
Children’s Allowances and Income-Tested SuPDlements : 
11 

Costs and Redistributive Effects 
by DOROTHY S. PROJECTOR* 

IN THE CONTINUING discussion of poverty 
in the IJnited States it is regularly not,ed, first, 
that children constitute a sizable proportion of 
the poor-about 40 percent, according to the 1967 
count-and, second, t,hat the existing public as- 
sistance programs are not, designed to meet the 
needs of the majorit,y of poor children. Sny 
expansion of the present income-maintenance 
system would probably provide some assistance 
to children, but, it is argued, a program con- 
centrated on children has advantages over other 
types of programs. It, is said, for example, that, 
children% allowances represent an investment, in 
the future and can be effective in breaking the 
poverty cycle. 

Some proposed plans would pay allowances 
to all children and thereby avoid the need for 
a means test; they thus might provide a cohesive 
elemen-unlike other programs t,hat, more clearly 
separate groups on the basis of need. Another 
commonly expressed position is that a children’s 
allowance program already exists in the United 
States in the form of the exemption granted for 
children under the income-tax law but that the 
system is inequitable since it pays the largest 
benefit, to those who need it least and nothing at 
all to those who need it, most,. The tax saving for 
families in the highest tax bracket,, for example, 
amounts to $420-70 percent of the flat $600 ex- 
emption-but there is no tax saving for t,hose with 
no taxable income. 

This nrt,icle presents an analysis of t,he cost,s, 
financing, and effects on the distribution of income 
for four plans that, would make money payments 
to children or to families with children. The 
major characteristics of the four plans selected 
for analysis here are summarized in the table in 
t.he next column. 

* Division of Economic and Long-Range Studies, Office 
of Research and Statistics. The article is adapted from 
a paper giren by the author at the Sixty-second Annual 
Conference on Taxation, sponsored by the National Tax 
Association in Boston, Massachusetts, September 2% 
October 3, 1969. 
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Tax on allowance 

At income-tax rates 
At income-tax rates 
Special tax--~ 

Special tax..-.... 

status Of 
children’s 

exemptions 
Amount of allowance 

$120 per child per year. 
$120 per child per year. 
$500 per year each for 

first 2 family mem- 
bers, $300 for each 
additional member. 

Per child per year: 
1st, $1.400 
26 $W.M 
3d, $600 
4th and subsequent. 

$400. 

1 Children’s allowance plan proposed by James C. Vadakin in Children, 
Poverty, and Family Allowasces, Basic Books, Inc., 1968. 

* Alternative proposal for children’s allowances by James C. Vadakin (see 
footnote 1). 

3 Income-tested supplement for families with children. 
4 Children’s allowance plan proposed by Harvey Brazer in “The Federal 

Individual Income Tax and the Poor: Where Do We Go From Here?” 
California Law Rezaiew, April 1969. 

The arguments just cited in support of pro- 
grams concentrated on children have apparently 
been given different weights in the design of the 
four plans. Plan A pays an allowance to all 
children and does not disturb the existing system 
of tax exemptions for children. Plan B pays 
nllo&mes to all children and concerns itself with 
the equity argument, by advocating the elimination 
of tax exemptions for children. Plan C limits 
payments to families below a stipulated income 
level, thereby emphasizing the objective of break- 
ing the poverty cycle ; it, does not concern itself 
with the arguments about the merits of a uni- 
versal system or the equity of the present income- 
tax system. Plan D also makes significant net 
payments only to families with income below 
specified amounts. 

The amount, of the benefit ranges from a rather 
modest $120 per year for each child under Plans 
h and B to much more substantial amounts under 
Plans C and D. All the plans incorporate a 
method of taxing the benefit that reduces the net 
amount of the payment as family income rises. 
Plan A and Plan B add the allowance t,o taxable 
income, and Plan C and Plan D employ a special 
tax with high marginal rates. The amount of the 
payment is reduced much more gradually under 
Plans A and I3 than under Plans C and D. 

3 



TABLE l.-Components of cost for children’s allowance and 
income-tested snppkment proposals, 106i 

Plan A 

$8.4 

1.4 ~ 

7.1 

7.1 

Plan n 

$X.4 

1.6 
7.5 

-.6 

-.s- 

Plan C 

$8.2 / 
I 

4.0 ~ 

4.2 
1.7 
2. A 

PI~II r) 

%69.3 

54.3 
7.5 
7.5 
2.1 
5.5 

Hecause the fonr plans differ so markedly with 
respect to size of allowance, manner of taxing the 
allowance, and treatment of the tax exemption, 
aggregate costs vary widely-from no net cost 
to more than $7 billion, ilS of 1967. Moreover, 
the patterns of change in disposable income t,hat. 
would result. from introduction of the plans would 
not be the same. Some groups of families would 
be more favorably treated by one plan than by 
another. For each of t,he plans, the cost, and 

effects on the income distribution are analyzed 
here. The data presented show the changes in dis- 
posable income that would result from introduc- 
tion of the plans for families grouped by number 
of children n1~1 by income. The data show which 
groups of families would experience income gains 
and which income losses under each t.ype of plan. 
The mail) charnrteristics of the plans are then 
summarized nnti compared, especially with respect, 
to their overall effect on the distribution of in- 
come. 

