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D I S T R I B U T I O N A L  ASPECTS OF TAX REFORM 

D U R I N G  THE PAST FIFTEEN YEARS 

Benjamin  A. Okner 

S i n c e  t h e  m i d - l 9 6 0 s ,  e a c h  o f  t h e  U.S. r e v e n g e  a c t s  h a s  b e e n  

skewed  so a s  t o  d i s t r i b u t e  a l a r g e  p a r t  o f  t h e  t a x  r e d g c t i o n  t o  

chose  i n  t h e  lower- and l o w e r - m i d d l e  income g r o u p s .  Whi l e  t h e s e  

c u t s  h a v e  s e r v e d  i n  l a r g e  m e a s g r e  t o  a l l e v i a t e  t h e  income t a x  

b u r d e n  on t h e  poor ,  t h e y  h a v e  a l s o  h e l p e d  t o  m a i n t a i n  a the  

p r s g r e s s i v i t y  o f  t h e  i n d i v i d u a l  income t a x .  T h i s  h a s  occu r red  

m a i n l y  b e c a u s e  C o n g r e s s i o n a l  c h a n g e s  g e n e r a l l y  h a v e  o f f s e t  t h e  

e f f e c t s  o f  r i s i n g  money i n c o m e s  t h a t  push  t a x p a y e r s  i n t o  h i g h e r  

t a x  b r a c k e t s  and b e c a s s e  t h e  t a x - f r e e  income l e v e l  h a s  b e e n  

r a i s e d  s e v e r a l  t imes.  T h u s ,  when m e a s u r e d  a t  1 9 7 8  income 

l e v e l s ,  we f i n d  t h a t  t h e  o v e r a l l  r a t i o  o f  p e r s o n a l  t a x e s  t o  

income  is a c t u a l l y  l o w e r  i n  1978  t h a n  i t  was u n d e r  1964 l aw.  

T h i s  i s  t r u e  f o r  t a x p a y e r s  a t  a l l  income l e v e l s  e x c e p t  t h o s e  

w i t h  i n c o m e s  o f  $ 1 0 0 , 0 0 0  and o v e r .  
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Tax l i a b i l i t i e s  w i l l  c h a n g e  o v e r  t i m e ' b o t h  b e c a u s e  of 

c h a n g e s  i n  money income and  s t a t u t o r y  c h a n g e s  i n  t h e  law. T h u s ,  

i f  we wan t  t o  k e e p  t h e  r e l a t i v e  d i s t r i b u t i o n  o f  t h e  t a x  b u r d e n  

c o n s t a n t  o v e r  t ime,  i t  would b e  n e c e s s a r y  t o  i n d e x  t h e  t a x  

s y s t e m  ' bo th  f o r  i n f l a t i o n  and r e a l  g r o w t h .  The b a s i c  e x e m p t i o n ,  

t h e  per e x e m p t i o n  t a x  c r e d i t ,  t h e  s t a n d a r d  d e d l J c t i o n ,  and  t h e  

w i d t h  o f  t h e  m a r g i n a l  t a x  b r a c k e t s  a l l  would h a v e  t o  be 

i n c r e a s e d  a t  t h e  r a t e  of g r o w t h  i n  money income. However,  t h e r e  

seems t o  be l i t t l e  e n t h g s i a s m  i n  C o n g r e s s  f o r  e n a c t i n g  a n y  s x h  

" a g t o m a t i c "  s y s t e m  of  i n d e x i n g  f o r  p e r s o n a l  t a x  p g r p o s e s .  

Even t h o g g h  t h e  U n i t e d  S t a t e s  h a s  no f o r m a l  i n d e x i n g  

s y s t e m ,  i n  o r d e r  t o  a n a l y z e  p r o p e r l y  t h e  e f f e c t s  o f  v a r i o u s  t a x  

s t r g c t u r e s  o v e r  time, i t  is n e c e s s a r y  somehow t o  h o l d  c o n s t a n t  

t h e  l e v e l  o f  money income.  One way t o  d o  t h i s  is  t o  g o  b a c k  and  

a d j g s t  t h e  money i n c o m e s ,  s t a n d a r d  and i t e m i z e d  d e d Q c t i o n s ,  and  

e x e m p t i o n  l e v e l  d a t a  f o r  c h a n g e s  i n  t h e  p r i c e  l e v e l  t h a t  h a v e  

o c c g r r e d  d u r i n g  t h e  p a s t  15 y e a r s .  A s i m p l e r  a l t e r n a t i v e  

i n v o l v e s  g s i n g  a s i n g l e  d a t a  s e t  t h a t  c o n t a i n s  i n d i v i d g a l s '  

i ncomes  f o r  o n e  p a r t i c g l a r  y e a r  and  a p p l y i n g  t o  i t  t h e  t a x  r a t e s  

and s t r Q c t u r a 1  t a x  p r o v i s i o n s  t h a t  were i n  e f f e c t  a t  d i f f e r e n t  

times d u r i n g  t h e  p e r i o d  b e i n g  s t u d i e d .  The l a t t e r  p rocedgre  is 

t h e  o n e  g s e d  i n  t h i s  a n a l y s i s .  
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I n  t h e  r e m a i n d e r  o f  t h i s  p a p e r ,  t h e  d i s t r i b u t i o n a l  e f f e c t s  

o f  s e v e r a l  m a j o r  U.S. t a x  c u t s  e n a c t e d  d u r i n g  t h e  p a s t  15 y e a r s  

a r e  a s s e s s e d  a t  1978  income l e v e l s  and  a r e  compared  w i t h  

p e r s o n a l  t a x  l i a b i l i t y  g n d e r  1978 law. B e f o r e  t h i s ,  t h e r e  is a 

b r i e f  s e c t i o n  o u t l i n i n g  t h e  d e f i n i t i o n s  and c o n c e p t s  u sed  i n  t h e  

a n a l y s i s .  The l a s t  s e c t i o n  of  t h e  p a p e r  c o n t a i n s  a d e s c r i p t i o n  

and e x a m i n a t i o n  of  t h e  Ca r t e r  A d m i n i s t r a t i o n ' s  1978 t a x  

p r o p o s a l s  f o r  i n d i v i d u a l s  a s  well  a s  t h e  i n d i v i d u a l  p r o v i s i o n s  

o f  t h e  "Revenue A c t  o f  1 9 7 8 , "  a p p r o v e d  by t h e  House o f  

R e p r e s e n t a t i v e s  i n  Aggus t  1 9 7 8 .  Append ix  A p r o v i d e s  a b r i e f  

o u t l i n e  o f  m a j o r  p e r s o n a l  income t a x  c h a n g e s  s i n c e  1964 a n d  

Appendix  B i n c l u d e s  a d d i t i o n a l  s t a t i s t i c a l  m a t e r i a l .  

C o n c e p t s  and  Methodo logy  

Income 

U n l e s s  o t h e r w i s e  n o t e d ,  t h e  income c o n c e p t  u sed  i n  t h i s  
.. 

p a p e r  is "expanded  income."  T h i s  i s  a s  c l o s e  a s  i t  is p o s s i b l e  

t o  g e t  t o  a t a x p a y e r ' s  n e t ,  o r  

t h e  i n f o r m a t i o n  r e p o r t e d  on  h i s  

t o  a d j u s t e d  g r o s s  income ( A G I )  

l e s s  i n v e s t m e n t  i n t e r e s t  t o  t h e  

n o t  exceed i n v e s t m e n t  income.  

e c o n o m i c ,  income b a s e d  s o l e l y  o n  

income t a x  r e t u r n .  I t  is  e q u a l  

p l g s  t a x  p r e f e r e n c e  items and 

e x t e n t  t h a t  s u c h  i n t e r e s t  d o e s  
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When c a l c u l a t i n g  expanded  income,  t a x  . p r e f e r e n c e s  a r e  

d e f i n e d  a s  t h e  d i c i d e n d  e x c l s s i o n  (of ~ 1 pt o  $100  per t a x p a y e r )  

and income from s o w c e s  t h a t  a r e  c o n s i d e r e d  t o  b e  t a x  

p r e f e r e n c e s  f o r  p u r p o s e s  o f  t h e  minimum t a x .  The p r i n c i p a l  item 
'L 

i n  t h i s .  c a t e g o r y  i s  t h e  e x c l u d e d  h a l f  o f  n e t  l o n g - t e r m  c a p i t a l  

g a i n s .  

I t  i s  p a r t i c s l a r l y  d i f f i c u l t  t o  d e f i n e  c o r r e c t l y  i n v e s t m e n t  

e x p e n s e  and income when c a l c u l a t i n g ' e x p a n d e d  income,  I n  terms o f  

e x i s t i n g  t a x  d a t a ,  i t  is h a r d  t o  d e t e r m i n e  i n v e s t m e n t  e x p e n s e s  

o t h e r  t h a n  i n t e r e s t  b e c a u s e  n o r m a l l y  t h e y  a r e  lumped i n t o  t h e  

" m i s c e l l a n e o s s  d e d u c t i o n "  c a t e g o r y  a l o n g  w i t h  ssch i tems a s  

t h e  v a r i o u s  o t h e r  b u s i n e s s  o r  e m p l o y e e - e x p e n s e  d e d u c t i o n s ,  

A c c o r d i n g l y ,  f o r  c o m p u t a t i o n a l  p u r p o s e s ,  i n v e s t m e n t  e x p e n s e  is 

d e f i n e d  a s  a l l  i n t e r e s t  e x p e n s e  ( o t h e r  t h a n  m o r t g a g e  i n t e r e s t )  

d e d u c t e d  on t h e  t a x  r e t g r n .  I n v e s t m e n t  income is d e f i n e d  as t h e  

t o t a l  of r e a l i z e d  c a p i t a l  g a i n s ,  i n t e r e s t ,  and  d i v i d e n d  income 

r e p o r t e d  on t h e  r e t u r n .  

To t h e  e x t e n t  t h a t  i n v e s t m e n t  i n t e r e s t  e x p e n s e  does  n o t  

e x c e e d  i n v e s t m e n t  i ncome ,  i t  i s  c o n s i d e r e d  t o  be a n  o r d i n a r y  

e x p e n s e  i n c u r r e d  i n  o b t a i n i n g  s u c h  income.  T h s s ,  o n  a r e t u r n  

w i t h  $ 1 , 0 0 0  o f  i n v e s t m e n t  income a n d  $800  o f  i n v e s t m e n t  

i n t e r e s t ,  t h e  i n v e s t m e n t  i n t e r e s t  d e d Q c t i o n  worald be r e d s c e d  by 
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Y 

$ 8 0 0  and expanded income would  i n c l u d e  o n l y  t h e  n e t  amount  o f  

$ 2 0 0  i n v e s t m e n t  irfcome. The same p r o c e d u r e  is  w e d  when 

i n v e s t m e n t  i n t e r e s t  e x c e e d s  t h e  amount  o f  i n v e s t m e n t  i ncome  

r e p o r t e d  on t h e  t a x  r e t l j r n .  I n  t h a t  c a se ,  i n v e s t m e n t  i n t e r e s t  

would be  d e d u c t e d  from i n v e s t m e n t  income and t h e  l a t t e r  amount  

would be  s e t  e q u a l  t o  z e r o  ( a l o n g  w i t h  a n  a p p r o p r i a t e  a d j u s t m e n t  

o f  t h e  i n t e r e s t - p a i d  d e d u c t i o n ) .  

A l l  t h e s e  a d j u s t m e n t s  t o  A G I  o b v i o u s l y  r e p r e s e n t  a n  a t t e m p t  

t o  c o n v e r t  t h e  s t a t u t o r i l y  d e f i n e d  income c o n c e p t  i n t o  o n e  t h a t  

i s  more m e a n i n g f u l  f o r  economic  a n a l y s e s .  W h i l e  t h e  a d j u s t m e n t s  

d e s c r i b e d  may h a v e  a r a t h e r  l a r g e  i m p a c t  on  t h e  i n c o m e s  o f  

t h o s e  a t  t h e  uppe r  end o f  t h e  income s c a l e . ,  t h e y  p l a y  o n l y  a 

m i n o r  r o l e  f o r  t h o s e  i n  t h e  low- a n d  m i d d l e - i n c o m e  r a n g e s .  

