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CHAPTER 1 

INTRODUCTION 

"No comprehensive e s t i m a t e e x i s t s o f the impact of 
index ing t h e t ax base on Treasury revenues . " (Aaron, 
1976, p . 1 6 ) 

I ndexa t i on of t h e tax b r a c k e t amounts, t h e zero b r a c k e t amounts 

and t h e exemption amounts as l e g i s l a t e d by Congress in t h e Economic 

Recovery Tax Act of 1981 (ERTA) i s scheduled t o begin i n 1985 . 

However, t h e r e i s some deba te c u r r e n t l y among Congress p e r s o n s and 

o t h e r s concerning whe ther Congress shou ld r e p e a l t h i s p r o v i s i o n 

p r i o r t o i t s i n c e p t i o n in o rde r to r educe growing budget d e f i c i t s . 

Whether or n o t the l e g i s l a t e d i n d e x a t i o n b e g i n s in 1985, an 

examina t ion of the t o p i c of i n d e x a t i o n s t i l l i s a p p r o p r i a t e . This 

c h a p t e r c o n t a i n s a d i s c u s s i o n of one of the problems l e a d i n g to t h e 

adop t ion of such i n d e x a t i o n , a se t of q u e s t i o n s which an examina t ion 

of t h e f e a s i b i l i t y of i n d e x a t i o n i s l i k e l y t o address , and an 

overview of t h i s s t u d y As wilJ be shown in subsequent c h a p t e r s , 

t h i s r e s e a r c h o f f e r s a more comprehensive e s t i m a t e of t h e e f f e c t s of 

i ndex ing t h e t a x b a s e than do o ther s t u d i e s . 
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1 . S ta tement of the problem 

I n f l a t i o n causes t h e o c c u r r e n c e of a d i f f e r e n c e between r e a l 

and nominal income. That i s , income measured by p u r c h a s i n g power 

( r e a l income) d i f f e r s from income measured i n money terms (nominal 

income) H e r e a f t e r , t h i s type of d i f f e r e n c e i s r e f e r r e d t o as 

d i s t o r t i o n . I n d i v i d u a l s are a f f e c t e d by i n f l a t i o n s ince t h e y buy, 

s a v e , bor row, hold and s e l l a s s e t s and pay t a x e s based on nominal 

income and nominal g a m s . However, due t o d i s t o r t i o n , such nominal 

g a i n s may b e , in f a c t , r e a l l o s s e s . Because t a x r a t e s become 

p r o g r e s s i v e l y higher t h e g r e a t e r t he nominal income, t a x p a y e r s whose 

nominal incomes i n c r e a s e f ind t h e m s e l v e s i n h i g h e r tax b r a c k e t s even 

though t h e y may not have e x p e r i e n c e d any r e a l income i n c r e a s e . 

Concern a b o u t t h i s b r a c k e t c r e e p has l e d Congress t o make p e r i o d i c 

ad jus tments t o the b r a c k e t s . I n a d d i t i o n , o c c a s i o n a l l y Congress has 

ad jus ted exempt ion, deduc t i on , and c r e d i t amounts . In t h e Economic 

Recovery Tax Act of 1981 (ERTA) , Congress has chosen to index 

b r a c k e t amounts ( i n c l u d i n g t h e z e r o b r a c k e t amounts) and t h e 

pe r sona l exempt ion amount. U s i n g the Consumer P r i c e Index, t h i s 

i ndexa t ion becomes e f f e c t i v e w i t h the 1985 c a l e n d a r year . 

Bes ides t he se i t e m s which Congress has chosen to i n d e x , 

i n f l a t i o n c a u s e s a d e c r e a s e i n t h e r e a l v a l u e of c r e d i t s t h a t a l so 

a r e s t a t ed m nominal terms A d d i t i o n a l l y , i n f l a t i o n d i s t o r t s t he 

computat ion of c a p i t a l g a m s and l o s s e s , t h e v a l u e of i n t e r e s t 

income, and t h e burden of i n t e r e s t c h a r g e s . Congress chose not t o 

addres s t h e s e d i s t o r t i o n s in t h e 1981 a c t 
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In a d d i t i o n to i n d i v i d u a l s , b u s i n e s s e s and government a r e a l s o 

a f f e c t e d by i n f l a t i o n . Numerous r e s e a r c h e r s have s t u d i e d t h e impact 

of i n f l a t i o n on t he se v a r i o u s components of s o c i e t y . The a s p e c t of 

t h e gene ra l problem addressed i n t h i s r e s e a r c h was the e f f e c t of 

i n f l a t i o n on nonbus ines s income t a x d e t e r m i n a t i o n when s e v e r a l 

d i f f e r e n t t a x models were a p p l i e d . In p a r t i c u l a r , the focus of t h i s 

s tudy was twofo ld : 

1. t he d i s t r i b u t i o n a l e f f e c t s of v a r i o u s t a x models on 
groups of i n d i v i d u a l s who are n o n p r o p r i e t o r s and 
n o n r e n t a l u n i t owners ( s u b s e q u e n t l y r e f e r r e d to as 
nonbus ine s s t a x p a y e r s ) , and 

2. t he concomi tan t revenue amounts which r e s u l t e d when t h e 
v a r i o u s t ax models i n t h e study were a p p l i e d . 

Nonbusiness t a x p a y e r s were chosen because , e f f e c t i v e l y , t h i s i s t h e 

group Congress has chosen t o a d d r e s s i n i t s l e g i s l a t e d i n d e x a t i o n 

(ERTA). 

2 . Purpose of and j u s t i f i c a t i o n fo r t he s t u d y 

Whenever Congress i s c o n s i d e r i n g t h e a d o p t i o n of new law or a 

r e v i s i o n of o l d law, i t conduc t s h e a r i n g s and o c c a s i o n a l l y 

commissions r e s e a r c h so t h a t i t can assemble as much i n f o r m a t i o n on 

t h e t o p i c as i s p r a c t i c a b l e . Given the h a s t e w i t h which t h e e n t i r e 

ERTA b i l l was passed m o rde r t o implement P r e s i d e n t Reagan1s 

economic program, i t i s p o s s i b l e t h a t l e s s i n f o r m a t i o n was assembled 

than Congress normal ly would g a t h e r . However, t h e i n d e x a t i o n of 

b r a c k e t s and c a p i t a l a s s e t amounts had been d e b a t e d by p r i o r 

Congress iona l b o d i e s . In any e v e n t , b e f o r e any i n d e x a t i o n scheme i s 
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implemented, an examina t ion of i t s p robab le e f f e c t s seems 

a p p r o p r i a t e so t h a t i t s p o t e n t i a l m e r i t s c a n be e v a l u a t e d . The 

f o l l o w i n g q u e s t i o n s might be i n c l u d e d in s u c h an e x a m i n a t i o n : 

1 How do t a x p o l i c y a n a l y s t s view t a x i n d e x a t i o n with 
r e g a r d t o t h e a t t a i n m e n t of tax p o l i c y g o a l s 7 

2. Which a s p e c t s of t h e c u r r e n t tax s y s t e m are r ega rded by 
t a x p o l i c y a n a l y s t s as n e e d i n g i n d e x a t i o n 7 

3 Which m d e x ( e s ) do t a x p o l i c y a n a l y s t s advoca te u s i n g ? 

4. What a re t h e p r o j e c t e d d i s t r i b u t i o n a l and revenue 
e f f e c t s of implementing v a r i o u s i n d e x e d s y s t e m s ' 

5. What a re t h e expec ted nonrevenue e f f e c t s of i n d e x a t i o n 7 

6. Do t h e s e e f f e c t s add to o r d e t r a c t from the l i k e l i h o o d 
of s t a t e d t a x p o l i c y goa l s being a t t a i n e d ? 

Concerning t a x p o l i c y g o a l s , t a x p o l i c y a n a l y s t s d i f f e r a s to 

t h e i r views of t a x i n d e x a t i o n . Chap te r 2 c o n t a i n s a d i s c u s s i o n of 

t h e reasons g iven i n favor of and a g a i n s t i t s a d o p t i o n . C o n s i d e r i n g 

t h e a c t i o n of Congress in l e g i s l a t i n g ERTA, t h a t body a p p a r e n t l y 

v i e w s i n d e x a t i o n a s an a p p r o p r i a t e t o o l . However, t h e i n d e x a t i o n as 

l e g i s l a t e d i n ERTA i s l i m i t e d 

As i s shown i n Chapter 3 , t a x p o l i c y a n a l y s t s have recommended 

t h e i n d e x a t i o n of more a s p e c t s of t h e tax sys t em t h a n Congress has 

e l e c t e d to index a t t h i s t i m e The adopt ion of a more comple t e ly 

i n d e x e d system t h a n i s c u r r e n t l y mandated m t h e Economic Recovery 

Tax Act of 1981 migh t imply or s u g g e s t the e l i m i n a t i o n or r e v i s i o n 

of some c u r r e n t l e g i s l a t i o n . For example, i f t he c o s t of c a p i t a l 

a s s e t s were i n d e x e d , p a r t o r a l l of the m o t i v a t i o n behind t h e 

c a p i t a l g a i n d e d u c t i o n might be removed. 
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In no study to d a t e have a l l of t h e i s sue s ment ioned above been 

a d d r e s s e d . In p a r t i c u l a r , no one h a s determined t h e d i s t r i b u t i o n a l 

and revenue e f f e c t s of a system i n which both nominal q u a n t i t i e s 

( i . e . , b r a c k e t s , c r e d i t s , and d e d u c t i o n s ) and b a s e elements ( i . e . , 

c a p i t a l and i n t e r e s t r e l a t e d i t ems) were indexed. Herea f t e r , t h i s 

system i s r e f e r r e d t o t h e a l t e r n a t e i n d e x a t i o n sys t em. Such a s tudy 

would s e r v e no t only a s an a d d i t i o n t o i ndexa t i on l i t e r a t u r e , b u t 

a l s o c o u l d o f f e r Congress some i n f o r m a t i o n as to t h e m e r i t s of t h e 

a l t e r n a t e sy s t em ' s a d o p t i o n . 

The purpose of t h i s r e sea r ch was t o provide such a s tudy . 

S p e c i f i c a l l y , then , t h e fo l lowing t o p i c s were e x p l o r e d v i a a r ev iew 

of the l i t e r a t u r e and l o g i c a l a n a l y s e s ( i tems 1-4 and 6) and 

s i m u l a t i o n ( i tem 5 ) : 

1. t h e views of t a x p o l i c y a n a l y s t s on tax i n d e x a t i o n , 

2 . t h e a spec t s of the c u r r e n t t a x system which a n a l y s t s 
sugges t need i n d e x a t i o n , 

3 . t h e choice of m d e x ( e s ) , 

4 an examina t ion of the a v a i l a b l e r e sea rch i n t h i s a r e a , 

5 . a comparison of the f o l l o w i n g : 

1. t he d i s t r i b u t i o n a l and revenue e f f e c t s of a no t a x 
change sys tem ( i . e . , t h e t a x law e x i s t i n g i n the 
base year (1973) ex t ended for the p e r i o d 1974-
1978), ( t h i s system i s r e f e r r e d to a s the 1973 Law 
Model) 

2 t h e d i s t r i b u t i o n a l and revenue e f f e c t s of t he 
indexed sys tem as r e q u i r e d by Congress in t he 
Economic Recovery Tax Act of 1981 a p p l i e d t o t he 
base year (1973) t a x system developed i n s t e p 1 
( t h i s sys tem i s r e f e r r e d t o as the ERTA model) 
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3. the dis t r ibut ional and revenue effects of a 
proposed indexed system in which certain exist ing 
1973 provisions have been eliminated and in which 
the indexing i s the same as in s tep 2 except that 
i t i s extended to more items ( th is system i s 
referred to as the Alternate Model), and 

6. the nonrevenue effects of indexation. 

As indicated above, only nonbusiness income tax indexation affecting 

nonrental owners and nonproprietors was considered. 

3. Expected contribution of the research 

This study offers a more thorough approximation of the impact 

of tax indexation on Treasury revenue than any other study currently 

available. Specifically, as is discussed in Chapter 4, authors of 

previous studies have indexed nominal quant i t ies (e .g . , brackets) or 

base items (e.g. , capi ta l assets) separately. The Alternate Model 

described in this study addressed the indexing of both nominal 

quant i t ies and base items with the elimination of a cer ta in current 

aspect of legis la t ion; namely, the capital gain deduction. Also, no 

previous study has made the d is t r ibut ional and revenue comparisons 

for various indexation systems. The presentation of different tax 

mix al ternatives could ass i s t Congress m future tax legis la t ion . 

Finally, the extensive l i t e ra tu re search necessary to address the 

theore t ica l questions is beneficial in presenting the current state 

of indexation research. This research adds to that indexation 

l i t e r a t u r e . 
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4. In t roductory discuss ion of data and methodology 

Although a thorough discuss ion of th i s t o p i c i s addressed in 

Chapter 5, a b r i e f d iscuss ion i s presented he re to provide an 

overview of ba s i c methodological cons ide ra t ions . A perspect ive had 

to be chosen in order to determine what data t o seek or genera te . 

The bas i c ob jec t ive was t o determine the e f fec t various t a x models 

would have on Treasury revenue and on groups of taxpayers given the 

c u r r e n t tax law. Thus, t h e ideal s e t t i n g would be to s t a r t with 

c u r r e n t data and know with c e r t a i n t y what would happen i n the future 

given the spec i f i ca t ions of the tax models. Since tha t c e r t a i n t y i s 

impossible of at tainment, one option would be t o est imate future 

condit ions i n the environment ( e . g . , i n t e r e s t r a t e s and i n f l a t i o n 

r a t e s ) and determine the e f f ec t s of the var ious models on future t ax 

performance. Another op t ion would be to look backwards fo r pas t 

environmental data and p a s t tax data and use t h a t data t o project 

what r e s u l t s would have occurred m pas t years given model 

s p e c i f i c a t i o n s . The l a t t e r approach was the one used in t h i s study 

because i t helped to e l iminate the po t en t i a l f o r b ias in the r e s u l t s 

a t t a i n e d since l e s s es t imat ion was necessary Available empirical 

data were c o l l e c t e d and, where necessary, s imulat ion was used to 

genera te the o ther data required for making t h e d i s t r i b u t i o n a l and 

revenue comparisons. Trend ana lys i s , a v a r i a t i o n of l i n e a r 

regress ion, was the major methodological tool used. 

The data base year used in the study was 1973, with the per iod 

s tud ied being 1974-1978. Thi year 1973 was chosen pr imar i ly because 
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i t was the mos t r e c e n t year f o r which was p rov ided g r e a t e r d e t a i l on 

c a p i t a l t r a n s a c t i o n s t h a n was g iven by the I n t e r n a l Revenue s e r v i c e 

i n t h e S t a t i s t i c s of Income. In p a r t i c u l a r , h o l d i n g p e r i o d 

i n f o r m a t i o n was a v a i l a b l e for t h a t year Such d e t a i l was necessa ry 

f o r use in t h e A l t e r n a t e Model. The yea r s 1974-1978 were chosen 

b e c a u s e of t h e a v a i l a b i l i t y of S t a t i s t i c s of Income i n f o r m a t i o n . 

D i s t r i b u t i o n a l compar isons were made f o r groups of t a x p a y e r s 

r a t h e r than f o r i n d i v i d u a l s . This grouping of taxpayers was 

n e c e s s i t a t e d by the way the 1973 c a p i t a l t r a n s a c t i o n d a t a were 

p r e s e n t e d by t h e I n t e r n a l Revenue S e r v i c e The groups s t u d i e d 

r e p o r t e d a d j u s t e d g r o s s income amounts as f o l l o w s : 

1. under $10,000, 
2 . $10 ,000-$49 ,999 , 
3 . $50 ,000-$99 ,999 , and 
4 $100,000 and o v e r . 

To summarize, u s i n g 1973-1978 d a t a , c a l c u l a t i o n s f o r the above 

f o u r groups o f t a x p a y e r s were made under each of t h r e e d i f f e r e n t 

mode l s , the 1973 Law Model, t h e ERTA Model, and t h e A l t e r n a t e Model. 

The purpose o f these c a l c u l a t i o n s was t o compare t h e d i s t r i b u t i o n a l 

and revenue e f f e c t s of t h e s e t h r e e t a x sys t ems . Data on such 

e f f e c t s can b e e v a l u a t e d by p e r s o n s r e s p o n s i b l e fo r tax p o l i c y t o 

j u d g e whether or not t h e i r i n t e n d e d o b j e c t i v e s a re being r e a l i z e d . 
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5. Decision rules used for comparing distributional effects 

To compare the distributional effects of the tax models used in 

this study (defined as the tax after credits amounts calculated as 

percents of AGI amounts), analyses were made of their 

progressivities. Implied in the concept of progressivity is the 

notion that those who earn more possess a greater ability to pay; 

hence they should bear a greater portion of the tax burden. Several 

definitions and decision rules used in this study were adapted from 

this concept of progressivity. One such definition described the 

system with the greatest difference between the lowest taxpayer 

group and the highest taxpayer group as the most progressive. The 

decision rule used to apply this definition consisted of determining 

the average differences between the distributional effect ratios of 

Groups 1 and 4. 

A second definition was adopted to address the change in 

progressivities of each tax system over time. For this purpose, a 

system was considered to have become more progressive if the 

distributional effects ratios converted to percents per group 

increased over time. In the application of this definition, end 

year data only were used to determine the percents needed for these 

comparisons. Group 1 was used as the base. Three like sign change 

in percent figures were interpreted as implying a movement toward 

greater progressivicy if positive, and toward lesser progressivity 

if negative. Two like sign changes were interpreted as meaning the 

system remained essentially unchanged. 
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To make the d i s t r i b u t i o n a l e f f ec t s comparisons among the 

taxpayer groups over time, differences between groups were 

ca lcula ted and the percent change which occurred between the end 

years were determined. A negative percent change was in t e rp re t ed t o 

mean the d i f ference between the groups specif ied decreased over 

time, while a pos i t ive change implied an increase . Analyses were 

made of these changes to determine which groups experienced shif ts 

m t a x burdens and the d i r e c t i o n of those s h i f t s . 

One f i n a l analysis was made of these d i s t r i b u t i o n a l effects 

r a t i o s noting which groups benefited or suffered from the adoption 

of t h e indexation models. This ana lys i s was made pr imar i ly on the 

v i s u a l inspect ion of the graph which depicted the d i s t r i b u t i o n a l 

e f f e c t s r a t i o s across the four tax models by year (Figure 3) . 

6. Preview of chapter contents 

Different aspects of indexation l i t e r a t u r e are discussed in 

Chapters 2 through 4. Chapters 2 and 3 deal with the theory of tax 

indexation. F i r s t , what do tax pol icy analysts think about 

indexation as a too l for making tax adjustments? Are they in favor 

of i t s adoption? This i s discussed i n Chapter 2. The focus of 

Chapter 3 i s on the poss ib le v a r i a t i o n s of an indexed t ax system i f 

one were adopted. A discussion i s presented of possible indexes to 

be employed in an indexed system. With a focus only on t h e Consumer 

Pr ice Index, the problems associated with index use are addressed. 

In Chapter 4, the models contained in th is study are developed by 
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examining those research s tudies in which were incorporated some or 

a l l of the va r i a t i ons suggested in Chapter 3 . A complete exposit ion 

i s contained in Chapter 5 of those models, the data gathered or 

generated, and t h e methodology employed to generate and adjust tha t 

data so t h a t analyses could be made. The r e su l t i ng data used t o 

address the key i ssues of d i s t r i b u t i o n a l and revenue effects along 

with concomitant analyses are contained in Chapter 6. Also 

discussed t he re in are some possible nonrevenue e f fec t s of indexation 

and implicat ions for future research. 
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CHAPTER 2 

TAX INDEXATION 

Given that an income-based taxation system is likely to 

continue for the forseeable future, one constant concern is to fine 

tune the system for its perceived imperfections. One such fine 

tuning might be the adoption of indexation in an effort to mitigate 

the effects of inflation on the taxpayer The purpose of this 

chapter is to examine the reasons given for and against the adoption 

of indexation and the soundness of these reasons. Tax policy 

analysts provided each reason and some of the concomitant 

discussion. As will be shown, every reason given by one or more 

analysts drew criticism from others. 

Gramlich (1976, p. 279) suggested that the m a m issue relative 

to indexation is determining what would produce more sensible tax 

and expenditure policies. That is, would the nation be better 

served if Congress continued to make periodic adjustments to the 

current tax system, or if Congress constrained itself through the 

use of automatic rules? Which alternative would produce less 

distortion7 Bailey (1976, p 291) was of the opinion that indexation 

was appropriate only if the set of distortions created by whatever 
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a u t o m a t i c ad jus tmen t s Congress enac ted were p r e f e r a b l e to those 

a s s o c i a t e d w i t h i n f l a t i o n w i t h o u t t a x a d j u s t m e n t s . However, i t i s 

e x t r e m e l y d i f f i c u l t t o de t e rmine what t h e e f f e c t s of any s p e c i f i c 

p i e c e of l e g i s l a t i o n w i l l be or what new d i s t o r t i o n s may be 

i n t r o d u c e d . 

The d e c i s i o n r e g a r d i n g t h e a p p r o p r i a t e n e s s of i n d e x a t i o n 

u l t i m a t e l y r e s t s with t h e t a x p a y e r s . In an i n t e r m e d i a t e phase , t a x 

p o l i c y r e s e a r c h e r s can t r y t o r e l a t e t h e proposed l e g i s l a t i o n t o 

s t a t e d o r u n s t a t e d t a x p o l i c y g o a l s . While t h e y may no t be able t o 

e s t a b l i s h a c a u s a l l i n k between l e g i s l a t i o n and c e r t a i n e f f e c t s , 

t h e y can help t o e s t i m a t e what the e f f e c t s of l e g i s l a t i o n may b e . 

Thus they can a i d the p u b l i c i n making t h e i n d e x a t i o n d e c i s i o n . 

1. The case f o r i ndexa t ion 

"A budge t i tem i s indexed i f t h e r e a l revenue y i e l d or 
r e a l expend i tu re i s u n a f f e c t e d by t h e r a t e of 
i n f l a t i o n . " (Gramlich, 1976, p .272) 

Bai ley (1976 , pp .315 -317 ) sugges ted t h a t t h e d e s i r a b i l i t y o f 

i n d e x a t i o n depended on the magnitude of expected i n f l a t i o n : 

g e n e r a l l y , t h e g r e a t e r the p e r c e n t , t h e more d e s i r a b l e . For 

example, he c la imed t h a t i f t h e r a t e of i n f l a t i o n were to average 

some small p e r c e n t , such as 2 p e r c e n t , no one would s e r i o u s l y 

c o n s i d e r i n d e x a t i o n because of i t s added complex i ty . On t h e o t h e r 

hand , he sugges t ed t h a t o r d i n a r y i n d e x i n g i s u s e l e s s when 

h y p e r i n f l a t i o n ( i . e . , i n f l a t i o n g r e a t e r than 20 p e r c e n t ) occurs 

because of t h e lag between t h e a c c r u a l of t ax l i a b i l i t y and tax 
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payments. Additional adjustments, such as indexing tax liabilities, 

would be required given such hyperinflation He recommended that 

Congress consider the adoption of indexation only where moderate 

inflation rates (5 percent to 20 percent) are expected. 

Following are the reasons most commonly given to support the 

adoption of indexation. Also, a discussion regarding the validity 

or lack thereof of each point is presented. The existence of 

moderate inflation (as defined by Bailey) is assumed. 

Equity reason 1 

"A nonindexed tax system raises taxes more than 
proportionately for low-income households and thus 
appears to be a regressive force." (Gramlich, 1976, 
p.279) 

Equity theorists ask whether existing tax law treats equals 

equally (horizontal equity) and whether there is an appropriate 

differentiation among unequals (vertical equity) (Bittker, 1980, 

p.19) The first equity reason addresses the vertical equity 

question. Ignoring the impact of inflation on the tax base (l e , 

looking only at the rate schedule), superficially it does appear 

that low-income households bear more than their proportionate share 

of the tax burden (note high percentages in Table 2-1, Percent 

increase in tax column for the first two income levels). Low-income 

households pay so little tax that any increases appear 

disproportionate relative to higher income households. However, an 

examination of the Percent change column (Table 2-1) shows the 

fallaciousness of the claim that a nonindexed system is regressive. 
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I g n o r i n g the r e l a t i o n s h i p of t h e f e d e r a l i n d i v i d u a l income t ax 

system t o o t h e r f e d e r a l t a x e s and the f a c t t h a t i n f l a t i o n l i k e l y 

c a u s e s a nonindexed i n d i v i d u a l income t a x sys tem t o grow i n 

impor tance r e l a t i v e t o t h o s e o t h e r f e d e r a l t a x e s , i t a p p e a r s then , 

t h a t a nonindexed r a t e s t r u c t u r e i s b a s i c l y n e u t r a l . Hence, t h i s 

r e a s o n s u p p o r t i n g i n d e x a t i o n i s of q u e s t i o n a b l e m e r i t . 

Tab le 2 - 1 . Tax E f f e c t s on Taxpayers Who F i l e J o i n t l y and Who 
Expe r i ence a 10% Income I n c r e a s e ( I n f l a t i o n = 10%) 

Before i n c r e a s e After i n c r e a s e 

Taxable P e r c e n t Taxab l e P e r c e n t P e r c e n t 
income Tax t ax income Tax t ax i n c r e a s e Pe rcen t 

in t a x change 

5 , 0 0 0 
7 , 0 0 0 

1 0 , 0 0 0 
1 5 , 0 0 0 
2 0 , 0 0 0 
2 5 , 0 0 0 
3 0 , 0 0 0 
3 5 , 0 0 0 
4 0 , 0 0 0 
4 5 , 0 0 0 
5 0 , 0 0 0 
5 5 , 0 0 0 
6 0 , 0 0 0 
6 5 , 0 0 0 
7 0 , 0 0 0 
7 5 , 0 0 0 

1 0 0 , 0 0 0 
1 5 0 , 0 0 0 
2 0 0 , 0 0 0 
3 0 0 , 0 0 0 

22.4 
5 3 4 

1,062 
2 , 0 5 5 
3 , 2 2 5 
4 , 6 3 3 
6 , 2 3 8 
8 , 0 8 8 

1 0 , 2 2 6 
1 2 , 3 7 6 
1 4 , 7 7 8 
1 7 , 2 2 8 
1 9 , 6 7 8 
2 2 , 3 7 8 
2 5 , 0 7 8 
2 7 , 7 7 8 
4 1 , 9 9 8 
7 3 , 5 2 8 

1 0 7 , 0 3 2 
1 7 6 , 7 2 4 

'" 4. 
7. 

1 0 . 
1 3 . 
16 , 
1 8 , 
20 
2 3 
25 
2 7 . 
2 9 . 
3 1 , 
3 2 , 
3 4 
35 
3 7 , 
4 2 , 
4 9 , 
5 3 , 
5 8 , 

. 5 

. 6 

. 6 

.7 

. 1 

. 5 
8 
1 
6 

. 5 

. 6 

. 3 

. 8 
4 
8 

, 0 
. 0 
. 0 
. 5 
. 9 

5 , 5 0 0 
7 , 7 0 0 

1 1 , 0 0 0 
1 6 , 5 0 0 
2 2 , 0 0 0 
2 7 , 5 0 0 
3 3 , 0 0 0 
3 8 , 5 0 0 
4 4 , 0 0 0 
4 9 , 5 0 0 
5 5 , 0 0 0 
6 0 , 5 0 0 
6 6 , 0 0 0 
7 1 , 5 0 0 
7 7 , 0 0 0 
8 2 , 5 0 0 

1 1 0 , 0 0 0 
1 6 5 , 0 0 0 
2 2 0 , 0 0 0 
3 3 0 , 0 0 0 

2 9 4 
6 4 8 

1 ,242 
2 , 3 8 5 
3 , 7 7 7 
5 , 4 3 3 
7 , 3 4 8 
9 , 5 8 1 

1 1 , 9 4 6 
1 4 , 5 3 3 
1 7 , 2 2 8 
1 9 , 6 7 8 
2 2 , 9 1 8 
2 5 , 8 8 8 
2 8 , 8 5 8 
3 1 , 8 2 8 
4 7 , 9 2 8 
8 3 , 2 3 2 

1 2 0 , 7 2 4 
1 9 7 , 7 2 4 

5 
8 

1 1 , 
14 
1 7 , 
19 , 
2 2 , 
2 4 
27 
29 
3 1 . 
3 2 , 
3 4 
3 6 , 
3 7 , 
3 8 
43 
50 
5 4 
59 

3 
4 

.3 
5 

,2 
. 8 
.3 
9 
2 
4 

.3 

.5 
7 

.2 

.5 
6 

. 6 

. 4 
9 
9 

Source: 1981 joint tax rate schedule and calculations 
Percent tax = tax/taxable income 
Percent increase in tax = (tax after - tax before)/tax before 
Percent change = percent tax after - percent tax before 

3 1 . 
2 1 . 
1 6 . 
1 6 . 
1 7 . 
1 7 . 
1 7 . 
1 8 . 
16 
1 7 . 
1 6 . 
1 4 . 
1 6 . 
1 5 . 
1 5 . 
14 
1 4 . 
1 3 , 
1 2 , 
1 1 , 

3 
. 3 
. 9 
, 1 
, 1 
, 3 
. 8 
. 5 
8 

, 4 
. 6 
. 2 
. 5 
. 7 
, 1 

6 
, 1 
. 2 
. 8 
. 9 

8 
8 
7 

. 8 
1 . 1 
1 3 
1 . 5 
1 . 8 
1 . 6 
1 . 9 
1 . 7 
1 .2 
1 9 
1 8 
1 7 
1 . 6 
1 . 6 
1 . 4 
1 4 
1 0 
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Equi ty r e a s o n 2 

" t h e impact of i n f l a t i o n on h o r i z o n t a l e q u i t y . . . ( i s ) the 
c e n t r a l i s s u e i n t he debate on index ing" (Musgrave, 
1976, p.324) 

The f i r s t equ i t y r e a s o n g iven fo r i n d e x a t i o n i g n o r e d the impact 

of i n f l a t i o n on the t a x b a s e . Musgrave' s concern fo r h o r i z o n t a l 

equ i ty r e q u i r e s an e x a m i n a t i o n of t h a t impac t . H o r i z o n t a l e q u i t y i s 

de f ined a s e x i s t i n g i f two t axpaye r s w i t h t h e same r e a l income bear 

t h e same t a x burden. A problem i s t h a t , t o d a t e , t a x a b l e income has 

no t been based on r e a l income. Tax p o l i c y a n a l y s t s s u c h as Ba i l ey 

(1976, p . 315) ho ld l i t t l e hope t h a t s u c h an i d e a l e v e r w i l l be used 

by l e g i s l a t o r s i n s e t t i n g t a x p o l i c y . Thus, Bai ley con tended t h a t 

we canno t t e l l whether d i s t o r t i o n s c a u s e d by i n f l a t i o n a r e good or 

bad. Musgrave (1976, p . 324) p o s t u l a t e d t h a t t h e use o f r e a l income 

t o d e f i n e t h e t a x a b l e b a s e was s t i l l an i d e a l t o s t r i v e for ; t h a t 

people ( i n c l u d i n g l e g i s l a t o r s ) a c t on t h e presumpt ion t h a t t a x a b l e 

income i s a meaningful c o n c e p t . Hence, i t i s i m p o r t a n t t o t r y t o 

de te rmine t h e impact of i n f l a t i o n on t h a t r e a l t ax b a s e . Indexa t ion 

seemingly would he lp m a c h i e v i n g t h a t i d e a l . 

An e q u i t y and s i m p l i c i t y reason 

"The argument t h a t r e a l c a p i t a l g a m s should be t a x e d 
a p p e a r s t o lead B r m n e r t o d i s p o s e of t h e c a p i t a l g a m s 
e x c l u s i o n e n t i r e l y . " (F i s che r , 1976 , p .145) 

As B r m n e r has shown i n Table 2 - 2 , i f t h e p r imary purpose of 

t h e c a p i t a l g a m e x c l u s i o n i s t o a d j u s t c a p i t a l a s s e t s a l e s fo r t he 

e f f e c t s of i n f l a t i o n , t h e n no one p e r c e n t a g e , such as t h e c u r r e n t 60 

p e r c e n t , accompl ishes t h e t a s k e q u i t a b l y . In f a c t , 60 p e r c e n t 
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appears to be close to what he labels the "percentage of capital 

gain properly subject to tax" only when the rate of inflation is low 

(i.e., g=0.03 or less) or the holding period is long (generally over 

25 years). Neither condition seems to be typical currently. Note 

however, that the rate of nominal appreciation (n) that he used is 2 

percent more than the rate of inflation (g) and that these 

percentages remained constant over the holding periods shown. One 

would need to examine similar tables where the difference between n 

and g were something other than two percent and where these 

percentages did not remain constant over time. Such an examination 

probably would show that his argument still held. However, Fischer 

contended that the capital gains exclusion is not meant as a "rough-

and-ready adjustment for inflation" (1976, p.145). Rather he 

suggested that its purpose is to encourage risk-taking by the 

politically powerful owners of capital A more thorough discussion 

on the capital gains topic is presented in Chapter 3 

Table 2-2. Proportion of a Capital Gam Properly Subject to Tax, 
Selected Asset Holding Periods and Rates of Inflation 

Percentage of capital gain properly subject 
to tax, by rate of inflation (g) and 
rate of nominal appreciation (n) 

Asset 
holding period g = 0.01 g=0.03 g = 0 05 g=0.07 

(years) n = 0.03 n = 0.05 n = 0 07 n = 0.09 

1 67.0 40.6 29.3 23.0 
5 68.3 43.0 32.2 26 3 
10 69 9 46.1 36.0 30.5 
25 74 6 55.1 47.6 44.0 
50 81.4 68.9 65.2 63.9 

Source: Brmner , 1976, p . 128 
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It would appear that the disposal of the capital gams 

exclusion could lead to a simplification of the current system. 

However, using Brmner' s model (see Chapter 4), this would not be 

the case. In fact, the system as suggested by Brmner would 

introduce greater complexity. In place of the flat 60 percent 

exclusion applied to the total long-term capital gam amount, he 

would substitute a system in which the cost of each capital asset is 

adjusted for inflation. Verification by the Internal Revenue 

Service of the use of the correct indexes would seem to require 

manual rather than computer inspection; thus, an added 

administrative cost. While he would prefer that the indexation be 

done on an accrual basis, he realized that this change would not be 

feasible politically because of the well established current 

practice of taxation upon realization (1976, p 131) Political 

issues aside, if indexation on an accrual basis were adopted, there 

would be a further increase in administrative problems such as 

determining the frequency of reappraisal of capital assets. Thus, 

how one evaluates the merits of this reason depends partly on one's 

willingness to make a tradeoff between equity and simplicity. 

Efficiency reason 1 

"A tax system with no indexing...magnifies fluctuations 
in interest rates " (Bailey, 1976, p.293) 

Efficiency theorists ask whether existing tax law promotes or 

inhibits the efficient allocation of resources (Bittker, 1980, 
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p . 19 ) . One of t h e s e r e s o u r c e s i s t h e money which i s loaned o r 

borrowed. If l e n d e r s and b o r r o w e r s bea r t he same m a r g i n a l t a x r a t e 

t , B a i l e y , T a n z i , and F e l d s t e m ( c i t e d by Gramlich, 1976, p . 2 8 7 ) 

have shown t h a t 

1=1* + g / ( l - t ) , where 

i = t h e market i n t e r e s t r a t e ( i . e . , the nomina l r a t e ) 
i * = t h e i n t e r e s t r a t e when p r i c e s a r e s t a b l e 

( i . e . , t he re i s no i n f l a t i o n ) 
g=the a n t i c i p a t e d r a t e of i n f l a t i o n , and 
t = t h e marg ina l t a x r a t e . 

I f l e n d e r s and bor rowers f a c e d t h e same m a r g i n a l r a t e , i n t e r e s t 

r a t e s would f l u c t u a t e more under a nonindexed sys tem than i f t h e 

system were indexed For example , g iven a nonindexed system, i f t he 

i n f l a t i o n r a t e were 10 p e r c e n t ; t h e marg ina l tax r a t e , 50 p e r c e n t ; 

and t h e s t a b l e i n t e r e s t r a t e , 4 p e r c e n t ; then the nominal r a t e would 

be 24 p e r c e n t ( i . e . , l = . 0 4 + . 1 0 / . 5 0 = .24) $1 l o a n e d fo r one year 

a t 24 p e r c e n t i n t e r e s t would y i e l d $.24 before t a x and $.12 a f t e r 

t a x . T h i s $ 12 i s nominal income. S u b t r a c t i n g t h e amount due to 

i n f l a t i o n ( $ . 1 0 ) y i e l d s $.02 of r e a l income If t h e tax sys tem were 

indexed, however , the i n c r e a s e i n t he nominal i n t e r e s t r a t e over t he 

s t a b l e r a t e due t o i n f l a t i o n would not be taxed. Hence, a nominal 

r a t e of 14 p e r c e n t in an indexed system would p r o d u c e the same tax 

consequences as a 24 p e r c e n t nominal r a t e in an non indexed sys tem. 

That i s , m an indexed sys tem, $1 loaned for one y e a r a t 14 p e r c e n t 

i n t e r e s t would y i e l d $ 14 . S ince the amount due t o i n f l a t i o n ($.10) 

would n o t be t a x e d , the b a l a n c e of $.04 taxed a t a marg ina l r a t e of 

50 p e r c e n t would y i e l d $ .02 of r e a l income. Thus, an indexed tax 

system would minimize t h e f l u c t u a t i o n i n i n t e r e s t r a t e s . 
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Gramlich (1976, p.287) and Sunley (1979, p.332) suggested that 

undesirable distortions may arise in a nonindexed system when 

1. borrowers and lenders are not in the same tax brackets, 

2. interest rates do not rise as suggested by the above 
equation possibly because of institutional barriers, and 

3. everyone does not anticipate the same inflation rate, 
or lags and other discrepancies prevent full market 
adjustment 

The following example illustrates the effect of different 

marginal rates for borrowers and lenders using the equation given 

above. Assume that the inflation rate is 10 percent and the stable 

interest rate is 4 percent. If the lender has a marginal rate of 50 

percent, then he would be willing to lend at a market rate of 24 

percent or more (l = 04+.10/ 50 = .24). If the borrower has a 

marginal rate of 30 percent he would be willing to borrow at a 

market rate of 18 3 percent or less (l = .04+ 10/ 70 = .183). If 

the nominal rate of interest is between 18.3 and 24 percent, the 

loan would be disadvantageous to both borrower and lender. Hence, 

such loans may not be negotiated. The above example also 

illustrates the problems with institutional barriers such as usury 

ceilings. If that ceiling is 18 percent, the lender is clearly out 

of the lending market. Theoretically, an indexed tax system 

virtually would eliminate unequal rates between lenders and 

borrowers since, in effect, only the stable rate is taxed That is, 

the rate charged would be the sum of the stable rate and the untaxed 

inflation rate Practically, however, everyone does not anticipate 
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the same i n f l a t i o n r a t e . Hence, r a t e d i f f e r e n c e s l i k e l y would 

occur , b u t t h e s e d i f f e r e n c e s shou ld be l e s s pronounced than wi th an 

u m n d e x e d t a x sys tem. 

E f f i c i e n c y reason 2 

The " l o c k - m " e f f e c t produced by t h e c a p i t a l ga in s t a x 
would be l e s sened by i n d e x a t i o n . (Diamond, 1976, p .323) 

The term " l o c k - m " e f f e c t r e f e r s t o t h e h o l d i n g of c a p i t a l 

a s s e t s f o r a l o n g e r pe r iod of t ime t h a n one o t h e r w i s e might wish i n 

o rder t o g a m p r e f e r a b l e t a x t r e a t m e n t . Thus, " l o c k - i n " might occur 

when a h o l d e r of a c a p i t a l a s s e t e x p e r i e n c e s a p o s i t i v e nominal ga in 

and t h u s i s u n w i l l i n g to s e l l t h e a s s e t s i n c e a t a x would have t o be 

pa id One of t h e reasons b e h i n d t h e 60 p e r c e n t c a p i t a l ga in 

d e d u c t i o n i s t h e m i t i g a t i o n of t h i s " l o c k - m " ( S e l t z e r , 1978, p 17) . 

For h o l d e r s of c a p i t a l a s s e t s who e x p e r i e n c e p o s i t i v e nominal g a m s 

bu t n e g a t i v e r e a l ga ins ( i . e . , t h e y have expe r i enced a r e a l l o s s ) , 

t he c a p i t a l g a m deduc t ion i s a sma l l c o n s o l a t i o n . T h i s l a t t e r 

group might be more mo t iva t ed t o s e l l t h e i r a s s e t s i f i n d e x a t i o n 

were i n t r o d u c e d , no taxes were a s s e s s e d and they were al lowed t o 

w r i t e o f f t he r e s u l t i n g l o s s e s . 

E f f i c i e n c y reason 3 

If i t i s t he i n t e n t of Congress t o encourage inves tment 
i n c e r t a i n a c t i v i t i e s ( e . g . , homeownership) by o f f e r i n g 
t ax inducements , i n f l a t i o n d i s t o r t s t h a t i n c e n t i v e . 
Hence, i n d e x a t i o n shou ld be encouraged. 
( B a i l e y , 1976, p . 3 1 1 ) 

The pr imary c u r r e n t t a x p r o v i s i o n s which encourage 

homeownership ove r r e n t i n g a r e t h e d e d u c t i b i l i t y of mortgage 
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interest payments, the deductibility of property tax payments, the 

deferral of capital gams on home sales and the one-time exclusion 

of $125,000 of capital gains on home sales for taxpayers 55 and 

older. It has been argued that inflation distorts these incentives 

in several ways. For example, the Congressional Budget Office 

(Sept. 1981, p.28) addressed this issue in the following manner. 

They suggested that even without inflation, the tax benefits 

available to homeowners increases the demand for homes and hence, 

increases the price of homes. Inflation increases these prices and 

the corresponding demand for homes even more. These price increases 

give existing homeowners returns on their home investments greater 

than they would have gotten had they made other types of 

investments This distortion leads to a shift from other 

investments into housing, further increasing home prices At the 

same time, inflated home prices and interest rates make 

homeownership less accessible to the nonhomeowner, the very group 

the incentives were meant to reach However, high income families 

remain better able to take advantage of these incentives Hence, 

the Congressional Budget Office argued that the progressivity of the 

current tax system is reduced. Bailey (1976, p.311) suggested that 

high income taxpayers would invest more in those activities in which 

inflation increases the tax advantages. These same high income 

taxpayers also would have added incentive to "lock-m" capital 

gains. Bailey argued (1976, p.313) that an indexed system would 

help to reduce the advantages occurring because of these 
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i n f l a t i o n a r y d i f f e r e n c e s by e l i m i n a t i n g both t h e l o s s i n e f f i c i e n c y 

caused by t h e i n f l a t i o n - i n d u c e d d i s t o r t i o n s and t h e g a m s in 

e f f i c i e n c y from t h e reduced i n c e n t i v e t o conve r t p e r s o n a l s e r v i c e 

income t o c a p i t a l g a i n s . He s u g g e s t e d t h a t t h e g a m s outweigh t h e 

l o s s e s , w i t h t he c a s e for i n d e x i n g becoming s t r o n g e r a s t h e r a t e of 

i n f l a t i o n i n c r e a s e s . 

A d m i n i s t r a t i v e r eason 1 

Adopt ion of i n d e x a t i o n could reduce t h e f r equency of 
t a x reforms t h a t g e n e r a l l y add complexi ty t o t h e t ax 
l aws (Ba i l ey , 1976, p-294) 

While i t i s l i k e l y t h a t t h e q u a n t i t y of new or amended laws 

would be l e s s i f i n d e x a t i o n were adopted , i t i s l e s s c e r t a i n wi th 

what f r equency Congress would reform t h e tax system. Such reforms 

have been e n a c t e d i n the p a s t w i t h o u t i n f l a t i o n . S ince o the r 

l e g i s l a t i o n would n o t be needed t o be implemented, t h e automat ic 

c h a r a c t e r o f i n d e x a t i o n would save t a x p a y e r d o l l a r s and would 

p rov ide Congress some r e l i e f from t h e p e r i o d i c burden of making 

a d j u s t m e n t s for i n f l a t i o n . However, on occas ion i t i s d e s i r a b l e fo r 

Congress t o r e e v a l u a t e p a s t t a x p o l i c y d e c i s i o n s i n o r d e r t o 

de te rmine t h e i r c u r r e n t v a l u e . F r e q u e n t l y in t h e p a s t Congress has 

l e g i s l a t e d t a x c u t s j u s t p r i o r t o e l e c t i o n t ime . The adop t ion of 

i n d e x a t i o n cou ld e l i m i n a t e some or a l l of the n e c e s s i t y of such t a x 

c u t s . T h e i r p a s t r e co rd would i n d i c a t e a l o a t h i n g t o l e g i s l a t e t a x 

i n c r e a s e s . However, s i t u a t i o n s could a r i s e where t a x i n c r e a s e s 

would seem n e c e s s a r y . This i s t he s i t u a t i o n c u r r e n t l y . Thus, t h e r e 

i s a s t r o n g p o s s i b i l i t y t h a t Congress w i l l r e p e a l i n d e x a t i o n as 
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s p e c i f i e d in ERTA before i t can become e f f e c t i v e . Sunley (1979, 

p 329) argued t h a t , given the i n e r t i a of Congress, t h e country i s 

b e t t e r off under the c u r r e n t system than i f indexa t ion were in 

p l a c e . The complexity i s s u e i s discussed m more d e t a i l l a t e r when 

the c a s e agains t indexat ion is presented. 

Admin i s t r a t ive reason 2 

Automatic indexat ion i s favored by many people who 
be l i eve that t h e U.S government w i l l automatically 
increase i t s spending as i n f l a t i o n generates add i t i ona l 
t a x e s . (Sunley, 1979, p.329) ( B a i l e y , 1976, p.294) 

While i t i s true t h a t the " e l a s t i c i t y o f the income tax w i t h 

r e s p e c t to i n f l a t i o n i s about 1.5 ( l e . , a 10 percent i n f l a t i o n r a t e 

leads t o tax r ece ip t s r i s i n g by about 15 p e r c e n t ) (Sunley, 1979, 

p 3 2 8 ) , i t i s f a l se t h a t t h e U.S. government benef i t s from 

i n f l a t i o n His tory has shown t h a t when tax r e c e i p t s have increased , 

Congress has chosen to reduce taxes rather t h a n launch new programs 

(Sunley, 1979, p.329). Since 1953, federal t a x r ece ip t s c o n s i s t i n g 

almost e n t i r e l y of the pe r sona l income tax r o s e only from 10 6 t o 

11.5 percen t of nat ional income (Bailey, 1976, p 294). Hence, t h i s 

argument is not persuas ive as a reason for i ndexa t ion . 

2 The case aga ins t indexa t ion 

As will be shown, t h e reasons general ly given for opposing 

indexa t ion are as vu lnerab le to a t t a ck as were those given in i t s 

s u p p o r t . The reasons and a discussion r ega rd ing the v a l i d i t y of 

each reason fol low. Again, the exis tence of moderate i n f l a t i o n i s 

assumed. 
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An equity and simplici ty reason 

"actual legis la t ion emerges from a Byzantine 
l eg i s l a t ive process and may become a grotesque 
s t ructure containing special favors, compromises, 
and modifications." (Bailey, 1976, p.318) 

Bailey pointed out tha t , in the past the relat ionship of tax 

legislat ion to theoret ical ideals has been less than satisfying. 

There is no reason to suppose that the adoption of indexation would 

be any different . Thus, new inequit ies and inefficiencies could be 

introduced with any new legis la t ion or in subsequent reforms. For 

example, an exception might be made for homeowners and farmers if 

the indexation of interest payments were enacted. For instance, 

they might be allowed to deduct fu l l in te res t payments as with 

current law without having to adjust and reduce those payments for 

the effects of inf lat ion This more favorable tax treatment l ikely 

would serve as an incentive to shif t capi ta l into residences and 

farms. 

While Bailey1s comments are germane to this reason, he did 

point out that an incentive already exis t s to make t h a t type of 

capital shift Thus, one needs to question whether a distorted 

indexed system i s any worse than the current dis tor ted nonindexed 

system. He further observed that discriminatory indexation might 

cause such favored groups to appreciate the benefits they are 

getting from inf la t ion . Hence, he suggests that they might t r y to 

work to protract inflat ion for the i r continued benefi t . However, 

would this s i tua t ion be any different or worse than the current one? 
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An indexed system c o n t a i n i n g e x c e p t i o n s c o u l d become q u i t e 

complex; whereas , the t h e o r e t i c a l system need be only modera te ly s o . 

But i f a complex indexed system were s u b s t i t u t e d for complex c u r r e n t 

r u l e s , t h e q u e s t i o n of which system o f f e r s g r e a t e r complexi ty s t i l l 

needs t o be a d d r e s s e d . Thus , u n l e s s one cou ld p r o j e c t t h a t any 

i n d e x a t i o n adop ted u l t i m a t e l y by Congress would r e s u l t i n more 

complex i ty t han i s c u r r e n t l y in e x i s t e n c e , i t s a d o p t i o n should be 

c o n s i d e r e d . Tax reform a d v o c a t e s w i l l always be needed t o t r y t o 

provoke change t o insure t h a t t h e t a x system more c l o s e l y 

approx imates t h e t h e o r e t i c a l i d e a l . 

E f f i c i e n c y reason 1 

Automatic i n c r e a s e s i n r e a l t ax r e v e n u e s have a 
s t a b i l i z i n g e f f e c t d u r i n g t imes of i n f l a t i o n . 
(Gramlich, 1976, p .278) 

T h e o r e t i c a l l y , consumer demand in excess of supply i s t hough t 

to d r i v e up p r i c e s . One of the p o s s i b l e e f f e c t s of such excess 

demand i s i n f l a t i o n . F u t u r e i n f l a t i o n a r y e x p e c t a t i o n s lead t o t h e 

demand f o r wage i n c r e a s e s . With i n f l a t i o n a c t i n g t o i n c r e a s e 

nominal income and with i n f l a t i o n income t a x e l a s t i c i t y 

approx ima te ly 1 . 5 , the r e s u l t i n g t a x i n c r e a s e should a c t as a b rake 

on consumer demand, and h e n c e , on i n f l a t i o n Thus, t h e economy 

should s t a b i l i z e . I n d e x a t i o n would appear t o have t h e o p p o s i t e 

e f f e c t , and h e n c e , be u n d e s i r a b l e . Although t h e o r e t i c a l l y 

p l a u s i b l e , t he r e a l i t y i s l e s s i d e a l . The f o l l o w i n g p o i n t s 

i l l u s t r a t e p r a c t i c a l f l aws i n t h a t t h e o r y . 
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1. Inflation causes the real tax levels to be raised 
permanently even after prices have stabilized. 
(Gramlich, 1976, p.278) 

2. Inflation may have been fueled by some outside agent, 
such as an oil cartel, instead of by excessive 
domestic demand. A tax increase at such a time may 
well be inappropriate. (Gramlich, 1976, p.279) 

3. The automatic tax revenue increase aggravates declines 
in output and employment if inflation occurs during a 
recession. (Bailey, 1976, p.313) 

4. Indexation which would appear to eliminate this 
automatic stabilization may well eliminate none of the 
interactions between inflation and this stabilization 
process because it lags price increases by one or two 
years. (Bailey, 1976, p.314) 

5. In a research study, Pierce and Engler (1976, p.187) 
concluded that an indexed income tax system would not 
produce significantly greater economic instability 
than currently exists. However, they studied only the 
effects of indexation on the rate structure. 

These points suggest that a nonindexed tax system is not the great 

stabilizer it is theorized to be and that an indexed system may not 

be as problematic as projected. Despite Pierce and Enzler's 

research, Bailey (1976, p.314) suggested that it is not sufficiently 

clear whether or not indexation increases or decreases economic 

stability. Hence, he recommended that the decision to index be 

based on other reasons. 

Efficiency reason 2 

To index the tax system is to confess the inability to 
control inflation. (Bailey, 1976, p.314) 

While tax-related, inflation-induced effects could be corrected 

by indexation of the tax system, it cannot undo inflation-caused 

distortions related to wage lags and leads and contracts based on 
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fa l se expecta t ions (Bailey, 1976, p.291). Bailey asked these 

questions about the e f fec t s of an indexed t a x system: 

1. Should indexation be re jec ted if, while removing a l l 
harm from i n f l a t i o n , i t increases t h e r a t e of 
i n f l a t i o n 7 That i s , should p o t e n t i a l l y greater 
i n f l a t i o n be accepted i f the end r e s u l t i s a harmless 
product? 

2. Why worry about p o l i t i c a l r e s i s t ance i f a major 
reduct ion m the harm done by i n f l a t i o n can be 
achieved? 

Since t he re are no c e r t a i n answers to these quest ions, Bailey 

suggested t h a t t h i s argument agains t indexat ion not be given much 

weight. 

3 . Concluding comments on indexat ion 

There i s no obvious answer to the ques t ion of whether or not 

adopt indexat ion . Reasonable people will d i f f e r as to which 

approach i s more advantageous. But the f a c t remains t ha t Congres 

has made t h e decision to adopt indexation, a t l ea s t in a moderate 

form. Questions regarding i t s impact and t h e d e s i r a b i l i t y of the 

adoption of a more complete form of indexat ion are discussed in 

subsequent chapters 
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CHAPTER 3 

INDEXATION SUGGESTED BY TAX POLICY ANALYSTS 

Having p r e s e n t e d t h e major arguments made f o r and a g a i n s t 

i n d e x a t i o n , s i nce i n d e x a t i o n i s now p a r t of our t a x system because 

of ERTA, t h e only i s s u e remain ing would be with p o s s i b l e v a r i a t i o n s 

m form. There fore , t h e focus of t h i s c h a p t e r i s on t h e s e p o s s i b l e 

v a r i a t i o n s of an indexed system as sugges t ed by t a x p o l i c y a n a l y s t s . 

A l so c o n t a i n e d h e r e i n i s a d i s c u s s i o n r e l a t i v e t o the c h o i c e of and 

problems w i t h the i n d e x ( e s ) recommended f o r u s e . 

1 . Items sugges ted f o r i n d e x a t i o n 

The tax b a s e 

" ' i n d e x a t i o n ' means e x p r e s s i n g amounts of money m 
' r e a l ' t e r m s , t h a t i s , in t e r m s of d o l l a r s of c o n s t a n t 
pu rchas ing power . " ( F e l l n e r , 1975, p . 5 ) 

Before one beg ins t o examine changes t h a t could be made to t he 

c u r r e n t t a x system, i t seems a p p r o p r i a t e t o e l u c i d a t e t h a t c u r r e n t 

sys t em. The taxpayer adds up a l l h i s income which has b e e n def ined 

a s t a x a b l e i n the I n t e r n a l Revenue Code t o a r r i v e a t h i s g r o s s 

income. Then he s u b t r a c t s a l l a l l owab le d e d u c t i o n amounts and 

exemption amounts to r e a c h a f i g u r e c a l l e d h i s t a x a b l e income. 
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T h i s , t h e n , i s t h e base t o which t h e t a x r a t e s a r e a p p l i e d (Pechman, 

1977, pp56-57) . The tax b a s e i s d i s t o r t e d by i n f l a t i o n because 

i t e m s which are i n c l u d e d a s income o r a r e p e r m i t t e d as deduc t ions 

from AGI ( i . e . , d e d u c t i o n amounts and exemption amounts) a r e 

denominated in n o m i n a l r a t h e r than i n some s o r t of " r e a l d o l l a r " 

amount, i n whichever of v a r i o u s ways t h a t " r e a l d o l l a r " income might 

be d e f i n e d . Since t h e p r o g r e s s i v e r a t e s t r u c t u r e h a s b r a c k e t e d 

amounts a l s o e x p r e s s e d in nominal d o l l a r s , an a d d i t i o n a l d i s t o r t i o n 

o c c u r s These d i s t o r t i o n s a r e i m p o r t a n t because t h e t axpaye r i s 

r e q u i r e d t o pay a d i f f e r e n t amount of t a x than he would m a 

n o n m f l a t i o n a r y w o r l d The d i v e r g e n c e between t h e t a x a b l e income 

s t a t e d i n nominal d o l l a r s and the t a x a b l e income s t a t e d i n " r e a l 

d o l l a r s " can be a t t r i b u t e d l a r g e l y t o income and d e d u c t i o n i tems 

which have been h e l d a s u b s t a n t i a l t ime ( i . e . , one yea r o r more). 

Nonbus iness i n f l a t i o n - s e n s i t i v e e l e m e n t s c o n s i s t of c a p i t a l a s s e t s 

and i n t e r e s t - r e l a t e d a s s e t s (Aaron, 1976, p . 6 ) . 

l . C a p i t a l a s s e t i n d e x a t i o n 

C u r r e n t l y , when an a s s e t c h a r a c t e r i z e d as c a p i t a l ( s e c t i o n 1221 

of t h e I n t e r n a l Revenue Code) i s t r a n s f e r r e d to a n o t h e r p a r t y , t he 

d i f f e r e n c e between i t s f a i r market v a l u e and i t s t a x b a s i s may be 

s u b j e c t t o income t a x a t i o n as a c a p i t a l g a m or l o s s That 

d i f f e r e n c e may n o t be taxed a t a l l ( e . g . , an a s s e t t r a n s f e r r e d v i a 

w i l l ) or i t may b e pos tponed (e g . , t h e r o l l o v e r of g a m on a 

p e r s o n a l r e s i d e n c e ) . If t h e a s s e t s u b j e c t to t a x a t i o n has been h e l d 

f o r more than one y e a r , t h e a s se t i s c h a r a c t e r i z e d a s b e i n g long-
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term. If the difference between the disposal price and the adjusted 

basis of the asset i s posi t ive , then a long-term capital gam 

deduction i s permitted so t h a t only 40 percent of tha t difference 

must be included m taxable income. If the difference is negative, 

then a loss i s recorded. Long-term capital losses are deductible 

dollar for dollar against long-term capital gams and short-term 

capital gams, but are deductible two dol lars for one dollar against 

ordinary income and are l imited to $3,000 of ordinary income m any 

one year. Long-term asset holdings are inf la t ion-sensi t ive and, 

hence, subject to d is tor t ion . Does the 60 percent capital gam 

deduction or the $3,000 loss limitation adequately overcome those 

distort ions? 

As was discussed in Chapter 2, the 60 percent capital gam 

deduction was viewed by Brinner (1976, p. 127) as a fai lure i f i t s 

primary purpose was to serve as an inf la t ion adjustment. However, 

Fischer (1976, p.145) posited that the capi ta l gam deduction was a 

concession to pol i t ica l ly powerful owners of capital as an 

encouragement for r isk-taking rather than a rough adjustment for 

inflat ion. What i s the purpose of the cap i ta l gain deduction? 

Perhaps a glance at the h is tory behind the legis la t ion would offer 

some insight 

The rules for taxation of capital asse ts have undergone 

periodic revision since the inception of the federal income tax in 

1913. Capital assets were defined for the f i r s t time m the Revenue 

Act of 1921. Capital gains were subjected t o a maximum rate of 12.5 
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p e r c e n t , and t h e r e q u i s i t e l o n g - t e r m h o l d i n g p e r i o d was two y e a r s . 

P r i o r to t h a t enac tment , a l l t r a n s a c t i o n s ( c a p i t a l or o t h e r ) were 

s u b j e c t t o normal and s u r t a x r a t e s (a combined maximum r a t e of 77 

p e r c e n t d u r i n g 1918) (Wells , 1949, p . 1 4 ) . The r e d u c t i o n of " l o c k -

i n " was one of t h e mam arguments for t h e p r e f e r e n t i a l t r e a t m e n t 

accorded t o c a p i t a l ga ins i n t h e 1921 Revenue Act (Wells , 1949, 

p . 1 5 ) . 

Tab le 3 - 1 . S t e p - s c a l e R e f l e c t i n g the P e r c e n t a g e s of 
C a p i t a l Gam t o be Included i n Ordinary Income 

P e r c e n t a g e s of 
P e r i o d a s s e t s he ld g a m inc luded i n 

o r d i n a r y income 

1 yea r or l e s s 
Over 1 yea r b u t n o t over 2 y e a r s 
Over 2 y e a r s b u t n o t over 5 y e a r s 
Over 5 y a r s b u t n o t over 10 y e a r s 
Over 10 y e a r s 

Source . Wel l s , 1949, p . 21 

The Revenue Act of 1934 marked the i n t r o d u c t i o n of a s t e p - s c a l e 

p l a n (Table 3-1) fo r c a p i t a l g a m t a x a t i o n . The concern m o t i v a t i n g 

t h i s p lan was t h a t , from an e q u i t y s t a n d p o i n t , t h i s method would 

b e t t e r approx imate t he t ax t h a t would have been pa id i f t h e g a m had 

been taxed as acc rued over t h e hold ing p e r i o d of the a s s e t (Wel l s , 

1949, p 2 0 ) . The s c a l e was reduced to two s t e p s in 1938 ( W e l l s , 

1949, p 25) and f i n a l l y to one s t ep in 1942 (Wel l s , 1949, p . 2 9 ) a 

m o d i f i c a t i o n which remains p r e s e n t l y . B e s i d e s t h e p e r i o d i c r a t e 

a d j u s t m e n t s , t h e d e f i n i t i o n of c a p i t a l a s s e t s , t h e l eng th of t h e 
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ho ld ing p e r i o d , and t h e amount of c a p i t a l l o s s e s d e d u c t i b l e a g a i n s t 

o rd ina ry income have a l l been a l t e r e d s i n c e 1921 I n summary, 

S e l t z e r (1978 , pp 16-17) l i s t e d the f o l l o w i n g r e a s o n s as g iven by 

Congress a t one t ime o r o t h e r why c a p i t a l g a m s shou ld no t be t a x e d 

as o r d i n a r y income: 

1. They do n o t r e p r e s e n t economic income in t h e t r u e 
s e n s e 

2 . Many of them r e p r e s e n t i l l u s o r y nominal g a i n s because 
of changes in p r i c e l e v e l s . 

3 . The gain accrued over a number of y e a r s would be t axed 
i n e q u i t a b l y i n f u l l a t p r o g r e s s i v e r a t e s i n t h e yea r of 
r e a l i z a t i o n . 

4 . S u b s t a n t i a l t a x e s on c a p i t a l g a m s i n c r e a s e t h e 
l i k e l i h o o d of " l o c k - m " 

Arguments b o t h f o r and a g a i n s t each of t h e s e reasons can and have 

been made by l e g i s l a t o r s and t a x p o l i c y a n a l y s t s . F o r t h e moment, 

assuming t h a t t h e y are a l l v a l i d , the q u e s t i o n remains as t o t he 

b e s t method of e q u i t a b l e , ye t a d m i n i s t r a t i v e l y s imp le , t a x a t i o n . 

I n d e x a t i o n would seem to solve t h e problem of i l l u s o r y g a m s 

and i s t h e method most o f t e n c i t e d ( e . g . , David, 1968 , p . 2 1 0 ; 

B r m n e r , 1976, p . 125; Dernburg , 1976, p . 4 ) . But " l o c k - m " seems t o 

be caused n o t only by c a p i t a l ga ins t a x r a t e s , but a l s o by e s t a t e 

tax laws which pe rmi t t h e t r a n s f e r of c a p i t a l a s s e t s a t f a i r market 

va lue w i t h o u t c a p i t a l g a m t a x a t i o n (David, 1968, p . 2 2 5 ) . The 

d e f e r r a l of c a p i t a l g a m r e c o g n i t i o n u n t i l r e a l i z a t i o n has occu r r ed 

and t h e l a c k of a tax d e f e r r a l c o r r e c t i o n f a c t o r i s a n o t h e r p r o b a b l e 

cause . A d d i t i o n a l l y , some i n d i v i d u a l s p r e f e r to r e t a i n c e r t a i n 
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nonstock capital assets for personal reasons. Thus, it is not clear 

what indexation alone would do to reduce the "lock-m" problem. 

At least partial solutions to the problems addressed by these 

reasons could lie in the total exclusion of capital gam taxation, 

some averaging method, or some step-scale plan. These methods have 

been suggested by tax policy analysts currently and in the past. 

Because the focus of this research is on distortion caused by 

inflation, only indexation is considered in this study. 

11. Interest indexation 

The other nonbusiness inflation-sensitive elements suggested by 

Aaron (1976, p.6) were interest-related assets. During inflationary 

times, given the current tax system, it appears that lenders would 

lose and borrowers would gam. Consider taxpayer A who lends $1,000 

for one year at 8 percent to taxpayer B. At year's end, A receives 

$1,080 If the inflation rate were 12 percent, m terms of 

begmnmg-of-the-year dollars, A's $1,080 is really worth only $964 

(i.e., $1,080/1 12) However, instead of being able to deduct a 

real loss of $36, A must include $80 as interest income. On the 

other hand, B who has experienced a real gam, is able to deduct $80 

as interest expense. It would seem that the net revenue effect to 

the U S. government is zero. However, that is only true if both A 

and B have the same marginal tax rate. Assuming that A's rate is 30 

percent and B's rate is 50 percent, the U.S government will get $24 

from A but lose $40 from B, a net loss to the Treasury of $16. 

Thus, equity issues aside, without an inflation adjustment for 



www.manaraa.com

35 

interest related items, even the U.S. government may be experiencing 

a real loss. Note that an inflation adjustment still would not 

remove the difference between the income recorded and the deduction 

taken which results from the difference in marginal rates. 

Two adjustments for financial instruments which have been 

suggested as a means of nullifying this inflationary distortion are: 

1. reducing the amount of interest deduction by the amount 
of the "inflation premium" (i.e , the amount of 
interest attributed to inflation), and 

2. permitting the full interest deduction (taxing the full 
interest income) but requiring an adjustment at the 
time the debt is cancelled for any real gain or loss. 

To illustrate the first suggested adjustment using the above 

example, since the interest rate (8 percent) is less than the 

inflation rate (12 percent), both A and B's interest amounts would 

be reduced to zero. If the interest rate had been 15 percent while 

the inflation rate was 12 percent, then both interest amounts would 

be $30 (i.e., $150-$120). For these examples, the second suggested 

adjustment would produce the same results as the first because the 

note was only of one year duration (assuming the note ran from 

January 1 to December 31) If the note were to be held for five 

years with only interest payable annually, then each year A and B 

would report the full amount of interest At the end of the five 

year period, an inflation adjustment would be made to reflect the 

real gain or loss each person experienced. There is, however, no 

agreement currently among accountants, economists, or businessmen as 

to the best adjustment for the inflationary distortion of financial 

instruments (Sunley, 1979, p.331). 
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lii. Mortgage principal and interest indexation 

"The most important adjustment for most households 
would be the tax treatment of home mortgages." (Aaron, 
1976, p.20) 

In this quote, Aaron is referring primarily to the gains 

experienced by homeowners who, because of inflation, pay off their 

mortgage principals in cheaper dollars than the dollars they 

received at the inception of the mortgages. Aaron (1976, p.20) 

suggested three possible times of taxing these gams garnered by 

mortgagees: 

1. Tax the gains annually, by reducing the mortgage 
interest deduction by the inflation rate times the 
mortgage balance. 

2. Tax the gams upon realization, where realization is 
defined as the time when the mortgage is paid off. 

3. Tax the gams upon realization, where realization is 
defined as the time when the house is sold. 

The preferability of any of these options rests upon such 

considerations as administrative simplicity and the desirability of 

immediate increased revenue collections. 

In addition to the gains associated with the repayment of 

mortgage principals, homeowners also gam because they are allowed 

to deduct mortgage interest payments. This topic properly in 

subsumed under the topic of interest indexation. However, because 

of the importance of the mortgage interest deduction, a separate 

discussion is presented. Under the current tax system, the mortgage 

interest deduction, the property tax deduction, the deferral of 

capital gams from home sales, and the exclusion of $125,000 in 
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capital gains from home sales for persons 55 or older illustrate the 

favored state of home ownership over rental dwelling. This 

preferential treatment is true of the U.S. government and, in some 

ways, of other foreign governments as well. Additionally, the 

availability of an unlimited mortgage interest deduction acts as an 

incentive, especially for wealthier taxpayers, to have the largest 

possible mortgage (Liesner and King, 1975, p.143). According to 

estimates made by the Treasury Department's Tax Calculator 

simulation model, for 1981, 30 percent of the total taxes saved by 

deducting mortgage interest goes to individuals with expanded 

incomes (i.e., the sum of adjusted gross income, the capital gam 

deduction, percentage depletion, and other tax preferences) over 

$50,000, a group constituting less than 5 percent of all taxpayers 

(Congressional Budget Office, Sept. 1981, p.8). The projected 

mortgage interest deductions for 1981 and 1985 are $19.8 billion and 

$56 5 billion respectively (Congressional Budget Office, Sept. 1981, 

p.7). A comparison of the projected 1981 deduction ($19.8 billion) 

with the individual income tax receipts ($285.6 billion) for fiscal 

year 1981 (Publication 17, 1981, p.169) allows one to judge the 

magnitude of this deduction The mortgage deduction will constitute 

about two-thirds of the tax benefits received by homeowners in 1982 

(Congressional Budget Office, Sept. 1981, p.xi). Periodically, this 

provision (Section 163 of the Internal Revenue Code) and others 

favoring homeowners have been reexamined for possible modification. 

The most recent such reexamination was undertaken by the Joint 
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Economic Committee of Congress in 1981. In the report submitted by 

the Congressional Budget Office, the following nine options were 

presented to Congress: 

1. Maintain current law. 

2. Put a ceiling on the deductibility of mortgage interest 
payments. 

3. Limit property tax deductions. 

4. Reduce the exclusion of capital gam income from home 
sales. 

5. Tax gams at the time of sale. 

6 Create new tax subsidies for renters. 

7. Convert the mortgage interest deduction to a tax 
credit. 

8. Limit the mortgage interest deduction to only the 
principal residence. 

9. Concentrate more benefits on first-time homebuyers. 

A critical examination of the options presented reveals that the 

concerns addressed primarily were for increased revenue and equity. 

The concern for the then depressed housing industry seemed to have 

been one of the motivating factors behind the decision of Congress 

to maintain the current law at that time. The issue of the 

distortion caused by inflation was not the focus of any of these 

options. 

The rate structure 

Whenever tax analysts discuss the indexation of the rate 

structure, other nominal amounts such as exemptions, deductions, and 
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credits are included. This categorization also will be used in this 

research. Currently, once the tax base has been determined, the 

rate structure and credits then are applied to derive the actual tax 

liability. Because these numbers are specified in nominal dollars, 

their values are distorted by inflation. Had Congress not made 

periodic changes to income tax laws, Sunley and Pechman (1976, 

p.159) showed that the effective tax rate applied to adjusted 

personal income would have risen from 10.7 percent to 16 2 percent 

between 1960 and 1975. Real growth (l e., assuming indexation had 

been m place) would have increased that 1960 rate to 12.2 percent. 

With the changes made by Congress, the actual rate m 1975 was 11.3 

percent. Thus, Congress corrected taxes not only for inflation, but 

also for real growth. The fact that Congress has made, and probably 

would continue to make, such periodic adjustments, leads many tax 

analysts to regard indexing of the rate structure as only of 

secondary mportance and a political decision (Aaron, 1976, p.327). 

Since Congress has made the decision in the Economic Recovery Tax 

Act of 1981 to begin indexing the rate structure in 1985, unless 

they opt subsequently to rescind that decision, no further debate on 

this point seems necessary The other nominal amounts which will be 

indexed for 1985 under ERTA are the zero bracket amounts and the 

personal exemption amount. However, other nominal amounts are 

recommended for indexation Sunley and Pechman (1976, p.154) and 

Allen and Savage (1975, p.57) suggested that instead of indexing all 

nominal dollar amounts, almost all of that distortion could be 
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e l i m i n a t e d by i n d e x i n g t h e most i m p o r t a n t i t e m s . Pe rhaps t h e n , in 

a d d i t i o n to exemption and b r a c k e t amounts, c e r t a i n impor t an t c r e d i t s 

such a s earned income, c h i l d and dependent c a r e , and c r e d i t f o r the 

e l d e r l y a l s o should be indexed . The earned income c r e d i t was 

i n c l u d e d in D e n i s o n ' s l i s t of nominal f i g u r e s to i n d e x (1976, 

p . 2 4 3 ) . 

2 . Suggested m d e x ( e s ) 

"The c h o i c e of t h e index depends t o a l a r g e e x t e n t on 
t h e o b j e c t i v e t o be ach ieved th rough i n d e x i n g " 
(Tanz i , 1976, p . 2 1 8 ) 

Congress h a s made i t s choice a l r e a d y i n s p e c i f y i n g t h a t t h e 

Consumer P r i c e Index be u s e d m t h e implementa t ion of the i n d e x a t i o n 

p o r t i o n of t h e ERTA l e g i s l a t i o n . However, what i s t h e o p i n i o n of 

t ax p o l i c y a n a l y s t s conce rn ing t h e choice of an index? Also , i f 

more i t ems a r e indexed, how many i n d e x e s have they sugges ted using? 

Severa l p o t e n t i a l l y a p p r o p r i a t e i n d e x e s have been s u g g e s t e d . 

O 'Br ien (1980, p . 2 6 7 ) l i s t e d t h r e e such i n d e x e s : 

1. CPI ( t he Consumer P r i c e Index) - a measure of the 
average change i n t h e c o s t of a s e l e c t e d marke t b a s k e t 
of goods and s e r v i c e s 

2 . WPI ( t h e Wholesale P r i ce Index) - a measure of p r i c e 
changes of about 2 ,200 commodities s o l d in pr imary 
markets 

3 . IPD ( the Gross N a t i o n a l P r o d u c t I m p l i c i t P r i c e 
D e f l a t o r ) - a measure of p r i c e changes in v a r i o u s 
components of t h e Gross N a t i o n a l P roduc t 

Should one o r more indexes be u s e d 7 C r i t e r i a used i n the l i t e r a t u r e 

to answer t h a t q u e s t i o n were main ly of e q u i t y and s i m p l i c i t y . For 
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example, for c a p i t a l gain t axa t ion , Aaron (1976, p. 16) suggested 

tha t the use of a separate index fo r each type of c a p i t a l a s s e t not 

only would add complexity to the t a x system, but a l s o "would define 

cap i ta l gams out of ex is tence" Similar ly , since t h e cur ren t tax 

system does not ad jus t for r e l a t i v e price d i f f e r ences a r i s ing from 

geographic d i f ferences (d i f fe rences general ly not r e s u l t i n g from 

i n f l a t i o n ) , the adoption of indexation should offer no new 

motivation to at tempt to co r rec t t h a t problem (Denison, 1976, 

p.237). No index r e f l e c t s changes which any one individual would 

face. Denison (1976, p.238) suggested tha t to attempt to adopt a 

system equi table for each taxpayer would be imprac t ica l . Such 

indexes probably would be p o l i t i c a l l y d i v i s i v e and would int roduce 

undue complexity t o the c u r r e n t system (Denison, 1976, p .239) . 

Hence, the use of only one index seems to be p re fe rab le . 

If only one index i s used, which one should i t b e ' Denison 

(1976, p.235) suggested t h a t for nominal quan t i ty indexat ion, the 

appropriate index, l i s t e d t h i r d by O'Brien, i s the i m p l i c i t de f l a to r 

for na t iona l income, an o f f i c i a l index recen t ly (1976) added by the 

Bureau of Economic Analysis . The r a t i ona l e for h is choice (1976, 

p.246) lay in the a s se r t i on tha t f ac to r c o s t s correspond more 

closely to income subject to t axa t ion than do market pr ices . Thus, 

he was of the opinion t h a t an index of f ac to r cost p r i c e s was more 

appropriate than an index of market pr ices . However, i f the goal of 

indexation i s to enable i n d i v i d u a l s to r e t a i n t he i r purchasing 

power, Aaron(1976, p.22) suggested tha t some type of consumer-
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related index is most appropriate. The Consumer Price Index (CPI) 

which is supposed to reflect changes in purchasing power seems to be 

the favorite choice not only for indexing nominal amounts, but also 

for indexing capital gam items and interest related items (e.g., 

see Brmner, 1976, pp. 130-1; foreign countries such as Canada and 

the Netherlands use a CPI--see Tanzi, 1976, p.219). While its 

popularity does not make it the most appropriate, the CPI is 

probably the one index with which taxpayers are most familiar and 

with which they would make comparison if some other index were used 

(Liesner and King, 1975, p 138). 

No matter which index is used, problems surrounding it must be 

addressed. Since the CPI is the index adopted by Congress for the 

implementation of ERTA, an examination of criticisms concerning 

indexes will be restricted to problems with that index. The 

following criticisms have been leveled against the CPI: 

1 The prices included in the index do not reflect the 
quality changes which have occurred in the products 
bought. For example, today's $10,000 car is 
significantly different from the $2,000 car purchased 
years ago. 

2. The CPl's statistical weighting system is revised too 
infrequently, and hence, is too slow to react to major 
upheavals in the economy For example, the CPI 
weighting system is revised approximately every ten 
years The 1972 version was not ready to adjust for 
the 1973-1974 Arab oil embargo. 

3. The actual prices paid by customers differ from the 
ones included m the CPI. For example, the frequent 
use of coupons as reductions in the price of products 
is not captured by the index. 
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4. Li fes ty le changes are not r e f l ec ted in the CPI. 
Consumers change t h e i r purchase pa t t e rns to adapt to 
changes in p r i c e s . For example, when the price of beef 
goes up, consumers f requent ly>subs t i tu te more of a 
lower pr iced meat (e .g . chicken) . 

CPI defenders th ink too much importance i s given to these 

c r i t i c i s m s . Bureau of Labor and S t a t i s t i c s commissioner Norwood 

(Synder, 1982, p.14) acknowledged the qua l i ty problem, but suggested 

tha t the r e l a t ed bias was unsystematic. As for the weighting 

scheme, she contended t h a t the dif ference in weights h i s t o r i c a l l y 

have not created more than a tenth of a point per year difference m 

the CPI. With regard to the l i f e s t y l e change c r i t i c i sm, s ince 1978, 

ga therers of the s t a t i s t i c a l data used were ins t ruc ted to se lec t 

from within a product category those items which best r e f l ec t ed what 

consumers in t h e i r area were buying. An addi t iona l past c r i t i c i sm 

of the CPI has been corrected e f fec t ive January, 1983. The object 

of c r i t i c i s m was the inc lus ion of cu r ren t house pr ices and going 

mortgage ra tes in to the monthly index even though only 6 percent of 

a l l consumers buy a home in a given year (Synder, 1982, p . 1 4 ) . The 

correc ted index eliminated t ha t inc lus ion but included a factor for 

r e n t a l s of homes similar to those t h a t are owned. In s p i t e of the 

c r i t i c i s m s leveled against the index, Norwood (Synder, 1982, p.14) 

claimed tha t i t s accuracy was not the main problem. Father she saw 

the mam problem as being derived from the pol icy questions stemming 

from i t s use. 

Another i s sue that must be dea l t with i s the lag problem. Two 

types of lags a f fec t the indexation of t axa t ion : the lag between 
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earning and c o l l e c t i o n and t h e lag between the i n f l a t i o n correc t ion 

fac to r and the cu r r en t i n f l a t i o n r a t e . Unless hyper inf la t ion ( i . e . , 

i n f l a t i o n g rea te r than 20 percen t ) i s occurr ing , no adjustment i s 

u s u a l l y suggested for the f i r s t type of lag (Bai ley, 1976, p .315) . 

With respec t to the second type of lag, s ince indexation usua l ly 

lags p r i c e inc reases by one t o two years , Bailey (1976, p.314) was 

of the the opinion t h a t none of the i n t e r a c t i o n s between in f l a t i on 

and automatic s t a b i l i z e r s were e l iminated by indexat ion. Therefore, 

Bailey (1976, p . 314) contended t h a t such a lag and other types of 

lags m the economy were too poorly understood to appra i se t h e i r 

b e n e f i t or de t r iment . For t h e indexat ion of nominal q u a n t i t i e s , the 

index used by most foreign coun t r i e s u s u a l l y has a lag factor of one 

to two years (Bai ley, 1976, p . 314 ) . 

