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States and localities could do more to help undo the harmful legacies of past racism and the 

damage caused by continuing racial bias and discrimination. If state budget and tax policies were 
better designed to address these harms and create more opportunities for people of color, state 
economies would be more equitable and likely also would be stronger, which in turn could benefit 
many state residents of all backgrounds. 

 
States and local governments account for nearly half of all domestic public-sector spending, and 

most of the funding for education and certain other investments important for economic growth. As 
such, how states and localities raise and spend revenue, including what services they finance, has 
major implications for racial and ethnic equity. Yet, while in recent decades people of color have 
made progress in many areas, state and local fiscal policies too often have not been part of this 
progress and instead have extended or cemented racial disparities in power and wealth. 

 
Discriminatory public policies and racially prejudiced public and private actions of the past 

contributed to a historical context in which people of color were systematically held back. For much 
of our nation’s history, people of color had little to no power in state legislatures, and white 
lawmakers could set policies that sustained white dominance, even in states where people of color 
were a significant share or even a majority of the population. In that sort of environment, state and 
local tax policies often deepened the profound challenges that people of color faced, even when 
those tax policies were not explicitly race-based. Examples of such policies that remain in place 
today include:  

 
• The oldest supermajority requirement. In the post-Reconstruction era, wealthy white 

landowners in Mississippi demanded and won a constitutional requirement for a three-fifths 
vote in both houses of the legislature for all state tax increases, the oldest such requirement 
still on the books in any state. Delegates adopted the measure at a state constitutional 
convention in 1890, the same convention at which they disenfranchised nearly all of the state’s 
Black voters. Referring to his fellow convention delegates, the delegate who introduced the 
supermajority requirement stated, “All understood and desired that some scheme would be 
evolved which would effectually remove from the sphere of politics in the State the ignorant 
and unpatriotic negro.” While he was referring to the convention’s aim of stripping political 
power from Black people, the supermajority requirement that the delegate championed added 
further to the barriers that Black people faced (and continue to face), by making public 
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investments in schools and other public services that much more difficult to secure and 
adequately fund. Later in the Jim Crow era, Arkansas and Louisiana also adopted 
supermajority requirements to raise revenue, which remain in place today.1 

• Some of the earliest property tax limits. During state constitutional conventions called in 
1875 and 1901 to re-establish white dominance following Reconstruction, Alabama adopted 
constitutional property tax limits that are among the oldest still on the books. Installing highly 
restrictive property tax limits in Alabama’s constitution protected white property owners in 
the state from the possibility that African Americans and their allies could return to power and 
substantially increase property tax rates to fund education and other such measures. These 
limits have now been in place for over 140 years, producing a harmful cumulative effect. Today, 
Alabama’s property tax revenue as a share of its economy is the lowest of any state in the 
country, seriously hampering the ability of local governments to provide adequate schools and 
other public services. During this period in Southern history, Arkansas, Missouri, and Texas 
also adopted constitutional property tax limits that remain in force today.2 

• The first modern sales tax. In 1932, Mississippi adopted the nation’s first modern retail sales 
tax, a tax that generally falls hardest on those with the least income (because sales taxes 
consume a larger share of their income). The state’s governor urged adopting the new tax in 
part by emphasizing that the revenue would be used to reduce property taxes, and that as a 
result it would shift the state tax base away from property owners and more heavily onto 
consumers. What that meant in practice was a reduction in taxes owed by mostly white 
property owners and an increase in those owed by Black households that owned little or no 
property and had little else to tax. Other states across the country adopted sales taxes not long 
after Mississippi demonstrated the tax’s feasibility and its significant revenue-raising power.3 

If states work to overcome racial inequities, in part by improving their tax and budget policies and 
more adequately financing needed public services such as education, the well-being and productivity 
of states’ workforces should improve, which in turn should broadly benefit state economies.4 While 
the specific needs of states vary, lawmakers can pursue fiscal policies that: 

 
• Ensure that households with high incomes pay a larger share of their income in state and local 

taxes than households with lower incomes — the opposite of the upside-down tax systems in 
place in 9 of every 10 states today. Most states’ tax structures actually worsen racial and ethnic 
inequities because the tax structures are regressive and households of color are more likely to 
have lower incomes and less wealth than white households. States can take steps such as 
strengthening their income taxes and otherwise improving the structures of their tax systems, 
better taxing wealth, enacting or expanding tax credits for low-income families, and 
eliminating various fees used to raise resources for the courts, and other parts of the justice 
system, that can trap low-income individuals — often people of color — within cycles of debt 
and criminal justice involvement. 

• Raise sufficient revenue for high-quality schools in all communities and for other investments 
in education, infrastructure, health, and the like, and target spending to help overcome racial 
and ethnic5 inequities and build an economy whose benefits are more widely shared. Specific 
steps that states can take include eliminating wasteful subsidies that allow corporations to 
avoid paying taxes on their profits, raising income tax rates for the most affluent, modernizing 
state sales taxes, and better taxing carbon pollution and natural resource extraction. States can 
also better target their current spending, for example by reforming their criminal justice 
policies and using the savings from reduced incarceration to finance investments in low-
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income communities — particularly communities of color — and by reforming their school 
funding formulas to invest more in such communities. (Other education reforms are also 
necessary, but likely won’t be sufficient by themselves in the absence of additional funding.) 

• Improve the fiscal policy “rules of the game” so lawmakers don’t face artificial constraints that 
prevent them from raising more revenue from wealthier residents or to finance public 
investments that can promote broadly shared prosperity. Steps that states can take include 
reforming or repealing constitutional limits on property taxes; overturning other formulaic 
restrictions on revenue raising; eliminating supermajority requirements for raising taxes or 
eliminating unproductive, inefficient tax breaks; and improving the rules governing their 
“rainy day” funds. 

 
State economies and communities generally do better when they make public investments that can 

enable their residents to more fully realize their potential, including: good schools to offer low-
income children a better chance at a successful future;6 affordable colleges to boost opportunities for 
a broader group of students;7 economic supports to help struggling working families have stable 
housing, nutritious food, and lives that aren’t filled with intense stress that has been found to affect 
children adversely;8 and health coverage to protect against health-related bankruptcies and other 
financial hardship, while producing a healthier, more productive workforce.9 When they are strong 
and administered with equity in mind, these kinds of public investments can help break down 
barriers to opportunity for communities of color and help more Americans achieve their potential, 
to the benefit of the broader economy. These investments will be still more effective if states and 
localities couple them with other policies that can improve equity such as boosting minimum wages, 
adopting family leave and sick leave policies, and protecting workers’ right to form unions.   

 

Racial, Ethnic Biases Continue to Hold Back State Economies, People of Color 

Racial discrimination and bias harm people of color. In addition, the overall economy is adversely 
affected when some people are held back from doing work that takes maximum advantage of their 
skills or from accessing opportunities that would boost their economic contributions. In short, when 
the productive potential of people of color is underused, the broader economy is affected. States 
that adopt policies that can overcome barriers erected by historical racism and reduce racial 
discrimination consequentially should become more prosperous over time.10  

 
But to pursue this path, states will need to take action to undo the legacy of historical racism and 

the ongoing damage from continued racial discrimination and bias.  
 
