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In Cctober, 1996 the O fice O Tax Analysis (OTA) received
the CPS-IRS exact match data file produced by the Bureau of the
Census. To produce this file, the Bureau of the Census tried to
exactly match information from 1990 Federal tax returns to every
person on the March 1991 Current Popul ati on Survey (CPS).! In
this paper, | describe how !l used this data file to address one
specific problem | was interested in developing a "profile" of
non-filers. Looking only at the popul ati on of CPS persons not
legally required to file a tax return (e.g., with incone bel ow
the filing threshold), | conpared and contrasted the
characteristics of people that did not file a tax return wth the

characteristics of those that did.

Being legally required to file a tax return is not the sane
as having an incentive to file. Even though not legally
required, a person may have an incentive to file to obtain a
refund of any taxes that were withheld fromhis wages. A person
with children and earned i ncome may have an additional incentive
to file to claima refundabl e earned incone tax credit (ElTC).

O her agencies, such as a state governnent, may ask for
information normally reported on a tax return. Finally, people
may a file tax return for personal reasons, or for no apparent

reason at all



The first section of this paper discusses why a profile of
the non-filing population is inportant. The next two sections
briefly describe the exact match study and the steps | have taken
to determ ne whether a CPS person was required to file. The |ast
section contains the results of the conparison. This section
al so contains the results of a series of probit econonetric
equations. Anpbng persons not required to file, the equations

predict, for each person, the |ikelihood of being a non-filer.

Before proceeding, let nme highlight some topics this paper
does not address. First, this is not a paper about tax
conpliance (or non-conpliance).? | only | ook at persons that,
based on CPS information only, are apparently not required to
file a Federal tax return. Second, this is not a paper about
poverty or the characteristics of persons living in poverty in
the United States. Although the people | exam ne generally have
i ncones bel ow the poverty line, the focus of this paper is sinply
to conpare and contrast the characteristics of |owinconme persons
who file a return against those who do not. Third, | do not
attenpt to profile the entire non-filing U S. population; | only
exam ne those people within the CPS sanpling framework who are
not required to file a tax return. Thus, the popul ati on under

i nvestigation excludes the institutional population and al



persons under the age of 15 years. Fourth, | only present
relative conparisons of subgroups in the population. Estinates
of the actual nunber of non-filers is a topic of future research.
Finally, this paper only provides descriptive statistics; | do

not make any policy prescriptions.

VWHY WE NEED | NFORVATI ON ON NON- FI LERS

Many agencies, including OTA, use data sanpled from
i ndi vidual tax returns to describe certain characteristics of the
popul ati on. Arguably, the best annual source of mcro-Ievel
information on the sources and levels of inconme inthe US is
the large sanple of tax returns drawn by the Statistics of |ncone
division (SO) of the Internal Revenue Service.® This data file
forms the backbone of the individual tax sinulation nodels used
by the Treasury Departnent, as well as the Joint Commttee on
Taxation, the Congressional Budget Ofice, and other governnent

and non-gover nnent agenci es.

One obvi ous drawback to the SO data is that the sanple only
covers the population who file an incone tax return. However,
many tax reform proposals affect individuals who do not currently

file an inconme tax return; i.e., non-filers. For exanple, during



the health care reform debate, OTA exam ned ways of using the tax
systemto provide subsidies of health insurance costs for | ow

i nconme individuals, including non-filers. Mre concretely, in
1993 Congress expanded the Earned Incone Tax Credit so that sone
non-filers wwth | ow earnings and without children becane eligible
to receive a refundable credit if they filed a tax return.*
Further, OTA estimates the distribution of tax burdens from al
Federal taxes including excise taxes on cigarettes and gasoli ne.
Significant portions of these additional taxes are borne by

non-filers.

Here then is the fundanental nodeling issue: OTA uses data
fromtax returns for many policy anal yses. However, for sone
anal yses, tax data does not cover an inportant part of the
popul ation. To address this problem OTA augnents the tax data
wWith mcrodata information on non-filers. The solution, adopted
by OTAis to create non-filers from!lowincone persons on the

CPS.

In OTA's current tax nodel based on 1989 tax data, non-
filers were drawn al nost entirely from CPS persons apparently not
required to file a tax return. Non-filers were |argely generated
as the residual group after persons on the CPS were |inked to

returns on an SO file using a constrained statistical match.?®



OTA extracted fromthe CPS, a weighted nunber of “constructed tax
units” that exactly equaled the tax filing population. Every CPS

person not in this group becane a non-filer in the tax nodel.

O her researchers are struggling with the sane dil enma. ®
Wth the availability of the CPS-IRS exact match study, OTA and
ot her researchers may be able, in future tax nodels, to
nore-cl osely define the non-filing population. This paper
assists this process in tw ways. First, the paper provides
descriptive statistics conparing low incone filers to | ow inconme
non-filers on the CPS. Second, the paper presents a set of
probit econonetric equations that nay be used to inpute non-

filers froma CPS file.

SUMVARY OF THE CPS-1 RS EXACT MATCH STUDY

The Current Popul ati on Survey (CPS), conducted by the Bureau
of the Census, obtains econom c, enploynent, and denographic
information froma sanple of the non-institutional popul ation of
the United States. The universe for the survey is the United
States civilian non-institutional population |living in housing
units plus nmenbers of the Arnmed Forces living in civilian housing

on or off a mlitary base. The Bureau of the Census used a



probability sanple to sel ect approxi mately 60, 000 househol ds for
the March 1991 survey. Detailed information is collected for the

approxi mately 121,000 persons in the survey aged 15 and over.

The Bureau of the Census attenpted to exactly match al
persons aged 15 and over on the March 1991 CPS to tax returns on
the RS s Individual Returns Transactions File (IRTF) filed for
tax year 1990. A record |linkage between these two data files
involved two maj or tasks. First, SSNs reported on the CPS file
needed to be validated. Second, tax return data needed to be

found and extracted for each valid SSN.

The Census Bureau worked in cooperation with the Soci al
Security Admnistration (SSA) to validate reported SSNs. Each
SSN as wel|l as other person-specific informati on was conpared to
adm nistrative data held by the SSA. O the 121,000 persons on
the CPS approxi mately 8,000 CPS respondents refused (or were
unable) to provide an SSN. The SSNs for another 8, 000
respondents did not match records fromthe Social Security
Adm ni stration and were declared invalid. 1In the end,
approxi mately 106,000 CPS records had validated SSNs. Only these

CPS persons were included in the matching process.



The next step was to find and extract the tax return
information for those persons wwth a valid SSN. The I RS provided
the Census Bureau with an extract data file fromthe |IRTF
containing all 1990 tax returns filed as of the end of August
1991.7 A taxpayer claimng an automatic extension had until
August 15, 1991 to file his 1990 tax return. Approximately

86, 000 CPS persons were matched to tax returns.?®

The Bureau of the Census then created a data file based on
the results of the exact match.® The file contains 23 vari abl es
for each of the 121,000 persons on the CPS file over the age of
15. One variable indicates whether or not a successful match was
obtained. This variable also indicates whether a match was
possible (i.e., whether the CPS person reported a valid SSN)

Two variables are used to exactly link each record on the match
file to the corresponding record on the full 1991 March CPS. The
remai ni ng 20 vari abl es each contain tax information. The Census
Bureau "masked" all of the tax information to renove the

possi bility of uniquely identifying any person on the file.®

For purposes of this exercise, the only variables used from
the Exact Match file were the two file |inking variables and the
mat chi ng indicator variable. Further, | assuned that persons who

did not report a valid SSN are randomy distributed anong filers



and non-filers. | also assuned that the nunber of people

ms-identified as a filer or as a non-filer is very small.

