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PREFACE

Most two-earner married coupl es pay nore Incone tax than they
would if single. This paper, prepared at the request of Chairnan
Dan Rostenkowski of the House Commttee on Wys and Means,
‘examnes the size of these so-called marriage penalties under
current law and after enactment of pending individual incone tax
proposals, including the Administration's across-the-board rate
cuts and several of the proposals designed explicitly to reduce
marriage penalties. It also conpares the proposals in terns of
their effects on work incentives. This paper does not include
conpl ete estimates of the revenue |osses fromthe proposals or the
distribution of tax savings by income group. The staff of the
Joint Committee oOn Taxation is preparing this information. I'n
accordance with ¢Bo's mandate to provide objective analysis, this
report offers no recommendati on.

The paper was witten by Cynthia Francis Gensheimer, Ralph A
Rector, and Hyman Sanders of CBO's Tax Analysis D vision, under
the direction of James M Verdier. Patricia H Johnston edited
the manuscript, and Linda Brockman and Shirley Hornbuckle typed
it. '

Alice M Rivlin
D rector

May 1981
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CHAPTER 1. I NTRCDUCTT ON

The structure of pending individual incone tax cut proposals
has stirred debate on a nunber of tax issues, including the
so-called marriage penalty. This is the additional tax nmany
working married couples pay conpared to what they would pay if
single. The penalty is the difference between the tax liability
of the narried couple and the conbined tax liabilities of the
spouses calculated using the schedule for single taxpayers. The
debate on the marriage penalty centers on two iSsues:

0 Wuld the dollar anount of the narriage penalty increase
or decrease for nmost couples after full inplementation of
the Administration's proposed 30 percent across-the-board
rate reductions?

0 Wuld a targeted reduction in the marriage penalty induce
a larger or snaller increase in the labor force than an
across-the-board rate cut of the sane overall size?

This report discusses both questions using cal endar years 1981 and
1984 as the points of reference.

The narriage penalty and suggested ways of reducing it shoul d
be considered in the context of a broader problemof which it is
part.l There are three basic, generally accepted principles of
income taxation that cannot all be similtaneously attained--
progressivity, equal taxation of famlies with equal incones, and
marriage neutrality. (Mrriage neutrality is achieved when an
individual's tax bill remains unchanged if he narries or
di vorces.) The present system of taxation violates all but

1. For an excellent discussion of the history of the marriage tax
penalty and the difficulty of making the tax code narriage-
neutral, see The Incone Tax Treatnent of Mrried Couples and
S ngle Persons prepared by the Joint Coomttee on Taxation for
the House Committee on Ways and Means and the Senate Finance
Commttee, 96:2 (April 1980).




progressivity.2 Perfect marriage neutrality, which inplies elim
ination of the nmarriage penalty (and also the single penalty)
coul d be acconplished only by giving up one of the other two prin-
ciples. (See Appendix A for an explanation of why this is so.)
It would cone about if the tax system were nade proportional,
instead of progressive, or if the individual rather than the
famly became the unit of taxation, with one tax schedul e applying
to all individuals.

Short of noving directly either to a proportional tax system
or to taxing individuals instead of famlies (called nandatory
individual filing), the marriage penalty can never be. elimnated
without at the sane time imposing a greater tax burden on single
taxpayers and/or taxing differently couples with the same conbined
income. Marriage neutrality could be inproved, however, by com
promsing on one of the other principles. Mking the rate struc-
ture less progressive could greatly reduce marriage penalties
w thout introducing any new conplexity into the tax code and with-
out greatly worsening penalties on single taxpayers.> A the
same tine, narried couples with equal incones would continue to
pay the same tax. The proposals to reduce the marriage penalty -
directly, which are the focus of this study, would preserve the

2. Prior to 1948, the incone tax systemwas basically narriage-
neutral and progressive, but treated nmarried couples with
equal incones unequally. Snce 1948, the system has retained
its progressivity and generally treated married couples with
equal incomes equally. It has, however, no |onger been marri-
age neutral, at tinmes containing single penalties or narriage
penal ties of varying degrees. From 1948 to 1969, there was no
marriage penalty, but there were rather large single
penalties. In other words, singles often paid nuch nore tax
than if they had been nmarried to nonworlcing spouses. To
alleviate this situation, the Congress in 1969 reduced but did
not conpletely elimnate the penalties for singles. This
change in the tax system however, created narriage penalties
for the first tine.

3. This could be done by tailored wdening of the tax brackets or
by reducing tax rates. Not all rate cuts or forns of bracket
widening would substantially lessen narriage penalties,

however . See Joint Commttee on Taxation, Background and
Issues Relating to Individual |ncome Tax Reductions (April 27,
1981). .



progressivity of the tax system but would stray further from the
principle of equal taxation of famlies with equal incone.



CHAPTER 1. NMAGN TUDE OF MARRI AGE TAX PENALTY

CURRENT LAW

Table 1 shows the dollar anmounts of the marriage tax penalty
for representative couples. The first line of Table 1, for
i nstance, shows the total tax liability and narriage penalty for a
couple with a conbined income of $15000, 90 percent of which is
earned by the primary worker (the spouse with larger earnings),
and 10 percent by the secondary worker.l The narriage penalty
for this couple is mnus $145. Since the penalty is negative in
this case, this working couple actually receives a narriage tax
bonus--that IS, by being nmarried, the spouses pay less tax than
they would if single. A the same conbined $15,000 incone |eve
but with a more even distribution of earnings between hushand and
wife, the couple pays a marriage penalty. The second and third
lines of Table 1 show this penalty as $197 for a couple with a
67/33 income split, increasing to $240 for a 50/50 split.

AFTER TAX REDUCTI ONS

Table 1 also shows the marriage penalties that would remain
after enactnent of wvarious tax reductions currently under
consi der at i on.

Admnistration's Rate Quts. The Administration's proposed 5
percent across-the-board rate reduction for 1981 would reduce
slightly the anounts of narriage penalties or bonuses for nost
couples. |f the Administration's proposed 30 percent rate reduc-
tion were put into effect immediately, it would lessen the penalty

1. The nunerical exanples assune throughout that the couples have
no investment incone and no dependents. A couple's itemzed
deductions are assuned to be 23 percent of its conbined
adjusted gross incone. If this is less than the zero bracket
anount (fornerly called the standard deduction), however, the

couple is assumed not to itemze. In calculating each
spouse's tax liability as a single taxpayer, the sane rule is
used.