D i s t r i b u t i o n  of  Income 

B e c a u s e  t h e r e  a p p e a r s  t o  b e  w i d e s p r e a d  m i s i n f o r m a t i o n  a b o u t  

t h e  d i s t r i b u t i o n  o f  income i n  t h e  U n i t e d  S t a t e s ,  i t  seems 

a p p r o p r i a t e  t o  i n c l u d e  some d a t a  on  where p e o p l e  w i t h  d i f f e r e n t  

a b s o l u t e  income a m o u n t s  r a n k  i n  t h e  o v e r a l l  s p e c t r u m .  I n  t h e  

r e c e n t l y  r e l e a s e d  Roper  S u r v e y ,  -/ t h e  r e s e a r c h e r s  f o u n d  t h a t  

-/ The  Roper O r g a n i z a t i o n  I n c . ,  The A m e r i c a n  P u b l i c  a n d  t h e  
Income  T a x  S y s t e m ,  ( N e w  York ,  1 9 7 8 ) .  T h i s  sosrce is  h e r e i n a f t e r  
r e f e r r e d  t o  a s  t h e  "Roper  S u r v e y . "  
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t h e  p u b l i c  d e f i n e s  "middle- income"  f a m i l i e s  a s  t h o s e  h a v i n g  

a n n u a l  incomes  o f  'be tween  $ 2 0 , 0 0 0  and $ 4 0 , 0 0 0 .  Below $ 2 0 , 0 0 0  i s  

" l o w ; "  a b o v e  $ 4 0 , 0 0 0  is  " h i g h . "  When a s k e d  t h i s  q u e s t i o n ,  

r e s p o n d e n t s  were  q u e r i e d  a b o u t  a " f a m i l y  o f  f o u r  w i t h  two 

c h i l d r e n . "  Whi l e  t h e  word ing  o f  t h e  Roper q u e s t i o n  was n o t  

d e t a i l e d ,  t h e  r e s p o n s e s  i n d i c a t e  an  e x t r e m e l y  u n r e a l i s t i c  

a p p r a i s a l  of t h e  d i s t r i b u t i o n  of  income i n  t h i s  c o u n t r y .  

R e c e n t l y  r e l e a s e d  d a t a  f rom t h e  U.S. Bclreau o f  t h e  C e n s u s  -/ 

-/ U.S. Blireau of  C e n s V J s ,  C u r r e n t  P o p u l a t i o n  R e p o r t s ,  S e r i e s  
P - 6 0 ,  No. 1 1 6 ,  "Money Income and P o v e r t y  S t a t u s  o f  F a m i l i e s  i n  
t h e  U n i t e d  S t a t e s :  1 9 7 7 "  (Advance  R e p o r t ) ,  ( W a s h i n g t o n ,  1 9 7 8 ) ,
T a b l e  B ,  p .  2 ,  and T a b l e  4 ,  p .  11. 

i n d i c a t e  t h a t  i ncome  f o r  f a m i l i e s  i n  1977 was a c t u a l l y  

d i s t r i b u t e d  q u i t e  d i f f e r e n t l y  t h a n  t h e  Roper  r e s p o n d e n t s  

b e l i e v e d .  The C e n s u s  d a t a  wh ich  were c o l l e c t e d  i n  March 1978  

a r e  shown i n  T a b l e  1 which  a l s o  c o n t a i n s  i n f o r m a t i o n  on  t h e  

d i s t r i b g t i o n  of e x p a n d e d  income i n  1978.  

The two s e t s  o f  d a t a  i n  T a b l e  1 a r e  n o t  d i r e c t l y  c o m p a r a b l e  

b e c a s e  o f  impor t an t  d i f f e r e n c e s  i n  t h e  r e p o r t i n g  u n i t  ( i . e . ,  

t h e  C e n s u s  f a m i l y  v e r s u s  t h e  t a x - f i l i n g  u n i t )  a s  w e l l  a s  

d i f f e r e n c e s  i n  t h e  way income  is d e f i n e d  i n  t h e  two d a t a  s e t s .  
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D e s p i t e  t h e s e  c a v e a t s ,  i t  is c l e a r  t h a t  i f . t h e  p u b l i c  b e l i e v e s  

t h a t  t h o s e  w i t h  f i m i l y  incomes  be low $ 2 0 , 0 0 0  s h o u l d  b e  

c l a s s i f i e d  i n  t h e  low-income c a t e g o r y  w h i l e  t h e  Census d a t a  show 

t h a t  f a m i l i e s  w i t h  s u c h  incomes  a c t u a l l y  i n c l u d e  more t h a n  G O  

p e r c e n t - o f  a l l  U . S . ' f a m i l i e s ,  t h e r e  m u s t  b e  a s e r i o u s  

m i s g n d e r s t a n d i n g  o f  t h e  f a c t s  b y  t h e  Roper  r e s p o n d e n t s  ( i . e . t  

t h e  g e n e r a l  p u b l i c ) .  I n  l i k e  f a s h i o n ,  t h e  Roper  r e s p o n d e n t s  

i n d i c a t e d  t h a t  a f a m i l y  would need income o f  $ 4 0 , 0 0 0  o r  a b o v e  t o  

be c l a s s i f i e d  a s  a h igh - income  m i t ;  i n  f a c t ,  t h e  C e n s u s  d a t a  

i n d i c a t e  t h a t  f a m i l i e s  w i t h  i n c o m e s  t h a t  h i g h  a r e  f i n a n c i a l l y  

b e t t e r  o f f  t h a n  9 5  p e r c e n t  o f  a l l  U.S. f a m i l i e s .  

The q g i n t i l e  b r e a k p o i n t s  f o r  t h e  1 9 7 8  expanded  income 

d i s t r i b u t i o n  a r e  a l s o  shown i n  T a b l e  1. The a b s o l u t e  income 

b r e a k p o i n t s  a r e  lower t h a n  t h o s e  shown f o r  t h e  C e n s u s  d a t a  

p r i m a r i l y  beca*Jse  t h e  C e n s u s  money income c o n c e p t  i n c l u d e s  

t r a n s f e r  paymen t s  that a r e  n o t  t a x a b l e  and h e n c e  a r e  e x c l u d e d  

from expanded  income.  D e s p i t e  t h i s ,  i t  i s  i n t e r e s t i n g  t o  n o t e  

how c l o s e l y  t h e  income l e v e l s  become f o r  t h o s e  i n  t h e  f o u r t h  and  

h i g h e s t  q u i n t i l e s .  F i n a l l y ,  f o r  e a c h  d i s t r i b u t i o n ,  t h e  t o p  



-- 
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5 p e r c e n t  o f  f a m i l i e s  i s  c o m p r i s e d  o f  t h o s e  w i t h  incomes o f  

r o g g h l y  $40,000 and above .  -/ W h i l e  t h e  Roper  r e s p o n d e n t s  

-/ The s l i g h t l y  h i g h e r  income l e v e l  and d i f f e r e n c e  i n  t h e  
p e r c e n t a g e  o f  t o t a l  income r e c e i v e d  b y  t h o s e  i n  t h e  t a x  
d i s t r i b ' g t i o n  a r e  . p r o b a b l y  d u e  p r i m a r i l y  t o  t h e  f a c t  t h a t  c a p i t a l
g a i n s  income is i n c l g d e d  i n  t a x a b l e  income, b g t  e x c l u d e d  f r o m  
t h e  C e n s u s  income d e f i n i t i o n .  

d e f i n e d  f a m i l i e s  w i t h  i n c o m e s  o f  $ 4 0 , 0 0 0  and o v e r  a s  b e i n g  i n  

t h e  h igh - income  c a t e g o r y ,  i t  seems d o g b t f u l  t h a t  t h e y  r e a l l y  

were t a l k i n g  a b o g t  t h e  r i c h e s t  5 p e r c e n t  o f  U . S .  f a m i l i e s .  

W h i l e  a more d e t a i l e d  a n a l y s i s  o f  r e c e n t  t a x  c h a n g e s  

m i g h t  u s e  a d i f f e r e n t  income c l a s s i f i c a t i o n ,  f o r  most 

t a b g l a t i o n s  i n  t h i s  p a p e r  a p p r o x i m a t e l y  h a l f  o f  a l l  f a m i l i e s  

a r e  i n c l g d e d  i n  t h e  lowes t  income c l a s s  "Under  $ 1 0 , 0 0 0 . "  -/ 

-/ For r e f e r e n c e  p i J rposes ,  t h e  f o l l o w i n g  i n f o r m a t i o n  o n  t h e  
d i s t r i b u t i o n  o f  r e t g r n s  by income c l a s s  is p r e s e n t e d : .  Under 
$ 1 0 , 0 0 0 ,  47 .7% of a l l  r e t g r n s ;  $10 ,000-$20 ,000 ,  29.0%; $ 2 0 , 0 0 0  
t o  $ 5 0 , 0 0 0 ,  21.2%; a n d  $50,000 and o v e r ,  2 .0% o f  t o t a l  
r e t g r n s .  

T h i s  makes i t  c o n v e n i e n t  t o  c o m p a r e  wha t  h a p p e n e d  t o  t a x  

b g r d e n s  of  t h o s e  i n  t h e  b o t t o m  h a l f  o f  t h e  income d i s t r i b u t i o n  

w i t h  t h e  e f f e c t  o f  t a x  c h a n g e s  o n  t h e  more a f f l g e n t .  



-- 
-- 
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P r o g r e s s i v i t y  

W h i l e  t h e r e  a r e  many ways t o  m e a s u r e  and compare  t h e  

p r o g r e s s i v i t y  o f  a l t e r n a t i v e  t a x  s t r u c t u r e s ,  t h e  method u s e d  

h e r e  is. y t l i t e  s i m p l e .  I f  t h e  e f f e c t i v e  t a x  r a t e s  t a x e s  

d i v i d e d  by  expanded  income f o r  low-income u n i t s  f a l l  and  

t h e  r a t e s  f o r  h igh - income  o n e s  d r o p  l e s s  o r  r i s e  when 

c o m p a r i n g  a new w i t h  a n  o l d  t a x  d i s t r i b u t i o n ,  t h e  new t a x  

s t r u c t t l r e  is c o n s i d e r e d  t o  be more p r o g r e s s i v e  t h a n  t h e  o l d  

o n e .  If t h e  r e v e r s e  occvJrs, t h e  new t a x  l a w  i s  c o n s i d e r e d  t o  

b e  l e s s  p r o g r e s s i v e .  

A n o t h e r  s t a t i s t i c  m e d  e x t e n s i v e l y  is t h a t  r e l a t i n g  t o  

p e r c e n t a g e  c h a n g e s  i n  t a x  l i a b i l i t y  e x p e r i e n c e d  b y  m i t s  a t  

d i f f e r e n t  income l e v e l s  when c o m p a r i n g  two t a x  s t r t l c t u r e s .  

Under t h i s  meas t l r e ,  B c h a n g e  i s  c o n s i d e r e d  p r o g r e s s i v e  i f  t h e  

p e r c e n t a g e  ctlt i n  t a x  b u r d e n s  is  g r e a t e s t  a t  low income l e v e l s  

and t h e  p e r c e n t a g e  c h a n g e  t h e n  d e c l i n e s  f o r  t h o s e  a t  h i g h e r  

i ncome  l e v e l s .  

