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MEMORANDUM

DATE March 31, 1992

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

FROM: Representative Loren Leman
SUBJECT: Request for Hearing fj
HJR 70: Increase Personal (Exemption and Provide

Parental Child Care Exemption

Please schedule HJR 70 for a hearing by the Health, Educationand
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 thepersonal
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

DATE
BY

SUBJECT

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.



Sponsor Statement -2 - March 26, 1992

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.
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Tre Tax Qut Femlies

During his long tenure on Capitol Hill, Rep. Dan
Rostenkowski (D-IL),chairman ofthe 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, the
door to Mr. Rostenkowski’s congressional office
was decorated with Christmas greetings and wishes
forahappy new yearand “a tax cutin 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.
Rosienkowski's powerful position as head of the
Ways and Means Committee, that tax reduction is
a real possibility in this session o fCongress.

Rostenkowskiisone ofatleastahalfdozen major
Democratic congressional figures with tax relief
plans to offer. They arc joined by just as muiy
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 taxdirrute that enabled families to prosper
in the 1950s 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
Lability 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 higher incomes pushed many fami-
lies into tax-paying brackets. 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 taxation 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 of its significance. At a pre-infla-
tion level ofjust 51050 per person, it sim ply failed
toshelterasufficientamountofearned income from
taxation to provide for the basic subsistence of
famiLcs, By doubLng the personal exemption, Con-
gress took astep towards repairing this inequity. But
the bigger exemption was not enough to solve the
financial squeeze imposed on famiLes by excessive
taxation.

Working class and middle class familLcs feel that
the)- are simply falling behind, and not without
reason. Real wage 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
garly seventies. Thus, the fathers ofyoung 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 ludgcts of families
with children than among those without children
— have faroutstripped inflation. Asaconsequence,
home ownership sternsout of the 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 tire purchasing power of an ordinary
worker’searnings.

Yet even as the cost of living has been rising for
young familLes, their tax burden has grown heavier.
Not only arc the effective income tax rates higher
dun ageneration ago, but the p-ayroll tax rate, which
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miith a ratioal election
looming, widespread dis—
content within his own party
over his failue 0 keep the
now-inlamous®no new taxes
campaign pledge, and a fl—
tering retioal economy, the
President has come t rec—
ognize lax rlief lar familiesas
apressing rational priority.”

This issue ol POLICY IN—
SIGHTS was written by
Michael Schwartz, Direc—
tor of the Free Congress
Foundation Center for So—
cial Policy.

falls most heavily on lower-income workers because
not one cent of earned income is exempt from it
has more than doubled since the mid-sixties. M ost
families with children now pay more in payroll taxes
than in federal income taxes.

This financial squeeze is one ofthe main reasons
why more mothers have been forced into the work-
force. Married women with children are more likely
to hold a job outside the home than arc either
unmarried women or married women without chil-
dren, even though almosteveryone would agtce that
the responsibility of raising children is such that a
lower rate ofemploymentwould be expected among
this group. O bviously, perceived financial necessity
isasignificant factorin driving up employment rates
among married mothers. Yetmuch ofthe 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 middle-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-
TX) has proposed a non-rcfundable tax credit of
S300 per child. He was outbid by Sen. Bill Bradley
(D-NJ), who proposes a refundable S350 per child
credit. Sen. Bob Kasten (R-WI), 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 ofa 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 per child. In addition, the Coats hill
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 die entire
House membership. Other tax cutting proposals,
including some aimed at reducing payroll tax rates,
arc notspecifically ‘argcted 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 that a consensus is emerging, a
consensus which crosses party lines and which is
gainingin force. Standing against that consensus has
been acadre ofkey Bush Administration figures, led
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by budget director Richard Darman and Treasury
Secretary Nicholas Brady, who have resisted tax
reduction proposals.

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

Fundamental Criteria
Clearly, however, this is just the beginning rather
than the end of the debate. Congress and the Pres-
ident must reach an agreement on the specific tax
revision which will be ofgreatest 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.

e 1 The tax cut should be targeted directly to
families widi 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 case 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.

