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NOTES

Because numbers are oft@unded, their sums may not equal totals shown in tables,
figures, and text.

For simplicity of exposition, this paper sometimes uses the term "families" to refer to
both families and individuals.

Values for earnings are sometimes negative. People can have negative earnings if
they lose money in self-employment and the losses exceed incomes from wages or
salaries.
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Summary

arriageaffects the income taxes people pay,
M sometimes causing arried couples to pay

more than they would if they were single and
sometimes causing them to pay less. That is because
the householdthe married couple or theéngle indi-
viduakis the basic tax-paying unit in the U.S. system.
Differences in the tax liabilities of households reflect
attempts by the Congress to maintain balance in tax
treatment among different kinds of families. On the
one hand, the tax code seeks to levy the same tax on
couples with the same income, regardless of who earns
the income. On the other hand, the code tries to mini-
mize the effect of marriage on a couple's taxilitgb
A tax structure with progressive rates, however, cannot
attain both goals. The incompatibility of those three
goals—progressive rates, equal treatment of married
couples, and marriage neutralitgesults in a continu-
ing tension within the tax code. The third goal, mar-
riage neutrality, has proven to be the most elusive in
our system.

The balance among the goals has shifted over time,
partly in response to complaints of unfair treatment and
partly in reaction to changing demographic patterns.
Growing numbers of single taxpayers, the greater like-
lihood that husbands and wives both work, increasing
parity of earnings for husbands and wives who do
work, and changes in tax rate brackets have all contrib-
uted to the pressures on the balance.

Differences in income tax liabilities caused by mar-
ital status are embodied in a number of tax code provi-
sions, bginning with seprate rate sclgeles for mar-
ried couples and single individuals. The most impor-
tant other differences are those in the standard deduc-

tion and the earned income tax credit (EITC). Those
factors cause most two-earner couples in which hus-
band and wife have roughly equal incomes to pay more
tax than they would if they could file individual tax re-
turns, incurring what has become known as arfirage
penalty.” At the same time, couples with just one
earner or in which husband and wife have quite differ-
ent incomes generally pay lower taxes as joint tax filers
than they would if they could file as single taxpayers.
Those couples receive what analysts have termed "mar-
riage bonuses."

Marriage penalties also exist outside the federal
income tax in the form of transfer program rules that
limit married couples' benefits to aomts below what
they would eceive as single individuals. For example,

a low-income single mother might qualify for feele
assistance, food stamps, and Medicaid, benefits that she
would lose if she obtained a good-paying job armed

a man who had a moderate income. That loss of bene-
fits can offset much of the income gains from work or
marriage, thus providing disincentives for each. Al-
though such \rriage penalties outside the tax code can
be substantiatand often are larger than those created
by the tax codethis study addresses only the different
income taxes paid by joint and individual filers.

If marriage penalties andhuses were small, they
would be of little consequence. Taxpayeruld not
perceive as unfair the small differences in taxes created
by marriage. Perhaps more important, those differ-
ences would not lead people to change their behavior
toward work or marriage itself. But the penalties and
bonuses can be large. Empiricaldence indicates that
they may affect work patterns, particularly for a cou-
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ple's second earner. Joint tax filing often imposes a
substantiallyhigher rate on a couple's second earner
than does individual filing. The higher rates reduce the
after-tax wage and may cause second earners to work
fewer hours or not to work at all, thus reducing eco-
nomic efficiency. Furthermore, large differences in tax
liabilities between otherwise similar couples lead to
perceptions of unfairness and calls for changes in the
tax code that would reduce those differences.

The size and imposition ofarriage penalties and
bonuses depend on which components of the tax code
are included in their measurement. In general, the more
components of the code that are included in the yard-
stick, the more couples incur marriage penalties and the
fewer couples receive bonuses. The components in-
cluded depend on which taxpaying circumstances are
assumed. The measure used in this study includes the
code components that account for the bulk of the pen-
alty and bonus amounts. The estimates of those penal-

percent paid taxes unaffected by their marital status
(see Summary Table 1). That distribution varies mark-
edly across the income distribution. Only 12 percent of
couples with incomes below $20,000 had penalties and
63 percent received bonuses. Couples with incomes
between $20,000 and $50,000 were somewhat more
likely to receive bonuses than to incur penalties,
whereas couples with incomes above $50,000 were
somewhat more likely to incur penalties thaneceive
bonuses.

Measured as a percentage of income, marriage pen-
alties and bonuses are largest for low-income families
and least for high-income families (see Summary
Table 1). Couples with incomes below $20,000 who
bear penalties are estimated to pay nearly 8 percent

Summary Table 1.
Distribution of Joint Tax Returns and Marriage
Penalty or Bonus as a Percentage of Adjusted

ties and bonuses, however, assume no induced changes gqss Income, by Adjusted Gross Income of

in labor supply or marriage and thusderestimate the
economic csetsinvolved.

To be more specific, marriage penalties and bo-
nuses occur because the tax code allows different stan-
dard deductions in determining the taxable incomes of
couples and single taxpayers, has different tax rates for
given levels of taxable income for the two groups, and
provides the EITC witout regard to marital status.
Couples in which spouses have similar incomes gener-
ally can claim smaller deductions, face higher marginal
tax rates, and lose some or all of the EITC they would
have if they filed individual tax returns and thus in-
curred marriage penalties. Couples in which one

spouse earns much less than the other or does not work

face the opposite situation. They may qualify for larger
deductions, incur lower tax rates, areteive more
EITC than under individual filing and thusaeive mar-
riage bonuses.

Distribution of
Marriage Penalties
And Bonuses

An estimated 42 percent of couples incurred marriage
penalties in 1996, 51 percemiceived bonuses, and 6

Couple and Penalty or Bonus Status,
Projected 1996

Less Than $20,000- More Than All
$20,000 $50,000 $50,000 Incomes
Returns in Income Category (Percent)
With Penalties 12 44 54 42
Unaffected 25 1 3 6
With Bonuses 63 55 44 51
All Returns 100 100 100 100
Penalty or Bonus as a Percentage

of Adjusted Gross Income
Penalties 7.6 3.2 1.6 2.0
Bonuses 5.0 2.6 2.0 2.3

Total Penalties and Bonuses (B illions of dollars)

Penalties 0.9 9.6 18.3 28.8
Bonuses 3.9 8.7 20.3 32.9
Net Effect on
Tax Liability*  -3.0 0.9 -2.0 -4.1

SOURCE: Congressional Budget Office simulations based on data
from the 1993 Statistics of Income.

a. Positive values indicate net penalties; negative values indicate net
bonuses.
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more of their income in taxes measured at 1996 income
levels than they would pay if they could file individual
tax returns. For their counterparts wiogived them,
however, bonuses averaged 5 percent of income. Be-
cause bonus recipients in that income catefgorgut-
number those incurring penalties, low-incomarried
couples received a net bonus of $3 billion. Both penal-
ties and bonuses for middle-income couples averaged
roughly 3 percent of the incomes affected families.
Slightly higher average penalties offset a slightly lower
proportion of couples with penalties, yielding a net pen-
alty of nearly $1 billion. Couples with incomes over
$50,000 eceived a total net bonus of $2 billion. Cou-
ples with bonuses saved 2 percent of their incomes by
filing jointly, more than offsetting the added taxes

equal to 1.6 percent of incompaid by penalized
couples.

Couples with a more equal division of incomes be-
tween husband and wife are more likely to incur mar-
riage penalties and less likely teceive bonuses than
couples in which one spouse has significantly less in-
come than the other or does not work at all. One-earner
couples received seven-eighths of the total value of bo-
nuses in 1996 but represented less than one-half of all
couples (see Summary Table 2). On net, their income
tax liabilities were nearl$29 hllion lower than if they
were required to file individual tax returns. By
contrast, the one-quarter of all couples in which hus-
band and wife both earn at least one-third of the cou-

Summary Table 2.

Joint Tax Returns by Penalty or Bonus Status and Division of Earnings Between Spouses, Projected 1996

Both Spouses

Each Spouse

Had Earnings

Earned and One Spouse
at Least Contributed Only One
One-Third of More Than Spouse
Couple's Two-Thirds of Had All
Earnings Couple's Earnings Earnings?® Couples
Joint Returns in Penalty or Bonus Category (Percent)
With Penalties 52 48 0 100
Unaffected 21 5 75 100
With Bonuses 2 21 77 100
All Joint Tax Returns 25 31 44 100
Total Penalty or Bonus (Billions of dollars)
Penalties 15.2 13.6 0 28.8
Bonuses 0.1 4.4 8.5 32.9
Net Effect on Tax Liability” 15.1 9.2 -28.5 -4.1

SOURCE: Congressional Budget Office projections based on data from the 1993 Statistics of Income.

a. Couples with no earners and those with one earner incur similar marriage penalties and bonuses and are thus combined in the analysis. For
simplicity of exposition, the text refers to both types of couples as having one earner.

b. Positive values indicate net penalties; negative values indicate net bonuses.
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ple's income filed one-half of all joint returns incurring
marriage penalties bonly 2 percent of thoseceiving
bonuses. As a result, those couples paid $lliérb
more in taxes than they would have if they could have
filed as individuals. Those estimates are based on ob-
served earnings under current tax laws, however, and
do not take account of the costs of couplesialigheir
work and marriage patterns in response to the tax code.

Although the prevalence ofarriage penalties and
bonuses indicates that the tax code fails twiple mar-
riage neutrality, it is more successful in achieving equal
treatment of married couples with similar incomes. If
couples were required to file individual tax returns,
those with one earner would facebstantiallyhigher
tax rates than those with two earners who have roughly
equal incomes (see Summary Table 3). Because the tax
code generally requires couples to file jointly, those
with different divisions of earnings between spouses
incur more nearly equal tax rates. Marriage penalties
and bonuses arise from this equalmabf tax rates for
couples with different divisions of earnings.

Summary Table 3.

Effective Individual Income Tax Rates of
Married Couples Filing Individual or

Joint Returns, Projected 1996 (In percent)

Both Spouses

Each Spouse Had Earnings

Earned and One Spouse
at Least Contributed Only One
One-Third of More Than Spouse
Tax Filing Couple's Two-Thirds of Had
Status Earnings Couple's Earnings Earnings®
Joint 13.2 15.2 15.0
Individual 11.2 14.3 17.6

SOURCE: Congressional Budget Office projections based on data
from the 1993 Statistics of Income.

NOTE: Effective tax rates equal federal individual income tax liability
as a percentage of adjusted gross income.

a. Couples with no earners and those with one earner incur similar
marriage penalties and bonuses and are thus combined in the
analysis. For simplicity of exposition, the text refers to both types
of couples as having one earner.

Demographic Changes
Affecting Marriage
Penalties and Bonuses

In the last two decades, a sharp rise in the share of mar-
ried couples with two earners has taken place, accom-
panied by increasing equality of the earnings of hus-
bands and wives, particularly among couples with
higher incomes. Those changes, oéngrfor couples

with and without children, have contributed to a rise in
the share of couples incurringamiage penalties.

Between 1969 anti995, the propoidn of working-
age married couples with two workers grew from 48
percent to 72 percent. By itself, that shift tended to
increase marriage penalties and redumaubes. Off-
setting that trend, however, was a decline arriad
couples as a share of all families and individuals: cou-
ples made up two-thirds of all such tax units in 1969,
but only one-half by1995. Thus, a smalléraction of
tax returns are now joint (and hence may be subject to
marriage penalties andbuses) than was the case a
generation ago.

The shift toward two-earner couples has been ac-
companied by increasing equality of the incomes of
husbands and wives. Between 1969 and 1995%tabe
tion of working-age couples in which both husband and
wife earned at least one-third of the couple's income
doubled from 17 percent to 34 percent. The greater
equality of spouses' @angs increased both the share
of couples incurring rrriage penalties and the size of
those penalties.

Those changes in earnings patterns farried cou-
ples occurred for all subgroups defined by earnings,
age, and presence and number of children. However,
the changes were largest among couples with the high-
est incomes, those with both spouses under age 55, and
those with children.

If the demographic characteristics of married cou-
ples had not changed between 1969 and 1996, more
couples would haveeceived bonuses und&®96 tax
law and fewer would have incurred penalties. Simula-
tions indicate that without the demographic change of
the last quarter century, two-thirds of couples would get
bonuses and less than one-thirdwd pay penalties
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under joint filing, compared with the nearly even split
between the two categories in 1996.

Reducing Marriage Penalties

Recent growth in the number ofamied couples who
incur marriage penalties and the inciegsize of those
penalties have focused attention on the effects of mar-
riage on taxes and on alternative ways to alleviate them.
One approach involves relatively minor alterations of
the current tax code such as changes in tax brackets and
standard deductions, restoration of the two-earner de-
duction, or credits to offset penalties. More significant
changes would allow couples to file either joint or sin-
gle returns or require that all taxpayers file individual
returns. Finally, comprehensive tax reform, replacing
the current income tax with either a simpler tax on in-
comes or some form of consumption tax, would entail
some pattern of penalties and bonuses unless individual
filing was incorporated into the new system.

Changes in the tax code that reduce or eliminate
marriage penalties face an inevitable trade-off: cutting
penalties means lower taxes for some couples and ei-
ther reduced federal tax revenues or higher taxes on
other taxpayers. Revenue-neutral options require a re-
distribution of taxes from those now incurring penalties
to other taxpayers, either couples now receiving bo-
nuses or single people.

Six basic approaches address the problem of mar-
riage penalties directly (see Summary Table 4). Com-
bining options would generate interactions in ways not
analyzed in this study.

0 Widen Tax Brackets and Raise the Standard De-
duction for Joint Filers. Increasing tax bracket
widths and standard deductions for joint filers to
twice those for single people would reduce total
marriage penalties by nearly one-half at an esti-
mated revenue cost of about $2llidn measured at
1996 income levels. Nearly 90 percent of tax reduc-
tions would accrue to couples with incomes above
$50,000. Half wuld go to thoseaceiving bonuses
under current law.

0 Exempt from Taxes Some Income of the Lower-

Earning Spouse. Exempting some earnings of
lower-earning spouses would ease the high marginal
tax rates they may face on even low amounts of
earnings. For example, restoring the 10 percent de-
duction for up to $30,000 of edngs would reduce
total marriage penalties by one-third at an estimated
cost of about $9 billion in lost revenues measured at
1996 income levels. Principal beneficiariesuld

be couples with incomes between $50,000 and
$100,000, for whom penaltiesowid fall by more
than one-half. Couples with lower incomes would
see their penalties decline by about one-tenth.

0 Modify the ETC to Reflect Number ofdailt Earn-

ers. A significant share of the amriage penalties
incurred by low-income couples is caused by the
loss of EITC when individual incomes are com-
bined. Providing two-earner couples with EITC pa-
rameters double those for single-earner tax units
would reduce marriage penalties for low-income
couples by about one-fourth, producing an estimated
revenue loss of about $4 billion measured 296
income levels. Virtually all of the benefits would go
to couples with incomes below $50,000, and less
than 1 percent would go to those nagsiving bo-
nuses because of the EITC. Nearly 3.7 million cou-
ples would become newly eligible for the EITC.

Require Spouses to File Individual Tax Returns.
Requiring all taxpayers to file single returns would
eliminate all marriage penalties andnioises, but
would redistribute roughi$30 hllion in tax liabili-
ties from couples now receiving bonuses to those
incurring penalties. Marriageauld no longeaffect

a couple's tax bill. Although revenue gains from
lost bonuses would outweigh revenue lost in elimi-
nated penalties, yielding an estimated $4 billion in
net additional revenue 1996, changes in the tax
liabilities of couples would be enormous. The 25
million couples noweceiving bonuses would pay an
average of $B00 in added taxes, and 21lllion
couples now incurring penalties would find their
taxes down an average of nearly $1,400.

Allow Couples to Choose Filing Statusllowing
couples to choose to file eithjeintly or as individu-
als would eliminate all mrriage penalties at an esti-
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mated cost of about $29lllon in lost revenues
measured in 1996 income levelsll existing mar-
riage bonuses would continue.

A less extreme version of that approach would allow
couples a tax credit based on a simplified calcula-
tion of the marriage penalty they now pay. If that
calculation was limited to earnings, standard deduc-
tions, and a single personal exemption for each
spouse, the resulting credits would cut total mar-

riage penalties by about one-third, producing an es-
timated revenue loss of about $lillidn measured

at 1996 income levels. Couples with incomes above
$50,000 wauld have their penalties cut by one-half,
whereas low-income couples would be relieved of
just one-tenth of their current penalties, largely be-
cause the credit would ignore the EITC.

0 Fundamental Radical Tax Refornf-undamental
changes in the federal tax system such as those dis-

Summary Table 4.
Alternative Approaches to Reducing Marriage Penalties

Share Share to Tax Units (Percent)
of With With
Revenue Loss® Penalty Incomes Incomes Currently
(Billions of Removed® Below Above Receiving

Approach dollars) (Percent) $20,000° $50,000° Bonuses®
Set Standard Deduction and Width of
Tax Brackets for Joint Filers Equal to
Double Those for Single Filers 25 44 6 87 51
Restore Two-Earner Deduction 9 32 1 82 10
Double Earned Income Tax Credit
Parameters for Two-Earner Couples 4 12 41 1 1
Require Spouses to
File Individual Returns -4 100 e e e
Allow Couples to
Choose Filing Status 29 100 3 64 0
Replace Income Tax
with Consumption Tax f f f f f

SOURCE: Congressional Budget Office simulations.

NOTE: See text for complete description of approaches.

a. Negative value indicates revenue gain because tax increases for some taxpayers exceed tax reductions for others.

b.  Total tax reduction for couples currently incurring tax penalty as a percentage of current total tax penalty.

c. Percentage of revenue loss going to couples with income in given range. Share includes tax reductions for couples getting either penalties or

bonuses.

d. Fraction of total revenue loss going to couples currently receiving marriage bonuses.

e.  Allcouples incurring penalties get tax reductions equal to penalties. All couples receiving bonuses incur tax increases equal to bonuses. Shares
going to each income group and to those receiving bonuses are misleading and therefore not shown.

f.  Revenue loss depends on formulation of consumption tax. Distribution among income groups and to those now receiving bonuses cannot be

determined.
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cussed during th#04th ngress could markedly
reduce marriage penalties. oMing to a flat
(single-rate) tax, for example,owld eliminate all
penalties (and bonuses) resulting from tax brack-
ets. If reform also eliminated other tax features
such as standard deductions and the EITC, penal-
ties and bonuses arising from those features would

also disappear. Alternatively, switching from a tax
on income to a tax on consumption would wipe out
all marriage penalties andibuses if exemptions
from the tax were independent of marital status and
marriagedid not affect a couple's combined con-
sumption.






Chapter One

Marriage Penalties and Bonuses

ederal income tax laws generally require that a
F married couple file goint tax return based on

the combined income of husband and wife. As
a result, husbands and wives with similar incomes usu-
ally incur a larger combined tax liability than they
would if they could file individually. At the same time,
spouses who have markedly different incomes but file
as a couple generally face smaller tax bills than they
would if they were imgle. Those two possibilities, of-
ten referred to as marriage "penalties” anohises,"
result from conflicting goals of a tax system that at-
tempts to balance fairness betwearnied and unmar-
ried couples, among arried couples, and amg tax-
payers with differing incomes.

Under1996 tax law, a mrried couple auld face a
federal tax bill that was more th&20,000higher than
the amount they auld pay if they were not anried and
could file individual tax returns, whereas other couples
may find that filing a joint tax return reduces their tax
bill by more than $4,000. Aibugh there are various
ways of defining rarriage penalties ancdbuses, one
broad measure indicates that more than 21 million mar-
ried couples paid an average of nearly $1,40Q@di-a
tional taxes in 1996 because they must jiilimtly,

1. Federal income taxes are only one source of marriage penalties. Oth-
ers include state and local income taxes and federal transfer programs
such as Social Security, in which benefits depend in part on both mari-
tal status and resources. This study does not consider any effects of
marriage beyond those affecting a couple's federal individual income
tax liability. Two recent studies that examine the broader question
of marriage penalties and bonuses are Linda Giannarelli and Eugene
Steuerle,The Twice-Poverty Trap: Tax Rates Faced by AFDC Re-
cipients(Washington, D.C.: Urban Institute, Apib95), and Stacy
Dickert-Conlin and Scott HouséFaxes and Transfers: A New Look
at the Marriage Penaltyunpublished working paper, Lexington:
University of Kentucky, July 1996).

whereas another 25 million found that the benefits of
filing jointly decrease their tax bills by an average of
about $1,300. Marriage penalties totaled about $29

billion in 1996, and bnuses added up to roughly $33

billion.

Marriage penalties are a relativecent aspect of
federal income taxes, the result of changes made in the
tax code in 1969 to redress what somdividuals
viewed as unfairly high taxes paid by single people.
Although the impact and size ofamiage penalties and
bonuses have changed over the years with changes in
the tax code, recent tax increases in the fornddf-a
tional tax brackets, and shifts in the work patterns of
married couples have combined to expand the propor-
tion of couples subject to penalties and boost the mag-
nitude of those payments. Those movements have
raised interest in policies that would reduce the impact
of marriage penalties in the tax code.

Marriage penalties andbhuses are not deliberately
intended to punish or rewarcamiage. Rather they are
the result of a delicate balance among aliafe goals of
the federal income tax system. Largely for historical
reasons, the United States imposes income taxes not on
individuals as do most other industrialized nations, but
on couples, regardless of the division of incomes be-
tween spouses. Under a progressive structure of tax
rates, treating families equally generally means that a
couple's taxes will differ depending on their marital
status. Over time, the ebb and flow of political pres-
sures have shifted the equilibrium betweearnage
penalties and bonuses as the Congress has attempted to
balance the competing demands afrried and unmar-
ried taxpayers. Shifting demographics, particularly the
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growing proportion of couples with two earners, have
exerted further pressures on that fragile equilibrium.

Whether a couple incurs a penalty or receives a bo-
nus in their taxes depends on the level of their income,
the division of earnings between husband and wife, and
how many children they have. Over the last quarter
century, as more wives have entered the labor force and
their wages have risen in relation to men's, earnings of

income taxes, regardless of the way earnings are di-
vided between spouses. Thus, a couple in which each
spouse earns half the income should pay the same taxes
as a couple with the same income but in which only one
spouse works. That concept runs afoul of equity princi-
ples when married couples with equal incomes have
different abilities to pay. A prime example involves
one- and two-earner families with the same total in-
come. Because the nonearning spouse has time to per-

spouses have grown more equal. The change increases form household tasks, the one-earner couple is better

the likdihood that a couple will incur a tax penalty, as
compared with two single people whose earnings are

off than the couple with two workers, which often has
to pay for such services as child care and household

the same. Changes in demographics and earnings alone chores. It thus has a greater ability to pay and, by some

appear to have increased by one-half the proportion of
couples incurring @rriage penalties.

In 1995, théHouse of Representatives passed legis-
lation that would slightly lower the tax penalty imposed
on married couples, which would have cost $2 billion
annually in reduced government revenues. That same
year the Senate included in its budget reconciliation bill
a provision that would, over a 10-year period, raise the
standard deduction forarried couplesiling jointly to
twice that of single filers. When fully phased in, that
change would reduce theamiage penalty for many
couples and increase the marriagaus for others at
an annual cost of roughly $5 billion in lower revenues.
Other options that would further reduce or eliminate
marriage penaltiesoald have significantly higher reve-
nue costs.

Defining Marria ge Penalties
and Bonuses

Marriage penalties andhuses in the federal individual
income tax are defined as the increase or decrease in
taxes that some married couples incur because they pay
taxes as couples rather than as individuals. Penalties
and bonuses result from the tax code's pursuit of three
conflicting goals: equal treatment ofimied couples,
marriage neutrality, and progressive téat

Equal Treatment of Married Couples

According to the principle of equal treatmentmed
couples who have equal incomes should pay the same

standards of equity, should pay higher taxes. But deter-
mining the difference in ability to pay is difficult, if not
impossible, and the government has shied away from
imposing different taxes on that basis.

Marriage Neutrality

Under the principle of mrriage neutrality, a couple's
income tax bill should not depend on their marital sta-
tus. Without neutrality, the tax code would provide an
incentive, even though it is small, for couples either to
marry—if marriage vould lower their tax bilor to
remain single-if marriage increases their taxes. The
concept of marriage neutrality meiplate principles of
equity, however, if marriage (adivorce) either in-
creases or decreases couples' combined ability to pay.
If, for example, marriage enables couples to reduce
their housing csts because thdiye together, rarriage
would increase their d@lty to pay, and in fact some
standards of equity would dictate that they pay higher
taxes than they did before thewmied.

Progressive Taxation

The principle of progressive taxation holds that taxpay-
ers who have higher incomes should pay a larger per-
centage of their incomes in taxes than do those with
lower incomes. The federal income tax, for example,
imposes no tax on families and individuals who have
the lowest incomes, and taxes income above various
thresholds according to a series of graduated rates rang-
ing from 15 percent to 39.6 percent. Graduated tax
rates, however, are not necessary to achieve progres-
sivity. Combining a single rate and a low-income de-
duction or credit would also be progressive.
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The Unattainable Ideal

A simple example demonstrates the impossibility of
simultaneously achiéng all three of those goals (see
Figure 1). Consider two couples, each earfi5i@,000

and having no unearned income. Both members of cou-
ple A work, each earnin§§30,000, whereasnly one
member of couple B works, eaing the couple's entire
$60000. Satisfing the goal of taxing arried couples
with the same incomes equally requires that married
couple A and married couple B pay the same taxes. To
meet the goal of marriage neutrality, the téikdf each
couple must not depend on their marital status; that is,
the tax on two single people, each earrid®,000,
must equal the tax on a married couple in which each
spouse earns $30,000, and the tax on two single people,
one with a $60,000 income and the other with no in-

come, must equal the tax on a one-earner married cou-
ple with the same $60,000 income.

Combining the two goals implies that two single
people, each with a $30,000 income, pay the same total
tax as two single people, one earn$@,000 and the
other with no income, or, equivalently, that a single per-
son with a $60,000 income pay exaattyuble the tax
of a single person earnifgg0,000. But that outcome
directly violates the goal of progressive taxation: under
that principle, a person who has twice the income of
another pays more than twice the taxes.

Relaxing one or more of the three goals solves the
contradiction among them. Forgoing progressivity, for
example, would allow a tax system to satisfy both the
goal of marriage neutrality and that of equal treatment

Figure 1.
The Conflict Among Goals of Income Taxation

Couple A: married
with both spouses
earning $30,000

e

Same Tax
(Marriage Neutrality)

Couple A: not married,
each person
earning $30,000

e

Same Tax
(Equal Treatment
of Married Couples)

Different Taxes
(Progressivity)

Couple B: married
with one worker
earning $60,000

L —

Same Tax
(Marriage Neutrality)

Couple B: not married,
one worker
earning $60,000

L —

SOURCE: Congressional Budget Office, derived from Treasury Department, Office of Tax Analysis, Federal Income Tax Treatment of Married and

Single Taxpayers (September 13, 1977), p. 2.
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of married couples. Alternatively,arried couples with
equal incomes but unequal division of income between
spouses could pay different taxes based on the principle
that the division of income within couples measures
different abilities to pay. Or, as in the United States,
the taxes of a married coupleutd depend only on their
total income, thus satisfying the goal of equal treatment
of married couples but sacrifiy the goal of rarriage
neutrality because some married couplesild pay
higher or lower taxes than they would if they were sin-
gle. In practice, the last solution to the contradiction
among the three goals can impose a marriage penalty
(that is, higher taxes than if they were narried) on
some couples while granting aamage lonus (lower
taxes) to others. Two examples based on the federal
individual income tax demonstrate these possibilities.

