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Chapter 5

QUANTITATIVE ANALYSIS

This chapter presents gquantitative analyses of the two
model plans and compares them to present law. The first
section discusses briefly the nature of the data base used
to develop and simulate the effects of the model plans. The
chapter then discusses the estimated magnitudes of the
various income concepts used in the report and the following
section uses these data to derive exemption and rate structures
for the comprehensive income tax consistent with achieving
present revenue yield., This is followed by estimates of the
magnitude of the cash flow tax base. Finally, the chapter
develops specific provisions of the cash flow tax ~- exemp-
tions and rates -- and compares the two model plans and
current law,

THE DATA BASE

The first step in the quantitative analysis of the
reform plans was to0o construct a data base representative of
the relevant characteristics of the U.5. population. 2
file of records was created and stored in a computer, with
each record containing information for a tax return £iling
unit, such as the amount of waces earned by the member or
members of that unit, dividends received, etc, In all, some
112,000 records are comtained in the file.

Each of these records stands for a group cof taxpayers
with similar characteristics. Thus, a given record may be
taken to represent 100 or 1,000 filing units in the U.S.
population as a wheole. To simulate the effect of some
change on the whole population, the effect on each record in
the file is calculated and multiplied by the number of
units represented by that record.

The records in the file were constructed by combining
information from two separate sources: a sample of 50,000
tax returns provided by the Statistics Division of the
Internal Revenue Service, and a sample of 50,000 households
(representing about 70,000 tax filing units) from the
Current Population Survey of the Census Bureau. The two
data sets were needed because the reform plans base tax
liabilities on information ncot now provided on tax returns.
Furthermeore, a realistic picture of the U.S. economy reguires
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obtaining c¢haracteristics of "nonfilers,™ individuals and
families who are not obliged to file income tax returns
because they do not have sufficient taxable income.

To represent the incomes generated by the U.S. economy,
+hese two data sets were meraged by matching records of
taxpavers from the sample of tax returns with records of
participants in the Current Population Survey. Since
confidentiality strictures on the release of identifier
information from sach of these sgurces prevented the literal
pairing of data on any given taxpayer, the matching was
accomplished by matching records of similar characteristics
{(age, race, total income, etc.}. The resulting file of
records is not guite the same as if the information in each
record had been obtained for the same individual or family.
For technical reasons, it has been possible to achieve a
more faithful representation of the U.8. population by using
some records more than once. Therefore, the number of
records in the final data file reflects an artificial
expansicon of the number of records in the two original
files.

Both samples use 1973 data. Because more recent data
would be more relevant, the 1973 population and its attributes
were adjusted by extrapolaticn to represent the 1976 population.

The resulting simulations of the U.S. population should
be interpreted with some sense of the nature of the data
set. The original data were subiect to the usual sampling
and processing errors. The processes of merging the two
data sources and extrapclating the resulting file to a later
year represent further sources of error, Furthermore, many
items needed were not recorded in either of the original
surveys, and had to be estimated and imputed to each record.
For these reasons, the file should not be regarded as a
perfect description of the U.5. population.

Nonetheless, the data have been assembled with great
care. In some cases, adjustments were made to insure that
the data file produces aggregate figqures (say, on total
wages paid in the economy) in line with those derived from
independent statistical sources. In other cases, such
aggregates were used to "validate" the file; that is, to
check its reascnableness. By and large, the data pass the
test of these checks, and the file may be used with some
confidence. At the same time, it would be a mistake to
equate the data file with the real world, for example, by
being concerned about small differences in a simulated tax
burden.
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ESTIMATION CF THE INCOME CONCEPTS

The first few tables present various definitions of
income that were used in the computer simulations,

Table 1 describes adijusted gross income, or AGI, the
broadest bhefore-tax concept used for the present income tax.
Like all of the income concepts, its source is primarily
current money wages and salaries. The remainder, labeled "octher
AGI" in the table, comes from net self-employment and
partnership income, capital income, such as interest and
dividends, capital gains, and miscellanecus other elements
of income. The table shows that "other AGI" is a larger
share of adjusted gross income in the highest income classes.

The data in table 1 canncot be compared directly with
AGI as reported on tax returns because information is
included for nonfilers as well as filers. Thus, table 1
shows adjusted gross income that would be reported if all
families and individuals were reguired to file tax returns
under current law, and displays the distribution of all such
filing units by income class.

The income classes in table 1 are defined in terms of
"aconomic income," the broadest before-tax income concept
used in this report. &as discussed more fully below, this
income concept is even broader than the tax base described
in the comprehensive income tax proposal of chapter 3.
Economic income is used as the classifier in the early
tables of this chapter. In later tables, cther classifiers
are used for reasons explained helow.

Adjusted aross income is not the base of the present
individual income tax. Starting from AGI, taxpayers are
allowed several kinds of deductions to arrive at income
subiect to tax. Table 2 displays the major elements of the
present individual income tax base. BAgain, as in table 1,
the information shown includes data for nonfilers as well as
filers, although nonfilers do not add anything to the
aggregate taxable income under present law because their
exemptions and deductions reduce their taxable incomes to
zero.

In each category of table 2, the amounts shown include
only income that enters into the calculaticn of AGI. Thus,
for example, portfolio income includes only one-half of



Table 1
Present Law

Adjusted Gross Income

{1976 levels)

£ i Nurber of b Current {Other Total
conomse : H ° : money adjusted adjusted
income filing
! H wage gYDSS gross
class units 1/ { . -
: - ncome income __income
(5000) (oo. millions ...0) (vwevenencavsnnceecnaees $billions .anviiinaiiannniannt,
Less than 0 0,2 0.9 -1.8 -0.9
0 - 5 38.0 29.5 12.2 41,7
5 - 10 19.5 81.3 20,6 101,9
10 - 15 13.9 117.4 16,1 133.5
15 - 20 12,1 151.9 16.3 168.1
20 - 30 15,0 261.0 25.8 286.8
30 - 50 7.1 157.1 344 191.5
50 - 100 2,3 56.0 33.9 86.9
100 or more 0.5 20.0 25.7 45,7
Total 103.06 875.1 180.1 1,055.2

Office of the Secretary of the Treasury, Office of Tax Analysis

1/ Includes all filing units whether or not they actuaily file returns or pay tax under present

law. The estimated number of filing units

their adjusted gross income is $4.1 billion.

that do not currently file tax returns is 21.5 million;

- 8%T



Tahle 2
Components of the Present Law Individual Income Tax Base

(1976 levels)

