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FOREWOR D

This is the fourth in a series of Ta, ; Foundation studies reviewing major areas of
Federal taxation_ The first, Fcdrn¢f Excise Tarts, was published in 195% ; the second,
AreHigh Surtax Rates Wortkwkitel, in 1937; and the third, Rttxamiaing the Fed-

,

	

era! Corporation income Tax, in 1935

The present study is an examination of t:,e rate and bracket structure of the in -
r

	

=

	

dividu:l income tax. That structure needs revision in order to educe ivequities, to
minimize distorting effects on economic decisions, and to promote economic growth .
With the exce2tion of income splitting there has been no essential change in the basic

	

-
characteristics of the rate and bracket structure since 1942 . In the meantime, inflation

_

	

has substantially changed the real impact of tvie tax . Moreover, economic conditions

	

-
have markedly- changed since then, as have the objectives of public polity :

A%Nle many specific features of the tax !ac- have: been revised since World Attar II,
and there has been ene complete revision of the details of the Internal Revenue Cod e
(19=4), there has not been until 1939 an attempt at an overall reexamination an d
revision of the general features of the Federal revenue system. The general tax
revision hearings being conducted in 1939 by the House Committee on Ways an d
deans may lead to such a general revision . The recent highlighting of our scientifi c
and industrial race with Russia should provide an added stimulus to tax reform fo r
the promotion of economic growth as well as to improve the equity of the tax system .
The revisions in the income tax structure suggested in the present study are aimed
at these objectives-

nc basic research and drafting of this study was done by or under the directio n
of George Bishop, Senior Researcher_ Grateful ackanowle4ment is made to th e
corporation tax executives and others, both in goverun ::nt and academic circles, who
read drafts of this study and made many helpful suggestions .

- The Tax Foundation, a non-profit organization, is engaged in research and public
education on government education and taxation . Its purpose is to aid in the develop-
ment of more efficient government at less cost to the taxpayer . It also serves as a
national information agency for organized taxpayer research groups throughout th e
country.

Twx Fou :cnwriox, Ixc.
ATovember,1959
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THE FEDERAL INDIVIDUAL INCOME TAX:

Revising the Rate and Bracket Structure

1. SUMMARY CONCLUSIONAND

The rate and bracket structure of the Federal individ-
ual income tax needs to be revised in order to reduce
inequities, to minimize distorting effects on economi c
_decisions, and to promote ecrrnomic growth .

Revision is badly needed because with the exceptio n
of income splitting there has b_.-en no essential change in
the basic characteristics of the rate and bracket structure
since 1942. In the meantime, the real impact of the in-
come tax has been substantially changed, in an unplanne d
way, because of inflation . Moreover, the objectives of
public policy have changed, and those that were most
significant in moulding the rate and bracket structure of

' the income tax—redistribution and limitation of incom e
—have lost their relevance. Other policy objectives, par-
ticularly the promotion of economic growth, have becom e
of central importance and demand a revision of the rate
and bracket structure of the income tax .

Revision of Rates and Bracket:

The bracket structure of the income tax needs revision
in order to make it conform more closely with general
notions of equity and with the basic facts of income dis-
tribution . Considerations of equity and the nature of in-
come distribution suggest that the relative sizes of th e
brackets should be made more uniform .

The present bracket structure fails to differentiate
sufficiently among taxpayers in the initial brackets an d
among taxpayers in the topmost brackets . Under th e
present structure, two-thirds of all income taxpayers are
subject only to the first bracket rate of tax . Equity would
seem to justify further differentiation of marginal rates
for these taxpayers .

At ih,: top of the present strrcture differentiation o f
marginal rates stops at *200,000 for single persons and

The Tax Ban

at $400,000 for married persons filing joint returns .
There is a wide range of individual incomes above W,
000 which serves a useful economic purpose- The func-
tion of economic incentives at the top of the income sal e
should not be almost completely eliminated by a marginal
rate of 91 percent on additional income .

Considerations of equity, revenue and economic ef-
fects, all lead to the conclusion that the highest bracke t
rates of the present structure should be reduced. A reduc-
tion of the highest bracket rates would promote economi c
growth and involve little, if any, revenue loss . It would
reduce the distorting effects of the income tax, lesse n
pressures to provide "escape valves," and mitigate in-
equities under the present tax.

