i .R"d""mb“t“'“ T"ﬂ“l!h Public Finance for all Fammes |
By Income class— 1961 =

. R - 7,
- R R W “52"' "E'. ’ é" e N
RAVIO , . §2,000 2,999 . 3,999 4,98 ; 8,988 1499 . over TOTAL
Total expenditures : - Ratio of governmant expendature benefits to tax burdens
Tnhl taxes . . w3 . - R . ey R ) '-'_:- Lo B0 % SRR AT Dini s, S "-_ SRRk et
(1) Standard assuimptions® 41 26 - -__1.7 _-1_.'2 ey . :

(2) General benefits allocated Lt £y : el LR L. RS o b ST
all on number of families 53 3.0 A9 513 -1 Hd

(3) Excluding general benefits® 48 3.1 18 .12 .10
Federal expenditures CRaf et o sl T BT e e e e
Federal Taxes 6.1 33779 3 ALY Rl
State-local expenditures® gl ey S flmiE g .
State-focal taxes - 24 18 137 i1l 010
Social insurance benéfits i R e THi A
Social insurance contributions* 74 43 24 19
Education expenditures* - Py T ok s, o e, sy B
Property tax burden< i 10 S 14 - 12 13

TV
10

a. The incoine class limits are expressed in money income after personal taxes.

b. General benefit expenditures allocated half on the basis of number of families and haif on the bas:s ol‘ hmnl mnney mcome. corpmatuon taxes a!located half
the basis of consumption and half on the basis of dividends. 5 on

c. Ratio compares the tax distribution after adjustment of the aggregate amount to equal the total expenditures in the category shown. -
d. After deduction of Federal grants-in-aid.
e. Elementary and secondary.

Source: Appendix Tables B-9 and B-10.




Table 15

Percentage of Urban Families in the
BLS Survey Reporting Social
. Insurance Contributions and Benefits
By Income Class — 1961

Income class
(Money income after

Percentage reporting
sooial Insurance

personal taxes) Contributions(a) Benefits
Under - $1,000 -10 G 44
$1,000to 1,999 25 . 67
7,000 to 2,999 61 | . B2
3,000 to 3,999 77 S 41
4,000 to 4,999 92 | 27
5,000 to 5,999 94 25
6,000 to 7,499 98 - 22
7,500 to 9,999 96 © 19
- 10,000 to 14,999 - 95 16
15,000 and over 91 13
Total 81 31

"+ "a. Does not include employer contributlons.

© ¢ Source: U.S. Department of Labor, Bureau of Labor Statistics, Survey of Consumer Expenditures 1960-81,

_.Property Taxes and
Education Expenditures

Although it is difficult to relate most
taxes to specific expenditures, a compari-
son can be made between property tax
‘burdens and benefits of education ex-
penditures, Most primary and secondary
education expenditures are financed by
property taxes; property taxes provide
approximately 98 percent of school dis-
trict tax collections and approximately
85 percent of their total revenues exclud-
ing intergovernmental aid.* Although
not all revenues from property taxes go
towards primary and secondary educa-
tion expenditures, it is possible to adjust
for the difference between total property
taxes and total primary and secondary
education expenditures by equating the
totals to compare their combined effects

U. S, Government Printing Oftice, 1965) p. 30,
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on the redistribution of income. In other
words, the amount of education expendi-
tures financed by the property tax can
be compared with estimated distribution
of property tax burdens for schools.

The benefits from government ex-
penditures on primary and secondary
education, when related to property
taxes, show some redistribution in favor
of families with incomes in 1961 from
$2,000 to $7,500. However, the difference
between benefits and tax burdens is
much less than in the case of most other
functions of government, On the esti-
mates shown here, no income group re-
ceived benefits of even as much as twice
its property tax, and no income group re-
ceived benefits of less than one-third of
its property tax burden for schools.

2, U. 8. Department of Commerce, Burenu of the Census, Government Finances in 1963-64, (Washington, D, Cit




The bases of allocation used in this study
‘were derived from the Bureau of Labor Sta-
“tistics, Survey of Consumer Expenditures 1960-
161, This survey is a decennial one designed
=primarily to provide information for the Com-
sumer Price Index. The BLS data were gath-
“ered from interviews of a sample of nearly
14,000 families and covering over 4,000 items
:of receipts and expenditures.l The reliability
“of such a survey mainly depends on two things:

by respondents and (b) the size of: the, snmple
“sed, -

" In some cases families will refuse, or be un-
"able, to give the information requested. The
“BLS attempted to adjust for this problem by
- cross-checking the data for consistency, How-
“ever, the BLS was interested more in the ac-
-““-curacy of the reporting of expenditures than of
~"-::~the reporting of income, Therefore, if expendi-
.o tures did not equal receipts-less-savings, but
" ‘expenditure items showed consistency and
. completeness, the data were still used. The de-

-?leas reliable than that on expenditures,

- The difference between total reported re-
'eceipts, disbursements, and net change in assets
~ -is shown by the nccount balancing difference.
It is relatively smaller at higher income levels
('Table A-l). In other words, the larger the
““money income, the greater the balancing ac-
. -curacy of reported income, expenditures, and

* changes in assets,

— The sample size also acts as a determinant of
" “the relinbility of a survey’s results, As the size of
the survey sample is increased, the “sampling

~ variability” in the results grows smaller.