Net Self- : Deduc- : Miscel- @ : : : : Present
Feoromic mone ! Pension ' emplove Port- tions laneous : : Tax :Standard B lay
income y : : proy- . folio :for state: 1Income :Total 1/: base : deduec~ xemp= -, lacome
wage income ment = tions
class by i income tand local; wminus : 2/ tions 3/ subject
ncome fincome £ 3,
: H : : taxes :deductions ' ko tax
{$000) ( ---------- AR RN R I N I R R R B I I N R R R o$b11113“3 N R N N N N ] » -)
Legs than 0 0.8 0,2 -4,2 1.5 =0.1 0,2 ~1.6 a.5 0.0 -0,1 0.4
Q- 5 29,2 5.5 0.1 4.9 -0.5 0.8 40,0 0.6 -26.3 =7.7 6.6 ,
5 - 10 80.4 4,7 4.3 10.3 -1,9 1.6 96,2 96.7 =-28.7 -24.3 43,7 !:
L=}
10 -~ 15 115.6 2.6 5,6 5.5 =41 -3.9 121,3 121.5 -19.2 -26.5 75.8 !
15 - 20 149.8 1.9 6.9 2.5 =7.3 ~5.9 147.9 148.1 -14.6 -27.8 105.7
20 -~ 30 257.5 2.1 11.2 3.6 -15.2 =10.13 248.9 249.3 -16.9 -37.2 195,2
g - 50 154, 8 1.7 16,4 11.1 -12.1 ~8.5 163.4 163.7 =5.4 -18.0 140.3
50 = 100 55.1 0.8 15.2 12.6 -6.1 4,7 72.9 73,1 -1.,5 ~5.8 65.8
100 or more 1%9.7 0.3 9.8 14.2 ~3.3 =3.7 37.0 37,3 =0, 1 =14 35.8
Tatal 863,0 19.8 65,3 66.3 ~50.6 -37.6 926.0 930.7 ~112.7 ~148.7 669,2

Office of the Secretary

Mote: The amounts shown

of the Treasury, Office of Tax Analysis

in ench category include only the Iincome that . actually enters into adjusted gross income

under present law.

1/ The amounts shown in

2/ The amounts shown in
gmounts in the total

3/ The amounts shown in
below zero,

this column are the sum of the emounts in the preceding columns.
this ¢olumn differ from the amounts in the "total" column becausze of the exclusion of negative
column for individual filing units,

this column exclude the value of exempticns

that would reduce income subject to tax to
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realized net long-term capital gains. As appropriate,
expenses were netted against the associated income. Thus,
wage receipts are net of the recognlzed expenses of earning
it. 8imilarly, "portfolio income,"” consisting of interest,
dividends, rent, estate and trust income, and realized
capital gains, is net of interest expense. ‘'Miscellaneous
income minus deductions' is an amalgam of income not other-
wise classified, net of all deductions not directly allocable
to particular income sources. Its negative value results
from the fact that the itemized deductions allowed under
present law and not separately deducted from other com-
ponents of income are much larger than the miscellaneous
income items included here, such as State income tax refunds,
alimony received, prizes, and the like.

The present tax base is showm in the column labeled
"tax base.”" Exemptions and standard deductions (but not
itemized deductions) are thus treated here as part of the
rate structure. As table 2 shows, the tax base under
present law is somewhat larger than AGI less itemized
deductions because negative net income is never allowed to
reduce the tax base for an individual return to belew zero.
Similarly, the value of the standard deduction and exemn-
tions cannot reduce income subject to tax to below zero.

Tabhle Z indicates that present law income subject to
tax is eonly about 63 percent of adjusted gross income.
Exemptions, the standard deduction, and itemized deductions
account for this difference.

The major componetits of econmomic income are tabulated
separately in table 3. Many of these components require
some explanation. "Deferred compensation’ consists of
employer contributions to pension and insurance Dlans,
ineluding social security. 'Household property income"
consists of rents, interest income net of interest expense,
estate and trust income, dividends, capital income of the
self-employed, and imputed returns from homecwnership, life
insurance policy reserves, and pension plans. 'Woncorporate
capital gains accruals” represents the growth in the real
value of assets held by individuals except for corporate
stock. The latter accruals are assumed to be included in
corporate retained earnings, as indicated in the next
columm. In constructing the simulation of the U.3. taxpayer
population, corporate retained earnings were allocated to
shareholders in proportion to their dividend income.



Table 3
Economic Income

(1976 levels)

. . . Self- : Non~ : : : :State and:
Net Houge~ Corpora~ :
. . . lay- . . . . ] . . ]
Ezoncmic " money :Deferrced : ﬂmPﬂiY " hold :corporate:Corporate: tion Implicit Hetr : local : Feonomie
neome wage Tcompensa-: e ‘property - capital :retained : income ° taxes : trans- income B! income
class ineome | tiom ¢ labor income. | ®4lns cearnings : = : : fers : deduc- :
: : : iocome . racerudls ¢ : : : t tions
($000) (¢¢................1-:»4-----unuua-rno.-nn--n----$b11110‘n3 LR R A O B I R NI B B B Y B B} L R I N A I LRI N B B R R ] )
Leas then 0 0.8 0.0 0.1 -3.9 0.1 0.1 -0.6 ¢.4 0.3 -0.1 -2.8
0~ 5 29.2 2.6 1.0 4.3 0.6 0.3 0.9 ~0.5 41.4 -0.1 79.9
5« 10 80L& 8.8 4.7 11.5 1.4 1.1 2.5 -1.2 34.3 -0.3 143,2 "
10 = 15 115.6 L4 4 5.9 11.6 1.8 1.0 2.6 -1.0 20.8 -1.0 171.,9
15 - 20 1h3.8 18.7 9.0 14.3 2.9 1.1 3.4 «0,7 15,1 =2.1 211.5
20 = 30 257.5 33.7 14.8 3.4 5.2 2.3 7.1 =0.8 17.8 -4, 9 362.9
30 - 50 154.8 2¢.9 17.7 44.8 6.2 3.4 10,5 0.3 9.6 4,7 261.5
50 - 100 55.1 6.8 13.9 51.9 5.8 4.0 12,3 2.6 3.0 -3.0 152.4
100 or more 19.7 1.6 5.4 28,5 3.6 6.2 1.5 0.8 _16.2 »2.0 ___B5,4
Total £61.0 167.6 76.5 193.3 27.7 18.6 46.0 0.0 152.4 -18,1 1,467.9

Office of the Secretary of the Treasury
office of Tax Analysis
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The entries in the columns "corporation income tax"
and "implicit taxes" are derived from concepts that may not
be generally familiar. Since the corporation income tax is
before-tax income that would be received by individuals were
it not taken by taxation first, this tax is included in
before-tax economic income. The burden of the corporation
income tax wag assumed to fall evenly on all individunal
owners of capital. The leogic underlying this position is
that, in a market system, capital is allocated to egqualize
rates of return. Because of the corporation income tax,
the capital stock in the corporate sector is smaller than
it would be otherwise, and the before-tax rate of return
higher. By the same reasoning, the capital stock in the
noncorporate sector is higher and rates of return lower
than they would be otherwise. Through this tax-induced
movement of capital from the corporate to the noncorporate
sector, the burden of the corporate tax, that is, its
effect on reducing after-tax returns, is spread across all
capital income.

