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Tax Year 1986 marked the final year of individual income
tax adjustments under the Economic Recovery Tax Act of
1981 (ERTA). Foremost among the changes under ERTA
was a series of tax rate cuts, effective over the first 4 years
of the Act, 1981-1984. For 1985 and 1986, the primary
changes involved indexing for inflation; tax rate brackets,
the standard deduction (or "zero bracket amount"), and
personal exemption amounts were indexed to offset inflation
as measured by the Consumer Price Index (CPI) [1,2]. The
Tax Reform Act of 1986, which took effect in 1987, replaced
ERTA by establishing new tax rates for 1987 and 1988, and
indexing for succeeding years.

Figures A and B present summary tax statistics for 1980
and the subsequent 6 years of policy change under ERTA.
Individual income tax totaled roughly $367 billion for 1986,
or 13 percent more than 1985. For returns that showed
some tax liability, or "taxable returns:' the average income
tax was $4,374, an increase of more than $443 from 1985.
The average tax rate for taxable returns increased to 15.05
percent of adjusted gross income (AGI), the highest rate
since 1982. (For further information on the number of
returns, income tax, and average tax by size of AGI, see
Table 3 of the Selected Statistical Series at the end of the
Bulletin.)

TAX RATES FOR 1986

"Taxable income" was the base used to determine initial
tax liability. For 1986, taxable income equalled AGI less the
personal exemption amount, and less either allowable
charitable contributions for non-itemizers or total allowable
itemized deductions for all other taxpayers.

Taxes were calculated on taxable income according to
tax rate schedules that varied with taxpayer filing status.
There were separate rate schedules for single persons,
married persons filing joint returns, married persons filing
separate returns from their spouses, and heads of house-
hold [3]. The rates for each filing status ranged from 0 to 50
percent [4].

Taxpayers used one of two methods when figuring their
initial tax liability. Depending on the amount and computa-
tion of taxable income, they used either the tax rate
schedules or the tax tables to determine tax. The tax rate
schedules had to be used by persons with taxable income
of $50,000 or more. The tax table simplified the calculation
of tax for those with taxable income under $50,000. Those
who could use income averaging needed an additional
income computation, and were required to use the tax rate
schedules [5].

Although taxpayers used either the tax table or tax rate
schedules to figure tax, the two methods could show
slightly different results for the same taxable income
amount. The amounts shown in the tax tables were based
on the same computations as the tax rate schedules, but
used the midpoints of broad "taxable income brackets"
(generally $50 wide) to derive tax. Each amount in the tax
table was rounded to the nearest whole dollar. Figure C
demonstrates the slightly different amounts of tax derived
when both methods are used for a single taxpayer with a
$25,000 AGI, one exemption, no itemized deductions, and
$23,920 of taxable income.

Figure A.-Adjusted Gross Income, Total Income Tax, Average Tax Rate, and Average Total income Tax, Tax Years 1980-1986

Taxable returns

Tax
year

1
980 ....................................................
1981 ....................................................

1
982 ....................................................
1983 ....................................................
1984 ....................................................
1985 ....................................................
1986 ....................................................

Total
number Of

returns

(1)
93,902,469
95,396,123
95,337,432
96,321.310
99,438,708

101,660,287
103,045,170

Number of
returns

(2)

73,906,244
76,724,724
77,035,300
78,016,323
81,639,509
82,846,420
83,967,413

Adjusted
gross

income
(billions)

(3)

$1,556
1,721
1,804
1,895
2,097
2.259
2,440

1 The average AGI, average total income tax, and average tax rate were calculated from unrounded d .
2 Average tax rate is "Total income tax" as a percentage of adjusted gross income.

Total
income

tax
(billions)

(4)

$250
284
278
274
302
326
367

Average
tax

rate 2

(5)

16.08%
16.51
15.39
14.47
14.40
14.42
15.05

Average

Adjusted
gross

income
(dollars)

(6)

$21,055
22,433
23,415
24,292
25,687
27,268
29,062

per return '

Total
income

tax
(dollars)

(7)

$3,387
3,703
3,604
3,514
3,698
3,931
4,374

*Individual Returns Analysis Section. Prepared under the direction of Jeff Hartzok, Chief. 27
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Figure B
Taxable Returns: Average Tax Rate,and
Average Total. Income Tax, Tax Years 1980-1986
Percentage

