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MARRIAGE PENALTY TAX

TUESDAY, AUGUST 5, 1980

U.S. SENATE,
COMMITTEE ON FINANCE,

SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT,
Washington, D.C.

The subcommittee met, pursuant to adjournment, at 9 a.m., in
room 2221 Dirksen Senate Office Building, Hon. Harry F. Byrd, Jr.
(chairman of the subcommittee) presiding.

Present: Senators Byrd, Moynihan, Bradley, Packwood, Dole, and
Chaffee.

[The press release announcing this hearing and the bills S. 336,
S.1247, . 1877, and the Joint Committee on Taxation description of
the bills follow:]

(1)
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P.R. #H-39

PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
July 21, 1980 UNITED STATES SENATE

SUBCOMMITTEE ON TAXATION
AND DEBT MANAGEMENT

2227 DIRKSEN SENATE OFFICE BLDG.

FINANCE SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT
SETS HEARING ON THE INCOME TAX TREATMENT OF

MARRIED COUPLES AND SINGLE PERSONS

Senator Harry F. Byrd, Jr., Chairman of the Subcommittee
on Taxation and Debt Management of the Senate Committee on Finance,
announced today that the Subcommittee will hold a hearing on Tuesday,
August 5, 1980, on the so-called "marriage penalty tax.*

The hearing will begin at 9:00 A.M. in Room 2221 of the
Dirksen Senate Office Building.

The Chairman noted that although the hearing will not be
limited to particular bills, a number of bills have been introduced.
These bills are as follows:

S. 336 Introduced by Senator Mathias. Would
permit married persons to file single
returns and pay tax at the same rate as
single persons.

S. 1247 Introduced by Senator Gravel. Would permit
married couples a deduction of 10% (limited
to $2,000) of the earned income of the
spouse earning the lesser amount of income.

S. 1877 Introduced by Senator-Sasser. Would
permit married couples a deduction of 20%
(limited to $4,000) of the earned income
of the spouse earning the lesser amount
of income.

Witnesses who desire to testify at the hearing must submit
a written request, including a mailing address and phone number, to
Michael Stern, Staff Director, Committee on Finance, Room 2227 Dirksen
Senate Office Building, Washington, D. C. 20510, by no later than
the close of business on July 28, 1980.

Consolidated Testimony.--Senator Byrd also stated that the
Committee urges all witnesses who have a common position or the same
general interest to consolidate their testimony and designate a single
spokesman to present their common viewpoint orally to the Committee.
This procedure will enable the Committee to receive a wider expression
of views than it might otherwise obtain. The Chairman urges very
strongly that all witnesses exert a maximum effort, taking into account
the limited advance notice, to consolidate and coordinate their state-
ments.

Legislative Reorganization Act.--Senator Byrd stated that the
Legislative Reorganization Act of 1946, as amended, requires all
witnesses appearing before the Committees of Congress "to file in
advance written statements of their proposed testimony, and to limit
their oral presentations to brief summaries of their argument.'

Witnesses scheduled to testify should comply with the
following rules

(1) A copy of the statement must be filed by noon the day
before the day the witness is scheduled to testify.
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(2) All witnesses must include with their written state-
ment a summary of the principal points included in the
statements

(3) The written statements must be typed on letter-size
pap (not legal size) and at least 100 copies must be
s-B-Itted by the close of business the day before the
witness is scheduled to testify.

(4) Witnesses are not to reed their written statements to
the Subcommittee, but are to confine their oral
presentations to a sugary of the points included in
the statement.

Written Statements.--Witnesses who are not scheduled to make
an oral presentation, Md others who desire to present their views to
the Subcommittee, are urged to prepare a written statement for sub-
mission and inclusion in the printed record of the hearings. These
written statements should be typewritten, not more than 25 double-spaced
pages in length, and mailed with five (5) copies to Michael Stern,
Staff Director, Committee on Finance, Room 2227, Dirksen Senate Office
Building, Washington, D. C. 20510, not later than August 29. 1980.

P.R. #H-39
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1ST SESSION •

To amend the Internal Revenue Code of 1954.

IN THE SENATE OF THE UNITED STATES
FEBRUARY 5 (legislative day, JANARY 15), 1979

Mr. MATHIAS (for himself, Mr. BAXBR, Mr. JAVITS, and Mr. STEVENS) intro-
duced the following bill; which was read twice and referred to the Committee
on Finance

A BILL
To amend the Internal Revenue Code of 1954.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Conress asembled,

3 That (a) so much of subsection (c) of section 1 of the Internal

4 Revenue Code of 1954 (relating to tax imposed) as precedes

5 the table is amended to read as follows:

6 "(c) INDIVWUALS (OTHEB THAN SuRvVNoG SPOUSES

7 AND HEADS OF HOUSEHOLDS) AND CERTAIN MARRIED

8 INDvIDuAL.-There is hereby imposed on the taxable

9 income of-

II-Ee
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2

1 "(1) every individual (other than a surviving

2 spouse as defined in section 2(a) or the head of a

8 household as defined in section 2(b)),

4 "(2) every married individual (as defined in sec.

5 tion 143) who-

6 "(A) does not make a single return jointly

7 with his spouse under section 6018,

8 "(B) who elects, at such time and in such

9 manner as the Secretary prescribes, to have this

10 subsection apply, and

11 "(0) whose spouse elects, at such time and

12 in such manner the Secretary prescribes, to have

13 the provisions of this subsection apply,

14 a tax determined in accordance with the following

15 table:".

16 (b) Section 1 of such Code is amended by adding at the

17 end thereof the following new subsection:

18 "(f) CoMmw umr PROPETY LAws.-In the case of a

19 married individual (as defined in section 143) who elects to

20 have the provisions of subsection (c) apply with respect to his

21 taxable income for any taxable year, the computation of such

22 taxable income shall be made without regard to any commu-

28 nity property laws.".

24 (c) Subsection (d) of section 1 of such Code is amend-

25 ed-
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3

1 (1) by inserting "CERTAIN" before "MABRIED" in

2 the heading thereof, and

8 (2) by inserting ", or who elects to have the pro-

4 visions of subsection (c) apply," after "section 6018".

5 (d) Subsection (d) of section 68 of such Code (relating to

6 the definition of taxable income) is amended-

7 (1) by inserting ", or who is married and makes

8 an election under section 1(c)" before the comma at

9 the end of paragraph (2), and

10 (2) by inserting "under section 1(d)" after

11 "return" in paragraph (8).

12 (e) Claune (i) of section 6012(a)(1XA) of such Code (re-

18 lating to persons required to make returns of income) is

14 amended-

15 (1) by striking out ", is not" and inserting in lieu

16 thereof "and is not", and

17 (2) by inserting "or who is married (as so deter-

18 mined) and makes an election under section 1(c),"

19 before "and for the taxable year".

20 So. 2. Subsection (c) of section 42 of the Internal Rev-

21 enue Code of 1954 (relating to general tax credit) is amended

22 by inserting "under subsection (d) of section 1" after

28 "return".

24 Szo. 8. (a) Section 44A of the Internal Revenue Code

25 of 1954 (relating to expenses for household and dependent
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' 4

1 care services necessary for gainful employment) is amend-

2 ed-

8 (1) by inserting ", or a married individual who

4 makes an election under section 1(c) for such year"

5 after "year" the first place it appears in subsection

6 (e)(1)(A),

7 (2) by inserting "and who has not so elected"

8 after "year" the first place it appears in subsection

9 (eXl)(B),

10 (3) by inserting "CERTAM" before "MARBIBD" in

11 the heading of subsection (0(2), and

12 (4) by inserting "or make the election provided

18 under section 1(c) for such year" before the period at

14 the end of subsection (0(2).

15 (b) Section 152 of such Code (relating to definition of

16 dependent) is amended-

17 (1) by striking out "or (e)" in subsection (a) and

18 inserting in lieu thereof ", (e), or (f)", and

19 (2) by adding at the end thereof the following new

20 subsection:

21 "(0 SUPPORT TEST IN CAR OF CREDIT FOR EM-

22 PLOYXENT-RELATED EXPENSES.--In the case of a married

23 individual who makes an election under section 1(c) for the

24 taxable year and who is entitled to claim the credit under

25 section 44A-with respect to any person butfor the fact that
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5

he did not contribute over half of the support of such person,

such person shall be treated for purposes of subsection (a) as

having received over half of such support from such individu-

al if-

"(1) over half of such support was received from

such individual and his spouse;

"(2) the individual contributed over 10 percent of

such support; and

"(8) the individual's spouse does not claim such

person as a dependent in any taxable year beginning in

such calendar year.".

SEc. 4. Section 1348 of the Internal Revenuo Code of

1954 (relating to 50 percent maximum rate on personal serv-

ice income) is amended by inserting "or make the election

provided in section 1(c) for such year" before the period at

the end of subsection (c).

SEO. 5. The amendments made by this Act apply to

taxable years ending after the date of the enactment of this

Act.
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96TH CONGRESS
1ST SESSION 247

To amend the Internal Revenue Code of 1954 to reduce the tax effect known as
the marriage penalty by permitting the deduction, without regard to whether
deductions are itemized, of 10 percent of the earned income of the spouse
whose earned income is lower than that of the other spouse.

IN THE SENATE OF THE UNITED STATES
MAY 24 (legislative day, MAY 21), 1979

Mr. GRAVEL introduced the following bill; which was read twice and referred to
the Committee on Finance

A BILL
To amend the Internal Revenue Code of 1954 to reduce the tax

effect known as the marriage penalty by permitting the
deduction, without regard to whether deductions are item-
ized, of 10 percent of the earned income of the spouse
whose earned income is lower than that of the other spouse.

1 Be it enacted by the Senate and House of Representa.

2 tires of the United State8 of America in Congress assembled,

8 SECTION I. ALLOWANCE OF DEDUCTION.

4 (a) IN GENERAL.-Part VII of subchapter B of chapter

5 1 of the Internal Revenue Code of 1954 (relating to addition-

6 al itemized deductions for individuals) is amended by redesig-
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2

1 eating section 221 as 222 and by inserting after section 220

2 the following new section:

3 "SEC. 221. DEDUCTION TO REDUCE THE MARRIAGE PENALTY.

4 "(a) DEDUCTION ALLOWBD.-In the case of a married

5 individual who files a joint return for the taxable year with

6 his spouse, there is allowed as a deduction in computing tax-

7 able income an amount equal to 10 percent of-

8 "(1) the earned income of the spouse whose

9 earned income for the taxable year is less than the

10 earned income of the other spouse for the taxable year,

11 or

12 "(2) if the earned income of each spouse for the

13 taxable year is the same, the earned income of one

14 spouse for the taxable year.

15 "(b) LIMTATION.-The amount of the deduction al-

16 lowed by subsection (a) for the taxable year shall not exceed

17 $2,000.

18 "(c) DETEBMINATION OF MARITAL STATUS.-For

19 purposes of this section, the, determination of whether an in-

20 dividual is married shall be made in accordance with the pro-

21 visions of section 143(a).

22 "(d) EARNED INcOM.-For purposes of subsection (a),

23 the term 'earned income' means-

24 "(1) earned income (as defined in section 911(b)),

25 plus
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8

1 "(2) the amount of net earnings from self-employ-

2 ment for the taxable year (within the meaning of sec-

3 tion 1402(a)).".

4 (b) DBDUCTION WITHOUT RIGABD TO ITBMIZBD Dz-

5 DUCTIONS.-SeCtiOU 68 of such Code (relating to definition

6 of taxable income) is amended-

7 (1) by string out "and" at the end of subpara-

8 graph (A) of subsection (bX1),

9 (2) by inserting after subparagraph (B) of subsec-

10 tion (b)(1) the following new subparagraph:

11 "(0) the deduction to reduce the marriage

12 penalty provided by section 221,",

13 (3) by stsng out "and" at the end of paragraph

14 (1) of subsection (0,

15 (4) by striking out the period at the end of para-

16 graph (2) of subsection (f), and inserting in lieu thereof

17- a comma and the word "and", and

18 (5) by adding at the end of subsection () the fol-

19 lowing new paragraph:

20 "(8) the deduction to reduce the marriage penalty

21 provided by section 221.".

22 (c) CONFORMINO AMeNDMENT RELATING TO WITH-

23 HOLDiNG.-Subsection () of section 8402 of such Code (re-

24 lating to withholding allowances based on itemized deduc-

25 tions) is amended-
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4

1 (1) by striking out subparagraph (A) of paragraph

2 (1) and inserting in lieu thereof the following:

3 "(A) the sum of-

4 "(i) his estimated itemized deductions,

5 and

6 "(ii) the deduction allowed by section

7 221, over", and

8 (2) by striking out "section 151" in paragraph

9 (2)(A) and inserting in lieu thereof "sections 151 and

10 221".

11 K(d) CLERICAL AMENDMNT.-The table of sections for

12 part VII of subchapter B of chapter 1 of such Code is amend-

13 ed by striking out the last item and inserting in lieu thereof

14 the following new items:

"See. 221. Deduction to reduce the marriage penalty.
"Sem. 222. Cross references.".

15 SEC. 2. EFFECTIVE DATE.

16 The amendments made by this Act shall apply with re-

17 spect to taxable years beginning after December 31, 1978.

0
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1ST SESSION S

To amend the Internal Revenue Code of 1954 to reduce the tax effect known as
the marriage penalty by permitting the deduction, without regard to whether
deductions are itemized, of 10 percent of the earned income of the spouse
whose earned income is lower than that of the other spouse.

IN THE SENATE OF THE UNITED STATES

Oc'oBER 11 (legislative day, OOTOBBR 4), 1979
Mr. SASSEB introduced the following bill; which was read-twice and referred to

the Committee on Finance -

A BILL
To amend the Internal Revenue Code of 1954 to reduce the tax

effect known as the marriage penalty by permitting the
deduction, without regard to whether deductions are item-
ized, of 10 percent of the earned income of the spouse
whose earned income is lower than that of the other spouse.

1 Be it enacted by the Senate and House of Representa-

2 ties of the United States of America in Congress assembled,

3 SECTION 1. ALLOWANCE OF DEDUCTION.

4 (a) IN GBPNBRA.-Part VII of subchapter B of chapter

5 1 of the Internal Revenue Code of 1954 (relating to addition-

6 al itemized deductions for individuals) is amended by redesig-

68-882 0-80-2
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"(2) if the earned income of each spouse for the

taxable year is the same, the earned income of one

spouse for the taxable year.

"(b) LnITATION.-The amount of the deduction al-

lowed by subsection (a) for thetaxable year shall not exceed

$4,000.

"(c) DBTBRmNATION OF MARITAL STATUS.-For

purposes of this section, the determination of whether an in-

dividual is married shall be made in accordance with the pro-

visions of section 148(a).

"(d) EARNBD INoomE.-For purposes of subsection (a),

the term 'earned income' means--

"(1) earned income (as defined in section 911(b)),

plus

nating section 221 as 222 and by inserting after section 220

the following new section:

"SEC. 221. DEDUCTION TO REDUCE THE MARRIAGE PENALTY.

"(a) DEDUCTION ALLOWED.-In the case of a married

individual whofiles a joint return for the taxable year with

his-spouse, there is allowed as a deduction in computing tax-

able income an amount equal to 20 percent of-

"(1) the earned income of the spouse whose

earned income for the taxable year is less than the

earned income of the other spouse for the taxable year,

or
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3

1 "(2) the amount of net earnings from self-employ-

2 ment for the taxable year (within the meaning of sec-

3 tion 1402(a)).".

4 (b) DEDUCTION WITHOUT REGARD TO ITEMIZED DE-

5 DUCTIONS.-Section 63 of such Code (relating to definition

6 of taxable income) is amended-

7 (1) by striking out "and" at the end of subpara-

8 graph (A) of subsection (b)(1),

9 (2) by inserting after subparagraph (B) of subsec-

10 tion (b)(1) the following new subparagraph:

11 "(C) the deduction to reduce the marriage

12 penalty provided by section 221,",-

13 (3) by striking out "and" at the end of paragraph

14 (1) of subsection (0,

15 (4) by striking out the period at the end of para-

16 graph (2) of subsection (0, and inserting in lieu thereof-

17 a comma and the word "and", and

18 (5) by adding at the end of subsection () the fol-

19 lowing new paragraph:

20 "(3) the deduction to reduce the marriage penalty

21 provided by section 221.".

22 (c) CONFowMINo AMENDMENT RELATING TO WITH-

23 HOLDING.-Subsection (m) of section 8402 of such Code (re-

24 lating to withholding allowances based on itemized deduc-

25 tions) is amended-
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4

1 (1) by striking out subparagraph (A) of paragraph

2 (1) and inserting in lieu thereof the following:

3 "(A) the sum of-

4 "(i) his estimated itemized deductions,

5 and

6 "(ii) the deduction allowed by section

7 221, over", and

8 (2) by striking out "section 151" in paragraph

9 (2)(A) and inserting in lieu thereof "sections 151 and

10 221".

11 (d) CLEBICAL AmENDMENT.-The table of sections for

12 part VII of subchapter B of chapter I of such Code is amend-

13 ed by striking out the last item and inserting in lieu thereof

14 the following new items:

"Sec. 221. Deduction to reduce the marriage penalty.
"Sec. 222. Cross references.".

15 SEC. 2. EFFECTIVE DATE.

16 The amendments made by this Act shall apply with re-

17 spect to taxable years beginning after December 31, 1978.
- 0
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INTRODUCTION

This pamphlet presents a report by the staff of the Joint Committee
on Taxation on the tax treatment of married couples and single per-
sons. The report is in response to the Congressional interest expressed
in the subject, such as the public hearings scheduled by the House
Committee on Ways and Means for April 2-3, 1980. The Joint Com-
mittee staff began reviewing the tax-treatment of married and single
persons in connection with the Ways and Means Committee Task Force
on the Tax Treatment of Single Persons and Married Couples Where
Both Spouses Are Working, which met several times during the 94th
Congress but did not make any recommendations or publish a report.

The first part of the pamphlet is a summary of the report. This is
followed by a detailed discussion of the present treatment of married
couples and single persons. The third part of the report gives n his-
tory of the federal income tax treatment of the family. Part IV pre-
sents a discussion of various tax issues involved, and Part V is an
analysis of various proposals that have been made (including cur-
rent legislative proposals). Finally, an Appendix presents data on
trends in labor force participation.
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I. SUMMARY

Present Law

The income tax law generally treats a married couple as one tax unit,
which must pay tax on its total taxable income. While couples may
elect to file separate returns, the tax law is carefully structured so
that filing separate returns leads to a tax increase for almost all couples
compared to filing a joint return. Different tax rate schedules apply to
single persons and to single heads of households (persons who main-
tain households for certain relatives). Along with other provisions of
the law, these rate schedules give rise to a "marriage penalty" or a
"divorce bonus" when persons with relatively equal incomes marry or
divorce each other.

Except for the policy of discouraging separate filing by married
couples, there is little consistency in the way the tax law treats married
couples relative to single persons. In some provisions, such as the social
security payroll tax and some pension provisions of the income tax, a
married couple is treated as two distinct individuals. In some provi-
sions, such as the personal exemption, a couple is given exactly twice
the benefit given to a single person. However, in other provisions, such
as the $3,000 limit on the deductibility of capital losses against ordi-
nary income, a married couple is given the same benefit as a single
person. Still other provisions, such as the zero bracket amount (for-
merly the standard deduction), give the married couple more than a
single person but less than twice as much.

The overall relationship between the tax burdens of married couples
and single persons with the same income, and the actual marriage and
divorce bonuses or penalties in particular cases, are the result of the
combined effect of these varying approaches.

History

Under the initial version of the modern individual income tax, en-
acted in 1913, married couples were taxed as separate individuals. In
1930, the Supreme Court ruled that State community property laws
were to be given effect for income tax purposes, which meant that, in
the States with such laws, married couples could equally divide income
considered community property, the split which minimizes a couple's
combined tax burden in a progressive tax system. After the large in-
crease in tax rates enacted to finance World War II, many States
enacted community property laws in order to give their citizens the
tax benefit of this income splitting.

To stop this community property epidemic, in 1948 Congress pro-
vided that all married couples could enjoy the benefits of income split-
ting by filing joint returns. Separate'filing by married persons was
allowed, but the loss of income splitting meant that this almost always
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led to a tax increase. Single persons were required to use the same rate "
schedules as married couples and received no special treatment to
offset the married couples' benefit from income splitting; therefore,
marriage almost always resulted in a tax reduction for married couples
and divorce in a tax increase.

In 1951, Congress enacted the head-of-household rate schedule for
single persons who maintain households for certain relatives. This
provided a "divorce bonus" to married couples with children if they
had relatively equal incomes.

In 1969, Congress enacted a special rate schedule for single persons
to give them about one-half the benefit of income splitting and ad-
justed the head-of-household rate schedule to give these taxpayers
about three-fourths of the benefit of income splitting. These changes
increased the divorce bonus provided by the head-of-household rate
schedule and created a "marriage penalty" when single persons with
relatively equal incomes married each other.

Issues

The proper tax treatment of married couples and single persons in-
volves judgments about equity, economic efficiency and complexity.
Equity

The first question is what should be the tax unit, the group whose
income and deductions are pooled in determining tax liability. Many
people believe that the tax system should be "marriage neutral"; that
is, a married couple should have the same tax burden as two single
persons, each of whom has the same income as one of the spouses.
Many people, however also believe that, because most married couples
pool their income and spend as a unit, fairness requires that the
tax burden of a married couple not depend on how their combined in-
come is distributed between them. A third widely held proposition is
that the tax system should be progressive; that is, as income rises, tax
burdens should increase as a percentage of income. Many Americans,
if asked, would express agreement with all three of these principles of
tax equity: marriage neutrality, equal taxation of couples with equal
incomes, and progressivity.

One problem with devising a satisfactory method of taxing married
couples is that these three principles of tax equity are logically in-
consistent. A tax system generally can have any two of them, but not
all three. A progressive tax system that treats the individual, not the
couple, as a tax unit preserves marriage neutrality but sacrifices equal
taxation of couples with equal incomes because couples with unequal
incomes would pay a larger combined tax than couples with relatively
equal incomes. The present income tax sacrifices marriage neutrality,
lut maintains equal taxation of couples with equal incomes and pro-
gressivity. A proportional income tax could have both marriage neiu-
trality and equal taxation of couples with equal incomes, but it would
sacrifice progressivity (although some limited progressivity could be
introduced through refundable per capita tax credits without violating
the other two principles). Which of these three principles ought to be
sacrificed is a subjective question.
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A second equity issue is how the overall tax burden should be dis-
tributed between single persons, single heads of households, one-earner
married couples and two-earner married couples. This too is essentially
a subjective -judgment. The enactment of income splitting in 1948
shif ted the tax burden away from one-earner married couples and
other couples with relatively unequal incomes. The special rate sched-
ules for heads of households and for single persons shifted the burden
away from these classes of taxpayers. Recent proposals to reduce the
marriage penalty involve shifting the burden away from two-earner
couples. Any proposal that shifts the tax burden away from one of
these groups means increasing the relative burden on the others.
Efficiency

Considerations of economic efficiency dictate that tax rates be lowest
on persons whose work effort would be most responsive to lower taxes.
Virtually all statistical studies of the issue conclude that a wife's work
effort is more responsive to reduced taxes than her husband's. There-
fore, the present system of taxing both spouses' earnings at the same
marginal tax rate is economically inefficient compared to a system with
lower tax rates on the wife's earnings. (The marginal tax rate is the
rate applicable to the next dollar of income.) However, the present
system may have countervailing benefits to the extent society gains
from uncompensated work performed by wives.
Complexity

Joint returns for married couples are simpler than separate returns.
With separate returns, it is necessary to apportion unearned income
and deductions between spouses, and there is no entirely satisfactory
way of doing this. Attempting to allocate deductions and unearned
income in a way that corresponds to how the couple would be taxed as
two single persons would be complex and would invite manipulation
of unearned income and deductions to achieve de facto income splitting
and marriage bonuses. However, any arbitrary method of making
these allocations could be considered unfair and would create its own
marriage bonuses or penalties.

Alternative Proposals

Three basic proposals to change the current system have received
most attention-in recent years: mandatory separate filing by married
couples using the same rate schedule as single persons; optional sepa-
rate filing by married couples using the same rate schedule as single
persons; and retention of the present system with ad hoc changes to
reduce the marriage penalty, such as a deduction or credit for married
couples based on the earnings of the spouse with the lower amount of
earnings. Other suggestions, such as letting single persons use the
joint return rate schedule, were popular in previous years but have not
been prominently mentioned recently.
Mandatory separate filing

Under this proposal, separate filing by married couples would be
mandatory or there would be no tax advantage to a joint return. This
concept is embodied in H.R. 2553 sponsoredd by Rep. McDonald) and
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H.R. 108 (sponsored by Rep. Annunzio). If married persons were
required to file separately and use the current single person's rate
schedule, there would be tax increases for about 60 percent of married
couples and tax cuts for the other 40 percent. Because there would be
overall tax increase of between $12 and $18 billion, the rate schedule
could be reduced below the current single person's rate schedule.

Any system in which separate filing was either mandatory or ad-
vantageous for many married couples would raise questions of how
income (both earned income and investment income) and itemized
deductions should be allocated between spouses. While these issues
exist under present law, they are relevant only to the small number
of married persons who file separately and are often resolved by penal-
izing the separate filers. There is no entirely satisfactory way of mak-
ing these allocations in a system that encourage or mandates separate
filing. Whatever method is adopted, however, will greatly affect the
revenue impact. Some vestiges of joint filing would probably have to
be maintained in provisions with phaseouts based on income; otherwise,
low-income taxpayers with high -income spouses would receive-tax
benefits, such as the earned income credit, which were originally in-
tended only for low-income families.

Mandatory separate filing would firmly resolve the equity question
on the side of marriage neutrality, except to the extent that allocation
rules for income and deductions created marriage bonuses or penalties
or that vestiges of joint filing were retained. There would be a reduc-
tion in marginal tax rates on second earners. Also, there would be a
shift in the tax burden away from two-earner couples and towards one-
earner couples.
Optional separate filing

Under this proposal, separate filing by married couples using the
single person's rate schedule would be optional. This concept is em-
bodied in H.R. 3609 (sponsored by Rep. Fenwick), H.R. 5012 (spon-
sored by Rep. Moore) and S. 336 (sponsored by. Sen. Mathias). -The
same technical issues raised by mandatory separate filing would also
apply to optional separate filing, and an additional complexity would
result from any tendency of married persons to compute their tax both
separately and jointly to make sure they were minimizing their total
tax burden. 4

Optional separate filing using the present single person's rate sched-
ule would involve a tax cut of $7 to $9 billion, depending on how in-
vestment income and deductions were allocated between spouses. It
would reduce marginal tax rates for second earners for those couples
who elected separate filing, but not for others. It would shift the tax
burden away from two-earner couples.

This proposal does not, conclusively resolve the equity question.
Optional separate filing would be characterized neither by marriage
neutrality nor by equal taxation of couples with equal incomes. It
would, however, eliminate marriage penalties.
Relief for second earners

Another group of proposals involves ad hoe relief for two-earner
married couples, designed to reduce the marriage penalty and marginal
tax rates on second earners while retaining the basic system of joint
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filing. Such relief could take the form of a deduction or credit equal
to a percentage of the earnings of the spouse with the lower amount
of earnings. A deduction of 10 percent of the first $10,000 of earnings
is contained in H.R. 6203 (sponsored by Rep. Fisher) a deduction
of 10 percent of the first $20,000 of earnings in S. 1247 (sponsored by
Sen. Gravel) and H.R. 6822 (sponsored by Rep. Conable), and a de-
duction of 20 percent of the first $20,000 of earnings in S. 1877 (spon-
sored by Sen. Sasser). In H.R. 6822, the deduction is limited to couples
where each spouse contributes at least 20 percent of the combined
earned income. A credit of 10 percent of earnings, with a credit of $500,
is contained in H.R. 6798 (sponsored by Rep. Patten).

A deduction or credit for second earners is one of the simplest ways
to reduce the marriage penalty and the marginal tax rates on second
earners. Per dollar of revenue loss, a deduction would be more effective
in these respects; however, a credit gives more benefit to lower income
couples than a deduction. If either a deduction or credit were adopted,
the system would be characterized neither by marriage neutrality nor
by equal taxation of couples with equal incomes.
Other proposals

Other proposals for resolving the married-single tax isue have
been discussed in previous years, ut have not been mentioned as prom-
inently in the current debate. One suggestion is to return to the pro-
1969 system by repealing the single person's rate schedule and requir-
ing single peIrsons to use the same vate schedule as -married persons
fflmg sprate returns. This would eliminate the marriage penalty in-
herent in the rate schedules. However, it would hift the tax burden
from both one- and two-earner married coup* to single persons. The
opposite proposal also has been discussed; that is, allowing single
persons and heads of households to use the joint return rate schedule
to reduce alleged discrimination against single persons. This is con-
tained in H.R. 872 (sponsored by Rep. Yates). This proposal often is
accompanied by suggestions for larger dependency exemptions and a
deduction or credit for second earners.

Another possibility, which has received little attention, would be to
reduce the marriage penalty by flattening out the tax rate schedule for
single and joint returns. Byt itself, this would reduce progressivity,
but there could be a tax credit equal to a flat amount per taxpayer
(i.e., twice as much for a joint return as for a single return) to restore
much of the progressivity lost by changing the rate schedule.
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II. PRESENT LAW

Tax rate schedules and filing status
Rate c8hedukl.-Under present law, there are four separate pro-

gressive tax rate schedules, and the particular schedule applicable to a
taxpayer depends upon his or her filing status. Taxpayers are taxed at
different rates depending upon whether they are single persons,
married couples filing jointly, married couples filing separately, or sin-
gle persons who maintain households for certain relatives (heads of
households). The tax rates for married persons filing separately are
the same as those for joint returns, but the tax brackets for separate re-
turns are exactly one- alf as wide. Thus, a married couple filing a joint
return pays the same tax as two married persons filing separate re-
turns, each of whom has one-half of the couple's combined taxable in-
come. This feature of the tax law is known as "income splitting." The
rate schedule for single persons lies about midway between the joint
and separate return rate schedules (i.e., it" gives single persons about
half the benefit of income splitting), and the head-of-household rate
schedule is about midway between the single person and joint return
rate schedules.

The individual income tax applies to taxable income and begins at
a marginal rate of 14 percent. There is no tax on the first tax bracket,
referred to as the "zero bracket amount" (formerly the standard de-
duction). The zero bracket amount also is a floor under itemized deduc-
tions; that is, taxpayers may claim itemized deductions only to the ex-
tent the deductions exceed the applicable zero bracket amount. The-zero
bracket amount is $3,400 for married taxpayers filing jointly, $2,300
for single persons and heads of households, and $1,700 for married tax-

: payers filing separately (one-half the amount for married taxpayers
who file jointly).

Joint returnm.-Use of a joint return by married couples is elective
and generally is allowed unless one of the spouses is a nonresident alien
or the spouses have different taxable years. A consequence of filing a
joint return is joint and several liability, not only for the tax reported,
but also for deficiencies, interest and possible civil penalties.

If certain requirements are met, however, an "innocent spouse" may
be relieved of liability for tax, including interest and penalties, at-
tributable to an omission of gross income. First, income exceeding 25
percent of the gross income shown on the joint return must have been
omitted from the return. The omitted income must be attributable
solely to the spouse of the person seeking to avoid liability, and for the
purposes of this requirement, attribution of income (except income
from property) is determined without reference to community prop-
erty laws. Second, the spouse seeking to-avoid liability must prove that
he or she did not, and had no reason to, know of the omitted income.
Third, taking into account all the facts and circumstances, it must be
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equitable to impose liability on the spouse seeking to avoid liability.
In addition, the 50 percent fraud penalty cannot be imposed on a
spouse who filed a joint return unless some part of the underpayment is
due to the fraud of that spouse.

"Surviving spouses" are treated, for purposes of the tax rates, the
same as married couples filing joint returns for the two years following
the year of their spouse's death. Surviving spouses are widows or
widowers who have not remarried and provide for certain dependents
in their home.

Separate rettrns.-Because of the income splitting advantage of
joint returns, the filing of a joint return almost always will result in
less tax liability for a married couple than filing separate returns.
Congress has adopted a general policy of not making it profitable for a
married couple to file separately. Separate filing appears to be done
when one spouse is unwilling to disclose income or deductions to the
other spouse, when the couple is not in communication, when they
cannot physically -coordinate pooling the information needed for ajoint return or when one spouse does not want to be liable for his or
er spouse's tax on unknown or omitted income.
. An example of one of the unusual situations in which filing separate

returns actually produces a tax saving would be a couple with equal
incomes where one spouse has incurred unusually large medical ex-
penses. In this situation, because of the requirement that medical ex-
penses may be.deducted only to the extent the. exceed 3 percent of
adjusted gross icome separate returns (each with half of the couple's
income) would produce a larger medical expense deduction and a
lower tax liability than a joint return.

In certain situations, married couples are required to file joint re-
turns in order to claim the benefit of certain exclusive or credits. This
is a requirement, for example, in order for a married couple to claim
the benefit of the earned income credit or the disability income ex-
clusion, both of which provisions phase out as adjusted gross income
rises. (If these tax benefits were not limited to joint returns, taxpayers
could avoid the income phaseouts by using separate returns if the
-spouse eligible for the credit or exclusion had income below the phase-
out range.)

When a fixed dollar amount is used in calculating the income tax
for a joint return, the amount generally is halved for separate returns
as part of the general policy to not encourage separate filing. This is
the situation, for example, with respect to the limitation on the deduc-
tion for investment interest and on the deduction for moving expenses.

Single return.--The ta* rates applicable to single persons arehigher
than the tax rates applicable to married coupies who have the same
amount of income and file joint returns. Currently, for income levels
between $10,000 and $100,000, the rate schedule 'for single persons pro-
vides tax liabilities which are 10 to 20 percent above those for married
couples with the same taxable incomes, with the differential declining
from 20 to 10 percent as income taxes. Two wage earners who have
married generally pay more tax than they would if they were single
,ts hing as their incomes are sufficiently equally divided that their gain
freincome splitting is less than their loss of the single person's rate
schedule.
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Head-of-.huUld return.-In 1951, Congress enacted a special set
of tax rates for "heads of households" out of concern for single tax-
payers who must maintain a household for other individuals (i.e., pay
more than half the costs of a household). In general, a head of house-
hold is an unmarried individual who maintains a household for him-
self or herself and one or more dependents. Eligible dependents include
an unmarried child, or an unmarried descendant of a child or the tax-
payer, even if no dependency exemption is allowable to the taxpayer
with respect to that person. Also, the requirement that the taxpayer
and the dependent live in the same household is waived for the tax-
payer's parents as long as the taxpayer pays more than half the cost
of the parent's household.

Provisions treating spouses separately
Several provisions of the tax raw treat spouses separately; that is,

they treat married couples as two distinct individuals even though
they are filing a joint return. Among the provisions in this category
are those relating to Keogh plans and most individual retirement ac-
counts, the child care credit, the $100 dividend exclusion (except for
1981 and 1982) and the social security payroll tax.

&elf-enploymene penejon plaw and IRAs.-Individuals who are
self-employed may, assuming all requirements are met, set aside up to
$7,500 or 15 percent of earned income, whichever is less, annually
for retirement. In the case of a married couple, each of whom is self-
employed, each spouse may have his or her own retirement plan (the
contributions to which would depend upon each spouse s earned
income).

In general, individuals who are not covered by qualified retirement
plans may establish individual retirement accounts (IRAs). The maxi-
mum deductible contribution to an IRA is 15 percent of compensation
includible in gross income for the year or $1,500, whichever is less.
In the case of married individuals, the maximum deduction for retire-
ment savings is computed separately for each spouse, and is applied
without regard to any community property laws. Thus, in the case of
a married couple, each of whom qualifies for an IRA, the maximum
combined annual deduction would be $3,000-the same as for two sin-
gle individuals with IRAs. Also, if one spouse is covered by a qualified
retirement plan, the other may still qualify for an IRA.

However, there is an exception to the separate treatment of a married
person's IRAs in the case of a one-earner married couple. The spouse
with compensation (and who is eligible to deduct IRA contributions)
can contribute up to $875 to his or her own IRA and up to $875 to an
IRA separately owned by his or her spouse, or can contribute up to
$1,750 to an IA which credits up to $875 to a subaccount for the hus-
band and up to $875 to a subaccount for the wife.

Child care oredit.-Present law allows a credit with respect to ex-
penses for household and dependent care services necessary for gain-
ful employment. In general, this credit is an amount equal to 20 per-
cent of employment-related expenses paid by an individual during
the taxable year. ("Employment-related expenses" are expenses for
household services and expenses for the care of one or more qualifying
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individuals,' if those expenses are incurred to enable the taxpayer to
be gainfully employed for a period during which there are one or more
qualifying individuals with respect to the taxpayer.) The maximum
amount of employment-related expenses that may be taken into ac-
count for purposes of the credit is $2,000 if there is one qualifying
individual (for a maximum credit of $400) or $4,000 if there are two
or more qualifying individuals (for a maximum credit of $800). In the
case of a married individual, the amount of employment-related ex.
penses which may be taken into account for purposes of the credit can-
not exceed the lesser of such individual's earned income or the earned
income of his or her spouse (unless the lesser-earning spouse is a stu-
dent or is incapacitated), so the tax liability may depend on who earns
the income. Married couples must file a joint return in order to claim
the credit.

Dividend excluion.-A provision which makes a similar distinction
is the partial exclusion for dividends received by individuals. In com-
puting the dividend exclusion, the taxpayer excludes from gross in-
come the first $100 of dividends received during the taxable year. In
the case of a joint return, each spouse is entitled-to the exclusionin an
amount not in excess of $100 with respect to dividends received by such
spouse (for a maximum total exclusion of $200 if each spouse hasat
least $100 of dividend income). For example, if a husband receives $00
of dividends and his wife receives $100, the amount excluded froin
gross income on a joint return is $200 ($100 of the husband's dividends
and the $100 of dividends received by the wife). On the other hand, if
the husband receives $150 of dividends and the wife only $50, the
amount excluded is $150 ($100 of the husband's dividends and the $50
of dividends received by the wife).

For 1981 and 1982, this feature of the law was changed by the
Crude Oil Windfall Profit Tax Act of 1980. That Act includes an
exclusion for dividends and certain kinds of interest equal to a max-
imum of $200 for a single return and $400 for a married couple filing a
joint return. The $400 limit applies without regard to which spouse.
receives the interest or dividend income.

Social securiy payroll tax.-Another area of the tax law in which
the earnings of spouses are treated separately is tfie social security
payroll tax. The Federal Insurance Contributions Act (FICA) im-
poses two taxes on employers and two taxes on employees which are
used to finance the payment of old-age, survivor and disability insur-
ance benefits and medicare. The employee portion of the FICA tax for
1980 is 6.13 percent of up to $25,900 in wages. This tax is computed
separately with respect to all individuals who are employed in work
covered under FICA. Thus, married couples do not pool their income
for purposes of determining their total FICA tax. Instead, each spouse
pays FICA tax in accordance with his or her separate covered earnings.

Self-employed individuals generally are required to pay self-em-
ployment taxes. These taxes (currently at a rate of 8.10 percent on Up
to $25,900 of earnings) are applied against "net earnings from sef-

A "qualifying individual" is a dependent of the taxpayer who is under the age
of 15 and with respect to whom the taxpayer is entitled to a dependency exemp-
tion ; a dependent of the taxpayer who is physically or mentally incapable of
caring for himself or herself; or the spouse of the taxpayer, if he or she is phys-
ically or mentally incapable of caring for himself or herself.
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employment." In situationswhere both spouses have self-employment
income, eah spouse must determine his or her net earnings from self-
employment and pay tax based on that amount.

Provisions giving married couples twice as much as single
persons

Under present law, there are several provisions which give married
couples filing joint -returns twice as large a benefit as single individuals.
Examples of provisions which are in this category are the personal
exemption, the political contributions credit, the allowance for addi-
tional first-year depreciation, and the -special provision relating to
losses on small business stock. In addition, the new exclusion for divi-
dends and interest (contained in the Crude Oil Windfall Profit Tax
Act of 1980) falls into this category. In each case, heads of households
are treated like other single persons.

Perona2 exemption.-Present law allows each taxpaying individual
to claim an exemption of $1,000 for himself or herself and-each of his
or her qualified dependents. A single individual who has no depend-
ents, thus, is entitled to a personal exemption deduction of $1 000.
Married individuals who have no dependents mnay claim personal ex-
emption deductions totaling $2,000 on a joint return. In addition, a
married individual who files a separate return may. claim an exemp-
tion for his or her spouse if the spouse has no gross income and is not
the dependent of another taxpayer.

Poltial contributed oredi.-Under present law, an individual is
allowed a tax credit equal to one-half of all political contributions and
all newsletter fund contributions made within the taxable year. The
maximum amount of this credit for an individual is $50 for the
taxable year. A married couple filing o joint return is entitled to a
credit of up to $100.

First-year depreciaion--Under certain circumstances, taxpayers
may claim additional first-year depreciation with respect to deprecia-
ble tangible personal property. The amount of such additional first-
year depreciation generally is equal to 20 percent of the cost of the
property. However, the maximum aggregate cost against which addi-
tional first-year depreciation may be claimed is limited to $10,000 in
the case of an individual taxpayer. A husband and wife who file a
joint return are allowed to claim additional first-year depreciation on
up to $20,000 of new property.

Loss on emal buwine atock.-The law allows individuals to treat
losses with respect to certain small business stock as ordinary losses.
Normally, a loss on the disposition of corporate stock held for invest-
ment purposes is ether a short- or long-term capital loss depending
upon the taxpayer's holding period and, thus, can offset only $3,000 of
a taxpayer's ordinary income each year. The maximum amount of
ordinary loss from the disposition of small business stock that may be
claimed in any taxable year is limited to $50,000, except for taxpayers
filing joint returns, in which case ordinary loss treatment is limited
to $100,000.

Provisions treating single persons the same as married
couples

Several -provisions of the tax law treat single persons the same
as married couples who file joint returns. Examples of provwiins
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included in this category are the deduction of capital losses against
ordinary income, the earned income credit, the investment credit, the
work incentive credit7 the targeted jobs tax credit, the add-on mini-
mum tax, the disability income exclusion, the one-time exclusion of
gain from the sale of a principal residence by individuals who are 55
or older, the deduction for investment interest, the casualty loss deduc-
tion, the deduction of expenditures to remove architectural and trans-
portation barriers to the handicapped and elderly, the medical expense
deduction for amounts paid for medical insurance, the deduction for
moving expenses and the residential energy tax credits.

Capital 088 dedwtion--The limitation on the amount of ordinary
income against which capital losses may be offset is the same amount
($3,000) for a single person as for a married couple. Thus, two single
persons may deduct losses against twice as much ordinary income
($6,000) as a marriedcouple.

Earned income crediti.--The maximum amount of the earned income
credit is $500 whether a taxpayer is married or single. Married couples
must file joint returns to claim the credit. In the case of a two-earner
couple, this can cause the credit to phase out more rapidly than for a
single individual who qualifies for the credit because the phaseout

- range is the same for a married couple and a single person.
Ivestment credit.-The investment tax credit currently may- not

exceed $25,000 of an individual's tax liability, plus 70 percent of tax
liability in excess of $25,000. (The 70 percent figure is scheduled to
rise to 90 percent by 1982.) The same $25,000 limitation applies to
married couples who file joint returns.

Minimum tax.-The add-on minimum tax is applied at a rate of 15
percent on certain tax preference items to the extent that they exceed
the greater of $10,000 or one-half of the amount of regular taxes im-
posed during the year. The $10 000 exemption is the same for marriedcouples filing jointly as for single persons

Disability income excluio.-Present law provides a maximum
annual disability income exclusion of $5,90. Taxpa ers are entitled
to the same maximum exclusion whether they are single or are married
and file joint returns. Married couples must file joint returns in order
to claim the exclusion, which causes the exclusion to phase out more
rapidly than for single taxpayers if each spouse has income.

Capital gain excluyion for home&s.-The Revenue Act of 1978 pro-
vided a one-time exclusion, for taxpayers age 55 or older, for gain from
the sale of a principal residence. The maximum amount of the exclu-
sion is $100,000 whether taxpayers are single or are married and file
joint returns. Also, a married person, whether filing separately or
jointly, may not claim the exclusion if his or her spouse previously has
claimed it. This feature of the law provides an incentive for someone
age 55 or over whose home has appreciated in value to sell that home
before marrying someone who previously has claimed the exclusion.

Investnen htret.-In general, interest on investment indebted-
ness is limited to $10,000 per year, plus the taxpayer's net investment

income. This limitation is the same for single taxpayers and married
taxpayers who file joint returns.

(asualty loss dedution.-The casualty loss deduction allows tax-
-payers to deduct certain losses to the extent they exceed $100 per



29

casualty. For purposes of the $100 limitation, a husband and wife
filing a joint return are treated as one individual.Thus, spoue filing
jointly are subject to the same limitation as single taxpayers.

Architecturdal barrier.--Present law allows taxpayers to deduct cer-
tain expenses (which otherwise would be capitalized) which are paid
or incurred for the purpose of removing architectural and transporta-
tion barriers to the handicapped and elderly. The maximum amount of
such expenses which may be deducted in any taxable year is $25,000
for a single person and a married couple.

Medical iuurawe deduetio--As part of the medical expense de-
duction, individuals are entitled to deduct an amount (not in excess of
$150) equal to one-half of expenses paid for medical insurance. This
limitation is the same whether a taxpayer is single, a married person
tiling separately or a married couple filing jointly.

Moving eGopeiwe deduction-kresent law allows a deduction for cer-
tain moving expenses if all applicable requirements are met. Moving
expenses which may be deducted without limit are travel expenses
while en route from an old residence to a new residence and the costs
of moving household goods and personal effects. In addition, up to
$3,000 of the costs of premove househunting trips, temporary quarters,
and expenses in connection with selling the old residence may be de-
ducted (however, the costs of remove househunting trips and tem-
porary quarters ma not exceed $1,500). In general, these dollar limita-
tions are the same for single persons and married couples.

i umation credit.-Present law provides a credit for the installation
of insulation and certain other energy-conserving items. This credit
equals 15 percent of the first $2,000 of qualifying expenditures, for
a maximum credit of $300. It is available only with respect to the in-
stallation of specifically enumerated items after April 19, 1977, and be-
fore January 1, 1986, with respect to a taxpayer's principal residence,
if the residence was substantially completed before April 20, 1977.
The maximum amount of credit ($300) is the same for single persons,
married couples filing jointly and married persons filing separately.
Similarly, the limitation on the expenditures eligible for the residen-
tial solar energy tax credit is the same for single persons, married
couples filing jointly and married persons filing separately.

For each of the provisions discussed above except for the insulation
credit, the solar credit and the $150 limit on deductible health insur-
ance premiums, the relevant dollar amounts for married persons filing
separate returns are one-half those for married couples filing joint
returns.

Provisions allowing couples more than single persons but
less than twice as much

Some provisions of the tax law fall in between giving single persons
the saine amount of benefit as married couples and giving married
couples twice as much benefit as single persons. An example of such a
provision is the credit for the elderly.

Elderly credit.-Under present law, an individual taxpayer age 65
or older is entitled to a tax credit equal to 15 percent of his or her
credit base, minus certain offsets. The maximum credit base is:

68-882 0-80-3
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Single individual or joint return where only one spouse is
eligible ---------------------- $2, 500Joinbrturn where both spouses are eligible-...............-3,750-

Joint 3,750

Married individuals filing a separate return .....------------- 1,875

The credit base is reduced by certain amounts received as a tax-free
pension or annuity (for example, under social security or the railroad
retirement system). In addition, it is reduced by one-half of the ad-
justed gross income in excess of certain limitations. These limitations
are:

Single individuals -------------------------------- $7,500
Joint returns ------------------------------------ 10,000
Married individuals filing separate returns --------------- 5,000

Thus, a middle ground between single taxpayers and married couples
filing joint returns is achieved under the credit for the elderly.

Zero bracket amon.-Another provision which achieves somewhat
of a middle ground between single taxpayers and married taxpayers
who file jointly is the zero bracket amount and the corresponding noor
under itemized deductions, which replaced the standard deduction in
1977. The zero bracket amount equals $2,300 for single persons and
$3,400 for married couples filing jointly. Thus, a married couple bene-
fits from a zero bracket amount which is $1,100 more than for one single
person, but $1,200 less than for two single people.

Unemployment compenation.-Under present law, unemployment
compensation is includible in gross income in certain situations. In
general, the amount of unemployment compensation included in gross
income is an amount not greater than one-half of the excess of the tax-
payer's adjusted gross income (including unemployment compensa-
tion) over the taxpayer's "base amount." The base amount is $25,000
in the case of a married couple filing a joint return, zero in the case of a
married individual filing a separate return, and $20,000 in the case of
all other individuals. The manner in which the provision operates can
be illustrated by the following example, which assumes that the tax-
payer has adjusted gross income of $20,000 plus unemployment com-
pensation of ,000:

(1) If the taxpayer is married and files a joint return, none of
the unemployment compensation would be included in gross
income;

(2) If the taxpayer is married and files a separate return, all of
the unemployment compensation would be included in gross
income; and

(3) If the taxpayer is single, $2,000 of the unemployment com-
pensation would be'included in gross income.

Income averaging
Under present law, individuals whose income fluctuates from year

to year may take advantage of special provisions known as "income
averaging." These provisions are designed to mitigate the impact of
the progressive rate structure upon individuals whose income fluctu-
ates widely from year to year or increases rapidly over a short period
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of time. Income averaging reduces the disparity that othei wise would
exist between taxpayers whose income is received erratically and tax-
payers whose income is approximately the same in the aggregate but
which is spread more evenly from year to year. .

Under the general income averaging provisions, income tax is com-
puted by averaging income over a 5-year period. This 5-year period
consists of the current taxable year (known as the "computation year")
and a "base period" consisting of the four preceding taxable years. In
general, a taxpayer must have "averagsble Iincome in excess of $3,000
to be eligible for income averaging. For this purpose, averagable in-
come is the excess of taxable income after certain adjustments, over
120 percent of the average base-period income. .

In the case of a taxpayer who, during the base period and computa-
tion years, has been single or7 if married, has filed a ioint return with
the same spouse, no extraordinary adjustments need be made for pur-
poses of income averaging.

However, if the taxpayer's marital status changed, or separate re-
turns were filed, during the 5-year averaging period, then the taxpayer

rally is required to reconstruct his or her income for the years af-

If the taxpayer is married to the same person in the computation
-year and any base-period year, and the couple files a joint return in the
computation year but filed separate returns for any base-period year,
then base period taxable income for that base-period year is the sum
of the taxable incomes of each spouse for that year. Moreover, if the
taxpayer is married and files jointly in the computation year but both
spouses were unmarried in a base-period year, base period taxable in-
come for that base-period year is the sum of the taxable income of each
spouse for that year.

Additional complexities arise if the taxpayers file a joint return for
the computation year but filed joint returns with different spouses
during any base-period year, or if the taxpayer files a separate return
for the computation year but filed a joint return during any base-pe-
riod year. In these types of situations, each taxpayer must, in comput-
ing adjusted gross income for the base-period year, use only those de-
ductions applicable to items of his or her own gross income. If a joint
return was filed for a base- period year, then in computing the taxpay-
er's taxable income for the baoe-period year, his or her separate deduc-
tions are determined by multiplying the total amount of such deduc-
tions on the joint return for the base-period year by a fraction, the
numerator of which is the taxpayer's separate adjusted gross income
and the denominator of which is the combined adjusted gross income
on the joint return. However, if 85 percent or more of the combined
adjusted gross income is attributable to only- one of the taxpayers on
the joint return. then all of the deductions are considered allowable to
that taxpayer.

Although a taxpayer is required to compute his or her separate in-
come and deductions in the two types of situations described above,
his or her base-period income may not be less than the largest of the
amounts determined under the following three methods:

(1) His or her separate income and deductions;
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(2) If a separate return is filed in the computation year, 50 per-
cent of the base period income insulting after adjusting the sum
of his or her separate income and deductions and the separate
income and deductions of his or her computation year spouse; or

(3) 50 percent of the base-period income resulting after adjust-
ing the sum of his or her separate income and deductions and
the separate income and deductions of his or her base-period
year spouse.

Special rules apply in determining an individual's separate income
and deductions where community-earned income is involved. In de-
termining base-period income, the amount of personal-service income
subject to community property laws that a taxpayer must take into
account cannot be less than the amount he or she would have taken
into account if such amount were not community income. Similarly,
in determining his or her taxable income for the computation year, the
amount taken into account cannot exceed the amount which would be
taken into account if such amount were not community income.

Another income averaging adjustment that is based on a taxpayer's
marital or filing status is that taxable income for each pre-197? base-
period year must be increased by $3,200 for a married couple filing a
joint return, $2,200 for a single person, or $1,600 for a married person
filing a separate return.

Deflnitiqn of marital status for separated individuals
Another area of inconsistency in the income tax is the treatment of

married individuals who are not living with their spouses. For pur-
poses of determining a taxpayer's marital status; and thus the rate
schedule (and various other provisions) which determines his or her
tax liability, the Code provides that in two specific situations legally
married individuals may be treated as unmarried. First, an individual
who is legally separated from his spouse under a decree of separate
maintenance is not considered to be married for tax purposes. Second,
an individual is considered unmarried for tax purposes if the indi-
vidual furnishes more than half the expenses of maintaining a house-
hold for himself and a dependent child and the individual's spouse
does not liv with him during the entire taxable year. Thus, legally
married individuals in either of these two situations may claim a
filing status--head of household or unmarried, whichever is ap-
plicable-more advantageous than filing separately.

Thus, married individuals who neither maintain a household for a
dependent child nor are legally separated are treated as married, even
if they live apart from their spouses during the entire taxable year.
These individuals must file returns using married-filing-separately
status if they are unable to file a joint return with their spouses. At the
same time, for purposes of several provisions enacted during the 1970's,
married individuals living apart from their spouses are treated as un-
married rather than married. The disability income exclusion is gen-
erally allowed to married individuals only if they file a joint return,
but this restriction does not apply for individuals who have lived apart
from their spouses at all times during the taxable year. The credit for
the elderly is generally allowed to married individuals only if they file
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a joint return, but this restriction also does not apply for individuals
who have lived apart from their spouses at all times during the taxable
year. However, such individuals are generally allowed a lower credit
than individuals whose filing status is unmarried. A portion of unem-
ployment compensation is generally ineludible in the gross income of
married individuals filing separately. However, such individuals who
live apart from their spouses during the entire taxable year are treated.
in the same manner as unmarried indiividuals, so that a portion of un-
employment compensation is ineludible in gross income only if the sum
of unemployment compensation plus other gross income exceeds $20,-
000. Thus, these three provisions treat certain married individuals
who live apart from their spouses during an entire year more favor-
ably than they are treated under the definitions which determine, the
applicable rate schedule.

Finally, the credit for child and dependent care expenses generally is
allowed to married individuals only if they file a joint return, but this
restriction does not apply to an individual who maintains a household
for a "qualifying individual" (who may be a disabled dependent who
is not a child of tie taxpayer) and whose spouse is not a member of the
household during the last six months of the taxable year. Again, this
special rule allows the credit to'some married individuals who file a
separate return.

Conclusion
This description of present law shows that Congres has not been

consistent .in its treatment of married couples.and single persons. In
some provisions, a married couple is treated twice as well as one single
person; m others, it is treated like two single persons; in still others, it
is treated like one single person; and in still others, it is treated part-
way in between one and two single persons. The definition of marriage,
for tax purposes, is not consistent throughout the Code. The only con-
sistent principle is the policy not to encourage separate filing but even
that has exceptions.
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I1. HISTORY OF THE INCOME TAX TREATMENT OF THE
FAMILY

Tax rate schedules and filing status
1913-1947

Unlike present law, the income tax law enacted in 1913 required
married individuals to file separate returns if each had income. The
Revenue Act of 1918 gave married couples the option of filing a joint
return, but generally there was no advantage to doing so because the
same progressive tax rates applied to both separate and joint returns.
In fact, a married couple would minimize its total tax burden if it
could divide its net income equally between husband and wife and
file separately. For example, a couple with $20,000 of income would
pay less tax if the husband and wife each reported $10,000 because,
in a progressive tax system, each $10,000 increment would be subject
to less than half the tax imposed on one income of $20,000.

Consequently, married couples living in community property States
had an advantage over married couples living in common law States.
Generally, under community property law, one-half of the earnings
of either spouse belongs to the other, and property acquired during
the marriage is owned in equal shares.2 Under "common law," which
is followed in m6st States, the earnings of a spouse are generally the
property of that spouse.

Prior to 1920, increasing numbers of marrid couples in community
property States were filing separate returns, each of which reported
one-half the couple's community income. As a result, couples in com-
munity property States paid less income tax than identical couples
in common law States, except in the then-unusual case of a husband
and wife with equal income.

Courts disagreed on whether the splitting of income by married
residents of community property States was effective for Federal in-come tax purposes. In 1920, the Attorney General of the United States
issued to the Secretary of the Treasury an opinion that concluded the
community property laws of Texas were fully effective for federal
income tax purposes.8 Specifically, a husband and wife could each

IArizona, California, Idaho, Louisiana, Nevada, New Mexico, Texas, and
Washington had community property laws. California's community property laws
were not always effective to split a couple's community income for federal income
tax purposes. See notes 6 and 9, infra.

I Each State's community property laws are different. In general, "community
income" is owned equally by husband and wife. Personal service income (for
example, wages or salary) is usually considered community income. Income from
separate property (for example, property acquired by inheritance or before the
marriage) is considered community income in some community property States
and separate income in other community property States.

' 82 Op. At'y Gen. 298 (1920).
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report, for federal income tax purposes, one-half of the income deemed
"community income" under State law. In the following year, the
Attorney general issued an opinion 4 that reached the same conclusion
with respect to all other community property States,' except Califor-
nia.0 The Attorney General's opinions were published in 1920 and
1921 in Treasury Decisions. The Treasury Regulations under the
Revenue Act of 1924,8 permitted spouses in all community property
States, except California, to split income that was community property.

The validation by the Treasury Department of the different tax
treatment of married couples in community property States and those
in common law States prompted Congressional efforts to enact a uni-
form federal rule in the Revenue Act of 1921.,The bill that passed
the House provided that income received by any married coupe in a
community property State was includable in the gross income of the
spouse having the management and control of community property.
This provision was reported by the Senate Finance Committee, but
was deleted on the Senate floor and dropped in conference. In 1924,
the Secretary of the Treasury recommended a similar provision to
the Ways and Means Committee, but it was not enacted. p

In 1925, a taxpayer challenged in federal district court the Attor-
-ney General's and the Treasury Department's position that husbands
and wives living in California could not split community income for
federal income tax purposes. The district court ruled that a husband
and wife could each report one-half the income from community
property and the husband's earnings. The decision in favor of the
taxpayer was reversed by the United States Supreme Court on the
grounds that California law, as interpreted by the Supreme Court
of California, gave the wife a mere expectancy in the community
property during the husband's life.

Soon after the Supreme Court's decision in favor of the govern-
ment, the Secretary of the Treasury asked the Attorney General to

• reconsider the earlier opinions on community property law and fed-
eral income tax liability. The Acting Attorney General responded to
the Secretary in 1927 by withdrawing the earlier opinions on the in-
come tax effect of community property laws 10 and thereby leaving the
Secretary of the Treasury free to litigate the issue in court.11

Three years later, test cases involving the community property
laws of Washington, Arizona, Louisiana, and Texas reached the Unit-
ed States Supreme Court. The Supreme Court held that, unlike the
California community property -laws at issue in 1926, the laws of

' 82 Op. Att'y. Gen 435 (1921).
Arizona, Idaho, Louisiana. Nevada, New Mexico, and Washington.

'The Attorney General concluded that the community property laws of Cali-
fornia did not give a wife a vested interest in one-half of the community property.

'T.D. 8071, 22 Tress. Dec. Int. Rev. 456 (1920); T.D. 8188, 28 Treas. Dec.
Int. Rev.' 288 (1921).

"Treas. Reg. 65, 1218, art. 81 (1924).ORobbt v. U[nted States, 5 F. 2d 690 (N.D. Ca. 1925), rev'd, 269 U.S. 815
(1926).

Ofet notes 8 and 4. oupra.
85 Op. Att'y. Gen. 265 (1927).
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Washington, 12 Arizona, 15 Louisiana, 14 and Texas 15 were effective to
split community income between husband and wife for federal in-
come tax purposes. The Court also" reached the same conclusion with
result to the recently amended community property laws of
California."*

In reaching this result in the lead case of Poe v. Seaborn, the Court
first determined:

These sections [of the Revenue Act of 1926] lay a tax upon the net
income of every individual. The Act goes no farther, and furnishes no
other standard or definition of what constitutes an individual's in-
come. The use of the word 'of denotes ownership. It would be a
strained construction, which, in the absence of further definition by
Congress, should impute a broader significance to that phrase.1"

The Court then concluded that the property laws of Washington
vested ownership of community income and property equally in the
husband and wife. Thus, a husband and wife living in Vas ington
could file separate returns, each reporting one-half the co immunity
income."'

In the same year the Court decided Poe v. Seaborne, it ruled in Luvas
v. Earl that a valid contract to divide earned income equally between
a husband and wife was ineffective for federal income tax purposes. 1'
The Supreme Court's decision in Lucas v. Earl meant that earned
income could not be shifted among family members by private aree-
ment, although it could in effect be shifted by the operation of State
law in community property States.

After Lucas v. Earl and Poe v. Seaborn were decided, Congress and
the Department of the Treasury made several attempts to change the
taxation of married couples. he provisions considered and rejected
during the 1930s and early 1940s included (1) mandatory joint returns
for all married couples; (2) the taxation of community income to the
spouse exercising management and control of such income; and (3)
mandatory joint returns with a special allowance for the earned in-
come of the husband or wife.

Through 1947, community property spouses continued to benefit
from the splitting of income on separate returns. In the early years,
however, this advantage over common law spouses was minimized by
the relatively low tax rates. For those subject to tax during the years

Poe v. Heaborn, 282 U.S. 101 (1930).
11Goodell v. Kook, 282 U.S. 118 (1980).1,Bender v. PIaff, 282 U.S. 127 (1930).
Is Hopkins v. Bacon, 282 U.S. 122 (1930).
1 Unted statess v. Malcolm, 282 U.S. 792 (1930).282 U.S. at 109 (emphasis added, footnote omitted).

In dicta, the Supreme Court addressed the issue of uniform treatment of all
married persons, "[T]he constitutional requirement of uniformity is not in-
trinsic, but geographic. [citations omitted] And differences of state law, which
may bring a person within or without the category designated by Congress
as taxable, may not be read into the Revenue Act to spell out a lack of uni-
formity." Id. at 117-18.

