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Mott Brief #2
February 10, 1999

Obligating Dads: Getting Low-Income Noncustodial Fathers to Do More for Their
Children Under Welfare Reform ‘

by Elaine Sorensen

In 1996, Congress fundamentally changed government’s support system for needy

farﬁilies. The most sweeping changes replaced entitlements for families with dependent children

" with block'grants to states and set time limits on how long a family can draw welfare. These
changes make private sources of income, such as child support, even more important to low-
income families. |

The new law (the Personal Respensibility and Work Opportunity Reconciliation Act of
1996, or PRWORA) also revamped the child support system. [t gave enforcement agencies more -
power to establish patemity énd collect support, at ihe same time sanctioning welfare mothers
who refuse to help in this process. It called for the creation of new national databases on court
orders for child support and on new hires—boons to administrative efficiency in finding
neglectfu] fathers. It clarified some other intc;rstatc jurisdictional issues that had made tracking
“deadbeat” dads hard and gave states the authority to revoke offenders’ professional and
recreational licenses.

These and other changes ushered in two ycars ago are expected 1o extract more child
support from poor fathers. But the new law may‘havc unintended consequences. Incentives to
pay child support to children on welfare have declined and punitive measures toward fathers have
increased. These changes may cnd up driving poor fathers farther away from the formal child

support system and their ¢hildren.
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Profile of Low-Income Noncustodial Fathers

In 1990, 3 million noncustodial fathers met the gross incomg standard for food stamp
eligibility. (In other wqrds, their family income after paying child support fell below 130 percent
of the poverty line forv two consecutive months in 1990.) That same year, 3.2 million custodial
mqthérs were poor (meaning their family incomes fell below the poverty threshold). The
similarity in the absolute size of thcse two populations suggests that fathers of poor children arc
low-income themselves. Demographic similarities add further evidence of a link between these
two populations. Most low-income no‘ncustodial fathers and poor custodial mothers are in their
twenties and early thirties, nearly half are high school drop-outs, and around 40 percent are
African-American.

Nearly all low-income noncustodial fathers worked or looked for work in 1990, but only
a quarter of them worked full-time, year-round that year. Their annual personal inéofne averaged
$6,989, which was only slightly higher than tﬁe poverty threshold for aAsin gle person that same
year (36,800). Despite their low incomes, rclatively few received public assistance (28 percent -
received food starups), and fewet have ever received means-tested employment-related services.
One-third of these fathers reported paying child support.
Negative Aspecfs of the Current System
| The current child support system provides Ii\ttle, if any, incentive for welfare families to
participate in the formal child support system and it has many punitive measures that .

disproportionately affect low-income noncustodial fathers.
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- Rescinding tée 350 Pass—Thfough

Historically, when noncustodial parents made child support paj}ments on behalf of
children on welfare, the entire amount went to the government to offset the cost of providing
welfare. Thus, noncustodial parents’ financial contributions did not dirccﬂy‘bcneﬁt their
children. Not surprisingly, custodial and noncustédial parents attempted to avoid the formal
child support system as much as possible, since it did not directly benefit their children.

In 1984, the federal government decided to create a financial connection between
noncustodial parents and their children on welfare by requiring states to pass through up to
$50/month of child support to the welfare family. The costs of this provision were split betwcen.
the federal and state govermncﬁts. This policy was rescinded in 1996; states are no longer
required to pass through to welfare families any child support paid on their behalf. They now
have the option to pass through sowme, none, or all of the child support paid on behalf of a family,
but at the state’s expense. As of December 1998, 20 states had retained some form of pass-
through while 30 had abandoned it altogether. This reform has clearly broken the financial link
between noncustodial fathérs and their children on welfare. Once again, noncustodial parents of
welfare children have no financial incenti_vo to pay child suppor! in most states. |
'] Punitive Measures that Disproportionately Affect ‘Low-Income Fathers

Before the 1996 child support reforms, child support rates were already exceedingly high

~ for low-income noncustodial fathers. Many low-income fathers pay more than half of their
income n child sixpport. This occurs, 1 part, because child support guidelines tend to be
regressive: low-income noncustodial fathers must pay a larger share of their income toward child

support than higher-income fathers do. Adding to this regressivity is the practice of issuing
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default orders and retroactive orders that outstrip a father’s ability to pay child support.