16.08%

15" [- 14.47%

13 Average Tax Rate

0 1 1 1 1 1 . I . -
. I

1980 1981 1982 1983. 1984 .1985 1986

Tax Year

Dollars. per Return'
4,5001

4,250

$4,374

$3,931
4,000

3,750

3,500
$3,387

$3,703
$3,604

$3,514

F Average.Total
$3,698 Income Tax

0 1

1980 1982 1983 1984 1985 1986
Tax Year



Individual Income Tax Rates, 1986 29

MARGINAL TAX RATES

As shown in Figure C, different portions of taxable
income are taxed at different rates. The tax rate 'applied to
the last dollar of income is called the "marginal tax rate" for
that return. Since tax rates increase with income (from 0 to
50 percent), the marginal rate is the highest rate applied to
taxable income. In Figure C, the taxpayer had portions of
income taxed at ten rates ranging from 0 to 26 percent. The
marginal rate was 26 percent for this taxpayer.

Tables 1 and 2 present 1986 marginal tax rate data.
These data are based only on income included in AGI.
Therefore, they do not include income from such sources
as tax-exempt interest on state and local government obli-
gations, from the portion of long-term capital gains ex-
cluded from AGI, and from the dividend exclusion. Conse-
quently, income from these sources did not directly
determine the marginal rates presented in Tables 1 and 2
[6].

Returns are classified by two different methods in Table 1.
In columns 1 through 9, a return is classified by its marginal
or highest tax rate. For example, column 1 shows that there
were 8,877,093 returns for which the marginal tax rate was
18 percent. Columns 5 and 6 show that, for these returns,
the amount of tax generated at the 11 through 18 percent-
age rates totaled $17.3 billion, of which $2.8 billion of tax
was generated solely at the 18 percent marginal rate.

In columns 10 through 12, a return is classified by each
rate that generated a tax. For example, columns 10, 11, and
12 show that 49,706,032 returns had some income taxed at
the 18 percent rate; $167.5 billion of income was taxed at
this rate, generating $30.2 billion of income tax.

Figure C.-Example of the Income Tax Calculation for a
Single Person who did not Itemize Deductions, Tax Year
1986

Adjusted gross income............................................................................. $25.000.00
Exemption amount.................................................................................... -1,080.00

Taxable income ........................................................................................ $23.920.00

Tax Based on Tax Rates for Single Taxpayers

First
Next
Next
Next
Next
Next
Next
Next
Next
Next

$2,480 of taxable income taxed at 0% .............................................$0.00
$1,190 of taxable income taxed at 11% ........................................... 130.90
$1,080 of taxable income taxed at 12% ........................................... 129.60
$2,260 of taxable income taxed at 14% ........................................... 316.40
$2,160 of taxable income taxed at 15% ........................................... 324.00
$2,480 of taxable income taxed at 16% ........................................... 396.80
$2,270 of taxable income taxed at 18% ........................................... 408.60
$2,270 of taxable income taxed at 20% ........................................... 454.00
$3,450 of taxable income taxed at 23% ........................................... 793.50
$4,280 of taxable income taxed at 26% ........................................ 1,112.80

Tax on $23,920 of taxable income
based on tax rate schedule for
single taxpayers ......................................................................................... $4,066.60

Tax Based on Tax Table

Tax on $23,920 of taxable income
from the 1986 tax table .............................................................................. $4,068.00

The amount of tax generated by each specific tax rate,
from 11 to 50 percent, as well as the corresponding
number of returns and the amount of "modified taxable
income" (defined below), are presented in Table 2. These
data are classified by size of AGI. For example, column 1
shows that 4,845,857 returns with taxable income had an
AGI between $14,000 and $16,000; column 7 shows that
4,790,470 of these returns had a portion of income taxed at
the 11 percent rate. These returns had roughly $8.5 billion
of modified taxable income at the 11 percent rate (column
8), and the 11 percent bracket generated nearly $0.9
million of tax (column 9).