O f  cotlrse,  t h e r e  a r e  many o t h e r  ways t o  meas t l re  

y r o g r e s s i v i t y ,  b u t  more  complex  meastlres a r e  n o t  u s e d  i n  t h i s  

a n a l y s i s  p r i m a r i l y  b e c a u s e  t h e  r e s t l l t s  o f t e n  a r e  d i f f i c t l l t  t o  

i n t e r p r e t  ( f o r  e x a m p l e ,  when two L o r e n z  c g r v e s  c ros s )  and  t h e y  

n o r m a l l y  p r o v i d e  t h e  same i n f o r m a t i o n  a s  o n e  c a n  g e t  f rom 

e x a m i n i n g  p a t t e r n s  o f  e f f e c t i v e  t a x  r a t e s .  
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One f i n a l  t h i n g  t h a t  s h o u l d  b e  n o t e d  i n  t h i s  s e c t i o n  is 

t h a t  t h e  d a t a  used l e a d  gs t o  m d e r s t a t e  somewhat  t h e  " t rge"  

e f f e c t  o f  t a x  c h a n g e s  f o r  t a x p a y e r s  i n  t h e  l owes t  income 

g r o u p  f o r  t h e  e a r l y  y e a r s .  T h i s  is b e c a u s e  a l l  t h e  

t a b g l a t i o n s  were d o n e  u s i n g  i n f o r m a t i o n  i n  t h e  T r e a s s r y ' s  

I n d i v i d u a l  Income Tax F i l e  f o r  1975 ,  w i t h  incomes and 

p o p u l a t i o n  p r o j e c t e d  t o  c a l e n d a r  1978 l e v e l s .  I f  a f a m i l y  h a d  

been  r e q u i r e d  t o  f i l e  a r e t u r n  u n d e r  t h e  1964 o r  1969  t a x  

l a w s ,  b u t  d i d  n o t  h a v e  t o  do  so  u n d e r  1975 l a w ,  i t  w i l l  n o t  b e  

r e p r e s e n t e d  i n  t h e  b a s i c  1975  Tax F i l e .  S i n c e  i t  is " m i s s i n g  


f rom" t h e  1 9 7 5  F i l e ,  t h e r e  is  no way t o  s i m u l a t e  t h e  e f f e c t s  


o f  e a r l i e r  t a x  c h a n g e s  f o r  s u c h  a f a m i l y - - a l t h o u g h  i n  


f a c t  i t s  income t a x  l i a b i l i t y  d r o p p e d  from. some p o s i t i v e  


v a l u e  t o  z e r o .  Fo r  t h e  same r e a s o n ,  t h e  c a l c u l a t e d  q u i n t i l e  


p o i n t s  and 1978 med ian  income f o r  t a x  r e t u r n s  shown i n  T a b l e  1 


a l s o  a r e  a b i t  t o o  h i g h .  -/ 


/ E x a m i n a t i o n  o f  d e t a i l e d  t a b l u a t i o n s  i n d i c a t e s  t h a t  t h i s  is-
a p rob lem only f o r  t h o s e  i n  t h e  "Under  $ 1 0 , 0 0 0 "  income c l a s s .  
For a l l  o t h e r  income l e v e l s ,  t h e  number o f  r e t u r n s  i n c l g d e d  i n  
t h e  t a b u l a t i o n s  f o r  e a c h  y e a r  is q u i t e  c o n s t a n t  o v e r  time. 
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Compar i son  of T a x  C h a n g e s  D g r i n g  t h e  

L a s t  F i f t e e n  Y e a r s  

T h e r e  h a v e  been  s e v e r a l  t ax  l a w s  e n a c t e d  d g r i n g  t h e  p a s t  

1 5  y e a r s :  t h e  ones  i n c l u d e d  h e r e  a r e  t h e  Revenge A c t  o f  1 9 6 4 ,  

t h e  Tax Reform A c t  o f  1 9 6 9 ,  and t h e  Tax Hedclct ion A c t  

o f  1975.  The f i g u r e s  shown b e l o w  a r e  f o r  e a c h  o f  t h e s e  t a x  

l a w s  a s  t h e y  e x i s t e d  a f t e r  a l l  t h e  p e r m a n e n t  f e a t g r e s  o f  t h e  

l e g i s l a t i o n  were implemen ted .  S i m i l a r l y ,  t h o s e  f o r  t h e  Tax 

R e d g c t i o n  A c t  o f  1975  a r e  f o r  t h a t  law when i t  was fully 

e f f e c t i v e .  T h e  c g r r e n t - l a w  d a t a  r e f l e c t  t h e  t a x  l a w  t h a t  is  

i n  e f f e c t  f o r  c a l e n d a r  y e a r  1978. 

A t  p r e s e n t ,  t h e  c o n v e n t i o n a l  wisdom i s  t h a t  t h e  t a x  

p r o p o s a l s  s en t  t o  C o n g r e s s  by  t h e  A d m i n i s t r a t i o n  l a s t  J an : i a ry  

closely f o l l o w e d  i n  t h e  p o p g l i s t - l i b e r a l  t r a d i t i o n  o f  t h e  

1 9 5 0 s  and e a r l y  70s, w h i l e  t h e  b i l l  passed  by t h e  Hogse o f  

R e p r e s e n t a t i v e s  i n  e a r l y  Asg ' J s t  ( H . R .  1 3 5 1 1 )  skewed t h e  

d i s t r i b g t i o n  o f  i n d i v i d u a l  income t a x  cclts much more h e a v i l y  

i n  f a v o r  o f  m i d d l e - and gppe r - income  t a x p a y e r s  t h a n  n o r m a l l y  

had been  t h e  case i n  t h e  p a s t .  / Somewhere i n  t h e  

-/ I t  s h o 3 l d  be n o t e d  t h a t  t h i s  a n a l y s i s  d e a l s  o n l y  w i t h  t h e  
F e d e r a l  i n d i v i d g a l  income t a x .  Many f i n d i n g s  wogld  b e  
d i f f e r e n t  i f  c h a n g e s  i n  S o c i a l  S e c t l r i t y  p a y r o l l  t a x e s  w e r e  
a l s o  c o n s i d e r e d .  
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d i s c u s s i o n  t h e r e  is u s u a l l y  i n c l 2 d e d  t h e  e x p l a n a t i o n  t h a t  the 

poor  and lower - income  f a m i l i e s  had b e e n  g i v e n  more t h a n  

enough  of  t h e  " t a x  l a r g e s s "  i n  p r i o r  y e a r s  and  t h e  c o u n t r y  

wogld be  f a c e d  w i t h  an  u n p a r a l l e d  t a x  r e v o l t  i f  t h e  p a s t  

p a t t e r n ,  was r e p e a t e d .  

A d d i t i o n a l  e v i d e n c e  t o  s u p p o r t  t h e  r e v o l t  s c e n a r i o  was 

p r o v i d e d  b y  t h e  2 - to -1  v i c t o r y  o f  P r o p o s i t i o n  13 ( t h a t  

s Q b s t a n t i a l l y  c u t  p r o p e r t y  t a x e s  i n s C a l i f o r n i a )  and t h e  

i n t r o d u c t i o n  ( o r  t h r e a t  o f  i n t r o d u c t i o n )  o f  s i m i l a r  m e a s u r e s  

i n  s e v e r a l  o t h e r  S t a t e s .  The i n t e r e s t i n g  q u e s t i o n  a t  t h i s  

p o i n t  seems t o  b e ,  wh ich  ( i f  a n y )  o f  t h e s e  a l l e g a t i o n s  a r e  

t r u e ?  

P e r h a p s  t h e  b e s t  way t o  a s s e s s  wha t  took  p l a c e  d u r i n g  t h e  

p a s t  1 5  y e a r s  i s  t o  examine  t h e  n e t  c h a n g e  i n  t h e  d i s t r i b u t i o n  

o f  t a x  b u r d e n s  be tween  t h e  b e g i n n i n g  and end o f  t h e  p e r i o d .  

I n f o r m a t i o n  on  t a x  l i a b i l i t i e s  and c h a n g e s  b e t w e e n  1964 and  

1978  is shown i n  T a b l e  2. A t  t h e  t ime o f  i t s  e n a c t m e n t ,  t h e  

RevenQe A c t  o f  1 9 6 4  was e s t i m a t e d  t o  i n v o l v e  a r e v e n u e  l o s s  of  

some $10  t o  $ 1 2  b i l l i o n ,  when compared  w i t h  t h e  l a w  t h e n  i n  

e f f e c t .  The f i g u r e s  i n  T a b l e  2 i n d i c a t e  t h a t  a t  1978 income 

l e v e l s  t h e  r e v e n u e  loss a s s o c i a t e d  w i t h  t h a t  l e g i s l a t i o n  would 

now be a b o u t  $37 b i l l i o n .  
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Of p a r t i c u l a r  i n t e r e s t  f o r  t h i s  a n a l y s i s  is t h e  

d i s t r i b u t i o n  o f  t h e  t o t a l  c u t  among f a m i l i e s  a t  d i f f e r e n t  

income l e v e l s .  The 22.3 m i l l i o n  t a x p a y e r s  w i t h  i n c o m e s  m d e r  

$5 ,000  a c c o u n t  f o r  a b o u t  o n e - f o u r t h  o f  a l l  r e t u r n s .  -/ 

-/ I f  t h e  e a r l i e r - y e a r  r e t u r n s  t h a t  a r e  now " m i s s i n g "  f rom t h e  
d a t a  f i l e  were i n c l u d e d ,  t h e r e  is  l i t t l e  d o u b t  t h a t  t h e  "Under  
$5 ,000 ' '  income c l a s s  would i n c l u d e  a t  l e a s t  30 p e r c e n t  o f  a l l  
r e t u r n s .  

Between 1964 and 1978 ,  t h e  a v e r a g e  e f f e c t i v e  t a x  r a t e  f o r  

t hese  r e t u r n s  d r o p p e d  by more t h a n  8 p e r c e n t a g e  p o i n t s  and  

t h e i r  a g g r e g a t e  t a x  l i a b i l i t y  d r o p p e d  b y  more t h a n  1 0 0  

p e r c e n t .  -/ I n  s i m i l a r  f a s h i o n ,  t h e  e f f e c t ' i v e  r a t e  f o r  t h e  

-/ I t  is p o s s i b l e  f o r  low-income r e t u r n s  t o  h a v e  n e g a t i v e  t a x  
l i a b i l i t y  b e c a u s e  o f  t h e  r e f u n d a b l e  e a r n e d - i n c o m e  c r e d i t  
e n a c t e d  i n  1975.  

1 9 . 2  m i 3 . l i o n  r e t u r n s  i n  t h e  $ 5 , 0 0 0  t o  $ 1 0 , 0 0 0  i n c o m e  c l a s s  

d r o p p e d  b y  o v e r  6 p e r c e n t a g e  p o i n t s  d u r i n g  t h e  1 5 - y e a r  

i n t e r v a l  and t h e  a g g r e g a t e  t a x  l i a b i l i t y  o f  t h e s e  r e t u r n s  

d r o p p e d  b y  more t h a n  5 0  p e r c e n t .  

W h i l e  t h e s e  a r e  i m p r e s s i v e  d r o p s ,  a g a i n  t h e  d a t a  a r e  

u n d e r s t a t i n g  t h e  s i t u a t i o n  b e c a u s e  t h e  v e r y  l owes t  income 

r e t l r n s  a r e  a b s e n t .  Over t h e  c o u r s e  o f  t i m e ,  a l a r g e  



-- 

-- 
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p r o p o r t i o n  of  t h e  l o w e s t - i n c o m e  u n i t s  s i m p l y  h a v e  b e e n  u n a b l e  

t o  p a r t a k e  i n  a n y ' a d d i t i o n a l  t a x  c u t s  b e c a g s e  t h e i r  t a x  

l i a b i l i t y  was a l r e a d y  down t o  zero and we h a v e  o n l y  l i m i t e d  

r e f g n d s  ( e . g . ,  t h e  e a r n e d - i n c o m e  c r e d i t )  f o r  s u c h  t a x  u n i t s .  

Dur ing  t h e  same t ime p e r i o d ,  e f f e c t i v e  t a x  r a t e s  f o r  

t h o s e  w i t h  incomes  o f  $ 5 0 , 0 0 0  and o v e r  -- who compromise t h e  

t o p  2 p e r c e n t  o f  t h e  p o p u l a t i o n  f e l l  by o n l y  0 .2  p e r c e n t a g e  

p o i n t s .  And t h e  e f f e c t i v e  t a x  r a t e  f o r  t h o s e  i n  t h e  $ 1 0 0 , 0 0 0  

and o v e r  income c l a s s  r o s e  s l i g h t l y  f rom 34.6 p e r c e n t  t o  

35 .3  p e r c e n t .  

An e q u a l l y  i l l u m i n a t i n g  p i c t u r e  o f  wha t  occured t o  t h e  

t a x  l i a b i l i t i e s  o f  t h e  low-income p o p u l a t i o n  c a n  be s e e n  b y  

e x a m i n i n g  t h e  e f f e c t i v e  t a x  r a t e s  shown i n  T a b l e  3 .  Tax 

r e l i e f  f o r  t h o s e  i n  t h e  l owes t  income g r o u p  ( u n d e r  $ 1 0 , 0 0 0 )  

o b v i o u s l y  was s g b s t a n t i a l  s i n c e  t h e  p e r c e n t a g e  o f  t h e i r  

expanded  income t h a t  went  f o r  t a x  p a y m e n t s  d r o p p e d  f rom a l m o s t  

11 p e r c e n t  u n d e r  1964  l a w  t o  a b o u t  4 p e r c e n t  g n d e r  

c Q r r e n t  law. As c a n  be  s e e n  i n  t h e  r e m a i n d e r  o f  t h e  t a b l e ,  

t h e  p e r c e n t a g e  p o i n t  r e d u c t i o n s  i n  e f f e c t i v e  t a x  r a t e s  f o r  

t a x p a y e r s  i n  t h e  o t h e r  income c l a s s e s  were c o n s i d e r a b l y  Lower 

d u r i n g  t h e  1964-78 p e r i o d .  
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T h e  d a t a  i n  T a b l e  2 ( p l u s  t h e  inore d e t , a i l e d  i n f o r m a t i o n  

g i v e n  f o r  t h e  laws i n  i n t e r v e n i n g  y e a r s  i n  T a b l e  3 )  s t r o n g l y  

s u p p o r t  t h e  p r o p o s i t i o n  t h a t  t a x  c u t s  d u r i n g  t h e  p a s t  1 5  y e a r s  

were e x t r e m e l y  p r o g r e s s i v e .  

