with loans, and for many other students and parents, loans are the only way to finance their higher education,” she said in her testimony. “Oddly, the Tax Code allows for individuals to deduct for a second house, but not for a first education.”55
Congress agreed to change the tax code, but with a catch: As it still stands today, the maximum interest deduction is $2,500, and you cannot take any deduction if your income is above $85,000 for an individual, or $170,000 for a married couple. Jennifer Long did not get the Seaborn treatment. Even if she’d met the income requirements, a tax break that capped the interest deduction at $2,500 was not going to do much good for someone like her with an annual interest payment of $7,500.
It doesn’t do much good for a lot of black college graduates either. Take the research mentioned earlier in the chapter that shows black college graduates, four years out, have $53,000 in student loans, while whites have $28,000. Assume a 6 percent interest rate, a ten-year term, and income that does not disqualify you for the deduction.
With $28,000 of debt, at that rate and term, the white college graduate will pay a total of $310.86 per month. Of that, roughly $135 will be interest each month during the first year, for a total of $1,622.67 in interest the first year. Because $1,622.67 is less than the $2,500 cap, all interest will be deducted. So in the first year, the white graduate will be eligible to deduct all of their student loan interest, and each year thereafter, the interest paid will decrease, as the principal decreases.
With $53,000 of debt, at the same rate and term, the black college graduate will pay $588.41 per month. Of that, roughly $260 will be interest each month during the first year, for a total of $3,071.48 in interest. Because the interest deduction is capped at $2,500, the black student cannot deduct the excess. Like the white graduate, the black graduate will see a decrease in the interest each year, and will eventually be able to deduct all of it when it falls under $2,500—but they’ll have to wait a while before that happens. (By my calculations, this hypothetical graduate’s loan interest would be fully deductible in years 3 through 10.)
White Americans are less likely than blacks to finance their college expenses through student loans, but more likely to benefit from the student loan tax subsidy when they do. And black Americans are far more likely to finance their college education with debt, but less likely than whites to be eligible to deduct all of their interest payments on their debt—especially if they’re lucky enough to get a job that pays reasonably well.
It can get even worse: If two black college graduates get married, they’re statistically likely to enter the marriage with significant loan debt. As single taxpayers, they can each deduct up to $2,500 of student loan interest. But if they are married and file a joint return, the maximum amount of student loan interest they can deduct between the two of them remains $2,500.56 And the deduction decreases as income increases—if you earned more than $85,000 as a single person in 2020, you were ineligible. Compare this with the mortgage interest deduction, which, as we’ve seen, has no restrictions based on marital status or income.
There are both historical and contemporary reasons that black student debt remains a drag on wealth building, but hidden in plain sight is a tax system that rewards those who can pay for college outright, and those people are mostly white. This results in black families carrying more student debt than their white peers, which, as we saw when comparing the debt loads and interest payments of the average black graduate and average white graduate, has a snowball effect on the black-white wealth gap.57 And that example was the best-case scenario, in which a black graduate’s principal and interest are reduced over time. If a graduate is limited to income-based repayment or defers, the interest accumulates and is added to the principal, making repayment even more out of reach. Dr. Jason Houle, associate professor of sociology at Dartmouth College (along with his co-author, Dr. Addo), researched student debt and race and found that student loan debt accounts for “about 10 percent” of the racial wealth gap when a college graduate is twenty-five years old; by age thirty or thirty-five, it explains 25 percent of the wealth gap.
—
The apparent solution, according to many progressive politicians, is to forgive all federal student loan debt. Blanket student loan forgiveness would disproportionately benefit black college students—both dropouts and graduates—and I support it, with some conditions. I’d want to make sure the forgiveness itself was tax-free, and not treated as taxable income, and to extend the same relief to debt taken out by parents to finance their children’s education—which is what ultimately happened for the Morehouse Men and their families—because that, too, would disproportionately benefit black parents.
However, loan forgiveness is unlikely to actually level the playing field. For example, 30 percent of people with incomes over $114,000—a group that is predominantly white—carry student loan debt; loan forgiveness for them would still largely benefit white wealth building.58 And most student loan forgiveness plans do not include Direct PLUS loans, higher-interest loans taken out by parents that are common among black families.59 Canceling all student loan debt, while helping many black families, will not reduce the black-white wealth gap; the only way to do that would be to cancel only black student loan debt, and it’s unlikely any debt-canceling proposal based on race will be upheld as constitutional.
Targeted debt relief will do more to reduce the racial wealth gap than blanket debt relief, but here, too, obstacles remain. A white family with low income is likely to still have greater wealth than a black family with a similar income, so targeting debt relief based on household income may exclude some high-income blacks with significant student loan debt and include low-income whites who still have greater wealth than the average black family. (Remember, even if your family pays for your college education and gives you a down payment on a house, you can still technically be low-income.) For that reason, my preference would be to target relief based on wealth and not income.
As for tax reform, to keep this problem from replicating, my first step would be to increase Pell Grants; rising tuitions have made them far less effective than they were designed to be. In 2020–21, the maximum grant was $6,345, which covers less than 30 percent of the average tuition and fees at a public four-year college; when the program was first put into place, Pell Grants covered nearly 80 percent of these costs.60 Raising the maximum Pell Grant so that it covers more of tuition, room and board, and course materials would both increase the percentage of blacks who graduate and help more blacks to graduate debt-free. On an institutional level, Pell Grants should be restricted to those schools that have high graduation rates for black students. Currently, the highest graduation rates among Pell Grant recipients are at private not-for-profit colleges and universities;61 the lowest graduation rates are at for-profit colleges.
This would, of course, be expensive. How do we pay for it? Well, first, remember the huge tax breaks that not-for-profit colleges receive in the form of exemptions—the most selective colleges and universities are, by and large, sitting on a lot of tax-exempt money. As admissions expert Jon Boeckenstedt told The New York Times Magazine in 2019, “Some of the most selective colleges have so much money that they could easily admit freshman classes made up entirely of academically excellent Pell-eligible students and charge them nothing at all….But not only do those and other selective colleges not take that step; they generally do the opposite, year after year. As a group, they admit fewer Pell-eligible students than almost any other institutions.”62
Based on this premise—that selective colleges can afford to fix this, but choose not to—I propose an income tax levied on the institutions at the very top of the higher-ed pyramid, with endowments greater than $750 million. For decades, largely white administrators at selective universities have chosen to maintain the status quo (only sometimes tinkering around the edges). At the very least, we can make them pay for the right they’ve held, explicitly or implicitly, to maintain overwhelmingly white student bodies. Yes, the Supreme Court, with its burden of proof for racial discrimination, constrains what universities can do specifically for black students. However, they are not without options for more aggressive recruiting policies when it comes to low-income students or Pell Grant recipients. (And for perspective, in fiscal year 2017, 120 schools had endowments of at least $800 million; the highest-endowed HBCU, Howard University, had less than $700 million in its endowment.)63
Sunlight must be cast on the revenue losses caused by the endowment exemptions, and the other tax breaks colleges and universities receive, such as exemptions from property taxes. (The Treasury, oddly, projects revenue losses for education tax breaks claimed by individuals but not institutions; estimates show that the endowment exemption alone results in $13 billion lost annually, and I suspect that number is low.) Such exemptions enable selective colleges to hoard resources, taking them away from their surrounding communities—and for many of the most selective colleges at the top of the pyramid, these communities often include largely black or brown neighborhoods with underfunded K–12 schools (underfunded, of course, because their neighbors, the colleges, do not pay property taxes).
However, even with these arguments, taxing extremely wealthy, selective institutions will not be easy, because as we’ve seen, the wealthy have significant influence over tax policy. My reforms would get pushback and be difficult to enact. Once the 2017 Tax Cuts and Jobs Act went into effect, and Stanford University, with its almost $30 billion endowment as of February 2020, was found to owe $43 million, it pushed back with the force of a thousand furies (or the academic equivalent). Stanford said the tax was going to hurt students by forcing the university to reduce financial aid. Next it vowed to work on repealing the tax or lessening its impact. Wealthy not-for-profits facing a tax increase, like wealthy individuals, will fight against it and leverage their considerable resources in the process. An easier change would be to increase the amount of interest that is deductible for student loan debt. If mortgage interest is allowed for up to $750,000 of debt, then we can certainly afford an unlimited deduction for student loan interest.
When it comes to higher education and tax reform, however, the real solutions lie at the institutional level. Current tax subsidies for education generally do nothing to disrupt the current system, which makes it hard for blacks to gain access to the schools that provide the best return on investment. For-profits prey on the vulnerable without transparency, and selective colleges and universities—which have made little progress in several decades on increasing black enrollments in spite of their superior graduation rates for black students who matriculate—benefit from a federally subsidized system that must be radically changed.
The late Supreme Court justice Louis Brandeis said “sunlight is said to be the best of disinfectants,” and such exposure, at a minimum, should be a tax-exemption requirement for nonprofit colleges and universities. Colleges must publish annually, on their websites, debt loads and scholarship information by race, as well as by family income and wealth. Recent research discussed in The New York Times offered a look at how some colleges (notably the City University of New York, where 24 percent of the student body is black) effectively bring lower-income students into higher-income classes, but was focused on economic and not racial diversity.64 When the research leaves race out of the conversation, we ignore the struggles and challenges faced by the black middle class, which then contributes to the view that solving class issues will resolve most black problems. We need detailed information about both race and income if we are serious about making college an engine of growth for all.
Exposing this information should also result in some introspection, by colleges, about how they incorporate black students into campus life. We’ve already seen how the well-being of black students often simply isn’t a priority—just look at the Emory protests in 1969 and in 2015. But the introspection needs to go beyond hiring black faculty and administrators, to look at whether black and white students have the same opportunities to benefit from the social and preprofessional connections built at college. I lived at home during college because I did not want to go into debt for room and board, and I have no regrets—in fact, I was spoiled rotten by my mother’s cooking and laundry service. Because I didn’t make friends with my classmates outside of the classroom, I wasn’t able to build the social connections that could have helped me with a future job or promotion. As we’ve seen, socializing with wealthy white students will probably come with its own form of racism triage, but that doesn’t mean institutions should restrict black students’ opportunities. At the end of the day it should be the black students’ choice, and the institution should empower that.
Similarly, not-for-profit colleges and universities (both public and private) need to do a better job of accommodating nontraditional students who have been steered toward for-profit colleges. Perhaps one upside of COVID-19 has been the increased use of online courses by selective institutions (and higher education more broadly), which may allow for better outreach to those vulnerable to the for-profit industry going forward. Students like Chris, and the hundreds of others who missed out on their degrees when Argosy University closed, deserve the opportunity to achieve better outcomes.
College degrees generally translate into higher income, but those who do not graduate—the majority of black college students—leave without degrees and saddled with debt. Among those who attend for-profit colleges, an even greater majority do not graduate. Since the Great Recession, 95 percent of jobs filled went to applicants with at least some college.65 The wage premium has risen significantly for a college degree.66 So I understand the drive of black Americans to pursue higher education. Degrees, however, do not fix racial income or wealth inequality. White Americans without a four-year college degree earn less than blacks with a college degree, but they still have more than twice the family net worth.67 Black households headed by a college graduate have less wealth than white households headed by a high school dropout.68 College, like marriage and homeownership, is only one part of the black wealth story. The next chapter—both in this book and in a black graduate’s life—involves taking that debt-laden college degree into the labor market.
Racheal, the Spelman College graduate we met in the last chapter, has never been afraid of hard work. At age seven, she offered to walk her neighbors’ trash to the shared dumpster for a dollar per bag and spent the profits at the ice cream truck. Throughout high school she worked in retail and telemarketing, saving diligently for college. As an undergraduate, eager to get experience and discover new interests, she worked hard to secure internships at well-known corporations. One, at a major consumer goods manufacturer, seemed to offer the opportunity to work on a marketing campaign about black women’s health and beauty products; another, at an information technology company, offered training in a fast-growing field.
Unfortunately, Racheal’s entry into the corporate labor market wasn’t all she’d hoped for. At the information technology company, Racheal found herself isolated in a predominantly white office located in a predominantly white town. At the consumer goods manufacturer, she asked to be included on the project about black women and was told there was no room on the majority-white team. Her boss—a white woman—frequently disparaged Racheal’s education at a performing arts high school, telling her, “I know you like to sing and dance. You’re not really the science type.”
“I thought, ‘Maybe corporate America just isn’t for me,’ ” Racheal recalls. “So that’s when I decided to look into the nonprofit route.”
Building on a connection she’d made at a student leadership conference in college, she applied for and got a job with an Atlanta nonprofit that focused on diversifying the field of environmental conservation. The organization had black leadership and a majority-black staff—a welcome change. But the salary was so low that Racheal qualified to live in public housing, and she didn’t have health insurance until she’d been at the company for two years. She was determined to keep paying off her student loans and establish her own retirement savings account, but her efforts left very little for other expenses. Healthcare became a treat, instead of a given.
“They didn’t provide vision or dental, so whenever I did have to go to the dentist, it was coming straight out of pocket—and the dentist was not cheap,” Racheal says. “For Christmas, or my birthday, my mom was always like, ‘What do you want?’ I’d say, ‘If you could just pay for me to go to the dentist I would call it even.’ ”
For many black workers like Racheal, entering an anti-black labor market is rife with challenges. Whether the discrimination is overt—like Racheal’s supervisor suggesting she liked to “sing and dance”—or harder to prove, most black workers will struggle, over the course of their careers, to gain employment and succeed in it. The unemployment rate for black college graduates is higher now than it was fifty years ago.1 Black graduates of elite colleges have to send out an average of eight applications to receive an interview, while white graduates send six.2 Chris, the Argosy University student, attended Xavier University, an HBCU, for her undergraduate degree and says the career advice she received there was explicitly about how to create résumés that could beat the sorting algorithms on recruiting websites, then prepare for job interviews enough to overcome the stigma of being an identifiably black candidate. “It was talked about: Some people just don’t want to hire from HBCUs,” she says. “There was a lot of, ‘You need to do your homework and prepare.’ ”
Once a black graduate is employed, things don’t necessarily improve: Black workers consistently receive less compensation and have their performance judged by different standards.3 At the highest graduate and professional levels, black workers over a lifetime earn close to a million dollars less than their white peers.4
That’s because when it comes to employee compensation, salary is only part of the picture—approximately two-thirds, according to a recent study by the Institute on Assets and Social Policy. One-third of employee compensation comes in the form of benefits like health insurance and a retirement account, which come with significant tax advantages for both the employer and the employee. Employees are able to contribute a portion of their income to a retirement account, paying taxes on the money only when they retire, while employers can deduct both employee salaries and payments made to the trusts that hold the retirement funds, resulting in less reported taxable income and therefore lower taxes.5 Health insurance premiums are deducted by employers as well as excluded from reported income by employees.6 Those two perks are significant because retirement accounts enable wealth building, while good health insurance can prevent wealth depletion.
For those employees with access to the tax-subsidized perks, participating is a win-win. Unfortunately, as in so many other areas, a seemingly straightforward tax break leaves out most black employees. The occupational segregation that defines the labor market works both within companies and across industries. So not only do qualified black workers often earn less than their white peers—giving them less income to put into a retirement account—but they are less likely to have access to a retirement account or health benefits at all. Occupational segregation constrains black wealth building by creating “white” jobs and “black” jobs, and tax policy does not treat those jobs the same way.
