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Market incomes are distributed much more unequally than net incomes

Inequality (Gini coefficient) of market income and disposable (net) income in the OECD area,
working-age persons, late 2000s
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Note: Income refers to household income. Late 2000s refers to a year between 2006 and 2009. The OECD average excludes
Greece, Hungary, Ireland, Mexico and Turkey (no information on market income available). Working age is defined as 18-65
years old. Countries are ranked in increasing order of disposable income inequality.

1. Information on data for Israel: http://dx.doi.org/10.1787/888932315602.

Source: Chapter 6, Figure 6.1, OECD (2013).
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Understanding Tax and Transfer Programs for Low- and
Middle-Income Families
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Are Tax Rates Flat?
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Poverty Line Uses Income Concept

e Wages, salaries, and self-employment income (excludes health
care contributions, borrowed money, gifts, inheritance,
insurance payments, money from relatives living in house)

® Investment income (interest, dividends, rentals, royalties,
income from estates and trusts); capital gains and money from
selling property excluded

® Includes supplemental security and government railway plans,
SSI, public assistance, welfare, retirement pensions, food
stamps, public housing subsidies, and medical care, also
excludes tax refunds
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Figure 1: Universally Available Tax and Transfer Benefits (Single Parent
with Two Children in Colorado, 2008)

Figure 1

Universally Available Tax and Transfer Benefits
(Single Parent with Two Children in Colorado, 2008)

Value of Benifits ($)

James Heckman

18,000

16,000

Exchange Subsidy (Adult)
14,000

Medicaid

Recovery Rebate Credit

Child and Care Credit

Dependent Exempticn

Earned Income Tax Credit B N
Child Tax Credit

0 10,000 20,000 30,000 40,000 50,000 60,000 70,000 80,000 90,000

Househoid Eamings ($)

100,000

Notes: Value of tax and value transfer benefits for a single parent with two children living in Colorado. Tax and transfer rules are for 2008 with hypothetical exchange plans
in 2014 added in. Health valus estimates are based on Medicaid spending and insurance premiums as reportsd by the Kaiser Family Foundation. Coverage varies by
source: Medicaid and CHIP benefiis are more comprehensive and have less cost-sharing than those in the exchange. Medicaid and CHIP also pay providers for services

at lower rates than private insurers.
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Figure 2: Effective Marginal Tax Rates (Single Parent with Two Children
in Colorado, 2008)
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Notes: Average effective marginal tax rates facing a single parent with two chikdran living in Colorado. The effective marginal rate is the marginal tax rate faced
in the formal tax system (federal, state, and payrol), in addition to the rates arising from the reduction in disposable income from the oss of transfer benefits.
The tax rules used for federal and state income taxes are for CY2008. change values o display the eventual impact of the
Affordable Care Act for a worker without employer provided coverage based on insurance premium data reported by the Kaiser Family Foundation.

Maag et al. (2012)
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Tax Rates by Poverty Status
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Figure 3: Effective Marginal Tax Rates (%) Moving from Various
Earnings Levels (Single Parent with Two Children; TANF and Food
Stamps; Equal Earnings in All Months)

$0 Earnings  Half-  Povertyto 150 Percent $0to
to Half Poverty 150 Percent of Povertyto  $0to Twice
Poverty to Poverty ofPoverty Twice Poverty Poverty Poverty

Alabama -18.7 9.0 40.1 46.8 4.9 19.3
Alaska 5.7 364 BL6 513 211 43.8
Arizona 14.7 52 4.8 441 99 212
Arkansas 09 79 49.7 479 44 26.6
California 53 40.1 533 415 27 350
Colorado -23 230 46.5 46.1 10.3 283
Connecticut -189 -17 104.7 444 =103 321
Delaware -18.6 28.7 51.6 512 50 282
District of Columbia ~ ~16.5 26.6 56.2 559 50 30.5
Florida 6.4 9.2 425 415 7.8 249
Georgia 6.8 9.0 48.1 476 79 279
Hawaii 54 45.5 882 48.6 25.5 469
Idaho 11.0 5.2 45.1 417 8.1 272
Illinois 34 25.9 46.6 45.5 14.6 303
Indiana =21 18.0 47.2 46.2 1.7 272
lowa 20 24.1 512 49.7 13.0 317
Kansas -1.1 22.7 50.1 531 10.8 312
Kentucky 0.0 11.5 55.6 473 58 28.6
Louisiana -20.3 30.2 47.5 483 5.0 264
Maine =22 353 43.7 48.1 16.6 312
Maryland 132 169 520 488 15.0 327
Massachusetts 43 34.0 50.4 499 19.2 34.7
Michigan 17.7 13.6 48.7 48.0 15.7 320
Minnesota 8.2 25.6 462 57.0 16.9 343
Mississippi =22 6.1 46.5 46.5 20 242
Missouri -4.2 195 47.5 475 7.7 276
Montana 26.7 6.8 46.6 46.9 16.8 3.8