'$The terms of the contract covered more than earned Income. At issue, how-
ever, was the proper allocation of "salary and attorney's fees earned by" the
husband. Lucas v. Earl, 281 U.S. 111, 118 (1980).
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1913 to 1915, the lowest tax rate was one percent, and it applied to
the first $20,000 of taxable income. From 1919 until 1939, the lowest
rate ranged from 1.5 to 4 percent and was applicable to the first $4,000
of income. In addition, only a small portion of the population was
required to file tax returns because of the relatively high levels of
exempt income.20

As the tax rates increased, particularly during World War II, the
income tax advantage enjoyed by community property spouses in-
creased. Not surprisingly, comnwon law States began to adopt com-
munity property laws so that the benefits of income-splitting could
be realized by their married residents.21

1948-1969
The debate on the taxation of married persons culminated with the

enactment of the Revenue Act of 1948. Under the 1948 Act, married
couples who filed jointly were in effect taxed as two single persons
each reporting one-half the couple's aggregate income. This was
achieved by ing half of the taxable income shown on the joint re-
turn, determining the tax thereon, and multiplying the result by two.
The splitting of all taxable income between a usband and wife was
available for all married persons filing jointly. In effect, all married
couples were given the benefit which previously had been restricted
to community property States.

The Finance Committee Report summarized the intended effects of
the income-splitting provisions as follows:"

Adoption o these income-splitting provisions will produce
substantial geographical equalization in the impact of the tax on
individual incomes. The impetuous enactment of community prop-
erty legislation by States that have long used the common-law will
be forestalled. The incentive for married couples in common law
States to attempt the reduction of their taxes by the division of
their income through such devices as trusts, joint tenancies, and
family partnerships will be reduced materially. Administrative
difficulties stemming from the use of such devices will be dimin-
ished, and there will be less need for meticulous legislation on the
income-tax treatment of trusts and family partnerships. In effect,
these amendments represent the adoption o-a new national system

The pre-World War II portion of the civilian labor force filing Federal income
tax returns was as follows:

Total Federal Ascome ta
returned as percentage @o

Year: olvllan labor force
1915 -------..... . -- 0.91920 -------------------------------------- 17.6
1925 ---------------------------------------------- 9.2
1930 ---------------------------------------------- 7.9
1935 -------------------------------------------- & 9
1940 2.--------------------------------------------- 4

Source 1941 Statitc.a ol Income, Table 14, p. 208; Historlcal Stats atcs of the
U.S., Series D 1-10, p. 126.

"By 1948, Oregon, Nebraska, Michigan, and Oklahoma had adopted community
property laws. Pennsylvania's attempt to adopt community property laws was
held unconstitutional by that State's highest court.

"S. Rep. No. 1018, 80th Cong., 2d See& 25 (1948).
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for ascertaining Federal income tax liability. The adoption of
these amendments will extend substantial benefits to residents of
both community-property and common-law States.

The 1948 Act was successful in stopping the adoption of community
property laws by the common law States. n fact, Nebraska, Michigan,
Oklahoma, and Oregon repealed their recently adopted community
property laws. To this day, however, community property laws are !n
effect in Arizona, California, Idaho, Louisiana, Nevada, New Mexico,
Texas, and Washington.

The 1948 Act in effect created two rates of income taxation, one ap-
plicable to married couples filing jointly and one applicable to all other
individual taxpayers. Ts a resu t of income-splitting, one-earner mar-
ried couples paida much smaller tax than a single taxpayer with the
same amount of taxable income.

In 1951, a third set of tax rates was enacted for "heads of house-
holds," single taxpayers who maintain households for certain relatives.
The new rates appIie-ableI6 heads of households were calculated to give
heads of households approximately one-half of the benefits of income-
splitting accorded married couples.

The head of household provisions were extended in the Internal
Revenue Code of 1954 to include taxpayers who met certain support
requirements with respect to their mother or father, even though the
parents did not live in the taxpayer's house. The 1954 Code also ex-
tended the full income-splitting benefits enjoyed by married couples
to a surviving spouse for 2 years after the death of the other spouse."3
1969-present

The last major revision in the comparative income tax treatment of
married and single individuals occurred in 1969. Since the enactment
of income splitting for married couples in 1948, single persons gen-
erally had paid significantly higher taxes than married couples at the
same income levels. For example, in 1969, at some income levels a single
person's income tax liability was as much as 42.1 percent higher than
the income tax liability of a married couple filing a joint return with
the same amount of taxable income. In 1969, Congress concluded that,
while some difference between the rate of tax paid by single persons
and married couples filing jointly was appropriate to reflect the addi-
tional living expenses of married taxpayers, the then current differ-
ential of as much as 42 percent could not be justified on that basis.

Accordingly, the Tax Reform Act of 1969 included a new rate sched-
ule for single persons effective in 1971. The new rate schedule was
designed to impose on middle-income single persons tax liabilities no
more than 20 percent above those for married couples.

Another new rate schedule, halfway between the new rate schedule
for single persons and the rate schedule for married couples, was en-

OA "surviving spouse" was defined as a taxpayer whose spouse died during
either of the two taxable years preceding the year for which the return was filed
and who maintained as his or her home a household constituting the principal
place of abode of a dependent who was a child or stepchild of the taxpayer and
with respect to whom the taxpayer was entitled to a dependency exemption.
Under the 1954 Code, the taxpayer was not a surviving spouse if he or she had
remarried before the close of the taxable year.
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acted in 1969 for heads-of-households. The former rate schedule for
single persons was retained for married persons filing separate returns
because, if each spouse were permitted to use the new tax rate schedule
for single persons, many couples, especially those in community prop-
erty States, could arrange their affairs and income in such a way that
their combined tax would be less than that on a joint return.

With the new rate schedule for single persons, many married couples
filing a joint return paid more tax than two single persons with the
same total income. This was a necessary result of changing the income-
splitting relationship between single and joint returns. At the time, the
marriage penalty was justified on the grounds that, although a mar-
ried couple has greater living expenses than a single person and hence
should pay liss tax, the couple's living expenses are likely to be less
than those of two single persons and, therefore, the couple's tax should
be higher than that of two single persons.

In recent years, the marriage penalty has led some happily married
couples to divorce at the end of the taxable year, filea separate returns,
and remarry. If the couple intends to remarry at the time of the di-
vorce, the Internal Revenue Service will not recognize the divorce for
income tax purposes because it is a "sham transaction." " Two taxpay-
ers have challenged the Internal Revenue Service's position in cases
currently before the United States Tax Court.s5

Personal exemption
Prior to 1948, married couples were allowed only one personal

exemption, even though they filed separate returns, and they were
required to divide this exemption between them. Between 1913 and
191, the exemption for a married couple was less than twice that of a
s'mgie person, and between 1921 and 1941 it was more than twice the
single person's exemption. In these years, the exemption led to a mar-
riage tax penalty or bonus even though married persons did not
generally file joint returns. An exemption for dependents was first
allowed in 1917.

Standard deduction
The standard deduction, as first enacted in 1944, equaled 10 percent

of a taxpayer's adjusted gross income, but the maximum deduction
allowable was $500. In 1948, the maximum deduction was increased
to $1,000 for all taxpayers, except married persons filing separately.
The minimum standard deduction (low income allowance), introduced
in 1964, equaled $200 plus $100 for each exemption claimed, up to a
maximum of $500 for married persons filing separately and $1,000 for
all other taxpayers

The Tax Reform Act of 1969 amended both the minimum and
maximum standard deduction provisions. The new low income allow-
ance was set at $1,000. The regular standard deduction was fixed at
15 percent of adjusted gross income, not to exceed a maximum deduc-
tion of $2,000. As in the past, married persons filing separately were
entitled to one-half the normal minimum ahd maximum amounts. The

TMB.g., Rev. Rul. 76-256,1976-2 C.B. 40.
U Davit Bogter v. (Oommlsloser, No. 11445-77 (T.C., filed Nov. 1, 1977);

Angela BoVter v. (Oommiaeloner, No. 11446-77 (T.C., fied Nov. 16, 1977).
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use of the same minimum and maximum standard deductions for single
and joint returns gave rise to its own marriage penalty. Marriage
could, for example, reduce the allowable standard deduction by as
much as $2,000.

In the Tax Reduction Act of 1975, Congress increased the standard
deduction to 16 percent of income. Also, for the first time it enacted
different minimum and maximum standard deductions for single and
joint returns. For single returns, the minimum was increased to $1,600
and the maximum to $2,300; and those amounts were set $300 higher
for joint returns. (The minimum and maximum standard deductions
for separate returns were set at one-half the levels for joint returns.)
This differentiation was intended specifically to reduce the marriage
penalty, which otherwise would have been increased by the increase in
the minimum or maximum standard deduction. In the Revenue Ad-
justment Act of 1975, effective for 1976, the minimum and maximum
standard deductions were increased by $100 for single returns and $200
for joint returns.

In the Tax Reduction and Simplification Act of 1977, the Congress
replaced the standard deduction with a flat amount referred to as the
"zero bracket amount," The zero bracket amount is both a tax bracket
with a zero rate and a floor under allowable itemized deductions. With
a few exceptions, it has the same impact as the standard deduction.
In 1977, the "ZEBRA" was set at $2,200 for single persons and heads
of households and $3,200 for married couples fiing jointly. Congress
concluded that this reduction in the maximum standard deduction
for single persons from $2,400 to $2,200 was justified by the need to
reduce the marriage penalty. The Revenue Act of 1978 increased the
zero bracket amount by $100 for single persons and $200 for married
couples filing jointly to its present level of $2,300 for single returns
andl $3,400 f6r joint returns.

Child care deduction and credit
A deduction for child care expenses was first allowed under the

1954 Code. The new deduction was limited to expenses, up to $600,
paid by women or widowers for the purpose of permitting the tax-
payer to be gainfully employed. To obtain the deduction, a married
woman had to file a joint return and not use the standard deduction.
Also, if a couple's adjusted gross income exceeded $4,500, the $600
limitation was reduced by the amount of their adjusted gross income
in excess of $4,500.

The child care deduction was modified in 1964, 1971, and 1975. The
1971 amendments included an extension of the provision to household
expenses.

In 1976, the itemized deduction was replaced with a nonrefundable
tax credit equal to 20 percent of the expenses incurred (up to a maxi-
mum of $2,000 for one dependent and $4,000 for two or more de-
pendents) for the care of a child under age 15 or for an incapacitated
dependent or spouse, in order to enable the taxpayer to work. The
income limit, beyond which the deduction was phased out, was
eliminated.
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IV. ISSUES

Marriage neutrality versus equal taxation of couples with
equal incomes

Any system of taxing married couples requires making a choice
among three different ideas of tax equity. One principle is that the
tax system should be "marriage neutral"; that is, the tax burden of
a married couple should be exactly equal to the combined tax burden
of two single persons one of whom has the same income as the husband
and the other of whom has the same income as the wife. A second prin-
ciple, of equity is that, because married couples frequently consume as
a unit, couples with the same income should pay the same amount nf
tax regardless of how the income is divided between them. (This second
concept of equity could apply equally well'to other tax units which may
consume jointly, such as the extended family or the household, defined
as all people living together under one roof.) A third concept of equity
is that the tax should be progressive; that is, as income rises, the tax
burden should rise as a percentage of income.

Unhappily, these three concepts of equity are mutually inconsistent.
A tax system can generally have any two of them, but not all three.1
The current tax system specifies the married couple as the tax unit so
that couples with the same income pay the same tax, but it thereby fore-
goes marriage neutrality. A system of mandatory separate filing for
married couples would sacrifice the concept of "equal taxation of
couples with equal incomes" for the principle of "marriage neutrality"
unless it were to forego progressivity. It should be noted, however, that
there is an exception to this rule if refundable credits are permissible.
A s system with a flat tax rate and a per taxpayer refundable credit

The logical inconsistency can be shown mathematically as follows: Consider
four Individuas, A, B, ( and D. Assume that A and B have equal incomes, 0
has an income equal to the combined Incomes of A and B, and D has no Income.
Let T(A), T(B), and T(C) be the tax burdens of the three individuals with
Income. If the tax system is not proportional,

(0)9&'(A)+1(B). (1)
Now assume A and B marry each other, as do C and D, and let T(AB) and
T(CD) be the tax burdens of the married couples. The principle that families
with the same Income should pay the same tax requires that

2'(AB)-2'(OD), (1)
and marriage neutrality requires both that

T(A)+2'(B)-nT(AB) (8)and that OT(OD)-T(O). (4)
Substituting (8) and (4) into (2) yields

T'(A)+ (B)--'(0)
This, however, contradicts equation (1). Indicating that equations (2) and
(8) can only both be true In a proportional tax system.
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,would have marriage neutrality, equal taxation of couples with equal
-incomes and some limited progressively. .

There is no right or wrong answer to the question of whether "equal
taxation of couples with equal incomes" is a better principle than
"marriage neutrality." (This discussion assumes that the dilemma can-
not be resolved by moving to a proportional or flat-rate tax system.)

Those who hold "marriage neutrality" to be more important argue.
that tax policy discourages marriage and encourages "living in sin,'
lowering society's standard of morality. Also, the argue that it is
simply unfair to impose a "marriage tax" even if the tax does not
actually deter anyone from marrying. io

Those who favor the principle of equal taxation of couples with
equal incomes argue that, as long as most couples pool their income
and consume as a unit, two couples with $20,000 of income are
equally well off regardless of whether their income is divided $10,-
000-$10,000 or $15,000-$5,000. Thus, it is argued, they should pay
the same tax, as they do under present law. A marriage-neutral sys-
ten with progressive rates would involve a larger combined tax on
the couple with the unequal income division.

An advocate of marriage neutrality could respond that the relevant
comparison is not between a two-earner couple where the spouses have
equal incomes and a two-earner couple with an unequal income divi-
sion, but rather between a two-earner couple and a one-earner couple
with the same total income. Here, the case for equal taxation of the
two couples may be weaker, because the non-earner in the one-earner
couple benefits from more time which may be used for leisure, unpaid
work inside the home, child care, and other activities. It could, of
course, be argued in response that the "leisure" of the non-earner may
in fact consist of necessary jobhunting or child care, in which case the
one-earner couple may not have more ability to pay income tax than
the two-earner couple with the same-income.

The attractiveness of the principle of equal taxation of couples with
equal incomes depends on the extent to which married couples ac-
tually pool their incomes and single persons do not. In a society where
many marriages last no longer than the typical single person's
romance, or where married couples frequently live apart and single
persons frequently live together, marriage neutrality would clearly
be the better principle. However as long as differences in lifestyle
between married couples and single persons are pronounced, the issue
is less clear.

Census data show that 1.3 million households in 1979 were shared
by two unrelated adults of the opposite sex.2 Three-fourths of these
,unmarried couples" had no children. Half had never been married
before, nearly a third had been divorced, and the remainder were
either widowed or married to someone else. The number of "unmar-
ried couples" has grown 157 percent since 1970. The Census report,
however, concludes:

Despite the spectacular nature of the recent increase in this
unmarried-couple living arrangement, the 2.7 million "partners"

' Bureau of the Census, Current Population Reports, Series p-20, No. 849,
February 1980. No count was taken of households shared by two unrelated
adults of the same sex.
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in these 1.3 million households represent a very small portion of
all persons in "couple" situations. In 1979, there were an esti-
mated 96.5 million men and women who were married and living
with a spouse. Thus, the partners in unmarried couples repre-
sented only about 3 percent of all persons among couples living
together in 1979.

The continuing predominance of marriage among couples suggests
that "equal taxation of married couples with equal incomes" is still
an important concept for many people.

The actual size of the marriage bonus or penalty depends on the
combined effect of all the provisions of the tax law which treat the
married couple as something other than two distinct individuals. How-
ever, the most important factors are the tax rate'schedules and the
zero bracket amount. Table 1 shows the size of the marriage bonus or
penalty created by these provisions for couples with various incomes
and income splits between spouses under the 1979 tax law. For a
couple with income of $30,000 per year, there is a marriage bonus of
$1,929 when one spouse receives all the income and a marriage penalty'
of $903 when the income is split 50-50. Generally, there is a marriage
bonus when income is split less evenly than 80-20 and a marriage
penalty for more even income splits.

Table 2 shows the size of the marriage bonus or penalty as a per-
centage of after-tax income for the same income levels and income
splits as table 1. This is a better measure of how the lack of marriage
neutrality affects relative living standards. At a maximum, the mar-
riage penalty is 7.4 percent of after-tax income. The largest marriage
bonus is 9.2 percent. The region of the table in which the marriage
penalty exceeds 5 percent of after-tax income is relatively small:
couples with $40,000 and income division more even than A6-40, couples
with $50,000 and income division more even than 65-35, az.d couples
with $100,000 and income division more even than 75-25. A small, but
rapidly growing, fraction of taxpayers is in those categories, although
it tends to b an especially vocal group.

The head-of-household rate schedule for single persons with de-
pendents causes a "divorce bonus" for couples with children which is
greater than the marriage penalties shown in tables 1 and 2. Table 3
shows the divorce bonus for a couple with one child when one of the
persons is able to file as a head of household after the divorce. The
divorce bonus for a family of three with income of $30,000 split 50-50
between the spouses is $932 or 3.8 percent of their after-tax income.
The maximum divorce bonus is 8.8 percent. (For a couple with two
dependents, the divorce bonus is potentially larger because each spouse
can maintain a household for one of the children, and both could
qualify as heads of households.)

The Census report shows that the number of households maintained
by divorced men and women with children under 18 has grown by 33
percent for men and by 41 percent for women since 1970. In 1979 men

headed 1.0 million such households and women 10.5 million.



TABLE 1.-EFFECT OF MARRIAGE ON TAX LIABILITY AT SELECTED INCOME

BETWEEN HUSBAND AND WIFE'
LEVELS AND EARNINGS SPLITS

Share of lesser-earning spouse
0 5 10 15 20 25 30 35 40 45 50

Total family
income (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11)

$5,000______ -- 250 -210 -170 -133 -98 -63 -28 0 0 0 0$7,000 --------- -378 -315 -252 -189 -126 -66 -10 46 98 147 168$10,000 -------- -- 475 -370 -275 -180 -85 10 100 162 182 200 202$15,000----..... -710 -515 -328 -148 32 132 183 220 236 243 251$20,000 -------- 1, 092 -760 -460 -160 42 150 238 300 355 381 391$25,000 -------- 1,505 -1, 055 -630 -268 -30 160 310 447 535 594 611$30,000 --------1, 929 -1,334 -749 -334 -26 214 439 644 785 875 903$40,000 -------- 2,801 -1,821 -939 -338 177 667 1, 031 1,329 1, 564 1, 644 1,692$50,000 --------- 3,344 -2, 094 -1.094 -286 454 1, 133 1, 731 2, 121 2,439 2, 574 2, 674$100,000 -------- 3,464 -1. 214 ' 359 1, 691 2,699 3,474 4,014 4,314 4, 369 4,394 4,394

1 Assumes that taxpayers have no dependents and do not itemize deductions. Marriage penalties would be smaller, and marriagebonuses larger, for itemizers. Marriage penalties are positive in the table, marriage bonuses are negative.



TABLE 2.-EFFFCT OF MARRIAGE ON TAx LIABILITY AS A PERCENTAGE OF AFTER-TAX-INCOME AT SELECTED INCOME
LEVELS AND EARNINGS SPLITS BETWEEN HUSBAND AND WIFE BEFORE MARRIAGE'

I

and marriage bonuses larger, for itemizers.

Share of lesser-earning spouse

0 5 10 15 20 25 30 35 40 45 50

Toa family
Income (1) (2) (3) (4) (5) (6) M7) (8) (9) (10) (11)

$5,000-----------5.0 -4.2 -3.4 -2.7 -2. 0 -1.3 -- 0. 6 0.0 0.0 0.0 0.0
$7,000 --------- -- 5.6 -4.6 -3.7 -2.8 -1.8 -1.0 -0. 1 0.7 1.4 2. 2 2.5
$10,000 ----------- 5.1 -4.0 .- 3.0 -1.9 -0.9 0.1 1.1 1.7 2.0 2.2 2.2
$15,000 -------- -- 5.3 -3.8 -2.4 -1. 1 0.2 1.0 1.4 1.6 1.8 1.8 1.9
$20,000 --------- 6.3 -4.4 '-2.7 -0.9 0.2 0.9 1.4 1. 7 2.0 2.2 2.3
$25,000 --------- 7.2 -5.0 -3.0 -1.3 -0.1 0.8 1.5 2.1 2.6 2.8 2.9
$30,000 -------- -- 7.9 -5.5 -3.1 -1.4 -0.1 0.9 1.8 2.6 3.2 3.6 3.7
$40,000 --------- 9.1 -5.9 -3.1 -1.1 0.6 2.2 3.4 4.3 5.1 5.4 5.5
$50,000. -- 9.2 -5.8 -3.0 -0.8 1.2 3.1 -4.8 5.8 6.7 7. 1 7.4
$100,000---------5.6 -2.0 0.6 2.8 4.4 5.7 6.5 7.0 7. 1 7.2 7.2

' Assumes no itemized deductions and no dependents. Marriage penalties would be smaller,
Marriage penalties are positive in the table, marriage bonuses are negative.



TABLE 3.-EFFECT OF DivoRCE ON TAx LIABILITY AT SELECTED INCOME LEVELS AND EARNINGS SPLITS BETWEEN
HUSBAND AND WIFE1

Share of lesser-earning spouse
0 5 10 15" 20 25 30 35 40 45 50

Total family
income (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11)

$5,000 --------- -- 250 -210 -170 -133 -98 -263 -28 0 0 0 0$7,000 --------- -- 518 -455 -392 -329 -266 '- 106 -150 -94 -42 7 56$10,000 --------- 643 -538 -443 -348 -253 -58 -68 22 112 174 186$15,000 --------- 920 -725 -538 -358 -178 -15 115 167 210 240 763$20,000 ---------1,332 -1, 000 -700 -400 -100 62 182 272 352 398 428$25,000 -------- -i, 785 -1,335 -910 -485 -158 74 252 422 532 607 632$30,000 --------- 2,249 -1,654 -1,069 -512 -162 116 376 616 756 876 932$40,000 --------- 3,231 -2,251 -1,271 -584 -16 514 892 1, 228 1,503 1,683 1,843$50,000 --------- 3,834 -2, 584 -1,432 -554 241 944 1, 590 2,080 2, 530 2,750 2,950$100,000 -------- 3, 964 -1,562 136 1,540 2, 780 3,740 4, 465 4,913 5, 157 5, 357 5, 425

' Assumes one dependent claimed by the spouse with the smaller amount of earnings and assumes no itemized deductions. Divorce bonuseswould be smaller, and divorce penalties larger, for itemizers. Divorce penalties are positive, divorce bonuses are negative. The divorcebonus is the difference between the tax liability on one joint return and the combined tax liability on one single return and one head-of-household return.
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Distribution of tax burden by type of tax unit
A second issue of tax equity is how much of the tax burden should

be borne by the different types of tax units: single persons without
dependents, single heads of households, one-earner married couples
and two-earner married couples. Each of the different proposals for
taxing married couples and single persons has an impact on this
distribution.

As discussed above in the section on present law, the actual rela-
tionship between the tax burden of a single person, a head of household
and a married couple with the same income depends on the interaction
of many provisions of the law, which embody widely varying ideas of
how the various types of tax units ought to be treated. The provisions
which are most responsible for distinctions between different types of
tax units at a given income leve1 are the tax rate schedules and the
zero bracket amount.

Table 4 compares the tax paid by a typical married couple with no
dependents to that of a single person at various income levels, along
with the percentage difference in the two tax burdens. Table 4 also
shows the percentage difference in after-tax income between a single
person and a married couple at each income level. At a given level of
before-tax income, the married couple retains between 5 and 10 percent
more after-tax income than a single person. Whether these differences
are more or less than enough to compensate for the fact that two cannot
live as cheaply as one is a subjective matter.

TABLE 4.-CoMPARISON OF INCOME TAX LIABILITY OF A MARRIED
COUPLE AND A SINGLE PERSON

[Assumes no itemized deductions]

Excess tax of single over joint returnMarried
couple, no Percent of

dependents Percent of Joint return's
(joint Single Joint re. after.tax

return) person Amount turn's tax Income

Income (1) (2) (3) (4) (5)

$5,000 ---------- $0 $250 $250 5. 0
$7,500. -------- 294 692 398 135 5.5
$10,000 ----- 702 1, 177 475 68 5. 1
$12,500- -- 1,152 1,723 571 50 5.0
$15,000 ........ 1,635 2,345 710 43 5.3
$17,500-- 2, 160 3,055 895 41 5.8
$20,000- ------- 2,745 3,837 1,092 40 6.3
$25,000 -4, 057 5, 562 1, 505 37 7. 2
$30,000- - 5,593 7,522 1,929 34 7.9
$40,000---- 9,366 12, 167 2, 801 30 9.1
$50,000.- 13,798 17,517 3,719 27 10.3
$100,000_ 1-38, 678 '42, 142 3,464 9 5. 6

Reflects the 60-peCent maximum-tAx.
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Table 5 makes the same comparisons between a single head of house-
hold with one dependent and a single person without dependents.
These tax differences range from 2.7 to 5.5 percent of after-tax income,
which raises the question of whether these ifferences are large enough
to warrant the complexity of' the head-of-household rate schedule.
(If that rate schedule were . lished, some tax difference between a
head of household and a singtep person would persist because the head
of household would still generally be eligible for additional personal
exemptions for dependents.)

TABLE 5.-COMPARISON OF INCOME TAX LIABILITY OF A HEAD OF
HOUSEHOLD WITH I DEPENDENT AND A SINGLE PERSON

(Assumes no itemized deductions)

Excess tax of single person over
head of household

Percent
Percent of head

Head of of head of house.
household of house. hold's

with 1 Single hold's after.tax
dependent - person Amount tax Income

Income (1) (2) (3) (4) .(5)

$5,000 --------- _ $98 $250 $152 155 3.2
$7,500- -- 470 692 222 47 3.2
$10,000- -- 900 1,177 277 31 3.0
$12,500- -- 1,422 1,723 301 21 2.7
$15,000- -- 1,996 2,345 349 17 2.7
$17,500- -- 2, 606 3,055 449 17 3.0
$20,030-- 3,256 3,837 581 18 3.5
$25,0N. 4, 796 5,562 766 16 3.8
$30,000 --------- 6,571 7,522 951 14 4.1
$40,000- -- 10, 879 12, 167 1, 288 12 4.4
$50,000_ -- 15, 611 17,517 1,906 12 5.5
P100,000- 1140,611 142, 142 1,531 4 2.6

1 Reflect the 50-percent maximum tax.

Table 6 shows how the overall income tax burden (including the
negative tax liability resulting from the earned income credit) is dis-
tributed between single persons, single heads of households, one-earner
married couples and two-earner couples. These estimates come from the
Treasury Tax Modql, extrapolated to 1979 income levels. Single per-
sons pay 21.6 percent of the total income tax burden. Married couples
pay 75 percent, divided almost equally between one- and two-earner
couples. Heads of households pay 3.4 percent.

Proposals for mandatory or optional separate filing by married
couples usinr the current single person's rate schedule would provide
tax cuts of $7 to $9 billion, largely to two-earner couples. This would
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TABLz 6.-PRESENT LAw FEDERAL INDIVIDUAL INCOME TAX
LIABILITY-1979 INCOME LEVELS

(Dollars in mi~lions]

Joint Head of
Expanded income cls house.
(thousands) Single 1 earner 2 earners hold Total

]3clow $5 -------------- $484 -$220 -$186 -$327 -$249
$5 to $10 ------------- 6,171 117 127 355 6,770
$10 to $15 ------------ 9,753 2, 847 3,283 1,512 17,395
$15 to $20 ------------ 9, 081 5,128 8,254 1,771 24,234
$20 to $30 ----------- 10,041 13, 401 27,286 1,835 52, 562
$30 to $50 ------------ 4, 502 20, 241 25,280 901 50,923
$50 to $100 ----------- 2, 637 18, 339 9,589 435 31,001
$100 to $200 ---------- 1,250 9,169 3, 548 272 14, 240
$200 and over-------.. 2,041 10,331 2,890 401 15,663

Total --------- $45, 960 $79, 353 $80, 070 $7, 155 $212, 539

Percent of total -------- 21. 6 37.3 37.7 3.4 100. 0

be approximately a 10-percent reduction in their tax burden. Proposals
for deductions or credits for two-earner couples, discussed below,
would reduce taxes of two-earner couples by anywhere from $31/2 to
$12 billion, or by anywhere from 5 to 15 percent. Mandatory separate
filing would also involve tax increases of between $22 and $25 billion,
most of which would fall on one-earner couples. This would be a sig-
nificant increase in the tax burden on that group.

Effect on work incentives
From the standpoint of economic efficiency, it generally is prefer-

able to impose relatively low tax rates on people or activities for
which economic decisions are relatively sensitive to the tax rate. Such
a policy tends to minimize the distortions caused by the tax system.
The relevant tax rate is not the arcrage tax rate, the overall tax
burden as a percentage of incomiie, but rather the marginal tax rate,
the rate applicable to the next dollar of income.

The tax treatment of the family has a significant impact on the
marginal tax rates which are applied to earned income. The present
system taxes the married couple as one unit, thereby stacking one
spouse's income on top of the other's. Tihus, for a coul)le in which
the husband already earns $20,000 per year and the wife is deciding
whether to take a $20,000 job, the relevant tax rates which affect.
the wife's decision Pre not the rates applying to the first. $20,000 of
income, but rather the rates applying to income between $20,001 and
$40,000. With progressive tax rates, of course, the rates applying
between $20.001 and $10,000 will be higher t1,an those applying
below $20.000. Similarly, if both spouses earn $20.000 and
one is considering earning $5,000 by working overtime, the relevant
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tax rates would be those applying to income between $40,001 and
$4,000, not the lower rates applying to income between $20,001 and
$25 000

'Table 7 shows some illustrative marginal tax rates which apply
under present law, including both the individual income tax and
the employee's share of the social security tax (6.13 percent of the
first $25,900 of earnings). These marginal rates are the rates appli-
cable to the next dollar of income, assuming that the specified amount
of earnings has already been received eitIher-by one spouse (in the
one-earner couple) or by each spouse (in the two-earner couple).
Furthermore, any effect on work incentives resulting from State and
local income taxes would have to be added to give a completepicture
of tax disincentives, along with sales taxes on consumer goocs pur-
chased with the additional wags which are to be earned and the em-
ployer's part of the social security tax to the extent it is passed throUgh
as lower real wages.

TABLE 7.-COMBINED MARGINAL INCOME AND SOCIAL SECURTM
TAx RATES

[In percent]

Earnings per working spouse
(in thousands)

$10 $15 $20 $30 $40

Present law:
Single person ---------------- 27 32 40 44 49
1-earner couple --------------- 24 27 30 32 43
2-earner couple --------------- 30 38 49 49 150

Proposals for 2-earner couples:
5-percent credit for second

earner -------------------- 25 33 44 44 145
10-percent deduction for second

earner -------------------- 28 35 45 44 145

'Reflects the 50-percent maximum tax on earned income. The marginal tax
rates are the combined income and lmi roll tax burden on a taxpayer assuming
that a certain amount of income has already been earned during the taxable year.
For example, in the case where each earner earns $10,000, this means the tax rate
applicable to the $10,001st dollar of income for a single person, for a married
person whose spouse has no earnings and for a married person whose spouse earns
$10,000. The table does not take account of additional deductions 9r tax credits
which may result from use of additional earned Income.

For two-earner couples, marginal income and payroll tax rates
reach quite high levels at moderate levels of earnings: 38 percent when
each spouse earns $15,000 and 49 percent when each spouse earns
$20,000.

Taxing married couples as two. single individuals would give every-
one the marginal tax rates applicable to single persons. This would
mean a reduction in marginal tax rates for two-earner couples but,
unless there were a sizable income tax !ut, it would mean
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an increase in marginal tax rates for one-earner couples. Optional
separate filing as two single persons would leave one-earner couples
where they are today and would give two-earner couples the marginal
tax rates applying to single persons. A credit of 5 percent of
the earnings of the lesser-earning spouse would reduce the marginal
tax rate for the second-earner by 5 percentage points. A deduction
of 10 percent of the earnings of the lesser-earning spouse would
reduce the marginal tax rate for the second earner by 10 percent of
the applicable income tax rate. The marginal rates which would result
from these proposals are shown in table 7. Of course, to the extent
that any change in the tax treatment of the family gained or lost reve-
nue, there might have to be compensatory tax changes that would them-
selves affect marginal tax rates.

Statistical studies are virtually unanimous in the conclusion that
the work decisions of married women are far more sensitive to tax
considerations than are those of single persons or -married men.1 If
this is correct, reducing the marginal tax rates applicable to working
wives would increase overall labor supply even if it were necessary
to increase taxes on everyone else to make up lost revenue.2

An analysis of the response of various demographic groups to
changes in tax rates was conducted by Dr. Michael K. Evans under a
grant from the Senate Finance Committee. Evans concluded that a
change in tax rates on earned income which increased after-tax earn-
ings by 10 percent would increase hours worked by 0.3 percent for men
age 25-54 and by 2 percent for women age 25-54. These results confirm
the expectations that the work effort of married women is more respon-
sive to tax reductions than that of married men. (Evans' study, how-
ever, is based on data for all men and all women, not just married
persons.)

Any reduction in tax-induced economic distortions generally is con-
sidered desirable. Moreover, there appears to be increasing concern
over distortions created by the tax system on the supply side of the
economy. If souieone is discouraged from additional work by the
applicable marginal tax rate on earned income, there is an efficiency
loss to the whole economy. (The efficiency loss, however, does
not equal the foregone salary : rather it equals the difference between
the foregone salary and the value the person puts on his or her leisure
time.) Because of complex interactions between the supply of and
demand for labor, it is difficult to determine who in the economy will
bear this loss.

1See, for example, H. S. Rosen, "Taxes in a Labor Supply Model with Joint
Wage-Hours Determinations." Eonometrica, July 1976. Rosen found that a 10-
percent increase in after-tax earnings will Increase the hours worked by married
women by 16 percent, which 18 a much stronger response than- Is likely to occur
for single persons and married men.

I There are limits, however, to the extent to which such a shift in tax burdens
to one-earner couples and single persons from two-earner couples can continue
to increase efficiency. The inefficiency caused by a tax will not tend to increase
proportionately with the tax rate but rather in proportion to the square of the
tx rate. Thus, as long as single persons and primary earners are somewhat
responsive to changes in tax rates, there will be a point after which further
tax increases on them will create a larger inefficiency than would equivalent
tax increases on more tax-sensitive second earners.
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In the case of two-earner couples, however, there may be counter-
vailing considerations. If it is the case-that society as a whole benefits
more from having unpaid services performed by persons not in the
labor force--care of children, elderly or infirm individuals, volun-
teer and civil activities, performance of domestic and household serv-
ices, and pursuit of cultural, religious and other activities-than from
having a high proportion of married persons involved in the work
force, some or all of the efficiency gains from reducing the tax disincen-
tives to work outside the home will be offset by efficiency costs to society
in terms of these other alternative activities. Little, if any, conclusive
empirical evidence exists to measure these tradeoffs.

Head-of-household rates
Special tax rates, which are approximately midway between the

rate schedules applicable to single persons and to married couples
filing jointly, apply to individuals who are heads of households. In
order to qualify for these rates, an individual must be unmarried and
generally must maintain a household for himself or herself and one or
more children or dependent relatives. (The requirements are discussed
in more detail under "Present law.") The head-of-household rate
schedule was established because of Congress' concern that unmarried
taxpayers who are required to maintain a household for other indi-
viduals have financial responsibilities similar to those of married
couDles.

The existence of the head-of-household rate schedule, however adds
to tax complexity and leads to some anomalies in the effect that a
single person's acquisition of a first dependent has on tax
liability compared to the effect of other dependents. As is shown
in table 5, the head of household rate schedule and the additional de-
pendency exemption together cause relatively small percentage in-
creases in the after-tax income of a head of household.

For a single person, the acquisition of a dependent for whom the
taxpayer maintains a household makes him or her eligible for the
head-of-household rate schedule and for an additional $1,000 personal
exemption. For a married couple, however, the acquisition of a de-
pendent leads only to an additional $1,000 exemption. (In addition,
the acquisition of a dependent may qualify a low-income married
couple or single person for the earned income credit.) Thus, a single
person generally receives a much larger tax reduction for acquiring the
first dependent than does a married couple, and the first dependent of a
single person is worth considerably more than subsequent dependents.
As a percent of income, the tax benefit for a single person's first de-
pendent rises with income, while that for a married couple's depend-
ents and a single person's subsequent dependents declines with income.

- These anomalies could be corrected by eliminating the head-of-
household rate schedule and replacing it with a larger personal ex-
emntion. perhaps one that increases with income. Under this system,
a dependent would give the same tax benefit to both married couples
and single persons, and (except for the earned income credit) the Rrst
dependent would not be more valuable to a single taxpayer than sub-
sejuent dependents.

For married couples with children, who subsequently get divorced,
use of the head-of-household rates can result in a divorce bonus.
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Consider, for example, a couple with two children and a combined
adjusted gross income of $40,000. If that couple filed a joint return
(and had no itemized deductions), it would pay a tax of $8,506. If
the couple got divorced, each had- $20,000 of adjusted gross income,
and each kept custody of one child, each individual would pay $3,256
as a single head of household, a combined tax of $6,512. Thus, divorce
would cause a total tax saving of $1,994 and an increase in after-tax
income of approximately 6 percent.

The complexity of the head-of-household rate schedule is mostly a
result of taxpayers' having to decide whether they are eligible for it.
The definition of a dependent that makes a taxpayer eligible for
head-of-household status is different from the definition of a depend-
ent that makes one eligible for the dependency exemption, and it is
hard to determine exactly what is meant by "maintaining a household."
Apparently some single persons without dependents who own their
own homes mistakenly claim head-of-household status on their
returns.

The head-of-household rate schedule was originally enacted in re-
sponse to concern over the burdens on single persons with dependents,
a concern which is no less valid now than in 1951. Presumably, then,
repeal of the head-of-household rate schedule would have to be accom-
panied by some other response to this problem, such as a larger personal
exemption for dependents or an expanded earned income credit.

Technical issues related to separate filing
Under present law, married persons may file separate returns. In

almost all cases, however, a married couple will pay less tax, in total,
if the husband and wife file a joint return. Consequently, few con-
troversies have arisen over the proper allocation of income, deduc-
tions, exemptions, and credits between a husband and wife. For the
same reason, there has been little controversy over the policy of deny-
ing some tax benefits to married persons who file separate returns. If
the comparative income tax treatment of married and single taxpayers
were modified in a way that encouraged the filing of separate returns by
married persons, many issues dormant since 1948 would assume new
significance. This section identifies some of the technical issues that
would arise more frequently if married couples are encouraged to file
separately.
Income Issues

The primary technical issue, which led to the enactment of the
income splitting provision in the 1948 Act, is the allocation of income
between a husband and wife. There are at least three ways personal
service or earned income (for example, wages and salary) could be
allocated for income tax purposes between a husband and wife. First,
a couple's combined earned income could be split in equal shares (as

-is presently the law for spouses in States with community property
laws that consider earned income to be community property). Second,
earned income could be allocated to the spouse who performed the
services that produced the income.(as is presently.the law in common
law States). The third alternative is present law, which applies the
first alternative in community property'Stat6s and'the second alterna-
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tive in common law States.-Many proposals to encourage or mandate
separate filing adopt the second alternative rnd disregard community
property laws in order to avoid the-problems experienced before 1948.

Income from assets (for example, dividends on stock and rents from
real property) also would have to be allocated between a husband and
wife. There are two basic approaches: an exact rule which treats the
couple as two single individuals or a rule that arbitrarily allocates
income. Exact rules could include allocation of investment income
to the person whose name appears on the deed or other certificate of
ownership, to the owner of the asset determined under State property
law, or to the owner of the income determined under State property
law. Present law generally taxes income to the owner of an asset, and
ownership is usually determined under State law. Arbitrary allocation
rules could include allocation of investment income in equal shares to
the husband and wife, allocation entirely to the husband or wife (per-
haps to the spouse with the greater amount of earned income) or allo-
cation in proportion to the earned income of the husband and wife.

The application of the present ownership rule is often difficult be-
cause title to property may be held by more than one person (for exam-
ple, joint tenants), and State law may create ownership interests (for
example, a spouse's vested interest under community property laws)
in certain property and income. These complexities, encountered today
by a minority of married taxpayers, would be faced by married tax-
payers and the Internal Revenue Service with increasing frequency if
more married persons filed separately.

Any of the arbitrary rules would mean that one spouse would be
report g and paying tax on income actually owned by the other
spouse. 'his could give rise to the marriage bonuses or penalties the
abolition of which is the main justification for separate filing. For
example, consider two single persons with equal earnings but with
one person having investment income. If they married and if the law
required separate filing with most of the arbitrary allocation rules dis-
cussed above, the couple would pay less tax than two equivalent single
persons because the allocation rule would give the couple partial or
complete income splitting on the investment income.

An exact rule allocating investment income to the spouse who owns
the property or the income would give married couples the opportunity
to achieve some or all of the benefit of income splitting by transferring
property to the spouse with the lesser amount of earned income, al-
though it could be argued that this opportunity is now available to any
taxpayer who is willing to transfer property to someone other than
his or her spouse. (There may be similar opportunities for shifting
earned income as a result of one spouse "hiring" another to split their
en rned income.)

It would be necessary to override State community property laws
to some degree to prevent a recurrence of the pre-1948 situation in
which community property States provided income-splitting to their
citizens while common law States did not. Also, if community property
laws are recognized for tax purposes, an estranged spouse may be
forced to report income on a separate return which that spouse never
receives, a problem which exists under present law and to which H.R.
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6247 (sponsored by Rep. Gibbons) is addressed. That bill provides that
most types of community income are to be allocated between spouses
without regard to community property laws if spouses live apart
throughout the year, file separate returns, and do not share income.
For earned income, these problems could be solved by allocating the
racome to the earner even i community property States. However, this
would cause anestranged spouse to pay tax on earnings half of which
were owned by his or her spouse.

For invetment income, the case for overriding community property
laws is weaker.than for earned income because married residents of
common law States can achieve an equal division of investment income
by transferring ownership of property between spouses, although
these transfers could be subject to gift tax.

Once income is allocated, it is necessary to allocate expenses incurred
in the production of that income. Under present law- for separate
filers, deductions for trade or business expenses are allowable only to
the spouse who pays the expenses and only if the expenses are incurred
in that spouse's trade or business. For example, neither spouse would
be allowed a deduction on a separate return if one spouse pays the
salaries of the other spouse's employees. Similarly, expenses incurred
in the production of investment income are deductible by the spouse
who pays the expense only if that spouse receives the income to which
the expense relates. An alternative, more lenient rule, which might be
more appropriate in a system that did not try to discourage separate
filing, would be to allocate these expenses to the spouse reporting the
income to which the expenses relate without regard to which spouse
actually paid the expenses.
Personal and dependency exemptions

Under present law for separate returns, each working spouse is
entitled to one personal exemption for himself or herself plus addi-
tiofi exemptions, if any. for age or blindness. In addition, each spouse
can claim an exemption for each dependent with respect to whom that
spouse satisfies the statutory requirements. If neither spoise alone
meets the support test, but if both together do, a spouse who provides
more thnn 10 percent of the support can claim the exemntion if there
is a multiple support agreement. A simpler approach would be to allo-
cate the value of the exemptions 50-50 or in proportion to income.
Itemized deductions

Under present law, taxpayers are entitled to deduct. certain expendi-
tures from adjusted gross income in arriving at taxable income. These
deductions ("itemized deductions") may be taken by a taxpayer only
to the extent that they exceed the taxpayer's applicable zero bracket
amount. In general, itemized deductions are allowed for medical and
dental expenses, taxes, interest. charitable contributions. casualty and
theft losses, and certain miscellaneous expenses. As with income alloca-
tion rules. it is possible to have more or less exact allocations or to have
arbitrary allocation rules.

Medical expenses
In general, individuals may deduct unreimursed medical and

dental expenses in excess of 3 percent of adjusted gross income, plus
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one-half of medical insurance premiums (up to $150) without regard
to the 3-percent floor. This deduction is allowable with respect to
expenses which constitute medical care for the taxpayer, his or her
spouse, and dependents.

Determining an individual's medical expense deduction involves a
three-step calculation. First, the taxpayer deducts one-half of any.
medical insurance cost up to a maximum of $150, without regard to
the amount of adjusted gross income. Second, the taxpayer must de-
termine the amount of all medicine and drug expenses not compen-
sated for by insurance and determine the amount by which those ex-
penses exceed one percent of adjusted gross income. Third, the tax-
payer then must determine the sum of the excess medicine and drug
expenses, the remainder of any medical insurance cost not deductible

. under the first step, and the other medical expenses (such as, physi-

ciang'-fe and hospital bills) not compensated for by insurance. The
allowable medical deduction then is the excess of the total amount of
the expenses over 3 percent of adjusted gross income, plus the medical
insurance deduction computed under the first step.

Because a percentage of adjusted gross income is a floor under the
medical expense deduction, a two-earner couple (where one spouse
has unusually large medical expenses) may receive an additional bene-
fit under present law through filing separate returns instead of a joint
return. Taking each spouse s income separately would produce a lower
floor under deductible medical expenses than would combining the
couple's adjusted gross income on a joint return.

When spouses file separate returns under present law, each spouse
takes into account the medical expenses paid for by himself or herself
for purposes of computing the deduction regardless of the identity of
the spouse for whom the expenses were incurred. This same rule could
be followed if spouses were allowed to file separately under more bene-
ficial tax rates. There would be a tracing problem arising from having
to determine which spouse actually paid or incurred the expense.
While this problem already exists where spouses file separate returns
under present law, the administrative tracing burden would increase if
the enactment of more beneficial tax rates for separate filing by two-
earner couples caused more of these couples to file separately. Under
present law, single persons cannot deduct medical expenses incurred on
behalf of someone else who is not a dependent. Therefore, this rule
would not provide complete marriage neutrality.

State and local ta.see
State or local income taxes, real property taxes, personal property

taxes, and general sales taxes are deductible. Separate filing by
spouses would create a burden of determining which spouse made the
deductible payments.

State and local income taxes are now deductible by the individual
who is charged with and pays those taxes. The manner in which mar-
ried couples deduct those taxes currently depends upon how the
spouses file their State and Federal income tax returns:

(1) If an individual and his or her spouse file separate State
andseparate Federal returns, then each spouse may deduct on
each separate Federal return the amount of State income tax
paid by that spouse.
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(2) If eac!L spouse files separate State returns but the couple
files a joint Federal income tax return, they may deduct on the
joint return the sum of the State income taxes paid by each.

(3) If an individual and his or her spouse file a joint State
return but file separate Federal returns, then each spouse may
deduct part of the State income taxes on his or her separate Fed-
eral return. In this situation, the amount deducted by each spouse
must be in the same proportion that each spouse's gross income
bears to the combined gross income of both spouses. However, in
no event may either spouse deduct more than the actual amount
of State income taxes paid by each spouse during the year. If an
individual and his or her spouse are jointly and individually
liable for the full amount of State income tax, each spouse may
deduct the actual amount paid by each on his or her own separate
Federal return.

It would seem that rules similar to those described above could be
followed for the deduction of State and local income taxes in a sepa-
rate filing system. However, if these rules are thought to be too com-
plex, some arbitrary system could be devised for allocating these
deductions.

Real property taxes currently are deductible only by the property
owner. If real property taxes are paid by the spouse who owns the
property, then they may be deducted on that spouses separate return
or on a joint return. If the spouse who does not own the property pays
the tax, the tax is deductible on a joint return but not on a separate re-
turn. A system of more widespread separate filing could follow the
same rules. Alternatively, rules could be adopted which Would not
require matching of ownership and payment of tax but would allow
the deduction to whichever spouse makes the payment. This could be
simpler and more consistent with a policy to encourage separate filing.

Personal property taxes raise the same technical issues as real prop-
erty taxes, since the allowability of the deduction depends upon who is
the property owner.

General sales taxes raise different issues since they are based upon
consumption rather than ownership. In a system of separate filing,
each spouse could be required to keep records of his or her separate
purchases and take separate deductions on that basis (deductible sales
taxes on joint purchases could be split evenly). This, however, could
prove to be quite burdensome to taxpayers. Instead, each spouse
could be permitted to take deductions, as under present law, pursuant
to sales tax tables, within the amount of the deduction depending upon
each spouse's separate adjusted gross income.

Interest deductions
Interest deductions present problems similar to those with respect

to deductions for real property taxes and personal property taxes since,
in order for a taxpayer to deduct interest on a debt under present law.
the taxpayer must be legally liable for the debt. (That is, a taxpayer
cannot take a deduction for interest paid on a debt for which some
other person is solely liable.) Either this rule could be retained, or the
more lenient rule suggested above for property taxes could be adopted.

The interest deduction is limited in the case of certain "investment
interest." (Investment interest generally is interest paid or accrued
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on indebtedness incurred or continued to purchase or carry property
held for investment.) In general, this limitation is $10,000 per year,
plus the taxpayer's net investment income. In the case of ma-ried
couples filing separate returns, the $10,000 limitation is halved. Under
a proposal to treat two married persons the same as two single persons,
it would be necessary to provide each spouse with a separate limitation
equal to $10,000 plus that spouse's separate investment income.

Charitable contributions"
Within certain limitations, individuals are entitled to deduct con-

tributions of cash or property to qualified charities. In general, con-
tributions to most charities may not exceed 50 percent of adjusted
gross income; contributions of certain capital-gains property may not
exceed 30 percent of adjusted gross income; and contributions to cer-
tain types of private foundations may not exceed 20 percent of ad-
justed gross income.

Because the charitable contributions deduction has an adjusted gross
income ceiling working spouses who make large contributions gain
under current law by joint filing. This is due to the fact that by com.
bining their incomes by joint filing they are entitled to a higher ci
for contributions than would be the case if they filed separately. On
a joint return, it is not necessary to trace contributions from a partic-
ular spouse because total contributions, as well as total income, are
combined.. In a separate filing system, it would be necessary for each spous
to keep track of his or her own particular contributions and to deduct
no more than that amount against 'his or her own particular income.
This probably would not be too great a problem where each spouse
makes contributions out of his or her own income and keeps good
records of the contributions. However, in situations where spouses
commingle their earnings, or the spouses do not keep adequate records
of which spouse made a particular contribution the administrative
problems under present law could be compounded. Moreover, the car-
ryover provisions could cause additional complexities especially dur-
ing the transition period between joint and separate filing. (In general,
charitable contributions which exceed the applicable adjusted gross
income limitation may be carried forward for five succeeding taxable
years.)

Casuaty and theft losse
Individuals are entitled to deduct losses resulting from certain cas-

ualties to, or thefts of, property. However, individuals may deduct
these losses only to the extent that they are not reimbursed by insur-
ance or otherwise and to the extent that the loss exceeds $100 for each
casualty or theft.

Under present law, if two or more individuals who are not spouses
suffer losses from the same casualty or theft, the $100 limitation is ap-
plied separately to each individual In the case of a husband and wife
who file a joint return, if each suffers a loss from the same casualty.
or theft, they are treated as one individual in applying the $100 limi-
tation without regard to whether the damaged or stolen property was
owned jointly or separately. On the other hand, if the file separate
returns, each is subject -to a separate $100 limitation. In the case of
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a husband and wife who own property jointly and who sustain a ca.
ualty loss with respect to that property, each is entitled to claim-one-
half of the loss on a separate return; but, in no event, may either
spouse claim the entire loss deduction on a separate return. These rules
could be adopted in a system of more widespread separate filing.

Miscellaneoua deduetionm
In addition to the itemized deductions discussed above, taxpayers

may be entitled to additional itemized deductions for certain employee
expenses (such as, expenses for certain work clothes, employment-re-
lated education, union dues, and professional society dues) and for cer-
tain expenses incurred in connection with producing income (such as,
certain legal and accounting fees and safe deposit box rentals).

In a system of separate filing, these miscellaneous deductions would
present the same issues as the business expense deductions discussed
above.

Arbitrary allocation rules
Any exact method of allocating itemized deductions between spouses

_in a way that attempts to treat them as two single persons would be
more complex than existing law for joint returns. Furthermore, mar-
ried persons could use whatever rules are provided to achieve their
own income splitting for example, by having the spouse with the

greater amount of adjusted gross income make all of the couple's
caritable contributions.

An alternative would be some kind of arbitrary allocation rule for
some or all itemized deductions, such as allocating all itemized deduc-
tions to the spouse with the lesser adjusted gross income or allocating
them in proportion to adjusted gross income. These rules, however,
violate the spirit of separate filng and create their own marriage
bonuses or penalties because they are different from the rules appli-
cable to single persons. Therefore, they would probably not be con-
sidered entirely fair.
Provisions containing Income phaseouts

Several provisions of the tax law require that certain benefits be
phased out as a taxpayer's income rises above specified levels. Among
the provisions in this category are the credit for the elderly, the
earned income credit, and the disability income exclusion.

Credit for the elderly
In general, the credit for the elderly is reduced by one-half of ad-

justed gross income in excess of certain limitations. The phaseout
begins at an adjusted gross income level of $7,500 for single indi-
viduals, $10,000 for married couples filing joint returns, and $5,000
for "married individuals filing separate returns. However, married
iuidividuals may claim the credit on a separate return only if they
1i-vapart at all times during the taxable year.

One alternative for a system of widespread separate filing would
be to allow the credit for separate returns but to base the phaseout on
the spouses' combined income. No credit would be allowed unless the
taxpayer could substantiate his or her spouse's income. However, this
would continue the marriage penalty because the phaseout would be
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higher for two single persons than for a married couple. A second al-
ternative would be to continue present law for married persons filing
separately but to repeal the requirement that they live apart; that is,
the phaseout for each spouse would be based on that spouse's income
and the phaseout range would be one-half of wbat it now is for spouses
filing jointly. This however, also creates a marriage penalty. A third
alternative would set the phaseout level for each spouse at the level
which currently a applies to each single individual (i.e $7,500). This
would eliminate the marriage penalty. Both the second and third al-
ternatives would make the credit available to many spouses in high-
income families where the income is unequally divided, a group Con-
gress did not intend to help when it enacted the credit.

Earned income credit
The earned income credit phases out at a rate of 12.5 cents for each

dollar of income above $6,000. Thus, the credit does not apply to
taxpayers who have $10,000 or more of income.

The earned income credit. raises essentially the same problems as
the elderly credit under a system of separate filing. Either the phase-
out must be set in a way that creates a marriage penalty or the credit
must be greatly expanded to low-income spouses in high-income fam-
ilies for whom it was not intended.

Because the earned income credit is only available to persons who
maintain a household for certain dependents, in a system of separate
filing the credit would be available to whichever spouse maintains th6
household. Rules could be established to allow the credit when neither
spouse alone meets the -requirements for maintaining a household, but
both meet them together. Presumably if two spouses lived apart and
each maintained a household for a dependent, both spouses could re-
ceive the earned income credit.

Disability income exclusion
Under present law, a disability income exclusion of up to $5,200

annually is available to certain disabled, retired taxpayers under
the age of 65. This exclusion phases out on a dollar-for-dollar basis
as adjusted gross income exceeds $15,000. Thus, no exclusion is avail-
able for a taxpayer with $20,200 or more of adjusted gross income.
The disability income exclusion raises similar issues as the elderly
credit and the earned income credit. However, some might contend that
the disability income exclusion (unlike the credits) is personal with
respect to the taxpayer who receives disability income and that, there-
fore, each spouse should be entitled separately to claim the disbility
income exclusion.
Taxation of unemployment compensation

As part of the Revenue Act of 1978, Congress decided to tax unem-
ployment compensation to a limited extent. The reason for this was
Congress' belief that unemployment compensation benefits are, in sub-
stance, a substitute for taxable wages. Congress also believed that prior
law's total exclusion of unemployment compensation benefits tended
to create a work disincentive. This disincentive was especially serious
for two-earner couples where, because of the high marginal tax rate,
tax-exempt unemployment benefits were often worth more than taxable
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wtos However, rather than t unemployment compensation in
decided generally to tax unemployment compensation

recived y relatively high-income taxpayers.
The amount of unemployment compensation that must be included

in a taxpayer's gross income (and, thus, subject to tax) depends upon
the amount of unemployment compensation received by the taxpayer,
the amount of the taxpayer's other income, and the filing status of the
taxpayer. For a single taxpayer, the amount of unemployment com-
pensation to be included in income generally is limited to one-half of
the excess of adjusted gross income plus unemployment compensation
over $20,000. (For married taxpayers filing jointly the requisite
amount is $25,000). A married taxpayer who files separately must in-
clude unemployment compensation in income to the extent of one-half
of the unemployment compensation plus other income with no income
phaseout. For example, a single taxpayer who has adjusted gross in-
come of $20,000 plus unemployment compensation of $4,000 would in-
clude $2,000 of unemployment compensation in income; a married tax-
payer in similar circumstances would include none of the unemploy-
ment compensation in gross income if the couple filed joint return but
would be required to include all of the unemployment compensation in
gross income if a separate return were filed. As with other provisions
with income phaseouts, separate filers are denied benefits under present
law to prevent their using separate returns to avoid the income
phaseout.

In a system that encourages or mandates separate filing, there would
be a number of options concerning the treatment of unemployment
compensation. A married couple could be required to pool their in-
come in order to determine how much of each or both, spouse's unem-
ployment compensation should be taxed. Alternatively, the couple
could be-treated as two single individuals; that is, each could be taxed
only to the extent that eachhad unemployment compensation and other
income in excess of $20,000. The couple could be treated midway be-
tween the present law treatment applicable to single persons and mar-
ried persons filing separately (for. example, each spouse could be taxed
on unemployment compensation to the extent that each spouse's un-
employment compensation plus other income exceeds $10,000).
Finally, the law could be changed to simply make all unemployment
compensation taxabe for everyone.

It shoud be noted that mandatory and optional separate filing would
reduce the work disincentives provided by tax-exempt unemployment
compensation by-reducing the marginal tax rates on secondary earners.

68-882 0-80-65
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V. ANALYSIS OF SPECIFIC PROPOSALS

Specific proposals to change the current tax treatment of the family
include (1) mandatory separate filing by married couples using the
same rate schedule as single persons, (2) optional separate filing using
the same rate schedule as single persons, (3) a deduction for two-earner
couples, (4) a credit for two-earner couples, (5) allowing single per-
sons to use the joint return rate schedule and (6) uattening out the
tax rate schedule.

Mandatory separate filing
Requiring married couples to file as two single persons would

mean returning to a system similar to the one in effect between 1913
and 1948. There wouldhave to be a new solution to the problem that
toppled the pre-1948 system, the different tax burdens in community-
property and common-law States. This might be accomplished by
overriding community property laws, at least for earned income, and
by allocating earned income to the earner. Investment income could be
reported by the spouse who owns the property. Alternatively, invest-
ment income could be allocated arbitrarily in proportion to earned
income, entirely to the spouse with the greater earnings, or 50-50
between spouses, with the same rules applying in all States. There also
might have to be changes in the present rules for allocating deduc-
tions between spouses.

Mandatory separate filing would eliminate the marriage penalty
and marriage bonus now inherent in the tax rate schedules. However,
the allocation rules for investment income and deductions could create
new marriage bonuses or penalties if the rules for married persons were
different than those pertaining to single persons. If the allocation rules
for investment income and deductions attempted to duplicate what
would happen were the couple not married, there would be oppor-
tunities to create marriage bonuses by careful tax planning (for exam-
ple, by shifting investment income to the spouse with the lower amount
of earned income and deductions to the spouse with the greater amount
of adjusted gross income).

Some vestiges of joint filing would probably have to be retained.
Otherwise, the provisions of the tax law which give benefits that phase
out based on income would not work as intended because they would
give benefits to low-income taxpayers with high-income spouses To
prevent this, the phaseouts would have to be based on joint income,
which would reintroduce a marriage penalty.

Thus, complete marriage neutrality is likely to prove to be an elu-
sive goal. The closer a system of separate filing attempts to duplicate
what would happen if ihe married couple were unmarried, the more
complex it would be.
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The technical issues raised by separate filing exist under the present
law for married couples who file separately. However, this group is
only 1.8 percent of all married couples. Furthermore because the pres-
ent policy is to discourage separate filing, it is possible to resolve issues
simply by penalizing separate filers, a solution which would be un-
acceptable if the policy were to encourage separate filing.

The revenue effect and distribution by income class of mandatory
separate filing depend on just how investment income and itemized de-
ductions are allocated. Tables 8 and 9 show the impact of two possible
allocations.

In table 8, both investment income and deductions are split in
proportion to earned income. The net tax increase, at 1979 income
levels, is $18.1 billion, which consists of tax cuts for 14.7 million returns
totaling $7.0 billion offset by tax increases for 25.4 million returns
totaling $25.1 million. This proposal would finance a 7.8 percent
across-the-board tax cut.

Table 9 shows the revenue and distributional effects of mandatory
separate filing under the assumption that investment income is al-
located 50-50 and deductions are allocated proportionately to earned
income. The overall tax increase would be $12.4 billion. There would
be tax increase for 28.7 million returns totaling $21.1 billion and tax
cuts for 16.1 million returns totaling $8.7 billion. This proposal would
finance a 5.5-percent across-the-board income tax cut.

No estimates are provided for exact allocations of investment income
and deductions because data to make such estimates are not available.

H.R. 108 (sponsored by ep Annunzio) and H.R. 2558 (sponsored
by ep..Mconald) em ody the concept of separate filing Using the
current joint return rate schedule.



