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CHAPTER 6
IMPLICATIONS OF FAMILY SHARING FOR THE DESIGN OF AN
IDEAL PERSONAL TAX SYSTEM
Michael J. Mclntyre *
6.1. Introduction
An ideal personal tax system should adjust the tax burdens
otherwise imposed on individuals for at least some of the economic
consequences of family sharing. In virtually all societies, those
consequences are a major determinant of the economic well-being of
a substantial majority of individuals. Dependent spouses and
dependent children, for example, may depend upon family sharing
for their basic necessities. Many dependents become members of the
middle classes, or even the upper class, as a result of the market-place
activities of a member of their family.
Those on the giving end of family sharing also have their
economic condition altered by the support obligations that they
voluntarily assume or that are imposed on them by law, by social
convention, or by a well-formed sense of personal responsibility. In
Haig-Simons terms, family bread-winners typically consume and save
less market-place goods and services than individuals who are
otherwise similarly situated but who have not assumed family
responsibilities. Those who share market-place rewards with members
of their family may obtain some compensating benefits, such as love,
affection, domestic services, and sexual favors. Whether such nonmarket benefits should be relevant in measuring an individual’s
taxable capacity is unsettled in theory. In practice, there is virtually no
political support in any country for taxing such benefits, and no
country does so.
For a personal tax system to take account of the economic
consequences of family sharing, it must employ provisions that
depend for their operation on the family or household status of the
taxpayer. Such provisions are referred to in this paper as ‘familysensitive tax provisions’. Examples would include marital joint filing
rules, deductions for alimony payments, dependency exemptions and
credits, and special rates for heads of households.
Even a tax system that seeks to minimize the tax consequences of
family sharing must adopt some family-sensitive tax provisions in order
to prevent the members of a family from using their economic
solidarity to avoid taxes. To tax individuals on the income sources
generated by their own economic [*147] activities, for example, most
separate filing systems employ family-sensitive provisions that reduce
opportunities for intrafamily income-splitting.
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I am grateful to my colleague, Vincent Wellman, for comments on a draft of this
paper.
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The term ‘family sharing’ is used broadly in this paper to include
sharing between members of a household, whether or not the
members of that household are related by blood or marriage. Thus it
would include sharing between unmarried persons living as a couple.
Family sharing would also include sharing among former spouses
through alimony payments or otherwise, and sharing between parents
and children who have left the home. The more common examples of
family sharing are sharing between spouses and sharing between
parents and their minor children.
Tax analysts have traditionally abstracted from family taxation
issues in their discussions of the features of an ideal tax system. For
example, the debate over the merits of a comprehensive tax base has
been conducted with only passing reference to those issues. 1 In this
paper, I attempt to correct for that historical imbalance in two ways. I
show how the value-judgments that would justify the choice of a
particular tax base are also relevant to the design of family-sensitive tax
provisions. I also show the relevance of family taxation issues in
choosing between an income tax base, a consumption tax base, and an
endowment tax base.
Tax provisions are means to ends. They are never good absolutely.
Their merits depend entirely on their efficacy in advancing the
political goals of the tax system in which they operate. To determine
whether a particular tax provision would advance a set of political
goals, tax theorists must establish, by assumption or otherwise, the
other features of the tax system in which that provision would operate.
They cannot defend a particular tax provision in the abstract because
every tax provision depends on other tax provisions to have
consequences. There is no such thing, for example, as an ideal set of
rules for defining the tax base or for relating economic benefits
included in that base to a particular taxable period except as features
of an ideal tax system.
The design of an ideal tax system is an extremely complex
undertaking. In an ideal system, each tax provision would serve an
ordained function and would work in harmony with other provisions
to achieve some common goals. As a practical matter, the construction
of an ideal tax system depends upon the development of a system for
classifying tax provisions by their function. [*147]

1

At a conference in 1977 sponsored by the Brookings Institution, the consensus view
of the participants (mostly economists) was that a Haig-Simons income tax base
could be defined and defended without reference to the choice of rules for
attributing income to particular taxpayers and, presumably, without reference to
any other features of the tax system in which that base would operate. See Sunley
(1977a. p. 271). If that view were correct, it would be possible to defend the
distributional consequences of a broad-based income tax even if the entire burden
of that tax would be imposed on the Rector Magnificus of the University of
Rotterdam. The 1977 consensus has certainly weakened, as is evident, for example,
from the recent attention given in the tax literature to the significance of the
taxable period in choosing the appropriate tax base.
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I present in the appendix to this paper a scheme that I have
developed for classifying tax provisions according to their function. In
brief, that scheme divides all tax provisions into three classes: the
sorting rules, the imposition rules, and the tax expenditure rules. In
an ideal personal tax system designed according to this classification
scheme, taxpayers would employ the sorting rules to compute their
taxable capacity, measured, for example, by their taxable income or
their taxable consumption. They would then employ the imposition
rules to determine the amount of tax due with respect to their taxable
capacity. There would be no tax expenditure rules because the goals
associated with tax expenditures would be achieved through spending
mechanisms.
Section 6.2 discusses the family-sensitive provisions of an ideal
personal and progressive income tax system. That ideal is my version
of a Haig-Simons income tax. In developing that ideal, I used as my
analytical framework the classification scheme set forth in the
appendix. In section 6.3, I analyze the family-sensitive provisions of
two consumption tax proposals, again employing my classification
scheme. In section 6.4, I show that an endowment tax, which is
designed to impose equal lifetime burdens on taxpayers having equal
lifetime options, would systematically produce unfair results in a world
in which family members typically share resources. Section 6.5
presents a brief conclusion.
6.2. An Ideal Haig-Simons Income Tax
The appropriate starting-point in specifying the sorting rules for a
Haig-Simons income tax is Simons’s famous formulation of the
income concept. Simons offers a partial formula that taxpayers would
employ to compute their taxable income. Under that formula, the
taxable income of a particular taxpayer would be the sum of (1) the
market value of rights exercised in consumption by the taxpayer
during the taxable period and (2) the market value of property rights
held by that taxpayer at the end of the taxable period minus the
market value of property rights held at the start of that period
(Simons, 1938, p. 50).
In terms of the classification scheme set forth in the appendix, the
base of an ideal Haig-Simons income tax would be ‘marketable
consumption’ and ‘marketable savings’. Economic benefits that would
not provide the taxpayer with either a marketable consumption
benefit or a marketable savings benefit would not be used to measure
a taxpayer’s taxable capacity. Thus social rewards such as prestige,
good marital prospects, long life, nice complexion, and above-average
children would not be included in the tax base.
Following Simons’s instructions, I would measure consumption
and savings by reference to market prices (Simons, 1938, p. 50). For
reasons discussed [*148] below, I would not include in the tax base
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the psychic pleasure allegedly obtained by the donor from making
gifts. Simons believed that the benefits obtained by the donor from
gift-giving, plus certain other non-market rewards, should be included
in the tax base, notwithstanding his formulation of the income
concept in terms of market-place rewards.2
Simons attempts to say as little as possible about the two other
main subcategories of sorting rules in my classification scheme — the
taxable person rules and taxable period rules. It is implicit in his
income formulation, however, that the burdens of the tax system he
envisions would be imposed on human beings and that those burdens
would relate in some systematic way to the consumption and savings
that those individuals obtained from income. It is also implicit in
Simons’s system that income would be measured over some historical
interval, such as a year. It would be inconsistent with Haig-Simons
principles to measure taxable capacity in terms of some projection of
future income. Thus an endowment tax, which telescopes the taxable
period into an instant through discounting, is contrary to Simons’s
formulation of the income concept.
In my classification scheme, the taxable person rules are
subdivided into two divisions. The first of those divisions is the tax unit
rules. Those rules specify the tax unit, which I define to be the class of
persons formally subject to taxation. Those rules also make members
of that class formally subject to taxation on items of the tax base that
are assigned to them by the income attribution rules. The income
attribution rules comprise the second division of the taxable person
rules. They assign each item of income included in the tax base to one
and only one of the persons included in the class defined by the tax
unit rules.
The tax unit in my ideal Haig-Simons system would be the
individual. That is, the class of persons formally subject to taxation
would be a class comprised entirely of individual human beings. Items
of income would be attributed to particular individuals according to
the benefit principle.3 Under that [*149] principle, an item of income
included in the tax base is properly taxable to the person who enjoys
the benefits financed by that income item.

2

Simons, 1938, pp. 125-47. The taxation of donees on gifts is entirely consistent with
Simons’s income concept because the benefits they obtain typically are marketable
goods or services. Thus Simons argues with confidence for the taxation of donees
(pp. 134-5). He appears to be troubled by the second tax on donors (p. 135). He
notes with favor, but without enthusiasm, the traditional utilitarian argument for
taxing gifts (that the donor must have obtained a benefit or he would not have
made the gift). He relies chiefly on the administrative problem of line-drawing
between gifts that would be properly excluded from the tax base as true gifts and
those that were disguised exchanges (p. 136). Like most other important tax
reformers, he has sense enough to avoid the taxation of most intrafamily gifts on
administrative grounds (p. 136). He shows concern about the gifts among the rich.
He almost certainly did not contemplate a double tax on family bread-winners of
modest means. At the time that Simons was writing, the income tax in the United
States applied primarily to the well-to-do.

3

For a full discussion of the benefit principle, see Mclntyre and Oldman (1977b).
See also the appendix.
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In my ideal tax system, an item of income spent to finance
consumption would be taxable to the consumer. An income item
spent to acquire a savings benefit would be taxable to the saver. For
reasons explained below, I would implement the benefit principle by
taxing each marital partner on one-half of their aggregate marital
income, assuming that the tax system was being designed for a society
in which marital partners generally share resources. That is, for most
modern societies, I propose marital joint filing with full incomesplitting.
The taxable period in my ideal system would be the year. I favor a
short period on principle and the year for administrative convenience.
An item of income used to finance savings would be taxable to an
individual in the taxable year in which it is saved. Similarly, income
used to finance consumption would be taxable in the year it was
consumed. An item of income used to finance savings during a taxable
period would not be taxable as consumption in a future taxable
period.
The only imposition rule in my ideal tax system would be a
graduated rate schedule. All individuals would pay tax according to
that schedule with respect to the annual income attributable to them
under the benefit principle. The rate schedule would have a wide zero
bracket to keep the poor off the tax rolls. Graduation within middleincome levels would be moderate, on the ground that redistribution
within the middle classes is not an important societal goal. Highincome taxpayers would be subject to significantly higher rates than
other taxpayers in order to reduce gross inequalities in the
distribution of taxable income. I would not employ any tax
expenditure provisions.
In the subsections below, I explain my reasons for selecting the
features of my ideal system described above, but only to the extent
that those features implicate family taxation issues. I do not discuss
here my preference for the year rather than the lifetime as the taxable
period. I would note, however, that a Haig-Simons income tax, to
retain its character as an income tax, must use a relatively short
taxable period to measure taxable capacity.4
6.2.1. The Individual as the Proper Tax Unit
The choice of the individual as the tax unit should be noncontroversial for a simple reason: individuals are the proper focus of
fairness in any social [*150] institution, including a personal tax