Like so many of today’s implicitly racist systems, this is rooted in America’s explicitly racist past. In the labor market, full access to government subsidies has often been preconditioned on being white. (Think back to previous chapters: Who could get an FHA-insured mortgage? Which returning World War II veterans could access college benefits?) Wage discrimination was explicit and legal in the early twentieth century. The Fair Labor Standards Act of 1938 (FLSA), which included minimum-wage provisions, excluded farm laborers and domestic workers specifically because those were majority-black occupations—according to the 1930 census, 65 percent of all black workers were in one of the two fields.7 Several members of Congress objected to creating equal wage standards for black and white workers as the bill was being debated, but Florida congressman James Mark Wilcox’s explanation was most plain: “There has always been a difference in the wage scale of white and colored labor….We may rest assured, therefore, that when we turn over to a federal bureau or board the power to fix wages, it will prescribe the same wage for the Negro that it prescribes for the white man. Now, such a plan might work in some sections of the United States but those of us who know the true situation know that it just will not work in the South. You cannot put the Negro and the white man on the same basis and get away with it.”8
The lack of wage protections meant that black workers were simply not considered when retirement plans became more common among American workers during World War II. Those retirement plans had become tied to employment as “an unintended byproduct of its wartime efforts to standardize tax policies and regulate wages,” writes the sociologist Beth Stevens.9 In 1942, two acts of Congress—the Revenue Act and the Stabilization Act—incentivized employers to create pensions and offer other benefits. Pensions, which are typically sponsored by an employer or union, allow both workers and companies to set a portion of their earnings into a retirement account. Workers avoid paying taxes on the contribution, or on any interest earned on the account, which is typically invested. There are two different types of employment-based retirement accounts: defined benefit plans and defined contribution plans. Defined benefit plans, more commonly referred to as pensions, are generally found in union-represented workplaces. A defined benefit plan guarantees a payout at retirement, regardless of how much is invested. It’s low-risk for employees and puts the burden of the payout on the employer—which is why employers don’t like them, and in recent decades have shifted toward defined contribution plans. Defined contribution plans like 401(k) accounts, which are now the most common kind of employment-based retirement plan, depend on worker contributions, sometimes with employer-matched funds. They also don’t guarantee income; if, at retirement, a worker’s account balance is $1,000, that’s the sum total of the worker’s retirement benefit. In both cases, any money set aside by the employer to provide that payout is treated as tax-free to the employee, though the employee does pay taxes on money when it is withdrawn at retirement or when the retiree turns seventy-two.
Retirement accounts allow people to have income once they stop working—without them, many more Americans would spend their final decades in poverty—but don’t think they were created out of care and concern for older workers. The Revenue Act of 1942 incentivized companies to create pensions by levying a huge tax (between 80 percent and 90 percent) on excess profits—defined as corporate profits that were greater than they’d been prior to the war.10 Companies could avoid the tax by placing some profits into pension trusts, and then deducting those amounts from their overall profits.
At the same time, Congress enacted the Stabilization Act of 1942, which created wage controls limiting raises, but excluded benefits such as health insurance and pensions from those controls.11 The Revenue Act forced employers to find new ways to compete for the best workers (who in their minds were white), and tax-free benefits were a way to attract them. Two key provisions of the Revenue Act led more employers to provide more benefits: One required pension plans to cover at least 70 percent of employees in order for the employer to receive tax breaks; and a second stated that the calculation of benefits could not be skewed in favor of high-income workers. Employers can’t, for example, agree to a 1 percent 401(k) contribution for wages up to $50,000 and then an additional 15 percent contribution for the excess over $50,000, because it would benefit higher-compensated employees. So as the percentage of Americans subject to tax increased, these tax-free benefits moved down the income scale from higher-income to lower- and middle-class white working taxpayers. Between 1941 and 1945, contributions to pension trusts went from $171 million to $857 million, and by the end of World War II, health insurance coverage tripled and pension coverage increased by a third.12
Black workers, however, simply weren’t part of the new wave of employment incentives and protections. By deliberately leaving majority-black occupations out of the Fair Labor Standards Act, Congress ensured that black workers would have to work for whatever wages an employer wanted to provide—and forget about raises or pensions. Employers were permitted to pay black workers less, keep them out of jobs that could be filled by white workers, and exclude them from insurance and benefit plans, all with the legal backing of the federal government.
Take my father, for example: Daddy was a plumber who worked for many years for a small private company. Though his boss, Mr. Gelman, was very generous (you may recall he helped my parents buy their house), like most small employers he did not offer health insurance or a retirement plan. For years, my parents worked and raised a family paying for our healthcare with after-tax dollars, and like Racheal, we were very lucky to avoid serious illness. My parents couldn’t afford to pay for dentist visits for all four of us, so Miss Dottie took only me and my sister.
There were better jobs out there for a skilled plumber, and the best of them were in the public sector, which offered tax-free health insurance and a defined benefit plan. From 1950 to 1970 the proportion of the workforce with some type of health insurance through their jobs went from roughly 50 percent to 80 percent.13 Almost 50 percent of workers in the private sector had retirement plans, more than twice the percentage in 1950. But my father was not one of those employees.
To get a job in the coveted public sector, you had to belong to the union. In fact, the existence of the union was part of the reason the job was so coveted; the expansion in benefits like pension and health insurance in the postwar years was due in large part to collective bargaining. But the union was famous for creating obstacles that prevented nonwhite workers from joining. In 1964, there were only sixteen black plumbers in the union, out of a total of 4,100. When the city forced a contractor to hire four nonwhite plumbers on a huge project in the Bronx that year, the union plumbers walked off the job.14
When the Civil Rights Act was passed later that year, the unions were forced to integrate, and in the mid-1970s my father got a job with the New York City Housing Authority. My father died in 1994, and the pension he earned, thanks to the union, continues to support my mother. But he worked for twenty years before he had access to the same wealth-building benefits as the city’s white plumbers.
Thanks to the Civil Rights Act, today’s employers aren’t permitted to openly offer higher wages and better benefits plans to white employees. But the explicit discrimination of the FLSA laid the groundwork for the implicit discrimination that is alive and well in the labor market today, excluding black Americans from jobs that offer health insurance and retirement accounts. If we think of retirement accounts as a pyramid (the way we did with higher education), then the best, those at the top, are defined benefit plans, followed by employer-matching defined contribution accounts. At the bottom are IRAs: They’re available to anyone with earned income, but employees are responsible for funding them and paying any fees associated with them. Over the last few decades, the percentage of employees covered by defined contribution as opposed to defined benefit plans has significantly increased—from 41 percent in 1985 to 61.3 percent in 2010, according to my research.15
—
When it comes to who gets what kind of retirement account, the racial divide is stark. The Bureau of Labor Statistics classifies jobs outside of service, sales, transportation, and construction as “professional and related occupations”; this broad category includes everything from architect to zoologist, but what these jobs have in common is that they’re the most likely to come with tax-free perks.16 Almost two-thirds (66.4 percent) of employers in those professional industries sponsor retirement accounts, and their workforce is 80 percent white and 9.4 percent black.
In contrast, in the service occupations, which includes custodians or restaurant staff, and where retirement sponsorship rates are only around 34 percent, black Americans make up 16.8 percent of the workforce. If we narrow the focus, black overrepresentation and white underrepresentation increase. Dr. Tatjana Meschede, associate director of the IASP and senior scientist at the Heller School for Social Policy and Management, described in her co-authored research: “Historical legacy and contemporary employment practices concentrate Black and Latino working people disproportionately in jobs and industries stripped of or lacking in benefits that connect work to wealth and better livelihoods.”17
The healthcare industry, for example, is one of the fastest-growing fields in the country today, projected to add about 1.9 million new jobs by 2028. The median annual wage for practitioners and technical employees (such as doctors, nurses, and dental hygienists) is more than one and a half times higher than the median wage for all occupations, but the median annual wage for workers in health support fields, like health aides and assistants, is below that median.18
Guess which are the “white” jobs and which are the “black” jobs—the ones where the pay is better or worse than the median?
Meschede and her colleagues found that while black workers made up 16 percent of the healthcare labor force, they are more than three times as likely to work as lower-paid health aides than their white counterparts. And even when black and white healthcare workers earned comparable salaries, there were huge discrepancies in their overall wealth, which Meschede’s report attributes to the lack of access to “asset-building benefits”—the health insurance and retirement benefits that make up one-third of total employee compensation. Black health aides earning $23,100 in income had median wealth of $900; white health aides earning $23,600 had median wealth of $5,300. Among registered nurses, black and white nurses reporting comparable incomes near $55,000 reported median wealth of $20,000 and $93,500, respectively.
A common argument, when it comes to both care and compensation in the health field, focuses on education and training. It’s true that home health aides and anesthesiologists don’t require the same levels of training and certification to do their jobs, and becoming a physician requires significant financial investment. However, the healthcare field isn’t an outlier when it comes to these racial wealth discrepancies; it’s the standard. Meschede and her colleagues found that the discrepancies exist across industries, regardless of education or specialization, including in highly paid fields like technology and finance. Not only were blacks and Latinos underrepresented in STEM fields, Meschede found, “for Black employees, pay is also significantly lower than Whites in finance and STEM with the same degrees. While incomes increase for all in more highly compensated sectors, the gains from entering a higher-paying field are not shared equally.”19
And it’s important to remember that income is not the same as wealth, and increases in income alone will not compensate for lack of benefits. Researchers found that median wealth would go up substantially for black workers in all fields if they had equal coverage rates for employer-based healthcare and pensions: a 25 percent increase if health access were equalized, and a 53 percent increase if pension rates were equalized.
Unfortunately, in the twenty-first-century economy, the wealth building associated with benefits is even less accessible than it used to be. Increasingly, corporations avoid hiring full-time direct workers, and instead hire long- or short-term subcontractors. It’s a win for the corporation, which gets the labor without having to provide the guaranteed salary or benefits that full-time employees receive. However, the practice is creating a new form of occupational segregation, where white workers are more likely to have direct jobs, and nonwhite workers are more likely to have contract jobs. A 2016 report on subcontracting and diversity in Silicon Valley revealed that while black and Latino workers made up 10 percent of direct-hire employees, they constituted 26 percent of white-collar contract hires and 58 percent of blue-collar contract hires. “Contract workers often do not have access to the generous health, parental leave, child care, employee shuttles, and other benefits that tech companies offer their core employees,” the report noted.20
They also miss out on bonuses like profit sharing—a policy that Atlanta-based Delta Air Lines Inc. has used as a big public relations boost. In February 2020, the airline announced a $1.6 billion profit-sharing bonus of roughly two months’ pay for its employees. “For years, I would get beaten up by Wall Street,” CEO Ed Bastian said at an event at the Cobb Chamber of Commerce in Atlanta. “They thought the profits were theirs, and ‘Why are you giving the profits away to the employees?’ Wall Street has actually come full circle, and they realize that Delta is the most awarded airline in the world because of its employees.”21
However, Bastian didn’t mention the ninety thousand contract workers—who push Delta passengers in wheelchairs, operate Delta connection regional flights, and at some airports check in customers and handle their baggage—who, because they were not direct employees, didn’t get a share of the profits.22
Occupational segregation has existed for as long as there have been occupations, and studies across the board point to it—whether calling it out blatantly as “hiring discrimination” or referring to it more obliquely as “unconscious bias”—as a major factor in the black-white wealth gap. It’s not coincidental that black workers are primarily the low-paid aides in healthcare or the subcontractors without benefits in the tech world. Breaking into the lucrative and white-dominated professional fields can be a difficult and fraught process for the average black worker—even before he or she starts working.
Racism in the labor market begins with something as simple as a name. In a 2004 study, researchers crafted résumés with a white-sounding name and a black-sounding name, and sent them out in response to employment ads. Job applicants with white-sounding names needed to send out about ten résumés to get an invitation to interview, while job applicants with black-sounding names needed to send about fifteen résumés (50 percent more); the resulting paper was called “Are Emily and Greg More Employable Than Lakisha and Jamal?”23
Colleges—which, we’ve seen, already play a major role in black wealth outcomes—are culpable when it comes to the labor market as well. The elite schools invite recruiters from top companies to campus, positioning their students to get competitive salary and benefit packages right after graduating. But the on-campus recruiting system doesn’t work in black students’ favor. Associate Professor Lauren Rivera of the Kellogg School of Management at Northwestern University studied how elite investment banks, management consulting companies, and law firms recruit, and found a consistent bias toward “white, upper-middle-class culture.”24 Instead of judging candidates on traditionally analyzed labor market signals such as grades, standardized test scores, prior employer prestige, or prior work experience, recruiters emphasized extracurricular activities and prioritized those that involved significant financial investment.25 As a white male banker said about a candidate whose résumé expressed interest in community service: “I would ask him about the volunteering….Does he drive around with his mom with Meals on Wheels, or did he go to Costa Rica and build houses with Habitat for Humanity?”26
The prize for giving the right answer? The ridiculously high salaries and tax-free benefit packages that are only available for those students who have the time and money to be able to pursue the “right” extracurricular activities. A college student like me, who worked to keep my debt load down, and had no idea that grades weren’t the only thing that mattered, could never do that.
We’ve seen, already, that black graduates of the most elite colleges (places like Harvard, Stanford, and Duke) had to send out an average of eight applications to receive an interview, while white graduates had to send out six. The same study showed that as the institutions grew less selective, the discrepancy increased: When the study looked at public colleges (including the University of Massachusetts Amherst; the University of California, Riverside; and the University of North Carolina at Greensboro), white graduates sent out nine applications before getting an interview, and black graduates sent out fifteen. (Connecting the dots between selectivity and tuition rates, that means white students can afford to attend a cheaper, less selective college and receive about the same opportunities as a black student who goes to a more expensive, highly selective college.) And when black applicants received responses from employers, they weren’t asked to interview for the jobs they applied for; instead, they were steered toward jobs with lower starting salaries by an average of $3,000. The black-white income gap is the lowest right after graduation, so we should expect that $3,000 differential to grow over time due to racial differences in salary increases and bonuses.
When black professionals do get higher-paying positions, they encounter the same racism that informs the recruitment and interview processes. In a study performed by Nextions, a Chicago-based diversity consulting firm, identical legal memoranda were sent to sixty law firm partners who were asked to evaluate them. There was only one difference: One group was told that a white man wrote the memos, and the other was told that a black man wrote them. The partners consistently rated the memo lower when they believed that the author was black; they were also more likely to point out spelling, grammar, and technical errors when they were “grading” the black memo.27
All of this adds up to fewer opportunities, lower salaries, and restricted access to tax-free benefits that keep the black-white wealth gap alive and growing.28
Occupational segregation also refutes one of the fundamental assumptions behind the joint return discussed in chapter 1—horizontal equity. Horizontal equity treats two households with the same income as equal and requires that they pay the same amount in taxes. I’ve demonstrated that a household where one partner earns $70,000 and the other stays home is very different from a household where both partners earn $35,000 each. However, occupational segregation reveals that a black household where each partner earns $35,000 is also different from a white household with the same income distribution. Black workers and white workers earning the same salary are rarely true peers, because of the different ways black and white workers are hired and compensated. A black worker and a white worker may each earn $35,000, for example, but the black worker is statistically more likely to be a contract employee, which means they’re missing out on the additional one-third of compensation that comes through retirement benefits and health insurance. Or, if both are full-time employees with the same salary and benefits packages, the black worker is likely to be better educated and more qualified than the white worker earning the same amount—but because the black worker was hired into a lower-level, lower-paying position, it’s taken them more time to advance and earn the same salary the white worker receives. It is not comparing apples to apples. Built into the idea of horizontal equity is the idea that the labor market is race neutral. Nothing could be further from the truth.
Nevertheless, the lucky full-time employee who does receive health and pension benefits is theoretically well positioned to avoid wealth depletion and begin wealth accumulation. The best type of retirement account, the defined benefit plan my father had, is increasingly a relic of the past. (Remember, it guarantees a retirement payout regardless of the amount contributed, which means the employer takes on the risk of how the funds are invested, putting the financial burden on them rather than on the employee.) The most common type of retirement plan available today is the defined contribution plan, most commonly referred to as a 401(k): If your employer sponsors one and you decide to participate, you agree that a certain portion of your salary will be placed, tax-free, into your retirement account. If you are lucky enough to have an employer match, then your employer will pay additional funds up to a certain amount. However, defined contribution plans only guarantee that an employee will have whatever money remains in the account at retirement based on the employee’s investment decisions. If the employee makes what turns out to be poor investment choices, or is just unlucky, then they will have little to no retirement funds. And while employers often match contributions, the burden of funding the plan remains on employees. If the employees don’t contribute, the employers don’t match.
