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In principle, both American voters and their elected officials want to support marriage and the family. One
would expect, then, that our tax code and expenditure programs would reflect this desire. Unfortunately this
is not always the case. Instead of a consistent policy, we have a crazy quilt of tax and expenditure policies
that directly affect the family, some for the better, some for the worse. It is a quilt weaved with no overall
pattern or shape. If the reasons for these developments were pernicious, they would probably be easier to
deal with. But they are primarily the unintended consequences of what at first appear to be reasonable goals.

In this brief essay, I am going to narrow my focus primarily to the government's treatment of marriage—in
particular, the creation of marriage penalties. The Congressional Budget Office estimates that 26.8 million
couples pay additional income tax simply because of marriage (while 21.5 million receive marriage bonuses).
But this is only the tip of the iceberg. An extraordinary array of marriage penalties also arises from the high
rate at which welfare and other expenditure programs reduce benefits in the presence of a spouse with
earnings. Because such penalties are built into so many tax and transfer programs, almost every couple is
faced with potential rewards from divorce or nonmarriage at some point or another, and many partners with
marriage bonuses will one day pay penalties if their incomes become more equal.

Warnings are in order: this is not a simple tour. The area is fraught with technical complexity, which is one
reason few elected officials understand when or how they are creating marriage penalties. It is not enough
simply to be against marriage penalties if one does not understand what causes them. Also, because of
conflict among legitimate principles, this "family" issue breaks down conventional wisdom of what it means to
be liberal or conservative. Both Democrats and Republicans, right and left, share responsibility for the large
historical increase in the size of these penalties.

My own view is that we should make substantial efforts to reduce marriage penalties because they violate
traditional notions of fairness, and they weaken the natural tendency to rely upon marriage as an institution
for mutual support. Further, they tend to subvert citizens' allegiance to a government of laws: those who
manipulate taxes and transfers through marriage decisions come to view the law as expressing few values or
norms; those who value the law but pay penalties as a consequence come to view the law as unfair. (I
consider this to be a special problem in poorer communities where government subsidies for not marrying
have become a major source of financial support.) To remove most marriage penalties, as I will demonstrate,
requires reconsideration of practically the entire shape of our transfer and tax systems. Independently from
my own views, this essay will pull together, for I believe the first time, a fairly comprehensive analysis of
what causes marriage penalties throughout the expenditure and tax systems, and the pros and cons of
alternative methods to remove or reduce them.

Required Conditions for Creating Marriage Penalties

Let us turn more precisely to the conditions under which marriage penalties arise. Marriage penalties or
bonuses will arise in almost any tax or expenditure system meeting the following two conditions: (1) A tax (or
subsidy), explicit or implicit, assessed on the basis of household or family resources; and (2) Different
marginal or incremental tax (or subsidy) rates at different levels of resources.

Taxing by Households: Penalizing Committed Sharing. Some believe that we should impose higher
taxes (or fewer benefits) on a married couple than on two single individuals with the same combined income
as the couple. The argument is that there are economies of scale in households because of shared facilities
and goods. One TV may be enough for two people, one person may be able to prepare a meal for two just as
easily as for one, and so on. Thus, sharing is a process that adds economic benefit over and above household
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income.

If our sole goal was to treat all households equally on their ability to pay, then it is correct that households
sharing goods and services would have greater ability than an equal size, equal income grouping of people
not sharing. The problem with using this argument to justify marriage penalties is not that there are no
economies of scale from sharing. There are, and, indeed, these gains reinforce other natural instincts to
engage in mutual support. Economies of scale, however, apply to almost all sharing
arrangements—dormitories, old age homes, cohabitation, and so on. Yet marital vows are the only type of
arrangement that is taxed.

