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Abstract: This policy memo proposes and simulates the effects of a two-tier,
nonrefundable tax credit for charitable contributions. A two-rate credit would
expand access to tax incentives for charitable contributions to most Americans and
increase charitable giving significantly, with substantial cost savings compared to
alternative policy changes.
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1 Introduction
American charitable giving is at a critical juncture. Following the 2017 tax reform, the share of US households who take the itemized deduction for charitable
contributions is expected to decrease sharply. Furthermore, the COVID-19
pandemic which, as of this writing, is precipitating an unprecedented global
economic contraction, is further likely to reduce giving. So far, US policy attempts to bolster giving during the crisis are unlikely to mitigate the shock in a
significant or cost-effective manner. If policy remains on its present course, less
will be given in coming years to our charities and foundations, and by fewer
people.
This policy memo proposes and simulates the effects of a two-tier, nonrefundable tax credit for charitable contributions. Relative to existing policy, a tworate credit would expand access to tax incentives for charitable contributions to
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most Americans and increase charitable giving significantly, with significant cost
savings compared to alternative policy changes.1

2 Tax Policy and Charitable Giving: Where We
Stand
Charitable giving is an important part of America’s economy and civil society. In
2017, giving exceeded two percent of GDP.2 The itemized charitable contribution
deduction supports this giving by lowering the “price” of a charitable contribution
for qualifying taxpayers. It does so by subtracting the value of donations from the
donor’s taxable income, thereby reducing their tax. The value of the contribution
deduction is higher when tax rates are greater (and thus the net cost of giving lower).
The donor’s after-tax cost of giving has a large effect on charitable contributions.3
However, the itemized deduction is not useful to many donors. Most tax filers
are better off taking the standard deduction (a fixed reduction in taxable income)
than deducting the sum of their charitable contributions and other itemized deductions because the standard deduction is greater than that sum and therefore
reduces their tax burden more. Historically, about one-third of all Americans have
itemized their returns in most years. The rest were either unable to benefit from the
deduction on their tax returns or were not required to file a return at all.4
The 2017 Tax Cut and Jobs Act (TCJA) is expected to reduce the share of
taxpayers who itemize sharply to just over 10%.5 The TCJA increased the standard
1 This note will assume that cost-effective subsidization of charitable giving through the tax
system is or could be desirable public policy. For a survey of legal and philosophical perspectives
on the relationship between charities and their tax status in the United States, see Daniel J. Hemel,
“Tangled up in Tax,” chapter 5 in Walter W. Powell and Patricia Bromley, eds., The Nonproﬁt
Sector: A Research Handbook, third edition (2020), Stanford University Press.
2 Giving USA: The Annual Report on Philanthropy for the Year 2017, Lilly Family School of Philanthropy, Indiana University-Purdue University Indianapolis (2018).
3 A large literature has demonstrated substantial effects of tax incentives on amounts given. See
for example John Peloza and Piers Steel, “The price elasticities of charitable contributions: a metaanalysis,” Journal of Public Policy & Marketing, 24 no. 2 (2005): 260–272; and Nicolas Duquette, “Do
tax incentives affect charitable contributions? Evidence from public charities’ reported revenues,”
Journal of Public Economics 137 (2016): 51–69.
4 Duquette, N. J. (2019). Founders’ Fortunes and Philanthropy: A History of the US CharitableContribution Deduction. Business History Review, 93(3), 553–584. See Figure 2.
5 Tax Policy Center, “Impact on the number of itemizers of H.R.1, the Tax Cuts and Jobs Act (TCJA), by
expanded cash income level, 2018” Simulation (2018). Strictly speaking, the TCJA is not this law’s
name. Public Law 115–97 was called the Tax Cut and Jobs Act until the Senate parliamentarian ruled
that the section giving the bill that name violated budget reconciliation rules. Analysts continue to
call the law by its former name for convenience.
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deduction and restricted many itemized deductions, making the standard
deduction the better option for millions of Americans who had previously itemized
their returns.6 Such households are likely to reduce their charitable contributions.7
Because millions of taxpayers will no longer receive a subsidy, charitable contributions are expected to decline overall, and giving will increasingly be done by a
minority of mostly high-income households who will continue to claim itemized
deductions.
This change has been partially offset by the Coronavirus Aid, Relief, and
Economic Security (CARES) Act of 2020, which introduced a non-itemizers’
deduction for charitable contributions, limited to $300 of giving per return each
year (P.L. 116–136 §2204).8 As I will explain, the structure of this deduction will
make it a weak and expensive incentive, with most of the tax expenditure going to
existing giving rather than encouraging new giving.