In 2013, 51.3 percent of American workers had access to a retirement plan sponsored by their employer or union. Of that group, only 40.8 percent participated.29 What this means is that the majority of Americans—black and white—are facing retirement without an employer-provided cushion. But the future is particularly bleak for black employees. In every field and at every salary level, black workers are less likely than their white counterparts to participate in an employer-sponsored retirement plan. When they do participate, they have lower account balances—even when they are in the same salary range as their white peers. Why? If black workers can beat the odds and get a salaried job with benefits, why wouldn’t they have the same retirement outcomes as their white colleagues?
The shifting corporate landscape, in which companies increasingly look for ways to hire without benefits, or to offer a benefit plan that costs them less, is one factor. Another is the shrinking of the public sector. Overall, half of white workers (50.8 percent) and less than half of black workers (42.4 percent) have a retirement account provided by their employer or union. But those numbers look very different if we break them out according to whether the employer is private or public. In the public sector, 77 percent of white workers and 67 percent of black workers participate in a retirement plan. Many of them enjoy defined benefit plans like my father’s, which guarantee a certain amount of income in retirement. Chris, the behavioral health counselor and former Argosy student, has worked in both the public and private sectors and has a defined contribution retirement plan. Her mother, who worked in the public sector as an office administrator for Fulton County, had a defined benefit plan, and is now the only one of her friends able to retire. This generational shift isn’t unusual—while most government jobs still offer defined benefit plans, cuts to federal agency budgets have made those jobs harder to obtain. The federal government is at its lowest levels of employment as a percentage of total workers since 1952, and state and local governments since the mid- to late 1960s.30
That leaves the private sector, where the majority of both black and white college graduates begin their careers. While government employees can generally count on having access to a retirement plan, the same isn’t true for their private-sector peers. In the private sector, 56.2 percent of white workers and 50.2 percent of black workers have access to a retirement plan through their employer.31 Perhaps even more striking is that of those employees with access to a retirement plan, 45.8 percent of white employees and only 36.6 percent of black employees participate. And when you examine participation rates, account balances, and withdrawals through a black-and-white lens, the magnitude of the wealth gap grows increasingly clear.
Participation rates alone reveal the power individual companies have in decreasing—or maintaining—the black-white wealth gap among their employees. An Ariel/Aon Hewitt study in 2012 analyzed the records of 2.4 million employees who work for sixty of the largest U.S. employers from a variety of industries (including some not-for-profit employers) and found that while retirement account balances do vary by race, participation rates corresponded to company practice rather than income.32 At companies with automatic enrollment, where workers are enrolled in company retirement plans by default, black and white participation was comparable, at 82 percent versus 85 percent, respectively; the gap was larger, 64 percent participation for black workers compared with 77 percent for white workers, at companies without automatic enrollment. Among low-salaried workers subject to automatic enrollment, the gap was virtually nonexistent.
Still, we should expect to see better results for the subgroup of black employees included in the study, since they work for some of the largest companies in the country, which tend to provide the greatest benefits and higher wages. If these companies offer the best benefit packages, and also use best practices like automatic enrollment, why don’t participation rates and retirement account balances of black workers match those of white workers? At every income level, the balances of white workers’ retirement accounts outstrip those of black workers’ accounts: Even at the lowest household income levels, the balances of accounts held by whites are almost double the balances of accounts held by blacks. While the gap narrows as income grows, even at the highest household income levels, the balances of white workers’ accounts were almost one and a half times higher than the balances of black workers’ accounts.
Conservatives might argue that this is all a matter of priorities—that black Americans aren’t saving for retirement because they’re too busy spending their money on the wrong things, like expensive sneakers or fancy cars. But the truth is that when it comes to “clothing, jewelry, personal care, entertainment, eating out, and other non-essential spending,” as one report noted, “findings show that black consumers in fact spend the same or much less than whites, at all income levels.”33 In comparable income groups, the average white household spends 1.3 times more than the average black household.34 So if it’s not overspending that leaves black workers with less money to invest in their retirement, what accounts for these discrepancies?
The answer, once again, can be found in the tax code, which favors white family structures and the opportunities that go with them. Black families are far more likely than white families to accumulate what researchers call “negative social capital”—a social structure that depletes black wealth and restricts mobility and growth potential. Many black women and men in corporate America stretch their salaries to support extended family members who haven’t had the same wealth-building opportunities; by helping their parents, siblings, or grandparents, each of them reduces their ability to provide for themselves or their children.35 And they are doing it with after-tax dollars in a tax system that disadvantages most black families.
Racheal, even while living in public housing to pay down her student loans, sent money home to her grandmother. Chris, the Argosy graduate, lives with her parents and contributes to their household expenses. John, the homeowner in chapter 2 who moved to a white neighborhood with a better school system, also sends money to his parents and worries about how to account for it on his sons’ college financial aid applications.
“That’s sort of an invisible care—I don’t deduct it from my taxes,” he says. “Which means that as my sons are applying to these elite schools, and they do their tuition calculation, they see more income than that really is. I’m afraid it’s going to be beyond our means to be able to pay for it, honestly, and keep everybody that we’re supporting intact.”
Now assume you get a high-paying job, with the same salary and benefits enjoyed by your white peers. If you have a family member who was denied access to wealth-building perks because of their race, you are more likely to provide some financial support for them—meaning you won’t be able to build wealth as easily as your white peers.36
And while there are certain tax breaks that come with having children—parents qualify for child tax credits and an increase in earned income tax credits—as John noted, payments to parents or anyone who doesn’t legally qualify as a dependent are not deductible because, as discussed in chapter 2, they are considered personal, family, and living expenses. The tax code subsidizes certain familial relationships, but not all.
Racheal, Chris, and John are not unique among black college graduates, who are more likely to provide financial support to their parents, while white college graduates are more likely to receive financial support from their parents, which they can use to buy a home or pay for their education while their black counterparts continue renting or take out student loans.37 Add this to the fact that black workers are less likely to get a marriage-based tax cut and more likely to pay the singles’ penalty, and that if they’ve sold a home the chances are higher that they sold it at a nondeductible loss. Then add in the fact that they may have high student loan debt and may be unable to deduct all of their interest. Black workers simply have to make their dollars go further than their white peers do.
These financial constraints don’t just leave black families with less disposable income; they leave them unable to make significant contributions to their retirement accounts—so even if an employer matches their contribution, they may not be able to maximize the benefit. They also mean that when black employees do have retirement accounts, they are more likely to make what’s called a “hardship withdrawal”—taking money out of the account before they retire in order to pay a bill or deal with some other pressing financial need. Hardship withdrawals are taxed aggressively—and in my opinion, paternalistically and unfairly.
When you put money into your retirement account, tax policy allows it to remain there, untaxed, until you retire, make an early withdrawal, or turn seventy-two. But if you take an early withdrawal (prior to turning fifty-nine and a half), the penalties are steep—not only is the withdrawal included in your taxable income, but the government also levies an additional 10 percent income tax penalty.38 The penalty is designed as a deterrent, to discourage withdrawals. But early retirement account withdrawals are generally a last resort. If employees could get the money elsewhere—through a loan or a gift from family, or from savings—they would not be withdrawing it from their retirement accounts. So it’s not surprising that black employees, who have fewer of these kinds of resources to draw on, are significantly more likely to take hardship withdrawals.
Ursula McCandless, a human resources manager at Atlanta’s Cox Enterprises, who we first met in the introduction, has an MBA, earns about $175,000 annually, and contributes regularly to her 401(k) plan. Her lifetime wealth-building potential should be excellent, from a tax perspective, but the reality of her life as a black worker reduces her opportunities: Ursula supports other family members and has withdrawn from her retirement account to pay off credit card debt. She’s not alone; black workers are five times more likely to make hardship withdrawals than their white peers (8.8 percent versus 1.7 percent).39 Even my mother, who was incredibly careful with her finances, took money from her 401(k) a few times: once to help me pay for law school expenses, and again for home repairs.
As table 4.1 shows, withdrawals vary by race and income, with black workers withdrawing at significantly higher rates than white workers regardless of income.40
TABLE 4.1. HARDSHIP WITHDRAWALS BY SALARY LEVEL
Salary | Black | White |
Up to $30,000 | 6.3 percent | 1.2 percent |
$30K–$59,999 | 11.9 | 2.6 |
$60,000–$89,999 | 7.1 | 1.4 |
$90,000–$119,999 | 4.1 | .7 |
$120,000 and over | 2.4 | .4 |
At the highest income levels the black withdrawal percentage is six times the white withdrawal percentage; at the lowest, it is five times as high, demonstrating that either lower-income white workers do not have financial pressures equal to those of their black peers, or they have access to funds other than their retirement accounts.
Black women are driving this phenomenon: 9 percent of black women compared with 6 percent of black men have taken hardship withdrawals. Gender differences are significant between black and white workers: Just as we saw in chapter 1, the marriage penalty is higher for black couples because black wives are more likely to contribute a significant portion of the household income than white wives, and that plays a major role in the wealth gap over time. Black women actually dominate the black labor market, making up 53 percent of the black labor force in 2018.41 The roles are reversed for white workers—where men make up 54.3 percent of the labor force.42 But black women are also compensated less than white men, white women, and black men, and face their own unique forms of discrimination in the workplace. (California, for example, became the first state, in 2019, to pass a bill prohibiting workplace discrimination against black women’s hairstyles. When Ursula heard about the bill, she says, it was an unwelcome reminder of how dire the circumstances can be for black women in the workplace. “Imagine that a law had to be passed for you to be able to wear your hair in its natural state,” she says.) If the labor market is so openly prejudiced against black women—and they, in turn, are the predominant workers in the black labor market—it’s no wonder that their financial circumstances force them to make early withdrawals.
There is one alternative to a costly withdrawal: a loan from the retirement account. The proceeds from a 401(k) loan are tax-free, because you are obligated to repay them, and because they do not constitute income, they don’t come with the 10 percent penalty. The problem is that the default rate is high: 80 percent for blacks, and 71 percent for whites. Employees default on loans if they quit their job (or are fired) and do not pay off the loans within sixty days. At that point, the loan is converted to a withdrawal and the employee is hit with the penalty.
—
There are, I admit, two factors besides employment, salary, and family obligations that can account for lower black participation levels in retirement accounts: inertia and financial anxiety. I know, because I experienced both myself.
Thanks to my parents’ saving and sacrifice, I was able to attend college, law school, and then NYU, where I got a master’s degree in tax law. I was able to secure good-paying jobs with tax-free perks. In 2002, I was working at the Washington and Lee University School of Law, part of a small private liberal arts university that employed just over 2,500 people. Like other large employers, they gave their employees access to a retirement account. If I remember correctly, if I contributed up to 3 percent of my salary, they would contribute an additional 3 percent. (At small firms, the cost of setting up such a system is often prohibitive.) I had the benefits waiting for me—and even I, the tax lawyer, didn’t max out my contribution until the director of personnel called me and said, “Dorothy, you’re leaving money on the table.” I knew exactly what he meant: I was not contributing enough to get the maximum match from my employer. (Miss Dottie will be so disappointed when she reads this.)
Why? When I changed jobs, I sold my home in Ohio, which I’d bought with a thirty-year mortgage, and took out a different fifteen-year mortgage to purchase a new home in Virginia. Even though my salary increased with the move, my monthly mortgage payment increased as well. I was reluctant, as a single woman with my salary as my sole source of income, to max out on my retirement until I could see on the ground how my budget adjusted to the increased mortgage payment. I thought I’d change my retirement contribution after a year; that year stretched into two. I was touched, and frankly embarrassed, that the personnel director called me to push me to take full advantage of the benefit. I knew this wasn’t the kind of nudge that many of my peers at other universities could rely on.
As for financial anxiety, there’s some truth to that—but as usual, the explanation that blames black people for bad choices isn’t telling the whole story. The increased use of defined contribution plans, in which employees are responsible for determining where to invest their retirement funds, does put the burden of choice on the employee, and investing in the stock market is tied to higher retirement account balances because historically the stock market has provided the best return on investment.43 And research shows that black Americans are far less likely than their white peers to invest their retirement funds in the stock market; more often they opt to buy life insurance or invest in real estate.44 However, it’s not as if the investment market has been equally accessible to black and white potential customers—and I’d argue that if the labor market has already devalued your education and experience, and asked you to accept less than your white peers, an aversion to the unknowns of the predominantly white stock market isn’t unreasonable. (The racist financial system that hasn’t seen black Americans as potential customers is examined in chapter 5.)
—
All the puzzle pieces that make up the racism in the labor market mean there’s no simple solution to reducing the black-white wealth gap. However, we’ve seen the impact, good and bad, that individual companies can make with policy changes, and that’s a good starting point. Instead of relying on HR to make individual phone calls, why not create an opt-in default for retirement accounts? The Ariel/Aon Hewitt study showed that when companies created automatic enrollment, black employee participation increased from 64 percent to 82 percent, with even more dramatic results for lower-wage workers. It also showed that as automatic enrollment with a default investment strategy like target-date funds increased, the percentage of black workers with stock investments in their retirement accounts also increased. After automatic enrollment, the funds would then be placed in appropriate investment vehicles that change over the life of the employee. If inertia wins, that employee still has a retirement account. More important, the default target-date funds investment portfolio will result in increased stock ownership by black workers, which can lead to higher account balances.
To counter the likelihood that enrolled black families—already facing marriage without a bonus, college debt, and lower salaries—will have to make early withdrawals, I’d also demand that the penalty for early withdrawal of retirement funds be repealed. It is paternalistic and ignores how societal racism continues to cause black workers to be financially disadvantaged compared with their white peers. Whether it’s lack of parental wealth due to historic discrimination, higher taxes, or family members in need, black workers are forced to access retirement accounts more than white workers generally because of necessity. And repeal would also help those employees who default on their loans. (There is precedent for this: Legislation passed during the COVID-19 pandemic included relief from the 10 percent penalty for retirement withdrawals related to the pandemic.)
At the small-business level, more employers should do what the personnel director at Washington and Lee did for me years ago: let each of their employees know if they are not participating, and encourage them to do so. And if there are concerns that black employees will be unable to afford contributing to a retirement account, then it will be incumbent upon employers to ensure that black employees are not steered into lower-paying jobs and make sure they are paying their black workers fairly in whatever jobs they hold.
Of course, there is nothing to prevent employers from taking these measures under current law—but there’s no incentive either, which is where the bigger shifts in tax policy come in. Corporations, like universities, receive major tax subsidies for employer contributions to health insurance and retirement accounts. And just as universities receive their tax subsidies regardless of how many black students they admit, how generous their financial aid packages are, or how many black students graduate, corporations receive the subsidies regardless of how many black workers they hire, or how many racial discrepancies exist when it comes to salaries and promotions.
In this case, similar obstacles require similar solutions: data collection and exposure. First, in exchange for tax subsidies applicable to retirement accounts, private employers should be required to publish information on all aspects of retirement accounts by race and ethnicity. The U.S. Government Accountability Office has already recommended such information be collected and published for retirement account withdrawals.
Second, existing “nondiscrimination” rules that prevent employers from getting tax breaks if they establish retirement accounts and limit them to their executives, or from favoring their “highly compensated employees” when it comes to the provision of benefits, must be expanded to include rules that require no racial gap in participation rates if they want to qualify for retirement account tax breaks. Adopting best practices (like automatic enrollment and target-date funds) will also go a long way toward minimizing racial gaps, as the Ariel/Aon Hewitt study demonstrated.
Finally, with new information and policies in place, we need to adopt another system like the one I propose for colleges and universities: Tax reform should require employers seeking any wage deductions to conduct their own audits, which would be made public, to determine whether similarly situated workers are being treated differently—either in the type of jobs they are offered or in the pay they are awarded. Nonprofits have to publish the salaries of their highest-paid employees to receive their tax exemptions; given the benefit-based tax breaks most employers are able to enjoy, regardless of internal bias or discrimination, why can’t we require something similar from for-profit companies? If there are racial gaps, or if most black workers are concentrated in low-paying jobs, the employer should work to remedy the problem. After a period of doing such work, perhaps three to five years, if there are still gaps, then the employer would no longer be allowed to deduct employee wages on its tax return. Tax policy should be used to combat, not reinforce, market-based race discrimination.45
Even if all of these changes were implemented, they would not fix the racism baked into the labor market. A close examination of another benefit—health insurance—gives us some insight into why. Employer-provided health insurance provides a safety net against wealth depletion, guarding against huge medical bills and associated debt—or, alternatively, failing health because care is unaffordable, leading to missed work and job insecurity. While the majority of both white and black workers have health insurance through their jobs, the racial discrepancy is still significant—74 percent of white workers compared with 56.5 percent of black workers.