Default orders arc issued if a father does not appear in court. Since he does not show up
to indicatc his actual income, the court bases his child support award on imputed income. States‘
typically assume, at a minimum, that a father can work a full-time minimum wage job. A father
can always come forward with accurate information about his income and ask that his award be
modified, but any amount accrued must be paid even though the order does not reflect his ability
to pay. Default orders are necessary because some dads deliberately miss their court data, but
default orders that overstate a father’s ability to pay do not help these men--or their children.

Many étates set awards for unmaxﬁed parents back to the datc of the birth of the child
even if no éction was taken to establish paternity until much later. These awards rarely consider
how much the noncustodial father earned prior to the patemity demonstration or whethcr the
father lived with the child or informally contributed to the child’s well-being. Instead, courts

“tend to rely on imputed incomes that are-greatcr than the actual incomes of these fathers.
Current Opportunitics

Several provisions of the 1996 welfare reform law provide opportunities to increase the
earnings of low-income noncustodial fathers and their involvement with their children. The 1996
welfare reform law mandates employment-related services to unemployed noncustodial parents
with children on ';velfarc, and allows states to use their welfare block grants to pay for such
services. The Balanced Budget Act of 1997 provided additional funding for employment-related
services for noncustodial parents. Welfare reform also established new block grants to states to

give noncustodial fathers casier access to their children.
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o Work Activities for Delinquent Child Supporters

Just as state and federal governments provide employment-relaied services to custodial
mothers on welfare to help them become self-sufficient, so public policies should offer similar |
assistance to poor noncusto‘dial fathers so that they can meet their child-support obligations.
Prior to welfare reform, courts in nearly every state could order delinquent parents to seek work
if they reported unem'pioyment as the reason for not paying child support, but the courts had no
way 1o verify compliance with this order and no authority to order more comprehensive
employment services for noncustodial parents. In 1996, welfarc reform attempted to solve this
problem by requiring states to have procedures in placc that allow courts to order noncustodial
parents mto work activities available to welfare recipients if they are behind in their child
support, have children recciving welfare, and claim to be unemployed. The federal government
will need to determine whether states have adopted this mandate; anecdotal evidence suggcests
that relatively few states have.
4 Using TANF dollars for Noncusto&z‘al Fathers

According to the preamble to the proposed federal regulafions for the new wélfare
program, (Temporary Assistance for Needy Families, or TANF), states may use their welfare
block grant funds or their maintenance of effort (MOE) money to provide employment-related
services to noncustodial parents Qha havc children on welfare. This is because Congress did not
delineate a specific definition of family for the new chfare program, leaving it up to states to
define what a “family” is. Thus, states are frce to include noncustodial parents of TANF children
as members of the TANF family, More?vcr, if states choose to include noncustodial parents in

the TANF family, these families will still be considered one-parent families for the purposes of
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the TANF work participation requirements.
4 Welfare-to-Work Grants

Under the Balanced Budget Act of 1997, the Department of Labor must allocate $3
billion in welfare-to-work grants to states and local communities to create additional job
opportunities for the hardest-to-employ welfare recipients. Custodial parents are expected to
benefit most from these funds, but the grants can also serve noncustodial parents if their children
also haQe a custodial parent who qﬁaliﬁes for the program. Many states havc said that they plan
to serve eligible noncustodial parents with these funds. |
o Visitation and Access Gratgfs | -

Under welfare reform, Congress authorized $10 million to states for programs that make
it easier for noncustodial parents to see their children. Most stétcs arc using these funds w
augment or introduce mediation services, parent education, or visitation enforcement, delivered
through their court system. A few states, however, are using nonprofit agencies to serve families
outside of the court system in an effort to better serve unwed families who often are not yet
involved wn:h the courts. |
o Federal Waivers and Demonstration Grants

The Administration for Children and Families (ACF) of the Department of Health and
Human Services has begun issuing watvers and demonstration grants to states so that they may
use child support enforcement dollars to pay for services that enable low-incorme noncustodial
parents to be financially and emotionally connected to their children. In 1997, eight states
received demonstration grants or waivers from ACF to test comprehensive approaches to

encourage responsible fatherhood among low-income noncustodial fathers. Another 10 states,
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working with the National Center for ’Strafegic Nonprofit Planning and Community Leadership,
have recently submitted waiver applications to ACF to provide chabling services to low=-income
fathers as part of the Partners for Fragile Families Demonstration. |
Finishing the Job
| - Besides seizing the opportunities implicit in the 1996 welfare rcférm law and the 1997