PLAN A-ALLOWANCES TAXED AS INCOME, 
EXEMPTION RETAINED 

I:nder Plan A, all children under age 18 would 
receive an allowance of $10 a month. All children 
would be eligible, regardless of the income status 
of their families. The allowance would be supple- 
mentecl by payments under aid t,o families with 
tlependent. children (AFIX) and other assistance 
ljrograms and would be considered taxable under 
the Internal Revenue Code. Tax exemptions fox 
children would be continued. 

An annual allowance of $120 per child, paid 
to the ‘70 million children under age 18 in the 
populat,ion as of 1967, would have cost $8.4 billion. 
011 the basis of 1967 population and income data, 
it is estimated that taxing the allowance under 
the present income-tax rate structure would have 
provided about, $1.4 billion in revenue and resulted 

in a net cost, of $7.1 billion (table 1). Under this 
plan, the net cost would be financed from general 
tax revenues of the Federal Government. 

When the tax on the allowance is taken into 
account, the value of the allowance declines with 
the income level of the family. Table 2 shows the 
amount of allowance, after tax, that families of 
differing size and income level would receive, 
given the 1967 level and distribution of income 
and the present. income-tax structure.l 

Families with one child would receive a11 annual 
allowance after tax of $98, on the average, and 
those with total money income less t,han $3,000- 
who have little or no taxable income-would re- 
ceive $114. Those with total money income of 
~lO,OOO-~15,000, who pay marginal t,ax rates of 
1!)-2t~ percent, would receive $95. St a given 
income level, families with larger numbers of 
children would receive amounts approximately 
proportional to the number of children in the 
family. Thus, families with less than $3,000 in 
income and three children would receive $360, on 
the average. 

Plan A\ may be viewed as a way of changing 
the tax subsidy for a child. The present subsidy- 
that is, the value of the $600 exemption-increases 
from zero for families with little or no income 
to $420 per child for families with income subject 
to the ‘IO-percent marginal t,ax rate. The value of 
the $120 allowance declines with income level from 
$120 per child to $36 per child. Thus the total t,ax 
subsidy for a child would range from $120 when 
taxable income is zero to $456 when it is very 
large. To put, it. another way, the total tax sub- 
sidy under this proposal is equivalent, to exempt- 
ing $1,337 of income from tax for those in the 
14-percent marginal tax bracket, and exempting 
$651 of income for those in the 70-percent bracket. 
The uniform exemption of $600 per child is, in 
effect, being supplemented by an exemption that- 
vanishes in part as income rises. 

The figures in table 2 represent increases in 
income that, families with children would experi- 

1 For purposes of this article, families and unrelated 
individuals are erouned in the tables by the amount of 
their total money income in 196’7, as reported in the 
March 1968 Current Population Survey by the Bureau 
of the Census. Total money income includes wages and 
salaries, income from self-employment, dividends, inter- 
est, public and private pensions, public assistance pay- 
ments, and other periodic payments received by the 
family. 
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TABLE 2.-Average amormt of allowance less tax for families and unrelated individuals under Plan A and Plan C, bp total mane) 
income in 196i 

Total Families having specified number of 
families and related children under age 18 Families with 

no children 
unrelated -~-~~~~-~~-~ 

individuals 1 1 2 1 3 1 4 1 5ormore a::d%%d 

Elan A 

ence from t,he allowance less tax but do not take 
into account the decreases in income that would 
result from financing the program. In this analy- 
sis it, is assumed that the revenue needed to finance 
the programs would be raised by a surtax on 
Federal personal and corporate income-tax lia- 
bility. The $7.1 billion cost of Plan A would have 
required a surtax of 7.4 percent in 1967. 

income-tax liability would result in price increases 
sufficient. to raise corporate profits before tax by 
one-third of the amount of the surtax. Thus cor- 
porat,e profits after tax would decline by two- 
thirds of the amount of the surtax. 

The surtax would affect the disposable income 
of families and unrelated individuals in several 
ways. The surtax on personal income-tax liability, 
which would yield about two-thirds of the amount 
needed, would increase the income taxes and thus 
lower the disposable income of all families and 
unrelated individuals with taxable income. 

The surtax on corporate income-tax liability 
would lower corporate profits after tax and hence 
lower dividend income and retained corporate 
profit,s. It is usually assumed in analyses of this 
type, however, that such a surtax would lead to 
higher prices for goods and services and that 
corporate profits after tax would thus not decline 
by the full amount of the surtax. As in earlier 
studies,2 it is assumed that the surtax on corporate 

Price increases affect disposable income by 
lowering t,he real value of consumption. All fami- 
lies and un’related individuals would therefore 
experience some decline in real disposable income, 
wit,11 the decline measured by a tax on their con- 
sumption expenditures sufficient to raise one-third 
of the corporate surtax. The decline in corporate 
profits after tax would result in decreases in 
dividend income and in retained corporate profits 
and t,hus lower the disposable income of all fami- 
lies and unrelated individuals receiving such 
income. The combined amount of the tax on per- 
sonal income-tax liability, on consumption, and 
on dividends is shown in table 4 for all families 
and unrelated individuals. The t,ax on retained 
profits is not reflected in t,he figures in table 4 
because the income data from the Bureau of the 
(‘ensus do not include a measure of retained 
profits. 

L See Benjamin Bridges, Jr., “Current Redistribution 
Mfects of Old-Age Income Assurance Programs,” Old-Age 
Income Assurance. Part II: The Aged, Population arul 
Retirrment Income Programs (Joint Economic Com- 
mittee Print, QOth Cong., 1st wss.), December 1967, 
pages Q&176, and the references therein. 