The size of that challenge is starkly illustrated by the large racial disparities in the distribution of 

wealth — the “racial wealth gap.”11 Wealth accumulates over time and over generations, so its 
distribution today reflects, among other things, the cumulative impact of many types of racial 
disadvantage and discrimination. Racial disparities in income remain stark as well, which reduces the 
ability of families of color to build wealth in the present and future.12  

 
Overall, much of the nation’s wealth is concentrated in a small number of people, with the 

wealthiest 1 percent holding about 40 percent of net wealth — nearly double the share held by the 
bottom 90 percent.13 This high level of wealth concentration combines with historical and 
contemporary racial discrimination to produce patterns of wealth holding that are highly unequal 
along lines of race and ethnicity. In total, white households — which comprise 65 percent of all 
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households — own 87 percent of the nation’s wealth. Of particular note, the wealthiest 10 percent 
of white households own nearly two-thirds of the nation’s wealth.14 (See Figure 1.) By contrast, 
people of color account for 35 percent of all households but just 13 percent of the nation’s wealth.   

 
FIGURE 1 

 
 
These racial disparities show up for a variety of sources of wealth. For example, non-Hispanic 

white landowners own 98 percent of the country’s private agricultural acreage.15 White-owned 
businesses collect 88 percent of all business sales revenue in the country.16  

 
Furthermore, the median net worth of white households ($171,000) is ten times the median net 

worth of Black households ($17,600) and eight times that of Latinx17 households ($20,700).18 While 
the median wealth of Asian American households is now comparable to that of white households, it 
varies greatly among people of different Asian heritages; and among those with lower incomes, 
Asian American households hold less wealth than white households do.19 No recent data are 
available on the median wealth of Native American households, but data from 2000 found it to be 
very low relative to white households, and more recent data confirm high levels of poverty and low 
median incomes among Native Americans.20  

 
Even just among low-income Americans, the racial wealth gap remains significant, though it 

narrowed after the last recession (mostly because white households with low incomes saw their 
wealth fall sharply, likely because the values of their homes declined; little of the narrowing was due 
to rising wealth among low-income African Americans or Latinx households). The already large 
racial wealth gap among middle-income households worsened over the same period.21 
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A combination of past and present public- and private-sector discrimination and bias appears to 
have played a profound role in producing these large racial disparities in wealth and income. 
Historically, racist behavior by private individuals was reinforced by government actions, from the 
wide variety of policies that supported slavery in much of the country, to the confiscation of Native 
American tribal land and other resources and their transference to white residents and white-owned 
companies,22 and the forced internment of Japanese-Americans during World War II, which reduced 
their wealth and property. Other government policies that ended more recently but whose effects 
are still being felt include those that segregated African Americans in lower-value housing 
jurisdictions, thereby reducing their ability to build wealth.23  

 
While federal and local housing policies are no longer explicitly discriminatory, private-sector 

racial discrimination persists. Independent investigations, such as those undertaken in recent years 
by the National Fair Housing Alliance, have found that real estate agents continue at times to 
effectively promote segregation by denying Black families the opportunity to buy into high-value 
areas with better schools and stronger housing markets, which can help build wealth.24 In recent 
tests, African American homebuyers were told about and shown about 17 percent fewer available 
homes than equally qualified white homebuyers.25   

 
In addition, many studies have documented the prevalence of racial discrimination in the private 

job market. Applicants of color with ethnic sounding names or whose race or ethnicity is otherwise 
known often face discrimination at the outset of the hiring process. A meta-analysis of every 
available field experiment of recent decades that tested job discrimination in hiring found no change 
in discrimination against African American job applicants today compared to 1989.26 One study 
found that job candidates with white-sounding names were 50 percent more likely to make it to the 
interview stage than comparable candidates with Black-sounding names.27 Another study found that 
among low-wage job seekers, Black applicants with no criminal record were no more likely to 
receive a call back or job offer than white applicants with the same qualifications and a criminal 
record.28 Other research suggests that the unconscious but widespread perceptual biases that people 
hold — implicit associations based on characteristics such as accents and skin color that have built 
up over time through exposure to the racism embedded in our social, economic, and political 
systems and culture — privilege white people and disadvantage people of color in hiring and 
workplace dynamics.29  

 
Still other research has shown how implicit racial bias affects the perceptions of police officers, 

teachers, and others in the public sector in ways that disadvantage people of color, sometimes with 
severe consequences (especially when the criminal justice system is involved).30 States and localities 
have at times taken steps to help diminish discrimination and bias, as when certain localities have 
altered their policing strategies and police training policies to reduce racial bias, or when states and 
localities have promulgated “hate crime” laws and fair housing statutes. But given the continued 
prevalence of discrimination and bias, much remains to be done.  

 

State and Local Tax Policy Is Not Race Neutral 

State policymakers may be tempted to think of state and local tax policy as neutral with respect to 
race. Statutes do not mention race or ethnicity. And tax liabilities are determined using mathematical 
calculations based not on one’s race but on the amount and type of one’s income, consumption, 
property value, and the like. Yet historical racism and contemporary patterns of racial discrimination 
and bias can affect a taxpayer’s income and consumption, and the value of property the taxpayer 
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may own. Moreover, fiscal policies need not be explicitly race-based to worsen or extend 
longstanding racial inequities. Policies can have those effects if they ignore the history of 
governmental and private actions that enforced racial segregation and held back people of color, as 
well as the continuing impact of racial bias and discrimination.   

 
State lawmakers operated for many years within a culture in which the belief that white people are 

inherently superior to people of other racial groups was widely accepted and sometimes openly 
expressed. At times, in fact, white supremacy was an explicit policy goal. For example, the individual 
serving as the president of a state constitutional convention in Alabama in 1901 opened the 
convention by expressing his fear of “negro rule,” declaring, “What is it that we want to do? Why it 
is within the limits imposed by the Federal Constitution to establish white supremacy in this State.”31  

 
To be sure, people of color have made progress in many areas. But reforms of state and local 

fiscal policies that can reinforce racial inequities too often have not been part of the measures taken, 
and in some areas, fiscal policies have extended or cemented racial disparities in wealth and power. 
State and local lawmakers would do well to take stronger action to confront openly the historical 
roots of today’s racial disparities and to improve their fiscal policies, as a key part of a broader effort 
aimed at reducing and ultimately overcoming those disparities.  

