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. Introduction

The Tax Reform Act of 1986 (TRAB86), adopted by the United States in
October of that year, represented the most sweeping change in the U.S. federal
income tax since World War 11, when the income tax was transformed from a tax
on the wealthy to one paid by most citizens. TRA86 was not intended to raise
revenue. Instead, its main objectives were to reduce marginal tax rates, to
broaden the tax base, and to make the tax system simpler, while at the same time
maintaining approximate revenue neutrality and not altering the distribution of the
tax burden among different income classes.

The years since 1986 have provided an opportunity to evaluate the success
of TRAS8G6 in terms of its stated objectives, and to consider the merits of additional
tax reform objectives not pursued in 1986. The post-TRA86 period has also given
us an opportunity to assess the stability of the tax reform. Two major premises

underlying TRA86 were

— that welfare-improving tax reform required major legislation that forced
compromises to be made by several special-interest groups
simultaneously; and

— that the grand coalition that supported TRA86 could hold together

theresfter.



Whatever the truth of the first of these premises, doubt has been cast on the
second by tax legislation passed in the years since 1986, notably in 1990, 1993
and 1997. These pieces of legidation have taken a decidedly different tone,
moving away from fundamental tax reform, causing disappointment among those
who hoped tax reform would last. Yet, by eroding TRA86, they have aso
encouraged calls for further major reform, notably toward simpler, consumption-
based taxation.

In this paper, | review what TRA86 did, what its effects appear to have
been, and what reform issues have appeared in the years since. | also discuss how
the U.S. income tax has changed in the years since 1986 and the implications of

these changes for the current tax reform debate in the United States.

. The Major Provisions of TRA86

As indicated above, the design of TRA86 intentionally excluded two
potentially important objectives of tax legislation, a change in revenue and a
change in the progressivity of the tax burden. Both of these omissions reflected
the desire to bring together groups whose viewed differed on these issues but who
agreed on the benefits of the other objectives being addressed.

Auerbach and Slemrod (1997) provide a detailed discussion of the
provisions of TRA86, so only a brief description will be given here. The tax

reform aimed to simplify the tax system, reduce marginal rates and broaden the



tax base, and increase the perception of tax fairness. While smplification, rate
reduction and base-broadening all can be thought of as reflecting the goal of
increasing economic efficiency, the objective of tax fairness is more difficult to
align with the standard goals of efficiency and equity. As TRA86 aimed to
maintain the relative tax burdens of different income classes, its notion of fairness
was not one of distributional, or “vertical,” equity. Rather, it corresponded more
to a notion of “horizontal” equity, of individuals in similar circumstances facing
similar tax burdens.

In practice, horizontal equity has proved a difficult concept to make
operational, but many of TRA86 s provisions were clearly aimed at collecting tax
from individuals and businesses that seemed to be avoiding their “fair share’
through the legal use of various tax incentives, such as accelerated depreciation
and industry-specific deductions. These new provisions included rules limiting
the deduction of losses derived from “tax shelters’ and “passive’ real estate
investments, and a strengthened Alternative Minimum Tax (AMT)." Asthey were
aimed at specific groups of taxpayers and particular types of activities, these
“fairness’ provisions were typically quite complex, and tended to work against the

general objective of simplification.

! The AMT, which applies both to corporations and to individuals, runs essentialy in parallel with
the regular incometax. Taxpayers compute tax liability under both tax regimes, and pay
whichever is higher. The AMT has abroader base and alower rate than the ordinary income tax,
so it tends to apply primarily to individuals or firms who succeed in reducing their ordinary tax
base by a substantial amount.



The remaining major provisions of TRA86 focused on rate reductions,
simplification, and broadening the tax base through the elimination of *“tax
expenditures.” The top margina income tax rates were reduced from 46 percent
on corporations and 50 percent on individuals to 34 percent on corporations and
33 percent on individuals. The individual tax schedule had the unprecedented
characteristic that the 33 percent top marginal rate did not apply to those in the
very highest income group, who instead faced a 28 percent margina tax rate.
This nonmonotonicity was consistent with the theory of optimal income taxation
(e.g., Stiglitz 1987). But it was poorly understood by many non-economists who
confused increasing margina rates with increasing average tax rates and
distributional equity.

To offset the revenue loss from these tax rate reductions, the legisation
eliminated the investment tax credit and certain individua itemized deductions. It
also raised the effective tax rates on certain forms of capital income by
eliminating deductions by high-income individuals for Individua Retirement
Accounts (IRAs) and removing the favorable tax rate on capital gains. These
capital income tax provisions also served to maintain the estimated tax
progressivity, by raising taxes on higher-income individuals who benefited the
most from marginal tax rate reductions.

Also working toward this objective, at the low-income end of the income

distribution where rate reductions were less significant, were increases in the



standard deduction and personal exemptions, and the expansion of the Earned
Income Tax Credit (EITC). The EITC is a provision that provides a marginal
subsidy for wages up to a certain level, and then is phased out at higher income
levels. Thus, it is viewed not only as a tool for enhancing tax progressivity, but
also one of encouraging labor force participation at the bottom of the income
distribution. Unfortunately, the phasing out of the EITC at higher income levels
has an opposite labor supply effect on affected individuals, for it effectively
imposes a high marginal tax rate on their continued labor supply activity. The
effect of the EITC on a representative household' s budget constraint is depicted in
Figure 1. In the figure, the wage subsidy applies up to labor income Y,, and then
is phased out between incomes Y; and Y.

Many of these same provisions were also intended to contribute to tax
simplification. The increase in the standard deduction should have reduced the
number of taxpayers choosing to itemize deductions, and the increased standard
deduction and personal exemptions should also have increased the number of low-
income individuals with no tax liability, who were therefore not required to file
tax returns. Also contributing to the objective of simplification was the
elimination of various deductions and the associated record keeping, for those
taxpayers who continued to itemize their deductions. The elimination of the

capital-gains differential reduced the complexity of the tax calculation itself and



also reduced the incentive to engage in complicated transactions aimed to

characterize ordinary income as capital gains.

. Did TRA86 Accomplish its Objectives?

Before turning to a consideration of what has happened to the tax system
since 1986, it is useful to consider the economic impact that TRA86 itself appears
to have had. This is a difficult task in general, because of the many
contemporaneous economic changes and the fact that major tax changes occurred

again after just afew years, but there are conclusions that one can draw.

1. Simplification

In general, TRA86 does not appear to have contributed significantly to
simplifying the tax system. The share of taxpayers itemizing deductions on their
returns did fall, from 39 percent in 1986 to 29 percent in 1988, but this is the only
major simplification achievement to which one can point. Another potentially
important source of simplification, a reduced number of low-income filers, failed
to materialize (Auerbach and Slemrod 1997), apparently because of the expansion
of the EITC. Asthe EITC isatax credit aimed at lower-income workers, it was
designed to be refundable in order that these workers, many with little or no tax
liability, could benefit. However, the credit could be received only by filing a tax
return, so many EITC recipients with no income tax liability had to file tax returns

simply to receive the credit.



This negative finding is important, for it emphasizes the difficulty of
achieving different goals through the tax system simultaneously. A simple tax
system, by its nature, permits relatively little “social engineering.” Thus, if the
government seeks to accomplish social objectives using tax expenditures, rather
than direct expenditures, it is likely to have to forego certain elements of
simplicity to do so.

