Table 5

Beneﬁts of Gnvernment Expendltures asa Percentage of Total 'lncome: k
ForAlI Families hy lnmme CIass 1961 e

o ) _lluueelmlm P e R P =
S%.m ss.uu m ﬂgﬂo ﬂgﬁﬂ m #w ﬂzgﬂ

_ EXPENDITURE _ - ;'z",% 2,999 -:nn ;__.uas ./5,999 1,498 ,_-_-_g_.'sss 14999 - gver TOTAL
General benefit expenditurest.c _379" 220 1'7'5 148 0131 L7 o105 L 94 77 T l12.8°
National defense and international ; L T SRR s a AR Pt - g T
affairs | 321 186 148 " 125 ALY 99 i 9 65 108 a2 oo
Other - 58 34 27 23 20 -UT18 :?:.2.‘1_.5 112 20 |
Total excluding general beneﬁt items = 408 25.0 ~15.7 =79 .64 =81 - %43 43 4.2 7.8 i Ay
Total, standard assumptions _ _'.37&7 470 332 .227 ___195 ,'3163 148 ._:13.7 ' 1-119 -20.6
Total, general benefits all allocated on i R T TR - W s it VRl e
number of families 1036 560 877 ' 245 - 198 158 126 :102 70 206
General benefit expendituresbe 110 ‘g2 gyt 43 ! 8 .22 38
Total excluding general benefititems . 23.0 15.0 105 -85 29 70
Total, standard assumption® 34.0 214 _ 156 -12.8 ;=51 10.8
Total, general benefits all allocated on =~ . e s L R O 3 s S
number of families 41.3 -240 '?2-_169 ';13.3 e ed  5-110.8
All Governments: : ' i R R e PSSR B e e
Total, standard assuriiptions . 1127 684 48.9 ST o314
Total, general benefits all allocated on =~ . -~ iiow iy R e TR o O TRV Lo
number of families 1449 - 80.1 :546 d 313 5107 - 314
Total excluding general benefit items 638 400 26.3 -14.0 7.2 ~14.8
Total excluding social insurance . 843 515 -39.0 280 168 - 275

a. The inc»me class limits are expressed in money income after personal taxes. *'Personal taxes™ consists mainly of Federal, state and local income taxes. The total
income on which the percentages are based is a broad income concept equivalent in the aggregate to net national prodl.lc

b. Consists of general government (excluding interest), transportation (excluding highways), commerce and ﬁnanoe, bousmg and cummumty ‘development, health and
sanitation, civilian safetly, and miscellaneous. . : it s . _

c. General benefit items allocated half on the basis of number of families and half on fam:ly money income.
d. After deduction of Federal grants-in-aid. 5 . ; ;
Source: Appendix Tables B-10 and B-11.
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l‘The moome class Ismnts are expressad in money mcome after personal taxs The lmal ml:ome on' whlch the percentages &
in the body of the chart are based is a broad income concept equwalent to net natmnal product. P st

Source Table 3.




_ ate items of family expenditure or in-

- come, is also markedly regressive. The
~same applics to most of the categories
making up this total, Even net interest
_paid by government, which might be ex-
pected to have a progressive distribu-
‘tion, shows some regressivity from low
“to middle income levels. This result, of

~course, reflects the distribution of inter-
*est receipts reported by families in the
- ~:BLS survey and used here to allocate

government interest payments,'* (Table

w13, p. 30))
... Net Balance of Burdens and Benefits
1 "As shown by Chart 1, the total effect
~.vof government taxing and spending is a
.~ substantial redistribution of income in

. favor of low income groups. Benefits ex-

14, For an-allocation of interest on the basis of estimated debt holdings, see Gillesple, loc, cit,, pp. 157, 158, 178, - = owi ot

ceeded the tax burden by a ratio of more
than 4 to 1 for families in the under
$2,000 income class. On the other hand,
for families in the $15,000 and over class
estimated total taxes exceeded the bene-
fits of government expenditures by about

160 percent, Benefits exceeded burdens

up to an income level of about $6,000,

Taxes and Benefits Related to an Al-

‘ternative Income Base. If we take as the
base for measuring effective rates, not
total income-before-taxes, but total in-

come - less - taxes - plus - government - ex-
penditure-benefits, the distribution of
the tax burden becomes much more pro-
gressive, On this alternative base, the
total tax burden rose from 15 percent for

| Total Tax Burden as a Percentage of the Income
- and Product Side of Net National Product?

