The Marriage Penalty

Many married couples pay more taxes than they
would if they were unmarried. This penalty can amount
to several thousand dollars per year even for moderate-
income families. President Clinton’s tax increase in
1993 made the problem worse. The House Republicans’
Contract With America proposes abolishing the mar-
riage penalty altogether.

National Center for Policy Analysis

BRIEF ANALYSIS
No. 147

For immediate release:
Tuesday, January 31, 1995

percent. Thus as more women entered the labor force, an
increasing number of couples were subject to the mar-
riage penalty.

Why Is There a Penalty? The basic reason is that we
have progressive tax rates. In effect, the second earner
in a family (the lower paid of the two) has his or her
income added to that of the primary earner and thus is
often taxed at a higher marginal rate. Forexample, under
current law, if the primary earner had $22,000 of taxable
income, he or she would
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single person to pay 40
percent more in taxes than a married couple with the
same income. This led Congress to create, for married
and unmarried people, separate tax schedules designed
to reduce the subsidy to no more than 20 percent.

An unintended consequence of the 1969 law change
was to create a marriage penalty for the first time. The
penalty was most likely to emerge when a married
couple both worked. This is important because in the
early 1970s there was a sharp increase in the number of
women working, with fewer remaining as unpaid home-
makers. In 1969 the female labor force participation rate
was 42.7 percent; by 1979 the rate had risen to 50.9

Were they unmarried,
both would pay just 15 percent on all their income.

Congress’s first response was to create a special tax
deductionin 1981. It allowed couples with two incomes
to deduct 10 percent of the earnings of the lower-paid
spouse in addition to the other deductions they were
entitled to. In 1986, Congress replaced the two-earner
deduction with a new standard deduction designed to
eliminate the marriage penalty. Although these changes
substantially mitigated the penalty, in 1988 some 40
percent of families still paid for being married — a tax
price that averaged $1,100.
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Adding to the Burden. President Clinton’s 1993 tax
increase exacerbated the marriage penalty problem by
creating two new tax brackets, a 36 percent rate begin-
ning at $140,000 of income for married couples and a
“millionaires’ surtax” of 39.6 percent, which starts at
$250,000 of income. These new brackets create more
opportunities for the secondary earner to be pushed into
a higher tax bracket than if he or she were single.

In addition, changes in the Earned Income Tax Credit
(EITC) enacted in 1993 also had the effect of increasing
the marriage penalty. This is because as the credit is
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As Figure II illustrates, the penalty for a couple
earning $50,000 each is $1,326 if they have no children
and $4,348 if they have two — a penalty of $1,511 per
child. And a couple earning $300,000 each pays a
penalty of $15,521 if they have no children and $21,627
if they have two — a penalty of $3,053 per child.

Abolishing the Penalty. The Republican Contract
With America has proposed eliminating the marriage
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The Child Penalty. The Clinton tax changes in-
creased the marriage penalty for the rich and the poor.
Those in the middle were largely unaffected. But the
changes also penalized married couples with children
more than those without children.

Take acouple eachearning $10,000 ayear. AsFigure
I shows, if they have no children, the marriage penalty is

lion. The latest increase,
obtained by Clinton, could be repealed for $10 billion.

In the end, the only sure way of abolishing the mar-
riage penalty may be to abolish progressivity altogether
and institute a flat-rate income tax, such as that proposed
by Rep. Dick Armey.
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