Insurance not provided through your job can be purchased, accessed through a spouse or parent, or received through Medicare or Medicaid. But disparities are clear here, too. Black Americans under the age of sixty-five remain more likely to be uninsured than white Americans:46 11.5 percent of them lack insurance, compared with 7.5 percent of white Americans. One possible explanation for the disparity is that black Americans are more likely than white Americans to live in one of the states (most of which are in the South) that have not expanded Medicaid under the Affordable Care Act. In these states, those who fail to qualify under the old Medicaid rules but whose income is not high enough (greater than the federal poverty level) to qualify for the Affordable Care Act subsidies fall into what’s known as the Medicaid coverage gap. In 2018, 9 percent of white Americans and 15 percent of black Americans experienced this gap, and it’s led to significant discrepancies in insurance rates between the states. Nationally, nearly 14 percent of nonelderly black women are uninsured. In Georgia, that number rises to 20 percent.47
We know that medical expenses can create serious debt for the uninsured. But even a high-cost out-of-pocket insurance policy inhibits savings. For example, if you get sick, and your health insurance plan has a deductible of $5,000, meaning you pay the first $5,000 of your medical costs, that’s $5,000 you can’t save for wealth building. And given the racial wealth gap, black workers are less likely to be able to absorb the expense of paying these out-of-pocket expenses.
As a result, medical debt is divided along racial lines, too: A 2017 Urban Institute report showed that 31 percent of black Americans have past-due medical debt compared with 23 percent of white Americans. “Past-due medical bills can end up in your credit report and lower your credit score, which means you may not be able to borrow for a mortgage or small business—or you may pay more when you do borrow,” the report added. “Credit report information can also be used to determine whether you get a job or rent an apartment and how much you pay in insurance premiums.”48
In that case, shouldn’t the healthcare-for-all model touted by progressive political candidates be an effective tool in reducing the black-white wealth gap? Unfortunately, that model is only half-right. What it ignores is the reality that our healthcare system remains and has always been anti-black.49 Moving uninsured black Americans into our existing healthcare system will only set them up for disparate treatment, which could prove fatal.
Take the case of tennis superstar Serena Williams; she and her husband have a combined net worth of $189 million.50 She has access to the best healthcare that money can buy—but when she gave birth, her blackness undermined her care. As Williams told Vogue, she warned her attending medical team that she had a history of blood clots—only to be dismissed as “confused” when she told a nurse she thought she was experiencing a pulmonary embolism. (She was, and the delay in treatment set off a range of complications, including a hemorrhage.)51 Her wealth alone could not overcome the system—it took her influence and determination, as well as her resources, to keep her from becoming another statistic in the maternal mortality saga in which black mothers in America are at least three times more likely to die as a result of pregnancy or childbirth than white mothers.
That’s why it’s not enough to provide access to a broken system—you have to try to move the system in the right way. Senator Elizabeth Warren and then-Senator Kamala Harris each had plans to deal with ameliorating racism in the healthcare field.52 Warren’s plan focused on financial incentives for hospitals, while Harris’s focused on implicit bias training and a pilot program assigning a caseworker for Medicaid beneficiaries with high-risk pregnancies. The success of those approaches was far from proven, but they are significant because they recognized that access alone was insufficient to create better health outcomes for black Americans.
That’s the model we need to replicate in the labor market: Recognizing that access to salaries and benefits alone won’t guarantee better wealth outcomes for black Americans. Blacks graduate from college with more debt, do not get jobs as easily as whites, are not paid the same wages as their equally qualified white peers, are steered toward lower-paying jobs, and have an unemployment rate twice that of whites—yet are more likely to provide financial support for extended family. Once again, tax policy adds insult to injury, giving tax breaks to white workers already winning in the paid labor market while also levying heavy penalties for early withdrawal from retirement accounts against those black workers the paid labor market fails.
That’s not to say that race-based labor market discrimination shouldn’t be addressed directly—if we could eliminate opportunity and salary gaps tomorrow, that would definitely be progress. But this is where the difference between income and wealth comes into play—and when it comes to tax policy, the benefits that favor wealth preservation are some of the most inequitable in our entire tax system. A lifetime of lower earnings and fewer benefits in the workplace leads to disparities in savings, retirement contributions, and investment opportunities, of course. But that alone isn’t the problem. When these opportunities are compounded with the tax treatment of inheritances and gifts—which affect each of these life-cycle events, such as college and homebuying, on a generational basis—we can truly begin to see how and why the black-white racial wealth gap remains so resilient. Those compounded opportunities are the topic of our next chapter, and a key means to understanding the obstacles to achieving a truly equitable system.
At the end of 2018, The Atlanta Journal-Constitution ran a story about how black Americans were recovering from the Great Recession of a decade earlier. The findings were stark: Though average family wealth had dropped across the nation, black families and workers consistently experienced a bigger decline and slower recovery. Between 2007, when the recession began, and 2013, middle-income white families experienced a 31 percent decline as their median wealth fell to $131,900. Middle-income black families’ median wealth, however, dropped a startling 47 percent, down to $33,600.
In Georgia, the economic decline had a profound impact on black homeownership rates. Before the recession, black homeownership across the state had reached a high of 53 percent; during and after the recession, the rate fell to below 45 percent for the first time in almost forty years.
Tia McCoy, a realtor and former homeownership center director for Atlanta’s Resources for Residents and Communities, a community development corporation, told the reporter that throughout the recession and its aftermath, she saw one client after another—even a member of the Georgia state legislature—lose their homes to bankruptcy or foreclosure. The majority of those clients were black, McCoy said, and did not have generational or family wealth to carry them through a period of income loss or instability.
“Historically, we might not have the resources available,” McCoy said. “Mom and dad couldn’t save us.”1
McCoy’s answer—“Mom and dad couldn’t save us”—is the story of black wealth, across generations, in America. We’ve already seen why getting married, buying a home, graduating from college, or getting a good job results in greater wealth for white taxpayers than black taxpayers. Under those constraints, one would expect white Americans to have greater wealth than black Americans, and they do—white families hold $171,000 in median wealth compared to $17,100 for black families. In 2016, 83 percent of black households had less net worth than the median for white households, and the top 10 percent of black households had average wealth of just over $1 million, compared to $6.7 million for the top 10 percent of white households.2
However, there’s another key piece of the puzzle: how tax policies around investments, assets, and inheritances pave the way for wealth accumulation across decades and generations. If you can obtain any kind of financial security blanket—whether it’s a home in a predominantly white neighborhood, an investment account, or even an inheritance—tax policy works to help you preserve and pass along that security to your children or grandchildren. But if you can’t obtain it, you’re out of luck—and probably paying even more in taxes on your wage income than an investor is on their stock portfolio.
The policy discrepancy is only part of the picture. We can see, now, how white families have benefited from generations of wealth building: first gaining financial advantages throughout their lifetime, then using the tax policy surrounding asset ownership and gifts to build those savings into the kind of wealth that is passed down to both children and grandchildren. But those advantages are often rendered invisible by those who have benefited from them. Consider some of the white families interviewed for this book, most of whom declined to be identified by name, concerned about how their advantages would reflect on their reputations. These included a fourth-generation Ivy League graduate whose grandfather established trusts that paid for her college tuition, her sibling’s, and her children’s.
“I do have a family story that would be about whiteness and so forth,” she said. “I would not be happy for that story to be publicly associated with my family.”
The reality of how ordinary white Americans build wealth, then, is hidden—and leads to two distinct harms:
First, it leaves black families bewildered about their inability to achieve the financial security of their white peers. How can they create a better future for their children, they wonder, while I cannot?
Second, it causes white families who have benefited from significant tax-free family financial assistance to think of it as an insignificant factor in their success, which they go on to attribute only to hard work—not the luck of being born to white parents.
The result is an invisible safety net for white Americans, and yet another generation of black Americans wondering why they can’t get ahead.
—
The tax code rewards and encourages generational wealth building in two major ways. The first is the preferential tax treatment that comes with asset ownership. The second is the provision for tax-free financial transfers to family members, both while the giver is alive and after they die, as part of their estate. In both cases, reduced or eliminated taxes result in increased savings and investment opportunities for the next generation. Each one dates back to the beginnings of our “progressive” tax system, and like many of the other shifts we’ve seen, each one has been influenced by the interests of the wealthy, white, and powerful.
Stocks and bonds have long been disproportionately held by the wealthiest white Americans, and a whole section of the tax code was developed when one man from a prominent family sued to avoid taxes on a bond sale. As we learned in chapter 4, stocks held inside of a retirement account, like a 401(k), are generally not taxed until an employee retires, withdraws an amount, or turns seventy-two. Stock investments outside of a retirement account, however—referred to as “capital assets”—receive very different treatment. If you buy stock and then sell it at a loss, you can take a tax deduction, which can be used to offset other gains or income. If you sell stock at a gain, you pay taxes on the income—but at the capital gains rate, which is different, and significantly lower, than the one that applies to wage income. (While the tax treatment for bonds is more complicated today, there are also significant tax subsidies associated with bond ownership. For example, state and local bonds pay interest that is often received tax-free by the owner.)3
The tax rate that applies to gains from stock and the sale of other capital assets, such as a home, is called the preferential rate. This rate varies depending on a taxpayer’s total income and how long they have held the stock, but it’s always better than the progressive rate, which applies to wage income: The maximum preferential tax rate is 20 percent, while the maximum progressive rate is 37 percent.4 This means that taxpayers will pay a significantly lower tax rate on income from stock than they will on their wage income. (Remember, in chapter 2, our discussion of the tax breaks that come with selling your home? That’s the preferential rate in practice, too—up to $500,000 of the gain tax-free, if you are married, and the remaining amount taxed at the preferential, not progressive, rate.)
To qualify for the preferential rate, an asset must be held for more than one year before it is sold. (Gain from the sale of stock held less than one year is taxed the same way as wage income.) After that, the greater a taxpayer’s share of capital gains subject to the preferential rate, the lower their overall effective tax rate will be. The preferential rate can be 0, 15, or 20 percent, depending on the taxpayer’s total income (including any capital gains) and their filing status. If the taxpayer’s total income is more than $441,450, they will pay the maximum rate of 20 percent—which, you’ll recall, is still 17 percentage points less than they’d pay if taxed according to the progressive rate system. A taxpayer whose only income is from capital assets of $50,000 will pay a preferential rate of 15 percent if single, and zero percent if married or filing as head of household. (That’s another built-in marriage bonus.)
Let’s compare two single taxpayers with $150,000 in taxable income (after all deductions) in 2020: Melissa and Michele. Melissa’s $150,000 is all from her salary; Michele’s is $100,000 from salary and $50,000 from the sale of stock. Melissa will pay $30,079.50 in taxes5 while Michele pays only $25,579.50.6 Why does Michele save $4,500 on her tax bill compared with Melissa? Because all of Melissa’s income is subject to the progressive tax system, compared with only two-thirds of Michele’s. Michele’s salary income is taxed at the same rate as Melissa’s, but her stock income receives the lower 15 percent preferential rate, while Melissa’s last $50,000 of income is taxed at her highest progressive rate of 24 percent. This is why billionaire Warren Buffett’s effective tax rate is lower than his secretary’s: Most of his income comes from stock ownership and is subject to the preferential rate, while most of hers comes from wages and is subject to the progressive tax rate.
How did this happen, when the purpose of the progressive tax system is to ensure higher-income taxpayers pay higher tax rates? Just like the marriage bonus, the preferential rate was created through pressure from the wealthiest white taxpayers in the early days of our taxation system. In 1916, when capital gains were taxed the same as ordinary income, only the richest 1 percent of Americans filed a tax return.7 Among them was Frederick F. Brewster, who (wait for it) was paying taxes on income from his enormous wealth, didn’t like it, and decided to sue so he ultimately wouldn’t have to.
Frederick and I do have one thing in common—both of our families arrived in America by sea. His, however, were aboard the decks of the Mayflower, and mine came chained in the bottom of a ship, and the differences in our American experiences only grow from there.8 Frederick’s father, Benjamin, was a business associate of the Rockefellers and earned his fortune in oil and railroads; for many decades he was considered the second-wealthiest man in America, right behind his colleague, John D. Rockefeller, Sr. When Benjamin died in 1897, Frederick, then around twenty-five, inherited a quarter of his father’s fortune. He went on to become a director of the New York, New Haven and Hartford Railroad Company and build a twenty-five-acre estate in Connecticut for his bride, Margaret. The New York Times described him as “a wealthy young man in this city who is understood to have large interests in the Standard Oil Company.”9
In 1916, Frederick sold more than $400,000 in bonds and did not include the profits—approximately $84,000—on his tax return, arguing to the Bureau of Internal Revenue (known today as the IRS) that because he did not regularly make such sales, the profits didn’t count as income and weren’t subject to taxation. The bureau disagreed and said he owed $17,756.79 in additional taxes. (In today’s dollars, that’s about $10 million in bonds sold, $2 million in profit, and a tax dispute of $400,000. The Brewsters make the Seaborns, our other wealthy white tax litigants from chapter 1, look like paupers.)10 Brewster won the suit in district court, but the IRS appealed, and the case went to the Supreme Court in 1921.
The Supreme Court determined that income from the sale of property was required to be included in taxable income and reversed the lower court’s decision.11 But Brewster’s defeat led to a major victory in Congress for the wealthy 1 percenters who occasionally sold stocks, bonds, and real estate.12 Congress responded to the Supreme Court decision by enacting that same year a lower tax rate for this type of property. At the time, the highest marginal income tax rate was 73 percent; the new capital gains rate was set at 12.5 percent.13
Why so low? The legislative history noted that high tax rates resulted in tax avoidance strategies by the wealthy, who would put their money into alternatives like tax-exempt bonds, or give the stock to family members who were subject to lower tax rates. If all else failed, they would simply hold on to their stock longer than they wanted to, producing what’s commonly called a “lock-in” effect.14 The concern is that holding on to an unwanted investment precludes the investor from buying a different one that would stimulate the economy. (That said, there is a positive benefit to the lock-in effect: it tamps down on speculation in the market that could otherwise lead to widespread losses.)
By creating the lower capital gains rate, Congress found a way to discourage the richest Americans from using tax avoidance strategies, but kept them from protesting the change by offering them special treatment. Only eight years into the progressive tax system, a huge loophole was created for the wealthy; the richest Americans would not even pay the progressive tax rate on a portion of their income.15 The effect has only grown over time; when the highest-income households didn’t get any marriage-penalty relief in 2017, perhaps the reason they didn’t protest was that the majority of their income was already subject to the low preferential rate, making a shift in the progressive system irrelevant for them. In 2019, roughly 85 percent of income subject to the low preferential rate went to the richest 5 percent of taxpayers, according to the Tax Policy Center, and almost 75 percent went to the top 1 percenters; this is how white wealth increases across a century.16
There are certainly legitimate policy arguments for why we should tax capital gains at a lower rate than wages, including the “lock-in” rationale provided at the time.17 Another argument posits that since part of the gain is an effect of inflation, not a real increase in value, a higher tax is unfair. And some say that stock gains should be taxed at a reduced rate because such gains reflect corporate profits, which have already been taxed once.
None of the arguments, however, are persuasive. First, for most of the twentieth century our tax rates on capital gains were higher than they are now, and the markets functioned effectively, with minimal lock-in effect. Second, the potential effects of inflation may also be overstated, since you only have to hold stock one year and a day to get the preferential rate—and there is no inflation exception for any other type of income that accrues over a period of time. Take, for example, royalty income from books: If I write a book this year, it does not produce income until it is published; then it produces income every time a book is sold. The income I receive five years from the book’s publication date is attributable to the labor of writing the book several years earlier, but no one ever argues there should be an inflation-adjusted amount of royalty income included as taxable income.
