This PDF is a selection from an out-of-print volume from the National
Bureau of Economic Research

Volume Title: The Personal Exemptions in the Income Tax

Volume Author/Editor: Lawrence Howard Seltzer

Volume Publisher: NBER

Volume ISBN: 0-870-14482-0

Volume URL: http://www.nber.org/books/selt68-1

Publication Date: 1968

Chapter Title: Front matter, The Personal Exemptions in the Income Tax
Chapter Author: Lawrence Howard Seltzer
Chapter URL: http://www.nber.org/chapters/c1145

Chapter pages in book: (p. -20 - 0)



LAWRENCE H. SELTZER

Wayne State University

The Personal Exemptions

in the Income Tax

(/cl/?

NATIONAL BUREAU OF ECONOMIC RESEARCH

NEW YORK 1968

Distributed by COLUMBIA UNIVERSITY PRESS
NEW YORK & LONDON




Copyright © 1968 by National Bureau of Economic Research
All Rights Reserved
L.C. Card No. 68-26505
Printed in the United States of America



The Personal Exemptions

in the Income Tax



NATIONAL BUREAU OF ECONOMIC RESEARCH
FISCAL STUDIES

1. Fiscal Planning for Total War
WILLIAM LEONARD CRUM, JOHN F. FENNELLY, AND
LAWRENCE H. SELTZER
2. Taxable and Business Income
DAN THROOP SMITH AND J. KEITH BUTTERS
3. The Nature and Tax Treatment of Capital
Gains and Losses
LAWRENCE H. SELTZER
4. Federal Grants and the Business Cycle
JAMES A. MAXWELL
5. The Income-Tax Burden on Stockholders
DANIEL M. HOLLAND
6. Personal Deductions in the Federal
Income Tax
C. HARRY KAHN
7. Dividends Under the Income Tax
DANIEL M. HOLLAND
8. Business and Professional Income Under the
Personal Income Tax
C. HARRY KAHN

g

Accelerated Depreciation in the United States,

1954-1960

NORMAN B. TURE

10. Employee Compensation Under the Income Tax
C. HARRY KAHN

11. Executive Compensation in Large Industrial
Corporations
WILBUR G, LEWELLEN

12. The Personal Exemptions in the Income Tax

LAWRENCE H. SELTZER



NATIONAL BUREAU OF ECONOMIC RESEARCH

OFFICERS

Arthur F. Burns, Honorary Chairman
Theodore O. Yntema, Chairman
Walter W. Heller, Vice Chairman
John R. Meyer, President

Donald B. Woodward, Treasurer

Geoffrey H. Moore, Vice President-Research

Victor R. Fuchs, Vice President-Research

Douglas H. Eldridge, Vice President-
Administration

Hal B. Lary, Director of International Studies

DIRECTORS AT LARGE

Joseph A. Beirne, Communications Workers
of America
Wallace J. Campbell, Foundation for
Cooperative Housing
Erwin D. Canham, Christian Science Monitor
Robert A. Charpie, Bell & Howell Company
Solomon Fabricant, New York University
Frank W. Fetter, Hanover, New Hampshire
Eugene P. Foley, International Ore and
Fertilizer Corporation
Marion B. Folsom, Eastman Kodak Company
Eli Goldston, Eastern Gas and Fuel Assoc.
Crawford H. Greenewalt, E. 1. du Pont
de Nemours & Company

Gabriel Hauge, Manufacturers Hanover Trust
Company

Walter W. Heller, University of Minnesota

Vivian W. Henderson, Clark College

Albert J. Hettinger, Jr., Lazard Fréres and
Company

John R. Meyer, Yale University

J. Irwin Miller, Cummins Engine Corp.

Geoffrey H. Moore, NBER

J. Wilson Newman, Dun & Bradstreet, Inc.

George B. Roberts, Larchmont, New York

Robert V. Roosa, Brown Brothers Harriman
& Co.