Because of the e r ro r s a r i s i n g due t o the lag problem, Denison 

(1976, p.244) thought tha t t o s c r u t i n i z e closely f o r an appropriate 

index may be a "superfluous refinement". He suggested a February 

index re lease to permit taxpayers to meet the April f i l i n g deadl ine . 

However, h i s suggest ion would require g r e a t e r adminis t ra t ive 

d i f f i c u l t i e s for taxpayers , a s i t ua t i on not deemed des i rab le by 

Bl inder (1976, p . 2 6 3 ) . Thus, a l ag between the c o r r e c t i o n f a c t o r 

and t h e i n f l a t i o n r a t e would seem to be i n e v i t a b l e , at l e a s t f o r the 

indexat ion of nominal q u a n t i t i e s . Allen and Savage (1975, p .55) 

suggested t ha t a minimum lag per iod of a t l e a s t s i x months i s 

d e s i r a b l e so t h a t un re l i ab le month-to-month changes not be used to 

a l t e r t ax r a t e s . For the indexat ion as adopted in the Economic 
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Recovery Tax Act of 1981, a Canadian-type lag will be employed. 

That is, the index factor used is defined as "the increase m the 

average Consumer Price Index from the 12-month period beginning 

September 30 of the calendar year two years before the tax year to 

the average for the 12-month period ending September 30 one year 

before the tax year" (Amerkhail, 1981, p.26). 

3. Summary 

As has been shown, with respect to t h e indexation of base 

elements, an area Congress has chosen to ignore a t p resent , the 

items recommended by the ana lys t s were c a p i t a l a s se t cos t s , i n t e r e s t 

income and deduction amounts, and mortgage pr inc ipa l amounts. The 

suggestions regarding the indexation of a l l these base elements, 

with the exception of mortgage pr inc ipa l amounts, were incorporated 

i n to the Al te rna te Model. Mortgage p r inc ipa l indexat ion would have 

required far more de ta i led data than was ava i lab le I t s omission 

introduced a b i a s in the r e s u l t s of t h i s study for those groups 

experiencing such mortgage p r inc ipa l g a m s . That i s , since the 

incidence of homeownership i s not uniform across a l l groups, those 

groups experiencing the most benef i t s had less repor ted income m 

t h i s study than they would have had if mortgage p r i n c i p a l amounts 

had been indexed 

With respec t to the r a t e s t ruc tu re , a phrase which analysts use 

to include other nominal amounts such as exemptions, deductions, 
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and c r e d i t s , in a d d i t i o n t o those i t ems which w i l l be indexed under 

the ERTA l e g i s l a t i o n ( i . e . , b r a c k e t amounts, z e r o b r a c k e t amounts, 

and exemption amounts) , t a x p o l i c y a n a l y s t s a l s o have recommended 

the i n d e x a t i o n of t a x c r e d i t s . At a minimum, t h e y sugges ted t h a t 

i n d e x a t i o n be a p p l i e d t o t h e more impor tan t c r e d i t s such as t h e 

c r e d i t fo r t h e e l d e r l y , t h e earned income c r e d i t , and t h e 

c h i l d / d e p e n d e n t c a r e c r e d i t . These sugges t i ons have been 

i n c o r p o r a t e d in to t h e d e f i n i t i o n of t h e A l t e r n a t e Model. 

While s e v e r a l i n d e x e s p o t e n t i a l l y a re c a n d i d a t e s fo r use i n an 

indexed t a x system, because of t h e e r r o r s i n t r o d u c e d by t h e u s e of a 

lagged i n d e x , a c l o s e s c r u t i n y f o r t h e c o r r e c t c h o i c e ( e s ) i s 

p robably u n n e c e s s a r y (Denison, 1976, p . 2 4 4 ) . In ERTA, Congress has 

chosen a lagged CPI, a c h o i c e s i m i l a r t o t h a t made by c o u n t r i e s t h a t 

a l r eady have an indexed system. Th i s lagged CPI a s s p e c i f i e d i n the 

ERTA l e g i s l a t i o n w i l l be t h e index used i n t h i s s tudy b o t h f o r those 

i tems l e g i s l a t e d t o be indexed (ERTA Model) and f o r those a d d i t i o n a l 

i tems t o be indexed as p a r t of t h e A l t e r n a t e Model. The c h o i c e of 

only one i n d e x , p a r t i c u l a r l y the CPI, was based on the 

recommendations of t h e a n a l y s t s and on the a c t u a l adop t ions of 

c o u n t r i e s who index base amounts o r nominal amounts o the r t h a n those 

s p e c i f i e d i n ERTA. The b i a s i n t r o d u c e d in to t h i s study b e c a u s e of 

the cho ice of the CPI i s p robab ly no t m a t e r i a l l y d i f f e r e n t from the 

b i a s which would have r e s u l t e d had ano the r index been chosen . 

Hence, t he r e s u l t i n g b i a s has been ignored . 
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In Chapter 4, research s tud i e s which exemplify the 

recommendations made by analysts i n t h i s chapter are examined. The 

Al te rna te Model was developed by considering t h e Chapter 3 

recommendations. The in ten t of i t s development was to f i l l t h e need 

for research which incorporated most of those recommendations m one 

study. 
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Chapter 4 

INFLUENCE OF LITERATURE ANALYSIS ON MODEL DEVELOPMENT 

The literature was searched for individual income tax 

indexation research which incorporated the suggestions made by the 

tax policy analysts (see Chapter 3). This chapter contains 

descriptions and analyses of those research studies No study found 

contained a model incorporating all or most of the recommendations 

made by the analysts. The unique feature of this present study is 

the development of such a model, referred to as the Alternate Model. 

The models used m the present study (l e., the 1973 Law Model, the 

ERTA Model, and the Alternate Model) incorporated some of the 

features contained in the research cited below. The features which 

were incorporated are noted m the concluding comments of each of 

the two sections of this chapter 

The research reviewed was dichotomized into rate structure 

research and base research. Rate structure was defined (as m 

Chapter 3) to include not only the rate structure itself, but also 

other nominal amounts such as exemptions, deductions, and credits. 

Base elements suggested for indexation included capital assets, 

interest related items, and mortgage principal amounts. With the 
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e x c e p t i o n of P i e r c e and E n g l e r ( 1 9 7 6 ) , who not o n l y indexed r a t e 

s t r u c t u r e amounts b u t a l s o indexed t h e c a p i t a l g a i n s a s s o c i a t e d w i t h 

hous ing and common stock, t h e r emain ing r e s e a r c h done was e i t h e r 

on ly of t h e r a t e s t r u c t u r e v a r i e t y o r of t h e base v a r i e t y . S i n c e 

t h e r e s e a r c h of P i e r c e and Enzler h a d more of t h e r a t e e lements m 

i t , i t was grouped with t h e rate s t r u c t u r e r e s e a r c h . 

The i n d e x adjustment f a c t o r u s e d i n many of t h e s t u d i e s c i t e d 

was a C a n a d i a n - t y p e lagged index. T h a t i s , any i n c r e a s e i n t h e CPI 

was measured over a 12-month p e r i o d ; however , t h e end of t h a t p e r i o d 

t y p i c a l l y c o i n c i d e d not w i t h the e n d of t h e tax y e a r , b u t wi th t h e 

end of an e a r l i e r month one year p r i o r t o t h e t a x y e a r . The ERTA 

index f a c t o r i s based on s u c h a l a g . T h a t index f a c t o r i s d e f i n e d 

l a t e r in t h i s s tudy . 

1. Rate s t r u c t u r e r e s e a r c h 

Much of t h e r e sea rch done in t h e a r e a of i n d i v i d u a l income t a x 

i n d e x a t i o n h a s cen te red on the i n d e x a t i o n of the r a t e s t r u c t u r e . 

For example, Sunley and Pechman (1976) compared income t a x 

l i a b i l i t i e s from 1960 to 1 9 7 5 under t h e f o l l o w i n g a s s u m p t i o n s : 

1. no t a x change d u r i n g those y e a r s , 
2 . t h e a c t u a l t ax c h a n g e s pu t i n t o law by C o n g r e s s , and 
3 . i n d e x a t i o n only. 

I t i s not c l e a r from the t e x t if, f o r t h i s compar ison, only r a t e 

b r a c k e t a d j u s t m e n t s were made , or i f o t h e r nominal amounts ( i . e . , 

p e r s o n a l exempt ion amounts , the pt^r c a p i t a c r e d i t amount, t he low-

income a l l o w a n c e amount, t h e s t a n d a r d d e d u c t i o n amount and the 
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earned-income c r e d i t amount) were also indexed. Actual tax data 

through 1973 and estimates for 1974 and 1975 were used. The 

simulations made using the 1972 Brookings Tax F i l e d a t a showed tha t 

i f no tax changes had occurred during t h e years in ques t ion , the 

e f fec t ive tax r a t e would have r i sen from 10.7 percent to 16.2 

percent . With the changes ac tua l ly implemented, the f i n a l effect ive 

r a t e was only 11.3 percent . If indexat ion only had been in place, 

the ef fec t ive r a t e would have r i sen to 12.2 percent . Other 

comparisons were made for t h e year 1975 only, showing the effect of 

10 percent i n f l a t i o n on tax l i a b i l i t i e s with and without indexation 

of the ra te b racke ts and t h e nominal amounts mentioned above. 

Sunley and Pechman concluded tha t while pe r iod ic r a t e changes had 

more than o f f s e t the in f la t ion-mduced inc reases in e f f ec t ive tax 

r a t e s , during the time per iod of the s tudy, the d i s t r i b u t i o n of the 

cuts did not coincide with those tha t would have occurred in an 

indexed system. 

Sunley and Pechman did not index t h e tax base in t h e i r study. 

Nevertheless, Fe lds tem and Bossons (1976, p 170) contended tha t , m 

fac t , the methodology which they used implied an indexed tax base. 

Only i f the t ax base were indexed would they expect p r e - i n f l a t i o n 

taxable income to r i s e propor t iona te ly without regard to the cap i ta l 

and labor income mix. Or a s Bailey (1976, p.171) suggested, Sunley 

and Pechman's study would hold only for those taxpayers whose 

incomes were e n t i r e l y from labor . 
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Fel lner , Clarkson, and Moore (1975) compared 1974 tax revenue 

es t ima tes expected given the 1974 tax reba te with the revenue 

es t ima tes expected assuming i n f l a t i o n adjustments for exemption 

amounts, the s tandard deduction amount, the low-income allowance 

amount and b racke t i n t e r v a l s , with 1973 as t h e base year Several 

e s t ima tes were made assuming d i f f e r e n t i n f l a t i o n r a t e s , bu t a 10 

pe rcen t ra te was the key f igure used since i t approximated the 

a c t u a l i n f l a t i o n ra t e for t h a t year. The Treasury model used by 

them could not provide accura te est imates of cap i t a l gams and 

l o s s e s . Thus, any tax base adjustments were ignored in t h e i r study. 

The r e s u l t s of t h e i r study showed t h a t the reba tes a c t u a l l y enacted 

favored the lower income c l a s s e s (l e . , c l a s s e s with adjusted gross 

incomes of l e s s than $20,000), a d i s t r i b u t i o n which would not have 

occurred had indexat ion been m place . This d i s t r i b u t i o n a l ef fect 

well may have been what Congress intended ( t h e i r avowed purpose was 

t o s t imulate t h e economy) (Fe l lner , Clarkson, and Moore, 1975, p 11) 

However, the r e s u l t i n g d i s t r i b u t i o n , along with the fact t h a t the 

t o t a l i n f l a t i o n a r y gain to the Treasury s ince the previous tax cut 

had not been re turned t o the taxpayers , seemed to bother Fe l lne r , 

Clarkson, and Moore. Thus, they (p.22) advocated the adoption of 

indexat ion for Congress to avoid changing a "disf igured s t r u c t u r e " 

when they cannot know what t h e effect wi l l b e . The search for 

evidence in support of t h e i r arguments for t h e adoption of an 

indexed system seemed t o have been t h e i r primary motive for the 

s tudy. 
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The r e s e a r c h o f Allen and Savage (1975) was done p r i m a r i l y t o 

examine c r i t i c a l l y t h e major arguments made bo th f o r and a g a i n s t t h e 

a d o p t i o n of i n d e x a t i o n in Eng land . The model used i n t h e i r study 

was based on a Canad ian - type l a g g e d index ing scheme ( i . e . , nominal 

amounts were indexed to r e f l e c t t h e change i n the average va lue of 

the Consumer Pr ice Index d u r i n g t h e p r e v i o u s c a l e n d a r y e a r ) . The 

nomina l amounts t h e y indexed were t he p e r s o n a l allowance amount, t h e 

m a r r i e d allowance amount, and t h e b racke t e n d p o m t amounts . They 

a l s o e s t i m a t e d the t a x revenue e f f e c t s of i n d e x a t i o n Whi le they 

d i s c u s s e d t h e e f f e c t of i n f l a t i o n on tax b a s e i t e m s , no a d j u s t m e n t s 

were made f o r t hose items i n t h e i r i l l u s t r a t i o n s Like t h e F e l l n e r , 

C l a r k s o n , and Moore r e s e a r c h c i t e d above, t h e i r i l l u s t r a t i o n s a l so 

emphasized t h a t d i s c r e t i o n a r y changes v e r s u s automat ic i n d e x a t i o n 

r e s u l t e d i n d i f f e r e n t p a t t e r n s of d i s t r i b u t i o n They (p. 4 8 ) 

c o n s i d e r e d t h e r e d i s t r i b u t i o n consequences of i n f l a t i o n g i v e n a 

p r o g r e s s i v e t a x s t r u c t u r e a s t h e most i m p o r t a n t argument f o r the 

a d o p t i o n of i n d e x a t i o n . R e g a r d i n g tax r e v e n u e , t h e y (p. 5 0 ) 

conc luded t h a t the revenue y i e l d would have been reduced b y about 15 

p e r c e n t (however t h e i r Table 3 shows a 25 p e r c e n t d e c l i n e ) i f the 

t ax system had been indexed over t h e p e r i o d 1968 t o 1975. 

The s t a t e d p u r p o s e of B a s t a b l e and F o g g ' s r e sea r ch (1982) was 

to show the a c c o u n t i n g p r o f e s s i o n the s i g n i f i c a n c e of t he i n d e x a t i o n 

as p l a c e d i n t o law b y Congress i n t he Economic Recovery Tax Act of 

1981 . The m o t i v a t i o n for t h e i r s t u d y lay m the theory t h a t 

Congress may change i t s c o l l e c t i v e mind and r e s c i n d t h i s p r o v i s i o n 
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b e f o r e i t s implementa t ion i n 1985. The i r p r e s e n t a t i o n t o the 

p r o f e s s i o n was meant to spur t h e p r o f e s s i o n i n t o p r o t e c t i n g t h i s 

p r o v i s i o n from u l t i m a t e r e p e a l . With t h i s end i n mind, Bas t ab l e and 

Fogg made 1-year and 10-year p r o j e c t i o n s of s a l a r i e s , t a x e s , and 

a f t e r - t a x incomes assuming c o n s t a n t i n f l a t i o n r a t e s of 8 , 10 and 12 

p e r c e n t As i s done i n most r a t e s t u d i e s , i t was assumed t h a t 

s a l a r i e s k e p t pace wi th i n f l a t i o n , an assumpt ion which B a s t a b l e and 

Fogg r e a l i z e d would b i a s t h e i r r e s u l t s somewhat. They concluded 

t h a t Congress may dec ide t h a t r e s c i s s i o n of i n d e x a t i o n i s d e s i r a b l e 

f o r two major r e a s o n s . 

1. t h e a p p a r e n t l o s s of s i g n i f i c a n t t a x revenue when ERTA 
t h e o r e t i c a l l y was implemented over a 10-year i n t e r v a l 
ranged from 11.8 p e r c e n t t o 70 9 p e r c e n t depending on 
t h e i n i t i a l s a l a r i e s , and 

2. t h e fact t h a t i n c r e a s i n g t a x e s i s p o l i t i c a l l y d i f f i c u l t 
and t h e r e f o r e , i n f l a t i o n induced i n c r e a s e s a r e 
p r e f e r r e d t o i n c r e a s e s r e q u i r i n g a v o t e 

In a s tudy p r e p a r e d f o r and submi t ted t o t he J o i n t Economic 

Committee of Congress on December 23 , 1961, Amerkhail u s e d a new 

economet r i c model ( t h e Data Resources , I n c . or DRI model) to 

e s t i m a t e t h e revenue and d i s t i b u t i o n a l e f f e c t s of t h e p e r s o n a l 

income t ax a s p e c t s of t he Economic Recovery Tax Act of 1981 for t he 

p e r i o d 1981 to 1990 In t h e DRI model, deve loped by Data Resources , 

I n c . , the h i s t o r i c a l r e l a t i o n s h i p between income d i s t r i b u t i o n and 

f o r e c a s t e d macroeconomic v a r i a b l e s i s used t o p r o j e c t t h e b e f o r e - t a x 

income d i s t r i b u t i o n . While t h e DRI model canno t hand le minor 

d e t a i l s of the I n t e r n a l Revenue Code as w e l l as the T r e a s u r y ' s 
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Individual Income Tax Simulation Model, its usefulness is thought to 

lie in its ability to forecast long-term revenue and distribution 

effects. Since indexation goes into effect in 1985, Amerkhail 

presented results for 1985 and 1990. Since no other provision of 

the Economic Recovery Tax Act of 1981 becomes operative as late as 

indexation, it would appear that the major portion of any 

significant change in revenue between 1985 and 1990 would be due to 

indexation. However, it is not known how sensitive the DRI model is 

to different economic assumptions because of its newness and lack of 

complete testing (Amerkhail, 1981, p.25) Hence, the particular 

economic variables used may have biased the results 

The ERTA index factor used m the Amerkhail study is the one 

required in the ERTA legislation, and was defined as "the increase 

in the average Consumer Price Index from the 12-month period 

beginning September 30 of the calendar year two years before the tax 

year to the average for the 12-month period ending September 30 one 

year before the tax year" (Amerkhail, 1981, p 26). This index lag 

is identical to the one used by Canada. 

Table 4-1 below contains a summary of the results of 

Amerkhail's study listing only the differences between 1985 and 

1990 The top 5 percent of 1980 joint taxpayers had reported 

Adjusted Gross Incomes of more than $55,850 The remaining three 

groups had Adjusted Gross Incomes of between $44,540 and $55,850, 

between $22,610 and $44,540 and less than $22,610 respectively. As 

is evidenced by an examination of Table 4-1, the top 5 percent 
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r e c e i v e d t h e most b e n e f i t from the Economic Recovery Tax Act of 1981 

and presumably from i n d e x a t i o n . The amount of t a x savings i n d i c a t e d 

i n t he t a b l e i s s t a t e d i n nominal d o l l a r s r a t h e r than i n 1980 

d o l l a r s . 

Table 4 - 1 . E f f e c t s of Tax Reduc t ions between 1985 and 1990 on 
Taxpayers F i l i n g J o i n t l y 

% of 1980 j o i n t t a x p a y e r s 

Lowest 50% 

-0. 1 
-0. 1 
-0.2 
0.0 

Next 40% 

0.3 
-0.1 
-0.5 
0.7 

Next 5% 

0.5 
0 0 
-0.1 
0.4 

Top 5% 

-2 0 
0 2 
0.5 
-1.7 

Change in ave rage t a x r a t e 
% Change i n AGI be fo re t a x 
% Change m AGI a f t e r t a x 
% Change i n t a x e s pa id 
Change in ave rage t a x s a v i n g s 
i f 1980 r a t e s had been used -$132 -$152 $250 $5,723 

Source Amerkhail , PP 32-34 
AGI = Adjus ted gross income 

P i e r c e and Enzler (1976) did t h e i r r e s e a r c h i n order t o 

de te rmine whether or n o t i ndexa t ion of the r a t e s t r u c t u r e would have 

a d e s t a b i l i z i n g e f f e c t on t h e economy. They t h e o r i z e d t h a t i f 

i n d e x a t i o n p r e v e n t e d r e a l t a x burdens from i n c r e a s i n g when p r i c e s 

d i d , then i t could be d e s t a b i l i z i n g . Such d e s t a b i l i z a t i o n would be 

evidenced i f t he i n t r o d u c t i o n of an exogeneous shock such a s an 

i n c r e a s e d demand for money induced " s i g n i f i c a n t l y l a r g e r movements 

i n p r i c e s and r e a l ou tpu t when the r a t e s t r u c t u r e i s indexed than 

when i t i s n o t " ( p . 1 7 4 ) . They used t h e Soc ia l Science Research 

Council-MIT-Penn (SMP) model, r e p l a c i n g the m o d e l ' s t a x e q u a t i o n s 
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with some developed by Pechman (for taxable income) and by Gramlich 

and Ribe (for tax liabilities). 

In addition to indexing rate brackets and exemptions, Pierce 

and Enzler also indexed capital gains where the capital assets 

indexed were houses and common stock. They did not use a lagged 

index; rather they used a current price index. The results of their 

simulations indicated that indexation did not generate significantly 

greater instability than was already in existence. They suggested 

(p.175) that if a lagged deflator had been used, the likelihood of 

increased instability would be even less. In making this 

suggestion, they were relying on an earlier study, namely that of 

Bossons and Wilson. 

Bossons and Wilson (1973) studied what the effects of a lagged 

deflator would be Using the University of Toronto's quarterly 

forecasting model, they simulated the effects of an expansionary 

shock of increased exports on the Canadian economy for the year 

1965. This simulated shock produced an inflationary effect on 

prices and taxes. Rate brackets and personal exemption amounts were 

indexed in their simulation Because of the lagged deflator in use, 

they determined that indexation would have had no effect for the 

first two years Taxes would have been substantially lower m the 

third year, however. By the fifth year, a further widening between 

the simulated indexed and nonindexed tax receipts was evidenced. 

Bossons and Wilson concluded that the indexed system had a 

stabilizing effect on real output, with only a slightly higher 

inflation rate resulLing. 



www.manaraa.com

57 

Concluding comments 

Detailed descriptions of the models used in the current study 

are contained in Chapter 5. The discussion which follows relates to 

the influence that the cited race structure research had on the 

development of the models in the current research. The inclusion m 

the present study of the 1973 Law Model, a no tax change model, was 

motivated by a similar treatment in the Sunley and Pechman reseach 

and in the Allen and Savage research. This inclusion permits a 

comparison between a no tax change situation and a situation in 

which some particular legislation (proposed or otherwise) has been 

introduced so that the effects of that particular legislation can be 

ascertained. Unlike the study of Sunley and Pechman and that of 

Bastable and Fogg, the current study did not assume that salaries 

kept pace with inflation, an assumption which likely does not hold 

for lower income taxpayers and which does not take into account 

other types of income. Rather, it was assumed m this study that 

real income shares are fixed. That is, it was assumed that income 

percentile groups remained unchanged over time. This assumption 

should not have introduced any systematic bias into the study. 

The ERTA Model differed from that used in the Amerkhail study 

in that it was a static model which was heavily dependent on actual 

data, rather than being a dynamic model for which forecasted data 

had to be provided. The use of a lagged index, m the current study 

was motivated by its requirement in ERTA and its use in most of the 

studies cited. It was assumed (following Pierce and Enzler and 
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Bossons and Wilson) t h a t the i n d e x a t i o n of t h e r a t e s t r u c t u r e would 

n o t have a d e s t a b i l i z i n g e f f e c t on t h e economy. 

The r a t e s t r u c t u r e p o r t i o n of t h e A l t e r n a t e Model was des igned 

so t h a t n o t on ly t h e b r a c k e t amounts , the z e r o b r a c k e t amount, and 

t h e exempt ion amount were i ndexed a s was done a t l e a s t i n p a r t in 

s e v e r a l of t h e s t u d i e s c i t e d , b u t a l s o some c r e d i t amounts ( i . e , 

t h e c r e d i t fo r t h e e l d e r l y , t h e c h i l d and d e p e n d e n t c a r e c r e d i t , and 

t h e e a r n e d income c r e d i t ) were indexed as was sugges ted by some t a x 

p o l i c y a n a l y s t s ( s e e Chapter 3 ) . Th i s l a t t e r i ndexa t i on was not a 

f e a t u r e of any of t h e c i t e d r e s e a r c h . The A l t e r n a t e Model a l s o 

a d d r e s s e d t h e i n d e x a t i o n of c e r t a i n base e l e m e n t s . A d i s c u s s i o n of 

t h a t p o r t i o n of t h e A l t e r n a t e Model fol lows t h e ana ly se s of those 

r e s e a r c h s t u d i e s whose pr imary conce rn was w i t h the i n d e x a t i o n of 

b a s e e l e m e n t s . 

2 . Base r e s e a r c h 

Whi le a l s o b r i e f l y d i s c u s s i n g t h e i n d e x a t i o n of i n t e r e s t , 

B r m n e r (1976) c o n c e n t r a t e d h i s e f f o r t s on showing how t h e 

i n d e x a t i o n of c a p i t a l ga ins and l o s s e s cou ld be implemented. He 

( p . 1 2 8 ) d e f i n e d an i n f l a t i o n - a d j u s t e d gain a s fo l lows : 

i n f l a t i o n - ne t r h i s t o n c a l - i n f l a t i o n i 
a d j u s t e d = s a l e s - c o s t x ad jus tmen t 
g a m p r i c e L b a s i s f a c t o r J 

The i n f l a t i o n ad jus tmen t f a c t o r he used was c a l c u l a t e d by d i v i d i n g 

t h e Consumer P r i c e Index for J a n u a r y of h i s b a s e yea r , 1974, by t h e 
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Consumer Price Index for the date of purchase. Table 4-2 below 

shows the current Schedule D and Brmner' s' revised Schedule D (the 

schedule used for reporting capital gams and losses) for 

hypothetical transactions occurring in 1974. Brmner's captions 

were used, though modified slightly. He did not explain why, in the 

current Schedule D the caption Gross sales price was used, while m 

the revised schedule, that caption became Net sales price. Nor did 

he explain why Cost or adjusted basis became Gross purchase price. 

The point he tried to make was that the transformation to an indexed 

capital asset sale schedule was rather simple. In this example, he 

showed that a gain of $405 and a loss of $2,340 would have been 

reported had indexation been m place, rather than the $1,000 gain 

and the $100 gam currently reported before the capital gam 

deduction is taken. With the capital gam deduction, only a total 

of $550 for the two transactions would have been added to income. 

However, Brinner suggested the elimination of the capital gam 

deduction, considering it unnecessary since asset costs were 

indexed. He viewed the capital gam deduction as an inflation 

adjustment. 

Brmner (1976, p. 123) justified his use of the Consumer Price 

Index as the appropriate inflation adjustment factor based on his 

definition of income as the "potential quantity of goods and 

services an individual could consume" He also accepted as 

appropriate the taxation of capital gams on a realization rather 

than accrual basis, not for administrative reasons, but because he 
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perceived that taxation upon realization was a well established 

practice. 

Table 4-2. Current (1974) and Suggested Revised Schedule D 

Kind of 
property and 
description 

Date Date 
acquired sold 

100 YBM shares 6/19/63 8/23/74 
Bond,XT<£T 3/20/71 9/5/74 

Gross sali 
price 

$2,000 
$10,100 

ss Cost or Gam or 
adjusted (loss) 
basis 

$1,000 
$10,000 

$1,000 
$100 

Revised Schedule D 

Kind of 
property and 
description 

100 YBM 
shares 
Bond,XT&T 

Date Date Net 
acquired sold sales 

price 

Gross 
purchase 
price 

6/19/63 8/23/74 $2,000 $1,000 

3/20/71 9/5/74 $10,100 $10,000 

Inflation 
adjusted 
cost 

$1,595 

$12,440 

Inflation 
adjusted 
gain or 
(loss) 

$405 

($2,340) 

Source: Brmner, 1976, p 129 

On the other hand, with respect to the indexation of interest 

income amounts and interest deduction amounts, the other base 

elements he suggested indexing, Brmner supported the concept of 

current year recognition of inflation gams or losses because "no 

administrative or political difficulties exist to counter the 

theoretical case" (p.131). For the implementation of an inflation 

adjustment to interest, he suggested that lending and saving 

institutions issue year-end statements to the borrowers and 

depositors stating nominal interest, the inflation gam/loss on the 
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ave rage d e b t / d e p o s i t b a l a n c e and the n e t i n f l a t i o n - a d j u s t e d income 

o r deduc t ion . 

F i s c h e r (1976 , pp . 145-147) c r i t i z e d B r m n e r for e l i m i n a t i n g t h e 

c a p i t a l ga in d e d u c t i o n s i n c e F i s c h e r v i ewed t h a t d e d u c t i o n as a 

means of encourag ing r i s k - t a k i n g . He s u g g e s t e d t h a t e v e n i f t h e t a x 

sys tem were indexed , i t seemed l i k e l y t h a t some d e d u c t i o n would 

remain . F i s c h e r ' s o t h e r c o n c e r n s r e l a t e d t o : 

1. t h e p o t e n t i a l l o c k - m problem a r i s i n g from t h e t a x i n g 
of on ly r e a l i z e d g a m s 

2 t h e p o l i t i c a l and d i s t r i b u t i o n a l impact r e s u l t i n g from 
a changed mortgage i n t e r e s t d e d u c t i o n , and 

3 . t h e imp lemen ta t ion i s s u e s need ing t o be a d d r e s s e d . 

In a n o t h e r p a r t of t h e same Brmner s tudy , B r i n n e r e s t ima t ed 

t h e impact on r e p o r t e d a d j u s t e d gross income when c a p i t a l a s s e t 

i t e m s and i n t e r e s t r e l a t e d i t e m s were a d j u s t e d us ing a c t u a l 1962 

s t a t i s t i c s p u b l i s h e d by t h e I n t e r n a l Revenue Serv ice i n combinat ion 

w i t h s t a t i s t i c s g leaned from P r o j e c t o r ' s 1968 Survey o f Changes m 

Family F i n a n c e s . Table 4-3 shows these e s t i m a t e s for 1962. The 

i n f l a t i o n r a t e i n 1962 was 1.2 pe rcen t . Net d e b t was d e f i n e d a s t h e 

sum of mortgage l oans , p e r s o n a l loans , l i f e i n su rance l o a n s and 

i n v e s t m e n t l o a n s l e s s h o u s e h o l d provided loans ( p . 1 4 0 ) . The 

e s t i m a t e s i n d i c a t e d , a l l e l s e remaining t h e same, t h a t t h e two 

h i g h e s t income groups would be l i a b l e f o r a d d i t i o n a l t a x to t h e 

b e n e f i t of t he two lower income groups. B r i n n e r r ecogn ized t h e 

p o s s i b i l i t y t h a t , s ince t a x would be l e v i e d o n l y on r e a l i z e d c a p i t a l 

g a m s , h i g h e r income groups migh t be i n c l i n e d t o defer r e c o g n i t i o n 



www.manaraa.com

62 

and avoid the increased l i a b i l i t y . But since he could not assess 

adequately the probabil i ty of that deferral , he did not include i t 

in his estimation procedure. The fact tha t asset prices probably 

would change given a different taxing scheme also was noted by 

Brinner. 

Table 4-3. Estimated Change in Reported Adjusted Gross Income if 
Inflat ion Adjusted Accounting had been Adopted 

Income 
c l a s s 
( d o l l a r s ) 

Under 10,000 
10 ,000-50 ,000 
50 ,000-100 ,000 
100,000 o r more 

T o t a l 

Net change 
i n c a p i t a l 

g a m 
income 

(1) 

A l l 
-2 ,299 

-574 
228 

1,230 
-1 ,416 

I n f l a t i o n 
l o s s on 
sav ings 
accounts 

(2) 

househo lds (mi 
-729 
-562 

-36 
- 7 

-1 ,334 

I n f l a t i o n To ta l 
g a i n on change i n 

n e t r e p o r t e d 
d e b t income 

(3) (4) 

l l i o n s of d o l l a r s ) 
1,296 -1 ,732 
1,115 -21 

15 207 
26 1,249 

2,452 -297 

Source: Brmner, 1976, p. 140 

Fischer (1976, p. 147) challenged Brmner 's empirical estimates 

which showed tha t an actual 1 2 percent inf la t ion rate in 1962 would 

increase tax l i a b i l i t i e s by 1.5 percent. If the inf lat ion rate had 

been higher, Fischer suggested that the 1962 tax l i a b i l i t i e s would 

have been approximately the same with indexation as without i t . 

This opinion was based on the assumption that indexation reduces 

taxes as inf la t ion increases. He seemed to imply that indexing base 

elements was useless since no major swings in tax revenues would be 

produced. 
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In an e a r l i e r r e s e a r c h a r t i c l e , B r i n n e r (1973) argued f o r a 

combina t ion i n f l a t i o n and t a x d e f e r r a l t axpaye r s p e c i f i c c o r r e c t i o n 

f a c t o r m o r d e r t o make t h e c a p i t a l g a m s t ax n e u t r a l . He ( p . 565) 

d e f i n e d n e u t r a l t o mean t h a t 

" fo r any given g r o s s , r e a l r a t e of r e t u r n of a c a p i t a l 
a s s e t , t he a f t e r - t a x , r e a l w e a l t h p o s i t i o n of a 
h y p o t h e t i c a l i n v e s t o r i s i n v a r i a n t w i t h r e s p e c t to t h e 
g e n e r a l i n f l a t i o n expe r i enced by t h e economy and w i t h 
r e s p e c t to t h e f requency of h i s g a m r e a l i z a t i o n and 
r e i n v e s t m e n t . Moreover, t h e e f f e c t i v e r a t e of t a x a t i o n 
shou ld equal t h a t imposed on o t h e r forms of income." 

In a l a t e r s t u d y , r e f e r r i n g to t h i s B r i n n e r a r t i c l e , Folsom (1978, 

pp .401-402) c r i t i c i z e d B r i n n e r ' s d e f i n i t i o n as b e i n g too 

r e s t r i c t i v e . I f r e q u i r e d t o pay t ax a s g a m s a c c r u e , he sugges t ed 

t h a t B r i n n e r ' s d e f i n i t i o n would r e q u i r e t h a t t h e a s s e t h o l d e r reduce 

h i s inves tmen t m each a s s e t r a t h e r t h a n change t h e p o r t f o l i o mix. 

Th i s s t r a t e g y , he argued, d i d n o t g u a r a n t e e an o p t i m a l p o r t f o l i o mix 

nor one which would p e r m i t the t a x p a y e r to s h i f t t o or from 

r e l a t i v e l y r i s k y i n v e s t m e n t s as h i s w e a l t h or age changed The 

i m p l i c a t i o n was t h a t Folsom b e l i e v e d t h a t t a x p a y e r s s t r i v e t o have 

such op t imal p o r t f o l i o s o r t o make t h o s e s h i f t s . Hence, Folsom did 

n o t view B r m n e r ' s i n f l a t i o n and d e f e r r a l c o r r e c t i o n f a c t o r a s t r u l y 

n e u t r a l . In f a c t , Folsom (p .402) contended t h a t t h e a t t a i n m e n t of 

t r u e n e u t r a l i t y i s i m p o s s i b l e s i n c e i t would r e q u i r e an e q u a l i t y 

between t h e " t a x p a y e r ' s i n t e r e s t cha rge on d e f e r r e d t a x e s " and h i s 

" l o n g - r u n o v e r a l l margina l o p p o r t u n i t y c o s t of c a p i t a l " . The 

government c o u l d no t de t e rmine t h i s p r e c i s e r a t e f o r each t a x p a y e r . 

P o s s i b l y B r i n n e r agreed w i t h Folsom's assessment s i n c e he dropped 
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h i s idea of a combined i n f l a t i o n and tax d e f e r r a l f a c t o r i n h i s 

subsequen t r e s e a r c h . 

F e l d s t e m and Slemrod (1978) examined t h e impact of, i n f l a t i o n 

on t h e t a x a t i o n of c a p i t a l g a i n s on c o r p o r a t e s t o c k . They found 

t h a t in 1973, t h e e x t r a t a x due to i n f l a t i o n was app rox ima te ly $500 

m i l l i o n . In f a c t , whi le a $4 .5 b i l l i o n nominal g a m was r e p o r t e d , 

t h e y de te rmined t h a t a r e a l c a p i t a l l o s s of app rox ima te ly $1 b i l l i o n 

was e x p e r i e n c e d . The d i s t r i b u t i o n o f t h e s e r e a l l o s s e s was n o t 

un i fo rm, however. The t o t a l sample of t a x p a y e r s i n t h e i r s t u d y wi th 

Adjus ted Gross Incomes be tween $0 and $50,000 were t axed on nominal 

g a m s which were in f a c t l o s s e s . The sample w i t h Adjusted Gross 

Income ' s above $50,000 e x p e r i e n c e d b o t h nominal and r e a l g a i n s . 

Thei r t a x p a y e r sample and da ta used were d e r i v e d from 

s t a t i s t i c s p u b l i s h e d or made a v a i l a b l e by the I n t e r n a l Revenue 

S e r v i c e ( i . e . , S t a t i s t i c s of Income-1973, I n d i v i d u a l Income Tax 

R e t u r n s and S t a t i s t i c s of Income-1973, Sa l e s of C a p i t a l A s s e t s 

Repor t ed on I n d i v i d u a l Income Tax R e t u r n s ) F e l d s t e m and Slemrod 

de t e rmined t h e r e a l c a p i t a l g a i n by m u l t i p l y i n g t h e a c q u i s i t i o n 

p r i c e of the s t o c k by t h e r a t i o of t h e Consumer P r i c e Index f o r 1973 

t o t h e Consumer P r i ce Index f o r the year of pu rchase and t h e n by 

s u b t r a c t i n g t h e ad jus t ed f i g u r e from the s a l e s p r o c e e d s . Without 

j u s t i f i c a t i o n , they used t h e Consumer P r i c e Index as t h e a p p r o p r i a t e 

i n f l a t i o n - a d j u s t m e n t f a c t o r 

F e l d s t e m and Slemrod ( p . 116) conc luded t h a t , wh i l e t h e i r s tudy 

was for 1973 o n l y , they had no r e a s o n to suppose t h a t t h e t a x 
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d i s t o r t i o n for 1973 was any g r e a t e r t h a n for o t h e r r e c e n t y e a r s . In 

f a c t , t h e y s p e c u l a t e d t h a t s i n c e share p r i c e s were h igh i n 1973, the 

r a t i o of r e a l t o nominal c a p i t a l gains may have b e e n h igher t h a n 

e x p e c t e d . As e v i d e n c e in s u p p o r t of t h i s s p e c u l a t i o n , t hey argued 

t h a t a d i v e r s i f i e d p o r t f o l i o of common s t o c k he ld f o r twenty ye a r s 

(1957-1977) would have had i t s p r i c e s doub led a c c o r d i n g t o t h e 

S tandard and P o o r ' s Index. Since the Consumer P r i c e Index a l s o 

doubled du r ing t h a t p e r i o d , t h e r e was no r e a l g a i n e x p e r i e n c e d . 

Hence, F e l d s t e m and Slemrod urged t h a t i n d e x a t i o n be adopted fo r 

c a p i t a l a s s e t s . 

In a r e c e n t u n p u b l i s h e d d i s s e r t a t i o n , Sayre (1980) s i m u l a t e d 

t h e e f f e c t s of i n f l a t i o n on c a p i t a l a s s e t t r a n s a c t i o n s u s i n g t h r e e 

d i f f e r e n t models: 

1 t a x law as i t e x i s t e d i n 1977 ( c a p i t a l g a m deduc t ion 
of 50%), 

2 . t h e t h e n c u r r e n t 19 79 t a x law ( c a p i t a l g a i n deduc t ion 
of 60%), and 

3 . t h e reform p l a n ( i . e . , c a p i t a l a s s e t c o s t s indexed and 
t h e r e s u l t i n g income t r e a t e d as o rd ina ry ) . 

The s i m u l a t i o n s for h i s 1979 Law Model and h i s Reform Plan Model 

were b a s e d on t h e a c t u a l 1970-1977 tax r e t u r n d a t a of 224 

i n d i v i d u a l s . The h i s t o r i c a l d a t a and t h e s imu la t ed data t h e n were 

averaged over t h e e i g h t y e a r s t o g ive , h e sa id , b e t t e r 

approximat ions of t h e normal f i l i n g s t a t u s of t h o s e t a x p a y e r s than 

would t h e data from only o n e year The purpose of h i s r e s e a r c h was 

t o measure and t o compare t h e e q u i t i e s ( b o t h h o r i z o n t a l and 

v e r t i c a l ) of t h e t h r e e t ax models t o d e t e r m i n e which system was the 

most e q u i t a b l e . 
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In order to facilitate the making of the equity comparisons, 

Sayre had to modify the historical data somewhat so that the data 

used for all three models would be consistent. He used a holding 

period of one year to distinguish short-term from long-term. For 

the 1977 Law Model and the 1979 Law Model, net capital losses of up 

to $3,000 were allowed. For the Reform Plan, since income which 

resulted after indexation was treated as ordinary, he allowed 

unlimited losses. The Consumer Price Index was judged by Sayre 

(p.100) to be the "most appropriate for broad application to all 

classes of taxpayers". His choice of annual CPI figures for 

indexing the asset costs was based primarily on practical 

considerations such as the lack of month reported on some returns 

and the ease of calculation. 

Sayre (p.190) defined progressivity (vertical equity) as being 

exhibited if effective tax rates increased as income increased. He 

determined that all three models exhibited progressivity. He also 

quantified progressivity by calculating a coefficient termed the 

"Average Rate Progression", a figure suggested m 1976 by Musgrave 

and Musgrave in Public Finance in Theory and Practice. Based on 

this quantification, he determined that the Reform Plan Model was 

the most progressive system and that the 1979 Law Model was the 

least progressive However, he noted that there was not a 

substantial difference between the most and the least progressive 

systems. The horizontal equity issue produced the same results; 

that is, the Reform Plan Model was the most equitable, while the 
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1979 Law Model was the least equitable. Again, the difference 

between the most and the least was not substantial. Based on the 

above findings, Sayre (p.208) concluded that perhaps criteria other 

than equity considerations should be used to evaluate methods of 

taxing capital asset transactions. 

Concluding comments 

The following discussion indicates how the above cited base 

research influenced the model development of the current study. All 

of the authors cited indexed capital asset costs. Except for Sayre 

who had access to individual taxpayer data, though a limited amount 

of such data, the other researchers dealt with the limited data made 

available to them by the Internal Revenue Service. As a result of 

these data restrictions, Sayre could not generalize because he had a 

nonrandom sample, and the others could not generalize because they 

dealt only with limited capital asset data. Since the data used m 

the current study also was made available by the IRS, the results 

are subject to limited generalizations. All of the researchers used 

current CPI figures for their indexation factors. The Alternate 

Model of the current study employed lagged CPI figures consistent 

With the lagged CPI adjustments factors used for the rate structure 

elements. Like Sayre, the current study is a multiyear study rather 

than the single year comparisons made by the other researchers. 

This multiyear presentation should permit a better depiction of the 

normal status of the taxpayers. The 1973 capital transaction data 

available for the current study is comparable to the 1962 data 



www.manaraa.com

68 

available to Brinner. Hence, similar groupings of taxpayers appear 

m the current study as were shown by Brinner m Table 4-3. Brinner 

and Sayre were followed in treating as ordinary the income resulting 

after the cost was indexed. That is, no capital gam deduction was 

permitted in the Alternate 0% Model and unlimited losses were 

allowed. However Fischer, who criticized Brinner for eliminating 

the capital gain deduction, was followed in the Alternate 60% Model, 

where not only were capital asset costs indexed, but also a 60 

percent deduction was allowed. 

Of all the research cited, only Brinner addressed the issue of 

indexing interest related items, and he did this in a net manner. 

In the current study, interest income and interest deductions are 

indexed separately, primarily because different interest rates apply 

and were applied to these two categories. Additionally, interest 

deduction amounts were dichotomized into mortgage and nonmortgage 

interest amounts to apply more realistic rates to each of these 

categories. Interest indexation is a feature of the Alternate 

Model No study cited indexed mortgage principal amounts. As 

already indicated m Chapter 3, the indexation of this base element 

also was ignored in this study. 

To summarize, the unique feature of this research is the 

introduction of the Alternate Model m which the rate structure 

elements were indexed, as is required in the ERTA legislation. 

Additionally, certain credits were indexed also. With respect to 

base elements, indexed in this model were capital asset costs 
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followed by two different treatments. With the Alternate 0% Model, 

the resulting income was treated as ordinary with the permitting of 

unlimited loss taking. With the Alternate 60% Model, after 

indexation, a 60 percent capital gam deduction was permitted. 

Losses were allowed only to the annual limit for the year in 

question and then only 40 percent of those losses were allowed. 

Interest related items also were indexed in the Alternate Model. 
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CHAPTER 5 

DATA, METHODOLOGY, AND TAX MODELS 

In this chapter, the data (gathered or generated), the 

methodology, and the models used in the study are described. All 

assumptions and adaptations made are given and justified. 

1. General overview 

As was mentioned in Chapter 1, several topics were to be 

addressed m this research: 

1. the views of tax policy analysts on tax indexation, 

2. the aspects of the current tax system which analysts 
suggest need indexation, 

3. the choice of mdex(es), 

4. an examination of the available research in this area, 

5. a comparison of the following. 

1. the distributional and revenue effects of a no tax 
change system (i.e., the tax law existing in the 
base year (1973) extended for the period 1974-
1978), (this system is referred to as the 1973 Law 
Model) 

2. the distributional and revenue effects of the 
indexed system as required by Congress in the 
Economic Recovery Tax Act of 1981 applied to the -
base year (1973) tax system developed in step 1 
(this system is referred to as the ERTA model) 
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3. the dis t r ibut ional and revenue effects of a 
proposed indexed system in which cer tain exist ing 
1973 provisions have been eliminated and in which 
the indexing is the same as in step 2 except t ha t 
i t i s extended to more items (this system is 
referred to as the Alternate Model), and 

m 

6. the nonrevenue effects of indexation. 

Several of these items already have been examined m previous 

chapters. Specifically, the f i r s t item was addressed in Chapter 2; 

the second and th i rd items in Chapter 3; and the fourth item in 

Chapter 4. These topics were explored via a review of the 

l i t e r a tu re and logical analyses. The focus of t h i s chapter i s on 

the gathering or generating of the data and on the development of 

the models needed to address the f i f t h item. The actual comparisons 

of the revenue and distr ibutional effects of the various tax systems 

alluded to in the fifth item will be discussed in Chapter 6. Also 

included in that chapter wil l be a discussion of the nonrevenue 

effects of indexation (the sixth item) . 

Another topic addressed in Chapter 1 was the choice of the 

perspective chosen for the collection and the generation of data. 

This choice is related to the major objective of this study which 

was to determine the effect various tax models would have on 

Treasury revenue and on groups of nonbusiness taxpayers given 

current tax law. Given these objectives, two approaches could have 

been taken One approach would be t o make estimates of future 

conditions m the environment (e .g. , in teres t ra tes and inf la t ion 

ra tes) and to determine what effect the tax models would have on 
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f u t u r e t ax per formance . The o the r approach would be t o g a t h e r pas t 

t a x and envi ronmenta l d a t a , impose t h e c u r r e n t t a x s t r u c t u r e on t h a t 

sys tem, and then de te rmine t h e e f f e c t of t h e tax models on t h a t p a s t 

environment The l a t t e r approach was t h e one u s e d in t h e s t u d y 

s i n c e i t r e q u i r e d l e s s e s t i m a t i o n , and hence, shou ld have reduced 

t h e p o t e n t i a l f o r b i a s . P r i m a r i l y because of d a t a a v a i l a b i l i t y , the 

base y e a r chosen was 1973, w i t h the p e r i o d s t u d i e d be ing 1974-1978. 

This p o i n t i s d i s c u s s e d i n g r e a t e r d e t a i l l a t e r . A m u l t i p e r i o d 

s tudy was chosen r a t h e r t h a n a s i n g l e yea r i n o r d e r t o p r e s e n t a 

b e t t e r d e p i c t i o n of the normal s t a t u s of t h e t a x p a y e r g r o u p s . The 

d a t a was c o l l e c t e d mainly from I n t e r n a l Revenue S e r v i c e (IRS) 

p u b l i c a t i o n s or Census Bureau s t a t i s t i c s . Groups of t a x p a y e r s , 

r a t h e r than i n d i v i d u a l s , were t he s u b j e c t of the s tudy p r i m a r i l y 

b e c a u s e IRS d a t a i s p r e s e n t e d i n t h a t manner. I n p a r t i c u l a r , the 

d a t a needed for t h e i n d e x a t i o n of c a p i t a l a s s e t t r a n s a c t i o n s were 

summarized in f o u r g r o u p i n g s . The groups s t u d i e d r epor t ed a d j u s t e d 

g r o s s income amounts as f o l l o w s : 

1. under $10,000, 
2. $10,000-$49,999, 
3. $50,000-$99,999, and 

4. $100,000 and over. 

As i s mentioned i n g r e a t e r d e t a i l l a t e r , t hese g roups of t a x p a y e r s 

were t r a c k e d over the p e r i o d in the s t u d y While the pu rpose of 

t h i s t r a c k i n g was t o fo l low t h e same t a x p a y e r s m the same groups 

over t i m e , i t i s ve ry l i k e l y t h a t some i n d i v i d u a l s did not remain i n 

t h e same group th roughou t t h e years of t h e s tudy . This number of 

t a x p a y e r s should be smal l , however, s i n c e t he t r a c k i n g was done by 

k e e p i n g c o n s t a n t t h e i r r e a l income s h a r e s . 



www.manaraa.com

73 

The following discussion is a brief overview of the models used 

in this study, namely: 

1. the 1973 Law Model, 
2. the ERTA Model, and 

3. the Alternate Model. 

A complete exposi t ion g iv ing the spec i f i c d e t a i l s of the 

implementation of each model i s presented l a t e r in t h i s chapter . 

The 1973 Law Model 

The 1973 Law Model can be viewed as a s t a t u s quo model - - what 

would have happened if tax law had not changed during the 1974-1978 

per iod . This model was included as a control so that the effects of 

indexat ion could be h igh l igh ted . Since i t is a s t a tus quo model, 

changes t ha t affected the 1974-1978 r e tu rn amounts had t o be 

fac tored out Usually, t h i s was accomplished by the use of trend 

a n a l y s i s , a form of l i n e a r regress ion . That i s , data repor ted in 

ea r ly years ( I e . , before a tax change) were used to ex t rapo la te 

what l i k e l y would have been reported in l a t e r yea r s i f no tax 

changes had occurred. 

The dec is ion of which time per iod t o use f o r t h i s s tudy was 

based on several cons idera t ions . Since the i n t e n t of the research 

was t o use empir ical data as the primary data source and to 

determine what revenue and d i s t r i b u t i o n a l e f f ec t s would r e s u l t under 

the va r ious tax systems, the a v a i l a b i l i t y of such empirical data 

determined somewhat which years were included i n the inves t iga t ion . 

The most recent year for which published s t a t i s t i c s of income based 

upon indiv idual t ax r e tu rns were a v a i l a b l e was 1978. Therefore, i t 
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was the last year included in the study. The other critical data 

requirement, used with the Alternate Model, was holding period 

information on capital asset transactions. This information is 

published infrequently by the Internal Revenue Service (1962 and 

1973), with the 1973 information available only since 1980. To 

minimize the number of data adjustments that would be required, a 

five-year period was used. Thus, 1973 was chosen as a suitable base 

year, with 1974-1978 the period investigated. 

Two items were adjusted to make the 1973 tax system more 

comparable to the 1983 tax system as well as to facilitate the 

implementation of the Alternate Model. The earned income credit was 

introduced in this study beginning with 1973, even though, in 

actuality, it became effective in the 1975 tax year. Similarly, the 

child/dependent care credit actually replaced the child/dependent 

care deduction m 1976. In this study, this replacement was applied 

beginning in 1973. These comparability changes are discussed in 

more detail later m this chapter. 

The ERTA Model 

Using the data developed under the 1973 Law Model, indexation 

as specified by Congress in the Economic Recovery Tax Act of 1981 

was implemented That is, using the Consumer Price Index, cost of 

living adjustments were determined as specified by section 1(f)(3) 

of the Internal Revenue Code. Then, bracket amounts and personal 

exemption amounts were indexed. However, as is discussed in greater 

detail below, standard deduction amounts were indexed rather than 
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zero bracket amounts since the l a t t e r were no t ava i lab le u n t i l 1977. 

That i s , standard deduction amounts served a s surrogates for zero 

bracket amounts. This surrogat ion was based on the f a c t t ha t there 

i s no e s s e n t i a l change in substance when a standard deducton amount 

i s allowed versus when a zero bracket amount i s allowed, espec ia l ly 

when groups of taxpayers, r a the r than ind iv idua l s , are used as 

occurred in t h i s s tudy. For example, in 1976, the standard 

deduction amount per individual ranged from $1,700 to $2,100. The 

group amount would be some weighted average of those f igures . In 

1977, t he zero bracket amount fo r single taxpayers was $2,200. 

Thus, t h e use of standard deduction amounts ra ther than zero bracket 

amounts should not produce mater ia l ly d i f f e r en t r e s u l t s , espec ia l ly 

since an adjustment (described l a t e r ) was made for the change in 

amounts. 

The Al ternate Model 

The a l t e rna te indexation system was b u i l t upon the ERTA system. 

While severa l indexes were suggested by tax pol icy ana lys t s as 

po t en t i a l candidates for an index factor, t h e index of choice, both 

here ( m ERTA) and i n foreign coun t r i e s , i s the Consumer Price Index 

(CPI) Thus, the CPI was the index used for the Al terna te Model. 

In addi t ion to the indexation speci f ied under ERTA, c e r t a i n 

important nonbusiness taxpayer c r e d i t amounts such as the c r ed i t fo r 

the e l d e r l y , the c h i l d and dependent care c r e d i t and t h e earned 

income c r e d i t also were indexed. As was shown in Chapter 3, tax 

policy ana lys t s recommended t h a t tax c red i t amounts be indexed. 
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They deemed i t s u f f i c i e n t t o index only t h e most impor tan t c r e d i t 

amounts, and t h e ea rned income c r e d i t , t h e ch i ld and dependent c a r e 

c r e d i t , and t h e c r e d i t for t h e e l d e r l y were the nonbus iness t a x p a y e r 

c r e d i t s they l i s t e d as most i m p o r t a n t . As was recommended a l s o , 

i n d e x a t i o n was a p p l i e d to i n t e r e s t amounts (income and deduct ion) 

and t o c a p i t a l a s s e t cost amounts. 

With r e s p e c t t o c a p i t a l a s s e t i n d e x a t i o n , two d i f f e r e n t 

t r e a t m e n t s were a p p l i e d . The a p p l i c a t i o n of the two t r e a t m e n t s was 

mot iva ted by t h e f a c t t ha t t h e c a p i t a l g a m deduc t ion was l e g i s l a t e d 

not s o l e l y as an i n f l a t i o n ad jus tmen t . Thus , t he u s e of a d e d u c t i o n 

i s no t i n c o n s i s t e n t wi th t h e adop t ion of c a p i t a l a s s e t i n d e x a t i o n . 

The two t r e a t m e n t s ( i . e . , 0% and 60%) a l l o w for an examinat ion of 

t he e f f e c t s g iven t h e extreme p o s i t i o n s . In one c a s e , h e r e a f t e r 

r e f e r r e d t o as t he A l t e r n a t e 0% Model, a f t e r i n d e x a t i o n no c a p i t a l 

gain deduc t i on was al lowed. For l o s s e s t h a t r e s u l t e d , the f u l l 

amounts were a l l owed . The second t r e a t m e n t , h e r e a f t e r r e f e r r e d t o 

as t he A l t e r n a t e 60% Model, a l lowed for 60 pe rcen t c a p i t a l g a m 

deduc t i ons and only 40 p e r c e n t l o s s deduc t ions a f t e r i ndexa t ion of 

c a p i t a l a s s e t c o s t amounts. A 40 p e r c e n t r a t e was used i n s t e a d of 

t h e c u r r e n t l y a l lowed 50 p e r c e n t r a t e to m a i n t a i n l o g i c a l 

c o n s i s t e n c y . This change c r e a t e d a s l i g h t b i a s i n t h e r e s u l t s 

caus ing h igher income to be r e p o r t e d than i f the 50 pe r c e n t r a t e had 

been used This b i a s i s s l i g h t because o f the c e i l i n g which e x i s t s 

for t h e d e d u c t i b i l i t y of c a p i t a l l o s s e s . 
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The i n t e r e s t deduction amount was dichotomized into mortgage 

i n t e r e s t and nonmortgage i n t e r e s t amounts and then indexed us ing 

weighted i n t e r e s t f ac to r s and the cost of l iv ing adjustment f a c t o r s . 

The i n t e r e s t deduction amount c o n s t i t u t e d approximately 30 percent 

of the itemized deduction amounts. Since i t was assumed t h a t 

es tabl ishment of the standard deduction amount was meant to mirror 

i temized deduction amounts, the s tandard deduction amounts were 

adjus ted by reducing them by 30 pe rcen t . 

2 . Data cons idera t ions 

Actual vs . simulated data 

There are th ree approaches t h a t one could t ake when deciding 

what data to use m a study. Empirical data could be used i f such 

d a t a e x i s t s and i s ava i l ab l e to the researcher . A l t e rna t i ve ly , the 

d a t a needed for the research could be simulated us ing e x i s t i n g data 

as c r i t e r i a for reasonableness. F ina l l y , a combination of these two 

approaches could be used. In t h i s s tudy, complete dependence on 

empi r ica l data was impossible s ince da t a such as indexed bracke t s or 

indexed c a p i t a l t r an sac t i ons were not ava i l ab le fo r the ERTA Model 

o r the Al terna te Models. Consequently both empir ical data and 

s imulated data were used; however, data were generated only i f 

adequate empirical data were not ava i l ab l e . 

Use of In te rna l Revenue Service da ta 

Most of t he empirical data used i n t h i s study were publ ished 

IRS s t a t i s t i c s of income da ta based on indiv idual tax r e tu rns and 
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s t a t i s t i c s on c a p i t a l a s s e t s t r a n s a c t i o n s . These d a t a a r e l i s t e d by 

t h e IRS in t a b l e s a r r a n g e d acco rd ing to a d j u s t e d g ross income (AGI) 

amounts. Thus , each AGI l i s t i n g r e p r e s e n t e d a group of t a x p a y e r s . 

In p a r t i c u l a r , c e r t a i n c a p i t a l t r a n s a c t i o n d a t a were p r e s e n t e d in 

only four AGI groups, namely: 

1. under $10,000, 
2 . $10,000 - $49 ,999 , 
3 . $50,000 - $99 ,999 , and 

4 . $100,000 and o v e r . 

This four group c a t e g o r i z a t i o n by t h e IRS was t h e m o t i v a t i o n behind 

i t s use in t h i s s tudy. 

Seve ra l problems r e s u l t e d because of the way the IRS p r e s e n t e d 

d a t a . Since amounts were given f o r groups of t a x p a y e r s , i n d e x a t i o n 

had t o be done on a group b a s i s . A more thorough d i s c u s s i o n of 

problems and assumptions connected wi th group usage i s p r e s e n t e d 

l a t e r i n t h i s chap te r . Another problem, exempl i f ied by t h e change 

t o t he Zero Bracket Amount (ZBA), i s t h a t in 1977 i t s i n t r o d u c t i o n 

evoked a change in the way the IRS p re sen t ed i t s d a t a . Because of 

t h i s change m p r e s e n t a t i o n and a l s o because of the o t h e r changes 

which o c c u r r e d to t he s t a n d a r d deduc t ion amounts between 1973 and 

1978, the s t a n d a r d deduc t i on amounts, no t the ZBA amounts were 

indexed by g roups . S p e c i f i c d e t a i l s about t h e i ndexa t i on of 

s t anda rd deduc t ion amounts appear l a t e r i n t h i s chap t e r . 

Changes i n t he law f r e q u e n t l y evoked new t a b l e p r e s e n t a t i o n s . 

However, even without such changes , f r equen t ly t a b l e s were not 

p r e s e n t e d m the same manner from y e a r t o y e a r . C e r t a i n d a t a were 

miss ing e n t i r e l y fo r some y e a r s . Some da t a from the 1972 t a x 
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returns were used partly to overcome this problem Another problem 

encountered was with the IRS sampling techniques. This problem 

surfaced when the totals from one table did not agree with the 

totals from another table. Since there was no way to overcome the 

error introduced by this problem other than by examining the 

individual returns, it was assumed that the bias caused by this 

error was not material. Thus, the IRS tables were used as 

presented. 

Comparability changes 

One of the features of the alternate system is the indexation 

of certain credits; namely, the credit for the elderly, the 

child/dependent care credit, and the earned income credit. However, 

only the credit for the elderly was operative during the entire 

period of the study, and it was liberalized in 1976 (Statistics of 

Income, Individual Income Tax Returns, 1976, p.vi). Adjustments 

described in greater detail later were made to the 1976-1978 elderly 

credit amounts to remove the effects of this liberalization. The 

child/dependent care credit was introduced in 1976. Prior to that 

time, a taxpayer was permitted to itemize up to a maximum of $400 

per month of actual expenses The amount deductible had to be 

reduced by half the amount by which adjusted gross income exceeded 

$18,000 ($35,000 after March 30, 1975). For purposes of this study, 

the child/dependent care deduction was transformed to a credit 

beginning in 1973 The transformation was accomplished by removing 

the actual deductions taken during the years 1973, 1974, and 1975 
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and replacing them with the appropriate credit amount. The total 

amount of the credit was the sum of (1) the previous revenue loss 

due to its deductibility and (2) the projected revenue loss of the 

concomitant credit. The latter loss was based on backward 

projections of estimates of the revenue loss of the credit for child 

care made by Congress for bill H.R. 10612 (subsequent legislation 

became the Tax Reform Act of 1976). Presented below are the revenue 

loss projections, the projections derived from them, the method used 

in their derivation, and an example showing the determination of a 

specific child care credit amount total. 

Projections of revenue loss by Congress (millions of dollars) 

(House Ways and Means Committee, p.50) 

1976 1977 1978 1979 1980 1981 

-325 -358 -393 -433 -476 -523 

An analysis of these projections showed a 10% annual increase. 

Using this as a guide, one could project backwards to 1973. 

Backward projections (millions of dollars) 

1973 1974 1975 

-244 -268 -295 

Hence, for example, in 1973 the total credit was $461,588,000 (value 

of the revenue loss of the deduction--$217,588,000 plus the 

estimated revenue loss of credit--$244,000,000)(see Appendix C, 

Table C-l). 

Both in the use of these Congressional estimates, and later 

when the tax law changes were factored out, estimation was a 
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n e c e s s i t y . Thus, t h e r e e x i s t s the l i k e l i h o o d of b i a s i n t he r e s u l t s 

of t h i s s tudy . I n t h i s i n s t a n c e however , c h i l d c a r e c r e d i t amounts 

a r e s m a l l wi th r e s p e c t t o income t a x be fo re c r e d i t s . For example, 

i n 1976, for t a x p a y e r s f i l i n g t a x a b l e r e t u r n s , t h e c h i l d ca re c r e d i t 

amount of $441,198,000 c o n s t i t u t e d on ly 0.29 p e r c e n t of t h e t ax 

before c r e d i t s amounts of $152 ,616 ,713 ,000 . Hence, t h e amount of 

b i a s i n t r o d u c e d b y the use of e i t h e r a high or low Congress iona l 

e s t i m a t e i n t h i s case i s n e g l i g i b l e . 

The Earned Income C r e d i t was i n t r o d u c e d i n t o law by the Tax 

Reduc t ion Act of 1975 and was e f f e c t i v e in the 1975 t a x yea r . The 

maximum c r e d i t was $400 (10% of t he f i r s t $4,000 of Earned Income) 

phased ou t t o $0 when a d j u s t e d g ro s s income r e a c h e s $8 ,000 . 

E f f e c t i v e i n c a l e n d a r year 1979 (Revenue Act of 1978), t h e c r e d i t 

was i n c r e a s e d t o a maximum of $500 w i t h phaseout a t an a d j u s t e d 

g ross income of $10,000. To " i n t r o d u c e " the c r e d i t m 1973, the 

f o l l o w i n g ad jus tment was made based on i n f l a t i o n r a t e s . Between t h e 

b e g i n n i n g of 1973 and the i n t r o d u c t i o n of the c r e d i t beg inn ing i n 

1975, a 22 p e r c e n t i n f l a t i o n r a t e o c c u r r e d (end 1974 CPI/end 1972 

CPI = 1 5 5 . 6 / 1 2 7 . 3 = 1 . 2 2 ) . An a d d i t i o n a l 38 p e r c e n t i n c r e a s e 

o c c u r r e d between 1975 and 1979 when t h e c r e d i t was i n c r e a s e d (end 

1978 CPI/end 1972 CPI = 2 0 3 . 5 / 1 2 7 . 3 = 1 .60) . Based on Congress ' 

$100 i n c r e a s e from 1975 t o 1979 and t h i s i n f l a t i o n i n c r e a s e of 

approx imate ly 200 pe rcen t (38%/22%), e x t r a p o l a t i o n of t h e Earned 

Income c r e d i t t o t o 1973 r e s u l t e d i n a maximum c r e d i t of $350 wi th 

p h a s e o u t a t $ 7 , 0 0 0 . 
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Groups in the study 

Because of the manner in which the 1973 capital asset holding 

period data were reported by the Internal Revenue Service, the 

following adjusted gross income groups were used for that base year: 

1. under $10,000, 
2. $10,000-$49,999, 
3. $50,000-$99,999, and 
4 $100,000 and over. 

These groups were tracked over the period in the study. The goal of 

this tracking was to try to maintain the same taxpayers in the same 

groups over time so that there could be meaningful interpretations 

of the effects of the various tax models on those groups. In order 

to track a group of taxpayers through the 1974-1978 period given the 

fact that the Internal Revenue Service published nominal data, two 

possible assumptions could have been made to try to maintain the 

same taxpayers m the same groups One assumption would be to have 

their real income shares change in proportion to the rate of 

inflation (i.e., their AGI positions relative to the other groups 

would be fixed) This assumes that AGI is a reasonable surrogate of 

real income, and that the AGI positions of the various groups move 

proportionately with the rate of inflation. This first assumption 

is made occasionally by tax policy researchers. For example, as was 

cited in Chapter 4, Feldstein and Bossons (1976, p.170) suggested 

that Sunley and Pechman (1976) used a methodology which implied the 

use of such an assumption. A second assumption would be to increase 

the wages/salaries of the taxpayers in the same proportion as the 

rate of inflation. While tax policy researchers use an assumption 
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such as t h i s on occasion ( e . g . , Bastable and Fogg, 1982), i t s b i a s 

i s well known m t h a t income other than tha t from wages and s a l a r i e s 

i s not dea l t with spec i f i ca l l y in t h a t assumption. Furthermore, 

even wages and s a l a r i e s need not follow in f l a t i on pe r fec t ly . Hence, 

use of the second assumption should produce more biased resu l t s than 

would the use of the f i r s t assumption. While the use of no 

assumption can insure that a l l the same individuals would remain m 

the same groups over time ( c l ea r l y there were individuals whose AGIs 

grew f a s t e r or slower than the r a t e of i n f l a t i o n ) , use of the f i r s t 

assumption should t rack most individuals b e t t e r than does the use of 

the second assumption. Hence, the f i r s t assumption was the one used 

in t h i s study. 

In addi t ion to the assumption made regarding the e f fec t of 

i n f l a t i o n on income, another assumption was made concerning the 

asset r e a l i z a t i o n s which occurred during the years of t h e study. 

These two assumptions ( i . e . , how i n f l a t i o n affected income and t h e 

effect on asset r e a l i z a t i o n s of the d i f fe ren t tax models used) a re 

s ta ted as follows. 

1. Each group of taxpayers maintained i t s same pos i t ion 
r e l a t i v e to the o the r groups of taxpayers That i s , i f 
the taxpayer group having adjusted gross income between 
$10,000 and $50,000 cons t i tu ted 50 percent of t he 
population in 1973, then i t was assumed to do so in the 
1974-1978 period ( e . g . , i t might cons t i t u t e the 40th to 
90th pe rcen t i l e s of t o t a l adjusted gross income). 

2. Asset r e a l i z a t i ons reported m the respect ive years 
would have occurred no matter which t a x model i s used. 
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The direction of the bias introduced by this second assumption is 

uncertain since some taxpayers undoubtedly would change the timing 

of their capital asset realizations, especially if the Alternate 

Model were in place. It is probable that taxable income for upper 

income taxpayers would be less than that derived for the Alternate 

Model m this study since those taxpayers likely would recognize 

more capital losses and possibly delay recognition of capital gams. 

Taxpayer use of additional revenue generated by the "tax cuts" 

resulting from the various models was not addressed in this study. 

To implement the first assumption that the groups of taxpayers 

maintain their positions relative to each other, interpolation of 

IRS data was necessitated. This mterpolative process was required 

throughout the study. First, the percent of taxpayers in each of 

the 1973 groups was determined. The positions of the groups in 1973 

were made the fixed points. Through interpolation, these percents 

were held constant through the 1974-1978 period. Thus, as is seen 

in Table 5-1 below, in 1973, Group 1 taxpayers (i.e., AGIs under 

$10,000) constituted 48 7 percent of all taxpayers having taxable 

returns, Group 2 taxpayers (i.e., AGIs between $10,000 and $50,000) 

constituted 50.2 percent, Group 3 taxpayers (i.e., AGIs between 

$50,000 and $100,000) constituted 0.9 percent, and Group 4 taxpayers 

(i.e., AGIs over $100,000) constituted 0.2 percent. Hence, for the 

years 1974 through 1978, Group 1 was required to constitute 48.7 

percent of taxpayers having taxable returns. For example, via 

interpolation of 1974 data (see Sample Calculation below Table 5-1), 
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i t was determined tha t taxpayers with AGIs between $0 and $10,380 

cons t i t u t ed 48.7 percent of a l l t axpayers . Similar i n t e r p o l a t i o n s 

were performed fo r a l l groups and a l l years . In a l l t h e tables 

presented herea f te r , Group 1 i s represented by taxpayers with AGIs 

less than $10,000 for 1973, $10,380 for 1974, $11,735 f o r 1975, 

$12,489 for 1976, $13,643 for 1977, and $14,297 for 1978. The o ther 

groups were t r e a t e d in a s imi lar manner. 

Table 5-1, shows the composition, by adjusted g ross income, of 

the four groups in the s tudy. Because the In te rna l Revenue Service 

does not always present the same data from year to year , 

occas ional ly some needed da ta were missing for ce r ta in years . Also, 

as i s discussed in g rea te r d e t a i l subsequently, since occurrences of 

changes m the law which needed t o be factored out began in 1975, in 

order to determine the data which l i k e l y would have occurred had 

such changes not taken p l ace , t rend analysis was used. To e s t a b l i s h 

a t r end , the use of data for three years was viewed as p re fe rab le to 

the use of data for only two years . Hence, i t was necessary to 

include 1972 d a t a in the da ta bank. S imi la r ly , i t was necessary for 

tha t 1972 data t o be grouped comparably to the 1973-1978 data. 

Thus, 1972 data were included in Table 5-1 ( l a s t column). 
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Table 5 - 1 . Adjus ted Gross Income of Groups of Taxpayers in Study 

Adjus ted g ross income upper l i m i t ( d o l l a r s ) 

% of 
Group T o t a l 1973 1974 1975 1976 1977 1978 1972 

1 48 .7 10,000 10 ,380 11,735 12,489 13,643 14,297 9 ,604 
2 50 .2 50 ,000 5 9 , 0 9 1 69,231 75,000 80,556 86 ,464 49 ,091 
3 0 .9 100,000 100,000 150,000 166,667 166,667 175,000 100,000 

ove r o v e r over over over over ove r 
4 0.2 100,000 100,000 150,000 166,667 166,667 175,000 100,000 

Source: S t a t i s t i c s of Income, I n d i v i d u a l Income Tax R e t u r n s , 
1972-1978, Table 1 . 1 , t a x a b l e r e t u r n s . 
See Appendix A, Table A-l fo r s u p p o r t i n g d a t a . 

Sample C a l c u l a t i o n for 1974 Group 1 

$1 under $10,000 46.8% 
x 4 8 . 7 

$1 under $11,000 5 1 . 8 

( 4 8 . 7 - 4 6 . 8 ) / ( 5 1 . 8 - 4 6 . 8 ) * 1 , 0 0 0 = 380 
x = $10,380 

Use o f j o i n t r e t u r n r a t e s 

In c a l c u l a t i n g t ax l i a b i l i t y , t h e f i l i n g s t a t u s of the t a x p a y e r 

must be known. However, i n t h i s s t u d y , t h e t a x p a y e r s were groups 

r a t h e r t h a n i n d i v i d u a l s . To d e t e r m i n e what s i n g l e or we igh ted 

margina l r a t e s t o u s e , a c t u a l 1973 d a t a on f i l i n g s t a t u s were b roken 

down by group. Then, a we igh ted marg ina l r a t e was de te rmined fo r 

each g roup . There are f i v e p o s s i b l e f i l i n g s , s i n g l e , m a r r i e d f i l i n g 

j o i n t l y , marr ied f i l i n g s e p a r a t e l y , head of household , and s u r v i v i n g 

spouse. Table 5-2 shows t h e s e we igh ted m a r g i n a l r a t e s a s we l l a s 

the r e g u l a r m a r g i n a l r a t e s for each f i l i n g group (see Appendix A, 
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Tables A-2 through A-6 fo r s u p p o r t i n g d a t a ) . A sample c a l c u l a t i o n 

i s a l so p r o v i d e d . 

Table 5 - 2 . Regular Marginal R a t e s by Group and F i l i n g S t a t u s 
and Weighted Marginal Rates by Group 

Group 

1 
2 
3 
4 

Joint 

.17 

.22 

.50 

.64 

Separate 

.19 

.28 

.60 

.70 

Head of 
household 

.18 

.23 

.58 

.68 

Surviving 
spouse 

.17 

.22 

.53 

.66 

Single 

.19 
27 
.62 
.70 

Weighted 
rate 

.18 

.23 

.51 

.65 

Source: Appendix A, Table A-2 th rough A-6 and c a l c u l a t i o n s 

Sample C a l c u l a t i o n of Weighted Rate f o r Group 1 

For the numer i ca l example t h a t f o l l o w s , t h e numerator 
of each f r a c t i o n r e p r e s e n t s the p e r c e n t of t a x a b l e 
income c a p t u r e d by t h a t f i l i n g s t a t u s . The denominator 
r e p r e s e n t s t h e t o t a l f i l i n g s m t h a t g roup . For 
example, of the 18.3% of t h e p o p u l a t i o n b e l o n g i n g to 
Group 1 who f i l e d t a x r e t u r n s , 6.7% f i l e d j o i n t l y , 0.9% 
f i l e d s e p a r a t e l y , 1.7% f i l e d head of household , e t c . 
( s ee Appendix A, Table A-6) . Thus, t h e weighted 
average e q u a t i o n for t h i s group can be w r i t t e n : 

weighted average = 
j o i n t % / t o t a l %*joint marg ina l r a t e + 

s e p a r a t e % / t o t a l %*separate marg ina l r a t e + 
head of househo ld % / t o t a l %*head of household r a t e + 

su rv iv ing spouse % / t o t a l %*surviving spouse r a t e + 
s i n g l e % / t o t a l %*smgle r a t e 

6 . 7 / 1 8 . 3 * . 1 7 + 0 9 / 1 8 . 3 * 19 + 1 .7 /18 .3* .18 + 
0 .0 /18 3*.17 + 9 . 0 / 1 8 . 3 * 19 = .18 

An examinat ion of Table 5-2 r e v e a l s t h e p r o x i m i t y of t h e 

weighted r a t e s to t h e j o i n t r a t e s This i s not unexpected s ince fo r 

1973, t h e t a x a b l e income of j o i n t r e t u r n s r e p r e s e n t e d 77.8 p e r c e n t 

of the t o t a l t a x a b l e income. During the p e r i o d under s tudy , t he 
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joint return percent ranged from 72.7 percent to 77.8 percent (see 

Appendix A, Table A-7). Thus, one would expect that the joint 

return marginal rates would be approximately equal to the weighted 

marginal rates for each of the years in the study. The added 

complexity of using weighted rates for each year of the study seemed 

unwarranted in the light of this proximity. Thus, joint rates were 

used hereafter. However, any conclusions drawn from this research 

regarding the taxpayers m the various groups must be tempered by 

the fact that, had slightly higher rates been used, slightly greater 

tax liabilities would have resulted. 

Distributional and revenue effects 

For purposes of comparison among the various models in the 

study, the key figures derived per group were tax after credits 

(revenue effect) and tax after credits as a percent of adjusted 

gross income (distributional effect), where tax after credits means 

the tax liability remaining after the credit amounts adjusted for in 

this study have been subtracted. The discussion which follows is 

general in nature. Greater detail concerning the data and the 

calculations are presented later. The following computational 

routine was adopted (see Appendix C, Tables C-l through C-4). 

Starting with the group number of taxable returns and the adjusted 

gross income amount, an adjusted gross income amount per return 

amount was derived. A division of taxable income amount by the 

number of taxable returns resulted in the taxable income per return 

amount. This latter amount then was used to determine an effective 
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rate which was applied to the taxable income amount to determine the 

tax before c r e d i t s amount. For the years 1973-1975, an intermediate 

tax before adjustments ca l cu la t ion had to be made so t h a t the ch i ld 

care deduction amount could be added back. The c red i t amounts used 

in t h i s study then were subtracted from the tax before c red i t s 

amount to derive t h e tax af ter c r e d i t s amount. Then t h i s l a t t e r 

f igure was divided by the number of taxable returns to ar r ive at t h e 

tax a f t e r c red i t s per re turn amount. F ina l ly the tax a f t e r c r e d i t s 

amount as a percent of the adjusted gross income amount was derived 

by simple d iv i s ion of the tax a f t e r c r e d i t s amount by t h e adjusted 

gross income amount or by dividing tax a f t e r c red i t s p e r return by 

adjusted gross income per r e tu rn . 

To calcula te these two key figures ( t a x af ter c r e d i t s and tax 

af ter c r e d i t s as a percent of adjusted gross income) f o r each group 

and t a x model, t he following d a t a had to be gathered, generated or 

ca lcu la ted . adjusted gross income, taxable income, taxable income 

per r e t u r n (in o rder to get marginal and e f f e c t i v e tax r a t e s ) , the 

number of taxable r e tu rns , and the various c r ed i t amounts for which 

adjustments would be made in t h i s study ( i . e . , the e lde r ly c r e d i t , 

the c h i l d care c r e d i t , and the earned income c r ed i t ) . Data 

a f fec t ing adjusted gross income amounts p e r t i n e n t to t h i s study were 

i n t e r e s t income amounts and c a p i t a l gain and loss amounts. The 

amounts of itemized deductions, standard deductions and the number 

of exemptions taken were important t o the determinat ion of taxable 

income. Mortgage i n t e r e s t , o ther i n t e r e s t and chi ld c a r e deduction 
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amounts were s p e c i f i c i t emized d e d u c t i o n amounts which had to b e 

known. T a b l e s A-8 t h rough A-12 i n Appendix A c o n t a i n some raw d a t a 

as p r e s e n t e d by t h e I n t e r n a l Revenue Se rv i ce and t h e i n t e r p o l a t e d 

group d a t a as c a l c u l a t e d . Tha l a t t e r d a t a were de t e rmined as 

s p e c i f i e d i n Table 5 - 1 . P r e s e n t e d a t t h e end of Appendix B a r e the 

Fo r t r an programs used t o g e n e r a t e i n t e r p o l a t i o n s and o t h e r d a t a . 

I n t e r p o l a t i o n f a c t o r s a r e the w e i g h t s used i n t h e i n t e r p o l a t i o n 

programs. 