For Estlmatmg Tax Burdens

_."-Compnred with the size of other consumer sur-
- veys such as the Michigan Survey of Consumer -

: th(, ‘BLS sample is large,

. ceipts of one or more types of income or ex-
-penditures on particular items in the question- =
‘naire, The greater the subd'vision of ‘ncome or

“(a) the accuracy of the information supplied ____,--'-__;expenditure categories, the smaller usually was
the number of families in each cell reporting, -
nbillty in the average figures obtained

-:..tribution of dividend income. The percentage
-of urban families (comprising approximately
-two-thirds of the total sample) reporting divi-

-sincome in the under $2,000 income group was - :
-only forty-nine. Therefore, the probability is - .

“large that the dollar amounts of dividend in- .-
+.come reported. in-this.class were unrepresentu--

+*uil of data on income by source may thus be

‘ported by relatively few urban families in a

The BLS sample covered 18,728 families.

‘Finances,* which covers about, 3 000 families, * s

Many families, however, did not report re-

‘and therefore, the greater the sampling vari~ .« .

* An illustration of this point is the BLS dis-

dend income varied from six percent in the
under $2,000 income class to thirty-four per-
cent in the $15,000 and over income class, The
absolute number of families reporting dividend

tive,
Other examples of items which were re- i

particular income class, were automobile pur-
chases (twenty-four families in the under
$2,000 income class in 1961), und education
expenditures (forty-eight families in the under
$2,000 income class).

The BLS Survey provides data by income
cluss for single person families and for families
of other sizes. It would be possible to produce

1. U. 8. Department of Lubor, Consumer Expenditires and Income, Survey of Consumer Expenditures 196061,

‘(Supplement 3 to BLS Report No. 237-38; Washington, D. C.: U. 8. Government Printin

Office, 1965). For a

compurison with other surveys, see U. 5. Bureau of the | Budget, Family Income Distribution Statistlcs Pub-

lished by Federal Agenciey, (Statistical Evaluation Report No. §; Washington,
chultz, The Distribution of Personal hlcome, (Washington, D. C.: U, 8. Congress, Joint

mimeo,; and T. P, §
Economic Commmee. December 1964).

D. C.: December 1964, 15 pp.

2. The University of Michlgan, Survey of Consumer Finances, serles of monographs of the Survey Research

Center, Institute for Sociul Resenrch, Ann Arbor.
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Table A-1

Account Balancmg Dllference asa Percentage of Money'lneume; i ;
Before Taxes by Income Class LR A :
1960—1961
Aerie scrouat batbncig difieeonceie) s 80 s s s 29 520 s soas s m2 s 14
Average money income before personal taxes(k) 1285 - :;éla 3,745 4922 5'045 7’499 "-',...-.Q_ﬁg 13583 271573
of maney income before personal taxes 6.2% 5.0% 48% i f’g%' =k 3 .a% :—;,3?'.4% S ;;’2.5%_ L 03% i ; 071%

- The account balancing difference is the difference between reported expenditures, reported income and other money receipts, and reported net changes

in assets.
b. Personal taxes comprise Federal, state and income taxes, poll taxes, and taxes on personal property. ' . ' =

Source: U. S. Bureau of Labor Statistics, Survey of Consumer Expenditures 1960-61, Report No. 237-93, February 1965, p. ol g




tax burden estimates for families of the same
size at different income levels, However, pre-
“liminary calculations of tax burdens for two or
more person families showed little difference
from those for all families, Consequently, the
‘results are not included here,

- Nevertheless, the large percentage of single

person families at low income levels should be
noted, About half of the “families” with in-
‘comes under $2,000 and about one quarter of
the families with incomes from $2,000 to
-$8,000 were single person units, These data
".are shown in Table A-2 together with the aver-
age size of family by income class,

Table A-2

Number of Families, Single Person
Units, and Average Size of Families
By Income Class—1961

Al ’muu all
income class(n) tfamilies amities families

— Thousands —— "

Under...$ 2,000 7,860 3,973 1.9
2,000- 2,999 6,077 1,514 2.7

3,000 3,999 6,334 1,152 29

- 4,000- 4999 6972 . 823 .32
5,000- 5999 7,018 - 388 3.5

6,000- 7,499 8,399 392 3.7

7,500- 9,999 7,585 173 39

10,000- 14,999 3,962 59 41
15,000andover 1,100 15 3.9
Total 55,306 8,487 3.2

a. Money income after personal taxes,
Source! U.S, Bureau of Labor Statistics, Survey of

Consumer Expenditures 1830-81, Report .

No. 237-93, February 1965, p, 16,
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The definition of the income base on which
~to measure “effective rates” of taxation pre-
.sents a difficult problem. It involves various

- assumptions, just as does the choice of methods

=)

f;‘_l?he Income Concept
- The broadest official measure of total “in-

“"~come” or output of the economy is the gross na-
. tional product. In' general social accounting
ot terms, total “income” equals the value of out-
- put in the sense that all of the items on the

income side of the accounts must add up to the
value of goods and services produced, In the
U, 8, Department of Commerce definitions and
 concepts, however, the broadest series to which

~‘the term “income” is given is the national in-

-come. In summary form, the relationship be-

weeeeegreincome. was-as -follows for the calendar year

“tween gross national product and national

. (allilens)
...« - Gross national product .+ -$681,2
‘Lesst Capital consumption
. allowances 59.6
; ' 'Equals: Net national product 621.6
. _Less: ‘Indirect business taxes 62.7
... “Current surplus of govern- .
- ment entorrrim minus
~ subsidies(a -]
Business transfer pay-
ments(a) 26
Statistical discrepancy(a) —1.6
Equals: National Income 559.0

‘s, For explanation of these items, see U.S. Depart-
ment of Commerce, National Income (Washing-
ton, D.C.: Government Printing Office, 1954 edi-
tion), pp. 58-60.

