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CHAPTER I

INTRODUCTION

The Negative Income Tax (NIT) is a relatively new 
and virgin approach to the eradication of poverty in the 
United States. This approach has been viewed by some 
authorities as just one more program to be added to the 
roster of welfare programs presently in effect. Con
versely, other authorities view the NIT approach as a pana
cea for the legislative and poverty problems prevalent 
today. Whatever the eventual outcome may be, the negative 
income tax appears to be one valid method of attack in the 
war on poverty.

This paper will not attempt to delve into the basic 
reasons why such a guaranteed-income or income-maintenance 
program may be necessary. To try to determine why the 
people who need assistance are in the condition they are in 
to begin with is not within the scope of this paper. It is 
sufficient to say though, that there is a sizable number of 
persons (upwards of one-fifth of the population) who, when 
compared to an official measure of a minimal standard of 
living, are found to be lacking in many of the bare neces
sities of life and are therefore deemed to be poor or near
poor .

1
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Having acknowledged the fact that there is substan

tial poverty in the United States, we take it as gratuitous 
that the poor want to be helped. And, beyond this, the 
present paper is further predicated on the assumption that 
the poor or near-poor are as they are, not because they 
want to be or because of ingrained insouciance or lacka
daisical life style, but because of certain basic forces 
directly uncontrollable by them; and, that, if given the 
means whereby their economic position might be improved, 
the poor would be inspired to further improve their lot.

In this country, the NIT concept was first advanced 
by Milton Freidman in 1962. Subsequent proposals advanced 
by other theorists and even an attempt of application of a 
diluted version of a typical NIT scheme (President Nixon's 
Family Assistance Plan, 1969) have failed to gain national 
acceptance for the NIT approach as a measure to combat 
poverty. Further, in several States, experiments have been 
developed to determine the impact of such a guaranteed- 
income program on the supply of work effort and these 
experiments have been collaborated with other econometric 
evidence gathered through less direct approaches. Both 
sources have obtained results that are, at best, suggestive 
and far from conclusive. Thus, the negative income tax is 
still in the hypothetical-experimental stage of develop
ment, and arguments pro and con for such a program are 
either essentially theoretical or predicated on partial and 
indirect factual evidence.
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One source of evidence which has not been consulted 

to date in the attempt to corroborate or refute the alleged 
effects of a NIT program consists in the sales-, food-, and 
property-tax-credit features in existing State personal in
come tax systems. In effect, these programs constitute at 
least a limited or partial type of negative income tax, and 
are administratively similar to a typical NIT scheme advo
cated for the national level. It is this experience that 
the present study has attempted to tap and analyze, with 
the view of applying the resulting factual information to 
the questions of the probable effects and implementational 
feasibility of a negative income tax.

In the remainder of the paper we shall in turn:
(1) examine in some detail the proposed negative income tax 
at the national level in terms of (a) its essential formal 
features and modus operand! in principle, (b) a comparative 
analysis of some of the more specific versions in which it 
has been advanced to date, and (c) the arguments for and 
against the adoption of such a plan (Chapter II); (2) 
describe the sales-, food-, and/or property-tax-credit pro
grams actually employed in six States (including the Dis
trict of Columbia) in terms of (a) when and why they were 
initiated, (b) operational considerations and corresponding 
policy changes, (c) by which State department the programs 
are regulated, and (d) how much the programs cost (Chapter 
III); and, (3) compare and evaluate the nine tax-credit 
programs individually and as a whole, applying this
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information against the pertinent questions concerning the 
feasibility of a NIT scheme in terms of (a) general compar
ative data, (b) administrative and operational aspects, (c)
programs costs, and (d) overall effectiveness of the pro
grams under observation (Chapter IV).

In closing, the final chapter of this study,
Chapter V, will present a brief yet concise summary of the 
study and the major findings and conclusions resulting from 
it.



CHAPTER II

THE NEGATIVE INCOME TAX (NIT): NATIONAL LEVEL

Introduction
Proposals for the alleviation of poverty through 

the use of a guaranteed minimum income are not the by
product of the level of living that is suffered by many 
today. The initial proposal conceived to accomplish 
poverty control was made close to two centuries ago. Not 
until recent years did guaranteed-minimum-income proposals 
attract the public, political, and professional attention 
they now command. These proposals have variously been 
called a social dividend plan, a guaranteed annual income, 
a credit income tax, and a negative income tax. The names 
may be different, but there is one predominately common 
characteristic possessed by each type of proposal: a 
government would give money as a supplement to current 
earnings to those who are considered poor. In the United 
States, granting money to those, say, whose income is below 
the Federal personal income-taxpaying level, could be accom
plished readily through the existing income tax structure.
A negative rate of income taxation could be used to distri
bute this supplemental income— i.e., a negative income tax.

5
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The Poor

To officially and objectively identify who might be 
considered as poor, the Social Security Administration has 
developed a poverty index based upon the Department of 
Agriculture's measure of the cost of a temporary, low- 
budget, nutritious diet for households of different sizes. 
Using this index as a guide, an urban family of four was 
considered poor in 1973 if their annual income did not ex
ceed $4,540.^ It has been estimated that in 1975, 27.5 per 
cent of all households in the United States will have an
income of under $5,000 as computed in 1967 constant dol-

2lars. With as much resourcefulness and candor as possible 
the Report of the President's Commission on Income Mainte
nance Programs has provided some guidelines on identifying 
the type of people who might be considered poor. The Com
mission stated:

. . . about one-half of all poor families live in the
South; two-fifths of the poor are children under 18; 
two-thirds are white ; one-fifth are over age 65 ; and 
perhaps most striking of all, over one-third of the 
poor live in families in which the family head works 
throughout the year.3

^Letter from Meyer Zitter, Chief, Population Divi
sion, U.S., Department of Commerce, Bureau of the Census, 
Washington, D.C., June 4, 1974.

^Fabian Linden, "Household Income Distribution in 
the Seventies by Income Class," Conference Board Record,
VI (August, 1969), 36.

^The President's Commission on Income Maintenance 
Programs, Poverty Amid Plenty, The American Paradox (Wash
ington, D.C.: Government Printing Office, 1969), p. 2.
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Along remedial lines, there does exist, at present, 

a number of measures aimed at alleviating the burdens of 
the poor. These measures are divided into two general 
categories: social insurance programs and public assist
ance programs. However, certain characteristics of indivi
dual programs within the province of these two general 
categories have been cited as reasons for the increasing 
ineffectiveness of social insurance and public assistance 
programs as weapons against poverty. For example, in 1965,
63 per cent of all considered poor were not eligible to 
receive any cash benefits under OASDHI programs, a major 
program of the social insurance category.  ̂ In addition, 
programs that lie within the scope of the public assistance 
category have been known to assure a minimum income which 
is well below generally accepted poverty lines.

Earlier Guaranteed Income Schemes
As early as 1795, the need to guarantee certain 

people a minimum income was recognized. One method estab
lished to accomplish this objective was the Speenhamland 
System. The Speenhamland System was designed to aid the 
common English worker by assuring a minimum income regardless

“̂George E. Rejda, "Social Security and the Paradox 
of the Welfare State," Journal of Risk and Insurance, XXXVII 
(March, 1970), 20.

Christopher Green, Negative Taxes and the Poverty 
Problem (Washinaton, D.C.: The Brookings Institution,
1967), p. 20.



of regular income. This system remained in effect until 
1834 when it was abolished by the Poor Law of 1834. The 
Speenhamland System has been faulted on the following 
grounds:

1. the employee was encouraged to reduce his/her 
earnings since the system would make up the difference, 
thus reducing work incentives;

2. an increase in the birth rate was factually ex
perienced because additional children meant an additional 
allowance;

3. the spirit of independence was actually lost 
among the people.^

Approximately one century later, a second attempt 
at providing a guaranteed minimum income was proposed.
This plan was conceived by Lady Juliette Evangeline 
Rhys-Williams, an Englishwoman. Her proposal called for 
the payment of an allotment to every man, woman, and child 
in England, not just those considered poor. This payment 
would vary according to age and gender, and was to be 
financed by a proportional tax on all income. The Rhys- 
Williams plan was to combine all the existing welfare ser
vices operated by the government into one comprehensive 
system. The Rhys-Williams Plan, a social dividend proposal, 
would have combined positive and negative taxes in such a

.S., Congress, Joint Economic Committee, Guaran
teed Minimum Income Programs used by Governments of Selected 
Countries, by Martin Schnitzer, Joint Committee Print, Paper 
11 (Washington, D.C.: Government Printing Office, 1968), 
p. 4.
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way as to build a floor under the income of every family in 
England. This plan required the tax structure to raise 
revenue to finance both the guaranteed-income proposal and 
existing public services. This proposal was never adopted 
in Great Britain. This plan was not without merit, however, 
for the simplicity of the plan had its effects on more

7recent proposals.

Contemporary Negative-Income-Tax Plans and 
Proposals in the United States 

Contained within all the proposals for a NIT 
approach to the reduction of poverty are the following 
three critical variables:

1. a guaranteed minimum level of income;
2. a tax rate which is applied against a tax base;
3. a break-even level of income at which allow

ances are reduced to zero and above which positive taxes
Oare paid.

These three variables are interrelated in the fol
lowing basic NIT formula:

A = B + (l-t)E
where, A = after tax-or-transfer income,

B = the guaranteed minimum level of income, 
t = the positive marginal tax rate applied to E as 

the base, and

7Green, op. cit., p. 38. 
^Ibid., p. 52.



E = earnings and other non-NIT income.
By definition, the break-even level of income is 

where A = E, and can be found by solving the following 
equation A = B + (l-t)E in terms of B, t, and E.

A = B + (l-t)E = E
B = E - (l-t)E = tE
E = B/t = break-even value of E = A 

9T = E - A.
All six of the plans that will be presented in the 

following pages contain the three critical variables cited 
above. The last two plans to be presented, those of Robert 
Theobald and Edward Schwartz, are "fill-the-gap" approaches. 
These two approaches raise the income of the poor to a pre
determined level, equating the guaranteed minimum income 
and the break-even level of income, and in effect, apply a 
100 per cent tax rate on negative taxable income.^

While the six proposals to be examined exhibit cer
tain differences in numerical specifications and structural 
form, all of these plans are considered to be NIT schemes.
In one author's characterization, the proposals of Milton 
Freidman, Robert Lampman, James Tobin, and Earl Rolph are

10

^See Appendix A for an in-depth analysis of this 
relationship.

l^Green, op. cit., p. 66.



an "infrapoverty income guarantee," and those of Robert 
Theobald and Edward Schwartz are a "suprapoverty income 
guarantee."^

Infrapoverty Income Guarantees
Milton Freidman.— The NIT concept was first brought 

to national prominence in the United States through the 
writings of Dr. Milton Freidman. Dr. Freidman was well 
aware that poverty was a very serious problem in society, 
and furthermore, he recognized the shortcomings of the pre
sent methods employed to eradicate this condition. He was 
also cognizant of the fact that there was a need for govern
mental action, and he argued that this action should be 
directed specifically at the poor while operating through 
the present market system. He contended that: "the
arrangement that recommends itself on purely mechanical

1 2grounds is a negative income tax."
Under his proposal, a 50 per cent negative tax rate 

was applied against the cash subsidy granted to any indivi
dual whose income was less than the combined total of un
used exemptions and deductions allowed by the Federal indi-

13vidual income tax system. In 1961, a typical family of

-*--*-Clair Wilcox, Toward Social Welfare (Homewood, 
Illinois: Richard D. Irwin Press, 1969), pp. 253-54.

-^Milton Freidman, Capitalism and Freedom (Chicago: 
University of Chicago Press, 1962), pp. 191-92. For a con
cise reproduction of the original plan as published in 
Capitalism and Freedom see: Milton Freidman, "The Case for 
the Negative Income Tax," National Review, XIX (March 7, 
1967), 239-41.

13Freidman, Capitalism and Freedom, p. 192.

11
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four, that is, a man, wife, and two children were to have 
exemptions totaling $3,000. This figure was composed of 
$2,400 in exemptions plus $300 for the man and $100 for his 
wife and each child. According to Freidman's plan, if this 
family had no other source of income, the government was to 
grant a subsidy of $1,500. This basic subsidy was then to 
be reduced by fifty cents for each dollar of family earn
ings, if the family had no other source of income. At the 
$3,000 level the government was to cease the granting of 
subsidies. In 1961, the poverty line was established at 
$3,054 for a non-farm family of four.

Algebraically, Dr. Freidman's plan was:
A = B + (l-t)E
A = 1500 + (1-1/2)E
A = 1500 + 1/2 E
T = E - A
= E - 1500 - 1/2 E 
= -1500 + 1/2 E 

-T = 1500 - 1/2 E
A = E
E = 1500 + 1/2 E 

1/2E = 1500
E = 3000
Estimated cost: $10 Billion annually.^

"How 1 Negative Income Tax1 Works--Who Would Get 
What," U.S. News & World Report, May 27, 1968, pp. 78-79.

l^Zitter, loc. cit.
l^George H. Hildebrand, "Seconds Thought on the 

Negative Income Tax," Industrial Relations, VI (February, 
1967), 142. This figure, 10 Billion, includes provisions 
for double exemptions for people that are 65 years of age 
or over, blind, etc.
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■ • 1 7Income Deficit reduced by: 13.1 per cent.

Dr. Freidman realized the possibility of some admin
istrative problems with his plan. He felt that these prob
lems would be minor since his plan was to be administered 
through the presently existing income tax system. Dr. 
Freidman stated: "more important, if enacted as a substitute 
for the present ragbag of measures directed at the same end, 
the total administrative burden would surely be reduced.

This economic revolutionist was completely in favor 
of replacing all the welfare measures that were in existence 
at that time, and this cannot be said of the other modern 
economists mentioned in this paper. He was also aware of 
what his scheme for alleviating poverty could do to the work 
incentives of the poor:

Like any other measure to alleviate poverty, it re
duces the incentives of those helped to help themselves, 
but it does not eliminate that incentive entirely, as a 
system of supplementing income up to some fixed minimum 
would. An extra dollar earned always means more money 
available for expenditure.19

The major disadvantage of the negative income tax 
was the political implications of the tax itself, according 
to Dr. Freidman. The success or failure of his proposal * 19

l^The President's Commission on Income Maintenance 
Programs, op. cit., p. 62.

1^Freidman, op. cit., p. 192-93.
19Ibid., p. 192.
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depended largely upon the willingness of the majority of 
taxpayers in this country to impose higher taxes upon them
selves to pay for the program.