As for the double-taxation argument, it’s interesting that it comes from corporate shareholders as opposed to small-business owners. When I pay taxes on my wages, then pay the electrician to fix some wiring in my home, the electrician pays taxes on the payment received from me. It’s how most retail and service transactions work—yet no one ever argues that the electrician is being taxed twice. Meanwhile, with the corporate tax rate now at 21 percent (down from 35 percent in 2017), it’s hard to believe that corporations and their shareholders are shouldering an undue burden.18
When we examine asset ownership in America by race, however, we see plenty of unfairness. We’ve seen already why black Americans are less likely to own property or reap significant gains from its sale or transfer. When it comes to other assets, like stocks, there are similar obstacles to access. As was the case with real estate, this isn’t simply a question of income: Research shows that at every income level, white Americans are more likely to own stock than black Americans.19 White middle-class families are more than twice as likely as black middle-class families to own stock.20 Even white families in the bottom quintile of the income distribution are more likely to own stock than black families in the second-highest quintile.21
You don’t need to have Mayflower ancestry to benefit from the disparity either. Take Susan, a white woman in her sixties who had a long career as a corporate executive. Susan bought herself three shares of stock when she was in middle school, using her babysitting money. She doesn’t remember her parents ever encouraging her to buy stock, but she does remember learning about the stock market at her junior high school outside of Evanston, Illinois—which she describes as “a public school in the whitest, least diverse suburb in the world.”22 After learning about the market, she purchased three shares of stock: one in a now-defunct company, one in Marshall Field’s (the former department store now owned by Macy’s), and one in McDonald’s.
“I could look at the paper every day to see how my stock was doing,” Susan recalls. “And eating McDonald’s, I’d feel like I was helping my investment.”
That single share of McDonald’s stock, purchased in the 1960s, is worth $60,000 as of early 2020. But that’s not the end of Susan’s stock market story. She graduated from college without debt, thanks to her grandparents, and then struck out on her own financially, working a variety of jobs to help put her husband through law school. A divorce in her twenties left her with a $5,000 settlement, and she had several lean years of working on commission, but by her midthirties, she felt financially stable enough to consider the stock market again. She knew she couldn’t afford a financial planner, and she didn’t think she understood the market well enough to invest on her own. The solution? Use her personal network of friends, classmates, and colleagues to improve her financial literacy.
Through friends—she jokes that her broker was someone “a girlfriend’s sister’s brother knew”—she found a professional to teach her about the market. “The deal there was that he would teach me about stocks,” she says. “I had divvied up whatever small pot of money, he could invest that half or three-quarters of it, and I would take a percentage of it, and invest it. And we would discuss why we were doing what we were doing, and what was working, so I could learn.” That single share of McDonald’s, combined with the starter portfolio Susan established in her thirties, seeded an investment portfolio that grew to more than $8 million by the time she reached her sixties. Susan’s story illustrates how financial privilege can start with something as small as an access point—one share of McDonald’s stock and a friend who “knew a guy”—and balloon into extraordinary wealth.
Stock ownership disparities transcend income, education levels, and many of the commonly held ideas about what limits black wealth building. A study of households with comparable wealth of at least $356,900 (which represented the top 5 percent of black households versus the top 28 percent of white households) analyzed stock holdings outside of retirement accounts.23 That research showed 30 percent of these wealthy black Americans owned stock compared with 41 percent of whites with similarly high incomes. When you look at mean, or average, stock ownership values, black stock owners in the top 5 percent own $185,000 in stocks, and white stock owners own $449,000. But averages can be skewed by a single individual with an enormous amount of wealth—like Robert Smith, the black billionaire who pledged to pay the student loan debts for the Morehouse class of 2019. If you look at the median value, which means half the study participants have less, and half have more, white stock ownership drops to $140,000—but the black median doesn’t even reach $100,000.
Part of the problem is attributable to the reality that even high-income black Americans have less money available to invest; remember, income and wealth are not the same, and even black and white Americans with comparably high incomes don’t have the same amount of wealth, for all of the reasons we’ve already explored. But there is more to the story than just cash flow: Access, trust, and history have all shaped today’s black and white investment practices.
I first began exploring how and where black families invest their income for a paper about pensions and the retirement packages black professionals chose when they were offered plans at work.24 What I found is that while investing in the stock market is a “rite of passage for white investors” like Susan, for whom it was part of the curriculum at her predominantly white middle school, a lack of diversity in the financial services market makes black Americans’ lack of investment a self-fulfilling prophecy.25 A 2017 study of asset management firms showed that firms owned by minorities and women manage only 1.1 percent of the industry’s total $71.4 trillion in assets under management. It’s no wonder, Mellody Hobson, a black woman and the co-CEO and president of Ariel Investments, told Investor’s Business Daily in 2019, that potential black investors don’t necessarily feel welcome.
“Does that person of color feel comfortable walking into that brokerage firm office or that financial advisor’s office? Do they see people that they think represent the diverse society that we live in? Do they feel that somehow there are barriers to entry for them, because of just the environment?” she asked.
“While the market itself may not discriminate—and I’m using that term intentionally,” she said, “the environment by which someone might come to invest can be discriminating.”26
A natural outgrowth of this explanation is a lack of trust in markets that have not historically worked to build trust in the black community. For example, it took until 1970 for the first black American to make a trade on the floor of the New York Stock Exchange.27 In contrast, the real estate and insurance industries have a history of employing black real estate and insurance agents.28 Insurance, in particular, was a thriving field for black Americans: Historian Christy Ford Chapin describes how “during the early twentieth century, black-operated insurance firms experienced great success even as they competed vigorously alongside white-operated insurance companies for the business of African American consumers.”29 This history helps explain why, for more than a decade, black Americans earning more than $50,000 have consistently said they prefer to invest in housing and life insurance, according to a yearly survey by Ariel Capital Management and Schwab—even though these forms of investment are more conservative and bring lower returns than the stock market.30
Does this preference for conservative investment options reflect an aversion to risk in the black community? Or is it simply a matter of financial literacy, and if black Americans knew more about the stock market, they’d invest more? I find both of these lines of questioning flawed at best. Financial literacy training has been proven to be ineffective: A study found that financial literacy accounts for only one-tenth of 1 percent of differences in behavior when it comes to financial decision-making.31 It’s not a matter of education more generally either—in the comparable wealth study, the black Americans tended to have higher education levels than their white peers.
As for risk aversion, it carries a taint of victim blaming, and the victim blaming ignores the significant role played by the predominantly white financial services industry. If, as we’ve seen, only 1 percent of the asset management industry is managed by minority- or woman-owned firms, can we genuinely suggest that the industry is courting black clients, but the black clients are too risk-averse to respond?
I personally reject the risk aversion theory based on my own experience working on Wall Street. Years ago, in the late 1980s, I switched, briefly, from practicing law to working as an investment banker in municipal finance. Why? Because of Maynard Jackson, Atlanta’s first black mayor. After years of dealing with exclusively white investment-banking clients at my law firm, I was excited to work on a deal, based in Atlanta, with my first black client. I soon learned that it wasn’t a coincidence: Under Jackson’s leadership, it was understood that to do business with the City of Atlanta meant deals had to include black professionals. Other black elected officials around the country followed his lead, and the municipal finance section of investment banking became a place where you could work with other black bankers. When I went to work with my former client on the banking side, I recall four other black bankers in my department in New York. In contrast, on the corporate finance side, I only met one black investment banker during my almost two years on Wall Street. I had access to that municipal finance space because black politicians used their clout to pry open the door for others; there is no counter on the corporate finance side as those making the hiring decisions, CEOs and corporate boards, remain largely white and male. When I think about the power and political muscle that was required to bring black professionals into those deals, I can’t really accept the idea that it’s the black investor’s mentality, as opposed to the white corporate investment space, that needs to change.
However, if there is any truth to the idea that risk aversion is a uniquely “black trait” when it comes to investments—a suggestion made by the critics who propose financial literacy as the solution—it’s a trait that has developed out of sheer necessity.32 Given the systemic racism and resulting setbacks faced by black Americans across the board—in marriage, homebuying, education, and the labor market, not to mention the school-to-prison pipeline, health disparities, and environmental racism—it seems to make more sense that we are more risk-averse than our white peers, including in our investment strategy. Black Americans have to be risk-averse because of the anti-black racism we face every day; often, our very survival depends on it.
—
Speaking of survival—the Brewsters are among America’s oldest and most enduring families—let’s return to the case of Frederick Brewster. We’ve seen how, by filing a lawsuit that helped create the preferential tax rate, he maximized the wealth he could accumulate through stocks and bonds. However, he didn’t need to sue or protest to pass that wealth, tax-free, to the next generation.
The tax-free family transfer—which allows the transfer and receipt of gifts and inheritances free of income taxes—has been in place since 1913, when the first Revenue Act created the progressive tax system. There’s no legislative history explaining how the policy came to be, and tax scholars agree that it defies logic, citing “no good tax policy reason for excluding gifts, or inheritances” from taxable income.33 Nonetheless, it has contributed to more than a century of wealth building for those whose family members have ample resources to share with them. When considered alongside the basis rule, which limits taxation on gifts and inheritances of stocks and bonds, it becomes clear how white family wealth building has relied on tax policy designed with it in mind. (I would be remiss if I didn’t also point out the boost to wealth building provided by our federal estate and gift tax regime, which allows family members to gift a certain amount [$15,000 per person in 2020] annually to as many individuals as they want without having to report the gifts to the IRS. While gifts over that threshold do need to be reported to the IRS, there’s a very good chance they’ll never be taxed. After the 2017 Tax Cuts and Jobs Act, individuals can give away up to $11.58 million during their lifetime or at their death that neither they nor the recipient will ever have to pay gift and estate taxes on. Married couples can give away twice that amount.)
There aren’t, of course, different tax rates in place for black and white families. But the way wealth typically flows in black and white families is dramatically different, and tax policy favors a predominantly white wealth pattern. In white families, wealth is more likely to increase from generation to generation, and tax-free gifts are likely to travel from parent to child, or grandparent to grandchild. In black families, however, tax-free gifts often travel in the opposite direction, like Racheal’s financial gifts to her grandmother. This both limits black households’ potential to save and invest, and reduces the likelihood that a black parent will be able to leave an inheritance to be passed down to the next generation tax-free. Proportionately, almost three times as many college-educated black households provide financial support for their parents as their white college-educated peers, and those transfers have a significant impact on net worth. Researchers have found that “financial transfers to parents (much more common among Black college-educated households) significantly decrease household net wealth by more than 25 percent.”34
White households, in contrast, are four and a half times more likely than their black peers to receive a gift or an inheritance. A study that tracked black and white families over twenty-seven years, from 1984 to 2011, showed that almost half (46 percent) of white households received some type of financial transfer, while only one in ten black households did.35 All the households receiving family financial resources built more wealth over the period studied; however, the white households experienced growth at a far higher rate than their black counterparts. The white Americans who received a financial transfer—46 percent of the white Americans in the study—received a median of $83,692. But what’s perhaps even more astonishing is that, for these families, wealth grew to $282,000—more than three times the amount of the gift they’d received.36
Take one middle-class white family from the study: Jessica and Nicole Bzdell, urban homeowners who held nonprofit jobs and had a combined household income of $80,000. They borrowed money from Nicole’s mother for a new rural home; then, when Nicole’s mother passed away, Nicole inherited about $1 million in stocks and at least $300,000 in cash. When their urban home sold, they received $200,000 more—likely tax-free. Jessica and Nicole owned their farm debt-free, had annual income of $40,000 from the stocks, and cash in the bank. From a tax policy perspective, Jessica and Nicole had very little taxable income from wages, greater preferential income from capital gains likely subject to a 0 percent tax rate (because of their low taxable income), and of course a tax-free inheritance of more than $1 million. “This inheritance shifted the family into the top decile of wealth holdings in the U.S.,” the study’s authors noted. “Jessica and Nicole inherited Nicole’s mother’s wealth status, moving them beyond their own achievements in work and education.”37
In contrast, over the twenty-seven-year period of the study, only 10 percent of black Americans received a financial transfer, with a lower median value of $52,240. Those families saw their wealth grow by only $20,000—more than the black families who didn’t receive transfers at all, but still less than the white families who didn’t receive transfers either. For white households, the median wealth growth for those with and without financial transfers was $282,000 versus $72,000; for black households, the median wealth growth for those with and without financial transfers was $20,000 versus $12,000. Where white families saw their wealth tripled, black families saw it drained. The study concluded that financial transfers did not create wealth for black Americans the way they did for white Americans, and this difference was a significant contributor to the racial wealth gap.
How does that happen? It’s a question of whether the financial transfer goes toward a wealth-building activity, like college tuition or a down payment on a home, or toward a basic need or an emergency. And black families are far more likely than white families to be making financial transfers that are used to help family members cover daily expenses—like Racheal’s mother paying for her to go to the dentist as a Christmas gift. Earning a higher income does not protect black families from such wealth depletion; in fact, it makes them more vulnerable. “As income increases, blacks are increasingly more likely than whites to report having provided financial assistance to friends and family,” one study found. “Middle-income blacks are significantly more likely than middle-income whites to report having provided informal financial assistance in the past year.”38
That conclusion was consistent with earlier research showing “the middle-class black families in [the study] suffered about a 27 percent reduction in their wealth relative to white families as a result of the kin networks into which they were born.”39
In other words, all tax-free gifts are not created equal. When we look at the tax treatment for inheritances, it becomes clear why simply canceling student loan debt or encouraging black families to invest in stocks won’t solve the problem. When black families use the tax advantage created by the gift exemption but give the money to their parents to use for necessities instead of their children to use for investing (including in education or real estate), both parents and children are disadvantaged when it comes to building wealth.
One of the reasons why is the tax concept called basis, which typically refers to the cost of acquiring property. When I buy property, my basis is whatever I paid for it, and that basis will be used to measure the taxable gain or loss when I sell it. But if I don’t sell that property during my lifetime, leaving it for my children or another relative to inherit, there is a different basis rule that will help them keep more of it tax-free.
Who’s most likely to benefit from this rule? A family like the Brewsters, of course. When Frederick Brewster died in 1958, at the age of eighty-six, he left significant property to his heirs, including a sixty-six-room Tudor mansion on twenty-five acres of land in New Haven, Connecticut, as well as a second home in Dublin, New Hampshire, and a third in Durham, Connecticut. Brewster’s will was very specific about how his estate should be used: The New Haven property, known as Edgerton, was to remain his wife’s until her death, when it would be left to the city as a public park—on the condition that the mansion be razed. He also gave a bequest of twenty-four paintings to Cornell University, on the condition that they re-create the study in his home where they once hung, because he considered it a “suitable contemplative setting” for the art.
The Brewsters, you’ll recall, were among the wealthiest families of their era—part of the reason Frederick Brewster wanted his mansion razed was that the upkeep alone was $100,000 per year—but to keep it simple let’s say that Frederick purchased his property for $20,000, and it had grown in value to $100,000 at the time of his death. If that happened, his children would inherit $100,000 of property tax-free—and could sell it for full value, the very next day, without paying any federal income taxes. Why? Because for inherited property, the basis rule is fair market value at death. If they sell for exactly the fair market value (what a typical buyer is willing to pay), the entire amount is not considered a taxable gain—and they keep all of that wealth.
If he’d given his children the estate during his lifetime, the rule is a little different—but still offers significant wealth-building potential. First, if the beneficiary keeps the property, it’s excluded from taxable income—so his children would gain a property valued at $100,000 and not pay any taxes on the gain. If they sold it at fair market value, their basis would be the same as their father’s basis—$20,000—and they’d pay taxes on the $80,000 gain. But thanks in part to their father’s lawsuit, they’d pay the preferential rate, not the progressive rate, on that $80,000.40 And if the property is their personal residence, the entire $80,000 would be tax-free because it’s less than the $250,000/$500,000 exclusion.
