
Possible Democratic Package 
'.,:", 

, A fully paid for Democratic package of tax cuts would likely include a core set of tax cut 
, proposals on rharriage penalties, school construction, and extension of expiring tax provisions. 
, , Additional pr6posals could be included to fit available remaining revenues from payfors. A 
, menu of potcrttial tax initiatives is given on page 2 of the handout. 

The reveiue raisers listed on page 3 have been grouped into three categories, plus tobacco. 
, The first grouping is "relatively noncontroversial" items, totaling $3.5 billion through 2003. 
These items h~lVe been included in bipartisan tax legislation this year. The second category, 
totaling $15.31 billion through 2003, lists "less noncontroversial" raisers. Given that a tax 
package need~ to be financed, our subjective assessment is that these would be likely additional 

;" payfors. The third category (split into two groups) is labeled "controversial." These items would 
, have significant opposition: 

Illustrative plaCkages: 

. mustr.til. package I (on page 4) includes only the core tax cut proposals: • phased in 
.' marriage pemilty proposal (that eventually raises the standard deduction for joints filers to twice 

that of single~), a school construction initiative, and extensions of expiring provisions. The core 
I 

tax cuts cost $25.8 billion through 2003. The first two categories of raisers total $18.8 billion 
" through 2003! We have assumed that the reinstatement of the two Superfund environmental 

I 

taxes are used to make up the difference in the cost of cuts and payfors. 

lllustratiL package 2 (on page 5) adds child care, pension and low-income housing 
I 

, initiatives to the core set of tax cuts. It pays for the, additional tax cuts with a 20 cent per pack 
" ii1crease in th~ cigarette excise tax through 2002 and a 30 cents'per pack increase thereafter. 

Discussion 

Financing even the base package will involve tough choices. Some will object strongly to 
, using the Sup~rfund taxes to pay for tax cuts rather than environmental remediation. A likely 

alternative, r¢placing the sales source rule with activity-based rules (which has been in the 
President's budget the last two years j, will be opposed by some who worry that this change could 

I 

harm internattonal competitiveness. 

The finaAcing constraint may be somewhat easier under Joint Committee. scoring. Because 
of baseline differences, the JCT scores the liquidating REIT proposal as raising $4.4 billion more 
than Treasur~ through 2003. (and $7.6 billion more through. 2008). Cutting the othe~ way, the 

, JCT has not scored the PreSIdent's budget proposal to modIfy reserve rules for annUIty contracts 
, '(CARV-M), ~hich complicates inclusion in a Congressional package. The CARV-M proposal, 

which affectsllife insurance companies, would raise $4.6 billiof! through 2003 and $8.5 billion 
through 2008.c-. "', . 

~-
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Menu for Potential Democratic Tax Package' 

'I" ,," Ta~ Cuts" '. '; " 


. ,} .. .,1998-2003 ,,1998-2008 

Core Initiatives (* * indicates very rough estimate) 


, . I '.,,', ' , 
Marriagehnaltl' Relief 11' , ' ." ­

Increase the standard deduction for joint filers to double that for singies "25,846 -55,634
I ' , ,
Introduce a 10% second-earner deduction (up to $30k of earnings)* * -60,000 -120,000' ' 

Reduce EITC marriage penalties**' ' -10,000 -20,000 

Gramm, Senate-passbd marriage penalty proposal (already phased in) 12 ,-14,400· , -38,600 


School co~strul;ti2n' I ' , 

School construction bonds; increase Qualified Zone Academy Bonds -5,007- ~ll,552' 
, I," . ' ,. ,. 

, Extend Expiring P~ovisions ",,-: ' " ' 

R&Etax credit (6/30/99) 13 -2,209 ' -2,218 

Work Opportunity Tax Credit (4/31/00) -, -783' -806 
, 'I'

, Welfare-to-Worktax credit (4/31/00), , ' 
" , 

-169 ' -181 , 

Contribution~ ofstotk to private foundations (6/30/99) " -67 ' , -67,: 


AdditionalItem~ ~pay;Js are Availabl~ r""* indicates very rough eS~imate~ .. 

.. ' 

Mak'ti Child C'are M~J~ffordable " 

Increase child and dbpendent care tax credit ','. : -5;113 ,-11,785,'
, , I ,.,' 

, Employer-provided fhild-care tax credit -478 -i,268 

Kennellystay-at-home parent credit** ' " -3,5QO -7,000 


,I ' , " , , , ". 
"Extend A vaila bility of Plmsions 14 ' " " : " ."~;, , ' , " i.. 


3-Year subsidy plusl~oluntary excludable IRA -- small fi~s anda\l qualified plans -508 -945 

, , Simplified pension plan for small business ", ., , 
 -304 -555 


, Other Pension Initiatives,' , , ,.,' ' -145 ~395 


E.ducation ~nitiatives ,I ", . , '.'.~ , , ' 
.,' 


Extend employer-prpvided educational assistance and include graduate education " -1,049 -1,049 ", 

I,'" 

Increase Low-Income Housing Tax Credit and Urban Initiatives '\ 
, , 

'I ' ' 
, Increase per capita ~ap ,to '$1.75 ' '" " -1,559, -6,723, ' , 


Accelerate startup of two new EZIECs ~63 ' -150 

'Make permanenfth6 expensing ofbrownfieldsremediatlon costs -534' , ~1,338


' . J ~ • 

. . . : : . '. ' '" 
I , 

, Increase Energy Efficiency and Irriprove th~ Environment " , 
, President's c1i\TIate dhange technology tax initiative ' ,~3,625 -9,006 , :' ' " I', ' ' ' < ' .' 

Sp-eedup~J.f::.Em.ployed Health Insurance Dedudion 

Acceleration ofselfr~PIOye~ he~lth insurance &duction , -5,500 -8,100 


Assist TaXPJlyersiYHh Long-Term Care Needs ' 

" Extend child credit to taxpayers with chronic illness and ill spouse or dependent 74,700 ~11 ,400 ,l. 


" Same provision as above, but $1,000 rather than $500 credit' ' ' ~9,000 -21,600 

$1,000 credit for holme or community care' , , , ',::",;' , -4,700 -11,800 ' 

Capped; 75 percent Itax cre~it for quaJified'long-terrn, care expen~es' -4,60'0 -10,500 


Simplify and Enhanc."Lth~ressivitl' of Capital Gain!LIaxation 

, 40 percent exclusioh for lorig-term capital gains ' , ,I -8;000 -9,000 
, I 

I " 

11 Each marriage p'enal~yproposal can be "dialed down" to meet a smaller revenue target 

12, JGT scores this as costing $16.1 b through 2003 and rough ly $46b th~ough 2008 , " 

13 Numbers,ao not mat?h the Budget because this entry includes costs in .1998 (this is $365 million) , . 

14 Numbers do not match, the Budget because th,is entry includes costs in .1 998 ($42rnillion) , 
 " 

" ' 



, , 
" 

, Reve'nue Offsets 
(S I,n millionsl 

1998-2003 

Relatively Noncontroversial , 
Modify Foreign Tax Credit carryover rules· " '/I '1;9i5 
Clarify and expand math-error procedures II '672 

, Liquidating BElTs ' I' ,,' ./2' 500 
'Constructive ownership (Kennelly)· '.. ' " " '150 
Clarify the meaning of"subjectlto"liabilitiesuilder section 357(c) , II' 120, 
Restrict special net operating loss carryback rules for specified liability losses ,'/I . 104 

" Subtotal 3,471 

..;, N"""trovmiaJ . J. . . , , 
. 'i,; 13Modify reserve rules for annuity contracts (CARV-M) 	 '4,641 

Modify corporate-owned life insurance (COLI) rules ' 

Repeallower-c9st-or-market in~entory accoul)ting method 

Re:orm trea:me~t ofF?GI andldUal,Capacity" taxpayers,*.. , , ; 


" , Remstate Oil Spdl excise tax' , :" ': 
, ' Elimi~ate no~-bilsiness valuation,discounts ' , ' . "', 

Repeal percentage depletion fo~ nonfuel minerals on F~d~ral and formerly Federal' lands 
Increase proration percentage for P&C insurance companies ' 
Amend 80/20 company rules ,I ' " ,.,' 
Modify treatment offoreign buUt-in kisses' 

Defer deduction for interest and OlD on conv'ertible debt 

Eliminate dividends-received d~duction for certain preferred stock 

'fighten substantial understatim{ent penalty for large corporations 

Repeal tax-free conversions ,ofIarge C corporations into S corporations 


.'.."Apply 7,7% rate to credit life irtsurance premiums" ' . 

Repeal'14"day rule for vacation homes· , , 

f:xtend pro-rata disallowance of tax-exempt interest expense to all financial intermediaries . 


"Reduce "investment in the cont~act" for mortality and expense charges 

Eliminate "Crummey" rule , ' 

Impose excise taX on purchase 6rstructured settlements 


. Increase penalties for failure to flle correct information returns 
.. 	 Modify depreciation method fo~ tai-exempt use property , 

Modify foreign office material participation exception, . 
Stop 'abuse ofCFC exception td owne'rship requirements of IRS code section 887 
Eliminate gift tax exemption fot personal residence trusts ',-' " 
Include QTIP trust assets in suJiving spouse's estate 
Modify Federal Unemploymen~ Act prov}sions 

ControYersiaLl.lkas 

Replace sales source rule with ~ctivity-based rules (subset ofTitle Passage, below)


'" 	 ' '" 'Superfund AMT tax· "I' ,- -: " 
Superfund excise tax· , " I " " : ," , ' ' ..., 
Royalties in passive basket of foreign tax cre~it; 100% R&E allocation + 
Reduce dividends-received dedbction to 50% , ' , 

, Variable annuities ' I " 
, Repeal components of cost inventory method 

Deny interest deduction oncertain debt instruments 

. ' . I " 
Controversial CBO & Congressional Ideas 

Excise tax on'nonretirement fringe benefits (McDermott) + 

Titie Pa~sage, tax repatriated :FSC income+ " ' 

Repeal expensing of exploration and development costs+ 


" IRepeal percentage depletion i ' 

Minimum tax on foreign-owned business+ 

Runaway plants (Dorgan) + J 


" 

Accelerate cigarette excise tax increase + 

II)-cent tobacco excise tax,,(cou'ld be scaled up) + 

Disallow deduction for tobacco 
'advertising + 

'" 

. • = JCT scoring , 
+ =rough guess 

I, Used ill the Senate's version of iRS Restructuring 

2"JCT estimates at 4,9 b over rive years, 8,6 b over 10 years 

3, JCT has not estimated thispfuvision 

'. 
' " ' . 

" 
. 


. 

' 

:' 

, ~ubtotal 

. "1, 

Subtotal 

'f' 
Subtotal" ' 

Subtotal 

.. 

2,455 
.1,663 
1,500 
1,255 
1,008 

478 
380 
249 

, 243 
1'66 
157 
147 
144 
125 
123 

')09 
100 
,87 
82 
65, 
55. 
50 
30 
25, 

8 
, 0 

15,345 

6,571 
3,800 

. 3,600, ' 
3,000 
1,662 

929 

, ,.8~5, 


'649, 

21,106' 


28,900, 
.24,100 

4,400 
2,400 
1,800 
1,500 

63,100 

3,000 
,7,500 
4,000 

14,500 " 

',. 

.. '" 

1998-2008 

" 

. 

' 

.. ',. 
3,391 , 

1,400 

1,000 ." 


300:' 
.... 439" 

255 

,'6,785 


.,8,532: 

5,253 

1,947 


.3,900 ' 
'. '2,576, 

2,468, 
1,003 
!,j31 

526 
" 

",547 
'. ,

549 

6Il 

241 

602 

140 


,274', 

293 


1,360 

213 
212 

131 

261 

.Ill , , ' 

'59 " 

525 

21 


1,511 

35,197 


16,273 
5,000 
'5,000 "', 

6,000 
, 3,835 

, 5,089 

2,071' 
 " 

. 2,691 

45,959 "', 


"57,800 
59,683 


9,100 

5,100 

3,600 

3,000 '.' 


138,283 

" 

3,000 

1,5,000. 
 ' ­
8,200 

'; 26,200 
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Tax Package I ' " 
Tax,Cuts 

,1998-2003 1998-2008 
(** indicates very'rough estimate) , 

M.an:iJlge Penalty Relief' I, " .' : 
Raise joint standard deduction to twice singles (flat phase-in;jump in 2009)** -18000 -37000 

School Construction 
School construction bonds, increase Qualified Zone Academy Bonds -5,007 -11,552 

Extend Expiring Provisions 
R&E tax credit (6/30/99) 

" 
-2,209 -2,218 


Work Opportunity TaxCreOit (4/31/00) '-783 -806

l

Welfare-to-Work tax credit (4/3 1/00) -169 -181 

Contributions ofstock to ptivate foundations (6130199) -67 ~67 


Subtotal -3,228 ' -3,272 

~,- l' , , , 

.. Total -26,235 -51,824,; 
, I 

i. 

, ' 

, lklatively noncontroversial 
',' 

'Modify foreign Tax Credit carryover rules, II , ),925 ,3,391' 

Liquidating REITs" , ' .',', , , 12 5pO ",000 , 

Clarify and exp/IDd math-etror procedures II 672 .1,400 
 " 

'Constructive ownership (KbnneIIy)** : . 150 300 .. 

Clarify the meaning of "sutlject to" liabilities under section 357(c) II 120 439 


'Restrict special net operating loss carryback t:tJles for specified liability losses 11 104 255 

, . . . 

Subtotal 3,471 ' '6,785 

Less noncontroversial 

Modify reserve rules for ~ruity contracts (CARV-M)' 13 4,641 8,532 

Modify corporate-owned life insurance (COLI) rules' 2,455 ,5,253 

Repeallower-cost-or-markbt'inventory accounting method 1,663 1,947 

Reform treatment of FOGlland dual capacity taxpayers" 1,506, 3,900 

Rei.nstate Oil SpHi excise tax " , . ' 1,255 2,576 

Eliminate non:business valhation discounts, ,\.. , 1,008 2,468' 

Repeal percentage depletioh· for non fuel minerals on Feqeral and formerly' Federal lands 478 \ '1,003 

Increase proration percentage for P~C insurance companies .' 380 1,331 

Amend 80/20 company ruhbs ',' ' 249 526, ' 
) 
Modify treatment of foreig~ built-in losses ' 243 ' 547 

Defer deduction for interest and OID on convertible debt , 166 549 

Eliminate dividends-receivbd deduction for certain preferred stock 157 611 

Tighten substantial understhtement penalty for large corporations' 147 241 
, , I '. ,,' 

Repeal tax-freetonversion~ oflarge,C corporations into S corPorations " :,144 602:' ' .. 

Apply 7.7% rate to credit lire insurance p~~miums 125 J4Q 

Repeal 14-day rule forvacation homes** , , . ' . , 123 ,274 


,Extend pro-rata disal10wante of tax:exempt interest expense to allfinancii!l intermediarie,s ,109 293' ' 

Reduce "investment in the 60ntract" for mortality and expe'nse charges ' ," . , 100 1,360 


, Eliminate "Crummey" rule I " " ;,,' , 87 213 

Impose excise tax on purchflse ofstructured settleIIien~ '. ' 82 ' 212 

Increase penalties for failure to file correct information returns 65 131 

Modify depreciation methoa for tax-exempt use property " , 55 261 

Modify foreign office matetial participation exception 50 1I1 

Stop abuse of CFC excepti6n to ownership requirements of IRS code section 887 30 59 


, Eliminate gift tax exemptioh for personal residence trusts 25 525 

Include QTIP trust assets irl surviving spouse's estate '8 21 

Modify Federal Unemployrhent Act provisions 0 1,5Il~ , 


, '. Subtotal 15,345 35,197 

ControversiaJ 


.- Superfund AMT tax 
 3,800 5,000 

Superfund excise tax 
 3,600 5,000 

Subtotal' 7,400 10,000 

Total 26,216 51,982, 

'Net Budget Effect, -19 ,is8 
1. Used in die Senate's versiori of IRS Res~cturihg " 
2. JCT estimates a14.9 b over five years, 8.6 b over I Q'years ' :,'/. 

3. JCT has not estimated this provision ' "" ,":' , 
,,' 

, ' . 
0>. !' " 

: ' 



:,,'
TaxPaekage IJ. 

Tax Cuts 
, 1998~2003' 1998-7008 

(** indicates,very rough estimate), 

Marriag'e Penalty Relief I', ' 
Raise joint,standard ,deduction to twice singles (phased-in)·· , 

SchO~1 Construilllm ' ' I: " ,'" ""." 
School construction bo~ds, increaSe Qualified Zone Academy Bonds 

Extend Expiring Provisions 
R~E'tax credit (6/30/99) 
Work Opportunity Tax Credit (4/31100) ,of,_' 

, Welfare-to-Work tax credit (4/31100) ", ' " 
J' '" 

Contributions of stock to private foundations (6/30/99) 
I ' , Subtotal 

Make Child Care More Affordable ," '" ' I"~ 

Increase child and depehdent care taX credit ' 
, Employer-provided child-care tax credit', 

E~t!md Av~ilability 'of~eJsions" ", " " ' " " , Subtotal 

, 3-Year subsidy plus voluntary excludable IRA --small fiffiis and all qualified plans 
, Simplified pension plart for small business 
O'ther Pension' Iilitiati'vJs . .' 

' ", .' 
., ' 

" 
'.". . .' ,. 