The total tax burden could reasonably bo re-

.. lated to the GNP as the most inclusive measure
of output in the economy. Yet we do not know
‘how taxes affect different elements of national
output — we cannot say what parts of the tax
burden “come out of” any particular portions
of nationul income or output. In the present
study, we assume that the tax burden would

»iof ullocating ‘ tax 'burdens. “andexpenditure : -
 benefit,

A  Appendix BT v
'The Income Concept, Methods and Bases of Allocation

‘mot come out of “capital consumption allow- -

ances,” i.e, the portion of output which is -
-required to replace capital equipment. In war-
“‘time, however, through taxation and other
measures the government is able to divert re-
‘sources from maintaining capital equipment to
“war purposes, and it would then be reasonable
o relate the ti.. burden to gross national prod-
wuct. In peacetime, it seems more reasonable to
“assume that the tax burden comes out of na- "
-tional output over and above what is required -
to replace capital equipment. Consequently, ..
‘we take net national product (NNP) as the
-most appropriate base against which to meas-
ure effective rates of the total tax burden.1

It has been argued that narrower bases, such
as national income, personal income, or some

‘modification of these Department of Com-
- ‘'merce series, would be better bases for measur- ¢
_ing effective tax rates of the total tax burden. . ... .
-The argument for the use of net national prod-" :
~uct is essentinlly that this is the broadest
. ““'measure of net output available.2 If we are to -
deal with all taxes, we should relate the tax
“ ‘burden to the total output from which the taxes -

come.

This nggregative argument requires modifica-
tion when the purpose is to estimate effective
rates of tax for families grouped by size of in-

- “come. For example, how should capital gains
‘be treated? Should they be added to the in-

come base for the purpose of measuring effec-
tive rates? From the point of view of the econ-
omy as a whole, capital gains do not represent
current output and so are excluded from the
net national product. From the point of view
of the individual family, however, capital gains
may represent a very important source of in-
come and be quite relevant in measuring ihis

fumily'’s cffective tax rate. In fact, however,

realized capital gains are, on the average, an
ingignificant portion of family incomes except at
high income levels. This is shown in Table B-1
in which effective rates of tax to personal in-
come including and excluding capital gains are
compared. Moreover, undistributed corporate

1. See Tax Foundation, Research Ald No. 4. The Tax Burden in Relation to National Income and Product, for

a fuller discussion of this subject,

2. Some question whether there should be further “netting” of certain items, particularly indirect taxes, in ar-
. riving at o total income base. For further analysis, see George A. Biahoxl). “Income Redistribution in the

;*;nmcwurk of the National Income Accounts,” National Tax Journal, Vo

(]
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oo Fable B il R
Total Taxes as a Percentage of Various Income Bases by Income Class
: Calendar Year 1961 0 ra :

i 560 0 15,000
b S -l I - -yl SR

Under : _ ; ;i
2, 3998 49 2 5m 14 34989
Total taxes, including social L

insurance, as a percent of: 2 :

Net national product o g : ”’ _ g bl v TR A o s L iy 2 : _
Product side 15.1 195 240 261 277 201 . 311 361 . 661
Factor income side(a) 45.5(0) 33.2 315 293 289 283 28.4 29.6 - 389

Personal income & capital gains .. 305 29.4 329 327 331 322 322 342 - 422

Persanal income . 310 30.0 335 331 335 326 327 35.2 50.2

Money income (BLS) 368 355 395 39.1 39.9 393 °39.4 423 61.0

Percentage adjusted to the same : ) : ' g ]

effective rate level in the

aggregate:

Net national product - . L 00 e e DR "y b IR, e AT AT i T G el e
Product side : - 151 195 240 260 277 0291 . 311 ' 361 ' 661
Factor income side(a) * 45.5(b) 332 ‘315 293 289 283 284 - 296 389

Personal income & capital gains 277 26.7 299 297 . 300 292 29.2 - 31.0 383

Personal income . 273 263 294 = 291 294 . 286 287 309 . 441

Money income (BLS) . 270 26.0 - 20.0 28,7 | -203 - 288 289 310 447

a. Equivalent to *‘national income,” i.e., the sum of incomes received in exchange for productive services, plus indirect business taxes. _ :
b. The percentage in the lowest income class is high because the net national product base as the equivalent of factor incomes excludes transfer payments,
which make up a sizeable part of the monev income of families in this class.