TABLE 1. REMAIN NG MARRI AGE PENALTIES OF SHLECTED GOUPLES UNDER CURRENT LAWAND AFTER VARIOUS
TAX LAW CHANGES, FOR CALENDAR YEAR 19812 (In dol |l ars)

Mar ri age l’enalt:yb

Tax 5 30
Conbi ned Liability Per cent Per cent 10 Modi fi ed
Adj ust ed Under Gener al Gener al Per cent Marriage  Marriage
Q oss Qurrent Current Rat e Rat e Two- Ear ner Tax Tax
| ncorre Law Law Reduction® Reduction® Deductiond Credit® Creditf
15, 000
| ncone
split
90/10 1, 624 -145 -147 -104 -177 -145 -145
67/ 33 1,624 197 186 169 93 -8 0
50/ 50 1,624 240 229 213 83 -11 0
25, 000
| ncone
split :
90/ 10 3,399 -311 -284 -190 -381 -311 -311
67/ 33 3,399 168 164 171 -~48 ’ -224 0
50/ 50 3,399 229 229 220 -89 -382 0
40, 000
| ncome
split
90/ 10 7,052 -577 -526 -363 -725 -577 -577
67/ 33 7,052 502 496 432 14 -709 0
50/ 50 7,052 822 780 667 82 -870 0
60,000
| ncone
split
90/ 10 13, 602 -902 -890 -577 -1,196 -902 -902
67/ 33 13, 602 1,579 1, 537 1, 320 620 -1,085 0
50/ 50 13, 602 2, 166 2,124 1,733 768 -1, 488 0
100, 000
| ncone
split
90/ 10 28,878 -241 -437 -1,279 -741 -600 -241
67/ 33 28, 878 3,172 3,270 2,762 1,672 -1, 022 0
50/ 50 28, 878 3, 760 4, 086 3,597 2, 260 -634 0

I

2., Qouples have no Investnent incone or dependents. Itemized deductions are 23 percent of
ad justed gross 1income.

b. The marriage penalty is the difference between the tax the couple pays narried and filing
jointly conpared to the sum of what the spouses would pay if single. A nmnus (-) sign
indicates a marriage bonus, that is, a narried couple would pay less than if they were
singl e.

¢. The tax rates used in making these calculations are those of the Admnistration' s proposed
rate reductions, which only approximate precise 5 and 30 percent reductions, and which do
not explicitly lower the maxi num tax rate on earned incone.

d. A deduction is allowed for 10 percent of the first $30,000 of earnings of the |esser-
earni ng spouse.

e. Acredit is allowed for the anount of narriage penalty that would occur if the couple had
no investnent inconme, no dependents, and no item zed deductions.

f. Acredit is allowed for the anount of narriage penal tg/ that would occur if the couple had
no investnent incone, no dependents, and itemzed deductions of 23 percent of adjusted
gross incone.



for nearly all couples, in some cases by as nuch as 20 percent
(see Table 1).2 Under the Administration's 30 percent tax cut,
most two-earner couples would continue to pay marriage penalties
of several hundred dollars, however, and sone high-incone couples
woul d continue to pay penalties of several thousand doll ars.

For calendar year 1981, the federal revenue |oss from a 5
percent rate reduction would be about $15 billion, and the |oss
froma 30 percent rate reduction would be about $80 billion (based
on an effective date of January 1, 1981).

Deduction for Two-Earner Married Couples. Alowing narried
coupl es a deduction of ten percent of the frrst $30,000 of earn-
ings of the lesser-earning spouse would do far nore than either
rate cut to |ower marrriage penalties (see Table 1). The cal endar
year 1981 revenue loss from this proposal would be about $6 to 7
billion (based on an effective date of January 1, 1981). This
kind of deduction was passed by the Senate Finance Commttee |ast
sunmer and endorsed by the Carter Admnistration. [t would be
relatively sinple to admnister, requiring only a few additional
lines on the tax forms.

As nost commonl y proposed, the deduction woul d be all owed for
all two-earner couples, regardless of the size of their penalty
(if any). It would therefore greatly overcompensate for the nar-
riage penalty in nmany instances, increasing existing marriage
bonuses and creating bonuses for many couples who now pay a nar-
riage penalty. A the same time, prinmarily because the deduction
woul d be capped at $3,000, it would still |eave some high-incone
couples (nostly those in which both spouses make over $30,000)
with penalties of over $1,000.

The large narriage bonuses created by the deduction could be
scaled down if the deduction were applied only to the second
worker's earnings in excess of a fixed dollar amount, say $2,500,
or if a deduction were allowed only for couples in which the
| esser-earning spouse contributed at least 20 percent of the
couple's conbined earnings. The l|atter approach, which roughly

2. A uniform 30 percent rate reduction would necessarily reduce
all narriage bonuses and penalties by exactly 30 percent, but
the Administration's proposal would not, in fact, reduce all
tax rates by exactly 30 percent.



targets the deduction on couples that now pay a penalty, is taken
in HR 177, introduced by Representative Conable.3 The large
penalties remaining for high-income couples could be reduced by
increasing or removing the cap on the deduction.* CBO has cal cu-
lated remaining penalties under several proposals wth different
floors and caps, and sonme of the results appear in Appendix B.

Marriage Tax Credit. A tax credit for two-earner narried
coupl es woul d work differently froma two-earner deduction. After
conpleting its return in the present manner, each couple would
consult a special tax table to determne the anount of credit it
would be entitled to, and then subtract that anmount fromits tax
bill. (A sanple marriage tax credit table is shown in Appendix

3. Adisadvantage of this approach is that it produces so-called
"notch" effects, where just a dollar of extra incone going to
the l|esser-earning spouse could nean the difference between
qualifying and not qualifying for the deduction and receiving,
in the nost extreme cases, up to $1,000 of tax savings.