FORM NG RETURNS AND DETERM NI NG FI LI NG REQUI REMENTS

The next step is to identify, using CPS information only,
t hose persons who were not required to file a Federal tax return.
Al'l of the anal yses presented in this paper are based on this
particul ar population. 1In general, a filing requirenent can be
determined with three pieces of information; filing status
(single, joint, or head-of-house), dependency status (dependent
or non-dependent), and adjusted gross incone (A@). The Ofice
of Tax Analysis has well-established procedures for determ ning
t hese three pieces of information for each person on the CPS. 1!
These procedures attenpt to follow the IRS rules as closely as

possi bl e.

Determ ning Filing Status

Married persons (except separated) are assigned a joint
filing status. A person deened to have a head-of-house filing
status had the follow ng characteristics. First, the person was
unmarried or married but separated. Second, the person was the

“reference” person in the household. In general, the housing



unit is owned or rented in this person’s nane. Third, the
househol d had at |east one of the following: a) had an unmarried
child, grandchild, or foster child, b) a married child or
grandchild that could be clained as a dependent, or c¢) a non-
child relative that could be clainmed as a dependent. | assuned

all other unnmarried persons had a single filing status.!?

Det er m ni ng Dependency St at us

A person could be a dependent or a non-dependent. A person
was a dependent if he passed a “relationship test,” a “support
test,” and for certain people, a “gross incone test.” 1In
general, a person net the relationship test if he was a rel ative
of the primary person or spouse in the famly. The support test
was nmet if the person’s total income was | ess than the average
total inconme anong all famly nmenbers. The gross inconme test was
met if the person’s A was | ess than the value of a persona
exenption ($2050 in 1990.) The gross incone test did not apply
to children under 19 years of age. Nor did the test apply to
children or foster children who were going to school and were at

| east 19 years old.*

Det erm ni ng Adj usted Gross | ncone

An estimate of individual’ s adjusted gross incone (AQ) is

sinply the sumof the follow ng i ncone sources reported on the



CPS. For joint returns, the anmounts for each spouse were

conbi ned.
0 Wages,
0 Net non-farm business incone,
o Net farmincone,
o Unenpl oynent conpensati on,
o Pensi ons,
o Interest,
o Dividends,
o0 Net rental incone,
o Alinony,
0 Survivors benefits except from workers conpensati on,
o Disability income except from workers conpensation and

frommlitary retirement benefits,

Certain educational assistance,

Up to one half of Social Security and Railroad Retirenent
benefits, according to the taxation of benefits rules.

o O

Determning a filing requirenent

As a general rule a person (or joint couple) is required to
file atax return if the sumof his (their) AG exceeds a
specified threshold anount. The threshold anmount is equal to the
sumof the return's standard deduction plus personal exenptions
for self and spouse. In 1990, the threshold anount for
non- dependent single returns was $5, 300 plus an additional $800
if the person was aged 65 or older. The threshold for dependent
single returns was the greater of $500 or earned incone up to the
non- dependent single's threshold. For joint returns the
t hreshol d was $9, 550 plus an additional $650 for each spouse aged
65 or older. For head-of-house returns, the threshold was $6, 800

plus $800 if aged 65 or ol der.
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In addition to this threshold test, any person with net
sel f-enpl oynent earnings greater than $400 is required to file.
For purposes of this study, | further assuned any person with
negative total inconme, which could occur with business |osses,

was required to file.

Several inportant differences between tax return information
and CPS data are worth noting. These differences make it
i npossi ble to exactly determ ne whether a | owinconme CPS person
was required to file a tax return. First, denographic
information on the CPS refl ects each person's status in March of
1991 and nay be legitimately different fromwhat was reported on

a 1990 tax return.

Second, the CPS does not collect information on certain
types of inconme included in A. In particular, CPS does not
collect realized capital gains. Further, the definitions of
i ndi vidual inconme itens on the CPS may differ sonmewhat fromthe
definitions used by the IRS. For exanple, wages on the CPS may
i nclude tax-deferred contributions to 401(k) or other retirenent
pl ans. Interest inconme on the CPS may i nclude tax-exenpt
interest. However, such differences are likely to be negligible

anong | owi ncone persons.

11



Third, the CPS does not collect certain pieces of
information that would indicate a person is required to file a
tax return, regardless of the level of his AD. For exanple, the
CPS does not capture whether a person had a penalty tax from an
early retirenment plan distribution. |In addition, the tax rules
for determning filing status or dependency status are nmuch nore

conplicated than nodel ed here. ®®

Fourth, the Bureau of the Census recogni zes that incone
nonresponse is an inportant problem So, the CPS inputes sources
and anounts of incone to "non-respondents.” Such inputations are
unlikely to exactly hit the true anmount of incone for any given

per son.

As noted earlier, even though they are not legally required,
many people still file a tax return. A person with inconme bel ow
the filing requirement may file to obtain a refund of any taxes
that were withheld fromhis or her wages. A person with children
and earned incone may have an incentive to file a return to claim
a refundabl e earned inconme tax credit (EITC).® The CPS does not
i ndi cate whether a person nmade estimated tax paynents or had tax
wi thheld fromhis or her wages. But, as | shall show, the
presence of earned incone substantially increases the |ikelihood

a person will be a filer.
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RESULTS

To reiterate, the popul ation exam ned here are people in the

CPS who:

a) reported a valid SSN (or, in sone cases, was the

spouse of soneone with a valid SSN), and b) were apparently not

required to file a tax return (using CPS information only).

The popul ati on was further divided into nine unique groups:

Unmarri ed dependents,

Unmarried, wthout children, and under 62 years of age,
Unmarried, wthout children, and aged 62 and over,
Married, wthout children, and age under 62 years,
Married, wthout children, and aged 62 and over,
Married, with children, and age under 62 years,
Married, with children, and age 62 and over.

Unmarried, wth children, and under 62 years of age,
Unmarried, with children, and aged 62 and over,

The characteristics exam ned are:

CGender,

Primary activity (in the previous week of the survey),

Hi ghest educati on grade conpl et ed,

Head of a househol d stat us,

Race cl ass (Bl ack, Asian+lndi an+Q her, H spanic, and Wite),
Type of living quarters (home or apartnent vs. any other
[iving quarters including nobile hones),

Publ ic or assisted housing status,

Presence of neans tested transfer inconme (general

assi stance including AFDC, SSI, and food stanps).
Presence of non-taxabl e, non-neans tested transfer incone
(veteran's benefits, workers conpensation, and ot her
non-taxabl e transfers except Social Security).

Presence of Social Security incone

Presence of earned incone (wages, farm and non-farm

busi ness i ncone),

Presence of taxable unearned incone (dividends, interest,

13



net rent, and alinony),

m Presence of taxable transfers incone (pensions and
annuities, taxable survivors inconme, taxable disability
i ncone, and unenpl oynment conpensati on)

n) Presence of Adjusted G oss |ncone.

For purposes of this study, | assuned that incones of
married persons are shared. So, for exanple, a person w thout
earned inconme would be classified as having earnings if his
spouse had earnings. For all persons, certain household
characteristics are assuned to be shared. For exanple, if the

househol d recei ves public housing assistance, then each person in

t he househol d recei ves public housing assi stance.

Table 1 shows three colums of data. The first colum shows
the percent distribution, across the nine groups, of all persons
on the CPS who apparently are not required to file a tax return.
The second colum presents the percent distribution of actual
non-filers as determ ned by the exact match data file. The third
col um shows the percent of each group who are non-filers. That
is, the third colum shows, for each group, the ratio of actual
non-filers to the total population not required to file. For
exanpl e, anong unmarri ed dependents not required to file, 64.8%

do not file a tax return.