 
As noted, for much of our nation’s history, people of color had little to no power in state 

legislatures, which allowed white lawmakers to develop policies that sustained white dominance even 
in states where people of color were a significant share or even a majority of the population. The 
vast majority of African Americans in the South were disenfranchised under Jim Crow laws from the 
late 1800s until the 1960s. As late as 1971, African Americans made up about 11 percent of the 
nation’s population but only 2 percent of state lawmakers.32 (Today, African Americans account for 
about 13 percent of the population and 9 percent of state legislators.) No data are available on the 
share of state lawmakers in the distant past who were Native American or of Asian or Latinx 
descent, but there’s little doubt that few state legislators identified themselves as members of these 
groups. Even today, these groups (Asian, Latinx, and Native Americans) account for only about 7 
percent of state lawmakers, despite making up nearly a quarter of the national population.33 (See 
Figure 2. For state-specific data, see the Appendix.) People of color are also less likely to hold seats 
on local government councils, relative to their share of the population. One survey estimated that 
about 1 in 6 African Americans in the country live in communities where their share of the 
population exceeds the share of Black people on their local council. Among white people, the ratio 
is 1 in 66.34  
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FIGURE 2 

 
 
 

Historical Tax Policies That Helped Hold Back People of Color  

Given these political and cultural realities, it’s not surprising that state and local tax policies of the 
past often reflected and advanced the interests of white residents, especially those with the power 
and resources to influence state lawmakers, at the expense of people of color. During the brief 
period of Reconstruction after the Civil War, Southern state legislatures provided, for the first time, 
for schools and other services for African Americans, raising property taxes sharply to do so (as well 
as to make a range of other needed public investments in the war-torn states).35 Many white people 
resisted these measures, often violently. Some of them, the so-called Redeemers, ultimately took 
power across the South36 and sharply reduced funding for public services and sought to 
disenfranchise and otherwise disempower African Americans.  
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The Oldest Supermajority Requirement to Raise Revenue 

In 1890, Mississippi Redeemers wrote a new state constitution that, among other discriminatory 
changes such as banning interracial marriage, required that people pay poll taxes and pass literacy 
tests in order to vote. Partly to further ensure white dominance, the Redeemers also reapportioned 
the state’s legislature, shifting power away from the Mississippi Delta, where most African 
Americans lived.37 White households in the Delta, which included many of the state’s wealthiest 
former slaveholders, strongly supported disenfranchising African Americans; they also worried that 
the legislature would target tax hikes at them. As protection against this possibility, they demanded 
— and won — a requirement that any tax increase must secure the votes of at least three-fifths of 
the members of both houses of the state legislature.38 This requirement, the oldest among state 
supermajority requirements for tax increases, remains in force today.39   

 
Indeed, the delegate who introduced the supermajority requirement later said of the convention 

delegates, “All understood and desired that some scheme would be evolved which would effectually 
remove from the sphere of politics in the State the ignorant and unpatriotic negro.”40 He was 
referring to the various provisions aimed at deliberately excluding Black people from voting, but the 
supermajority requirement that he championed further solidified white dominance, the avowed goal 
of most convention delegates. While the state’s discriminatory voting restrictions were ultimately 
overturned decades later by the Voting Rights Act of 1965, the supermajority requirement to raise 
tax revenue remains in place, adding to the barriers faced by people in Mississippi who seek to raise 
revenue for school improvements and other public investments that could help improve the lives of 
the many African Americans in the state. 

 
Early Property Tax Limits Date From Post-Reconstruction 

Most of the oldest limits on property tax rates still in effect today also date from the Redeemer 
period in Southern history.41 Since property taxes are the primary source of local government 
revenue, formulaic and tight limits on property tax rates make it much more difficult for localities to 
provide decent-quality services including schools, parks, and libraries.42 These limits also encourage 
localities to rely on other sources of revenue, such as sales taxes and fees, that fall harder on lower-
income families.43 Since people of color are more likely to have lower incomes, this shift in localities’ 
revenue base tends to produce a shift in who pays for local services, with white people paying less 
and people of color paying more.  

 
In 1875, Alabama’s Redeemers wrote a new constitution, overturning one written by a biracial 

group of delegates earlier during the Reconstruction era. Among its many provisions, the new 
constitution required separate schools for African American children and imposed strict 
constitutional caps on state and local government property tax rates.44 These limits were 
subsequently incorporated into the state’s 1901 constitution, which remains in place.45 

 
Installing highly restrictive property tax limits in Alabama’s 1875 and 1901 constitutions protected 

Alabama’s Redeemers from the possibility that African Americans and their allies could return to 
power and substantially increase property tax rates to fund education and other such measures. As 
the historian J. Mills Thornton noted: 
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The property tax limits also served other purposes, including helping to attract support for the 
new constitution from white owners of small farms in northern Alabama who felt particularly 
harmed by the sharp property tax rate increases imposed during Reconstruction.47  

 
Regardless of the delegates’ motivations, the limits further solidified white dominance and made it 

harder for Black residents to secure needed public investments in their communities. These limits 
have now been in place for over 140 years, producing a harmful cumulative effect. Today, Alabama’s 
property tax revenue as a share of its economy is the lowest of any state in the country, seriously 
hampering the ability of local governments to provide adequate schools and other public services.48    

 
And Alabama is not alone. During the Redeemer period, Arkansas, Missouri, and Texas also 

adopted constitutional property tax limits that remain in force today. Georgia, too, adopted a limit 
during the Redeemer period, which remained in force for decades but was repealed in 1977.49  

 
First Modern Sales Tax Shifts Tax Base Away From White Property Owners 

In 1932, Mississippi adopted the nation’s first modern retail sales tax — a tax that generally falls 
hardest on those with the least income. The state’s governor urged adopting the new tax in part by 
emphasizing that the revenue would be used to reduce property taxes, and that as a result, the tax 
would shift the state tax base away from (mostly white) property owners and more heavily onto 
consumers with little or no property and little else to tax (many of whom were Black). “One of the 
chief purposes of the sales tax,” he said in a speech before the legislature, “is to decrease the tax 
burden by broadening the tax base. There are today in Mississippi thousands of people who pay no 
taxes, but who enjoy all the rights and privileges of citizenship. These people will be glad of an 
opportunity to share in the responsibility of maintaining the government of the state in which they 
live.”50 African Americans did not have an opportunity to express at the ballot box whether that was 
true, since nearly all of them were barred from voting in 1930s Mississippi.  

 
This is not to say that Mississippi adopted its sales tax solely to shift tax burdens more heavily to 

Black residents. Like many states during the Depression, Mississippi was deeply in debt and 
desperate for new revenue, and many of its property owners were in default.51 The sales tax 
apparently was attractive to the state’s policymakers both because it promised to bring in a large 
amount of revenue rapidly and because African American residents would pay a larger share of the 
taxes.52 Other states adopted sales taxes not long after Mississippi demonstrated the tax’s feasibility 
and its significant revenue-raising power.53 

 
During Reconstruction, the experience of [Black Belt] whites had been a county government 
which was controlled by blacks and their Republican allies and which had very heavily taxed 
them, and taxed them for purposes that they largely regarded as illegitimate, such as the 
education of the Freedmen. Now that they had power back into their own hands, they were 
intent on . . . using that new control to protect themselves from the possibility that the black 
majority in their counties would ever again be able to use that political power . . . to tax them 
in a way that would force them as the property holders to cough up the funds, . . . which 
would be used to the benefit of the majority of the people in the Black Belt who were black 
and essentially non-property holding. . . . And so they wanted to write into the Constitution 
permanent protections.46 
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Still, it’s not possible to separate Mississippi’s adoption of the first modern sales tax from the 

context of racial discrimination in which it occurred. The tax required African American residents to 
pay more as a share of their income than white residents, and it helped hold down property taxes 
that were paid primarily by white people. The tax thus reinforced racial inequities in a state where 
Jim Crow laws and various forms of violence and intimidation were pervasive.   