In those communities where marriage is no longer the norm—and these communities are growing—this
natural social incentive to achieve economies of scale in living arrangements does not disappear, but merely is
converted into forms that avoid the marriage contract. For example, adult males in marriage-discouraged
communities often still live with someone, only now they are more likely than before to stay with their
mothers, with other relatives or friends, or in serial relationships, rather than with a spouse or with their own
children. The tax and transfer systems say that these males deserve significantly lower levels of taxation and
higher levels of support than males with equal incomes who marry. If they are fathers, it tells them that they
can support their children better by remaining unmarried.

Marriage Penalties: A Liberal-Conservative Compromise. Marriage penalties are a classic example of the
type of liberal-conservative compromise that has dominated policy-making for several decades. Liberals,
wanting social programs to be as progressive as possible, often try to concentrate whatever benefits are
available at the bottom of the income distribution. Conservatives, wanting to limit the cost to government,
also want to limit the benefits. Both motives—progressivity and budget containment—are honorable. The
compromise usually used to achieve these goals, however, is to phase out benefits quickly as income (or
wealth) increases in the household. To tax experts, these phaseouts are equivalent to additional layers of
income tax systems. As income rises, a household is implicitly "taxed" in the form of a reduction in benefits.

Since each expenditure and tax subsidy program tends to have its own unique, built-in phaseout, households
in America (and in most developed countries) literally face dozens of tax systems. The Joint Committee on
Taxation recently identified 22 provisions in the income tax alone that resulted in a taxpayer's marginal tax
rate differing from the statutory tax rate. For example, if I lose 50 cents of a benefit when my income goes up
by $1, the effective tax rate from that benefit program alone is 50 percent. Now start to think about all of the
programs that are phased out—welfare, food stamps, earned income tax credits, Medicaid, child credits,
educational assistance, personal exemptions, eligibility for participation in individual retirement accounts, and
so on. The 1997 tax legislation, small by historic standards, added several new phaseouts. It is not hard to
see why so many households in all income ranges, but especially those in welfare programs, face tax rates of
50 percent, 70 percent, or even 100 percent for some of their income.

These high tax rates affect not only extra income earned through work. They also affect any income
introduced into a benefit-receiving household through marriage. Consider a single head of household moving
off of welfare to a job earning about $10,000 a year—just as recent welfare reform encourages. Such an
individual does succeed in moving out of traditional welfare (defined as Aid to Families with Dependent
Children or its replacement, Temporary Assistance to Needy Families), but still receives a variety of other
supplements, such as food stamps and earned income tax credits. The problem is that if this benefit recipient
now marries a single person earning $20,000 a year, their combined income would fall by almost 30 percent,
or close to $9,000, because of the marriage alone! And this is not an isolated instance. Using a sample of
representative taxpayers, economists Stacey Dickert-Conlin and Scott Houser found that the net gain to
separating for the median married poor family was 16 percent of income. Similarly, they found that the
median loss in income from marriage is equal to 12 percent of unmarried income for all poor single women
with children. And while their estimates include most taxes and transfers, the marriage penalties would be
even larger if programs like Medicaid and housing assistance were included.

This reality may explain in part why in many low-income families fathers feel little sense of accomplishment in
staying around to marry and raise children. Government in effect has declared that working fathers in
low-income, two-parent families are a liability. Whatever the changes in cultural standards or mores that may
have led to this situation, the government has created enormous barriers to responsible fatherhood. The total
income of those communities dominated by income assistance, children born out of wedlock, and the absence
of married couples would fall significantly if individuals in these communities married in patterns closer to
national averages. In these communities, government has effectively pronounced that marriage is a foolish
exercise—even though marriage is a principal route out of poverty.

In recent years, Congress has turned its attention to a moderate subset of all the marriage penalties it has
created: those associated with the progressive rate schedule in the individual income tax and with its
requirement for joint filing in the case of married couples. It is true that there was a brief period of time when
most marriage penalties did arise out of the progressive income tax rate schedule. But as should be clear by
now, with the myriad of expenditure and tax subsidy programs that have developed over the years, the
sources of marriage penalties extend far beyond those imposed by the individual income tax.