Cases can be constructed in which labkor income as well
as capital income bears the real burden of the corporation
income tax, but for the simulations presented in this chapter,
this tax has been allocated in proportion o all capital
income, with the result shown in table 3. Capital income in
thig table is composed of household property income, noncorporate
capital gains accruals, corporate retained earnings, corpora-
tion income tax, and implicit taxes.

The "implicit taxes” shown in table 3, although small
in amount, illustrate an important phenomenon affecting the
progressivity of the tax structure. Implicit taxes, which
are guite subtle in concept, are best explained by an
example. Present law does not tax the interest on municipal
bonds; therefore, a holder of such bonds receives less
interest than he might receive if he invested his funds in
fully taxable securities. The difference between what he
receives and what he could receive is his implicit tax. It
is implicit because no revenue is paid o the U.8, Treasury.
It 1s nonetheless a tax because the bondholder's after-tax
income is reduced in the same way as if he paid a tax. Of
course, the implicit tax may be lower than the actual tax
payvable on fully taxable bonds, and this is why tax-exempt
securities are attractive to high-bracket taxpayers.
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Other persons receive benefits from the tax-exemption
of municipal bonds. The attractiveness of municipal bonds
draws capital out of the private sector, thereby increasing
slightly the before-tax return to investors in other forms
of capital. The increasge in their return is an implicit
subsidy or negative implicit tax. TIf total income is kept
constant in the economy, and efficiency losses ignored, the
positive and negative implicit taxes must balance exactly in
the aggregate, although not for any particular taxpaver or
any income class.

There is an implicit tax corresponding to many tax
benefits to capital income in the current tax structure.
The simulations included implicit taxes for real estate,
agriculture, mining, and capital gains arising from cor-
porate retained earnings and tax-exempt bonds. In each
case, the tax preference accorded te the activity in cuestion
attracts capital that would otherwise be applied elsewhere,
and thus reduces the before-tax returns. Since the ad-
vantages of these tax benefits —- even taking into account
the reduced before-tax returns —- are worth more to those in
high tax brackets, positive implicit taxes are paid by
higher income taxpayers. Therefore, implicit taxes make the
present tax structure as measured by effective tax burdens
somewhat more progressive than it may at first appear.

Nenetheless, some positive implicit taxes are borne by
filing units in the below-zero income ¢lass. This income
class consists of households sustaining real economic
losses. To the extent that these losses occurred in tax-
preferred activities, they are even qreater than they would
have been in the absence of the tax preference, and,
accordingly, implicit taxes are generated for this income
class.

"Net transfers" include income support in c¢ash and in
kind and the excess of accruing claims to future sccial
security benefits over current employer and employee con-
tributions,

Finally, economic income is net of some State and local
taxes. Since property taxes are netted in calculating
capital income in the previous columns and sales taxes as
discussed in chapter 3 are treated as consumption outlavs,
only State and local income taxes are subtracted here.
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Economic and Comprehensive Income

Economic income is an accerual concept. However, as
chapter 3 makes clear, a pure accrual income concept is not
practical as a tax base, Table 4 shows the difference
between economic income and “comprehensive income," which
was the starting point for developing the tax base used in
the comprehensive income tax proposal.

Four categories of adjustments are involved in moving
from economic income to comprehensive income. The first
adjustment 1s for pensigns. Economic income includes the
accruing value of future pension benefits for both private
pensions and social security. Comprehensive income, however,
is on a realization basis in that actual social security and
pension benefits, rather than their accruing value, are
inciuded. The difference is shown in column 2,

The second adjustment is for homeowner preferences and
agricultural income. Comprehensive income does not include
the imputed rental income from owner-occupied housing.
Furthermore, all agricultural activity cannct reasonably be
placed on the accrual accounting standard applied in calcu-
lating economic income. The third adjustment accounts for
the fact that capital gains on noncorporate assets are
inclnded in comprehensive income when realized rather than
accrued. Finally, in-kind transfers, such as Medicaid, are
not included in comprehensive ircome. As table 4 makes
evident, the partial shift from an accrual to a realization
concept of income results in a substantial shrinkage in the
value of the income measure that serves as the starting
point for the model comprehensive income tax.

As discussed in chapter 3, it was principally the
difficulties in measuring income on an accretion basis
that underlay the decision to use comprehensive rather than
economic income as the tax base. 'This decision also
influenced the way in which taxpayers were classified and
tax burdens calculated in the simulations. While economic
and comprehensive income are generally highly correlated,
there are some classes of taxpayers for whom income as
accrued and income as realized are guite different. This
is especially the case for taxpayers receiving pensien
income, who are drawing down their past accruals of pension
plan assets. Such taxpayers would find themselves in
relatively low economic income classes but would be in
higher comprehensive income classes as a result of realizing
the benefits of past contributions to pension plans.



Table 4
Economiec and Comprehensive Income

{1976 levels)

: : Adjustments (subtract)

. . : : Suntaxed
conomic : : : OMEOWNEeT : Non= : :
feome i Ciome  } Pemetms | PPOferamces o ocomerae o mekiw o SR
: : agricultural galns
: : H income H : :
{$000) ceemcareess S billions . .....uieninnn veessaen beanaans ererrraneal
Less than 0 -2.8 -0,2 0.1 0.1 0.1 =2.8
6~ 5 79.9 -18.4 1.0 0.4 6.4 90.4
5 - 10 143,2 4,6 2.1 0.9 4,0 i31.6
16 = 15 171.9 21,5 4.4 1,1 1.5 143.4
15 - 20 211.5 26.2 8.3 1.7 0.8 174.5
20 - 30 362.9 43.7 15.9 3.1 0.8 299.4
30 - 50 263.5 24,5 10,7 3.7 0.4 224.1
50 - 100 152.4 7.0 3.6 3.5 c.1 138.3
100 or more 85.4 11.3 Lo 2.2 _0.0 71.0
Total 1,467.9 120.1 47.2 16.6 4.1 1,269.9