In some instances, the provisions of TRA86 were not intended to foster
simplicity, so the fact that they failed to do so should come as no surprise. In
particular, the “fairness’ provisions aimed at reducing tax avoidance by high-
income individuals and corporations were, by nature, quite complicated. The
many complaints they led to were due, in part, to their complexity, although it is
difficult to separate this source of objection from the more obvious one of rising
tax liability.

Another goal of TRA86 that worked against simplicity was that of keeping
statutory marginal tax rates low, even at the high end. To preserve progressivity
while doing so, it was necessary to raise taxes on higher-income individuals
through other provisions, one of which was to phase-out the deduction for IRA
contributions as income rose. The result, though, was like that of the EITC phase-
out just discussed, a higher effective marginal tax rate on income in the phase-out
range. Thus, the appearance of alower marginal tax rate was somewhat illusory,

and smplicity was sacrificed. Unfortunately, as discussed further below, this



alternative approach to achieving progressivity was one “innovation” of TRA86

that has thrived in the years since, and led to much greater complexity.

2. Tax Fairness

As discussed above, TRA86 included provisions aimed at reducing the
number of tax shelter investments. It succeeded in this relatively narrow objective.
There is also evidence of a shift in the ownership structure of housing, from
indirect to owner-occupation, as a consequence of the introduction of passive loss
rules on real estate investment (Auerbach and Slemrod 1997). The AMT also
succeeded in its objective of collecting additional tax from certain corporations
and high-income individuals. However, as already discussed, these provisions cut
against the aim of simplifying the tax code, and in the years since 1986, there have
been attempts to weaken them, particularly the AMT. Indeed, the complexity
associated with the AMT has grown over the years, for two primary reasons. First,
the growth in nominal income since 1986 has placed more individuals in the
“high-income” category particularly susceptible to the provisions of the AMT.
Second, as further legidation has eroded TRA86 s base broadening
accomplishments, the tax liabilities of many “ordinary” individuals have declined,
making them more likely to be subject to the AMT. Thus, TRA86 accomplished
its goal of increasing the “perception” of fairness, but at a cost of greater and

growing complexity.



As discussed above, another aspect of the “tax fairness’ goal of TRA86
was the improvement of horizontal equity, defined as the “equal treatment of
equals.” This concept has proved difficult to design precisely, for it requires one
to decide what characteristics are appropriate for distinguishing among individuals,
and which ones are not. Many of the base-broadening provisions of TRA86
reflected the view that the tax system made too many such distinctions, and that
eliminating certain deductions could improve horizontal equity, while also
perhaps making the tax system simpler.

Based on various approaches to the measurement of horizontal equity,
Auerbach and Hassett (1999) conclude that TRA86 was a success — it raised their
computed index of horizontal equity, at least for those in the middle of the income

distribution, where many of the eliminated deductions were most important.

3. Efficiency and Behavioral Effects

Improving economic efficiency was not the only goal of TRA86, nor even
necessarily its most important goal. Still, the reduction in marginal tax rates and
the removal of many tax distortions among taxpayer activities were expected to
improve efficiency. Unfortunately, it is difficult to observe changes in efficiency
directly, so one is left to look for behavioral changes with which efficiency
improvements might be associated.

The behavioral change that has received the most attention is labor supply.

Because TRA86 reduced marginal tax rates substantially on some individuals, it



was hoped that this would stimulate labor supply. However, it is necessary to
recognize that the labor supply incentives may not have increased as much as one
might have thought. First of all, marginal tax rates only declined substantially at
the top of the income distribution and, through expansion of the EITC, at the very
bottom as well. Second, with the broadening of the tax base, the implicit price of
a variety of consumption items (those previously subsidized through tax
expenditures) rose, thereby having an offsetting effect on the real wage.

As discussed further in Auerbach and Slemrod (1997), it is logically quite
difficult to change the tax system in a manner that preserves progressivity while at
the same time reducing the effective marginal tax rates on labor income, taking
account of all tax changes. Thus, it is not surprising that the labor supply effects
of TRA86 were small, although they do appear to have conformed to theory, with
the most evident labor-supply responses coming from higher-income women, and
from increased participation among those eligible for the EITC.

On the other hand, TRAB8E s increases in taxes on capital also appear to
have had an effect, manifested by a decline in contributions to IRAS, a sharp drop
in capital gains realizations, and a shift in investment away from those assets
whose cost of capital rose the most (Auerbach and Slemrod 1997). Not all of
these changes necessarily represented significant efficiency losses. For example,
the literature remains unclear about whether contributions to IRAs constituted

new saving. To the extent that the favorable tax treatment of IRAs was simply a

10



windfall to existing saving, curtailing the tax benefit would have generated an
efficiency gain, not an efficiency loss. Similarly, much of the recent evidence on
capital gains realizations has stressed that much of the realization response to
taxation is a timing response, not a long-run response. If the long-run response is
relatively insensitive then, again, the increase in capital gains taxes would
represent a less serious challenge to economic efficiency.

On the whole, then, TRA appears to have had some positive and some
negative effects on economic efficiency, with the former associated with labor
supply and the latter associated with saving. Its generally negative treatment of
saving, and the fact that the United States has historically had a very low private
saving rate, certainly help explain why the more recent U.S. tax reform debate has

focused on the consumption tax, which treats saving more favorably.

4. Distributional Equity

As discussed, TRAB6 was not aimed at altering the relative tax burdens of
those in different income classes. Most importantly, its provisions were carefully
designed to offset one another in this regard, with substantial rate cuts at the top
being offset by increases in taxes on capital income. However, the period since
1986 has witnessed a substantial change in the before-tax U.S. income distribution,
which makes evaluation of the actual distributional impact of TRA86 difficult.
During the period 1985-1999, real pretax family income grew by 12 percent on

average. However, as shown by the following table, this growth was very uneven.

11



The income growth in each of two lowest quintiles of the population (the
bottom two-fifths) was negative. In stark contrast, family incomes at the top grew
rapidly: 23 percent in the highest income quintile (the top fifth), 27 percent in the

highest income decile, and 45 percent in the highest income percentile.

Average Real Pre-Tax Income Growth, 1985-99

Families (by income group) Percent Increase
Lowest Quintile -5
Second Quintile -1
Third Quintile 3
Fourth Quintile 6
Highest Quintile 23
Top 10 Percent 27
Top 5 Percent 33
Top 1 Percent 45
All Families 12

Source: Auerbach and Gale (1999)

This shift in the income distribution raises two questions. First, if it is

being caused by factors unrelated to the tax system, then what is the appropriate

12



response? Some argue that, even if distributional neutrality was an appropriate
objective at the time of TRAS86, the increase in inequality since then argues for a
shift in the tax burden toward higher-income individuals. However, others have
suggested that at least some of the income shift toward higher-income individuals
was caused by TRA86 and its sharp reduction in top marginal tax rates.

(Feenberg and Poterba 1993).

5. Revenues

At the time that TRA86 was passed, official revenue estimates projected a
moderate decline in individual tax revenues and a roughly equal increase in
corporate tax revenues. In the years that followed, corporate income tax revenues
fell short of predictions, while individual income tax revenues were higher than
predicted. Thisisillustrated in the table below, which presents the forecast errors
(excluding those directly attributable to new legidation) in the officia
government budget corresponding to corporate and individual tax revenues for
each of the three fiscal years immediately following the passage of TRASS6,

namely, 1988, 1989, and 1990.%

2 The fiscal year begins October 1 of the previous calendar year, so the first fiscal year to begin
after the October, 1986 passage of TRA86 was 1988. It is appropriate to begin with 1988, for the
initial budget for the fiscal year is presented around January or February of the previous year.
Thus, the 1987 fiscal year budget was presented in early 1986, well before forecasters could have
anticipated the effects of TRA86.