Balanced Budget Act, Congress needs to consider tﬁree other initiatives that together would give-
low-income noncustodial fathers a better shot at cmploymenf and fmanc;ial responsibility for their
children.
Establish a Funding Stream to Pay for Enabling Services to Low-Income Noncustodial
Fathers

Low-income noncustodial fathers need enabling services‘ to meet their financial
obligation to their children, yet at this point there is no funding stream establishea to provide
these services. Although states may use their TANF or ‘wclfare-to-wmk dollars on this |
population, there is no directive to do so. Many states currently have a budget surplus in these
programs and are utilizing it, in part, to provide services to iow-inﬁomc fathers. But this surplus
will eventually disappear and the funding stream for services to low-income noncustodial fathers
has not been secured. |

One way to finance these ser?ic'es is to cstablish a new block grant to states. The Fathers
Count Act of 1998, a bill introduced by Representative Shaw (R-FL) in the 104th Congress did
just that, but it died before coming to a vote. President Clinton has proposed adding another $1
billion to the welfare-to-work program and would require all states to use 20 percent of this

funding on low-income noncustodial fathers. Either approach will ensure that services are
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provided to low-income dads.
. Create Incentives to Pay Child Support

As explained above, noncustodial fathers with children on welfare have virtually no
incentive 10 pay child support. An alternative approach would be to allow welfare families to
keep all of the child support paid on their behalf and disregard that amount in determining
welfare benefits, which is currently being implemented by Wisconsin. Senator Kohl introduced
legislation in the 1.04th Congress that would require all states to follow Wi.sconsin’s lead and
plans to introduce similar legislation this year. This approach would substantially increa;c the
amount of child support dollars going to welfare children. |

Qur current tax system provides no incentives to pay chllci support, even though it
provides substantial tax relicf to parents who reside with their children. The Iamed Income Tax
Credit is a case in point. In 1996, low-income working custodial parents could qua];'fy forup to
$3,556 in tax credits, but low-income working noncuétodial parents who paid their child support
could qualify for only $323 in tax credits that year. An alternative approach would be to extend
the Earned \Income Tax Credit to lou%-income noncustodial fathers who pay their child support.
. Revamp Child Support Enforcement Policies

Lawmakers need to reasscss whether current child support enforcement policies treat low-
income noncustodial fathers fairly. Current state guidélines, coupled with practices regarding
default and retroactive orders, make child support orders quite regressive, requiting low-income
noncustodial fathers to pay a considerably higher percentage of their income in child support than
higher-income fathers. |

As more children leave the welfare rolls, support from noncustodial fathers will become



~ FEB-10-99 WED 22:12 URBAN INSTITUTE / IBP FAX NO. 8334388 : P. 10

more meaﬁingﬁll to them. The incentive for fathers to pay child support will also increase oncé
they realize that a higher share of their contributions are reaching their children. Nonetheless,
this enhanced incentive to pay child support will not yield greater use of the formal child support
system unless adjustments are made tb draw in more low-income noncustodial fathers.
Capitalizing on these Oppoﬁunitiés

It is time to recognize that noncustodial fathers are a diverse population of individuals,
some of whom can’1 afford to pay much child support. For this group, insisting upon high levels
of child support without providing econormic incentives and enabling services won’t help them or
their children. What is needed are reforms that improve the capacity and motivation of low-

income noncustodial fathers to do right by their children.

About the Author

Elaine Sorensen is a principal research associate in the Urban Institute’s Income and Benefits
Policy Center. Her research focuses on child support and noncustodial fathers.
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LOW-INCOME FAMILIES AND

THE MARRIAGE TAX

Laura Wheaton

Promoting marrdage was one of the primary
goals of the Personal Responsibiline and Work
Opportunity Reconciliaton Act of 1996. Bur for
IOST TWO-carner ccmplcs, the tax svstem does not
support this goal. A couple with two children and
$11,000 in carnings cach loscs $1,491 in annual
after-tax income simply by virtue of marrage.
Marrage penalties are highest as a4 percentage of
income tor low-income couples, who are also
penalized by the phaseout of such transfer pro-
grams as tood stamps and Medicaid. Penalties from
the tax system and penaltics from the transfer sys-
tem combine to cost low-income martied couples
as much as 30 percent of their income.

