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The ob jec t ive  of t h i s  study i s  to  cons t ruc t  some es t imates  of the 
d i s t r i b u t i o n  of e f f e c t i v e  r a t e s  f o r  Hawaii s t a t e  and l o c a l  taxes  i n  1960, and 
t o  ind ica t e  how the es t imates  a r e  developed. This work, by i t s  very nature,  
involves a  considerable amount of d e t a i l .  The expos i t ion  of such d e t a i l  i s  a p t  
t o  be a  troublesome ma t t e r  even when the audience is homogeneous. However, when 
a s  i n  the case of t h i s  s tudy,  the po ten t i a l  audience includes readers  with a  
r a t h e r  wide range of background and i n t e r e s t ,  expos i t ion  i s  even more of a  
problem. To dea l  wi th  t h i s  d i f f i c u l t y  i t  seemed use fu l  t o  engage i n  some 
r e p e t i t i o n  i n  wr i t i ng  up the r e s u l t s .  The bene f i t  of t h i s  technique i s  t h a t  
c e r t a i n  poin ts  a r e  kept  a t  hand f o r  readers  who a re  r e l a t i v e l y  unfamil iar  wi th  
ma te r i a l  of t h i s  type. One c o s t  of the r e p e t i t i o n  may be tedium fo r  more 
experienced readers .  Hopefully the  bene f i t  exceeds the cos t .  

A conscious e f f o r t  has been made t o  expla in  things a s  we go along, but  i n  
some cases  explanat ions must be delayed t o  preserve con t inu i ty .  The l e s s  
experienced reader  i s  advised to  read through major sec t ions  r a t h e r  than become 
"hung up" on t echn ica l  i tems. Sect ion V of Chapter 1 i n d i c a t e s  the content  of 
subsequent chapters .  The chapters  a r e  introduced by a  b r i e f  o u t l i n e  of the 
major sec t ions ,  and concluded with s u m r i e s .  The t e x t  includes s p e c i f i c  
re ference  t o  the Appendix Tables which themselves conta in  c ross  references t o  
the t e x t .  The r a t h e r  d e t a i l e d  t ab le  of contents  funct ions as  a  comprehensive 
o u t l i n e  of the  s tudy.  

Anyone f ami l i a r  wi th  the l i t e r a t u r e  of " tax burden" s tud ie s  w i l l  note  our 
r e l i ance  upon the  work of ?lusgrave, Daicoff,  Brownlee, Groves and the Wisconsin 
Tax Study Group, Newman, and Gi l l e sp ie .  Speci f ic  references appear i n  the  
t e x t ,  but  I do wish t o  acknowledge them here. 

I n  add i t ion ,  the suggestions of severa l  col leagues a t  the Universi ty of 
Hawaii have been he lpfu l .  I n  p a r t i c u l a r ,  acknowledgment i s  due to  Tom Dinel l ,  
Herman Doi, Robert Kamins and Harry Oshima, a l l  of whom read the  e n t i r e  
manuscript, and to  John Wise, M i t s  Ono, and the pa r t i c ipan t s  i n  Ryuzo Sa to ' s  
seminar. Several t y p i s t s  worked on the manuscript, and p a r t i c u l a r  thanks a r e  
due t o  Mildred Miyasato, Carole Miyashiro, Lynn Nakamura, and Helen Bissen. 
June Miyasaki and Daphne K i m  managed the ca l cu la t ing  chores i n  a  r e a l l y  admirable 
way. I espec ia l ly  want t o  mention Gi lbe r t  Suzawa, an except ional ly  capable 
research  a s s i s t a n t ,  who joined the pro jec t  i n  the  c los ing  s tages .  He helped 
l a b e l  and c ross  reference the Tables and made important suggestions f o r  the t ex t .  
A t  t h i s  poin t ,  he knows more about the mater ia l  contained i n  the Tables than 
I do. 

I am w i l l i n g  t o  accept  the r e s p o n s i b i l i t y  of leaving the e r r o r s  which remain 
uncorrected, i f  the readers  a r e  wi l l i ng  to  accept the  r e s p o n s i b i l i t y  of f inding  
them. 

Ronald F.  Hoffman 

May 1967 
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Chapter 1 

INTRODUCTION AND SUMMARY 

I. INTRODUCTION 

Thi s  s tudy  i s  an a t tempt  t o  say  something u s e f u l  about t h e  
w e s t i o n  of who pays how much of t h e  Hawaii s t a t e  and l o c a l  t a x e s .  
I t  i s  concerned w i t h  e s t i m a t e s  of  an a c t u a l  s i t u a t i o n  r a t h e r  than  a 
pronouncement o f  what t h e  app rop r i a t e  p o l i c y  should be. Therefore  
t h e  scope i s  r e s t r i c t e d  t o  p o s i t i v e  ( o r  f a c t u a l )  c o n s i d e r a t i o n s  i n  
t h e  sense  t h a t  normative i s s u e s  such a s  who ought t o  pay how much 
o f  t h e  t o t a l  t a x  b i l l  a r e  n o t  t r e a t e d .  The p o t e n t i a l  c o n t r i b u t i o n  
o f  t h e  s tudy  has  two dimensions. One i s  a s e t  o f  e s t i m a t e s ,  f o r  
1960, of  t h e  propor t ion  o f  income p a i d  i n  Hawaii s t a t e  and l o c a l  
t a x e s ,  by income b racke t s .  The second i s  a d e t a i l e d  account,  
t o g e t h e r  w i th  t a b l e s  of  d a t a  c o n s t r u c t i o n s ,  of  t h e  procedure employed 
i n  developing t h e  e s t ima te s .  

A.  Es t imate  Limi ta t ion  and Usefulness 

The ques t ion  of who pays how much of t h e  t a x  seems t o  be 
important  bo th  f o r  unders tanding an e x i s t i n g  s i t u a t i o n ,  and a s  a 
gu ide  f o r  proposed changes. Unfor tuna te ly ,  t h e  on ly  easy answer t o  
t h i s  ques t ion  must b e  a r a t h e r  unsubs t an t i a t ed  guess.  Ca re fu l  
cons ide ra t ion  of t h e  problem i s  n o t  an easy  t a s k ,  b u t  even t h i s  
approach can y i e l d  on ly  an es t imate .  Thus, it i s  necessary t o  
i n s i s t  t h a t  t h e  t a x  d i s t r i b u t i o n s  developed h e r e  a r e  n o t  t h e  t r u t h .  
They a r e  on ly  e s t ima te s ,  c a r e f u l l y  made b u t  s u b j e c t  t o  s e r i o u s  
c o n s t r a i n t s  of  s e v e r a l  s o r t s  such a s  t i m e ,  d a t a ,  a n a l y t i c a l  t o o l s ,  
e t c .  Even s o ,  t h e r e  seems t o  be va lue  i n  such an under taking.  

For  one t h i n g ,  it i s  more l i k e l y  t h a t  c r u c i a l  assumptions, 
o f t e n  l e f t  i m p l i c i t  i n  ca sua l  d i s cus s ions  of t h i s  s u b j e c t ,  w i l l  be  
made e x p l i c i t  i n  a sys temat ic  study.  Indeed,  t h e r e  a r e  occasions  
when a l t e r n a t i v e  r e s u l t s  (answers) must be o f f e r e d  because of 
contending assumptions. The same may b e  s a i d  w i t h  r e s p e c t  t o  t h e  
choice  of concepts.  Another a spec t  o f  t h e  va lue  of t h i s  t y p e  of 
s tudy  i s  t h a t  along t h e  pa th  from ques t ion  t o  answer, t h e  absence of 
d a t a  u s e f u l  f o r  p o l i c y  m a t t e r s  becomes apparent ,  and a d a t a  r e q u i s i -  
t i o n  t o  f i l l  i n  gaps sugges t s  i t s e l f .  Furthermore,  t o  t h e  e x t e n t  
t h a t  t h e  d e t a i l s  of t h e  a n a l y s i s  a r e  p resen ted ,  a  s e t  of  e s t ima te s  
may b e  checked f o r  accuracy,  r ev i sed  and perhaps improved by 
accommodating app rop r i a t e  conten t ions ,  o r  updated t o  r e f l e c t  t h e  
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a v a i l a b i l i t y  of more r ecen t  da ta .  I t  i s  s t r o n g l y  suggested t h a t  a l l  
t h r e e  under tak ings ,  p a r t i c u l a r l y  t h e  l a s t  b e  made on a r e g u l a r  b a s i s ,  
by some agent  of t h e  Executive of L e g i s l a t i v e  Branch of t h e  S t a t e  
Government. 

B. U s e  L imi ta t ion  

Given t h e  " f a c t s "  of  t o t a l  t a x  revenues, t h e  e s t i m a t e s  i n d i c a t e  
t h e  t o t a l  d o l l a r s  of  t a x  a p p l i c a b l e  t o  t h e  incomes i n  each b racke t .  
Knowledge of t h i s  s o r t  of informat ion may lead  one t o  conclude t h a t  
t a x e s  a r e  t oo  h igh  o r  t o o  low. However, t h i s  informat ion i s  r e a l l y  
t o o  l i m i t e d  t o  support  such a conclusion.  Hawaii 's  s t a t e  and l o c a l  
t a x e s  prov ide  c e r t a i n  goods and s e r v i c e s  f o r  t h e  community. Thus, 
f o r  example, it i s  important  t o  r e a l i z e  t h a t ,  d i s r ega rd ing  sheer  
was te ,  t a x e s  may be h igh  ( o r  " too h igh" )  because i n  t h i s  p a r t i c u l a r  
l o c a t i o n  t h e s e  i t ems ,  f o r  a s p e c i f i e d  q u a l i t y  l e v e l ,  are r e l a t i v e l y  
expensive.  They may be r e l a t i v e l y  expensive bo th  because of h ighe r  
( t han  average) i n p u t  requirements t o  achieve a s p e c i f i e d  o b j e c t i v e  
and because i n p u t s  a r e  r e l a t i v e l y  h igh  pr iced .  I f  we wish t o  buy a 
r e l a t i v e l y  l a r g e  q u a n t i t y  of  r e l a t i v e l y  high q u a l i t y  i tems i n  a 
r e l a t i v e l y  h igh  c o s t  p l a c e  l i k e  Hawaii, we must f a c e  t h e  f a c t  t h a t  
t h i s  i s  expensive. I n  t h i s  con tex t  it does n o t  appear ve ry  u s e f u l  
t o  conclude t h a t  t a x e s  a r e  t oo  h igh  o r  t oo  low merely from e s t i m a t e s  
of t o t a l  t a x e s  and t h e i r  d i s t r i b u t i o n  by income b racke t s .  The same 
sugges t ion  seems warranted wi th  r e s p e c t  t o  e s t ima te s  of e f f e c t i v e  
t a x  r a t e s  ( t h a t  i s ,  t h e  r a t i o  of  tax/income). 