All returns included in Tables 1 and 2 had some amount
of taxable income. Of the 103,045,170 individual tax re-
turns filed for 1986, there were 97,358,296 that had taxable
income, while 5,686,874 did not. "Modified taxable
income:' which served as the income amount used to
compute income tax before credits and tax rate data in
Tables 1 and 2, was developed solely for the statistics in
these tables. This term was necessary because of returns
with the income averaging computation. For taxpayers who
did not use income averaging, modified taxable income
was identical to taxable income. However, for taxpayers who
used the income averaging com

'
putation, modified taxable

income was computed by imputing a hypothetical taxable
income amount necessary to yield the given amount of tax
reported, using the tax rate schedules, as if income aver-
aging had not been used.

DERIVATION OF TAX

Tables 1 and 2 include two amounts of income tax: "tax
generated" and "income tax after credits." Both were used
to determine the total income tax amount. Tax generated
was the initial tax computed when tax rates were applied to
modified taxable income. Column 5 in Table 1 shows that
nearly $366 billion of tax was generated by applying tax
rates to taxable income. For most taxpayers, tax generated
was equal to "income tax before credits." Income tax after
credits was derived by adding three more taxes to tax
generated from the tax rate schedules, and then subtract-
ing tax credits. Total income tax after credits, shown in
column 7 of Table 1, amounted to more than $360 billion.

Figure D shows the derivation of aggregate tax for 1986.
"Total income tax:' which is not shown in Tables 1 and 2, is
the sum of income tax after credits and the alternative
minimum tax [7]. More than 609,000 returns reported $6.7
billion of alternative minimum tax for 1986. Tables 1 and 2
do not include any tax attributable to the alternative mini-
mum tax, which was computed on a different base from that
used for the statistics in these two tables [8].
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Figure D.-Derivation of 1986 Tax as Shown In Statistics
of Income

TAX
TAX GENERATED FROM TAX RATE
SCHEDULES OR TAX TABLE ....................................

I
........................$365.8 billion

PLUS: Taxias-fi6FniWic~d-(5iim-rida-ti6h-s, total ...............................$ 1.8 billion
-Tax on accumulation distribution of trusts
-10-year averaging tax for qualified retirement plans
-Multiple recipient 10-year averaging tax

EQUALS:

INCOME TAX BEFORE CREDITS ................................... ..................$367.6 billion

LESS: Tax credits, total ...................... : ........................................... $ 7.0 billion
-Child-care credit
--Foreign tax credit
-General business credit
--Elderly or disabled credit
-Political contributions credit
-Earned income credit
-Other credits

EQUALS:

INCOME TAX AFTER CREDITS ........................... ! ............................. $360.6 billion

PLUS: Alternative minimum tax .............................. ..................7 6.7 billion

EQUALS:

TOTAL INCOME TAX ............................................................................. $367.3 billion

Taxable Income-For 1986, taxable income was AGI
less the personal exemption amount, and less either allow-
able charitable contributions for non-itemizers or total allow-
able itemized deductions (in excess of the "zero bracket
amount") for all others.

Taxable.Returns-For 1986, a return was considered

"taxable" if it showed an amount of income tax, after tax

credits or if it had "total income ta

'

x." The following other

taxes were not included in this computation of tax: self-

employment tax; social security tax on tip income; and the

penalty tax on premature distributions from, and excess

contributions to, individual retirement arrangements (IRA's).

.Tax Generated-This was tax calculated from the tax
rate schedules (or tax tables) on modified taxable income. It
did not take into account the alternative minimum tax or tax
credits. For most returns (those, without one of the "taxes
from special computations" described in Footnote 6), tax
generated equalled income tax before credits.

Total Income-Tax~Tbtal income tax was the sum of
income tax after credits and the alternative minimum tax.. - . I I r.

DEFINITIONS
DATA SOURCES AND LIMITATIONS

Brief definitions of the major tax concepit~--dk6sike-d-in-
this article follow. For more extensive definitions, see Statis-,
tics of Income-1986, Individual Income Tax Returns.

I
Adjusted Gross Income.-Adjusted gross income

(AGI) is computed by subtracting statutory adjustments
(primarily business, investme

I
nt or employee-related deduc-

tions, such as payments to an Individual Retirement Ar-
rangement ~or IRA), from "total income". recognized under
the tax code. Total income includes the net amounts from
sources such as salaries. and wages, business income,
rents and royalties, and capital and ordinary gains from
asset sales. For 1986 it excluded most social security
benefits and a certain portion of capital gains, among other
items.

Average Tax Rate-The average tax rate presented in
this article is the ratio of total income tax to AGI.