Example: A Marriage Penalty. A married couple
with $75,000 in earnings, split evenly between husband
and wife, paid $1,391 more in federatlividual in-
come taxes in 1996 than theypwd have if they had
not been married (see Box 1). Two factors contribute
to that marriage penalty. First, whelimnf a joint tax
return, the couple can claim a standard deduction that is
$1,300 less than the two single standard deduetions
$4,000 eachthey would eceive if they were not mar-
ried. At a marginal tax rate of 28 percent, the smaller
deduction costs them $364 (28 percent of $1,300) in
additional taxes. Second, because tax brackets for mar-
ried couples are not twice as wide as those for single
tax filers, $7,900 that is taxed at 15 percent on the two
single returns faces a 28 percent rate on the joint return,
yielding an additional tax of $127 (28 percent mus

Box 1.

A couple with $75,000 in total earnings,lisgvenly
between the husband and the wife, would have incurred
a marriage penalty of nearly $1,400der1996 tax law.
The penalty results from two factors. First, the com-
bined standard deduction for two individual tax filers
would have been $8,08651,300 more than the stan-
dard deduction available on a joint return. At the cou-
ple's marginal tax rate of 28 percent, the lower deduc-
tion would have increased the couple's tax liability by
$364 (28 percent of $300). Seond, because tax

A Marriage Penalty

Husband Wife Couple

Adjusted Gross Income $37,500 $37,500 $75,000
Less personal exemptions 2,550 2,550 5,100
Less standard deduction 4,000 4,000 6,700
Equals taxable income 30,950 30,950 63,200
Taxable at 15 percent 24,000 24,000 40,100
Taxable at 28 percent 6,950 6,950 23,100

Tax Liability 5,546 5,546 12,483

As a Percentage of Adjusted Gross Income

brackets for joint returns were less than twice as wide 3
those for individual returns, $7,900 that is taxed at 14
percent on individual returns would have incurred a 24
percent rate on a joint return. That higher tax rate
would have raised the couple's tax liability by an addi
tional $1,027 (28 percent minus 15 percent equals 1
percent of $7,900). In combination, the two factorg
would have increased the couple's tax liability by 1.9
percent of their adjusted gross income.

[y}

$1,391
1.9

Marriage Penalty

SOURCE: Congressional Budget Office.
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15 percent equals 13 percent of $7,900). In combina-
tion, the two factors generate aamage penalty of
$1,391 in higher taxes. Because the cougieives the

full value of personal exemiphs whether or not they
are married, exemptions cannot contribute to their mar-
riage penalty.

Example: A Marriage Bonus The couple described
in the preceding example would haeeegived a mar-
riage bonus of more than $3,500 in 1996 if all of the
couple's income were earned by one spetise wife in

this instance (see Box 2). Three factors generate the
bonus. First, because the husband has mingar he
would receive no benefit from the personal exemption
when filing as a single person. Filing jointly, the couple
thus eceives an additional 50 exempbn, worth
$791 in lower taxes (31 percent of $2,550). dBe¢

the married couple can claim a standard déoluchat

is $2,700 greater than that which they can claim as sin-
gle filers—again because the husband, without earnings,
receives no value from the deduction as a single filer.
The additional standard deduction lowers the couple's

Box 2.

A couple with $75,000 in total earnings, all earned by
the wife, would have received a marriage bonus of
nearly $4,000under1996 tax law. Thednus results
from three factors. First, filing jointly, the couple would
have claimed $5,100 in personal exemptions, twice
what they could have claimed on two single returns. At
a 31 percent tax rate, the larger exemption would have
reduced the couple's tax liability BY91 (31 percent of
$2,550). Second, the standard deduction afGBBpon a
joint return would have been $2,700 more than the
$4,000 standard deduction the wife could have claimed
on an individual return. (The husband, filing individu-
ally with no income, could not take the deduction.) At
the couple's marginal tax rate of 31 percent, the larger

A Marriage Bonus

Husband Wife Couple
Adjusted Gross Income $0 $75,000 $75,000
Less personal exemptions 2,550 2,550 5,100
Less standard deduction 4,000 4,000 6,700
Equals taxable income 0 68,450 63,200
Taxable at 15 percent 0 24,000 40,100
Taxable at 28 percent 0 34,150 23,100
Taxable at 31 percent 0 10,300 0
Tax Liability 0 16,355 12,483
Marriage Bonus ~ $3,872
As a Percentage of Adjusted Gross Income 5.2

deduction would have reduced the couple's tax liability
by $837 (31 percent of $2,700). Finallgdause tax
brackets for joint returns were wider than those for indi-
vidual returns, $16,100 that is taxed at 28 percent op
individual returns would have been taxed at only 15 per
cent on a joint return and $5,050 taxed at 31 percent
rather than at 28 percent. Those lower tax rates would
have reduced the couple's tax liability by an additiona
$2,245 (28 percent minus 15 percent equals 13 percent
of $16,100 plus 31 percent minus 28 percent equals 3
percent of $5,050). In combination, the three factors
would have lowered the couple's tax liability by 5.2 per-
cent of their adjusted gross income.

SOURCE: Congressional Budget Office.
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taxes by $837 (31 percent of $2,700). Finally, because
tax brackets fojoint filers are wider than those for sin-
gle people, $16,100 more of the couple's income is
taxed at 15 percent rather than 28 percent, yielding tax
savings of $2)93 (28 percent mus 15 percent equals
13 percent of $16,100), and $5,050 is taxed at 28 per-
cent rather than 31 percent, saving anofi&2 (31
percent minus 28 percent equals 3 percent @5gg,

The three factors combine to provide the couple with a
marriage bnus of $372 in lower taxes.

A History of the Treatment
of Married Couples in the
Federal Income Tax

Since its inception i1913, the federahdividual in-
come tax has been periodically adjusted in its treatment
of married couples. Until948, thegovernment for-
mally imposed income taxes on individuals, but couples
were allowed to file joint returns as earlyl#xl8, even
though joint returns used the same dcites as individ-

ual returng.  Individual taxation meant that marital sta-
tus had no effect on taxes and, as a result, married cou-
ples with identical total incomes could pay quite differ-
ent taxes, depending on the division of income between
husband and wife.

Community Property Laws

Community property laws in some states complicated
the situation by requiring that husbands and wives
share all of their income equally. The laws therefore
provided a basis for each spouse to pay federal income
taxes on one-half of the couple's income. That claim

2. This history of the treatment of couples in the federal individual in-
come tax draws from Boris . Bittker, "Federal Income Taxation and
the Family,"Stanford Law Reviewol. 27 (July 1975), pp. 1389-
1463; June O'Neill, "Family Issues in Taxation," Rudy Penner, ed.,
Taxing the FamilyfWashington, D.C.: American Enterprise Institute,
1983), pp. 1-22; Edward J. McCaffery, "Taxation and the Family: A
Fresh Look at Behavioral Gender Biases in the Cdd€LA Law
Review vol. 40 (April 1993), pp. 983-1060; Harvey S. Rosen, "The
Marriage Tax Is Down But Not OutlNational Tax Journalvol. XL,
no. 4 (Decembet987), pp. 567-575; and Gregg A. Esenwblay-
riage Tax Penaltieand Bonuses Under the Federal Income,Tax
CRS Report for Congress 94F5E (@ngressional Research Service,
May 7, 1993).

equalized taxes for couples with the same income, but
created a situation in which some couphdsose in
which husband and wife had different earnings
ceived a marriagedmus, paying lower taxes after mar-
riage than before. In 1930, the Seqme Court vali-
dated the splitting of income in community property
states Poe v. Seabor282 U.S. 101 (1930)], but de-
nied that opportunity to couples in other states, even if
they agreed by contract to share their incomes equally
[Lucas v. Earl281 U.S. 111 (1930)].

The distinction drawn between couples in states
that have community property laws and those that have
common property laws meant that couples with identi-
cal incomes could pay higher federal taxes in the latter
states than in the former. Because only a sinzattion
of the population paid any income taxes before World
War ll—fewer than 4 million people owed any tax in
1939—the Congress felt little pressure to change this
situation during thee930s. In fact, before 1948, the
Congress's only effort to change thimd status of cou-
ples came in 1941 in a proposal to require couples to
file joint returns at individual rates. The proposal failed
when opponents objected that the change would raise
the taxes paid by virtually all two-earner couples.

As income taxes increasingly became a means to
finance the war effort in the 19486etween 1939 and
1945, taxable returns increased more tharotérnb
nearly 43 millior—state governments more widely real-
ized that their citizens would pay lower federal taxes if
the states adopted community property laws. After fail-
ing to satisfy a skeptical Supreme Court withial
community property lawsJommissioner v. Harmgn
323 U.S. 44 1944)], Oklahoma and Qgen enacted
mandatory community property rules that met the
court's objections, even though couples were allowed to
opt out of their coverage. Other states quickly followed
suit. Concerns about problems that camity prop-
erty laws could create in nontax areas brought pressure
on the Congress to act on the issue.

Joint Returns

The Congress respondedlif48 by #owing all mar-

ried couples to filgoint returns and pay taxes on their
total income using schedules that had brackets twice the
width of those for single individuals. That approach
effectively assigned each spouse one-half of the cou-
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ple's income and meant that a couple paid taxes equal
to twice what a single person would pay if he earned
one-half of the couple's total income. As a result, a sin-
gle taxpayer would pay higher taxes than arried
couple with the same total income. In effect, the new
law provided a rarriage lonus for most couples, and
eliminated neutrality of tax laws with respect to mar-
riage. Under the new law,arriage would leave tax
liabilities unchanged only for couples who had no tax
liability or in instances in which husband and wife had
identical earnings.

In 1951, the Congress extended some of the advan-
tage that married taxpayeexeived from income-split-
ting to unnarried taxpayers support) dependents by
establishing new schedules for "heads of household.”
Taxpayers in this new category incurred tax liability
that was less than that of single taxpayers but greater
than that of married couples with the same total in-
come. The head-of-household filing status reduced
marriagebonuses for couples with children by lowering
the tax liabilities of single parents.

Although creating the joint filing status eliminated
the unequal treatment of married couples in different
states, it created sizable differences in the taxes paid by
single and married people. Predictably, unmarried peo-
ple viewed those differences as a tax on singles rather
than as a bonus for couples, an effect magnified by the
high marginal tax rates paid by upper-income taxpay-
ers. Underl970 rates, for example, &ngle person
earning$20,000 paid $5,328 in income taxes, 42 per-
cent more than the $3,750 paid by arried couple
with the same total income. (About 15 percent of the
difference resulted from the two personal exemptions
allowed the married couple, whereas timgle taxpayer
was allowedonly one. The rest of the difference de-
rived from higher tax rates for single taxpayers.)

The Tax Reform Act of 1969 partiallgmedied the
disparity by limiting the tax liability of single people to
no more than 20 percent above that of married couples
with the same taxable income, effective for tax years
after 1970. For example, the change reduced the dis-
parity in taxes between a single taxpayer ancaieu
couple, each with $20,000 in total income, from 42 per-
cent to 24 percent. But the limitation createatmage
penalties for couples in which husband and wife had
similar incomes and left in place marriagenbses
when the earnings split between spouses was less equal.

The Earned Income Tax Credit

The Tax Reform Act of 1975 created the Earned In-
come Tax Credit (EITC), a refundable credit available
to low-income taxpayers with earnings. Because indi-
vidual andjoint filers have the same restrictions on
their incomes for receiving the credit, the EITC added a
potential penalty on married couples. If a low-income
person who qualified for the EITC got married, the
combined income of the couple could make them ineli-
gible for the credit. At the same time, the requirement
that credit claimants have a dependent child meant that
couples couldeceive a tax bonus if a low-earner mar-
ried a single parent with no earnings. The magnitude of
both marriage penalties andriuses resulting from the
EITC was increased by subsequent tax acts that created
different credits for taxpayers with one and more than
one child, raised the maximum value of the credit, and
extended eligibility to childless families.

Recent Changes in Tax Law

Complaints from two-earner couples about the "mar-
riage tax" they had to pay led the Congress to reduce
the taxes for those couples as part of the Economic Re-
covery Tax Act of 1981. That act established a two-
earner deduction equal to 10 percent of the earnings of
the lower-earning spouse, up to a maximum deduction
of $3,000. The deduction reduced th&rriage penalty

for all couples facing the penalty, and eliminated the
penalty entirely for some, but increased the size of the
marriage lbnus for others. Even with the new deduc-
tion, however, some couples paid more than $4,000 in
added taxes because they filed joint returns.

The Tax Reform Act of 1986 repealed the two-
earner deduction as part of a broad reform that in-
creased the standard deduction farred couples and
collapsed the tax sctiele from 15 brackets with a
maximum rate of 50 percent to just two brackets with a
maximum rate of 28 percent. (Married couples with
taxable income between $71,900 and $149,250 faced
tax rates of 33 percent as the act phased out the bene-
fits of the 15 percent bracket over that income range.
The 33 percent rate was further exterded to tax-
able income of $192,930 for a family of fedby phas-
ing out the benefits from personal exeiops.) In
combination, those changes sharply reduced the mar-
riage penalty. For example, the act cut the marriage
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penalty for a couple in which the husband and wife each
earned $50,000 by more than one-half in 1988, from
$2,609 to $12843 Although the act did not eliminate
marriage penalties anabuses, it reduced them enough
to quiet most critics.

Tax increases in 1990 and 1993 expanded the num-
ber of tax brackets from two to five, raised the maxi-
mum marginal tax rate to 39.6 percent, and sharply in-
creased the size and coverage of the earned income tax
credit. In combination, those changes imposed signifi-
cantly larger marriage penalties on both low- higth-
income families, and increased the size of theriage
bonus for some couples. For example, a childless cou-
ple in which husband and wife each earned $300,000
faced a marriage penalty of neafi§6,000 after the
1993 act, compared with a penalty of abouf8Q,un-
der the old lavd. At the other end of the income scale, a
one-earner couple with two children and earnings of
$10,000 saw their eariage penalty db161 turn into a
bonus of nearl$500.

Those increases in the disparity between the taxes
paid by married couples and their unmarriedraer-
parts have revived interest in reducing the effects of
marriage on tax lidlity. The "Contract with America
Tax Relief Act of 1995, as passed by tHeuse of
Representatives, would have reducednmage penalties
slightly by giving tax credits to couples incurring penal-
ties. To constrain the revenue losses from the provi-
sion, the act would have limited creditsfb45. Given
that the penalty, under one broad measure, averages
nearly $1,400 for couples who incur it and caneexi
$20,000 for high-income couples, the credit would have
done little to offset the tax sts of narriage. The Sen-
ate in 1995 considered a proposal to set the standard
deduction for joint filers equal to twice that for single
filers. The change would have been phased in over a
10-year period. That proposal would have reduced or
eliminated penalties for taxpayers who do not itemize
their deductions. At the same time, it would have in-
creased bonuses for many couples and had no effect on
penalties for couples who continued to itemize deduc-

3. Joint Committee on Taxatiofseneral Explanation of the Tax Re-
form Act of 1986Joint Committee Print JCS-10-87 (May 4, 1987),
p. 19.

4. Daniel R. Feenberg and Harvey S. Rosen, "Recent Developments in
the Marriage Tax,'National Tax Journalvol. 47, no. 1 (March
1995), p. 94.

tions. The Balanced WRlget Act 0f1995, which in-
cluded the Senate provision, was vetoed by President
Clinton.

The United States is among a minority of devel-
oped nations that taxarried couples. More than two-
thirds of the countries that amembers of the Organi-
zation for Economic Cooperation and Development
(OECD) tax married couples as individuals. Only three
other developed countries tax couples jointly as does
the United States, and four others tax all famigm-
bers as a single entity (see Appendix A). Furthermore,
the trend has been moving away from joint taxation:
over the last two decades, 10 OECD members switched
from joint to individual taxation of mrried couples.
During the same period, meember ountry changed in
the other direction.

States vary more widely in taxing the incomes of
married couples (see Appdix B). Of the 42 states
that tax incomes, only 12 tax couples in ways that gen-
erate significant mrriage penaltiesAnother 15 states
tax couples jointly, but use rate schedules thiagtsun-
tially reduce or eliminate penalties. Nine states and the
District of Columbia allow couples to file individually
on a single return, thus providing them with tax savings
available to unmarried taxpayers. Finally, six states
impose a single tax rate that, in combination with stan-
dard deductions and exemptions, precludes altiage
penalties.

The history of the changing taxation of couples and
single people demonstrates the tension between impos-
ing higher taxes on one group or the other with a pro-
gressive rate structure. Taxing individuals, as was the
case when the income tax began, avoids the problem of
different taxes based on marital status but runs afoul of
the principle of taxing arried couples equally and of
state community property laws. The 1948Itsion" of
joint taxaton dealt with both of those problems but
necessarily imposeldigher taxes on single people in
relation to narried couples, thugolating the principle
of marriage neutrality. The last five decades have wit-
nessed periodic mewments between those two poles,
depending on the demands for fairness toward singles
or couples. As long as the Congress pursues the three
mutually incompatible goals of marriage neutrality,
equal treatment of couples with similar incomes, and
progressive tax rates, the tension between the two posi-
tions will continue.



CHAPTER ONE

MARRIAGE PENALTIES AND BONUSES 9

The Sinificance of Marriage
Penalties and Bonuses

Does it matter that marriage penalties aoduses arise
from a tax code designednteet the goals of equal tax
liabilities for married couples with the same incomes
and progressive taxation? Three issues arampunt

in answering that question: the fairness of tax levies
among couples, the effects of taxes on how much peo-
ple choose to work, and the effects of taxes arriage

and divorce.

Fairness

Equal treatment under the law is a basic concept of fair-
ness. Horizontal equity in taxation stipulates that peo-
ple who have equal ability to pagaeive equal treat-
ment and therefore bear the same tax burden.
though deteriming ability to pay may be difficult in
practice, the concept of horizontal equity helps in eval-
uating the conflighg goals of the tax system that lead
to marriage penalties andtuses. On the one hand, if
the act of marriage has no effect on a couplélgyeto

pay, horizontal equity implies that taxes be marriage
neutra—that is, that couples pay the same taxes
whether or not they are married. On the other hand, if
they are otherwise similar, married couples with the
same total income must pay the same taxes to satisfy
the criterion of equity. In the face of progressive tax
rates, however, the two goals conflict (see "Defining
Marriage Penalties andoBuses" above). Reconciling
them demands investigation ofamiage penalties and
bonuses.

Al-

One issue that must precede the daestf hori-
zontal equity involves the appropriate unit on which to
levy taxes. If individuals provide their own resources
and do not share with others, the most appropriate unit
would be the individual. If, however, people share re-
sources and consume goods and services in groups,
those groups are the appropriate units for the purpose
of taxation. The federal income tax code assumes that
married couples combine their incomes and other re-
sources to support themselves and their dependents,
and therefore imposes taxes on the joint incomes of
spouses. The code stops short of defining all tax units
on the basis of shared incomes. On the one hand, mar-

ried couples are presumed to combine resources and
thus must file jointly. On the other hand, people in re-
lationships not based on legahmiage or other family
relationships must pay taxes on theira@pe incomes,
even if they consume together. Unmarried couples or
two members of the same family sharing a home are
taxed as individuals.

Despite the implicit assumptions built into the tax
code, marriage may or may not affect a couplelgyab
to pay, depending on whether the couplegsofliv-
ing change. If the couple lived together before mar-
riage, simply getting arried wuld have little or no
effect on their costs and hence on theilitgtio pay. If
they create a new household afterriage, their costs
could rise or fall. If, for example, each perdived
with his or her parents before the weddingrmnage
could increase their sts, but if each had maintained a
separatehousehold, combining those households into
one could reduce sts. Becauskving arrangments
before and after marriage need not differ, the tax sys-
tem might logically assume thatamiage has no intrin-
sic effect on a couple's ability to pay and therefore that
marriage neutrality auld be desirable. The conclusion
that marriagesould notaffect a couple's tax bill says
nothing about the fairness of taxation of eitharmed
or unmarried couples.

Whether imposing the same taxes carmed cou-
ples with equal incomes satisfies the principle of hori-
zontal equity is more problematic. Two childless cou-
ples who have the same total income, earned in each
case by two full-time workers, may also have the same
ability to pay, regardless of the division of income be-
tween spouses. If one couple had only one worker,
however, the couples would have quite different abili-
ties to pay because the nonworking spouse could pro-
vide services in kind that are not as readily available to
the two-earner couple. But if the working spouse of the
one-earner couple held two different jobs, the couple's
ability to pay would be different yet. In essence, as is
more generally true, income alone provides a poor mea-
sure of ability to pay. Requiring thatamied couples
with a given amount of total income pay the same taxes
may therefore not satisfy the principle of horizontal
equity.

Children complicate the issue. Tax rules can be
totally indifferent to the presence of children, treating
the decision to have and rear children as entirely the
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responsibility of the parents. If, however, society val-
ues children and chooses to subsidize parents who rear
them, tax rules, as in the current tax code, may be used
to provide tax relief to families with children. Further-
more, the government may wish to encourage couples
to have children by not taxing any resources that are
provided by parents who stay home to care for them.
Under that assumigh, equal taxation of one- and two-
earner couples who have the same total incomes may be
appropriate.

The movement of people thugh a variety of tax
statuses during their lifetimes and their consequent lia-
bility for different anounts of tax over time further
complicate issues of fairness. A couple may change
from being two unrarriedindividuals with earnings, to
a two-earner childlessarried couple, to a one-earner
couple with one spouse caring for children, to a two-
earner couple purchasing child care, to a two-earner
couple with older children who can care for themselves,
and back to a two-earner childless couple. The individ-
ual income tax would treat the couple differently in
each period, whether or not their ability to pay changes.
Depending on the division of earnings between spouses,
the couple may pay higher or lower taxes because they
are married, even if they experience no changeilityab
to pay. The various features of the tax cafiect peo-
ple differently throughout their lives, sometimes reduc-
ing their tax liability and other times increasing it. As-
sessing whether they are taxed fairly depends on
whether their situation is considered in any given year
or over their entire lifetime as a couple. What may ap-
pear to be unfair in one year may appear quite different
when viewed in a lifetime context.

The conflict between the two goals of marriage
neutrality and taxing couples with equal incomes the
same would matter little if the marital penalties and
bonuses generated were small. To determine the impor-
tance of those effectsn terms of both their size and
the number of couples affectetequires a close exami-
nation of who pays the penalties and who receives the
bonuses.

Effects on the Supply of Labor
Taxing married couples mayignificantly affect the

amount of paid worklone by the second worker in each
couple because a husband's and wife's incomes are

combined to determine tax liability. For example, if a
man earn$75,000 and his wife decides to take a job,
the couple will pay 28 percent of the wife's earnings to
the federal government as income taxes, a further 15.3
percent in Social Security taxes (counting both em-
ployer and employee shares), and, possibly, a state or
local income taX. Because the husband's income has
already moved the couple into the 28 percent income
tax bracket, the first dollar of the wife's income bears a
total tax rate greater than 43 percent. If she was single,
the wife would pay no income tax on the first $6,550
that she earned and only a 15 percent income tax on the
next $24,000. Irdaoding the 15.3 percent Social Secu-
rity payroll tax, her marginal tax rate would be either
15.3 percent or 30.3 percent (not counting any state or
local taxes), 28 percentage points or 13 percentage
points lower than the 43.3 percent rate she incurs as a
married person. Thhigher initial tax rate she faces
when married reduces the value of her work and thus
may induce her to work fewérours each week, fewer
weeks each year, or even not to work at all. At the
same time, the husband's income may be taxed at a
lower marginal rate than it would be if he was not mar-
ried, yielding a higher after-tax wage that might lead
him to work more than he otherwise would choose to
do. If he was single, the husband would face a marginal
income tax rate of 31 percent, higher than the 28 per-
cent rate he faces when married. However, his average
tax rate is also lower in marriage, iag his after-tax
income and thus encouraging him to work less. The net
effect on his labor supply is uncertain.

Taxes exert two countervailing influences on an
individual's decision about how much to work. Com-
pared with a situation in which there are no taxes on
earnings, a tax reduces both the afterktanrly wage
of workers and their total after-tax income. Because
people will choose to work more hours as long as their
net hourly wage eceeds their value of an extnaur of
leisure, the tax's lowering of net wages will lead indi-
viduals to work fewer hours. At the same time, because
people's income fallsat any number of hours worked

5. For further detail on the effects of taxes on the work patterns of men
and women, see Congressional Budget Offihor Supply and
Taxes CBO Memorandum (January 1996).

6.  Most economists believe that the couple bears the employer's share of
the payroll tax on the wife's earnings in the form of wages that are
lower than they would otherwise be. That tax thus affects after-tax
wages, the basis on which the wife may decide whether to go to work.
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—as a result of the tax, they will want to consume less

leisure and work more hours. The net effect depends on
the relative magnitudes of the two offsetting pressures.

Economists refer to those influences as the substitution
effect and the income effect, respectively.

Research into the sensitivity of people's labor sup-
ply to their after-tax wages offers a mixed picture of
how higher marginal tax rates on married couples affect
their decisions about whether and how much to work.
Economist James Heckman emphasized the need to
distinguish between the effects of increased net wages
on the hours worked by people already employed and
the decision by people not working to take a’job. Rob-
ert Triest found that the decisions of both husbands and
wives about the number of hours worked depend little
on after-tax wages once the individual has decided to
work at all® But the decision to work appears to be
much more responsive to changes in net wages, and
more so for wives than for husbands. Studies of these
issues encounter a range of methodological and mea-
surement problems, however, and thgniade of the
effects is uncertaih.

Some workers appear to react more strongly to
changes in their net wages than others. Economists
Chinhui Juhn, Kevin Murphy, and Robert Topel found,
for example, that low-wage workers are much more
sensitive to their net pay than are higher-wage work-
ers!® Their data suggest that a 10 percent increase in
after-tax wages would lead workers in the bottom one-
fifth of the wage distribution to increase the hours they
worked by about 2.5 percent, and that those in the top
two-fifths would workonly about 0.5 percent more. By

7. James J. Heckman, "What Has Been Learned About Labor Supply in
the Past Twenty YearsAmerican Economic Review Papers and
Proceedingsvol. 83, no. 2 (May 1993), pp. 116-121.

8. Robert K. Triest, "The Effect of Income Taxation on Labor Supply in
the United States;The Journal of Human Resour¢esl. XXV, no.
3(1990), pp. 491-516.

9. Randolph and Rogers discuss these issues and the reasons they
unsettled in William C. Randolph and Diane Lim Rogers, "The Impli-
cations for Tax Policy of Uncertainty About Labor Supply and Sav-
ings ResponsesNational Tax Journaglvol. 48, no. 3 (September
1995), pp. 429-446.

are

10. Chinhui Juhn, Kevin M. Murphy, and Robert H. Topel, "Why Has the
Natural Rate of Unemployment Increased Over Tim&Pookings
Papers on Economic Activityio. 2 (1991), pp. 75-126. In the same
publication, however, Janet Yellen countered that their estimates were
too high because they failed to account for changes in government

transfer programs (pp. 127-133).

contrast, at the top end of the income scale, economist
Nada Eissadund evidence that the labor supply of
wives in upper-income families is highly sensitive to
after-tax wage$t Her analysis suggested that wives in
the top 1 percent of income distribution would increase
the hours they worked by 8 percent in response to a 10
percent increase in net wages. Neither of those results,
however, applies to married couples as a group, and
studies that have attempted to measure the magnitude
of the effects of wages on work have identified a wide
range of values.