13



Fiscal Year Projections, 1988-1990

(in billions of dollars and as a percent of own forecast)

Fiscal Year Individual Corporate
Revenues Revenues

1988 $9.0 -$26.4
(2.2%) (-27.9%)

1989 32.8 -15.9

(7.4) (-15.3)

1990 5.5 -28.0

(1.2 (-30.0

Source: U.S. Federal Budgets, 1988 — 1992

As the table shows, individual tax revenues were higher than the initial
budget estimates, while corporate tax rates were substantially lower. A major
factor contributing to the strong performance of individual tax revenues was the
shift in income toward those in the highest tax brackets. Asjust discussed, at |east
part of this shift in income may be attributable to TRAS86 itself. A part of the
mechanism through which individual incomes may have risen after TRA86 was a
shift in the form of corporate organization.

Given the relative increase in the tax burden on corporations, those

businesses with some flexibility as to their corporate status had the incentive to

14



choose an alternative form not subject to standard corporate tax rules. One such
form, the*S’ corporation, was

particularly attractive, as it provided individual tax treatment while still offering
limited liability and other non-tax benefits of the corporate form of organization.
However, because of restrictions on the number of shareholders, S-corporation
status was typically available only to smaller corporations. Thus, evidence of a
tax-induced shift comes from the fact that, after 1986, there was a sharp drop in
the reported income of smaller “C” corporations (those corporations subject to
regular corporate tax rules), while the income reported by larger C corporations
rose (Auerbach and Slemrod 1997).

However, tax-induced behavioral responses are only part of the story. As
will be discussed more fully below, individual tax revenues have grown very
strongly in recent years, with continuing growth of the share of income reported
by high-income taxpayers. But this continued income shift cannot easily be
attributed to tax changes, because the margina rate reductions of TRA86 have
been substantially reversed by subsequent legislation that preceded the period of

the most remarkabl e revenue growth, roughly the past five years.

. The Stability of TRA86

In attempting to determine whether TRA86 accomplished its objectives,

perhaps the most difficult obstacle is that the changes introduced by TRA86 did

15



not remain intact for very long. The most important provisions of the legislation —
the reduction in marginal income tax rates — became fully effective only in 1988.
By 1990, major new legidation had been passed, and the following years have
seen even more significant changes in the income tax. Thus, whatever its
potential impact, TRA86 realy was not given enough time to be evauated.
However, the many changes that have occurred since then provide a different sort
of evaluation of TRA86, suggesting that forming the coalition needed for major
tax reform does not guarantee that the coalition will remain in place.

The three most important changes to the income tax since TRA86 have
been the Omnibus Budget Reconciliation Act of 1990 (OBRA90), the Omnibus
Budget Reconciliation Act of 1993 (OBRA93), and the Taxpayer Relief Act of
1997 (TRA97). The first two of these acts increased taxes while, as its name
suggest, the last of these acts reduced taxes. The shift reflects the changing
deficit picture in the United States. While federal budget deficits of around 5
percent of GDP persisted into the early 1990s, they have shrunk in recent years, to
the point where the budget is now in surplus.®

However, each piece of legislation went beyond a simple adjustment of tax
rates to alter revenues. All three fundamentally atered the structure of the tax

system, in ways inconsistent with the principles underlying TRA86. In particular,

% The current surplus is wholly attributable to the cash-flow surplus of the Social Security pension
system, athough the budget excluding Social Security is also projected to passinto surplusin the
near future.

16



the acts made the tax system more complicated, increased taxes through marginal
tax rate increases rather than base-broadening, and introduced distortions among
different activities through the introduction of new taxes with narrow bases and
new tax expenditures. As a detailed discussion of the provisions of each piece of

legidlation is not possible here, my focus will be on major income tax changes.

1. OBRA90

OBRA90, which resulted from an agreement between President Bush and
a Democrat-controlled Congress, eliminated the nonmonotonicity of the tax rate
schedule, replacing the top three margina tax rate brackets of TRA86
(respectively, 28 percent, 33 percent, and 28 percent) with two brackets (28
percent and 31 percent). However, perhaps building on the approach taken with
respect to IRAs under TRAS86, it made the effective marginal tax brackets higher
for higher-income individuals through new phase-out provisions. It introduced
two such provisions, one that reduced allowable personal exemptions and another
that disallowed a portion of itemized deductions as income rose. The only
plausible reason for introducing these new provisions was to raise margina tax
rates without doing so “officially.” The cost, however, was added complexity and
unintended effects, such as higher effective marginal tax rates on those with larger
families and hence more personal exemptions being phased out.

OBRA90 aso reintroduced a tax rate differential for capital gains, by

setting a ceiling of 28 percent on capital gain income for those in the 31 percent

17



bracket. While this differential was small, its implementation introduced further

complexity and reestablished the principle of favorable capital gainstax treatment.

2. OBRA93

In 1993, shortly after the election of President Clinton, Congress, still
under Democratic control, passed OBRA93, which raised the corporate tax rate by
one percentage point, to 35 percent. More importantly, the legislation introduced
two new marginal tax rate brackets of 36 percent and 39.6 percent beyond the 31
percent bracket, for higher-income individuals. It also removed the ceiling on
wages that had existed with respect to the 2.9 percent mandatory contribution to
the Medicare system, further increasing the effective marginal tax rate on the
labor income of high-income taxpayers.

These changes reflect a desire for increased progressivity that has resulted
from the increasing dispersion in the income distribution. However, the political
decision to limit rate increases to those at the very top of the income distribution —
roughly the top 2 percent only — made the required marginal rate increases quite
large. Combined with the phase-out provisions of OBRA90, these new tax rate
increases trandated into top marginal tax rates well above 40 percent, approaching
the 50 percent top marginal tax rate that had prevailed prior to TRA86. Moreover,
as the legidation maintained the 28 percent maximum tax rate on capital gains, it

widened the differential between capital gains and ordinary income. Consistent
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with its generally progressive thrust, OBRA93 expanded the EITC and increased

the number of households eligible for this provision.

3. TRA97

The most recent significant changes to the income tax, in TRA97, offer
perhaps the clearest evidence of movement away from TRA86. The brighter
revenue picture, as well as the shift in Congressional control to the Republicans,
contributed to the shift from revenue increases to revenue decreases as the object
of legidation.

As TRA97 reduced tax revenues, its designers had the opportunity to do so
through reductions in marginal tax rates. Instead, they maintained marginal tax
rates and introduced a variety of new tax expenditures, including an aternative
form of IRA (the “Roth” IRA), a new tax credit for college attendance, and a new
credit for dependent children. Reflecting a desire to limit revenue losses, as well
as continued sensitivity to the growing income gap between rich and poor, each of
these tax benefits was introduced subject to an income phase-out, to exclude
higher-income individuals from taking advantage of them.

Unfortunately, these phase-out provisions were not coordinated — different
rules applied for each tax benefit — and thus introduced both a series of marginal
tax rate increases and greater tax complexity. The new phase-outs, combined with
those already present in the law — including those discussed above relating to the

EITC, regular IRAS, itemized deductions, and persona exemptions, as well as
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others not mentioned — place a large number of taxpayers — fully 25 percent of
them in 1998 (U.S. Joint Committee on Taxation 1998, Table 3) — in marginal tax
brackets other than their official ones.

