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SPONSOR STATEMENT

DATE: February 17, 1992 N

BY: Representative Loren Leman

SUBJECT: HJR 70: Resolution Urgin<”Zongress to Amend the
Tax Code

The tax burden for working and middle class families, especially
young families, has grown heavier over the past 40 years.
Although they disagree on methodology for change, President Bush
and Congress agree that something needs to be done. Families
with children are overtaxed and need a break from the inflation-
driven tax increases that have fallen disproportionately on them.

HIJR 70 urges Congress to promote parental child care and increase
the personal exemption by amending the Tax Code. This is a pro-
family proposal that has bipartisan support in our Legislature
and in Congress.

One element of this resolution is a parental child care exemption
for the services of a parent who stays at home to care for at
least one child under the age of 13. The increase 1in spendable
income would be a big help to many families.

Current tax law allows for a credit of up to $4,800 to offset
expenses Tfor child care services provided by others. However, no
deduction or credit is allowed for parents who surrender
opportunities for a second income outside the home by staying at
home to care for their own children.

According to the U.S. Census Bureau, 47 percent of American
children under the age of five are primarily cared for by their

mothers at home. Eight percent of children under five are cared
for by both parents who work shifts and share the care
responsibilities. Another five percent of children have mothers

working for pay at home and caring for them.

During the last thirty years, we have seen tremendous changes 1in

the composition of our families. These changes have certainly
influenced juvenile crime, suicide, welfare payments and
educational failures. Although some of these developments may be

largely a result of a changing culture, many recent studies
demonstrate the close relationship they have with the absence of
parents from the home.
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A second element of this resolution is an increased personal
exemption for children. President Bush proposed an increase of
$500 in this exemption during his State of the Union address.
Other proponents of tax reform have suggested even more
significant changes.

Helping parents give their children a better life by allowing
thrun to keep more of their earnings is one of the best things we
can to strengthen families. Families, after all, are the most
basic structure of society and their protection should be the
highest objective of social policy.

Passage of HJR 70 will show the Legislature®s support for this
protection.
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FAMILY TAX ALLOWANCE n
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In general, a taxpayer is allowed a personal exemption for himself, his spouse, and for each
dependent. Personal exemptions are allowed as deductions in computing taxable income. The amount
of each personal exemption is 32,300 for taxable years beginning in 1992,

In general, a child age 18 or under qualifies as a dependent if the taxpayer furnishes over half
the child’'s support A "childl includes a child by blood, an adopted child, a stepchild, and a child
placed with the taxpayer by an authorized placement agency for legal adoption. Xnaddition, a child who
is a member of the taxpayer's household and lives with the taxpayer during the entire taxable year may
bo considered the taxpayer's "child.” The amount of the personal exemption is indexed for inflation.
Personal exemptions are phased out for high-income taxpayers.

Reasons for Change

Taxpayers incur significant costs in rearing children. An increase in the personal exemption for
dependent children is a simple and effective way to decrease the financial burden or, families.

Proposal

The proposal increases the personal exemption for dependent children age 18 and under at the
end of the taxable year by $500 per child. This amount would be indexed for inflation. The proposal

is effective October 1, 1992.
Effects of Proposal

<Under the proposal, the personal exemption for dependent children age 18 or under at the end
of the taxable year will increase by $500 per child. For taxable years beginning in 1992, the increase
wili be prorated.

Revenue Estimate
Fiscal Years

1992 1993 1994 1995 19 g% 1££7 199297
(Billions of dollars)
Family cut allowance: 0 -44 46 *47 -50 -52 -23.S
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CONTRACTUAL
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EQUIPMENT

LAND & STRUCTURES
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MISCELLANEOUS

TOTAL OPERATING -0-
CAPITAL -0-
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GENERAL FUND -0-
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OTHER -0-
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POSITIONS:
FULL-TIME -0-
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HOUSE COMMITTEE REPORT

Date Referred: February 12, 1992 FURTHER REFERRALS: Finance

Date of Committee Action:
The HEALTH, EDUCATION AND SOCIAL SERVICES Committee considered: HJR 70

HOUSE JOINT RESOLUTION NO. 70 FEDERAL TAX EXEMPTION FOR CHILD CARE

Urging the United States Congress to amend the Internal Revenue Code to increase the personal exemption and
to provide a parental child care exemption.