By Income Class — 1961
— S T o
(Money income atter
parsonal taxes) Income side Product side licome side Product side
‘Under $2,000 112.7 62,6 . 27.3 15,1
$ 2,000-$ 2,999 68.4 50.5 26,3 19.5
3,000-~ 3,999 489 39.9 294 24,0
4,000~ 4,999 35.5 319 29.1 26.1
5,000~ 5,999 30.9 29.2 294 27.7
6,000~ 7,499 26.6 27.1 28,6 29.1
7,500~ 9,999 23.1 25.1 28.7 311
10,000 - 14,999 20.9 245 30.9 36.1
15,000 and over 17.1 25,6 44.1 66.1
Total 314 314 305 30.5

a. The income base was derived on the 'product side' by allocating to each income class appropriate
shares of net national product by major expenditure ci;rr.'t.ms. l.e., consumer expenditures, net private

investment, and government purchases of goods an
product was allocated by major type of income including transfer paf
class is proportional to ‘'personal income,” rather than to ‘‘national income." (See Appendix B.)

Source: Appendix Tables B-9, B-10, and B-11,

services, On the "“income side,"” net national

ments; the allocation by Income
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Table 7

Federal, State and Local Taxes asa Percentage nf Tnl:al Ineome e i
-for all Families by Income Class — 19652

e
g g g -l 4 e

W $2,000 2,999 399 L4988 5,999 over TOTAL
Ineivitiug. Tncuime 1.9 31 45 - 64 69 . 77 ' 88 100 161 ‘83
Corporate income .45 43 55 - 36 ?3.'9 3.4 & i-.f.3_4 53 109 4.6
Excises and customs ' ‘33 ‘3.1 33 31 30 28 26 24 15 27
Estate and gift — — = = ol s V= — 4.6 .5
Social insurance ‘3.2 34 3.8 “ 41 40 38 3. 5 -:3.3 17 '35
Total 13.0 14.0 17.1 173 179 178 184 ‘211 349 19.6
Total excluding social insurance 9.8 106 _13.3 : 13 2 139 14.0 1_5 9 ‘178 ._33 2 16.1

State and Local: = 3 .z -. ey K = B 2 o - el w T N woid
Individual & corporate 6 .6 B L _j_.9_' g " 1 1 5 B I S 11
Sales, excise, etc. 6.1 - 5.5 56 -:9.3 5.1 4 :__'_4_4 .40 26 46
Property | | 6.9 5.2 47 42 A2 oS 35 33 124 38
Death ard gift — — R R R TR g e = 13 o |
Sacial insurance 15 14 14 ~14 213 A3 T2 R | T E G
Total 15.1 12.7 126 ‘11.8 115 108 101 96 1 9.1 10.8
Total excluding social insurance 136 11.3 112 104 _10.2 _ -:_._-__9.3 89 8.5 -'-"8.4 96
Total All Taxes . 281 26.7 _297 : “29 1 -5_294 ; :_.._'-28.5' £ 28.5 306 440 304

a. The 1965 estimates are based on total taxes and income shown in the national income accounts for 1965. However, they take no account of the shift in the distribu-
tion of income from 1961 to 1965. )

b. The income class limits are expressed in money income after personal taxes. "Personal taxes” consist mainly of Federal, state and local income taxes. The total
income on which the precentages in the body of the table are based is a broad nru:nme concept equivalent in the aggregaie to net national product. )

Source: Appendix Tables B-4, B-6, and B-8. ] P gy 1 e 35 --;-';" B ot peghs bl eenn sl e S L Ba s, Sl feat T SR 2
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Benefits nf Government Expendltures asa Percentage of Total] Income
fot all Families by Income Class —1 965

' Table8

: ll:-w ehn(a)