Finally, TRA97 reduced the top marginal tax rate on capital gains to 20
percent. However, this lower rate applied only to long-term gains, and not to
short term gains, and only to certain classes of assets. For other asset classes,
such as real estate, the tax rate on long-term gains was reduced only to 25 percent.
Thus, taxpayers now face several possible tax rates on their capital gains, making

tax computation, and tax planning, considerably more complicated.

4. Where Are We Now?

With the passage of over a decade, there has been substantial erosion of
tax law established by TRA86. The top margina tax rate is nearly what it was
prior to 1986, as is the relative tax treatment of capital gains. Several new tax
expenditures have taken the place of those eliminated in 1986. The law is,
perhaps, even more complex than it was prior to TRA86, as the result of the
interaction of a variety of phase-out ranges aimed at maintaining revenue and
progressivity without explicit adjustments in marginal tax rates.

As the result of strong economic growth and a growing share of income
accruing to those in the top tax brackets, federal tax revenue as a share of GDP
stands at an all-time peacetime high of nearly 21 percent. (U.S. Office of

Management and Budget 1999). While some of this growth is attributable to the
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rise in payroll taxes to support the Social Security and Medicare systems, recent
growth has occurred largely via the income tax. Thus, in spite of significant
longer run problems associated with paying for socia insurance for an aging
population (Auerbach and Gale 1999), current policy discussion is focused on a
further income tax cut. While some of this discussion has addressed potential
reductions in marginal income tax rates, primarily on working couples facing the
“marriage penalty’, most has centered instead on a new round of tax expenditures.
It is reasonable to expect the movement away from TRAS86 to continue.

Yet, in spite of this process, or perhaps because of it, the past few years
have also witnessed a spirited discussion of the possibility of enacting a major
reform of the U.S. tax system, with most proposals being based on some form of
consumption tax. Like another topic of tax policy currently receiving attention —
reforming the Social Security pension system, perhaps through privatization — the
attention given the consumption tax reflects the perceived need to encourage
saving, as well as the belief that a consumption tax could be smpler than an
income tax. Not all of the consumption tax proposals would simplify the tax

system, but some certainly could.

. Current Proposals for Fundamental Tax Reform

In recent years, three consumption tax variants have received political

support in the United States.
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1. National Sales Tax

The simplest proposal would replace the U.S. federa income tax with a
national sales tax. The sales tax would differ from the sales taxes currently
imposed by most U.S. states, in that it would apply to most goods and services,
not just goods. Some criticism has been levied at the proposa on the ground that
a sales tax at a high rate might encourage tax evasion that would be relatively
difficult to combat. However, the most serious objection to the national sales tax
lies in its lack of progressivity. While this might be offset to a certain extent
through variations in taxes on different goods, this approach to progressivity has
generally been rejected in the literature (e.g., Atkinson and Stiglitz 1976) and is
unlikely to be particularly effective. Indeed, an attempt in this direction was
included in OBRA90, which introduced “luxury” excise taxes on furs, private
airplanes, jewelry, yachts, and expensive automobiles. The policy proved very

unpopular and was mostly repealed by OBRA93.

2. Flat Tax

Based on the original insights of Hall and Rabushka (1983, 1995), the flat
tax begins with the basic structure of a value added tax (VAT), but is altered to
give it more superficia resemblance to the current income tax, and to make
adjustments for progressivity simpler.

First, the tax is imposed on an origin basis, rather than a destination basis,

so that there are no border adjustments for imports and exports. In the United
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States, this difference from the typica VAT is viewed as a " competitiveness’
disadvantage by some politicians and business leaders. However, such concern
generally is reected by economists, who understand that exchange rate
adjustments should roughly neutralize any such differences, leaving the redl
exchange rate unaffected and having no influence on the after-tax rate of return on
inbound and outbound capital flows (U.S. Joint Committee on Taxation, 1991).

Second, the wage component of the tax is assessed at the individua level,
rather than at the business level. This not only makes the tax look more like the
current combination of individual and business taxes, but aso permits the
introduction of a standard deduction and personal exemptions, as under the
income tax, to reduce the burden on lower-income families. Thus, the flat tax is
more progressive than the national sales tax. In fact, with a relatively high
taxpaying threshold, it reduces the tax burden on lower-income families currently
paying tax. Given that its revenue-neutral marginal tax rate would probably fall
somewhere in between 21 and 23 percent, it clearly would aso benefit those at the
top of the income distribution. Thus, it would represent a shift in the tax burden
from the top and bottom to the middle, which clearly represents a political
obstacle.

A further variant on the flat tax, suggested by Bradford (1986), would add
additional marginal tax rates to the individual wage tax, making it possible to

reduce taxes in the middle and raise them at the top, increasing progressivity at the
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expense of efficiency. It isworth pointing out, though, that this notion of adding a
higher, second bracket to the flat tax cuts against the general optimal income tax
principle of having declining margina rates at the top. Economic theory tells us
that it is preferable to achieve progressivity with less efficiency loss by having
somewhat higher marginal tax rates at lower levels of income. Indeed,
simulations by Slemrod et a (1994) confirm that, if a second marginal tax rate on
higher wage individuals is introduced, this rate should be lower, not higher, than
the first margina rate (which should be raised when the lower second rate is
introduced). The political aversion to flat or falling marginal tax rates illustrates a

continuing gap between economic theory and the policy process.

3. Personal Consumption Tax

Perhaps the most straightforward approach to progressive consumption
taxation is the personal consumption or expenditure tax, proposed over the years
by many leading economists, including Irving Fisher and Nicholas Kaldor. A
proposal for such atax surfaced recently in Congress, under the name of the USA
(for “Unlimited Savings Allowances’) tax system. The actual proposal (described
in detail by Seidman 1997) aimed to maintain the progressivity of the current
income tax, and also to preserve a variety of tax expenditures of the current
system. It also sought to provide some transition relief for asset owners who
might suffer capital losses from the adoption of a consumption tax that taxes all

dissaving of wealth. The result of this attempt at political compromise was a very
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complicated proposal that, whatever its merits, has not received widespread

support.

4. Evaluating the Alternatives

Even though “second-best” considerations make conclusive predictions
difficult, it seems likely that a move to consumption taxation could increase
economic efficiency and expand output. In simulations of all of the above
proposals based on the Auerbach-Kotlikoff (1987) model, | found that the national
sales tax could increase output by as much as 9 percent in the long run (Auerbach
1996, Table 4). But output gains were smaller under the flat tax (between 5 and 8
percent, depending on the specification), and smaller still for the flat tax with
transition relief (between 3 and 6 percent), under which existing assets were
permitted continued deductions for depreciation. The long-run output gain was
estimated at just 2 percent for the USA tax.

The same pattern held for gains in economic efficiency, measured as the
equivalent sustainable increase in lifetime resources for all future generations.
While an efficiency gain of nearly 6 percent was projected for a national sales tax,
the gain fell to between 1 and 2 percent for the flat tax, and was as low as O for the
flat tax with transition relief and the USA tax. In short, output and efficiency
gains were quite small for more realistic reforms that took transition problems and

progressivity into account. Similar findings result from an enhanced version of
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the model that disaggregates the population into 12 ability groups per generation
(Altig et a 1997).

From these simulations, it appears that it is difficult to generate large
efficiency gains by moving from income to consumption taxation, if the move
maintains progressivity and provides transition relief, thereby giving up the
implicit capital levy on existing wealth. Thus, if tax reform is till to provide
substantial gains in efficiency, these must come through channels not considered
in the model, such as increased simplicity, reduced transaction costs, and smaller
intersectoral distortions.