C .  Bene f i t  L imi ta t ion  

I t  should now be apparent  t h a t  t h e  f a c t u a l  ques t ion  of who pays 
how much of Hawai i ' s  s t a t e  and l o c a l  t a x e s  w i l l ,  i n  t h i s  s tudy ,  b e  
answered o n l y  i n  terms of an es t imate .  I n  f a c t ,  s e v e r a l  s e t s  o f  
e s t i m a t e s  must be o f f e r e d  because it i s  no t  always a m a t t e r  o f  l o g i c  
a lone  as t o  which a l t e r n a t i v e  assumptions and concepts  a r e  appro- 
p r i a t e .  Furthermore, a l l  of t h e  e s t ima te s  a r e  q u i t e  d e f i c i e n t  
because they  a r e  concerned only w i t h  t h e  revenue s i d e  of t h e  budget .  
I have n o t  been a b l e  t o  make any e s t ima te  of t h e  d i s t r i b u t i o n  of t h e  
b e n e f i t s  from Hawaii s t a t e  and l o c a l  expendi tures ,  which would 
a t tempt  t o  shed some l i g h t  on t h e  ques t ion  of "who gets how much." 
Th i s  p o i n t  i s  important  because e s t ima te s  such a s  developed h e r e  
conceivably could be  considered a s  background m a t e r i a l  f o r  d i scus-  
s i o n s  of t h e  e q u i t y  o f  t h e  Hawaii t a x  s t r u c t u r e .  But it seems t h a t  
when t h e  no t ion  o f  tax e q u i t y  i s  considered,  what i s  ( o r  ought t o  be)  
i n  mind i s  budget  e q u i t y  ( equ i ty ,  not  n e c e s s a r i l y  p r o p o r t i o n a l i t y ) ,  
which cons ide r s  bo th  revenue and expendi ture  s i d e s  of t h e  budget .  
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D.  F u r t h e r  L imi t a t i ons  

Another cavea t  i s  t h a t  t h e s e  e s t i m a t e s  r e f e r  on ly  t o  Hawaii 
s t a t e  and l o c a l  t a x e s  and t h e r e f o r e  exclude t a x e s  pa id  by Hawaii 
r e s i d e n t s  t o  o t h e r  s t a t e  and l o c a l  governrnents.1 Furthermore,  it 
must b e  recognized t h a t  t h e s e  e s t ima te s  were developed from a  p a r t i -  
c u l a r  s e t  o f  c i rcumstances  which e x i s t e d  i n  t h e  d a t a  yea r  (1960).  
The g r e a t e r  t h e  d e p a r t u r e  from t h a t  s i t u a t i o n ,  t h e  l e s s  app rop r i a t e  
i s  t h e  a p p l i c a t i o n  of t h e  e s t ima te s  t o  t a x  p o l i c y  problems. 

E. Nature and P o t e n t i a l  Cont r ibu t ion  o f  t h e  Es t imates  

From an e q u i t y  p o i n t  of  view, w i t h  income a s  t h e  r e l e v a n t  index 
of e q u a l i t y ,  t h e  a b i l i t y  t o  pay cons ide ra t ion  i s  manifes ted i n  t h e  
r e l a t i o n  of t a x  t o  income, and t h e r e f o r e  i n t e r e s t  i s  cen te red  on t h e  
r a t i o  of  t ax  t o  income ( t h a t  i s ,  t h e  average e f f e c t i v e  t a x  r a t e ) .  
The p o s i t i o n  taken h e r e  i s  t h a t  it i s  t h e  r e l a t i o n  of t a x  payment t o  
income, whatever i t s  source ,  which i s  r e l e v a n t ,  r a t h e r  t han  a  so- 
c a l l e d  ba lance  among t a x e s  on persona l  income, bus ines s  income, 
p roper ty ,  e t c .  A s  I s e e  it, t h e  main oppor tun i ty  f o r  t h e s e  e s t ima te s  
t o  c o n t r i b u t e  t o  d e c i s i o n  making c a p a b i l i t y  i s  w i t h  t h e  r e s p e c t  t o  
t h e  p a t t e r n  of r e l a t i v e  p o s i t i o n s .  I n  o t h e r  words, it i s  t h e  p i c t u r e  
of how t h e s e  r a t e  e s t i m a t e s  s t a c k  up one a g a i n s t  another--which 
income b r a c k e t  has  t h e  h i g h e s t  r a t e ,  which b r a c k e t  i s  nex t  and by 
how much--that seems t o  b e  t h e  primary way i n  which t h i s  work may b e  
u s e f u l .  With t h e s e  i d e a s  i n  mind, l e t  u s  now t u r n  t o  a  b r i e f  d i scus-  
s ion  of what was done i n  t h i s  s tudy  and t h e  r e s u l t s  of  doing it. 

II. OVERVIEW OF THE PROCEDURE 

A .  Income ~ r a c k e t s ~  

The ques t ion  under d i scus s ion  i s  "who pays how much." "Who" 

r e f e r s ,  he re ,  t o  Hawaii r e s i d e n t s 3  and obviously  it i s  impossible  t o  
d i s c u s s  each one i n d i v i d u a l l y ,  so  t h e r e f o r e  " ind iv idua l s "  a r e  
grouped. A u s e f u l  and reasonable  b a s i s  f o r  grouping i s  income4 and 
t h e r e f o r e  t h e  e s t ima te s  r e f e r  t o  e leven income b r a c k e t s ,  t h e  f i r s t  
running under $2,000, t h e  l a s t  running $15,000 and over ,  and a l l  t h e  
o t h e r s  a t  $1,000 increments except  t h e  $10,000 t o  $14,999 b racke t .  
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B. Tax components5 

The assignment of  Hawaii s t a t e  and l o c a l  t a x  d o l l a r s  t o  r e s i d e n t  
income by b r a c k e t s  was done t a x  by t ax :  i n  f a c t  most t a x e s  were 

broken down i n t o  s e v e r a l  components ( t h e  gene ra l  e x c i s e  was s p l i t  
i n t o  more than  a dozen) which were then  apport ioned on an app rop r i a t e  
b a s i s .  I n  gene ra l ,  t a x e s  were ass igned  on t h e  b a s i s  of  e i t h e r  t h e  
source  o r  t h e  u s e  of income. For  example, t h e  r e n t a l  component o f  
t h e  g e n e r a l  e x c i s e  was ass igned on t h e  b a s i s  of  income source  (e .g . ,  
r e n t a l  income and co rpo ra t e  income rece ived  i n  dividends)  i n  t h e  
c a s e  of t h e  more conserva t ive  s h i f t i n g  assumption,6 b u t  w i t h  t h e  
more ex t ens ive  s h i f t i n g  assumption t h i s  assignment was based on 
income u s e  (housing expendi ture ) .  The income source  d a t a  i s  
publ i shed  by t h e  o f f i c e  of t h e  (Hawaii) D i r e c t o r  of  Taxat ion,  and 
t h e  income u s e  d a t a  comes from a 1960 - 6 1  s tudy  of Honolulu 
publ i shed  by t h e  U . S .  Labor Department 's  Bureau of Labor s t a t i ~ t i c s . ~  

C. Tax S h i f t i n g  ~ s s u m ~ t i o n s 8  

The o b j e c t i v e  of making t h e  tax/income r a t i o  c a l c u l a t i o n s  under 
t h e  ( a )  more conse rva t ive  and (b) more ex t ens ive  t a x  s h i f t i n g  
assumptions was t o  c o n s t r u c t  a  p a i r  of extreme s i t u a t i o n s  which 
would set l i m i t s  f o r  comparison. However, even under t h e  (b) 
assumption of r a t h e r  complete forward s h i f t i n g ,  t h e r e  a r e  some com- 
ponents  f o r  which zero  s h i f t i n g  i s  assumed. S i m i l a r l y ,  under t h e  
( a )  more conse rva t ive  assumption, t h e r e  a r e  some components f o r  
which 100 p e r  c e n t  forward s h i f t i n g  i s  assumed. Thus, t h i s  p a i r  of  
c a s e s  i s  n o t  one of abso lu t e  extremes. Rather ,  each c a s e  i s  a 
combination of s e v e r a l  "most l i k e l y "  assumptions (which we a r e  
r a t h e r  con f iden t  o f )  and s e v e r a l  extreme assumptions (about which we 
a r e  r a t h e r  u n c e r t a i n  and t h e r e f o r e  look a t  extreme o p p o s i t e s ) .  I n  
c a s e  ( a )  t h e  extremes a r e  a l l  of t h e  zero  s h i f t  type ,  whereas i n  
c a s e  (b) t h e  extremes a r e  100 p e r  c e n t  forward ~ h i f t i n g . ~  

The i d e a  of t a x  s h i f t i n g  may be explained by way of example. 
A s a l e s  t a x  i s  l ev i ed  and t h e r e f o r e  has  impact on t h e  s e l l e r  of  a 
product .  The s t r u c t u r e  of r e l a t i v e  p r i c e s  of products  (ou tpu t s )  
and f a c t o r s  of  product ion ( i n p u t s )  w i l l  g e n e r a l l y  undergo adjustment 
a s  a r e s u l t  of  t h e  imposi t ion of a t ax .  This  adjustment w i l l  r e s u l t  
i n  an adjustment of  r e a l  income flows and wea l th  s tocks  of t h e  
members of  t h e  community. Assume t h e  adjustments  proceed wi th  f u l l y  
employed resources  from an i n i t i a l  p o s i t i o n  of equ i l ib r ium t o  a 
subsequent equ i l ib r ium.  I f  we say t h e  t a x  i s  no t  s h i f t e d ,  what we 
have i n  mind i s  t h a t  t h e  adjustment r e s u l t s  i n  a dec l ine ,  by t h e  
amount of  t h e  t a x ,  i n  t h e  r e a l  income of t hose  who r e c e i v e  income - 
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from sources  upon which t h e  t a x  was l ev i ed .  On t h e  o t h e r  hand, i f  
we say  t h e  t a x  has  been completely s h i f t e d  forward t o  t h e  consumer, 
what we mean i s  t h a t  t h e  adjustment r e s u l t s  i n  a d e c l i n e ,  by t h e  
amount of  t h e  t a x ,  i n  t h e  - r e a l  income of t hose  who u s e  t h e i r  income 
t o  purchase t h e  produc ts  whose s a l e  i s  s u b j e c t  t o  t h e  t a x  levy.  

Th i s  s imple  b u t  only  p a r t i a l  formulat ion l eads  t o  a consider-  
a t i o n  of t a x  s h i f t i n g  which corresponds t o  t h e  concept of  a b s o l u t e  
t a x  inc idence .  A more complete and more a p p r o p r i a t e  p a i r  of  a l t e r -  
n a t i v e  formula t ions  may b e  mentioned. The f i r s t  cons ide r s  t h e  
adjustment which r e s u l t s  from t h e  s u b s t i t u t i o n  of one t a x  f o r  
another  of  equa l  y i e l d ,  w i t h  no change i n  t h e  expendi ture  s i d e  of 
t h e  budget. The second cons ide r s  t h e  adjustment which r e s u l t s  from 
t h e  imposi t ion o f  t h e  t a x  and t h e  expendi ture  of t h e  t a x  revenue by 
t h e  government. These approaches i nvo lve  t h e  concepts  of  d i f f e r e n -  
t i a l  t a x  inc idence  and budget  inc idence  r e s p e c t i v e l y .  

The c a l c u l a t i o n  of t h e  r a t i o  o f  tax/income ( a s  i n  t h i s  s tudy)  
sugges t s  t h e  following.  The observed income occurs  a s  t h e  r e s u l t  
of  adjustment (assuming equi l ib r ium)  t o  bo th  t h e  impos i t ion  of t h e  
t a x  and t h e  expendi ture  of t h e  t a x  revenues. The c a l c u l a t e d  t a x  
assignments t o  bo th  sources  and u s e s  o f  income r e p r e s e n t  r educ t ions  
i n  income a v a i l a b l e  f o r  expendi ture  on goods and s e r v i c e s  o t h e r  
than  t h o s e  provided by t h e  t ax ing  a u t h o r i t y .  That i s ,  t h e  c a l c u l a t e d  
t a x  assignments r e p r e s e n t  sha re s  of  t h e  c o s t  of  expendi tures  by 
Hawaii s t a t e  and l o c a l  governments. 

The e f f e c t i v e  t a x  r a t e  e s t ima te s  developed i n  t h i s  s tudy  may b e  
used i n  a d i f f e r e n t i a l  inc idence  c a l c u l a t i o n .  One could ,  f o r  
example, compare t h e  d i s t r i b u t i o n  of e f f e c t i v e  a c t u a l  t a x  r a t e s  w i t h  
t h e  d i s t r i b u t i o n  o f  e f f e c t i v e  p r o p o r t i o n a l  income t a x  r a t e s  where 
t a x  y i e l d  i s  unchanged. But it should b e  noted t h a t  such a ca l cu l a -  
t i o n  assumes t h a t  i d e n t i c a l  income d i s t r i b u t i o n s  e x i s t  under bo th  
t a x  s t r u c t u r e s .  