Boris Shishkin, AFL-CIO

Gus Tyler, ILGWU

Donald B. Woodward, A. W. Jones and Company
Theodore O. Yntema, Oakland University

DIRECTORS BY UNIVERSITY APPOINTMENT

Moses Abramovitz, Stanford
Francis M. Boddy, Minnesota
Arthur F. Burns, Columbia
Lester V. Chandler, Princeton
Melvin G. de Chazeau, Cornell
Otto Eckstein, Harvard

Walter D. Fisher, Northwestern
R. A. Gordon, California

DIRECTORS BY APPOINTMENT

Emilio G. Collado, Committee for Economic
Development

Thomas D. Flynn, American Institute of
Certified Public Accountants

Nathaniel Goldfinger, American Federation
of Labor and Congress of Industrial
Organizations

Harold G. Halcrow, American Agricultural
Economics Association

Walter E. Hoadley, American Finance
Association

Douglas G. Hartle, Toronto

Robert J. Lampman, Wisconsin

Maurice W. Lee, North Carolina

Lloyd G. Reynolds, Yale

Robert M. Solow, Massachusetts Institute of
Technology

Henri Theil, Chicago

Willis J. Winn, Pennsylvania

OF OTHER ORGANIZATIONS

Douglass C. North, Economic History
Association

Murray Shields, American Management
Association

George Cline Smith, National Association of
Business Economists

Willard L. Thorp, American Economic
Association

W. Allen Wallis, American Statistical
Association

DIRECTORS EMERITI

Percival F. Brundage
Harold M. Groves
Gottfried Haberler

Shepard Morgan

Harry W. Laidler

Jacob Viner
Joseph H. Willits

Harry Scherman
George Soule

SENIOR RESEARCH STAFF

Solomon Fabricant
Milton Friedman
Victor R. Fuchs

Moses Abramovitz
Gary S. Becker
Arthur F. Burns
Phillip Cagan
Alfred H. Conrad

Jack M. Guttentag
James S. Earley

Daniel M. Holland
F. Thomas Juster

Raymond W. Goldsmith

C. Harry Kahn
John W. Kendrick
Irving B. Kravis
Hal B. Lary
Robert E. Lipsey
Jacob Mincer

Ilse Mintz

Geoffrey H. Moore
Nancy Ruggles
Richard Ruggles
Robert P. Shay
George J. Stigler
Victor Zarnowitz



Relation of the Directors to the Work and Publications
of the National Bureau of Economic Research

1. The object of the National Bureau of Economic Research is to ascertain and to
present to the public important economic facts and their interpretation in a scientific
and impartial manner. The Board of Directors is charged with the responsibility of en-
suring that the work of the National Bureau is carried on in strict conformity with this
object.

2. The President of the National Bureau shall submit to the Board of Directors, or to
its Executive Committee, for their formal adoption all specific proposals for research
to be instituted.

3. No research report shall be published until the President shall have submitted to
each member of the Board the manuscript proposed for publication, and such informa-
tion as will, in his opinion and in the opinion of the author, serve to determine the
suitability of the report for publication in accordance with the principles of the National
Bureau. Each manuscript shall contain a summary drawing attention to the nature and
treatment of the problem studied, the character of the data and their utilization in the
report, and the main conclusions reached.

4. For each manuscript so submitted, a special committee of the Board shall be ap-
pointed by majority agreement of the President and Vice Presidents (or by the Execu-
tive .Committee in case of inability to decide on the part of the President and Vice
Presidents), consisting of three directors selected as nearly as may be one from each
general division of the Board. The names of the special manuscript committee shall be
stated to each Director when the manuscript is submitted to him. It shall be the duty
of each member of the special manuscript committee to read the manuscript. If each
member of the manuscript committee signifies his approval within thirty days of the
transmittal of the manuscript, the report may be published. If at the end of that period
any member of the manuscript committee withholds his approval, the President shall
then notify each member of the Board, requesting approval or disapproval of publica-
tion, and thirty days additional shall be granted for this purpose. The manuscript shall
then not be published unless at least a majority of the entire Board who shall have voted
on the proposal within the time fixed for the receipt of votes shall have approved.

