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REPRESENTATIVE LOREN LEMAN West Anchorage

M E M O R A N D U M

DATE March 31, 1992

TO Senator Arliss Sturgulewski, Chairman
Senate Health, Education and Social Services Committee

FROM: Representative Loren Leman

SUBJECT: Request for Hearing f j
HJR 70: Increase Personal (Exemption and Provide
Parental Child Care Exemption

Please schedule HJR 70 for a hearing by the Health, Education and
Social Services Committee at your earliest convenience.

HJR 70 requests the IRS to allow 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, and to increase the personal
exemption for a child under 18 by at least $500.

This is a pro-family proposal that has bipartisan support in our 
Legislature and in Congress. It has a zero fiscal note.

It passed the House without opposition. I urge its swift passage 
through the Senate..

Attached are the following:

■ Fiscal Note
h Sponsor Statement
h Eackup Information

Attachments
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SPONSOR STATEMENT

SUBJECT

BY

DATE

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.

HJR 70 urges Congress to promote parental child care and increase 
the personal exemption for children by amending the Tax Code.
This is a pro-family proposal that has bipartisan support 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 in spendable 
income would a a big help to many families.

Current tax law allows for a credit of a portion of up to $4,800 
to offset expenses for 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.

During the last thirty years, we have seen tremendous changes in 
the composition of our families. These changes have certainly 
influenced nearly every element of society. 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.

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 in Congress have suggested even 
more significant changes.
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Helping parents give their children a better life by allowing 
them to keep more of their earnings is one of the best things we 
can do 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. Concerns raised about this resolution have been 
addressed during the committee process.



The Tax Cut Families Need
D u r in g  h is  lo n g  te n u re  o n  C a p i to l H i l l ,  R ep . D a n  
R o s t e n k o w s k i (D - IL ) , c h a irm a n  o f  th e  H o u s e  W a y s  
a n d  M e a n s  C o m m it te e , h a s  b e en  fa ir ly  c o n s is te n t  
in  f a v o r in g  h ig h  taxes. I t  is  th e re fo re  n o t  w i th o u t  
s ig n if ic a n c e  th a t d u r in g  th e  p a s t h o lid a y  se a so n , th e  
d o o r  to  M r .  R o s t c n k o w s k i ’s c o n g re s s io n a l o f f ic e  
w a s  d e c o ra te d  w ith  C h r is tm a s  g re e t in g s  a n d  w ish e s  
fo r  a  h a p p y  n e w  y e a r  a n d  “a ta x  c u t  in  1992."

W h e n  e v e n  D a n  R o s te n k o w sk i is c a m p a ig n in g  
fo r  a ta x  c u t ,  i t  is  o b v io u s  th a t s e n t im e n t  fo r  ta x  
r e d u c t io n  is s tro n g . I t  is e q u a l ly  c le a r , g iv e n  M r .  
R o s ie n k o w s k i ’s p o w e r fu l p o s i t io n  as h e a d  o f  th e  
W a y s  a n d  M e a n s  C o m m it te e , th a t ta x  r e d u c t io n  is 
a  re a l p o s s ib i l i t y  in  th is  s e s s io n  o f  C o n g re s s .

R o s t e n k o w s k i is o n e  o f  a t le a s t a  h a l f  d o z e n  m a jo r  
D e m o c r a t ic  c o n g re s s io n a l f ig u re s  w i th  ta x  r e l ie f  
p la n s  to  o f fe r . T h e y  a r c  jo in e d  b y  ju s t  as m u iy  
R e p u b lic a n  ta x  c u t  p ro p o sa ls . R e m a rk a b ly ,  th e re  is 
a c o m m o n  th re a d  a m o n g  th e  m a n y  p la n s  th a t h a ve  
b e e n  p ro p o s e d . D e m o c ra ts  a n d  R e p u b lic a n s  a l ik e  
se em  to  ag ree  th a t fa m i lie s  w i th  c h i ld r e n  are o ve r­
ta x e d  a n d  n e e d  a b re a k  f r o m  th e  in f la t io n - d r iv e n  tax  
in c re a se s  w h ic h  h a ve  fa lle n  d is p ro p o r t io n a te ly  o n  
th e ir  s h o u ld e r s  o v e r th e  p a s t  g e n e ra t io n .