3 A Two-Tier Giving Credit
I propose a credit for charitable giving with two rates, where the generosity of the
subsidy depends on the extent of the claimed giving. Specifically, I propose a credit
rate of 10% (the lowest federal income tax rate) on gifts up to two percent of
adjusted gross income (AGI), followed by a 37% credit (the highest income tax rate)
on any further giving, though alternative subsidy rates are discussed below. The
credit is nonrefundable and limited to gifts under half of AGI; filers can choose to
take the credit or the itemized contribution deduction but not both. As I will
explain, a two-tier tax credit would offer a tax subsidy to all taxpayers while also
containing the cost of subsidies for charitable giving.

6 The TCJA made several smaller changes expected to reduce the number of itemizers in addition
to its sharp increases in the standard deduction (P.L. 115–97 §11021). The deduction for state and
local taxation (SALT) is now capped at $10,000 per year, reducing the chance that ﬁlers will
itemize due to high subfederal taxation (§11042). The deductibility of mortgage interest was
reduced, and home equity loans are no longer deductible (§11043). Property damage outside of
federally declared disasters is no longer deductible (§11044), and “miscellaneous” itemized deductions are no longer available (§11045).
7 Meer, J. and Priday, B.A. (2019). Tax Prices and Charitable Giving: Projected Changes in Donations under the 2017 TCJA. In Tax Policy and the Economy, Volume 34, ed. Mofﬁtt.
8 The CARES Act also increased in the deductibility limit for cash contributions to 100% of
adjusted gross income, for gifts in tax year 2020 only and excluding contributions to donor-advised
funds (§2205).
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Table : Subsidy schedule for proposed two-tier charitable giving credit.
Marginal subsidy

Total subsidy

Minimum gift

Maximum gift

%
%

. × Contributions
. × . × AGI + . ×
(Contributions − . × AGI)

