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NOTES

Numbers in the text and tables may not add up to totals because of rounding.

Unless otherwise indicated, all dollar values are in 1997 dollars and all years are calendar years.



NOTICE

The numbers in the appendix tables included in this edition are final.  All other tables and all
text and figures or graphics are preliminary and subject to revision.

This edition omits Appendixes A, B, C, D, E, F, I, and K.

In some places, this version of the study contains incorrect definitions of types of household.
The correct definitions are:

o Households with children are those with at least one member under age 18.

o Elderly childless households are those headed by a person age 65 or older and
with no member under age 18.

o Nonelderly childless households are those headed by a person under age 65 and
with no member under age 18.

Questions about this study may be directed to Roberton Williams, David Weiner, or Ed Harris
of the Congressional Budget Office’s Tax Analysis Division at (202) 226-2680.  This prelimi-
nary edition is available at CBO’s Web site: www.cbo.gov.
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Summary and Introduction

T
he past two decades have witnessed 15 major
federal tax bills, the longest peacetime eco-
nomic expansion in U.S. history, and major

demographic and labor-market shifts.  A backward
look at the period also reveals substantial growth of
real (inflation-adjusted) household income, distrib-
uted unevenly among income groups.  That higher
income, although accompanied by lower effective tax
rates (total taxes as a percentage of total income)
throughout the income distribution, led to record fed-
eral revenues that claimed the largest share of gross
domestic product since World War II.  Six major ob-
servations stand out in the analysis of taxes and in-
comes reported in this study:

o Between 1979 and 1997, the effective federal
tax rate fell for every quintile, or fifth, of the
income distribution.  Had 2001 tax law been in
effect in 1997, the decline in effective rates
would have been even greater (see Summary
Figure 1 on page xviii).

o Over the same period, however, the income of
households with the highest income (which
therefore face the highest tax rates) grew sub-
stantially faster than the income of other house-
holds.  As a result, the effective federal tax rate
for all households as a group increased by one-
half of a percentage point, or from 22.3 percent
to 22.8 percent.

o Trends in effective tax rates varied widely
among the major sources of federal revenues.
Social insurance taxes (principally those financ-

ing Social Security and Medicare) claimed a
larger share of income in 1997 than in 1979,
and corporate income taxes took a smaller
share.  Individual income tax rates changed lit-
tle overall, but they dropped for the 80 percent
of households with the lowest income and rose
for the 20 percent with the highest income (see
Summary Figure 2).

o Although revenues from individual income
taxes are nearly 50 percent greater than reve-
nues from social insurance (or payroll) taxes,
households in the bottom 80 percent of the in-
come distribution on average pay nearly twice
as much in payroll tax as in income tax.  In
1997, 9.6 percent of that group’s income went
to payroll taxes, compared with 5.2 percent go-
ing to income taxes (see Summary Figure 3).

o Average real household income before taxes
rose nearly 30 percent over the 1979-1997 pe-
riod, but that growth was highly unequal among
quintiles (see Summary Figure 4).  The average
income of households in the highest quintile
was 50 percent higher in 1997 than in 1979,
while that for the bottom fifth of households
was nearly 4 percent lower.  Because of sub-
stantial movement of households among quin-
tiles, however, those changes do not indicate
whether particular households became better or
worse off over the period.

o The rapid growth of income at the top of the
distribution sharply increased the highest
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quintile’s shares of pretax and after-tax income
as well as their federal tax liabilities (the taxes
they owe).  In 1997, the fifth of households with
the highest income earned 53 percent of total
pretax income and paid 64 percent of federal
taxes, up from 46 percent and 57 percent, re-
spectively, in 1979 (see Summary Figure 5).
Again, however, households in the highest
quintile in 1997 were not the same households
in that quintile in 1979.

This study examines in detail the effective fed-
eral tax rates faced by households in different parts of
the income distribution from 1979 through 1997.
The analysis considers the four largest sources of
federal revenues:  individual income taxes, social
insurance taxes, corporate income taxes, and excise
taxes.  It does not examine other federal taxes or state
and local taxes.  In particular, it omits estate and gift
taxes, in part because of limitations in the data used
in the study that make it hard to allocate taxes among
households and in part because of uncertainty about
whether decedents or heirs bear the burden of those
taxes.  The analysis uses specific assumptions about
the incidence of each tax—who actually bears its
cost, which may differ from who nominally pays the
tax to the government.  Alternative assumptions
about incidence would generate different findings.

This analysis focuses on taxes paid in each year,
comparing them with annual measures of household
income.  (A better measure of taxes and income
might focus on the income received and the taxes
paid over a person’s lifetime, but those data are not
available.)  Annual measures of taxes paid and in-
come may vary substantially over time, and informa-
tion about a single year may differ markedly from
average values for longer periods.  Data limitations
and conceptual issues make such an analysis difficult,
especially when the aim is to construct a historical
series like the one presented here.

The Congressional Budget Office’s (CBO’s)
work on effective tax rates parallels similar analyses
by the Office of Tax Analysis at the U.S. Department
of the Treasury and by the Joint Committee on Taxa-
tion.  Although each office uses its own assumptions
about the components of income, the incidence of
various federal taxes, and the appropriate unit of
analysis, the results of the different analyses are

roughly comparable (see Appendix C [not provided
in this version of the study]).  Differences among the
three methods can reveal information about federal
taxes that cannot be seen in any single study.

Trends in Effective Federal
Tax Rates

Rising real incomes have driven federal tax revenues
upward since 1979.  Over the same period, changes
in tax laws first lowered and then raised effective tax
rates. For households as a group, federal taxes
claimed 22.3 percent of income in 1979; that rate fell
to 20.2 percent in 1983 and then drifted upward to
nearly 23 percent in 1997 (see the far right bars in
Summary Figure 6).  If 2001 tax law had applied in
1997, the effective tax rate in that year would have
matched the rate in 1979.

The total effective federal tax rate differs from
taxes calculated as a share of gross domestic product
(GDP) because household income and GDP are not
the same.  Each measure includes income from
sources that are not counted by the other.

The small rise in the total effective tax rate,
however, masks significant variation in effective
rates for households at different points in the income
distribution.  As noted earlier, every quintile faced a
lower average rate in 1997 than in 1979 (see Sum-
mary Figure 6).  Households in the lowest quintile
experienced the greatest percentage drop, mainly be-
cause the Congress expanded the earned income tax
credit.  Nonetheless, households in the top 1 percent
of the distribution had the largest percentage-point
fall in effective tax rates—a drop of  4 points, from
37 percent to 33 percent.

A range of factors affected tax rates over the
past two decades.  The Congress enacted six major
tax bills and many smaller ones, changing both the
rates of particular taxes and the bases subject to those
rates.  Income grew strongly but unevenly, with some
income types growing faster than others and a greater
share of total income going to households at the top
of the income distribution than to those at the bottom.
Demographic changes led to more childless house-
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holds, many of them with elderly members.  Because
tax laws treat different kinds of households differ-
ently, those changes would have shifted effective tax
rates even if laws and incomes had stayed the same.

Differences Among Sources of Revenue

Changes in effective tax rates varied among the four
revenue sources examined in this study (see Sum-
mary Figure 7).  Overall, effective rates for the indi-
vidual income tax first declined and then rose, return-
ing to the same level in 1997 as they were in 1979.
Households with the lowest income saw their rate
drop the most—by more than 4 percentage points.
Other quintiles also faced lower rates at the end of
the period, except for the top quintile, for which rap-
idly rising income led to a slightly higher effective
income tax rate.  In contrast, the effective rate for
social insurance taxes rose throughout the period,
from just under 7 percent in 1979 to just over 8 per-
cent in 1997.  That increase was similar for all quin-
tiles, although it was slightly smaller for the highest-
income households.

Although CBO’s database on taxes and income
ends in 1997, information from tax returns suggests
that the recent rapid rise in the share of income going
to the top of the distribution and in the share of indi-
vidual income taxes those households pay has contin-
ued in 1998 and 1999.  The data also show that the
total effective rate for the individual income tax fell
in 1998, as a result of the Taxpayer Relief Act of
1997, but resumed its upward trend in 1999.

Higher effective rates for social insurance taxes
and lower effective rates for the individual income
tax meant that payroll taxes exceeded income taxes
for many more households in 1997 than in 1979, even
though income tax revenues were much larger than
payroll tax revenues in both years.  In 1979, 56 per-
cent of households with earnings paid more payroll
tax than income tax.  By 1997, that percentage had
climbed to 79 percent.  Because high-income house-
holds pay more than twice as much income tax as
payroll tax, however, total income taxes exceeded
payroll taxes—by about 60 percent in 1979 and by
more than a third in 1997.

The effective corporate income tax rate dropped
sharply after 1979 and then climbed gradually to a
level in 1997 that was about half a percentage point
below the 1979 rate.  Because high-income house-
holds bear a disproportionately large share of the bur-
den of corporate taxes, the decline over the whole
period affected them more than it did other house-
holds.  (CBO allocates corporate taxes and the em-
ployer’s share of social insurance taxes to individuals
using generally accepted assumptions about the inci-
dence of taxes.  For further discussion, see Chapter
2.)  In contrast, the greatest impact from excise taxes
fell on households in the lowest quintile.  Although
the total effective rate for federal excise taxes was
virtually the same in 1997 as in 1979, it rose for low-
income households and fell for those with higher in-
comes.

Shares of Income and Taxes

The distribution of income among households grew
substantially more unequal during the 1979-1997 pe-
riod.  The share of pretax income going to the highest
fifth of households climbed from 46 percent in 1979
to 53 percent in 1997, while the share going to the
lowest three quintiles dropped from 32 percent to 27
percent.  At the very top of the distribution, the high-
est 1 percent of households took home 16 percent of
total pretax income in 1997, up from 9 percent in
1979.  It is important to note, however, that substan-
tial movement of households among quintiles oc-
curred over the period, so households in a given
quintile in 1997 were not the same households that
had been in that quintile in 1979.  (One study, for
example, showed that nearly one-third of individuals
moved into a higher quintile over a 10-year period
while a similar number moved to a lower one; see
Box 1-1 on page 3.)  Furthermore, the increasing in-
equality shown in the declining share of income go-
ing to the lowest quintiles does not imply greater
poverty.  Average income can grow throughout the
distribution even if relatively greater gains at the top
lead to increased inequality.

That increasing inequality of income led to sim-
ilar shifts in the distribution of tax liabilities.  House-
holds in the highest income quintile paid 65 percent
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of the four largest federal taxes in 1997, up from 57
percent 18 years earlier.  In contrast, households in
the bottom three quintiles paid 7 percent of those
taxes.  The shares paid by the different quintiles var-
ied widely among revenue sources.  In 1997, house-
holds in the highest quintile bore 78 percent of indi-
vidual income taxes, 82 percent of corporate income
taxes, 44 percent of social insurance taxes, and 32
percent of federal excise taxes.  In the same year,
households in the lowest three quintiles paid 7 per-
cent, 9 percent, 31 percent, and 47 percent of those
taxes, respectively.

The Nature of the Analysis

The primary focus of this study is effective tax rates.
The values of those rates vary, depending on the mea-
sure of income used to calculate them.  (See the com-
parison of alternative measures of income in Chapter
3.)  The primary results reported in Chapter 1 are
based on adjusted comprehensive household income.
That measure includes all cash income (both taxable
and tax-exempt), taxes paid by businesses (which are
imputed to individuals on the basis of assumptions
about incidence), employee contributions to 401(k)
retirement plans, and the value of income received in
kind from various sources (including employer-paid
health insurance premiums, Medicare, Medicaid, and
food stamps, among others); it then adjusts for differ-
ences in household size.  Because that income mea-
sure comprises income from more sources than are
included in alternative measures, calculations using it
yield lower estimates of effective tax rates.  Effective
tax rates based on other measures of income follow
trends similar to those derived using adjusted com-
prehensive household income (see Chapter 3).

The choice of income measure also affects how
households are ranked within the income distribution.
Counting income from more sources moves house-
holds with income from those sources up the distribu-
tion relative to those not getting such income.  Using
households rather than families as the unit of analysis
lifts people in multifamily households up the distri-
bution ahead of some people in single-family house-
holds.  And adjusting income to account for the
greater needs of larger households drops those larger

households down the income distribution and conse-
quently pushes smaller households up.  The net effect
of those differences can be determined only by com-
paring the resulting distributions (as Chapter 3 does).

CBO reports most of the results of its analysis
for both the entire population and parts of the income
distribution.  Quintiles form the basic groups of inter-
est.  However, some tables also include information
on households in the top 10 percent, top 5 percent,
and top 1 percent of the distribution.  That break-
down reveals the effects of the disproportionately
rapid growth of income—and hence of tax liabilities
—that has occurred over the past two decades at the
distribution’s top.  The analysis does not show a
comparable subdivision of the lowest quintile be-
cause effective tax rates and income moved in similar
ways for households in different parts of that quintile.

Quintiles contain equal numbers of people.  Be-
cause households vary in size, quintiles generally
contain unequal numbers of households.  Some statis-
tics are further broken down by type of household:
those with any members under age 18 (households
with children), those headed by a person over age 64
and no member under age 18 (elderly childless
households), and all others (nonelderly childless
households).  The income and size of households
vary more widely across those three groups; that
means that the distributions of specific types of
households among quintiles are more unequal than
the distribution of all households.

Cautionary Notes

Interpreting trends in tax rates and incomes based on
the results reported in this study demands caution, for
five reasons.  First, the study compares income
groups over time, showing how effective tax rates
and income have changed for each quintile.  The
composition of each quintile changes, however, from
year to year.  Over time, people join and leave house-
holds, enter and leave the labor force, and experience
other changes that can alter their position in the in-
come distribution.  Trends in tax rates and income
that are discussed in this study reflect what has hap-
pened to people in the same parts of the distribution
over time, not what has happened to the same people.
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Second, the expansion of the income measure to
include taxes paid by businesses, employee contribu-
tions to 401(k) plans, and in-kind benefits makes that
measure larger than what many people think of when
considering their own income.  As a result, it may be
difficult for readers to determine their own placement
within the reported distributions.  Third, adjusting
income for the size of households in order to rank
them substantially reorders those units throughout the
income distribution.  Consequently, total household
income can vary markedly among households of dif-
fering size, even though they are closely ranked in the
distribution.  Statistics based on household cash in-
come that is unadjusted for household size and omits
in-kind income may provide information that is more
consistent with how most people think about their
own tax and income situations (see the last section of
Chapter 1 and Appendix H).

A fourth issue involves drawing conclusions
based on overall statistics that mask or even misrep-
resent information about subgroups or specific taxes.
For example, the total effective federal tax rate can
rise between two years, even if effective rates for
households in every income quintile fall.  If income
grows more rapidly for higher-income households
facing higher tax rates, the total effective rate rises,
even if tax rates do not change for income subgroups.
Finally, consistent but different statistics may seem to
yield contradictory conclusions if other factors are
not considered.  An increase in the share of federal
taxes paid by a given quintile, for example, need not
mean that the quintile’s effective tax rate rose or that
the distribution of after-tax income changed in either
direction.  Different rates of income growth among
quintiles can drive results in directions that are not
apparent in particular statistics, such as shares of
taxes paid.

Limitations

The analysis reported in this study focuses on the
effective rates of the four largest federal revenue
sources between 1979 and 1997.  Integral to examin-
ing those rates is the changing distribution of income
among households over the period.  Complementing
the analysis are data showing how the shares of in-
come and taxes for segments of the income distribu-
tion have changed during the past two decades.  Val-
ues for all of those measures appear in Appendixes
G, H, and I [Appendix I is not provided in this ver-
sion of the study].