Subtotal 
Increase Low-Income HJsing Tax Credit and Urban Initiatives 

Increase per capita cap to $1.75 " ' , 
Accelerate startup of two new EZIECs ' , . " , 
Make permanent the ex~ensirig of brown fields remediation costs 

Subtotal 

Raisers 

R!llatively noncontroversial 
ModifY Foreign Tax C~edit carryover rules /1 

, Liquidating REITs" I, , ' 12 
ClarifY and expand math-error procedures ' 11 
Constructive ownership' (Kennelly):4<* , " , 
ClarifY, the meaning,of\'subj~ctto" li(lbilities under section 357(c) • .. /I 
Restrict speCial net operating loss carryback rules for specified liability losses ,/1 

Subtotal 

L,,, •••".~vmi'l· I . :... . 
. ModifY reserve rules for annuity contracts(CARV-M) , /3 

. ModifY corporate-own~9 life insurance (COLI) rules 
.. Repeallower-cost-or-market inventory accounting method 
Reform, treatment of FOGI; and dual capacitytaxpayers* ~ 
Reinstate Oil SpiIJ exci~e tax . , . 
Eliminate non-businessl valuation discounts ' ',' , , ,.,' ,

I 	 '. . ' 

Additional offsets under $50~ m through 20,03; ideotieano pac~age I' ',.' ' 

. ~ " '.' ' , . S~bt.otal 
Controvecsial 

Superfund AMTtax , 
Superfund exCise tax 

Subtotal 

Tobacco .', i ' '. .., \' • 

20-cent peipack exCis9 tax increase through 2002, 30 cent,s thereafter 
," 

, Total 

I Net Budget.Effect 

-24,000, . ~5,1,000 : 

-5,007 ~U,552 

, 

-2,209 -2,218 
"-783 . 

~. , 

~806 
~'169 -i,81 
-67 -67 

-3,228 '-. ' " ~3,272' 
>" 

-5,113 -11',785 
.: ·478 "1,268 

,,-5,59 t' ' ~13,053. 

-508 -945· 
-304 . -555 ' 
-145 -395 i~957 -1,895 

;1,559. -6;723 
;,'63 -150 

-534 -1,338' 
-2,156 . '-8,211 

•40,~39 -88,983 . 

1,92.5 '3,391 
500 1,000 

i 

672 1,400 
150 300 
120 ." 439 
104 255 

3,471 6,785 " 

, 4,641 . 8,532 
2,455 5,253 

. 	1,663 1,947 
1,500 3,900 
1,255. 2,576 

. 1,008 ' 2,468 
'2;823 ......... 10,521'. 
15;345 ' '35,197· 

,3,800 .. , 5,000. 
3,600 5,000 . 
7,400 10,000 

'15,000 37,500 

41,216 . 89,482 

277 499 

"I,' 

$ ,<, • '.' 

" 

' . 

I. Used in the,Senate's version of IRS Restructuring 	 ,"', 

2. JCT estimates at 4:9 b over five years, 8.6 b over lO,years' 
3: JCT has not estimated t~is provision . 
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..\ ..Elements of a Democratic Package '. 
" 	 . I .'" 

A fully paid fo'r De'mocratic packag~ oftax cuts wouI9Iik6Iy'in~lud~ a core set of proposals on .. 
I 	 . '. '. '. '. 

'marriage penalties, schoolconstruction"anq expiring tax provisions: Additiorial proposals would 
be included, s~bject to available paYfors... ' '. . '. ..."." , .:', ". . 
." . ", .[. '.' .'... ' ",:,' ','i, '. '.:' . ".':. . :'.' ',' , ',' . 

'~oj.e Tax Cut Proposal~:(addition mater.ial on'the~ore cuts' is gi~en:on page 5) .' 
. . . I, " ' . '. " . . . 

• Marriage Peiullty Relief. there are several· options: . Tge'first three.could be phased in .' 
'aggressivrly to minimize the~r cost' through 20Q3,;.~the\ fourth, the Gramm pr<?posal, .is already 
aggressively phased in): . '. , , . 

- Incre~se Standard Deduction ror JOi~t FiIi"': Increasing the. standard deduction for 
-,' ",

joint filers to dotible' the current level for,single filers would 'co'st rougbly'$26 billion 
t· . .', 	 '. . ...

tbrougb 2003. . . " .... '. . .',' '.. .'. ' ,' .. 
, ",. 	 ".,.,,' , . ' . , ' 

, " 	 FiftyJour percent of the'reve~ue l~ss ~ould actu~IlY re~uce marriage penalties .. Couples· .. ' 
with i!ncome (AGI) under $30,000 would receive 24 percent of the' tax cuti couples witli 
AdI 6ver $100,000 would receive only 5 p'ercent ofthe.tax cut. 'The tax cut in~ 1999 for" 
a onel ~r two-earner couple, each with $25,000 rn.e~ings ~d'no other inco~e, and· ' ,'. ',I . 

who Rurrently use the standard deduction would be $211.50. This change would also .. 
. simplify the tax system. by reducing the number of taxpayers-.itemizing, deductions by .. 
sever~l million. '. " ,". " ..,'. :.,.. " '. . 

I' , ',' 	 .'" ' . 
Two-!Earner Deduction. The second earner deductiori thai existed between 1982 and 
1986:c?uid be reinstated. (This has?een introduced'by Her~er, RR. 2593.) Th~ " 

. deductiOn was for 10 percent of the first $30,000 Qftheearmngs of the spouse WIth \, 
lowei earnings. This would cost very rougbly $60 billion tbrougb 200~~' 

'.' . " 'I' "..' ", .', ' .', ....', .' ." .. :. , .. 
.' Nearly 80 percent ofthe revenue Joss would actually reduce marriage penalties.: Couples.' . 
. with income (AGI)-under$30,000 would receive.l2 percent of.the tax cut; couples with 
'AGI bver ~hoo,ooo would receive 32 percent of-the 'tax cut. The tax cut in 1999 for a 
two:-t!arn~r qouple, each with $25,000 in.earnings and no other in~ome, wOllld be $375 . 

. 'f· .' . r .' .,"" ' .. ,,"..' '. .' .. ' ..' . .... ..'.' 
Reduction in Marriage Penalties in tbe EIT~. RR 3995 (Neal, McDerm~tt, and 
KeriJelly) would reduce marriage penalties in the EITCby raising th~ endpoint of the , 
"plat6au:' for married couples filing;ajoiiltrettirn by $3,510' (in 1999), which wouldaIso, .' 
rais: ~he income level atw~ich',the EITC is f~lly phased out by the same amount. This 

" woulO cost very rougllly$lO billion througb2003. . .' .... '. 
',,' .... ,j : ,.:, ", ' , .". ':.:, ,'; . ' .',' '.: . . ' , '; '. 

Less ~han 40 percent of the revenue loss would actually reduce marriage penalties .. 
Cou~les wi'th.income (AGI) imdet $30;000 would receive 92 percent of the tax cut;! 
couples with AGI over $100,000 would receive none of the t~x cut. Thetax cut in 1999, . 
for a bne-or two":earner couple with $24~000iri tot(l~ earnings, no other income, and one' . 
child would be $561., ,. .. . , , " ,:, ' 

, " 
.' : 

• c, • ) 

http:receive.l2


.,'" ' 

, '" 
" , , ..' .,'t. 

Senator Gramm's Amendment tothe Tobacco Bill. 'The GranUnamendment would, 
'give f new ded~ctiori to ,m~uTied co~ples fjling a joint r~~'who have combined ' , 
incomes ,below ,$5.0,.0.0.0. The d~duction would be equal to the difference between the, 

" sum bf the standard 'deductions for asingle filer and' a head of household filer, and the 
standard deduction fora joint filer (this difference is $3,45.0 in '1999). The, deduction 
wd'uld be available to all such c6uple:s, whethefor not, they itemized deductions'(i.e., the , 
dedu6tion would be "above-the-line"): The deduction would also reduce income for ',' , I, ' " , ' '" " 	 ' , , 
purposes'of the phaseout of the Earned Income Tax Credit (EITC), so couples with " :' 
incorhes in the phast:out range of the EITCwouid get a larger credit. the $5.0,.0.0.0' " 

,,~ncote limit would ?ejndexe~'fo~ ipflatio~~fter2pD7':' ,The deductiqnwo~ld be phased" ,,' 
, In over 10 years. ThIS would cost $14.4 bIllion through 2003 and approxImately $9 
, ~illiJn ,per year, when ,fully' phased in. "., .. , ' " , , ' , 

Th,e lew deduction wo~ld bephased in, ~5 percent in 1999;30 perce~t in 2.0.0.0;2.001, " 
and 2.0.02;4.0 percent in'2D03, 2.0.04 arid 2.0.05; 5.0 petcentin 2.0.06;6.0 perceI)t in 20.07;' 
and 11.0.0 percent in 2.0.08 and subsequent years. ,':" ';,c,' " " 

, . ' . , ~". 	 ' 
"', 	 ",,; 	. 

" Onlyf35 percentofthe reven~e.1oss'would actually reduce marriagepenalties. Couples 
'. ,~.. ,", 'with,income (AGI) under $3.0,.0.0.0 would receive 62 percent of the tax: cut; couples with ' 


AGI over $1.0.0,.0.00 would receive none of the tax cut.' The tax cut when ful,ly phased in 

".'at 19p9 levels fora one- oratwo:earner couple with $5D~DDD ,i~ total earnings and ,no, 

otherl income, would be ~518.,; ", " , '. ' ,"".' .. ' 

• 	 Sch'ool (Construction. The Budget proposal would allow state and local govei:nments to , 

issue up to $9.7 billion of "qualified school construction bonds" in each of 1999, and 2.0.0.0, 


, It wou~dlalso i'n~re.ase the limi~,for "~ualifiedzone academy boncls"by $l.'~illionin 1999; , 
, " 

authonz~ $1.4 bIllIon of such bonds}n 2.0.0.0, and allow bond proceeds to be used for school 
construction. 'These provisio~s would cost $5.0 billion through 2003. , "" 

'. '·ExtendJs. ~he'res~arcq,and,'experimentationtax credit,the·workopportunity tax credit, . ,", 
(WOTCj, and the deduction for contributions ofappreciated stock to private foundations ail' 

I 	 " . , 

expired June 3D. ,The welfare-to-work tax credit expires April 3..0,,1999. Extending these 
1 ' • " i • , '" " , 	 , 

provisinns as proposed by the President would cost $3.2 billion through 2003. ' , ' , 
, 	 'I ' ' . :' 

The Menu of Payfors 	 '" ' 
, I' , , 

The tev~nue'raisers (~ee the third page of the himdout}:have peen grouped, into three ", 
, categorjes,' pl~s tobacco. The first grouping is, "relativelY,noncontroversial" items., 'These items 
. 	have been in6luded in bipartisan tax legishltion this ye~.· the second category 'are "less' .;, " 
nonco~troveisial" raisers, but given that a tax package needs to be financed, our subjective . 
, , I .' 	 " ' '. ." " 

,assessmenf is that tpese would,be likely additional payfors. Thetnird category(splitinto two 
groups) is labeled "con~rovershii.:' . These items have significan~ opposition: ' 

2 
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"Possible Additional Tax Cut Propo~als : . 


, " ' 'I . , , ' ',' , , '" '. " ' 

Some of th~ following proposals could be included in a DemocratiC package~ within the 
con~traint of tevenuesfrom payfdrs remaining after the core, proposals. .' ' ' " " ''',' "", 	 ' " , ,I " 

~ : . '. .. 
,j . 

• 	 Child eire., There are at least two options: ' 

, . Budget Proposal; .The Budget proposal would increase the maximum rate of the child, 
and :dependent cafe tax credit from 30,percent to 50 percent and extend eligibility for" 
,~he 1j11~imum 'credit from, $1 0,00.0 ,to $30,000. ,Tht; proposaf would also'provide anew 
,credit to employers of up to $150~000 for 25 perce:nt Of expenses incurred to build or 

I, ,". . acqtiire a child care 'facility for employee use or for providing child care serviCes for" . 
emdloyees. Tpese proposals would cost$5.6 biUion through 2003. ' ,,' , 

.. StaJ.at.hom~ ~arent ; rovisi~n. H.R. 4030 (Kennelly) incl udestheBudget proNsiU. 

, , and la provision that would make taxpayers witp chi!dren under the age of fqur eligible 


for-'k e'~panded child credit that would be roughly equal to the average proposed 

, increase in the child and dependent care tax credit for taxpayers under the age of four. 


, I ' 	 , ,. " , 

A taxpayer could notclaim both the expanded child credit and the child and dependent 
card tax credit. The stay-at-homepiece of the Kennelly child care package would cost·. 
rou~hly $3.5, billion through 2003.' '. " " ' 

" ,,' I.. ,.", '" '. ,", ", " ,,:', '" ", '. " :', : "', "" ,''',''.' ,'/ ,,;': 
• 	 ,Pensions. The Budget proposed promoting.IRA contributions through' payroll deduction" ' 

providink a tax credit to small businesses for 50 ,percent of the costs (up to $2,000 in the firs~ : ' " 
year andl $1',000 in the second year) for expenses of administering or providing employee, 

'education for a new qualified plan, the establishment of a new small business plan, and ' 
elliiancirlg pension portability, disclosure, ,and simplification, These proposals' would cost ' 

I '. 	 ' , 

$1.0 billion through 2003. ' 	 '. 

• Educatibn. Extendi~g~~ployer-pro~id~d educati~nal assistance(Se6tion'l'i7) by one'year' 
(to 611/2'00,1) and reinstating, i~eex¢lusiQn for ~raduate,education (effectiv~, 6130/98 through 

16/1/2001) would cost $1.0 bIlhon through 2003. 
I' . , 

• Lowh~Jome Housing T~x Credi~' a~d U~ban I~itiatives: Th~ Budget proposal would , , 
I , , ' '. 	 ," 

, incre.ase1the percapitaJimitatio~ from $~.~5t() $1.75'at a cost of$1.6, billi?n, through 2003~ , 
Makmg the bro\VIlfi,elds,expensm~,provlslon permanent would co~t $O.S bdhon throu.gh , 
2003. Ajcceleratingthe startup date for t~e}wonew empowerme~~zones created by T109'7 

. by'0ne1ear(IO \I1/99)would cosl 0.1 ~"hon th'Yugh 2003. ~. ..• . . .. . 

.... 	 Chmat~.Change. The tax proposals uithe Budget are mtende:dto reduce'energy', 
consumpti~n and greenhohse ga~emissions by encouraging the d~ployment of technologies. 
that are highly energy efficient aI1d that use renewable energy sources. The nine initiatives. 
in total ~ould cost $3.6 billion through 2003. " 
" 'I ' .. ' ."" 
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Speedu~ of 100 Percent Deduction forSelf-Employed Health Insurance. 'Currently'~ the ',' .. 
",I " 	 . . 

percentage of health insuranceexPienses thatrriay be deducted by a self-employed individual.' ",' 
is 45 pertent This'percentage is ,scheduled to iI:t~rease to 50 percent in 2000 and 200 1, ~O : 
percent in 2002,' 80 percent in 2003 through 2005, 90 percent in 2006, and 100 percent in ... ' 

I .' " 	 .' . 

2007 and thereafter.' Accelerating this schedule by making the deduction 100 percent, 
beginnink in 1999. would cost $55 billion through 2003. ", '., '. ..' ,,:' , ...' 	 -) .. ,' 

H 

. 
' 

I . 	 " 
' .. 	 Long-Term Care. The fo'Uowing' are threeoptloninhat might be considered: . 

. ' .. 
·1· " 

, Option 1.. Providing a t~x credit of $500 for t~xpay~rs'who are,chr.9.nically ill, or wh9, 
carel for ,a chronically ill spouse or dependent would co'st approximately $5' billion '. ' 
thr~ugh 2003. Incr~asing the. credit to $l,OOOwolJId cost approximately $9 billion 
t~rough 2003. . , ".. I'. 

," 'I", .,." .1' ..'.. ,'. ..:": ,. .'.,' '. ';'.:. .•.. 

Option 2. Creatmg anew, nonrefundable tax credIt of$1 ,000 for taxpayers who pay' 
for 6rprovide home-basedofcommunitylong-teim tare serVices for themselves or a , 
chrdnically ill spouse or 'dependent would cost approximately $4.7 billion through . ',', 

I .' 	 , " . . - , 

2003. 
-. ,'[ ,', ' .. , ". ....::, ',: ., .' .: ''. .' 	 . . 

Op~iOri 3 .. Creating a new, nonrefundable tax credit f,?r 7~.percent of the first $2,00.0 of 
, . qualified long-term expenses for taxpayer~ with a chronic illness or chronically ill . 
spo~se or dependent would cost approximately $4.6 billion through 2003.'. ' 

." . ,i"· I' . '.,' , .' , . .. " . - . '.' 

.. 	 Capital bains. Iiit were thoughtdesi~able t6 have a'capital gainscount~r to the Republican 
proposall, an alternative could be fashioned that would provide greater ;irriplicity and equity. 

. oJpossibility w~uld~e tOSUbsti~uteia 40'~ercen~exc1usio~' for the current :system' ~(
I 	 . . . .' , '.' 

speci~l rates; This would hold harmless or cut taxes for people in the 15 percent and 28 
pergent brackets (in particular, it wouid give taxpayers in the 15 percent bracket a rate ' 
of '1 percent on gains vs. 10 percenturider currentlaw;'andtaxpayers inthe28 percent. .. 

. bracket a rate of 16.8 percent on, gains). ' Taxpayers ,in the 39.6 percent bracket would .' 
havb a rate of 23.76percent on gains (versus 20 percent under current law)~ CUrrerit 
rate1s are scheduled to fall to 8perce~t and. 18 percent for property held more than five ,', 

. yea~s. 'The cost ofa 40 percent e?C~I~~ion would be roughly $8 billion ,tb.rough 2003. 