TABLE 8.-REVENUE EFFECT OF REQUxRING MARRIED COUPLES To FILE AS SINGLE PERSONS AT 1979 INcOME LEVELS'

[Returns in thousands, dollars in millions)

Tax decrease Tax increase Percent of
Net tax total taxixanded income (thousands) 'Returns Amount Returns Amount change Increase

Below $5 ------------------------ 0 0 479 $61 $61 0.3
$5 to $10 ------------------------ 542 -$73 4,015 1,138 1, 065 5.9
$10 to $15 ----------------------- 1,855 -404 4, 181 1,781 1,377 7.6
$15 to $20 ----------------------- 3, 011 -847 3,857 2,278 1,431 7.9
$26 to $30, 6220 -2,257 6,398 5,769 3,512 19.4
$30 to $50 ------------------------ 2,658 -2,305 4,621 7 115 4,810 26.6
$50 to $100 ---------------------- 345 -824 1,478 4,850 4,026 22.3
$100 to $200 --------------------- 41 -204 266 1,518 1,314 7.3
$200 and above ------------------- 13 -129 66 6 0 490 2.7

Total ---------------------- 14,686 -$7, 045 25,361 $25,130 $18, 085 100.0

SAssumes investment income and deductions are allocated in the same proportion as earned income, which is allocated to the earner.
Investment income is defined as interest and dividend income plus capital gains. The table does not include any revenue impact from
whatever changes to the head-of-household rate schedule would be made in connection with this proposal



TABLz 9.-RzvzNuz ErFzECT oF RzEQUIG MARRIED COUPLES To FILE AS SINGLE PESONS AT 1979 INCOME

[Returns in thousands, dollars in millions]

Tax decrease Tay Increase Percent of
Net tax tetl tax

Expanded lcome thousandss) Retrn Amount Returns Amount Change Incresed

Below $5 -------------------------- 0 0 420 $134 $134 1.1
$5 to $10 ------------------------ 642 -$83 3,722 984 902 .7.3
$10 to $15 ----------------------- 2,085 -443 3,938 1, 582 1,139 9.2
$15 to $20 ---- ' - ---------------- 3176 -905 3, 701 2,101 1, 196 9.6
$20 to $30 ----------------------- 6,473 -2,369 6,145 5, 284 2, 914 23.5
$30 to $50 ---------------------- 2,931 -2, 564 4,351 6,056 3, 492 28.2
$S to $100- --------------------- 573 -1,333 1,251 3,271 1,938 15.6
$100 to $200- --------------------- 135 -591 173 778 188 1.5
$200 and above ------------------ 52 -401 28 894 492 4.0

Total ------------------- 16, 067 -$8, 689 23,729 $21,085 $1Z 396 100.0

'Assumes investment income is allocated 50-50 and that deductions are allocated in the same proportion as earned income, which is
allocated to the earner. The table does not include any revenue impact from whatever changes to the head-of-household rate schedule
would be made in connection with this proposal.
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Optional separate filing
The second alternative would be to give married couples-the option

_ of filing as two single individuals (as opposed to the present system in
which separate filing is optional 'but almost always disadvantageous).
This proposal involves essentially the same technical issues as manda-
tory separate filing, although there could be more flexibility in resolv-
ing them because separate filing would not be mandatory. It involves
the additional complexity that many taxpayers would compute their
tax both separately and 'jointly to make sure they minimized their tax
liability. Optional separate filing has the further problem that it does
not conclusively resolve the question of what is the proper tax unit. It
would, however, eliminate the marriage penalty inherent in the tax
rate schedules.

The revenue and distributional effects of optional separate filing can
be obtained from looking at the parts of tables 8 and 9, which show the
taxpayers who would have tax decreases under mandatory separate
filing, because these would be the ones who would elect to file sepa-
rately under optional separate filing. If income and deductions were
allocated proportionately to earned income the revenue loss for optional
separate filing would be $7.0 billion. This could be financed by a 3.4 per-
cent increase in individual income tax rates. If investment income were
allocated 50-50 between spouses and deductions allocated proportion-
ately, the revenue loss would be $8.7 billion, which could be financed by
a 4.3 percent tax increase.

The concept of optional separates filing at current single person
tax rates is embodied in H.R. 3609 (sponsored by Rep. Fenwick), H.R.
5012 (sponsored by Rep. Moore), and S. 336 (sponsored by Sen.
Mathias).

Deduction for two-earner couples
The third proposal would maintain the existing system of joint

returns, in which separate filing is almost always disadvantageous, but
would provide some relief to two-earner married couples through a
deduction equal to a percentage of the earned income of the spouse
with the lesser *amount of earnings. The deduction would l* i, lowable
whether or not a taxpayer itemized other deductions. Earned income
would be determined without regard to community property laws.

The deduction for two-earner cou iles is the simplest way of reducing
the marriage penalty and marginal tax rates on second earners. The
reductions in the marriage penalty would not be uniform for all cou-
ples; however, the reduction in marginal tax rates would be uniform
unless there were a cap on the deduction. This proposal would avoid
most of the complexities of either optional or mandatory separatefiling.

Tables 10 and 11 show the revenue effects of various deductions for
second earners. A 10-percent deduction would have a revenue loss of
$3.7 billion. One way to reduce this revenue loss would be to put a cap
on the amount of earnings eligible for the deduction. For example, a
$10,000 cap would reduce the revenue loss to $3.2 billion, and a $0,000
cap would reduce it to $3.6 billion. A cap wo Wld reduce the benefit from
the deduction to high-income families; however, these are precisely
the families for whom the marriage penalty is largest, both aslutely
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TABLE 10.-TAx REDUCTION FROM GRANTING JOINT RETURNS A
DEDUCTION BASED UPON THE EARNED INCOME OF THE LESSER
EARNING SPOUSE AT 1979 INCOME LEVELS

(Returns in thousands; dollars in million

10 per. 10 per- 20 per.
cent, cent, cent, 10 per.

Expanded Income up to up to up to cents
(thousands) Returns $10,000 $20,000 $20,000 no cap

Below $5 ------------ 0 -0 -0 -0 0
$5 to $10 --------- 1,114 -$32 -$32 -$61 -$32
$10 to $15 --------- 3, 085 -178 -178 -351 -178
$15 to $20 --------- 4, 442 -449 -451 -890 -451
$20 to $30 --------- 8,147 -1,388 -1,470 -2,892 -1,471
$30 to $50_ 3,572 -925 -1,194 -2,349 -1,203
$50 to $100 -------- 505 -162 -231 -459 -256
$100 to $200 ------- 73 -28 -43 -86 -61
$200 and above ... 16 -6 -10 -20 -22

Total -------- 20,953 -3,167 -3,610 -7,107 -3, 674

TABLE I1.-TAx REDUCTION FROM GRANTING JOINT RIWURNS A
10-PERCEN DEDUCTION ON THE FIRST $20,000 OF THE EARNED
INCOME OF THE LESSER EARNING SPOUSE ONLY FOR COUPLES
WiTH AT LEAST AN 80-20 EARNINGS SPLiT; AT 1979 INCOME LEVELS

(Returns in thousands; dollars in millions]

Expanded-income (thousands)

Below $5.-
$0 to $10. -
$10 to $15.-
$15 to $20 ------------------
$20 to $30- --
$30 to $50..
$50 to $100..
$100 to $200.
$200 and above-

- Total --

Returns Tax reduction

1,
3,
5,
2,

0
700
968
104
959
449
241

23
5

14,449

0
-$27
-155
-400

-1,336
- 1,057

-167
-21
-4

-3,167

and as a percentage of after-tax income. Also, a cap means that there
would be no reduction in the marginal tax rate on a second earner
whose earnings exceeded the cap (i.e., a second earner who already is
earning $20,000 would have no additional incentive to earn more).
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Another way to reduce the revenue loss would be to limit the deduc-
tion to couples with relatively equal earnings divisions. Limiting the
deduction to couples where each spouse contributes at least 20 percent
of the couple's earnings would reduce the revenue loss from a 10 per-
cent deduction with a $20,000 cap to $3.2 billion, as shown in table 11.
A problem with this approach, however, is that it creates an odd pat-
tern of marginal tax rates for married persons whose earnings division
is close to 80--20. For example, for a couple whose earnings division is
81-19, there would be a large tax advantage for the lesser-earning
spouse to raise his or her contribution to 20 percent, and there would
be an equally large tax incentive for the greater-earning spouse to
reduce ,is or her contribution to 80 percent.

Tables 12 through 16 show how these proposals would affect the
marriage bonus or penalty.

H.R. 6203 (sponsored by Rep. Fisher) contains a 10-percent deduc-
tion with a $10,000 cap. S. 1247 (sponsored by Sen. Gravel) contains
a 10-percent deduction with a $20,000 cap. S. 1877 (sponsored by Sen.
Sasser) has a 20-percent deduction with a $20,000 cap. H.R. 6822
(sponsored by Rep. Conable) has a 10-percent deduction with a
$20,000 cap, limited to couples where each spouse contributes at least
20 percent of the couple's combined earnings.



Timz 12.-Em O MA.mwez oN- TAx
LzsszI

IABm WrmT A DEDUCTION OF 10-PZRcZNr OF uP TO $10,000 OF TE
EARNING SPOUSE'S EARNED INCOME '

Share of lemse ea'nia spoue
0 5 10 1k 20 25 80 35 40 s5 o

Itd badly.*me (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11)

$,000__ -- 250 -210 -170 -133 -98 -63 -28 0 0 0 0
$7,000 ------------- 378 -320 -262 -204 -146 -91 -39 12 59 103 119
$10,000 ------------ 475 -379 -293 -207 -121 -35 46 99 110 120 114
$16,000 ------------ 710 -531 -359 -195 -31 54 89 110 110 102 94
$20,000 ---------- 1092 -784 -508 -232 -54 30 94 132 163 165 151
$25,000 ---------- 1 505 -1, 090 -700 -373 -170 -15. 100 203 255 314 331
$30,000 ... .. --1 929 -1,382 -845 -478 -218 -26 151 324 465 555 583
$40,000 ---------- 2801 -1,907 -1, 111 -596 -167 237 601 899 1, 134 1,214 1,262
$50,000 ---------- 3344 -2,217 -1,339 -654 -36 643 1,241 1,631 1,949 2,084 2, 184
$100,000 --------- 3 464 -1,464 -141 1, 191 2, 199 2, 974 3, 514 3,814 3,869 3,894 3,894

1 Assumes no itemized deductions. Marriage penalties would be smaller, and marriage bonuses larger, for itemizers. Marriage penalties
are positive in the table, marriage bonuses are negative.



j

TzAn 13.-Ezm OF MAm.A&oz ON TAX LIABIuTY WITH A DEDUCTION OF 10-PERCENT Or up To $20,000 Oi THEZ
LwaztR EARNING SPOUSE'S EARNED INCOME 1

Share of leser earning spoue

0 5 10 is 20 25 30 35 4o 45 so

Teal family income '1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (1,1)

$5,000 ------------- 250 -210 -170 -133 -98 -63 -28 0 0 0 0
$7,000 ------------- 378 -320 -262 -204 -146 -91 -39 12 59 103 119
$10,000--------- -- 475 -379 -293 -207 -121 -35 46 99 110 120 •114
$15,000 ------------ 710 -531 -359 -195 -31 54 89 110 110 102 94
$20,000 ----------- 1,092 -784 -508 -232 -54 30 94 132 163 165 151
$25,000 -----------1, 505 -1,090 -700 -373 -170 -15 100 203 255 280 261
$30,000 ----------- 1,929 -1,382 -845 -478 -218 -26 151 308 401 443 423
$40,000 ----------- 2,801 -1,907 -1,111 -596 -167 237 515 727 87r6 870 832
$50,000 ----------- 3, 344 -2,217 1-1,339 -654 -36 521 996 1,264 1,459 1, 594 1,694
$100,000 ---------- 3,464 -1,464 -141 941 1,699 2, 474 3,014 3,314 3,369 3,394 3,394

Assumes no itemized deductions. Marriage penalties would be smaller, and marriage bonuses larger, for itemizers. Marriage penalties
are positive in the table, marriage bonuses are negative.

0



TAamx, 14.-EFFzCT OF MARRIAGE ON Tax LIABILITY WITH A DEDUCTION OF 20-PzRczNrT OF UP TO $20,000 OF THE
L=SZR EARNING SPOUSz'S EARNED INCOME '

&Sbre of lerer eang spoue

0 5 10 15 20 25 30 35 40 4 S O

Tdga family ii* (1) () (3) (4) (5) (6) (7) (8) (9) (10) (11)

$5,000 ------------ 250 -210 -170 -133 -98 -63 -28 0 0 0 0
$7,000 ------------- 378 -325 -272 -218 -165 -115 -69 -23 20 59 70
$10,000 ----------- -475. -388 -311 -234 -157 -78 -4 42 46 48 4
$15,000 ----------- 710 -547 -391 -242 -94 -25 -6 0 -13 -32 -52
$20,000 - -- 1,092 -808 -556' -304 -150 -90 -50 -36 -29 -51 -89
$25,000 ---------- 1, 505 -1, 126 -770 -478 -310 -190 -110 -42 -25 -35 -89
$300----------1, 929 -1, 430 -941 -622 -410. -266 -137 -28 17 11 -57
$0,000_ -- 2,801 -1,993 -1,283 -854 -511 -193 -- 1 125 212 144 44
50,000----------3 344- --2,339 -1, 584" -1,021 -526 -74 309 484 587 722 822

$100,000-------- -3,484 -1,714 -641 191 699 1,474 2, 014 2,314 2,369 2,394 2,394

'Awwmes no itemized diuction& Marriage penalties wW .be smL.er, and marriage bonuses larger, for itemized. Mstlage penalties
Oe positive in the table, mwria e bonuses are negative.

'-a



TAEILz 15--Eie or MAxnAGz ON TAx LIABE.TY WirH A DEDUCTION OF 10-PZCZNT OF THz LzssER EAmANo
SPoUsE's EAvuu INCOME WITH No CAP'

Share of lewer earning spouse
0 5 10 15 20 25 30 35 40 45 50

Total family Income (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 1(01)

$5000---------- -- 250 -210 -170 -133 -98 -63 -28 0 0 0 0$7000 ------------ -378 -320 -262 -204 -146 -91 -39 12 59 103 119$10,000 ------------ 475 -379 -293 -207' -121 -35 46 99 110 120 114$15,000 ------------ 710 -531 -359 -195 -31 54 89 110 110 102 94$20,000 ----------- 1,092 -784 -508 -232 -54 30 94 132 163 165 151$25,000 ----------- 1,505 -1,090 -700 -373 -170 -15 100 203 255 280 261
$30,000 ----------- 1,929 - 1,382 -845 -478 -218 -26 151 308 401 443 423$40,000 ----------- 2,801 -1,907 -1, 111 -596 -167 237 515 727 876 870 832$50,000 ----------- 3, 344 -2, 217 -1,339 -654 -36 521 996 1,264 1,459 1,475 1,467$100,000 ---------- 3,464 -1,464 -141 941 1,699 2,224 2,514 2, 564 2, 369 2, 144 1,894

1 Assumes no itemized deductions. Marriage pematies would be smaller, and marriage bonuses larger, for itemizers. Marriage penaltiesare positive in the table, marriage bonuses are negative.



TABLE 16.-EFFECT OF MARRIAGE ON TAX LIABILITY WITH A DEDUCTION OF 10-PERCENT OF UP TO $20,000 OF THE
LES8ER EARNING SPOUSE's EARNED INCOME ONLY WHERE EACH SPOUSE. CONTRIBUTES 20 PERCENT OR MORE
OF COMBINED EARNINGS 1

8hare of lesser earning spoUSe
0 5 10 16 20 25 30 3- 40 45 50

Total family Income (1) (2) (3) '(4) (5) (6) (7) (8) (9) (10) (11)

$5,000 ------------- 250 -210 -170 -133 -98 -63 -28 0 0 0 0
$7,000 ------------- 378 -315 -252 -189 -146 -91 -39 12 59 103' 119
$10,000 ------------ 475 -370 -275 -180 -121 -35 46 99 110 120 114
$15,000 ------------ 710 -515 -328 -148 -31 54 89 110 110 102 94
$20000 ----------- 1,092 -760 -460 -160 -54 30 94 132 163 165 151
$25$000 ----------- 1,505 -1,055 -630 -268 -170 -15 100 203 255 280 261
$30,000 ----------- 1,929 -1,334 -749 -334 -218 -26 151 308 401 443 423
$40,000 ----------- 2,801 -t1,821 -939 -338 -167 237 515, 727 876 870. 832
$50,000 ----------- 3,344 -2, 094 -1,094 -36 -36 521 996 1,264 1,459 1,594 1,694
$100,000 ---------- 3,464 -1,214 359 1,691 1,699 2,474 3,014 3,314 3,369 3,394 3,394

A~wies o ienuea eaucons Mariae pnaltes oul besmalerandmariag bouseslarerforiteizer. Mrrige senate

a Asemes no threade deuctons married buss ae eatiesmaer,are positive in the table, Marriage bonuses are negative.

Co

and marriage bonuses larger, for itemizers. Marriage- penalties
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Credit for two-earner couples
Another alternative would be a tax credit equal to a percentage of the

earnings of the spouse with the lesser amount of earnings. This would
be as simple as and more progressive than a deduction. However, it
would not be as effective as a deduction, per dollar of revenue loss, in
reducing marginal tax rates in the high income brackets, where high
marginal rates present the most serious problems.

Table 17 shows the revenue and distributional effects of a 10 percent
credit on up to $10,000 of earnings. The revenue loss would be $11.7
billion at 1979 income levels, which could be financed by a 5.8 percent
across the board tax increase. The effect of the tax credit on the mar-.
riage penalty is shown in table 18. Per dollar of revenue loss, a credit
would be less effective than a deduction in reducing the marriage
penalty in those income brackets where the marriage penalty is more
significant.

A credit of 10 percent of up to $10,000 of earnings of the lesser-
earning spouse is embodied in H.R. 6798-(sponsored by Rep. Patten).
Under this bill, the maximum credit would be $500, and the credit
would be phased out as the couple's earnings split widens from 70-30 to
80-20.

Taxing single people at joint return tax rates
A fifth proposal, which was prominently mentioned when Congress

was more concerned about alleged discrimination against single persons
but has not been mentioned as prominently in recent years, would allow
single persona to use the joint return rate schedule. Table 19 shows the
revenue and distributional effects of this proposal. The revenue loss
would be $11.4 billion at 1979 income levels, which could be financed by
a 5.7 percent tax increase.

TABLE 17.--TAx REDUCTION FROM GRANTING JOINT RETURNS A
10-PERCENT CREDIT ON THE FIRST $10,000 Or EARNED INCOME OF
THE LEssER EARNING SPOUSE-AT 1979 INCOME LEVELS

[Returns in thousands; dollars in millions)

Tax
Expanded Income (thousands) Returns reduction

Below $5 ------------------------------- 0 0
$5 to $10 ------------------------------- 1,118 $160
$10 to $15 ---------------------------- 3,085 958
$15 to $20------------------------ 4,442 2,129
$20 to $30 ---------------------------- 8j 146 5, 362
$30 to $50 ----------------------------- 3, 566 2, 670
$50 to $100 --------------------------- 493 337
$100 to $200 -------------------------- 69 49
$200 and above ----------------------- 13 10

Total ------------------------- 20,933 $11,674



TABLE 18.-EscET oF MARRIAGE ON TAx LIABILITY WITH A TAx CREDIT OF 10-PERCENT OF THE FIRST $10,000 OF
THE: LESSER EARNING SPOUSE'S EARNED INCOME 1

Share of leser earning spouse
0 s 16 is 20 25 30 35 4 5 e

Total family income (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11)

$5,000 ------------- 250 -235 -220 -208 -198 -188 -178 -175 -200 -225 -250
$7,000-------------378 -350 -322 -294 -266 -241 -220 -199 -182 -168 -182
$10,000 ------------ 475 -420 -375 -330 -285 -240 -200 -188 -218 -250 -298
$15,000 -------- ---- 710 -590 -478 -373 -268 -243 -267 -305 -364 -431 -499
$20,000 ----------- 1 092 -860 -660 -460 -358 -350 -362 -400 -445 -519 -609
$25,000 ----------- 505 -1, 180 -880 -643 -530 -465 -440 -428 -465 -406 -389
$30,000 ----------- 1 929 -1, 484 -1, 049 -784 -626 -536 -461 -356 -215 -125 -97
$40,000 ----------- 2,801 -2,021 -1,339 -938 -623 -333 31 329 564 644 692
$50,000 ----------- 3 344 -2, 344 -1,594 -1,036 j -546 133 731 1,121 1,439 1,574 1,674
$100,000 ---------- 3 464 -1,714 -641 691 1,699 2,474 3,014 3,314 3,369 3,394 3, 394

SAssumes no itemized deductions. Marriage penalties would be smaller, and marriage bonuses larger, for itemizers. Marriage penalties
are positive in the table, marriage bonuses are negative.

-0
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Further reducing the tax rates applicable to single persons would
exacerbate the marriage penalty. To reduce the marriage penalty, this
proposal could be combined with proposals for a deduction for second
earners. Also, to provide tax relief for larger families, it could be com-
bined with an enlarged personal exemption for dependents. The com-
bined effect of all of these changes would be to increase the tax burden
on small, one-earner families.

Taxing single persons under the joint return rate schedule is em-
bodied in H.R. 872 (sponsored by Rep. Yates).

TABLE 19.-TAx REDUCTION FROM ALLOWING SINGLES AND HEADS
OF HOUSEHOLDS To BE TAXED AT JOINT RETURN RATES AT 1979
INCOME LEVELS

[Returns in thousands; dollars in millions]

Expanded Income (thousands) Returns Amount

Below $5 ---------------------------- 4, 568 -$443
$5 to $10 ----------------------------- 11,809 -2, 543
$10 to $15 ----------------------------- 7,205 -2, 462
$15 to $20 ---------------------------- 4,110 -2,074
$20 to $30 --------------------------- 2, 774 -2, 226
$30 to $50 ---------------------------- 676 -929
$50 to $100 --------------------------- 160 -463
$100 to $200- -------------------------- 33 -172
$200 and above, ----------------------- 9 -83

Total ------------------------ 31,345 -$11,395

Flattening out the rate schedule
Another approach to reduce the marriage penalty is to flatten the

rate schedules for all categories of taxpayers.
This approach in its simplest form can best be explained by using an

example. Suppose that tax liability were simply equal to 33.3 percent
of taxable income, minus a nonrefundable taxpayer credit of $1,000 for
unmarried individuals and $2,000 for a married couple filing a joint
return. In this situation, if two single individuals each had taxable
income of, for example, $10,000, each would have tax liability of $2,333.
If they married and filed a joint return, they would have a tax liability
of $4,666 (20,000 X .33- 2,000). Thus, this system is "marriage neutral"
with respect to these two individuals. In fact, with respect to any two
individuals each with taxable income of at least $3,000 (so that they
both can take full advantage of the nonrefundable credit), this tax
system would be completely 'marriage neutral" and would have "equal
taxation of couples with equal incomes" regardless of each spouse's
share of the couple's combined earnings.

Change the rate schedule in such a fashion would, of course, cause
a large shift in the progressivity of the income tax. However, a less
radical "flattening-out" in rates could make the tax system nearly mar-
riage neutral with respect to the majority of individuals in the United
States.
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For example, suppose that rate schedules were as follows: (1) -mar-
ried filing jointly-2 4 percent of the first $35,200 of taxable income,
45 percent of taxable income between $35,20& and $ 0.5,S0QWith current
law rates thereafter, and (2) single taxpayers-24 perAit of the first
$23,500 of taxable income, 44 percent of taxable income between $23,500

.And $34,100, with:cUrrent laW rates thereafter. Suppose also that single
and joint returns were: entitled to a new nonrefundable credit of 00
and $1,600, respectively. Then, leaving aside the complications of head-
of-household status, the marriage penalty would be virtually eliminated
for couples with less than $35,200 of taxable income and would be sub-
stantial y reduced for all others. Leav*i'ng head-of-household rates un-
changed and the floors under itemized dedtictions at their current levels
($2,300 for single taxpayers and $3,400 for married couples filing joint
returns), such a change would have a net revenue-cost of $10.9 billion
relative to current law. (Some single taxpayers would have tax in-
creases under this example.) A wide variety of such rate schedules
and credits could be constructed, each of which would substantially
reduce the marriage penalty, in order to achieve desired distributions
of the tax burden among income classes and filing status categories.

68-882 0-80-6
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APPENDIX

- Trends In Labor Force Participation

Since World War II, there has been an extraordinary increase in the
number of women who work outside the home. In 1950, only 33.9 percent
of all women were in the labor force (that is, either had jobs or were
looking for jobs). By. 1979, this had increased to 51.0 percent. These
statistics are shown in Table. A-. For women in-their principal child-
bearing years (25-34), the increase in labor force participation has
been even more dramatic-from 34.0 percent in 1950 to 63.8 percent in
1979. These increasing labor force participation rates for women are in
contrast to the slight declines in the labor force participation rates for
men, which are also shown in Table A-1.

Table A-2 shows the increase in the number of two-earner families
during the 1970's. In 1979 6)th the husband and wife worked in more
than half of all husband-wife families. The traditional one-earner
family, in which the husband is the only earner, accounted for only 25.6
percent of all families in 1979. This is a sharp decline even from the
situation prevailing in 1970, when 34.1 percent of all husband-wife
families had only the husband as an earner.

Table A-3 compares the labor force participation rates and unem-
ployment rates for men and women with different marital status. It
shows that almost half of all married women were in the labor force in
1979.

Table A-4 shows the labor force status of women with children.
More than half of all married women who live with their husbands and
have children under 18 are in the labor force, including over 43 percent
of such women with children under 6.

Table A-6 shows the wife's contribution to family earnings broken
down by income class. Wives contribute a median of 26.1 percent of
family earnings. This percentage stays relatively constant up to about
$35,000 of income, after which it declines.



TABLE A-1.--CVILAN LABOR FORCE PARTICIPATION RATES BY SEX FOR SELECTED YEARS AND AGES

[Numbers in thousands]

1950 1960 1970 1979

Labor force Part. rate Labor force Part. rate Labor force Part. rate Labor force Part. rate

Males 16 and over, total_- 43,819 86.4 46,388 83.3 51,195 79.7 59,517 77.9

20 to 24 -------------- 4, 632 87.9 4,123 88.1 5,709 83.3 8,239 86.6
25 to 34 -------------- 10,527 96.0 10, 252 97.5 11,311 96.4 15,792 95.4
35 to 44 -------------- 9, 793 97.6 10, 967 97.7 10,464 96.9 11,337 95.8
45 to 54 --------------- 8,117 95.8 9,574 95.7 10, 417 94.2 10,051 91.4
55 to 64 -------------- 5,794 86.9 6, 400 86.8 7, 124 83.0 7,140 73.0

Females 16 and over, total_ 18,389 33.9 23, 240 37.7 31,520 43.3 43,391 51.0

20 to 24 -------------- 2,675 46.0 2, 580 46.1 4, 874 57.7 7,029 69.1
25 to 34 --------------- 4,092 34.0 4, 131 36.0 5,698 45. 0 11, 167 63.8
35 to 44 -------------- 4, 161 39.1 5,303 43.4 5,967 51.1 8,130 63.6
45 to 54 -------------- 3,327 37.9 5,278 49.8 6,531 54.4 6,860 58.4
55 to 64 --------------- 1,839 27.0 2,986 37.2 4, 153 43.0 4, 579 41.9

Source: Bureau of Labor Statistics.



TABLz A-2.-NUMBER OF EARNERS IN HUSBAND-WxFE FAMILIES By TYPE o FAMILY IN 1970 AND 1979

[Numbers in thousands)

1970 1979

Number Percent Number Percent

Total families ------------------------------------ 51, 237 --------------- 57,804

Husband-wife, total ------------------------------ 44,436 100.0 47, 692 100. 0
No earner ---------------------------------- 3,022 6.8 5,101 10.7
l earner ----------------------------------- 16,268 36.6 14,173 29.7

Husband orly --------------------------- 15,133 34.1 12, 194 25.6
Wife only, ----------------------------- 797 1.8 1,477 3.1
Other relative ----------------------------- 339 .8 502 1.1

2 or more earners ---------------------------- 25,145 56.6 28,418 59.6
Husband and wife ----------------------- 20,327 45.7 24,253 50.9
Husband and other- ---------------------- , 517 10. 3,583 7.5
Husband not earner- ---------------------- 302 .7 582 1.2

Source: Bureau of Labor Statstes.



TABLE A-3.-EMPLOYMENT STATUS OF PERSONS 16 YEARS AND OVER BY MARITAL STATUS AND SEX IN 1979
[Numbers in thousands]

Civilian labor force
Labor Unemployed
force

particl- Percent
Popula- patron of labor Armed

Marital status and sex tion Number rate Employed Number force Forces

Both sexes, total ------------------ 161,580 101,579 63. 2 95,387 6, 193 6. 1 824

Men ----------------------------------- 76, 894 58, 608 77.0 55, 237 3,372 5. 8 824
Never married ----------------------- 21,105 14, 895 70.9 13,108 1, 787 12.0 111
Married, wife present ------------- 48,255 38,756 81.4 37, 514 1, 243 3.2 663
Other ever married ------------------- 7, 534 4,957 K66. 2 4, 615 343 6. 9 50

Married, wife absent -------------- 2, 117 1, 599 76.5 1,470 129 8.1 27
Widowed ------------------------- 1,945 570 29.3 547 23 4.0
Divorced ------------------------- 3,472 2,789 80. 9 2, 598 191 6.8 23

Women------------------ -------------- 84, 686 42,971 50.7 40, 150 2,821 6.6
Never married ----------------------- 17, 564 11,006 62.7 9, 940 1,066 9.7
Married, husband present -------------- 48,239 23, 832 49.4 22,620 1,212 5. 1
Other ever married -------------------- 18,884 8, 133 43. 1 7,590 543 6. 7

Married, husband absent ----------- 3,075 1,808 58. 8 1,631 177 9.8
Widowed ------------------------ 10,450 2, 358 22.6 2,2.35 123 5.2
Divorced ------------------------- 5, 359 3,967 74.0 3,723 243 6.1

1 Inludeb only male members of the Armed Forces living off 2 Due to rounding, sums of individual items may not equal totals.
post or with their families on post. Source: Bureau of Labor Statistics.



TABLB A-4.----BoR Foitcz STATUS Or WoMzx 16 YzAs Arm OvN, BY MArrTA STATUS AI PWMENcE, or CmWREPzN
1979

(Numbers in thoumnds]

WO cldden under 18

No children
Total under 18 Toi 6 to 17 under 6

Women total -------- 84,686 54,204 30, 482 17, 164 13,367
In labor force_ --- 42,971 26,355 16,616 10, 570 6,041
Participation rate ------------------------ 50.7 48.6 54.5 61.6 45.4

Never mramed -- --------------------------- 7,564 18,651 913 300 613
In labor force -------------------------- 11,006 10, 513 493 190 303
Participation rate ------------------ 62.7 63. 1 54.0 63.4 49.4

Married, husband present. --------------------- 48,230 23,474 24,765 13,655 I1, i0
In labor force -------------------------- 23, 832 10,974 12,858 8,064 4,795
Participation rate ------------------------ 4 4 48.7 51.9 59.1 43.2

Source: Bureau of Labor Stadi



TALE A-5.-NUMBER OF FAMILIES CLASSIFIED BY CONTRIBUTION OF WIFE'S EARNINGS TO FAMILY INCOME IN 1977

[Numbers of families in thousands)

Percent earned by wife

Less 5 to 10 to 20 to 30 to 40 to 50 to 75 or Median
Family income Total than 5 9.9 19.9 29.9 39.9 49.9 74.9 more percent

Total. - 24,839 3,203 2,285 4,223 4,456 4,406 3,330 2,361 574 26,1

Under $3,000- - -166 46 4 11 18 15 12 22 37 31.9
$3,000 to $4,999 --------- 303 37 36 48 37 26 27 44 47 28.1
$5,000 to $6,999 ---------- 718 117 89 133 82 70 -60 86 81 22.5
$7,000 to $9,999 --------- 1,678 247 194 245 236 202 192 257 104 26. 5
$10,000 to $12,999 ------- 2,435 363 253 416 362 299 305 319 117 25. 1
$13,000 to $14,99 ------- 1, 842 241 204 290 313 269 226 235 63 25.9
$15,000 to $19,999 ------- 5,241 734 455 912 878 889 715 '576 82 25.9
$20,000 to $24,999 ------- 4, 654 548 363 712 897 975 754 389 18 27. 9
$25,000 to $34,999 ------- 5, 088 510 382 836 1, 081 1,167 773 322 16 27.5
$35,000 to $49,999 ------- 2,040 218 201 456 441 405 230 89 1 23. 3
$50,o00 and over --------- 673 141 105 164 110 89 36 22 8 15.6

Median family income
(dollars) ------------ 20,039 18,741 18, 986 20, 399 2,674 22, 216 20, 848 16,887' 10,478

Source: Bureau of Labor Statistics.
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I. PRESENT LAW

The income tax law generally treats a married couple as one tax
unit, which must pay tax on its total taxable income. While couples
may elect to file separate returns, the tax law is carefully structured
so that filing separate returns leads to a tax increase for almost
all couples compared to filing a joint return. Different tax rate
schedules apply to single persons and to single heads of households
(persons who maintain households for certain relatives). Along with
other provisions of the law, these rate schedules give rise to a
"marriage penalty" or a "divorce bonus" when persons with relatively
equal incomes marry or divorce each other.

Except fbr the policy of discouraging separate filing by married
couples, there is little consistency in the way the tax law treats
married couples relative to single persons. in some provisions, such
as the social security payroll tax and some pension provisions of the
income tax, a married couple is treated as two distinct individuals.
In scme provisions, such as the personal exemption, a couple is given
exactly twice the benefit given to a single person. However, in other
provisions, such as the $3,000 limit on the deductibility of capital
losses against ordinary income, a married couple is given the same
benefit as a single person. Still other provisions, such as the zero
bracket amount (formerly the standard deduction), give the married
couple more than a single person but less tha twice as much.

The overall relationship between the tax burdens of married couples
and single persons with the same income, and the actual marriage and
divorce bonuses or penalties in particular cases, a.e the result of the
combLn*ed effect of these varying approaches. -.

II. HISTORY

Under the initial version of the modern individual income tax,
enacted in 1913, married couples were taxed as separate individuals.
In 1930, the Supreme Court ruled that State co-munity property laws
were to be given effect for income tax purposes, which meant that, in
the States with such laws, married couples could equally divide in-
come considered community property, the split which minimizes a
couple's combined tax burden in a progressive tax system. After the
large increase in tax rates enacted to finance World War II, many
States enacted community property laws in order to give their citizens
the tax benefit of this income splitting.

To stop this community property epidemic, in 1948 Congress pro-
vided that all married couples could enjoy the benefits of income
splitting by filing joint returns. Separate filing by married persons
was allowed, but the loss of income splitting meant that this almost
always led to a tax increase. Single persons were required to use
the same rate schedules as married couples and received no special
treatment to offset the married couples' benefit from income splitting;
therefore, marriage almost always resulted in a tax reduction for
married couples and divorce in a tax increase.
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Zn 1951, Congress enacted the head-of-household rate schedule for
single persons who maintain households for certain relatives. This
provided a *divorce bonus" to married couples witlx children if they
had relatively equal incomes. -

In 1969, Congress enacted a special rate schedule for single per-
sons to give them about one-half the benefit of income splitting and
adjusted the head-of-household rate schedule to give these taxpayers
about three-fourths of the benefit of income splitting. These changes
increased the divorce bonus provided by the head-of-household rate
schedule and created a "marriage penalty" when single persons with
relatively equal incomes married each other.

iII. Is1Zsm

The proper tax treatment of married couples and single persons
involves judgments about equity, economic efficiency and complexity.

Equity

The first question is what should be the tax unit, the group whose
income and deductions are pooled in determining tax liability. Many
people believe that the tax system should be "marriage neutral"; that
is, a married couple should have -.he same tax burden as two single
persons, each of whom has the same income as one of the spouses. Many
people, however, also believe that, because most married couples pool
their income and spend as a unit, fairness requires that the tax bur-
den of a married couple not depend on how their combined income is
distributed oetween them. A third widely held proposition is that
the tax system should be progressive; that is, as income rises, tax
burdens should increase as a percentage of income. Many Americans,
if asked, would express agreement with all three of these principles
of tax equity: marriage neutrality, equal taxation of couples with
equal incomes, and OrogTessivity.

One problem with devising a satisfactory method of taxing married
couples is that these three principles of tax equity are logically in-
consistent. A tax system generally can have any Lwo of them, but not
all three. A progressive tax system that treats the individual, not
the couple,-as a tax unit preserves marriage neutrality but sacrifices
equal taxation of couples with equal incomes because couples with un-
equal Incomes would pay a Larger combined tax than couples with
relatively equal. incomes. The present income tax sacrifice. marriage
neutrality, but maintains equal taxation of couples with equal incomes
and progressivtiy. A proportional income tax could have both ma.-riage
neutrality and equal taxation of couples with equal incomes, but it
would sacrifice p-ogressivity (although some limited progressivity
could be introduced through refundable per capita tax credits without
violating the other two principles). Which of these three principles
ought to be sacrificed Is a subjective question.

A second equity issue is how the overall tax burden should be
distributed between single persons, single heads of households, one-
earner married couples and twdo-earner married couples. This too is
essentially a subjective judgment. The enactment of income splitting
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in 1948 shifted the tax burden away from one-earner marTied Couples
and other couples with relatively unequal incomes. The special rate
schedules for heeds of households and for single persons shifted the
burden away from these classes of taxpayers. Recent proposals to re-
duce the ma-:iaqe penalty involve shifting the burden away from two-
earner couples. Any proposal that shifts the tax burden away from
one of these groups means increasing the relative burden on the others.

Efficiency

Considerations of economicc efficiency dictate tht tax rates be
lowest on persons whose work effort would be most responsive to lower
taxes. Virtua.Ly all statistical, studies of the issuq conclgide that
a wife's work effort is more responsivk to reduced taxes than her hus-
band' . Therefore, the present system of taxing both spouses' earnings
at the same margina.L tax rate is economically inef ficient coaared to
a system with lover tax rates on the wife's earnings. (The marginal
tax rate is the rate applicable to the next dollar of income.) Bowever,
the present system may have countervailing benefits to the extent
society gain frm uncompensated work performed by wives.

complexity,

Joint returns for maied couples are simpler than separate returns.
ith separate returns, it is necessary to apportion unearned income

and deductions between spouses, and there is "o entirely satisfactory
way of doing this. Attemptinq to allocate deductions and unearned
income in a way that co=esponds to how the couple would be taxed as
two single persons would be complex and would invite manipulation of
near ned income and deductions to achieve de facto income splitting
and marriage bonuses. However, any arbit=_y _d'ei-od of making these
allocations could be considered unfair and would create its own mar-
riaqe bonuses or penalties.

IV. A14MTM~?V PROPOSALS

Optional separate filing

Under this proposal, separate filing by married couples using
the single person's rate schedule would be optional. This concept
is embodied in S. 336 sponsored by Senators Mathias, aucus,
Bradley, and others.

Any system in which separate filing is advantageous for many
married couples would raise questions of how income (both earned
income and investment income) and itemized deductions should be
allocated between spouses. While these issues exist under present
law, they are relevant only to the small number of married persons
who file separately and are often resolved by penalizing the sep-
arate filers. There is no entirely satisfactory way of making
these allocations in a system that encourages or mandates separate
filing. Whatever method is adopted, however, will greatly affect
the revenue impact. Some vestiges of Joint filing would probably
have to be maintained in provisions with phaseouts based on incomes
otherwise, low-income taxpayers with high-income spouses would re-
ceive tax benefits, such as the earned income credit, which were
originally intended only for low income families. An additional
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complexity would result under a system of optional separate fil-
ing from any tendency of married persons to compute their tax both
separately and jointly to make sure they were minimizing their
total tax burden.

Optional separate filing using the present single person's rate
schedule would involve a tax cut of $10.1 to 112.5 billion in calendar
year 1981 and $1.2 to $1.5 billion in fiscal year 1981, depending
on how investment income and deductions were allocated between
spouses. It would reduce marginal tax rates for second earners for
those couples who elect separate filing, but not for others. It
would shift the tax buri..n away from two-earner couples.

This proposal does not conclusively resolve the equity question.
Optional separate filing would be characterized neither by marriage
neutrality nor by equal taxation of couples with equal incomes. It
would, however, eliminate marriage penalties to the extent income
and deductions were allocated between the spouses as if they were
unmarried.

Deduction for two-earner couples

This proposal would maintain the existing system of joint re-
turns, in which separate filing is almost always disadvantageous,
but would provide some relief to two-earner married couples through
a deduction equal to a percentage of the earned income of the spouse
with the lesser amount of earnings. A deduction of 10 percent of
the first $20,000 of earnings is provided by S. 1247 sponsored by
Senators Gravel and Packwood and S. 2940 sponsored by Senator Chafes.
A deduction of 20 percent of the first $20,000 of earnings would
be allowed under S. f877 sponsored by Senator Sasser. The deduction
would be allowable whether or not a taxpayer itemized other deductions.
Earned income would be determined without regard to community property
laws.

The deduction for two-earner couples is one of the simplest
ways of reducing the marriage penaLty and marginal tax rates on
second earners. The reductions in the marriage penalty would not be
uniform for all couples; however, the reduction in marginal tax rates
would be uniform unless there were a cap on the deduction. This
proposal would avoid most of the complexities of optional
separate filJng. If a deduction were adopted, the system
would be characterized neither by marriage neutrality nor by equal
taxation of couples with equal incomes.

A 10-percent deduction with no cap would have a revenue loss
of $5.4 billion in calendar year 1981 and $.7 billion in fiscal
year 1981. A 20-percent deduction with no cap would have a revenue
loss of $10.7 billion in calendar year 1981 and $1.3 billion in
fiscal year 1981. One way to reduce this revenue loss would be to
put a cap on the amount of earnings eligible for the deduction.
For example, a $10,000 cap would reduce the revenue loss from a
10-percent deduction to $4.4 billion in calendar year 1981 and
$.5 billion in fiscal year 1981, and a $20,000 cap would reduce
it to $5.2 billion in calendar year 1981 and $.6 billion in fiscal
year 1981. A 20-percent deduction with a $20,000 cap would have
a revenue loss of $10.3 billion in calendar year 1981 and $1.2 bil-
lion in fiscal year 1981. A cap would reduce the benefit from the
deduction for high-income families; however, these are precisely the
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families for whom the marriage penalty is largest, both absolutely
and as a percentage of after-tax income. Also, a cap means that
there would be no reduction in the marginal tax rate on a second
earner whose earnings exceeded the cap (i.e., a second earner who
already is earning $20,000 would have no additional incentive to
earn more).

Credit for two-earner couples

A third proposal would allow two-earner married couples a
credit against their tax liability. The credit, which would be
nonrefundable, could be determined from a table similar to Table 1,
which shows the marriage penalty for certain hypothetical married
couples. Zn Table 1, marriage penalties under current law
are estimateet under the assumptions that all income is
earned, that there are no dependency exemptions, and that tne
couple does not itemi e its deductions. For the earnings splits
for which Table I shows a marriage penalty, couples could be given
a tax credit equal to part or all of the marriage_.penalty shown
in the table.

Senator Moynihan plans to introduce a bill thts week that
would provide a credit for two-earner couples equal to the mar-
riage penatly imposed on a couple's earned income, taking into
account the zero bracket amount (formerly the standard deduction)
and personal exemptions. The staff is .re.naring a revenue est.4'a.e
of Senator Moynihan's proposal and expects the revenue loss to be
significantly greater than the revenue loss from a 10 percent de-
duction with a $20,000 cap, but slightly less than the revenue loss
from optional separate filing.

A credit of this type would be more difficult to compute than
a deduction based on the earned income of the second earner, but
simpler than a system of optional separate filing. This type of
credit would be less exact in reducing the marriage penalty than
a system of optional separate filing, i.e., it would overcompensate
in some cases and undercompensate in others, but this type of
credit would be more exact than a deduction in most cases.

Other proposals

Other proposals for resolving the married-sinqle tax. issue aave,
been discussed in previous years, but have not ben mentioned as prom-/
inently in the current debate. One suggestion is to return to the
pre-L969 system by repealinq the single person's rate schedule and
requiring single persons to use the same rate schedule as married
persons !ilinq separate returns. This would eliminate the marriage
penalty inherent in the rate* schedules. however, it 'would shift the
tax burden from both one- and two-earner ma.ied couples to single
persons. The opposite proposal also has been discussed; that is,
allowing single persons and heads od households to use the Joint :.".r--n
rate schedule to reduce alleged discrimination against single persons.
This proposal often is accompanied by suggestions for larger dependency
ea options and a deduction or credit for second earners.
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Another possibility, which has received little attention,
would be to reduce the marriage penalty by flattening out the tax
rate schedule for single and joint returns. By itself, this would
reduce progressivity, but there could be a tax credit equal to a
flat amount per taxpayer (i.e., twice as much for a joint return
as for a single return ) to restore much of the progressivity lost
by changing the rate schedule. For example, the existing brackets
for incomes below $30,000 could be replaced with one flat rate.
However, with a credit sufficiently large to avoid having anyone
experience a tax increase,this example would require a tax cut of
approximately $25 billion in calendar year 1981.



V. ESTIMATED EFFECT OF MARRIAGE ON TAX
LIABILITY UNDER PRESENT LAW
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1 Assumes that taxpayers have no dependents and do not itemize deduct ons. Marriage penalties would be smaller, and marriageonuses larger, for itemizers. Marriage penalties are positive in the table. marriage bonuses are negative.
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S5,000 --------- -- 5.0 -4.2 -3.4 -2.7 -2.0 -1.3 -0.6 0.0 0.0 0.0 0.0
37,000 --------- -- 5.6 -4.6 -3.7 -2.8 -1.8 -1.0 -0.1 0.7 1.4 2.2 2.5
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Ma-rmage penahus are positive in the table, marriage bonuses are negative.
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ADDENDUM TO SUMMARY OF SENATE BiLu RELATING TO THE TAXATION OF
MARRIED PERSONS

The revenue estimate of Senator Moynihan's proposal described on page 5 is $9.5
billion for calendar year 1981 and $1.1 billion for fiscal year 1981.

Senator BYRD. The hour of 9 o'clock having arrived, the subcom-
mittee will come to order.

As of May 1980, 41 percent of working Americans were members
of families in which both spouses worked. This is 40 million people
in a total work force of 96 million people. More and more Ameri-
cans are finding it necessary for both spouses to work.

The growth in the number of two-worker families and the likely
continuing growth of two-worker families creates a difficult prob-
lem of tax policy. Decisions must be made over the proper unit of
taxation for individuals of families, and how to recognize the differ-
ent situation of families with one earner, families with two earn-
ers, and single persons.

In the past, decisions were relatively easy since in most families
only one spouse worked. Today, the two-worker families are becom-
ing the rule rather than the exception. Clearly it is difficult to
explain to these families why a heavier tax should be placed upon
a couple who is married than would be the tax if the couple
remained single.

Identifying the problem is easier than coming to a solution.
One approach which has been followed in Senator Mathias's bill,

S. 336, would permit a married couple to file a joint return or have
the option of filing under the single rate schedule. While this may
be attractive for the two-worker family, it does create inequalities
between the tax of this family-and a single person earning the
same amount of income, or a married couple in which only one
spouse works.

Another approach would require that all taxpayers, married and
single, file separately. This would mean that two-worker families
would have a lesser tax than a one-worker family with an equiva-
lent amount of income.

Another approach would be to permit two-worker families to
deduct a portion of the income of the spouse earning the lesser
income. Senator Gravel's bill, S. 1247, and Senator Sasser's bill, S.
1877, adopt this approach, using a different level of deduction.

The hearings today seek to examine this difficult and perplexing
problem. As the Congress considers tax reductions, the "marriage
penalty" tax should be given close attention. The subcommittee
looks for guidance from the Department of the Treasury, and from
other witnesses.

The first witness today will be the distinguished senior Senator
from Maryland, Senator Mathias. Senator Mathias has had a keen
interest in this matter for quite a while. He and I have discussed it
on a number of occasions. I know how anxious the Senator from
Maryland is that something be worked out on this very important
problem. I share that same concern. f

As more and more women become active in the professions, and
in the work force, it emphasizes the importance of appropriate
consideration of this matter, and specifically of the proposal advo-
cated by the Senator from Maryland. -

ff
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Before calling on Senator Mathias, I yield to the Senator from
Oregon, Mr. Packwood.

Senator PACKWOOD. There is a popular song written about a
decade or so ago that had the phrase in it, "Where have you gone,
Joe DiMaggio." I think the bill and the tax system that we are now
considering could be paraphrased as "Where have you gone, Mrs.
Richard Jones, Mary Jones, housewife, two children, staying at
home, making sure she was there -with milk and cookies for the
children after school."

This is no longer the typical American family. We may like it, or
we may not like it. We can wish that it was 1935, at least from a
family standpoint, certainly not economically, but it isn't.

So the question becomes, if we are going to face the situation
that is in this country, what can we do about it in this Congress? It
is not enough to pass political platforms wishing we could turn
back. We can't. It is not enough to pretend that the situation does
not exist. It does.

Senator Mathias has a proposal. I have one. Senator Gravel has
one. They are all addressed to the same fact, Mrs. Richard Jones
no longer exists.

Senator BYRD. Senator Moynihan, do you have a statement?
Senator MOYNIHAN. I would like to say a few kind words.
This is a matter that this committee has got to take up, and is

taking up thanks to your leadership. There is a range of possibili-
ties. This has the virtue, at least, of a problem which can be
defined, and can be resolved. There are always going to be some
difficulties involved with the prospect of two persons, each with an
income, and a progressive tax structure. But it can be resolved.

I have a measure which simply proposes to give a tax credit for
what would be the difference between tax paid on individual
income and the joint income that produces the "marriage penalty."
Senator Mathias has a proposal that is equally attractive. It is
something that we can and ought to do this year.

I thank you, Mr. Chairmanfor holding these hearings.
Senator BYRD. Senator Mathias, you may proceed with your testi-

mony. We are glad to have you.

STATEMENT OF HON. CHARLES McC. MATHIAS, JR., U.S.
SENATOR, STATE OF MARYLAND

Senator MATHIAS. Thank-you, Mr. Chairman. I appreciate your
welcome this morning, and the opportunity to testify at these
hearings on the "marriage tax penalty." It is an important issue,
and your timing really could not be better.

Mr. Chairman, I have a statement which is not long, but perhaps
longer than the committee has time to hear in detail. So perhaps I
might suggest putting the statement in the record.

Senator BYRD. Why don't you put the entire statement in the
record, and the committee will be glad to receive it, and then you
proceed to summarize it.

Senator MATHIAS. As Senator Packwood has suggested, in the
last 20 years the country has undergone great changes. We have
put Men on the moon. We have learned to wait in gas lines. We
have watched miniskirts and wide ties come and go. Along with

1
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these noteworthy events, American society has seen an important
evolution in family style. -

This year-this is why I say the timing of the committee is
important-for the first time, over 50 percent of all American
women are working outside the home. A majority are working
outside the home at jobs that in many cases were never before held
by women, and at salaries that are increasingly in line with the
work that they are doing.

It is estimated that in the next 20 years the number of women
working outside the home will continue to increase, reaching 70
percent within 10 years. So, clearly, women wage earners are now
an integral part of American society.

Yet, in the face of this change, our tax system has stood still.
Twenty-two years ago, we devised a system to allow married people
to combine all family income and to file their tax returns jointly.
For a traditional family, with one wage earner, this is a good
system. It recognizes the expenses of raising a family, and taxes
married people at an appropriately lower rate, as long as there is
only one wage earner.

As long as the majority of married couples were traditional
couples, this system fell within our guidelines of being "fair and
equitable to the majority of American citizens," which is what the
committee has attempted to do and to be through the years.

But the lifestyles have changed. The typical American family is
no longer the traditional one. Over half of all married couples-
that comes to some 40 million taxpayers in absolute figures--have
two wage earners, but the tax system refuses to recognize this.

The majority of American couples are forced to pay extra taxes
based upon an antiquated system that is now "fair and equitable"
only to a minority of people-not to a majority. This is what we
callthe "marriage tax penalty."

It taxes wage earners more if they are married than if they are
not because when two incomes are combined, and they file jointly,
the second income moves into a higher bracket. This penalty af-
fects all income levels, but it hurts the middle-income couple most.
It can, in the maximum case, increase that couple's tax bill by as
much as 63 percent.

You pay 63 percent more tax because you are married, and
because you are filing jointly. Our tax system has turned what the
poets have called the tender trap into kind of a booby trap.

Clearly, this quirk in the Tax Code encourages people to save
money by divorcing and simply living together, or to never marry
at all. I don't want to go into too many specific examples, but the
committee might be interested in a minister who lives in Mary-
land, and who writes me that tax advisers with whom he is ac-
quainted are advising people to live together rather than marry.
He says this:

It is interesting that the very things you said in your address to Congress,
especially concerning the advice of tax advisers to older couples contemplating
marriage, is the same advice I had to give most reluctantly, and certainly with
moral twinges of conscience. Yet, I 'now my parishioners could make ends meet
easier as single persons than as married couples. There is no way that I, as a pastor,
could advise them to become man and wife under the present tax structure.

I got this cry from the heart of a distressed and distraught
father. He wrote me:
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A few weeks ago, my daughter, a working girl in her early twenties, told me that
she hoped to have children in the future, but would not necessarily get married. I
tried, without sounding too preachy, to explain that a child deserved to grow up in a
stable environment with both a father and a mother. But what chance have I got
against a government that actually charges you money for getting married?

Then, we have a couple in Maryland, whom the committee will
be meeting shortly, Mr. and Mrs. Boyter. For 3 years running they
have got a divorce and remarried after January 1, which a lowed
them to file separate tax returns. This is the kind of ridiculous
expedient that people are being forced into in order to avoid inequi-
table taxation. \

The interdepartmental task force on women has concluded a
major study on the marriage tax penalty, and I would like to
submit a copy of that for the record, Mr. Chairman.

Senator BYRD. Without objection, it will be included in the
record.

[Document to be furnished follows:]
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REPORT OF THE ACTION GROUP ON THE MARRIAGE TAX PENALTY

TO THE TAX SUBCOMMITTEE OF THE INTERDEPARTMENTAL TASK FORCE ON WOMEN

The Action Group on the Marriage Tax Penalty-Janet Hart (chairperson),

Judith Bartnoff, Sydney Key, and Sam Sanchez--met at the Task Force office on

May 22, 1979 and had a number of informal consultations thereafter.

This report consists of two parts: first, an explanation of the marriage tax

penalty on two-earner couples; and second, the Action Group's recommended

solution to the problem.

1. The Marriage Tax Penalty

The basic structure of our present federal income tax laws provides a

substantial subsidy to married one-earner couples at the expense of both single

individuals and married two-earner couples. Thus the common view that the

marriage tax penalty represents a conflict between married taxpayers and single

taxpayers is incorrect. The marriage tax penalty affects only two-earner married

couples, that is, couples in which both husband and wife work. Such couples, which

used to be the exception, have become the norm; at the present time, two-earner

couples outnumber one-earner couples. The tax laws, however, still reflect the

traditional view of the American family where the husband worked and the wife

stayed at home. As a result, according to the most recent estimates, approxi-

mately 19 million two-earner couples--38 million individuals--pay a marriage tax to

the U.S. government.

1/ Some of the material in this report was contained in "Let's Stop the Tax
on Marriage," by Sydney J. Key, The Washington Post (Outlook), January
29, 1978, in Dr. Key's testimony "The Marriage Tax on Two-Earner Couples"
before the House Ways and Means Committee on April 5, 1978, and in "The
Marriage Tax" by Sam Sanchez, which appears in the Interim Report to the
President by the Task Force on Sex Discrimination, Civil Rights Division,
U.S. Department of Justice.
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Under the present tax system married one-earner couples get the most favor-

able tax treatment, singles are in the middle, and, in general, married two-earner

couples fare the worst. As a result, if a single working person marries someone

with no income, marriage will lower the tax bill; this is a comparison frequently,

made by single taxpayers. But, if two single workers marry (and continue to work),

their taxes will usually be higher as a result of their marriage. The difference

between the tax bill of two married workers and the total tax bill of the same two

workers if they were single constitutes the marriage tax penalty.

The amount of the marriage tax penalty for a two-earner couple can vary

greatly. As can be seen from Table 1, in general the dollar amount of the marriage

tax tends to increase both with the couple's total income and with the similarity of

the two incomes. However, the incomes of the two spouses do not have to be equal

for the couple to pay the marriage tax. A very rough rule-of-thumb is that two-

earner couples pay a marriage tax when the spouse with the lower income earns

one-fifth or more of the couple's total income. When the dissimilarity in the

spouses' incomes is greater than this, the couple begins to resemble a one-earner

couple and may enjoy the traditional tax benefits from marriage.

It is important to realize that, contrary to popular belief, the marriage tax

penalty does not affect only the so-called "two lawyer" couple, that is, it does not

affect only couples in high income brackets. According to a study by Peter Sailer,

an Internal Revenue Service statistician, at least 13 million two-earner couples

paid the marriage tax in 1974. Of these 13 million couples, 20 percent had

2/ According to Mr. Sailer's calculations, 5 million two-earner couples enjoyed
the traditional tax benefits from marriage and a joint return. -'For these
latter couples, the spouses' contributions to family income were so dissimilar
that the benefits 'from income splitting outweighed the factors causing the
marriage tax. See Peter 3. Sailer "Using Tax Returns to Study Wage and
Taxpaying Patterns, 1969 and 1974," 1976 American Statistical Associatioh
Proceedings, Social Statistics Section, pp. 34-40.
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Table I

1979 TAX COST OF MARRIAGE*

For couples who have no dependents and no excess itemized deductions

Wife's Adjusted Gross Income

5,000

5,000

10,000

15,O00

20,000

25,000

10,000 15,000 20,000 25,000

*The shaded diagonal represents different income combinations amounting to a
total income of $30,000. When each spouse earns half of this amount, that is,

15,000, the marriage tax penalty is $903. A couple with the same total income of
$30,000 but where one spouse earns $20,000 and the other $10,000 would pay a
lower marriage tax of $579. The marriage tax for a total income of $30,000
disappears entirely when one spouse earns about $6,000.and the other earns about
$24,000. When Jhe spouses' incomes are more divergent, as in the $5,000 and
$25,000 example'shown in the table, there is an actual tax benefit from marriage
(represented by a negative number), in this case -$219.
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combined incomes under $10,000; 54 percent had combined incomes in the $10,000

to $20,000 range; and 25 percent had combined incomes between $20,000 and

$50,000. Considerably less than one percent of the couples paying the marriage tax

had combined incomes of more than $50,000.

Mr. Sailer's study also showed that the vast majority of two-earner couples in

lower income brackets paid the marriage tax, that is, they did not enjoy the

traditional tax benefits from marriage and a joint return. For example, 83 percent

of all two-earner couples with combined incomes under $10,000 paid the marriage

tax in 1974; 70 percent of all two-earner couples with combined incomes between

$10,000 and $20,000 paid the marriage tax; and 66 percent of all two-earner

couples with combined incomes in the $20,000 to $50,000 range paid the marriage

tax. By contrast, of those two-earner couples with combined incomes of $50,000 or

more, 48 percent paid the marriage tax.

Moreover, while the dollar amount of the marriage tax may seem relatively

small in lewer income brackets, it may still represent an enormous increase in a

couple's tax bill. For example, a couple earning $5,000 each, as shown in Table 1,

would pay a marriage tax of $202; this amount represents a 40 percent increase

over the couple's tax bill as two singles. For a couple earning $10,000 each, the

increase is 17 percent; the increase is 24 percent for a couple earning $25,000

each.

The major factor causing the marriage taxc is the use of tax rate schedules

with both rates and zero bracket amounts that differ according to marital status.

The tax rate schedules are used to compute one's tax bill on the basis of taxable

income, that is, adjusted gross income minus personal exemptions and minus excess

3/ Under 1979 tax law the amount of the personal exemption is $1,000 per
person.
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itemized deductions, if any. (The tax tables are mathematically derived from the

tax rate schedules for the convenience of the taxpayer.) There are four different

tax rate schedules. The highest rates are those in the schedule for marrieds-filing-

separately; the next highest rates are in the singles' schedule; third, there is the

unmarried heads-of-households schedule; and finally, there is the lowest rate

schedule, the schedule for marrieds-filing-jointly. The singles' schedule was

4/ Itemized deductions may be subtracted from adjusted gross income (AGI) only
to the extent that they exceed the "floor" on itemized deductions, that is,
only excess itemized deductions may be subtracted. The floors on itemized
deductions are, at the present time, equal to the zero bracket amounts:
$3,400 for a married couple and $2,300 for a single person, which amounts to
a combined floor of $4,600 for two singles. The effect of the difference in
floors on the marriage tax penalty depends on the amount of itemized
deductions and their division between spouses. At one extreme, two married
taxpayers could subtact $1,200 more of their itemized deductions from their
AGI than if they were single; their marriage tax penalty would be reduced
somewhat but by no means eliminated. At the other extreme, which occurs
when only one spouse has deductible expenses, the effect of the different
floors is to increase the marriage tax penalty. See Walter Stromquist
"Federal Income Tax Treatment of Married and Single Taxpayers," Tax Notes,
June 11, 1979, p. 735.

5/ The married-filing-jointly schedule incorporates the idea of income splitting,
the source of the tax subsidy for one-earner couples. A married couple filing
jointly with a total taxable income of $13,000 (which corresponds to an AGI
of 15,000 with no excess itemized deductions) is taxed as if they were using
the married-filing-separately schedule to compute taxes on two taxable
incomes of $6,500 each, regardless of how the income is in fact divided
between husband and wife. This can result in a considerable tax savings,
because the United States has a progressive federal income tax. In other
words, since the rate of tax increases as income increases, the tax on the
second $6,500 of a total taxable income of $13,000 is greater than the tax on
the first $6,500. When a married one-earner couple with a taxable income of
$13,000 implicitly splits their income by using the married-filing-jointly
schedule, both halves of their income are taxed at the low rate applicable to
the first $6,500. (Rather than going to the trouble of calculating the taxes on
the two $6,500 halves and then adding them up, taxpayers can simply look up
the tax for a taxable income of $13,000 on the schedule for marrieds-filing-
jointly, which has the income splitting calculation built in.) For a one-earner
couple with a taxable income of $13,000, the tax savings from income
splitting is about $840. On the other hand, a husband and wife with identical
incomes gain no benefit from income splitting, since their incomes are in fact
divided equally; thus the tax for their total taxable iricome on the schedule
for marrieds-filing-jointly is the same as the sum of their taxes on each
individual income on the schedule for marrieds-filing-separately.



103

created by the Tax Reform Act of 1969 in order to reduce somewhat the taxes paid

by a single person relative to a one-earner couple with the same income. Until this

schedule went into effect, singles had to ube the high rates of the schedule for

marrieds-filing-separately. Married two-earner couples, however, still must use

either the high rates of the schedule for marrieds-filing-separately or aggregate

their incomes and use the schedule for marrieds-filing-jointly. Since the U.S. has

a progressive tax system, that is, the rate of tax increases as income increases,

aggregating the two incomes results in the second income being taxed at higher

rates than the first.

In addition to the rates 2e se, the zero bracket amounts, that is, the amounts

of income subject to a zero rate of tax, differ according to marital status. These

amounts are $3,400 for a married couple and $2,300 for each single person. Thus

even when both spouses work, a married couple has a zero bracket amount of

$3,400, which is $1,200 less than the total zero bracket income for two single wage

earners, $4,600.

The dependence of a person's actual tax bill on his or her marital status and,

if married, on whether his or her spouse works, can be illustrated by the four poss-

ible tax bills a person earning $15,000 6/might have to pay:

i) $1,635 if married to a non-working spouse;

2) $2,236 if an unmarried head-of-household;7/

3) $2,345 if single; or,

6/ The calculations assume that there are no dependents and no excess itemized
deductions and that each spouse pays taxes in proportion to his or her share
of total earnings.

7/ Most people using the heads-of-households schedule would have at least one
dependent; this calculation, based on the assumption of no dependents, is
hypothetical only. Introducing dependents into all of the calculations would
not, however, change the relative tax bills of the different categories of
taxpayers.
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4) $2,796.50 if married to a working spouse with the same income.