RECOMMENDATIONS: Nphce I the same title
be replaced with LS /-/IC7T7Q- C N ] a new title

[ ] have attached amendments(s)

[H-do pass

[ ] do not pass

[ ] no recommendations

[ ] individual recommendations

[ ] additional referral to the Committee
ADOPTS: letter of Intent

ATTACHES NEW FISCAL NOTE(s): (Ox) APPROVES PREVIOUS:
[ ] fiscal impact [ ] fiscal note(s)

[v/] zero fiscal note [ ] zero fiscal note(s)
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During his long tenure on Capitol Hill, Rep, Dan
Rostenkowski (D -1L), chairman o fthe House Ways
and Means Committee, has been fairly consistent
in favoring high taxes. It is therefore not without
significance that during the past holiday season, che
door to Mr. Rostenkowski's congressional office
was decorated with Christmas greetings and wishes
for a happy new yearand "ataxcutin 1992."

When even Dan Rostenkowski is campaigning
for a tax cut, it is obvious that sentiment for tax
reduction is strong. It is equally clear, given Mr.
Rostenkowski's powerful position as head of the
Ways and Means Committee, that tax reduction is
a real possibility in this session o f Congress.

Rostenkowskiisone ofatleastahalfdozen major
Democratic congressional figures with tax relief
plans to offer. They arc joined by just as many
Republican tax cut proposals. Remarkably, there is
acommon thread among the many plans that have
been proposed. Democrats and Republicans alike
seem to agree that families with children are over-
taxed and need abreak from the inflation-driven tax
increases which have fallen disproportionately on
their shoulders over the past generation.

The tax climate that enabled families to prosper
in the 19505 was so favorable to child rearing that
most families with children in that erawere virtually
exempt from federal income tax. The value of the
personal exemption was so high, relative to wage
levels, that the exemptions alone eliminated tax
liability for families with two or more children and
incomes near the national median. Moreover, pay-
roll taxes in those days were so low that most
ordinary workers who had growing families were
able to take home virtually all of the money they
earned.

Real wage levels rose through the fifties and
sixties, and their higherincomes pushed many fami-
lies into tax-paying hrackets. But still, the effective
tax rates paid by families with children were quite
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low until the rapid inflation of the late sixties and
the seventies artificially eroded the value of the
personal exemption. By the mid eighties, most of
the rcal-dollar increase in federal taxadon had been
concentrated on those wage earnerswho were trying
to raise children.

In the tax reform of 1986, this problem received
some attention with the doubling of the personal
exemption. It was evident that the exemption had
by then lost most o f its significance. At a pre-infla-
tion level o fjust S1050 per person, it simply failed
toshelterasufficientamountofearned income from
taxation to provide for the basic subsistence of
families. By doubling the personal exemption, Con-
gress took astep towards repairing this inequity. But
the bigger exemption was not enough to solve the
financial squeeze imposed  families by excessive
taxation.

Working class and middle class families feel that
they are simply falling behind, and not without
reason. Realwage levels for men under forty, espe-
cially for men with no more than a high school
education, are actually lower than they were in the
early seventies. Thus, the fathers of young families
are actually earning less than their own fathers did.
But this is just the beginning of the problem. The
costofhousing and health care — elements which
tend to loom much larger in the budgets o f families
with children than among those without children
— have faroutstripped inflation. Asa consequence,
home ownership seems out ofthe financial reach of
a growing segment of the population, while the
rapidly rising cost of health insurance — or worse
yet, the threat of an uninsured illness — further
erodes the purchasing power of an ordinary
worker's earnings.

Yet even as the cost ofliving has been rising for
young families, their tax burden has grown heavier.
Not only are the effective income tax rates higher
than ageneration ago, but the payroll tax rate, which
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falls most heavily on lower-incomc workers because
nor one ccni of earned income is exempt from it,
has more than doubled since the mid-sixties. Most
families with children now pay more in payroll taxes
than in federal income taxes.

This financial squeeze is one o f the main reasons
why more mothers have been forced into the work-
force. Married women with children are more likely
to hold ajob outside the home than are either
unmarried women or married women without chil-
dren, even though almosteveryone would agree that
the responsibility of raising children is such that a
lowerrate ofemploymentwould be expected among
this group. Obviously, perceived financial necessity
isasignificantfactorin driving up employment rates
among married mothers. Yetmuch o fthe additional
gross family income generated by second jobs is
dissipated in high taxes and the additional expenses
entailed in having both parents in the labor force.