T h e  t a x d i r r u t e  th a t e n a b le d  fa m ilie s  to  p ro sp e r 
in  th e  1950s w a s  so  fa v o ra b le  to  c h i ld  r e a r in g  th a t 
m o s t fa m i l ie s  w i th  c h i ld r e n  in  th a t e ra w e re  v i r t u a l ly  
e x e m p t f r o m  fe d e ra l in c o m e  ta x . T h e  v a lu e  o f  th e  
p e r so n a l e x e m p t io n  w a s so  h ig h , r e la t iv e  to  w ag e  
le v e ls , th a t th e  e x e m p t io n s  a lo n e  e l im in a t e d  tax  
L a b i l i t y  fo r  fa m i l ie s  w i th  tw o  o r  m o re  c h i ld r e n  a n d  
in c o m e s  n e a r th e  n a t io n a l m e d ia n . M o r e o v e r ,  p a y ­
r o l l taxes in  th o se  d a y s  w e re  so  lo w  th a t m o s t 
o r d in a r y  w o rk e r s  w h o  h a d  g r o w in g  fa m ilie s  w e re  
a b le  to  take  h o m e  v i r t u a l ly  a l l o f  th e m o n e y  th e y  
e a rn e d .

R e a l w ag e  le v e ls  ro se  th ro u g h  th e  f i f t ie s  a n d  
s ix t ie s , a n d  th e ir  h ig h e r in c o m e s  p u s h e d  m a n y  f a m i­
lie s  in to  ta x- p a y in g  b r a c k e ts . B u t  s t i l l ,  th e  e f fe c t iv e  
ta x  ra te s p a id  b y  fa m ilie s  w i th  c h i ld r e n  w e re  q u i t e

lo w  u n t i l  th e  ra p id  in f la t io n  o f  th e  la te  s ix t ie s  a n d  
th e  s e v e n t ie s  a r t i f ic ia l ly  e ro d e d  th e  v a lu e  o f  th e  
p e rso n a l e x e m p t io n . B y  th e  m id  e ig h t ie s , m o s t  o f  
th e  r c a l- d o lla r  in c re a se  in  fe d e ra l ta x a t io n  h a d  b e e n  
c o n c e n tr a te d  on  th o se  w ag e  ea rn e rs  w h o  w e re  t r y in g  
to  ra ise  c h i ld r e n .

I n  th e  ta x  re fo rm  o f  1986, th is  p r o b le m  re c e iv e d  
som e  a t te n t io n  w ith  th e  d o u b l in g  o f  th e  p e r so n a l 
e x e m p t io n . I t  w a s  e v id e n t  th a t th e  e x e m p t io n  h a d  
b y  th e n  lo s t  m o s t o f  it s  s ig n if ic a n c e . A t  a  p re - in f la ­
t io n  le v e l o f  ju s t  51050 p e r p e r so n , i t  s im p ly  fa i le d  
to  s h e lte r  a  s u f f ic ie n t  a m o u n t  o f  e a rn e d  in c o m e  fr o m  
ta x a t io n  to  p ro v id e  fo r  th e  b a s ic  s u b s is te n c e  o f  
fam iL c s , B y  d o u b L n g  th e  p e rso n a l e x e m p t io n , C o n ­
gress to o k  a s te p  to w a rd s  r e p a ir in g  th is  in e q u i t y .  B u t  
th e  b ig g e r  e x e m p t io n  w a s n o t  e n o u g h  to  s o lv e  th e  
f in a n c ia l sq u e e z e  im p o s e d  o n  fam iL e s  b y  e x ce ss iv e  
ta x a t io n .