Again, you don’t have to be a Brewster to benefit from these policies. In the life cycle of white wealth, sometimes a single gain leads to the next, and the next, and the next. Take Susan, who started out with a debt-free education and a connection to a stockbroker, and has built it into a multimillion-dollar portfolio. Or Kathy, another white Atlantan, who used an inheritance of $30,000 from her mother, plus a loan from her husband’s brother, to buy a Manhattan apartment in the early 1990s. When she and her husband sold the apartment for a profit a few years later, they used the money to buy a larger home in less expensive Atlanta. That home, which is located in a largely white neighborhood, has seen its value multiply by a factor of six in the last two decades, from $146,700 in 2000 to $955,000 in 2019. Or Beth, a teacher-turned-consultant, who graduated from college debt-free and borrowed money from family to raise the down payment on a house in a different but still overwhelmingly white neighborhood, and has seen her home value multiply by a factor of seven. The house, valued at around $94,000 in 2000, was assessed at $667,600 in 2019. (The median home value in Atlanta is just under $300,000.)
When families have enough disposable income to purchase stock, the tax-free treatment of family financial transfers enables their children to sell the stock, keep more of their after-tax dollars, and build up their own nest egg. Both gifts and inheritances receive advantageous tax treatment; if it’s a gift, the children receive the low preferential rate on any profit above the basis. If it’s an inheritance, the basis is based on value at death, and they receive the income tax-free. Those children can use that money to pay their own children’s college tuition, enabling them to graduate debt-free. Perhaps the grandchildren will also receive assistance with a down payment on a home. That would make it more likely for them to be offered a competitive interest rate because they are white with a high down payment, compared with the subprime rates targeted to black homebuyers. That home will likely be located in a homogeneous white neighborhood, where it will grow in value much more quickly than it would in a diverse or majority-black neighborhood. Then, the cycle is poised to repeat for the next generation.
In contrast, a single setback can eliminate the possibility of generational wealth for black families—and often, that setback occurs when these families are trying to conform to conventional wisdom about how to close the black-white wealth gap. Whether it’s pursuing an advanced degree and ending up with debilitating student debt, or buying a starter home that ends up selling at a loss, the white paths to wealth don’t work the same way for black families. A 2015 Brookings Institution report titled “Five Bleak Facts on Black Opportunity” found that not only did most black American families fail to rise out of the middle class but their children were actually more likely to fall out of the middle class than they were to remain there.
“In some ways, this is an even more depressing fact than the poor rates of upward mobility,” the authors wrote. “Even black Americans who make it to the middle class are likely to see their kids fall down the ladder.”41
Doesn’t this mean that black parents simply need to focus their efforts on supporting their children? To that I’d say, how? If black parents deplete their wealth to support their children, they risk becoming a financial burden to those very same children, leaving them in a catch-22. They can sacrifice a lot to help their children pay for college and graduate with less debt. Later in life, however, those same black parents, having used their own nest egg to help their children, will now need those children to provide financial assistance, leaving them less able to provide for their own children. Remember John, who worried about filling out his sons’ college financial aid applications? He was concerned that the income reported on his tax returns would disqualify his sons for certain financial aid packages—when, in fact, a significant part of that income already goes to support his mother. Which family member should John cut off to ensure the well-being of the other? The black-white wealth gap pits grandparent against grandchild, and no one wins.
—
The wealth gap is gaining political traction as a critical issue for voters, and Democratic politicians and think tanks have proposed reforms, including increased black homeownership and with targeted enforcement of antidiscrimination in mortgage lending laws. But these are limited in their ability to truly reduce the black-white wealth gap. We saw in chapter 2 how the Democratic presidential candidates’ plans to increase homeownership included down payment assistance or a homesteading approach. But in that same chapter, we saw that there’s another factor few progressives openly discuss: how white homebuyer preferences dominate the market and eliminate black opportunity.
Consider Richard Rothstein’s proposal to address the historical government discrimination that prevented black Americans from buying homes in Levittown, New York: He suggests that the government purchase the next 15 percent of homes for sale in Levittown and sell them to black Americans at a reduced price in order to provide them with instant homeownership wealth.
Though a laudable effort, it fails to consider one key neighborhood attribute: white homeowners in Levittown live with a less than 1 percent black population, and they must be comfortable living with very few black neighbors—or they would live elsewhere. Rothstein’s proposal, which would bring more black neighbors in Levittown, would likely make it much less appealing to current and prospective white homeowners. Existing Levittown homeowners would put their homes on the market, and as the percentage of black homeowners increased, their home values would fall further. When the dust settled, black homeowners who purchased homes at reduced prices in order to get “instant” wealth would have much less of it because “too many” black homeowners moved in. Rothstein’s proposal ignores twenty-first-century systemic racism operating through the private decision-making of white homebuyers.
Once again, one truth—that black homeowners have a higher net worth than black renters—doesn’t yield a simple prescription for wealth-gap relief. Any proposal that only focuses on increasing black homeownership fails to take into account how fraught the issue can be for black families. It also fails to recognize that homeownership does not necessarily increase generationally for black families: Today, white Americans whose grandparents were not homeowners have a higher rate of homeownership than black adults with grandparents who were homeowners. Policy reforms around black students and higher education or black employees in the labor market are similarly flawed. Increasing access to a system designed to build white wealth will ultimately not work to build black wealth.
Another progressive plan, to focus on the income gap, is similarly limited in its scope. Recent research out of the Roosevelt Institute, a progressive think tank, argues that current tax policy is unfair because the benefits “accrue disproportionately to high-income households.”42 Because most black Americans are not high-income, they say, most are ineligible for the most valuable tax breaks. That’s true, and as we established in our exploration of the job market, racial income disparities absolutely need to be addressed with focus and intention by all employers, for-profit as well as not-for-profit, with a particular focus on the role the federal government can play in helping those efforts. However, even if the income gap were to close, the wealth gap would still exist. Black Americans are still black even when we have high incomes, and the tax code doesn’t recognize how our family structures and needs have grown around different circumstances than those of our high-income white counterparts. For example, the tax code does not provide deductions for payments to extended family, and we’ve seen that this practice is not just common but standard among many contemporary black families like those from Atlanta profiled in earlier chapters.
Two black members of Congress—New Jersey senator and former presidential hopeful Cory Booker and Massachusetts representative Ayanna Pressley—have introduced legislation proposing another solution to the wealth gap: baby bonds. Under their proposal, which was central to Senator Booker’s presidential campaign, the federal government would create a $1,000 trust fund for every child born in America. Every year, the federal government would contribute up to $2,000 to the account, depending on the parents’ income. By the time the child reached eighteen and gained access to the account to buy a home or to pay for higher education, the poorest children would have about $46,200, and children in the highest-income homes about $1,700, according to Booker’s analysis.43 Black and Latinx children are projected to collect almost twice what white children would, on average.
Baby bonds have more advantages than disadvantages. But the baby bonds solution, too, fails to recognize that income and wealth are not the same.44 There are low-income white Americans who have more wealth than their higher-income black peers, and their children will receive a more valuable trust fund than a high-income, low-wealth black child. Compare Jessica Bzdell, who, through her wife’s inheritance, was able to own a home and work at a low-paying dream job, with John, who has a prestigious job and a higher income, but lost money on his first home and is supporting his extended family. And it doesn’t change the fact that once black children turned eighteen and gained access to their accounts, they’d still be using the money in a system designed to produce white wealth and drain black wealth.
—
Why not simply tackle the problem from a tax perspective and tax all gifts? If gifts contribute to the racial wealth gap, an easy solution might be to include them in the recipient’s taxable income. But taxing all gifts is once again creating tax policy with white experiences in mind to the detriment of black families. Gifts that lead to white wealth building are different from gifts that diminish black wealth building. Those giving and receiving them do not have the same ability to pay and should not be treated the same. Gifts that lead to wealth building, like money for a down payment on a home, should be included in taxable income; gifts that provide support for basic necessities and do not lead to wealth building should not. Horizontal and vertical equity should require nothing less.
However, there is one suggestion from progressive scholars that seems an easy and obvious first step: repeal the preferential rate for capital gains. The Tax Reform Act of 1986, heralded by Republican president Ronald Reagan, had as its centerpiece the idea that income from stocks should be taxed exactly as income from wages. Both wages and capital gains were taxed equally under the progressive tax system; there was no preferential rate.
Unfortunately, that legislative compromise was short-lived. In 1990, Congress increased the marginal tax rate on ordinary income like wages to 31 percent but kept the preferential rate at 28 percent.45 President George H. W. Bush had campaigned for president in 1988 vowing to keep a tax preference for capital gains rates, and he continued to push for that as he sought reelection in 1992.46 Senator Bill Bradley, one of the chief architects of the 1986 Tax Reform Act, described the political landscape around the decision:
Half of the witnesses coming before the Finance Committee were willing to give up the capital gains preferences if the top rate were cut to about 28 percent, but the “other half of them said that even if you get the rate down to 12, we still want a capital gains differential.”
…Instead of leaving the rates low and not having a differential, the people who wanted to [have a] special capital gains rate came in and pushed, pushed, pushed, pushed, pushed. And what we are seeing today is the inevitable result of that: [Ordinary income rates] going up, up, up, up, up until we are almost back to the old system.47
Once again, we see how special interests “pushed, pushed, pushed, pushed, pushed,” in Bradley’s words, to get the loophole they sought. But what is important to remember is we had a time in the not-too-distant past when income from wages was taxed the same way as capital gains income. All the arguments about indexing gains for inflation or the harm of locking in investors did not prevent Congress from lowering tax rates for more Americans by taxing all income equally. Civilization as we know it did not come to an end. We should follow the most practical reform progressives have put forth, and repeal the preferential rate for capital gains.
—
Now, when you ask conservative scholars how to reduce the wealth gap, they have a different take: If only black Americans acted more like white Americans, they argue, the gap would shrink. Black Americans should go to college, get a good job, work hard, get married, buy a home—and then we would have pretty much everything our white peers have. So let’s see how it would play out if every black American could truly replicate white behavior (assuming, of course, that all of us would want to).
Do black Americans want the marriage bonus? Great—let the husband work in the paid labor market, and let the wife stay at home. They will get a tax cut. Do black Americans want tax-free gains on their home sales? Then they should buy in the homogeneous white neighborhoods with high home values. Do they want colleges’ tax-free endowments to work in their favor? They should send their children to excellent K–12 schools so they can earn admission to highly selective colleges that use their tax exemptions to provide resources for their students. Do they want tax-free benefits like health insurance and a retirement account or an investment portfolio? Get a good job, and find a friendly stockbroker.
This advice presumes that the white way of doing things is either the only way to do them—or the best way. But as we’ve seen, following it is simply impossible: Most black Americans can’t “act white” and receive the same rewards as a white person, even if they wanted to. What conservatives miss is the benefit comes from being white, not simply acting white.
Black Americans cannot do marriage like white Americans. Why? Because neither black husbands nor black wives have the same job opportunities and earning potential as their white peers, making it harder for them to support a stay-at-home spouse. (We also can’t presume that black Americans want to do marriage like white Americans—my research showed that even in high-income households, where presumably black wives could be stay-at-home spouses, they instead contribute significant amounts to household income. It’s possible that the precarious position of black men in the labor market is part of their motivation—but it could also be that black Americans prefer a more egalitarian marriage, financially and otherwise.)
Black homeowners cannot do homeownership like white Americans. Why? History shows us that if all black homeowners bought homes in all-white neighborhoods, white flight would result, driving values down. This pattern isn’t just a relic from the past either: A 2019 Newsday investigation of realtor practices on Long Island found that white homebuyers were warned of crime in racially diverse neighborhoods, while black homebuyers were encouraged to buy in the same neighborhoods.48 Also, black homeowners in virtually all-white neighborhoods cannot stop police or their neighbors—or even their children’s teachers—from racially profiling them.
Black Americans can’t replicate the white experience in college, or in the labor market, or even in the stock market. Ultimately, only a select few black Americans can “act white” and get white rewards. It takes more work and requires racism triage at every turn.
The way the conservative policy prescription is designed means that only a few black Americans will succeed. This won’t reduce the overall racial wealth gap, but it will help a select few black Americans build wealth—and then, perhaps, allow conservatives to blame all the other black Americans who haven’t managed to do the same on an uneven playing field.
Still, such black exceptionalism is seductive: It leads white Americans (and even some black Americans) to think if one made it, then all can. The failure lies not in the system but in the individual.
A recent study shows just how wrong this narrative is. It concluded that if blacks had the same levels “of income, business ownership, stock ownership, and home ownership and other characteristics as whites, the wealth gap would be cut in half. However, the mean racial wealth gap would still be more than $155,000.” The authors correctly describe their results as demonstrating how “cultural and behavioral factors explain less of the racial wealth gap than structural and ownership opportunity variables.”49 But where they missed the mark was in their ahistorical approach.
“It has never been the case in America that we have had a race-neutral structural and policy infrastructure in which blacks have been permitted to translate their income into wealth at the same rates as whites,” says Darrick Hamilton, Henry Cohen Professor of Economics and Urban Policy and director of the Institute for the Study of Race, Stratification and Political Economy at The New School. “Nor has it ever been the case that income itself was structurally generated in a similar fashion for blacks as it has been for whites in America.”
Put another way: Hard work alone will never enable black Americans to get the benefits that our white peers receive. We might be able to mimic white behavior—getting married and filing jointly, buying homes, trying to get our children into the best colleges—but we do not become white and benefit from the decades, or in some cases centuries, of opportunity that white Americans have enjoyed. White children receive financial support from their parents and grandparents to assist with their own wealth building through home purchases and debt-free college and/or graduate school. Tax subsidies provide an extra boost. Income from investments in the stock market—disproportionately held by white Americans—are taxed at a lower rate than ordinary wages, which enables even more savings and wealth building. Homes in overwhelmingly white neighborhoods appreciate astronomically, raising their owners’ net worth—and snagging them up to half a million dollars tax-free when they sell. The typical white adult is not making early withdrawals from their retirement accounts or supporting financially strapped relatives. When their parents and grandparents die, they inherit property tax-free. And the cycle repeats, but now with even more tax-subsidized assets that they can leave to their heirs.
Whiteness itself, and the legacy of advantages that come with it, is the magnet that attracts wealth.
The American system for building wealth has always taken wealth away from black Americans and given it to white Americans—beginning when enslaved blacks were stripped of their humanity and counted as the property that became the white wealth that still benefits white Americans and corporations today. I think back to Jerome Culp’s original question: “To what extent have our tax laws been distorted…by the question of slavery and continuing racism?” What I have learned is that the distortions go back to the very beginning of our tax system, and that they persist today. Barriers to black wealth building are deeply embedded in our tax code and result in an ever-increasing racial wealth gap. Bold solutions are required. It is time that we make a change—a radical, hold-on-to-your-seat type of change.
In the April 1993 issue of Essence, journalist L. G. Sherrod wrote a column called “40 Acres and a Mule” that tackled the question of reparations through a tax lens. There were two issues at hand, Sherrod argued: first, the reparations owed for more than two centuries of enslavement; and second, compensation for the continued legal discrimination inflicted on black Americans during the Jim Crow era. “Although we were consigned by law to second-class citizenship,” she wrote, “we were still forced to pay first-class taxes.”
In the sixty years between Plessy v. Ferguson, which approved the doctrine of “separate but equal,” and the end of the Jim Crow era, Sherrod noted, black taxpayers had been making the same payments as white taxpayers without receiving the same benefits. This added up to $43,209 in rebates due. “So when income-tax time rolls around,” she concluded, “on line 59 of form 1040—which asks you to list ‘other payments’—simply enter $43,209 in ‘Black taxes’ and compute accordingly.”1
To state the obvious: There was no such tax credit. But almost a decade later, between 2000 and 2001, the IRS paid out an estimated $30 million in bogus claims, many of which claimed $43,209 as other taxes paid.2 While many of the rewards were reaped by unscrupulous tax preparers, who claimed fees from black clients up front3 for refunds that would never come, one taxpayer—Crystal Foster, of Richmond, Virginia, whose taxes were prepared by her father, Robert—claimed that she’d overpaid capital gains on a fund called “Black Capital Investments” and received a $500,000 refund check.