TR ol - - -l el
EXPENDITURE $2,009 2,999 3889 - 4998 - 5,999 (7499 . 9,998 14,933 . over TOTAL
Federal: S % . ot E -
General benefit expenditurestc 345 19.9 158 - -13 3 119 107 95 ' :84 7.0 11.6
National defense and international e T : : : ; e Ll - e 2B s, L B
affairs 26.2 15.1 120 10 1 +-9.0 281 g2 L B 53 -8.8
Other 83 48 38 3.2 29 .26 23 .20 1.7 28
Total excluding general benefit items 448 26.1 158 2.9 : 6.3 .49 43 - 43 .40 79
Total, standard assumption 793 46.0 316 21 2 182 "'-15 6 : 13 8 127 110 195
Total, general benefits all allocated on et _ ey B : s : i :
number of families 102.0 54.2 35.7 22.9 _'-718.5 .'-;.14.7 _'_l 1.7 :79.6 6.6 19.5
State and Local:¢ : : OO N TR o SR R SRR | :
General benefit expenditures®. 11.7 6.8 B S 46 "4 i 3.6 133 w29 ' 23 4.0
Total excluding general benefit items 180 12.2 9.0 7.9 1 62 50 - 44 2.9 6.4
Total, standard assumptione 29.7 19.0 144 -_ 125 - 11.2 ! _j;-' 98 8.3 » 73 152 104
Total, general benefits all allocated on g : ity o Sanis $ oL A - : 5 s ¥ -
number of families 374 218 158 131 _;11 3 3 9.5 i _7.6 63 3.7 104
All Governments: 3 RTRS L o, PR, wre s .
Total, standard a:'ssumptmn‘= 109.0 65.0 460 337 ._5-',295' i ;.';.254 2L _=_200 - 16.3 299
Total, general benefits all allocated on P : 3 s Nty . Ak oo iy e .
number of families 139.5 76.0 .-815 1359 _-29.8 = 24 2 <193 15.9 - 103 299
Total excluding general benefit items 628 383 248 158 13135 ;3"-11 1 2793 .. =87 7.0 143
Total excluding social insurance 82 7 494 36.9 ,_30.2 ::268 ~236 _:'208 '_j18.9 . 160 26.4

. The income class limits are expressed in money income after personal taxes. “Personal taxes” consist mainly of Federal, state and local income taxes. The total
income on which the percentages are based is a broad income concept equivalent in the aggregate to net national pmduct.

a
b. Consists of general government (excluding interest), transportation (excluding highways), commerce and finance, housing and community development, health and

sanitation, rivilian safety, and miscellaneous.

c. General benefits allocated half on the basis of number of families and half on family money income.

d. After deduction of Federal grants-in-aid.
Source: Appendix Tables B-4, B-7, and B-8.




families in the under $2,000 class to 66
percent for families in the $15,000 and
over class (Table 6). The reason for this
sharp difference in the rate of progres-
~sion is the large excess of the benefits of
‘government expenditures over the tax

. “burden for families at low income levels
- -and the excess of the tax burden over the
“benefits of government expenditures at -

high income levels.

As an indicator of economic welfare,

. the alternative income base is preferable
.. to the income-before-tax base because
' “the economic position of families is indi-
+cated more accurately by including in-
~income the benefits of government ex-

-.penditures received, rather than the
“taxes paid. The problems of measure-

" - ~ment, however, limit the value of in-
- come - after - taxes - plus.- government --

' 'expe'ndltures base,

- It should be noted again that the as-
~~sumption in these estimates is that the

- -benefits of government operations are

 measured by expenditures, and that the
~-burden of taxes is measured by tax pay-
ments; in fact, however, burdens and
benefits may in some cases fall short of,
or exceed, the actual payments involved.

Estimates for 1965. Estimated tax
burdens as a percentage of income
showed very little change from 1961 to
1965. (Tables 3 and 7.) This was to be
expected since the ratio of total taxes to
net national product changed little, and
the 1965 estimates take no account of
shifts in the distribution of income (be-
fore tax) over this four-year period.

22

The changes in the over-all tax burden
for each income class were insignificant.
The total Federal tax burden declined
by less than one percentage point in the
aggregate and for each income class, A

decline in the individual income tax and
in excises was partially offset by an‘in-:\ .. = o

crease in social insurance taxes.

: The total state and local tax burden in-

creased by less than one percentage

point foreach income class, This increase

.was spread among individual and cor- . ..

-porate income taxes, sales, and excise “
taxes. No signiﬁcant changes occurred
in property taxes or in state social insur- _©
ance taxes as a percentage of total s o i
_come. -

Total government expenditures as a =~ . =~
.- percentage of total income were slightly -~ ="
.. Jlower in 1965 than in 1961. In relation to
net national product, total defense ex- . . - .
-penditures had fallen (defense expendi- ... .\

tures in 1965 had scarcely begun to show
the effects of the Vietnam escalation),

while other general expenditure bene-

fits at the Federal level increased sub-
stantially, "

General benefit expenditures at the
state and local level also increased in
relation to net national product from
1961 to 1965. Expenditures other than
general benefit items decreased from
14.8 percent of net national product in
1961 to 14.3 percent in 1965. The notice-
able declines (relative to national prod-
uct) were in highway evpendltures and
veterans benefits.




' The total tax structure may be divided
‘nto three elements: (1) a progressive
element consisting mainly of the Federal
‘individual income tax, (2) a regressive

.-local ‘property taxes, (3) "m element

_'imxddle income levels.