4

For discussion of the advantages of a short taxable period for achieving some
redistribution of market-place rewards, see Mclntyre (1988b, pp. 242-4).
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system.5 It is invalid, for example, to conclude that married couples
should be the focus of fairness in a personal tax system because they
sometimes constitute spending units. It is also invalid to conclude that
married couples and single persons should be treated equally simply
because they are ‘equal’ with respect to the amount of their income,
just as it is invalid to conclude that a racehorse and a racecar driver
should be treated equally because they have won equal purses.
Collective entities like a married couple or a family derive
whatever claims they may have to fair treatment from the claims of the
individuals who comprise those entities. Such derivative claims cannot
be asserted to justify a tax rule that would override the fairness claims
of individuals comprising a married couple or a family. Family or
household status might be used in estimating an individual’s
economic situation. The wife of a rich accountant, for example,
should not be considered to be poor by the tax code. Once the
economic situation of an individual is determined, however, that
individual has the right to be treated the same as other equallysituated individuals.
Enthusiasm for a tax unit other than the individual comes from
two quarters. Some theorists, myself included, believe that the taxable
capacity of a married person typically is a function of the aggregate
income of that person’s marital partnership. This judgment has led
some analysts to conclude that the married couple is a proper tax unit.
There is no need to adopt an improper tax unit, however, to make a
married person’s taxable income a function of the aggregate income
of that person’s marital partnership. As explained below, that
outcome is best achieved through a proper choice of income
attribution rules.
Support for a marital or family unit also comes from theorists who
are led by their concept of income to treat gifts as income both to the
donor and the donee tax but who are unwilling to endorse tax reform
proposals that would achieve such a result. To extricate themselves
from this cleft stick, they declare the family to be the proper tax unit,
and they then argue against the double tax on most family gifts on the
ground that those gifts constitute intra-unital gifts, comparable to a
gift by an individual to himself.6 As explained below, the proper
resolution to the double tax dilemma is to formulate an income
concept that does not require the double tax.
6.2.2. Taxation of Gifts
Virtually all tax analysts agree that a Haig-Simons income tax
would impose tax on the donee with respect to income received by
gift. This [*151] treatment is appropriate, in my view, because the

5

For discussion, see Mclntyre (1985b, pp. 157-60).

6

The Carter Commission (Canada) followed this approach to gifts. See Mclntyre
(1988b, p. 201). The same appears to be true of the authors of the reform
proposals discussed in Section 6.3.
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donee enjoys the consumption or the savings financed by the gift. The
contentious issue is the proper tax treatment of the donor. 7
Proponents of the so-called double tax on gifts contend that the
donor and the donee should both be taxed. In support of that
position, they contend that the amounts given in gift by the donor
reflect ability to pay because the donor, by definition, chooses to make
the gift. They also assert that the donor typically obtains an economic
benefit from making the gift that is equal to or greater than the
amount of the gift.
The argument for the double tax based on control of the income
out of which the gift was made is logically distinct from the argument
based on the economic benefits that the donor allegedly obtains from
making the gift. Indeed, if both arguments are valid, it would follow
that there should be a triple tax on gifts. Fortunately for family
members, neither argument has much merit.
The control argument, restated in the terms suggested by my
classification scheme, is an argument for what I have termed the
control principle of income attribution. This principle is the only
serious competitor to the benefit principle. Under the control
principle, income is properly taxable to the person or persons who
control its disposition. Income attribution rules designed in accord
with this principle would not fulfill the function assigned to income
attribution rules in my classification scheme because they would not
attribute an item of income included in the tax base to one and only
one taxpayer. Each individual who controlled an item of income, from
its creation to its ultimate disposition, would be taxable with respect to
that income item.
The argument that the donor receives an economic benefit from
making a gift would be a tax base issue in my classification scheme.
The question to be decided is whether that type of benefit is properly
taxable. It would not be taxable in my ideal system because it does not
constitute either marketable consumption or marketable savings.
Analysts might be able to establish that a tax base more
comprehensive than the one I advocate would advance the worthy
social goals of a personal tax system. It is not enough to make the case
for a super-broad base, however, to point out the analogies between
market rewards and rewards obtained outside the market. Every tax
base, to be coherent, must draw lines. It must provide a rational
ground for grouping individual taxpayers as equals despite the fact
that all individuals are unique. A tax base that included every
conceivable economic benefit would not only be incoherent, it would
not be useful for sorting purposes.
I do not attempt in this paper to give a full defense of my ideal tax
system [*152] or to refute the case for an alternative system. Because

7

Most tax systems actually tax the donor and exempt the donee. This treatment
simplifies administration and may be viewed as an appropriate second-best method
for taxing the donee and exempting the donor.
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of the importance of the tax treatment of gifts for family members,
however, I will note briefly some arguments that would support the
single taxation of gifts that would result under my model and that
would undermine the main alternatives to that model.
First, the double taxation of gifts is unfair to the donor, assuming
that donors make gifts in order to share vicariously in the pleasure
obtained by the donee from the gift. If H gives a gift to W in order to
get vicarious pleasure from W’s enjoyment of the gift, then a tax on W,
which everyone should agree is proper, would reduce H’s pleasure by
the amount of that tax. A tax on H as well as on W would result in H
bearing a greater burden on income transferred by gift than a
similarly-situated taxpayer would bear on income spent on his own
behalf.8
Second, the double tax on gifts is inconsistent with the
redistributive policy of an income tax (Mclntyre, 1988a, pp. 206-8).
Can anyone seriously claim that an income tax should seek to
redistribute the joy of gift-giving? Are there any societies where
identifiable members of one societal group have an excess of this joy
and members of another group are deprived? These are rhetorical
questions, and the answers are no and no. The proper function of a
redistributive income tax is to reshuffle the social rewards provided by
a market system that favors persons with scarce skills and property
without reference to fairness.9 A reshuffle of the joy of gift-giving is
not required under this rationale for progressive taxes.
Third, taxation of the donor on the psychological joy of gift-giving
is inconsistent with the tax treatment of analogous non-market
benefits, such as the joy of leisure and the joy of being stingy. Taxation
of one such esoteric benefit and not others is an unfair discrimination
against givers.
Fourth, the double tax is inefficient. A gift presumably produces
pleasure in the donor at no social cost. That is, whatever pleasure the
donor obtains does not result in any reduction in the supply of scarce
societal resources. Like the {*153] fabled pot that is never empty, a

8

As Brennan has demonstrated, the double tax generally would violate horizontal
equity if horizontal equity is defined in terms of equal sacrifice. See Brennan
(1983, pp. 113-16). Musgrave (1983. p. 25) properly accepts Brennan’s argument
with respect to gifts that are consumed by the donee. That is the case of importance
for the taxation of intrafamily gifts under an income tax. Musgrave raises some
legitimate but minor objections to Brennan with respect to bequests that are not
consumed by the heir.

9

See Okun (1977). The case on redistributive grounds for avoiding the double tax
can be illustrated by the following example. Consider a tax system having three
potential taxpayers — A, B and C. The society has a preference for equality in the
distribution of market-place rewards, and it is prepared to promote equality
through a progressive personal tax system. A has income of $1,000, B has income
of $600, and C has income of $200. A gives $400 to C with the result that A. B and
C have equal incomes. To promote equality, the tax system should apply its tax
rates after the voluntary reshuffle of income. It should do so even if it turns out that
C is A’s spouse.
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fruit-cake passed around the extended family produces joy wherever it
is sent without in any way diminishing its own utility. Thus tax
measures that discourage giving are inefficient. 10 In addition,
voluntary transfers promote equality without the usual efficiency costs
associated with redistributive policies.
Fifth, the double tax would be nearly impossible to administer,
assuming that it would be imposed on all persons exercising some
measure of control over an item of income. Within a family, the
distribution of control may be exceedingly complex, due to the
complexity of the family as a social institution. Control will be shared
in complex ways, and it may be exercised through indirect
mechanisms that the tax authorities could not detect.
Sixth, the market value of a gift may be significantly less than the
value obtained by the donor from making the gift in many common
situations. It is simplistic to assume that a gift must give the donor a
benefit equal to the amount of the gift or the gift would not have been
made. Some gifts do not get the expected reaction. A gift to an
ungrateful child, for example, might give no pleasure at all. Some
gifts, made under duress, may give pain rather than pleasure. An
example might be an alimony payment to an unloved former spouse.
Some gifts, such as transfers to a spouse under a community property
regime or transfers for support of a dependent child, may be made to
comply with legal requirements. Of course many family gifts made out
of affection will give benefits equal to or greater than the amount of
the gift. As explained above, however, those gifts are effectively taxed
to the donor through the tax imposed on the donee and do not have
to be taxed again to achieve fairness between donors and other
taxpayers.
Finally, a double tax on gifts is unfair under popular notions of
fairness. Such a tax has almost no chance of attracting wide popular
support, as is suggested by the fact that no country has been willing to
impose the double tax on the typical gifts within low- and middle-class
families. The double tax is favored only by a small group of tax
professionals and a few other individuals who have an ideological
commitment to it.
Imposing the double tax on middle-income and low-income
married couples and families with dependent children is so obviously
objectionable that even the leading proponents of the double tax have
fashioned their practical reform proposals to avoid such results. It
might be possible to get political support for some double tax by
restricting its application to a small group of wealthy persons. So
restricted, however, the double tax would operate as a substitute for a
wealth transfer tax, not as a feature of an ideal income tax. In John
Rawls’s terminology, the double tax fails the test of reflective
equilibrium [*154] because individuals with well-formed intuitions
would find that many of the consequences of the double tax would be
intuitively unappealing.

10

For a more formal and more convincing proof of the efficiency of a single tax on
gifts, see Brennan (1983, p. 113) and Brennan and Brooks (1983, pp. 126-31).
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6.2.3. Income-Splitting Between Marital Partners
Under the benefit principle, income earned by one spouse and
spent for the benefit of the other spouse should be taxable to the
spouse who actually enjoys the benefits of the income. On the
assumption that marital partners enjoy equal levels of consumption
and savings, it necessarily follows that each partner should be taxable
on one-half of the aggregate income of their marital partnership.
The distributional consequences of income-splitting can be
achieved by making the marital couple a tax unit and then taxing
married couples on a rate schedule having tax brackets twice as wide
as the tax brackets of the rate schedule applicable to single persons.
The wrong, under my ideal, of making the married couple a tax unit
offsets the wrong, under my ideal, of giving some taxpayers a more
favorable rate schedule than others. The result is that the two wrongs
make a right. Thus a marital unit system can be justified by reference
to the income-splitting system that it emulates.
A marital system that incorporates a splitting formula of less than
50/50 will produce an unfair result for marital partners who actually
split their income more evenly than the formula assumes. The extra
tax is sometimes referred to as a tax on marriage. The so-called
marriage tax or marriage penalty is the difference between the
aggregate taxes actually paid by a married couple and the amount they
would have paid under the normatively correct system.11 A few
commentators have sought to defend the marriage penalty on the
ground that married persons enjoy economies-of-scale benefits
derived from the shared use of certain consumer durables, such as a
personal residence. The case for taxing married persons on the
consumer surplus that they allegedly obtain from the efficient use of
durable goods, like the case for taxing the joy of giving, is
unconvincing.12 Indeed, most commentators appear to be convinced
that the tax on marriage is unfair.13

11

At least one tax analyst believes that marriage taxes and marriage penalties can be
defined without reference to any normative model (Rosen, 1987, p. 567; Rosen,
1988, p. 259). For a challenge to that position, see Mclntyre (1988d, p. 257).