Source: Appendix Tables B-9 and B-11. R
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| Table B-2 . - AT
“. v, .o -Bases of Allocation for Net National Product -~ o o

In Sid R
come siae T R ARG

Relation of Montey Income te NNP

Basis of Allecation(a)

- 'BLS money Income before taxes
v Pluq: “Other labor income"
B -uNet rent, owner-occupled dwellings
R ‘1 | Serylm furnished by financiai intermediaries
f jl. iy Fl'lpd grown and consumed on farms
“..|[Food furnished employees

" in national income accounts
Imputed items in personal-saving(b) -
‘Other and unaccounted . =~ =
ot [Capital gains]

- ““Equals: Personal income

/iLess: Transfer to persons

.. Social insurance benefits _
+“Civillan government pensions.. "
'Veterans benefits g

- Relief and other

' 'Net interest paid by government

:

g Plus:: Non-personal taxes
N cornorata profits tax

.t Personal contributions
s el o Employer contributions
S Indirect business taxes

P ‘Undistributed corporate profits e
' Equalst Net national product

| | ‘Ditference between personal taxes in BLS sunfey and

“INet intevest paid by consumers and subsidies Iass_ :
current surplus of govamrnant enterprlsu

" Contributions for social Insurance. "~

~ |-BLS money income

‘Wages and salaries S T
Homeowners' housing expendlturas- I B
Interest receipts N
‘Value of farm consumed food =+ "
Numhar of full-time earners

~ Personal taxes
. “Homeowners' housing expendltum
' “Money income Ry

. Profits on sale of assets

“Soclal Insurance benefits
* ViPrivate pensions
-/~ Military aliotments and pensions
5 ___”Publlc assistance and, prmte reiief i

£ interost recelpts

. Total current consumption

i 'EQ'Hn!f on consumption and half on.dividend
. Income e ol

. Social insurance contributions i
‘Total current consumption .-
“ Total current consumptlon

Dividend income

o a, ltems.re
. No. 237-

b, Consists largely of investment in housing.

rted in U.S. Bureau of Labor Statistics, Survey of Consumer Expendituras 1980-81, Report '
and Supplement 3 (Washington, D.C.: 1965). '

. . profits, which constitute much of the base for
. - capital gains, are here imputed as income to
~families.

Similarly, transfer payments received by
families, such as veterans benefits, social se-
curity payments, welfare payments (see Table
B-8 for 1961 amounts), are part of the family’s
money income out of which it may pay direct

~““taxes or taxes shifted forward in the prices of
- “consumer goods and services. Thus, an income
concept equivilent to “national income,” which
{s a total of income payments made in exchange
for productive services rendered would not be
appropriate for measuring the eftective total
tax rate on a family with a substantial amount
of income from transfers. Of course, it may be
argued that since such a family received the

40

transfer gratis, the family cannot be said to

transfer payments. To measure the “true” bur-
den we should perhaps include only the taxes

bear the burden of taxes paid out of such

borne out of income received in exchange for
productive services. However, to conform more
closely to everyday usage of th term income,
it seems better to relate the total tax burden by
income class to an income concept that in-
cludes transfers.

“Personal income” as defined in the national
income accounts includes transfers, but it ex-
cludes indirect business taxes, contributions for
social insurance, and the corporate profits tax.
The exclusion of these taxes from “personal
income” makes it an inappropriate aggregate
income base, even though it would be one




appropriate concept for families in a givea in-
come class. As a way of meeting the problem
of an appropriate income base both in the ag-
gregate and for families by income class, the
net national product is used as the total income
base, but it is allocated by income class in
proportion to the estimated distribution of per-
sonal income.? The result is the standard base
used in the present study. It provides a defini-
tion of income that is probably close to the
average person’s concept of his incomz and at
‘the same time avoids the overstatement of the
effective rate of taxation that results from using
‘an income base that is too narrowly defined.

The alternative income base used here,
..namely, income-after-taxes-plus-government-
expenditures, is a departure from common
sense notions of income when we go beyond
cash transfer payments and include the bene-
. fits of government expenditures received in

e

kind. Thus, “income” would include the bene-
fits of police and fire protection, education,
highways, defense, ete,, but would exclude the
direct and indirect taxes paid to support these
expenditures, On this concept, the family’s
“real” income does not include what is taken
from it in taxes but what it receives from gov-
ernment in expenditure benefits, In the broad-
est sense, this means including in the family’s
income base all “income-in-kind,” while ex-
cluding all taxes, which are not intended to re-
flect. an equivalent amount of economic wel-
fare or real goods and services provided the in

dividual taxpayer, :

The effect of such a change in the definition
of income is to increase substantially the in-
come base for families at the low end of the
income scale because they receive relatively
more in expenditure benefits than they pay in
taxes, Similarly, the effect is to reduce the in-

‘I'his is equivalent to allocating the net difference between personal income and net national product ($58 billion
.in 1961) in propoxstion to the distribution of personal income, The difference between personal income and net

... . national product is equal to the excess of non-personal taxes and undistributed profits over government trans-

fers and interest payments. An allocation of total output is also included (Table B-4) in which each major

" item accounting for the difference between net national product and personal income iz distributed on an ap-

propriate item of family income or expenditure; the result is a “factor income” distribution of net national
product, that is, one reflecting incomes from productive services.