- 457 ~

Dffice of the Secretary of the Treasury
Office of Tax Analvysis
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Table 5 presents a c¢ross-tabulation by econcmic income
and comprehensive income of the number of filing units
receiving pensions in excess ©of $500. While this
table indicates that pensioners in higher econcmic income
classes are in higher comprehensive income classes as well,
it also reveals that, in general, thelr comprehensive income
tends to be larger than their economic income. If taxes
were assessed on the basis of comprehensive income and
filing units were arrayed by economic income class, the tax
structure would appear less progressive. This is because
pensioners, who are generally in lower income classes, have
comprehensive inceome that exceeds economic income., During
their earning years, both economic and comprehensive income
are relatively high but economic exceeds comprehensive
income,

Both of these effects tend to tilt the structure of
effective tax rates as measured using economi¢ income in the
direction of lower effective rates on higher economic income
and higher effective rates on lower economic income. What
appears to be a phenomenon of the aggregate distribution of
the tax burden is actually a matter of the timing of taxes
at different points in the life c¢ycle of the same taxpaver.
A consequence of these lifetime effects, which are discussed
in more detail later in this chapter, is that comprehensive
income 1s a more meaningful classifier for analvzing a tax
system using a realization basis. EHence, in the tables that
follow, comprehensive rather than economic income is used to
identify the income classes of the taxpayers. Even more
desirable would be a comparison of lifetime tax burdens with
lifetime income.

Present Law Tax

Table 6 displays the progressivity of the present
income tax system, the total amount of revenue that it
raises, and the effective tax rates by comprehensive income
class. The indiwvidual income tax is only part of the
present tax structure. The proposals in this report also
would replace the corporation income tax and, by including
virtually all income in the tax base, would reduce implicit
taxes to near zero, Present tax burdens, however, include
all three forms of tax. As shown in table 6, effective tax
rates so derived rise continually with comprehensive incone.



Table 5

Croas-Tebulation of the Number of Filing Units with Substantial
Pension Tncome by Economic Income and by Comprehensive Income 1/

{1376 levels)

Comprehensive income (3000)

Economic

fncome [ Upto O ©0~-5 '5-10 [ 10-15 15-20 20 - 30 30~ 50 50 - 1oogorl°gure: Total
{5000} P . Ceerenren weverse. thousands ,,........... et eseeaniesteaeann terevnnd)
Less than © 49, 22, . 7. 4, 0. 0. 0. 0. Q. 81.
0- 5 4, 9,705, 3,221, 526, B8, 33, 3. 0. 0.  13,581.

5 - 10 4. 433,  2,839. 1,539, 318. 70. 6, 0. 0. 5,230,

10 - 15 1. 61, 170,  1,080. 472, 172. 22, Q. 0. 1,978,
15 - 20 a. 27. 17. 152, 640, 382, 55. 1, 0. 1,273,
20 - 30 1 22, 4. 13, 185, 914. 208. 12. c. 1,360,
30 - 50 0. 10, 2. 1. 4. 118, 681. 77. 0. 894,
50 - 100 0. 6. 0. 0. 0. 0, 26, 276. 22. 331,
100 or more 0. 4. 2. 0. 0. 0. 0. 6, éé. 68.
Total 60.  10,311. 6,262, 13,316. 1,707, 1,689, 1,001, 372. 77. 24,796,

Office of the Secretary of the Treasury
Office of Tax Analysis

1/ Pension income of $500 or more,

~ L8T -
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A Proporticnal Comprehensive Income Tax

It would be possible 1o replace the present individual
and corporate income tax with a propertional or flat-rate
tax on individuals, choosing the rate in such a way as to
raise the same total revenue. A reasonable exemption could
be allowed for a taxpayer and dependent, or the exemption
could be eliminated altogether in favor of a lower rate.
Two versions of a proportional tax on comprehensive income,
raising the same revenue as the present income tax, are
shown in table 7. One has no exemption and a tax rate of
14.35 percent of the comprehensive income base, and the
cther has an exemption of $1,500 per taxpayer and dependent
and a flat rate of 19.35 percent of comprehensive income in
excess of exemptions. Table 7 shows comprehensive income
by income class, present law tax burdens, and the results of
the two proportional rate plans. As compared to present
law, both plans would result in a tax decrease for the
higher income taxpayers and an increase for those with lower
incomes. The plan that a2llows an exemption would come
somewhat closer to the present distribution of tax burdens,
but some form of graduated rates is reguired to achieve a
close approximation.

THE MODEL COMPREHENSIVE INCOME TAX

Table 8 shows the steps from comprehensive income to
the income subject to tax under the model comprehensive
inccme tax plan and compares that amount to present law
taxable income.

The first adjustment is for child care and secondary
workers and applies to joint and head-of~household returns.
Only 75 percent of the first $10,000 of earnings of workers
cther than the primary wage earner is included in income
subject to tax. 2 deducticn of one-half of child care
expenses, up to a maximum deduction of $5,000, is allowed
against wage earnings of unmarried heads of households and
against the included wages of secondary workers on joint
returns.

The cormbination of exemptions and structure of rates
is designed to yield about the same total rewvenue, with
about the same distribution by income class, as the present
tax. The model comprehensive income tax would allow exemptions
of $1,000 per taxpaver and dependent, plus 51,600 per return
(half for mayried persons filing separately). The value of
these exempticns is shown in table 8. 2 deduction for
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Table 8
Tax Base for Comprehensive Income Tax Proposal

{1976 levels)

: :Child care and : : Comprehensive & Present : Change
Comprehensive ) P
: Comprehensive : secondary : : income law : in
income X © Exemptions 1/
1 income : worker : = gubject taxable : taxable
clasa .
: : provisions : : to tax 2/ income income
($000) (..-..-...alla+hi-ia ----------- ....-ia---a$billion3 LRI BN A R R I R R N R B R T R SR R I R ) ..)
Less than 0 -3.6 0.0 0.0 0.0 0.8 ~0,8
(
0- 5 81,0 -0.1 -68.0 12,9 10,1 2.8 b
-
5 - 10 171,2 ~1.5 -83.5 86,1 69,2 16,9 (
10 - 15 205.7 =44 -71.7 129,6 111,13 18.3
15 - 20 209.1 -6.6 ~57.1 145,4 129,39 15.5
20 - 30 253.7 -8,2 =51.4 194.1 164.6 29.5
30 - 50 169.0 =31 =21.4 144.5 97.0 47.5
50 - 100 120,2 -1.0 ~8.5 110.7 54.7 56,0
100 or more 63.5 =0.3 2.0 61.2 31.7 28,5
Total 1,269.9 -25.3 -363.6 884.5 669.2 215.2

Office of the Secretary of the Treasury
0ffice of Tax Analyais

1/ The amounts shown do not include the value of exemptions that, if allowed, would reduce comprehensive income

subject to tax to below zero.

