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ABSTRACT

Tax Policy and Income Inequality in the U.S., 1978-20009:
A Decomposition Approach

We assess the effects of U.S. tax policy reforms on inequality by applying a new
decomposition method that allows us to disentangle mechanical effects due to changes in
pre-tax incomes from direct effects of policy reforms. While tax reforms implemented under
Democrat administrations, in particular the EITC reforms in the 1990s and the ARRA in 2009,
had an equalizing effect at the lower half of the distribution, the disequalizing effects of
Republican reforms are due to tax cuts for high-income families. As a consequence of
partisan politics, overall policy effects almost cancel out over the whole time period.
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3.3 Sample selection, income concepts and the calculation of

counterfactual scenarios

S 1" " # meoo . " "
1 " T - o " 18 o. v
1#g "o # - 1 # o1
! " " 0 1# "o #
g gy ggr o141 1y ) A
g1 " "t 1 % 4 ¢ 1 # o
* e 8 #& #+ "4 =
g SR I I RN 1" P * g
G " o4 ") C ¢
o = # TR 1 x4 "G
1 o Y " "
L T S T B "y S
1 # g # =1 oty ot =
T ! - 6" # * 140
" "G 'y neoo - 1
"1 4 !
9, % # 4 " " # ) *UhH & #+ " # ) =" *
* # 4 e ! "gtel # - + 6; 7=
* " # 5% #% 5= # #



E # 1 - * "l # # #
" 1 ! 0 I "1 I # #' 14 -" 12
# 1 1 I # # 1 ' # #' 1 I #
11 1 - I 4 * » &35F" " A (C
" i Ao . 4 1 o# _ . .
' # # o1 "o " h# o " % " "2
4 - * I o "1 ! #14# # # ;1
& #° " ' ¢ = 7 ™™ ) # 1 !
* # v - 1 # "t # " %
ol " ¥ 3 4%t¢
! T #

3.4 Tax history

* ] By " 1 #

1 R ST -/ i
BTt T gy ! 0 "#- oo
514 " 1  #" # 5 % 1 5 = 3 5 %

1 .35 = 514# 1 9;5 9= $ -
& ° 5 1 7 ;$&5 $&5 7= 14
5 1 1 5 = 3 g x 5 15
1 3: 55 =  D- -4 * 5 15 17
Dz 55 7= # 5 % 5 % 1 . 55 =
15  x # - 4* 5 # 5 # =
E# gL - "+ # . -1
" * 4 4 E# # J o<ty %t
th 14 #0614 J " K-# + # 1L
# # % 14 " 1: 5
' 0 " o4 # % 1 %ET 7
g 1 1 # & 1% #1E ;1 T A "
14% 0 " ne s
35 # 1% N
0 % 8 S " # e .
A Y B 8 14 1
"o T # B4 4 B L !
" # " W Q89 QO . : 7= 09
D= lE 1 "G "% B ot 1d 2
E # # L# A C " E - # 4 A O A

LEE*** - # #0 " @



"G """ ¢ R # # % )

1 # Lz 1 % F fEr=Erro 4 1 #5
% 1 5 g*" + mom g # %
R N # 5 # 5 # = H
I I R " - " 4
g "4 1 xRy 5 9l# # *#
1o # 7 814 1 g #
“# 1 —# + "W 8 9 1 # - !
3 4* G - G"1# * nooom
51# " "o " 0 " # $&5
$&5 7 5  $&5 g R L B
"t 3 4 gox # " E# #1 # T
-1 - 1#) "l g x *E G -
$&5 7 grmnr 1" 1 3 4;1 3™
> v = 14 # # " om0 .
g #" W 7 7 91 7 3 4- W
" ST oo P mo sk gy gk
# "3 4 1 "o # # o 0 1
$&5 $&5 TF" T 4 1 #  # BET 1"y
8 97 1 # 1z #"1 4 5 ok T
# # LN § s
3: 55 D: 55 7*# # #6 - # 4
gom- 1 * . 1 L o
# " " %o 7 D: 55 # S PR
3: 55 *  *y - 0 % 9 & H#1#
# % g mm 0 8 1# - # g =
E 55  x # G "L gy
% # # @ " U
b " B " " #on . (=%
e on o % " 1#0Q 977 - 1
Q - 14 1 —# 4 13 2
R = 1 g g # 1+ " S
44 #1 - gL 0 Q. lEx# oty 1 Q
1 ¢ # 1 #'G "B o OBI# 4 3 4 2
oo " C # |1 nae g " C

! ;4 13 %" #" - 4 4 =



4 Results

4.1 'Trends in average tax rates and income inequality
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4.2 Decomposition results
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4.3 Robustness checks