The income t a x b e f o r e c r e d i t s i n fo rma t ion and c r e d i t da ta a r e 

p r e s e n t e d by the I n t e r n a l Revenue S e r v i c e in t a b l e s a r ranged by type 

of tax computa t ion . A d e c i s i o n had t o be made as t o t he type o r 

t y p e s of t a x computa t ion da ta t o u s e . For 1973, t h e s e t y p e s were as 

fo l lows : 

1. r e g u l a r t a x computa t ion on ly , 
2. income a v e r a g i n g t ax compu ta t i on , 
3. maximum and r e g u l a r t ax computa t ion , 
4. maximum and a l t e r n a t i v e t a x computa t ion , and 

5. a l t e r n a t i v e t a x computa t ion on ly 

Note that these five types are not mutually exclusive. Treating 

them as if they were mutually exclusive, regular-only tax 

computation returns still ranged from 94.1 percent (1978) to 97.5% 

(1972) of the total returns (see Table A-13, Appendix A) Hence, 

regular-only tax computation data were used in this study. However, 

use of this computation method only produced tax liabilities 

slightly higher than would have resulted had all types of tax 

computation been considered. 
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Changes in the law which affected t axab le income 

Not a l l tax changes which occurred between 1973 and 1978 were 

analyzed d i r e c t l y in t h i s study. Direc t adjustments were made only 

for those t ax law changes which affected larger numbers of 

taxpayers Other changes af fec t ing fewer taxpayers frequently 

presented the problem of i n s u f f i c i e n t or no data. For example, m 

the Employee Retirement Income Secur i ty Act (ERISA) of 1974, changes 

were made increas ing the deduction for con t r ibu t ions to re t i rement 

funds by self-employed persons ( e f f ec t ive in 1974) ( S t a t i s t i c s of 

Income, Individual Income Tax Returns, 1974, p . v i ) , and employees 

not covered by a pension plan were allowed to s e t up individual 

re t i rement accounts (IRA) in amounts up t o $1,500 (effect ive m 

1975) ( S t a t i s t i c s of Income, Individual Income Tax Returns, 1975, 

p . v i ) . No ERISA data were made a v a i l a b l e in 1974. Even when such 

data were avai lable as in 1975, t h e t o t a l impact of the change was 

small . For example, in 1975 ( S t a t i s t i c s of Income, Individual 

Income Tax Returns, 1975, Table 1C), IRA deductions of 

$1,43 6,443,000 were claimed on 1,211,794 re turns , and ERISA 

deductions of $1,603,788,000 were claimed on 595,892 re turns These 

1,807,686 re turns cons t i t u t ed only 2 9% of the 62,800,311 taxable 

r e tu rns f i l e d . If t h e deductions were added back to the repor ted 

adjusted gross income of $800,268,046,000, the r e s u l t i n g increase 

would be only 0.4 pe r cen t . Thus, these types of changes were 

considered only i n d i r e c t l y . 
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One d i r e c t adjustment made, which i s descr ibed l a te r m t h i s 

chapter , was r e l a t e d to the s tandard deduction s ince several changes 

occurred in t h i s area during t h e 1973-1978 per iod . For example in 

1973, the standard deduction amount ranged from a minimum of $1,300 

t o a maximum of $2,000, with a 15 percent r a t e applied to adjusted 

gross incomes between $8,667 and $13,333 ( S t a t i s t i c s of Income, 

Individual Income Tax Returns, 1973, p .219) . For separate f i l i n g s , 

as i s the general r u l e , half of the allowed j o i n t amounts were 

appl icable . In 1975, two se t s of mmimums and maximums were 

es tab l i shed , and a 16 percent r a t e was appl icable between t h e 

adjusted gross incomes at the minimum and maximum points The 

mmimums were $1,600 (s ingle /head of household) and $1,900 

( j o i n t / s u r v i v i n g spouse); the maximums, $2,300 and $2,600, 

respec t ive ly ( S t a t i s t i c s of Income, Individual Income Tax 

Returns,1975, p .205) . The In t e rna l Revenue Service a t t r i b u t e d t h i s 

l a t t e r change as the major reason for the drop in re turns f i l e d 

(83 3 mil l ion i n 1974 and 82.2 mi l l ion in 1975) ( S t a t i s t i c s of 

Income, Individual Income Tax Returns, 1975, p . l ) . In 1976, the 

minimum and maximum amounts were increased- $1,700 and $2,400 

(s ingle/head of household) and $2,100 and $2,800 ( j o i n t / s u r v i v i n g 

spouse) ( S t a t i s t i c s of Income, Individual Income Tax Returns, 1976, 

p vi) . In 1977, a change m form was i n s t i t u t e d such tha t t h e zero 

bracket amount was used ins tead of the standard deduction. The 
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minimum and maximum amounts and t h e 16 p e r c e n t r a t e were r e p l a c e d 

e s s e n t i a l l y by one f i g u r e f o r e a c h group ($2,200 f o r s i n g l e / h e a d of 

househo ld and $3 ,200 for j o i n t / s u r v i v i n g spouse) ( S t a t i s t i c s of 

Income, I n d i v i d u a l Income Tax R e t u r n s , 1977, p . 2 6 6 ) . Also, t h e s e 

z e r o b r a c k e t amounts were i n c o r p o r a t e d i n t o the r a t e schedules 

( S t a t i s t i c s of Income, I n d i v i d u a l Income Tax R e t u r n s , 1977, p v i ) . 

Also d i s c u s s e d l a t e r i n t h i s chap t e r i s the making of ano the r 

d i r e c t ad jus tment which was r e l a t e d to changes i n c a p i t a l g a m / l o s s 

t r a n s a c t i o n amounts which a f f e c t e d a d j u s t e d g ros s income, and hence , 

which a l so a f f e c t e d t a x a b l e income. The p e r i o d d e s c r i b e d as long-

t e r m i n c r e a s e d from s i x t o n i n e months (1977) and t h e n to one yea r 

( 1 9 7 8 ) . The a l l o w a b l e c a p i t a l l o s s deduc t ion i n c r e a s e d from $1,000 

t o $2,000 (1977) and then t o $3 ,000 (1978) And f o r t r a n s a c t i o n s 

a f t e r October 31 , 1978, t h e c a p i t a l gain d e d u c t i o n i n c r e a s e d from 50 

p e r c e n t t o 60 p e r c e n t ( S t a t i s t i c s of Income, I n d i v i d u a l Income Tax 

R e t u r n s , 1977-1978, p v i and p . v n ) . 

Use of 1972 da t a 

Because of t h e changes d e s c r i b e d above, which d i d not a f f e c t 

t h e 1974 d a t a , b u t which d i d a f f e c t the d a t a from l a t e r y e a r s , and 

of t h o s e l e s s e r changes which were ignored i n t h i s s tudy , t h e 

1975-1978 d a t a c o u l d not be used a s i n t e r p o l a t e d s i n c e t h a t 

i n t e r p o l a t e d d a t a would n o t have been c o n s i s t e n t w i t h the 1973 Law 

Model which p re supposed no change ( i . e . , t h e changes i n t h e law have 

n o t been f a c t o r e d o u t y e t ) . Hence, adjus tments had t o be made t o 
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that interpolated 1975-1978 data to eliminate those changes. That 

is, all 1975-1978 data had to be adjusted to remove the effect of 

any changes which occurred during those years. In making these 

adjustments, the mam procedure followed wherever possible was trend 

analysis, a variation of linear regression. The trend analyses were 

made to determine what the 1975-1978 interpolated amounts would have 

been had the laws not changed since 1973. Trend analysis assumes 

that a linear relationship exists among the data. The assumption of 

the existence of a linear relationship among the data was justified 

by the examination of correlations calculated. For example, the 

correlations among the data for 1975, 1974, and 1973 presented in 

Table 5-3 below were determined and ranged from .9217 for taxable 

income amounts to .9986 for the number of standard deduction 

returns. That is, the correlation between .8544, .8773,and .8758 is 

.9217, and the correlation between .9712, .9728, and 9752 is .9986. 

A correlation of 1.0 would indicate perfect linearity. In applying 

trend analysis, generally a minimum of three years was used to 

ascertain a trend. Thus, to project 1975 data, 1972 data were 

required This presented no major problems since the 1972-1974 tax 

laws essentially were identical. Hence, the 1972 data were used 

along with the 1973 and the 1974 data in making the 1975 

projections. Then, the amount projected for 1975 was included with 

the three prior years to project the amount for 1976, etc. 
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However, an i n i t i a l adjustment had t o be made to the 1972 data 

a l s o since the I n t e r n a l Revenue Service did not present the 1972 tax 

computation data in a manner s imilar t o the 1973-1978 da t a . While 

they did s t a t e the number of re turns i n which regular-only tax 

computation was used, other items presented ( e . g . , standard 

deduction amounts) were repor ted in a combined manner. That i s , 

r egu la r -on ly computations were commingled with maximum and regular 

computations and with income averaging computations To separate 

t h e regular-only amounts from the other two groups, regular -only 

amounts as a percent of the t o t a l of the th ree computation methods' 

amounts were ca lcu la t ed for various i tems ( e . g . , adjusted gross 

income and number of r e tu rns ) for the years 1973-1975. Trend 

analyses were used t o p ro j ec t the 1972 percentages by us ing the 

1973-1975 data . Table 5-3 contains the r e s u l t s of those 

c a l c u l a t i o n s . For purposes of b rev i ty , the word t o t a l used in both 

Tables 5-3 and 5-4, r e f e r s only to the sum of the regular-only , 

maximum and regular , and income averaging amounts and not to the 

t o t a l amounts for a l l computation methods. 

Use of the 1975 data to pro jec t the 1972 percentages i s 

c i r c u l a r since 1972 then would be used t o p ro j ec t the 1975 da ta . 

Hence, 1972 p ro jec t ions a lso were made based only on the 1973 and 

t h e 1974 da ta . Given t ha t the 1973-1974 pro jec ted number of regu la r 

only r e tu rns percentage ( 9717) was c l o s e r to the actual 1972 

percentage (.9766) than was the 1973-1975 pro jec t ion ( .9688), t h i s 

c i r c u l a r i t y problem was avoided by us ing only the 1973-1974 

p r o j e c t i o n s . 



www.manaraa.com

96 

Table 5-3. 1973-1975 Regular-only Tax Computation Amounts for the 
Following Specified Items as a Percent of Total (i.e. Regular-only, 
Maximum and Regular, Income Averaging) with Projections for 1972 

1975 1974 1973 (1) (2) 

# of regular-only returns 
adjusted gross income 
# of itemized deduction returns 
Itemized deduction amounts 
# of standard deduction returns 
Standard deduction amounts 
# of exemptions 
Taxable income amounts 

.9550 

.8792 

.9183 

.8714 

.9777 

.9712 

.9420 

.8544 

.9577 

.8822 
9280 
8830 
.9792 
.9728 
.9459 
.8573 

.9647 

.8992 

.9420 

.9010 
9810 
.9752 
.9548 
.8758 

.9688 

.9069 

.9531 

.9147 

.9826 

.9771 

.9604 

.8839 

.9717 

.9162 

.9560 

.9190 

.9828 

.9776 

.9637 

.8943 

Source, calculations 
(1) 1972 as determined by trend analysis using 1973-1975 data 
(2) 1972 as determined by trend analysis using 1973-1974 data 
See Appendix A, Table A-14 
The actual 1972 percentage of regular-only returns is 9766 (see 
Table A-14, Appendix A). 

Projecting 1972 data 

In order to project 1975-1978 group data, 1972 group amounts 

were needed. However, the projections shown in Table 5-3 are 

percentages rather than the group amounts that were necessary. 

These percentages are not even percentages of group amounts, but 

percentages of totals. Hence, this Table 5-3 percentage data had to 

be broken down into group percentages, and then converted to group 

amounts. Because of the nature of the tax computation methods, 

different groups of taxpayers in the study would be expected to 

choose computation methods in different proportions For example, 

Group 4 would be expected to use the maximum and regular method more 

frequently than would Group 1. In fact, this is the case. As a 

matter of fact, Group 4 members probably were more likely to use the 
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a l t e r n a t i v e t a x computa t ion method r a t h e r t h a n the r e g u l a r method. 

As was noted e a r l i e r m t h i s c h a p t e r , t he adopt ion of t h e r e g u l a r -

only method was based on i t s high u s a g e (over 90%). The b i a s 

r e s u l t i n g from t h i s adopt ion a l so was noted . Table 5-4 c o n t a i n s t h e 

group breakdown of the pe r c e n t a ge s of s e v e r a l of the i t e m s shown i n 

Table 5-3 for t h e yea r s 1973 and 1974 along w i t h the p r o j e c t i o n s of 

these i tems fo r 1972. A sample c a l c u l a t i o n fo l lows. 

Table 5 -4 . 1973 and 1974 R e g u l a r - o n l y Tax Computation Amounts as a 
Percen t of T o t a l ( i . e . , R e g u l a r - o n l y , Maximum and Regu la r , Income 
Averaging) by Group wi th P r o j e c t i o n s f o r 1972 

Group 

1 
2 
3 
4 

Number of r e t u r n s 

1974 

.9978 

.9291 

.4677 

.1909 

1973 

.9979 

.9428 
4695 
.2186 

1972 

.9980 

.9565 

.4713 

.2463 

Adjusted gross income 

1974 1973 

,9943 
,8916 
,4523 
,2184 

.9971 

.9134 

.4489 

.2477 

1972 

.9999 

.9352 
4455 
.2770 

Itemized deduction Standard deduction 

Group 

1 
2 
3 
4 

1974 

.9931 
9079 
.5643 
.3940 

1973 1972 

9977 
.9302 
.5661 
4316 

,9999(1) 
,9525 
,5679 
4692 

1974 1973 

,9977 
.9379 
,2039 
,0858 

9982 
9443 
1588 
0724 

1972 

.9987 

.9507 

.1137 

.0590 

Source: c a l c u l a t i o n s 
See Appendix A, Table A-15 and Chap te r 5, Tab le 5-1 
(1) Actua l p r o j e c t i o n was 1.0023 w i t h a c o r r e l a t i o n be tween .9931 
and .9997 of 1.0 
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Sample C a l c u l a t i o n of Group 1, 1974, # of r e t u r n s p e r c e n t a g e 

r e g u l a r o n l y / ( r e g u l a r only + maximum & r e g u l a r + income 
averaging) = p e r c e n t 

32 ,979 ,909 / (32 ,979 ,909+6 ,388+67 ,670) = .9978 

(11,859,783+19,891,089+380/5000*15,381,870 = 32,979,909) 
(10 ,380/100,000*61,538 = 6,388) 
(50,091+380/5000*231,320 = 67,670) 

The p r o j e c t e d 1972 group p e r c e n t s shown i n Table 5-4 were 

a p p l i e d to the d a t a p r e s e n t e d in Appendix A, Tables A-8 and A-9 t o 

de termine the p r o j e c t e d 1972 group amounts . For example, t h e 1972 

Group 1 number of t a x a b l e r e t u r n s was d e r i v e d by m u l t i p l y i n g t h e 

1972 Group 1 number of r e t u r n s p e r c e n t (Chapter 5, Table 5-4) by t h e 

1972 Group 1 i n t e r p o l a t e d number of r e t u r n s (Appendix A, Table A-8) 

( i . e . , .9980 * 3 0 , 3 9 0 , 8 2 1 = 30 ,352 ,847) . The 1972 p r o j e c t e d amounts 

and t h e co r r e spond ing d a t a for 1973 and 1974 a r e con ta ined i n Table 

5-5 . F i n a l l y , u s i n g t h e s e da t a , p r o j e c t i o n s t h e n were made f o r t h e 

yea r s 1975-1978, t h e u l t i m a t e goal of t h e s e m a n i p u l a t i o n s . These 

l a t t e r p r o j e c t i o n s a r e con ta ined i n Tab le 5-6 . 
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Table 5-5. Returns, Adjusted Gross Income and Deduction Amounts 
by Group and by Year (money in thousands) 

Group 

1 
2 
3 
4 

Total 

Group 

1 
2 
3 
4 

Total 

Group 

1 
2 
3 
4 

Total 

Group 

1 
2 
3 
4 

Total 

N 

1972 

30,352,847 
28,932,123 

232,057 
17,287 

59,534,314 

1972 

179,081,917 
454,373,475 
13,429,905 
3,577,557 

650,462,860 

1972 

13,279,265 
65,433,203 
2,960,367 
1,365,117 

83,037,952 

1972 

30,640,338 
19,423,842 

4,770 
178 

50,069,128 

umbe 

Adj 

It 

St 

r of Taxable Returns 

1973 

31,588,830 
30,438,483 

257,684 
20,085 

62,305.082 

usted Gross Income 

1973 

188,730,465 
502,739,257 
15,992,482 
3,908,506 

711,370,760 

emized Deductions 

1973 

13,577,220 
71,930,246 
3,425,733 
1,420,257 

90,353,456 

andard Deductions 

1973 

32,529,535 
21,230,071 

9,417 
393 

53,769,416 

1974 

32,919,909 
31,582,833 

241,718 
24,402 

64,768,863 

1974 

204,316,628 
545,940,670 
15,047,087 
4,751,029 

770,055,415 

1974 

14,659,343 
79,565,248 
3,140,523 
1,636,278 

99,001,392 

1974 

34,650,639 
21,935,263 

11,317 
711 

56,597,750 

Source: calculations, Appendix A, Tables A-8 and A-9 
Appendix B, Programs B-2 and B-4 
Detail may not add to total because of rounding 



www.manaraa.com

100 

Table 5-6. Projected Returns, Adjusted Gross Income and Deduction 
Amounts by Group and by Year (money in thousands) 

Group 

1 
2 
3 
4 

To ta l 

1975 

3 4 , 1 8 7 , 5 9 1 
32 ,968 ,523 

253 ,481 
27 ,706 

67 ,437 ,301 

Number of Taxable 

1976 

35,471,122 
34,293,878 

258,311 
31,264 

70,054,575 

Re tu rns 

1977 

36 ,754 ,653 
35 ,619 ,233 

263,142 
34 ,821 

72 ,671 ,849 

1978 

3 8 , 0 3 8 , 1 8 4 
3 6 , 9 4 4 , 5 8 8 

267 ,972 
38 ,379 

75 ,289 ,123 

Adjusted Gross Income 

Group 

1 
2 
3 
4 

To ta l 

Group 

1 
2 
3 
4 

To ta l 

1975 

215 ,944 ,380 
592 ,584 ,990 

] 6 , 4 4 0 , 3 4 0 
5 ,252 ,503 

830 ,222 ,210 

1975 

15 ,218 ,687 
8 6 , 4 4 1 , 6 1 1 

3 ,355 ,697 
1 ,745,045 

106,761,040 

1976 

228,561,740 
638,368,590 

17,248,931 
5,839,239 

890,018,500 

I temized Deduc t i 

1976 

15,908,726 
93,507,633 

3,445,775 
1,880,626 

114,742,760 

1977 

241 ,179 ,090 
684,152,180 

18,057,522 
6 ,425 ,975 

949,814,770 

ons 

1977 

16 ,598,765 
100,573,660 

3 ,535 ,853 
2 ,016 ,206 

122,724,480 

1978 

253 ,796 ,450 
729 ,935 ,780 

18 ,866 ,113 
7 , 0 1 2 , 7 1 1 

1 ,009,611,100 

1978 

17 ,288 ,804 
107 ,639 ,680 

3 , 6 2 5 , 9 3 1 
2 , 1 5 1 , 7 8 7 

130 ,706 ,200 

Standard Deductions 

Group 

1 
2 
3 
4 

To ta l 

1975 

36 ,617 ,138 
23 ,374 ,480 

14,808 
960 

60 ,007 ,386 

1976 

38,622,289 
24,630,190 

17,992 
1,227 

63,271,698 

1977 

40 ,627 ,439 
25 ,885 ,901 

21 ,175 
1,493 

66 ,536 ,008 

1978 

42 ,632 ,590 
2 7 , 1 4 1 , 6 1 1 

24 ,358 
1,760 

69 ,800 ,319 

Source: c a l cu l a t i ons (See Chapter 5, Table 5-5) 
Deta i l may not add to t o t a l because of rounding 



www.manaraa.com

101 

Number of exemptions 

Given a number of projected taxable returns (Table 5-6) 

different than the interpolated number or the actual filings for 

1975-1978 (Table A-8, Appendix A), an adjusted number of exemptions 

claimed also needed to be computed. This adjustment had to be made 

since the interpolated number of exemptions claimed were not 

consistent with a no tax law change model. The number of exemptions 

claimed needed to be compatible with the new number of projected 

taxable returns. The following procedure was used to achieve this 

compatibility. Using actual Internal Revenue Service data (Table 

A-10, Appendix A), the number of exemptions per return was computed 

for each group for each year (Table 5-7). Table 5-8 contains the 

product of multiplying the projected number of returns by this 

exemption per return number. The data contained in this latter 

table represent the number of exemptions used in computing taxable 

income Also contained m Table 5-8 is the product of the allowed 

exemptions and $750, the amount allowed per exemption in 1973. 

Table 5-7. Actual Number of Taxable Returns and Exemptions Claimed 
Yielding Number of Exemptions per Return by Group and by Year 

Group 1 Group 2 

Year 

1973 
1974 
1975 
1976 
1977 
1978 

Exemptions 

65,192,369 
67,192,369 
71,943,224 
73,247,571 
94,835,578 
94,873,208 

Returns 

31,588,830 
32,919,909 
33,632,952 
35,007,013 
49,912,628 
49,396,452 

E/R 

2 0638 
2.0365 
2.1391 
2.0924 
1.9793 
1.9206 

Exemptions 

103,347,837 
105,358,797 
95,007,059 
96,017,767 
94,288,627 
97,236,932 

Returns 

30,438,483 
31,582,833 
28,935,450 
29,585,341 
29,491,095 
30,677,663 

E/R 

3.3962 
3.3360 
3.2834 
3.2455 
3.1972 
3.1696 

\ 
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Group 3 Group 4 

Y e a r 

1973 
1974 
1975 
1976 
1977 
1978 

E x e m p t i o n s 

1 , 0 0 8 , 4 0 6 
9 3 3 , 2 9 3 
8 2 4 , 2 4 6 
7 8 7 , 4 3 6 
7 2 0 , 6 6 8 
6 5 5 , 7 1 5 

R e t u r n s 

2 5 7 , 6 8 4 
2 4 1 , 7 1 8 
2 1 7 , 0 2 0 
2 1 1 , 7 3 5 
1 9 5 , 7 5 5 
1 8 2 , 2 2 0 

E/R 

3 . 9 1 3 3 
3 . 8 6 1 1 
3 . 7 9 8 0 
3 . 7 1 9 0 
3 . 6 8 1 5 
3 . 6 5 3 3 

E x e m p t i o n s 

7 1 , 5 0 7 
8 4 , 2 4 5 
5 0 , 8 9 2 
3 6 , 8 7 2 
3 8 , 9 2 0 
4 0 , 7 2 1 

R e t u r n s 

2 0 , 0 8 5 
2 4 , 4 0 2 
14 ,887 
1 1 , 0 5 1 
11 ,639 
12 ,240 

E /R 

3 . 5 6 0 2 
3 . 4 5 2 4 
3 . 4 1 8 6 
3 . 3 3 6 5 
3 . 3 4 3 9 
3 . 3 2 6 9 

Source: Appendix A, Tables A-8 and A-10 and calculations 
E/R = Exemptions per return 
See Appendix B, Program B-2 

Table 5-8. Number and Amount (thousands) of Exemptions by Group and 
by Year based on the Projected Number of Returns and Exemptions per 
Return 

Group 

1 
2 
3 
4 

Group 

1 
2 
3 
4 

Group 

1 
2 
3 
4 

197c 

Number 

6 5 , 1 9 2 , 3 6 9 
1 0 3 , 3 7 4 , 8 3 7 

1 , 0 0 8 , 4 0 6 
7 1 , 5 0 7 

197E 

Number 

7 3 , 1 3 0 , 6 7 6 
1 0 8 , 2 4 8 , 8 5 0 

9 6 2 , 7 2 1 
9 4 , 7 1 6 

197/ 

Number 

7 2 , 7 4 8 , 4 8 5 
1 1 3 , 8 8 1 , 8 1 0 

9 6 8 , 7 5 7 
1 1 6 , 4 3 8 

1 

Amount 

4 8 , 8 9 4 , 2 7 7 
7 7 , 5 3 1 , 1 3 0 

7 5 6 , 3 0 5 
5 3 , 6 3 0 

Amount 

5 4 , 8 4 8 , 0 0 7 
8 1 , 1 8 6 , 6 3 6 

7 2 2 , 0 4 1 
7 1 , 0 3 7 

r 

Amount 

5 4 , 5 6 1 , 3 6 4 
8 5 , 4 1 1 , 3 5 9 

7 2 6 , 5 6 8 
8 7 , 3 2 8 

1974 

Number Amount 

6 7 , 0 4 2 , 2 0 1 5 0 , 2 8 1 , 6 5 1 
1 0 5 , 3 5 8 , 7 9 7 7 9 , 0 1 9 , 1 0 0 

9 3 3 , 2 9 3 699 ,970 
8 4 , 2 4 5 6 3 , 1 8 4 

1976 

Number Amount 

7 4 , 2 1 9 , 7 7 6 5 5 , 6 6 4 , 8 3 2 
1 1 1 , 3 0 0 , 7 8 0 8 3 , 4 7 5 , 5 8 6 

9 6 0 , 6 5 9 7 2 0 , 4 9 4 
1 0 4 , 3 1 2 7 8 , 2 3 4 

1978 

Number 

7 3 , 0 5 6 , 1 3 6 
1 1 7 , 0 9 9 , 5 7 0 

9 7 8 , 9 8 2 
1 2 7 , 6 8 3 

Amount 

5 4 , 7 9 2 , 1 0 2 
8 7 , 8 2 4 , 6 7 5 

734 ,237 
95 ,762 

Source: Chapter 5, Tables 5-6 (Taxable Returns) and 5-7 
(Exemptions/Return) and calculations 
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Marginal and e f f e c t i v e tax r a t e s 

Using the d a t a i n Table 5-6 ( a d j u s t e d g r o s s income, number of 

t a x r e t u r n s , i t e m i z e d deduc t ion amounts, s t a n d a r d deduc t ion amounts) 

and the da t a in T a b l e 5-8 (exemption amounts) , t axab le income and 

t a x a b l e income p e r r e t u r n were de r ived us ing t h e fol lowing 

e q u a t i o n s : 

Adjusted g ro s s income - ( i t e m i z e d deduct ion amounts 
or s t a n d a r d deduc t ion amounts) - exemption 
amounts = t a x a b l e income. 
Taxable income/ the number of r e t u r n s = 
t axab le income p e r r e t u r n . 

From t h e s e de r ived numbers, t h e marg ina l and e f f e c t i v e t a x r a t e s 

were computed. The r a t e s were based on the 1973 ra t e s c h e d u l e f o r 

j o i n t r e t u r n s ( see above-Use of j o i n t r a t e s ) . Ef fec t ive r a t e was 

de f ined as the amount of t a x determined for t h e taxable income p e r 

r e t u r n amount d i v i d e d by t h e taxable income p e r r e tu rn amount. An 

example of the e f f e c t i v e r a t e for 1973 Group 1 fol lows: 

The t ax fo r $2,967 i s $444.72 

444.72/2,967 = .150 

Thus, whi le the marg ina l r a t e for 1973 Group 1 i s .16, t h e e f f e c t i v e 

r a t e i s .150. These e f f e c t i v e r a t e s were needed so t h a t t h e t a x 

be fo re c r e d i t s amounts (and a l s o b e f o r e adjus tment amounts) could be 

de te rmined . These e f f e c t i v e r a t e s , and not t h e marginal r a t e s , were 

used m t h e u l t i m a t e c a l c u l a t i o n for t h e amount of tax l i a b i l i t y 

be fo r e t h e a p p l i c a t i o n of t h e c r e d i t amounts. They have no 

in terpre ta t ions , s i g n i f i c a n c e . Contained m Table 5-9 are t h e t a x a b l e 
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income, the taxable income per return, and the marginal and 

effective rates for each group and each year. 

Table 5-9. Taxable Income (thousands), Taxable Income per Return, 
Marginal and Effective Tax Rates by Year and by Group 

Taxable 
Group income 

1 
2 
3 
4 

93,729,433 
332,047,810 
11,731,027 
2,434,226 

1973 

TI per 
return MR 

2,967 
10,909 
45,525 

121,196 

.16 

.22 

.50 

.64 

ER 

7150 
,185 
,326 
,481 

Taxable 
income 

1974 

TI per 
return MR 

1975 

104,724,995 3,181 
365,421,059 11,570 
11,195,457 46,316 
3,050,856 125,025 

1976 

ER 

.17 .151 
22 .187 
.50 .329 
.64 .486 

Taxable 
Group income 

1 
2 
3 
4 

TI per 
return MR 

109,260,550 3,196 
401,582,260 12,181 
12,347,794 48,713 
3,435,461 123,997 

.17 

.25 
50 
.64 

ER 
Taxable 

income 
TI per 
return 

151 118,365,900 3,337 
189 436,755,180 12,736 
337 13,064,670 50,577 
,485 3,879,152 124,077 

MR ER 

.17 .152 

.25 .192 

.50 .343 

.64 .485 

1977 1978 

Taxable 
Group income 

1 
2 
3 
4 

TI per 
return 

129,391,520 3,520 
472,281,260 13,259 
13,773,926 52,344 
4,320,948 124,090 

MR 

~17 
25 
.53 
.64 

Taxable 
ER income 

TI per 
return 

153 139,082,950 3,656 
,194 507,329,810 13,732 
349 14,481,587 54,041 
485 4,763,402 124,115 

MR ER 

.17 .154 

.25 .196 

.53 .354 

.64 .485 

Source: Chapter 5, Tables 5-6 and 5-8 and calculations 
See Appendix A, Table A-4 
TI = Taxable income 
MR = Marginal tax rate 
ER = Effective tax rate = tax/taxable income 
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Child c a r e d e d u c t i o n / c r e d i t 

Table A - l l (Appendix A) c o n t a i n s t h e I n t e r n a l Revenue Service 

and grouped c h i l d c a r e d e d u c t i o n / c r e d i t amounts. As i n d i c a t e d in 

t h e f i r s t p a r t of t h i s c h a p t e r ( i . e . , Comparab i l i t y changes ) , the 

c r e d i t was e x t r a p o l a t e d backwards to 1973. Thus, i t was neces sa ry 

t o add back t o t a x a b l e income t h e amount of the d e d u c t i o n t a k e n in 

t h e years 1973-1975 and to i n c l u d e the c h i l d ca re c r e d i t among the 

o t h e r c r e d i t s . However, t he I n t e r n a l Revenue S e r v i c e did n o t 

i n c l u d e c h i l d ca re deduc t ion amounts i n t he 1974 d a t a . An 

examina t ion of t a b l e s from y e a r s p r i o r t o 1973 showed t h a t such da t a 

was a v a i l a b l e i n 1970, but m n e i t h e r 1971 nor 1972 . S ince , in 

1972, the c h i l d ca re deduc t ion was l i b e r a l i z e d ( S t a t i s t i c s of 

Income, I n d i v i d u a l Income Tax R e t u r n s , 1972, p . i v ) , the 1970 data 

was u n s a t i s f a c t o r y fo r the e s t a b l i s h m e n t of a t r e n d . Thus, only t h e 

1973 and t h e 1975 d a t a were a v a i l a b l e t o make t h e 1974 

d e t e r m i n a t i o n s . Before making t h o s e 1974 d e t e r m i n a t i o n s , because of 

t h e s t a n d a r d deduc t ion change which occurred in 1 9 7 5 , t h a t 1975 da t a 

had t o be a d j u s t e d . Using t h e 1975 c h i l d care d e d u c t i o n d a t a and 

t h e t a x a b l e r e t u r n d a t a (Appendix A, Tables A- l l and A-8 

r e s p e c t i v e l y ) , c h i l d care d e d u c t i o n per r e t u r n p e r group amounts 

were c a l c u l a t e d . The produc t of t he se numbers and t h e p r o j e c t e d 

r e t u r n s p e r group (Chapter 5, Table 5-5) y ie lded t h e d e s i r e d 1975 

c h i l d ca re d e d u c t i o n amounts p e r group (see Appendix A, Tab le A-16). 

Table 5-10 c o n t a i n s t he c h i l d care deduct ion amounts de te rmined 

fo r 1974 by i n t e r p o l a t i o n ba sed on the number of t a x a b l e r e t u r n s and 
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c h i l d c a r e d e d u c t i o n amounts. A sample c a l c u l a t i o n of a c h i l d c a r e 

d e d u c t i o n amount f o l l o w s . The Group 3 e n t r y was d e r i v e d by u s i n g 

t h e average of t h e 1973 and the 1975 amounts s i n c e t h e 1974 Group 3 

number of t a x a b l e r e t u r n s was o u t s i d e of t h e 1973-1975 r ange . 

The t o t a l v a l u e of t h e c h i l d c a r e deduc t ion f o r each year from 

1973 through 1975 was d e r i v e d by f i n d i n g t h e d i f f e r e n c e between t h e 

t a x be fo re and t h e tax a f t e r the d e d u c t i o n amount was added back 

( s e e Appendix C, Tab le C - l ) . To t h i s value was added t h e p r o j e c t e d 

revenue l o s s amount d i s cus sed e a r l i e r Thus, t h e t o t a l amounts of 

t h e c h i l d care c r e d i t for 1973 t h r o u g h 1975 were $461 ,588 ,000 , 

$501,933,000 and $547 ,353 ,000 , r e s p e c t i v e l y . Because c h i l d ca re 

d e d u c t i o n amounts added back c o n s t i t u t e d 0 . 3 p e r c e n t of t a x a b l e 

income be fo re a d d i t i o n for 1973-1975, the e f f e c t i v e t a x r a t e s b e f o r e 

and a f t e r a d d i t i o n were e s s e n t i a l l y the same. Hence, t h e same 

e f f e c t i v e r a t e s were used f o r bo th t a x c a l c u l a t i o n s . 

Tab le 5 -10 . C h i l d Care Deduct ion Amounts ( t h o u s a n d s ) by Group f o r 

1974 based on T a x a b l e Re turns and C h i l d Care Deduc t ion Amounts 

Taxable r e t u r n s Chi ld ca re d e d u c t i o n amounts 

Group 1973 1975 1974 1973 1975 1974 

1 31,588,830 34 ,187 ,591 32 ,919 ,909 329,314 307,309 318 ,580 
2 30,438,483 32 ,968 ,523 31 ,582 ,833 913,920 1 ,089,427 993 ,301 
3 257,684 253,481 241 ,718 273 142 208 
4 20,085 27,706 2 4 , 4 0 2 56 0 22 

T o t a l 62,305,082 67 ,437 ,301 64 ,768 ,863 3,2 43,563 1 ,396,878 1 ,312,111 

Source . Appendix A, Tables A-8, A - l l , and A-16, Chap te r 5 , Table 5 -5 
and c a l c u l a t i o n s 
See Appendix B, Program B-4 
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Sample Calculation for 1974 Group 1 

31,588,830 329,314 
32,919,909 x 
34,187 ,591 307,309 

( 3 2 , 9 1 9 , 9 0 9 - 3 1 , 5 8 8 , 8 3 0 ) / ( 3 4 , 1 8 7 , 5 9 1 - 3 1 , 588, 830) = 
( 3 2 9 , 3 1 4 - x ) / ( 3 2 9 , 3 1 4 - 3 0 7 , 3 0 9 ) 

x = 318,580 

The next issue that needed resolution was the distribution of 

the derived 1973-1975 child care credit totals to each group. This 

distribution was based on the grouped 1976-1978 data (Appendix A, 

Table A-ll) which were converted to percents of the total, with the 

average percents being calculated (see Appendix A, Table A-17). The 

latter calculation was made because no clear trend was evidenced 

among the percents. Then these average percents were used to 

distribute the total to each group for all the years, 1973-1978. 

The total amounts used in the study to reflect the elimination of 

tax changes for 1976-1978 were based on the ratio of the credit 

amount to the number of returns amount. For example, 64,815,142 

actual 1976 returns showed $441,194,000 of credit. Thus, the 

70,054,575 projected returns derived for 1976 (Chapter 5, Table 5-6) 

were allocated $476,859,000 of credit (441,194,000/64,815,142 = 

476,859,000/70,054,575). This type of procedure leads to data 

which, from henceforth is referred to as ratio adjusted data. Table 

5-11 contains the distribution of the child care credit for the 

various years. 
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This r a t i o adjustment procedure was used here and elsewhere so 

t h a t the da ta derived would be compatible with the p ro jec ted data 

derived from trend ana lys i s , and u l t ima te ly t h a t the derived data 

would be cons i s t en t with a no tax change system. The r a t i o 

adjustment procedure i s defined as fol lows: 

r a t i o adjusted data = in te rpo la ted data*projected number of 
f i l i n g s / a c t u a l number of f i l i ngs 

Table 5-11. Child Care Cred i t Amounts (thousands) by Group and by 
Year 

Group 

1 
2 
3 
4 

T o t a l 

1973 

93 ,513 
363,044 

4 ,440 
591 

461,588 

1974 

101,687 
394,775 

4,829 
642 

501,933 

1975 

110,888 
430,499 

5,266 
701 

547,353 

1976 

96,607 
375,054 

4,587 
610 

476,859 

1977 

95,404 
370,386 

4,530 
603 

470,924 

1978 

120.096 
466,244 

5 , 7 0 3 
759 

592 ,801 

Source- Appendix A, Tables A - l l , A-16, and A-17 and ca lcu la t ions 
See Appendix B, Program B-6 

Cred i t for the e l d e r l y 

Several adjustments had to be made before these c r e d i t amounts 

were f i n a l i z e d . As noted e a r l i e r , the c r e d i t was l i b e r a l i z e d in 

1976. Therefore, the 1976-1978 data would not be comparable to t h e 

1973-1975 da ta . Consequently, a simple r a t i o adjustment such as was 

done for the chi ld care c r e d i t would not be reasonable . A simple 

r a t i o adjustment was poss ib l e and was used for 1975, however 

(67,437,301/62,800,311 t imes each group amount). In order to ad jus t 

the 1976-1978 data , trend ana lys i s was considered as a possible 

f eas ib le method. However, i t was determined t h a t t r e n d analysis 
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using the 1973-1975 amounts t o pro jec t 1976-1978 amounts was not 

appropr ia te because several group c o r r e l a t i o n s and the t o t a l 

c o r r e l a t i o n were r e l a t i v e l y low (see Appendix A, Table A-18). 

Therefore, a c r e d i t amount p e r re turn f igu re was determined for each 

group for the years 1973-1975, and averages were ca lcu la t ed (see 

Appendix A, Table A-18). Then, these averages were applied to the 

r e tu rns for 1976-1978 r e s u l t i n g in the e l d e r l y c r e d i t amounts used 

in the study. Table 5-12 conta ins these ca lcu la t ed e lder ly c r e d i t 

amounts. 

Table 5-12 E lder ly Credit Amounts (thousands) by Year and by Group 

Group 

1 
2 
3 
4 

To ta l 

1973 

83,085 
51,549 

738 
121 

135,493 

1974 

80,908 
37,931 

642 
140 

119,622 

1975 

68,086 
56,952 

915 
273 

126,226 

1976 

83 ,712 
52 ,813 

785 
225 

137,535 

1977 

86 ,741 
54 ,854 

800 
251 

142,645 

1978 

89 ,770 
56 ,895 

815 
276 

147,756 

Source: Appendix A, Tables A - l l and A-18 and ca l cu la t ions 
See Appendix B, Program B-5 and B-6 

Earned income c r e d i t 

The earned income c r e d i t was introduced by Congress in 1975 

with a maximum allowable c r e d i t of $400. As seen below m Table 

5-13, the per r e t u r n amount taken by those e l i g i b l e for the c r e d i t 

was approximately half ($200). The exception to t h i s occurred m 

1975 when only $95 per r e t u r n was taken. Perhaps e l i g i b l e taxpayers 

were not aware of t h e i r e l i g i b i l i t y , and hence, d i d not take t h e 
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c r e d i t . Whatever t h e r e a s o n , c l e a r l y t h e 1975 d a t a i s n o t s i m i l a r 

t o t h e 1976-1978 d a t a . Congress had p r o j e c t e d a $1,455 m i l l i o n 

c r e d i t f o r 1975 i n t h e Tax Reduc t ion Act of 1975 (Senate Finance 

Committee, p .19) whereas o n l y $252 m i l l i o n was a c t u a l l y c r e d i t e d . A 

r a t i o ad jus tment was used t o modify t h e 1976-1978 number of r e t u r n s 

( i . e . , p r o j e c t e d t a x a b l e r e t u r n s / a c t u a l t a x a b l e r e t u r n s * a c t u a l 

earned income r e t u r n s = a d j u s t e d e a r n e d income r e t u r n s ) . 

Table 5 - 1 3 . Earned Income C r e d i t T o t a l ( thousands ) and p e r Re turn 
Amounts by Year 

Year T o t a l amount Actual r e t u r n s Per r e t u r n Adjus ted r e t u r n s 

1978 1,048,303 5 ,191 ,384 201.93 4 ,869,337 
1977 1,126,555 5 ,626 ,938 200.20 5 ,268,833 
1976 1,294,830 6 ,472 ,633 200.05 6 ,995,858 
1975 252,141 2 , 6 5 0 , 2 4 1 95.14 

Source: Appendix A, Tables A-8 and A-12, Chapte r 5, Table 5-6 and 
c a l c u l a t i o n s 

Trend a n a l y s i s was done on t h e number of e l i g i b l e r e t u r n s t o 

de te rmine the 1973-1975 d a t a . S ince t h e ea rned income c r e d i t was 

e x t r a p o l a t e d backwards i n t o t h e s t u d y wi th a maximum c r e d i t of $350, 

$175 pe r r e t u r n was allowed fo r t h e c r e d i t f o r each of t h e y e a r s . 

The number of e l i g i b l e c r e d i t r e t u r n s and the c r e d i t amounts a r e 

shown in Table 5 -14 . The c r e d i t t o t a l s r e p r e s e n t Group 1 t o t a l s 

s i n c e t h e p h a s e - o u t a d j u s t e d g ross income was $7 ,000 . 
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Table 5-14. Earned Income Credit Returns and Amounts (thousands) by 
Year 

1978 1977 1976 1975 1974 1973 

Returns 4,869,337 5,268,833 6,995,858 7,837,864 8,901,124 9,964,385 
Amounts 852,134 922,046 1,224,275 1,371,626 1,557,698 1 743,767 

Source: Chapter 5, Table 5-13 and calculations 

4. The ERTA Model 

Specification of the model 

An indexation system was one of the provisions legislated by 

Congress in the Economic Recovery Tax Act of 1981. In particular, 

the indexation portion of the Economic Recovery Tax Act of 1981 

specifies that beginning after 1984, the tax rate schedules, the 

personal exemption amount, and the zero bracket amount will be 

inflation adjusted annually, using the Consumer Price Index as the 

adjustment factor. The ERTA Model used in this study was designed 

as specified in that act except that standard deduction amounts were 

indexed rather than zero bracket amounts. Also, as was indicated 

earlier in this chapter, the data to which the ERTA Model was 

applied was that data developed under the 1973 Law Model. In the 

Economic Recovery Tax Act, new section 1(f) of the Internal Revenue 

Code specifies the use of a lagged Consumer Price Index. That is, 

"the CPI for any calendar year" is defined as "the average of the 

Consumer Price Index as of the close of the 12-month period ending 

on September 30 of such calendar year" (section 1(f)(4)). Thus, for 

this study the average Consumer Price Index for the 12-month period 
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ending on September 30, 1972, was the base Consumer Price Index 

used. For subsequent years, the index used was the "percentage (if 

any) by which the CPI for the preceding calendar year exceeds the 

CPI for the calendar year" 1972 (section 1(f)(3)). The following 

equations were used to compute the cost of living adjustments for 

the years in the study: 

average CPI(current year) = 
12 
E /12 
1=1 

where i=l = the index from 10/31/previous year and 
1=12 = the index from 9/30/current year 

cost of living adjustment (current year) = 
average CPI(current year)/average CPI(1972) 

Bracket amounts and personal exemption amounts were indexed and 

rounded to the nearest multiple of $10 as specified m section 1 of 

the Internal Revenue Code As was discussed earlier, standard 

deduction amounts were indexed rather than zero bracket amounts. 

Seasonally adjusted monthly Consumer Price Index figures 

(1947-1980) were obtained from the Bureau of Economic and Business 

Research. The relevant figures for this study (Oct. 31, 1971 -

Sept 30, 1978) are contained m Appendix A, Table A-19 Table 5-15 

contains the average Consumer Price Indexes along with the 

corresponding adjustment factors and inflation increases since 1973. 

Note that the adjustment factor was used to index the bracket 

amounts, and the exemption amount for the following tax year's 

determinations. For example, the adjustment factor in 1973 (1.051) 

was used to multiply the 1973 brackets amounts which were used to 
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determine the 1974 tax l i a b i l i t y . Table 5-16 contains t h e indexed 

bracket amounts and the exemption amounts. The j o i n t r a t e schedule 

i s based on the 1973 t ab le (see a lso Appendix A, Table A-4). 

Table 5-15. Consumer Pr ice Index Averages, Adjustment Factors and 
In f la t ion Increases by Year 

Y e a r 

1972 
1973 
1974 
1975 
1976 
1977 
1978 

CPI a v e r a g e 

1 2 4 . 2 
1 3 0 . 5 
1 4 3 . 6 
1 5 8 . 4 
1 6 8 . 4 
1 7 8 . 7 
191 4 

Ad j u s t m e n t f a c t o r 

1 .000 
1 .051 
1 .156 
1 .275 
1 .356 
1 439 
1 .541 

I n f l a t i o n 

5 . 1 
10 .6 
11 .9 

8 . 1 
8 . 3 

10.2 

i n c r e a s e s 

Source: Appendix A, Table A-19 and ca l cu la t ions 
CPI = Consumer Price Index 
See Appendix B, Program B-7 

Table 5-16 Annually Adjusted Jo in t Taxable Income Rate Schedule 
including Exemption Amounts 

B a s i c Tax + 
MR on e x c e s s 

0+14% 
140+15% 
290+16% 
450+17% 
620+19% 

1,380+22% 
2,260+25% 
3,260+28% 
4,380+32% 
5,660+36% 
7,100+39% 
8,660+42% 

10,340+45% 
12,140+48% 
14,060+50% 
18,060+53% 
24,420+55% 

1973 

0 
1 ,000 
2 , 0 0 0 
3 , 0 0 0 
4 , 0 0 0 
8 , 0 0 0 

1 2 , 0 0 0 
1 6 , 0 0 0 
2 0 , 0 0 0 
2 4 , 0 0 0 
2 8 , 0 0 0 
3 2 , 0 0 0 
3 6 , 0 0 0 
4 0 , 0 0 0 
4 4 , 0 0 0 
5 2 , 0 0 0 
6 4 , 0 0 0 

Amount on 

1974 

0 
1,050 
2 , 1 0 0 
3 , 1 5 0 
4 , 2 0 0 
8 , 4 1 0 

1 2 , 6 1 0 
1 6 , 8 2 0 
2 1 , 0 2 0 
2 5 , 2 2 0 
2 9 , 4 3 0 
3 3 , 6 3 0 
3 7 , 8 4 0 
4 2 , 0 4 0 
4 6 , 2 4 0 
5 4 , 6 5 0 
6 7 , 2 6 0 

which b a s i c t a x i s 

1975 

0 
1 , 1 6 0 
2 , 3 1 0 
3 , 4 7 0 
4 , 6 2 0 
9 , 2 5 0 

1 3 , 8 7 0 
1 8 , 5 0 0 
2 3 , 1 2 0 
2 7 , 7 4 0 
3 2 , 3 7 0 
3 6 , 9 9 0 
4 1 , 6 2 0 
4 6 , 2 4 0 
5 0 , 8 6 0 
6 0 , 1 1 0 
7 3 , 9 8 0 

1 9 7 6 

0 
1 ,270 
2 , 5 5 0 
3 , 8 2 0 
5 , 1 0 0 

1 0 , 2 0 0 
1 5 , 3 0 0 
2 0 , 4 0 0 
2 5 , 5 0 0 
3 0 , 6 0 0 
3 5 , 7 0 0 
4 0 , 8 0 0 
4 5 , 9 0 0 
5 1 , 0 0 0 
5 6 , 1 0 0 
6 6 , 3 0 0 
8 1 , 6 0 0 

c a l c u l a t e d 

1977 

0 
1 , 3 6 0 
2 , 7 1 0 
4 , 0 7 0 
5 , 4 2 0 

1 0 , 8 5 0 
1 6 , 2 7 0 
2 1 , 7 0 0 
2 7 , 1 2 0 
3 2 , 5 4 0 
3 7 , 9 7 0 
4 3 , 3 9 0 
4 8 , 8 2 0 
5 4 , 2 4 0 
5 9 , 6 6 0 
7 0 , 5 1 0 
8 6 , 7 8 0 

1978 

0 
1 ,440 
2 , 8 8 0 
4 , 3 2 0 
5 , 7 6 0 

1 1 , 5 1 0 
1 7 , 2 7 0 
2 3 , 0 2 0 
2 8 , 7 8 0 
3 4 , 5 4 0 
4 0 , 2 9 0 
4 6 , 0 5 0 
5 1 , 8 0 0 
5 7 , 5 6 0 
6 3 , 3 2 0 
7 4 , 8 3 0 
9 2 , 1 0 0 
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31,020+58% 
37,980+60% 
45,180+62% 
57,580+64% 
70,380+66% 
83,580+68% 
97,180+69% 

110,980+70% 

76,000 
88 ,000 

100,000 
120,000 
140,000 
160,000 
180,000 
200,000 

7 9 , 
9 2 , 

105, 
126, 
147, 
168, 
189, 
210, 

,880 
490 

,100 
,120 
,140 
,160 
,180 
,200 

87 , 
101, 
115, 
138, 
161, 
184, 
208, 
231, 

,860 
,730 
,600 
,720 
.840 
.960 
.080 
,200 

96, 
112, 
127, 
153, 
178, 
204, 
229, 
255, 

,900 
2 0 0 

,500 
, OOO 
, 500 
, 0 0 0 
. 5 0 0 
,000 

103,060 
119,330 
135,600 
162,720 
189,840 
216,960 
244,080 
271,200 

1 1 4 

109,360 
126,630 
143,900 
172,680 
201,460 
230,240 
259,020 
287,800 

Amount p e r 
exemption 750 790 870 960 1020 1080 

Source- S t a t i s t i c s of Income, I n d i v i d u a l Income Tax R e t u r n s , 1973 
and c a l c u l a t i o n s 
MR = marg ina l r a t e 
See Appendix A, Tab le A-4 and Appendix B, Program B-7 

De te rmina t ion of t a x a b l e income 

In t h e d e t e r m i n a t i o n of t axab le income ( a d j u s t e d g r o s s income -

i t emized deduc t ion amount o r s tandard deduc t ion amount - exemption 

amount = t a x a b l e income) , s t a n d a r d d e d u c t i o n amounts and exemption 

amounts were indexed With an i n c r e a s e i n the s t a n d a r d deduc t ion 

amount a l lowed per t axpayer u n i t , i t i s l i k e l y t h a t some i n d i v i d u a l 

t a x p a y e r s who i t emized i n t h e nonindexed system would t ake the 

s t anda rd deduc t ion in t h e indexed sys tem. However, w i t h o u t s p e c i f i c 

i n f o r m a t i o n on i n d i v i d u a l t a x p a y e r s , i t was not p o s s i b l e t o 

a s c e r t a i n how many would be a f f e c t e d by t h i s change. The d i f f e r e n c e 

between t h e i n c r e a s e m s t a n d a r d d e d u c t i o n amounts and the dec rease 

in i t e m i z e d d e d u c t i o n amounts and the s t a t u s quo ( i . e . , no changes 

in t h e t a x p a y e r s who i t e m i z e ) i s p robab ly smal l , however. Hence, i t 

was i gno red i n t h i s s tudy. 

Tab le 5-17 c o n t a i n s t h e indexed s t a n d a r d d e d u c t i o n and 

exemption amounts Taxable income, t a x a b l e income p e r r e t u r n and 

marginal and e f f e c t i v e t ax r a t e s are c o n t a i n e d i n Table 5 - 1 8 . 
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T a b l e 5 - 1 7 . I n d e x e d S t a n d a r d D e d u c t i o n and E x e m p t i o n Amounts 
( t h o u s a n d s ) b y Year and by Group 

Group 

1 
2 
3 
4 

Group 

1 
2 
3 
4 

1974 

3 6 , 4 1 7 , 8 2 2 
2 3 , 0 5 3 , 9 6 1 

1 1 , 7 0 5 
747 

1974 

5 2 , 9 6 3 , 3 3 9 
8 3 , 2 3 3 , 4 5 2 

7 3 7 , 3 0 2 
6 6 , 5 5 4 

S t a n d a r d 

1975 

D e d u c t i o n Amounts 

1976 

4 2 , 3 2 9 , 4 1 2 4 9 , 3 2 9 , 4 1 2 
2 7 , 0 2 0 , 8 9 9 3 1 , 4 0 3 , 4 9 2 

1 7 , 1 1 8 2 2 , 9 4 0 
1 ,110 1 ,564 

E x e m p t i o n Amounts 

1975 

5 7 , 7 7 3 , 2 3 4 
8 5 , 5 1 6 , 5 9 2 

7 6 0 , 5 5 0 
7 4 , 8 2 6 

1976 

5 8 , 6 3 3 , 6 2 3 
8 7 , 9 2 7 , 6 1 6 

7 5 8 , 9 2 1 
8 2 , 4 0 6 

1977 

5 5 , 0 9 0 , 8 0 7 
3 5 , 1 0 1 , 2 8 2 

2 8 , 7 1 3 
2 , 0 2 5 

1977 

5 7 , 4 7 1 , 3 0 3 
8 9 , 9 6 6 , 6 3 0 

7 6 5 , 3 1 8 
9 1 , 9 8 6 

1978 

6 1 , 3 4 8 , 2 9 7 
3 9 , 0 5 6 , 7 7 8 

3 5 , 0 5 1 
2 , 5 3 3 

1978 

5 7 , 7 1 4 , 3 4 7 
9 2 , 5 0 8 , 6 6 0 

7 7 3 , 3 9 6 
1 0 0 , 8 7 0 

S o u r c e : C h a p t e r 5 , T a b l e s 5 - 5 , 5-6 and 5 - 8 and c a l c u l a t i o n s 

T a b l e 5 - 1 8 . ERTA T a x a b l e Income ( t h o u s a n d s ) , T a x a b l e Income p e r 
R e t u r n , M a r g i n a l and E f f e c t i v e Tax R a t e s by Y e a r and by Group 

1973 1974 

T a x a b l e 
Group income 

1 
2 
3 
4 

TI p e r 
r e t u r n MR 

9 3 , 7 2 9 , 4 3 3 2 , 9 6 7 
3 3 2 , 0 4 7 , 8 1 0 1 0 , 9 0 9 

1 1 , 7 3 1 , 0 2 7 4 5 , 5 2 5 
2 , 4 3 4 , 2 2 6 1 2 1 , 1 9 6 

16 
,22 
50 

,64 

T a x a b l e 
ER income 

TI p e r 
r e t u r n 

150 1 0 0 , 2 7 6 , 1 3 4 3 , 0 4 6 
185 3 6 0 , 0 8 8 , 0 0 9 1 1 , 4 0 1 
326 1 1 , 1 5 7 , 5 5 7 4 6 , 1 5 9 

, 4 8 1 3 , 0 4 7 , 4 5 0 1 2 4 , 8 8 6 

MR ER 

.16 .145 

.22 179 

.48 306 
62 .460 

1975 1976 

T a x a b l e 
Group income 

1 
2 
3 
4 

TI p e r 
r e t u r n MR 

1 0 0 , 6 2 3 , 0 5 0 2 , 9 4 3 
3 9 3 , 6 0 5 , 8 9 0 1 1 , 9 3 9 

1 2 , 3 0 6 , 9 7 5 4 8 , 5 5 2 
3 , 4 3 1 , 5 2 2 1 2 3 , 8 8 5 

,16 
,22 
,48 
,62 

T a x a b l e 
ER income 

TI p e r 
r e t u r n MR 

,133 1 0 4 , 7 7 5 , 9 7 0 2 , 9 5 4 
,165 4 2 5 , 5 2 9 , 8 5 0 1 2 , 4 0 8 
,272 1 3 , 0 2 1 , 2 9 5 5 0 , 4 0 9 
406 3 , 8 7 4 , 6 4 3 1 2 3 , 9 3 3 

ER 

16 .120 
.22 .150 
.45 .245 
.60 .363 
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1977 1978 

Taxable TI per Taxable TI per 
Group income return MR ER income return MR ER 

1 112,018,220 3,048 .16 .113 117,455,000 3,088 16 .105 
2 458,510,610 12,873 .22 .142 490,730,660 13,283 .22 .133 
3 13,727,638 52,168 .45 .227 14,431,735 53,855 45 .209 
4 4,315,758 123,941 .60 .329 4,757,430 123,959 .58 .319 

Source: Chapter 5, Tables 5-5, 5-6, 5-16, and 5-17 and calculations 
Appendix A, Table A-4 

Effect on child care credit amounts 

Since indexation affects taxable income, it affects tax 

liability also. To maintain the revenue losses predicted by 

Congress upon converting to the child care credit, the 1974 and the 

1975 child care credit amounts had to be adjusted. For 1974, tax 

liability before and after child care deduction addition differed by 

$224,067,000. The addition of the expected $268,000,000 revenue 

loss resulted m a child care credit amount total of $492,067,000 

The comparable 1975 amounts were $220,666,000 and $515,666,000. 

Application of the group credit percents resulted in the following 

group child care credit amounts for 1974 and 1975. 

Table 5-19. ERTA Child Care Credit Amounts for 1974 and 1975 by 
Group 

Group 1 Group 2 Group 3 Group 4 Total 

1974 99,688 387,016 4,734 630 492,067 
1975 104,469 405,576 4,961 660 515,666 

Source: Appendix A, Table A-17 and calculations 
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5. The A l t e r n a t e Model 

General d i s c u s s i o n o f the model 

The a l t e r n a t e i n d e x a t i o n system d i f f e r e d from the ERTA system 

in t h a t c e r t a i n impor tan t c r e d i t s such as t h e c r e d i t for the 

e l d e r l y , t h e c h i l d and dependent care c r e d i t and t h e earned income 

c r e d i t were indexed a s was sugges ted by the t a x p o l i c y a n a l y s t s (see 

Chap te r 2 ) . The s t anda rd d e d u c t i o n amount was a d j u s t e d i n i t i a l l y 

a l s o s i n c e i ndex ing nonmortgage and mortgage i n t e r e s t d e d u c t i o n 

amounts s e p a r a t e l y would s u g g e s t t h e e l i m i n a t i o n o f those components 

as f a c t o r s used t o e s t a b l i s h t h a t s t a n d a r d d e d u c t i o n amount. 

I n t e r e s t income amounts , i n t e r e s t deduc t ion amounts and c a p i t a l 

a s s e t c o s t s were indexed As was d i s c u s s e d e a r l i e r , c a p i t a l a s s e t 

t r a n s a c t i o n s were s u b j e c t e d to two d i f f e r e n t t r e a t m e n t s t he 0% 

Model and the 60% Model. The purpose o f t h e s e two t r e a t m e n t s was to 

s t u d y the e f f e c t s of a p p l y i n g or not a p p l y i n g a c a p i t a l ga in 

d e d u c t i o n as w e l l as t h e l o s s l i m i t a t i o n . Since 60% i s t h e c u r r e n t 

d e d u c t i o n , the 0% and 60% t r e a t m e n t s r e f l e c t t he extreme e f f e c t s of 

the d e d u c t i o n . Because t h e two A l t e r n a t e Models d i f f e r only m 

t h e i r t r e a t m e n t of c a p i t a l a s s e t t r a n s a c t i o n s , any o the r changes 

made a p p l i e s t o both e q u a l l y . 

Index ing the c r e d i t s 

One of the consequences of i n d e x i n g the c r e d i t s d i s c u s s e d above 

might be t o i n c r e a s e t h e number of t a x p a y e r s e l i g i b l e t o use t h o s e 

c r e d i t s . This f o l l o w s from the f a c t t h a t t h e s e c r e d i t s have t h e i r 

g r e a t e s t impact on lower income t a x p a y e r s who are l e s s l i k e l y t o 
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have their incomes increase to the same degree as the rate of 

inflation. Hence, some taxpayers not currently eligible to use 

those credits might become eligible over time. Adjusting for such a 

likelihood would involve data on individual taxpayers which were not 

available. An alternative to such an adjustment would be to index 

the ERTA credit amounts (i.e., the 1973 Law Model credit amounts 

which were carried over to the ERTA), thus understating somewhat the 

amounts which would have been taken if indexation had been in place. 

This alternative was the one adopted. Table 5-20 contains these 

indexed elderly, child care and earned income credit amounts The 

cost of living adjustment factors were taken from Table 5-15. Note 

again that these factors were obtained from the previous year 

Table 5-20. Alternate Model Elderly, Child Care and Earned Income 
Credit Amounts by Group and by Year 

Group 

1 
2 
3 
4 

Total 

1974 

85,034 
39,865 

675 
147 

125,721 

1975 

78,707 
65,837 
1,058 
274 

145,876 

Elde: rly Credit 

1976 

106,733 
67,337 
1,001 
287 

175,358 

1977 

117,621 
74,382 
1,085 
340 

193,428 

1978 

129,179 
81,872 
1,173 
397 

212,621 

Group 

1 
2 
3 
4 

1974 

104,772 
406,754 
4,975 
662 

Child 

1975 

120,766 
468,846 
5,735 
763 

Care Cre 

1976 

123,174 
478,194 
5,848 
778 

:dlt 

1977 

129,368 
502,243 
6,143 
818 

1978 

172,818 
670,925 
8,207 
1,092 

Total 517,163 596,110 607,994 638,572 853,042 
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Earned Income Credit 

Group 1974 1975 1976 1977 1978 

1 1,658,160 1,585,601 1,560,951 1,250,294 1,226,221 

Source: Chapter 5, T a b l e s 5-11, 5-12 and 5-14 and c a l c u l a t i o n s 
Adjustment f a c t o r s : 1974—-1.051, 1975 — 1.156, 1976—1.275, 
1977 — 1.356, 1978—1.439 

I n d e x i n g i n t e r e s t income amounts 

Before i n t e r e s t income amounts were i n d e x e d , t h e i n t e r p o l a t e d 

r e p o r t e d amounts had t o be a d j u s t e d Again, t h e d a t a were r a t i o 

a d j u s t e d ba sed on t h e p r o j e c t e d number of r e t u r n s so t h a t 

c o m p a t i b i l i t y would e x i s t with t h a t d a t a and t h e o t h e r a d j u s t e d da t a 

s i m i l a r l y based C o n t a i n e d m Appendix A, T a b l e A-20 a r e t he raw 

i n t e r e s t income amounts a s r e p o r t e d by the v a r i o u s g r o u p s . Table 

5-21 c o n t a i n s the r a t i o a d j u s t e d group i n t e r e s t income amounts 

( ad jus tment = Study # of r e t u r n s / r e p o r t e d # o f r e t u r n s ) . 

Table 5 - 2 1 . Rat io Ad jus t ed I n t e r e s t Income Amounts ( t housands ) by 
Year and by Group 

Group 1974 1975 1976 1977 1978 

1 10,510,339 12,318,573 14,252,183 13,498,095 15,404,893 
2 20 ,884,150 24 ,639,485 28,170,223 27 ,180,236 31,018,023 
3 2 ,572 ,744 2 ,958,913 3,306,792 2 ,813,537 3 ,073,201 
4 2 ,288 ,824 1,661,502 1,612,598 1,687,716 2 ,039,245 

To ta l 36 ,256,058 41 ,578 ,474 47,341,796 45 ,179,584 51,535,363 

Source: Chapter 5, Tab le 5-6 , Appendix A, T a b l e s A-8 and A-20 and 
c a l c u l a t i o n s 
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To index i n t e r e s t income amounts, b e s i d e s the i n f l a t i o n r a t e s , 

i t was n e c e s s a r y to know t h e i n t e r e s t r a t e s a p p l i c a b l e to t he 

v a r i o u s g r o u p s . Since i n t e r e s t r a t e in fo rma t ion i s no t c o l l e c t e d by 

t h e I n t e r n a l Revenue S e r v i c e , such i n f o r m a t i o n had t o be sought 

e l sewhere . However, i t was no t a v a i l a b l e accord ing t o the group 

c a t e g o r i z a t i o n of t h i s s t u d y . A composi te r a t e was c a l c u l a t e d s ince 

no s i n g l e i n t e r e s t r a t e was a p p l i c a b l e t o a l l c i r c u m s t a n c e s . Thus, 

a composite i n t e r e s t r a t e , determined f o r each yea r , was used f o r 

a l l g roups . The r e s u l t of making t h i s s i m p l i f i c a t i o n was t o 

u n d e r s t a t e t h e amount of i n t e r e s t income for those groups which were 

a b l e t o ea rn i n t e r e s t a t a r a t e g r e a t e r than the i n t e r e s t r a t e used 

and o v e r s t a t e i t for t h o s e who earned i n t e r e s t a t a l e s s e r r a t e . 

Since h i g h e r income t a x p a y e r s a r e l i k e l y to be in t h e f i r s t c a t e g o r y 

and lower income t a x p a y e r s m the l a t t e r ca tegory , t h e use of t h i s 

s i m p l i f i c a t i o n would r e s u l t i n s l i g h t l y more tax r e p o r t e d by h i g h e r 

income t a x p a y e r s and s l i g h t l y l e s s t a x r e p o r t e d by lower income 

t a x p a y e r s . However, as i s shown subsequen t ly , a f t e r the i n f l a t i o n 

adjus tment , o n l y in 1974 i s i n t e r e s t income s t i l l r e p o r t e d by low 

income g r o u p s . Thus, f o r t h e s e groups , only in 1974 would t h e r e be 

a s l i g h t b i a s . The b i a s induced by t h e s tudy for t h e h igher income 

probab ly i s q u i t e small a l s o s i n c e , a s w i l l be shown, except for 

1974 and 1978, the i n f l a t i o n r a t e i s l a r g e r even t h a n the r a t e 

earned i n t h e c r e d i t m a r k e t s , a r a t e more l i k e l y r e c e i v e d by h i g h e r 

income t a x p a y e r s . 
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The composite interest rate used for each of the years in the 

study was approximated in the following manner. It was assumed that 

interest income came from two major sources: 

1. time and savings accounts and 
2. credit market instruments. 

The latter source was classified by the U.S. Bureau of the Census 

into U.S. government securities, State and local securities, 

commercial paper, corporate and foreign bonds, and mortgages. Since 

State and local bond interest is not taxed by the U.S government, 

those securities were ignored in the calculations. Table 5-22 

contains the distribution of these interest earning assets as a 

percent of all financial assets held by households. Also contained 

therein is the ratio of time and savings accounts to credit market 

instruments. 

Table 5-22. Distribution of Some Interest Bearing Instruments as a 
Percent of all Financial Assets held by Households including the 
Ratio of Time and Savings Accounts to Credit Market Instruments by 
Year 

1974 1975 1976 1977 1978 

Time and savings accounts 
Credit market instruments 
U. S. government securities 
Commercial paper 
Corporate and foreign bonds 
Mortgages 

Time and s a v i n g s accounts 

3 1 . 7 
10 0 

5 . 5 
0 . 3 
2 . 5 
1 . 8 

3 1 . 9 
9 . 1 
4 . 9 

2 . 5 
1 . 6 

3 1 . 7 
1 0 . 5 

5 . 1 

2 . 3 
2 . 9 

3 4 . 0 
1 0 . 6 

5 0 

2 . 2 
3 1 

3 2 . 7 
11 4 

5 . 1 

1 9 
3 . 1 

C r e d i t market i n s t r u m e n t s 3 17 3 .51 3.02 3.21 2.87 

Source: U.S. Bureau of t he Census, 1979, Flow of Funds Accounts , 
p . 524 
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Maximum allowable interest rates on the various federally insured 

time and savings accounts ranged from 5% to 7 3/4% during the years 

in this study (U.S. Bureau of the Census, 1974-1978). A simple 

arithmetic average of the rates of the seven possible accounts was 

computed. In 1977 and 1978, savings and loans patrons were allowed 

an extra 0.25% interest. For those two years, a bank average and a 

savings and loan average were computed and then averaged together. 

The average determined is a reasonable surrogate for actual rates 

earned since a taxpayer was likely to hold a mix of accounts 

Credit market securities rates were obtained from the Annual 

Statistical Digest.1974-1978 (Board of Governors of the Federal 

Reserve) Rates ranged from a low of 4.98% (1976, 3-month Treasury 

bills) to a high of 10.96% (1974, 3-month Eurodollar deposits) 

Again, a simple arithmetic average was computed. Table 5-23 

contains the time and savings accounts averages, credit market 

averages and weighted averages based on the ratio contained in Table 

5-22. A sample calculation follows. 

Table 5-23 Average Interest Rates for Time and Savings Accounts 
and Credit Market Instruments by Year 

1974 1975 1976 1977 1978 

Time and savings accounts 6.1 6.1 6,1 6.4 6.6 
Credit market instruments 8.7 7.5 6.7 6.7 8.3 
Weighted interest rate 6.7 6 4 6 2 6.5 7.0 

Source: U S. Bureau of the Census, 1974-1978, Maximum Interest 
Rates, Board of Governors of the Federal Reserve, 1980, p 84 and 
calculations 
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Sample Weighted Average C a l c u l a t i o n fo r 1974 

Weighted i n t e r e s t r a t e = 
Time and s a v i n g s account a v e r a g e * r a t i o / ( 1 + r a t i o ) 

+ C r e d i t market average * l / ( l + r a t i o ) 

6 . 1 * 3 . 1 7 / 4 . 1 7 + 8 . 7 * 1 / 4 . 1 7 = 6.7 

A comparison of the weighted average interest rates (Table 

5-23) and the inflation rates (Chapter 5, Table 5-15) led to the 

conclusion that only in 1974 did the interest rate exceed the 

inflation rate (6.7% to 5 1%) For that year, only 1.6% of the 

reported amounts were in fact income. Thus, interest income group 

amounts for 1974 were reduced by the following amounts. 1) 

8,000,408, 2) 15,896,891, 3) 1,958,358 and 4) 1,742,240 (see 

Appendix A, Table A-21). For all the other years, all the interest 

figures as shown in Table 5-21 (Chapter 5) were adjusted out of 

adjusted gross income. 

Capital gam adjustment 

Capital asset transactions are reported by the Internal Revenue 

Service in Statistics of Income, Individual Income Tax Returns as 

net capital gams or net capital losses Table A-20, Appendix A, 

contains the reported as well as the interpolated group data. 

Before indexation could be applied, asset costs had to be 

determined The following steps were taken to determine those asset 

costs. First, the returns had to be ratio adjusted to match the 

other data However, before these figures (1975-1978) were return 
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based ratio adjusted, another adjustment was made to the 1978 

figures since the capital gain exclusion increased from 50% to 60% 

on transactions occurring after October 31, 1978. Table A-22, 

Appendix A, contains the Internal Revenue Service data and the net 

gain amounts which would have been reported if the exclusion had 

remained 50%. Table 5-24 contains the additional net capital gam 

group amounts, and the sum of the additional amounts with the 

reported amounts. Table 5-25 contains the return based ratio 

adjusted group data 

Table 5-24. 1978 Net Capital Gain Group Amounts (thousands) 
- Additional, Reported and Combined Totals 

Group Additional Reported total Combined total 

1 129,531 2,906,760 3,036,291 
2 320,911 13,497,814 13,818,725 
3 73,493 3,286,921 3,360,414 
4 79,997 4,698,056 4,778,053 

Source: Appendix A, Tables A-20 and A-22 and calculations 

Table 5-25. Net Capital Gam/Loss Ratio Adjusted Group Data by Year 

Group 1974 1971 1976 1977 1978 

1 1,688,349 1,958,031 2,559,479 2,436,681 2,851,520 
2 6,822,540 7,823,568 10,635,703 10,722,675 12,970,363 
3 1,638,266 2,157,038 2,904,586 2,724,662 3,153,985 
4 3,654,205 3,147,138 3,771,596 4,310,768 4,483,861 

Source: Chapter 5, Tables 5-6 and 5-7, Appendix A, Tables A-8 and 
A-20 and calculations 

Since the figures were presented net rather than net long-term 

or net short-term, the separation of the long-term portion from the 
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s h o r t - t e r m p o r t i o n was n e c e s s i t a t e d because i n d e x i n g would be 

a p p l i e d only t o t h e long- term p o r t i o n . Table A-23 , Appendix A, 

c o n t a i n s l eng th of p e r i o d i n fo rma t ion on c o r p o r a t e s tock and on 

s e c u r i t i e s o t h e r than c o r p o r a t e s tock . While t h e s e two c a t e g o r i e s 

do n o t exhaust c a p i t a l a s s e t t r a n s a c t i o n s , they were the only two on 

which l eng th of p e r i o d i n f o r m a t i o n was p r o v i d e d . Hence, r e s u l t s 

o b t a i n e d us ing t h o s e d a t a were u s e d as s u r r o g a t e s for a l l c a p i t a l 

a s s e t t r a n s a c t i o n s . Note , however , the l e s s r e l i a b l e na tu r e of t h e 

o t h e r s e c u r i t i e s t r a n s a c t i o n s ' amounts. Because of t h i s l ack of 

r e l i a b i l i t y , t h e d e t e r m i n a t i o n of the l o n g - t e r m / s h o r t - t e r m dichotomy 

was based s o l e l y on c a p i t a l s t o c k t r a n s a c t i o n i n f o r m a t i o n 

Note t h a t t h e a l l p e r i o d s t o t a l does not e q u a l t he s h o r t - t e r m 

t o t a l p l u s t he l o n g - t e r m t o t a l . Thus, t o s e p a r a t e s h o r t - t e r m from 

l o n g - t e r m , the f o l l o w i n g a l g e b r a i c manipu la t ion was used-

Short term t o t a l = s h o r t term only + s h o r t - l o n g mix 
Long-term t o t a l = l ong - t e rm on ly + s h o r t - l o n g mix 
All p e r i o d s t o t a l = s h o r t - t e r m t o t a l + long- term t o t a l 
+ s h o r t - l o n g mix 
T h e r e f o r e , s h o r t - l o n g mix = s h o r t - t e r m t o t a l + long-
term t o t a l - a l l p e r i o d s t o t a l 

Tab le 5-26 c o n t a i n s t h e p a r t i a l s h o r t - t e r m - l o n g te rm s e p a r a t i o n 

based on Appendix A, Table A-23 in fo rma t ion . The s h o r t - l o n g mix was 

f u r t h e r s e p a r a t e d i n t o s h o r t - t e r m only and long te rm only amounts . 

The a l l o c a t i o n was based on t h e s h o r t - t e r m to l ong - t e rm r a t i o A 

sample c a l c u l a t i o n fo l lows Tab le 5-26. 
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Table 5-26. Separation of Net Capital Gam/Loss Amounts into Short-
and Long-term Amounts 

Amounts 

Total 
Short-total 
Long-total 
Short-only 
Long-only 
Short-Long mix 

Group 1 

237,412 
48,994 

224,497 
12,915 

188,418 
36,079 

Group 2 

1,954,589 
408,153 

1,852,726 
101,863 

1,546,436 
306,290 

Group 3 

1,221,297 
430,921 

1,159,694 
61,603 
790,376 
369,318 

Group 4 

3,373,975 
1,406,023 
3,296,977 

76,998 
1,967,952 
1,329,025 

Percents before allocation 

Total 
Short-only 
Long-only 
Short-Long mix 

Group 1 

100.0 
0544 
.7936 
.1520 

Group 2 

100.0 
.0521 
.7912 
.1567 

Group 3 

100.0 
0504 
6472 
3024 

Group 4 

100.0 
.0228 
.5833 
.3939 

P e r c e n t s a f t e r a l l o c a t i o n 

T o t a l 
S h o r t - o n l y 
Long-only 

Group 1 

100.0 
.0642 
9358 

Group 2 

100 .0 
.0618 
9382 

Group 3 

100 0 
.0722 
.9278 

Group 4 

100.0 
.0376 
.9264 

S o u r c e : Appendix A, Table A-23 and c a l c u l a t i o n s 

Sample C a l c u l a t i o n f o r Group 1 P e r c e n t s be fo re a l l o c a t i o n 

S h o r t - o n l y / ( s h o r t - o n l y + l o n g - o n l y ) * m i x = s h o r t - o n l y a d d i t i o n 
Long-only a d d i t i o n = mix - s h o r t - o n l y a d d i t i o n 

. 0544 / ( . 0544+ .7936)* .1520 = .0098 = s h o r t - o n l y a d d i t i o n 
S h o r t - o n l y = .0544+.0098 = .0642 

. 1520- .0098 = 1422 = l o n g - o n l y a d d i t i o n 
Long-only = .7936+.1422 = .9358 
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The information contained in Tables 5-25 and 5-26 allowed the 

calculation of the net long-term amounts and the unadjusted (gross) 

gam (net long-term amount * two). However, information on cost was 

sought since indexing would be applied to it. That information was 

not available directly. Table A-24, Appendix A, contains IRS and 

calculated group information on selling price, gross gain, and gross 

loss of long-term capital asset transactions., Then, by using the 

gross gain to selling price ratio, selling price and cost were 

determined. Indexing the cost required holding period information 

so that a composite purchase date CPI could be determined. The 

holding period information contained m Appendix A, Table A-23 was 

not adequate because of the large amounts contained under the title 

Period Not Determinable Because of their magnitudes, the amounts 

represented by Period Not Determinable were allocated to the various 

periods. This allocation was made based on the relative weights of 

the other periods in that section. For example, for corporate stock 

number of returns (Group 1 - short-term), the six known period 

return amounts (31,990; 45,520, 22,189, 19,492; 3,569, and 3,541) 

summed to a total of 126,301. The Period not Determinable amount 

(26,012) was allocated thus-

1 month = 31,990/126,301*26,012 
2 months = 45,520/126,301*26,012 
3 months = 22,189/126,301*26,012 
4 months = 19 492/126,301*26,012 
5 months = 3,569/126,301*26,012 
6 months = 3,541/126,301*26,012 
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In t h i s manner, t h e unknown p e r i o d r e t u r n amounts for b o t h c o r p o r a t e 

s t o c k t r a n s a c t i o n s and o t h e r s e c u r i t i e s t r a n s a c t i o n s w e r e a l l o c a t e d 

t o t h e v a r i o u s p e r i o d s ( s e e Appendix B, Program B - l l ) . Then, t h e 

two s e t s ( c o r p o r a t e s t o c k and o t h e r s e c u r i t i e s ) of p e r i o d data were 

combined, each p e r i o d ' s amount be ing exp re s sed as a p e r c e n t of t h e 

t o t a l f o r a l l p e r i o d s . For example: 

1 month = (38 ,578 + 194) / (369 ,133 +22,057) = .099113 

(see Appendix B, Program B-12 and Appendix A, Table A-25 ) . 

These weighted p e r c e n t s were u s e d t o c a l c u l a t e a composite 

Consumer P r i c e Index t o use as the p u r c h a s e d a t e i n d e x . The 

f o l l o w i n g example shows how such a compos i te Consumer P r i c e Index 

was c a l c u l a t e d fo r a Group 1 s a l e t h a t occur red in 1973 . See 

Appendix B, Program B-13 and Appendix A, Table ^-26 f o r a l i s t of 

a v e r a g e Consumer P r i c e Indexes . 

P a r t i a l Example 

0-6 m o n t h s — f i r s t 6 weigh ted p e r c e n t s / t o t a l weighted 
percen t*1973 index 

6-12 months—next 6 weigh ted p e r c e n t s / t o t a l weighted 
percent*1972 index 

1-2 y e a r s —next we igh ted p e r c e n t / t o t a l weighted percen t*1971 i n d e x 
and so on u n t i l 
15-20 and 20 y e a r s o r more — l a s t two weighted p e r c e n t s / t o t a l 
we igh t ed percen t*1953 index 
Weighted Consumer P r i c e Index = 112.8 

T a b l e s A-27 and A-28 (Appendix A) show the y e a r s a s s i g n e d to t h e 

v a r i o u s p e r i o d s l i s t e d by t h e I n t e r n a l Revenue Serv ice and the 

compos i t e Consumer P r i c e Indexes which were computed. Then, u s i n g 
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the average Consumer Price Indexes (Table A-26, Appendix A) and the 

composite Consumer Price Indexes (Table A-28, Appendix A), the 

following index factors (Table 5-27) were derived for 1974-1978. 