 
The racially disparate effects of Mississippi’s sales tax continue today. The lowest-income fifth of 

Mississippi households pays about 10.2 percent of its income in state and local taxes, on average, 
while the highest-income 1 percent of households pays about 6.7 percent of its income in these 
taxes.54 This disparity is due almost entirely to the state’s heavy reliance on the sales tax, which 
accounts for three-quarters of the state and local taxes that the poorest Mississippi households pay. 
With African American residents in Mississippi more likely than white residents to have low 
incomes, the disparate impact of the sales tax adds to the policy-driven barriers that Black people 
face. 

 
Explicitly Racist Fiscal Policies of the Past 

While the policies discussed above had, and continue to have, racially harmful effects, race was 
not an explicit factor in determining the amount of tax that residents paid, and white and Black 
residents have faced the same sales tax rates. Some states and localities, however, did use race 
explicitly in defining how much individual taxpayers would pay, with deliberately discriminatory 
results. These policies are no longer on the books and are recognized today as legally impermissible, 
but at the time they had significant, harmful effects on people of color. 

 
The history of school funding is rife with examples of states and localities using tax-and-spending 

policies and practices to advantage white families at the expense of children and families of color, at 
times openly and explicitly. For example, at the turn of the 20th century, Kentucky allocated property 
taxes to its racially segregated schools based on taxpayers’ race: schools attended by white children 
received all of the property taxes paid by white residents, while schools attended by Black children 
received only the taxes paid by Black families. Since Black families in Kentucky had far less property 
wealth than white families — at that time many Black people were only a generation or so removed 
from slavery — this ensured that Black children would attend separate and very unequally funded 
schools.55 Other Southern states produced a similar result by distributing funds to districts regardless 
of race but allowing local officials to direct most of the funding to segregated schools for white 
children.56  

 
Another historical example of explicitly racist state fiscal policies comes from California. During 

the gold rush years of the 1850s, California imposed a special tax on immigrant miners. (U.S.-born 
whites were not subject to the tax.) The tax fell on immigrant miners of European descent as well as 
those from China and Latin America, but for a period in 1855 and 1856, the state imposed an 
additional tax solely on immigrant miners ineligible for citizenship, mainly Chinese and Latinx miners 
who were legally barred from becoming U.S. citizens because they were not “free white persons.” 
The tax was a major revenue source for California at the time; it raised over a quarter of the state’s 
revenue in 1856.57  
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Tax Policy Administration Also Held Down People of Color 

Racial discrimination in state and local tax policies historically has occurred not only through the 
policies themselves but also through how tax authorities administered those policies. For example, 
property assessment for tax purposes is an arcane and often opaque process, conducted by taxing 
authorities who control the information required to make assessments of property values and to 
judge whether those determinations are fair. In the rural South during the Jim Crow era, these 
authorities were typically white politicians representing the interests of overwhelmingly white voters, 
since nearly all Black people were blocked from voting.58 These politicians often over-assessed 
property owned by African Americans and under-assessed property owned by white residents. As 
historian Andrew Kahrl writes: 

 
Whether or not they knew it or could prove it, black property owners in the Jim Crow South 
were often taxed at a higher effective rate than their white counterparts to support public 
institutions and services that African Americans were denied access to (or were provided on 
a separate and unequal basis) and to pay the salaries of public officials who did not represent 
and were unaccountable to black citizens. In short, African Americans were taxed more for 
less.59 
 

States and local governments could also use tax assessments as a political tool to sustain the status 
quo by punishing Black people who protested Jim Crow laws or other discriminatory systems. For 
example, in 1966 the white-dominated government of a Mississippi town selectively raised the 
property assessments of Black people participating in a boycott of white-owned businesses (which 
was prompted by the town’s refusal to integrate a local swimming pool). In one year, Black property 
owners in the town saw their assessments increase by more than 50 percent overall.60 

 
Some local property assessors in the North also produced discriminatory assessments.61 A 1973 

study conducted for the U.S. Department of Housing and Urban Development found that 
properties in low-income African American neighborhoods in Baltimore, Chicago, and Philadelphia 
were subject to a much higher effective tax rate than properties in middle-class white 
neighborhoods, “due principally to neighborhood bias in assessments.”62 Similarly, historian Andrew 
Kahrl reports that in 1970s Chicago, the county tax assessor’s office tended to over-assess properties 
owned by African Americans. One reason was that when neighborhoods transitioned from white to 
Black, property values declined (because white people, a large share of the housing market, no 
longer wanted those homes), yet tax assessments did not account for this decline in value. There 
may not have been an intention to overtax Black homeowners, but that is what occurred. And a 
number of these African American homeowners could not pay their taxes and lost these homes to 
predatory lien-buyers, who took advantage of laws making it relatively easy for them to seize 
people’s homes when a property tax bill was overdue.63  

 

State and Local Fiscal Policies Could Be Powerful Force for Dismantling Racial 

Barriers 

States and localities collect roughly one-third of the nation’s taxes, and they account for nearly half 
of all domestic public-sector spending. They also provide over 90 percent of K-12 school funding 
and nearly all public college and university funding, own over 90 percent of the country’s non-
defense public infrastructure (roads and other transit systems, water systems, airports, and the like), 
and incarcerate over 90 percent of the nation’s prisoners. (See Figure 3.) Given that level of 



 
12 

economic power, states could be a potent force for expanding opportunity and enhancing equity. 
How states choose to raise revenue and how (and where) they choose to spend it has major 
implications for who moves ahead and who is left behind.  

 
State fiscal policies can, and often do, help to 

promote opportunities and enhance equity. For 
example, some states tax high incomes or large 
inheritances and use some of that revenue to 
target college scholarships to low-income 
students, or to finance medical care for low-
income children. One example is Minnesota, 
which in 2013 adopted a new income tax rate on 
very high incomes and used the revenue in part 
to help more low-income children attend high-
quality preschool programs.64  

 
But states could be doing much more through 

their fiscal policies to reduce racial and ethnic 
income disparities, reduce poverty, and expand 
economic opportunity. While the specific needs 
of states vary, lawmakers can pursue fiscal 
policies that tax the best-off households to a 
greater degree than households with low or 
modest incomes, raise revenue for investments 
that can help overcome racial inequities — 
including investments that help low-income 
families and children of all races — and remove 
artificial revenue-raising constraints such as 
supermajority requirements to raise taxes.  

 

Shift Inequitable Taxation to a System 

Based on Ability to Pay 

State and local tax systems typically worsen 
racial and ethnic inequities. In 45 of 50 states, 
state and local tax systems effectively require 
lower-income households to pay a larger share of their income in taxes than high-income 
households. And since households of color are more likely to have low incomes, they tend to pay 
larger shares of their incomes in state and local taxes than white households do.  