14



TABLE 1

PERCENT DI STRI BUTI ON OF PEOPLE NOT' REQUI RED TO FI LE A TAX RETURN
BY TYPE OF PERSON

(all

Unmarri ed Dependents
Unmarried, No Children,
Unmarried, No Children,
Married, No Children, Age < 62
Married, No Children, Age >=62
Married, Wth Children, Age < 62
Married, Wth Children, Age >=62
Unmarried, Wth Children, Age < 62
Unmarried, Wth Children, Age >=62
Al Persons

Age < 62
Age >=62

val ues i n percentages)

Persons Not Required to File

rati o of
act ual act ual

al | non- non-filers
peopl e filers to total
31.1 36.4 64.8
13.2 10. 4 43.7
16. 0 19.5 67.3
4.1 2.6 35.6
16. 7 12.9 43.0
6.2 4.0 36.1
1.3 1.2 51.3
8.8 9.9 62.2
2.5 3.1 69.7
100.0 100.0 55.5
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Tabl e 2 conpares, for several assorted denographic and
econom ¢ characteristics, actual non-filers with the total
popul ation not required to file. Each rowin Table 2 classifies
a person by a particul ar denographic or econom c characteristic.
Table 2 shows two colums of data for each of the nine groups
under investigation. The first colum shows the percent of
actual non-filers with a particular attribute; the second col um
shows the sane statistic as it applies to all persons not
required to file. By conparing these two columms, one can see
how actual non-filers conpare to persons not required to file a

return.

Many of the results of this study are not surprising. Sone
hi ghlights of inportant results seen in Tables 1 and 2 are as

follows (in bullet form.

Results relating to popul ati on subgroups.

S The largest group of non-filers, conprising 36.4% of the
non-filing popul ation, are single dependents. Not
surprisingly, nost people in this class are going to school.
Recal | that the stringent gross incone test does not apply
persons age of 19 and over who going to school.

S The second and third | argest classes of non-filers are
unmarried and married persons w thout children and aged 62
and over. These groups, respectfully accounting for 19.5%
and 12. 9% of the popul ation of non-filers, can largely be
characterized as retired or sem-retired persons living
primarily on Social Security inconme. Interestingly, alnost
79% of the unmarried non-filers are fenale.

16



S

The next largest class of non-filers, accounting for 10.4%
of the non-filing population, are unmarried persons w t hout
children and under 62 years of age. This is probably the
nost difficult group to characterize. The group is fairly
evenly split between male and female. About 60% of this
group have no or little taxable inconme and about 32% have
sone earned incone. About 53%are the primary person in the
househol d. Mst have at | east a hi gh-school education.

Unmarried persons with children conprise 13.0% of the non-
filing population. An overwhelmng majority of these
persons are femal e; 94% of persons under 62 years of age and
86% of persons aged 62 and over are fenale.

As seen in colum 3 of Table 1, married people who are not
required to file are nore likely to file a return than
unmarried people. Simlarly, non-dependents under the age
of 62 are nore likely to file a return than non-dependents
aged 62 and over.

Results relating to sources of incone included in AG

S

S

The presence of earned inconme increases the |ikelihood of
filing a return. Table 2 shows that 33.5%of all persons in
t he exam ned popul ati on have sone earnings. However, anong
non-filing persons, only 17.3% have earnings. The presence
of earnings is often associated with wage w t hhol di ng.
Interestingly, this approximate 2-to-1 ratio applies to
people with children as well as people w thout children.

Al t hough not as dramatic, the presence of unearned incone
included in AG also increases the likelihood of filing a
return. Here, 32% of all exam ned persons have sone taxable
unearned i ncome, while 26% of non-filing returns have

unear ned i ncone.

Following a simlar pattern, the presence of taxable
transfer inconme (pensions and annuities + unenpl oynent +
certain types of disability and survivors incone) included
in A slightly increases the likelihood of filing a return.
Here, 14.5% of all exam ned persons have sone taxable
transfer, while just over 10% of non-filers have a taxable
transfer.

17



Results relating to sources of governnent transfer incone.

S People with neans-tested governnent transfer incone (food
stanps, SSI, or AFDC) are less likely to file a return.
Here, nearly 25% of persons not required to file have sone
means-tested transfer inconme. However, 32%of non-filers
have sone neans-tested transfer. Among unmarried persons
with children and under 62 years old, the corresponding
percentages are 73% and 83% The correspondi ng percent ages
for unmarried persons wi thout children and under 62 years of
age are 30% and 50%

S Interestingly, the pattern is reversed for persons with
sel ected non-taxabl e non-neans tested transfers (veteran's
benefits, workers conpensation, and other benefits.)
Non-filers are slightly less likely to receive these types
of benefits.

Results relating to gender, education, and race

S An overwhelmng majority of unmarried persons with children
who are not required to file are female. Further, the
percent of filers who are female is roughly the sanme as the
percent of non-filers who are femnale.

S Interestingly, anong married persons w thout children and
under 62 years, 62.5%are female. Correspondingly, anong
married without children and over 62, 47.5% are female. The
obvi ous explanation is that many fermales are married to an
older, retired male. (Qbviously, the nunber of married male
and fermal e non-filers nust be equal.)

S Persons with an education level at or below the 10th grade
are less likely to file. Persons with sone coll ege
education are likely to be filers.

S Non-filers who are househol d heads occur at approxi mately
the sanme percentage as all persons below the filing
t hreshol d who are househol d heads.

S Mnorities are somewhat less likely to file than whites.
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TABLE 02 (continued)
PERCENT OF ACTUAL NON- FI LERS AND PERSONS NOT REQUI RED TO FI LE:
BY ASSORTED DEMOGRAPHI C AND ECONOM C CHARACTERI STI CS
BY TYPE OF PERSON

UNVARRI ED UNMARRI ED MARRI ED MARRI ED
DEPENDENTS ONLY NO KI DS, ACE < 62 NO KI DS, AGE >=62 NO KI DS, AGE < 62 NO KI DS, AGE >=62
NON- NON- NON- NON- NON-
FILERS ALL NOT FILERS ALL NOT FILERS ALL NOT FILERS ALL NOT FILERS ALL NOT
(NO IRTF REQURED (NO IRTF REQURED (NO IRTF REQURED (NO IRTF REQU RED (NO | RTF REQUI RED
MATCH) TO FI LE MATCH) TO FILE MATCH) TO FILE MATCH) TO FILE MATCH) TO FILE
LI VI NG QUARTERS
HOUSE OR APARTMENT 94. 4 95.1 88.3 91.6 91. 4 92.5 85.3 86.9 89.6 91.6
OTHER 5.6 4.9 11.7 8.4 8.6 7.5 14.7 13.1 10. 4 8.4
PUBLI C HOUSI NG ASSI STANCE
NO ASSI STANCE 94.7 95.6 83.9 90.1 78.6 83.8 90. 4 94.5 94.3 96. 8
W TH ASSI STANCE 5.3 4.4 16.1 9.9 21. 4 16. 2 9.6 5.5 5.7 3.2
MEANS TESTED TRANSFERS
NO TRANSFERS 80.0 83.9 50.0 69.5 75.0 81.9 59.3 76.9 86.5 92.8
W TH TRANSFERS 20.0 16.1 50.0 30.5 25.0 18.1 40.7 23.1 13.5 7.2
NON- MEANS TESTED TRANSFERS
NO TRANSFERS 98.5 98.3 86. 4 88.5 92.1 92.8 78.0 81.0 88.6 89.2
W TH TRANSFERS 1.5 1.7 13.6 11.5 7.9 7.2 22.0 19.0 11. 4 10. 8
SCCI AL SECURI TY BENEFI TS
NO SOCI AL SECURI TY 90. 4 92. 4 73. 4 84.2 6.0 5.0 44.7 54.9 3.7 3.1
W TH SOCI AL SECURI TY 9.6 7.6 26.6 15.8 94.0 95.0 55.3 45.1 96. 3 96. 9
COVPONENTS OF AG
NO EARNED | NCOVE 78. 4 63.3 68.5 38.3 95.9 93.0 74.1 51.1 93.3 85.3
W TH EARNED | NCOVE 21.6 36.7 31.5 61.7 4.1 7.0 25.9 48.9 6.7 14.7
NO UNEARNED | NCOVE 87.4 89.2 82.0 72.9 54.2 45.5 77.6 59.3 45.1 34.2
W TH UNEARNED | NCOVE 12. 6 10. 8 18.0 27.1 45.8 54.5 22. 4 40.7 54.9 65. 8
NO TRANSFERS I N AG 99.9 99.9 96.0 94.9 82.6 77.6 87.7 77.6 64. 4 56.9
W TH TRANSFERS I N AG 0.1 0.1 4.0 5.1 17. 4 22. 4 12.3 22. 4 35.6 43.1
NO AG 68.7 55.4 54.2 28.0 44.9 34.9 52.2 23.5 31. 4 18.8
W TH AG 31.3 44. 6 45.8 72.0 55.1 65.1 47.8 76.5 68. 6 81.2
ADDENDUM AG < $100 77.3 61.9 59.7 30.9 53.7 42.0 56. 6 27.9 36.2 22.3
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TABLE 2 (conti nued)
PERCENT OF ACTUAL NON- FI LERS AND PERSONS NOT REQUI RED TO FI LE:
BY ASSORTED DEMOGRAPHI C AND ECONOM C CHARACTERI STI CS
BY TYPE OF PERSON