Robert J. Lampman.— This theorist advocated two 
basic approaches in a NIT proposal. His first approach 
used, as an income base, the total of the unused exemptions 
plus the minimum standard deduction. The second approach 
used the established poverty line figure as a NIT base.

Concerning the first of these two approaches, Dr. 
Lampman realized the potential of using deductions plus 
exemptions as a tax base in conjunction with the Federal 
income tax system as evidenced by this statement:

We do, of course, have arrangements in the federal 
income tax for personal deductions and exemptions where
by families of different size and composition are ranked 
for the imposition of progressive rates. However, it is 
a major irony of this system that it does not extend the 
full force of its allowances for children to the really 
poor. In order to do so, the tax system could be con
verted to have negative as well as positive rates, pay
ing out grants as well as forgiving taxes on the basis 
of already adopted exemptions and rates.20

This approach was to refund a percentage of unused personal
exemptions and deductions to the tax filers who had non-
taxable income. The marginal tax rate used was to range
anywhere between 14 and 50 per cent.

The second of the two approaches proposed by Lamp- 
man, was, in actuality, a refinement of the first approach.

■^Robert j. Lampman, "Approaches to the Reduction of 
Poverty," in Louis A. Ferman, Joyce L. Kernbluh, and Alan 
Haber, Poverty in America, A Book of Readings (Ann Arbor:
The University of Michigan Press, 1965), p. 418.
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Lampman saw too much inequity in the present income tax sys
tem, and in order to eliminate this inequity the marginal 
tax rate should be closer to 50 per cent. However, it was 
Lampman1s contention that once the marginal tax rate rose 
above 25 per cent, the poverty income gap figure should be 
substituted as the base in lieu of exemptions plus deduc
tions. This second approach, that of substituting the 
poverty income gap figure as a base instead of exemptions 
plus deductions, was preferred because it produced greater
equity in the treatment of poor families of different
• PI . . .sizes. In this plan, the initial allowance was to be

based upon 50 per cent of the poverty line figure, for which
in this latter plan Lampman used $3,000. The official
poverty line in 1964 was $3,169.* 22

Algebraically, Lampman1s plan was:
A = B + (l-t)E 
A = 1500 + (1-1/2)E 
A = 1500 + 1/2 E
T = E - A
= E - 1500 - 1/2 E 
= -1500 + 1/2 E 

-T = 1500 - 1/2 E
A = E
E = 1500 + 1/2 E 

1/2E = 1500 
E = 3000
Estimated cost: $6.3 Billion annually.22

P 1-‘-Christopher Green and Robert J. Lampman, "Schemes 
for Transferring Income to the Poor," Industrial Relations, 
VI (February, 1967), 128.

22Zitter, loc. cit.
23qreen and Lampman, op. cit., p. 129.
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Income Deficit reduced by: 13.1 per cent.^ 
Professor Lampman's NIT scheme was designed as a 

supplement to, rather than a replacement for, other welfare 
measures. His proposal was aimed directly at helping the 
working poor.

Professor Lampman was very concerned about the
interchange of the three critical variables common to all
NIT proposals and the possible results these interchanges
could have on work incentives. Professor Lampman stated:

It will be apparent to the reader that the tax rate 
used in a plan is critical to its outcome. Given a low 
break-even point, a tax rate lower than 50 per cent 
would not do much to fill the poverty-income gap. But 
why not apply a higher than 50 per cent rate to the pre
allowance incomes of the poor? Indeed, why not apply a 
100 per cent rate? The basis for not doing so is that 
such a high rate would have undesirable side effects.
It seems reasonable to assume that a 100 per cent tax 
rate would reduce the supply of work effort at given 
wage rates, although it must be admitted that there is 
not an overwhelming amount of empirical evidence leading 
to this conclusion. On the other hand, we are now aware 
of evidence to the contrary.25

In addition, Lampman pointed out that some of the poor might 
find that the guaranteed minimum was as high or higher than 
their present earnings, causing some to stop work and sub
stitute the guarantee for their earnings.^

In theory, Lampman believed that his proposal might 
incur administrative problems, because at several points the * 26

2^The President's Commission in Income Maintenance 
Programs, op. cit., p. 62.

^Green and Lampman, op. cit., p. 130.
26Ibid., p. 131.
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plan departed from concepts used in the present income tax 
system. By using poverty lines instead of exemptions plus 
deductions as a break-even level of income, some families 
with less than four members were considered eligible for 
allowances while at the same time taxable. In addition, 
Lampman1s definition of income in his proposal included 
benefits from social insurance programs and excluded money 
received from public assistance.27 This broad definition of 
income might have caused some administrative problems be
cause there might have been two different definitions of 
income within the same income tax system.

James Tobin.— This theorist was a noteworthy econo
mist who, like his contemporaries, realized the inadequacy of 
the welfare system to reduce poverty. Moved by the need to 
secure a minimum income for the poor, he devised and stated 
his plan thusly:

The defects of present categorical assistance pro
grams could be, in my opinion, greatly reduced by adopt
ing a system of basic income allowances, integrated with 
and administered in conjunction with the federal income 
tax.28

Tobin's plan was to guarantee a basic allowance of 
$400 to each parent and to each child up to four children.̂ 9 
Any additional children up to a total of eight were to

27lbid., p. 129.
9 Q°James Tobin, "Improving the Economic Status of the 

Negro," Daeladus, XCIV (Fall, 1965), 891.
29james L. Essig, 

December 7, 1968, p. 586.
"The Negative Income Tax," America
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O Qreceive $150 in the basic allowance. In this proposal a 

family of four was to receive $1,600, a family of six re
ceived $2,400, a family of eight received $2,700, and a 
family of ten received $3,000. A family larger than ten was 
not to receive any additional allowances. This basic allow
ance was then to be reduced by one-third of a dollar for 
every additional dollar of earned income. If for example, 
a family earned $3,000 in outside income, with the one-third 
rate applied, the government reduced the basic $1,600 sub
sidy by $1,000, leaving a $600 subsidy to be paid to the 
family. The family's total income would now be $3,600 
($3,000 + $600). In Tobin's example, a family continued to 
receive a subsidy until their income reached the break-even 
point of $4,800 in earned income. The poverty line figure

O Iat the time of Tobin's plan was $3,223. Algebraically, 
Tobin's plan was:

A = B + (l-t)E
A = 1600 + (1-1/3)E
A = 1600 + 2/3 E
T = E - A
= E - 1600 - 2/3 E 
= -1600 + 1/3 E 

-T = 1600 - 1/3 E
A = E
E = 1600 + 2/3 E 

1/3E = 1600
E = 4800 * 31

^Green, op. cit. , p. 135.
31Zitter, loc. cit.
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Estimated cost: $12-15 Billion annually.32
Income Deficit reduced by: 17 per cent.
James Tobin considered his proposal to be a supple

ment to rather than a replacement for the existing welfare 
measures. Administration of his plan, had it ever been 
implemented, was to have been relatively simple; estimates 
of the allowances a family was expected to receive were to 
be made on a yearly basis and received on a monthly basis.

Unlike some of his contemporaries, Tobin believed 
that incentives to work would not have been greatly affected 
if his proposal were enacted. Tobin maintained that:
" . . . the right to retain half of one's own earnings is a
less powerful incentive than retention of two-thirds."34

Earl Rolph.— The credit-tax approach to poverty re
duction was uniquely different from the previously advanced 
proposals. Rolph believed that many administrative diffi
culties would arise if two Federal income taxes came into 
existence. Therefore, the goals of Rolph's plan were three
fold:

1. to redistribute income systematically in the 
direction of reducing the present inequality;

2. to minimize incentive problems associated with

32James Tobin, "The Case for an Income Guarantee," 
The Public Interest, IV (Summer, 1966), 37. 3

3 3-rhe President's Commission on Income Maintenance 
Programs, op. cit., p. 62.

^ T o b i n , The Case for an Income Guarantee," p. 40.



20
high marginal tax rates;

3. to reduce radically the complexity of the 
Federal income tax system.

The salient features of Rolph's approach were: (1)
a system of flat-sum credits applied to all United States 
residents; and (2) a general proportional income tax with 
zero exemptions. The typical family of four was to receive 
a basic guarantee of $3,000, $750 being the size of the 
allowable credit for each of the four family members. The 
tax rate that was to be applied against the base was one- 
third. The official poverty line at the time this particu
lar proposal was advanced was $ 3 , 3 1 7 . Algebraically, 
Rolph's plan was:

A = B + (l-t)E
A = 3000 + (1-1/3)E
A = 3000 + 2/3 E
T = E - A
= E - 3000 - 2/3 E 
= -3000 + 1/3 E 

-T = 3000 - 1/3 E
A = E
E = 3000 + 2/3 E 

1/3E - 3000
E = 9000
Estimated cost: $29 Billion annually. ̂ 7

•^Earl r . Rolph, "The Case for a Negative Income Tax 
Device," Industrial Relations, VI (February, 1967), 160.

■^Zitter, loc. cit.
o 7J'James Tobin, "Raising the Incomes of the Poor," in 

Agenda for the Nation, ed. by Kermit Gorden (Washington, 
D.C.: The Brookings Institution, 1968), p. 108.
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Income Deficit reduced by: 64.1 per cent.^
To implement this plan, the existing tax structure 

had to be changed, and Rolph thought this change could take 
place subtly and without ostentation. Rolph felt that the 
credit-tax approach to poverty eradication would eliminate 
the graduated rates of the income tax system, and in their 
place substitute proportional rates.

Rolph also envisioned the credit-tax approach as an 
alternative to the existing inefficient programs that were 
presently in effect. Rolph specifically pinpointed agricul
tural price supports and public housing as two present mea
sures to be eliminated.39

Table 1 presents a comparative analysis of subsidy
levels and break-even values for the four programs presented
thus far. Based upon a family of four; where,

E = earned income,
-T = negative tax payments, and 
A = after tax-or-transfer income.

Suprapoverty Income Guarantees
The two proposals to be presented in the following 

pages are "fill-the-gap" approaches to the reduction of 
poverty. This type of approach raised the income of the 
poor to a predetermined level. If there is no other income 
the subsidy is fixed at 100 per cent of the designated upper

3^The President's Commission in Income Maintenance
Programs, op. cit., p. 62.

39 p. 164.Rolph, op. cit.,



TABLE 1
BREAK-EVEN VALUES AND SUBSIDY LEVELS FOR FOUR 

INFRAPOVERTY INCOME GUARANTEE PROPOSALS3

cRobert Lampman: 
dJames Tobin: 
eEarl Rolph:

A = 1500 + 1/2E; -T = 1500 - 1/2E; A = E = 3000, 
A = 1600 + 2/3E; -T = 1600 - 1/3E; A = E = 4800, 
A = 3000 + 2/3E; -T = 3000 - 1/3E; A = E = 9000,

toNJ
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limit, and any other positive income short of this upper 
limit is wholly made up. In the four proposals previously 
cited, only part of the deficiency was covered by the sub
sidy. The "fill-the-gap" approach contains one inherent 
problem: viz., that a subsidized family could wind up with
more money than a family that had an income just above the 
guaranteed-income level. This has been labeled "the notch 
problem." It can be effectively eliminated, however, by 
extending the eligibility to those families whose incomes 
are slightly higher than the guaranteed level of income.4®

Robert Theobald.— This author developed very defi
nite ideas concerning the cause and the eradication of the 
poverty problem. Essentially, Theobald believed that the 
present day poverty problem was the result of the inability 
of earners to keep abreast of the rapid technological ad
vances of this century. He ascertained that new techniques 
of income distribution must be developed so that no member 
of society " . . .  lived in a manner incompatible with the 
standards acceptable to his fellow man . . . ."41
Theobald's solution to this problem was to establish an 
economic foundation under every individual in the society 
of the United States. This solution was called the "Econo
mic Security Plan."42 * 42

4®Green, op. cit., p. 66.
^Robert Theobald, Free Men and Free Markets (Garden 

City, N.Y.: Doubleday, 1965), p. 115.
42Ibid., p. 116.
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Theobald's plan was based on the premise that, orig

inally, exemptions on an income tax statement were used to 
set aside that amount of money needed to provide a reason
able level of living. Theobald believed that this was no 
longer the case and that the Federal income tax system 
should be restored to its original state. Furthermore, the 
levels at which his plan were to take effect were higher 
than the allowable exemptions on the income tax form. The 
level for an adult was $1,000 per year and for every child 
$600. For a family of four this totaled $3,200. If the 
family did not have income sufficient to reach this level, 
the Federal government was to grant allowances great enough 
to bring the family up to this predetermined level.

Theobald also incorporated a 10 per cent work incen
tive premium into his proposal. However, it must be stated 
that Theobald was not primarily concerned with work incen
tives. His main concern was with technology, especially 
automation and the use of computers. For this reason Theo
bald believed that working for an income in the future would 
not be a universal practice.

The proposal worked as follows: a family of four 
with no outside income was to receive $3,200 from the govern
ment; the 10 per cent incentive rate was to be applied 
against any earnings, say, $2,000; the total income would
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then have been $3,400. The official poverty line at the
time of this proposal was $3,054.^3 Theobald's plan was
computed in the following example.

Earned income $2,000
Government subsidy $1,200
Total entitlement $3,200
+ 10 per cent of $2,000 $ 200
Total income $3,400
Ignoring the incentive feature, Theobald's proposal

can be stated algebraically in the following equation:
A = B + (l-t)E 
A = 3200 + (l-t)E 
A = 3200
T = E - A 
= E - 3200 
= -3200 + E 

-T = 3200 - E
A = E 
A = 3200 
E = 3200
Estimated cost: $25-30 Billion annually.^4 
Income Deficit reduced by: 69 per cent.4 5 
Theobald also proposed that while payments to indi

vidual family units were to be based on their annual income, 
the actual benefits were to be paid weekly. Lastly, Theo
bald felt that his Economic Security Plan would eventually 
take the place of the welfare measures presently in effect.

43zitter, loc. cit.
^Hildebrand, op. cit., p. 142.
^The President's Commission on Income Maitenance

p. 62.Programs, op. cit.,
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Earlier attention was called to a notch problem that 

could be present in this type of scheme. Referring back to 
the numerical illustration just given, an example of the 
notch problem can be demonstrated. By virtue of the 10 per 
cent incentive factor plus the government subsidy, the 
recipient actually received more than $3,200. A family that 
had an outside income of $3,300 would not have been eligible 
for a government subsidy, and in fact, would have had a 
smaller income than the family that only earned $2,000 by 
$ 100 .