 
Nationally, the poorest fifth of households pay a much larger share of their income in state and 

local taxes than the top 1 percent, on average. (See Figure 4).65 In some states, this disparity is 
especially stark. In eight states, the poorest fifth of households pays three times more of its income, 
on average, than the richest households do. In Washington State, Florida, and Nevada, the poorest 
fifth pays five times more of its income in taxes than the top 1 percent does.66  

 
To address this problem, states should take the following types of steps.  

FIGURE 3 
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FIGURE 4 

 
 
 

Strengthen State Income Taxes  

Income taxes are the only major source of state and local revenue that is based on a taxpayer’s 
ability to pay. It’s not surprising, then, that many of the states with particularly inequitable tax 
systems — including Florida, Nevada, Tennessee, Texas, and Washington — all lack a broad-based 
income tax. Other states with especially inequitable systems, such as Illinois and Pennsylvania, have 
flat-rate income tax systems, under which tax rates do not rise with income. The states with overall 
tax systems that are based on ability to pay — California, Delaware, Minnesota, New Jersey, and 
Vermont, along with the District of Columbia — have relatively robust income taxes.67 

 
Some states have taken steps in recent years to increase income taxes for very high-income 

households. Four states — California, Connecticut, New Jersey, and New York — plus the District 
of Columbia now have tax brackets for income over at least $500,000, and other states, including 
Hawaii, Maryland, Minnesota, Oregon, and Vermont, have top brackets for income over at least 
$250,000 for joint filers.68  

 
On the other hand, the 2010 elections swept in a wave of governors and state legislative leaders 

who, with the assistance of groups such as the arch-conservative American Legislative Exchange 
Council, engaged in a sustained and unprecedented attack on state income taxes. These political 
leaders and conservative activists called for eliminating state income taxes in states such as Kansas, 
Louisiana, Maine, Michigan, Mississippi, Nebraska, North Carolina, Ohio, Oklahoma, and South 
Carolina. Five states — Kansas, Maine, Ohio, North Carolina, and Wisconsin — succeeded in 
passing especially large income tax cuts. Two states — Kansas and Michigan — enacted tax cuts 
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slated to take place in coming years that would ultimately eliminate the state income tax altogether. 
(In 2017, Kansas repealed a portion of these tax cuts, including those scheduled for future years.)  

 
In recent years, national proponents of eliminating state income taxes have targeted Southern 

states in particular. Two leading proponents, Arthur Laffer and Stephen Moore, wrote in 2013, “We 
predict that within a decade five or six states in Dixie could entirely eliminate their income taxes. 
This would mean that the region stretching from Florida through Texas and Louisiana could 
become a vast state income-tax free zone.”69  

 
These attacks on state income taxes have only succeeded to a degree. But the attacks that did bear 

fruit have made racial inequities worse. The 2013 tax cuts in North Carolina, for example, reduced 
the taxes of the highest-income state residents by 1.5 percent of their income on average, but by just 
0.1 percent of income for the lowest-income North Carolinians, according to the Institute on 
Taxation and Economic Policy. White North Carolinians comprise two-thirds of state taxpayers, but 
received 81 percent of the tax cuts. In contrast, Black North Carolinians comprise 22 percent of 
state taxpayers but received 10 percent of the tax cuts. (See Figure 5.) Black residents now pay a 
larger share of state taxes than before, while white residents pay a smaller share. People of Hispanic 
or Latinx heritage also pay a larger share than before. People of Asian heritage pay somewhat less.  

 
FIGURE 5 

 
 
States can improve their personal income tax systems in a variety of ways. Some states need to 

reverse course on excessive income tax cuts enacted in the past. Others need to reject flat-rate 
income taxes in favor of a system based more on the ability to pay. Still others have a range of 
options to consider, including adopting new top brackets on high incomes, capping itemized 
deductions, and eliminating or restructuring misguided tax breaks that lose needed revenue while 
increasing racial and economic inequities, such as provisions that offer a lower tax on income from 
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capital gains or “single sales factor” provisions that allow large, multistate corporations to escape 
much of the corporate income tax that they otherwise would be required to pay to a state.70  

 
Improve the Taxation of Wealth 

Since the 1970s, wealth has become increasingly concentrated in the hands of a relatively small 
share of households in the United States. Data from the Federal Reserve’s Survey of Consumer 
Finances show that the wealthiest 1 percent of households control about 40 percent of national 
wealth, while the bottom 90 percent hold roughly only about half of that. Families of color face 
particularly high barriers to accumulating savings and buying homes or other assets. As noted earlier, 
the median net worth of  white families is more than ten times that of  Black families and eight times 
that of  Latinx families.71 

 
State and local governments could do a much better job of using tax policy to lessen barriers to 

more broadly shared prosperity, especially barriers caused or exacerbated by the high concentration 
of wealth in the United States. Wealth taxes — such as inheritance taxes on the transfer of wealth, 
or property taxes on high-end homes and mansions — along with higher taxes on the incomes of 
very wealthy households would raise revenues for education, health care, job training, and other 
measures that can boost the prospects of those left behind in today’s economy. 

 
Currently, the estate tax is the only major state tax that is paid almost entirely by the wealthy. Yet 

the large majority of states lack such a tax. Only the very wealthiest taxpayers pay estate taxes where 
such taxes exist; in the states with such a tax, only 2.56 percent of estates, on average, owe any tax at 
all.  

 
A concerted attack on estate taxes over the last two decades — most significantly, the elimination 

under President George W. Bush of a federal tax credit that supported state estate taxes by 
providing a credit for those taxes against any federal estate tax owed — has resulted in a sharp drop 
in the number of states with the tax. In 2000, every state had an estate tax. Today, just 12 states plus 
Washington, D.C. do, while another five have an inheritance tax on the income of heirs.72 As a 
result, state estate and inheritance tax collections have plummeted since enactment of the Bush tax 
cuts in 2001. (See Figure 6.)  

 

States with an estate tax can avoid further increasing inequality by resisting calls to reduce or 
eliminate the tax.73 States without an estate tax can reduce overall inequality and lessen racial 
inequities by adopting such a tax.74 Other options for improving how states tax wealth include 
increasing tax rates on capital gains, expensive homes, or luxury items.  
  



 
16 

FIGURE 6 

 
 
 

Adopt or Expand State Earned Income Tax Credits 

Due largely to various structural barriers to opportunity, African American and Latinx workers are 
far more likely than white workers to earn poverty-level wages.75 One step that states can take to 
lessen this inequity is to adopt or expand state Earned Income Tax Credits (EITCs), which can help 
address the disparate racial impact of regressive taxes like sales taxes by boosting the after-tax 
incomes of low-wage households struggling to make ends meet. These state tax credits build on the 
success of the federal EITC in part by helping working parents pay for things that allow them to be 
employed, like child care and transportation. And while state and federal EITCs serve a larger number 
of white households than of households in any other racial or ethnic group (because there are more 
white households in the United States), they serve a larger proportion of people of color. EITCs also 
have a disproportionate impact in reducing poverty rates among households of color. 