D.  Income concepts10 

Adjusted g r o s s  income (A.G.I . )  i s  probably a q u i t e  f a m i l i a r  
concept because of a s s o c i a t i o n  w i t h  pe r sona l  income t a x  r e t u r n s .  
This  concept was used a s  a b a s i s  f o r  determining income b r a c k e t s  be- 
cause  more and b e t t e r  d a t a  (of t h e  t ype  r e l e v a n t  f o r  t h i s  work) were 
organized t h i s  way. Th i s  means t h a t  t h e  u n i t  of account ,  o r  i nd i -  
v i d u a l  member of t h e  group which makes up t h e  b r a c k e t ,  i s  t h e  Hawaii 
s t a t e  persona l  income t a x  r e t u r n .  Usua l ly  t h i s  t a x  r e t u r n  r ep re sen t s  
more than one i n d i v i d u a l ,  and t h e r e  would seem t o  b e  a rough 
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correspondence between t h e  t a x  r e t u r n  and t h e  fami ly  o r  expendi ture  
u n i t .  Although t h e  i n t e r -b racke t  un i formi ty  of t h e  d i s t r i b u t i o n  of 
t h i s  c h a r a c t e r i s t i c  of correspondence i s  c e r t a i n l y  doub t fu l ,  our  
f i g u r e s  i n d i c a t e  t h a t  t h e  income b racke t  percen tages  f o r  bo th  income 
source  and u s e  do n o t  show much v a r i a t i o n  when based on persona l  
income compared t o  A.G.I. 

The ve ry  a c t  of  aggregat ion r e l i n q u i s h e s  t h e  oppor tun i ty  f o r  
d i s t i n c t i o n  among t h e  p o s i t i o n s  of t h e  members of t h e  group. There- 
f o r e  t h e s e  e s t ima te s  a r e  n o t  u s e f u l  f o r  a d i s cus s ion  regard ing  t h e  
equa l  t r ea tmen t  of equa ls  ( h o r i z o n t a l  e q u i t y ) ;  r a t h e r  t h e  concern 
h e r e  i s  w i t h  t h e  t rea tment  of unequals ( v e r t i c a l  e q u i t y ) .  Of 
cou r se  t h e  wider  t h e  income range covered by t h e  b r a c k e t ,  t h e  more 
c o s t l y  ( i n  terms of l o s t  d e t a i l )  i s  t h e  aggregat ion p r a c t i c e .  

The A.G. I .  d a t a  can b e  improved f o r  our  u s e  by making appro- 
p r i a t e  adjustments  f o r  t h e  non-shif ted p o r t i o n  of bus ines s  t axes .  
I n  f a c t  t h i s  was done, b u t  t h e  change does n o t  produce any s i g n i f i -  
c a n t  a l t e r a t i o n  of t h e  r e s u l t s .  To go a s t e p  f u r t h e r ,  a measure of 
broadened income was cons t ruc ted .  Roughly speaking,  t h i s  was 
accomplished by making a d d i t i o n s  t o  A.G.I.  t o  account f o r :  (1) 
u n d i s t r i b u t e d  co rpo ra t e  p r o f i t s ,  ( 2 )  non-shif ted p o r t i o n  of f e d e r a l  
and s t a t e  c o r p o r a t e  income t a x ,  ( 3 )  employer c o n t r i b u t i o n s  f o r  
s o c i a l  insurance ,  (4)  unemployment insurance ,  (5)  t r a n s f e r  payments 
( i nc lud ing  w e l f a r e  payments and v e t e r a n s  b e n e f i t s ) ,  and (6 )  undis-  
t r i b u t e d  f i d u c i a r y  income. S ince  a l l  of t h e s e  i tems may b e  expected 
t o  b e  d i s t r i b u t e d  d i f f e r e n t l y  and non-uniformly through t h e  income 
b r a c k e t s ,  t h e r e  i s  some e f f e c t  on t h e  r e s u l t a n t  p a t t e r n  o f  average 
t a x  r a t e s .  The reason f o r  o f f e r i n g  t h i s  a l t e r n a t i v e  income measure 
i s  t o  sugges t  t h e  n a t u r e  of b i a s  i n  t h e  r e s u l t s  due t o  t h e  narrow- 
n e s s  o f  A.G. I .  F i n a l l y ,  one may a d j u s t  bo th  A.G.I.  and Broadened 
Income t o  a r r i v e  a t  a f i g u r e  f o r  income n e t  of f e d e r a l  t axes .  This  
t o o  h a s  been done and t h e  t a x  r a t e s  which r e s u l t  appear i n  columns 
3 and 5 of each of t h e  Tables  I through I V .  (See Tables  I t o  I V  on 
pp-  7 t h r u  10 . )  

Ill. COMPOSITION OF THE SUMMARY 
TABLES AND THEIR DIFFERENCES 

The da t a  used h e r e  r e f e r  t o  1960. Column 2 i n  Table I i s  
headed: T o t a l  Tax/A.G.I., and below t h i s  t h e r e  i s  a p a i r  of columns 
of f i g u r e s ,  one l abe l ed  % and t h e  o t h e r  Rank. The % f i g u r e s  repre-  
s e n t  t h e  r a t i o  of t o t a l  t a x / t o t a l  income, f o r  each income b racke t :  





TOTAL TAX: AVERAGE EFFECTIVE TAX RATE PER INCOME BRACKET BY INCOME CONCEPT - 
C o n s e r v a t i v e  S h i f t i n g  Assumption,  Wi th  Adjus tment  ( D e d u c t i b i l i t y  and Expo r t )  

T o t a l  Tax T o t a l  Tax T o t a l  Tax 
A.G.I. A.G.I. minus Broadened 

Income B r a c k e t  T o t a l  Tax F e d e r a l  Tax lncome 

T o t a l  Tax 
Broadened Income minus 
F e d e r a l  Tax 

(Thousands o f  
D o l l a r s )  P e r c e n t  Rank P e r c e n t  P e r c e n t  Rank P e r c e n t  Rank 

7 

Under $2 ,000  

$ 1 5 , 0 0 0  and  o v e r  

- 
Overall T o t a l  108 ,692 .0  10.50 (4-5) 12.90 (4-5) 8.64 ( 5 )  11 .27  ( 4 )  



TABLE Ill 

TOTAL TAX: AVERAGE EFFECTIVE TAX RATE PER INCOME BRACKET BY INCOME CONCEPT 

Extensive Shifting Assumptions, No Adjustment (Neither Deductibility Nor Export) 

Total Tax Total Tax Total Tax Total Tax 
A.G.I. A.G.I. minus Broadened Broadened Income mlnus 

Illcome Bracket Total Tax Federal Tax Incane Federal Tax 
(Thousands of 
Dollars) Percent Rank Percent Rank Percent Rank Percent - Rank 

under $2,000 

$ z.000 - $ 2,999 

$ 4,000 - $ 4,999 

$ 5.000 - $ 5,999 

$ 6.000 - $ 6,995 

$ '7,000 - $ 7,995 

$ 8.000 - $ 8,999 

$ 9,000 - $ 9,999 

~io.ooo - $rs,srs 

S15.000 and over 

Overall Total 144,807.0 13.99 (5-6) 17.78 (5-6) 11.79 (4) 15.50 (4-5) 
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E x t e n s i v e  S h i f t i n g  Assumpt ions .  Wi th  Adjus tment  ( D e d u c t i b i l i t y  and Expo r t )  

Income B r a c k e t  

T o t a l  Tax T o t a l  Tax T o t a l  Tax 
A.G.I. A . G . I .  minus  Broadened 

T o t a l  Tax F e d e r a l  Tax Inconre 

T o t a l  Tax 
Broadened Income nlinus 
F e d e r a l  Tax 

(Thousands o f  
D o l l a r s )  P e r c e n t  P e r c e n t  P e r c e n t  P e r c e n t  - Rank 

SLS.000 and  o v e r  

O v e r a l l  T o t a l  127 ,900 .0  12.36 (6 )  1 5 . 7 1  ( 6 )  10 .41  ( 5 )  13.69 (4 )  
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t h e s e  r a t i o s  may b e  viewed a s  average e f f e c t i v e  t a x  r a t e s .  Thus, t o  
c o n s t r u c t  an example, i f  t h e  e s t i m a t e  f o r  t h e  $6,000 t o  $6,999 b racke t  
i s  t a x  of $ 1  m i l l i o n  and income of $5 m i l l i o n ,  t h e  tax/income r a t i o  
i s  20% and s o  tie say  t h a t  t h e  average e f f e c t i v e  t a x  r a t e  on income 
f o r  incomes i n  t h i s  b r a c k e t  i s  2w11 The ranks  a r e  based on t h e s e  
r a t e s  ( rank #1 be ing  ass igned  t o  t h e  income b r a c k e t  w i t h  t h e  h i g h e s t  
r a t e ,  and rank #11 t o  t h e  b r a c k e t  w i t h  t h e  lowest  r a t e ) .  

Table  I p r e s e n t s  f o u r  columns s i m i l a r  t o  column 2 (columns 2  
through 5 ) .  Each shows a  set of average e f f e c t i v e  t a x  r a t e s  and 
t h e  accompanying ranks .  D i f f e r ences  i n  t h e s e  r e s u l t s  a r e  due t o  
d i f f e r e n c e s  i n  t h e  income concept (the denominator of t h e  tax/income 
r a t i o )  employed; t h e  t a x  measure ( t h e  numerator of  t h e  tax/income 
r a t i o )  i s  t h e  same i n  each case .  Tables 1 1 ,  111, and I V  a r e  s i m i l a r  
t o  Table  I .  The d i f f e r e n c e s  i n  t h e  r e s u l t s  shown i n  each t a b l e  f o r  - 
a g iven  column ( look a t  column 2, f o r  example, i n  each t a b l e )  a r e  
due t o  d i f f e r e n c e s  i n  t h e  t a x  measure; income ( t h e  denominator) i s  
t h e  same f o r  a  given column (2 )  i n  every t a b l e .  Each t a b l e  i s  
concerned wi th  t o t a l  Hawaii s t a t e  and l o c a l  t a x e s ,  b u t  Tables  I 
and 11 r e f l e c t  the conse rva t ive  t a x  s h i f t i n g  assumption ( t h a t  no 
t a x  s h i f t i n g  occurred f o r  almost a l l  t ypes  of t a x e s ,  t h e  most no t ab l e  
except ion be ing  t h a t  of  t h e  r e t a i l i n g  p o r t i o n s  of t h e  gene ra l  exc i se  
which i n  a l l  c a s e s  were assumed t o  b e  s h i f t e d  forward t o  t h e  con- 
sumer. Tables  I11 and I V  r e f l e c t  t h e  more ex t ens ive  t a x  s h i f t i n g  
assumption (of  r a t h e r  s u b s t a n t i a l  t a x  s h i f t i n g  from bus inesses ,  
which a r e  t h e  impact s i t e  of  t h e  levy,  t o  consumers). There i s  a  
common d i f f e r e n c e  between Tables  I and I1 and between Tables  I11 
and I V .  Th is  d i f f e r e n c e  is t h a t  t h e  r e s u l t s  i n  Tables  I1 and I V  
r e f l e c t  an adjustment app l i ed  t o  account f o r  ( a )  t h e  d e d u c t i b i l i t y  
of  c e r t a i n  s t a t e  and l o c a l  t a x e s  f o r  f e d e r a l  income t a x  purposes and 
(b) nonres iden t  owners among Hawaii bus ines s  t axpayers ;  f o r  Tables I 
and 111 no such adjustment has  been app l i ed ,  12 

IV. OVERVIEW OF THE RESULTS 
IN THE SUMMARY  TABLES'^ 

The r e s u l t s  y i e lded  by t h e s e  d i f f e r e n t  c a l c u l a t i o n s  emerge w i t h  
a  r a t h e r  c o n s i s t e n t  p a t t e r n  o f  c h a r a c t e r i s t i c s .  I n  gene ra l ,  t h e  
middle income group of b r a c k e t s  (perhaps from $5,000 and c e r t a i n l y  
from $6,000 through $9,999 and perhaps even a s  f a r  along a s  $12, 00014 
has  t h e  lowest  r a t e  assignments compared t o  b r a c k e t s  below and above 
t h i s  group. I n  a d d i t i o n  t h e  f i v e  o r  s o  b r a c k e t s  w i th in  t h i s  group 
a r e  t r e a t e d  r a t h e r  uniformly ( t h a t  i s ,  t h e i r  r a t e  assignments a r e  
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f a i r l y  equal  and s o  t h e  o v e r a l l  t a x  r a t e  s t r u c t u r e  i s  r a t h e r  propor- 
t i o n a l  i n  t h i s  income range) .  Thus a graph,  w i th  t h e  average e f f ec -  
t i v e  t a x  r a t e  on t h e  v e r t i c a l  a x i s  and income (b racke t s )  on t h e  
h o r i z o n t a l ,  t r a c e s  a s o r t  of horseshoe shape w i t h  a f l a t  bottom i n  
t h e  middle income range. I t  i s  important  t o  p o i n t  o u t ,  however, 
t h a t  i n  o r d e r  t o  d e l i n e a t e  t h e  f i v e  income b r a c k e t s  between $5,000 
and $9,999 it was necessary  t o  i n t e r p o l a t e  our  income and expendi ture  
p a t t e r n  d a t a .  For t h i s  reason t h e  i n t e r b r a c k e t  d e t a i l  of  our  r e s u l t s  
( t h e  t a x  r a t e  e s t i m a t e s )  i n  t h i s  income range may no t  b e  a s  s i g n i f i -  
c a n t  a s  t h a t  o f  t h e  r e s t  of t h e  income s c a l e .  15 