Table B-3

b, ‘Bases of Allocation for Net National Product - |
- Product Side

Components of NNP

Basis of Allocation(a)

“@overnment purchases of goods and services
National defense and international affairs

Other general benefit expenditures(b)

.. Elementary and secondary education
‘Higher education
Public assistance and.other welfare
Labor
Veterans
Highways

Interest
Agriculture
Social insurance

Personal consumption expenditures

‘Net private domestic investment and net exports

Half on number of families and half on family money
income

Half on nuraber of families and half on family money
income i

Number of children under 18

Family expenditures for higher education

Inrcome from public soclal assistance and private relief
Wages and salaries -
Miiitary allotments and pensions

Half on auto operation expenditures
Half on total consumption

Interest receipts
Money Income of farm families
Unemployment and social security benefits

Total current consumption

The portion equal to personal money savings(c) on
personal savings in BLS survey (about onhe-fifth of
total); the remainder on total family money income.

a. Items reported in U.S, Bureau of Labor Statistics, Survey of Consumer Expenditures 1960-81, Report

No. 237-38 (Washington, D.C.: 1965).

b. Includes general government, civilian safety, transportation excluding highways, commerce and
finance, health and sanitation, natural resources, and miscellaneous.

¢, Total personal saving as shown In national income accounts less imputed items included.




Table B-4

Relation of BLS Money Income to Net National Product:
Amounts to Be Allocated on Income Side®
Calendar Years 1961 and 1965
(Millions)

1981 1088

BLS money income before taxes

Plus: - ‘“'Other labor income"
Net rent, owner-occupied dwellings

Services furnished by financial institutions(o)
Food grown and consumed on farms

- Food furnished employees

Difference between personal taxes In BLS survey
« and In national income accounts. . as

Imputed items In personal saving
Other and unaccounted
Capital gains

. ',F.qualss Personal Income and capital gains

Less:  Transfers to persons
Social Insurance benefits
- Clvilian government pensions
Veterans banefits and pensions

~ Rellet and other
Net interest paid by government

Personal Income excluding capital gains

$348,041

12,746
6,992

. 5,296
1,105

. 2,113

. 13,731
- 15,500
~11,290
13,837

430,651
416,814

$447,444(b) .

18,539
10,400
7,800
900
1,900

17,300
16,000
14,800
14,000

549,083
535,083

18,034
2,493
5,544
4,344

.7,390

22,408
''3,618
5,625
5486

9,289

Net Interest paid by consumers and subsidies less

current surplus of government enterprises -

Plus: Non-personal taxes '
o o Copporate profits tax labilities
Half on consumption
Half on dividends

Contributions for social insurance

Personal contributions
Employer contributions

Indirect business tax & non-tax liability

Undistributed corporate profits(d)

Equals: Net national product

9,067 12,324

11,552
11,552

15,591
15,591

13,212
16,002
61,043

23,845
621,618

9,598
11,843
47,699

12,687
474,865

"“‘a, Detalls of several income items are not comparable In 1961 and 1965 because of revisions. in- the. 3
national income accounts, ' ket . Gl e

. b. Estimated.
c. Excludes insurance companies,
d. Includes inventory valuation adjustment.

Source: U.S. Department of Commerce, Office of Business Economics, Surve
1964.&:9. 8 and 35, and July 1966, pp. 13 and 36; U.S, Treasur
individual Returns, 1881 (for capital gains); U.S. Bureau of Labor

of Current Business, July
Department, Statistics of Income,
tatistics, Survey of Consumer

Expenditures 1980-81 (for money income before taxes); money income and certain other items

for 1965 are Tax Foundation estimates.

come base for families ut the high end of the
income scale because they pay relatively more
in taxes than they receive in government ex-
penditure benefits, Consequently, any alloca-
tion of taxes by income class will be more
progressive when related to the income-after-

4, A nattonal tneome base (1.6, o total of Income recelved In exchanpe for

taxes-plus-government-expenditures bree than
when related to the income-before-tuxes base.t

The effect of different definitions of income
on effective tax rates by income cluss (on the
allocation bases used here) is shown in Table
B-1.

roductive services) would be more

relevart if e were primanly concerned with the prices puld for the fuctors of production and with effects
of tuaes on the ullocation of resources. The income.ufterstaxes-plus-govertiment expenditures base is more
relevant If we primarlly concerned (ns in this study) with the real welfare position of fumilies as directly

affected by government operations,




Income Allocations

The imputation of various forms of income
other than money income to families by income
class follows assumptions of incidence similar
to those used for the tax and expenditure allo-
cations, On the income side, the choice of
appropriate bases for imputing income was
straightforward for most of items accounting
for the difference between family money in-
come and net national product—straightforward
at least in the choice of bases available in the
- BLS Survey. The items used are listed in Tables
.'B-2 and B-3. For most kinds of income to be
‘imputed there were corresponding money items
-which provided suitable bases of allocation,

The doubtful items, of course, are the non-
personal taxes. In accordance with the assump-

" .tions used in the tax burden allocation, the cor-

porate profits tax was imputed and allocated
“half on the basis of consumption expenditures
. and half in proportion to dividend income.
- Employers social insurance contributions simi-
larly were allocated on the basis of consump-

tion expenditures, In other words, where the
tax burden of non-personal taxes was assumed
to be shifted forward, a corresponding amount
of “income” was also imputed to those assumed
to be bearing the tax. This is analogous to the
procedure of imputing to stockholders as in-
come the portion of the corporate tax which
they are assumed to bear, Presumably, in the
absence of the tax, their incomes would be
correspondingly larger,