An international comparison of the labor supply of
wives under joint and individual taxation indicates that
joint taxation reduces the participation of women in the
labor force. Economist Siv Gustafsson compared the
labor supply among atried womerunder Germany's
joint and Sweden'individual income tax systems.
She estimated that imposing the German joint taxation
approach on Sweden would have caused the participa-
tion rate of Swedish wives in the labor force to fall by
one-fourth, whereas subjecting German wives to a
Swedish-style tax system would have raised the parti-
cipation rate of rarried German women in the labor
force by one-fifth. That conclusion was bolstered by
Gustafsson's finding that participation of Swedish
wives in the labor force rose markedly following the
replacement ofoint with individual taxation inL971.
Although other factors surely contributed to the in-
crease, and although the rise occurred gradually over a
number of years as families adapted to the new tax sys-
tem, the rate of participation ofarried women in the
Swedish labor force climbed from 53 percent in 1969 to
74 percent a decade later. By comparison, Germany,
which had joint taxation throughout the period, experi-
enced one-third the increase of Sweden, from 39 per-
cent to 46 percent.

Filing a joint tax return in the United States can
result in higher, lower, or unchanged marginal tax rates
for both husband and wife, depending on their total in-

11. Nada Eissalaxation and Labor Supply of Married Women: The
Tax Reform Act of 1986 As a Natural Experimé&tbrking Paper

No. 5023 (Cambridge, Mass.: National Bureau of Economic Re-
search, February 1995). Eissa found that about one-half of the rise
resulted from nonworking wives entering the labor force and one-half
from employed wives working longer hours.

12. Siv Gustafsson, "Separate Taxation and Married Women's Labor Sup-
ply: A Comparison of West Germany and Swedéatirnal of Popu-
lation Economicsvol. 5, no. 1 (February 1992), pp. 61-85.
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Table 1.

Effects on Marginal Tax Rates of Married Couples Filing Jointly Rather than Individually,

Projected 1996 (In percentage of married couples)

Marginal Tax Rate

Marginal Tax Rate of Spouse with Lower Earnings

of Spouse with

Higher Earnings Lower Unchanged Higher All Couples
Lower 3 3 18 24
Unchanged 7 14 43 64
Higher A 1 11 12

All Couples 11 17 72 100

SOURCE: Congressional Budget Office simulations.

come and how much is earned by each spouse. Esti-
mates for 19961g)gest that just 14 percent oimied
couples filing jointly will face the same marginal tax
rate that each spouse would incur if they could file as
individuals (see Table 1). Filing jointly rather than in-
dividually will lead to reduced mginal tax rates for the
higher-earning spouse in 24 percent of all couples, un-
changed marginal rates in 64 percent, and higher mar-
ginal rates in 12 percent. At the same time, joint versus
individual filing raises marginal tax rates of lower-earn-
ing spouses in 72 percent of couples, lowers rates in 11
percent of couples, and has no effect in 17 percent.

The Congressional Budget Offigg€€BO) used
microeconomic simulations to estimate the effects of
requiring joint filing on the work behavior of husbands
and wives. Using values for Isstituion and income
elasticities from the economic literature on labor sup-
ply, CBO estimated how much each husband and wife
would work if they facedndividual marginal tax rates
based on their own incomes rather than the rates that
apply when they file joint tax returfs.

The simulations indicated that joint tax rates moti-
vate higher-earning spouses to work between 0.1 per-
cent and 0.3 percembore than they would if the tax

13. Elasticities used for estimates of labor supply response were taken
from Congressional Budget Officeabor Supply and TaxesThe
ranges used were primary worker substitution elasticity, 0.1 to 0.2;
primary worker income elasticity, 0 to -0.1; secondary worker substi-
tution elasticity, 0.6 to 0.9; and secondary worker income elasticity,
-0.2t0-0.3.

code required them to file as individuals. That result is
consistent with the observation that joint filing is more
likely to lower tax rates for primary earners than to
raise them. The reverse holds for secondary workers.
Simulations indicated that generally higher tax rates for
lower-earning spouses prompt them to work between 4
percent and 7 percelgssthan they would if they could

file individually. Overall, requiring couples to file joint
tax returns induces them to work less. As a result, their
total earnings are between 0.7 percent and 1.2 percent
less than they would otherwise be.

Effects on Marriage and Divorce

Couples decide to marry divorce on the basis of the
trade-offs between a broad array of benefits and costs
of marriage. Social pressures, the desire for compan-
ionship, love, wanting to rear children, and economic
considerations may induce people tarrg, whereas
issues of privacy and psychological and monetary costs
may keep couples from maimg or induce them to seek
divorce. The tax costs or benefits ocdmiage are of
highly uncertair-but almost surely slightimpor-
tancet* For most couples, other factors almost cer-
tainly dominate tax considerations in thammge deci-

14. The potential loss of means-tested benefits that many low-income
mothers receive may be much more important. If marriage disqualifies
a family for food stamps, housing assistance, and Medicaid benefits,
the dollar cost is substantial. Especially in communities in which un-
married mothers are common, those costs could well outweigh other
factors and generate significant disincentives to marry.
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sion, as @denced by the dqistantial numbers of cou-
ples who bear large marriage penalties in the form of
higher taxes. Even so, couples for whom the decision
to marry is closethat is, at the economist's margin,
where minor factors can carry the dayay decide that
beingmarried is not worth hang to pay thousands of
dollars of additional taxes every year. Other couples
may face bonuses that provide just enough additional
inducement to lead them down the aisle. Similar issues
may enter into couples' decisions to divdfce.

Economstsinvestigating the impact of tax penal-
ties on marriage havedind only small or no effects.
One study, for example, found that a 10 percent in-
crease in all marriage penaltieewd decrease tHeac-
tion of adult women under 45 years old who aeeried
by less than 0.5 percefit.  Another study, focusing on
the likelihood of single adult womenammying in a
given year, detected noamiage penalty effect, but did
find indications that some couples appeared to delay
marriages for a few months towad paying higher
taxes for a single yeéaf.

One test of the effects of marriage penalties on
whether couples wed is to compare the bonuses and
penalties for married couples with those that unmarried
couples would incur if they were to marry. Such a com-
parison, based on data from the Mat&96 Current
Population Survey, indicates that wemmied couples
would be more likely than married couples to incur pen-
alties if they were married, &lbugh only marginally so

15. Leslie Whittington and James Alm found small effects of income taxes
on decisions to divorce, particularly for women. Whittington and Alm,
"Til Death Do Us Part: The Effect of Income Taxation on Divorce,"
forthcoming in theJournal of Human ResourcéSpring 1997).
16. James Alm and Leslie A. Whittington, "Does the Income Tax Affect
Marital Decisions?National Tax Journalvol. 48, no. 4 (December
1995), pp. 565-572. In moreaent work, the authors find small but
statistically significant effects of marriage penalties in reducing the
likelihood of marriage for women but not for men. Alm and
Whittington, "For Love or Money: The Impact of Income-Taxes on
Marriage" (unpublished working paper, University of Colorado at
Boulder, February 1997).
17. David L. Sjoquist and Mary Beth Walker, "The Marriage Tax and the
Rate and Timing of MarriageNational Tax Journalvol. XLVIII,
no. 4 (Decemberl995), pp. 547-558. James Alm and Leslie
Whittington also found small but significant effects of penalties delay-
ing marriage. AlIm and Whittington, "Income Taxes and the Timing of
Marital Decisions," forthcoming in thiournal of Public Economics
(1997).

Table 2.
Marriage Penalties and Bonuses for Married
and Unmarried Couples, Simulated 1995

Married Unmarried
Couples Couples®
Number of Couples (Thousands)
With Penalties 26,800 1,500
Unaffected 6,400 300
With Bonuses 21,500 900
Total 54,700 2,700
Couples in Category (Percent)
With Penalties 49 56
Unaffected 12 11
With Bonuses 39 33
Total 100 100
Average Penalty
In Dollars 1,200 770
As a Percentage of Income 1.9 1.6
Average Bonus
In Dollars 1,140 1,020
As a Percentage of Income 2.3 2.7

SOURCE: Congressional Budget Office simulations based on data
from the March 1996 Current Population Survey.

a. Unmarried couples are those living together and reporting as part-
ners.

(see Table 2%¢ In 1995, 56 percent of anred cou-
ples would have incurred penalties if they had been
married, compared with 49 percent of married couples.
Respective values for marriageriuses would have
been 33 percent and 39 percent.

The foregoing comparisons might suggest that
some couples may elect not to marrgiofing so would
bring them tax penalties. However, average penalties
for married couples are much greater than the hypothet-

18. Unmarried couples are unmarried adults who identified themselves to
Current Population Survey interviewers as partners. Couples could
be of the same or opposite sexes. Only 3 percent were same-sex cou-
ples. See Appendix C.
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ical penalties for unmarried coupleswid be-$1,200 comes are lower, unmarried couples may not belas w
versus $778-although penalties for the two groups ing to incur narriage penalties as wealthier couples,
measured as a percentage of income are less diver- even if those penalties represent a smallerifnacif
gent—1.9 percent versus 1.6 percent. In part, the dif- their incomes. In addition, younger couples may be less
ference may arise from the different characteristics of averse to living together outside o&rriage tharlder

the two groups (see Appendix C). Usmmed couples, couples and thus may feel less pressure to marry. For
with a median age of 35, are younger than theiried most couples, however, potential marriage penalties
counterparts (median age 47) and have a lower median and bonuses are not sufficient cause to altariage
income: $35,000 versus $45,000. Because their in- decisions.



Chapter Two

Sources of

Marriage

Penalties and Bonuses

arried couples incur tax penalties eceive
M tax bonuses because the tax code treats them

differently from unmarried taxpayers.
Whether a couple has a penalty or a bonus depends on
the level and sources of their income, the division of
income between husband and wife, and the presence or
absence of children. Understandingrriage penalties
and bonuses requires an examination of the factors
within the law that generate differences in the taxes
paid by married and unmarried couples.

Factors Giving Rise to
Marria ge Penalties and
Bonuses

Marriage penalties andhuses result from factors that
affect either the level of taxable income or the tax rate
applied to that income. A penalty or a bonus occurs
whenever a couple's exemptions, deductions, tax brack-
ets, or credits differ from those of two otherwise similar
single people (see Table 3). Such differences occur
because the individual income tax setsgmeters in
dollars. Those dollar amounts foramed couples of-

ten differ from the sums that would apply to spouses if
they were single.

The various components of the income tax system
interact in determining whether couples incur penalties
or bonuses. They also determine the size of those tax

differentials. Certain parts of the tax system may im-
pose potentially large marriage penalties, but may do so
for relatively few couples. The following analysis ex-
amines only the hypothetical impact of each component
on the taxes married couples pay,heiit regard to
how many couples each component affects (see Appen-
dix Table D-1)!

The Standard Deduction

In 1996, single filers could claim a standard deduction
of $4,000, rarried couples $800, and heads tibuse-

hold $5900. Most taxpayers claimed the standard de-
duction, presumably because its valuesexied the de-
ductions they could itemize, such as state taxes or home
mortgage interest payments. In 1984dly 28 percent

of all individual tax returns itemized their deductions.

If each can use the full deduction, two single filers
claiming standard deductions could reduce the®6
taxable income by $8,06861,300 more than the
$6,700 deduction for joint filers. Differences in the
standard deduction among filing statuses would thus
impose a marriage penalty on such a couple that is
eqgual to the tax on that additional taxable income, the
amount of which depends on the couple's marginal tax

1. For a comprehensive discussion of provisions of the federal individual
income tax code that give rise to marriage penalties and bonuses, see
General Accounting Officdncome Tax Treatment of Married and
Single IndividualsGAO/GGD-96-175 (September 1996).
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Table 3.

Factors Determining Whether Couples Face Marriage Penalties or Bonuses, 1996

Tax Parameter or Feature

Conditions Leading
to Marriage Penalty

Conditions Leading
to Marriage Bonus

Personal Exemptions
($2,550 for all individuals,
regardless of marital status.)

Standard Deduction
(%$4,000 for singles,
$6,700 for couples.)

Tax Brackets

(Lower brackets for singles are
60 percent as wide as those for
couples; top bracket starts at
same income for all.)

Earned Income Tax Credit
(Parameters same regardless of
filing status.)

Phaseout of Personal
Exemptions (Starting income for
singles equals two-thirds of that
for couples.)

Limitation on Itemized Deduc-
tions (Starting point same
regardless of filing status.)

Other Fixed Dollar Limitations
(For example, income limit for
individual retirement accounts,
thresholds for taxation of Social
Security.)

None.

Combined use of two single
deductions exceeds value of
married deduction.

Spouses have more nearly equal
incomes; as married couple,
more of combined income taxed
at higher rate; high earners have
more income subject to top tax
rate.

Low-earning parent married to
spouse whose income causes
loss of some or all of earned
income tax credit.

Spouses have more nearly equal
incomes; as married couple,
more of total income falls in
phaseout range.

Spouses have more nearly equal
incomes; as married couple,
more of total income falls in limi-
tation range.

Either marriage does not in-
crease limit or increase is less
than spouse adds to measure
subject to limit.

One spouse cannot use full sin-
gle exemption but other spouse
would have positive taxable in-
come if taxed as an individual.

One spouse cannot use full sin-
gle deduction but other spouse
would have positive taxable in-
come if taxed as an individual.

Spouses have unequal incomes;
as singles, income of higher-
earning spouse taxed at higher
rate.

Low-earning childless person
married to parent with no or very
low earnings.

Spouses have unequal incomes;
as singles, more income of
higher-earning spouse subject to
phaseout.

None.

Marriage increases limit and one
spouse adds less to measure
subject to limit than the increase
in limit.

SOURCE: Congressional Budget Office.
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rate. A couple in the 28 percent tax bracket pays $364
(28 percent of $1,300) more in taxes than two compa-
rable single filers, whereas a couple in the 15 percent
bracket pays $195 more. The standard demtuctin-

not create a marriage penalty for couples who itemize
their deductions and would do so even if they were not
married.

The decision to itemize deductions can depend,
however, on whether a couple is married. Consider, for
example, two taxpayers who can each itemize $3,600
worth of deductions if they are notamied and file sin-
gly. Because the standard deducti®4,000—exceeds
their itemizable deductions, each would choose to take
the standard deduction and the total value of their de-
ductions would equal $800. If they were rarried,
their total itemized deductions would be 3J0Q, more
than the standard deduction of B8) dlowed for joint
returns, and they would elect to itemize their deduc-
tions. Even though they itemize, they incur armage
penalty because beingamied reduces their total de-
ductions by $800. That penalty, however, results not
from itemizing but from the difference in standard de-
ductions for singles and couples.

The effect of standard deductions is greater if either
spouse, were the couple not marrieayld file as head
of household. Th&996 standard dedumt for heads
of household is $900, therefore, two heads lobuse-
hold would claim total deductions &11,806-$5,100
more than the $6,700 availablgomt filers.

The standard deduction can creatarmage bo-
nuses for couples in which one spouse has a low income
and cannot use the full value of the standard deduction
as a single filer. That spouse brings toanmage his
or her unused deduction, which can serve to reduce the
couple's tax liability.

Personal Exemptions

Because their value does not vary by filing status, per-
sonal exemptions cannot contribute tarrrage penal-
ties. They can, however, providauriage lonuses for
spouses who could not use the full value of their ex-
emptions if they were not married and thus had to file
separately. 11996, for example, the personal exemp-
tion of $2,550 per taxpayer reduced the taxable income

of a one-earner childless couple by3st) because they
filed jointly rather than as single individuals. If they
were not married, theonworker would pay no taxes
with or without the exemption and would therefore re-
ceive no value from it.

Tax Brackets

Because tax brackets for joint tax filers are wider than
those for either single filers or heads of househkabiat

not twice as widethey can generate either marriage
penalties or bonuses, depending on the division of in-
come between husband and wife. Couples in which one
spouse earns most of the income generally receive mar-
riage bonuses because the wider tax brackets for joint
filers impose lower taxes on the income of the higher-
earning spouse than do thermower brackets fdndi-
viduals fling as single or head of household (see Box
3). In 1996, thosednuses eseeded $D00 for a cou-

ple with $40,100 of taxable income and nearly $4,600
for couples with taxable income of $147,700 or more.

Couples in which husband and wife earn more
nearly equal shares of total income generally incur mar-
riage penalties because the joint tax brackets are less
than twice the width of single brackets (see Box 4). In
1996, narried couples with an equaliivided taxable
income of $48,000 paid about $1,000 more in taxes
than they would have if they had not filed joint returns.
The penalty rises to just over $1,600 for couples with a
taxable income of $116,300. Two-earner couples who
have very high and equal incomes pay the largest mar-
riage penalties, since the top rate bracket begins at the
same level of taxable income for all filing statuses
$263,750 in 1996. As a result, as muc$263,750 of
joint income can be taxed at 39.6 percent rather than 36
percent, raising a couple's taxes by a maximum of al-
most $9,500 more.

The Earned Income Tax Credit

Couples who have low earnings may incur anage
penalty or bonus because the size of the earned income
tax credit does not depend on a family's filing status but
does vary with the number of children in the family. As

a result, combining the incomes and children of both
spouses on one return can increase or reduce the credit
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they would eceive in relation to what they would get if
they could file single or head-of-household returns.

The credit follows three schedulefor childless
taxpayers, those with one child, and those with two or
more childrer-that do not depend on filing status; that
is, the credit is the same for joint filers, heads of house-

hold, and single filers. Under each schedule, the

credit

increases with earnings to a maximum, is constant at
that maximum for a range of earnings, and then de-
clines to zero (see Figure 2). Beginning with1885

tax year, tax units claiming the EITC also had to satisfy

an asset test that denies the credit to families with

more

than $2,350 of income from interestividends, and

Box 3.

Tax brackets create marriage bonuses when the mar-
ginal tax rate of an individual return exceeds that for a

joint return with the same taxable income. For example,

when a couple's taxable income is between $24,000 and
$40,100, all earned by one spouse, the marginal tax rate
—that is, the tax rate on the last dollar of incerna a

joint return is 15 percent, whereas that on an individual

return is 28 percent. The 13 percentage point differen-

tial yields a marriage bonus of 13 cents for each dollar

of taxable income in that range, over which the bonus,

1996 Marriage Bonuses Resulting from Tax Brackets for One-Earner Couples

measured in dollars, rises from zero to $2,093 (13 pe
cent of $40,100 minus $24,000).

The bonus also rises when taxable income falls bg

tween $58,150 and $96,900 (when the differential bef

tween tax rates is 3 percentage points) and betweg

$121,300 and $147,700 (when the differential is 5 pert

centage points). In all other ranges of taxable incomq
marginal tax rates do not differ for joint and single re-
turns and marriage bonuses do not change.

Tax Brackets and Rates (In percent)

Filing Individually [15| 28 | 31 | 36 \ 39.6
Filing Jointy | 15 | 28 | 31 | 36 \ 39.6
13 Percentage 5 Percen‘tage
Point' ' ] 'Point
Diffefential | | Differenitial
.3 Percentage |,
 Point .
' Differential
6
15,000 [~ ' " ]
L — 5
- ‘ : 1 4
10,000 — ' )
Marriage M;rrlage
- —1 3 onus
Solrlws Dollars | (Asa
(Dollars) (Left scale) percentage
5,000 [~ of taxable
o — ) . Tl 7] income)
o b ) . As a Percentage of e T )
B Taxable Income |
B Right scale
0 (Rig ) 0

24,000 58,150 121,300 263,750
40,100 96,900 147,700

SOURCE: Congressional Budget Office.
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rent. That limitation could impose aamiage penalty
as well.

In 1996, the credit was largest for taxpayers with
two or more children, reaching a maximum of35%.
Families with one child couldeceive up to $2,152 and

Box 4.
1996 Marriage Penalties Resulting from Tax Brackets for
Two-Earner Couples in Which Spouses Have Equal Earnings

Tax brackets create marriage penalties when the mar-
ginal tax rate of a joint return exceeds that for an indi-
vidual return with the same taxable income. For exam-
ple, when a couple's taxable income is between $40,100
and $48,000, earned equally by both spouses, the mar-
ginal tax rate-that is, the tax on the last dollar of in-
come—on a joint return is 28 percent, whereas that on
two individual returns is 15 percent. The 13 percentage
point differential yields a marriage penalty of 13 cents
for each dollar of taxable income in that range, over
which the penalty, measured in dollars, rises from zero
to $1,027 (13 percent of $48,000-$40,100).

The penalty also rises when taxable income falls be
tween $96,900 and $116,300 (when the differential be
tween tax rates is 3 percentage points), betwee)

$147,700 and $242,600 (when the differential is 5 pert

centage points), and between $263,750 and $527,5(
(when the differential is 3.6 percentage points). In al
other ranges of taxable income, tax rates do not diffe
for joint and individual returns and marriage bonuses d
not change.

Tax Brackets and Rates (In percent)
Filing Individually | 15 | 28 | 31 \ 36 30.6
Filng Jointy | 15 | 28 | 31 | 36 ‘ 39.6
13 Per¢éntage | 5Percentage
Paint Point
Differential Differential
3 Percentage 3.6 Percentage
Point Point
Differential Differential
6
15,000 — i
L Dollars
L (Left scale) — 5
B — 4
10,000 |~ ,
Marriage | Marriage
Penalty — 3 Penalty
(Dollars) I 7 (Asa
B percentage
5,000 |— As a Percentage of of taxable
I Taxable Income 1 income)
B (Right scale) — 1
0 0
40,100 96,900 147,700 263,750 527,500 600,000
48,000 116,300 242,600

Taxable Income (Dollars)

SOURCE: Congressional Budget Office.
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childless taxpayers up ®823. For farfies with two
children, the credit equaled 40 percent of earnings up to
$8,890, was constant at $86 when eanings fell be-
tween $8,890 and $11,610, andlohexl by 21.06 per-
cent of AGI exceedin$11,610, disappeimg entirely
when AGI was $28,495 or greaterAll(parameters
apply to 1996dollar values are adjusted for inflation
annually.) For families with one child, the maximum
credit of $2,152 applied for ezsings between $6,330
and $11,610, and phased out completely when AGI
reached $25,078. hidless families eceived the maxi-
mum credit of $323 when their egmgs fell between
$4,220 and $5,280 anéaeived no credit when their
AGI exceeded $800.

Two aspects of the EITC lead to marriage penalties
and bonuses: the credit is the same for all filing sta-
tuses but differs according to the number of children.
Consider first the effect of fixed credit parameters
across filing statuses. Spouses who could qualify indi-
vidually for credits could lose some or all of them when
filing jointly because their combined income would

Figure 2.
Earned Income Tax Credit by Number of Children
and Earnings, 1996 Tax Law

Earned Income Credit (In dollars)

4,000

Two or More Children

3,000

One Child

2,000 -

1,000 -

No Children

‘ \ ‘ \
0 10 20 30
Taxpayer's Earnings or Adjusted Gross Income
(In thousands of dollars)

0

SOURCE: Congressional Budget Office.

move them closer to or beyond the income at which the
credit becomes zero. In addition, when filing individu-
ally, spouses could qualify for two septe credits, not
just the one they can receive as joint filers1986, for
example, a couple with two children in which both hus-
band and wife earn $11,000 incurred armage penalty

of more than $2,900 from the EIT®ae (see Box 5).
Filing jointly in 1996, the couple qualified for ingle
credit of $1,368. If the couple was notaumed and
each spouse filed as a head of household with one child,
each would haveeceived the maximum EITC of
$2,152. Two factors cause the redretin the credit,
which was more than 13 percent of the couple's earn-
ings. First, combining the husband's and wife's earn-
ings puts their total income into the range over which
the credit declines. Second, the couple would qualify
for two separate credits if thepud file individually

but can receive only one credit as joint filers.

The EITC can also impose a marriage penalty on
higher-income two-earner couples if the division of
earnings between spouses is very different. A couple
with two children and $50,000 in eémgs, split 80 per-
cent and 20 percent between husband and wife, would
receive no EITC when filing jointly and pay total taxes
of $4,965. If they were not awried, however, the
lower-earningmember of the coupleoald claim the
maximum one-child credit of $252, based on king
only $10,000 of eanings. Furthermore, eachember
could file as head diousehold, and differences in us-
able standard deductions and personal exemptions
would further reduce the couple's aggte taxes by
$615 below the aount they would pay if they filed
jointly, yielding a total rarriage penalty of $267.

The higher EITC for families with more children
can yield marriagednuses for couples with low earn-
ings. Comining two tax units can allow the resulting
couple to claim an EITC that is greater because taxpay-
ers with one child aceive a larger percentage credit
than those with nohildren and families with two or
more children eceive larger percentages than those
with only one child. For example, if a couple had one
child, the husband earned 860 in 1996, and the wife
did not work, they wuld qualify for an EITC of
$2,040. If they were notanried and thetgld was as-
sociated with the mother, their EITC would$268, all
going to the husband.oidt filing thus yields a bonus
of nearly $1,808-30 percent of their earnings. That
difference occurs because taxpayers with no children
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receive a credit equal to 7.65 percent of earnings in the
phase-in range, whereas those with one child get a 34
percent credit, regardless of tax filing status. The vari-
ance of the EITC with the number of children in a tax
unit cannot impose aarriage penalty: coniing chil-

dren into one unit does not lower either credit percent-
ages or the income ranges over which the credit in-
creases or decreases. Given that the credit does not
increase for tax units with additional children beyond
two means, however, some couples with more than two
children could incur a penalty. That penalty results
from the limitation of a couple to one credit, whereas

each memberauld receive a credit if they were not
married.

Families who have children and earnings below
$10,000 generallyeceive a marriagednus because of
the phase-in of the EITC (see Figure 3). As incomes
rise above $10,000, two-earner couples wiildoen
incur a marriage penalty as their total incomes lead to a
phaseout of their EITC. The penalty is greatd$
percent of earningsfor two-earner families with chil-
dren and total earnings betwe®20,000 and $30,000,
the range in which the EITC disappears for joint filers

A couple with two children and $22,000 in total earn-
ings, split evenly between the husband and the wife,
would have incurred a marriage penalty of $3,d0der
1996 tax law. The penalty results from two factors.
First, if they were not married, both the husband and the
wife could file as heads of household, each claiming one
child as a dependent. As heads of household, their com-
bined standard deductions would have been $11,800,
$5,100 more than the $6,700 standard deduction avail-
able on a joint return. At the couple's marginal tax rate

Box 5.
A Marriage Penalty for a Low-Income Couple with Children

Husbané Wife? Couple
Adjusted Gross Income $11,000 $11,000 $22,000
Less personal exemptions 5,100 5,100 10,200
Less standard deduction 5,900 5,900 6,700
Equals taxable income 0 0 5,100
Tax (At 15 percent) 0 0 765
Less earned income tax credit 2,152 2,152 1,368
Tax Liability -2,152 -2,152 -603

of 15 percent, the lower deduction would have increase
the couple's tax liability b$765 (15 percent of $5,100).
Second, filing separate returns, the husband and wif
each could have claimed the maximum earned incom
tax credit (EITC) for a filer with one child, $2,152. Fil-
ing jointly, the couple would have received only one,
smaller EITC of $1,368. Thuslifig jointly the couple
would have received a payment&&03, about $3,700
less than the $4,304 they would have gotten if the
could have filed separately.

