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Value of Typical erican
Income Eroded by T es and
Typical Family $214 Poorer in 1992

The value of the typical American family' s
earnings is succumbing to weak income growth ,
inflation, and accelerating taxes . Just since 1991 ,
the typical family is $214 dollars poorer . Defined
as a household with two earners employed full -
time, year-round and two dependent children ,
the typical family has lost purchasing power

every year since 1989, for a 4-year loss of $1,44 4
(see Figure 1) .

The two-earner family that made $33,49 2
back in 1982 is now earning an estimated
$53,984 . However, when federal taxes, state and
local taxes, and inflation are taken into account ,
the sizable $20,492 increase in this family' s
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income results in a real gain of only $4,021 .
In other words, over 80 percent of the family' s
income growth has been eroded by taxes an d
inflation (see Table 1) . The principal reaso n
for this decline in the family's well-being ha s
been weak income growth as a fallout of the
prolonged recession that started in July of 1990 .
Before taxes and inflation, the median family
examined here managed to increase its incom e
an average of only 3 .3 percent annually over the
past four years .

Taxing the Family Income
The Economic Recovery Tax Act of 198 1

(ERTA) and the Tax Reform Act of 1986 (1'RA'86)
helped lighten the federal income tax burden o n
the American family . The federal income tax ,
which claimed a high of 17 percent of th e

The family achieved its most significant gains in the
mid-1980s when real income rose an average o f

$911 per year between 1983 and 1988.

family's total income in 1981, currently account s
for 12 percent . However, this income tax relie f
has been overwhelmed, principally by the risin g
toll of Social Security taxes, federal excise taxes ,
and state and local taxes .

Table 1
Two-Earner Median Family Income Before and After luxes and Inflatio n
1980-1992

Federal "faxe s

Year

Two-earne r
media n

family income (a)

Direct Taxes

Indirec t
"faxes (c)

State &
Loca l

Taxes (d)
Total
Taxes

Effective
Rate

After-Tax Income

Incom e

Tax(b)

Social
Security

Current
Dollars

Constant 1992

	

Real Income
Dollars (e)

	

Gain or (Loss)

1980 $29,669 $4,849 $1,819 $3,076 $2,547 $ 12,291 41 .4% $ 17,378 $29,63 1

1981 32,283 5,610 2,117 3,466 2,763 13,986 43 .3 18,297 28,28(1 ($1,351 )

1982 33,492 5,219 2,244 3,157 2,985 13,905 41 .5 19,587 28,518 23 8

1983 35,440 4,991 2,374 3,802 3,187 14,353 40 .5 21,087 29,746 1,22 7
1984 38,267 5,497 2,679 4,028 3,435 15,639 10 .8 22,628 30,599 85 3
1985 40,213 5,785 2,835 4,380 3,632 16,632 11 .3 23,581 30,791 19 2

1986 42,326 6,123 3,026 4,434 3,891 17,174 41.2 24,852 31,859 1,068

1987 44,981 5,655 3,216 4,833 4,149 17,853 39 .6 27,128 33,552 1,693

1988 47,445 5,828 3,563 5,148 4,293 18,832 39 .6 28,613 33,983 43 1

1989 49,058 6,178 3,684 5,261 4,462 19,588 39 .9 29,470 33,391 (592)

1990 50,898 6,562 3,894 5,311 4,646 20,413 40 .1 30,485 32,771 (620)

1991 52,579 6,383 4,022 5,552 4,871 20,828 39 .6 31,751 32,753 (18)

1992(f) 53,984 6,201 4,130 5,832 5,282 21,445 39 .7 32,539 32,539 (214)

a) Median family income for household with two earners, employed full-time, year round .
b) Married couple filing joint return, two dependent children .
c) Estimated average indirect federal taxes . Includes excise taxes, employer's share of Social Security taxes, allocated corporate taxes, and miscellaneous levies .
cl) Estimated national average of total state and local taxes .
e) Adjusted by Consumer Price Index (CPI-XI), estimated 3 .16% inflation in 1992 .
t) Estimates based on first and second quarter 1992 statistics .
Sources: Tax Foundation; U .S . Department of Commerce, Bureau of the Census and Bureau of Economic Analysis ; 11 .S . Department of Labor ,

Bureau of Labor Statistics ; U .S . Treasury Department, Internal Revenue Service .

ERTA and TRA'86 helped the family by
lowering marginal tax rates and reducing th e
number of tax brackets . Moreover, they helpe d
protect the family income from inflation by
indexing the personal exemption, the standard
deduction and the tax rate brackets . In tax yea r
1992, for example, the typical family will sav e
$252 in income tax liability just as a result o f
the indexed personal exemption and standard
deduction .

Most of the family's tax savings from income
tax reductions in the I 980s were offset by the
rapid growth in the Social Security tax . Th e
combined Social Security tax rate (OASIHI) ha s
increased six times since 1981, so that it no w
takes 7 .65 percent of the family's earnings, up
from 6 .1 percent in 1980 . The level of earnings t o
which this tax is applied has also been ratchete d
up under a scheme of automatic adjustments .
The bite that Social Security takes out of the
typical family's income reached a record $4,13 0
in 1992 .

Indirect Federal luxes

The individual income tax and persona l
Social Security "contributions" are direct federa l
taxes that appear as withheld income on th e
typical American worker's paycheck . But the y
are only part of the total federal tax take ,
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representing about three-fifths of total revenues .
This year, for example, the federal government
will collect an estimated $1,073 .6 billion in
revenues, of which $662 .1 billion, or 61 . 7
percent, comes from individual income taxe s
and personal Social Security taxes .