W o r k in g  c la ss  a n d  m id d le  c la s s  fam iL c s  fee l th a t 
the)- are s im p ly  f a l l in g  b e h in d , a n d  n o t  w i t h o u t  
rea son . R e a l w ag e  le v e ls  fo r  m e n  u n d e r  fo r t y ,  e sp e ­
c ia l ly  fo r  m e n  w ith  no  m o re  th a n  a h ig h  s c h o o l 
e d u c a t io n , a re  a c tu a l ly  lo w e r  th a n  th e y  w e re  in  th e  
e a r ly  s e v e n t ie s . T h u s ,  th e  fa th e rs  o f  y o u n g  fa m ilie s  
are a c tu a l ly  e a r n in g  le ss th a n  th e ir  o w n  fa th e rs  d id .  
B u t th is  is  ju s t  th e  b e g in n in g  o f  th e  p r o b le m . T h e  
c o s t o f  h o u s in g  a n d  h e a lth  ca re  - - e le m e n t s  w h ic h  
te n d  to  lo o m  m u c h  la rg e r  in  th e  lu d g c t s  o f  fa m ilie s  
w ith  c h i ld r e n  th an  a m o n g  th o se  w i th o u t  c h i ld r e n  
—  ha ve  fa r o u ts t r ip p e d  in f la t io n . A s a c o n se q u e n c e , 
h o m e  o w n e r s h ip  s te rn s  o u t  o f  th e  f in a n c ia l reach  o f  
a g r o w in g  s e g m e n t o f  th e  p o p u la t io n , w h i le  th e  
r a p id ly  r is in g  c o s t o f  h e a lth  in s u r a n c e  —  o r  w o rse  
y e t , th e  th re a t o f  an u n in s u r e d  il ln e s s  —  fu r th e r  
e ro de s  tire  p u r c h a s in g  p o w e r  o f  a n  o r d in a ry  
w o rk e r ’s e a rn in g s .

Y e t e v e n  as th e  c o s t o f  l i v in g  ha s b e e n  r is in g  fo r  
y o u n g  fam iL e s , th e ir  tax b u rd e n  has g ro w n  h e a v ie r . 
N o t  o n ly  a rc  th e  e f fe c t iv e  in c o m e  tax  ra te s h ig h e r  
d u n  a g e n e ra t io n  ago , b u t  th e  p-ayroll ta x  ra te , w h ic h
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■With a national election 

looming, widespread dis­

content within his own party 

over his failure to keep the 

now-inlamous'no new taxes’ 

campaign pledge, and a fal­

tering national economy, the 

President has come to rec­

ognize lax relief lor families as 

a pressing national priority.'

This issue ol POLICY IN­

SIGHTS was written by 

Michael Schwartz, Direc­

tor of the Free Congress 

Foundation Center for So­

cial Policy.

fa lls  m o s t h e a v ily  o n  lo w e r- in com e  w o rk e r s  b e c a u se  
n o t o n e  c e n t o f  e a rn ed  in c o m e  is e x em p t f r o m  i t  
has m o re  th an  d o u b le d  s in c e  th e  m id - s ix t ie s . M o s t  
fam ilie s  w ith  c h i ld re n  n o w  p a y  m o re  in  p a y ro ll ta x e s 
th an  in  fe d e ra l in c o m e  taxes.

T h is  f in a n c ia l squeeze  is on e  o f  th e  m a in  re a so n s  
w h y  m o re  m o th e rs  have  b e en  fo rc e d  in to  th e  w o r k ­
fo rce . M a r r ie d  w o m en  w ith  c h i ld r e n  a re  m o re  l ik e ly  
to  h o ld  a jo b  o u ts id e  th e  h o m e  th a n  a rc  e i th e r  
u n m a r r ie d  w o m en  o r m a r r ie d  w o m e n  w i th o u t  c h i l ­
d re n , e ven  th o u g h  a lm o s t e v e ry o n e  w o u ld  a g tc e  th a t 
th e  r e sp o n s ib i l i ty  o f  r a is in g  c h i ld r e n  is s u c h  th a t  a 
lo w e r  ra te  o f  e m p lo ym e n t w o u ld  be  e xp e c te d  a m o n g  
th is  g ro u p . O b v io u s ly ,  p e rc e iv e d  f in a n c ia l n e c e s s ity  
is a s ig n if ic a n t  fa c to r  in  d r iv in g  u p  e m p lo y m e n t  ra te s 
a m o n g  m a r r ie d  m o th e rs . Y e t m u c h  o f  th e  a d d i t io n a l 
g ro ss f a m i ly  in co m e  gen e ra te d  b y  s e c o n d  jo b s  is  
d is s ip a te d  in  h ig h  taxes a n d  th e  a d d i t io n a l e xp en se s  
e n ta ile d  in  h a v in g  b o th  p a re n ts  in  th e  la b o r  fo rc e .

T h e  p u b l ic  d e b a te  o ve r c h i ld  c a re  in  th e  la te  
1980s h e lp e d  to  fo c u s  p u b l ic  a t te n t io n  on  th e  is s u e  
o f  o v e r ta x a t io n  o f  fam ilie s , a n d  m em b e rs  o f  C o n ­
g ress in  b o th  H o u se s  a n d  b o th  p a r t ie s  h ave  g o t te n  
th e  m e ssag e .