The marriage tax of a two-earner couple each earning $15,000 that was

shown in Table I can, of course, be derived from these figures. It is simply the

difference between their actual tax bill (2 x $2,796.50 or $5,593) and their tax bill

as two singles (2 x $2,345, or $4,690), which amounts to $903. Clearly the present

tax laws provide an incentive for two wage earners not to marry, and for two

married wage earners to divorce and continue living together; it is, however,

impossible to measure the effects of this incentive.

Another question raised by the heavy tax burden on two-earner couples is the

incentive provided for a non-working wife to remain at home rather than enter the

active labor force. The amounts involved can be illustrated by examining the

change in the'couplels overall financial status as a result of the wife's new income.

The entrance of a married women into the active labor force (assuming her husband

is also employed) results in a dramatic increase in taxes. From the calculations

above it can be seen that when the couple lives on the husband's $15,000 salary, he

will pay $1,635 in taxes each year. If, however, the wife begins to work at a salary

of $15,000, their taxes will increase to $5,593. (The wife's additional salary of

$15,000 results in an additional tax of $3,958.) Thus doubling the couple's income

multiplies their tax bill by a factor of 3.4. This result occurs because of

aggregation of the spouses' incomes, which means that the first dollar of the wife's

income is taxed at her husband's marginal rate of tax, that is, at the tax rate on

her husband's highest dollar of income. If the husband earned $10,000 and the wife

took a job also earning $10,000, once again doubling their income, the impact on

8/ If incomes are equal between spouses, it generally makes no difference
whether the rate schedule for marrieds-filing-separately or the schedule for
marrieds-filing-jointly is used. If incomes are unequal, it is almost always
advantageous to use the rate schedule for marrieds-filing-jointly.
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the couple's totaltax bill would be even greater--the tax bill would quadruple,

increasing from $702 to $2,745. It is, of course, extremely difficult to ascertain to

what extent the tax system keeps non-working wives out of the labor force, but it

certainly provides an incentive for them to stay at home.

H1. Recommended Solution

There is an important constraint on removing the marriage tax penalty on

two-earner couples; specifically, the taxes on singles relative to one-earner couples

with the same income (a difference that was reduced but not eliminated by the Tax

Reform Act of 1969) must not be increased. Under the progressive U.S. tax

system, there is only one way this can be accomplished; namely, by making a dis-

tinction between one-earner and two-earner married couples.

At present, married couples with the same total income pay the same tax

regardless of by whom or in what proportions the income is earned. The incomes of

the spouses are simply aggregated. In economic terms, however, there is a

distinction between a one-earner couple and a two-earner couple with the same

total dollar income. The most important reason is that the dollar income of the

one-earner couple does not include the quite considerable value of the homemaker's

services in the home. And it might be noted that, compared with other industrial

countries, the United States is almost alone in adhering to the principle that only

the total income, and not who earns it, matters.

The Action Group has concluded that there is no compelling reason for one-

earner and two-earner married couples with the same dollar income to pay the

same tax, and believes that this principle of spousal aggregation of dollar income

should not be taken as a given in the tax system of the United States. Without it,

it is possible to have a progressive tax system that is neutral with respect to

N
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marriage. In other words, it is possible to have a progressivet'tax system that has

both no penalty for marriage (no difference between the taxes paid by two married

wage-earners and two single taxpayers with same individual incomes) and no

penalty for remaining single (no difference between the taxes paid by a single wage

earner and a wage earner with the same income married to a non-working spouse).

Once this idea is accepted, there are several policy options for removing the

marriage tax penalty on tbo-earner couples.

The Action Group has concluded that the best solution would be to tax every

individual's own income on the same rate schedule (same tax rates, same zero

bracket amounts ) regardless of marital status. This solution would be similar to

the situation that existed under pre-1948 tax law in the United States, but with the

critical difference that, unlike pre-1948, an individual's own income would, for

Federal income tax purposes, be determined without regard to State community
/

2/ The history of the Federal income tax as it relates to these principles is
discussed in detail in Stromquist, supra note 4, pp. 731-734.

10/ It is assumed that, as at present, the floor on itemized deductions would
equal the zero bracket amount and thus be the same for every individual
taxpayer. If the floor on itemized deductions should in future be "cut loose"
from the zero bracket amount, the Action Group would recommend that the
new floor on itemized deductions be the same for every individual taxpayer,
that is, it should not be dependent on marital status.
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property laws.- It is generally agreed that Congress has the authority to legislate

such a provision. Under the proposed system of one tax rate schedule applicable to

every individual's own income, family responsibilities could be accomodated

through the use of extra dependency deductions.

Under any system involving individual taxation of each spouse's own income,

there would have to be some means for allocating income other than personal

service income between spouses, and also for dividing deductions between spouses.

The Action Group recommends that title should be the determining factor for

allocating income and deductible expenses arising from the ownership of property.

If property is jointly owned or deductible expenses are incurred jointly, there

should be a presumption that the income or expense is split 50/50; however, it

should be possible for the taxpayers to demonstrate that a different allocation

should be allowed. For example, if contributions to the purchase of a piece of

income producing property were split 75/25, the income and associated deductions

could be allocated accordingly. For deductible expenses that do not arise from the

ownership of property, the Action Group recommends that expenses attributable to

one specific person (e.g., state income taxes, direct medical costs) be deducted by

that spouse and that other deductible expenses either be split evenly or be

allocated in proportion to income.2/

_I/ A major problem in the pre-1948 system and, indeed, a major reason for the
change to joint taxation with income splitting, was the decision of the U.S.
Supreme Court in Poe v. Seaborn, 282 U.S. 101 (1930), which held that
married residents of -community property states could split their incomes for
federal tax purposes. (Under community property rules, half of any married
person's income belongs, in effect, to the spouse.) The Court's decision
obviously gave married one-earner couples in community property states a
great advantage over those in common law states, with the result that a
number of states began adopting community property laws solely to give their
citizens this benefit on their federal income tax returns. After passage of
the Income Tax Act of 1948, which extended the benefits of income splitting
to married couples everywhere, these states returned to their former
common law status. The Seaborn decision was, however, based on the
legislatively enacted Internal Revenue Code and not on the Constitution,
which means that Congress could change the federal income tax law so that
each individual would be taxed on his or her own income for federal purposes,
without regard to the property laws of the state in which he or she resides.
n ]Fernandez v..Wiejer, 326 U.S. 340 (115) the Supreme Jourt held that thee4Gr- -- efirrtorr property coua siperseoe the state definition forfederal tax purpe-

12/ A similar pi ould be followed for exemptions for dependents.
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The Action Group recognizes that this suggested scheme for property alloca-

tion might give couples some leeway for tax planning. However, the Group consid-

ers this scheme to be far superior to the current system, under which many couples

enjoy the benefits of income-splitting without being, required to pay the concomi-

tant costs of transferring title from one spouse to another. This system has, in

practice, operated to allow men to retain title to property while, at the same time,

"splitting" the income from such property with their wives for tax purposes; this

was one of the clear disadvantages to women of the introduction of joint returns

and income splitting into the tax system.

Taxation of each spouse's "own" income as an individual does not mean that

every married couple would have to file two physically separate returns. The

Action Group recommends that for administrative convenience and cost savings

-both to the Internal Revenue Service and to the taxpayer, married individuals use

the same return (hereinafter a "combined individual return"13/) even though the

spouses would not aggregate their incomes. The tax would be computed separately

on each income without reference to the income of the other. (A similar procedure

is used in the District of Columbia, where married persons calculate their taxable

incomes and tax bills separately in separate columns on the same return.14/)

The solution of taxing every individual's own income on the same rate sched-

ule does entail problems of revenue loss and political feasibility. In effect, this

proposal collapses the present four tax rate schedules into one tax rate schedule to

be used by every individual regardless of marital status. If this new tax rate

schedule were to be the present schedule for marrieds-filing-jointly, the lowest of

the four existing tax rate schedules (as repeatedly proposed, to no avail, by former

13/ The term "joint return" should be avoided, since it has become associated
with concepts of spousal aggregation of income and income splitting.

14/ The standard deduction in the District of Columbia does, however, depend on
marital status. See p.6 above regarding zero bracket amounts.
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Representative Edward Koch, now mayor of New York), the resulting loss of tax

revenues would be substantial; $25 billion has been suggested as a rough order-of-

magnsItude estimate. In general terms, this proposal would not change taxes for

one-earner couples but would lower taxes for everyone else --unmarried heads-of-

households, singles and two-earner couples. If, however, tax revenues were to be

preserved by using a new schedule with rates higher than those of the present

schedule for marrieds-filing-jointly (for example, the present schedule for heads-

of-households or the present schedule for singles), tax rates for one-earner couples

would be raised, a political impossibility.

The Action Group believes the most realistic and politically feasible method

of achieving the goal of individual taxation would be a two-stage approach. The

first stage would consist of allowing married two-earner couples the option of

being taxed on each spouse's own income on the tax rate schedule for singles (same

zero bracket amount and same tax rate as a single person). As described above,

the spouses would file a "combined individual return" with the tax on each spouse's

own income, computed using the singles' tax rate schedule. This first stage proposal

is, in fact, contained in bills now pending in the House (H.R. 3609, introduced by

Representative Fenwick andt5-co-sponsors) and in the Senate (S.336, introduced

by Senator Mathias and 4 co-sponsors). It should be emphasized that this proposal

does not take away any of the benefits gained by singles compared with one-earner

15/ In such a first stage approach, allowing two-earner couples to file as singles
should be at the option of the couple; at this first stage there is no reason to
remove the tax benefit from marriage for two-earner couples where spouses
have widely divergent incomes. It would be relatively easy to have the tax
form instructions contain a table showing, for various total income ranges,
the income splits at which a two-earner couple would benefit from exercising
the option of being taxed as singles. Couples with large excess itemized
deductions and/or couples with income splits near the borderline would prob-
ably want to calculate their tax bills both ways; the potential tax savings
would clearly be worth the extra calculations involved.

68-882 0-80-8
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couples in the Tax Reform Act of 1969. Moreover, if this first stage proposal were

adopted, since two-earner couples would always have the option of being taxed as

single individuals on each spouse's own income, the interests of single and two-

earner couples would be identical in effecting the second stage of the transition to

individual taxation. The first stage proposal, that is, the Fenwick and Mathias

bills, in effect reduces the number of tax rate schedules from four to three by col-

lapsing the schedule for marrieds-filing-separately into the schedule for single

individuals. Revenue estimates for the first stage proposal range from $5 to $9

billion, considerably less than the revenue loss from a complete switch to one tax

rate schedule using the present schedule for marrieds-filing-jointly. In any event,

it is important to keep in mind that the revenue estimates also indicate the

seriousness of the problem: the U.S. government is collecting $5 to $9 billion in

extra taxes from about 19 million two-earner couples -- 38 million individuals --

simply because they are married rather than living together without being legally

married. Thus the Fenwick-Mathias proposal is a critical first step toward the

eventual goal of individual taxation with one rate schedule regardless of marital

status.

The second stage in achieving the final goal would be to reduce the three

remaining tax rate schedules to one tax rate schedule. If, at that time, policy-

makers were to choose to make any additional adjustment for one-earner couples or

for heads-of-households, the means of doing so should be the personal exemption,

not tax rate schedules based on marital status or spousal aggregation of income.

As a practical matter, the one tax rate schedule would be the same as the present

schedule for marrieds-filing-jointly, that is, the lowest of the existing tax rate

schedules. This would mean a substantial additional revenue loss, which suggests

that the two remaining higher rate schedules should be lowered steadily according
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to a fixed timetable. The gradual alteration of the rate schedules could be carried

out as part of the tax reductions Congress enacts almost every year.

Finally, the Action Group would like to indicate why it has ignored the all-

too-frequently mentioned policy option of a deduction or credit for the second

wage earner. Such credits or deductions are usually equal to a fixed percent of the

earnings of the spouse with the lower income, subject to a specified maximum

dollar amount. (One example of this approach is contained a bill introduced by

Senator Gravel, S. 1247.) The Action Group has rejected the idea of a deduction or

credit for the second wage earner as unfair and arbitrary. It bears no relationship

to, and indeed perpetuates, the differences in tax rate schedules according to

marital status that cause the marriage tax penalty in the first place.

16/ It would, of course, be mathematically possible to devise a credit based on
each spouse's own income-and deductions that would equal the exact amount
of the marriage tax for each two-earner couple. Such a credit would produce
the same result as the first stage proposal discussed on pp. 12-13 above.
However, such a credit would be an unnecessarily complicated way to
eliminate the marriage tax penalty. By contrast, the first stage proposal,
that is, giving married two-earner couples the option of being taxed as singles
on each spouses own income, is much simpler; moreover, not only would it
eliminate the marriage tax penalty but also it would reduce the number of
tax rate schedules from four to three.

Senator MATHIAS. It strongly supports my bill, S. 336 as the
simplest way to permanently eliminate the marriage tax penalty.
My bill has 25 cosponsors in the Senate. The companion bill in the
House, which is sponsored by that remarkable and distinguished
lady from New York, Mrs. Fenwick, now has over 230 cosponsors,
more than a majority of the House of Representatives; so, clearly,
the concept of optional separate filing is one which is taking hold
with people.

There have been other encouraging signs over the past few
weeks. First, we learned that the distinguished chairman had
scheduled these hearings. Then, shortly thereafter, the Secretary of
the Treasury Miller had some kind words of support. I will not
quote them directly because the Treasury is to be heard from. But
his views are clearly sympathetic.

This is not a problem that is going to go away if we continue to
ignore it because every time another woman enters the work force,
the marriage penalty grows as does the windfall profit to the
Treasury, and I think we have to note this fact, because this is an
extra source of revenue, and that, of course, is one obstacle to my
proposal to eliminate the marriage tax penalty-the revenue loss.
It has been estimated by the Joint Taxation Committee at $7
billion. But, I think, looked at fairly this makes the case for the bill
more compelling because it highlights the magnitude of the in-
equity.
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The amount of tax involved will become larger, the longer we
neglect the problem, and it will becorfd more difficult to dear-with
in the years ahead. The longer we wait to act, the harder it is
going to be to wean the budget from this extra tax bite.

Mr. Chairman, June, the month of brides, has passed. I suppose
it is hard to speculate the number of brides who did not go to the
altar this June because of the fact that their tax bill would have
been significantly higher if they had. But the mere fact that such a
speculation arises, I think, is a blot on the statute books.

Blackstone said that "the law should be the highest expression of
the-ethics of a nation," and the way the Tax Code is operating
today with respect to the marriage penalty tax is, I think, not an
accurate reflection of the ethics of the American people, and their
aspirations for the family life.

Thank you, Mr. Chairman.
Senator BYRD. Thank you, Senator Mathias. Yours is an excel-

lent statement. It sets the matter in focus.
I think that it might be well to point out that until 1971 the tax

burden on a single taxpayer remained up to 41 percent higher than
for a married couple with the same taxable income. Thp committee
and the Congress felt that that was highly undesirable and unfair.

So under the new schedule, which became effective in 1971, a
single person's tax on a given taxable income was reduced from
being 40 percent higher than a married couple to roughly 20 per-
cent higher. But in doing that, the Congress created the situation
that we now have. Namely, in reducing the penalty on single
persons, it created the marriage penalty.

Now the Congress has got to grapple with this changed situation.
I think our testimony is excellent, and focuses the attention on a
problem that needs to be corrected.

Senator Packwood.
Senator PACKWOOD. Mac, Harry put his finger on it. If I under-

stand your bill, a man and wife who both work making $10,000
apiece; $20,000 combined. They would file two returns as if they
made $10,000 each. Similarly, husband and wife, with only one
spouse working making $20,000, can file as if they were each
single, so that there is no penalty for one wage earner. Is that
right?

Senator MATHIAS. My bill would simply allow all married couples
the option of filing as if they were single. The spouse earning the
income files a return for that income using the rate scheduled for
single people.

Senator PACKWOOD. What can we do about discrimination
against the single taxpayer, or doesn't your bill address that? A
discrimination that we have tried to eliminate over the last five or
six tax-reform bills.

Senator MATHIAS. As Senator Moynihan pointed out, it is going
to be very difficult to avoid some kind of situation in which some-
one may not be able to say, Well, I am not getting mathematical
equity in this situation. But it seems to me that what we have to
strive for, as we do in all general legislation, is to look for laws
that are going to treat the majority of the people in the most
equitable way possible.
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Then, the cases that don't fit in, you have to do the best you can
with. You cannot have 220 million different tax codes, one for each
citizen. You have to have general laws.

I think the point of this is not that it is going to cure every case,
not that it is going to produce an arithmetical equality in tax for
each taxpayer. But the point is that the majority of people have
moved from the category that Senator Byrd described as being the
problem area 10 years ago.

People have now moved into the category where this is the
problem, where a majority of the women work separately from
their husband, have a separate paycheck from their husband. The
projections are that not just a majority, but 70 percent will be in
that position within 10 years.

The law has to address itself to where the majority of the people
are. I don't offer this as a panacea that is going to solve all
problems, but it will be more equitable to most of the people.

Senator PACKWOOD. Let me ask you a question about the worst
discrimination of all, against the head of household. The majority
are women usually divorced, sometime widowed, who are the sole
support of their children. They are taxed more than a married
couple without children making the same amount of money. How
do we remedy that?

Senator MATHIAS. This bill will not address that problem. That is
a separate problem. I think that that is one that the committee
ought to address its attention to, as in many areas of discrimina-
tion. But I think if we can solve this problem, then we can move on
to that one.

Senator PACKWOOD. I have no other questions, Mr. Chairman.
Senator BYRD. Senator Moynihan.
Senator MOYNIHAN. First, let me thank Senator Mathias. But let

me say to Senator Packwood that this is one of those situations
which come up frequently where it is not mathematically possible
to resolve every situation.

There is going to be some inequity in some parts of the system,
and our object, I suppose, is to make the smallest inequity possible,
and seek what the economists certainly would call "pareto optimal-
ity," and get as close as you can.

We did get close in our legislation three decades back when we
responded to the fact that a married couple, certainly with chil-
dren, one wage earner, had a heavier demand on that one income
than did the single person. We worked out a way to do it.

Then we came into a period where the biggest event was educa-
tion, and a changed labor market, which meant that families had
more likely two incomes.

This is the year, you say, in which the majority of married
women are working. Last year was a year of some consequence
also, it was the year in which the majority of persons entering
college were female. There were more females entering college last
year than males.

Senator MATHIAS. I think those figures, Senator Moynihan, are
important to this committee. In the first place, they indicate that
the committee is not at fault, or that the Congress is not at fault.
What has happened is that the American public has shifted the
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base under the Congress. It is simply a fact that the world has
\ changed. What we have to do in Congress is to reflect that change.

Senator MOYNIHAN. We have a good kind of problem here. Some-
thing good has happened, and how do you respond?

Senator MATHIAS. It is a good kind of problem, but it is a prob-
lem that is going to change very rapidly. Let me just go very
briefly over the revenue losses with you. The Treasury calls it a
revenue loss, but the married couples who are paying it might call
it something else. It is a form of gross inequity to them, and it is
really taking money out of the sugar bowl on the kitchen shelf.

This year, as I indicated, the Joint Tax Committee estimates that
the loss would be $7 billion. Not more than $9 billion in any case,
but $7 billion, they think. The Treasury says that it is going to be
$12.9 billion. This is for 1979. In 1980, it is $8 billion according to
the Tax Committee, $8 to $10 billion. The Treasury says it is going
to be $15.2 billion. This reflects these extra women going into the
work force every year that are going to bring it up to 70 percent by
the end of the decade.

For 1981, it is $9 to $11 billion according to the Tax Committee,
and $17.9 billion according to the Treasury. The Tax Committee
does not make projections after that year, but the Treasury at-
tempts to project it for 1982 at $21.1 billion, and in 1983 at $24.5
billion. This is how fast this problem is growing.

It seems to me that if it is addressed now, while it is still within
manageable proportions, we can obtain equity for the taxpayers
without creating a kind of traumatic change which will cause real
problems on the revenue side for the Treasury Department. The
longer you put it off, the more painful this decision is going to be.

Senator BYRD. Two thoughts come to my mind about those fig-
ures that you cited from the Treasury on the loss of revenue, that
suggests to me that the Treasury is opposed to this legislation.
Whenever the Treasury is opposed to something, the revenue loss
is tremendous. Whenever the Treasury favors something, the reve-
nue loss is very slight.

The other thing that comes to mind is that I would like to see a
reduction in expenditures. I am convinced that there can be a
reduction in expenditures to equal the estimated revenue loss.

Senator Dole.
Senator DOLE. I want to thank my colleague, and to indicate, not

in a partisan sense, that party platforms are soon forgotten, but in
the Republican platform adopted in Detroit there is a commitment
to end the marriage penalty. I would hope that it can be done this
year, but there are always days ahead.

I agree with Senator Byrd, that the Treasury always has one
view, that loss of revenue will be substantial. But I think there is a
misconception that there is a conflict here, on the one hand, be-
tween married people where both are wage earners, in which case
they are penalized, and on the other hand where one is working
and one is not working. You can look at it from their standpoint
also.

I would guess that when there are 51 Senators whose spouses are
working, where they have the marriage penalty, then this will be
addressed probably very quickly. I am one of those, so I can start
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it, and find 50 others. It would increase the interest in this legisla-
tion.

I do believe that it is a problem that can be addressed, and I do
appreciate your leadership. It would seem to -me that there should
be some way, at least, to start easing the burden, or easing the
penalty.

I would ask that my statement in support of the concept be trade
a part of the record.

Senator BYRD. Without objection, so ordered.
[The prepared statements of Senators Dole and Gravel follow:]

STATEMENT OF SENATOR DOLE

Mr. Chairman, once again I have to thank you for scheduling a hearing on an
issue of tax policy that is of great concern to many taxpayers. Despite the press of
business at this point in the legislative session, the marriage tax penalty is an issue
that deserves our attention and ought to be carefully considered.

The problem is simply stated: while Congress has, on several occasions, attempted
to make the income tax "marriage neutral," its efforts have shifted the relative tax
burden to different groups. Since 1969, when Congress adopted adjusted rate sched-
ules for single taxpayers, married taxpayers have been relatively worse off. The
problem lies in the treatment of married couples with relatively equal incomes, as
opposed to unmarried couples in a similar situation. The unmarried couple has the
advantage of the adjusted rate schedules for single taxpayers: the married couple
does not, and income splitting is not an advantage'where both incomes are relative-
ly equal.

Mr. Chairman, the problem of the marriage tax penalty is not necessarily an easy
one to solve, and I hope we will give careful consideration to the proposals made by
Senator Mathias, Senator Chafee, Senator Gravel, Senator Sasser, and others. But I
believe it is a problem that must be solved. It is not good tax policy-or good social
policy-to build into the tax code a disincentive to marriage. There is no reason
from the standpoint of equity, or of good sense, to provide more favorable treatment
to unmarried couples than to married couples in a comparable situation.

We should recognize, however, that this issue is to a great degree a matter of
judgment as to appropriate social policy: any reduction in the marriage penalty will
increase the relative tax burden on other groups, such as single-earner families. In
addition, reducing-the marriage penalty tends to reduce the overall progressivity of
the income tax. These are problems we should keep in mind as we proceed.

I believe the marriage tax penalty is receiving prominent attention in this Con-
gress because, in recent years, the two-earner couple-particularly the couple with
two significant wage-earners-has become much more important iii our society than
it once was. This development is partly a consequence of the increasing role of
women in professional fields, and in the labor market as a whole. But it is also in
part a necessity of the times. With rocketing inflation and sluggish economic
growth, and an ever-rising tax burden that reduces the significance of each extra
dollar of income, more families need to rely on two wage-earners in order to make
ends meet. It is this group-the two wage-earner family-that is particularly in
need of our support. General tax reduction for all wage-earners should be our
primary goal. But we would be doing working couples a disservice to ignore the
special burden imposed on these two-earner families, as compared with unmarriedcouples.W Chairman, the Republican Platform adopted at the Detroit convention made a

commitment to eliminating the marriage tax penalty. I believe firmly in that
commitment, because it is in the interest of the present generation of working
couples and because it will help future generations by aiding families that must rely
on two incomes to provide for the upbringing of their children. But I do not suggest
that this is in any sense a partisan issue. The bills before us today are sponsored by
a number of Republicans and Democrats who are concerned by the distorted incen-
tives that are sometimes worked by our tax code. I share their concerns and support
their efforts, and I look forward to hearing the testimony of the witnesses today.

STATEMENT OF SENATOR MIKE GRAVEL

I am very pleased that the Finance Committee has scheduled hearings on the
division of tax burden among singles, one-earner married couples and two-earner
married couples. While there are numerous factors, both social and economic, that
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influence our decisions about federal tax policy, I do not recall a more glaring
inequity from all perspectives than the tax treatment of two-earner married cou-
plas.

The development of federal tax policy has been evolutionary; but several princi-
ples have guided efforts to assure equity and balance. The most important of these
are undoubtedly that taxation should be progressive and that individuals with like
incomes should pay similar tax.

Another important principle has been that marriage should not be penalized nor
rewarded by our tax law.

It's been impossible to adhere to all three principles simultaneously, and there-
fore, we have concentrated on assuring fair distribution of the tax burden. To be
sure this task has not been easy since it must take into consideration not only
economic factors but changing social patterns.

At the inception of the Internal Revenue Code, all earners regardless of family
status were treated the same for tax purposes. However, in some States, community
property laws enabled married couples to be "more equal" than others by splitting
their income and filing individual returns, thereby reducing their tax liability
significantly. To stem a burgeoning State movement to convert their laws to com-
munity property rules and to eliminate a rising tide of IRS litigation on family
income issues, Congress in 1948 changed the tax code to extend income splitting to
all married couples.

By the mid-1960's many members of the growing single population became con-
vinced that i come splitting was a "tax shelter" for one-earner couples, resulting in
an unfairly high tax burden on singles who did not have the advantage of income
splitting. Agreeing that the tax differential between singles and couples was unrea-
sonable, Congress in 1969 created new lower tax rates for singles. Howeve, in
addressing the problem of singles, another problem was created for the two-earner
couple.

As the law stands, two single persons each earning $10,000 pay $1,177 each in
taxes, a total of $2,354. If they decide to marry, their total tax bill will increase
$568. The increased tax due to wedlock is the present "marriage penalty." As joint
income increases the penalty becomes more severe. For example, singles earning
$20,000 pay $3,837 each in taxes annually; if you aggregate their incomes, as
married couples must, their joint tax liability is $9,366, or an increase of $1,692.

I do not think any principle of equity is achieved by imposing significant tax
increases on couples simply because they are married and working. Indeed, if you
investigate current tax law affecting married persons with the same total income
you find that one-earner couples realize a tax reduction when they marry. Indeed
even some two-earner couples, if the split in their earnings is extreme, realize a tax
reduction when they marry whereas all other two-earner couples at the same
income level experience a tax increase. This reflects neither adherence to the
principle of marriage neutrality nor the principle of like incomes paying similar
tax.

There are two causes of the marriage penalty. First, when individuals marry they
lose part of the advantage of their two single standard deductions (now called the
zero bracket amount ZEBRA) since the zero bracket amount for married couples is
$3,400 rather than double the single bracket amount of $2,300.

In addition, the first dollar of the second income is subject to tax rates beginning
at the marginal tax rate of the first income. The loss of the single standard
deduction (ZEBRA) particularly affects low income families, while the higher mar-
ginal tax rate primarily causes the marriage penalty for families with incomes over$30,000.

Another quirk of the marriage penalty is its dependence on the income split
within the family. As I pointed out above, the penalty is more severe when husband
and wife earn similar salaries.

While the marriage penalty is capricious and inequitable on its face, the negative
effects of the marriage penalty extend beyond the imbalance of the tax burden. The
marriage penalty tax is particularly onerous because it poses a significant obstacle
to the full participation of women in the labor force. Notwithstanding all the federal
programs and policies encouraging women to enter the labor force and participate
equally with men, women in most cases have not yet achieved equal salaries and
equal status. Therefore, it is usually the woman who will be the secondary earner
and who will catapult the family into the marriage penalty situation. While the tax
technically is paid by the couple, it is her income that is taxed at the higher rate.
From a tax standpoint, it is cheaper for her to remain single or, if she marries, tostay home.There are several possible approaches to the elimination of the marriage penalty.

I think the most effective solution in terms of significantly reducing the penalty
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without providing inequitable tax relief is a tax deduction on the lesser earner's
income. The legislation I introduced last year, S. 1247, would allow a deduction of 10
percent of the first $20,000 of the lesser earner's salary.

The deduction would be available to couples who do not itemize as well as those
who do. In the case of couples who itemize, the deduction would not affect their
eligibility for other deductions or credits. The cost is estimated to be $3.6 billion the
first year.

I think it is a mistake to perceive the marriage penalty as a simple problem
searching for a simple solution. While there is overwhelming agreement about its
inequity and adverse effect on social and economic policy, there is not a consensus
regarding the solution. In addition to technical problems that complicate the imple-
mentation of many of the proposals, there is concern about the cost of correcting the
marriage penalty. While I agree that a permanent solution to the marriage penalty
will require careful, long-term planning, including discussions of the relevance of
our current taxable units, I believe that two-earner couples need relief from this
inequitable tax now.

Therefore, I urge the committee to seriously consider ways to alleviate the mar-
riage penalty and not to postpone action on this insupportable tax policy that
penalizes marriage and working wives.

Senator PACKWOOD. I have not read the Treasury's statement
yet, but I will bet you that they are opposed to this legislation. If
you recall, they were also opposed to the legislation that tried to
ease the burden on singles. Now we are trying to reverse what we
did, and I will bet you that they still oppose it.

Senator BYRD. We will soon find out.
Thank you, Senator Mathias.
Senator MATHIAS. The late great Frank R. Kent, who used to

write a distinguished political column for the Baltimore Sun, once
observed that the only thing that separated Maryland from the
solid South was the Potomac River. Whenever I appear in your
committee, I find that the Potomac River is not very wide. You
make it very easy to build bridges. It is a very great pleasure to be
here.

Senator BYRD. It is a very narrow piece of water so far as you
and I are concerned.

[The prepared statement of Senator Mathias follows:]
STATEMENT BY SENATOR CHARLES McC. MATHLAs, Jr.

Mr. Chairman, I want to thank you for this opportunity to testify at these
hearings on the marriage tax penalty. This is an important issue, and your timing
couldn't be better.

In the last 20 years, our country has undergone great changes. We have put men
on the moon, learned to wait in gas lines, and watched mini-skirts and wide ties
come and go. Along with these noteworthy events, American society has seen an
important evolution in family lifestyle. This year, for the first time, more than fifty
percent of all American women are working outside the home-at jobs never before
held by women, and at salaries more and more in line with the work they do. It is
estimated that in the next 20 years, the number of women working outside the
home will continue to increase, reaching 70 percent by 1990. Clearly, women wage-
earners are now an integral part of American society.

Yet, in the face of this change, our tax system has stood still. 25 years ago, we
devised a system to allow married people to combine all family income and file their
returns jointly. For a traditional family, with one' wage-earner, this is a good
system. It recognizes the expenses of raising a family, and taxes married- people at
an appropriately lower rate. As long as the majority of married couples were
"traditional" couples, this system fell within our guidelines of being "fair and
equitable to the majority of American citizens." However, lifestyles have now
changed. The typical American family is no longer the "traditional'" one. Over half
of all married couples-40 million taxpayers-have two wage-earners. Our tax
system refuses to recognize this, and the majority of American couples are forced to
pay extra taxes based upon an antiquated system that is not "fair and equitable"
only to a minority of people.
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This inequity is called the "marriage tax penalty." It taxes wage-earners more if
they are married than if they are not, because when two incomes are combined and
filed jointly, both incomes are thrown into a higher tax bracket. This penalty affects
all income levels, but hurts the middle income couple the most, increasing that
couple's tax bill by as much as 63 percent. In short, our tax system has turned the
so-called "tender trap" into a booby trap.

Clearly, this quirk in our tax code encourages people to save money by divorcing
and simply living together, or to never marry at all.

Just listen to these letters I have received:
A Maryland Minister writes that tax advisors are now advising people to live

together rather than marry:
"It is interesting that the very things you said in your address to Congress,

especially concerning the advice of tax advisors to older couples, contemplating
marriage, is the same advice I had to give most reluctantly, and certainly with
moral twinges of conscience. Yet, I know (my parishioners) could make ends meet
easier as single persons than as married couples. There was no way I, as a pastor,
could advise them to become man and wife under the present tax structure."

A sociologist from the University of California at San Francisco writes:
"As a sociologist I am acutely concerned over disincentives to women working and

to laws and regulations which undermine the family... Bills such as (S. 336) are
sorely needed to bring about the structural changes in our society which will allow
women to realize their potential and have equal access to opportunities."

And listen to this cry from the heart from a distraught father:
"A fe~v weeks ago . .. (my) daughter, a working girl in her early twenties, told

me that she ho to have children in the future, but would not necessarily get
married... I tried, without sounding too preachy, to explain that a child deserved
to grow up in a stable environment with both a father and a mother. But what
chance have I got against a government that actually charges you money for getting
married?"

And, then there are examples like Mr. and Mrs. Boyter, from my own State of
Maryland. I'm pleased to note that Mrs. Boyter will be testifying later. For three
years running, she and her husband have divorced at the end of the year, and
remarried a few days later, after taking a vacation on the money they saved by
filing as single people. Today they are in court fighting for their right to divorce for
tax purposes. I do not know how they will fare, but I think our tax system should
not force a couple to this extreme.

The answer does not lie in court battles. It is our job, as legislators, to resolve this
problem. As you know, Representative Fenwick and I have introduced bills that
would allow all married couples the option of filing their taxes as if they were
single, using the rate schedules for single people. This proposal would simply allow
all married couples to choose between two systems of filing, preventing them from
paying higher taxes simply because they are married.

The Interdepartmental Task Force on Women concluded a major study on the
marriage tax penalty, a copy of which I would like to submit for the Record, which
strongly supports my proposal as the "simplest way to permanently eliminate the'marriage tax penalty." Our proposal is, in fact, not only the simplest, but I think
the best way to eliminate the mArriage tax penalty. A tax credit or deduction
against the second spouse's income may be less expensive, but the reduction in the
marriage tax would not be uniform for all couples. Such a proposal would result in
over-compensation for a few for the penalty they previously paid, and under-com-
pensation for the vast majority of taxpayers affected by this inequity.

In the Senate, my bill has 25 cosponsors, and Mrs. Fenwick's bill in the House has
over 230. The American Bar Association, among other groups, has passed a resolu-
tion favoring by bill. Clearly, the support for optional separate filing is widespread
and continuing to grow.

I must say that we've gotten some encouraging signs over the past few weeks.
First, we learned that the distinguished Chairman had scheduled hearings. Then
the Secretary of the Treasury, William Miller, suggested that the proposed 1981 tax
cut package include the elimination of the marriage tax penalty.

This penalty is not a problem that is going to diappear if we ignore it. Every time
a woman enters the work force, the marriage penalty grows, as do the Treasury's
windfall revenues. An obstacle to our proposal is the revenue loss. But this figure
itself--estimated by the Joint Taxation Committee at $7 billion-makes the case for
our bills more compelling. It spotlights the magnitude of the inequity, and the
amount of tax money involved will only become larger and more difficult to deal
with in the years ahead. The longer we wait to act, the harder it will be to wean the
budget from this extra tax bite.
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Mr. Chairman, the month of June is now behind us. We must ask ourselves how
many June brides did not make it to the altar this year because of our tax on
marriage. The time has come for us to get rid of this obstacle to marriage, so that in
1981, the wedding bells will ring out loud and clear across America.

Senator BYRD. Mr. Sunley, Deputy Assistant Secretary for Tax
Analysis.

Welcome, Mr. Sunley.

STATEMENT OF EMIL M. SUNLEY, DEPUTY ASSISTANT SECRE.
TARY FOR TAX ANALYSIS, DEPARTMENT OF THE TREASURY
Mr. SUNLEY. Mr. Chairman, and members of this subcommittee:

Is the individual or the family the appropriate unit of taxation?
Should the different circumstances of the family with one earner,

and the family with two-earners be recognized?
Do the special circumstances of a single person who maintains a

household for children or other persons be recognized?
These are basic issues affecting the tax treatment of married

persons and single individuals. As it stands today, the tax law gives
rise to tax increases and tax decreases when a marriage takes
place, and when a marriage is dissolved by reasons of divorce or
death.

These tax consequences add to public concern about the fairness
of the tax system. They also create concerns about the tax system's
economic efficiency. For example, second earners among married
couples and single persons are faced with greater work disincen-
tives than are primary earners among married couples.

Tax policy has been guided by four important and widely accept-
ed goals in the tax treatment of the family and single individuals.

First, the income tax should be a progressive tax based on ability
to pay.

Second, married couples with equal combined income should pay
the same tax. That is, no distinction should be made among mar-
ried couples on the basis of how much their combined income is
earned by each spouse.

Third, a tax penalty should not be imposed on marriage. That is,
two single individuals should not pay a higher tax as a result of
marriage.

Fourth, a tax penalty should not be imposed on becoming or
staying single. A single person should not pay more tax than
another individual with equal income who is married to a spouse
who has no earnings or income.

While each of these goals is accepted as sound and fair, they
conflict with one another. Any tax system will violate any one of
these goals.

In the next portion of my prepared statement, I summarize the
historical development of the current law, but I would like to skip
that and continue with present law treatment, and then summa-
rize my statement to the end, if I may.

The current tax treatment reflects the progressive tax principle
and generally taxes the combined income of husband and wife
without distinction between one-earner and two-earner families,
except for the child care credit. Both marriage penalties and single
penalties exist in present law.

The marriage penalty is illustrated in table 2 of my testimony.
For example, if we look at the fourth row in that table, we find
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that if two single people, each with taxable incomes of $20,000,
marry, and they have a combined taxable income of $40,000, their
combined tax increases from $8,354 to $10,226 for a marriage pen-
alty of $1,872.

The marriage penalty is greatest when the income of the two
spouses are about equal. But we find that if the incomes are even
split 30/70 there is usually a penalty. When you get a split in
-income of something like 20/80 usually the tax system ends up
with a combined tax that is about the same-whether you are
married or single. But if one spouse has no income, then we have
often substantial single penalties, and this is illustrated in table 3
in my testimony.

Again, if we look at row four in that table, we find that if a
married couple with one earner, and with taxable income of
$20,000 divorces, and the earner continues to have taxable income
of $20,000, the earner's tax increases from $3,225 to $4,177 for a
single penalty of $952.

So under current law, as I said, we have both a marriage penalty
and a single penalty. According to the most recent tax return data,
there is a marriage penalty realized by a substantial number of
couples filing joint returns.

For tax year 1979, approximately 16 million couples were affect-
ed b a marriage penalty totaling $8.3 billion, while 24 million
couples experienced a marriage bonus. By filing a joint return,
they will pay lower taxes than if they filed single tax returns. The
marriage bonus was about $19 billion. These figures are outlined in
table 4.

The compromise between reducing the marriage penalty and the
single penalty is an uneasy one. The marriage penalty in particu-
lar has become one of the most widely criticized aspects of our
income tax. But as long as the first two goals, progressivity and
taxing the combined income are adhered to, the marriage penalty
cannot be reduced without the situation for single taxpayers be-
coming even worse.

If progressivity remains unchanged, any approach which allevi-
ates the marriage penalty and the single penalty must violate the
combined income goal. That is, there must be some differential in
the tax law between one- and two-earner married couples with the
same combined income.

The remaining portion of my testimony outlines five different
options for approaching the marriage penalty.

The first two options violate the combined income goal. The first
option would abandon joint returns, and require separate returns
by all married persons. This approach would also abandon the head
of household and the surviving spouse statuses, and abandon differ-
ential rate schedules for single persons and separate returns of
married couples. It would eliminate both the marriage penalty and
the single penalty.

This option, however, has the potential for creating serious tax-
payer compliance difficulties: The switch from joint return to sepa-
rate returns would effectively enid the pooling of income and de-
ductible expenses for married couples.

Pooling of income and expenses has long served as a major
simplification device. Under the option, complexities would be in-
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troduced. Each spouse would be taxed according to his or her own
income and expenses. Each spouse would have to determine annu-
ally his or her portion of ownership in jointly held income-produc-
ing property.

Assignment of income according to actual ownership could also
create a real incentive to reduce tax by shifting ownership to the
spouse with the least income. Some might view this as desirable on
social policy grounds. Others would not.

The potential for arbitrary allocation of exemptions and deduc-
tions would also exist. One possibility would be to prorate the total
amount of exemptions and deductions in accordance with the dis-
tribution of total income between the spouses.

I want to assure you that I believe it is possible, if we went
either to the first option, mandatory separate returns or the second
option, optional separate returns which is advocated by Senator
Mathias, to solve the technical problems of allocating property
income and earned income in closely held corporations, and of
allocating itemized deductions and personal exemptions. You could
develop rules to solve them. But they would involve some addition-
al complexity which has not always been fully taken into account.

To minimize the number of taxpayers under the option of man-
datory separate returns who have a tax increase, all taxpayers
could be allowed the use of the most beneficial tax rate schedule in
current law, that is the one for joint returns.

Although the $8 billion marriage penalty would be eliminated,
the marriage bonus would be increased by $9.7 billion, and single
persons and heads of households would receive tax cuts of $11.4
billion. Thus the revenue cost of mandatory separate returns, using
the current joint return rate schedule for all taxpayers, would be
$29.5 billion at 1979 income levels.

This high revenue cost of mandatory separate returns, I think we
recognize, is a serious drawback of this option which then turns me
to the second approach, optional separate returns.

Under optional separate returns, married couples who currently
file jointly would be permitted to file as single individuals. Heads
of households and surviving spouses would continue to use their
present rate schedules. The Mathias bill, S. 336, essentially follows
this approach.

Although this option effectively eliminates the marriage penalty,
it would not eliminate or reduce the marriage bonus or the single
penalty. Under this approach, those benefiting from the marriage
bonus, one-earner couples and two-earner couples with a low
earner, would not be made worse off except in a relative sense.
They would generally continue to file joint returns to take advan-
tage of the marriage bonus.

Optional separate return has some of the same difficulties as
noted with respect to mandatory separate returns, namely, in the
assignment of income and the allocation of deductions. In addition,
optional separate returns could seriously complicate taxpayer com-
pliance since many couples would have to compute their taxes two
ways to determine which way minimizes taxes.

The revenue costs of optional separate returns treated as single
persons would be $8.3 billion at 1979 income levels.
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A third option is to return to full income splitting, which was
effective between 1948 and 1969. Under this approach, the joint
rate schedule would have the same marginal tax rate as the single
rate schedule in current law, but the bracket width would be twice
as wide. The zero bracket amounts for joint returns, separate re-
turns, and single returns would remain as under present law.

This option is philosophically a direct opposite of mandatory and
optional separate return options discussed earlier. It retains the
family as the basic unit of taxation rather than the individual.
Each couple would continue to pool income and deductible ex-
penses, and would continue to divide their income equally for tax
purposes irrespective of actual division of income, but would use
the single person's rates.

This option would eliminate the marriage penalty due to the tax
rates, but not differing zero bracket amounts. It would recreate a
sizable single penalty, up to 42 percent compared to the 20 percent
under present law.

The revenue cost of income splitting on the present single rate
schedule would be $14.8 billion. It would provide a substantial tax
cut for married couples. Although it would not actually create a
tax increase for singles, it would increase the relative tax between
singles and marrieds.

Recognizing that a single penalty of 42 percent is notably too
high, it would be possible to reduce the progressivity of the margin-
al rate schedules, have full income splitting, and hold the single
penalty to no more than 25 percent.

That is to say, if you look at the four goals that I outlined at the
beginning, you ease up a little bit on progressivity compared to
present law, retain combined income reporting, hold the single
penalty to no more than 25 percent, a little higher than under
current law, and eliminate the marriage penalty. That strikes a
further compromise between the four goals.

If you take an option along these lines, the cost will be some-
thing like $23.3 billion in 1979 income levels, and even with such
substantial tax reductions, lower income single individuals would
receive no tax reduction.

A fourth alternative that your committee may want to consider
is partial income splitting by increasing the zero bracket amount
for joint returns to twice the amount for single persons. Separate
returns of married persons would have the same zero bracket
amount as that for single persons.

This option would reduce the marriage penalty by $2.1 billion,
and mostly for the lower income couples who do not itemize. It
recognizes that under current law the marriage penalty essentially
flows from two features in the tax law, the rate schedule and the
zero bracket amount. This option would eliminate the marriage
penalty with respect to the zero bracket amount by providing that
the zero bracket amount for married couples is twice the amount
for single individuals. If two people marry, their combined zero
bracket amount would not be decreased.

Of course, when two people marry, and only one of whom has
income, the option would provide a substantial marriage bonus.
Again, this reflects the conflict between the marriage penalty and
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the single penalty, and trying to strike the proper compromise. The
revenue cost would be $5.4 billion.

A fifth option is to provide a special deduction, or exclusion for
the second earner on a joint return. If your committee should find
too many complexities in the Mathias approach of optional sepa-
rate returns, or in mandatory separate returns, which require that
allocation of property income, earned income of closely held busi-
nesses and farms, personal exemptions and deductions, then an
alternative, sort of a rough justice kind of approach to reducing the
marriage penalty problem, is to provide a special deduction or
credit based on the earnings of the second earner.

It would be a simpler option in terms of compliance and adminis-
tration than the optional separate return. A deduction from adjust-
ed gross income of some portion of the lower earning spouse's
income would be allowed. For example, the Gravel bill. S. 1247,
would provide a 20-percent deduction up to $20,000 of the spouse's
earnings, and the Sasser bill, S. 1877, would provide a 20-percent
reduction up to $20,000 earnings.

Depending on the deduction levels, this scheme would partially
alleviate the marriage penalty. It would only give relief among
two-earner couples. It would not alleviate any marriage penalty
among two-earner couples resulting from investment income.

The drawback of this option is that some couples would receive
tax relief in excesss of their marriage penalty under present law.
Therefore, an evaluation of this approach should include examina-
tion of how the total revenue loss should be allocated between the
reduction of the marriage penalty and increase the marriage bonus
or single penalty..

Consider, for illustrative purposes, a deduction equal to 10 per-
cent of the first $20,000 of income of the lower earning spouse,
essentially Senator Gravel's bill. The revenue cost would be $3.5
billion at 1979 income levels. About 79 percent of the total cost
would be allocated to reducing the marriage penalty, and about 21
percent would be allocated to increasing the marriage bonus. The
10-percent deduction would eliminate about 34 percent of the mar-
riage penalty under present law.

Mr. Chairman, I do not believe at this time that it is possible to
commend one of these five approaches as clearly being superior to
all the others. I believe that careful consideration should be given
at the time a tax cut bill is adopted to these various approaches to
reducing the marriage penalty, but I am sure that you have found
in the tax cut hearings that your full committee has been holding,
and that the House Committee on Ways and Means has been
holding, there are a number of tax policy options that deserve very
serious and very careful consideration. Choices must be made.
Thank you.

Senator BYRD. Mr. Sunley, couldn't you give the committee some
guidance as to which is the better approach. Is it the Mathias
approach? Is it the Sasser approach? Is it the Gravel approach? Or,
the other approaches? Can't you give us some guidance as to direc-
tion?

Mr. SUNLEY. I think that a good case can be made for both the
Mathias approach, or the Gravel approach. I think it depends on
some tradeoffs between how much complexity you want to add to
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the tax law, and how completely you want to solve the marriage
penalty.

At this time, I am not prepared to recommend one approach as
being superior to all the other approaches.

Senator BYRD. Do you favor the Mathias proposal?
Mr. SUNLEY. I am not today prepared to endorse nor is the

administration prepared to endorse any single approach.
Senator BYRD. Do you favor the Sasser approach?
Mr. SuNLEY. The same response.
Senator BYRD. Do you favor the Gravel approach?
Mr. SUNLEY. The same response.
Senator BYRD. Do you favor any approach to curing the marriage

penalty?
Mr. SUNLEY. As I indicated, Senator Byrd, it is important that

when Congress enacts a tax cut'that careful consideration be given
to this issue. But at this particular juncture, I am not prepared to
recommend one approach.

Senator BYRD. You are not prepared to recommend any ap-
proach.

Mr. SUNLEY. That is correct.
I have tried to outline in my testimony essentially what the hard

choices are that have to be made in choosing among the alterna-
tives. Senator Mathias outlined his option for you, and I think he
well recognizes that in this very difficult area a choice involves
compromising among, goals which conflict with each other. You
need to strike a balance between these various goals.

It is a very judgmental issue. Your committee by holding these
hearings, and gaging the views of interested groups, can move the
debate along toward a solution to this problem.

In having met with large numbers of taxpayers, and having long
considered this issue, we have found that there is no general con-
sensus. I have been involved in this debate since 1969 when the
previous administration recommended cutting the tax rates for
single individuals to reduce the so-called single penalty.

Senator BYRD. This is a very difficult problem to solve.
Mr. SUNLEY. Yes, it is.
Senator BYRD. It is like punching in a balloon, you might punch

it in here, but it comes out somewhere else. You don't get that
hump out of it without getting a hump somewhere else. It is a very
difficult situation. You have just said, you have been working on
this since 1969, and that is 11 years. So it seems to me that if there
is any reasonable solution, or reasonable approach, in that 11-year
period you would have some suggestions to make to us as to the
best way to proceed.

Mr. SUNLEY. Mr. Chairman, I tried in my testimony to outline
some of the issues surrounding the choices.

Senator BYRD. We know the issues.
Mr. SUNLEY. I think that in making a decision, you have to

decide first, should the family be the basic unit of taxation, or
should the individual be the basic unit.

Senator BYRD. Which do you think should be the basic unit?
Mr. SUNLEY. I personally think that a tax system with the family

as the basic unit of taxation is superior. But it involves retaining
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some marriage penalty. There is a lot of complexity in changing to
the individual as the basic unit of taxation.

Many of the witnesses that you will hear today are going to
suggest that the two-earner family deserves a special tax break,
and they have a very strong case. But I can tell you that I have
often had a very difficult time trying to explain to a one-earner
couple why the couple next door, which has the advantage of two
incomes, should also get what will appear to be a special tax
treatment.

We can argue, on equity grounds, that the current law often
creates a penalty in getting married, and that there is also an
efficiency case to be made in view of the impact of the law on two-
earner couples and labor force participation rates. Nonetheless, it
is just very hard to explain to the woman who stays at home and
takes care of the children, why the woman who lives next door,
who brings in a second income to the family, should get a special
deduction or a lower tax rate than what they get.

Senator BYRD. You are quite right. I guess what you are really
saying is that there is no good solution to it.

Mr. SUNLEY. That is right, and sometimes some solutions tend to
be worse than others.

Senator BYRD. So it is what is the least bad solution.
Mr. SUNLEY. That is right.
Senator BYRD. It reminds me of Vietnam. There was no good

solution there, and it was what was the least bad solution.
Senator Packwood.
Senator PACKWOOD. It seems to me that the only answer you

have, if you want to eliminate all the humps, is to get rid of the
progressivity.

Mr. SUNLEY. That is true, actually, Senator Packwood.
Senator PACKWOOD. Let everybody pay the lowest possible tax, no

matter what their status, married or single.
Mr. SUNLEY. A flat rate tax goes a long way toward solving the

marriage penalty and the single penalty. But I think progressivity
is a goal that is widely shared in our political system.

I did try to outline that by sacrificing that goal some, you can
retain combined joint returns and solve the marriage penalty and
keep the single penalty under control. That is one kind of approach
to go, but it would require sacrificing something on the progressiv-
ity side.

That again, as you well know, is a very strong value judgment. I
think there is general agreement on all sides of the political spec-
trum that the tax system ought to be progressive. The issue really
is, how progressive. On that, I am afraid, there is very little agree-
ment.

Senator PACKWOOD. Let me congratulate you on a good state-
ment. I think you are probably wise not to offer any suggestions on
it. It is a legitimate, genuine, political question, and Congress
should address it. I think I know which way we would tilt, but you
are right, no matter which way you tilt somebody else is going to
be slightly more or less discriminated against than they are now. I
am not sure that there is going to be an equitable solution that will
satisfy everybody. I

I have no further questions, Mr. Chairman.

68-882 0-80-9
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Senator BYRD. Senator Dole.
Senator DoLE. On page 22, Mr. Sunley, you indicate, "In the

process of developing a tax cut proposal, the administration will
give serious consideration to the marriage penalty issue." Can I
assume that you are in the process of developing a tax cut proposal
now?

Mr. SUNLEY. Senator Dole, the Treasury has been in the process
of developing a tax cut proposal since you completed action on the
1978 Revenue Act. I don't think that it is any secret that the
Treasury always has on the shelf a number of proposals in that
area.

Careful consideration was given last fall to including tax reduc-
tions in the budget that was produced last January. The economic
circumstances suggested that that would be an unwise course of
action. Needless to say, we had some ideas ready to show to the
policymakers, and we have more ideas ready today than we had
last fall.

Senator DoLE. Do you have any that we are not aware of?.
Mr. SUNLEY. I don't believe so. I think that most of the areas

that we have been working in, or thinking about-marriage penal-
ty, depreciation-you are well aware of.

Senator DOLE. So this is not a shift in administration policy, and
you are not saying that we should have a tax cut enacted this year
effective next year.

Mr. SUNLEY. The administration position, as stated by Secretary
Miller, is that we should not enact a tax cut before the election.

Senator DoLE. That was a couple of weeks ago. -_

Mr. SUNLEY. That is still the position. [Laughter.]
Senator DoLE. In that process, you are considering the marriage

penalty, and also the single penalty, and all the other insoluble
problems that you have discussed in your statement.

Mr. SUNLEY. Yes. In the testimony that Secretary Miller gave
before your full committee about,2 weeks ago, he mentioned the
marriage penalty as one of the items to be given consideration. He
also discussed various alternatives of offsetting the social security
tax increase, and the depreciation changes.

Senator DOLE. I appreciate your statement. I know it is a very
difficult area. I don't have any further questions.

Senator BYRD. Just one question, Mr. Sunley. I think in your
statement you state that the penalty for single individuals now is
roughly 20 percent. What is the so-called marriage penalty now
percentagewise?

Mr. SUNLEY. That always depends a little bit on how you are
measuring it. Ignoring the zero-bracket effect, and just looking to
the rate schedule, it is around a range of 20 percent. You may be

-able to construct more extreme examples, but just considering the
rate schedules, it is about 20 percent.

Senator BYRD. Roughly the same as the single penalty.
Mr. SUNLEY. We do hear, and I am sure you do, too, from

taxpayers who are single, who write each year as they file their tax
return, if they were married their taxes would go down and they
are discriminated against. We get about an equal amount of mail
from two-earner families who say that if they had remained single
their taxes would go down.
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The only group that is happy, if they are happy at all, is the one-
earner family.

Senator BYRD. I am not sure that they are particularly happy
with the rate of the taxation today.

Mr. SUNLEY. They are not particularly happy, but at least they
can't improve their tax situation by becoming single.

Senator BYRD. In the mail that you receive, you have one advan-
tage over us, and that is that you don't have to face the electorate.

Mr. SUNLEY. I personally don't have to face it, but there are
those in the executive branch who do.

Senator BYRD. Senator Dole.
Senator DoLE. I think there was an article in the Wall Street

Journal a while back, "Living in Sin Pays." It said a lot of people
get married at the end of the year for the bonus; and, on the other
hand, a lot get divorced at the end of the year and remarry. Is that
widespread, or is that just a good story?

Mr. SUNLEY. I don t believe that getting married and getting
divorced each year for tax purposes is widespread, although you
are going to hear from one couple who has engaged in this practice.

Nesting arrangements in this country have become a little less
formal than they may have been some years ago, and this is due to
probably a number of factors of which tax may be not the most
important, though tax may be playing a role in some special cases.
Though it is a legitimate concern, I don't think that if you elimi-
nate the marriage penalty that you are going to eliminate some of
these informal arrangements that exist.

Senator DoLE. You don't have any records on how widespread
either might be? Some people have a penalty for having brothers.
Other people have a penalty for merely being married.

Mr. SUNLEY. Senator Dole, let me put something in the record.
I have seen data on sort of the number of households of unmar-

ried individuals, and how that has grown in the recent census.
There is some indication that the less formal relationships are
more frequent today than they were some years ago. I am sure that
some of those who appear here will have that in their testimony.

Senator BYRD. Thank you, Mr. Sunley.
If you have any further thoughts, the committee will be very

glad to have any additional information, suggestions, and recom-
mendations that you might have.

[The prepared statement of Mr. Sunley follows:]
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TAX TREATMENT OF MARRIED AND SINGLE TAXPAYERS

Mr. Chairman, and Members of this Subcommittee:

The Treasury welcomes the opportunity to testify on the
tax treatment of married couples and single individuals.
This subject raises some of the most important issues in
income tax policy and some of the most difficult to resolve.
The Congress and the Executive Branch have wrestled with
these issues since the establishment of the Federal income
tax in 1913. The issues involve basic questions: Is the
individual or the family the appropriate unit of taxation?
Should the different circumstances of a family with one
earner and a family with two earners be recognized? Should
the special circumstance of a single person who maintains a
household for children or other persons be recognized?

As it stands today, the tax law gives rise to tax
increases and tax decreases when a marriage takes place and
when a marriage is dissolved by reason of divorce or death.
These tax consequences add to public concern about the
fairness of the tax system. They also create concerns about
the tax system's economic efficiency. For example, second
earners among married couples and single persons are faced
with greater work disincentives than are primary earners
among married couples.

M-621
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Equity Considerations

Tax policy has been guided by four important and
widely-accepted goals in the tax treatment of the family and
single individuals.

First, the income tax should be a progressive tax based
on ability-to-pay -The average tax rate should rise as
income rises. A single individual with the same income as
two individuals should pay more tax because that individual
has more ability-to-pay. For example, more tax should be
-collected from a single.person earning $20,000 than should be
collected from two single persons earning $10,000 each.

- Second, married couples with equal combined income
should pay the same tax. No distinction should be made among
married couples on the basis of how much of their combined
income is earned by each spouse. For example, all married
couples with total incomes of $20,000 should pay the same
tax, regardless of whether one spouse earns all of.the income
or each spouse earns half or differing portions.

Third, a tax penalty should not be imposed on marriage.
Two single indivi uals MUouMnot pay a higher tax as a
result of marriage. For example, a man and woman earning
$10,000 each should both pay the same tax whether they are
married or single.

Fourth, a tax penalty should not be imposed on becoming
or sta in sin le. A single person should not pay more tax
han another Individual with equal income who is married to a

spouse who has no earnings or income. Conversely, a couple
should not pay higher taxes as a result of divorce. For
example, a married couple with both sp'uses earning $10,000
each should pay the same tax as two single persons both
earning $10,000.

While each of these goals is accepted as sound and fair,
they conflict with one another. Any tax system will violate
one or more of these goals. For example, if the second,
third, and fourth goals are achieved in a tax system the tax
cannot be progressive.

1. Historical Development of Current Law

The history of the tax treatment of the family and
single persons provides ample evidence of this conflict. The
conflict Is at the root of the issues under examination in
present tax law.
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a. Rates. Between 1913 and 1948, the tax law
recognized "he individual as the unit of taxation. The tax
system thus conformed with all the goals except the second,
which requires the taxing of the combined incomes of the
married couple. Consequently, couples with the same combined
income had different tax liabilities.

Different treatment of couples with the same combined
income was exacerbated by legal reallocation of property and
income in "community property" States and by the ability of
couples in other States to minimize taxes by reallocating
property income. In 1948, the law was changed to allow the
combining of incomes and *income splitting*, that Is, each
spouse was presumed to have an equal amount of income whether
or not that was the actual case. However, as a consequence
of that decision, single taxpayers were required to pay more
tax than most married couples with the same income. Looked
at another way, a marriage bonus was introduced into the tax
system in 1948.

The single penalty introduced in 1948 was most
conspicuous in the case of single taxpayers with children --
typically a widowed or divorced parent. In 1951, therefore,
a special category of head of household was introduced. Tax
rates for heads of household were set half-way between those
of single persons and married couples. This was a compromise
between the single individual's tax and the married couple's
tax.

After 1948, there was a substantial tax increase for
many earners who were made single due to the death of a
spouse; for these taxpayers, the benefit of income splitting
was immediately lost. Therefore, the law was changed in 1954
to allow a surviving spouse who maintains a household for a
dependent child to continue to obtain the benefits of income
splitting for two years after the year of death of the
spouse. After that period, the surviving spouse followed
normal rules to determine whether he or she would file as a
"head of household" or a single person.

A continuing concern about the single penalty (or the
marriage bonus) led to enactment of lower rates for single
persons effective in 1971. Since the rates for married
couples were not changed, the benefit of income splitting was
effectively eliminated at most income levels. A substantial
marriage penalty was introduced; many two-earner families
could pay lower taxes if they were single. To prevent
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two-earner married couples from taking advantage of the new
single person rates, married couples were required to use the
pre-1971 rate schedule for single persons if they filed
separate returns.

The concern about the substantial marriage penalty
introduced by the 1971 legislation led to a small reduction
of the marriage penalty in 1979 when new rate schedules were
introduced.

These actions since 1913 reflect decisions on the unit
of taxation and the applicable tax rate schedules. The issue
is even more complicated because of actions with respect to
other Code provisions, such as the standard deduction, the
low-income allowance, the zero bracket amount, and the child
care deduction and credit.

b. Other Code Provisions. Prior to the Tax Reduction
Act of 1975, two sIngle persons could claim two standard
deductions or low-income allowances. If they married,
however, they could claim only one. In the 1975 legislation,
the low-income allowance and the maximum standard deduction
allowed married taxpayers was made higher for married couples
filing jointly than for single individuals. This reduced the
marriage penalty but it also increased the single penalty. A
single individual who married another individual with no
income claimed a larger standard deduction than the amount
claimed as a single individual.

In 1977, legislation repealed the standard deduction and
introduced the zero bracket amount in all rate schedules. It
provided that a certain amount of taxable Income is subject
to a tax rate of zero percent. The enactment of the zero
bracket amount represented a compromise between reducing the
marriage penalty and reducing the single penalty. The zero
bracket amount currently Is $2,300 for a single person (and
head of household) and $3,400 for a married couple (and a
surviving spouse). To the extent that a married two-earner
couple has a smaller zero bracket ($3,400) amount than twice
the single earners' amount ($4,600) there is a marriage
penalty. To the extent that a married one-earner couple has
a larger zero bracket amount ($3,400) than that of a single
person ($2,300), there is a single penalty.

In all of these actions -- defining the tax unit,
prescrtibing appropriate rate schedules, providing zero
racket amounts- tax policy (since 1948) has accepted the

first two goals -- progressivity and the taxation of combined
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incomes of married couples -- and has attempted to compromise
the inconsistency between the marriage penalty and the single
penalty.

As a result of these actions the Internal Revenue Code
contains four different rate schedules for the individual
income tax. Schedule X is used by almost 40 million single
persons. Schedule Y (Part 1) is used by almost 46 million
married couples filing joint returns (and surviving spouses).
Schedule Y (Part 2) is used by 1.4 million married persons
filing separate returns. Schedule Z is used by 6.3 million
single persons who qualify as heads of households. Each
schedule contains a "zero brackets and positive rates ranging
from 14 to 70 percent. (See Table 1.)

