Historically, a 70 percent marginal tax rate is not unusual
The top marginal income tax rates from 1913 to 2018
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Disposable arnings

US Tax/Transfer System, single parent with 2 children, 2009
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Disposable income
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CHAPTER 21 W TAXES ONLABORSUPPLY

21.1
Basic Theory
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CHAPTER 21 W TAXES ONLABORSUPPLY

21.1
Substitution versus Income Effect

(a) Substitution effect is larger (b) Income effect is larger
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CHAPTER 20 W TAXINEFFICIENCIES AND THEIRIMPLICATIONS FOROPTIMAL TAXATION

20.3
The Laffer Curve

Tax
revenues

“Correct “Wrong
side”

¥ fummt 4 4 5 4 B 8 @ B 8 4 B B B W BB LB B WA

0 T*% 100% Tax rate

Public Finance and Public Policy Jonathan Gruber Fourth Edition Copyright © 2012 Worth Publishers 31 of 40



Optimal Top Income Tax Rate (Mirrlees *71 model)
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Optimal Top Income Tax Rate (Mirrlees *71 model)
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Starting from a Means-Tested Program
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Starting from a Means-Tested Program

Consumption} Introducing a small EITC 1s desirable for redistribution
C

450

>
Earnings w

Source: revised version of Saez (2002), p. 1050



Starting from a Means-Tested Program
Consumption} Introducing a small EITC 1s desirable for redistribution
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The Phase-In and Phaseout of the EITC
Credit Amount by Marital Status and Number of Children
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A Effect of Tax on Labor Supply
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Labor Supply Income Effect
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Uncompensated Labor Supply Effect
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Effect of Taxes/Transfers on Labor Supply
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Starting from a Means-Tested Program
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Starting from a Means-Tested Program

Disposable | Introducing a small EITC is desirable for redistribution
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Starting from a Means-Tested Program
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Starting from a Means-Tested Program
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Starting from a Means-Tested Program
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Starting from a means-tested program
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Starting from a means-tested program

Reducing generosity of G and phase-out rate
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Starting from a means-tested program
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Percent of national income

Means-tested Transfers in the US, 1960-2019

6%
O health

50, . M housing
m children in-kind

49 | W children cash /\/_\/
melderly/disabled /

30, - Mgeneral

s

2%

1%

0%
1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015

Source. National Accounts. Includes all individualized and means-tested transfers. General is untargetted
(SNAP and general assistance for adults). Children cash includes refundable tax credits (EITC+CTC), TANF,
and SNAP for children. Health is mostly Medicaid.



FIGURE 1
Child Tax Credit, Single Parent

- TPC
For one child, tax year 2020
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Source: Urban-Brookings Tax Policy Center calculations.

Notes: Assumes all income comes from earnings, and child meets all tests to be a CTC-qualifying dependent. Credit for married
parents begins to phase out at $400,000 of income. Only citizen children qualify for the $2,000 CTC for children under 17.
Noncitizens under age 17 who meet the dependency tests of eligibility can qualify for the credit for dependents over age 17.
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FIGURE 1
Child Tax Credit, Single Parent
For one child, tax year 2021
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Source: Urban-Brookings Tax Policy Center calculations.
MNotes: Assumes all income comes from earnings, and child meets all tests to be a CTC-qualifying dependent. $3,000 and $3,600
credits are fully refundable; prior law limited refunds to $1,400 out of the maximum $2,000 credit. Credit for married parents first
phases out at $130,000 of income until credit reaches pre-2021 level; begins second phase out at $400,000 of income. Only citizen

children qualify for the $3,000 and $3,600 credits for children under 18. Noncitizens under age 18 who meet the dependency tests of
eligibility can qualify other dependent credit.
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