  
State EITCs also build on the federal EITC’s well-documented, long-term positive effects on 

children. That’s a key reason why the credit helps advance racial and ethnic equity, since child 
poverty is nearly three times higher for African American and Hispanic children than for white 

children.76 Multiple studies find that young children in low-income households that receive an 
income boost, including from policies like a state or federal EITC, tend to do better and go further 
in school, reducing the disadvantages associated with exposure to poverty.77 (See Figure 7.) The 
EITC may play a particularly important role in helping children of color improve their math 
achievement, complete high school, and enroll in college, the research suggests.78  

  
Some 29 states and the District of Columbia today have state EITCs. The 21 states without state 

EITCs should adopt them, and many states with EITCs should consider expanding them. For the 
six states with nonrefundable EITCs (in which a taxpayer’s EITC cannot exceed the state income tax 
that the individual owes and thus cannot serve as a wage supplement), the first step should be to 
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make the credits refundable. This would give 
low-income working households in these states 
the full value of the tax credit for which they 
qualify, irrespective of whether the tax credit 
exceeds their state income tax liability. Moving 
to refundable credits would particularly help 
households of color, given their 
disproportionate concentration at the lower end 
of the income scale.  

 
States that already have refundable EITCs can 

increase the size of the credit. In particular, they 
can expand the credit for workers without 
children in the home, as those workers currently 
receive only a very small or no federal EITC.  

 
Eliminate Courtroom Fees for Low-Income People, 

Reform Use of Fines 

The issue of criminal justice fines and fees 
began to receive wider public attention after the 
U.S. Department of Justice found that the 
criminal justice system in Ferguson, Missouri 
was heavily driven by revenue needs rather than 
public safety. To support its budget, the city 
relied upon increasing amounts of revenue from 
various kinds of fees and fines imposed 
disproportionately on low-income African 
American residents.79  

 
Beyond Ferguson, research has found widespread use of fines and fees that can cause long-lasting 

harm for individuals — often poor people of color — trapped within cycles of debt and criminal 
justice involvement.80 In recent years, many local governments have become more reliant on these 
revenues, in part because state financial support for municipal services has eroded, and have become 
less inclined to adequately finance their justice systems through local tax levies.81   

 
Courts often remain wedded to widespread reliance on fees and fines because it can provide a 

predictable amount of funding outside of the state and local government appropriations process. In 
some instances, courts and localities may look more to fines and fees revenue today in part because, 
as noted, states have reduced aid for localities and/or imposed new restrictions on localities’ ability 
to raise revenue such as through state-imposed property tax limits.  

 
Those ensnared in the system — often low-income people of color — bear the highest cost. One 

study found that cities with larger Black populations rely more heavily on fines and court fees. (The 
effect was somewhat ameliorated if the city had at least one Black city council member.)82 But 
incarceration is costly, and all taxpayers pay when the police arrest and jail people who have 
outstanding warrants because they can’t afford to pay their fines and fees. 

 

FIGURE 7 
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Ending the use of fees charged for 
defendants’ use of courts and other resources, 
and reforming the use of fines that are imposed 
as part of a person’s sentence, should produce 
substantial benefits for low-income people at a 
relatively small cost to the government. One 
study in New Orleans found that in 2015, the 
disproportionately poor individuals who passed 
through the city’s justice system paid $4.5 
million to the government in fees, fines, and 
bail, while the city paid $6.4 million to jail 
people who couldn’t pay these costs.83 (See 
Figure 8.) 

 

Raise Revenue to Invest in Overcoming 

Racial and Ethnic Inequities 

State and local economies generally perform 
better when they maximize the human capital 
available to them, which entails adequate public 
investment in education, job training, 
transportation, and the like. Having good 
schools in every community offers children 
from lower-income families a chance at a better 
future, while providing more skilled workers for 
local economies. Affordable colleges and 
universities also boost opportunities, especially for students of color.84   

 
In addition, family economic supports help parents struggling on low wages to provide their 

children with stable housing, nutritious food, and less stressful home lives. Child care subsidies 
enable more low-income parents to work. Health coverage protects families from bankruptcy due to 
a health emergency or chronic illness and enables businesses to have healthier, more productive 
workers.85 When these kinds of public investments receive adequate resources and are administered 
effectively and with equity in mind, they can help lessen barriers to opportunity for many people of 
color, helping more Americans achieve their dreams to the benefit of the broader economy.  

 
States need to raise enough revenue to invest adequately in their residents. Today’s state and local 

tax systems, however, generally are inefficient, built for a different era, and often incapable (as now 
structured) of raising enough funds even to keep pace with the rising costs of maintaining existing 
service levels. Overcoming these weaknesses and building more modern, adequate revenue systems 
will require a range of improvements, including the following steps: 

 
• Building stronger personal income tax systems. With income inequality at extremely high 

levels, today’s state personal income tax systems should be designed to capture more of the 
income at the top. Reforms like those outlined in the previous section can help strengthen 
state income tax systems so they raise more adequate amounts of revenue. This is particularly 
important because income tax revenue tends to grow with the economy over time. As such, 

FIGURE 8 
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stronger income taxes help ensure that states have sufficient money to pay for services as time 
goes on, without having to regularly seek to raise tax rates.86  

• Eliminate wasteful subsidies that allow corporations to avoid paying taxes on their 
profits. States should regularly monitor and evaluate economic development subsidies and 
eliminate ineffective ones. These subsidies, designed to encourage various types of business 
activity or to entice businesses to locate or remain in a state or locality, now cost state and 
local governments tens of billions of dollars each year, even though on the whole they have 
not been effective at reducing unemployment, raising incomes, or growing state economies.87  

More broadly, states should scrutinize the billions of dollars they essentially spend each year 
through the tax code in the form of tax credits, deductions, and exemptions. For the most 
part, policymakers don’t regularly examine these “tax expenditures” for effectiveness in the 
way that they examine yearly budget appropriations. A state agency generally has to make its 
case to the governor and legislature each year for the level of funding that it seeks to serve 
state residents. But tax breaks for certain types of businesses can continue (and even grow in 
cost) from year to year without much or any scrutiny or debate. 

States can nullify a variety of tax avoidance strategies employed by large multistate 
corporations by adopting a reform known as “combined reporting,” which treats a parent 
company and its subsidiaries as one entity for state income tax purposes, thereby minimizing 
companies’ ability to shift income earned in a state to other states that are tax havens (like 
Delaware and Nevada).88 (See Figure 9.) In addition, by adopting a reasonable minimum 
corporate tax, states can ensure that every corporation operating in the state pays at least a 
reasonable minimum tax to support the public investments that undergird a thriving private 
economy. States also can consider raising tax rates on corporate profits, particularly states 
where such tax rates have been sharply reduced in recent years.   
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FIGURE 9 

 
 

• Modernizing state sales taxes. While sales taxes fall particularly hard on low-income people, 
they are a major source of revenue for state investments, including schools and health care, 
that can increase opportunities and advance racial equity. As part of a revenue system that’s 
based overall on a taxpayer’s ability to pay, sales taxes can help states raise adequate funds.  