12

For a full discussion, see Mclntyre (1988a, pp. 197-9). Concrete proposals for
taxing economies-of-scale benefits are never serious in that they are not grounded
on reasonable estimates of the amount of such benefits obtained by taxpayers at
various income levels. The argument for taxing such benefits is typically trotted out
as a cover for a rate structure that has been designed to serve short-term political
needs. The usual pattern is to embed the assumptions about the level of economiesof-scale benefits in the rate structure. The point is illustrated by the Carter
Commission proposal and by the US Treasury Blueprints proposal discussed below.

13

For an attack on the taxation of married persons on economies-of-scale benefits
based on fairness, see Mclntyre (1988a, pp. 197-9). For an argument that the
taxation of economies-of-scale benefits is inefficient, see Brennan and Brooks
(1983, pp. 121-6).
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A 50/50 splitting formula would never produce a marriage
penalty.14 It would give married persons an unfair benefit, or marriage
bonus, whenever their actual sharing is less even than the splitting
formula assumes.15
The assumption that marital partners enjoy approximately equal
levels of consumption and savings should be testable empirically.
Unfortunately, there are as yet no reliable empirical studies of marital
sharing practices that provide answers to the relevant tax questions.
Designing a study that would determine the extent of marital sharing
is no easy task (Mclntyre, 1985a, pp. 286-90). It is not enough, for
example, to ask married persons whether they share with their spouse
because their answers may be unreliable.
For the past two years, I have asked the students in my basic
taxation class to administer a questionnaire to married couples they
know. I wrote the questionnaire in 1987 and rewrote parts of it in
1988. Approximately eighty couples have answered the questionnaire,
with each husband and wife providing independent responses. As
might be expected, an overwhelming majority of husbands and wives
claimed that they received approximately equal consumption benefits
from their aggregate marital income.
The handful of husbands and wives claiming otherwise were
contradicted in almost every case by their spouse. The overwhelming
majority of spouses also reported that they expected to share equally
in the future consumption financed by their marital savings, that they
would not make major spending decisions against the wishes of their
mate, that they would not increase their present share of marital
benefits if they were to obtain more control over family finances, and
that the person who earns an item of income in their marriage does
not get any special say over how it is spent. A substantial minority of
spouses reported that they would not share small windfalls obtained,
for example, from winning a small wager or working a few hours of
overtime.
I will not dignify the classroom exercise described above by calling
it a study, and I refrain from reporting actual figures because they are
unreliable. I had limited control over how the questionnaire was
administered by the students, the sample was not random, and some
of the questions were not artfully drafted. The exercise was useful,
nevertheless, in highlighting the following seven problems that
researchers must overcome to obtain reliable information on family
sharing.

14

Of course features of a tax system unrelated to the choice of income attribution
rules might cause a marriage penalty. Improperly designed low-income relief, for
example, often creates marriage penalties.

15

Some commentators assert that a joint filing tax system produces a marriage bonus
whenever married persons pay lower taxes under a joint filing rule than they would
under a separate filing rule. See Rosen (1987). So defined, marriage bonuses have
no policy significance, assuming the merits of the case for joint filing. For clarity,
the term ‘marriage bonus’ should be reserved to refer to benefits obtained by
taxpayers as a result of marriage that are unwarranted under the normative
standards of the tax system.
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First, some married persons, perhaps all, do not keep records of
their consumption practices that are adequate to let them know the
extent of their sharing. Second, some married persons are likely to
give excessive weight, in responding to questions about sharing
practices, to the distribution at the margin of certain luxury goods.
Third, some married persons may be embarrassed to disclose a
substantial absence of sharing because of the social approval given to
marital sharing. Fourth, sharing practices may not be uniform from
year to year.
The fifth problem to overcome is that married persons tend to
spend marital income on some benefits, like medical benefits, on the
basis of need and are unsure whether such a distribution pattern
constitutes sharing. Sixth, some benefits, such as home redecorating,
are more important to one spouse than to the other, although the
benefits may be shared. Seventh, some spouses may incorrectly report
a lack of control over spending decisions because they do not control
economically insignificant aspects of those decisions. For example,
they may share control over the decision to buy a car, but they would
report otherwise because they do not control the choice of color or
brand.
Fortunately, even very general information about sharing practices
of married couples may be adequate to make the case for full incomesplitting. The information garnered from everyday experience
probably is adequate. As long as marital sharing is significant, then
income attribution by a splitting formula is going to provide much
fairer results than the main alternative, which is to attribute wage
income to the wage-earner and property income to the propertyowner. Indeed, any attribution rule that makes the source of the
income rather than its use the basis for attribution is going to produce
results that are seriously wrong under the benefit principle.
The amount of detail about marital sharing that is needed to
justify a particular splitting formula depends in substantial part on the
degree of graduation in the rate schedule. Assuming that graduation
is largely restricted to taxpayers in the middle- and upper-middle
income levels, as is the case in the United States, then information
about sharing between low-income spouses is not needed, and only
sketchy information about sharing between high-income spouses is
needed. For determining the proper burdens on taxpayers within the
middle- and upper-income levels, it is enough to know that substantial
marital sharing takes place unless the rates are steeply graduated over
a relatively narrow income range. With modest graduation on the
post-1986 US model, the tax burdens on the overwhelming majority of
married couples would not change very much by using a 50/50
splitting formula rather than a 40/60 formula.
6.2.4. Income Attribution and Dependent Children
Income spent by parents for the benefit of their children should
be deductible to the parents and taxable to the children under the
benefit [*157] principle. Under the control principle, that income
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should be taxable twice — first to the parents and then again to the
children. No tax systems, to my knowledge, have been designed in
accord with that policy prescription of the control principle.
In a tax system designed according to the benefit principle, the
relief mechanisms provided for children would depend upon
estimates of the extent of family sharing (Mclntyre and Oldman,
1977a, pp. 1602-7; Mclntyre, 1985a, pp. 332-3). If sharing is
complete, then per capita splitting among children and their parents
is proper. If children receive a fixed amount of family income, such as
$2,000, then a flat dependency deduction is proper. A percentage
deduction, such as 10 percent of family income, is proper if the
benefits received by children increase proportionally with family
income. A dependency credit is the proper relief mechanism only if
the benefits received by children decline with increases in family
income.
The extent of family sharing remains an open empirical question.
The assumption of per capita sharing is almost certainly wrong at high
income levels. The assumption that would justify a credit — that
sharing declines as family income increases — is surely wrong at all
income levels.16
A dependency credit may be superior to a deduction if the
purpose of granting a dependency allowance is to advance a tax
expenditure goal. For example, a phased-out credit is generally the
proper mechanism for dispensing welfare benefits to parents because
it confines the welfare benefits to those in need. Of course the case for
a credit on tax expenditure grounds does not in any way discredit the
case for a dependency allowance on tax policy grounds. In my ideal
tax system, welfare benefits would be dispensed through transfer
payments rather than through a tax mechanism.
The benefit principle would justify substantial tax relief to oneparent families of modest means. The proper treatment for such
families would be the aggregation of their family income and its
attribution by formula to the persons who are deemed to benefit from
it. Such treatment would allow each member of a one-parent family to
obtain the relief built into the rate schedule for low-income taxpayers.
Under the control principle, the head of a one-parent household
would be taxable, with one exception, under the same terms extended
to a single person. The exception is for amounts spent for the benefit
of a child. Those amounts would be subject to the double tax on
gifts.17

16

For the case against using credits as the mechanism for granting family allowances,
see Brannon and Morss (1973); Bradford (1984, pp. 96-7); Mclntyre (1985a, pp.
328-31).