Options for Removing or Reducing Marriage Penalties

To reduce or eliminate marriage penalties essentially involves addressing either of the two
conditions—household filing or multiple rates—that create the penalties. There are several approaches or
options, and sometimes they can be combined. The most feasible options, and some of their related
difficulties, are outlined below.



Flattening of the combined tax rate schedule. Complete elimination of variable rates would mean that
income would face the same tax rate whether the income was combined in marriage or not. No, this is not a
pitch for supply-side economics. But the consequences of a variable rate schedule must be recognized. Tax
reform in 1986 attempted to get at the problem of marriage penalties partly by flattening the income tax rate
schedule in a way that did not reduce overall progressivity. By evenly taxing all sources of income and
removing deductions and tax shelter opportunities, this reform was able to maintain progressivity while
reducing and flattening statutory rates. Unfortunately, Congress has since been moving in the opposite
direction with the budget agreements in 1990, 1993, and 1997. Still, as noted above, the income tax is not
the main problem when it comes to marriage penalties.

The principal concern is transfer programs. As a practical step, one could try to limit the combined marginal
tax rate for low- and moderate- income individuals moving out of welfare programs to around 30 percent or
40 percent, rather than the 70 percent (sometimes 100 percent or more) rate they now often face. Then,
when they moved into the income or Social Security tax systems, they would again face a similar combined
rate (in general, the 15.3 percent Social Security tax plus a 15 percent bottom rate bracket in the income
tax). The marriage would be penalized much less and it would matter less how the income was split as long
as each person faced the same tax rate inside or outside of marriage. And, as explained below, it is possible to
use this method to flatten only the rates in the lower and middle classes, and use some other method to deal
with higher income individuals. This would allow the tax system to retain a fair amount of progressivity.

Note that a true flattening of tax rates at low-income levels would require a reconsideration of almost every
income-conditioned tax and expenditure program on the books. Today, however, these programs often do not
even share administrative records, and their administrators have little idea how the programs overlap. It
would also require abandonment of the liberal-conservative compromise placing so much stress on
progressivity and budget savings within every income-related program. Given changes that could
simultaneously be made in other features, such as the level of minimum benefit and the income tax rates at
higher income levels, overall progressivity need not be reduced by this type of effort. Nonetheless, phaseouts
cannot be sought by Congress every time it deals with an expenditure or tax subsidy program without playing
havoc with marriage penalties.

Income Splitting. Rather than trying to reform the system by flattening tax rates, one could try to work on
the conditions under which family or household filing is required. One option is income splitting, which
effectively taxes married couples as if each was an individual filing a single return and having exactly the right
share (one-half) of the couple's total income so as to minimize tax liability. Unfortunately, income splitting
eliminates only those marriage penalties arising from a rate schedule where rates are always successively as
high or higher at higher levels of income, a situation that is the norm in the middle- and upper-income
classes from the income tax alone. But our two conditions demonstrate that marriage penalties can also occur
when rates fall as income increases. Because of all the phaseouts and implicit tax schemes, the real tax
system now imposes such a rate structure on a large portion of the population. Thus, when one moves
through the phaseout ranges of the earned income tax credit, food stamps, Medicaid, the itemized deduction
limitation, the IRA contribution limit, and so forth, marginal tax rates fall rather than rise.

Take the simple case of the welfare recipient who considers marriage. Assume a welfare/tax structure that
provides to unmarried adults $5,000 of benefits at zero income, no tax and no benefits at $10,000 of income,
and a tax of $1,000 at $20,000 of income. Before marriage, a couple with $0 income for one partner and
$20,000 for the other would get benefits of $5,000 and taxes of $1,000 for a net benefit of $4,000. If they
marry and split their income, then each is treated as having $10,000 of income. They then get no benefits and
pay no taxes for a net benefit of $0. The net income of the couple would fall $4,000.