Marginal Tax Rate-The marginal tax rate presented in
this article 'was the highest tax rate'that Applied to the last
dollar of income included in AGI on a given return. (See
Footnote 7 for a iurther discussion of effective marginal tax

Modified Taxable Income-Modifi6d taxable income is
the technical term used to describe the actual tax base
computed for the statistics. For most,taxpayers, modified
taxable income was the same as taxable income. However,
taxable income was modified'to take into account returns
with income averaging.

These statistics
"
are based on.a, sample of -individual

income tax returns (Forms 1040,.1040A,, and 1040EZ) filed
with the Internal Revenue Service in 1987. Returns in the
sample were stratified based on the larger of total income or
total loss; size of business plus farm receipts; the presence -
or absence of Schedule C, Profit (or Loss) fromBusiness or
Profession; and Schedule F, Farm Income. and Expenses..
Returns were selected at rates ranging. from 0.03, percent
(for the more numerous smaller size returns) to 100 percent
(for the relatively few returns with large income amounts),
resulting in 89,088 returns being selected from a p9pplation
of 103,045,170.

Because the data presen.ted,in thisArticle are estimates
based on a sample, they are subject to sampling, as well as
,nonsampling, error. To make proper use of the statistical
data provided, one must know the magnitude of the
potential sampling error.

Figure E presents approximate coefficients of variation
(CV's) for frequency estimates. The approximate Ws

Figure. E.---roCoefficients of Variation for Frequency
Estimates, 1986

Estimated ate ~
number of returns .11CP1r.`nt`Tf variation

19,796,900 ................................................................................... 0.02
3,167,504 .................................................................................... 0.05
791,876 ................................................................................... 0.10
197,969 .................................. ................................................ 0.20
87,986 ................................................................................... 0.30
31,675 ................................................................................... 0.50
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shown here are intended only as a general indication of the
reliability of the data. For a number other than those shown,
the corresponding CV's can be estimated by interpolation.

The reliability of estimates based on samples, the use of
coefficients of variation for evaluating the precision of
sample estimates, and nonsampling error considerations
are discussed in the methodological Appendix at the back
of this issue of the Bulletin.

NOTES AND REFERENCES

Ill For further information on tax law changes for 1986,
see Statistics of Income-1986, Individual Income Tax
Returns.

[2] The Consumer Price Index (CPI) is published by the
Bureau of Labor Statistics, U.S. Department of Labor.
For further information about the CPI, see Consumer
Price Index; Concepts and Content Over the Years,
Report No. 17, and Monthly Labor Review, Bureau of
Labor Statistics. For further information on EFITA, see
General Explanation of the Economic Recovery Tax
Act of 1981, August 1987, prepared by the Joint
Committee on Taxation.

[31 Taxpayers who did not remarry after the death of a
spouse, and who had a dependent living with them,
could qualify for surviving spouse status if their spouse
had died within 2 years prior to Tax Year 1986. Those
who qualified could use the married filing joint tax
rates when calculating their 1986 tax.

[41 The 1986 tax rate schedules were published in the
Instructions for Preparing Fbrm 1040; they are repro-
duced in Statistics of Income-1986, Individual In-
come Tax Returns.

[5] For 1986, the income averaging computation permit-
ted part of an unusually large increase in a taxpayer's
annual income to be taxed as if it had been received
over a 4 year period. The result was a lower amount of
tax due than would have resulted if taxpayers had
computed their tax using the regular method. If the
income averaging computation were used, income tax
had to be computed from the tax rate schedules rather
than from the tax tables.

[6] For the tables presented in this article, the marginal tax
rate was the rate at which the taxpayer's last dollar of
modified taxable income was taxed. The last dollar did
not include income "exclusions" from AGI.