$
. × AGI

. × AGI
. × AGI or credit
cancels all tax owed

The arithmetic of this credit is summarized in Table 1. Everybody who donates
(and owes income tax) can take the credit. Small gifts receive a small subsidy;
proportionally larger gifts receive a proportionally larger subsidy.
This simple structure offers many advantages over the existing contribution
deduction. First, the two-tier credit is more equitable because its subsidy rate is the
same for all returns. More subtly, the credit is also more effective than the itemized
deduction at encouraging greater giving because it becomes more generous as
taxpayers give more. By contrast, the itemized deduction rewards high income
brackets, not large gifts. The itemized deduction’s value as a percentage of the gift
increases in a household’s taxable income (because those households pay higher
marginal rates) and decreases in value in the size of the gift (because giving
decreases taxable income). For these reasons, Canada already implements its tax
subsidies as a two-tier credit, and many other wealthy countries subsidize giving
with tax credits rather than deductions.9
That a deduction is worth more to that in higher tax rate brackets is obvious;
the second point, that the deduction inefficiently penalizes large gifts, is subtler.
To illustrate the efficiency gain of a two-tier credit relative to the deduction,
consider Figure 1. The vertical axis marks the ratio of the reduction in tax received
by a taxpayer to the dollars donated. The horizontal axis marks the ratio of the
donation to income. A black, dashed line marks the two-tier credit. Up to 2% of
income, the credit is worth 10% of the gift. For larger gifts, the value of the credit
gradually approaches 37% of the gift because of the higher-rate credit tier.
9 Canada has offered its taxpayers a two-tiered tax credit for charitable contributions since 1988,
with no notable problems. Canada’s credit is valued at the lowest tax rates for gifts up to 200
Canadian dollars, and the highest tax rate thereafter; because their income tax system is implemented by the provinces, the subsidy rates varies from province to province. The high rates range
from 40.16 to 50%. France offers a tax credit worth 66% of the value of a donation, the highest in
the world. Japan and Italy also offer their citizens a credit as a tax incentive for giving. Sources:
Charities Aid Foundation, “Donation States: An International Comparison of the Tax Treatment of
Donations,” Policy report (May 2016). Gabrielle Fack and Camille Landais, “Are Tax Incentives for
Charitable Giving Efﬁcient? Evidence from France,” American Economic Journal: Economic Policy,
two no. 2 (2010): 117–41; Rachel Lowe and Bradley Minaker, “Do Tax Incentives for Charitable
Giving Have Spillover Effects?” Mimeo, McMaster University (2017).
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The opposite dynamic is observed for a deduction, which is less generous for
larger donations. A solid grey line plots the value of the itemized deduction for a
specific middle-class household: a married couple, making $110,000 per year and
filing jointly, with $30,000 worth other itemized deductions. Because $30,000
exceeds the standard deduction, they will always itemize. And because their
taxable income after the other deductions is $80,000, they are in the 22% marginal
rate bracket. Therefore, their first dollars given receive a 22% subsidy rate. Once
this household’s giving reaches $2600, however, their tax bracket falls to the 12%
rate on incomes between $19,051 and $77,400. Their tax reduction rate declines as
their giving increases.
Say that, for some reason, this household decided to claim the $300 CARES
deduction instead of the itemized deduction. This policy is plotted with a grey
dotted line. Now the marginal benefit of giving more is zero once the household’s
contributions exceed $300, so the value of the tax savings as a share of the amount
given falls sharply beyond that point.
Of course, this is a visualization of a specific case. For most Americans, who do
not itemize, the value of the itemized deduction is zero until their giving and other
deductions exceed the standard deduction. The dynamics of the CARES deduction,
however, are similar for everybody: giving in excess of $300 is not incentivized,
and donors who already planned to give at least that much will pay less in tax with

Figure 1: Ratio of tax subsidy to charitable contributions, as share of income given increases.
Notes: The figure plots the value of tax subsidies for charitable giving for a married couple
making $110,000 per year, filing jointly, with $30,000 worth other itemized deductions. The
horizontal axis marks the ratio of tax-subsidized giving to adjusted gross income. The vertical
axis marks the ratio of the tax subsidy’s value to the value of the couple’s charitable
contributions. Lines plot the subsidy value for the itemized charitable contribution deduction, a
$300 non-itemizer’s deduction, and for the two-tier credit described in Table 1.
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essentially no spur to further giving. The two-tier credit, however, encourages all
households to give more, regardless of their itemizer status. Understanding the
effects of the credit for charitable giving and other outcomes requires a policy
simulation on a representative population of tax returns capturing the itemization
behavior and economic status of all Americans.