The study is not a comprehensive analysis of the
federal tax system.  In particular, it does not examine
how various taxes affect people’s behavior and there-
fore does not report the tax rates people face on their
last dollar subject to tax (the marginal rate).  Nor
does the study look at the benefits households re-
ceive—in the form of goods, services, and transfer
payments—that are funded by the taxes they pay.
For example, the analysis considers the burden of the
Social Security payroll tax but does not take into ac-
count the benefits that workers who are currently
paying the tax will receive during retirement.  The
measures of income that the study uses do include
government transfers, both in cash and in kind, but
those benefits are not balanced against tax liabilities.
The data thus do not directly reveal any ties between
the taxes people pay and the benefits they receive,
even if a direct connection exists.  Finally, the study
looks only at annual income and taxes.  A better indi-
cation of the burden of taxes on households at differ-
ent points in the income distribution would cover a
longer period—ideally, each person’s lifetime—to
remove the effects of year-to-year variations.  The
lack of good longitudinal data, however, precludes
such an analysis.
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Summary Figure 1.
Reduction in Effective Federal Tax Rates Between 1979 and 1997, by Income Quintile

SOURCE: Congressional Budget Office.

NOTES: The effective tax rate equals total taxes as a percentage of total income.

Quintiles, or fifths, of the income distribution contain equal numbers of people.
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Summary Figure 2.
Effective Federal Tax Rates, by Revenue Source and Income Quintile, 1979 and 1997

SOURCE: Congressional Budget Office.

NOTES: The effective tax rate equals total taxes as a percentage of total income.

Quintiles, or fifths, of the income distribution contain equal numbers of people.
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Summary Figure 3.
Effective Federal Individual Income and Social Insurance Tax Rates, by Income Quintile, 1997

SOURCE: Congressional Budget Office.

NOTES: The effective tax rate equals total taxes as a percentage of total income.

Quintiles, or fifths, of the income distribution contain equal numbers of people.

a. Payroll taxes principally financing Social Security and Medicare.
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Summary Figure 4.
Percentage Change in Real Pretax Household Income, by Income Quintile, 1979-1997

SOURCE: Congressional Budget Office.

NOTES: Real pretax household income (which is measured in 1997 dollars) is the sum of wages, salaries, self-employment income, rents,
taxable and nontaxable interest, dividends, realized capital gains, cash transfer payments, and in-kind benefits.  Income also includes
the corporate income tax and the employer’s share of Social Security, Medicare, and federal unemployment insurance payroll taxes.

Quintiles, or fifths, of the income distribution contain equal numbers of people.
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Summary Figure 5.
Shares of Real Pretax Household Income and Total Federal Taxes, by Income Quintile, 1979 and 1997

SOURCE: Congressional Budget Office.

NOTES: Quintiles, or fifths, of the income distribution contain equal numbers of people.

Households are people who share a single housing unit, regardless of the relationships among them.  Real pretax household income
(which is measured in 1997 dollars) is the sum of wages, salaries, self-employment income, rents, taxable and nontaxable interest,
dividends, realized capital gains, cash transfer payments, and in-kind benefits.  Income also includes the corporate income tax and
the employer’s share of Social Security, Medicare, and federal unemployment insurance payroll taxes.
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Chapter One

The Distribution of Effective
Tax Rates and Income

O
ver the past two decades, rising real incomes
—incomes adjusted for the effects of infla-
tion—have driven federal tax revenues up-

ward while a series of changes in tax laws has first
lowered and then raised effective tax rates (taxes as a
percentage of income). Federal taxes claimed 22.3
percent of household income in 1979; that rate fell to
20.2 percent in 1983 before climbing to nearly 23
percent in 1997 (see Figure 1-1 on page 14).

The small change in the total effective tax rate
masks significant variation among households at dif-
ferent points in the income distribution.1  The average
tax rate declined for households in every income
quintile, or fifth, of the distribution, but the drop was
greater for households in the lowest quintile than for
those in the higher quintiles (see Figure 1-2).  Break-
ing down the top quintile further, however, reveals
that the top 1 percent of households had the largest
percentage-point fall in effective tax rates, dropping 4
points (from 37.3 percent to 33.3 percent).

Federal taxes overall and federal income taxes
in particular are progressive:  the effective rate rises
with income.  Households in the top quintile face an
effective tax rate that is more than five times that of
households in the lowest quintile.  Furthermore,
progressivity has increased over the past two de-
cades, primarily because the rate faced by households

with the lowest incomes fell by nearly a third with
the expansion in the 1990s of the earned income tax
credit (EITC).2  Federal taxes help narrow the gap
between the incomes of high- and low-income house-
holds.  The increased progressivity of those taxes,
however, has not offset the rising share of after-tax
income going to the top quintile of households.  Fur-
thermore, federal payroll and excise taxes are regres-
sive (their effective rate does not increase with in-
come), which offsets some of the progressivity of
income taxes.

Effective tax rates provide information that can
be used to evaluate the vertical equity of the federal
tax system (how rates vary as income rises), but they
indicate nothing about horizontal equity (the similar-
ity of rates faced by households with similar in-
comes).  Effective rates for quintiles average the
shares of income going to pay taxes for disparate tax-
payers whose tax liabilities (what they owe) may vary
widely.  Measuring that variation in rates paid by
households with similar incomes is the only way to
examine the horizontal fairness of federal taxes, an
assessment that is not part of this study.

1. Table G-1a in Appendix G shows effective total federal tax rates for
each quintile and for subdivisions of the highest quintile.

2. Economists use the concept of progressivity in different ways.  On
the one hand, progressivity of taxes indicates that effective rates
rise as income increases.  On the other hand, progressivity can also
mean that taxes narrow the income gap between households at the
bottom and top of the distribution.  Although the meanings are
equivalent for taxes and income at a specific time, they may lead to
different conclusions about whether a change in taxes or income is
progressive.
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It is important to keep in mind that people and
households move among income quintiles over time
as both household composition and income change
(see Box 1-1).  Comparing effective tax rates across
years thus says nothing about how rates have changed
for individuals.  Rather, the rates shown over time for
a given quintile compare the tax liabilities of house-
holds in that quintile in one year with those of the
different group of households that make up the
quintile in another year.  Substantial income mobil-
ity, observed in every examination of longitudinal
data that track individuals over time, means that the
composition of quintiles changes from year to year.
It also limits the conclusions that can be drawn from
the analysis reported in this study.

Factors Contributing to
Changes in Effective Tax
Rates

The fall and subsequent rise in the effective rates of
federal taxes over the past 20 years stem from a num-
ber of factors.  The Congress has enacted multiple
laws that have changed both the bases of the various
federal taxes and the rates applied to them, raising or
lowering revenues and shifting the relative impor-
tance of different tax sources.  The composition of
income—the percentages ascribable to wages, non-
wage income, and capital gains—has changed, as has
the distribution of income among households facing
different tax rates.  And demographic shifts have in-
creased the number of elderly, single-parent, and
childless households, all of which face effective tax
rates that differ from those for the shrinking popula-
tion of married couples with children.

Changes in Tax Law

The Congress has enacted 15 major tax bills since
1979, 11 of which raised revenues.3  Those laws
shifted the relative amounts of revenue raised by dif-
ferent taxes as well as the distribution of each tax

among households.   Some of the legislation focused
on corporate and excise taxes; six of the laws made
major changes in individual income and social insur-
ance taxes, which together account for about five-
sixths of all federal revenues.4  Those six acts and
their important features include the following:

o The Economic Recovery Tax Act of 1981
(ERTA) cut individual income tax rates by a
cumulative 25 percent over three years, drop-
ping the top rate from 70 percent to 50 percent.5

The act also indexed tax brackets for inflation,
reducing the bracket “creep” that subjected tax-
payers to ever higher rates as their incomes rose
to keep pace with higher prices.  Firms bene-
fited from increases in accelerated depreciation
and provisions for safe harbor leasing that allow
corporations with tax deductions they cannot
use to transfer those deductions to other corpo-
rations that can use them.6

o The Social Security Amendments of 1983
speeded up scheduled social insurance tax in-
creases, thus raising revenues in 1984, 1988,
and 1989.  The amendments also set those tax
rates for self-employed people equal to the com-
bined employer-employee taxes for other work-
ers.  The act made some Social Security benefits
subject to income tax for the first time, assign-
ing all revenues from that tax to the Social Se-
curity trust funds.

o The Tax Reform Act of 1986 (TRA-86) made
major changes in the tax base and tax rates for
the individual income tax.  Under the law, many
deductions and exclusions were limited or elim-
inated.  In addition, the number of rate brackets
was collapsed from 14 to two, and prior statu-
tory rates that had ranged as high as 50 percent
were cut to 15 percent and 28 percent.  (Some
taxpayers were subject to a marginal rate of 33

3. See U.S. Treasury, Revenue Effects of Major Tax Bills, Working
Paper 81 (December 1998).

4. Social insurance taxes—also referred to as payroll taxes—are those
revenues that finance Social Security, Medicare, and unemployment
insurance.

5. A maximum rate of 50 percent already applied to earnings; ERTA
extended it to other sources of income.

6. The Tax Equity and Fiscal Responsibility Act of 1982 in part re-
versed both of those provisions.  It also raised individual income
taxes with provisions affecting itemized deductions.
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Box 1-1.
Income Mobility

This study presents a series of biannual snapshots of
household income and taxes from 1979 through 1997
for each fifth—or quintile—of each year’s income
distribution.  Because people move among households
and households move among quintiles, data for each
quintile represent the experience of different people in
each year.  The Congressional Budget Office’s analy-
sis thus offers no information about changes in the
income or taxes of particular people or groups of peo-
ple over the 18-year period.  In fact, various economic
events cause substantial income mobility:  people
move up and down the distribution each year because
of career advancement, unemployment, movement into
and out of the labor force, and better or worse returns
on their investments.  Understanding that mobility
requires longitudinal data that follow the same people
over time.  Such data are unavailable for the analysis
reported in this study.

Previous analyses of income mobility confirm
the movement of individuals and families over long
periods.  For example, the Department of the Treasury
studied a sample of people filing tax returns every
year from 1979 through 1988 and found that only 14
percent of taxpayers in the lowest quintile in 1979
were still in that quintile in 1988, while 65 percent of
taxpayers in the highest quintile were in it both years.1

A study by the Federal Reserve Bank of Dallas that
considered data from the University of Michigan’s
Panel Study of Income Dynamics—a longitudinal da-
tabase extending back to the late 1960s—reached sim-
ilar conclusions by examining people who were in the

1. U.S. Department of the Treasury, Office of Tax Analysis,
Household Income Mobility During the 1980s: A Statistical
Assessment Based on Tax Return Data (June 1, 1992).  Limit-
ing the analysis to people filing tax returns in all 10 years ex-
cluded people with the lowest incomes because they are not
required to file tax returns.

labor force every year from 1975 through 1991.2  Both
of those studies, however, looked at only part of the
population, omitting significant groups that probably
had the most volatile incomes, either because of peri-
ods out of the labor force or events that lowered their
incomes below levels that required them to file tax
returns.  More representative is an Urban Institute
study of all people appearing in the Michigan data
over two different 10-year periods.3  That analysis
found that in both the 1970s and 1980s, about half of
the people in either the lowest or highest quintile at
the beginning of the period were in the same quintile
10 years later.

Income mobility has many causes, perhaps the
most important of which relate to life-cycle move-
ments.  Most workers advance over their careers and
see their earnings rise until they near retirement.  That
natural progression alone generates upward movement
through the income distribution.  At the same time,
other events such as spells of unemployment, leaving
the labor force temporarily to rear children, and retire-
ment can move people down the distribution.
Changes in living arrangements can also have differ-
ent effects.  Marriage can move people up the distribu-
tion whereas divorce can move them down; a child
who leaves her parents’ home may drop into a lower
quintile while her parents move up.  Only careful anal-
ysis that disentangles the multiple factors driving in-
come mobility can determine the significance of peo-
ple’s observed movement among quintiles.

2. W. Michael Cox and Richard Alm, By Our Own Bootstraps:
Economic Opportunity and the Dynamics of Income Distribu-
tion, Federal Reserve Bank of Dallas (1995).  Because it ex-
cluded people who reported being out of the labor force in any
year, the study omitted many people with the greatest income
volatility.

3. Isabel V. Sawhill and Mark Condon, “Is U.S. Income Inequality
Really Growing?” Policy Bites, The Urban Institute (June
1992), pp. 1-4.
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percent as the benefits of the 15 percent rate and
exemptions were phased out.)  TRA-86 also
increased the level of the personal exemption
and the standard deduction.  The act further
changed the taxation of capital gains:  it re-
moved the 60 percent deduction and made all
gains subject to ordinary tax rates, thus making
the maximum rate on long-term gains for top
income earners 28 percent.  The act increased
the amount of the EITC and indexed the credit
for inflation.  Finally, the structure of the cur-
rent law’s alternative minimum tax (AMT) was
established by TRA-86. (However, subsequent
acts changed the AMT’s rates.)

o The Omnibus Budget Reconciliation Act of 1990
expanded the EITC and raised the top individual
income tax rate to 31 percent.  The maximum
statutory rate on long-term capital gains re-
mained at 28 percent.  The law also instituted a
phaseout of exemptions and limited itemized
deductions for upper-income taxpayers.  A fur-
ther provision removed the cap on earnings sub-
ject to taxation for Medicare.

o The Omnibus Budget Reconciliation Act of 1993
created two new tax brackets—36 percent and
39.6 percent—for high-income taxpayers.  In
addition, it raised the EITC further for families
with children and extended the credit to child-
less taxpayers.  The cap on wage income subject
to the health insurance payroll tax was removed,
thus increasing payroll taxes on high-income
workers.  The law also increased to 85 percent
the percentage of Social Security benefits sub-
ject to income taxes for high-income taxpayers.

o The Taxpayer Relief Act of 1997 (TRA-97) es-
tablished a tax credit of $500 for each depend-
ent child under age 17, created education tax
credits for postsecondary school costs, made
interest on student loans deductible, and re-
duced the tax rate on long-term capital gains.

These and other changes in tax law during the 20-
year period also affected the level of corporate taxes
as well as the level and mix of excise taxes and are
thus reflected in the effective tax rates for those two
sources of revenue as well.

Changes in tax law influence the effective rate
in two ways.   Most directly and most obviously, they
affect the taxes people pay.  But they also affect the
behavior of households and corporations, influencing
both how much income taxpayers receive and the
form in which they receive it.  For example, a reduc-
tion in the tax on capital gains may induce people to
realize more gains and, consequently, have more re-
ported income.  The effective tax rates shown in this
study derive from reported incomes and taxes paid in
each year and therefore reflect both current tax laws
and transitory effects caused by anticipated changes
in the tax code.

In combination, changes in tax law since 1979
have first lowered effective individual income tax
rates and then, for high-income taxpayers, moved
them back up.  Expansions of the EITC sharply low-
ered income tax rates for low-income working house-
holds, but higher social insurance taxes offset some
of those gains.  In addition, removing the cap on
wages subject to health insurance taxes increased
payroll taxes for high-income taxpayers.

The Changing Composition of Income

The federal government imposes different taxes on
the various forms of income that taxpayers receive.
Wage and salary and self-employment income face
both income and social insurance taxes; in contrast,
investment income is not subject to social insurance
levies.  Through most of the period of this analysis,
realizations of capital gains received favored tax
treatment, with maximum rates below those on ordi-
nary income.

How the composition of income influences ef-
fective tax rates can be illustrated by changes in that
composition for the lowest quintile of the income
distribution.  For those households, the effective so-
cial insurance tax rate fell from 7.2 percent in 1989 to
6.8 percent in 1993 before rising to 7.2 percent in
1995 and 7.4 percent in 1997.  That pattern results
directly from the fall and subsequent rise over that
period in the share of income coming from earnings
and thus subject to the payroll tax (see Figure 1-3).