Deducting the average surtax shown in table 
4 from the average amount of allowance less tax 
(table 2) y’ Id le s an approximation of the overall 
change in disposable income for families and 
unrelated individuals t,hat would result from the 
int,roduction of Plan A. These figures are shown 
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TABLE Y.-Average amount of allowance less tax and less value of exemption for families and unrelated individuals under Plan B 
and Plan II, by total money income in 196i 

Total money iucorne 
Total 

families and 
unrelated 

individuals 

Families having specified number of 
related children under age 18 Families with 

no children 

1 1 2 1 3 1 4 /m;r; a::d?%%d 

-2 
-22 
-42 
-83 

-226 

71 

-i 
-18 
-32 
-63 

-176 

178 
12 

-11 
-35 
-61 

-122 
-352 

315 
37 

-10 
-47 

-Gi! 
-527 

431 
126 
-3 

-57 
-118 
-254 
-685 

265 I 790 

::;.I 621 249 
-66 -20 

-105 -56 
-134 -82 
-252 -176 

in table 5 by size of tot,al money income for vari- 
ous groups of families and individuals. Table 6 
relates this dollar change in disposable income 
to t,he amount, of disposable income before intro- 
duct,ion of the program (table 7). 

Under Plan A, most, families wit,h children 
would experience an increase in disposable income 
even after the surtax is taken into account (see 
tables 5 and 8). To put, it another way, the pro- 
gram would be paid for largely by families wit,h 
no children and by single persons. 

The change in disposable income for families 
in the lowest income bracket (under $3,000), 
where the amount of t,he surtax is small, differs 
little from the allowance less tax, and the increase 
is roughly proportional to the number of children. 
Thus disposable income rises by 6 percent, fol 
one-child families, 13 percent. for t,wo-child fami- 
lies, 19 percent for three-child families, and so 
on-as table 6 shows. At a given level of t,otal 
money ‘income, however, the surtax declines with 
increase in family size (table 4). Hence, at, higher 
levels of income where the surtax becomes sub- 
stantial, the increase in disposable income per 
child is larger for large families than for small 
families. Families with income of $5,000~$7,000 
and with one child would receive, for example, 
an income increase of $49, but the increase would 
be $156 ($78 l)er child) for families with t,wo 
children, $263 ($88 per child) for those with 
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$176 
~-- 

1,315 
985 
372 

-72 
-133 
-186 
-378 

$151 $189 $399 

1,623 1,993 2.768 
1,164 1,202 1,512 

384 427 517 
-146 --221 -349 
-223 -327 -487 
-308 -440 -661 
-594 -806 -1,286 

three children, and $373 ($94 per child) for t,hose 
with four children. 

PLAN B-ALLOWANCES TAXED AS INCOME, 
EXEMPTION ELIMINATED 

In his study of children’s allowances, James C. 
Vadakin noted three alternatives to his proposal 
to consider the allowance as taxable income and 
retain the children’s exemptions. Under these 
three alternative approaches to the relation be- 
tween :I children’s allowance program and the 
existing income-tax struct,ure, the allowance could 
have been : 

Cl) excluded from taxable income, with present 
exemptions for children retained : 
(2) excluded from taxable income, with exemptions 
reduced or eliminated: or 
(3) made subject to taxation, with exemptions 
eliminated. 

He concluded that, the plan “which has been 
chosen is considered preferable in terms of the 
so&o-economic effects which itI would produce, its 
costs, and its political feasibility.“Z 

Ils shown in the discussion of Plan 3, the 
calloice of taxing the allowance and retaining the 
exemptions would result, in a tax subsidy that, 
increases with income level from $120 per child 

:( .Tames C’. Tadakin, Ckildrcn, Poverty, nnd E’anzilfl 
.IIlowcc~~wx, Ihsir Rooks. Inc., 1068, pages 188-89. 

SOCIAL SECURITY 



TABLE 4.-Average amount of surtax paid by families and unrelated individuals under four plans, by total money income in 1967 

’ Less than 8MO. 

for families with little or no taxable income to 
$456 per child for families with income subject 
to the 70-percent marginal tax rate. 

The first alternative would also result in a tax 
subsidy, increasing with income level from $120 
per child to $540 per child over the same income 
range. Neither Plan A nor this first alternative 
would t,herefore satisfy t,hose who argue that the 
tax subsidy to upper-income families should not 
exceed the subsidy to lower-income families.4 

1 For a discussion of the rationale for children’s exemp- 
tions under the income tax, including a discussion of the 
position that the size of exemptions should increase with 
income level, see Harold M. Groves, Federal Taa: Treat- 
ment of the Family, The Brookings Institution, 1963, and 
Richard Goode, The Individzc.al Income Tax, The Brook- 
ings Institution, 1964. 
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The third alternative would satisfy that argu- 
ment, however. Data for this type of program 
have been prepared and are discussed here and 
included in the tables as Plan B. (A plan paying 
an allowance of $120 to each child with no tax on 
the allowance and retention of 80 percent of the 
exemption would be exactly equivalent to Plan A. 
In general, any plan with an allowance of $600 
a year or less that retains the exemption and taxes 
the allowance may be alternatively stated as a 
plan that retains part of the exemption and does 
not, tax the allowance. Hence, the second alterna- 
tive does not seem to be a real one.) 