Some limited recognition has also been given in past
legislation to certain additional costs of earning income in
the case of two-earners (and also a single person) who have
children. In the 1954 legislation, a limited child care
deduction was made available to married couples and single
persons with incomes less than $6,000. The deduction was
expanded in both the 1971 and 1975 legisltation, and in the
1976 legislation, the deduction was replaced with a credit
equal to 20 percent of the first $2,000 of child care
expenses for one child and the first $4,000 of such expenses
for two children. The income limit also was removed. The
child care credit can be viewed as a possible offset for the
marriage penalty in the case of two-earner families with
children. This is particularly true since the credit is not
strictly limited to child care. The housekeeper often cleans
the house and does the laundry. For a two-earner family
without children these same costs may be incurred in order
for the second earner to enter the labor force, but the costs
receive no special tax benefit under present law.

That is briefly the legislative history on attempts to
resolve the issues. Let's look more specifically at present
law and at the dimensions of the problem.

2. Present Law
The current tax treatment reflects the progressive tax

and generally taxes the combined income of husband and wife
without dist i ,'.tion between one-earner and two-earner
families, except for the child care credit. Both marriage
penalties and single penalties exist in present law. Two
wage earners who are married often pay more tax than they
would if they were single. A single person often pays more
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Table i

Summary of the 1979 Rate Schedules

Number of I AMOunt
Schedule in : * Returns Using 2 of Zero
Form 1040 : Taxpayers : Schedule Bracket
Instructions Covered : in 1975 1/ a in 1979

Schedule X Single per- 39.6 million $2,300
sons other
than heads
of house-
holds

Schedule Y Joint re- 45.7 million $3,400
(part 1) turns of

married
couples,
and certain
surviving
spouses

Schedule Y Separate 1.4 million $1,700
(part 2) returns

of married
persons

Schedule Z Unmarried 6.3 million $2,300
heads of
households

Office of the Secretary of the-Treasury August5, 1980

Office of Tax Analysis

l_/ Total Individual Returns, 93.0 million.



134

tax than a married couple with the same income. The
two-earner couple pays the same tax as the one-earner couple
having the same total income. Except for the child care
credit, the law ignores the additional costs incurred in
earning income in the twn-earner case.

a. Marriage Penalty. If two persons with independent
incomes marry, they often have to pay a higher tax. For
example, assume two persons each have taxable incomes of
$15,000 (after subtracting their exemptions) and assume they
do not itemize their deductions. If they file as single
individuals, they each must pay $2,605 in tax. Their
combined tax t therefore $5,210. If they marry and file a
joint return, their taxable income is $30,000, and their tax
(from schedule Y) Is $6,238. In this case, their marriage
penalty in $1,028. (See Table 2 for examples of marriage
penalties for selected levels of taxable income.)

However, it is not necessary that the two individual
incomes be equal in order for a marriage penalty to arise.
Suppose that the two persons have taxable incomes of $22,000
and $8,000, adding up to the same combined taxable income of
$30,000. Filing as single persons, their respective taxes
are $4,857 and $977, for a total tax of $5,834. If they
marry and file jointly, their tax is $6,238, for a marriage
penalty of $404. If the income is divided more unevenly, the
marriage penalty will be smaller, or the couple may even save
tax by marriage. Roughly speaking, the marriage penalty
affects couples where the spouse with the lower earnings
contributes at least 20 percent of the combined income.

Married persons may file separately if they wish, but
they must use the highest of the four rate ahedules, and
other special provisions occur throughout the Code to prevent
them from saving tax in this way. As a consequence, the
option for a married couple to file separate returns is not a
defense against the marriage penalty.

b. Single Eenalty. A single taxpayer often pays more tax
than a marriea couple with the same income. For example,'a
single person with a taxable income of $15,000 pays $2,605
tax. But if a married couple has the same taxable income,
even if it is all earned by one spouse, their tax is $2,055.
In this case, the single person pays 27 percent more tax.
(See.Table 3 for examples of single penalties at selected
levels of taxable income.)



Table 2

Married Penalties in Current Law

4

If two single ...marry, amd ... their : ...for a
people, each with: have a combined : combined : .. to.. : marriage
taxable incomes : taxable income : tax increases : penalty

of..... : of... : from... : : of...

$ 5,000

10,000

15,000

20,000

30,000

$10,000

20,000

30,000

40,000

6C,000

$ 844

2,774

5,210

8,354

15,924

$ 1,062

3,225

6,238

10,226

19,678

$ 218

451

1,028

1,872

3,754

Office of the Secretary of the Treasury
Office of Tax Analysis August 5, 1980

*Taxable income" is total income minus exemptions of $3,000 per person.

co
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Table 3

Single Penalties in Current Law

If married . .. divorces
couple with : and the
one earner earner ... the
and with continues earner's tax .... to.... ... for a
taxable to have increases . single
income taxable from... . penalty
of... income of... of...

$ 5,000 $ 5,000 $ 224 $ 422 $ 198

10,000 10,000 1,062 1,387 325.

15,000 15,000 2,055 2,605 550

20,000 20,000 3,225 4,177 952

30,000 30,000 6,238 7,962 1,724

Office of the Secretary of -the Treasury August 5, 1980
Office of Tax Analysis

"Taxable income" is total income minus exemptions of $1000 per person.
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These examples of the marriage and single penalties only
take account of the differing rate schedules and zero bracket
amounts. There are a large number of other provisions that
impact on the tax treatment of married and single people. In
some cases, single individuals and married couples filing
jointly are subject to the same dollar limitations. Examples
are the $3,000 capital loss limitation and the maximum
expenditures qualifying for the residential energy credit.
In other cases, such as the interest and dividend exclusion,
the limitation for married couples filing jointly is twice
that of single individuals. There are also cases where the
limitation for married couples filing jointly are higher than
that for single individuals but not twice as high. Examples
include the maximum base and the beginning of the income
phase out for the credit for the elderly. Also, in order to
claim the earned income credit, the credit for the elderly,
and the disability income exclusion, married couples
generally are required to file jointly. These credits are
phased out based on combined income.

Economic Considerations

The current tax treatment of the second earners (or
secondary-investors) among married couples tends to distort
decisions about labor market entry choices, about choices
among occupations, about investment in education and
training, and about investment in risk capital. This follows
from the fact that second earners under the present system of
combined income on joint returns face higher marginal tax
rates than the rates faced by their spouses who are the
primary earners or the rates faced by single persons. The
argument can be made that the marginal tax rates of secondary
earners -- typically women -- should be lower not higher than
that of single women and married men. It is generally agreed
that married women have substantial discretion over their
labor market activity, that is, they have a substantially
higher elasticity of supply of labor than do single persons
or married men. Thus, economic efficiency would be served if
the marginal tax rates of secondary earners were lower than
present rates. Economic efficiency in this sense means a
reduction in the economic loss to society created by this
distortion in labor force activity of married women.

Dimensions of the Problem

The marriage penalty and single penalty have become nore
serious issues as a result of increasing rates of divorce and
cohabitation of unmarried couples, and the two-earner married



138

couple problem also has become a more serious issue as a
result of increasing labor force participation by wives.

The most recent tax return data indicate that a marriage
penalty is realized by a substantial number of couples filing
joint tax returns. For tax year 1979, approximately 16
million will be affected by a marriage penalty totalling $8.3
billion, while 24 million will experience a marriage bonus of
$19 billion.!/ (See Table 4.)

Labor force participation rates of wives of married
couples since 1940 demonstrate the substantial growth of
two-earner families. (See Table 5.) The participation rate
by wives increased more than 300 percent since 1940. The
one-earner couple is no longer the predominant case.
According to Census data, in 1940 the one-earner couple
accounted for almost two-thirds of all households. In 1978P
the one-earner couple accounted for only about one-third.

Basic Options

The compromise between reducing the marriage penalty and
the single penalty is always an uneasy one. The marriage
penalty, in particular, has become one of the most widely
criticized aspects of our income tax. But as long as the
first two goals -- progressivity and taxing combined income
-- are adhered to, the marriage penalty cannot be reduced
without making the situation for single taxpayers even worse.
If progressivity remains unchanged, any approach which
alleviates both the marriage penalty and the single penalty
must violate the combined income goal, that is, there must be
some differential in the tax law between one-earner and
two-earner married couples.

ane in making these estimates, it is assumed that exemptions
and deductible expenses are allocated in proportion to each
spouse's income. However, one spouse may itemize while the
other spouse may use the zero bracket amount* but the
latter's deductible expenses are not assumed to be shifted to
the itemizing spouse. Had it been assumed that each couple
engages in ax minimization by allocating deductions, the
number with a marriage penalty will be an estimated 18
million and the penalty will amount to an estimated $13
billion at 1979 income levels.



Table 4

Distribution of Marriage Penalty and Marriage Bonus

by Income Class under Present Lev iv

(1979 lew, 1979 Income Levels)

~peded :Marriage ?malty Mariage Dome
income • Number : verage Number : Average
class : of : Aimount : marriage of : Aount : meSls.a

returns : Penalty returns UNILy
($000) (thousands) (U millions) (dollars) (thousands) (U millions) (dollars)

Less than 10 655 $ 83 $ 124 4,120 $ 1,063 $ 258

10 - 15 2,058 437 212 3,940 1,439 365

15 - 20 3,207 908 283 3,65(6 1,809 496

20 - 30 6,416 2,350 366 6,196 4,632 748

30 - 50 2,867 2,465, 860 4,412 5,755 1,304

50 - 100 527 1,179 2,235 1,297 3,303 2,548

100 - 200 123 494 4,018 185 764 4,127

200 and over 54 424 7,909 26 395 15,207

Total 1596 $8,34 $ 524 13,-87 f$ti,160 $*i0
Office of the Secretary of the Treasury August 5, 1980

Office of Tax Analysis

Note: Details may not produce totals due to rounding.

Jj Dependent xemptios and deductible expenses are allocated to each spouse
in proportion to each spouds income and not in accordance with tax
min - ing behavior.
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Table 5

-Labor Force Participation Rates of Wives
of Married Couples

1940 - 1978

Date Participation Rates

(Percent)

1940 14.7%

1950 23.8

1960 30.5

1970 40.8

1971 40.8

1972 41.5

1973 42.2

1974 43.0

1975 44.4

1976 45.0

1977 46.6

1978 47.6

Office of the Secretary of the Treasury A aqust 5, 1980
Office of Tax Analysis

Source: U.S. Bureau of Labor Statistics.
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Critics of the combined income goal argue that an
economic difference justifies such a distinction: one-earner
couples have the benefit of a full-time homemaker. Although
the homemaker's services in the home are not measured in
dollars, fhey do increase a couple's economic well-being and
ability-tn-pay. Two-earner couples do not have that
advantage, and, arguably, this should result in a lower tax
liability. According to a recent OECD survey, every
industrialized nation with an income tax, except the United
States, distinguishes between one-earner and two-earner
couples, and even in the United States, the child care credit
may be viewed as a distinction between one-earner couples
without children and tto-earner couples with children. It ts
one thing, of course, to support such a distinction and quite
another to agree on what form it should take.

1. Abandon Joint Returns: Require Separate Returns by
Married Persons

One option is to abandon joint returns and income
splitting and to require separate returns by married persons.
This approach would also abandon head of household and
surviving spouse statuses and abandon differential rate
schedules for single persons and separate returns of married
couples. Incidentally, most experts agree that Congress can
require that each married person pay tax on his or her own
income, determined without regard to State community property
laws.

This option would eliminate both the marriage penalty
and the single penalty. Only the combined income goal would
be violated, as was the case in the pre-1948 income tax. The
administrative convenience of joint returns could be retained
by allowing married couples to file their "separate* returns
on two parts of the same standard form, as is now done in
some State income tax systems.

The option, however, has the potential for creating
serious taxpayer compliance difficulties. The switch from
joint returns to separate returns would effectively end the
pooling of income and deductible expenses by married couples.
Pooling of income and expenses has long served as a major
simplification device. Under the options, each spouse would-
be taxed according to his or her own income and expenses.
Each spouse would have to determine .annually his and her
proportion of ownership in jointly held income producing

68482 0-80-10
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'property. Determining the share of ownership often would not
be a one time determination because spousal shares of
ownership change as for example in the process of annual
mortgage amortization, if one or the other spouse makes the
payment. Special rules would be needed for trusts where one
spouse receives the income from a property and the other
spouse retains a reversionary interest in the property.

Assignment of income according to actual ownership could
also create a real incentive to reduce tax by shifting
ownership to spouse with the least income. It is noteworthy
that some might view this as desirable on social policy
grounds.

An alternative to assigning property income on the basis
of ownership would be to use an arbitrary rule. One
possibility would be the assign property income to the spouse
with the most income. This might be considered unfair
because property income would be taxed at higher marginal tax
rates. There are, of course, many other possibilities for
assignment of property income. Property income could be
split on a 50/50 basis, even though this rule would treat
property income more favorably than earned income.

As for assignment of earnings, it appears best to assign
such income on the basis of actual earnings of the spouses,
even though families engaged in closely-held businesses and
farms, could allocate earnings to a lower earning spouse
rather arbitrarily.

The potential for arbitrary allocation of exemptions and
deductions would also exist. One possibility would be to
prorate the total amount of exemptions and deductions in
accordance with the distribution of total income between the
spouses.j/

Another drawback of the mandatory option is its impact
on tax burdens. Although the marriage and single penalties
now created by differential rate schedules would be
eliminated, tax burdens of individual taxpayers in terms of

r It should be noted that the revenue estimates for this
option and others which follow assume, where necessary, the
50/50 assignment rule for property income, the actual
earnings rule for earned income, and the prorated allocation
of exemptions and deductions according to total income.
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tax increases or tax decreases would depend on the rate
schedule chosen. For example, if mandatory separate returns
were required to use the current single person's rate
schedule (and if heads of households and surviving spouses
were also required to do so), almost all one-earner couples
now receiving marriage bonuses, heads of households, and
surviving spouses would have tax increases and some
two-earner couples would have tax increases also. On the
other hand, many two-earner families would have tax
reductions. The tax increases in this approach would
probably be unacceptable and other alternatives need to be
considered.

To minimize the number of taxpayers who would have a tax
increase, all taxpayers could be allowed the use of the most
beneficial tax rate schedule in the law -- that is the one
for joint returns. Although the $8.3 billion marriage
penalty would be eliminated, the marriage bonus would be
increased by $9.7 billion. Single persons and heads of
household would receive tax cuts of $11.4 billion. The
revenue cost of mandatory separate returns using the current
joint return rate schedule would be $29.5 billion at 1979
income levels. (See Table 6.) The high revenue cost of
mandatory separate returns is a serious drawback of this
option.

2. Optional Separate Returns

A less costly alternative to mandatory separate returns
would be to provide couples an option of filing jointly, as
under present law, or filing separate returns as single
persons. Heads of households and surviving spouses ;ould
con nue to use their present rate schedules. The Mathias
bill, S. 336, essentially follows this approach.

Although this option effectively eliminates the marriage
penalty, it would not eliminate or reduce the marriage bonus
(or single penalty). Under this approach, those benefitting
from the marriage bonus (one-earner couples and two-earner
couples with a low earner) would not be made worse of f,
except in a relative sense. They would generally continue to
file Joint returns to take advantage of the marriage bonus.

SOptional separate returns has some of the same
difficulties just noted with respect to mandatory separate
returns, namely in the assignment of income and allocation of
deductions. In addition, optional separate returns could
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TabiA 6

Rvenue Wfects of Alterativeu lldocit "selo Penalty

nd Redoe st in ra Femlaty 1/

(1979 Law. 1979 Leves)

(blmies)

: m: To-ealt couples: :Rotor to full t rucueas aeo bracket
tAmdry 0ptiamitl I Doduction 10 1 of 1 0c06 split- I moqmat for Joint

:jeirete trate retus :Sprate res . :flrit $10000 earsing 1l usains returns to $4.600
:ia tetrn ftes alale per. rates :of loVest "uing poose present sigle for separate roturu
.foa hll tapayers 0 1 (Cravel) t POVoa Wat 9 to $2.300i I G J~(mthese) i, ,,

Current low

MPault7 ...... 8.3 a.3 .3 6.3 8.3

Cost of alternative:

Married couples
Reduction In

penalt . . 6.3 . 0 4 4 2.1
Increase to

bo ....... 9.7 - 0.? 10.4 3.2

loade-of house-
olds ........ 1.2 -

Snle Widvid-
UlS ......... 10.2 - --

Total coot of
alternative ... 171 17 i,--

penalty ...... 0.0 0.0 5.6 4.0 6.2

PsremtageO reue
tins in Rin los
pomalty .. ,. 100.01 100.0 34.0 52.42 25.72

Office of the Secretary of the rossry August S. 198a

Office of Ta Aulysis

ue: Dltails my stadd to otal"S &a to Im'aia.

1/ Depeodoot mmntLt and dducuKblo eapesoso an allocated to each eauan Ia proportLn
to each spouse's Lucrne and not ta acordance wit ana ln be lot.
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seriously complicate taxpayer compliance since many couples
would have to compute taxes two ways to determine which way
minimizes taxes.

The revenue cost of optional separate returns treated as
single persons would be $8.3 billion at 1979 income levels.
(See Table 6.)

3. Return to full Income Splitting

Another option is to return to full income splitting*
which was effective between 1948 and 1969. Under this
approach, the joint rate schedule would have the same
marginal tax rates as the single rate schedule in current
law, but the bracket widths would be twice as wide. The zero
bracket amounts for joint returns, separate returns, and
single returns would remain as under present law.

This option is philosophically the direct opposite of
the mandatory or optional separate returns options discussed
earlier. It retains the family as the basic unit of taxation
rather than the individual. Each couple would continue to
pool income and deductible expenses, would continue to divide
their income equally for tax purposes irrespective of actual
division of income, but would use single person's rates.

This option would eliminate the marriage penalty due to
tax rates but not differing zero bracket amounts. It would
recreate a sizable single penalty -- up to 42 percent,
compared to up to 20 percent under present law. The single
penalty was extremely controversial in the pre-1969 era until
reduced to 20 percent by the 1969 Tax Act. The option would
also ignore the one earner, two earner couple issue; all
pooled income would continue to be taxed the same,
irrespective of the actual division among spouses.

Although the option would reduce the $8.3 billion
marriage penalty by $4.4 billion, it would substantially
increase the single penalty (marriage bonus) by $10.4
billion. The revenue cost of income splitting (based on
present single rate schedule) would be $14.8 billion at 1979
income levels. It would provide a substantial tax cut for
marrieds. Although it would not actually create a tax
increase for singles, it would increase relative tax between
singles and married.
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Recognizing that a single penalty of 42 percent is
notably too high, it would be possible to reduce the
progressivity of the marginal rate schedules (See Table 7),
ave full income splitting and hold the single penalty to no

more than 25 percent. An option along these lines, however,
would cost $23.3 billion at 1979 income levels, and even
with such substantial tax reductions lower income single
individuals would receive no tax reduction.

4. Partial Income Splitting: Zero Bracket amount for Joint
Returns Twice That of Single Person's

Another option would be to provide partial income
splitting by increasing the $3,400 zero bracket amount for
joint returns to $4,600, which would make it twice the amount
now allowed single persons. Separate returns of married
couples would have the same zero bracket amount, $2,300, as
that for single persons.

The effect of this approach would be in the same
direction as option 3 but considerably more modest. The
option would reduce the marriage penalty by $2.1 billion
mostly for lower-income couples who do not itemize. (See
Table 8.) It would increase the single penalty (marriage'
bonus) by $3.2 billion. The revenue cost would be $5.4
billion. (See Table 6).

5. Special Deduction or Exclusion on Joint Returns

If joint returns in their present form are preferred, itwould still be possible to distinguish between one-earner and
two earner couples, by allowing a special deduction (or
credit) based on the earnings of the second earner. It would
be a simpler option in terms of compliance and administration
than optional separate returns. A deduction from adjusted
ross income of some portion of the lower earning spouse's
ncome would be allowed. For example, the Gravel bill, S.

1247, would provide a 10 percent deduction up to $20,000 of
the spouse's earnings and the Sasser bill S. 1877, would
provide a 20 percent deduction up to $20,000 earnings.
Depending on the deduction levels, this scheme would
partially alleviate the marriage penalty. It would only give
relief among two-earner couples. It would not alleviate any
marriage penalty among two-earner couples resulting from
investment income.

The drawback of this option is that some couples would
receive tax relief in excess of their marriage penalty under
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Table 7

Marginal Tax Rate Schedules for Joint Returns Under
Present Law and Options to Reduce the Marriage Penalty

SMarginal tax rate on incot. in bracket
Taxable Tax rates designed to remove the
income Present marriage penalty 1/

bracket law With no reduction : With reduction in
in single penalty 2/ : single penalty 3/

0 - 3,400 0 0 0
3,400 - 5,500 142 142 14Z
5,500 - 5,600 16 14 14
5,600 - 7,600 16 16 16
7,600 - 11,800 18 18 18
11,600 - 11,900 18 19 19
11,900 - 15,800 21 19 19
15,800 - 16,000 21 21 21
16,000 - 20,200 24 21 21
20,200 - 20,400 28 21 21
20,400 - 24,600 28 24 24
24,600 - 28,800 32 26 26
28,800 - 29,900 32 30 28
29,900 - 35,200 37 30 28
35,200 - 45,800 43 34 30
45,800 - 56,400 49 39 33
56,400 - 60,000 49 44 35
60,000 - 67,000 54 44 35
67,000 - 81,800 54 49 37
81,800 - 85,600 54 55 40
85,600 - 109,400 59 55 40

109,400 - 162,400 64 63 45
167,400 - 215,400 68 68 51
215,400 ad over 70 70 56

Office of the Secretary of the Treasury August 5, 1980
Office of Tax Analysis

Il

a'
I'

Joint return schedule bracket widths double those of present law single return schedule
for income taxed at positive rates.
Present law single return rates used for joint and single returns results in a single
penalty up to 42 percent.
Reduced rates for joint and single returns results in a single penalty up to 25 percent.



Table 8
Marriage penalty of two earner couples (with equal earnings)
under present law and under alternative options by income

levels

z z : Percentage reduction in marriage PenajLfy -
:Mandatory Optional :Deduction of :Return to full:Increase zero bracket
:Separate separate :10 percent ofincome split- : amount for jointTwo-earner : : returns returns :lesser earn- :ting using : returns to $4,600;couple each : pt@nt : Present : :using pre-:using present :ings up to :present single: for separate returnswith taxable-: comblued law joint :Marriage:sent joint:single persons: $20,000 : person : toincome of - :-12lN-.N t.2z tax penalty: rates :rate (Mathias): (Gravel) : rates $2,300

$ 5,000 $ 844 $ 1,062 $ 218 O0.O% 100.0% 49.5% 0.9 % 99.1%

10,000 2,774 3,225 451 100.0 100.0 58.5 44.1 63.9

15,000 5,210 6,238 1,028 100.0 100.0 50.3 65.0 37.8

20,000 8,354 10,226 1,872 100.0 100.0 45.9 78.2 27.6

50,000 15,924 19,678 3,754 100.0 100.0 26.1 85.9 15.7

Office of the Secretary of the Treasury August 5, 1980
Office of Tax Analysis

00
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present law. Therefore, an evaluation of this approach
should include examination of how the total revenue loss
should be allocated between reduction of the marriage penalty
and increase of marriage bonus or single penalty.

Consider for illustrative purposes a deduction equal to
10 percent of the first $20,000 of the lower earner's income.
The revenue cost would be $3.5 billion. (See Table 6.)
About 79 percent of the total cost would be allocated to
reducing the marriage penalty and about 21 percent would be
allocated to increasing the marriage bonus. The 10 percent
deduction would eliminate about 34 percent of the marriage
penalty under present law. It is noteworthy that the bulk of
the lower earning spouses' incomes falls well below the
assumed $20,000 ceiling. Consequently, a higher ceiling
above $20,000 would have little effect either on the option's
cost or on the reduction in the marriage penalty.

The number of returns experiencing a marriage penalty
and the penalty amount would decline at each income level
under this approach. (See Table 9). Since the cost would
also include tax relief in excess of the marriage penalty, it
may be more equitable and less costly to target the tax
relief more specifically at two-earner couples with a
marriage penalty.

Conclusion

In the process of developing a tax cut proposal, the
Administration will give serious consideration to the
marriage penalty issue. The Administration, however, is not
making a recommendation at this time. A case can be made for
each of the approaches. Some involve basic structural
changes. Others are-more simple corrective actions. The
choice among them, of course, will depend on revenue
considerations, acceptance of fundamental changes such as
taxing the individual rather than the family, and tax
simplification. These hearings provide an opportunity to
gauge the views of interested groups.
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Table 9

Distribution of Marriage Penalty Under Present Law
and Under Two-Earner Option to Deduct 10 Percent
of the First $20,000 Earned by Lowest Earning

Spouse by Income Class I/

(1979 Law, 1979 Income Levels)

Marriage penalty under Marriage penalty remining under
Expanded present law the option
income Number : Average Nuber : : Average
class of Amount : marriage : of Amount : marriage

returns : penalty : returns : penalty
($000) (thousands) (S millions) (dollars) (thousands) ($ millions) (dollars)

Less than 10 655 $ 83 $ 124 $ 561 $ 65 $116

10 - 15 2,058 437 212 1,831 312 170

15 - 20 3,207 908 283 2,584 589 228

20 - 30 6,416 2,350 366 4,025 1,233 306

30 - 50 2,867 2,465 860 2,034 1,489 732

50 - 100 527 1,179 2,235 485 996 2,053

100 - 200 123 494 4,018 120 461 3,839

200 and over 54 424 7,909 53 415 7,728

Total 15,906 $8,340 $ 524 11,692 " $5,560 $476

Office of the Secretary of the Treasury August 5, 1980
Office of Tax Analysis

Note: Details may not produce totals due to rounding.

J/ Dependent exemptions and deductible expenses are allocated to each spouse
in proportion to each spousds income and not in accordance with tax
minimising behavior.
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[The Treasury Department submitted the following statement for --
the record:]

Treasury has no information on the extent to which unmarried couples living
together are doing so because of tax benefits. Although the Census Bureau indicates
that there has been a rather large increase in unmarried couple living arrange-
ments since 1970, such couples represented only about 3 percent of all couples living
together in 1979.

In its publication "Marital Status aid Living Arrangements: March 1979" issued
in February 1980, the Census Bureau presented the following analysis and data on
pages 3-5:
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It Unmtwyed coWuL. In 1979. there were 1.3 million house-

holds shared by two unrelated adults of the opposite sex

(referred to here a "unmarried-couple" households), repre-

senting more th n twice the one-half million (623,000)

recorded in 1970. Three-fourths of thee households in 1979

consisted of two adults only. and the remaining one-fourth

consisted of two adults and one or more children under 14

years old (table E).

Data on the marital status of unrelated men cross-

classified by the marital status of the unrelated women with

whom they wvre sharing living quarters are shown in table F.

In 1979. about one-half of the man and one-half of the

women living in unmarried-couple households had never been

married. 28 percent of the women and 32 percent of the nen

were divorced, 11 percent of the women and 5 percent of the

men were widovwd, 7 percent of the women and 10 percent

I
of the men were oerated, and the r inning 2 percent of
either sex were married but not living with their spouse.

A comparison of the marital status of each partner Shows
that the most frequent combinations wre a never-married
man living with a newr-married woman (36 percent) and
a divo-Cad man living with a divorced woman (15 percent).

Despite the spectacular nature of the recent increase in

this unmarried-couple living arrangement, the 2.7 million
"partners" in these 1.3 million households represent a very
small portion of all persons in "Couple" situations. In 1979.
there were an estimated 96.5 million men and women who
were married and living with a spouse. Thus, the partners In
unmarried couples represented only about 3 recent of all
persons among couples living together in 1979. T

Table . Unmarried Couples. by Sex and Ae f Householder and Prece d CNldren Under 14 Years Old:
1979,1977, and 1970

(Numbera In thlouands)

1979 1977 1970 Ratio: 1979 to-
Subject

Timber Percent lumber Percent Number Percent 1977 1970

All unmarried couples ........ 1,345 100.0 957 100.0 523 100.0 1.41 2.57
Mouseholder:

San .............................. $55 63.5 606 63.3 266 50.9 1.41 3.21
Woman ............................ 491 36.5 351 36.7 257 49.1 1.40 1.91

No children present ..... 9...... 65 73.2 754 78.6 327 62.5 1.31 3.01
loueholder

man .............................. 644 47.6 489 51.1 174 33.3 1.32 3.70

om........................... 341 25.3 265 27.7 153 29.3 1.29 2.23
Age of householdier:

Under 45 years ................... 741 55.1 500 $2.2 89 17.0 1.46 6.33
under 25 year. ................. 274 20.4 198 20.7 29 5.5 1.36 9.45
25 to 34 yere ............ 370 27.5 234 24.1) 60 11.5 I" 7.75
35 to " years ......... ..... 97 7.2 6 7.1 1.43

45 years ad over ................ 24 18.1 251 26.2 238 45.5 0.97 1.03

45 to 54 years ......... ..... 53 3.9 75 7.8 123 23.5 071 1.07
55 to 64 years ................. 78 5.8 69 7.2 1.13
65 year. ad over ........... 113 6.4 107 11.2 115 22.0 1.06 0.96

CbiIdren present ............... 360 26.7 204 21.3 196 37.5 1.76 1.64

souseholder:
man .............................. 211 15.7 117 12.2 92 17.6 1.60 2.29

Woman ............................ 150 11.1 86 9.0 104 19.9 1.74 1.44

Table F. portnm o nm d e Houseolds, by Madrw Sausd PartnS: Mrch 1979
Marital statue of female partner

Marital status of male All Married, husband abent

partner married lever
couples married Divorced idosed Separated Other

All umarried-couple
bouseholde ................. 100.0 52.3 27.7 11.4 7.0 1.6

Never married ..................... 50.2 55.5 9.2 2.9 2.3 0.1
Divorced .......................... 32.3 12.0 14.6 4.1 1.0 0.6
1idowed ........................... 5.2 0.4 0.8 2.9 0.7 0.2
Married. wife absent:

Separated ....................... 10.3 3.5 2.8 1.4 2.5 0.1
Other ........................... 1.9 0.7 0.3 0.1 0.2 0.5
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Senator BYRD. Next will be a panel consisting of John L. Carr,
Jr., Executive Director, White House Conference on Families; and
Dr. Sydney J. Key, Chair, Action Group on the Marriage Tax
Penalty, Interdepartmental Task Force on Women.

STATEMENT OF JOHN L. CARR, JR., EXECUTIVE DIRECTOR,
WHITE HOUSE CONFERENCE ON FAMILIES

Mr. CARR. Mr. Chairman, and members of the committee, my
name is John Carr, and I am the Executive Director of the White
House Conference on Families. I want to thank you for this oppor-
tunity to report to you on the results of the recent White House
Conference on Families held this summer in Baltimore, Minneapo-
lis, and Los Angeles.

Two weeks from today, our 117-member national task force
meets to help pull together our final report but there is no doubt
what that report will say on the marriage tax. I want to emphasize
that our testimony this morning is a look at the results of the
conference in advance of the official report, and not a statement of
administration policy, or endorsement of any specific proposal.

I also wish to emphasize that I do not bring to this hearing
specific expertise on the Tax Code or economics of taxation. Rather,
I come with a different expertise. I have had over the past year an
opportunity to listen to literally thousands of American families
who are convinced that our major institutions, especially govern-
ment, are often ignoring and sometimes undermining families.
There is no better symbol of this insensitivity to families than the
subject of your hearings today-the marriage tax penalty.

The White House Conference on Families was called by Presi-
dent Carter to examine the current state of American families, the
difficulties they- face and the ways in which major public and
private policies affect American families. Unlike previous confer-
ences, it was not a single event here in Washington. Instead, the
President directed us to reach out and listen to American families.

We held 14 days of hearings in places like Hartford, Seattle,
Nashville, and Lindsborg, Kans. Virtually every State conducted
their own conferences to select issues and delegates. A national
survey on families was conducted. Three White House conferences
were held.

More than 125,000 Americans participated and on the question of
the marriage penalty they spoke with virtually one voice. In the
hearings, State activities, and the White House conferences them-
selves, they called for prompt action to remove the unfair and
antifamily consequences of our tax laws.

In our hearings, we heard from individuals who had postponed or
avoided marriage because of the financial consequences. We heard
from one couple who were divorced year after year, and are now in
the Tax Court fighting this situation.

We also heard from people whose disbelief had turned to anger
at the realization that they pay more taxes than the couple down
the street because they were married to the person they live with.
Nineteen of the State family conferences held between November
and April called for the elimination of the marriage tax penalty.

At the three White House conferences themselves, no issue drew
more support than the proposal to eliminate the marriage tax. By
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a margin of 17 to 1 the 2,000 delegates in Baltimore, Minneapolis,
and Los Angeles called for changes in tax laws and policies which
penalize marriage.

The specific language of each of the six proposals is attached, as
are the votes on each. This issue cut across regional, economic,
ideological, and political differences among delegates.

This virtual consensus is also reflected in the survey conducted
for the White House Conference on Families by the Gallup organi-
zation. The survey found massive support for changes in tax poli-
cies to eliminate the marriage penalty. Eighty-three percent of the
respondents supported this change and-nly 12 percent opposed it.
Significantly, three out of four single persons surveyed supported a
change.

What is at stake here is more than principles of aggregation or
the numbers on the charts we review this morning. Sixteen million
real families pay the taxes we picture on our graphs. Those are
dollars that can pay for child care, shoes, college tuition, dental
bills, or even a long overdue vacation.

Our tax code probably reflects our values more accurately than
our rhetoric on Mother's Day or the Fourth of July. The media,
national organizations, and elected officials are rediscovering the
importance of families. We can only hope that this renewed inter-
est and concern will lead to real action to strengthen and support
families. I can think of no better place to begin than the revision of
the tax laws and policies which effectively penalize marriage.

I am not an expert on the Tax Code or the various proposals to
eliminate what I believe to be an unintended but very real bias
against families in our Tax Code. This committee, the House Ways
and Means Committee, as well as the specialists at the IRS and
Treasury are far better equipped than I to devise an effective and
fiscally prudent remedy for the unfair and unjust consequences of
our current laws.

Senators Mathias, Packwood, Gravel, Laxalt and others have
been working on the problem long before the White House Confer-
ence on Families. You and your colleagues will evaluate how to
begin to respond to the growing demands for equity in the treat-
ment of marriage and family. But I can tell you that failure to act
on this issue could intensify an already growing feeling that, politi-
cal rhetoric aside, government and public policy too often under-
mine and ignore American families.

Thank you.
Senator BYRD. Thank you, sir.
Dr. Keys, if you will proceed.

STATEMENT OF SYDNEY J. KEY, Ph. D., ON BEHALF OF THE
ACTION GROUP ON THE MARRIAGE TAX -PENALTY OF THE
INTERDEPARTMENTAL TASK FORCE ON WOMEN
Ms. KEY. Mr. Chairman, and members of the subcommittee.
I am testifying on behalf of the Interdepartmental Task Force on

Women. The views I will present here today represent those of the
task force only, and not the administration.

To save time, I will summarize my statement, but I would like to
request that it be printed in the record in full.

Senator BYRD. Without objection, it will be printed in the record.
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Ms. KEY. Thank you.
There seems to be widespread agreement that the marriage tax

penalty is a serious weakness in our income tax. The major cause
of this penalty is the use of tax rate schedules that differ according
to marital status. Married taxpayers are not allowed to use the tax
rate schedule for single individuals. Instead, they must either use
the much higher rates of the schedule for marrieds filing separate-
ly, or aggregate their incomes and use the schedule for marrieds
filing jointly. Since the United States has a progressive tax system,
aggregating the two incomes means that the second income is
taxed at higher rates than the first. For most two-earner couples
the effect of aggregation more than outweighs the fact that the
schedule for marrieds filing jointly has the lowest tax rates.

The task force believes that there is an important constraint on
removing the marriage tax on two-earner couples. Specifically, the
taxes paid by a single person compared with a one-earner couple
with the same income must not be increased. Under the progres-
sive U.S. tax system there is only one way that this can be accom-
plished; namely, by making a distinction between one-earner and
two-earner married couples. At the present, married couples with
the same total income pay the same tax regardless of by whom or
in what proportions the income is earned.

In economic terms, however, there is a distinction between a one-
earner couple and a two-earner couple with the same dollar
income. The most important reason is that the dollar income of the
one-earner couple does not include the quite considerable value of
the homemaker's services. It might be noted that compared with
other industrial countries, the United States is almost alone in
adhering to the principle that only the total income, and not who
earns it, matters.

The task force has concluded that there is no compelling reason
for one-earner and two-earner couples with the same dollar income
to pay the same tax and believes that this principle should be
eliminated from our tax system. Without this principle, it is possi-
ble to have a progressive tax system that is neutral with respect to
marriage. Moreover, it is the task force's view that discarding this
principle does not amount to what Mt. Sunley referred to earlier as
giving a tax break to two-earner couples.

There are several policy options for reducing or eliminating the
marriage tax penalty on two-earner couples. It is important to note
that all of these options require making a distinction between one-
and two-earner couples with the same dollar income. One policy
option is a deduction for the second wage earner. For example,
Senator Gravel has proposed a deduction equal to 10 percent of
earned income of the spouse with the lower income, subject to a
maximum of $2,000.

The task force urges the subcommittee to reject the deduction
approach. It is unfair and arbitrary, and it bears no relationship to
the differences in the tax rate schedules that cause the marriage
penalty in the first place.

Senator BYRD. Dr. Key, I am sorry to interrupt you, but the
Senate is now voting, and the 5-minute bell has just rung. So, it
will be necessary to temporarily recess the committee. There will
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be two votes in the Senate. As soon as the Senate concludes voting,
the committee will resume operation.

Again, I regret the need to interrupt your testimony, but we will
be right back.

[Recess.]
Senator BYRD. The committee will come to order.
Dr. Key, will you proceed.
Ms. KEY. Before the recess, I had been discussing the proposed

deduction for the second wage earner as a policy option to deal
with the marriage tax penalty. I had indicated that the task force
urged the subcommittee to reject this approach because it bears no
relationship to the differences in the tax rate schedules that cause
the marriage penalty in the first place. Also, I wanted to point out
that the proposed deduction would not eliminate the marriage
penalty for most two-earner couples.

Another policy option is to tax every individual's own income on
the same rate schedule, regardless of marital status. Although the
task force has concluded that this is the most comprehensive solu-
tion to the whole problem of taxes and marital status, we recognize
that this is too sweeping a change for Congress to consider at this
time.

As a result, we recommend that the subcommittee eliminate the
marriage tax by allowing married two-earner couples the option of
being taxed as single individuals on each spouse's own income. This
proposal for optional individual taxation is contained in bills intro-
duced by Senator Mathias and Representative Fenwick. These bills
reduce the number of tax rate schedules from four to three by
collapsing the schedule for married persons filing separately into
the schedule for single individuals. It is a simple and straightfor-
ward way to eliminate the marriage tax penalty. If desired, the
married-filing-separately schedule could be phased out gradually
over a period of several years. I want to emphasize that the mar-
riage tax is not a marrieds versus singles issue and that the propos-
al for optional individual taxation does not take away the benefits
gained by singles compared with one-earner couples in the Tax
Reform Act of 1969.

The allocation between spouses of deductible expenses and in-
vestment income under a system of optional individual taxation
does not present an unsurmountable problem, since rules can be
established that would provide a reasonable and relatively simple
basis for allocation. Furthermore, individual taxation does not re-
quire that married two-earner couples file separate returns. The
spouses could use separate columns on the same form without
aggregating their incomes, a system that is used in a number of
States.

In sum, the task force urges the subcommittee to stop subjecting
more than 16 million married two-earner couples, more than 32
million individuals, to an irrational tax penalty. We urge the sub-
committee to give married two-earner couples the option of being
taxed as single individuals. This is the best solution to the problem
of marriage tax penalty, and it is a first step toward the eventual
goal of individual taxation.

Senator BYRD. Thank you, Dr. Key.
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Mr. Carr, I note that you are the Executive Director of the White
House Conference on Families. What impressions do you have as to
the attitude of the White House on this matter?

Mr. CARR. The President spoke at the Baltimore conference, and
Patricia Harris, the Secretary of Health and Human Services,
spoke at the Los Angeles conference, and Ann Wexler, assistant to
the President, spoke at the Minneapolis conference. My impression
is that they are deeply interested and committed to find new ways
to make our laws and policies more sensitive to American families.
They are currently studying a whole range of possibilities.

As the representative of the Treasury spoke this morning, they
are considering several options on the marriage penalty. Secretary
Miller, in his testimony before the Finance Committee, and the
Ways and Means Committee, urged the Congress to look seriously
at the marriage tax penalty specifically in considering any tax cut-
proposal for next year.

Senator BYRD. He urged the Congress to do that, and then his
representative here today was testifying against it.

Mr. CAMR. Our report will be going to the President shortly, as I
explained in our testimony. This is kind of an advance look at the
recommendation. We expect that the President and the administra-
tion, once they have received the report, will be looking into all the
various recommendations.

We hope that by the time this is all over, and there is a tax cut
proposal it will include some measure to eliminate the marriage
tax.

Senator BYRD. Are you satisfied with the present attitude of the
administration in regard to the marriage tax?

Mr. CARR. I am satisfied that this administration is the first to
ask thousands of American families their views on this matter.
What we are here today to explain to you, and will be explaining
in a formal fashion to the President and the administration is that
they feel there are many policies that are insensitive to families,
and among the most important is the marriage tax penalty. Their
response will be, I am sure, forwarded to you as wel Fas the White
House Conference.

Senator BYRD. Dr. Key, are you satisfied with the attitude of the
administration on this matter?

Ms. KEY. The mandate of the task force is to examine policy
issues that affect women, and to advocate positions on these issues
within the administration. My statement makes it clear what the
task force is advocating for the marriage tax penalty solution. We
obviously hope that our position will be adopted by tax policy-
makers.

Senator BYRD. Thank you.
Senator Packwood.
Senator PACKWOOD. I have no questions, Mr. Chairman. Thank

you.
Senator BYRD. Thank you both.
[The prepared statements of the preceding panel follow:]

6-8 0-80-11
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Smuma of Testimny

* Report on results of White House Conference on Families process

involving more than 125,000 Americans.

-- 14 days of hearings revealed concern and anger on marriage tax penalty.

--19 state conferences made recommendations opposing marriage tax.

--Three White House Conferences this summer involving 2,000 delegates

called for elimination of marriage tax by 17-1 margin.

e Not a statement of ministration policy or endorsement of specific-

proposal.

* Gallup &rvey on American Families conducted for the White House Conference

on Families revealed broad support for changes in laws and policies

penalizing marriage (83t-12%).

a Tax code reflects values more accurately than political rhetoric.

Failure to act could intensify feeling that public policy too often

w3emines ,am ignores families.
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I want to thank you for this opportunity to report to you on

the results of the recent White House Conference on Families

held this summer in Baltimore, Minneapolis and Los Angeles.

Two weeks from today our 117 member National Task Force

meets to help pull together our final report but there is no

doubt what that report will say on the marriage tax. I want

to emphasize that our report this morning is a look at the

results of the Conferences in advance of the official report,

and not a statement of Administration policy or an endorsement

of any specific proposal.

I also want to emphasize that I am not an expert on the tax

code or economics of taxation. Rather, I come before you

after having listened to thousands of Americans who are

convinced that our major institutions, especially government,

are often ignoring and sometimes undermining families.

There is no better symbol of this insensitivity to families

than the subject of your hearings today -- the marriage tax

penalty.

The White House Conference on Families was called by

President Carter to examine the current state of American



161

families, the difficulties they face and the ways in which

major public and private policies affect American families.

Unlike previous Conferences it was not a single event here

in Washington. Instead, the President directed us to reach

out and listen to American families. We held 14 days of

hearings in places like Hartford, Seattle, Nashville and

Linsborg, Kansas. Virtually every state conducted their own

conferences to select issues and delegates. A national sur-

vey on families was conducted. And three White House

Conferences were held. More than 125,000 Americans partici-

pated and on the question of the marriage tax penalty, they

spoke with virtually one voice. In the hearings, state

activities, and the White House Conferences themselves, they

called for prompt action to remove the unfair and anti-family

consequences of our tax laws.

In our hearings, we heard from individuals who had postponed

or avoided marriage because of the financial consequences.

We heard from one couple who were divorced year after year

and are now in the Tax Court fighting this situation. We

also heard from people whose disbelief had turned to anger

at the realization that they pay more taxes than the couple

down the street because they were married to the person they

live with. Nineteen of the state family conferences held

between November and April called for the elimination of the

marriage tax penalty.
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At the three White House Conferences, no issue drew more

support than the proposal to eliminate the marriage tax. By

a margin of 17-1 the 2,000 delegates in Baltimore, Minneapolis

and Los Angeles called for changes in tax laws and policies

which penalize marriage. The specific language of each of

the six proposals is attached, as are the votes on each.

(See Appendix A.) This issue cut across regional, economic,

ideological and political differences among delegates.

This virtual consensus is also reflected in the survey conducted

for the White House Conference on Families by the Gallup

Organization. The survey found massive support for changes in

tax policies to eliminate the marriage penalty. Eighty-three

percent of the respondents supported this change and only 121

opposed it. Significantly, 3 out of 4 single persons surveyed

supported a change. (See Appendix B.)

What is at stake here is more than principles of aggregation

or the numbers on the charts we review this morning. Sixteen

million real families pay the taxes we picture on our graphs.

Those are dollars that can pay for child care, shoes, college

tuition, dental bills, or even a long overdue vacation. Our

tax code probably reflects our values more accurately than

our rhetoric on Mother's Day or the Fourth of July. The-
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media, national organizations, and elected officials are

rediscovering the importance of families. We can only hope

that this renewed interest and concern will lead to real

action to strengthen and support families. I can think of

no better place to begin than the revision of the tax laws

and policies which effectively penalize marriage.

I am not an expert on the tax code or the various proposals

to eliminate what I believe to be an unintended but very

real bias against families in our tax code. This Committee,

the House Ways and Means Committee, as well as the specialists

at the IRS and Treasury are far better equipped than I to

devise an effective and fiscally prudent remedy for the

unfair and unjust consequences of our current laws. Senators

Mathias, Packwood, Gravel, Laxalt and others have been

working on the problem long before the White House Conference

on Families. You and your colleagues will evaluate how to be-

gin to respond to the growing demands for equity in the

treatment of marriage and family. But I can tell you that

failure to act on this issue could intensify an already

growing feeling that, political rhetoric aside, government

and public policy too often undermine and ignore American families.

Attachments:

A. Comparison of WHCF Recommendations dealing with
marriage tax.

B. Results of Gallup Survey question on marriage tax.

C. WHCF Issue Brief on Tax Issues and State Recommendations.
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President propose and/or Congress enanct
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" to provide for equitable taxation
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penalty

" permitting married individuals
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for sl1nge individuals.

President propose and/or Congress enact
legislation:

" to eliminate the marriage penalty for
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" The aggregate tax paid by a married
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greater than the aggregate tax paid by
two single individuals with similar
adjusted gross incomes and deductions.

" the present aggregation principle for
one wage-earner married couples be
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In order to preserve the financial
stability of the family:

" the marriage penalty tax should be
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MARRIAGE TAX PENALTY

The following question was asked as part of the survey
conducted for the White House Conference on Families by the
Gallup Organization and released in June 1980.

'Vrder the present los, if a married couple and an umrried couple ido
are living together ea the some amount of money, the married couple has to
pay more incae tax. Do you feel the Iss should or should not be chmged so
that both couples would pay the same mount of taxes?" (q.26)
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No
Yes No Opinion

NATIONAL 83 12 S

OCCPATION/OWE
Mite Collar 81 16 3
Blue Collar 84 11 S

CITY SIZE
Central City 83 12 S
Suburbs 79 1s 6
Non-mtro 84 12 4

MARITAL STATUS
Married 85 11 4
Single 77 19 4
Widowed 77 14 9
Divorced/Separated 87 11 2

FRAlLY LIFE
Satisfied With 83 12 - S
Dissatisfied With 77 20 3

86 12 2EFFECT MIfLY-LIAM



167

White House
Conference on FAMILIES

FAMILIES AND ECONOMIC WELL-BEING

Issue Brief: Tax Policies

I. INTRODUCTION

Participants in White House Conference on Families activities were
concerned about taxes, their impact on families, their fairness, and their
treatment of marriage, children, and family expenses.

Taxes take a major proportion of the average worker's pay check, and
the added factor of Inflation has made the tax pinch even more painful.
When the dollar bought more, workers were less concerned about the
portion of their wage dollar that went to taxes; but today, taxpayer
groups are growing and citizens are questioning the amount of taxes
they must pay and how tax dollars are being spent.

Many policy analysts and citizen groups advocate increased tax credits
for the average worker to defray employment related costs such as
education and- training, child care expenses, and the like. They are
asking- such basic questions as:

o Does the tax code discriminate against
marriage?

o How do tax deductions and tax credits affect
families?

o How can tax provisions assist families?

II. BACKGROUND ON MAJOR ISSUES

Since establishment the income tax in 1913 there has been controversy
over whether individuals or families are the proper unit of taxation and
over recognizing different family situations, such as families with one
wage earner, families with two earners, and single persons.
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The controversy revolves around four principles of taxation, each of
which is widely accepted in the United States:

o Progessivity. The hgher the individual income,
te iger should be the rate of tax.

o Aggregation. A married couple's income should
Bagrgted for computing their tax, and no
distifctions should be made among married couples
according to amount of income earned by each
spouse.

o No penalty for marriage. Two people who marry
should not pay a higher tax as a result.

o No penalty for remaining single. A single person
spould not pay more tax than she or he would pay
if married to a person with no income.

The problem in developing an equitable, uniform tax policy is that these
principles are sometimes n conflict. Except for the first, each of the
principles listed above has been violated at one time or another in the
history of the Federal income tax.

Balancing the Penalties on Married and Single Persons

The Marriage Penalty

If two persons with independent incomes nMrry, they usually have to
pay higher total income tax. The marriage penalty has been one of the
most widely recognized weaknesses in our income a system and may
even become a threat to the institution of marriage as some couples,
across all age groupings, are deciding either not to marry or to seek
divorces and continue to cohabitate to avoid large tax penalties. This is
especially attractive to two-wage-earner couples with incomes of $40,000
and above, a bracket where the tax penalty on marriage is often
enormously high.

For example, assume two persons each have taxable incomes of $15,000
(after subtracting their exemptions) and assume they do not itemize
their deductions. If they file as single individuals, each must pay
$2,605 in tax; their combined tax is therefore $5,210. If they marry
and file a joint return, their taxable income is $30,000 and their tax
(from Schedule Y) is $6,238; --- a marriage penalty of $1,028.

The Internal Revenue Service has estimated that as many as one
quarter of the nation's taxpayers may be victims of this tax on
marriage.
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Married persomi may file separately if they wish, but they must use the
highest of the four rate schedules. And, other special provisions
throughout the Tax Code prevent them from saving on their taxes in
this way.

The Single Penalty

A single taxpayer often pays more tax than a married couple with the
same income because of personal deductions. For example, a single
person with a taxable income of $15,000 pays $2,605 tax. But if a
married couple has the same taxable income even if it is all earned by
one spouse, their total tax is $2,055. In tis case the single person
pays 27 percent more tax.

As long as the first two principles -- progressivity and aggregation --
are adhered to, the marriage penalty cannot be reduced without making
the situation for single taxpayers even worse.

Tax policy reform with the goals of marital stability, must challenge
these first two principles. Itis unlikely that progressivity will be
abandoned. Therefore, any proposal which allevIates both the marriage
penalty and the single penalty must violate the aggregation principle:
that is, there must be some distinction in the tax law between one-earner
and two-earner married couples.
Among respondents to a recent Organization for Economic Cooperation
and Development (OECD) survey, every major democratic nation with an
income tax, except the United States, distinguishes between one-earner
and two-earner couples.

Opponents of the aggregation principle argue that one-earner couples
have the benefit of a full-time homemaker. Because the homemaker's
services in the home are not measured in dollars, they do increase a
couple's economic well-being and ability to pay. Two-earner couples
have no such advantage, and- it is argued should have a lower tax
liability.

It is ironic that the marriage tax was created in 1969, when the Congress
attempted to remove the tax advantage that married couples then had
over single persons.

Tax Credit for Child Care and Household Services

The Tax Reform Act of 1976 allows a credit of 20 percent of expenses for
dependent care, provided the expenses are actually paid during the
taxable year and are incurr,-d to enable the taxpayer to be gainfully
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employed. The maximum allowed for such expenses is $2,000 (a $400
credit for the care of one dependent) and $4,000 (an $800 credit for the
care of two or more qualifying dependents). The $800 credit is the
maximum which can be claimed regardless of the number of dependents.
The credit is a direct dollar deduction from taxable income up to 20
percent of the actual amount paid to someone to care for a dependent.

The credit limitation is primarily at issue. Families which must pay for
child care for more than two children find this limitation discriminatory
and insensitive to the actual costs of quality child care. In addition,
the cost of child care is increasing and the 20 percent credit of $2,000 a
year per child is seen merely as a "drop in the bucket" by many
taxpayers with dependent children. In addition, female-headed -households
where the family head is also the wage earner find the child-care credit
a very minimal allowance for actual child-care costs. The low tax credit
allowance, coupled with high costs of quality care, have been identified
by some child-care advocacy groups as major contributors to the perpetua-
tion and expansion of custodial and unlicensed child care.

National child-care advocacy groups have made a variety of proposals for
improving the tax credit provision, ranging from 100 percent tax credit
on actual child-care expenses to universal day care which would provide
day care free for low-income families and at a reduced rate for middle

upper-income families.

Another issue related to the child-care tax credit is the "grandparent
penalty." IRS policy with respect to child-care services by relatives
such as grandparents is that such services performed in the taxpayer'shome or in the grandparent's home generally do not qualify as eligible
expenses for the child-care tax credit.

This means that the traditional practice of extended families through
which the grandparents as primary members care for the children is
jeopardized. Many grandparents are able and willing to care for
younger children In the faiy home. But, parents cannot claim tax
credits for such care and may seek child-care services from
nonrelatives, often in arrangements outside the home taking young
children out of their homes during their parent's work day which often
extends to 10 hours.

Exemptions for Dependents

Over the years there has been a steady increase in the amount of the
exemption for dependents. However, most taxpayer interest groups
argue that the exemption is consistently too low. For example, during
this period of high inflation, the dependent exemption is said to have
no sfgnfficant relationship to actual costs of caring for dependents.
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veral leading family policy'analysts say the lack of child-care incentive
allowances or higher dependeAt exemptions have been direct factors in
decisions by young American families to limit the number of children or
to remain childless.

Current United States Income Tax Policies

The Federal income tax system was established in 1913. Until 1948,
people were taxed as individuals, and there was only one rate schedule
for both married and single persons. k married couple could file a Joint
return If they wished, but if both spouses had income, they could
reduce their tax by filing separate returns. Because the rate schedule
was progressive, the combined tax on two incomes of, say, $10,000 was
less than the tax on one $20,000 income. Since one-earner couples could
not benefit from separate returns, couples with the same total income
paid different amounts of tax.

The difference in tax depended not only on the share of income earned
by each spouse, but also on the states in which the couples lived
because some states had community property laws. In 1930, the Supreme
Court ruled that in states with community property laws, a husbarid and
wife could file separate returns with half of the combined income on each
return, regardless of which spouse had actually earned the income.
However, this automatic "income splitting" was unavailable in other
states.

1948; Income Splitting

In 1948 the law was revised to embrace the income splitting principle for
married taxpayers in all states. This meant that a couple -- even a
one-earner couple -- paid the same tax as two single persons, each with
half the combined income.

This represented no change for spouses who lived in community property
states or whose income actually were evenly divided- they simply received
the same benefit on their joint returns as was already theirs JN they filed
separately. But for other couples the automatic income splitting resulted
in substantial savings. For example consider a couple in which the
husband's taxable income was $32,006 and the wife had no income. If
they filed a joint return their tax was $8,660. But if the husband had
paid tax as a single person on the same taxable income his tax would
have been $12,210. In this case, income splitting saved $3,550.

This was the state of the income tax for the period 1948-1970. The
aggregation principle was completely satisfied, since a couple paid the
same tax whether both spouses or only one spouse had income. However,
in order to make the tax law conform.to this principle, one of the other
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principles had to be sacrificed. The 1948 tax reforms compromised the
principle of "No penalty for remaining single". After the 1948 Act, a
single taxpayer generally paid substantially more tax than a married
couple with the same income. If a-single taxpayer had the same taxable
income as the couple in the above example, he paid $3,550 or 41 percent
more tax than the couple.

1951-1954: Special Cases

This "single penalty" was especially conspicuous in the case of single
taxpayers with children--typically, widowed or divorced parents. Such
taxpayers are hard to classic fairly as single individuals or as married
couples. The Congress recognized the special status of this group in
1951 by classifying them as "unmarried heads of households" and allowing
them half of the benefits of income splitting. A special rate schedule is
provided which puts the tax for a qualifying taxpayer about halfway
between the amounts paid by a sing e person and a married couple With
the same taxable income.

Persons made single by the death of a spouse suffered. Even if the
widow (or widower) was able to maintain the income previously received
by the couple he or she lost the benefit of income splitting and thus
piid a higher tax.

In 1954, the Congress provided that a surviving spouse who maintains a
household for a dependent child may continue to use the joint rate
schedule for two years after being widowed. This provision is still in
effect; it is the only circumstance in which an unmarried taxpayer may
use the joint rates.

As of 1977 there were many more "heads of households" (5.8 million)
than "certain surviving spuses" (147 000). Both groups were small,
compared with the total of over 86 miflion returns filed.

1971: New Single Rates and the End of Income Splitting

In spite of the special provisions for these small groups, most single
taxpayers still faced a large tax penalty. Until 1971, the tax burden for
a sin le taxpayer without dependents remained up to 41 percent higher
than or a married couple with the same taxable income. Because the
Congress considered the disparities to be too large, it enacted a new,
lower rate schedule for single taxpayers as part of the Tax Reform Act
of 1969. Under the new schedule, which became effective in 1971 a
single pesn's tax on a given taxable income could be no more than 20
percent higher than a married couple's tax on the same taxable income.
For example, in 1971 a single persons tax on a taxable income of $32,000
was reduced from $12,210 to $10,290, which was 18.8 percent more than a
married couple would pay on the same taxable income.

I
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However the Tax Reform Act of 1969 prevented two-earner married
couples from taking advantage of the new single rates. They were
required to use the pre-1971 schedule if they filed separate returns.

Although the rate schedule for joint returns was not changed in 1971, it
could no longer be described as an "income splitting" schedule. A
married couple paid a smaller tax than a single taxpayer with the same
taxable income. However, the couple's tax was not as small as it would
be if they could split their income equally and use the new single
schedule.

Reducing the single penalty was an improvement according to one of the
four principles, but it could not be obtained without a price in terms of
one of the other principles. The 1969 Act sacrificed the "no penalty for
marriage" principle by actually introducing a substantial marriage penalty
into the tax law.

Since the 1969 Act, the Congress has attempted to strike a balance
between the single penalty and the marriage penalty. As long as the
first two principles are honored--as long as the tax remains progressive
and no distinction is made between one-earner and two-earner couples--it
is mathematically impossible to abolish both penalties. Instead, the tax
law has sought a compromise between them.

1970-1979: Striking a Balance

In this decade the compromise has found expression in several other tax
provisions, as well as in the rate schedules. The most important of
these was the standard deduction which was a feature of the tax law
until 1977. Any taxpayer could elect to give up most of his or her
personal deductions, such as medical expenses or charitable contribu-
tions, and claim the standard deduction instead. Most low- and
middle-income taxpayers did so because the standard deduction was
limited to a fairly narrow range by minimum and maximum amounts.

The minimum standard deduction was greatly increased by the Tax
Reform Act of 1969 in order to remove tax burdens from most persons
below the poverty ine. At that time, the minimum was the same for
single and joint returns. This added to the marriage penalty since two
single persons could claim two minimum standard deductions, but if they
married they could claim only one. Increases in the standard deduction
after 1914, however, were twice as large for married couples as for
single persons, so that these increases in themselves did not add to the
marriage penalty.

A temporary contributor to the marriage penalty in 1976-78 was the
Reeral tax credit. Based on income an[ family size, the credit was
lted to $180 for most tax returns, single or Joint. Single persons

could each qualify for a $180 credit; a married couple had to share one.

68-882 0-80-12
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In 1977 the Congress repealed the standard deduction. When the
standard deduction was repealed, a "floor" was imposed on itemized
deductions. This means that a taxpayer may not subtract all deductible
expenses from income, but only the excess of these expenses over the
"floor." The amount of the floor is $2,300 for single persons or $3,400
for those filing Joint returns. The floor has nearly the same effect as
the standard deduction and has generally been regarded as a mere
change in form.

In all of these actions, the continuing problem before the Congress has
been to strike a balance between the marriage penalty and the single
penalty.

The Income Tax in 1979

In 1979, the tax is progressive, and no distinction is made between
one-earner and two-earner married couples. The last two principles are
violated, however. A single person generally pays more tax than a
married couple with the same income and two wage earners who are
married usually pay more tax than tfiey would if they were single.

The Internal Revenue Code contains four different rate schedules
applicable to individuals: single persons; married couples filing joint
returns; married persons filing separate returns; and single persons
with dependents who qualify as heads of households.

1976 - Child-Care Tax Credit

The Tax Reform Act of 1976 allows a credit of 20 percent of expenses for
dependent care. This Is a credit taxpayers can take if they paid someone
to care for their child or dependents so that they could work or seek
employment. Taxpayers can also take the credit if they paid someone to
care for their spouse. Child and dependent care expenses are the
amounts paid for household services and care of the qualifying person.
Household services are services performed by a cook, housekeeper,
governess, maid, cleaning person, baby sitter, etc. The services must
have been needed to care for the qualifying person as well as run the
home.

Care for the purposes of this credit includes cost of services for the
well-being and protection of the child or dependent. Care does not
include expenses for food and clothes. However, if the costs of care
includes these items and cannot be separated a taxpayer can claim the
total payment. For example, a working mother pays a day-care center
to care for her child and the center gives the cblld lunch. Since she
cannot separate the cost of lunch from the cost of the care, she can
claim the entire amount paid to the center.
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The expenses must be for services In the taxpayer's home, except that
the credit may be taken for out-of-home'care for dependent children
under age 15. The Act extended the credit to all elgible taxpayers
regardless of the gross income of the family, whether or not deductions
are itemized, and regardless of which tax form is filed. The credit is
available to married couples if either or both spouses work full or
part-time, to single working parents, and to full-time students with
working spouses. However, to claim the credit, married couples must
file a joint return. In the case of part-time workers, the amount of
qualified expenses (those on which the 20 percent credit is figured) is
limited to the earnings of the spouse with the lower income. The earned
income limit is equally applicable to unmarried taxpayers.