In general, the composition of income does not
affect the individual income tax since most forms of
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income receive the same tax treatment.  For most of
the 1979-1997 period, however, the tax rate on real-
izations of long-term capital gains differed from that
on income from other sources.  Before 1987, those
gains faced the same rate as other income, but the tax
applied to only 40 percent of them.  Between 1987
and 1990, the same tax rate applied to both gains and
income from other sources.  Since 1990, the maxi-
mum tax rate for long-term gains has been below the
highest rates on other income.  That maximum was
28 percent through 1996 and 20 percent since 1997.7

The difference between the tax rate on gains and
the rate on other income has the greatest impact on
the effective tax rate for households at the top of the
income distribution.  For those households, realized
capital gains are a relatively large share of income,
and the tax rate on the last dollar of income from
sources other than capital gains is highest, at 39.6
percent.  Furthermore, because taxpayers can decide
when to sell assets and realize gains, they have con-
siderable control over the amount of gains they real-
ize and therefore over the share of their income com-
ing from them.  Any change in that share affects the
effective rate those households face.

Capital gains make up a large and highly vari-
able share of income for households in the top 1 per-
cent of the income distribution (see Figure 1-4).8  For
example, between 1995 and 1997, capital gains and
nongains income both grew rapidly for that income
group.  The growth in gains far outpaced its counter-
part, however, pushing up the gains share of total
income from 21 percent to 28 percent.  Meanwhile,
TRA-97 cut the maximum tax rate on gains from 28
percent in 1995 to 20 percent in 1997.  The higher
share of income from capital gains and the reduced
tax rate applicable to them offset a higher effective
tax rate on nongains income and caused most of the
decline—from 23.4 percent in 1995 to 23.0 percent in
1997—in the effective rate for the individual income

tax for the top 1 percent of households.  Of course,
some of the rise in realized gains stemmed from the
lower rate.

The Changing Distribution 
of Pretax Income

Average household income before taxes grew in real
terms by nearly one-third between 1979 and 1997,
but that growth was shared unevenly across the in-
come distribution (see Figure 1-5).  The average in-
come for households in the top fifth of the distribu-
tion rose by more than half.  In contrast, average in-
come for the middle quintile climbed 10 percent and
that for the lowest fifth dropped slightly.  Further-
more, income growth at the very top of the distribu-
tion was greater yet:  average income in 1997 dollars
for the top 1 percent of households more than dou-
bled, rising from $420,000 in 1979 to more than $1
million in 1997.

The uneven gains in income generated sharp
changes in the shares of pretax income going to each
fifth of the income distribution (see Figure 1-6).  The
share received by the highest quintile climbed from
46 percent in 1979 to 53 percent in 1997, while the
share for the lowest quintile fell from 5 percent to 4
percent.  Households in the top 1 percent saw their
share of total income rise by more than two-thirds,
growing from 9 percent to nearly 16 percent.

Because high-income taxpayers face effective
tax rates that are much higher than the rates for other
households, the rapid rise in their income has gener-
ated more than a proportional increase in federal tax
revenues.  In turn, that increase has driven up the
overall effective tax rate faster than the growth in
income.  The unequal income growth also helps ex-
plain the near-record share of gross domestic product
(GDP) claimed by federal taxes in the absence of vir-
tually no increase in effective tax rates for any
quintile.  (Box 1-2 separates out the factors leading to
changes in the share of GDP claimed by taxes.)

Demographic Changes

In 1979, households with children (at least one mem-
ber under age 18) and nonelderly childless house-

7. The new, lower rate applies to gains realized after May 6, 1997.
TRA-97 also established a 10 percent tax rate on gains realized by
taxpayers in the 15 percent bracket, as well as lower rates after
2000 for gains on assets held for at least five years.

8. Many factors affect the share of income from capital gains.  Its
growth in recent years, for example, came in large part from rapid
increases in the prices of common stocks.  The large fall in the
share in 1987 came directly as a result of the increase in the tax rate
on capital gains that was enacted as part of TRA-86.
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Box 1-2.
Individual Income Tax Receipts as a Percentage of GDP

Statistics on federal taxes often measure revenues not
as a share of household income but rather as a per-
centage of gross domestic product, or GDP (see the
figure below).  Because of significant conceptual dif-
ferences between GDP and household income, the
effective tax rates discussed in this study can differ
substantially from the percentage of GDP that goes for
taxes.  Deviation of the two measures can therefore
appear to indicate different trends.

Total Revenues as a Share of GDP,
Fiscal Years 1979-1997

SOURCE:  Congressional Budget Office.

During the late 1990s, federal revenues grew
faster than GDP, pushing up the tax share of GDP
from 18.1 percent in 1995 to 19.9 percent in 1998, a
post-World War II high.  Two-thirds of that growth
came from rising individual income tax receipts,

which climbed from 7.8 percent of GDP to 9.0 per-
cent.1 

Three factors explain the faster growth—relative
to GDP—of individual income tax receipts over the
period (see the table below).  First, taxable personal
income (TPI) in the national income and product ac-
counts rose more rapidly than national income, ac-
counting for one-fifth of the increased growth.  Sec-
ond, adjusted gross income (AGI) increased by more
than did TPI.  That rapid growth, mostly due to ex-
ploding capital gains realizations, explains more than
one-third of the excess.  Third, the effective tax rate
on AGI rose, in part because real (inflation-adjusted)
income growth pushed taxpayers into higher tax
brackets and in part because a greater share of AGI
went to high-income taxpayers, who face the highest
tax rates.  (Box 1-3 on page 9 shows recent changes in
effective tax rates measured as a percentage of AGI.)
Nearly half of the growth in individual income tax
liabilities in excess of growth in GDP resulted from
the higher effective tax rate.  Note that the measure of
effective tax rates used to assess that effect—taxes as
a percentage of AGI—differs from the broader mea-
sure used throughout this analysis.  The two measures
moved in similar ways over the period, however.2

1. Some of the increase has taken place since 1997 and is therefore
not reflected in the effective tax rates discussed in this study.
Note that taxes claimed an even larger share of GDP in 1999
and 2000, but data are not yet available for those years to con-
duct the kind of analysis reported here.

2. Table G-1c in Appendix G shows changes since 1979 in the
shares of pretax income going to households in different quin-
tiles of the income distribution.

Growth of Individual Income Tax Liabilities in Excess of Growth of GDP, by Revenue Source, 1995-1998 (In percent)

Source of Growth of Tax Liabilities 1995 1996 1997 1998a
Total,

1995-1998a

Taxable Personal Income (TPI) Grew Faster than GDP 21 12 14 33 20

Adjusted Gross Income (AGI) Grew Faster than TPI
Capital gains taxes grew faster than TPI 21 52 30 15 30
Other AGI grew faster than TPI 14 4 9 2 6

Changes in the Effective Rate on AGIb   44   32   47   50   44

Total 100 100 100 100 100

Memorandum:
Growth of Individual Income Tax Liabilities in
Excess of Growth of GDP (Billions of dollars) 27 39 35 40 141

SOURCE: Congressional Budget Office using data from the Internal Revenue Service’s Statistics of Income for 1995 through 1998.

a. The estimates of 1998 tax liabilities do not include the child and education credits enacted in the Taxpayer Relief Act of 1997.

b. The effective tax rate on AGI differs from the broader measure of effective tax rates used in this study.  AGI excludes significant amounts of income
counted for the broader measure.
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holds (headed by a person under age 65 and no mem-
ber younger than 18) each represented two-fifths of
all households; elderly childless households (headed
by a person age 65 or older and no member younger
than 18) made up the remaining fifth.  The elderly
share changed little over the subsequent two decades,
but the fraction composed of households with chil-
dren dropped 10 percent to just over one-third of all
households.  Nonelderly childless households grew in
number to make up the difference.  Furthermore,
within the declining share of households with chil-
dren, the fraction headed by single parents climbed
from one-fifth to more than one-quarter.

Those demographic shifts have affected federal
tax revenues in two ways.  First, because nonelderly
childless households have higher average incomes
than other households, the relative growth of that
group increased total household income more than
would otherwise have been the case, driving revenues
upward.  Second, elderly taxpayers and those with
children face more favorable income tax treatment
than nonelderly households without children.  Social
Security benefits, for example, are taxed only for re-
cipients with incomes above $25,000 ($32,000 for
joint filers), and even then, part of the benefits are
exempt.  Moreover, because elderly taxpayers are
less likely to have earnings, most of them owe no
payroll taxes.  Low-income working families with
children are favored under the EITC:  they qualify for
a much more generous credit than do childless tax-
payers.  In addition, households with children can
generally claim more dependent exemptions than
other households can, and all but those with the high-
est income may claim tax credits of $500 per child.

Changing Sources 
of Federal Revenues

The distribution of federal taxes among taxpayers
depends in part on the relative importance of the four
major sources of federal revenues:  individual and
corporate income taxes, social insurance taxes, and
excise taxes.  Corporate taxes fall more heavily on
taxpayers at the top of the income distribution, social
insurance taxes claim a larger share of middle-class
incomes, and excise levies disproportionately affect

low-income households.9  Over the past 20 years, the
shares of federal revenues coming from those sources
have varied widely (see Figure 1-7).

The share of revenues from individual income
taxes trended downward during the late 1980s, partly
as a result of the cuts in rates and indexation of
brackets and other parameters enacted in ERTA and
partly because of rising payroll tax rates.  Only with
the steep climb in incomes since 1995 and rate in-
creases in 1990 and 1993 has the fraction of revenues
from that source returned to the levels of the early
1980s.  In fiscal year 2001, individual income taxes
will provide fully half of all federal revenues.

Corporate income taxes fell sharply as a share
of federal revenues in the early 1980s as the economy
dipped into a deep recession.  Between 1983 and
1997, the trend reversed:  corporate profits re-
bounded, and the corporate income tax share of reve-
nues nearly doubled.  Interrupted only by the short
recession in 1990, the growth of revenues from those
taxes reflects the rise in corporate profits, which
climbed from 7 percent of GDP in 1983 to 10 percent
in 1997.  In fiscal year 2001, corporate taxes will
make up about one-tenth of federal revenues.

  Social insurance levies will provide roughly a
third of all federal revenues in fiscal year 2001.  The
legislated increases in tax rates during the early
1980s raised the share of revenues coming from that
source by more than a fifth, to nearly 38 percent in
1992.  That share has drifted downward since then as
a result of the extraordinary climb in income taxes.

The share of revenues coming from excise taxes
declined steadily over the 18-year period, dropping
from its high of nearly 7 percent in 1981 to less than
half that level in fiscal year 2001.  Much of the drop
results from levies that are set not as a percentage of
the price of a good but rather as a fixed dollar amount
per unit sold.

9. The Congressional Budget Office allocates corporate taxes and the
employer’s share of social insurance taxes to individuals using gen-
erally accepted assumptions about the incidence of taxes.  For fur-
ther discussion, see Chapter 2.
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Effective Tax Rates

The slight rise in the total effective federal tax rate
for all households between 1979 and 1997 hides the
decline in that measure for each quintile of the in-
come distribution.  It also hides the substantially dif-
ferent changes in effective rates for the four sources
of revenue.  Changes in the total effective tax rate
reflect the shifting distribution of income among
quintiles as well as legislation affecting specific
taxes.  To understand those changes thus requires an
examination of each source of revenue.

Individual Income Taxes

The effective rate of the individual income tax for all
households dipped during the 1980s before returning
to essentially the same level in 1997 as it had reached
in 1979 (see Figure 1-8).  That lack of change over
the period reflected a drop of nearly 5 percentage
points (to -5.0 percent) for the lowest fifth of house-
holds, a decline of at least 1.5 percentage points for
each of the middle three quintiles, and a slight rise
for households with the highest incomes.  Trends in
effective rates during the 1990s that moved down-
ward for low-income households and upward for
those with high incomes came in part from expansion
of the EITC, in part from new tax brackets with
higher rates, and in part from the rapid growth of in-
come at the top of the distribution that pushed more
income into the highest tax brackets.  Although fully
comparable data do not exist for the years since 1997,
information from tax returns indicates that the diverg-
ing trends in rates have continued at least through
1999 (see Box 1-3).

The dramatic shift of pretax income toward the
top quintile—its share increased from 46 percent to
53 percent over the period—joined with reductions in
rates to shift the burden of individual income taxes
onto the highest-income households (see Figure 1-6).
The top quintile of households paid 78 percent of
total individual income taxes in 1997, up from 66
percent 18 years earlier (see Figure 1-9).  The top 1
percent of households bore the bulk of that change:
their share rose from 19 percent to 33 percent over
the interval.

Social Insurance Taxes

The effective social insurance tax rate climbed
steadily over most of the past two decades, rising
from 6.8 percent in 1979 to 8.6 percent in 1995, as
the Congress pushed up levies to improve the long-
run stability of Social Security and Medicare (see
Figure 1-10).  The rate settled slightly lower in 1997
only because more income went to the highest-
income households, for whom the cap on Social Se-
curity taxes limited their exposure.10  Over the entire
period, the effective tax rate rose for every quintile,
with the largest rate of increase affecting households
with the lowest income.11

Corporate Income Taxes

Between 1979 and 1997, the effective rate for the
corporate income tax first declined by nearly half and
then rose to a level that was half a percentage point
below its level in 1979.  The principal cause of that
trend was the fall and subsequent rise of corporate
profits.12  Households at every income level experi-
enced a drop in their effective corporate income tax
rate, but the magnitude of the decline differed, de-
pending on the share of their income coming from
capital (interest, dividends, rent, and capital gains).
Furthermore, because capital income goes dispropor-
tionately to the wealthiest households, the tax is
highly progressive.  At the same time, the effective
tax rate dropped proportionately more for households
at the top of the income distribution than for house-
holds with lower income, making the tax less pro-
gressive in 1997 than it was in 1979.

10. Taxes for Old-Age, Survivors, and  Disability Insurance are levied
on earnings up to a maximum amount, which is set at $80,400 in
2001.  Earnings above that limit are subject only to the Medicare
payroll tax.

11. Social insurance taxes finance specific transfer programs.  It is
therefore difficult to evaluate those taxes without considering the
distribution of benefits they pay for.  That sort of evaluation, how-
ever, is beyond the scope of this study.

12. Table G-1a shows the effective corporate tax rate by income
quintile for the 1979-1997 period.
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Box 1-3.
Trends in the Individual Income Tax Since 1997

The Congressional Budget Office’s database on effec-
tive tax rates currently ends in 1997.  Preliminary data
on individual income taxes are available from tax re-
turns through 1999.  The statistics from tax returns
differ in three ways from other data reported in this
study.  First, they cover only the tax-filing population
and thus exclude people with very low taxable in-
come.  Second, the unit of analysis is the tax return,
not the household, which means that the average in-
come per unit is lower than for the more aggregated
household measure.  Third, the income measure used
is adjusted gross income (AGI) reported on tax re-
turns, a less comprehensive yardstick than those used
for the study’s estimates of effective tax rates.  Fur-
thermore, small changes in the definition of AGI over
the three-year period (such as the new deduction for
interest on student loans effective in 1998) reduce the
comparability of the data.  Nonetheless, the tax-return
data offer indications about recent trends in effective
tax rates and changes in the distribution of income and
taxes.

Recent tax data show that the total effective fed-
eral income tax rate on AGI fell from 14.2 percent in
1997 to 14.0 percent in 1998 (see the table below).
Lower individual income tax rates resulting from the
Taxpayer Relief Act of 1997 explain much of the
drop.  That law reduced capital gains tax rates and
introduced credits for children and for the costs of
higher education.  Because the lower tax rate affected
only some 1997 capital gains, most of the change be-

tween 1997 and 1998 came from the new child and
education credits.  Households throughout the income
distribution shared in the tax savings as the effective
tax rate fell for all three broad classes of AGI.

Preliminary data for 1999 show an increase in
the total effective tax rate, to 14.6 percent. The lower
two classes of income experienced little change in tax
rates between 1998 and 1999, but taxpayers with in-
come above $200,000 saw their tax rate rise from 26.2
percent to 27.0 percent (because more of their income
was taxed at higher rates).

Tax-Return Data on Shares of Adjusted Gross
Income and Taxes for Returns with More Than

$200,000 of AGI, 1995-1999

Effective Individual Income Tax Rates
Based on Tax-Return Data, 1997-1999 (In percent)

SOURCE: Congressional Budget Office based on data from the
Internal Revenue Service’s Statistics of Income for
1995 through 1999.

a. Taxpayers with AGI above $200,000.