Under Plan B-the modified form of Plan A- 
the gross cost of the allow&e would be the same 
as the cost under Plan A. Elimination of chil- 

7 



TABLE R.-Average amount of change in disposable income for families and unrelated individuals under four plans, by total 
money income in 1967 

Plan c 

t7 

426 

4 
-30 
-49 

-2 

$12 ___- 
573 
fm 

-15 

-ii 

-4 

$33 -- 
714 
231 

-13 
-24 
-42 

-% 

929 
421 

-10 

-ii 

--2 

$318 433 

1.490 -2 
819 -11 
195 -22 

-16 -34 
-34 -57 

--Es? -114 -334 

Plan D 

--___ 
E 
139 

-132 
-211 
-346 
-949 

___~ 
784 1,309 1,619 1.93E 2,764 

E 3 1.139 342 1,181 1,493 477 
-1: -136 

1% -1.624 1:; 

-210 -325 2 -429 -580 -413 

-503 -642 -1,235 -1,421 --2,% 

-2 
-43 
-67 

-112 
-225 
-754 

1 Less than &MO. 

dren’s exemptions would, however, increase tax 
revenues by $7.5 billion. This amount, combined 
with the revenue from t,he allowance tax of $1.6 
billion would result in a t,ax recovery of $9.1 
billion.” The net effect of this program, therefore; 
would be to increase tax revenues by somewhat 
more t,han its cost (table 1). 

When the tax on the allowance and the value 
of the exemption loss are taken into account, more 
than half the families with children would experi- 
ence a decline in income as a result of the pro- 
gram, as tables 3 and 8 show. The value of t.he 

exemption begins to exceed the amount of the 
allowance less tax for families with incomes as 
low as $3,500. Families with one child in the 
$5,000-$7,000 income range would pay $107 more 
in income taxes, on the average, because of the 
$600 exemption loss and would pay $22 allowance 
tax. The result would be a decline of $9 in dis- 
posable income. 

9 The aggregate amount of tax on the allowance under 
the modified plan is slightly larger than that under Plan 
-1 because loss of exemption increases taxable income 
and hence increases matginal tax rates, 

The larger family is heavily benefited by the 
present tax exemption. Such families in the 
middle- and upper-income range would therefore 
experience greater declines in disposable income 
than smaller families if exemptions were elimi- 
nated. 

The overall change in disposable income, shown 
in table 5, incorporates an income-tax reduction of 

8 SOCIAL SECURITY 



TABLE 6.-Percentage change in income after federal income tax liability for families and unrelated individuals under four plane, 
by total money income in l96i 

Total money income 

- 

/ Total 
families and 

unrelated 
individuals 

Families having specitled number of 
related children under age 13 Families with 

no children 

1 j 2 / 3 i,,,,,,,, *!:d%%:d 

- 

Plan A 

0.2 -0.2 1.0 2.1 
__-- ---- 

3.1 6.2 13.0 
2.1 2.0 4.7 ‘t:: 
1.4 .Q 2.8 
.8 .2 1.6 2: 

(9 3 

-20 -2.4 

.6 1:6 

-2:s Q -2 -1:: 