Current interest in reducing marriage penalties
in the tax code provides Congress with an oppor-
tunity ro substantially reduce the tax price of mar-
riage for many low- and middle-incorne familics,

~ but only if the proposals arc designed with these

famitics in mind. Of the marriage penalty propos-
als recenty considered, some would do linde for |
lower-incomie families because they do not address
the penaltics arising from the phaseout of the
Earncd Income Tax Credit (EITC)—a retfundable
credit that subsidizes low-income familics’ carn-
ings. Others rarpet low- 1o middle-income couples
but are not efficient—providing cqual amounts of
tax relief 1o couples regardless of whether they pay
2 marrage penalty or receive a marriage subsidy.
This brief addresses the following questions:

* Just how are dusl-carner, low-income
couples penalized ander the current tax system?

* What are the pros and cons of the cwrrent
congressional proposals to remedy the marriage
penalty problem?

* What strategy would go further than these
proposals in reducing marriage penaldes for low-
income families?

URBAN INSTITUTE

Who Is Affected and How?

Not all marded couples are subject to mar
riage penaltics. Slighty over half pay lower taxes as

“a result of marriage. These couples receive mar-

riage subsidies under the tax system.  In gencral,
couples in which one. spousc carns all or most of
the income receive marrage subsidies, while those
wirh nwo similar income carners pay marage
penalties. This partern of subsidics and penalrics is
the natural outcome of 3 tax system thar is both

progressive and based on family racher than indi-
vidual income.

Currenr interest in reducing marriage penaltics
in the tax code provides Congress with an oppor-
runity to substantially reduce the tax price of
marriage for many low- and middlc-income
Samilies, but only if the proposals are designed
with these families in mind.

In 1996, the income tax systcm created $32.9
billion in marrage subsidies and $28.8 billion in
marviage penaltics, Over half of marred couples
received marnage subsidies, 42 percent incurred
marriage penalties, and 6 percent were unaffected,
according to the Congressional Budget Office
(CBO). The new child ¢redit enacted in 1997 will
reduce marriage penaltes, but if the number of
Two-earner couples contnues to grow, more cou-
ples will fage penalties in che fumre.

Higherincome couples receive most of the
subsidics and pay most of the penaltes. These cou-
ples pay a disproportionate share of penaltics
because they are more lkely than lower-income
couples to have a penalty, and their average penal-
tics are higher, As shown in fgure 1 (top panel),
average penaldes in 1996 ranged from $770 for
couples with less than $20,000 of income to
$2,640 for couples with more than 5100,000.

The Marriage Tax * 1
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of Adjusted Gross income)
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Higher-income couples are more
likely to pay penalties because they
-ar¢ more likely to have two camers;
single-carner couples incur no mar-
fage penalties.

However, even though low-
income couples pay the smailest
amounts in tax penaltes and are the
least Likely 1o be penalized by the
tax systern, those who are penalized
pay the highest share of their
income on penaldes (figure 1, bot-
torn pancl). Marriage penaldes aver-
age 7.6 percent of the income of

2 + The Marriage Tax

couples with less than $20,000, but
only 1.4 percent of the income of
couples with more than $100,000.
Under certain conditons, marriage
penalties can be much higher for
two-carner, low-income couples—
more than one-fourth of earnings if
cach spousc has two children and
earns $11,610.

Marriage penaltes and subsi-
dies vary depending on how the
couple’s income is divided between
the hushand and wife. Table 1
shows penaldes and subsidies for

P.12

low- and middle-income couples
with two children, undcr vadous
assumptions abour the wife’s
incorne as a percentage of the cou-
ple’s income. The wble assumes
that if the couple were not married,
the children would live with their
mother, who would file a head-of-

' household rerurn.

Several facrors conuibute 1o
subsidics and penaltics ar the
income: levcls shown here. If the
wife doces not earn enough 1o take
full advantage of exemptions—thc
head-of-household deduction, the
child credit, and the EITC—mar-
riage reduces taxes as the wife’s
unused tax benefits are applied to
the husband’s carnings. But couples
with two carncrs may be penalized
because the standard deducton and
tax brackers for joing filers are less
than the sum of those for a single
and head-of-household filer and
becaus: combining two incomes
often reduces the EITC.