The tax data through 1999 also show continued
growth in the shares of income and taxes reported on
high-income returns (see the figure above).  The share
of AGI going to taxpayers with income above
$200,000 rose from 16 percent in 1995 to 24 percent
in 1999.  Over the same period, the fraction of indi-
vidual income taxes paid by that group climbed from
34 percent to 45 percent.  Note, however, that the
share of taxpayers with AGI over $200,000 rose
sharply, increasing from 1.3 percent in 1995 to 1.9
percent in 1999.  (Appendix J contains additional data
from tax returns for 1995 through 1999.)

Adjusted Gross Income
(1999 dollars) 1997 1998 1999

Under $50,000 6.3 5.7 5.7

$50,000 to $200,000 14.3 13.9 14.0

$200,000 and Over 27.0 26.2 27.0

Overall Rate 14.2 14.0 14.6

SOURCE: Congressional Budget Office based on the Internal
Revenue Service’s (IRS’s) Statistics of Income (1997
and 1998) and the IRS’s master file (1999).

NOTE: Individual income tax totals are net of the refundable
earned income tax credit.  Effective rates are calculated by
dividing individual income taxes by AGI.
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Excise Taxes

Over the past two decades, despite legislated in-
creases in statutory rates, excise taxes have claimed a
nearly constant share of income—at or just under 1
percent.13  That virtual lack of change in effective
rates, however, obscures markedly different effects
within different income categories.  The lowest
quintile first saw excise taxes dip from 2.1 percent of
their income in 1979 to 1.6 percent in 1981 and then
climb to 2.8 percent in 1997.  In contrast, the quintile
with the highest incomes experienced a drop in the
effective rate from 0.7 percent to 0.5 percent over the
same period.  The overall effect was to make a re-
gressive tax even more regressive:  excise taxes
claimed five times the share of income from the
lowest-income households that they claimed from the
highest-income households.  However, to the extent
that one intent of imposing excise taxes is to reduce
the consumption of particular goods, that regressivity
may be viewed as less onerous.

Composition of Changes 
in Effective Tax Rates

The overall trends in effective federal tax rates derive
from widely differing changes for the various income
quintiles in the effective rates of the four major reve-
nue sources (see Figure 1-11).  Rapid expansion of
the EITC in the 1990s cut individual income tax rates
sharply for households in the lowest quintile, more
than offsetting significant increases in social insur-
ance and excise tax rates.  For the middle quintile,
rising social insurance taxes roughly balanced the fall
in individual income taxes, and the decline in corpo-
rate income taxes accounted for virtually all of the
drop in their overall effective tax rate.  In contrast,
the top quintile saw the combination of individual
income and social insurance tax rates rise by about
the same amount as corporate income and excise tax
rates decreased, leaving their total effective federal
tax rate almost the same in 1997 as it had been in
1979.

The Distribution 
of After-Tax Income

The overall progressivity of federal taxes yields a
distribution of after-tax income that is less unequal
than that of pretax income (see Figure 1-12).  The
decline in effective tax rates for low-income house-
holds since 1979 would have narrowed the gap be-
tween the incomes of high- and low-income house-
holds, had incomes themselves not grown dispropor-
tionately rapidly for those at the top of the income
distribution.  Income growth, however, dominated
any changes in tax law in determining the rising in-
equality of after-tax income.

In 1979, the share of total after-tax income go-
ing to the highest quintile was less than seven times
the share going to the lowest quintile; by 1997, the
multiple exceeded 10.  In both years, that multiple
was about one-fourth larger before taxes than after,
indicating little change in the effect of federal taxes
in leveling the income distribution.  Nonetheless, that
reduction itself shows the amount of redistribution
brought about by taxes.

Effective Federal Tax Rates
for Different Types of 
Households

Overall effective federal tax rates faced by various
types of households changed differentially between
1979 and 1997.  Households with children saw taxes
take a larger bite out of their pretax incomes at the
end of the period compared with the early years.14

The reverse held true for households with elderly
members.  Nonelderly childless households experi-
enced virtually no change in their federal tax rate
over the two decades.  Those overall trends, however,
conceal significant differences in the rates of the four
major taxes, the growth of income for the three types

13. Table G-1a shows the effective excise tax rate by income quintile
for the 1979-1997 period.

14. If the child tax credits and other changes that were part of TRA-97
had been in effect in 1997, they would have reversed some of that
rise in the effective tax rate for households with children.  Even
with the 1997 tax reductions, however, the effective tax rate in
1997 would have exceeded the rate in 1979.
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of households, and the effective tax rates faced by
households in different parts of the income distribu-
tion.

Households with Children

As a group, households with children experienced a
rise in their effective federal tax rate between 1979
and 1997 of 1.4 percentage points, almost entirely the
result of a slightly larger increase in the share of their
income going for social insurance taxes (see Figure
1-13).  Their effective individual income tax rate
dropped during the 1980s but rose in the 1990s to a
1997 level identical with that in 1979.  Corporate
income and excise tax rates moved down slightly
over the period.

The rise in effective social insurance tax rates
over the two decades occurred for households with
children throughout the income distribution.15  There
were sharp differences, however, in changes in the
individual tax rate for households with children at
different points in the income distribution.  Expan-
sion of the EITC drove that rate down—from -1 per-
cent in 1979 to -9 percent in 1997—for the quintile
with the lowest income; the negative rates indicate
payments to taxpayers whose credits exceeded their
positive tax liability.16  At the other end of the in-
come distribution, households with children in the
top quintile faced higher individual income tax rates
in 1997 than in 1979, in part because substantial
growth in their income made more of it subject to
higher tax rates and in part because of the legislated
increases in rates in 1990 and 1993.  Effective in-
come tax rates dropped for households with children
in the middle three quintiles but by much less than
for the lowest-quintile households.  In future years,
the child credit—established by TRA-97 and set at
$500 per child per year—will reduce effective indi-
vidual income tax rates for households with children
throughout the income distribution.

Elderly Households

Between 1979 and 1997, a large drop in the effective
corporate income tax rate offset a smaller rise in the
individual income tax rate for elderly households as a
group, yielding a decline of 1 percentage point in
their overall effective federal tax rate (see Figure
1-14).  Elderly households saw virtually no change in
either social insurance or excise tax rates over the
period.  The overall effective tax rate would have
dropped even more, had not substantial increases in
pretax income moved many elderly households up the
income distribution and into higher income tax brack-
ets.  For example, the number of elderly households
in the lowest income quintile dropped 15 percent be-
tween 1979 and 1997 while the number in the top
quintile increased nearly 60 percent.

That upward movement of elderly households in
the income distribution during the 1980s and 1990s
obscured differences in the changes in effective tax
rates across income quintiles.17  For example, the ef-
fective individual income tax rate for all elderly
households rose by 1.2 percentage points between
1979 and 1997, even though the rate for no quintile
changed by more than half a percentage point over
the period and the rate for the top quintile fell.  That
apparent anomaly resulted from income gains that
shifted substantially more income of elderly house-
holds into higher tax brackets, pulling up the average
rate for the entire group.  For elderly households in
the lowest quintile who pay no individual income tax,
small declines in other taxes just offset higher excise
tax rates, leaving the lowest-income elderly the only
quintile whose effective federal tax rate did not fall
over the two decades.

Nonelderly Childless Households

The near constancy of the total effective federal tax
rate between 1979 and 1997 for nonelderly childless
households obscures increases in rates at the bottom
of the income distribution and slight decreases at the
top.18  Higher social insurance and excise tax rates

15. Table G-2a shows effective rates for each revenue source faced by
each quintile of households with children.

16. In the federal tax system, only the EITC was refundable during the
two decades under consideration.

17. Table G-3a shows effective rates for each revenue source faced by
each quintile of elderly households.

18. Table G-4a shows effective rates for each revenue source faced by
each quintile of nonelderly childless households.
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more than offset falling individual and corporate in-
come tax rates for the bottom two quintiles, yielding
a rise of 1 percentage point in their effective rates.
At the top of the distribution, individual income tax
rates changed little over the two decades.  Rising so-
cial insurance taxes balanced declining corporate in-
come and excise taxes, leaving the highest-income
households with roughly the same total federal tax
rate at the end of the period as at the beginning.
Changes in tax law from TRA-97 had little effect on
federal taxes for nonelderly childless households
throughout the income distribution.

Effective Federal Tax Rates 
by Cash Income Category

The foregoing discussion of federal tax rates relies on
a measure of income that includes more than just
cash receipts and that adjusts for differences in
household size.  Using that broader measure affects
the analysis in various ways.  First, it increases mea-
sured income for some households but not for others,
depending on the distribution of noncash income.
Second, that higher income reduces calculated effec-
tive tax rates:  the same tax liability divided by a
larger income yields a lower tax rate.  Third, adjust-
ing income for differences in the size of households
moves larger households down the income distribu-
tion and smaller households up it.  As described in
greater detail in Chapter 3, the net effect is to shift
households with children into lower quintiles and
elderly and nonelderly childless households into
higher quintiles.

As a result of those effects, this analysis may
not fit well with people’s perceptions of their own tax
situations.  A more familiar measure of effective fed-
eral tax rates that is easier to understand classifies
households by cash income.  Nevertheless, analyzing
tax rates using cash income categories presents sev-
eral limitations.  Most important, even though catego-
ries in different years are defined in terms of constant
1997 dollars—that is, categories with unchanging
purchasing power—they represent different fractions
of the population over time.  For example, the top
income category used in the following analysis
($200,000 and above) includes three times as many

households in 1997 as in 1979, a period that saw only
a 25 percent increase in total households.

In addition, it is important to keep in mind that
cash measures of income are poor indicators of
household well-being.19  Noncash income omitted
from the measure can make households significantly
better off.  A given amount of cash income goes a lot
further for a smaller household than for a larger one.
Despite those limitations, however, analyzing effec-
tive tax rates for households in different cash income
categories provides useful information about the na-
ture of the federal tax system.

Between 1979 and 1997, the effective federal
tax rate:

o Fell for households with income below $50,000
(in 1997 dollars); 

o Was virtually unchanged for those with income
between $50,000 and $75,000; 

o Rose slightly for households with income be-
tween $75,000 and $100,000; and 

o Declined for households with income above
$100,000 (see Figure 1-15).20  

Patterns of change across the two decades varied
widely, depending on the impact of changes in differ-
ent taxes.  For example, households with the highest
income saw their effective tax rate drop sharply be-
tween 1979 and 1985 before rising over the next de-
cade and then dropping again between 1995 and
1997.  In contrast, households at the bottom of the
income distribution saw their tax rates rise during
most of the 1980s before declining in the 1990s.

At every level of household income, the effec-
tive individual income tax rate declined between
1979 and 1997.  The decline was most pronounced
for households with income below $10,000, for
whom the expansion of the EITC pushed down their

19. Chapter 2 discusses alternative measures of income that may give a
more accurate picture of household well-being.

20. Table H-1a provides effective tax rates for all cash income catego-
ries for each of the four major sources of federal taxes and the total
of all four taxes over the 1979-1997 period.
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income tax rate to -4.3 percent—a payment from the
government rather than a tax liability.  The lower tax
rates for each income category were not reflected in
the effective tax rate for all households, however.
The growth of real income over the period moved
households into higher income categories and conse-
quently into tax brackets subject to higher rates:  the
fraction of households with income above $75,000
(in 1997 dollars) climbed from 14.4 percent in 1979
to 19.8 percent in 1997.  That “real bracket creep”

caused the effective individual income tax rate for
households as a group to rise slightly.

The effective social insurance tax rate for all
households rose between 1979 and 1997.  Moreover,
every income category experienced a rising tax rate.
Increases were greatest for households with income
between $100,000 and $200,000 (the rate climbed
from 5.9 percent to 9.6 percent), largely because all
earnings became subject to Medicare taxes.
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Figure 1-1.
Total Effective Federal Tax Rate, 1979-1997

SOURCE: Congressional Budget Office.

NOTE: The effective tax rate equals total taxes as a percentage of total income.
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Figure 1-2.
Total Effective Federal Tax Rates, by Income Quintile, 1979-1997

SOURCE: Congressional Budget Office.

NOTES: The effective tax rate equals total taxes as a percentage of total income.

Quintiles, or fifths, of the income distribution contain equal numbers of people.
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Figure 1-3.
Earnings as a Share of Total Income for Households in the Lowest Quintile
of the Income Distribution, 1979-1997

SOURCE: Congressional Budget Office.

NOTES: Quintiles, or fifths, of the income distribution contain equal numbers of people.

Households are people who share a single housing unit, regardless of the relationships among them.  Pretax household income
(which is measured in 1997 dollars) is the sum of wages, salaries, self-employment income, rents, taxable and nontaxable interest,
dividends, realized capital gains, cash transfer payments, and in-kind benefits.  Income also includes the corporate income tax and
the employer’s share of Social Security, Medicare, and federal unemployment insurance payroll taxes.
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Figure 1-4.
Capital Gains as a Share of Income for Households in the Top 1 Percent of 
the Income Distribution, 1979-1997

SOURCE: Congressional Budget Office.

NOTE: Households are people who share a single housing unit, regardless of the relationships among them.  Pretax household income (which
is measured in 1997 dollars) is the sum of wages, salaries, self-employment income, rents, taxable and nontaxable interest, dividends,
realized capital gains, cash transfer payments, and in-kind benefits.  Income also includes the corporate income tax and the employer’s
share of Social Security, Medicare, and federal unemployment insurance payroll taxes.
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Figure 1-5.
Percentage Change from 1979 in Real Pretax Household Income, by Income Group

SOURCE: Congressional Budget Office.

NOTES: Quintiles, or fifths, of the income distribution contain equal numbers of people.

Real pretax household income (which is measured in 1997 dollars) is the sum of wages, salaries, self-employment income, rents,
taxable and nontaxable interest, dividends, realized capital gains, cash transfer payments, and in-kind benefits.  Income also includes
the corporate income tax and the employer’s share of Social Security, Medicare, and federal unemployment insurance payroll taxes.

a. Excludes households with negative incomes.
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Figure 1-6.
Shares of Pretax Household Income, by Income Group, 1979-1997

SOURCE: Congressional Budget Office.

NOTES: Quintiles, or fifths, of the income distribution contain equal numbers of people.

Households are people who share a single housing unit, regardless of the relationships among them.  Pretax household income is the
sum of wages, salaries, self-employment income, rents, taxable and nontaxable interest, dividends, realized capital gains, cash
transfer payments, and in-kind benefits.  Income also includes the corporate income tax and the employer’s share of Social Security,
Medicare, and federal unemployment insurance payroll taxes.
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Figure 1-7.
Shares of Total Federal Revenues, by Source, 1979-1997

SOURCE: Congressional Budget Office.
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Figure 1-8.
Effective Individual Income Tax Rates, by Income Group, 1979-1997

SOURCE: Congressional Budget Office.

NOTES: The effective tax rate equals total taxes as a percentage of total income.

Quintiles, or fifths, of the income distribution contain equal numbers of people.
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Figure 1-9.
Shares of Individual Income Taxes, by Income Group, 1979-1997

SOURCE: Congressional Budget Office.

NOTE: Quintiles, or fifths, of the income distribution contain equal numbers of people.

The share of taxes paid by the lowest quintile is less than zero and is not shown.
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Figure 1-10.
Effective Social Insurance Tax Rates, by Income Group, 1979-1997

SOURCE: Congressional Budget Office.

NOTES: Social insurance, or payroll, taxes principally finance Social Security and Medicare.

The effective tax rate equals total taxes as a percentage of total income.

Quintiles, or fifths, of the income distribution contain equal numbers of people.

a. Households are people who share a single housing unit, regardless of the relationships among them.
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Figure 1-11.
Effective Federal Tax Rates, by Income Quintile and Revenue Source, 1979-1997



CHAPTER ONE THE DISTRIBUTION OF EFFECTIVE TAX RATES AND INCOME  25

-10

0

10

20

30

1979 1981 1983 1985 1987 1989 1991 1993 1995 1997

Individual Income Tax

Social Insurance Taxes

Corporate Income Tax

Excise Taxes

Percent
Highest Quintile

b

Total Effective
Federal Tax Rate

Figure 1-11.
Continued

SOURCE: Congressional Budget Office.