This study includes alternative rate and bracket struc-
tures to illustrate the kinds of revision needed in the
present structure, namely, greater uniformity in the
widths of taxable income brackets, greater differentiatio n
of marginal rates in the initial and the topmost brackets,
and reduction of the highest bracket rates.

A general tax revision should also include furthe r
efforts to reduce inequities and favoritism in the tax law.
However, it must be recognized that many of the most
widely discussed so-called "leakages"—income splitting,
the dividend credit, percentage depletion, the genera l
treatment of capital gains—represent major features o f
the tax system all of which involve specific problems o f
tax policy and were adopted after due consideration and
for good reason . They cannot be treated merely as cases
of income inadvertently or unjustifiably rembwed from
the tax base . These specific cases must be examined . in

7





TAX POLICY AND THE INCOME= TAX_ STRUCTUR E

A. FORMATION OF THE PRESENT RATE AN I

The present structure of rates and taxable incom e
brackets under the Federal individual income tax is a
legacy of the depression of the 1930's and World ATar Ii.
The depression resulted in a sharply progressive rate
structure. In the late 1920's the top rate of the income

r _tar was 25 percent ; by 19W the top rate bad been raised
_ to 79 percent (Table 1) . Redistribution of income wa s

then a central issue of tax policy.1

World War II produced another great change in the
Federal income tax . \T ot only were rates further raised,
but also the taxable income brackets were narrowed an d
the level of per capita exemptions -a-as sharply reduced ,
making high rates applicable to much lower levels of in -
come. In 1939 the top rite of 79 percent applied to tax-
able income in excess of $5 million ; under the Revenu e
Act of 1942 the top rate of 88 percent was applied t o
taxable income in excess of $200,000 . In 1939 only th e
"normal tax" of 4 percent applied to taxable incom e
under $4,000 ; under the Revenue Act of 1942 the firs t
bracket rate (combined normal and surtax rate) was 1 9
percent of the first $2,000 of taxable income (Table 1) .
For a married couple with two children exemptions wer e
reduced from $3,300 in 1939 to $1,900 in 1942 (_Table 2) .

The rate and bracket structure of 1942 reflected th e
wartime disregard of the effects of taxation on incentives
--patriotic motives could then be relied on to ensure a
maximum productive effort. The 1942 structure also
reflected wartime controls on wages, salaries and profits .
In 1942, President Roosevelt, in a special message to
Congress, said : "I . . . believe that in time of this grav e
national danger, when all excess incoine should go to wi n
the war, no American citizen ought to have a net income ,
after he has paid his taxes, of more than $25,000 a year. "
While Congress did not go quite that far, it did push
down and squeeze together the prewar tax structure to
extract the maximum amount of revenue and to make_
the tax a kind of excess-income tax .

It is a remarkable fact that, except for income splitting ,
the present structure of taxable income brackets is ex-
actly the same, and the present structure of rates is very
nearly the same, as under the Revenue Act of 1942. The
first bracket rate is now 20 percent on the first $2,000 o f
taxable income as compared with 19 percent under the
Revenue Act of 1942. The top bracket rate is now 91
percent on taxable income in excess of $200,000 ; under
the Revenue Act of 1942 the top rate was 88 percent on

s Cf. R. G. Blakey and G . C. Blakey, The FederA Income Ta x
(New York, 1940), Chapter XV .

D BRACKET STRUCTURE OF THE INCOME TA X

taxable income in excess of 5200,000. The exemption fo r
_ a married : t: .ple is now $1,20, exactly as under the

Revenue . _tx of 1942 .

The major difference between the present rate an d
bracket structure and that of 1942 is a result of the pro -
vision fair income splitting adopCed in 1948, which low-
ered the effective rates on married personr,filing joint
returns?