3.6 

25.1 
10.8 

::i 
2.5 

-1:: 
I 

Plan B 

6.6 -1.4 
-~____- 

39.4 -. 4 

17.6 10.3 -3 

E 
1:s 

-1.2 -1.4 
-1.8 

-1.6 -3.2 

(9 -0.1 -0.3 -0.4 
~~~- 

3.0 4.1 10.1 17.0 
.8 .2 .4 1.0 

(9 -.l -.l -.l 

-.2 -.l 
-. ; 

-. ; 
-. 1:; -:‘j 

1::: 
-1.0 

-.5 -. 3 -.Q -1.4 

-0.2 0.8 0.1 

---g 22.8 
3.2 (‘I .l 

(9 17 

-2 -1:: 
:: 

-1.3 -2.0 :: 
-1.9 -2.7 .3 

Plan c 

I I I 
0.1 

8.0 
2.0 

--.2 
-. 4 
-.5 

-1:: 

0.4 
-- 

36.5 
5.8 

-.2 
-. 3 
-.4 
-.5 
-.Q 

1.1 

49.1 
10.6 
-. 
-. i 
-. 4 
-.5 
--.Q 

Plan D 

1.2 0.9 1 1.0 1 0.7 1 

44.8 
15.8 
3.8 

-1.1 
-1.5 
-1.7 
-2.5 

:::; 
2:: 
-2.2 
-2.3 
-3.2 

3.9 -0.5 
-~~ 

2 -.l 

3:a 1:: 
-.2 -.5 
-.3 -.5 

-1:: -1:2 7 

3.8 -1.1 

150.3 
“E 

-. i 
-. -.8 

-5.1 -5.3 -1:; 
-4.9 -1.3 
-5.7 -2.3 

1 Less than 0.05 percent. 

$600 million under procedures similar to those 
outlined for the tax increase-that is, income-tax 
liabilities were reduced in proportion to existing 
liabilities and price decreases were assumed to 
account for one-third of the reduction in corporate 
tax liability. The reduction in taxes does not 
change the general conclusion that families with 
children and with incomes of $7,000 or more 
would experience declines in income as a result of 
Plan B. 

PLAN C-INCOME-TESTED SUPPLEMENT 

,411 families with children and with income be- 
low a stipulated amount would be eligible for 
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benefits under an income-tested supplement pro- 
gram such as the Administration-sponsored 
family assistance plan. A program of this general 
character is considered here as Plan C. 

Under Plan C the payments would be $500 a 
year for the first two members of a family and 
$300 for each additional member. The benefits 
would not be considered taxable income under 
t,he Int.ernal Revenue Code, and children’s exemp- 
tions would be continued. As the family’s earn- 
ings increased, the benefit would be reduced, how- 
ever. Families could earn as much as $720 a year 
without loss of benefits, but above that amount 
t,he benefit would be reduced 50 cents for every $1 
of earnings until it reached zero. Thus, families 
with one adult and one child and with earnings 



TABLE 7.-Average income after federal income tax liability-families and unrelated individuals by total money income in 1967 

Total Families having specified number of Families with 
families and related children under age 18 no children 
unrelated 

individuals 1 j2/3 4 
I I 

-- and unrelated 
5 or more individuals 

less than $2,720 would. receive some benefit, and 
families wit,h t,wo adults and four children and 
with earnings below $5,120 would also receive 
some benefit. 

To prepare the estimates for this plan, several 
assumptions were made : 

(1) The payment to husband-wife families with no 
outside income was taken as .$l,OOO plus $300 for 
each child under age 18 (with no payment to other 
family members such as children aged 18 or older 
and still living at home). In other types of families, 
the benefit was taken as $1,000 for a family with one 
child under age 18, $1,300 for a family with two 
children, and so on. 
(2) Families receiving AFDC payments-about 1.2 
million-were distributed among family-size and in- 
come groups in a manner consistent with late 1967 
information on the number of children in families 
and with an aggregate cost of $2.2 billion in 1967. 
In making the estimates it was assumed that fami- 
lies receiving AFDC payments that were smaller 
than those they would receive under Plan C would 
get an increase in disposable income amounting to 
the difference between their benefit under Plan C 
and their AFDC payment. Families with AFDC 
payments larger than those they would be eligible for 
under Plan C would experience no change in dis- 
posable income. To avoid a decline in income for 
these families, Plan C payments wnultl have to be 
supplemented. 
(3) Families not receiving AFDC payments were 
assumed to have the Plan C benefits provided under 
the rule given in (1) above, and the benefit was 
reduced on the basis of the family’s total money 
income for 1967, as reported in the March 1968 
Current Pnpulatinn Survey. The estimates incor- 
porate the assumption that families retain the first 
$720 of annual income with no reduction in benefit 
nnd that the benefit is reduced 50 cents for every 
$1 of income in excess of $720. Thus a family could 
receive $720 z year in social security benetlts or other 
unearned income without loss of benefits. 
.(a) Income-tax liability is forgiven in such a way 
that the marginal tax rate does not exceed 50 percent 
for families receiving the income-tested supplement 
and for families with income slightly above the level 
at which the supplement reaches zero (the break- 
even level). 

I’nder the income-tax structure in existence in 
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1967, families who are eligible for an income-tested 
supplement may also be liable for income tax. The 
result is that the marginal tax rate may exceed 50 
percent because the family loses 50 cents in benefit 
for every $1 of earnings and also pays 14 cents in 
income tax out of each $1 of earnings. For such 
families the estimates presented here assume that 
income taxes are completely forgiven. For families 
with income slightly above the break-even level, the 
estimates assume partial forgiveness of income-tax 
liability.6 

On the basis of these assumptions and 1967 
populatjion and income data, the aggregate cost 
of the income-tested supplements under Plan C 
is estimated to be about $2.6 billion. The cost 
to the Federal Government is slightly higher 
than $2.6 billion because of some shift in welfare 
costs from State and local governments. For both 
Plan C and Plan ID, where there is a similar 
problem, the cost of new benefits, rather than t,he 
cost, to the Federal Government, was assumed to 
be financed by the surtax on Federal personal and 
corporate income-tax liability. A preferable pro- 