P l a n s  Now on the  Tab le

A m o n g  th e  m a n y  tax  r e d u c t io n  p ro p o sa ls  o f fe re d  in  
C o n g re s s  in  1991, n e a r ly  a l l in c lu d e  som e  p r o v i ­
s io n s  fo r e a s in g  th e  tax b u rd e n  o n  m id d le - in c o m e  
fam ilie s . S eve ra l o f  th em  are s p e c if ic a l ly  ta rg e te d  to  
a id in g  fa m ilie s  in  m e e t in g  th e  f in a n c ia l c o s t  o f  r a is ­
in g  c h i ld r e n . F o r  e x am p le , S en . L lo y d  B e n ts e n  (D- 
T X )  has p ro p o se d  a n o n - rc fu n d a b le  tax  c r e d i t  o f  
S300 p e r  c h i ld .  H e  w a s  o u tb id  b y  S en . B i l l B r a d le y  
(D -N J ) , w h o  p ropo se s a r e fu n d a b le  S350 p e r c h i ld  
c r e d it . S en . B o b  K a s tcn  (R - W l) , w h o se  b i l l  is  c o ­
sp o n so re d  b y  R ep . V in  W e b e r  (R - M N )  in  th e  
H o u s e , m a tch e s  B cn ts e n ’s $300 per c h i ld  c r e d i t ,  b u t  
ra ises i t  to  $1000 per c h i ld  fo r  c h i ld r e n  u n d e r  s ix  
y ea rs  o f  age . Sen . D a n  C o a ts  (R - IN )  re c o m m e n d s , 
in s te a d  o f  a  tax c r e d it , an  in c re a se  in  th e  p e r so n a l 
e x e m p t io n  fo r  d e p e n d e n t c h i ld r e n  f r o m  $2150 to  
$3500, w h ic h  tra n s la te s  in to  a  tax  s a v in g s  o f  a b o u t  
$200 to  $400 per c h i ld .  I n  a d d i t io n ,  th e  C o a ts  b i l l  
c a lls  fo r  a ta x  c re d it  o f  $500 fo r  p re sc h o o l c h i ld r e n . 
T h e  C o a ts  b i l l  is sp o n so re d  b y  R e p . F r a n k  W o l f  
(R-VA ) in  th e  H o u se , w h e re  i t  has g a in e d  th e  co- 
s p o n so r s h ip  o f  an  a b so lu te  m a jo r i t y  o f  d ie  e n t ir e  
H o u se  m em b e rs h ip . O th e r  ta x  c u t t in g  p ro p o s a ls , 
in c lu d in g  som e  a im e d  a t r e d u c in g  p a y ro l l ta x  ra te s , 
a rc  n o t sp e c if ic a l ly  'a rg c tc d  to  fa m ilie s  w ith  c h i ld r e n , 
b u t  w o u ld  p ro d u c e  s im ila r  e ffe c ts  in  a s s u r in g  m o re  
take-hom e p a y  fo r w o r k in g  p a re n ts .

T h is  im m en se  b u r s t  o f  ta x - c u tt in g  in i t ia t iv e s  in  
C o n g re s s  in d ic a te s  th a t a c o n se n su s  is em e rg in g , a 
c o n se n su s  w h ic h  c ro sse s p a r ty  lin e s  a n d  w h ic h  is 
g a in in g in  fo rce . S ta n d in g  a g a in s t th a t c o n se n su s  has 
b e en  a c a d re  o f  key B u sh  A d m in is t r a t io n  f ig u re s , le d

b y  b u d g e t  d ir e c to r  R ic h a rd  D a rm a n  a n d  T r e a s u r y  
S e c re ta ry  N ic h o la s  B ra d y , w h o  h a ve  re s is te d  tax 
r e d u c t io n  p ro p o sa ls .

B u t  in  h is  S ta te  o f  th e  U n io n  a d d re s s , P re s id e n t 
B u sh  f in a l ly  b ro k e  w ith  h is  a d v iso r s  o n  th is  p o in t .  
O n  J a n u a ry  28 h e  a d d e d  th e  w e ig h t  o f  h is  o f f ic e  to  
th e  e m e rg in g  co n g re s s io n a l m a jo r i t y  in  fa v o r  o f  tax  
r e l ie f  fo r  fa m ilie s . W it h  a n a t io n a l e le c t io n  lo o m in g , 
w id e sp r e a d  d is c o n te n t  w i th in  h is  o w n  p a r ty  o v e r  h is  
f a i lu r e  to  keep  th e  n o w - in fam o u s  " n o  n ew  ta xe s"  
c am p a ig n  p le d g e , a n d  a fa lt e r in g  n a t io n a l e c o n o m y , 
th e  P re s id e n t ha s com e  to  re c o g n iz e  ta x  r e l ie f  fo r  
fa m i lie s  as a p re s s in g  n a t io n a l p r io r i t y .

