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In this appendix, the distributional effects of a $1 billion increase in
gross revenues generated through increases in each of the major federal

excise taxes is compared to the distribution of individual income tax

reductions from the Tax Reform Act of 1986 (TRA-86).1/

Table A-1 shows the share of federal income taxes, under prior law and
under TRA-86, and the share of federal excise taxes paid by families in
different income classes. As the table illustrates, for all income
classes under $30,000, the share of excise taxes paid exceeds the share
of total incope while the share of income taxes paid, under both TRA-86
and prior law, is less than the share of income. The reverse is true for

income classes of $30,000 or above.

Comparing the distribution of excise tex payments to the distribution of
income tends to overstate the burden of these taxes on lower income
families. As discussed in section one of the paper, although income is
measured over a single year, excise tax payments reflect expenditures
that probably are more closely related to a family's expected long-term
level of income. Families whose income may have fallen temporarily are
likely to maintain their previous level of consumption in the expectation
that their income will return to normal levels. Young families may
consume a large fraction of their current income because they expect that
their income will rise over time. Thus the share of excise taxes paid by
lower income families will correspond more closely to their share of

income measured over a number of years, rather than their share of income

1. For each excise tax, the simulated increase 1is designed to
generate an additional $1 billion in gross excise tax revenues before
inclusion of the associated reduction in income taxes.






in a single year.

Table A-2 compares the distribution of the average reduction in
individual income tax payments to the average increase in excise taxes
from a $1 billion increase in gross revenues f{rom each of the federal
excise taxes. For the lowest income class, a $1 billion increase in
gross excise tax revenues fros any of the major federal excise taxes
would offset from between 8 to 13 percent of the average reduction in
individual income taxes. For families in the $10,000 to $20,000 inconme
class a $1 billion increase in gross excise tax revenues would offset

from between 3 to 5 percent of the average reduction in income taxes.

The methods for simulating the excise tax increases are the same as those
used in section three of the paper with the exception that realized
capital gains were included in family incomes and the data were aged to
1988. The tables show only the immediate effect of excise tax increases
on consumers of the taxed items and thus reflect only the distribution of
expenditures on the taxed items. The results do not include the effects
of a tax increase on relative prices or on personal income. The full
distributional results, which are discussed in section four of the paper,
illustrate that the overall distributional effects of excise tax
increases would also depend on the distribution of total expenditures and
of total incomes. This would tend to make the distributional results
somewhat more proporticnal to income than shown here and, as discussed in
section four, would show considerably Jless impact on lower income

families because recipients of indexed transfer payments, stich as Social






A-3
Security or Supplemental Security Income benefits, would be protected
from the decline in real personal incomes resulting from excise tax

increases.

Individual income taxes under both prior law and TRA-86 were simulated at
1958 1levels of family income. Thus incomes reflect adjustments in
behavior made in response to the Tax Reform Act. The most important of
these is a reduction in realized capital gains in 1988. If taxes were
simulated with a level of realized capital gains consistent with prior
law, the share of individual income taxes paid by the highest income

group would be higher.

The distribution of individual income tax reductions from the Tax Reform
Act of 1986 shown here are somewhat different from the distributional
results shown by the Joint Committee on Taxation in their report on TRA-
86.2/ These differences arise because the results in tables A-1 and A-2
are shown for families rather than for tax units, income is at 1988
rather than at 1986 levels, and the tax reductions are evaluated at the

projected 1988 level of capital gains.

2. See: Joint Committee on Taxation, "General Explanation of the Tax
Reform Act of 1986 (H.E. 3838, 99th Congress; Public law 99-514)"
(JCS-10-87), May 4, 1987.