4 Credit Effects Simulation: Methods and Data
I simulate the effect of the two-tier credit on taxpayer behavior and administrative
outcomes. First, I construct a simulated dataset of 2018 tax returns based on the
most recent IRS Public Use File dataset of individual tax returns.10 For itemized
returns, all variables of interest are observed directly. For non-itemizers, who do
not report their charitable giving, I impute the amount of charitable contributions
using survey data from the Panel Study of Income Dynamics (PSID). To do so, I
match non-itemizing tax returns to similar non-itemizing households in the PSID
sample. Speciﬁcally, I create matches of tax returns to all non-itemizer PSID
households with the same marital status and similar total income and wage/salary
income. Matched pairs are weighted by the PSID cross-sectional sampling
weights.11 I compute simulated federal income tax rates and giving subsidies, and
the effects of those subsidies on giving and other behaviors, for each simulated tax
return, using the TAXSIM calculator hosted by the National Bureau of Economic
Research and assuming a tax-price elasticity of giving of −1.0.12 I adjust returns for
inﬂation to 2018 dollars and scale aggregate outcomes for population and economic growth. This process accurately predicts pre-2017 levels of giving, and
closely matches the simulations of the Tax Policy Center of the TCJA.13
Before presenting these simulations, I would like to emphasize what these
estimates do and do not show. First, these estimates extrapolate giving from a
10 Internal Revenue Service (2018), Individual Public Use Tax File. Statistics of Income Division,
Data File. Year 2012. National Bureau of Economic Research.
11 This process is explained in detail in a technical appendix available separately. Data: Panel
Study of Income Dynamics, public use dataset. Produced and distributed by the Survey Research
Center, Institute for Social Research, University of Michigan, Ann Arbor, MI (2018).
12 Daniel Feenberg and Elizabeth Coutts, “An introduction to the TAXSIM model,” Journal of
Policy Analysis and Management, 12 no. 1 (1993):189–194.
13 The presented simulation explores “medium-run” effects of policy choices on giving. It does
not include short-run efforts to make the most of a tax change by shifting giving between years;
reports suggest many donors who expected to lose itemizer status shifted 2018 giving to 2017. (See
for example Heather Joslyn, “Giving Down 2.4% in 2018’s First Quarter, Study Says,” The Chronicle
of Philanthropy May 31, 2018).

Two-Tiered Contribution Credit

7

previous year’s tax data by applying a proportional change calculation to the longrun change in the value of tax subsidies for giving. Effects of short-run changes in
incentives, such as shifting giving across 2017 and 2018 to maximize tax benefit,
are not captured. Second, non-tax changes, such as macroeconomic factors, are
only captured to the extent that I have rescaled all quantities appropriately for
inflation and growth to 2018 levels; the currently unfolding macroeconomic
disaster of COVID-19 is not simulated. Lastly, because the simulation assumes a
change that is proportional to existing giving and changes in tax incentives, it does
not model changes in the giving participation rate; people who give zero in the
source data are still modeled as zero-givers.14
Table 2 presents estimates for 2018 outcomes under ﬁve scenarios: (1) pre-TCJA
law (that is, if the TCJA had never been passed); (2) actual 2018 law (post-TCJA); (3)
actual 2018 law with the addition of a non-itemizer’s deduction limited to $300 of
giving per return, as in the CARES Act; (4) actual 2018 law with the addition of a
two-tiered credit, with taxpayers choosing between the credit or the itemized
deduction (but not allowed to claim both); and (5) actual 2018 law with the addition
of the two-tiered credit and the repeal of the itemized contribution deduction (so
donors can only take the credit). I report dollar estimates for total charitable
contributions and for the tax expenditure on those contributions under each
scenario, as well as estimates of the number of tax returns claiming itemized
deductions.
The share of tax returns that itemize will fall sharply for tax year 2018, from 48
to 17 million returns, because of the Tax Cut and Jobs Act.15 Charitable giving will
decline as well: the simulation predicts a $9 billion decline in giving, or about 3%,
because of the change in incentives. The decline in dollars given is not nearly as
dramatic as the decline in the number of itemized returns for two reasons. First, a
majority of households do not change itemization status, and many people give
something to charity without a tax subsidy, so the decline represents the effects of
lower subsidies for the minority of households affected. Second, the TCJA all but
eliminated the Alternative Minimum Tax (AMT) for most ﬁlers, which actually
increased giving incentives for a minority of returns who make very large