Moreove r ,  i t  is i n e v i t a b l e  t h a t  f u t r J r e  t a x  cu t s  w i l l  h a v e  

t o  b e  c o n c e n t r a t e d  among w e a l t h i e r  g r o u p s  i n  t h e  economy. The 

r e a s o n  f o r  t h i s  is t h a t  t h e  v a r i o u s  s t r u c t u r a l  c h a n g e s  e n a c t e d  

be tween  1964 and 1978 removed 13 m i l i i o n  ( a b o o t  7 4  p e r c e n t )  o f  

t h e  r e t a r n s  w i t h  incomes  be low $5 ,000  t h a t  were t a x a b l e  u n d e r  

1964 l a w  from t h e  t a x  r o l l s .  An a d d i t i o n a l  3 m i l l i o n  ( a  

l i t t l e  o v e r  16 p e r c e n t )  of a l l  f o r m e r l y  t a x a b l e  r e t u r n s  w i t h  

incomes  o f  $ 5 , 0 0 0  t o  $ l O , O O , O  were a l s o  removed.  

S ince  i t  is n o t  p o s s i b l e  t o  p r o v i d e  v e r y  much a d d i t i o n a l  

r e l i e f  t o  f a m i l i e s  i n  t h e  v e r y  l o w e s t  income b r a c k e t s ,  a t a x  

r e l i e f  b i l l  t h a t  c o n t a i n e d  s g b s t a n t i a l  c u t s  c o n c e n t r a t e d  among 

t h e  51 p e r c e n t  o f  a l l  f a m i l i e s  w i t h  i ncomes  b e t w e e n  $5 ,000  a n d  

520,000 wos ld  now be needed t o  c o n t i n u e  t h e  p r o g r e s s i v e  

p a t t e r n  of  t a x  r e l i e f  t h a t  h a s  t a k e n  p l a c e  d w i n g  t h e  p a s t  1 5  

y e a r s .  C o n v e r s e l y ,  s g b s t a n t i a l  new c g t s  a imed a t  t h e  18.8 

m i l l i o n  f a m i l i e s  w i t h  incomes  o f  $ 3 0 , 0 0 0  t o  $50,000 

e s s e n t i s l l y  t h e  r i c h e s t  25  p e r c e n t  o f  a l l  f a m i l i e s  i n  t h e  

U n i t e d  S t a t e s  -- would r e v e r s e  s u b s t a n t i a l l y  t h e  t r e n d  o f  t h e  

r e c e n t  p a s t .  
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C u r r r e n t  Law Compared w i t h  t h e  1978 C a r t e r  P r o p o s a l  

, and The  C o n g r e s s i o n a l  A l t e r n a t i v e s  f o r  F u t u r e  Y e a r s  

I n  t h e  p r e c e d i n g  s e c t i o n ,  i t  i s  e a s y  t o  see t h e  t e n d e n c y  

t o w a r d s  r e l a t i v e l y  s t a b l e  t a x  b g r d e n s  f o r  t h o s e  a t  t h e  gpper 

end o f  t h e  income s c a l e ,  a l o n g  w i t h  s h a r p  d r o p s  for t h o s e  a t  

t h e  b o t t o m  s i n c e  1964. T h i s  t e n d e n c y  t o w a r d s  g r e a t e r  

p r o g r e s s i v i t y  i n  t h e  income t a x  o c c y r r e d  f a i r l y  q u i e t l y ,  w i t h  

l i t t l e  e x p l i c i t  d e b a t e  a b o g t  t h e  " p r o p e r  d i s t r i b g t i o n "  o f  t h e  

t a x  b s r d e n  or  t h e  d i s t r i b g t i o n  o f  a f t e r - t a x  income.  I t  was 

f a i r l y  g e n e r a l l y  a g r e e d  t h a t  whenever  t a x e s  were c u t ,  a 

r e l a t i v e l y  l a r g e  p r o p o r t i o n  o f  t h e  b e n e f i t s  s h o u l d  g o  t o  t h o s e  

a t  t h e  low end of t h e  income s c a l e .  

P r e s i d e n t  C a r t e r ' s  p r o p o s e d  c h a n g e s  t o  t h e  p e r s o n a l  

i ncome  t a x  s t r y c t i J r e ,  i n t r o d u c e d  a s  H.R.  1 2 0 7 8  i n  t h e  House o f  

R e p r 2 s e n t a t i v e s  l a s t  s p r i n g ,  would h a v e  c o n t i n g e d  t h e  g e n e ' r a l  

j a t t e r n  o f  t h e  l a s t  1 5  y e a r s .  E f f e c t i v e  t a x  r a t e s  f o r  t h o s e  

w i t h  i n c o n e s  g n d e r  $ 2 0 , 0 0 0  wogld h a v e  d r o p p e d  a l i t t l e ,  w h i l e  

t h e  r a t e s  f o r  t h e  more a f f l g e n t  wogld h a v e  r i s e n  i! b i t .  I n  

t h e  a g g r e g a t e ,  t h e  e f f e c t i v e  t a x  r a t e  f o r  a l l  i n d i v i d g a l s  

wogPd h a v e  d r o p p e d  by  1.1 p e r c e n t a g e  p o i n t s  ( s e e  T a b l e  4 ) .  
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The mos t  s i g n i f i c a n t  a s p e c t s  o f  t h e  C a r t e r  p r o p o s a l s  f o r  

i n c r e a s i n g  t ax  p r o g r e s s i v i t y  were t h e  $ 2 4 0  t a x  c r e d i t  t h a t  

would h a v e  r e p l a c e d  t h e  c u r r e n t  $750  pe r sona l  e x e m p t i o n  p l u s  

t h e .  lower t a x  r a t e  s c h e d u l e s .  By t h e m s e l v e s  t h o s e  p r o v i s i o n s  

would h a v e  r e s u l t e d ' i n  a r e v e n u e  loss o f  $ 2 0 . 4  b i l l i o n  d o l l a r s  

a t  1978 income l e v e l s ;  and  o f  t h i s  t o t a l ,  aboDt  4 0  p e r c e n t  o f  

t h e  t a x  r e l i e f  would h a v e  g o n e  t o  t a x p a y e r s  w i t h  incomes o f  

$ 2 0 , 0 0 0  o r  l ess .  O t h e r  p r o p o s a l s  a f f e c t i n g  i n d i v i d u a l s  would 

h a v e  r a i s e d  r e v e n u e  by $7 .6  b i l l i o n ,  and t h e  n e t  c u t  f o r  

i n d i v i d u a l  t a x p a y e r s  was e s t i m a t e d  t o  b e  $ 1 2 . 7  b i l l i o n .  

I t  was n o t  u n t i l  a f t e r  t h e  p r o p o s a l s  were made p u b l i c  and  

s e n t  t o  t h e  C o n g r e s s  " t h a t , t h e  g r o w i n g  b u r d e n  o f  t a x e s  o n  

m i d d l e - and uppe r - income  t a x p a y e r s "  became a n  i m p o r t a n t  

p o l i t i c a l  i s s u e .  

Based on t h e  d a t a  p r e s e n t e d  e a r l i e r ,  i t  seems t h a t  t h e r e  

was ( a n d  p r o b a b l y  s t i l l  i s )  a s e r i o u s  m i s u n d e r s t a n d i n g  i n  t h e  

C o n g r e s s  and by t h e  g e n e r a l  p Q b l i c  a b o u t  t h e  d i s t r i b u t i o n  o f  

t h e  A d m i n i s t r a t i o n ' s  p r o p o s e d  p e r s o n a l  income t a x  c u t s .  

F a m i l i e s  w i t h  i n c o m e s  b e l o w  $ 2 0 , 0 0 0  c o m p r i s e  more t h a n  7 5  

p e r c e n t  o f  t h e  88 .5  m i l l i o n  t o t a l  r e t u r n s  and  would h a v e  

r e c e i v e d  o n l y  52 p e r c e n t  o f  t h e  i n d i v i d u a l  t a x  r e l i e f  u n d e r  

H.R. 1 2 0 7 8  ( see  T a b l e  5 ) .  A l l  o f  t h e  r e m a i n i n g  c iJ ts  would 



Table 5 

D i s t r i b u t i o n  o f  I n d i v i d u a l  T a x  Change"s b y  
C l a s s  u n d e r  V a r i o u s  Revenue  B i l l s  

S e l e c t e d  Y e a r s ,  1 9 7 6 - 7 8  d/  

(1978 L e v e l s  of Income)  

ExEanded income : 1978 
A d m i n i s t r a t i o n  

I n c o m e  

R e  venue  
A c t  

of 1978 
H.R.  13511 t 

c lass  b /-

($000) 


U n d e r  $ 1 0  

$10 - 20 

20 - 50 

50 a n d  o v e r  

T o t a l  -c/ 

U n d e r  $ 1 0  

$10 -' 20 

20 - 50  

50 a n d  o v e r  

Total -e/ 

-1-1-


: 
p r o p o s a l  

H.R.  12078 

( . . . . . . . . . . . . . . . . $ m i l l i o n s . . . . . . . . . . . . . . . . . . . . )  

-1 ,998 -508 

-4,668 -2 ,124 

-6 ,	458 -5,021 

408 -2,469 

-12,731 -10,271 


P e r c e n t a g e  d i s t r i b u t i o n  o f  t a x  c u t s  

15.7 4.9 


36.7 20.7 


50.7 48.9 


-3.2 24.0 


100.0 100.0 


A u g u s t  25, 1978 

S o u r c e :  	 Computed f r o m  t h e  T r e a s u r y  1975 I n d i v i d u a l  Income ' Q x  T i l e ,  
w i t h  income a n d  p o p u l a t i o n  p r o j e c t e d  t o  1978 levels'." 

0 . 

-a/ All c o m p a r i s G n s  are w i t 2 3  c u , r r e n t  l a w  e f f e c t i v e  f . o r  1978. 

L/' Expanded income is e q u a l  t o  a d j u s t e d  g r o s s  income ( A G I )  p l u s-
i n d i v i d u a l  t a x  p r e f e r e n c e s  less i n v e s t n e n t  i n t e r e s t  e x p e n s e  t o  
t h e  e x t e n t  t h a t  it d o e s  n o t  e x c e e d  i n v e s t m e n t  i ncome .  

-c/ I n c l u d e s  n e g a t i v e  i n c o m e s  n o t  shown s e p a r a t e l y :  t h e r e f o r e ,  
c o m p o n e n t s  will n o t  add t o  totals. 



-- 
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h a v e  gone  t o  t h o s e  w i t h  incomes  between $ 2 0 , 0 0 0  and $50 ,000  

f a m i l i e s  t h a t  c o m p r i s e  v i r t u a l l y  a l l  o f  t h e  r e m a i n i n g  f a m i l i e s  

i n  t h e  t o p  q u i n t i l e  o f  t h e  p o p u l a t i o n .  On ly  t h e  r i c h e s t  2 

p e r , c e n t  o f  a l l  f a m i l i e s  would h a v e  e x p e r i e n c e d  a s m a l l  t a x  

h i k e  unde r  t h e  A d m i n i s t r a t i o n  p r o p o s a l s .  S u r e l y ,  a t a x  

program w h e r e  8 7  p e r c e n t  of  t h e  n e t  t a x  c u t s  would h a v e  g o n e  

t o  some .50 p e r c e n t  o f  t h e  f a m i l i e s  w i t h  i n c o m e s  g r e a t e r  t h a n  

t h e  med ian  would b e  o f  g r e a t  b e n e f i t  t o  t h o s e  who i n  r e a l i t y  

a r e  i n  t h e  m i d d l e - and u p p e r - m i d d l e  income c a t e g o r i e s .  

N e v e r t h e l e s s ,  i n s t e a d  o f  t h e  $ 1 2 . 7  b i l l i o n  i n d i v i d y a l  t a x  

c u t  t h a t  t h e  P r e s i d e n t  s e t t l e d  o n ,  t h e  House Ways and Means 

Committee r e p o r t e d  o u t  a b i l l  w i t h  a $10.3. b i l l i o n  i n d i v i d u a l  

t a x  reveniJe  loss. Even t h o u g h  t h e  House b i l l  ( H . R .  13511)  

p r o v i d e s  $2 .5  b i l l i o n  less t a x  r e l i e f  f o r  i n d i v i d u a l s ,  t h e  way 

i n  which  t h e  r e l i e f  i s  d i s t r i b u t e d  among income c l a s s e s  i s  

q i r i t e  d i f f e r e n t  b o t h  f rom t h e  p a t t e r n s  i n  t h e  p a s t  and a l s o  

f rom t h e  d i s t r i b u t i o n  o f  c u t s  i n  t h e  A d m i n i s t r a t i o n ' s  t a x  

p r o p o s a l  (See T a b l e s  6 a n d  7 ) .  