4. Removing the cap on the deduction would, however, grant very
affluent two-earner couples large narriage bonuses. The
marriage penalty on earned income peaks at about $3,800 when
both spouses have earnings of roughly $55, 000. Furt her
increases in income on the part of either spouse do not affect
the size of the penalty, since they are taxed at the 50
percent maximum rate regardless of the spouses' narital
status. Couples in which both spouses earned $55,000 would be
entitled to a deduction of $5500, for a tax savings of $2,750
[$2,750 = (.50)($5,500)]. Snce their marriage penalty under
current law is about $3,800, this would leave them with a
penalty of about $1,050. Under an uncapped deduction, every
dollar of extra income earned by the second earner would
entitle the couple to additional tax savings. As the second
earner's incone rose, this extra tax savings would offset nore
and more of the initial $3,800 narriage penalty. Couples in
whi ch both spouses earned about $75,000 would be left with no
marriage penalties, and those with higher earnings would get
ever-increasing narriage bonuses.



C.)> The entries in the table would be calculated by the IRS to
be the amount of penalty experienced by the couples with each
income configuration, based on assunptions spelled out in the
authorizing legislation about investment income, itemzed deduc-
tions, and dependents. Couples who now receive a narriage bonus
woul d generally be entitled to credits of zero, so they would pay
the sanme tax under the credit as they do under present 1law.6

Senator Moynihan and Representative Shannon have introduced
bills for marriage tax credits (S.775 and H.R.2474). In both
cases, the table entries for the credit are inplicitly calcul ated
on the assunption that taxpayers have no investnent incone and do
not itemze deductions. Taxpayers with these characteristics—-
nonitemizers With no investment income--~would have their penalties
precisely offset by this proposal, but nearly all other couples
would be left with marriage penalties or bonuses. Table 1
(second~to-last columm) shows the rather |arge bonuses that would
be created by this proposal for couples who itemze their deduc-
tions but have no investrment incone. The |arge bonuses cone about
because itemzers pay a lesser penalty than nonitemzers at the
sane income level. The credit, which would offset the penalty of
nonitemizers, would, therefore, exceed the penalty of item zers.

The credit could be redesigned in a way that would, on
average, solve this overcompensation problem and just offset the

5. The one-page table in Appendix C is illustrative only.
Because the incone brackets in this table are relatively wide,
a one dollar wage increase would, in some cases, entitle
couples to additional tax savings of over $1,000.  Narrower
income brackets would reduce these "notch" problens, but could
only be achieved with a multipage table. :

6. Depending on the assunptions wused. in designing the credit
table, sone couples who now receive a narriage bonus coul d
actually be entitled to a credit. This would increase their
narriage bonuses.



marriage penalty on earned income.’ |Instead of basing the credit
on the marriage penalty of nonitemizers, the Congress could base
the credit on the amount of penalty paid by couples with the
average anount of itemzed deductions (currently about 23 percent
of adjusted gross income). The credit could be set equal to zero
for couples who now enjoy narriage bonuses, leaving them wth
their current bonuses. The last colum of Table 1 shows the
marriage penalties remaining after enactnent of this version of
the marriage tax credit. Because the representative couples in
the table are assuned to take the average deductions for their
income group, and because the credit is designed to offset
precisely the penalty for the "average" couples, this credit
| eaves nost of the representative couples with penalties of zero.
Wile it is true that this version of the credit would just
elimnate penalties on earned incone for these average couples, it
would leave nonitemzers wth sone penalty and would create
bonuses for narried couples with larger than average deducti ons.

The credit table entries for S 775 are calculated on the
assumption that couples have one dependent, while HR 2474
assunes two dependents. Snce the greater the nunber of
dependents the smaller the nmarriage penalty, some couples with no
children would be left wth marriage penalties under both
proposals, and those with large famlies would get |arge bonuses.

Because the amount of each couple's narriage penalty depends
on so many individual facts and circumstances-—-number Of depen-
dents, amount of itemzed deductions, anmount of investment income
and tax shelter losses--no one credit table could ever elimnate
all marriage penalties. |f the nunber of tables were increased to
deal with these differences, the credit would cone closer to

7. The credit thus designed would offset only the penalty asso-
ciated with earned incone (as opposed to investnent income).
Snce the work disincentives of the narriage penalty stem from
the penalty on earned incone and since it is difficult to
settle on a fair and universal rule for allocating investnent
incone between husband and wife, nost people feel it is
inportant only to correct for the penalty on earned incone.



elimnating all marriage penalties, but would be nuch nore conpli -
cated for taxpayers to use.S

THE | MPACT CF | NFLATI ON

If there were no inflation between now and 1984 and no
changes in the tax law other than those considered in Table 1, the
amounts of narriage penalty in the table would be valid for L984
as well as for 1981. |If inflation pushed up nom nal wages between
now and then, however (or if real econonic growh resulted in
hi gher incomes), and no tax cuts were enacted other than those
individually considered in Table 1, "bracket creep" would alter
the real anmount of the narriage penalty in all cases.

In Table 2, therefore, the nunbers for 1984 are cal cul ated on
the assunption that nomnal wages increase with the inflation rate
between 1981 and 1984.9 Al nunbers in Table 2 are expressed in
constant 1981 dollars so that it is possible to conpare the dollar

8. ne of the advantages of the sinple, one-table credit is that
it achieves roughly the same result as optional single filing,
without requiring couples to calculate their taxes tw ways--
as singles and ‘as a married couple-—in order to determne
which is nore advantageous. (Jearly, as more and nore credit
tabl es were added, this advantage woul d be eroded, and at some
point the credit would be nore conplicated than optional
single filing.

9. The assunptions about the future rates of inflation are from
CBOs February 14, 1981 economic forecast. The inflation rate
is assumed to be 11.3 percent in 1981, 9.5 percent in 1982,

and 9.0 percent in 1983, for an overall inflation rate of 328
percent between 1981 and 1984 To the extent that the
different tax cut proposals considered. here could, in and of
t hensel ves, af f ect t he inflation rate, it is an

oversimplification to consider only one rate.
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"TABLE 2.