Choice of the uprating factor.
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1978 1979 1980 1981 1982 1983
Income Tax
Number of tax brackets* 26 16 16 16 13 14
Lowest individual income tax rate** 149%#* 14k 14%##* 13.83%%+* 120/%#* 11%%#*

Lowest individual income single tax
bracket

Lowest individual income joint tax
bracket

Other individual income tax brackets

(percent)*, *t*

Highest individual income tax bracket
rate

Rate on long-term capital gains

Rate on dividends

Limitations on personal exemption and

itemized deductions

Standard Deduction

AMT exemption*###+

$2,200-$2,700

$3,200-84200

15,16, 17,19, 22, 25,

28, 32, 36, 39, 42, 45,

48, 50, 53, 55, 58, 60,
62, 64, 66, 68, 69,

70%
40% of individual rate,
maximum 39.875%
= individual rates
N.A.

$2,200 (single person)
/ $3,200 (matried
couple)

$20,000 for joint and
single filers

$2,300-$3,400

$3,400-$5500

16,18, 21, 24, 28,
3237, 43, 49, 54,
59, 64, 68

70%

40% of individual
rate, maximum 28%
= individual rates
N.A.

$2,300 (single
person) / $3,400
(matried couple)

$20,000 for joint
and single filers

$2,300-83,400

$3,400-85,500

16,18, 21, 24, 28, 32

37,43, 49, 54, 59, 64,

68

70%

40%  of

rate, maximum 28%

individual

= individual rates
N.A.

$2,300 (single person)
/ $3,400 (martied
couple)

$20,000 for joint and
single filers

$2,300-$3,400

$3,400-$5,500

16,18, 21, 24, 28,
3237, 43,49, 54,
59, 64, 68

70%

40% of individual
rate, maximum 20%
= individual rates
N.A.

$2,300 (single
person) / $3,400
(married couple)

$20,000 for joint
and single filers

$2,300-$3,400

$3,400-$5,500

14,16, 19, 22, 25,
29,33, 39, 44, 49

50%
40% of individual
rate, maximum 20%
= individual rates
N.A.

$2,300 (single
person) / $3,400
(married couple)

$30,000 for single
filers, $40,000 for

joint filers

$2,300-$3,400

$3,400-$5,500

13,15, 17, 19, 23,
26, 30, 35, 40, 44,
48

50%
40% of individual
rate, maximum 20%
= individual rates
N.A.

$2,300 (single
person) / $3,400
(married couple)

$30,000 for single
filers, $40,000 for

joint filers




1978

1979

1980

1981

1982

1983

Tax credits
Child tax credit

Child and dependent care tax credit
(non-refundable)*#++*

EITC rate and maximum credit

EITC phaseout range and rate

$400 for each of first 2
dependents, maximum
20% of expenditures

10%, max. $400
$6,000-$10,000,

N.A.

$400 for each of
first 2 dependents,
maximum 20% of
expenditures

10%, max. $500
$6,000-$10,000,

N.A.

$400 for each of first
2 dependents,
maximum 20% of
expenditures

10%, max. $500
$6,000-$10,000,

N.A.

Maximum
expenditure eligible
for credit is $2,400
for one child,
$4,800 for two ot
more; maximimum
credit is 20%-30%
of expenditures

10%, max. $500
$6,000-$10,000,

N.A.

Maximum
expenditure eligible
for credit is $2,400
for one child,
$4,800 for two or
more; maximimum
credit is 20%-30%
of expenditures

10%, max. $500
$6,000-$10,000,

N.A.

Maximum
expenditure eligible
for credit is $2,400
for one child,
$4,800 for two or
more; maximimum
credit is 20%-30%
of expenditures

10%, max. $500
$6,000-$10,000,

12.5% 12.5% 12.5% 12.5% 12.5% 12.5%
Social Security [a]
Social Security tax rate (OASDI) [b] 10.1% 10.16% 10.16% 10.7% 10.8% 10.8%
Hospital Insurance tax rate (HI) [c] 2.0% 2.1% 2.1% 2.6% 2.6% 2.6%
OASDI taxable maximum earnings 17,700 22,900 25,900 29,700 32,400 35,700
HI taxable maximum earnings [d] 17,700 22,900 25,900 29,700 32,400 35,700
1984 1985 1986 1987 1988 1989
Income Tax
Number of tax brackets* 15 15 15 5 4 4
Lowest individual income tax rate** 119tk 119kwr 119wk 11% 15% 15%
{"WES‘ individual income single tax $2,300-83,400 $2,390-$3,540 $2,480-83,670 $0-$1,800 $0-817,850 $0-818,550
bracket
Lowest individual income joint tax N _ N _
bracket $3,400-$5,500 $3,540-$5,720 $3,670-$5,940 $0-$3,000 $0-$29,750 $0-$30,950
racke
Lo . 12,14,16,18,22, 12,14,16, 18,22,  12,14,16, 18, 22,
Other individual income tax brackets _ _ _
25,28, 33,38,42, 25,28,33,38,42,  25,28,33,38,42, 15, 28,35 28,33 28,33
(percent)*, *#+* _
45,49 45, 49 45,49
Highest individual income tax bracket 50% 50% 50% 38.5% 28% 28%
rate
40% of individual L 40% of individual
. . . 40% of individual X . . .
Rate on long-term capital gains rate, maximum . ,, rate, maximum  Ordinary rates Ordinary rates Ordinary rates
20% rate, maximum 20% 20%