cedure would have involved financing the cost to 
the Federa,] Government in this manner with 
some offset from forgiveness of State and local 
taxes. 

Benefits under Plan C would be concentrated 
on families with incomes less than $3,000, though 
larger families with somewhat higher incomes 
would also receive sizable supplements (table 2). 
With the surtax taken into account, families with 
one child and less than $3,000 in income would 
receive a 24-percent, increase in disposable income, 
on the average; those with three children, a 39- 
percent increase; and those wit,h five or more 
children, an til-percent increase (table 6). 

Al1 families without, children, all single persons, 
and most middle- and upper-income families with 

6 For a discussion of this problem, see James Tobin, 
Joseph Pechman, and Peter Mieskowski, “Is a Negative 
Income Practical?” Yale LUW Jour?~~l, November 1967. 
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TABLE S-Families and unrelated individuals by total money income in 196f 

Total Families having specified number of Families with 
Total money income families and related children under age 18 no children 

unrelated 
individuals ----;-j-T 3 1 4 1 5 ormd B!:d%%%d 

Number(inthousands).-..~~~~~~~~..~~~~..~ -.~~.~~~~~... 62,948 9,154 8,756 5,453 2,984 2,671 33,930 
-__ 

Percent...-. ~~~~~~~~~~~~~~~~~~~~~~~~ ...~~ ~~~~~.~~~~~.~~.... loo.0 loo.0 lCnl.o 100.0 100.0 100.0 loo.0 
--~ -__ ------ 

21.7 10.3 7.2 7.3 8.3 11.9 32.8 
13.8 11.5 10.2 9.6 11.2 15.9 16.1 
15.4 16.6 16.7 17.2 18.5 16.9 14.0 
20.8 25.2 28.2 27.9 27.5 25.3 15.7 
13.4 24.0 25.3 25.4 22.7 20.4 13.5 
7.3 10.0 9.8 10.1 9.6 7.2 6.3 
2.0 2.4 2.6 2.6 2.1 1.9 1.7 

children would experience declines in disposable 
income as a result of the program. On the aver- 
age, the declines would be small in relation to 
income-1 percent or less of disposable income- 
but. for part,icular families, especially high-income 
families, the percentage decline would be larger. 

One more child would add $300 to the family’s 
benefit, when income was very low. At somewhat 
higher incomes, however, the large family could 
receive more than a small family does for an 
additional child. This difference occurs because 
the benefit, reaches zero at a lower income level 
for the small family than for the large one. For 
example, husband-wife families with one child 
would not receive any net benefit if their income 
was $3,320 or larger; families wit,h t,wo children 
would continue to receive benefits until their in- 
come was $3,920 or larger; and those with three 
children would get their benefits until income was 
$4,520 or larger. Thus at income of $3,720, the 
family with one child would receive zero benefit; 
t,he family with two children, $100 ; and the family 
with three children, $400. To put it another w.ay, 
t,he increment, for t,he second child would be $100 
and for the third child $300. Table 2 shows this 
effect for families with income of $3,000~$5,000: 
For families with one child the average benefit is 
$28 ; for two-child families, it is $97 ($48 per 
child) ; for three-child families, $234 ($78 per 
child) ; and for four-child families, $424 ($106 
per child). 

PLAN D-ALLOWANCES SPECIALLY TAXED 

Under Plan D, an annual allowance would be 
paid to all children under age 18, as follows: 
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70,119 , 9,154 / 17,512 / 16,359 1 11,936 1 15,597 / ~.~ 

First child, $1,400 ; second child, $900 ; third 
child, $600; fourt,h and subsequent children $400. 
The allowance would not be taxable income but 
would be subject to a special children’s allowance 
tax. Children’s exemptions under the regular 
income tax would be eliminated. The program 
would replace AFDC, t,hough it is assumed that 
no assistance recipient would experience a decline 
in income as a result of t,he introduction of the 
program. 

The special tax would reduce the allowance as 
the family’s income increased, but all families 
would receive an allowance after tax of at least 
O-percent, of the gross allowance. The special tax 
as a percentage of the allowance would increase 
with income, up to 95 percent at about $8,000, 
and is the same for families of all sizes. The 
rate at which the allowance would be reduced for 
every $1 of income would first increase and -then 
decrease with income level and, for a given income 
level, increase with the number -of children in the 
family. For example, the $1,400 allowance for 
the married taxpayer with one child would be 
reduced 15 cent,s for every $1 of income less than 
$2,000, 19 cents for the next $4,000 in income, and 
13.5 cent,s for the next, $2,000, until the allowance 
after tax reached $70 at an income of $8,000. The 
$2,900 allowance received by a married taxpayer 
with three children would be reduced by 32 cents, 
40 cents, and 25.7 cents, respectively, for every $1 
of income throughout these ranges, until the al- 
lowance was reduced to $145 at income of $8,000. 

The estimated gross cost of paying the allow- 
ance to the 70 million children counted in 1967 
is $69.3 billion (table 1). On t,he basis of 1967 
population and income data, it is estimated that 
revenue from the special children’s allowance tax 
would have amounted to $54.3 billion and revenue 
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from eliminating t)he exemptions would have been 
$7.5 billion. Because it is assumed that the plan 
would replace the AFDC program, which was 
costing slightly more than $2 billion in 1967, the 
net amount of t,he new benefits under Plan D 
would have amounted to about $5.5 billion in 
1967.’ The cost to the Federal Government. would 
have been somewhat higher because of the shift 
in ,4FDC cost from the States. As noted in t’he 
tliscussion of Plan C-the income-tested supple- 
ment, program-the net cost of new benefits was 
assumed to be financed by the surtax on Federal 
personal and corporate income-tax liability. 

When the allowance tax and the exemption 