The public debate over child care in the late
1980s helped to focus public attention on the issue
ofovertaxation of families, and members of Con-
gress in both Houses and both parties have gotten
the message.

Plans Now on the Table
Among the many tax reduction proposals offered in
Congress in 1991, nearly all include some provi-
sions for easing the tax burden on middlc-income
families. Several of them are specifically targeted to
aiding families in meeting the financial cost o frais-
ing children. For example, Sen. Lloyd Bentsen (D -
X) has proposed a non-refundable tax credit of
$300 perchild. He was outhid by Sen. Bill Bradley
(D-NJ), who proposes a refundable S350 per child
credit. Sen. Bob Kastcn (R-W 1), whose bill is co-
sponsored by Rep. Vin Weber (R-MN) in the
House, matches Bentsen's$300 perchild credit, but
raises it to $1000 per child for children under six
years ofage. Sen. Dan Coats (R-IN) recommends,
instead of a tax credit, an increase in the personal
exemption for dependent children from $2150 to
$3500, which translates into a tax savings ofabout
$200 to $400 perchild. In addition, the Coats bill
calls for a tax credit o f$500 for preschool children.
The Coats bill is sponsored by Rep. Frank W olf
(R-VA) in the House, where it has gained the co-
sponsorship of an absolute majority of the entire
House membership. Other tax cutting proposals,
including some aimed at reducing payroll tax rates,
are not specifically targeted to families with children,
but would produce similar effects in assuring more
take-home pay for working parents.

This immense burst of tax-cutting initiatives in
Congress indicates dtat a consensus is emerging, a
consensus which crosses party lines and which is
gaining in force. Standing against that consensus has
been acadre ofkey Bush Administration figures, led
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by budge: director Richard Darman and Treasury
Secretary Nicholas Brady, who have resisted tax
reduction proposals.

But in his Sutc ofthe Union address, President
Bush finally broke with his advisors on this point.
On January 28 he added the weight o f his office to
the emerging congressional majority in favor of tax
relieffor families. W ith a nationalelection looming,
widespread discontentwithin hisown party over his
failure to keep the now-infamous "no new taxes"
campaign pledge, and afiltering nationaleconomy,
the President has come to recognize tax relieffor
families as a pressing national priority.

Fundamental Criteria
Clearly, however, this is just the beginning rather
than the end ofthe debate. Congress and the Pres-
ident must reach an agreement on the specific tax
revision which will be o fgreatest benefit to families
and which will contribute to economic recovery. It
seems that four principles should guide them in
their efforts to reach a solution.

« 1. The tax cut should be targeted dirccdy to
families with children. A more general tax cut
would dilute the benefits to families with chil-
dren. Fiscal responsibility places a limit on the
amount of revenue which the Treasury can
forego, and as far as possible the tax reductions
should go to families with children. Such fami-
lies, frankly, got short shrift in the 1986 tax
reform and the inequities that have gradually
crept into the tax code over the past generation
are far from remedied. Moreover, strengthening
the financial position of families with children
will marginally ease the burden on the nation’s
social service structures, and, in general, families
are far more effective in caring for the needs of
children than even the best of social service
programs.

This isapointon which President Bush and
most congressional leaders appear to be in gen-
eral agreement. Those who favor more general
tax reliefhave a certain political advantage, s>ncc
there would be no immediate gain for the ma-
jority of taxpayers in tax relief targeted to chil-
dren. Nonetheless, maximizing tax relief for
families will produce the greatest social benefits,
both in the short run and in the long run

+ 2.The tax cut should he non-refundable. This
is a point on which President Bush is at odds
with at least some of the Democratic advocates
of tax reduction, although Senator Bentsen fa-
vors a non-refundable credit. A refundable pcr-
child tax credit would amount, in effect, to a
welfare supplement and create a greater disin-
centive to work for poor families, as well as
exorbitant marginal taxation for those families
who increase their earnings. This problem is



already the one rrav.if d iFculty with the earned
incvmr aJ;i, \«iii<ii is the only refundable
credit against personal income taxes.