Still another issue is that income splitting in the income tax would increase marriage bonuses for wealthier
households where income is not split very evenly. This raises the cost of action. A compromise here is to use
income splitting only for the income tax and confine it to, say, the first $50,000 of income.

Mandatory Individual Filing. For income tax purposes Congress could return to the days of mandatory
individual filing. Pure individual filing could mean, however, that the nonworking spouse of a millionaire might
be entitled to welfare benefits. An intriguing possibility here, and one that I increasingly favor, is that wage
subsidies like the earned income tax credit accompany the worker and not the family, and that child credits or
subsidies accompany the child. Canada is currently experimenting with such an approach. I recognize that
some high-income families would then get a credit or subsidy. But worrying about whether someone earning
millions gets a small subsidy here or there is simply not worth the trouble. On average, higher income families
can be made to pay for these changes through an explicit tax rate structure. (We allow high-income
individuals to benefit from the Social Security and Medicare programs and from public school education, yet
progressivity is not removed—the rich simply pay more than their share of taxes to support these systems.)

My main concern here is with trying to address issues related to parenthood, marriage, and work among low-
and moderate-income individuals. If subsidies were applied at low wage levels on an individual basis, they
would not create the current strong incentives against marriage in low-income communities. This would also
address the concerns of researchers like Ron Mincy, who worry about the negative impact of the welfare
system, as currently structured, on the forgotten low-income male. The trick again is that once a program is
aimed at the individual, marriage can have no effect on benefits or taxes paid. This type of reform could
significantly change the environment of those communities. Take an example: if a single mother earning
$10,000 a year received a wage rate subsidy like the earned income tax credit on an individual basis, she
would not lose it if she married someone with income of his own. Similarly, if a low-earning male married into
a family, he would still be eligible for any wage rate subsidy that was available for low-income workers living
with dependent children. With individually based programs, his earnings would not affect her credit, and her



with dependent children. With individually based programs, his earnings would not affect her credit, and her
earnings would not affect his.

Optional Individual Filing. Mandatory individual filing would partially "pay" for the removal of income tax
marriage penalties by removing marriage bonuses as well. An alternative is optional individual filing, a
procedure that allows married couples either to garner marriage bonuses, or when there are penalties for joint
filing, to avoid them by filing as separate individuals. Admittedly, optional filing increases administrative costs
in deciding how to file, as the taxpayer often must calculate taxes two different ways to see which is cheaper.

Unfortunately, many taxpayers are already in a world of optional individual filing. The main difference is that
the benefit now is granted only to those who are able or willing to treat the actual act of marriage as the
option. Putting optional individual filing into the statutes would simply extend those benefits from unmarried
couples to married couples. Then in order to maintain a lower tax burden one would not have to decide
whether or not to marry, but simply what type of return to file.

A Comprehensive Approach

In my view, taxing a large share of marital commitments makes little sense in any society, much less one
searching for ways to revive or foster community (or "communitarian") spirit among its members. After all,
the primary feature of community is to share, and the most basic form of sharing is between two people or
within a family. Admittedly, the research in this field does not prove that removal of marriage penalties would
have a significant effect on behavior. It would not, for instance, by itself reverse the sexual revolution. But
empirical research is not good at detecting the influences of policy on long-term social norms.

Moreover, although the marriage penalties within the income tax have been around since 1969, we have only
recently become a society where the very large marriage penalties from income assistance and wage subsidy
programs have been extended well into the middle class and beyond the stereotypical poor, nonworking
welfare recipient. It is doubtful that the long-run influences of any of these conditions have yet to be fully
experienced by society. (As an aside, it is interesting that policymakers seem willing to accept evidence that
high marginal rates influence behavior negatively at the top of the income distribution, but not at the
bottom.)