. ;
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. Detailed Descriptions of Core Rroposals 

" " 

Marriage Penalty Relief" 

• 	 . .Increase Sta~d~rd D~ducti~n f~r Joint Filers.,The stahda:rd deduction for joint filets 
($7 ,250 i~ 1999) would be increased to dO\lble th~ standa!d deduction for single filers., .' 
($4;350 i~ 1999). This would give joint filers ~ s.tandard deduction of $8,70'0 in 1999,' 
which is $1,450 more than under' current law: For joint filers in tpe 15 perceht bracket'who .' 
us~ the'st~ndard deduction, this increase would r~duce thei~ taxes by $217.50. Joint filers in . 
the 28 pe~cent bracket who. ~se thestandiu;d dedu'ctionw(nild have t~es reduced by $406: .' . 

This proJ,osal would reduce the nwn~er ofreturnswitliitemized deducition~ i~ 1999 byn . 
million, from 39.2 million to 36.1 million. .' 

, I.' .,'.' ~ .' .'.' ~"" -" ,> " \ 

..T~o-Ea~ne~ Deducti~n. (RR 2;93; Herger). This proposal would reinstate the second, 
. earner depuction that ex:isted between 1982 . and 1986. The deduction is for 1 0 perce~t of the 
first $30,000,6f the earnings of the spouse with lo.wer earnings: i. 

, 	 ThiSproJo;a1 violate~ the pnncipal ili currehtIawthalcoupl~s with identicaltot~l incorries 
pay id~ntlical tot~l taxe~, ~ince only couples. with two e~ers ~ould receiye the two.,.earner 
deductIOn.' . .'. .' ...... ..... . 

•. ReductUn i~ Marri~gePenaities in the EITC (H.R~ 3995; 'Neal,McD~rm~tt; and 
I • .' •... . . . . 	 .' 

Kennelly). The proposal would raise theendpointofthe,"plateau" oftheEarned Incom.e . 
Tax Credit(~ITC) for married couples filing a joint t'eturilby $3,510 (from $12,5'10 to 
$16,020)iin 1999 .. (The "plateau"is tlieincomerange in which the EITC is at amaximum.) 
Raising tre endpo.int ofthe "plateau" would also raise the incorri~at which the EITC ·i,s fully· 
phased out by the same amount ($3,510 i~ 1999).' ... ' .,'. ..' '.' '. '.' 

The 'pr~plsal wo~ld idc~eas~ "singies penalties" by over $3 bmi~n p~; ye'ar (at 1999 
I 	 . .' . 

income levels), because heads·.of households With incomes in the proposed EITC"plateau" 
\" . and phas¢outranges would owe even more tax than a one-earner couple with the same . 

income, deductions, and personal exemptions than under:current law. " . 

•. 	 s.nat~·r·~ram";·:s Amendment;o the Tob~cco Bill,', This amenw,;ent, which includes a . 
proVIsIOn to acceleraje the full deductlOn of health m~urance premlUms by.the self.. .' . 
employed, was adopted by the Senate on June .10. The marriage penalty' provision would 

. I '. . . 	 . .. '. 

give an additional deduction to married couples. filing ajoint return who' have combined 
I 	 . .'. . ' 

incomes pelow $50,000. The deduction ,would be equal to the differen~e betwe~n the sum . 
.ofthe standard deductions for a single 'filer and a head of-household filer; and the standard 

. de~uctior ~or ajoint filer Jthisdif~ere~~e is ·$3.'45~ in 1~.99). It would ~e.a~ailable to all .. 
. ' such couples, whether or not they ItemIzed dequctlOns (l.e., thedeductlOn would .be "above­
. the-line"~. The deduction ~~uldalso reduce'in~ome for purpose,s of.the phaSeout ofthe 

I'~ 	 .,~' " 
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. ,. Earned'Income Tax C~edit (EIT.C)~socouplt.(s .with incoiri~si.n. the. phase0utrange ofthe . .:;, .': '<.' 

BITewO?ldgeta largercredit :The,$50:pOOji1CO~e 11'rpit .~~>u~~. ~~';iride'x~qf9r ipflation" : :.' ;':. 
. ' after 2007" The deduCtion would peph'ased in, 25percertfiti·.l999; JO percent in 2000, ,.:1'" 

,:', 2001,qnd 20'o2;,40perce!lt in 2003, 2004 &rId 2005;50'percent iiY2bo~; 60'percent irt2007; , 
. I' '. . '" , . . '.." .. ". .' . .. 

~- ',,'i,' ,', and 100'percentin 2008 and subsequent years. . .' '." . ""," ....: .' '. ' 
.'. ',.1'", .' :,: '.,' ,~" ,', '" ' '\'' .,"",'; ',', <r"',':'~:~,W.,.' 


- ,~', .­

, '.. In 1999, the additional deduction would be 25% x $3;450' = $862:50; which ~0uld be"w~rth . 
',: ,$129 fo~ t<?upl~s with suffi~ient.taxable 'income (since couples in'this',income r~ge ar~ in :.'. 

, I· .. · ....,.. ". ..., .' ,......,.. ..' .. . .' 'r,' 

the 15 pe1centpra~ket). When ftdly ~h~syd I.n,t~e ~ddltlOn.al deduc~1.on(a~the'}999 le.v~l of 

,$3,450) would peworth $517.50;\\)ththechange'm tl,1¢ EITC,.the ftdly-phased-intax " '.' ,..' 

.reduCtionlfor'a'cin~- ort~o-ecirller cb~ple'~ith $24;:(jOOin:total'~arnihgs; no,~tli~rincome, '. .... .'~, . 

.andon~.child·,woulqbe$l,;0~9:. '.0 ';;';.• <.:.. . . I /. " 


..: . '" ' I ......... ' . ,'. .•. ". .:. ". '. ". ;: .. ,'.' ,: •.... : .. '
,.".:,:>..... . :1 •. , . '. 

' .. 
The proposal. would al~o inc~ease "singles;pertaIties':by $l?billionpet)ear:(at 1999 . ' .. '., 

,"', ' 
"',' :/ ..income levels), ,because ummmied taxpayers with incdmes 'below $50,000 would owe even: 

more t~~ than a o'ne~efner cO~p'le with the same inco~e, ,deductio~s, and peis~:mal , , . :",: , " ' ... ' 
,\ exen1ptlonsth~'underjcurrentlaw., . • , ~'"~~' "',' "1"1' ,1" 

, ,', . '1' , .' . , " ,. ,,'~. 
. '. '.' 

> • • "'" • • .:. :.' /. " .' :. • ..,. 

•The pro,:isionwould create a ..~'cliff/'·wherebycouples wi~h~50,OOO .of i~cbme:would get a 
. " ..tax cut ofl$51 7,.50. (when fulWphasedin) whilea20uple'with$1 inore.ofiticome,wQuid get .' . . 

\ . . nothing,.' This creates' large disincentives' to e~in incoIlle:or large jn.ceritives·~p'mis~>ep.ort ", .,; '.',' 
~., 

", ','

income fQrtaxpayers With i~c.omes above,thecliff.'· . '. . ,. \,. ..... ," "J . 
• " • - :' "\' ' .. " ,.;. • " I :'. • ! " 

••" " " t :, ... :~~ ',,',' ."; ~' • \ •• ," • , ' ", .' . 
.;'1 ,'. 

, ; . " :" I ,',..' ." . " ' 
S ho 1 C . s'tru tion " .,: ., ,.' , 

' .. 
. ~ ~ 0 ,o~, I" ~ ", " "".' ,,',,; ',": " . ,,' ',,::': . ",,'" .. 

. The Taxpayer Relief Act ~f 1997 emict~4 a pr6~ision that,allo;ws c~rtain public ~chooJs to issue 
.. "qlialifiedzon6acad~mybonds,:' theintere~t':on' which is ~ffectivelypaid by' th~ Federal :., . 

. : .' ~'. . 
. g(rveblln.e~r inlthe ,fdrmofan: annual income tax credit.·. Theproce~<is' ,of the bonds can:be used <': ',' 


. . for ariu~bet of pUrposes,)nc1ud~Ijg t6acl;1eriraining, purchases pf e<iuipmen(cutricuiar .....,." ... 

. dev,elopment, ~nd teh~Di'Iitation and repair of the school facilities:" The Blldget prop~s~'s to\, ., ..... . 

. ' .. institute anew·program.pfF:ederal tax assistanceforpublic'schodi-constru,ction. ,Under the':,' ,",. '.!.. 

,propos'al, StateancHocai g~v~rnn1entswoiIld.beableto .jss~e IIp·t'O$9.7,b.illlon bf"quahfied··. ": ,,' 
. : ,school c6nstrubtiorl bonds" in each of 1999:and2000 .. Hold~rs'ofthese,bonds would:teceive " 

.'. 'annu~l'fepe~~Lli~com~~ax credits::'seta~tor~ing, td.:mat~et,i~t~rest:~tes.bYthe' T re.astiry ,:;',' .c: .... , .. 

Department; In heu of mterest: .At least95, percent·of the bond'proce~ds of aquahfied schpol;;r ' .. 
construction bdnd must be .used to. finance, public' schoo1.cop.stiu~tioii or rehabilitation. The . . 'c .'. .' 'I . ..' . . .... " , .... '. ". '.' .... , ' . 
.Budget also propo.sesto expand the amoul)tofqualffied zone.;academy.b011dsthat ca:nbeissued ,":' .­

. in 1999 from $400 million to $1.4 billion and to authorize Jan. additional $1 A billion of qualified . 
zone a:cad~~y Ibonds iIi 2000,.and to allo~thepr~ceeds of.th~se bOhdsto be us~d'fo{school' " '''. 
construction'. . , ' . . . " .:: ",> ..,'.,.. <~ " ' '.,'' " '." ' ~', .,' 1 :,t~:' ~ }'.: 
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Extension of Expi~ing Provisions 
I '. " . 

. '. .Extend tre Work Opportunity Tax Credit. The Work Opportunity Tax Credit provides' 
an incentive for employers to hire individuals from '~ertain targeted groups. The credit, : ; 

.' '. equals a bercentage of qualifiep wages paid 'during the first year of theindividual'~ .,' '. 
erriployrrtent with the employer . .' The credit percentage is 25 ,p.ercent for employtnent ofat 

, .least 120lhours but less than 400 hours·aiid 40 percent fo~'(;!rriployment of 400'or more' •. 
hours. The credit expires with respect to einployeeswhobegin,workafter June 30; 1998 ..... 

I . . . . . . . '. . . 
The Budget proposes to extend the Work Opportunity Tax Credit so that thecredit would be, 
effective for individuals who begin work before May 1', 2000: . 

". Extend flr'one YeartheWelfare-to~WorkTax Credit. The Welfare-to~Work Tax' 
Credit enhbles' employers to claim a tax credit on the first $20:000 ~f eligible wages paid to. 
certain lohg-term family assistance recipients. The credit is 35 percent of the first' $10,000 I .. , ", . .­
of eligible. wages in the first year of employment and 50 percent of the first $1o,qoo of . .', 

. 'eligible Jages in the second Year of employment. The' credit is effective for individuals who .. , 
begin work before May 1, 1999. The Budget proposes to extend the Welfare-to-Work Tax 
Credit for 'one ye(ir, 'so that thecreditw6uld be effective for individuals who b~gin work,: 

. '. I '. ....... '., . /:', '..'. ." ," '. . . . ... '. ": 

before, Mr 1,2000... . ..... ',' ..... ':..... .... '.., ... , 

• 'E~tend for One Year the R&E Tax Credit. TheBudg~t'proposes to extend the tax: credit . .. . . . .' " 
provided ro~.certain research and experimentation expenditures, which isschedule:d to . 
expire after June 30,1998, for one year through June 30, 1999. .' .. ' " 

• ... ~ontribLns o~Appreciated Sto~k to Found~tions. The special rule th~t allows a 
. . I .. . . 

taxpayer to deduct the full fair market' value ofqualified stock donated to a 'private 
foundatioh expires with respect to contributions made after June 30, '1998, The Budget' 
proposes to extend the provision to apply to contributions made during the period Jply 1, 
1998 thr?;U~h June 30., 1999: . . '. . . 
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., TAXPAYERS WILL HAVE NEW TAX CUTS 
ENIF'NO ADDITIONAL REDUCTIONS ARE ENACTED 

by Iris J. Lav 

Relief Act of 1997 that was enacted last summer includes a 
number of for which the effective date of the tax reduction is delayed to 
future years. is a major reason why the' cost of the new tax law increases over time 
from $9.5 VUJ...V£ in fiscal year 1998 to $35 billion in 2003 and $41.6 billion in fiscal year 
2007,' 

One consequence of these delayed·effective dates is that,taxpayers will 
experience neb tax cuts in most years over the next decade even if no ~dditional tax 
reductions ark enacted in this or subsequent years. This means any tax reductions 
Congress con~iders iJ;\ the 1998 session would:come on topaf the'substantial tax cuts 
already scheduled to take place between now and 2007,'

d. 	 , 

There lre, for example, a number of tax c~ts included in the 1997 ~egislation that 
first take effeCt in 1999, Tax cuts beginning in tax year 199.9 include the following: " 	 , 

I 
 , 	 . ' , 


• 	 Taxpayers with children under age 17 will receive an additional tax credit . 
of $100 per child in 1999, because the maximum child tax credit increases 
,from $400 per child in 1998 to.$500 per child in 1999.1 

, , 

I ' ..... 	 ' .' 
• 	 I~tudents.or parents paying interest on student loans will be able to deduct 

$1,500 of such interest in 1999, as compared to a maximum deduction of 
. $1,000 in 1998. 

• Some taxpayers who work from a home office will enjoy liberalized rules 
f()r deducting expenses starting in 1999. 

• For heirs of a person dying in 1999, a larger amount of the estate will be 
exempt from taxation than would have been the !=ase in 1998; the estate 
tax exemption increases from $625,000 in 1998 to $650,000 in 1999 . 

. . 1 Some of theltax provisions listed here ar~ phased out for families and individuals with i~c.omes above 
specified levels. . 
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I 	 ,
• 	 Some profitable corporations that might have been sUDject to the, ," 

Alternative Minimum Tax because the'y used a combination 'of iieductions 
, And credits to reduce their fax liability below ~n acceptable levefwill b~ 

able to aVOId paying some or all of these taxes in 1999. Starting iil1999, 
.,r: ~otporations willbe 'allowed to use more gene~ous depreciation," , ' 

, allowa!,!-ces.in calculating their J\MT liability. ' " , , 
~ ".: I'" 

, . I. . ; '1 ", .' : '1- .' ":, " '. ',' ,', :. 'r'j ,~' . " ,_"F ,.' ", 	 ." ,;,,: 
, : 

, These additional tax cuts 'already enacted'iIi:to law for 1999 are',far troIritdvial iIi. 
cost. While: the T~xpayer Relief Ad of 1997 wilfccist$9.9,bil1ion,iJ;lfis~al:)T(.~ar i999~ its;: 
cost rises neaily three~fold to $27.9 billion in fiscal y'ear 2000"when the e~fect of the 
additional taxi cuts for tax year)999 will first be fully 'felt. (Tax cuts: that are,:effective 
for tax year 1199 will, in sub~ta'nti~l mea~UIe, be i'eJleCted in smaller amounts of taxes 
owed or largerref,unds provlded mApril, 2000, when tax returns for 1999 are due.) 

. TaxpaJers willconHmie to reap I\ew,additi?na\ tax c\Its in years beyond 1999' 
The followmg are examples of new tax cuts that wlll take effect m future years. " 

I .' "", ' ", " 	 " 
• 	 Taxpayers at increasinglyhigher ~co:melevels will become eligible to 

fnake deductible contributions to Individual Retirement Accounts. The 
I, 	 , ' 

+ncoIrielirpits for tax-deductible IRA contributions by married taxpayers " 
increase gradually from $60,000 in 1998 to $100,000 in 2007 and thereafter. ': ' 

... ". ' ..." ,,-	 '·2 
. :1, '.',', 

, , 	 '.I ' 

" . ~ \ .},;' ": ..,' . 	 "~I 

, " .~r'l" , 

' 
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, 
j' 

.,: F~r single taxpayers; the inc~me lhnits for these tax-favored savings ' 
~ccounts increase fr6m $40,000 in 1998 to $60,000 in,2005 and thereafter. 
I' 	 ' 


• 	 for sn,tdents and fam~lies of students, the maximum amount of student ," 
loan i:n:terestthat may pe deducted from income each year will ccmtinueto 
fise, increasing from $1,500 in 1999 to $2,00.0 in 2000 and reaching $2,500 
for 2001 and subsequel1t years: ' ,! 	 '. " " , 

. i '.' , '" : " ' • 	 '. • :,.,< 	 " • 

• 	 13eginningin 2003, students or patents may take an annual "lifetime 
learning credit" of 40 percent of the first $10,000 of annual tuition, ' 

'payments. Prior to 2003, only the Jirst $5,000 in tuition will be eligible for 
acredit. The maximum annual tuition credit a taxpayer may take "",ill , 

: tonsequentlyrise in 2003, from $1,000 to $2,000; , , ',' , ' , 
I """",' ' 

• 	 ?elf-employed individuals will be able to dedu<;t from their incomes an ' 
~ncreasing proportion of their health insurance expenses. They will be 
allowed to deduct 50 percent of,expenses in 2000 and ,2001, 60 pe!{::~nt in. ' ' 
l,c " 	 "",

r002, 80 percent in 2003 through 2~05, 90 percent in 2006, and the entirety 
of their health insurance expenses in 2007. 