5. No manuscript may be published, though approved by each member of the special
manuscript committee, until forty-five days have elapsed from the transmittal of the
report in manuscript form. The interval is allowed for the receipt of any memorandum
of dissent or reservation, together with a brief statement of his reasons, that any member
may wish to express; -and such memorandum of dissent or reservation shall be published
with the manuscript if he so desires. Publication does not, however, imply that each
member of the Board has read the manuscript, or that either members of the Board in
general or the special committee have passed on its validity in every detail.

6. Publications of the National Bureau issued for informational purposes concern-
ing the work of the Bureau and its staff, or issued to inform the public of activities of
Bureau staff, and volumes issued as a result of various conferences involving the Na-
tional Bureau shall contain a specific disclaimer noting that such publication has not
passed through the normal review procedures required in this resolution. The Executive
Committee of the Board is charged with review' of all such publications from time to
time to ensure that they do not take on the character of formal research reports of the
National Bureau, requiring formal Board approval.

7. Unless otherwise determined by the Board or exempted by the terms of paragraph
6, a copy of this resolution shall be printed in each National Bureau publication.

(Resolution adopted October 25, 1926, and revised February 6, 1933,
February 24, 1941, and April 20, 1968)



Contents

Foreword
Acknowledgments

1. Summary and Conclusions
The Personal Exemptions in the Tax Structure
Rationale of the Personal Exemptions
Alternative Exemption Techniques
The Appropriate Levels of Personal Exemptions

2. Some Questions Raised by the Personal Exemptions

The Exemptions and the Tax Base

Relation Between Personal Income and the Tax Law’s Adjusted
Gross Income

The Present Statutory Provisions Governing the Personal
Exemptions i

The Itemized and Standard Deductions

The Personal Exemptions and Minimum Living Standards

Functions of the Present Personal Exemptions

Who Get the Exemptions?

The “Cost” of the Exemptions

Questions for Consideration

3. Sketch of the Legislative History of the Personal Exemptions in the
United States .
The Civil War Through World War 1I
The Per Capita System
Exemption Increase a Big Part of the 1948 Tax Cuts
Income-Splitting for-Married Couples
Defeat of Tax Credits as Substitute for the Exemptions
Changes in Exemption Levels Related to Budget Surpluses and
Deficits
Stability of the Exemption Levels Since 1948

Xiii
XV

-\ Wt W W

15

17

18
20
22
26
27
31
34

38
38
41
42
43
49

50
54



viii Contents

4. Quantitative Aspects of the Role of the Exemptions and Associated

Factors in Expanding the Coverage and Yield of the Income Tax 58
Transformed Coverage of the Income Tax 58
Spectacular Rise in Tax Revenues 67
Radical Shift in Distribution of Tax Liabilities Among Income

Groups 71
Total Exemptions Shrink as Proportion of Total AGI Despite
Sharp Rise in Exemptions for Dependents 75
- Drastic Erosion in the Purchasing Power of the Personal Exemp-
tions Since 1939 80
5. The Rationale of the Personal Exemptions 85
Excluding the Poor 86
A Universal Exemption for Essential Living Costs 96
Exemptions for Dependents, the Aged, and the Blind 100
The Exemptions and Tax Progression 122
6. Principal Exemption Techniques and Their Relation to Varying

Objectives 130
The Lump-Sum Exemption 130
The Vanishing Exemption 134
Tax Credits 141
Some Variations in”‘Exemption Practices 146
Appraisal of the U.S. Exemption Structure 149

7. The Appropriate Levels of the Personal Exemptions 152
Competing Considerations Complicate the Question of Appro-
priate Levels 152

Only Rough Differentiation by Family Responsibility Is Feasible 153
Wide Regional and Local Variations Exist in'the Minimum Toler-

able Standard of Living and Its Cost 155
Their Large and Diffuse Effects Are a Deterrent to Increases in

“Continuing” Exemptions 158
Central Importance of the Exclusion Limits in Determining the

Appropriate Exemption Levels 162

The City Worker’s Family Budget as a Guide to Exclusion Limits 165
Standards Used in Public Assistance to the Needy as a Guide to

Exclusion Limits 185
Revenue Effects of Exclusion Limits Approximating the Budget

Standards Used in Public Assistance Programs 198

The Minimum Standard Deduction as an Exclusion Device 204

Bibliography ' 209

Index 217



11.