Fundam en ta l C r i t e r i a

C le a r ly ,  h o w e v e r , th is  is  ju s t  th e  b e g in n in g  ra th e r  
th a n  th e  e n d  o f  th e  d e b a te . C o n g re s s  a n d  th e  P re s ­
id e n t  m u s t  reach  an  a g re em en t o n  th e  s p e c if ic  tax 
r e v is io n  w h ic h  w i l l  be  o f  g re a te s t b e n e f i t  to  fa m i lie s  
a n d  w h ic h  w i l l  c o n t r ib u te  to  e c o n o m ic  re co ve ry . I t  
s e em s th a t fo u r  p r in c ip le s  s h o u ld  g u id e  th e m  in  
th e ir  e f fo r t s  to  reach  a s o lu t io n .
• 1. T h e  ta x  c u t  s h o u ld  b e  ta r g e te d  d i r e c t ly  to  

fa m i l ie s  w id i  c h i ld r e n .  A  m o re  g e n e ra l ta x  c u t  
w o u ld  d i lu t e  th e  b e n e f its  to  fa m ilie s  w i th  c h i l ­
d r e n . F is c a l r e sp o n s ib i l i t y  p la ce s  a l im i t  o n  th e  
a m o u n t  o f  re v e n u e  w h ic h  th e  T re a s u r y  c a n  
fo re g o , a n d  as fa r as p o s s ib le  th e  tax  r e d u c t io n s  
s h o u ld  g o  to  fam ilie s  w i th  c h i ld r e n . S u ch  f a m i­
lie s , f r a n k ly ,  g o t  s h o r t  s h r i f t  in  th e  1986 tax  
r e fo rm  a n d  th e  in e q u it ie s  th a t h a ve  g r a d u a l ly  
c r e p t in to  th e  tax  co d e  o v e r  the p a s t g e n e ra t io n  
are fa r f r o m  rem e d ie d . M o r e o v e r ,  s t r e n g th e n in g  
th e  f in a n c ia l p o s it io n  o f  fa m i l ie s  w i th  c h i ld r e n  
w i l l  m a r g in a l ly  case th e  b u rd e n  o n  th e  n a t io n 's  
so c ia l s e rv ic e  s t r u c tu r e s , a n d , in  g e n e ra l, fa m i lie s  
are fa r m o re  e f fe c t iv e  in  c a r in g  fo r  th e  n e e d s  o f  
c h i ld r e n  th a n  even  th e  b e s t o f  so c ia l se rv ic e  
p ro g ram s .

T h i s  is a p o in t  o n  w h ic h  P re s id e n t B u sh  a n d  
m o s t c o n g re s s io n a l le a d e rs  ap p ea r to  b e  in  g e n ­
e ra l a g re em en t . T h o s e  w h o  fa v o r  m o re  g e n e ra l 
ta x  r e l ie f  h a ve  a c e r ta in  p o l it ic a l a d v a n ta g e , s in c e  
th e re  w o u ld  b e  n o  im m e d ia te  g a in  fo r th e  m a ­
jo r i t y  o f  ta xp aye rs  in  ta x  r e l ie f  ta rg e te d  to  c h i l ­
d re n . N o n e th e le s s , m a x im iz in g  ta x  r e l ie f  fo r  
fa m i lie s  w i l l  p ro d u c e  th e  g re a te s t s o c ia l b e n e f i t s , 
b o th  in  th e  sh o r t tu n  a n d  in  d ie  lo n g  ru n

