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Q. What tax incentives exist for higher education? 

A. Federal tax incentives for higher education include tax benefits for 

saving, tax benefits for tuition and related expenses, and tax benefits for 

student loans—in other words, benefits before, during, and after college 

attendance. These incentives mostly target middle-class households who 

do not benefit from many federal grant programs for students. 

The federal government provides individuals with financial assistance for higher education expenses in two 
major ways: traditional student aid (through loans, grants, and work study) and tax benefits. In 2019, over a 
dozen tax benefits were available for college students and their parents. These include three broad classes—
special tax treatment for education savings plans, tax credits for tuition and related expenses, and tax 
deductions for tuition and fees, as well as student loan payments. The Joint Committee of Taxation estimates 
these tax benefits will cost the federal government $131.4 billion between 2019 and 2022.  

Tax benefits for higher education are frequently oriented toward the middle class rather than the poorest 
households, who benefit more from traditional student aid (table 1). The largest benefits are tax credits: the 
American opportunity tax credit (AOTC) and the lifetime learning credit (LLC). Although the AOTC is 
refundable, both credits largely accrue to middle-class households, as these households typically have larger 
out-of-pocket expenses for higher education than lower-income households, who receive traditional aid. The 
Congressional Budget Office estimates that nearly all other tax benefits for higher education similarly benefit 
middle- and upper-class families. The one exception is a provision allowing college dependents to qualify as 
children for the refundable earned income tax credit, which primarily benefits taxpayers in the bottom two 
quintiles.  

The Tax Cuts and Jobs Act (TCJA) did not dramatically change tax benefits for higher education savings or 
loan repayment. It also avoided changes to the AOTC and LLC. However, the legislation did significantly 
change the structure of tax benefits for those claiming a dependent college student. In prior years, taxpayers 
could only claim dependents over 18 if the dependent’s gross income was below a modest amount. 
However, parents could claim full time students ages 19 to 23 without regard to the gross income test. In 
2017, taxpayers received an additional $4,050 personal exemption for each 19- to 23-year-old college 
student claimed as a dependent.  

The Tax Cuts and Jobs Act eliminated all personal exemptions but it also expanded the child tax credit to 
include a $500 nonrefundable credit for dependents not eligible for the regular child tax credit, including 19- 
to 23-year-old dependent college students. This change transformed the tax savings for claiming a college 
student dependent from one which depended on the parents’ tax rate to a credit where all taxpayers get an 
equivalent benefit regardless of their tax rate (up to the limit of their total income tax liability). This shifts 
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more of the value of the benefit from higher-income taxpayers to lower-income taxpayers. However, because 
the new credit is nonrefundable, it still does not reach the lowest-income taxpayers.  

 

In addition to the benefits discussed above, tax benefits for education include a business deduction for work-
related education expenses; an exclusion from taxable income of scholarships, grants, tuition reductions, and 
employer-provided educational assistance; and penalty-free early withdrawals from individual retirement 
accounts if the funds are used for educational expenses. 
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With benefit Without benefit

Lowest Quintile               7.6                 92.4 0.4 13.2 60

Second Quintile             11.3                 88.7 0.3 20.2 110

Middle Quintile             14.7                 85.3 0.3 24.1 150

Fourth Quintile             16.4                 83.6 0.2 28.3 200

Top Quintile               9.6                 90.4 0.1 14.2 120

All             11.6                 88.4 0.2 100.0 120

Addendum: Top Quinti le

80-90             17.8                 82.2 0.2 13.6 230

90-95               1.5                 98.5 0.0 0.5 20

95-99               0.2                 99.9 0.0 0.1 *

Top 1 Percent 0.0               100.0 0.0 0.0 0

Top 0.1 Percent 0.0               100.0 0.0 0.0 0

* = between zero and 0.5 percent

Benefit as Share of 

After-Tax Income (% 

points)

Share of Total 

Benefit (%)

Average Benefit 

($)

Source:  Urban-Brookings Tax Policy Center Microsimulation Model (version 0718-1), October 2018. 