Rate on dividends
Limitations on personal exemption and

itemized deductions

Standard Deduction

AMT exemption*###t

= individual rates

N.A.

$2,300 (single
person) / $3,400
(married couple)

$30,000 for single
filers, $40,000 for
joint filers

= individual rates

N.A.

$2,400 (single
person) / $3,550

(married couple)

$30,000 for single
filers, $40,000 for

joint filers

= individual rates

N.A.

$2,480 (single
person) / $3,670

(married couple)

$30,000 for single
filers, $40,000 for
joint filers

= individual rates

N.A.

$2,540 (single
person) / $3,760
(married couple)

$30,000 for single
filers, $40,000 for
joint filers

= individual rates

$3,000 (single
person) / $5,000

(married couple)

N.A.

$30,000 for single
filers, $40,000 for

joint filers

= individual rates

N.A.

$3,100 (single person)
/ $5,200 (married

couple)

$30,000 for single
filers, $40,000 for

joint filers




1984 1985 1986 1987 1988 1989

Tax credits
Child tax credit N.A. N.A. N.A. N.A. N.A. N.A.

Maximum Maximum Maximum Maximum Maximum Maxi dit

laximum expenditure
expenditure eligible expenditute eligible  expenditure eligible  expenditure eligible expenditute eligible licible for P diti
€ € TOr Crex S
for credit is $2,400  for credit is $2,400 for credit is $2,400  for credit is $2,400  for credit is $2,400 $2gj¥00 f hild
Or one C.

Child and dependent care tax credit (non- for one child, for one child, for one child, for one child, for one child, ’ ?

refundable)

EITC rate and maximum credit

EITC phaseout range and rate

$4,800 for two or
more; maximimum
credit is 20%-30%

of expenditures

10%, max. $500

$6,000-$10,000,

$4,800 for two or
more; maximimum
credit is 20%-30%

of expenditures

11%, max. $550

$6,500-$11,000,

$4,800 for two or
more; maximimum
credit is 20%-30%

of expenditures

11%, max. $550

$6,500-$11,000,

$4,800 for two or
more; maximimum
credit is 20%-30%

of expenditures

14%, max. $851,
indexed for inflation

$6,920-815,432,
indexed for

$4,800 for two or
more; maximimum
credit is 20%-30%

of expenditures

$4,800 for two or
more; maximimum
credit is 20%-30% of

expenditures

14%, max. $874

$9,840-$18,576,

14%, max. $910

$10,240-$19,340,

12.5% 12.22% 12.22% 10% 10%
’ ! ’ inflation, 10% ’ ’
Social Security [a]
Social Secutity tax rate (OASDI) [b] 11.4% 11.4% 11.4% 11.4% 12.12% 12.12%
Hospital Insurance tax rate (HI) [c] 2.6% 2.7% 2.9% 2.9% 2.9% 2.9%
OASDI taxable maximum earnings 37,800 39,600 42,000 43,800 45,000 48,000
HI taxable maximum earnings [d] 37,800 39,600 42,000 43,800 45,000 48,000
1990 1991 1992 1993 1994 1995
Income Tax
Number of tax brackets* 4 3 3 5 5 5
Lowest individual income tax rate** 15% 15% 15% 15% 15% 15%
t"“’i“ individual income single tax $0-§19,450 $0-620,350 $0-521,450 $0-522,100 $0-§22,750 $0-§23,350
racket
E"“’ESE individual income joint tax $0-$32,450 $0-$34,000 $0-$35,800 $0-§36,900 $0-§38,000 $0-839,999
racke:
Other individual income tax brackets 28,33 28 28 28,31, 36 28,31, 36 28, 31,36
(percent)*, Hxkx
Highest individual income tax bracket 28% 31% 319% 39.6% 39.6% 39.6%

rate
Rate on long-term capital gains
Rate on dividends

Limitations on personal exemption and
itemized deductions

Standard Deduction

AMT exemption**#¥*

28% and 15%
= individual rates

N.A.