D

$3,701
16.8

Marriage Penalty
As a Percentage of Adjusted Gross Income

SOURCE: Congressional Budget Office.

a.

Baseline for calculating marriage penalty assumes that both husband and wife file as head of household with one child.
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Figure 3.
Marriage Penalties and Bonuses Resulting from the Earned Income Tax Credit, 1996 Tax Law
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but would still exist if the couple were noamied and
earnings were split between parents1986, the larg-

est penalty fell on couples with four or more children in
which each spouse earned $11,610indjointly, such

a couple wouldeceive a credit of $1,111. If the couple
were not married and each parent filed as a head of
household with two children, each wouldceive a
credit of $3,556, or a total of $7,112. Thammge
penalty attributable to the EITC would thus equal
$6,001, more than one-fourth of their earnings. Finally,
childless couples never get a tax bonus from the EITC,
but the credit may impose a penalty on those couples
with two earners whose combined income exceeds
$5,280.

The Phaseout of Personal Exemptions

High-income couples carceive marriagednuses or
incur marriage penalties thugh a provision of the in-
come tax code that denies them some or all of the value
of their personal exemptions. 1996, the phaseout
reduced the personal exemptions taxpayers could claim
by 2 percent for every $2,500 (action of $2500) by
which their adjusted gross income exce#d47,950

for single filers,$147,450 for heads dfousehold, or
$176,950 for joint filers. Because the threshold income
level for single people was two-thirds of the level for
married couples, unmarried couples with twgh in-
comes could have combined incomes uB58,950
higher than if they were anried wihout beingaffected

by the phaseout.

That difference can result in single filers preserving
up to 46 percent of their personal exemptions, com-
pared with married couples. For laildless couple in
the 31 percent tax bracket, the difference would trans-
late into a marriage penalty of more t1#400. If mar-
ried, the couple would lose 46 percent of thei0$B,in
personal exemptionrs$2,300. At a 31 percent tax rate,
the loss would increase their taxes by $#382 percent
of $2,300. Couples withhiddren could bear an even
larger penalty because, if they were not married, they
could file as heads of household and protect their ex-
emptions until their individual incomes reached
$147,450. The penalty borne by such couptaddc
exceed $200.

Conversely, couples who have one high-earner and
one non- or low-earner can receive marriagauses
because the phaseout of exemptions for couples starts
at a higher income level. In practice, the phaseout of

personal exemptionaffects few couples: less than 3
percent of joint filers have incomes above the phaseout
threshold and not all of them incuamiage penalties.

The Limitation on Itemized Deductions

High-income couples can incur aamage penalty be-
cause the tax code limits their itemized deductions more
than if they were not married. Regardlesslofg sta-

tus, the limitation reduces the itemized deductions a
taxpayer can claim by 3 percent of the amount by which
adjusted gross income @eds anindexed thresh-
0ld—$117,950 in 1996. Because the thad is the
same for both single and joint filing statuses, a couple
in which husband and wife each has AGI at the thresh-
old oould claim their full itemized deductions if they
were not married butotild deduct $339 (3 percent of
$117,950) less if they wereamied. The limitabn,
however, cannot generateammage lonuses. Again,
few couples araffected; less than 7 percent of joint
filers are subject to the limitation.

Other Fixed Dollar Limitations

Other features of the tax code that use fixed dollar val-
ues to limit reductions in taxable income or allowable
tax credits can generate marriage penaltieouges.
Limitations that do not differ by filing status, or that
are not high enough to offset for joint filers the effects
of combining a couple's income, impose higher tax lia-
bilities on narried couples than if they were not mar-
ried. Such limitations include the dependent care credit,
the income limit for deductible individual rezgment
accounts (IRAs), and the thresholds for taxation of So-
cial Security benefits, among others.

The dependent care credit, for example, declines
from 30 percent of allowed expenses for tax units with
incomes below $10,000 to 20 percent for those with in-
comes above $28,000, wherefieveed expenses can-
not exceed $200 for one hild and $4800 for two or
more children. A married couple with foumilciren in
which the husband and wife each earn $24,a00dc
receive a credit d8960, but both spousesudd claim a
credit of $1,104 if they were notarried. Most of the
decrease in the credit resulting fronamiage derives
from limiting the total creditable child care expenses to
$4,800. Of the $1,248 penalty in the example, $144
results from the reduction in the percentage rate of the
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Figure 4.
Marriage Penalties and Bonuses by Number of Children and Earnings Split, 1996 Tax Law
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credit and $1,104 comes from the limit on creditable
expenses.

Fixed-dollar limitations generateanriage lbnuses
when the dollar limitation is higher for a couple than for
a single person and when one spouse adds little to the
measure that is subject to the limitation. For example,
a single earner can deduct up to $2,000 in contoibsit
to an IRA if he or she has earnings of at least $2,000
and if his or her adjusted gross income is not more than
$25,000, whereas a couple can do so if its income does
not excee$40,000. A couple with both spouses earn-
ing $25,000 ould take no IRA deduction, but each
member ould deduct $200 if they were not arried.
At the same time, a one-earner couple with a $40,000
income could take the full deduction, but neither spouse
could deduct any reBment contribubns if he or she
were not married. Furthermore, the one-earner couple
could increase their deductible IRA contriloat to
$4,000 because a spouse with no earnings can deduct
up to $2,000.

Which Couples Pa the
Marria ge Tax?

Three factors have the greatest influence on whether a
couple bears a anriage penalty oreceives a marriage
bonus: the couple's total income, theision of that
income between husband and wife, and the presence
and number of children (and other dependents) that de-
termine the filing status of urarriedindividuals and
qualify taxpayers for the EITC and personal exemp-
tions.

The following analysis calculatesamiage penal-
ties and bonuses as the differences in tax foaried
couple filing a joint return versus their filing two sin-
gle—or, if applicable, head-of-househseldeturns. All
income is assumed to be from earnings and each spouse
would claim the standard deduction or itemized deduc-
tions equal to 20 percent of aargs, whichever is
greater. That simplified calculation differs from the
more complete model used in Chapter 3 to estimate
marriage penalties andbuses.

Couples with just one earner (and no unearned in-
come) never incur a marriage penalty agxkive a bo-
nus at all but the lowest income levels. At low incomes,
that bonus results from the additional personal exemp-
tions and standard deduction brought to tlaeriage by
the nonworking spouse and, for couples with children,
larger earned income tax credits (see Figure 4). Upper-
income couples receive their bonuses primarily from the
tax-rate brackets that are wider joint filers than for
single people.

The largest marriageobuses, measured as a per-
centage of income, occur in two distinct cases. First,
two-earner couples with one child and very low incomes
split equally between spouses receive a larger EITC as
the credit phases in and thus receive a bonus of up to 13
percent of their income. Second, low-income single-
earner couples in which each spouse has one child, and
for whom combining children into one tax unit in-
creases the size of the EITC, receive bonuses of up to
11 percent of income (see Figure 4). The largest
bonuses in dollar termsmore than $5,668go to
childless one-earner couples with incomes between
$180,000 and $190,000.

Marriage penalties generally increase as the divi-
sion of income between husband and wife becomes
more equal. At high incomes the penalties result pri-
marily from the different tax-rate brackets for each fil-
ing status, whereas the EITC and differences between
standard deductions for joint filers and single people or
heads of household dominate for couples with low in-
comes. Once again, the penalties, measured as a per-
centage of income, are greatest for low-income couples
who have several children and an equal division of in-
come between spouses; the loss of EITC on joint re-
turns can cost such families up to 18 percent of income.
In dollar terms, the penalty resulting from differences in
tax brackets, limitations on itemized deductions, and
the phaseout of personal exemptions combine to im-
pose the maximum penalynore than $21,5660n
couples whose income is equally divided between
spouses and whose taxable income excgbgdg,500.
Less than 1 percent of married couples have incomes
that high, however, and few of those are likely to have
income divided evenly enough between spouses to gen-
erate such large penalties.






Chapter Three

Magnitudes of Marriage
Penalties and Bonuses

early all married couples incur penalties or
N bonuses that shiftillons of dollars of income

taxes among taxpayers. Depending on how
marriage penalties are calculated, between 14 million
and 23 million narried taxpayers incurred penalties
totaling between $8 billion ar40 kllion in 1996 In
that year, between 24 million and 31 million other cou-
ples benefitted from between $3®libn and $45 bil-
lion in bonuses. Average penalties and bonuses in-
crease with income and more than half of the total value
of each falls on tax units with incomes above $50,000.
Only couples with no tax liability and those few with
incomes falling in specific ranges incur neither a pen-
alty nor a bonus. Less than 10 percent of all joint tax
filers are unaffected under any of the four measures of
bonuses and penalties described below.

Measuring Marria ge Penalties
and Bonuses

The size and imposition ofarriage penalties and bo-
nuses depend on the benchmark used for comparison
against actual tax liabilities. Aarriage penalty equals
the amount by which a couple's tax liability under joint
filing exceeds the taxes theyould pay if the income

tax code allowed them to file as individuals. If they

1. The estimates given in this chapter are based on data from the Internal
Revenue Service's Statistics of Income. See Appendix E for a descrip-
tion of those data.

were allowed to file individually, however, it is not clear
whether the tax code would provide the same set of ex-
emptions, deductions, and credits currently available to
unmarried taxpayers. For exampleheitit joint filing,

the code might not allow taxpayers to file as heads of
household and take advantage of the tax brackets avail-
able under that filing status. If joint filing was not gen-
erally required for married couples, ther@ress might
elect to change dollar limits on various tax provisions,
thus raising or lowering the taxes owed by individual
filers. In sum, it is not clear exactly what provisions of
the tax code should provide the benchmark against
which to estimate marriage penalties anduses.

The aspects of the tax code used to calculate penal-
ties and bonuses determine both the size of those mea-
sures and which couples incur them. In general, mea-
sures that incorporate more aspects of the tax code gen-
erate larger penalties affecting more couples and
smaller bonuses for fewer couples. This analysis fo-
cuses on one basic measure of penalties and bonuses,
but it also compares their size and affected populations
under that measure with similar values calculaisder
one broader and three more limited measures. The
choice of measuraffects both the total amounts of
penalties and bonuses and which couples bear them.

Furthermore, the estimates of marriage penalties
and bonuses made in this analysis understate the full
costs ofjoint filing because they are derived from ob-
servations of couples' incomes under the existing tax
code. Thus, they do not account for behavioral changes
made in response to that code. If the high marginal tax
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rates facing second earners under joint tax filing induce
them to work less than they would under lower rates,
the estimated costs of requiring joint returns are too low
and the values assigned to bonuses too%high. Overall,
joint filing requirements may reduce the labor supply of
married couples by about 1 percent. Thegdoe earn-
ings caused by the tax code impose costnigt on

the workers in the form of lower incomes but also on
society in the form of lost output. In addition, some
couples who appear to benefit from joint filing by re-
ceiving lonuses may actually be worse off: their tax
savings may result from their working less in response
to taxes rather than from the labor supply choices they
would make without taxes.

Finally, regardless of which aspects of the tax code
are used, estimates of penalties and bonuses must make
assumptions about the division of incomes, deductible
expenses and the assignment of dependents. One alter-
native would be a "divorce" model that would set the
following conditions of a divorce: spouses would re-
port their own incomes and itemize their own deduct-
ible expenses, and children would likely go with the
mother. A divorce model would be appropriate if the
relevant baseline corsdg of the taxes that a couple
would owe if they were to dissolve theiamiage.

Alternatively, deductions, exemptions, and children
might be allocated so as to minimize each couple's joint
tax liability. A third possibility would rely on specific
rules for assignment. Estimates of penalties and bo-
nuses using either of those alternatives, rather than a
divorce model, would more likely reflect possible
changes that the Congress might make to alter the tax
treatment of married couples. Consequently, this study
relies on specific assumptions about the division of in-
comes, expenses, and dependents to quantify marriage
penalties and bonuses (see Appendix F for estimates of
penalties and bonuses under a divorce model).

The estimates of marriage penalties anduses
below are just that: estimates. Because they ignore
behavioral responses, they are not measures of how tax
revenues would change ifamried couplesauld file in-
dividual tax returns. Nor are they estimates of the full
economic cets ofjoint filing. They are simply the cal-

2. See "Effects on the Supply of Labor" in Chapter 1 of this study for a

discussion of behavioral responses to increased marginal tax rates.

culated differences between the taxes married couples
pay under current law and the taxes theyd pay if

they had to file individual tax returns given specific
assumptions about the division of incomes, itemizable
deductions, and dependent exemptions between
spouses.

This study's basic measure of penalties and bo-
nuses calculates the penalty or bonus a couple bears as
the difference between the taxes they would pay when
filing jointly under1996 law and the taxes theypwd
pay if they filed singly given the following assump-
tions:

0 A couple's income from investments is divided be-
tween spouses in proportion to their earnings.
Each spouse pays taxes on his or her earnings and
share of investment income. Couples with no earn-
ings are treated as one-earner couples.

Spouses claim the couple's itemized deductions in
proportion to their individual incomes. A spouse
claims the appropriate standard deduction if it ex-
ceeds his or her share of the couple's itemized de-
ductions.

All childless couples file two single returns.

In couples with one child, the higher-earning
spouse claims the child as a dependent and files as
a head of household. The other spouse files a sin-
gle return.

o If a couple has two or more children, the lower-
earning spouse claims one child as a dependent and
files as a head of household. The other spouse
claims all other children and also files as head of
household.

Both spouses can claim the earned income tax
credit if eligible.

To show how the measure used to assess penalties
and bonuseaffects their magnitudes, the analysis also
considers one broader and three more restrictive alter-
natives (see Box 6 for a summary of all five measures).
The broader one is identical to the basic measure dis-
cussed above except that the higher-earning spouse
claims all of the couple's itemized deductions, and the
lower-earning spouse claims the appropriate standard
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Box 6.

Alternative Measures of Marriage Penalties and Bonuses

A marriage penalty or bonus equals the difference be-
tween the tax liability of a couple filing jointly and their
liability if they could file as individuals. The calculation
depends on assumptions about the taxes they would pay
if they filed individually. Calculations differ depending
on the division between spouses for tax purposes of un-
earned income, itemized deductions, and children,
whether individuals can file as heads of household, and
whether individuals can claim amounts of earned in-
come tax credits (EITCs) different from what they
would receive on joint returns. The following measures
differ in their assumptions about how couples would file
tax returns if they were allowed to file separately.

Basic Measure Spouses divide unearned income and
itemized deductions in proportion to their earnings. The
first child is assigned to the spouse with higher earnings,
the second to the lower-earning spouse, and all others to
the higher earner. If eligible, both spouses can file as
head of household and claim the earned income tax
credit.

Broader Measure Same as basic measure except that
the spouse with higher earnings claims all itemized de
ductions and the lower earner takes the appropriate
standard deduction.

Basic Measure Less Head of HousehaldSame as
basic measure except that spouses must file single r|
turns and cannot file as heads of household.

4%
T

Basic Measure Less EITC Same as basic measure
except that penalty or bonus calculation excludes any
changes in eligibility for or amounts of the earned in-
come tax credit.

Basic Measure Less Head of Household and EIT.C
Same as basic measure except that spouses must
single returns and cannot file as heads of household al
the penalty or bonus calculation excludes any changes
eligibility for or amounts of the earned income tax
credit.

file
nd
n

deductior® In general, that broader measure reduces
the tax liability that the couple would incur if spouses
filed individually and therefore increases the calculated
size and incidence of marriage penalties (it has the re-
verse effect on bonuses).

The more restrictive measures result in smaller pen-
alties and larger bonuses. The first does not allow par-
ents to file as heads of household but requires that they
file single returns. That restriction increases the base-
line tax liahlities used to calculate penalties and bo-

same impact on estimated penalties and bonuses that
denying head-of-household filing status does: the base-
line tax liaklities against which penalties and bonuses
are assessed increase, fewer couples incur penalties,
and more couples receive bonuses.

The final measure excludes both head-of-household
filing status and the savings that spouses waddive
from separately claiing the EITC. Combining the two
limitations increases the number of coupleseiving
bonuses with a commensurate reaurctn the number

nuses and thus reduces the size of the penalties and the of couples incurring penalties.

population theffect. It also increases the size of bo-
nuses and the number of couples they affect.

A second more restrictive measure allows parents
to file as heads of household but excludes any effects of
changes in amounts of earned income tax credit that
they would be entitled to claim if they were allowed to
file separate returns. Oniity EITC effects has the

3. This definition is proposed by Daniel R. Feenberg and Harvey S.
Rosen, most recently in "Recent Developments in the Marriage Tax,"

National Tax Journalvol. 47, no. 1 (March 1995), pp. 91-101.

Total Marria ge Penalties
and Bonuses

Under the basic measure of penalties andubes,
nearly 21 nilion couples incurred @rriage penalties
averaging nearly $400 apece in1996, raifg their
taxes by a total of about $28lion. At the same time,
another 25 million couplegceived bonuses averaging
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$1,300 apce, saing them a total of abo®33 hllion they would have if they were required to file as individ-
in taxes (see Table 4). An additional 3 million couples  uals.
incurred neither penalties nor bonuses.
The broader measure of marriage penalties and bo-

Thus, about 51 percent of all married couples paid nuses results in larger estimates of the number and size
lower taxes in 1996 because they filed joint returns, and of penalties and smaller values for the number and size
42 percent paid more. Only 6 percent were unaffected. of bonuses. Compared with the effects of the basic
Under the basic measure of thammge penalty, cou- measure, the broader concept would mean that an addi-
ples paid a total of about $4 billion less in taxes than tional 2 million couples would incur penalties and the

Table 4.
Total Value of and Tax Returns with Marriage Penalties and Bonuses Under
Alternative Measures, Projected 1996

Basic
Broader Basic Basic Basic Measure
Measure Measure Measure Measure Less Head of
of Penalty of Penalty Less Head Less Household
and Bonus and Bonus of Household EITC and EITC
Joint Returns (Millions)

With Penalties 23.0 20.9 18.5 17.8 13.9

Unaffected 2.4 3.1 3.0 4.1 3.9

With Bonuses 23.9 25.3 27.7 27.3 31.4

Total 49.3 49.3 49.3 49.3 49.3

Joint Returns (Percent)

With Penalties 47 42 38 36 28

Unaffected 5 6 6 8 8

With Bonuses 49 51 56 55 64

Total 100 100 100 100 100

Total Value for Joint Returns (Billions of dollars )

Penalties 40.2 28.8 18.1 17.0 8.5

Bonuses 32.2 329 42.2 33.2 44.7
Net Effect on

Tax Liability* 7.9 -4.1 -24.1 -16.1 -36.2

Average Penalty or Bonus for Joint Returns (Dollars)
Penalties 1,750 1,380 980 960 610
Bonuses 1,350 1,300 1,520 1,210 1,420

SOURCE: Congressional Budget Office simulations based on data from the 1993 Statistics of Income.
NOTE: EITC = earned income tax credit.

a. Positive values indicate net penalties; negative values indicate net bonuses.
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average penalty would rise to nearly g0, oughly a

25 percent increase. As a result, total penalties would
be 40 percent higherabout $40 Wiion. More than 1
million fewer couples wouldeceive bonuses, and the
total bonus would fall by less than $1 billion. Under
this measure, couples as a group would pay an addi-
tional $8 billion in taxes because they had filed joint
tax returns.

More restrictive measures would have opposite
effects. Denying the head of household filing status
would shift more than 2 million couples from penalties
to bonuses, reduce the total penalty by neily bil-
lion, and increase the total bonus by roughly $9 billion.
Under that measur@int filing cuts the taxes paid by
couples by about $24llion. Alternatively, restricting

the measure to exclude tax changes resulting from cou-
ples claiming additional EITC would reduce the number
of penalized couples by 3 million and shift 2 million
couples into bonus status. Compared with the basic
measure, it would reduce total penalties by more than
40 percent, but would have little effect on the total
value of bonuses.

Combining both restrictiorsthat is, excluding
both head-of-household filing status and EITC differ-
ences-would remove an additional 4 million couples
from the penalty category and give bonuses to about
4 million more couples. Thaighter measure would cut
the total penalty to less than one-third of that estimated
under the basic deftion. Overall, under this measure,
joint filing would reduce the total tax liability of mar-

Table 5.

Couples Receiving Marriage Penalties and Bonuses by Adjusted Gross Income, Projected 1996

Less Than $20,000- $50,000- $100,000 All
$20,000 $50,000 $100,000 and Over Incomes
Tax Returns (Thousands)
With Penalties 1,100 8,100 9,000 2,700 20,900
Unaffected 2,300 300 500 0 3,100
With Bonuses 5,800 10,000 7,200 2,300 25,300
Total 9,200 18,400 16,700 5,000 49,300
Percentage of All Returns in Income Category
With Penalties 12 44 54 54 42
Unaffected 25 1 3 0 6
With Bonuses 63 55 43 46 51
Total 100 100 100 100 100
Percentage of All Returns in Penalty,
Bonus, or Unaffected Category
With Penalties 5 39 43 13 100
Unaffected 74 10 16 0 100
With Bonuses 23 40 28 9 100
All Returns 19 37 34 10 100

SOURCE: Congressional Budget Office simulations based on data from the 1993 Statistics of Income.

NOTE: Marriage penalties and bonuses are calculated using the basic measure outlined in Box 6.
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ried couples by about $36illlon below what they
would have owed if they had been required to file indi-
vidual returns.

The Distribution of Marria ge
Penalties and Bonuses

Marriage penalties and bonuses are not apportioned
evenly across the income distribution (see Table 5 on
page 31). Instead, lower-income couples are more
likely to receive bonuses, whereas higher-income cou-
ples are about equally likely to incur penalties or re-
ceive bonuses. 11996, couples with ardfusted gross
income of less than $20,08A9 percent of all joint
filers—made up 23 percent of bonus recipients but only
5 percent of couples incurring penalties. By contrast,
couples with an AGI between $50,000 and $100,000
—34 percent of all couplesrepresented 43 percent of

those bearing penalties and 28 percent of thessv-

ing bonuses. Three-fourths of coupliéiag tax returns
and incurring neither bonuses nor penalties had an AGI
below $20,000. Those couples generally owed no
taxes, whether they filed jointly or singly.

In dollar terms, averagearriage penalties and bo-
nuses rise with couples' incomes, but the reverse holds
when they are measured in relation to income (see
Table 6). In 1996, couples witlobuses and AGI be-
low $50,000 paid taxes aveiag betweer$5700 and
$900 less than what theyowld have paid if they had
filed singly, whereas those with bonuses and an AGI
above $100,000 saved an average of nearly $3,000 in
taxes by filing joint returns. Despite those large dollar
differences, the distribution of bonuses was progres-
sive. Affected couples with incomes below $20,000
received bonuses averaging 5 percent of their incomes
in 1996,double that for bonus recipients with incomes
between $20,000 and $100,000 and four times that for
those with incomes above $100,000.

Table 6.

Marriage Penalties and Bonuses by Adjusted Gross Income of Couple, Projected 1996

Less Than
$20,000

$20,000-
$50,000

$100,000 All
and Over Incomes

$50,000-
$100,000

Total Penalty or Bonus for Affected Couples (M

illions of dollars)

Penalties 900 9,600 11,100 7,200 28,800
Bonuses 3,900 8,700 13,500 6.800 32,900
Net Effect on
Tax Liability? -3,000 900 -2,400 400 -4,100
Average Penalty or Bonus for Affected Couples (Dollars)
Penalties 770 1,190 1,240 2,640 1,380
Bonuses 680 870 1,880 2,970 1,300
Average Penalty or Bonus for Affected Couples (Percentage)
Penalties 7.6 3.2 1.7 1.4 2.0
Bonuses 5.0 2.6 2.8 1.2 2.3

SOURCE: Congressional Budget Office simulations based on data from the 1993 Statistics of Income.

NOTE: Marriage penalties and bonuses are calculated using the basic measure outlined in Box 6.

a. Positive values indicate net marriage penalties; negative values indicate net bonuses.
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Table 7.

Joint Tax Returns by Penalty or Bonus Status and Division of Earnings Between Spouses, Projected 1996

Both Spouses

Each Spouse Had Earnings

Earned and One Spouse
at Least Contributed Only One
One-Third of More Than Spouse
Couple's Two-Thirds of Had All
Earnings Couple's Earnings Earnings?® Couples
Joint Returns (Thousands)
With Penalties 10,800 10,100 0 20,900
Unaffected 600 100 2,300 3,100
With Bonuses 600 5,300 19,400 25,300
All Joint Returns 12,000 15,500 21,700 49,300
Percentage of All Joint Returns
With Penalties 22 20 0 42
Unaffected 1 b 5 6
With Bonuses 1 11 39 51
All Joint Returns 24 31 44 100
Percentage of Joint Returns in Income Shares Category
With Penalties 90 65 0 42
Unaffected 5 1 11 6
With Bonuses 5 34 89 51
All Joint Returns 100 100 100 100
Percentage of Joint Returns in Penalty or Bonus Category
With Penalties 52 48 0 100
Unaffected 21 5 75 100
With Bonuses 2 21 77 100
All Joint Returns 24 31 44 100

SOURCE: Congressional Budget Office projections based on data from the 1993 Statistics of Income.
NOTES: Marriage penalties and bonuses are calculated using the basic measure outlined in Box 6.
See Table D-2 for additional data supporting this table.

a. Couples with no earners and those with one earner incur similar marriage penalties and bonuses and are thus combined in the analysis. For
simplicity of exposition, the text refers to both types of couples as having one earner.

b.  Less than 0.5 percent.
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Average penalties vary more widely in terms of
both dollars and percentage of income. Couples at the
bottom end of the income scale who incur penalties
paid an average of nearly $800 idddional taxes,
compared with marriage penalties ageng more than
$2,600 for couples with an AGI above $100,000. For
those in the bottom income category, however, that av-
erage penalty represented nearly 8 percent of income,
compared with less than 2 percent for couples incurring
penalties in the top category. Those couples in the
middle-income ranges who aaffected—namely, those
with an AGI between $20,000 and $100,860curred
penalties averaging about $1,200, not quite 3 percent of
their income.

In combination, rarriage penalties andobuses
raised the total taxes paid by couples with an AGI be-

tween $20,000 and $50,000 and by those with an AGI
above $10@00, and lowered taxes for couples in other
income categories. Filing joint returns increased the tax
bill of the first group by abou$900 nillion in 1996
—the difference between $9.6 billion iramiage penal-
ties and $8.7 billion in bonuses. The one-fifth of all
couples who have incomes below $20,000 benefited as
a group; about $3.9 billion in bonuses offset roughly
$900 nillion in penalties, yielding net tax savings of
about $3 billion because those couplesjdiiet returns.
Couples with an AGI between $50,000 and $100;000
one-third of all joint filers—paid nearly $2.4 billion less

in total taxes because they filed jointly, whereas those
in the top income group paid an additioBdD0 nillion
because they could not file as individuals. Nonetheless,
about one-half of all couples received bonuses and two-
fifths incurred penalties. The net effect within an in-

Table 8.