Edward Schwartz.— In laying the foundation for the 
development of his "Family Security Program," Edward 
Schwartz stated:

The proper treatment of poverty in the United States 
today is for the Federal government to guarantee to 
every family and person in this country, as a right, 
income sufficient to maintain a level of living conson
ant with American standards for the growth and develop
ment of children and youth and for the physical and 
mental health and social well-being of all persons. 6̂

Schwartz maintained that the best way to obtain this objec
tive was to change the structural characteristics of the 
Federal income tax system. According to Schwartz, after 
this objective was accomplished his plan was to be imple
mented. The plan itself was to make use of the declaration 
form on which a person who expected that his/her income 
would be below the guaranteed minimum income could declare

4£>Edward w. Schwartz, "An End to the Means Test," 
in The Guaranteed Income, ed. by Robert Theobald (Garden 
City, N.Y.: Doubleday, 1966), pp. 117-18.
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for a subsidy payment. This method was called an "ex ante 
f e a t u r e . T h e  subsidy payment was to make up the differ
ence between actual income earned and the guaranteed minimum 
and this was labeled by Schwartz as the "Family Security 
Benefit. 1,48

Schwartz's proposal, aside from the progression in
the tax schedule, had a $3,000 guarantee and a 75 per cent

4 9tax rate on income below the break-even level of income.
The official poverty line figure at the time this plan was
proposed was $3,223.* 88 Algebraically, Schwartz's plan was:

A = B + (l-t)E 
A = 3000 + (1-3/4)E 
A = 3000 + 1/4 E
T = E - A

= E -1 3000 - 1/4 E 
= -3000 + 3/4 E 

-T = 3000 - 3/4 E
A = E
E = 3000 + 1/4 E 

3/4E = 3000 
E = 4000
Estimated cost: $25-30 Billion annually.
Income Deficit reduced by: 65.1 per cent.^

47James Cutt, "A Guaranteed Income— Next Step in the 
Evolution of Welfare Policy," Social Service Review, XLII 
(June, 1968), 218.

48Schwartz, op. cit., p. 117.
4^Green, op. cit., p. 67.
88Zitter, loc. cit.
84-Hildebrand, op. cit. , p. 142.
S^The President's Commission on Income Maintenance

Programs, op. cit., p. 62.
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Schwartz solved the notch problem by extending 

eligibility for receiving allowances to a point $500 above 
the A = E level. From $4,000 to $4,500, recipients would 
not have to pay any tax.

Schwartz held that the administration of his pro
posal would be relatively simple— for the reporting of in
come and the methods of checking were but an extension of 
the present methods of processing income tax returns. In 
addition, a work incentive feature was included in his 
scheme. The $4,000-$4,500 bracket, previously cited, served 
as a work incentive benefit because a family could not claim 
the Family Security Benefit, and, at the same time, did not 
have to pay a tax.

Table 2 presents a comparative analysis of the sub
sidy levels and break-even values for these last two pro
posals. This table is based upon the standard family of 
four; where,

E = earned income,
-T = negative income payments, and
A = after tax-or-transfer income.
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TABLE 2

BREAK-EVEN VALUES AND SUBSIDY LEVELS FOR TWO 
SUPRAPOVERTY INCOME GUARANTEE PROPOSALS3

Plan l*3 Plan 2°

E -T A -T A

0 3,200 3,200 3,000 3,000
600 2,600 3,200 2,550 3,1501,200 2,000 3,200 2,100 3,300

1,800 1,400 3,200 1,650 3,450
2,400 800 3,200 1 , 200 3,600
3,000 200 3,200 750 3,750
3,200 0 3,200 600 3,800
3,400 450 3,850
3,600 300 3,900
3,800 150 3,950
4,000 0 4,000
4,200 0 4,200
4,400 0 4,400

aFigures given are in whole dollars.
^Robert Theobald: A = 3200; -T = 3200 - E;

A = E = 3200.
cEdward Schwartz: A = 3200; -T = 3000 - 3/4E; 

A = E = 4000.

Finally, Table 3 following summarizes the main fea
tures of the six NIT plans we have examined.

Arguments for a Negative Income Tax 
The present discussion examines the proposition that 

a negative income tax enacted in this country would more 
effectively and efficiently serve the needs of the poor than 
do the existing socioeconomic security and welfare programs.



TABLE 3
COMPARATIVE SUMMARY OF SIX NEGATIVE- 

INCOME-TAX PROPOSALS

Freidman Lampman Tobin Rolph Theobald Schwartz

Type of Proposal3 Fractional Fractional Fractional Fractional Full Full
Poverty Line*-1 3,054 3,169 3,223 3,317 3,054 3,223
Subsidy0 Ex-MSD 50% of

Poverty Line
$400 Credit $750 Credit $1,000/$600 $3,000

Basic Guarantee $1,500 $1,500 $1,600 $3,000 $3,200 $3,000
Tax Rate** 50% 50% 33-1/3% 33-1/3% 100% 100%
Break-Even Level $3,000 $3,000 $4,800 $9,000 $3,200 $4,000
Estimated Cost6 $10 (1963) $6.3 (1964) $12-15 (1966) $29 (1966) $25-30 (1963) $25-30 (1963)
Co-existing With 
Welfare Policies** Replace Supplement Supplement

Replace & 
Supplement

Eventual
Replacement Supplement

^Proposal would grant a portion of the total amount of the guarantee.
^Poverty line figure for the year immediately proceeding the publication of each proposal (based on non-farm family of four).
c-For the standard family of four, the type of base used in each proposal.
^Schwartz was actually a 75 per cent tax rate on income below the break-even level.
^Figures are in billions, ( ) denotes base year for estimates.
^Denotes each author's belief as to how his proposal would co-exist with present welfare g measures.
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Categorical Welfare Programs

Much criticism has been leveled at the present wel
fare system because the programs within this system are 
largely categorical, not universal, in their approach to 
poverty relief. A major reason why these programs are cate
gorical is the variety of criteria used for determining the 
eligibility of the recipients, known as the means or needs 
test. This means or needs test is included within all 
public assistance programs. Presently, one's ability to 
work, age, retirement status, and relatives are used as cri
teria to determine a person's need for financial assistance.^ 
NIT proposals loom largely as a hopeful change from present 
categorical welfare tactics, as they avoid much of the de
fects of the needs test by just requiring income and family 
size as the main criteria. In this regard, all families 
with below poverty line income receive allowances and not 
just certain categories of families.

The reasons why the present welfare system is classi
fied as categorical are many. First, for instance, the 
OASDHI programs have eligibility requirements confined to 
the aged, disabled, and survivors of insured workers. How
ever, many poor families do not lie within these parameters.
As a result, only a small fraction of the total poor are 
eligible to receive OASDHI benefits.^4 in addition, most 5 * * * *

5 3Ben B. Seligman, "Guaranteed Income and Negative
Taxes: Pro," Christianity and Crisis, XXV (January 24,
1966), 306.

~^Rejda, op. cit., p. 29.
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OASDHI beneficiaries are not poor and if any additional 
benefits are to be enacted to help the poor through the use 
of OASDHI programs, the non-poor will receive the majority 
of the benefits. A second criticism illustrating the 
categorical nature of the present public assistance programs 
is the fact that one-third of all people who are poor are 
not eligible to receive aid from any of the various poverty 
programs. This group of people is known as the working 
poor: people who work and earn an income which is still
below the established poverty line. Also, because of the 
seemingly inherent flaws that have emerged in these categor
ical poverty programs, an unfortunate consequence has arisen 
called family desertion, in which a man leaves the home to 
enable his family to qualify for assistance. The welfare 
payments the family receives are, in most cases, more than 
the man could earn on his own.

Uniform Floor of Support
An additional charge leveled against present public 

assistance programs relates to the inequities among States 
in the amount of benefits paid. Even if geographical dif
ferences in the cost of living are applied to the benefits 
the poor people receive, there is still too much disparity 
among the States as applied to equally classified poor * 56

~*~*Ibid. , p. 33.
56The President's Commission on Income Maintenance 

Programs, op. cit., p. 2.
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people. Furthermore, there exists no relationship between 
the ability of a State to pay benefits and what the State 
actually does pay in the form of assistance. 57

The inequities in payments among the States would be 
eliminated by a negative income tax in several ways. First 
and foremost, the negative income tax would establish a 
uniform floor of family support for the nation as a whole.
It is believed that this fact alone would greatly reduce the 
migration of poor families from the southern region of the 
United States to the northern region as they search for 
larger relief payments.58 Secondly, the tendency of certain 
welfare programs to pick and choose their recipients would 
be eliminated. Thus, as in the example previously cited of 
a family deserter, a father would not have to leave his 
family in order for it to qualify for relief payments. In 
short, a basic level of economic support for those in need 
would be established regardless of the reason for the family 
being in poverty.

Compatibility Factors
Present Welfare Programs.— The negative income tax 

would be compatible with welfare programs that are presently 
in effect. The negative income tax is not at all competi
tive with present manpower programs. In addition, the

57Seligman, op. cit., p. 306.
R A How 1 Negative Income Tax1 Works— Who Would Get 

What," p . 80.



34
negative income tax would readily combine forces with the 
present old age pensions provided for by public and private 
agencies.59 as was mentioned previously in this paper,
Milton Freidman was the only author who saw the negative 
income tax as a complete replacement for existing welfare 
programs.

Income Tax System.— The negative income tax could 
be established within the current Federal individual income 
tax structure. Advocates of a negative income tax recognize 
that some changes would be necessary to accommodate the nega
tive tax, but advise that the Internal Revenue Service 
should be amply equipped to handle this problem.^ An addi
tional bonus would be gained by using the facilities of the 
Internal Revenue Service, in that all American adults would 
be filing an income tax return, and in all probability, con
siderable income which now escapes taxation would come to 
the surface.

Continuity Effect.— An additional advantage would 
arise within the current tax structure if a NIT proposal 
were enacted. A gradual carry-over between the negative 
rate and positive rates would ensue, this being called the

59paul A. Samuelson, "Lifting the Curse of the Poor," 
Think, July/August, 1968, p. 15.

^Robert Schields, "A Guaranteed Annual Income: A 
Case For," The Conference Board Record, VI (September,
1968), 31.

6-*-James Daniels, "Negative Income Tax, Better than
Welfare?," Readers Digest, XCIV (May, 1969), 60-61.
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continuity effect. ^2 jn the present tax system the margi
nal tax rate jumps from zero per cent on excused income and 
then rises continuously as taxable income increases. This 
increase now begins at 14 per cent and rises from this 
point, this 0-14 per cent jump being where the degree of 
progression is at its maximum acceleration. (In 1967, e.g. , 
the marginal tax rate on adjusted gross income was zero per 
cent between $0.00-$3,399.99— $600 per exemption plus $1,000 
standard deduction for a family of four. At $3,400 the mar
ginal tax rate increased from zero to 14 per cent!) As in 
all NIT proposals, the subsidy to be granted would be re
duced by a constant marginal (but decreasing average) rate 
as the recipient's income approaches the break-even level.
If for example, the constant marginal tax rate of 33 and 1/3 
per cent is applied with a break-even level of income at 
$4,800, the maximum acceleration (0-14 per cent) within the 
positive tax structure would be eliminated. This continuity 
effect would help the poor and near-poor where they need the 
help the most, since the poor have incomes below or close to 
the poverty line and with a subsidy their income would 
subtly cross over from the negative tax rate to the positive 
tax rates.

62This term and the following discussion based upon
a letter from Thomas Nitsch, Professor of Economics,
Creighton University, Omaha, Nebraska, April 24, 1974.
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Cash Transfer Benefits

Two additional favorable features of NIT schemes 
have been set forth by George E. Rejda. First, simple cash 
transfer programs drastically reduce the administrative 
costs associated with existing welfare programs; the differ
ence being about 2-3t administration cost per $1.00 trans
ferred as opposed to an average of 15t for existing public 
assistance programs.^3 Secondly, "A NIT plan would be a 
substantial improvement over present public income-mainte
nance programs since it would do something that present pro
grams do inefficiently: cash would be placed immediately 
in the hands of the hard-core poor. " 64 Cash is usually not 
given to the poor because it is thought that the poor do 
not possess the ability to manage their own affairs and 
therefore, they must receive goods and services in-kind to 
insure that they consume what they need rather than the 
equivalent cash income. However, this is not entirely true, 
for a cash income would allow the poor to become more 
sophisticated in their buying habits and encourage self- 
reliance and self-respect. 65 A recent study reports that 
almost half of the welfare families, if they received any

^George e . Rejda, Social Insurance and Economic 
Security (Forthcoming; Englewood Cliffs, N.J.: Prentice- 
Hall, Inc., 1976); and compare, Robert J. Myers, Social 
Security (Homewood, IL.: Richard D. Irwin Inc., 1975).

S^Rejda, "Social Security and the Paradox of the 
Welfare State," p. 32.

65nenry Smith, "Poverty, The Negative Income Tax," 
Vital Speeches, XXXVI (December 15, 1967), 158.
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additional cash, would spend it primarily on food. An addi
tional 28 per cent said they would spend additional money on 
clothing and shoes. 66

Pertaining to the controversy over the cash income 
versus in-kind aid, the President's Commission on Income 
Maintenance Programs stated:

In-kind transfer programs are preferable to direct 
cash supplements only where individual efforts cannot 
achieve the desired goal effectively and efficiently 
through the use of the market place, and when the 
demands for goods and services at reasonable cost ex
ceeds the capacity of the market place to supply them. 67

The areas in which the market place might lack the capacity 
to supply the new demands of the poor, if a cash supplement 
were enacted, would be areas such as medical care and hous
ing. Here, in-kind transfer programs would still be pre
ferred in order to keep supply and demand in harmony within 
the market place. 68

Opposition to the Negative Income Tax 
The following discussion examines the alleged draw

backs of the NIT approach to the alleviation of poverty.
This includes considerations pertaining to the "Puritan

fi 9ethic of the American people, work incentives, and 
lastly, the birth rate. * 68

.S . r Department of Health, Education, and Welfare, 
Social and Rehabilitation Service, Welfare Myths vs. Facts 
(Washington, D.C.: Government Printing Office, 1970), p. 2.

8^The President's Commission on Income Maintenance 
Programs, op■ cit., p. 141.