.,. " The purpose of this chapter is simply
to describe these elements of the tax

- "or tax structure requires much more than

-~ ety Among the facts needed for such an
w4 evaluation is some knowledge of the na-
. ture and distribution of the benefits of
;. government expenditures financed by
-taxation. Conversely, part of the facts

" necessary to evaluate expenditure pro-

grams consist of the nature and distribu-

- .. tion of the tax burdens involved.

The Progressive Elements

The Federal individual income tax is,
of course, the major progressive portion
of the total tax structure (Table 9). It
accounted for almost half of the total
Federal tax burden in 1961. State and

~local individual income taxes, on the
‘other hand, accounted for less than one-
tenth of total 1961 state and local taxes,
and had little effect on the distribution

of the state and local tax burden for the
country as a whole, (In some states, e.g.,
New York, Wisconsin, the individual in-
come tax is a very important part of the
tax structure, and consequently the dis-

| "The Tax Burden by Ma]or Ty ype of Tax

':"._.states ¥

‘element consisting mainly of state and -4 :
8 Y to fall entirely on families in the $15,000

‘which is progressive over 2 small range and over class, accounted for a consider-

of low incomes and regressive. above..*:j*iiable part of the difference between the ..

‘total effective tax rate in that class and
‘the effective rate in the $10,000to $15,000
class. The net difference in effective
e rates, of course, reflects the various pro- -

“structure. To evaluate any particular tax

-' structure.
“an estimate of progressivity or regressiv-

“tribution of the national state-local tax
burden is not- representatwe of such_;‘.:' i

The estate and gift tax, assumed here

gressive and.regressive elements in; the

. The corporate income tax burden ap- .. -
‘pears, on the bases of allocation used
‘here, to be lowest on families in the in-
~ come range from $4,000 to $10,000. At

higher income levels the concentration

-of dividend income makes the burden
‘progressive on the assumption that a

substantial part of the tax (half in

*~Table 9) falls on shareholders, BLS sur- e

vey data also indicate that dividend in-
come is a significant source of income in
the income classes from $2,000 to $4,000,

thus tending to raise the estimated bur-

den of corporation tax here.

The Regressive Elements

On the estimates shown here, the prop-
erty tax is the most important regressive
element in the tax structure. Roughly
half of this tax consists of the property
taxes levied on business and is allocated
here on the basis of total consumption
expenditures, Thc degree of regression
of this portion of the tax is thus the same

23
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Federal, State, and Local Taxes as a Percentage of Total Income =~ =
For all Families by Income Class — 1961 :

Incems clags(a)

144

P I g R - 4wl -

TAX $2.000 2,99 3,99 4,998 5,999 7499 8,998 14,999 gver TOTAL

Federal: . . : " e 50 o ;
Individual income 2.0 34 4.9 .10 2.5 . -8.4 © 96 10.8 17.6 9.0
Corporate income® 44 4.3 53 3.6 3.9 3.3 ‘34 5.2 10.7 4.6
Excises, customs, and other 34 3.2 3.6 34 £3.2 S | ‘28 26 16 29

Alcoholic beverages -6 6 8 ol .6 2y | ¥4 4 e 4
Tobacco 7 4 7 .6 =6 L S 4 4 3 2 4
Auto purchase 2 3 4 39 S 4 4 4 g 4
Auto operation 3 . 6 b .6 16 S 4 P 5
Other taxes _ 1.5 1.1 1.1 49 9 1:8 -8 g o 8
Nontax receipts i | 1 1 e ST | et | i | A i ol .
Estate and gift — — — = = S == — 4.2 4
Social insurance 3.0 3.2 3.5 3.9 .3.8 i1 3.6 34 3.1 1.7 33
Personal contributions .5 1.2 1.6 2.1 2.1 20 1.9 1.7 i 1.7
Employer contributions 25 20 1.9 1.8 1.7 - 16 1.5 14 1.0 1.6
Total 12.8 14.1 174 17.8 184 184 191 21.8 35.7 20.2

State and Local: . : ; W 3 Lo Fak., L ] .
Individual income 1 | 2 C 3 4 2t 0D P340 2T Ny 4 1.1 -6
Corporate income® 3 3 L4 s B s - 2 i3 ikl 3