Between the Revenue Act of 1942 and the Ir.*erraI
Revenue Code of 1934 (present rater --have been- ,td-
changed since 1954) there were various changes in rate s
and flat percentage increases and decreases in tai . These
changes, however, were superimposed on the 1%2 rate

= and bracket structure, with the emphasis always on the

	

_
.hmrges that were being made under each Revenue Act ,
and with very little attention to the basic characteristic s
of the structure-

The emphasis in these changes tended to be on whos e
taxes were being increased or decreased the most_ :lie
_pressure has been to make tax increases progressiv=e _or
at least proportional, and then to make tax redactions
relatively favorable to the lew income groups-,As Dan
Throop Smith has expressed it : -

" . . . the pattern of individual income tax rates has
been developed over the years as a succession o f
changes in a pre-existing rate structure. Instead of
looking primarily at the end result . that is, at the new

= pattern of rates, the attention of the public is usuall y
centered on the clap:ges in rates, viewed by themselves .
This fact is responsible, I suspect, for the extremel y
high rates in the upper brackets—rates which are not
only repressive but appear to be excessive by almost
all ethical standards except those based on extreme s
of equalitarianism:'-'

In 1944 and 1945 rates were raised to their wartime
peak—23 percent in the first bracket and 94 percent i n
the top bracket. In 1946 three percentage points were
taken off each bracket rate in the scale, and to the ta x
calculated at these reduced rates a further flat five per -
cent reduction was applied .

In 1948 the flat five percent reduction in tax calculate d
at the "tentative" rates was increased to 17 percent o n
the amount of tax up to $400, 12 percent on the amoun t

3 Other notable changes were the shift to a flat per capita exemp-
tion (Revenue Act of 1944) and the partial application of incom e
splitting to heads of households (Revenue Act of 1951) .
3 "The Philosophy of Tax Policy," 1953 Proceedings, Nationa l
Tax Association, p. 541 .
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`O Table 1
FEDERAL INDIVIDUAL INCOME TAX: COMBINED NORMAL TAX AND SURTAX RATES

Income Yesm 1913.1959 ,
Act of Revenue Act O f

Taxable Income& October 3, 1913 1916 1917 1916, 1921 1921 1924 1926, 1929 1932 3934 1936, 193 8

over Not Over March 1,1913• Income Yea r
(Thousands) December 31 . 1915 IR16 1917 1916

	

1919 .1921 1922 .1923b 1924 1924.19310 1932, 1933 3934, 1935 1936 . 193 9

$

	

0 $

	

2 - - -

	

- - - -• - 4% 4%
2 4 - - 2% 4% 4% 2% - 4% 4 4
4 5 1% 2% ,-,4 6

	

4 4 2 1 1/2% 4 8 8
5 6 A 2 5 7

	

-5 4 2 1 1/2 4 a 8
6 7,5 1. ~ 2 5 14

	

1Q 51 9 12 1 1/2 5 9 9
7,5 8 -2 6 14

	

10 9 4 1 1/2 9 9 9
8 10 1

	

r' r' 2 6 15

	

11 9 4 3 9 10 10
10 12 1 2 7 16

	

12 10 7 4 10 11 1 1
12 14 2 7,8 17

	

13 11 7 6 11 12 12 ,
14 16 1 2 8, 9 18

	

14 12 8 , 7 12 13 1 3
16 --16 1 2 9 19

	

15 13 9 8 13 15 15
- 18 20 1 2 9 29

	

16 14 10 9 14 17 1 7
-

	

= 20 - 92 ,-2 3 12 21

	

17 16 11 10 16 19 1 9
22 26 ' 2 3 12 22,23

	

1S, 19 17,18 12,13 11, 12 17, 18 21 21

	

,4 1

26 c -

	

2 3 12 24

	

20 19 14 12 19 23 T)23
28 30 2 3 12 25

	

21 20 15 13 20 23 23
-

	

f-30 32 2 3 12 `'26

	

„ 22 21 16 13 21 23 23
32 3¢ 2 3 ' 12 27,28

	

23,24 23 16,17 14 23 25 25
-

	

6 40 , 2 a 12 29,30

	

25,26 24,25 18,19 15 24,25 25, 28 25,28
40 ,44 2 4 16 31,32

	

27,28 26,27 19,20 16 26,27 28 28
• 44 X'43 2

	

= _

	

-4 16 33,34

	

2.9.30 98,29 21,22 17 28,29 131 3 1
52 2, 8 4 16 35,36

	

31,32 30,31 23,24 18 30,31 31, 34 31, 35

f

	

52 - 56 3 4 16 +27, 38

	