Table 5-27. Index Factors for 1974-1978 by Group 

Group 

1 
2 
3 
4 

Source: 

1974 

1.2057095 
1.1799507 
1.1770492 
1.1897266 

a u t h o r 

1, 
1 
1, 
1, 

1975 

.2492114 
2165899 

.2128637 

.2269558 

1, 
1 
1, 
1, 

1976 

.2501856 
2123830 

,2063037 
.2220610 

1, 
1 
1, 
1 

1977 

.2496503 
2090663 

.2025572 

.2189632 

1978 

1.2542595 
1.2144670 
1.2083333 
1.2253521 

The only difference between the 0% model and the 60% model was 

the manner in which capital gains and capital losses were treated 

For capital gams, the difference was the allowing or not allowing 

of a capital gain deduction Thus, once the indexed capital gam 

amount was determined, all that was required for the 60% model was a 

reduction by 60% of that indexed amount. See Appendix A, Table 

A-29, for the derivation of both the 0% model and the 60% model 

capital gain adjustments 

Capital loss adjustment 

There were several obstacles to overcome in indexing capital 

loss amounts First, there was a limit as to the amount of capital 

loss one was allowed to deduct. $1,000 during 1973-1976; $2,000 in 

1977; and $3,000, 1978 to date. Secondly, short term losses had 

first priority in being reported. Table 5-28 shows the loss amounts 

per loss return. 
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Table 5 -28 . Group C a p i t a l Loss Amounts p e r Loss Return f o r 
1973-1978 

1973 

633 
650 
801 
857 

1974 

699 
690 
823 
878 

1975 

650 
680 
816 
868 

1976 

655 
660 
804 
869 

1973-1976 
average 

659 
670 
811 
868 

1 
1 
1 
1 

1977 

,032 
,037 
,374 
,546 

Source: Appendix A, Tab le A-20 and c a l c u l a t i o n s 
Loss l i m i t s : 1973-1976—$1,000; 1977 —$2 ,000; 1978—$3,000 

Note t h a t t h e group l o s s amounts were w e l l below t h e l i m i t allowed. 

However, t h e f a c t t h a t t h o s e l o s s amounts i n c r e a s e d when the l i m i t 

was i n c r e a s e d impl i e s t h a t some i n d i v i d u a l s had l o s s e s m excess of 

the imposed l i m i t . 

The f i r s t adjustment made t o e l i m i n a t e the change i n l i m i t s 

problem was t o use t h e 1973-1976 average l o s s per r e t u r n t o 

determine t h e 1977 and 1978 l o s s amounts p e r group (see Appendix A, 

Table A-30) . Then, t h e 1974-1978 l o s s amounts were r a t i o adjus ted 

(see Appendix A, Table A-31) . Because of t he p r i o r i t y of sho r t - t e rm 

l o s s e s , t h e s h o r t - t e r m / l o n g - t e r m p e r c e n t s (see Chapter 5 , Table 

5-26) were p robab ly n o t very good e s t i m a t e s However, w i t h no 

b e t t e r i n f o r m a t i o n a v a i l a b l e , they were t h e ones used t o s e p a r a t e 

the l o s s amounts. Af t e r m u l t i p l y i n g t h e n e t long- te rm l o s s by two 

to a r r i v e a t g ross l o s s (assuming t h a t t h e in fo rmat ion p r e s e n t e d by 

the IRS was t h a t t r a n s f e r r e d t o the 1040) , the s e l l i n g p r i c e was 

determined by us ing t h e l o s s t o s e l l i n g p r i c e r a t i o (Table A-24, 

1978 

1,316 
1,388 
1,861 
2,164 



www.manaraa.com

131 

Appendix A). Next, cost was determined (selling price + gross loss) 

and indexed (Chapter 5, Table 5-27). Finally, adjusted long term 

loss amounts were determined by subtracting selling price from 

indexed cost. For the 0% model, unlimited loss amounts were allowed 

as a parallel for the unlimited gam amounts. For the 60% model, 

however, only 40 percent of the adjusted loss was allowed since the 

parallel gam required only a 40 percent inclusion. This logical 

construction differs from current law for which a 50 percent loss 

deduction is allowed As a result of allowing only 40 percent of 

the loss, slightly higher income amounts resulted. This bias likely 

would affect Groups 3 and 4 more than it would Groups 1 and 2. 

However, the amount of bias should be small because of the total 

dollar loss limitation in effect. See Appendix A, Table A-32, for 

the derivation of both the 0% model and the 60% model adjustments. 

Indexing the interest deduction 

For purposes of this study, the interest deduction was divided 

into mortgage and nonmortgage interest deductions. As one of the 

allowable itemized deductions, a certain percentage of the standard 

deduction amount is linked to the interest deduction. The indexing 

of interest as a separate item would suggest the removal of that 

percentage from the standard deduction amount, necessitating a 

standard deduction adjustment. Discussion related to the indexing 

of the interest deduction via the indexing of mortgage and 

nonmortgage interest deduction amounts follows the discussion of the 

adjustment made to the standard deduction amounts. 
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l. Standard deduction adjustment 

Interest deduction amounts constituted approximately 30% of 

itemized deduction amounts (i.e., 29.8% in 1973 to 36.9% in 1978). 

Therefore, it was assumed that 30% of the standard deduction amounts 

represented an allocation for interest expense. Since interest 

expense deductions were to be indexed separately, it was reasoned 

that the amount allocated in the standard deduction amount for 

interest deductions should be removed. Thus, the ERTA standard 

deduction amounts (see Chapter 5, Table 5-17) were reduced by 30%. 

Table 5-29 contains the standard deduction adjustments. 

Table 5-29. Standard Deduction Adjustments (thousands) 

Group 1974 1975 1976 1977 1978 

1 10,925,347 12,698,824 14,773,025 16,527,242 18,404,489 
2 6,916,188 8,106,270 9,421,048 10,530,385 11,717,033 
3 3,512 5,135 6,882 8,614 10,515 
4 224 333 469 608 760 

Source- Chapter 5, Table 5-17 and calculations 

These Table 5-29 amounts then were allocated to the itemized 

mortgage and nonmortgage interest amounts based on the group 

mortgage to nonmortgage ratios. Table A-33, Appendix A, contains 

the reported itemized deduction amounts, the total interest paid 

deduction amounts, and the mortgage interest deduction amounts. 

Because mortgage interest information was not available for 1974, 

approximations were sought. Mortgage interest amounts as a percent 

of the total interest deduction amounts were calculated (see 
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A p p e n d i x A, T a b l e A-34) B e c a u s e t h e Group 3 and t h e Group 4 

p e r c e n t a g e s i n 1978 were i n c o n s i s t e n t w i t h t h o s e of t h e o t h e r y e a r s , 

o n l y t h e 1975-1977 amounts w e r e u s e d i n i t i a l l y t o p r o j e c t t h e 1974 

f i g u r e s . Once t h e s e f i g u r e s w e r e d e t e r m i n e d , t h e y were u s e d along 

w i t h t h e 1975- 1977 amounts t o p r o j e c t t h e 1973 d a t a However , t h i s 

m e t h o d p r o v e d u n s a t i s f a c t o r y s i n c e , f o r Group 3 , t h e 1973 p r o j e c t i o n 

was . 0 7 8 1 4 8 8 , a 2 4 . 4 % d i f f e r e n c e from t h e a c t u a l 1973 p e r c e n t a g e 

( . 0 9 4 1 7 0 4 6 ) . T h u s , t h e 1974 p e r c e n t a g e s w e r e d e t e r m i n e d b y 

a v e r a g i n g t h e 1973 and t h e 1975 amounts T h e n , t h e g roup amounts 

w e r e r a t i o a d j u s t e d ( s e e T a b l e A - 3 5 , Append ix A ) . N o n m o r t g a g e 

i n t e r e s t amounts a l s o were r a t i o a d j u s t e d ( s e e T a b l e A-36 , Appendix 

A ) . T a b l e 5-30 c o n t a i n s t h e s t a n d a r d d e d u c t i o n a l l o c a t e d amounts 

b a s e d on t h e a d j u s t e d m o r t g a g e and n o n m o r t g a g e i n t e r e s t a m o u n t s . 

T a b l e 5 -30 A l l o c a t i o n of S t a n d a r d D e d u c t i o n A d j u s t m e n t Amounts t o 
M o r t g a g e and Nonmor tgage I n t e r e s t D e d u c t i o n Amounts ( a m o u n t s in 
t h o u s a n d s ) 

M o r t g a g e i n t e r e s t d e d u c t i o n a d d i t i o n 

Group 1974 1975 1976 1977 1978 

1 7 , 0 0 7 , 1 5 8 8 , 0 8 2 , 2 8 2 9 , 7 1 6 , 4 6 4 1 1 , 0 3 8 , 8 8 7 1 2 , 4 0 1 , 8 2 8 
2 4 , 4 2 3 , 8 9 3 5 , 3 3 4 , 3 2 7 6 , 2 9 0 , 0 1 8 7 , 1 0 0 , 4 0 1 7 , 8 6 7 , 2 2 2 
3 1,312 2 , 0 7 1 2 , 9 7 4 3 , 9 7 7 3 , 4 3 1 
4 29 53 82 126 347 

Nonmortgage interest deduction addition 

Group 1974 1975 1976 1977 1978 

1 3 , 9 1 8 , 1 8 9 4 , 6 1 6 , 5 4 2 5 , 0 5 6 , 5 6 2 5 , 4 8 8 , 3 5 5 6 , 0 0 2 , 6 6 1 
2 2 , 4 9 2 , 2 9 5 2 , 7 7 1 , 9 4 4 3 , 1 3 1 , 0 3 0 3 , 4 2 9 , 9 8 5 3 , 8 4 9 , 8 1 1 
3 2 , 2 0 0 3 , 0 6 4 3 , 9 0 8 4 , 6 3 7 7 , 0 8 4 
4 195 280 387 482 413 

Source: Chapter 5, Table 5-29, Appendix A, Tables A-35 and A-36, 
and calculations 
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n . Index ing mortgage i n t e r e s t amounts 

Contained i n Table 5 -31 are t h e f i n a l mortgage i n t e r e s t 

d e d u c t i o n amounts t o which indexing was app l i ed . 

T a b l e 5 -31 . Mortgage I n t e r e s t Deduct ion Amounts ( thousands) 

Group 1974 1975 1976 1977 1978 

1 9 ,523 ,866 10 ,992 ,048 12 ,866 ,571 13 ,493,087 15,226,690 
2 22 ,702 ,445 25 ,909 ,150 30 ,585 ,448 31 ,189 ,307 38 ,553 ,988 
3 618,474 809,090 1 ,022,459 1,050,130 912,716 
4 187,441 176,467 190,845 252 ,254 722,786 

Source : Chap te r 5, Table 5-30 , Appendix A, Table A-35 and 
c a l c u l a t i o n s 

The mortgage i n t e r e s t r a t e s used fo r comparison w i t h t h e i n f l a t i o n 

r a t e s were de t e rmined n e x t . Since t h e m o b i l i t y r a t e i s 

approx imate ly 20% (Wall S t r e e t J o u r n a l , June 16, 1982, p . 1 7 ) , i t was 

assumed t h a t t h e average mortgage p e r i o d was f i v e y e a r s : t h u s , for 

any given y e a r ( t ) , the o l d e s t mortgage r a t e a p p l i c a b l e was t h e one 

which was i n u s e four y e a r s p r i o r ( t - 4 ) . That i s , the f o l l o w i n g 

mortgage r a t e s were used : t h e c u r r e n t r a t e , the r a t e one year p r i o r , 

t h e r a t e two y e a r s p r i o r , t h e r a t e t h r e e years p r i o r and the r a t e 

f o u r years p r i o r C l e a r l y , t h i s assumpt ion c o n t r a d i c t s t he f a c t 

t h a t some i n d i v i d u a l s h o l d mortgages f o r twenty t o t h i r t y y e a r s . 

However, some of t h e s e t a x p a y e r s may no longer be i t e m i z i n g , and for 

t h o s e who a r e , t h e mortgage deduc t ion amount may b e q u i t e sma l l 

s i n c e i n t e r e s t r a t e s were lower i n t h e p a s t . The use of assumed 

h i g h e r mortgage r a t e s would i n t r o d u c e on ly a s l i g h t b i a s in t h e 
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results derived m the direction of lower taxes being reported. The 

bias would be skewed toward higher income taxpayers who are more 

likely to itemize and to have higher mortgage payments. A weighted 

rate was determined by adding the rates from the current year and 

the four previous years, then dividing by five. Annual rates were 

averages of the FHA rates, conventional, new-home rates, and 

conventional, existing-home rates (U.S. Bureau of the Census, 1979, 

p.542). Table 5-32 contains the average annual rates, the weighted 

mortgage rates determined, and the inflation rates. Table 5-33 

contains the amounts added back to income. These amounts were 

determined by multiplying the mortgage interest amounts by the 

inflation factor (inflation rate/mortgage rate). Note that, in some 

years (i.e., 1975 and 1976), new income was generated since the 

inflation rates exceeded the mortgage rates. 

Table 5-32 Annual Mortgage Rates, Weighted Mortgage Rates, and 
Inflation Rates 

1970 1971 1972 1973 1974 1975 1976 1977 1978 

Annual 8 70 7.76 7.62 8.67 9.33 9.14 8.95 8.86 9.69 
Weighted 8.34 8.42 8.66 8.91 9.19 
Inflation 5.1 10.6 11.9 8.1 8.3 

Source: U.S. Bureau of the Census, 1979, p.542, Chapter 5, 
Table 5-15 and calculations 
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Table 5 - 3 3 . Mortgage I n t e r e s t Adjus tments 

Group 1974 1975 1916 1977 1978 

1 5 ,852 ,014 13 ,870 ,918 17 ,599 ,103 12 ,280 ,226 13,737,122 
2 13 ,949 ,694 32 ,694 ,881 41 ,835 ,267 28 ,385 ,775 34,782,402 
3 380,026 1,020,995 1 ,398,536 955,736 823 ,429 
4 115,175 222,685 2 6 1 , 0 4 1 229,579 652,079 

Source: Appendix A, Table A-35, C h a p t e r 5, Table 5-31 
and c a l c u l a t i o n s 
I n f l a t i o n f a c t o r s fo r 1974-1978 r e s p e c t i v e l y : .6144578, 1.2619048, 
1.3678161, .9101124 and, .9021739 

i n Nonmortgage i n t e r e s t ad jus tment 

Nonmortgage i n t e r e s t group amounts were d e t e r m i n e d by 

s u b t r a c t i n g t h e r e p o r t e d mortgage i n t e r e s t amounts from the r e p o r t e d 

t o t a l i n t e r e s t amounts. Then, t h e s e were r a t i o a d j u s t e d (Tab le 

A-36, Appendix A), and t h e s t andard d e d u c t i o n a l l o c a t i o n amounts 

were added. Table 5-34 c o n t a i n s t h e f i n a l nonmortgage i n t e r e s t 

deduc t ion amounts t o which indexing was a p p l i e d . 

Table 5 -34 . Nonmortgage I n t e r e s t Deduc t ion Amounts ( t housands ) 

Group 1974 1975 1976 1977 1978 

1 5 ,325 ,455 6 ,278 ,579 6 ,695 ,914 6 ,708 ,543 7 ,369 ,934 
2 12 ,789 ,909 13 ,463 ,494 15 ,224 ,744 15 ,066 ,591 18 ,866 ,318 
3 1,037,299 1 ,197,211 1 ,343,908 1,224,397 1 ,884,721 
4 1,265,654 935,941 896,165 969,083 861,875 

Source: Chapter 5, Table 5-30, Appendix A, Table A-36 and 
calcultions 

The weighted rates used in the indexation process were 

developed from consumer credit information which was dichotomized 

into installment credit and nonmstallment credit (Table A-37, 
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Appendix A). F u r t h e r i n fo rma t ion was a v a i l a b l e on i n s t a l l m e n t 

c r e d i t amounts by l e n d e r (Table A-38 , Appendix A) and f i n a n c e r a t e s 

on i n s t a l l m e n t c r e d i t charged by commercial b a n k s and f i n a n c e 

companies (Table A-39 , Appendix A ) . For p u r p o s e s of s u r r o g a t i o n , 

i n s t a l l m e n t and n o n m s t a l l m e n t i t e m s were combined and matched 

(Tables A-37 and A-39 , Appendix A) i n the f o l l o w i n g manner: 

Other consumer goods—Revolving 
Personal l o a n s — A l l o t h e r l oans , s i n g l e payment l oans 
and s e r v i c e c r e d i t 
Cred i t c a r d p l a n s — c h a r g e accounts 

Finance company new and used au tomobi le r a t e s were ave raged t o g e t h e r 

(Table A-39, Appendix A) . The fol lowing sample shows how the 

we igh ted i n t e r e s t r a t e s (Table A-40 , Appendix A) were computed: 

Sample C a l c u l a t i o n o f 1973 Weighted I n t e r e s t Ra te 

Automobile r a t e = 
auto loan a m o u n t / t o t a l loan amount*bank amoun t / (bank+fmance co. 

amount)*bank r a t e + 
auto l o a n a m o u n t / t o t a l loan amount*f mance c o . amount/(bank+ 

f inance c o . amount )*fmance c o . r a t e 

t o t a l l o a n amount = 
a u t o amount+mobile home amount+other consumer goods amount+ 

p e r s o n a l loan amount+cred i t ca rd p lan amount 

Automobile r a t e = 5 3 . 8 / 2 0 3 . 6 * 7 5 9/( 7 5 . 9 + 3 5 . 4 ) * 1 0 . 2 1 + 
5 3 . 8 / 2 0 3 . 6 * 3 5 . 4 / ( 7 5 . 9 + 3 5 . 4 ) * 1 4 . 3 9 

Automobile r a t e = 1.8398+1.2094 = 3 0492 

S i m i l a r l y , the f o l l o w i n g r a t e s w e r e de te rmined : 

Mobile home r a t e = 0 7653 
O t h e r consumer goods r a t e = 0 8387 

Personal l o a n r a t e = 8 . 5 2 0 5 
C r e d i t card p l a n r a t e = O.9467 

1973 weighted i n t e r e s t r a t e = 14.1204 
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Lake the i n f l a t i o n adjustment f a c t o r s de te rmined for mortgage 

i n t e r e s t , s i m i l a r f a c t o r s were d e r i v e d fo r nonmortgage i n t e r e s t . 

That i s , 

the i n f l a t i o n f a c t o r = t h e i n f l a t i o n r a t e / t h e 
nonmortgage r a t e . 

Table 5-35 c o n t a i n s t h e s e nonmortgage i n t e r e s t a d j u s t m e n t s . 

Table 5 - 3 5 . Nonmortgage I n t e r e s t Adjustments ( t housands ) 

Group 1974 1975 1976 1977 1978 

1 1,926,228 4,589,858 5,420,502 3,799,944 4,247,948 
2 4,626,137 9,842,279 12,324,793 8,534,223 10,874,336 
3 375,193 875,203 1,087,926 693,540 1,086,332 
4 457,790 684,205 725,467 548,921 496,775 

Source: Appendix A, T a b l e s A-36 and A-40, Chapter 5 , Tables 5-15 and 
5-34 and c a l c u l a t i o n s 
I n f l a t i o n f a c t o r s fo r 1974-1978 r e s p e c t i v e l y : 0 .3617021 , 0 .7310345, 
0.8095238, 0.5664336, and 0.5763889 

E f f e c t on a d j u s t e d g r o s s income 

Because of the ad jus tmen t s made t o c a p i t a l t r a n s a c t i o n amounts 

and t o i n t e r e s t amounts, ad jus t ed g r o s s income amounts were a l s o 

a f f e c t e d . Table 5-36 c o n t a i n s t h e a d j u s t e d g r o s s income amounts f o r 

the two a l t e r n a t e models (see Appendix A, Table A-42 fo r the 

d e r i v a t i o n s ) Note t h a t the 1975 and t h e 1976 mortgage i n t e r e s t 

ad jus tments (Chapter 5 , Table 5-33) which were i n e x c e s s of t h e 

deduc t i ons (Chapter 5, Table 5-31) were cons ide red income and added 

to a d j u s t e d g ros s income. 



www.manaraa.com

139 

Tab le 5-36. Ad jus ted Gross Income Amounts ( t housands ) 

1977 Group 

1 
2 
3 
4 

Group 

1 
2 
3 
4 

1974 

194,120,818 
527,626,676 
13,569,253 
5,829,765 

1974 

194,674,737 
525,942,639 
12,441,817 
2,053,153 

1975 

204,329,369 
571,016,181 
14,255,548 
5,999,674 

1975 

204,698,325 
569,534,303 
12,789,432 
2,782,412 

0% Model 

1976 

217,038,163 
618,674,786 
15,339,238 
7,205,591 

60% Model 

1976 

216,963,979 
614,989,926 
13,177,176 
3,296,313 

1978 

226 ,272 ,160 236,443,260 
655,169,381 697,668,663 

16,490,909 17 ,248,168 
8 ,093,061 8,445,612 

1977 1978 

225 ,906 ,321 236,147,392 
650,762,887 691,606,306 

14,388,370 14,764,049 
3 ,604,541 3 ,787 ,658 

Source : Appendix A, Table A-42 

Marginal and e f f e c t i v e r a t e s 

Al l t h e ad jus tmen t s h a v i n g been made, a l l t h a t remained was to 

d e r i v e t h e t a x a b l e income amounts f o r the A l t e r n a t e Models. They 

were d e r i v e d m t h e fo l lowing manner: 

A l t e r n a t e (0%) Model t a x a b l e income = 
ERTA t a x a b l e income + i n t e r e s t income adjustment + 
c a p i t a l ga in (0% Model) adjus tment + c a p i t a l l o s s (0% 
Model) adjustment + mortgage i n t e r e s t adjustment + 
nonmortgage i n t e r e s t adjustment 

A l t e r n a t e (60%) Model t a x a b l e income = 
a l t e r n a t e (0%) Model t a x a b l e income + c a p i t a l g a m 
(60%) Model ad jus tmen t + c a p i t a l l o s s (60% Model) 
a d j u s t m e n t . 
See Appendix A, T a b l e A-41 for t h o s e d e r i v a t i o n s . 



www.manaraa.com

140 

Table 5-37 contains those taxable income amounts as well as the 

marginal and effective tax rates. As was mentioned earlier in this 

chapter, for the purpose of this table, effective rate was defined 

as the tax amount related to the taxable income per return amount 

divided by the taxable income per return amount. It was needed for 

calculation purposes, and has no interpretative significance. 

Table 5-37. Alternate Models Taxable Income (thousands), Taxable 
Income per Return and Marginal and Effective Tax Rates 

Taxable 
Group income 

1 
2 
3 
4 

1974 

TI per 
return MR 

97,858,565 2,973 
360,349,846 11,410 
10,434,942 43,170 
4,699,151 192,572 

.16 
,22 
.45 
.69 

0% Model 

Taxable 
ER income 

1975 

TI per 
return 

145 104,589,945 3,059 
179 407,788,510 12,369 
299 11,806,476 46,577 
517 5,039,365 181,887 

MR ER 

.16 .134 
,22 .167 
48 .264 

,66 460 

Taxable 
Group income 

1 
2 
3 
4 

1976 

TI per 
return MR 

111,539,466 3,145 
448,773,287 13,086 
13,221,987 51,186 
6,157,307 196,945 

.16 

.22 

.48 

.66 

Taxable 
ER income 

1977 

TI per 
r e t u r n MR ER 

,122 113,191,460 3,080 
154 466,447,809 13,095 

,239 13,626,426 51,784 
,419 6 ,761,344 194,174 

.16 .113 

.22 .143 

.45 .225 

.66 .377 

1978 

Group 

1 
2 
3 
4 

Taxable 
income 

TI per 
return MR 

118,808,688 3,123 
504,120,281 13,645 
14,559,547 54,332 
7,339,185 191,229 

.16 

.22 

.45 

.64 

ER 

7105 
.136 
.221 
.363 
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Group 

1 
2 
3 
4 

Taxable 
income 

98,412,485 
358,665,809 
9,307,506 
922,539 

1974 

TI per 
return 

2,989 
11,356 
38,506 
37,806 

MR 

.16 

.22 

.45 

.42 

60% Model 

ER 

.145 

.179 

.276 

.275 

Taxable 
income 

104,958,901 
406,306,632 
10,340,370 
1,822,103 

1975 

TI per 
return 

3,070 
12,324 
40,793 
65,766 

MR 

.16 

.22 

.42 

.53 

ER 

.134 

.167 

.251 
320 

1976 1977 

Taxable 
Group income 

1 
2 
3 
4 

111,465,282 
445,088,427 
11,059,925 
2,248,029 

TI per 
return MR 

3,142 
12,979 
42,816 
71,905 

. 1 6 

.22 

. 4 2 

. 5 3 

T a x a b l e 
ER income 

.122 1 1 2 , 8 2 5 , 6 2 1 

.153 4 6 2 , 0 4 1 , 3 1 5 

.222 1 1 , 5 2 3 , 8 8 7 

.292 2 , 2 7 2 , 8 2 5 

TI p e r 
r e t u r n MR 

3 , 0 7 0 
1 2 , 9 7 2 
4 3 , 7 9 3 
6 5 , 2 7 2 

ER 

16 . 1 1 5 
22 . 1 4 3 
42 .202 
50 . 2 5 8 

1978 

Group 

1 
2 
3 
4 

T a x a b l e 
income 

1 1 7 , 7 9 1 , 0 1 2 
4 9 8 , 0 5 7 , 9 2 0 

1 2 , 0 7 5 , 4 2 8 
2 , 6 8 1 , 2 3 1 

TI p e r 
r e t u r n MR 

3 ,097 
1 3 , 4 8 1 
45 ,062 
69 ,862 

. 1 6 

.22 
42 
50 

ER 

7Tb~5 
.135 
.195 
.248 

Source- Chapter 5, Table 5 -16 , Appendix A, Table A-41 and 
c a l c u l a t i o n s 
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6. Summary 

This chapter contained information concerning the data obtained 

from the IRS, the motivation for and the procedures taken to adjust 

the data, and the adjusted data derived from those procedures for 

each of the tax models used in this study. The tax models also were 

described in great detail. The adjusted data were used to derive 

the distributional and revenue effects for each model (contained in 

Appendix C, Tables C-l through C-4). In Chapter 6, those effects 

are presented and analyses are made. 
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CHAPTER 6 

EFFECTS OF THE RESEARCH WITH IMPLICATIONS FOR THE FUTURE 

In t h i s c h a p t e r , t h e e f f e c t s of i m p l e m e n t i n g t h e v a r i o u s t a x 

m o d e l s a r e r e p o r t e d , d i s c u s s e d , and a n a l y z e d . F u r t h e r m o r e , 

p o t e n t i a l n o n r e v e n u e e f f e c t s a r e d i s c u s s e d . Some i m p l i c a t i o n s f o r 

f u t u r e r e s e a r c h a l s o a r e p r e s e n t e d F i n a l l y , a summary of t h e 

f i n d i n g s o f t h e r e s e a r c h i s g i v e n I n i t i a l l y , h o w e v e r a r e v i e w o f 

t h e s p e c i f i c a t i o n s of e a c h model i s p r e s e n t e d 

1 . Review o f t h e m o d e l s 

The p r i m a r y p u r p o s e of t h i s r e s e a r c h was t h e d e t e r m i n a t i o n o f 

t h e d i s t r i b u t i o n a l and r e v e n u e e f f e c t s o f t h e v a r i o u s t a x m o d e l s 

d e v e l o p e d i n t h e s t u d y ; n a m e l y , t h e 1973 Law Model, t h e ERTA m o d e l , 

a n d t h e A l t e r n a t e M o d e l . Whi l e t h e e x a c t s p e c i f i c a t i o n s of e a c h 

mode l and r e l a t e d d e t a i l e d i n f o r m a t i o n a b o u t t h e g a t h e r e d or 

g e n e r a t e d d a t a u s e d c a n be f o u n d i n C h a p t e r 5 , a b r i e f summary w i l l 

b e g i v e n b e l o w . I n i t i a l l y , t h o u g h , some i n t r o d u c t o r y comments a r e 

p r e s e n t e d . 

The c u r r e n t s t u d y i s m u l t i p e r i o d m n a t u r e , a c h o i c e made t o 

r e f l e c t b e t t e r t h e n o r m a l p o s i t i o n s of t h e t a x p a y e r g r o u p s s t u d i e d 
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as well as to observe the change in tax distribution for each group 

over the time for which each of the three models was applied The 

period of the study was 1974-1978, with the base year being 1973. 

Groups of taxpayers were the objects of the study because the 

primary data was obtained from IRS publications which presented such 

data in group form. The groups in the study were taxpayers whose 

reported 1973 AGI amounts were as follows: 

1. u n d e r $10,000, 
2. $ 1 0 , 0 0 0 - $ 4 9 , 9 9 9 , 
3. $ 5 0 , 0 0 0 - $ 9 9 , 9 9 9 , and 

4. $100 ,000 and o v e r 

Through i n t e r p o l a t i o n , t h e p e r c e n t a g e of t a x p a y e r s i n each group was 

ma in t a ined t h r o u g h o u t t h e yea r s of t h e s t u d y . Thus, t h e r ange of 

AGIs r e p o r t e d by each group changed o v e r t ime ( s ee Chapter 5, Tab le 

5 - 1 ) The d i s c u s s i o n which fol lows i s a b r i e f summary of t h e 

s p e c i f i c a t i o n s of t he models deve loped . 

The 1973 Law Model i s a no t a x change model . I t was i n t r o d u c e d 

a s a c o n t r o l so t h a t compar isons c o u l d be made between i t and each 

of the o t h e r models t o h i g h l i g h t t h e e f f e c t s of those o t h e r mode l s . 

While the model i s e n t i t l e d the 1973 Law Model because 1973 was t h e 

b a s e year u s e d i n t h i s s t u d y , the model was i n t e n d e d to r e f l e c t t h e 

1983 tax law Since t h a t was the i n t e n t , a s p e c t s of t h e 1983 law 

were i n c o r p o r a t e d i n t o t h e 1973 Law Model These a s p e c t s were t h e 

e a r n e d income c r e d i t and t h e c h i l d / d e p e n d e n t c a r e c r e d i t . N e i t h e r 

o f these c r e d i t s was i n e x i s t e n c e m 1973 S ince t h i s was a no t a x 

change model, t h e p r i m a r y t a x law changes which occurred d u r i n g 

1974-1978 had t o be f a c t o r e d ou t . Trend a n a l y s i s and r a t i o 

ad jus tments were used t o accomplish t h i s . 
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The ERTA model was the f i r s t of the i n d e x a t i o n models , and was 

named a f t e r t h e l e g i s l a t i o n which con ta ins i n d e x a t i o n r e q u i r e m e n t s . 

The items indexed were those r e q u i r e d in t h e ERTA l e g i s l a t i o n , 

excep t fo r t h e s u b s t i t u t i o n of t h e s tandard d e d u c t i o n amount for t h e 

z e r o b r a c k e t amount. As d e t a i l e d i n Chapter 5 , the p r imary reason 

f o r t h i s s u b s t i t u t i o n was the l a c k of c o n s i s t e n t a v a i l a b i l i t y of 

z e r o b r a c k e t amount d a t a . I t was deemed t h a t t h e use of t h i s 

s u r r o g a t e would not p roduce m a t e r i a l l y d i f f e r e n t r e s u l t s s i nce t h e 

two measures a re e q u i v a l e n t i n e s sence For t h e ERTA Model, the 

fo l lowing i t ems l i s t e d below were indexed i n t h e manner spec i f i ed i n 

t h e ERTA l e g i s l a t i o n : 

1. t h e t ax r a t e s c h e d u l e s , 
2. t h e p e r s o n a l exemption amounts, and 
3 t h e s t a n d a r d deduc t i on amount. 

The i n d e x a t i o n f a c t o r u sed was a lagged a v e r a g e CPI T h i s lagged 

average f e a t u r e was a r equ i r emen t of the ERTA l e g i s l a t i o n . The 

ad jus tment f a c t o r s u s e d i n t h i s s tudy can be found in Chap te r 5, 

T a b l e 5-15 . The d a t a t o which t h e ERTA Model was a p p l i e d were t h e 

d a t a g a t h e r e d or g e n e r a t e d for t h e 1973 Law Model. 

There a r e two v a r i a t i o n s of t h e A l t e r n a t e Model- t h e 0% Model 

and the 60% Model. These t i t l e s r e f e r to t h e p e r c e n t of c a p i t a l 

g a m deduc t ion a l lowed for use i n each v a r i a t i o n of t h e model The 

b a s i c A l t e r n a t e Model b u i l t upon t h e ERTA Model ; t h a t i s , t he ERTA 

d e r i v e d d a t a c o n s t i t u t e d the b a s e t o which t h e A l t e r n a t e Model was 

a p p l i e d . A d d i t i o n a l nominal amount e lements were indexed; namely, 

t h e c r e d i t f o r the e l d e r l y , t he earned income c r e d i t , and the 
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c h i l d / d e p e n d e n t c a r e c r e d i t . C e r t a i n base e l emen t s such a s i n t e r e s t 

r e l a t e d i t e m s (income and d e d u c t i o n s ) and c a p i t a l a s s e t c o s t s a l so 

were i n d e x e d . The i n t e r e s t d e d u c t i o n was d ichotomized i n t o a 

mortgage i n t e r e s t d e d u c t i o n and a nonmortgage i n t e r e s t d e d u c t i o n . 

These amoun t s were i n d e x e d s e p a r a t e l y . 

A f t e r the i n d e x a t i o n of t h e c a p i t a l a s s e t c o s t s , t h e A l t e r n a t e 

Model v a r i a t i o n s were a p p l i e d . For the 0% Model, no c a p i t a l gam 

d e d u c t i o n and u n l i m i t e d c a p i t a l l o s s e s were p e r m i t t e d . A 60 pe r cen t 

c a p i t a l g a i n deduc t ion was p e r m i t t e d for t h e 60% Model w i t h only 40 

percen t o f long term c a p i t a l l o s s e s a l lowed. This more l o g i c a l l y 

c o n s i s t e n t t rea tment f o r the l a t t e r a l lowance d i f f e r s from the 

cu r r en t l a w for which 50 p e r c e n t of l o s s i s a l lowed Some b i a s was 

i n t r o d u c e d in to t he s t u d y because of t h i s m o d i f i c a t i o n of c u r r e n t 

law. R e f e r to Chap te r 5 for a more complete d i s c u s s i o n of t h i s 

po in t . 

To summarize, t h e d e t a i l s of models used i n t h i s s t u d y are as 

fo l lows: 

1. The 1973 Law Model i s a no t a x change model The 
e f f e c t s of ma jo r tax changes which o c c u r r e d d u r i n g the 
p e r i o d of t h e s tudy , 1974-1978, were f a c t o r e d o u t , as 
d e s c r i b e d i n Chapter 5 The c h i l d / d e p e n d e n t c a r e 
c r e d i t and t h e earned income c r e d i t were made 
a p p l i c a b l e t o 1973 and t o subsequent y e a r s . 

2 . The ERTA Model b u i l t upon t h e da ta b a s e of t he 1973 Law 
Model . A d d i t i o n a l l y , t h e t a x r a t e s c h e d u l e s , t h e 
p e r s o n a l exempt ion amount, and the s t a n d a r d d e d u c t i o n 
amounts were indexed. 

3 . W i t h the d a t a base of t h e ERTA Model a s i t s b a s e , 
f u r t h e r i n d e x i n g occu r r ed wi th the A l t e r n a t e Model . 
Indexed were t h e amounts of the c r e d i t for t he e l d e r l y , 
t h e earned income c r e d i t , t h e c h i l d / d e p e n d e n t c a r e 
c r e d i t , the i n t e r e s t income amounts, t h e mortgage 



www.manaraa.com

147 

i n t e r e s t d e d u c t i o n amounts, t h e nonmortgage i n t e r e s t 
deduct ion amoun t s , and t h e c a p i t a l a s s e t cos t s . At 
t h i s p o i n t , two d i f f e r e n t c a p i t a l g a m and loss r a t e s 
were a p p l i e d : a 0 pe r c e n t r a t e and a 60 percent r a t e . 

The e f f e c t s of implement ing t h e s e models a r e r e p o r t e d , d i s c u s s e d , 

and a n a l y z e d next . 

2. D e r i v e d data 

To determine t h e revenue and d i s t r i b u t i o n a l e f f ec t s u s i n g the 

g a t h e r e d o r g e n e r a t e d d a t a d e s c r i b e d in C h a p t e r 5, two key f i g u r e s 

per g r o u p were d e r i v e d : the t a x a f t e r c r e d i t s amount ( r e v e n u e 

e f f e c t ) and the t a x a f t e r c r e d i t s a s a p e r c e n t of AGI 

( d i s t r i b u t i o n a l e f f e c t ) . As p r e v i o u s l y i n d i c a t e d , the t a x a f t e r 

c r e d i t s amount i s d e f i n e d as t h e t a x l i a b i l i t y remaining a f t e r the 

c r e d i t amounts a d j u s t e d for in t h i s s tudy have been s u b t r a c t e d 

( l e . , t h e c r e d i t f o r t h e e l d e r l y , t h e c h i l d / d e p e n d e n t c a r e c r e d i t , 

and t h e ea rned income c r e d i t ) . These d e r i v e d f i g u r e s were 

c a l c u l a t e d m the f o l l o w i n g manner. S t a r t i n g w i t h the g r o u p number 

of t a x a b l e r e t u r n s , a n AGI per r e t u r n amount was der ived . A 

d i v i s i o n of the t a x a b l e income amount by t h e number of t a x a b l e 

r e t u r n s r e s u l t e d m a der ived t a x a b l e income p e r re tu rn amount 

This l a t t e r amount i n combinat ion w i t h the t a x r a t e s c h e d u l e was 

used t o de termine an e f f e c t i v e t a x r a t e which was appl ied t o the 

t a x a b l e income amount t o determine t h e t ax b e f o r e c r e d i t s amount. 

For t h e y e a r s 1973-1975 , an i n t e r m e d i a t e t a x b e f o r e ad ju s tmen t s 

c a l c u l a t i o n had t o b e made so t h a t t h e c h i l d c a r e deduc t ion amount 
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could be added back. As was discussed in Chapter 5, this step was 

necessary because the child care credit became applicable law only 

in the 1976 tax year. The tax after credits amount was derived by 

subtracting the amounts for the elderly credit, the child/dependent 

care credit, and the earned income credit from the tax before 

credits amounts. Then, a tax after credits amount per number of 

taxable returns figure was derived. Finally, the tax after credits 

amount as a percent of the AGI amount was determined by a division 

of the tax after credits per return amount and the AGI per return 

amount. 

All of these figures mentioned above can be found in Appendix 

C In that appendix, data arranged by year and by group for the 

1973 Law Model, the ERTA Model, the Alternate 0% Model, and the 

Alternate 60% Model can be found in Tables C-l through C-4, 

respectively Data for 1973, which were not used for comparison 

purposes, are contained only m Table C-l for completeness. 

References are made at the end of each of these tables indicating 

which tables contained in Chapter 5 were the sources of that data. 

The data relevant to this chapter are repeated herein as needed. 

These consist of the revenue effects (tax after credits amount) and 

the distributional effects (tax after credits as a percent of AGI). 

3. Revenue effects 

The revenue effects were derived to determine the impact on the 

Treasury of the application of each of the tax models. It was 



www.manaraa.com

149 

anticipated that each of the indexation models would generate less 

revenue than would the 1973 Law Model. Of the two Alternate models, 

the 60% Model was expected to generate less revenue than would the 

0% Model because of the allowance of the 60 percent capital gam 

deduction. However, comparatively speaking, it was unclear where 

the ERTA Model would be positioned. The revenue effects data from 

Appendix C, Tables C-l through C-4 are repeated in Table 6-1 where 

they are listed by year, by group, and by tax model. Figure 1 is 

the graph of the revenue totals only (i.e., the sum of the four 

group amounts) for each year and each model contained in Table 6-1 

Table 6-1. Revenue Amounts (thousands) by Year, by Group, and by 
Tax Model 

Group 

1 
2 
3 
4 

Total 

1973 Law Model 

14,121,289 
68,086,780 
3,677,903 
1,481,947 

87,367,919 

1974 

ERTA Model 

12,827,940 
64,208,607 
3,408,900 
1,401,067 

81,846,514 

Alternate 
0% Model 

12,387,720 
64,233,804 
3,114,460 
2,428,663 

82,164,647 

Alternate 
60% Model 

12,468,038 
63,932,361 
2,563,279 
252,895 

79,216,573 

1975 

Group 

1 
2 
3 
4 

Total 

1973 Law Model 

14,994,147 
75,617,498 
4,155,073 
1,665,225 

96,431,943 

ERTA Model 

11,879,557 
64,622,199 
3,341,660 
1,392,301 

81,235,717 

Alternate 
0% Model 

12,271,157 
67,748,011 
3,110,154 
2,317,071 

85,446,393 

Alternate 
60% Model 

12,320,598 
67,500,537 
2,588,676 
582,036 

82,991,847 
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1976 

Group 

1 
2 
3 
4 

Total 

1973 Law Model 

16,587,023 
83,429,128 
4,475,810 
1,880,554 

106,372,515 

ERTA Model 

11,168,522 
63,401,611 
3,184,845 
1,405,660 

79,160,638 

Alternate 
0% Model 

11,816,957 
68,565,555 
3,153,196 
2,578,847 

86,114,555 

Alternate 
60% Model 

11,807,906 
67,552,988 
2,448,454 
665,359 

82,464,707 

1977 

Group 

1 
2 
3 
4 

Total 

1973 Law Model 

18,692,712 
91,197,324 
4,801,770 
2,094,806 

116,786,612 

ERTA Model 

11,553,868 
64,683,267 
3,110,844 
1,419,030 

80,767,009 

Alternate 
0% Model 

11,293,351 
66,125,411 
3,058,718 
2,547,869 

83,025,349 

Alternate 
60% Model 

11,477,663 
65,495,283 
2,320,597 
585,231 

79,878,774 

1978 

Group 

1 
2 
3 
4 

Total 

1973 Law Model 

20,356,774 
98,913,504 
5,119,964 
2,309,215 

126,699,457 

ERTA Model 

11,270,775 
64,744,039 
3,009,715 
1,519,585 

80,544,414 

Alternate 
0% Model 

10,946,694 
67,807,561 
3,208,280 
2,662,635 

84,625,170 

Alternate 
60% Model 

10,839,838 
66,485,022 
2,345,328 
663,456 

80,333,644 

S o u r c e : Appendix C, Tables C - l through C-4 
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As i s shown in Figure 1, while the revenue amounts assoc ia ted 

wi th the 1973 Law Model appear to have increased uniformly over 

t ime , the revenue amounts of the indexat ion models remained 

r e l a t i v e l y c o n s t a n t . These r e s u l t s conformed f a i r l y well with what 
t 

had been expected . For example, with r e s p e c t to the 1973 Law Model, 

i n f l a t iona ry inc reases in income should cause ra ther p ropor t iona l 

increases in t a x revenue m the absence of a change m the tax law. 

The nearly p e r f e c t s t r a igh t l i ne p ic tured in Figure 1 i s somewhat 

deceiving; t h e deception being caused by t h e scale and the l a rge 

"points" used. In fact , the increase from one year to the next 

decl ined over t h e years in the study, from a 10.37 percent inc rease 

(1974 to 1975) t o a 8 49 percent increase (1977 to 1978) This fac t 

i s i l l u s t r a t e d by the appearance of a s l i g h t change m the slope of 

t h e l ine from p o i n t to po in t Since r ea l growth l i k e l y occurred 

during the y e a r s of the study, for the indexat ion models, i t had 

been expected t h a t r e l a t i v e l y constant revenue amounts would r e s u l t 

wi th evidence of a s l igh t increase for such r ea l growth. As can be 

seen in Figure 1, no indexat ion model uniformly exhibi ted such a 

r e a l growth p a t t e r n . This lack of a uniform real growth p a t t e r n can 

be explained, m pa r t , by the trend a n a l y s i s and r a t i o adjustment 

methodology used to factor out the effect of the tax changes which 

occurred dur ing the period of the study Such a s t r a i g h t l i n e 

methodology would have e l iminated some r e a l growth While some b ias 

was introduced i n t o the study because of t h e use of t h i s 

methodology, t h e magnitude of tha t b ias should have been small s ince 
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trends were determined separately for each group. However, the 

small number of taxpayers m Group 4 made this group more sensitive 

to any change. Hence, if this group experienced more fluctuations 

than did the other groups, trend determinations made would have been 

subject to greater variances; therefore, the results obtained for 

this group would be less reliable. The following differences of the 

revenue totals (high year - low year revenue) taken from Table 6-1 

illustrate the relative constancy of the revenue amounts of the 

indexation models 

1. ERTA Model - $2,686 billion, 
2. Alternate 0% Model - $3,950 billion, and 
3 Alternate 60% Model - $3,775 billion. 

Based on revenue totals which averaged more than $80 billion, these 

differences represent less than 5 percent of that average 

Further examination of Figure 1 reveals that the Alternate 0% 

Model generated the most revenue of any indexation model. Since it 

was not obvious from that figure which of the indexation models 

produced the least revenue, the group amounts for the years 

1974-1978 as presented in Table 6-1 were totaled Table 6-2 

contains these 1974-1978 revenue totals by group and by tax 

indexation model. As can be seen in this table, the ERTA Model 

generated the least total revenue ($403,553,992,000). However, the 

Alternate 0% Model and the Alternate 60% Model generated only 4.4 

percent and 0.3 percent more revenue, respectively, than did the 

ERTA Model. Using the 1973 Law Model total revenue as the base, the 

ERTA, the Alternate 0%, and the Alternate 60% revenue totals were 
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24.4%, 22.0%, and 24.1% l e s s , r espec t ive ly . Thus, the adoption of 

any indexat ion model m preference to maintaining the 1973 Law Model 

r e su l t ed in a s izable l o s s in revenue. While revenue losses were 

expected, i t had been unc l ea r what magnitude of losses to 

a n t i c i p a t e . Furthermore, i t had not been a n t i c i p a t e d t h a t the 

revenue amounts of the va r ious indexation models would be so n e a r l y 

the same. Nor was the ERTA Model expected t o generate the l e a s t 

revenue t o t a l . 

Table 6 -2 . 1974-1978 Revenue Amount Totals (thousands) by Group 
and by Tax Model 

Group 

1 
2 
3 
4 

To ta l 

1973 
Law Model 

84 ,751,945 
417,244,234 

22 ,230,520 
9,431,747 

533,658,446 

ERTA Model 

58 ,700 ,662 
321 ,659 ,723 

16 ,055 ,964 
7 ,137 ,643 

403 ,553 ,992 

A l t e r n a t e 
0% Model 

58 ,715 ,879 
334 ,480 ,342 

15 ,644 ,808 
12 ,535 ,085 

421 ,376 ,114 

A l t e r n a t e 
60% Model 

58 ,914 ,043 
330,966, 191 

12 ,266 ,334 
2 ,738 ,977 

404 ,885 ,545 

Source: Chapter 6, Table 6-1 and ca l cu la t ion 

Concluding comments 

If Congress chooses t o implement the indexat ion por t ion of 

ERTA, y e t they want to genera te ex t ra revenue, further examination 

of Table 6-2 suggests t h a t adopting the p rov i s ions of the Al te rna te 

0% Model would be a v i ab l e option Because of the s izeable inc rease 

(176%) expected of Group 4 in making th i s change (from $7.1 b i l l i o n 

to $12.5 b i l l i o n ) compared to the small i nc rea se (4%) for the group 

exper iencing the next l a r g e s t change (Group 2 - from $321.7 b i l l i o n 
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to $334.4 b i l l i o n ) , Congress might be persuaded to allow a cap i t a l 

gain deduction along with the adoption of the indexation suggested 

in the Al t e rna te 0% Model. Permit t ing a small deduction ( e . g . , 10 

pe rcen t ) , should allow for some reduct ion of t h i s 176 percen t 

increase without an apprec iable loss of t o t a l revenue. Hence, the 

change might be more appeal ing to Group 4. However, t h e added 

complexity and other p o t e n t i a l nonrevenue e f fec t s such as a decl ine 

in c a p i t a l a s s e t s sa les incurred in switching from the ERTA Model to 

some Al te rna te Model might not be worth the addi t ional revenue 

generated Po ten t ia l nonrevenue e f f ec t s associated wi th the var ious 

models are discussed l a t e r in t h i s chapter If Congress des i res 

more revenue than t ha t , they could decide to negate the indexation 

por t ion of ERTA. Using the 1973 Law Model as the surrogate for 

current tax law and the ERTA revenue amounts as the b a s e , t h i s would 

mean revenue increases of 44 percent , 30 percent , 39 pe rcen t , and 32 

percent from Groups 1 through 4 r e s p e c t i v e l y . 

While the reduction in revenue caused by switching from the 

1973 Law Model to the ERTA Model was q u i t e large ($130.1 b i l l i o n ) , 

the add i t i ona l decrease which resu l t ed when the child/dependent care 

c r e d i t , the c r e d i t for the e lde r ly , and the earned income c red i t a l l 

were indexed was quite small ($2.1 b i l l i o n ) See Appendix A, Table 

A-43 for the t o t a l 1974-1978 c r e d i t amounts taken by each group, 

indexed under the Al terna te Model and unmdexed under t h e ERTA 

Model This t a b l e also shows the group bene f i t breakdown. As 

expected, most of the b e n e f i t s went to Groups 1 and 2 Since the 
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i n d e x i n g of t h e above named c r e d i t s r e s u l t e d i n such a small revenue 

l o s s wi th most of t he b e n e f i t s going t o lower income t a x p a y e r s , 

s h o u l d Congress dec ide t o o f f e r a d d i t i o n a l r e l i e f t o these g roups , 

t h i s i n d e x a t i o n would be a s imple a d d i t i o n to t h e i n d e x a t i o n a s 

s p e c i f i e d in ERTA. 

The r e d u c t i o n i n government revenue r e s u l t i n g from t h e adop t ion 

of any of the i n d e x a t i o n models , with t h e concomi tan t burgeoning of 

t h e n a t i o n a l d e b t , could p roduce one o f the f o l l o w i n g r e s p o n s e s . 

Congress might e l e c t to c u t government spending. While t h i s 

b a l a n c e d budget approach h a s been proposed by t h e Reagan 

a d m i n i s t r a t i o n , t o date t h e a t t a inment of t h a t goa l appears t o be 

e l u s i v e Another response might be t o add new t a x e s to t h e system, 

p o s s i b l y a v a l u e d added t a x (VAT) . Such an a d d i t i o n has met w i t h 

d e f e a t in the p a s t when i t was c o n s i d e r e d Simply r a i s i n g t a x r a t e s 

o r narrowing b r a c k e t wid ths might be a t h i r d r e s p o n s e to t h e revenue 

s h o r t f a l l The s imples t r e s p o n s e might be to e l e c t not t o respond 

( i . e . , Congress could i g n o r e the impact of the revenue l o s s and the 

r e s u l t i n g d e f i c i t g rowth) . 

4 . D i s t r i b u t i o n a l e f f e c t s 

Having a d d r e s s e d the revenue e f f e c t s which r e s u l t e d from 

a p p l y i n g the v a r i o u s tax mode ls , a t t e n t i o n now i s t u rned t o t h e 

d i s t r i b u t i o n a l e f f e c t s which occurred . These d i s t r i b u t i o n a l 

e f f e c t s , in t e rms of the t a x a f t e r c r e d i t s amounts c a l c u l a t e d as 

p e r c e n t s of AGI amounts, c o n t a i n e d m Appendix C, Tables C-l th rough 



www.manaraa.com

157 

C-4, were retabulated with an emphasis on the tax model and arranged 

by year and by group (Table 6-3). Figure 2 is the graph of this 

table. 

Table 6-3. Tax after Credits Amounts as Percents of AGI 
Amounts by Tax Model, by Year, and by Group 

Group 

1 
2 
3 
4 

Group 

1 
2 
3 
4 

1974 

.0691 

.1247 

.2444 
3119 

1974 

0628 
.1176 
2266 
.2949 

1973 

1975 

.0695 

.1276 

.2527 

.3170 

E 

1975 

.0549 
1091 
.2033 
.2651 

Law 

2RTA 

Model 

1976 

.0726 

.1307 

.2595 

.3221 

Model 

1976 

.0489 

.0993 

.1846 

.2407 

1977 

.0776 

.1333 

.2659 

.3260 

1977 

.0479 

.0945 

.1723 

.2208 

1978 

0802 
.1355 
.2714 
.3293 

1978 

0444 
0887 
.1595 
.2163 

Alternate 0% Model 

Group 

1 
2 
3 
4 

1974 

0638 
.1218 
.2295 
.4166 

1975 

.0601 
1186 
.2182 
3862 

1976 

.0544 

.1108 

.2056 

.3579 

1977 

.0499 

.1009 

.1943 

.3148 

1978 

.0463 
0974 
.1860 
3153 

Alternate 60% Model 

Group 

1 
2 
3 
4 

1974 

.0640 
1156 
.2060 
.1232 

1975 

0602 
1185 
.2024 
.2092 

1976 

.0498 

.1098 

.1858 

.1988 

1977 

.0508 

.1006 

.1613 

.1624 

1978 

0459 
.0961 
.1589 
.1752 

Source: Appendix C, Table C-l through C-4 
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by Group w i t h an Emphasis on t h e Tax Model Used 
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An examina t ion of F igu re 2 r e v e a l s t h e upward r a t i o t r e n d f o r 

each group ove r t ime when the 1973 Law Model was used , and the 

g e n e r a l l y downward r a t i o t r e n d when an i n d e x a t i o n model was used . 

Use of t h e A l t e r n a t e 50% Model produced an excep t ion t o t h i s 

downward r a t i o t r e n d , p a r t i c u l a r l y w i t h r e s p e c t to Group 4 and t h e 

1974 r a t i o . To d e t e r m i n e a reason f o r t h i s e x c e p t i o n a l b e h a v i o r , an 

examina t ion o f Appendix A, Table A-41 proved h e l p f u l . Th is t a b l e 

c o n t a i n s the a lgor i thm and the data used i n c o n v e r t i n g t he t a x a b l e 

income o f t h e ERTA Model to t h e t a x a b l e income of t h e A l t e r n a t e 0% 

Model which, i n t u r n , was used to d e t e r m i n e t h e t a x a b l e income o f 

t h e A l t e r n a t e 60% Model With r e g a r d to t h i s Group 4 excep t ion , the 

p o r t i o n of t h e a lgo r i thm of p a r t i c u l a r i n t e r e s t i s t h e t r a n s i t i o n 

from t h e t a x a b l e income of the A l t e r n a t e 0% Model to t he t a x a b l e 

income o f t h e A l t e r n a t e 60% Model. Tha t p o r t i o n of t h e a lgo r i thm i s 

a s fo l l ows : 

t a x a b l e income - 0% 
- c a p i t a l gain adjustment 
+ c a p i t a l loss adjustment 

= t a x a b l e income - 60% 

The d a t a con ta ined i n t h a t t a b l e for Group 4 r e v e a l e d t h a t , as 

e x p e c t e d , t h e 1974 t a x a b l e income f o r the A l t e r n a t e 0% Model was the 

lowest income f i g u r e p r e s e n t e d , $340 m i l l i o n l e s s t h a n the 1975 

f i g u r e ( i . e . , $5,039 b i l l i o n - 4 699 b i l l i o n ) . However, t h e 1974 

c a p i t a l gain adjus tment used f o r d e r i v i n g the t a x a b l e income of t h e 

A l t e r n a t e 60% Model unexpec t ed ly was $595 m i l l i o n more t h a n was t h e 

1975 c a p i t a l g a m ad jus tmen t ( i . e . , $3 ,921 b i l l i o n - $3,326 
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b i l l i o n ) . Those two f i g u r e s ( i . e . , the low t a x a b l e income f i g u r e 

and t h e h i g h c a p i t a l g a i n f i g u r e ) combined t o y i e l d for t h e 

A l t e r n a t e 60% Model a 1974 t a x a b l e income f i g u r e of $923 m i l l i o n , an 

amount only 50.6 p e r c e n t of t h e 1975 t a x a b l e income of $1,822 

b i l l i o n . Another r eason for t h i s d e v i a t i o n from t h e o v e r a l l t r e n d 

p robab ly i s r e l a t e d t o the smal l number of t a x p a y e r s compr i s ing 

Group 4. As a consequence, t h i s group was more s e n s i t i v e to a n y 

change so t h a t t r e n d d e t e r m i n a t i o n s made would have been s u b j e c t to 

g r e a t e r v a r i a n c e s , and the r e s u l t s ob ta ined f o r t h i s group would be 

l e s s r e l i a b l e 

The p r o g r e s s i v e r a t e s t r u c t u r e , as a f e a t u r e of the f e d e r a l tax 

sys tem, i s i n t e n d e d t o p l a c e a h e a v i e r burden on t h o s e who have more 

income, hence , presumably p o s s e s s i n g a g r e a t e r a b i l i t y t o pay. The 

d e c i s i o n a s to how p r o g r e s s i v e any t ax system should be i s l e f t 

u l t i m a t e l y t o t h e t a x p a y e r s and Congres s . The t ax a f t e r c r e d i t s 

amount w r i t t e n a s a p e r c e n t of t he AGI amount shows what p o r t i o n of 

each AGI d o l l a r r e p r e s e n t s t a x l i a b i l i t y . In a p r o g r e s s i v e t a x 

system, one would expec t g r e a t e r t a x l i a b i l i t y as t h e abso lu t e 

number of AGI d o l l a r s i n c r e a s e s Hence, comparing p r o g r e s s i v i t i e s 

can se rve a s a s u r r o g a t e p r o c e s s f o r comparing d i s t r i b u t i o n a l 

e f f e c t s . F i g u r e 2 and Table 6-3 from which i t was d e r i v e d show t h a t 

each of t he tax models e x h i b i t e d some degree of p r o g r e s s i v i t y s i n c e 

a group having more income e x p e r i e n c e d a g r e a t e r t a x l i a b i l i t y than 

d id a group hav ing l e s s income. The e x c e p t i o n to t h i s p a t t e r n of 

p r o g r e s s i v i t y i s Group 4, t h e 1974 e n t r y of t h e A l t e r n a t e 60% Model. 
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The reason for this exception was explained above. The Alternate 

60% Model also exhibited the smallest differences between Group 3 

and Group 4 ratios. 

Contained in Chapter 1 are several definitions of 

progressivities which were used in this study. One way to compare 

systems to determine which is the most progressive would be to 

measure the differences between the lowest taxpayer group and the 

highest taxpayer group Then, the system with the greatest 

difference between these groups would be deemed to be the most 

progressive. Using this definition, one conclusion that can be 

drawn from this study is that the systems as arranged from most 

progressive to least progressive are the Alternate 0% Model, the 

1973 Law Model, the ERTA Model, and the Alternate 60% Model This 

finding is based on average differences (derived from Table 6-3) 

between Group 1 and Group 4 taxpayers of .3033, .2475, .1958, and 

.1196, respectively. However, while this definition addresses 

overall progressivity, it does not address the change in 

progressivities of each system over time, nor does it address the 

distributional effect each system had on the taxpayer groups. 

To address the change in progressivities of each system over 

time, the following definition, stated in Chapter 1, was adopted: a 

system became more progressive over time if the distributional 

effects ratios converted to percents per group increased over time. 

This definition conforms with the notion that a progressive tax 

system places a heavier burden on those with a greater ability to 
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pay. To apply the de f i n i t i on adopted, t h e data shown i n Table 6-4 

were derived using the da ta contained in Table 6-3. Since 

p r o g r e s s i v i t i e s were ascer ta ined over t ime, only the da ta from the 

end years 1974 and 1978 were necessary. However, because of the 

anomalous 1974 Group 4 r a t i o for the Alternate 60% Model, a r a t i o 

which did no t conform to t h e general t r end which occurred for tha t 

group, 1974 was deemed to offer an unsa t i s f ac to ry data base fo r t h i s 

p a r t i c u l a r comparison. To be cons i s t en t across a l l models, 1975 

data was deemed t o be a more s a t i s f a c t o r y choice. Hence, 1975 data 

was used along with 1978 da ta . To compare the r e s u l t s across a l l 

models, the 1975 da ta and the 1978 data for each model were 

converted to percents us ing the Group 1 d i s t r i b u t i o n a l e f f ec t s 

r a t i o s for t h e years 1975 and 1978 as the bases for the d iv is ion of 

the Groups 2 through 4 r a t i o s . These derived percen ts then were 

subtracted t o determine change i n percent f igures . A p o s i t i v e 

change in percent f igure implies an increase m spread between the 

Group 1 en t ry and the group exhib i t ing t h e pos i t ive change, while a 

negat ive change implies a decrease in spread. Three l i k e s ign 

change in percent f igures were i n t e r p r e t e d as implying a movement 

toward g rea t e r p r o g r e s s i v i t y i f p o s i t i v e , and toward l e s se r 

p r o g r e s s i v i t y if nega t ive . Two l i k e s ign changes were in t e rp re t ed 

as meaning t h e system remained e s s e n t i a l l y the same Comparisons of 

the r e s u l t i n g 1975 and the 1978 changes i n percent for each model 

y ie lded the following conclus ions : 

1. t h e 1973 Law Model tax system became l e s s p rogress ive , 
2. both Alternate Models t a x systems became more progressive, and 
3. t h e ERTA Model t a x system remained e s s e n t i a l l y the same. 
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Table 6-4. 1975 and 1978 Distributional Effects Ratios Retabulated 
and Written as Percents of the Group 1 Entry for that Year by Tax 
Model and by Group 

Group 

Group 

1 
2 
3 
4 

Group 

1 
2 
3 
4 

Group 

1 
2 
3 
4 

1975 

1975 

0549 
1091 
.2033 
.2651 

1975 

0601 
.1186 
.2182 
.3862 

1975 

.0602 
1185 
.2024 
2092 

1973 Law Model 

Percent of 
Group 1 

ERTA 

Percent of 
Group 1 

1.0000 
1.9872 
3.7031 
4 8288 

Alternate 

Percent of 
Group 1 

1.0000 
1.9734 
3.6306 
6.4259 

Alternate 

Percent of 
Group 1 

1.0000 
1.9684 
3.3621 
3.4751 

1978 

Model 

1978 

.0444 

.0887 

.1595 

.2163 

0% Model 

1978 

0463 
0974 
.1860 
.3153 

60% Model 

1978 

.0459 
0961 
1589 
.1752 

Percent c 
Group 1 

Percent c 
Group 1 

1.0000 
1.9977 
3.5923 
4.8716 

Percent o 
Group 1 

1.0000 
2 1037 
4.0173 
6.8099 

Percent o 
Group 1 

1.0000 
2.0937 
3 4619 
3 8169 

>£ 

.f 

• £ 

• £ 

Change m 
percents 

Change in 
percents 

0 0000 
+0.0105 
-0.1108 
+0.0428 

Change in 
percents 

0 0000 
+0.1303 
+0.3867 
+0 3840 

Change in 
percents 

0.0000 
+0.1253 
+0 0998 
+0 3418 

Source: Chapter 6, Table 6-3 

Having discussed the overall progressivity of the models and 

the change in progressivities of the models over time, attention is 

now given to the distributional effect each model had on the various 
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taxpayer groups. One approach taken was to find the differences 

among the distributional effects ratios across the various groups 

and note the direction of change among these differences over time. 

With this purpose in mind, Table 6-5 was derived from Table 6-3 by 

subtracting the various group entries to determine the differences 

between pairs of groups for each model. Since the goal sought was 

to determine the effects over time, only end year data were used. 

Again, because of the anomalous 1974 Group 4 ratio for the Alternate 

60% Model, 1975 data was substituted for 1974 data and was used 

along with 1978 data. In addition to deriving the 1975 and the 1978 

group differences, the percent changes which occurred between those 

differences also were calculated and are contained m Table 6-5. 

These percent changes were calculated to determine the relative 

amount of change which occurred between the groups over time. It 

was thought that such relative amount of change data offered more 

insight than would absolute amount of change data since the former 

represents standardization across scales of measurement. The 

percent change was determined in the following manner. 

percent change = 
(1978 group difference - 1975 group difference)/1975 group 

difference 

A negative percent change was interpreted to mean that the 

difference between the groups specified decreased over time, while a 

positive change implied an increase. The following analyses were 

made based upon the percent change section of Table 6-5. 
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Viewing each tax system i n i s o l a t i o n and obse rv ing t h e 

g e n e r a l l y n e g a t i v e changes , i t i s i n t e r e s t i n g t o n o t e t h a t the group 

p e r c e n t changes fo r each i n d e x a t i o n system g e n e r a l l y d e c l i n e d ove r 

t i m e . This i s i n c o n t r a s t t o t h e r e s u l t s a s s o c i a t e d with the 1973 

Law Model f o r which t h e r e were some group i n c r e a s e s ( 1 e . , some 

p o s i t i v e changes) . The fo l lowing s e t of a n a l y s e s t r e a t e d Group 1 as 

t h e base f o r comparison ( i . e . , a f ixed p o i n t ) . This was deemed to 

be a p l a u s i b l e approach because , as w i l l b e seen subsequen t ly i n 

F igu re 3, Group 1 exper ienced l i t t l e change no ma t t e r which 

indexa t ion model was u s e d and exper ienced one of the sma l l e s t 

changes when the 1973 Law Model was a p p l i e d . With r e s p e c t to t h e 

1973 Law Model, s ince t h e p e r c e n t change between Groups 1 and 2 

d e c l i n e d o v e r t ime , w h i l e t hose between Groups 1 and 3 and between 

Groups 1 and 4 i n c r e a s e d , i t would seem t h a t a l e s s e n i n g of t h e t ax 

burden for Group 2 a t t h e expense of Groups 3 and 4 o c c u r r e d . 

Not ing t h a t t h e p e r c e n t change between Groups 3 and 4 dec l i ned , one 

cou ld conclude t h a t w h i l e Groups 3 and 4 expe r i enced tax l i a b i l i t y 

i n c r e a s e s o v e r t i n e , r e l a t i v e l y speaking, Group 3 expe r i enced more 

of t h e burden than did Group 4. 

Tab le 6-5. Group D i f f e r ences Occurr ing w i t h t h e Var ious Tax Models 
f o r 1975 and 1978 Followed by t h e Percen t Changes Occur r ing d u r i n g 
t h a t Period wi th t he 1975 D i f f e r e n c e as t h e Base 

1975 

Alternate Alternate 
Groups 1973 Law Model ERTA Model 0% Model 60% Model 

162 .0581 
163 .1832 
164 .2475 
2&3 .1251 

.0542 

.1484 

.2102 

.0942 

0585 .0583 
.1581 .1422 
.3261 r .1490 
.0996 .0839 
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2&4 
3&4 

Group 

1&2 
1&3 
|&4 
2&3 
2&4 
3&4 

Group 

1&2 
1&3 
1&4 
2&3 
2&4 
3&4 

Source : 

.1894 

.0643 

1973 Law Model 

.0553 

.1912 

.2491 

.1359 

.1938 

.0579 

P e r c e n t 

1973 Law Model 

- . 0482 
+.0437 
+.0065 
+.0863 
+.0232 
- 1000 

Chapte r 6, Table 

.1560 

.0618 

1978 

ERTA Model 

.0443 

.1151 

.1719 

.0708 

.1276 

.0568 

changes o c c u r r i n g 

ERTA Model 

- . 1 8 2 7 
- . 2 2 4 4 
- . 1 8 2 2 
- . 2 4 8 4 
- . 1 8 2 1 
- . 0 8 0 9 

: 6-3 and c a l c u l a t i 

.2676 

. 1680 

A l t e r n a t e 
0% Model 

.0511 

.1397 
.2690 

.0886 

.2179 

.1293 

from 1975 t o 

A l t e r n a t e 
0% Model 

- . 1 2 6 5 
- . 1 1 6 4 
- . 1 7 5 1 
- . 1 1 0 4 
- . 1 8 5 7 
- . 2 3 0 4 

,ons 

.0907 

.0068 

A l t e r n a t e 
60% Model 

.0502 

.1130 
1293 
.0628 
.0791 
.0163 

1978 

A l t e r n a t e 
60% Model 

- 1389 
- .2053 
- .1322 
- .2515 
- .1279 
+1.3971 

An examination of the ERTA Model percent changes revealed that 

the greatest decline occurred between Groups 2 and 3 and the least 

decline occurred between Groups 3 and 4 Note also the smaller 

declines between Groups 1 and 4 and Groups 2 and 4 Thus, it 

appeared that a portion of the tax burden was being shifted away 

from Group 3 in this model and toward Groups 2 and 4. For the 

Alternate 0% Model, the greatest decline occurred between Groups 3 

and 4, with the least decline occurring between Groups 2 and 3 The 

tax burden seemed to shift away from Group 4 and toward Group 3. 

Evidence that some of the tax burden was shifted toward Group 2 was 
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shown by the small decline between Groups 1 and 2. The g rea te s t 

dec l ine for the Al te rna te 60% Model occurred between Groups 2 and 3 

with t h e grea tes t increase ( i . e . , l e a s t decl ine) between Groups 3 

and 4. The small dec l ines occurring between Groups 1 and 4 and 

Groups 2 and 4 seemed to i n d i c a t e tha t t h e burden was shif ted away 

from Group 3 and toward Group 4 and, t o a l esser ex ten t , toward 

Group 2 . 

Having observed how t h e t ax burdens shif ted over time ( i . e . , 

the d i s t r i b u t i o n a l ef fec ts ) for each of the models, another approach 

was t aken to reexamine those d i s t r i b u t i o n a l e f fec ts from a d i f f e r e n t 

pe r spec t ive . Spec i f i ca l ly , the data i n Table 6-3 were r e t abu la ted 

with an emphasis on the year r a the r than on the tax model The 

r e t abu la t ed data a r e contained m Table 6-6 Figure 3, the graph of 

t h i s t a b l e , was included t o f a c i l i t a t e v i s u a l i z a t i o n of the data . 

Table 6-6 Tax a f t e r Credi t s Amounts as Percents of AGI by Year, 
by Group, and by Tax Model 

Group 

1 
2 
3 
4 

Group 

1 
2 
3 
4 

1973 

1973 

Law Model 

.0691 
1247 
2444 

.3119 

Law Model 

0695 
.1276 
.2527 
.3170 

1974 

ERTA Model 

0628 
1176 

.2266 
2949 

1975 

ERTA Model 

0549 
.1091 
.2033 
.2651 

A l t e r n a t e 
0% Model 

.0638 

.1218 

.2295 

.4166 

A l t e r n a t e 
0% Model 

.0601 
1186 

.2182 

.3862 

A l t e r n a t e 
60% Model 

0640 
1156 

.2060 

.1232 

A l t e r n a t e 
60% Model 

.0602 

.1185 

.2024 

.2092 
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1976 

Group 

1 
2 
3 
4 

Group 

1 
2 
3 
4 

Group 

1 
2 
3 
4 

1973 Law Model 

.0726 

.1307 

.2595 

.3221 

1973 Law Model 

.0776 

.1333 

.2659 
3260 

1973 Law Model 

.0802 
1355 
.2714 
.3293 

ERTA Model 

.0489 

.0993 

.1846 

.2407 

1977 

ERTA Model 

.0479 
0945 
.1723 
.2208 

1978 

ERTA Model 

.0444 

.0887 

.1595 

.2163 

Alternate 
0% Model 

.0594 

.1108 

.2056 

.3579 

Alternate 
0% Model 

.0499 

.1009 

.1943 

.3148 

Alternate 
0% Model 

.0463 

.0974 

.1860 

.3153 

Alternate 
60% Model 

.0498 

.1098 

.1858 
1988 

Alternate 
60% Model 

.0508 

.1006 

.1613 
1624 

Alternate 
60% Model 

0459 
.0961 
.1589 
.1752 

Source: Chapter 6, Table 6-3 

Wi th r e s p e c t t o Groups 1, 2 , and 3 , an examina t ion of Figure 3 

r e v e a l s t h a t the l a r g e s t d i s t r i b u t i o n a l e f f e c t s r a t i o ( i . e . , t h e 

r a t i o o f tax a f t e r c r e d i t s amounts to AGI amounts) i s g e n e r a t e d by 

the 1973 Law Model. That i s , c o n s i d e r i n g e a c h of t h e s e t h r e e groups 

i n any one year , t h e h ighes t p o i n t ( i . e . , d i s t r i b u t i o n a l e f f e c t s 

r a t i o ) was g e n e r a t e d by the 1973 Law Model. This s t a t e m e n t i s not 

t r u e f o r Group 4, s i n c e fo r t h a t group d u r i n g 1974-1976, t he h i g h e s t 

p o i n t was gene ra t ed by the A l t e r n a t e 0% Model. Over t i m e , for 
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Groups 1, 2, and 3, the difference between the 1973 Law Model r a t i o 

and the other r a t i o s increased. That i s , the d i s tance between the 

point associa ted with the 1973 Law Model and any other point became 

larger over time. This increase i n distance occurred because, as 

was noted for Figure 2, the r a t i o s associated wi th the 1973 Law 

Model increased over t ime, whereas the ra t ios of the indexat ion 

models general ly decreased. Note a l so the change over time for 

Group 4 which was af fec ted by the 1973 Law Model r a t i o increase and 

the Al te rna te 0% Model r a t i o decrease . By 1977, the 1973 Law Model 

r a t io was s l i gh t ly l a rge r than the Alternate 0% Model r a t i o , and by 

1978, i t was c l ea r ly l a rge r . This t rend of the 1973 Law Model r a t i o 

being t h e la rges t for a l l four groups would be expected to continue 

beyond t h e years of the study, 

A fur ther examination of Figure 3 reveals t h a t when only the 

indexat ion models were considered, i t seemed of l i t t l e consequence 

to Groups 1 or 2 which model was used. This r e s u l t held pr imar i ly 

because of the r e l a t i v e unimportance to these groups of the 

adjustments made in der iv ing the taxable income of one model from 

that of another. This conclusion was drawn from an examination of 

these adjustments. Table A-41, Appendix A conta ins the underlying 

data used for these adjustments. Tables 6-7 and 6-8, both derived 

from Table A-41 by s tandardizing those data ( i . e . , converting them 

to p e r c e n t s ) , contain the taxable incomes of the Alternate 0% and 

60% Models wri t ten as percents of t he taxable incomes of the ERTA 

Model and the Al te rna te 0% Model, respect ive ly , from which they were 
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derived. Also contained therein are the adjustments leading to the 

derivation of the taxable income of the Alternate Models similarly 

written as percents. Considering Table 6-7 and only Group 1, note 

that for the years 1974, 1977, and 1978, the taxable income amounts 

associated with the Alternate 0% Model were virtually equivalent to 

those of the ERTA Model. The range of differences was from 1.1 

percent to 2.4 percent (101.1% - 100% to 100% - 97.6%). The 

differences, while higher in 1975 and 1976 (3.9 percent and 6 5 

percent respectively), still were quite small. In adjusting the 

taxable income of the Alternate 0% Model to derive that of the 

Alternate 60% Model, for Group 1 in Table 6-8, the taxable incomes 

of the latter differed by only 0.6 percent to 0.9 percent of the 

former. These small differences in percents of taxable income 

occurred even though some specific adjustments, such as the mortgage 

interest adjustment and the interest income adjustments (Table 6-7) 

were rather large (up to 16.8%). However, many adjustments were 

rather small (i.e., less than 5%). Specific adjustments made ranged 

from 0.1 percent (Table 6-7, 1974, Capital gam (0%)) to 16.8 

percent (Table 6-7, 1976, Mortgage interest). Similar results held 

for Group 2 where the taxable income of the Alternate 0% Model 

differed from the taxable income of the ERTA Model only by 0.0 

percent to 5.5 percent (Table 6-7). The taxable income of the 

Alternate 60% Model differed only from 0.0 percent to 1.0 percent of 

the taxable income of the Alternate 0% Model (Table 6-8). Specific 

adjustments ranged from a low of 0.3 percent (Table 6-7, 1975 
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Capital gam (0%)) to a high of 9.8 percent (Table 6-7, 1976, 

Mortgage interest). 

