HOW TAX POLICIES EXACERBATE RACIAL AND ETHNIC DISPARITIES

Decades of structural
racism — in everything
from education to

voting rights, home
ownership, and even drug
sentencing laws — have
advantaged whites while
disadvantaging people of
color. This has led to huge
gaps in income — even in
New Mexico where people
of color make up the
majority of the population.

HOUSEHOLD INCOME VARIES BY RACE AND ETHNICITY

Median Income Among Households with Children in New Mexico by Race
and Ethnicity (2019)

Median
Race or household
ethnicity income Percent of white median household income
New Mexico 0
(average) $53,400 68 /0
Non-Hispanic o
white $78,400 100 %
Hispanic $38,100
Native $32,500 410/
American 0
Black $46,400
Asian $77,100

Source: Population Reference Bureau analysis of American Community Survey data, 2019

THE INVERSE RELATIONSHIP BETWEEN RACE AND INCOME

Shares of White Taxpayers and Taxpayers of Color by Income Group in New Mexico (2019)
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Income inequality leads to wealth inequality. Americans hold the maijority of their wealth in their homes.
Not only does home ownership stabilize a family and give them a financial cushion to fall back on, it is
the primary way wealth is passed down through generations.

Income inequality and red

lining — which continues to this

day in the form of disparate
lending practices — have
made it far more difficult
for families of color to build
wealth.

New Mexico’s tax system
exacerbates this inequality,
which was made worse
when tax cuts were enacted
in 2003 and 2013. Though
these changes were based
on trickle-down theory, they
utterly failed at creating
economic activity or jobs.

WHITES HAVE HAD MORE OPPORTUNITIES TO BUILD WEALTH
Net Worth of Households in New Mexico by Race (2016)

White
households

Households of
color

Source: “Data by Issue,” 2020 Prosperity Now Scorecard

HOME OWNERSHIP VARIES BY RACE AND ETHNICITY
Home Ownership Rates in New Mexico by Race and Ethnicity (2013-2017)

New Mexico
(average)

Non-Hispanic
White American

Hispanic Native Black Asian

Source: Prosperity Now Scorecard analysis of American Community Survey data, 2013-2017



The tax cuts enacted in 2003 conferred preferential treatment on capital gains income, which is money earned
from wealth. This preference helps those who already have wealth gain even more, which furthers the racial and

ethnic wealth gap.

The vast majority of
capital gains income in
New Mexico — 91% (the
whole dark blue pie slice
at right) — goes to just
14% of New Mexico tax
filers (the light blue slice
further right). These filers
have incomes twice the
state median household
income.

Even more alarming, 54%
of capital gains income
(the part of the dark blue
slice that’s outlined in
white) goes to just 0.1%
of filers — a slice too small
to show up on the chart!
Their incomes are more
than $1 million.

This preferential treatment
of capital gains means
that wages earned from
labor are taxed at a higher
rate than profits from
investments and other
assets.

Similarly, corporate tax
breaks — enacted in 2013
— provide more benefits to
white households because
they are more likely than
households of color to
own corporate stocks.
New Mexico’s corporate
tax breaks, which are
generally passed along

to share holders in the
form of higher dividends,
are not only more likely to
benefit white households,
but these stockholders
may not even live in New
Mexico.

MOST CAPITAL GAINS INCOME GOES TO A FEW NEW MEXICANS
Share of Capital Gains Income by Income Group (2020)

Capital gains income Tax filers

S (54%)
91%
of capital gains
/income

14%

of tax
filers

- Capital gains income going to those Share of filers earning
earning less than $100,000 less than $100,000

Capital gains income going to those Share of filers earning
earning more than $100,000 - more than $100,000

Source: IRS statistics of income, 2020

WHITE HOUSEHOLDS ARE MORE LIKELY TO BENEFIT FROM

CORPORATE INCOME TAX CUTS

Share of U.S. Households Owning Any Corporate Stock by Race and Ethnicity
(2016)
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The preferential treatment of capital gains income was
enacted at the same time that personal income tax
(PIT) rates for those with the highest incomes were
cut almost in half.

These changes made our tax system very regressive
— meaning those who earned the lowest incomes

paid the largest share of their incomes in state and
local taxes. These effective rates are shown (as they
were in 2018) in the light yellow bars outlined in black,
below.

Fortunately, our Legislature has made some
improvements in our tax code — making it more fair
and equitable for people of color and women. The
current effective rates are shown below in the dark
yellow boxes. These changes include the creation and
then expansion of several tax credits for those earning
the lowest incomes, as well as families with children,
and included the Working Families Tax Credit, the
Low-Income Comprehensive Tax Rebate, and the
Child Tax Credit (CTC).

These changes made our tax system progressive —
but only for those earning the very lowest incomes.
Those in the middle of the income scale — earning

between $32,200 and $49,800 — now pay the highest
effective tax rate.

Aside from inequity, the 2003 and 2013 tax breaks
also made our state overly reliant on oil and gas
revenue, which is inherently volatile. That has set

us on a budgetary roller coaster over the past two
decades. So, when revenue was low, big cuts were
made to services that we all rely upon like education,
health care, and public safety.

The 2003 personal income tax cuts, along with other
regressive aspects of our tax system, still mean

that those in New Mexico who earn the very highest
incomes — more than $380,000 — pay the very lowest
effective tax rate. And those who earn as much as
$165,000 — three times the median income — pay a
lower rate than most other New Mexicans.

Our overall tax system still needs some work.
Lawmakers should:
* increase the CTC for families earning low and
middle incomes;
* limit the capital gains deduction; and
* increase PIT rates for those earning the most.

DESPITE IMPROVEMENTS, THE TOP 1% OF EARNERS STILL PAY THE LOWEST TAX RATE

Share of Income Non-elderly New Mexicans Pay in State and Local Taxes by Income Group (2018, 2022)
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