However, these potential sources of efficiency gain are not inherently
associated with a consumption tax any more than with an income tax — they
represent, in fact, the direction taken by TRA86. Thus, we seem to have come
back to where we started. Consumption taxation, if adopted in a realistic manner,
does not promise major gains in economic efficiency except, perhaps, through the
base-broadening/simplification approach taken in TRA86. Yet, in recent years,
we have moved precisely in the opposite direction, which suggests that the form

of TRA86 isnot politically stable.

. What Next?

Since its passage, TRA86 has been eroded by legislation supported first by

a Republican president and then by a Democratic one, and by Congresses
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controlled, respectively, by Democrats and Republicans. When set against the
present shared desire for fundamental tax reform, this general movement presents
a political puzzle, that we appear to want tax reform but to be proceeding in the
opposite direction. It is possible that these two facts can be reconciled via a
political economy model in which individual politicians recognize the benefits of
overall reform but, without any agent available to coordinate such reform, pursue
their own narrow interests which reduce economic efficiency. Viewed from this
perspective, TRA86 represented an unusual circumstance in which the necessary
coordination existed. But it is not clear how to obtain such coordination again,
nor is it clear how to maintain it, so that any future tax reform, once passed, will

survive longer than TRAS86 did.
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Tax Reform in the United States:
Lessons from the Tax Reform Act of 1986 and its Aftermath

Alan J. Auerbach

University of California, Berkeley

The Tax Reform Act of 1986 (TRA86) represented the most sweeping
change in the U.S. federal income tax since World War II. Its main
objectives were to reduce marginal tax rates, to broaden the tax base, and
to make the tax system simpler. The years since 1986 have provided an
opportunity to evaluate the success of TRA86 in terms of its stated
objectives, and to consider the merits of additional tax reform objectives
not pursued in 1986. The post-TRA86 period has also given us an
opportunity to assess the stability of the tax reform.

TRA86 certainly accomplished some of its objectives. It reduced the
top tax bracket’'s marginal rate from 50 percent to 28 percent and
eliminated a large number of tax expenditures. But it failed to produce
the hoped-for simplification, in part because of the conflict of this objective
and those of fairness and maintaining progressivity. Moreover, by raising
capital income taxes to preserve progressivity, it encouraged subsequent
discussion of tax measures to encourage saving.

While TRA&6 appears to have succeeded in achieving at least some of
its objectives, it clearly failed to produce a stable tax system. Major
pieces of legislation passed in the years since 1986, notably in 1990, 1993

and 1997, have moved decidedly away from fundamental tax reform,



causing disappointment among those who hoped tax reform would last.
As of now, the top marginal tax rate is nearly what it was prior to 1986,
as 1s the favorable relative tax treatment of capital gains. Several new
tax expenditures have taken the place of those eliminated in 1986. The
law is, perhaps, even more complex than it was prior to TRA86, as the
result of the interaction of a variety of phase-out ranges aimed at
maintaining revenue and progressivity without explicit adjustments in
marginal tax rates.

The U.S. fiscal picture now is quite different than it was in 1986. As
the result of strong economic growth and a growing share of income
accruing to those in the top tax brackets, federal tax revenue as a share
of GDP stands at an all-time peacetime high of nearly 21 percent. As a
result, much current policy discussion is focused on income tax cuts.
However, such discussion does not contemplate a return to the principles
of TRA&6 through marginal tax rate reductions; most has centered instead
on a new round of tax expenditures.

Yet, in spite of this process, or perhaps because of it, the past few
vears have also witnessed a spirited discussion of the possibility of
enacting a major new reform of the US. tax system. Most of these
proposals are based on some form of consumption tax. Some consumption
tax proposals seem capable of contributing to strong growth in long-run
output and economic efficiency. However, simulations suggest that it is
difficult to generate large efficiency gains by moving to consumption
taxation, if the move maintains progressivity and provides transition relief.
Thus, if tax reform is still to provide substantial gains in efficiency, these
must come through channels not considered in the simulation model, such
as increased simplicity, reduced transaction costs, and smaller intersectoral
distortions.

However, these potential sources of efficiency gain are not inherently



associated with a consumption tax any more than with an income tax.
Thus, consumption taxation, if adopted in a realistic manner, does not
promise major gains in economic efficiency except, perhaps, through the
base-broadening/simplification approach taken in TRAR6. Yet, in recent
yvears, we have moved precisely in the opposite direction, which suggests
that the form of TRA86 is not politically stable. The passage of TRAK6
represented an unusual circumstance in which the necessary coordination of
independent political interests existed. But it is not clear how to obtain
such coordination again, nor is it clear how to maintain it, so that any

future tax reform, once passed, will survive longer than TRA&6 did.
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2 gorste] zAgAe A o L
ARHozA B} A3He dake #gshe Wors Rasol @ Aol

A e AR S HolM AWE gRdA "rkekal, @ AR A

e
ofN
e

&)
r o
2
R
o
i
=
i
BN
X
09:,"
ol
s
BN

Azl v APsa AN G v AFARES FEAR o] e
AMANAN = 2ABA] G845 BA%a, 294 $394e] 744 §

VANAE AP ] AARE nejFa,
3

gt A VA A= oY e HUtE T



II. A9 v&

AAA AN A kg AE 2AAEE 7P NSl A e AAR A
&g . ope] AF-Ee iAol w2 AR Rgske ks
FoH £2 AAEI & gt s Hd M F2 2AAEE
% &

of AAH= 2AAEI & F 3

&S Fagsls ZAAEE FAAR BT o 71 oy FAVE v &
of tigh Aeololtt. A nl&ow oY /AE 5 F UoBE, ZAHE U
ot A3t MFE Aol & A3t Utk Slemrod and Yitzhaki(1996)& 2= A ]
fo2 AU & (administrative cost), FAlE H 1] & (compliance cost), LuZ <l
T &) & (deadweight loss), A= Q13 ZI}HF-H(excess burden of tax evasion),
A A u] & (avoidance cost)S E3L TR,

dubA o2 A XA (optimal taxation)9} 722 ZAMo|EoA = A 2AFH

Els A

& AR HAY A&AAE oA oE AAStL vt aHY o]Hd F
|

rlo

ZAA ] o 71 MES aysA] HFal £4F

1) F54de B4dA el d3 g2 422 F2d 5 AT A7 = 249 284S
Ta)o = gt

2) AR gk ZI-EI AANELe dvkHom o] ARHA 9al = delth
gAlR 3 xIN-Hold 2APFE I AsSRe AT o
A W& AT BAE sk WAl ankE AelA AfEe A ¢ glonw, |l

_{

sha Qe AYYLE Zaygon wAstu Uk oW Zdliehe pFEe ATEA}
£ Fa WA A9e s A FAA ARsteln s guger dN
ok W AANge WA AR delA FAAT AvRe Sz A
weahs Wg-2 o ettt



ZAAZ gt deld =oE HellAMe ARG Ml BEHE ol &

dHer Fad oy JHA MEEs RF EFAAC

a4
2

G YR
Slemrod(1990)7} R A gl5o], A A9 ZAl(optimal taxation)o] ©3dF =9 Ul= H
Aol ZA A E(optimal tax system)ol] thsh =o]7F Q3 wo|t}, HA XA &