17

The family tax provisions of New York State were reformed in 1987 according to a
reform plan designed to achieve the results appropriate under the benefit
principle. The resulting reform greatly reduced the tax burden on one-parent
households. See Mclntyre (1985a) (setting forth and defending the plan) and
Mclntyre (1988b) (describing the political process that culminated in the reform
and setting forth a modest agenda for further reform).
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6.3. Two Ideal Consumption Taxes
Although there are an indefinite number of possible ideal
consumption tax systems, I have limited the discussion in this paper to
only two. The first, discussed in section 6.3.1 below, is a progressive
Haig-Simons consumption tax, as set forth by Bradford and the Staff
of the US Treasury Department (1984) in Blueprints for Basic Tax
Reform and as refined by Bradford (1986) in Untangling the Income Tax.
The second, discussed in section 6.3.2, is a progressive lifetime
consumption tax, as set forth by Aaron and Galper (1984) in Economic
Choices 1984 and elaborated on in Assessing Tax Reform (1985). I have
described these ideals in terms of the classification scheme employed
in section 6.2 and set forth in the appendix. In section 6.3.3, I
examine the claim that an ideal consumption tax would tend to be
fairer than an income tax because a consumption tax, under certain
conditions, would impose equal lifetime tax burdens on taxpayers
having equal lifetime options.
6.3.1. An Ideal Haig-Simons Consumption Tax
A Haig-Simons consumption tax, by my definition, is a personal
tax system in which the base is defined to be Haig-Simons income, as
specified in section 6.2, minus savings. This is the personal tax system
described, and implicitly recommended, in Blueprints (1984, pp. 10128) and in Bradford (1986, pp. 75-99). I contrast that tax with a
consumption tax that would include wages and gifts in the base but
would exclude investment income and income from property
transactions. As noted in Blueprints, those two tax bases would be
equivalent under certain conditions. The tax bases are not equivalent
in practice because the conditions for their equivalency are never met
in the real world.
The base of a Haig-Simons consumption tax would include gifts
received and would exclude gifts given. Thus there would be no
double taxation of gifts. The arguments for and against this treatment
of gifts are the same for a consumption tax and an income tax. I
review those arguments in section 6.2.2 and conclude that one level of
tax on gifts is the proper result.
The ideal taxable period for a Haig-Simons consumption tax,
according to Blueprints (1984, pp. 114-15), is the lifetime. Because
taxpayers do not all live the same number of years, some taxpayers
would have longer taxable periods than others. For reasons of
administration, the collection period would be the year. Provisions
would be adopted that would facilitate averaging of taxable
consumption, with the result that well-informed taxpayers with perfect
foresight would pay tax at a uniform rate for all of the taxable years of
their life (p. 114). Progressive rates would apply to lifetime
consumption. Thus a goal of the tax would be to reduce inequalities
among taxpayers in lifetime consumption (Bradford, 1986, p. 148).
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The discussion of family taxation issues in Blueprints is well below
the high standard of analysis generally maintained in that book.
According to Blueprints (1984, p. 104), a proper tax unit under an
income tax or a consumption tax would be the family. The individual
would also be a tax unit, but the members of the class defined by that
unit would include only those individuals living apart from their
family. The choice of the family as a tax unit is defended primarily on
the ground that the tax burden on a family member should be a
function of the aggregate income of the family to which that person
belongs (p. 94). As the authors of Blueprints clearly recognized, the
adoption of a family or marital unit is not necessary to achieve that
outcome. It can be achieved equally well through an income-splitting
mechanism.
It is unclear whether Blueprints proposed to make the family a tax
unit because it favored income-splitting or because it believed that the
family is the proper focus of fairness. The rate schedule actually
proposed is not an income-splitting schedule, except at very low
income levels (p. 150). It would produce large marriage penalties.
There is some suggestion, nevertheless, that the rates applicable to
families should be close to the rates necessary to emulate an incomesplitting regime (p. 95). The departure from the splitting result may
have been due to political constraints. There is a strong suggestion in
Blueprints that the actual rates were designed so as to achieve a
distribution of income under the proposed reform that deviated as
little as possible from the distribution under current law (pp. 8, 143).
Blueprints defends the Haig-Simons consumption tax on
administrative and efficiency grounds. It favors that tax over its chief
rivals, however, primarily on fairness grounds. Although other reasons
are given in support of the fairness of that tax, its principle appeal to
the authors of Blueprints is its alleged similarity to a lifetime
endowment tax. Bradford has not changed his view in his later work
(Bradford, 1986, pp. 148-56). Lifetime endowment is defined in
Blueprints (p. 36) to be ‘an individual’s wealth, in marketable and
nonmarketable forms, at the beginning of his working years’. So
defined, endowment would be the discounted value of the income
that a taxpayer could expect to earn during his lifetime as a result of
human capital, inherited wealth, and whatever else might constitute
his endowment. Blueprints asserts that for individuals who consume all
of their initial endowment, ‘a consumption tax is exactly equivalent to
an initial endowment tax’ (p. 37).
By making the family the tax unit, Blueprints avoids discussion of
the proper rules for attributing income earned by one family member
and enjoyed by another. Its recommended treatment of gifts outside
the family would put Blueprints in the benefit principle camp. In
Blueprints and in Bradford (1986), however, the taxation of gifts is
analyzed exclusively as a tax base issue. There is no explicit
endorsement of either the control principle or the benefit principle.
Gifts are not taxed to the donor in Blueprints because they do not
provide the donor with goods and services that are of direct benefit to
him [*160] (p. 29). This statement is at odds with the endorsement
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that Blueprints and Bradford (1986) give to an endowment tax. An
endowment tax is a tax on potential income. It is imposed whether or
not an individual chooses to exercise his power to obtain goods and
services. Proponents of an endowment tax should favor a lifetime
consumption tax, such as the one discussed in section 6.3.2 below,
over a Haig-Simons consumption tax.
6.3.2. An Ideal Lifetime Consumption Tax
A lifetime consumption tax differs from a Haig-Simons consumption
tax in one respect. It taxes gifts to the donor as well as to the donee.
As described by Aaron and Galper (1984, p. 94), taxpayers would be
taxable on all cash receipts, including the proceeds from loans, and
the amount of the taxpayer’s net savings, including payments on a
loan, would be deductible. Presumably ‘cash receipts’ would be
defined broadly to include in-kind income and other non-cash
benefits. A gift of saved income would be taxable to the donor in the
years saved, subject to an averaging scheme for large gifts (p. 94).
Bequests would be taxable as gifts to the heirs, again subject to an
averaging scheme (p. 96). Of course a donee who saved some portion
of his bequest would get a deduction for the amount saved (Aaron
and Galper, 1985, pp. 95-6).
The preferred taxable period in the lifetime consumption tax is
obviously the lifetime. Aaron and Galper would use the year as the
measurement period. Provisions would be adopted that would allow
well-informed taxpayers to average their annual consumption under
rules similar to those recommended in Blueprints. The effect of
averaging, apparently intended, would be to reduce progressivity
(Aaron and Galper, 1984, p. 102, note 13; Aaron and Galper, 1985,
pp. 88-9).
In the Aaron and Galper scheme, there would be two taxable
units: unmarried individuals and married couples. The rate schedule
for married couples would emulate full income-splitting at low and
moderate income levels and partial splitting at upper-middle income
levels. It seems fair to infer that the individual would be the focus of
fairness in the Aaron and Galper version of the lifetime consumption
tax. These authors would provide no income-splitting for married
couples with respect to taxable income above about $50,000 (Aaron
and Galper, 1985, p. 70).
In the original Aaron-Galper proposal, married couples with two
earners would be allowed a deduction of 10 percent of the earnings of
the lower-earner spouse, subject to a cap (Aaron and Galper, 1984, p.
96). This deduction would reduce the unfair tax burdens imposed by
the marital rate schedule on two-earner marital partners who actually
split their incomes more evenly than the marital rate schedule
anticipates. It would not reduce the unfair burden on one-income
couples that have fully split incomes. Thus the deduction would
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introduce what I have referred to as an income source penalty on oneearner couples (Mclntyre, 1988c, pp. 801-2). The deduction would
give an unwarranted tax bonus to two-earner couples relative to single
persons at low and moderate income levels. The revised Aaron-Galper
proposal would scale back and might even eliminate the two-earner
deduction (Aaron and Galper, 1985, pp. 70-1).
The deduction for two-earner couples is said to be justified on the
following grounds: (1) as an indirect tax on the consumption by onejob couples of self-performed services in the home; and (2) as an
allowance for the child care expenses and maid services that two-job
couples ‘may incur’ (Aaron and Galper, 1984, pp. 95-6). Neither
ground has merit.18 Aaron and Galper would not give the allowance to
single persons, although some single persons working outside the
home may incur child care costs and they presumably do not consume
self-performed services to the same degree as one-job couples.
Aaron and Galper (1984, p. 102, note 13) assert that the donor
should be taxable on the value of gifts at the time of the gift in order
to ensure that appreciation in the value of assets at the time of a gift is
included in the tax base. A concern for taxing appreciation, however,
cannot explain their treatment of donors with respect to gifts of
unappreciated property or gifts of appreciated property that is
converted into consumption by the donee.19 The clear implication is
that Aaron and Galper favor the double tax on gifts in the general
case. Indeed, they must favor the double tax, given the standard for
fairness that they endorse. That standard is that people with the same
lifetime capacity to consume, discounted to present value, should pay
equal lifetime taxes, discounted to present value (Aaron and Galper,
1984, pp. 101-2). This is, of course, the standard of fairness of the
endowment tax, as Aaron and Galper acknowledge.20
The important gifts, for family taxation purposes, are the annual
gifts that finance the living expenses of children and spouses earning
less than their mate. Champions of an endowment tax would
recommend a double tax on these gifts. Like other sensible tax
reformers before them, Aaron and Galper are unwilling to accept the
political consequences of their theory. They simply assert, without
supporting argument, that individuals would be given a large lifetime
exemption for gifts made (Aaron and Galper, 1984, p. 95).

18

For a demonstration that a percentage deduction to two-job couples is a poor proxy
for taxing self-performed services, see Mclntyre and Oldman (1977a, pp. 1618-24,
especially pp. 1621-3).

19

A tax on donors limited to the appreciation in the value of gifted property would
reintroduce many of the problems of income tax administration that their lifetime
consumption tax was supposed to eliminate.

20

Aaron and Galper, 1984, p. 102, note 13. It is interesting that these authors do not
mention the endowment tax in their revised proposal.
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6.3.3. Fairness of a Consumption Tax
For many tax analysts, including the authors of the ideal
consumption taxes discussed in this paper, an ideal personal tax
system would impose equal lifetime tax burdens on taxpayers having
equal lifetime options. A personal consumption tax is said to be
superior to a personal income tax because it tends to come closer to
the equal-lifetime-burdens ideal.
Although the consumption taxes proposed in sections 6.3.1 and
6.3.2 probably would come closer to achieving equal lifetime burdens
than an income tax, neither of those consumption taxes would come
very close to achieving that result. The appropriate ideal for those who
would make the equal-lifetime-burdens standard the corner-stone of
their tax system is the endowment tax. The endowment tax is
examined in section 6.4 and shown to be hopelessly unfair. It follows
that the equal-lifetime-burdens standard must also be unfair.
In section 6.3.3.1 below, I present the basic case for the equallifetime-burdens standard. I explain that it rests on the
appropriateness of the analogy between time preferences and
preferences for particular consumption goods within a particular time
period. I refer to the latter preferences as consumer preferences,
although I understand that some analysts would consider a time
preference to be simply one type of consumer preference.
In section 6.3.3.2, I argue that there are important differences,
significant for tax policy, between some time preferences and the
typical consumer preferences for one consumption good over
another. In that subsection, I employ the simple model of a world
populated by only two individuals who are alike in all relevant respects
except for their preferences for present and future consumption. That
two-person model is the one that the proponents of the equal-lifetimeburdens standard typically employ, despite its lack of congruence with
the real world. In section 6.3.3.3, I employ a more complete model in
which taxpayers may differ not only with respect to their time
preferences but also with respect to their incomes and their family
circumstances. I show that the equal-lifetime-burdens standard has
little intuitive appeal in such a world.
6.3.3.1 The Basic Case for the Equal-Lifetime-Burdens Standard
To illustrate the case for the equal-lifetime-burdens standard, its
proponents provide examples such as the following.21 Consider two
individuals, A and B, who are identical in all relevant respects except
that A prefers to spend money on food today and B prefers to save his
money in an interest-bearing account and buy a larger amount of food
in a later period out of the [*163] augmented funds. For