Marriage Penalties and Bonuses by Penalty or Bonus Status and Division of Earnings

Between Spouses, Projected 1996

Both Spouses

Each Spouse Had Earnin

gs

Earned and One Spouse
at Least Contributed Only One
One-Third of More Than Spouse
Couple's Two-Thirds of Had All
Earnings Couple's Earnings Earnings® Couples
Total Penalty or Bonus for Affected Couples (M illions of dollars)
Penalties 15,200 13,600 0 28,800
Bonuses 100 4,400 28,500 32,900
Net Effect on
Tax Liability” 15,100 9,200 -28,500 -4,100
Average Penalty or Bonus for Affected Couples (Dollars)
Penalties 1,400 1,350 n.a. 1,380
Bonuses 90 830 1,470 1,300

SOURCE: Congressional Budget Office projections based on data from the 1993 Statistics of Income.

NOTES: Marriage penalties and bonuses are calculated using the basic meas
See Table D-2 for additional data supporting this table.
n.a. = not applicable.

Couples with no earners and those with one earner incur similar marriag
simplicity of exposition, the text refers to both types of couples as having ol

ure outlined in Box 6.

e penalties and bonuses and are thus combined in the analysis. For
ne earner.

Positive values indicate net marriage penalties; negative values indicate net bonuses.
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come category results from a significant redistribution
of tax liabilities from those individualseceiving bo-

nuses to those paying penalties.

Couples whose incomes are more equailyded
between husband and wife are more likely to incur mar-
riage penalties and less likely teceive bonuses than
couples in which one spouse's income is significantly
greater (see Table 7 on page 33). Couples with just one
earner made up 44 percent of all couples in 1996 but
represented 77 percent of all returns receiving bonuses,
lowering their income tax liabilities by more than $28
billion compared with what theyauld have owed if
they had filed individual returns (see Table 8). Virtu-
ally no one-earner couples paicimage penalties. By

contrast, couples in which both spouses earned at least
one-third of their combined incom®ne-quarter of all
couples—were disproportionately likely to incur penal-
ties. In 1996 they filed 52 percent of all penalized re-
turns but only 2 percent of returns with bonuses. The
90 percent of such couples who incurred penalties paid
a total of $15 Hion in additional taxes because they
filed jointly, an average penalty of about 400.

Two-earner couples whose income is less equally
divided between spouses were less likely to incur penal-
ties and more likely toeceive bonuses than those with
a more equal division. Nearly two-thirds of two-earner
couples in which one spouse earned less than one-third
of total income paid penalties totaling o$dr3 hllion,

Table 9.

Effective Individual Income Tax Rates of Married Couples Filing Individual or Joint Returns,
by Adjusted Gross Income and Division of Earnings Between Spouses, Projected 1996 (In percent)

Adjusted Gross
Income

Each Spouse

Earned
at Least

One-Third of

Couple's
Earnings

Both Spouses
Had Earnings
and One Spouse

Contributed Only One
More Than Spouse Nonelderly
Two-Thirds of Had Single
Couple's Earnings Earnings® Filers

Less Than $20,000
$20,000 - $50,000
$50,000 - $100,000
More Than $100,000

All Couples

Less Than $20,000
$20,000 - $50,000
$50,000 - $100,000
More Than $100,000

All Couples

Effective Tax Rate when Couples File Joint Tax Returns

-9.9

8.5
125
19.3

13.2

-12.9 -8.2 29

7.8 7.3 10.7
12.0 12.2 16.0
22.9 24.4 258
15.2 15.0 11.3

Effective Tax Rate if Couples Were Required to File Individual Tax Returns

-19.7
5.4
11.0
17.4

112

-13.1 -1.6 2.9

5.9 10.1 10.7
114 15.9 16.0
223 25.7 25.8
14.3 17.6 11.3

SOURCE: Congressional Budget Office projections based on data from the 1993 Statistics of Income.

NOTE: Marriage penalties and bonuses are calculated using the basic measure outlined in Box 6.

a. Couples with no earners and those with one earner incur similar marriage penalties and bonuses and are thus combined in the analysis. For
simplicity of exposition, the text refers to both types of couples as having one earner.
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and the other third received total bonuses of roughly $4
billion. The net effect raised taxes for all such couples
by a total of about $9 billion ih996.

Effective Tax Rates of
Married Couples

Among all couples and within all income categories,
filing joint tax returns generally equalizes the effective
tax rates borne by one- and two-earner married couples,
thus roughly satisfying the goal of having couples with
equal incomes pay comparable taxes. The differences
in effective tax rates under joint and individual filing,
however, indicate that the goal o&rmiage neutrality is

not met. Couples who have incomes between $20,000
and $50,000, for example, paid taxes averaging about 8
percent of their incomes in 1996, regardless of how
much of their income was earned by each spouse (see
Table 9 on page 35). If couples had been required to
file individual returns, the average effective tax rate of
one-earner couples would have been 10 percent, double
the 5 percent rate paid by two-earner couples. A simi-
lar situation occurred for couples whose incomes were
between $50,000 and $100,000.

Joint filing appears to have had a less equalizing
effect on tax rates for couples whose incomes were
above$100,000 and for whom effective 1996 tax rates
ranged from 19 percent to 24 percent compared with a
range of average rates from 17 percent to 26 percent
underindividual filing. The lower effective tax rate
results because two-earner couples in which both hus-
band and wife earn at least one-third of total income
had, on average, lower incomes than other high-income
couples.

A similar but reversed situation occurred for cou-
ples who had incomes below $20,000. Low-income,
two-earner couples had, on average, higher incomes
than their one-earner counterparts. Those with more
equal splits of earnings between husband and wife had
higher incomes than those for which the split was less
equal. That income inequality among types of couples
led to a significant divergence of effective tax rates un-
der joint filing (-8 percent to -13 percent), although that
spread was narrower than that whiclowd have
occurred under individual filing (-2 percent to -20 per-
cent)?

At all income levels, married couples incurred
markedly lower effective 1996 tax rates thamgke tax-
payers, largely because of the separate taxdatdsefor
the two groups and because couples generally can claim
more personal exemptions than single filers. Tax units
whose AGI was above $20,000 faced average effective
tax rates between 1 percentage point and 6 percentage
points lower if they were couples than if they were sin-
gle taxpayers. The difference was much laregedr
percentage points or merfor tax units whose AGI
was under$20,000, primarily because the EITC was
more likely to go to couples than to single filers. The
generally lower incomes of single filers mean that as a
group, they pay a smaller share of their incomes in
taxes than married couples.

4.  Negative tax rates imply that taxpayers receive a payment rather than
paying a tax.

5.  Appendix G discusses the distribution of different types of families
across income categories. Working-age married couples are more
likely to be in higher-income categories than are families headed by
working-age single people or the elderly.



Chapter Four

Labor Market and Demographic
Changes Affecting Marriage
Penalties and Bonuses

ples who have two earners has risen sharply as

the difference between the earnings of husbands
and wives has decreased, particularly for couples with
higher incomes. Those labor market and demographic
changes, which have affected both childless couples and
those with children, have helped to increasdrdmion
of couples incurring mrriage penalties and drop the
proportion eceiving narriage lonuses.

I n the last two decades, the share of married cou-

Between 1969 and 1995, the share of aned
couples in which both spouses worked increased from
46 percent to 60 percent, whereas the proportion with
just one worker fell from 46 percent to 25 percent (see
Figure 5)t Over the same period, fhection of cou-
ples with no workers nearly doubled from 8 percent to
15 percent, reflecting the growth of the elderly popula-
tion and the fing rates of labor force participation
among older men. Thus, although one-half of working
married couples had just one earnet 969, that share
had dropped to less than one-third by 1995.

The increasing likelihood of amried couples hav-
ing two earners was offset during the period by the de-
cline in married couples as a share of allif@mnand
individuals (see Figure 6). For simplicity of exposition,

1. The tabulations presented in this chapter are generally derived from
data from the Current Population Survey by the Bureau of the Census.
See Appendix E for a description of those data.

the following discussion refers to this group as "fami-
lies," including individuals not living with relatives as
families with a singlenember. 1NL969, narried cou-
ples made up two-thirds of all families; 995, that
share had dropped to one-half. Most of the shift re-

Figure 5.
Work Patterns of Married Couples, 1969-1995

Cumulative Percentage of Married Couples

Neither Husband nor Wife Worked

Both Husband and Wife Worked
60 [~

Only Wife Worked

40

20 - Only Husband Worked

0 AN S T [ T T TS TS S N SO N N

1969 1973 1977 1981 1985 1989 1993
SOURCE: Congressional Budget Office tabulations of data from

the Current Population Survey. Data limitations required
interpolation of values for five years: 1970, 1972, 1974,
1975, and 1977.
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Figure 6.
Distribution of Families and Unrelated
Individuals b y Type, 1969-1995

0 Percentage of All Families and Unrelated Individuals

Unrelated Individuals

80 |-

Families Headed by Females
60 \_\
40 |- Families Headed by Males
20 Married Couples
ol v v 1
1969 1973 1977 1981 1985 1989 1993

SOURCE: Congressional Budget Office tabulations based on data

in Bureau of the Census, “Household and Family Char-
acteristics: March 1993,” Current Population Reports,
Series P20, No. 477 (June 1994), and unpublished data
from the Bureau of the Census.

sulted from sharp increases in the number of unrelated
individuals—that is, one-person familiesvhose pro-
portion rose from just over one-fifth tP69 to more
than one-third in 1995. Thieaction of all families
headed by unmarried womdiving with relatives,
mostly mothers and their children, grew less rapidly
over the 1969-1995 ped: from 9 percent to 12 per-
cent of all units. The decline in the relative number of
married-couple faities indicates that a smallBaction

of families file pint tax returns. As a result, fewer fam-
ilies may incur rarriage penalties ordmuses today
than was the case 25 years ago, even though the chang-
ing characteristics of married couples may have sub-
jected more couples to penalties.

Counts of actual tax returns filed in 1969 and 1993
provide somewhat different information but generally
confirm those changes. In 1969, 60 percent of returns
were filed by married couples, 4 percent by heads of
houséold, and 36 percent by single people. 193,
married returns had dewed to 44 percent, heads of

houséold had tripled to 13 percent, and single returns
had risen to 42 percent. Those values differ from the
overall demographic data for two reasons: first, low-
income people need not file returns and generally do so
only to get refunds or the EITC; and second, single de-
pendents file their own returns if they have sufficient
income. Heads of household with low incomes may be
more likely to file returns than other low-income people
because they are likely to qualify for the EITC (which
did not exist inL969).

Workin g-Age Married
Couples

Since 1969, wding-age narried couples have become
increasingly likely to have two earners and to have a
more equal distribution of earnings between husband
and wife (see Table 10). That analysis defines working
-age couples with earnings asamed couples in which
both the husband and wife are between 25 and 64 years
old; in which neither the husband nor the wife reports
negative earnings from self-employment; and in which
either the husband or the wifer both—reports posi-

tive earnings.

Limiting the age range for couples restricts obser-
vations to the population most likely to be in the labor
force, thereby avoiding younger couples who may not
yet have completed their education and older people
who may have only loose ties to the labor force. Omit-
ting couples with negative earnings eliminates the con-
fusion that such uncommon units might create, and re-
quiring that couples have some earnings focuses the
analysis on couples in the labor force. For 1995, con-
straining the base population in those ways omits just
over one-fourth of all married couples. (See Aptie
H for a more complete discussion of limitations im-
posed on the observed population.)

The fracton of working-age rarried couples in
which both spouses held jobs rose from just under one-
half in 1969 to nearly three-fourths in 1995. Over the
same period, thigaction of couples in which both hus-
band and wife earned at least one-third of the couple's
total earnings doubled from 17 percent to 34 percent.
The near halving of the proportion of couples with just
one worker reduced the likelihood that couples would
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Table 10.
Distribution of Workin  g-Age Married Couples, b y Division of Earnin gs Between Spouses in
1969, 1979, 1989, and 1995

Both Spouses Had

Each Spouse Earnings and One Spouse
Earned at Least Contributed More
One-Third of Than Two-Thirds of Only One Spouse
Year Couple's Earnings Couple's Earnings Had Earnings All Couples

Working-Age Married Couples (Thousands)

1969 5,600 10,100 16,700 32,400
1979 7,500 12,700 13,700 34,000
1989 11,800 15,100 11,300 38,200
1995 13,600 15,200 11,300 40,100

Percentage of All Working-Age Married Couples

1969 17.2 31.2 51.7 100.0
1979 22.2 37.4 40.4 100.0
1989 30.9 39.5 295 100.0
1995 33.9 37.9 28.2 100.0

SOURCE: Congressional Budget Office tabulations of data from the March Current Population Survey for 1970, 1980, 1990, and 1996.

NOTE: Working-age married couples include only those in which both spouses are between ages 25 and 64, neither spouse has negative earnings,
and at least one spouse has positive earnings.

receive marriagednuses, and the greater equality of ~ $100,000 increased over the samegaefrom 63 per-
earnings between spouses increased both the share of cent to 87 percent. Nearly 80 percent of couples in the
couples bearing marriage penalties and the size of those highest earnings groggmore than $100,066had two
penalties. The changes in the earnings patterns of mar- earners in 1995, almodbuble the 43 percent @B69.
ried couples varied markedly, depending on a couple's By the end of the period, couples in the highest income
total earnings, age, and presence and number of chil- category were more likely to have two earners than
dren. those whose incomes were below $50,000 and nearly as
likely as those whose incomes were between $50,000
and $100,000.

Changes in Earnings Amorg In part, the shift results from two earners generat-

] ing more income than one, so that a couple in which

Income Cateyories both husband and wife work is less likely to have earn-
ings low eough to fall into the bottom income cate-

Between 1969 and®B5, the percentage of vkimg-age gory. Having two earners increases the likelihood that

married couples in which both husband and wife a couple's income puts them in one of the higher earn-
worked increased at all earnings levels, but rose more ings categories. Regardless of the reason for the shift,
for couples with high earnings than for those with low  the rise in two-earner couples over the last quarter cen-
earnings (see Table 11). In 1995, 31 percent of couples tury was concentrated in the higher income categories,
with earnings below$20,006-in 1995 dollars—had where marriage penalties are generally larger and more
two workers, compared with 29 percent in 1969. By prevalent. The shift in working patterns ofumed
contrast, the share of couples with two earners whose couples has thus intensified the problem of marriage
combined earnings were betweeb50,000 and penalties.
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Table 11.

Percenta ge of Workin g-Age Married Couples with Two Earners, by Total Income in 1969, 1979, 1989, and 1995

More
Less Than $20,000- $50,000- Than All
Year $20,000 $50,000 $100,000 $100,000 Incomes
1969 28.5 46.0 62.7 43.0 48.3
1979 29.5 56.3 73.4 56.7 59.6
1989 38.0 66.6 82.7 78.7 70.5
1995 30.9 69.7 87.0 78.6 71.8

SOURCE: Congressional Budget Office tabulations of data from the March Current Population Survey for 1970, 1980, 1990, and 1996.

NOTES: Working-age married couples include only those in which both spouses are between ages 25 and 64, neither spouse has negative earnings,

and at least one spouse has positive earnings.

Incomes are measured in 1995 dollars.

Husbands and wives now earn more nearly equal
incomes than they did 25 years ago. The change oc-
curred within all income groups, but was more pro-
nounced amng those with the highest earnings (see
Table 12). Among working-age couples with total
earnings betwee$i20,000 and $50,000 (in 19%®I-
lars), the proportion of couples in which both spouses
earned at least one-third of the couple's total earnings
doubled from 15 percent itR69 to 32 percent in 1995.
Couples whose total earnings were ab$1€0,000
showed even greater movement toward equalregs
between spouses: over the 1969-199%dethefrac-
tion of those couples in which each spouse earned at
least one-third of the couple's earnings tripled from
10 percent to 33 percent. Even so, in 1995, an equal
division of earnings between spouses was most likely
for couples in the next lower income category (between
$50,000 and $100,000).

Both the increased likelihood of having two earners
and the greater equality of husbands' and wives' earn-
ings increased the chances that working couples would
incur a marriage penalty at income tax time. Those
shifts were more likely to occur for couples with high
earnings, which aggravated the situation because
higher-income families generally bear greatarmage
penalties-in dollar terms, although not as a percentage
of income (see Table 6 in Chapter 3).

Changes in Earnings Among
Age Catayories

Both the portion of working-age couples with two earn-
ers and the equality of earnings between husband and
wife increased for all age groups between 1969 and
1995, but the increases were greater for couples in
which both spouses were under age 55 (see Tables 13
and 14). In 1969 0ughly one-half of working couples

in each age categenrdefined in terms of the age of the
older spouse-had two earners, and couples in the 55 to
64 age group were only slightly less likely than younger
couples to have two workers. By 1995, three-quarters
of couples in each of the younger age groups had two
earners compared with less than 60 percent of couples
in the oldest age category. The trend of wives entering
the labor force appears to have been offset in the oldest
age group-in which the older spouse was between 55
and 64 years oldby the decreasing participation of
men over age 55.

Between 1969 and 1995 husbands and wives in
every age group moved toward greater equality of earn-
ings, and again the trend was stronger for younger cou-
ples. The share of couples in which both spouses
earned at least one-third of the couple's income more
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Table 12.
Percenta ge Distribution of Workin  g-Age Married Couples, b y Division of Earnin gs Between
Spouses and Total Income in 1969, 1979, 1989, and 1995

Both Spouses Had
Earnings and One Spouse
Contributed More

Each Spouse
Earned at Least

One-Third of Than Two-Thirds of Only One Spouse
Year Couple's Earnings Couple's Earnings Had Earnings
All Income Cate gories
1969 17.2 31.2 51.7
1979 22.2 37.4 40.4
1989 30.9 39.5 295
1995 33.9 37.9 28.2

Couple's Income Less Than $20,000

1969 7.1 214 71.5
1979 9.7 19.9 70.5
1989 12.3 25.7 62.0
1995 11.6 19.3 69.1
Couple's Income $20,000 to $50,000
1969 14.9 311 54.0
1979 20.3 36.0 43.7
1989 27.3 394 334
1995 321 37.6 30.3
Couple's Income $50,000 to $100,000
1969 274 354 37.3
1979 29.3 44.1 26.6
1989 40.2 42.5 17.3
1995 44.4 42.7 13.0
Couple's Income More Than $100,000
1969 9.9 331 57.0
1979 16.0 40.6 43.3
1989 325 46.3 21.3
1995 325 46.1 214

SOURCE: Congressional Budget Office tabulations of data from the March Current Population Surveys for 1970, 1980, 1990, and 1996.

NOTES: Working-age married couples include only those in which both spouses are between ages 25 and 64, neither spouse has negative

earnings, and at least one spouse has positive earnings.

Incomes are measured in 1995 dollars.
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Table 13.
Percenta ge of Workin g-Age Married Couples with Two Earners, by Age of Older Spouse
in 1969, 1979, 1989, and 1995
Age of Older Spouse All Age
Year 25-34 35-44 45-54 55-64 Groups
1969 46.5 49.5 51.2 44.8 48.3
1979 67.7 63.5 59.8 44.8 59.6
1989 76.0 74.2 71.8 54.0 70.5
1995 76.7 74.1 74.2 57.9 71.8

SOURCE: Congressional Budget Office tabulations of data from the March Current Population Surveys for 1970, 1980, 1990, and 1996.

NOTE:
and at least one spouse has positive earnings.

W orking-age married couples include only those in which both spouses are between ages 25 and 64, neither spouse has negative earnings,

than doubled for thoaender age 45, from 15 percent in
1969 to more than 35 percentlif95. By contrast, the
oldest age group experienced little change in the equal-
ity of earnings between spouses, and the eoaige
value rose only 7 percentage points from 19 percent to
26 percent. The greater equality of earnings for youn-
ger couples means that they are significantly more
likely to incur marriage penalties than theilder coun-
terparts, all else being equal. Furthermore, if the ten-
dency toward greater earnings equality among the
young s$gnals a long-term trend that will extend over
time into older age groups, the pattern may foreshadow
further increases in the number of couples who will be
subject to marriage penalties in the future.

Changes in Earnings by
Number of Children

Working-age couples were more likely to have two
earners in 1995 than in 1969, regardless of how many
children they had. By 1995, more than two-thirds of
couples in each categerwith none, one, and two or
more childrer-had two earners. The increase in that
likelihood over the period was greater for those with
two or more children than for those with none or one
(see Table 15). Between 1969 and 1995 fridetion

of couples with two or more children and both parents
working rose by more than one-half, from 43 percent to

69 percent. By contrast, comparable values lidd-c

less couples grew about one-third, from 53 percent to
72 percent, largely because childless couples are gener-
ally older than couples with children and, as discussed
above, older couples are less likely than their younger
counterparts to have two earners.

Equality of earnings between spouses also in-
creased during th£969-1995 péod for couples, re-
gardless of the number of children, and couples with
children had larger increases than those wibine.
Even so, at the end of the period, couples with two or
more children had less parity of earnings than other
couples (see Table 16). In 1969, one-fourthhiltle
less couples had both spouses earning at least one-third
of their total income, compared with one-fifth of cou-
ples with one child and one-ninth of couples with two
or more children. By.995, more than 36 percent of
couples with no children or one child showed that de-
gree of earnings equaktabout 7 percentage points
more than couples with two or more children. Couples
with children are more likely than their childless coun-
terparts to incur marriage penalties, especially at lower
earnings levels, and the increased equality of earnings
between spouses served only to aggravate the situation
during thel969-1995 péod.

One rationale for the tax code's equal treatment of
one- and two-earner couples could be to provide an in-
direct subsidy for families in which one parent stays
home to care for children. Such a rationale might be
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Table 14.
Percenta ge Distribution of Workin  g-Age Married Couples, b y Division of Earnin gs Between
Spouses and A ge of Older Spouse in 1969, 1979, 1989, and 1995

Both Spouses Had

Each Spouse Earnings and One Spouse
Earned at Least Contributed More
One-Third of Than Two-Thirds of Only One Spouse
Year Couple's Earnings Couple's Earnings Had Earnings

All Age Groups

1969 17.2 31.2 51.7
1979 22.2 37.4 40.4
1989 30.9 39.5 29.5
1995 33.9 37.9 28.2

Older Spouse A ge 25-34

1969 15.2 314 53.5
1979 27.4 40.3 32.3
1989 36.2 39.8 24.0
1995 39.9 36.7 23.3

Older Spouse A ge 35-44

1969 14.7 34.8 50.5
1979 21.9 41.6 36.5
1989 32.2 42.0 25.8
1995 34.8 39.3 25.9

Older Spouse A ge 45-54

1969 195 31.7 48.8
1979 21.0 38.7 40.2
1989 31.0 40.8 28.2
1995 33.8 40.4 25.8

Older Spouse A ge 55-64

1969 19.3 254 55.2
1979 17.8 27.0 55.2
1989 21.4 32.6 46.0
1995 25.8 32.1 42.1

SOURCE: Congressional Budget Office tabulations of data from the March Current Population Surveys for 1970, 1980, 1990, and 1996.

NOTE: Working-age married couples include only those in which both spouses are between ages 25 and 64, neither spouse has negative earnings,
and at least one spouse has positive earnings.
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valid if families with children typically have only one
earner. That situation was common in the past but defi-
nitely does not prevail today. In 1969, nearly one-half
of all families with children were headed by couples
with just one earner; by 1995, that share had fallen
below one-fifth, whereas the frémt headed by two-

earner couples had risen above one-half (see Table 17).

Over the same pied, thefraction of families with chil-
dren headed by a single parent more than doubled, from
13 percent to 30 percent. In view of such major demo-
graphic changes, equal tax treatment of one- and two-
earner couples cannot be justified on the basis of aiding
children. If the tax system has as one objective the fa-
vorable tax treatment of families with children, the tax
code can better offer such benefits directly through
higher exemptions or credits for children. Preferential
tax treatment of single-parent families, however, as
provided by the head-of-household filing status, might
offer reasonably well-targeted assistance to families
with children. Even so, a subsidy offered directly to
families with children would almost certainly provide a
more effective form of assistance.

Table 15.

Percenta ge of Workin g-Age Married Couples
with Two Earners, b y Number of Children in
1969, 1979, 1989, and 1995

Two
No One or More All
Year Children Child Children Couples
1969 53.0 53.3 43.2 48.3
1979 59.9 65.0 56.4 59.6
1989 70.4 75.9 67.2 70.5
1995 71.6 76.9 69.1 71.8

SOURCE: Congressional Budget Office tabulations of data from
the March Current Population Survey for 1970, 1980,
1990, and 1996.

NOTE: Working-age married couples include only those in which
both spouses are between ages 25 and 64, neither spouse
has negative earnings, and at least one spouse has positive
earnings.

Overview

Two complementary trends emerged over the last quar-
ter century: there were more working-age couples with
two earners and greater parity of earnings between hus-
bands and wives. Those trends occurred in all earnings,
age, and child categories, but were concentrated more
among couples witlmigher earnings, in younger age
groups, and with children. The patterns should have
given more couples anriage penalties and fewer cou-
ples bonuses, simply because penalties occur more fre-
guently for two-earner couples with a more equal divi-
sion of eanings between husband and wife than for
those whose earnings are less equally divided. The
trends in earnings sind®69 have made anriage pen-
alties more likely for all couples, particularly for those
with high earnings, those with both spouses under age
55, and those with children. At the same time, the
sharp decline in all categories in the proportion of one-
earner couples has meant a corresponding drop in the
number of couples benefiting fromamiage lonuses,
which go to virtually all couples with one earner and
occur more frequently for couples who have a less
equal division of earnings.

An estimate of the effect of demographic and
earnings changes sint869 on rarriage penalties and
bonuses can be obtained by superinmgpshe 1969
distribuion of married couples and their edmgs on
the projected 1996 distridoh and comparing the size
and incidence of penalties and bonuses ub@e6 tax
law (see Table 18; statistics in tleldwing discussion
include only working-age couples with some earnings).
Thus, if married couples 1996 had work and eangs
patterns similar to those of their counterpart$969,
the fracton of couples incurring arriage penalties
would be markedly lower30 percent compared with
47 percent-and the fragobn receiving bonuses would
be much higher64 percent rather than the actual 48
percent. Those estimates support the conclusion that
labor market and demographic changes over the last
quarter century have increased the likelihood that cou-
ples will incur narriage penalties.
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Table 16.

Percenta ge Distribution of Workin  g-Age Married Couples, b y Division of Earnin gs Between
Spouses and Number of Children in 1969, 1979, 1989, and 1995

Each Spouse
Earned at Least
One-Third of

Both Spouses Had

Earnings and One Spouse

Contributed More

Than Two-Thirds of Only One Spouse

Year Couple's Earnings Couple's Earnings Had Earnings
All Couples
1969 17.2 31.2 51.7
1979 22.2 37.4 40.4
1989 30.9 39.5 29.5
1995 33.9 37.9 28.2
No Children
1969 24.4 28.6 47.0
1979 27.0 32.9 40.1
1989 34.3 36.2 29.6
1995 36.3 35.3 28.4
One Child
1969 19.3 34.1 46.7
1979 24.6 40.4 35.0
1989 34.9 41.1 241
1995 37.6 394 23.1
Two or More Children
1969 11.3 31.9 56.8
1979 16.3 40.1 43.6
1989 25.0 42.2 32.8
1995 29.2 39.9 30.9

SOURCE: Congressional Budget Office tabulations of data from the March Current Population Surveys for 1970, 1980, 1990, and 1996.