Under H . R .  13511,  f a m i l i e s  w i t h  i n c o m e s  b e l o w  t h e  m e d i a n  

income would r e c e i v e  o n l y  5 p e r c e n t  of t h e  t a x  b e n e f i t s  a s  

compared  w i t h  16 p e r c e n t  u n d e r  t h e  A d m i n i s t r a t i o n  p r o p o s a l .  

A t  t h e  h i g h  end of  t h e  income s c a l e ,  t h e  r i c h e s t  2 p e r c e n t  of 
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a l l  f a m i l i e s  would r e c e i v e  n e a r l y  a q u a r t e r  o f  t h e  t o t a l  

i n d i v i d u a l  t a x  r e l i e f  p r o v i d e d . b y  t h e  House b i l l ;  m d e r  t h e  

A d m i n i s t r a t i o n  p r o p o s a l s  t h e i r  t a x  b u r d e n  would i n c r e a s e  

s l i g h t l y .  

When t h e  two p r o p o s a l s  a r e  v iewed  i n  terms o f  t h e  

p e r c e n t a g e  t a x  c u t  t o  b e  e x p e r i e n c e d  by  f a m i l i e s  a t  v a r i o u s  

income  l e v e l s  ( s ee  T a b l e  7 ) ,  i t  is e v e n  more e v i d e n t  t h a t  t h e  

C a r t e r  p r o p o s a l  was mych more p r o g r e s i v e  t h a n  is H.R.  13511.  

T a x p a y e r s  i n  t h e  $ 5 , 0 0 0  t o  $ 1 0 , 0 0 0  income  c l a s s  would h a v e  

r e c e i v e d  a t a x  c Q t  i n  excess of 2 0  p e r c e n t ;  t h o s e  i n  t h e  

$ 1 0 , 0 0 0  t o  $ 3 0 , 0 0 0  income  r a n g e s  w o u l d  h a v e  r e c e i v e d  a g g r e g a t e  

t a x  r e d u c t i o n s  o f  1 0  p e r c e n t  t o  2 0  p e r c e n t ' ;  and  much s m a l l e r  

p e r c e n t g e  r e d u c t i o n s  i n c l u d i n g  a s m a l l  t a x  i n c r e a s e  for 

t h o s e  w i t h  i ncomes  o f  $ 1 0 0 , 0 0 0  and  o v e r  -- would h a v e  g o n e  t o  

t h e  v e r y  r i c h e s t  t a x p a y e r s  Q n d e r  H.R. 1 2 0 7 8 .  Under t h e  

HoQse-passed  m e a s u r e ,  on  t h e  o t h e r  h a n d ,  t h e  a g g r e g a t e  t a x  

r e d x t i o n  amoun t s  t o  5 , 6  p e r c e n t ,  and  c u t s  i n  t h e  4 p e r c e n t  t o  

6 p e r c e n t  r a n g e  a r e  r e a l i z e d  b y  t a x p a y e r s  a t  a l l  income 

l e v e l s .  

T h e  Ho3se -passed  b i l l  n o t  o n l y  f a v o r s  h i g h - i n c o m e  

f a m i l i e s  g e n e r a l l y  b u t  i s  e s p e c i a l l y  b e n e f i c i a l  t o  p e o p l e  w i t h  

w e a l t h  s i n c e  i t  also lowered t h e  maximum t a x  r a t e  o n  income 
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f rom c a p i t a l  g a i n s .  And f i n a l l y ,  t h e  Housq s c u t t l e d  v i r t u a l l y  

a l l  o f  P r e s i d e n t  C a r t e r ' s  t a x  r e f o r m  p r o p o s a l s .  

O b v i o u s l y  Mr. C a r t e r  and t h e  A d m i n i s t r t i o n  b e l i e v e d  t h a t  
1. 


most  Amer icans  w a n t '  " f a i r n e s s "  i n  t h e  form o f  i n c r e a s e d  

p r o g r e s s i v i t y  and f ewer  " l o o p h o l e s "  i n  t h e i r  t a x  s y s t e m .  T h i s  <. 

was r e f l e c t e d  i n  t h e  P r e s i d e n t ' s  t a x  p r o p o s a l s .  What is  

p e r p l e x i n g  is t h a t  t h e  v e r y  same g o a l s  a r e  found i n  t h e  

r e s g l t s  o f  t h e  r e c e n t  Roper S g r v e y .  Roper i n d i c a t e s  t h a t  t h e  

American p u b l i c  c o n s i d e r s  t a x  r e f o r m  t h e  t h i r d  m o s t  p r e s s i n g  

n a t i o n a l  p r o b l e m ,  r a n k i n g  o n l y  b e h i n d  c o n t r o l l i n g  i n f l a t i o n  

and l o w e r i n g  t h e  c r i m e  r a t e .  And s i g n i f i c a n t l y ,  " t a x  r e f o r m "  

t o  t h e  Roper r e s p o n d e n t s  is  e q u a t e d  much more f r e q u e n t l y  w i t h  

t a x  f a i r n e s s  t h a n  w i t h  t a x  r e d g c t i o n s .  

T h e  p o p u l a r i t y  o f  t h e  c a p i t a l  g a i n s  t a x  c u t  p a r t l y  may be  

e x p l a i n e d  by o t h e r  f i n d i n g s  i n  t h e  Roper S u r v e y .  Roper  found  

t h a t ,  by a modes t  m a r g i n ,  A m e r i c a n s  c o n s i d e r  t h e  e x i s t i n g  

t r e a t m e n t  o f  c a p i t a l  g a i n s  t o  be  a " r e a s o n a b l e  d e d g c t i o n "  

r a t h e r  t h a n  a " t a x  l o o p h o l e . ' '  I n d e e d ,  t h e  R e p o r t  i n d i c a t e d  

that " t h e r e  is s t r o n g  s e n t i m e n t  f o r  a l o w e r  c a p i t a l  g a i n s  

t a x . "  Even among p e o p l e  who own no s t o c k ,  only 23 p e r c e n t  

want. t o  t a x  c a p i t a l  g a i n s  a t  t h e  same r a t e  a s  o t h e r  income.  



-27 -


T h i s  seems a n  a n o m a l y ,  i n  l i g h t  of  t h e  f a c t  t h a t  most 

c a p i t a l  g a i n s  g o  t o  t h e  r i c h .  But  p r e s u m a b l y  e v e r y o n e ,  a t  o n e  

t ime o r  a n o t h e r ,  h o p e s  t h a t  he  w i l l  make a p r o f i t  o n  t h e  

m g t u a l  f u n d s  s t o c k  o r  o t h e r  p r o p e r t y  h e  owns. And when h e  

does ,  h e  w a n t s  t h e  c a p i t a l  g a i n s  t a x  b r e a k  w a i t i n g  fo r  him. 

A t  t h i s  t ime ,  o b v i o u s l y  t h e r e  a r e  many p a r a d o x e s  b e t w e e n  

many of t h e  s i J r v e y  f i n d i n g s  and C o n g r e s s i o n a l  a c t i o n .  O f  

c o u r s e ,  H . R .  13511 m g s t  s t i l l  be  p a s s e d  by t h e  S e n a t e  a n d  g o  

t h r o u g h  a c o n f e r e n c e  p r o c e d g r e  t o  r e c o n c i l e  d i f f e r e n c e s  

b e t w e e n  t h e  House and S e n a t e  v e r s i o n s  o f  t h e  b i l l  b e f o r e  i t  

becomes  law. T h u s ,  t h e  f i n a l  b i l l  p a s s e d  by t h e  C o n g r e s s  may 

look q u i t e  d i f f e r e n t  f rom what  we now see: I t  s i m p l y  is  much 

t o o  e a r l y  t o  know w h e t h e r  t h e  economic  and p o l i t i c a l  p 5 n d i t s  

who t h i n k  t h a t  t h e  s h a p e  o f  t h e  c u r r e n t  and f u t u r e  t a x  b i l l s  

is l i k e l y  t o  b e  q u i t e  d i f f e r e n t  f rom t h e  norm d u r i n g  t h e  p a s t  

d e c a d e  o r  so,  o r  w h e t h e r  w e  a r e  i n d e e d  w i t n e s s i n g  a o n e - t i m e  

a b e r r a t i o n .  
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c o n c l u s i o n  

. When a s s e s s e d  i n  p o l i t i c a l  terms, i t  is c l e a r  t h a t  t h e  

p a t t e r n .  o f  e v e r - i n c r e a s i n g  i n d i v i d a a l  income t a x  p r o g r e s s i v i t y  

t h a t  was p r e v a l e n t  d u r i n g  t h e  l a s t  f i f t e e n  y e a r s  is now b e i n g  

s e r i o g s l y  q u e s t i o n e d .  Whatever  t h e  e x a c t  s h a p e  of t h e  t a x  

b i l l  t h a t  f i n a l l y  e m e r g e s  from t h e  9 5 t h  C o n g r e s s  t h i s  f a l l ,  

t h e  d i s t r i b D t i o n a 1  e f f e c t s  a r e  s a r e  t o  be f a r  l e s s  p r o g r e s s i v e  

t h a n  t h e  p a t t e r n  fognd i n  t h e  p a s t .  

I n a s m w h  a s  t h e r e  i s  no p a r t i c a l a r  r e a s o n  why we c a n n o t  

h a v e  b o t h  t a x  r e f o r m  ( i . e . t  i n c r e a s e d  h o r l ' z o n t a l  e q u i t y )  a l o n g  

w i t h  any  d e g r e e  o f  p r o g r e s s i v i t y  i n  t h e  t a x  s y s t e m  t h a t  

is d e s i r e d ,  wha t  i s  now emerg ing  seems  t o  b e  a backward  s t ep  

i n  t h e  f o r m a l a t i o n  o f  t a x  p o l i c y .  Once a t a x a b l e  income b a s e  

i s  d e f i n e d ,  t h e  r a t e s ,  c r e d i t s ,  o r  p e r s o n a l  e x e m p t i o n s  a l l  c a n  

be e a s i l y  m a n i p g l a t e d  so a s  t o  a c h i e v e  any  g i v e n  

d i s t r i b a t i o n a l  e f f e c t  t h a t  i s  d e s i r e d .  

Hence, i t  seems t h a t  n e i t h e r  t h e  A d m i n i s t r a t i o n  n o r  t h e  

C o n g r e s s  h a s  d e a l t  r e a l i s t i c a l l y  w i t h  t h e  s g b s t a n t i v e  

q u e s t i o n s  i n  t h i s  a r e a .  S t r a c u t g r a l  p r o v i s i o n s  i n  t h e  l a w  c a n  

and s h o a l d  be d e a l t  w i t h  s e p a r a t e l y  on t h e i r  mer i t s  ( o r  
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demer i t s ! ) .  Once t a x a b l e  income is d e f i n e d  and  o n l y  after 

t h a t  is  c o m p l e t e d  s h o u l d  t h e  C o n g r e s s  t a c k l e  t h e  q u e s t i o n  

o f  d i s t r i b g t i n g  t a x  b u r d e n s  among p e r s o n s  a t  v a r i o g s  income 

l e v e l s .  The f i n a l  o u t c o m e  m i g h t  b e  a s g b s t a n t i a l l y  l e s s  

p r o g r e s s i v e  s y s t e m  t h a n  now e x i s t s ;  i t  m i g h t  s i m p l y  be a 

p r o p o r t i o n a l  t a x  on  a n e w l y  d e f i n e d  t a x  b a s e ;  o r  c o n c e i v a b l y ,  

i t  m i g h t .  e v e n  b e  a r e g r e s s i v e  r a t e  s c h e d u l e  w i t h  t h o s e  i n  t h e  

low t a x  b r a c k e t s  p a y i n g  h i g h e r  m a r g i n a l  r a t e s  t h a n  t h o s e  a t  

t h e  t o p .  

Wha teve r  t h e  f i n a l  o u t c o m e ,  t h e  r a t i o n a l  way t o  enac t  t a x  

l e g i s l a t i o n  would seem t o  r e q u i r e  d e a l i n g  w i t h  i t  i n  t h e  o r d e r  

t h a t  i s  o u t l i n e d  a b o v e .  
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APPENDIX A 

Sgmmary of M a j o r  I n d i v i d u a l  Tax P r o v i s i o n s  


of Selected Revenge B i l l s ,  1964-78  




-- 
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T h e  Revenge  A c t '  o f  1964, 

A .  D e d u c t i o n s  

1) 5% f l o o r  on i t e m i z e d  d e d u c t i o n s  was e l i m i n a t e d .  