loss are taken into account, families with children 
and with income less than $7,000 would receive 
an increase in disposable income as a result of 
Plan D (table 3). The value of the exemption 
begins to exceed the allowance less tax at income 
around $7,000, so that most, families with children 
and with income of $7,000 or more would experi- 
ence declines in disposable income as a result of 
the program. Ss noted for Plan R-the program 
with allowances taxable as income and the exemp- 
tions eliminated-the exemption loss means especi- 
ally large income declines for larger families in 
the middle- and upper-income range who are 
heavily benefited by the present exemption. 

Data on t,he overall change in disposable in- 
come after the surtax is taken into account are 
given in tables 5 and 6. Families with children 
and with less than $3,000 in income would receive 
substantial increases in income: 45 percent, for 
the one-child family, 87 percent for the three- 
child family, and 150 percent for the family wit,h 
five or more children. Middle-and upper-income 
families with children would experience declines 
in income ranging from 2 percent to 6 percent,, on 
the average; for those without children, the de- 
clines would average l-2 percent. 

The benefit schedule under Plan I> would pro- 
vide for a declining allowance per child: $1,400 
for the first child and $900 for the second. The 

T See Harvey Brazer, “The Federal Individual Income 
Tas and the Poor : Where Do We Go From Here?” (Cali- 
fornia Law Review, April 1969), who estimates that the 
cost of this program would have been $7.6 billion on the 
basis of 1966 income and population data. The $2 billion 
difference between 1966 and 1967 in the estimate of cost 
results largely from an increase in the estimate of the 
children’s allowance tax-from $52.1 billion in 1966 to 
$54.3 billion in 1967. 

benefit per child for large families is thus smaller 
than that, for small families when t.he family’s 
income is very low. Moreover, the special tax that, 
reduces the allowance by the same percentage for 
a11 family sizes, at a given income level, assures 
that, the benefits per child are smaller for the 
large family throughout the income scale. 

Because the value of t.he children’s exemption 
is approximately proportional to the number of 
children above the lowest income levels, the net 
effect of this type of plan is to remove a subsidy 
that is proportional to the number of children in 
the family and to replace it with a subsidy less 
than proportional to that number. 

SUMMARY COMPARISON OF THE FOUR PLANS 

Plan A would pay the smallest, allowance per 
child and have the largest cost. It would result 
in modest income increases for most families wit’11 
children. 14t middle- and upper-income levels, 
larger families would receive somewhat, larger 
increases per child than would smaller families. 

Pl an D would pay the largest allowance per 
child and ranks second in terms of cost. The 
special allowance tax that reduces t,he allowance 
at, high marginal rates as income rises and the 
elimination of exemptions keep the cost low in 
comparison with Plan A. 

Plan D would result in substantial income 
increases for the roughly one-half of the families 
with children and with income less than $7,000. 
The allowance schedule and the method of taxing 
the allowance assure that the overall increase in 
disposable income per child would be smaller fol 
large families than for small, at a given income 
level. About one-half of the families with chil- 
dren would experience declines in income through 
this t,ype of plan, and the declines would be ltrger 
for large families than for small, at, a given in- 
come level. 

Plan C-the income-tested supplement pro- 
gram-ranks second in terms of size of allowance 
and third in terms of total cost. Although there 
is no tax recovery from elimination of exemptions, 
the cost of Plan C is less than that of Plan D 
because t,he allowance is less and beca,use as in- 
come rises above $720 the allowance is generally 
reduced at a higher marginal rate under Plan C 
than under Plan D. 
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Under Plnn (!, most families with children 
and with income less than $3,000 and many with 
income as high as $5,000~$6,000 woultl recei\-c 
benefits. The allowance schedule adds $300 for 
each child at low inconic levels! but as inconir 
rises the net benefit per child for the large family 
exceeds that for the sn~all family. Families wit11 
children and wit11 inconle of $7,000 or more would 
experience declines in tlislmal~le income, \vitll the 
largest declines for the sninller fanlilies. 

ENABLE !).--Cumulntive distribution of aggregate disposable 
mcomc t)y income irnt,hs, 1067: comparison of wtual distri- 
hIltion with folw hypothetical distriblltions 

Families and unrelsted 
itldividuols rnuked by 

size 01 disposnhle income 

Plan 13, 1)roviding allowmc*es taxable as ii)- 
come ant1 eliniinating exenlptions, would increase 
tnx rerellue about $600 nii!lion illore tliaii iti: 
gross cost. Faniilies wit11 cllildreli mid with iii- 
come less than $5,000 would receiyc modest in- 
creases in inronie, hut fanlilies above that inconie 
level wonld exl)erieiice sonle decline. The income 
decreases are largest for families with several 
children. 

Plan 1) 

1.4 
4.5 
9.6 

16.4 
24.5 
33.x 
44.6 
57.5 
73.0 

On tlic basis of the tlatx ljresent ed thus far, 
it is clear tllitt all four l)l:nls woultl redistribute 
income from iipper to lower income units and 
hence would more the distrihntion of income 
towibrd iL greater equality. ‘I‘0 ljrovide some iii- 
dicntion of 110~ nlncli of 2 shift would occur aid 

how the l)laiis conipre in this respect, the groiil) 
d:Lt:L 011 tliSl)OSal)le inconre before illltl itftel. intro- 
duction of the l)lnns llave been iisc~l to estimate 
T,orenz (‘1ll’VW tlJ:It SllOW 1lOW liLr@? i\ Shin Of 
i1ggrepte income is received by any given per- 