Defined as a household with two earners employe d
full-time, year-round and two dependent children, th e

typical family has lost purchasing power every yea r
since 1989, fora 4 -year loss of $1,444 .

Numerous indirect federal taxes, such as th e
employer's share of Social Security taxes ; excise
taxes on such items as gasoline, liquor, tobacco ,
and telephone use ; business taxes and miscel-
laneous levies, garner a significant portion of th e
family's earnings as they work, spend and invest.
These indirect taxes can mean lower wages and
salaries for workers, higher prices for consumers ,
and lower returns for investors .

The Omnibus Budget Reconciliation Act o f
1990 increased many of these indirect taxes ,
notably on gasoline (9 to 14 cents per gallon) ,
cigarettes (16 to 24 cents per pack), beer (16 t o
32 cents per 6-pack), wine (3 to 21 cents per
bottle), and the telephone excise ta x
(permanently 3 percent) . While the amounts o f
these taxes actually paid will vary with each

family's income and specific consumptio n
patterns, the median family examined here will
pay an estimated $5,832 in total indirect federal
taxes in 1992, or 10 .8 percent of the family' s
1992 income .

State and Local Taxes

Another significant reason for the decline
in the family's after-tax income has been th e
increased growth rate of taxes levied by stat e
and local governments . Last year alone, states
collectively legislated a record $17 .1 billion in
new taxes. Since 1990, states have added an
additional $37 billion in new tax increases . Total
state and local taxes that claimed 8 .9 percent of
the family's earnings in 1982 now commandee r
9 .8 percent, or $5,282 .

Between 1991 and 1992, the effective tax
rate of total federal taxes dropped from 30 . 3
percent to 29 .9 percent, but the effective rate o f
state and local taxes rose from 9 .3 to 9 .8 percent .
Thus, the increase in state and local taxes on th e
family has completely offset any relief felt from a
reduced federal tax burden .

The Impact of Inflation
on Family Earnings

Inflation is another factor that erodes the
typical family's purchasing power . It stood a t
13 .5 percent in 1980 but declined steadily to a

lig re 2
Net Annual Gain or Loss in Family After-lax Real //lc ()m e
Calendar Years 1982-199 2
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Figure 3
Typical American Family Budget in 1992 (a)

Source : "lax Foundation . (See table 2 .)

low of 1 .9 percent in 1986, giving the growth
rate in family income a chance to outpac e
inflation during this period . However, inflatio n
accelerated after 1986 and is estimated at 3 .16
percent for 1992 . The nationwide recession that
started in 1990, and current weak economi c
growth, have so far mitigated strong inflationar y
pressures for 1992. However, even small
inflationary increases reduce purchasing power ,
and the economic slowdown has also severely
reduced personal income growth for the average
American family. The family achieved its most
significant gains in the mid- 1980s when rea l
income rose an average of $911 per year
between 1983 and 1988 (sec Figure 2) .

The sizable 61 .2 percent nominal incom e
gain the two-earner family has made since 198 2
has been reduced to only a 9 .3 percent gain after
total taxes and inflation are taken into account .
While two federal income tax reductions and
slower inflation gave the family a chance to
realize strong real income growth during the pas t
decade, the sharp increases in Social Security
taxes, other indirect federal taxes and state/loca l
tax hikes have dashed those hopes . Despit e
earning $1,405 more in 1992, this typical family
will take home $214 less than in 1991, due to
taxes and inflation .

Taxes Dominate
the Family Budget

Federal, state, and local taxes together
represent the largest item in the family's 1992

Table 2
The Typical American Family's 1992 Budget (a)

Dolla r

Amount

Percent

of Incom e

Family Income 53,984 100 .0 %

Total Taxes 21,445 39 .7
Federal 16,163 29 . 9

State and Local 5,282 9 . 8

After-tax Income 32,539 60 .3
Total Personal Consumption

32,539 60 .3Expenditures

Housing and Household

8,795 16 . 3Expenses

Food and Tobacco 5,935 11 . 0

Health and Personal Care 4,750 8 . 8

Transportation 3,940 7 . 3
Recreation 2,482 4 .6

Clothing 2,428 4 . 5

Insurance and Pensions 1,241 2 . 3

All Other 2,968 5 .5

(a) This example uses a two-earner family earning $53 .984 per year
with two dependent children .

Source : "lax Foundation .

budget (see Table 2 and Figure 3) . The
American family will spend 39 .7 percent of
its 1992 budget on taxes, more than on food ,
clothing, and housing combined. Afte r
paying its tax burden and purchasing thes e
necessities, the family has only 29 cents lef t
on a dollar to pay for such items as healt h
care, transportation, insurance, and, of
course, to put into savings . Not surprisingly ,
the current family personal savings rate i s
less than 3 percent of income .

After tax liabilities, the family spends
the bulk of its remaining disposable income
on four items: housing and household
operations - 16 .3 percent ; food and tobacco -
11 percent; health care - 8 .8 percent ; and
transportation - 7 .3 percent .

Outlook for the Family's
Purchasing Power

Despite the loss of $214 in real, after-
tax income in 1992, the typical family ha s
slim chances for relief in the near future .
Persistent federal deficit spending mean s
more pressure to increase federal tax
revenues, and the sharp tax increase s
recently enacted in numerous states wil l
continue to tap the family's disposable
income over the next several years . These
tax increase pressures, along with the
upswing in inflation and slower income
growth, do not bode well for the America n
family's purchasing power in the coming
years .

Health & Personal Care 8 .8 %

Transportation 7.3%

Recreation 4 .6 %

All Other 5 .5 %

State/Local Taxes 9 .8%

Insurance & Pensions 2 .3 %
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