Table 6-7. Taxable Income of the Alternate 0% Model and the 
Adjustments to the Taxable Income of the ERTA Model in the 
Derivation of the Taxable Income of the Alternate Model Written 
as Percents of the Taxable Income of the ERTA Model by Group 
and by Year 

Group 1 

Taxable income - ERTA 
Adjustments: 
Interest income 
Capital gam (0%) 
Capital loss (0%) 
Mortgage interest 
Nonmortgage interest 

Taxable income - 0% 

1974 

100,276,134 

-.07984 
-.00116 
-.02073 
+.05836 
+.01921 
0.97589 

100 

1975 

,623,050 

-.12242 
-.00548 
-.01614 
+.13785 
+.04561 
1.03940 

1976 

104,775,970 

-.13603 
-.00699 
-.01213 
+.16797 
+.05173 
1.06455 

1977 1978 

Taxable income - ERTA 
Adjustments: 
Interest income 
Capital gain (0%) 
Capital loss (0%) 
Mortgage interest 
Nonmortgage interest 

Taxable income - 0% 

112,018,220 

-.12050 
-.00617 
-.00640 
+.10963 
+.03392 
1.01047 

117 ,455,000 

-.13116 
-.00743 
-.00916 
+.11696 
+.03617 
1.01153 

Group 2 

Taxable income - ERTA 
Adjustments: 
Interest income 
Capital gain (0%) 
Capital loss (0%) 
Mortgage interest 
Nonmortgage interest 

Taxable income - 0% 

1974 

360,088,009 

-.04415 
+.00558 
-.01229 
+.03874 
+.01285 
1.00073 

393 

1975 

,605,890 

-.06260 
+.00324 
-.01268 
+.08307 
+.02435 
1.03603 

425 

1976 

,529,850 

-.06620 
+.00445 
-.01091 
+.09831 
+.02896 
1.05462 
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1977 1978 

Taxable income - ERTA 
Adjus tments : 

I n t e r e s t income 
C a p i t a l g a i n (0%) 
C a p i t a l l o s s (0%) 
Mortgage i n t e r e s t 
Nonmortgage i n t e r e s t 

Taxable income - 0% 

458,510,610 490,730,660 

- .05930 
+.00445 
- .00838 
+.06191 
+.01861 
1.01731 

- . 0 6 3 2 1 
+.00451 
- . 00706 
+.07088 
+.02216 
1.02729 

Group 3 

Taxable income - ERTA 
Adjustments : 

I n t e r e s t income 
C a p i t a l g a m (0%) 
C a p i t a l l o s s (0%) 
Mortgage i n t e r e s t 
Nonmortgage i n t e r e s t 

Taxable income - 0% 

1974 

11,157,557 

- .17552 
+.08439 
- .04132 
+ 03406 
+.03363 
0.93524 

1975 

12 ,306 ,975 

- . 24043 
+.08821 
- .04253 
+.08296 
+.07111 
0.95933 

1976 

13,021,295 

- .25395 
+.11519 
- .03678 
+.10740 
+.08354 
1.01541 

1977 1978 

Taxable income - ERTA 
Adjustments : 

I n t e r e s t income 
C a p i t a l g a m (0%) 
C a p i t a l l o s s (0%) 
Mortgage i n t e r e s t 
Nonmortgage i n t e r e s t 

Taxable income - 0% 

13,727,638 

- 20495 
+.10398 
- .02654 
+.06962 
+.05052 
0.99263 

14 ,431 ,735 

- 21295 
+.11190 
- .02242 
+.05706 
+.07527 
1 00886 



www.manaraa.com

Table 6-7 continued 174 

1974 

Group 4 

1975 1976 

Taxable income - ERTA 
Adjustments-

Interest income 
Capital gain (0%) 
Capital loss (0%) 
Mortgage interest 
Nonmortgage interest 

Taxable income - 0% 

3,047,450 

-.57170 
+.99041 
-.06472 
+.03779 
+.15022 
1.54995 

3,431,522 

-.48419 
+.73295 
-.04450 
+.06489 
+.19939 
1.47855 

3,874,643 

-.41620 
+.78136 
-.03064 
+.06737 
+.18723 
1.58913 

1977 1978 

Taxable income - ERTA 
Adjustments: 

Interest income 
Capital gain (0%) 
Capital loss (0%) 
Mortgage interest 
Nonmortgage interest 

Taxable income - 0% 

4,315,758 

-.39106 
+.80400 
-.02666 
+.05320 
+.12719 
1.56666 

4,757,430 

-.42864 
+.75394 
-.02411 
+.13707 
+.10442 
1 54268 

Source: Appendix A, Table A-41 and calculations 

Table 6-8. Taxable Income of the Alternate 60% Model and the 
Adjustments to the Taxable Income of the Alternate 0% Model in thee 
Derivation of the Taxable Income of the Alternate 60% Model Written 
as Percents of the Taxable Income of the Alternate 
and by Group 

Model by Year 

1974 

Group 1 

1975 1976 

Taxable income - 0% 
Adjustments: 
Capital gam (60%) 
Capital loss (60%) 

Taxable income - 60% 

97,858,565 104,589,945 111,539,466 

-.00897 
+.01463 
1.00566 

-.00735 
+.01369 
1.00353 

-.00894 
+.00828 
0.99933 
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1977 1978 

Taxable income - 0% 
Adjustments: 

Capital g a m (60%) 
Capital loss (60%) 

Taxable income -

113,191,460 118,808,688 

-.00842 
+.00519 
0.99677 

-.00905 
+.00656 
0.99143 

1974 

Group 2 

1975 1976 

Taxable income - 0% 
Adjustments: 

Capital g a m (60%) 
Capital loss (i 

Taxable income -

360,349,846 407,788,510 448,773,287 

-.01400 
+.00933 
0.99533 

-.01268 
+.00904 
0.99637 

-.01588 
+.00766 
0.99179 

1977 1978 

Taxable income - 0% 
Adjustments: 

Capital g a m (60%) 
Capital loss (60%) 

Taxable income - 60% 

466,447,809 504,120,281 

-.01556 
+.00612 
0.99055 

-.01711 
+.00508 
0.98797 

1974 

Group 3 

1975 1976 

Taxable income - 0% 
Adjustments: 

Capital g a m (60%) 
Capital loss (60%) 

Taxable income -

10,434,942 

-.14154 
+.03349 
0.89196 

11 ,806 ,476 

- 15688 
+.03270 
0.87582 

13 ,221 ,987 

- . 1 9 0 3 5 
+.02683 
0 .83648 

1977 1978 

Taxable income - 0% 
Adjus tments : 

C a p i t a l g a m (60%) 
C a p i t a l l o s s (60%) 

Taxable income - 60% 

13,626,426 

-.17416 
+.01986 
0.84570 

14 ,559 ,547 

- .18706 
+.01645 
0.82938 
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1974 1975 1976 

Taxable income - 0% 
Ad jus tmen t s : 

Cap i t a l g a m (60%) 
Cap i t a l l o s s (60%) 

Taxable income -

4,699,151 

-.83441 
+.03073 
0.19632 

5,039,365 

-.66008 
+.02165 
0.36157 

6,157,307 

-.64872 
+.01382 
0.36510 

Taxable income - 0% 
Ad jus tmen t s : 

Cap i t a l g a m (60%) 
Cap i t a l l o s s (60%) 

Taxable income - 60% 

1977 

6 ,761,344 

- .67067 
+.01222 
0.33615 

1978 

7 ,339 ,185 

- .64585 
+.01118 
0.36533 

Source: Appendix A, Table A-41 and c a l c u l a t i o n s 

These ad jus tments became i n c r e a s i n g l y i m p o r t a n t as t h e AGI of 

t h e group i n c r e a s e d . For example , f o r Group 3 , i g n o r i n g a l g e b r a i c 

s i g n s , t h e ad jus tments ranged from a low of 1.6 p e r c e n t (Table 6 -8 , 

1978, C a p i t a l l o s s (60%)) t o a high of 25 .4 p e r c e n t (Table 6-7, 1976 

I n t e r e s t income) However, even wi th l a r g e r a d j u s t m e n t s than 

e x p e r i e n c e d by Group 1, t he t a x a b l e incomes of t h e A l t e r n a t e 0% 

Model s t i l l hovered near t h e 100 p e r c e n t f i g u r e , wi th d i f f e r e n c e s 

above or be low t h a t ranging from 1.5 p e r c e n t t o 6 .5 p e r c e n t of t h e 

t axab l e income of t h e ERTA Model (Table 6 -7 ) . However, t h e t a x a b l e 

income of t h e A l t e r n a t e 60% Model reached a low of 82.9 p e r c e n t of 

t h e t a x a b l e income of the A l t e r n a t e 0% Model ( T a b l e 6-8 , 1978). 

Note, t h o u g h , t h a t an examina t ion of F igu re 3 r e v e a l e d l i t t l e 

d i f f e r e n c e between t h e ERTA Model d i s t r i b u t i o n a l e f f e c t s r a t i o and 
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that of the Alternate 60% Model. This would seem to imply that, at 

least for Group 3, indexing capital asset cost followed by a 60% 

capital gam deduction (the Alternate 60% Model) was approximately 

equivalent to the use of the ERTA Model alone. 

For Group 4, the adjustments were very significant. For 

example, the taxable income of the Alternate 0% Model ranged from 

147.9 percent to 156.7 percent of the taxable income of the ERTA 

Model (Table 6-7), differences of approximately 50 percent. The 

taxable income of the Alternate 60% Model ranged from 19.6 percent 

to 36.5 percent of the taxable income of the Alternate 0% Model 

income (Table 6-8), differences of greater than 60 percent. 

Specific adjustments ranged from 1.1 percent (Table 6-8, 1978, 

Capital loss (60%)) to 99.0 percent (Table 6-7, 1974, Capital gam 

(0%)). 

To summarize, as was noted in the discussion of Figure 2, all 

groups benefited in the change from the 1973 Law Model to the ERTA 

Model. Figure 3 and the above analyses showed that Groups 1 and 2 

received no further benefit and bore little additional tax burden if 

a switch were made from the ERTA Model to either of the Alternate 

Models. These results occurred because, for these groups, the 

adjustments made in deriving the data from one model from that of 

another were relatively minor On the other hand, groups having 

larger AGIs, namely Groups 3 and 4, experienced larger adjustments. 

Hence, these groups were more sensitive to the adoption of one of 

the Alternate Models. Figure 3 revealed that, for the indexation 
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models on ly , bo th of t h e s e groups , b u t e s p e c i a l l y Group 4 would b e a r 

t he g r e a t e s t t a x burden i f t he A l t e r n a t e 0% Model were adopted. 

Conversely , Group 4 would r e c e i v e t h e most b e n e f i t i f t h e A l t e r n a t e 

60% Model were adopted. This l a t t e r r e s u l t was as expec ted s ince 

n e t c a p i t a l g a i n s per r e t u r n were t h e h ighes t f o r t h i s group (see 

Appendix A, Table A-20, Net gain r e t u r n s and Net g a i n s ) . 

With r e s p e c t t o the i n d i v i d u a l adjustment i tems shown in the 

two p reced ing t a b l e s , i t i s i n t e r e s t i n g to n o t e for which group t h e 

l a r g e s t and s m a l l e s t adjustments occu r r ed . That i s , s h o u l d one of 

these p r o v i s i o n s be adopted, which of the groups would b e n e f i t t he 

most or t h e l e a s t or which would t a k e on the l a r g e s t o r t h e sma l l e s t 

added burden . The da ta as shown i n Tables 6-7 and 6-8 a r e 

summarized i n Table 6-9 ( t h e year i s given on ly for r e f e r e n c e ) . Not 

unexpec ted ly , Group 4 exper ienced most of the l a r g e s t ad ju s tmen t s , 

wi th t h e s m a l l e s t adjus tments g e n e r a l l y going t o Groups 1 or 2. 

Hence, t h e adop t ion of any of t h e s e p r o v i s i o n s g e n e r a l l y would 

a f f ec t Group 4 t h e most. 

Table 6 -9 . L a r g e s t and Smal les t P e r c e n t Adjustments i n Absolute 
Magnitude per Adjustment Item I d e n t i f i e d by Year and by Group 

Adjustment 

Interest income 
Capital gain (0%) 
Capital loss (0%) 
Mortgage interest 
Nonmortgage interest 
Capital gain (60%) 
Capital loss (60%) 

Largest 

-.57170 
+ 99041 
- 06472 
+.16797 
+.19939 
-.83441 
+ 03349 

Group 

4 
4 
4 
1 
4 
4 
3 

Year 

1974 
1974 
1974 
1976 
1975 
1974 
1974 

Smallest 

- 04415 
-.00116 
-.00640 
+.03406 
+ 01285 
-.00735 
+.00508 

Group 

2 
1 
1 
3 
2 
1 
2 

Year 

1974 
1974 
1977 
1974 
1974 
1975 
1978 

Source- Chapter 6, Tables 6-7 and 6-8 
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Summary o f d i s t r i b u t i o n a l e f f e c t s 

The fo l lowing c o n c l u s i o n s were drawn r e l a t i v e to t h e 

d i s t r i b u t i o n a l e f f e c t s . C o n s i d e r i n g t h e tax s y s t e m s as a whole, t h e 

models a s a r ranged from mos t p r o g r e s s i v e to l e a s t p r o g r e s s i v e are 

t h e A l t e r n a t e 0% Model, t h e 1973 Law Model, t h e ERTA Model, and t h e 

A l t e r n a t e 60% Model. Over t i m e , t h e 1973 Law Model became l e s s 

p r o g r e s s i v e ; bo th A l t e r n a t e Models, more p r o g r e s s i v e ; and the ERTA 

Model remained e s s e n t i a l l y unchanged. 

The fo l lowing d i s c u s s i o n summarizes the d i s t r i b u t i o n a l e f f e c t s 

each of t h e tax models had on the t axpaye r g r o u p s over t i m e . Group 

1 was t r e a t e d as t h e base . For t he 1973 Law Model , the t a x burden 

seemed t o be l e s s e n e d for Group 2 a t t h e expense of Groups 3 and 4 . 

Of t h e l a t t e r two, Group 3 e x p e r i e n c e d more of t h e s h i f t of the 

bu rden . For t he ERTA Model, t he t a x burden seemed to be s h i f t i n g 

away from Group 3 and toward Groups 2 and 4. F o r the A l t e r n a t e 0% 

Model, t h e t ax burden seemed t o s h i f t away from Group 4 , toward 

Group 3 , and to a l e s s e r e x t e n t , toward Group 2 . The s h i f t s 

a s s o c i a t e d with t h e A l t e r n a t e 60% Model were away from Group 3, 

toward Group 4, and to a l e s s e r e x t e n t , toward Group 2 

C o n s i d e r i n g t h e v a r i o u s t a x systems w i t h o u t regard f o r the t i m e 

d imens ion , a l l groups b e n e f i t e d in changing from the 1973 Law Model 

t o t h e ERTA Model. However, t h e A l t e r n a t e Models had l i t t l e impact 

on Groups 1 and 2 . Both Groups 3 and 4, but e s p e c i a l l y Group 4, 

e x p e r i e n c e d i n c r e a s e d tax b u r d e n s w i t h the a d o p t i o n of t h e A l t e r n a t e 

0% Model. Conversely , Group 4 r e c e i v e d the mos t b e n e f i t wi th the 
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adoption of the Alternate 60% Model. These results occurred because 

Group 4 generally was most sensitive to the adjustments made in 

deriving the taxable income of one model from that of another model. 

5. Nonrevenue effects of indexation 

In addition to the revenue and distributional effects which are 

the direct results of any legislation, certain other effects, 

previously designated as nonrevenue effects, also may occur In 

fact, the tax legislation may have been motivated by the anticipated 

outcomes of these nonrevenue effects. For example, when the capital 

gain deduction was increased from 50 percent to 60 percent, a stated 

purpose of the change was to stimulate increased investment in the 

capital markets. Stated in Chapter 1 are the following effects 

which might result with the adoption of any of the indexation 

models, but in particular with the adoption of an Alternate Model: 

1. simplicity considerations, 
2. effect on saving and consumption, 
3. effect on housing and related issues , and 
4. effect on capital asset sales 

Each of these nonrevenue effects are discussed below. 

Simplicity considerations 

Implementation of the ERTA Model potent ia l ly offers l i t t l e 

change m simplicity with respect to the taxpayer. While the 

taxpayer currently must multiply the $1,000 per person exemption 

amount by the number of exemptions claimed to derive taxable income, 

there likely would be an increase in mathematical errors were tha t 
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number changed to some f i g u r e not as easy to mult iply, for example, 

to $1,060. This s l ight complication could be overcome i f the IRS 

included the exemption amount in the tax t a b l e s . From the 

perspect ive of the IRS however, s l i g h t l y more complexity would 

r e s u l t from the requirement of an annual update of tables and 

amounts. A simplifying e f f e c t might r e su l t for some lower income 

taxpayers who current ly i t emize . Because of t h e indexing of the 

zero bracket amount and t h e fact t h a t the income of those taxpayers 

often does not keep pace w i th the r a t e of i n f l a t i o n , some taxpayers 

l i k e l y would cease i temiz ing . This change a lso would r e s u l t in a 

s impl i f ica t ion for the IRS which no longer would need to s c ru t i n i ze 

those i temiza t ions . 

Greater complexity would resul t from the implementation of the 

Al te rna te Models. Recall t h a t , for these models, i n t e r e s t r e l a t ed 

i tems, capi ta l asse t co s t s , and some c red i t s were indexed. Banks 

and o ther lending or saving i n s t i t u t i o n s could be di rected to send 

i n f l a t i o n adjusted i n t e r e s t statements to t h e i r customers i nd ica t ing 

the income amounts which must be repor ted or t h e deduction amounts 

which could be itemized. However, s ince p r i va t e individuals also 

are involved m the lending process, t he IRS would need to inform 

the taxpayer how to adjust those income and deduction amounts This 

could be accomplished by d i r e c t i n g the taxpayer to a schedule 

provided by the Service. To insure t h a t the taxpayer has ca lcu la ted 

the adjustments cor rec t ly , i t would be advisable to require the 

inc lus ion of t h i s schedule with the t axpayer ' s re turn . The 
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i n d e x a t i o n of the c r e d i t s merely would r e q u i r e an annual update of 

t h e forms p rov ided by t h e IRS f o r t h i s p u r p o s e . 

The i m p l e m e n t a t i o n of c a p i t a l a s s e t c o s t i n d e x a t i o n would be 

s l i g h t l y more complex t h a n i s c u r r e n t l y t h e c a s e . As was sugges t ed 

by Brinner (1976, p . 1 2 9 ) , schedule D could be r e v i s e d so t h a t i t 

inc luded t h e i n f l a t i o n adjus ted a s s e t c o s t . A t a b l e of ad jus tment 

f a c t o r s would have t o b e made a v a i l a b l e o r a formula provided so 

t h a t the t a x p a y e r c o u l d determine t he i n f l a t i o n ad jus t ed c o s t . T h i s 

would be an a d d i t i o n a l mathemat ica l s t ep a s s o c i a t e d w i t h the 

A l t e r n a t e 0% Model f o r which the 60 p e r c e n t c a p i t a l g a i n d e d u c t i o n 

i s e l i m i n a t e d . 

In summary, t h e n , implementing the ERTA Model, w i t h or w i t h o u t 

t h e a d d i t i o n a l i n d e x a t i o n of some c r e d i t s , would i n t r o d u c e only a 

minor amount of complex i ty i n to t h e c u r r e n t system. The i n d e x a t i o n 

of i n t e r e s t r e l a t e d i t e m s would i n t r o d u c e more complexi ty because 

i n d i v i d u a l s as well a s banks and o t h e r l e n d i n g i n s t i t u t i o n s would 

need to make a d j u s t m e n t s . S imi l a r ma thema t i ca l problems could 

r e s u l t i f c a p i t a l a s s e t cos t s were indexed. 

E f f e c t on sav ing and consumption 

Another area which probably would be a f f e c t e d by t h e a d o p t i o n 

of an i n d e x a t i o n model i s t ha t of savings and i t s c o u n t e r p a r t , 

consumption. Since t h e ERTA Model has no p r o v i s i o n which a f f e c t s 

sav ings /consumpt ion d i r e c t l y , t h e r e i s no r e a s o n to b e l i e v e t h a t 

t axpaye r s would change t h e i r c u r r e n t s a v i n g s / s p e n d i n g p a t t e r n i f t h e 

ERTA Model were adop ted . However, one of t h e f e a t u r e s of the 
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A l t e r n a t e Model i s t h e i n d e x a t i o n of i n t e r e s t r e l a t e d i t ems . T h i s 

would have a d i r e c t b e a r i n g on s a v i n g s and consumpt ion . While t h e 

c u r r e n t s t u d y offers no d i r e c t ev idence t o s u p p o r t t h e arguments 

made in t h e fol lowing d i s c u s s i o n , t h e s e arguments a r e p r e s e n t e d t o 

sugges t changes which migh t occur i f t he A l t e r n a t e Model were 

adopted . The i n d e x a t i o n of i n t e r e s t income a s s o c i a t e d with use of 

t h e A l t e r n a t e Model c o u l d s t i m u l a t e g r e a t e r s av ing s i n c e only t h e 

i n f l a t i o n ad jus ted amount would be t a x e d . I f s a v e r s were made aware 

of t h e i r n e g a t i v e s a v i n g s (see Tab le 6-7, I n t e r e s t income 

a d j u s t m e n t ) ; t h a t i s , i f they were con f ron t ed wi th t h e f a c t t h a t 

i n f l a t i o n was g r e a t e r t h a n the c u r r e n t passbook r a t e of 5 .25-5 .50 

p e r c e n t , t h e n they m i g h t urge Congress t o r a i s e or t o e l i m i n a t e t h e 

c u r r e n t c e i l i n g on such a c c o u n t s . Consequen t ly , t h e r e g u l a r 

passbook r a t e might r i s e , or more s a v e r s might move t h e i r funds t o 

money marke t accounts which have no c e i l i n g s . The i n t e r e s t r a t e s on 

t h e s e l a t t e r accounts t h e o r e t i c a l l y could be lower t h a n they would 

be i f i n t e r e s t income w e r e not i n f l a t i o n a d j u s t e d . 

Income i s e i t h e r s a v e d or consumed. S ince s a v ings and 

consumption a re i n v e r s e l y r e l a t e d , an i n c r e a s e m sav ings r e s u l t s i n 

a d e c r e a s e i n consumpt ion. Bes ides t he m o t i v a t i o n t o save more 

p rov ided by the i n d e x a t i o n of i n t e r e s t income, t he i ndexa t i on of t h e 

consumer i n t e r e s t d e d u c t i o n which r e s u l t s i n s m a l l e r a l lowable 

d e d u c t i o n s ( see Table 6 - 7 ) could m o t i v a t e a d e c r e a s e i n consumption. 
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Effect on housing and related issues 

Another area which likely would be affected by the provisions 

in the Alternate Model is that of housing and related items like 

mortgage interest rates. Again, this research offered little direct 

evidence to support the following speculations. Mortgage interest 

rates, similar to other interest rates, could be lower provided the 

lender's interest income also is inflation adjusted. The Alternate 

Model used in this study dealt only with non-business taxpayers. 

Little, if any, change in mortgage rates likely would result if the 

interest income of business taxpayers were not inflation adjusted in 

conjunction with the corresponding adjustment for non-business 

taxpayers. While lowered mortgage interest rates would be 

advantageous for the housing market, the reduction in the mortgage 

interest deduction due to the inflation adjustment would offset that 

advantage, notably for Group 1 taxpayers who experienced the largest 

mortgage interest deduction (see Table 6-7). It is unclear which of 

the two conditions, lower mortgage interest rates or reduced 

mortgage interest deductions, would have a greater impact on 

housing. The indexation of capital asset cost also could have an 

impact on housing. Since upper income taxpayers paid less tax with 

the ERTA Model than with the Alternate 0% Model (see Figure 2), 

given the importance of the change from the 60 percent capital gain 

deduction to the indexation of capital asset cost, capital asset 

indexation alone might have little impact on housing prices. Lower 

prices would be more probable if capital asset cost indexation were 
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combined with a capital gain deduction as with the Alternate 60% 

Model. Refer again to Figure 2 to note the change experienced by 

Group 4 in switching from the Alternate 0% Model to the Alternate 

60% Model 

Effect on capital asset sales 

The capital asset cost indexation specified in both versions of 

the Alternate Model probably would affect capital asset sales. The 

nature of this effect depends on the specific change in legislation 

suggested. As is clear from an examination of Figure 2, Group 4 was 

affected most by the changes in the capital asset realization tax 

laws which occurred in making the adjustments from the Alternate 0% 

Model to the Alternate 60% Model. As was expected, the data 

contained in Table A-43 (Appendix A) revealed that the greatest 

capital gain amount per return was realized by Group 4, an amount 

markedly greater than for any other group. Thus, the theoretical 

impact of any capital gam legislation can be assessed best by 

determining its effect on Group 4. 

As is seen in Table 6-7, with respect to Group 4, the capital 

gain adjustment is the largest adjustment made in deriving the 

taxable income of the Alternate 0% Model from the taxable income 

of the ERTA Model. Thus, the replacement of the capital gain 

deduction with the indexation of capital asset cost would be 

disadvantageous for this group Hence, if the Alternate 0% Model 

were in place, this group likely would hold those capital assets 

whose realizations would result in gams longer than they otherwise 
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would have . With r e s p e c t t o l o s s s i t u a t i o n s however, s i n c e t h i s 

model a l lows u n l i m i t e d l o s s e s , more such r e a l i z a t i o n s p r o b a b l y would 

r e s u l t . 

Combining a c a p i t a l ga in deduc t i on wi th i n d e x a t i o n , a s was done 

w i t h t h e A l t e r n a t e 60% Model, d e f i n i t e l y was more advantageous to 

Group 4 than was t h e use of e i t h e r the c u r r e n t law, t he ERTA Model 

o r t h e A l t e r n a t e 0% Model ( r e f e r t o Figure 2 ) . Because of t he 

b e n e f i t s d e r i v e d by Group 4 and t h e fac t t h a t t h i s group r e a l i z e d 

t h e l a r g e s t c a p i t a l ga in amounts p e r t axpaye r s (as noted 

p r e v i o u s l y ) , a p robab le r e s u l t would be g r e a t e r c a p i t a l a s s e t 

r e a l i z a t i o n s . The l i k e l i h o o d of t h i s g r e a t e r r e a l i z a t i o n would 

depend on the i n d e x a t i o n / d e d u c t i o n mix. If t h e deduc t ion were a 

f u l l 60%, any i n d e x a t i o n scheme would be advantageous . However, t he 

e f f e c t of any o t h e r mix would have to be a s s e s s e d r e l a t i v e t o the 

c u r r e n t law and t h e ERTA Model. 

S ince l o s s amounts are minimized somewhat by r educ ing them by 

60 p e r c e n t i n s t e a d of t he c u r r e n t 50 pe r cen t , and s ince i n d e x a t i o n 

would conver t some c u r r e n t g a m s i t u a t i o n s t o l o s s s i t u a t i o n s , the 

e f f e c t on l o s s r e a l i z a t i o n s would depend on any los s l i m i t a t i o n 

s p e c i f i e d . An index ing of t h e c u r r e n t l i m i t may be an adequa te 

s o l u t i o n t o t h i s problem Wi thout an ad jus tment to t he l o s s 

l i m i t a t i o n amount, l o s s r e a l i z a t i o n s might be reduced i f t h e 

A l t e r n a t e 60% Model were in p l a c e . 
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6. Implications for future research 

This research was restricted by the limited data available in 

Internal Revenue Service publications, particularly the data on 

capital asset sales. Based on such a restriction, the number of 

groups used in the study was limited to four. If data from more 

groups could be accessed from IRS records, the current study could 

be verified by tracking this larger number of taxpayer groups over 

time. However, the use of more groups with fewer taxpayers per 

group might be more problematic since it could result in more 

derived data that must be interpreted cautiously such as occurred m 

this study with respect to Group 4. A compromise solution might be 

to decrease the number of taxpayer groups to that point where such 

sensitivity to change would be minimized. An additional problem in 

attempting to overcome the restriction cited herein is the lack of 

general accessibility to IRS records. 

Another research approach which could be used to verify the 

results of this study would be to use known data on individuals. 

The mdividual-based data then could be placed in the desired number 

of groups. The use of individual-based data would eliminate the 

need for the assumption that, over time, each group of taxpayers 

maintained its same position relative to the other groups of 

taxpayers In making this assumption, the results of this research 

may have been biased somewhat since individuals who were treated as 

remaining m a certain group may not have done so m actuality. Use 

of individual-based data also would eliminate many of the 
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u n c e r t a i n t i e s surrounding the c a p i t a l asse t data since the 

r e sea rche r then would have such information as cap i t a l a s se t costs 

and t h e actual amount of shor t term verus long term l o s s e s . Other 

problematic areas such as knowing whether the indexation of the 

earned income c r e d i t amount might make some taxpayers e l i g i b l e for 

t h i s c r e d i t could be resolved i f individual-based data were 

a v a i l a b l e . However, again, t h e problem of a c c e s s i b i l i t y of such 

data could decrease the p o s s i b i l i t y of i t s being used. In such 

i n s t a n c e s , another possible approach could be the c rea t ion of a data 

bank which simulated the individual-based da ta . While t h i s would 

permit the researcher greater cont ro l than was ava i lab le for t h i s 

study, care would have to be t aken to ensure t h a t p l aus ib l e data 

were used in the c rea t ion of t h e data bank. 

Research needs to be done on the poss ib le nonrevenue effects 

which might accompany the adopt ion of an indexation model since a 

de t r imenta l nonrevenue effect could destroy or , a t l e a s t , minimize 

the expected b e n e f i t s of making the adoption. For example, the 

adoption of the Al te rna te 0% Model t h e o r e t i c a l l y would r e s u l t in a 

more progressive system. However, because of the change in cap i ta l 

asse t r ea l i za t ion laws, an i n c r e a s e of " lock -m" might r e s u l t when 

a s s e t s could be s o l d at a g a m , and an increase in loss r e a l i z a t i o n 

might r e s u l t because of the a v a i l a b i l i t y of unlimited los s 

r e a l i z a t i o n s . These two i n d i r e c t consequences could r e s u l t in lower 

tax l i a b i l i t y for Group 4, hence produce a l e s s e r degree of 

p rogres s iv i ty than occurred i n t h i s study. 
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The impact of index ing b o t h bus ines s and nonbus ines s i n t e r e s t 

should be i n v e s t i g a t e d . T h i s i s p a r t i c u l a r l y t r u e b e c a u s e of the 

p o s i t i v e e f f e c t s such i n d e x a t i o n could have on sav ings and hous ing . 

S t i m u l a t i n g an i n c r e a s e i n b o t h of these a r e a s has been a concern of 

Congress r e c e n t l y . As was i n d i c a t e d m t h e d i s c u s s i o n of t h e s e 

nonrevenue e f f e c t s , the i n d e x a t i o n of i n t e r e s t r e l a t e d i t e m s only 

fo r nonbus ines s t axpaye r s would seem to o f f e r l i t t l e p r o b a b i l i t y of 

a change i n i n t e r e s t r a t e s . However, t h e i n d e x i n g of b u s i n e s s 

i n t e r e s t a l s o might produce u n d e s i r a b l e consequences such as a s h i f t 

of c a p i t a l from some o t h e r i n d u s t r y to b a n k i n g . Hence, a thorough 

i n v e s t i g a t i o n m t h i s a rea seems a p p r o p r i a t e . 

7- Summary of t h e f i n d i n g s 

As was s t a t e d in Chap te r 1, the pu rpose of t h i s r e s e a r c h was t o 

address t h e fo l l owing t o p i c s : 

1 t h e views of t ax p o l i c y a n a l y s t s on t a x i n d e x a t i o n , 

2 . t h e a s p e c t s of t h e c u r r e n t tax sys tem which a n a l y s t s 
s u g g e s t need i n d e x a t i o n , 

3 . t h e c h o i c e of i n d e x ( e s ) , 

4 an examina t ion of t h e a v a i l a b l e r e s e a r c h i n t h i s a r ea , 

5 . a comparison of t h e fo l lowing . 

1. t h e d i s t r i b u t i o n a l and revenue e f f e c t s of a no tax 
change system ( i . e . , the t a x law e x i s t i n g i n t he 
b a s e year (1973) extended f o r t h e p e r i o d 1974-
1978) , ( t h i s sys tem i s r e f e r r e d t o as t h e 1973 Law 
Model) 

2 . t h e d i s t r i b u t i o n a l and revenue e f f e c t s of t h e 
indexed system a s requ i red by Congress i n t h e 
Economic Recovery Tax Act of 1981 app l i ed t o t h e 
b a s e year (1973) t a x system deve loped m s t e p 1 
( t h i s system i s r e f e r r e d t o a s t h e ERTA model) 
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3. the distributional and revenue effects of a 
proposed indexed system in which certain existing 
1973 provisions have been eliminated and in which 
the indexing is the same as in step 2 except that 
it is extended to more items (this system is 
referred to as the Alternate Model), and 

6. the nonrevenue effects of indexation. 

Items 1 through 4 and item 6 were explored through review of 

the literature and by logical analysis; item 5, through simulation. 

The results of these activities are summarized below. 

The arguments presented for or against indexation reflected the 

differences of opinion among tax policy analysts (item 1 of the list 

of topics). As was shown in Chapter 2, every reason given by one or 

more analyst drew criticism from others. In the case made for 

indexation, various equity reasons, a simplicity reason, and several 

efficiency and administrative reasons were listed. The equity 

reasons addressed the purported unfair burden which is currently 

borne by low income taxpayers (Equity reason 1), and the unfairness 

which supposedly occurs now when income other than real income is 

taxed (Equity reason 2). Fischer (1976, p. 145) argued as 

unjustified Brmner's decision to index capital asset cost and to 

eliminate the capital gam deduction (An equity and simplicity 

reason). The efficiency reasons stated included the suggestion that 

a nonindexed system magnified fluctuations in interest rates 

(Efficiency reason 1), the opinion that indexation would reduce the 

"lock-m" effect produced by the capital gams tax (Efficiency 

reason 2), and the comment that indexation would lessen the 
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inflation induced distortion to the various tax incentives provided 

by Congress which are aimed at encouraging investment in certain 

activities (Efficiency reason 3). One of the two administrative 

reasons given suggested that the adoption of indexation could reduce 

the frequency of tax reform (Administrative reason 1), while the 

other looked to indexation as a means of preventing Congress from 

increasing government spending. 

One equity and simplicity reason and two economic efficiency 

reasons were listed for the case made against the adoption of 

indexation. It was suggested that indexation, as ultimately 

adopted, would favor special interests and would introduce more 

complexity into the tax system. Contained in the first efficiency 

reason was the thought that indexation would eliminate the 

stabilizing effect which results from the automatic increases in tax 

revenue caused by inflation. The other efficiency reason given 

suggested that the adoption of indexation would be interpreted as a 

confession by Congress that it was unable to control inflation. 

A portion of the discussion in Chapter 3 was related to those 

elements of the tax system which analysts thought should be indexed 

(item 2 in the list of topics). These elements were dichotomized 

into tax base elements and rate structure elements The tax base 

elements suggested by the analysts were capital asset costs, 

interest related items, and mortgage principal amounts. Included in 

the list of rate structure elements were the bracket widths, the 

zero bracket amounts, the personal exemption amounts, and some of 
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the more i m p o r t a n t n o n b u s i n e s s t axpaye r c r e d i t amounts such as t he 

c r e d i t f o r t h e e l d e r l y , t h e c h i l d / d e p e n d e n t ca re c r e d i t , and the 

earned income c r e d i t . The choice of an index ( i tem 3 i n the l i s t of 

t o p i c s ) a l s o was d i s c u s s e d i n Chapter 3 . Although s e v e r a l indexes 

( e . g . , t h e Consumer P r i c e Index, t he Wholesa le P r i c e Index , and t h e 

I m p l i c i t P r i c e D e f l a t o r ) were sugges ted , t h e use of one index r a t h e r 

than s e v e r a l was favored by t ax a n a l y s t s . The CPI was t h e index of 

choice s i n c e i t was t h e c h o i c e a l r e a d y made i n the ERTA l e g i s l a t i o n . 

I t was r e c o g n i z e d t h a t problems were i n h e r e n t m t h e u s e of any 

index. One s p e c i f i c problem addressed was t h a t of t h e lagged n a t u r e 

of any i n f l a t i o n a d j u s t o r . This problem r e s u l t s from t h e f a c t t h a t 

t ax forms a r e p r i n t e d w e l l i n advance of t a x f i l i n g d a t e s . 

Consequent ly , t h e t ime p e r i o d used t o d e t e r m i n e t he annua l i n f l a t i o n 

ad jus ted f a c t o r does n o t c o i n c i d e wi th t h e c a l e n d a r y e a r of the 

t axpaye r . 

The p u r p o s e of Chap te r 4 was t o examine t h a t i n d e x a t i o n 

r e sea r ch which i n c o r p o r a t e d some or a l l of t h e e l emen t s suggested by 

the a n a l y s t s ( i t em 4 i n t h e l i s t of t o p i c s ) . No p r e v i o u s study 

indexed a l l of t hose e l e m e n t s . G e n e r a l l y , t h e c i t e d r e s e a r c h was 

c h a r a c t e r i z e d by i t s emphasis on the i n d e x a t i o n of e i t h e r r a t e 

s t r u c t u r e e l e m e n t s ( e x c l u d i n g c r e d i t s ) o r base e l e m e n t s , p r i m a r i l y 

c a p i t a l a s s e t c o s t s The models deve loped fo r t h i s s t u d y 

i n c o r p o r a t e d some of t h e f e a t u r e s of t h e models m t h e l i t e r a t u r e 

which was r ev i ewed . The un ique f e a t u r e of t h i s r e s e a r c h , however, 

was t h a t i t expanded upon t h e s t u d i e s c i t e d i n the l i t e r a t u r e by 



www.manaraa.com

193 

incorporating all of the suggestions made by the tax policy analysts 

except for the indexation of the mortgage principal amount. 

Contained in Chapter 5 are complete descriptions of the models 

used in this study and of the data which were gathered or generated. 

The purpose of Chapter 5 was to facilitate the derivation of the 

data necessary to address the fifth item m the list of topics. IRS 

publications served as the primary data source, and taxpayers were 

assigned to one of four groups depending upon their level of AGI. 

The comparisons of the distributional and the revenue effects of the 

tax models developed in this study (item 5 of the list of topics) 

were made in the current chapter with the following conclusions 

being drawn: 

1. The tax models as arranged from most to least in 
generation of revenue were the 1973 Law Model, the 
Alternate 0% Model, the Alternate 60% Model, and the 
ERTA Model. However, the last three models were only 
4.4 percent apart in revenue generation, while the 
difference between the 1973 Law Model and the Alternate 
0% Model was 22 percent. 

2. Indexing the credit for the elderly, the 
child/dependent care credit, and the earned income 
credit in addition to those items specified in the ERTA 
legislation cost the Treasury an additional $2.1 
billion. Note for comparison, that the switch from the 
1973 Law Model to the ERTA Model reduced revenues by 
$130.1 billion 

3. Examining the tax systems without regard to the passage 
of time, the models, as arranged from most progressive 
to least progressive, were the Alternate 0% Model, the 
1973 Law Model, the ERTA Model, and the Alternate 60% 
Model. 

4. When the change in progressivities over time was 
examined, it was determined that the 1973 Law Model 
became less progressive, both versions of the Alternate 
Model became more progressive, and the ERTA Model 
remained essentially the same. 
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5. With Group 1 serving as the base, the tax models had 
the following distributional effects over time: 
a. The 1973 Law Model. the tax burden shifted 

away from Group 2, toward Group 3, and to a 
lesser extent, toward Group 4. 

b. The ERTA Model- the tax burden shifted away 
from Group 3 and toward Groups 2 and 4. 

c. The Alternate 0% Model: the tax burden 
shifted away from Group 4, toward Group 3, 
and to a lesser extent, toward Group 2. 

d. The Alternate 60% Model: the tax burden 
shifted away from Group 3, toward Group 4, 
and to a lesser extent, toward Group 2. 

6. Considering the tax systems without regard 
for the time dimension, all groups benefited 
in changing from the 1973 Law Model to the 
ERTA Model Both Groups 3 and 4, but 
especially Group 4, experienced increased tax 
burdens with the adoption of the Alternate 0% 
Model. Group 4 received the most benefit 
from the implementation of the Alternate 60% 
Model. 

Regarding only the ERTA Model and comparisons made between it 

and the 1973 Law Model, it must be remembered that the tax system in 

place m 1973 is not the same as the 1983 tax system, particularly 

with respect to the rate schedule. For example, the maximum rates 

applied to taxpayers who file jointly are 70 percent and 50 percent 

for 1973 and 1983, respectively; the number of brackets has been 

reduced from 24 to 14, and the 50 percent marginal rate in 1973 was 

applied to taxable income m excess of $44,000 whereas in 1983, it 

will be applied to taxable income m excess of $81,200. However, 

even with a less progressive system in place in 1983, given the 

higher income levels and some degree of inflation, the magnitude of 

revenue decrease from indexing under ERTA during 1984-1988 probably 

will be quite similar to that obtained for the 1974-1978 period used 

in this study. 
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The four nonrevenue effects (item 6 in the list of topics) were 

the following: 

1. s i m p l i c i t y c o n s i d e r a t i o n s , 
2 . e f f e c t on sav ing and consumpt ion , 
3 . e f f e c t on hous ing and r e l a t e d i s s u e s , and 
4 . e f f e c t on c a p i t a l a s s e t s a l e s 

A f t e r c o n s i d e r i n g each of the i n d e x a t i o n sys tems , i t was conc luded 

t h a t adop t ion of t h e ERTA Model wou ld i n t roduce t h e l e a s t 

c o m p l e x i t y ; t he A l t e r n a t e 60% Model , t h e most. Adoption of t h e 

A l t e r n a t e Model p o t e n t i a l l y cou ld l e a d to the o c c u r r e n c e of some 

s h i f t i n g from consumption to s a v i n g s , and to t h e lowering of 

i n t e r e s t r a t e s p r o v i d e d t ha t b u s i n e s s i n t e r e s t a l s o was indexed . 

Th i s cou ld i n c l u d e mortgage i n t e r e s t r a t e s . The e f f e c t t h a t t h e 

A l t e r n a t e Model would have on h o u s i n g would depend upon whether 

e i t h e r lowered mortgage r a t e s o r r e d u c e d mortgage i n t e r e s t 

d e d u c t i o n s had a g r e a t e r impact. Depending upon which v e r s i o n of 

t h e A l t e r n a t e Model was adopted, c a p i t a l a s s e t s a l e s p o t e n t i a l l y 

c o u l d be reduced ( A l t e r n a t e 0% Model) or i n c r e a s e d (A l t e rna t e 60% 

Model ) . 
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APPENDIX A 

Table A-l. Number of Taxable Returns and Percent of Total Cumulated 
from Smallest Size of Adjusted Gross Income by Year 

1972 

Size of AGI 

No AGI 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 

$1,000 
$2,000 
$3,000 
$4,000 
$5,000 
$6,000 
$7,000 
$8,000 
$9,000 
$10,000 
$11,000 
$12,000 
$13,000 
$14,000 
$15,000 
$20,000 
$25,000 
$30,000 
$50,000 
$100,000 
$200,000 
$500,000 
$1,000,000 

Returns with AGI 
All returns 

# of returns 

1,801 
22,894 

179,117 
3,213,640 
6,889,825 
11,222,559 
15,579,960 
19,630,334 
23,752,741 
27,702,531 
31,548,161 
35,164,776 
38,605,712 
41,697,161 
44,467,807 
46,832,464 
54,587,611 
57,674,951 
58,936,594 
60,270,918 
60,753,005 
60,844,395 
60,863,540 
60,866,192 
60,867,216 
60,869,017 

% of total 

(1) 
(1) 
0.3 
5.3 
11.3 
18.4 
25.6 
32.3 
39.0 
45.5 
51.8 
57.8 
63.4 
68.5 
73.1 
76.9 
89.7 
94.8 
96.8 
99.0 
99 8 
100.0 
100.0 
100.0 
100.0 
100.0 

1973 1974 

Size of AGI 

No AGI 
$1 under $1,000 
$1 under $2,000 
$1 under $3,000 
$1 under $4,000 
$1 under $5,000 
$1 under $6,000 
$1 under $7,000 
$1 under $8,000 
$1 under $9,000 

# of returns ; 

2,266 
65,657 

272,725 
3,537,368 
7,272,514 
11,543,522 
15,975,607 
19,814,310 
23,863,358 
27,702,764 

% of total 

(1) 
0.1 
0.4 
5.5 
11.3 
18.0 
24.9 
30.8 
37.1 
43.1 

# of returns ; 

1,957 
12,058 

134,166 
3,533,764 
7,314,871 
11,718,275 
15,981,945 
20,130,700 
24,030,983 
27,829,714 

% of total 

(1) 
(1) 
0 2 
5 2 
10.9 
17 4 
23.7 
29.9 
35.7 
41.3 
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$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$ 1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 

$10,000 
$11,000 
$12,000 
$13,000 
$14,000 
$15,000 
$20,000 
$25,000 
$30,000 
$50,000 
$100,000 
$200,000 
$500,000 
$1,000,000 

Returns with AGI 
All returns 

31,327,646 
34,805,603 
38,127,849 
41,418,626 
44,368,877 
47,054,310 
56,112,069 
60,046,293 
61,783,153 
63,535,678 
64,129,875 
64,239,593 
64,261,380 
64,264,000 
64,264,896 
64,267,162 

48 
54 
59 
64 
69 
73 
87 
93 
96 
98 
99 
100 
100 
100 
100 
100 

7 
2 
3 
4 
0 
2 
3 
4 
1 
9 
8 
0 
0 
0 
0 
0 

31,506,895 
34,853,913 
38,162,953 
41,260,246 
44,335,270 
47,072,428 
57,117,998 
62,050,503 
64,304,550 
66,469,479 
67,167,340 
67,301,922 
67,328,568 
67,331,726 
67,332,810 
67,334,767 

46 
51 
56 
61 
65 
69 
84 
92 
95 
98 
99 
100 
100 
100 
100 
100 

8 
8 
7 
3 
8 
9 
8 
2 
5 
7 
8 
0 
0 
0 
0 
0 

1975 1976 

Size of AGI # 

No AGI 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 

$1,000 
$2,000 
$3,000 
$4,000 
$5,000 
$6,000 
$7,000 
$8,000 
$9,000 
$10,000 
$11,000 
$12,000 
$13,000 
$14,000 
$15,000 
$20,000 
$25,000 
$30,000 
$50,000 
$100,000 
$200,000 
$500,000 
$1,000,000 

Returns with AGI 
All returns 

of returns °/ 

1,710 
(2) 

53,332 
1,371,762 
4,079,535 
7,165,269 

10,606,479 
14,089,836 
17,634,205 
21,154,283 
24,503,630 
27,709,680 
30,775,207 
33,683,748 
36,571,133 
39,227,902 
49,488,230 
55,059,237 
57,793,171 
60,527,644 
61,304,066 
61,455,681 
61,484,670 
61,487,915 
61,489,02 7 
61,490,737 

$ of total 

(1) 
(2) 
0 
2 
6 
11 
17 
22 
28 
34 
39 
45 
50 
54 
59 
63 
80 
89 
94 
98 
99 
99 
100 
100 
100 
100 

1 
2 
6 
7 
2 
9 
7 
4 
8 
1 
0 
8 
5 
8 
5 
5 
0 
4 
7 
9 
0 
0 
0 
0 

# of returns "/ 

6,546 
(2) 

. 64,839 
1,178,686 
4,014,838 
6,801,742 
10,108,442 
13,606,529 
17,201,787 
20,682,041 
23,937,231 
27,074,402 
29,943,506 
32,832,161 
35,556,635 
38,266,132 
49,393,172 
56,011,699 
59,624,124 
63,243,624 
64,188,478 
64,373,128 
64,409,425 
64,413,466 
64,414,821 
64,421,367 

i of tot 

(1) 
(2) 
0 
1 
6 
10 
15 
21 
26 
32 
37 
42 
46 
51 
55 
59 
76 
86 
92 
98 
99 
99 
100 
100 
100 
100 

1 
8 
2 
6 
7 
1 
7 
1 
2 
0 
5 
0 
2 
4 
7 
9 
6 
2 
6 
9 
0 
0 
0 
0 
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1977 1978 

Size of AGI # 

No AGI 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 
$1 under 

$1,000 
$2,000 
$3,000 
$4,000 
$5,000 
$6,000 
$7,000 
$8,000 
$9,000 
$10,000 
$11,000 
$12,000 
$13,000 
$14,000 
$15,000 
$20,000 
$25,000 
$30,000 
$50,000 
$100,000 
$200,000 
$500,000 
$1,000,000 

Returns with AGI 
All returns 

of returns ; 

7,117 
(2) 

58,840 
190,011 

2,282,691 
4,942,805 
7,818,686 
11,021,721 
14,251,536 
17,526,248 
20,817,769 
23,920,076 
26,751,672 
29,599,896 
32,345,520 
34,832,188 
46,142,097 
53,868,679 
58,201,972 
62,961,856 
64,096,052 
64,320,678 
64,367,009 

(2) 
64,374,021 
64,381,138 

% of total 

(1) 
(2) 
0.1 
0.3 
3.5 
7.7 

12.1 
17.1 
22.1 
27.2 
32.3 
37.2 
41.6 
46.0 
50.2 
54.1 
71.7 
83.7 
90.4 
97.8 
99.6 
99.9 
100.0 
100.0 
100.0 
100.0 

# of returns 

14,780 
(2) 

140,001 
280,763 

2,553,912 
5,121,741 
8,155,610 
11,543,905 
14,913,245 
18,368,733 
21,422,885 
24,421,205 
27,257,097 
30,110,583 
32,727,779 
35,242,668 
46,522,344 
55,013,359 
60,365,515 
66,860,740 
68,320,909 
68,605,117 
58,664,913 

(2) 
68,673,525 
68,688,305 

% of total 

(1) 
(2) 
0.2 
0.4 
3.7 
7.5 

11.9 
16.8 
21.7 
26.7 
31.2 
35.6 
39.7 
43.8 
47.6 
51.3 
67.7 
80.1 
87.9 
97.3 
99.5 
99.9 
100.0 
100.0 
100.0 
100 0 

Source- S t a t i s t i c s of Income, I n d i v i d u a l Income Tax R e t u r n s , T a b l e s 
1 1, 1972-1978 
(1) l e s s t h a n 0 05 p e r c e n t 
(2) E s t i m a t e n o t shown b e c a u s e of s m a l l sample or d a t a was d e l e t e d 

Tab le A-2. Number of 1973 Taxable R e t u r n s and Taxable Income 
( t housands ) by F i l i n g S t a t u s 

AGI (upper 
limit) 

0 
1,000 
2,000 
3,000 
4,000 
5,000 

Jon 

# of returns 

1,992 
(1) 
546 

59,486 
434,714 
1,085258 

.nt 

Taxable income 

1, 

0 
(2) 
(2) 

6,748 
237,306 
087,386 

# 

Separate 

of returns 

21 
(1) 

124,880 
168,896 
160,651 
224,606 

Taxable income 

0 
(1) 

46,182 
156,688 
267,167 
535,183 
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6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
20,000 
25,000 
30,000 
50,000 

100,000 
200,000 
500,000 

1,000,000 
over 

1,000,000 

t a l 

1,536,420 
1,595,395 
2 ,027,585 
2,086,672 
2 ,311,980 
2,432,819 
2 ,532,958 
2,623,307 
2,436,732 
2 ,355,548 
8,253,054 
3 ,707,991 
1,626,226 
1,622,034 

547,627 
99,837 
19,043 
2,175 

710 

39,399,109 

2 ,578,117 
3 ,826,666 
6 ,726,071 
8,455,323 

11,256,805 
13,864,652 
16,231,755 
19,173,989 
19,753,769 
21,078,529 
93 ,311 ,511 
57 ,518 ,454 
32,161,493 
45 ,220 ,591 
28 ,454,635 
10,345,544 

4,108,272 
1,092,877 

1,023,375 

397,513,916 

2 0 4 , 7 1 4 
164 ,774 
186 ,766 
121 ,644 
134 ,240 

77 ,170 
75 ,935 
5 3 , 1 4 9 
3 3 , 3 5 8 
2 5 , 5 7 7 
5 5 , 0 8 8 
1 4 , 7 2 1 

5 ,102 
7 ,057 
1,858 

4 2 4 
172 

35 

28 

1,840,866 

816,405 
610,468 
848,569 
641,712 
890,540 
553,461 
624,529 
464,396 
307,981 
251,560 
674,404 
234,414 

91,978 
194,622 

90,443 
39,493 
32 ,741 
16,590 

64,364 

8 ,255,890 

Head of househo ld S u r v i v i n g spouse 

AGI (upper 
l i m i t ) # of r e t u r n s Taxable income # of r e t u r n s Taxable income 

0 
1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
20,000 
25,000 
30,000 
50,000 

100,000 
200,000 

58 
(2 ) 
(2 ) 

93,524 
299,803 
419,592 
532,047 
409,654 
402,410 
376,485 
261,381 
196,820 
151,358 
143,631 
112,511 

53,571 
146,622 

42,873 
20,694 
20,346 

7,620 
1,607 

1. 
1. 
1, 
1, 
1, 
1, 
1, 
1, 

1, 

0 
( 2 ) 
( 2 ) 

36,250 
281,442 
657,688 

,214,691 
,291,492 
,702,636 
,830,045 
,463,500 
,283,772 
,095,001 
,120,246 
983,938 
519,160 

,725,979 
677,107 
441,497 
590,388 
399,935 
163,031 

( 2 ) 
0 
0 

( 1 ) 
1 0 , 4 4 5 
15 ,042 

8 ,493 
11 ,280 

4 , 3 2 8 
( 1 ) 

10 ,977 
5 , 6 5 3 

( 1 ) 
4 , 9 5 6 

( 1 ) 
8 ,478 

1 3 , 8 9 5 
4 , 3 0 0 
2 , 7 3 0 
2 , 4 8 5 
1,026 

2 1 7 

0 
0 
0 

(1) 
5,558 

21,743 
16,555 
19,578 
13,344 

(1) 
69,475 
21,377 

(1) 
39,604 

(1) 
77,607 

155,089 
66,492 
56,145 
65,889 
55,373 
21,017 
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500 ,000 
1,000,000 

o v e r 
1 ,000,000 

Total 

397 
73 

23 

86,115 
35,800 

30 ,647 

3 ,696 ,036 17,630,496 

21 
6 

0 

5,290 
3,296 

0 

104,434 713,432 

S i n g l e 

AGI (upper l i m i t ) # of r e t u r n s Taxable income 

0 
1 ,000 
2 , 0 0 0 
3 , 0 0 0 
4 , 0 0 0 
5 , 0 0 0 
6 , 0 0 0 
7 , 0 0 0 
8 , 0 0 0 
9 , 0 0 0 

10 ,000 
1 1 , 0 0 0 
12 ,000 
13 ,000 
14 ,000 
15 ,000 
2 0 , 0 0 0 
2 5 , 0 0 0 
3 0 , 0 0 0 
5 0 , 0 0 0 

100 ,000 
200 ,000 
500 ,000 

1 ,000,000 
o v e r 

1 ,000,000 

Total 

193 
57,638 
86,725 

2 ,941 ,902 
2 , 8 3 0 , 3 6 8 
2 ,526 ,510 
2 , 1 5 0 , 4 1 1 
1,657,600 
1,427,859 
1,254,289 

906,620 
765,495 
559,966 
467,763 
364,366 
246,543 
589,100 
164,339 

82,108 
100,603 

36,065 
7,633 
2,154 

331 

135 

19,226,717 

0 
7,151 

46,535 
1,283,676 
3,712,932 
5,818,023 
6,937,893 
7,018,462 
7,372,528 
7,693,643 
6,285,697 
5,965,547 
4,809,452 
4,411,332 
3,703,692 
2,756,655 
7 , 7 3 3 , 9 3 3 
2 , 8 5 6 , 9 7 2 
1,777,561 
2 , 9 3 8 , 7 7 2 
1,852,393 

767,165 
449,139 
159,570 

176,239 

86,534,962 

Source: S t a t i s t i c s of Income, I n d i v i d u a l Income Tax Returns , 1973, 
Table 1.2 
(1) F i g u r e i s shown combined w i t h next e n t r y 
(2) E s t i m a t e i s based on small number of sample r e t u r n s and hence 
not shown 
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Table A-3 . Number of 1973 Taxable R e t u r n s , Amount ( thousands ) of 
Taxable Income and P e r c e n t s of To ta l by F i l i n g S ta tus 

F i l i n g s t a t u s # of r e t u r n s % of t o t a l Taxable income % of t o t a l 

J o i n t 
Separa te 
Head of househo l 
Surv iv ing spouse 
Single 

Total 

39,399,109 
1,849,866 

d 3,696,036 
104,434 

19,226,717 

61.3 
2.9 
5.8 
0.2 

29.9 

397,513,916 
8,255,890 
17,630,496 

713,432 
86,534,962 

77.8 
1.6 
3.6 
0.1 
16.9 

64,267,162 100.0 510,648,690 100.0 

Source: S t a t i s t i c s of Income, I n d i v i d u a l Income Tax R e t u r n s , Table 
1.2, 1973 and c a l c u l a t i o n s 
Note: D e t a i l may no t add t o t o t a l because of rounding 

Table A-4. 1973 Rate Schedu les based on Amount of Taxab le Income 

S i n g l e 

Not over 

500 
1,000 
1,500 
2,000 
4,000 
6,000 
8,000 
10,000 
12,000 
14,000 
16,000 
18,000 
20,000 
22,000 
26,000 
32,000 
38,000 
44,000 
50,000 
60,000 
70,000 
80,000 
90,000 
100,000 
100,000 
and over 

Basic tax 

0 
70 
145 
225 
310 
690 

1,110 
1,590 
2,090 
2,630 
3,210 
3,830 
4,510 
5,230 
5,990 
7,590 
10,290 
13,290 
16,590 
20,190 
26,390 
32,790 
39,390 
46,190 

53,090 

Marginal rate on 

. 14 

.15 

.16 

.17 

.19 

.21 

.24 

.25 

.27 

.29 

.31 

.34 

.36 

.38 

.40 

.45 

.50 

.55 

.60 

.62 

.64 

.66 

.68 
69 

.70 

excess 
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M a r r i e d f i l i n g j o i n t l y o r S u r v i v i n g s p o u s e 

Mot o v e r 

1 , 0 0 0 
2 , 0 0 0 
3 , 0 0 0 
4 , 0 0 0 
8 , 0 0 0 

1 2 , 0 0 0 
1 6 , 0 0 0 
2 0 , 0 0 0 
2 4 , 0 0 0 
2 8 , 0 0 0 
3 2 , 0 0 0 
3 6 , 0 0 0 
4 0 , 0 0 0 
4 4 , 0 0 0 
5 2 , 0 0 0 
6 4 , 0 0 0 
7 6 , 0 0 0 
8 8 , 0 0 0 

1 0 0 , 0 0 0 
1 2 0 , 0 0 0 
1 4 0 , 0 0 0 
1 6 0 , 0 0 0 
1 8 0 , 0 0 0 
2 0 0 , 0 0 0 
2 0 0 , 0 0 0 

and o v e r 

B a s i c t a x 

0 
140 
290 
450 
620 

1 ,380 
2 , 2 6 0 
3 , 2 6 0 
4 , 3 8 0 
5 , 6 6 0 
7 , 1 0 0 
8 , 6 6 0 

1 0 , 3 4 0 
1 2 , 1 4 0 
1 4 , 0 6 0 
1 8 , 0 6 0 
2 4 , 4 2 0 
3 1 , 0 2 0 
3 7 , 9 8 0 
45 , 180 
5 7 , 5 8 0 
7 0 , 3 8 0 
8 3 , 5 8 0 
9 7 , 1 8 0 

1 1 0 , 9 8 0 

M a r g i n a l r a t e on e x c e s s 

7l4 
. 1 5 
. 1 6 
. 1 7 
. 1 9 
. 2 2 
. 2 5 
. 2 8 
. 3 2 
. 3 6 
. 3 9 
. 4 2 
. 4 5 
. 4 8 
. 5 0 
. 5 3 
. 5 5 
. 5 8 
. 6 0 
. 6 2 
. 6 4 
. 6 6 
. 6 8 
. 6 9 

.70 

M a r r i e d f i l i n g s e p a r a t e l y 

Not o v e r 

5 0 0 
1, OOO 
1 , 5 0 0 
2 , 0 0 0 
4 , 0 0 0 
6 , 0 0 0 
8 , 0 0 0 

1 0 , 0 0 0 
1 2 , 0 0 0 
1 4 , 0 0 0 
1 6 , 0 0 0 
1 8 , 0 0 0 
2 0 , 0 0 0 
2 2 , 0 0 0 
2 6 , 0 0 0 

B a s i c t a x M a r g i n a l r a t e on e x c e s s 

0 
70 

145 
225 
310 
690 

1 , 1 3 0 
1 , 6 3 0 
2 , 1 9 0 
2 , 8 3 0 
3 , 5 5 0 
4 , 3 3 0 
5 , 1 7 0 
6 , 0 7 0 
7 , 0 3 0 

. 1 4 

. 1 5 

. 1 6 

. 1 7 

. 1 9 

. 2 2 

. 2 5 

. 2 8 

. 3 2 

. 3 6 

. 3 9 

. 4 2 

. 4 5 

. 4 8 

. 5 0 
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32,000 
38,000 
44,000 
50,000 
60,000 
70,000 
80,000 
90,000 
100,000 
100,000 

and over 

9.030 
12,210 
15,510 
18,990 
22,590 
28,790 
35,190 
41,790 
48,590 

55 ,490 

.53 

.55 

.58 

.60 

.62 

.64 

.66 

.68 

.69 

.70 

Head of h o u s e h o l d 

Not over 

1,000 
2,000 
4,000 
6,000 
8,000 
10,000 
12,000 
14,000 
16,000 
18,000 
20,000 
22,000 
24,000 
26,000 
28,000 
32,000 
36,000 
38,000 
40,000 
44,000 
50,000 
52,000 
64,000 
70,000 
76,000 
80,000 
88,000 
100,000 
120,000 
140,000 
160,000 
180,000 
180,000 
and over 

Basic tax 

0 
140 
300 
660 

1,040 
1,480 
1,940 
2,440 
2,980 
3,540 
4,160 
4,800 
5,500 
6,220 
6,980 
7,800 
9,480 

11,280 
12,240 
13,260 
15,340 
18,640 
19,760 
26,720 
30,260 
33,920 
36,400 
41,440 
49,120 
62,320 
75,720 
89,320 

103,120 

Marginal rate on 

.14 
16 
.18 
.19 
.22 
.23 
25 
.27 
.28 
31 
32 
.35 
.36 
.38 
.41 
.42 
.45 
.48 
.51 
.52 
.55 
.56 
.58 
.59 
.61 
62 
.63 
.64 
.66 
67 
68 
.69 

.70 

excess 

Source : S t a t i s t i c s of Income, I n d i v i d u a l Income Tax R e t u r n s , 1973, 
p .232 
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Table A-5. Number of 1973 Returns , Taxable Income ( t h o u s a n d s ) , 
P e r c e n t of T o t a l ( i . e . , 5 1 0 , 6 4 8 , 6 9 0 ) , Taxable Income p e r Return 
( d o l l a r s ) , and Marginal Ra t e s by Group and by F i l i n g S t a t u s 

J o i n t 

Group # of r e t u r n s Taxable income % of t o t a l T l / r e t u r n Marg ina l 
r a t e 

1 
2 
3 
4 

11,140,048 
27 ,589,669 

547,627 
121,765 

34 ,174 ,470 
318,314,743 
28 ,454 ,635 
16 ,570 ,068 

6 . 7 
62.3 

5 . 6 
3 .2 

3,068 
11,537 
51,960 

136,082 

.17 

.22 

.50 

.64 

T o t a l 39 ,399,109 397,513,916 77.8 

Group # of r e t u r n s 

1 1,491,192 
2 347,157 
3 1,858 
4 659 

Taxable income 

4 ,614 ,914 
3 ,397 ,345 

90,443 
153,188 

S e p a r a t e 

% of t o t a l 

0.9 
0.7 
o.o 
o.o 

T l / r e t u r n 

3 .095 
9 ,786 

48,478 
232,455 

M, a r g m a l 
r a t e 

.19 

.28 

.60 

.70 

T o t a l 1,840,866 8 ,255 ,890 1.6 
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Head of household 

Group # 

1 
2 
3 
4 

Total 

of returns 

2,797,890 
888,426 
7,620 
2,100 

3,696,036 

Taxable income 

8,477,880 
8,437,088 
399,935 
315,593 

17,630,496 

% of total 

1.7 
1.7 
0.1 
0.1 

3.6 

Tl/return 

3,030 
9,497 
48,678 
150,282 

Marginal 
rate 

.18 

.23 

.60 
.8 

Surviving spouse 

Group # 

1 
2 
3 
4 

Total 

of returns 

60,567 
42,497 
1,026 
244 

104,434 

T axable income 

146,253 
482,203 
55,373 
29,603 

713,432 

% of total 

0.0 
0.1 
0.0 
0.0 

0.1 

Tl/return 

2,411 
11,347 
53,970 
121,324 

Marginal 
rate 

.17 

.22 
53 
.66 

Single 

Group fl 

1 
2 
3 
4 

Total 

= of returns 

15,840,115 
3,340,283 

36,066 
10,253 

19,226,717 

Taxable income 

46,176,540 
36,953,916 
1,852,393 
1,552,113 

86,534,962 

% of total 

9.0 
7.2 
0.4 
0.3 

16.9 

Tl/return 

2,915 
11,063 
51,361 
151,381 

Marginal 
rate 

.19 

.27 

.62 
70 

Source. Appendix A, Tables A-3 and A-4 and calculations 
Note: Detail may not add to total because of rounding 
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Table A-6. 1973 Taxable Income Percent of Total by Group and 
Filing Status 

Group Joint 

1 6.7 
2 62.3 
3 5.6 
4 3.2 

Total 77.8 

Separate 

0.9 
0.7 
0.0 
0.0 

1.6 

Head of hous 

1.7 
1.7 
0.1 
0.1 

3.6 

Behold Surviving 

0 0 
0.1 
0.0 
0.0 

0.1 

spouse Single 

9.0 
7.2 
0.4 
0.3 

16.9 

Total 

18.3 
72.0 
6.1 
3.6 

100.0 

Source- Appendix A, Table A-5 and calculations 

Table A-7. Joint Taxable Income (thousands) as a Percent of Total 
Taxable Income 

Taxable returns 

Year 

1973 
1974 
1975 
1976 
1977 
1978 

Total 

510,648,690 
572,423,301 
590,413,547 
669,416,468 
905,858,073 

1,027,301,022 

Joint 

397,513,916 
438,948,889 
456,709,319 
511,969,178 
667,069,551 
747,020,048 

% of total 

77 8 
76.7 
77.4 
76.5 
73.6 
72.7 

Table 

1.2 
1.2 
1 4 
1 4 
1 2 
1.2 

Source: Statistics of Income, Individual Income Tax Returns, 
1973-1078, and calculations 
Tables are Internal Revenue Service listings 
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Tab le A-8. Raw Number of Taxable R e t u r n s , Adjusted Gross Income, 
I t emized Deduc t ion and Taxable Income Amounts by Year Followed by 
I n t e r p o l a t e d R e s u l t s 

AGI(upper 
l i m i t ) 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
20,000 
25,000 
30,000 
50,000 

100,000 
200,000 
500,000 

1,000,000 
over 

1,000,000 

T o t a l 

Number of 
r e t u r n s 

22,979 
157,680 

3 , 0 7 4 , 3 3 7 
3 , 773,294 
4, 406,217 
4, 419,504 
4 , 0 9 7 , 2 9 7 
4 , 155,966 
3 ,972 ,052 
3 , 8 6 4 , 8 3 1 
3 , 628,141 
3 , 450,223 
3 , 100,974 
2 , 775,251 
2 , 3 6 8 , 3 6 1 
7, 764,900 
3 , 090,865 
1 ,264,116 
1, 334,244 

431,736 
57,249 
10,866 

1,477 

5 9 5 

61 ,224 ,145 

1972 

Amo 

Adjus ted 
g r o s s income 

21,372 
262,104 

7 ,764,964 
13,277,918 
19,810,001 
24 ,303,714 
26,644,349 
31 ,139,548 
33 ,738 ,611 
36,667,627 
38,079,987 
39,657,375 
38,742,604 
37,414,172 
34,293,494 

133,111,014 
68,385,939 
34 ,354,168 
49,441,093 
27,898,595 

7,414,667 
3 ,057,670 

989,490 

1,453,542 

707,914,018 

unt ( t hous a nds ) 

I t emized 
d e d u c t i o n s 

710 
7,210 

77,077 
328 ,371 
774,833 

1 ,429,433 
1 ,879,672 
2 , 7 9 0 , 0 1 7 
3 ,568 ,767 
4 , 0 1 1 , 9 0 3 
4 , 3 1 0 , 6 5 3 
4 , 8 5 6 , 6 6 4 
4, 774 ,928 
4, 753,482 
4 , 5 8 0 , 3 5 3 

19 ,578 ,376 
10 ,806 ,163 
5 ,569 ,639 
8 ,252 ,376 
4 , 8 3 7 , 7 6 3 
1 ,455,472 

711,087 
269,122 

473,777 

90 ,097 ,848 

Regular on ly 
r e t u r n s ( 2 ) 

22,979 
157,680 

3 ,074,337 
3 ,773,294 
4 ,406,217 
4 ,419 ,504 
4 ,094 ,685 
4 ,152,232 
3 ,960,963 
3 ,855 ,861 
3 ,607 ,601 
3 ,429,708 
3 ,074,028 
2 ,745,139 
2 ,331 ,010 
7 ,528,565 
2 ,853,599 
1,079,161 

978,809 
226,067 

14,450 
2 ,667 

495 

297 

59 ,789 ,348 

I n t e r p o l a t i o n f a c t o r s fo r y e a r 1972- .60400 95455 .00000 

Group 

1 
2 
3 
4 

I n t e r p o l a t e d r e s u l t s by group 

Amount ( t hous a nds ) 

Number of 
r e t u r n s 

3 0 , 3 9 0 , 8 2 1 
29, 110,054 

270,553 
17,919 

Adjus ted 
g r o s s income 

179,099,827 
485,753,128 

30,145,692 
12,915,369 

I t emized 
d e d u c t i o n s 

13 ,279 ,279 
68 ,696 ,277 
5 ,212 ,833 
2 , 9 0 9 , 4 5 8 

Regular on ly 
r e t u r n s 

30 ,390 ,821 
29 ,110 ,054 

270,553 
17,919 
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1973 

AGI(upper 
l i m i t ) 

5,000 
10,000 
15,000 
20,000 
50,000 

100,000 
200,000 
500,000 

1,000,000 
over 

1,000,000 

T o t a l 

Number of 
r e t u r n s 

11,686,350 
19,902,480 
15,568,312 

8 ,694,914 
6,175,257 

257,684 
16,283 

3,053 
490 

259 

62,305,082 

Amount ( thou sands) 

Adjus ted 
g ros s income 

41 ,438 ,464 
147 ,292 ,001 
192,430,937 
149,352,967 
160,955,353 

15,992,482 
2 ,101,723 

881,682 
330,424 

594,677 

711,370,710 

I t emized 
d e d u c t i o n s 

1,147,445 
12 ,429,775 
22 ,873 ,335 
21 ,903 ,068 
27 ,153 ,843 

3 ,425 ,733 
692,740 
357,553 
131,714 

238,250 

90 ,353 ,456 

Taxable 
income 

14,317,851 
79,433,877 

117,615,506 
99,071,750 

115,371,256 
11,801,065 

1,364,624 
516,318 
197,487 

355,800 

440,045,534 

I n t e r p o l a t i o n f a c t o r s fo r year 1973: .00000 .00000 .00000 

Group 

1 
2 
3 
4 

I n t e r p o l a t e d r e s u l t s by group 

Amount ( thousands) 

Number of 
r e t u r n s 

31 ,588 ,830 
30,438,483 

257,684 
20,085 

Adjus ted 
g ross income 

188,730,465 
502,739,257 

15,992,482 
3 ,908,506 

I t emized 
d e d u c t i o n s 

13 ,577,220 
71 ,930 ,246 

3 ,425 ,733 
1,420,257 

Taxable 
income 

937751,728 
332,058,512 

11,801,065 
2 ,434,229 
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1974 

Amount (thou s ands) 

AGI (upper 
l i m i t ) 

5 ,000 
10,000 
15,000 
20 ,000 
50,000 

100,000 
200,000 
500,000 

1 ,000,000 
o v e r 

1 ,000,000 

T o t a l 

Number of 
r e t u r n s 

11 ,859 ,798 
19 ,891 ,089 
15 ,381 ,870 

9 ,564,311 
7,751,959 

295,434 
19,490 
3 ,948 

663 

301 

64 ,768 ,863 

Adjusted 
gross income 

42,462,017 
147,367,200 
190,623,836 
164,679,944 
201,780,464 

18,390,925 
2 ,515 ,301 
1,142,698 

441,974 

651,056 

770,055,415 

I t e m i z e d 
d e d u c t i o n s 

1 ,100 ,544 
11 ,862 ,924 
22 ,314 ,156 
24 ,048 ,080 
34 ,200 ,986 

3 ,838 ,426 
810,006 
405,995 

170,825 

249,452 

Taxable 
income 

14,778,015 
81 ,011 ,411 

117,695,812 
109,599,250 
144,592,006 

13,683,457 
1,653,445 

727,021 
269,497 

400,904 

9 9 , 0 0 1 , 3 9 4 484,410,818 

I n t e r p o l a t i o n f a c t o r s for year 1974: .07600 .18182 .00000 

I n t e r p o l a t e d r e s u l t s by group 

Amount (thou s ands) 

Group 

1 
2 
3 
4 

Number of 
r e t u r n s 

32 ,919 ,909 
31 ,582 ,833 

241,718 
24,402 

Adjusted 
g ros s income 

204,316,628 
545,940,670 

15,047,087 
4 ,751 ,029 

I t e m i z e d 
d e d u c t i o n s 

14 ,659 ,343 
7 9 , 5 6 5 , 2 4 8 

3 , 140,523 
1 , 636,278 

Taxable 
income 

104,734,307 
365,430,112 

11,195,530 
3 , 0 5 0 , 8 6 7 
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1975 

AGI (upper 
l i m i t ) 

5 ,000 
10,000 
15,000 
20 ,000 
50,000 

100,000 
200,000 
500,000 

1,000,000 
over 

1,000,000 

Tota l 

Number of 
r e t u r n s 

9 ,337,854 
19,191,858 
14,706,746 

9,896, 765 
9 ,305,850 

336,254 
20 ,193 

3 ,797 
699 

295 

62 ,800 ,311 

Amount ( t housands ) 

Adjus ted 
g r o s s income 

34,561,215 
141,559,739 
182,395,693 
170,866,840 
245,210,304 

20 ,840 ,391 
2 ,600 ,976 
1,092,985 

471,687 

668,216 

800,268,046 

I t emized 
d e d u c t i o n s 

625,442 
9 ,373 ,056 

20 ,431 ,316 
22 ,776,012 
40 ,759,897 

4 ,461 ,844 
806,892 
383,187 
177,990 

276,702 

100,072,338 

Taxable 
income 

10 ,147 ,330 
72 ,227 ,598 

112 ,085 ,023 
112 ,076 ,095 
175,196,762 

15 ,391 ,338 
1 ,739 ,921 

700,394 
291,989 

390,835 

500 ,247 ,285 

I n t e r p o l a t i o n f a c t o r s for y e a r 1975: .34700 .38642 .50000 

Group 

1 
2 
3 
4 

I n t e r p o l a t e d r e s u l t s by group 

Amount ( t h o u s a n d s ) 

Number of 
r e t u r n s 

33,632, 952 
28 ,935 ,450 

217,020 
14,887 

Adjus ted 
g r o s s income 

239,412,259 
543,197,162 

14,125,247 
3 ,533 ,376 

I t emized 
d e d u c t i o n s 

17 ,088,164 
78,593,672 
3 ,149 ,175 
1,241,325 

Taxable 
income 

121,268,430 
366 ,384 ,193 

10 ,341,482 
2 , 2 5 3 , 1 7 8 
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1976 

AGI(upper 
l i m i t ) 

5 ,000 
10,000 
15,000 
20 ,000 
50 ,000 

100,000 
200,000 
500,000 

1,000,000 
ove r 

1,000,000 

To ta l 

Number of 
r e t u r n s 

8 ,816,476 
19,081 470 
14,280,972 
10,697,397 
11 ,516,924 

398,232 
18 ,929 

3 ,740 
6 7 1 

3 3 1 

64,815, 142 

Amount ( thousands) 

Ad jus t ed 
g r o s s income 

32 ,754 ,061 
140,575,423 
177,285,386 
185,305,920 
306,262,609 

24 ,486 ,130 
2 ,427 ,796 
1,090,489 

458,289 

715,025 

871 ,361 ,128 

I t emized 
d e d u c t i o n s 

430,834 
7 ,657,790 

17 ,756 ,320 
23 ,574 ,961 
50 ,073 ,245 

5 ,312,442 
764,828 
368,026 
161,342 

277,804 

106,377,592 

Taxable 
income 

9 ,553,438 
71 ,434 ,535 

110 ,203 ,801 
121,945,616 
218 ,449 ,980 

18,016,882 
1,613,414 

713,310 
295,384 

436,427 

552,662,787 

I n t e r p o l a t i o n f a c t o r s for y e a r 1976: .49780 .50000 .66667 

Group 

1 
2 
3 
4 

I n t e r p o l a t e d r e s u l t s by group 

Amount ( thousands) 

Number of 
r e t u r n s 

35 ,007 ,013 
29 ,585 ,341 

211,735 
11 ,051 

Adjus ted 
g r o s s income 

261 ,582 , 149 
592 ,844 ,314 

13 ,861 
3,073,060 

Excess 
i t e m i z e d 

d e d u c t i o n s 

16 ,927,720 
85 ,221 ,650 

3,166, 108 
1,062,112 

Taxable 
income(1) 

135 ,847,425 
404 ,748 ,385 

10 ,084 ,055 
1,982,920 



www.manaraa.com

Table A-8 con t inued 212 

1977 

Amount ( t housands ) 

AGI (upper 
l i m i t ) 

5 ,000 
10,000 
15,000 
20 ,000 
50 ,000 

100,000 
200,000 
500,000 

1 ,000 ,000 
o v e r 

1 ,000 ,000 

T o t a l 

Number of 
r e t u r n s 

18,440,726 
19 ,181 ,601 
14,123,389 
10,983,359 
14,388,443 

468,330 
20,447 

3,767 
698 

359 

77,611,119 

Adjusted 
g r o s s income 

52 ,628 ,800 
141,513,242 
174,897,943 
190,523,137 
387 ,769 ,344 

28 ,625 ,843 
2 ,625 ,843 

1,091,020 
473,167 

838,153 

980,994,927 

Excess 
i t e m i z e d 

d e d u c t i o n s 

136,157 
1,721,940 
4,575,825 
7,863,793 

30 ,646 ,015 
4 ,771 ,012 

769,020 
372,928 

172,489 

310,586 

51 ,339 ,765 

Taxable 
m c o m e ( l ) 

33 ,709 ,078 
108,406,000 
142,217,649 
157,189,253 
320,321,948 

22,558,680 
1,802,756 

709,397 
299,053 

52 6,740 

787,740,554 

I n t e r p o l a t i o n f a c t o r s for y e a r 1977: .72860 .61112 .66667 

I n t e r p o l a t e d r e s u l t s by group 

Amount ( thou s and s ) 

Group 

1 
2 
3 
4 

Number of 
r e t u r n s 

47 ,912 ,628 
29 ,491 ,095 

195,755 
11,639 

Adjusted 
g r o s s income 

321 ,572 ,683 
643 ,262 ,2 62 

12 ,882 ,368 
3 ,277,612 

I t emized 
d e d u c t i o n s 

5 ,192 ,043 
42 ,667 ,347 

2 ,368 ,033 
1,112,340 

Taxable 
income 

245,734,857 
529 ,895 ,131 

9 ,974,462 
2 ,136 ,102 
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1978 

AGI(upper 
l i m i t ) 

5 ,000 
10 ,000 
15 ,000 
2 0 , 0 0 0 
5 0 , 0 0 0 

100,000 
200 ,000 
500 ,000 

1 ,000,000 
over 

1 ,000,000 

T o t a l 

Number of 
r e t u r n s 

17 ,884 ,088 
19 ,450 ,913 
14 ,034 ,735 
10 ,950 ,897 
17 ,318 ,147 

598,581 
25,301 

4,765 
783 

367 

80 ,268 ,577 

Amount ( thousands ) 

Adjus ted 
gross income 

51 ,191 ,143 
142 ,820 ,898 
173,863,446 
190 ,703 ,638 
476 ,031 ,097 

36 ,256 ,114 
3 ,271 ,079 
1 ,369,721 

530,728 

878,916 

1,076,916,780 

Excess 
i t emized 

d e d u c t i o n s 

117,252 
1,996,587 
4 ,817,732 
8 ,630,341 

39 ,584 ,020 
6 ,013,581 

916,639 
466,110 
194,585 

309,839 

63 ,046 ,686 

Taxable 
income( l ) 

33 ,705 ,090 
110 ,917 ,721 
142 ,167 ,848 
157,747,475 
392 ,824 ,213 

28 ,625 ,039 
2 ,287 ,297 

892 ,484 
334 ,381 

568 ,231 

870 ,069 ,779 

I n t e r p o l a t i o n f a c t o r s f o r year 1978: .85940 .72728 .75000 

Group 

1 
2 
3 
4 

I n t e r p o l a t e d r e s u l t s b y group 

Amount ( thousands ) 

Number of 
r e t u r n s 

49 ,396 ,452 
30 ,677 ,663 

182,220 
12,240 

Adjus ted 
gross income 

343 ,430 ,286 
717,548,282 

12 ,341 ,076 
3 ,597 ,134 

Excess 
i temized 

d e d u c t i o n s 

6,254,197 
53 ,265 ,291 

2 ,327 ,503 
1,199,693 

Taxable 
income( l ) 

266 ,801 ,859 
591 ,378 ,905 

9 ,522 ,093 
2 ,366 ,920 

Sou rce : S t a t i s t i c s of Income, I n d i v i d u a l Income Tax R e t u r n s , 
1972-1978, T a b l e 3 .1 e x c e p t fo r 1972 (Table 3 .2 ) and c a l c u l a t i o n s 
(1) Taxable income i n c l u d e s ze ro b r a c k e t amount 
(2) Regu la r o n l y computa t ion r e t u r n s . R e s t of 1972 d a t a shown i s 
combina t ion of Regular o n l y , Income a v e r a g i n g , and Maximum and 
Regu la r c o m p u t a t i o n s . 
See Appendix B, Programs B-l and B-2 
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Table A-9. Raw Standard Deduction Amounts (thousands) by Year 
and by Group Followed by Interpolated Results 

AGI(upper limits) 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 
10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
20,000 
25,000 
30,000 
50,000 
100,000 
200,000 
500,000 

1,000,000 
over 

1,000,000 

Total 

1972 

1,610 
73,035 

3,758,430 
4,453,781 
4,980,483 
4,641,039 
4,071,872 
3,686,030 
3,113,932 
3,145,714 
3,067,838 
2,942,588 
2,809,581 
2,492,137 
1,915,657 
4,484,609 
1,007,592 
278,157 
196,149 
33,042 
2,604 
387 
27 