Many states levy sales taxes primarily on tangible goods while applying the tax to few services. 
Yet services, many of which (such as video streaming) didn’t exist when sales taxes were first 
enacted, make up a growing share of consumption. States can halt the erosion of their sales 
taxes and improve their long-term ability to invest in state priorities by broadening the sales 
tax to include more services.89 States should also take advantage of new authority that the 
Supreme Court granted them in its 2018 Wayfair decision to require all large Internet 
businesses to charge sales taxes on online purchases; the failure of Internet sellers to collect 
and remit state and local sales taxes has cost states billions of dollars each year. Similarly, many 
states don’t require online travel companies like Expedia, Orbitz, and Priceline to collect and 
remit the appropriate taxes on hotel-room bookings.90   

• Taxing carbon pollution and resource extraction. Carbon pollution is causing global 
temperatures to rise, with harmful consequences that include more droughts, rising sea levels, 
and more severe weather, all of which can adversely affect the economy. A carbon tax or 
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other method of “putting a price on carbon” can generate revenue for critical investments 
while also reducing carbon pollution. 

Low-income communities — disproportionately communities of color — often bear the 
brunt of carbon pollution’s negative environmental effects. At the same time, low-income 
households would be hit harder than other households by taxes on carbon pollution; such 
taxes would consume a larger share of their incomes because they spend a bigger share of 
their income on energy and energy-related products than do higher-income households.91 But 
states can design carbon tax measures so that a portion of the revenue is used to fully offset 
the hit to lower-income households, and to cushion the impact on many other households as 
well, while still leaving substantial revenue for other beneficial uses.92 In addition, states that 
levy severance taxes on resource extraction may be able to increase these taxes to help fund 
priorities like education, health, and infrastructure.93 

 
States may need to raise revenue in coming years not only to pay for existing services but also to 

make up for cuts that could be made in federal funding for state and local priorities. Federal aid to 
states and localities through federal programs other than entitlements already is at historically low 
levels, measured as a share of the economy.94 And under caps enacted in 2011 on total federal 
funding for non-defense programs that are not entitlements, those aid levels will decline further if 
the President and Congress do not reach a new bipartisan agreement in 2019 to ease those caps. In 
addition, federal policymakers could seek to enact further cuts in the future to reduce mounting 
federal budget deficits.  

 
State efforts to raise taxes that high-income households and corporations pay are particularly 

justified in the wake of the federal tax changes enacted at the end of 2017, which provide a windfall 
for many corporations and very high-income households. In 2018 alone, the top 1 percent of 
taxpayers will receive about $80 billion in federal tax cuts as a result of these changes.95  In 2025, 
when the new tax-cut law will be fully phased in (and before many of its provisions are scheduled to 
expire), it will boost the after-tax incomes of households in the top 1 percent by 2.9 percent, which 
is roughly triple the 1.0 percent gain for households in the bottom 60 percent, according to the Tax 
Policy Center.96 In dollar terms, the disparity is even greater.  Those in the top 1 percent will receive 
federal tax cuts averaging $61,100 in 2025, while the tax cuts going to the bottom 60 percent will 
average about $400. Through state tax reforms, states could recoup some of this windfall to invest in 
measures that can make the benefits of economic growth more broadly shared, while reducing racial 
and ethnic inequities.97 

 
Raising adequate revenue and investing it wisely is one step toward more vibrant and equitable 

economies. Part of this entails targeting sufficient investment to low-income communities, 
particularly communities of color harmed by historical and structural racism. There are many 
examples of how states can target spending to improve the lives of people in low-income 
communities of color. To take one, states can reform the funding formulas they use to support K-12 
schools to provide more funding to schools serving large shares of children living in poverty or 
facing other challenges.98 They can also reform criminal justice systems to shift a significant share of 
spending on incarceration to more productive investments targeted to the communities harmed the 
most by the overly aggressive policing and sentencing practices of recent decades, which led 
between 1980 and 2010 to a 350 percent increase in the likelihood of going to prison for a drug-
related crime.99  
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Improve the Fiscal Policy “Rules of the Game” 

The capacity of states and localities to address racial and ethnic inequities is limited by often-
arcane legal restrictions on their ability to raise revenue and manage their finances effectively. These 
rules sometimes weaken legislatures by investing power in arbitrary formulas or by giving small 
minorities of lawmakers undue power. As such, states should improve their fiscal policy “rules of 
the game” in ways that support more democratic decision-making, such as by eliminating 
supermajority requirements for raising revenue, reforming or repealing rigid, formulaic limits on 
property taxes, and overturning other harmful restrictions on state budgets that weaken the authority 
of state lawmakers to manage state finances.  

 
• Eliminating supermajority requirements to raise revenue. Sixteen states require a 

supermajority vote of both legislative houses to enact at least some tax increases.100 The 
specific rules vary by state; in some cases, the requirement applies only to certain types of tax 
increases. But in nine states, the constitution requires supermajority approval for the 
legislature to enact any major tax increase. Moreover, in seven of these nine states, the 
supermajority requirement applies even to narrowing or eliminating tax breaks, including 
unintended tax loopholes that policymakers never sought to create. Of these seven states, 
three — Delaware, Mississippi, and Oregon — require a three-fifths vote in each legislative 
chamber, while the other four — Arizona, California, Nevada, and Louisiana — require a 
two-thirds vote.101 Beginning January 8, 2019, Florida will join the states that require a two-
thirds vote to enact a tax increase, including narrowing or eliminating tax breaks.102  

These requirements make it considerably more difficult to eliminate a tax break than to adopt 
one, undermining states’ ability to properly manage their finances when tax breaks turn out to 
be much more expensive than expected or when tax lawyers and accountants find ways to 
exploit new state tax laws by creating loopholes that policymakers hadn’t envisioned.103 These 
requirements also can result in damage to a state’s credit rating, making it more expensive for 
the state to borrow to invest in public infrastructure improvements, since credit rating 
agencies generally consider a supermajority requirement to be harmful to a state’s ability to 
raise revenue when needed.104 Such requirements also can encourage wasteful fiscal decisions 
by handing disproportionate power to a minority of lawmakers, who can hold out for special 
favors to win their votes. A commission that studied the impact of California’s now-defunct 
supermajority requirement to pass budgets, for example, found that the requirement resulted 
in substantial “pork barrel” spending.105 

• Repeal or reform rigid, formulaic property tax limits. African American and Latinx 
homeowners tend to pay higher effective property tax rates than white homeowners, in part 
because past government actions segregated African Americans in lower-value jurisdictions. 
Because values are lower in these jurisdictions, tax rates must be higher for the local 
government to collect as much revenue per capita as higher-value jurisdictions. And since past 
government policies helped segregate neighborhoods by race and so are partly responsible for 
these inequities, it would be appropriate for today’s public policies to help overcome the racial 
bias that remains embedded in today’s effective property tax rates. Instead, however, property 
tax limits tend to reinforce these inequities.106   

Property tax limits take a variety of forms. Some constrain the percentage by which assessed 
values can grow each year, others limit the property tax rate, and still others — the most 
severe — limit the percentage growth in property tax revenue each year. In general, the dollar 
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savings from a property tax limit typically are greater for owners of high-value homes, who are 
more likely to be white (due in part to policies that impeded African American households 
from buying homes in higher-value jurisdictions). Those greater dollar savings for white 
households increase racial gaps in income and wealth. Disparities also grow when property 
values rise more quickly in areas with more high-value homes, increasing the relative value of a 
property tax limitation. 