N r O * M @ t - r n r n O M M  
, 1 1 1 1 1 1 1 - - -  
a 3 N r O * l n c D P - r n "  
v 
C 

m o  G - > 
3 0 

Income Brackets (Thousand Dollars) 

The bottom income b racke t  (under $2,000) main ta ins  a r e l a t i v e l y  
h i g h  r a t e  assignment. Genera l ly  speaking,  t h i s  r a t e  i s  ou t s t and ing  
i n  two senses :  (1) t h e r e  i s  a r a t h e r  s u b s t a n t i a l  d i f f e r e n c e  between 
t h e  bottom b r a c k e t  r a t e  and t h e  nex t  h i g h e s t  r a t e ;  and ( 2 )  t h e r e  i s  
a l a r g e  d i f f e r e n c e  between t h e  bottom b racke t  r a t e  and t h e  r a t e s  
ass igned t o  t h e  o t h e r  income b racke t s  a t  t h e  low end o f  t h e  income 
s c a l e .  

Some of t h e  o t h e r  c h a r a c t e r i s t i c s  of  t h e  d i s t r i b u t i o n  of r a t e s  
a r e  more s e n s i t i v e  t o  t h e  d i f f e r e n t  c a l c u l a t i o n s .  For  a given 
income concept (A.G. I . ,  f o r  example), use  o f  t h e  more conse rva t ive  
assumption regard ing  s h i f t i n g  wi th  no adjustment ( s e e  column 2 o f  
Table I )  r e s u l t s  i n  a r a t h e r  high r a t e  assignment f o r  t h e  t o p  income 
b r a c k e t  ($15,000 and o v e r ) .  However i f  we switch t o  t h e  more exten-  
s i v e  s h i f t i n g  assumption (and change nothing e l s e )  t h e  r a t e  ass igned  



INTRODUCTION AND SUMMARY 

t o  t h e  t o p  income b r a c k e t  d e c l i n e s  s u b s t a n t i a l l y ,  and i n  f a c t  
becomes lower t h a n  a l l  o t h e r  r a t e s ,  e s p e c i a l l y  t h o s e  of t h e  lower 
income b racke t s .  (See column 2 o f  Table  111).  his e f f e c t  of  t h e  
change i n  t h e  t a x  s h i f t i n g  assumption i s  reasonable ,  given t h e  
n a t u r e  of t h e  source  d i s t r i b u t i o n  of income and expendi ture  p a t t e r n s ,  
t h e  importance o f  i n d i r e c t  t a x e s ,  and t h e  f a c t  t h a t  t h i s  change i n  
assumptions is r e f l e c t e d  i n  a switch from t a x  assignment based on 
income source  t o  t h e  income u s e  b a s i s .  

When t h e  more conse rva t ive  s h i f t i n g  assumption i s  maintained,  
t h e  i n t r o d u c t i o n  of t h e  adjustment ( f o r  f e d e r a l  t a x  d e d u c t i b i l i t y  
and nonres iden t  ownership) r e s u l t s  i n  a non-uniform decrease  of a l l  
r a t e s ,  w i th  t h e  most s u b s t a n t i a l  d e c l i n e  occu r r ing  i n  t h e  two h i g h e s t  
income b r a c k e t s  ( e s p e c i a l l y  i n  t h e  t o p  one ) .  Again, t h i s  r e s u l t  
( s e e  column 2 o f  Table 11) corresponds t o  what i s  e s t a b l i s h e d  
a n a l y t i c a l l y .  S i m i l a r l y ,  d i f f e r e n t  income concepts  y i e l d  d i f f e r e n t  
r e s u l t s ,  b u t  t h e  displacements  do n o t  appear t o  be major (except  
perhaps t h e  e f f e c t  on t h e  $2,000 t o  $2,999 b racke t  o f  t h e  switch 
from A . G . I .  t o  t h e  Broadened Income concep t ) .  Th i s  gl impse of t h e  
r e s u l t s  i s  n o t  t h e  p l a c e  t o  pursue t h i s  l i n e ,  b u t  a more d e t a i l e d  
examination inc lud ing  i n d i v i d u a l  t r ea tmen t  of t h e  more important  
component t a x e s  i s  presen ted  i n  subsequent chap te r s .  

To t h e  e x t e n t  t h a t  t h e s e  e s t i m a t e s  a r e  accu ra t e ,  one may wish 
t o  conf ron t  them w i t h  h i s  own no t ion  o f  an i d e a l  p a t t e r n .  Lack of 
congruence between t h e  " a c t u a l "  and t h e  i d e a l  would appear t o  
i n d i c a t e  a gu ide  f o r  po l i cy .  A s  was mentioned, however, it i s  no t  
t h e  purpose o f  t h i s  s tudy  t o  make such r ecomenda t ions ,  l e t  a lone 
t o  p re sen t  a formula t o  be followed. And it i s  important  t h a t  con- 
s i d e r a t i o n  o f  t h e s e  e s t ima te s  always t a k e  p l a c e  w i th  t h e  contex t  of 
t h e  remarks i n  the preceding s e c t i o n s  o f  t h i s  Chapter .  

V. SUBSEQUENT CHAPTERS 

Chapter 2 d e a l s  wi th  a l t e r n a t i v e  income concepts  and e s t ima te s  
and t h e  m a t e r i a l  i s  somewhat t e c h n i c a l .  Chapter  3 p r e s e n t s  our 
r e s u l t s  ( t h e  t a x  r a t e  e s t ima te s )  i n  a s e t  o f  graphs and a t t e n d e n t  
comments. Chapters  4 ( o v e r a l l  t a x e s )  and 5 (component t a x e s )  a l s o  
d e a l  wi th  t h e  r e s u l t s ,  b u t  g i v e  a b i t  more d e t a i l  than i s  found i n  
Chapter 3 .  Chapter 6 reviews t h e  procedures  followed i n  construc-  
t i n g  t h e  e s t ima te s  and t h e r e f o r e  i s  r a t h e r  t e c h n i c a l .  Chapter 7 
c o n s i s t s  of some remarks i n  summary. The Appendix con ta ins  t h e  t a b l e s  
of support ing m a t e r i a l .  
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The reader who is mainly interested in the general nature of 
the results may prefer to read Chapters 1, 3, and 7, and just the 
introductory paragraphs of the other chapters and perhaps glance at 
the rest. Chapters 4 and 5 are mainly for readers interested in the 
details of the effects which changes in assumptions and income con- 
cepts have on the tax rate estimates. Chapter 6 is directed to those 
who wish to reconstruct or extend the study. The Appendix Tables 
are essential for readers who wish to pursue anything more than just 
a superficial interest in the report. 



INCOME: CONCEPTS AND DATA 

Thi s  chapte r  w i l l  d e a l  w i th  two main i s s u e s .  One, taken up i n  
Sec t ion  I ,  i s  t h e  s e l e c t i o n  of t h e  b a s i c  income concept which i s  used 
t o  determine t h e  b r a c k e t  groupings. We s e l e c t  t h e  A.G.I .  concept 
which appears  i n  pe r sona l  income t a x  d a t a .  Th i s  b a s i c  o r  "narrow" 
concept i s  a l s o  used a s  t h e  denominator i n  t h e  c a l c u l a t i o n  of a s e t  
of  e s t i m a t e s  of  t h e  e f f e c t i v e  t a x  r a t e  s t r u c t u r e .  Sec t ion  11 d e a l s  
w i th  t h e  second main i s s u e  which i s  t h e  cons t ruc t ion  of a "broadened" 
income concept. Sec t ion  111 i s  concerned wi th  income a f t e r  t a x  
(bo th  A.G.I .  and Broadened Income). S e c t i o n  I V  p r e s e n t s  some b r i e f  
comparisons of t h e  d i s t r i b u t i o n s  o f  t h e  s e v e r a l  income concepts.  

Some r eade r s  may f i n d  t h e  m a t e r i a l  i n  t h i s  chap te r  more techni -  
c a l  than  t h e i r  i n t e r e s t .  I n  t h i s  ca se ,  one may n o t e  t h e  c o n t e n t  
h e r e  by read ing  t h e  headings.  I n  p a r t i c u l a r ,  subheadings 1 through 
8 ,  P a r t  A,  Sec t ion  I1 w i l l  p rov ide  a qu ick  view o f  t h e  d i f f e r e n c e  
between A.G.I.  and "Broadened Income." Thus, t hose  who a r e  i n t e r e s t -  
ed mainly i n  the gene ra l  f i nd ings  may s k i p  Chapter 2 and go d i r e c t l y  
t o  Chapter  3 .  

I. THE NARROW INCOME CONCEPT 

With regard  t o  t h e  s e l e c t i o n  of t h e  "narrow" income concept ,  a 
p a i r  of  items w i l l  be looked a t .  F i r s t ,  some cons ide ra t ions  involv-  
i n g  t h e  s i z e  of b r a c k e t  d i s t r i b u t i o n  a r e  examined and then  t h e  
s u b j e c t  of t h e  t o t a l  amount of income t o  b e  d i s t r i b u t e d  i s  d iscussed .  

A.  Income S i z e  Bracket  D i s t r i b u t i o n s  

There a r e  s e v e r a l  s e t s  of  income s i z e  b racke t  d i s t r i b u t i o n  d a t a  
f o r  Hawaii. These a r e  b a s i c a l l y  of two types :  U.S. Fede ra l  Census 
d a t a  and income t a x  r e t u r n  da t a .  The income t a x  r e t u r n  d a t a  a r e  
compiled s e p a r a t e l y  from both  t h e  U.S. Fede ra l  and Hawaii S t a t e  
pe r sona l  income t a x  r e tu rns .  

None of t h e s e  sets of s ta t is t ics  a r e  i d e a l  f o r  t h e  purpose of 
t h i s  s tudy.  This  i s  t r u e  e s p e c i a l l y  because t h e  chosen income con- 
c e p t  i s  used bo th  ( a )  a s  t h e  c r i t e r i o n  f o r  e s t a b l i s h i n g  income 
c l a s s e s  f o r  t h e  purpose of t a x  a l l o c a t i o n  and (b)  a s  an index f o r  
c a l c u l a t i n g  an e f f e c t i v e  t a x  r a t e  d i s t r i b u t i o n .  Because o f  t h i s  p a i r  
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of uses, particularly the latter one, it is difficult to avoid asso- 
ciation with the implicit assumption that this income concept is the 
appropriate tax base. Therefore, the assumption is explicitly 
denied. Our choice of concept is based on statistical practicality 
rather than theoretical ~onsiderations.~ Let us now take note of 
some of the main differences between the available sets of income 
data. 

1. Data differences and the selection of income tax return 
income data 

In the census data the unit of account is separated into fami- 
lies and unrelated individuals (which may be combined under the 
general term "household"), whereas the tax return data refer to the 
aggregated tax returns, which include individual returns and joint 
returns. Incidentally, the B.L.S. expenditure pattern data uses the 
family unit, but defines the term as broadly as the "household" just 
referred to. Furthermore, the tax return data brackets refer to 
adjusted gross income (A.G.I.), but the census refers to a money 
income concept which is different mainly in that transfer payments 
(such as unemployment insurance, welfare payments, social security, 
etc.) are included but receipts from the sale of property not part 
of business inventory (and therefore capital gains) are excluded.2 
Also, the most recent census (1960) reports income for 1959, tax 
return data for 1960 are available (in fact tax return data are 
reported annually). 