$3,250 (single
person) / $5,450
(married couple)

$30,000 for single
filers, $40,000 for
joint filers

28% and 15%
= individual rates

28% and 15%
= individual rates

Personal exemption phases

out (PEP) between

$100,000 and $222,500

(single), $150,000 and

PEP and Pease,

$272,500 (joint). Limitation thresholds indexed

on itemized deductions

(Pease) for AGI over
$100,000. Thresholds
indexed for inflation

$3,400 (single person) /
$5,700 (martied couple)

$30,000 for single filers,
$40,000 for joint filers

for inflation

$3,600 (single
petson) / $6,000
(married couple)

$30,000 for single
filers, $40,000 for
joint filers

28% and 15%
= individual rates

PEP and Pease,
thresholds indexed
for inflation

$3,700 (single
person) / $6,200
(married couple)

$30,000 for single
filers, $40,000 for
joint filers

28% and 15%
= individual rates

PEP and Pease,
thresholds indexed for
inflation

$3,800 (single person)
/ $6,550 (married
couple)

$33,750 for single
filers, $45,000 for
joint filers

28% and 15%
= individual rates

PEP and Pease,
thresholds indexed
for inflation

$3,900 (single
petson) / $6,550
(married couple)

$33,750 for single
filers, $45,000 for
joint filers




expenditure eligible
Child and dependent care tax credit (non- for one child, $4,800

maximimum credit is

EITC rate and maximum credit

1991

Maximum expenditure
cligible for credit is $2,400
for one child, $4,800 for
WO Of more; maximimum
credit is 20%-30% of

expenditures

One child: 16.7%,
maximum $1,192; two
children: 17.3%, maximum
$1,235

1992

N.A.

Maximum
expenditure eligible
for credit is $2,400
for one child, $4,800
for two or more;
maximimum credit is
20%-30% of

expenditures

One child: 17.6%,
maximum $1,324;
two children: 18.4%,
maximum $1,384

1993

N.A.

Maximum
expenditure eligible
for credit is $2,400
for one child, $4,800
for two or more;
maximimum credit is
20%-30% of

expenditures

One child: 18.5%,
maximum $1,434;
two children: 19.5%,
maximum $1,511Al

me childrenel71.5%,MaxADHz/DT5i0)SAHS;zM5mOADHz/DT5uODHA;C/C*

1994

N.A.

Maximum expenditure
eligible for credit is
$2,400 for one child,
$4,800 for two or
more; maximimum
credit is 20%-30% of

expenditures

1995

N.A.

Maximum
expenditure eligible
for credit is $2,400
for one child, $4,800
for two or more;
maximimum credit is
20%-30% of
expenditures



1996

1997

1998 1999

2000 2001

Tax credits

Child tax credit

Child and dependent care tax credit
(non-refundable)*r**

EITC rate and maximum credit

EITC phaseout range and rate

Social Security [a]

Social Security tax rate (OASDI) [b]
Hospital Insurance tax rate (HI) [c]
OASDI taxable maximum earnings
HI taxable maximum earnings [d]

N.A.

Maximum expenditure
eligible for credit is
$2,400 for one child,
$4,800 for two or more;
maximimum credit is
20%-30% of
expenditures

No children: 7.65%,
maximum $323; one
child: 34%, maximum
$2,152; two children:
40%, maximum $3,556

No children: $5,280-
$9,500, one child:
$11,610-825,078, two
children: $11,610-
$28,495,
7.65%/15.98%/21.06
%

12.4%
2.9%
62,700

N0 max.

$500 (non-refundable)

Maximum expenditure
eligible for credit is
$2,400 for one child,
$4,800 for two or more;
maximimum credit is
20%-30% of
expenditures

No children: 7.65%,
maximum $332; one
child: 34%, maximum
$2,210; two children:
40%, maximum $3,656

No children: $5,430-
$9,770, one child:
$11,930-$25,650, two
children: $11,930-
$29,290,
7.65%/15.98%/21.06%

12.4%
2.9%
65,400

NO max.

$500 (non-refundable) ~ $500 (non-refundable)

Maximum expenditure ~ Maximum expenditure
cligible for credit is
$2,400 for one child,

$4,800 for two or more;

cligible for credit is
$2,400 for one child,
$4,800 for two or more;
maximimum credit is
20%-30% of
expenditures

maximimum credit is
20%-30% of
expenditures

No children: 7.65%,
maximum $341; one
child: 34%, maximum
$2,271; two children:
40%, maximum $3,756

No children: 7.65%,
maximum $347; one
child: 34%, maximum
$2,312; two children:
40%, maximum $3,816

No children: $5,670-
$10,200, one child:
$12,460-$26,928, two
children: $12,460-
$30,580,
7.65%/15.98%/21.06
%

No children: $5,570-
$10,030, one child:
$12,260-826,473, two
children: $12,260-
$30,095,
7.65%/15.98%/21.06%

12.4% 12.4%
2.9% 2.9%
68,400 72,600
NO Max. N0 Max.