E l i m i n a t e d  d e d u c t i o n s  f o r  s t a t e  and  l o c a l  
t a x e s  o t h e r  t h a n  income ,  s a l e s ,  p r o p e r t y ,  and  
g a s o l i n e  t a x e s .  L i m i t e d  d e d u c t i o n s  f o r  
c a s u a l t y  l o s ses  t o  a m o g n t s  i n  excess o f  $100 .  

2 )  Maximum c h a r i t a b l e  d e d u c t i o n  was i n c r e a s e d  f rom 
. 2 0 %  t o  3 0 %  o f  t a x p a y e r ' s  income f o r  a l l  t y p e s  o f  

c o n t r i b g t i o n s  except  t h o s e  t o  o r g a n i z a t i o n s  n o t  
s u p p o r t e d  by  t h e  p u b l i c  t o  wh ich  t h e  2 0 %  l i m i t  
s t i l l  a p p l i e s .  

3 )  	5 - y e a r  c a r r y o v e r  was p e r m i t t e d  f o r  m u s e d  c h a r i t ­
a b l e  c o n t r i b g t i o n s ,  s t i l l  s u b j e c t  t o  t h e  3 0 %  
l i m i t a t i o n  e a c h  y e a r .  

4 )  	D e d u c t i o n s  f o r  c h i l d  c a r e  were l i b e r a l i z e d  and a 
new d e d u c t i o n  f o r  moving e x p e n s e s  was a d d e d .  

5 )  	T h e  A c t  p e r m i t t e d  a minimgm s t a n d a r d  d e d u c t i o n  o f  
$ 3 0 0  f o r  e a c h  t a x p a y e r  p l g s  $100  f o r  e v e r y
e x e m p t i o n  a l l o w e d  t h e  t a x p a y e r  ( u p  t o  a maximiJm o f  
$ 1 , 0 0 0 ) .  

B .  C a n i t a l  G a i n s  

1) The p e r c e n t a g e  i n c l u s i o n  was r e d u c e d  f o r  c a p i t a l
g a i n s  on s a l e s  o f  s e c u r i t i e s  h e l d  more t h a n  2 
y e a r s  from 5 0 %  t o  4 0 % .  

2 )  	T h e  a l t e r n a t i v e  t a x  on c a p i t a l  g a i n s  was c h t  f rom 
25% t o  2 1 % .  

3 )  S p e c i a l  c a p i t a l  g a i n s  t a x  r e d u c t i o n s  were d e l e t e d .  

C .  Aged 

1) R e t i r e m e n t  i ncome  c r e d i t  was r e d u c e d  from 2 0 %  t o  
1 5 % .  

2 )  3 more s p e c i a l  p r o v i s i o n s  were a d d e d :  
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a) 	 P r o f i t s  f rom t h e  s a l e  o f  t h e  p r i n c i p a l

r e s i d e n c e  by  p e r s a n s ' 6 5  y e a r s  and o v e r  were 
g i v e n  a o n e - t i m e  c a p i t a l  g a i n s  e x e m p t i o n  o f  up  
t o  $20 ,000 ;  

b )  	For  a husband  and w i f e  b o t h  o v e r  6 5 ,  t h e  
l i m i t  on  income s g b j e c t  t o  r e t i r e m e n t  c r e d i t  o n  
j o i n t  r e t g r n s  was r a i sed  5 0 %  from $ 1 , 5 2 4  t o  
$ 2 , 2 8 6 ;  

c )  	C o s t  o f  m e d i c i n e s  and  d r u g s  p g r c h a s e d  by 
p e r s o n s  o v e r  6 5  was made f u l l y  d e d u c t i b l e .  

D .  I ncome  A v e r a a i n a  

1) A v e r a g i n g  of  income  o v e r  .a  5 - y e a r  p e r i o d  was 
a l l o w e d  i f  income i n  t h e  c g r r e n t  y e a r  e x c e e d e d  t h e  
a v e r a g e  o f  t h e  f o u r  p r i o r  y e a r s  b y  33-1/3 p e r c e n t  
and t h i s  excess was g r e a t e r  t h a n  $ 3 , 0 0 0 .  

2 )  	A v e r a g i n g  was a v a i l a b l e  t o  t a x p a y e r s  who had b e e n  
s e l f - s u p p o r t i n g  f o r  5 y e a r s .  

E .  S t o c k  O p t i o n s  

L i m i t e d  s t o c k  o p t i o n  p r i v i l e g e  was p r o v i d e d  t o  cases  
where  i t  was u s e d  f o r  i n c e n t i v e  p u r p o s e s  and t h e  
c h a n c e  o f  m a n i p u l a t i o n  was e l i m i n a t e d :  

1 )  s t o c k  m u s t  be  h e i d  f o r  3 y e a r s  o r  more ;  

2 )  	O p t i o n  m u s t  n o t  be f o r  a pe r iod  o f  more t h a n  5 
y e a r s ;  

3 )  The o p t i o n  p r i c e  mus t  be a t  l e a s t  e q u a l  t o ' t h e  . 
m a r k e t  	p r i c e  of  t h e  s t o c k  when t h e  o p t i o n  was  
i s s g e d ;  

4 )  	S t o c k h o l d e r s '  a p p r o v a l  f o r  t h e  o p t i o n s  m u s t  be 
o b t a i n e d ;  

5 )  	The e x t e n t  t o  wh ich  new o p t i o n s  c o u l d  b e  exerc ised  
when o l d  o p t i o n s  were o u t s t a n d i n g  was r e s t r i c t e d .  
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F. 

I 

G. 


S i c k  Pay  

R e d e s i g n e d  t o  b e  o f  a s s i s t a n c e  p r i m a r i l y  t o  p e r s o n s
w i t h  l o n g  i l l n e s s e s :  ' 

1) The e x c l u s i o n  was r e s t r i c t e d  d u r i n g  t h e  f i r s t  30 
d a y s  	o f  a b s e n c e  t o  $ 7 5  p e r  w e e k  o r  75% o f  
e m p l o y e e ' s  r e g u l a r  p a y  ( w h i c h e v e r  was l ess )  ; 

2 )  No e x c l u s i o n  was p e r m i t t e d  d u r i n g  t h e  f i r s t  30  
d a y s  	i f  t h e  e m p l o y e e ' s  s i c k  p a y  e x c e e d e d  7 5 %  o f  
r e g  u 1  a r pay ; 

3 )  	The f u l l  $ 1 0 0  e x c l w i o n  per w e e k  would c o n t i n u e  t o  
a p p l y  o n l y  a f t e r  a n  a b s e n c e  o f  30 d a y s .  

O t h e r  C h a n g e s  

1) P r e m i u m s  p a i d  by e m p l o y e r s  o n  c o v e r a g e  a b o v e  
$ 5 0 , 0 0 0  m d e r  g r o g p - t e r m  i n s u r a n c e  p l a n s  would be 
i n c l u d e d  i n  t h e  t a x a b l e  income of  e m p l o y e e s .  

2 )  	C a p i t a l  l o s s e s  c o u l d  be c a r r i e d  f o r w a r d  a g a i n s t
c a p i t a l  g a i n s  and a t  l e a s t  $ 1 , 0 0 0  o f  o r d i n a r y  
income p e r  y e a r  f o r  a n  i n d e f i n i t e  p e r i o d  r a t h e r  
t h a n  t h e  5 - y e a r  l i m i t  u n d e r  p r i o r  l aw .  

3 )  	P e r s o n a l  h o l d i n g  company p r o v i s i o n s  were 
t i g h t e n e d .  

4 )  	T h e  1962 rg l e  which  d i s a l l o w e d  a s  a d e d u c t i o n  a 
p o r t i o n  o f  t r a v e l  e x p e n s e s  f o r  c e r t a i n  b u s i n e s s  
t r i p s  which  a r e  combined  w i t h  a v a c a t i o n  was 
r e p e a l e d .  

5 )  	A n  i n t e r e s t  d e d g c t i o n  was d e n i e d  f o r  a m o g n t s  
bo r rowed  g n d e r  a s y s t e m a t i c  p l a n  t o  p a y  p remiums  
OR l i f e  i n s u r a n c e .  

H. F i n a l  r a t e  s t r u c t u r e  b e g a n  a t  1 4 %  and  e n d e d  a t  7 0 %  i n  
a s 3 b s t a n t i a l  downward r e v i s i o n  o f  t h e  m a r g i n a l  t a x  r a t e  
s c h e d g l e .  I n s t e a d  o f  two  $ 1 , 0 0 0  b r a c k e t s ,  t h e  r a t e  
s c h e d g l e  began  w i t h  f o u r  $500  b r a c k e t s .  T h e  t o p  
b r a c k e t  b e g a n  a t  $ 1 0 0 , 0 0 0  t a x a b l e  income r a t h e r  t h a n  
$ 2 0 0 , 0 0 0  a s  b e f o r e .  
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Tax  Reform A c t  o f  1969 

A .  I n c r e a s e s  i n  P e r s o n a l  E x e m p t i o n  and  S t a n d a r d  D e d u c t i o n  

1 )  The p e r s o n a l  e x e m p t i o n  was i n c r e a s e d  f r o m  $600 t o  
1 	 $625 f o r  c a l e n d a r  y e a r  1970 ;  t o  $650 on J g l y  1, 1 9 7 0 ;  

t o  $650 f o r  1971 ;  t o  $700  f o r  1972 ;  and  t o  $ 7 5 0  f o r  
1973  and  t h e r e a f t e r .  

2 )  	.The s t a n d a r d  d e d u c t i o n  was i n c r e a s e d  t o  1 3 %  w i t h  a 
$1 ,500  c e i l i n g  i n  1 9 7 1 ;  t o  1 9 %  w i t h  $ 2 , 0 0 0  c e i l i n g  i n  
1972;  and  t o  1 5 %  w i t h  a $ 2 , 0 0 0  c e i l i n g  i n  1 9 7 3  a n d  
t h e r e a f t e r .  ( C e i l i n g s  f o r  m a r r i e d  t a x p a y e r s  f i l i n g  
s e p a r a t e  r e t g r n s  were 1 /2  t h e  a b o v e  a m o u n t s . )  

B .  Low-income A l l o w a n c e  R e v i s e d  Over  3 - y e a r  P e r i o d  

The p r i o r  minimgm s t a n d a r d  d e d u c t i o n  o f  $ 2 0 0  p l u s  
$ 1 0 0  p e r  e x e m p t i o n  w i t h  a $ 1 , 0 0 0  l i m i t  was c h a n g e d  t o  
a f l a t  $ 1 , 0 0 0  minimum s t a n d a r d  d e d g c t i o n .  The new 
minimiJm s t a n d a r d  d e d u c t i o n  was  $ 1 , 1 0 0  i n  1970 ,  $ 1 , 0 5 0  
i n  1971 ,  and $ 1 , 0 0 0  i n  1972 and  t h e r e a f t e r .  

C .  T a x  T r e a t m e n t  of S i n g l e  P e r s o n s  

The A c t  p r o v i d e d  a new, l o w e r  r a t e  s c h e d u l e  f o r  
s i n g l e  p e r s o n s  e f f e c t i v e  i n  1971 .  T h i s  a s s u r e d  t h a t  
t a x  l i a b i l i t i e s  f o r  s i n g l e  p e r s o n s  d i d  n o t  e x c e e d  1 7 %  
t o  2 0 %  o f  l i a b i l i t i e s  f o r  m a r r i e d  c o u p l e s  f o r  t a x a b l e  
i n c o m e s  b e t w e e n  $ 1 4 , 0 0 0  and $ 1 0 0 , 0 0 0  w i t h  t h e  maximum 
d i f f e r e n t i a l  o f  20% r e a c h e d  a t  a t a x a b l e  income l e v e l  
o f  24 ,000 .  (Under  p r i o r  l a w ,  t h e  d i f f e r e n t i a l  c o u l d  
be a s  m x h  a s  4 2 % . )  

D. Naximum Tax 

The f i f t y  p e r c e n t  maximgm m a r g i n a l  t a x  r a t e  on  
e a r n e d ,  p e r s o n a l - s e r v i c e  income was i n t r o d g c e d .  For 
t a x a b l e  y e a r s  a f t e r  December 31, 1970  and  b e f o r e  
J a n g a r y  1, 1 9 7 2 ,  t h e  maximgm r a t e  was 6 0 %  and f o r  
t a x a b l e  y e a r s  b e g i n n i n g  J a n g a r y  1, 1 9 7 2  o r  l a t e r ,  t h e  
maximum r a t e  was 5 0 % .  