Thisisapoint on 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, since
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 tun and in die long run

e 2.The tax cut should be non-rcfundable. This
isa point on which President Bush is at odds
with at least some ofthe Democratic advocates
of tax reduction, although Senator Bentsen fa-
vors a non-refundablc credit. A refundable per-
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 s



already die one major difficulty with the earned
income tax credit, which is the only refundable
credit against personal income taxes.

m 3. The tax cut must he large. A cut which adds
an insignificant amount to the disposable in-
come of families is simply wasted effort. Here
President Bush's proposed increase of S500 in
the personal exemption lor 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
greater security. Undermostofthe congressional
plans, which provide pcr-child tax breaks rang-
ing from $300 to S 1000, it is possible to foresee
parents reducing their work hours in order to
spend more time with their children or having
the confidence to make major purchases. The
President’s proposal is not large enough to offer
such incentives.

e 4 .ThetaxcutshouJdnotbelimitediothcpoor.
While the working poor arc obviously in need
ofassistance, 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 familLes in
these circumstances are just getting by, with no
ability to set aside savings. Fortunately, despite
the potential for election year demagogucry,
there appears to be a reasonable level ofconsen-
sus between the President and congressional
leaders ofboth parties, so there isa possibility for
real tax reduction and not simply income redis-
tribution.

While there isagood chance that whatever emerges
from the deliberations between Congress and die
White House will embody these four principles,
there is not yet agreement on die means by which
the tax cut can be implemented. One distinction is
that some proposals call for tax credits, while others
offer deductions orincreases in the personal exemp-
tion for dependent children. The credit mechanism
is more egalitarian, in that the same dollar amount
oftaxsavings is offered perchild, regardless o ffamily
income. This is, in fact, nothing other than a family
allowance, which has been popular in many Euro-
pean countries through most ofthis century.

An increase in the personal exemption for de-
pendent children has the conceptual advantage of
protectingaccrtain minimum levelofcarnings from
taxation. These tax-exempt earnings are supposed
to be roughly approximate to bare subsistence. This
embodies die principle diat citizens will be taxed

only on that portion o ftheirearnings 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 die
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 pcr-child reduction in the payroll
tax rate would not only give workers with depend-
ent children more take-home pay, but would also
provide such workers with aslight marginal advan-
tage in the labor market, thereby tending to reduce
unemployment among 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 tax reform package proposed by Senator Bent-
sen, so there is reason to believe that it could form
pan ofa bi-panisan tax reliefprogram.

The President's proposed tax credit of $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, chatcurrently
first-time home buyers arc less likely to be married
couples than arc second-time purchasers ofhomes.
Home ownership is vital to family stability, and this
tax credit might help reverse the recent trend to-
wards lower level of home ownership. This tax
credit, however, is not family-specific, but one
which will be of benefit to large numbers ofsingle
persons who have notyet formed families.

Helping parents give their children a better life
by allowing those parents to keep more ofwhat 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, arewhatsocieties arc made of, and the protection
of families should be the highest objective o fsocial

policy.
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For More Information:
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Congress and the Admini—
stration can do this year ©
strengthen families nowand
1 invest in the future.”
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FAMILY TAX ALLOWANCE

Curant law

In generdl, £ taxpayer is alloned a persordl eenytion for himsdi” his spouse, and for each
depencent Personal exanptions e alloned as dedLctions In q:mﬂ]%amdeimorre The arount
of each persondl eenyation is $2,300 for taxade years begiming In

In , achild agg 18 or under qualifies as a dgpendert if the taxpayer fumishes over half

general
the child's support A “child" indludes a child by blood, an adopted child, a stepchild, and a child
o adgption In addition, achild who

plaoedvmmlfeta)m/eeraﬂutedﬂaoam\tAﬁ%awforlegal _
IS a mamer of the taxpayer’'s househald and lives with the taxpayer during the entire taxable year ey
e considkered the taxpayer's “child.” Tne amount of the persordl emgm is indexed for Inflation.
Personal exenptions are phesed out tor bighHinooire taxpayers.

Reasons for Change

Ta@qi/ers incur significant costs in rearing children. An increase in thepersonal exenptionfor
Cependant children is asi%eardeﬁecﬁvev\arygtoobdeeeetmﬁnandal bourden ar. families.

Proposal

The proposal increases the personal exenation for chiloren age 18 and under at the
eﬂofttetadaleyear%%smperdwild. This amount woud ke indexed for?nJﬂeaﬁm. The proposal
Is effective October 1,
Effects of Proposal

Under tre propasal, the personal exenation for dgpendant children age 18 or undeer &t the ed
E)Iglllfgela)djeyearvwli increase by $500 per child. For txadle years beginning in 1962, the incresse

Fiscal Years

1992 1998 1994 1995 19955 JEE7  1992-97
_ Billions of dollars)
Family tax allonence: 0 44 46 *47 50 *Hh2 -238