68Ibid., p. 128.
88Edwin Kuh, "A Basis for Welfare Reform," The Public 

Interest, VII (Spring, 1969), 113.
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Ideological Grounds

Puritan Ethic.— The ideological opposition to the 
negative income tax consists in the belief held by many 
people that the poor people of this country would be getting 
something for nothing if a NIT proposal were passed into 
legislation. The basic premise of the Puritan ethic is 
that people who allegedly work hard for their own income do 
not want to give money freely to those who may not even 
attempt to support themselves. The French economist, 
Frederic Bastiat, stated more than a century ago: "The 
state is the great fiction by which everybody tries to live 
at the expense of everybody else. "

Politically, the question of the work ethic (Puritan 
ethic) is a very predominant factor in regards to the nega
tive income tax. For example, a recent study conducted by 
Leonard Goodwin for the Department of Labor, dealt with the 
question of the work e t h i c . T h e  results of this study in
dicated that poor people did want to work, that the work 
ethic was as strong among the poor as among the non-poor, 
but that many non-poor people believed the work ethic of the 
poor to be comparatively weak. As a result, these incorrect 
assumptions might influence many political decisions dealing 71

7 0Frederic Bastiat, quoted in Henry Hazlitt, "The 
Coming Crisis in Welfare," National Review, XIX (April,
1967), 417.

71Leonard Goodwin, "How Suburban Families View the 
Work Orientation of the Welfare Poor: Problems in Social 
Stratification and Social Policy," Social Problems, XIX 
(Winter, 1972), 337-48.
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7 7with welfare policy. For instance, these decisions might 

stress strong work requirements in order that poor people 
could learn the value of work and also stress low subsidy 
levels to prevent the poor from getting something for 
nothing.

Paul A. Samuelson also realized the influence of the 
work ethic discussion on the American majority when he 
stated:

There is definitely a problem of achieving concensus 
on any measure that gives people any kind of income they 
do not have to 'work for. 1 In a recent Gallop poll, for 
example, a majority could not be mustered for a 1 guaran
teed income1 proposal. There was, however, more than a 
majority in favor of 1 guaranteed jobs for all.' Not 
only do many in the affluent class resent the subsidiza
tion of idleness, but so also do many members of the 
lower middle class who have pulled themselves by painful 
effort out of poverty.73

Work Incentives.— Concomitant with the work ethic 
issue is the widespread concern over the impact of a nega
tive income tax on incentives. It is therefore necessary to 
examine the problem that, if an income supplement of some 
type is adopted, would the people who quality for this sup
plement seek to raise, maintain, or lower the amount of their 
employment?

Samuelson, op. cit • / p- 16.
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The first major analysis of the problem of work in

centives as it affected the role of the negative income tax 
was that of Lowell E. Callaway. 74 This study examined the 
possible effects of a NIT plan as it applied to a specific 
segment of the population, the aged. The type of plan that 
Callaway assumed to be in effect for the purpose of this 
study was that advanced in Lampman1s "Approaches to the 
Reduction of Poverty" (loc. cit.). Professor Callaway
justified the use of the aged as a control group on the 
following two grounds : (1) the aged constituted a substan
tial portion of the families who were in poverty ; and (2) 
the results of this study could be applied to other age 
groups. in considering the economic impact of a NIT pro
posal upon the aged, Professor Callaway concluded that the 
presence of transfer payment income of the type which would 
be generated by this proposal would have a significant 
adverse effect upon the work-related income of the aged. 
This effect on work activity was two-fold : (1) a decline
in labor force participation, and (2) a decline in the 
levels of earnings among those who still participated in 
the labor force.^

^Lowell e . Callaway, "Negative Income Tax Rates 
and the Elimination of Poverty," National Tax Journal, XIX 
(September, 1966), 298-307.

^ Ibid. t p. 306.
^Ibia. r p. 30 6 .
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A "Comment" was written in response to Callaway1s 

article by Michael K. Taussig.' While Taussig did not dis
prove the conclusions of Professor Callaway, he did maintain 
that the method of analysis was faulty and that the evidence 
could not be applied to any other segment of the population. 
Taussig stated:

. . . Callaway is completely unsuccessful in finding
empirical support for his contention that the aged con
stitute a reliable control group for the non-aged poor. 
On this point, as on the others discussed previously, 
shortcomings in his analysis preclude his making a con
tribution to an important subject.^8

A second attempt at analyzing the question of work 
incentives was presented by Michael Boskin.'  ̂ The purpose 
of this study was to test the hypothesis that the adoption 
of a NIT plan would lead to substantial reductions in the 
amount of work effort of the poor people. This study was 
based upon a NIT proposal of the type proposed by James 
Tobin (loc. cit.). Boskin concluded that a negative income 
tax " . . .  while closing a large portion of the poverty 
gap would in all likelihood not have a significant effect 
on the amount of work effort supplied (at least by the 
Urban Negro poor)."80 article was written in response

"^Michael K. Taussig, "Negative Income Tax Rates 
and the Elimination of Poverty: Comment," National Tax 
Journal, XX (September, 1967), 328-37.

~̂* 7 8Ibid. , p. 335.
7 QMichael Jay Boskin, "The Negative Income Tax and 

the Supply of Work Effort," National Tax Journal, XX 
(December, 1967), 353-67.

8QIbid., p. 353-54.
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to the Boskin study by Jonathan Kesselman.^ Kesselman, as 
it turned out, did not disprove Boskin1s conclusion, but 
did criticize the former's approach by explaining that 
Boskin1s conclusion was based upon survey data and, as a 
result, was subject to the interjection of the author's 
views and preconceptions.

A third approach to the question of work incentives
o owas offered by Christopher Green and Alfred Telia. These 

two investigators sought to measure the amount of lost man
hours that could be expected if a negative income tax were 
introduced. The conclusions they arrived at were two-fold: 
(1) a family who had a working male as head of household 
was expected to reduce his annual amount of work hours by

O O11.5 per cent, and (2) female-headed households were ex
pected to reduce their work by 25 per cent.^

C. Russell Hill introduced a fourth approach to the
• Q Rwork incentive problem. His study advocated the use of a 

wage subsidy plan to raise the income of the poor in lieu

Jonathan Kesselman, "The Negative Income Tax and 
the Supply of Work Effort: Comment," National Tax Journal, 
XXII (September, 1969), 411-16.

o oChristopher Green and Alfred Telia, "Effects of 
Nonemployment Income and Wage Rates on the Work Incentives 
of the Poor," Review of Economics and Statistics, LI, No. 4 
(1969), 399-408.

88Ibid., p. 407.
84Ibid., p. 407.
O CC. Russell Hill, "Two Income Maintenance Plans, 

Work Incentives, and the Closure of the Poverty Gap," 
Industrial and Labor Relations Review, XXV, No. 4 (1972),
545-55.
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of a NIT plan. The reason a wage subsidy plan was preferred 
by Hill was that " . . .  a wage subsidy is much more likely 
to simultaneously satisfy the goals of closing the poverty 
gap and preserving a work incentive." 88 Hill was implying 
that a NIT plan would reduce work incentives and a wage sub
sidy plan would preserve the incentive to work. However, 
in an article written by Garfinkel and Masters, Hill's 
assumption was rebuked. These two authors felt that the 
reduction in the labor supply induced by the income guaran-

O Oteed in a NIT program was overestimated.
The final study presented here was an actual case 

test employing NIT rates on a controlled group of indivi
duals. The test was conducted in the States of New Jersey 
and Pennsylvania. 88 This test comprised three negative tax 
rates of 30 per cent, 50 per cent, and 75 per cent, and 
four different guarantee-income levels of 50 per cent, 75 
per cent, 100 per cent, and 125 per cent of the poverty line 
figure for that year. The tests were conducted for a mini
mum of twenty-two months for the areas under observation.
One of the major findings of this study was that work effort

86Ibid., p. 555.
p 7'Irwin Garfinkel and Stanley Masters, "Two Income 

Maintenance Plans, Work Incentives, and the Closure of the 
Poverty Gap : Comment," Industrial and Labor Relations 
Review, XXVI, No. 3 (1973), 1002-04.

88Ibid., p. 1003.
89David Elish, et. al., The New Jersey-Pennsylvania 

Experiment: A Field Study in Negative Taxation (Madison,
Wisconsin: The University of Wisconsin, Institute for 
Research on Poverty, February, 1970), pp. 1-34.
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was undiminished by negative-tax transfer income. 99 
Furthermore, this preliminary test did not suggest any sig
nificant differences in work effort by the people who parti
cipated in different NIT schedules . 93

Birth Rate.— Considerations concerning birth rates 
have always been a controversial issue resulting from dis
cussion on NIT proposals. This controversy is prompted by 
the following question: Would a NIT plan raise the birth 
rate for the nation as a whole or only the birth rate among 
poor families?

It is possible that a NIT proposal might induce an 
increased birth rate among families with low income but in 
all probability the birth rate of the nation overall would

Q Onot be affected.  ̂ The fact has been established that fer
tility rates generally decrease as income rises. 93 A 
dichotomy could develop because a NIT proposal based upon 
income and family size might provide additional incentives 
for low-income families to increase the size of their family. 
However, it is interesting to note that in 1970, 54.2 per

" ibid., p. 20.
Q  “J Ralph D. Husby, "Work Incentives and the Cost 

Effectiveness of Income Maintenance Programs," Quarterly 
Review of Economics and Business, XIII (Spring, 1973), 10. * 9

92Green, op. cit., p. 131.
9 3The President's Commission on Income Maintenance 

Programs, Background Papers (Washington, D.C.: Government 
Printing Office, 1971), p. 177.
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cent of all welfare families were comprised of one- and 
two-child families.^

While there is no clear-cut answer to the specula
tion that surrounds the birth rate controversy in NIT 
theory, a feasible solution in the form of a NIT proposal 
has been set forth by James Tobin (loc. cit.). Tobin struc
tured the allowances in his proposal to gradually taper off 
to zero as the size of the family increases thus eliminat
ing many of the incentives to maintain a large family in

9 5hopes of larger subsidies.

Implementational and Administrative Aspects
Ignorance Problem.— Under the problems of implemen

tation and administration lies the very basic issue of the 
alleged lack of relevant knowledge concerning income subsi
dies on the part of the poor people. In order to qualify 
for allowances, the applicants would most likely be re
quired to fill out some form of income statement with 
regard to their anticipated income. The question is, how 
are the poor people going to know and do what is expected 
of them? Thomas K. Hitch pointed out many of the possible 
and alleged problems of the uninformed when he stated:

^U.S., Department of Health, Education, and Welfare, 
Social and Rehabilitation Service, op. cit., p. 5.

95 p. 135.Green, op. cit.,
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The poverty stricken are people who either haven't 

filed income tax returns in the past or have only used 
the short form— which we have seen would not be enough. 
These people are generally uneducated, frequently illit
erate, do not read the newspapers, have never consulted 
a tax attorney or accountant, and therefore simply 
wouldn't know about the program, and if they did know 
of it wouldn't know how to go about participating in it.96

In addition to the alleged fact that the poor 
people of this country lack a basic knowledge that would be 
necessary to fill out the required forms, there is also a 
need to establish a type of verification mechanism to sus
tain the integrity of a NIT program. This procedure would 
be instituted to assure that those people who apply for aid 
are eligible, and whatever payment is received would be the 
correct a m o u n t . T h i s  procedure could simply be an exten
sion of the services provided by the Internal Revenue Ser
vice on a year-round basis.

Needs Versus Payments.— Two accounting problems 
emerge in connection with the implementation and administra
tion of the negative income tax. One problem lies in deal
ing with the basis of the accounting period used in payments 
of subsidies. It is a controversial issue as to whether 
the benefits should be geared to estimates of future needs 
of the poor or based upon needs established in the past.
This problem has proved to be perplexing because there are

9^Thomas K. Hitch, "Why The Negative Income Tax 
Won't Work," Challenge, XIV (July-August, 1966), 15.

Q 7Sheldon S. Cohen, "Administrative Aspects of a
Negative Income Tax," University of Pennsylvania Law Review,
CXVII (March, 1969), 680.
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many people who are seasonally employed and others whose 
income fluctuates through the months of the year. With the 
knowledge that we have at present, it seems that basing the 
benefits to be given to the poor on what has been estab
lished in the past is the proper course to follow.9 8

The duration of the accounting period has also 
proven to be a persistent and perplexing problem. At pre
sent, an individual's income is declared annually. If this 
practice is followed for NIT purposes, it would have the 
advantage of minimizing bookkeeping for both the recipient 
and the agency. However, if for some reason a drop in in
come is experienced, a long delay would arise before the 
families' new needs would be met at the end of the year.
This long delay is also called a needs-payment lag: the 
time between when the need is established and the payment 
received. One author's analysis of this issue determined 
that a needs-payment lag could be only six weeks in 
duration.99

Overpayments and Underpayments.— Incorrect payments 
in the form of a subsidy constitute what is known as over
payments or underpayments. These result from one basic fea
ture common to all NIT proposals: a declaration of income.

^Michael r . Asimow and William A. Klein, The Nega
tive Income Tax: Accounting Problems and a Proposed Solution 
(Madison, Wisconsin: The University of Wisconsin, Institute 
for Research on Poverty, 1971), p. 5.

James c. Stuppy, "An Investigation of a Negative 
Income Tax Payment Mechanism," (unpublished Master of 
Science Thesis, Oklahoma State University, 1969), p. 87.
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When income changes in relation to the amount of the sub
sidy granted, and this change is not taken into considera
tion either by the administration or the individual, an 
error in the correct subsidy to be granted is made, result
ing in either an overpayment or an underpayment. Overpay
ments and underpayments should be corrected as soon as 
possible if they occur. In fact, all overpayments and 
underpayments are preventable except in those cases where 
lack of time or lack of communication are at fault.-^0 An 
appropriate summation of the hardships that could result in 
this area was stated by Bruno Stein:

Underpayments would constitute a kind of forced 
savings by the poor people. The poverty income gap is 
a matter of immediate need to the beneficiary and can
not be postponed until some annual settlement date, say 
April 15. Overpayments, on the other hand, can create 
recoupment problems. Poor people who are overpaid may 
have spent the windfall and thus will have difficulty 
finding funds to settle up at the end of the year. 101

100Ibid., p. 90.
■'"Bruno Stein, "The Negative Income Tax: Some New 

Dimensions," Poverty and Human Resources Abstracts, IV 
(September/October, 1969), 21.