E. Minimgm T a x  on  P r e f e r e n c e  Income 

A 1 0  p e r c e n t  minimgm t a x  on t a x  p r e f e r e n c e  i tems s u c h  
a s  e x c l g d e d  c a p i t a l  g a i n s ,  excess d e p l e t i o n  and  
d e p r e c i a t i o n ,  and  o t h e r  t a x  s h e l t e r  i tems was 
i n t r o d u c e d  I n  t h e  1 9 6 9  A c t .  
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Tax  R e d u c t i o n  A c t  o f  1975  

S p e c i a l  Re fund  o f  1974 I n d i v i d u a l  Income T a x e sA .  

�3. 

C. 

D. 


A r e f u n d  e q u a l  t o  1 0 %  o f  
. l i a b i l i t y  w i t h  a maximum 
r u l e s  d e t e r m i n i n g  amount  
i n d i v i d u a l s  i n  t h e  low-
The r u l e s  a l s o  i n c l u d e d  
r e d u c e d  t h e  r e f u n d ,  b u t  

a n  i n d i v i d u a l ' s  1 9 7 4  t a x  
o f  $ 2 0 0  was  p r o v i d e d .  The 
o f  r e f u n d  f a v o r e d  

and m i d d l e - i n c o m e  b r a c k e t s .  
a p h a s e - o u t  p r o v i s i o n  t h a t  
n o t  b e l o w  $100 u n l e s s  a n  

i n d i v i d u a l  p a i d  l e s s  t h a n  $ 1 0 0  i n  t a x e s .  

Tax C r e d i t  B a s e d  o n  D e p e n d e n t s .  

For  1 9 7 5 ,  a t a x  c r e d i t  e q u a l  t o  $30 m u l t i p l i e d  b y  t h e  
number o f  t a x p a y e r  and d e p e n d e n t  e x e m p t i o n s  ( b u t  n o t  
t h e  e x t r a  e x e m p t i o n s  f o r  a g e  and b l i n d n e s s )  was 
e n a c t e d .  The c r e d i t  c o u l d  n o t  e x c e e d  t h e  t a x p a y e r ' s  
income t a x  f o r  1975.  

S t a n d a r d  D e d u c t i o n  I n c r e a s e  and  C h a n g e s  

1)  The A c t  r e d e f i n e d  t h e  s t a n d a r d  d e d u c t i o n  so t h a t  
t h e  amount  no  l o n g e r  was b a s e d  on  f i l i n g  s t a t u s  of  
i n d  i v i d u a l .  

2 )  	I t  i n c r e a s e d  t h e  amount  o f  s t a n d a r d  d e d u c t i o n  t h a t  
c o u l d  b e  d e d u c t e d  by  a l l  t y p e s  o f  i n d i v i d u a l  
t a x p a y e r s .  

39 	 For  1 9 7 5 ,  t h e  low-income a l l o w a n c e  was $ 1 , 6 0 0  f o r  
s i n g l e s ,  $ 1 , 9 0 0  f o r  m a r r i e d  p e r s o n s  who f i l e d  
j o i n t  r e t u r n s ,  and  $950 f o r  m a r r i e d  c o u p l e s  who. 
f i l e d  s e p a r a t e l y .  

Earned- income Tax  C r e d i t  ( E I C )  

1) The E I C  was a v a i l a b l e  o n l y  t o  low- income workers  
who had d e p e n d e n t  c h i l d r e n  and m a i n t a i n e d  a 
h o u s e h o l d .  

2 )  	The maximum c r e d i t  was e q u a l  t o  1 0 %  o f  a w o r k e r ' s  
f i r s t  $ 4 , 0 0 0  o f  e a r n e d  income o r  $400 and  was 
r e d u c e d  by 1 0 %  o f  A G I  a b o v e  $ 4 , 0 0 0 ;  t h e r e f o r e ,  i t  
was c o m p l e t e l y  e l i m i n a t e d  a t  $ 8 , 0 0 0  o f  A G I .  
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E .  P o s t p o n e  T a x  on  G a i n  From S a l e  o f  R e s i d e n c e  

Tax on c a p i t a l  g a i n  from s a l e  o f  a p r i n c i p a l  
r e s i d e n c e  was p o s t p o n e d  i f  t h e  p r o c e e d s  were 
r e i n v e s t e d  i n  t h e  p g r c h a s e  o r  c o n s t r g c t i o n  o f  a n o t h e r  
p r i n c i p a l  r e s i d e n c e  w i t h i n  18 m o n t h s ,  r a t h e r  than 1 
y e a r  ( a s  was t h e  c a s e  m d e r  p r i o r  l a w ) .  
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Tax Reform A c t  o f  1 9 7 6 .  

A .  Minimum T a x  f o r  I n d i v i d u a l s '  

1) The A c t  r a i s e d  t h e  minimum t a x  r a t e  on p r e f e r e n c e
income t o  1 5  p e r c e n t ,  and t h e  e x e m p t i o n  p r o v i d e d
u n d e r  t h e  minimum t a x  was r e d u c e d  t o  t h e  g r e a t e r  of 

. $10,000 o r  1 / 2  o f  t h e  r e g u l a r  t a x  l i a b i l i t y .
2 )  N e w  p r e f e r e n c e s  i tems were added f o r :  

a )  I t e m i z e d  d e d u c t i o n s  ( o t h e r  t h a n  m e d i c a l  a n d  
. c a s u a l t y  l o s s )  i n  excess o f  6 0 %  o f  A G I ;  

b )  	I n t a n g i b l e  d r i l l i n g  c o s t s  i n  e x c e s s  o f  t h e  
amount  d e d u c t i b l e  i f  c a p i t a l i z e d  and ' a m o r t i z e d  
o v e r  1 0  y e a r s ;  a n d  

c )  	A c c e l e r a t e d  d e p r e c i a t i o n  on  a l l  p e r s o n a l  
p r o p e r t y  s l s b j e c t  t o  a l e a s e  ( i n c l u d i n g
a c c e l e r a t i o n  t h a t  r e s v J l t e d  from A D R ) .  

B .  E x t e n s i o n s  o f  I n d i v i d u a l  Income  Tax  R e d u c t i o n s  

1) G e n e r a l  Tax C r e d i t  * (Revenue  A d j u s t m e n t  Act of 1 9 7 5 ) .  

The c r e d i t  was e q u a l  t o  t h e  g r e a t e r  o f  $ 3 5  p e r
c a p i t a  o r  2 %  of t h e  f i r s t  $ 9 , 0 0 0  o f  t a x a b l e  
income. I t  was e x t e n d e d  f o r  t h e  s e c o n d  6 m o n t h s  
o f  1976  and f o r  c a l e n d a r  y e a r  1977 .  

2 )  	S t a n d a r d  D e d u c t i o n  Made P e r m a n e n t  (Revenue  A d j u s t m e n t  
A c t  o f  1 9 7 5 ) .  

Minimum s t a n d a r d  d e d g c t i o n  r e m a i n e d  a t  $ 1 , 7 0 0  f o r  
s i n g l e  r e t u r n s  a n d  $ 2 , 1 0 0  f o r  j o i n t  r e t u r n s ;  thre 
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p e r c e n t a g e  s t a n d a r d  d e d g c t i o n  r e m a i n e d  a t  1 6 % ;  a n d  
t h e  maximum s t a n d a r d  d e d u c t i o n  r e m a i n e d  a t  $ 2 , 4 0 0  
f o r  s i n g l e  r e t u r n s  and  $ 2 , 8 0 0  f o r  j o i n t  r e t u r n s .  

3 )  Earned- income C r e d i t :  

a )  	The  c r e d i t  was e x t e n d e d  t h r o u g h  t h e  l a s t  6 
m o n t h s  o f  1976  and c a l e n d a r  y e a r  1977 ;  a n d  

d' 8 b) 	 E l i g i b i l i t y  f o r  t h e  c r e d i t  was e x t e n d e d  t o  
p e b p l e  w i t h  a d u l t  d i s a b l e d  d e p e n d e n t s  and t o  
p e o p l e  who m a i n t a i n e d  a h o g s e h o l d  f o r  a c h i l d  
who was e i t h e r  a s t u d e n t  o r  g n d e r  a g e  1 9 ,  b u t  

n o twho were - e n t i t l e d  t o  c l a i m  a p e r s o n a l
e x e m p t i o n  f o r  t h e  c h i l d .  

C.  Tax S i m P l i f i c a t i o n  f o r  I n d i v i d g a l s  

1) R e v i s i o n  o f  Tax T a b l e s  f o r  I n d i v i d u a l s .  

N e w  t a b l e s  f o r  i n d i v i d u a l s  w i t h  t a x a b l e  incomes  o f  
$ 2 0 , 0 0 0  o r  l e s s  t o  be  u s e d  by  b o t h  i t e m i z e r s  and  
t h o s e  u s i n g  t h e  s t a n d a r d  d e d g c t i o n  were 
e s t a b l i s h e d .  

2 )  D e d g c t i o n  f o r  Alimony.  

Changed a l i m o n y  f rom an  i t e m i z e d  d e d u c t i o n  t o  a 
d e d t l c t i o n  i n  a r r i v i n g  a t  AGI a f t e r  December 31,  
1976 .  

3 )  R e v i s i o n  o f  R e t i r e m e n t  Income C r e d i t :  

a )  	The A c t  s i m p l i f i e d  t h e  e l i g i b i l i t y  on t h e  
c r e d i t  and i n c r e a s e d  t h e  maximum b a s e  f o r  
t h e  c r e d i t  f o r  a ' s i n g l e  p e r s o n  t o  $ 2 , 5 0 0  a n d  
f a r  a m a r r i e d  c o u p l e  t o  $ 3 , 7 5 0 ;  

b )  	I t  e l i m i n a t e d  t h e  p a r a l l e l  t o  S o c i a l  S e c u r i t y
by  making  t h e  c r e d i t  a v a i l a b l e  f o r  e a r n e d  
income a s  well  a s  r e t i r e m e n t  income and renamed 
t h e  p r o v i s i o n  " c r e d i t  f o r  t h e  e l d e r l y ; "  

c )  	I t  r e d u c e d  t h e  maximgm amount  o f  c r e d i t  base b y
1/2 o f  A G I  i n  excess o f  $ 7 , 5 0 0  f o r  a s i n g l e  
p e r s o n  a n d  $ 1 0 , 0 0 0  f o r  a m a r r i e d  coup le  f i l i n g  
a j o i n t  r e t g r n .  The maximum amount  was r ed t l ced  
b y  exempted  S o c i a l  S e c 3 r i t y  and r e t i r e m e n t  
income;  

c 
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d )  	For  p g b l i c  r e t i r e m e n t  s y s t e m  , r e t i r ees  u n d e r  
a g e  6 5 ,  t h e  b a s e  f o r  t h e  c r e d i t  was i n c r e a s e d  
t o  t h e  same a m o u n t s  a s  f o r  t h o s e  a g e  6 5  
o r  o v e r  . 

4 )  	C r e d i t  f o r  C h i l d - c a r e  E x p e n s e s :
# 

1 
 1,

a )  T h e l d e d u c t i o n  was c o n v e r t e d  t o  a t a x  c r e d i t  o f  2 0 %  
*, of  e l i g i b l e  e x p e n d i t u r e s .  The maximum l i m i t  was 
, $2,000 '  f o r  o n e  d e p e n d e n t  a n d  $ 4 , 0 0 0  f o r  two o r  

more d e p e n d e n t s .  A l so ,  t h e  $ 3 5 , 0 0 0  i n c o m e  l i m i t  
u n d e r  p r i o r  l a w  was e l i m i n a t e d ;  

b )  	The  d i s t i n c t i o n  b e t w e e n  e x p e n s e s  f o r  s e r v i c e s  
i n s i d e  and o g t s i d e  t h e  home f o r  c h i l d r e n  was 
e l i m i n a t e d ;  

c )  	The c r e d i t  was e x t e n d e d  t o  m a r r i e d  c o u p l e s  where  
o n e  s p o t l s e  worked p a r t - t i m e  o r  was a s t u d e n t  a n d  
t o  a d i v o r c e d  or  s e p a r a t e d  p a r e n t  who had c u s t o d y
o f  t h e  c h i l d ;  

d )  P a y m e n t s  t o  r e l a t i v e s  who a r e  n o t- d e p e n d e n t s  o f  
t h e  t a x p a y e r  were made e l i g i b l e  f o r  t h e  c r e d i t  i f  
t h e  s e r v i c e s  p e r f o r m e d  were t a x e d  u n d e r  S o c i a l  
Sec l j r  i t y  . 