,I " ,,', :' """ ' '" ' ' 
• 	 , For investors, the maXimum capital gains tax rate on assets held for more;,; , 

, Jhan five year's will d~op from 20 percent to 18 perc~nXbeginning in2001. :' 

• • ,lfhe amount of an estate exempt from taxation is set to rise each year; 
rea~tting $1,million in 2006 and thereafter.' ' , 

, The additional taxcuts that become newly available over the cour~e 6f the pext 
decade subst~ntial1y increase the cost of the tax legislation enacted i~, 1997. The$41.,6 
billion cost o~ the tax packag~ i~2007 is far greater than the $9.9 bilHonthe tax breaks 
will cost in 1999. " 	 , , 

T~ese lax cuts also contribute to a'decline in tax '~evenues asa perce~tageof the 
I 	 " 

economy over the next decade. According to the Congressional Budget Office, tax 
revenhewill drop from 19.9 percent of GOPiriJiscal year 1998 to 19.3 percent of GOP: 

,in fIscal year 2003.:' ' , ' 	 " "" 

" " 	,l ' , 
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FEDERAL GOVERNMENT WOULD CONTINUE TO CONSUME 
. LESS OF .ECONOMY UNDER ·ADMINISTRATION'S BUDGET 

Tax Burdens Would Edge Down Slightly 

by Robert Greenstein 
, 

The new Clinton Administration budget contains a substantial 
number of program initiatives. The inclusion of these initiatives in the 
bJdget has led to several questions, including: . ' 

• Does the budget represent a return to "big government"? 

• . Does the budget include a substantial tax increase? 

• Does the budget breach federal discipline? 

Examination of the budget shows the answer to all three questions to 
be "no." Under the budget, the government ,would continue to contract as a 
sHare of the ecpnomy betwe'en now and 2003, w~i1e taxes would be slightly 
lorer than they are today as a percentage of income in four of the next five . 
years. In addition, all of the prOjected surpluses in the unified budget 
wbuld be preserved rather than spent 

BLgat Cont~lns Both Program Expansions and Program Reductions 

I M~ch attention is being focused on the initiatives in the budget; 
which would expand programs and tax credits. The budget also contains 
sJme significant program reductions although the Administration has,not 
highlighted them. Some Administration critics have said that the budget' 
cdntains $150 billion in added spending and expanded tax credits, but this 
fi~ure counts only program increases and new or expanded tax credits 
without subtracting program decreases and provisions that pay for the tax 
cr~dits by closing inefficient tax breaks. (See box on page 3.) . 

The budget includes more than $30 billion over five years in 
reductions in entitlement programs, which are used to help pay for' 
e~pansions in other programs, including discretionary programs. For 
e~ample, the budget would save $17 billion over five years by limiting the 
p~yment of cash benefits under the veterans disability compensation 
pfogram to veterans claiming disability on the basis of a smoking-related 
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, "I '"," , '" ' 

,.conditio~ or illness tha t be~~mema~ifest ;o~e' thrte after' '~hey left th~ a;med'force.s. In . 
the absenc~ of this budget proposal, the Department of Y.eterans Affairs will be ' 

I "" 
required t,?'spend billions of dollars on such payments, as'aresult of a recent legal 

ruling. (CBO estimates that when phased in fully, this ruJing could require the 

"I " , ' 

DepartmeI~t of Veterans Affairs to spend asrri.uch as $15 billion a year on these , 

payments.~ The budget also:;would secl,lre mandatory savings by requc~ng' the federal ' 

share of expendituresfor Medicaid and food stamp adrrunistrative costs, scaling back 


"the Agriculture Depaf'bnent's Export Enhancement Program and the cotton program,' 
making ch~nges in the 'student loanprogram·and the FHA single-family Joan progra.m, 
and adoptihg more aggressive; methods to prevent or recov,er Medicare and SSI 
overpaymJnts. ';, ' ' " ," , ""', ' "",:, 

I • 

In a~dition, the b~dget contains reductions in a number of discr~tionary , 

programs, klthough the savings 'these reductions ,would produce are significantly: ' 

smaller th~n those the reductionS inentitlement programs would generate. Among the 

discretionary programs that would be reduced are impact aid, public ho~sing ," 

operating ~ubsidies, Small Business Admini'stratlondisaster loans, Public Law 480, ' 

market probotio'n (ictivities, th,e Appalachian RegionalComrnission,' construction of 

veterans' n}edical facilities, the Army Corps of Engineers, Naval Petroleum Reserve, ' ,'" 

operating costs, and space flight and related activities. ' , 


, , '\" ',' ,,' ,,', 

The Net Expansion in Programs Would Be':Modest '" 

.,,1. "" ,',. ,', ' , , " 

The program expansions would cost more than: the program reductions would 


save. Exparsion costs not pqid, for by program red:uctions would be financed primarily 

by revenues anticipated from tobacco legislation.", ,:.'. , '" " ' ,


", ,I,' " , ;' ",: ',',' , , ".i', "",,', r, ,,"' , 

The over~U net expansion in programs - inchidin$the E!xpansion financed with 
, tobacco revfnties,,- would be modest; it,woul~ equal betwe'en' one~tenth and two- , : , 
tenths of one percent of the Gross Domestic Product·in most years. {The Gross ".' 
Domestic P~oduct,or GOP, is the basic measure of tl,le size" of the U.s... economy.) This' 
is less than the amount by which' federal exp~Ilditures otherwise will contract ~s 'a share 
of GDP,du~ to the strictures of the 1997:budget agreement and continued economic: ,c' , 

growth. A~ a result;'federal spending willfall as a share' of,GDP even with the 
initiatives. ' ' , " ". . '.; . 

, Eve~ with theprpgram::e~pansions, 'feqe.r~l~pendingwoUtd dec1inefrom 20, 

percent of t~e Gross Domestic Product today to 18.8 percentil12002. Throughout this " 

period, federql spendintas a share of the, economy, would be at its lOwest level since 1974. (In the 

absenc~ of tlhe Ad~ini~tration~s budg~t/federal spenqing wQuld,be 18'.71'e.rcent.of 

GOP in 2002 'Under 1?oth the CBO and OMB estimates.) , ' 


• i" ".~ • 

. '; . 
. '.1, " ., .• > , ". ';"J '";' , 

, .,:. .. ' 
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! .BUdg.t Does Not Contain $150 Billion in Increased Program Expenditures 
, ,. ' 

Figures [as high as $150 billion have been tossed around for the amount of the new 
program spending in the Administration's budget. These figures are inflated. Over the. 
four years thfough 2002, the budget contains $57 billion in new spending. Over the five 
years througi2003, it contains $82 billion in new spending. ". '. 

In econ<;>mic terms, these amounts are modest, as the Washington Post noted in a 
February 3 editorial. The spending increases.average about.$16 billion.a year over the 
next five yeats, or between one-tenth and two-tenths of one percent of the Gross' 
Domestic Prdduct. The Post editorial commented that liThe proposed spending increases 
are a good dJal smaller than the surrounding rhetoric on either side would suggest." 

. . '.. .I 
The $150 billion figure that some critics of the budget have cited is based on two 

problematic bses of data. First, increased expenditures in some programs that are fully 
paid for by cUts in other programs are counted as new spending. An example illustrates 

I . . 

the shortcomings of this approach. . .. 

. supposi two programs each cost $300 million in a given year. If they cost the same 
amount the following year, there is no new spending. Now suppose the government sets 
priorities, inrlreasing the mote effective of the two programs by $100 million and cutting 
the less-effective program by the same amount. Total costs do not rise. But under th~ 
accounting ~ethod used by those who contend the budget contains $150 billion in new 

I . 
spending, th~s shifting of funds between programs is said to constitute $100 million in 
new spending. " 

The sec~nd problem with the $150 billion number is that it counts the cost of the tax 
cuts the Adrrhnistration has proposed. Some who have used the $150 billion figure have 
made clear t~is figure includes tax cuts as well as program expansions; others citing this 
number havJ not been as careful and have implied the budget contains $150 billio;n in 
new spendin~. In any event, all of the tax cut proposals are paid for by closing various 
tax breaks. I 

Determining the actual amount of new spending the budget contains is 
straightforw~rd. One compares the amount of program spending that would occur if 
there were no changes in policy to the amount of program spending under the 
Administratibn's budget proposals. This shows the budget includes $82 billion in new 

d· I f'Ive years. spen mg over 

As not~d elsewhere in this piece, this $82 billion in added program expenditures 
would be finknced primarily from $65.5 billion in payments anticipated as a result of 
enactment" ot tobacco legislation. The other $16 billion would come' from added revenue 
raised primahly by reinstating some expired environment""l taxes levied on corporations 
and on hazatdous substances and by converting the airline ticket tax to a user fee. 

A portibn of the $82 billion in added expenditures would be used for activities 
universally ~greed to be a necessary part of any tobacco legislation that can pass, such as 
relief for tobtcco fanners, expanded smoking cessation programs, increased research into 
tobacco-related health problems, and funds from tobacco legislation that the federal 
government rould pass through to the states. . ., 
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.Taxes Would Decline a$ aPercentage of Income 

~ The bu?-get contains both pr(~)vision:s that~w.,otiJ.d increase taxes 'and provisions .'~' 
that would reduce taxes. It raises $23 billion over five years in ineasures to broaden the 
tax base (Le., tb close Unwarranted or low-priority'tax expenditures) and uses these 
proceeds to fi~ance virtuallY-all of the $24 'billion it proposes in new ta~ cuts. . :,>' , . 

. The bu1get wo~id result in a net gain'of $16 billion o~er five years in revenue, 
,exdusive of tHe·articipatedtobacco payments.· The n~t gain would ~omeprimarily 
from remstatiitg an environmental tax that is levied oncorporations and used to finance' 
the clean-up df toxic waste sites, along with related excise taxes on hazardous .. 
substances thAt also are used to finance, clean-ups (both types of taxes expired at the 
end of 1995) ahd from converting the airline ticket ta~to ause(fee that would, 

. ,I ' 	 ""e'.'." . ,

somewhat boost government' receipts. ' .',,': ., ,: , '" ' 

, The"l}e~ increase.in r~ceipts' (exclusive of the, t?bacco monies) w~uldbe very, . 
'small- about $3 billion a year, or a fraction of one-ter:tth6fonepercent of GOP. 

. F:1ll"theJmore, over the next five years, the typic,al family would experience tax 
reductio~s, ri~tta'x increases. This wol;lld occur prim.i3-rily because the ta?, cuts enacted. ' . 
as part of last Iyear'!:! budget agreement phase in over a number of years, so that a new 
tax cut effectively kicks in e:ach year. For example; between 1998 and 1999, the child tax' 
credit will,risJ from $400 to$500per child, while the ~mount of interest payments on '," ' 

, . 	student loan:s Ithat a taxpa.yet'may' deduct rises fro'm' $1,000 to $1,500: ''Income limits on , 
tax-deductible contributions to Individual Retirement Accounts also will rise in 1999. 

, ~oIIle,Jrg~e that the proceeds anticipated from t~bacccil~gisla~oh constitute a, " " 
tax increase.' At present, it is 'not ,knoWn whether these prdceeds would come in the ' 
form ofpaymbnts from tobacco manufacturers or as an excise taxon tobacco products 

. (the Adminis&ation's budget indicates it favQ.rs payments, from the manufacturers), but 
"~he differencelis not espedally.si~ficant from a policy or ec?no~c ~tandpoint. There', 
IS broad agreement th,at the prmcipal goal of any tobacco legIslation IS to reduce ' 
smoking,espJcially ainong youth, arid that one of the principal means of doing so is to 
:raiSe the pricJofcigarettes. Extracting payments from tobacco manufacturers (which 
are then pa~sJd through to consumers in the form of higher cigarette prices) ~nd 

,', 	

imposing an, Jxcise tax on cigarettes are two m'ethods to achieve the, same go'al·- to 
raise cigat:ettJ prices andthere1:>Y dis~ouraging smoking.", ' , " . 

pOliciel that raIse the,price of cigarettes todeter smoking ~nJd protect AIri~ricans' 
I ' 	 . ' health are not what most Americans think of when they hear talk of tax increases that 

cause them td keep less of what theyearn. But even' if the revenues',the Administration 
a~ticipates re~eiving from tobacco legislation are counted as new taxes, the percentage 
of ,income tha!t:Americans pay in ta,-,es still would edge down a bit under the Clinton 
budget. ' , '. ';, ',' " . . . . " " , 
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~' . TOda;,lfederal taxes equal19.9 pe~cent 'of the Gross Domestic Prod'uct, which 
essentially means that taxes equal,about one-fifth of .the national tncom,e. T~e budget. 
shows that ev~n if the tobacco revenues are counted, tax~swilledge down slightly to . 
19.7.per.cent of GDP in 2002. In four of the next five·years~ taxes would be lower as a 

. I· .. . 
percentage pf FDP under the Administration'~ budget than they are today. (Some .' . 
Administratiqncritics.are citing the single yeari~ whi~l:t re"enues would tick up 
slightly asa p~rcentage of GDP - that is, 1999- and not mentioning that the trend 
would be doJnward.) The·typiCal f~ritily will pay less of its income in. taxes, not' 
more.2 . 

, ", .' ' .,"'1 

,,' 

,'". ,I 
" .," 

., 


2 It is worth JOling that Treasury da~ sh'ow the typical or ~edian family now pays ~ lower percentage 
. • r .' 

of income in fed'eral income and payroll taxes .t~an at any.time·in th~.past 22 years. . , 
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MARRIAGE PENAL1"IES AND BONUSES IN THE INCOME TAX 

by Iris J. Lav and Alan Berube 
(I 

J ' 

. . I 
Summary 

I 

"Mkrriage penalty" tax relief is high on the agenda this fall as Congress returns 
from receSs. In this year's budget resolutions and ina variety of subsequent 
pronounc~ments by House and Senate Republican leaders on tax cut plans, providing 
relief froJ the "marriage penalty" has been mentioned as a priority .. 

. ~ge penalty relief means that federal income taxes would be reduced for 
married cbuples who currently owe more tax than they would owe if they were able to 
file as single individuals. Many marriage penalty reduction proposals, however, are 
very costly and provide the bulk of their tax relief to higher-income couples who least 
need it. In addition, a number of proposals increase marriage bonuses for couples that 
alrea~y rJceive such bonuses under current law. 

• Most proposals that significantly reduce marriage penalties are expensive. 
A proposal by Representative Jerry Weller (R- IL) that is co-sponsored by 
a majority of House members would allow couples the choice of filing 
jointly or as two single individuals. This proposal would cost $20 billion a 
year. Another proposal (also introduced by Representative Weller and 
. referenced in this paper as Weller II) would set the standard deduction for 
married couples at twice the value for single filers and set the width of the 
tax brackets (the amount of income taxed at each progressive tax rate) for 

. couples at tWice the width of the brackets for single taxpayers. This 
Weller II proposal would cost $32 billion a year. 

• More limited marriage penalty reduction proposals also .can carry a 
significant cost. Various proposals to increase the standard. deduction for 
mar~ied couples - such as measures proposed by Representatives Nancy 
Johnson (R-CT) and Sam Johnson (R-TX), Representative Jim McDermott . 
(D-WA), and Senator Phil Gramm (R-TX) ~ cost between $4 billion and $9 
billion a year. 

I . 820 First Street, NE, Suite 510, Washington, DC 20002 F:\sfp\iris\3marrevis.wpd 
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• 	 High cost marriage penalty reduction provisions might be incorporated 
into a tax bill in ways that make them appear less expensive, such as with 
'a gradual phase-in. While gradually phasing in these provisions could 
reduce their cost over the next five or even ten years, the full cost 
ultimately would be felt when the provisions take ·full effect .. 

• 	 Many marriage penalty reduction proposals provide the bulk of their 
benefits to higher-income families. Weller I and Weller II would each 
provide over 80 percent of their tax benefits to couples earning more than 
$50,000 a year. An alternative approach, restoring the two-earner ' 
deduction that existed prior to .the Ta;>e Reform Act of 1986, also would 
provide more than 80 percent of its benefits to taxpayers with incomes 
exceeding $50,000. Yet couples with incomes exceeding $50;000 make up 
less than half of all joint filers and 20 percent of all taxpaying households. 

Most proposals thatseek to reduce marriage p~nalties below their current level 
do not create atax code unbiased toward marriage. Instead, they introduce further 
inequities between single taxpayers and married couples or among married couples 
with different earnings patterns. 

• 	 The current tax system does not penalize marriage overall. The tax code 
provides more marriage ~onuses 'than marriage penalties - that IS, there 
are more couples whose taxes are reduced as a result of marriage than 
there are couples for whom marriage increases their taxes. Among all 
families filing joint tax returns, the Congressional Budget Office finds that 
51 percent receive marriage bonuses and 42 percent experience marriage 
penalties. CBO has reported that in 1996~ the amount of marriage bonuses 
exceeded the amount of marriage penalties by $4 billion. 

• 	 Moreover, this CBO estimate of marriage bonuses and penalties may 
undercount the extent to which the current tax system results in marriage 
bonuses. In deriving this estimate, CBO assumed that prior to marriage, 
the first child of the couple was on the tax return of the higher-earning 
spouse, the next child ,was assigned to the lower-earning spouse, and all 
additional children were assigned to the higher-earning spouse. 

If marriage penalties and bonuses are calculated under an alternative CBO 
'. assumption: that all children are claimed by the lower-earning spouse 

prior to marriage, ,57 percent of families have marriage bonuses and 39 
percent experience penalties. Under this alternative assumption, marriage 
bonuses exceed marriage penalties by $30 billion rather than $4 billion. 
The actual situation is probably somewhere between these two 
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The JohnSon and Johnson Proposal 

A proposal to be introduced by Representatives Nancy Johnson (R-CT) and Sam Johnson (R­
TX) reportedly reduces marriage penalties by increasing the standard deduction for married couples. 
The detaiIJ of the Johnson and Johnson proposal are not available as of this writing. 

nl report looks at various other marriage penalty reduction proposals that expand the 
standard deduction. As compared to more far-reaching marriage penalty reductions proposals such as 
'Weller I" lmd 'Weller II," a standard deduction increase targets a greater proportion of benefits on 
middle-inJome taxpayers .. Most higher-income taxpayers have enough expenses to itemize their 
deductio.J and do not use the standard deduction. . ' . 	 . 