14 The extensive-margin decision to give or not to give is signiﬁcantly shaped by individual
characteristics and force of habit, neither of which can be observed in the tax return data this
exercise relies on. See: Jonathan Meer, “The habit of giving,” Economic Inquiry, 51, no. 4 (2013):
2002–2017; John A. List and Yana Peysakhovich, “Charitable donations are more responsive to
stock market booms than busts,” Economics Letters, 110 (2011): 166–169. Instead I focus on
changes in amounts given, not in the decision to give.
15 As of April 2020, IRS Statistical reports for tax year 2018 have not been published yet, and so it is
still appropriate to discuss these simulations as predictions of a still-unknown outcome.
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Table : Simulated policy effects of TCJA and two-tier contribution tax credit.

() No  tax reform (counterfactual)
() Year  policy (post-TCJA)
() Post-TCJA policy + $ non-itemizer
deduction
() Post-TCJA + credit or deduction
() Post-TCJA + itemized deduction
repeal + two-tier credit

Charitable
contributions

Tax
expenditure

Itemized
returns

$ billion



$ billion



 million












donations.16 Many tax returns with tens of thousands of dollars in charitable giving
and other deductions — enough that their total deductions had triggered the AMT
— will now take itemized deductions against the ordinary 32–37% tax rate on high
incomes instead of the 28% AMT tax rate, an increase in their subsidy rate of 14–
32%. The greater incentive for these households, who already give large amounts,
partially offsets the loss of others’ incentive to give.
Because of the increased value of the contribution deduction to households
previously subject to AMT, the tax expenditure cost of the deduction will rise
following the TCJA, even as the number of itemizers and the total dollars given
decline. Under current law, the tax expenditure on the charitable contribution
deduction rises 7% relative to previous policy. The greater cost of the deduction for
the households who had previously been subject to AMT more than offsets the cost
savings from rate reductions and reduced itemization rates for others.
Third, I add a $300 deduction for non-itemizers to the simulation. Given the
small stakes, very few people choose to switch to non-itemizing because of this
incentive (about 150,000 returns). But the non-itemizer deduction does have an
effect: giving increases by $11 billion, more than undoing the forecasted decline of
the TCJA. However, it does so at significant cost. The foregone tax revenue of the
two deductions is now $91 billion, 23% greater than under actual 2018 law, or 32%
greater than under pre-2018 law. Put another way, for every dollar in additional
giving induced by this deduction, the treasury loses $1.55 in revenue. With a
relatively low cap of $300, the full amount of the tax reduction flows to those who
already gave more than that amount, but without any new incentive to increase
their giving, blunting the policy’s effectiveness.
Next, I simulate the effect of offering the two-tier credit. Taxpayers may choose
to take the itemized deduction or the credit, but not both. This policy significantly
16 TCJA §12003 raised the AMT exemption sharply. The Tax Policy Center predicts that the number
of returns subject to AMT will fall from ﬁve million in 2017 to 200,000 in 2018.
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increases contributions: giving is over 20% higher than under actual 2018 law, and
15% higher than it would have been without the TCJA. This does come at a cost: tax
expenditures on charitable contributions rise by about $41 billion, or about 79% of
the increase in donations. Because this policy expands the credit to all filers with
taxable income, and because it allows the taxpayer to pick the more generous
subsidy from among two options, it is costly as well as beneficial.
In addition to these effects on giving and tax receipts, the credit reduces the
number of households who claim itemized deductions, an additional benefit for
taxpayers. Itemizing is a costly hassle: tax preparers charge about $100 more for an
itemized return than a standard deduction return, and the indirect costs to filers are
even higher — equivalent to 10–15 hours of work.17 While claiming a credit has its
own compliance costs, the two-tier credit calculation is simple and need not
require ﬁlling out an additional schedule. Allowing taxpayers to choose a credit
instead of a deduction reduces the number of itemized returns by about three
million, implying nationwide total savings of hundreds of millions of dollars in tax
preparation fees and over 30 million taxpayer work hours.
The two-tier credit is so efficient, inducing substantially more new contributions
than it forgoes in tax revenues, specifically because it is more valuable for large gifts
than for small. To demonstrate this point explicitly, I include a final simulation: what
would have happened in 2018 if the TCJA had enacted the two-tier credit and repealed
the itemized contribution deduction? The result: simulated giving increases by
roughly the same as if donors can choose between the two incentives, but the increase in tax expenditures of $3 billion is just 7% as large. Indeed, the simulation
suggests that each $1 in foregone tax revenue induces over $19 in new giving.
This last simulation should not be taken literally. The estimated tax elasticity
of giving of −1 is based on changes in tax rates for the existing system of itemized
deductions beyond some standardized deduction cutoff. Substantially changing
the set of itemized deductions would likely cause changes in other taxable behaviors over time, and actual policy effects of repealing the deduction would
probably differ substantially from this simulation’s predictions. Rather, the point
of this final exercise is to emphasize the cost-effectiveness of the two-tier credit.
Many proposed policy reforms attempt to restrain costs by limiting or reducing the
tax savings for the largest gifts using a cap or (in the case of the deduction) a
decreasing subsidy rate. However, such policies increase the costs of a subsidy
away from the decision margin while weakening incentives to give just a bit more.
17 The time and economic costs of ﬁling Schedule A are computed by Youseff Benzarti, “How
taxing is tax ﬁling? Using revealed preferences to estimate compliance costs,” National Bureau of
Economic Research Working Paper #23903 (2017). Survey data on the fees charged by tax preparers
is from the blog of the National Society of Accountants, “National Society of Accountants reports
on average tax return preparation fees,” (January 27, 2017) [https://connect.nsacct.org].
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The two-tier credit is effective and efficient because it pairs a high marginal
incentive for large gifts with a low tax expenditure on the first dollars given.
In summary, the two-tier tax credit can accomplish three desirable public
policy objectives: (1) it would enable all Americans to receive recognition and
subsidies for giving to the charitable organizations that support our civil society;
(2) it would more than undo the projected decrease in charitable giving predicted to
follow the TCJA; and (3) it would do so cost-effectively, and without making the tax
system unduly complex.