Again, there was no such fund; Foster’s father said he’d filed the return to make a statement about black life and wealth in America. “Black people are not treated as humans, but as things by the U.S. government,” he said in an interview with the Associated Press. “We were used as resources to enrich this country and we get no inheritance from the wealth we brought.”4
However, the IRS didn’t agree. When the payout was discovered, Crystal Foster was ordered to refund the money and sentenced to three years in prison for fraud; her father, Robert, was sentenced to thirteen. A tax lawyer interviewed by NPR about the case said he would have expected a six-month sentence at the most.5 Though the case was appealed several times, and Robert Foster’s sentence was eventually reduced, no court ever found in favor of the Fosters and their protest.
The Fosters weren’t the first Americans to try to challenge the tax system by filing a deliberately fraudulent return; the Seaborns, you’ll recall, did something similar in 1927 when they split Henry Seaborn’s income between their tax returns and invented a married-filing-separately exemption amount, putting them in a lower tax bracket. While the IRS also challenged their returns, they didn’t end up in jail; instead they paid the taxes, hired lawyers, and took their case to the Supreme Court, where they won and their fraudulent claim paved the way for the joint filing benefit.
The story of these two families, their tax protests, and their outcomes demonstrates the different ways in which white and black Americans need the tax system to change. The Brewsters and the Seaborns needed a single provision changed; the Fosters needed an entire tax system overthrown. Even if a single black family could successfully sue to change one piece of tax policy and reduce their own taxes, there’s no one shift that would close the black-white wealth gap. Litigation is designed to impact the individual taxpayer; we need a solution for an entire population.
That doesn’t mean, however, that the black-white wealth gap can’t be closed. It will take intentional changes, by policy makers motivated to take societal racism into account, and by individual black and white Americans. Tax policy alone can’t solve the problem. But it can help. In fact, the changes to tax policy that will help reduce the racial wealth gap will also more accurately reflect the way our tax system was intended to operate in the first place, before rich and powerful influencers demanded conditions and loopholes that would benefit them and help preserve their wealth. I propose three key tax measures that would both reduce the existing gap and prevent it from perpetuating across generations: first, publish tax data by race, the way the IRS does currently for gender and age; second, return to a progressive income taxation system with no exclusions, a single deduction, and no reduced or preferential rates; and third, establish a tax credit—like the one L. G. Sherrod advocated for—as compensation for the historical, legal racism that was perpetuated well into the twentieth century and that has resulted in continued downward mobility for today’s black families.
—
First, as I’ve mentioned before, exposure is the key to understanding how the racially discriminatory tax policies revealed in this book play out on a national scale. This isn’t specific to the IRS—corporations and colleges should be collecting and publishing racial data as well, so the public can make informed decisions about where they want to spend their money. (Imagine if information about how many black upper-level employees a business has, or whether their entire black workforce is paid the same as their white colleagues, was readily available, and could be a part of our consumer spending power.)
Corporations have no clear incentive to collect and share this information—unless they’re already hiring and compensating fairly, or national protests (like we saw during the summer of 2020) force their hands. But there’s no justifiable reason for the government not to collect and make public tax statistics by race. The tools do exist: The Internal Revenue Service currently matches Social Security numbers with tax return data to provide statistical information about taxpayer gender and age to the Treasury. Until 2002, the Social Security Administration also collected data on race—so why wasn’t that information matched with tax returns as well? It’s an unexplained policy choice, according to Associate Professor Jeremy Bearer-Friend of the George Washington University Law School, and a strangely uniform one when it comes to excluding racial data, spanning the IRS, the Treasury, and the Joint Committee on Taxation. “Isn’t it curious,” he asked me, “that a policy area so centrally concerned with the redistribution of wealth is also one where race and ethnicity data are so persistently excluded?”
I’d never ask taxpayers to identify themselves by race on their returns—it seems far too likely that individual taxpayers would fall victim to cases of implicit or explicit bias from federal employees, resulting in more audits—and today’s Social Security matching offers less data than it used to, thanks to new procedures that assign a number at birth or upon qualified entry to the country and don’t collect racial data. Fortunately, there are other ways to get this information. Bearer-Friend’s research proposes matching taxpayer data with nontax data sets, and using the results to gain race-based insights into taxation.6 For example: sort tax returns by zip code and run an analysis based on which returns come from majority-black versus majority-white neighborhoods reported in census data. In neighborhoods where the racial demographics are starkly disproportionate, the IRS could treat those tax returns as from white or black residents with a great deal of confidence that their analysis would be pretty close to accurate. The Tax Policy Center is currently doing just that kind of work (some of which I’ve relied upon to write this book), but we need much, much more.7 And the best tax data are actual tax return data.
One of the simplest, if imperfect, ways for the IRS Statistics of Income division (SOI) to access this information would be to apply a zip code analysis coupled with a surname analysis, where last names are used to broadly classify taxpayers by ethnicity, to impute race and ethnicity data. Another option is to add questions about race and ethnicity to existing surveys—the Comprehensive Taxpayer Attitude Survey, which collects opinions on taxpayer compliance and trust in the IRS, is already conducted regularly (though the SOI would have to ask for Social Security numbers if the answers were to be matched with specific tax returns). However, even without IRS participation, we could take advantage of other data collection that is currently in place—the Survey of Consumer Finances, for example, conducted by the Federal Reserve, already collects race and ethnicity data. They’d simply need to begin including tax return (1040) items in their own survey and publishing the results.
Each of these methods, of course, has advantages and disadvantages. Relying on data imputed from proxies inevitably means that some classifications will be inaccurate—just because most people in the zip code are black and have a black-sounding surname or are white with a white-sounding surname doesn’t mean everyone is. But they are a thousand times better than nothing, which is what we have now.
Obtaining this information would counter the fallacy that our tax system affects everyone equally, regardless of race, or that only white Americans pay taxes. That data could then be brought before Congress when new rates and preferential loopholes are introduced as part of reforms. It’s also a critical part of the case for a reparations-based tax credit; legal precedent (which we’ll discuss later on in this chapter) requires proof of both discriminatory effect and intent to award any kind of race-based compensation. We may not have that data for the past, but if we begin collecting it now, it will become harder for lawmakers to claim ignorance of how the same tax policies have different racial impacts in the future.
—
However, even without the data, we already know the outcomes for our black families. That’s why we need to create a new tax system—or rather, return to our old one, but with a twist. Our original system benefited black Americans as a side effect of excluding most white Americans from the tax rolls—if they didn’t earn enough to pay income tax, few black Americans would either. This new tax system will benefit black Americans with intention, by recognizing the racism they endure in every walk of life. A truly equitable tax system would contain elements of the one created by the Revenue Act of 1913, such as individual returns, and address the racism that has shaped the housing, college, and labor markets in the decades since. Eliminating exclusions, reducing deductions, and returning to a single progressive rate system would go a long way toward closing the future wealth gap every April 15.
The no-exclusions rule is straightforward: All income is taxable. If you sell your home, you pay taxes on the gain from the sale; if you inherit a piece of property, you pay taxes on its fair market value. You are taxed on your total wage income, including whatever portion goes into a retirement account (whether employer-provided or self-funded). Current exclusions, as we’ve seen, privilege white taxpayers with existing wealth at the expense of black taxpayers without it. Huge federal deficits are created even as the preferential rate remains low. By eliminating all exclusions, we can halt the cycle in which established white wealth continues to grow, and black wealth continues to diminish.
Repealing all existing deductions has a similar effect, and is likely to have the greatest impact on only the wealthiest taxpayers. Remember, as we saw in chapter 2, taxpayers in the highest-income zip codes have historically claimed the most deductions, while taxpayers in lower-income zip codes typically take only the standard deduction. Before the 2017 Tax Cuts and Jobs Act, about two-thirds of taxpayers took the standard deduction; now that number is closer to 90 percent, and the remaining 10 percent is statistically likely to be the wealthiest Americans. (If you are wondering why I’d eliminate the student loan interest deduction, given the debilitating effect college debt has on black families, I would argue that the relief it offers is so low compared with the debt load—a maximum of $2,500 in deductions versus an average of $53,000 in debt for black college graduates just four years after graduation—that it’s preferable to eliminate it along with the rest.)
In exchange, however, I’d add one new deduction that, again, revisits our earliest tax system, where the greatest burden is levied on the wealthy. A living allowance deduction (often seen in flat tax proposals like those favored by some Republican lawmakers) would reduce or eliminate income taxes for those taxpayers who earn less than the living wage in their geographic region. If you earn less than the living wage in your area, as measured by what it takes to actually make ends meet, you are paid the difference at tax time. If you earn more, you pay taxes on that difference.
That leaves our overall tax rate, which I believe should be completely progressive: Rates rise as income rises. All wage income that is over the living allowance deduction would be taxed at the progressive rate, and investment income, inheritances, and property sales would be taxed the same way—no more preferential treatment. I used to believe that vertical equity, based on ability to pay, could include a flat-rate system, where everyone pays the same percentage rate in taxes regardless of income, because those with greater incomes would still pay more in taxes. But I’ve come to value the symbolism of a progressive tax system that does more than just require higher-income Americans to pay more taxes (which could happen with a flat tax); they need to pay taxes at a higher rate. As I once explained to my tax class, rich people take up an inordinate amount of services. For example, the entire judicial system benefits them when contracts they enter into are upheld. (Indeed, we’ve already seen how litigation has led to white taxpayers paying less in taxes.) Even if we’ve eliminated the preferential rate that can allow the head of a multinational corporation to enjoy a lower tax rate than its salaried employees, billionaires like Warren Buffett (who has released his taxes, which is why we know his rate is lower than his secretary’s) or Amazon’s Jeff Bezos (who has not) shouldn’t be taxed at the same rate as people who earn a fraction of what they do.
The good news? If we repeal all existing deductions and exclusions, we’ll actually be able to make the progressive tax rates lower, because more income will be subject to tax overall—even taking into account my proposed living allowance deduction. A 2010 report by the bipartisan Simpson-Bowles Commission estimated that if all exclusions and deductions were repealed, the tax system could have three rates: 8 percent at the lowest-qualifying income levels, 14 percent in the middle, and 23 percent at the top. (By comparison, the lowest tax rate is currently 10 percent and the highest is 37 percent.) The Seaborns and the Brewsters and their children will pay higher taxes on their investment income and their inheritances; my parents, the Browns, and their contemporary counterpart, the Galloways, will pay less.
The more I think about horizontal and vertical equity, the more I think we’ve gotten the basic notion of equity wrong. They assume away the impact of societal race-based discrimination. Black and white households with the same income simply do not have the same ability to pay. A black household with the same income as a white household is statistically more likely to need two working spouses to earn that amount, to have less home equity, and to be supporting family members who were overtly and legally prohibited from the same wealth-building opportunities available to the family members of white workers. Those two households are in completely different financial situations, and federal policies created that discrepancy. True equity demands that they not pay the same amount in taxes.
I believe a fully progressive taxation system—with no exclusions and a single living allowance deduction, along with a single wealth credit that I’ll describe later in this chapter—would not only intentionally create a more level playing field for black American taxpayers but also benefit the majority of American taxpayers of all races, just like the Revenue Act of 1913 did. The very wealthiest Americans—the ones who are more likely to itemize, claim the mortgage interest deduction on both their first and second homes, have more income from stocks than wages, and receive wealth-building family financial transfers—may be predominantly white, but that doesn’t mean their experience reflects that of the majority of white Americans. The median wealth of white households is $171,000, which means half of white America have less than that. Reducing and eliminating the tax loopholes by which the wealthiest Americans protect and increase their wealth means a reduced federal deficit and a better progressive tax rate for the majority of working Americans.
—
However, as we’ve seen throughout history, tax policy changes are most often steered by powerful lobbyists and special interest groups. Shifting the system to benefit the many, instead of the few, will take a lot of work and require the vocal and bipartisan support of the public. While we’re working toward systemic change, what do we do in the meantime?
There are steps both black and white taxpayers can take, starting today, to improve the circumstances of black Americans. For black Americans, many of these are simply best practices to work within a system that’s not designed for your benefit. In contrast, for white Americans, many of these steps are a critical part of reducing, and ultimately eliminating, the black-white wealth gap, because white American preferences and practices influence all of our marketplaces, from housing to investments.
In our current system, if you are a black American, the best way to get ahead is either by aligning your behaviors with white preferences and practices or by listening to your own preferences, but taking precautions. If you choose to mimic white behavior, do not expect to have the same freedom of choice that your white peers have. (And remember, there’s a good chance your white peers have a safety net, in the form of family support or gifts, that they’ve never told you about.) If you are a black two-income couple planning a wedding, plan it early in the year—if you get married on December 31, you’ll lose your student loan deduction for the entire previous year, whereas if you get married the next day, on January 1, you’ll be able to retain the deduction for that prior year’s taxes. If you’re buying a home, never spend your maximum housing budget in a predominantly black neighborhood—you simply won’t get a good return on your investment. (That also makes home equity loans riskier, so avoid those as much as possible in predominantly black or diverse neighborhoods.) Either spend less in a diverse neighborhood, making sure that you have disposable income remaining to invest in retirement, 529 plans, or stocks after your mortgage payments, or use your full budget to buy a smaller home in a white neighborhood. If you do this, your home value is likely to grow, though your day-to-day experience might involve more of the “racism triage” we’ve discussed.
When it comes to your own or your children’s education, avoid for-profit colleges whenever possible: They’re designed to prey on you, and they have shareholders’ best interests in mind, not yours. Focus instead on prestige and affordability. Look at endowments and graduation rates when you make your choices, and if you can, go to an institution that has the resources to see you through. When you enter the labor market, if your company offers a retirement plan with an employer match, invest in it immediately and max out whenever possible; it’s part of your salary, and you’re leaving money on the table, as I did, if you don’t take advantage of it. If your company doesn’t offer retirement benefits, start your own IRA, like Racheal, the young woman we met in chapter 3. (In fact, if you have a Racheal in your life who’s making fiscally conservative, long-term decisions, follow her around and do whatever she does. She is one of the most financially savvy people I have ever encountered.)
Start your retirement savings while you’re young—but if you didn’t, don’t forget that it is never too late. Also, while you’re at it, start 529 plans for your children as well. With what money? you might ask. I do understand that for many black families, especially those supporting siblings or elders, these prescriptions may already seem out of reach. However, I urge you to look anywhere you can in your life to find money for a contribution, no matter how small. I’d recommend my mother’s approach to every raise she ever got: “You didn’t have the money the day before you got it—so act like you still don’t have it.” This is one area where tax treatment will benefit you, if you can find a way to participate.
In the same vein, try to find a way to invest in the stock market—although it is a long-term investment and risky, for black Americans, it can actually be less risky than homeownership. Why? In the housing market, white preferences against “black” neighborhoods (those with more than 10 percent black neighbors) yield a lower return for most black homeowners. While the stock market has obvious barriers to entry for black investors (you’ll need money, and the willingness to deal with a predominantly white workforce), once you do invest, white preferences don’t have the same influence—there are no “black” stocks that white stock owners can avoid en masse, lowering the price of the stock.
When the stock market loses money—and it will—do not panic. Keep your funds invested and wait for the market to come back—it always has, and white stockholders have been relying on those rebounds to build wealth for generations.
Meanwhile, as I encourage black Americans to be intentional about choosing their behaviors, I’ll call on white Americans to consciously shift theirs. If you are a white American taxpayer, no matter your income level or family history, the system has benefited you at the expense of black Americans, and you, too, must be intentional—about dismantling it. Support individual filing and the repeal of the joint tax return. It may cost you more in taxes, but black Americans have been paying more taxes for years; it’s only fair. If you want to live and raise a family in a diverse neighborhood, where the housing stock is still affordable, fine—but make sure you don’t move in and center yourself in the experience, complaining that the corner store plays its music too loud (as a resident of a new luxury apartment in a Washington, D.C., neighborhood did) and the schools aren’t good enough.8 Instead, take the time to learn about how the neighborhood has functioned without you, and make yourself a part of its established values and customs.