U8 FAH0R AANLY fEaE T3 o|2Ae Are ww, F4 A
B @8502 49 old 14 WEES BF 193 A 2AAA o

A HEoR BE AR AT HEE RHoE 5 F A A9 &
SH]Gol ek =olrF A s Fofoll A e FiEet dlolgkxwt, 1960t o] A /1A
© =99 FFol HuAoldow AAANA ekt gy 1960dd] 2 E A
%3lo] Harberger(1964a, 1964b)7} &&H] &0l o3t o]

o et HHES AAFoZH A9 &g did Ad+= v EdsA A
M 7] A &8LATES) B8] AWkt E 23 (general equilibrium model)-&  AF-&31
Ao xm BAske 7Wo] /g mel A gends A= A7
b o sk AAEJAT. e ol ¥ gk Ao Ak ARRS REo
z9} vy ol wel tEA Jeyrnz A8 a&dd oid doA

rit

49l g4 7 FRAE

rl

3) Harbergere] 7 Heo] =42 ¢ AGst W] Aoig g2 stk 53] 19704
ok 1980 ol = & ZAo] Z(optimal tax theory)o.Z W2l5}o]
economics) o] ZAA9] Fag ANE A H Atk Harberger
T4 G7hsk omel digh 122 Hines(1998) %

4) AR QI IR FE SA At v stk ASH ATy dEs
Shoven and Whalley(1984), Ballard, Shoven, and Whalley(1985), Feldstein(1995),
Stuart(1984), Jorgenson and Yun (1990, 1991) 52 & < Uth o T AE4 FH A
At g wES A}4ek 99t= Shoven and Whalley(1984), Ballard, Shoven, and
Whalley(1985), Jorgenson and Yun (1990, 1991) 5]t}
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TR dol AR ¥
738k 9t} Feldstein(1997, 1995)2 wl=ol A A4 198 & Srsted 283
SHA 2 H- T (marginal excess burden)S 165682 STAFo R A7bds TR
oo ® Atk AS Axskal Sk

sharo A ZA 9 EEH LS FAAFoR A ATFE v dAHo r)
AAAE qietetEdl aglstodof 3= HlE FolA 7HF Fad n8d &
of g 712A77E dujden R mebA S dsehs AT
A BER gl g FAZ BAS vgoR =oue Aert A9 gle 4%

olth. ey A9 E&UEO] AT F gle AR ditRee dHde #¥

woke] BAE 7kl E WS FHUsk G40l vk i ZAYAAEL 1 F
24 & AN R Pl Utk

WA E 9 1] & (compliance cost) e WAL FolW ARAA sl Al Ao Fk
dof sh= Ade Alal ¥ dFeed 28dE NEs gt FAREY
TRAA g AFdge BEE RS ARgstel SR vt 2t

o] FoI RS, oY T AFAIAE ARET Wl mel M= AoldtA YeARE

WA ARl FEdhs gAdHN S Rt At A AFskal
HAYHN G E e S A5ASEE dAEHN &Y BXE Y, oA

2 ALE A% gAFGU S ¥ Y 904 FEE A5 Qe Aol
=
Aaol A FAA T FAAEE odd] Bass GARG gol UF AFE 2

5) FAEHu Gl W AFAFAnES FPHom 1A FIOoR Sanford(1995),
Sanford, Godwin, and Hardw1ck(l989)E o E = 4#i E 4 Atk T3 Cnossen(1994)
oAM= HIM7EA A FAIREY 8-S w41 vagk d3E Ko



3 @4slol A Pnst S4S el olegol Atk FejA(190)L
FARE @A AT ] ARG 25, WA, FAAANA Az s Bu
S WANEe FAa9T. < e o A7 A%E o
254 ARASE AT AU S F ARAS A 0.1~87% FEL HelET
WA= 043~77%, FIAAE 006~09%F HolFa . a#nz 25
A2 WA Bl gol FAAAAG W AEF ¥Le & F A olE
254 8 WAAE oE X FA R WES FHstelor S, wwy B
TG WE, BOPHAE dEd od A4S Fa Addnz 3
YA 0w FEs] gl

<E 1> Share] @A HEN S

(91 %)
A Aol o] Heln o) ug
AEA QRAS 01 ~ 87
w9lA) 043 ~ 7.7
B R A 0.05 ~ 0.9

aael gAY g FEe wug Brhs Ao el dAH

BEolATh = Aol BgeA 5

Pl st 2ed e 3

o Az go] EobAdl Huw AAAoR ARG GO £Fo] FolAA W
88 =

57 gAML Aol drht Bxdstel ol

ra
I
2
il E
ot
D
i
o
D
©
Y
N o
o
o
o
o,
ol

Gl Al bl HARE G| S0l weAe U ANBVL Aol AF
A7k FEaA Foum A

H
HAEHEN G 2 BT ¢ e Aot dwm AR AAREds =9



She AFES BU AP Aol aTsE Fokz AAY 2RYL 45 9

g
9o, ol% Ea @ gARHu G £Eol Brhs ol Ye sl 9

ZAAAL B odt TAE s ol e HUtEo FE AR 7
I YgE EAolt oFEd TFAAE 2AAAE westely] Qe date e
e F2 Fold, vmelA =oual e AT AAAE flat tax=
AAE @8ty fal Aete g7l A Ao,

AAE w=ostrlel obA BaAdold e uig WEe gyt ¢4
o] zlok 3t} Long and Swingen(1987) z

of ola ARt A8t Atk = Ao &S A Fogsr] P& B

rlo
J

[e]
o
Ao UF BAH ALE FEIL A A72199)e olF
2

WAl Zast

A7 A BHES e A5AA &8 A3 s AAE Sk vt
= adez A R, A SaA, UR e AMAAge eM=
Lrebst e, 214 (1993)2 FASE iR AREgs AAT kst A

i
et fds AANG Ador BFste] AAnE 248 2, Al i A

6) dE =%, $7109(1996), r=2AAA(1997), FAA(1998a) Sl olEgr F2 A
Sk Qo).

7) Gaa SFdAe AlA destEs 6] e AUk AES A Fol, ol
3k A A2 -4 James and Wallschutzky(1997)ell 2 Aw s o] Qdth  w=te] flat
tax: 1980t % Robert Hall w<rol 23] A& s glom, u=e] Asldol 4] flat tax
=4S 9% WetEol Ak 10od Fob s A EATE B SAlCA R FHAl 7]
Hom ASHTE &vld digh A7t &ks] K3 Fo|t)h Flat taxel] #st A4 9
me] gk AAEk Are Hall(1996)S #a1&t7] upgtch.

8) Long and Swingen(1987)ell oJsl, ml=r AlAl] H-xh/do] mA= s AE7T =
Abs S ARk Adh, gk AN, R AAIEA Z1eE i, AR W8 29

se) Mz UEbgt.