21

The example in the text is taken almost without change from Bradford (1986, pp.
155, 163). For a similar example, see Aaron and Galper (1985, pp. 25-7).
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concreteness, A prefers an apple in year 1, and B prefers to invest his
money at compound interest and consume 10 apples some years later.
According to the advocates of the equal-lifetime-burdens standard, A
and B should bear equal tax burdens. A consumption tax, under some
conditions, would impose equal tax burdens on A and B, whereas an
income tax would not. In an income tax, B would pay tax on his
interest income, thereby reducing the amount of the future
consumption from, say, 10 apples to only 6 apples.
In the example above, A and B are equally situated prior to
making their decision to save or spend and are different thereafter.
The question for tax design is whether they should be treated as
equals or as unequals. Advocates of an income tax obviously would
consider them to be unequals because of the difference in their
incomes. The proponents of the equal-lifetime-burdens standard
would treat them as equals on the ground that taxpayers should not
be treated differently on account of differences in outcomes resulting
from their preferences. To illustrate that position, they would extend
the example above as follows.
Consider two other individuals, C and D, who are identical in all
relevant respects except that C prefers to spend more on clothing and
less on food, whereas D favors expensive food but does not care very
much about expensive clothing. Most tax analysts would consider it
appropriate to tax C and D the same, absent some strong reason to
the contrary. That result generally would be achieved under a
consumption tax and under an income tax. The proponents of the
equal-lifetime-burdens standard contend that preferences for present
over future consumption and vice versa are strongly analogous to
preferences that individuals have for one form of consumption over
another. They claim that the intuitive appeal of equal treatment of C
(the clothes-horse) and D (the gourmet) supports the case for equal
treatment of A (the consumer) and B (the saver). The strength of the
analogy between preferences for particular consumption goods and
time preferences is addressed in section 6.3.3.2 below.
One of the conditions that would have to be met for a
consumption tax to achieve equal treatment of A and B in the
example above would be that the tax rate applicable to A in year 1
would equal the tax rate applicable to B in the later year. To
guarantee that the rates would be the same, an ideal consumption tax
would have to employ a flat rate of tax, and that flat rate would need
to be fixed for an indefinitely long period of time. Most tax analysts,
including the authors of the consumption tax ideals discussed in
sections 6.3.1 and 6.3.2 above, would reject that feature of an ideal tax
system. Thus they acknowledge that the equal-lifetime-burdens
standard is subordinate to other principles of taxation.
In invoking the analogy between time preferences and consumer
preferences, analysts must be rather careful because that analogy,
properly [*164] understood, can undercut their position. A tax system
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would not necessarily be unfair simply because it increased the aftertax cost of food relative to the after-tax cost of clothing. Indeed, some
tax jurisdictions have intentionally introduced such a bias in their sales
taxes with the hope that the bias would reduce the normal regressivity
of consumption taxes. Even if the bias against a particular
consumption choice was not desirable, it might not justify a
modification of tax rules that otherwise produced appropriate results.
For example, a feature of a tax system that caused some individuals to
switch from eating pears to eating apples might be undesirable, but no
one should get vexed if that feature could not be easily removed from
a tax system. It is simply inconceivable that any government would
make neutrality between pears and apples or food and clothing a
primary design constraint of a personal tax system.
6.3.3.2. The Nature of Time Preferences
A rational individual would prefer a dollar today to a dollar
tomorrow in any society in which the real interest rate is positive. In
the absence of some time preference, a rational individual generally
would prefer money today over future money unless the amount of
the future money was equal to or greater than the money today plus
the investment return that the individual would expect to earn from
that money. The preference for money today over a claim to future
money having a lower market value is not a time preference. It is a
preference for money plus interest over just money. Any rational
individual would prefer more rather than less of almost any desirable
good, especially when that good can be exchanged for other goods.
A time preference would be a preference either for (1) some good
today over a claim to some good of equal value in the future or (2) a
claim to some good in the future over a good of equal value today.
That is, a time preference is a taste for postponing or accelerating the
possession or enjoyment of some good. In the context of the debate
over the merits of a consumption tax, the relevant time preference is
the preference for postponing or accelerating consumption. The
proponents of the consumption tax assert that the income tax
discriminates unfairly against individuals having a time preference for
postponing their consumption.
Some individuals have special time preferences for present or
future consumption that are unrelated to the investment yield that
they would earn from obtaining money now rather than later. A young
woman expecting to earn higher wages in the future might use
borrowed money to finance a higher level of present consumption
than her present wages would support. A middle-aged man might save
during his peak earning years to finance consumption during his
retirement years. A baby presumably would want its guardian to
conserve a large bequest rather than spend it on consumption benefits
that the baby could not really appreciate. I refer to time preferences
of this type as [*165] consumer-surplus time preferences. They are

Family Sharing

165

closely analogous to the consumer preferences for food over clothes
and clothes over food discussed in section 6.3.3.1 above. They quite
plausibly would exist whether the prevailing real interest rate is
positive, negative or zero.
The effects of an income tax and a consumption tax on the
consumer-surplus time preferences described above are indeterminate
in theory and unimportant in practice. The proponents of the equallifetime-burdens standard are concerned only incidentally with those
preferences.22 They are concerned primarily with time preferences
that some individuals have for saving their money in order to enjoy a
much larger amount of consumption in the future. I refer to such
time preferences as investment-yield time preferences. These time
preferences are not analogous to consumer preferences for food over
clothes or pears over apples. Individuals have consumer preferences
because they can obtain greater value from one good than from
another good having the same market value. They have investmentyield time preferences because they can greatly increase their lifetime
consumption, measured by market prices, by postponing
consumption.
In a society having a positive interest rate, consumption postponed
is consumption increased. That is, individuals could maximize their
lifetime consumption by saving as much of their income as they could
afford. In fact, of course, most individuals save only a small fraction of
their income, and some do not save at all. The bulk of these nonsavers are individuals who apparently have no significant consumersurplus time preferences. An interesting question for economists and
sociologists to explore, and for me to speculate on here, is why
individuals frequently give up large amounts of future consumption in
favor of present consumption. An understanding of why individuals
save would be useful in evaluating the merits of the equal-lifetimeoptions standard.
One model, which I term the behaviorist model, would explain
observed savings patterns by incorporating an assumption that some
individuals are endowed, by nature or nurture, or by their social
circumstances, to be savers. Other, more numerous, individuals are
endowed to be spenders. That is, savings decisions are not fully
voluntary acts. They are made instead in response to compelling social
or genetic forces. In some sense, the so-called preference for savings is
part of an individual’s endowment. Assuming the validity of this
model, a consumption tax would not meet the equal-lifetime-burdens
standard. More precisely, the higher taxes on savers imposed by an
income tax would be justified under that standard because habitual
savers, by hypothesis, are more favorably endowed than otherwise
similarly-situated taxpayers who spend all or most of their income.

22

They are also only incidentally concerned with time preferences that arise from an
individual’s aversion to risk.
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The model apparently favored by the proponents of the equallifetime-burdens standard would explain savings patterns by
incorporating an assumption that rational individuals generally would
favor present consumption over future consumption unless the
present worth of the future consumption exceeded the value of the
present consumption. I refer to this model as the discounted
consumption model because rational individuals, acting in accordance
with this model, would discount future consumption by some discount
rate in choosing between present and future consumption. That
discount rate would be approximated by the market rate of interest. 23
This model assumes that rational individuals would choose between
present and future consumption in much the same way that they
would choose between money today and future money. Under this
model, a hypothesis that most individuals have even a small time
preference for present consumption over future consumption would
explain the failure of most individuals to save.
Simple observation alone cannot reveal which of the two models
described above gives the best description of how individuals actually
make their savings decisions in the real world. A relative insensitivity of
individuals to the interest rate in making their savings decisions would
give some support to the behaviorist model. An observation that savers
tend to have an income substantially above the average or that parents
increase their savings rate as their support obligations decrease also
would support that model. A finding that individuals substantially
change their savings patterns over their lifetime without any
substantial change in their social circumstances would support the
discounted consumption model. In all likelihood, the reasons that
individuals save and borrow are too complex to be captured fully by
either of these models.
On theoretical grounds, the hypothesis underlying the discounted
consumption model is subject to serious attack. For that hypothesis to
hold, individuals must have what is generally referred to as a ‘pure
time preference’. A pure time preference for consumption is a
preference of an individual for consumption at one period of his life
over an equal amount of consumption at another period. For
example, an individual having a pure time preference might will more
good to himself at age 25 than at age 35. In contrast, an individual
having no pure time preference would value all parts of his life
equally.
An individual having no pure time preferences would still prefer
money now to money in the future because money now is worth more
to him at any time of his life, due to the interest it would earn, than
money in the future. In [*167] addition, such an individual might

23

Whether market interest is a reasonable proxy for the internal discount rate of
taxpayers is difficult, perhaps impossible, to determine empirically. I would note,
however, that interest rates appear to fluctuate over short periods and perhaps over
long periods in ways that are inconsistent with the hypothesis that interest is a
reasonable measure of the average time preference of individuals for present
consumption over future consumption.
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have consumer-surplus time preferences, investment-yield time
preferences or other, unnamed time preferences. For example, an
individual might want to average his consumption over his lifetime
because of a declining marginal utility of consumption even if he has
no pure time preference. He would consider a consumption
expenditure giving a dollar value of $100 at age 25, however, to be
equivalent to consumption expenditure giving a dollar value of $100
at age 35. And he would expect to obtain the same pleasure from
eating an apple at age 40 as he would from eating an equivalent apple
at age 45, absent some special circumstances, such as bad teeth or
uneasy bowels, at the later age.
According to Henry Sidgwick and John Rawls, a pure time
preference is irrational.24 The assumption that rational individuals
should value all parts of their life equally is obviously aggressive and is
indulged by utilitarians such as Sidgwick and contractarians such as
Rawls to justify their objections to discrimination against future
generations. It is much more reasonable, nevertheless, than the
assumption that individuals would value the first day of their life more
highly than any other day and that all days after the day of their birth
are less important to them than the immediately preceding day. The
claim that pure time preferences are irrational is ultimately a claim
that the consequences of indulging pure time preferences would be
objectionable to a well-formed intuition.
6.3.3.3 Equal Options and Family Circumstances
The income tax does not impose equal tax burdens on taxpayers
having equal lifetime options because taxpayers having equal lifetime
options typically do not have equal incomes during their taxable
periods. The question to be examined in this section is whether equal
lifetime options or equal income over relatively short periods is the
better standard for measuring equality of position in a personal tax
system. The example below illustrates the differences between the
income standard and the lifetime-burdens standard for two
unattached individuals having equal options and different saving
patterns.
Consider a society comprised of two classes of individuals: the early
savers and the late savers. E is a typical early saver and L is a typical late
saver. When E and L are 20 years of age, they begin working at a job
that pays an annual salary of $30,000. They have no savings when they
start working. They each work for 50 years and retire at age 70. For the
first 6 working years, E [*168] saves $3,000 per year out of his salary.

24

See Rawls (1971, pp. 293-4), quoting Sidgwick with approval for the proposition
that a pure time preference is irrational. Rawls and Sidgwick were seeking to
condemn the despoilment of planet Earth for current consumption at the expense
of future generations. If pure time preferences are rational, then the costs to future
generations of actions taken today can properly be discounted. Costs that come due
after a very long time would be ignored for all practical purposes. For example, a
cost of $1 billion to be incurred in 500 years, discounted at a 5 percent annual rate,
would have a present value of only 3 cents.
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He deposits the savings each year in an account paying 6 percent
annual interest, compounded annually. He leaves the principal and
accrued interest in the account until his retirement. At that time, he
purchases a lifetime annuity paying 6 percent interest. His life
expectancy at age 70 is 15 years.
L, the late saver, saves nothing until his last 6 working years. At age
65, he begins putting away $3,000 a year in an account similar in all
respects to E’s account. At retirement, he purchases an annuity with
the same terms as the annuity purchased by E. Under these facts, E
and L have identical lifetime wage income, and they have each saved a
total of $18,000 out of their wages. E has considerably more
investment income than L because the wages he saved started earning
interest 44 years before L’s.
Abstracting from possible tax consequences to E and L, E would
have a nest-egg at retirement of $288,038, and his life annuity would
pay $29,657 annually. L would have a retirement fund of $22,182 and
would receive annual annuity payments of $2,284.
Under an income tax, E and L would have smaller retirement
funds because their interest income would be taxable as it accrues.
Assuming a 30 percent flat income tax rate, E would have a retirement
fund of $127,368, and L would have a retirement fund of $20,839. E
could purchase an annuity paying $13,114 per year before taxes and
$9,731 per year after taxes. L could purchase an annuity that annually
paid $2,146 before taxes and $2,056 after taxes. During their working
years, E and L would each pay $9,000 of taxes per year on their wage
income. E’s total tax bill during the working years would be higher
than L’s because he would have more interest income. L would not
have any interest income except in the 6 years prior to his retirement.
The effects of a Haig-Simons consumption tax and a lifetime
consumption tax would be the same in this example because E and L
arranged to avoid leaving any bequests by purchasing life annuities. A
consumption tax would not reduce the size of the two retirement
funds. E and L would have to pay taxes, however, on the full amount of
their annual annuity payments, assuming that they spent the payments
on consumption. To raise the same revenue as an income tax, the tax
rate in a consumption tax must be significantly higher than the rate in
a Haig-Simons income tax. Assuming a 40 percent rate, E’s annual
after-tax retirement income would be $17,794, and L’s would be
$1,370.25 During their working years, E and L would pay the same
aggregate taxes on their wage income. L would pay $12,000 (40% of
$30,000) per year in the early years while E would be paying $10,800
(40% of $27,000). The opposite pattern would hold in the late years.
E and L would each pay $12,000 per year in the middle years.