III. POSSIBLE DIRECTIONS FOR FUTURE ACTION

Marriage Penality Tax

0 One approach would be to abandon joint returns,
requiring separate Feturns from married persons
with no Income splitting. Most experts agree
that the Congress can require that each married
person pay tax on his or her own income, determined
Without regard to state community property laws.
Such legislation would eliminate both the marriage
penalty and the single penalty. Only the aggregation
principle would be Violated, as was the case before
I930. The administrative convenience of joint
returns could be retained by allowing married couples
to file their "separate" returns on two parts of
the same standard form, as is now done in some
state income tax systems.

o A second approach would be to allow couples the
option of filing Jointly under present law, or
filing separate returns as single persons. This
is the sfnplest and most straightforward way to
eliminate the marriage penalty, but it would not
affect the single penalty. In any system in which
married couples are encouraged to file separately,
there is a significant technical problem of deciding
how a husband and wife will be allowed to divide
their deductions and nonwage income (such as
interest or business profits . However, this very
option is currently before the Senate in a bill
that would allow married persons to file separate
returns and compute their tax at the same rate as
single persons. Several similar bills have been
introduced in the House. Hearings on the bills
have been held in both Houses of Congress.

o Another alternative would be to consider Joining
returns in their present form, but distinguish
between one-earner and two-earner couples by
allowing a special deduction or credit based on
the wages of the second earner.
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SUMMARY OF STATE RECOMMENDATION: TAX POLICY

Thirty states made recommendations regarding tax policies, which would provide
for more equitable treatment for all families including married couples, single
parent heads of households, extended families, farm families, and families
where a dependent member is being cared for in the home.

TAXES AND FAMILIES

o Nineteen states recommend elimination of the marriage penalty.

o Nineteen states called for tax incentives such as tax credits to
care for an elderly or hancucappec IaMiy member or a dependent
child.

o Eight states called for "indexing" the income tax for inflation.

o Seven states called for greater equity and tax reform.

o Six states recommended tax changes to aid middle and working class
families.

o Six states recommended that there be no inheritance tax between
spouses.

o Many other individual recommendations were made.

TAXES AND EMPLOYERS

o Ten states urged tax incentives to employers to provide child care
services for employees.

o Five states emphasized tax credits for employers to provide services
and employment opportunues through Job training programs, Geve oping
lrna ve wor pattr s, g the handicapped and locating in areas

of high unemployment.

Marriage Penalty

Alaska urged:
Repeal the "marriage tax"

North Carolina proposed:
Amend the tax rates in the tax tables for the Internal Revenue Code
so that a married couple with dual incomes will pay federal income
tax in an aggregate sum no greater than the aggregate sum which
two single individuals with corresponding adjusted gross incomes
and deductions will pay.

Similar recommendations were made by Arkansas, California, Connecticit,
District of Columbia, Hawaii, Illinois, Iowa, Kansas, Maine, Minnesota,
Missouri, Nebraska, New Hampshire, Oregon, South Dakota, Texas and Wisconsin.
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TESTIMONY OF

DR. SYDNEY J. KEY, ECONOMIST

ON BEHALF OF THE
ACTION GROUP ON THE MARRIAGE TAX PENALTY

OF THE INTERDEPARTMENTAL TASK FORCE ON WOMEN

BEFORE THE SENATE FINANCE COMMITTEE,
SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT

AUGUST 5, 1980

INCOME TAX TREATMENT OF HARRIED TWO-EARNER COUPLES

Mr. Chairman and Members of the Subcommittee:

I am testifying on behalf of the Action Group on the Marriage Tax Penalty
of the Interdepartmental Task Force on Women. The views I will present here
today represent those of the Action Group and do not reflect the Administration's
position. The Interdepartmental Task Force on Women was created in 1978 by
President Carter to examine policy issues that particularly affect women.
The September 1979 report of the Action Group is being submitted as an attach-
ment to my testimony. I want to emphasize that the Interdepartmental Task
Force is not taking a position as to whether or when a tax cut would be
appropriate for reasons of overall economic policy. Rather, the Task Force's
position is that whenever Congress does deem a tax reduction appropriate, the
marriage tax penalty should be removed. as a matter of tax equity.

There seems to be widespread agreement that the marriage tax penalty on
two-earner couples is a serious weakness in our income tax. Yet this penalty
remains an integral part of the tax system. According to estimates by the
staff of the Joint Comuittee of Taxation, 16 million two-earner couples - 32
million individuals - pay a marriage tax to the U.S. government. If the
marriage tax penalty is not eliminated from our tax system, these numbers will
continue to increase substantially, and the financial penalty of marriage for
working couples will become increasingly onerous.

The marriage tax penalty is sometimes-presented as a conflict between
married taxpayers and single taxpayers. This view is incorrect because it
does not distinguish between two very different types of married taxpayers.
ihat is known as the marriage tax affects only two-earner married couples,
that is, couples in which both husband and wife work. By contrast, the
basic structure of our present tax laws provides a substantial subsidy to
married one-earner couples at the expense of both single individuals and two-
earner couples.

As a result, if a single working person marries someone with no income,
marriage will lower the tax bill; this is a comparison frequently made by
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single taxpayers. But, if two single workers marry (and continue to work),
their taxes will usually be higher as a result of their marriage. The
difference between the total tax bill of two married workers and the total
tax bill of the same two workers if they were single constitutes the marriage
tax penalty.

The amount of the marriage tax penalty for a two-earner couple can vary
greatly. As can be seen from the attached table, in .general the dollar amount
of the marriage tax penalty tend& to increase both with the couple's total
income and with the similarity of the two incomes. However, the incomes of
the two spouses do not have to be equal for the couple to pay the marriage
tax. A very rough rule-of-thumb is that two-earner couples pay a marriage
tax when the spouse with the lower income earns one-fifth or more of the
couple's total income. When the dissimilarity in the spouses' incomes is
greater than this, the couple begins to resemble a one-earner couple and may
enjoy the traditional tax benefits from marriage.

The major factor causing the marriage tax penalty is the use of tax rate -

schedules with both rates and zero bracket amounts that differ according to
marital status. At present, there are four different tax rate schedules.
From highest to lowest, they are the schedule for married persons filing
separately, the schedule for single individuals, the schedule for unmarried
heads-of-households, and the schedule for married couples filing jointly.
Married two-earner couples must either use the high rates of the schedule for
married persons filing separately or aggregate their incomes and use the
schedule for married couples filing jointly. Since the United States has a
progressive tax system (that is, the rate of tax increases as income increases),
aggregating the two incomes means that the second income is taxed at higher
rates than the first. For most two-earner couples the effect of aggregation
more than outweighs the fact that the married-filing-jointly schedule has
lower tax rates than the singles' schedule.

The Action Group believes that there is an important constraint on
removing the marriage tax penalty on two-earner couples; specifically, the
taxes on single individuals relative to one-earner couples with the same
income (a difference that was reduced but not eliminated by the Tax Reform
Act of 1969) must not be increased. Under the progressive U.S. tax system,
there is only one way this can be accomplished; namely, by making a distinc-
tion between one-earner and two-earner married couples.

At present, married couples with the same total income pay the same tax
regardless of by whom or in what proportions the income is earned. The incomes
of the spouses are simply aggregated. In economic terms, however, there is a
distinction between a one-earner couple and a two-earner couple with the sane
dollar income. The most important reason is that the dollar income of the one-
earner couple does not include the quite considerable value of the homemaker's
services in the home. And it might be noted that, compared with other industrial
countries, the United States is almost alone in adhering to the principle that
only the total income, and not who earns it, matters.

The Action Group has concluded that there is no compelling reason for
one-earner and two-earner married couples with the same dollar income to pay
the sane tax, and believes that the principle of spousal aggregation of dollar
incomes should be eliminated from the tax system of the United States. Without
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it, it is possible to have a progressive tax system that is neutral with respect
to marriage.

Once this idea is accepted, there are several policy options for reducing
or eliminating the marriage tax penalty on two earner couples. It is important to
note that all of these options require making a distinction between one- and
two-earner couples with the same dollar income.

One policy option is a deduction or credit for the second wage earner.
For example, S.1247, introduced by Senator Gravel, provides for a deduction
equal to 10 percent of the earned incAe of the spouse with the lower
income, subject to a maximum deduction of $2,000. The Action Group urges
the Subcomittee to reject the approach embodied in this bill because it
is unfair and arbitrary; it bears no relationship to, and indeed perpetuates,
the differences in the tax rate schedules that cause the marriage penalty
in the first place. Moreover, the proposed deduction would not eliminate
the marriage tax penalty for most two-earner couples.

Another policy option is to tax every individual's own income on the
same rate schedule regardless of marital status (the pre-1948 situation) but
(unlike pre-1948) without regard to whether there are community property laws
in the individual's state of residence. The Action Group has concluded that
this is the most comprehensive solution to the whole problem in taxes and
marital status. The Action Group recognizes, however, that this is too
sweeping a change for the Congress to consider at this time.

As a result, the Action Group recommends a two-stage approach to the
problem of taxes and marital status. The first stage would consist of
eliminating the marriage tax penalty by allowing married two-earner couples
the option of being taxed on each spouse's own income on the tax rate schedule
for single individuals (same zero bracket amount and same tax rates as a
single person). This proposal for optional individual taxation, which is
contained in S.336, introduced by Senator Mathias, and in H.R. 3609, introduced
by Representative Fenwick, reduces the number of tax rate schedules from four
to three by collapsing the schedule for married persons filing separately into
the schedule for single individuals. If Congress wished to do so, the tax
rate schedule for married persons filing separately could be phased out
gradually over a period of several years. A complete transition to individual
taxation, an eventual second stage, would involve collapsing the three remain-
ing tax rate schedules into one rate schedule. It should be emphasized that
the first stage proposal for optional individual taxation for two-earner
married couples does not take away any of the benefits gained by singles
compared with one-earner couples in the Tax Reform Act of 1969.

The Action Group has concluded that the allocation between spouses of
deductible expenses and investment income under a system of optional
individual taxation does not present an insurmountable problem. As discussed
in the attached report, rules can be established that would provide a
reasonable and relatively simple basis for allocation. Furthermore, individual
taxation does not require that married two-earner couples file tw6 physically
separate returns. The Action Group recommends that for administrative
convenience and cost savings to both the Internal Revenue Service and the tax-
payer, a two-earner married couple could file a "combined individual return,"
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that-is, the spouses could use separate columns on the same form without
aggregating their incomes. A similar system is used in a number of states
and in the District of Columbia.

In sum, the Action Group urges the Subcommittee to stop subjecting more

than 16 million married two-earner couples -- more than 32 million individuals

-- to an irrational tax penalty. We urge the Subcommittee to give married two-

earner couples the option of being taxed on each spouse's own income on the

tax rate schedule for single individuals - both as the beat solution to the

problem of the marriage tax penalty and as the first step toward the eventual

goal of individual-taxation.
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1980 TAX COST OF MARRIAGE*

For couples who have no dependents and no excess itemized deductions

Wife's Adjusted Gross Income

5,000

5,000

10,000

15,000

20,000

25,000

10,000 15,000 20,000 25,000

* The shaded diagonal represents different income combinations amounting to a
total income of $30,000. When each spouse earns half of this amount, that is,
$15,000, the marriage tax penalty is $903. A couple with the same total income
of $30,000 but where one spouse earns $20,000 and the other $10,000 would pay a
lower marriage tax of $579. The marriage tax for a total income of $30,000
disappears entirely when one spouse earns about $6,000 and the other earns about
$24,000. When the spouses' incomes are more divergent, as in the $5,000 and
$25,000 example shown in the table, there is an actual tax benefit from marriage
(represented by a negative number), In this case -$219.

u

-I-
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Senator BYRD. Next we will hear from David Boyter and Angela
Boyter.

STATEMENT OF DAVID BOYTER AND ANGELA BOYTER,
BOYTER VERSUS COMMISSIONER OF INTERNAL REVENUE

- SERVICE
Mr. BoYTER. Mr. Chairman, and Senator Packwood.
Thank you for giving us the opportunity to appear here today.
We have already Men our tax cut, so in a way we have a

disinterest in this hearing. But we would like to urge you not to
force people to use our method.

When we were first married in 1966, we thought that it would be
until "death us did part." The Tax Reform Act of 1969 changed all
that, and in December of 1975, after paying a marriage penalty for
5 years, we divorced in order to file as single taxpayers. We wanted
to be married, however, so in January of 1979 we remarried.

We divorced again late in 1976 and remarried again early in
1977. In the spring of 1977, the IRS termed our divorces a "sham"
and said we owed $3,100 in back taxes. The IRS said, however, that
divorcing was fine with them as long we lived together without
remarrying. So in 1977 we divorced for a third time and have been
living together ever since.

-We are waiting now for our first two things. The first is a
decision from Tax Court on the validity of our first two divorces.
The second is action from Congress that will enable us to feel free
to marry again.

We took our somewhat drastic action to bring to your attention a
tax policy that amounts to interference with the individual's right
to choose a basic personal relationship. Over the past 5 years, we
have saved almost $15,000 in taxes by not-being married. If we
both work until age-65 at our current salaries, our lifetime mar-
riage penalty would exceed $130,000. I am afraid that I believe that
suc a price is too-high to.pay for legal marital bliss. And many
other citizens agree.

M re7 than one person has called long distance from as far away
as California to wish us well. Most people in this country perceive
the marriage tax as bad law, perhaps an immoral law. Like us,
they believe that marriage and the family still have a place in
American life. A couple from Maryland scrawled on the back-of a
postcard:

"Here, at ages 67 and 65, with 45 years of fine marriage, we note
with interest your crusade. Know, please, of our respect and admi-
ration for your valiant stand."

A minister from Illinois wrote: "I think your activities are God-
pleasing, and I thank you for them. Peace."

Just last night I was called by a reporter from the Los Angeles
Times who said that there is a group of ministers in California who
are prepared to give church ceremonies without the civil part for
those who simply wish to become married in the church and not in
the State.

But many people go beyond letters of support. We have sent over
400 letters to people who have asked how to obtain a foreign
divorce, and a number have told us about obtaining "tax divorces"
on their own. People are divorcing, or simply not getting married,
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to avoid the marriage penalty, and neither we nor the IRS has any
idea how many, because most of these people are prudently just not
talking. But we have an idea that such action is far more common
than most people think.

We went to Haiti for our first divorce in 1975, before the mar-
riage penalty had received any widespread publicity, we met a
Midwest couple who were staying at the same hotel and had also
come to Haiti for a tax divorce.

A young woman from Maryland called to tell us that when she
and her fiance realized how much their taxes would increase if
they got married, they decided to skip the ceremony and told their
friends they had eloped. Another couple from the more conserva-
tive South even changed the woman's last name to be the same as
the man's.

These couples wanted to be married, but tax laws forced them to
conclude that marriage was a luxury they simply could not afford.

Moral considerations aside, what will be the effect on people of
living together? First, in many States, it is illegal. Second, such
couples forego many legal rights afforded married couples, such as
property rights and estate tax deductions. Third, the formal com-
mitment of marriage provides an important feeling of security and
stability.

Many people have told us that they would be afraid to obtain a
tax divorce for fear their spouse would leave. In an increasingly
uncertain world, today's tax policy is denying many people even
the small comfort of a legal marriage.

My former spouse and I have ten fairly extreme measures to
convince you and the public that the marriage penalty exists and
that it is unfair. We think we have been successful in that, and
now we must convince you that the marriage penalty must be
eliminated, and I stress the word "eliminated.'

Ms. BOYT=. There are several proposals such as Senate 1247,
Senator Gravel's bill, that would allow a tax credit or a deduction
for a certain percentage of the lower income spouse's wages up to a
certain maximum. What is wrong with this approach?

First, it is too complicated.
Second, the proposals are a slap in the face of women. Placing an

upper limit of $10,000, or even $20,000 on deductible income says
loud and clear that it is OK for a wife to work, as long as she is not
too successful.

Third, the approach does not eliminate the marriage penalty.
Instead, it provides an arbitrary tax reduction that bears no rela-
tion to the marriage penalty. Xt may reduce a given couple's penal-
ty a little, substantially, completely, or even overcompensate. Most
versions allow the credit or deduction to be taken by any two-
earner couple, even those whose incomes are so disparate that they
do not pay the marriage penalty. The amount of marriage penalty
is based on a couple's total income and the proportion of that
income earned by each. The credit or deduction is based only on
the amount of income earned by the lower wage earner and is not,
therefore, responsive to the problem.

Fourth, while not eliminating the marriage penalty for any
income level, such a bill would provide a greater measure of relief
for lower than higher income taxpayers. Our tax system is already

% I
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progressive, but under such a bill, two earner couples would not
only be the highest taxed group in the country, we would also be
subject to a steeper progression.

The Constitution guarantees equal protection for all, not just
those below the poverty line, and I believe that all taxpayers
should be free to marry or not or to work outside the home or not,
free from Government interference. Allowing deduction or credit
for two-earner families does put Congress somewhat in the position
of supporting marriage. Putting a cap on the deduction says that
the Congress supports marriage only for the lower income groups.

If you can't do better than-the tax credit or deduction aplSroach,
we would prefer you did nothing because you still would not make
it practical for us to marry. Our marriage penalty would still
exceed $3,000.

As we understand it, the main objection to eliminating the mar-
riage penalty totally is that it would cost too much. At the same
time, you are discussing tax cuts. We believe your first priority for
any tax cuts should be eliminating the inequities, such as the
glaring inequity of the marriage tax. The time for legislative
remedy is long overdue.

S. 633, the Mathias-Fenwick bill, is a good solution, since it
totally eliminates the marriage penalty without raising taxes for
either singles or one-earner families. The principal objection we
have heard to it is that it would be too complicated for the family
to allocate its income and deductions. But a arge number of Statesprovide for a combined/separate status in which two-earner fami-
ies tile separately oh one form.

Taxpayers in those States already allocate these items. In any
case, suppose a couple who each earned $10,000 per year spent 2
extra hours filling out their tax return, and I doubt that it would
take that long, their effective pay would be $200 per hour.

We would like to make two further arguments in favor of legisla-
tive action now. We have done close to 100 radio interviews, ap-
peared on TV in eight cities as well as national TV, and have been
written up in every newspaper from the Wall Street Journal to the
National Enquirer. Yet, we have never sought any publicity. All of
the interviewers made the initial approach themselves, and they
are sympathetic. We have never had what we consider) a hostile
interview.

The media and the American people are shocked that you should
have allowed a marriage penalty to exist at all, and they always
want to know, "When will it be corrected?" Their interest should
concern you, but there is a second side to the public's interest that
should concern you even more.

We receive considerable encouragement from people who do not
pay the marriage penalty and have no vested interest in our issues.
in America today, the fastest ways to become a national hero are
to hit a home run in the World Series, or to fight the IRS. As one
woman wrote, "I just complain. You stand up and fight."

Our tax system is based on voluntary compliance, but growing
numbers of citizens are coming to feel that the system is-both too
complicated and unfair. In 1948, you convinced the single taxpay-
ers that the system is unfair. In 1969, you added the two-earner
families. If you continue adding complexities and favored groups to
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the Tax Code, eventually you will convince the majority of the
system's unfairness, and they will feel justified in making adjust-
ments of their own. Needless to say, at that point we will no longer
have voluntary tax compliance.

You may think this is an extreme statement, but I do not believe
I am exaggerating. Since we have become well-known "tax activ-
ists," an astounding number and variety of people have confided to
us their own methods of avoiding or evading part or all of their
taxes.

Passage of S. 633 will go a long way to convince a substantial
segment of our society that you are trying to make taxation as fair
as possible. We urge you to report S. 633 favorably to the full
Senate, where we are confident it will be passed.

Senator PACKWOOD. Were you in the audience when Mr. Sunley,
from the Treasury Department, testified?

Ms. BOYREs. Yes, we were.
Senator PACKWOOD. He went through the history of attempting

from 1969 onward to tilt the Tax Code toward singles, or to make
the discrimination against singles less, and by virtue of doing that
making the discrimination against marrieds more, assuming that
they are both earning an income.

How do you solve the problem he poses of which equity you are
going to have, and keep progressivity. If you want to get rid of the
progressive tax you can. do it, but I have not heard of anyone
suggesting that.

You, in terms of priorities, would eliminate the marriage penalty
first, which would skewe it adversely toward singles. Granted it
would not increase their tax, but it would make the disparity
greater.

Ms. BOYTRm. You cannot create a perfect system, but you are
presently penalizing over half the married people. When you talk
about the discrimination against single people, and I admit that it
seems rather unfair, you are comparing one wage earner with two
wage earners. It takes us 80 hours to earn that income that the
single person is earning in 40, assuming that they only have one
job. We have two commuting expenses, and so forth.

You say that the single person has the expense of keeping up a
home, but according to some figures that I got from a Congress-
man's office, only 25 percent of the single people live alone The
rest of them live with family, friends, or roommates.

Senator PACKWOOD. What would you do with the heads of house-
holds, who do indeed have one of the toughest burdens of all?

Ms. Borrm. You are talking about heads of households, and
these are people who have-

Senator PACKWOOD. Usually women, usually divorced, sometimes
widowed, dependents, one income, and yet they are taxed more
discriminatorily than either the singles or marrieds.

Ms. Bonr'u. Perhaps what you ought to do there, and I have not
done any study of it, is look at your dependency and personal
exemptions. That might be a better way to attack it.

Senator PACKWOOD. You mean simply increasing it for every-
body. It does not change your problem on the discrimination
against heads of households if you say that the marrieds get in-
creases in deductions, and the heads of households get increases in
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deductions. They already suffer discrimination with the standard
deduction.

Ms. BOYTER. Yes, they do.
Senator PACKWOOD. What you are simply saying, and I under-

stand your position exactly, you cannot make it equitable for every-
body unless you want to get rid of the progressive tax system, in
which case a great group of people say that it will not be equitable
either.

Mr. BOWER. I noticed your interest in that. It is kind of surpris-
ing, since we have become tax activists, everybody tells us their tax
theories. It is the first thing they say. I have heard from a surpris-
ing number of people who think that a flat rate system would be
advantageous. We do give out the benefits progressively.

One of the suggestions I have heard, I think, has a great deal of
merit, and it would be to build in the progressivity all at once, and
simply say that we don't tax poor people. Once you pass out of that
poverty level, then the middle class and the upper class are essen-
tially taxed at the same rate..I don't know how this would affect revenues, but I would assume
that we could just adjust the tables to make that work. I wouldn't
be surprised if a lot of high-income people did not pay more tax
under that system.

Senator PACKWOOD. Thank you.
I arm going to go vote. If I don't get back before Virginia Martin

starts to testify, would you put my statement in' the record just
prior to her testimony.

Senator DoLz. Has Senator Byrd asked questions?
I did not have a chance to hear your testimony, but I understand

that you have tried to avoid the penalty a different way. Is thatright?
Mr. Borr. That is correct. Essentially, we don't have the prob-

lem any more. We have already adjusted the rates by gett'
divorced and staying that way. I think that is an important consid-
eration because married couples do have the option of becoming
single to avoid the marriage penalty. Unfortunately, economic pres-
sure is much more important than an kind of rhetoric thing in
favor of the family. I think that a lot of people are doing that.

Senator Domz. You are divorced now?
Mr. BoyTmi. We are divorced now, and have been for several

years.
Senator DoLz. You live together, though?
Mr. BOYTER. That is right. The IRS told us that that was prefer-

able to getting remarried every year and divorced.
Ms. Bovrm. My mother did not think so, but the IRS did.
Senator DoLz. You save how much a year?
Mr. Bovrmi. We have saved about $15,000 so far. One of the

things we say in our testimony is that if we continue this and
nothing else changes, we will save $130,000 between now and re-
tirement.

Senator DoLz. Do you have any children?
Mr. Borrm. No, we do not. I think that if we did, we would not

be here today. I think that is why you don't hear from people like
us with children. It is not that they are not affected, but because
they don't want to go public. You don't want to expose your chfl-
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dren to that. You do get a couple of nasty remarks from time to
time, and you don't want to expose your children to that.

Senator DoLE. When were you married?
Ms. BoYTm. In 1966.
Senator DoLE. You had one divorce?
Ms. BoYT. Three.
Mr. Boym. Three marriages, and three divorces.
Ms. BOrER. We were getting divorced and remarried every year,

but that is the reason that the IRS took us to court. They said that
our divorce was a sham. Since we are still waiting for a decision,
we have minimized our potential total liability by staying divorced.
If we should lose, we would only owe $3,100 which is for the tax
years 1975 and 1976.

Senator DoLz. When were you last divorced?
Ms. Boyr. In 1977.
Senator DoiE. You have saved on attorney fees, too.
Ms. BorMR. That is true. We have saved the fees of divorces, but

of course we have to pay attorney fees to go to Tax Court.
Mr. BOYTER. As a matter of fact, I guess we really should say

that right now whether we are married or divorced is in some
doubt since it is the Government position that we never were
divorced for those 2 years. So maybe we are not now either. The
Tax Court will enlighten us on that, we hope, sometime this year.

Ms. BOYTER. But we do plan to be remarried as soon as you
change the law. [Laughter.]

Senator DoLz. That will be four times.
Mr. BoYTR. Yes; it is still not a record, I understand.
Senator Domz. It may be to the same person.
Mr. BOYTER. Somebody mentioned that we ought to try to get

into the Guinness Book of Records, but we found out that there is a
couple who had gotten married in every State in the Union, so we
have a long way to go to catch up. We hope that it will not take
quite that long.

Senator DoLE. Do you have a club? Surely there must be some
group. Are there a number of folks like yourselves?

Mr. Boy=R. We think that there probably are. We have deliber-
ately kept away from any group or anything to maintain our
amateur status, and everything.

Senator DoLE. Amateur status?
Mr. Boy=R. I guess that is what you would call it.
We have sent out about 400 letters to people who have inquired

of us exactly how to do it, and we have heard from a good many
others who did it without our help. I understand there is a divorce
service in Connecticut that is getting started to help people get tax
divorces. So I think that it is getting fairly widespread.

Senator DoLE. The other times, when did you divorce, in Decem-
ber?

Mr. BOYTE. Yes, and then we would get married soon after
Christmas.

Senator DoLE. In January?
Mr. Boyvin. We thought that it was kind of a nice way of doing

it both ways. We ran afoul of the law when we did that.
Senator DoLE. During the holidays as a holiday special.
Mr. BoYTa. Yes.
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Senator DOLE. It is confusing, but that is not unusual around
here. Do you have any advice for happy couples?

Mr. BOWTER. We try not to advise anybody to do what we are
doing. Anybody who is interested, we always tell them what we
did, and they can reach their own conclusion.

We really think that the majority of people really favor mar-
riage, and we do also. It is an institution that has been built up
over a lot of years, and it does give a lot of protection and things to
people, and we think that they should be allowed to have those. If
they choose not to take these for personal reasons, that is one
thing, but we think that revenue reasons or taxes is not a reason to
decide to get married or not to get married.

Ms. BOWTER. We feel that the Tax Code has done enough to
interfere with people's choices of marriage or nonmarriage, so we
are not going to get involved in it. We let people make their own
decisions.

Senator DOLE. As far as you are concerned, your marriage was
the victim of the tax system.

Mr. BoYTm. That is clear. It is the only reason.
Senator DoL. You have saved about $15,000 so far? --
Mr. BOYTER. That is correct.
Ms. BOYWER. In 5 years.
Senator DoLz. You are still both working?
Mr. BoWmu. We are both employed, and we earn approximately

the same amount, and we always have. We have always paid taxes,
even before the change. We thought that the single people were
getting a break, and we probably would, too. We were very sur-
prised to discover that we didn't. Somebody made an obvious error.

Senator DoLz. But the IRS is contending that you are married.
Mr. BovWER. That is one of their contentions, yes, that we never

really got divorced and those years are in contention. I don't know
what they say about the one since then. They have not really said
anything.

Ms. BOWTER. They have a ruling, I think it is 76-256, that says
that couples who divorce to save on taxes but don't remarry they
will leave alone. If you divorce and remarry, they consider it a
sham. That is what we are testing in Tax- Court.

Mr. BOYTER. The Court of Claims had a nice statement in one of
their decisions that said, "We expect any prudent young couple of
more than average intelligence,' as they felt the people before
them were, "to take into account all of the consequences of their
decisions. Therefore, if they wish to save money on their taxes,
they should simply live together." The Court of Claim agrees with
IRS, Iguess, that living together is OK.

Senator Do. Did you listen to Mr. Sunley this morning and his
five options. Would any of those be helpful to you?

Mr. BOYWER. We think that the Mathias-Fenwick bill is the easi-
est approach you can take. There are things that would do a great
deal more for the system, but I think that you would get a lot more
letters from other people who felt that they had been put in an
unfavorable position.

It doesn't change anybody else's taxes except perhaps in a rela-
tive way. The one-earner families would still have the best system.

/
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The singles would be penalized but no worse than we are because
we would be paying the same rates as they are.

Ms. BovrzR. We are both Federal employees.
Senator DoLE. Do you live in Maryland or Virginia?
Mr. BoYTER. We live in Maryland. Senator Mathias started this

all on his own at just about the same time we did. We did not
suggest it to him, or anything.

Senator DoLE. Do you work for the IRS either one of you?
Mr. BoYTER. If we had, I suspect that we would not be now.
Senator DoLE. What branch of the Government do you work for?
Mr. BOYTER. The Defense Department.
Senator DoLE. Are you both in the Defense Department?
Mr. BoYTE. That is right. We think that Federal employees are

probably a large constituent of the marriage penalty because one of
the Government policies has been to treat women equally. The
consequence of that is that many of them have been quite success-
ful, therefore, they are much more likely to be in this group.

I suspect that even at the IRS there are a lot of people there who
secretly hope that we will win.

Ms. BoYmR. We want to emphasize that we are speaking private-
ly, and not as Federal employees, or as representatives of the
Department of Defense.

Mr. BoYTER. Lest anyone be confused. Occasionally they are, and
send our Director letters complaining about us. We try to avoid
that.

Senator DoLE. The whole thing is confusing, but I think that you
have added a lot of confusion. [Laughter.]

Senator BYRD. You say that the IRS regards your divorce'as a
sham. On what do they base that?

Mr. BOYTER. Because we got married again shortly thereafter.
We did not have pure intentions, I guess. I think they think that
the last one took, but I am not quite sure. They have not raised
that.

Senator BYRD. It seems to me that the IRS is going pretty far
afield when it attempts to tell people they should or should not be
married, or should or should not get married.

Mr. BOYTER. We are waiting for the judge to so instruct them,
but he has been taking since November, and he has not gotten
around to it yet.

Senator BYRD. It occurs to me that persons are either married or
not married.

Ms. Boyrr. They are talking about the quality of our relation-
ship. But it seems to me that if they are going to go that far, they
are going to have to start looking at the quality of the relationship
of people who are living together without ever getting married. I
think that they have really intruded too far into people's private
lives.

Senator BYRD. I think they need to look at the quality of the
relationship of people who are married in some cases.

Mr. BoYTER. That has occurred to us; yes.
Senator BYRD. Thank you.
Senator DoLE. Are you on a (lot of talk shows, and things like

that?
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Mr. BOYTER. Yes; we have. We have been on almost all of them.
As we said, you take on the IRS and you become a national hero.

Senator DOLE. I see great potential there.
Mr. BOYTER. I don't know how good it is for getting votes, though.
Senator DOLE. It would be marginal. [Laughter.]
Senator BYRD. The next witness is Mr. Stanley Canfield, presi-

dent of Cricket Publishing Co.
Mr. Canfield, you have 5 minutes.

STATEMENT OF STANLEY E. CANFIELD, PRESIDENT, CRICKET
PUBLISHING CO.

Mr. CANFIELD. Mr. Chairman, and members of this committee.
It certainly is an honor as a citizen to be able to testify on behalf

of myself, and my company. I have customers in all 50 States of the
Union, and started writing the Congress and the Senate about 2
years ago about this marriage tax penalty because I could see it
coming, and I could see it happening.

I have submitted to this committee a complete brief, and I would
like it to be submitted for the record.

Senator BYRD. It will be made a part of the record.
Mr. CANFIELD. The filing materials, in my estimation, bring out

the very things that the people have pointed out this morning.
There has been a gross error that is costing the Nation many
billions of dollars of annual-wages unaccounted for because of the
zero bracket floor on deductions.

My approach to this will be a little different, but it is in the
same vein of thinking. I believe that the wool is being pulled over
our eyes by the IRS, with the help of Congress, and it is putting
every American taxpayer in the same mold by the continuance or
the enlargement of this zero bracket floor on deductions. Giving
singles and marrieds these types of writeoffs is the main problem.

They are saying that only the wealthy can take advantage of the
tax brackets. That is not true. The tax rates will show you, and the
reports that come through the professional magazines will show
you that the people who itemize their deductions the most are the
people in the $4,000 to $6,000 range. They owe more. They have
more interest. They have more responsibilities. On the average 72
percent of these people have itemized deductions.

People in the average class, let us say, $12,000 to $14,000, 33
percent of them itemize their deductions, and in the more wealthy
only 19 percent of them have the same privilege. They don't have
the same types of expenses.

I believe that the zero bracket floor on deductions is the thing
that really is our problem.

I think that many women go to work because they are bored. If
there are tax incentives to create responsibilities within their own
communities, I believe that they would stay there and be a part of
the community rather than go into the work force.

If there are tax incentives to work with meals-on-wheels, or work
for the Red Cross, if there are tax incentives to do things in your
own neighborhood that create a neighborhood atmosphere, I be-
lieve that it is really the thing that needs to be looked at. I think
we are looking at the wrong thing.
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In the next year or so the Federal Government will destroy the
future of the American system, and this destruction can be accom-
plished silently and invisibly in the name of tax reform. There are
even those who say that simplifying the Tax Code will eliminate
and could eliminate deductions entirely. I am, of course, opposed to
this because I don't think that we are all pickles. I think that there
are some apples and some oranges.

The records show that because of the floor on deductions, chari-
table contributions have suffered greatly. Not only family has suf-
fered, but charitable contributions have suffered greatly.

To play around with this Tax Code like we are doing, and the
bills are being introduced, to file as singles and to file as marrieds,
and to file this way and to file that way, I think is the wrong
approach. I think that the approach is to look at IRS and their
deliberate move to eliminate itemized deductions, and that is by
continuing to raise the zero bracket, and subtracting it from the
itemized deductions.

It has been called the "marriage tax," but I think that it is a
smokescreen. I really believe that the problem lies with this sim-
plistic thinking of eliminating itemized deductions. I have seen it
happen in my own business in the production and manufacture of
tax forms, and tax related schedule A's.

Sales have fallen off drastically in this area. We have also seen a
decrease in the deterioration of the community projects, sympho-
nies, the stress that United Fund has to go through to get moneys.
People don't give because they already get ithout any account-
ability, without any records.

The IRS keeps raising the floor, and that is their intent, to
simplify the Tax Code. They say that they can save $50 million in a
year ol paperwork and such by simplifying that and raising the
floor on itemized deductions. But I contend that in saving $50
million, they leave $400 billions without any accountability at all.

The zero bracket tax credit says that we are all the same. The
records prove differently. Why should people give when they al-
ready get. There is much to be said, and I know that you have
heard it.

I ask that you not rework the zero bracket, such as allowing
married couples to select to file as singles, and such, but I suggest
that you take the tax tables, and that you make them equitable for
all people, and that you treat heads of households fairly and mar-
rieds, allow 100 percent of all proven deductions, raise the standard
deduction on individuals. All this can be proven 100 percent, and
we will give credit where credit is due.

It will cost billions of dollars in revenue if those bills are en-
acted, but I believe that accountability and credibility will return
to the local neighborhoods that is needed to return, and then this
marriage tax will not be so evident. I believe that really IRS goofed
in giving this $3,400 and this $2,306, and they meant to do that.

Senator Bumw. Thank you, Mr. Canfield.
Senator Dole.
Senator Dom . I have no questions. I have read the statement.
Senator BinD. Senator Bradley.
Senator BADLEY. Mr. Chairman, I have no statements or ques-

tions for the witnesses. I would like to compliment you on holding
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this hearing because this is certainly an approach to this year's tax
cut that we should carefully consider. Today's witnesses, based on
what I have heard, have studied this marriage tax issue very thor-
oughly.

There are many ways to approach the marriage tax issue, as I
am sure you are aware, and this committee will deliberate over the
different tax options. Each of these options deserves our attention
because I think that we should give serious consideration to put-
ting a marriage tax reduction in this year's tax bill.

I compliment you for holding the hearing and giving us the
benefit of these witnesses.

Senator BYRD. Thank you very much, Senator Bradley. I think
that this is a subject that should be addressed at the earliest
possible opportunity.

Senator Chafee.
Senator CHAFE. Thank you, Mr. Chairman. I would like to join

in congratulating you for holding these hearings because this is a
very, very important matter. I have submitted legislation which
incorporates this. Regardless of where it comes from, I would hope
that in the bill that we handle this year, and hopefully we will
handle a bill, that this will be included within it to kind of solve
this particular problem that you are addressing here today.

Senator BYRD. Thank you, Senator Chafee.
Thank you, Mr. Canfield.
[The prepared statement of Mr. Canfield follows:]

SCRICKET PULISHINQ Co.,
Battle Creek, Mich., August 5, 1980.

Mr. MICHAEL STERN,
Staff Director, Committee on Finance,
Dirksen Senate Office Building, Washington, D.C.

DEAR MR. STRN: The following material is for the records of the Committee on
Finance dealing with the most current hearings on tax cuts and more specifically
the "Marriage Tax".

It will also endeavor to show how the Committee can equitably correct a grosserror that is costing the Nation many Billions of Annual Wages unaccounted for
because of the 'Zero Bracket-Floor on Deductions' applied to all Individual 1040 Tax
Forms.

The wool is being pulled over our eyes! The I.R.S., with the help of Congress, is
putting every American taxpayer in the same mold by the continuance and enlarge-
ment of the Zero Bracket.

"Charity and the Nations are victims of this kind of planning! Taking away
deductions is taking away our freedom of choice and accountability. There is every
indication that failure to maintain a tax incentive for Charitable donations of
money will have the added effect of undermining donations of time and work, since
there is a strong correlation of individuals participating in those activities to which
they contribute funds." Mr. Chester H. Schwartz, United Way Update to United
Way Board Members.

Taking the Zero Bracket and making it the floor on itemized deductions has taken
away the incentive from the lower and middle income taxpayers, who make more
than half of the charitable contributions of the Nation.

The next step will be to abolish all deductions over the 'Zero Bracket Floor', "on
the grounds it benefits an elite group of taxpayerss. This will throw the responsibili-
ty into the lap of an already over-burdened Federal bureaucracy that will destroy
theotraditional voluntary giving that is so essential to the preservation of the non-
profit, non-government sector ofour society.

John W. Gardner, the founding chairman of Common Cause and Formerly Secre-
tary of Health, Education and Welfare, sees danger in certain proposals that have
come forth from various tax reformers to eliminate or reduce the charitable contri-
butions that Americans can deduct from taxable income. He stated his case at the
United Way conference in a speech on "Threat to an American Tradition".
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"These Americans are a peculiar people. If, in a local community, a citizen

becomes aware of a human need which is not being met, he thereupon discusses the
situation with his neighbors. Suddenly a committee comes into existena- The com-
mittee thereupon begins to operate on behalf of the need and a new community
function is established. It is like watching a miracle, because these citizens perform
this act without a single reference to any bureaucracy, or any official agency."

Justly so. 150 years ago, Tocqueville described a unique feature of the American
system. It is the spontaneous working of a creative public spirit. Out of this funda-
mental national trait have come such vitally important institutions such as librar-
ies, museums, civic organizations, great universities, the United Way, the Little
Leagues, the Salvation Army, symphony orchestras, garden clubs, historical soci-
eties, adoption services, hospitals, religious organizations, Alcoholics Anonymous
and the 4-H clubs. Indeed, this American tradition-that of private giving for public

Urposes-the volunteer, has released incredible human energy and commitment in
half of the community all over the country.

Yet, in the next two or three years, the Federal Government may destroy this
feature of the American system. The destruction could be accomplished silently and
invisibly-in the name of tax reform. The threat lies in proposals that would reduce,
directly and indirectly, the charitable contributions Americans itemize as deduc-
tions from taxable income. And there are even those who, with the intent of
simplifying the tax code, would eliminate such deductions entirely. With due respect
to the reformers, the alarm should be shouted: Our tradition of private giving for
public purposes is endangered by some of their good intentions.

Up till now, Government tax policy has deliberately fostered that tradition. The
deductibility of charitable gifts is based on the idea that it is good for a great many
people, independently, privately, to contribute to charitable, religious, scientific and
educational activities of their choice. Such giving supports the American pluralism
that allows all kinds of people to take the initiative in all kinds of activities. In
reality, the tradition that has produced the innumerable institutions that are some-
times called the nonprofit sector lies at the very heart of our intellectual and
spiritual strivings. The deductibility of charitable donations has been only an ex-
pression of that larger philosophy.

Now there is a new school of thought with a very different view. It holds that a
-deductible dollar donated, say-to a school for blind children, would have found its
way into the federal treasury-if it had not been deductible. That dollar is therefore
to be regarded as Government money-and labeled a "tax expenditure." This new
doctrine began innocently enough with a concern about the multiplicity of existing
tax loopholes. It made sense to calculate the amount of benefits granted by the
Government through allowable deductions, as, say, certain industrial tax credit. So
the term "tax expenditure" was invented as a convenient way to describe such an
amount. Some tax-simplification theorists just have not given much thought to the
implications of applying that term to voluntary charitable donations. But there is
another type of theorist we have to cope with: the Government-knows-best type, who
positively resents the freedom of the tax-deductible gift. His argument is to elimi-
nate the deductibility of that dollar-given to the school for the blind, take the
money into the treasury and, if the school needs money, let Congress and the
federal agencies appropriate it.

Such a doctrine makes the head ache. The American people have been remark-
ably resourceful in launching activities to serve their communities. They freely give
$30 Billion a year and contribute God knows how many Billion more in nonmone-
tary services, ow Americans are told that Congress and the Government bureauc-
racies could do a better job.

Somehow, the available evidence on Government efficiency (Mr. Gardner speaking
with the respect of one who served two tours of duty in Government) does not drive
one toward that conclusion. But apart from the question of efficiency, if Govern-
ment pre-empted "charitable" functions, what outlet would be left for personal
caring and concern? Can anyone believe that a manual of regulations from Wash-
ington would unlock the miraculous energy which has been so impressive since the
days of Tocqueville?

The truth is that the present charitable deduction is not adequate to bring-out the
best of which Americans are capable. Even recent increases in the Zero bracket-
(six in the last ten years)-decreased the number of taxpayers itemizing deductions
from almost 50 percent in 1970 to less than 25 percent in 1977. (It is now less than
16 percent in 1979, a staggering drop in just two years.)

The damage to the voluntary sector is obvious. Contributions to public charities
decreased, with losses recently estimated at $5 Billion. In 1977 alone, greater use of
the standard deduction cost voluntary American institutions some $1.3 Billion. It is
estimated that only 16 percent of taxpayers will itemize deductions (and thus have

I
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an added incentive to make charitable donations) if the Zero Bracket-Floor on
deductions is continued.

What would result if the new antideduction doctrine ever were in force is not
peasant to contemplate. As it is, the trend is already running against voluntarism.

only way to reverse this trend Is to amend the tax code to allow all taxpayers to
deduct charitable gifts whether they itemize or not. This change alone would elimi-
nate a twofold danger first, that denying most Americans any encouragement to
give will bring more Government into their lives: Second, that charitable giving will
become the province of only the wealthy.

The Government will best contribute to the health of the society if it actively
furthers the vitality of the private, voluntary sector. We must wake up to the fact
that the government of a gigantic, tumultuous society cannot be administered
entirely by a conventional, centralized, topown governmental hierarchy. Local
levels of government and local private institutions are going to have to figure out
how they can collaborate to make things work in the community. The old American
trait of voluntary activity and giving is indispensable to thateod.

Finally, it is not easy to make a blanket defense of private giving: after all, it
consists of so many unrelated, unofficial, unclassifiable activities. Yet that diversity
is one of the qualities that make it beautiful. It is an area in which freedom
survives and flourishes. Let's keep it that way. End of the essay, "Threat to an
American Tradition".

The Treasury Department, I.R.S., and the administration have done their best to
limit, and even do away with, itemized income-tax deductions in an effort to "sim-
plify the nation's tax system" and to convince Congress and the Senate that by doing
so they would help save time and jobs. What they have not looked at, is the loss of
accountability of four hundred billion dollars ($400,000,000,000) of annual wages by
this simplistic thinking.

No care is given in this repeal of deductions for the individual who would like to
be different, who would like to share what they have with discretion and a personal
knowledge of need and worth. Instead, we have a deadening of the community's
sense of accountability towards its educational, welfare, and religious needs.

It's (we hear), "Tax reform to help the Poor!" The poor don't pay any taxes! This
makes good news, but "reformers are dishonest when they talk about ending
deductions that let the rich avoid taxes. According to I.R.S. data, itemized deduc-
tions benefit the middle income earners more than the rich and the poor need no
deductions, they are the one's that benefit from deductions. I ask you not to look to
re-working the Zero bracket, such as allowing Married couples to select to file as
Singles or Head of Household and thereby receive more. The many Bills that have
been introduced would continue to allow too many loop holes and Tax court deci-
sions to alter the intent of Congress.

Drop the zero bracket-alter the tax tables to treat fairly the singles, head of
household, and married-allow 100 percent of all proven deductions-make account-
able the now unaccountable annual wage loss of over $400 billion-raise the individ-
ual credit for each dependent. All of this can be proven 100 percent and will give"credit where credit is due". It will not cost millions in lost revenue as most bills
would, it will bring back accountability for billions of annual wages.

The problem is not, as has been coined the "Marriage Tax", it just happens to
work that way-the problem is the Zero Bracket-Floor on Deductions. We must not
allow this Zero bracket to continue to erode our society as it is now doing. A U.S.
Census Bureau report indicates more couples are living together as singles than
ever before and from 1970 to 1978 the number of unmarried couples doubled.

I am not suggesting that this choice be taken away-to marry, to divorce or
remain single is each persons inalienable right-but I am saying there should be
more incentive to live together in a Husband-Wife family relationship. The stability
of the nation is ultimately found in the stability of its foundational components-
the family.

Bills to allow heads of households to have a higher Zero bracket could be an
incentive for divorce. The rationale being that a couple with two children would
divorce so that each parent could take one child, qualfying each parent for the full
deduction now available only to a married couple and it is unrealistic for any
Congressman or Congresswoman to think differently. The Tax Court has already
gone on record that it shouldn't be required "to delve into intimate questions of
whether husband and wife are in fact living apart while residing in the same
house", and so ruled that a deduction for support isn't automatically barred if a
separated couple live under the same roof.

Prentice Hall, tax publisher, writes: Divorce, it seems is a haven for loving
couples who hate taxes. The tax tables don't favor married couples if both partners
work. They would pay less if they weren't married. A married couple with $40,000
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of combined taxable income-$20,000 from each spouse-pays the I.R.S. $10,700
whether filing separate returns or a joint one. But two single people with like
incomes have a total tax bill of $8,884, $1,816 less than the married couple. In effect
"IRS says okay to divorce to cut taxes". In Rev. Rul. 76-255, IRS held that a
married couple can't save on their income tax by getting a year-end divorce in order
to file as single individuals and then remarry early the following year. However, in
a private letter ruling, IRS gave its approval to a couple getting a divorce who
intend to stay divorced and not remarry, even though they "will be living together
much of the time after the divorce".

For income tax purposes, marital status depends on the facts and circumstances
at the close of the year. If a couple ". . . obtains a divorce that is not declared
invalid by a court of competent jurisdiction and there are no factors present to
indicate that the couple should not be considered as unmarried individuals, the
Internal Revenue Service will recognize the divorce." (Letter Ruling 7835076)

According to an extensive new study, (Brown 1980) children from broken homes
cause a strikingly disproportionate share of discipline problems in schools and fare
far worse academically than their peers from two-parent homes. This study-conduct-
ed by Dr. Frank Brown of Melbourne, Florida, for the Charles F. Kettering Founda-
tion of Dayton, Ohio, and the National Association of Elementary School Princi-
pals-examines the behavior and achievements of 18,244 children, grades one
through 12, from all economic and social levels.

For every two-parent child disciplined, the study says, teachers took to task three
one-parent children. Comparing children from broken homes to those with both
parents, the ratio for dropouts was 9-5; for expulsions, 8-1. With the national
divorce rate still sharply ring, the problems seem certain to worsen.

Only 18 percent of the children studied come from families with one parent-the
bulk of them from homes broken by divorce. Yet they account for 23 percent of the
disciplinary actions, 25 percent of the dropouts, 26 percent of suspensions and 27
percent of expulsions. For all children in the study who have had disciplinary
contact with juvenile authorities, 36 percent come from one-parent homes, 31 per-
cent from two-parent families, and the rest live in foster homes, with relatives, or
on their own.

In the inner city, the figures are worse... "of 200 delinqent children in Wash-
ington, D.C., 175 came from single-parent homes," Brown said. And according to the
U.S. Census Bureau, the rising divorce rate means that 48 percent of school children
during the next decade will come from one-parent homes.

Zero bracket-Floor on deductions was not designed to be a "marriage tax"; it
just .happened that way. If the IRS, in its desire to eliminate deductions, would have
hid this Zero bracket in some other part of the Tax Code, it would never have
surfaced as it has now, and there would have been no "Threat to an American
Tradition"-It would have been destroyed.

"I would prefer to see your tax structure reformed so that one's marital status
does not affect one's taxes. The decision to marry or not is a personal one. Tax
consequences do not belong in that process", Senator S. I. Hayakawa writes. I am in
total agreement with Mr. Hayakawa. This can be done by dropping the Zero
bracket-Floor on Deductions, allowing 100 percent of all Itemized deductions that
can be proven and, if need be, raising the Individual Credit for each dependent and
making the Rate Schedules so they are equitable for all.

Sad to say, the continued effort of a few to destroy the incentive of millions of
citizens to be a a of their community and its needs is working, as the Internal
Revenue Service s latest data on 1978 personal returns show, Itemized deductions
are falling while inflation is taking its toll on all nonprofit, nongovernment, and
Charitable Organizations of our society.

The Congress and Senate of this great nation must wipe out the "negative
attitude toward giving and return accountability and responsibility to the people".

This Nation will forever stand the test, if the Government of the People ill let its
People, out of Love and a Free Will, do for other people what they can not do for
themselves.

Respectfully submitted.
STANLEY E. CANFIELD,

President.
Senator BYRD. The last witness is Virginia Martin, executive

director, Parents Without Partners.
Senator DoLz. Mr. Chairman, on the way up I have been asked

by Senator Packwood to n'ace a statement for him in the record.
Senator BYRD. Yes, it wil be put in the record.
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[The statement of Senator Packwood follows:]
STATEMENT OF SENATOR BOB PACKWOOD

I am delighted that our witness list includes Ms. Virginia Martin, Executive
Director of Parents Without Partners. Parents Without Partners is a non-profit
educational organization consisting of 188,000 members made up solely of single
parents. This organization is well familiar with the financial burdens of single
parents. Ms. Martin will be speaking today about the discrimination in the tax code
against single parent headed families.

Heads of households are unmarried persons who provide a home and a majority of
support for a child or elderly parent. They are usually divorced or widowed women
caring for minor children. This type of family unit is on the rise due to the high
rates of divorce. Over 5 million women are the sole support for themselves and their
families.

Heads of households are treated unfairly in the tax code. We give them a smaller
zero bracket amount and we tax them at a higher rate than married couples. Yet,
heads of households have the same financial responsibilities as married couples but
usually less money to meet these responsibilities with than married couples.

The Senate has twice passed this bill eliminating discrimination against heads of
households. It was added to the Revenue Act of 1978, and to the Tax Reduction and
Simplification Act of 1977. Unfortunately, it was dropped in Conference with the
House of Representatives both years.

It is time we erd the unequal tax treatment of heads of households and stop the
discrimination against them that occurs in our tax laws.

STATEMENT OF VIRGINIA MARTIN, EXECUTIVE DIRECTOR,
PARENTS WITHOUT PARTNERS, INC.

Ms. MARTIN. My name is Virginia Martin. I am executive direc-
tor of Parents Without Partners. I appreciate the opportunity to
address this subcommittee hearing on the marriage penalty tax. I
believe that a discussion of the heads of household tax status is an
appropriate topic to be included in this hearing.

Parents Without Partners is a nonprofit educational organization
of 168,000 members, all of whom are single parents. Founded in
1957, it has provided a support system to approximately 1 million
single parents over the years. Those are divorced, widowed, sepa-
rate, and never married.

We have really extensive first-hand knowledge of the struggle,
and it is both financial and emotional, that single parents face.
Currently, we have approximately 15 million single parents.

In addition to the sensitivity of PWP with regard to issues con-
fronting single parents, we have recently polled our membership
for the issues of most concern to them. Our survey indicates that
single parents are deeply concerned with the tax inequities they
experience as single parents. These inequities drain their already
limited financial resources.

Targeted by PWP as an area needing reform is current tax policy
affecting heads of households.

Prior to the tax reduction of 1975, heads of households could use
standard deductions used by married couples. Beginning with the
act, however, heads of households were given a smaller standard
deduction than married couples. In 1975, the standard deduction
for heads of households was $300 smaller than for married couples,
$2,300 as opposed to $2,600.

In 1976, the standard deduction for heads of households was $400
less than for married couples, $2,400 as opposed to $2,800. With the
Tax Reduction and Simplification Act of 1977, the standard deduc-
tion for heads of households was set at $1,000 less than for married
couples. -
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The Revenue Act of 1978, which increased the zero bracket for
all filing statuses, increased the standard deduction for married
people to $3,400 and the deduction for single persons and heads of
households increased to $2,300, for a difference of $1,100.

The type of tax structure places a substantial financial burden
on the growing number of single parent households. The divorce
rate, which increased from 47 divorces per 1,000 married people in
1970, to 91 divorces per 1,000 married people in 1979, illustrates
how sharply the number has increased.

Those people who file as heads of households must, by definition,
be supporting one or more dependents, either minor children, el-
derly, or handicapped people. The assumption that these house-
holds do not incur the same type of expenses as the two-parent
household, therefore, is obviously false.

Historically, the nuclear family, with the father as the sole wage
earner was considered the "norm," and was the standard upon
which much of our current legislation was based. However, the
American 'family is so diverse in structure tlat a universally ac-
cepted definition of the "normal" family is no longer possible.

In 1978, there were 5,744,000 households in the United States
headed by one parent. Of that number, 5,206,000 were headed by
women. Only one-third of the families with children in the United
States had both parents present. Yet, the average income of the
two-parent family in 1978 was $21,804, while the average income of
the female-headed household was $10,689.

The need to respond to the special problems of the changing
American family is a pressing one. It is no longer reasonable to
assume that a tax structure should give favor to a two-parent
nuclear family, perpetuating the myth that it is an incentive to
marriage when a preponderance of evidence indicates that the
needs of families have changed.

The disparity in income and earning power between one- and
two-parent households compounds the already existing problems
facing single parents. Given the fact that families today must cope
with inflation and rising taxes, it would seem grossly unfair to
penalize those households surviving on one income from a single
parent, with the additional burden of the "single's tax."

Working with Senator Packwood in 1978, Parents Without Part-
ners testified in support of S. 1644 to give the then 5 million heads
of households the same standard deduction available to married
persons. The bill passed the Senate as an amendment to the Reve-
nue Act of 1978. However, it was killed in the House. The heads of
households bill has been reintroduced in January of this year as
S. 2226.

While changes in the tax system occur on a regular basis, in few
instances do they address the inequities in the system effectively.
The existing structure places single people and heads of households
in the same filing status, despite the fact that their financial
burdens and responsibilities are vastly different.

The fallacy of using tax incentives to promote marriage or
reward the traditional two-parent family continues to the detri-
ment of other family lifestyles, notably the single parent family.
Before any tax legislation is introduced an impact analysis of the
effect of this legislation on families should be done.
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The White House Conference on Families' delegate workbook
warned: "Single parent families will probably constitute the most
severe and widespread problem on income maintenance and secu-
rity in the next decade.'

We ask, and we urge that you consider single parents and their
families in any discussion of tax reform.

Thank you.
Senator BYRD. Thank you, Ms. Martin.
Senator Dole.
Senator DoLE. I have no questions. I am a cosponsor of that

latest effort of Senator Packwood, so I recognize the problem that
we have. I think that the wrap-up paragraph should be considered
when we consider tax legislation, and we will do that.

Senator BYRD. Senator Bradley.
Senator BRADLEY. I would like to ask you if you draw a distinc-

tion among the various approaches to the marriage tax.
One approach is where you have mandatory single filing. Every-

one files as if they were single.
The next one, which is embodied in the Mathias bill, is optional

single filing.
The third is simply a tax credit for a spouse who works.
I am curious, do you draw a distinction among those three as to

which y ou find most acceptable, or least onerous?
MS. MARTIN. I do not have expertise in the tax structure, but I

would and did recommend in this material that there be an impact
statement done. I think that too often people make snap judgments
and say that one system is preferable over another, and there are
philosophical differences involved.

We have worked, our organization together with the coalition,
over the last 31/2 years toward the White House Conference on
Families, and we think that this has brought out more clearly than
anything that has taken place that there is great diversity.

No impact analysis is done on much legislation that affects fami-
lies. And I think that the prime target at this point is an an impact
analysis of the results of this legislation, or the intent of the
proposed legislation-what the bottom line effect would be on fami-
lies, regardless of the structure of the family.

What you are attempting to do is really allow everyone to func-
tion in as reasonable and as orderly a fashion as they can, regard-
less of their lifestyle, to provide adequate housing, to provide ade-
quate food. You have to look at basics more than dollars and cents.

Senator BRADLEY. Thank you, Mr. Chairman.
Senator BYRD. Senator Chafee.
Senator CHAFEE. Ms. Martin, I think the facts you give here are

extraordinarily interesting, the number of children that come from
families where there is only one parent. I think you indicated that
one-third of the families with children in the United States have
l oth parents. Can that be right?

MS. MARTIN. Yes.
Senator CHAFEE. Only one-third of the families in the United

States have both parents.
Ms. MARTIN. You have families consisting of two adults where

the children are grown. Here you are considering children as 18
and under.
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Senator CHAFEE. Let's take a child being somebody under 18, you
are saying that only one-third of the families in the United States
with children have both parents present?

Ms. MARTIN. That is right.
Senator CHAFz.. In other words, two-thirds have one parent.
Ms. MARTIN. Yes, or are living in an extended family situation,

which could consist of parent, grandparent, aunt, uncle. Yes.
Senator CHAFER. It sounds impossible. If you had said one-third

of the families have one parent present, but you are doing it the
other way. You say that only one-third have both parents.

Ms. MARTIN. That is right.
Senator CHAIEE. Where did you get those statistics?
Ms. MARTIN. We have gotten these from the census. We must

consider that there are many families with no children. There are
many families with grown children. That would be the balance of
the two-thirds. They have had children, but these children are now
beyond the age of minority.

Senator CHAFE. In your definition, you say that it is restricted
to families with children. In other words, if you take all the fami-
lies with children in the United States, who have children and the
definition of a child is under 18-

Ms. MARTIN. Yes.
Senator CH ME. You have eliminated those children who have

grown.
Ms. MARTIN. Right. You also have the children who are living in

what is considered a reconstituted marriage, a step parent. Those
are excluded from that. We are talking about the two natural
parents.

Senator CHAFEE. I see.
Ms. MARTIN. I don't have the figures with me on remarriage, but

that would also be excluded from this figure. This is the two
natural parents.

Senator CHAFErE. I am not quarreling with your figures because
you have done some research, but these are astonishing statistics
in the United States.

I think the point you make here, that when we consider legisla-
tion we should consider that the typical situation in the United
States is not apparently the one couple who has lived together and
raised their children and are married.

Ms. MARTIN. Right.
Senator CHAFER. That may be a typical situation.
Ms. MARTIN. I think that much of the legislation has been based

on the understanding of family many years back, and it has not
really adjusted to what "family' is now.

Our organization members would argue tooth and nail that they
are families, whether they are single-parent families or not. They
are families.

Senator CHAF. True.
We appreciate your coming here and giving us this testimony. It

is very helpful. Thank you.
Thank you, Mr. Chairman.
Senator BYRD. Thank you, Ms. Martin.
As you indicate lifestyles are changing, and I guess will continue

to change.
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What your testimony suggests to me is that the committee needs
to be careful in making a change from the present law in regard to
taxes that it does not impact adversely on the single parent who is
raising children alone.

Ms. MARTIN. Who essentially has the same expenses as the two-
parent household has in being responsible for children, or depend-
ents.

Senator BYRD. Thank you very much.
[The prepared statement of Ms. Martin follows:]

PARENTS WrrHouT PARTNERS, INC.

PRINCIPAL POINTS

Parents Without Partners, Inc., an organization representing 188,000 single par-
ents has extensive knowledge of the financial problems facing single parents.

The inequities in the present tax system with regard to heads of households.
Statistics indicate financial burden on heads of households, the majority of whom

are women:
90 percent of single parents heads of households are women. There are over 5.2

million female-headed families compared to 579,000 single parent families headed by
men. In 1978, the poverty rate for female'headed families was 31 percent compared
to 9 percent for all families.

Average family income for mother-headed households with children is $10,689
compared to family income in married couple households which is $18,646.

The decline in numbers of traditional families by definition and the emergence of
diversified family lifestyle.

The insensitivity of the current tax system to the reality of the financial burden
of a discriminating tax system on single parent families.

Request to evaluate the impact of proposed tax legislation and its effect on
families including single parent families.

STATEMENT OF VIRGINIA L. MARTIN, EXECUTIVE DIRECTOR, PARENTS WITHOUT
PARTNERS, INC.

My name is Virginia Martin. I am Executive Director of Parents Without Part-
ners. I appreciate the opportunity to address this Subcommittee hearing on the
"Marriage Penalty Tax". I believe that a discussion of the Heads of Household tax
status is an appropriate topic to be included in this hearing.

Parents Without Partners is a non-profit educational organization of 188,000
members, all of whom are single parents. Founded in 1957, PWP has provided a
support system to nearly 1 million parents-divorced, widowed, separated and never
married. Therefore, we have extensive first-hand knowledge of the struggle, both
financial and emotional, that over 15 million single parents currently face.

In addition to the sensitivity of PWP with regard to issues confronting single
parents, we have recently polled our membership for the issues of most concern to
them. Our survey indicates that single parents are deeply concerned with the tax
inequities they experience as single parents. These inequities drain their already
limited financial resources.

Targeted by PWP as an area needing reform is the current tax policy affecting
heads of households.