* 3.The tax cut mu-: he large. A cut which adds
an irsignificatt amount to the disposable in-
come of families if simply wasted effort. Here
President Bush 3pro;™—..Yincrease of $500 in
the personal exemption for dependent children
isweak in comparison with mostofthe proposals
offered in Congress. Under the President's plan,
the actual per-child tax advantage to families
would be in the range ofjust $75 to $140 — far
below the amounts envisioned in the congres-
sional plans. Tax breaks so small will not be
enough to give hard-pressed families a sense of
greatersecurity. Undermostofthc congressional
plans, which provide per-child tax breaks rang-
ing from $300 to $1000, it is possible to foresee
parents reducing their work hours in order to
spend more ume with their children or having
the confidence to make major purchases. The
President's proposal is not large enough to offer
such incentives.

« 4.Thetaxcutshould notbelimited to the poor.
While the working poor arc obviously in need
o fassistance, middle class families are also suffer-
ing a serious financial squeeze. The old defini-
tions of material comfort no longer apply. A
household income of $50,000, in a two-earner
family with children and a mortgage, is simply
not a definition of affluence. Many families in
these circumstances are just getting by, with no
ability to set aside savings. Fortunately, despite
the potential for election year demagoguery,
there appears to be a reasonable level ofconsen-
sus between the President and congressional
leaders o fhoth parties, so there isa possibility for
real tax reduction and not simply income redis-
tribution.
While there isagood chance thatwhatever emerges
from the deliberations between Congress and the
White House will embody these four principles,
there is not yet agreement on the means by which
the tax cut can be implemented. One distinction is
that some proposals call for tax credits, while others
offer deductions or increases in the personal exemp-
tion for dependentchildren. The credit mechanism
ismore egalitarian, in that the same dollar amount
oftaxsavings isoffered perchild, regardlessof (amily
income. This is, in fact, nothing other than a family
allowance, which has been popular in many Euro-
pean countries through most o f this century.

An increase in the personal exemption for de-

pendent children has the conceptual advantage of

protecting acertain minimum levelofearnings from
taxation. These tax-exempt earnings arc supposed
to be roughly approximate to bare subsistence. This
embodies the principle that citizens will be taxed

only on that portion oftheir earnings which exceeds
the essentials of survival. This is a sound principle
and, as long as the personal exemption is indexed
for inflation, it offers a systemic assurance that
families will not be taxed into utter dependency.

Another question that could be explored is the
possibility of combining some reform of the per-
sonal income tax with tax reductions channelled
through the payroll tax. As noted, this tax is regres-
sive and, for most families, more burdensome than
the income tax. A per-child reduction in the payroll
tax rate would not only give workers with depend-
ent children more cake-home pay, but would also
provide such workers with a slight marginal advan-
tage in the labor market, thereby tending to reduce
unemploymentamong the heads offamilies. More-
over, since the Social Security trust fund, which is
currently running an enormous surplus in revenues
over oudays, is off-budget, this might be a conven-
ient mechanism for keeping the tax cut within
budgetary guidelines.

Some other tax reforms outlined by President
Bush deserve comment. His proposal that with-
drawals be permitted without penalty from IRAs for
home purchases, education and medical expenses is
one which will help families. It is also a feature of
the cax reform package proposed by Senator Bent-
sen, so cherc is reason to believe that it could form
part ofa bi-partisan cax reliefprogram.

The President’s proposed tax creditof$5000 for
the purchase ofa first home would be beneficial in
many ways, and could play a key role in economic
recovery. It isworth noting, however, thatcurrently
first-time home buyers arc less likely to be married
couples than arc second-time purchasers o fhomes.
Home ownership is vital to family stability, and this
tax credit might help reverse the recent trend to-
wards lower level of home owner'Mp. This tax
credit, however, is not family-specific, but one
which will be of benefit to large numbers o fsingle
persons who have not yet formed families.

Helping parents give their children a better life
by allowing those parents to keep more o fwhat they
earn may be the single best thing Congress and the
Administration can do this year to strengthen fami-
lies now and to invest in the future. Families, after
all, are what societies arc made of, and the protection
offamilies should be the highest objective ofsocial
policy.
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Fop More Information:

For rmore inforration on this topic, contact Michael
Sthwertz at the Free Gorgress Foundation, at (202)
$6-3000. For nore information on receivingPOLICY
Insights, contact Paul Gannon at (202) $16-3000.
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