REMA N NG MARRIAGE PENALTIES (F SHECTED COUPLES2 UNDER OURRENT LAW AND APTER VAR QS TAX
LAW CHANGES, ASSUM NG THAT NOM NAL WAGES KEEP PACE WTH INFLATION,P FCR CALENDAR TEAR 1984
(In constant 1981 dollars)

Marriage Penalty® in 1984 After

Tax Lia- Marri age 30
Combined bility Under Penalty® Under Per cent 10 Modi fi ed
Adj ust ed Qurrent Law Qurrent Law Gener al Per cent Marriage  Marriage
Gross Rat e Two- Ear ner Tax Tax
| ncone 1981 1984 1981 1984 Reductiond Deduction® Creditf Credit8
15, 000
| ncone
split
90/ 10 1,624 1,839 -145 -146 -114 -182 -146 -146
67/ 33 1,624 1,839 197 132 111 13 -74 0
50/ 50 1,624 1,839 240 79 103 -95 -214 0
25,000
Income
split
90/10 3,399 3,962 -311 -319 -198 -399 -319 -319
67/ 33 3,399 3,962 168 216 228 -48 -314 0]
50/ 50 3,399 3,962 229 398 326 -2 -439 - 0
40, 000
| ncone
split
90/ 10 7,052 8, 446 -577 -614 -370 -786 -614 -614
67/ 33 7,052 8, 446 502 954 789 386 -745 0]
50/ 50 7,052 8, 446 822 1,258 1,012 398 -990 0
60, 000
| nconme
split :
90/ 10 13, 602 15, 855 -902 -472 -588 -772 -472 -472
67/ 33 13, 602 15,855 1,579 1,887 1, 569 897 -836 0
50/ 50 13,602 15,855 2,166 2,554 2,109 1,426 -715 0
100, 000
| ncorme
split
90/ 10 28,878 31,255 -241 34 -1, 397 -146 -599 0]
67/ 33 28, 878 31,255 3,172 2,808 2,369 1,679 -500 0
50/ 50 28,878 31, 255 3, 760 2,857 3,219 1,727 -452 0

a. Qouples have no investment i ncone or dependents.

gross incone.

Itemzed deductions are 23 percent of adjusted

b. The inflation rate is assuned to be 11.3 percent ia 1981, 9.5 percent in 1982, and 9.0 percent in

1983.

c. The marriage penalty is the difference between the tax the couple pays married and filing jointly
compared t0 the sum of what the spouses would pay if single. Aninus (-) siga indicates a nar-
riage bonus, that is, a nmarried couple pays less than if they were single.

d. The tax rates used in naking these calculations are those that would prevail in 1984 after full
inplenentation of the Administratiom's proposed rate reductions. These reductions only approxi-
mate a precise 30 percent across-the-board reduction, and would not explicitly lower the naxi num
tax rate on earned incone.

e. A deduction is alowed for 10 percent of the first $30,000 of earnings of the lesser-earning
spouse. )

f. Acredit is allowed for the anount of narriage penalty that would occur if the couple had no
investment i ncone, no dependents, and N0 itemized deductons.

g. Acredit 1s allowed for the amunt of narriage penalty that would occur if the couple had no

investment i ncone, no dependents, and itemzed deductions of 23 percent of adjusted gross Incone.



amount of the marriage penalties of the representative couples in
1981 (Table 1) with the dollar amount of the penalties in 1984
assunilng that the couples' incomes just kept pace with infla-
tion.

In the absence of any tax cuts between now and 1984, bracket
creep would push up the tax liabilities of all couples. (See
colums 1 and 2 of Table 2 for tax liabilities under current |aw
for 1981 and 1984.) A couple whose income was $15000 in 1981
woul d have income in 1984 of $19,926 if its income just kept pace
with inflation. O this incone, the couple would pay a tax of
$2,443 in 1984 dollars, which would have the purchasing power of
$1,839 in constant 1981 dollars (see Table 2, colum 2).11
This couple, whose 1981 tax bill is $1,624 (see Table 2, colum
1), would pay $215 nore in tax (in real terns) in 1984 ($1,839
mnus $1,624 = $215). The sane kind of calculation shows that
bracket creep alone would increase the narriage penalty for sone
and decrease it for others (conpare colums 3 and 4 in Table 2)..

If the only individual tax cut enacted between now and 1984
were a general 30 percent rate reduction, and if cBo's assunption
about inflation is correct, narriage penalties for some couples
woul d actually be greater in 1984 than they are today (see Table
2, colum 5), and penalties for many affluent couples would still
amount to over a thousand dollars. n the other hand, Table 2
shows that the bonuses and penalties of many other couples would
be reduced.

The last three colums of Table 2 show marriage penalties
renaining in 1984 on the admttedly unrealistic assunption that
the only tax cut enacted by then was sone formof marriage penalty
reduction. The conclusions drawn above for the relative effects
of these proposals on marriage penalties in 1981 generally hold
true for 1984 as well., '

10.  Under this assunption, the couple with a $15000 incone in
1981, for exanple, would have an incone of $19,926 in 1984
Snce this incone woul d have the purchasing power of $15, 000
in 1981 dollars, the couple is shown in Table 2 as still
havi ng an incone of $15,000 ($19,926 = $15,000 x 1. 328). '

11.  $1,839 = $2,443/1. 328.

12



CGHAPTER 111, WORK I NCENTI VES AND TAX RATES FOR SECONDARY WORKERS

The work decisions of secondary workers are influenced to a
far greater degree by marginal and average tax rates than are work
decisions of primary workers. Recent enpirical evidence suggests
that a 10 percent cut in marginal tax rates increases by 1 percent
the hours worked by married nen and by 4 percent those worked by
narried women.l This inplies that total work hours would in-
crease nore if part of an individual incone tax cut were used
specifically to reduce tax rates for secondary workers (nostly
married wonen) rather than using the entire cut for across-the-
board rate reductions.?

For incone tax purposes, the incone of the secondary worker
essentially is "stacked" on top of the income of the primary

1. Jerry Hausman, "lIncome and Payroll Tax Policy and Labor
Supply,” National Bureau of Economc Research Wrking Paper
No. 610 (Decenber 1980), pp. 25-26. Even in the face of high
.marginal and average tax rates, an increasing share of married
wonen has entered the work force over the past decade. This
does not refute Hausman's findings, however, since there m ght
have been an even larger surge in labor force participation
had tax rates been [ower.

2. Hausrman studied the labor supply responses of married men
versus narried women. Since statistically nost husbands are
primary workers (the spouse with l|arger earnings), Hausman's
results can be used to support the proposition that narriage
penalty reductions (which are directed at secondary workers,
rather than specifically at wives) encourage more work effort
than across-the-board rate cuts of the same size. Throughout
the followng discussion, for the sake of expository ease, the
term "narried wonan" is used to represent the secondary earner
(the spouse with smaller income), even though nmany wves earn
more and are nore pernanent nenbers of the |abor force than
thei r husbands.