Prior to the Tax Reduction Act of 1975, heads of households could use the
standard deduction used by married couples. Beginning with the Act, however,
heads of households were given a smaller standard deduction than married couples.
In 1975, the standard deduction for heads of households was $300 smaller than for
married couples (maximum of $2,300 v. $2,600). In 1976, the standard deduction for
heads of households was $400 less than for married couples (maximum of $2,400 v.
$2,800). With the Tax Reduction and Simplification Act of 1977, the standard deduc-
tion for heads of households was set at $1,000 less than for married couples. The
Revenue Act of 1978, which increased the zero bracket for all filing statuses,
increased the standard deduction for married people to $3,400 and the deduction for
single persons and heads of households increased to $2,300, for a difference of
$1,000.

This type of tax structure places a substantial financial burden on the growing
number of single parent households. The divorce rate, which increased from 4
divorces per 1,000 married people in 1970, to 92 divorces per 1,000 married people in
1979, illustrates how sharply the number has increased. Those people who file as
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heads of households must, by definition, be supporting one or more dependents,
either minor children, elderly or handicapped people. The assumption that these
households do not incur the same type of expenses as the two-parent household,
therefore, is obviously false.

Historically, the nuclear family, with the father as the sole wage earner was
considered the "norm", and was the standard upon which must of our current
legislation was based. However, the American Family is so diverse in structure, that
a universally accepted definition of the "normal" family is no longer possible.

In 1978, there was 5,744,000 households in the United States headed by one
parent. Of that number, 5,206,000 were headed by women. Only one third of the
families with children in the United States has both parents present. The average
income of the typical two-parent family in 1978 was $21,804, while the average
income of the female-headed household was $10,689. The need to respond to the
special problems of the changing American Family is a pressing one. It is no longer
reasonable to assume that a tax structure should give favor to a two-parent nuclear
family, perpetuating the myth that it is an incentive to marriage when a preponder-
ance of evidence indicates that the needs of families have changed. The disparity in
income and earning power between one and two-parent households compounds the
already existing problems facing single parents. Given the fact that families today
must cope with inflation and rising taxes, it would seem grossly unfair to penalize
those households surviving on one income from a single parent, with the additional
burden of the "single's tax'.

Working with Senator Bob Packwood (R-OR), Parents Without Partners testified
in 1978 in support of S 1644, to give the then 5 million heads of households the same
standard deduction available to married persons. The bill passed the Senate as an
amendment to the Revenue Act of 1978, however, it was killed by the House. The
Heads of households Bill has been reintroduced (January 25, 1980) as S 2226.

While changes in the tax system occur on a regular basis, in few instances do
they address the inequities in the system effectively. The existing structure places
single people and heads of households in the same Wing status, despite the fact that
their financial burdens and responsibilities are vastly different. The fallacy of using
tax incentives to promote marriage or reward the traditional two-parent family
continues to the detriment of other family lifestyles, notably the single parent
family. Before any tax legislation is introduced an impact analysis of the effect of
this legislation on families should be done. The White House Conference on Fami-
lies' delegate workbook warned: "Singe Parent families will probably constitute the
most severe and widespread problem on income maintenance and security in the
next decade".

We ask you to consider single parents and their families in any discussion of tax
reform.

All figures quoted are from the U.S. Bureau of Statistics.

Senator BYRD. The committee will stand in recess.
[Whereupon, at 11:20 a.m., the subcommittee recessed, to recon-

vene at the call of the Chair.]
[By direction of the chairman the following communications were

made a part of the hearing record:]

STATEMENT OF SENATOR JIM SASSER

Mr. Chairman, my bill addresses the injustice suffered by married couples as a
result of the "marriage tax penalty". This issue is of grave importance to 38 million
Americans who pay an income tax penalty just because they are m arried and to
countless others who may be avoiding marriage because they cannot afford it.

In the United States we have several widely accepted principles for taxation:
progressivity, aggregation, neutrality and equitability. Our present tax policy clear-
ly violates the third and fourth principles by imposing higher taxes on a married
couple earning the same income as two single persons.

In 1948 our Federal Income Tax system con formed to all the principles of taxation
with the exception of aggregation. There was only one rate for both married and
single persons and each person was considered an individual taxable unit. Using
this method married couples could rile separate returns thus reducing their tax
liability. Problems soon arose over states with community property laws. To correct
this condition, the Supreme Court in 1930 ruled that a husband and wife living in a
state with community property laws could file separate returns with half of their
combined income in each return. In 1948 the income splitting concept was extended
to all states to avoid transitional problems occurring in states adopting the commu-
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nity property laws. Along with this revision came the new joint return schedule and
married couples were encouraged to file joint returns.

It was soon ,evident that the 1948 revisions had given the married couples an
unfair advantage over the single taxpayer. Until the 1969 Tax Reform Act, single
taxpayers paid up to 41 percent higher taxes than a married couple with the same
taxable income. The 1969 reform adjusted the rate schedules so that a single person
would not be required to pay more than 20 percent in excess of the tax liability paid
to a married couple in their joint return for the same income. This revision was
heralded by the single taxpayer but as a result, the marriage tax penalty was
created.

Under the present tax law a married couple with a taxable income of $10,000
each would have a tax liability of $2,745 on their combined income of $20,000. If the
same couple were not married, they would have a tax liability of only $2,354. This
difference of $391 is referred to as the "marriage penalty". In many cases a couple
finds their tax liability to be greater than the salary earned by one spouse. This is a
great injustice and nust be corrected.

The bill I have proposed works toward fairness to all taxpayers and will alleviate
the discrimination against married couples. It is imperative that we correct the
adverse effects this penalty has on the American family. With our present rate of
inflation, families have had to lower their standard of living to survive financially.
This proposal would result in relief for the inflation-burdened family by granting
some measure of tax equitability.

As you well know, it is so very difficult in the area of tax legislation to please all
people all of the time. But at least we can attempt to reach a desirable medium
between the married couple and the single individual. My bill would reduce the
marriage penalty by allowing a 20 percent reduction on the gross income of the
spouse earning the lower salary with a maximum deduction of $4,000 being allowed.
This deduction would be allowed without requiring itemization of deductions. The
deduction also would not affect their eligibility for other deduction or credits.The general approach to the marriage penalty that I offer is especially desirable
in these times of budget control because the amount of the deduction can be altered
to the desired revenue loss level without changing the substance of the legislation.
S. 1877 is an achievable solution for reducing the marriage penalty that strives for
fairness to all taxpayers.

I find it alarming, Mr. Chairman, that our Federal tax code actually discourages
marriage by making it economically desirable for couples to live together. It is my
feeling that this Congress should make every effort to promote the continued
existence of the American family.

The United States is the only industrialized nation of the world that does not
recognize a difference, for tax purposes, betv.een the one- and two-earner family.
This legislation would change the present income tax law to acknowledge this
difference.

I think this approach is fair to all taxpayers and would ease the discrimination
against married couples. I urge my colleagues on the Finance Committee to give
this bill every consideration.
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Testimony of Congressman Joseph L. Fishe on the Marriage Peralty Tax

Mr. Chairman:

I would like to thank you and the members of the Committee for

fjing me this opportunity to express my thoughts on the marriage

penalty tax. It seems to me that the time is ripe for making a

serious start in eliminating this current inequity in the tax code.

The President's economic package announced yesterday, the bill reported

out of the Finance Committee earlier this month, and a major tax bill

which I recently introduced, H.R. 7989, all include in them provisions

for reducing the marriage penalty tax, with the goa of eventually

abolishing it entirely.

I agree in principle that the removal of tax inequities is a worthy

goal and must be pursued vigorously. However, depending on the formula

used, the immediate solution of the marriage penalty tax problem could

involve a revenue loss of at least 9 billion dollars and possibly

much more. Although it is unrealistic, given the most recent economic

data, to think that the budget can be balanced in Fiscal Year 1981, I

believe that we should work to try to restrain the deficit. Part of
N

this effort involves limiting the reduction of anticipated revenues.

This, in turn, would argue for phasing in some tax changes, such as

eliminating the marriage penalty tax, instead of enacting them totally

and immediately.

I, therefore, have chosen a moderate approach which will represent

significant progress over past attempts by the Congress to lessen

the marriage penalty tax, but which will not be so drastic as to

involve unacceptably large revenue losses. It will provide a base upon

which the Congress can build in the future so that eventually the tax

code will be blind to marital status.

My proposal is not complex. It would allow for a deduction from the
7/
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2.

married couple's gross income of 10 percent of the income of the lesser

earning spouse with a limit on the deduction of $1,000. If both spouses

make exactly the same income, then the deduction can be based on either

spouse' income.

The Joint Committee on Taxation has estimated that in calendar year

1981 this proposal would involve a revenue loss of about $3.5 billion.

This is a substantial amount, but I believe that it is manageable, and

legislation embodying it stands a reasonable chance of being enacted

into law.

On an individual basis, this legislation would significantly reduce

the marriage penalty tax as the following table indicates:
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Income l.aMl 16bi!ly poutty Ph h d O Ihe bd27 4 ,1 JINl a lty rlislr iii 11"fp

.d. . .. . ......................................... .I idud. . 000 7.... .........
Is.-,ul..... 10 W 1 ... . . . . . . .......... .EV... 0 ..... 2%0 :::.........................................

Totul ....... M .o44 .7 1 3 2 10 1 Totl ....... 30. No 1,
nd 

4 .  
. 00 1. . ................................. . VWId4I . 0.0 .

k 3r.3d.Rd .... 3 .31. . iedVIwid . ... 3.

H.6.0.... 0 30.00 3,51 2 4054 31 2o I1 ll ....... 40.000 7.

Oil 2.40L S44 33s $8

110 . M 1,0, 400 14

All of this reminds me of something which Lawrence O'Brian once

wrote in reflecting on his work as legislative liaison for President

Kennedy:

"There are no final victories on Capitol Hill. Only steps

forward and steps backward, one step at a time."

So, as a practical step forward, I urge the Committee to continue

its efforts for legislation along these lines. The Congress and the

Nation can no longer countenance a tax system which offers such a;

financial advantage to a couple living together without being married

as compared to a married couple.

0

I!
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STATEHInT Or THE mm= MILL CnT FE*nIC

A IM'RESEN'TATIVE IN CNES FRIM WE STATE CF NW JERSEY

TO THE SUBCOW~TITU CN TAXATION~ AND) D MANAEMENT GENEAIL

CCH1I0E ", N ID NAN

UNITED STATES SENATE

AUGUST 5, 1980

Mr. Chairman, Members of the Ommittee I very mch appreciate the

cpportunity to present this statement to the Subcommittee, and I would

like to onm rd the Chairman for scheduling these hearings on what I believe

is a very serious inequity in our tax code, the "marriage tax." I have

introduced a bill in each Congress since I was elected in 1974 to address

this glaring problem.

As you know, under our current system, when two working people decide

to marry, they usually pay more tax than they would as two single workers.

This discourages marriage. The chart which I have attached to my statement

shows the amount of extra tax paid by tuo-earner couples with equal salaries

at various inome levels. As you can see, low and middle inoom groups

suffer the irmt, in terms of the percentage increase in their taxes. In

addition, the aggregation of spouses' incomes for tax purposes results

in such a high marginal rate of taxation on the seiw d earner that many

wmn who would otherwise work are induced to stay ham.

For some time, we have been putting off action to correct this marriage

penalty problem, which, according to the distinguished Ranking Miner of
House Ways and Means Cwmittee, was actually created inadvertently in the

first place. The longer we wait, however, the more ptoIn0 ed the marriage

tax bocsms.

68-882 0-80- 14
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Before 1948, all taxpayers paid acxcrding to the same rate schedule.

The problem arose because, in commuity Property states, husbands were able

to split their incomes with their wives. Because so many women did not work,

this gave taxpayers in ccumunity property states an advantage over those in

non-caimity property states, and sae states even began passing camunity

property laws to please their residents. As a result, Congress passed legis-

lation which allowed married taxpayers in all states to inczme-split. Thus,

in 1948, the unit of taxation was first changed from the individual to the

family. At that time, however, only 171 of the married womn in the ocamtry

were working.

Between 1948 and 1969, married couples in which only one spouse worked

enjoyed an advantage over single taxpayers, because they could divide their

ineaie equally between them and still pay on the sane rate schedule as

sinqles, who had no such option. The result was that a single person had

to pay up to 42% more than a married couple with the sawe total inocoe. So,

in 1969, Congress responded to the cries of single people and reduced the

rates for them so that a single person never had to pay more than 20% more

than a married couple with the same total ineim . In doing so, Congress

still required married couples who elected to file separately to pay the old

higher rate, and thereby created the "marriage penalty." The problem was

that Conqress set out to resolve the great difference in tax liability between

a single person and a married single-earner couple; and it did not fully

realize the extent to which it was penalizing married two-earner ooules,

which were still the exception rather than the rule.

Now, h:w.ver, more than half of all the married wrm in the country

are working. Ihe marriage tax therefore affects as many as 38 million

people, and their complaints have been heard by every Member of this CmIgms.
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Those %ho, object to the revenuo cost of eliminating the mrriaqe tax should re-

rmber that it will get worse in the years to come, as sore and more wmen

enter the work force. The demographic experts %ft testified at ys and 'Hum'

April hearings stated that by the end of the 1980s, at least tw-thirds of

all the married women in the country will be working.

The curent estimate by the Deparbnent of the Treawy is that total

elimination of the tax on marriage will cost $8.3 billion. As I said at the

beginning of my statement, I am oncerned about the hlg deficit we face.

therefore, I would like to suggest to the Ozmmittee a possible mans of

implementing my proposal which would reduce the initial revem inpct

in the crucial near term. Eliminating the marriage tax penalty merely involves

the reduction of the tax rate schedule for marrieds who file separately so

that it equals the rate schedule or singles. This difference could be

phased out gradually. For example, we could reduce the difference between

these two schedules by 20% annually for five years beginning next year. The

revenue bipact of doing this would be wider $2 billion for 1981, but, within

5 years, the marriage penalty would be completely eliminated. The essential

fact would be that the legislative vehicle would be in place. We would show

the beleagured taxpayer that we are doing something to eliminate this

grossly unfair feature of the code.

The advantage to passing legislation which would eliminate the marriage

tax is that in doing so, we wuld be targeting our inme tax cut to the

sector of society which faces the highest marginal tax rate - the two earner

family. Many of my Republican colleagues have stated their belief that tax

rates are so high right now that they actually have the effect of discouraging

people from going to work. I will give you an example of how this applies to

the potential second earner of a married ouple: a ran married to a non-working

wife, earning $10,000 (assunng he does not iteize dedutions), pays $702 in

Federal income tax. If the wife goes to work for an equal salary of $10,000,
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the family income is doubled, but the tax bill quadruples to a hKW-ing

$2,745. In other words, the effective tax on her $10,000 is $2,143. The

United States is the only major indiLstrialized country in the free world in

which the tax oost of the second earner's entry into the work force is higher

than that of the first.

This disincentive effect is especially strong for those inccm groups

in which the labor suply is elastic with respect to the rate of taxation -

the very poor, who have the option of staying ham and receiving public

assistance, and the very rich, who can afford to stay home.

Unfortunately, the middle class has no option. As I said earlier, the

majority of iarried couples in this coumtry are now two-paycheck ouples.

Mkst of them have no choice - they need two payceKs simply to make ends

meet. The figures relased by the Joint Committee on Taxation in April

of this year show that of all the couples who paid the marriage tax in

1979, fully 79% of tham had total inocmes of under $30,000 when both spouse's

salaries were combined. 97% had xxbined inoes under $50,000. As

Treasury Secretary Miller stated recently-, any tax cut that the Congress

enacts should be progressive -- it should be designed to help those who need

it most. I wuld simply like to emphasize that elimination of the marriage

tax would benefit low and middle income families - the ones hardest hit

by inflation - most. Under the current system, bo people who earn only

$3,750 each face a tax increase of 133% when they decide to marry. For a

couple earning $20,000 each, the tax increase is 22% - $1,692.

This question goes beyond economics, hver. The marriage tax is one

of the most unfair, unwise, and certainly the most unpopular feature of the

code. Simple justice demands that we eliminate it. I, for one, do not believe

that it is a wise social policy to discourage marriage. It confuses and

frustrates the taxpayer who does not object to paying his or her fair share,
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but who cannot understand this policy. It also results in sane unnecessary

dysfunctions. You have all heard the story of the couple from Maryland who

has gotten three year-end divorces in the Carribean to avoid the marriage

penalty -- and who has saved a considerable amount of money and enjoyed free

winter vacations in the process. The Census Bureau telb us that the divorce

rate has increased by 96% in the last decade. Meanwhile, the number of

unmarried couples living together has increased by 149%.

If there is to be a tax cut, we clearly must eliminate this marriage

penalty. My proposal of optional individual taxation could be easily

implemented. 7WI columns could appear on the Federal tax form, as they

do now on several State income tax forms, to-allow each spouse to be

taxed individually on his or her own inocme. The adoption of such a

"carbined-separate" tax form, similar to the type of form used in Maryland,

Virginia, New York, and D.C., would eliminate the added administrative costs

that would otherwise be incL ed by the Internal Revenue Service if it

had to process millions of additional forms from those who would opt to

file separately. In addition, it would allow the I.R.S. to check each spouse's

return against the other's at a glance, thus eliminating the possibility of

any doublc-claiming of deductions of exemptjons.

H.R. 3609, which would allow married couples the option of being taxed

as if they were single, is a very simple bill. Unlike the proposals put

forward by other Members which wmuld allow a deduction on the second

earner's incane, it attacks the structural root of the problem. If our goal

is to completely eliminate the marriage tax, then this is our answer, not

proposals which merely add another twist to our already hopelessly omplicated

code.
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Fi rst and most ii'rtantly, these proposals do not ompletely eliminate the

penal .y. Urer the dcduction al-proach a ouple earning only $3,750 each

still . 50' rvr , ta&x if they are married than if they are single. A

coupl,! earning $25,0.) each still pays a "marriage tax" of $1,694 each year.

Therf woAld st il 1-*--a significant. number of couple 1dying for elimination

of tY.,. t,.x. Thxe uruld still be couples gettir divorced or deferring

marrlqe in order to cav on taxes. Thse would still be oples, like

thosrn testifyinc, hcr o before you today, who wild fly to the Carribean for

year ond .Iivorces r r set up "tax divore" services. Wb must put aen d to

these dislocations by eliminating the 'marriage tax" completely.

In akliLiur, xb.%i,-tions and credits for the seoroi earne would ake

the tax crde mrc, rather than less complicated. Sm coles would surely

be ccnfu-se to le:in Lhat they can claim a deduction even w they are

not ,.'ni1.ing ,o id-tions. Fliminating the penalty altogether would allow

the I.R.S. to radl'twt the number of schedes, while enact t of a deduction

or cr.,vit ,oul,l sirply increase the number of provisions in the ode.
In :tim c.,.;, prcn.iding a 101 deduction on the secon earner's inrome

would grant rel if to xouples wMv do not currently face a penalty. As you

know, tw-.-caniw, 'i -s are only paalized for ,M-riage Wmien the inocme

of o; 9 s.xyise is .-,p)proximately 20% or niore of the couplo's total inome. If

a f]Mt loo doductic,n w' e to be provided to the second earner the wriage

boxnus oWa!r] b incr-'s,.) for o(uplis with vastly different incxmes.
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!'inilly, *!t-. (1..iziwin, lirited deductions arki credits for the

seco,! eanv -r ,ore t'. J1inj tr.c-use they penalize wives for a-hlevlnM

what 4! ,,ir hw kto:* .; ., achL(!%c1. (bO the one. hand, we have said that

a soc. ,l 7al in *.,is comntr<. is to have equal salaries for men and wiren,

and o-, tho otLur ,:ct. .%-uld Vx- Ionali2ing the wife who makes an equal salary.

In efi-ct, ,%vuld L.- providing a bonus only for those wives who "stay in

their place."

'1he chief ar'ptzui-mt in tavor of these alternative proposals is that

their av ,nue mst-; are ITre iplatable. Using the phased-in approach

which I ok.lin(l or:'lier, ho'xver, nry bill could be made to yield the sre

revenue( 1os in th;- f i,-SL yeu- or -any other year. And it would put the

legislative vchicto in :Aate for moving toward a complete solution of the

problem. My friend and colleague from Virginia, Mr. Fisher, who is the

spmor of the bill in the House which would provide a 10% deduction on

the incme of the lesser earning spouse, recently wrote that he hopes

that "eventually the tax code will be blind with regard to marital status."

If this is our goal,then it would se that euactirmt of H.R. 3609 is the

appropriate first step.

H.R. 3609 is also a moderate proposal. Many Menbers of Congress i have

proposed to make the Code completely neutral with respect to marriage by

allowing all taxpayers to pay according to a single rate schedule. If this is

to be achieved without raising taxes for any group, the Treasury would stand

to lose about $30 billion in annual revenue. H.R. 3609 would only cost $8

billion, even less at first if it is phased in, and yet it would satisfy moet

advocates of mandatory individual filing as a sensible first step.

With respect to the revenue question, I would like to make two additional
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H.R. 3609 is also a moaderate proposal. Many Members of both the Houqe

and the Senate have proposed to make the Code completely neutral with respect

to marriage by allowing all taxpayers to pay according to a single rate

schedule. If this is to be achieved without rasing taxes for any group,

the Treasury would stand to lose about $30 billion in annual revenue. H.R.

3609 would only cost about $8 billion, even less at first if phased in, and

yet it would satisfy most advocates of mandatory individual filing as

a sensible first step.

With respect to the revenue question, I would like to make two additional

observations. First, when Congress passed the so-called "windfall profits"

tax bill, it directed that 60% of the projected $227 billion in renues

resulting fran the imposition of the tax be used to finance a tax cut.

These funds could cover the cost of eliminating the marriage tax. Seoendly,

according to the Mdminstration's figures, the Federal gtverit will reap

an additinaN$15 billion in revenues this year because inflation pushes

taxpayers into higher brackets. Again, the revenue frum this "bracket

creep" alone is anugh to cover the cost of eliminating the marriage

penalty.
Finally, H.R. 3609, and its Senate coImpanion, S.336, are very popular

bills. 237 Meakers of the House, more than half of its Memters, have cosponsored

my bill. 26 Senators have cosponsored the bill introduced by the Senator

from Maryland, Mr. 4athias. As you will learn today, a recent Gallup poll

camdssioned by the White House Conference on Families in4ed that 931 of

the respondents favored eliminating the marriage tax. Sigdnficantly, 77%

of the singles surveyed favored elimination of the marriage penalty. All

three sessions of the White House Conference on Failies passed strong

resolutions calling for elimination of this inequity, and the National

Taxpayers' Union, the Southern Baptist Convention, the Wasn's Equity
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Action League, the President's Interdepartmntal Task Forme on Wmen, and

a host of other organizations of all political persuasions have passed

similar resolutions. Hundreds of editorials in newspapers across the

country have called for an end to the marriage penalty. Clearly, -

have achieved a consensus which favors complete elimination of the tax

on nerriage.

If there is a tax cut, I hope that it will include the sensible,

moderate, and necessary proposal that Senator Mathias and I have put

forward.

Thank you very much.
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The Cost of Marriage for o-Earner Couples:

The following chart compres the tax liability of a couple with elual inoomes
at various incoe levels when the ooule files as two single individuals
(column C) and when it files as a married couple filing Jointly (colun B).
It illustrates how two working individuals will be penalized by or
tax system when they mrry.

A B C - D
Total tax Total tax -

Corbined income: liability liability *Marriage Percwetage
on marriedd as two singles penalty": increase in

filing jointly" with equal taxes due to
schedule: incomes: "rriage"

$7,500 $294 $126 ($63 each) $168 133t

$10,000 $702 $500 (250) $202 40%

15,000 1,635 1,384 (692) 251 18

20,000 , 2,745 2,354(1,177) 391 17

25,000 4,057 - 3,446(1,726) 611 19

30,000 5,593 4,690(2,345) 903 19

40,000 9,366 7,674 (3,837) 1,692 22

50,000 13,798 11,124 (5,562) 2,674 24

80,000 28,678 24,334(12,167) 4,344 18

100,000 38,678 34,284(17,142) 4,394 13
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Anderson,.John (R-ILL)
Applegate, Douglas (D-OH)
Ashhrook, John (R-OH)
Badham, Robert E. (R-CA)
Baldus, Alvin (D-WIS)
Barnard, Doug (D-GA)
Barues, Michael (D-MD)
Bautuan, Robert (R-MD)
Beard, Edward- D-RI)
Bedell, Berkley (D-IA)
Benjamin, Adam (D-IND)
Bereuter, Douglas (R-NEB)
Bethune, Edwin, Jr. (R-ARK)
Bingham, Jonathan (D-NY)
Blanchard, James (D-MI)
Boggs, Lndy (D-LA)
Boland, Edward (D-MA)
Boner, Bill (D-TENN)
Bouquard, Marilyn Lloyd (D-TENN)
Bowen, David (D-MISS)
Brown, Clarence (R-OH)
Broyhill, James (D-NC)
Buchanan, John (R-ALA)
Burgener, Claire (R-CA)
Byron, Beverly B. (D-MD)
Campbell, Carroll A. Jr. (R-SC)
Carney, William (R-NY)
Carter, Tim Lee (R-KY)
Chappell, Bill, Jr. (D-FL)
Chisholm, Shirley (D-NY)
Clausen, Don (R-CA)
Clay, William (D-MO)
Cleveland, James (R-NH)
Clingcr, William, Jr.(R-PA)
Coelho, Tony (D-CA)
Coleman, Tom (R-MO)
Collins, James (R-rEX)
Conte, Silvio (R-MA)
Corcoran, Tom (R-ILL)
Corrada, Baltasar (D-PR)
Coughlin, Lawrence (Rt-PA)
Courter, James (R-NJ)
Crane, Phil (R-ILL)
D'Amours, NOrman (D-NH)
Daniel, Dan (D-VA)
Dannemeygr, William (R-CA)
Daschle, Thomas (D-SD)
Davis, Bob (R-MI)
de la Garza, E. (D-TEX)

Dellums, Ronald (D-CA)
Derwinski, Edward (R-ILL)
Devine, Samuel (R-OH)
Diggs, Charles, Jr. (D-MI)
Dixon, Julian (D-CA)
Donnelly, Brian (D-MA)
Dornan, Robert K. (R-CA)
Downey, Thomas (D-NY)
Duncan, John (R-TENN)
Duncan, Robert (D-OR)
Edgar, Robert (D-PA)
Edwards, Don (D-CA)
Edwards, Jack (R-ALA)
Edwards, Mickey (R-OK)
Emery, Dave (R-ME)
Erdahl, Arlen (R-MINN)
Ertel, Allen (D-PA)
Evans, Billy Lee (D-GA)
Evans, David (D-IND)
Evans, Melvin (D-V.I.)
Evans, Thomas (R-DEL)
Fascell, Dante (D-FLA)
Fazio, Vic (D-CA)
Ferraro, Geraldine (D-NY)
Findley, Paul (R-ILL)
Fish, Hamilton, Jr. (R-NY)
Fithian, Floyd (D-IND)
Florio, James J. (D-NJ)
Ford, Harold (D-TENN)
Forsythe, Edwin B. (R-NJ)
Fountain, L.H. (D-NC)
Frenzel, Bill (R-MINN)
Frost, Martin (D-TEX)
Giaimo, Robert (D-CT)
Gibbons, Samuel (D-FLA)
Gilman, Benjamin (R-NY)
Gingrich, Newt (R-GA)
Ginn, Bo (D-GA)
Glickman, Dan (D-KS)
Goldwater, Barry, Jr. (R-CA)
Gram, Phil (D-TEX)
Grassley, Charles (R-IA)
Gray, William III (D-PA)
Green, S. William (R-NY)
Guarini, Frank (D-NJ)
Gudger, Lamar (D-NC)
Guyer, Tennyson (R-OH),
Heckler, Margaret M. (R-MASS)
Hinson, Jon (R-MISS).
Holt, Marjorie (t-MD)
Holtzman, Elizabeth (D-NY)



216

Cosponsors - Continued

Hopkins, Larry (R-KY)
Horton, Frank (R-NY) -

Howard, James J. (D-NJ)
Hubbard, Corroll (D-KY)
Huckaby, Jerry (D-LA)
Hyde, Henry (R-ILL)
Jeffords, Jim (R-VT)
Jenrette, John W., Jr. (D-SC)
Kastenmeler, Robert (D-WIS)
Kemp, Jack (R-NY)
Kindness, Thomas N. (R-OH)
Kogovsek, Ray (D-CO)
Kostmayer, Peter (D-PA)
LaFalce, John (D-NY)
Lagomarsino, Robert (R-CA)
Leach, Claude (D-LA)
Leach, Jim (R-IA)
Lee, Gary (R-NY)
Lehman, William (D-FL)
Leland, George Thomas (D-TEX)
Lent, Norman (R-NY)
Lewis, Jerry (R-CA)
Livingston, Bob (R-LA)
Long, Clarence (D-MD)
Lott, Trent (R-MISS)
Luken, Thomas A. (D-OH)
Lungren, Dan (R-CA)
Madigan, Edward (R-ILL)
Harkey, Edward J. (D-MA)
Harks, Mark (R-PA)
Marriott, DAn (R-UT)
Martin, James (R-NC)
Mathis, Dawson (D-GA)
Matsui, Rovert T. (D-CA)
Hattox, Jim (D-TEX)
Marroules, Nicholas (D-MASS)
Mazzoli, Romano (D-KY)
McClory, Robert (R-ILL)
McCloskey, Paul, Jr. (R-CA)
McKay, Gunn (D-UT)
Mikulski, Barbara (D-MD)
Mikva, Abner (D-ILL)
Miller, Clarence (R-OH)
Minish, Joseph (D-NJ)
Mitchell, Don (R-NY)
Mitchell, Parren (D-MD)
Mollohan, Robert (D-WVA)
Montgomery, G.V. Sonny (D-MISS)
Mottl, Ronald (D-Ol)
Murphy, John (D-NY)
Murphy, Morgan (D-ILL)
Meal, Stephen (0-NC)

Oaker, Mary Rose (D-OHIO)
Oberstar, James (D-MINN)
O'Brien, George (R-ILL)
Ottinger, Richard (0-NY)
Panetta, Leon (D-CA)
Pashayan, Charles (R-CA)
Patten, Edward (D-NJ)
Patterson, Jerry (D-CA)
Paul, Ron (R-TEX)
Pepper, Claude-(D-FL)
Petri, Thomas (R-WIS)
Porter, John Edward (R-ILL)
Preyer, Richardson (D-NC)
Police, Melvin (D-ILLO
Pritchard, Joel (R-WA)
Pursell, Carl. (R-MI)
Quayle, Dan (R-IND)
Quillen, James H. (R-TENN)
Railsback Tom (R-ILL)
Richmond, Frederick (D-NY)
Ritter, Dan (R-PA)
Robinson, J. Kenneth (R-VA)
Roe, Robert (R-NJ)
Rosenthal, Benjamin (D-NY)
Rousselot, John (R-CA)
Royer, William (R-CA)
Santini, Jim (D-NEV)
Sawyer, Harold (R-MI)
Scheuer, James (D-NY)
Schroeder, Patricia (D-CO)
Schulze, Richard (R-PA)
Shuster, Bud (R-PA)
Sebelius, Keith (a-KS)
Seiberling, John (D-OH)
Shuway, NOrman (D-CA)
Slack, John (D-WVA)
Snowe, Olympia (R-ME)
Solomon, Gerald (R-NY)
Spence, Floyd (R-SC)
Stangeland, Arlan (R-MINN)
Stanton, William (R-OH)
Stockman, DAve (R-MI)
Stokes, Louis (D-OH)
Studda, Gerry (D-MA)
Swift, AL (D-WA)
Tauke, Tom (R-IA)
Thomas, William M. (R-CA)
.Traxler, Bob (D-HI)
Trible, Paul, Jr. (R-VA)
Van Deerlin, Lionel (D-CA)
Vander Jagt, Guy (R-HI)
Walgren, Doug (D-PA)
Waxman, Henry A. (D-CA)
Whitehurst, 0. William (R-VA)



217

Cosponsors - Continued

Williams, Lyle (R-OH)
Williams, Pat (D-MONT)
Wilson, Bqb (R-CA)
Wilson, Charles H. (D-CA)
Winn, Larry, Jr. (R-KS)
Wolff, Lester (D-NY)
Wolpe, Howard (D-MI)
Wright, James (D-TEX)
Wydler, John (R-NY)
Wylie, Chalmers (R-OH)
Yatron, Gus (D-PA)
Young, Don (R-AL)
Young, Robert D-MO)
Zeferetti, Leo (D-NY)
Aspin, Les (D-WI)
Atkinson, Eugene V. (D-PA)
Brinkley, Jack (D-GA)
Foley, Thomas (D-WA)
Garcia, Robert (D-NY)
Hollenbeck, Harold C. (R-NJ)
Jeffries, Jim (R-KA)
Mineta, Norman (D-CA)
Nichols, Bill (D-ALA)
Smith, Virginia (R-NE)
Stenholm, Charles W. (D-TX)
Stack, Edward J. (fI-FLA)
Moorhead, Carlos (R-CA)
Synar, Michael Lynn (D-OK)
Peyser, Peter (D-NY)



218

THE VARIOUS COMPC:ENTS OF THE

MARRIAGE PEP \LTY TAX

by

Professor Stuart J. Filler"

INTRODUCTION

A current imperfection In our federal income tax

structure is the marriage penalty tax (hereinafter referred

to as MPT) which is borne by families where both husband and

wife each have separate incomes.I The MPT is the increased

amount of tax liability levied on a couple filing a Joint

return or married filing separate returns over the amount that

would be levied on two unmarried persons having similar incomes

and living together but filing individually as single taxpayers.

Where one spouse alone is the income earner, there is no MPT;

in fact, generally, there is a federal income tax saving to

being married. Where both spouses have income, however, the

amount of the MPT is proportional to the degree of parity

between both spouses' income.

There are two aspects of the tax structure where the

tax costs pf marriage are most evident. The first involves

many of the tax provisions providing for inclusions and exclusions

from gross income, deductions, credits and the tax rate structure.

The second concerns the Joint and several liability imposed on the

Joint return and the allocation of income between spouses in

community property states. This article begins with a brief
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discussion of the first aspect of the MPT referring the reader

to other more detailed references to the issue. The article

concentrates on the additional tax imposed on one spouse as a

result of the joint and several liability resulting from the

filing of a joint return and the additional tax imposed on one

spouse, often occurring during a period of separation but prior

to diyorce, as a result of allocation of income in community

property states. Both components of this second aspect are another

form of penalty imposed on the institution of marriage.

A BRIEF HISTORY

The Revenue Act of 19132 provided for only one tax

rate schedule. The individual was the sole taxable entity and

each taxpayer was taxed on his or her own earned and unearned

income. Because the rate schedule was progressive, taxpayers

with large incomes attempted to shift their income to other

family members, enabling each family member to report income

on an individual tax return. This device enabled the family

not only to split income but also to increase deductions,

thereby subjecting total family income to lower federal income

taxes than it would have been subjected to if only one individual

tax return were filed with the entire family income and more

limited deductions.3

In most states, ownership of property or the income

derived therefrom isdetermined by the role each spouse had in

acquiring it. Community property states, however, give each

spouse a one-half share of any property or income acquired by
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either spouse during the marriage.
5

Taxpayers in noncommunity property states attempted

to take advantage of community property income splitting through

contractual arrangements. These machinations were disapproved

of by the United States Supreme Court-in 1930 in Lucas v. Earl.6

However, later that same year income splitting-was permitted by

the Cqurt in community property-states in the landmark decision

of Poe v. Seaborn,7 which permitted married couples to split

not only their investment income but also their earned income.
8

Later decisions affirmed the holding of Seaborn.
9

The result of the Seaborn decision was that state

legislatures rushed to introduce community property legislation.

To avoid a mass exodus from common-law property principles,

Congress enacted the Revenue Act of 1948,10 which permitted

nationwide income splitting. Its effect was to allow every

married couple to aggregate their income and deductions, file

a Joint return, and pay double the amount of a single

individual's tax on one-half of the income.

The introduction of nationwide income splitting

adversely affected single taxpayers.12 Congress attempted to

mitigate this harsh result by establishing a "head of household"

category. 13 This tax rate gave tax reductions to widows,

widowers and other single persons who maintained a home both

for themselves and dependents. While under the new rate the

widow or widowed with children or other dependents15 received

half the benefits of income splIt;ing, the denial of the other

half turned out to be a substantial tax increase, in pome cases,
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16
compared to the couple's tax while both were alive. The head

of household category was expanded in 1954 to permit single

persons who maintained a parent or parents in a separate abode to

take advantage of the reduced rates.17 In addition, a "surviving

spouse" 18 category was added to permit certain surviving spouses

co continue to use Joint return rates for two years after the

death of his or her spouse.

Additional pressure was brought to bear upon Congress

for relief for single taxpayers in the ensuing years. Congress

responded in the Tax Reform Act of 1969.19 Single Taxpayers

were provided % rate schedule which limited the tax paid to no

more than 120 percent of the tax paid by married taxpayers at
20

the same taxable income level. Aware that this new tax rate

schedule would provide substantial tax benefits to married

couples where both spouses were earning roughly equal incomes,

Congress left the old, higher single ;:ax rate schedule for use

by married taxpayers filing separate returns.
21

THE COMPONENTS OF THE MARRIAGE PENALTY TAX

For most purposes the Code treats husbands and wive3

as if they were one person instead of two, but imposes on their

combined income a tax rate which may be twenty percent lower

than that which would be imposed on the same amount of income

earned by an unmarried taxpayer.22 Further savings can be

achieved through the ability to use one spouse's deductions

against the other spouse's Income.
23

68-82 0-80-15
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On the other hand, many married taxpayers find that

these rates are not sufficiently lower than the rates imposed

on single taxpayers to compensate for the fact that they must

aggregate their incomes to take advantage of them. Furthermore,

other provisions work to their disadvantage resulting in a

higher tax liability.
2 4

The provisions that differentiate according to marital

status and that are detrimental to married taxpayers can be

divided roughly into three categories:25

1. Those that alter the tax consequences of a

particular transaction because it occurs between spouses, other

family relationships, or between one spouse and an economic

entity such as a corporation in which the other spouse has a

substantial interest;

2. Those that provide different tax rates; and

3. Those that deny or limit exclusions, deductions

and credits.

A. Transactions Between Certain Related Taxpayers

The first category of provisions is the most easily

Justified because most of the provisions do not single out the

marital relationship. For the most part, they apply equally

to transactions that take place between the taxpayer and other

members of his family such as his or her children or parents.

The purpose of these provisions is to deny tax benefits to

transfers between these related taxpayers based on the
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presumption that there has not been any change in control of the

assets transferred. For example, section 267 of the Code disallows

a loss deduction for sales between a taxpayer and his or her

spouse and for sales between a taxpayer and his or her brothers,

sisters, parents and children.26 This section also disallows

the deduction of urpaid interest and expenses if the person to

be paid is a member of the taxpayer's family.27

The provisions within the other two-categories,

however, apply only to spouses and are difficult if not

impossible to Justify.

B. The Tax Rates Components

1. The Tax Rates

Tables I and I128 show the MPT by comparing the

tax due on a Joint return with tax due on single returns

filed by unmarried taxpayers living together with the same

combined income. Whatever the income, if ninety percent or

more of it is attributable to one married partner, the couple

saves taxes by being married. On the other hand, if one

partner has more than twenty-five percent of the couple's

income, in all income brackets except the lowest, the couple

would pay less federal income tax if unmarried. Even where

one partner has as little as twenty percent of the couple's

total income, at most tax brackets, being married costs more

federal income tax than not being married.
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.. 2. The Fifty Percent Max-Tax

Built into these Tables is an effective stop on

the upper limit of the MPT. This stop is provided by the

fifty percent maximum tax29 ceiling rate, applicable to

personal service or "earned" income.
30

If the taxable income on a Joint return is

$60,000 or more and iP it is all earned income, the total tax

will be equal to fifty percent of the total taxable income,

less a flat $10,322. A single person with at least $41,500 of

taxable income from earnings pays a tax of fifty percent of

his taxable income, less a constant $7,358. Thus, the maximum

adverse tax effect of marriage on two such single persons is

determined by the difference between-the total of the two

$7,358 offsets they have as single persons ($14,716) and the

$10,322 offset they would get as a married couple filing

jointly. This difference is $4,394 (Table II), which is the

most marriage can cost if both spouses have worked up to the

fifty percent bracket and have no unearned income.
3 1

Married taxpayers who file separate returns are

not permitted to use the fifty percent max-tax.32 Therefore,

when the personal service or earned income of such a taxpayer

exceeds $30,000, his or her next dollar of such income will

be taxed at fifty-four percent, until the rate Jumps to

fifty-nine percent for income over $42,800. In thin case

the marriage penalty tax results not only from te higher rate

schedule applicable to married taxpayers filing separate returns
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but also to the failure of the fifty percent max-tax to put a

brake on the progressivity of the rates.

3. The Additional Tax on Tax Preference Items

Congress has enacted an additional fifteen

percent minimum tax33 to be imposed on certain tax preference

items.34 In computing this minimum tax for an individual,

the total of tax preference items is reduced by an exemption

of the greater of $10,000 or one-half of the regular income

tax for the year.35 This $10,000 exemption is reduced to

$5,000 for a married person filing separately.
36

In addition to this minimum tax of fifteen percent,

Congress has also provided for an alternative minimum tax in

graduated rates of ten, twenty, twenty-five percent on an

individual taxpayer's alternative minimum taxable income.37

This tax is assessed only if it exceeds the regular tax. A

married taxpayer who files a separate return is required to

compute this alternative minimum tax by doubling his alternative

minimum taxable income and then dividing the resulting

alternative minimum tax in half.38 The effect of this requirement

is to impose a more steeply progressive rate for the computation

of the alternative minimum tax on the taxpayer than would be

imposed if he or she were single.

C. The Exclusions. Deductions and Credits Components

Some exclusions, deductions and credits are allowed

to a married taxpayer only if he or she files a Joint return

or, for some provisions, lives apart from his or her spouse for

the full year. Examples of this are the earned income credit, 39
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the child and dependent care credit,4o the exclusion of

unemployment compensation41 and the exclusion for certain

disability payments.
4 2

Other exclusions, deductions and credits have dollar

43ceilings. Although two single taxpayers have between them two

separate ceiling amounts for a particular exclusion, deduction,

or credit, once they mary only one ceiling is allowed. In

some cases, the ceiling for the deduction allowed is less than

twice the ceiling for the deduction available to a single

taxpayer. Examples of these two types of Code provisions are the

zero bracket amount44 (hereinafter referred to as the ZBA),

the deduction for excess interest or investment indebtedness,45
46

the deduction for moving expenses, the deduction for capital

losses47 and the exclusion of gain from the sale of a residence P
8

Several exclusions, deductions, or credits are limited

by the taxpayers' income and are therefore decreased in amount or

denied entirely for married taxpayers who file a Joint return

when their income is aggregated, On two single returns, each

or at least one might qualify because he or she is below the

income limit. Examples include the exclusions for unemployment

compensation and for disability payments,50 the deduction for

medical expenses51 and the child and dependent care credit.
5 2

1. Zero Bracket Amount

The ZBA is built into each of the four tax tables.

An unmarried taxpayer has a ZBA of $2,300.53 Two taxpayers

cohabitating have two ZBAts of $2,300 apiece or $4,600, If they

marry and file a joint return. their ZBA drops to $3'400.54
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A taxpayer who qualifies as a surviving spouse is allowed a ZBA

of $3,400. 55 If a married couple files separate returns, each is

permitted a ZBA of only $1,700.56

2. The Earned Income Credit

The earned income credit may be claimed by married

or surviving spouse taxpayers with a dependent child who lives

51with the taxpayer(s), or by a head of household58 with a child

or descendant who is unmarried or a dependent, who lives with the

taxpayer.59 The credit is equal to ten percent of the earned

income up to $5,000 or a maximum credit of $500.60 This credit

is phased out above $6,000 of income by a reduction of twelve

and one-half percent of adjusted gross income, or, if greater,

earned income over $6,000. 61 A taxpayer with an adjusted gross

income or earned income of $10,000 or more is not entitled to

the credit.
62

The earned income credit cannot be claimed by

married taxpayers unless they file a joint return.63 If both

spouses are otherwise ineligible for the credit and if each has

$6,000 of earned income (which would give each a $500 credit),

they cannot claim their credits on married filing separate

returns. If they file a joint return, their income totals

$12,000 so they are not entitled to the $1,000 worth of refundable

credit and, in addition, will be required to pay federal income

tax. 64

3, Child and Dependent Care Credit

Married taxpayers must file a joint return in order

to be able to claim the child and dependent care credit'65
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which can reduce their federal income tax liability by as much

as $800.66 Txois credit is twenty percent of certain household

services and child and dependent care expenses,67 up to a

maximum of $2,000 of expenses68 if there is one qualifying

child,69 or other dependent or taxpayer's spouse who is

physically or mentally handicapped,70 and up to a maximum of

$4,000. if there are two or more sudh dependents71

The household and dependent care expenses cannot

exceed the amount of the taxpayer's earned income.7 2 If the

taxpayer is married, the expenses which produce the credit cannot

exceed the earned income of the lesser earner spouse;73 unless

he or she is a full-time student or physically or mentally

handicapped.74 If single, the income of the lesser earner would

not lower the credit to the higher earner. In fact if single, one

of the individuals would not even be required to have earnings.

4. One-Time Exclusion of Gain from Sale of Home

A taxpayer who is fifty-five years of age or

older can exclude from gross income up to $100,000 of gain realized

on the sale of a residence if it has been his or her home for

three years or more during the five-year period ending on the

date of sale.75 If the taxpayer and spouse own the property

Jointly, oniy one of them need satisfy the age and home

requirement.76 A taxpayer who is married but filing separately

is only entitled to a $50,000 exclusion.77

This Is a once in a lifetime exclusion.7 8 If the

taxpayer has elected the exclusion either before marriage or

Jointly with his or her spouse, the spouse is foreclosed from
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electing the exclusion, even If the marriage is terminated by

death 79 or divorce. If single, each taxpayer would be entitled

to a full $100,000 exclusion.

JOINT AND SEVERAL LIABILITY

Along with the privilege or detriment

of filing a Joint return, Section 6013 of the Code provides

Joint and several liability for the Federal income tax liability

of married taxpayers filing Jointly.81 Where a return is filed

by a married couple and one spouse does not pay the tax or

fails to report all of his or her income, the other spouse is

fully liable for the deficiency.

For many years courts were forced to apply this rule

in the harshest fashion even though they realized its inequities.
82

Congress attempted to alleviate this situation in 1971 by

enacting Section 6013(e) of the Code,83 known as the "innocent

spouse" provision.84 Generally, this rule eliminates the tax

liability for those individuals who signed a Joint return and

had no knowledge of the omission of income from or excessive

deductions taken on the return.

Congress set forth several objective criteria to

consider whether a person should be deemed to be an innocent

spouse. Some of these criteria have caused results as harsh

as the pre-1971 rules.

First, the innocent spouse rule provides that a Joint

return must be filed on which the omission of income attributable
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to one spouse is in excess of twenty-five percent of the amount

85reported as gross income. Second, the spouse seeking relief

must establish that he or she neither knew nor had any reason

to know of the omission.86 Third, the innocent spouse must

prove that he or she did not significantly benefit, either -

directly or indirectly, from the omission of income and,

therefore, that it wou~d be inequitable to hold him or her liable

for the deficiency.
87

The legislative history of Section 6013(e) indicates

that it was designed to bring tax collection practices into

accord with the basic principles of equity and fairness.
8 8

Unfortunately, practice and principle are still poles apart.

Many truly innocent spouses are denied relief and the additional

taxes due are another form of an MPT.

Many of these problems arise from judicial construction

of specific terms. What, for example, is an "omission"?

When will it be "inequitable" to hold an innocent spouse

liable? The answers are far from clear.

A. Knowledge on the Part of the Innocent Spouse

In order to be relieved from liability, the innocent

spouse must establish that he or she had no actual or constructive

knowledge of the omission from gross income. Where the spouse

claiming innocence can be shown to have actual knowledge of

this omission, such as knowing that income is being unreported,

relief from liability will be properly dened.89 But what

happens when there is no actual knowledge?
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Courts have gone out of their way to prove that the

spouse claiming innocence had constructive knowledge; that is,

should have known of the omission. But they are not very

consistent in their approach. Facts in a case that are

determined by one court to rule out constructive knowlege will

be viewed by another court as sufficient to establish constructive

knowledge.
90

Constructive knowledge is as tangible as a will-ot-

the wisp. Take the case of Ann J. Anderson91 who argued that

the innocent spouse rule shielded her from tax liability for

the years 1969 and 1970. The Tax Court ruled that in 1969,

she had neither knowledge nor reason to know of her husband's

illegal activities. However, she was found to have such knowledge

in 1970.

For several years Mr. Anderson had been embezzling

money from his employer. None of the embezzled funds were put

into an account over which Mrs. Anderson had any control; they

were kept in his business checking account. Despite the

embezzled funds, their standard of living had not improved in

either year. From these facts, the court concluded that Mrs.

Anderson had no knowledge of her husband's activities in 1969.92

In November of 1970, however, Mr. Anderson was

indicted for embezzlement and pleaded no16 contendere in

February, 1971. The plea of nolo contendere is not an admission

of guilt and, because Mr. Anderson received a suspended sentence

from a Jail term, it seems clearly to have been a reasonable plea
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bargain on Mr. Anderson's part. The court placed great weight

on the fact that Mrs. Inderson knew of her husband's activities

upon his conviction, which did not occur until FeBruary, 1971.

Therefore, the court reasoned, she'had knowledge of the unreported

income in 1970.93

Does an indictment alone givq a spouse reason to know

of omitted income? Whit if he or she can prove that no benefit

was received? At first blush, a conviction would seem a solid

indicator of reason to know of an omission of income. But what

if the plea was bargained as nolo contendere to prevent a term

in jail? The accused has not admitted any guilt. There are

many reasons why an innocent person may plead no contest, not

the least of which is to avoid the expense of future litigation.

The United States Court of Appeals for the Fifth

Circuit added a new factor to.:q nsider in Sanders v. United

States.94 Even discounting unreported income of $30,000, the

Sanders enjoyed a high standard of living. With the unreported

income added to the reported income, however, they bought a new

home, new cars, traveled to Las Vegas and- bought a new

condominium in the Bahamas.

The court stated that "one person's luxury can be

another's necessity and the lavishness of an expense must be

measured from each family's relative level of ordinary support".95

Mrs. Sanders argued that she had no constructive notice of the

unreported-income because their standard of living had not

changed; they would have made the purchases notwithstanding

and had been living in that lifestyle for some time. The court
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agreed, holding her not liable for the deficiencies.

It appears that the person whose spouse might earn

$15,000 a year, does not report an equivalent amount of income,

and upgrades the couple's lifestyle will be charged with

constructive knowledge of an omission of income. On the other

hand, the person whose spouse might earn $50,000 a year, does

not report $15,000, arld does not increase .the couple's standard

of living will not be charged with constructive knowledge of an

omission of income.96

The more difficult it is for the Internal Revenue

Service to identify the true nature of a transaction leading to

omitted income, the more willing courts should be to grant relief

to an innocent spouse.97 In Robert L. McCoy,9 8 Mr. McCoy

incorporated a business that had been operated as a partnership.

The partnership's liabilities exceeded the basis of its assets,

which under the federal income tax law results in income to the

extent of such excess.99 Mrs. McCoy knew of the existence of the

business but did not actively participate in the business. She

claimed that she was unaware of the t:,x consequences of incorporating

a deficit partnership and, since the transaction did not realize

a cash gain, has no reason to know of any income omitted from

their Joint return.
100

Common sense would indicate that because the transaction

was a complex one Mrs* McCoy would have no reason to know of the

omitted-income. But the Tax Court ruled otherwise: "mere

ignorance" of the tax consequences did not relieve her from



235

liability. 101  This decision is completely at odds with other

rulings which have held "a spouse can have knowledge of rome of

the facts related to the unreported income without being charged

with knowledge of the income itself".102  Many lawyers and

corporate executives would not understand the tax consequences

of such a transfer as took place in the McCoy case. How is a

nonbusiness person spouse supposed to?

B. Omissions--The Twenty-Five Percent Rule

1. Omissions

In order for the innocent spouse to be relieved of

liability, there must be omitted from gross income an "amount

properly includable therein".10 3 Thus, a finding of no omission

prohibits any inquiry into the equities of a particular case. If

there is any reference in the Joint return to the income in

question, there can be no omission. For example, a common argument

made by taxpayers is that denial of a claim for a deduction should

qualify as an omission. Courts have almost uniformly held that

since the deduction is on the return, it cannot be said that the

spouse claiming innocence was unaware of the omission or the

invalidity of the deduction.OL

Similarly, there are examples of omissions of income

that are carried out to their extreme. In the case of Estate of

Klein v. Commissioner,105 Mr. Klein was a partner in a business

with a net partnership income of approximately $90,845. This

amount was listed inthe partnership return because only the

net income from the partnership is included on a taxpayer's

income tax return. Technically, however, the gross income of
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the partnership is included in the partner's gross income, and

if this larger number rather than the reportable net income is

used, the omission would not amount to twenty-fiVe percent of

gross income.

In signing the Joint income tax return, Mrs.

Klein had no knowledge of the partnership business, had not

reviewed the partnership return, had signed a return where

partnership income was included as required at the net income

figure of $90,845 (not actual gross income attributable to Mr.

Klein of $1,106,896). Incredibly, the Tax CourtI0 and the

United States Second Circuit Court of Appeals1 07 held her

liable in spite of her lack of knowledge of this technicality

in the reporting requirements. Read carefully the following

statement of stipulated facts that the Second Circuit accepted

in deciding the case:

The parties stipulated that

(Mrs. Klein) had met the further

equitable requirements, namely, that

she did not know of, and had no

reason to know of omission of income

. . ., and that, taking into account

all of the other facts and

circumstances, including whether or

not she had benefited either directly

- or indirectly from the omission, it

would be inequitable to hold her
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liable for the deficiency

attributable to it

(Emphasis supplied.)108

2. The Twenty-Five Percent Rule

Even if the amount in question is determined to

be an omission, it must be in excess of twenty-five percent of the

gross income reported dn the joint return to exonerate the spouse.
109

Working with this fixed figure, courts have been forced to make

mechanical and clearly ridiculous applications of the law.

In Wissing v. Commissioner,11 0 Betty Wissing

(formerly Mrs. Huelsman) was married to a man who had embezzled

more than $100,000 over a three-year period from his employer.

The Internal Revenue Service determined a deficiency in their

1963 Joint income tax return of approximately $7,291, $2,027

In their 1964 return and $1,587 in their 1965 return. The

United States Co,.rt of Appeals for the Sixth Circuit found the

amounts omitted in 1963 and 1965 exceeded 25 percent of their

gross income, but not in 1964. Therefore, Betty was liable for
ill

the 1964 deficiency, but not the 1963 and 1965 deficiencies.

The court admitted that Betty had no knowledge of

her husband's activities and did not derive any benefit from

the embezzled funds. 112  But because she signed the joint return,

she became Jointly and severally liable for the federal income

tax due on any omission less than twenty-five percent of their

gross income.

C. The Significant Benefit Test

68-882 0-80--16
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In order to determine whether or not it would be

equitable to hold the claimant spouse innocent, courts look

to see if he or she significantly benefited, whether directly

or indirectly, from the omi.sion. 113 For the most part, courts

have been liberal in granting relief under this test. For

example, the Tax Court in Patricia E. Mysse 11 held that a

spouse did not receivea significant benefit from over $100,000

in unreported income which her husband had embezzled over a

four-year period. The unreported income was used to pay the

college education of two sons, to purchase five cars, a

diamond ring and furniture and to make mortgage payments.

The court found that any benefit she received from the funds

constituted no more than ordinary support.115 As ordinary

support Is not a significant benefit,ll6 the petitioner was

not liable for the unreported income.

However, in Edward J. Jedinak,117 Mr. Jedinak was

involved in a numbers game which netted him substantial amounts

of income that he did not report on a Joint return. Although

Mrs. Jedinak knew of this activity, she had no knowledge of

whether the income was reported or not. The court acknowledged

that the amount in question exceeded the twenty-five percent

test and that she did not know, nor had any reason to know,

of the omission.l11

Nevertheless, the court found her liable for the tax

deficiency. It appears that the Jedinaks Jointly purchased

stocks with some of this unreported income. This was found to
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constitute a significant benefit to Mrs. JedJnak, even though

the court conceded that the benefit may not be actually

realized for years.119 A similar result was reached in Martin
120

S. Schneider, where a home was Jointly puiohased by husband

and wife, even though the wife had no knowledge that the home

was bought with unreported income.

The Inconsistency of the decisions in these cases is

enormous. A woman who drives new cars and wears diamond rings

is found to have received no significant benefit, but women

who are Joint owners in property where benefits may not actually

be realized for many years are deemed to have benefited

significantly. This does not appear to be what Congress had

intended in enacting the innocent spouse rule. 
121

ALLOCATION OF INCOME IN COMMUNITY PROPERTY STATES

As previously explained, a taxpayer claiming to be

an innocent spouse must have filed a joint return; but what

happens in community property states when married couples file

separate returns? In these Jurisdictions, one-half of the

income attributable to one spouse is includable in the income

of the other spouse, even if separate returns are filed. 122  The

Code states that "the determination of the spouse to whom items

of gross income (other than gross income from property) are

attributable shall be made without regard to community property

laws . .. ,,123

This section of the Code leads to interesting and
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frequently inequitable results. Consider the case of Mildred

L. Fehland124 (formerly Mrs. Vandiver). In 1967, her husband

earned approximately $10,000 while Mildred earned approximately

$3,300. Because of marital difficulties, they filed separate

returns that year although residing together during the year.

The Commissioner determined that since the Vandivers lived in

Texas, a community property state. Mildred was. Able for the tax

on one-half of their adjusted gross community income, or

approximately $6,800.

Mrs. Vandiver argued that because she had no control

over her husband's income, she should not be liable. Furthermore,

she filed a separate return and therefore was not liable for

the tax on her husband's income.

The Tax Court rejected both arguments. In a community

property jurisdiction, it noted, each spouse is liable for the

tax on one-half of their combined income.12 5 At the same time,

she could not rely on the innocent spouse rule because she had

not signed a joint return. 126 However, even the court had to

admit: "(W)e realize that, given equal income interests vested

in each spouse under the community property laws, certain

inequitable situations that Section 6013(e) was designed to

eliminate may very well arise if the spouses elect to file

separately in community property states". 12 7  (Emphasis supplied.)

It can at least be argued that because the Vandivers

were living together they were knowledgeable about each other's

financial situation. But what about a situation where the spouses
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are living apart from one another?
y28

In Bettie Jayne Coffman,1 2 Mrs. Coffman was

separated from her husband during the tax year in question.

Except for the fact that she had filed a separate return, all

other requirements of the innocent spouse test were met. Again,

the Commissioner determined that she was liable for the tax

on one-half of her husband's income. The Tax Court reluctantly

agreed, holding that she could not invoke Section 6013(e)

because separate returns were filed, yet was liable because

Texas (their domicile) was a community property state. Again,

another type of MPT is imposed on such taxpayers.

There is an old saying that everybody talks about

taxes, but nobody does anything to improve them.129 The extent-

of the problem is illustrated by the fact that the United States

Court of Appeals for the Fifth Circuit was forced to adopt a

rule contrary to all previous precedents to find an equitable

way to solve problems similar to those just presented. The

case of Bagur v. Commissioner130 was a consolidation of two Tax

Court cases: Aimee D. Bagur131 and Barbara M. Hansen.132 Both

women were married and resided in Louisiana. The Fifth Circuit

stated:

The IRS asserts that an income tax

is due by a wife on one-half of

her husband's unreported earnings--

although she may have been living separate and

apart. from her husband, had no control
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over his income, and no knowledge

of what it was or where it went.

The plaintiffs are impoverished

victims of their husbands'

profligacy. The IRS has stripped

clean one of the wives. The other

is about to be stripped clean. This

horrendous result flows from

Louisiana law, not federal tax law.
133

(Emphasis supplied.)

The facts are relatively simple. In Bagur, Mr.

Bagur suffered extreme financial reverses in 1960. The court

continued:

Mrs. Bagur knew there were financial

problems but she did not know their

nature or severity; Mr. Bagur never

discussed his income or expenditures with

his wife. Mrs. Bagur testified that

there was no communication between them,

even in 1960 and 1961 when they shared

a house. After 1962 they rarely saw

each other. She had no checking accounts

or credit cards and did not own an

automobile. All household bills were

sent to her husband's office.

In 1962 the Bagurs' financial condition
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worsened. They received still another'

notice to vacate the house. Electricity,

telephone, and gas were shut off. From

1962 until 1968, when Mrs. Bagur obtained

a divorce, the taxpayer and her husband

maintained separate domiciles in

Louisiana. Mrs. Bagur lived in grinding

poverty, often with the utilities cut off,

sometimes with not enough to eat. Her

three school-age children gave her a little

financial assistance from time to time.

Mrs. Bagur's health was poor; she was

arthritic, anemic, and undernourished.

Ground down but attempting to keep her head

up, she worked sporadically in 1962, 1963,

1965, and 1966. Mrs. Bagur estimated

that during the seven tax years in question

her husband paid about $10,000 for food,

rent, and other necessities .

The Commissioner reconstructed Mr.

Bagur's net profit during 1960 through

1966 and assessed tax deficiencies against

Mrs. Bagur based on one-half of her

husband's taxable income. The Commissioner

also'determined that Mrs. Bagur was liable

for the taxes on wages she received
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during 1962, 1963, 1965, and 1966.

Because Mrs. Bagur earned these

wages while living separately from

her husband, they were separate

property under Louisiana Law. La. Civ.

Code Art. 2334. She was taxed, there-

fore,'on the entire amount earned.

The Commissioner also assessed

penalties against Mrs. Bagur for

failure to file income tax returns

without reasonable cause, I.R.C.

06651(a); for negligent failure to pay

income tax for the years 1960 through

1962, I.R.C. 96653(a); and for

underpayment of estimated tax for 1962,

1963, and 1966, I.R.C. 56654. The

total amount owing is $3,860.27. The

Tax Court held Mrs. Bagur liable for

all the taxes and penalties assessed

against her.
134

In Hansen, Barbara and Donald were married for

twenty-eight years. In 1971, Donald Hansen received

commissions of $34,500. The court continued:

It was a windfall. What happened to

themoney is a mystery. The Internal

Revenue Service was unable to collect

the deficiency. At the hearing before
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the Tax Court Ms. Hansen

represented herself. Counsel for

the IRS informed the court that

Mr. Hansen had been in dire straits.

M s. Hansen added that her husband

suffered from severe depression.

We were informed during oral

argument that Mr. Hansen had committed

suicide.

Mr. Hansen was in charge of the

household bills, many of which

apparently went unpaid. He doled

out cash to his wife to buy food and

gasoline. She made "everything the

(three) girls wore". (Tr. 10). As

the daughters and two dons grew older

they contributed small amounts to their

support. In Lafayette Ms. Hansen had

no credit cards. She gave up her

checking account when her checks were

returned for lack of sufficient funds.