The interacrion of these various
facrors explains the pattern of subsi-
dies and penaltics in table 1. As
scen by the substantal marrage
bonuses in the first column, single
men mparrying nonworking women
with children gain from their wives’
unuscdl tax benefits, garnering mar-
riage subsidies tanging from abour

9 percent to over 40 percent,

depending on income. But a two-
carner couple in which cach spouse
earns $15,000 is hardest hit, payving
a penalty equal to 8.8 percent of
their income—mostly from the
phascout of the EITC.

Alrernatve assumptions about
familv characreristics and tax filing
status in the absence of marriage
would yield different resuls.
Penaldes would tend to be grearter
{(and subsidies smaller) if (as CBO
assumes) each parent would claim
one child as a dependent and file
as head of household. Marriage
penaldes and subsidies would tend
to be smaller if the alternadve to
martiage is cohabirarion and the

URBAN INSTITUTE I
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man (if not acrually the father)
raises the children as his own.
Some tax analysts would omit
head-of-houschold filing status
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what would be carned by a mini-
mum-wage worker working full-
ume for a ful] year. Taxes are caleu-
lated separatcly for the husband and
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$1,491 or 6.8 percent of the cou-

" pl¢’s combined incomes.

The couple’s marriage penalty
arises from the phascour of the

and the EITC from the marrage
penalty caleuladon, arguing that
these are subsidies, not taxes.
Daing so would significanty lower
subsidy and penalty estimares at
these fevels.

. wife as if they were not martied. The
children are assumed ro live wath the
wife, who would filé as head of
household, Subtracting the sum of
the husband’s and wife’s separate
raxes from the couple’s joint tax
vields the marriage penalty of

EITC. At $11,000 of income, the
wife receives the maximum credit for
wo children—$83,656. But at
$22,000 of incorne, the couple is
well into the phaseout range of the
ETT'C and is cligible for a credit of
only $1,535, which is $2,121 less

. TABLE
‘Marriage Penalties and Subsidies as a Percentage of Couple’s Income,

by Percentage of Income Earned by Wife
{Assumes two children, fully phased-in 1997 tax law, $300 child credit)

Low-Income Families
and the EITC

Mast of the marriage penaldcs
and bonuses for low-income familics
ofginare with the EITC, The

EITC is a refundable eredit that first Couple’s Percentage of Couple’s Income Earned by Wife

reduces a family’s income tax (if any) | -—fneome ' 0 25% 50% 5% 100%
10 zero. Any remaining EITC is (810000, | _414% _ 259% ¢ 13.2% | 467 0.0%
then paid to the family. The amount $15000, | 283% - 145%

of the EITC depends on the family’s | 820000 | 197% i 59%

carned income, adjusted gross s | 830000 _ ) 87%

income (AGI), and numbcr of chil- . $40,000 9.3%

dren, In 1997, a tamily with owo 350,000 | 10.0%

children and income up to
$9,140—the phase-in range ot tie
credit—received 40 cens in BITC
payments for every dollar carned.
Those with income between §9,140
and §11,930—the flar range of the
eredit—received the maximum cred-
it 0of $3,656. For thuse carning
beeween $11.930 and $29,290—the

Nate: Shaded celly represent murtiage penalties, unshuded cells represent marriage subsidies.
Table avsumex that if the couple were not married the childmn wauld live with their mother.
who would claim them as dependents and file a head-of-houschold retumn, and that the father

would file a single retum. Taxpayers are assumed to take the standard deduction.
-| Source: Ucban Institure, 1998,

phascout range of the credit—the Marriage Penalty for a Low-Income,
EITC was reduced by 21 cents for Duai-Earner Conple with Two Children
cach additional dollar of income, (Assumes 1997 tax law with $500 child credit)
ntil reaching zero at $29,290.
¢ m»in’:%o;-\:ge wo'img i Tox If Not Married Tux If Married
marries a nonworking woman with - Husband Wife
hi . : Earnings $11.000 $11,000 $22.000
children, the couple reccives a sub- - s
Y - Less examptions 2,650 1.950 10,600
stanual EITC bonus, as much as : - -
$3.656 in 1997 if the man carned Less standard deduction 4.150 ) 6,050 6,900
berween $9.140 and $11930 and | -—Auals faxable jncome 4200 - 0 .. 4500
the gqupic had ne other income, | Tax (at 15 percent) 630 o 615
But if the wormnan works and has , -
income in the flat or phaseout range | ~-->3-Child credit : 0 : 0 875
of the credit, gewing Prrmm'cd " Less BITC _ 0 3,656 1535
reduces or cl’irninatcs the EXTC —Eauals tax lisbility 650 =3.656 -L535
Table 2 shows the marriagt;, Marriage Pepalty 31,491
- penalty for a married couple with As Percent of Income 8.8%
two children and annual earnings of
§11,000 cachmslighdv more than Source: Urban Institute, 1998, .