NOTE: Working-age married couples include only those in which both spouses are between ages 25 and 64, neither spouse has negative earnings,

and at least one spouse has positive earnings.

Additional evidence of the effects of ¢tgang earn-
ings and demographics comes from the work of econo-
mists James Alm and Leshk&hittington, who found a
general rise since 1970 in the percentage of couples
incurring a narriage taX.  Usg both different as-

2. James Alm and Leslie A. Whittington, "The Rise and Fall and Rise ...
of the Marriage Tax,National Tax Journal vol. XLIX, no. 4

(Decemben996), pp. 571-589.

sumptions and data from those of the analysis dis-
cussed in Chapter 3, Alm and Whittington concluded
that the share of couples incurring penalties rose from
less than 40 percent in 1970 to nearly 60 percent in
1994, whereas the fraan receiving bonuses fell from

50 percent to less than 30 percent. Among couples in-
curring penalties, the average penalty rose through the
1970s from about $600 to more than $1,800 (in 1994
dollars) before falling to $000 in 1990 and then rising
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Table 17.

Percenta ge Distribution of Families with Children,
by Type and Number of Earners in Married
Couples in 1969, 1979, 1989, and 1995

One-Earner Two-Earner Single-
Married Married Parent
Year Couples Couples Families
1969 44.6 41.1 12.9
1979 29.8 46.9 211
1989 21.0 51.4 25.1
1995 18.7 50.2 29.6
SOURCE: Congressional Budget Office tabulations of data from

the March Current Population Surveys for 1970, 1980,
1990, and 1996.

NOTE: Married couples with zero or negative earnings are excluded.

again to $1,200 in 1994. cBuses followed a similar
pattern, rising from neari$800 in 1971 to more than
$1,600 in 1980 and thenlifag to just over $1000 by
1994.

The Alm and Whittington analysis further demon-
strates that changes in earnings and demographic char-
acteristics have led to larger marriage penalties. One
simulation held tax law constant and found that
changes in the earnings of couples have caused the av-
erage effect of marriage on income tax iliibs to
change from a bonus of betwe$600 and $800 in
1970 to a penalty d8400 in 1994 (all in 199dollars).

An alternative simulation holding the makeup of the
population fixed atLl992 levels demonstrated that al-
though changes in tax law have caused average penal-
ties to vary widely over the past two decadbstween

more than $600 in the early 1970s to just over $200 in
the late 1980sthose changes alone have not increased
the likelihood that couples will incur penalties. Al-
though the Alm and Whittington analysis relies on dif-
ferent assumptions and data than does this study, it pro-
vides support for the conclusion that changing earnings
patterns and demographics have made marriage penal-
ties more common.

Table 18.
Simulated Effects of Demo graphic Chan ge on
Marria ge Penalties and Bonuses, 1969 and 1996

Simulated Estimated
1969 1996

Percentage of Returns
with One Earner 57 38
Percentage of Earnings
Going to One-Earner
Couples 52 30
Percentage of
Returns with:

Penalty 30 47

Bonus 64 48

Neither penalty

nor bonus 6 5

SOURCE: Congressional Budget Office simulations based on data
from the 1993 Statistics of Income and the March Cur-
rent Population Surveys for 1970 and 1996.

NOTE: Estimates for 1969 were calculated by superimposing the
distribution of working-age couples by age and division of
earnings between husband and wife on measures of mar-
riage penalties and bonuses projected for 1996. The simu-
lations for 1969 thus implicitly assume that 1996 tax law
would apply to the 1969 distribution of married couples.




Chapter Five

Reducing Marriage Penalties

ecent growth in the size ofarriage penalties
R and the number of couples who are subject to

them has renewed interest in the effect of joint
filing on the taxes people pay. There are several ap-
proaches to the problem.

At one extreme lie minor changes within the current
tax system, including tax credits to offset the penalty,
changes in tax brackets and standard deduction levels,
or reenacting the two-earner deduction. For low-
income families, changing the structure of the earned
income tax credit could redue@erhaps to zersthe
marriage penalties that it generates. Such proposals
would reduce the impact of the penalties but not elimi-
nate them.

At the other extreme is a reviens to the situation
that existed before 1948, in which ialtlividuals had to
file single tax returns and pay taxes on their own in-
come. That change would totally eliminate the mar-
riage penalty but also get rid of bonuses and impose a
large redistribution of tax burdens amongrred cou-
ples. An intermediate approaehllowing couples to
elect either joint, single, or, if appropriate, head-of-
household filing statuswould remove penalties but
leave bonuses in place, thus éagsibstantial revenue
losses and complicating the tax system. Finally, pro-
posals to replace the current income tax with either a
simpler tax on incomes or some form of consumption
tax would change the existing pattern of penalties and

1. Jonathan Barry Forman offers a range of options in "What Can Be
Done About Marriage Penalties?amily Law Quarterlyvol. 30, no.
1 (Spring 1996), pp. 1-22.

bonuses in ways that will be apparent only after the
plans for reform are more specific.

Any change in the tax system for the purpose of
reducing or eliminating arriage penalties must con-
front a basic trade-off. Because marriage penalties
mean that many couples pay higher taxes than they
would if they were not required to file as a couple, low-
ering the penalties requires either that taxes on single
and head-of-household filers be raised or that taxes on
joint filers be cut. The former approaclowid almost
certainly bring complaints from those not filing jointly
that the tax laws again discriminated against them with
a new "singles penalty.” The latter approach would
reduce tax revenues unless other changes make up for
the loss. Furthermore, the more it reduced penalties,
the greater would be the revenue loss. Changes that
reduce marriage penalties gut incurring revenue
losses must redistribute the burden of taxes away from
couples now incurring penalties and toward other tax-
payers—namely, either couples now receiving bonuses
or unmarried taxpayers. That basic trade-off limits
what the different options can accomplish.

A final issue concerns the relationship between
marriage penalties ancbuses. Changes in the tax
code that reduce penalties are generally blunt instru-
ments that affect all joint filers, whether they incur bo-
nuses or not. As a result, they tend o to reduce
penalties but to increase existing bonuses and create
new ones. One important measure of the efficiency of
policies to lower penalties involves the extent to which
they also raise bonuses.



48 FOR BETTER OR FOR WORSE: MARRIAGE AND THE FEDERAL INCOME TAX

June 1997

If different optionsaffect taxpayers in different

parts of the income distribution, combining options

The following analysis, however, considers only indi-
vidual options.

could serve to spread the benefits of change more
equally among couples who are currently penalized.
For example, widening tax brackets and raising the

standard deduction for joint filers reduces penalties pri-

Widen Tax Brackets and Raise

marily for couples who have incomes above $50,000,

whereas revising the EIT&ffects low-income couples

most. Combining the two options would reduce penal-
ties for the entire income distribution. Even so, couples

currently incurring rarriage penalties ould receive

varying degrees of relief. Furthermore, because options

may interact with each other, the effects of ciminlg

two of them would not equal the sum of their individual
effects. Many combinations of options are possible.

the Standard Deduction for
Joint Filers

The cause of marriage penalties for mangdte- and
high-income couples is that joint filers face tax brackets
that are less than twice as wide as those for single filers
and a standard deduction less than twice that for sin-

Box 7.
Setting Tax Brackets and Standard Deductions for Joint Filers to Twice Those for Single Filers

Simulations of the option setting tax brackets and stan-
dard deductions for joint filers equal to twice those for
single filers assumed that the 28 percent, 31 percent,
and 36 percent tax brackets for joint filers start at tax-
able incomes twice those for single filers. Doubling the
current starting point for the 39.6 percent bracket was
considered too extreme, however. Instead, the lower
end of that bracket for 1993 was taken to be 1.67 times
the appropriate starting point for single filers. Thus, the
simulation took the start of the 39.6 percent bracket for
single filers for 1993 to be $150,0080ubled that to
obtain a new 39.6 percent bracket starting income for
joint filers for 1993, and indexed both values forward to
1996. The resulting starting points for the top tax
bracket were thus assumed to be $158,250 for single

Lowest Taxable Income for Tax Rates (In dollars)

filers and $316,500 for joint filers. Those values com-
pare with $263,750 for botliifig statuses under cur-
rent law. Furthermore, the simulations assumed bracket
starting points for heads of household halfway between
those for single and joint filers.

Simulations assumed standard deductions for thp
three filing statuses of single filers, $4,000; heads of
household, $6,000; and joint filers, $8,000, compared
with $4,000, $5,900, and $6,700, respectivalyler
current law.

The tax brackets used in the simulations were as fo
lows:

Tax Rate Single Filers Head of Household Joint Filers

(Percent) Current Simulated Current Simulated Current Simulatefd
15 0 0 0 0 0 0

28 24,000 24,000 32,150 36,000 40,100 48,000
31 58,150 58,150 83,050 87,225 96,900 116,300
36 121,300 121,300 134,500 181,950 147,700 242,60(
39.6 263,750 158,250 263,750 237,375 263,750 316,50(

SOURCE: Congressional Budget Office.
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gles. For example, in 1996 the 15 percent tax bracket
for joint filers applied to the firs$40,100 of their tax-
able income-1.67 times the $24,000 first bracket for
single filers. Similarly, the 1996 standard dedrctor

joint filers was $6,708-or 1.68 times that for single
filers. Because the ratios are less than two, married
couples in which husband and wife have roughly equal
incomes pay higher taxes than they would if they were
not married. Widening the tax brackets to twice the
width of single brackets and setting the joint standard
deduction to twice that for singles would eliminate that
source of marriage penalties. At the same time, how-
ever, it would create newarriage lonuses for many

couples and increase those for most couples now re-
ceiving them.

An alternative approach to reducingumage pen-
alties would be to make standard deductions and tax
brackets for single filers equal to one-half of those cur-
rently available to joint filersParameters for heads of
household wuld be set midway between the two. Such
changes would increase the taxes of single and head-of-
household filers and thus increase federal tax revenues.
Because the incomes of such filers are generally lower
than those of joint filers, the revenue impact of the
change would be smaller.

Figure 7.

Projected 1996 Marria ge Penalty Relief Under Alternative Proposals, Basic Measure of Marria

Percentage of Marriage Penalty Removed

ge Penalty

100
80 [—
Widen Brackets
B ($25billion) .
---------------- Credit Against
ey o
°0 ($10 billion)
40 1~ Expand EITC
($4 billion) .=
i NN Two-Earner
- Deduction
20| - ($9 billion)
0 . .
Under $20,000 $20,000-$50,000 $50,000-$100,000 Over $100,000 All
Families

Adjusted Gross Income

SOURCE: Congressional Budget Office projections based on data from the 1993 Statistics of Income.

NOTES:

The basic measure of penalty and bonus assumes that income is divided between spouses based on the division of earnings; itemized
deductions are divided in proportion to income; childless couples file two single returns; in couples with one child, the higher-earning
spouse files as head of household and the lower-earning spouse files as single; in couples with two or more children, both spouses file as
head of household and the higher-earning spouse claims all but one child; and all filers claim earned income tax credit (EITC) if eligible.

The 1996 revenue cost of each proposal is shown in parentheses.
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Setting tax brackets and standard deductions for
joint filers at twice those ofirggle filers would reduce
federal tax revenues by an estimated $#llbi mea-
sured at 1996 income levels (see Box 7 on page 48 for
details of this option). The tax reduction would be
shared almost equally between couples now incurring
marriage penalties and those currently receiving bo-

nuses. On the whole, the changes would reduce mar-
riage penalties by 44 percent (see Figure 7 on page 49).
That reduction would go primarily to couples with in-
comes above $50,000, whose total penalyld fall

by two-thirds; lower-income taxpayers would have their
penalties reduced by just over one-tenth. At the same
time, because their top tax bracket would begin at a

Figure 8.

Projected 1996 Tar get Efficienc y of Alternative Proposals to Relieve Marria

Basic Measure of Marria ge Penalty

ge Penalties,

Widen Tax Brackets

51 Percent to Couples
with Bonuses

7 Percent in Excess
of Penalty

43 Percent Offsetting
Penalties

Expand EITC

11 Percent in Excess
of Penalty

1 Percent to
Couples with
Bonuses

88 Percent Offsetting
Penalties

Two-Earner Deduction

7 Percent in Excess of Penalty

10 Percent to Couples
with Bonuses

3 Percent to
Unaffected Couples

80 Percent Offsetting
Penalties

Credit Against Tax

11 Percent in Excess of Penalty

3 Percent to Couples
with Bonuses

4 Percent to
Unaffected Couples

82 Percent Offsetting
Penalties

SOURCE: Congressional Budget Office projections based on data frzom the 1993 Statistics of Income.

NOTE: The basic measure of the penalty and bonus assumes that income is divided between spouses based on the division of earnings; itemized
deductions are divided in proportion to income; childless couples file two single returns; in couples with one child, the higher-earning spouse
files as head of household and the lower-earning spouse files as single; in couples with two or more children, both spouses file as head of
household and the higher-earning spouse claims all but one child; and all filers claim the earned income tax credit (EITC) if eligible.
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lower taxable income than under current law, high-
income taxpayers filing singly or as heads of household
would pay an addition&140 nillion in taxes.

Reducing marriage penalties by wiitey tax
brackets and increasing the standard deduction for joint
filers is highly inefficient because one-half of the reve-
nue cost to the government would go to couples already
receving marriage lmnuses (see Figure 8). Further-
more, more than five-sixths of the rougBl¥3 hllion
in reduced taxes for current bonus recipients would go
to couples with incomes above $50,000, who incur less
than two-thirds of all current penalties.

Setting tax brackets and standard deductions for
joint filers at twice those for single filers would largely
return the tax bracket relationships to what they were
before 1969. Adndicated in the historical discussion
above, the Congress changed the tax cod®@® to
reduce the "singles penalty,” the higher taxes that many
taxpayers incurred because they were not married.
Changes made that year drew a compromise between
marriage andisgles penalties, creating the former in
the process of reducing the latter. Reversing that action
could rekindle the complaints of single filers that the
tax code discriminates against them. Even if changes
left their taxes unaffected, single filers might object that
lowering the taxes of arried couples auld leave sin-
gles worse off in relative terms, again paying higher
taxes because they are single than they would if they
were married.

Exempt from Taxes Some
Income of Lower-Earning
Spouse

One cause of marriage penalties is that the diofitar

of taxable income of the lower-earning spouse is taxed
at the marginal tax rate of the higher-earning spouse.
Although the wider tax brackets for joint filers reduce
the taxes paid on the higher-earning spouse's income,
the higher initial tax rate faced by the lower-earning
spouse creates a disincentive for that spouse to work at
all. Furthermore, it results in a marriage penalty if that
spouse earns a large enough share of the couple's total
income. Exempting part of the lower-earning spouse's

income from taxation would alleviate this problem.
One approach to such an exemption would be to restore
the second-earner deduction.

Between 1982 and 1986, two-earner couples were
allowed to deduct from taxable income 10 percent (5
percent in 1982) of the @dngs of the lower-earning
spouse, up to a maximum of $3,000. The Tax Reform
Act of 1986 eliminated the pvision, in part because
other changes in the tax law had reduced the size of
marriage penalties, but also to offset the act’'s revenue
losses. Restoring the two-earner deduction would re-
duce or eliminate the marriage penalty for many cou-
ples. For example, a couple with one spouse earning
$30000 and the other edng $20,000 wuld be
shifted from incurring @195 penalty toeceiving a
$105 onus (see Box 8). Overall, restoring the deduc-
tion would lower the total arriage penalty levied in
1996 by pughly one-third at an estimated cost of $9
billion in lost revenues.

The relief provided by the two-earner deduction
would be greatest for couples with incomes between
$50,000 and $100,000, for whomamage penalties
would fall by nearly one-half. By contrast, couples at
the bottom of the income distribom would gain an
average of less than one-tenth of their current marriage
penalties, largely because their penalties arise from the
standard deduction and the earned income tax credit,
whereas the two-earner deduction reduces penalties de-
riving from the tax brackets. Because of the $3,000
limit on the deduction, couples at the top of the income
distribution would recoup only one-third of their current
penalties.

The two-earner deduction would benefit not only
couples currently incurring anriage penalties but also
many families now in a bonus position. For example, a
two-earner childless couple in which the lower-earning
spouse earns $5,000 of the couple's $50,000 in earn-
ings would pays75 less in 1996 taxes because of the
deduction, even though they would alreadgeive a
marriage bnus of more than $400. About one-fifth
of all couples who currently receive bonuses would ben-
efit from the two-earner deduction with average tax
savings of abou$170. As a consequence, 20 percent
of the revenues lost because of the deduction would
increase existing bonuses or create new ones (see Fig-
ure 8). Just one-half of this amount would go to cou-
ples now receiving bonuses. About one-sixth of that
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amount would go to the roughly 1 million couples now
neither paying penalties noeaeiving bonuses who
would also benefit from the two-earner deduction. The
final one-third would go to couples incurring penalties
but would exeed the awunt of penalty they pay.

Restoring the two-earner deduction could induce
some married couples to change whether and how much
they work. Depending on the earnings of the lower-
earning spouse, the change waaiffiect couples in one
of three ways. First, for one-earner couples, the deduc-
tion would lower the marginal tax rate that nonworking
spouses would face if they entered the labor force and
would thus increase their after-tax wages. That in-
crease could induce them to go to work.

Second, two-earner couples in which the lower-
earning spouse earned less tt#80,006—and thus for
whom the $3,000 cap amld not limit the deduc-
tion—would experience a similar increase in the after-
tax wages of lower-earning spouses, which could lead
them to work more hours. At the same time, however,
because the deduction would raise the couple's after-tax
income even if neither spouse changed hours of work,
such a couple suld want to work less. The two in-
ducements offset one another and the net effect on labor
supply is indeterminate.

Finally, the deduction would increase the after-tax
income of two-earner couples whose spouses both earn
more than $30,000, butonld have no effect on their

Box 8.

A couple with $50,000 in total earnirg$30,000
earned by the husband and $20,000 by the-wifeuld
have incurred a marriage penalty of $19%ler1996

tax law. The penalty results from a smaller standard
deduction under joint filing than under individual filing.

If the couple could also have claimed a two-earner de-

The Two-Earner Deduction

Couple
With
Under Two-Earner
Husband Wife Current Law Deduction
Adjusted Gross Income $30,000 $20,000 $50,000 $50,000
Less personal exemptions 2,550 2,550 5,100 5,100
Less standard deduction 4,000 4,000 6,700 6,700
Less two-earner deduction 0 0 0 2,000
Equals taxable income 23,450 13,450 38,200 36,200
Taxable at 15 percent 23,450 13,450 38,200 36,200
Tax Liability 3,518 2,018 5,730 5,430
Marriage Penalty (+) or Bonus (-)  $195 -$105
As a Percentage of Adjusted Gross Income 0.4 -0.2

duction equal to 10 percent of the wife's earnings, thei
taxable income would have been reduced by $2,000 (10
percent of $20,000), their tax litity would have fallen
by $300 (15 percent of ¥K)0), and their $195 mar-
riage penalty would have become a bonubldrs.

=

SOURCE: Congressional Budget Office.
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after-tax wage rate because additional earnings would
not generate dditional deductions. Those couples
would tend to work fewenours because of the gain in
income and would have no offsetting effect of higher
net wages. The total effect on the labor supply of re-
storing the two-earner deduction could be up or down,
depending on the relative numbers of those three types
of couples and how much each would change its work
patterns.

Modify Earned Income Tax
Credit to Reflect Number of
Adult Earners

Low-income families with children can incur significant
marriage penalties because of limits on the earned in-
come tax credit. If both husband and wife work, the
phaseout of the EITC on the basis of their combined
income can lead to the loss of some or all of the EITC
to which one of them might be entitled individually.
(See Box 5 for an example in which the loss of EITC
benefits would cost a couple one-eighth of their pretax
income, compared with what would happen if they
could file as single taxpayers.) Modifying the EITC to
take account of whether one or both spouses work
would alleviate this @mrriage penalty.

A wide range of options for modifying the EITC to
provide larger credits for two-earner couples could re-
duce marriage penalties bubwd also encounter prob-
lems of cost and complexity. At one extreme, each par-
ent could eceive the EITC on the basis of the current
credit parameters and their earnings and total incomes.
That liberalization would remove completely any mar-
riage penalties associated with the EITC, but would
eliminate the existing limits on family income for re-
ceiving the credit, reduce federal revenues and increase
spending by a total of about $14libn in 1996, and
grant EITC to more than 11 million families not now
eligible for the credit. Couples in which one spouse had
earnings low enough to qualify for the EITC under cur-
rent credit parameters wouldceive the credit, regard-
less of how much the other spouse earned. As a result,
one-third of the tax reduction would go to couples with
incomes above $50,000.

Modifying that approach to phase out individual
credits based on family rather theadividual income
but setting higher levels for couples would limit the
credit to lower-income families and hold down revenue
losses. Each spouse would be entitled to an EITC
based on individual earnings, but the couple's EITC
would be reduced by a percentage of the amount by
which their total income exceedgi@en level. The rate
of reduction and the income above which it becomes
effective would determine the maximum income a fam-
ily could have without losing the credit entirely. For
example, if couples were limited to collecting EITC
only if their total @justed gross income were less than
twice the current limits, the combined revenue loss and
spending increaseowmld drop to abou$10 hllion in
1996, only 10 percent of which would go to couples
with incomes above $50,000.

Both revenue losses and spending increases would
be smaller under an alternative that set EI'B€ame-
ters for couples equal to twice those for single and
head-of-household tax filers. That option would effec-
tively require spouses to share earnings equally and
then qualify for the EITC as individuals using the cur-
rent credit parameters. Compared with the previous
approach, this option would reduce the amount of EITC
going to couples in which husband and wife have sub-
stantially different incomes. Combined revenue losses
and spending increases would have totaled nearly $4
billion in 1996, virtually all of which wuld have gone
to couples with incomes below $50,00@arriage pen-
alties resulting from the EITC would decline or disap-
pear for about one-third of couples currently penalized,
reducing those penalties by about one-fourth. The ap-
proach would be highly effective in targeting couples
now incurring EITC marriage penalties; less than 1 per-
cent of total revenue losses and spending increases
would go to couples currentlgeeiving EITC rarriage
bonuses. Couples with incomes betw$20,000 and
$50,000 wuld receive about 90 percent of the mar-
riage penalty relief, and almost all of the rest would go
to couples with incomes below $20,000. Aswd be
the case for each of the previous EITC options, this
approach would extend the credit to couples with in-
comes far above current limi#$28,495 in 1996.
More than 3.7 million couples would become newly
eligible for the EITC.

More restrictive liberalizations of the EITC could
ease the marriage penalties created by the credé w
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generating smaller total revenue losses and spending
increases and without extending the credit to high-in-
come couples. The more restrictive the changes, how-
ever, the fewer couples now penalized would get relief
and the smaller the fraoh of current penalties would

be removed. Granting the credit to couples based on
individual earnings but phasing the credit out more
quickly than under current law would hold down reve-
nue losses, but would be much less effective in reducing
marriage penalties and the disincentives for low-income
people to marry and work.

An alternative to modifying the EITC would be
replacing it with a taxable child allowance. If the al-
lowance was available to all taxpayers with children,
receipt vould be uaffected by marriage and thiosv-
ance would generate neither penalties nor bonuses. Al-
though making child allowances taxable would main-
tain progressivity, extending them to all families, re-
gardless of income, would require markedly increasing
outlays or reducing benefits to low-income families
substantially below current levels of the EITC. In any
case, this alternative would involve major changes in
the nature of the redistribution currently accomplished
by the EITC.

Restore the Reuirement That
Spouses File Individual
Returns

Before 1948, thendividual income tax imposed no
marriage penalties because husbands and wives had to
file their own individual returns. Although shifting to a
joint filing requirrment night have fit the times when
most couples had just one worker, the preponderance of
two-earner couples in the 1990s may call for a return to
individual taxation. Such a change would not only re-
move all marriage penalties bubwd also eliminate
marriage bnuses. The net effect would be a shift in
the burden of income taxes away from two-earner cou-
ples and toward one-earner couples.

By eliminating differences in couples' tax liabilities
brought about by arriage, the changeonld improve
the fairness of the tax system between married couples

and otherwise similar pairs who are not married and
reduce the disincentives to work caused by joint income
taxation with progressive rates. Revenue gains from
removing narriage lmnuses would more than offset
revenue losses resulting from the elimination of penal-
ties and would raise net federal revenues by an esti-
mated $4 billion measured 996 income levels. That
revenue gain assumes that, if eligible, each spouse
could file as a head dfousehold and claim the EITC.
Denying either of those options would generate greater
revenue gains.

Requiring individual filing would, however, cause a
large redistribution of tax liabilities from those now in-
curring penalties to those noeceiving bonuses. As-
suming that there would be no changes in marital status
or earnings because of the changed tax law, nearly 21
million couples now incuing penalties would save an
average of nearly $1,400 in taxes, and another 25 mil-
lion couples currently benefiting from bonuses would,
on average, pay about $1,300 more in taxes than they
do under current law.

Requiring all people to file individual tax returns
would mean that couples with identical incomes but
different divisions of those incomes between husband
and wife would pay different taxes, an outcome that
some people would view as unfair. Differences in the
way couples earn their incomes may, however, warrant
varying levels of taxes. A couple in whicmly one
spouse works is better off than a two-earner couple
with the same income if the first couple's nonworking
spouse is free to provide services that the second couple
might have to purchase. Taxing couples on the basis of
their ability to pay would require that the first couple
pay more in taxes than the second, which is what would
happen under a system of individual taxation.

At the same time, taxing one-earner couples more
than two-earner couples with the same dollar income
could be considered antifamily because it could induce
more couples to have two earners and thus require child
care facilities outside the family. Furthermore, two
couples in which all spouses work full time could have
markedly different divisions of income between hus-
band and wife and therefore pay different amounts of
income tax, even though both their time and monetary
resources would be identical. Only by further com-
plicating the tax code, however, could the Congress
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eliminate such inequities; even then, additional issues
affecting ability to pay would remain.

Returning to individual filing for rarried couples
would cause other problems. First, the changelav
have offsetting effects on work incentives. On the one
hand, by lowering the tax rate imposed on the first dol-
lar earned by a lower-gdng spouse, the shift would
reduce the work disincentives created by the tax system.
On the other, the marginal tax on the income of the
higher-eaning spouse could be raised, imposing work
disincentives that could lead to a reduction in the num-
ber of hours that spouse would work. The net effect is
ambiguous.

A second issue involves the conflict between indi-
vidual filing requirements and state cornity prop-
erty laws. As noted earlier in the historical discussion,
community property states hold that a couple's income
is divided evenly between husband and wife, therefore
each spouse should pay taxes on one-half of the cou-
ple's income. Requiring that spouses pay individual
taxes on their own incomes would run afoul of1880
Supreme Court dedét affirming that couples in com-
munity property states can split their total incomes
evenly for tax purposes. A return to mandated individ-
ual filing would have to deal with the community prop-
erty issue.

Finally, individual filing by spouses would require
rules governing the allocation of jointleaeived in-
comes and of deductions and exemptions. One ap-
proach would allow couples to divide those items in any
way they wanted, although allowing total freedom
would make tax filing more complicated as couples
tried to determine their tax-minimizing allocations.
Alternatively, the law could require a joint return only
for income received jointly, a practice followed by
many other industrialized countries. That reguient
would raise the @is of compling with the tax code
and would impose additional burdens on the Internal
Revenue Service. Finally, the law could mandate par-
ticular divisions of joint incomes, deductions, and ex-
emptions between spouses, thereby limiting the number
of calculations a couple would have to make but none-
theless complicating the tax code.