33,34 32,33 25 19 32,33 34 3 5
56

r
60 - 3 4 16 '39,40

	

35,36 34,35 26,27 20 34, 35 ,37 39
-

	

60 66 ' , .3 5 21 41-43

	

37-39 36-38 27-29 21,22 36-38 37,40 39,43
66 _70 3 a 21 44,45

	

40,42 39,40 30, 31 22 39,40 40,43 43,47
70 !4 3 5 21 '46.47

	

42,43 41, 42 32 23 41,42 43 47
f = c74 76 4 5 21 48

	

44 43 33 23 43 ,46 5 1
_ 76 `- 4 5 21 49,50

	

' 45,46 44,45 94 23 44. 45 46 5 1
~'= $0 ; ~_86 ,~

	

4 26 51-53

	

47-49 46-48 35-37 24 46-48 49 55
- -' _ ,;86 90 4 6 26 54,55

	

50,51 49-50 37,38 24 49,50 49 55
-

	

90 96 -4 6 26 56-58

	

52-54 51-53 39,41 '24 53-53 64 j 59
- ` 96 ! 00 4 6 26 59,60

	

55,56 54,55 42 24 54,55 54 59
t

	

100 150 5 7 31 64

	

60 56 43 25 56 56 6 2
ISO 200 5 8 35 69

	

64 57 43 25 57 57 64
200 300 5,6 9,10 41,46 72

	

68 58 44 25 58 58 66,68
300 500 6 11 50 75

	

71 > 58 "

	

.4,5 25 59,60 59,60 70,72
500 -1,000 7 12 54,59 76

	

72 58 46 25 61,62 61,62 74,76
(- 2,000 1 1500 7 13 65 77

	

73 58 46 25 63 63 77
1,51 :. _ 7 14,25 e*66 . 67 77

	

73 58 46 25 63 63 77-79
(Continued)
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Table I (Continued)
Taxable Income s Revenue Act o f

1940 1941 1942 1944

	

1945, of 1954
Over

	

Not Over Income Year
fe

(Thousands) 19404 1941 1942 .1943 o 1944 .1 ;45 3946-1950 t 1951 Am- 1PIA 1954 , 1959
$

	

0

	

$

	

2 4% 10% ISIS 2314 2014 . 20.49% 22,!' .)4 ., ,

	

—O tt '," .

	

1 .

2

	

4 4 ~'13 22 25 22 22.4 24,151 224

	

6 . 8 17 26 29 26 27 29 26
6'

	

a 10 21 30 33 30 30 34 Q0
10 f2 25 34 37 34 35 38 Ilk410

	

22 14 29 38 41 as 39 Y42

	

", 96
12

	

14 16 33 42 46 43 43 48 43
14

	

16 19 36 46 50 47 48 53 4?
16

	

18 22 39 49 53 50 51 56 50
18

	

20 ?5 42 52 56 53 54 59 53
20

	

22 28 45 55 59 56 57 62 56
22

	

26 31 . 48 58 62 59 W 65 59
26

	

32 34 51 61 65 62 63 67 62
32

	

38 37 54 54 so 65 66 so 65
38

	

44 40 57 .67 72 69 69 72 69
44

	

50 44 59 69 76 72 73 75 72
50

	

60 48 61 72 `78 75 75 77 75
60

	

70 51 63 75 78 78 so 78
70

	

so 54 65 78 84 81 ,82 83 8 1
so

	

90 57 67 81 87 84 84 85 84

	

3 .

	

>
90

	

- 100 60 68 83 90 87 87 as 87
100

	

150 62 69 85 92 89 89 90 89
150

	

200 64 70 87 93 90 90 91 90
200

	

300 66.68 .71, 73 88 94 91 91 92 91
300

	

1 500 7172 7176 88 94 91 91 92 9 1
500

	

1.000 7476 7178 88 940 911 916 928 91 6
LOOO 0 7149 7141 88 9411 91 1 91 8 920 91 9

Prior to 1934 the entire net Income was subject to vurtax ; for 1934 and subsequent years not Income less Persnnalrlons rderedits for dependent& was subject to surtax, for theIn

	

.taxable

	