Even though the census unit (family or "household") seems 
preferable to the tax return, there are other considerations which 
led to the decision to use the tax return income data. The tax 
return data include income size bracket distributions by source of 
income (e.g., wages, profits, etc.) which are necessary for this 
study. Also, the census data report the number of units per bracket, 
but not total dollars received (these must be estimated for each 
bracket by assuming a mean income) whereas the tax returns report 
dollar totals. 

Given the selection of the tax return data, there are three 
related matters to consider in this connection. One is the choice 
between federal and state income tax return data. The second is the . 
use of tax return income data in combination with the B.L.S. expendi- 
ture pattern data which uses a "household" unit and a different 
income concept. The third is the consideration of some bias involved 
in the use of tax return data. The second item is perhaps most 
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important and therefore  w i l l  be covered f i r s t .  

2. Combined use of income t ax  re turn  income data and B.L.S. 
expenditure data 

No attempt was made t o  adjus t  f o r  the  f a c t  t h a t  the  income data 
brackets  r e f e r  t o  tax  re turns  while t h e  expenditure data brackets  
r e f e r  t o  "householdn.3 Furthermore, it was decided not t o  adjus t  
f o r  t h e  f a c t  t h a t  t h e  expenditure data  brackets  r e f e r  t o  money 
income (but  including food and housing received a s  income) a f t e r  
taxes  ( a l l  income, p o l l  and personal property t axes ) .  I n  order t o  
make t h e  adjustment it would have been necessary t o  use information 
about intra-bracket  d i s t r i bu t ions  which was not avai lable.  However, 
t h e  following remarks may a id  i n  understanding t h e  problem. 

Some of the  u n i t s  a t  the  upper end of the  bottom bracket of 
after-tax-income would appear i n  t h e  next higher bracket of before- 
tax-incone, therefore  some members of t h e  group would leave but  none 
would enter .  From t h i s  it follows t h a t  the re  would be ent ry  t o  and 
e x i t  from a l l  o ther  brackets  except t h e  top  one where of course 
the re  would be no e x i t .  To the  extent  t h a t  tax  payments a r e  abso- 
l u t e l y  l a rger  the  higher the  income bracket,4 t h e  l ikel ihood of a 
member s h i f t i n g  t o  a higher bracket ( i - e . ,  pre-tax compared t o  post- 
tax)  i s  g rea te r  the  higher i s  h i s  i n i t i a l  (af ter - tax)  bracket,  f o r  
any given intra-bracket  pe rcen t i l e  posi t ion.  For t h i s  reason the  
number of members s h i f t i n g  out of a l l  brackets (except the  top 
bracket) i s  l i k e l y  t o  be larger  than t h e  number s h i f t i n g  in .  How- 
ever,  t h i s  tendency toward an increasing upward b i a s  ( i n  number of 
members) i s  countered t o  the  extent  t h a t  lower brackets have abso- 
l u t e ly  larger  membership than higher brackets (and a s  was mentioned 
the  intra-bracket d i s t r i bu t ion  differences a re  a l so  re levant) .  ~ h u s  
t h i s  before-tax, a f t e r - t ax  aspect r e s u l t s  i n  some uncorrected over- 
a l loca t ion  of members t o  the  bottom bracket and underallocation t o  
the  top  bracket ,  with balancing type tendencies operating with 
respect t o  the  other  brackets.  On the  other  hand, t h e  B.L.S. brack- 
e t s  count t r ans f e r  payments a s  income, but t h i s  i t e m  i s  not included 
i n  A.G.I. With respect t o  t h i s  aspect of the  income concept d i f f e r -  
ence, the  e f f ec t  on the  bottom bracket i s  just  the  opposite a s  
discussed above (consider,  f o r  example, t h a t  t r ans f e r s  may be viewed 
a s  negative t axes ) ,  and therefore  t h i s  pa i r  of forces tend t o  
balance. The same i s  suggested f o r  the  intermediate brackets  (where 
the  individual  forces tend t o  balance a lso) .S  For the  top bracket 
the  s i t u a t i o n  i s  one of outflow only, which tends t o  balance the  
inflow r e s u l t  noted above. Therefore, it was decided t h a t  the  
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adjustment was n o t  worthwhile. 

So much f o r  t h e  d i f f e r e n c e  i n  t h e  income concept i n  t h e s e  two 
s e t s  of  da t a .  A f u r t h e r  p o i n t  involves  t h e  d i f f e r e n c e  i n  t h e i r  
income b r a c k e t  i n t e r v a l s .  This  m a t t e r  i s  d i scussed  below i n  i tem 5. 

3 .  S e l e c t i o n  o f  Hawaii S t a t e  income t a x  r e t u r n  income d a t a  

The U.S. Treasury Department, I n t e r n a l  Revenue Se rv i ce ,  publ i shes  
Hawaii income d a t a  based on f e d e r a l  pe r sona l  income t a x  r e t u r n s  i n  
S t a t i s t i c s  of  Income, and t h e  Hawaii D i r e c t o r  of Taxat ion pub l i shes  
Hawaii income d a t a  based on s t a t e  pe r sona l  income t a x  r e t u r n s  i n  
P a t t e r n s  of Income.6 Both of t h e s e  develop t o t a l  income (A.G.I . )  
d i s t r i b u t i o n s  which t u r n  ou t  t o  be  q u i t e  s i m i l a r .  The U.S. publ ica-  
t i o n  ( S t a t i s t i c s )  r e f e r s  t o  t h o s e  r e t u r n s  f i l e d  i n  t h e  Honolulu 
1,R.S. O f f i c e  (and t h e r e f o r e  i nc ludes  some r e t u r n s  of m i l i t a r y  
personne l ,  f o r  example, who do n o t  f i l e  Hawaii income t a x  r e t u r n s )  
whereas t h e  Hawaii volume ( P a t t e r n s )  shows r e s i d e n t  and nonres iden t  
r e t u r n  informat ion sepa ra t e ly .  I t  was decided t o  u s e  t h e  d a t a  from 
P a t t e r n s  because it included Hawaii income source  d i s t r i b u t i o n s .  
(The on ly  income source  d a t a  i n  S t a t i s t i c s  a r e  f o r  t h e  U.S. a s  a 

whole.) So much f o r  t h e  d i scuss ion  of a v a i l a b l e  income s i z e  b racke t  
d i s t r i b u t i o n s  w i t h  regard  t o  t h e  s e l e c t i o n  of t h e  narrow income 
concept.  

4. Some b i a s  

Le t  u s  t a k e  a b r i e f  look a t  some b i a s  involved i n  t h e  use  of 
t a x  r e t u r n  da t a .  I n  p a r t i c u l a r  we a r e  concerned w i t h  t h e  under 
$2,000 income b racke t .  Consider ,  f o r  example, t h e  e x c i s e  t a x  compo- 
nent .  The es t imated  e x c i s e  t a x  r a t e  f o r  t h i s  b r a c k e t  i s  t h e  r a t i o  
o f  t a x  t o  income, where t a x  i s  t h e  t o t a l  d o l l a r s  of e x c i s e  t a x  
ass igned  t o  t h e  b r a c k e t ,  and income i s  t h e  t o t a l  d o l l a r s  of  income 
ass igned  t o  t h e  b racke t .  

Using t a x  r e t u r n  d a t a ,  t h e  income f i g u r e  i s  A.G. I . ,  and t h e  
assignment t o  t h e  under $2,000 b racke t  i s  t h e  t o t a l  from r e t u r n s  wi th  
A.G. I .  under $2,000. Some of t h e  r e t u r n s  i n  t h e  ca tegory  r ep re sen t  
income f o r  l e s s  t han  a f u l l  year  ( e . g . ,  a  taxpayer  who remained i n  
Hawaii f o r  t h r e e  months dur ing t h e  yea r  and had $1,800 income dur ing 
t h a t  p e r i o d ) .  I d e a l l y ,  t h e  under $2,000 b racke t  would r ep re sen t  
u n i t s  w i t h  annual income.under $2,000. To t h e  e x t e n t  t h a t  f r a c t i o n a l  
yea r  r e t u r n s  appear i n  t h i s  b r a c k e t ,  t h e r e  i s  an overassignment of 
income h e r e  (and an underassignment t o  o t h e r  b s a c k e t s f . 7  Fur ther -  
more, we may consider  t h a t  an overassignment of income t o  t h i s  
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b r a c k e t  r e s u l t s  from dependents (such a s  c h i l d r e n  who work par t - t ime)  
who f i l e  s e p a r a t e  r e t u r n s .  An upward b i a s  i n  t h e  amount of  income 
ass igned  t o  t h e  b r a c k e t  r e s u l t s  i n  a downward d i s t o r t i o n  of t h e  t a x  
r a t e  es t imate .  

Now a s  r ega rds  t h e  t a x  f i g u r e  ( t h e  numerator i n  t h e  tax/income 
r a t i o )  we no te  t h e  fol lowing.  Tax i s  ass igned t o  b r a c k e t s  on t h e  
b a s i s  of  e i t h e r  t h e  use  o r  t h e  source  i n ~ o m e . ~  With r e s p e c t  t o  t h e  
use  income, assignments a r e  based upon expendi ture  parameters  (an 
expendi ture  parameter f o r  an income b r a c k e t  i s  t h e  propor t ion  of 
t o t a l  expendi ture  which i s  accounted f o r  by t h e  b r a c k e t ) .  The B.L.S. 
Expenditure Survey p rov ides ,  f o r  p a r t i c u l a r  i t ems ,  an average expen- 
d i t u r e  on t h e  i t e m  b y  a m e m b e r  of t h e  b racke t .  The Survey inc ludes  
bo th  f a m i l i e s  and u n r e l a t e d  i n d i v i d u a l s  and c l a s s i f i c a t i o n  a s  t o  
income b r a c k e t  i s  based upon t h e  respondent ' s  annual  income. TO 
c a l c u l a t e  t o t a l  expendi ture  on t h e  i t e m  by t h e  members of t h e  
b r a c k e t ,  t h e  average expendi ture  f i g u r e  was m u l t i p l i e d  by t h e  number 
o f  u n i t s  ( f a m i l i e s  and u n r e l a t e d  i n d i v i d u a l s )  i n  t h e  b racke t .  The 
number of u n i t s  came from U.S. Census d a t a ,  where, aga in ,  respondents 
were c l a s s i f i e d  on t h e  b a s i s  of  annual  income. Thus t h e  use  of 
income assignment d i d  n o t  involve  t h e  aforementioned t a x  r e t u r n  d a t a  
b i a s .  The source  of income assignment (of t h e  e x c i s e  t a x ,  f o r  
example) would inc lude  such b i a s ,  because source  of income informa- 
t i o n  comes from t a x  r e t u r n  d a t a  ( i n  f a c t  source  d a t a  i s  a major 
reason f o r  u s ing  t a x  r e t u r n  d a t a ) .  However, t h e  upward b i a s  i n  t h e  
t a x  f i g u r e  would tend  t o  b e  balanced by t h e  upward b i a s  i n  t h e  income 
f i g u r e ,  and a s  a r e s u l t  t h e  d i s t o r t i o n  of t h e  es t imated  t a x  r a t e  
wsuld be reduced. Therefore ,  t h e  r a t e s  es t imated  w i t h  t h e  conserva- 
t i v e  s h i f t i n g  assumption, which refer t o  t a x  assignments based r e l a -  
t i v e l y  more on t h e  source  of income would involve r e l a t i v e l y  l e s s  
d i s t o r t i o n  than  t h e  ex t ens ive  assumption r a t e s  (which r e l y  more on 
t h e  u s e  of income ass ignments) .  For  t h e  under $2,000 bracke t  t h e  
former r a t e  e s t i m a t e s  a r e  lower than t h e  l a t t e r ,  and t h e  l a t t e r  r a t e  
e s t ima te s  involve  more of a downward b i a s .  