AI downside of this approach is that increasmg the standard deduction for married ~ouples 
does not distinguish between couples that need marriage penalty relief and those that do not. As a 
result, it ~ould substantially increase the size of current-law marriage bonuses for many couples 
currently teceiving such bonuses under current law . 

. Moreover, a standard deduction increase does nothing to relieve the marriage penalties 
experienc~d by' low- and moderate-income families that arise from the phase-out of the Earned 
Income T~x Credit. Additional, specific provisions - such as those included in Senator Phil Gramm's 
amendmeht to the McCain tobacco l~gislation or the McDermott/Neal bill described i:h this report ­
are requir~d to extend the marriage penalty tax relief to working families receiving the EITC. It is 
unclear atlthis time whether the Johnson and Johnson proposal includes such provisions . 

. sets of assumptions, although it is likely to be closer to the $30 billion than 
$4 billion marriage bonus estimate. A Congressional Research Service . 
report points out that it may be more realistic to assume that children are 
claimed by the lower-earning spouse prior to marriage because 85 percent 

. of children who live with one parent live with the mother. 	 . 

Some of the proposals to reduce marriage penalties would further increase 
the bonuses married couples receive under current law. For example, 
under the Weller II proposal, which sets the width of the tax brackets and 
the size of the standard deduction for married couples at twice the values 

.. 	 that apply to single filers, a person earning $64,000 who marries a person 
with no income could see his tax bill decline more than $5,000, a drop of 
more than 40 percent.' Under current law, such a couple already receives a 
tax bonus if they marry. . 

• 

Under this proposal, a married couple with income of $64,000 would pay 
41 percent less income tax than a single person with the same income. 
Such large discrepancies are likely to be viewed as unfair. If enacted into 
law, they could give rise to future demands for additional tax relief for 
single taxpayers. ) 
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• 	 The Weller lproposal, which provides couples the option of filing jointly 
or ~s two single individuals, would not lead to inequities between single 
people and married couples as Weller IT does, but Weller I would create 
new inequities in the tax code's treatment of different types of married 
couples., 

Under current law, couples with the same income and circumstances 
, always pay the same amount of tax. Under Weller Ii however, married 
couples with the same income, same number of dependents, and same 
expenses would pay different ,amounts of tax, and the discrepancies in tax 
burdens between couples ~iththe same incomes could be quite large. For 
example, under the Weller I proposal, a family in which a husband earns 
$64,000 and the wife does not. work would pay $1,400 more in taxes than a 
couple in which both members w<?rk and each earns $32,000. Such 
discrepancies would likely be perceived as inequitable and could cause 

, ,single--earner couples to petition for comparably lower tax bills., 

Research suggests that marriage penalties and bonuses in the tax code have little 
effect on marriage rates. To the extent that studies find any effect of tax considerations 
on the decision to marry, the effect on marriage decisions for every tax dollar foregone 
has been found to be small. For example, the findings of a recent study by economists 
James AIm at University of Colorado and Leslie Whittington at Georgetown UniversitY 
imply that eliminating half of the marriage penalties - a slightly greater percentage 
than are eliminated by Weller IT - might over time lead to an increase in the proportion 
of women between the a'ges of 15 and 44 who ar~ married from 52.9 percent to 54.2 
percent. If the Weller II bill were to produce that result, however, the increased 
marriages would come at a very high price.....; the cost to taxpaye~s would be $380,000 
over 10 years for each additional woman who marries. ' 

1 
For these reasons, the case for marriage penalty relief at this time is not strong. If 

policymakers choose to go down this path, however, there are various ways that 
, marriage penalty relief can be better targeted to the lower- and moderate-income 
taxpayers for whom marriage penalties represent a larger share of income than they do 
for higher-income couples.' The ways to target relief include: setting specific income 
limits on who can use marriage penalty relief provisionS; allowing a deduction for 
second-earners with modest wages; changing a provision of the tax code uS,ed most 
heavily by lower- and moderate-income taxpayers; and including specific language and 
provisions that change the marriage penalties associated with the phase-out of the 
EITC. 	 ' 
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Sources of Marriage Penalties and Marriage Bonuses ' 

. MaLiage penalties are not an explicit additional tax on joint filers. Instead, they 
arise whe~ a' couple experiences a greater tax liability than it would if the two members. 
were to fil~ as single individuals. These penalties are created by provisions throughout 
the federal income tax code designed to treat the combined income of joint filers 
different1~ than the income of two single filers. 'The most widely used provisions that 
may give hse to these penalties are the standard ,deduction and the joint filer tax 
brackets. I ' ,' , 

Th~ standard deduction is $4,250 for single filers and $7,100 f()r joint filers in 
1998. So fwo unmarried people filing as single individuals will together have claimed 
standard deductions of $8,500, but must use the joint filer standard deduction of $7,100 
after theylmarry. The smaller standard deduction results in larger taxable income and 
thus a higher tax.' , 

, 5JilarlY, the amoun~ of taxable income ta~ed at each of the progressive 'tax rates 
- 15 perc~nt, 28 percent, 31 percent and so on- is different for single taxpayers and 
joint filers. For single filers, the 15 percent tax 'rate is applied to all taxable income up to 
$25,350 rd 1998. So two unmarried single filers could each have as much as $25,350 ' 
taxed at the 15 percent rate, for a total of $50,700 taxed at 15 percent. If the two 
individuJls marry, however, the amount of their taxable income that is taxed at the 15 

I ' 

percent rate would decline to $42,350 .. The remainder would be taxed at the 28 percent 
rate, creating a "marriage penalty.". (See Table 1. Note that taxable income means income 
after deductions and exemptions have been subtracted. Married couples typically have 
adjusted ~oss income much higher than $42,350, and singles have income ,above 

,$25,350, gefore they fall into the 28 percent brackets.) , 
: '. '. 

On the other hand, some couples marry and receive a "marriage bonus." For 
example, iunder current law there would be a large tax savings if.~ single person with 
taxable income of $40,000 married a person whq is not working because he or she is in 
school orlcaring for a child. Before marriage, nearly $15,000 of the worker's taxable 
~come 'l0uld have been taxed at the 28 pe~cent rate. After marriage, all of the income 
IS taxed atthe 15 percent rate.' ' , .I . , 

Whether the couple experiences a net loss due to joint filing (a marriage penalty) 
or a net gain (a marriage bonus) depends on the distribution of earnings between the 
spouses. ICouples in which earnings are spIlt relatively equally ,between husbands and ., 
wives are more likely to experience marriage penalties. Couples in which one member 
has little pr no earnings will generally have marriage bonuses. 

5' 




Table 1 

1998 Federal Income Tax Parameters 


. ' Single Filers Joint Filers " 

Taxable Income* 

15% r,ate applicable: $0 to $25,350 ,$Oto $42,350 

28% rate applicable: $25;351 to $61,400 $42,351 to $102,300 

31% rate applicable: $61,401 to $128,100 $102,301 to $155,950 

36% rate applicable: $128,101 to $278,450 , $155,901 to $278,450 

39.6% rate applicable: $278,451 andup $278,451 and up , 

Standard deduction: 

*Taxable income is income after deductions and exemptions have been subtracted. For 
example, a couple with two children earning $60,000 would haye taxable income of no 
more than $42,100 after subtraction ofthe standard deduction of $7,100 and personal 
exemptions ~f $10,800. Taxable income could be less if the couple itemizes deductions 
rather than using the standard deduction. All of this couple's taxable income would be 
taxed at the 15 percent rate. ' 

Low-income Marriage Penalties and Bonuses 

Low-income families sometimes face marriage penalties or bonuses that stem 
largely from a different provision of the tax code, the Earned ,Income Tax Credit. For 
many low-income families, the combination of,the personal exemptions, the standard 
deduction, the child credit, and (if applicable) the dependent care credit eliminates their 

'income tax liability; these features of the tax code cannot cause marriage penalties. But 
the structure of the Earned Income Tax Credit affects these families. 

The Earned Income Tax Credit for families with children is a refundable credit 
for low- and moderate-income taxpayers who have earnings from work. The credit is ' 
structured so it phases out gradually for fam;Iies with incomes ,in excess ofa specific 
level. In 1998, the phase-out range begins when gross income reaches $12,260 and 
continues through gross income of$26,473 for families with one child and $30,095 for 
families with, two or more children., Figure 1 illustrates the structure of the EITC. To 
the extent that combining the earnings of two people as a res'llit of marriage boosts their 

, , 	 income to a point in the phase-out range at which they receive a smaller credit than one 
or both of them would have received if still single (or raises their income to a level that 
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makes them ineligible for the EITC), the family can be said to experience a marriage 

pe~alty. I .' .... . . 
A low-incoJ,ne marriage penalty related to' the EITC would occur, for example, if 

a low-incdme man married a low-income woman who had similar earnings and was 
raising twb children. Table 2 shows how the marriage penalty comes about for such a 
man and *oman if they each work full time ~hroughout the year at the federal 
minimum Iwage. Ifunmarried, the man would file as a single taxpayer, while the 
woman would file as a head of household and claim an EITC for her two children. 
When thef are unmarried: the man pays $564 in income tax while the woman qualifies 
for a $3,756 refund - the maximwnEITC for a family with two children in 1998. Their. 
combined I[refund thus is $3,192. If they marry, the couple's combined income of $21,424 
puts them in the phase-out range of the EITC. As a result, their combined refund is 
reduced nom $3,192 to $1,826, yielding a marria,ge penalty of $1,366. . .' 

ThJ EITC creates marriage bonuses as well as marriage penalties. When a person . 
raising a child has little or no earnings and marries someone who has modest earnings, 
the familylcould become newly eligible for an EITC or eligible for a larger EITC and . 
thus receive a sizeable marriage bonus. .' . 

. I . .... 

Consider, for example, the father and mother of two children who are not 
married a~d live apart. The mother stays at home to care for the children and does not 
work; she ~ay live with her parents or receive welfare payments. Since the mother 

I . 
does not heave earnings from work or any other taxable income, she pays no income tax 
and recei~es no EITC The father works but cannot receive the EITC for his children 
because h~ does not live with them. If the father .earns $21,400 a year, he would pay 
$2,168 in income tax. If he marries the mother of his children, however, the family 
would rec~ive a $1,831 refund. In this case, marriage resulted in a marriage bonus of 
$3,999, primarily as a result of the EITC (See Table 3.) . 

. . I' . . 
Most of the marriage penalty reduction proposals that h~ve received widespread 

attention T including proposals that change the applicable tax rates or enlarge the . 
standard deduction - would'do little or nothing to address the marriage penalties 
associated! with the EITC Two separate proposals by Senators Phil Gramm and Tom 
Daschle·tHat the Senate considered earlier this year during debate on tobacco legislation 
did, howerer, address EITC-related marriage penalties. Specific strategies suchas those 
included ip. the Gramm or Daschle bills are required to address penalties that result 
from the ~hase-out structure of the EITe. These are discussed below in the section 
entitled "Addressing Marriage Penalties in the EITC" . 
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Table 2 

Low-Income Marriage Penalty Example 


1998 Taxes 


Income 

, Exemptions 

Standard Deduction 

Taxable IflcQme 

Tax (at 15%) 

Child Credit 

Tax after Child 
Credit 

EITC 

Liability /(Refund) 

.' 	CombiIied Refund 

Marriage 'PenaltY 

Man 

(no children) 


$10,712 


($2,700) 


($4,150) 


$3,762' 


$564 


$0 


$564 


($0) 

$564 

Woman ' 
(2 children) 

',$10,712 

($5,400) 

($6,250) , 

$0 

$0 

$0 

$0 

($3,756) , 

($3,756) • 

($3,192) , . 


'Couple 
(2 children) 

$21,424 

($10,800) 

($7,100) 

$3,528 

$529 

' $529 

$0,. 

($1,826) 

($1,826) 

($1~826) 

$1,366 . 

, Marriage Penalty Reduction Proposals ' 

A number of different types of proposals to reduce or eliminate marriage , 
,penalties have been discussed. As of this writing, it is unclear which of these proposals 

, might be included in House or Seriate Republican 'leaders' tax proposals. This paper 
,focuses on two proposals we call "Weller I" and "Weller II" because'these bills have been 
. the most widely discussed and supported approaches to eliminating portions of 

marriage penalties. Other approaches are described in the box on pages 11-12. 


, . 

. . " 

"Welh!r lit . 

A proposal that has attracted a significant amount of attention and support - it 
has 238 cosponsors - is H.R. 2456, the Marriage Tax Elimination Act (Called "Weller I" 
in this report.) Sponsored by Representative Jerry Weller (R-IL), the bill would give 
married couples two different options for filing their taxes. The couples could file 
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Table 3 

Low-Income Maniage Bonus Example 


1998 Taxes 


Man Woman Couple 
(no children} {2 children} (2 children) 

Income 
I 

$21,400 $0 $21,400 

Exemptions
I 

·($2,700) ($0) ($10,800) 

Standard Deduction 
I 

($4,150) ($0) ($7,100) 

Taxable Income 
I 

$14,450 $0 $3,500 

Tax (at 15%) 
! 

$2,168 $0 $525 

Child Credit $0 $0 $525 
I 

Tax after Child 
I 

$2,168 $0 $0 
Credit 

! 

EITC ($0) ($0) ($1,831) 

Liability / (Refund) $2,168 $0 ($1i831) 

~arriage Bonus $3,999 
I 

jointly, as the vast majority of couples do under current law. Alternatively, couples 
would ha~e a new option under which a husband and wife could file as if they each 
were single individuals, but they would file together on the same tax return. Under the 
latter opti6n, each spouse would report his or her earnings and other income 
separatelyt unearned income such as investment income would be allocated according 
to a set of detailed rules. Each spouse's income would be taxed using the deductions 
and rates ~pplicable to single persons.1 .. . . 

1 The seJarate filing option would allocate unearned income, such as that received through 
investments) to the spouse that owns those investments. Thus, if an asset like a home or a stock portfolio 
is in only on~ spouse's name,· that spouse would pay the taxes on all proceeds from the sale of that asset. 
If a couple itemized deductions rather than took the standard deductions, itemized deductions that 
apply to bo~ spouses (the mortgage interest on a jointly-owned home, for example) would be allocated 
based on eacr spouse's share of total income. Thus, a spouse reporting $60,000 in income out of the 
couple's combined income of $80,000 would be allowed 75 percent of the deductions resulting from 
jointly-incuJed expenses. The exemptions for dependents also would be allocated in this manner .. 

i 

Once each spouse determines his or her taxable income, the income tax would be determined by 
applying the Isingle filer tax brackets and tax rates. After that point in the tax calculation, however, the 
spouses woulid be treated as joint filers. Tax credits would be subtracted from the joint liability of the 
couple, as if the spouses had filed a joint return. 

I 
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The Weller I approach gives each couple the opportunity to make two different 
tax calculations and to pay the lower of the two taxes. As a result, couples that get a 
marriage bonus under current law would continue to do so. Some couples that 
experience marriage penalties under current law would see their tax bill drop. 

This Weller separate-filing option does nothing to reduce or eliminate marriage 
penalties experienced by low-income working families as a result of the Earned Income 
Tax Credit phase-out. For purposes of computing tax credits, the Weller scheme treats 
the couple as filing a joint return, identical to the way that couples are treated under 
current law. Once the taxable income and amount of income tax for each member of a 
couple choosing the separate filing option is determined, the amount of taxes owed by 
each member of the couple is added together and current joint filing rules for 
computation of tax credits are employed. 

As a result, a couple with income of $300,000, half of which is earned by husband 
and half by the wife, would have its marriage penalty of slightly more than $7,500 a 
year eliminated under the Weller separate filing option. But a family with income of 
$21,400, in which the husband and wife each work full time at the minimum wage, 
would continue to pay its nearly $1,400 marriage penalty. 

Weller lwould add a substantial amount of complexity to the tax calculation and 
could increase tax calculation errors. Many couples would .calculate their taxes under 
each alterriative and then select the smaller liability. Moreover, as noted, the proposal 
requires detailed rules for allocating unearned inco~e from joint investments, itemized 
deductions resulting from joint expenses, and exemptions for children. 

Weller I also would create some additional tax inequities that do not exist under 
current law between couples in which one spouse is the sole or primary bread-earner 
and two-earner couples whose income is more evenly derived from each spouse's 
earnings. Under current law, all couples with the same taxable income - that is, the 
same income, number of dependents, and deductible expenses - pay the same amount 
qf income tax. Weller I reduces taxes, however, only for couples in which both spouses 
are working .. Reducing taxes for dual-earner couples but not single-earner couples 
means that some families with "stay-at-home moms" would pay higher taxes than 
families with the same taxable income and both spouses in the workplace. 

Some supporters of marriage penalty relief - particularly those of a more 
socially conservative viewpoint - have 'considered it problematic to favor dual-earner 
couples over couples in which the wife is a homemaker. As a result, alternative. 
proposals have been introduced to allow couples to split their earned and unearned 
income ~d file as individuals regardless of which member earned the income. The 
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Major Marriage Penalty Reduction Proposals 

Legislators in the 105th Congress have offered a number of proposals to reduce marriage 
penalties. IThe major approaches to marriage penalty relief under consideration 'and the bills 
that would implement those approaches are described below. 