The calculation of an "effectivd' marginal tax rate for a
given return depends upon: (1) the type(s) of income
(e.g., salaries and wages, long-term capital gains) re-
ported on the return, (2) the order in which that income
was assumed to be "stacked" (described below), (3) the
type of tax computation used (regular or income aver-
aging), and (4) whether an alternative minimum tax was
reported. If a taxpayer reported income from both sala-
ries and long-term capital gains, the calculation of an
effective marginal tax rate would depend on the order in
which the income sources were "stacked" or ordered. If
the last dollar of income were assumed to be from
salaries and wages, the effective marginal tax rate would
be the tax rate derived directly from the appropriate tax
rate schedule. -

In contrast, if the last dollar of income were assumed to
be from long-term capital gains, the effective marginal
tax rate calculation would include the capital gains
exclusion. For example, $100 of long-term capital gains
generated $40 of AGI subject to the 50 percent marginal
tax rate. While the stated marginal tax rate on AGI was 50
percent, the effective marginal tax rate computed on the
$100 of capital gains income was 20 percent. The
income averaging tax computation is discussed in Foot-
note 5, and the alternative minimum tax is discussed in
the "Derivation of Tax" section of the article.

[71 Total income tax did not include certain other taxes
reported on the individual income tax return, such as
self-employment tax (social security tax for self-
employed persons), tax from recapture of prior-year
investment credit, and the social security tax on tip
income. These taxes were included in "total tax liabil-
ity," which is shown in Statistics of Income-1986,
Individual Income Tax Returns. For Tax Year 1986, total
tax liability equalled $381 billion, and was reported on
85,803,688 returns.

[8] The alternative minimum tax was computed on
separately-determined "alternative minimum taxable
income:' which included certain income and deduc-
tion "tax preferences." The alternative minimum tax
was the excess of the 20 percent tax on alternative
minimum taxable income over tax generated on
regularly-determined taxable income.
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Table I.-Returns with Modified Taxable Income: Taxable Income and Tax Classified by Both the Marginal Rate and Each Rate at Which Tax was
Computed
[All figures are estimates based on samples-money antounts are in thousands of dollars)

Number of
returns

(49)

41,049,6S4
7,113.055
3,454,283
2,621,207
4,445,617
3.811,370
3,734,211

-
2,720,202
2,681,635

-
3,011,257

-
-

3,426,577
-

1,842,491

973,982
-

562,386
354,162

162,080
-

135,139

Adjusted
gross

income

(50)

595,104,453
19,406,734
15,244,294
14,572

'
831

33,111,681
37.133,702
45,800,080

-
40,192,689
46,300,858

-
61,594,690

-
-

87.644,942
-

1 59,156,680

37,574,225
-

26,752,021
21,817.545

-
13,863.291

-
34,938,190

Modified taxable !now*

At all
rain

At marginal
rate

(51)

493,983,718
9,040.483

10,636,451
10.949.995
26,036.724
30,609.865
38,841.162

34,573,240
40.308.-155

53,593.430
-
-

76,010,051
-

51,129,721

32,628,474
-

22,480,688
17,958,013

-
11,413,721

-
27,773,546

(52)

73,915,002
9,040,4a3
2,076,724
1,336,793
4,935,010
3,913,205
4,624,438

-2,896,712
3,000,994

4,873,866
-
-

8,777,775
-

4,458,004

2.374,499

1.814,828
2,160.721

-
1,771,514

15,859,436

(53)

$0,817,658
-

225.915
501.745

1.846.918
2,781,242
4,098,560

-
4,048.367
5,169,803

7,616,314
-
-

12,385,793
-

9,503,615

6,797,905
-

5,234,914
4,824,515

-3,654,720
-

12,127,532

I
Returns of singie Peraxins

Classified by the highest marginal rate at which tax was computed

Tax generated
I

At all At margi
rates I .

hiccene tax after credits

A. a Percentage As a

Total of adjusted

of

.
grosit Income taxable Income

1 (54)

19,453,378
-

228,440
160,415
690,901
586,981
739,910

-
521,408
600,199

,120,989

--
2,282,221

-
1,337,401

807,330
-

689,634
907,503

-
850,327

-
7.929,718

(55)

$0,621,946
4.398.