MARRI ED MARRI ED UNMARRI ED UNMARRI ED
WKIDS, AGE < 62 W KI DS, AGE >=62 WKIDS, AGE < 62 WKIDS, AGE >= 62 ALL RETURNS
NON- NON- NON- NON- NON-

FILERS ALL NOT FILERS ALL NOT FILERS  ALL NOT FILERS  ALL NOT FILERS ALL NOT
(NOIRTF REQURED (NO IRTF REQURED (NO IRTF REQURED (NO IRTF REQU RED (NO |RTF REQUI RED

MATCH) TO FILE MATCH) TO FILE MATCH) TO FILE MATCH) TO FILE MATCH) TO FILE
GENDER
MALE 45.1 45.9 61.0 60. 2 5. 7.0 14.1 17.8 39.5 41.4
FEMALE 54.9 54.1 39.0 39.8 94. 4 93.0 85.9 82.2 60.5 58.6
ACTIVITY LAST VEEK
WORKI NG 15.7 30.2 3.3 4.3 8.5 21.7 1.5 4.9 5.7 13.0
W TH JOB NOT AT WORK 0.6 1.3 0.5 0.3 0.1 0.8 0.0 0.0 0.2 0.5
LOOKI NG FOR WORK 5.9 5.2 0.0 0.2 2.8 2.6 0.0 0.0 2.0 2.3
KEEPI NG HOUSE 40.9 36.4 27.9 29.2 64.7 52.9 45.9 40.9 28.3 24.9
GO NG TO SCHOOL 7.7 5.2 0.0 0.0 8.2 8.0 0.0 0.0 26.7 24.2
UNABLE TO WORK 10.6 6.6 6.1 4.4 5.6 4.1 13.6 10. 4 7.8 5.4
RETI RED 2.4 1.5 49. 3 51.0 0.4 0.4 28.7 34.7 17.3 18.6
OTHER 16.1 13.6 12. 8 10.6 9.8 9.4 10.3 9.0 12.1 11.1
EDUCATI ON LEVEL
EDUC <= 10TH GRADE 41.3 38.4 69.9 65.3 38.6 32.7 69. 2 60. 3 58.0 46.0
EDUC 11TH OR 12TH GRADE 44. 4 44.8 26.7 28.8 47.6 50.8 27.3 31.6 32.1 38.1
EDUC 1-3 YRS COL 11.2 11.6 0.5 3.3 11.9 14.0 2.2 4.7 7.6 11.9
EDUC 4YR COLLAGE+ 3.1 5.3 2.9 2.6 1.8 2.5 1.3 3.5 2.3 4.0
HOUSEHOLD STATUS
HOUSEHOLD HEAD 96. 4 95.2 100.0 100.0 90.3 89.1 100.0 99.9 54.3 57.0
HOUSEHOLD MEMBER 3.6 4.8 0.0 0.0 9.7 10.9 0.0 0.1 45.7 43.0
RACE
BLACK 17.0 14.9 31.8 24.9 44.1 40.5 35.0 28.5 22.3 18.3
ASI AN, | NDI AN, OTHER 8.4 7.8 3.8 5.0 3.4 3.1 2.7 2.5 4.2 3.8
HI SPANI C 18. 4 20.5 9.9 11.5 12. 8 11.7 8.6 7.4 9.5 8.5
VWHI TE 56.1 56. 8 54.5 58.5 39.6 44.7 53.8 61.7 64.1 69. 4
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TABLE 2 (conti nued)
PERCENT OF ACTUAL NON- FI LERS AND PERSONS NOT REQUI RED TO FI LE:
BY ASSORTED DEMOGRAPHI C AND ECONOM C CHARACTERI STI CS
BY TYPE OF PERSON

MARRI ED MARRI ED UNMARRI ED UNMARRI ED
WKIDS, ALL AGES WKIDS, ALL AGES WKI DS, ACE < 62 WKIDS, AGE >= 62 ALL RETURNS
NON- NON- NON- NON- NON-

FILERS ALL NOT FILERS ALL NOT FILERS  ALL NOT FILERS ALL NOT FILERS ALL NOT
(NOIRTF REQURED (NO IRTF REQURED (NO IRTF REQURED (NO IRTF REQU RED (NO |IRTF REQU RED