13



wor ker . The tax rate applying to the first dollar of the
secondary worker's earnings is, therefore, the rate applying to
- the last dollar of the primary worker's earnings. This iS a much
higher rate than the rate the wife would pay if not married. A
woman narried to a highly paid executive can, for exanple, face a
federal income tax rate of 50 percent on her first dollar of
earnings.3

In order to understand how the present rate structure or con-
tenpl ated changes to it mght affect the work decisions of narried
wonen, it helps to consider several different tax rates. If a
wife does not currently have a paying job and is deciding whether
to accept a specific job offer, she wll decide partly on the
basis of whether the take-hone pay would make it worthwhile. The
most relevant tax rate in this case is the average tax rate on
this incone. If a woman was deciding whether to pursue career
advancenent and a salary increase, or deciding whether to leave a
part-time job in favor of a full-tine job, the relevant tax rate
is the tax rate on the added incone from the raise. This is
approxinmately the wife's narginal tax rate on her present
earnings.

CURRENT LAW

Table 3 shows the average tax rates representative wves
would face if they took paying jobs. Under current law for
instance, a secondary worker with a potential incone of $1,000
married to soneone naking $9,000 woul d face an average tax rate of
17 percent on her earnings. |If she got a job paying $9,000 a year
instead of $1,000, her average tax rate would be 18 percent.

Table 4 shows the marginal tax rates that would apply to pay
raises of secondary workers. For exanple, if both spouses earn
$,000 a year, the secondary worker would face a tax rate of 21
percent on a dollar of pay raise under current law (colum 1,
Table 4). A wonan earning $5,500 a year and narried to a man

3. Adding in social security taxes and state incone taxes woul d
raise her beginning tax rate even higher.
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TABLE 3. EFFECTS OF VARI QUS TAX LAW CHAJ\CES'_CN AVERAGE TAX RATES, FOR CALENDAR
YEAR 19812

Aver age Tax Rates For Secondary Workers (In Perc_ents)b

Adj usted G oss

| ncone 5 o 30
(InDol | ars) Percent -~ Percent 10 Modi fi ed
Gener al Gener al Per cent Marri age
Prinmary Secondary Qurrent Rat e Rat e Two- Ear ner Tax
\\or ker \Wor ker Law Reduction® Reduction® Deductiond Credit®
9,000 1,000 17 16 1 5 .1
9, 000 4,500 18 17 13 16 14
9, 000 9, 000 18 17 13 15 16
18, 000 2,000 17 17 13 15 17
18, 000 9, 000 19 18 _ 14 16 17
18,000 18,000 21 20 16 18 18
27,000 3, 000 22 21 16 19 22
27,000 13,500 25 24 18 21 21
27,000 27,000 28 27 21 24 22
50, 000 5, 500 33 32 25 29 33
50,000 25,000 36 35 27 31 27
50,000 50,000

37 37 29 34 30

a. The estinated cal endar year 1981 revenue | osses fromthese proposal s are about
$15 billion froma 5 percent rate reduction, about $80 billion from a 30
percent rate reduction, $6 to $7 billion from a 10 percent two-earner deduc-
tion and roughly $5 to $10 billion froma marriage tax credit (based on effec-
tive dates of January 1, 1981).

b. (Couples have no investment ‘income or dependents. Itemzed deductions are 23
percent of adjusted gross incone.

c. The tax rates used in naking these calculations are those of the Adm nistra-
tion's proposed rate reductions, which only approxinate precise 5 and 30 per-
cent reductions, and which do not explicitly lower the naxinum tax rate on
earned incone.

d. A deduction is allowed for 10 percent of the first $30000 of earnings of the
| esser-earning spouse.

e. Acredit is allowed for the anount of narriage penalty that would occur if the

coupl e had no investnent inconme, no dependents, and itemized deductions of 23
percent of adjusted gross incone.
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TABLE 4. EFFECTS OF VAR QUS TAX LAW CHANGES ON MARG NAL TAX RATES FCR CALENDAR YEAR 1981a

Ad justed Margi nal Tax Rates for Secondary Wrkers (In pement:s)b Primary Workers'
Gross | ncone Margi nal Tax Rate
" (In dollars) 5 Percent 30 Percent 10 Percent Modi fi ed (In percents)
Primary Secondary Qurrent CGeneral Rate General Rate Two- Earner Marri age Current Modified
Vr ker Vr ker Law Reduction® Reduction®  Deductiond Tax Credite Law Credit®
9, 000 1,000 18 17 13 16 18 18 18
9, 000 4, 500 18 17 13 16 16 18 19
‘9, 000 9, 000 21 20 15 19 19 21 19
18, 000 2,000 24 ) 23 18 22 24 24 24
18, 000 9, 000 28 27 21 25 19 28 30
18, 000 18, 000 32 30 23 29 30 32 30
27, 000 3,000 28 27 21 25 28 28 28
27, 000 13, 500 37 35 27 33 24 37 34
27, 000 27, 000 43 41 32 39 A 43 34
50, 000 5,500 43 41 32 39 43 43 43
50, 000 25, 000 49 47 36 44 34 49 49
50, 000 50, 000 50 50 40 50 49 50 49
a. The estimated cal endar year 1981 revenue |osses from these proposals are about $15 billion from a
5 percent rate reduction, about $80 billion froma 30 percent rate reduction, $6 to $7 billion
from a 10 percent two-earner deduction and roughly $5 to $10 billion froma marriage tax credit
(based on effective dates of January 1, 1981).
b. Couples have no investnent incone or dependents. |Itenized deductions are 23 percent of adjusted

gr oss i ncone.

c. The tax rates used in naking these calculations are those of the Administration's proposed rate
reductions, which only approxinate precise 5 and 30 percent reductions, and which do not explic-
itly lower the maxi num tax rate on earned incone.

d. A deduction is allowed for 10 percent of the first $30,000 of earnings of the |esser-earning
spouse.

e. Acredit is allowed for the anmbunt of nmarriage penalty that would occur if the couple had no
i nvestnent incone and had item zed deductions of 23 percent of adjusted gross incone.



earning $50,000 a year would face a marginal tax rate of 43
percent.