2/ Bince comprehensive income subject to tax cannot be less than zero, it is greater than the sum of the first
three columns by the amount of the negative income in the first comprehensive income class,
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these amounts yields "comprehensive income subject to tax,”
the amount to which the rate schedule is applied in the
medel tax.

Table 8 also indicates the change in taxable income
from current law as a result of using the model compre-~
hensive income tax. The increase In income subject to tax
is extremely large, approximately one-third of present
taxable income. Such a substantial broadening of the tax
base can permit a marked reductien in tax rates throughout
the entire income range.

The rate structure for joint returns would he as
follows:

Income Bracket Marginal Tax Rate

8 0 - ¢ 4,600 8 percent

5 4,600‘— 540,000 25 percent
Over $40,000 38 percent

For single returns, the rate structure would he as
fellows:

Inceme Bracketb Marginal Tax Rate

5 0 -5 2,800 8 percent

5 2,800 - $40,000 22.5 percent
Over $40,000 38 percent

"Heads of households," as under present law, would pay the
average of the amounts they would pay using the single and
joint schedules.

The tax revenyes that would be raised by this plan, and
their distribution by income class, are shown in table 9,
along with the corresponding information for the present
tax. The agreement is guite close and the agaregate tax
change for each income class is small. Table 10 shows tax
liabilities by filing status under both the present law and
the comprehensive income tax proposal. 2Again, the changes
are small. The proposed tax plan would favor larger families



Table 9

Amount of Tex and Effective Tax Rates under the Present Law Income Tax
and Model Comprehensive Income Tax

{1976 levels)

Comprehensgive ' Present law : Comprehensive income tax
income ! Tax : Effective : Tax : Effective
class : : tax rate L/ . : tax rate L/
{$000) (,. § billions ...) {(.... percent ....) (... $ billjons ,,) (.,,, percent ,...)
less than O 0.0 -0.6 0.0 0.0 g
0- 5 1.4 1.7 1.0 1.3 -
5« 10 10,9 6.4 i0.4 6.1
10 -~ 15 20.5 9.9 20,5 10.0
15 - 20 26.5 12.7 27.0 12.9
20 - 30 39.1 15.4 40.1 15.8
30 - 50 33.4 19.8 32,6 19.3
50 - 100 30.3 25.2 31.2 26.0
100 or more 20.6 2.4 20,8 32.7
Total 182,6 14.4 183.7 14.5

Office of the Secretary of the Treasury
Office of Tax Analysis

1/ Tax &s a percentage of comprehensive income.



Table 10
dmount of 'Tar According to Filing Status under the Present Law Tncome Tax and Model Comprehensive Inceme Tax

{1976 levels)

Fresent law : Model comprehensive
income tax : income tax
(revnsvesvnonnunnes B BIL11ONB wuuernvrssvarrsns)

Filing status

B8INngle .n.iiverasiecansusionnnannanan i atiNtEtiast e anra e 32.3 3Z2.3
Married filing separately ....rciriirisrecavanairaresnrsnnsna 2,5 3.0

Head of household ....vuecninennsanssrrnssacnusrsserssavangre 6.4 6.9

Joint and certain surviving SPOUSES .. vivsennvscrsonnsrinssss 141.4 141.5
Ho dependents ..errvravsaaaraarsaanertssnsiiaasbrroianssassq 54,3 57.3
One dependent ... c.ueerrisreetiraarrasasssrsassansenoinesna 28,2 27.8
Two dependents ,...... ea e taan s aas s a s s sarea s nn 29.0 27.9
Three dependents ......ccvunenuovesrrinanassrrsiinsnnnsscarsns 17.5 16.8
Four dependents ....jsssesrsrssnnssrisnatann ierbi. tedreeea 7.8 7.4
Five or more dependents .....cceovivevarsnronisatranarssass 4.6 4.3

All YebUYnS e svarrtaat o bt asrnsinns R R R L R A A R 182-6 183-?

Returng with one or more aped ...v.ivivecnvrenesnsnsannssrasas 21.6 25.8

Office of the Secretary of the Treasury
Office of Tax Analysis

FoT



- 165 -

slightly compared to present law. Filing units with one or
more aged members would pay somewhat higher taxes because
they would lose the extra age exemption and because social
security cash grants are included in the tax base.

Although tax liabilities by income class and filing
status do not change greatly on the averaqe, the proposed
comprehensive income tax would alter significantly the tax
liabilities of many individual taxpaying units. Those
whose income is not fully taxed under current law would
pay more tax under this comprehensive plan, while others
would benefit from the generally lower rates. Also, many
would be relieved of the burden of double taxation on
corporate incone.

Table 11 shows the number of filing units in various
categories that would have their tax liabilitjes either
increased or decreased by more than 5 percent of present law
tax. or by more than $20, The average amount of decrease for
those returns with decreases is almost $380, while the
average amount of increase among the gainers is nearly $650.
The average gains and losses are similarly large for vir-
tually all the categories shown on the table,

This finding of large average amounts of gains and
losses should be interpreted with great care. It is in-
evitable that any such tax change will involve substantial
redistribution within income classes even if the total tax
collected within each class remains the same. Furthermore,
to some degree, the simulated comparisons are spuricus
because it is not proposed to adopt the moedel plan overnight.
Indeed, the existence of a large number of gainers and
losers is in itself evidence that careful transition rules
are needed to facilitate the movement toward a reformed tax
structure.

It should also be noted that the nature of the data
base biases the result in the direction of a finding of
extensive redistribution. This is soc because the individual
records in the file of taxpavers in the simulation were
constructed by matching information about different indi-
viduals in the taxpayer and Current Population Survey
samples. As a result, current and new tax liabilities for
a given record in the data base may, in fact, be based on
information concerning different people.