6008, refundable up to
10% earned income
above $10,000,
threshold indexed for
inflation

$500 (non-refundable)

Maximum expenditure  Maximum expenditure
cligible for credit is
$2,400 for one child,

$4,800 for two or more;

cligible for credit is
$2,400 for one child,
$4,800 for two or more;
maximimum credit is
20%-30% of
expenditures

maximimum credit is
20%-30% of
expenditures

No children: 7.65%,
maximum $353; one
child: 34%, maximum
$2,353; two children:
40%, maximum $3,888

No children: 7.65%,
maximum $364; one
child: 34%, maximum
$2,428; two children:
40%, maximum $4,008

No children: $5,770-
$10,380, one child:
$§12,690-$27,413, two
children: $12,690-

No children: $5,950-
10,710, one child:

$13,090-$28,281, two

children: $13,090-

1753(1515/2]5 98%/21.06 $32,121,
OITOSETENIEET0 7 65%0/15.98%/21.06%
%

12.4% 12.4%

2.9% 2.9%

76,200 80,400

no max. no max.

2002 2003 2004 2005 2006 2007
Income Tax
Number of tax brackets* 6 6 6 6 6 6
Lowest individual income tax rate** 10% 10% 10% 10% 10% 10%
Lowest individual income single tax
$0-$6,000 $0-$7,000 $0-$7,150 $0-$7,300 $0-$7,550 $0-$7,825

bracket

Lowest individual income joint tax
bracket

Other individual income tax brackets
(percent)¥, ¥k

Highest individual income tax bracket
rate

Rate on long-term capital gains

Rate on dividends

Limitations on personal exemption and

itemized deductions

Standard Deduction

AMT exemption**¥¥k

$0-$12,000

15,27, 30, 35

38.6%

10% for tax payers
the 15% bracket
below, 20% for others

= individual rates

PEP and Pease,
thresholds indexed for
inflation

$4,700 (single person) /  $4,750 (single person) /
$7,850 (married couple) $9,500 (married couple)

$35,750 for single filers,
$49,000 for joint filers

$0-$14,000

15,25,28,33

35%

in 5% for taxpayers in
or 15% bracket; 15%

other brackets

$0-$14,300 $0-$14,600

15, 25,28, 33 15, 25,28, 33

35% 35%

$0-$15,100 $0-$15,650

15, 25,28, 33 15, 25,28, 33

35% 35%

the 5% for taxpayers in the 5% for taxpayers in the 5% for taxpayers in the 5% for taxpayers in

for 15% bracket; 15% for 15% bracket;

other brackets other brackets

15% for 15% bracket;

15%
for

15% for the bracket;

other brackets 15% other

5% for taxpayers in the 5% for taxpayers in the 5% for taxpayers in the 5% for taxpayers in the 5% for taxpayers in

15% bracket;
other brackets

15%

PEP and Pease,
thresholds indexed for
inflation

$40,250 for single filers,
$58,000 for joint filers

for 15% bracket;
other brackets

15% for 15% bracket;
other brackets

PEP and Pease,
thresholds indexed for
inflation

PEP and Pease,
thresholds indexed for
inflation

$5,000 (single person)
$10,000 (married
couple)

$4,850 (single person) /
$9,700 (married couple)

$58,000 for joint filers

15% for 15% bracket;

$40,250 for single filers, $40,250 for single filers, $42,500 for single filers,
$58,000 for joint filers

15%
for

15% for the bracket;

other brackets 15% other

§ L PEP and Pease limits
PEP and Pease limits on
A on personal
personal exemptions and .
! K K exemptions and
itemized deductions

reduced by 1/3,
thresholds indexed for

itemized deductions
reduced by 1/3,
thresholds indexed

inflation . .
for inflation

/ $5,150 (single person) /
$10,300 (married
couple)

$5,350 (single
person) / $10,700
(married couple)
$44,350 for single
filers, $66,250 for

$62,550 for joint filers ..
joint filers




2002

2003

2004

2005

2006

2007

Tax credits

Child tax credit

Child and dependent care tax credit (non-
refundable)####+

EITC rate and maximum credit

EITC phaseout range and rate

Social Security [a]

Social Secutity tax rate (OASDI) [b]
Hospital Insurance tax rate (HI) [c]
OASDI taxable maximum earnings

HI taxable maximum earnings [d]

6008, refundable up to
10% earned income
above $10,350

Maximum eligible
expenses are $3,000 for
1 child; $6,000 for 2 or
more; maximum credit is
35% (phasing down to
20% at $15,000 of AGI)

No children: 7.65%,
maximum $376; one
child: 34%, maximum
$2,506; two children:
40%, maximum $4,140

No children: $6,150-
$11,060, one child:
$13,520-829,201, two
children: $13,520-
$33,178.
Starting/ending points
increased by $1,000 for
joint filers.