51,156,294 

Interpolations factors for 1972 .60400 95455 .00000 

Group 

1 
2 
3 
4 

I n t e r p o l a t i o n r e s u l t s by group 

1972 

30 ,680 ,223 
20 ,431 ,095 

41,956 
3,018 
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AGI(uppe r 
l i m i t ) 

5 , 0 0 0 
1 0 , 0 0 0 
1 5 , 0 0 0 
2 0 , 0 0 0 
5 0 , 0 0 0 

1 0 0 , 0 0 0 
2 0 0 , 0 0 0 
5 0 0 , 0 0 0 

1 , 0 0 0 , 0 0 0 
over 

1 , 0 0 0 , 0 0 0 

1973 

1 3 , 6 2 5 , 6 9 5 
1 8 , 9 0 3 , 8 4 0 
1 4 , 3 1 4 , 2 5 3 

5 , 3 6 3 , 9 8 6 
1 , 5 5 1 , 8 3 2 

9 , 4 1 7 
327 

62 
4 

0 

1974 

1 4 , 1 5 5 , 2 7 7 
1 9 , 3 7 8 , 0 2 1 
1 4 , 7 0 1 , 8 5 6 

6 , 2 2 3 , 4 9 0 
2 , 2 1 4 , 7 8 3 

1 3 , 6 1 3 
618 

88 
5 

0 

1 9 7 5 

1 4 , 2 9 4 , 1 0 6 
2 6 , 8 3 0 , 5 8 7 
1 7 , 2 2 9 , 9 2 5 
1 1 , 0 3 2 , 7 1 4 

4 , 6 7 1 , 9 6 1 
2 5 , 8 1 0 

1 ,094 
140 

15 

0 

14 
30 , 
18 , 
13 , 

7, 

1976 

2 8 8 , 4 3 5 
1 2 7 , 0 5 6 
9 9 5 , 2 4 7 
7 3 1 , 4 0 4 
5 6 9 , 7 1 6 

4 0 , 8 4 1 
662 
135 

18 

0 

T o t a l 5 3 , 7 6 9 , 4 1 6 5 6 , 5 9 7 , 7 5 1 7 4 , 0 8 6 , 3 5 2 8 4 , 7 5 3 , 5 1 4 

I n t e r p o l a t i o n f a c t o r s f o r 1973 : . 0 0 0 0 0 . 0 0 0 0 0 .00000 
I n t e r p o l a t i o n f a c t o r s f o r 1974: . 0 7 6 0 0 1 8 1 8 2 .00000 
I n t e r p o l a t i o n f a c t o r s f o r 1975: . 3 4 7 0 0 3 8 6 4 2 50000 
I n t e r p o l a t i o n f a c t o r s f o r 1976: . 4 9 7 8 0 50OO0 66667 

I n t e r p o l a t e d r e s u l t s b y group 

Group 1973 1974 1 9 7 5 1976 

1 3 2 , 5 2 9 , 5 3 5 3 4 , 6 5 0 , 6 3 9 4 7 , 1 0 3 , 4 7 6 5 3 , 8 7 1 , 3 2 4 
2 2 1 , 2 3 0 , 0 7 1 2 1 , 9 3 5 , 2 6 3 2 6 , 9 6 5 , 7 4 3 3 0 , 8 6 0 , 9 5 3 
3 9 , 4 1 7 1 1 , 1 3 7 1 6 , 4 2 9 2 0 , 8 6 1 
4 393 - 7 1 1 702 373 

S o u r c e : S t a t i s t i c s o f Income, I n d i v i d u a l I n c o m e Tax R e t u r n s , 
1 9 7 2 - 1 9 7 6 , T a b l e 3 . 1 ( e x c e p t T a b l e 3 . 2 - 1 9 7 2 ) and c a l c u l a t i o n s 
See A p p e n d i x B, P r o g r a m s B-2 a n d B-3 
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Table A-10. 
Fol lowed by 

AGI ( u p p e r 
l i m i t ) 

5 , 0 0 0 
10 ,000 
15 ,000 
2 0 , 0 0 0 
5 0 , 0 0 0 

100 ,000 
200 ,000 
500 ,000 

1 ,000,000 
o v e r 

1 ,000,000 

To ta l 

AGI(upper 
l i m i t ) 

5 , 0 0 0 
10 ,000 
15 ,000 
2 0 , 0 0 0 
50 ,000 

100,000 
200 ,000 
500 ,000 

1 ,000,000 
o v e r 

1 ,000,000 

Tota l 

I n t e r p o l a t i o n 
I n t e r p o l a t i o n 
I n t e r p o l a t i o n 
I n t e r p o l a t i o n 
I n t e r p o l a t i o n 
I n t e r p o l a t i o n 

Raw Number of 
I n t e r p o l a t e d R< 

1973 

16 ,471 ,269 
48 ,721 ,100 
50 ,179 ,425 
30 ,687 ,558 
22 ,507 ,854 

1,008,406 
58 ,713 
10,332 

1,626 

836 

169 ,647 ,119 

1976 

11 ,308 ,472 
41 ,808 ,055 
40 ,440 ,025 
34 ,738 ,585 
40 ,226 ,225 

1 ,487,953 
65,190 
12,025 

2 ,059 

1,059 

170 ,089 ,648 

f a c t o r s fo r 
f a c t o r s fo r 
f a c t o r s fo r 
f a c t o r s fo r 
f a c t o r s for 
f a c t o r s fo r 

p t i o n s Claimed 
s 

1974 

16 ,573 ,664 
46,828,868 
47 ,890 ,382 
33 ,081 ,870 
27 ,818 ,813 

1,140,695 
68,316 
12,799 
2,196 

934 

173 ,418 ,537 

1977 

24 ,572 ,343 
41 ,940 ,940 
37 ,499 ,718 
33 ,975 ,102 
49 ,079 ,107 

1,729,603 
72,090 
11,620 
2,167 

1,103 

189 ,883 ,793 

1973 
1974 
1975 
1976 
1977 
1978 

.00000 

.07600 

.34700 

.49780 

.72860 

.85940 

.00000 

.18182 

.38642 

.50000 

.61112 
72728 

by Year and by Group 

1975 

12 ,661 ,906 
44 ,174 ,958 
43 ,534 ,181 
33 ,310 ,134 
32 ,776 ,054 

1,281,918 
70,759 
12 ,351 

2 , 2 6 1 

901 

167,825,423 

1978 

24 ,051 ,083 
39 ,987 ,620 
35 ,879 ,107 
32 ,438 ,337 
58 ,184 ,410 

2 ,158 ,155 
89 ,524 
14,862 

2 , 3 4 8 

1,130 

192,806,576 

00000 
.00000 
.50000 
.66667 
66667 
.75000 
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Group 

1 
2 
3 
4 

I n t e r p o l a t e d r e s u l t s by group 

1973 1974 1975 

65,192,369 
103,374,837 

1,008,406 
71,507 

67 ,042 ,201 
105,358,797 

933 ,293 
84 ,245 

71 ,943 ,224 
95 ,007 ,059 

824 ,246 
50 ,892 

Group 

1 
2 
3 
4 

1976 

73 ,247,571 
96,017,767 

787,436 
36,872 

1977 

94 ,835 ,578 
94 ,288 ,627 

720,668 
38 ,920 

1978 

94 ,873 ,208 
97 ,236 ,932 

655 ,715 
4 0 , 7 2 1 

Source : S t a t i s t i c s of Income, I n d i v i d u a l Income Tax R e t u r n s , 
Table 3 1, 1973-1978 
See Appendix B, Program B-3 

Table A - l l . Raw Amounts ( t housands ) of E l d e r l y C r e d i t and Child 
Care Cred i t (Deduct ion) by Adjusted Gross Income and by Group 
Followed by I n t e r p o l a t e d R e s u l t s 

1973 

AGI (upper l i m i t ) 

5,000 
10,000 
15,000 
20,000 
50,000 

100,000 
200,000 
500,000 

1,000,000 
over 

1,000,000 

To ta l 

1974 

Elderly 
credit 

16,783 
66,302 
29,671 
13,437 
8,441 
738 
87 
26 
6 

2 

135,493 

Elderly 
credit 

15,181 
55,445 
27,059 
11,799 
9,213 

785 
89 
39 
8 

4 

119,622 
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1973 1974 

Group 

1 
2 
3 
4 

E l d e r l y 
c r e d i t 

E l d e r l y 
c r e d i t 

83,085 
51,549 

738 
121 

80,908 
37,931 

642 
140 

Interpolation factors for 1973: 
Interpolation factors for 1974: 

.00000 .00000 .00000 

.38000 .18182 .00000 

Interpolation results by group 

1973 1975 

Agi (upper l i m i t ) 

1,000 
2 ,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
20,000 
25,000 
30,000 
50,000 

100,000 
200,000 
500,000 

1,000,000 
over 

1 ,000,000 

Child care 
deduction 

0 
0 
0 
0 

23,971 
46,035 
66,547 
47,038 
82,837 
62,886 
87,720 
89,743 
98,890 
85,389 
117,321 
378,389 
47,899 
6,630 
1,939 
273 
53 
3 
0 

0 

Child care 
deduction 

0 
0 
0 
0 
0 
0 

25,215 
54,756 
66,536 
94,689 
83,167 
81,180 
95,303 
101,235 
110,598 
455,553 
73,184 
11,162 
5,826 

199 
0 
0 
0 

0 

Tota l 1,243,563 1 ,258,601 
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Interpolation factors for 1973 
Interpolation factors for 1975 

00000 .00000 .00000 
73500 .38462 50000 

Group 

I 
2 
3 
4 

Interpolation results by group 

1973 1975 

Child care 
deduction 

329,314 
913,920 

273 
56 

Child care 
deduction 

302,323 
956,156 

122 
0 

Elderly credit 

AGI(upper 

2,000 
4,000 
6,000 
8,000 
10,000 
12,000 
14,000 
16,000 
18,000 
20,000 
25,000 
30,000 
50,000 

100,000 
200,000 
500,000 

1,000,000 
over 

1,000,000 

Total 

limit) 1975 

0 
0 

9,760 
15,680 
24,155 
15,919 
11,899 
8,640 
7,521 
5,289 
9,074 
3,329 
4,739 
1,133 
311 
74 
16 

9 

117,548 

1976 

304 
0 

16,018 
42,235 
33,785 
27,254 
17,031 
13,667 
7,591 
4,680 
9,137 
4,576 
3,571 

453 
40 
8 
2 

0 

180,352 

1977 

0 
163 

10,615 
32,740 
22,153 
23,571 
14,047 
11,059 
4,162 
4,687 

10,379 
5,972 
2,793 

368 
5 
2 
1 

0 

142,717 

1978 

0 
0 

3,756 
25,866 
27,748 
20,273 
11,626 
12,4O0 
4,225 
3,734 
9,606 
2,692 
6,680 

428 
21 
5 
1 

0 

129,080 

Interpolation factors for 1975 
Interpolation factors for 1976 
Interpolation factors for 1977 
Interpolation factors for 1978 

.86750 .38462 .50000 

.24450 .50000 .66667 
82150 .61112 .66667 
.14850 72728 .75000 
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I n t e r p o l a t i o n r e s u l t s by group 

E l d e r l y c r e d i t 

Group 1975 1976 1977 1978 

AGI(upper l i m i t ) 

2 ,000 
4 ,000 
6,000 
8,000 

10,000 
12,000 
14,000 
16,000 
18,000 
20 ,000 
25 ,000 
30 ,000 
50 ,000 

100,000 
200,000 
500,000 

1,000,000 
ove r 

1,000,000 

T o t a l 

Ch i ld care c r e d i t 

1 63 ,404 123,760 100,781 91,110 
2 53 ,036 56 ,315 41 ,784 37,806 
3 852 253 146 132 
4 254 23 4 11 

1976 

0 
0 

2,201 
16,387 
28,046 
33,652 
36,846 
35,937 
45,412 
47,069 
91,228 
59,804 
37,654 
5,916 

908 
119 
12 

5 

441,196 

1977 

0 
0 

13 
12,767 
26,100 
35,806 
37,844 
35,788 
43,517 
39,900 
108,008 
78,416 
71,023 
12,051 
1,492 

199 
0 

9 

502,933 

1978 

0 
0 

845 
15,873 
30,707 
29,980 
39,044 
46,033 
47,870 
54,177 
137,163 
97,093 
114,817 
15,831 
2,233 

294 
36 

14 

632,010 



www.manaraa.com

T a b l e A- l l con t inued 221 

I n t e r p o l a t i o n r e s u l t s by group 

Ch i ld c a r e c r e d i t 

Group 1976 1977 1978 

1 89 ,294 105,774 123,284 
2 347,899 390,771 501 ,830 
3 3 ,563 5,681 5,992 
4 438 705 902 

S o u r c e : S t a t i s t i c s of Income, I n d i v i d u a l Income Tax Re tu rns , and 
c a l c u l a t i o n s 
1973, Tables 2 . 9 and 3 . 1 
1974, Table 3 . 1 . No d a t a was a v a i l a b l e fo r c h i l d c a r e deduc t ion . 
1975, Table 2 . 6 and 3 . 7 
1976, Table 3 .6 
1977, Table 3 .12 
1978, Table 3 .6 
N o t e , d e t a i l may not add to t o t a l because of round ing 
See Appendix B, Programs B-4 t h r o u g h B-6 

T a b l e A-12. Raw Amount ( thousands) of Earned Income C r e d i t by Year 

AGI(upper lima 

No AGI 
1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 

T o t a l 

t ) 1975(1) 

30,196 

121,402 

151,597 

1976 

10,197 
20 ,497 
82 ,961 

147,746 
246,652 
302,618 
260,749 
170 ,541 

52,869 

1 ,294,830 

1977 

7 ,705 

88,375 

363,555 

469,255 

197,664 

1,126,555 

1978 

6,422 

78,342 

327,885 

448,060 

187,594 

1,048,303 

Source - S t a t i s t i c s of Income, I n d i v i d u a l Income Tax R e t u r n s , Table 
3 . 7 (except 1977 Table 3 .13) , 1975-1978 
(1) 1975 da ta were p r e s e n t e d m a combined manner. S ince a l l of t he 
c r e d i t f a l l s i n Group 1 , the e x a c t p lacement i s i m m a t e r i a l . 
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Table A-13. Returns Filed using Regular Tax Computation as a 
Percent of All Returns using any Computation Method by Year 

Year 

]972 
1973 
1974 
1975 
1976 
1977 
1978 

Regular 

59,789,348 
62,305,082 
64,768,863 
62,800,311 
64,815,142 
77,611,119 
80,268,577 

Total 

61,323,337 
64,673,050 
67,705,542 
65,852,602 
68,716,772 
81,674,633 
85,280,660 

% of'Total 

.975 

.963 

.957 

.954 

.943 

.950 

.941 

Source- Statistics of Income, Individual Income Tax Returns, 
Table 3-1, 1972-1978 

Table A-14. Returns with Adjusted Gross Income, Deductions, 
Exemptions, and Taxable Income by Year and Type of Tax Computation 

1972 

# of returns 

Regular 
only 

5 9 , 7 8 9 , 3 4 8 

Maximum and 
r e g u l a r 

52,268 

Income 
averaging 

1,382,529 

1973 

Regular 
only 

# of returns 62,305,082 
adjusted gross income 711,370,710 
# of itemized deduction returns 25,350,184 
Itemized deduction amounts 90,353,456 
# of standard deduction returns 36,953,575 
Standard deduction amounts 53,769,416 
# of exemptions 169,647,119 
Taxable income amounts 440,045,534 

Maximum and 
regular 

78,730 
8,831,003 

77,692 
1,328,504 

1,038 
2,074 

317,148 
7,262,564 

Income 
averaging 

2,198,373 
70,881,173 
1,483,616 
8,597,349 
714,757 

1,366,009 
7,714,160 

55,136,139 
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1974 

Regular 
only 

# of returns 64,768,863 
adjusted gross income 770,055,415 
# of itemized deduction returns 26,330,533 
Itemized deduction amounts 99,001,394 
# of standard deduction returns 38,438,330 
Standard deduction amounts 56,597,751 
# of exemptions 73,418,537 
Taxable income amounts 84,410,818 

1975 

Maximum and 
regular 

115,338 
13,652,340 

113,388 
1,999,228 

1,950 
3,958 

451,262 
11,310,706 

Income 
averaging 

2,745,024 
89,146,131 
1,928,640 

11,120,143 
816,384 

1,579,606 
9,473,391 
69,342,292 

Regular 
only 

# of returns 62,800,311 
adjusted gross income 800,268,046 
# of itemized deduction returns 23,119,583 
Itemized deduction amounts 100,072,338 
# of standard deduction returns 39,680,728 
Standard deduction amounts 74,086,352 
# of exemptions 167,825,423 
Taxable income amounts 500,247,285 

Maximum and 
regular 

148,182 
17,695,198 

145,557 
2,664,061 

2,625 
6,544 

580,806 
14,588,989 

Income 
averaging 

2,813,421 
92,274,035 
1,910,375 
12,105,701 

903,045 
2,192,569 
9,755,766 

70,659,045 

Source: Statistics of Income, Individual Income Tax Returns, 
1972-1975, Table 3.1 

Table A-15 Regular-only, Maximum and Regular, and Income Averaging 
Tax Computation Amounts by Year (money in thousands) 

AGI(upper 
limit) 

5,000 
10,000 
15,000 
20,000 
50,000 
100,000 
200,000 
500,000 

1,000,000 
over 

1,000,000 

Total 

Number of 
returns 

11,686,350 
19,902,480 
15,568,312 
8,694,914 
6,175,257 
257,684 
16,283 
3,053 

490 

259 

62,305,082 

1973 regular-

Adjusted 
gross income 

41,438,464 
147,292,001 
192,430,937 
149,352,967 
160,955,353 
15,992,482 
2,101,723 

881,682 
330,424 

594,677 

711,370,710 

only 

Itemized 
deductions 

1,147,445 
12,429,775 
22,873,335 
21,903,068 
27,153,843 
3,425,733 

692,740 
357,553 
131,714 

238,250 

90,353,456 

Standard 
deductions 

13,635,695 
18,903,840 
14,314,253 
5,363,986 
1,551,832 

9,417 
327 
62 
4 

0 

53,769,416 
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1973 income ave rag ing 

AGI (upper 
l i m i t ) 

5,000 
10,000 
15,000 
20,000 
50,000 

100,000 
200,000 
500,000 

1 ,000,000 
over 

1 ,000,000 

T o t a l 

Number of 
r e tu rns 

(1) 
66,865 

205,162 
383,455 

1,258,187 
246,164 

31,310 
6,292 

734 

240 

2,198,373 

Adjus ted 
g ros s income 

( 1 ) 
545 ,528 

2 ,628 ,141 
6 ,727 ,221 

38,284,677 
15,997,235 
4 ,039 ,564 
1,759,934 

492 ,951 

405 ,921 

70,881,173 

I temized 
d e d u c t i o n s 

(1) 
30,581 

191,507 
646,094 

4 ,559 ,754 
2 ,115 ,140 

581,164 
313,929 

93,904 

65,276 

8 ,597 ,349 

S t anda rd 
d e d u c t i o n s 

( 1 ) 
59 ,948 

243 ,190 
3 7 2 , 6 8 1 
637 ,271 

48 ,533 
3 ,986 

382 
10 

8 

1,366,009 

1973 maximum and r e g u l a r 

AGI (upper 
l i m i t ) 

50,000 
100,000 
200,000 
500,000 

1 ,000,000 
over 

1 ,000,000 

T o t a l 

Number of 
r e t u r n s 

412 
45,049 
28,664 
4,230 

294 

81 

78,730 

Adjus ted 
g ros s income 

19 ,310 
3 ,636 ,706 
3 ,703 ,108 
1,143,978 

190,030 

137,870 

8 ,831,003 

I temized 
d e d u c t i o n s 

1,392 
510,697 
576,047 
182,578 

32,413 

25,377 

1,328,504 

S tanda rd 
deduc ; t i o n s 

( 1 ) 
1,424 

552 
92 

( 1 ) 

6 

2 , 0 7 4 

1974 r e g u l a r - o n l y 

AGI (upper 
l i m i t ) 

57000 
10,000 
15,000 
20,000 

Number of 
r e tu rns 

11,859,798 
19,891,089 
15,381,870 

9,564,311 

Adjus ted 
g ross income 

42,462,017 
147,367,200 
190,623,836 
164,679,944 

I temized 
d e d u c t i o n s 

1 , 100,544 
11 ,862 ,924 
2 2 , 3 1 4 , 1 5 6 
2 4 , 0 4 8 , 0 8 0 

S tanda rd 
d e d u c t i o n s 

14 ,155 ,277 
19 ,378 ,021 
14 ,701 ,856 

6 ,223 ,490 
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50,000 
100,000 
200,000 
500,000 

1,000,000 
over 

1,000,000 

T o t a l 

7 ,751,959 
295,434 

19,490 
3,948 

663 

301 

64,768,863 

201,780 ,464 
18 ,390 ,925 
2 , 5 1 5 , 3 0 1 
1 ,142,698 

441 ,974 

651 ,056 

770,055,415 

34 ,200 ,986 
3 ,838 ,426 

810,006 
405,995 
170,825 

249,452 

99 ,001 ,394 

2, 

56 , 

,124,783 
13,613 

618 
88 

5 

0 

,597,751 

1974 income a v e r a g i n g 

AGI (upper 
l i m i t ) 

5,000 
10,000 
15,000 
20,000 
50,000 

100,000 
200,000 
500,000 

1,000,000 
over 

1,000,000 

T o t a l 

Number of 
r e t u r n s 

0 
50,090 

231,320 
498,635 

1,611,134 
304,214 

41,102 
7,580 

739 

210 

2,745 ,024 

Ad jus t ed 
g r o s s income 

0 
432 ,452 

2 ,964 ,519 
8 ,772 ,464 

48 ,872 ,225 
19 ,784 ,853 
5 ,327 ,663 
2 ,113 ,847 

485 ,741 

392 ,367 

89 ,146 ,131 

6 
2 

1 1 

I temized 
d e d u c t i o n s 

0 
13,356 

238,315 
947,178 

,099,395 
,623,007 

712,529 
335,740 

90,659 

59,964 

,120,143 

S tandard 
d e d u c t i o n s 

0 
58,404 

275,302 
435,793 
751,853 

51,659 
5,888 

681 
20 

5 

1,579,606 

1974 maximum and r e g u l a r 

AGI (upper 
l i m i t ) 

50, 
100, 
200, 
500, 

1 ,000, 

,000 
,000 
,000 
,000 
,000 
over 

1 ,000 , 

T o t a l 

,000 

Number of 
r e t u r n s 

61, 
45, 
7 , ' 

115, 

( 1 ) 
,538 
,540 
187 
605 

168 

,338 

Adju i s t e d 
g r o s s income 

4,966 
5,941 

2.049,1 
395 

298 

13, ,652 

( 1 ) 
,723 
,185 
556 
,980 

,796 

,340 

I temized 
d e d u c t i o n s 

681, 
896, 

(1) 
,433 
,808 

319,819 
57, 

44, 

1 ,999 , 

,123 

,045 

,228 

S tandard 
d e d u c t i o n s 

(1) 
2,974 

409 
148 

18 

0 

3,958 

S o u r c e : S t a t i s t i c s of Income, I n d i v i d u a l Income Tax R e t u r n s , 
T a b l e 3 -1 , 1973-1974 
( 1 ) Figure i s shown combined wi th fo l lowing e n t r y 
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Table A-16. Child Care Deduction Amounts (thousands) for 1975 based 
on Amount per Actual Return and Projected Returns by Group 

G r o u p 

1 
2 
3 
4 

T o t a l 

Number o f 
r e t u r n s 

3 3 , 6 3 2 , 9 5 2 
2 8 , 9 3 5 , 4 5 0 

2 1 7 , 0 2 0 
1 4 , 8 8 7 

6 2 , 8 0 0 , 3 1 1 

D e d u c t i o n 
a m o u n t 

3 0 2 , 3 2 3 
9 5 6 , 1 5 6 

1 2 2 
0 

1 , 2 5 8 , 6 0 1 

P e r 
r e t u r n 

8 . 9 8 
3 3 . 0 4 

. 5 6 

. 0 0 

P r o j e c t e d 
r e t u r n s 

3 4 , 1 8 7 , 5 9 1 
3 2 , 9 6 8 , 5 2 3 

2 5 3 , 4 8 1 
2 7 , 7 0 6 

6 7 , 4 3 7 , 3 0 1 

P r o j e c t e d 
amount 

3 0 7 , 3 0 9 
1 , 0 8 9 , 4 2 7 

142 
0 

1 , 3 9 6 , 8 7 8 

Source: Appendix A, Tables A-8 and A - l l , Chapter 5, Table 5-5 and 
c a l c u l a t i o n 

Table A-17. Child Care C r e d i t Amounts (thousands) as a Percent of 
T o t a l by Group (1976-1978) including Average Pe rcen t s 

G r o u p 

1 
2 
3 
4 

T o t a l 

1976 

8 9 , 2 9 4 
3 4 7 , 8 9 9 

3 , 5 6 3 
438 

4 4 1 , 1 9 6 

Amounts 

1977 

105 ,774 
3 9 0 , 7 7 1 

5 ,681 
705 

502 ,933 

1 9 7 8 

1 2 3 , 2 8 4 
5 0 1 , 8 3 0 

5 , 9 9 2 
902 

6 3 2 , 0 1 0 

1976 

2 0 . 2 3 9 
7 8 . 8 5 4 

808 
. 099 

1 0 0 . 0 0 0 

P e r c e n t s 

1977 

2 1 . 0 3 1 
7 7 . 6 9 8 

1 1 3 0 
1 4 0 

1 0 0 . 0 0 0 

1978 

1 9 . 5 0 7 
79 402 

948 
143 

100 .000 

Average 

20 .259 
7 8 . 6 5 1 

962 
128 

100 .000 

Source Appendix A, Table A - l l and c a l c u l a t i o n s 

Table A-18. 1973-1975 E l d e r l y Credit Amounts (thousands) by Group, 
Cor re la t ions and Amounts p e r Return 

G r o u p 

] 
2 
3 
4 

T o t a l 

1973 

8 3 , 0 8 5 
5 1 , 5 4 9 

738 
121 

135 ,493 

Amount 

1974 

80 ,908 
37 ,931 

642 
140 

119,622 

1 9 7 5 

6 8 , 0 8 6 
5 6 , 9 5 2 

9 1 5 
2 7 3 

1 2 6 , 2 2 6 

C o r r e l a t i o n 

. 9 2 5 3 

. 2 7 5 6 

. 6 3 9 4 

. 9 1 7 7 

. 5 8 1 2 

1973 

2 . 6 3 
1 69 
2 86 
6 . 0 2 

2 . 1 7 

Amount p e r 

1974 

2 . 4 6 
1 .20 
2 66 
5 74 

1 .85 

1975 

1 .99 
1 73 
3 61 
9 . 8 5 

1 .87 

r e t u r n 

Average 

2 .36 
1 54 
3 .04 
7 .20 

1.96 

Source: Appendix A, Table A - l l and c a l c u l a t i o n s 
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Table A - 1 9 . Seasona l ly A d j u s t e d Consumer P r i ce Index F igures 
10 /31 /71 t o 9 /30 /78 

Year-
Month 

71-10 
71-11 
71-12 
72-01 
72-02 
72-03 
72-04 
72-05 
72-06 
72-07 
72-08 
72-09 
72-10 
72-11 
72-12 
73-01 
73-02 
73-03 
73-04 
73-05 
73-06 
73-07 
73-08 
73-09 

CPI 

1 2 2 . 3 
1 2 2 . 6 
1 2 3 . 1 
1 2 3 . 4 
1 2 3 . 9 
1 2 4 . 1 
1 2 4 . 4 
1 2 4 . 7 
1 2 5 . 0 
1 2 5 . 4 
1 2 5 . 7 
1 2 6 . 1 
1 2 6 . 4 
1 2 6 . 9 
1 2 7 . 3 
1 2 7 . 9 
1 2 9 . 4 
1 2 9 . 9 
1 3 0 . 9 
1 3 1 . 7 
1 3 2 . 4 
1 3 2 . 5 
1 3 4 . 9 
1 3 5 . 3 

Y e a r -
month 

73 -10 
7 3 - 1 1 
73 -12 
7 4 - 0 1 
74-02 
7 4 - 0 3 
7 4 - 0 4 
74 -05 
7 4 - 0 6 
74 -07 
7 4 - 0 8 
74 -09 
7 4 - 1 0 
7 4 - 1 1 
74-12 
7 5 - 0 1 
75-02 
7 5 - 0 3 
7 5 - 0 4 
75 -05 
7 5 - 0 6 
7 5 - 0 7 
7 5 - 0 8 
75 -09 

CPI 

136.3 
137.5 
138.5 
140.0 
141.8 
143.2 
144.1 
145.7 
146.9 
147.8 
149.7 
151.5 
152.8 
154.2 
155.6 
156.7 
157.5 
158.2 
158.6 
159.2 
160.2 
161 8 
162.4 
163.5 

Year-
month 

75-10 
75-11 
75-12 
76-01 
76-02 
76-03 
76-04 
76-05 
76-06 
76-07 
76-08 
76-09 
76-10 
76-11 
76-12 
77-01 
77-02 
77-03 
77-04 
77-05 
77-06 
77-07 
77-08 
77-09 

CPI 

164 .6 
165 .7 
166 .7 
167 .3 
167 .4 
167 .9 
168 .2 
169 .0 
169 .7 
170 6 
171 .6 
172 .5 
173 .2 
173 .9 
174 .7 
175 .9 
177 .5 
178 .5 
179 .6 
180 .3 
181 .3 
182 .2 
182 .9 
1 8 3 . 8 

Y e a r -
month 

77-10 
7 7 - 1 1 
77-12 
7 8 - 0 1 
78-02 
78-03 
78 -04 
78-05 
78-06 
78-07 
78-08 
78-09 

CPI 

184.5 
185.6 
186.6 
187 8 
188.9 
190.4 
191.8 
193.3 
195.0 
196.3 
197.5 
199.2 

Source: Bureau of Economic and Bus iness Research 

Table A - 2 0 . I n t e r e s t Income Amounts, C a p i t a l G a m / L o s s Amounts, 
Cap i t a l Gam/Loss Returns (money in thousands ) by Y e a r and by Group 

AGI ( u p p e r 
l i m i t 

0 
1 ,000 
2 , 0 0 0 
3 , 0 0 0 
4 , 0 0 0 
5 , 0 0 0 
6 , 0 0 0 
7 , 0 0 0 
8 , 0 0 0 
9 , 0 0 0 

1 0 , 0 0 0 

Net g a m 
r e t u r n s 

1,817 
0 

7 , 5 6 6 
71 ,063 

100,182 
144,628 
177,896 
168,765 
182,655 
170,017 
189,287 

N e t 
g a m s 

1 9 8 , 9 0 1 
0 

1 1 , 3 6 0 
4 2 , 0 9 4 
9 2 , 7 8 5 

1 3 3 , 1 8 2 
1 9 4 , 2 9 9 
1 9 1 , 4 3 7 
2 4 4 , 8 1 0 
2 0 8 , 0 3 9 
2 8 7 , 7 0 4 

1974 

Net l o s s 
r e t u r n s 

24 
0 
0 

16,172 
27 ,172 
50 ,084 
59 ,414 
55 ,460 
70 ,612 
83 ,392 
75 ,444 

N e t 
l o s s e s 

24 
0 
0 

10 ,532 
1 9 , 7 1 9 
3 4 . 9 1 7 
5 2 , 4 2 9 
3 3 , 1 6 0 
5 2 , 6 8 8 
5 1 , 4 9 5 
5 0 , 9 9 5 

I n t e r e s t 
income 

53,457 
2,389 

17,409 
347,447 
959,656 

1,324,082 
1,519,662 
1,617,807 
1,470,284 
1,303,067 
1,467,948 
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11,000 
12,000 
13,000 
14,000 
15,000 
20,000 
25,000 
30,000 
50,000 
100,000 
200,000 
500,000 

1,000,000 
over 

1,000,000 

Total 

continued 

143,557 
196,264 
158,656 
175,028 
166,390 
735,958 
548,136 
360,911 
496,475 
235,131 
56,882 
13,962 
1,999 

220 

4,504,954 

1 
1 

2 
2 
1, 
1, 

13, 

220,365 
259,127 
236,144 
297,727 
223,657 
,224,635 
,079,268 
862,818 
,138,475 
,002,330 
,376,777 
,042,477 
507,694 

727,257 

,803,362 

AGI (upper Net gain Net 
l imi t r e t u r n s gams 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 
10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
20,000 
25,000 
30,000 
50,000 
100,000 
200,000 
500,000 

1,000,000 
over 

1,000,000 

0 
1,486 

40,308 
49,183 
93,973 
148,991 
135,245 
160,447 
165,161 
145,033 
156,934 
157,089 
172,420 
172,158 
152,361 
681,380 
536,318 
343,149 
564,918 
257,038 
62,799 
15,294 
1,971 

760 

1 
1 

2 
2 
1 
1 

t 

0 
207,738 
34,957 
49,100 
75,006 
191,058 
165,521 
177,968 
257,127 
244,854 
225,237 
286,611 
289,514 
291,156 
278,291 
,200,309 
,121,774 
928,204 
,263,182 
,176,791 
,338,334 
,034,318 
147,489 

779,767 

Total 4,214,473 14,048,478 

85,668 
79,959 
87,382 
77,835 
83,586 

424,125 
322,855 
238,783 
405,528 
104,501 
43,810 
8,464 
829 

256 

2,501,395 

60,562 
52,155 
55,824 
47,840 
55,050 
277,571 
224,408 
163,295 
311,831 
159,989 
38,287 
7,585 
761 

247 

1,761,278 

228 

1,124,029 
1,246,951 
1,209,072 
1,091,739 
1,012,586 
4,787,496 
3,363,166 
2,470,289 
4,434,225 
3,144,473 
1,347,544 
611,400 
183,559 

146,321 

36,256,058 

1975 

Net loss Net Interest 
returns losses income 

37 
0 
0 

5,529 
23,206 
25,404 
39,642 
38,654 
38,472 
69,480 
59,586 
66,685 
67,949 
58,752 
72,810 
80,730 
379,626 
323,010 
249,000 
425,791 
201,024 
47,809 
8,698 
897 

35 
0 
0 

4,713 
10,167 
14,699 
28,874 
26,503 
25,427 
47,761 
39,163 
40,601 
44,457 
36,013 
48,667 
48,020 
241,119 
210,604 
171,186 
316,796 
162,407 
41,018 
7,726 
831 

42,565 
436 

23,960 
128,523 
665,923 

1,150,523 
1,366,298 
1,531,840 
1,237,627 
1,544,036 
1,478,770 
1,316,264 
1,339,844 
1,272,069 
1,237,904 
1,248,121 
5,413,019 
4,015,075 
2,780,196 
5,320,434 
3,388,793 
1,340,127 
567,319 
152,170 

268 245 158,705 

2,283,359 1,567,032 38,719,539 
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1976 

2 2 9 

AGI (upper Net g a m Net 
l i m i t r e t u r n s g a m s 

0 
1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
20,000 
25,000 
30,000 
50,000 

100,000 
200,000 
500,000 

1,000,000 
over 

1,000,000 

5 ,956 
376 

12 ,871 
12 ,896 
67 ,864 
95 ,002 

114,143 
165,869 
191,719 
162,163 
173,746 
191,744 
171,585 
180,472 
180,953 
171 ,681 
806 ,407 
637,587 
489 ,505 
813 ,204 
353 ,634 

88 ,725 
21 ,410 

3 ,752 

0 

1. 
1, 
1, 
3, 
2, 
1, 
1, 
1, 

275,533 
10,000 
18,138 
12,758 
54,066 

101,890 
152,709 
187,877 
223,826 
231,242 
238,836 
302,647 
404,363 
315,263 
322,062 
325,654 

,746,936 
,400,381 
,281,062 
,153,923 
,898,268 
,857,316 
,356,086 
,514,330 

0 

T o t a l 5 ,113 ,264 18,385,170 

AGI (upper Net g a m s Net 
l i m i t r e t u r n s g a m s 

2,000 
4,000 
6,000 
8,000 

10,000 
12,000 
14,000 
16,000 
18,000 
20,000 
25,000 
30,000 
50,000 

1 3 , 
4 7 , 

166, 
274, 
312, 
319, 
308, 
376, 
354, 
295, 
731 , 
548, 
987, 

,278 
,983 
.369 
.354 
,277 
,661 
086 
777 
913 
785 
1 9 1 
889 
616 

428,965 
88,549 

207,771 
380,077 
546,906 
547,668 
489,785 
666,405 
745,991 
607,906 

1,599,609 
1,520,081 
3 ,988 ,310 

Net l o s s Net I n t e r e s t 
r e t u r n s l o s s e s income 

2 7 
0 

16 
9 , 0 1 5 
9 , 2 7 0 

10 ,679 
2 4 , 9 5 6 
4 8 , 1 9 6 
4 3 , 9 8 8 
5 0 , 6 0 6 
5 5 , 7 1 3 
6 0 , 5 5 1 
6 5 , 4 0 9 
5 1 , 9 4 2 
5 9 , 8 6 8 
7 1 , 9 9 9 

353 ,543 
301 ,384 
256 ,329 
453 ,298 
2 1 4 , 1 3 8 

4 8 , 7 2 7 
9 , 0 8 8 
1,200 

2 5 
0 

16 
3 ,015 
5 , 2 0 1 
5 ,689 

19 ,233 
29 ,508 
22 ,579 
35 ,854 
40 ,025 
44 ,146 
43 ,012 
31 ,310 
33 ,300 
47 ,649 

240,453 
188,748 
165,839 
298,962 
169,066 
4 1 , 4 2 1 

8 ,120 
1,118 

5 7 , 8 7 7 
1 ,484 

4 7 , 5 2 8 
112 ,655 
735 ,132 
8 8 1 , 1 6 8 

1 ,291,227 
1,611,839 
1,729, 146 
1 ,636,418 
1 ,549,415 
1 ,418,746 
1,405,397 
1 ,448,304 
1,295,872 
1 ,355,840 
5 , 9 9 9 , 8 4 1 
4 , 5 7 5 , 0 5 3 
3,632, 621 
6 ,427 ,912 
4 , 0 7 2 , 2 5 9 
1 ,535 ,011 

6 3 6 , 6 1 1 
3 4 3 , 7 1 5 

0 0 0 

2 , 1 9 9 , 9 4 1 1,475,243 43 ,801 ,074 

1977 

Net l o s s Net I n t e r e s t 
r e t u r n s l o s s e s income 

3 8 , 
13 , 
58 , 
54 , 
92 , 

115, 
143, 
115, 
115, 
114, 
327, 
239, 
452, 

,852 
,865 
, 801 
, 261 
,760 
.865 
,078 
,162 
,162 
,031 
2 1 9 
8 5 9 
5 2 2 

42, 
10, 
72, 
63 , 
87, 

114, 
145, 
137, 
137, 
100, 
313, 
224, 
485, 

,016 
,000 
,749 
,910 
,097 
,864 
, 100 
,862 
,862 
,472 
9 8 6 

,655 
697 

1 3 0 , 3 9 4 
319 ,659 

1 ,868,688 
2 ,919 ,427 
3 ,489 ,735 
3 ,220 ,404 
3 ,003 ,300 
2 ,995 ,689 
2 ,635 ,757 
2 , 3 9 7 , 2 6 5 
5 ,415 ,311 
4 , 3 7 0 , 8 7 0 
7 , 8 4 8 , 0 1 1 
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1 0 0 , 0 0 0 4 2 3 , 1 1 4 
2 0 0 , 0 0 0 1 0 9 , 5 1 8 
5 0 0 , 0 0 0 2 7 , 6 5 8 

o v e r 
5 0 0 , 0 0 0 4 , 9 3 1 

3 , 6 5 8 , 4 1 7 
2 , 2 3 0 , 7 3 5 
1 , 8 0 2 , 7 5 4 

2 , 0 5 7 , 4 3 2 

225 ,127 
53 ,385 
10,809 

1,436 

2 9 8 , 9 6 0 
7 9 , 3 8 0 
1 7 , 5 0 4 

2 , 4 7 0 

4 , 6 2 8 , 5 4 5 
1 , 8 0 7 , 2 1 5 

796 ,516 

4 0 3 , 5 1 1 

T o t a l 5 , 3 0 2 , 4 0 0 2 1 , 5 6 7 , 3 6 1 2 , 1 5 8 , 0 1 3 2 , 2 9 2 , 1 7 2 4 8 , 2 5 0 , 2 9 7 

1978 

AGI ( u p p e r 
l i m i t 

2 , 0 0 0 
4 , 0 0 0 
6 , 0 0 0 
8 , 0 0 0 

1 0 , 0 0 0 
1 2 , 0 0 0 
1 4 , 0 0 0 
1 6 , 0 0 0 
1 8 , 0 0 0 
2 0 , 0 0 0 
2 5 , 0 0 0 
3 0 , 0 0 0 
5 0 , 0 0 0 

1 0 0 , 0 0 0 
2 0 0 , 0 0 0 
5 0 0 , 0 0 0 

o v e r 
5 0 0 , 0 0 0 

T o t a l 

N e t g a m 
r e t u r n s 

4 2 , 7 9 7 
6 9 , 5 5 5 

1 1 7 , 8 5 8 
2 4 3 , 1 4 3 
3 0 1 , 1 4 5 
3 2 7 , 6 6 8 
3 3 6 , 2 4 9 
3 0 7 , 0 5 2 
3 1 9 , 7 5 3 
3 1 9 , 0 7 2 
7 6 9 , 5 0 8 
7 6 9 , 5 0 8 

1 , 1 8 2 , 6 3 1 
5 4 5 , 9 4 7 
1 4 2 , 8 2 0 

3 5 , 9 1 9 

6 , 0 0 1 

5 , 6 9 0 , 8 6 5 

I n t e r p o l a t i o n f a c t o r s 
I n t e r p o l a t i o n f a c t o r s 
I n t e r p o l a t i o n f a c t o r s 
I n t e r p o l a t i on f a c t o r s 
I n t e r p o l a t i o n f a c t o r s 

< 

1, 
1, 
4, 
4, 
2, 
2, 

1, 

24, 

f o r 
fo r 
f o r 
f o r 
fo r 

N e t 
j a m s 

5 6 8 , 4 9 3 
5 5 , 7 6 4 

1 9 0 , 4 5 6 
3 2 4 , 6 8 0 
5 4 0 , 5 4 6 
5 1 6 , 8 4 1 
6 0 2 , 9 7 0 
7 2 0 , 6 1 1 
6 7 7 , 3 7 9 
7 5 5 , 3 1 0 

, 7 8 4 , 4 9 0 
, 8 2 8 , 6 2 9 
, 6 5 6 , 9 7 2 
, 3 7 4 , 4 2 8 
, 7 9 1 , 9 0 3 
, 0 6 3 , 0 2 6 

, 9 3 7 , 0 5 5 

, 3 8 9 , 5 5 3 

y e a r 1974. 
y e a r 1975-
y e a r 1976 
y e a r 1977 
y e a r 1978: 

N e t l o s s 
r e t u r n s 

2,290 
15,360 
31 ,370 
79 ,393 
63,197 
85 ,458 
93 ,668 

107 ,508 
91 ,049 

109 ,127 
2 3 2 , 7 8 9 
2 0 7 , 3 7 3 
4 6 9 , 8 5 1 
2 3 0 , 6 4 0 

58 ,643 
12 ,823 

1,720 

1 , 8 9 2 , 2 5 9 

.38000 

.73500 

.48900 

.82150 

. 14850 

N e t 
l o s s e s 

660 
5 ,629 

4 3 , 2 6 1 
1 3 1 , 4 1 5 

8 9 , 1 7 8 
9 1 , 4 7 7 

1 2 6 , 5 2 4 
1 3 9 , 9 1 0 
1 3 9 , 0 4 4 
1 5 5 , 9 2 7 
2 6 9 , 2 7 8 
2 6 8 , 3 8 8 
6 5 4 , 9 4 1 
4 0 4 , 4 0 1 
1 1 8 , 0 2 8 

2 9 , 3 7 5 

4 , 2 9 8 

2 , 6 7 1 , 7 3 4 

I n t e r e s t 
income 

355 ,010 
309 ,820 

1 , 9 9 2 , 8 6 7 
3 , 2 7 0 , 2 4 2 
3 , 5 1 0 , 6 4 3 
3 , 3 2 0 , 2 7 3 
3 , 3 5 1 , 9 4 8 
2 , 8 5 4 , 7 8 7 
2 , 9 6 2 , 5 2 6 
2 , 7 8 6 , 9 7 7 
6 , 0 6 0 , 9 8 3 
4 , 7 7 6 , 6 7 7 
9 , 9 0 5 , 6 1 1 
5 , 7 0 0 , 5 0 2 
2 , 2 9 5 , 7 5 4 
1 , 0 7 2 , 8 3 9 

527 ,339 

5 4 , 9 4 3 , 7 9 7 

. 1 8 1 8 2 .00000 

. 3 8 4 6 2 50000 

. 5 0 0 0 0 66667 
6 1 1 1 2 .66667 
7 2 7 2 8 .75000 

Group 1974 

I n t e r p o l a t i o n r e s u l t s by g r o u p 

N e t Gain R e t u r n s 

1975 1976 1 9 7 7 1 9 7 8 

1 
2 
3 
4 

1 , 2 6 8 , 4 2 7 
2 , 9 7 0 , 5 8 3 

1 9 2 , 3 7 9 
7 3 , 5 6 3 

1 , 2 1 2 , 2 7 8 
2 , 7 6 3 , 1 9 4 

1 8 9 , 5 7 5 
4 9 , 4 2 4 

1 , 4 5 4 , 1 8 4 
3 , 3 6 8 , 3 7 5 

2 3 5 , 9 6 7 
5 4 , 7 3 6 

1 , 3 8 7 , 0 1 5 
3 , 6 0 8 , 7 3 7 

2 3 7 , 5 5 3 
6 9 , 0 9 5 

1 , 4 8 4 , 0 1 2 
3 , 8 7 3 , 2 2 2 

2 5 6 , 0 0 5 
7 7 , 6 2 5 
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Table A-20 c o n t i n u e d 2 3 1 

Net G a m s 

Group 1974 1975 1976 1977 1978 

1 
2 
3 
4 

1,688,349 
6,882,540 
1,638,266 
3,654,205 

1,823,397 
7,285,619 
2,008,720 
2,930,741 

2,368,054 
9,840,251 
2,687,350 
3,489,515 

2,602,294 
11,451,461 
2,909,849 
4,603,757 

2,906,760 
13,497,814 
3,286,921 
4,698,056 

Net l o s s Re tu rns 

Group 

1 
2 
3 
4 

Group 

1 
2 
3 
4 

Group 

1 
2 
3 
4 

1 

1. 

10 
20, 
2, 
2, 

1974 

470,357 
,818,531 
159,136 
53,369 

1974 

328,886 
,254,611 
130,899 
46,880 

1974 

,510,339 
,884,150 
,572,744 
,288,824 

1 

1, 

11. 
22, 
2, 
1, 

1975 

416,637 
,685,343 
147,610 
33,767 

1975 

1976 

403,825 
1,630,032 
139,553 
26,530 

Net Losses 

1976 

270,618 264,566 
,146,651 1,075,483 
120,451 112,147 
29,311 23,044 

Interest Income 

1975 

,471,548 
,945,274 
,755,458 
,547,257 

1976 

13,186,252 
26,063,351 
3,059,475 
1,491,991 

1. 

1, 

14, 
29, 
3, 
1, 

1977 

453,168 
,551,668 
123,137 
30,040 

1977 

467,859 
,608,698 
169,180 
46,434 

1977 

,415,517 
,027,588 
,004,764 
,802,425 

1 

1. 

16, 
33, 
3, 
2, 

1978 

386,700 
,369,471 
106,882 
29,203 

1978 

508,920 
,900,824 
198,809 
63,180 

1978 

,423,738 
,069,486 
,276,456 
,174,116 

Source- S t a t i s t i c s of Income, I n d i v i d u a l Income Tax Returns , T a b l e 
1.4 and c a l c u l a t i o n s 
See Appendix B, Programs B-8 and B-9 

Table A-21 A l t e r n a t e Model I n t e r e s t Income Adjustment - 1974 

Group Repor t ed i n t e r e s t New i n t e r e s t I n t e r e s t ad jus tmen t 

1 
2 
3 
4 

10 ,510 ,339 
2 0 , 8 8 4 , 1 5 0 

2 , 5 7 2 , 7 4 4 
2 , 2 8 8 , 8 2 4 

2 , 5 0 9 , 9 3 1 
4 ,987 ,259 

614,386 
546 ,584 

8,000,408 
15,896,891 

1 ,958 ,358 
1,742,240 

Source Chapter 5 , Table 5-21 and c a l c u l a t i o n s 
See Appendix B, Program B-10 
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Table A-22. Reported Long Term Capital Gams Occurring after 
October, 1978 with 50% and 60% Exclusion Amounts (thousands) 

AGI (upper limit) 

5,000 
10,000 
15,000 
20,000 
25,000 
30,000 
50,000 
100,000 
200,000 
500,000 

1,000,000 
over 

1,000,000 

Total 

1 
1 

6, 

Total 

508,410 
489,738 
346,080 
492,143 
391,152 
425,985 
,108,273 
,022,154 
608,291 
421,565 
138,732 

87,616 

,040,143 

50% amounts 

254,205 
244,869 
173,040 
246,072 
195,576 
212,993 
554,137 
511,077 
304,146 
210,783 
69,366 

43,808 

3,020,072 

60% amounts 

203,370 
195,907 
138,441 
196,865 
156,471 
170,403 
443,325 
408,872 
243,320 
168,627 
55,493 

35,046 

2,416,141 

Difference 

50,835 
48,962 
34,599 
49,207 
39,105 
42,590 
110,812 
102,205 
60,826 
42,156 
13,873 

8,762 

603,932 

Source: Statistics of Income, Individual Income Tax Returns, 1978, 
Table IC and calculations 

Table A-23. Net Capital Gam/Loss Corporate Stock and Other 
Securities Transactions by Group and by Length of Period Held 

All peric >d, total 
Short term, total 

under 
under 
under 
under 
under 
under 
period 

Long terrr 
under 
under 
under 
under 
under 
under 

1 month 
2 months 
3 months 
4 months 
5 months 
6 months 

I not determin 
i, total 
7 months 
8 months 
9 months 
10 months 
11 months 
12 months 

Corpo: 

Group 1 

237,412 
48,994 
11,513 
22,213 
18,140 
13,600 
23,151 
21,259 

table 20,211 
224,497 
22,918 
33,669 
27,981 
11,391 
16,064 
18,358 

rate stock amounts (thou 

Group 2 

1, 

1, 

,954,589 
408,153 
215,151 
40,562 
102,459 
75,207 
62,279 
71,380 
65,179 

,852,726 
144,304 
101,277 
90,833 
96,531 
81,252 
34,080 

Group 3 

1 

1 

,221,297 
430,921 
174,208 
173,832 
118,052 
161,770 
138,438 
110,073 
99,368 

,159,694 
182,025 
149,721 
134,048 
150,549 
97,847 
102,556 

sands) 

Group 4 

3 
1 

3 

,373,975 
,406,023 
571,250 
579,619 
593,973 
507,661 
497,832 
546,345 
364,564 
,296,977 
676,926 
555,830 
552,518 
508,764 
501,509 
487,166 
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under 
under 
under 
under 
under 
under 
under 
20 or 

2 years 
3 years 
4 years 
5 years 
10 years 
15 years 
20 years 
more years 

period not determinabl 

All peric >d, total 
Short term, total 

under 
under 
under 
under 
under 
under 

1 month 
2 months 
3 months 
4 months 
5 months 
6 months 

period not determinabl 
Long term, total 

under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
20 or 
perioc 

All peric 

7 months 
8 months 
9 months 
10 months 
11 months 
12 months 
2 years 
3 years 
4 years 
5 years 
10 years 
15 years 
20 years 
more years 
not determinabl 

d, total 
Short term, total 

under 
under 
under 
under 
under 
under 
period 

Long term 

1 month 
2 months 
3 months 
4 months 
5 months 
6 months 
not determinabl 
, total 

87,940 
28,756 
64,309 
38,570 
92,627 
32,184 
18,515 
21,983 

e 28,019 

Other 

Group 1 

44,387 
11,041 
*1,640 
*1,595 
*1,951 
*5,622 
*1,135 
*1,474 

e 1,849 
34,806 
*3,816 
*1,602 
*2,153 
*1,283 
2,633 
*936 
6,075 
4,427 
*3,060 

*17,388 
7,012 
*764 
*206 
*217 

e *-202 

368,719 
359,696 
447,430 
286,797 
658,328 
352,676 
138,705 
192,182 
513,255 

securities 

Group 2 

166,959 
9,224 
-3,138 
-3,773 
-327 
3,251 
4,920 
1,254 
3,506 

166,901 
5,376 
*1,264 
*-766 
*6,960 

-24 
*4,257 
26,221 
49,264 
14,240 
47,982 
59,980 
12,626 
6,562 
*-492 

20,780 

418,876 
308,741 
281,373 
214,719 
419,784 
223,266 
124,358 
124,723 
335,142 

1 
1 

1 

1 

amounts (thous 

Group 3 

215,131 
72,694 
20,982 
15,351 
12,136 
24,220 
16,210 
5,086 
14,729 
175,922 
6,949 
15,827 
3,669 
9,752 
1,047 
11,470 
37,112 
30,282 
33,265 
20,722 
45,734 
22,779 
19,738 
15,750 
20,829 

,408,550 
,026,993 
787,229 
775,693 
,332,628 
668,846 
410,821 
528,342 
,209,554 

ands) 

Group 4 

1 ,044,106 
477,837 
193,953 
190,067 
163,358 
168,563 
138,710 
155,719 
96,716 
870,060 
135,235 
89,842 
86,728 
63,842 
55,784 
79,883 

278,236 
206,492 
125,185 
128,316 
276,664 
132,222 
64,831 
32,652 
120,552 

Corporate stock number of returns 

Group 1 

369,133 
79,623 
31,990 
45,520 
22,189 
19,492 
3,569 
3,541 

e 26,012 
339,715 

Group 2 

1,721,487 
523,637 
189,971 
178,539 
128,604 
131,949 
125,717 
128,551 
81,237 

1,540,379 

Group 3 

197,503 
73,586 
25,286 
26,092 
22,694 
24,755 
19,669 
21,119 
11,986 
183,075 

Group 4 

66,295 
25,018 
9,679 
9,208 
9,160 
7,859 
7,932 
8,151 
5,251 
64,071 



www.manaraa.com

Table A-23 continued 234 

under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
20 or 

7 
8 
9 
10 
11 
12 
2 
3 
4 
5 
10 
15 
20 

months 
months 
months 
months 
months 
months 
years 
years 
years 
years 
years 
years 
years 

more years 
period not determinable 

All peric >d, 

G: 

total 
Short period, total 

under 
under 
under 
under 
under 
under 

1 
2 
3 
4 
5 
6 

month 
months 
months 
months 
months 
months 

period not determinable 
Long term, total 

under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
20 or 

7 
8 
9 
10 
11 
12 
2 
3 
4 
5 
10 
15 
20 

months 
months 
months 
months 
months 
months 
years 
years 
years 
years 
years 
years 
years 

more years 
period not determinable 

19,234 
29,208 
20,189 
4,282 
12,517 
19,994 
73,222 
70,918 
77,776 
57,932 
102,060 
25,890 
8,776 
11,187 
30,712 

Other 

roup 1 

22,057 
8,229 

*12 
*8 

*15 
*84 

*378 
*12 

7,751 
13,841 

*12 
*5 
*8 
*3 
25 

*936 
1,167 

30 
*950 

*7,754 
1,357 

*9 
*8 

*187 
*1,874 

134,143 
93,898 
105,426 
118,645 
87,446 
93,999 

487,240 
292,004 
226,902 
255,736 
402,220 
127,521 
38,426 
59,620 

224,358 

securities 

Group 2 

123,637 
27,155 
5,550 
6,550 
4,787 
3,395 
1,391 
6,080 
8,448 

101,998 
7,116 
*3,234 
*2,439 
*2,379 
2,659 
*2,425 
19,789 
25,615 
14,264 
13,045 
24,032 
8,883 
7,549 
*2,377 
10,256 

24,019 
19,130 
21,339 
19,090 
19,475 
18,346 
80,675 
46,418 
38,686 
38,007 
55,239 
22,531 
10,466 
9,055 

40,478 

9,620 
8,524 
8,317 
8,471 
8,208 
8,224 

29,927 
19,828 
15,177 
14,972 
22,173 
10,150 
5,456 
5,962 
17,747 

number of returns 

Group 3 

28,980 
7,699 
1,368 
1,683 
2,789 
1,884 
1,067 
909 

2,355 
24,242 
1,425 
913 
897 

1,184 
716 

1,179 
6,576 
4,830 
4,272 
2,096 
6,233 
2,270 
1,284 

735 
2,743 

Group 4 

16,078 
4,474 
1,156 
1,151 
1,221 
1,133 
1,004 
847 
887 

14,046 
1,117 
749 
691 
680 
603 
922 

3,654 
3,057 
2,501 
1,732 
3,888 
2,352 
1,364 
585 

1,954 

Source. Statistics of Income - 1973, Sales of Capital Assets, 
Tables 8 and 10 
*Estimate should be used with caution because of the small number of 
sample returns on which it is based 
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Table A-24. Long-term Capital Asset Group Information on Selling 
Price Gross Gain and Gross Loss 

IRS transaction data 

Group Number 

1 1,393,512 
2 4,970,807 
3 782,354 

Amount 

12,595,634 
52,570,032 
15,031,207 

430,509 20,456,353 

Number Amount Number Amount 

1,503,841 3,764,965 236,909 164,446 
5,019,303 18,256,206 1,047,191 1,663,086 

640,256 5,930,929 298,036 829,669 
312,168 10,796,127 184,583 1,056,701 

Calculated per transaction amounts 

Gain Loss 

Group Selling price Gain Selling price Loss Selling price 

1 
2 
3 
4 

9,039 
10,576 
19,213 
47,517 

2,507 
3,637 
9,263 

34,584 

.277 

.344 

.482 

.728 

694 
1,588 
2,784 
5,725 

.077 

.150 

.145 

.120 

Source. Statistics of Income 
6 and calculations 

1973, Sales of Capital Assets, Table 

Table A-25. Allocated Period Return Amounts and Derived Weighted 
Average Percents for Capital Transactions by Groups 

All peric 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 

>d, 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
2 
3 

total 
month 
months 
months 
months 
months 
months 
months 
months 
months 
months 
months 
months 
years 
years 

Alloc 

Group 1 

369,133 
38,578 
54,894 
26,758 
23,506 
4,304 
4,270 

20,341 
30,890 
21,351 
4,528 
13,237 
21,145 
77,439 
75,002 

ated corporate 

Group 2 

1,721,487 
207,441 
194,958 
140,431 
144,083 
137,278 
140,373 
146,070 
102,247 
114,800 
128,194 
95,221 
102,357 
530,563 
317,968 

stock retu 

Group 3 

197,503 
27,456 
28,332 
24,642 
26,880 
21,357 
22,932 
26,320 
20,962 
23,383 
20,919 
21,340 
20,103 
88,404 
50,865 

rn amounts 

Group 4 

66,925 
10,656 
10,138 
10,085 
8,652 
8,733 
8,974 
10,595 
9,388 
9,160 
9,330 
9,040 
9,057 
32,961 
21,838 
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under 
under 
under 
under 
under 
20 

A l l p< 

o r 

4 
5 

10 
15 
2 0 

years 
years 
years 
years 
years 

more yean 

s n o d , 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
20 

Time 1 

under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 
under 

o r 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 

2 
3 
4 
5 

10 
15 
2 0 

t o t a l 
month 
months 
months 
months 
months 
months 
months 
months 
months 
months 
months 
months 
years 
years 
years 
years 
years 
years 
years 

82, 
61, 
07, 
27, 

9, 
s 11, 

,255 
,268 
,938 
,381 
,281 
,831 

247,077 
278,475 
437,984 
138,859 

41,842 
64,921 

42,392 
41,648 
60,531 
24,689 
11,468 
9,922 

16,716 
16,490 
24,421 
11,179 
6,009 
6,566 

A l l o c a t e d other s e c u r i t i e s r e t u r n amounts 

Group 1 

22, 

1, 
6, 

1, 
1, 

1, 
8, 
1; 

more years 

l e l d 

1 month 
2 months 
3 months 
4 months 
5 months 
6 months 
7 months 
8 months 
9 months 
10 
11 
12 

months 
months 
months 

2 y e a r s 
3 y e a r s 
4 y e a r s 
5 y e a r s 
10 y e a r s 

Group 1 

.09911296 
14065544 
06902273 

,06357269 
.02667269 
,01141133 
05203098 

.07897697 

.05460262 

.01158261 

.03390935 
,05680360 
,20138807 
,19181472 
,21306015 
,17942432 
.27991257 

,057 
194 
129 
243 

,363 
,134 
194 

13 
5 
9 
3 

28 
,076 
,342 

34 
,092 
,921 
,561 

10 
9 

215 

V 

. 

. 

Group 2 

123,637 
7,239 
8,543 
6,244 
4,428 
1,814 
7,930 
7,653 
3,478 
2,623 
2,558 
2,859 
2,608 

21,283 
27,549 
15,341 
14,030 
25,846 

9,553 
8,119 
2,556 

Group 3 

28,980 
1,700 
2 ,091 
3,466 
2 ,341 
1,326 
1,129 
1,537 

985 
968 

1,277 
772 

1,272 
7,097 
5,212 
4,610 
2,262 
6,726 
2,449 
1,385 

793 

Weighted p e r c e n t s 

Group 2 

11634990 
11029123 
07949330 
08048836 
07538355 
08037563 
08331310 
05729967 
06363963 
07140550 
05315632 
05688778 
29908342 
18725950 
14222242 
15852864 
25138148 

Group 3 

.12873372 

.13432796 

.12410645 

.12902072 

.10015321 

.10623755 

.12299819 

.09690352 

.10751800 

.09800294 

.09763205 

.09437794 

.42166962 

.24759916 

.20752992 

.19387769 

.29696269 

Group 4 

16,078 
1,313 
1,307 
1,387 
1,287 
1,140 

962 
1,208 

810 
747 
735 
652 
997 

3,952 
3,306 
2,705 
1,873 
4,205 
2,544 
1,475 

632 

Group 4 

14419961 
.13788658 
.13821187 
.11974266 
.11894751 
.11970652 
.14219968 
12286303 
19936713 

.12126068 

.11676686 

.12112815 

.44471887 

.30292881 

.23397949 

.22123297 

.34487910 



www.manaraa.com

Table A-25 continued 237 

under 15 years 
under 20 years 
20 or more years 
Total 

.07001968 

.02374805 

.03079322 
1.88852475 

.08043470 

.02707731 

.03657044 
2.11064188 

.11982356 

.05675040 

.04731039 
2.93153568 

.16533137 

.09016542 

.08671976 
3.41222607 

Source: Appendix A, Table A-23 and calculations 
See Appendix B, Programs B-ll and B-12 

Table A-26. Average (lagged) Consumer Price Indexes 

Year 

1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 

Index 

80.0 
80.6 
80.2 
80.9 
83.6 
86.1 
87 0 
88.3 
89.4 

Year 

1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 

Index 

90.3 
91.4 
92.7 
94.0 
96.4 
99.3 
103.0 
108.3 
114.7 

Year 

1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 

Index 

120.2 
124.2 
130.5 
143.6 
158.4 
168.4 
178.7 
191 4 

Source: Appendix A, Table A-19 and calculations 

Table A-27. Purchase Date Year Assigned to Each of the Periods 
Listed in Table A-23 (t = current year) 

Time held 

0 
1 
2 
3 
5 
6 
7 
8 
10 
11 

to 
to 
to 
to 
to 
to 
to 
to 
to 
to 

- months 

1 
2 
3 
4 
6 
7 
8 
10 
11 
12 

Year assi 

t 
t 
t 
t 
t 
t-1 
t-1 
t-1 
t-1 
t-1 

gned Time held - years 

1 
2 
3 
4 
5 

10 
15 
20 

to 2 
to 3 
to 4 
to 5 
to 10 
to 15 
to 20 
or more 

Year assigned 

t-2 
t-3 
t-4 
t-5 
t-10 
t-15 
t-20 
t-20 

Source: author 
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Table A-28. Weighted Consumer P r i c e Indexes by Year and by Group 

Group 1973 1974 1975 1976 1977 1978 

1 
2 
3 
4 

112 .8 
1 1 5 . 1 
115 .4 
114 .4 

119, 
121. 
122. 
120, 

. 1 

. 7 

. 0 

. 7 

126.8 
130.2 
130.6 
129.1 

134.7 
138.9 
139.6 
137.8 

1 4 3 . 0 
1 4 7 . 8 
1 4 8 . 6 
1 4 6 . 6 

152.6 
157.6 
158 4 
156.2 

Source . Appendix A, T a b l e s A-24 t h r o u g h A-26 and c a l c u l a t i o n s 
See Appendix B, Program B-13 

Table A-29. 
Year 

D e r i v a t i o n of Cap i t a l G a m Adjustments by Group and 

1974 

Group 1 

1975 1976 

R a t i o a d j u s t e d net c a p i t a l gain 1,688,349 
Net long- t e rm gain o n l y 
Gross ga in 
S e l l i n g p r i c e 
Cos t 
Indexed c o s t 
Adjusted long- te rm g a m 
C a p i t a l g a m adjus tment--C 
60% e x c l u s i o n on a d j u s t e d 

long- te rm g a m 
A d d i t i o n a l c a p i t a l g a i n 

adjustment--60% 

1,579,957 
3 ,159 ,914 

11 ,407,632 
8 ,247 ,718 
9 ,944 ,352 
1,463,280 

-116 ,677 

585,312 
-877 ,968 
-877 ,968 

1 ,958 ,031 
1 ,832 ,325 
3 , 6 6 4 , 6 5 0 

1 3 , 2 2 9 , 7 8 3 
9 , 5 6 5 , 1 3 3 

1 1 , 9 4 8 , 8 7 3 
1 ,280 ,910 

- 5 5 1 , 4 1 5 

512,364 
-768 ,546 
-768 ,546 

2 ,559,479 
2 ,395,160 
4 ,790,320 

17,293,574 
12,503,254 
15,631,388 

1,662,186 
-732,974 

664,874 
-997,312 
-997,312 

1977 1978 

R a t i o a d j u s t e d net c a p i t a l gain 
Net l ong- t e rm gain o n l y 
Gross ga in 
S e l l i n g p r i c e 
Cos t 
Indexed c o s t 
Adjusted long- t e rm g a i n 
C a p i t a l g a m ad jus tmen t - -0% 
60% e x c l u s i o n on a d j u s t e d 

long- term ga in 
A d d i t i o n a l c a p i t a l g a m 

adjustment--60% 

2 ,436 ,681 
2 ,280,246 
4,560,492 

16,463,870 
11 ,903,378 
14,875,060 

1,588,810 
-691,436 

2 ,847 ,935 
2 ,665 ,098 
5 ,330 ,196 

19 ,242 ,585 
13 ,912 ,389 
17 ,449 ,746 

1,792,839 
-872 ,259 

635,524 737,132 

-953,286 - 1 , 0 7 5 , 6 9 9 
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Group 2 

Ratio adjusted net capital gam 
Net long-term gain only 
Gross gain 
Selling price 
Cost 
Indexed cost 
Adjusted long-term gam 
Capital gam adjustment--0% 
60% exclusion on adjusted 

long-term gain 
Additional capital gain 

adjustment--60% 

1974 

6,822,540 
6,400,907 
12,801,814 
37,214,576 
24,412,762 
28,805,856 
8,408,720 
2,007,813 

3,363,488 

-5,045,232 

1975 

7,823,568 
7,340,072 
14,680,144 
42,674,837 
27,994,693 
34,058,061 
8,616,776 
1,276,704 

3,446,710 

-5,170,066 

1976 

10,635,703 
9,978,417 
19,956,833 
58,014,049 
38,057,216 
46,139,922 
11,874,127 
1,895,710 

4,749,651 

-7,124,476 

1977 1978 

Ratio adjusted net capital gam 
Net long-term gam only 
Gross gam 
Selling price 
Cost 
Indexed cos t 
Adjus ted long- te rm g a m 
C a p i t a l g a m adjus tment - -0% 
60% exc lus ion on a d j u s t e d 

long- te rm g a m 
A d d i t i o n a l c a p i t a l g a m 

adjustment--60% 

10,722,675 
10 ,060,014 
20 ,120 ,028 
58 ,488,453 
38 ,368 ,425 
46 ,389,970 
12,098,483 

2 ,038 ,469 

4,839,393 

-7,259,090 

12,961,482 
12,160,462 
24,320,924 
70,700,360 
46,379,436 
56,326,295 
14,374,065 
2,213,603 

5,749,626 

-8,624,439 

Group 3 

1974 1975 1976 

Ratio adjusted net capital gain 
Net long-term gain only 
Gross gain 
Selling price 
Cost 
Indexed cost 

1,638,266 
1,519,983 
3,039,966 
6,306,983 
3,267,017 
3,845,440 

2,157,038 
2,001,300 
4,002,600 
8,304,149 
4,301,549 
5,217,193 

2,904,586 
2,694,875 
5,389,750 
11,182,054 
5,792,304 
6,987,278 
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Adjusted long- term g a i n 
C a p i t a l g a m adjus tment- -0% 
60% e x c l u s i o n on a d j u s t e d 

long- term g a m 
Add i t i ona l c a p i t a l g a m 

adjustment--60% 

2,462,543 
941,560 

984,617 

-1,476,926 

3 ,086 ,956 
1 ,085,656 

1 ,234,782 

•1 ,852 ,174 

4 ,194 ,776 
1 ,499,901 

1,677,910 

•2 ,516,866 

1977 1978 

Rat io a d j u s t e d ne t c a p i t a l g a m 
Net long- te rm gam on ly 
Gross g a m 
S e l l i n g p r i c e 
Cost 
Indexed cost 
Adjusted long-term g a m 
Capital g a m adjustment--0% 
60% exclusion on adjusted 

long-term g a m 
Additional capital g a m 

adjustment--60% 

2,724,662 
2,527,941 
5,055,882 
10,489,382 
5,433,500 
6,534,095 
3,955,287 
1,427,346 

1,582,115 

-2,373,172 

3,151,951 
2,924,380 
5,848,760 

12,134,357 
6,285,597 
7,595,096 
4,539,261 
1,614,881 

1,815,704 

-2,723,557 

Ratio adjusted net capital gain 
Net long-term gam only 
Gross gain 
S e l l i n g p r i c e 
Cost 
Indexed c o s t 
Adjusted long- term g a m 
C a p i t a l g a m adjus tment- -0% 
60% e x c l u s i o n on a d j u s t e d 

long-term g a m 
Add i t iona l c a p i t a l g a m 

adjustment—60% 

1974 

3,654,205 
3,516,807 
7,033,614 
9,661,558 
2 ,627,944 
3,126,535 
6,535,023 
3,018,216 

2 ,614,009 

-3 ,921 ,014 

Group 4 

1975 

3 , 1 4 7 , 1 3 8 
3 , 0 2 8 , 8 0 6 
6 ,057 ,612 
8 ,320 ,896 
2 , 2 6 3 , 2 8 4 
2 , 7 7 6 , 9 4 9 
5 ,543 ,947 
2 , 5 1 5 , 1 4 1 

2 , 2 1 7 , 5 7 9 

- 3 , 3 2 6 , 3 6 8 

1976 

3 ,771 ,596 
3 ,629 ,784 
7 ,259 ,568 
9 ,971 ,934 
2 ,712 ,366 
3 ,314 ,677 
6 ,657,257 
3 ,027 ,473 

2 ,662 ,903 

- 3 , 9 9 4 , 3 5 4 

Rat io a d j u s t e d ne t c a p i t a l gain 
Net long- te rm gam only 
Gross g a m 
S e l l i n g p r i c e 

1977 

4,310,768 
4,148,683 
8,297,366 

11,397,481 

1978 

4 ,481 ,647 
4 ,313 ,137 
8 ,626 ,274 

11 ,849 ,277 
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Cost 
Indexed c o s t 
Adjusted long- te rm g a i n 
Cap i t a l g a m adjus tment- -C 
60% e x c l u s i o n on a d j u s t e d 

long- t e rm g a m 
A d d i t i o n a l c a p i t a l g a m 

adjustment--60% 

3 ,100 ,115 
3 ,778 ,926 
7 ,618 ,555 
3 ,469,872 

3 ,047 ,422 

-4 ,571,133 

3 ,223,003 
3 ,949,314 
7 ,899,963 
3 ,586,826 

3 ,159 ,985 

•4,739,978 

Source: Chap te r 5, T a b l e s 5-25 t o 5 -27 , Appendix A, Table A-24 and 
c a l c u l a t i o n s 
Gross g a m = ne t l o n g - t e r m g a m * two 
Cost = s e l l i n g p r i c e - g r o s s g a m 
Adjusted long- te rm g a i n = s e l l i n g p r i c e - indexed c o s t 

Table A-30. 1977-1978 Group C a p i t a l Loss Amounts based on Ac tua l 
Loss R e t u r n s and 1973-1976 Loss Average p e r Re tu rn 

Year 

1977 
1978 

Group 1 

298,638 
254,835 

Group 2 

1,039,618 
917,546 

Group 3 

99,864 
86,681 

Group 4 

26,075 
25,348 

Source: Chap te r 5, T a b l e 5-28, Appendix A, Table A-20 and 
c a l c u l a t i o n s 

Table A - 3 1 . Ratio A d j u s t e d 1974-1978 Gross C a p i t a l Loss Amounts 

Group 
_ 

2 
3 
4 

1974 

328,866 
1,254,611 

130,899 
46,880 

1975 

290,600 
1 ,231,316 

129,345 
31,475 

1976 

285,953 
1 ,162,421 

121,213 
24 ,907 

1977 

279,632 
973 ,455 

93,509 
24 ,416 

1978 

239,026 
860,626 

81 ,304 
23 ,776 

Source: Appendix A, T a b l e s A-20 and A-30 and c a l c u l a t i o n s 
Adjustment f a c t o r s f o r 1975-1978 r e s p e c t i v e l y : 1 .0738371, 1 0808366, 
0.9363587, 0.9379651 
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T a b l e A-32. 
Y e a r 

D e r i v a t i o n o f C a p i t a l L o s s A d j u s t m e n t s by G r o u p and 

Group 1 

R a t i o a d j u s t e d n e t c a p i t a l l o s s 
N e t l o n g - t e r m l o s s o n l y 
G r o s s l o s s 
S e l l i n g p r i c e 
C o s t 
I n d e x e d c o s t 
A d j u s t e d l o n g - t e r m l o s s 
C a p i t a l l o s s a d j u s t m e n t - - 0 % 
40% l o s s a l l o w e d 
A d d i t i o n a l c a p i t a l l o s s 

a d j u s t m e n t - - 6 0 % 

1 9 7 4 

328 ,866 
3 0 7 , 7 5 3 
615 ,506 

7 , 9 9 3 , 5 8 4 
8 , 6 0 9 , 0 9 0 

1 0 , 3 8 0 , 0 6 2 
2 , 3 8 6 , 4 7 8 

- 2 , 0 7 8 , 7 2 5 
9 5 4 , 5 9 1 

1 , 4 3 1 , 8 8 7 

1975 

290,600 
271,943 
543,886 

7 , 0 6 3 , 4 5 5 
7 , 6 0 7 , 3 4 1 
9 , 5 0 3 , 1 7 7 
1 ,895 ,836 

- 1 , 6 2 3 , 8 9 3 
758,334 

1 ,137 ,502 

1976 

285,953 
267,595 

535 ,190 
3 , 4 7 5 , 2 6 0 
4 , 0 1 0 , 4 5 0 
5 , 0 1 3 , 8 0 7 
1 , 5 3 8 , 5 4 7 

- 1 , 2 7 0 , 9 5 2 
615,419 

923 ,128 

1977 1978 

R a t i o a d j u s t e d n e t c a p i t a l l o s s 
N e t l o n g - t e r m lo s f o n l y 
G r o s s l o s s 
S e l l i n g p r i c e 
C o s t 
I n d e x e d c o s t 
A d j u s t e d l o n g - t e r m l o s s 
C a p i t a l l o s s a d j u s t m e n t - - 0 % 
40% l o s s a l l o w e d 
A d d i t i o n a l c a p i t a l l o s s 

a d j u s t m e n t - - 6 0 % 

279,632 
261 ,680 
523 ,360 

3 , 3 9 8 , 4 4 2 
3 , 9 2 1 , 8 0 2 
4 , 9 0 0 , 8 8 1 

979,079 
- 7 1 7 , 3 9 9 

391,632 

239 ,026 
2 2 3 , 6 8 1 
447,362 

2 , 9 0 4 , 9 4 8 
3 , 3 5 2 , 3 1 0 
4 , 2 0 4 , 6 6 7 
1 ,299 ,719 

- 1 , 0 7 6 , 0 3 8 
519 ,888 

587,447 779 ,831 

Group 2 

R a t i o a d j u s t e d n e t c a p i t a l l o s s 
N e t l o n g - t e r m l o s s o n l y 
G r o s s l o s s 
S e l l i n g p r i c e 
C o s t 
I n d e x e d c o s t 
A d j u s t e d l o n g - t e r m l o s s 
C a p i t a l l o s s a d j u s t m e n t - - 0 % 
40% l o s s a l l o w e d 
A d d i t i o n a l c a p i t a l l o s s 

1 9 7 4 

1 , 2 5 4 , 6 1 1 
1 , 1 7 7 , 0 7 6 
2 , 3 5 4 , 1 5 2 

1 5 , 6 9 4 , 3 4 7 
1 8 , 0 4 8 , 4 9 9 
2 1 , 2 9 6 , 3 3 9 

5 , 6 0 1 , 9 9 2 
- 4 , 4 2 4 , 9 1 6 

2 , 2 4 0 , 7 6 7 

1975 

1 ,231 ,316 
1 , 1 5 5 , 2 2 1 
2 , 3 1 0 , 4 4 1 

1 5 , 4 0 2 , 9 4 0 
1 7 , 7 1 3 , 3 8 1 
2 1 , 5 4 9 , 9 2 0 

6 , 1 4 6 , 9 8 0 
- 4 , 9 9 1 , 7 5 9 

2 , 4 5 8 , 7 9 2 

1976 

1 , 162,421 
1 , 0 9 0 , 5 8 3 
2 , 181,166 

1 4 , 5 4 1 , 1 0 7 
1 6 , 7 2 2 , 2 7 3 
2 0 , 2 7 3 , 8 0 0 

5 , 7 3 2 , 6 9 3 
- 4 , 6 4 2 , 1 1 0 

2 , 2 9 3 , 0 7 7 
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adjustment--60% 