NOTES: The effective tax rate equals total taxes as a percentage of total income.

Quintiles, or fifths, of the income distribution contain equal numbers of people.

a. For the lowest quintile, the effective individual income tax rate is negative in most years.

b. Social insurance, or payroll, taxes principally fund Social Security and Medicare.
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Figure 1-12.
Shares of After-Tax Household Income, by Income Group, 1979-1997

SOURCE: Congressional Budget Office.

NOTE: Households are people who share a single housing unit, regardless of the relationships among them.  After-tax household income is
the sum of wages, salaries, self-employment income, rents, taxable and nontaxable interest, dividends, realized capital gains, cash
transfer payments, and in-kind benefits.  It does not include individual income taxes, the corporate income tax, payroll taxes, or excise
taxes.
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Figure 1-13.
Effective Tax Rates for Households with Children, by Revenue Source, 1979-1997

SOURCE: Congressional Budget Office.

NOTES: The effective tax rate equals total taxes as a percentage of total income.

A household consists of the people who share a housing unit, regardless of their relationships.  A household with children has at least
one member under age 18.
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Figure 1-14.
Effective Tax Rates for Elderly Households, by Revenue Source, 1979-1997

SOURCE: Congressional Budget Office.

NOTES: The effective tax rate equals total taxes as a percentage of total income.

A household consists of the people who share a housing unit, regardless of their relationships.  An elderly household is one with no
member under age 18 and at least one member age 65 or older.



CHAPTER ONE THE DISTRIBUTION OF EFFECTIVE TAX RATES AND INCOME  29

0

10

20

30

40

1979 1981 1983 1985 1987 1989 1991 1993 1995 1997

Percent

Less Than $30,000

$30,000 to $50,000

All Households

$75,000 to $100,000

Over $100,000

$50,000 to $75,000a

Figure 1-15.
Effective Total Federal Tax Rates, by Income Category, 1979-1997

SOURCE: Congressional Budget Office.

NOTE: The effective tax rate equals total taxes as a percentage of total income.

a. Households are people who share a single housing unit, regardless of the relationships among them.





Chapter Two

Methodological Issues

A
nalyzing the distribution of taxes among cate-
gories of income requires many decisions.
What units should be used to measure in-

come?  What counts as income?  What adjustments to
income are needed to account for different circum-
stances faced by households and families?  Who
bears the incidence of various taxes?  What time pe-
riod is appropriate for the study?  The answers to
those questions all affect any distributional analysis.
Knowing the trade-offs involved in choosing among
alternatives is essential to a complete understanding
of the implications of distributional data.

Decisions affecting the analysis discussed in
this study are driven by several considerations.  The
study’s principal goal is to understand the distribu-
tion of federal taxes, not to examine the distribution
of income either for a single year or over time.  To
the extent possible, given the limitations of the avail-
able data, the study examines the distribution of fed-
eral taxes in terms of income measures that reflect
the relative economic positions of households.  Com-
promises result from missing information about spe-
cific sources of income as well as the lack of longitu-
dinal data.  Choices made from among competing
methods often depend on the nature of the taxes be-
ing considered.  Finally, many decisions reflect ex-
plicit trade-offs and a recognition of the pluses and
minuses of each choice.  The alternative measures
presented in Chapter 3 provide some understanding
of the effects of the choices made.  Those alterna-
tives, however, do not encompass all possible
choices, and the limited period that the study covers
means that any comparison applies only to the two

decades under consideration and may not hold over
other periods.

The Unit of Analysis

Ranking people by income requires choosing the unit
over which to measure income.  Because income mat-
ters not for its own sake but rather for the consump-
tion and saving that it makes possible, the appropriate
groupings of people are so-called consumer units—
groups that combine their resources to purchase
goods and services.  Yet even that simplification en-
counters problems because groupings may differ for
choices about different goods.  For example, students
sharing an apartment compose a single group in their
housing decision but are likely to divide into smaller
subgroups for choices about food and clothing.  Fur-
thermore, available data generally include no infor-
mation about consumer units.  More commonly, they
report household and family relationships; analysts
must infer how individuals combine to make deci-
sions about consumption.

Analysts of the distribution of taxes confront
four principal kinds of units:  individuals, tax units,
families, and households.  The first possibility—
individuals—is readily dismissed with the observa-
tion that many people, particularly children and the
elderly, rely on others to provide for their needs.  As-
sessing their economic position solely on the basis of
their own resources would inaccurately consign them



32  HISTORICAL EFFECTIVE TAX RATES, 1979-1997 (Preliminary Edition) May 2001

to the bottom of the income distribution, regardless
of their actual consumption.  Similarly, because they
often exclude people who share consumption, tax
units—individuals or couples filing tax returns plus
their tax dependents—fail to encompass larger units
that are more meaningful in terms of economic posi-
tion.  For example, grown children residing with their
parents are separate tax units, even though they may
share resources with their parents.  Tax units, of
course, are appropriate for analyses that focus more
narrowly on taxes.

Choosing between families and households is
harder.  Families—people living together who are
related by blood, marriage, or adoption—frequently
constitute single units for most decisions about con-
sumption.  The prototypical case of a married couple
with children fits that description most completely.
Such families combine the incomes of the two par-
ents to provide for the entire unit.  At the same time,
extended families combine subfamilies that may
share only housing expenses and make other deci-
sions about consumption as subfamily units.

A household—all of the people living in a sin-
gle housing unit—is usually also a family; neverthe-
less, a small but growing fraction of arrangements
involve unrelated people sharing a house or apart-
ment.  Such nonfamily households form a single unit
for their consumption of housing, but, like extended
families, they may divide into smaller groups for
other consumption choices.  Many nonfamily house-
holds consist of unmarried couples, with or without
children, whose consumption decisions differ little
from those of married couples.  To separate such
households into smaller consumer units to assess
their income would misrepresent their relative eco-
nomic positions.

Focusing on families thus incurs two kinds of
mistakes:  it  combines subfamilies that act independ-
ently in their decisions about what to consume, and it
separates nonfamily groups that act together.  In con-
trast, using households inaccurately combines groups
that act independently (both subfamilies and unre-
lated subgroups) but correctly counts as a single unit
households composed of unrelated groups that com-
bine resources to finance consumption.  Over 90 per-
cent of all households consist of a single family; be-
cause the household and the family are identical, the

choice of unit does not matter.  Using either alterna-
tive corrects mistakes that the other makes but intro-
duces new errors.  Data limitations preclude knowing
which approach misclassifies fewer units, so either
choice is to some degree arbitrary.  Because all mem-
bers of every household make a combined decision
about the housing they “consume,” households are
the unit used in the principal analysis of this study.1

The Definition of Income

People typically think of their income as the cash
they receive either as pay for working, as returns on
their investments (in the form of interest, dividends,
rents, and capital gains), or as payments from the
government or retirement accounts.  Economists
think of income in broader terms, adding in the value
of in-kind benefits such as health insurance, food
stamps, and housing assistance; income and payroll
tax payments made by others that effectively reduce a
person’s earnings or return on investment; and the
value of services gotten from durable goods such as
owner-occupied housing.  In its most broadly con-
strued but most difficult to measure form, income
equals the sum of consumption of all kinds, including
leisure, plus the change in wealth over the measure-
ment period.2

Tax-Based Measures of Income

The federal individual income tax defines at least
three different measures of income.  Cash income
before adjustments consists roughly of all cash in-

1. In contrast to the approach used by the Congressional Budget Of-
fice, the Office of Tax Analysis in the Department of the Treasury
uses families as its unit of analysis, and the Joint Committee on
Taxation focuses on tax units.  The Bureau of the Census uses
households as its primary unit but produces tables for both families
and households.  As Chapter 3 demonstrates, however, the choice
of unit has little effect on observed trends in effective tax rates or
incomes.

2. The Treasury’s Office of Tax Analysis and the Joint Committee on
Taxation use measures of income that differ from those used in this
analysis.  Differences among the methods used by the three offices
cause little qualitative variation in the measured distribution of
taxes (see Appendix C [not provided in this version of the study]).
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come potentially subject to tax.  Subtracting various
exclusions from that value yields adjusted gross in-
come, or AGI.  Taxable income equals AGI minus
any applicable personal exemptions and deductions. 

Even cash income, the most expansive of those
measures, excludes cash income from many sources,
including most Social Security benefits, all means-
tested cash payments from the government, and tax-
exempt interest.  At the same time, however, the nar-
rowest measure—taxable income—is the basis for
determining how much taxpayers must pay in income
taxes.  None of the three measures provides a full
assessment of a household’s economic status.

Cash Income Not Subject to Tax

Expanding the tax-based measures to include all cash
income gives a more complete picture of a house-
hold’s resources.  That expansion includes adding all
cash transfers such as Social Security benefits, Sup-
plemental Security Income payments, and grants
from the Temporary Assistance for Needy Families
program.  Information on the receipt of such tax-
exempt payments does not appear on tax returns and
must therefore come either from administrative data
for individual programs, which often lack demo-
graphic detail, or from survey instruments such as the
Current Population Survey, which are almost cer-
tainly less accurate than tax returns.  As a result,
broadening the income measure risks misstating
household incomes, in terms of which households
receive payments and the size of those payments.
Nonetheless, the various transfer payments can sub-
stantially affect household resources, particularly at
the lower end of the income distribution, and their
omission threatens the validity of any distributional
analysis.

Retirement Funds

Contributions to and withdrawals from retirement
funds pose a particularly difficult problem.  On the
one hand, if workers voluntarily choose to put part of
their pretax earnings into accounts held for retire-
ment, the contributions represent income when they
are earned.  Workers could use the funds to finance
current consumption but instead elect to put them

away for their later years.  On the other hand, money
withdrawn from the funds during retirement provides
a significant share of resources for older taxpayers.
Ignoring those withdrawals in assessing income could
vastly understate the resources available to senior
citizens and yield an inaccurate measure of effective
tax rates.3

In the face of conflicting arguments about when
to count retirement funds as income, the Congres-
sional Budget Office (CBO) includes in its income
measure both voluntary contributions to individual
retirement accounts and 401(k) accounts and with-
drawals from those and other accounts during retire-
ment.4  Although that approach clearly double-counts
contributions over a lifetime, omitting either of the
measures would understate the resources available to
workers or retirees.5

If data were available to analyze tax liabilities
and incomes on a lifetime rather than an annual basis,
the resources would be counted only once and the
question of when to include them as income would
not arise.  (Annual versus lifetime accounting is dis-
cussed further in a later section.)  In the absence of
the data required for lifetime analysis, however, in-
cluding both contributions to and withdrawals from
retirement accounts recognizes the effect of both
measures on a household’s income.

Taxes Paid by Businesses

Another component of household income consists of
taxes paid by businesses, both corporate income taxes
and payroll taxes.  A firm’s income tax liability ulti-
mately falls not on the firm but on individuals—on
stockholders in the form of lower dividend payments
or smaller capital gains, on workers in the form of

3. Ignoring assets also understates available resources.  The lack of
appropriate data, however, precludes taking assets into account.

4. Note that only employees’ contributions to retirement plans count
as income for workers; employers’ contributions to both defined
benefit and defined contribution plans are excluded. The Treasury’s
Office of Tax Analysis follows a similar approach. 

5. Only the contributions are counted twice; any accrued earnings in
the account are treated as income and are taxed only when with-
drawn.  The earnings are not available to account owners during the
accrual period.
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lower compensation, or on customers in the form of
higher prices.  Although economists disagree about
the actual incidence of corporate income taxes, the
general consensus holds that the entire burden falls
on the owners of capital as a group.6  Following that
consensus requires assigning corporate taxes—as
both a tax liability and income—to the owners of
capital in proportion to their capital income.

Economists are in greater agreement that work-
ers bear the full incidence of payroll taxes, the taxes
that pay for Social Security, Medicare, and unem-
ployment insurance.7 Employers pass on their share
of those taxes to workers in the form of wages or
benefits that are lower than those they would pay in
the absence of the tax.  Accurate measures of income
and taxes should consequently include payroll tax
payments made by employers, allotted to workers in
proportion to the payroll taxes they pay themselves.8

Income Received in Kind

Many transfer payments and a significant share of the
compensation paid to workers come not in cash but
rather in kind.  The government gives food stamps,
housing and energy assistance, Medicare and Medic-
aid benefits, and school breakfasts and lunches in the
form of either goods or services.9  Although econo-
mists agree that recipients would prefer to receive
cash equal to the cost of in-kind benefits, the govern-

ment provides benefits in kind to help ensure that
beneficiaries consume the intended goods or services.
In the workplace, some employers pay health and life
insurance premiums for their workers and provide
educational assistance, cars, housing, meals, and free
or subsidized child care.  Such in-kind compensation
may be designed to take advantage of the beneficial
way that the tax code treats particular forms of non-
cash payments, to attract workers who place espe-
cially high value on such benefits, or to enable work-
ers to perform better in their jobs.  

Regardless of the motivation behind them,
transfers and compensation provided in kind consti-
tute income for recipients and enhance their eco-
nomic position.  But valuing those benefits is diffi-
cult.  Recipients place a higher value on a cash pay-
ment equal to the cost of an in-kind benefit than on
the benefit itself, simply because the cash allows
them the choice of obtaining the in-kind benefit on
their own or consuming a preferred alternative that
costs no more.  The cost of the in-kind payment is
thus an upper bound on the value of the benefit.  That
value, however, could be much lower, particularly for
low-income recipients whose consumption is tightly
constrained by their lack of resources.  In the ex-
treme, the recipient’s value for an in-kind benefit is
zero; that situation occurs when he or she would not
purchase the benefit at any price after getting its cost
in cash.  In general, however, recipients value in-kind
benefits somewhere between the two extremes.

The Bureau of the Census has developed mea-
sures to estimate the value to recipients of benefits
received in kind.10  Some benefits are assessed at
market value—the costs recipients would incur if
they bought the goods themselves.  The value as-
signed to food stamps, for example, equals their face
value, and school meals are counted at the subsidy
cost borne by the government. 

That approach poses problems in the case of
health benefits provided through the Medicare and
Medicaid programs.  For many recipients, the aver-
age cost, or insurance value, of benefits is high rela-

6. See, for example, Jane G. Gravelle and Kent Smetters, Who Bears
the Burden of the Corporate Tax (and Why)?:  The Open Economy
Case, Technical Paper 1998-1 (August 1998), available from
CBO’s Tax Analysis Division or at www.cbo.gov/tech.html.  The
Office of Tax Analysis at the Department of the Treasury assumes
that the full burden of the corporate income tax falls on owners of
capital.  The Joint Committee on Taxation has recently discontin-
ued measuring the distribution of the tax because of uncertainty
about its incidence.  See Julie-Anne Cronin, U.S. Treasury Distri-
butional Analysis Methodology, Working Paper 85 (U.S. Treasury,
Office of Tax Analysis, September 1999), pp. 25-26.

7. See, for example, Daniel S. Hamermesh, Labor Demand (Princeton,
N.J.: Princeton University Press, 1993), especially pp. 172-173.

8. Both the Treasury’s Office of Tax Analysis and the Joint Commit-
tee on Taxation use the same assumption—that workers bear the
full burden of payroll taxes (see Appendix C [not provided in this
version of the study]).

9. Government spending finances a broad range of activities that ben-
efit households.  However, consideration of the full range of that
spending is beyond the scope of this study.

10. A full description of the methods used to value noncash benefits is
provided in Appendix B of Bureau of the Census, Measuring the
Effect of Benefits and Taxes on Income and Poverty: 1992, Current
Population Reports, Series P60, No. 186RD (September 1993), pp.
viii-ix and B-1 to B-5.
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tive to income.  Given a choice between health ser-
vices and other consumption, those beneficiaries
would probably not spend the full insurance value on
health but instead split their consumption among a
range of goods and services.  That observation im-
plies that the value of health benefits to recipients is
less than the insurance value—that is, the average
cost to the government of providing the benefits.
How much less, however, is impossible to determine
without knowing the preferences of individual recipi-
ents.