On the product side, government expendi-
tures were allocated as income on the same
bases as expenditures were allocated as bene-
fits. (' Tables B-8 and B-5.) Net private domestic
investment and net exports (which together
equal total private investment) were allocated
on two bases, First, a portion of the total equal
to personal money savings in the national in-
come accounts was allocated on a modified set
of savings data from the BLS Survey of Con-
sumer Expenditures. The modification con-
sisted of eliminating the negative savings
shown for the lowest income classes, Money

Table B-5

“'Net Natlonal Product components to Be Allocated on Product Snde
: s - Calendar Year 1961
(Millions)
Amount
Government purchases of goods and services |
National defense & international affairs
Half on number of families $ 24,288 :
Half on money income before taxes . 24,28L e
Other general benefit expenditures
Half on humber of families 12,486
Half on money Income before taxes 12,486
Elementary & secondaty education 16,606
Higher education 3,161
Public assistance and other welfare 1,494
Labor and manpower 590
Veterans 1,307
Highways
Half on auto operation expenditures 4,696
Half on total consumption 4,697
Agriculture 1,250
Soclal Insurance 286
Personal consumption expenditures 335,152
Net private domestic investment and net exports
Portion on personal savings 6,000(a)
Portion on money-income before taxes 26,088
Net national product 474,865

a, Estimated as equal to the 1962 fig_;lre for personal savings excluding imputed items (see Survey of
Current Business, July 1966, Table 7.3, p. 36).

Source: U.S. Department of Commerce, OHice of Business Economics, Survey of Current Business, July
1966 {and detall by function as yet unpublished).
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Table B-6

Tax Amounts to Be Allocated by Income Class®

1961 and 1965
(Millions)
1941 1988
Fad!rlh .
-~ Individual income - $ 42,668 - § 51,336
.. Corporation income ' :
' Half on consumption 10,875 © 14,573
1t Haif on dividends: - 10,876 14,574
..-Estate and gift ‘1,814 42,820
- ‘Alcoholic beverage - r3212 o o 3722
" Tobacco Peli e T L it Y i 018 .. 12,084
" "Telephone and telegraph. .. . ¢ o oo o 836 0 C 0 390
' Auto purchase fo gt £575 ‘1,889 o 1,724
. Auto operation 2323 . . 2532
""" Other excises, etc, (b) 3,861 6,415
= -Soclal Insurance Ty, o = ' &
" - Personal contributions Ueee8 11272 T
Employer contrlbutlons(o) 7,528 o 110431
. State and local: Sgrg SCa i e
o " individual income g o 2648 o 4417
‘=" Corporation income g gt L
" Halfon consumption ... . . ., .. 676 . ...1,018 ¢
: Half on dividends = . " ERd Ty g P
..~ Gift and Inheritance- - Fria et R Wy o489 - L 0 781
“Aleoholie havengo A RO e, ATt S P s Sl ) v 946 _
i Tobatco A ; *-+1,038 coeehe1,428 0
" Auto purchase IO 550(4) P 864(d)
" “Auto operation - cnn % b IR 7 |
.-.General sales (excluding auto. purchue} 4,192 . 6429 Vi
. .Other excises, etc.(b) ‘ Cr 9067 12,389 o
' iProperty tax . o k& " A
Half on consumption ... 8,969 .. 11,938
. Haif on housing expenditures - 18,969 s 11,938
Social insurance ; By,
Personal contributions 1,370 1,940
Employers contributions(e) 4,315 5,571
. .Total Federal taxes excluding soclal insurance 80,039 - 100,170
... Total Federal taxes including social insurance o e, 985,798 121,873
7. Total State-local taxes excluding social insurance = - = 43,184 - -~ 59,656
~ _Total State-local taxes including soclal Insurance ., 48,839 67,167
All governments, excluding social insurance 123,193 159,826
All governments, including social insurance 144,634 189,040

&, Net of refunds estimated by type of tax.
b. Includes nontax receipts,

¢. Unemployment Insurance classified as a state tax,

d. Estimate based on Bureau of the Census data.

1965, pp. 36-39, and July 1966, pp. 21, 22,

3 Source! U.S, Department of Commaerce, Office of Busl ness Economics, Survay of Current Business, August

savings are only about one-fifth of total per-
sonal saving us defined in the national income
accounts®, and the definition of personal money
saving in the national income accounts differs
considerably from saving as used in the BLS

Survey. The remaining portion of total invest-
ment was allocated by income class in propor-
tion to family money income. In other words,
this portion of investment, which is finunced
from various sources of savings in uddition to

§. The remalnder of personal suvin cnnsim lurgely of Imputed suving reflecting residential construction, (See

Survey of Current Business, July 1966, p. 36.)
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personal money savings, was imputed to fami-
lies as a general form of income, in which fami-
lies could be presumed to participate in pro-
portion to their money incomes,

Tax and Expenditure Allocations

For consistency with the national income
accounts, the total tax and expenditure amounts
allocated are total government receipts and ex-
penditures as shown in these accounts, (Tables

B-6 and B-7) This means that a small amount
of “nontaxes” is inciuded in the tax totals. The
amount at the Federal level is negligible, but

at the state and local level the total of non- -

taxes was $3.8 billion in 1961; this is enough
to raise substantially the total of “other ex-
cises” shown in Table 8 in the text above, Since
this amount was allocated on the basis of con-
sumption expenditures, the inclusion. of non-
taxes also tends slightly to increase the appar-