• 2. T h e  ta x  c u t  s h o u ld  b e  n o n - r c fu n d a b le . T h i s  
is a p o in t  o n  w h ic h  P re s id e n t B u sh  is a t o d d s  
w ith  a t le a s t so m e  o f  th e  D e m o c r a t ic  a d vo c a te s  
o f  tax  r e d u c t io n , a lth o u g h  S e n a to r B en tse n  fa ­
v o r s  a n o n - re fu n d a b lc  c r e d it .  A  r e fu n d a b le  pcr- 
c h i ld  tax  c r e d it  w o u ld  a m o u n t ,  in  e ffe c t , to  a 
w e lfa re  s u p p le m e n t a n d  c re a te  a g re a te r  d i s i n ­
c e n t iv e  to  w o r k  fo r  p o o r  fa m ilie s , as w e l l as 
e x o r b ita n t  m a rg in a l ta x a t io n  fo r  th o se  fa m ilie s  
w h o  in c re a se  th e ir  e a rn in g s . T h is  p r o b le m  is
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a lr e a d y  d ie  o n e  m a jo r  d i f f ic u l t y  w ith  th e  e a rn e d  
in c o m e  tax  c r e d i t ,  w h ic h  is  th e  o n ly  r e fu n d a b le  
c r e d it  a g a in s t  p e r s o n a l in c o m e  taxes.

■ 3. T h e  ta x  c u t  m u s t  b e  la r g e . A  c u t  w h ic h  a d d s  
an  in s ig n i f ic a n t  a m o u n t  to  th e  d isp o sa b le  i n ­
c o m e  o f  fa m i lie s  is s im p ly  w a s te d  e f fo r t . H e re  
P re s id e n t B u s h ’s p ro p o s e d  in c re a se  o f  S500 in  
th e  p e r so n a l e x e m p t io n  lo r  d e p e n d e n t c h i ld re n  
is w e a k  in  c o m p a r is o n  w i th  m o s t o f  th e  p ro p o sa ls  
o f fe re d  in  C o n g re s s . U n d e r  th e  P re s id e n t 's  p la n , 
th e  a c tu a l p c r- c h i ld  tax  a d v a n ta g e  to  fam ilie s  
w o u ld  b e  in  th e  ra n g e  o f  ju s t  $75 to  $140 —  far 
b e lo w  th e  a m o u n t s  e n v is io n e d  in  th e  c o n g re s ­
s io n a l p la n s . T a x  b re a k s  so  sm a ll w i l l  n o t be  
e n o u g h  to  g iv e  h a rd- p re s se d  fa m ilie s  a sense o f  
g re a te r s e c u r it y . U n d e r  m o s t o f  th e  c o n g re s s io n a l 
p la n s , w h ic h  p ro v id e  p c r- c h ild  tax b re ak s  ra n g ­
in g  f r o m  $300 to  S 1000, it  is p o s s ib le  to  fo resee 
p a re n ts  r e d u c in g  th e ir  w o r k  h o u r s  in  o rd e r  to  
sp e n d  m o re  t im e  w i th  th e ir  c h i ld r e n  o r h a v in g  
th e  c o n f id e n c e  to  m a k e  m a jo r  p u rch a se s . T h e  
P re s id e n t ’s p ro p o sa l is  n o t la rg e  e n o u g h  to  o ffe r 
s u ch  in c e n t iv e s .

• 4 .T h e t a x c u t s h o u J d n o t b e l im i t e d i o t h c p o o r .  
W h i le  th e  w o r k in g  p o o r  arc  o b v io u s ly  in  need 
o f  a s s is ta n c e , m id d le  c la s s  fa m i l ie s  are a lso  su f fe r ­
in g  a s e r io u s  f in a n c ia l sq u e e ze . T h e  o ld  d e f in i ­
t io n s  o f  m a te r ia l c o m fo r t  n o  lo n g e r  a p p ly . A  
h o u s e h o ld  in c o m e  o f  $50,000, in  a tw o-earn e r 
f a m i ly  w i th  c h i ld r e n  a n d  a m o rtg a g e , is  s im p ly  
n o t a d e f in i t io n  o f  a f f lu e n c e . M a n y  fam iL e s  in  
these c i r c u m s ta n c e s  a re  ju s t  g e t t in g  b y , w i th  n o  
a b i l i t y  to  se t a s id e  s a v in g s . F o r t u n a t e ly ,  d e sp ite  
th e  p o te n t ia l fo r  e le c t io n  y e a r  d e m a g o g u c ry , 
th e re  ap p ea rs  to  b e  a re a so n a b le  le v e l o f  c o n se n ­
su s  b e tw e e n  th e  P re s id e n t  a n d  c o n g re s s io n a l 
le a d e rs  o f  b o th  p a r t ie s , s o  th e re  is  a p o s s ib i l i t y  fo r  
rea l tax r e d u c t io n  a n d  n o t  s im p ly  in c o m e  r e d is ­
t r ib u t io n .