12.

13.

14.
15.

Tables

. Adjusted Gross Income, Personal Exemptions, Nonbusiness De-

ductions, and Taxable Income, 1964

. Principal Adjustments to Personal Income as Defined and Esti-

mated by the Department of Commerce to Obtain Total Adjusted
Gross Income, 1964

. Distribution of Personal Exemptions by Marital Status, 1965
. Distribution of Personal Exemptions by Income Groups, 1965

Percentage Distribution of Total Personal Exemptions and Total
Adjusted Gross Income on Taxable Returns, by Income Groups,
1965

. Tax Liability as a Percentage of Selected Net Incomes, Single Per-

sons and Married Couples Without Dependents, 1939, 1947, and
1948

. Personal Exemptions Since 1913
. Maximum Adjusted Gross Income Receivable Without Incurring

Liability for Income Tax, by Years Since 1913

. Population Covered by Taxable Returns, 1918-65
10.

Total Adjusted Gross Income Compared with Amounts Reported
on Taxable Returns, 1918-64

Population Covered by Taxable and Nontaxable Returns, for
Selected Years

Total Adjusted Gross Income Compared with Amounts Reported
on Taxable and Nontaxable Returns, for Selected Years

Adjusted Gross Income, Personal Exemptions, Nonbusiness De-
ductions, and Taxable Income, Selected Years, 1918-64

Total Individual Income Tax Liabilities, 191765

Comparison of Income Tax Liability in 1929, 1955, and 1965, by
Income Groups, Individual Returns

16

18

28
29

30
48

52

53
62

63
64
65

66
70

74



16.

17.

18.

19.

20.

21.

22.

23.

24,

25.

26.

27.

28.

29.

30.

31.

32.

Tables

Distribution of Number of Returns and Adjusted Gross Income
Among Principal Income Groups, Taxable Returns, 1948 and 1965

Personal Exemptions as Proportion of Adjusted Gross Income on
Returns with Income Tax, 1918-65

Exemptions for Dependents, the Aged and Blind, and Total
Exemptions, 1918-65

Comparison of Changes in Consumer Prices and the Personal
Exemption Levels, Selected Years, 1913-66

Equivalent in Constant Dollars of Maximum Adjusted Gross In-
come Receivable Before Incurring Liability for Income Tax, 1913~
66, for Selected Family Sizes

Number of Returns and Number of Exemptions by Type of
Exemption and Adjusted Gross Income Classes, 1965

All Returns: Number of Returns by Number of Taxpayers’ De-
pendents, by Adjusted Gross Income Classes, 1963

Total Monthly Allowance for Personal and Household Needs of
Blind and Other Adults Receiving Public Assistance, New Jersey,
1959

Contribution of the Personal Exemptions and the Standard Deduc-
tion to the Progression of Effective Tax Rates, 1967

Personal Exemptions as Percentage of Adjusted Gross Income on
Taxable Returns, by Income Classes, 1965

Progression of Tax Liabilities for Selected Incomes and Family
Sizes, 1967

Income Tax Liability as a Percentage of Adjusted Gross Income,
Selected Income and Family Sizes, 1967

Example of Vanishing Personal Exemption

Example of Vanishing Exemption for Taxpayer Proper Combined
with Continuing Exemptions for Spouse, Dependents, Age, and
Blindness

Progression of Average, Highest-Bracket, and Marginal Tax Rates
for a Four-Exemption Family Under the Vanishing Exemption
Portrayed in Table 28, 1967 Tax Rates

Comparison of Amounts and Effective Rates of Individual Income
Tax Liabilities Under Present $600 Exemptions and Under a Sub-
stitute Tax Credit of $85 Per Exemption

Comparison of Total Individual Income Tax Liability Under Three
Alternate Levels of the Personal Exemptions, with 1965-67 Tax
Rates Applied to 1965 Tax Returns, by Income Groups

75

76

78

81

83

104

106

119

124

125

127

128
136

138

139

143

160



Tables

33.