243 

3 ,361 ,195 3,688,188 3 ,439 ,616 

1977 1978 

R a t i o a d j u s t e d ne t c a p i t a l l o s s 
Net long- term l o s s o n l y 
Gross loss 
S e l l i n g p r i c e 
C o s t 
Indexed c o s t 
Adjusted l o n g - t e r m l o s s 
C a p i t a l l o s s ad jus tmen t - -0% 
40% loss a l l o w e d 
Add i t i ona l c a p i t a l l o s s 

adjustment--60% 

973 ,455 
9 1 3 , 2 9 5 

1 ,826 ,591 
12 ,177 ,273 
14 ,003 ,864 
16 ,931 ,600 

4 , 7 5 4 , 3 2 7 
- 3 , 8 4 1 , 0 3 2 

1 ,901 ,731 

2 , 8 5 2 , 5 9 6 

860,626 
807,439 

1,614,878 
10,765,853 
12,380,731 
15,035,989 

4 ,270,136 
-3 ,462 ,697 

1,708,054 

2 ,562,082 

Group 3 

R a t i o a d j u s t e d n e t c a p i t a l l o s s 
Net long- term l o s s o n l y 
Gross loss 
S e l l i n g p r i c e 
C o s t 
Indexed c o s t 
Adjusted l o n g - t e r m l o s s 
C a p i t a l l o s s ad jus tmen t - -0% 
40% loss a l l owed 
Add i t i ona l c a p i t a l l o s s 

adjustment--60% 

1974 

130,899 
121,448 
242 ,896 

1 ,675,145 
1 ,918,041 
2 ,257 ,629 

582,484 
-461 ,036 

232 ,994 

349,490 

1975 

129,345 
120,006 
240,012 

1,655,255 
1,895,267 
2 ,298 ,701 

643,446 
-523,440 

257,378 

386,068 

1976 

121,213 
112,461 
224,922 

1,551,186 
1 ,776,108 
2 ,142 ,526 

591,340 
-478 ,879 

236,536 

354,804 

1977 1978 

R a t i o a d j u s t e d n e t c a p i t a l l o s s 
Net long- term l o s s o n l y 
Gross loss 
S e l l i n g p r i c e 
C o s t 
Indexed c o s t 
Adjusted l o n g - t e r m l o s s 
C a p i t a l l o s s ad jus tmen t - -0% 
40% loss a l l owed 
A d d i t i o n a l c a p i t a l l o s s 

adjustment--60% 

9 3 , 5 0 9 
8 6 , 7 5 8 

173 ,516 
1 ,196,662 
1 ,370 ,178 
1 ,647 ,717 

4 5 1 , 0 5 5 
- 3 6 4 , 2 9 7 

180 ,422 

270,633 

81,304 
75,434 

150,868 
1,040,469 
1,191,337 
1,439,532 

399,063 
-323,629 

159,625 

239,438 
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Group 4 

1974 1975 1976 

R a t i o a d j u s t e d ne t c a p i t a l l o s s 46 ,880 31,475 24,907 
Net l o n g - t e r m l o s s on ly 43 ,430 29,158 23,074 
Gross l o s s 86 ,860 58,316 46,148 
S e l l i n g p r i c e 723,833 485,967 384,567 
Cost 810,693 544,283 430,715 
Indexed c o s t 964,503 667,811 526,360 
Adjusted l o n g - t e r m l o s s 240,670 181,844 141,793 
C a p i t a l l o s s adjustment—0% -197 ,240 -152,686 -118 ,719 
40% l o s s a l l o w e d 96 ,278 72,738 56,717 
A d d i t i o n a l c a p i t a l l o s s 

ad jus tment - -60% 144,402 109,106 85,076 

1977 1978 

Ratio adjusted net capital loss 
Net long-term loss only 
Gross loss 
Selling price 
Cost 
Indexed cost 
Adjusted long-term loss 
Capital loss adjustment--0% 
40% loss allowed 
Additional capital loss 

adj ustment--60% 

24,416 
22,619 
45,238 

376,983 
422,221 
514,672 
137,689 

-115,070 
55,076 

23,776 
22,026 
44,052 
367,100 
411,152 
503,806 
136,706 

-114,680 
54,682 

82,613 82,024 

Source . C h a p t e r 5, Tab le s 5-26 and 5-27 , Appendix A, Tab le s A-24 and 
A-31 and c a l c u l a t i o n s 
Gross l o s s = n e t l ong- t e rm l o s s * two 
Cost = s e l l i n g p r i c e + g r o s s g a m 
Adjusted l o n g - t e r m l o s s = indexed c o s t - s e l l i n g p r i c e 

Table A-33 Reported and Grouped Amounts ( thousands ) of I t e m i z e d 
Deduc t ions , T o t a l I n t e r e s t P a i d Deduc t ions , and Mortgage I n t e r e s t 
Deduct ions 

1973 

AGI(upper l i m i t ) I t emized To ta l i n t e r e s t p a i d Mortgage i n t e r e s t 

1,000 
2 ,000 
3 ,000 
4 ,000 
5 ,000 

4, 
68, 

306, 
732, 

373 
,299 
,522 
,657 
,144 

I * ) 
614 

12,729 
57,441 
141,133 

(1) 
146 

7,756 
30,474 
88,094 
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6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
20,000 
25,000 
30,000 
50,000 

100,000 
200,000 
500,000 

1,000,000 
over 

1,000,000 

Total 

1,240,298 
1,793,172 
2 ,451,682 
3 ,227,766 
3 ,576 ,241 
4 ,041,485 
4 ,482 ,128 
4 ,769,759 
4 ,739 ,858 
4 ,960,173 

22,503,307 
13,701,068 

7,556,823 
10,439,683 

6 ,573,696 
2 ,654,159 
1,368,910 

437,096 

496,487 

102,125,786 

272,856 
434,609 
661,509 
935 ,796 

1 ,079,391 
1,283,039 
1 ,449,431 
1,591,650 
1,558,110 
1,635,326 
7 ,278 ,418 
4 ,301 ,075 
2 ,185 ,610 
2 ,773 ,073 
1,648,872 

655 ,911 
337 ,327 

9 2 , 1 8 8 

74 ,693 

30 ,460 ,908 

162,303 
258,663 
421,122 
547,737 
676,857 
796,046 
936,247 

1,019,404 
1,001,224 
1,088,738 
4 ,831 ,614 
2 ,816,012 
1,416,228 
1,581,966 

619,048 
120,118 

24,926 
3,956 

1,941 

18,450,620 

I n t e r p o l a t e d R e s u l t s by Group 

Group 

1 
2 
3 
4 

I temized 

13,401,154 
77,194,284 
6,573,696 
4,956,652 

To ta l i n t e r e s t p a i d Mortgage i n t e r e s t 

3 ,596 ,185 
24 ,055 ,732 

1,648,872 
1,160,119 

2 ,193,152 
15,487,479 

619,048 
150,941 

1974 

AGI(upper l i m i t ) 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 

I temized 

( 1 ) 
3 , 3 2 1 

47 ,352 
291 ,640 
732,247 

1 ,186 ,431 
1 ,868,995 
2 , 2 9 9 , 9 9 9 
2 , 9 4 5 , 3 0 1 
3 , 4 7 4 , 3 1 8 

T o t a l i n t e r e s t pa id 
_ 

731 
7,216 

51,682 
127,647 
288,309 
441,378 
638,285 
831,430 

1 ,081,940 
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11 
12 
13 
14 
15 
20 
25 
30 
50 

100 
200 
50O 

1,000 

1,000 

, ooo 
, 0 0 0 
, ooo 
, 0 0 0 
, ooo 
, ooo 
, ooo 
, 000 
, ooo 
, ooo 
, 0 0 0 
, ooo 
, 0 0 0 
o v e r 
, 0 0 0 

T o t a l 

3, 
4, 
4, 
4, 
4, 

24, 
17, 

9, 
13, 

7, 
3, 
1-

, 7 2 8 , 5 7 4 
, 5 2 9 , 7 4 8 
, 4 0 9 , 0 1 8 
, 8 6 6 , 3 5 3 
, 8 7 8 , 5 1 1 
, 9 4 6 , 3 6 5 
, 0 4 9 , 7 0 9 
, 9 5 9 , 9 6 5 
, 2 1 9 , 0 3 6 
, 5 8 2 , 1 4 3 
, 0 7 5 , 6 8 1 
, 5 1 1 , 6 0 7 
5 0 6 , 5 2 2 

5 2 7 , 7 7 7 

1 1 3 , 6 4 0 , 6 1 3 

1 , 1 9 8 , 3 0 6 
1 , 4 8 6 , 3 5 3 
1 , 5 1 9 , 3 7 3 
1 , 7 1 7 , 4 1 8 
1 , 6 9 4 , 1 4 8 
8 , 5 5 9 , 5 2 4 
5 , 5 3 7 , 6 3 1 
3 , 1 2 6 , 9 5 3 
3 , 8 2 4 , 6 4 2 
2 , 0 1 9 , 4 3 5 

8 2 2 , 0 6 0 
3 9 0 , 2 0 3 
1 2 5 , 3 3 9 

1 1 5 , 2 6 9 

3 5 , 6 0 5 , 2 7 2 

I n t e r p o l a t e d R e s u l t s by G r o u p 

Group 

I 
2 
3 
4 

I t e m i z e d 

1 4 , 2 6 6 , 4 6 2 
8 7 , 5 4 9 , 0 0 6 

6 , 2 0 3 , 5 5 8 
5 , 6 2 1 , 5 8 7 

T o t a l i n t e r e s t p a i d 

3 , 9 2 3 , 9 7 4 
2 8 , 5 7 6 , 1 6 6 

1 , 6 5 2 , 2 6 1 
1 , 4 5 2 , 8 7 1 

1975 

AGI ( u p p e r l i m i t ) 

1 , OOO 
2 , OOO 
3 , OOO 
4 , OOO 
5 , OOO 
6 , OOO 
7 , OOO 
8 , OOO 
9 , OOO 

1 0 , OOO 
1 1 , OOO 
1 2 , OOO 
1 3 , OOO 
1 4 , OOO 
1 5 , OOO 
2 0 , OOO 
2 5 , OOO 
3 0 , OOO 

I t e m i z e d T o t a l 

( 1 ) 
1 , 6 3 6 
9 , 2 0 7 

7 6 , 6 3 8 
3 0 7 , 8 1 2 
6 0 4 , 8 2 0 
8 9 4 , 3 3 2 

1 , 5 5 1 , 5 3 4 
2 , 1 4 3 , 2 8 4 
2 , 8 2 2 , 3 2 4 
3 , 2 3 2 , 8 7 4 
3 , 6 4 6 , 7 2 8 
3 , 9 8 6 , 5 1 7 
4 , 5 5 2 , 8 4 1 
4 , 6 7 3 , 1 3 1 

2 3 , 2 4 7 , 7 0 9 
1 8 , 5 9 9 , 0 5 5 
1 2 , 1 4 9 , 5 7 3 

i n t e r e s t p a i d 

1, 
1, 
1, 
1, 
1, 
8, 
6, 
3, 

( 1 ) 
( 1 ) 
762 

1 2 , 3 5 8 
4 9 , 9 2 4 

1 2 5 , 1 6 0 
2 2 3 , 6 4 1 
3 9 8 , 8 3 9 
6 3 3 , 5 1 2 
9 1 0 , 0 8 1 

, 0 2 1 , 0 8 2 
, 2 0 0 , 1 1 7 
, 3 5 5 , 1 6 9 
, 6 1 6 , 2 0 9 
, 6 0 6 , 4 0 8 
, 0 9 4 , 6 0 9 
, 3 2 0 , 7 9 9 
, 8 4 0 , 1 0 9 

M o r t g a g e : 

1 
1 
5 
4 
2 

i n t e r e s t 

( 1 ) 
( 1 ) 
( 1 ) 

1 0 , 2 7 9 
2 9 , 5 1 1 
7 7 , 4 3 3 

1 4 0 , 1 9 2 
2 4 9 , 9 4 6 
3 9 6 , 5 3 1 
5 9 0 , 6 8 9 
6 5 2 , 0 7 5 
7 6 6 , 0 3 2 
9 0 0 , 7 9 1 

, 0 7 1 , 6 9 1 
, 0 7 5 , 6 6 4 
, 4 9 1 , 5 6 0 
, 2 3 1 , 4 9 8 
, 5 5 7 , 1 7 9 
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50,000 
100,000 
200,000 
500,000 

1 ,000,000 
ove r 

1 ,000,000 

T o t a l 

16 ,765 ,701 
8 ,793 ,675 
3 , 5 1 9 , 2 3 4 
1 ,632,655 

518,058 

624,956 

114 ,354 ,294 

5,071,590 
2 ,323,260 

867,755 
371,370 
116,280 

114,081 

36 ,273 ,115 

3 ,228,309 
1,041,045 

221 ,781 
42,525 

5,787 

5,081 

22 ,785,599 

I n t e r p o l a t e d R e s u l t s by Group 

Group 

1 
2 
3 
4 

I t emized 

14,324,806 
88 ,323 ,133 

7,171,069 
4 ,535 ,286 

T o t a l i n t e r e s t p a i d Mortgage i n t e r e s t 

4 , 2 5 7 , 4 4 5 
2 9 , 1 1 6 , 4 9 6 

1 ,863,565 
1 ,035,609 

2 ,709 ,690 
19,160,097 

751,528 
164,284 

1976 

AGI(upper l i m i t ) 

1,000 
2 ,000 
3,000 
4 ,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
20 ,000 
25 ,000 
30,000 
50,000 

100,000 
200 ,000 
500,000 

1 ,000 ,000 
ove r 

1 ,000,000 

T o t a l 

I temized T o t a l 

*2,510 
2 ,567 
9,028 

83 ,691 
193,439 
496,383 
836,266 

1 ,246,110 
1 ,681,028 
2 , 3 3 0 , 8 7 4 
2 ,727 ,897 
2 ,929 ,965 
3 ,598 ,118 
3 ,863 ,129 
4 , 2 9 1 , 8 7 4 

24 ,202 ,370 
21 ,380 ,864 
15 ,795 ,213 
22 ,308 ,347 
11 ,001 ,074 

4 ,288 ,272 
2 ,047 ,002 

*1 ,353 ,965 

( * ) 

126,669,988 

i n t e r e s t pa id 

*1,397 
*1,428 

1,681 
17,239 
49,583 

128,768 
227,009 
259,457 
497,948 
746,621 
876,759 

1,000,563 
1,279,886 
1,390,541 
1,527,321 
8 ,957,860 
7 ,620,955 
5 ,262,887 
6 ,765,680 
2 ,976 ,613 
1,042,065 

426,464 
*231,459 

(*) 

41 ,287 ,122 

Mortgage 

1 
6 
5 
3 
4 
1 

26 

m t e r e s t 

*813 
*654 
*125 

11,177 
27,567 

100,302 
147,719 
161,579 
330,959 
470,283 
590,020 
660,265 
844,672 
915,124 

,080 ,189 
,085 ,030 
,153 ,280 
,635,582 
,488,637 
,474,837 
308,727 

62,138 
*11,419 

(*) 

,512 ,597 
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Interpolated Results by Group 

Group 

1 
2 
3 
4 

I temized T o t a l i n t e r e s t p a i d Mortgage i n t e r e s t 

14 ,299,238 
99,180,972 

8 ,359,385 
4 ,830 ,391 

4,431,252 
33,667,572 

2,183,017 
1,005,278 

2 , 9 1 4 , 5 0 8 
22 ,478 ,356 

943,237 
176,496 

1977 

AGI(upper l i m i t ) 

2,000 
4,000 
6,000 
8,000 

10,000 
12,000 
14,000 
16,000 
18,000 
20,000 
25,000 
30,000 
50,000 

100,000 
200,000 
500,000 

over 
500,000 

Tota l 

I t emized T o t a l 

11,036 
70,836 

292 ,185 
917 ,145 

2 ,246 ,603 
3 , 7 8 3 , 5 3 1 
5 ,300 ,394 
6 ,541 ,566 
8 ,250 ,116 
9 ,362 ,403 

24 ,153 ,411 
18 ,443 ,529 
30 ,095 ,104 
13 ,222 ,823 

5, 184,257 
2 ,505 ,630 

*1 ,695 ,917 

132,076,487 

i n t e r e s t p a i d 

1,369 
6,445 

66,387 
269,310 
689,024 

1,300,872 
1,936,357 
2 ,562,304 
3,143,189 
3,637,375 
9,173,522 
6 ,822,691 

10,080,358 
3 ,908,531 
1,349,956 

562,454 

*291,259 

45,801,404 

Mortgage i n t e r e s t 

1. 
1. 
2 , 
2 , 
6, 
4 , 
6, 
2 , 

29 , 

3 7 0 
1,2 63 

47,182 
186,539 
450,839 
877,157 

,287,467 
.774 ,008 
, 162,716 
,521,222 
,375,385 
,657 ,494 
,726,259 
,093 ,296 
454,824 

99,370 

18,286 

,733 ,676 

I n t e r p o l a t e d R e s u l t s by Group 

Group 

1 
2 
3 
4 

I t emized 

11,675,610 
105,872,982 

8,598,262 
5 ,929,633 

T o t a l i n t e r e s t p a i d Mortgage i n t e r e s t 

3,924, 124 
38 ,153 ,661 

2 ,419,920 
1,303,698 

2 , 6 2 1 , 0 0 4 
25 ,726 ,152 

1, 117,257 
269,264 
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1978 

AGI (upper l i m i t ) 

2,000 
4,000 
6,000 
8,000 

10,000 
12,000 
14,000 
16,000 
18,000 
20,000 
25,000 
30,000 
50,000 

100,000 
200,000 
500,000 

1,000,000 
over 

1 ,000,000 

Tota 

I t emized T o t a l 

17,752 
81 ,391 

330,542 
1,037,233 
2 ,330 ,603 
3 ,413 ,954 
4 ,772 ,325 
6 ,294,435 
8 ,257,265 
9 ,874,563 

27 ,281,003 
22 ,927,504 
41,179,092 
17,085,995 
6 ,579,345 
3 ,165,416 

995,797 

1,021,770 

156 ,646 ,479 

i n t e r e s t pa id 

*1,089 
17,875 
72,643 

298 ,094 
741 ,974 

1,205,957 
1,752,103 
2 ,556 ,622 
3 ,378 ,256 
4 ,004 ,650 

11 ,110 ,298 
8 ,979 ,674 

14,993,187 
5 ,614 ,008 
1,920,932 

813,006 
211 ,328 

184,259 

57,855,277 

Mortgage : 

1, 
1, 
2, 
2, 
7 
6 
9, 
3, 

i n t e r e s t 

*292 
7,151 

36,463 
214 ,141 
501,497 
784,378 

,209,909 
,736 ,438 
,339 ,994 
,771,517 
,666 ,878 
,205,662 
,978 ,198 
,128,773 
704,008 
154,859 

20 ,521 

6,975 

37 ,467,654 

I n t e r p o l a t e d R e s u l t s by Group 

Group 

1 
2 
3 
4 

I t emized 

1 2 , 9 1 8 , 5 2 4 
127 ,305 ,934 

9 , 5 9 4 , 2 0 2 
6 , 8 2 7 , 8 1 9 

T o t a l i n t e r e s t pa id Mortgage i n t e r e s t 

4 ,469 ,393 
48,725,985 

2 ,971 ,243 
1,688,656 

3 ,011,692 
32,716,320 

969,423 
770,219 

Source S t a t i s t i c s of Income, I n d i v i d u a l Income Tax Re tu rns , 
1973: Tables 2.3 and 2 7 
1974. Table 2 . 3 
1975 and 1977: Tab le s 2 . 1 and 2 .7 
1976 and 1978 . Tab le 2 . 1 
* = sma l l sample, u s e w i t h c a u t i o n 
(1) = number i s combined with n e x t e n t r y 
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Table 

Group 

1 
2 
3 
4 

A-34. Mortgage I n t e r e s t 

1973 

.16365397 
20062987 

.09417046 

.03045220 

1974 (1) 

.1764073 

.2087808 

.0994852 

.0333379 

as a Perc 

1975 

.1891607 

.2169318 

.1048000 

.0362235 

:ent of Tot 

1976 

.2038226 
2266398 

.1128357 

.0365387 

a l I n t e r e 

1977 

.2244854 

.2429907 

.1299399 

.0454099 

:St 

1978 

.2331297 

.2569898 

.1010426 

.1128060 

Source : Appendix A, T a b l e A-33 and c a l c u l a t i o n s 
(1) Average of 1973 and 1975 

Tab le A-35. R a t i o Adjus ted Mortgage I n t e r e s t Amounts ( thousands ) 

Group 1974 1975 

1 
2 
3 
4 

2 , 5 1 6 , 7 0 8 
18 ,278 ,552 

617,162 
187,412 

2 ,909 ,766 
20 ,574 ,823 

807,019 
176,414 

1976 1977 

3 ,150,107 2 , 4 5 4 , 2 0 0 
24,295,430 2 4 , 0 8 8 , 9 0 6 

1,019,485 1 ,046,153 
190,763 252,128 

1978 

2 ,824 ,862 
30 ,686 ,766 

909,285 
722,439 

Source- Appendix A, T a b l e A-33 and c a l c u l a t i o n s 
Adjustment f a c t o r s for 1975-1978 r e s p e c t i v e l y - 1.0738371, 1.0808366, 
0.9363587, 0 9379651 

Tab le A-36. Repor ted and R a t i o Adjus ted Nonmortgage I n t e r e s t 

Group 1974 

Repor ted Nonmortgage I n t e r e s t 

1975 

1 
2 
3 
4 

1,407,266 
10 ,297 ,614 

1 ,035,099 
1 ,265,459 

1,547,755 
9 ,956,199 
1,112,037 

871,325 

1976 1977 

1,516,744 1 ,303,120 
11,189,216 12 ,427 ,509 

1,239,780 1 ,302,663 
828,782 1 ,034 ,434 

1978 

1 ,457,701 
16 ,009 ,665 
2 ,001 ,820 

918,437 
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R a t i o Adjus ted Amounts 

Group 1974 1975 

1 
2 
3 
4 

1,407,266 
10,297,614 
1,035,099 
1,265,459 

1,662,037 
10,691,551 
1,194,147 
935,661 

1976 1977 

1,639,352 1,220,188 
12 ,093 ,714 11 ,636 ,606 

1,340,000 1,219,760 
895,778 968,601 

1978 

1,367,273 
15,016,507 

1,877,637 
861,462 

Source : Appendix A, Tab le A-33 and c a l c u l a t i o n s 
Adjustment f a c t o r s for 1975-1978 r e s p e c t i v e l y : 1.0738371, 1.0808366, 
0 .9363587, 0.9379651 

Table A-37. Consumer C r e d i t ( b i l l i o n s of d o l l a r s ) 

Installment 
Automobile paper 
Revolving 
Mobile home paper 
All other loans 

Non-installment 
Single payment loans 
Charge accounts 

1973 

155.1 
53.8 
11 7 
13.6 
76.0 

48.5 
27.3 
11.2 

1974 

164.6 
54.3 
13 7 
14.6 
82.0 

49 0 
26.8 
11.3 

1975 

172.4 
57 2 
15 0 
14.4 
85.7 

50 9 
27 4 
11.5 

1976 

194.0 
67 7 
17.2 
14.6 
94.5 

55.0 
28 8 
12.7 

1977 

230.8 
82.9 
39.3 
15.1 
93.5 

58.6 
32 8 
11.0 

1978 

275.6 
102.5 
47.1 
16.0 
110 1 

64.3 
36.2 
11.7 

Source : U.S Bureau of t h e Census , 1979, p .537 

Table A-38 
Lender 

Consumer I n s t a l l m e n t C r e d i t Amounts ( m i l l i o n s ) by 

1973 1974 1975 1976 1977 1978 

Commercial banks 
F inance companies 
C r e d i t un ions 
R e t a i l e r s 
Other 

T o t a l 

75.9 
35.4 
19.6 
16.6 
7.6 

80.1 
36.1 
21.9 
18.1 
8.4 

82.9 
36.0 
25.7 
18.2 
9.5 

93.7 
38.9 
31.2 
19.3 
10.9 

112.4 
44.9 
37 6 
23.5 
12.4 

136.2 
54 3 
45.9 
24.9 
14.3 

155.1 164 .6 172 3 194.0 2 3 0 . 8 275 6 

Source : U .S . Bureau of t h e Census , 1979, p .537 
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Table A-39. R a t e s on I n s t a l l m e n t Cred i t Charged by Commercial Banks 
and Finance Companies 

Commercial banks 
New au tomobi les 
Mobile homes 
Other consumer goods 
P e r s o n a l l o a n s 
C r e d i t ca rd p l a n s 

F inance companies 
New au tomobi les 
Used au tomobi l e s 
Mobile homes 
Other consumer goods 
P e r s o n a l l o a n s 

1973 

10 21 
10.84 
12.60 
12.84 
17 21 

12.08 
16 70 
12.78 
18.87 
20 61 

1974 

10 97 
11 .41 
13.02 
13.27 
17 21 

12 .61 
17 18 
13.29 
19.09 
20 .74 

1975 

11 36 
11 .85 
13 .11 
13 .44 
17 .14 

13.12 
17 .64 
13.63 
19 .78 
20 .97 

1976 

11 .08 
11 .76 
13.02 
13 .30 
17 .03 

13 .17 
17 .63 
13 .44 
1 9 . 5 1 
2 1 . 0 4 

1977 

10 92 
11 .84 
12.97 
13 .39 
16.89 

13 .14 
17 .62 
13 .58 
19 .21 
2 0 . 5 4 

1978 

11.02 
12.09 
13.19 
13.61 
17.03 

13.14 
17 63 
13.43 
19.04 
20.52 

Source : U.S. Bureau of t h e Census , 1979, p .538 

Tab le A-40 D e r i v a t i o n of Weighted Nonmortgage I n t e r e s t r a t e s 

1973 1974 1975 1976 1977 1978 

Automobile 3.0492 
Mobile home 7653 
Other consumer goods .8387 
P e r s o n a l l o a n s 8.5205 
C r e d i t card 9467 

3.0987 3 2217 
8198 7989 

.9560 1.0163 
8.7369 8 .8068 

.9105 .8827 

3 3571 3.4928 3.6984 
7184 6437 .5841 

1 0309 2 0032 2.0588 
8.5482 7.5235 7.4575 

.8686 .6420 .5862 

Weighted a v e r a g e 14.1204 14.5219 14.7264 14 5232 14 3052 14 3850 

Source Appendix A, Tab l e s A-37 th rough A-40 and c a l c u l a t i o n s 
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Table A-41. Derivation of the Taxable Income of the Alternate (0% 
and 60%) Models 

1974 

Group 1 

1975 1976 

Taxable income - ERTA 
Adjustments: 

Interest income 
Capital g a m (0%) 
Capital loss (0%) 
Mortgage interest 
Nonmortgage interest 

Taxable income - 0% 
Adjustments: 

Capital g a m (60%) 
Capital loss (60%) 

Taxable income - 60% 
# of taxable returns 
Taxable income per return 
Taxable income per return 

100,276,134 100,623,050 104,775,970 

-8,000,408 
-116,677 

-2,078,725 
5,852,014 
1,926,228 

97,858,565 

-877,968 
1,431,887 

98,412,485 
32,919,909 
; 2,973 

2,989 

-12,318,573 
-551,415 

-1,623,893 
13,870,918 
4,589,858 

104,589,945 

-768,546 
1,137,502 

104,958,901 
34,187,591 

3,059 
3,070 

-14,252,183 
-732,974 

-1,270,952 
17,599,103 
5,420,502 

111,539,466 

-997,312 
923,128 

111,465,282 
35,471,122 

3,145 
3,142 

1977 1978 

Taxable income - ERTA 
Adjustments: 

Interest income 
Capital g a m (0%) 
Capital loss (0%) 
Mortgage interest 
Nonmortgage interest 

Taxable income - 0% 
Adjustments: 

Capital g a m (60%) 
Capital loss (60%) 

Taxable income - 60% 
# of taxable returns 
Taxable income per return 
Taxable income per return 

112,018,220 117,455,000 

-13,498,095 
-691,436 
-717,399 

12,280,226 
3,799,944 

113,191,460 

-953,286 
587,447 

12,825,621 
36,754,653 

3,080 
3,070 

-15,404,893 
-872,259 

-1,076,038 
13,737,122 
4,247,948 

118,808,688 

-1,075,699 
779,831 

117,791,012 
38,038,184 

3,123 
3,097 
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Group 2 

1974 1975 1976 

Taxable income - ERTA 
Adjustments: 

In te res t income 
Capital gam (0%) 
Capital loss (0%) 
Mortgage i n t e r e s t 
Nonmortgage i n t e r e s t 

Taxable income - 0% 
Adjustments: 

Capital gam ( 60%) 
Capital loss (60%) 

Taxable income - 60% 
# of taxable returns 
Taxable income p e r return 
Taxable income p e r return 

360,088,009 393,605,890 425,529,850 

-15,896,891 
2,007,813 

-4,424,916 
13,949,694 
4,626,137 

360,349,846 

-5,045,232 
3,361,195 

358,665,809 
31,582,833 

0% 11,410 
11,356 

-24,639,485 
1,276,704 

-4,991,759 
32,694,881 
9,842,279 

407,788,510 

-5,170,066 
3,688,188 

406,306,632 
32,968,523 

12,369 
12,324 

-28,170,223 
1,895,710 

-4,642,110 
41,835,267 
12,324,793 

448,773,287 

- 7 , 1 2 4 , 4 7 6 
3 , 4 3 9 , 6 1 6 

4 4 5 , 0 8 8 , 4 2 7 
3 4 , 2 9 3 , 8 7 8 

1 3 , 0 8 6 
1 2 , 9 7 9 

1977 1978 

T a x a b l e income - ERTA 
A d j u s t m e n t s : 

I n t e r e s t i n c o m e 
C a p i t a l g a m (0%) 
C a p i t a l l o s s (0%) 
M o r t g a g e i n t e r e s t 
Nonmor tgage i n t e r e s t 

T a x a b l e income - 0% 
A d j u s t m e n t s • 

C a p i t a l g a m (60%) 
C a p i t a l l o s s (60%) 

T a x a b l e income - 60% 
# of t a x a b l e r e t u r n s 
T a x a b l e income p e r r e t u r n 
T a x a b l e income p e r r e t u r n 

4 5 8 , 5 1 0 , 6 1 0 4 9 0 , 7 3 0 , 6 6 0 

- 2 7 , 1 8 0 , 2 3 6 
2 , 0 3 8 , 4 6 9 

- 3 , 8 4 1 , 0 3 2 
2 8 , 3 8 5 , 7 7 5 

8 , 5 3 4 , 2 2 3 
4 6 6 , 4 4 7 , 8 0 9 

- 7 , 2 5 9 , 0 9 0 
2 , 8 5 2 , 5 9 6 

4 6 2 , 0 4 1 , 3 1 5 
3 5 , 6 1 9 , 2 3 3 

0% 1 3 , 0 9 5 
1 2 , 9 7 2 

- 3 1 , 0 1 8 , 0 2 3 
2 , 2 1 3 , 6 0 3 

- 3 , 4 6 2 , 6 9 7 
3 4 , 7 8 2 , 0 2 9 
1 0 , 8 7 4 , 3 3 6 

5 0 4 , 1 2 0 , 2 8 1 

- 8 , 6 2 4 , 4 3 9 
2 , 5 6 2 , 0 8 2 

4 9 8 , 0 5 7 , 9 2 0 
3 6 , 9 4 4 , 5 8 8 

1 3 , 6 4 5 
1 3 , 4 8 1 
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Group 3 

1974 1975 1976 

Taxable income - ERTA 
Adjustments : 

I n t e r e s t income 
C a p i t a l g a m (0%) 
C a p i t a l l o s s (0%) 
Mortgage i n t e r e s t 
Nonmortgage i n t e r e s t 

Taxable income - 0% 

Adjus tments . 
C a p i t a l g a m (60%) 
C a p i t a l l o s s (60%) 

Taxable income - 60% 
# of t a x a b l e r e t u r n s 
Taxable income p e r r e t u r n 
Taxable income p e r r e t u r n 

- CM 

11,157,557 

-1 ,958 ,358 
941,560 

-461,036 
380,026 
375,193 

10,434,942 

-1 ,476 ,926 
349,490 

9,307,506 
241,718 

43,170 
60% 38,506 

12,306,975 

-2 ,958 ,913 
1,085,656 

-523,440 
1,020,995 

875,203 
11,806,476 

- 1 , 8 5 2 , 1 7 4 
386,068 

10,340,370 
253,481 

46,577 
40,793 

13 ,021,295 

-3 ,306 ,792 
1 ,499,901 

-478 ,879 
1,398,536 
1,087,926 

13,221,987 

- 2 , 5 1 6 , 8 6 6 
354,804 

11,059,925 
258 ,311 

51,186 
42 ,816 

1977 1978 

Taxable income - ERTA 
Adjus tments : 

I n t e r e s t income 
C a p i t a l g a m (0%) 
C a p i t a l l o s s (0%) 
Mortgage i n t e r e s t 
Nonmortgage i n t e r e s t 

Taxable income - 0% 
Adjus tments . 

C a p i t a l g a m (60%) 
C a p i t a l l o s s (60%) 

Taxable income - 60% 
# of t a x a b l e r e t u r n s 
Taxable income pe r r e t u r n 
Taxable income p e r r e t u r n 

- 0% 

13,727,638 

-2 ,813 ,537 
1,427,346 

-364,297 
955,736 
693,540 

13,626,426 

-2 ,373 ,172 
270,633 

11,523,887 
263,142 

51,784 
43,793 

14 ,431,735 

- 3 , 0 7 3 , 2 0 1 
1 ,614,881 

-323 ,629 
823,429 

1,086,332 
14,559,547 

- 2 , 7 2 3 , 5 5 7 
239,438 

12 ,075,428 
267,972 

54,332 
45,062 
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Group 4 

Taxable income - ERTA 
Adjustments: 
Interest income 
Capital gam (0%) 
Capital loss (0%) 
Mortgage interest 
Nonmortgage interest 

Taxable income - 0% 
Adjustments: 
Capital gam (60%) 
Capital loss (60%) 

Taxable income - 60% 
# of taxable returns 
Taxable income per return 
Taxable income per return 

1974 

3,047,450 

-1 ,742 ,240 
3,018,216 

-197,240 
115,175 
457,790 

4 ,699,151 

-3 ,921 ,014 
144,402 
922,539 

24,402 
0% 192,572 
60% 37,806 

1975 

3,431,522 

-1 ,661 ,502 
2 ,515 ,141 

-152,686 
222,685 
684,205 

5,039,365 

-3 ,326 ,368 
109,106 

1,822,103 
27 ,706 

181,887 
65 ,766 

1976 

3 ,874 ,643 

- 1 , 6 1 2 , 5 9 8 
3 ,027 ,473 

-118 ,719 
261 ,041 
725,467 

6 ,157 ,307 

- 3 , 9 9 4 , 3 5 4 
85 ,076 

2 ,248 ,029 
31 ,264 

196,946 
71 ,905 

1977 1978 

Taxable income - ERTA 
Adjustments 

I n t e r e s t income 
C a p i t a l g a m (0%) 
C a p i t a l l o s s (0%) 
Mortgage i n t e r e s t 
Nonmortgage i n t e r e s t 

Taxable income - 0% 
Adjus tments : 

C a p i t a l g a m (60%) 
C a p i t a l l o s s (60%) 

Taxable income - 60% 
# of t a x a b l e r e t u r n s 
Taxable income per r e t u r n -
Taxable income per r e t u r n -

4 ,315,758 

-1 ,687 ,716 
3,469,872 

-115,070 
229,579 
548,921 

6,761,344 

-4 ,571 ,133 
82,613 

2 ,272,824 
34,821 

194,174 
65,272 

4 , 7 5 7 , 4 3 0 

•2 ,039,245 
3 ,586 ,826 

-114 ,680 
652,079 
496 ,775 

7 ,339 ,185 

• 4 , 7 3 9 , 9 7 8 
8 2 , 0 2 4 

2 ,681 ,231 
38 ,379 

191,229 
69,862 

Source : Chapter 5, Tables 5 - 5 , 5-6, 5-18, 5 - 2 1 , 5 -30 , 5 - 3 1 , and 
5-32, Appendix A, Tab le s A-29 and A-32 and c a l c u l a t i o n s 
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Table A-42 . De r iva t i on of Adjusted Gross Income Amounts ( thousands) 
of t h e A l t e r n a t e Models (0% and 60%) 

Group 1 

1974 1975 1976 

ERTA a d j u s t e d g ros s income 204,316,628 215,944,380 228,561,740 
Adjus tments : 

I n t e r e s t income 
C a p i t a l g a i n (0%) 
C a p i t a l l o s s (0%) 
Mortgage i n t e r e s t in 

excess of deduc t ion 

- 8 , 0 0 0 , 4 0 8 
-116 ,677 

- 2 , 0 7 8 , 7 2 5 

0 

•12,318,573 
-551 ,415 

-1 ,623 ,893 

2,878,870 

-14 ,252 ,183 
-732,974 

-1 ,270 ,952 

4 , 7 3 2 , 5 3 2 
Adjusted g r o s s income (0%) 194,120,818 204,698,325 216,963,979 

Adjus tments : 
C a p i t a l g a m (60%) 
C a p i t a l l o s s (60%) 

Adjusted g r o s s income (60%) 

-877 ,968 
1,431,887 

194,674,737 

-768 ,546 
1,137,502 

204,698,325 

-997,312 
923,128 

216,963,979 

1977 1978 

ERTA a d j u s t e d g ross income 241,179,090 253,796,450 
Adjus tments : 

I n t e r e s t income 
C a p i t a l g a i n (0%) 
Cap i t a l l o s s (0%) 
Mortgage i n t e r e s t in 

excess of deduc t ion 

•13,498,095 
-691 ,436 
-717 ,399 

0 

-15 ,404 ,893 
-872 ,259 

1,076,038 

Adjusted g r o s s income (0%) 226,272,160 236,443,260 

Adjus tments : 
C a p i t a l g a i n (60%) 
C a p i t a l l o s s (60%) 

Adjusted g r o s s income (60%) 

-953 ,286 
587,447 

225,906,321 

-1 ,075 ,699 
779 ,831 

236,147,392 
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1974 1975 1976 

ERTA adjusted gross income 
Adjustments: 

Interest income 
Capital gam (0%) 
C a p i t a l l o s s (0%) 
Mortgage i n t e r e s t i n 

exces s of d e d u c t i o n 
Adjusted g r o s s income (0%) 

Adjus tmen t s : 
C a p i t a l g a m (60%) 
C a p i t a l l o s s (60%) 

Adjusted g r o s s income (60%) 

545 ,940 ,670 592,584,990 638 ,368 ,590 

- 1 5 , 8 9 6 , 8 9 1 
2 , 0 0 7 , 8 1 3 

- 4 , 4 2 4 , 9 1 6 

0 
527,626,676 

- 5 , 0 4 5 , 2 3 2 
3 , 3 6 1 , 1 9 5 

525 ,942 ,639 

-24 ,639 ,485 
1,276,704 

- 4 , 9 9 1 , 7 5 9 

6 ,785 ,731 
571 ,016 ,18 

- 5 , 1 7 0 , 0 6 6 
3 ,688 ,188 

569,534,303 

- 2 8 , 1 7 0 , 2 2 3 
1,895,710 

- 4 , 6 4 2 , 1 1 0 

11 ,249 ,819 
618 ,989 ,926 

- 7 , 1 2 4 , 4 7 6 
3 ,439 ,616 

614 ,989 ,926 

1977 1978 

ERTA a d j u s t e d g ros s income 
Adjus tmen t s : 

I n t e r e s t income 
C a p i t a l g a m (0%) 
Capital loss (0%) 
Mortgage interest in 

excess of deduction 
Adjusted gross income (0%) 

Adjustments: 
Capital gam (60%) 
C a p i t a l l o s s (60%) 

Adjusted g r o s s income (60%) 

684 ,152 ,180 729,935,780 

- 2 7 , 1 8 0 , 2 3 6 
2 , 0 3 8 , 4 6 9 

- 3 , 8 4 1 , 0 3 2 

31 ,018 ,023 
2 ,213 ,603 

- 3 , 4 6 2 , 6 9 7 

0 0 
655,169,381 697,668,663 

-7,239,090 
2,852,596 

650,762,887 

-8,624,439 
2,562,082 

691,606,306 
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Group 3 

1974 1975 1976 

ERTA adjusted gross income 
Adjustments: 

Interest income 
Capital gam (0%) 
Capital loss (0%) 
Mortgage interest in 

excess of deduction 
Adjusted gross income (( 

Adjustments: 
Capital gam (60%) 
C a p i t a l l o s s (60%) 

Adjus ted g ros s income (60%) 

15 ,047,087 

- 1 , 9 5 8 , 3 5 8 
941,560 

-461 ,036 

0 
13 ,569 ,253 

- 1 , 4 7 6 , 9 2 6 
349,490 

12 ,441 ,817 

16 ,440,340 

- 2 , 9 5 8 , 9 1 3 
1,085,656 

-532 ,440 

211,905 
14 ,255 ,548 

- 1 , 8 5 2 , 1 7 4 
386,068 

12,789,432 

17 ,248 ,931 

-3 ,306 ,792 
1 ,499,901 

-478,879 

376,077 
15 ,339 ,238 

- 2 , 5 1 6 , 8 6 6 
354,804 

13 ,177 ,176 

1977 1978 

ERTA a d j u s t e d g r o s s income 
Adjus tments . 

I n t e r e s t income 
C a p i t a l ga in (0%) 
C a p i t a l l o s s (0%) 
Mortgage i n t e r e s t in 

excess of d e d u c t i o n 
Adjus ted g ro s s income (0%) 

18,057,522 

- 2 , 8 1 3 , 5 3 7 
1,427,346 

-180 ,422 

0 
16 ,490 ,909 

18 ,866 ,113 

- 3 , 0 7 3 , 2 0 1 
1 ,614,881 

-159 ,625 

0 
17 ,248 ,168 

Adjus tments : 
C a p i t a l g a m 
C a p i t a l l o s s 

Adjus ted g ros s 

(60%) 
(60%) 
income (60%) 

- 2 , 3 7 3 , 1 7 2 
270,633 

14 ,388 ,370 

- 2 , 7 2 3 , 5 5 7 
239,438 

14,76<L,049 
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1974 1975 1976 

ERTA adjusted gross income 4,751,029 5,252,503 5,839,239 
Adjustments: 

Interest income -1,742,240 -1,661,502 -1,612,598 
Capital gam (0%) 3,018,216 2,515,141 3,027,473 
Capital loss (0%) -197,240 -152,686 -118,719 
Mortgage interest m 

excess of deduction 0 46,218 70,196 
Adjusted gross income (0%) 5,829,765 5,999,674 7,205,591 

Adjustments: 
Capital gam (60%) -3,921,014 -3,326,368 -3,994,354 
Capital loss (60%) 144,402 109,106 85,076 

Adjusted gross income (60%) 2,053,153 2,782,412 3,296,313 

1977 1978 

ERTA adjusted gross income 
Adjustments: 

Interest income 
Capital gain (0%) 
Capital loss (0%) 
Mortgage interest in 

excess of deduction 
Adjusted gross income 

6,425,975 

-1,687,716 
3,469,872 
-115,070 

0 
8,093,061 

7,012,711 

-2,039,245 
3,586,826 
-114,680 

0 
8,445,612 

Adjustments. 
Capital gam (i 
C a p i t a l l o s s (i 

Adjus ted g ro s s income (60%) 
) 

-4 ,571,133 
82,613 

3 ,604 ,541 

•4 ,739 ,978 
82,024 

3 ,787 ,658 

Source : Chapter 5, Tab les 5 - 5 , 5-6, 5 - 2 1 , 5 - 3 1 , and 5-33 
Appendix A, Tab l e s A-21 , A-29, and A-32, and c a l c u l a t i o n s 
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T a b l e A - 4 3 . C r e d i t Amount T o t a l s ( t h o u s a n d s ) f o r 1 9 7 4 - 1 9 7 8 
C a l c u l a t e d a s D i f f e r e n c e s and P e r c e n t s f o r t h e A l t e r n a t e and ERTA 
M o d e l s by Group 

G r o u p 

1 
2 
3 
4 

T o t a l 

A l t e r n a t e 

8 , 4 4 9 , 3 9 9 
2 , 8 5 6 , 2 6 4 

3 5 , 9 0 0 
5 , 5 5 8 

1 1 , 3 4 7 , 1 2 1 

ERTA 

6 , 8 7 3 , 2 5 9 
2 , 3 0 3 , 7 2 2 

2 8 , 4 7 2 
4 , 4 5 1 

9 , 2 0 9 , 9 0 4 

D i f f e r e n c e 

1 , 5 7 6 , 1 4 0 
522 ,542 

7 ,428 
1,107 

2 , 1 3 7 , 2 1 7 

Group p e r c e n t 

7 3 . 7 5 
2 5 . 8 5 

0 .35 
0 .05 

1 0 0 . 0 0 

S o u r c e : Append ix C, T a b l e s C-2 and C-3 a n d c a l c u l a t i o n s 

T a b l e A - 4 4 . Ne t G a m Amounts ( d o l l a r s ) p e r Net G a m Number of 
R e t u r n s by Group and b y Year 

G r o u p 1974 1975 1 9 7 6 1977 1978 

1 
2 
3 
4 

1 ,331 
2 , 3 1 7 
8 ,516 

4 9 ; 6 7 4 

1,504 
2 , 6 3 7 

10 ,596 
5 9 , 2 9 8 

1 , 628 
2 , 9 2 1 

1 1 , 3 8 9 
6 3 , 7 5 2 

1 , 8 7 6 
3 , 173 

1 2 , 2 4 9 
6 6 , 6 2 9 

1,959 
3 ,485 

12,839 
60,522 

S o u r c e - Append ix A, T a b l e A-21 and c a l c u l a t i o n s 
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APPENDIX B 

Program B-l 

PROGRAM INTERPO (TAPE5,OUTPUT,TAPE7=0UTPUT) 
INTEGER RET(10),AGI(10),ID(10),TI(10),ORET(4),OAGI(4),0ID(4) 
INTEGER OTI(4), YEAR,N,SUMRET(11),SUMAGI(11),SUMID(31),SUMTI(11) 
REAL B(3) 
* THIS PROGRAM TAKES IRS DATA ON # OF RETURNS, AGI, ITEMIZED 
* DEDUX, AND TAXABLE INCOME AND SUMS THEM SO THAT ONLY 4 GROUPS 
* OF EACH DATA ITEM RESULT. INTERPOLATION IS NECESSARY SO THAT 
* THE GROUPS REPRESENT THE SAME PERCENTAGES AS IN 1973. 

READ (5,1) YEAR 
1 FORMAT (14) 
2 FORMAT (F6.5) 
3 FORMAT (//) 
DO 4 N=l,3 
READ (5,2) B(N) 
4 CONTINUE 
WRITE (7,6) YEAR,B(1),B(2),B(3) 
6 FORMAT (*INTERPOLATION FACTORS FOR YEAR *,I4, 
2(3(2X,F6.5)),/) 
12 FORMAT (I8,6X,I10,2X, 19,3X,19) 
14 FORMAT (4115) 
READ (5,3) 
SUMRET(1)=0 
SUMAGI(1)=0 
SUMID(1)=0 
SUMTI(1)=0 
DO 15 N=l,10 
READ(5,12) RET(N),AGI(N),ID(N),TI(N) 
SUMRET(N+1)=SUMRET(N)+RET(N) 
SUMAGI(N+l)=SUMAGI(N)+AGI (N) 
SUMID(N+1)=SUMID(N)+ID(N) 
SUMTI(N+l)=SUMTI(N)+TI(N) 
WRITE (7,12) RET(N),AGI(N),ID(N),TI(N) 
15 CONTINUE 
WRITE (7,18) 
18 FORMAT (/,*T0TALS OF RAW DATA*,/) 
WRITE (7,14) SUMRET(11),SUMAGI(11),SUMID(11),SUMTI(11) 
WRITE (7,20) 
20 FORMAT (/,*INTERPOLATED AND SUMMED RAW DATA YIELDING 4 GROUPS*, 
2/) 
ORET(l)=RET(l)+RET(2)+B(l)*RET(3) 
OAGI(1)=AGI(1)+AGI(2)+B(1)*AGI(3) 
OID(l)=ID(l)+ID(2)+B(l)*ID(3) 
OTI(l)=TI(l)+TI(2)+B(l)*TI(3) 
ORET(2)=(l-B(l))*RET(3)+RET(4)+RET(5)+B(2)*RET(6) 
OAGI(2)=(l-B(l))*AGI(3)+AGI(4)+AGI(5)+B(2)*AGI(6) 
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0ID(2)=(1-B(1))*ID(3)+ID(4)+ID(5)+B(2)*ID(6) 
0TI(2)=(1-B(1))*TI(3)+TI(4)+TI(5)+B(2)*TI(6) 
0RET(3)=(1-B(2))*RET(6)+B(3)*RET(7) 
0AGI(3)=(1-B(2))*AGI(6)+B(3)*AGI(7) 
0ID(3)=(1-B(2))*ID(6)+B(3)*ID(7) 
0TI(3)=(1-B(2))*TI(6)+B(3)*TI(7) 
0RET(4) = (1-B(3))*RET(7)+RET(8)+RET(9)+RET(10) 
0AGI(4) = (1-B(3) )*AGI(7)+AGI(8)+AGI(9)+AGI(10) 
OID(4)=(1-B(3))*ID(7)+ID(8)+ID(9)+ID(10) 
OTI(4)=(1-B(3))*TI(7)+TI(8)+TI(9)+TI(10) 
DO 25 N=l,4 
WRITE (7,14) ORET(N),OAGI(N),OID(N) ,OTI(N) 
25 CONTINUE 
END 

Program B-2 

PROGRAM SPEC72 (TAPE5,OUTPUT,TAPE7=OUTPUT) 
INTEGER RET(24) ,RID(24) , ID(24) ,REC(24) , 0RET(4) , ORID(4) , OID(4) 
INTEGER 0AGI(4) ,ORSD(4) , OSD(4) ,OEXP ( 4) ,0EC(4) 
INTEGER SUMAGI(25 ),SUMID(25),SUMRSD(25), SUMSD(25),SUMEXP(25) 
INTEGER SUMEC(25) 
INTEGER AGI(24) ,RSD(24) , SD(24) ,EXP (24) , EC(24) 
INTEGER OREC( 4) , YEAR,N, SUMRET(25 ), SUMRID(25), SUMREC(25 ) 
REAL B(3) 
* THIS PROGRAM TAKES IRS DATA ON # OF RETURNS, AGI, OF SD RETURNS 
* AND SD AMOUNTS, # OF ID RETURNS AND ID AMOUNTS, # OF EXEMPTIONS, 
* # OF ELDERLY CREDIT RETURNS AND EC AMOUNTS 
* AND SUMS THEM SO THAT ONLY 4 GROUPS OF 
* EACH DATA ITEM RESULT. INTERPOLATION IS NECESSARY SO THAT THE 
* GROUPS REPRESENT THE SAME PERCENTAGES AS IN 1973. THE RESULTING 
* FIGURES ARE THEN MULTIPLIED BY THE TREND AGI % SO THAT ONLY 
* REGULAR TAX COMPUTATION RETURNS ARE APPROXIMATED. 

READ (5,1) YEAR 
1 FORMAT (14) 
2 FORMAT (F6.5) 
3 FORMAT (//) 
DO 4 N=l,3 
READ (5,2) B(N) 
4 CONTINUE 
WRITE (7,6) YEAR,B(1),B(2),B(3) 
5 FORMAT (19) 
6 FORMAT (*INTERPOLATION FACTORS FOR YEAR *,I4, 
2(3(2X,F6.5)),/) 
7 FORMAT (*# OF RETURNS AGI*,/) 
8 FORMAT (*# OF ID RETURNS ID AMOUNT*,/) 
9 FORMAT (*# OF SD RETURNS SD AMOUNT*,/) 
10 FORMAT (*# OF EXEMPTIONS*,/) 
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11 FORMAT (*# OF EC RETURNS EC AMOUNT*,/) 
12 FORMAT (I8,5X,110) 
13 FORMAT (115) 
14 FORMAT (2115) 
READ (5,3) 
SUMRET(1)=0 
SUMRID(1)=0 
SUMID(1)=0 
SUMAGI(1)=0 
SUMRSD(1)=0 
SUMSD(1)=0 
SUMEXP(1)=0 
SUMREC(1)=0 
SUMEC(1)=0 
WRITE (7,7) 
DO 15 N=l,24 
READ(5,12) RET(N),AGI(N) 
SUMRET(N+1)=SUMRET(N) +RET(N) 
SUMAGI(N+l)=SUMAGI(N)+AGI(N) 
WRITE (7,12) RET(N),AGI(N) 
15 CONTINUE 
READ (5,3) 
WRITE (7,8) 
DO 16 N=l,24 
READ(5,12) RID(N),ID(N) 
SUMRID(N+1)=SUMRID(N)+RID(N) 
SUMID(N+1)=SUMID(N) + ID(N) 
WRITE (7,12) RID(N),ID(N) 
16 CONTINUE 
READ (5,3) 
WRITE (7,9) 
DO 17 N=l,24 
READ(5,12) RSD(N),SD(N) 
SUMRSD(N+1)=SUMRSD(N)+RSD(N) 
SUMSD(N+1)=SUMSD(N)+SD(N) 
WRITE (7,12) RSD(N),SD(N) 
17 CONTINUE 
READ (5,3) 
WRITE (7,10) 
DO 18 N=l,24 
READ(5,5) EXP(N) 
SUMEXP(N+1)=SUMEXP(N) +EXP(N) 
WRITE (7,19) EXP(N) 
18 CONTINUE 
19 FORMAT (115) 
READ (5,3) 
WRITE (7,11) 
DO 20 N=l,24 
READ(5,12) REC(N),EC(N) 
SUMREC(N+1)=SUMREC(N) +REC(N) 
SUMEC(N+1)=SUMEC(N)+EC(N) 
WRITE (7,12) REC(N),EC(N) 
20 CONTINUE 
WRITE (7,21) 
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21 FORMAT (/,*TOTALS OF RAW DATA*,/) 
WRITE (7,7) 

SUMRET(25),SUMAGI(25) (7,14) 
(7,8) 
(7,14) 
(7,9) 
(7,14) 
(7,10) 
(7,13) 
(7,11) 
(7,14) 
(7,22) 

(/,*INTERPOLATED 

SUMRID(25),SUMID(25) 

SUMRSD(25),SUMSD(25) 

SUMEXP(25) 

SUMREC(25),SUMEC(25) 

AND SUMMED RAW DATA YIELDING 4 GROUPS* 

WRITE 
WRITE 
WRITE 
WRITE 
WRITE 
WRITE 
WRITE 
WRITE 
WRITE 
WRITE 
22 FORMAT 
2/) 
ORET(1)=RET(1)+RET(2)+RET(3)+RET(4)+RET(5)+RET(6)+ 
2RET(7)+RET(8)+RET(9)+B(1)*RET(10) 
0RET(2)=(1-B(1))*RET(12)+RET(12)+RET(13)+RET(14)+RET(15)+RET(11)+ 
2RET(16)+RET(17)+RET(18)+B(2)*RET(19) 
ORET(3)=(1-B(2))*RET(19)+RET(20) 
ORET(4)=RET(21)+RET(22)+RET(23)+RET(24) 
OAGI(1)=AGI(1)+AGI(2)+AGI(3)+AGI(4)+AGI(5)+AGI(6)+ 
2AGI(7)+AGI(8)+AGI(9)+B(1)*AGI(10) 
OAGI(2) = (1-B( 1))*AGI(]0)+AGI(12)+AGI(13)+AGI(14)+AGI(15)+AGI (11) + 
2AGI(16)+AGI(17)+AGI(18)+B(2)*AGI(19) 
OAGI(3)=(1-B(2))*AGI(19)+AGI(20) 
OAGI(4)=AGI(21)+AGI(22)+AGI(23)+AGI(24) 
ORID(l)=RID(l)+RID(2)+RID(3)+RID(4)+RID(5)+RID(6)+ 
2RID(7)+RID(8)+RID(9)+B(1)*RID(10) 
ORID(2)=(1-B(1))*RID(10)+RID(12)+RID(13)+RID(14)+RID(15)+RID(11)+ 
2RID(16)+RID(17)+RID(18)+B(2)*RID(19) 
ORID(3)=(1-B(2))*RID(19)+RID(20) 
ORID(4)=RID(21)+RID(22)+RID(23)+RID(24) 
OID(l)=ID(l)+ID(2)+ID(3)+ID(4)+ID(5)+ID(6)+ 
2ID(7)+ID(8)+ID(9)+B(1)*ID(10) 
OID(2)=(1-B(1))*ID(10)+ID(12)+ID(13)+ID(14)+ID(15)+ID(11)+ 
2ID(16)+ID(17)+ID(18)+B(2)*ID(19) 
OID(3)=(1-B(2))*ID(19)+ID(20) 
OID(4)=ID(21)+ID(22)+ID(23)+ID(24) 
ORSD(1)=RSD(1)+RSD(2)+RSD(3)+RSD(4)+RSD(5)+RSD(6)+ 
2RSD(7)+RSD(8)+RSD(9)+B(1)*RSD(10) 
ORSD(2)=(l-B(l))*RSD(10)+RSD(12)+RSD(13)+RSD(14)+RSD(15)+RSD(11)+ 
2RSD(16)+RSD(17)+RSD(18)+B(2)*RSD(19) 
ORSD(3)=(1-B(2))*RSD(19)+RSD(20) 
ORSD(4)=RSD(21)+RSD(2 2)+RSD(23)+RSD(24) 
0SD(1)=SD(1)+SD(2)+SD(3)+SD(4)+SD(5)+SD(6)+ 
2SD(7)+SD(8)+SD(9)+B(1)*SD(10) 
OSD(2)=(1-B(1))*SD(10)+SD(12)+SD(13)+SD(14)+SD(15)+SD(11)+ 
2SD(16)+SD(17)+SD(18)+B(2)*SD(19) 
OSD(3)=(1-B(2))*SD(19)+SD(20) 
0SD(4)=SD(21)+SD(22)+SD(23)+SD(24) 
OEXP(1)=EXP(1)+EXP(2)+EXP(3)+EXP(4)+EXP(5)+EXP(6)+ 
2EXP(7)+EXP(8)+EXP(9)+B(1)*EXP(10) 
OEXP(2) = (1-B (1))*EXP(10)+EXP(12)+EXP(13)+EXP(14)+EXP(15)+EXP (11) + 
2EXP(16)+EXP(17)+EXP(18)+B(2)*EXP(19) 
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0EXP(3)=(1-B(2))*EXP(19)+EXP(20) 
0EXP(4)=EXP(21)+EXP(22)+EXP(23)+EXP(24) 
0REC(1)=REC(1)+REC(2)+REC(3)+REC(4)+REC(5)+REC(6)+ 
2REC(7)+REC(8)+REC(9)+B(1)*REC(10) 
0REC(2)=(1-B(1))*REC(10)+REC(12)+REC(13)+REC(14)+REC(15)+REC(11)+ 
2REC(16)+REC(17)+REC(18)+B(2)*REC(19) 
OREC(3)=(1-B(2))*REC(19)+REC(20) 
0REC(4)=REC(21)+REC(22)+REC(23)+REC(24) 
OEC(1)=EC(1)+EC(2)+EC(3)+EC(4)+EC(5)+EC(6)+ 
2EC(7)+EC(8)+EC(9)+B(1)*EC(10) 
OEC(2)=(1-B(1))*EC(10)+EC(12)+EC(13)+EC(14)+EC(15)+EC(11)+ 
2EC(16)+EC(17)+EC(18)+B(2)*EC(19) 
OEC(3)=(1-B(2))*EC(19)+EC(20) 
0EC(4)=EC(21)+EC(22)+EC(23)+EC(24) 
WRITE (7,7) 
DO 25 N=l,4 
WRITE (7,14) 0RET(N),0AGI(N) 
25 CONTINUE 
WRITE (7,8) 
DO 26 N=l,4 
WRITE (7,14) 0RID(N),0ID(N) 
26 CONTINUE 
WRITE (7,9) 
DO 27 N=l,4 
WRITE (7,14) 0RSD(N),0SD(N) 
27 CONTINUE 
WRITE (7,10) 
DO 28 N=l,4 
WRITE (7,13) OEXP(N) 
28 CONTINUE 
WRITE (7,11) 
DO 29 N=l,4 
WRITE (7,14) OREC(N),OEC(N) 
29 CONTINUE 
35 FORMAT (*THESE ARE THE NEW MULTIPLIED RESULTS*,/) 
WRITE (7,35) 
SUMRET(25)=SUMRET(25)*. 9717 
SUMAGI(25)=SUMAGI(25)*.9162 
SUMRID(25)=SUMRID(25)*.9560 
SUMID(25)=SUMID(25)* 9190 
SUMRSD(25)=SUMRSD(25)* 9828 
SUMSD(25)=SUMSD(25)*.9776 
SUMEXP(25)=SUMEXP(25)* 9637 
SUMREC(25)=SUMREC(25)*.933333 
SUMEC(25)=SUMEC(25)* 933333 
WRITE (7,22) 
WRITE (7,14) SUMRET(25),SUMAGI (25) 
WRITE (7,14) SUMRID(25),SUMID(25) 
WRITE (7,14) SUMRSD(25),SUMSD(25) 
WRITE (7,13) SUMEXP(25) 
WRITE (7,14) SUMREC(25),SUMEC(25) 
ORET(1)=ORET(1)*.9980 
OAGI(l)=OAGI(l)*.9999 
ORSD(1)=ORSD(1)*.9980 
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OSD(1)=OSD(1 
0RID(1)=0RID 
0ID(1)=0ID(1 
0EXP(1)=0EXP 
OREC(l)=OREC 
OEC(l)=OEC(l 
0RET(2)=0RET 
0AGI(2)=0AGI 
0RID(2)=0RID 
0ID(2)=0ID(2 
0RSD(2)=0RSD 
OSD(2)=OSD(2 
0EXP(2)=0EXP 
0REC(2)=0REC 
OEC(2)=OEC(2 
0RET(3)=0RET 
0AGI(3)=0AGI 
0RID(3)=0RID 
0ID(3)=0ID(3 
0RSD(3)=0RSD 
0SD(3)=0SD(3 
0EXP(3)=0EXP 
OREC(3)=0REC 
OEC(3)=OEC(3 
0RET(4)=0RET 
OAGI(4)=0AGI 
0RID(4)=0RID 
0ID(4)=0ID(4 
ORSD(4)=0RSD 
OSD(4)=0SD(4 
0EXP(4)=0EXP 
0REC(4)=0REC 
0EC(4)=0EC(4 
WRITE (7,7) 
DO 50 N=l,4 
WRITE (7,14) 
50 CONTINUE 
WRITE (7,8) 
DO 51 N=l,4 
WRITE (7,14) 
51 CONTINUE 
WRITE (7,9) 
DO 52 N=l,4 
WRITE (7,14) 
52 CONTINUE 
WRITE (7,10) 
DO 53 N=l,4 
WRITE (7,13) 
53 CONTINUE 
WRITE (7,11) 
DO 54 N=l,4 
WRITE (7,14) 
54 CONTINUE 
END 

*.9987 
1 
* 
1 
1 
* 

2 
2 
2 
* 

2 
* 

2 
2 
* 
3 
3, 
31 
* 

3 
* _ 

3) 
3) 
* . 
4] 
4) 
4) 
*. 
4) 
* # 
4) 
4) 
* 

)*.9978 
999999 
)*.9980 
)*.893902 
893902 
)*.9565 
)*.9354 
)*.9580 
9525 
)*.9536 
9507 
>*.9554 
*.986689 
986689 
*.4713 
*.4455 
*.4908 
5679 
* 1231 
1137 
*.4661 
*.550169 
550169 
*.2463 
*.2770 
*.2467 
4692 
*.0607 
0590 
*.2333 
*.367584 
367584 

0RET(N),0AGI(N) 

0RID(N),0ID(N) 

0RSD(N),0SD(N) 

OEXP(N) 

OREC(N),OEC(N) 
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Program B-3 

PROGRAM SD INTER (TAPE 5, OUTPUT, TAPE 7=OUTPUT) 
INTEGER SDR(10),SDA(10),EC(10),OSDR(4),0SDA(4),OEC(4) 
INTEGER YEAR,N, SUMSDR( 1 1 ) , SUMSDA( 1 1 ) , SUMEC( 11) 
REAL B ( 3 ) 
* THIS PROGRAM TAKES IRS DATA ON # OF STANDARD DEDUX RETURNS, 
* SD AMOUNTS AND EXEMPTIONS CLAIMED AND SUMS THEM SO THAT ONLY 4 
GROUPS OF 
* EACH DATA ITEM RESULT. INTERPOLATION IS NECESSARY SO THAT THE 
* GROUPS REPRESENT THE SAME PERCENTAGES AS IN 1 9 7 3 . 

READ ( 5 , 1 ) YEAR 
1 FORMAT (14) 
2 FORMAT (F6 .5 ) 
3 FORMAT ( / / ) 
DO 4 N = l , 3 
READ ( 5 , 2 ) B(N) 
4 CONTINUE 
WRITE ( 7 , 6 ) Y E A R , B ( 1 ) , B ( 2 ) , B ( 3 ) 
6 FORMAT (*INTERPOLATION FACTORS FOR YEAR * , I 4 , 
2 ( 3 ( 2 X , F 6 . 5 ) ) , / ) 
10 FORMAT (*# OF SD RETS SD AMOUNT EXEMPTION CLAIMED*) 
12 FORMAT ( I 8 , 6 X , I 8 , 3 X , I 9 ) 
14 FORMAT (3115) 
READ ( 5 , 3 ) 
SUMSDR(1)=0 
SUMSDA(1)=0 
SUMEC(1)=0 
DO 15 N = l , 1 0 
READ(5,12) SDR(N),SDA(N),EC(N) 
SUMSDR (N+1) =SUMSDR (N ) + SDR (N) 
SUMSDA (N+1) =SUMSDA (N) + SDA (N) 
SUMEC(N+1)=SUMEC(N)+EC(N) 
WRITE (7,12) SDR(N),SDA(N),EC(N) 
15 CONTINUE 
WRITE ( 7 , 1 8 ) 
WRITE ( 7 , 1 0 ) 
18 FORMAT (/ ,*T0TALS OF RAW DATA*,/) 
WRITE ( 7 , 1 4 ) SUMSDR(11),SUMSDA(11),SUMEC(11) 
WRITE ( 7 , 2 0 ) 
WRITE ( 7 , 1 0 ) 
20 FORMAT (/,*INTERPOLATED AND SUMMED RAW DATA YIELDING 4 GROUPS*, 
2 / ) 
0SDR(1)=SDR(1)+SDR(2)+B(1)*SDR(3) 
OSDA ( 1 ) =SDA (1) + SDA (2 ) +B (1) * SDA (3 ) 
OEC ( 1 ) = E C ( 1 ) + E C ( 2 ) + B ( 1 ) *EC(3) 
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0SDR(2) = (1 -B(1) )*SDR(3)+SDR(4)+SDR(5)+B(2)*SDR(6) 
0SDA(2) = (1-B(1) )*SDA(3)+SDA(4)+SDA(5)+B(2)*SDA(6) 
0EC(2) = ( 1 - B ( 1 ) ) * E C ( 3 ) + E C ( 4 ) + E C ( 5 ) + B ( 2 ) * E C ( 6 ) 
0SDR(3) = ( 1 - B ( 2 ) ) * S D R ( 6 ) + B ( 3 ) * S D R ( 7 ) 
0SDA(3) = ( 1 - B ( 2 ) ) * S D A ( 6 ) + B ( 3 ) * S D A ( 7 ) 
0EC(3) = ( 1 - B ( 2 ) ) * E C ( 6 ) + B ( 3 ) * E C ( 7 ) 
0SDR(4) = (1-B(3))*SDR(7)+SDR(8)+SDR(9)+SDR(10) 
0SDA(4) = (1-B(3))*SDA(7)+SDA(8)+SDA(9)+SDA(10) 
OEC(4) = ( 1 - B ( 3 ) ) * E C ( 7 ) + E C ( 8 ) + E C ( 9 ) + E C ( 1 0 ) 
DO 25 N = l , 4 
WRITE ( 7 , 1 4 ) OSDR(N) , OSDA(N), OEC(N) 
25 CONTINUE 
END 

P r o g r a m B-4 

PROGRAM CHILD (TAPE5 , OUTPUT, TAPE7=OUTPUT) 
INTEGER RET(24) ,MID(24) , ID(24) , CCE(24) ,0RET(4) ,OMID(4) ,OID(4) 
INTEGER OCCE(4),YEAR,N,SUMRET(25),SUMMID(25),SUMID(25),SUMCCE(25) 
REAL B ( 3 ) 
* THIS PROGRAM TAKES IRS DATA ON # OF RETURNS, ITEMIZED DEDUX, 
* MISC. DEDUX, AND CHILD CARE EXP AND SUMS THEM SO THAT ONLY 4 
* GROUPS OF EACH DATA ITEM RESULT. INTERPOLATION IS NECESSARY SO 
* THAT THE GROUPS REPRESENT THE SAME PERCENTAGES AS IN 1 9 7 3 . 

READ ( 5 , 1 ) YEAR 
1 FORMAT (14) 
2 FORMAT (F6 .5 ) 
3 FORMAT ( / / ) 
DO 4 N = l , 3 
READ ( 5 , 2 ) B(N) 
4 CONTINUE 
WRITE ( 7 , 6 ) Y E A R , B ( 1 ) , B ( 2 ) , B ( 3 ) 
6 FORMAT (*INTERPOLATION FACTORS FOR YEAR * , I 4 , 
2 ( 3 ( 2 X , F 6 . 5 ) ) , / ) 
WRITE ( 7 , 1 0 ) 
10 FORMAT (*# OF RETURNS ITEM DEDUX MISC DEDUX CHILD EXPENSES*) 
12 FORMAT ( I 8 , 6 X , I 1 0 , 2 X , I 9 , 3 X , I 9 ) 
14 FORMAT (4115) 
READ ( 5 , 3 ) 
SUMRET(1)=0 
SUMMID(1)=0 
SUMID(1)=0 
SUMCCE(1)=0 
DO 15 N = l , 2 4 
READ(5, 12) RET(N) , I D ( N ) ,MID(N), CCE(N) 
SUMRET(N+l )=SUMRET(N)+RET(N) 
SUMMID(N+1)=SUMMID(N)+MID(N) 
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SUMID(N+1)=SUMID(N)+ID(N) 
SUMCCE(N+1)=SUMCCE(N)+CCE(N) 
WRITE (7,12) RET(N),ID(N),MID(N),CCE(N) 
15 CONTINUE 
WRITE (7,18) 
WRITE (7,10) 
18 FORMAT (/,*T0TALS OF RAW DATA*,/) 
WRITE (7,14) SUMRET(25), SUMID(25),SUMMID(25),SUMCCE(25) 
WRITE (7,20) 
WRITE (7,10) 
20 FORMAT (/,*INTERPOLATED AND SUMMED RAW DATA YIELDING 4 GROUPS*, 
2/) 
ORET(l)=RET(l)+RET(2)+RET(3)+RET(4)+RET(5)+RET(6)+ 
2RET(7)+RET(8)+RET(9)+RET(10)+B(1)*RET(11) 
OID(l)=ID(l)+ID(2)+ID(3)+ID(4)+ID(5)+ID(6)+ 
2ID(7)+ID(8)+ID(9)+ID(10)+B(1)*ID(11) 
OMID(l)=MID(l)+MID(2)+MID(3)+MID(4)+MID(5)+MID(6)+ 
2MID(7)+MID(8)+MID(9)+MID(10)+B(1)*MID(11) 
OCCE(1)=CCE(1)+CCE(2)+CCE(3)+CCE(4)+CCE(5)+CCE(6)+ 
2CCE(7)+CCE(8)+CCE(9)+CCE(10 ) +B (1)*CCE(11) 
ORET(2) = (1-B(1))* RET (11)+RET(12)+RET(13)+RET(14)+RET (15) + 
2RET(16)+RET(17)+RET(18)+RET(19)+B(2)*RET(20) 
0ID(2)=(1-B(1))*ID(11)+ID(12)+ID(13)+ID(14)+ID(15)+ 
2ID(16)+ID(17)+ID(18)+ID(19)+B(2)*ID(20) 
OMID(2)=(l-B(l))*MID(ll)+MID(12)+MID(13)+MID(14)+MID(15)+ 
2MID(16)+MID(17)+MID(18)+MID(19)+B(2)*MID(20) 
OCCE(2) = (1-B(1))*CCE (11)+CCE(12 ) +CCE(13)+CCE(14)+CCE (15) + 
2CCE(16)+CCE(17)+CCE (18)+CCE(19)+B(2)*CCE(20) 
ORET(3)=(l-B(2))*RET(20)+B(3)*RET(21) 
OID(3)=(1-B(2))*ID(20)+B(3)*ID(21) 
OMID(3)=(1-B(2))*MID(20)+B(3)*MID(21) 
OCCE(3)=(1-B(2))*CCE(20)+B(3)*CCE(21) 
ORET(4) = (1-B(3))*RET (21)+ RET(22)+RET(23)+RET(24) 
0ID(4)=(1-B(3))*ID(21)+ID(22)+ID(23)+ID(24) 
0MID(4)=(1-B(3))*MID(21)+MID(22)+MID(23)+MID(24) 
OCCE(4) = (1-B(3))*CCE(21)+CCE(22 ) +CCE(2 3)+CCE(24) 
DO 25 N=l,4 
WRITE (7,14) ORET(N),OID(N),OMID(N),OCCE(N) 
25 CONTINUE 
END 

Program B-5 

PROGRAM ELDERLY (TAPE5,OUTPUT, TAPE7=0UTPUT) 
INTEGER ELD(10),OELD(4) 
INTEGER YEAR,N,SUMELD(11) 
REAL B(3) 
* THIS PROGRAM SUMS AND INTERPOLATES CREDIT FOR ELDERLY DATA. 

READ (5,1) YEAR 
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1 FORMAT (14) 
2 FORMAT (F6.5) 
3 FORMAT (15(/)) 
DO 4 N=l,3 
READ (5,2) B(N) 
4 CONTINUE 
WRITE (7,6) YEAR,B(1),B(2),B(3) 
6 FORMAT (*INTERPOLATION FACTORS FOR YEAR *,I4, 
2(3(2X,F6.5)),/) 
12 FORMAT (16) 
14 FORMAT (115) 
READ (5,3) 
SUMELD (1) =0 
DO 15 N=l,10 
READ(5,12) ELD(N) 
SUMELD(N+1)=SUMELD(N)+ELD (N) 
WRITE (7,12) ELD(N) 
15 CONTINUE 
WRITE (7,18) 
18 FORMAT (/,*TOTALS OF RAW DATA*,/) 
WRITE (7,14) SUMELD(11) 
WRITE (7,20) 
20 FORMAT (/,*INTERPOLATED AND SUMMED RAW DATA YIELDING 4 GROUPS*, 
2 / ) 
OELD( l )=ELD( l )+ELD(2)+B( l )*ELD(3) 
0ELD(2)=(1 -B(1 ) )*ELD(3)+ELD(4)+ELD(5)+B(2 )*ELD(6) 
0 E L D ( 3 ) = ( 1 - B ( 2 ) ) * E L D ( 6 ) + B ( 3 ) * E L D ( 7 ) 
OELD(4)=(1-B(3))*ELD(7)+ELD(8)+ELD(9)+ELD(10) 
DO 25 N=l,4 
WRITE (7,14) OELD(N) 
25 CONTINUE 
END 

Program B-6 

PROGRAM ELDCHI (TAPE5,OUTPUT,TAPE7=OUTPUT) 
INTEGER ELD(18),CCE(18),OELD(4) 
INTEGER OCCE(4),YEAR,N,SUMELD(19),SUMCCE(19) 
REAL B(3) 
* THIS PROGRAM SUMS AND INTERPOLATES CREDITS FOP ELDERLY AND CHILD 
* CARE, 1975-1978. 

READ (5,1) YEAR 
1 FORMAT (14) 
2 FORMAT (F6.5) 
3 FORMAT (15(/)) 
DO 4 N=l,3 
READ (5,2) B(N) 
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4 CONTINUE 
WRITE ( 7 , 6 ) Y E A R , B ( 1 ) , B ( 2 ) , B ( 3 ) 
6 FORMAT (*INTERPOLATION FACTORS FOR YEAR * , I 4 , 
2 ( 3 ( 2 X , F 6 . 5 ) ) , / ) 
WRITE ( 7 , 1 0 ) 
10 FORMAT (*ELDERLY CREDIT CREDIT FOR CHILD EXPENSES*) 
12 FORMAT (I6,7X,I7) 
14 FORMAT (2115) 
READ (5,3) 
SUMELD(1)=0 
SUMCCE(1)=0 
DO 15 N=l,18 
READ(5,12) ELD(N),CCE(N) 
SUMELD(N+l)=SUMELD(N)+ELD(N) 
SUMCCE(N+l)=SUMCCE(N)+CCE(N) 
WRITE (7,12) ELD(N),CCE(N) 
15 CONTINUE 
WRITE (7,18) 
WRITE (7,10) 
18 FORMAT (/,*T0TALS OF RAW DATA*,/) 
WRITE (7,14) SUMELD(19),SUMCCE(19) 
WRITE (7,20) 
WRITE (7,10) 
20 FORMAT (/,*INTERPOLATED AND SUMMED RAW DATA YIELDING 4 GROUPS*, 
2/) 
OELD (1) =ELD(1) +ELD (2 ) +ELD( 3 ) +ELD(4) +ELD(5 ) +ELD( 6) +ELD (7 ) + 
2B(1)*ELD(8) 
OCCE (1) =CCE (1) +CCE (2 ) +CCE (3 ) +CCE (4) +CCE (5) +CCE ( 6) +CCE (7) + 
2B(1)*CCE(8) 
OELD ( 2 ) = ( 1 - B ( 1 ) ) *ELD ( 8) +ELD (9 ) +ELD (10 ) +ELD ( 1 1 ) + 
2ELD(12)+ELD(13)+B(2)*ELD(14) 
OCCE (2 ) = (1 -B (1) ) *CCE ( 8) +CCE (9 ) +CCE (10) +CCE (11) + 
2CCE(12)+CCE(13)+B(2)*CCE( 14) 
OELD(3) = (l-B(2))*ELD(14)+B(3)*ELD(15) 
0CCE(3) = (1-B(2))*CCE(14)+B(3)*CCE(15) 
OELD ( 4 ) = ( 1 - B ( 3 ) ) *ELD (15) +ELD( 16) +ELD (17 ) +ELD (18) 
OCCE(4) = (1-B(3))*CCE(15)+CCE (16)+CCE(17)+CCE(18) 
DO 25 N = l , 4 
WRITE ( 7 , 1 4 ) OELD(N),OCCE(N) 
25 CONTINUE 
END 

P r o g r a m B-7 

PROGRAM INDEX (TAPE3 , TAPE5, OUTPUT, TAPE7=OUTPUT) 
INTEGER BRACK(32 ) , N, T, R, NBRACK (32 ) , EXEMP ( 6 ) , CFES ( 6 ) , CFEC (6) 
REAL COLADJ(6) 
* BRACK=1973 BRACKETS 
* NBRACK=1973 BRACKETS ADJUSTED FOR SUBSEQUENT YEARS 
* EXEMP=ADJUSTED EXEMPTION AMOUNTS 
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* CFES=ADJUSTED CREDIT FOR ELDERLY-SINGLE 
* CFEC=ADJUSTED CREDIT FOR ELDERLY-COUPLE 
2 FORMAT (12) 
3 FORMAT (F5.3) 
4 FORMAT (II) 
5 FORMAT (16) 
6 FORMAT (316) 
DO 10 R=l,6 
READ (3,3) COLADJ(R) 
10 CONTINUE 
DO 18 1=1,3 
READ (5,2) N 
DO 12 T=1,N 
READ (5,5) BRACK(T) 
12 CONTINUE 
DO 16 R=l,6 
DO 14 T=1,N 
NBRACK(T)=BRACK(T)* COLADJ(R) 
WRITE (7,5) NBRACK(T) 
14 CONTINUE 
16 CONTINUE 
18 CONTINUE 
DO 20 R=l,6 
EXEMP(R)=750*COLADJ(R) 
CFES(R)=1524*C0LADJ(R) 
CFEC(R)=2286*COLADJ(R) 
WRITE (7,6) EXEMP(R),CFES(R),CFEC(R) 
20 CONTINUE 
END 

Program B-8 

PROGRAM CAP34 (TAPE5, OUTPUT, TAPE7=OUTPUT) 
INTEGER RETG(25),NG(25),RETL(25),NL(25),ORETG(4),ONG(4),ORETL(4) 
INTEGER 0NL(4),YEAR,N,SUMRETG(26),SUMNG(26),SUMRETL(26),SUMNL(26) 
REAL B(3) 
* THIS PROGRAM TAKES IRS DATA ON # OF RETURNS, NET GAINS, # OF 
RETURNS, 
* AND NET LOSSES AND SUMS THEM SO THAT ONLY 4 GROUPS OF 
* EACH DATA ITEM RESULT. INTERPOLATION IS NECESSARY SO THAT THE 
* GROUPS REPRESENT THE SAME PERCENTAGES AS IN 1973. DEALS WITH 73 
AND 4 
* 74 CAP DATA. 