CHAPTER III

STATE INDIVIDUAL-INCOME/CREDIT-TAX PROGRAMS

Introduction
Beginning in 1963, a number of States plus the Dis

trict of Columbia initiated programs designed to aid the 
poor or near-poor taxpayer. Sales tax credits, residential 
property tax credits, or a combination thereof, can now be 
used by the taxpayer to reduce his State individual income 
tax liability in these cases. The positive credit, pro
vided for by these programs, reduces the amount of the 
State individual income tax accruing to the taxpayer if the 
latter1s State personal liability is equal to or greater 
than the tax credit (a positive tax-credit situation). If 
a taxpayer has no State individual income tax liablility or 
a liability insufficient to absorb the credit, he/she is 
entitled to the appropriate cash refund (a negative tax- 
credit situation).

It must be noted at this point in the discussion 
that the State individual-income-tax-credit programs to be 
presented are not perfect substitutes for the pure and 
simple approaches advocated by the NIT schemes presented 
and discussed in Chapter II. As the reader can readily see 
in the following presentation, the existing State tax-credit

49
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programs essentially comprise an indirect approach in the 
granting of aid to the poor and near-poor residents of an 
individual State. As the reader has already seen, NIT pro
posals are, in fact, methods devised to eliminate, supple
ment, or refine welfare measures presently in existence 
with the ultimate hope of eliminating or, at least, alle
viating the poverty problem. State tax-credit programs are 
not intended to be, nor can they be construed to be, 
poverty-relief measures of the type presented in Chapter II. 
The State tax-credit programs to be presented are not 
designed to eliminate poverty, do not attempt to (posi
tively) subsidize a family's income, nor are they designed 
to supplement or eliminate welfare programs; but rather, 
the State tax-credit programs are designed to relieve the 
burden of taxes paid at the State level, however slight 
they may be.

In concept, NIT proposals on a national level are 
to be based upon the two criteria of family size and income. 
State programs, being essentially categorical, are restricted 
variously to renters and homeowners, taxes paid on grocery 
items, or taxes paid due to a general sales tax; and, in 
some cases, limit eligibility to the aged, disabled, or 
blind. The tax-credit programs to be examined differ on a 
State-to-State basis, no two States necessarily being the 
same, and some States having no programs at all. However, 
the State tax-credit programs cannot be dismissed as irrele
vant methods in the providing of tax relief and thereby
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securing some degree of income maintenance for the poor and 
near-poor at that governmental level. Since there is, at 
present, no real-world example of a negative- (or credit-) 
income-tax approach to income maintenance in existence at 
the national level, the examination of the attempts by 
various States to provide tax credits or rebates is useful 
in the discussion of the NIT concept.

What are the primary reasons for the existence of 
State tax-credit programs? The credit-tax payments granted 
by a State government to eligible taxpayers exist for the 
purpose of providing greater tax equity for low-income tax
payers. Proportionately rated sales taxes, employed in 
most States, tend to be regressive against low-income tax
payers because these taxpayers usually pay a higher propor
tion of their income in the form of sales taxes on purchased 
items. This observation also holds true for the residential 
property taxes, especially in cases where the aged are in
volved. The aged are usually restricted to a fixed income 
after their retirement, while property taxes can, and 
usually do, increase due to increased property values, 
inflation, and increased spending by local governments. 
Furthermore, property taxes tend to be regressive in nature 
due to the inherent flaws of (1) differences in market value 
versus assessed values, and (2) the assessing of equal mar
ket value properties unequally within and among jurisdictions."*"

-*-For a detailed discussion on the alleged regression 
of the property tax see Appendix B.
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This chapter will present and discuss the existing 

tax-credit programs employed in the following States:
Idaho, Indiana, Kansas, Minnesota, Vermont, and the District 
of Columbia. The information to be presented was gathered 
by this author through personal correspondence with each 
State's Department of Revenue. This information was re
ceived in response to the following seven questions:

1. When was your program initiated and what were 
the reasons behind its conception?

2. Overall, how many people have participated in 
the program and which population segment has been affected 
most?

3. To date, how much money has changed hands be
tween the government and the people since it began?

4. What, if any, are the additions to or the dele
tions from the program since it began?

5. What agency is responsible for the administra
tion and distribution of funds and how much does it cost to 
maintain this agency on a per annum basis?

6 . Is this program graduated to any degree; do 
people in a certain income bracket receive more or less than 
others?

7. Is this program still in operation, and if not,
why was it terminated?
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State Tax-Credit Programs

The Sales Tax Credit of the 
District of Columbia-̂

The sales-tax-credit program employed in Washington, 
D.C. was adopted in 1969 and took affect in 1970. This tax- 
credit program only applied to taxes paid on the purchase of 
food items. In 1970, the sales tax on food was increased 
from 1 per cent to 2 per cent and the sales-tax-credit pro
gram was introduced to remove the impact of this rate 
increase on the low-income families. As of this writing, 
this program is still in effect in its original form.

The administration of the sales-tax credit is accom
plished through the Department of Finance and Revenue. The 
size of the credit ranges between $2 . 00 and $6 . 00 per per
sonal exemption and can be claimed at the same time that an 
individual's income tax is filed. The District of Columbia 
was not able to furnish any figures pertaining to the opera
tional costs of their program since the program is adminis
tered as an integral part of the personal income tax system.

Tables 4 and 5 were provided by the District of 
Columbia for comparison purposes.J

^All information, figures, and tables applicable to 
the sales-tax-credit program of the District of Columbia 
were supplied through a personal letter from Billy D. Cook, 
Assistant Director for Fiscal Planning and Research, Dis
trict of Columbia, August 30, 1974.

-̂ The figures that represent average credits per 
family in this table and all subsequent tables were calcu
lated by this author from information received from the 
respective States.
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TABLE 4

INCOME TAX CREDIT FOR SALES TAX PAID, 
DISTRICT OF COLUMBIA, 1970

A.G.I. Amount
No. of 
Refunds

Average Credit 
per family

Negative-0 $ 1,956 205 $9.54
1- 999 $51,570 7,693 $6.70

1,000-1,999 $87,795 11, 668 $7.52
2,000-2,999 $65,686 11,383 $5.77
3,000-3,999 $88,082 13,341 $6.60
4,000-4,999 $50,900 13,611 $3.73
5,000-5,999 $56,425 14,178 $3.97

Source : Letter from Billy D. Cook, Assistant Director 
for Fiscal Planning and Research, District of 
Columbia, August 30, 1974.

TABLE 5
INCOME TAX CREDIT FOR SALES TAX PAID, 

DISTRICT OF COLUMBIA, 1971

.A. • G e I • Amount
No. of 
Refunds

Average Credit 
per family

Negative-0 $ 1,386 144 $9.63
1- 999 $28,191 4,004 $7.04

1,000-1,999 $54,893 7,296 $7.52
2,000-2,999 $47,009 8,091 $5.81
3,000-3,999 $57,939 9,064 $6.39
4,000-4,999 $37,068 10,116 $3.66
5,000-5,999 $40,490 10,184 $3.98

Source : Letter from Billy D. Cook, Assistant Director 
for Fiscal Planning and Research, District of 
Columbia, August 30, 1974.
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The important points to be noted in these two 

tables are: (1) the tax credit of the District of Columbia
is graduated as opposed to a flat-sum credit, and (2) the 
maximum adjusted gross income determining eligibility for a 
credit or refund must be under $6 ,000.

In addition, the data indicate a substantial reduc
tion (1/3) in both the number and the amount of tax credits 
claimed during 1971, the second year of operation. The 
number of claims fell from 72,079 to 48,899 in 1971; the 
amount of the credits claimed fell from $402,414 in 1970 to 
$266,976 in 1971. No reason was given by the respondent for 
the District of Columbia to explain the reduction in the 
number of credits claimed.

The two tables provided by the District of Columbia 
provide further pertinent information. As previously noted, 
the total amounts of credits paid for 1970 and 1971 were 
respectively $402,414 and $266,976; the total number of 
claims were 72,079 and 48,899 respectively. The total aver
age credit paid per family in 1970 was $6.26 and in 1971 
$6.29.4 Applying the two totals for credits paid against 
the official population figure of 756,510, a cost per

4The figures denoting total average credits paid by 
the District of Columbia and those figures representing 
total average credits paid for the various States were cal
culated by this author from information received.

“'Population figures for the District of Columbia and 
the several States discussed in this chapter were found in 
the following publication: U.S., Department of Commerce, 
Bureau of the Census, United States Census of Population: 
1970, Vol. I., Number of Inhabitants, pt. 1, U.S. Summary, 
p. 5 8.
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capita of $0.53 and $0.35 for the two years of operation is 
obtained. Averaging the two cost-per-capita figures to
gether, an average cost-per-capita figure for the two years 
under observation was obtained, being $0.44.^

The Grocery Tax Credit of Idaho* 7
The State of Idaho has had a sales tax credit, also 

known as a grocery credit, since 1965. The credit, a flat- 
sum amount, initially was $10 . 00 per exemption as a deduc
tion from the State income tax liability, and was available 
only to people who filed income tax returns. The tax credit 
was applicable only as an offset to an individual's income 
tax, no cash refund being authorized. In 1971, the State of 
Idaho amended the statute to reduce the amount of the credit

Ofrom $10. 00 per exemption to $10 . 00 per person.
In 1969, the grocery credit was amended to authorize 

a cash refund to senior citizens (people 65 years of age or 
older) to pay them in cash the full amount of the credit,

6Cost-per-capita figures for the District of Colum
bia and the various States discussed in this chapter were 
calculated by this author from information received.

7A11 information, figures, and tables applicable to 
the sales-tax-credit program of Idaho were supplied through 
a personal letter from Dennison C. Ambrose, Deputy Tax 
Commissioner, State of Idaho, Boise, Idaho, August 13, 1974.

^Individuals are entitled to the same number of 
exemptions on most state income tax forms as that claimed on 
the Federal tax form. This means that each taxpayer receives 
one exemption for himself, one for his spouse, one for each 
qualified dependent, one exemption if 65 or over, and one 
exemption if his spouse is 65 or over. The taxpayer and 
spouse may also claim one exemption each for blindness if 
qualified under Federal provisions.
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less the amount of the credit they might have utilized on 
their income tax returns. The amount of the refund was com
puted on the basis of $10 . 00 per exemption and has continued 
on this basis until the present time. This action was 
designed to assist elderly persons and also was based upon 
the concept of equity since so many of the elderly did not 
pay any income tax and thus were not receiving any benefit 
from the credit.

Idaho did not maintain any statistics on the number 
of persons who benefited from the reduction of State income 
taxes, but was able to supply the number of returns filed in 
each of the years between 1965 and 1972. These figures are 
portrayed in the following schedule.

Year No. of Returns
1965 211,681
1966 228,265
1967 226,511
1968 234,536
1969 247,840
1970 248,871
1971 268,505
1972 273,071

With the change in provisions of the credit program 
in 1969, cash refunds paid to senior citizens, as previously 
noted, were as follows :
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TABLE 6

INCOME TAX CREDITS FOR SALES TAX 
PAID, STATE OF IDAHO, 1969-1972

Year
No. of 
Refunds Amount

Average Credit 
per family

1969 21,937 $568,992.15 $25.94
1970 28,179 $743,207.68 $26.37
1971 19,652 $528,477.00 $26.89
1972 22,955 $616,697.19 $26.86

Source : Letter from Dennison C. Ambrose, Deputy Tax
Commissioner, Department of Revenue and Taxa
tion, Boise, Idaho, August 13, 1974.

In 1974, Idaho again amended its tax-credit program 
to provide cash refunds to persons 62, 63, and 64 years of 
age, to disabled veterans, and to blind persons, in addition 
to the senior citizens already noted. No payments had been 
made under this program as of yet, therefore, no information 
was available as to the number of refunds or the amount of 
the credits paid.

The State Tax Commission of Idaho is responsible for 
the administration of this program, and while no statistics 
have been maintained on the cost of operation, it is esti
mated that approximately $50,000 per year has been spent on 
the printing of forms, salaries, postage, correspondence, 
data processing, etc.

Referring back to Table 6, Idaho for the four years 
under observation refunded a total of $2,457,374.02, based 
on a total number of credits claimed of 92,723. The average 
credit claimed during the 1969-1972 period was $26.71. The
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official population figure for 1970 was 712,567: Applying 
this population figure as a standard against the total 
amount refunded, a cost per capita of $3.44 is obtained. A 
more accurate cost per capita can be derived if the esti
mated administration costs of $50,000 are added to the total 
amount of credits paid by the State of Idaho. This new 
cost-per-capita figure would then be $3.72.

Indiana Programs
Retail Sales Tax Credit.9— Indiana's Retail Sales 

Tax Credit first became effective in 1963, and was first 
allowed as a credit against income taxes paid on the indivi
dual income tax forms. This credit represented an allowance 
for Indiana sales tax paid on the purchase of food items.
The amount of this credit was $8.00 per exemption, a flat- 
sum amount.

Although the sales-tax-credit program of Indiana has 
been beneficial to all residents filing income tax returns, 
it has been most beneficial to those of low, limited, or 
non-taxable income status and to the elderly or disabled; 
since, in the event that there was no tax liability, a re
fund of this credit was available.

^All information applicable to the sales-tax-credit 
program of Indiana was supplied through a personal letter 
from David B. Quigley, Research Assistant to the Commissioner, 
Indiana Department of Revenue, Indianapolis, Indiana, August 
22, 1974.
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The administration of the Indiana sales-tax-credit 

program was conducted by the Indiana Department of Revenue. 
Since this State, as others, conducted the processing of the 
credit through the use of the income tax form, figures per
taining to the actual operating costs of this credit program 
were unavailable.

In 1973, the Indiana sales tax was increased from 2 
per cent to 4 per cent, and the sales tax was removed from 
food items; consequently, the $8.00 tax credit on food items 
was eliminated effective with 1973 income tax filings.

Residential Property Tax Credit. — In 1973 Indiana 
passed into legislation a credit designed to refund a pro
portion of the property taxes paid by its residents. The 
eligibility requirements necessary to qualify for the tax 
credit are that the applicant must (1) be 65 years of age or 
disabled, (2) be a resident of the State for part of the 
year, (3) have less than $5,000 in income, and (4) own or 
rent a homestead which is subject to an Indiana property 
tax.