5 )  Si*k-pay a n d .  C e r t a i n  D i s a b i l i t y  P e n s i o n s :  

a )  	The s i c k - p a y  e x c l u s i o n  was r e p e a l e d  f o r  t e m p o r a r y
a b s e n c e s  from work and  t h e  e x c l u s i o n  o f  LIP t o  
$ 5 , 2 0 0  a y e a r  f o r  r e t i r e e s  u n d e r  a g e  6 5  was 
c o n t i n u e d  o n l y  f o r  t h o s e  who a r e  p e r m a n e n t l y  
and t o t a l l y  d i s a b l e d .  The $ 5 , 2 0 0  e x c l u s i o n  
was redtlced d o l l a r - f o r - d o l l a r  f o r  A G I  r e c e i v e d  
( i n c l u d i n g  d i s a b i l i t y  income)  i n  excess o f  * 

$1  5 , 0 0 0 ;  

b)  	D i s a b i l i t y  p a y m e n t s  were a l l o w e d  f o r  i n j u r i e s  t o  
c i v i l i a n  g o v e r n m e n t  e m p l o y e e s  t h a t  r e s u l t e d  f r o m  
a c t s  of  t e r r o r i s m  a s  i t  d i d  f o r  c o m b a t - r e l a t e d  
i n j u r i e s  g r a n t e d  m i l i t a r y  d i s a b i l i t y  p a y m e n t s .  
The p r o v i s i o n  a l s o  e l i m i n a t e d  t h e  exc l l . s ion  f o r  
non-combat  r e l a t e d  d i s a b i l i t y  p e n s i o n s .  

6 )  Moving E x p e n s e s :  

a )  	The  $ 2 , 5 0 0  maximian d e d g c t i o n  u n d e r  p r i o r  l a w  was 
i n c r e a s e d  t o  $ 3 , 0 0 0  and  t h e  5 0 - m i l e  " d i s t a n c e "  
t e s t  was d e c r e a s e d  t o  35  m i l e s ;  
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b)  	T h e  A c t  exempted  i n - k i n d  s e r v i c e s  o r  r e i m b u r s e d  
moving e x p e n s e s  f o r  members  of  t h e  armed f o r c e s  o n  
a c t i v e  d u t y  moved by m i l i t a r y  o r d e r s .  I t  e x e m p t e d
m i l i t a r y  moves f rom .time and  m i l e a g e  r e q u i r e m e n t s
and e x c l u d e d  c a s h  r e i m b u r s e m e n t s  o r  a l l o w a n c e s  t o  
t h e  e x t e n t  o f  e x p e n s e s  p a i d  o r  i n c u r r e d  ( a s  wel l  

, a s  a l l  i n - k i n d  s e r v i c e s  p r o v i d e d  by  t h e  m i l i t a r y
from t a x a b l e  income)  f rom t a x a b l e  income.  

. 
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Tax R e d u c t i o n  and  S i m p l i f i c a t i o n  A c t  of 1977 

N e w  S t a n d a r d  D e d u c t i o n  

T h e  t w o - p a r t  s t a n d a r d  d e d g c t i o n  (minimum low-income 
a l l o w a n c e  and p e r c e n t a g e  s t a n d a r d  d e d , x t i o n )  was  
e l i m i n a t e d  apd r e p l a c e d  by a f l a t  s t a n d a r d  d e d u c t i o n  
renamed t h e  " z e r o  b r a c k e t  amount . "  The a m o u n t s  were 
$ 3 , 2 0 0  f o r  m a r r i e d  p e r s o n s  f i l i n g  j o i n t  r e t u r n s ,  $ 1 , 6 0 0  
f o r  m a r r i e d  p e r s o n s  f i l i n g  s e p a r a t e l y ,  a n d  $ 2 , 2 0 0  for 
s i n g l e  p e r s o n s  and h e a d s  o f  h o u s e h o l d s .  

B .  N e w  Tax  T a b l e s  and  R a t e  S c h e d g l e s  

1) T a b l e s  were t o  be i s s u e d  by t h e  I n t e r n a l  Revenue  
S e r v i c e  which  i n c o r p o r a t e d  s t a n d a r d  d e d u c t i o n  
f i g u r e s ,  p e r s o n a l  e x e m p t i o n s ,  and t h e  g e n e r a l  t a x  
c r e d i t  t o  b e  g s e d  b y  i n d i v i d u a l  t a x p a y e r s  r e g a r d l e s s
o f  w h e t h e r  t h e y  i t e m i z e d  t h e i r  d e d u c t i o n s .  

2 )  E l e c t i o n  t o  I t e m i z e  D e d u c t i o n s .  

An i n d i v i d u a l  c o g l d  . e l e c t  t o  itemize d e d u c t i o n s  
o n l y  i f  t hese  d e d u c t i o n s  exceed h i s  z e r o  b r a c k e t  
amoun t . 

3 )  	 One-year  e x t e n s i o n  o f  g e n e r a l  t a x  c r e d i t ,  b u t  
l i m i t e d  i n  two ways:, 

a )  	T a x p a y e r  was e n t i t l e d  t o  i n c l u d e  e x e m p t i o n s  f o r  
a g e  and b l i n d n e s s  ( n o t  a l l o w e d  i n  t h e  1 9 7 6  A c t ) ;  
and 

b)  	 M a r r i e d  t a x p a y e r s  who f i l e d  a s e p a r a t e  r e t G r n  . 
Qsed  a $35 per e x e m p t i o n  method t o  c o m p g t e  t h e  
g e n e r a l  t a x  c r e d i t  ( t h e  1976  A c t  s t a t e d  t h a t  t h e  
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g r e a t e r  of one  p e r c e n t  of t h e  f i r s t  $9,000 of 
t a x a b l e  income o r  $ 3 5  f o r  e a c h  p e r s o n a l  and 
dependency e x e m p t i o n  was t o  be w e d ) .  

5 )  	 A one-year  e x t e n s i o n  o f  earned- income c r e d i t  was 
p rov  i d  ed . 
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Revenue  A c t  o f  1978 

A .  O v e r v i e w  o f  I n d i v i d u a l  Income T a x  R e d u c t i o n s  

. 1) The z e r o - b r a c k e t  

2 ) . N e w  t a x  b r a c k e t s  

3 )  	The g e n e r a l  t a x  
i n c r e a s e  i n  t h e  
$750 t o  $ 1 , 0 0 0 ) .  

4 )  	The g a s o l i n e  t a x  
m e d i c a l  e x p e n s e  

amount  w i l l  b e  i n c r e a s e d .  

and r a t e  c h a n g e s  w i l l  b e  i n s t i t u t e d .  

c r e d i t  w i l l  be  r e p l a c e d  w i t h  a $ 2 5 0  
p e r s o n a l  e x e m p t i o n  ( r a i s i n g  i t  f r o m  

d e d s c t i o n  w i l l  b e  d i s a l l o w e d  and t h e  
d e d u c t i o n  s i m p l i f i e d .  

B. 
 B i l l  P r o v i d e s  N e w  T a x  Ra te  S c h e d u l e s  

1) 	The z e r o - b r a c k e t  amount  i n  t h e  j o i n t  r e t u r n  s c h e d u l e  
will i n c r e a s e  from $ 3 , 2 0 0  t o  $ 3 , 4 0 0 .  F o r  s i n g l e  
p e r s o n s  and h e a d s - o f - h o u s e h o l d s ,  t h e  i n c r e a s e  is  f rom 
$ 2 , 2 0 0  t o  $ 2 , 3 0 0 .  Fo r  m a r r i e d  p e r s o n s  f i l i n g  
s e p a r a t e l y ,  t h e  i n c r e a s e  is f r o m  $ 1 , 6 0 0  t o  $ 1 , 7 0 0 :  

a )  	The b i l l  w i l l  i n c r e a s e  t h e  f l o o r  m d e r  i t e m i z e d  
d e d u c t i o n s  by $ 2 0 0  f o r  j o i n t  r e t u r n s  a n d  $ 1 0 0  f o r  
s i n g l e ,  h e a d - o f - h o u s e h o l d ,  and  s e p a r a t e  r e t u r n s ;  

b )  	The z e r o  b r a c k e t  amount  a d d i t i o n  t o  b a s e  p e r i o d
income f o r  income a v e r a g i n g  w i l l  r e m a i n  a t  
e x i s t i n g  l e v e l s .  

2 )  	T h e  s i z e  o f  t h e  t a x  b r a c k e t s  i n  e x c e s s  of  t h e  " z e r o  
b r a c k e t "  w i l l  i n c r e a s e  by 6 p e r c e n t .  

3 )  	T h r e e  o f  t h e  lower t a x  r a t e s  w i l l  b e  r e d u c e d  ( t h e  
p r e s e n t  1 9 ,  2 2 ,  a n d  2 5  p e r c e n t  r a t e s  w i l l  e a c h  b e  
r e d u c e d  by o n e  p e r c e n t a g e  p o i n t  t o  18 ,  2 1 ,  and  2 4  
p e r c e n t ) .  
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C. 

D. 

'7 


E. 

F. 

r 

I n c r e a s e  i n  t h e  P e r s o n a l  E x e m p t i o n  

The p e r s o n a l  e x e m p t i o n  w i l l  i n c r e a s e  from $ 7 5 0  t o  
$ 1 , 0 0 0  and t h e  g e n e r a l  t a x  c r e d i t  w i l l  b e  a l l o w e d  t o  
e x p i r e  a t  t h e  end o f  1978. 

F i l i n g  Income  L e v e l s  I n c r e a s e d  

.Because  o f  t ' h e  i n c r e a s e  i n  " z e r o  b r a c k e t "  a m o u n t s  
and i n  t h e  p e r s o n a l  e x e m p t i o n ,  income l e v e l s  a t  
which a t a x  r e t u r n  mus t  b e  f i l e d  w i l l  r i s e :  

a )  	N e w  f i l i n g  l e v e l s  w i l l  b e  $ 3 , 3 0 0  f o r  a s i n g l e  
p e r s o n ,  $ 5 , 4 0 0  f o r  a m a r r i e d  c o u p l e  b o t h  o f  whom 
a r e  u n d e r  a g e  65; $ 6 , 4 0 0  i f  o n l y  o n e  s p o u s e  is 65  
o r  o v e r ,  and $ 7 , 4 0 0  i f  b o t h  s p o u s e s  a r e  a g e  6 5  o r  
o v e r .  

Earned- income C r e d i t  S i m p l i f i e d  and  Made P e r m a n e n t  

1) The a l l o w a b l e  e a r n e d - i n c o m e  c r e d i t  f o r  a n y  t a x a b l e  
y e a r  w i l l  n o t  exceed t h e  excess  o f  $ 4 0 0  o r  1 0  
p e r c e n t  o f  t h e  excess o f  A G I  ( o r  i f  g r e a t e r ,  e a r n e d  
income)  o v e r  $ 4 , 0 0 0 ;  a n d  

2 )  	I n d i v i d g a l s  w i t h  e a r n e d  income l e s s  t h a n  $ 4 , 0 0 0  and  
A G I  g r e a t e r  t h a n  $ 4 , 0 0 0  w i l l  r e c e i v e  a n  i n c r e a s e  i n  
t h e  amount  o f  c r e d i t  a l l o w e d .  

I t e m i z e d  D e d u c t i o n s  

1) T h e  i t e m i z e d  d e d u c t i o n  f o r  s t a t e - l o c a l  n o n b l s i n e s s  
g a s o l i n e  and o t h e r  motor f u e l  t a x e s  w i l l  b e  r e p e a l e d .  

2 )  	T h e  b i l l  w i l l  r e p e a l  t h e  i t e m i z e d  d e d u c t i o n  f o r  o n e  
h a l f  o f  t h e  c o s t  o f  m e d i c a l  i n s u r a n c e  premiums'  ( u p , t o  
$ 1 5 0 )  w i t h o u t  r e g a r d  t o  t h e  g e n e r a l  l i m i t a t i o n  t h a t  
medical  e x p e n s e s  a r e  d e d u c t i b l e  o n l y  t o  t h e  e x t e n t  
t h a t  t h e y  e x c e e d  t h r e e  p e r c e n t  o f  A G I .  The b i l l  
p r o v i d e s  t h a t  o n l y  " p r e s c r i b e d  d r u g s "  and i n s u l i n  
w i l l  be  e l i g i b l e  f o r  t h e  m e d i c a l  e x p e n s e  d e d g c t i o n .  

3 )  	The d e d g c t i o n  f o r  p o l i t i c a l  o r  n e w s l e t t e r  f u n d  
c o n t r i b u t i o n s  w i l l  be  r e p e a l e d ;  h o w e v e r ,  t h e  income 
t a x  c r e d i t  f o r  s u c h  c o n t r i b u t i o n s  w i l l  s t i l l  r e m a i n  
a v a i l a b l e .  
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