READ (5,1) YEAR 
1 FORMAT (14) 
2 FORMAT (F6.5) 
3 FORMAT (4(/)) 
DO 4 N=l,3 
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READ (5,2) B(N) 
4 CONTINUE 
WRITE (7,6) YEAR,B(1),B(2),B(3) 
6 FORMAT (*INTERPOLATION FACTORS FOR YEAR *,I4, 
2(3(2X,F6.5)),/) 
12 FORMAT (I7,2X,I8,2X,I7,2X,I7) 
14 FORMAT (4115) 
READ (5,3) 
SUMRETG(1)=0 
SUMNG(1)=0 
SUMRETL(1)=0 
SUMNL(1)=0 
DO 15 N=l,25 
READ(5,12) RETG(N),NG(N),RETL(N),NL(N) 
SUMRETG(N+1)=SUMRETG(N)+RETG(N) 
SUMNG(N+1)=SUMNG(N)+NG(N) 
SUMRETL(N+1)=SUMRETL(N)+RETL(N) 
SUMNL(N+1)=SUMNL(N)+NL(N) 
WRITE (7,12) RETG(N),NG(N),RETL(N),NL(N) 
15 CONTINUE 
WRITE (7,18) 
18 FORMAT (/,*TOTALS OF RAW DATA*,/) 
WRITE (7,14) SUMRETG(26),SUMNG(26),SUMRETL(26),SUMNL(26) 
WRITE (7,20) 
20 FORMAT (/,*INTERPOLATED AND SUMMED RAW DATA YIELDING 4 GROUPS*, 
2/) 
ORETG(1)=RETG(1)+RETG(2)+RETG(3)+RETG(4)+RETG(5)+RETG(6)+ 
2RETG(7)+RETG(8)+RETG(9)+RETG(10)+RETG(11)+B(1)*RETG(12) 
ONG(l)=NG(l)+NG(2)+NG(3)+NG(4)+NG(5)+NG(6)+ 
2NG(7)+NG(8)+NG(9)+NG(10)+NG(11)+B(1)*NG(12) 
ORETL(1)=RETL(1)+RETL(2)+RETL(3)+RETL(4)+RETL(5)+RETL(6)+ 
2RETL(7)+RETL(8)+RETL(9)+RETL(10)+RETL(11)+B(1)*RETL(12) 
ONL(1)=NL(1)+NL(2)+NL(3)+NL (4)+NL(5)+NL(6) + 
2NL(7)+NL(8)+NL(9)+NL(10)+NL (11)+B(1)*NL(12) 
ORETG(2) = (1-B(1))*RETG(12)+RETG(13)+RETG(14)+RETG(15)+RETG(16) + 
2RETG(17)+RETG(18)+RETG(19)+RETG(20)+B(2)*RETG(21) 
ORETL(2)=(1-B(1))*RETL(12)+RETL(13)+RETL(14)+RETL(15)+RETL(16)+ 
2RETL(17)+RETL(18)+RETL(19)+RETL(20)+B(2)*RETL(21) 
ONG(2)=(l-B(l))*NG(12)+NG(13)+NG(14)+NG(15)+NG(16)+ 
2NG(17)+NG(18)+NG(19)+NG(20)+B(2)*NG(21) 
ONL(2)=(1-B(1))*NL(12)+NL(13)+NL(14)+NL(15)+NL(16)+ 
2NL(17)+NL(18)+NL(19)+NL(2 0)+B(2)*NL(21) 
ORETG(3)=(l-B(2))*RETG(21)+B(3)*RETG(22) 
ORETL(3) = (1-B(2))*RETL(21)+B(3)*RETL(22 ) 
ONL(3)=(l-B(2))*NL(21)+B(3)*NL(22) 
ONG(3)=(l-B(2))*NG(21)+B(3)*NG(22) 
ORETG(4)=(1-B(3) )*RETG(22)+RETG(23)+RETG(24)+RETG(25) 
ORETL(4)=(1-B(3))*RETL(22)+RETL(23)+RETL(24)+RETL(25) 
ONL(4)=(l-B(3))*NL(22)+NL(23)+NL(24)+NL(25) 
ONG(4)=(l-B(3))*NG(22)+NG(23)+NG(24)+NG(25) 
DO 25 N=l,4 
WRITE (7,14) ORETG(N),ONG(N),ORETL(N),ONL(N) 
25 CONTINUE 
END 
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PROGRAM CAP75 (TAPE5, OUTPUT, TAPE7=OUTPUT) 
INTEGER RETG(25) ,NG(25) ,RETL(25) ,NL(25) ,ORETG(4) ,ONG(4) ,ORETL(4) 
INTEGER ONL(4),YEAR,N,SUMRETG(26),SUMNG(26),SUMRETL(26),SUMNL(26) 
REAL B ( 3 ) 
* THIS PROGRAM TAKES IRS DATA ON # OF RETURNS, NET GAINS, # OF 
RETURNS, 
* AND NET LOSSES AND SUMS THEM SO THAT ONLY 4 GROUPS OF 
* EACH DATA ITEM RESULT. INTERPOLATION IS NECESSARY SO THAT THE 
* GROUPS REPRESENT THE SAME PERCENTAGES AS IN 1 9 7 3 . DEALS WITH 75 
* CAP DATA. 

READ ( 5 , 1 ) YEAR 
1 FORMAT (14) 
2 FORMAT ( F 6 . 5 ) 
3 FORMAT ( 4 ( / ) ) 
DO 4 N = l , 3 
READ ( 5 , 2 ) B(N) 
4 CONTINUE 
WRITE ( 7 , 6 ) Y E A R , B ( 1 ) , B ( 2 ) , B ( 3 ) 
6 FORMAT (*INTERPOLATION FACTORS FOR YEAR * , I 4 , 
2 ( 3 ( 2 X , F 6 . 5 ) ) , / ) 
12 FORMAT ( I 7 , 2 X , I 8 , 2 X , I 7 , 2 X , I 7 ) 
14 FORMAT (4115) 
READ ( 5 , 3 ) 
SUMRETG(1)=0 
SUMNG(1)=0 
SUMRETL(1)=0 
SUMNL(1)=0 
DO 15 N = l , 2 5 
READ(5, 12) RETG(N) ,NG(N) , RETL(N) ,NL(N) 
SUMRETG(N+1)=SUMRETG(N)+RETG(N) 
SUMNG (N+1) =SUMNG (N) +NG ( N) 
SUMRETL(N+1)=SUMRETL(N)+RETL(N) 
SUMNL (N+1) =SUMNL (N) +NL (N) 
WRITE (7,12) RETG(N),NG(N) , RETL(N) ,NL(N) 
15 CONTINUE 
WRITE ( 7 , 1 8 ) 
18 FORMAT (/,*TOTALS OF RAW DATA*,/) 
WRITE ( 7 , 1 4 ) SUMRETG(26) , SUMNG(26) , SUMRETL(26) , SUMNL(26) 
WRITE ( 7 , 2 0 ) 
20 FORMAT (/,*INTERPOLATED AND SUMMED RAW DATA YIELDING 4 GROUPS*, 
2 / ) 
ORETG ( 1 ) =RETG (1) +RETG (2 ) +RETG (3 ) +RETG (4) +RETG ( 5) +RETG ( 6 ) + 
2RETG( 7 ) +RETG( 8) +RETG( 9 ) +RETG( 10) +RETG(11) +RETG( 12 ) +B(1) *RETG( 13 ) 
ONG(l)=NG(l)+NG(2)+NG(3)+NG(4)+NG(5)+NG(6) + 
2NG(7)+NG(8)+NG(9)+NG(10)+NG(11)+NG(12)+B(1)*NG(13) 
ORETL ( 1 ) =RETL (1) +RETL (2 ) +RETL (3 ) +RETL (4) +RETL ( 5 ) +RETL (6 ) + 
2RETL( 7 ) +RETL(8) +RETL ( 9 ) +RETL(10) +RETL (11) +RETL(12 ) +B ( 1 ) *RETL(13 ) 
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ONL(l )=NL( l )+NL(2)+NL(3)+NL(4)+NL(5)+NL(6)+ 
2NL(7)+NL(8)+NL(9)+NL(10)+NL(11)+NL(12)+B(1)*NL(13) 
ORETG(2)=(1-B(1))*RETG(13)+RETG(14)+RETG(15)+RETG(16)+ 
2RETG(17)+RETG(18)+RETG(19)+RETG(20)+B(2)*RETG(21) 
ORETL(2)=( l -B( l ) )*RETL(13)+RETL(14)+RETL(15)+RETL(16)+ 
2RETL(17)+RETL(18)+RETL(19)+RETL(20)+B(2)*RETL(21) 
ONG(2)=( l -B( l ) )*NG(13)+NG(14)+NG(15)+NG(16)+ 
2NG(17)+NG(18)+NG(19)+NG(20)+B(2)*NG(21) 
ONL(2 ) = (1-B(1))*NL(13)+NL(14)+NL(15)+NL(16) + 
2NL(17)+NL(18)+NL(19)+NL(20)+B(2)*NL(21) 
ORETG(3)=(l-B(2))*RETG(21)+B(3)*RETG(22) 
ORETL(3)=(1-B(2))*RETL(21)+B(3)*RETL(22) 
ONL(3)=(l-B(2))*NL(21)+B(3)*NL(22) 
ONG(3)=(l-B(2))*NG(21)+B(3)*NG(22) 
ORETG(4)=(1-B(3))*RETG(22)+RETG(23)+RETG(24)+RETG(25) 
ORETL(4)=( l -B(3) )*RETL(22)+RETL(23)+RETL(24)+RETL(25) 
O N L ( 4 ) = ( l - B ( 3 ) ) * N L ( 2 2 ) + N L ( 2 3 ) + N L ( 2 4 ) + N L ( 2 5 ) 
ONG(4)=( l -B(3) )*NG(22)+NG(23)+NG(24)+NG(25) 
DO 25 N = l , 4 
WRITE ( 7 , 1 4 ) ORETG(N),0NG(N),ORETL(N),ONL(N) 
25 CONTINUE 
END 

PROGRAM CAP76 (TAPE5, OUTPUT, TAPE7 =OUTPUT) 
INTEGER RETG(25), NG ( 2 5 ) , R E T L ( 2 5 ) , N L ( 2 5 ) , O R E T G ( 4 ) , O N G ( 4 ) , ORETL(4) 
INTEGER 0NL(4),YEAR,N,SUMRETG(26),SUMNG(26),SUMRETL(26),SUMNL(26) 
REAL B(3) 
* THIS PROGRAM TAKES IRS DATA ON # OF RETURNS, NET GAINS, # OF 
RETURNS, 
* AND NET LOSSES AND SUMS THEM SO THAT ONLY 4 GROUPS OF 
* EACH DATA ITEM RESULT. INTERPOLATION I S NECESSARY SO THAT THE 
* GROUPS REPRESENT THE SAME PERCENTAGES AS IN 1973 . DEALS WITH 7 
* CAP DATA. 

READ ( 5 , 1 ) YEAR 
1 FORMAT (14) 
2 FORMAT ( F 6 . 5 ) 
3 FORMAT ( 4 ( / ) ) 
DO 4 N = l , 3 
READ ( 5 , 2 ) B(N) 
4 CONTINUE 
WRITE ( 7 , 6 ) Y E A R , B ( 1 ) , B ( 2 ) , B ( 3 ) 
6 FORMAT (*INTERPOLATION FACTORS FOR YEAR * , I 4 , 
2 ( 3 ( 2 X , F 6 . 5 ) ) , / ) 
12 FORMAT ( 1 7 , 2 X , I 8 , 2 X , I 7 , 2 X , 1 7 ) 
14 FORMAT ( 4 1 1 5 ) 
READ ( 5 , 3 ) 
SUMRETG(1)=0 
SUMNG(1)=0 
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SUMRETL(1)=0 
SUMNL(1)=0 
DO 15 N = l , 2 5 
READ(5,12) RETG(N),NG(N),RETL(N),NL(N) 
SUMRETG(N+1)=SUMRETG(N)+RETG(N) 
SUMNG (N+1) =SUMNG (N) +NG (N) 
SUMRETL(N+1)=SUMRETL(N)+RETL(N) 
SUMNL(N+1)=SUMNL(N)+NL(N) 
WRITE ( 7 , 1 2 ) RETG(N),NG(N),RETL(N),NL(N) 
15 CONTINUE 
WRITE ( 7 , 1 8 ) 
18 FORMAT (/ ,*TOTALS OF RAW DATA*,/) 
WRITE ( 7 , 1 4 ) SUMRETG(26),SUMNG(26),SUMRETL(26),SUMNL(26) 
WRITE ( 7 , 2 0 ) 
20 FORMAT (/,*INTERPOLATED AND SUMMED RAW DATA YIELDING 4 GROUPS*, 
2/) 
ORETG (1) =RETG (1) +RETG (2 ) +RETG(3 ) +RETG ( 4) +RETG (5 ) +RETG( 6) + 
2RETG(7)+RETG(8)+RETG(9)+RETG(10)+RETG(11)+RETG(12)+RETG(13) + 
2B(1)*RETG(14) 
ONG(l)=NG(l)+NG(2)+NG(3)+NG(4)+NG(5)+NG(6)+ 
2NG(7)+NG(8)+NG(9)+NG(10)+NG(11)+NG(12)+NG(13)+B(1)*NG(14) 
ORETL(1)=RETL(1)+RETL(2)+RETL(3)+RETL(4)+RETL(5)+RETL(6)+ 
2RETL(7)+RETL(8)+RETL(9)+RETL(10)+RETL(11)+RETL(12)+RETL(13)+ 
2B(1)*RETL(14) 
ONL(l)=NL(l)+NL(2)+NL(3)+NL(4)+NL(5)+NL(6)+ 
2NL(7)+NL(8)+NL(9)+NL(10)+NL(11)+NL(12)+NL(13)+B(1)*NL(14) 
ORETG(2)=(l-B(l))*RETG(14)+RETG(15)+RETG(16)+ 
2RETG(17)+RETG(18)+RETG(19)+RETG(20)+B(2)*RETG(21) 
ORETL(2)=(l-B(l))*RETL(14)+RETL(15)+RETL(16)+ 
2RETL(17)+RETL(18)+RETL(19)+RETL(20)+B(2)*RETL(21) 
ONG(2)=(l-B(l))*NG(14)+NG(15)+NG(16)+ 
2NG(17)+NG(18)+NG(19)+NG(20)+B(2)*NG(21) 
ONL(2)=(l-B(l))*NL(14)+NL(15)+NL(16)+ 
2NL(17)+NL(18)+NL (19 ) +NL(20)+B(2)*NL(21) 
ORETG(3)=( l -B(2) )*RETG(21)+B(3)*RETG(22) 
O R E T L ( 3 ) = ( l - B ( 2 ) ) * R E T L ( 2 1 ) + B ( 3 ) * R E T L ( 2 2 ) 
O N L ( 3 ) = ( l - B ( 2 ) ) * N L ( 2 1 ) + B ( 3 ) * N L ( 2 2 ) 
ONG(3) = ( l - B ( 2 ) )*NG(21)+B(3)*NG(22) 
ORETG(4) = ( l -B( .3; )*RETG(22)+RETG(23)+RETG(24)+RETG(25) 
ORETL(4)=( l -B(3) )*RETL(22)+RETL(23)+RETL(24)+RETL(25) 
O N L ( 4 ) = ( l - B ( 3 ) ) * N L ( 2 2 ) + N L ( 2 3 ) + N L ( 2 4 ) + N L ( 2 5 ) 
ONG(4)=( l -B(3 ) )*NG(22)+NG(23)+NG(24)+NG(25) 
DO 25 N = l , 4 
WRITE ( 7 , 1 4 ) ORETG(N),0NG(N),ORETL(N),ONL(N) 
25 CONTINUE 
END 

PROGRAM CAP77 (TAPE5,OUTPUT,TAPE7=0UTPUT) 
INTEGER RETG ( 1 8 ) , N G ( 1 8 ) , RETL(18) ,NL(18) ,ORETG(4) ,ONG(4) ,ORETL(4) 
INTEGER ONL(4) , YEAR, N, SUMRETG( 19) , SUMNG(19 ) , SUMRETL (19 ) , SUMNL (19 ) 
REAL B(3) 
* THIS PROGRAM TAKES IRS DATA ON # OF RETURNS, NET GAINS, # OF 
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RETURNS, 
* AND NET LOSSES AND SUMS THEM SO THAT ONLY 4 GROUPS OF 
* EACH DATA ITEM RESULT. INTERPOLATION I S NECESSARY SO THAT THE 
* GROUPS REPRESENT THE SAME PERCENTAGES AS IN 1973. DEALS WITH 7 7 
* CAP DATA. 

READ ( 5 , 1 ) YEAR 
1 FORMAT ( 1 4 ) 
2 FORMAT ( F 6 . 5 ) 
3 FORMAT ( 4 ( / ) ) 
DO 4 N = l , 3 
READ ( 5 , 2 ) B(N) 
4 CONTINUE 
WRITE ( 7 , 6 ) Y E A R , B ( 1 ) , B ( 2 ) , B ( 3 ) 
6 FORMAT (*INTERPOLATION FACTORS FOR YEAR * , I 4 , 
2 ( 3 ( 2 X , F 6 . 5 ) ) , / ) 
12 FORMAT ( I 7 , 2 X , I 8 , 2 X , I 7 , 2 X , I 7 ) 
14 FORMAT (4115) 
READ (5,3) 
SUMRETG(.1)=0 
SUMNG(1)=0 
SUMRETL(1)=0 
SUMNL(1)=0 
DO 15 N=l,18 
READ(5,12) RETG(N),NG(N),RETL(N) ,NL(N) 
SUMRETG(N+1)=SUMRETG(N)+RETG(N) 
SUMNG (N+1) =SUMNG (N) +NG (N) 
SUMRETL(N+l)=SUMRETL(N)+RETL(N) 
SUMNL(N+1)=SUMNL(N)+NL(N) 
WRITE (7,12) RETG(N),NG(N),RETL(N),NL(N) 
15 CONTINUE 
WRITE (7,18) 
18 FORMAT (/,*TOTALS OF RAW DATA*,/) 
WRTTE (7,14) SUMRETG(19),SUMNG(19),SUMRETL(19),SUMNL(19) 
WRITE (7,20) 
20 FORMAT (/,*INTERPOLATED AND SUMMED RAW DATA YIELDING 4 GROUPS*, 
2 / ) 
ORETG(1)=RETG(1)+RETG(2)+RETG( 3)+RETG(4)+RETG(5)+RETG(6) + 
2B(1)*RETG(7) 
ONG(l)=NG(l)+NG(2)+NG(3)+NG(4)+NG(5)+NG(6)+ 
2B(1)*NG(7) 
ORETL(1)=RETL(1)+RETL(2)+RETL (3)+RETL(4)+RETL(5 ) +RETL(6) + 
2B(1)*RETL(7) 
0NL(1)=NL(1)+NL(2)+NL(3)+NL(4)+NL(5)+NL(6)+ 
2B(1)*NL(7) 
ORETG(2) = (1-B(1))*RETG(7)+RETG( 8)+RETG(9)+RETG(10)+RETG(11) + 
2RETG(12)+RETG(13)+B(2 )*RETG(14) 
ORETL(2)=(1-B(1))*RETL(7)+RETL(8)+RETL(9)+RETL(10)+RETL(11)+ 
2RETL(12)+RETL(13)+B(2)*RETL(14) 
ONG(2)=(1-B(1) )*NG(7)+NG(8)+NG(9)+NG(10)+NG(11)+ 
2NG(12)+NG(13)+B(2)*NG(14) 
ONL(2 )= (1 -B(1 ) )*NL(7 )+NL(8 )+NL(9 )+NL(10 )+NL(11 )+ 
2NL(12)+NL(13)+B(2)*NL(14) 
0RETG(3)=(1-B(2) )*RETG(14)+B(3)*RETG(15) 
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0RETL(3 )= (1 -B(2 ) )*RETL(14 )+B(3 )*RETL(15 ) 
0 N L ( 3 ) = ( 1 - B ( 2 ) ) * N L ( 1 4 ) + B ( 3 ) * N L ( 1 5 ) 
0 N G ( 3 ) = ( 1 - B ( 2 ) ) * N G ( 1 4 ) + B ( 3 ) * N G ( 1 5 ) 
0RETG(4)=(1-B(3))*RETG(15)+RETG(16)+RETG(17)+RETG(18) 
0RETL(4)=(1-B(3) )*RETL(15)+RETL(16)+RETL(17)+RETL(18) 
0 N L ( 4 ) = ( 1 - B ( 3 ) ) * N L ( 1 5 ) + N L ( 1 6 ) + N L ( 1 7 ) + N L ( 1 8 ) 
0NG(4)=(1-B(3) )*NG(15)+NG(16)+NG(17)+NG(18) 
DO 2 5 N = l , 4 
WRITE ( 7 , 1 4 ) ORETG(N),ONG(N),ORETL(N),ONL(N) 
25 CONTINUE 
END 

PROGRAM CAP78 (TAPE5, OUTPUT,TAPE7=0UTPUT) 
INTEGER RETG(17) ,NG(17) ,RETL(17) ,NL(17) ,ORETG(4) ,ONG(4) ,ORETL(4) 
INTEGER ONL(4),YEAR,N,SUMRETG(18),SUMNG(18),SUMRETL(18),SUMNL(18) 
REAL B(3) 
* T H I S PROGRAM TAKES IRS DATA ON # OF RETURNS, NET GAINS, # OF 
RETURNS, 
* AND NET LOSSES AND SUMS THEM SO THAT ONLY 4 GROUPS OF 
* EACH DATA ITEM RESULT. INTERPOLATION I S NECESSARY SO THAT THE 
* GROUPS REPRESENT THE SAME PERCENTAGES AS IN 1 9 7 3 . DEALS WITH 78 
* CAP DATA. 

READ ( 5 , 1 ) YEAR 
1 FORMAT (14 ) 
2 FORMAT ( F 6 . 5 ) 
3 FORMAT ( 4 ( / ) ) 
DO 4 N = l , 3 
READ ( 5 , 2 ) B(N) 
4 CONTINUE 
WRITE ( 7 , 6 ) Y E A R , B ( 1 ) , B ( 2 ) , B ( 3 ) 
6 FORMAT (*INTERPOLATION FACTORS FOR YEAR * , I 4 , 
2 ( 3 ( 2 X , F 6 5 ) ) , / ) 
12 FORMAT ( I 7 , 2 X , I 8 , 2 X , I 7 , 2 X , I 7 ) 
14 FORMAT ( 4 1 1 5 ) 
READ ( 5 , 3 ) 
SUMRETG(1)=0 
SUMNG(1)=0 
SUMRETL(1)=0 
SUMNL(1)=0 
DO 1 5 N = l , 1 7 
READ(5,12) RETG(N),NG(N),RETL(N) ,NL(N) 
SUMRETG(N+1)=SUMRETG(N)+RETG(N) 
SUMNG (N+1) =SUMNG (N) +NG (N) 
SUMRETL (N+1) =SUMRETL (N) +RETL (N) 
SUMNL (N+1) =SUMNL (N) +NL (N) 
WRITE (7,12) RETG(N),NG(N),RETL(N),NL(N) 
15 CONTINUE 
WRITE ( 7 , 1 8 ) 
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18 FORMAT (/,*T0TALS OF RAW DATA*,/) 
WRITE (7,14) SUMRETG(18),SUMNG(18),SUMRETL(18),SUMNL(18) 
WRITE (7,20) 
20 FORMAT (/,*INTERPOLATED AND SUMMED RAW DATA YIELDING 4 GROUPS*, 
2 / ) 
ORETG ( 1 ) =RETG (1 ) +RETG (2 ) +RETG (3 ) +RETG (4) +RETG (5 ) +RETG (6) + 
2RETG(7)+B(1)*RETG(8) 
ONG(l)=NG(l)+NG(2)+NG(3)+NG(4)+NG(5)+NG(6)+ 
2NG(7)+B(1)*NG(8) 
ORETL(1)=RETL(1)+RETL(2)+RETL(3)+RETL(4)+RETL(5)+RETL(6)+ 
2RETL(7)+B(1)*RETL(8) 
ONL( l )=NL( l )+NL(2)+NL(3)+NL(4)+NL(5)+NL(6)+ 
2NL(7)+B(1)*NL(8) 
ORETG(2)=(1-B(1))*RETG(8)+RETG(9)+RETG(10)+RETG(11)+ 
2RETG(12)+RETG(13)+B(2)*RETG(14) 
ORETL(2)=(1-B(1))*RETL(8)+RETL(9)+RETL(10)+RETL(11)+ 
2RETL(12)+RETL(13)+B(2)*RETL(14) 
ONG(2)=(1-B(1))*NG(8)+NG(9)+NG(10)+NG(11)+ 
2NG(12)+NG(13)+B(2)*NG(14) 
ONL(2)=(1-B(1))*NL(8)+NL(9)+NL(10)+NL(11)+ 
2NL(12)+NL(13)+B(2)*NL(14) 
0RETG(3)=(1-B(2))*RETG(14)+B(3)*RETG(15) 
0RETL(3)=(1-B(2))*RETL(14)+B(3)*RETL(15) 
0NL(3)=(1-B(2))*NL(14)+B(3)*NL(15) 
0NG(3)=(1-B(2))*NG(14)+B(3)*NG(15) 
ORETG(4)=(1-B(3))*RETG(15)+RETG(16)+RETG(17) 
ORETL(4)=(1-B(3))*RETL(15)+RETL(16)+RETL(17) 
O N L ( 4 ) = ( l - B ( 3 ) ) * N L ( 1 5 ) + N L ( 1 6 ) + N L ( 1 7 ) 
ONG(4)=( l -B(3 ) )*NG(15)+NG(16)+NG(17) 
DO 25 N = l , 4 
WRITE ( 7 , 1 4 ) ORETG(N),ONG(N),ORETL(N),ONL(N) 
25 CONTINUE 
END 

Prog ram B-9 

PROGRAM INT74 (TAPE5,OUTPUT,TAPE7=OUTPUT) 
INTEGER I N T ( 2 5 ) , O I N T ( 4 ) 
INTEGER YEAR,N,SUMINT(26) 
REAL B ( 3 ) 
* THIS PROGRAM TAKES IRS DATA (SOI-TABLE 1.4) ON THE AMOUNT OF 
INTEREST 
* INCOME, SUMS THEM SO THAT ONLY 4 GROUPS OF DATA ITEMS RESULT. 
* INTERPOLATION I S NECESSARY SO THAT THE 
* GROUPS REPRESENT THE SAME PERCENTAGES AS IN 1 9 7 3 . DEALS WITH 74 
* INTEREST INCOME DATA. 

READ ( 5 , 1 ) YEAR 
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1 FORMAT (14) 
2 FORMAT (F6.5) 
3 FORMAT (4(/)) 
DO 4 N=l,3 
READ (5,2) B(N) 
4 CONTINUE 
WRITE (7,6) YEAR,B(1),B(2),B(3) 
6 FORMAT (*INTERPOLATION FACTORS FOR YEAR *,I4, 
2(3(2X,F6.5)),/) 
12 FORMAT (37X,I8) 
14 FORMAT (115) 
READ (5,3) 
SUMINT(1)=0 
DO 15 N=l,25 
READ(5,12) INT(N) 
SUMINT(N+1)=SUMINT(N)+INT(N) 
WRITE (7,12) INT(N) 
15 CONTINUE 
WRITE (7,18) 
18 FORMAT (/,*TOTALS OF RAW DATA*,/) 
WRITE (7,14) SUMINT(26) 
WRITE (7,20) 
20 FORMAT (/,*INTERPOLATED AND SUMMED RAW DATA YIELDING 4 GROUPS*, 
2/) 
OINT(l)=INT(l)+INT(2)+INT(3)+INT(4)+INT(5)+INT(6)+ 
2INT(7)+INT(8)+INT(9)+INT(10)+INT(11)+B(1)*INT(12) 
OINT(2)=(l-B(l))*INT(12)+INT(13)+INT(14)+INT(15)+INT(16)+ 
2INT(17)+INT(18)+INT(19)+INT(20)+B(2)*INT(21) 
OINT(3)=(l-B(2))*INT(21)+B(3)*INT(22) 
OINT(4)=(l-B(3))*INT(22)+INT(23)+INT(24)+INT(25) 
DO 25 N=l,4 
WRITE (7,14) OINT(N) 
25 CONTINUE 
END 
PROGRAM INT75 (TAPE5,OUTPUT,TAPE7=OUTPUT) 
INTEGER INT(25),OINT(4) 
INTEGER YEAR,N,SUMINT(26) 
REAL B(3) 
* THIS PROGRAM TAKES IRS DATA (SOI-TABLE 1.4) ON THE AMOUNT OF 
INTEREST 
* INCOME, SUMS THEM SO THAT ONLY 4 GROUPS OF DATA ITEMS RESULT. 
* INTERPOLATION IS NECESSARY SO THAT THE 
* GROUPS REPRESENT THE SAME PERCENTAGES AS IN 1973. DEALS WITH 75 
* INTEREST INCOME DATA. 

READ (5,1) YEAR 
1 FORMAT (14) 
2 FORMAT (F6.5) 
3 FORMAT (4(/)) 
DO 4 N=l,3 
READ (5,2) B(N) 
4 CONTINUE 
WRITE (7,6) YEAR,B(1),B(2),B(3) 
6 FORMAT (*INTERPOLATION FACTORS FOR YEAR *,I4, 
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2(3(2X,F6.5)),/) 
12 FORMAT (37X, 18) 
14 FORMAT (115) 
READ (5,3) 
SUMINT(1)=0 
DO 15 N=l,25 
READ(5,12) INT(N) 
SUMINT(N+1)=SUMINT(N)+INT(N) 
WRITE (7,12) INT(N) 
15 CONTINUE 
WRITE (7,18) 
18 FORMAT (/,*TOTALS OF RAW DATA*,/) 
WRITE (7,14) SUMINT(26) 
WRITE (7,20) 
20 FORMAT (/,*INTERPOLATED AND SUMMED RAW DATA YIELDING 4 GROUPS*, 
2/) 
0INT(1)=INT(1)+INT(2)+INT(3)+INT(4)+INT(5)+INT(6)+ 
2INT(7)+INT(8)+INT(9)+INT(10)+INT(11)+INT(12)+B(1)*INT(13) 
OINT(2)=(l-B(l))*INT(13)+INT(14)+INT(15)+INT(16)+ 
2INT(17)+INT(18)+INT(19)+INT(20)+B(2)*INT(21) 
OINT(3)=(l-B(2))*INT(21)+B(3)*INT(22) 
O I N T ( 4 ) = ( l - B ( 3 ) ) * I N T ( 2 2 ) M N T ( 2 3 ) + I N T ( 2 4 ) + I N T ( 2 5 ) 
DO 25 N = l , 4 
WRITE ( 7 , 1 4 ) OINT(N) 
25 CONTINUE 
END 

PROGRAM INT76 (TAPE5,OUTPUT,TAPE7=OUTPUT) 
INTEGER I N T ( 2 5 ) , O I N T ( 4 ) 
INTEGER YEAR,N,SUMINT(26) 
REAL B ( 3 ) 
* THIS PROGRAM TAKES IRS DATA (SOI-TABLE 1.4) ON THE AMOUNT OF 
INTEREST 
* INCOME, SUMS THEM SO THAT ONLY 4 GROUPS OF DATA ITEMS RESULT. 
* INTERPOLATION I S NECESSARY SO THAT THE 
* GROUPS REPRESENT THE SAME PERCENTAGES AS IN 1 9 7 3 . DEALS WITH 76 
* INTEREST INCOME DATA. 

READ ( 5 , 1 ) YEAR 
1 FORMAT (14) 
2 FORMAT ( F 6 . 5 ) 
3 FORMAT ( 4 ( / ) ) 
DO 4 N = l , 3 
READ ( 5 , 2 ) B(N) 
4 CONTINUE 
WRITE ( 7 , 6 ) Y E A R , B ( 1 ) , B ( 2 ) , B (3 ) 
6 FORMAT (*INTERPOLATION FACTORS FOR YEAR * , I 4 , 
2 ( 3 ( 2 X , F 6 . 5 ) ) , / ) 
12 FORMAT (37X,18) 
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14 FORMAT (115) 
READ (5,3) 
SUMINT(1)=0 
DO 15 N=l,25 
READ(5,12) INT(N) 
SUMINT(N+1)=SUMINT(N)+INT(N) 
WRITE (7,12) INT(N) 
15 CONTINUE 
WRITE (7,18) 
18 FORMAT (/,*TOTALS OF RAW DATA*,/) 
WRITE ( 7 , 1 4 ) SUMINT(26) 
WRITE ( 7 , 2 0 ) 
20 FORMAT (/,*INTERPOLATED AND SUMMED RAW DATA YIELDING 4 GROUPS*, 
2/) 
OINT(l)=INT(l)+INT(2)+INT(3)+INT(4)+INT(5)+INT(6)+ 
2INT(7)+INT(8)+INT(9)+INT(10)+INT(11)+INT(12)+INT(13)+ 
2B(1)*INT(14) 
OINT(2)=(l-B(l))*INT(14)+INT(15)+INT(16)+ 
2INT(17)+INT(18)+INT(19)+INT(20)+B(2)*INT(21) 
OINT(3)=(l-B(2))*INT(21)+B(3)*INT(22) 
OINT(4)=(l-B(3))*INT(22)+INT(23)+INT(24)+INT(25) 
DO 25 N=l,4 
WRITE (7,14) OINT(N) 
25 CONTINUE 
END 

PROGRAM INT77 (TAPE5, OUTPUT, TAPE7 =OUTPUT) 
INTEGER INT(18),0INT(4) 
INTEGER YEAR,N,SUMINT(19) 
REAL B(3) 
* THIS PROGRAM TAKES IRS DATA (SOI-TABLE 1.4) ON THE AMOUNT OF 
INTEREST 
* INCOME, SUMS THEM SO THAT ONLY 4 GROUPS OF DATA ITEMS RESULT. 
* INTERPOLATION IS NECESSARY SO THAT THE 
* GROUPS REPRESENT THE SAME PERCENTAGES AS IN 1973. DEALS WITH 77 
* INTEREST INCOME DATA. 

READ (5,1) YEAR 
1 FORMAT (14) 
2 FORMAT (F6.5) 
3 FORMAT (4(/)) 
DO 4 N=l,3 
READ (5,2) B(N) 
4 CONTINUE 
WRITE (7,6) YEAR,B(1) ,B(2),B(3) 
6 FORMAT (*INTERPOLATION FACTORS FOR YEAR *,I4, 
2(3(2X,F6.5)),/) 
12 FORMAT (58X,I8) 
14 FORMAT (115) 



www.manaraa.com

2 

READ (5,3) 
SUMINT(1)=0 
DO 15 N=l,18 
READ (5,12) INT(N) 
SUMINT(N+1)=SUMINT(N)+INT(N) 
WRITE (7,12) INT(N) 
15 CONTINUE 
WRITE (7,18) 
18 FORMAT (/,*TOTALS OF RAW DATA*,/) 
WRITE (7,14) SUMINT(19) 
WRITE (7,20) 
20 FORMAT (/,*INTERPOLATED AND SUMMED RAW DATA YIELDING 4 GROUPS*, 
2 / ) • 
O I N T ( l ) = I N T ( l ) + I N T ( 2 ) + I N T ( 3 ) + I N T ( 4 ) + I N T ( 5 ) + I N T ( 6 ) + 
2 B ( 1 ) * I N T ( 7 ) 
O I N T ( 2 ) = ( l - B ( l ) ) * I N T ( 7 ) + I N T ( 8 ) + I N T ( 9 ) + I N T ( 1 0 ) + I N T ( 1 1 ) + 
2 I N T ( 1 2 ) + I N T ( 1 3 ) + B ( 2 ) * I N T ( 1 4 ) 
0 I N T ( 3 ) = ( 1 - B ( 2 ) ) * I N T ( 1 4 ) + B ( 3 ) * I N T ( 1 5 ) 
0 INT(4 ) = ( 1 - B ( 3 ) )* INT(15) + INT(16)+-INT(17) + INT(18) 
DO 25 N = l , 4 
WRITE ( 7 , 1 4 ) OINT(N) 
25 CONTINUE 
END 

PROGRAM INT78 (TAPE5, OUTPUT, TAPE7=0UTPUT) 
INTEGER I N T ( 1 7 ) , 0 I N T ( 4 ) 
INTEGER YEAR,N,SUMINT(18) 
REAL B(3) 
* THIS PROGRAM TAKES IRS DATA (SOI-TABLE 1 . 4 ) ON THE AMOUNT OF 
INTEREST 
* INCOME, SUMS THEM SO THAT ONLY 4 GROUPS OF DATA ITEMS RESULT. 
* INTERPOLATION IS NECESSARY SO THAT THE 
* GROUPS REPRESENT THE SAME PERCENTAGES AS IN 1 9 7 3 . DEALS WITH 7 8 
* INTEREST INCOME DATA. " 

READ ( 5 , 1 ) YEAR 
1 FORMAT ( 1 4 ) 
2 FORMAT (F6 5) 
3 FORMAT ( 4 ( / ) ) 
DO 4 N = l , 3 
READ ( 5 , 2 ) B(N) 
4 CONTINUE 
WRITE ( 7 , 6 ) Y E A R , B ( 1 ) , B ( 2 ) , B ( 3 ) 
6 FORMAT (*INTERPOLATION FACTORS FOR YEAR * , I 4 , 
2 ( 3 ( 2 X , F 6 . 5 ) ) , / ) 
12 FORMAT ( 5 8 X , I 8 ) 
14 FORMAT ( 1 1 5 ) 
READ ( 5 , 3 ) 
SUMINT(1)=0 
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DO 15 N = l , 1 7 
READ ( 5 , 1 2 ) INT(N) 
SUMINT(N+1)=SUMINT(N)+INT(N) 
WRITE ( 7 , 1 2 ) INT(N) 
15 CONTINUE 
WRITE ( 7 , 1 8 ) 
18 FORMAT (/,*TOTALS OF RAW DATA*,/) 
WRITE ( 7 , 1 4 ) SUMINT(18) 
WRITE ( 7 , 2 0 ) 
20 FORMAT ( / , * INTERPOLATED AND SUMMED RAW DATA YIELDING 4 GROUPS*, 
2 / ) 
O I N T ( l ) = I N T ( l ) + I N T ( 2 ) + I N T ( 3 ) + I N T ( 4 ) + I N T ( 5 ) + I N T ( 6 ) + 
2 I N T ( 7 ) + B ( 1 ) * I N T ( 8 ) 
O I N T ( 2 ) = ( l - B ( l ) ) * I N T ( 8 ) + I N T ( 9 ) + I N T ( 1 0 ) + I N T ( 1 1 ) + 
2 I N T ( 1 2 ) + I N T ( 1 3 ) + B ( 2 ) * I N T ( 1 4 ) 
O I N T ( 3 ) = ( l - B ( 2 ) ) * I N T ( 1 4 ) + B ( 3 ) * I N T ( 1 5 ) 
O I N T ( 4 ) = ( l - B ( 3 ) ) * I N T ( 1 5 ) + I N T ( 1 6 ) + I N T ( 1 7 ) 
DO 25 N = l , 4 
WRITE ( 7 , 1 4 ) OINT(N) 
25 CONTINUE 
END 

P r o g r a m B-10 

PROGRAM INTADJ (TAPE5,OUTPUT,TAPE7=0UTPUT) 
* THIS PROGRAM TAKES GROUP INTEREST INCOME DATA FOR 1974 DERIVED BY 
* PROGRAM INT74 AND ADJUSTS IT FOR INFLATAION. NEW INTEREST INCOME 
* = REPORTED INTEREST INCOME/ WTED INTEREST RATE * (WTED INT RATE 
* - INFLATION RATE). INTEREST ADJUSTMENT = REPORTED INTEREST 
* - INCOME NEW INTEREST INCOME. ONLY IN 1 9 7 4 WILL SOME INTEREST 
* INCOME BE REPORTED SINCE IT WAS THE ONLY YEAR IN WHICH THE 
* INTEREST RATE EXCEEDED THE INFLATION RATE. 
INTEGER R I N T ( 4 ) , N I N T ( 4 ) , INADJ(4) , YEAR 
REAL INTRATE,INFRATE 
1 FORMAT (14) 
2 FORMAT (18) 
3 FORMAT (*REPORTED INTEREST INCOME BY GROUPS FOR YEAR*, 15,/) 
4 FORMAT (F4.3,1X,F4.3) 
5 FORMAT (*INTEREST RATE = *, F6.3 , INFLATION RATE =* , F6 3,/) 
6 FORMAT (*REPORTED INTER NEW INT INTEREST ADJUST*) 
7 FORMAT (I12,2X,I12,2X,112) 
READ (5,1) YEAR 
WRITE (7,3) YEAR 
DO 10 N=l,4 
READ (5,2) RINT(N) 
10 CONTINUE 
READ (5,4) INTRATE,INFRATE 
WRITE (7,5) INTRATE,INFRATE 
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WRITE ( 7 , 6 ) 
DO 2 0 N = l , 4 
NINT(N)=RINT(N)/INTRATE*(INTRATE-INFRATE) 
INADJ(N)=RINT(N)-NINT(N) 
WRITE ( 7 , 7 ) RINT(N) , NINT(N),INADJ(N) 
20 CONTINUE 
END 

Program B - l l 

PROGRAM ALLOC (TAPE3 , OUTPUT, TAPE7=OUTPUT) 
INTEGER SM0NTH( 6 ) , STS, STND, LTS, LTMD, LM0NTH( 14) 
REAL FAC 
* THIS PROGRAM ALLOCATED THE RETURNS WHERE THE PERIOD 
* WAS NOT DETERMINABLE TO THE LISTED PERIODS. THE ALLOCATION 
* IS WEIGHTED DATA IS FROM TABLES 8 AND 10 . SMONTH=SHORT TERM 
MONTHS, 
* STS=SHORT TERM RETURN SUM, STND=ST NOT DETERMINABLE, LT=LONG 
* TERM. 
1 FORMAT ( 1 7 , IX, 17) 
2 FORMAT ( 1 6 ) 
3 FORMAT (*ST TOTAL & ST NOT DETERM*, 17 ,5X, 1 7 , / ) 
4 FORMAT (*UNDER MONTHS* , 1 2 , 5X, 16, / ) 
5 FORMAT (*FACT0R = * , F 9 . 8 , / ) 
6 FORMAT (*LT TOTAL & LT NOT DETERM*, 17, 5X, 1 7 , / ) 
READ ( 3 , 1 ) STS,STND 
WRITE ( 7 , 3 ) STS,STND 
DO 1 0 N=l ,6 
READ ( 3 , 2 ) SMONTH(N) 
WRITE ( 7 , 4 ) N,SMONTH(N) 
10 CONTINUE 
XSTS=STS 
XSTND=STND 
FAC=XSTND/XSTS 
WRITE ( 7 , 5 ) FAC 
DO 2 0 N=l ,6 
SMONTH (N) =FAC * SMONTH (N) + SMONTH (N) 
WRITE ( 7 , 4 ) N,SMONTH(N) 
20 CONTINUE 
READ ( 3 , 1 ) LTS,LTND 
WRITE ( 7 , 6 ) LTS,LTND 
XLTS=LTS 
XLTND=LTND 
FAC=XLTND/XLTS 
WRITE ( 7 , 5 ) FAC 
DO 3 0 N=] ,14 
READ ( 3 , 2 ) LMONTH(N) 
WRITE ( 7 , 4 ) N,LMONTH(N) 
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30 CONTINUE 
DO 40 N=l,14 
LMONTH(N)=FAC * LMONTH(N)+ LMONTH(N) 
WRITE (7,4) N,LMONTH(N) 
40 CONTINUE 
END 

Program B-12 

PROGRAM TIME (TAPE3,TAPE5,OUTPUT,TAPE 7=OUTPUT) 
INTEGER CSM(20),OSM(20),CSAPT,OSAPT,SUM 
REAL CSMPER(20),OSMPER(20),WTPER(20) 
1 FORMAT (17) 
2 FORMAT (*ALL PERIODS TOTAL = *,I7,/) 
3 FORMAT (*RETURN AMOUNTS*) 
4 FORMAT (16) 
5 FORMAT (19,*+*,19,*=*,19,*THE SUM OF CS & OS RETS*,/) 
6 FORMAT (*CSPERCENTS OSPERCENTS WTED PERCENTS*,/) 
7 FORMAT (F9.8,2(3X,F9.8)) 
* THIS PROGRAM TAKES THE # OF RETS PER PERIOD LISTED IN 
* TABLE 8 AND EXPRESSES THEM AS A PERCENT OF THE TOTAL 
* FOR ALL PERIODS. IT DOES THIS FOR CORP STOCK RETURNS, 
* OTHER SECURITIES RETURNS AND THEN DERIVES A WEIGHTED 
* AVE PERCENT FOR EACH PERIOD. 
READ (3,1) CSAPT 
WRITE (7,2) CSAPT 
WRITE (7,3) 
DO 10 N=l,20 
READ (3,4) CSM(N) 
WRITE (7,4) CSM(N) 
10 CONTINUE 
READ (5,1) OSAPT 
WRITE (7,2) OSAPT 
WRITE (7,3) 
DO 20 N=l,20 
READ (5,4) OSM(N) 
WRITE (7,4) OSM(N) 
20 CONTINUE 
XCSAPT=CSAPT 
XOSAPT=OSAPT 
SUM=CSAPT+OSAPT 
WRITE (7,5) CSAPT,OSAPT,SUM 
WRITE (7,6) 
XSUM=SUM 
DO 30 N=l,20 
CSMPER(N)=CSM(N)/XCSAPT 
OSMPER(N)=0SM(N)/X0SAPT 
WTPER(N)=CSMPER(N)*CSAPT/XSUM+OSMPER(N)*OSAPT/XSUM 
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WRITE (7,7) CSMPER(N),OSMPER(N),WTPER(N) 
30 CONTINUE 
END 
Program B-13 

PROGRAM WTCPI (TAPE5 , OUTPUT, TAPE7=OUTPUT) 
INTEGER GRP,YEAR(26),N,M,P 
REAL PER(20),CPI(26),T0TAL(21),PART(20),WCPI(21) 
1 FORMAT (II) 
2 FORMAT (*THIS IS GROUP*, IX,II,*'S WTED PERCENTS*,/) 
3 FORMAT (F9.8) 
4 FORMAT (*TOTAL =*,F11.8,/) 
5 FORMAT (*YEAR AVE. CPI*) 
6 FORMAT (I4,1X,F5.1) 
7 FORMAT (*WTED CPI FOR *,2X,14,IX,*IS*,2X,F5.1,/) 
* THIS PROGRAM FINDS A WTED CPI TO USE IN INDEXING CAPITAL 
TRANSACTIONS. 
* THE WEIGHTED PERCENTS DERIVED FOR 1973 FOR THE VARIOUS HOLDING 
PERIODS 
* ARE DIVIDED BY THE TOTAL OF THE WEIGHTED PERCENTS AND THEN 
MULTIPLIED 
* BY THE CORRESPONDING AVE. CPI. 
READ (5,1) GRP 
WRITE (7,2) GRP 
DO 10 N=l,20 
READ (5,3) PER(N) 
WRITE (7,3) PER(N) 
10 CONTINUE 
T0TAL(1)=0 
DO 20 N=l,20 
TOTAL(N+1)=T0TAL (N)+PER(N) 
20 CONTINUE 
WRITE (7,4) T0TAL(21) 
WRITE (7,5) 
DO 25 N=1953,1978 
READ (5,6) YEAR(N),CPI(N) 
WRITE (7,6) YEAR(N),CPI(N) 
25 CONTINUE 
DO 30 N=l,20 
PART(N)=PER(N)/T0TAL(21) 
30 CONTINUE 
M=1973 
WCPI(1)=0 
45 IF (M .LE. 1978) 50,90 
50 DO 55 N=l,6 
WCPI(N+1)=WCPI(N)+PART(N)*CPI(M) 
55 CONTINUE 
DO 60 N=7,12 
WCPI(N+1)=WCPI(N)+PART(N)*CPI(M-1) 
60 CONTINUE 
P=2 
DO 65 N=13,16 
WCPI(N+1)=WCPI(N)+PART(N)*CPI(M-P) 
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P=P + 1 
65 CONTINUE 
P=10 
DO 70 N=17,19 
WCPI(N+1)=WCPI(N)+PART(N)*CPI(M-P) 
P=P+5 
70 CONTINUE 
N=20 
WCPI(N+l)=WCPI(N)+PART(N)*CPI(M-20) 
WRITE (7,7) M,WCPI(21) 
M=M+1 
GO TO 45 
90 END 

( 
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APPENDIX C 

Table C-l. Derivation of Tax after Credits Liability as a Percent 
of Adjusted Gross Income -1973 Tax Law Model 

1973 

# of Taxable Re tu rns 
Adjus ted gross income 
AGI p e r r e t u r n 
Taxable income 
Tax b e f o r e adjus tment 
Chi ld c a r e d e d u c t i o n 
Taxab le income 
Tax b e f o r e c r e d i t s 
E l d e r l y c r e d i t 
Chi ld c a r e c r e d i t 
Earned income c r e d i t 
Tax a f t e r c r e d i t s 
TAC p e r r e t u r n 
TAC p e r AGI 

Group 1 

31 ,588 ,830 
188,730,465 

5,975 
93 ,729 ,433 
14 ,059 ,415 

329,314 
95 ,058 ,747 
14,108,812 

83,085 
93,513 

1,743,767 
12 ,188,447 

386 
.0646 

Group 2 

30,438,483 
502,739,257 

16,517 
332 ,047 ,810 

61,428,845 
913,920 

332 ,961 ,730 
61,597,920 

51,549 
363,044 

NA 
61,183,327 

2 ,010 
.1217 

Group 3 Group 4 

257,684 
15,992,482 

62,062 
11,801,027 

3 ,847,135 
273 

11,801,300 
3 ,847 ,224 

738 
4 ,440 

NA 
3,842,046 

14,910 
.2402 

20,085 
3,908,506 

194,598 
2,434,226 
1,170,863 

56 
2,434,282 
1,170,890 

121 
591 
NA 

1,170,178 
58,261 

.2994 

1974 

# of Taxable R e t u r n s 
Adjus ted gross income 
AGI p e r r e t u r n 
Taxable income 
Tax b e f o r e adjus tment 
Chi ld c a r e d e d u c t i o n 
Taxable income 
Tax b e f o r e c r e d i t s 
E l d e r l y c r e d i t 
Chi ld c a r e c r e d i t 
Earned income c r e d i t 
Tax a f t e r c r e d i t s 
TAC p e r r e t u r n 
TAC p e r AGI 

Group 1 

32 ,919 ,909 
204 ,316 ,628 

6,206 
104,724,995 

15 ,813 ,475 
318,580 

105,043,580 
15 ,861 ,581 

80,908 
101,687 

1,557,697 
14 ,121,289 

429 
.0691 

Group 2 

31,582,833 
545 ,940 ,670 

17,286 
365 ,421 ,059 

6 8 , 3 3 3 , 7 3 8 
993,301 

366 ,414 ,360 
68,519,486 

37,931 
394 ,775 

NA 
68,086,780 

2,156 
.1247 

Group 3 

241,718 
15,047,087 

62,251 
11,195,457 

3 ,683,305 
208 

1,195,665 
3 ,683,37 

64 
4,82 

N 
3 ,677 ,90 

15 ,21 
.244 

Group 4 

24,402 
4,751,029 

194,698 
3,050,856 
1,482,716 

22 
3,050,878 
1,482,727 

140 
642 
NA 

1,481,947 
60,730 

.3119 
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1975 

# of Taxab le Returns 
Adjusted g r o s s income 
AGI per r e t u r n 
Taxable income 
Tax before adjus tment 
Chi ld care d e d u c t i o n 
Taxable income 
Tax before c r e d i t s 
E l d e r l y c r e d i t 
Ch i ld care c r e d i t 
Earned income c r e d i t 
Tax a f t e r c r e d i t s 
TAC per r e t u r n 
TAC per AGI 

Group 1 

34 ,187 ,591 
215 ,944 ,380 

6 ,316 
109 ,260 ,550 

16 ,498 ,343 
307,309 

109 ,567 ,860 
16 ,544 ,747 

68 ,086 
110,888 

1,371,626 
14 ,994 ,147 

439 
.0695 

Group 2 

"32 ,968 ,523 
592 ,584 ,990 

17 ,974 
401 ,582 ,260 

75 ,899 ,047 
1,089,427 

402 ,671 ,690 
76 ,104 ,949 

56,952 
430,499 

NA 
75 ,617 ,498 

2 , 2 9 4 
.1276 

Group 3 Group 4 

253 ,481 
16 ,440,340 

64,858 
12,347 ,794 

4 ,161 ,207 
142 

12,347,936 
4 ,161 ,254 

915 
5,266 

NA 
4 ,155 ,073 

16,392 
.2527 

27 ,706 
5 ,252 ,503 

189,580 
3 ,435 ,461 
1,666,199 

0 
3 ,435 ,461 
1,666,199 

273 
701 

NA 
1,665,225 

60 ,103 
.3170 

1976 

# of Taxab le Returns 
Adjusted g r o s s income 
AGI pe r r e t u r n 
Taxable income 
Tax before c r e d i t s 
E l d e r l y c r e d i t 
Ch i ld care d e d u c t i o n 
Earned income c r e d i t 
Tax a f t e r c r e d i t s 
TAC pe r r e t u r n 
TAC pe r AGI 

Group 1 

35 ,471 ,122 
2 2 8 , 5 6 1 , 7 4 0 

6, 444 
118 ,365 ,900 

17 ,991 ,617 
83,712 
96 ,607 

1,224,275 
16 ,587 ,023 

468 
.0726 

Group 2 

34 ,293 ,878 
638,368,590 

18 ,615 
436 ,755 ,180 

83 ,856 ,995 
5 2 , 8 1 3 

375 ,054 
NA 

83 ,429 ,128 
2 ,433 
. 1307 

Group 3 Group 4 

258 ,311 
17 ,248 ,931 

66,776 
13 ,064,670 
4 ,481 ,182 

785 
4,587 

NA 
4 ,475 ,810 

17,327 
.2595 

31 ,264 
5 ,839 ,239 

186,772 
3 ,879,152 
1,881,389 

225 
610 

NA 
1,880,554 

6 0 , 1 5 1 
.3221 
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1977 

# o f T a x a b l e R e t u r n s 
A d j u s t e d g r o s s income 
AGI p e r r e t u r n 
T a x a b l e i n c o m e 
Tax b e f o r e c r e d i t s 
E l d e r l y c r e d i t 
C h i l d c a r e c r e d i t 
E a r n e d income c r e d i t 
Tax a f t e r c r e d i t s 
TAC p e r r e t u r n 
TAC p e r AGI 

Group 1 

3 6 , 7 5 4 , 6 5 3 
2 4 1 , 1 7 9 , 0 9 0 

6 , 5 6 2 
1 2 9 , 3 9 1 , 5 2 0 

1 9 , 7 9 6 , 9 0 3 
8 6 , 7 4 1 
9 5 , 4 0 4 

9 2 2 , 0 4 6 
1 8 , 6 9 2 , 7 1 2 

509 
. 0 7 7 6 

Group 2 

3 5 , 6 1 9 , 2 3 3 
6 8 4 , 1 5 2 , 1 8 0 

1 9 , 2 0 7 
4 7 2 , 2 8 1 , 2 6 0 

9 1 , 6 2 2 , 5 6 4 
5 4 , 8 5 4 

3 7 0 , 3 8 6 
NA 

9 1 , 1 9 7 , 3 2 4 
2 , 5 6 0 
. 1 3 3 3 

Group 3 Group 4 

263 ,142 
1 8 , 0 5 7 , 5 2 2 

68 ,623 
1 3 , 7 7 3 , 9 2 6 

4 , 8 0 7 , 1 0 0 
800 

4 , 5 3 0 
NA 

4 , 8 0 1 , 7 7 0 
1 8 , 2 4 8 

.2659 

3 4 , 8 2 1 
6 , 4 2 5 , 9 7 5 

184 ,543 
4 , 3 2 0 , 9 4 8 
2 , 0 9 5 , 6 6 0 

251 
603 
NA 

2 , 0 9 4 , 8 0 6 
60 ,159 

.3260 

1978 

# o f T a x a b l e R e t u r n s 
A d j u s t e d g r o s s income 
AGI p e r r e t u r n 
T a x a b l e i n c o m e 
Tax b e f o r e c r e d i t s 
E l d e r l y c r e d i t 
C h i l d c a r e c r e d i t 
E a r n e d income c r e d i t 
Tax a f t e r c r e d i t s 
TAC p e r r e t u r n 
TAC p e r AGI 

Group 1 

3 8 , 0 3 8 , 1 8 4 
2 5 3 , 7 9 6 , 4 5 0 

6 , 6 7 2 
1 3 9 , 0 8 2 , 9 5 0 

2 1 , 4 1 8 , 7 7 4 
8 9 , 7 7 0 

1 2 0 , 0 9 6 
8 5 2 , 1 3 4 

2 0 , 3 5 6 , 7 7 4 
535 

.0802 

Group 2 

3 6 , 9 4 4 , 5 8 8 
7 2 9 , 9 3 5 , 7 8 0 

1 9 , 7 5 8 
5 0 7 , 3 2 9 , 8 1 0 

9 9 , 4 3 6 , 6 4 3 
5 6 , 8 9 5 

4 6 6 , 2 4 4 
NA 

9 8 , 9 1 3 , 5 0 4 
2 , 6 7 7 
. 1 3 5 5 

Group 3 Group 4 

267 ,972 
1 8 , 8 6 6 , 1 1 3 

7 0 , 4 0 3 
1 4 , 4 8 1 , 5 8 7 

5 , 1 2 6 , 4 8 2 
815 

5 ,703 
NA 

5 , 1 1 9 , 9 6 4 
19 ,106 

.2714 

3 8 , 3 7 9 
7 , 0 1 2 , 7 1 1 

182 ,723 
4 , 7 6 3 , 4 0 2 
2 , 3 1 0 , 2 5 0 

276 
759 
NA 

2 , 3 0 9 , 2 1 5 
6 0 , 1 6 8 

.3293 

S o u r c e : C h a p t e r 5 , T a b l e s 5 - 5 , 5 - 6 , 5 - 9 , 5 - 1 1 , 5 - 1 2 , and 5 
Append ix A, T a b l e s A - l l and A - 1 2 , a n d c a l c u l a t i o n s 
C h i l d c a r e c r e d i t = t a x b e f o r e c r e d i t s - t a x b e f o r e a d j u s t m e n t + 

e s t i m a t e d r e v e n u e l o s s 
1973 c h i l d c a r e c r e d i t = 8 0 , 7 2 4 , 8 4 6 - 8 0 , 5 0 7 , 2 5 8 + 
1974 c h i l d c a r e c r e d i t = 8 9 , 5 4 7 , 1 6 8 - 8 9 , 3 1 3 , 2 3 5 + 
1975 c h i l d c a r e c r e d i t = 9 8 , 4 7 7 , 1 4 9 - 9 8 , 2 2 4 , 7 9 5 + 
TAC = t a x a f t e r c r e d i t s 
AGI = a d j u s t e d g r o s s i n c o m e 
NA = n o t a p p l i c a b l e 

•14, 

2 4 4 , 0 0 0 = 4 6 1 , 5 8 8 
2 6 8 , 0 0 0 = 5 0 1 , 9 3 3 
2 9 5 , 0 0 0 = 5 4 7 , 3 5 3 
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T a b l e C - 2 . D e r i v a t i o n o f Tax a f t e r C r e d i t s L i a b i l i t y a s a P e r c e n t 
o f A d j u s t e d G r o s s Income -ERTA M o d e l 

# of T a x a b l e R e t u r n s 
A d j u s t e d g r o s s income 
AGI p e r r e t u r n 
T a x a b l e i n c o m e 
T a x b e f o r e a d j u s t m e n t 
C h i l d c a r e d e d u c t i o n 
T a x a b l e i n c o m e 
T a x b e f o r e c r e d i t s 
E l d e r l y c r e d i t 
C h i l d c a r e c r e d i t 
E a r n e d i n c o m e c r e d i t 
T a x a f t e r c r e d i t s 
TAC p e r r e t u r n 
TAC p e r AGI 

Group 1 

3 2 , 9 1 9 , 9 0 9 
2 0 4 , 3 1 6 , 6 2 8 

6 ,206 
1 0 0 , 2 7 6 , 1 3 4 

1 4 , 5 4 0 , 0 4 0 
318 ,580 

1 0 0 , 5 9 4 , 7 1 0 
1 4 , 5 8 6 , 2 3 3 

8 0 , 9 0 8 
9 9 , 6 8 8 

1 , 5 7 7 , 6 9 7 
1 2 , 8 2 7 , 9 4 0 

390 
.0628 

1974 

Group 2 

3 1 , 5 8 2 , 8 3 3 
5 4 5 , 9 4 0 , 6 7 0 

1 7 , 2 8 6 
3 6 0 , 0 8 8 , 0 0 9 

6 4 , 4 5 5 , 7 5 4 
9 9 3 , 3 0 1 

3 6 1 , 0 8 1 , 3 1 0 
6 4 , 6 3 3 , 5 5 5 

3 7 , 9 3 1 
3 8 7 , 0 1 6 

NA 
6 4 , 2 0 8 , 6 0 7 

2 , 0 3 3 
.1176 

Group 3 

2 4 1 , 7 1 8 
1 5 , 0 4 7 , 0 8 7 

6 2 , 2 5 1 
1 1 , 1 5 7 , 5 5 7 

3 , 4 1 4 , 2 1 2 
208 

1 1 , 1 5 7 , 7 6 5 
3 , 4 1 4 , 2 7 6 

642 
4 , 7 3 4 

NA 
3 , 4 0 8 , 9 0 0 

1 4 , 1 0 3 
.2266 

Group 4 

2 4 , 4 0 2 
4 , 7 5 1 , 0 2 9 

1 9 4 , 6 9 8 
3 , 0 4 7 , 4 5 0 
1 , 4 0 1 , 8 2 7 

22 
3 , 0 4 7 , 4 7 2 
1 , 4 0 1 , 8 3 7 

140 
630 

NA 
1 , 4 0 1 , 0 6 7 

5 7 , 4 1 6 
.2949 

1975 

# of T a x a b l e R e t u r n s 
A d j u s t e d g r o s s income 
AGI p e r r e t u r n 
T a x a b l e i n c o m e 
T a x b e f o r e a d j u s t m e n t 
C h i l d c a r e d e d u c t i o n 
T a x a b l e i n c o m e 
T a x b e f o r e c r e d i t s 
E l d e r l y c r e d i t 
C h i l d c a r e c r e d i t 
E a r n e d i n c o m e c r e d i t 
T a x a f t e r c r e d i t s 
TAC p e r r e t u r n 
TAC p e r AGI 

Group 1 

3 4 , 1 8 7 , 5 9 1 
2 1 5 , 9 4 4 , 3 8 0 

6 ,316 
1 0 0 , 6 2 3 , 0 5 0 

1 3 , 3 8 2 , 8 6 6 
307 ,309 

1 0 0 , 9 3 0 , 3 6 0 
1 3 , 4 2 3 , 7 3 8 

68 ,086 
104 ,469 

1 , 3 7 1 , 6 2 6 
1 1 , 8 7 9 , 5 5 7 

347 
.0549 

Group 2 

3 2 , 9 6 8 , 5 2 3 
5 9 2 , 5 8 4 , 9 9 0 

1 7 , 9 7 4 
3 9 3 , 6 0 5 , 8 9 0 

6 4 , 9 4 4 , 9 7 2 
1 , 0 8 9 , 4 2 7 

3 9 4 , 6 9 5 , 3 2 0 
6 5 , 1 2 4 , 7 2 7 

5 6 , 9 5 2 
4 0 5 , 5 7 6 

NA 
6 4 , 6 2 2 , 1 9 9 

1 ,961 
. 1091 

Group 3 Group 4 

2 5 3 , 4 8 1 
1 6 , 4 4 0 , 3 4 0 

6 4 , 8 5 8 
1 2 , 3 0 6 , 9 7 5 

3 , 3 4 7 , 4 9 7 
142 

1 2 , 3 0 7 , 1 1 7 
3 , 3 4 7 , 5 3 6 

915 
4 , 9 6 1 

NA 
3 , 3 4 1 , 6 6 0 

1 3 , 1 8 3 
.2033 

2 7 , 7 0 6 
5 , 2 5 2 , 5 0 3 

1 8 9 , 5 8 0 
3 , 4 3 1 , 5 2 2 
1 , 3 9 3 , 1 9 8 

0 
3 , 4 3 1 , 5 2 2 
1 , 3 9 3 , 1 9 8 

273 
660 

NA 
1 , 3 9 2 , 3 0 1 

5 0 , 2 5 3 
2651 
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1976 

Group 1 Group 2 Group 3 Group 4 

# of Taxable Returns 
Adjusted gross income 
AGI per return 
Taxable income 
Tax before credits 
Elderly credit 
Child care deduction 
Earned income credit 
Tax after credits 
TAC per return 
TAC per AGI 

35, 
228, 

104, 
12, 

1, 
11, 

,471,122 
.561,740 

6,444 
,775,970 
,573,116 
83,712 
96,607 

224,275 
168,522 

315 
.0489 

34, 
638, 

425, 
63, 

63, 

,293,878 
,368,590 
18,615 

,529,850 
,829,478 
52,813 

375,054 
NA 

,401,611 
1,849 
.0993 

17, 

13, 
3, 

3, 

258,311 
,248,931 
66,776 

,021,295 
,190,217 

785 
4,587 

NA 
,184,845 
12,329 
.1846 

5, 

3, 
1, 

1, 

31,264 
,839,239 
186,772 
,874,643 
,406,495 

225 
610 
NA 

,405,660 
44,961 
.2407 

1977 

Group 1 Group 2 Group 3 Group 4 

36, 
241, 

112, 
12, 

11, 

,754,653 
,179,090 

6,562 
,018,220 
,658,059 
86,741 
95,404 

922,046 
,553,868 

314 
.0479 

35, 
684, 

458, 
65, 

64, 

,619,233 
,152,180 
19,207 

,510,610 
108,507 
54,854 

370,386 
NA 

683,267 
1,816 
.0945 

18, 

13, 
3, 

3, 

263,142 
,057,522 
68,623 

,727,638 
,116,174 

800 
4,530 

NA 
,110,844 
11,822 
.1723 

6, 

4, 
1, 

1, 

34,821 
,425,975 
184,543 
,315,758 
,419,884 

251 
603 
NA 

,419,030 
40,752 
.2208 

# of Taxable Returns 
Adjusted gross income 
AGI per return 
Taxable income 
Tax before credits 
Elderly credit 
Child care credit 
Earned income credit 
Tax after credits 
TAC per return 
TAC per AGI 
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1978 

# of Taxable Returns 
Adjusted gross income 
AGI per return 
Taxable income 
Tax before credits 
Elderly credit 
Child care credit 
Earned income credit 
Tax after credits 
TAC per return 
TAC per AGI 

Group 1 

38,038,184 
253,796,450 

6,672 
117,455,000 
12,332,775 

89,770 
120,096 
852,134 

11,270,775 
296 

.0444 

Group 2 

36,944,588 
729,935,780 

19,758 
490,730,660 
65,267,178 

56,895 
466,244 

NA 
64,744,039 

1,752 
.0887 

Group 3 Group 4 

267,972 
18,866,113 

70,403 
14,431,735 
3,016,233 

815 
5,703 

NA 
3,009,715 

11,231 
.1595 

38,379 
7,012,711 
182,723 

4,757,430 
1,517,620 

276 
759 
NA 

1,516,585 
39,516 
.2163 

Source: Chapter 5, Tables 5-5, 5-6, 5-10, 5-11, 5-12, 5-14, 5-18 and 
5-19, Appendix A, Table A-16 and calculations 
Child care credit = tax before credits - tax before adjustment + 

estimated revenue loss 
1974 child care credit = 84,035,901 - 83,811,834 + 268,000 = 492,067 
1975 child care credit = 83,289,199 - 83,068,533 + 295,000 = 515,666 
TAC = tax after credits 
AGI = adjusted gross income 
NA = not applicable 

Table C-3. Derivation of Tax after Credits Liability as a Percent 
of Adjusted Gross Income -Alternate 0% Model 

1974 

# of Taxable Returns 
Adjusted gross income 
AGI per return 
Taxable income 
Tax before adjustment 
Child care deduction 
Taxable income 
Tax before credits 
Elderly credit 
Child care credit 
Earned income credit 
Tax after credits 
TAC per return 
TAC per AGI 

Group 1 

32,919,909 
194,120,818 

5,897 
97,858,565 
14,189,491 

318,580 
98,177,145 
14,235,686 

85,034 
104,772 

1,658,160 
12,387,720 

376 
.0638 

Group 2 

31,582,833 
527,626,676 

16,706 
360,349,846 
64,502,623 

993,301 
361,343,147 
64,680,423 

39,865 
406,754 

NA 
64,233,804 

2,034 
.1218 

Group 3 

241,718 
13,569,253 

56,137 
10,434,942 
3,120,048 

208 
10,435,150 
3,120,110 

675 
4,975 

NA 
3,114,460 

12,885 
.2295 

Group 4 

24,402 
5,829,765 

238,905 
4,699,151 
2,429,461 

22 
4,699,173 
2,429,472 

147 
662 
NA 

2,428,663 
99,527 
.4166 
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1975 

Group 1 

# of Taxable Returns 34,187,591 
Adjusted gross income 204,329,369 
AGI per return 
Taxable income 
Tax before adjustment 
Child care deduction 
Taxable income 
Tax before credits 
Elderly credit 
Child care credit 
Earned income credit 
Tax after credits 
TAC per return 
TAC per AGI 

5,977 
104,589,945 
14,015,053 

307,309 
104,897,254 
14,056,231 

78,707 
120,766 

1,585,601 
12,271,157 

359 
.0601 

Group 2 

32,968,523 
571,016,181 

17,320 
407,788,510 
68,100,681 
1,089,899 

408,878,409 
68,282,694 

65,837 
468,846 

NA 
67,748,011 

2,055 
.1186 

Group 3 Group 4 

253,481 27,706 
14,255,548 5,999,674 

56,239 216,548 
11,806,476 5,039,365 
3,116,910 2,318,108 

142 0 
11,806,618 5,039,365 
3,116,947 2,318,108 

1,058 274 
5,735 763 

NA NA 
3,110,154 2,317,071 

12,270 83,631 
.2182 .3862 

1976 

Group 1 

# of Taxable Returns 35,471,122 
Adjusted gross income 217,038,163 
AGI per return 
Taxable income 
Tax before credits 
Elderly credit 
Child care credit 
Earned income credit 
Tax after credits 
TAC per return 
TAC per AGI 

6,119 
111,539,466 
13,607,815 

106,733 
123,174 

1,560,951 
11,816,957 

333 
0544 

Group 2 

34,293,878 
618,674,786 

18,040 
448,773,287 
69,111,086 

67,337 
478,194 

NA 
68,565,555 

1,999 
1108 

Group 3 Group 4 

258,311 31,264 
15,339,238 7,205,591 

59,383 230,476 
13 ,221,987 6 ,157 ,307 

3 ,160 ,055 2 ,579 ,912 
1,001 287 
5 , 8 4 8 778 

NA NA 
3,153,196 2 ,578 ,847 

12,207 82 ,487 
.2056 .3579 



www.manaraa.com

Table C-3 continued 297 

1977 

# of Taxable Returns 
Adjusted gross income 
AGI per return 
Taxable income 
Tax before credits 
Elderly credit 
Child care credit 
Earned income credit 
Tax after credits 
TAC per return 
TAC per AGI 

Group 1 

36,754,653 
226,272,160 

6,156 
113,191,460 
12,790,634 

117,621 
129,368 

1,250,294 
11,293,351 

307 
.0499 

Group 2 

35,619,233 
655,169,381 

18,394 
466,447,809 
66,702,036 

74,382 
502,243 

NA 
66,125,411 

1,856 
.1009 

Group 3 Group 4 

263,142 
16,490,909 

62,669 
13,626,426 
3,065,946 

1,085 
6,143 

NA 
3,058,718 

11,624 
.1855 

34,821 
8,093,061 
232,419 

6,761,344 
2,549,027 

340 
818 
NA 

2,547,869 
73,170 
.3148 

1978 

# of Taxable Returns 
Adjusted gross income 
AGI per return 
Taxable income 
Tax before credits 
Elderly credit 
Child care credit 
Earned income credit 
Tax after credits 
TAC per return 
TAC per AGI 

Group 1 

38,038,184 
236,443,260 

6,216 
118,808,688 
12,474,912 

129,179 
172,818 

1,226,221 
10,946,694 

288 
.0463 

Group 2 

36,944,588 
697,668,663 

18,842 
504,120,281 
68,560,358 

81,872 
670,925 

NA 
67,807,561 

1,835 
.0974 

Group 3 Group 4 

267,972 
17,248,168 

64,366 
14,559,547 
3,217,660 

1,173 
8,207 

NA 
3,208,280 

11,972 
.1860 

38,379 
8,445,612 
220,058 

7,339,185 
2,664,124 

397 
1,092 

NA 
2,662,635 

69,377 
3153 

Source Chapter 5, Tables 5-5, 5-6, 5-10, 5-20, 5-36, and 5-37 and 
calculations 
TAC = tax after credits 
AGI = adjusted gross income 
NA = not applicable 
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Table C-4 Derivation of Tax after Credits Liability as a Percent 
of Adjusted Gross Income -Alternate 60% Model 

1974 

# of Taxable Returns 
Adjus ted g ros s income 
AGI p e r r e t u r n 
Taxable income 
Tax b e f o r e adjus tment 
Chi ld c a r e deduc t ion 
Taxable income 
Tax b e f o r e c r e d i t s 
E l d e r l y c r e d i t 
Chi ld c a r e c r e d i t 
Earned income c r e d i t 
Tax a f t e r c r e d i t s 
TAC p e r r e t u r n 
TAC p e r AGI 

Group 1 

32 ,919,909 
194,674,737 

5,914 
98 ,412 ,485 
14 ,269,810 

318,580 
98 ,731,067 
14 ,316,004 

85,034 
104,772 

1,658,160 
12,468,038 

379 
0640 

Group 2 

31 ,582 ,833 
525 ,942 ,639 

3 7 ,508 
358 ,665 ,809 

64 ,201 ,179 
993 ,301 

359 ,659 ,110 
64,378,980 

39,865 
406,754 

NA 
63 ,932 ,361 

2 , 0 2 4 
.1156 

Group 3 Group 4 

2 4 1 , 7 1 8 
12 ,441 ,817 

5 1 , 4 7 2 
9 ,307 ,506 
2 ,568 ,872 

208 
9 ,307 ,714 
2,568 ,929 

675 
4 ,975 

NA 
2 ,563 ,279 

1 0 , 6 0 4 
.2060 

24,402 
2 ,053,153 

84,139 
922,539 
253,698 

22 
922,551 
253,704 

147 
662 

NA 
252,895 

10,364 
.1232 

1975 

# of Taxable Returns 
Adjus ted g ros s income 
AGI p e r r e t u r n 
Taxable income 
Tax b e f o r e adjustment 
Chi ld c a r e deduc t ion 
Taxable income 
Tax b e f o r e c r e d i t s 
E l d e r l y c r e d i t 
Chi ld c a r e c r e d i t 
Earned income c r e d i t 
Tax a f t e r c r e d i t s 
TAC p e r r e t u r n 
TAC p e r AGI 

Group 1 

34 ,187 ,591 
204,687,325 

5,988 
104,958,901 

14,064,492 
307,309 

105,266,210 
14,105,672 

78,707 
120,766 

1,585,601 
12,320,598 

360 
.0602 

Group 2 

32 ,968 ,523 
569 ,534 ,303 

17 ,275 
406 ,306 ,632 

67 ,853 ,207 
1 ,089,899 

407 ,396 ,531 
68 ,035 ,220 

65 ,837 
468,846 

NA 
67 ,500 ,537 

2 ,047 
.1185 

Group 3 Group 4 

2 5 3 , 4 8 1 
12,789,432 

5 0 , 4 5 5 
10 ,340,370 
2 , 5 9 5 , 4 3 3 

142 
10,340,512 
2 ,595 ,469 

1,058 
5 ,735 

NA 
2 ,588 ,676 

1 0 , 2 1 3 
.2024 

27,706 
2 ,782,412 

100,426 
1,822,103 

583,073 
0 

1,822,103 
583,073 

274 
763 
NA 

582,036 
21,008 

.2092 
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1976 

# of Taxable Re tu rns 
Adjus ted g r o s s income 
AGI per r e t u r n 
Taxable income 
Tax be fo re c r e d i t s 
E l d e r l y c r e d i t 
C h i l d c a r e c r e d i t 
Earned income c r e d i t 
Tax a f t e r c r e d i t s 
TAC per r e t u r n 
TAC per AGI 

Group 1 

35,471,122 
216,963,9798 

6,682 
111,465,282 

13 ,598,764 
106,733 
123,174 

1 ,560,951 
11,807,906 

333 
.0498 

Group 2 

3 4 , 2 9 3 , 8 7 8 
614 ,989 ,926 

17,933 
445,088,427 

68 ,098 ,529 
67,337 

478 ,194 
NA 

67,552 ,988 
1,970 
.1098 

Group 3 Group 4 

258 ,311 
13 ,177 ,176 

51,013 
11 ,059 ,925 

2 ,455 ,303 
1,001 
5,848 

NA 
2 ,448 ,454 

9,479 
.1858 

31,264 
3 ,296,313 

105,435 
2,248,029 

656,424 
287 
778 
NA 

655,359 
20,962 

.1988 

1977 

# of Taxable Re tu rns 
Adjus ted g r o s s income 
AGI per r e t u r n 
Taxable income 
Tax before c r e d i t s 
E l d e r l y c r e d i t 
C h i l d c a r e c r e d i t 
Earned income c r e d i t 
Tax a f t e r c r e d i t s 
TAC per r e t u r n 
TAC per AGI 

Group 1 

36 ,754 ,653 
225 ,906 ,321 

6,146 
112 ,285 ,621 

12,974,946 
117,621 
129,368 

1,250,294 
11,477,663 

312 
.0508 

Group 2 

35 ,619 ,233 
650 ,762 ,887 

18,270 
462 ,041 ,315 

6 6 , 0 7 1 , 9 0 8 
74,382 

502 ,243 
NA 

65 ,495 ,283 
1,839 
.1006 

Group 3 

263,142 
14 ,388 ,370 

54,679 
11 ,523 ,887 
2 , 3 2 7 , 8 2 5 

1,085 
6,143 

NA 
2 ,320 ,597 

8,819 
.1613 

Group 4 

3 

2 

34,821 
,604,541 

103,516 
,272,825 
586,389 

340 
818 

NA 
585,231 

16,807 
.1624 
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1978 

# of Taxable Returns 
Adjusted gross income 
AGI per return 
Taxable income 
Tax before credits 
Elderly credit 
Child care credit 
Earned income credit 
Tax after credits 
TAC per return 
TAC per AGI 

Group 1 

38,038,184 
236,147,392 

6,208 
117,791,012 
12,368,056 

129,179 
172,818 

1,226,221 
10,839,838 

285 
.0459 

Group 2 

36,944,588 
691,606,306 

18,720 
498,057,920 
67,237,819 

81,872 
670,925 

NA 
66,485,022 

1,800 
.0961 

Group 3 

267,972 
14,764,049 

55,095 
12,075,428 
2,354,708 

1,173 
8,207 

NA 
2,345,328 

8,752 
.1589 

Group 4 

3, 

2, 

38,379 
,787,658 
98,691 

,681,231 
664,945 

397 
1,092 

NA 
663,456 
17,287 
.1752 

Source: Chapter 5, Tables 5-5, 5-6, 5-10, 5-20, 5-36, and 5-37 and 
calculations 
TAC = tax after credits 
AGI = adjusted gross income 
NA = not applicable 
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