MATCH) TO FILE MATCH) TO FILE MATCH) TO FILE MATCH) TO FILE MATCH) TO FILE

LI VI NG QUARTERS

HOUSE OR APARTMENT 89.9 89.3 92.7 94.1 93.2 92.3 96. 3 95.9 92.1 92.7

OTHER 10.1 10.7 7.3 5.9 6.8 7.7 3.7 4.1 7.9 7.3
PUBLI C HOUSI NG ASSI STANCE

NO ASSI STANCE 86. 9 89.0 97.3 97.9 64. 2 68.7 93. 4 95.2 87.0 90. 4

W TH ASSI STANCE 13.1 11.0 2.7 2.1 35.8 31.3 6.6 4.8 13.0 9.6
MEANS TESTED TRANSFERS

NO TRANSFERS 35.5 46.9 66. 9 77.9 17.7 26.6 68.7 75.6 67.8 75.2

W TH TRANSFERS 64.5 53.1 33.1 22.1 82.3 73. 4 31.3 24. 4 32.2 24.8
NON- MEANS TESTED TRANSFERS

NO TRANSFERS 80.9 82.0 82.2 83.2 93. 4 91.9 94.3 94.0 92.6 92.0

W TH TRANSFERS 19.1 18.0 17.8 16. 8 6.6 8.1 5.7 6.0 7.4 8.0
SCCI AL SECURI TY BENEFI TS

NO SOCI AL SECURI TY 76.0 83.4 7.2 6.7 87.8 89.0 9.6 8.5 55.4 56.8

W TH SOCI AL SECURI TY 24.0 16.6 92.8 93.3 12. 2 11.0 90. 4 91.5 44. 6 43.2
COVPONENTS OF AG

NO EARNED | NCOVE 61.1 31.5 91.6 80.0 79.8 58.8 95.8 90.7 82.7 66.5

W TH EARNED | NCOVE 38.9 68.5 8.4 20.0 20. 2 41.2 4.2 9.3 17.3 33.5

NO UNEARNED | NCOVE 87.7 80.9 70.6 66. 4 90.6 86.8 72.0 62.5 74.3 67.9

W TH UNEARNED | NCOVE 12.3 19.1 29. 4 33.6 8.4 13.2 28.0 37.5 25.7 32.1

NO TRANSFERS I N AG 94. 4 89.5 63.0 60. 2 97.6 95.8 84.0 78.0 89.8 85.5

W TH TRANSFERS I N AG 5.6 10.5 37.0 39.8 2.4 4.2 16.0 22.0 10. 2 14.5

NO AG 50.3 23.6 47.3 35.8 72.6 52.2 59.5 48.1 56. 4 38.4

W TH AG 49.7 76. 4 52.7 64. 2 27. 4 47.8 40.5 51.9 43.6 61.6

ADDENDUM AG < $100 53.7 26.0 51.3 39.5 77.1 55.6 66. 9 54.7 63. 4 43.3
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THE PROBI T EQUATI ON

One of the objectives of this paper is to provide a
met hodol ogy for obtaining mcrodata i nformati on about non-filers
that could be used in tax nodeling. The approach taken here is
to estimate a set of econonetric probit equations that predict
whet her a person with incone below the filing threshold is likely
to be a non-filer. | ran separate, but identically specified,
equations for each of the nine groups of people. (The appendix
at the end of this paper shows the definition of each of the
vari ables used in the probit equations.) To obtain consistent
results for married couples, |I ran the probit equation on only

one spouse. '’

Al nost all of the independent variables used in the
equations are dummy variables. The only continuous variable is
AG@ as a percent of the filing threshold. Note that | elimnated
sone vari ables from sone equati ons because sone val ues of certain
vari abl es were particularly sparse. For exanple, hardly any
dependents had AFDC benefits. A paraneter value of 0.000 shown
in Table 3 indicates that either every observation had the sane
value for that variable or that | forced every observation to

have t he sane val ue.
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The results of the equations are seen in Table 3. A
positive value for a paraneter neans the presence of that
characteristic increases the likelihood that person will be a
non-filer. For exanple, the paraneters for people w thout earned
i ncone are positive for all subgroups. The results of the probit
equations seen in Table 3 largely mrror the descriptive

statistics shown in Table 2.

As a test, | applied the probit equations to the sanme set of
observations used to create the equations. This produced, for
each observation, a cunul ative probability estimate. | then
predi ct ed whet her each observation would be a non-filer based on
whet her the person’s probability estimte was bel ow t he
probability of being a non-filer as shown in colum 3 of Table 1
For exanple, if the cunmulative probability estimate for a
dependent person was |less than 64.8% then | predicted this
person would be a non-filer. Simlarly, | predicted that married
persons under 62 years of age and with children who had a
probability estimate |l ess than 36.1% were non-filers. This |ed
to a 2-by-2 neasure-of-association table (Table 4). The rows in
Tabl e 4 show the actual counts of filers and non-filers in the
sanple, while the colums show the predicted counts of filers and
non-filers.!® Table 4 shows that the probit equations correctly

predi ct whether a personis a filer or non-filer 76% of the tine.
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Further, the total predicted nunber of non-filers fromthe sanple
(12,973), is approximately equal to the actual nunber of non-

filers in the sanple (13, 725).
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TABLE 3

ESTI MATES FROM PRCBI T EQUATI ONS PREDI CTI NG PERSONS LI KELY TO BE NON- FI LERS
BY TYPE OF PERSON

UNMARRI ED UNMARRI ED MARRI ED MARRI ED
DEPENDENTS ONLY NO KI DS, ACE < 62 NO KI DS, AGE >=62 NO KIDS, AGE < 62 NO KIDS, AGE >=62
PROBI T STD PROBI T STD PROBI T STD PROBI T STD PROBI T STD
ESTI MATE ERROR ESTI MATE ERROR ESTI MATE ERROR ESTI MATE ERROR ESTI MATE ERROR
| NTERCEPT 0.7323 0.6279 0. 4890 0. 2830 1.7772 0.2648 0.9710 0.7372 1. 9457 0. 3863
GENDER
MALE -0. 0070 0. 0334 0. 0268 0. 0533 -0.0635 0. 0604 0. 0000 0. 0000 0. 0000 0. 0000
EDUCATI ON LEVEL
<= 10TH GRADE 1. 0964 0. 1098 0. 5897 0.1130 0.5789 0.1118 -0.5424 0.2747 0.9191 0. 1452
11TH OR 12TH GRADE 0. 5900 0.1107 0.2417 0. 1049 0.2234 0.1125 -0.4140 0. 2669 0. 4561 0. 1476
1-3 YRS COL 0.1746 0.1176 0. 0453 0.1087 0. 0898 0. 1307 -0.7199 0. 3419 0. 3028 0.1731
HOUSEHOLD STATUS
HEAD 0. 0000 0. 0000 0. 1094 0. 0577 -0. 2095 0.0723 0. 0000 0. 0000 0. 0000 0. 0000
RACE
BLACK 0.1228 0. 0504 0. 2175 0.0730 0.3121 0. 0929 0.5764 0.2441 0. 0685 0.1171
ASI AN, | NDI AN 0. 1470 0. 0694 0.2070 0.1154 0. 1440 0. 1907 0.6184 0.2927 0. 0206 0. 2244
HI SPANI C 0. 2532 0. 0506 0. 0586 0. 0800 0. 1045 0.1151 0. 8322 0.2165 -0.0682 0.1219
LI VI NG QUARTERS
HOUSE OR APT -0. 2365 0.0798 -0. 2663 0. 0904 -0. 3477 0. 0905 -0. 1552 0.2070 -0. 3358 0. 1047
ACTIVITY LAST WEEK
I'N LABOR FORCE -0.4220 0.0714 -0.0961 0. 0801 -0.0742 0.1611 -0.5073 0.2154 -0. 3210 0. 1998
KEEPI NG HOUSE OR I N SCHOOL -0. 1307 0. 0579 - 0. 0056 0. 0794 0.1144 0. 0805 0. 0135 0.2185 0. 0533 0. 1573
UNABLE TO WORK 0. 6875 0. 1669 0. 2595 0.1203 0.2089 0. 1302 0. 4684 0.2601 0. 0535 0. 1480
RETI RED -0. 1420 0. 1352 -0.5181 0.2016 -0.0758 0. 0785 -0.4119 0. 2355 -0. 2041 0. 0900
PRESENCE OF EARNED | NCOVE
NO EARNED | NCOVE 0. 5069 0. 0449 0. 5297 0. 0815 0. 4147 0. 1053 0. 4388 0.2019 0. 4424 0. 0938
PRESENCE OF UNEARNED | NCOVE
NO UNEARNED | NCOVE -0.0920 0. 0541 0. 2055 0. 0626 0. 1397 0. 0535 0.4733 0. 1658 0.1191 0. 0631
PRESENCE OF TAXABLE TRANSFERS
NO TAXABLE TRANSFERS 0.1280 0.5743 0. 0968 0.1159 -0.0266 0. 0599 0.1371 0.2284 - 0. 2047 0. 0670
PUBLI C HOUSI NG ASSI STANCE
NO PUBLI C HOUSI NG 0. 0482 0. 0864 -0.1033 0. 0918 -0.6259 0. 0740 0.3421 0. 3425 -0.6428 0.1700
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TABLE 3 (continued)