Table B-7

Expenditure Amounts to Be Allocated by Income Class
Calendar Years 1961 and 1965

(Millions of dollars)

19061 10858
. Faderal
National defense and international affairs \j
Half on number of families $ 25,713 $ 27,261
Half on money income before taxes 25,713 - 27,262
it Other general benefit
gk, Ak Half on number of families 4,634 8,673
P Half on money income before taxes . 4,634 8,673 s
Elementary & secondary education - 305 406 "
Higher education 211 447 .
“Public assistance & other welfare 2,862 4,829
- Labor & manpower 595 890
Veterans benefits 6,143 6,365
Highways
e Half on auto operation expenditures - - 1,369 -.1,954
Half on total consumption 1,369 1,954
Net Interest 6,366 8,306
Agriculture 3,980 4,410
Soclal Insurance benefits(a) 13,948 19,667
State and local(b)
General benefit
Half on humber of families 8,848 12,245
Half on total income - 8,848 12,245
Elementary & secondary education 16,321 22,230
Higher education 2,951 4,599
Public assistance & other welfare 2,222 2,472
Labor and manpower 10 69
Veterans benefits 113 20
Highway {ransportation
Half on auto operation expenditures 3,144 3,718
Half on total consumption 3,145 3,718
Net intorest 766 553
Agriculture 524 598
Social Insurance benefits(a) 4,244 2,260
Totals
Total Federal, excluding soclal insurance 83,894 101,430
Total Federal, Including soclal Insurance 97,842 121,097
Total State-local, excluding soclal insurance 46,882 62,471
Total Statu-local, including soclal insurance 51,126 64,731
All governments, excluding soclal insurance 130,776 163,901
All governments, Including soclal insurance 148,968 185,828

a. Unemployment insurance classified as a state-local program.

b, After deduction of Federal grants-in-aid.

Source! U.S. Department of Commerce, Office of Business Economics, Survey of Current Business, July

1966, p. 25, and unpublished detall for 1961.
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ent degree of regressivity in the total state and
local tax burden,

Maintaining consistency with the totals in
the national income accounts makes the differ-
ence between total “taxes” and total expendi-
tures equal to the government surplus or deficit
in these accounts.t Consistency with the na-
tional income accounts is useful for theoretical
‘purposes as well as statistically in making allo-
cations of the differences between family
money income and net national product,

On the expenditure side, Federal grants-in-
~aid by function were deducted from state-local
iexpenditures in obtaining amounts to be allo-

cated by income cluss. This procedure puts the
expenditures at the governmental level where
‘the corresponding tax burdens are levied.

The most crucial assumption in the tax allo-
cations is that the burden of most business,
excise, and sales taxes is shifted forward to the
_consumer, This assumption is most easily justi-
fied where the tax in question applies to only
one product, e.g., cigarettes, or a relatively nar-
.row range of products, e.g, automobiles and
-parts, However, where taxes become more gen-
Ceral, o¢ in the case of state sales taxes and
business property taxes, the question of for-
~ wa . shifting is subject to more doubt. Some
“economists have argued that general sules taxes
- “are shifted backward to the owners of the
factors of production,

recelpts.
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Such an assumption would change the ap-
parent distribution of the tax burden by re-
ducing the estimated burden for low income
groups, where consumption substantially ex-
ceeds income from productive services, and
increase the burden for high income groups,
where consumption is a smaller percentage of
income from productive services, Chart B-1
shows the difference between the distribution
of consumption and wages and salaries in the
BLS Survey, Although there is a difference be-
tween the distribution of wages and salarvies
and total income from productive services (in-
cluding interest, dividends, and rent), it is
evident that an assumption of backward shift-
ing of general sales and business taxes would
substantinlly reduce the tax burden estimates
for income classes below $4,000. However, the
differences in resulting tax burden estimates
would be smaller than is suggested by Chart
B-1 because consistency would require o cor-
responding allocation of indirect business taxes
as income on the basis of income from produc-
tive services rather than on the basis of con-
sumption,

The various statistical bases of allocation are
shown in Table B-8, The resulting amounts of
estimated tax burdens and expenditure bene-
fits are shown in Tables B-9 and B-10, The
amounts of net national product allocated on

~various bases by income class are shown in

Table B-11,

6. “An alternative procedure ‘would have ‘been- to eliminate from "total. expendltures an amount ‘equal“to” nontnx R
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Statistical Bases of Allocations by Income I:lass, 1 960 61

Tame B-s_ it

(Dollar amounts in millions)

Income class (l!nne] income after pmml tues}

53.900

L) '5'