EFFECTS CF TAX REDUCTIONS

Administration's Rate Cuts. The 5 and 30 percent across-the-
board rate reductions would lower (by 5 and 30 percent respec-
tively) the narginal tax rates of both primary and secondary
workers (see colums 2 and 3 of Table 4.) They would also | ower
average tax rates by approximately 5 and 30 percent respectively
(see colums 2 and 3 of Table 3).

Two- Earner Deduct i on. The deduction of 10 percent of the
first $30,000 of earnings of the secondary worker would |eave un-
changed the average and marginal tax rates of prinary workers.
For secondary workers whose incones fall below the $30,000 cap,
however, the deduction would have the effect of reducing both
average and marginal tax rates by 10 percent.‘* For those with
i ncones above $30,000, average tax rates would drop by less than
10 percent, and marginal tax rates would alnost always be un-
changed. 3 An uncapped 10 percent deduction woul d be equival ent to
a 10 percent rate cut targeted on secondary workers and would
elicit about the same work response on the part of secondary
workers as would a 10 percent across-the-board rate cut.b

4. The primary worker's narginal rate could drop slightly and
the nmarginal rate reduction for the secondary worker could be
slightly nore than 10 percent if, by chance, the couple's
conbi ned income put them just over a tax bracket delineator,
so that with the deduction they slid down a bracket. Brackets
widen as incomes increase, naking this extra reduction
extrenely unlikely, at high conbi ned incomes.

5. The only possible marginal rate reduction in this case woul d
occur if the deduction happened to bring the couple's taxable
i ncome down a bracket. At the high conbined incone |evels at
which the cap becormes binding, however, brackets are very wi de
(partly because of the 50 percent maxinum rate on earned
income), naking this rate reduction highly unlikely.

6. The revenue loss of the capped marriage deduction would be
about $6 to 7 billion in 1981, conpared to a revenue |oss of

about $15 billion for a 5 percent across-the-board rate cut
(both based on effective dates of January 1, 1981).
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Marriage Tax Gredit. A lowng couples a marriage tax credit
would be roughly equivalent to letting them file as single
taxpayers. As currently conceived, the marriage credit is, in
fact, equivalent to optional single filing for coupl es who have no
i nvest nent i ncome and who do not itemze deductions.?

z VL o J 3 o O
7. Credit=max {0, Ty (Tp+ Yy ) - [TE)) + T (4;) 1}
L

wher e Tns:l(Y) = tax on incone of Y, calculated on the married
od " (m) schedule, with the standard deduction (sd)
Tg () = tax on income of Y, calculated on the single

1 (8) schedule, wth the standard deduction (sd).

Yh = earnings (e) of husband (h).
Yf = earnings (e) of wfe (w).

But if the couple has no investnent incone and doesa't item ze
~deductions, then their tax bill would be

s3,_g . rsd £ sd a ed o
Tp (Yp + Y;S - Cedit = miniTy (Yp+ Yy ), Tg (Y] + Tg (Y“]}%
N ' -

which is optional single filing.

The analogy between the narriage credit and optional single
filing is not as precise for couples w th investnent incone or
itemzed deductions. (ne of the strengths of the narriage
credit proposal is that it skirts the problem of allocating
i nvestnent incone and itemzed deductions between spouses. At
the sane tine, however, only couples in which each spouse's
investnment incone equals his excess itemzed deductions
(deductions in excess of the zero bracket anmount) currently
pay exactly the narriage penalties that woul d be offset by the
credit. '

If the couple's investnent incone exceeds excess itemzed
deductions, the narginal tax rate of the secondary worker
could be greater than the rate taken directly fromthe singles
schedul e. This is because each additional dollar of famly
earnings, regard ess of whether earned by husband or wfe,
could push the investment income (mnus deductions) into a
hi gher tax bracket.
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Couples who now get a narriage bonus would generally be
entitled to nmarriage tax credits of zero. Therefore, these
couples’ tax bills would be unchanged from current law as woul d
their average and marginal tax rates. In the case of couples who
now pay a narriage penalty, however, a marriage tax credit would
lessen, to a great exent, the link between husband's and wfe's
tax rates.8 FEach would essentially pay tax separately on his or
her earnings, using the rates from the schedule for single tax-
payers. The narriage tax credit plans introduced in the Congress
and the nodified version described above have very simlar effects
on marginal and average tax rates, so only the rates for the
modi fied version are reported in Tables .3 and 4. As seen in these
tables, the credit would not change tax rates for secondary
workers in couples that now receive a marriage bonus (generally
the first couple in each incone grouping). It would, however,
sharply lower average and, particularly, narginal tax rates for
most ot her secondary workers.

Since the tax credit proposal would be simlar to optional
single filing, it would alter the tax rates for prinmary workers as
well as those for secondary workers. Primary workers in those
couples now paying a penalty also would essentially pay tax
according to the single schedule. Because of this, some primary
workers would face higher narginal tax rates than they do under
current law The last two colums in Table 4 show the tax rate on
the last dollar of the prinary worker's earnings under current |aw

8. The tax rate on the couple's i nvestnent income would still be
influenced by the earnings of both spouses, however.

9. An unusual characteristic of the nmarriage credit proposal is
that marginal tax ,rates of secondary workers rise, fall, and
then rise again as the secondary worker's incone increases.
The narginal tax rate on the first dollar of the wonan's
ear ni ngs Is the marginal rate on the couple's conbined
incone. This relationship holds until the wife's earnings are
large enough so that the couple pays a nmarriage penalty. A
that incone, the wfe's narginal rate drops down to the rate
she faces on the singl e schedule on her incone alone. Further
increases in her income push her rate up the singles narginal
rate schedule until the rate reaches a plateau at the maxi num
50 percent rate on earned incone. '
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and what the rate would be if a credit were enacted. The second
line of Table 4, for instance, shows that the primry worker in
this exanple would experience an increase in narginal tax rate
from 18 percent under current law to 19 percent under the credit.
In the third line, the prinmary worker would actually experience a
drop in his narginal rate-—from 21 percent to 19 percent. Because
the prinary worker in the first line is froma couple that would
get a credit of zero, his narginal rate would be unaffected.
Primary workers' work decisions are less sensitive to narginal
rate changes than are those of secondary workers. Therefore, if
the credit caused a decrease in total hours worked by prinary
workers, the effect would probably be snall conpared to the
increase in hours worked by secondary workers.