ESTI MATES FROM PRCBI T EQUATI ONS PREDI CTI NG PERSONS LI KELY TO BE NON- FI LERS
BY TYPE OF PERSON

UNVARRI ED UNMARRI ED MARRI ED MARRI ED
DEPENDENTS ONLY NO KI DS, ACE < 62 NO KI DS, AGE >=62 NO KIDS, AGE < 62 NO KIDS, AGE >=62
PROBI T STD PROBI T STD PROBI T STD PROBI T STD PROBI T STD
ESTI MATE ERROR ESTI MATE ERROR ESTI MATE ERROR ESTI MATE ERROR ESTI MATE ERROR
PRESENCE OF FOOD STAMPS
NO FOOD STAMPS -0.2088 0. 0569 -0.1031 0.0734 -0.4368 0.1118 -0.3034 0.2114 -0.9412 0. 2051
PRESENCE OF SOCI AL SECURI TY
NO SOCI AL SECURI TY -0.0588 0. 0730 -0. 1155 0. 0813 -0.2043 0. 1208 -0.1780 0.1791 -0.1680 0. 1666
PRESENCE OF SSI
NO SSI -0.4089 0.1233 -0. 4346 0. 0945 - 0. 5456 0. 1098 -0.6743 0. 2551 -0.6727 0.1700
PRESENCE OF AFDC
NO AFDC 0. 0000 0. 0000 -0.2119 0.1074 0. 0000 0. 0000 -0. 7647 0. 3177 0. 0000 0. 0000
PRESENCE OF "OTHER' BENEFI TS
NO "OTHER' BENEFI TS - 0. 3840 0.1083 0.1185 0. 0807 0.1133 0. 0879 0.1679 0. 1659 0.0182 0. 0881
AG DI VI DED BY
FI LI NG THRESHOLD -2.0285 0.1374 -1.2196 0.1134 -1.1628 0. 0944 -0. 8699 0. 2805 -1.4177 0.1194
SAMPLE SI ZE 8469 3544 4379 462 2590
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TABLE 3 (Conti nued)

ESTI MATES FROM PRCBI T EQUATI ONS PREDI CTI NG PERSONS LI KELY TO BE NON- FI LERS
BY TYPE OF PERSON

MARRI ED MARRI ED UNMARRI ED UNMARRI ED
WKIDS, AGE < 62 WKIDS, AGE >= 62 WKIDS, AGE < 62 WKIDS, AGE >= 62
PROBI T STD PROBI T STD PROBI T STD PROBI T STD
ESTI MATE ERROR ESTI MATE ERROR ESTI MATE ERROR ESTI MATE ERROR
| NTERCEPT -0.3651 0. 4599 4.8799 1. 4199 0.2442 0. 3705 0.1617 0. 8032
GENDER
MALE 0. 0000 0. 0000 0. 0000 0. 0000 0.1672 0.1193 -0.4765 0. 1692
EDUCATI ON LEVEL
<= 10TH GRADE 0. 1664 0.2146 -0.5725 0.5891 0. 3784 0.1813 0. 8919 0. 3389
11TH OR 12TH GRADE 0. 2584 0.2092 -0. 5808 0. 5904 0. 1594 0.1758 0. 4659 0. 3408
1-3 YRS COL 0.1219 0.2402 -2.4300 1. 1376 0. 1689 0.1862 0. 0943 0.4148
HOUSEHOLD STATUS
HEAD 0. 0000 0. 0000 0. 0000 0. 0000 -0. 0690 0. 1033 0. 0000 0. 0000
RACE
BLACK 0.1702 0. 1557 0. 3390 0.2722 0. 0321 0. 0737 0.5219 0.1700
ASI AN, | NDI AN 0. 1579 0.1775 -0.7021 0.4189 0. 0876 0. 1456 0. 6209 0. 3974
HI SPANI C 0.1091 0.1192 0. 0429 0.2908 -0.0714 0. 0907 0.3161 0. 2246
LI VI NG QUARTERS
HOUSE OR APT -0. 0495 0. 1506 0. 0995 0. 4362 0. 1327 0.1192 -0.2261 0. 3075
ACTIVITY LAST WEEK
I'N LABOR FORCE 0. 0395 0. 1364 0.5470 0.5628 -0. 2528 0.1132 -0. 6626 0. 4453
KEEPI NG HOUSE OR I N SCHOOL 0.1641 0. 1430 - 0. 6947 0. 5050 0. 0842 0.1013 -0.2316 0. 2460
UNABLE TO WORK 0. 0458 0.1928 0. 1920 0. 4932 0.1216 0. 1962 -0.0070 0. 3346
RETI RED 0. 1335 0. 3201 -0. 3255 0. 3555 - 0. 5402 0.4261 -0.7095 0. 2445
PRESENCE OF EARNED | NCOVE
NO EARNED | NCOVE 0. 8002 0. 1425 0. 7567 0.3273 0. 9030 0. 0861 0. 9598 0.2911
PRESENCE OF UNEARNED | NCOVE
NO UNEARNED | NCOVE 0. 3852 0. 1332 -0.3639 0.2319 0. 0569 0. 0936 0.2927 0. 1425
PRESENCE OF TAXABLE TRANSFERS
NO TAXABLE TRANSFERS 0. 4000 0.1781 -0.8199 0.2759 0.1512 0. 1491 0. 0027 0.1712
PUBLI C HOUSI NG ASSI STANCE
NO PUBLI C HOUSI NG -0.0082 0. 1544 -1.3613 0. 6994 -0.1331 0.0734 - 0. 3004 0. 3870
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TABLE 3 (Conti nued)

ESTI MATES FROM PRCBI T EQUATI ONS PREDI CTI NG PERSONS LI KELY TO BE NON- FI LERS
BY TYPE OF PERSON

MARRI ED MARRI ED UNMARRI ED UNMARRI ED
WKIDS, AGE < 62 WKIDS, AGE >= 62 WKIDS, AGE < 62 WKIDS, AGE >= 62
PROBI T STD PROBI T STD PROBI T STD PROBI T STD
ESTI MATE ERROR ESTI MATE ERROR ESTI MATE ERROR ESTI MATE ERROR
PRESENCE OF FOOD STAMPS
NO FOOD STAMPS 0. 0295 0.1170 -0. 8264 0. 3585 -0.1031 0. 0846 0.1796 0.2131
PRESENCE OF SOCI AL SECURI TY
NO SOCI AL SECURI TY -0.4712 0. 1552 -0.1318 0. 4855 -0.0573 0.1042 -0. 1649 0. 2354
PRESENCE OF SSI
NO SSI - 0. 4057 0. 1855 -1.1241 0. 4757 - 0. 3349 0. 1320 -0.6717 0. 2538
PRESENCE OF AFDC
NO AFDC - 0. 3949 0. 1326 -0.2289 0.4773 -0.1808 0. 0855 0. 0000 0. 0000
PRESENCE OF "OTHER' TRANSFERS
NO " OTHER' TRANSFERS 0. 0323 0.1263 -0. 1430 0.2602 -0.1034 0. 1063 0. 1227 0.2814
AG DI VI DED BY
FI LI NG THRESHOLD -0.5652 0.2029 -2.2047 0.5024 -0.9825 0.1484 -0.9898 0. 3107
SAMPLE SI ZE 940 233 2413 692
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Tabl e 4
CROSS- TABULATI ON OF ACTUAL AND PREDI CTED FI LERS AND NON- FI LERS
(Val ues are sanpl e nunber of people, percent in parenthesis)

Predicted fromProbit Equation

Non-fil er Filer Tot al
Actual e eee et e eeee e eee e ee o
Non-fil er 10422 3303 13725
(43.93) (13.92) (57. 86)
Filer 2551 7446 9997
(10. 75) (31. 39) (42. 14)
Tot al 12973 10749 23722
(54. 69) (45. 31) (100.0)

Chi -squared statistic with 1 degree of freedomis 5933.
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CONCLUSI ONS AND FURTHER RESEARCH

This study, as it should, raises nore questions and suggests
addi ti onal avenues of research that | or others may pursue. How
sensitive are ny results to alternative working assunptions? How
does the popul ati on exam ned here conpare to the popul ati on of
“l ow i ncone” persons who are required to file? How are the
results presented here likely to have changed since 1990? What,
if any, is the relationship between poverty, the tax filing
requirenent, and tax liability in the U S ? What is the overlap
bet ween the Earned I ncone Tax Credit and ot her neans-tested

government transfer prograns?