Indiana's property tax credit provides relief for 
both homeowners and renters. The following schedule depicts 
the income brackets and corresponding percentages of pro
perty taxes allowed as a credit for the Indiana homeowner 
and renter.

l^All information and schedules applicable to the 
property-tax-credit program of Indiana were supplied through 
a personal letter from the Department of Revenue, State of 
Indiana, Indianapolis, Indiana, February 15, 1975.
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Per cent of Property Tax or Rent 

constituting Property Tax 
Household Income allowable as a credit

$ 0- 499 75
$ 500- 999 70
$1,000-1,499 50
$1,500-1,999 40
$2,000-2,499 30
$2,500-2,999 25
$3,000-3,499 20
$3,500-3,999 15
$4,000-4,999 10

Renters, in order to compute their property taxes 
paid, are allowed to take as a credit 20 per cent of their 
annual gross rent. However, if the landlord provides any of 
the utilities, appliances, or other services, the rent con
stituting property taxes paid will equal only 15 per cent of 
the gross annual rent.

Property taxes paid or rent constituting property 
taxes paid is limited to $500 in any one year; therefore, 
the maximum allowable credit is $375 (75 per cent x $500).
If an applicant is eligible for a tax credit, the credit is 
to be used as an offset to any State income tax liability.
If the credit is greater than the liability, the excess will 
be refunded to the taxpayer. If there is no tax liability, 
the entire credit will be refunded.

The administration of this credit program is handled 
through the Department of Revenue. Indiana was unable to 
supply any additional information pertaining to the operat
ing costs, the number of refunds submitted, or the amount of
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total refunds granted. Due to this lack of knov/ledge and 
information, figures representing the average credit granted 
and a cost per capita are impossible to calculate.

Vermont Programs
Sales Tax Credit. ^ — The Sales Tax Rebate Program of 

Vermont first became effective for the calendar year 1969.
The reason given for the establishment of this program was 
that in 1969 the Vermont Legislature passed a proposal for a 
general sales tax. It was believed that this new sales tax 
would be regressive in nature, hitting the low-income people 
harder than those with the ability to pay.

Two changes have been introduced into the Sales Tax 
Rebate Program since it was first inaugurated. Beginning in 
1972, it was required that an individual be eighteen years 
of age or older to qualify for the rebate if the individual 
was not otherwise required to file a Vermont personal income 
tax return. In addition, any individual regardless of age, 
who was required to file an income tax return could file for 
a refund if his/her income matched the requirement for maxi
mum income allowable ($7,000). The second of the two 
changes occurred in 1974. The amounts of credits or refunds 
was raised by a flat $10.00 sum from $24.00-$81.00 to $34.00- 
$91.00 for all income ranges eligible.

All information and figures applicable to the 
sales-tax-credit program of Vermont were supplied through a 
personal letter from Raymond R. Centybear, Chief of Taxpayer 
Services, Department of Taxes, Montpelier, Vermont, August 
19, 1974.



63
Vermont's Department of Revenue is responsible for 

the administration and distribution of refunds or credits. 
Vermont was not able to supply any figures pertaining to the 
operational costs of the program, but the Department of 
Revenue was able to estimate that over the past five years 
there has been an average of 37,800 claims submitted 
annually at a total cost of $589,600. These two figures set 
the average credit or refund claimed at $15.59. Applying 
the official population figure of 444,330 against the total 
annual cost of $589,600, a cost per capita of this program 
can be set at $1.32 per year.

Property Tax Credit. ^ — In 1969, Vermont established 
a tax-credit program designed to relieve the tax burden on 
low-income homeowners and renters. The requirements for 
eligibility are that an individual must (1) be 65 years of 
age or older, (2) be a resident of Vermont for the entire 
twelve months of the taxable year, (3) not be a dependent of 
any other taxpayer, and (4) reside in a dwelling subject to 
a local property tax. However, in 1973, Vermont expanded 
the eligibility requirements to include all taxpayers 
eighteen years of age or older.

The amount of the rebate or credit (maximum $500) is 
determined by applying a percentage factor to the household's

l^All information, figures, and schedules applicable 
to the property-tax-credit program of Vermont were supplied 
through a personal letter from Raymond R. Centybear, Director, 
Individual Income Tax Services, Department of Taxes, 
Montpelier, Vermont, February 28, 1975.



64
income and, where the property tax paid or 20 per cent of 
rent in lieu of property taxes paid exceeds this household 
income figure, the State of Vermont grants a refund or 
credit to the taxpayer. The following schedule portrays the 
income graduations and percentages used to calculate the net 
allowable household income which is to be applied against 
the rent or property taxes paid.

the administration of this program. The department was not 
able to supply any figures pertaining to the operational 
cost of this credit program. The Department of Revenue was 
able to determine that in 1972, a total of 26,204 claims 
were filed resulting in rebates or credits granted of 
$4,996,204. These two figures set the average credit at 
$190.66 per claim per year. Based upon the 1970 population 
figure for Vermont of 444,330, the cost per capita of this 
program annually is $11.24.

Household Income Per cent of Household Income
$ 0- 3,999 
$ 4,000- 7,999 
$ 8,000-11,999 
$12,000-15,999 
$16,000-and up

4.0
4.5
5.0
5.5
6.0

Vermont's Department of Revenue is responsible for
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The Homestead Property Tax Relief 
Program of Kansas^

Adopted in 1970, the Homestead Property Tax Relief 
Program of Kansas provides a direct refund to selected indi
viduals who qualify by age, income, and/or disability status. 
Although this program is only one of several plans intro
duced before the Kansas Legislature regarding tax credits or 
refunds for various low-income groups, none of the other 
schemes received consideration for adoption because of the 
extraordinary costs of implementation. The Homestead Pro
gram is funded in part by Kansas' share of Federal revenue 
sharing monies. Individual income tax collections are not 
used by this State to pay benefits provided for by the Home
stead Property Tax Relief Program.

The Kansas Legislature amended the Homestead Pro
perty Tax Relief Program in both 1972 and 1973. In 1972, 
benefits were raised generally and extended to permanently 
disabled persons (including the blind), and household income 
limits were increased from $3,700 to about $5,900. In 1973, 
the program was further amended to (1) reduce the eligibil
ity age from 65 to 60 (50 for widows), (2) increase the
maximum property tax that may be used in computing benefits 
under this program from $330 to $400, (3) liberalize the
benefit schedule with benefits phasing out at $8,150

13A11 information and figures applicable to the pro
perty- tax- credit program of Kansas were supplied through a 
personal letter from Robert L. Taylor, Research and Manage
ment, Department of Revenue, Topeka, Kansas, August 16, 1974.
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household income, (4) require county clerks to not only make
forms available but to assist applicants in preparing them, 
and (5) make all claims payable as a refund rather than as 
(in some cases) a credit against State income tax liability.

The Department of Revenue was not able to provide 
any estimates of the operational costs associated with the 
Homestead Property Tax Relief Program. However, the Depart
ment of Revenue was able to estimate that for the calendar 
year 1973 about 58,700 claims were paid totaling $8,344,000. 
Basing computations upon this estimated data, the average 
credit paid by Kansas to its residents for 1973 was $142.14. 
With an estimated population of 2,246,578, the cost per 
capita of this program is $3.71.

Two interesting points can be made about the Kansas 
Homestead Property Tax Relief Program: (1) only State resi
dents that own their own property are eligible to receive a 
refund, i.e., renters are not covered; and, (2) an indivi
dual's income must be over $3,000 in order to qualify for a 
refund.

14Minnesota Programs
Senior Citizen Credit.— Effective for 1967 income 

tax returns, the Senior Citizen Credit of Minnesota was 
enacted to reduce the burden of the property tax upon senior

l^All information, figures, schedules, and tables 
applicable to the Senior Citizen Credit and Rent Credit pro
grams of Minnesota were supplied through a personal letter 
from Wallace 0. Dahl, Tax Research Division, Department of 
Taxation, Saint Paul, Minnesota, August 22, 1974.
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citizens with low, and usually fixed, incomes. The credit, 
in its original form, provided a $225 maximum credit on a 
maximum income of $3,500. A resident of Minnesota deter
mined his/her amount of credit by multiplying his/her pro
perty tax by the statutory percentage, which varied between 
10 and 75 per cent, as depicted in the schedule below.

Total Household Income Statutory Percentage
$ 0.00- 499.99 75
$ 500.00- 999.99 70
$1,000.00-1,499.99 50
$1,500.00-1,999.99 40
$2,000.00-2,499.99 30
$2,500.00-2,999.99 20
$3,000.00-3,499.99 10

In 1969, two important changes were made to the 
Senior Citizen Credit by the State Legislature. First, the 
maximum credit was raised from $225 to $450; and secondly, 
the filing requirements were simplified for the senior citi
zen. Initially, senior citizens were required to fill out 
two forms in order that they might qualify for a tax credit: 
the standard income tax form and a special schedule detail
ing eligibility, income, and credit computation information. 
For the 1969 returns, a claimant with income below that set 
forth as the minimum-income-tax-filing requirement was only 
required to submit the special senior citizen return in 
order to receive the credit.

In 1971, additional changes were made in the Senior 
Citizen Credit program. First, the maximum income allowable 
for filing was raised to $5,000 from $3,500; secondly, the



maximum credit was raised from $450 to $720; and thirdly, the 
statutory percentage of tax relief was raised from 75 per 
cent to 90 per cent.

In 1973, the Minnesota Legislature again increased 
the income limit for qualifying for the credit from $5,000 to 
$6,000. At the same time, the tax credit was also extended 
to disabled persons. A property tax freeze was also enacted 
in 1973. This freeze allowed to senior citizens a credit 
equal to the amount that their property tax in subsequent 
years exceeded their property tax in an established base year 
(1973).

The administration of the Senior Citizen Credit is 
handled by the Department of Revenue for the State of Minne
sota. The Department of Revenue was unable to supply any 
information as to the operational costs associated with the 
credit program. The Department of Revenue was able to supply 
the following table which depicts pertinent information con
cerning the Senior Citizen Credit.
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SENIOR CITIZEN AND DISABLED PERSONS INCOME 
TAX CREDIT, MINNESOTA, 1969-1973

TABLE 7

Year Amount
No. of 
Refunds

Average Credit 
per family

1969 $1,567,186 24,893 $63.00
1970 $2,400,097 36,767 $65.00
1971 $3,187,230 44,124 $72.00
1972 $7,319,644 78,607 $93.00
1973 $6,785,609 75,622 $90.00

Source: Letter from Wallace O. Dahl, Director, Tax
Research Division, Department of Revenue, Saint 
Paul, Minnesota, August 22, 1974.

Using the above figures as a basis for computation, 
the total number of refunds granted for the five-year period 
presented was 260,013; the total amount of credits paid for 
the same period under observation was $21,159,766. A cost 
per capita of this program, based upon the 1970 population 
figure for Minnesota of 3,804,971, is $5.58. The total aver
age credit granted over the five-year period is $76.60.

Rent Credit.— The Rent Credit was first effective 
with the 1968 returns filed in 1969. This particular credit 
program has undergone two major changes since the time of its 
inception. The first change took effect for the calendar 
year 1971, where the maximum credit of $45 was raised to $90 
and the 3-3/4 per cent rent calculation was raised to 7-1/2 
per cent. The second change occurred in 1973 when the Minne
sota Legislature increased the credit from 7-1/2 per cent to 
10 per cent of rent paid for occupancy and the maximum allow
able credit was raised from $90 to $120.
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The Income Tax Division of the Department of Revenue 

was unable to provide any operational costs for the Rent 
Credit program, but this agency was able to provide the fol
lowing figures for comparison purposes.

TABLE 8
RENT CREDIT, MINNESOTA, 1969-1973

Year Amount
No. of 
Refunds

Average Credit 
per family

1969 $ 4,186,698 123,072 $34.00
1970 $ 4,959,170 140,811 $35.00
1971 $ 5,655,993 155,283 $36.00
1972 $12,704,376 171,987 $74.00
1973 $13,295,112 178,560 $74.00

Source : Letter from Wallace O. Dahl, Director, Tax
Research Division, Department of Revenue, Saint 
Paul, Minnesota, August 22, 1974.

Using the above figures as a basis for computation, 
the total number of refunds granted for the five-year period 
was 769,713; the total amount of credits paid for the same 
period was $40,801,349. The total average credit granted 
for this period is $50.60. A cost per capita of this pro
gram based upon the official population figure for Minnesota 
is $10.72.

Table 9 following presents a comparative summation 
of the several State plans examined above.



TABLE 9
HISTORICAL AND COMPARATIVE SUMMATION OF INDIVIDUAL 

STATE TAX-CREDIT PROGRAMS

State
Credit
Applied
Against

Year
Adopted

Type of 
Credit

Size of 
Credit Income Range

District of Grocery Items 1969 Proportional $2.00-$ 6.00 $ 0-$6,000
Columbia
Idaho Grocery Items 1965 Flat-Sum $10.00 All

Indiana Grocery Items 1963 Flat-Sum $ 8.00 All
Property Tax 1973 Proportional $0.00-$375.00 $ 0-$5,000

Vermont Sales Tax 1969 Proportional $1.00-$ 91.00 $ 0-$7,000
Property Tax 1969 Proportional $0.00-$500.00 All

Kansas Property Tax 1970 Proportional $0.00-$400.00 $3 ,000-$8,150
Minnesota Property Tax 1967 Proportional $0.00-$720.00 $ 0-$6,000

Rent 1968 Proportional $0.00-$120.00 All



TABLE 9— Continued

State
Average Credit 

per Refund
Administration 

Cost per 
Capita

Still in 
Operation Credit Benefiting

District of 
Columbia

$ 6.28 $ 0.44 Yes All

Idaho $ 26.51 $3.44 ($3.72) Yes All
Indiana Not Computable Not Computable No All

Not Computable Not Computable Yes Renters and homeowners who 
are 65 or older or disabled

Vermont $ 15.59 $ 1.32 Yes All
$190.66 $11.24 Yes All

Kansas $142.14 $ 3.71 Yes Disabled, blind & 60 or 
over. Renters are excluded.

Minnesota $ 76.60 $ 5.58 Yes Disabled and senior citi
zens .

$190.66 $10.72 Yes All

K)



CHAPTER IV

STATE INDIVIDUAL-INCOME-TAX-CREDIT PROGRAMS AND 
PROPOSED NEGATIVE-INCOME-TAX SCHEMES

Introduction
Thus far the reader has been exposed to a description 

and discussion of numerous NIT proposals at the Federal level 
whose aim is to relieve, reduce, or completely eliminate the 
poverty problem in the United States.

In addition, the reader has been presented theoreti
cal agruments and empirical evidence which, basically, has 
been advanced either in support of the adoption of a Federal 
NIT program or in opposition thereto.