"Weller l"I-AlloW couples the option to file as singles. H.R. 2456, the Marriage Tax . 
Elimination Act, was introduced by Rep. Jerry Weller (R-IL) and is co-sponsored by 238 
members. I(A counterpart bill, S. 1314, is sponsored by Senator Kay Bailey Hutchison (R-TX) 
in the Senc;tte.) This bill would give married couples the option of filing either jointly or as 
single individuals on the same tax return. For couples choosing the single-filing option, the 
husband ahd wife each apply to his or her ownincome the standard deduction and rate . 
schedule ~pplicable to single individuals; they thus would have the same tax liability as 
when single. The bill adds significant complexity to the tax calculation because many 
spouses w'ould calculate their taxes under each alternative and then select the smaller 
liability. Ih addition, this proposal requires detailed rules for allocating unearned income 
from joint!investments, itemized deductions resulting from joint expenses, and exemptiQns 
for childr~n. For purposes of calculating the Earned Income Tax Credit and other credits, the 
couple is ~eated as if it had filed a joint return. As a result, this bill does not relieve marriage 
penalties for most low-and moderate-income taxpayers that arise from the structure of the 
EITC COS[: $20 billion a year (Joint Committee on Taxation). . 

Riley - Allow couples to split their income equally. H.R. 3104, sponsored by Rep. Bob . 
Riley (R-Az), would allow couples to split their combined taxable income into two equal 
parts regardless of which member of the couple earned the income. Senator John Ashcroft . 
(R-MO) h~s introduced a similar bill (5. 2312). Each spouse would compute the tax on his or 
her half ofl the couple's joint income based on the rates applicable to single filers. For dual­
income couples, this bill would reduce marriage penalties in the much the same way as 
Weller 1. UriIike Weller I, however, the Riley bill also would cut taxes for many couples 
currently teceiving a marriage bonus: A one-eamer couple with $50,000 in taxable income 
for which ~ome portion of the income is taxed at the 28 percent marginal rate could split its 
income, w~th the result that all of the income would be taxed at the 15 percent rate. This bill 
also would increase the size of the standard deduction for married couples to twice the size 
of the stanaard deduction for single filers. Like Weller I, the Riley bill computes credits 
based on j9int tax liability and consequently offers little marriage penalty relief to low-and 
moderate-income taxpayers. Cost: $31 billion a year (Joint Committee on Taxation), 

"Weller II',' - Increase the size of joint filer brackets and standard deduction. H.R. 3734, 
also offered by Representative Weller, would have much the same effect as the Riley bill. . 
The tax br~ckets - the amount of income that is taxed at each progressive rate - for joint 
filers wou~d be set to double the width of the brackets for single filers. As under the Riley 
income-splitting approach, a couple would have twice as much income taxed at the 15 
percent rate, and each subsequent rate, as a single person would. The standard deductionfor 
a joint filet also would be increased to twice the standard deduction for a single person. This 
would alle~iate marriage penalties that sometimes occur when two individuals with 
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earnings marry. It also would increase marriage bonuses for one-earner couples and other 
couples that already receive tax reductions under current law when they marry. Like Weller 
I"and Riley,Weller II offers little marriage penalty relief to low-and moderate-income 
taxpayers. The Senate counterpart to Weller II is S. 1999, sponsored by Senator Kay Bailey 
Hutchison. Cost: $32 billion a year (Rep. Weller). 

Herger - Restore the two-earner deduction .. From 1982 through 1986, a provision existed in 
the tax code that allowed married couples to deduct from their joint income a portion of the 
lower-eamer's income. The two-eamer deduction, as it was called, was eliminated in 1986 
as part of the 1986 Tax Reform Act's simplification measures. H.R. 2593, sponsored by Rep. 
Wally Herger (R-CA), would restore that provision, granting married couples a deduction 
equal to the lesser of $3,000 or 10 percent of the lower-earning spouse's income. Couples 
would not have to itemize deductions to claim this two-earner deduction. Cost: $9 billion a 
year (Joint Committee on Taxation). 

Daschle - Two-earner deduction. The Herger bill does little to assist low- and moderate 
income couples that experience marriage penalties associated with the EITC structure. In 
contrast, a bill introduced by Senate Minority Leader Tom Daschle that restores a two-earner 
deduction for couples with incomes below $60,000 (So 2147) includes specific language that 
would make the deduction applicable to couples receiving the EITC for families with 
children. This deduction would have the effect of increasing the amount of the Earned 
Income Tax Credit received by two-earner couples, thereby alleviating marriage penalties 
for these low- and moderate-income working families. Cost $3 billion a year. (Senator Daschle) 

McDermottIKleczka and N eallMcDermott - Increase the size of the standard deduction . 
and increase the income level at which the EITC phase out begins for joint filers. Two 
complementary bills introduced by Rep. Jim McDermott (D-WA), address marriage 
penalties that affect some middle- and low-income taxpayers. H.R. 3524 (McDermott/ 
Kleczka) would increase the size of the standard deduction for joint filers to double that of 
single filers. In contrast toWeller II, however, it would not change the width of the tax 
brackets. This would provide a modest reduction in marriage penalties for many moderate­
and middle-income couples. It also would increase the size of current-law marriage bonuses 
for other couples. H.R. 3995 (Neal/McDermott) would reduce marriage penalties that arise 
from the structure of the Earned Income Tax Credit by creating a separate EITC computation 
for joint filers ~at increases the. amount of income the couple can earn before the EITC 
begins phasing out. Cost: H.R. 3524 - $4 billion a year; H.R. 3995 -: 2.6 billion a year. (Rep. 
McDermott and Rep. Neal) 

GrammIDomenici - Increase the standard deduction for married couples and allow 
increase to benefit families claiming an EITC. An alternative method ofallowing low- and 
moderate-income families to benefit from an increase iI'). the standard deduction was 
included in an amendment to tobacco legislation introduced eailier this year by Senator Phil 
Gramm (R-TX) and Senator Pete Domenici (R-NM) and p~ssed by the Senate. That 
amendment increased the standard deduction for married couples with incomes below 
$50,000 and, like the Daschle bill described above, included specific language to allow the 
increase to benefit families receiving the EITe. Cost: approximately $9 billion year. (Sponsors' 
fact sheet) 
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Table 4 
Marriage Penalties and Bonuses Under Alternative CBO Assumptions 
I. . 

. Children assigned to both parents Children assigned to 
(primary CBO assumption)" lower-eaming spouse 

With Penalties 
i 

With Bonuses 

Penalties 

Bonuses. 

Net BonJs 

Percentage of Couples with Penalties and Bonuses 

42% 

51% 

Total Penalties and Bonuses (Billions of dollars) 

$28.8 

$32.9 

$4.1 

39% 

·57% 

$25.2 

$55.2 

$30.0 

'To calcull marriage penalties and bonuses, assumptiOns must be made about how children were 
reflected o~ tax returns prior to marriage. The assumption used for most of the calculations in the 
CBO report is as follows: the first child is assigned to the spouse with higher earnings, the second to 
the 10werJaming spouse, and all others to the higher earner. An appendix to the COO report shows 
marriage p~alties and bonuses under an alternative assumption that all children are aSSigned to the . 
lower-eaming spouse. The actual situation is probably somewhere between these two sets of . 
assumptiorb.. Note that these calculations are for 1996 taxes and do not include the impact of the child 
tax credit ehacted in 1997. .. 

I ..... . 
Source: Congressional Budget Office, For Better or For Worse: Marriage and the Federal Income Tax, June 
1997. i 

i 
rules for allocating income between the spouses for purposes of income splitting, 
however, Jre quite complex. (See description of Riley bill in box on pages 11-12.) 

"Weller II" 
i·· ........ . 


A less complex approach that produces results similar to allowing all couples to 
split their income regardless of which spouse earned the income is embodied in another 
bill- H~R.13734, the Marriage Tax Penalty Elimination Act - also sponsored by 
Representative Weller. This "Weller II" proposal would expand the siz~ of the joint filer 
tax brackets and standard deduction so they would be exactly twice the size of those for 
single filerk. Accomplishing much the sa~e goal as income splitting, it would allow 
two peopl~ each with income near the upper limit of a tax bracket to marry and still 
have all th~ir income fit within this same, lower tax bracket. 
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Unlike Weller If which allows each spouse to make a separate calculation based 
on his or her own earnings and thus assists only dual-earnet couples, the Weller II 
approach also would lower the taxes of single-earner couples. As noted above, single­
earner. couples generally receive marriage bonuses under current law. Under Weller II, 
the size of the marriage bonus single-earner families already receive would 
substantially increase. . 

. Like Weller I, the Weller'II proposal does nothing to lower marriage penalties of 
, most lower-income working families who receive the Earned Income Tax Credit. While 
the expansion of the standard deduction for married couples might seem to 
ben,efit lower-income families, most EItC recipients already have all their pre-EITC tax 
liability elirrtinated by a combination of the personal exemptions, the current standard 
deduction, and the child credit enacted in 1997. Thus, a larger standard deduction 
provides no additional benefit to them. 

Current Law Balances Marriage Penalties and Marriage Bonuses 

There is a fundamental question of whether sweeping marriage penalty relief is 
needed or desirable at this time. Research by the Congressional Budget Office shows 
that overall, the current tax system does not penalize marriage. Although nearly 21 
million couples incurred marriage perialties averaging nearly $1,400 apiece in 1996, 
another 25 million couples received bonus averaging $1,300 apiece. An additional three 
million couples incurred neither penalties nor bonuses. Among all families filing joint 
tax returns, the Congressional Budget Office finds that 51 percent receive marriage 
bonuses and 42 percent experience penalties. In 1996 the amount of marriage bonuses 
exceeded the amount of marriage penalties by $4 billion.2 

. ' 

In calculating these marriage penalties and marriage bonuses, CBO made an 
assumption that has the result of substantially understating marriage bonuses. CBO 
assumed thatprior to marriage, the first child of the couple was on the tax return of the 
higher-earning spouse, the next child was assigned to the lower-earning spouse, and all 
additional children were assigned to the higher-earning spouse. The CBO report also 
provides information on total marriage penalties and bonuses under an alternative 
assumption, that all children are the dependents of the'lower-earning spouse. The 
actual situatio~ is somewhere between the two assumptions, but ,probably closer to the 

For the purpose of calculating the tax that would be owed if couples were not married, the 
Congressional Budget Office assumes spouses each take their own earnings and divide unearned income 
and itemized deductions in proportion to their earnings. The first child is assigned to the spouse with 
higher earnings, the secpnd to the.lower-:earning spouse, and all others to the higher earner. If eligible, 
both spouses can file as head of household. CongreSSional Budget Office, For Better or For Worse: 
Marriage and the Federal Income Tax, June 1997. 
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alternative assw:nption because 85 percent of children who live with one parent live 
with their Imother.3 . ... .: 

If all children are assumed to be with the lower-earning spouse prior to 
marriage, barriage bonuses substantially exceed marriage penalties under current tax 
law. Und~r this alternative CBO assumption,39 percent of families have marriage 
penalties Jnd 57 percent have marriage bonuses. The amount of marriage bonuses 
exceeds thk amount of marriage penalties by $30 billion. . 

Jse comparisons make it clear that a balance has been struck in the tax code 
between marriage penalties and marriage bonuses. If anything, the balance tilts toward 
providing significantly more marriage bonuses than marriage penalties. The major 
marriage ~enalty reduction proposals under consideration would alterthis balance. In 
doing so, these proposals would introduce sigruJicant new inequities into the income 
tax systeml. . 

Marriage Penalty Legislation Could Create New Inequities 

i 

Marriage penalties and bonuses are the result of a compromise between 
competing! goals of the tax code. If the tax code levies the same tax on all married 
couples with the same income and circumstances, as is the case under current law, then 
the tax lia~ility of two people who marry often will necessarily be different - higher or 
lower - tHan itwas when they were single. The current tax code achieves the goal of 
tax parity, treating all married couples with the same income alike. But the current tax' 
system is rlotmarriage-neutral, because single and married people with the same 
income pay different amounts of tax. Alternatively, if the tax code were to require all 
people to file as individual taxpayers and eliminate marriage penalties and bonuses, 
married c6uples with the same income would have different tax liabilities depending on 
the portio~ of the total income the husband and wife each earned. Marriage neutrality 
would be achieved at the expense of tax parity. 

I . ' . 
.... Tab~e· 5 illustrates these tradeoffs for two couples that each have total wages of 

$64,000 bu~ have different earnings patterns. It also provides similar information for 
two couples with total income of $300,000. In each case, the couple is assumed to have 
no childrer\. (The calculations behind Table 5 are detailed in the Appendix to this 
report.) . 

Jane Gr~Velle, The Mama~e Penalty arid Other Family Tax Issues, Congressional Research Service, 
August 4, 1998. 
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Table 5 

Trade-Offs Between Tax Parity and Marriage Neutrality 


1998 Tax Uability Under Different Proposals 

Current Law 
, 

. Weller I Weller II 

Single Married Married Married 

Two People Each Earning 
$32,000 

$7,515 $8,915 $7,515 $7,515 

Bonus or (penalty) . ($1,400) 0 0 

Single Earner 
$64,000 

$12,679 $8,915 .. $8,915 $7,515 

Bonus or (penalty) $3,764 $3,764 $5,164 

Two People Each Eamirig 
$150,000 

$76,373 $83,086 $76,373 $76,373 

. Bonus or (penalty) ($6,713) 0 0 

Single Earner 
$300,000 

$88,007 $83,086 $83,086 $76,373 

Bonus or (penalty) $4,921 $4,921 $11,634 

The first line of Table 5 shows a couple in which the man and the woman each 
earn $32,000. The second line shows a couple in which one person making $64,000 
marries someone who has no. income. (Although a person with no income may bean 
unusual circumstance, similar results would' occur if the secon.d person'sjncome is 
small relative to the incQme of the primary earner.) 

Under current law, marriage increases the tax bill of the couple in which each 
spouse earns $32,000 by $1,400 or 19 percent. Both Weller I and Weller II would 
eliminate this marriage penalty, allowing the couple to pay the same amount of taxes 
after marriage as before. . 

When the· couple ~which one spouse earns the entire $64,000 is considered, the 
picture is different. Under current law, these individuals already receive a tax bonus of 
nearly $3,800 when they marry, seeing their taxes reduced 30 percent from $12,679 to 
$8,915. The Weller I proposal would maintain this marriage bonus, while Weller II 
would substantially increase· it. 

TableS also indicates how the Weller I proposal creates tax disparities among 
couples with identical incomes. The couple in whi~h each member earns $32,000 would 
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, , I. ". ' " 
pay $7,515 in tax, while the couple in whi,ch one spouse earns $64,000 would pay tax Of 
$8,915. The single-earner !parried couple would pay 19 percent more,tax than the dual-
earner married couple., ., '" , 

ThJ Weller II proposal d~es not fa~or dual-earner married famili~s over single­
, earner ma~ried families; as under current law, all married couples with the same taxable 

income wbuld pay the same tax. But Weller II tips the balance in a different direction, 
because Weller'II increases the marriage, bonus for the one-earner couple. In this' 
example, marriage causes the taxes of the one-earner couple to drop by $5,l64,.from 
$12,679 to $7,5~5. 

, . If the enhanced marriage bonus under Weller II is considered from the " 
perspecti.Je of a single individual, itlooks li,ke alarge "singles penalty." The married 
couple wduld pay 41 percent less tax than the'single individual withthe same mcome. 

·1.. . . . ... Singles Penalties . . . ..... 

, i,· '. ' . 
If a tax system has large marriage bonuses, that means it also imposes a large 

penalty fot-being single., Two people workmg next to each other, each earning $64;000, 
would ha~e very different 'tax liabilities depending on whether or not each was 
married. If the Weller II proposal were enacted, a married person would pay tax of 
$7,515, while a single person with the same income would pay tax of $12,679. Earning 
the same $64,000, the taxes of the single person would be 69 percent greater than the 

'taxes of.hi~ or her married co-worker;4 :,', ' ", , ' 

. La~e :'singles penalties"- the flip side of marriage bonuses - are likely to be· 
perceived 'as unfair by people who remain or become single for a variety of reasons. Of 
all people between the ages of 20' and 64, more than 6he-third (36 percent) are not ' 

I , 

married. .tj\lthough some of the unmarried third of the working-age population 
undoubte4ly are couples living together who could, choose marriage; that option 

I. " ",:' .' 

'4 Som~ ~ghi:argue that married couples with child~en have hi'gher expenses than single people and 
thus need lower taxes. But there are features of the tax code other than the standard deduction and tax 
bracket, thatiunder current law adjust fOf'child-related expenses. Families with children may take 
additional personal exemptions for dependents, the child credit, the dependent care credit and, if 
qualified, the Earned Income Tax Credit. These specific tax reductions available to families with children 
represent a thore efficient way to adjust for child-rearing costs. " ' , , 

, I' ""',' . , , 
, 

", .. 
A similar argument might be made with respect to whether two earner married families should have 

lower taxes than single earner families, some may argue lower taxes are warranted to c()mpensate for the 
higher expenSes of working. To the extent those expenses are child-care related, a significant share 
would beco~ered by the dependent care credit that is available solely to two-earner couples. '. 

. I ' 
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Table 6 

, 'Percent ofAll Marriage Penalties 


By IncomeCla'ss 


' .... Percentage ofOverall 
.,', P,ercentageof Tax , Penalty Amount Each 

'Adjusted Gross Income: Returns With Penalties Income Group Pays 

Less Thari $20,000 ,'5% 3% 

,39 ' $20,000 - $50,000 33' 

$50,000 - $100,000 , 43 39 
, , ,

$100,000 and Over 1'3 25 

Source: Congressional Budget Office, For Better or For: Worse: Marriage and the Federal Income Tax, 

June 1997. ' ' , ' 


'." . 