Table 11

Filing Units with Galns and Losses under the Comprehensive Tncome Tax
as Compared to the Present baw Income Tax 1/

{1976 levels)

H Tax decrease : Tax increase

tMumber of:Amount of:Average decrease:Number of:Amount of:Average increase
filing tax :for filing units: filing tax :for filing units
unkts : change : with decrease : wunits : change : with increase

millions) & billions) {dpilars) (millions)@Dbillions (dollars)

411 filing units with gains and losses ..... ‘e 60.9 23.0 378 37.2 24,1 648 ’
".l
FTiling units with $300 or more of pension A
in(ﬂ]me I R I R R R R R R R ) TR EE 5..0 2.2 !}31 1?-7 13.5 76& i
Filing units with less than $500 of pension
IMCOME L isvnunsvansennasisensna Geeaianean 55.9 20.9 373 19.5 10.6 543
Single filera PEPEEN R P I I N R L] 2?.? qal 1&8 3.6 1,2 331
hpe lesg than 22 ...... . basawaens . 13.7 0.6 46 1.0 0.1 107
Ape 22 to 6L ,..ucnnan. werenin reeerarunn 13.0 3.2 245 2.4 1.0 427
Age B O OVEY .avvvaais Bt aai it aaa Tt 1.0 0.3 293 0.2 0.1 254
Joint filers ,....s:000n-aaes fiseanan e 24.2 15.8 654 2.9 B.4 653
Earning status:
One earner ...eerasess veenraa . - 10.2 6.7 657 4.6 5.2 508
TWO O MOLE SATNELS +eorrrenransananars 14,0 9,1 652 4.3 3.2 742
Dependency atatus:
No dependents ...... ireertaianieaas 6.9 5.1 745 4.4 2.9 643
Two dependents soosirsvvscoearrosaananns 5.8 3.5 607 2.8 1,7 624
Four dependenbs cecessnmasrasinaoneses 1.7 1.1 049 0.7 a.5 747

Filing units with means-tested cagh grant
INCOME 4 oponoersneaeevaneesttoeasssssessss 2.7 0.2 29 3.9 1.1 270
Office of the Secretary of the Treasury, Office of Tax Analysis

1/ ¥iling units whose tax liabiliries would change by more than 5 percant of present law tax or by more than 320,
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Aside from such statistical details and the gquestion of
transition rules, comparisons of gainers and losers may be
misleading on other grounds. The redistributions of income
indicated may reflect not only changes in tax burdens among
different taxpayers, but, perhaps more importantly, changes
between the taxpayer at one point in his life and the same
taxpayver at another point. For example, employee con-
tributions to social security are excluded from taxabkle
income, but social security benefits are included. As a
result, the simulations show a decrease in tax for present
wage earners and an increase in tax for pensioners.,

Indeed, table 11 shows that almost half of those with
tax increases are rece1v1ng SSOO or more in pension income.
This gives a misleading impression of the distributicnal
consequences of the change, because present wage earhers are
future retirees. A more satisfactory comparison would be
one that reflected the overall lifetime tax burden of
different individuals under varicus plans, It has not been
possible to perform simulations of such lifetime effects.
Thus, the simulations that are shown tend to be biased
toward a finding of greater redistributiocn than actually
would be implied by the model plan.

TEE CASH FLOW TAX

Table 12 shows, for each comprehensive income class,
the derivation of gross consumption from comprehensive
income. "Imputed consumption from owner-occupied housing”
consists of the net rental value of owner-occupied dwellings,
and is included in oross consumption sven though a cash
outlay may not be made for the rental services. "Corporate
retained earnings" are deducted because they represent
saving on behalf of households. similar saving occurs in
the form of earnings on life insarance policies, contribu-
ticns to and earnings of private pension plans, and emplovee
contributions to scocial security. "Direct saving" represents
household net purchases of real and financial assets. In
table 12, gross consumptlon is derived by subtracting the
sum of all forms of saving from the sum of comprehensive
income plus imputed consumption.

The term "gross consumption” is used because consump-
tion is here considered to be gross of income taxes paid
under current law; in other words, gross consumption represents
before-tax consumption. Gross consumption is the starting
p01nt of the cash flow tax in the same way that comprehensive
income is the starting point of the comprehensive income
tax.



Table 12
Comprehensive Income and Gross Conzumption

(1976 levela)

Saving
: : Lmputed :8aving in 1life : :
Comprehensgive . consumption
: Comprehensive : Corporate i Jdnsurance, : , : Gross
income from owvmer- Direct
H income 1 ;. retained :pension plans, : ! congumption
class ) ; oceupled ; . ) ; saving ]
: : housing H earnings : and : :
: : : rsoclial security: .
(5000) (--l.. ...... L N N N NN NN NN RN E N $billions .-'ll.'-.llI'lllI'l'..l.-l"".....l-"..-)
Less than 0 3.6 0.1 0.1 0.0 -5.9 2.3 L
[«
0= 5 8E.0 1.3 0.3 0.4 3.0 78.6 oa
1
5 - 10 171,2 3.6 0.9 2.1 B.1 163.,7
10 - 15 205,7 7.0 1.1 3.3 14.0 194.4
i5 - 20 209,1 8.3 1.3 4.0 18.3 193.8
20 - 30 253.7 9.7 2.4 5.6 26.7 228.7
30 - 50 169.0 4.9 3.5 3,2 18.9 148.13
50 - 100 120,2 2.1 4.0 1.3 16.8 100.2
100 or more 63.5 0.7 6.0 0.5 6.8 51.0
Total 1,269,9 37.8 19,6 20.5 to6.7 1,160,959

Office of the Secretary of the Treasury
Office of Tax Analysis

Note: Gross consumption equals comprehensive income plus imputed consumption from owner-cccupied housing minus all of
the following forms of savings: corporate retained earnings, saving in life Ilnsurance plans, social security
contributions, and direck saving.
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As was explained earlier in connection with the com-
prehensive income tax, taxpayers must be classified properly
before the distribution of tax burdens can be analyzed.

All tables dealing with the cash flow tax will use gross
consumption for classification purposes.

Table 13 shows the derivation of the cash flow tax
base. The provisions for child care and secondary workers
are the same for the cash flow tax as for the comprehensive
income tax. Exemptions under the cash flow tax are 51,500
per return and $800 per taxpayer and dependent. Adjusting
gross consumption for the child care and secondary worker
provisions and for exemptions yields the amount of cash
flow subject to tax. A comparison of the amounts subject to
tax in the two model plans, as shown in tables B and 13,
indicates that the amount of cash flow subject to tax is
abhout 7 percent less than the amount of comprehensive income
subject to tax. Nonetheless, the amount of cash flow
subject to tax is 23 percent more than present taxable
income, as shown in table 8. Thus, even though saving is
deducted, the model cash flow tax accomplishes a substantial
broadening of the tax base.

The rate structure for joint returns under the cash
flow tax would be as follows:

Income Bracket Marginal Tax Rate
$ 0 - 5,200 10 percent
5,200 - 30,000 2B percent
Over 30,000 40 percent

For single returns, the rate structure would be as
follows:

Income Bracket Marginal Tax Rate
$ o - 3,200 10 percent
3,200 - 30,000 26 percent
Over 30,000 40 percent

Heads of households; as under present law, would pay the
average of the amounts under the single and joint schedules.