,purpose of this table

	

years prior to 1934 the normal ax rates were added

	

the surtax rate, by IncludIn

	

in

	

ncome

	

for norma lone

	

11d and adding the normal tax rate In the closest corresponding surtax Income br*cP*t. For 1940 "Isubsequent

	

the tax tax the exemptions for a married couple wit hon joint returns

	

1 x11 computed on hall of the

	

abl eincome and then multiplied by two . years
bThe tax for 1923, computed at these rates, was reduced 25% by credit or refund under the Revenue Act of 1924 .
0 Normal tax rates for 1929 were reduced by one percentage point by Joint Resolution of Congress, No. 133, approved by President December 16, 1920 .
d In 1940 there was a defense tax of 10% of the normal tax and surtax (limited to 30% of the excess of not Income over the sum of the normal tax and surtax).
0 In 1943 there was also a Victory tax of 511 of Income In excess at $624 less certain @r*JIts (see footnote h to Table 2) .
$Tentative rates. The tax computed at those rates was reduced b9% for 1946 and 1947. For 1948 and 194Y the total normal tax and surtax were reduced by 17% of tax up to $400, 12 %of tax from $400 to $100.000 and 9.75% of the excess over $100,000, For 1950 the reductions were 13%, 9% and 7.3% respectively for these amounts of tax .
#The maximum effective rates of the Income tax an not Income were as follows : 1944 and 1945. 90% : 1946 and 1947, 05 .5%; 1940 and 1949, 77% ; 1950, 80% ; 1951 . 07 .2% ; 1952 an d1953 .88% . Under the Internal Revenue Code of 1954, the maximum is 87% of taxable Income .
Source : Treasury Department .
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TJabl* 2
FEDERAL . INDIVIDUAL INCOME TAX , EXEM"IONl, CREDIT:, TIIEATMENT OF DIVIDtiM* AND NORMAL . TAX M715

Income Yuan 1913 .1959
p ersons! aempllens aed Credi t

for oZodent/

	

aarnod Income Credit ~

	

/) Tae_
ealn►ent M

'

	

Rwenue Act

	

Income Year

	

Crsdll

	

Kind ofMottled

	

Illntl/

	

for #each

	

Credit

	

turned Net Income

	

Credit

	

Limit of Credal
JIM

	

I On T@xM e
laceme1Rat eP/tion•

	

Potion

	

oep#ndoa t

1913•

	

19131915

	

$4,000

	

$3,000

	

None

	

None Exempt from All I%
normal ta x

1916

	

1916

	

4,000

	

3,000

	

do.

	

do, do, do, 2
1917

	

1917

	

2,000

	

1,000

	

$200

	

do, 00, $0 -$2,000 2
Over 2,000

42,000

	

1,000

	

200

	

do. do ,
1916

{1919,1920
r`Over 4,000 : 2

2,000

	

1,000

	

200

	

do,

	

f% d0. 0 - 4,000 44
1921

	

1921-1923

	

2,500'

	

1,000

	

400

	

do .
1924

	

1924

	

2,500

	

1,000

	

400

	

Against tax All not Income up to $5,000,

	

25% of normal tax 25% of normal tax
do,
do,

Over 4,000
0 -4,000

14
2

whether earned or not, and

	

on earned

	

on entire 4XIII ,- 1,000 4
up to $10,000 if earned,

	

not Income,

	

nA Income, Over 1,000 6
1926,1926

	

1925 .1931

	

3,500

	

1,500

	

400

	

Alainat tex

	

All not Income up to $5,000,

	

25% of total tax

	

25% of normal tax do, 0- 4,000 W
whether earns 3 or not, and up

	

on earned

	

on entire net 4,000- 1,000 3 1
to $20,000 In 19251927 #nd

	

net Income.

	

Ingo" plu g Over 1,000 5 r
$30,000 In 1924'•1931, It earned.

	

25% of suffix o n
earned net inane ,

1932

	

1932 .1933

	

2,500

	

1,000

	

400

	

None do, 0-4,000 4
Owl 4,000 1

1934

	

1934,1935

	

2,500

	

1,000

	

400

	

Against net All net Income up to $3,000,

	

10% of earned

	

10% of entire do, All 4
Income

	

whether earned or not, and

	

net Income,

	

not Income.
up to $14,000 If earned.