7.65%/15.98%/21.06%

12.4%
2.9%
84,900

Nno max.

1,0008, refundable up to
10% earned income
above $10,500

Maximum eligible
expenses are $3,000 for 1
child; $6,000 for 2 or
more; maximum credit is
35% (phasing down to
20% at $15,000 of AGI)

No children: 7.65%,
maximum $382; one
child: 34%, maximum
$2,547; two children:
40%, maximum $4,204

No children: $6,240-
$11,230, one child:
$13,730-$29,666, two
children: $13,730-
$33,692. Increased by
$1,000 for joint filers.
7.65%/15.98%/21.06%

12.4%
2.9%
87,000

N0 max.

1,0008, refundable up to
15% earned income
above $10,750

Maximum eligible
expenses are $3,000 for 1
child; $6,000 for 2 or
more; maximum credit is
35% (phasing down to
20% at $15,000 of AGI)

No children: 7.65%,
maximum $390; one
child: 34%, maximum
$2,604; two children:
40%, maximum $4,300

No children: $6,390-
$11,490, one child:
$14,040-$30,338, two
children: $14,040-
$34,458. Increased by
$1,000 for joint filers.
7.65%/15.98%/21.06%

12.4%
2.9%
87,900

Nno max.

1,0008, refundable up
to 15% earned income
above $11,000

Maximum eligible
expenses are $3,000 for
1 child; $6,000 for 2 or
more; maximum credit
is 35% (phasing down
to 20% at $15,000 of
AGI)

No children: 7.65%,
maximum $399; one
child: 34%, maximum
$2,662; two children:
40%, maximum $4,400

No children: $6,530-
$11,750, one child:
$14,370-$31,030, two
children: $14,370-
$35,263. Increased by
$2,000 for joint filers.
7.65%/15.98%/21.06
%

12.4%
2.9%
90,000

Nno max.

1,0008, refundable up to
15% earned income
above $11,300

Maximum eligible
expenses are $3,000 for
1 child; $6,000 for 2 or
more; maximum credit is
35% (phasing down to
20% at $15,000 of AGI)

No children: 7.65%,
maximum $412; one
child: 34%, maximum
$2,747; two children:
40%, maximum $4,536

No children: $6,740-
$12,120, one child:
$14,810-832,001, two
children: $14,810-
$36,348. Increased by
$2,000 for joint filers.
7.65%/15.98%/21.06%

12.4%
2.9%
94,200

No max.

1,0008, refundable up
to 15% earned
income above
$11,750

Maximum eligible
expenses are $3,000
for 1 child; $6,000 for
2 of more; maximum
credit is 35%
(phasing down to
20% at $15,000 of
AGI)

No children: 7.65%,
maximum $428; one
child: 34%, maximum
$2,853; two children:
40%, maximum
$4,716

No children: $7,000-
$12,590, one child:
$15,390-833,241,

two children: $15,390-
$37,783. Increased by
$2,000 for joint filers.
7.65%/15.98%/
21.06%

12.4%
2.9%
97,500

Nno max.

77



2008 2009 2008 2009
Income Tax Social Security [a]
Number of tax brackets* 6 6 Social Security tax rate (OASDI) 12.4% 12.4%
Lowest individual income 10% 10% Hospital Insurance tax rate (HI) 2.9% 2.9%
tax rate**
Lowest individual income . .

. $0-$8,025 $0-$8,350 OASDI taxable maximum earnings 102,000 106,800
single tax bracket
_L‘?“'e“ individual income $0-$16,050 $0-$16,700 HI taxable maximum earnings no max. Nno max.
joint tax bracket
Other individual income tax 5
15,25, 28, 33 15,25, 28, 33 Tax credits

brackets (percent)*, *#%*
Highest individual income B . 1,0008, refundable up to 15% 1,0008, refundable up to 15%