Table 14 shows the distribution of tax liabilities and
effective rates of tax under the model cash flow tax and
present law. The model cash flow tax nearly reprcduces the



Table 13
Cagh Flow Tax Base

(1976 levels)

Gross : Nusber of , Cross : Chiiioﬂ;?yamﬁ ; ; Gii? jﬂ?’
consumption filing units 1/ :  consumption : worker : Exemptions 2/ to
class : - : : Provisions : : tax
{$000) (... millions .,.) (..... e N s iesarreesnnerraasaras S hill1on8s .. vevevnrccnranrnnn. teecetas
Less than 0 0.0 0.0 0.0 a.o 0.0
0- 5 40.7 84,2 ~0,1 -66.2 17.9
5 « 10 24.3 178.9 ~-1.8 -76.6 100.5
10 - 15 17.% 221.4 =5.7 -67.1 148.46
15 - 20 11.8 202.9 7.3 -47.8 147.8
20 - 30 8.7 208.,5 -6.8 -36.0 165 .6
30 - 50 3.7 136.3 -2.6 -14.,9 118.8
50 - 100 1,3 £8.2 ~0.8 5.5 81.9
100 or more 0,3 0.6 =D.2 -1,1 39.2
Total 108.6 1,160.9 =25,3 -315.2 820.4

- 0Lt -

Office of the Secretary of the Treasury
Office of Tax Analysis

1/ Includes all filing units whether or nmot they actually file returns or pay tax under currert law.
2/ The amounts shown de not include the value of exemptions that, if allowed, would reduce cash flow
subject to tax to below zevo,



Table 14
Amount of Tax and Effective Tax Rates under the Present Law Income Tax and under Model Cash Flow Tax

(1976 levels)

Gross : Present law tax : Cash flow tax
elmes Tax  taxrare V. Tax | texrata U
(5000) (... 5 billions ..} (.,.., percent ...) {,.. % billions ..) {(..... percent ...)
Less than 0 0,0 0.0 0.0 0.0
0- 5 1.8 2.2 1.8 2.1
5 - 10 13.2 7.4 13,7 7.7
10 - 15 26,2 11.8 26,3 11.9
15 - 20 30.0 14.8 30.6 15,1
20 - 30 37.5 18.0 38,2 18.3
30 - 50 3z,2 23.6 3l.4 23,1
50 - LOO 27.1 30.7 26.8 30.3
100 or more 4.6 36.0 _14.5 35,7
Total 182.6 15.7 183.3 15,8

Dffice of the Secretary of the Treasury
0ffice of Tax Analysis

1/ Tax as a percentage of gross consumption.

- TLT -
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progressivity of the present tax structure. It is clear
that taxing consumption is perfectly consistent with a
progressive structure of tax liabilities.

Although the model cash flow tax preserves the averacde
progressivity of current law, it would extensively redistribute
tax burdens. Table 15 tabulates filing units whose tax
change would be more than 5 percent of present law tax or
more than $20. This table yields essentially the same
results as those presented in table 11 for the comprehensive
income tax. The caveats in interpreting the results of
table 11 apply with ecual force to table 15.

COMPARISONS OF TAX LIABILITIES UNDEE THE DIFFERENT PLANS

Up to this point, this chapter has presented simulations
of the effects of the model tax plans on all taxpayers.
This section examines the tax liabilities of taxpayers in
particular situations. These materials illustrate the
differences among the present law income tax and the two
model plans. Since the data are hypothetiecal, they d¢ not
Yepresent the situations for any particular taxpaver.

The Marriage Penalty

A subject of continuing controversy and interest is the
division of the tax burden between married and unmarried
individuals. Table 16 shows, for current law, the additicnal
tax paid by a married couple filing a joint return over what
would be paid if both persons could file single returns.

The left-hand column shows the couple's total income, The
subseguent columns present different shares of the total
income earned by the lesser-sarning spcuse. For example,
in the first cclumn, one spouse earns all of the income.
This column shows that a married couple would pay a lower
tax than would a single individuwal with the same income
because of the favorable rate structure of the joint return
schedule. In the last column, earnings are derived ecually
from the wages of both spouses. In this case, the married
couple would pay & higher tax than would two unmarried
individuals, with a marriage penalty of $4,815 on a joint
income of $100,000.

Table 17 shows the same data for the model compre-
hensive income tax plan. The area of marriage penalty has
increased somwehat as compared to current law. However, the
rate structure and exclusion of a portion of the earnings of



Table 15

Tiling Units with Gains and Losses under the Cash Flow Tax Compared with Present Law Income Tax 1/

(1976 levels)

H Tax decrease : Tax increase
‘Number of:Amount of:Average decrease:Number of:Amount of:Average increase
1 filing tax :for £lling units: filing tax tfor Eiling units
¢ unita

A1l filing unlts with pains and losses ,,,.....

Filing unites with 5500 or more of pension

1[1'2-2 I FE B P B A S g e md e IR s s haasa

Filing units with less than 3500 of pension
income ...

------- LI B A L L N LN ]

Single £fileYs ..vvevscvonnntbsatssiusasnnns
Age less than 22 .......cvcvenesnnn,
Age 22 0 Bl L..iiiiiimanenens .
Age B2 OTF OVEY ...vusunsa

LR R ]

Joint filers .

Earning status:

{ne earner .,

Two Or mOTe BATNEYS ...
Dependency status:

Ho dependents ,,,....ss0000000 000

Two dependents .,

Four dependents .

-------------

Filing units with means-tested cash grant
income ...