James Heckman Overview, January 12, 2021 5:37pm 10 / 18



Figure 4: Effective Marginal Tax Rates (%) Moving from Various
Earnings Levels (Single Parent with Two Children; TANF and Food

Stamps; Equal Earnings in All Months), Cont'd

$0 Earnings  Half-  Povertyto 150 Percent $0to
toHalf  Poverty 150 Percent of Povertyto  $0to Twice
Poverty toPoverty ofPoverty Twice Poverty Poverty Poverty
Montana 267 68 46.6 46.9 16.8 318
Nebraska 27 13.7 476 47.0 82 278
Nevada -18.9 5.2 26.6 415 6.9 136
New Hampshire 16.1 30.6 425 41.5 233 327
New Jersey -219 1.3 34.6 479 -13.3 14.0
New Mexico 6.8 19.1 46.8 46.6 13.0 298
New York -1.3 352 508 538 169 346
North Carolina 6.0 6.3 49.1 488 6.1 276
North Dakota =2.7 212 58.2 43.6 9.2 30.1
Ohio 4.1 23.0 45.5 45.2 135 295
Oklahoma 8.8 5.6 47.9 48.0 712 27.6
Oregon 24.2 88 52.7 51.7 16.5 344
Pennsylvania 20.1 5.2 45.1 51.0 126 303
Rhode Island 6.5 314 43.9 46.6 19.0 32.1
South Carolina -18.9 30.6 425 429 59 243
South Dakota 30.2 8.2 425 41.5 192 30.6
Tennessee -19.0 231 425 41.5 21 220
Texas -12.9 121 533 41.5 04 23.5
Utah 5.6 26.6 4716 47.9 16.1 319
Vermont 6.4 217 523 517 17.0 345
Maag et al. (2012)
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Figure 4: Effective Marginal Tax Rates (%) Moving from Various
Earnings Levels (Single Parent with Two Children; TANF and Food
Stamps; Equal Earnings in All Months)

$0 Earnings  Half- Poverty to 150 Percent $0to
to Half Poverty 150 Percent of Povertyto  $0to Twice
Poverty toPoverty of Poverty Twice Poverty Poverty Poverty

Virginia -18.9 5.0 84.5 51.5 6.9 30.5
Washington 16.1 24.5 42.5 41.5 203 31
West Virginia 14.0 52 50.5 458 9.6 28.9
Wisconsin 36.3 6.0 52.0 52.1 21.1 36.6
Wyoming 14.0 5.2 42.5 41.5 9.6 258
Simple Average 24 179 50.5 473 10.2 295
High 36.3 45.5 104.7 57.0 25.5 46.9
Low -27.9 -1.7 26.6 41.5 =133 13.6
Notes: The data include TANF, food stamps, federal and state income taxes, and the employee portion of payroll taxes,
Calculations were performed using the Urban Institute’s Net | Change Calculator (NICC).

Maag et al. (2012)
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Figure 5: Effective Marginal Tax Rates (%) Moving from Various
Earnings Levels (Single Parent with Two Children; TANF and Food

Stamps, and Medicaid; Equal Earnings in All Months)

Maag et al _(2012)
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Figure 5: Effective Marginal Tax Rates (%) Moving from Various
Earnings Levels (Single Parent with Two Children; TANF and Food
Stamps, and Medicaid; Equal Earnings in All Months)

$0 Eamings  Half- Poverty to 150 Percent $0to
to Half  Poverty 150 Percent of Povertyto $0to Twice
Poverty to Poverty of Poverty Twice Poverty Poverty Poverty

Virginia 1.8 5.0 84.5 101.3 8.4 50.7
Washington 16.1 245 42.5 41.5 203 311
West Virginia 447 52 50.5 45.8 249 36.5
Wisconsin 36.3 6.0 52.0 52.1 211 36.6
Wyoming 14.0 359 42.5 91.4 249 459
Simple Average 7.8 26.4 56.3 76.7 17.1 41.8
High 44,7 61.3 118.9 128.4 38.7 63.9
Low =279 -1.7 26.6 41.5 ~-13.3 14.0

Notes: The data include TANF, food stamps, federal and state income taxes, and the employee portion of payroll taxes,
Calculations were performed using NICC.