Allow Couples Choice
of Filing Status

Giving couples the choice of filing jointly, as individu-
als, or, if eligible, as heads of household, would elimi-
nate all marriage penalties at the cost of large losses of
revenue. Because spouses could choose to file individ-
ually or as household headsamiage ould not, by it-

self, increase a couple's tax liability. However, allow-
ing joint tax returns would retain currenamage bo-
nuses. Couples receiving bonuses would continue to do
so, whereas those now incurring penalties would shift
to individual or head-of-household returns. 11996,

this option would have reduced federal tax revenues by
an estimated $29lkon, the total value of all mrriage
penalties. Disallowing the option of filing as head-of-
houselold would decrease the revenue loss. The ap-
proach would also encounter the same difficulties with
dividing joint incomes, deductions, and exemptions be-
tween spouses as the option to require individual filing.

Under a less extme approach, couplesould be
required to file joint returns but would be given, on the
basis of a simplified tax calculation, a credit equal to all
or part of their marriage penalty. idg a simplified
calculation would increase the administrative feasibility
of that option and hold down its costfor example,
couning only earned income and allowing only stan-
dard deductions and personal exemptions. Even so, re-
quiring that a couple seeking relief fronarriage pen-
alties prepare two individual tax calculatierds addi-
tion to completing their full joint retusrwould impose
significant compliance costs on filers and large ad-
ministrative costs on the Internal Revenue Service.
Furthermore, if the marriage penalty incurred by a cou-
ple does not derive from differences in tax brackets and
standard deductions for single and joint filers, then bas-
ing credits on a simplified tax calculath would not
offset all penalties. For example, the marriage penal-
ties incurred by low-income families with children re-
sult principally from the EITC; only if credit calcula-
tions included the EITC would this approach provide
significant relief from rarriage penalties for low-
income families.
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A credit based only on earnings, standard deduc-
tions, personal exemptions, and joint-versus-single fil-
ing statuses would reduce the totarnmage penalty by
about one-third at a cost of about $1l0dm in forgone
revenues. Because it would offset most of the penalties
deriving from tax brackets, this approach would lower
penalties most for higher-income families; on average,
couples with incomes above $50,000uld see their
marriage penalties fall by more than one-half.

Conversely, because the crediuld not take the
EITC into account-the major cause of marriage penal-
ties for low-income couplesfamilies with incomes
below $20,000 wuld have less than one-tenth of their
penalty removed. In addition, some couples currently
receiving narriage lmnuses would qualify for a credit.
Roughly one-sixth of the total credit would increase
existing bonuses or create new ones (see Figure 8).

Fundamental Tax Reform

In recent years, calls for arffdamental restructuring of
the federal tax system have increased, ranging from a
flatter income tax to substiingy consumption for in-
come as the object of taxation. The precise effects of
any such reforms on marriage penalties depend on the
specific details of the new tax, but it is possible to pre-
dict some general outcomes as a result of particular
kinds of changes.

Flat Taxes

One approach to fundamental tax reform would replace
the current individual income tax with a flat (single
rate) tax on labor and business incomes. Under one
formulation, individual taxpayers could deduct only a
personal allowance defined by tax filing status and a
fixed personal allowance for each dependent before
imposing a single tax rate on the remaining (taxable)
income. Business incomes would be taxea@ussply.

A flat tax would reduce and possibly eliminate
marriage penalties. Because just one tax ratgdv
apply, there could be no penalty from tax brackets.

Furthermore, if the tax eliminated the EITC, that credit
would no longer impose anriage penalties. Only dif-
ferences in personal allowances for tax filers would
generate penalties. If the allowance for a single filer
was exactly one-half that for a couple, marriage penal-
ties would occur only if unarried taxpayers with de-
pendents could file as heads of household with larger
personal allowances than they wouldeaive as single
filers. Other versions of the flat tax that would elimi-
nate all exemptions and deductions beyond personal
allowances would have similar effects

Marriage lonuses wuld continue under a flat tax if
one spouse was unable to use the full value of personal
allowances to reduce taxable income. Any couple in
which only one member paid positive taxes before mar-
riage would eceive a marriagednus because the pair
could reduce their taxable income by up to the differ-
ence between joint and single personal allowances and
thus pay lower taxes. Only if neither spouse owed any
taxes before marriage or both spouses paid positive
taxes before marriage, and marriatjed not change
their total deductions and exemptions, would they nei-
ther incur a marriage penalty naceive a marriage
bonus.

Retail Sales Taxes and
Value-Added Taxes

Replacing the current individual income tax with a re-
tail sales tax or a value-added tax would eliminate all
marriage penalties anadbuses. Because a retail sales
tax (RST) or a value-added tax (VAT) would tax con-
sumption and involve no personal dedtuts or exemp-
tions, only differences in levels of consumption would
produce differences in tax liability. Under an RST or
VAT, couples would pay higher or lower taxes after
marriage than beforeonly if their consumption
changed. Marriage itselfauld have no effect on their
taxes. Most proposals for an RST or a VAT include
provisions for tax relief for low-income families
through either a rebate or an income-based credit. Re-
bates or credits, depending on how they were struc-
tured, could reintroduce arriage penalties and bo-
nuses.
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Appendix A

Tax Treatment of Married Couples
In Other Countries

ost industrialized countries taxamied cou-
M ples differently than does the United States.

In 1993, of the 27 countries in the Organiza-
tion for Economic Cooperation and Development
(OECD), 19 imposed income taxes separately on hus-
bands and wives, as thimited States did befoE948
(see Box A-1). In those countriesamiage has little
effect on a couple's tax liability on earnings, but cou-
ples with identical incomes can owe substantially dif-
ferent amounts of taxes, depending on the division of
earnings between husband and wife. In general, how-
ever, the 19 countries tax spouses' combined invest-
ment earnings, either at the higher of their marginal tax
rates or through a legally determined division of asset
income between them for tax purposes.

Four countries-France, Luxembourg, Portugal,
and Switzerlang-follow an opposite approach. They
grant marriagednuses to virtually all families and pro-
vide dild bonuses as well. For example, the French
system requires taxpayers to combine all income earned
by parents and their children and then to split the in-
come among all familymembers. Gildren are
weighted half as much as parents. Individual tax sched-
ules then apply to each of the split incomes. A couple
with two children would thus pay the same tax rate as a
single person with one-third of their family income.
Under progressive tax rates, such income-splitting
nearly always results in a marriagenois.

Among the OECD auntries, only three tax couples
on their combined incomes as the United States does.
Germany allows complete income-splitting between

spouses, just as the United States did betd@48 and
1969. Because botlingles and couples face the same
tax rates, German couples generally receive a marriage
bonus. Ireland and Norway, like the United States, im-
pose taxes on each couple's combined income using
separate tax scteles that mitigate the effects of joint
taxation and can result inarriage penalties or bo-
nuses.

Individual taxation has dominated only siric&70.
Before that year, only six OECD countries taxed
spouses separately. By980, seven auntries had
shifted away from joint or family taxation to individual
taxation, and three more countries followed suit989
and 1990. In the same jm, no countries moved in
the other direction, and any reversal in this pattern is
highly unlikely.

Individual taxation generally applies only to earn-
ings. untries that require couples to file individual
returns treat property income in one of two ways. Some
countries ignore the division of ownership of assets
between spouses and tax income from all of a couple's
assets as income to the higher-earning spouse. Conse-
guently, the higher marginal tax rate of the spouse who
earns more applies to all property income. Other coun-
tries require a specific division of property income be-
tween spouses, either evenly or in proportion to earn-
ings. The marginal tax rate of each spouse thus applies
to part of the couple's property income. In either case,
legal ownership of assets does not matter in determin-
ing tax liahlity and couples gain no advantage from
manipulating ownership to minimize their tax bills.



60 FOR BETTER OR FOR WORSE: MARRIAGE AND THE FEDERAL INCOME TAX June 1997

Box A-1.
Tax Treatment of Earned Income in OECD Countries, 1993

Individual Taxation Joint Taxation Family Taxatfon

Australia Germany France
Austria Ireland Luxembourg
Belgium Norway Portugal
Canada United States Switzerland
Czech Republic

Denmark

Finland

Greece

Hungary

Iceland

Italy

Japan

Mexico

Netherlands

New Zealand

Spain

Sweden

Turkey

United Kingdom

SOURCE: Congressional Budget Office, derived from Organization for Economic Cooperation and Development, part |V, "DeEthiption
Tax/Benefit SystemsThe Tax/Benefit Position of Gduction Workers, Annual Report, 1990-19@ris: Organization for Economic
Cooperation and Developmeh§94), pp. 107-228.

(=)

a. Taxes are based on total income from all family members and ¢oamo&family.




Appendix B

Treatment of Married Couples Under
State Income Taxes

he states vary widely in the way they tax the
I incomes of couples (see Box B-1). Eight states

have no income tax and therefore do not face
the issue. Six additional states impose a single tax rate
on all tax units, regardless of income level or filing sta-
tus. Because marriage does not affect the levels of de-
duction and personal exemption in any of those states,
couples incur no marriage penalties and receive bonuses
only if one spouse has earnings below the level of indi-
vidual exempbns and deductions. The remaining 36
states and the District of Columbia fall into three
groups that treat the taxation o&rried couples differ-
ently.

States with Joint Return
Rate Schedules

Fifteen states have schedules that reduce or eliminate
any tax penalty on marriag&ight of those states cre-
ate tax brackets for married couplesdoubling the
width of the rate brackets fandividual filers, follow-

ing the pattern of the federal schedules used between
1948 and 1969. That approach createsriage bo-
nuses for virtually all couples. The other seven states
widen but do not double the brackets farned cou-
ples, thereby lowering penalties below what they would
be if couples had to use the rate brackets for individual
filers but leaving rarriage penalties in place for some
couples. The last approach mirrors the current federal
income tax, under which the width of tax brackets for

married couples is generally two-thirds larger than that
for single filers.

States Allowing Couples to
File Sgparate Returns
on a Sirgle Form

Nine states and the District ofoldmbia allow hus-
bands and wives to use one return but pay taxes on
their separate incomes as if they wengle. Because
couples have the choice of whether to file separately,
they can only face a amriage lonus, which generally
occurs when the earnings of the husband and wife are
substantially different. Such an option was effectively
available on the federal level to couples in community
property states before 1948; couples in those states
could elect either to report their individual incomes or
to divide their total income equally between spouses.

The 10 jurisdictions allowing spouses to file state
tax returns individually on a single form face a prob-
lem—namely, how to tax property income. Because of
the ease with which couples can switch ownership of
assets between spouses, at least some of those jurisdic-
tions allow couples to choose the division of income
from jointly owned property between themselves if they
elect to file separately on agle return. Even so, sep-
arate filers must report income from thigidividually
owned assets as that of the owner. In such cases, cou-
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ples could still shift asset ownership to the spouse with Dakota, Rhode Island, and Vermont levy taxes as a per-

the lower marginal tax rate to minimize their combined  centage of federal liability, couples filing in those states
face penalties or bonuses proportional to those in the

tax liability.

federal income tax. Couples in other states may incur

marriage penalties because they must use taxigielse

the same as or not very different from those used by
States in Which COLD'GS May single people. In general, those states require couples

) ] who file joint federal returns also to file joint state re-
Face Marriage Penalties turns.
Twelve states impose marriage penalties amlibes
similar to those at the federal level. Because North
Box B-1.

Treatment of Married Couples Under State Income Taxes, 1993

States with
Joint Rate

Schedules for
States Allowing Married Couples, States in Which States with Flat
Married Couples to Reducing or Married Couples Tax Rates and
File Separately on a Eliminating May Face a Therefore No States with No
Single Tax Return Marriage Penalty Marriage Penalty Marriage P&nalty Income Tax
Arkansas Alabanfa Georgia Connecticut Alaska
Delaware Arizon& Kansas lllinois Florida
District of Columbia California Maryland Indiana Nevada
lowa Colorado New Jersey Massachusetts New Hampshire
Kentucky Hawali New Mexico Michigan South Dakota
Mississippi Idahb North Dakota Pennsylvania Texas
Missouri Louisian& Ohio Washington
Montana Maine Oklahoma Wyoming
Tennessee Minnesota Rhode Isfand
Virginia Nebraska South Carolina

New York Vermont

North Carolina West Virginia

Oregoni

Utar?

Wisconsin

SOURCE: Derived from Advisory Commission on Intergovernmental Relations, "Budget Processes and Tax Sygtefngfit Features of Fiscal
Federalism 1994vol. 1 (Washington, D.C.: Advisory Commission on Intergovernmental Relations] 994 Tables 16 and 17, pp.

54-62.
a. Standard deductions and exemptions for couples equal the sum of those of spouses filing as individuals and henceedmaniagppenalties.
b. These states fully eliminate any marriage penalty by allowing married couples to use rate brackets double the widthadlbtiles® single
filers.

North Dakota, Rhode Island, and Vermont levy state income taxes as a percentage of federal income tax liability arnchfloseio@eriage
penalties proportional to those at the federal level.

C.




Appendix C

Characteristics of Married and
Unmarried Couples, 1995

he Current Population Surv¢¢PS) povides
I data that allow comparison ofamied couples

and self-identified unmarried couples. Since
1995, theCPS has asked remplents whether they had
unmarried partners and were therefore couples who
were not married buliving together in relationships
that have many of the characteristics of marriages. The
March 1996CPS identified nearly 2.7 itiion such
couples, 97 percent of which were opposite-sex cou-
ples. The survey also recorded 54.7 millioarried
couples. Self-identified unmarried couples thus consti-
tuted about 5 percent of all couples.

An alternative method used for many years by the
census to identify unmarried couples defines them as
unrelated adults of opposite sexes living together in a
houséold with no other adults present. This definition
finds many more unarried couples than does self-
identification: 3.8 million inMarch 1996 versus 2.7
million self-identified couples. The number of unmar-
ried couples identified under this definition has in-
creased rapidly over the past quarter century from 0.5
million in 1970 to 1.2 nflion in 1980, 2.9 riflion in
1990, and 3.8 ition in 1996.

Demagraphic Differences

As a group, unmarried couples earn lower incomes, are
younger, and have fewehitdren than rarried couples.
Unmarried couples had markedly lower incomes in

1995 than their mrried @unterparts: 43 percent of
unmarried couples and 30 percent of married couples
had incomes below $30,000. In the same year, 42 per-
cent of married couples and 30 percent of those not
married had incomes abo$80,000 (see Table C-1).

In 1995, one-half of all unarried couples were
under age 35, compared withly one-fifth of narried
couples. At the other end of the age spectrum, one-
third of married couples but less than one-tenth of un-
married couples were 55 yeansl or older (see Table
C-2).

The two groups were more similar in terms of num-
bers of children: 46 percent ofamied couples and 42
percent of unmarried couples haldildren in 1995.
Among those who hacdidren, however, more than 60
percent of married couples had two or madnédcen
compared with less than half of unmarried couples (see
Table C-3).

Differences in Simulated
Marria ge Penalties and
Bonuses

Given the differences between married and unmarried
couples, it is not surprising that simulations @frriage
penalties and bonuses for the two groups are dissimilar
(see Table C-4).
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Based on the Marcth996 CPS, the simul&ins age penalties for married couples are more than 50 per-
indicate that 49 percent of married couples incur penal- cent larger than those for their unmarriesurter-
ties and 39 percent have bonuses. By contrast, 56 per- parts—nearly $1,200 versus about $770. Much of the
cent of unmarried couplesowld bear penalties and 33 difference probably occurs because unmarried couples
percent wouldeceive bonuses if they were required to  as a group have substantially lower incomes than mar-
file joint tax returns. Estimated average bonuses for the ried couples.
two groups are similar$1,140 and $1,026but aver-
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Table C-1.
Distribution of Married and Unmarried Couples by Total Income, 1995

Less Than $10,000- $20,000- $30,000- $50,000- $75,000- More Than
$10,000 $20,000 $30,000 $50,000 $75,000 $100,000 $100,000 Total

Thousands of Couples

Married 2,400 6,500 7,850 14,610 12,290 5,610 5,390 54,670
Unmarried?® 190 420 530 740 470 170 150 2,650

Percentage of Couples

Married 4 12 14 27 22 10 10 100
Unmarried?® 7 16 20 28 18 6 6 100

SOURCE: Congressional Budget Office tabulations of data from the March 1996 Current Population Survey.

a. Unmarried couples are those living together and reporting as partners.
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Table C-2.
Distribution of Married and Unmarried Couples by Age of Older Spouse, 1995
Under 65 and All
Age 25 25-34 35-44 45-54 55-64 Over Ages
Thousands of Couples
Married 1,150 9,230 14,290 11,820 8,100 10,070 54,670
Unmarried?® 350 980 680 400 150 90 2,650
Percentage of Couples
Married 2 17 26 22 15 18 100
Unmarried?® 13 37 26 15 6 3 100

SOURCE: Congressional Budget Office tabulations of data from the March 1996 Current Population Survey.

a. Unmarried couples are those living together and reporting as partners.
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Table C-3.
Distribution of Married and Unmarried Couples by Number of Children, 1995

Two or
No One More All
Children Child Children Couples

Thousands of Couples
Married 29,300 9,570 15,800 54,670
Unmarried? 1,530 570 550 2,650

Percentage of Couples
Married 54 18 29 100
Unmarried?® 58 22 21 100

SOURCE: Congressional Budget Office tabulations of data from the March 1996 Current Population Survey.

a. Unmarried couples are those living together and reporting as partners.
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Table C-4.
Simulated Marriage Penalties and Bonuses for Married and Unmarried Couples, 1995

Married Unmarried
Couples Couples?
Number of Couples (Thousands)
With penalties 26,800 1,480
Unaffected 6,350 300
With bonuses 21,520 870
Total 54,670 2,650
Percentage of Couples
With penalties 49 56
Unaffected 12 11
With bonuses 39 33
Total 100 100
Average Penalty 1,200 770
Average Bonus 1,140 1,020
Total Penalties (Millions of dollars) 32,040 1,140
Total Bonuses (Millions of dollars) 24,540 890

SOURCE: Congressional Budget Office simulations based on data from the March 1996 Current Population Survey.

a. Unmarried couples are those living together and reporting as partners.




Appendix D

Additional Supporting Tables

provide additional information aboutamiage

penalties and bonuses. Table D-1 shows the
relative importance of factors that affect the tax liabili-
ties of married couples. Table Di2istrates the distri-
bution of narried couples by the level of eargs of
each spouse. Table D-3 demonstrates how the division

T he following four tables-D-1 through D-4-

of earnings between spouses influences the likelihood
that a couple would incur a penalty eceive a bonus,

as well as the size of the penalty or bonus. Table
D-4—supporting Table 7 and Table 8 in Chapter 3
reveals how penalties and bonuses vary with the num-
ber of earners that a couple has.
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Table D-1.
Factors Determining Marriage Penalties and Bonuses by Adjusted Gross Income, Simulated 1996

All Less Than $20,000- $50,000- More Than
Return Category Incomes $20,000 $50,000 $100,000 $100,000

Thousands of Returns

With Penalty 20,880 1,120 8,050 8,990 2,730
Tax penalty only 10,760 30 2,360 5,970 2,400
EITC penalty only 880 490 240 150 a
Both tax and EITC penalties 6,840 300 4,150 2,190 210
Tax penalty exceeds EITC bonus 0 0 0 0 0
EITC penalty exceeds tax bonus 2,400 290 1,310 680 120

With Neither Penalty nor Bonus 3,130 2,320 260 550 10

With Bonus 25,260 5,760 10,040 7,170 2,290
Tax bonus only 20,030 4,160 8,100 5,800 1,970
EITC bonus only 680 670 10 0 0
Both tax and EITC bonuses 1,100 580 520 0 0
Tax bonus exceeds EITC penalty 3,450 350 1,410 1,370 320
EITC bonus exceeds tax penalty 0 0 0 0 0

All Returns 49,270 9,190 18,351 16,700 5,020

Percentage of Returns in Income Category

With Penalty 42 12 44 54 54
Tax penalty only 22 0 13 36 48
EITC penalty only 2 5 1 1 0
Both tax and EITC penalties 14 3 23 13 4
Tax penalty exceeds EITC bonus 0 0 0 0 0
EITC penalty exceeds tax bonus 5 3 7 4 2

With Neither Penalty nor Bonus 6 25 1 3 0

With Bonus 51 63 55 43 46
Tax bonus only 41 45 44 35 39
EITC bonus only 1 7 0 0 0
Both tax and EITC bonuses 2 6 3 0 0
Tax bonus exceeds EITC penalty 7 4 8 8 6
EITC bonus exceeds tax penalty 0 0 0 0 0

All Returns 100 100 100 100 100

SOURCE: Congressional Budget Office simulations based on data from the 1993 Statistics of Income.
NOTE: EITC = earned income tax credit.

a. Less than 5,000.
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Table D-2.
Married Couples by Earnings of Each Spouse, Simulated 1996 (Percentage of all married couples)

Earnings of Higher-Earning Spouse

Earnings of All
Lower-Earning No Less Than $10,000- $20,000- $30,000- $50,000- $75,000- More Than Earnings
Spouse Earnings  $10,000  $20,000  $30,000  $50,000  $75,000 $100,000 $100,000 Levels
No Earnings 10 7 6 5 7 4 1 2 44
Less Than $10,000 * 3 4 4 6 3 1 1 21
$10,000 - $20,000 * * 3 5 6 2 1 a 15
$20,000 - $30,000 * * * 3 6 2 a a 11
$30,000 - $50,000 * * * * 4 2 1 a 7
$50,000 - $75,000 * * * * * 1 a a 1
$75,000 - $100,000 * * * * * * a a a
More Than $100,000 * * * * * * * a a
All Earnings Levels 10 10 13 17 28 14 4 5 100

SOURCE: Congressional Budget Office simulations based on data from the 1993 Statistics of Income.
NOTE: * = Situation cannot occur because lower-earning spouse must have earnings less than those of higher-earning spouse.

a. Less than 0.5 percent.
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Table D-3.
Married Couples with Marriage Penalties or Bonuses and Average Penalty or
Bonus by Earnings of Each Spouse, Simulated 1996
Earnings of Higher-Earning Spouse
All
No Less Than $10,000- $20,000- $30,000- $50,000- $75,000- More Than Earnings
Measure Earnings  $10,000  $20,000  $30,000  $50,000  $75,000 $100,000 $100,000 Levels
Lower-Earning Spouse Had No Earnings
Percentage with Penalties 0 0 0 0 0 0 0 0 0
Average Penalty (Dollars) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Percentage with Bonuses 86 68 88 98 99 99 99 99 89
Average Bonus (Dollars) 1,410 1,060 1,010 1,010 1,270 2,210 2,550 3,270 1,470
Lower-Earning Spouse Earned Less Than $10,000
Percentage with Penalties * 59 71 70 58 38 25 24 58
Average Penalty (Dollars) * 760 1,110 1,110 1,090 1,070 1,030 1,360 1,060
Percentage with Bonuses * 39 29 30 42 62 75 76 42
Average Bonus (Dollars) * 340 580 580 800 1,260 1,350 2,100 890
Lower-Earning Spouse Earned $10,000 to $20,000
Percentage with Penalties * * 96 92 72 74 71 67 82
Average Penalty (Dollars) * * 1,760 1,130 1,410 1,460 1,550 1,760 1,400
Percentage with Bonuses * * 1 4 24 26 29 33 15
Average Bonus (Dollars) * * a 60 390 570 820 1,390 490
Lower-Earning Spouse Earned $20,000 to $30,000
Percentage with Penalties * * * 82 85 94 82 84 86
Average Penalty (Dollars) * * * 720 950 1,200 1,290 2,270 1,000
Percentage with Bonuses * * * 5 7 6 17 15 7
Average Bonus (Dollars) * * * 10 70 240 330 510 140
Lower-Earning Spouse Earned $30,000 to $50,000
Percentage with Penalties * * * * 93 99 97 98 96
Average Penalty (Dollars) * * * * 1,570 1,890 1,930 3,450 1,830
Percentage with Bonuses * * * * 2 0 3 1 1
Average Bonus (Dollars) * * * * a n.a 110 640 50

SOURCE: Congressional Budget Office simulations based on data from the 1993 Statistics of Income.
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Table D-3.
Continued
Earnings of Higher-Earning Spouse
All
No Less Than $10,000- $20,000- $30,000- $50,000- $75,000- More Than Earnings

Measure Earnings  $10,000  $20,000  $30,000  $50,000  $75,000 $100,000 $100,000 Levels

Lower-Earning Spouse Earned $50,000 to $75,000
Percentage with Penalties * * * * * 99 99 99 99
Average Penalty (Dollars) * * * * * 2,280 2,840 5,230 3,090
Percentage with Bonuses * * * * * 0 b b b
Average Bonus (Dollars) * * * * * n.a. c c c

Lower-Earning Spouse Earned $75,000 to $100,000
Percentage with Penalties * * * * * * 97 99 99
Average Penalty (Dollars) * * * * * * 4,070 7,300 6,120
Percentage with Bonuses * * * * * * 0 b b
Average Bonus (Dollars) * * * * * * n.a. c c

Lower-Earning Spouse Earned More Than $100,000
Percentage with Penalties * * * * * * * 99 99
Average Penalty (Dollars) * * * * * * * 12,050 12,050
Percentage with Bonuses * * * * * * * b b
Average Bonus (Dollars) * * * * * * * c c

All Earnings Levels of Lower-Earning Spouse

Percentage with Penalties 0 15 41 56 55 52 46 35 42
Average Penalty (Dollars) n.a. 760 1,400 1,030 1,240 1,550 1,850 3,900 1,380
Percentage with Bonuses 86 60 53 40 41 48 53 64 51
Average Bonus (Dollars) 1,410 940 930 890 1,020 1,800 2,030 2,930 1,300

NOTES: Percentages in each earnings category may not add to 100 percent because some couples neither incur penalties nor receive bonuses.
n.a. = not applicable.
* = Situation cannot occur because lower-earning spouse must have earnings less than those of higher-earning spouse.

a. Less than 50 cents.

b. Less than 0.5 percent.

c. Too few cases to provide meaningful measure.
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Table D-4.
Distribution of Marriage Penalties and Bonuses by Number of Earners, Simulated 1996
Number of Earners in Couple All
None One Two Returns
Joint Returns (Millions)
With Penalty 0 0 20,900 20,900
Unaffected 700 1,600 800 3,100
With Bonus 4,100 15,300 5,900 25,300
All Returns 4,800 16,900 27,500 49,300
Joint Returns (Percent)
With Penalty 0 0 76 42
Unaffected 14 10 3 6
With Bonus _86 90 21 51
All Returns 100 100 100 100
Total Value for Joint Returns (Millions of dollars )

Penalty 0 0 28,800 28,800
Bonus -5,800 -22,600 -4,400 -32,900
Average Penalty or Bonus for Joint Returns (Dollars)

Penalty n.a. n.a. 1,380 1,380
Bonus -1,410 -1,480 -760 -1,300
Net Effect on Tax Liability* -5,800 -22,600 24,300 -4,100

SOURCE: Congressional Budget Office simulations based on data from the 1993 Statistics of Income.

NOTE: n.a. = not applicable.

a. Positive values indicate net penalties; negative values indicate net bonuses.