221,803
485,952

1,821,308
2,734,a34
4,071,247

-
4,041,100
5,188,460

7,597,868
-

12,387,813
-

9,516,655

6,794,485
-

5,257,748
4,845,685

-
3,640,411

-
12.012,178

(56)

13.5
o

1.5
3.3
5.5
7.4
8.9
-

10.1
11.2

12.3
-
-

14.1
-

.16.1

18.1
-

19.7
22.2

-26.3
-

34.4

(57)

16.3

2.1
4.4
7.0
8.9

10.5
-

11.7
12.9

14.2

--
16.3
-

18.6

20.8
-

23.4
27.0
-

31.9
-

43.3

Classified by each rate at which tax

Number of
returns,

(50)

411,049,654
41,049.654
33,936,599
30,482.316
27.861,109
23.415,492
19,604,122

-15,869,911
13,149,709

10.468.074
-

7.456.817
-

4,030.240

2.187.749
-

1,213,767
651,381

-
297.219

-
135,139

"'come
taxed,

at rate

(59)

493,983,718
93.203,249
38,350.680
31.426.791
57,854.022
46,258.108
43,981,817

-32,746,551
26,763,522

30.599.885

31,a30.747
-

16,971,929

9.317.246
-

7.012.848
6.586,312

-
5,636.489

-
15,859,436

Tax rate classes

All marginal rates .................
0 percent .............................

11 percent ............. : .......................
12 pe ent ................................... -
14 percent ............ ..................
15 percent .......... ........................
16 percent :............................ 1
17 percent .....................................
18 percent ................ ....................
20 percent ..............................
22 percent .....................................
23 percent .....................................
24 percent .....................................
25 percent ............ ...........:............
26 percent... ..................................
28 percent .....................................
30 percent ........................... :
32 percent .....................................
33 percent .....................................
34 percent ........................ ............
35 percent ......................................
38 percent .....................................
42 percent .....................................
45 percent .....................................
48 percent.. ..............................
49 percent ................. ...................
50 percent ........... .........................

Because of how the data were processed, the detail for these columns do not add to totals.
(2) Less than $500
() Law than 0.05 percent
NOTE: Detail may not add to total because of rounding.

was computed

lnwm

9:`Vr

(80)

80,817,858
-

4,218,575
3,771.215
8,099,563
6.938,716
7,037,091

-
5,894.379
5,352,704

7.037.973

8,275,994
-

5,091,579

3,167.864
-

2,664,882
2,766,251

-
2.705.515

-
7,929,718
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Table 2.-Returns with Modified Taxable Income: Tax Generated by Rate and by Size of Adjusted Gross Income-Continued
[All figures are estimates based on samples-money amounts are in thousands of dollars)

Size of adjusted Woes wmm

Taw ....................0...........................

Under $2,000 ....................... ......................

$2.000 under S4.000 ............ .......... -
S4,000 under S6.000 ...................................

S6,000 under S8,000 ...................................

S8,000 under $10,000 .................................
$10,000 under $12,000 ...............................

$12,000 under $14,000 ...............................

$14,000 under $16,000 ..............................:

$16.000 under $18,000 ...............................
$18.000 under $20.ODO ...............................

S20,000 under $25,000 ...............................
$25.000 under $30,000 ...............................

$30.000 under $40,000 ...............................
$40,000 under $W,000 ................................

$50.000 under $75,ODO ........... L...................
$75.000 under $100,000 ................

$100,000 under $200.000 ...........................
$200,000 under $500.000 ...........................

$500,000 under $1,000,ODO ........................
$1,000,000 or more .....................................

N-b., d
relums

1
(73) -

315,7ft

53,424
88,575

113,767
50.592
6,144
3.297

48 PerCerd

Modified taxable
fi~

(74)

6,069,331

242.367
1,201,109
2,911.246
1,444,922

175,420
94,267

T- generated
at rate

(75)

2,913,279

116,336
576,532

1,397,398
693,562

84,201
45,248

* Estimate should be used wdh caution because of the small number of sample returns on which it is based.
NOTE: Detail may not add to total because of rounding.

Itex generated at spedfled raW--CorWnL*d

Nurriber d

49 paroorn

Tax gerwaWd
al rate

(76) ~

542,761
1
-
L

L
L

L

-4,174
237,575
227,854
44.767
28,391

WOW taxable
UW"

(77)

21,142,881

'48,568
5.037,456

11,903,311
2.542.288
1.611.259

.(78)

10,360,012

'23.798
2.468,353
5.832.622
1,245.721

789,517

Nulnbev offaturns

(79)

403,638

4,320
91,295

225,673
50.700
31,650

so Pemera

MOCHF*d'-
Inm

91,790,371

22.012
2.179,701

19.156,677
18,768.332
51,669.649

Tax geraraded
at raft

(61)

45,898,185

11,006
1,089.850
9,578.339
9,384,166

25,834.825

(A)
Go
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