Better alternatives are available to states to relieve property taxes for middle- and low-income 
taxpayers and seniors who might have difficulty affording the taxes. For instance, “circuit 
breakers” provide a refund from state revenue to households whose property tax payments 
are deemed unaffordable, usually because they exceed a specified proportion of the 
household’s income. Circuit breakers allow the property tax to continue funding essential 
services like education while targeting tax relief to those who need it.  

In 2017, some 17 states and the District of Columbia used circuit breakers, and 12 other states 
provided property tax credits to some low-income families based on their income.107 (See 
Figure 10.) However, many circuit breaker programs are only available to elderly residents or 
those with a disability, or to very low-income households. States could make far greater use of 
this strategy to extend property tax relief to overburdened middle- and low-income 
households. In conjunction with relaxing or eliminating a property tax limit, states could 
create or improve a circuit breaker to cover all residents whose property tax exceeds a 
specified proportion of their income. The vast majority of the benefits would go to low- and 
middle-income households.  
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FIGURE 10 

 
 

• Eliminating other constitutional restrictions on raising revenue. Tight revenue-growth 
restrictions set in a state’s constitution, including those that limit a state’s revenue growth to a 
modest annual percentage or that limit revenue growth in any year to the rate of inflation and 
population growth (as Colorado’s Taxpayer Bill of Rights does) can ultimately result in sharply 
inadequate revenues. Such restrictions can lead over time to deterioration of needed public 
programs and services and a corresponding increase in barriers to economic opportunity by 
race and ethnicity. Such limits, for example, generally don’t allow revenue to keep pace with 
the growth of health care costs, which account for more than one-sixth of states’ expenditures 
from their own revenue. These restrictions also can make it extremely difficult for states to 
adequately fund their outstanding pension liabilities or to meet other needs when costs in 
some areas (like health care) grow more rapidly than the state’s tax limit, squeezing the 
remaining portions of the budget. The relatively weaker economic standing of communities of 
color makes such limits particularly harmful to them, because communities of color may be 
less able to raise local revenue to make up for limited state revenue, and because their lower 
incomes and wealth may cause them to be hit harder by cuts in economic supports and 
services.  

Further, writing revenue limits into a state’s constitution can severely limit elected officials’ 
ability to respond to unusual circumstances or emergencies. At a time when threats could 
come from a national financial meltdown, an epidemic, a terrorist action, an extreme weather 
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event, or another unforeseen disaster, it is important to preserve state lawmakers’ flexibility to 
act quickly and adequately to protect their residents. Communities of color already have 
relatively little representation in their state capitals. These restrictive “rules of the game” 
further limit their ability to influence critical decision-making.  

• Strengthening state “rainy day funds” and improve the rules governing them. States 
can build up budget reserves to sustain public investments during recessions, helping the 
economy during difficult times and limiting the harm to families and communities. Strong 
“rainy day” funds are particularly important to low-income communities of color, since these 
communities are often the first to feel the harm of budget cuts in recessions and the last to 
recover from economic downturns.  

States can build stronger reserve funds, such as rainy day funds, that they can use to smooth 
the ups and downs of tax collections when a recession hits. States can use increases in tax 
collections in robust economies to boost those reserves. A portion of income tax (or other 
tax) revenues that rise rapidly in good times can be deposited in a rainy day fund for use 
during economic downturns. Reserves can also be set aside to help localities hit hard by a 
downturn, whether caused by a recession or some other kind of economic dislocation. For 
example, a city or local area experiencing industrial decay or the rapid decline of a major 
source of employment that undermines the area’s vitality could be helped by state funds that 
enable it to maintain services, invest in job training for new jobs, or support subsidized 
employment.   

In many states, however, arcane rules limit the ability of states to build adequate reserves or to 
tap their reserves when they need to.108 Most states cap their rainy day funds at inadequate 
levels, such as 10 percent of the budget or less. This isn’t an adequate level for even a 
medium-sized recession. In addition, other rules require some states to replenish their funds 
after a recession before they are able to do so, require supermajority votes of the legislature to 
access the funds, or otherwise unduly limit how states may use the funds. Many of these rules 
harm the ability of states both to build adequate reserves in good times and to use their 
reserves wisely when needed. As such, these rules weaken state rainy funds despite the 
importance of such funds in protecting communities, especially low-income communities of 
color, during recessions, natural disasters, or other difficult times. 
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APPENDIX TABLE 1 

Proportion of Non-Hispanic White State Legislators Exceeds Their Population Share 

in 46 of 50 States, 2015 

State 

Non-Hispanic White 

Population Share 

Non-Hispanic White 

Legislators as Share of 

All Legislators 

Percentage-Point 

Difference 

Delaware 64% 90% 26 

California 38% 62% 24 

Alaska 62% 85% 23 

Texas 43% 65% 22 

Washington 70% 91% 21 

Virginia 63% 83% 20 

Nevada 51% 70% 19 

Georgia 54% 72% 18 

Massachusetts 74% 92% 18 

Louisiana 59% 76% 17 

New Jersey 57% 74% 17 

New York 56% 73% 17 

Oregon 77% 94% 17 

Arizona 56% 71% 15 

Arkansas 73% 88% 15 

Maryland 52% 67% 15 

North Carolina 64% 79% 15 

Oklahoma 67% 82% 15 

Colorado 69% 83% 14 

Florida 56% 70% 14 

Minnesota 81% 95% 14 

Mississippi 57% 71% 14 

Rhode Island 74% 88% 14 

Illinois 62% 75% 13 

North Dakota 86% 99% 13 

Pennsylvania 78% 91% 13 

Wyoming 84% 97% 13 

Idaho 83% 95% 12 

Kansas 77% 89% 12 

Nebraska 80% 92% 12 

New Mexico 39% 51% 12 

South Carolina 64% 76% 12 

South Dakota 83% 94% 11 

Utah 79% 90% 11 

Wisconsin 82% 93% 11 

Tennessee 75% 85% 10 

Alabama 66% 75% 9 

Indiana 80% 88% 8 
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APPENDIX TABLE 1 

Proportion of Non-Hispanic White State Legislators Exceeds Their Population Share 

in 46 of 50 States, 2015 

State 

Non-Hispanic White 

Population Share 

Non-Hispanic White 

Legislators as Share of 

All Legislators 

Percentage-Point 

Difference 

Michigan 76% 84% 8 

Missouri 80% 87% 7 

Iowa 87% 93% 6 

Kentucky 85% 91% 6 

Ohio 80% 86% 6 

Connecticut 69% 74% 5 

West Virginia 92% 97% 5 

Vermont 93% 96% 3 

New Hampshire 91% 91% -0.20 

Hawaii 22% 22% -0.40 

Montana 87% 86% -1 

Maine 94% 89% -5 

Note: We focus on non-Hispanic white populations and legislators in this table for simplicity and because of concerns about sample size 

and data collection issues in the data for some groups of color. Full data set is available by request. 

Source: CBPP analysis of data from National Conference of State Legislatures and the Census Bureau. 
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