Appendix E

Sources of Data

T he analysis reported in this study uses two
sources of data about married couples: the
Internal Revenue Service's Statistics of In-
come (SOI) and the Current Population Sur{@lsS)
from the Bureau of the Census. The SOI provides the
basis for estimating the magnitudes @rrmiage penal-

ties and bonuses in Chapter 3 and the effects of the op-
tions described in Chapter 5. The CPS was used to ex-
amine labor market and demographic changes since
1969, discussed in Chapter 4.

Statistics of Income

This study uses data from the 1993 SOI to estimate
marriage penalties and bonuses. The SOl is an annual
database created by the Internal Revenue Service (IRS).
The 1993 file consis of extensive data reported on the
individual federal income tax returns filed by a
nonrandom sample of nead®5,000 taxpayers during
1994. The IRS selects sample returns based on their
usefulness in analyzing the income tax and in modeling
tax policy. In practice, the likelihood of the IRS select-
ing a return is inversely related to the amount of income
reported; that is, the file contains relatively more re-
turns with large positive or negative incomes than re-
turns with smaller incomes. For example, the 1993
SOl includes all individual tax returns reporting income
greater than $10 ition or losses greater than $5 mil-
lion, but only one out of every@)0 returns with posi-

tive income less than $30,000. The IRSigss a
weight to each sample return equal to the inverse of its
probability of selection. Weighted counts of returns
thus represent all returns filed durihg94.

For each selected tax return, the SOI reports each
entry on the basic return (1040, 1040A, or 1040EZ, as
appropriate) as well as most of the information in-
cluded on accompaimg schedules. In addition, the
1993 SOl intudes information taken from W-2 forms
reporting the wage and salary incomes of husbands and
wives separately. @int tax returns show only the com-
bined earnings of husband and wife.) The SOI thus
provides most of the information about incomes needed
to simulate the taxes that spouses would pay if they
could file individual rather than joint returns. Note,
however, that the file does not indicate how the couple
would divide up dependents, itemized deductions, or
income from assets. The simulations used in the analy-
sis must therefore rely on assumptions about those divi-
sions, as described in Chapter 3.

Besides the basic limitations inherent in any data
set that only samples a portion of the entire population,
the SOl is further limited because it does not represent
the entire population. Because it samples only taxpay-
ers who filed returns during a given year, the SOI ex-
cludes nonfilers. In particular, the file underrepresents
people with incomes too low to owe taxes, other than
those who file tax returns to claim the earned income
tax credit or refunds of taxes withheld by employers.
Any analysis that examines the entire population must
thus rely on another source of data.

Current Population Survey

The CPS is anreual microdata file created by the Bu-
reau of the Census that represents the noninstitu-
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tionalized U.S. population. Each month the Census
Bureau interviews members of approximately 60,000
households concerning their demographic and employ-
ment characteristics, primarily to obtain inforioatfor
estimating unemployment statistics. Ntarch of each
year, the bureau supplements the b@#& with ques-
tions about incomes from a variety of sourazived
during the previous calendar year by ea@mber of
sampled households. Each reporting unit (household,
family, and individual) is assigned a weight equal to the
inverse of the probability of that unit's selection for in-
terviewing. Weighted tabulations of variables included
in the MarchCPS thus pvide representative estimates
of values for the entire noninstitutionalized population.
Data files are available for the annidrch CPS be-
ginning in the latd 960s.

The CPS has a variety of shortdogs that limit its
usefulness for analysis. First, incomes reported to the
CPS are dostantially less than the values tivatepen-
dent sources of data would predict, particularly for un-
earned income such as transfer income, interest, rents,
and dividends. Second, the Census Bureau "topcodes”
income values, reporting high incomes only as being
above a fixed level. Thus, for example, the CPS shows

earnings from aisgle job only up td699,999. In the
March1996CPS, values above the tagiing level are
reported as the mean of all topcoded values. In earlier
years, the CP®nly showed the topcode value for
amounts above that level. For all years, GRS thus
provides only limited information about units with the
highest incomes.

Topcoding makes it impossible to determine the
precise division of earnings between spouses for high-
income couples. In those casdsss than 1 percent of
couples with incomes above $100,000 in 19¢%e
analysis reported in Chapter 4 categorized both spouses
as having more than one-third of the couple's combined
earnings. Finally, because t6B®S has changed over
time, the data collected in different years are not fully
comparable. Changes in dat@lection methods, the
guestionnaire used, and levels of topcoding all create
differences that can be only partially corrected.

Despite its shortcomings, the Current Population
Survey provided the informatiorecessary to examine
demographic changes in working-agarried couples
over time, presented in Chapter 4.



Appendix F

Estimated Marriage Penalties and
Bonuses Under a Divorce Model

T he estimated magnitudes o&mage penalties
and bonuses provided in Chapter 3 assume
that the higher-earning spouse would claim
most of a couple'shidren as dependents if the couple

were allowed to file individual tax returns. The lower-
earning spouse would claim at most one child and that
is only if the couple had at least two children. That as-
signment of children for the purpose of tax filing gen-
erally—but not always-results in a smaller tax liability
for the couple under individual filing.

An alternative approach would assign all children
to the lower-earning spouse, more closely approximat-
ing the fact thatlildren generally go with the mother
when couples divorce and that, on average, women earn
less than men. If the simulations reported in Chapter 3
used this alternative assumption to estimate the taxes
couples would owe if they could file individual returns,
they would find fewer couples incurring penalties and
more receiving bonuses (see Table F-1). Simulated
total bonuses would be two-thirds largeip from $33
billion to $55 hllion—and total penalties would drop
from $29 hillion to $25 hllion. The estimated net bo-
nus resulting from requiring anried couples to file
joint tax returns wuld thus jump from $4 billion to
$30 billion. In addition, the estimated average penalty
incurred by penalized couples would fall from $1,380
to $1,300, whereas the averagmirs for couples re-
ceiving one would increase by half from $20 to
$1,960.

Two points are worth noting. First, the changes in
estimated penalties and bonuses as a result of reassign-
ing children occur because shifting children from the
tax return of the higher-earning spouse to that of the
lower-earner raises the couple's tax liability under indi-
vidual filing. The higher earner generally loses the op-
tion of filing a head-of-household return and thus faces
a higher tax rate and loses personal exemptions for the
children. Although some lower-earning spouses would
lose the benefits of the earned income tax credit under
the alternative assumption, others would have exemp-
tions they ould not use fully and possibly lower tax
rates that would apply to low or no taxable income.
When higher individual tax liabilities provide the base-
line against which penalty orohus status is deter-
mined, penalties shrink and bonuses grow.

Second, although assigning all children to the
lower-earning spouse may better represent the way chil-
dren would be allocated if the couple were to divorce,
estimates of penalties and bonuses should use that as-
signment only if the policy alternative to joint tax filing
is divorce and consequent individual filing. If the rele-
vant alternative is not divorce but individual filing un-
der which the couple chooses how to allocate children
between returns, the assignment used in the simulations
for Chapter 3 is more appropriate.
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Table F-1.
Marriage Penalties and Bonuses for Married Couples Under Alternative Assumptions
about Distribution of Children Between Spouses, Simulated 1996
All Children
Children Assigned
Assigned to Lower-
asin Earning
Simulations? Spouse
Number of Couples (Thousands)
With Penalties 20,900 19,300
Unaffected 3,100 1,800
With Bonuses 25,300 28,100
Total 49,300 49,300
Percentage of Couples
With Penalties 42 39
Unaffected 6 4
With Bonuses 51 57
Total 100 100
Total Value (Millions of dollars)
Penalties 28,800 25,200
Bonuses 32,900 55,200
Average Penalty or Bonus (Dollars)

Penalty 1,380 1,300
Bonus 1,300 1,960

SOURCE: Congressional Budget Office simulations based on data from the 1993 Statistics of Income.

a. The couple's first child is assigned to the higher-earning spouse, the second child to the lower-earning spouse, and all other children to the higher-

earning spouse.




Appendix G

The Income Distribution
of Families

orking-age rarried couples generally have
W higher incomes than their unmarriemliater-

parts and elderly families, and thus tend to
face higher tax rates because of the progressivity of the
federal income tax. Data from the Ma®96 Current
Population Survey indicate that just over one-third of
all families had incomes belo$20,000 in 1995, a sim-
ilar fracion had incomes betwee820,000 and
$50,000, about one-fifth had incomes betw&&d,000
and $100,000, and about one-sixteenth had incomes ex-
ceeding$100,000 (see Table G-1).

Working-age single parentghose 25 through 64
years olé-had the lowest incomes in 1995, with 55
percent recging less thai$20,000 anually and only 8
percent receiving50,000 or more. W&ing-age,
childless, ggle people are somewhat better off: 43
percent received less than $20,000, and 13 percent re-
ceived $50,000 or moreElderly families had incomes
similar to those of working-age single parents.

Largely because nearly three-fourths of them had at
least two incomes, working-ageamied couples had the
highest incomes. One-seventh of those without chil-
dren had incomes of $100,000 or greater, and 42 per-

Only one-tenth had incomes below $20,000. Their
counterparts with children were nearly as well off, with
one in eight familiesaceiving at leas$100,000 and
two-fifths receiving betwee$50,000 and $100,000.

The last quarter century has seen a greater concen-
tration of working-age couples who have incomes
above $50,000 (in 199%ollars) and a smalldéraction
of couples with incomes below that level (see Table G-
2). Between 1969 and 1995, couples with total income
above $50,000 (in 1998ollars) became relatively
more common, increasing from 38 percent to 56 per-
cent of all couples. Most of the shift in income shares
took place during th&970s. There was mement out
of the middle-income ranges to both higher- and lower-
income categories during ti®80s, but little change
has occurred in the distribution sint889. Those
shifts reflect two offsetting factors. First, the earnings
of younger workers declined markedly betwd®69
and 1995, leding to lower incomes for younger fami-
lies. At the same time, the aging of the baby-boom
generation and the rising proportion of two-earner cou-
ples have increased the incomes of many couples. Many
observers have suggested that the increasing number of
two-earner couples has been a response to declining

cent had incomes between $50,000 and $100,000. wages.
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Table G-1.
Percentage Distribution of Families by Income Category and Family Type, 1995

Working-Age
Working-Age Single Working-Age
Childless Working-Age Individuals Couples

Income of Single Childless with with Elderly All
Taxable Unit Individuals Couples Children Children Families Families
Less Than $20,000 43 10 55 10 53 36
$20,000 - $50,000 43 33 36 38 34 37
$50,000 - $100,000 11 42 7 40 10 21
More Than $100,000 _2 _ 15 _1 _12 _3 _6

All Families 100 100 100 100 100 100

SOURCE: Congressional Budget Office tabulations of data from the March 1996 Current Population Survey.

NOTES: Working-age individuals are people between ages 25 and 64, inclusive. W orking-age couples are those in which both spouses are in that
age range.

Families are groups of related individuals living together. Individuals not living with relatives are included as one-person families.
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Table G-2.
Distribution of Working-Age Married Couples with Earnings by Income Category
in 1969, 1979, 1989, and 1995

Couple's Total Income

(1995 dollars) 1969 1979 1989 1995
Less Than $20,000 8 6 7 8
$20,000 -$50,000 54 42 37 37
$50,000 -$100,000 33 43 43 42
More Than $100,000 4 9 13 14

SOURCE: Congressional Budget Office tabulations of data from the March Current Population Surveys for 1970, 1980, 1990, and 1996.







Appendix H

Comparison of Demographic Changes for
Working-Age Couples and All Married Couples

he demographic analysis reported in this study
I relies primarily on data from the March Cur-

rent Population Survey, issued annually by the
Bureau of the Census. Those data include demographic
and income information for a sample of abd%i0,000
people, along with weights to allow the calculation of
statistics representing the noninstitutional population of
the United States. The analysis focuses amrigd
couples during th&969-1993 péod.

Because marriage penalties amhises primarily
affect couples who work, the analysis covers only
working-age couples with earnings. That limitation
imposed the following three regainents on couples:
both spouses must be between ages 25 and 64, inclu-
sive; neither spouse can report negative earnings (in
general, negative earnings result from losses in self-em-
ployment activities); and at least one spouse has to
have positive earnings.

Those limitations eliminated 27 percent of all mar-
ried couples from the analyzed 1993 popalat(see
Table H-1). Of the 27 percent, 12 percent violated the
age limits but not the earnings re@urents, another 12
percent satisfied neither the age nor income limits, and
3 percent failed to meet the income requirements in
cases in which both spouses were in the appropriate age
range.

In the case of more than one-half of the couples
who were removed from the analysis because of age,
both spouses were 65 years old or older. Another one-
fifth had elderly husbands. Among nearly all of the

other excluded couples, either the wife or both spouses
were under age 25. Just 5 percent of the omitted cou-
ples were dropped from the analysis because the hus-
band was too young or the wife too old. Of the 3 per-
cent of couples excised solely on the basis of earnings,
nearly all had no earnings.

Limiting the analyzed population to working-age
couples increased the proport of couples with two
earners, largely because many of those omitted were
elderly couples who did not work (see Table H-2).
Both populations, however, hadostiantial increases in
proportions of two-earner couples over 11869-1995
period.

Text tables 9 through 15 show the demographic
changes that occurred between 1969 and 1995 for
working-age married couples with eaings. Tables H-

3 through H-9 repeat those tables, adding @aigle

data for all married couples taaw comparison of the
changes for the smaller and the more inclusive groups.
The tables show similar qualitative trends with differ-
ences that would be expected when older, younger, and
nonwoking couples were excluded. For example, Ta-
ble H-3 shows that all married coupledidwed the
same trend of declining shares of one-earner couples
and greater equality of earnings between spouses as
was observed for working-age couples with earnings.
Including couples with spouses over age 64 or under
age 25 increases the share of couples with one earner,
but does not alter the fact that such couples were sub-
stantially less common in 1995 than in 1969. Similar
observations hold for other demographic changes.
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Table H-1.
Selection of Married Couples for Analysis Based on Age and Earnings, 1995

Number Distribution

Category (Thousands) (Percent)
All Married Couples 54,650 100
Couples Excluded by Age but Not Earnings

Both spouses age 65 or over 1,400 3

Husband age 65 or over, wife age 25 through 64 1,550 3

Husband age 25 through 64, wife under age 25 1,250 2

Both spouses under age 25 1,150 2

Other 500 1
Couples Excluded by Earnings but Not Age

Both spouses have zero earnings 1,650 3

At least one spouse reports negative earnings 100 a
Couples Excluded by Both Age and Earnings

Both spouses age 65 or over 5,650 10

Husband age 65 or over, wife age 25 through 64 1,100 2

Husband age 25 through 64, wife under age 25 50 a

Both spouses under age 25 50 a

Other 200 a
Married Couples Selected for Analysis® 40,100 73

SOURCE: Congressional Budget Office tabulations of data from the March 1996 Current Population Survey.

a. Less than 0.5 percent.

b. Both spouses age 25 through 64, neither spouse has negative earnings, and at least one spouse has positive earnings.
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Table H-2.
Percentage of Couples with Two Earners: All Married Couples and
Working-Age Married Couples with Positive Earnings in 1969, 1979, 1989, and 1995

Population Group 1969 1979 1989 1995

All Married Couples
with Earnings 45.2 51.7 58.0 58.4

Working-Age Married Couples
with Positive Earnings 48.3 59.6 70.5 71.8

SOURCE: Congressional Budget Office tabulations of data from the March Current Population Surveys for 1970, 1980, 1990, and 1996.
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Table H-3.
Distribution of Working-Age and All Married Couples by Division
of Earnings Between Spouses in 1969, 1979, 1989, and 1995

Lower-Earning

Each Spouse Spouse Had Some
Earned at Least Earnings but Less Neither Spouse or
One-Third of Than One-Third of Only One
Year Couple's Earnings Couple's Earnings Had Earnings All Couples

Thousands of Working-Age Married Couples

1969 5,600 10,100 16,700 32,400
1979 7,500 12,700 13,700 34,000
1989 11,800 15,100 11,300 38,200
1995 13,600 15,200 11,300 40,100

Percentage of All Working-Age Married Couples

1969 17.2 31.2 51.7 100.0
1979 22.2 37.4 40.4 100.0
1989 30.9 39.5 295 100.0
1995 33.9 37.9 28.2 100.0

Thousands of Married Couples

1969 7,200 13,200 24,700 45,100
1979 9,300 15,900 23,600 48,800
1989 13,300 17,600 22,400 53,300
1995 14,800 17,100 22,800 54,700

Percentage of All Married Couples

1969 16.0 29.2 54.8 100.0
1979 19.2 32.6 48.3 100.0
1989 25.0 33.0 42.0 100.0
1995 27.1 313 41.6 100.0

SOURCE: Congressional Budget Office tabulations of data from the March Current Population Surveys for 1970, 1980, 1990, and 1996.

NOTE: Working-age married couples include only those in which both spouses are between ages 25 and 64, neither spouse has negative earnings,
and at least one spouse has positive earnings.
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Table H-4.
Percentage Distribution of Working-Age and All Married Couples
with Two Earners by Total Income in 1969, 1979, 1989, and 1995

Couple's Income (1995 dollars)
Less Than $20,000- $50,000- More Than
Year $20,000 $50,000 $100,000 $100,000 All Incomes

Working-Age Married Couples

1969 28.5 46.0 62.7 43.0 48.3
1979 295 56.3 73.4 56.7 59.6
1989 38.0 66.6 82.7 78.7 70.5
1995 30.9 69.7 87.0 78.6 71.8

All Married Couples

1969 215 49.1 63.5 42.7 45.2
1979 17.7 58.8 73.6 56.3 51.7
1989 18.3 67.4 82.3 78.1 58.0
1995 154 69.6 86.4 78.0 58.4

SOURCE: Congressional Budget Office tabulations of data from the March Current Population Surveys for 1970, 1980, 1990, and 1996.

NOTE: Working-age married couples include only those in which both spouses are between ages 25 and 64, neither spouse has negative earnings,
and at least one spouse has positive earnings.
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Table H-5.
Percentage Distribution of Working-Age and All Married Couples by Division of Earnings
Between Spouses and Total Earnings in 1969, 1979, 1989, and 1995

Both Spouses Had

Each Spouse Earnings and One Spouse
Earned at Least Contributed More Neither Spouse or
One-Third of Than Two-Thirds of Only One
Year Couple's Earnings Couple's Earnings Had Earnings

Working-Age Married Couples

All Income Categories

1969 17.2 31.2 51.7
1979 22.2 37.4 40.4
1989 30.9 39.5 295
1995 33.9 37.9 28.2

Income Less Than $20,000

1969 7.1 21.4 71.5
1979 9.7 19.9 70.5
1989 12.3 25.7 62.0
1995 11.6 19.3 69.1
Income $20,000 to $50,000
1969 14.9 31.1 54.0
1979 20.3 36.0 43.7
1989 27.3 394 334
1995 32.1 37.6 30.3

Income $50,000 to $100,000

1969 27.4 354 37.3
1979 29.3 44.1 26.6
1989 40.2 42.5 17.3
1995 44.4 42.7 13.0

Income More Than $100,000

1969 9.9 33.1 57.0
1979 16.0 40.6 43.3
1989 325 46.3 213
1995 325 46.1 21.4

(Continued)
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Table H-5.
Continued
Both Spouses Had
Each Spouse Earnings and One Spouse
Earned at Least Contributed More Neither Spouse or
One-Third of Than Two-Thirds of Only One
Year Couple's Earnings Couple's Earnings Had Earnings
All Married Couples
All Income Categories

1969 16.0 29.2 54.8
1979 19.2 32.6 48.3
1989 25.0 33.0 42.0
1995 27.1 31.3 41.6

Income Less Than $20,000
1969 5.3 16.2 78.5
1979 5.1 12.6 82.3
1989 5.5 12.8 81.7
1995 5.3 10.1 84.6

Income $20,000 to $50,000
1969 16.3 32.7 50.9
1979 21.6 37.2 41.2
1989 27.7 39.7 32.6
1995 31.9 37.6 30.4

Income $50,000 to $100,000
1969 28.3 35.2 36.5
1979 29.7 44.0 26.4
1989 39.9 425 17.7
1995 43.8 42.6 13.6

Income More Than $100,000
1969 9.7 33.0 57.3
1979 15.7 40.6 43.7
1989 31.8 46.3 219
1995 314 46.6 22.0

SOURCE: Congressional Budget Office tabulations of data from the March Current Population Surveys for 1970, 1980, 1990, and 1996.

NOTES: Working-age married couples include only those in which both spouses are between ages 25 and 64, neither spouse has negative earnings,
and at least one spouse has positive earnings.

Incomes measured in 1995 dollars.
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Table H-6.
Percentage Distribution of Working-Age and All Married Couples with Two Earners
by Age of Older Spouse in 1969, 1979, 1989, and 1995

Age of Older Spouse All Age
Year 25-34 35-44 45-54 55-64 Groups

Working-Age Married Couples

1969 46.5 49.5 51.2 44.8 48.3
1979 67.7 63.5 59.8 44.8 59.6
1989 76.0 74.2 71.8 54.0 70.5
1995 76.7 74.1 74.2 57.9 71.8

All Married Couples

1969 54.4 49.5 50.9 29.4 45.2
1979 69.0 63.3 58.8 255 51.7
1989 74.6 73.4 70.5 27.4 58.0
1995 74.9 72.8 72.6 28.3 58.4

SOURCE: Congressional Budget Office tabulations of data from the March Current Population Surveys for 1970, 1980, 1990, and 1996.

NOTE: Working-age married couples include only those in which both spouses are between ages 25 and 64, neither spouse has negative earnings,
and at least one spouse has positive earnings.
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Table H-7.
Percentage Distribution of Working-Age and All Married Couples by Division of Earnings
Between Spouses and Age of Older Spouse in 1969, 1979, 1989, and 1995

Both Spouses Had

Each Spouse Earnings and One Spouse
Earned at Least Contributed More Neither Spouse or
One-Third of Than Two-Thirds of Only One
Year Couple's Earnings Couple's Earnings Had Earnings

Working-Age Married Couples

All Age Groups
1969 17.2 31.2 51.7
1979 22.2 374 40.4
1989 30.9 39.5 29.5
1995 33.9 37.9 28.2

Older Spouse 25-34 Years Old

1969 15.2 314 53.5
1979 27.4 40.3 32.3
1989 36.2 39.8 24.0
1995 39.9 36.7 23.3

Older Spouse 35-44 Years Old

1969 14.7 34.8 50.5
1979 21.9 41.6 36.5
1989 32.2 42.0 25.8
1995 34.8 39.3 25.9

Older Spouse 45-54 Years Old

1969 195 31.7 48.8
1979 21.0 38.7 40.2
1989 31.0 40.8 28.2
1995 33.8 40.4 25.8

Older Spouse 55-64 Years Old

1969 19.3 254 55.2
1979 17.8 27.0 55.2
1989 21.4 32.6 46.0
1995 25.8 32.1 42.1

(Continued)
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Table H-7.
Continued
Both Spouses Had
Each Spouse Earnings and One Spouse
Earned at Least Contributed More Neither Spouse or
One-Third of Than Two-Thirds of Only One
Year Couple's Earnings Couple's Earnings Had Earnings
All Married Couples
All Age Groups

1969 16.0 29.2 54.8
1979 19.2 32.6 48.3
1989 25.0 33.0 42.0
1995 27.1 31.3 41.6

Older Spouse 25-34 Years Old
1969 19.2 35.2 45.6
1979 27.4 41.6 31.0
1989 34.7 40.0 25.4
1995 37.0 37.9 25.1

Older Spouse 35-44 Years Old
1969 145 35.0 50.5
1979 215 41.8 36.7
1989 314 42.0 26.6
1995 34.1 38.7 27.2

Older Spouse 45-54 Years Old
1969 19.1 31.8 49.1
1979 20.2 38.6 41.2
1989 30.0 40.6 29.5
1995 33.0 39.6 27.4

Older Spouse 55-64 Years Old
1969 11.8 17.6 70.6
1979 9.9 15.6 74.5
1989 104 17.0 72.6
1995 12.0 16.3 71.7

SOURCE: Congressional Budget Office tabulations of data from the March Current Population Surveys for 1970, 1980, 1990, and 1996.

NOTE: Working-age married couples include only those in which both spouses are between ages 25 and 64, neither spouse has negative earnings,
and at least one spouse has positive earnings.
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Table H-8.
Percentage Distribution of Working-Age and All Married Couples with Two Earners
by Number of Children in 1969, 1979, 1989, and 1995

Two or More
Year No Children One Child Children All Couples
Working-Age Married Couples
1969 53.0 53.3 43.2 48.3
1979 59.9 65.0 56.4 59.6
1989 70.4 75.9 67.2 70.5
1995 71.6 76.9 69.1 71.8
All Married Couples
1969 43.4 54.0 43.0 45.2
1979 445 63.9 55.2 51.7
1989 48.4 72.8 65.3 58.0
1995 48.4 74.2 67.4 58.4

SOURCE: Congressional Budget Office tabulations of data from the March Current Population Surveys for 1970, 1980, 1990, and 1996.

NOTE: Working-age married couples include only those in which both spouses are between ages 25 and 64, neither spouse has negative earnings,
and at least one spouse has positive earnings.
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Table H-9.
Percentage Distribution of Working-Age and All Married Couples by Division of Earnings
Between Spouses and Number of Children in 1969, 1979, 1989, and 1995

Both Spouses Had

Each Spouse Earnings and One Spouse
Earned at Least Contributed More Neither Spouse or
One-Third of Than Two-Thirds of Only One
Year Couple's Earnings Couple's Earnings Had Earnings

Working-Age Married Couples

All Couples
1969 17.2 31.2 51.7
1979 22.2 374 40.4
1989 30.9 395 295
1995 33.9 37.9 28.2
No Children
1969 24.4 28.6 47.0
1979 27.0 32.9 40.1
1989 34.3 36.2 29.6
1995 36.3 35.3 28.4
One Child
1969 19.3 34.1 46.7
1979 24.6 40.4 35.0
1989 34.9 41.1 241
1995 37.6 394 231

Two or More Children

1969 11.3 31.9 56.8
1979 16.3 40.1 43.6
1989 25.0 42.2 32.8
1995 29.2 39.9 30.9

(Continued)
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Table H-9.
Continued
Both Spouses Had
Each Spouse Earnings and One Spouse
Earned at Least Contributed More Neither Spouse or
One-Third of Than Two-Thirds of Only One
Year Couple's Earnings Couple's Earnings Had Earnings
All Married Couples

All Couples
1969 16.0 29.2 54.8
1979 19.2 32.6 48.3
1989 25.0 33.0 42.0
1995 27.1 31.3 41.6

No Children
1969 19.7 23.7 56.6
1979 19.9 24.7 55.5
1989 23.0 25.4 51.6
1995 23.8 24.6 51.6

One Child
1969 18.0 36.0 46.0
1979 22.8 411 36.1
1989 32.1 40.8 27.2
1995 35.5 38.7 25.8
Two or More Children

1969 10.9 32.1 57.0
1979 15.7 39.6 44.8
1989 23.9 414 34.7
1995 28.2 39.2 32.6

SOURCE: Congressional Budget Office tabulations of data from the March Current Population Surveys for 1970, 1980, 1990, and 1996.

NOTE: Working-age married couples include only those in which both spouses are between ages 25 and 64, neither spouse has negative earnings,
and at least one spouse has positive earnings.