, . probably is not the situation of the v~st,maj6rity of the single people for whom "singles 
, penalties" would be increased.s ,,' " 

. . . , " . . 

, Objections to singles penalties have played a significant role in prior changes in ' 
tax policy. The tax system established by the Reven1,le Act of 1948 biased the tax system 

, greatly against single taxpayers.' In response to prior tax law, under which married 

couples with the same income paid substantially 'different amounts of taxes, the 1948 

law established mal)datory joint filing for couples. It set the:joint filer brackets and 

standard deductions for couples.at levels double those forsipgle. filers, creating an 


'arrangement si.r.riilar to the one envisioned in the Weller IT bill. As a result, the 1948 act' 
created very large marriage bonuses for some couples, similar to those fhe Weller II ' 
proposal would' create. 

Over the next.20 years,single taxpayers grew increasingly unhappy with the ' 
large "singles penalties" the 1948 act imposed on them. Their discontent culminated in 
legislation in 1969 toreduce large marriage bonuses., The Tax Reform Act of 1969 
created new tax brackets for single filers that reduced their taxes and'limited 
differentials between siI1glein<iividual~ and married couple~ with the same taxable 
income. None,w taxes were imposed on joint filers as a resu,lt of the change, but the 

. "".1'., . 

S Of the 79.6 million n~n-:elderly householdsln the country, 46.2 million are'married couple 
households and 33.4 million include only single people. Of the,33 million non~n:tarriedhoUseholds, only 
4.0 million are unmarried couple households.' , " , . '", . ',", 
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reduction in taxes paid by single individuals created some marriage penalties for 
married c6uples in which each spouse earned similar amounts of income. It also 
created marriage bonuses for couples in-which one spouse earned the bulk ofthe 

income··1 .' .' . . '. . . . . 

The balance among the treatment of married couples with different income 
I

patterns and between married couples and single individuals that was established in 
1969 contihues to be reflected in the current tax code. _Some couples experience 
marriage ~enalties, but more have marriage bonuses. There are some singles penalties, 
but single~ penalties are not as great as they would be ~f marriage penalties were 
eliminated. , 

IfJe balance is disturbed, the group disadvantaged by the change is likely'soon . 
to be askirig for further tax relief. If the Weller I proposal were enacted, married 
couples in!which only one spouse works or in which one spouse had substantially - _ 
greater earnings that the other would likely make their voices h~ard. Under Weller II, 
single people would have a basi~ for pushing for additional tax relief on equity 
grounds . 

. Marriage Penalty Tax Cuts Primarily Benefit High-Income Households 

. The leading marriage pe~alty proposals would lower taxes primarily for higher 

income fatnmes. The majority of marriage penalties occur among higher-income 

couples, ~hile more lower-income families have marriage bonuses. 


I 
Tab;le 6 shows the dis~bution of marriage penalties by income. A tax return is' 

said to include a marriage penalty if the 'couple pays higher taxes than each of the 
spouses would separately pay if they were allowed to file under the rules that apply to 
single individuals or heads of household. It shows that 64 percent of the amount of all 
marriage ~enalties are incurred by couples with adjusted gross iIi.comes exceeding 
$50,000. Tkxpayers with adjusted gross incomes exceeding $50,000 constitute less than 
half (43 pe~cent) of all joint filers and 20 percent of all taxpaying households. 

- I -. .' ­
Under broad marriage penalty relief proposals such as the Weller bills, the 

benefits oflthe tax relief would be skewed more sharply toward higher-income 
taxpayers than the distribution of the marriage penalties themselves would suggest. In 
part, this is because proposals such as Weller I and Weller II do not relieve the marriage 
penalties e~perienced by low~ and moderate-income families as a result of the EITC _ 
phase-out structure. . . 
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Table·7 
Marriage' Penalties as a 

Percenta e of Income for Affected Cou les : 

Penalties as a Percentage of . 
. Adjusted Gross Income Income for Co~ples,with Penalties 

Less'than $20,000 7.6% 

$20,000 to $50,000 3.2% 

$50,000 to $100,000' 1.7% 

$100,000 and over 1.4% 

All Incomes 2.0% 
. . 

Source: Congressional Budget Office, "F~r Better or For Worse: Marriage 
and the Federal Income Tax", June 1997. 

The Congressional Budget Office finds that the Weller II approach, for example, 

would provide 87 percent of its benefits to families with incomes exceeding $50,000 . 


. Restoring the two-earner deduction that existed prior to the Tax Refonn Act of 1986 
that allowed a deduction of 10 percent of the lower-earning 'spouses income up to a 
maximum deduction of $3,000, the approach that H~R..2593 sponsored by 
Representative Wally Herger takes, would provide 82.percent of its benefits to 
taxpayers with incomes .exceeding $50,000. 

A strong argument can be made that the taxpayers targeted for relief under these 
types of marriage penalty relief proposals are those least ~ need of relief. When lower­
income taxpayers experience· marriage penalties, the penalties tend to represent a much . 
higher proportion of their income than do the marriage pen~lties that higher-income 

. taxpayers face. Table 7 shows the size of marriage penalties in 1996 for different mcome 
groups .. The largest marriage penalties, measured as a percentage of adjusted gross 
income, are incurred by households that would receive little benefit from these' , 
proposals...:- those earning less than $50,000.' The average penalty as a percentage of 
income for those couples making less than $20,000 that have marriage penalties was 
about five times as large as the average penalty for couple~ that experience a penalty 
and have incomes exceeding $50,000. 

. The leadit:lg prop()sals to reduce marriage penalties continue the recent pattern of 
targetiti.g tax reliefprimarlly.at higher-income individuals. Thehigher':income couples 
that would benefit most from many of the marriage penalty reduction proposals are the 
same taxpayers that are receiving the lion's share of the tax cuts under last year~s 
balanced budget agreement. Low- and moderate-income working families are 
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I 
receiving little tax relief from the Taxpayer Relief Act of 1997. According to a Treasury 
Departmeht analysis, more than half the 1997 tax cut is going to the 20 percent of 
families w;ith the highest incomes. By contrast, less than one percent of the tax 
reductio~ enacted in the 1997 bill is going to the lowest-income 20 percent of families, 
and just 7.5 percent of the total tax reduction is going to the lowest-income 40 percent of 
families.6 

More Targeted Proposals 

ThJ case for enacting marriage penalty relief is not strong. If policymakers do 
choose to teduce marriage penalties, however, there are various ways that marriage 
penalty p~oposals can be better targeted to the taxpayers that arguably are in greatest 
need of relief. 

• 

• 

• 

• 

A larger proportion of the benefits of the tax relief could be targeted on 
moderate- or middle-income taxpayers if the marriage penalty relief were 
accomplished by changing a provision of the tax code that is used most 
heavily by those taxpayers, such as the standard deduction. Note, 
however, that most such proposals also increase marriage bonuses for 
couples that currently receive such bonuses under current law. 

Tax relief can be bett~r targeted on families that experience marriage 
penalties by structuring a second-earner deduction in a way that targets 
relief to second-earners with low or moderate wages. 

All of the benefits of marriage penalty reduction could be directed to 
moderate- and middle-income taxpayers by including specific income 
limits on who can use the marriage-penalty relief provisions. That also 
would reduce the cost of the tax relief. 

Marriage penalty tax relief could be targeted on low- and moderate­
income families by including specific language and provisions that lessen 
the marriage penalties associated with the phase-out" of the EITe. 

The Tr~asury analysis understates the extent to which the legislation benefits the highest-income 
taxpayers, b~cause it does not include the effects of the reductions in estate taxes included in the 1997 
legislation. The estate tax reduction benefit the heirs only of the wealthiest two percent of individuals 
who have di~d. An analysis of the 1997 Tax Act by Citizens for Tax Justice, which includes the estate tax 
provisions, finds that 78 percent of the benefits of the tax cut enacted in 1997 is going to the highest- " 
income 20pJrcent of families. " 
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Increasing the Standard Deduction for Couples 

A bill introduced by Reps. Jim McDermott (D-WA) and Gerald Kleczka (D-WI), 
H.R.3524, would increase the size of the standard deduction for joint filers to double 
that of single filers. Unlike Weller II, it would not also enlarge the width of the tax 
brackets. This approach targets a greater proportion of benefits on middle-income 
taxpayers, because most higher-income taxpayers have enough expenseS to itemize 
their deductions and do not use the standard deduction. (A companion bill described 
below extends the relief to low- and moderate-income taxpayers that receive the EITC.) 

A downside of this approach is that i:r:Lcreasing the standard deduction for 
married couples does not distinguish between couples that need marriage penalty relief. 
and those that do not. As a result, it would substantially increase the size of current­
law marriage bonuses for couples currently receiving such bonuses under current law. 

According to Rep. McDermott, the cost ofthis approach would 'be approximately 
$4 billion a year. As described below, the companion measure for lower-income 
households receiving the EITC would cost an additional $2.6 billion a year, for a total 
cost of approximately $6.6 billion a year. 

A somewhat different version of a standard deduction increase was introduced 
by Senators Phil Gramm (R-TX) and Pete Doinenici (R-NM) as an amendment to the 
McCain tobacco legislation. The Gramm amendment would increase the standard 
deduction for married couples with incomes below $50,000. It included specific 
language to allow the increase to benefit families receiving the EITC. The sponsor's fact 
sheet indicated the cost would be $9 billion a year when fully in effect. 

. Re-instituting a Two-earner Deduction with Income Limits 

. Between 1982 and 1986, a two-earner couple CQuld deduct from income 10 
percent of the lower-earning spouse's earnings, up to a maximum of $3,000. The cost of 
fully restoring the deduction, as proposed in the Herger bill,.would be approximately 
$9 billion a year. As noted above, the benefits of the restoration could not be well 
targeted with respect to income; 82 percent of the benefits would go to taxpayers with 
incomes exceeding $50,000. No relief would be available to families that experience 
EITC-related marriage penalties. 

In contrast, a measure introduced by Senate Minority Leader Tom Daschle 
during consideration of tobacco legislation in the Senate (S. 2147) would.allow a . 
deduction of 20 percent of the lower-earning spouse's earnings, but only for couples 
with adjusted gross income below $60,000. This proposal would not increase marriage 
bonuses, and it would target all·of the benefits of marriage penalty reduction on 
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I . 
families with income below $60,000. It also incorporates a provision that makes the 
marriage penalty reduction applicable to families receiving the EITe. 

. Because it lowers taxes only for two-earner couples and is specifically targeted 
on modedte- and middle-income families, the Daschle .approach costs less than either 
the McDerbott or Gramm measures. The Daschle approach would cost approximately' 
$3 billion ~ year. 

i 

Structuring a Deduction to Assist Low-Wage Second Earners 
I .' " . 

Wh¥e the Daschle approach targets all of its relief on families with gross income 
below $60,POO, it provides much smaller relief to low-income families than to those 
closer to its income ceiling. A family in which one spouse earns $25,000 and the other' 
works part! time and earns $5,000, for example, ~ould be able to deduct $1,000 (since 
this is 20 p~rcent of the lower-earning spouse's wages). By contrast, a family in which

I .
each spouse earns $25,000 would beable to ded~ct $5,000.. 

i 

An alternative approach could provide more assistance to second-earner spouses 
with low e~rnings..If the deduction were set at 100 percent of the lower"-earning . 
spouse's eArnings up to a specified amount - instead of 20 percent of :the lower-earning 
spouses' eArnmgs - the deduction would be better targeted on lower-:income families. 7 

, . 

For example, the standard deduction could be increased by 100 percent'of the lower­
earning spouse's wages up to $1,400. _ (The $1,400 figure is used beca~se it is the 
amount byl which the standard deduction for two individuals filing singly exceeds the _ 
standard d~duction for a married couple-fining jointly.) To maintain targeting, this 
type of deduction ~ould have to be limited to families with income under a specified, 

'1' Icel mg. ' , '.,, " . 
. '.1 ",' . . . , . . 

Various other combinations of approaches are possible. A two-earner deduction 
could be sh-uctured to allow a deduction of 100 percent of the lower-earning spouse's 

. wages up to a higher amount, such as $2,000 or $3,000. Ori one could allow some 
percentage: of the lower-earning spouse's wages that is between the 20 percent in the 
Daschle measure and the 100 percentdedllction for the specified amount of earnings, 
such as SO.percent of the lower-earning spouse's wages up to a specific amount such as' 
$3,000.' To bring any of these approaches within the desired cost of tax relief, the 
maximum deduction, the income ceiling, or both could be adjusted. 

Jane Gr~velle, The Marriage Penalty and OtherFamily Tax Issues, Congressiorial Research Service, 
August 4,118, p. 35. ' 
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. , Addressing Marriage Penalties in the EITe 
. 	 , 

Increasing the standard deduction does nothingto relieve marriage penalties 
experienced by low~'and moderate-income families that arise from the EITC phase-out;· 
Nor does allowing a two-earner. deduction affectEITC marriage pemilties:More 
specific strategies are required.' .. 

As discussed above, the EITC is structured so it phases out gradually for families 
with incomes in' excess of a specific level. In 1998, the phase-out range begins at $12,260 
and continues through $26,473 for' families with one child and $30,095 for families with 
two or more children. To the extent that the combined earnings of tWo people who 
marry boost the couple's income to a point in the phase-out that results in their 
receiving a smaller credit, or raises their' income beyond the: phase-out range, the family 

, experiences a marriage penalty. 

The proposals that address the marriage penalties resulting from the EITC phase­
out do so through one of two general approaches; , 

, f 

• 	 ·One approach is to modify the structure of the EITC so the phase-out 
. beginS (and ends) at a higher income level for married couples than for 

I ' taxpayers who are not married. " . 

• ,' 	 Th~other approach is to re~uce; through a deduction that applies to the' 
EITC computation, the amount of inc.ome that married couples must 
count for the purpose$ of calculating the, EITC ·phase-out. 

In eithercase, the effect is to increase, relative to current law, the amount of EITC a 
married couple can receive when its income falls in the phase-out range of the EITC 
schedule. ' 

A bill introduced by Representatives Richard Neal and Jim McDermott (H.R. 
3995).as a companion to the standard deduction increase for couples they have 
proposed takes the first approach and modifies the EITCstructure., The 
Neal/McDermott bill woulq create a separate EITC computation for joint filers that , 
increases the amount of income the couple can earn before the EITC begins phasing out. 
As noted, the phase out begins when income reaches $12,268 under current law; the ' 
Neal/McDermott approach would raise the beginning of the phase out for joint filers to 
nearly $17,000. 

'Raising the beginning of the phase out range means that married-couple families 
"with incomes up to nearly $17,000 would be able to receive the maximum EITe. In 
addition, EITC-eligible married families with incomes above that level would receive' 
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somewhatIlarger EITCs than under. current law, and the income level at which theEITC 
is fully phased out would increase.' . 
.1 . . . . . . . . '. . ' . 

The'second approach was taken by Senator Phil Gramm· (R-TX) in his 
amendmeilt to the McCain tobacco legislation. The Gramm amendment would increase 
the standa~d deduction for married couples with,incomes below $50,060. It included' 

. specific la4guage to apply the additional deduction to the EITC computation. . 
i . . " . 

Thtf Gramm proposal effectively increases the inco~e level at which the EITC 
phase-out begins by changing the pefinition of income for purposes of the EITC phase­
out. Unde~ current laWr·theincome used to determine where in the phase-out range a 
family fall~ is the, family'S adju~ted gross income or tot~l earnings, whichever is larger . 

. In the Gramm proposal, a married-couple family'S adjusted gross income or earnings 
for EITC p}irposes would be reduced by the inc~ease in the standard deduction.8 The 
effect is substantively the same as the Neal/McDermott approach; couples in the phase­
out range ~ould r~ceive somewhat larger EITCs for any given incom~ level, and the . 
income le~el at which the EITC is completely phased out for married'~ouples would 
rise. 
'. . .' 

. The Daschle proposal that was introduced in the Senate during the tobacco . 
debate also follows the second approach of allowing a deduction to reduce the earnings 
or adjusted gross income counted for purposes of computipg the EITC phase-out. In 
the Dasch1~ approach, however,·the deduction applie& to the earnings of a second 
spouse. A~a result, the change in the EITC phase-out would be more targeted, . 
applying ohIy to couples in whi~ both spouses have earnings. . 

Marriage penalty reduction proposals are costly. The most costly proposals are 

i 

i . 
Costs and Possible Backloading 

I 

. . . 
'. 

'. . 
. 
.' 

. . 