(Wltilge of families with tlic Sllli~llt3St incomes. 
Such :I mewwe is widely used iIS iI11 indicator of 
the degree of WllliIlity in the distrilmtioli of iii- 
volne and as a \\eiIv of coinparing distributions 
for difierent times iillti places. It is used here 
to compare the iLCtll>tl distribution of diSpOSi%ble 
income ill 196S illld the four hypothetical dis- 
tributions tht would IlilTt? resulted if these pro- 
@XlllS had been introduced. 

trihitioir of income. (( +eneraIly speaking, ils the 
tlisti*ihitioi~ of iiiconle beconies niore equal, the 
SllillI? of inconle received by units with the sniall- 
est incomes nmTes closer t 0 the proportion of 
units ill that class.) Plan T) iucreases the share 
of the lowest 10 percent from 1.3 to 1.4 percent, 
the lowest 20 percent froni -4.1 to 4.5 percent, tlw 
lowest 30 percent from 8.7 to $1.6 percent, and so 
011. 

Wllen Sin~ili~r methods nre used to evaluate 
tlie other 1)1iIJlS, PliUl 13 is found to result in 
tlw least morenlent towwd equality. Plan C in 
~Ollll~i~l’iSOll with Plan A shows larger shares 
for the lowest fiO l)ercent and by a suninmry 
measure of the TAorem curve such as the Gini 
coefficient would undoubtedly show a greater 
1~wwnient tow:wd equality than Plan A does. 
Wius, thoiigli all four plans would result, in some 
nl0wnle;if toward n more equal distribution of 
inconie, the general sllape of the distribution 
is little changed, eren by the phii wit11 the 
pf?ilt4?St effect--l’liIlJ I). 

TECHNICAL NOTE 

Colnnin 1 of table 9 shows the estinia~ed dis- 
tribution of :IgglY?giLte tlispos:lble income iu 1967. 
,\ccordiiig to this estimate, the 10 percent of 
families and unrehted individuals wit11 the 
lowest income received 1.3 perccut of nggreglte 
disposable incoine, the 20 ljercent with the lowest 
incomes received 4.1 percent of the :Igpegilte, 

and so on. 

The popul:ltion of families and unrelated indi- 
vidu:Lls w:ls divided into the following groups : 

Coluiniis 2 through 5 show t lit distributions 
that would have resulted front introduction of 
the font plms discussed here. Pln11 7) would Ilaw 
effected the greatest n~ovemenf toward equal dis- 

JLalr head, wife iresent with- 
One child 
Two children 
Three children 
Four children 
Fi\e or more children 

Other male head or female head with- 
One child 
Two children 
Three children 
Fonr children 
I’iw or more children 
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Male head, wife lwesent, no vhildrerl- 
Head under age 63 
IIead aged GG or over 

.\I1 other fnxnilies 

III formal ion 011 tile dislrilnrtion of units in 
these gronI)s by totiti n~oney income was ;ivnilnble 
fr0lrl d:Lt:L 1)ublislied by tlie Illl~eiLlL of tile (“ellSUS, 

in “Inc’ome in 1967 of Fxmilies irr the United 
States,” Put~wn~t YopuIntion /c’eprts (Series P-60, 
So. 59, 1969) and from special tablnntions tli:Xt 
wc~w included iii tlir (‘~~rreiit I’opulntion Survey 
for March i968. 

J3ritlGn each of these 15 groups estimates of 
income subject to Federal individual income tiXX 

illl(i of tax liability were prepared for units in 
each total money inconre class. All income wxs 
considered subject to tnx except the public as- 
sistance payments received by LW1>(‘ families 
:riitl air estinrnte of tax-exempt income received 

by units nit11 Ilead >Iged 65 years 01’ over. Tax- 
able income was derived frorn total money income 
by using the minimum stnndnrtl deduc,tion foi 
lmits at, low income levels and by assuming that 
deductions :wlounted to ;L percentage of total 
money income at higher income levels-15 per- 
cent for married taxpayers, 1:3 percent for head 
of household returns (groups G-10 and 13), and 
17 percent, for single persons. These percentages 
were based on the relation bet,ween deductions 
>Lud adjusted gross income shown by the 1WX 
Statistics of Income of the Internal Revenue 
Service. Except for the open-end classes, all 
units in each total money-income class were 
assumed to have income equal to the midlwiut oi 
the class. 11 figure of $750 was used for lmits 
with less than $1,000 income ; $100,000 for units 
with income of $50,000 or more and head aged 

A5 years or more ; nnd $72,000 for other units 
with income of $50,000 or more. 

The estimates of taxable income and of tax 
liability served as the basis for estimating the 
:~llowance tax under Plans A and B, the value of 
dependents exemptions, and the surtax on per- 
sonnl income-tax liability. The allowance tax 
under Plan (’ and Plan T) was estimated on the 
I):rsis of total money income. TXstributive series 
on c~ousumI)tion expenditures and on dividend 
income needed for the rst,imntes of surtax on 
cwrporate income-tax liability were developed 
from the Survey of Consumer Expenditures, 
1960-61, conducted by the Ijepartment of hgri- 
culture am1 the I>epartnrent of T~hor, and from 
the 1966 i\‘tfltistics of Zncmtze. 

‘rot irl money incwme reported in the Current 
l’opulnt ion Survey aggregates to less than the 
comp:wable total in the National Income and 
Product ,~ccounts of the I)epartment of (:orn- 
nlerc*e-about $5~ hillion on the method used 
here, compared with about $565 billion for the 
national iLWOlllltS. This is the usual result in 
comparing iucorne aggregates based on cross- 
section data with other aggregates, and it is 
usually :issumed that. the “missing” income is 
concent IXted iii the upper-income brackets. I3e- 
cause of the understatement of income and be- 
c:\use total mouey income does not include capi- 
tal g:LiIlS-ilrr irnportnnt source for upper-income 

units-the estimates of taxable income and of tax 
liabilit.y for upper-income families may be too 
low. On the other hand, the estimates of tax 
liability totaled $64 billion, compared with $63 
ltilliou in income tax after credits shown by the 
preliminary 196i ~Stcr.ti.stks of Zncmnr. Hence the 
suggestion is that the estimates of tax liability 
for units iu the lower-awl-middle-income range 
may be too high. 
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