Sales, excises, and other 5.7 53 53 4.9 4.9 ‘45 - 4.2 3.8 2.5 4.3 -

Liquor and tobacco 5 .5 .5 4 .4 o4 P 53 g -4
Auto operation 7 11 1.3 13 13 1.2 ~1.1 1159 455 1.1
General sales 1.5 1.2 1.2 ‘1.1 1.1 1.0 .10 3249 16 1.0
Other taxes® 1.8 14 13 1.2 1.2 I | 1.0 1.0 Y 4 1.1
Nontax receipts 1.3 1.0 ‘1.0 9 49 =8 L8 Y | 1D 8
Death and gift ' —- — — — == 3 L= P = 1.1 b7 |
Property 6.7 5.1 4.7 4.2 - 40 3.8 3.9 3.1 24 38
Social insurance . 1.5 14 14 14 1.3 1.2 1.2 1,1 Y 4 1.2
Personal contributions 5 | 2 3 -4 4 i3 g | o . | 3
Employer contributions : 15 1.2 1.1 - 1.0 1.0 29 9 .8 .6 9
otal 144 12.2 120 113 11.0 103 9.7 9.1 84 103
Total All Taxes _ 27.3 26.3 294 29.1 294 286 28.7 .30.9 4.1 - 30.5

a. The income class limits are expressed in mchey income after personal taxes. “Personal taxes" consist mainly of Federal, state and local income taxes. The total
income on which the percentages in_the body of the table are based is a broad income concept equivalent in the Bl_ﬁgregatc to net national product. See text for
discussion and Table 4 for average incomes by income class. For number of families by income class see Table A

b. The corporate income tax was allocated half on the basis of dividend income and haif on total family consumption expenditures.

¢. Includes various business franchise taxes. :

Source: Appendix Tables B-9 and B-11.
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as that of the portions of excises, sales,
and social insurance taxes which are also

“assumed to be shifted forward and allo-

cated on the basis of consumption ex-

- -penditures.

' The portion of the property tax falling
on residential housing, and distributed

. .in proportion to housing expenditures of
_all families, is also regressive. However,
~such an allocation may exaggerate the

degree of regression in this portion of the

- -property tax, The BLS data on the prop-

. erty taxes of home owners sho::.con-

. -..usiderable regression on home owners at
. income levels below $4,000, but a
- roughly proportional burden over the

income range from $4,000 to $10,000-

(Table 10).

Internal Revenue Service data on
property taxes deducted on individual
income tax returns with itemized deduc-
tions show a slight degree of progres-

sivity in the residential property taxup =~

to the $15,000 income level.

The Humped Elements.

In the Tax Structure

In total, taxes on sales, excises, and
social insurance contributions showed a

degree of progression at low income - V. .. -
levels up to about $4,000. In the case of
sales and excise taxes, the effective rate

Table 10

~‘Non-Business State-Local Property Taxes and Average Property =~ L
- TaxonHomeowners in Relation to Income ComparedWith. = . -~ . . ‘.-

‘Federal Income Tax Data on Property Tax Deductions

1961
_ IRS
BIORUFLY TX(H)  thx on homeawners O% 54 8 roent’
(ngzg.l':l':cfn!:':mr “:il;:gl'nt ::.n"pll.r :::l:; Inceme class " 'ﬁu'i'ﬁfkﬁ&'ﬁ'“" '
personal taxes) incoma(b) income(d) (ARI(0)) deductions

Under...... $ 2,000 3.7 x 51 Under...... $ 2,000 2.2
- $2000- 2,999 2.7 34 $ 2,000~ 3,000 2.3
' 3,000~ 3,999 24 2.7 3,000~ 4,000 23
4,000~ 4,999 2.1 25 4,000~ 5,000 2.2
5,000~ 5,999 2.0 26 5000- 6,000 23
6,000~ 7,499 19 © 25 6,000~ 8,000 25
7,500~ 9,999 1.7 23 8,000~ 10,000 2.5
10,000 - 14,999 15 21 10,000 - 15,000 25
15,000 and over 1.2 1.7 15,000 and over 19
Total 1.9 27 Total 23

a. ;xhpgl:gt;n of the property tax distributed on the basis of housing expenditures. (See Appendix

b. The "total income" base is net national product.
c. Adjusted gross income.

d. Average money income for all families in each class. Income of homeowners not available separately.

Sourve: U.S. Department of Labor, Bureau of Labor Statistics, Survey of Consumer Expenditures 19 i
and Treasury Department, Statistics of Income, Individual thuml. 1981 ; " 100
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) Table 11
- Cumulative Percentage Distribution of the

Tax Burden for all Families by Income Class

1961
incoms class
(Meney inceme after persenal taxes(a))

Under Under Under

| $3,000 $8,000 $10,000
. Individual income 16 . 167 436 100
. Corporate income _ 69 324 . 610 100
... Property .13 434 812 100
. Federal excise and customs ‘81 00376 768 100
- . "-Stateand local sales and excise 97 . 540 856  .'100
-+, Federal social insurance 70 - 395 ‘808 -';100
= -State and local social msurance . 89 411 - 809 - 100
. Tofal tax burden 7.2 350 718 100
. Families 252 619 - 908 . 100
~“Two or more person families 17.8 57.2 90.8 100
Total income (NNP income side) 74 35.9 754 100

_.-'a. For definition of money income, see Table 4.
" “Source: Appendix Tables B-8, B-9, B-11.

increased over this range of income in

- .'part because of the substantially greater
.. - use of automobiles going from the low-

~est income levels up to the $5,000 income
Jevel (Table 9).