5 Simulated Outcomes of Credit Variations
The analysis above has focused on a very specific credit regime. Next, I consider
the sensitivity of these projections to policy choices and the assumptions of the
simulation. Specifically, I will simulate important effects of implementing the twotier credit in addition to the itemized contribution deduction if the rate of subsidy
above 2% of AGI differs from 37%, and if the share of AGI that must be donated
before receiving the 37% subsidy rate differs from 2%, under a range of plausible
tax-price elasticities.
Figure 2 presents simulations of outcomes of interest when the rate on giving
in excess of 2% of AGI varies from 10% (that is, a ﬂat 10% credit) to 50% (half the
value of the additional giving). The top panel of the ﬁgure plots the additional
charitable contributions the credit induces on the vertical axis against the higher
subsidy rate on the horizontal axis. The bottom panel plots the ratio of additional
contributions to foregone tax revenues—the “bang for buck” of the policy—against
the top subsidy rate. A thick black line plots the simulations using a tax-price
elasticity of giving of −1.0. Green bands display a range of simulations with
taxpayer responsiveness ranging from −1.3 to −0.7, giving the reader a sense of the
range of plausible policy outcomes.18
18 The response of taxpayers to tax incentives for giving is typically quantiﬁed as a “price elasticity,” or the proportional response of giving to changes in the after-tax cost of the gift. Most
estimates of this elasticity are between −1.1 and −1.2, so that a 10% decrease in the after-tax cost of
giving leads to a 11–12% increase in giving. The baseline estimates assume an elasticity of −1.0, a
somewhat conservative elasticity. The green bands encompass estimates from −1.3 (on the higher
end of the literature’s consensus) to −0.7 (which one relatively recent paper estimated by adding in
state-level deductions and subtracting temporary tax-shifting behaviors). Sources: Jon Bakija and
Bradley Heim, “How does charitable giving respond to incentives and income? New estimates from
panel data,” National Tax Journal 64 no. 2 (2011):615–650; James Andreoni, “Philanthropy,” in S.
Kolm and J. Ythier, editors, Handbook of the Economics of Giving, Altruism and Reciprocity, vol. 2
(2006): 1201–1269; John Peloza and Piers Steel, “The price elasticities of charitable contributions: a
meta-analysis,” Journal of Public Policy & Marketing, 24 no. 2 (2005): 260–272.