The solution provided by the Bureau of the Cen-
sus and used in this study is to count the fungible
value of the benefits.  That value equals the amount
of resources freed up for other uses by the health care
services provided, up to the insurance value of those
services.11  For example, suppose a household not
receiving food stamps spends $400 a month on food.
If the household started getting $500 a month in food
stamps, the $400 previously spent on food would be
available for other uses.  The Census Bureau’s fungi-
ble value for the food stamps would equal $400, $100
less than the value of the food stamps received.  If the
household instead received only $300 in food stamps,
the fungible value would be $300, because the house-
hold could use food stamps and cash to buy the same
$400 worth of food and use the freed-up $300 to pur-
chase other goods or services.

The fungible value of a benefit received in kind
thus depends not only on the market or insurance
value of the benefit but also on the income of the re-
cipient’s household.  Low-income households that
would spend nothing on health care in the absence of
subsidized programs, for example, would have a fun-
gible value for health care benefits equal to zero.  At
the other end of the scale, the value to high-income
households would equal the full insurance value.

CBO counts the health insurance premiums paid
by employers as income.  Firms offer health plans to
their workers in place of cash wages presumably be-
cause they feel workers value health benefits more

than the forgone earnings.12  In turn, because they
could work elsewhere, employees of firms with
health plans demonstrate that they do, in fact, con-
sider the health benefits to be worth at least as much
as the additional wages they could get for comparable
jobs at companies not offering health plans.  Exclud-
ing the value of those benefits would understate
household income and misrepresent significant dif-
ferences in income between workers with and with-
out employer-sponsored health plans.

Imputed Income for Services

Many households consume services for which they
are not charged directly and which therefore consti-
tute income.  Durable goods such as owner-occupied
housing, motor vehicles, and household appliances
provide specific services over their useful lifetime.
Financial institutions offer a wide range of “free”
services such as checking accounts that users pay for
by getting lower returns on their invested assets than
they would if firms charged for all services.  From an
economic standpoint, all such services constitute in-
come, although part or all of that income could be
offset by other costs associated with the services.13

Because information on both the consumption of the
services and their value cannot be readily obtained,
CBO omits imputed income from services in the in-
come measure used in this analysis.

Unrealized Capital Gains

An increase in the value of an asset represents in-
come to the owner of the asset.  The federal tax sys-
tem taxes such capital gains only when the owner
sells the asset and realizes the gain, in part because
valuing unrealized gains is difficult and in part be-
cause taxpayers may lack funds to pay taxes on the
higher value of assets they have not sold.  The lack of

11. A detailed discussion of fungible value may be found in Bureau of
the Census, Measuring the Effect of Benefits and Taxes, p. viii.

12. Firms may have the additional advantage of obtaining health insur-
ance for their workers at the reduced rates available only for group
coverage, an added incentive to offer the benefit.

13. Owner-occupied housing is perhaps the most significant form of
imputed income.  The Office of Tax Analysis estimates that it
amounts to approximately 0.5 percent of total household income.
See Cronin, U.S. Treasury Distributional Analysis Methodology, p.
11.



36  HISTORICAL EFFECTIVE TAX RATES, 1979-1997 (Preliminary Edition) May 2001

information about the value of assets precludes mak-
ing unrealized gains part of measured income, and
the income measure used in this study excludes them.
CBO does, however, include in its measure of house-
hold income realized capital gains reported on indi-
vidual income tax returns, but it does not adjust those
gains for inflation because of limitations in the data.14

Adjusting Income for 
Differences Among 
Households

Households with identical incomes may differ in
other ways that bear on their economic status.  Rank-
ing households by levels of equivalent resources re-
quires adjusting income to account for differences
such as household size.

Household Size

Two cannot live as cheaply as one.  Put less suc-
cinctly, larger households need more income to fi-
nance consumption and savings than smaller house-
holds do.  At the same time, economies of scale in at
least some consumption—housing, in particular—
mean that two people do not need twice the income
to live as well as an individual living alone.  In other
words, per capita income (total household income
divided by household size) ignores the benefits of
shared consumption.  An adjusted income falling
somewhere between household and per capita in-
comes is likely to offer a better means of ranking
households.

CBO has previously used the equivalence scales
implicit in the poverty thresholds used by the Bureau
of the Census to determine the poverty status of fami-

lies and individuals.  Those thresholds exhibit signifi-
cant irregularities as the size of families increases,
suggesting that a second person adds 28 percent to
the needs of a single person and a third person adds a
similar amount, but a fourth person raises costs by 44
percent of the cost of an individual.  Furthermore, the
poverty thresholds do not change at all once a fam-
ily’s size exceeds nine people.  An alternative and
more regular adjustment suggested in previous stud-
ies in the literature increases the needs of a house-
hold in proportion to the square root of the house-
hold’s size.15  That adjustment implies that each addi-
tional person increases a household’s needs but at a
decreasing rate.  Analysis covering the 1980-1995
period shows that the choice among a range of adjust-
ments for the size of families affects the measured
levels of income and effective tax rates but has little
effect on observed trends.16  The main results re-
ported in this study use the square root of household
size to adjust for the different needs of households.

The family-size adjustment used to construct the
tables in this analysis is employed for ranking pur-
poses only—that is, it is used only to assign house-
holds to percentile groupings and not for other calcu-
lations.  The incomes reported in the tables represent
total household income; they are not adjusted in any
way to reflect a family’s size.  As a result, two house-
holds with very different incomes may be grouped
together because the higher-earning household is
larger.  All of the income averages calculated for the
study derive from unadjusted measures of reported
income with equal weights for all households (or
families, where those units are used), regardless of
size.

Other Adjustments

It may also be desirable to adjust the incomes of
households for other differences in their circum-
stances that affect their economic positions.  For ex-

14. An alternative approach, used by the Office of Tax Analysis (OTA),
would use retained corporate earnings as the basis for measuring
accrued capital gains in the corporate sector.  OTA assumes that
real capital gains derive entirely from retained earnings.  Its mea-
sure of income thus allocates retained earnings to households (with
adjustments for accelerated tax-cost recovery and inflation) and
subtracts realized capital gains.  See Cronin, U.S. Treasury Distri-
butional Analysis Methodology, p. 10.  Data limitations led CBO to
reject that approach.

15. See, for example, Patricia Ruggles, Drawing the Line: Alternative
Poverty Measures and Their Implications for Public Policy (Wash-
ington, D.C.:  Urban Institute Press, 1990), pp. 75-78.

16. Roberton Williams, David Weiner, and Frank Sammartino, Equiva-
lence Scales, the Income Distribution, and Federal Taxes, Techni-
cal Paper 1999-2 (October 1998), available from CBO’s Tax Analy-
sis Division or at www.cbo.gov/tech.html.
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ample, the prices of goods and services vary among
locations, and households can incur quite different
costs associated with working, depending on how
many members are employed, the costs of commut-
ing, child care expenses, and other costs.  However,
data that would allow analysts to adjust incomes for
differences in prices and in the costs of working are
unavailable.

Assumptions About the 
Incidence of Federal Taxes

Essential to measuring the distribution of federal
taxes are assumptions about the incidence of those
levies.17  The people or businesses that remit tax pay-
ments to the government may not bear the actual bur-
den of the taxes they pay but instead pass that burden
on to others.   Although economists do not univer-
sally agree on the ultimate incidence of specific
taxes, CBO follows consensus views in allocating
taxes among households.  Furthermore, to the extent
that taxes paid by businesses result in lower incomes
for households, imputing those taxes to the house-
holds that bear their burden requires adding those tax
liabilities not only to the taxes of households but also
to the incomes those families receive.

Individual Income Taxes 
and Payroll Taxes

Workers bear the full cost of taxes imposed on their
income deriving from wages and salaries.  Firms try-
ing to maximize their profits pay workers only as
much as necessary to attract those with required
skills, up to the point where additional workers cost
more than their value to the firm.  That workers incur
taxes on that pay does not affect the total compensa-

tion firms will offer.18  Thus, employees bear the full
individual income tax on their earnings as well as
their and their employers’ share of payroll taxes.
That assumption, accepted by virtually all econo-
mists, implies that in the absence of payroll taxes,
compensation to workers would increase by the full
amount of the payroll taxes paid by employers.

Corporate Income Taxes

Less agreement exists on the incidence of corporate
income taxes.  Firms pay the tax on their net profits
according to a schedule of four rates that reaches 35
percent for annual taxable income over $10 million.
Ultimately, however, that tax is borne by households,
either as higher prices for the goods they buy or
lower income from work or investments.  Economists
disagree on whether people bear the tax as sharehold-
ers in corporations, owners of all capital assets, em-
ployees, or consumers.  Nonetheless, a survey of the
economics literature on the issue indicates a domi-
nant view that the corporate income tax reduces the
return to all capital, and thus the burden of the tax
falls on all owners of capital assets.  Accordingly,
CBO allocates corporate income taxes as both in-
come and tax liabilities to households in proportion
to their income from interest, dividends, rents, and
capital gains.

Excise Taxes

The government collects excise taxes on a narrow
range of goods and services, some of which are in-
puts to the production of final products and some of
which are purchased directly by consumers.  CBO
assumes that excise taxes on goods and services sold
directly to consumers are borne by those consumers
in proportion to their purchases of the taxed items.
Excise taxes on intermediate products and services
are allocated among all consumers in proportion to
their total consumption.

17. This study focuses on the four major federal taxes:  individual in-
come, corporate income, social insurance, and excise.  It excludes
estate and gift taxes and customs duties, primarily because of data
limitations.  The omitted taxes make up less than 10 percent of all
federal revenues.

18. Taxes may, however, affect the form of compensation offered.
Workers may prefer noncash benefits that are exempt from tax in
place of taxable cash wages.
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The Time Period
Over the course of their lives, people experience
wide variations in the annual income they receive and
consequently in the taxes they pay.  Part of the varia-
tion in income comes from changes in earnings over
the life cycle:  low earnings during early years in the
job market, rising earnings through middle age, and
the shift from labor earnings to pensions and invest-
ment earnings in retirement.  Another part of the vari-
ation comes from periods of unemployment that tem-
porarily depress income.  And part of it results from
irregular receipt of income, particularly capital gains
or losses from the sale of investment assets.

The individual income tax takes little account of
variations in income over the years and may therefore
impose a tax burden across a person’s life that corre-
lates poorly with a lifetime concept of economic re-
sources.  Many economists view lifetime measures of
income and taxes as the best approach to assessing
the distributional effects of the federal tax system.
Furthermore, using a lifetime accounting period elim-
inates the problem of when to count particular forms
of income.  For example, funds in retirement ac-
counts could be counted as compensation during the
year they are contributed by workers or employers;
alternatively, those funds could be included in in-
come when they are withdrawn during retirement.

Panel data on taxpayers show the importance of
considering income over periods longer than one
year.  The Department of the Treasury has con-
structed longitudinal files for a random sample of
taxpayers over periods as long as 10 years, which
have been used to examine the year-to-year variation
in income for individuals.  Those data indicate that
there is significant movement of taxpayers within the
income distribution but that year-to-year shifts tend
to be small.  For example, over the 1979-1988 period,
roughly half of all taxpayers who were ever in the top
1 percent of all families were in that percentile for
only one year.  At the same time, virtually none of
those who ever appeared in the top 1 percent were
ever below the top 10 percent of taxpayers ranked by
annual income.

Available 10-year longitudinal files provide
only limited information about taxpayers’ income

and tax liabilities over time.  The data required for
complete lifetime assessments of the incidence of
taxes simply do not exist.  As more longitudinal data
covering longer periods become available, econo-
mists will be better able to analyze lifetime income
and taxes.  In the absence of those data, distributional
analyses must focus on shorter periods.

Because federal income taxes use a one-year
accounting period—and because lifetime data do not
exist—CBO’s analyses of effective tax rates focus on
annual incomes and tax liabilities.  That approach has
two significant limitations.  First, the year-to-year
variation in incomes means that a household’s distri-
butional rank may not accurately represent its com-
mand of economic resources.  A household’s patterns
of consumption derive less from current income than
from the normal, or permanent, income the household
expects to have over time.  People rely on savings or
borrowing to tide themselves over periods of unem-
ployment, for example.  

A second, and related, limitation is that some
forms of income come irregularly, particularly capital
gains from the sale of a business, of shares of stock,
or of another asset.  A business owner who sells his
firm, for example, will appear wealthy in the year of
the sale because of the large capital gain realized at
that time, even though the increase in the firm’s value
had accrued over a much longer period.  Placing that
person near the top of the income distribution in the
year of the sale and at a much lower rank in other
years misstates his economic status in all years, over-
stating it in one and understating it in all others.  Yet
in the absence of lifetime income data, it is impossi-
ble to apportion the capital gains realized in a single
year over multiple years.  Analysts must choose be-
tween counting the gain as income when realized or
allotting only part or none of it to current income.
Extensive examination of tax data on the sales of cap-
ital assets indicates that apportioning gains across
years based on a single year’s realizations would lead
to significant error.19  CBO thus counts all capital
gains as income when realized.

19. See Congressional Budget Office, Perspectives on the Ownership
of Capital Assets and the Realization of Capital Gains, CBO Paper
(May 1997).

 



Chapter Three

The Effects of Applying
Alternative Methods

T
he choices that are made among the method-
ological alternatives discussed in Chapter 2
affect the distribution of households by in-

come.  Including more sources of income moves
households with income from those sources up the
distribution.  Adjusting income for the size of house-
holds puts smaller ones higher in the distribution and
larger ones lower.  In that reranking process, house-
holds carry with them the dollar values of both their
incomes and the taxes they pay.  As a result, distribu-
tional rankings affect the average values of those
variables calculated for each quintile.  Understanding
the impact of alternative methodological choices is
therefore essential to assessing the meaning of tax
and income measures.

Alternative Income Rankings

The alternative rankings examined here reflect
choices along three of the five dimensions discussed
in Chapter 2:

o Households versus families as the unit of analy-
sis;

o Alternative measures of income; and

o Unadjusted income versus income adjusted for
household size.

The analysis does not examine alternatives using dif-
ferent time periods or different assumptions about the
incidence of taxes.1

Factors Affecting Income Rankings

In most cases, households and families are identical.
Only when people not related by blood, marriage, or
adoption live together in a single housing unit do
households comprise more than one family.  In 1979,
households on average contained 1.06 families, indi-
cating that nearly all households had only one family;
no more than 6 percent were multifamily households
(see Table 3-1 on page 45).2  Virtually all of those
multifamily households contained no children or el-
derly members.  By 1997, the average number of
families per household had risen to 1.10, and again,
multifamily households were most likely to be child-
less and nonelderly.  Using households rather than
families as the unit of analysis thus tends to join
nonelderly childless individuals and couples, combin-

1. The data required to examine periods longer than one year do not
exist.  Previous work by the Congressional Budget Office used al-
ternative assumptions about the incidence of the corporate income
tax.  (See, for example, The Changing Distribution of Federal
Taxes: 1975-1990, published in October 1987.)  In more recent
analyses, CBO has assumed that the tax falls entirely on capital.

2. The Bureau of the Census defines people who are not living with
relatives as unrelated individuals, whether they live alone or with
others.  The statistics cited in this paragraph count unrelated indi-
viduals as one-person families.  Therefore, in this analysis, people
living alone are considered both a family and a household.
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ing their incomes and moving them up the income
distribution.  By averaging the same total income
over fewer units, combining families into households
yields measures of average household income that are
greater than measures of average family income.

Broader measures of income reorder the income
distribution on the basis of which households receive
income from the sources that have been included.
Relative to cash income, the narrowest measure, add-
ing taxes paid by businesses—corporate income taxes
and the employer’s share of payroll taxes—raises
total income by between 6.1 percent and 9.7 percent
over the 1979-1997 period (see Table 3-2).  Including
nonhealth benefits received in kind has a smaller ef-
fect since those benefits make up less than 1 percent
of cash income in any year.  Most nonhealth in-kind
benefits are means-tested, going only to households
at the bottom of the income distribution.  Including
them as income is likely to have the greatest effect on
low-income households.