I
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than whar the woman alone would
receive if she were not married.

The marriage penalty from the
EITC is somewhar offsct by a mar-
rlage bonus trom the new child

-credit enacted under the Taxpaver
Relief Act of 1997. When it is fully
phascd in beginning in 1999, rax-
pavers can subtract from their taxes
$500 for each dependent child.
However, the child credit benefits
only those taxpayers who have some
taxable income. In the cxample
above, the wafe has no taxable
incomg after exermnpuions and the
standard deducton, so does not
benefit from the child credit. The
hushand has taxable income but
does not live with the children, so
cannot benefit from the child credie.
Married, the couple has eaxable
income ot $4,500 and raxes (before
credits) of $675, The couple has two
dependent children so is potengally |
cligible for a child credit of $1,000.
However, since the ¢redir is nonre-
fundable, the couple receives only
the $675 nccessary to reduce raxes
o zero. Without the child credir, the

URBAN INSTITUIE /7 1BP

couple’s marriage penalty would
have been §2,166—nearly 50
percent higher.

Proposed Marriage

Pendalty Relief

The Taxpayer Relief Act of
1998 (H.R. 4579) was recently
inroduced by Rep. Bill Archer, R-
TX, and passed by the Housc Ways
and Means Committce. The Archer
bill includes a marrage penalty relief
provision thar would set the stan-
dord deduction for joine filers at
rwice that for single filers. Several

_ other approaches to reducing mar-

riage penaltics have been proposed
during the past year. As table 3
shows, the choice of approach grear-
tv influences who would benefit
from marriage penalty relief and by
how much. '
Mot of the recent proposals
would provide equal bencfits to cou-
ples receiving marriage subsidies and
those paying marriage penaltes,
Under the Archer bill, 2 couple with

" "TABLE 3~

Marriage Subsidies and Penalties under Current Law
and Tax Relief under Various Marriage Penalty Relief Proposals”

FAX NO, 8334388

P. 14

$40,000 would receive 2 $S210 tax
cut, regardless of whether the couple
currently has a $3,717 marrage sub-
sidy or a $2,351 marriage penalny
Higher-income subsidized couples
would partgcularly benefit from a bill
inrroduced by Sen. Lauch Faircloth,
R-MNC (8. 1283), that would allow
couples to file a combined rerurn in
which cach spouse is taxed separately
on half of the couple™s combined
income. Bills aimed more specifically
at couples paving marviage penaldes
include those inroduced by Sen.
Tom Daschle, D-SD (5. 2147); Rep.
Wally Herger, R-CA (H.R. 2593);
and Reps. Jerry Weller, R-1L, and
David Mclntosh, R-IN (H.R,
2456). Weller-Mcintosh resembles
Faircloth, except that under it cach
spouse would be taxed on his or her
own income, and so single-carner
couples would nor benéfic. The
Daschle and Herger bills would
make rax relief contingent upon a
second earmicr. ‘

The proposals would have dif-
fering impacrts on low-, middic-, and
higher-income txpayers.  Middle-

MGTapE Subsidvier Peralty:

Subsidy
" Penalty

y.‘ T ) b R e N Ay
WITANAE YT

Weller-Mcintosh (H.R. 2456y
Faircloth (S, 1285)

One-Earner Couple Two-Earner Couple®
Couple’s Income $22,000 $40,000  $100,000 $22.000 $40,000

$3717

$5,378

- 210 - 210 1,053
Archer (H.R. 1579) - 210 - - 210 -
Herger (H.R. 2593) - - - - 300 840
Daschle (S. 2147) - - - 464 600 -
Gramm (8. 2436) 695 495 - 695 495 -
Neal-McDermott (H.R. 3995) 859 - - 859 - -

$100,000

- -—

$2,351

200 1.053

I

c.

head-of-household filing status.
Source; Urban Institute, 1998,

If propesat had been luw in 1997, Table assumes two children. fully phased-in 1997 1ax law. $500 child credit, all income is from labor
earnings, and $20.000 in itemized deductions for the couple carning $100.000. If not mamried, one spouse weuld claim the childen as
dependents and file as head of household. The other spousc (the eamner in the onc-camer couple) would file = single return.
b, Assumes each spousc earns half of the couple's income (and has half of itemized deductions).