1936 .1933

	

1936-1939

	

2,50!1

	

1,000

	

400

	

do,

	

do,

	

do,

	

do, fully taxable do, 4
1940

	

1940

	

2,000

	

$00

	

400

	

do .

	

do,

	

do,

	

do, do, d1, 4e
1941

	

1941

	

1,500
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Ill. THE "BRACKET" `SYSTEM
A. NATURE OF THE BRACKET SYSTEM

Minder the bradcet system all taxpayers are subject t o
the same tax rate on the first $2„000 (or other give n
amount) of taxable income ; all with more than $2,000 of
taxable income are subject to the same rate oa the next
$2,000 of their taxable income ; and so forth_ Thus each
individuals taxable income is broken down into slices or
brackets to each of which a different "marginal° rat e
applies . The term "margmal- is applied to these rates
because, as the individtal"s hneone increases, he becomes
subject to higher rates only on the additions to his tax-
able income: The term "marginal- is contrasted with
"effective" rates which refer to the percentage of tax to
total taxable or net income.

This appears to be the simplest system for providing
progression in income tax rates . Under it a taxpayer can-
not have his income after tax reduced br an increase
in income which makes him subject to a higher tax sate.

Because the bracket system directly assn margina l
rates, these rates tend to be emphasized in discussions of
the iaoohnne tax and of changes in it . The "effective- rates
have to be calculated; they are not shown on the usual
income tax forma; and then mar be stated on the basis
of different ifroome concepts. Thus the average person
can scarcely be expected to be aware of effective rata o f
tax, other than possriUy his own.

The emphasis on marginal rates may tend to intensify
the effects of the income tax on incentives to work and
invest_ For the marginal tax rates can tell the taxpayer
immediately (apart from changes in deductions) bo w
much his income after tax will be changed as a result of
a change in his incorhne before tax- It is the marginal hate s
which are relevant to the taxpayer in making a decision
that will change his inooa>G

B. THE ROLE OF EXEMPTIONS
Personal exemptions may be regarded as a hind of

initial tax bracket in which the tax :ate is zero. T!x size
of exemptions is an important element in the bracket
structure because exemptions enter directly- into th e
determination of taxable income (taxable income equals
adjusted gross income Iess personal deductions and
exemptions) .

Exemptions serve several purposes : (1) they remove
from tax certain minimum amounts of income, some-
times said to represent a subsistence standard of living ;
(2) they provide a means of differentiating among tax-
payers in different family positions; and (3) they serve
administrative convenience by removing the applicatio n
of the income tax to very Iow income taxpayers.

It is often argued that exemptions should be high
enough to cover the "necessities of life-" No one, how-
ever, has attempted to specify exactly what the neces-
sities of life amount to. Congress has in fact very sharply
reduced the size of the personal exemption at the ver y
time thwt the cost of the necessities of life was rising.
Thus the exemption for a married couple was reduce d
from $2,500 in 1938 to $1,500 in 1911 and $1,000 in 1944 .
In 1948 the exemption for a married couple was raise d
to $1,200, s,here it has remained ever since.

Even if a clear dividing line were possible betwee n
necessities and luxuries, the use of the personal exemp-
tion on this ground alone would imply that governmen t
programs fall on the Iuxury side of the line. When two-

thirds of Federal expenditures go for national security
expenditures, such an implication cannot be justified .

The major purposes of exemptions today are to take
account of differences in family positions (number o f
dependents), and to serve administrative convenience .

Time present uniform per capita exemption is probably
the simplest way of achieving these purposes- However ,
the law has also gone further in providing different statu -
tory rates for different family positions. The split income
provision of 1915 provided a different effective set o f
rates for harried persons using a joint return, even
though the device of dividing taxable income by two, cal -
culating the tax on half the income, and then multiplying
this tax by two, makes it possible to use the same set o f
statutory rates as for single persons. The Revenue act
of 1951 went one step further by providing a separate se t
of rates for heads of households . With the improvements
in the "short form" and the mechanical and electronic
methods of handling these forms, administrative conven -
ience is of less significance today than it has been in the
past. Improved techniques of collection and adminis-
tration have made it possible, as demands on the Federa l
budget have made it necessary, to turn the income tax
into a broad-based levy paid by nearly all of the popula-
tion . In 1939 income tax returns accounted for only
about 12 percent of the population ;' today they account
for about 91 percent of the population .