25

The implicit assumption in my choice of rates is that wage income would represent
about 75 percent of Haig-Simons income.
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The consumption tax results summarized above are said to be
appealing because the sum of the taxes paid by E and the sum of the
taxes paid by L have the same present value. E paid more total taxes
than L because his lifetime consumption exceeded L’s. The present
value of the extra $1,200 in taxes paid by L in years 20 through 25 was
enough, however, to equal the present value of the extra $1,200 in
taxes paid by E in years 45 through 50 and the extra $10,949 in taxes
(40% of ($29,657 minus $2,284)) paid by E in years 51 through 70.
Proponents of an income tax would not be impressed with this
relationship. They would want E to bear a higher tax burden than L
because E earned more income than L. The present value relationship
would not be relevant in determining their relative taxable capacity
under the income tax ideal.
The example above indulged the initial assumption that E and L
have similar options, in that L could have elected to save in the early
years if he had wanted to. L is assumed to have chosen to be a pauper
in his twilight years in order to enjoy a slightly higher standard of
living in his early years. Whether there are real taxpayers like E and L
is uncertain. What seems reasonably clear is that some differences in
savings reflect differences in circumstances rather than differences in
preferences over the timing of their consumption.
Consider again E and L in the example above, except that L is now
a husband and father. His wife works in the home taking care of their
two children. During the period that E is saving for his retirement, L is
supporting his children and sharing the remaining portion of his
income with his wife. Under these conditions, most people would not
describe L as simply indulging a preference for current consumption.
Some might describe him as investing in the future by raising and
educating his children. In any event, his consumption, measured by
the market value of the goods and services he consumes, is less than
one-half of E’s. Thus he should pay less taxes than E, not more, under
a fairly designed consumption tax. The supporters of the equallifetime-burdens standard can make the argument that L should pay
more because he once had the option not to marry or have children
and he still has the option of abandoning his family. They cannot
claim, however, that such an argument has intuitive appeal.
Both of the consumption tax proposals set forth in sections 6.3.1
and 6,3.2 above, would provide some tax benefit to L in the revised
example to take account of his family responsibilities. Those proposals
envisioned some implicit income-splitting through the rate schedule
and some allowances for dependent children. My ideal income tax,
which would attribute income to individual taxpayers according to the
benefit principle, would also provide for income-splitting and family
allowances. The fact that the authors of the consumption tax proposals
recommend results consistent with the benefit principle, however,
does not mean that they have endorsed that principle.
The benefit principle, as I have defined it in the appendix, is
inconsistent[*170] with the equal-lifetime-burdens standard. A tax
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system that measures equality of position by reference to the options of
the taxpayer should use the control principle for attributing
consumption or savings to particular taxpayers. Indeed, a true believer
in the equal-lifetime-burdens position would tax L on the full amount
of his wages, without any family allowances. He would then tax L’s wife
and children on their share of the family consumption.
In my view, the control principle, which would justify multiple
levels of taxation on the same income item, has no intuitive appeal. If I
am correct, then the equal-lifetime-burdens standard, which requires
the adoption of the control principle, also has no intuitive appeal.
Other analysts may take a different view. To support their view, they
must specify the function of attribution rules in their ideal system and
show that their proposed attribution rules would serve that function
adequately. No one has done so, and I would doubt that anyone can.
6.4. The Endowment Tax Ideal
The consumption tax is merely a second-best option for tax
analysts who would impose equal lifetime tax burdens on taxpayers
having equal opportunities for lifetime consumption. Their preferred
ideal tax, and the preferred ideal of many other economists, is the socalled endowment tax. The endowment tax, as an ideal tax system, has
never been fully formulated. In particular, the implications of family
sharing for an endowment tax are not addressed in the tax literature.
In this part, I address those issues. I argue that in a world in which
family members share resources, the arguments for an endowment tax
have little or no force.
An endowment tax is a tax on an individual’s inherited wealth and
human capital. Human capital is a metaphor for the discounted value
of the income that individuals can be expected to obtain from working
in a job that maximizes the use of their abilities. The usual assumption
is that an endowment tax would be payable at assessment. A practical
endowment tax, if such can be imagined, presumably would be
collected periodically over the taxpayer’s lifetime, with interest
assessed on the uncollected portion of the tax due.
According to Simons (1938, pp. 42-3), an ideal measure of taxable
capacity (1) should be objective rather than subjective; (2) should be
quantitative and measurable; and (3) should have a minimum number
of implicit arbitrary distinctions. An endowment tax would get the
lowest possible marks on all three criteria. In addition, it would be
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unfair, inefficient26 and fundamentally [*171] incoherent. 27 As best I
can determine, it would have only two positive features. It would be
impossible to administer, and it would discourage obnoxious parents
from boasting about their precocious children. In this paper, I am
concerned only with the fairness of the endowment tax.
The case for an endowment tax rests on three contentious
assumptions. The first assumption is that individuals generally can
freely choose between spending and saving and they do so depending
upon their preferences for present and future consumption. That
assumption is examined in section 6.3.3 above. I concluded there that
the choice between present and future consumption is constrained
substantially by the family circumstances of the taxpayer. For example,
the bread-winner of a family of five is less able to save for future
consumption than an unattached individual having an equal amount
of income.
The second assumption is that an individual’s tax-relevant options
over his or her lifetime are a function of inherited wealth and human
capital, measured at birth or at some other convenient point of time. I
challenge that assumption in section 6.4.2 by showing that lifetime
options depend significantly on an individual’s family circumstances at
various times of that individual’s life. The third assumption is that a tax
on the money value of an individual’s lifetime options would be fair. I
also challenge that assumption in section 6.4.2 by applying to the
endowment tax the criteria of justice developed by John Rawls. In
section 6.4.1 below, I describe the features of an endowment tax in
terms of the classification scheme set forth in the appendix.
6.4.1. Design Features of an Endowment Tax
An ideal endowment tax would sort taxpayers according to their
lifetime endowments, as measured by the present value of the
economic benefits that they should anticipate receiving over their
lifetime. The authors of the reform proposals discussed in section 6.3
favor a progressive endowment tax, and I assume in this paper that
such a tax would be progressive. Under that assumption, the only
imposition rules would be one or more graduated rate schedules.
There would be no tax expenditure rules.

26

The endowment tax. despite its superficial resemblance to a lump-sum levy, would
be inefficient for at least two reasons. First, it would give highly-endowed
individuals (or their parents) a strong incentive to emigrate. A lump-sum levy could
also have that effect, but to a much less significant degree. A consumption tax also
encourages emigration, generally at retirement, but only for individuals who have
saved heavily during their working years. Second, the endowment tax would
encourage highly-endowed individuals to forgo a career that would maximize their
utility in favor of a career that would provide them with money (or other exchange
commodities) with which to pay their endowment tax.

27

The endowment tax is necessarily incoherent because it is constructed on the
counterfactual assumption that lifetime income is a function of certain
‘endowments’ that an individual possesses at birth, or at some other ascertainable
point in his lifetime. For discussion, see section 6.4.1 below.
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The details of the sorting rules of an ideal endowment tax are not
addressed in the tax literature. Proponents of the endowment tax ideal
have felt free to ignore those details because of the impracticality of
actually administering an endowment tax.
The starting-point in defining the tax base would be the somewhat
vague concept of lifetime endowment, defined in terms of the present
value of expected lifetime income. The contours of that concept are
unspecified. The concept clearly would include the discounted value
of the money income that a taxpayer would be able to obtain from a
career in the market economy. Because of the heavy weight given to
neutrality among lifetime options, I assume that the tax base would
also include most, perhaps all, forms of psychic benefits that
individuals could rationally expect to obtain from their lifetime
choices. Thus the psychic benefits apparently obtained by a monk
from a life of prayer, by a politician from the exercise of leadership, by
an economist from taking a sabbatical leave, and by a war hero from
falling on a grenade would all be included in the tax base.
True windfalls, such as lottery winnings, would be excluded from
the tax base of an endowment tax because they cannot be anticipated.
Gifts that could be anticipated would be included in the base,
discounted for any risks of forfeiture. Completely unexpected gifts
would not be taxable.
It is uncertain what the proper treatment should be in an
endowment tax of potential benefits that might be irrational, immoral,
illegal or unseemly for an individual to obtain. Should the tax base
include the potential benefits that an individual with a dependent
personality would obtain from drug addiction? Should it include the
amounts that an individual could obtain from a life of prostitution, a
life of violent crime, or a life as a junk bond dealer? All of these
benefits, if actually obtained, would be taxable in a consumption tax or
an income tax. Surely they should be taxable also in an endowment tax
in at least those cases where the individual actually obtained them. The
endowment tax, however, is a tax on expectations, not on outcomes. It
should apply, by its own terms, with equal ferocity to the honorable
individual who resists temptations for easy money.
The question that endowment tax advocates must answer is
whether they are willing to tolerate certain non-neutralities in the
system in order to advance significant social goals. Surely the answer to
this question is yes, but an affirmative answer requires that the
designers of the endowment tax base compromise the internal
consistency of their ideal. They must also draw a very large number of
rather messy lines. Many advocates of an endowment tax will be
unhappy about the need to draw those lines. Indeed, I venture to say
that some tax specialists have been attracted to the endowment tax
concept largely because they thought that it would allow them to avoid
the line-drawing problems that I associate with mature tax base design.
Although the proponents of the endowment tax have not discussed
their [*173] preferences for taxable person rules, those rules can be