Marriage penalty is not climinated for the $100,000 two-carner couple because these proposals do not address penalties arising from

4 + The Marriage Tax
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income taxpavers arc the pnmary
beneficiarics of the Archer bill, since
most higher-income taxpavers item-
iz¢ deducdons. Higher-income rax-
payers would benefit most from
proposals that allow married cou-
ples to be taxed separarely on a
combined return (Faircloth and
Weller- McIntosh) or that set tax
brackets and the standard dedue-
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Under the Archer bill, a couple
with $40,000 would receive a $210
tax cut, regavdless of whether the
conple curvently has a $3,717 mar-
riage subsidy or a $2,351 marringe
penalpy.

ton for joint filers to twice that for
single filers (Weller, H.R. 3734, not
shown). Herger’s sccond-camner
deduction would benefir both mid-
dic- and higher-income taxpavers.
These proposals would not help a
couple with $22,000 and two chil-
dren because they do not address
the marriage penaltics ansing from
the phascout of the EITC,

The Daschic proposal, and
those introduced by Sen. Phil
Gramm, R-TX (8. 2436), and
Reps. Richard E. Neal, D-MA, and
Jim McDermorr, D-WA (H.R
3995), would help low-and middle-
income couples. By reducing the
marriage penalties arising from the
phaseout of the EITC, thesc arc the
only proposals that would help the
couple carning $22,000. Daschle’s
sccond-earner deducdon and
Gramm’s special deducton for joint
filers would help low-income tax-
pavers because the deduction would
count against carnings in calculat-
ing the phascout of the EITC,
These deductons would also help
‘middle-income taxpayers, bur high-
er-income taxpayers would not be
allowed the deduction. The Neal-
McDermotr proposal would pro-
vide more gencrous EITC pay-
ments o married ¢ouples in the
phaseout range of the EITC.

all
la
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Targeting Relief fo
Low-Income Couples

For a marriage penalty relicf pro-
posal to be effidendy targeted to
low- and muddle-income couples, it
should address the penalties in the
EITC phascour and be condngent
upon the presence of a second eam-
er, sinve one-carner couples alrcady
reccive marriage subsidies. The
Daschle proposal meets these critena,
but it includes a phascour thar
increascs the marginal tax rate for
cauples with between $50,000 and
$60,000 in adjusted gross income.

It is possible 10 direcr substantal
marriage penalty refief to low-
meome, two-earner couples and at
the same time avoid a phascout.
Cuonsider an opton to increase the
standard deduction for two-carner

. couples by an amaunt equal to the

second camer’s income up 1o a maxi-
mum of $5.000. This approach
would increase the beginning and
end of the phascout of the EITC by
the same amount and would sub-
standally reduce marrage penaltics
for low- and middlc-income couples.
For z couple with two children in
which each spousc eams $11,000,
the marrdage penalty would be
reduced by $1,053 (70 percent). If
each spouse carmed $20,000, the
reduction would be $750 (32 per-
cent).

Tying marriage penalty relief to
the standard deduction reduces the
number of high-income couples that
would benefit, withour requiring 2
phascour. Some higher-income rax-
pavers would find it worthwhile to
take the standard deduction under
this oprion, but most would not
since their itemized deductions
would continue to exceed the stan-
dard deduction.

Basing tax relief on the presence
of 2 sccond earner ensures that sin-
gle-earner couples who already incur
marriage subsidics do not benefir,

" though some relicf would go o two-

earner couples with dissimilar eamn-
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ings who receive marriage subsidies.
A potendal advanrage of a second-
carner deduction s that it reduces
work disincengves for a second eam-
ing spousc. Rescarch shows that sec-
ond eamers’ hours are not sensigve
to taxes but that the deasion abour
whether 1o work ar all is. Thus, this
optinn would encourage labor force
partcipation by sccond earners in
low- and middlc-income families.
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