'. '..'.' 

those that Aot only reduce marriage penalties but also iflcrease marriage bonuses and" . 
that provide tax reductions to couples regardless of income level. The proposals by 
RepreseI').t~tive Bob Riley and Senator John Ashcroft for income splitting fall ,in this 
,category, a~ does the proposal referred to as Weller II in this paper. When fully in 
effect, thes~ pr()posals would cost $31 bi.11ion or $32 billion each year. ' 

~, :' . . " . . . . 

i 

8 Specifically, the language says, "Section 329(c)(2) ofthe Internal Revenue Code of 1986 (defining 
earned income) is amended by adding at the' end the following new subparagraph: I(C) MaD;iage Penalty , 
Reduction.-ISolely for purposes of applying sub~tin (a)(2)(B), earned income for any taxable year 
shall be reduced by an amount equal to the amount of the deduction allowed to the taxpayer for such 
taxable year tinder section 222 [the additional standard deduction for couples].... . 
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The next most costly types of proposals are th6se that eliminate or substailtially 
reduce marriage penalties for many middle- and upper-income taxpayers but do not 
increase current-law marriage bonuses. The proposal called Weller I in this p'aper fits 
into this category. It would cost about $20 billion each year." ' ' 

, , 

Restoring the two-earner deductio~ as it existed from 1982 through 1986 - a' 
, deduction of 10 percent of the 10wer..;earner's earnings - would bea little less expensive 

because the amount of the relief is capped. This approach would cost approximately $9 
billi0t.' a year (assuming it ~as'notextended to EITC families). ' ' ' 

, , Proposals that expand the standard deduction for married couples, such as the ' 
McDermott bills or the Gramm, amendment both,.reduce marriage penalties and 
increase marriage bonuses. These measures would cost between$6.5 billion and $9 
billion a year. - ' -, 

, Finally, ~e Daschle approach, which would provide asecond-earner deduction 
for married couples with incomes below $60,000 (including for EITC families), would 
cost approximately $3 billion a year. The Daschie amendment is targeted with respect 
to income ~d is limited to two-earner fa.milies who experience marriage penalties. (See 
,box on pages 11-12 for the description of specific proposals.) , 

, ' 

If the House majority.1eadership seeks to enact a bill with tax reductions totaling 
$70 billion to $80 billion over five-years, it might-seem that the more expensive 

. proposals such as Weller II - with 'costs exceeding $160 billion over.,five years - could 
, - not be considered. -This, however, is not the case. It is likely that one of the more . 

expensive marriage perialty reduction proposals will mov~ forward, structured to phase 
in very gradually. This would make the costs seem to fit within the total t~x cut 
number and probaply leave room for other types of phased-in tax cuts, as welL 

, The marriage penalty reduction offered by Senators Phil Gramm and I;'ete 
DomenicLas·part of the tobacco legislation, a $3,300 increase in·the standard deduction 
for married couples with the EITC changes explained above~ provides an example of 
how this might happen. When the proposal was first released, afact'sheet its sponsors 
disseminated said it cost $45 billion over five years. This represented the cost when the 
proposal would be fully irleffect. By the time the proposal was introduced as an actual­
amendment to the, tobacco legislation, howevet,the cost was down to not much more' 
than a quarter o,f the original cost --: $11.8 billion instead of $45 billion in the first five' 
years. The provisions of the proposal had notchanged. The difference was a slow 
phas~in. In the first year,25 percent of the additionaldeduction would be allowed. In 
the second through fourth years, 30 percent-would be allowed. In the fifth year, 40 ' 

-. :...... 
percent would be allowed. ,The proposal was notscheduled to'be phased in fully until 
2008, some 10 years after enactment. ' ' 
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Moreover, marriage penalty tax relief might be offered in conjunction with a 
capital gains tax cut. Capital gains tax cuts generally raise revenues in the first few 
years after enactment, because lower rates or other favorable provisions induce some 
people to ~ellassets they otherwise would have held. Once the initial surge of 
additional asset sales subsides, however, the revenue losses set in. If a tax package were 
enacted that includes both marriage penalty reductions and a capital gains tax cut, the 
increased ~evenue collected on the surge of asset sales would serve to mask the cost of 
the marridge penalty tax cut in the first few years. But once the initial period passed, 
the revenue losses from both provisions would be fully felt. As noted below, this 
would bedome particularly problematic in the years after the baby-boom generation 
begins to tetire and federal budget deficits are expected to return. 

\ 

Can a Tax Cut be Afforded? 
I .' . 

In recen~ weeks, some Members of Congress have suggested that the sizeable 
surpluses ~ecently projected by the Congressional Budget Office make it possible to cut 
taxes sub~tantially. But except for the reserve building in the Social Security system, 
which is ~eeded to help cover the large Social Security costs the nation will face when 
the baby-~oom generation retires in large numbers, there will be no significant 
surpluses iunti12006, according to CBO. Excluding Social Security, CBO projects that 
deficits w~ll total $137 billion over the next five years and that the net surplus will equal 
just $31 billion over the next 10 years. 

. EvL the on-budget surpluses that COO projects will start in 2006 prOvide no 
assuranceIthat lawmakers can safely cut taxes. Projections of surpluses are notoriously 
difficult to make accurately, as they depend on myriad assumptions about fluctuating 
economic Iconditions. This difficulty increases as projections are made further into the 

I • 
future. Mbreover, the reliability of the new CBO projections for the years starting in 
2006 is fut.ther complicated by CBO's inability to explain $45 billiori in unexpeded . 
revenue ~e government collected this fiscal year. CBO assumes this additional $45 
billion in revenue will be collected in future yea~s as well. If that does not happen, 
there mayi be little in the way of Significant surpluses in the non-Social Security budget 
at any tim1e over the next 10 years. ' 

CBP's projections thus indicate a significant degree of uncertainty about whether 
non-Social Security surpluses will emerge even in 2006. CBO cautions: 

[1]f CBO's economic projections prove to be just a little too optimistic, 
surpluses could be much lower than anticipated, while a recession similar 

. ~ . 

to !pat of the early 1990s could even produce a deficit. Likewise,' 
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surpluses could be lower than projected if the factors that produced the 
unexpected revenue~ in 1998 fade away quickly.9 

If economic conditions deviate even slightly £Tom CBO's assumptions, as could happen, 
for'instance, if the Asian financial crisis has a somewhat larger-than-expected impact on 
the U.S. economy, non-Social Security surpluses might not materialize over the next 10 

. years. 

Finally, there still is a long-term deficit problem. CBO's long-term budget 
forecasts continue to show that budget deficits will eventually return (perhaps around 
or soon after 2020) and ultimately climb to record levels. Locking in large permanent 
tax cuts now will accelerate the. year in which deficits return· and increase the . 
magnitude of those deficits. . 

For these reasons, it would seem imprudent to enact permanent tax cuts now on 
the grounds that they will be paid for either by surpluses that are really Social Security 
reserves that the Social Security system will ultimately need or by surpluses in the non­
Social Security budget that might appear in 2006. 

Alternatively, a tax cut could be financed by enacting offsetting spending 
reductions. The $101 billion in tax cuts over five years in this year's House budget 
resolution would be financed 'by substantial reductions in both mandatory and 
discretionary spending. Nearly85 percent of the $41 billion proposed reductions in 
mandatory program expenditures that have not already been enacted would come from 
programs targeted on low-income households. Yet, such programs make up less than 
one-quarter of all mandatory program expenditures.1o 

As noted above, some of the l~ading marriage penalty reduction proposals target 
approximately 80 percent of their benefits to families with incomes exceeding $50,000. 
If marriage penalty relief were paid for by the type of mandatory program expenditure 
reductions proposed in the House budget resolution, poor families -including the 
working poor - would be paying for tax relief principally for the highest-income one­
third of families. 

9 CBO, The Economic and Budget Outlook for Fiscal Years 1999-2008: A Preliminary Update, July 16, 1998, 
p.12. 

10 See Robert Greenstein and Sam Elkin, House Budget Contains Large Cuts in Low-Income Mandatory 
Program Not Included in Senate Budget, Center on Budget and Policy Priori~ies, June 12,.1998. In addition

:". '.'-' 
to the mandatory cuts, the House budget resolution would make substantial cuts in nondefense 
discretionary programs. Under the resolution, nondefense discretionary expenditures in 2003 would be 
19 percent lower than in fiscal year 1998, after adjusting for inflation. 
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Do Marriage Penalties Prevent Couples from Tying the Knot? 
I 

Adyocates for large marriage penalty tax cuts say the cuts are necessary because 
couples o'en forego marriage in order to avoid paying marriage penalties. They 
contend iliat by reducing or eliminating marriage penaltiesl more couples would be 
able to aff6rd to marry and the number of marriages would increase. Economic 
evidence ~uggestsl howeverl that the additional number of couples that would wed if 
marriage penalties were reduced is small. Most couples marry for reasons entirely 
unrelated to their tax liabilityl and research has'confirmed that providing small 

I . 

economic incentives to some couples would not significantly increase the total number 
that decid~ to wed. 

. .. EcJnomists James Aim at University of Colorado and Leslie Whittington at 
GeorgetoWn University have studied extensively the behavioral effects that marriage 
penalties and bonuses generate. In a National Tax Journal artic1el they compared forty 

I ' . 
years of data on the percentage of women between the ages of 15 and 44 who were . 
married Jith a measure of the change in income taxes women could expect with 
marriage fu each of those 40 years. (The researchers also controlled for other factors 
that could Iaffect marriage rates.) They found that for every 20% reduction in the 
average marriage penalty faced by womenl the percentage of women who are married 
would inctease by 1%1 a very small response. In other wordsl this study suggests that if 
taxes werJ changed to reduce marriage penalties by 20 percentl the proportion of 
women in Ithis age range who are married might rise from the current (1996) 52.9 
percent to !53.4 percent. '. 

ThJ research also suggests that there would be a high cost to increasing the 
proportion of women who are married through reducing tax-based marriage penalties. 
According to CB01 none of the large marriage penalty tax cut proposals currently being 
considered would eliminate more than 50% of marriage penalties in the tax codeY If 
legislationl reduces as much as 50 percent of marriage penaltiesl this research suggests 
the percen~age of women age 15 to 44 who are married might rise from 52.9 percent to 
54.2 percent. If the cost of eliminating 50 percent of marriage penalties is $20 billion a 

I . 
year (similar to Weller I) or $200 billion over 10 yearsl the government would . 
essentia~lyll spend $2501000 for each couple that married as a result. If the cost exceeds 

. $30 billion a year or $300 billion over tim yearsl comparable to the cost 9f the RileYI 
, . 

11 CBO did not evaluate a proposal comparable to Weller I, but its results for other proposals suggest 
this condusibn holds for Weller I as well. Another analysis, by the minority staff of the House Budget 
Committee, finds Weller,I eliminates 31 percent of marriage penalties; 
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Ashcroft, or Weller II proposals, the cost per additional couple married would be 
$380,000.12 ' 

Other research has found that marriage penalties do not reduce the marriage rate 
at all. Under somewhat different assumptions, Georgia St~t,e University economists 
David Sjoquist and Mary Beth Walker found that the size of the. marriage tax did not 
have an effect on the number of women marrying per' year.I3 

Both of these research teams did agree, however, that marriage penalties may 
playa role in the timing of marriage. They concluded that when marriage penalties 
increased, couples were slightly moreJikely to delay their marriage from the last 
quarter of the current year to the first quarter of the next in order to. avoid filing jointly 
in the current year. Paying $20 to $30 billion per year to speed up a handful of 
marriages, though/is clearly a poor public inve~tment. ' 

12 AIm, James and Leslie Whittington, "Does the Income Tax Affect Marital Decisions?," National Tax 
Journal, December 1995. Aim and Whittington selected 15 to 44 year-old women as the relevant . 
population for their study. The Census Bureau reported that in 1996, 52.9 percent of women between the 
ages of 15 and 44 were married (31.5 million of 59.6 million). If the percentage ofwomen who were 
married increased by 2.5 percent as a result of reducing marriage penalties, 54.2 percent of women 
between these ages would be married (102.5 percent of 52.9 percent). This additional 1.3 percent of 
married women aged 15 to 44 would represent 788,000 new couples (1.3 percent of 59.6 million). This 
means the $200 billion tax cut over ten years would e~ntially spend $253,000 for every new couple. 

13 Sjoquist, David and Mary Beth Walker, "The Marriag~ Tax ~d the Rate and Timing of Marriage," 
National Tax Journal, December 1995. . , 
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. Appendix . 
MarriagePen~ltyCalculations for Table 5 

. I .1 • 

Proposed T~x Param~ters: . , . 

Current Law Weller I WellerU 

Single .Married filing . 
jointly 

Married 
separate option 

Married filing 
jointly 

persoJal exemption' 
'.' I .. 

Standard deduction 
I 

$2,700 

$4,250 

$2,700 

$7,100 

$2,700 

$4,250 

$2,700 

$8,500. 

I.· " 
15% rate ends at 

! 
$25,350 

Tax rate brackets end at taxable inc6me of: 

$42,350 $25,350 $50,700 

28% rate ends at $61,400 $102~300 $61,400 $122,800 
I 

31% rate ends at 
I

36% rate ends at 

$128,100.. '; , 

$278,450 

$155,950 

$278,450 

$128,100 

$278,450 

.. .,.­ $256,200 

$556,900 

ITax Calculations 
I . . " 

1. Mat;ried couple, each spouse earns $32,000 a yearl 

Current Law' Weller I - separate option 

spouse 1 spouse 2 

$64,000 $32,000 $32,000 

-$5,400 :'$2,700 -$2,700 

-$7,100 "-$4,250 -$4,250 . 

$51,500 $25,050 $25,050 

$42,350 $25,050. $25,050 

. $6,352.50 $3,757.50 $3,757.50 

$9,150 $0 $0 

$2,562 . $0 $0 

$8,914.50 $7,515, 

$1,400 $0 

;;.' :'~'. 

Income 
I . 

personal exemptions 
. I·

standard deduction 

Taxable income 
I . 

income taxed at 15% 
I 

tax at 15% 
. . I' 

Income taxed at 28% 

I . taxat28% 

Total Tax 
. . . I 
Marriage P~nalty 

$64,000 

-$5,400 

-$8,500 . 

$50,100 

$50,100 . 

.. $7,515' 

$0 

$0 

$7,515 

$0 

1 In calculating marriage penalties and bonuses, the couple!s liability under the Weller I separate 
option is con~idered to be the same i\lS it would have been had the two individuals been Single. Thus, in 
the first exaniple, the couple's marriage penalty is ($8,915 - $7,515) = $1,400. 
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. . '" 

'2. Married couple, one spouse eams$64,OOO ayea,r 

Current Law. . . Weller I - separate option Weller II 

spouse 1 spouse 2 

Income $64,000 $64,000 .'$0 $~,ooo . 

. personal exemptions -$5,400: -$2,700 -$2,700 -$5,400 

standard deduction -$7,100 -$4,250 ~$4,250 -$8,500 

Taxable income $51,500 $57,050 . $0 $50;100.. 
". 

income taxed at 15% $42,350 $25~50 $0 $50,100 

tax at 15% $6,352.50 $3,802.50 $0 $7,515 

Income taxed at 28% $9,150 $31,700 $0 $0 .. 

,'. tax at 28% $2,562 . $8,876 $0 $0 

Total Tax $8,914.50 $12,678.5[Jl $7,515 

... '<."'''':Marriage Bonus $3,764 :"$0 $5,164 

~ -., 

BecauSe the Weller I separate option gives this couple a higher.total tax, the spouses would choose 
the joint filing option, paying $8,914.50 (and retaining a $3,764 marriagebonus)., .' 
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arne 1 spouseeams $150000 a year 3 M . d couPJe, eac h , 
Current Law Weller I - separate option Weller II 

.spouse 1 spouse 2 

Income i $300,000 $150,000 $150,000 $300,000 

persohal exemptions3 -$510 -$255 -$255 -$510 

itemJed deductions4 -$23,218 -$11,609 -$11,609 . -$23,218 
i 

Taxable inctome $276,272 $138,136 $138,136 .$276,272 

inco~etaxed at 15% .. $42,350 $25,350 $25,350 $50,700 
I 

tax at 15% $6tl52.50 . $3,802.50 $3,802.50 $7,605 
i 

Incorhe taxed at 28% $59,950 $36,050· $36,050 $72,100 

I tax at 28% $16,786 $10,094 $10,094 $20,188 

incOIhe taxed at 31% $53,650 $66,700 $66,700 $133,400 

·1 ~~t31% $16,631.50 $20,677 $20,677 $41,354 

income taxed at 36% $120,322 $10,036 $10,036 $20,072 

tax at 36% $43,316 $3,613 $3,613· \ . $7,226
" 

.TotalTax $83,086 $76,373 $76,373 

Marriage P~nalty $6,713 $0 $0 

. 3 Under Lent law, personal exemptions ~re reduced by 2 percent for every $2,500 by which the 
income of a high-income tax filer exceeds a specified threshold leveL For married taxpayers filing jointly 
in 1998, the threshold level is $18p,BOO. Since the Weller I language does not specifically address this 
phase-out, tHis example assumes that these rules for joint returns still apply. The $5,400 in total ' 
exemptions ~onsequent1y are reduced by $4,890, and the remainder is split between the spouses under 

.. I .. 
the Weller I separate option (in accordance with the50-5O earnings split). . 

! 

4 Accordihg to the IRS, the average tax return with between $100,000 and $200,000 income in 1996 
. I . 

claimed $23,218 in itemized deductions. Since the overwhelming majority (88 percent) of these returns 
were filed by married taxpayers, the couple is assumed to· split the $23,218 evenly under the Weller I , 
separate filing option. . 
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4. Married couple, one spouse earns $300,000 a year· 

Current Law Weller I - separate option Weller II 

.. spouse 1 ~pouse 2 

Income $300,000 $300,000 $0 $300,000 

personal exemptions ~$510 .·$255 -$255 ·$510 

iterriized deductions ·$23,218 -$23,218 -$0 -$23,218 

. Taxable income $276,072 $276,527 $0 $276,272 

income taxed at 15% $42,350 $25,350 $0 $50,700 

tax at 15% $6,352.50 $3,802.50. $0 $7,605 

Income taxed at 28% $59,950 $36,050 $0 $72,100 

. tax at 28% .. ' $16,786 $10,094 $0 $20,188 

income taxed at 31% . . $53,650 $66,700 $0 $133,400 

tax at31% $16,631.50 ,$20,677 $0 $41,354 

income taxed at 36% $120,322 ' ·$148,427 $0 $20,072 

, tax at 36% $43~16 $53,434 ·$0 $7,226. 

Total Tax $83,086 $88,OOr $76,373' 

Marriage Bonus $4,921 $0 $11,634 

Because the Weller I separat~ option gives this couple a higher total tax, the spouses would choose 
the joint filing option, paying $83,086 (and retaining a $4,921 marriage bonus). . 
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