10. The nodel that Hausman used to estimate the responses
of prinmary and secondary workers to a 10 percent rate cut
could be adapted to produce |abor supply responses to the
marriage credit, but as yet this has not been done.
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CHAPTER |V.  CONCLUSI ON

(oncern about the nmarriage tax penalty has generally been
focused either on tax equity or on the labor force participation
of married wonen or both. Those concerned with tax equity are
bot hered by the fact that many people pay nmore tax if they marry
than they would if they did not narry. Some also feel that the
tax system should not encourage divorce (or encourage people to
live together without marrying). Tables 1 and 2 show that the
problem of large narriage penalties for most working couples wll
persist over the next few years if only the Administration’'s 30
percent across-the-board rate reduction is enacted. A though the
Administration's rate cut would generally reduce narriage penal-
ties, the penalties could be reduced further if part of the
~individual tax cut were devoted specifically to that purpose.
The proposed 10 percent deduction for two-earner couples woul d
greatly lessen marriage penalties, but would not elimnate them
The marriage tax credit (in a somewhat different form that that
introduced in the Congress) would come closer to elimnating
marriage penalties than would the Administration's rate cuts by
t hensel ves or the deduction for two-earner couples.

Those concerned with the labor force participation of nmarried
wonen are bothered by the very high average and narginal tax rates
for many narried wormen whose working decisions are influenced by
tax rates far nmore than are the decisions of primary workers. Tax
rates facing secondary workers would be reduced 5 percent by a 5
percent rate cut, 30 percent by a 30 percent rate cut, and 10
percent by a 10 percent two-earner deduction. A narriage tax
credit would reduce ,average and marginal tax rates for nost
secondary workers, but the percentage reductions would vary.

Tax rates facing primary workers would be reduced 5 percent
by a 5 percent rate cut, 30 percent by a 30 percent rate cut, but
would not be changed by a 10 percent two-earner deduction, and
would actually be increased in sone cases by a marriage tax
credit. Athough the hours worked by narried wormen woul d increase
as a result of any of the proposals, overall hours worked by
married nen and wonen would increase nmore if a portion of the tax
cut was targeted on narriage penalty reduction rather than if the
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whol e tax cut was devoted to an across-the-board rate reduction
wth the sane revenue 1loss.

None of the targeted proposals to reduce narriage penalties
is likely to provide a lasting solution that will please all tax-
payers. The proposals sinplest to admnister would do the |east
precise job of offsetting marriage penalties and often would
create larger narriage bonuses (and hence larger single penal-
ties) . In addition, people who believe that the famly should be
the basic unit of taxation are often critical of these targeted
proposal s since they produce a situation in which married coupl es
wth equal incomes would pay different amounts of tax. (A any
conbi ned incone |evel, couples whose inconme is divided nost evenly
between husband and wife would pay the least tax.) Utinately,
perfect marriage neutrality can only be achieved by changing to a
proportional tax (or a progressive flat-rate tax wth personal
exenptions) or by taxing individuals rather than families.
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APPEND X A EXPLANATION CF MJTUAL | NOONSISTENCY COF THE THREE
: QONCEPTS CF TAX EQU TY

The followng explanation is excerpted from
Jane Bryant Qinn, "The Marriage Penalty,"
Newsweek (August 28, 1978), p. 72.1

An equitable tax system Harvey S. Rosen Of Princeton Univer-
sity observes, is generally expected to neet three tests: (1) the
tax should be progressive, taxing a person's first dollar of
income at a lower rate than the extra dollars he piles on top; (2
your tax burden shouldan't be changed by narital status; (3) other
things being equal, famlies with the sane incones should pay the
same tax. Anty two of these goals can be achieved at the sane
time, Rosen says, but not all three. As long as we accept pro-
gressivity, we have to choose either point 2 or point 3 but not
bot h.

d ash of Principles

This calls for an exanple. First take point 2, that narital
status shouldn't nake any difference to your tax. Under this
principle, each person's incone would be taxed individually, and
at the same rate. A person with a $20,000 taxable incone woul d
owe the sane amount, whether narried or single. But ook at what
this does to famly incone: a $20,000, single-earner famly is in
a higher tax bracket than a fanily where the man nmakes $15 000 and
the wife $,000. The latter, in turn, pays more than the famly
where each nakes $10,000. That's three different $20,000 fam-
lies, each paying a different tax. A clear violation of point 3.

Now let's explore point 3, that all famlies wth the same
income ‘should pay the sane level of tax. Qouples with taxable
incones of $20,000 owe the sane anount, regardless of who earns
what; simlarly, single-person households wth $20,000 woul d pay

1. Copyright 1978 by Newsweek Inc. Al rights reserved. Re-
printed by permssion.
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at the sane rate as marrieds (although they would normally have
fewer exenptions). This contradicts point 2. Wrking couples
woul d pay less if they stayed single.

Prior to the Tax Reform Act of 1969 there was no narriage
penalty. Wen a working couple narried and filed a joint return,
their conbined tax was generally the sane before and after nar-
riage. Point 2 triumphant, but point 3 up the creek. A single
person paid up to 41 percent nore than a married person with the
sane incone.

This tremendous inequity was eased by Congress in 1969. The
tax advantage of joint filing was reduced, so that the extra tax
paid by singles wouldn't rise nore than 20 percent above the nar-
ried anount. The change in rates created a narriage penalty for
working couples-—not intentionally, but as an arithnetical by-
product of a progressive-tax system

Spreading the Qi ef

The present law is actually fairer than the old one, despite
the narriage penalty, because it spreads the grief around. In the
old days, only singles paid an excess tax. Today, singles still
pay at a higher rate than marrieds, but the differential isn't as
high. Wrking couples pay a narriage penalty. Only traditional,
single-earner famlies (or famlies where one earner makes very
little) cone out relatively ahead. :

MATHEMATI CAL  EXPLANATIONZ

The logical inconsistency can be shown nathematically as
follows: Consider four individuals, A° B C and D Assune that
A and B have equal incomes, C has an income equal to the conbined
incones of Aand B, and D has no incone. Let T(A, T(B, and T(Q

be the tax burdens of the three individuals wth incone. [f the
tax systemis not proportional,
T(Q +#T(A +T(B. (D

2. Reprinted from The Incone Tax Treatnent of Mrried Couples and
Sngle Persons, prepared by the Joint Conmttee on Taxation
for the House Commttee on Wys and Means and the Senate