- 'The portion of sales and excise taxes
..allocated on total consumption expendi-
tures here probably overstates the de-
_gree of regression because no account is
taken of those states where the sales tax
exemptions include food and other items
relatively important in the budgets of
luw income families.

Social insurance taxes (Federal) rise
over the lower range of income in part
because of the increased number of earn-
ers per family. However, the burden on
single persons as a percent of money in-
come also tends to rise from low to

middle income levels. In 1961 the effec-

tive rate reached a peak in the $5,000 to-.=-' o et

$6,000 range.!

Cumulative Tax Distributions
About one-third of the total tax bur-

den, Federal, state and local, was bome

in 1961 by families with incomes under
$6,000. Only about 7 percent was borne
by those with incomes under $3,000.
About 28 percent of total taxes was

borne by families with incomes over
$10,000 (Table 11).

* Approximately four-fifths of all major
taxes except income taxes came from -
those with incomes after personal taxes
of less than $10,000. Approximately two-
fifths of these taxes were borne by fam-
ilies with incomes under $6,000 (Table
11).

1. Tax Foundation, Economic Aspects of the Soclal Securlty Tax, (New York: 1966), p. 45.
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The similarity of the relative distribu-
‘tion of all these taxes is due in part to the
underlying basis of allocation; a portion

. of each tax was distributed on a con-.

- sumption basis.

Families in the higher income range

. bear a large relative share of income

. taxes than they do of any of the other
“ major taxes. The 9.2 percent of families

-+ “with incomes over $10,000 in 1961 paid

- about 58 percent of total individual in-

-+ - come taxes and about 39 percent of the
... corporate tax burden (on the standard
. assumption concerning incidence) as

.+ compared with about. one-fifth- of the .-
| I”other ma)or taxes,

The share of total revenues of each tax

* paid by those with incomes below $3,000

varied from less than 2 percent of indi-

- vidual income taxes to more than 11 per-

cent of property taxes. The proportion
of Federal revenues coming from this
group is less than in the case of state

and local revenues. Eight percent of ="~ - o
Federal excise and customs taxes fellon = = =i
families with incomes under $3,000 com- =~ . ¢y
pared with nearly 10 percent of state "' = = .o
‘and local sales and excise taxes. ;

For all taxes, the cumulative distribu- ==« =«
tion closely resembles the distribution of
* income, reflecting the essential propo:- ..

tionality of the total tax burden up to the_,.5 r et e S
” $10000 income level )




Allocatlon of the Benefits of
- Government Expenditures

The general pattern of distribution of

- all major expenditure benefits is sig-
- nificantly “regressive,’

" — “pro poor” —on

. % . any reasonable assumptions concerning
", .ithe incidence of benefits. Appendix E
. summarizes the assumptions on inci-

- '_dence of expenditure benefits that have

- “been used in past studies of this kind.

" 'The assumptions used here are generally

- similar to those of other studies. -

The purpose here is not to provide a

- ... detailed set of estimates, such as might
+ - be used if the study were focused on the

benefits of particular programs, but

~--rather to present a general picture of the

“distribution of benefits to complement

" the analysis of the tax burden. One pur-
- pose is to suggest the extent of redis-

- tribution through government finance.

General Benefit Expenditures

~ Expenditures which primarily benefit
all citizens ratber than some particular
_group or catcgory of people were allo-
cated in two ways., One was in propor-
tion to the number of families in each
income class. This, of course, gives a very
regressive distribution in relation to
~-total income by income class, The other
“method was to allocate half of these ex-
penditures in proportion to the number
of families and half in proportion to
family money income, This alternative
shows the result of assuming that a sub-
stantial portion of general benefits ac-
crue to families in some relation to the
size of their income. The larger a per-

28

son’s income, the more benefit he may

be presumed to get from general govern-

ment functions that help to maintain the i
rules, regulations, and environment for . .
“producing or earning income. General . -

goverument services to business, which
reduce costs of production, may be as-

‘sumed to benefit families in ‘proportion - - L
to consumption or income.

Either of these alternative allocations,

as shown by Table 13 result in a dis- ¥
tribution of benefits very- favorable to_* T

low income groups.