White parents should consider their biases when choosing neighborhood schools as well. Remember, research shows that white parents are more likely to make a snap decision about a school’s quality based on how many other white families send their children there.9 This perpetuates equating blackness with inferiority—and passes that perception on to the next generation. Conduct real research to determine if your neighborhood schools are good—and if they really aren’t, use your power to help advocate for them. Individual white voices shaped many of the policies that created these inequities, and individual white voices can speak out against them now.
If you are helping your child apply to college, examine the institution’s overall graduation rates and graduation rates by race, if available. Look at which students are positioned for success, and see if it comes at other students’ expense, and ask yourself what kind of educational system you want to support. If you are in a management position at your company, be a vocal advocate for equal compensation, and make sure that black and white employees working at the same levels are receiving it. And if you work in financial services in particular—which means you know why stocks are a smart investment, and how to make them work to your client’s benefit—make outreach to black clients a priority. Think of Susan, and the broker-client relationship that ensured her prosperous future.
There is one more critical step that white taxpayers need to take: Be honest about the advantages you have received, and recognize that even if they don’t seem like much to you, they are very likely more than what your black peers have. As long as white families downplay and dismiss the generational advantages they’ve received, there is no way to make an honest comparison between opportunities and outcomes. Dismantling the anti-black nature of the system requires both radical policy change and radical transparency from white Americans.
In writing this book I was struck by how the white families interviewed downplayed the inheritances and gifts they received, or the significance of graduating from college without debt because a family member paid their way. I was also struck by how they did not want to go on the record to discuss their good fortune. The way whiteness attracts wealth is a well-kept secret—and one that perpetuates over time. A recent study by a team of researchers at Yale University surveyed a group of one thousand Americans and found that the majority believed that black families in 1963 were about half as wealthy as white families, and black families in 2016 were about nine-tenths as wealthy as white families. In fact, in 1963 black families had less than one-tenth of the wealth of white families—and that was still true in 2016.10
I hope this book will teach white Americans how to look for luck in their stories and talk about it when they find it—even something as seemingly small as a low-interest loan from a family member. I hope it will help to stop them from thinking that our system is a meritocracy and they’ve earned everything they have through hard work alone. I hope, over time, more will be willing to tell their stories out loud.
—
One more piece of the wealth gap still needs to be addressed: the decades of historical discrimination against black taxpayers that L. G. Sherrod demanded compensation for back in 1993. The sixty years of legalized second-class citizenship she referenced span from approximately 1896, when the Supreme Court decided Plessy v. Ferguson11 by a 7–1 majority and made “separate but equal” constitutional, to 1954, when the Supreme Court unanimously reversed it in Brown v. Board of Education.12 Not only are many of the black taxpayers who suffered under that legalized discrimination alive today, but they are without the financial security that their white peers were able to obtain through education and homeownership. They, in turn, are being supported by children and other extended family members, who deplete their own resources to care for them. The legal discrimination may be history, but its effects remain very present, and continue to influence downward social mobility for black families. And each April 15, the victim class continues to grow.
For this reason, a reparations credit is the final piece of closing the black-white wealth gap. The reasoning is simple: The overtly racist policies of the past aren’t truly behind us, and not just because the taxpayers held back and victimized by them are still part of our society and members of our families. Our racist tax policies disadvantage black Americans who were born after Jim Crow was legally invalidated, too. Today, black taxpayers are still paying too much, and our current tax policies are still “separate but equal.” The victims need to be compensated.
My first choice for race-based reform would be a refundable tax credit—like the earned income tax credit discussed in chapter 1 but simplified. Under this plan, Congress would assign a single fixed credit to all black taxpayers. If your tax liability is lower than the credit, you’ll receive the difference, in the form of a refund, every year. (If your tax liability is higher, you’ll still pay the difference, but you’ll pay less than white taxpayers with the same household income, which would satisfy a definition of horizontal equity that took societal racism into account.) The fixed credit makes this a more effective plan than the EITC—which, as we’ve seen, varies credits based on income and children in the household for added complexity, leading to increased taxpayer audits and high error rates.13
If you are wondering what amount the credit should be, a recent estimate on reparations limited to descendants of enslaved Americans, and focused on eliminating the current racial wealth gap, would be $10.7 trillion, or an average of $267,000 per person for the forty million eligible black descendants of American slavery. Given that black Americans currently hold 3 percent of the nation’s wealth but represent 13 percent of the population, is $267,000—a proportional redistribution based on population—really out of line?14
I’d argue no. But this, or any tax reform designed to compensate black Americans for years of higher taxes, is unlikely to be found constitutional under the current Supreme Court. With that in mind, I propose a different shift to our tax system that will help close the racial wealth gap and that would be found constitutionally sound: a wealth-based tax credit that offers relief for the lowest-wealth Americans. This will not exclusively help the black taxpayers who suffered under Jim Crow or who continue to suffer today because they are black, which is why it is my second-best choice. But it will disproportionately aid those taxpayers, since 83 percent of black households have household wealth below the white median, and still withstand any charges of unconstitutional race-based policy.
Why is race-based tax reform unconstitutional? Remember our friend Charles Dickens: “The law is a ass.” If Congress were to pass legislation to compensate black taxpayers for their decades of paying higher taxes, you know what would happen next: A white taxpayer would file a lawsuit. And the Supreme Court would once again side with the white taxpayer.
As recently as 1996, the Supreme Court has held that in order for a law with a racially disparate impact to be unconstitutional, the law has to have a racially discriminatory purpose.15 Put another way, if a case for race-based tax relief went to the Supreme Court, you’d have to prove that tax policy was created with the explicit intent to make black taxpayers pay more.16 To say that Congress may have been aware that a particular tax provision would help white taxpayers more than black taxpayers is simply not enough to hold up under current precedent.
The legal precedent for this is the 1976 landmark Supreme Court decision of Washington v. Davis, which held that in the absence of discriminatory intent, it is almost impossible to prove that discriminatory impact alone will cause a statute to be invalidated. In Washington v. Davis the issue was whether a test that was used to screen applicants for hire as police officers was discriminatory; a higher percentage of blacks failed the test than whites, and as a result, blacks were underrepresented on the police force. The Supreme Court rejected the argument that discriminatory impact alone is sufficient to strike down a law as unconstitutional. The court stated:
A rule that a statute designed to serve neutral ends is nevertheless invalid, absent compelling justification, if in practice it benefits or burdens one race more than another would be far reaching and would raise serious questions about, and perhaps invalidate, a whole range of tax, welfare, public service, regulatory, and licensing statutes that may be more burdensome to the poor and to the average black than to the more affluent white. (emphasis added)17
Even though our income tax system penalizes black Americans more than white Americans (or has a racially disparate impact), in other words, that is not enough to find the system unconstitutional. The opinion both acknowledged the existence of racially disparate treatment and said that it was constitutionally protected.
That’s not even the whole story. Even if I could show evidence of a discriminatory purpose, all Congress has to do to counter my claim is to show that it would have taken the same action without the discriminatory motivation—arguing that the laws were intended to help the majority of taxpayers, not to hurt black taxpayers specifically. If that argument were accepted (as it likely would be, given the current composition of the Supreme Court), any evidence of past discrimination would be insufficient to support a remedy.
There is, however, early Supreme Court precedent from 1886 that invalidates laws that penalize only racial minority groups: Yick Wo v. Hopkins.18 In that instance racist intent can be presumed. The city of San Francisco required all laundries in wooden buildings to get a permit from its board of supervisors before they could open. The stated reason for the law was that these businesses posed a fire risk. In practice, however, more than two hundred petitions by those of Chinese ancestry were denied, while all but one of the petitions filed by non-Chinese individuals were granted.
The court found the law unconstitutional, because it had been administered in a racially discriminatory manner. What was the difference here? Access to information. The favorable ruling was only possible because the plaintiff was able to gain access to the information about the petitions granted and denied by the board of supervisors. However, this kind of finding—and the evidence it’s based on—is rare; you’d have to prove a pattern as stark and discriminatory as that in Yick Wo. In other words, you’d need to show that no black taxpayers have received the marriage bonus, claimed the mortgage interest deduction, or sold their home and received tax-free gain. Targeted tax relief for black Americans is simply not available—for now.
That leaves the second-best option, which would also reduce the racial wealth gap: Ask Congress to create a wealth-based refundable tax credit for individual taxpayers whose wealth is below the median. A wealth-based credit will disproportionately benefit black Americans because of the racial wealth gap—which, as we’ve seen, is substantially different between black and white Americans at all income levels, differentiating it from the EITC, which is based on income.
Why is a wealth-based credit legal, but not a race-based one? In a closely divided 5–4 decision in San Antonio Independent School District v. Rodriguez, the Supreme Court found that conditioning government benefits on wealth only requires a logical or “rational” basis. (Conditioning benefits based on race requires a much higher standard.) That 1973 case found that funding school districts by local property taxes was constitutional—even though it meant wealthier (and disproportionately white) school districts got more funding than poorer school districts, which had a negative effect on students of color who disproportionately lived in those poorer school districts. The court’s decision was based on a finding that linking funding to local property values was “reasonable”—paving the way to make any decision rooted in wealth-based conditions logical and therefore constitutional.19 All you need for a law that creates wealth disparities to be upheld is to have a reason the court will respect. (Although San Antonio v. Rodriguez is helpful in mounting a defense for a wealth-based tax credit, it’s considered a major civil rights setback for its failure to uphold the right to a quality education for families living in low-wealth districts simply because the wealth disparity didn’t result in an “absolute denial” of their education.)
A tax credit for all individuals with below median wealth—just under $100,000 for the average U.S. household—would help low-wealth taxpayers of all racial and ethnic backgrounds, making it likely to pass the “reasonable” threshold set by San Antonio v. Rodriguez.20 Congress could also decide that in a world with deficits, only the neediest should benefit and limit all individual tax breaks to low-wealth individuals. Either option would disproportionately help black taxpayers who have been disproportionately harmed under the current system.
This kind of compensation, whatever form it takes, is controversial. But I believe we can’t close the wealth gap without it, because of the established differences we’ve seen in black and white family structures. A wealth credit for John’s mother would mean he could send his sons to college without worrying about who will support her; a wealth credit for Racheal’s grandmother would relieve a young woman, just out of college, of the burden of helping to support her family while starting her own career. A wealth credit could help black homeowners like the Hancocks stay in place against the forces of gentrification, and help Chris and Je’lon pay down the debts they incurred to get advanced degrees. It would answer Greg Galloway’s question: “How can we ever get ahead?” Each of these black Atlanta families reminded me how hard most of us will work in pursuit of an American dream that was never designed with us in mind.
—
As for me, I’ve been lucky—and the luckiest thing that ever happened to me was having James and Dottie Brown as my parents. And James and Dottie, who faced overt and legal discrimination throughout their lives, were lucky, too: My father, prohibited from entering the plumbers’ union, found a job with Mr. Gelman, who helped my parents buy their three-family home. When he did get a job with the union (once legal discrimination was outlawed), it provided him with a pension that supports my mother to this day. At this point in my life I won’t benefit from a wealth credit, and now, neither will Miss Dottie. When I think about all the years she balanced budgets, made money stretch, and saved for rainy days, all so my sister and I could succeed, it’s hard for me to advocate for a tax credit that she will not get. Maybe someday, a different Supreme Court will decide that disparate impact alone will be enough to declare a government policy unconstitutional and allow for a race-based remedy. But for now, I’m content with a wealth tax credit that other black Americans who simply weren’t as lucky will receive as some compensation for the years they struggled as second-class citizens.
Miss Dottie, like so many of her generation, isn’t one to complain about her past or her present. But when I let her read chapter 1, on the marriage penalty, she got very quiet and said, “They owe me and James reparations.” It was the first time I remember ever hearing her say the word.
How many black taxpayers have a Miss Dottie in their lives to this very day—someone who was denied their fair share for most of their lives, but still managed to support us when we needed it? How many of us have someone who made those “nonmonetary” investments in our education that are a hallmark of black families? How many of us have someone who worked “triple time” like my father, thinking that it would get them ahead—and never knowing that it was putting them further behind?
That’s why I was wrong, all those years ago, when I went into tax law thinking that race wasn’t a part of it. The truth is, there’s nothing in this country that race and racism aren’t a part of—the very foundation of the United States emerged on the premise that black people weren’t fully human, and despite the progress since the civil rights era, the stories here show us how much work is left to be done. At first glance, tax policy may not be an obvious way to fight systemic racism. But as we’ve seen, its effects on black families are, by and large, insidious, debilitating, and ubiquitous.
Fortunately, today’s Congress has many more black members and allies, and today’s electorate has many more black voters. We are well positioned to start making the kind of demands that the wealthiest white Americans have made for decades. What we need now is greater understanding of why tax policy matters. When you vote at the federal, state, and municipal levels, remember that the people who created and upheld the racist policies that set black Americans behind rarely said outright that that’s what they were doing. Just look at the voter suppression efforts taking place today, which consistently make it more difficult for black Americans to vote, but never acknowledge that that’s the explicit purpose. Even as we seek justice, we are once again dealing with societal racism that our white peers simply do not face. You need to watch out for their tricks.
You need to look at what exemptions and loopholes your elected officials uphold, what data they demand and what they’re willing to overlook, and which lobbyists fighting to preserve the status quo have their ear.
On that long-ago day, when I saw the white police officer beating up a black citizen, and Mommy told me that it just “happens sometimes,” she wasn’t wrong—and she still isn’t. Police brutality continues to this day, often without justice or repercussions. But decades later, there has been a small shift: As such acts are now caught on camera and widely viewed, more white allies discover what black Americans have long known—and are demanding reforms. If you’d told me, in 2016, that Americans would be marching in the streets of every major city, during a global pandemic, calling for defunding the police and other systemic reforms, I wouldn’t have believed you. Neither would I have thought that 71 percent of white Americans would call racism “a big problem.”21 But I’m glad that the summer of 2020 proved me wrong and made me hopeful about change.
Writing this book has caused me to veer between pessimism and optimism. The lack of significant black economic progress since the civil rights reforms of the 1960s makes me pessimistic, but the thought that my research could lead to change gives me some hope. As in the fight against police brutality, persistence and vigilance must be our constant companions. And while you can’t take a picture of this harm and post it to social media, all of you, black and white, can go public with your stories. It’s long past time to have a conversation about the racist acts buried deep in our tax returns.
In other words, you are in charge. And, taking inspiration from Miss Dottie and the beautiful clothes she made, it’s time to tailor an American dream that includes each and every one of us.
FOR MISS DOTTIE…BECAUSE I OWE HER EVERYTHING
Writing this book made me so aware of how much luck plays a part in everyone’s financial success. My lucky break came from being born to James and Dottie Brown. Not just because they sacrificed for me—lots of black parents sacrifice for their children, and their children do not have the financial success I have—but also because they were lucky, too.
It’s because of luck that my parents were able to buy our home. It’s because of luck that nobody found out about the lie that allowed my mother to move me to a less racist public elementary school. That school led me to my sixth-grade teacher, Mrs. Gertrude Bertinthol, who selected me to take the entrance exam for Hunter College High School. I passed (taking the exam with a 104-degree fever—Miss Dottie was not going to let me sit it out), and it secured my future.
Yet my family was one incident away from my future trajectory being markedly different. What if my parents never had a Mr. Gelman to help them buy a home? What if my mother was charged with a crime for her lie about our residence? What if I, or any member of my family, had become seriously ill when we didn’t have health insurance?
I would not have the financial success I currently have. My wealth, like the wealth of most black Americans, is really a story about luck and exceptionalism. My success does not reveal a level playing field—just the opposite. My story is not that if I can do it, anyone can do it if they try; my story is that I and my parents beat the odds in a system designed for white wealth.
I started down this journey because of a question from my friend and mentor Jerome Culp. My research proved him right, but it is a bittersweet revelation because Jerome is no longer with us. He passed away on Thursday, February 5, 2004, at the age of fifty-three from kidney disease. It fills me with sadness that I cannot pick up the phone and talk to him about my book, but I am comforted knowing that his work will live on.
—
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