One area | specifically avoided in this paper was an
estimate of the actual nunber of non-filers. This question has
its own estimating issues; and many of these issues are outside

the context of this paper.
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APPENDI X - DEFI NI TI ON OF VARI ABLES

The definition of variables used in the probit equation are
presented below. The CPS variable name is shown in parentheses.
The first variable, INON, is the dependent variable. Al others
are i ndependent vari abl es.

| NON
0 = NOM FI LER
1 = FILER
GENDER ( A- SEX)
1
2

Mal e

Femal e

EDUCATI ON LEVEL - HI GHEST GRADE ATTENDED ( A- HGA)

3 years of high school or less (A HGA <=11)

1 year of college (A -HGA =12 or =13)

4 years of college (A-HGA >=14 and <=16)

5 or nore years of college (A-HGA =17 or =18)
HOUSEHOLD STATUS ( HHDREL)

1
2
3
4

1 = Head (HHDREL =1)
2 = Non-Head (HHDREL >=2)
RACE (A-RACE and A- REORGN)
1 = Black (A-RACE =2)
2 = Indian, Asian, or Oher (A-RACE >=3)
3 = Wiite Hi spanic (A-RACE =1 and A- REORGN <=7)
4 = Wite (A-RACE =1 and A- REORGN >=8)
LI VI NG QUARTERS ( H LI VOQRT)
1 = House, apartnent, flat (H LIVQRT =1)
2 = Oher (HLIVQRT >=2)
ACTIVITY LAST WEEK ( A- MAJACT)
1 =1n the |abor force (A-MAJACT >=1 and <=3)
2 = Keepi ng house or going to school (A-MAJACT =4 or =5)
3 = Unable to work (A-MAJACT =6)
4 = Retired (A-MAJACT =7)
5 = OGher (A-MAJACT =0 or =8)
PRESENCE OF EARNED | NCOMVE (WBAL- VAL, SEMP-VAL, and FRSE- VAL)
1 = No earned incone
2 = Wth earned incone
PRESENCE OF UNEARNED | NCOVE (| NT- VAL, DI V- VAL, RNT- VAL, ALM VAL (a))
1 = No unearned incone
2 = Wth unearned incone

PR

M

SENCE OF TAXABLE TRANSFERS ( RTM VAL, UC- VAL, SRVS- VAL, DSAB- VAL (b))
1 = No taxable transfers
2 = Wth taxable transfers

PUBLI C HOUSI NG ASSI STANCE ( HPUBLI C and HLORENT)
1 = No public housing assistance (HPUBLI C and HLORENT "=1)

2 = Wth public housing assistance (HPUBLI C or HLORENT =1)
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APPENDI X - DEFI NI TI ON OF VARI ABLES (conti nued)

PRESENCE OF FOOD STAMPS ( HFOODSP)
1 = No food stanps assi stance (HFOODSP "=1)
2 = Wth food stanps assi stance (HFOODSP =1)
PRESENCE OF SOCI AL SECURITY (SS-VAL (a))
1 = No Social Security
2 = Wth Social Security
PRESENCE OF SSI (SSI-VAL)
1 = No Suppl enmental Security incone
2 = Wth Suppl enmental Security incone
PRESENCE OF AFDC (PAW VAL (a))
1 = No public assistance including AFDC
2 = Wth public assistance including AFDC
PRESENCE OF “OTHER' BENEFI TS (c))
1 = No ot her non-taxable, non-neans tested transfer incone
2 = Wth other non-taxable, non-neans tested transfer incone
AG DI VI DED BY FI LI NG THRESHOLD
= MAX(0., AG / THRESHOLD)

a = My include sone noney listed in other incone fields such as
survivor's incone, disability inconme and/or other incone.
b = Survivors incone, disability income, and other inconme are

al | ocat ed between taxabl e and non-taxabl e, depending on the
val ues of acconpanyi ng codes.

c = Al other transfer incone includes veteran’s benefits, non-
t axabl e wor kers conpensati on, educational assistance and
financi al assistance, plus unallocated portions of survivors'
i ncone, disability inconme, and other incone.
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ENDNOTES

For a description of the CPS sanple used in this study, see
Current Popul ation Survey, March 1991 Tape Techni cal
Docunent ati on, (Bureau of the Census, 1991). The Census Bureau
al so maintains an informative web page, see

www. bl s. census. gov/ cps/ cpsmai n. ht m

For a di scussion of non-conpliant non-filers, see Brian Erard
and Chin-Chin Ho, “Searching for Ghosts: W are the Nonfilers
and How Much Tax Do They One?” Unpublished paper presented at
the Allied Social Science Associations Meetings, (1995). See
al so, Internal Revenue Service, Federal Tax Conpliance
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and 1992. Publication 1415. Washi ngton DC, 1996.

For a description of the SO sanple, see Statistics of |Incone
di vision of the Internal Revenue Service, Individual |Incone Tax
Returns. Note that tax return data does not include
information on certain non-taxable sources of inconme such as
AFDC, SSI, food stanps, and certain other governnent transfer
progranms. Tax data is not strictly limted to information
reported on individual tax returns. OTA augnments the SO
sanple with additional information fromboth tax and non-tax
sources. For exanple, OTA exactly links each tax return on the
SO sanple to a file of “information returns” held by the IRS.
The nost inportant type of information return is the W2, which
provi des additional information on wages, enploynent taxes, and
retirement plan participation. A second inportant information
return is the SSA-RRB 1099. Here, anounts of Social Security
and Railroad Retirenent benefits are exactly linked to

i ndividuals on the SO sanple. As an exanple of non-tax data,
the year of birth of taxpayers on the SO sanple is obtained
froman exact match with Social Security Adm nistration data.

Sone | owi ncone workers who do not reside with their children
may be eligible for the new “childl ess” Earned | ncone Tax
Credit. For a description of the Earned Inconme Tax Credit
eligibility rules for any given tax year, see the Interna
Revenue Service’s annual publication, Publication 17, Your
Federal | ncone Tax.

Janes Cil ke, The Treasury Individual |Income Tax Sinul ation
Model . (Departnment of the Treasury, Ofice of Tax Anal ysis,
1994).
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For a recent exanple, see Daniel Feenberg, Andrew Mtrusi, and
Janmes Poterba, “Distributional Effects of Adopting a Nationa
Sal es Tax.” NBER Working Paper Series no. 5885. National
Bureau of Econom ¢ Research, 1997

As provided under Section 6103 of the Internal Revenue Code,

t he Census Bureau annually receives fromthe Internal Revenue
Service, a mcro-level data file of selected information from
all individual tax returns posted on IRS s Individual Returns
Transactions File (IRTF) by the end of August. However, only
infrequently will the Census Bureau link these tax returns to
persons on the Current Popul ation Survey (CPS). The | ast
previous public use file of this type occurred when the March
1973 CPS file was |inked to tax returns.