5. Bracket i n t e r v a l s  

P a t t e r n s  has  A.G.I .  b r a c k e t s  $6,000 - $7,999 and $8,000 - 
$9,999. I n  t h e  i n t e r e s t  of p re sen t ing  a s  much d e t a i l  a s  f e a s i b l e ,  
t h e s e  two b r a c k e t s  were d i saggrega ted  i n t o  four  b racke t s :  $6,000 - 
$6,999, $7,000 - $7,999, $8,000 - $8,999, and $9,000 - $9,999. This  
was done by making use  of t h e  d a t a  on A.G.I. (both  t o t a l  and by 
source)  f o r  t h e s e  more d e t a i l e d  b r a c k e t s  which appear i n  S t a t i s t i c s  
of  Income. I n  S t a t i s t i c s ,  d a t a  f o r  income by source  (such a s  wages, 
p r o f i t s ,  e t c . )  a r e  given f o r  t h e  U.S. a s  a whole, b u t  no t  f o r  
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i n d i v i d u a l  s t a t e s .  However, t h e  U.S. source  d i s t r i b u t i o n  d a t a  f o r  
t h e s e  more d e t a i l e d  b r a c k e t s  a r e  u s e f u l  h e r e ,  e s p e c i a l l y  because of 
t h e  c l o s e  agreement of  t h e  U.S. source  d i s t r i b u t i o n  informat ion wi th  
t h e  Hawaii d a t a  shown i n  P a t t e r n s . 9  

I n  g e n e r a l ,  l i n e a r  i n t e r p o l a t i o n  i s  used f o r  t h e  d i saggrega t ion .  
A s  an example, S t a t i s t i c s  shows 12.17% (denote it a )  and 10.27% 
(denote  it b) a s  t h e  percentages  of t o t a l  wages and s a l a r i e s  i n  t h e  
$6,000 - $6,999 and $7,000 - $7,999,  b r a c k e t s  r e s p e c t i v e l y ,  and 
22.44% i s  t h e  sum (denote  it s) of t h e s e  two percen tages  (s = a + b) .  
P a t t e r n s  show 20.07% of wages and s a l a r i e s  (group A)  i n  t h e  b r a c k e t  
$6,000 - $7,999,1° and our  o b j e c t i v e  i s  t o  s p l i t  t h i s  percen tage  
(denote  it m) between $6,000 - $6,999 and $7,000 - $7,999 b r a c k e t s  
(denote  t h e s e  percentages  c and d r e s p e c t i v e l y ) .  Th i s  i s  done by 

m de f in ing  c = -@(a ) ,  and d = ( b ) .  That  i s ,  c i s  an a d j u s t e d  ve r s ion  
of a where we a d j u s t  by t h e  r a t i o  11 Thus w e  c a l c u l a t e  
C = A  'O O7 (12.17) = 10.89k, and d = -S i0.07 (10.27) = 9.18%. A s i m i -  

22 44 22.44 
l a r  opi?rat ion i s  done f o r  t h e  o t h e r  income source  components f o r  bo th  
t h e  $6,000 - $7,999 range and t h e  $8,000 - $8,999 range. T o t a l  
A.G.I.  was handled i n  a s i m i l a r  fashion.12 The r e s u l t s  of  t h e  ca lcu-  
l a t i o n s  appear i n  Appendix Table  19. 

The B.L.S. Expenditure Survey Study has  t h e  fol lowing b racke t s :  
under $2 ,000 ,  $2,000 - $2,999,  $3,000 - $3,999, $4,000 - $4,999,  
$5,000 - $5,999,  $6,000 - $7,499,  $7,500 - $9,999,  $10,000 - $14,999,  
and $15,000 and over .  The fol lowing procedure w a s  used t o  d i saggre-  
g a t e  t h e  p a i r  of  b r a c k e t s  between $6,000 and $9,999 i n t o  f o u r  
b r a c k e t s  a t  $1,000 i n t e r v a l s .  

Census d a t a  shows t h e  number of u n i t s  ( f a m i l i e s  and u n r e l a t e d  
i n d i v i d u a l s )  f o r  each o f  t h e  b r a c k e t s  t o  b e  cons t ruc ted .  The 
$7,000 - $7,999 b racke t  was cons t ruc ted  by a s s ign ing  t h e  $6,000 - 
$7,499 expendi ture  p a t t e r n  t o  1/2 of t h e  u n i t s  i n  t h e  $7,000 - $7,999 
range and a s s ign ing  t h e  $7,500 - $9,999 expendi ture  p a t t e r n  t o  t h e  
o t h e r  1/2 of t h e  u n i t s  i n  t h e  $7,000 - $7,999 b racke t .  The $7,500 - 
$9,999 expendi ture  p a t t e r n  was ass igned t o  bo th  t h e  $8,000 - $8,999 
b racke t  and t h e  $9,000 - $9,999 b racke t .  The $6,000 - $7,499 expen- 
d i t u r e  p a t t e r n  was ass igned t o  t h e  $6,000 - $6,999 b racke t .  

I t  i s  ev iden t  t h a t  t h i s  procedure involves  b i a s .  The expendi- 
t u r e s  of  t h e  $6,000 - $6,999 b racke t  a r e  c e r t a i n l y  b i a s e d  upwards 
and t h e  same probably i s  t r u e  f o r  t h e  $8,000 - $8,999 b racke t .  I n  
t h e  $7,000 - $7,999 b racke t  t h e  use  o f  t h e  $6,000 - $7,499 and t h e  
$7,500 - $9,999 expendi ture  p a t t e r n s  in t roduce  a downward b i a s  and 
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an upward bias respectively, and it is not clear which way the bal- 
ance goes. The expenditures of the $ 9,000 - $ 9,999 bracket are 
certainly biased downwards. It follows that the calculated tax 
assignments based on expenditure patterns and the resultant tax rates 
are biased in the same directions as the expenditure estimates. 

The available data was insufficient to support further adjust- 
ments. But although the results (tax rate patterns) are distorted by 
the bias, the distortion is not serious for the degree of precision 
claimed for a study of this type. 

To estimate the magnitude of the distortion, consider the $9,000 
- $9,999 income bracket as a case in point. It can be shown that 

where Ri = the proportion of expenditures accounted for by bracket i, 

Ri = Ri(l+a), where a = the percentage adjustment for bias in the 

1+ a R, 
I 

average expenditure by a member of the ith bracket. 

In the $9,000 - $ 9,999 bracket, R = .054, for all goods and 
services. l3 If we suppose that the a = 10% is the correct upward 
adjustment, R' = ,0587. Witha= 20% in this case, R' = .064. Thus 
even if we judge the bias (in the average expenditure by a member of 
the bracket) to be as great as 20%, the resulting distortion in the 
tax rate estimate for the bracket is less than 20%, which in this 
case is less than 1 peffentage point.14 In fact, a bias of a = 10% 
seems more reasonable, and here the resulting rate distortion is 
about 1/2 of 1 percentage point.16 

B. The Total Amount of Income to be Distributed 

Now a few remarks are in order with regard to the total amount 
of income to be distributed.17 For the purposes of this study it is 
appropriate to consider information from both taxable and nontaxable 
returns. The data from Patterns shows income (A.G.I.) of about 
$1,036 million (net of about $11 million nonresident income and $1 
million loss group) based on about 193,000 returns (net of about 4,000 
nonresident returns). Statistics indicates about $1,148 million based 
on about 196,000 taxable returns. Estimates from Census data run 
about $1,179 million using an overall mean income figure, but agqre- 
qations of bracket totals estimated by midpoints run between $1,320 
and $1,324 million. The amount from Patterns is about 87% of the 
Statistics figure. It was decided not to make an upward adjustment 
in the Patterns data because of lack of information necessary to make 
anything other than a uniform adjustment (e.g., divide each bracket 
income total by .87), which would not be very enlightening given the 
emphasis of this study on the relative situations of brackets. 
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II. THE BROADENED INCOME CONCEPT 

A. The Broadened Income Adjustment 

So much for the basic or narrow income concept, now attention 
will be turned to a broader (broadened) income concept. A suitable 
way to discuss the broadened income concept is to indicate its 
development from A.G.I., and the transformation will be examined 
here on an item-by-item basis. The results are shown in Appendix 
Table 12. 

1. Government transfer payments 

The addition of government transfer payments is based on the 
idea that they represent income (in addition to A.G.I.) available to 
pay taxes. The amount of transfer payments involved is $65 million 
(about 6% of A.G.I.) s shown in the U.S. Commerce Department Surve 
of Current Business,13 and our objective is to allocate the trans er 
total amonq income brackets. To accomplish the allocation, 

+ 
Gillespie'i transfer payment percentage distribution, calculated for 
the U.S. as a whole, was used. 20 One problem is that his brackets 
do not coincide with ours. In considering an adjustment for this 
lack of coincidence note that the dollar amount of transfers received 
by a bracket depends upon several characteristics, such as the number 
of units in the bracket, the average income, and the intra-bracket 
distribution. Naturally, movement from a lower to a higher bracket 
implies movement from a lower to a higher average income. But in 
the very low brackets movement to each higher bracket involves move- 
ment to a bracket with a larger number of people. Even if per capita 
transfers are negatively related to average income, the dollar amount 
of transfers in the higher income bracket can be larger than in the 
lower income bracket if the number of units in the higher income 
bracket is sufficiently large compared to the lower bracket. Where 
the frequency distribution of units by income brackets increases 
monotonically to a maximum and then decreases monotonically, at the 
upper end of the tail fi.e., to the right of the maximum) each 
succeedingly higher bracket involves a smaller number of units and 
therefore an unambiguously smaller dollar amount of transfers. 
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The technique used to adjust Gillespie's distribution to our 
bracket is as follows. The Gillespie data shows percentages by 
income brackets for transfer payments and for families. But his 
brackets run from $5,000 - $7,499, $7,500 - $9,999, and $10,000-and- 
over. We construct a Lorenz-type graph with cumulative per cent of 
families on the horizontal axis and cumulative per cent of transfer 
payments on the vertical axis. Seven points are established on the 
graph by Gillespie's information (cumulative per cent of transfers 
associated with cumulative per cent of families for each of his 
seven income brackets). We pass a smooth Lorenz-type curve through 
these points. 

In order to disaggregate the income brackets, the percentages 
of families in the more detailed brackets are estimated. A.G.I. 
data for the U.S. as a whole is used to estimate the per cent of 
families which is accounted for by each $1,000 bracket.21 With this 
more detailed information we can, for example, locate the position 
on the horizontal axis associated with the $5,000 - $5,999 bracket. 
We can then read off, from the constructed Lorenz-type curve, the 
associated per cent of transfers for this income bracket.22 

2. Undistributed corporate profits 

The next item to be added in moving from narrow to broadened 
income is undistributed corporate profits. In line with the basic 
approach of assigning taxes to (income brackets of) individual tax- 
payers, it is consistent to allocate corporations' retained income 
to the owners. For the U.S. as a whole, undistributed corporate 
profits were (in 1960) $7.5 billion23 and 0.3g0/0 of the total reported 
dividend income appears on U.S. federal personal income tax returns 
filed in Hawaii.24 Therefore, $29,250,000 = f.0039 (7.5 billion)] 
is the estimated amount to be allocated among income brackets on the 
basis of the percentage distribution of dividend income.25 It is 
recognized that this procedure assumes a uniformity in corporate 
dividend policy. 