Health benefits—principally Medicare, Medic-
aid, and employer-paid health insurance premiums—
represent a larger fraction of cash income, rising
from 4.7 percent in 1979 to 6.6 percent in 1997.
Households throughout the income distribution get
health benefits, and the impact of including them in
income is difficult to predict.  Regardless of which
particular households receive income from the addi-
tional sources, including it increases average house-
hold or family income above the comparable measure
that uses cash income only.

Adjusting income to account for differences in
the size of households shifts larger households down
the income distribution and smaller households up it.
As noted in Chapter 2, adjusted household income is
used only to assign households to income percentiles;
the values reported for average household income are
not adjusted.  Because households thus carry their
unadjusted incomes with them when they are as-
signed to quintiles, larger households will have larger
incomes than smaller households in the same
quintile.  Measures of income for each quintile thus
depend on the numbers of households of different
sizes.  Furthermore, demographic changes over time
that affect the distribution of household sizes will
influence the levels of income in each quintile.

Income Rankings

Alternative choices for the three dimensions consid-
ered—unit of analysis, measure of income, and
whether to adjust for differences between units—can
generate a large number of different rankings.  This
analysis compares eight possibilities, ranging from
unadjusted family cash income to a broader measure
of household income adjusted for household size and,
to allow comparison with previous  work by the Con-
gressional Budget Office, the adjusted measure of
family income that CBO has employed over the past
13 years.  The eight alternatives are as follows:

1. Family cash income includes only cash receipts
—wages and salaries, self-employment income,
rental income, interest and dividends, realized
capital gains, and cash transfer payments.  The
family is the primary unit of analysis, and no
adjustment is made for a family’s size.

2. Household cash income is the same as family
cash income except that the unit of analysis is
the household, not the family.

3. Household cash income plus business taxes and
401(k) contributions expands household cash
income by adding each household’s imputed
share of corporate income and the employer’s
share of payroll taxes as well as imputed contri-
butions to 401(k) retirement plans.

4. Household cash income plus nonhealth in-kind
benefits further expands income to include the
value of food stamps, school lunches and break-
fasts, housing assistance, and energy assistance.

5. Comprehensive household income adds the
value of employer-paid health insurance premi-
ums and Medicare and Medicaid health insur-
ance to the previous measure of income.

6. Comprehensive household income adjusted on
the basis of poverty thresholds divides compre-
hensive household income by the federal pov-
erty threshold for each household’s size.

7. Comprehensive household income adjusted on
the basis of household size adjusts comprehen-
sive household income to account for differ-
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ences in a household’s size by dividing by the
square root of the number of household mem-
bers.  This measure provides the foundation for
the analysis presented in Chapter 1 and, in
CBO’s view, is the best measure of income
available, given the limitations of current data.

8. CBO’s historical income measure equals house-
hold cash income plus business taxes divided by
the federal poverty threshold appropriate for the
family’s size.  Imputed contributions to 401(k)
retirement plans are not included.

The Effects of Using 
Alternative Income Measures

The choice of an income measure affects the ordering
of households or families in the income distribution
and consequently affects estimates of effective tax
rates and pretax and after-tax incomes for different
percentiles of that distribution.  In addition, broader
measures of income yield larger estimates of income,
simply because they incorporate income from more
sources.  Broader measures also lead to lower esti-
mates of effective tax rates because those rates equal
tax liabilities that are unchanged but that are divided
by higher incomes.  Understanding the effects of us-
ing a particular measure of income requires examin-
ing both the degree of movement of families among
income percentiles and differences in estimated ef-
fective tax rates and income under alternative mea-
sures.

The Movement of Families 
Among Income Quintiles

Changing from one measure of income to another
moves families up or down the income distribution.
Examining the movement of families among income
quintiles shows how big an effect changing measures
has on the composition of each quintile.  In general,
using households rather than  families as the unit of
analysis and adjusting income for differences in the
size of the unit shifts more families into different
quintiles than does broadening measures of income to
include more sources.

Changing from the family to the household as
the unit of analysis combines family incomes in mul-
tifamily households, which moves families in those
units up the distribution and consequently moves
other families down.  That change shifted about one-
quarter of families into different income quintiles in
1997, with slightly more moving down than moving
up (see Table 3-3).  The effect is greatest for non-
elderly childless families—nearly 30 percent shifted
quintiles in 1997—because those families are more
likely to live in multifamily households.  Somewhat
over half of nonelderly childless families shifting
quintiles moved upward.  Conversely, more than two-
thirds of the roughly 20 percent of elderly families
moving across quintile lines were pushed downward
as other families moved ahead of them. About one-
fourth of families with children would have been lo-
cated in different quintiles under household rather
than family ranking, with 60 percent moving down-
ward.

Expanding the definition of income to include
taxes paid by businesses, contributions to 401(k) re-
tirement plans, and the value of benefits received in
kind moved less than 10 percent of families into dif-
ferent quintiles in 1997 (see Table 3-3).  The impact
of counting more income was greatest for elderly
families, for whom health benefits—principally from
Medicare—raised income enough to move nearly
one-tenth of families into higher quintiles.

Adjusting household income to account for dif-
ferences in the size of households moved nearly 40
percent of families into different income quintiles in
1997, with nearly three-fourths of those shifting up
the distribution (see Table 3-3).3  As expected, the
adjustment tended to move families with children
into lower quintiles:  nearly 90 percent of families
that shifted quintiles moved down.  Families with
children are generally larger than childless families,
so adjusting for family size drops their incomes more
than the incomes of smaller families.  In contrast,
virtually all of the nearly half of families without

3. The cited movements occur when the adjustment involves dividing
household income by the square root of the number of household
members.  Using the federal poverty thresholds as the basis for ad-
justment would have shifted nearly half of all households into dif-
ferent quintiles.  Upward movements would again predominate over
downward shifts.
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children who shifted quintiles ended up in higher
quintiles as defined by adjusted income.

Examining the effects of CBO’s change from its
historical measure of adjusted family income to the
measure of adjusted household income used in the
current study provides a basis for comparing effective
tax rates and incomes presented in CBO’s earlier
publications with the new statistical series discussed
in Chapter 1.  Changing the measure of income
shifted about one-quarter of families into different
quintiles in 1997, with slightly fewer families moving
up the distribution than moving down (see Tables 3-3
and 3-4).  Elderly families were least affected by the
change in methods:  14 percent moved into new quin-
tiles, with two-thirds of them moving into higher
quintiles.  Nonelderly childless families were most
likely to move, and about three families went into
lower quintiles for every two that rose to higher
groups.  Nearly all movement took place between
adjacent categories:  among all families, just 4 per-
cent shifted up two or more quintiles and none fell
more than one quintile.

The Distribution of People, 
Families, and Households

As noted earlier, quintiles of the income distribution
contain equal numbers of people, ranked by a specific
measure of income.  For the basic tabulations pre-
sented in Chapter 1, that measure is comprehensive
adjusted household income.  Equal numbers of peo-
ple per quintile does not mean equal numbers of fam-
ilies or households, however, nor does it mean an
even distribution of people among quintiles for dif-
ferent types of households.  Two offsetting factors
affect the distribution of people, families, and house-
holds into quintiles.  On the one hand, combining
individual incomes into household incomes tends to
move people in larger households up the distribution,
all else being the same.  On the other hand, adjusting
incomes to account for differences in the size of
households shifts larger ones—and the people in
them—into lower quintiles.  Only the actual distribu-
tions can reveal which effect dominates.

When ranked by comprehensive adjusted house-
hold income, people in households with children are
overrepresented in the lower quintiles, in large part

because of the adjustment for household size (see
Table 3-5).  In contrast, more households with elderly
members end up in lower quintiles even after the ad-
justment, which tends to move them up the distribu-
tion; on average, elderly households simply have
lower unadjusted income than other households. Peo-
ple in nonelderly childless households are more
likely to appear at the top end of the distribution, in
part because they have higher incomes than other
households and in part because their households are
generally smaller than households with children.

The distributions among quintiles of people,
families, and households living with children differ
little, in part because families and households with
children are almost always the same and in part be-
cause the average size of families with children var-
ies little among quintiles.  In contrast, people in el-
derly households and elderly families are distributed
nearly equally among quintiles, but elderly house-
holds are more heavily represented in the lower quin-
tiles.  That difference arises primarily because com-
bining families into households moves nonelderly
childless units up the distribution, displacing elderly
households downward.  Among units with no chil-
dren or elderly members, families in the upper quin-
tiles are larger than those in lower quintiles, yielding
a more uneven distribution of people among quintiles
than of either families or households.

Effective Tax Rates and 
Income Under Alternative 
Income Measures

The measure of income used to rank households af-
fects estimates of both effective tax rates and income.
Nevertheless, general trends in those measures differ
little under the alternative measures CBO examined.

Effective Tax Rates

The choice of income measure affects estimates of
effective tax rates in two ways.  First, measures that
include income from relatively more sources raise
incomes and thus reduce effective tax rates—that is,
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taxes as a percentage of pretax income.  Second, al-
ternative measures of income distribute households
differently among quintiles, leading to different esti-
mates for a given quintile of both effective tax rates
and income.  Over the 1979-1997 period, choosing
from among the eight alternative measures of income
yields different estimates of tax rates and income but
has little effect on observed trends of those variables.

The choice of income measure has little effect
on the observed trend in the effective federal tax rate
between 1979 and 1997 (see Figure 3-1).4  Under
each measure that the figure shows, the rate falls in
the early 1980s following the Economic Recovery
Tax Act of 1981, rises irregularly until 1995, and
dips slightly in 1997.   The effective rate is essen-
tially the same in 1997 as it was in 1979, regardless
of the measure of income used to rank households.

The similarity of trends in effective tax rates
extends across income quintiles for all measures of
income except the ones that adjust for differences in
a household’s size (see Figure 3-2).5  That adjustment
moves households with children down the distribu-
tion and therefore concentrates taxpayers claiming
the earned income tax credit in the lowest quintile.
The effect of that concentration is a sharper down-
ward trend in the effective tax rate for households in
that quintile since 1985 than in the trends observed
for other measures of income.  That difference in
trends does not occur for households in other quin-
tiles.

The measure of income used to rank households
has differential effects on estimated effective tax
rates among quintiles.  For households in the middle
quintile, for example, the effective rate is substan-
tially lower if households are ranked by adjusted
comprehensive income rather than by unadjusted in-
come.  In contrast, for households in the highest
quintile, adjusting income for the size of households
has virtually no effect on effective tax rates during
the past two decades.

Each of the four federal taxes that CBO exam-
ined shows the same trend in its overall effective rate
between 1979 and 1997, regardless of the measure of
income used (see Figure 3-3).6  That similarity of
trends does not hold, however, for individual income
quintiles, particularly the lowest one.  

For households in the lowest income quintile,
the effective individual income tax rate drops much
more sharply after 1985 under the adjusted household
income measure than under the unadjusted alterna-
tives (see Figure 3-4).  That difference is the result of
the adjustment to income for differences in the size
of households, which moves households with chil-
dren into lower quintiles and, as noted above, con-
centrates the benefits of the EITC in the lowest
quintile.  In contrast, effective individual income tax
rates using alternative income measures move in par-
allel for the middle and highest quintiles.  In fact, for
the top quintile, using households rather than families
as the unit of observation has essentially no effect on
the change in measured tax rates, nor does adjusting
incomes for differences in households’ sizes.  That
stability results because high-income households gen-
erally contain only one family and tend not to change
quintiles under the adjustment for household size.

Effective rates for social insurance, corporate
income, and excise taxes follow roughly parallel
trends over the 1979-1997 period under all of the
measures of income CBO examined (see Figures 3-5,
3-6, and 3-7, respectively).  Rates of change differ
among the measures for specific years, most obvi-
ously in the case of corporate income taxes for the
lowest quintile (see Figure 3-6).  Under that tax, the
effective rate is constant after 1983 under the ad-
justed household income measure, even though the
rate moves up and down when other measures of in-
come are used.  Apparent variation in trends for other
sources of revenues, particularly excise taxes, show
up only because rounding effective rates magnifies
small changes.

4. Table K-1 in Appendix K (not provided in this version of the study)
shows effective federal tax rates by income quintile for all eight
measures of income.

5. Table K-1 (not provided in this version of the study) shows effec-
tive federal tax rates by income quintile for all eight measures of
income.

6. Tables K-2, K-3, K-4, and K-5 (not provided in this version of the
study) show effective individual income, social insurance, corporate
income, and excise tax rates, respectively, by income quintile for all
eight measures of income.
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Levels of Income

Using measures of income that combine families into
households or that include income from more sources
leads tautologically to higher estimates of pretax in-
come (see Figure 3-8).7  Obviously, counting more
income can only increase the estimates.  Over the
past two decades, more families per household and
higher noncash incomes have resulted in slightly
larger differences among estimates of pretax income
under alternative income measures.

The same pattern of parallel trends in income
under alternative measures holds for each income

quintile (see Figure 3-9).  As the adjustment for
household size moves larger households into lower
quintiles, they carry with them unadjusted incomes
that are higher than those of the households they dis-
place.  If every household moving into a lower
quintile pushed exactly one household into a higher
quintile, that movement would increase average in-
come for the lower quintiles.  However, larger house-
holds moving down displace more than one smaller
household, and average income for even the lowest
quintile falls when incomes are adjusted for house-
hold size.  Note that the multiple smaller households
pushed into higher quintiles by larger households
moving down doubly affect average income:  first, by
carrying with them their lower incomes and second,
by more than one of them replacing the single larger
household that moved down.7. Tables K-6 and K-7 (not included in this version of the study) show

average pretax and after-tax income, respectively, under alternative
measures of income for each income quintile.
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Table 3-1.
Household Characteristics by Household Type, 1979-1997

1979 1981 1983 1985 1987 1989 1991 1993 1995 1997

All Households

Millions of People 222.3 226.8 229.9 236.1 241.0 245.6 250.0 255.9 257.5 264.3
Millions of Families 86.1 89.3 91.8 95.7 98.7 102.1 104.7 107.2 109.1 112.9
Millions of Households 81.4 84.2 86.2 89.5 92.0 94.6 96.7 98.2 99.7 102.9

Average Family Size 2.6 2.5 2.5 2.5 2.4 2.4 2.4 2.4 2.4 2.3
Average Household Size 2.7 2.7 2.7 2.6 2.6 2.6 2.6 2.6 2.6 2.6
Ratio of Families to Households 1.06 1.06 1.06 1.07 1.07 1.08 1.08 1.09 1.09 1.10

Households with Children

Millions of People 136.2 135.6 134.6 137.5 138.9 140.4 142.7 149.3 149.0 151.9
Millions of Families 32.7 33.0 33.2 34.1 34.5 34.8 35.5 37.1 37.0 37.9
Millions of Households 32.4 32.6 32.7 33.6 34.0 34.2 34.8 36.3 36.2 36.9

Average Family Size 4.2 4.1 4.1 4.0 4.0 4.0 4.0 4.0 4.0 4.0
Average Household Size 4.2 4.2 4.1 4.1 4.1 4.1 4.1 4.1 4.1 4.1
Ratio of Families to Households 1.01 1.01 1.02 1.01 1.01 1.02 1.02 1.02 1.02 1.03

Elderly Households

Millions of People 27.2 28.4 29.6 30.8 32.2 33.1 34.2 34.1 34.7 35.2
Millions of Families 16.7 17.5 18.2 18.9 19.8 20.5 21.2 21.0 21.8 21.9
Millions of Households 16.3 17.0 17.6 18.4 19.2 19.8 20.5 20.2 20.9 21.0

Average Family Size 1.6 1.6 1.6 1.6 1.6 1.6 1.6 1.6 1.6 1.6
Average Household Size 1.7 1.7 1.7 1.7 1.7 1.7 1.7 1.7 1.7 1.7
Ratio of Families to Households 1.02 1.03 1.03 1.03 1.03 1.04 1.03 1.04 1.04 1.04

Nonelderly Childless Households

Millions of People 58.9 62.7 65.7 67.8 69.9 72.1 73.1 72.5 73.8 77.2
Millions of Families 36.7 38.8 40.5 42.7 44.5 46.8 48.0 49.1 50.3 53.1
Millions of Households 32.7 34.7 35.9 37.5 38.9 40.6 41.3 41.6 42.7 45.0

Average Family Size 1.6 1.6 1.6 1.6 1.6 1.5 1.5 1.5 1.5 1.5
Average Household Size 1.8 1.8 1.8 1.8 1.8 1.8 1.8 1.7 1.7 1.7
Ratio of Families to Households 1.12 1.12 1.13 1.14 1.14 1.15 1.16 1.18 1.18 1.18

SOURCE: Congressional Budget Office.