In the process of matching married CPS persons to tax returns,
t he Census Bureau attenpted to match to both the primary and
secondary SSNs. Husbands and wi ves matching to the sane tax
return had the sanme tax information |linked to their individual
records on the CPS. The absence of a secondary SSN on tax
returns was a common problemfor joint returns. In the case
where a joint tax return wwth only the primary SSN present and
that SSN matched to a married CPS individual, then the return
was assuned to have matched to both spouses on the CPS.

The O fice of Tax Analysis as well as a few ot her governnent
agenci es have received copies of the file. | amnot sure
whet her the Census Bureau has nade this file available to the
public.

Enpl oyees of the Census Bureau have published several technical

papers regardi ng maski ng confidential m crodata. I n
particul ar, see Jay Kimand WIIliam Wnkl er, “Msking M crodata
Files.” in Proceedings of the Survey Research Methods Secti on,

American Statistical Association, 1995.

J. Scott Turner, “Program Docunmentation for the UN -TRI M
Federal | nconme Taxes Modul e (FEDTAX).” My, 1976.

| ignored the possibility of someone on the CPS with a
married-filing-separate or a qualified w dow wi dower filing
status. | have not explicitly tried to neasure the househol d
mai nt enance test for purposes of determ ning whether a person
can claima head-of -house filing status. However, the effect
of these assunptions on ny results are likely to be negligible.
It sinply nmeant that | may have used an incorrect threshold
anmount for determ ning whether a person is required to file a
tax return. So, for exanple, if | ms-identified a person as
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13.

14.

15.

16.

17.

havi ng a head-of -house filing status instead of single, | would
presunme the person was not required to file if his incone from
t axabl e sources was under $6800 instead of $5300.

The relationship test includes sonme unnarried people who are
related to sonmeone in the household except the primary
househol der. The definition of a child broadly includes
grandchil dren and foster children. The support test does not
i nclude certain education benefits.

Being eligible for an additional standard deduction because of
bl i ndness does not affect the filing requirenment. Further,
personal exenptions besides those allowed for self and spouse
do not affect the filing requirenent. So, sone people are
required to file a Federal tax return, even if they have no tax
liability.

There are a nunber of other circunmstances that nandate a person
file a tax return. These circunstances cannot be determ ned
fromCPS information. |In particular, a person is required to
file if he owes a special tax such as: a) the Alternative

M ni mum Tax, b) a lunp-sumtax or penalty tax on a retirenent
pl an distribution, c) Social Security taxes on tips that were
not reported to an enployer, or d) a recapture tax froma
previously clainmed credit. In addition, a person nust file if
he received an Advanced Earned Income Tax Credit paynent, or if
gross business incone (business incone before expenses) exceeds
the regul ar gross inconme thresholds, or if the person worked
for a qualified church-controlled organi zation that elected to
exenpt wage paynents from Social Security taxes. For a nore
conplete list of these circunstances that applied in 1990, see
| nternal Revenue Service, Publication 17, Your Federal |ncone
Tax (1990).

Recal |l that data for this study was coll ected before people

wi thout children were eligible to receive the EITC. Further,
approximately 96% of all EITC recipients would have a reason to
file even in the absence of the EITC. See Statenent of John
Karl Schol z, Deputy Assistant Secretary (Tax Analysis),
Department of the Treasury, Before the Committee on Ways and
Means, United States House of Representative. May 8, 1997.

| did not want to create a situation where one spouse was
likely to be a filer and the other spouse a non-filer. Recal

t hat nost of the dependent variables in the equation are shared
vari abl es and woul d be the sane for either spouse. The spouse
included in the probit equation was sinply the first spouse |
encount er ed.
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TABLE 2
PERCENT OF ACTUAL NON-FI LERS AND PERSONS NOT REQUI RED TO FI LE
BY ASSORTED DEMOGRAPHI C AND ECONOM C CHARACTERI STI CS
BY TYPE OF PERSON

UNVARRI ED UNMARRI ED MARRI ED MARRI ED
DEPENDENTS ONLY NO KI DS, ACE < 62 NO KI DS, AGE >=62 NO KI DS, AGE < 62 NO KI DS, AGE >=62
NON- NON- NON- NON- NON-

FILERS ALL NOT FILERS ALL NOT FILERS ALL NOT FILERS ALL NOT FILERS ALL NOT
(NOIRTF REQURED (NO IRTF REQURED (NO IRTF REQURED (NO IRTF REQU RED (NO | RTF REQU RED

MATCH) TO FILE MATCH) TO FILE MATCH) TO FILE MATCH) TO FILE MATCH) TO FILE
GENDER
MALE 50.9 50. 6 53 53.3 21.3 21.7 37.5 37.7 52.5 52.9
FEMALE 49.1 49. 4 46. 6 46.7 78.7 78.3 62.5 62.3 47.5 47.1
ACTIVITY LAST VEEK
WORKI NG 4.8 9.5 16. 2 31.3 1.8 3.0 7.1 21.1 1.2 3.6
W TH JOB NOT AT WORK 0.1 0.3 0.7 0.7 0.1 0.2 0.4 1.3 0.0 0.3
LOOKI NG FOR WORK 2.4 2.8 4.8 5.4 0.0 0.0 2.6 3.6 0.0 0.1
KEEPI NG HOUSE 9.1 7.8 19. 4 11.7 41.0 38.5 43.1 37.2 31.7 29.7
GO NG TO SCHOOL 65.0 63.9 17.5 23. 4 0.0 0.0 3.5 3.0 0.1 0.1
UNABLE TO WORK 4.6 3.2 19.1 9.7 7.2 5.9 15.5 8.0 6.4 4.6
RETI RED 2.6 2.2 1.8 1.6 39.4 42.0 8.3 10.7 51.1 53.3
OTHER 11.3 10.3 20.5 16. 3 10. 4 10.3 19.6 15.1 9.6 8.4
EDUCATI ON LEVEL
EDUC <= 10TH GRADE 65.9 54.4 41.9 26.3 61.1 52.7 51.6 38.5 61.1 47. 4
EDUC 11TH OR 12TH GRADE 26.2 31.8 38.5 41.1 30.9 35.9 34.8 45. 4 31.1 40.1
EDUC 1-3 YEARS COLLEGE 6.3 11.3 15.7 25.5 5.2 7.4 7.1 9.0 5.8 8.1
EDUC 4+ YEARS COLLEGE 1.5 2.5 4.0 7.0 2.7 3.9 6.5 7.0 2.0 4.4
HOUSEHOLD STATUS
HOUSEHOLD HEAD 0.0 0.0 53.4 40.1 85.0 86. 3 93.5 93.1 98.0 98. 8
HOUSEHOLD MEMBER 100.0 100.0 46. 6 59.9 15.0 13.7 6.5 6.9 2.0 1.2
RACE
BLACK 21.9 19.9 29.5 22.0 15.5 12.1 15.7 10.9 10. 4 7.9
ASI AN, | NDI AN, OTHER 5.9 5.3 4.4 3.7 1.7 1.5 5.1 4.9 2.3 1.8
HI SPANI C 11.8 10.0 9.5 8.6 4.2 3.5 11.8 9.8 5.2 4.0
VWHI TE 60.5 64.8 56. 6 65.7 78.5 82.9 67.3 74. 4 82.2 86. 3
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Tabl e 4 shows that the sanple of non-filers makes up 57. 9% of
the total sanple not required to file a tax return. However,
Tabl e 1 shows that 55.5% of the popul ati on under investigation
is anon-filer. This difference is caused by two factors.
First, for the probit equations, one spouse fromeach nmarried
coupl e was dropped. Second, Table 1, reflects popul ation
estimates, where each observation is adjusted by its relative
wei ght in the population. Table 4 uses unwei ghted observati ons.
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