& AT Heel AR AWl BE old ) mEthe A3E dAfdth
olfd Ay A& T AT AU YT ogA vleHof 3o 2 9]
7b BEskal At el HasAl Hof, wARRe] dAHHY G| oA An

EHoR AGHE oA AZ £ AFIU. AR 27 Ade BEYe 4

TAEE] A EHeE Brk Al o dAdlA e =9 22 A
T Al FolA= 2ARA =H14Q Ves THAA ESAY, AR
S ALY, AR e AR TR AlEEe] o] Al FE BRo
oz WA wretE Aelth

<E 2>8 <9 1>2 1970 o] % o AlE & RBStE HoErh S
A F= 19779 B AAA EQEEA AlE S g S4do] 24707 7}
A A GTEE Rl o|FRE ASKHLeR FUketE FAE BT 1Y
nz A ek SHolA @5 AAle B AAHY e s = A

=

JE

= ] Herfindahl®] FSAT+E
5 F AT Wagner(1976)2 Aly7x9 H34ES Adsr] 93 11384 Ax=
HAEATE A&ste] BASATE & 77 Aol AA AlFolA A s HF

.
(RIS AT FHE & B4 ARG Aareth

9) AE el digk w=eoj= AERtdl AAAES = u, /g dmsen A=
goln, olelgk dEAe F719(1996), HF(1996), = AATL(1997), A
(1999 5% & 4 Utk



S = 2R

ol SE 03 1Abolel #& ZPAE, ghol 245 AA AFHE FolA 53

Aol AAstE HlFo] ErhE A& YuERRE, @ 72E VM dvs
Aol oleie AEE RIS F AW e PR, S £ A8A

@ ulaA Aol sz 4 e B,
<E 3> <9 2>+ 196295H S AR HSAFO)Y] HAES K
AZT. 19804 T FUr ol FHEH WA gol FATE FAAEL & 5 vk

¥Rz AH AEFR7 o AR U] HommM TR daAdis

£

sl g Ae & & A

<E 2> B AT 2 WA

B R A W
1970 17 15 22
1972 16 15 a1
1973 17 17 a4
1974 18 17 25
1976 18 16 2
1977 12 12 o
1978 13 12 o5
1984 13 13 o6
1986 13 14 o7
1990 14 14 o8
1991 14 15 29
1994 16 15 .
1999 15 15 20

1 1) AEAe) FoAlE 17 €] Aﬂ% = Axks)



B 8 B 8 &8 &

[&)]

<Y 1> @7 A W

1970

0.180

0.160

0.140

0.120

0.100

0.080

0.060

0.040

0.020

0.000

1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998

1962 1965 1968 1971 1974 1977 1980 1983 1986 1989 1992 1995




® 3> FA5e WA
g = AFA%
1962 0.105
1963 0.095
1964 0.104
1965 0.107
1966 0.107
1967 0.119
1968 0.122
1969 0.123
1970 0.112
1971 0.115
1972 0.107
1973 0.100
1974 0.099
1975 0.092
1976 0.095
1977 0.084
1978 0.129
1979 0.124
1980 0.130
1981 0.129
1982 0.123
1983 0.124
1984 0.122
1985 0.159
1986 0.161
1987 0.159
1988 0.144
1989 0.139
1990 0.111
1991 0.112
1992 0.122
1993 0.122
1994 0.114
1995 0.110
1996 0.109
1997 0.112




F AN AEE Al BT AA BHS AAE A%, @7 ARE A
2 0% BER F2E ] At FAE RET ok AEEA R FAE:
, A4S0 =H T e 2AAAE Bl dee 2oz sy

2AA, U e ANAE, dszFol UF Be WA L FHAS 52
5 5 gtk e 2rhEe] AMY HEHE A% =8g da des B oW, @

#o 2AE TAH 5B 495 24T FRE AT Yok
3. A A4 &

ZA PN B2 ZAAAC ol ZAEH, 53] delA w=odt A9 H{A
T mel B2 s v A du A A ALY F244E o
THA] Aol Al FFxskan 9o, 3 ARG YA EXAd diEiie A
w3k ol RyYg Tl BAsoor ¥ HQAME AFsta UtHdEEW
Bird(1991), Silvani and Baer(1997), Tanzi and Pellechio(1995)). &1} o}A 71X
ZAYAN &S 2HS o|EF B2 v 2HEA Y Q= A Aot

AN Gl T AR Ao m=od o] J iAo r AN HE

AEZ AFAN o ARG MEe E 5 Ak ol ARE AT 3
A FHol YA, 2AYRUEL AAHE olel X 8AEH Aye A
gahzrs 4as 2 anel Ak

53] AAMS FAA e datbe A
Al

ahaL, alAb A Aol A Ao

O

Au)go] gfRef st YA S T
o z3lel| o8 AAHE Aol vRFo|t)

o3 BRA ZABAN Lo e FHEA 2= AL Fd AHoR
sobe] Buh  <E A>E A 10099 AA@AN Lo =A4E wozy.

1991 d ol = AFAld 10097 AAFAH &0l 099 oot 1997d ell= 091

L

10) Slemrod and Yitzhaki(1996)= =48] g1 8-S ejsle] Jugh o] &40l oy
frio AR 8] AR A Aislr] oHR &

FAQ S RE £AYGH S-S A R oo e

ALghpoln, Hingo] Fagitte Aot



{

o faddh o £AE FaAs dAZ FAGIN Gl gadE FAE
FAG 5 QAT o F AYFel AolAE AAGPel AAY mE Fre A

AZHRE AL ks APES AotsoR ot wE e Alelg A AN S0l

stolxivta sl qtRel AAFHE Aotehs A AAGF AR 28]
gobdE A4E g & sl
<3 4> FPAH]| Lo Fo]
(91: €)

A 1009 A=) F FPE

1991 0.99

1992 0.98

1993 0.96

1994 0.90

1995 0.91

1996 0.93

1997 0.91

Ag: ZAFA AR

AE Bt TA#Ae A4S detd=

F oA A tRE F2% aclel 4 & Aotk AFAd 100€%
Aol fRE B9 199%5d o= 13780kt 1997 d el = 15019 0.2 F7t3)
Aee & Ao IHEE 1008 Bl iy A go] sobm ARt = A

A o AP &2 o3y St FEs FAY

A\
ke
(o))
V
rir
o,
2
E
_l%
o
o



<E 5> AW grre Fol
(H91: o1¢)
y A A 100903
] lol T = [
Oﬂ E ;S)/ﬂ] H] Z:” tlo—l Z‘"%’cﬂ'} (%)
1995 4,719 71,301 13.78
1996 5511 81,249 13.72
1997 5,821 95,550 15.01
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ot ol ik ARSI B A5 WMEehs &
=7 g vk orldAe A5Eue B9
H7rst1el A, AADAE G A AT Thed A me] BAE F3sto] o
AR 2580 A E hers] Aok
A5 EE AR O AAFAEE 7] 98 8 Iy T Iy
= A7 vlao]t}. Atkinson et al.(1995)2 OECD #7}&
S e o wAXEY HHES AFEEY] AEEAY] FANE AESH g
w9 AS AEe wHR A5EEe #e Ayt BX e Aol X wt s A
Atkinson et al®] WWHE FASA =] AYAFE AL dAWd - G4 E
(1998)& AHg3sted thE vk AFE3 vas] 2} ol 52 1919 A%< 7}
Tav A AE eF 1992 9] o)A 5 (KHPS)E A3l Tt
AEREE AYT W, ALEF, FUHAF, AxS5ToR TR ZdE A
oh ey oy AlFel tidk Aoj= AgAtubrt FaRAR VE]
oz w7k ogg el gtk OECDAAE &7 #tell = 7179 &
TOR 50% olgtd A= AFE ARETF, 50%004 150% Aroldl i
& FUT, 150% o AFE dREFes FHdrh
<E 6> Al A AFol AA FFel A AASHE Bl s w7ME R EoErh
TAAZO] dUA R = Uik Wr)d, 2o 80% o FEE B
o W S 567% 2 F1hEel JPE 9 FEs HoErth e A e
252 (KHPS)E AREeE A3 wad} 28k 38 BojEry v SAH A
5 AN Aoe BTl 1%, AL5FE 105%, 1h5F 185%%2 OECD =
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S
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<HE 7> o9 A5ETY ALEE XYASFS Atkionson A FE ALE8Ho
Mg Z24E Helgrh e A4, AT Au we A5EH 295 A
E7F - th2A vEelya ok BAA &R oY, dhare] A5ETRE HJE
7} OECD =7Fge Hit4edl ) g A (KHPS)E AFE3 ZAafo] <ostd
A5ETY A7 AR o A7 o R YERYTHD,
<E 6> AS5AFE S
(& %)
7R A ALEE % 7%
3 = 1985 12.3 66.2 21.5
W 7] 4 1988 4.7 81.2 14.1
A Y o 1987 12.2 68.3 19.5
g A 1984 75 71.5 21.0
= o] 1984 6.5 76.9 16.6
o} W = 1987 10.7 64.1 25.2
o] ¥ o 1986 105 66.2 233
ZAR =g 1985 5.4 77.2 17.4
=2 9o 1986 733 77.9 14.8
A 9 d 1987 7.6 81.9 10.5
» 9 A 1982 8.0 73.6 18.4
o = 1986 9.1 68.1 2.8
o = 1986 18.4 56.7 24.9
OECDH 4 - 9.2 71.6 19.2
3= KHPS 92 18.2 58.6 23.2
g TAIA 91 10.5 71.0 18.5
F: OECD -2 137) BAqA=715e] gatS on)3h
Az P A9 s Atkinson, et al.(1995), e A - 714 F(1998).
11) 5AA A8+ FTE7) 30ke] 7o, mgete] W7 Hokes Aol oy, 1991
ol Ago = *EMH A RO ER A Re] AR e = AJX7) A
AR FE SFE 40000 JbrE vl Ze preln, ded JjHrslate] EA4