Finance Comttee, 96:2 (1980), p. 26, footnote 1.
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Now assune A and B narry each other, as do C and DL and let T(AB
and T((D) be the tax burdens of the married couples. The prin-
ciple that famlies with the sane income should pay the sane tax
requi res that

T(AB) - T(QD, _ (2
and rmarriage neutrality requires both that

(A + T(B - T(AB) (3)
and t hat

D = TQ. (4)

Substituting (3) and (4 into (2 vyields

A + 1B - TQ

This, however, contradicts equation (1), indicating that equations
(2 and (3 can only both be true in a proportional tax system
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APPEND X B. NMARR ACE PENALTIES UNDER CURRENT LAW AND AFTER ENACT-
MENT GF 10 PERCENT DEDUCTI ONS WTH VAR QUS FLGORS AND
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APPENDIX B. MARR AGE PENALTIES* UNDER CURRENT LAW AND AFTER ENACTMENT CF 10 PERCENT
DEDUCTI ONS WTH VAR QUS FLOCRS AND €APSP FOR TWD EARNER MARRI ED GOUPLES FOR
CALENDAR YEAR 1981 (In dollars)

Conbi ned
Adj ust ed No Floor; No Floor; No Floor; $2,000 $3,000
Q oss Qurrent $2, 500 $3, 500 $5,000 No Floor; Floor; Fl oor; HR
I ncore Law Penal ty Cap Cap Cap No Cap No Cap MNo Cap  177¢
15, 000
| ncone
split
90/ 10 -145 -177 -177 -177 177 -145 -145 -145
80/ 20 124 61 61 61 61 103 124 61
67/ 33 197 93 93 93 a3 135 156 93
50/ 50 240 83 83 83 83 125 146 83
25, 000
| ncone
split :
90/10 -311 -331 -331 -381 -381 -325 -311 -311
80/ 20 K% -104 -104 . -104 -104 -50 -22 -104
67/ 33 168 -48 -48 -48 -48 0] 24 -48
50/ 50 229 -89 -89 -89 -89 -41 -17 -89
30, 000
| ncone
split
90/ 10 -411 - 495 - 495 -495 -495 -439 -411 -411
80/ 20 ~47 -215 -215 -215 -215 -159 -131 -215
67/ 33 183 -4 -4 -94 -94 -38 -10 -4
50/ 50 383 -37 -37 -37 -37 19 47 -37
40, 000
| ncone
split
90/10 -577 -725 -725 -725 -725 -651 -614 -577
80/ 20 - -350 -350 -350 -350 -276 -239 -350
67/ 33 502 14 14 14 14 88 125 14
50/ 50 822 82 82 82 82 156 193 82
50,000
Income
split
90/ 10 -740 -955 -955 -955 -955 -869 -826 -740
80/ 20 120 -310 -310 -310 -310 -224 -181 -310
67/33 1,068 358 358 358 358 444 487 358
50/50 1,455 380 380 330 330 466 509 595
60, 000
| ncone
split
90/ 10 -902 -1, 196 -1, 196 -1,196 -1,196 -1,098 -1,049 -902
80/ 20 297 -291 -291 -291 -291 -193 -144 -291
67/33 1,579 620 620 620 620 707 756 620
50/50 2,166 933 768 768 768 84 897 1,198
100, 000
I ncone -
split
90/ 10 -241 -741 -741 -741 -741 -641 -591 -241
80/20 1,671 671 671 671 671 771 821 671
67/33 3,172 1,922 1,522 1,522 1,522 1,622 1,672 2,172
50/50 3,760 2,510 2,010 1,260 1, 360 1,410 .2,760

1,260

(Continued)



APPEND X B.  (Continued)

a.

The narriage penalty iS the difference between the tax the couple pays narried filing
jointly conpared to the sumof what the spouses would pay if single. A minus (-) sign
indicates a narriage bomus, that is, a married couple pays less than if they were
single. (ouples have no investment incone or dependents. Itemized deductions are 23
percent of adjusted gross income. |If this is less than the zero bracket anount, they
are assuned not to itenze.

A deduction of 10 percent of the earnings of the |esser-earning spouse exceeding the
floor, up to a maxi numdeduction equal to the cap. Unhder a 10 percent deduction with
a $2000 floor and $5,000 cap, for instance, a couple in which one spouse earned
$40,000 and the ot her earned $60,000 woul d be all oned a deduction of $3,800 [$3,800 -
.10($40,000~$2,000)]. A coupl e in which both spouses earned $0,000 woul d be al | oned
geogoaxi nmumdeduction of $5,000, since .10($60,000~-$2,000) - $5 800, whi ch exceeds the

, cap. _

A 10 perc%nt deduction would be allowed for co%ﬂl es in which each spouse contributed
at least 20 percent of the conbined earnings. e maxi mum woul d be s2,000.
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APPEND X C SAWLE TABLE TO DETERMINE MARR ED EARNERS' CREDT

Earned | ncore

of Spouse No. 2 Earned Incone of Spouse No. 1

(In thousands (In thousands of doll ars)

of dollars) 0 5 10 15 20 25 30 35 40 45 50

0 0 0 0 0 0 0 0 0 0 0 0

5 0O 186 198 170 0 0 0 0 O .- O 0
10 0O 198 351 515 591 622 637 627 454 439 389
15 0O 170 515 843 1,128 1,394 1,619 1,681 1,736 1,721 1,691
20 0 0 591 1,128 1,626 2,052 2,349 2,639 2,694 2,699 2,699
25 0) 0) 622 1,394 2,052 2,549 3,074 3,364 3,439 3,474 3,474
30 0 0 637 1,619 2,349 3,074 3,564 3,874 3,979 4,014 4,014
35 0 0 627 1,681 2,639 3,364 3,874 4,174 4,279 4,314 4,314
40 0 0 454 1,736 2,694 3,439 3,979 4,279 4,334 4,369 4,369
45 0 0 439 1,721 2,699 3,474 4,014 4,314 4,369 4,394 4,394
50 0 0 38 1,691 2,699 3,474 4,014 4,314 4,369 4,394 4,394

a. This table is from $.775, introduced by Senator Moynihan. The credit is the
anmount of marriage penalty a couple with one child woul d experience if they had no
i nvestnent incone and did not item ze deductions. Coupl es who woul d, under these
assunptions, currently have a nmarriage bonus would get a credit of zero.
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