34,

35.

36.

37.
38.

39.

40.

41.

42.

Distribution Among Income Groups of Tax Savings from Increases
of Per Capita Exemptions, with 1965-67 Tax Rates Applied to
1965 Tax Returns

Effective Exclusion Limits of Federal Income Tax, 1967

Annual Costs of the City Worker’s Family Budget by Major Com-
ponents, Urban United States: Thirty-Nine Metropolitan Areas
and Nonmetropolitan Areas by Regions, Autumn 1966

Scale of Equivalent Income for City Families of Different Size,
Age, and Composition

Equivalent Income Scales from Five Studies

Components of Annual Costs of the City Worker’s Family Budget,
Twenty Large Cities, Autumn 1959

Example of Notch Adjustment for Integrating Separate Exclusion
Limits Based on BLS Budget with 1965—67 Tax Rates

Annual Cost Standards for Basic Needs Used by States in Pro-
viding Assistance to Qualified Persons Under Federal-State Pro-
grams, Specified Types of Cases, January 1965

Social Security Administration Poverty Income Criteria Compared
with Exclusion Limits Based on State Assistance Standards, Non-
farm Families of One to Four Persons

Example of Notch Adjustment for Integrating Separate Exclusion
Limits Based on Public Assistance Standards with 1965-67 Tax
Rates

Xi

161
165

168

177
178

182

186
191
198

200



Charts

. Level and Progression of Effective Tax Rates Resulting from 1948
Income Tax Changes Compared with 1939 and 1947: Single Per-
sons’ and Married Couples’ Tax Liability as a Percentage of Net
Income

2. Personal Exemptions in Federal Individual Income Tax, 1913-66

. Population Covered by Taxable Returns Compared with Total Popu-
lation, 1918-65

. Adjusted Gross Income Reported on Taxable Returns Compared
with Total Adjusted Gross Income, 1918-64

. Total Individual Income Tax Liabilities, 191765

. How the Different Income Groups Shared the Income Tax Burden
in 1965 as Compared with 1929

. Equivalent in Constant Dollars of Maximum Adjusted Gross Income
Receivable Before Incurring Liability for Income Tax, 1913-65,
Selected Family Sizes

47
50

60

61
69

73

82



Foreword

This volume completes a series of studies undertaken under my general
direction at the National Bureau of Economic Research with the objective
of developing a firm factual understanding of various aspects of the fed-
eral individual income tax. The previous studies include: The Nature and
Tax Treatment of Capital Gains and Losses, by Seltzer (1951); Interest
as a Source of Personal Income and Tax Revenue, by Seltzer (1955);.
The Income-Tax Burden on Stockholders, by Holland (1958); Personal
Deductions in the Federal Income Tax, by Kahn (1960); Dividends
Under the Income Tax, by Holland (1962); Business and Professional
Income Under the Personal Income Tax, by Kahn (1964); and Employee
Compensation Under the Income Tax, by Kahn (1968).

The focus of this series of studies—the federal income tax on individ-
uals—is of major significance in federal fiscal policy because, among
other things, it dwarfs any other source of tax revenue in the United
States. The personal exemptions in that tax invite critical examination,
in turn, because they exclude from tax not far from one-fourth of all net
income reported by taxable persons, as well as significant amounts of
income received by those freed from the tax altogether by the exemp-
tions and nonbusiness deductions. The personal exemptions therefore
greatly influence the amount of tax revenue and the level and distribution
of tax rates. Moreover, they are the most important means by which the
law takes account of differences in family responsibilities. Since the basic
facts concerning the personal exemptions and the large role thiey play are
not widely known, they provide a fitting subject for the eighth and con-
cluding volume of this series. It need hardly be added that the completion
of the present series leaves abundant room for other studies of this major
instrument of federal fiscal policy.

LAWRENCE H. SELTZER
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