Two-Tiered Contribution Credit

11

Figure 2: Outcomes of alternative subsidy rates on giving over 2% of AGI. Notes: Black lines
mark simulations under baseline assumption of taxpayer sensitivity to tax incentives. Green
shading marks the range between alternative high- and low-sensitivity conditions. Simulations
assume a nonrefundable credit for charitable donations of 10% on gifts up to 2% of adjusted
gross income.

Higher rates encourage more giving and do so more efficiently than lower
rates. A flat rate of 10% encourages more giving than no credit, but almost certainly
increases giving by less than it decrease tax revenues. Under the baseline simulation, the credit induces more giving than it costs in foregone tax for rates over
25%, and a credit with a higher-tier subsidy rate of 50% induces nearly 150% of its
tax cost in additional giving. These efficiencies are possible because as rates increase, (1) the stronger incentive effect means more subsidies goes to new giving,
rather than existing giving, and (2) more taxpayers choose to claim the credit
instead of the deduction, improving efficiency.
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Figure 3: Outcomes of alternative AGI thresholds for higher credit rate. Notes: Black lines mark
simulations under baseline assumption of taxpayer sensitivity to tax incentives. Green shading
marks the range between alternative high- and low-sensitivity conditions. Simulations assume a
nonrefundable credit for charitable donations of 10% up to some share of AGI, and 37%
thereafter.

Of course, efficient and cheap are not the same thing. A credit with a 50% top
subsidy rate would increase giving by $120 billion, but at an additional cost to
Treasury of $80 billion. While this would not make US giving subsidies excessively
costly relative to peer countries, this change might be more than the current legislative environment can countenance.
We might also consider a 10%/37% two-tier credit where the share of AGI that
triggers the higher rate differs from 2%. Figure 3 again plots the new contributions
induced, and the “bang for buck” of the policy, when the AGI threshold varies from
0% (a ﬂat 37% credit rate) to over 10% of AGI. Strikingly, new contributions are not
highest at a zero cutoff; instead of being disincentivized by an initial subsidy tier of
10%, some households give more to reach the higher subsidy level, making a
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two-tier credit more effective in absolute terms than a ﬂat rate. Beyond a 1%
threshold point, new giving steadily declines, with each percentage-point increase
in the tier cutoff decreasing new giving by about $3 billion. However, the costeffectiveness of higher cutoff thresholds diminishes quickly and begins to decrease
at AGI thresholds beyond 8%. This is because the higher revenue-efﬁciency of
providing lower average subsidies to larger gifts is offset by the weakened
incentive power of giving a ﬂat 10% rate to most small gifts.
The best parameters for a two-tier credit therefore depend on the relative
importance of scale, cost, and efficiency. Higher rates in the second credit tier
encourage more giving and are more effective at encouraging giving, but they do so
at a greater absolute cost in foregone revenue. Raising the threshold for the higher
rate improves efficiency and reduces the tax cost of the credit, but with diminishing
returns that peter out at around 8% of AGI. Higher thresholds encourage less giving
in absolute terms.

6 Conclusion
The two-tier tax credit described in this memo would efficiently expand the share
of Americans who receive a tax incentive for giving and increase the funds available to our charitable organizations. This credit would do so efficiently, at a cost in
tax expenditures that compares favorably to the itemized deduction. A two-tier
credit would a useful policy for building a fairer, more prosperous, and more
civically engaged United States of America.
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