35% 35% Child tax credit

tax bracket rate

Rat long-t ital

ate onfongem G nd 15% bracket;
gﬂlns
other brackets

0% for taxpayers in the 10% 0% for taxpayers in the
15% for 10%

Child and dependent care tax

d 15% bracket;
an o bracket; credit (non-refundable)*#irx

15% for other brackets

0% for taxpayers in the 10% 0% for taxpayers in the

Rate on dividends and 15% bracket;

other brackets

PEP and Pease limits on
Limitations on personal personal exemptions and
itemized deductions reduced
by 2/3, thresholds indexed

for inflation

exemption and itemized
deductions

X $5,450 (single person) /
Standard Deduction $10,900 (martied couple)
$46,200 for single filers,

\ 1 kokok ok ok
AMT exemption $69,950 for joint filers

15% for 10%

and 15% bracket; EITC rate and maximum credit

15% for other brackets

PEP and Pease limits on
personal exemptions and
itemized deductions
reduced by 2/3, thresholds

indexed for inflation
EITC phaseout range and rate
$5,700 (single person) /
$11,400 (married couple)

$46,700 for single filers,
$70,950 for joint filers

earned income above $8,500

Maximum eligible expenses are
$3,000 for 1 child; $6,000 for
2 or more; maximum credit is
35% (phasing down to 20% at
$15,000 of AGI)

No children: 7.65%, maximum
$438; one child: 34%,
maximum $2,917; two
children: 40%, maximum
$4,824

No children: $7,160-$12,880,
one child: $15,740-833,995,
two children: $15,740-
$38,646. Increased by $3,000
(indexed for inflation) for joint
filers. 7.65%/15.98%/21.06%

earned income above $3,000

Maximum eligible expenses are
$3,000 for 1 child; $6,000 for 2
or more; maximum credit is 35%
(phasing down to 20% at $15,000
of AGI)

No children: 7.65%, maximum
$457; one child: 34%, maximum
$3,043; two children: 40%,
maximum $5,028; three children
45%, maximum $5,657

No children: $7,470-$13,440, one
child: $16,420-$35,463, two
children: $16,420-$40,295, three
children: $16,420-$43,279.
Increased by $5,000 for joint
filers.
7.65%/15.98%/21.06%/21.06%

Notes:
* Mattied couple filing jointly

** Indexing of income brackets for individual income tax began in 1985 under ERTA81 except for 1987 and 1988 when brackets were not indexed because of rate changes;

Changes in bracket amounts for 1985-1986, 1989-2000, and 2004-2007 occured as a result of indexing for inflation rather than from a change in tax legislation

k0% rate existed below these brackets until 1986

Rk For years 1988-1990 rate applicable to highest income bracket is not the highest rate: 28% rate is applicable to two income brackets - the highest bracket and a lower one

Rk Not indexed for inflation

[a] The taxable maximum for 1979-81 was set by statute; all other amounts were determined under automatic adjustment provisions of the Social Security Act

according to the national average wage index. The tax rate refers to the combined rate for employers and employees.

[b] OASDI: Old-Age, Survivors, and Disability Insurance program

[c] HI: Medicare's Hospital Insurance program

[d] The upper limit on earnings subject to HI was repealed by the Omnibus Budget Reconciliation Act of 1993.
Sources: Tax Policy Center (http:/ /www.taxpolicycenter.org/taxfacts/index.cfm), Social Security Administration (http://www.ssa.gov/OACT/COLA /cbb.html
and http:/ /www.ssa.gov/OACT/ProgData/taxRates.html), last accessed May 2011



- P " - % #
data year: 1978 1978 1980 1978 1980 - - shorrocks Shapley
uprated to: 1980 1980 Decomposition | Decomposition |1 Decomposition
Total
. change
policy year: 1978 1978 1978 1980 1980 Toxpolicy  Other  Taxpolicy Other Taxpolicy — Other
uprated to: 1980 1980 effect effect effect effect effect effect
o o O ©) @ GO @@ @O @)  @-» Meanof Meanof
W-(2), 3-(1) (). (4-3)
Inequality
Gini 29.70  29.70 30.96 29.10  30.38 0.68 -0.58 1.26 -0.60 1.28 -0.59 127
P90/P10 4.63 4.63 4.90 4.48 4.78 0.15 -0.12 0.26 -0.15 0.30 -0.13 0.28
P90/P50 1.82 1.82 1.87 1.79 1.84 0.01 -0.03 0.04 -0.03 0.05 -0.03 0.05
P50/P10 2.54 2.54 2.62 2.50 2.60 0.06 -0.02 0.08 -0.04 0.10 -0.03 0.09

Measures are based on equivalized income using the square-root of househohld size scale. Gini multiplied by 100. Uprating according the level of price infiation.