Wats wotals] 913 sl wdA R,



o AuA Atkinson Atkinson
(e =105 (e =10
H & = 1987 207 036 075
EaC | 1984 220 046 103
=2 9 ol 1986 234 046 095
W 7] 1988 235 .049 103
ZAR= 1985 238 046 092
= o 1984 250 052 101
yd &= 1987 268 - -
AN 3 o 1987 289 070 146
< = 1985 295 075 158
x g A 1984 296 077 160
9 ar 1986 304 082 181
ol & ¢ o} 1986 310 .080 153
2 9 A~ 1982 323 .099 184
ol ¢ ;= 1987 330 093 188
il ar 1986 341 .099 212
3l KHPS 1992 358 114 233
3l E71A 1991 287 067 138

A5 2L A9 sl Atkinson et al.(1995), 3+ HAA - A F(1998).

Bl 224 ATl #4HnE A4 2R9e dEA Eahe #A% ol
gou 19793 E @AY AP Ut PHES vFoR FHHYonE 1
WA AHE 5 ol Aol
<E & <9 3> SAHANA HESE EALEATITY 102HE A5E
£ ARE el 197995 190897148 ASEHY BEE AUASE A

E
g Zfoltty), HA L5 AS5EMY dHe A5FFEE SRS oA H

12) ¥ Ao = o2 &2 191 7] HAArE 230 QA gtk slojth e
2 A mHve] A58 FAS FF3S Hodste dle A7 Aok



o o] AALH FAE detetdlal, dntgon a5 HeEne
j

gol] ALgH = AE

1o
o
o

2 Aupd, oA 2 ARALY 7Y ARl AP T wY, SRASY B7Y

1979 o] ] NF7HA 9 2587 JRE AvEd, o4 2 Hga5e
A Wl Zo| Asly, AR ghslE FAE Kolx ut i A rE,
T225 2 AHXF] A¢E Agd HEE gloy, A Adte AEE
HolETt

A TRAS ojx g g AHAE
1979 0.3057 0.2942 0.5200 0.2174
1980 0.3065 0.2903 05733 0.2218
1981 0.3060 0.2822 05938 0.2288
1982 0.3092 0.2955 0.5509 0.2145
1983 0.3094 0.2941 05782 0.2229
1984 0.3111 0.2955 0.6019 0.2179
1985 03115 0.2941 05629 0.2298
1986 0.3069 0.2901 05615 0.2215
1987 0.3065 0.2890 0.6041 0.2152
1988 0.3006 0.2842 05672 0.2236
1989 0.3039 0.2880 0.4781 0.2268
1990 0.2948 0.2773 0.4964 0.2226
1991 0.2870 0.2752 0.4962 0.2102
1992 0.2836 0.2579 05331 0.2071
1993 0.2817 0.2618 0.4625 0.1980
1994 0.2845 0.2608 0.4774 0.1968
1995 0.2837 0.2624 0.4863 0.1872
199 0.2907 0.2682 04594 0.2049
1997 0.2830 0.2163 - 0.2501
1998 0.3157 03128 - 0.1993
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<E OB 25AAY £5AFE ARG s @34
nolEd, WAL FEALL 579%2A K BE FF
o 2EAA ol AR FAME FAE AL Aol Au B E
golE B7an SEAL] oA R ok ol AN AHe A5EA o
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A or g 54 &5 ARAasts 24 fvs As 4 F Uk
AAA] AFHE Udetls duAEe] 4 25ASEE FAAE B
Ak, 254 B Aoy el 24§ FHIM & b

=l A2 ZIE A EAVE e BolFaL givkal sl

13) O]e«] Aol «]3}‘?4_ AA VT F, =AZHAIS - AAL500] A5 A5 e
o HolZEE GEASAS] 6.64%0]7, B L7}7ﬂ]‘— 1.74% = &5 A Yehy
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(TH$1: %)
TEZHA

1 59 0.91

2 59 1.58

3 529 2.14

4 539 2.44

5 59 2.86

6 59 3.85

7 B9 4.87

8 59 5.77

9 59 7.14

10 £9) 10.26

P igE 5.79

A AYA 5 0.3138

A% AYA S 0.2974

Hok-& 5.2

Atkinson A4

e =05

Al 0.0827

Al$ 0.0749

Hel& 9.5
e =09

A 0.1434

Al$ 0.1307

Hel& 8.8

A BRI - A (199%a).

o zrleh HARAL £ARA VeI ) 1983350 HLEAA
Hou Ha "HojA 19960l = 40%7HR] ol x vt A EHA
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N
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WO 5AF QoA 2RaSe ARzt 4w woul, 49 10%¢ A
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14) Arerel Fua d94y o nE ey e 2RASAY AIASA ) gg AR
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319 50%
HAA Y] A5 30.1 33.7 19.8 13.7
1991 A5 TAY| 100.0 89.1 0.4 0.4
2391 10%
AANY] A5H 4| 233 22.6 32.0 353
A5 TAY| 100.0 86.8 0.7 0.8
319 50%
HAA Y] A5 29.6 31.0 24.6 18.4
1996 A5 TAN] 100.0 89.3 0.2 0.5
2391 10%
AANY] A5H 4| 229 20.7 30.8 353
A5 TAY| 100.0 86.9 0.2 0.8
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Aoz Hagd wel At ST AA R Al
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<R 12> AdAEF-Ee] #HEkEo

A A4 AE5A A HI7HA
1985 89.56 89.40 70.78 96.54 9151
1986 90.09 90.87 74.19 96.46 91.59
1987 91.40 91.51 73.95 94.95 92.42
1988 92.27 90.46 69.92 97.43 95.95
1989 92.63 93.05 79.13 97.46 96.29
1990 93.57 93.75 83.34 97.85 96.89
1991 93.30 94.46 86.95 97.25 96.09
1992 92.62 94.54 83.06 96.52 94.96
1993 90.70 90.88 79.98 96.64 95.12
1994 91.83 93.34 82.18 96.20 94.88
1995 91.19 91.13 75.80 94.65 9291
1996 91.13 90.99 72.43 94.01 9212
1997 89.18 88.28 68.82 90.79 90.76
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