Family Sharing

173

inferred from the value-judgments that underlie the choice of
endowment as the tax base. The tax unit of an endowment tax should
be the individual because individuals are the ones who have the
options that are included in the tax base. The attribution rules of an
endowment tax should associate items of endowment with the
individuals so endowed.
The taxable period of an endowment tax would be the lifetime.
More precisely, each individual would have a unique taxable period for
measuring taxable capacity in an endowment tax, except in the case of
individuals having the same birthday and deathday. Thus there would
be a very large number of taxable periods, and those periods generally
would not have a common beginning or end and would not be
uniform in length. The key issue, unresolved in the tax literature, is
the time within that period for assessment. The usual rule in an
income tax or consumption tax is to make an assessment of tax liability
at the end of the taxable period. Because an endowment tax is a tax on
expectations, however, it would seem that the proper time for
assessment would be at the start of the taxable period.
Assessment of an endowment tax at birth would seem rather silly,
considering the uncertainty of an individual’s life prospects at that
time. Will the child be as smart or stupid as its parents? Will it learn to
work hard and achieve? Will it be spoiled rotten? Will it offend its
grandfather and be disinherited? And so forth. A delay of assessment
would reduce uncertainties. Indeed, a delay until death would end all
uncertainties. Such a delay, however, would radically change the
nature of the tax. Assuming that the character of the tax as a tax on
potential income is to be maintained, any delay in assessment beyond
the age of reason would seem to be unwarranted.
6.4.2. Fairness of an Endowment Tax
The fairness of an endowment tax can be tested using the
analytical framework developed by John Rawls. The question to be
asked under that framework is whether a group of rational individuals
selecting the ideal personal tax system for their society from behind a
veil of ignorance would accept, reject or be indifferent to an
endowment tax. Rawls contends that individuals seeking to advance
their well-being behind the veil of ignorance would organize their
society around two principles — the Liberty principle and the
Difference principle. The endowment tax must satisfy both of these
principles to be judged fair under Rawls’s criteria.
The Liberty principle provides that every individual should be
guaranteed ‘an equal right to the most extensive basic liberty
compatible with a similar liberty for others’ (Rawls, 1971, p. 60). The
Difference principle provides that ‘social and economic inequalities
are to be arranged so that they are both (a) reasonably expected to be
to everyone’s advantage, and (b) attached to [*174] positions and
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offices open to all’ (idem). This latter principle would allow some
inequality in the distribution of economic and social goods. That
inequality, however, must redound to the benefit of the members of
the least advantaged group in the society for it to be fair.
The endowment tax conflicts with the Liberty principle because it
would require highly endowed individuals to adopt a life plan that
would provide them with the funds to pay their endowment tax,
notwithstanding their preference for a different life plan. Emily
Dickinson must become a copy-editor for a New York publishing
house. An individual endowed with a special talent for twisting
arguments to her favor must become a lawyer, although she would
prefer to give up her seat at the bar for a seat in a symphony orchestra.
Even if conflicts with the Liberty principle could somehow be
avoided, the endowment tax still would be an unpopular choice from
behind the veil. Rawls analogizes the operation of the Liberty principle
and the Difference principle to the maximin rule of game theory.
Under the maximin rule, alternative choices are ranked according to
their worst possible outcomes. One choice is better than another if its
worst outcome is better than the worst outcome under the other
choice. The best choice would be the one with the highest-ranking
worst outcome.
Individuals would not choose social arrangements according to the
maximin rule in most circumstances. They normally would choose the
alternative that offered the greatest prospects for gain, after weighing
the probabilities of various possible outcomes. Rawls contends that
they would choose according to the maximin rule if the following
three conditions be met. First, the individuals do not have reliable
information about the likelihood of possible outcomes. In such
circumstances, probabilistic calculations would be impossible, or at
least difficult, and the results of those calculations might be wrong.
Second, the potential gains that an individual could achieve above the
guaranteed minimum are relatively unimportant compared with the
gains obtained from obtaining the minimum. Third, an individual
would face the risk of a totally unacceptable outcome if he did not
make the maximin choice. Rawls (1971, pp. 152-9) contends that all
three of these conditions are met under the special circumstances of
the original position. Indeed, Rawls established the conditions of the
original position so that these conditions would be met (p. 141).
As applied to the choice among alternative tax regimes, the
maximin rule would require that alternative regimes be ranked
according to their downside risks for the least advantaged group in
society, and the just tax system would be the one that would minimize
those downside risks. Individuals choosing according to the maximin
rule would prefer an income tax or even a consumption tax to an
endowment tax because of the catastrophic consequences to the
unlucky under an endowment tax. Under an endowment tax, an
individual would run the significant risk that he would be subject to a
high endowment [*175] tax based on expectations that were never
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fulfilled. An individual choosing a tax system according to the
maximin rule would prefer a tax system, such as an income tax or a
consumption tax, that would base tax liabilities on outcomes rather
than on expectancies.
Individuals behind the veil of ignorance would favor an income tax
over an endowment tax even if the veil were thin enough to allow
them to make probabilistic calculations of outcomes under alternative
tax regimes.28 On the assumption that there are no significant
efficiency gains or losses from adopting an endowment tax, its
adoption in place of an income tax would affect the distribution of
benefits but not the total amount of benefits. The endowment tax
would do less to equalize outcomes than an income tax, because, like a
consumption tax, it would allow persons who save to retain the entire
proceeds of their savings.29 Thus it would be less desirable than an
income tax, assuming that income has a declining marginal utility. Its
merits relative to a consumption tax are as yet uncertain.
The discussion above implicitly assumed a world populated entirely
by unattached individuals. The endowment tax would be even less
attractive in the real world, where family sharing is an important
determinant of an individual’s economic well-being. Consider, for
example, the potential gains that an individual would obtain from a
favorable marriage. Unacceptable results would follow whether an
individual’s prospects for a favorable marriage are included in or
excluded from his or her endowment. If marriage prospects are
excluded from endowment, as seems most reasonable, then individuals
who marry poorly would be taxed unfairly relative to equally endowed
individuals who marry well.30 Including nubility in endowment would
produce even worse results. Individuals taxable on such an endowment
would have their liberty rights violated because they would be forced
to marry for money in order to pay their endowment tax.
The proper treatment of inherited wealth is problematic in an
endowment tax once the world is understood to be populated by
individuals living in families. In most instances, individuals do not
inherit significant amounts of [*176] wealth at birth. They obtain their

28

Critics of Rawls have objected to the maximin rule. See Okun (1977, pp. 17-18).
Okun contends that Rawls is compelled by his embrace of the maximin rule to
reject most inequalities of outcome. Okun has seriously misinterpreted Rawls. He is
correct that justice as fairness must accommodate itself to some inequalities of
outcome to have intuitive appeal. He is simply wrong in stating that Rawls holds
otherwise. The real issue of debate is over the proper application of the maximin
rule. As noted in the text, Rawls would invoke it only under special circumstances.
Okun makes a good case for abandoning the maximin rule and making
probabilistic calculations in choosing among alternative tax systems.

29

I am making the assumption in the text that a propensity to save is not part of an
individual’s endowment. If that assumption is improper, then an endowment tax
might tend toward equality of outcomes, depending upon the value assigned to a
propensity to save.

30

There can be some loss of utility from marrying well. According to G.B. Shaw, he
who marries for money earns it.
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inheritance sometime later in their life, typically at the discretion of
their parents or other family members. Because family ties are often
unstable and each individual’s time of death is uncertain, what
children ultimately obtain as an inheritance depends upon the
outcome of many contingencies, including their relationship with
members of their family when a transfer of wealth might be expected.
An individual’s inherited endowment, therefore, would be the
discounted value of his prospects of receiving gifts during his lifetime.
The discounted value of an individual’s expectancy from gifts
would not correspond, in many important cases, with the benefits that
an individual actually obtained during his lifetime. To the extent that
the lack of congruence is due to choices made by the taxpayer, the
proponents of a lifetime-options standard of fairness can contend that
the result is fair. The result is clearly unfair, however, when the lack of
congruence is the result of parental choices unrelated to the choices
of the child. The child whose parents get divorced and who is brought
up in relative poverty by his mother is unfairly overtaxed by an
endowment tax. And the child of a divorced mother with little income
is unfairly undertaxed if the mother remarries and the family income
greatly exceeds earlier expectations.
The problems of uncertain endowments might be reduced by
postponing assessment until individuals reach maturity. Blueprints
(1984, p. 25) suggested waiting until an individual began working or
was 18 years old to make the assessment. A simple postponement of
the assessment period from birth to majority would allow some
contingencies relating to the inheritances of children to be resolved,
although most endowment tax advocates would object to such a
postponement for technical reasons. A postponement would not
resolve contingencies about the economic well-being of spouses,
however, for those contingencies continue, to varying degrees,
throughout a marital relationship.
6.5. Conclusion
In theory, a consumption tax could be designed to adjust tax
burdens for the economic consequences of family sharing. Family
adjustments are inconsistent, nevertheless, with a personal tax system
designed to impose equal tax burdens on persons having equal
lifetime options. Thus they are inconsistent with the standard used to
justify the endowment tax described in section 6.4 and the two
consumption tax proposals described in section 6.3.
The two consumption tax proposals discussed in section 6.3 would
provide for family allowances and some marital income-splitting. 1
assume that they do so because the authors of those proposals are
sensitive to popular conceptions of fairness. The departure of these
proposals from the equal-lifetime-burdens [*177] standard to adjust
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tax burdens for the economic consequences of family sharing has very
important distributional implications. Indeed, for the majority of
taxpayers, the omission of adjustments for family circumstances
probably would have greater distributional consequences than the
choice of consumption rather than income as the tax base.

Appendix. Classification of Tax Provisions by function
In this appendix, I set forth the classification scheme used
throughout this paper as my analytical framework for evaluating
alternative tax reform proposals. Some parts of the scheme that are
not relevant to the topic of this paper are discussed very briefly. 31
6.A.1 Overview of the Classification Scheme
The classification system presented here divides the provisions of
an ideal income tax system into three categories: sorting rules,
imposition rules, and tax expenditure rules. The sorting rules are
divided into three subcategories, each with a clearly defined function.
Two of those subcategories are subdivided further. In a coherent
personal tax system, every tax provision could be classified into one,
and only one, of the divisions established by the classification scheme.
The function of sorting rules in the classification scheme is to rank
taxpayers according to their economic well-being. The design of
sorting rules is discussed in section 6.A.2 below. The imposition rules
serve to impose tax burdens on taxpayers with respect to their ranking
by the sorting rules. The imposition rules are discussed in section
6.A.3. The residual category of rules in the classification scheme is the
tax expenditure rules. A tax expenditure is a provision of a tax system
that has been designed to serve some function other than a sorting
function or an imposition function. Tax expenditure rules are not
essential features of an ideal personal income tax. Most operating tax
systems, nevertheless, contain at least some tax expenditures. Such
rules are discussed in section 6.A.4.
In an ideal personal tax system designed according to this
classification scheme, taxpayers would employ the sorting rules to
compute their taxable capacity, measured, for example, by their
taxable income or their taxable consumption. They would then
employ the imposition rules to determine the amount of tax due with
respect to their taxable capacity. There would be no tax expenditure
rules because the goals associated with tax expenditures would be
achieved through spending mechanisms.