.IS. Ku=cts, Stores of Lipper Iscom Groups is Iscome and
So:isys, National Bureau of Economic Research, New York
194 p. 252.
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C. RELATIVE IMPORTANCE OF EXEMFWNS, RATES AND BRACKETS
IN DETERMINING PROGRESSIYCIY AND REVENUE YIELD

At low and middle income levels it is primarily the
exemptions that determine the degree of progressivitr
and the relative tax burdens on different taxpayers. Even
at their present low level of S600 per capita, exemptions
plus the relathdr wide first taxable income bracke t
($4,000 on joint return result in over two-thirds of
income taxpayers being subject only to the first bracket
rate of 20 percent. Thus, a narried person with two
children and an income of $3.000 is subject to the sane
rate on an additional dollar of income as a married perso n

-.,with two children and an income of $$1,000 The pro -
portion of total exemptions to taxable income is the
determining factor in the relative tax burden of most
taxpayers at the low and middle income levels_

The revenue vield of the income tax is to a large degree

governed br the level of exemptions and the first bracke t
rate. It must be remembered that the first bracket rate
applies to the fast $ 000 ($4,00D on joint returns) of
errrx taxpayer's income regardless of the size of his total
income. In 1957, the latest rear for which data are avaii l-
abk the amount of income subject to the first bracke t
rate ryas about $109 billion out of total taxable inooeti e
amounting to $153 billion . The first tax bracket in 1951 =
accounted for about 61 percent of the total yield of th e
income tax. The breakdown of taxable income and tax
yield by taxable income brackets in 1957 is shown in
Table 4.

The relathv importance of the first bracket is further
emphasized by examining the revenue contribution o f
the iuerentews in the rates in the higher brackets, i e- the

Table 4

	

=
TAXABLE NICOME ANC YIELD FROM BASIC AND

	

_
FROGRESSIYE ELEMEM OF TIE FEDERAL RIOWIDIM INCOME TAX`

R OMME YEAR 1957

Taxableinoom.

	

Taxable Rate Tax AtBasic Tax FromProtressive tetai
Bracket

	

le,00er,a+ Schedule Ratel

	

Eteewnt of Rates Tax
tapiocas) O%tcanu (iliilions)

5 0- 2

	

$107.627 20 =21.525 $21.525
2- 4

	

24.027 22 4.805 5 4W 5.286
4- 6

	

7.071 26 1.414 424 1 .838

	

;
6- 8

	

3.529 30 706 353 1.059
8- 30

	

2.158 34 432 302 734
10- 12

	

1 .576 38 315 284 599
12- 14

	

1.227 43 245 282 528
14- 16

	

948 47 190 256 446
16- 18

	

758 50 152 227 379
-

	

18- 20

	

534 53 107 176 283
20- 22

	

435 56 87 157 244
22- 26

	

658 59 132 257 -388
26- 32

	

664 62 133 279 412 _
32- 38

	

430 65 86 194

	

- 280
38- 44

	

288 69 58 141 - 199
44- 50

	

209 _72 42 109 150

	

_

	

J
50-- 60

	

240 75 48 132 180

	

_
60- 70

	

145 78 29 84 113
-

	

70- 80

	

1• .̂5 81 -

	

21 64 85
80- 90

	

75 = 84 = 15 48 63

	

J
90-100

	

-- - 50 87 ` -10 34 44
100-150

	

152 89 30 105 135
150-200

	

69 90

	

`- 14 48 62
Over 200

	

211 91 42 150 192

	

-
Total

	

$153,184 $30.637 $4.585 $35.222

• Wail will not necessarily add to totals because of roundirw:Excludes capital pins subject to alternative tax_ The taxable income in earl, bracket is the sum of th esegment of income in that bracket on all returns . Thus the taxable income in the first bracket is the sum
of taxable income up to $2 .000 (after income splitting on joint returns) on all returns whatever the size oftotal income on the return . -First bracket rate (20%).e Difference between first bracket rate and the rate in each higher brackeL
Sour": Zicutated from Treasury Department data .
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