W h i le  th e re  is  a g o o d  c h a n c e  th a t w h a te v e r  em e rg e s  
from  th e  d e l ib e r a t io n s  b e tw e e n  C o n g re s s  a n d  d ie  
W h it e  H o u s e  w i l l  e m b o d y  th e se  fo u r  p r in c ip le s , 
th e re  is n o t  y e t  a g re em e n t o n  d ie  m e an s  b y  w h ic h  
th e  tax c u t  ca n  b e  im p le m e n te d . O n e  d is t in c t io n  is 
th a t so m e  p ro p o s a ls  c a l l fo r  ta x  c r e d i t s ,  w h ile  o th e rs  
o f fe r  d e d u c t io n s  o r  in c re a se s  in  th e  p e rso n a l e x em p ­
t io n  fo r d e p e n d e n t  c h i ld r e n . T h e  c r e d i t  m e c h a n ism  
is m o re  e g a l i t a r ia n , in  th a t  th e  sam e  d o lla r  a m o u n t  
o f  tax  s a v in g s  is  o f fe re d  p e r c h i ld ,  re g a rd le s s  o f  fa m i ly  
in c o m e . T h is  is , in  fa c t , n o th in g  o th e r  th an  a fa m ily  
a llo w a n c e , w h ic h  h a s b e e n  p o p u la r  in  m a n y  E u ro ­
p ean  c o u n t r ie s  th ro u g h  m o s t  o f  th is  c e n tu r y .

A n  in c re a se  in  th e  p e r so n a l e x e m p t io n  fo r  d e ­
p e n d e n t c h i ld r e n  ha s th e  c o n c e p tu a l a d v a n ta g e  o f  
p r o t e c t in g a c c r t a in  m in im u m  le v e l o f c a r n in g s  fro m  
ta x a t io n . T h e se  ta x- e x em p t e a rn in g s  are su p p o se d  
to  be  r o u g h ly  a p p ro x im a te  to  b a re  su b s is te n c e . T h is  
e m b o d ie s  d ie  p r in c ip le  d ia t  c i t iz e n s  w i l l  b e  taxed

o n ly  o n  th a t p o r t io n  o f  th e ir e a r n in g s  w h ic h  exceeds 
th e  e s se n tia ls  o f  s u r v iv a l .  T h is  is  a s o u n d  p r in c ip le  
a n d , as lo n g  as th e  pe rso na! e x e m p t io n  is in d e x e d  
fo r in f la t io n , it  o f fe rs  a s y s te m ic  a s su ra n c e  th a t 
fam ilie s  w i l l  n o t be  ta x e d  in to  u t t e r  d e p e n d e n c y .

A n o th e r  q u e s t io n  th a t c o u ld  b e  e x p lo re d  is d ie  
p o s s ib i l i t y  o f  c o m b in in g  so m e  r e fo rm  o f  th e  p e r­
sona l in c o m e  ta x  w i th  tax r e d u c t io n s  c h a n n e lle d  
th ro u g h  th e  p a y ro l l ta x . A s n o te d , th is  tax  is re g re s­
sive  a n d , fo r  m o s t f a m i l ie s ,  m o re  b u rd e n s o m e  th an  
the in c o m e  tax . A  p c r- c h ild  r e d u c t io n  in  th e  p a y ro ll 
tax ra te  w o u ld  n o t o n ly  g iv e  w o rk e r s  w i th  d e p e n d ­
en t c h i ld r e n  m o re  tak e- h om e  p a y , b u t  w o u ld  a lso  
p ro v id e  su ch  w o rk e r s  w i th  a s l i g h t  m a rg in a l a d v a n ­
tage in  th e  la b o r  m a rk e t , th e re b y  t e n d in g  to  re d u ce  
u n e m p lo ym e n t a m o n g  th e  h e a d s  o f  fa m i lie s . M o r e ­
o ve r, s in c e  the S o c ia l S e c u r ity  t r u s t  f u n d ,  w h ic h  is 
c u r r e n t ly  r u n n in g  an  e n o rm o u s  s u r p lu s  in  re v en u e s  
o ve r o u d a y s , is o f f- b u d g e t , th is  m ig h t  b e  a c o n v e n ­
ien t m e c h a n ism  fo r  k e e p in g  th e  ta x  c u t  w i th in  
b u d g e ta ry  g u id e lin e s .