NOTES: A household consists of the people who share a housing unit, regardless of their relationships.  A household with children has at
least one member under age 18.  An elderly household is one with no member under age 18 and at least one member age 65 or
older.  A nonelderly childless household is one with no member under age 18 or over age 64.

Families are people related by blood, marriage, or adoption who live together.
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Table 3-2.
Income Totals, 1979-1997

1979 1981 1983 1985 1987 1989 1991 1993 1995 1997

Cash Incomea 
(Billions of 1997 dollars) 3,498 3,540 3,669 4,066 4,298 4,597 4,529 4,613 4,843 5,521

Taxes Paid by Businessesb

In billions of 1997 dollars 268 233 222 280 333 365 353 406 467 511
As a percentage of cash

income 7.7 6.6 6.1 6.9 7.7 7.9 7.8 8.8 9.7 9.3

Nonhealth In-Kind Benefitsc

In billions of 1997 dollars 21 22 23 24 26 25 31 34 32 28
As a percentage of cash

income 0.6 0.6 0.6 0.6 0.6 0.5 0.7 0.7 0.7 0.5

Health-Related In-Kind Benefitsd

In billions of 1997 dollars 163 159 179 196 232 258 270 329 368 362
As a percentage of cash

income 4.7 4.5 4.9 4.8 5.4 5.6 6.0 7.1 7.6 6.6

Comprehensive Household Incomee

In billions of 1997 dollars 3,951 3,953 4,094 4,566 4,889 5,245 5,183 5,381 5,711 6,423
As a percentage of cash

income 112.9 111.7 111.6 112.3 113.7 114.1 114.4 116.7 117.9 116.3

SOURCE: Congressional Budget Office.

a. Cash income comprises wages, salaries, self-employment income, rents, taxable and nontaxable interest, dividends, realized capital
gains, cash transfer payments, and retirement benefits.

b. Taxes paid by businesses include corporate income taxes and the employer’s share of social insurance taxes.

c. Nonhealth in-kind benefits include food stamps, school lunches and breakfasts, housing assistance, and energy assistance.

d. Health-related in-kind benefits include Medicare, Medicaid, and employer-paid health insurance premiums.

e. Comprehensive household income includes cash income plus taxes paid by businesses and in-kind benefits.
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Table 3-3.  
Percentages of Families Moving Among Quintiles, by Income Measure, 1997

Comparisona
No Quintile

Change

Moving Up
at Least One

Quintile

Moving Down at
Least One

Quintile

All Families

Family Cash Income Versus Household Cash Income 75 12 14

Household Cash Income Versus
Cash plus taxes paid by businesses 97 2 2
Cash plus taxes paid by businesses and nonhealth in-kind benefits 95 2 3
Cash plus taxes paid by businesses and all in-kind benefits 91 4 5

Comprehensive Household Income Versus
Comprehensive household income adjusted using federal

poverty thresholds 53 35 13
Comprehensive household income adjusted for household size 61 29 10
CBO's historical income measure 77 10 13

Families with Children

Family Cash Income Versus Household Cash Income 76 9 15

Household Cash Income Versus
Cash plus taxes paid by businesses 97 1 1
Cash plus taxes paid by businesses and nonhealth in-kind benefits 95 3 2
Cash plus taxes paid by businesses and all in-kind benefits 91 4 5

Comprehensive Household Income Versus
Comprehensive household income adjusted using federal

poverty thresholds 64 8 29
Comprehensive household income adjusted for household size 73 3 24
CBO's historical income measure 78 9 13

Elderly Families

Family Cash Income Versus Household Cash Income 79 6 15

Household Cash Income Versus
Cash plus taxes paid by businesses 95 2 3
Cash plus taxes paid by businesses and nonhealth in-kind benefits 94 2 4
Cash plus taxes paid by businesses and all in-kind benefits 89 10 1

Comprehensive Household Income Versus
Comprehensive household income adjusted using federal

poverty thresholds 45 53 2
Comprehensive household income adjusted for household size 53 45 1
CBO's historical income measure 86 9 5

(Continued)
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Table 3-3.  
Continued

Comparisona
No Quintile

Change

Moving Up
at Least One

Quintile

Moving Down
at Least One

Quintile

Nonelderly Childless Families

Family Cash Income Versus Household Cash Income 72 16 13

Household Cash Income Versus
Cash plus taxes paid by businesses 97 2 1
Cash plus taxes paid by businesses and nonhealth in-kind benefits 95 2 3
Cash plus taxes paid by businesses and all in-kind benefits 92 2 6

Comprehensive Household Income Versus
Comprehensive household income adjusted using federal

poverty thresholds 48 47 6
Comprehensive household income adjusted for household size 56 40 4
CBO's historical income measure 73 11 16

SOURCE: Congressional Budget Office.

NOTES: Quintiles, or fifths, of the income distribution contain equal numbers of people.

Families are people related by blood, marriage, or adoption who live together.  A household consists of the people who share a
housing unit, regardless of their relationships.  A family with children has at least one member under age 18.  An elderly family is one
with no member under age 18 and at least one member age 65 or older.  A nonelderly childless family is one with no member under
age 18 or over age 64.

In cases in which two or more families are combined into one household, each family’s original quintile is compared with the combined
household quintile.  For example, if a second-quintile family joined with a fourth-quintile family to create a middle-quintile household,
the first family would be counted as moving up one quintile and the second family as moving down one.

a. See the text for descriptions of the income measures.
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Table 3-4.  
Distribution of Families Under CBO's Historical Income Measure and the Adjusted Comprehensive 
Household Income Measure, by Income Quintile, 1997 (In percent)

Quintile Based on 
CBO's Historical 
Income Measurea

Quintile Based on Adjusted Comprehensive Household Incomeb

Lowest
Quintile

Second
Quintile

Middle
Quintile

Fourth
Quintile

Highest
Quintile All Quintiles

All Families

Lowest Quintile 18 2 1 * * 22
Second Quintile 3 14 2 1 * 20
Middle Quintile * 4 13 2 1 19
Fourth Quintile * * 4 14 1 19
Highest Quintile 0 * * 2 18 20
All Quintiles 21 19 19 20 21 100

Families with Children

Lowest Quintile 20 2 1 * * 23
Second Quintile 4 16 2 1 * 22
Middle Quintile 0 4 15 2 * 21
Fourth Quintile * * 3 15 1 19
Highest Quintile 0 0 0 2 13 14
All Quintiles 24 22 21 19 15 100

Elderly Families

Lowest Quintile 20 2 * * * 22
Second Quintile 1 19 3 * * 24
Middle Quintile 0 1 16 2 * 19
Fourth Quintile 0 a 1 14 1 16
Highest Quintile 0 0 * 1 17 18
All Quintiles 21 22 21 18 19 100

Nonelderly Childless Families

Lowest Quintile 16 2 1 1 1 20
Second Quintile 3 10 1 1 1 16
Middle Quintile * 5 11 2 1 18
Fourth Quintile * * 4 14 2 20
Highest Quintile 0 * * 4 22 25
All Quintiles 19 17 18 21 26 100

SOURCE: Congressional Budget Office.

NOTES: * = less than 0.5 percent.

Families are people related by blood, marriage, or adoption who live together.  A household consists of the people who share a
housing unit, regardless of their relationships.  A family with children has at least one member under age 18.  An elderly family is one
with no member under age 18 and at least one member age 65 or older.  A nonelderly childless family is one with no member under
age 18 or over age 64.

Quintiles, or fifths, of the income distribution contain equal numbers of people.

Bold numbers indicate percentages of families who are in the same quintile under both CBO’s historical measure and the com-
prehensive measure.

a. Household cash income plus business taxes divided by the federal poverty threshold appropriate for the family’s size.

b. Comprehensive household income (cash income plus business taxes and in-kind benefits) divided by the square root of the number of
people in the household.
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Table 3-5.  
Distribution of Households, Families, and People Under the Adjusted Comprehensive Household Income
Measure, by Income Quintile and Household Type, 1997 (In percent)

Income
Quintilea All Households

Households
with Children

Elderly
Households

Nonelderly Childless
Households

People

Lowest 20 23 17 16
Second 20 22 21 15
Middle 20 21 22 17
Fourth 20 19 20 23
Highest  20  15  21  29 

Total 100 100 100 100

Families b

Lowest 21 24 21 19
Second 19 22 22 17
Middle 19 21 21 18
Fourth 20 19 18 21
Highest  21  15  19  26 

Total 100 100 100 100

Households

Lowest 22 24 21 21
Second 20 22 22 17
Middle 19 21 21 17
Fourth 19 19 18 20
Highest  20  15  18  24 

Total 100 100 100 100

SOURCE: Congressional Budget Office.

NOTES: A household consists of the people who share a housing unit, regardless of their relationships.  A household with children has at
least one member under age 18.  An elderly household is one with no member under age 18 and at least one member age 65 or
older.  A nonelderly childless household is one with no member under age 18 or over age 64.

Comprehensive household income adjusted for household size equals comprehensive household income (cash income plus
business taxes and in-kind benefits) divided by the square root of the number of people in the household.

a. Quintiles, or fifths, of the income distribution contain equal numbers of people.

b. Families are people related by blood, marriage, or adoption who live together.
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Figure 3-1.
Total Effective Federal Tax Rates, by Income Measure, 1979-1997

SOURCE: Congressional Budget Office.

NOTES: Effective tax rates are calculated by dividing taxes by comprehensive household income.

Households are people who share a single housing unit, regardless of the relationships among them. 

Household cash income comprises wages, salaries, self-employment income, rents, taxable and nontaxable interest, dividends,
realized capital gains, cash transfer payments, and retirement benefits.

a. Includes cash income plus business taxes and in-kind benefits.  Business taxes include corporate income taxes and the employer’s share
of social insurance taxes.  Health-related in-kind benefits include Medicare, Medicaid, and employer-paid health insurance premiums.
Nonhealth in-kind benefits include food stamps, school lunches and breakfasts, housing assistance, and energy assistance.

b. Adding nonhealth in-kind benefits to this income measure has virtually no effect on effective tax rates.
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Figure 3-2.
Total Effective Federal Tax Rates, by Income Measure and Quintile, 1979-1997
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Figure 3-2.
Continued

SOURCE: Congressional Budget Office.

NOTES: Effective tax rates are calculated by dividing taxes by comprehensive household income.

Quintiles, or fifths, of the income distribution contain equal numbers of people.

Cash income comprises wages, salaries, self-employment income, rents, taxable and nontaxable interest, dividends, realized capital
gains, cash transfer payments, and retirement benefits.

a. Families are people related by blood, marriage, or adoption who live together.  

b. Households are people who share a single housing unit, regardless of the relationships among them.

c. Includes cash income plus business taxes and in-kind benefits. Business taxes include corporate income taxes and the employer’s share of
social insurance taxes.  Health-related in-kind benefits include Medicare, Medicaid, and employer-paid health insurance premiums.
Nonhealth in-kind benefits include food stamps, school lunches and breakfasts, housing assistance, and energy assistance.

d. Comprehensive household income divided by the square root of the number of people in the household.
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Figure 3-3.
Effective Federal Tax Rates, by Income Measure and Revenue Source, 1979-1997
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Figure 3-3.
Continued

SOURCE: Congressional Budget Office.

NOTES: Effective tax rates are calculated by dividing taxes by comprehensive household income.

Households are people who share a single housing unit, regardless of the relationships among them. Household cash income
comprises wages, salaries, self-employment income, rents, taxable and nontaxable interest, dividends, realized capital gains, cash
transfer payments, and retirement benefits.

a. Includes cash income plus business taxes and in-kind benefits.  Business taxes include corporate income taxes and the employer’s share
of social insurance taxes.  Health-related in-kind benefits include Medicare, Medicaid, and employer-paid health insurance premiums.
Nonhealth in-kind benefits include food stamps, school lunches and breakfasts, housing assistance, and energy assistance.

b. Adding nonhealth benefits to this income measure has virtually no effect on effective tax rates.
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Figure 3-4.
Effective Federal Individual Income Tax Rates, by Income Measure and Quintile, 1979-1997
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Figure 3-4.
Continued

SOURCE: Congressional Budget Office.

NOTES: Effective tax rates are calculated by dividing taxes by comprehensive household income.

Quintiles, or fifths, of the income distribution contain equal numbers of people.

Cash income comprises wages, salaries, self-employment income, rents, taxable and nontaxable interest, dividends, realized capital
gains, cash transfer payments, and retirement benefits.

a. Families are people related by blood, marriage, or adoption who live together.

b. Households are people who share a single housing unit, regardless of the relationships among them.

c. Includes cash income plus business taxes and in-kind benefits.  Business taxes include corporate income taxes and the employer’s share
of social insurance taxes.  Health-related in-kind benefits include Medicare, Medicaid, and employer-paid health insurance premiums.
Nonhealth in-kind benefits include food stamps, school lunches and breakfasts, housing assistance, and energy assistance.

d. Comprehensive household income adjusted for household size equals comprehensive household income divided by the square root of the
number of people in the household.
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Figure 3-5.
Effective Federal Social Insurance Tax Rates, by Income Measure and Quintile, 1979-1997
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Figure 3-5.
Continued

SOURCE: Congressional Budget Office.

NOTES: Effective tax rates are calculated by dividing taxes by comprehensive household income.

Quintiles, or fifths, of the income distribution contain equal numbers of people.

Cash income comprises wages, salaries, self-employment income, rents, taxable and nontaxable interest, dividends, realized capital
gains, cash transfer payments, and retirement benefits.

a. Families are people related by blood, marriage, or adoption who live together.

b. Households are people who share a single housing unit, regardless of the relationships among them.

c. Includes cash income plus business taxes and in-kind benefits.  Business taxes include corporate income taxes and the employer’s share
of social insurance taxes.  Health-related in-kind benefits include Medicare, Medicaid, and employer-paid health insurance premiums.
Nonhealth in-kind benefits include food stamps, school lunches and breakfasts, housing assistance, and energy assistance.

d. Comprehensive household income adjusted for household size equals comprehensive household income divided by the square root of the
number of people in the household.
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Figure 3-6.
Effective Federal Corporate Income Tax Rates, by Income Measure and Quintile, 1979-1997
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Figure 3-6.
Continued

SOURCE: Congressional Budget Office.

NOTES: Effective tax rates are calculated by dividing taxes by comprehensive household income.

Quintiles, or fifths, of the income distribution contain equal numbers of people.

Cash income comprises wages, salaries, self-employment income, rents, taxable and nontaxable interest, dividends, realized capital
gains, cash transfer payments, and retirement benefits.

a. Families are people related by blood, marriage, or adoption who live together.

b. Households are people who share a single housing unit, regardless of the relationships among them.

c. Includes cash income plus business taxes and in-kind benefits.  Business taxes include corporate income taxes and the employer’s share
of social insurance taxes.  Health-related in-kind benefits include Medicare, Medicaid, and employer-paid health insurance premiums.
Nonhealth in-kind benefits include food stamps, school lunches and breakfasts, housing assistance, and energy assistance.

d. Comprehensive household income adjusted for household size equals comprehensive household income divided by the square root of the
number of people in the household.