Lastly, nine existing tax-credit programs at the 
State level have been exhibited and individually discussed as 
to the intent, costs, methods of operation, and achieved 
results.

We shall now attempt to pull these several strands of 
the study together as follows. First, the individual State 
tax-credit programs will be compared and contrasted against 
one another, individually and as a group, highlighting the 
positive as well as the negative aspects of the tax-credit 
programs that are actually in existence. Secondly, we will 
apply this empirical information to the favorable or non- 
favorable allegations pertinent to the study of a NIT concept.
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State-to-State Comparisons

In Chapter III, nine credit-tax programs employed in 
five States and the District of Columbia (unless otherwise 
noted, hereafter referred to as the States) were presented as 
proposed and passed into legislation with any subsequent 
changes being duly noted. These nine programs were of four 
classes: (1) residential property-tax-credit programs, (2)
rent-credit programs, (3) general sales-tax-credit programs, 
and (4) grocery-tax-credit programs. Although there were 
four different types of programs presented, these programs 
exhibited similar qualities worthy of discussion and compari
son. It is from this discussion and comparison that general 
inferences can be drawn which then can be used to engage in 
a subsequent comparison of a Federally-sponsored NIT program.

The material to be presented is taken from two main 
sources. The information presented in Chapter III is used to 
a great degree in this section. Also, some of the information 
to follow is based in whole or part upon additional correspon
dence conducted by this author and the respondents for the 
six States. This new information was received in response to 
the following six questions:

1. Has your credit-tax program in any way affected 
the work incentives of an eligible recipient?

2. Has there been any noticeable increase or decrease 
in the consumption of food (or the desire to own or improve 
property)?
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3. Has there been any evidence of a possibly 

eligible recipient not filing for a credit or refund because 
he/she lacked sufficient knowledge of the program itself or 
the necessary forms?

4. What per cent of the eligible taxpayers actually 
do benefit from the program?

5. Do you, as the respondent, feel that the program 
or programs employed in your State in any way or to any 
degree alleviate the burden of poverty for the poor or near
poor residents of your State?

6. Do you, as the respondent, or does the State, 
maintain any information that might indicate in what way a 
taxpayer might use his/her credit or refund?

The comparisons to follow are divided into these dis
cussion areas: (1) general data, (2) administrative aspects,
(3) categorical aspects, (4) cost of the programs (as an 
operating cost and a cost per capita), and (5) effectiveness 
of the State tax-credit programs.

General Data
It is interesting to note that of the nine programs 

presented in Chapter III, all but one, the Retail Sales Tax 
Credit of Indiana (loc. cit.), are still in operation as of 
this writing. Additional data pertinent to these programs 
indicate that two make use of a flat-sum credit while the 
remainder contain proportionately rated tax credits. It is



also important to note that the size of the tax credits or 
refunds granted by the States (including still the District 
of Columbia) ranges from $1.00 to $720.00.

Administrative Aspects
The programs of the six resampled States exhibit cer

tain characteristics in common. First and foremost, the 
method used to claim a credit or refund is handled through 
the services of each respective State's Department of Revenue 
or Taxation. Secondly, all necessary forms are returned to 
these departments at the same approximate time as the indivi
dual income tax forms. Thirdly, a designated area on the per
sonal income tax forms is set aside for the use of the claim
ant to simplify the claiming of a credit or refund against 
those taxes paid or withheld.

Most of the States sampled have made minor adjust
ments to the original program since its passage into legisla
tion. These changes are basically three-fold: (1) the
amount of the benefits have been generally increased, i.e. 
the size of the credit or refund has been raised; (2) minor 
administrative changes have been made in order to simplify 
the filing of returns; and, (3) eligibility requirements have 
been expanded to accommodate more applicants. An example of 
a minor change initiated by a State to aid its eligible tax
payers in the preparation of the credit-tax forms was cited
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by the State of Minnesota. In 1970, Minnesota adopted a 
"look-up table" which was specifically designed to reduce the 
amount of computations that a taxpayer must make in order to 
claim a refund or credit.

The nine State tax-credit programs are not without 
problems. Whenever a claimant goes through the mechanics of 
filing a return there is always a possibility of error, in
tentional or otherwise. Vermont is the only State of the six 
contacted for the second time that was able to determine a 
per cent figure to represent the number of returns filed in 
error.^ The respondent for the State of Vermont estimated 
that the number of errors ranged between 5 to 8 per cent of 
the returns fil^d. This respondent also pointed out that 
this figure is no larger than the amount of errors committed 
by residents in the filing of individual income tax forms.
The respondent for Vermont cited two probable causes for 
errors in filing forms, namely: (1) the individual taxpayer
fails to read the instructions carefully, and (2) the claim
ants fail to spend sufficient time in deliberation when the 
forms are completed.

Categorical Aspects
All the State tax-credit programs are essentially 

categorical in their methods of operation. For example, the

1Letter from Wallace O. Dahl, Director, Tax Research 
Division, Department of Taxation, St. Paul, Minnesota, June 
4, 1975.

2 . . .Letter from Raymond R. Centybear, Director, Indivi
dual Income Tax Services, Department of Taxation, Montpelier, 
Vermont, June 3, 1975.
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program employed in the District of Columbia applies a credit 
against those taxes paid on the purchase of grocery items, 
and those taxpayers who may apply for this credit are further 
limited to a specific income range. Obviously, whenever a 
program is initiated to take remedial action against only one 
type of problem, it is by its very nature going to have to 
exclude all other problem areas. A categoricalness of this 
type is basically minor in comparison to some of the other 
programs presented in Chapter III. Half of the States 
sampled further limit their requirements for eligibility to 
exclude those taxpayers who are not blind, not disabled, or 
not senior citizens. These eclusions are over and above the 
inherent limitations of the type of program in effect; that 
is, only those who own property can benefit from a property- 
tax-credit program, or only sales tax paid on the purchase of 
food items is computable for a grocery-tax-credit program.

The self-limiting functions of the nine programs dis
cussed is further aggravated by the establishment of income 
ranges within which those people must fall in order to qual
ify for a credit or refund. Of these nine programs, an upper 
limit of $5,000 was established for one, two programs have an 
upper limit of $6,000, one program at $7,000, one program at 
$8,150, and the four remaining programs are available to all 
income ranges.  ̂ It is interesting to note at this point that 
eight programs have established a lower income range at the

■̂ See Table 9.

4



nominal figure of zero or $1.00, whereas one program— The 
Homestead Property Tax Relief Program of Kansas, loc. cit.—  
has established a lower limit of income at $3,000. This par
ticular program excludes any and all homeowners from benefit
ing from the credit if their total yearly income is under 
this figure. This could mean that some "senior citizens" who 
might otherwise be eligible to receive the benefits of the 
program are not therefore eligible.

Program Costs
Of the six States resurveyed only one was able to 

estimate a cost figure that covered the general operating 
expenses of its program. These costs were additional costs 
that were to be added to the total amount of credits or re
funds granted. The respondent for Idaho was able to estimate 
that the Grocery Tax Credit Program of Idaho (loc. cit.) cost 
the State an additional $50,000 in operating expenses to 
cover the salaries of personnel, printing of forms, and mail
ing fees. The five remaining States could not derive any 
information since it was determined by the respondents that 
the costs associated with the administration of the tax- 
credit programs were too closely integrated with the existing 
individual income tax systems.

Perhaps the most important cost to consider, though, 
is the cost of the program which can be derived from totaling 
the amounts of credits or refunds granted. These cost 
figures vary greatly among the States because the cost 
figures are dependent upon the size of the credit and the
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number of credits or refunds paid. In addition, the cost-
per-capita method of determining a successful or not so
successful program is also based upon the total dollar amount 
of the credits or refunds granted and the total population of 
the particular State. This method of rating can be somewhat 
misleading since the populations of the States vary. For 
instance, the District of Columbia has a cost per capita of 
$0.44, while Vermont has a cost per capita of $11.24 for one
of its programs. If the additional program operated by
Vermont is taken into consideration— The Sales Tax Credit 
Program of Vermont (loc. cit.)— the cost-per-capita figure 
will increase to $12.56.^

Effectiveness of State Programs
It is extremely difficult to measure the effective

ness of any one particular State program or the relative 
effectiveness of all nine tax-credit programs taken as a 
whole. However, it must be remembered that these programs 
were not designed to provide an income sufficient enough to 
live on, but were initiated to eliminate, to some extent, the 
regressive characteristics of a sales tax and/or a property 
tax. With this in mind, the reader can see why the dollar 
amounts of the refunds or credits and the number of refunds 
or credits granted seems low when compared to the proposals 
set forth in Chapter II.

^See Table 9.



As stated at the beginning of this chapter, addi
tional information was sought by this author regarding the 
achieved results of the State tax-credit programs, more so 
than the mechanical operation. Much of this information will 
now be presented.

First of all, none of the States believed that their 
tax-credit programs in any way affected the work incentives 
of an eligible recipient. The rationale for this believe on 
the part of the respondents was that the amount of the re
funds or credits was too small to justify an individual's not 
working for any period of time.

Secondly, there has been no noticeable increase or 
decrease in the desire to own or improve property or to con
sume food as a result of the tax-credit programs. These con
clusions are perhaps due to the fact that the States in ques
tion do not maintain any statistics on this subject.

Thirdly, since the original concept of the tax-credit 
programs was to reduce the regression of the sales or pro
perty taxes, no concrete information as to the reduction or 
elimination of poverty for the recipients was available. 
Vermont was the only State that could reply with some type of 
an affirmative answer to this topic. The respondent for 
Vermont believed that the two programs employed in Vermont 
did in some small way relieve the burden of poverty for the 
poor and near-poor residents. However, it was additionally 
stated that this was a personal belief.5

-’Centybear, loc. cit.
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Lastly, it was impossible to determine to what use or 

uses an eligible recipient's refund might be put. Once 
again, the reason all the respondents were unable to give 
this writer an answer was because no data were kept on this 
subject.

Existing State Programs versus 
Federal-Level Proposals

The adoption of a Federally-sponsored NIT program has 
been a subject to debate for many years; and, as long as this 
idea is open for review, legislators and the citizenry alike 
will never be able to approach a common ground where the de
mands of the former will coincide with those of the latter.

Perhaps,the largest drawback to the adoption of a 
Federally-administered NIT scheme is the sheer magnitude of 
the project itself. Ideally, a large-scale guaranteed income 
plan should work correctly the first time or it should never 
be put into practice; for, who would want to be responsible 
for the formulation and the passage of a new form of income 
maintenance when the decision would involve billions of 
dollars and would be the subject of constant public attention 
and skepticism.

All people concerned, however, can look to the State 
level of government for some assistance in the reaching of an 
intelligent decision for, or against, the adoption of a NIT 
proposal. The credit-tax programs administered by many of 
the States do provide insight into some of the problems and 
pitfalls that could be expected to occur if a NIT proposal
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were to become a new type of income-maintenance program. The 
information that can be gained by the study of State-adminis
tered, credit-tax programs is in no way conclusive or final. 
Information of this nature can only be obtained after many 
years of actual experience.

The discussion to follow employs the same general 
topic areas as the first section of this chapter. They are : 
(1) general data, (2) administrative aspects, (3) categorical 
aspects, (4) program costs, and (5) effectiveness of State 
programs versus proposed Federal-level programs.

General Data
Perhaps the most important point brought out pre

viously is the fact that eight out of the nine programs are 
still in existence at this writing. This appears to be a 
very good indication of the success of the six State-adminis
tered , credit-tax programs studied. However, success is not 
always a measure of popularity. Nevertheless, the programs 
do still exist, and if all other arguments fail, the exis
tence of these nine State programs shows the feasibility of 
granting credits or refunds to some people without raising 
too many outcries from those people not eligible to receive 
them.

It was additionally stated that two of the nine pro
grams incorporated a flat-sum credit which applied to all 
filers regardless of other limiting factors, such as income 
or age. If the number of programs that use one type of 
structure for the granting of refunds or credits versus a
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different method is any indication of the best method to use, 
then the data presented indicate a proportionately rated tax 
credit is desirable in a Federally-operated NIT program. 
However, the nine programs under observation in this study 
are not the only State-level, tax-credit programs in exis
tence at the present time.

Administrative Aspects
It has been argued by some skeptics that one of the 

basic drawbacks to the NIT concept would be the complexity 
of procedures that must be understood in order to qualify; 
i.e., those people who stand to gain the most by this type of 
program are also the same people who could be expected to 
know the least about the plan itself, or the procedures 
necessary for application.

The reader has already seen two examples of State 
answers to resolve this problem.

The State of Minnesota provides "look-up tables" 
designed to reduce the amount of computations necessary on 
the part of the applicants. While the use of a "look-up 
table" cannot solve the problem for all applicants, it is 
certainly a step in the right direction as it readily shows 
that government requirements can be simplified.

The State of Vermont was also able to supply some 
very significant information. The respondent here estimated 
that the number of returns filed in error for the tax-credit 
programs was no larger than the number of returns filed in
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error for the individual income tax. Readily admitting that 
at the outset of a new NIT program errors would be great and 
questions many, it is presumable that, as procedures become 
better known to the recipient and also to the administrator, 
the number of returns filed in error, whether due to a lack 
of knowledge or neglect, would level off acceptably. For 
1974, the Internal Revenue Service estimated that of the 84.5 
million individual income tax returns filed, 5.1 million 
forms contained errors resulting in either refunds to the 
taxpayer or additional liability.  ̂ The error coefficient 
here is approximately 6 per cent.

All of the States discussed above conduct the opera
tion of their credit-tax programs through the facilities of 
their Departments of Revenue or Taxation. These departments 
are responsible for the distribution, collection, and pro
cessing of forms and for the eventual assignation of credits 
or refunds. A Federally-sponsored NIT program would thus 
probably be handled through the facilities of the Internal 
Revenue Service. It would be much more efficient to extend 
and use the facilities of an already existing agency rather 
than to establish an entirely new agency. The reasons are 
that (1) the Internal Revenue Service has already much of the 
necessary equipment and know-how to accurately process the 
applicants and forms, and (2) an additional agency would 
probably cause an overlapping of functions.

^Commissioner of Internal Revenue, Annual Report:
1974 (Washington, D.C.: Government Printing Office, 1974), 
p. 14 .
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Categorical Aspects

NIT proponents have argued that present welfare pro
grams are categorical and not universal in their approach to 
poverty reduction, and maintain that the NIT approach would 
eliminate this by providing a uniform floor of support for 
the country as a whole. This author has stated that the 
State tax-credit programs are categorical. Does it follow, 
then, that a NIT program would be free from being categori
cal; or, if it was not entirely free, would be any better 
than the programs with which it may eventually coexist or 
replace?