Specific Benefit Expenditures

* The various expenditure benefits allo-
cated on the basis of appropriate items
-of family income or expenditure in the "=

BLS survey also show a regressive pat-
tern. Indeed, the total of these benefits
differs little in its general pattern of dis-

tribution from that of general benefits
(on the standard assumption).

The two major categories of expendi-
tures accounting for this pattern of bene-
fits are (a) public assistance and other
welfare and (b) social insurance bene-
fits. However, even net interest shows a
regressive distribution up to an income

level of $6,000; this pattern, of course,

reflects the distribution of interest re-
ceipts ,in the BLS survey. Elementary
and secondary education (allocated on
the basis of the number of children un-
der 18 in each income class) shows a
pattern of benefits ranging from 6 per-
cent of income for families in the under
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- $2,000 class to 0.7 percent in the $15,000
‘and over class.

Benefits of highway expenditures

~ “show a roughly proportional distribution

below the $7,500 income level, but re-

--gressive above that level. Veterans bene-
~ fits relative to income are concentrated
" 'in.the income classes below $4,000.

- '+ Consequently, the total benefits of -
-+ government expenditures substantially
... ~exceeds the total burden of taxes for low
"+ ‘income families, On the other hand, for
.- families with incomes above $6,000 the
“““total tax burden, on the standard as-

. sumptions used here, exceeds the bene-

-+ fits of government expendntures for:both
1961 and 1965,

Cumulative Distributions

The cumulative distributions shown in
Table 12 indicate that families shared in
the total benefits of government expend-
itures roughly in proportion to their
numbers at different income levels. As to
‘be expected, the low income groups re-
ceived large shares of social insurance

“and welfare benefits. On the other hand,

they received relatively small shares in

‘expenditures for highways, interest,and =~ -
‘elementary and secondary education, ..o
"The low income groups include a large

‘portion of single person units which ac-

‘counts for their relatively low share of
" education beneﬁts (see Appendlx Table

. A-2).
Table 12
s +“Cumulative Percentage Distribution of .
~Expevditure Benefits for all Families
‘By Income Class — 1961
Incoms class
(Money Income atter personal taxes(s))
Under Under Under
$3,000 $6,000 $10,000 TOTAL
Ez_gpenditures: ' N
- All government expenditures® 20.3 53.6 84.7 100
“All government expenditures less _
. .., general benefits 24.6 58.5 864 100
" All general benefit expenditures® '16.3 ‘431 832 100
"Elementary and secondary education ~ 13.0 52.6 900 - 100
Social insurance 414 715 94.7 100
Welfare 74.6 93.1 97.7 100
Veterans 20.7 59.3 88.2 100
Highways 84 41.7 81.7 100
Agriculture 14.2 49.5 79.1 100
Interest 14.8 42,0 70.0 100
Families 25.2 619 908 100
Two or more person families 17.8 57.2 89.6 100
Family money income 7.5 36.3 75.5 100

a. For definition of money income, see Table 4.

b. General benefit expenditures allocated half in proportion to number of families and half in proportion

to family money income.
Source: Appendix Tables B-8 and B-10.
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Table 13

Benefits ofGnvemment Expendltures by Typeasa Percentage oﬂ'utal Ineome R T

‘For All Families by Income Class — 1961

$3,000 . $4,000
) . i»
3999 - 4,999

. $1,500
£ -8

$10,000
. te
- -16,998

. TOTAL

Federal:
General benefit expenditures®c

National defense and international
affairs

Other
Elementary & secondary education
Higher education
Public assistance & other welfare
Labor
Veterans benefits
Highways
Agriculture
Net interest _
Sacial insurance benefits®
Total, standard assumption®

on number of families
Total excluding general benefits
Total excluding social insurance

321

o 55,_3
B |
@

- 104

© @
41
e

: :1-6

22

a7
.. 788
Total, all general benefits allocated '
1036
17409

186

34
S
33

+7q
..3.3

e o
16

30
130
47.0

i Tigs
27 23

@ @
.30 16

i R

15 .10

76 29

332 227

370 - .2a5
187 .79
257 -"*'-1943
i3 (Contmued)

195
198

1108

10
.
.(_l')
6
kg |

6

=8
bal3
. 29
. 206
206
177




2o ?“"“j 13 (continued)

| : 2000 §3000  $4000
: , Under Y R “te Tt . e 19
EXPENDITURE $2000 2988 383  4%s 5% 3 9,888