3. Unshifted federal corporation income tax 

The unshifted portion of federal corporate income tax is another 
addition (to A.G.I.). In fact, the rationale for this--that it is 
income which is paid in taxes but does not show up in A.G.1.-- 
suggests that all unshifted business taxes be treated this way, but 
adjustments here are confined to significant amounts.26 For the u.S. 
as a whole (in 1960), federal corporate income tax liability was 
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$22.3 b i l l i o n , 2 7  and -39% of t h i s  i s  $86.97 m i l l i o n .  For  t h e  ze ro  
s h i f t  hypothes i s  (conserva t ive  s h i f t i n g  assumption) ,  t h i s  amount i s  
a l l o c a t e d  t o  income b r a c k e t s  v i a  t h e  dividend income percentage d i s -  
t r i b u t i o n .  For t h e  1/3 forward s h i f t  hypothes i s  ( ex t ens ive  s h i f t i n g  
assumption) ,  $57.98 m i l l i o n  (= 2/3 $86.97) i s  a l l o c a t e d  t o  income 
b r a c k e t s .  28 

4. Unshi f ted  S t a t e  co rpo ra t e  income t a x  

S i m i l a r l v  t h e  unsh i f t ed  p o r t i o n  o f  t h e  s t a t e  (Hawaii) co rpo ra t e  - - - 
income t a x  i s  added. Hawaii Income Pat terns--Corporat ions ,  1960 
shows c o l l e c t i o n s  of t h i s  t a x  amounted t o  about $5.068 m i l l i o n ,  b u t  
no t  a l l  of  it i s  n e c e s s a r i l y  a l l o c a b l e  t o  l o c a l  income r e c i p i e n t  
b r a c k e t s .  Pat terns--Corporat ions  (Table 111, page 9) shows t a x a b l e  
income of domestic and fo re ign  co rpo ra t ions  of $73.5 and $26.5 
m i l l i o n  r e s p e c t i v e l y .  An es t imate29 t h a t  40% of dividends d i s t r i b u t e d  
by domestic co rpo ra t ions  flow o u t  t o  nonres ident  shareholders  l e d  t o  
an e s t ima te  t h a t  r e s i d e n t s  account f o r  60% of t h e  ownership of domes- 
t i c  corpora t ions .  Thus, w i t h  r e s p e c t  t o  t h e  p o r t i o n  o f  t h e  tax which 
i s  a l l o c a b l e  t o  domestic co rpo ra t ions  (73.5%), 60% i s  ass igned  t o  
r e s i d e n t s ,  t h a t  i s  ( . 6 )  (. 735) ($50.68 m i l l i o n )  = $2.235 m i l l i o n .  With 
r ega rd  t o  t h e  26.5% o f  t h e  t a x  which i s  a l l o c a b l e  t o  nondomestic 
co rpo ra t ions ,  t h e  .3YA ( t h e  prev ious ly  mentioned r e s i d e n t  p o r t i o n  of 
t o t a l  U.S. shareholdings)  e s t ima te  i s  appl ied ,  t h a t  i s  ( .0039) ( .265)  
($50.68 m i l l i o n )  = $2.235 m i l l i o n .  With regard t o  t h e  26.5% of t h e  
t a x  which i s  a l l o c a b l e  t o  nondornestic co rpo ra t ions ,  t h e  .390/0 ( t h e  
p rev ious ly  mentioned r e s i d e n t  p o r t i o n  of t o t a l  U.S. sharehold ings)  
e s t i m a t e  i s  app l i ed ,  t h a t  i s  ( .0039) ( .365) ($5 .068  m i l l i o n )  - $5.2 
thousand. Thus, t h e  t o t a l  amount involved i s  $2240.2 thousand 
(=  $2235 + $5.2) .  For  t h e  zero  s h i f t  hypothes i s  (conserva t ive  
s h i f t i n g  assumption) ,  t h e  $2240.2 thousand i s  d i s t r i b u t e d  among 
income groups according t o  t h e  dividend income percentage d i s t r i b u -  
t i o n .  For t h e  1/3 forward s h i f t  hypothes i s  ( ex t ens ive  s h i f t i n g  
assumption) ,  $1,493.5 (= 2/3 $2240.2) thousand i s  d i s t r i b u t e d  i n  t h e  
same fash ion .  30 

5. S t a t e  bank t a x  

Another i tem handled a s  t h e  domestic corpora te  income t a x  i s  t h e  
t a x  pa id  by banks and o t h e r  f i n a n c i a l  co rpo ra t ions ,  a t  t h e  r a t e  of  
10% of t a x a b l e  income, i n  l i e u  of a l l  t a x e s  except r e a l  p rope r ty  t a x .  
The t o t a l  amount of  t a x  involved i s  on ly  about $544 thousand. For 
t h e  ze ro  s h i f t  hypothes i s  (conserva t ive  s h i f t i n g  assumption) ,  
$326,390 (=  6056 of $543,983) i s  ass igned ,  and f o r  t h e  1/3 forward 
s h i f t  hypothes i s  ( ex t ens ive  s h i f t i n g  a s s x m p t i o n ) ,  $217,593 
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6. Social securit~ 

Further extension of the income concept is achieved by adding in 
that portion of the employer's contribution to social security which 
is assumed to be shifted backward to the employee (that is, this is 
considered income which does not show up in A.G.I.).32 It was 
decided to use the extreme assumption of 100°% backward shifting. 
Total contributions to social security amount to about $34.3 million 
($29.1 million federal and $5.2 million state and local) ,33 and half 
of this is the employer's contribution of $17.2 million. In order 
to distribute this by income bracket, it is necessary to construct a 
"taxable wages'' series based on 3% contributions on a wage earner's 
earnings of up to $4,800. As indicated in Appendix Table 52, this 
was done by taking 3% of all wage and salary income in each bracket 
under $5,000. For income of $5,000 and over, the number of returns 
in the bracket was multiplied by $144 (= 3% of $4,800). Consideration 
of incomes up through the $14,999 level (which account for 90°/0 of 
wages) just exhausts the $17.2 million amount. 

7. Unemployment insurance 

Unemployment insurance is handled in a fashion similar to the 
social security item above, for similar reasons. The information 
is presented in Appendix Table 53. 

8. Undistributed fiduciary income 

The final item involved in the extension of the narrow income 
concept (A.G.I.) to the "broadened income" concept is undistributed 
fiduciary (estate and trust) income. An estimate of undistributed 
fiduciary income was obtained by subtracting an estimate of income 
paid out by estates and trusts to beneficiaries34 (about $5.5 million) 
from an estimate of total income of Hawaii estates and trusts35 
(about $22.7 million). The resultant $17.2 million is apportioned to 
income brackets based on the Hawaii source distribution of estate 
and trust inc0me.~6 
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Il l .  FEDERAL TAX PAID ADJUSTMENT 

So much f o r  t h e  "broadened income" adjustment.  Now a t t e n t i o n  
w i l l  b e  t u rned  t o  a by-bracket e s t i m a t e  of f e d e r a l  t a x  payments. 
Th i s  d i s t r i b u t i o n  i s  cons t ruc t ed  i t em b y  i t e m ,  and i s  used t o  ca lcu-  
l a t e  t h e  d i s t r i b u t i o n  of income a f t e r  f e d e r a l  t a x  payments. The 
r e s u l t s  appear i n  Appendix Tables  54 and 13. 

A s  a p a i r  of  "before  f e d e r a l  t a x "  income concepts  have been 
cons idered ,  a p a i r  of  " a f t e r  f e d e r a l  t a x "  income concepts  may b e  
developed: A.G.I. l e s s  f e d e r a l  t a x  payments, and "Broadened Income" 
l e s s  f e d e r a l  t a x  payments. The r e l e v a n t  t a x e s  may b e  grouped as :  
t h o s e  t o  be deducted from bo th  income concepts ,  and t h o s e  t o  b e  
deducted from "Broadened Income" only.  Furthermore, some t a x e s  a r e  
d e a l t  w i t h  under a l t e r n a t i v e  s h i f t i n g  assumptions and t h e r e f o r e  
a l t e r n a t e  r e s u l t s  a r e  presented.  

A. Fede ra l  Taxes Deducted From Both Narrow And Broadened Income 

Fede ra l  t a x e s  t o  b e  deducted from both  income concepts  w i l l  b e  
t aken  up f i r s t . 3 7  

1. Fede ra l  pe r sona l  income t a x  

The f e d e r a l  persona l  income t a x  i s  t h e  l a r g e s t  item38 among t h e  
f e d e r a l  t a x e s  considered.39 The f e d e r a l  data40 on t h e  d i s t r i b u t i o n  
of th is  t a x  and A.G.I .  by income b r a c k e t s  f o r  Hawaii were used t o  
e s t a b l i s h  average t a x  r a t e s  f o r  each b racke t  ( i .e . ,  t h e  r a t i o  of  
f e d e r a l  pe r sona l  income t a x  payments t o  A.G.I., f o r  each b r a c k e t ) .  
These r a t e s  were then  app l i ed  t o  t h e  s t a t e  A.G.I.  d a t a41  t o  c a l c u l a t e  
t h e  b r a c k e t  assignments of  d o l l a r s  f o r  t h i s  tax.42 This  in format ion  
i s  presen ted  i n  Appendix Table 55. 

2 .  Employees' c o n t r i b u t i o n s  f o r  s o c i a l  s e c u r i t y  

Employees' c o n t r i b u t i o n s  f o r  s o c i a l  s e c u r i t y  amount t o  about 
$17 m i l l i o n .  The d i s t r i b u t i o n  i s  handled v i a  t h e  " t a x a b l e  wages" 
s e r i e s  d i scussed  above i n  connection wi th  t h e  employer ' s  c o n t r i b u t i o n  
item i n  broadened income.43 

3. G i f t  and e s t a t e  t a x e s  

G i f t  and e s t a t e  t a x e s  t o g e t h e r  amount t o  about $2 mi l l i on .  I t  
w a s  assumed t h a t  t h e s e  t a x e s  a r e  pa id  only by members of  A.G.I .  
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b r a c k e t s  of  $10,000 and above, and source  d i s t r i b u t i o n  d a t a  from 
P a t t e r n s  was used t o  make t h e  a l l o c a t i o n  between t h e  t o p  two 
b r a c k e t s .  44 

4. Fede ra l  e x c i s e  t a x e s  

The nex t  i t e m  of  concern i s  t h e  forward s h i f t e d  p o r t i o n  of 
f e d e r a l  e x c i s e  t axes .  The t o t a l  amount a l l o c a t e d  t o  Hawaii i s  about 
$34.7 mi l l i on .45  I t  i s  assumed t h a t  t h i s  i s  a l l  s h i f t e d  forward t o  
consumers, and t h e  d i s t r i b u t i o n  t o  income groups i s  made on t h e  b a s i s  
of  expendi tures  f o r  a l l  goods and se rv i ces .46  

5. Corporate  income t a x  

The p o r t i o n  of f e d e r a l  co rpo ra t e  income t a x  payments assumed t o  
b e  s h i f t e d  forward t o  t h e  consumer i s  handled under a l t e r n a t i v e  
assumptions of z e r o  (conserva t ive)  and 1/3 ( ex t ens ive )  s h i f t i n g .  The 
t o t a l  amount a l l o c a t e d  t o  Hawaii i s  about $83.8 m i l l i o n , 4 7  and under 
t h e  1/3 forward s h i f t i n g  assumption about $27.9 m i l l i o n  i s  d i s t r i b -  
u t ed  t o  income b r a c k e t s  on t h e  b a s i s  of  expendi tures  f o r  a l l  goods 
and s e r v i c e s  .48 

B. Fede ra l  Tax Deducted From Broadened Income 

Now w i t h  r e s p e c t  t o  f e d e r a l  t a x e s  t o  be deducted from t h e  
Broadened Income concept on ly ,  t h e r e  a r e  two items. One, t h a t  por- 
t i o n  of t h e  employer c o n t r i b u t i o n  f o r  s o c i a l  s e c u r i t y  t a x e s  which i s  
assumed s h i f t e d  backward t o  employees (assumed h e r e  t o  b e  loo%) ,  i s  
handled i n  t h e  same manner a s  i n d i c a t e d  above f o r  t h e  employee con- 
t r i b u t i o n .  Th i s  amount i s  about $17.3 mi l l ion .49  The o t h e r  i t e m  i s  
t h e  unsh i f t ed  p o r t i o n  o f  t h e  f e d e r a l  co rpo ra t e  income t a x .  A s  men- 
t i o n e d  above, t h e  t o t a l  ass igned t o  Hawaii i s  $83.8 rnil l ion.f j0 Under 
t h e  zero (conserva t ive)  forward s h i f t i n g  assumption t h i s  t o t a l  amount 
i s  deducted from Broadened Income (because Broadened Income inc ludes  
t h i s  i t e m ) ,  and under t h e  1/3 forward ( ex t ens ive )  s h i f t i n g  assump- 
t i o n ,  $55.9 m i l l i o n  i s  involved.  I n  bo th  ca ses  t h e  a l l o c a t i o n  of t h e  
u n s h i f t e d  p o r t i o n  t o  income b r a c k e t s  i s  based on sha re s  of  d ividend 
rece ip t s .51  The s h i f t e d  po r t i on  i s  ass igned  t o  income b r a c k e t s  on 
t h e  b a s i s  of  expendi tures  on a l l  goods and s e r ~ i c e s . 5 ~  



HAWAII TAX PATE DISTRIBUTION ESTIMATES 

IV. CONCLUDING REMARKS 

Appendix Table 13 con ta ins  t h e  d o l l a r  d i s t r i b u t i o n s  of t h e  
s e v e r a l  income concepts  d i scussed  here .  Appendix Table  10 p r e s e n t s  
t h e  percentage s i z e  d i s t r i b u t i o n s  f o r  a l l  of t h e s e  income concepts.  
These e s t ima te s  i n d i c a t e  t h a t  t h e  p a t t e r n s  f o r  a l l  t h e  income v a r i -  
a n t s  a r e  r a t h e r  s i m i l a r  t o  one another .  Some of t h e  more apparent  
d i f f e r e n c e s  may be noted by r e f e r r i n g  t o  Table  10. 