Taken as a whole, the tax-credit programs presented 
in Chapter III seem to contain the same discriminatory ele
ments that are to be avoided in a NIT plan: i.e., different 
income ranges for eligibility, different amounts of credits 
or refunds, different eligibility requirements, etc. Since 
the State programs are only effective within the boundaries 
of each State, requirements applicable in one State do not, 
and should not, apply to others.

In the strictest sense of the word, the State pro
grams are categorical by their inherent nature and design. 
Yet, only three of the nine programs include any further 
exclusions. The remaining six programs are available to all 
taxpayers and are not limited to the disabled, blind, or the 
aged.



87
Program Costs

One of the most important factors determining the 
success or failure of any type of program is the cost of the 
program, both from an economic point of view as well as the 
psychological. Ignoring for the present time those costs 
that represent the total amount of credits claimed or refunds 
paid, only one State was able to estimate its operating 
expenses directly attributable to the implementation of a 
tax-credit program (The Grocery Tax Credit Program of Idaho, 
loc. cit.). Although only one State was able to respond in 
this area, if a NIT program was ever to be adopted using the 
facilities of the Internal Revenue Service, the present 
operating expenditures of this agency could be expected to 
rise, but only marginally as compared with the cost of estab
lishing and operating a separate agency.

A cost per capita might be helpful in this discus
sion, but the results of such a comparison would also be 
somewhat inconclusive. It has been shown that the six State 
costs per capitas varied between a low of $0.44 and a high of 
$12.56. Of the six NIT proposals cited in this paper the 
estimated total cost varied between a low of $6.3 billion and 
a high of $30.0 billion annually. If a NIT proposal is ever 
passed into legislation, either as it has been presented here 
or with changes added, the final, total cost of this new pro
gram on an annual basis would depend on the levels estab
lished for, and the interaction of, the three critical vari
ables in the basic NIT formula, as noted earlier.



Effectiveness of State Programs versus 
Proposed Federal Programs

Unfortunately, the ability of the States to provide 
useful information regarding the topic areas of work incen
tives, poverty reduction, and refund use was not very sub
stantial. The two obvious reasons are (1) the amount of the 
credits or refunds granted at the State level is probably too 
small to occasion any obvious changes in the life style of 
the recipients, and (2) the State agencies responsible for 
the administration of the programs do not maintain any statis
tics pertinent to the topic areas.

The inability of the State programs to set an 
example that could be drawn upon should not detract from 
either the State programs themselves or the feasibility of a 
Federally-sponsored NIT program. Remembering that the State 
programs are not designed to supplement or provide an income 
sufficiently large enough to live upon, the answers to the 
questions of whether or not an individual would (1) change 
his/her working habits, (2) use or misuse his/her refund 
(which could justify the use of in-kind services rather than 
direct cash supplements), and (3) have his/her income raised 
to a point where the burden of poverty might be reduced, 
while being very important to the discussion of the NIT 
approach, cannot be answered from the information provided.
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CHAPTER V

SUMMARY AND CONCLUSIONS

The fact that poverty has probably always existed, is 
still prevalent to a substantial degree in our society (pre
sumably the most affluent in all history), and will probably 
never be eliminated has almost become a cliche. Further, the 
reader has seen that the past existence of poverty in Western 
society has initiated the proposals of at least two, and the 
implementation of at least one, generalized income-mainte
nance or guaranteed-income program (e.g., Rhys-Williams Plan 
and the Speenhamland System).

In the present paper, the author has considered exten
sively, both singly and collectively, a comparison of: (1)
six different schemes advanced as possible Federally-spon
sored NIT approaches to the provision of economic security, 
income maintenance, or poverty reduction in the United States; 
and, (2) nine actual individual-income-tax-credit programs, 
employed in six States (District of Columbia included), which 
provide either deductions or rebates to the taxpayer thus 
relieving somewhat the regression of the taxes paid on sales-, 
food-, and/or property-tax (directly and/or indirectly paid) 
levies of the State governments.
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The NIT concept as first proposed in this country by 

Milton Freidman (circa 1963) was a singular and essentially 
salubrious new approach to the formulation of the objectives 
of income maintenance and/or poverty reduction. If nothing 
else, Freidman1s proposal has inspired similar theoretical 
proposals and hypothetical programs, some additional (in
direct) analyses, and actual State or regional-level experi
ments pertinent to the probable socioeconomic impact of a 
(Federally-sponsored) NIT program. The arguments pro and con 
for such a NIT approach have focused around these theoretical- 
hypothetical and experimental efforts as well as other basic 
ideological and moral-philosophical grounds.

This author sought to employ principally primary 
sources derived from the appropriate administrators of 
selected State individual-income-tax systems which allow 
deductions or grant rebates to the (essentially) needy 
persons or families for one or more of the presumably regres
sive types of taxes they pay. While the information thus 
obtained has not proved to be potentially more palpable than 
the other types of studies previously promulgated, it does 
tend to elucidate them.

First, arguments advanced against the adoption of a 
Federally-administered NIT program on purely implementational 
grounds (that the initiatory and administrative aspects of a 
NIT program would prove insurmountable) have no valid founda
tion in the State-level experience. Secondly, the present 
study, in its existing state, is not capable of answering



with any degree of certitude the implications of the State- 
level experience on the socioeconomic behavioral patterns of 
the recipients (e.g., effects on labor supply or changes in 
expenditures for food stuffs or living quarters) basically 
because the State programs were not designed for this 
purpose.

The present study does seem to indicate, however, 
that people considered poor or near-poor are more susceptible 
to benefiting from an approach that would be more conducive 
to the lessening of their economic plight. Additionally, 
this study seems to indicate that a NIT program, if intro
duced, would not operate as an anti-motivational factor in 
the lives of the recipients.

The ultimate solution to the NIT controversy obviously 
lies beyond the realm of this paper, but— equally obviously—  
remains to be settled by further studies of the type examined 
and attempted in this paper.
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APPENDIX A

The NIT Formula
A hypothetical case is presented and examined here to 

illustrate various possible trade-offs and other effects of 
the basic NIT formula, A = B + (l-t)E. For this example, the 
initial guarantee (B) is $3,000, the tax rate (t) is 33-1/3 
per cent, and the break-even level of income (A = E) is 
$9,000. If, for example, the $9,000 break-even level is felt 
to be too high, B could be lowered and/or t could be raised. 
If B is lowered to $2,000 then A = E would now be $6,000.
The same effect could be obtained by raising t to 50 per cent 
and leaving B unchanged. Or if both t and B are changed the 
new $6,000 level could still be maintained if B = $2,400 and 
t = 40 per cent.

The ramifications of the above trade-offs are very 
important in the consideration of a NIT proposal. When the 
initial guarantee is reduced by $1,000 the people who have no 
other source of income would incur a substantial loss of pur
chasing power. The second alternative raises the tax rate, 
leaving the guarantee unchanged; however, this action might 
result in the decreasing of work incentives. The last alter
native reduces the guarantee 20 per cent and raises the tax 
rate 7 per cent (approximate) over the original proposal; 
however, this still results in an equivalent loss of
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purchasing power for those people who have no other source of 
income.

For purposes of argument, let us continue the analy
sis and study the effects of this proposal upon two different 
families whose respective incomes are above and below the 
guaranteed level of income. For this example, the third 
alternative, A = E at $6,000, B = $2,400, and t = 40 per 
cent, is used for analytical purposes. The basic formula,
A = B + (l-t)E now becomes:

A = 2400 + (1-.40)E
A = 2400 + .60E
Assuming that Family A has an income of $8,400 and 

Family B has an income of $4,800, the following results: 
Family A Family B

A - 2400 + .60 (8400) A = 2400 + .60 (4800)
A = 2400 + 5040 A = 2400 + 2880
A - 7440 A - 5280

Family A pays a positive tax of T = E - A or $8,400 - $7,440 
= $960; the positive average tax rate being T/E = $960/$8,400 
= 11.4 per cent. Family B receives a negative tax payment of 
$480; the negative average tax rate being -T/E = $480/$4,800 
= -10.0 per cent. The average tax rate, for this and any 
other example of the basic NIT scheme, will increase as E in
creases in accord v/ith the following formula:

T = E - A
= E - (B+[1 — t]E)
= E - B - E +tE 
= -B + tE; whence 

T/E = -B/E + t = average tax rate.
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As E increases, -B/E decreases and t - B/E rises. As 

the value of -B/E decreases, the average tax rate approaches 
the marginal tax rate from below. In the foregoing example, 
the maximum average tax rate possible on earnings is given by 
the marginal tax rate of 40 per cent. But, most notably, the 
basic NIT formula of A = B + (l-t)E has the dual built-in 
feature of (1) a constant marginal tax rate (i.e., incentive 
to earn factor), coupled with (2) a positive (though decreas
ing) degree of progression in terms of the average tax/earn- 
ings ratio (i.e., the equity factor).



APPENDIX B

The Property Tax
The importance of the property tax as a poverty 

relief measure in this study justifies the further discussion 
of this subject matter. Originating as a general and uniform 
rate tax on total property, the property tax has evolved into 
a selective tax on real estate and business' equipment and 
inventories. Personal property, once a basic part of total 
property, is now largely overlooked with hardly any attempt 
being made to place a tax upon it. The importance of the 
property tax in this country lies in the fact that, in 1970, 
property taxes accounted for 85 per cent of local revenues 
and 67 per cent of municipalities' revenues.-*-

The alleged regression of the property tax in rela
tion to income is a very substantial problem that must be 
considered. Tax regression of this nature is most often re
lated to housing and is based on the contention that the pro
portion of income that is devoted to housing decreases as an 
individual's income increases. Thus the poor or near-poor 
might spend 30 per cent of their income for housing while the

^Richard A. Musgrave and Peggy B. Musgrave, Public 
Finance in Theory and Practice (New York: McGraw Hill, 1973), 
p. 327.
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rich might spend only 10 per cent. One of the explanations 
for this contention is that housing decisions are not recon
sidered at frequent intervals. They are usually made on the 
basis of income at a particular time and may not be changed, 
for a long period of time even if income rises.

This fact alone explains why many older families 
often have housing outlays out of proportion to their current 
income, as they have not adjusted downward their housing 
requirements after they have retired. Furthermore, the 
regression of the property tax is compounded by the fact that 
tenants or renters show even more regression than homeowners. 
Homeowners are able to take deductions on their Federal in
come tax for property taxes paid at the State level, whereas 
renters are not allowed any deductions even though the pro
perty taxes paid by the landlord are at least partially 
shifted forward.

Two additional disadvantages of the property tax 
which also contribute to the alleged regression of it can be 
classified under the following categories: vertical inequi
ties and horizontal inequities.

2

2Ibid., p. 97.

2Robert L. Bisk and Harold M. Groves, Financing
Government (New York : Holt, Rinehart, and Winston Inc., 1973),
p. 97.
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Vertical Inequities

Inequities of this category arise from the difference 
that is found when the assessed value of property is compared 
to the true market value of the same property. It has been 
estimated that locally assessed values on property are only 
32.5 per cent of the true market value.^ Serious inequities 
can and do arise due to this deviation. Suppose, for example, 
two homes of equal market value are assessed at 50 per cent 
and 25 per cent of their true market value; one individual 
would have to pay twice as much in taxes as the second indi
vidual even though the actual capital investments are equal.
A second variation of vertical inequity arises when local tax 
assessors randomly decide to assess business property with

cmore accuracy than residential property.
The following possible explanations for the differ

ences between the assessed value and the true market value 
might shed some light on the reasons why this problem exists:

1. there exists the inherent task of calculating the 
correct market price of the property when there may not be 
any precedents to follow;

2. although not universally true, local assessors 
are usually inadequate in the skills necessary to make cor
rect assessments;

^Musgrave and Musgrave, op. cit., p. 329.
5John F. Due and Ann F. Friendlander, Government

Finance, Economics of the Public Sector (Homewood, Illinois:
Richard Dl Irwin Press, 1973) , p~i 470.
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3. the political considerations and atmosphere of a

jurisdiction might influence local assessors.^
In addition to the problem of arriving at a fair and

accurate ratio of assessed value to market value, there is
also the problem of deliberate underassessment by local
assessors in States where there is a property tax. Courts
have been known to support this practice and assessors have
claimed that it reduces the volume of complaints from the 

7taxpayers.
Some of the probable reasons for this underassessment

are:
1. a jurisdiction that underassesses more than the 

average reduces,the State tax burden on its property owners;
2. when State grants for schools vary inversely with 

the amount of assessed valuation per student in the school 
district strong incentives are provided to underassess;

3. assessors tend to let assessments lag behind in
creases in property values because many assessors believe

•  Qthat the increase in property values is only temporary.

Horizontal Inequities
The assessing of properties of equal market values 

unequally within and among jurisdictions comprises what is 
known as horizontal inequity. The property tax is basically * 7 8

^Ibid., p. 470-71.
7Bisk and Groves, op. cit., p. 98.
8Due and Friedlander, op. cit., p. 471.



99
a local levy and because of this the rate and assessment 
levels might vary among jurisdictions. Assessments on pro
perty are most probably lower in industrial areas having
large amounts of business property while they are most likely

9higher in the central city and in low-income suburbs.
Although this practice can be attributed to varying 

preferences for public services rendered, such as higher 
quality schools, the inequity still exists relative to total 
property taxed since poor areas either have higher tax rates 
or their services are of poorer quality.-*-®

A measure used to indicate the inequities that result 
when taxpayers are not taxed equally among and within juris
dictions is known as the coefficient of dispersion. -*--*- It has
been argued that the coefficient of dispersion for single-

12family housing should not exceed 20 per cent. Translated 
this means that when a taxpayer receives his/her tax bill it 
ranges between either 20 percent larger or smaller than it 
should be. In 1966, the overall coefficient of dispersion 
for this country as a whole was 19 per cent— ranging from a 
low of 12 per cent in Connecticut to a high of 34 per cent in 
New York.13

®Ibid., p. 468. 
l®Ibid., p. 469.
-*--*-Bisk and Groves, op. cit. , p. 98.
-*-3Musgrave and Musgrave, op. cit. , p. 330.
-*-3State-Local Finances, 1972 edition, p. 243, quoted 

in Due and Friedlander, op. cit., p. 470.
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