Notes:  Education credits include the American Opportunity Tax Credit and the Lifetime Learning Credit. "Expanded Cash Income Percentile" 

includes both filing and non-filing units but excludes those that are dependents of other tax units. Tax units with negative adjusted gross 

income are excluded from their respective income class but are included in the totals; the income percentile classes used are based on the 

income distribution for the entire population and contain an equal number of people, not tax units. 

Expanded Cash Income 

Percentile2,3

Share of Tax Units (%)

TABLE 1

Tax Benefit of Education Credits and the Student Loan Interest Deduction
Distribution of tax benefits, by income percentile, calendar year 2018

https://www.cbo.gov/system/files?file=2018-06/53732-taxexpenditureshighereducation.pdf
https://www.jct.gov/publications.html?id=5148&func=startdown


TAX POLICY CENTER BRIEFING BOOK 

 

Key Elements of the U.S. Tax System 

What tax incentives exist for higher education? 
TAXES AND EDUCATION 

DDHOWT 

Urban-Brookings Tax Policy Center. 2020. “What are the Largest Nonbusiness Tax Expenditures?”  

———. T20-00909. “Earned Income Tax Credit; Baseline: Current Law; Distribution of Federal Tax Change by Expanded 
Cash Income Percentile, 2019.” 

 
Further Reading 

Baum, Sandy, and Martha Johnson. 2015. “Student Debt: Who Borrows Most? What Lies Ahead?” Washington, DC: 
Urban Institute. 

Bulman, George B., and Caroline M. Hoxby. 2015. “The Returns to the Federal Tax Credits for Higher Education.” 
NBER Working Paper No. 20833. Cambridge, MA: National Bureau of Economic Research. 

Crandall-Hollick, Margot. 2018. “Higher Education Tax Benefits: Brief Overview and Budgetary Effects.” Washington, 
DC: Congressional Research Service.  

Dynarski, Susan, and Judith E. Scott-Clayton. 2007. “College Grants on a Postcard: A Proposal for Simple and 
Predictable Federal Student Aid.” Hamilton Project Discussion Paper. Washington, DC: Brookings Institution. 

Dynarski, Susan, Judith Scott-Clayton, and Mark Wiederspan. 2013. “Simplifying Tax Incentives and Aid for College: 
Progress and Prospects.” NBER Working Paper No. 18707. Cambridge, MA: National Bureau of Economic Research. 

Internal Revenue Service. 2018. ”Tax Benefits for Education (For Use in Preparing 2017 Returns).” Publication 970. 
Washington, DC: Internal Revenue Service. 

New America Atlas. 2015. “Higher Ed Tax Benefits.” Updated May 15, 2015. 

Rueben, Kim, and Sandy Baum. 2015. “Obama Would Improve Tax Subsidies for Higher Education.” Tax Vox (blog). 
January 26. 

US Department of the Treasury. 2016. “Tax Expenditures—FY 2018.” Washington, DC: US Department of the Treasury. 
(table 1) 

 

https://www.taxpolicycenter.org/publications/what-are-largest-nonbusiness-tax-expenditures
https://www.taxpolicycenter.org/model-estimates/education-tax-incentives-nov-2018/t18-0244-current-law-distribution-tax-units
https://www.taxpolicycenter.org/model-estimates/2019-child-and-work-credit-proposals/t20-0090-earned-income-tax-credit-baseline
https://www.taxpolicycenter.org/model-estimates/2019-child-and-work-credit-proposals/t20-0090-earned-income-tax-credit-baseline
https://www.urban.org/research/publication/student-debt-who-borrows-most-what-lies-ahead
http://www.nber.org/papers/w20833
http://www.brookings.edu/research/papers/2007/02/education-dynarski
http://www.brookings.edu/research/papers/2007/02/education-dynarski
http://www.nber.org/papers/w18707
http://www.nber.org/papers/w18707
http://www.irs.gov/pub/irs-pdf/p970.pdf
https://www.newamerica.org/education-policy/policy-explainers/higher-ed-workforce/higher-education-tax-benefits/
https://www.taxpolicycenter.org/taxvox/obama-would-improve-tax-subsidies-higher-education
https://www.treasury.gov/resource-center/tax-policy/Documents/Tax-Expenditures-FY2018.pdf