31

For additional discussion of my scheme, see Mclntyre (1988a and 1988b).
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The sorting rules and imposition rules of a tax system give content
to the principle of procedural justice. That principle holds that a just
society would not make arbitrary distinctions between persons in the
assignment of basic rights and obligations (Rawls, 1971, p. 5; Mill,
1921, p. 804). In the tax literature, the requirement of procedural
justice has been formulated as the requirements of horizontal and
vertical equity. Horizontal equity requires equal treatment of persons
in equal circumstances, and vertical equity requires an appropriately
unequal treatment of persons in unequal circumstances (Musgrave
and Musgrave, 1976, p. 216). The sorting rules establish the criteria
for determining whether persons are in equal circumstances. The
imposition rules provide for the equal treatment of persons who are
determined to be in equal circumstances by the sorting rules. They
also provide for the unequal treatment of persons determined to be in
unequal circumstances by the sorting rules.
An actual income tax system almost certainly will have provisions
that are incompatible with the classification scheme set forth below.
For example, the use of the married couple as a tax unit is
incompatible with that scheme.32 In evaluating the merits of particular
provisions of such a tax system, those provisions would be compared
with a functionally equivalent hypothetical tax system designed
according to the classification scheme. For example, a system with a
marital unit rule would be compared with a system that used an
individual unit rule and allowed for marital income-splitting. To
construct that functionally equivalent system, the provisions of the
actual system would be characterized according to their function. They
would then be evaluated by reference to their effectiveness in fulfilling
their function.
6.A.2. Sorting Rules
Sorting rules of a personal tax system can be subdivided into three
subcategories: tax base rules, taxable person rules, and taxable period
rules. Those subcategories are discussed in the subsections below.
6.A.2.1 Tax Base Rules
In this paper, the term ‘tax base’ refers to the class of economic
benefits with respect to which a taxpayer is made taxable. The tax base
rules specify the economic benefits to be included in the tax base. The
base of an income tax may be said to be taxable income, as long as
‘taxable income’ is [*179] understood to be a class of economic

32

Tax analysts sometimes use the term ‘tax unit’ to describe what I would call a joint
filing system. In my lexicon, a joint filing system is one in which certain individuals,
such as marital partners, are required to aggregate their incomes as a step in the
computation of their tax liability. As explained below, I reserve the term ‘tax unit’
to describe a class, the members of which are formally subject to taxation.
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benefits rather than a number, or set of numbers. In the same sense,
the base of a consumption tax is taxable consumption.33
In the classification system presented here, the tax base rules
would be the exclusive mechanism for specifying the economic
benefits properly subject to taxation. Special tax rates or special tax
credits would not be used for that purpose. For example, some tax
systems design the rate schedule applicable to married couples so as to
impose a tax penalty on married persons. The stated purpose of the
penalty is to tax the economies-of-scale benefits that married persons
allegedly obtain from communal living. In an ideal tax system
constructed according to this classification scheme, that penalty, if
appropriate, would be imposed by imputing income to taxpayers,
married or otherwise, based upon the best available estimates of their
economies-of-scale benefits.
6.A.2.2. Taxable Person Rules
There are two types of taxable person rules. First, there are the
rules that define the class of persons subject to tax. These rules are
called the tax unit rules. Second, there are the rules for relating
economic benefits subject to taxation to the persons subject to tax with
respect to those benefits. These rules are called the attribution rules.
Tax unit rules
A tax unit is a class whose members are formally subject to
taxation. The tax unit rules define that class. They also specify that
each member of that class is formally subject to taxation.
In a personal tax system designed to achieve fairness, the function
of the tax unit rules is to link the burdens formally imposed by the tax
system with the individuals or entities that the tax system is supposed
to treat fairly. Thus if the purpose of the tax is to impose fair tax
burdens on certain entities, such as corporations or families, then the
proper tax unit would be a class comprised of such entities. The
proper tax unit would be a class comprised of individuals if the
purpose of the tax is to impose fair tax burdens on individual human
beings.

33

Some commentators have defined the tax base to be the number that a taxpayer
would apply the tax rates to in computing his taxes due. See Musgrave and
Musgrave (1976, p. 232). A tax system would have as many tax bases, so defined, as
it has taxpayers. This alternative definition may be a useful shorthand in some
circumstances, but it may also induce serious analytical errors. Taxpayers apply the
tax rates to a number, and that number is computed by applying not only the tax
base rules, but also the taxable person rules and the taxable period rules.
Commentators who think of the tax base as that to which the rates are applied may
be induced into giving undue importance to tax base issues at the expense of
taxable person issues and taxable period issues.
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Imposing fair tax burdens on human beings is precisely the
objective of a fair personal tax system. Every coherent theory of justice
makes the individual the focus of fairness. A theory of justice might
take cognizance of the effect of social arrangements, such as the
family, on individual welfare. It would not subordinate an individual,
however, to the family, class or other collective entity to which he
belongs.
To impose fair tax burdens on human beings, a tax system does
not necessarily have to make the individual — i.e. a class comprised
only of individuals — the only tax unit. The techniques used for
imposing fair tax burdens are not fundamental. It would be
unobjectionable, for example, for a tax system to tax corporations,
trusts or families, as long as the resulting tax burdens imposed on
individuals were justified. That is, legal entities or other collective
entities might be proper conduits for imposing tax burdens on
individuals.
An ideal tax system constructed according to the classification
system set forth here would not use families, corporations or other
entities as tax units. To evaluate a personal tax system that made a class
of such entities a tax unit, analysts employing this classification system
would recast the tax system as a functionally equivalent system in which
the individual is the only tax unit.34 The formal taxpayers in the actual
tax system would be treated as mere conduits.
Attribution rules
The attribution rules of an ideal personal tax system link economic
benefits included in the tax base with the taxpayers whose well-being is
augmented by those economic benefits. Their function is to make an
individual taxable on an amount included in the tax base whenever
that individual obtains the economic benefit that justified the
inclusion of that item in the tax base. In many circumstances, an
individual would obtain all, or virtually all, of the economic benefits
from an amount included in the tax base. In such cases, the choice of
attribution rules presents no serious policy issues. Serious issues arise,
however, when more than one individual obtains an economic benefit
from an amount included in the tax base.
Two principles have been advanced for attributing economic
benefits to taxpayers. One of those principles, called the benefit
principle, would attribute economic benefits to the person who
actually enjoys the benefit of those economic benefits (Mclntyre and
Oldman, 1977b; Mclntyre, 1985a; Mclntyre, 1985b; Mclntyre, 1988c).
In a Haig-Simons income tax system, the benefit principle would tax
consumption to the consumer and savings to the saver. In a [*181]
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For an example of how the marital unit system of the United States can be recast,
for purposes of analysis, as a functionally equivalent system in which individuals are
the only taxpayers, see Mclntyre (1985a).
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consumption tax, it would tax consumption to the consumer. In a
wealth tax, it would tax an item of wealth to the person who obtained
the economic benefit that justifies the taxation of wealth.
The other attribution principle, called the control principle, would
attribute economic benefits included in the tax base to the person who
exercises some measure of control over those benefits. In a HaigSimons income tax, the control principle would make an item of
consumption or savings taxable to each person who controls that item
of consumption or savings from its creation to its ultimate disposition.
Income transferred by gift, for example, would be taxable both to the
donor and to the donee. A consumption tax designed according to the
control principle would tax an item of income expended on
consumption to each person who controls that income item from its
creation to its ultimate disposition.
6.A.2.3. Taxable Period Rules
The taxable period rules, like the taxable person rules, are divided
into two subcategories. The first subcategory contains the rules that
specify the period over which economic benefits included in the tax
base are to be measured. Also contained in that subcategory are the
rules that make economic benefits included within a particular taxable
period subject to taxation in that period. The period over which
economic benefits are measured is traditionally called the taxable
period. There are an unlimited number of possible taxable periods.
The periods receiving support in the tax literature are a year (or some
other, suitably short, period) and a lifetime.
In an ideal tax system, the period for assessing economic benefits
subject to tax and the period for collecting taxes with respect to those
benefits would be the same. Otherwise persons might be required to
pay taxes earlier, and thus bear a heavier relative burden, than other
persons having the same taxable capacity who are allowed to pay later.
Current payment schemes and deferral charges for delayed payments
can reduce but not eliminate the unfairness that would result from
having assessment periods and measurement periods of different
lengths.
The second category of taxable period rules is comprised of the
rules that attribute items of income to a particular taxable period. The
function of these rules is to attribute economic benefits included in
the tax base with the taxable period in which those benefits were
obtained. In a Haig-Simons income tax, income should be attributed
to the taxable period in which it is consumed or saved. In a
consumption tax, benefits included in the tax base should be
attributed to the taxable period in which they are consumed.
Accounting conventions may be helpful in relating taxable amounts to
particular taxable periods. When they are not helpful, they obviously
should not be followed.
By convention, the taxable period is the year in virtually all income
tax systems. What the taxable period would be in a consumption tax is
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not [*182] entirely clear. The lifetime would obviously be the
assessment period of choice in an ideal lifetime consumption tax. Most
proponents of a Haig-Simons consumption tax also favor the lifetime
as the assessment period. These analysts apparently favor the year,
however, as the collection period. Most tax jurisdictions would need to
use a suitably short collection period to avoid substantial borrowing to
pay [their] bills.
6.A.3. Imposition Rules
The tax rate schedule is the paradigm imposition rule in this
classification scheme. Under some conditions, tax credits and
deductions would serve an imposition function. For example, an ideal
personal tax system would provide for a credit for taxes previously
collected through a withholding scheme. Such a credit would be
classified as an imposition rule. A credit for foreign taxes might also be
classified as an imposition rule. In contrast, refundable credits for
child support and credits given to encourage investment would be
classified as tax expenditure rules rather than imposition rules in this
classification scheme.
Standard deductions, personal exemptions, and similar deductions
available to all taxpayers without reference to their expenditures
generally would be classified as imposition rules. So also would credits
granted to keep the poor off the tax rolls. Such deductions and credits
are functionally equivalent to a zero tax bracket in the rate schedule.
They would be classified as part of the rate schedule because their
purpose is to affect the level of tax imposed on individuals and not to
affect their ranking relative to other individuals.
The assumption of this paper is that a society would use its
personal tax system to reduce inequalities in the distribution of certain
economic benefits obtained by members of society. According to the
classification scheme presented here, that redistribution would be
achieved through the sorting rules and the imposition rules. An
individual’s taxable capacity would be defined under the sorting rules
in terms of the economic benefits that are to be redistributed. Taxes
would then be imposed on individuals with respect to their taxable
capacity, as defined by the sorting rules, according to a graduated rate
schedule.
6.A.4. Tax Expenditure Rules
A tax expenditure is traditionally defined as a departure from the
normal tax structure, designed to favor a particular industry, activity,
or class of persons (Surrey and McDaniel, 1979, p. 228). In the
classification scheme set forth here, a tax expenditure would be any
tax provision that served a function other than a sorting function or an
imposition function. In terms of the traditional definition of a tax
expenditure, the sorting rules and the imposition rules are the normal
rules of a personal tax system.
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In an actual personal tax system, serious problems can arise in
determining whether a tax provision is intended to service a normal or
special function. For example, a credit for child care can be
understood to be a subsidy for working parents, in which case it should
be considered a tax expenditure. It may also be understood as a
mechanism for excluding from the income of working parents the
non-consumption component of their child-care expenditures. In that
case, it might be considered to be a part of the normal tax structure. 35
In an ideal personal tax system constructed according to the
classification system presented here, tax expenditure rules would not
be employed. In a tax system that did contain tax expenditures, the tax
expenditure rules would be separated from sorting rules and
imposition rules by employing the familiar tax expenditure analysis.
The tax system would be considered to be composed of two parts, a
hypothetical spending part and a hypothetical revenue-raising part.
The hypothetical spending part would dispense the benefits provided
to individuals through the tax expenditure provisions. The revenueraising part would be comprised of the sorting rules and the
imposition rules, adjusted as necessary to raise the revenue needed to
fund the hypothetical spending programs. The hypothetical revenueraising system would be analyzed according to appropriate tax policy
criteria, and the hypothetical spending program, or programs, would
be evaluated according to the appropriate spending criteria.

35

The difficulties that can arise in identifying tax expenditures are discussed and
largely solved in Mclntyre(1980).
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