Maag et al. (2012)
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Figure 6: Effective Marginal Tax Rates (%) Moving from Various
Earnings Levels (Married Couple with Two Children; TANF and Food
Stamps; Equal Earnings in All Months)

$0Eamings _ Half-  Povertyto 150 Percent of $0t0
tHalf Povertyto 1S0Percent Povertyto SOt Twice
Povery  Poverty of Poverty Twice Poverly Poverty Poverty

Alabama 7838 238 512 614 65
Alaska 4438 499 750 558 293
Arizona 409 185 571 6.7 160
Arkansas -59.7 192 641 599 138
California -320 536 597 664 275
Colorado 553 345 571 61.8 169
Connecticut -65.1 692 350 629 27
Delaware 4 420 61.8 566 17.1
District of Columbia 6.1 442 68.4 520 217
Florida 469 185 541 664 131
Georgia 499 206 598 604 157
Hawaii 110 559 1029 595 293
daho -529 185 560 604 135
linois 489 346 580 623 187
-589 309 587 618 154

497 381 619 582 213

527 347 627 590 196

538 219 683 60.6 169

788 420 582 617 130

488 417 553 604 20

324 317 628 557 250

-389 44 62.1 578 259

216 234 603 599 25

472 317 643 509 27

655 19.1 579 613 105

-$92 293 593 604 154

244 204 586 606 20

417 235 584 60.7 166

Nevada -721 186 368 664 26
New Hampshire 292 364 541 664 25
New J 197 212 416 60.0 40
New Mexico 457 347 571 613 198
N 405 467 648 554 274
North Carolina 555 198 607 592 145
869 185 555 35

Ohio 44, 336 55 627 193
Oklahoma 417 197 602 598 162
256 25 56.1 249

Pennsylvania -22 185 541 54, 200
Island -389 389 553 595 26

South Carolina, 764 429 541 9 122
South Dakota 215 185 s4.1 664 198
Tennessee 194 359 4.1 664 92
Texas 709 356 54.1 664 13
Utah 420 347 579 600 211
Vermont 338 358 633 562 257
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Figure 6: Effective Marginal Tax Rates (%) Moving from Various

Earnings Levels (Married Couple with Two Children; TANF and Food

Stamps; Equal Earnings in All Months)

$0 Earnings  Half- Poverty to 150 Percent of S0t
to Half  Povertyto 150 Percent  Poverty to $0to Twice
Poverty  Poverty  of Poverty Twice Poverty Poverty Poverty
Virginia =72.0 533 59.7 56.3 9.4 19.4
Washington -30.0 344 54.1 66.4 2.2 21.7
West Virginia ~44.7 19.7 61.5 62.0 -12.5 16.8
Wisconsin -23.3 204 62.7 56.0 -1.5 243
Wyoming -49.5 18.5 54.1 66.4 -15.5 12.4
Simple Average -51.2 318 59.2 60.6 -9.7 18.1
High =21.5 69.2 102.9 66.4 10.8 29.3
Low -86.9 18.5 36.8 50.9 -34.2 2.6

Notes: The data include TANF, food stamps, federal and state income taxes, and the employee portion of payroll taxes.

Calculations were performed using NICC,

Maag et al. (2012)
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Figure 7: Effective Marginal Tax Rates (%) Moving from Various
Earnings Levels (Single Parent with Two Children; TANF and Food
Stamps; No Employment January-June; Employed July-December)
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Maag et al. (2012)
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Figure 7: Effective Marginal Tax Rates (%) Moving from Various
Earnings Levels (Single Parent with Two Children; TANF and Food
Stamps; No Employment January-June; Employed July-December)

$0 Eamings  Half- Poverty to 150 Percent of $0to0
to Half  Povertyto 150 Percent  Poverty to $0to  Twice
Poverty Poverty of Poverty Twice Poverty Poverty Poverty

Virginia ~19.0 -18.7 573 51.5 -55 17.8
Washington 8.3 28.1 -12.7 41.5 -1.3 16.3
West Virginia -2.4 12.8 10.7 458 6.6 16.7
Wisconsin 5.9 335 -1.7 52.1 -2.0 21.0
Wyoming -24 12.8 2.7 41.5 -6.6 13.6
Simple Average -3.2 15.1 85 47.1 -5.7 16.9
High 11.6 54.4 66.0 57.0 12.5 26.6
Low ~28.5 -21.5 -17.0 . 41.5 -25.1 1.7

Notes: The data include TANF, food stamps, federal and state income taxes, and the employee portion of payroll taxes.
Calculations were performed using NICC.

Maag et al. (2012)
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