State and Local:f _ R e 1 Bz w i o L B e,
General benefit expenditurest.c - 11.0 64" 51 243 %38 .34 231
Elementary & secondary education - 6.0 6.1 .52 5.0 44 38 2.8 2t ¥ -
Higher education .3 '3 .3 | w05 e 26 ¥ i R X 6
Public assistance and other welfare .80 26 6 3 _ 2 00 | e - ¥ R
Streets and highways 15 15 16 £ 15 15 14 13 L . 1
Agriculture .2 52 va@ gl Ra Fra sl SRE "4 e |
Netinterest = <3 w2 o Zta Al Faa B we s g2
Social insurance benefits - 65 39 23 50 49 i e a3 i e 9
Total, standard assumption 340 214 156 128 114 99 83 .- ‘51 108
- Total, all general benefits allocated fy 5 T Hiss I ¥ T e 0 g LS Sl -,
on number of families 413 240 169 2133 ‘115 . 96 ety i 7 108
Total excluding general benefits 303 176 118 ‘90 7.7 6.2 45 12 70
Total excluding social insurance 274 - 175 133 11.9 10.7 94 80 T . 5.1 : 9.9
Ali Governments: _ L B I Sl R e O e (T T e e e e
Total, standard assumption® © 1127 684 489 355' 71309 266 231 T.209 1171 314
Total, all general benefits allocated on : - 5 R AT TN - R SO e SR it I S
number of families 1449 80.1 -546 37.8 =313 263 202 -Tui16. 7107 1314
Total excluding general benefits . 638 40.0 263 164 -14.0 7115 9.5 -10. - .69 158
Total excluding social insurance ' 843 515 .39.0 ; _31.7 -'_28.0 ."_2_4.7 _-__21.7 +19. J 3_5.8 _127.5

. The income class limits are expressed in money income after personal taxes. “Personal taxes” consist mainly of Federal, state and local income taxes. The total
income on which the percentages are based is a broad income concept equival!ent in the aggregate to net national product.

- b. Consists of general government (excluding interest), transportation (excluding highways), commerce and finance, housing and community dmlopmet. health and
sanitation, ciwvilian safety, and miscellaneous. . _

General benefits allocated half on the basis of number of families and half on family money income.
. Less than .0% percent.
Unemployment insurance classified as a state-local pmgtam
f. After deduction of Federal grants-in-aid.

Source: Appendix Tables B-10 and B-11.
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benefits on each level of government are

income groups. Those with income un-

’exceeded ‘benefits,

- The redistribution of income on the
Federal level is greater than on the state
and local level. On' the basis of the
standard assumption concerning general
expenditure benefits. (half allocated on

qmoney income), families in the lowest
income category received Federal bene-
fits equal to about six times their Federal
‘tax burden as compared with state and
local benefits of only 2.3 times their state

.7+ son in the highest income class shows
~...-Federal benefits of only three-tenths of
+.“the tax burden and state and local bene-

i * fits of only six-tenths of the tax burden.

Smciﬁc Expenditure Allocations =

- Excluding general benefit expendi-

~ . tures from the total had little effect on
~ the pattern of redistribution over most of

. the income range. It was only in the low-

; .i':"est income class that a considerable in-

* When total government expenditure | "% in the ratio of benefits to taxes

“resulted from exclus:on of general ben

expressed as a proportion of the tax bur- -'-‘Bt g

““den by income class (Table 14), all the '
_-resulting distributions showed a redis- '.;‘_;,:Socid Insurance Programs .

tribution of income in favor of the lower

‘number of families and half on family

,."The Redlstrlbutlon of Income e

© Social insurance programs are de- 5

signed to redistribute income from the
der $3,000 received benefits equal totwo - ign

income-earning population to the aged
or more times their total tax burden, At g pop ag

. “and from the employed to the unem- -
income levels above: $6,000, ) tax. burdens...I'.f-:_._ployed_ The effect of such programs in -
| -1961 in redistributing income by income .

.class was relatively greater than the re-
distribution caused by total government
finances, It was only in the income -
“classes under $4,000 that benefits ex-
ceeded contributions; in these low in.'
‘come classes benefits were more than -
‘twice the amount of contributions. Inthe
under $2,000 income group, which in-
‘cluded 14 percent of all families in 1961, ..
‘benefits were almost seven and one-half -
: tunes as large as contributions,

. .and local tax burden. A similar compari-

If the redistribution were estimated
for only those who paid social insurance

~taxes and for those who received social °
insurance benefits (rather than for all -
*.....-families), those in the lower income -
-groups would be favored to 2 larger de-

gree, As shown by Table 15, a relatively
small proportion of families in the lowest

income classes pay direct social insur- Sk
ance taxes,! while a much larger propor- ¢

tion receive benefits.

1. In addition, these families pay, in their expeindlmm for consumption, a share of employer contributions

shifted forward in the prices o :oodl and services.
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