She signed her last tax return in 1963 when

Mr. Hansen was salaried in Floriaa and

she had a small job. When from time to

timeshe questioned her husband about

income tax returns, he used to say to her,
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"Don't worry about it. It's all

taken care of." (Tr. 8). Ms.

Hansen estimated that -she and the

children received about $3,400

from her husband in the form of

payments on their house, food,

gas, ahd automobile upkeep-

For the children's sake, Ms.

Hansen put up with her husband until

1972, when her youngest child was

in high school. Ms. Hansen then

instituted separation proceedings. She

left the marriage with only a few

household goods--no cash, no securities,

no automobile. The mortgagee foreclosed

the mortgage on the home. Ms. Hansen

now works for the local telephone

company.

The Commissioner determined that Ms.

Hansen owed taxes on one-half of the inc-me,

$34,500, her husband received in 1971.

The Commissioner determined that Mr.

Hansen incurred business expenses of

$5,000 and decreased Ms. Hansen's share

of the community income by $2,500. The

tax deficiency assessed against her
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amounted to $3,064. The Commissioner

also assessed various penalties for

Ms. Hansen's failure to file returns

and pay taxes. Before the Tax

Court, however, the Commissioner

conceded that the penalties were

not applicable. In the Tax Court

hearing, Judge Sterrett showed

signs of reluctance to hold against

Ms. Hansen. Nevertheless, in 1977

the Tax Court sustained the

Commissioner's determination that

Ms. Hansen owed taxes on one-half

of her husband's earning in 1971.

On March 6, 1978, the IRS notified

Ms. Hansen that her Wages were

subject to a tax lien and would be

seized to satisfy the deficiency.
135

The decision by the Court of Appeals to remand the

case back down to the lower courts represented a victory to

the taxpayers. An intent to deprive a wife permanently of

her share of community income, the court held, may be inferred

from a husband's wanton appropriation of her community assets

in pursuit of his own pleasure or needs.136 The issue, the

court stresses, is not whether the husband should be punished

as a thief (which he could not under state law) but whether
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the wives'should be allowed a tax loss as a victim of a theft

under the federal tax laws.137 All previous precedent required

that you look to local criminal statutes or case law to define

"theft" for federal income tax theft-loss purposes. Never has

a court created a federal law of theft, something the Fifth

Circuit found it had to do to prevent the injustices to the

taxpayers before it.

The court ruled that it was for the lower courts to

decide if the husbands had appropriated their earnings for their

own purposes in such a way as to be equivalent to a theft of

the wives'one-half of the earnings. If this were so, the wives

would be able to deduct as a theft loss this amount, thereb

reducing their one-half of the Joint income to zero and incurring

no tax liability.13 8 Interestingly, to claim a theft loss, you

must itemize your deductions. Wouldn't it be interesting to

find a tax imposed because the taxpayer had insufficient

itemized deductions?

In one motion the court established a method for

community property taxpayers to escape liability for one-half

of the community income. It took remarkable legal reasoning

to reach a result that the overwhelming majority of people

would consider an equitable result. How long must such

machinations continue? It is certainly time for a legislative

solution to avoid the problem faced by the Fifth Circuit,
139

which created a solution insupportable in precedent, possibly

creating an even more dangerous precedent for other theft loss

purposes.
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CONCLUSION

It appears to this author that no one can be accused

of crying "wolf" as a result of a request for an immediate

legislative remedy to all aspects of the marriage penalty tax.

The House Ways and Means Committee has held hearings on all

these problems, and the Department of Treasury and Joint

Committee on Internal Revenue Taxation have been working on

solution. In the past few years, members of Congress have

introduced-many bills with alternative solutions to the problem.140

It seems that the only thing to do is to urge the Department vf

Treasury and Congress to come to agreement on the most

politically feasible of the alternative remedies.
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August 1, 1980

Hr. Michael Stern
Staff Director
Conittee of Finance
Room 2227
Dirksen Senate Office Building
Washington, D. C. 20510

Dear Sir:

We are in support of the proposed legislation which will allow

married couples to have an option to fie their income tax

returns as a single person.

We believe that the law as structured at the present time is

unfair to married people. Please do all that you can to

rectify this situation.

Very truly yours,

qA.JII AtL,'

1d44
~.?$I &

11/A a4~.

mit T
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3XAMINTION OF THE LEGISI NTIVE PROPOSALS RELATING TO THE COHPARATIVE
INCOME TAX TRATE IF HARRIED COUPLES AND SINGLE PERSONS

Lynda Sands Hoerechbaecher

1. The Problem-

Since 1969 millions of married taxpayers have been penalized

by an unintended consequence of other tax reform. Presently, 38

million taxpayers are penalized by reason of aggregation of their vage

with that of their spouse, which when taxed at our progressive rates

causes them to pay more than twice the amount each would have paid

separately on his or her own learning. This figure of 38 million does

not include the married taxpayers suffering the "marriage penalty" by

reason of reduced or halved deductions, credits and exclusions or by

reason of filing as "married filing separately," or 15 million single

taxpayers who may pay the "singles tax."

The present law is not neutral in its effect on taxpayers' decisions.

The marriage penalty resulting from the 1969 reform has served as a

disincentive to marriage and an incentive to cohabitation, an incentive

to divorce, and a disincentive to reentry of the second spouse into the

job market. There Is no reason for a tax provision to affect such

personal and fundamental decisions as marriage, divorce, and employment.

These decisions are affected by a tax provision which Is not only arbitrary,

but unconsidered and unintended.

The present law is not fair. It is in fact burdensome and unreasonably

harsh to a large segment of society which pays an estimated $11 billion

for the privilegesw of being mreried with both spouses working. And

although it reduced the singles tax by limiting the amount of tax a

single could pay to 1202 of the tax of his counterpart married earner.

a 202 additional tax burden on the single cannot be called fair.
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In 1969 we moved from two rate schedules to four with troublesome

definitions attached to some and inexact lines distinguishing all.

The cause of this state of affairs is taxation based on marital

status, and in particular, the concept of joint filing. The present law

favors highly the "traditional" American family where the husband works

and the wife does not. However, this segment of our population has

decreased to about 25.62 of American families. Sixty percent of American

families had two or more wage earners in tb:; fourth quarter of 1979,

according to a report recently published by the Bureau of Labor Statistics,

U.S. Department of Labor. The average tvo-income married couple earned

$509 per week, or $26,468 per year. The marriage penalty tax for this

average couple representing 60% of American families range from about

$300 to $676. --

Mandatory joint filing should be eliminated for several reasons (no

alternative presently exists when married filing separately rates are so

much higher and deductions, credits and exemptions are halved or reduced).

(1) It causes an "inefficient" tax to be placed on the second

earner of a married couple. An "efficient" tax should not be so

burdensome as to affect and distort a taxpayer's other decisions.

Aggregation of income of two earners at progressive rates has the

following effect:

If only one spouse works and earns $15,000 the tax liability

is $1,635. If the other spouse begins to work at A salary of

$15,000, their total tax increases to $5,593. The second

earner is taxed $3,958 on his or her $15,000 as compared to

the tax of $1,635 Imposed upon the first.
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Is this the intention of Congress? It is unduly burdensome

and harsh. It is obvious that the tax burden on Individuals changes

arbitrarily with a wedding caresony. --

(2) It does not recognize the socioeconomic reality that 572 of

all women 20 years and older are in the work force and that a group

representing only 25.61 of famille are singled out for preferential

treatment.

(3) The joint return liability has caused spouses undue hardship

tim and time again. The relief provisions are very restfictive.

(4) From the point of view of the singles tax no valid tax policy

or reason exists for allowing a hypothetical income split with a

spouse, usually a wife, where no irea split of income or control of

assets has occurred. The single earner with $250000 income io

disadvantaged as compared to the carried earner with $25,000 income

whose spouse earns nothing. Additional family responsibility is

best recognied through deductions, extons or credits. The

effect is then to help the Individual without causing a widespread

penalty to many others.

(5) Most Important, Congres did not leSslate a marriage penalty

or a single penalty through andatory joint filing. These are the

unforeseen results of other reform.

Som colmentators defend the status quo, and in particular the

joint return ftr married, by citing te "principle" in the tax law of

aggregation--or that the couple is the appropriate taxing unit in

disregard of the individuals. Therefore, couples with equal ncome,

disregarding who earned it or in what proportion, should be taxed equally.

For example, if a husband earns $25,000 and his wife earns zero, they
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should pay the same amount of tax as the husband who earns $15,000 whose

wife earns $10,000.

The underlying question one must ask before accepting this "principle"

is "who is the proper taxpayer--the individual or the couple?" Those in

favor of joint filing argue that the married couple is the entity to be

taxed because they in fact pool their Income. They enjoy it in common,

spend it or save it in common. Thus, the joint filing rule makes the

user of income the taxpaying entity. As one coamentator has stated,

"No one can be convinced by, or even understand, the arguments for joint

filing unless he or she Is willing to at least discuss the possibility

of taxing individuals on the basis of Income they enjoy. rather than on

the income they earn." (Emphasis added).

The theory of the taxation of use of income, or a consumption tax,

Is indeed a valid economic concept. However, since 1913 the Internal

Revenue Code Subtitle A, Income Taxes, has been premised on the taxation

of the entity earning the income. With the exception of the eleven

years from the time that I.R.C. #1Ca was enacted in 1969 (joint f iling

based on aggregated income to present, the scheme of Income taxation

has been consistent-the earning entity is taxed, whether it -is a cor-

poration, the partners of a partnership, a trust, a single individual,

even arried persons filing jointly until 1969 (income was not aggregatedd

as it is today), beads of households, surviving spouses and marrieds

filing separately.

The concept of sharing of income and using it in common is an

economic theory. It is not invalid or wrong; it is simply not the

theory on which our entire tax system is based. Our Income tax system

historically and consistently has taxed income to the earner and not to

the user. Joint filing for married couples, then. based on an aggregation
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of income, is an anomaly in our system.

If comprehensive tax reform changed our system to one of taxation

of users of income, or a consumption tax, and all categories of tax-

payers were taxed on the basis of their pooling of resources and their

beneficial enjoyment of income, then the aggregation concept for married

couples may be acceptable. In that case, however, the adult child

supporting the elderly parent, the cohabitators sharing income and

expenses (even roommates), the wealthy head-of-household supporting a

wealthy child, perhaps even partners to some degree, and any other

persons with pooling arrangements would be required to aggregate their

income.

Economic theory does not always make good tax law.

I. Goals of Tax Reform

In the summer of 1969, the Arkansas Law Review published an article

by the then Chairman of the Comuittee on Ways and Means, U.S. House of

Representatives, Wilbur D. Hills, entitled "Some Dimensions of Tax

Reform." In that article Wilbur D. Hills outlines some of the standards

-that the Committee on Ways and Means intended to apply to the many

recommendations for tax reform received by the Committee that year. His

standards are equally applicable today. go outlined them as follows:

1. The reason for having a tax system.

In the long run, 'it is simply to raise the necessary revenue

to pay for the services of the federal government. - . -. -- .

2. The smaller the tax base, the higher the rates.

A broad base is essential because only by spreading the tax

load as widely and fairly as possible can we obtain the necessary

revenue without seriously undermining incentives to work and to

invest.

68-882 0-80-18
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3. Neutrality.

Our tax system should be as nearly neutral as possible in its

effect on decisions made by'taxpayers, which should be made based

upon the economics of the marketplace rather than on some arbitrary

provision written into the tax structure. Certain overriding

considerations may bring out limited exceptions to this rule, such

as maintaining and encouraging investment.

4. Fairness.

Tax reform cuts both ways. Whereas inchI-i-tes have developed

in relation to the government in the form of so-called "loopholes,"

we must also bear in mind that inequities inevitably develop in

relation to fairness from the standpoint of the taxpayer in the

form of burdensome and unreasonably harsh provisions.

5. Simplicity.

In trying to achieve fairness with regard to particular problem.

or in trying to alleviate hardships which have developed, we often

end up with a very extensive and complex sounding provision which

adds to the total length of the Internal Revenue Code.

Again we are at a point when the public interest in tax reform

is intensified. The goals of reform as enunciated by KLlls should be

applied to the current legislative proposals for tax reform as relating

to the comparative treatment of marrieds and singles.

III. Current Legislative Proposals

The bulk of the current proposals before the House of Representatives

provide the following solutions to the disparate treatment of marrieds

4nd singles: (1) a deduction to alleviate the marriage penalty (Fisher,

H.R. 6203 and Conable, H.R. 6822); (2) a credit to alleviate the marriage

penalty (Patten, H.R. 6798 and Ullman, H.R. 7015; (3) elective filinS as
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unmarrieds for married persons (Fenwick, H.R. 3609, Quillen, H.R. 1095,

Robinson, H.R. 684, Roe, H.R. 3085, McDonald, H.R. 2553, Quayle, H.R.

3386, Hagedorn, H.R. 4696, and Kemp, H.R. 5815); (4) the use of the

unmarrieds' schedule for marrieds filing separately (Hyde, H.R. 4884 and

Syms, H.R. 6028, Act See. 402); and (5) use of one rate schedule for all

individuals (Annunzio, H.R. 108, LaFalce, H.R. 6209, Green, H.R. 1295,

Roe, H.R. 3077, Collins, H.R. 207, ammerschmidt, H.R. 1390, Fary, H.R.

1936, Addabbo, H.R. 2268, Bouquard, H.R. 2916, Minish, H.R. 3256, McDade,

H.R. 4467, and Hagedorn, H.R. 46951.

(1) Deduction

A deduction is proposed in a specific amount to offset the

marriage penalty tax, a percentage of the lower wage-earner's

income, allowed up to a specific ceiling. For example, a deduction

of 102 of the lower wage up to a maximum of $2,000.

One advantage of this proposal is the recognition that a

problem exists. Another advantage is that a deduction is easily

understood by taxpayers.

The disadvantages, however, strongly outweigh the minimal

advantage of this proposal.

It does not eliminate the cause of the problem-filing based

upon marital status. It does not help achieve marriage neutrality

in any way and, therefore, still causes the distortion of taxpayers'

decisions as described in Mills' standard of neutrality.

In terms of dollar relief, it does little to correct the .

marriage penalty tax. The amount of relief chosen is arbitrary and

varies from taxpayer to taxpayer. Please refer-to Table 1 for the

amount of uncorrected penalty remaining at various income levels.
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In the case of the average couple with two earners (Bureau of

Labor Statistics) where the lower income is 30%, the amount of

correction is 40% of the penalty. The same couple whose incomes

are distributed 60% to one earner and 40Z to the other enjoys a

correction of only 30%, as does the couple whose incomes are

evenly split. A quick examination of the "Z of Correction" column

shows corrections ranging from i4Z to 40Z. The variation in relief

has no apparent rational basis and does not even correct the problem

halfway in any case.

It perpetuates an aggregation of income at progressive rates.

In addition, it is "unfair" by the Mills' standards because it does

nothing to help the singles predicament while still favoring married

one-earner families and giving some slight relief to arried. with

two earners.

(2) Credit

A credit of 10% of the lower wage up to a $500 maximum is

proposed. The proposal requires coordination of this credit with

other existing credits.

The advantage to the credit proposal is that, Li addition to

recognizing a problem, it extends greater relief to a larger number

of taxpayers.

However, the credit proposal bears many of the same flaws as

the deduction proposal--no effect on the root cause of the marriage

and single penalties, -and arbitrary amounts.' Aitbough a&-cridt. is

generally seen as "fairer" than a deduction because of the dollar'

for dollar offset, at some levels it creates a "marriage bonus"

because it overcompensates. In the other cases, it does not correct
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enough to offset the penalty. (Where a "marriage bonus" occurs, it

serves only to aggravate the remaining singles tax problem and it

is unfair to all other taxpayers to favor a small group of marrieds.)

Please refer to Table 2.

An examination of the "Z of Correction" column shows a range

of correction from 10 to 2462. Certain configurations of combined

income of up to $30,000 (although not all) enjoy the "marriage

bonus." The average two-earner couple (Bureau of Labor Statistics)

enjoys relief ranging from 742 where income is split evenly to the

marriage bonus position of 150% where the income Is split 70%-30%.

(3) Elective Filing as Unmarried for Harried Taxpayers

The proposal to permit married couples to elect the unmarried

rate schedule if they file separate returns has gained considerable

support within Congress. The advantage to this proposal is that it

recognizes the root cause of the problem of the marriage penalty

tax--the aggregation of income and the taxation of marrieds based

on their marital status. It recognizes by the election provided

that in some cases joint filing ts advantageous and in others it is

disastrous. It does not hold sacred the very new and inconsistent

concept-of aggregation of married persons' income (pr, in other

terms, the time-vorn and sociologically effete concept of loss of

individual identity when one marries.

Thus, if two wage earners decided to marry and continue working,

they could elect to file as if single, and not face the extra cost

of marriage now present in the tax law. On the other band, if the

same couple decided to marry and the wife decided to stay home to

raise-a family, they could elect to file jointly for the benefits

appurtenant thereto. Thus, the tax law would not operate to distort

a taxpayer's other decisions.
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However, a disadvantage is that the single earner with an

income equal to that of the husband whose wife decides to stay hose

Is as penalized as he vas before--solely because be has chosen to

remain single (perhaps he had no choice in the matter).

Another so-called disadvantage is that married couples will

have to calculate their tax both ways to determine the better mode

of filing. (The savings of hundreds or thousands of dollars eems

worth the extra time spent.)

'The Report of the Action Group on the Marriage Tax Penalty

to the Tax Subcomiittee of the Interdepartmental Task Force on

Women views elective single filing as a viable first step toward

eventual individual fling.

See the discussion under (5), infra, for points of concern

regarding the allocation of Income, deductions, credits, etc.

(4) Use of unmarriedd filing schedule for marrieds filing separately.

This proposal is basically the sae as the marrieds' elsective

filun as single, except that no election need be made. The married

filing separately schedule is simply eliminated and the heading to

Jl(c) is rewritten to include unmarrieds and marrieds filing sarately.

(5) Individua'l filing with one rate schedule.

The proposal to return to "pre-1948" individual filing Is a

simple, direct approach to achieve equity among taxpayers while

providing a consistent underlying theory and rationale--that

income Is taxed to the one who earns it. All but one rate schedule

io 11 would be repee4 (except. for thle schedlI for trusts and.

estates which is not at question here). All taxpayers then would

file a return based on the income he or she has earned or received

and would be taxed at the same rate.
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Family responsibility would be handled by deductions, exemptions,

or credits, not a proliferation of rate schedules. As we have

witnessed over the years since 1948, whenever another group disadvantaged

by the tax laws is identified, there is much pressure put to

members of Congress for a change in their favor. So far the changes

have been accomplished by adding new rate schedules. In turn the

new rate schedules have created another disadvantaged group. It is

time to recognize that additional rate schedules are not the proper

means of differentiating family responsibility or need.

The objections to the proposal are as follows:

(a) It is said the proposal ignores the principle of aggregation

or the concept of sharing of income. As discussed above, this

view reflects an economic benefit theory foreign to the remainder

of our tax laws. The "principle" did not emerge in tax

comentaries until sometime after the fact of aggregation was

discovered. Therefore, it is not sacred. And when unfair and

harsh, it must be removed from tax policy. The couple is not

a proper entity or tax unit; the individuals earning the

Income are proper tax units. No compelling reason exists to

force one wage earner and two wage earners to pay the exact

same tax simply because what they have in common is having

said "I do."

(b) The taxpayers in coinunity property states will have an

advantage. With respect to community property laws in eight

states, proposals for single filing or elective single filing"

disregard the automatic income-splitting of the state law. In

1930, Poe v. Seaborn, 282 U.S. 101, gave effect to community

property laws for federal tax purposes. However, in 1945 in
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Fernandez v. Wiener, 326 U.S. 340, the Supreme Court held that

a federal definition of property could supersede the state

definition for federal tax purposes. The federal tax lavs can

also adopt a federal definition of income and, in fact, have

done so in other sections of the Code where community property

is disregarded (ERISA, FICA, certain innocent spouse rules).

Ideally the tax law would recognize the income-splitting

of community property and permit it where the state's co.mnity

property laws bear economic substance and reality by granting

actual ownership and control to both spouses (as does California

law since 1975, and others). Thus in states of actual joint

ownership and control, the concept of taxing the income to the

one who earns it or the income from the property to the one

who owns it is not violated by the 50-50 community property split.

(c) The possibility of "bedchamber transactions," or a shift

of investment income to the lower bracket spouse is handled

quite simply either in the elective single filing or required

single filing proposals. Income from property is taxed to the

title holder of the property. A presumption could also be

made of a 50-50 split if that were desirable. Expenses attrib-

utable to the property would be handled in the same manner as

the income.

d) The necessity of "intraspousal booking" to allocate the

various deductions, credits and exemptions is cited as an

objection. It is simply not true. For either th. electiVe or

required single filing, deductions not attributable to property

can be split 50-50, or pro rata based on earned income, or

even as the couple sees fit.
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(e) The administration of this system is termed difficult.

However, the matching of incomes, deductions, credits, etc.

can easily be done on a combined individual return as now used

in New York, Wisconsin, Virginia and the District of Columbia.

Spouses report on the same foru,-but separately in individual

colu ms.

(f) It is said that a return to single filing is not politically

feasible. The revenue loss is the main reason given. The

present proposals all call for a move to the lowest rates, the

joint return rate. However, as Professor Boris Bittker, Yale

University School of Law, has pointed out, a gap may be narrowed

from either end. This does not necessarily mean a raise in

tax liability for married earners whose spouses have no income.

Adjustments for family responsibility should be made through

deductions, credits, or exemptions.

The proposal is not "radical-." It is in fact simple and

direct and cleans up a mess of code sections that now turn on

marital status, which has many definitions in the tax law.

Although it Is the only prc~posal that entirely meets

Wilbur Kills' standards of neutrality in affecting taxpayers'

decisions, fairness and simplicity, some comentstors feel we

should not adopt it because, after all, taxpayers are accustomed

to the present system. When familiarity with complexities

prevents a return to fairness and simplicity, all hope for tax

reform is lost.

Conclusion

As a summary I quote a thought of Professor Boris Bittker:

"During a 1963 discussion at the Brookings Institution of

a forthcoming book on federal taxation of the family, a participant
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commented: '1 don't think that 27 economists should have been

assembled to address themselves to problems which are really partly

anthropological, partly sociological, partly anything except what

we have competence in ....'

If my extended essay has a unifying theme, it Is that theoreticians,

whatever their backgrounds, cannot 'solve' the problem of taxing

family income. They can identify the issues that must be resolved,

point out conflicts among objectives to be served, propose alternative

approaches, and predict the outcome of picking one route rather

than another. Having performed these functions, the expert miust

give way to the citizen, whose judgments in the end can rest on

nothing more precise or permanent than collective social preferences."
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August 5, 1980

Michael Stern
Staff Director
Committee on Finance
Room 2227 Dirkson Senate Office Building
Washington, D. C. 20510

Dear Sir:

In regards to your hearing on the "marriage penalty tax", I would
like to add a piece of evidence that to me, at least, is not hypothetical.

Per our 1979 income tax return, my wife and I paid $5,025 of Federal
income tax. If we had been single, our tax burden would have been only
$4,752. If one or the other of us could have qualified for unmarried head
of household rates (which I could have), the combined tax would have been
$4,528. As you can see, the minimum marriage penalty tax on my wife and me
is $273. If we were unmarried at December 31, 1979, 1 would have been able
to file unmarried head of household and then the cost becomes $500. This
"additional penalty" ranges from .9% to 1.6% of our adjusted gross income,
or to phrase it differently, a 5.72 or a 11% addition to tax (depending on
filing status) simply because we were "married" in the legal sense of the
word at December 31, 1979.

Is this "additional tax" a result of two being able to live cheaper
than one? Hardly, since a couple living together but not married share
the reduced household expenses, but also get to share the reduced tax
burden.

I hope that during your hearing and afterwards, that you are able to
gather enough evidence to convince your fellow associates, that something
needs to be done about these tax rates.

Sincerely,

ai~rtified Public Accountant

JB/pm
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August 7, 1980

Michael Stern
Staff Director
Committee on Finance
Room 2227 Dirkson Senate Office Building
Washington, D. C. 20510

Dear Sir:

In regard to your hearing on the "marriage penalty tax", I submit
the following evidence of the inequity involved when two taxpayers are
married rather than living together.

Per our 1979 income tax return, my wife and I (no children) paid
$3,384 of federal income tax. If we had been single, our combined tax 1.
burden would have been only $3,146, a difference of $238. This represents
a 7.6% addition to tax simply because we were "married" on December 31,
1979.

This additional tax represents our government's encourgement fo'1"
people to live together and not to get married. I feel that this con-
tributes (even if in a small way) to the declining moral values of the
american public and is affecting not only the institution of marriage
but also the family unit.

I hope that during your hearing and afterwards, you are able to
gather enough evidence to convince your fellow associates that some-
thing should be done about this situation.

Sincerely,

Joe Sanford

JS/pm.
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DANIEL R. KuNlrnTR
CERTIFIED PUBLIC ACCOUNTANT

207 CAPITAL AVENUE. N. E.

BATTLE CREEK. MICHIGAN 49017

TgugOK3 (616) 361.4534

MICHI@AN AO&OCIATION
O€ CLKWiFIILO PUDLh' ACCOUNTANT9

NATIONAL AJOCIATION
OF ACCVOJKANTS

August 7, 1980

Mr. Michael Stern, Staff Director
Committee on Finance
Room 2227 Dirksen Senate Office Building
Washington, D.C. 20510

Dear Mr. Stern:

I would like to strongly endorse the elimination of the
"marriage penalty tax". It is a great injustice that two (2)
unmarried individuals residing together should receive preferential
tax treatment over a married couple where each spouse is working
and contributing to the household income.

I again urge that Congress consider removal of this unfair tax.

Very ruly yours,

Dai/.Kunitz CPA

DRK/ca

cc: Congressman Howard Wolpe
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R. Jay Mitchell
415 Cambria Drive
Coppell, TX 75019

August 8, 1980

Michael Stern, Staff Director
Committee on Finance
Room 2227 Dirksen Senate Office Bldg.
Washington, DC 20510

Re: "Marriage Penalty Tax"

Dear Sir:

As a concerned citizen, tax payer, and active accountant, I
am familiar with tha-so called "Marriage Penalty Tax." It
encourages couples to simply live together out of wedlock
rather than get married.

Our country was founded on Christian principles and our very
coinage expounds our faith in God. I must then officially
protest the "Marriage Penalty Tax" and do request the elimi-
nation ofrules, regulations, or laws that encourage citizens
to live together out of wedlock.

By logic, I also must state that a family needs all the net
after tax income it can get. To penalize those who establish
families and married households, in favof-iofsingle individ-

... als, is an undermining pf our country.

The family is the backbone and strength of our nation. Too
-many-other forces are already at work to destroy the family
unit in America* Do not let-our tax laws be another such
destructive force.

Very Sincerely Yours,
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2754 Ewing
Evanston, Illinois 60201
July 25, 1980

Mr. Michael Stern
Staff Director
Committee on Finance
Room 2227
Dirksen Senate Office Building
Washington, D.C. 20510

Re: August 5, 1980 hearing on

"marriage penalty" tax

To the Honorable Members of the Committee:

In 1979, our joint incomes (exclusive of deductions)
were subjected to a tax higher, by about $2,500, than we
would have been required to pay had we been single.

Unfortunately for us, we married in ignorance of the
tax consequences. Had we known better we would not have
married. Now that we are married, we find ourselves having
to choose between marriage and other goods and services we
want or need. The economic choices are unpleasant, but not
yet painful; it seems inevitable that a time will come when
marriage will be a luxury we will be unable to continue to
afford..

It is perplexing that the tax laws have turned marriage
into a marketplace decision, with a disincentive to marriage,
and with divorce regarded as a tax-saving device.

We offer you no information you do not already have.
We are certain that you are aware of the number of, and
increases in, two-worker couples. We request that you do
what we believe ought to be done about this problem, namely,
permit married persons to elect to file as single.--

ry Truly Yours,

Mr. and Mrs.) Jonathan L. Mills

cc: Congressman John E. Porter

68-8 0-80-19
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Newton, Iowa
August 5,.1980

Michael Stern, Staff Director
Committee on Finance
Room 2227 Dirksen Senate Office Building
Washington D. C. 20510 -

Dear Sir:

I am writing-to voice my objection to the fact
that a working married couple is often faced with a

-substantially higher income tax than. would apply to two
single persons with the same amounts of. income.

Please submit my written statement containing
this objection to the Committee. I hope further action
will be forthcoming to rectify this situation.

Thanking you, Iam

Very truly yours,

Gilbert R. Caidwell III
815 S. Commerce Street
Monroe, Iowa 50170

P. S. I am in this situation because our combined incomes
make our tax much higher than for two single persons.

/

,1 j
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Newton, Iowa
August 5, 1980

Michael Stern, Staff Director
Committee on Finance
Room 2227 Dirksen SenAte Office Building
Washington D. C. 20510

Dear Sir:

I am writing to voice my objection to the fact
that; a working married couple is often faced with a
substantially higher income tax than would apply to two
single persons with the same amounts of income.

Please submit my written statement containing
this objection to the Committee.-- I hope further action
will be forthcoming to rectify this situation.

Thanking you, I am

Very auly yours,

Randal B. Caldwell
404 East 20th Street South
Newton, Iowa 50208

f
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(Written Statement - to be submitted by August 29, 1980)

Comments: Re: "Marriage Penalty Tax" Hearing 8/5/80

A working married couple may often be faced with a substantially
higher income tax bill than would apply to two single persons
with the same amounts of income.....

however, having been a "single taxpayer, with no dependents"
for the past ten years, I would point out that the single,
female taxpayer frequently earns much less than the single
male taxpayer -- or the married male taxpayer --

and has expenses that are on a par with the single male tax-
payer, as far as basic expenses are concerned, and very close
to what two working, married taxpayers would incur. Housing/
or rent, basic charges for utilities -- phone, gas, electric,
water -- the single female must pay for all of these, plus
transportation, medical, clothing, etc. I think "basic" ex-
penses for the married couple are not substantially higher
than for the single person, insofar as housing, utilities and
food. Food costs for two are not "double" those for the single
person (this I have experienced from having been both married
and single -- and from having reared three daughters in past
married life).

Unless something is done about "indexing" with regard to income
taxes, when my salary exceeds $20,000 (including the very little
interest one earns on savings, from which IRS takes its toll)
I can no longer use the short form for tax reporting -- and I
have no deductibles to help me on the longform report 8o I'm
anticipating being heavily penalized at that time. I rent
my apartment, have no sizeable interest payments, medical
expenses, etc. therefore will pay through the nose so to speak.

I think some thought needs to be given to the plight of the
single female -- who incurs all of the expenses of maintaining
a household, alone. There is not even an incentive to save,
when you fall in a 25 to 30% income tax bracket and even $100
in interest earned on a tiny savings account can cost you
an unreasonable additional tax. I'm 51 years old and attempting
to save something toward the day when I must retire -- and
to be quite frank, it's difficult to save anything -- certainly
unrewarding when approximately 1/3 of savings may go to pay the
taxes on the measly return. Living on social security after
retirement is a prospect that does not fill me with delight --
and trying to do something toward supplementing it is frustra-
ting. H E L P tlfllllllllllllllllllllllllllllllllllllll
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Probably the foregoing statement is badly worded. I ran
across the article concerning Ehe marriage penalty tax
hearing on the way to work -- and have taken the first fif-
teen minutes of my morning to compose my statement.

I should have given it more tho't and probably could have
come up with more and better arguments in favor of MY case.
It's time some consideration is given -- or a study is made --
and some kind of break given the single, lower salaried,
female.... (or male, if his salary qualifies him).

and I don't mean just a "tax" break. I more favor being
able to earn several hundred dollars interest on savings,
or investments, before having to pay a tax on the excess --

being able to put "personal monies" from my salary into my
employer's profit sharing plan (at least up to the maximum
permitted for an individual retirement account - $1,500)
with tax on same deferred until retirement. Why is the
maximum for an individual retirement account so much lower
than for a Keogh plan?? Since both are individuals, trying
to defer taxes on a dollar, toward having some sort of
retirement cache -- how doe*.our government explain the dis-
parity?

Is everyone connected with our government -- Internal Revenue
Service -- any of the people who decide how we are to be
penalized based on our various incomes and lifestyIs -- so
very wealthy that they can have no knowledge or understanding
of the problems facing the average citizen in trying to build
up a fund on which to survive when he/she can no longer work?

I, for one, work for an employer maintaining a profit sharing
plan -- which disqualifies me for investing in an individual
retirement account -- which also has vested in my name only

** $2,400 over a 7-year period.., and that amount includes my
portion of the "earnings on investments" from same. At that
rate, being 51 years of age at this date, I need to do an
awfully lot on my own to insure my support at some distant
date -- and the projected inflation rate charts indicate what
I save now isn't going to go very far when that date arrives.

I'm much concerned about it. -I can work - but elderly females
aren't in great demand on the current employment market, and
.likely won't be on the future employment market.

It's not likely my "bandstanding" will accomplish anything --
but, if you've read this far, thank you for that anyway.

** confidential statement

The foregoing endorsed by the following
persons in similar situations;

Qa&kra
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August 18, 1980 .INSmT.Nw.

WASHION. D.C. H1E6
TSLJIONS 1NT) S I bS

Honorable Harry F. Byrd, _Jr.
Chairman
Subcommittee on Taxation and

Debt Management
Committee on Finance
U.S. Senate
Washington, D.C. 20510

Dear Mr. Chairman:

This is to transmit to you for the hearing record of your
Subcorittee the UAW views on the income tax treatment of married
couples and single persons.

This issue is of great interest to us; more than 40 percent of
our members are in two-earner families. As a result, they suffer
from a "marriage r nalty" as taxpayers. We are therefore in
support of changes in the law which will eliminate or alleviate
this disadvantage.

We are aware that it is not easy to propose changes which will
do that without hurting another set of taxpayers, albeit in a
relative fashion. The loss of revenue should also be kept in mind
especially at a time when countless programs serving human needs are
being starved for federal funds.

Keeping these constraints in mind, we lean towards a proposal
that would provide for a certain percent deduction of the e
income of the spouse earning the lesser amount of income. That
percentage could be set at IS percent, with a limit of $2,500.
Although we are unable to calculate the distribution of the burden
resulting from this alternative, it is clear that it would protect
low and middle income households more than upper income households,
thus increasing the progressivity of our tax code.

Permit me to add that a proposal such as S. 336, which would
permit married persons to file single returns and pay tax at the
same rate as single persons, is too complex to merit our support.

We strongly favor a simpler set of tax liws: complex laws ultimately
benefit those with the sophistication-to take advantage of them, or
the ability to engage outside counsel. Invariably, these taxpayers
are at the higher end of the income distribution.

Yours truly,

Dick Warden
Legislative Director

DW: cw
opeiu494

cc& Finance Committee Members
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p~ubl6pubVC
Citizen Statement of

ROBERTS. McINTYRE, Director
Public Citizen's Tax Reform Research Group

on
The Income Tax Treatment of Married

and Single Taxpayers
Before the

Subcommittee on Taxation and Debt Management
of the Senate Committee on Finance

Submitted August 20, 1980

n the late 1960., Conlpsa enacted two i.
portent new tax levies: A 10% add-on to
the corporate and personal income taxes

was pained in 1968 to help pay for the Vietnam
War, and in 1969 a variable rate "tax on mar-
riage" was instituted to fund tax relief for higher
income single people. The Vietnam surcharge
was soon repealed, but the "tax on marriage" re-
mains in the law today.

Ite "tax on marriage i frequently thought
of as a problem only for couples with two earners,
and in fact the two-earner situation is what at-
trated attention to tha "penalty" initially.
Many Justamarried couples noticed that their
taxes had gone up mbtantially over what the
partners had paid as two single workers. About
half the two-Job coupls, or 22 million people,
ar paying the marriage penalty in this nrow
sene. But using a broader and more ocrte
definition, the "tax on mariage" can be asm to
apply to aU 80 million married individuals no*
paying income taxes. That is, ewty taxable mar.
ried couple could cut its tax ability dnificntly
by obtaining a divorce with a separation aree-
ment o spet evenly the u' eana

Ioked at a aseprate federal levy, the "tax
on marsiag" I quite a ubstantal hu for
the fdml Teasury. It burden on families is
mor Um quadruple that of the seemingly more
Justifiable este tax It ase ov nine time the
excise taxes on tobacco, four dam the taxe on
alcohol, three #me the highway ue taxs-ac.
btu sm than all the tederal old"e taxe
coined. In fact, Wth~z "ax n .. '-OI1.OtS
more tam all the MaOr fu '=li tesnuthe-uge Awet-h big three, the WNdkvlual and

cororae Ico eas and eOellwMrIM~Aft

Although the 'ax on mria " it almost
universally deplored, there is substantial disagree-
ment ovar both whether it can be ellrinated, •
and, if so, how to go about It. The Treasury De-
parbment maintains that intractable problem in
balancing the interests of manied and unmarried
individuals prohibit a universally fair resolution
of the competing Interests, and that'the bat we
can do is to adopt some gimmick Involving ape-
cial deductions or edits for twopiob couples.
Others- think the 'solution" Is to abandon the.
tax equity goa of mttng couples with the same
total income alike. I

-In ft however, -there in one aprdc -whchcould oompf.9taly wipe out the marriage penalty:
Simply undo what was done in 1969 and return
to the pro-169 system of Income spitting " for
married couples. Thin approach combine. several
compelling advan : (1) It Isthe only y
which completely ema thtaxonoar ;
(2),unlikeany of theotherproposi, serves,
the important Principle tha codples WS
sant indomas aboukd P0y 1he atme amt In

TAX REFORM RESEARCH GROUP* 215 PENlISYLVANIA AVE., S.E., WASHINGTON, D.C. 20003 0 (202) 544-1710

SOURCE OF 1979 BUDGET RECEIPTS
(bMloas of doLM)

Individa income Tax"* $19b.0
Social lnairanc Taxes 141.6
Corporate Income Taxes - 65.7
"T'ax on Marrisge .22.9
Total Rides Tue 18.7
Mscellaneow Recelta 9.2
Customs Duties 7.4
stt ad Gift ta .. 5.4

Total $465.9

N ,ot inudin the "tax on mann.,
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taxes; (3) t-is by far the easiest system to ad-
minister; and (4) most important, it has the frm-
esd underpinning in tax policy principles, com-
billng respect for married and unmarried persns
a indtiduals with conformance to the most
commonly recognized pattern of marital income-
.Shain-

T 1 f recall, the "tx on $6es
primarily fom two source: For couples
with below-medan comes, the cas is

amost elusively the &ct that the zero bracket
amount-or standard deduction-4or a couple is
$1,200 lees thai the ZBA for two unmarried
Idivduals. For W" inom couples who typi-
cally itemlas, the caue is mainly the diffeing
rate schedules for singles ad marreds, which
a mpos higher ax4e .on a mared person's
sham of the fm Income than would apply if
the 0uple wen lving without the benefit of

Approximate Cost of Eliminating the Tax
on Marriage by Going to Income Splitting

(1979 Waes)

Cost of Cost of
Expended Complete Splitting on

Income Class Splitting Rates Only
($-O00) (millions) (millions)

Less than $5 $ 0 $ 0
$5-10 100 0
$10-15 1,790 0
$15-20 1,910 290
$20-30 4,190 2,930
$30-50 5,600 5.600
$50 and over 9,260 9,260
TOTALS $22,860 $18,090

ADDENDUM:

Cost of eliminating tax on
marriage just for incomes
under $,0,000 ................ $13.6 billion

Cost of eliminating tax o
marriage caused solely by
rate schedules just for
Income under $50,000 ........... $8.8 billion

For example. if Jean and Terry each earn$7,500, they will pey tam on $9,600 of theirincome if they are married, but only $4,200each or $8,400 if they choose to divorce (or notto marry in the first rlace). The marige penaltycaused by this increae in income subject to taxis $251. If Pat and Lee each earn $20,000, theirincome subject to tax would probably not changeby marriage, but they would be paying at highertax ratas, leading to a marriage penalty of $906.

The flip side of the tax on marriage might becalled the "tax on remaining unmarried." Thiscan be an issue, typically, for unmarried coupleswith only one breadwinner. Such a situation
might arise, for example, when one partner worksand the other attends school. (It could also oc-
cur if one partner remains at home doing do-mastic chores or caring for children, but thispattern for unmarried couples is probably quiteunusual.) As with the tax on marriage, the prob-lem (insofar a it exists) is due to the effects ofthe standard deduction In the middle and lowerbrackets and to rate differences for higher In-come couples. For example, an unmarried cou-ple to which one partner earns $10,000, and theother nothing, would hae $5,700 of the income

subject to tax. If they married this would be re-duced to $4,600, saving $198 in taxes. If theworking partner earnk $40,000, the Income
subject to tax would probably not change frommarriage, but Iower rites would reduce the taxbill by almost $1,6W00.

The "tax on remaining unmarked" is prob-
ably not a significant problem. It arise only forunme couples in which one member earnsover 80% of the family income, and It is a reason-
able Iues that the vast majority of such couples
ar married. It should be remembred, however,
that it is the "tax on remaining unmarried" andnot the alleged 'tax on remaining single" dis-cuased below, which is the converse of the tax
on marriage.

She " on mmriW" could be eliminated
simply by taxw marri couple as ifaI h souse were a dngle person eur-

lug one-ha & th iyicm 1%s14o
spitting" approach would not be a radical step-it was in effect In the US. from 1948 to 1969.
Income spitting makes the reasonable ump-tion thA raled prtnem ah the total famly
m=- equay, aid twh M&c bxdiil .i9ntherfor has about the same ability to pay taxe
is a emk pmin with half the hmfly-1lnCaMe

J
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THE DIVORCE BONUS

Tax reduction for Coupie at different iome levels from
divartin wit an ainwny apumat to divide koom equly.

childee ss Couple
Averape Non-itemizers

Faniliesof Four"
Averaw* Non-Iternizers

$10,000 $ 202 $ 202 $ 178 $178
$15,000 251 251 302 302
$20,000 247 391 339 465
$30.000 435 903 - 513 961
$40,000 906 1,692 1,128 1 994
$50,000 1,500 2,674 2,050 3,226

Chanp ma pwent of pnmrdorce tax:

Joint Childkm Couples Families of Four**
Income Average Non-Itemizers AvecaVO Non-Itamizers

$10,000 28.8% -28.8% -47.6% -47.6%
$15,000 -15.3% -15.3% -24.3% -24.3%
$20,000 - 9.5% -14.2% -16.8% -20.5%
$30,000 - 9.2% -17.4% -12.3% -19.4%
$40,000 -12.0% -20.4% -16.7% -23.4%
$60,000 -14.7A -22.4% -20.6% -25.2%

Chneen ma percent of kwomn (9m n he ffectiv* tax ra):

Joint Childless Couples Families of Four"
Income Aveag* Non- Itemizers Aveawag Non-Itemizen

$10,00

$20 O0$30,000

140.000
$60,O

-2.0%

-1.6%

-2.3%
-3.2%

-2.0%
-1.7%
-2.0%

-3.0%
- -4.2%

-6.3%

-18%
-2.0%
-1.7%"
-1.7%
-2.8%
-4.1%

-12%
-2.0%
-2.3%
-3.2%

-- 5.0%
-6.5%

SAsaume linized deductons of 20% of ,ncome, where this exceeds the
. zero bracket amount.

**Amurmhed of househoidirts for each former vpoia aftr divorc.

Joint
Income
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Current law, on the other hand, effectively &s-
ames an income split of about 80-20, an as-

sumption which eems hard to defend on any
lo;icMl or empirical basis.

Besides eliminating the tax on marriage, in-
come splitting has the additional very important
advantages of:
o Treating all married couples with similar in-

comes the same, no matter what the types of
income or the nominal earninp division be-
tween the spouses;

o maintaining a progressive rate structu; and
o easy administrability.

There is no other approach to the problem
which satisfies these three objectives.

Given all thee advantages, what stands n the
way of returning to income ttin Certainly,
distributonal issues are not the concern; the in.
comes joyed by single and marred ind,,dual
and those of two-job and one-Job couples are
distributed with a similarity which i remarkable.
The m signict problems, actually, are not
theoretical but political. They relate to the op.
position mdih a stp would generate from the

auyad fom a cte for ivig prefemd
status to single persons. In addition, tome econ-
omists mistakenlY maintain that the tax on mar.
riage, at least as it applies to one-*ae couples, is
jusUfe by so-cae 'imputed income" theories.
And finally, there are reasonable arguments to
be made in support of retainig the tax on mar.
does created by the sero bracket amount.

he Treasury's problem with income spit-

ting is larvely due to the Institutional an.gle from which its tax policy experts
approach history. When the Income tax was e
tablished, the bamers did not confront Issues
Like the tax treatment otthe family.The Remu
Act of 1916 simply applied to "the entire net
income... re ed by evay Indlvidual1" offer-
ing no Wqwmio as to bow 'Income" should beapprtoe aong m membm wit pote-

tia cele ILTheIssue w o u cobrot
in the court. howev*, and th I.So su e In-vn Its position, designed to axmae the
revenue but wtxu any ba ls o6pP deed tax

Policy, adopted. So the rules developed that
wp income was taxable to the person who per.
formed the services, and pr oety income to
the person owning (or having tbe bet claims to)
the property. Within tmmConstraints, taxpayer
worked on schemes, involving bus t prtwnant ps =d~h Was towl. bn.f. bmxme atiie

to other members. Some oftimmee
wen md, a at thm wnow athidd a
-oap-oles" by the Trmmy md the MS

Th biest such I'oophole" in the Trear's
viwpoint stemmed from the fact that the courts,
cared by tho logic of their "property interest"
rule, felt compelled to alow full marital income
splitting in community property state, where, it
could not be gainsaid, the Income of either
spouse was, legally and without the use of any
tax avoidance device, attributable equally to
each member of the couple.

Tlhus, as a quit nonsensical consequence of
the property interest rule, taxes on married
couples tended to be higher in the common law
jrdctions. When tax rates shot up to finance
World War U arad stayed up ever after, the in.
come tax changed from a class tax on the rea-
tively wealthy to a ma tax on almost everyone.
And numou states began to move toward
adopting community property laws to protect
their married citisns trom put of the nceaed
federal exactions. In response, Congres voted in
1948 to allow inome splitting for all mued
couples, wbovr they happened to resde. Al-
though Ways and Use. Democrats (for example)
ongraulae themselves on convincing the
majority to make the change, badd on "consi-
derations of equity and the elimination of di,-
afinstions I the tax system," Tresmury Raw
the coadareonal sctiou as a capitulation to the
incoamm-plitting ioophole." And it. oppositon
to ths, concept of income sptn h ,
eve in the face of rather ompell arguments
that " en approach i actually theoretically
correct

Snot he, t tax on marriage was created

in 1969 when Co m ated a new
tax edwu to PRov a rate advantage

to higwr Income gle peon. r to that
time, the had bow ba ,yly one rat
schedule in thabternal RemeuseCode. appllchl
to -the taxable Income of ammy Indivitdual." In
detjmoinig the taxable income of msted in-
dividuals, the code bad lrvidd ice 1948 that
ec ater in a cow*l Was to be trated is

te joint hom. ONc this ao.
-tion w- md. meslsl p-ob weeo taxed on
thek Imividsl income ul t m at ta bl
employed by ingle pamm.

Tw.does rAN Were adoed in 1969 in M--m to -ot at e a tsm of ,afoan
Income between sp aur deoim-n,, ed d agist
siele. The bait *w the clahn of discrimination

aew ou of a compea between the tax Paid
ba morred. couple and the tax on a dxe Per-

@on with the same kwnome Nowe the tax on the
ftpsc was N the Sm of thef

taxe- s h two- ?Ai pe h txy
wVs JieL$o kiPMa k" adm ~
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This complaint must be distnguished from the
"tax on remaining unmarred" discussed above,
where the comparison was between a married
couple and two unmarried persons.

The alleged 'Uax on remaining singe" Is, of
course, the normal consequence of a progressive
income tax system. With progressive tax rates, a
person with $20,000 of income should pay mort
in tax than two persons each with $10,000. Un-
der income splitting, a husband and wife with
family income of $20,000 are treated ch
taxable on their share of the income pool. in this
case, on $10,000 each. The total tax on the cou-
ple is therefore less than the tax on a single per.
son with an income of $20,000.

Those complaining about a "'tx on remaining
single" apparently conMdered a married couple
a one taxpayer instead of two, presumably
treating one spouse as the real taxpayer and the
other as the '"ax shelter." The mindet which
produced this offensive categorization was,
unfortunately, rather common even in supposed
"enlightened" circles until very recently. lhus,
in 1964, liberal tax reformer Phillip Stern, in his
best-selling ad influential The Great Treasury
Reid, could refer without a twinge of ember.
rment to the worth of 'the little woman" as
an 'amet" of great benefit to '"te husband, in
makid out his tax return." Such an approach
'may be encourapd by the rather unwise phrase.
olop, of Form 1040, which has persons filing a
joint r.-rn list one marital partner as the
taxpayer and the other as the spouse. In reality,
of course, both re taxpayers (and both are
spouses), even if one of the partners provides the
source of the entire family income. To ignore

the existence of one of the marital partnes is to
pretend that two persona with a given total
Income are, by the fact of marriage, in the same
economic position as one person with the same
total income-. quite nonsensica assumption.
Whether this outlook Is ultimately based on
outrageous sexism, unabashed self-interest, or
mer, logical error is unclear. But it is clear that
the philosophial position which formed the
basis for the 1969 attack on Income splitting
was bankrupt both then and now, and Congress
ought to admit to its mistake.

Less militant singles advocates ar wil to
admit that two cannot live as chnpy as one.
but they still maintain that economies of scale
typically enjoyed by married persons make them
better able to pay taxes than am single. Thus, a
married couple needs only one bed, one refrig.
ator, and one house. Meals for two are cheaper
to prepare per person than meals for one. And
so on. Of course, this argument presumes that

sngle people If" done. which means that the
preferential singles rates should not be available
to unmarried couples or singles with roommates
-a lars percentage, perhaps a majority, of single
people.

Ultimately, the economies of scale argument
fails because It proves too much. We simply do
not went a tax system-or an Internal Revenue
Sfveic-which inquires so deeply into how we
structure our personal aftain. Rather, a sstem
which taxes our measured economic incomes,
leaving to individuals the decision as to how to
spend their money and structure their living ar.
rangements, is far preferable.

ne additional argument frequently putO frd in an attempt to Justify prefer-
ential tax treatment for singles and/or

two-job couples- as opposed to one-earner
couples-nvolves the concept of "imputed
income." One of the unfortunate failures of our
income tax system, some economists are fond of
lamenting, Is Its inability to take account of the
value of self-peformed services or leisure. But, it
is arred, we can mitigate this pernicious defi-
ciency by taxit those classes of people likely to
have excess ham of such 'Imputed Income"
more heavily than those likely to have lees of It.

The concept of 'Imputed income" is elastic
enough to Include virtually everthing people do
for themselves, om reading a book to fixing
the car, from wrahing the dishes to raising one's
children, from chewing food to enjoying the
sunseL Attempts to limit the scope of the idea
in a principled fashion to activities relevant for
tax purposes have not had pert logical success.
Focusing exclumively on Items that can be pur-
chased in the marketplace might cut out sleeping
and chewing, but would still leave shaving,
grooiaing, and prdenng. De mnbtns rules still
retain items frquently parformed--a years
worth of shaves would cost upwards of $700 if
purchased.

Somewhat suspiciously, the proponents for
makin tax ad)jtwents for inumed leve of
"imputed income" have choesn to foeu perticu-
lady on acftltes thougt to be performed by
sty-at-home spouses, primarily wives. As one
paper in this field put it, becausee the house-
work and leisure of a nonworking spouse is ex-
duded from taxable inoome, the taxable Income
of one-earner couples is undertated relative to
that of two-erner couples . . . [and] single

One must marvel at the elegant way In which
this sta mnt fies one critical problem: the
lack of evidence about 'housework" levels as be.
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twem one Job coupke on the one hand, and two.
eme couples and dngle on the othe. Even It-
a may well be trzu-lny, or most, two-j4b
-upl and sles ae Jut w nea aseir one.
Job neihbors, n if many, or most two-Job
co pap and singles we at lat w hany with
cus, dechicsl work, and gmmet cooking as
their 'tnditonl Wft" omumpuU, ne -
tdm the one-ob couphs cleay hbave more
i,. to eae in ah actviti And if they
waste thisolWrbit7 by watching TV or
smsing the = d why, so much the wore
for them. We an sMll tax their e m lemiu-cr
their poteUm imputed Income.

Now ti rae omne srious questlofe n its%rw"-e ath lemae a taxabl would pla aheay bMM on sma chidren retied persons,atudent& and the WWemloyWd. An the weeagom u nm e b*.a considered a a levyon "potial boom," altohouh many econo-mist might wish It Wre so.
Whm one at&uy Ononts the'prctcal"

approaches advocated for tain 'Imputed in-com," one's that this bighteningmight have some relvanc td tax Policy are
mecfuy ai to red. ot inyth~ the schemes
sem eme more ludicous AW.In alicati "MOn .

* .,~. *7 * -' - .. ~

'BREAK-EVEN" INCOME RATIOS
(No "Tax on Marrim," No "Tax on Renng Unmarled")

.Or, "How Current Law Implidtly Splits Couple' Joint Inoomes"
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One pOPose, for example, is to provide aspedal deduction or credit for two-job couples
(why dnge a excluded is not completely
cloa), $bosd upon a percentage of the eaninp
of the lower.income spouse. This plan assumes
that dollar earning we a reasonable proxy for
lesure time foegone (leisure time, it must be
remembered, being a reasonable proxy for
"potential imputed income"), a proposition
which minimum wage workers might question in
light of, for example, hourly attorney fees.

Atdther, app h fl to Provide a deduction
(or credit) for purchases of certain kinds of ser.vices which, it Is assumed, one-ob couples pro.vide for themselves. One of these susstlons
which Congres has actually adopted is the cre-dit for child cre.'But assuming that the purpose
of the credit Is to make an allowance for the fail.ue of the tax System to tax the 'Imputed in.come" from taking care of one's own children,the credit is exceedinly unfair to those without

Average Adjusted Gross Incomes, Tan, and EffeCtW Tax Rates
for Single and Married Taxpyers* By Income Ctlase

(1979 levels)

!hit _xp~M:

Income Class Number (%) Average Average Average
Per Taxpayer (000) AGI Taxes Tax Rate

Lessthan$5 4,405(18%) $ 4,120 $ 110 .2.7%
$5-10 9,998 (37%) 7,380 617 8.4%
$10-15 6.081 t23%) 12,367 1,604 13.0%
Over $15 6,296(24%) 23,066 4,694 20.4%
TOTALS
(aerages) 26,779 (100%) $11,662 $1,716 14.7%

I6ooMe Class Number (%) Average Average Average
Pr Taxpayer (000) AGI .-Taxes Tax Rate

- ($ 000)

Lessthe $5 6,114( 8%) $ 4,026 $-162
A5-;10 29,014 (36%) 7724., . 673 8.8%
$10"i 26824 (32%) 12,333 1,576 12.8%
Ovir $15i 19,100 (24%)- 23,703 5,04 22.0%
TOTALS..

aera ) 80,064 (100%Y) $12,706 S1"991 15.7%

NOTE: "Tax r ' Is not the same a turnr" In the am of qoupls, since joint returns.
. :.;V ent two ,•xo.ers.in . AG l IsIqta rereeting $p.O k UGWtxpae

Ngveffectiveta ae j
°

i



294

children (who therefore perform no child care
services, and have no 'Imputed income" there-
from). If selfperformed child care services are to
be treated as "income," the fairest system would
seem to be to provide a large deduction for tax-
payers without children, and a somewhat smaller
one for those with children who purchase child
care services (and presumably perform some
such services themselves as well). (The child care
credit has also been defended as making an allow-
ance for a necessary business expense of working
parents. If this justification made sense, of course,
the provision should be a deduction rather than
a credit. In fact, the child care credit is really a
tax expenditure in search of a logical rationale.)

Similar analyses can be made of other 'Im-
puted income" tax proposals, including differen-
tial rates. The point is that the "imputed income"
argument for higher taxes on one-job couples is
so arbitrary in its choices of what to tax and so
illogical in its application, that it should not be
seriously considered n writing the tax laws.As noted above, differences in the zero

bracket amount are the primary cause of
the -tax on marriage for averse and

lowrr Income couples. This discrepancy could be
eliminated by making the married ZBA exactly
twice that for singles, but such a step would

conflict with one of the stated rationales for the
standard deduction-to assure that the r
no income tax. Th poverty level is a welfare
term and Is officially defln& I in terms of marital
status. 'Te current ZBA, in conjanction with
the personal exemptions, results in a no-tax level
of about 15% above the 1980 poverty level for a
childless couple, and about 10% below the pov-
erty level for a sngle person. If a marriage neu.

al ZBA--say $2,000 per person-were estab.
lished, this would reduce the no-tax level to only
83% of the poverty line for singles, while increas-
ing it to 130% for childless married couples.

Whether this would necessarily be a bad result
is debatable. The assumption that married per-
sons have a monopoly on cost4aving arrange-
ments Is clearly not true, since single persons can
also arrange to pool their resources and share
costs. And, in any case, it may be more impor.
tant for the tax system to achieve neutrality
than to foster welfare goals. Nevertheless, it
does not seem likely that Congress would be
wiln to abandon the poverty-Mated aspect of
the standard deduction. It explicitly confronted
the problem in the 1977 Tax Act and decided
that the tax on marriage created by the standard
deduction was a necessary evil. Thb conclusion
is certainly a reasonable one. But it certainly has
no relevance to the more significant tax on mar.
rage created by the preferential tax rates for

Average Adjusted Gross Incomes in Incon Clasm and Perce-ag of Returns
in Each Class for One- and Two-Earner Couples"

(1979 Tax"bl Rewrns)

xpndede-arner Couples Two-Earner Couple
Income Class Average Percent Averap Percent

(8-000) Income In Class Income In Class

Less than $10 $ 7,868 9.9% $ 8,270 6.0%
$10-15 12,531 19.0% 12,676 15.7%
$15-20 16,580 17.3% 17,616 20.5'%
$20-30 24o685 25.5% 24,6 37.1%
$30-60 36,851 19.4% 36,632 17.5%
$50-100 63,962 7.1% 62,174 2.8%
$100-200 125,009 1.3% 116,730 0.4%
$200 nd over 361,968 0.4% 343,632 0.1%

TOTALS ' " " ,..
(Averages) $27,192 100.0% $24,116 100.0%

Aepoxknm Medians: *21,85W*2,0
-- - .I
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Capitol Hill,the marriage tax "solution"
which currently appears to have the most
support is "voluntary separate filing."

Introduced by Representative Milicent Fenwick
(R-NJ.) and Senator Charles Mathias (R-Md.),
this bill would give married people the option of
ilnoring their marriage contract and filing as
singles when this produces a tax advantage.

If, as has bqen already pointed out, Treasury's
judgment about possible solutions to the marriage
tax may be somewhat overwhelmed by its his-
torical perspective, supporters of the Fenwick.
Mathiss proposal have no such problem. Instead
they seem intent on returning the tax system to
the pr-1948 regime, apparently in blissful ignor-
ance of the multitudinous problems which existed
in these "good oil' %lays." Beneath the surface ap-
peal of their voluntary separate fing approach
lurk adminstritive nightmares and clear and
gross unfairneeses, as ought to be apparent to
anyone who analyzes our pre-1948 experience.

Fenwlck-Mathis supporters are willing to Jet-
tison the principle, now wellstabllshed, that
couples with equivalent incomes ouht to pay
the same tax bil. Thus, under th optional

rate filing rule, a couple with an 80-20 earn.
wings split would pay 40% more in taxes than a
50-60 couple at the $10,000 income level, 14%
more at the $15,000 level, 10% more at the
$ 80,000 level, 15% more at the $40,000 and
$50,000 levels, and so on. Furthermore, couples
with substantial shares of their incomes from
property (such as. interest and dividends) could
use all the devices -perfected in the pre-'48 era
(and all the new ones which sharp tax lawyers
could easily create) to maximize their tax sav-
ings at the expense of wage income couples. And
finally, the tax on marriage" would still rnamdn

Taxe for Couples With Varyino Inoomne
Splits and Incom Ratios Under

Fenwidi-Matuies BMi
(8uwnlng No Offuatting Tax Inreas)

nm& Effective Incone &
Ratio of Earnlnp Dollars Rao 1%)

$10,000
50:50 $ 500 6.0
60:40 520 62
76:25 692 6.9
80:20 702 7.0
100:0 702 7.0

5:5 $1,384 9.2
60:40 , 1,399 9.3
75:25 1,503 10.0
80:20 1,579 10.5
100:01 1,635 10.9

$20,000
50:50
60:40'
.75:25
00:20
10:0"

$ 2,354
2,366
2,413
2,469
2,601.

141.8 "

12.1 --

12.3
13.0

Effective
Rato of Earnins Dollars Ra )
$30.000

5:50 $ 4,326 14.4
60:40 4,394 14.6
75:25 4,631 15.4
80:20 4,761 15.9
100:0" 4,761 15.9

$40,000
5:50 $ 6,80 16.5
60:40 6,718 18.8
75:25 748 - 18.1
80:20 7,480 18.1
100:0 7,49 18.7

iS0,000
5:50 8,238 18.,
60:40 9,384 18.7
75"25 10,209 20.4
60:20 10,91 21.2
100.0" . ,628 .I 21.7

TA under a' low
-I 77 -. o
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for moe couple: It would stll pay to obtain a
divorce with an alimony agreement to split In.
come. It is hard 6o conceive of a worse approach
to th manage penalty problem than the Fen.
wick.MNiathi propom.

he r* nue snificance of the "tax on
ml as" undercore the fact that It Is
not to be trifled" with. It should be

noted, however, that the $28 billion which
would be "lout" to the Tzre ry from eliminat.
ins the mariage tax would, of course, have to
be made up by increasing other revenues, prob-
ably dual booms tax generally. Since
marred people iaprelent tlreequartera of the
Individual taxpayers, tbey would pay most of
the tax limeu+ needed to offset e mination
of the tax on mamlpe. Te bottqmn lne is that
adoptng Icom plitUng for couples with no
federal revenue loss would mean an ayvage tax
cut of only $72 per maMWd taxpay and an
averane tax Increae of $215 for ainle Individusls.
Furthermore, if the maleP penalty were elim-
inated a put of a program of real tax reform.
the shift in burden would be even less, since tax
preferences tend to.bmfit maed people more
than ingles.

Sinificant tax reductions canbe expected in
upcomi g Yom to offset Inflation and to distri.
bute some of he revenues generated by the
windfa proft taL Tes ta cut should pro-
Vd an iel oppWtnIty fdr Cogress to eli.

te. the ncessary maimi, tax equity
from our tax lws.

0

I