S o m e  o th e r  ta x  re fo rm s  o u t l in e d  b y  P re s id e n t 
B u sh  d e se rve  c o m m e n t . H is  p ro p o s a l th a t w i th ­
d raw a ls  be  p e rm it te d  w i th o u t  p e n a lty  f r o m  IR A s  fo r 
h om e  p u rch a se s , e d u c a t io n  a n d  m e d ic a l e xp en se s  is 
one w h ic h  w i l l  h e lp  fam ilie s . I t  is  a lso  a fe a tu re  o f  
the tax re fo rm  p a c k a g e  p ro p o se d  b y  S e n a to r  Bcn t- 
sen , so  th e re  is  re a so n  to  b e lie v e  th a t it  c o u ld  fo rm  
p a n  o f  a b i- p a n is a n  ta x  r e l ie f  p ro g r a m .

T h e  P re s id e n t 's  p ro p o s e d  ta x  c r e d i t  o f  $5000 fo r  
the p u rc h a se  o f  a f ir s t h o m e  w o u ld  b e  b e n e f ic ia l in  
m an y  w a y s , a n d  c o u ld  p la y  a k e y  ro le  in  e c o n o m ic  
re co ve ry . I t  is w o r th  n o t in g , h o w e v e r , cha t c u r r e n t ly  
f irs t- t im e  h o m e  b u y e r s  a rc  less l i k e ly  to  b e  m a r r ie d  
c o u p le s  th a n  a rc  se c o n d - tim e  p u rc h a s e r s  o f  h o m e s . 
H o m e  o w n e r sh ip  is v i t a l  to  fa m i ly  s t a b i l i t y ,  a n d  th is  
tax c r e d it  m ig h t  h e lp  re ve rse  th e  re c e n t tr e n d  to ­
w a rd s  lo w e r  le v e l o f  h o m e  o w n e r s h ip . T h i s  tax 
c re d it , h o w e v e r , is  n o t  fam ily - sp e c if ic , b u t  o n e  
w h ic h  w i l l  be o f  b e n e f i t  to  la rg e  n u m b e r s  o f  s in g le  
p e rso n s w h o  h a ve  n o t  y e t  fo rm e d  fa m ilie s .

H e lp in g  p a re n ts  g iv e  th e ir  c h i ld r e n  a b e t te r  li fe  
b y  a l lo w in g  th o se  p a re n ts  to  keep  m o re  o fw h a t  th e y  
earn m a y  b e  th e  s in g le  b e s t th in g  C o n g re s s  a n d  the 
A d m in is t r a t io n  can  d o  th is  y e a r  to  s t r e n g th e n  fa m i­
lie s n o w  a n d  to  in v e s t  in  th e  fu tu r e . F a m il ie s , a f te r  
a ll , are w h a t  so c ie t ie s  a rc  m ad e  o f , a n d  th e  p ro te c t io n  
o f  fa m ilie s  s h o u ld  b e  th e  h ig h e s t o b je c t iv e  o f  so c ia l 
p o lic y .

□

For M o re  In fo rm at ion :

F o r more infomution on this lop is, contort Michael 
Schwartz at the Free Congress Foundation, at (202) 
^ 6-poo. For more information on receiving PoiJCY  
Insights, contact Paul Gannon at (202) 146-poo.

'Helping parents give their 

children a better lile by al­

lowing those parents lokeep 

more ol what they earn may 

be the single best thing 

Congress and the Admini­

stration can do this year to 

strengthen families nowand 

to invest in the future.'
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Curant law

In general, £ taxpayer is allowed a personal exemption for himscli" his spouse, and for each 
dependent. Personal exemptions sre allowed as deductions in computing taxable income. The amount 
of each personal exemption is $2,300 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 "child'' 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. In addition, a child who 
is a member of the taxpayer's household and lives with the taxpayer during the entire taxable year may 
be considered the taxpayer's "child." Tne amount of the personal exemption is indexed for Inflation. 
Personal exemptions are phased out tor bigh-incoir,e 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 S500 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 wili increase by $500 per child. For taxable years beginning in 1952, the increase 
udll be prorated.

Revenue Estimate
Fiscal Years

1992 1993 1994 1995 199>5 J£ £ 7  1992-97
(Billions of dollars)

Family tax allowance: 0 -4.4 -4.6 *4.7 -5.0 *5.2 -23.8
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