Independently from whether marriage penalties will significantly affect behavior in a narrow sense, I believe
they have a corrosive effect on society and especially on those low-income communities most affected by
marriage penalties. Marriage penalties violate almost everyone's sense of fairness because they penalize only
that type of sharing done through moral and legal promises. These penalties further discourage responsible
fatherhood and motherhood. Finally, where there are economies of scale, one can turn the reasoning
mentioned at the beginning of this paper on its head. That is, since sharing can increase the effective
well-being of individuals with no increase in their nominal income, society might want to subsidize such
economies of scale rather than tax them. A similar efficiency argument lies behind some of the subsidies
offered for education and other income-improving activities.

What all this implies in practical terms is that to deal with marriage penalties in a thorough manner, Congress
almost inevitably has to reconsider the entire range of explicit and implicit taxes it has imposed on income.
Most of the hidden taxes it has adopted over the years would need to be reconsidered, pulled into an
integrated whole, and, where appropriate, replaced by direct, explicit taxes.

Pulling together the options above, here is a comprehensive package that literally would change the face of
our transfer and tax system:

Reduce combined marginal tax rates on low- and moderate-income individuals so that they did not rise
much above the rate that applies to middle- and higher-income individuals (in this latter case, ranging
today from about 30 percent to 45 percent). Movement to this type of rate, however, would entail more
universal benefits than under current law and less concentration of benefits at the very bottom. One could
achieve this end without reducing real benefits for low-income individuals if a portion of the revenues that
derive from economic growth would be used to reduce the tax rates applying mainly to these low- and
moderate-income families.

Use the direct tax rate schedule as the primary means to establish overall progressivity and abandon the
complicated effort to put "progressivity" into everything government does. This requires recognition that
each new phaseout introduced is simply another tax rate schedule added onto the existing system.

Within the income tax, apply income splitting to lower- and some middle-income ranges. For example, if a
single individual got a standard deduction of $3,000, a couple would receive a standard deduction of
$6,000. If the single individual faced a tax rate of 15 percent for the first $30,000 of income, a couple
would face a tax rate of 15 percent for the first $60,000 of income.

For income over and above the levels to which income splitting would apply, use mandatory or optional
individual filing. For a given rate structure, this would be both less expensive and retain a higher degree of
progressivity than income splitting at all levels.

If income splitting is unacceptable at any income level, enact mandatory or optional individual filing at
lower- and middle-income levels. While more complex than needed at those income levels, it would still be
preferable to current law.



Let me be clear that the issue of how to make adjustments for children for the most part is a separable issue.
Where adjustments are desired because of the cost of raising children, they can be achieved through child
credits and dependent exemptions without giving additional bonuses to all married couples. Put another way,
if the goal is to assist parents because of the presence of children, spousal benefits and bonuses are a poorly
targeted device.

As I have indicated, it is not clear to me that policymakers fully comprehend how to achieve changes of this
scale and magnitude. Incremental changes here and there may reduce marriage penalties a little, but they
may be more than offset by new marriage penalties introduced every time there is some new phaseout or
implicit income tax introduced. The momentum for change may have to come from acceptance of a broader
principle. For example, a law might limit the combined marginal tax rate facing low- or moderate-income
workers to no more than the tax rate applying to the highest income individuals. To implement that goal,
however, would also require years of effort to coordinate administrative structures in all the government's
many programs, converting the crazy quilt of family policy into a more consistently designed overall pattern.

As long as policymakers are not able to deal with the issue in any comprehensive way, perhaps some private
consideration ought to be given to the possibility of allowing marriage for religious or moral purposes without
legal marriage being an automatic consequence. This is a matter that needs to be considered carefully and
wisely, for there are a variety of issues—especially those dealing with spousal rights—that must be given
substantial consideration. Nor, given the conflict of legitimate principles, is it a matter on which anyone can be
righteous. Still, consideration of an option on this level might highlight the nature of the problem that current
law has established. The primary goal in all the alternatives I have suggested is to find a pragmatic way to
remove from families—particularly low-income families—the moral quandary of having to reduce the family
support they can give each other and their children if they marry.
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