L R R R R R L LR I NI B A A ]

: : chanpe ; with deerenge : units ; change ! with increase
{millions} @ billions) {dallara) {(nillious) @ oillions) (doIiars)

53.6 31.0 577 44,7 31,7 708

1

5.1 3.5 700 i7.9 13.7 765 "

)

L)

48,6 27.4 564 26.8 18.0 671 !
24.5 4.9 199 6.6 2.0 309
12,6 0.5 43 2.0 0.3 130
11,0 3.9 360 4.3 1.7 397
0.9 0.4 410 0.3 .1 313
20,6 21.4 1,037 16.6 14.6 A80
8.9 9.6 1,075 10.0 8.8 B76
11.7 11.8 1,007 6.6 5.9 885
6.8 8.0 1,174 4.6 4.1 389
5,6 4,3 933 4.0 3.5 B84
1.3 1.3 1,060 1,1 1.0 924
2.4 0.2 73 b.b 1,5 359

Office of the Secretary of the Treasury, Qffice of Tax Analysis

1/ Filing onits whose tax ligbilities would change by more than 5 percent of present law tax or by more than $20,



Table 16

Marriage Penalties in 1976 Law

The Marriage Penalty 1a the Exceas of the Tax a Couple Pays with a Joint Return
Over What It Would Pay if Both Persons Could File Single Returna

Total : Dollar amount of marriage penalty when share of income earned by lesser-earning spouse is:
f:?i;z : None 10 percent E 20 percent f 30 percent f 40 percent E 50 percent
(-+4ldd llllllllllllllll LR B I B S R B B B B ] L3N I No Harriage Penalt}f CRE BN BB BB B BT B I B RE NN A I Y ) LA B R B B BY BN BN B B I I

8 0 $ 0
3,000 42
5,000 -233
7,000 266

10,000 ~383
15,000 -527
20, 000 -762
25, 000 -1,085
10, 000 ~1,406
40,000 ~2,013
50,000 -2,697
100,000 -6,810

$ 0 § 0 8 0 $ 0 5 0
0 0 ) 0 0 0

-149 -69 12 37 130
~137 =18 101 201 212
-1863 43 191 216 221
-187 a7 162 237 263
=240 56 189 258 243
~324 29 235 319 365
442 13 320 497 565
-057 149 061 1,034 1,188
-799 334 1,188 1,743 1,910
-2,532 605 2,819 4,275 4,815
(eininnanes veesees Marriage Penalty ...vvviveserririaea)

office of the Secretary of the Treasury

Office of Tax Analysis

Note: In gll tax caleulations, deductible expenses are assumed to be 16 percent
of income, and the maximum tax is not used.

= VLT



Table 17

Marriage Penalties in the Model Comprehenslve Income Tax

The Marriage Penalty 1s the Excese of the Tax a Couple Pays with a Jolnt Return
Over What It Would Pay 1if Both Persona Could File Single Returns

Dollar amount of marriage penalty when share of Income earned by lesser-earnIng spouse Ls:

Total
f:iiiz Yone f 10 percent i 20 percent f 30 percent f 40 percent f 50 percent
lllll s a e s v an reen 8 b3t F B brdsdr e No Mﬂrriage Penalty t.l.‘il-ilflllllll.i.iiitll'..l-l.li‘iid)
$ 0 35 0 5 0 § ) 3 Q 5 y 8 0
3,000 -32 -8 0 Q 8] 0
5, 000 «80 =50 =20 10 40 62
7,000 =312 -169 -25 46 72 58
10,000 =441 -278 =116 15 97 122
15,000 ~316 -72 140 263 300 206
20,000 =191 134 347 425 300 175
25,000 «Hb 340 555 456 300 300
30,000 59 515 &75 4388 425 425
40,000 an9 847 800 675 675 675
50,000 245 1,477 1,432 1,432 1,432 1,432
100, 000 244 1,835 3,385 4,935 6,485 6,888
Cantr b nateacartonans S ereesaaa ++s Marriage Penalty .......... P, A

Office of the Secratary of the Treasury
Office of Tax Analysis

- GLT -
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the secondary worker would result in some changes relative
to current law. This may be seen most clearly in the last
column. Although the marriage penalty paid by a couple
earning $100,000 would increase, for all other families in
which egual earners marry, the marriage penalty would be
reduced compared to current law. As the first column shows,
the differences between married couples and unmarried
individuals are, in general, reduced in the model compre-
hensive income tax plan compared to current law, This is
because the breocader tax base permits a less steep progression
of marginal tax rates. Table 18 shows the marriage penalties
under the model cash flow tax.

Lifetime Comparisons

As suggested above, a desirable point of view from which
to assess the relative tax burdens among individuals is that
of the complete lifetime. The tables presented thus far
do not reflect this lifetime perspective. If either of the
model tax plans had been in effect as long as the present
tax, the income and tax situations of taxpayers would be
different from those shown in the simulated results.

This is particularly true of saving, which is subject
to considerably different treatment under the model plans.
For persons accumulating for their retirement years in
savings accounts, the present law would collect tax on the
income from which the saving is made and again on the
interest earned on the savings. Withdrawal of funds,
however, would have no tax consegquence. Under the cash flow
tax, savings would not be subject to tax; rather, taxes would
be assessed when the proceeds are withdrawn for consumption.
The comprehensive income tax would he levied both on income
saved as well as on interest earned, but the brcader base
would permit lower rates than under present law.

Since one objective of saving is the reallocation of
lifetime consumption, these three tax systems would be
expected to alter the timing of income, consumption, and tax
liabilities. Table 19 summarizes these effects. It shows
summary statistics for a family whose saving strategy is to
maintain a constant level of consumption throughout working
and retirement years. This table provides a very direct and
convenient way of comparing the different systems, since tax
burdens may be determined directly from the level of con-
sunption. The higher is the level of consumption attain-
abie, the lower is the tax burden, In this example, the



Table 18
Marriage Penalties in the Model Cash Flow Tax

The Marriage Penalty 1s the Excess of the Tax a Couple Pays with a Joint Return
Over What It Would Pay if Both Persons Could File Single Returns

Total : Dellar amount of marriage penalty when share of income earned by lesser-earning spouse is:
izziiz i Kaone i 10 percent i 20 percent i 310 percent f 40 percent f 50 percent
(reecann Meesusesmaqe e et oa s ev. Ho Marrigpe Penalty .....ovovccccrvavescsnirrrarraosnaonnens)
3 0 $§ © $ 0 $ 0 v 0 $ a 3 0
3,000 -70 =40 ~10 0 Q 0
5,000 -80 -42 -5 | 32 70 88
7,000 -320 -156 9 77 80 63
10,000 -4G4 ~304 -114 | 6 96 106
15,000 -394 ~109 1086 241 236 191
20,000 ~294 86 296 396 256 1156
25,000 =152 261 486 3ol 216 216
36,000 -%4 406 596 386 316 316
40,000 -l44 886 1,244 1,044 1,044 1,044
50,000 =144 1,086 1,366 2,066 2,444 2,544
100,000 =144 1,366 2,766 4,166 4,488 4,488
(erversrnnnanrananannas vraern Marriage Penalty ......cus.. P |

Offica of the Secretary of the Treasury
Office of Tax Analysis

= LLT =
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present law tax burden is somewhat higher (consumption is
lower) than that implied by the model comprehensive income

tax, which in turn is higher than that under the cash flow
tax.