data year: 1981 1981 1984 1981 1984 . - L shomocksShapley
uproTed to: 1984 1984 eCcompaosition ecomposition Decomposiﬂon
Total
policy year: 1981 1981 1981 1984 1984 CONGe Tax T Gther Tax policy
policy policy effect effect Other effect
uprated to: 1984 1984 offect
[0) m ) ® @ @O @@ @< @) @ Meanof  Meanof
@@, @) @), @D
Inequality
Gini 3086 3086 3230 3186 3328 242 098 144 100 142 099 143
P9O/P10 494 494 546 530 577 083 031 053 036 047 0.33 050
P9O/P50 183 183 190 18 196 012 005 007 006 006 0.06 007
P50/P10 269 269 287 279 295 026 009 017 010 016 0.09 0.17

Measures are based on equivalized income using the square-root of househohld size scale. Gini multiplied by 100. Uprating according the level of price

infiation.
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_ 7 ! mn | ] n mn # _ % # ; =
data year: 1986 1986 1988 1986 1988 . I . shorrocks-Shapley
uprofed to: 1988 1988 eComposITion eCcompaosition DecomposiTion
Total
policy year: 1986 1986 1986 1988 1988 CON9e O oner X other  Taxpolicy
policy effect policy effect effect Other effect
uprated to: 1988 1988 offect offect
[0) m ) ® @ @O @@ @0 @) @@ Meanof Mean of
@@, G @), A
Inequality
Gini 3375 3375 3407 3476 3500 134 102 032 101 033 1.0 0.32
POO/P10 587 587 593 598 602 015 009 006 012 003 0.10 005
P90/P50 196 196 198 200 202 006 004 002 004 OO 0.04 002
P50/P10 300 300 300 299 298 002 002 000 001 00 00 0.00

Measures are based on equivalized income using the square-root of househohld size scale. Gini multiplied by 100. Uprating according the level of price infiation.

data year: 1986 1986 1988 1986 1988 . - . shorrocks Shapley
uproTed to: 1988 1988 eCcomposition eCcompaosition Decomposiﬂon
Total

policy year: 1986 1986 1986 1988  198s CON9e X oer X otner Taxpolicy

ted to: 1988 1088 policy effect policy effect effect Other effect
uprareaio: effect effect

[6) m o) ) @ @O @@ @0 @) @@ Meanof Mean of
@@, GHD @D, @3

Inequality

Gini 3375 3375 3410 3472 3509 134 099 035 097 037 0.98 0.36
P9O/P10 587 587 593 59 602 015 008 007 009 006 0.09 0.06
P9O/P50 196 196 198 200 202 006 004 002 004 002 0.04 0.02
P50/P10 300 300 300 298 298 002 001 000 001 000 001 0.00

Measures are based on equivalized income using the square-root of househohld size scale. Gini multiplied by 100. Uprating according to the level of mean

nominal earnings growth.
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. ! mn | ] n mn # _ % # ; =
datayear: 1989 1989 1994 1989 1994 . - o Shormocks Shapley
uprofed to: 1994 1994 eComposITion eComposITion Decomposiﬁon
Total
policy year: 1989 1989 1989 1994 1994 CONOe T oer X Gier  Tax policy
policy effect policy effect effect Ofther effect
uprated to: 1994 1994 offect offect
) m ) ® @ @O @@ @0 -0 @@ Meanof  Meanof
@D-2), (D @), D3

Inequality

Gini 3538 3538 3720 3469 3664 126 056 182 069 195 0,63 1.89
P9O/P10 587 587 643 561 613 026 030 057 02 052 028 054
P9O/P50 202 202 209 201 209 007 001 007 001 007 001 007
P50/P10 200 290 307 279 294 003 014 017 011 015 0,12 0.16

Measures are based on equivalized income using the square-root of househohld size scale. Gini multiplied by 100. Uprating according the level of price infiation.

clata year 200 200 20 200 20 Decomposition | Decomposition 11 shorrocks-Shapley
uprated to: 2004 2004 Decomposition
Total

policy year: 2000 2000 2000 2004 2004 ChONoe T oner X Oter  Tax policy

ted to: 2004 2004 policy effect policy effect effect Other effect
uprated to: effect

©) m ) ® @ @O @@ @0 @) @ Meanof  Meanof
@@, ) @), @

Inequality

Gini 3586 3586 3725 3612 3757 171 032 139 026 145 029 1.42
P9O/P10 553 553 599 561 603 051 004 046 008 043 0.06 0.44
P90/P50 205 205 212 208 214 009 002 006 002 006 0.02 0.06
P50/P10 260 269 28 270 282 013 001 014 001 012 0.00 0.13

Measures are based on equivalized income using the square-root of househohld size scale. Gini multiplied by 100. Uprating according the level of price infiation.
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