Tahle A-1}

Distribution of Federal Individual and Excise Tax burden,
for Tamlies by Income Class: 1988
(percent)

Federal
. lndividualal Federal Excise
Fercent Aocome _Jax Taxes S Y ——
tncome / (31 / i ome Prinal A -A6 Gasonline HBeer Wine Distilled Tobacco Telephone Mrfare
Class b Famitlies® Share Law Spirits
Less Than 21.0 3.1 0.1 -0.t 9.1 11.% ?.0 9.4 13.7 12.1 7.8
£10,000
10,000 - 2.2 to. o0 4.0 3.2 15.4 15.9 13.0 14.2 18.6 16.0 1.6
$£20,000
£20,000 —~ 17.8 1.9 .1 a.a 16.8 17.1 14. 6 15.8 17.8 15.4 13.9
20,000
$70,000 - 1X.7 14.9 12.2 12.2 15.9 16.1 14.4 15.7 16.2 14.0 12.7
£40,000
$£40,000 - 9.3 13.1 12.2 11.9 17.4 1.7 11.7 11.7 11.4 11.4 11.4
£50, 000
$50,000 - 11.4 1.6 <3.2 25.7 19.0 15.9 19.9 18.0 15.3 17.6 19.8
75,000
$75,000 -~ 3.3 8.8 10.7 11.0 6.6 o0 9.3 8.1 4.2 6.6 ?.6
100,000
$100,000 2.4 14.7 8.3 29.2 4.7 S0 8.7 6.9 .7 6.1 10,1
or more
ALY Incomes 100.0 100D.0 100.0 100.0 100.0 10O, 100.0 100.0 100.0 100.0 100.0

SIURCE: CRO simulations. Income and individual income taxes derived from the March 1985 Current Population
Survey, adjusted for consistency with the 1784 Statastics of Income, and aged to 1988. Excise taxes
calculated from the 198271983 Consumer Expendtture Survey, aged to 1988.

a/ Includes the refundable portion of the earned income tax credit.

b/ Comparing the distribution of excise tax payments to the distribution of income tends to overstate the burden of these
taxes on lower i1ncome families because although income is measured over a single year, excise tax payments reflect
expendi tiwres that probabhly are more closely related to a family s expected long-term level of income.

¢/ Includes single individuals,

d/ FPrior law taxes were calculated at 1988 income levels, after adjusting incomes for changes in response to
the Tax Reform Act.

e/ fAssumes that the telephone excise tax is extended through 1988.






Table A-2

Distribution of Federal Individual Income Tax Reductions and of a ¥1 Billion Increase in
Each Federal Excise Tax, for Families by Income (Class: 1964

{(dollars)
Nver age Federal / Average Feder al
___individual_lIncome Tax®’ _ Excise_Tax Increase___
Income rior 1A 686 Change in Gasoline leer Wine Distilled Taharcca Telephane AQur fare
Class Lawc fvg Taxes Spirits
lLess Than o4 -25 -49 4.3 .37 4,27 4.58 6.55 5.77 3.71
210,000
IO NDO - 737 T -186 7.56 7.77 6.0 6.9 9.12 7.85 b.69
100,000
170,000 - 1785 17804 -T0o0 10.25 10.47 a.91 ®.66 10.87 Q.42 .5
£, 000
FI0 00 - 3494 3185 -308 12.75 12,27 11.06 12.10 1z.47 11.37 10.57
fa0, 000
£40,000 ~ 5099 4617 -487 t~.0° 14,7 12.97 12.97 12.66 2.66 2.68
150,000
$50,000 - 7802 7475 -407 16.13 17.50 16.8% 15.76 2.97 14.95 16.82
175,000
$£75,000 -~ 12556 12011 -546 18,32 16.59 25.94 22.63 11.75 18.43 26.52
£100,000 '
FLO0 000 A5666 474827 -1984 17.736 1A.50 30.06 z5.47 .96 22.30 37.17
nr more
N1l Incomes 3874 590 -284 10,22 19,22 10,22 10.22 10.22 10.22 10.22

SOURCE: CPRN simulations. Income and individual income taxes derived from the March 1985 Current Population
Survey, adjusted for consistency with the 1984 Statistics of Income, and aged to 1988. Excise taxes
" calrulated from the 1982/198% Consumer Expenditure Survey, aged to 1988H.

a/ Includes the refundable portion of the earned income tax credit.

b/ Uomparing the distribution of excise tax payments to the distribution of income tends to overstate the burden of these
taxes on lower i1ncome families because although income is measured over a single year, excise tax payments reflect
expends tures that probably are more closely related to a family's expected long—term level of income.

€/ Fritr law taxes were talculated at 1988 1ncome levels, after adjusting incomes for changes in response to
the Tax FReform Nct.