Under e b - -~ g -

$2,000 2,953 3 m -4,999 5,983 7,499 9,999 14,999 ever TOTAL
Money income before taxes $10,170 $15,928 $23,613 $34,260 $42,389 $63,001 $73,620 $53,863 $31,239 $348,083
Persaonal taxes . 251 662 1,412 2,928 3,895 6,585 8,730 7,266 6,880 38,609
Total current consumption 12,884 16,280 22. 30.300 36,346 50.339 55,992 37,667 15,700 278,633
Dividends 50 138 398 230 807 442 59C 1,205 2,018 5,478
Capital gains(a) . 186 297 - 410 : .465 465 238 1,188 1,613 5971 11,382
Estate and gift s — —_ = o = — — — 100 100
Alcoholic beverages 101 158 336 - L 411 484 - 790 933 713 261 4,187
Tobacco 242 371 488 627 702 - 957 941 475 161 4,964
Telephone and Telegraph . 262 276 3:96 497 593 836 856 551 216 4,483
Auto purchase 204 470 1,041 "1.8'90 2,478 3,023 3,476 2,476 723 15,781
Auto operation 412 969 1,802 2,621 3,155 4,503 4,575 2,926 902 21,865
Housing expenditures 4,626 5,129 6,746 2,583 10,604 14,488 15,564 10,270 4,690 80,700
Heme awners'’ housing expenditures - 705 868 1,130 1,644 ‘2,405 4,143 4,408 2,896 1,394 19,593
Higher education 41 61 101 7195 295 .- 462 - 607 745 432 2,939
Military allotments and pensions 397 507 ! G_'B'I - 510 491 * 692 572 - 380 137 4,373
Private pensions 69 205 353 237 145 - 137 112 211 213 1,682
Public assistance 1,363 680 © 222 +.146 141 78 48 61 1 2,740
Value of farm consumed food - 290 218 253 171 167 . 183 134 94 20 1,530
Interest . 217 448 450 401 -372 - 519 7 iy 667 681 4,494
Farm money income 910 1,416 1,911 1,820 2,066 2,384 2,486 1,880 1,548 16,421
Social insurance contributions 62 245 ; 494 923 1,157 1,664 1,790 1 203 280 7,818
Social insurance benefits 4,131 3,853 3,326 '__1.862 1,782 1,802 1,506 ~ 910 121 19,293
Wages and salaries 2,661 8,091 15,302 27,642 35,715 54,164 63,210 43,707 15.993 266,485
Personal savings(b) —_ = _— — ‘346 1,211 2,673 2823 3,944 10,998
Number of families(c) (Thous.) 7,860 6,077 6,334 6,972 7,018 8,399 7,585 3,962 1,100 55,307
Number of full-time earners (Thous.) 1,536 2,445 3,917 ‘5,870 '6,311 9,187 8,905 5,239 1,342 44,752
Number of children under 18 (Thous.) 3,443 5,467 6,912 _ 9,744 10,627 13,619 11,654 5,524 68,315

1,325

a. Based on income tax return data adjusted on 2 money-income-after-tax class distribution.

b. Based on net change in assets and liabilities in BLS Survey for income classes which showed a positive amount of saving.

c. Includes single person units.

Source: U.S. Department of Labor, Bureau of Labor Statistics
1966; Treasury Department, Statistics of Income, Ind

Survey of Consumer Expefiditures 1960-61, Report No. 237-93, February 1965, and Supplement 2, June

vidual Returns 1961 (for capital gains).
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Tal:le B-S

Allocated Federal State aml I.ocal Tax Burdens hy Income class, 1 961
(lll!llans)

Mo das {lluej hunt arter mml llus}

P R ¢ W - -w R
. $2,000 2,998 39 ; .59 749 9,939 14,998 over TOTAL
Federal, total $1,762 $3,039 $5,505 $8218 $10,588  $15889  $19,258  $16,101  $15434  $95,795
Individual income - 277 732 1,560 3,236 4,304 7,277 9,648 8,030 7,603 42,668
Corpaorate income 602 909 1,673 1,640 2,227 2,862 . ;«;,'355 3,862 4,620 21,751
Half on consumption 503 635 883 1,183 1,419 1,984 . 2,185 1,470 ‘613 10,875
Half on dividends 99 274 790 - 457 .. 808 ‘878 1,171 2,392 4,007 10,876
Estate and gift R = - I 5y = = — 1,814 1,814
Excises, customs, and other 469 700 1,139 1,553 1,857 2,624 2,855 1,924 678 13,806
Alcohalic beverage 77 121 258 315 3an 606 " 716 547 200 3,212
Tobacco 98 151 198 ~ 255 ‘285 388 382 193 - 65 2,015
Telephone and telegraph 49 “51 i74 - 93 1 156 ' 160 103 40 836
Auto purchase 24 .55 123 1223 .292 © 356 409 292 85 1,859
Auto operation a4 103 191 278 ‘335 478 486 311 96 52,323
Other taxes (a) 156 193 260 343 406 561 '~ 615 420 167 3,120
Nontax receipts 20 26 36 ‘48 . 58 80 89 60 25 441
Social insurance 413 698 1,131 "1,790 2,200 3,125 3,397 2,284 719 15,756
Personal contributions . 65 258 520 - -971 1,218 1,751 1,884 - 1,266 .295 8,228
Employer contributions . 348 440 611 819 982 1,374 1, 513 1,018 424 7.528
State and local, total 1,983 2,619 -3,816 5192 6310 8876 - 9739 © 6676 3628 48,839
Individual income © 17 45 {97 201 . 267 : 599 498 472 2,648
Corporation income 37 56 104 102 138 209 240 287 1,353
Half on consumption - 31 39 . i55 .88 L6 Eet 38 676
Half on dividends 6 37 49 T | 149 249 677
Gift and inheritance —_ e — - R - ‘489 489

- (continued)