1. Compared t o  A.G.I . ,  t h e  percentage d i s t r i b u t i o n  of A.G.I .  
a f t e r - t a x  involves  a " l o s s "  t o  t h e  t o p  income b r a c k e t  of  about 1% 
percentage (from 15.4% t o  13.7% of t h e  t o t a l )  o r  about 10% of  i t s  
s h a r e  (under bo th  s h i f t i n g  assumptions) .  

2 .  The percentage d i s t r i b u t i o n  o f  Broadened Income, when com- 
pared  t o  A.G.I. ,  shows t h e  two lowest  income b r a c k e t s  "gain"  ( l e s s  
than  1 percentage p o i n t ,  b u t  about 20% of t h e i r  s h a r e ) ,  t h e  nex t  two 
b r a c k e t s  remain about even, a l l  o t h e r  b racke t s  except  t h e  t o p  b racke t  
" l o s e "  about 10% of t h e i r  s h a r e s ,  and t h e  t o p  b racke t  "ga ins"  4 per-  
cen tage  p o i n t s  (about 25% of i t s  s h a r e ) .  These r e s u l t s  hold  f o r  bo th  
s h i f t i n g  assumptions except f o r  t h e  t o p  b r a c k e t  "gain"  which i s  
3 p o i n t s  w i t h  t h e  ex t ens ive  s h i f t i n g  assumption. 

3 .  For  Broadened Income a f t e r - t a x  compared t o  A.G. I . ,  t h e r e  i s  
some "gain" f o r  t h e  bottom p a i r  of  income b racke t s  and some " l o s s "  
f o r  t h e  b r a c k e t s  between $8,000 and $15,000. These r e s u l t s  occur 
under bo th  s h i f t i n g  assumptions. 

4 .  Compared t o  Broadened Income, t h e  percentage d i s t r i b u t i o n  
of Broadened Income a f t e r - t a x  involves  a " l o s s "  f o r  t h e  t o p  income 
b r a c k e t  (which i s  s i m i l a r  t o  t h e  c a s e  of A.G.I. a f t e r - t a x  compared 
t o  A . G . I . ) .  

The r e s u l t s  noted above a r e  unders tandable  given t h e  n a t u r e  o f  
t h e  adjustments.  The i tems i n  t h e  adjustment of  A.G.I. t o  Broadened 
Income may b e  sepa ra t ed  i n t o  two sets. One s e t  c o n s i s t s  of  t r a n s f e r  
payments ($65 m i l l i o n ) ,  t h e  employer's share  of s o c i a l  s e c u r i t y  
($17 m i l l i o n ) ,  and unemployment insurance  ($5 m i l l i o n ) .  The t o t a l  
i s  about $87 m i l l i o n  and it was d i s t r i b u t e d  r e l a t i v e l y  h e a v i l y  t o  t h e  
lower income b r a c k e t s  (compared t o  t h e  r e s t  of  t h e  income r ange ) .  
The second s e t  c o n s i s t s  of u n d i s t r i b u t e d  co rpo ra t e  p r o f i t s  ($30 m i l -  
l i o n ) ,  unsh i f t ed  co rpo ra t e  income t a x  ($89 m i l l i o n  under t h e  
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conserva t ive  s h i f t i n g  assumption o r  $59 m i l l i o n  under t h e  ex tens ive  
s h i f t i n g  assumption) , bank t a x  ( $ . 3  m i l l i o n )  , and und i s t r i bu t ed  
f i d u c i a r y  income ($17 m i l l i o n ) .  The t o t a l  i s  about $135 m i l l i o n  ( o r  
$107 m i l l i o n ,  depending upon t h e  s h i f t i n g  assumption) ,  and i t  was 
d i s t r i b u t e d  r a t h e r  h e a v i l y  toward t h e  upper income b racke t s .  

Regarding t h e  adjustments  of  before- tax  t o  a f t e r - t a x  income, 
t h e  fol lowing i s  noted.  For  A.G. I .  a f t e r - t a x  t h e  adjustment i tems 
a r e  f e d e r a l  pe r sona l  income t a x  ($139 m i l l i o n ) ,  t h e  employee's sha re  
of s o c i a l  s e c u r i t y  ($17 m i l l i o n ) ,  e s t a t e  and t r u s t  and g i f t  t a x e s  
($2 m i l l i o n ) ,  f e d e r a l  exc i se  t a x  ($35 m i l l i o n ) ,  and s h i f t e d  co rpo ra t e  
income t a x  ($28 m i l l i o n ) .  The t o t a l  i s  about $221 m i l l i o n  and t h e  
d i s t r i b u t i o n  was r a t h e r  h e a v i l y  toward t h e  upper income b r a c k e t s  
except  f o r  t h e  s o c i a l  s e c u r i t y  i t e m  which went r e l a t i v e l y  more t o  t h e  
lower income b r a c k e t s ,  and t h e  f e d e r a l  e x c i s e  and co rpo ra t e  income 
t a x  items which were d i s t r i b u t e d  r a t h e r  h e a v i l y  toward bo th  extreme 
ends of t h e  income range. F i n a l l y ,  f o r  Broadened Income a f t e r - t a x ,  
t h e  adjustment i t ems  a r e  t h e  same ( a s  w i t h  A.G.I . )  w i th  t h e  a d d i t i o n  
of t h e  employer 's  s h a r e  of s o c i a l  s e c u r i t y  ($17 m i l l i o n )  which goes 
r a t h e r  heav i ly  t o  t h e  lower income b r a c k e t s ,  and co rpo ra t e  income 
t a x  ($84 o r  $56 m i l l i o n ,  depending upon t h e  s h i f t i n g  assumption) 
which goes r a t h e r  h e a v i l y  t o  t h e  h ighe r  income b racke t s .  
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Thi s  chap te r  examines t h e  e s t i m a t e s  based on t h e  A.G.I.  concept 
by p r e s e n t i n g  t h e  r e s u l t s  i n  s e v e r a l  graphs and a t t e n d a n t  comments. 
Sec t ions  I and I1 d e a l  w i t h  t h e  o v e r a l l  t a x  s t r u c t u r e  and t h e  major 
component t a x e s  r e s p e c t i v e l y .  Th i s  m a t e r i a l  cons ide r s  a l t e r n a t i v e  
s h i f t i n g  assumptions (with and wi thout  s p e c i f i e d  adjustments)  and 
i n d i c a t e s  t h e i r  e f f e c t s  b y  o f f e r i n g  comparisons of t h e  r e s u l t i n g  
tax  d i s t r i b u t i o n s .  Readers i n t e r e s t e d  i n  a more ex t ens ive  and 
d e t a i l e d  d i scuss ion  o f  t h e  e s t ima te s  a r e  r e f e r r e d  t o  Chapters  4 and 
5 ( i n  a d d i t i o n  t o  t h i s  one) .  

I. OVERALL TAX STRUCTURE 

A. Conservat ive  S h i f t i n g  Assumption, No Adjustment (Nei ther  Deduct- 
i b i l i t y  Nor Export)  

Refer  t o  Graph 1-a. This  graph i s  a p i c t u r e  of t h e  informat ion 
i n  column 2 of Table I (page 7 ) .  Therefore ,  t h i s  f i g u r e  r e l a t e s  
average o v e r a l l  tax r a t e s  (shown on t h e  v e r t i c a l  a x i s )  t o  income 
b r a c k e t s  (shown on t h e  h o r i z o n t a l  a x i s ) .  The d a t a  involves  t h e  
conse rva t ive  s h i f t i n g  assumption wi thou t  adjustments ,  and t h e  A.G.I. 
concept ,  and t h i s  w i l l  be  considered a s  t h e  " re fe rence  case" .  1 
There a r e  e leven p o i n t s  l oca t ed  i n  t h e  graph space,  one f o r  each 'o f  
the income b r a c k e t s .  These p o i n t s  o r  d o t s  a r e  consecut ive ly  numbered 
from 1 ( f o r  t h e  under $2,000 b racke t )  t o  11 ($15,000 and o v e r ) .  
The v e r t i c a l  p o s i t i o n  of each d o t  i n d i c a t e s  t h e  t a x  r a t e  a s s o c i a t e d  
w i t h  t h e  income b racke t .  The d o t s  a r e  connected by l i n e  segments t o  
f a c i l i t a t e  reading.  

Note t h e  h i g h  p o s i t i o n  ( a t  17%) of b r a c k e t  number 1 ( t h e  under 
$2,000 income b r a c k e t ) ,  t h e  c l u s t e r  of b r a c k e t s  2 ,  3 ,  and 4 i n  lower 
p o s i t i o n  ( a t  1 2 % ) ,  t h e  c l u s t e r  of  b r a c k e t s  5 through 9 i n  t h e  lowest 
p o s i t i o n  ( a t  11%)' and t h e  h ighe r  p o s i t i o n s  of b r a c k e t s  10 ( a t  14%) 
and 11 ( a t  29h).  I n  f a c t ,  given t h e  degree  of p r e c i s i o n  i n  t h e s e  
e s t i m a t e s ,  it seems reasonable  t o  "smooth o u t "  t h e  r a t h e r  minor 
d i f f e r e n c e s  among t h e  b r a c k e t s  2 ,  3 ,  and 4 ,  and among t h e  b r a c k e t s  5 
through 9. Th i s  "smoothing" would r e v e a l  a s o r t  of  horseshoe o r  "U" 



GRAPH 1-a 

GRAPH 1-b 
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shaped curve,  w i t h  b r a c k e t  #1 on t h e  upper l e f t -hand  c o r n e r ,  b r a c k e t  
#11 on t h e  upper r ight-hand co rne r ,  and t h e  r a t h e r  f l a t  bottom o f '  
t h e  curve running between $5,000 and $9 ,99ge3  Th i s  p a t t e r n  o f  e s t i -  
mates i n d i c a t e s  t h a t  t h e  average o v e r a l l  t a x  r a t e s  a r e  r e l a t i v e l y  
h i g h  f o r  t h e  b r a c k e t s  on t h e  arms of t h e  "U", and r e l a t i v e l y  low and 
i n v a r i a n t  f o r  t h e  b r a c k e t s  along t h e  f l o o r  of  t h e  "U". The lower 
income b r a c k e t s  f a l l  a long t h e  l e f t  arm, t h e  middle income b r a c k e t s  
f a l l  a long t h e  f l o o r ,  and t h e  h igher  income b racke t s  f a l l  along t h e  
r i g h t  arm of t h e  "U". Thus t h e  lowest r a t e s  a r e  a s s o c i a t e d  w i t h  t h e  
middle income b r a c k e t s ,  and h igher  rates a r e  a s s o c i a t e d  w i t h  the 
b r a c k e t s  a t  bo th  ends o f  t h e  income s c a l e .  B r i e f l y ,  c l u e s  f o r  t h e  
r e l a t i v e l y  h igh  r a t e s  f o r  t h e  lower and t h e  h igher  income b r a c k e t s  
a r e ,  given t h e  nominal t a x  s t r u c t u r e ,  t o  b e  found r e s p e c t i v e l y  i n  
t h e  shape o f  expendi ture  p a t t e r n s  and i n  t h e  source  d i s t r i b u t i o n  o f  
income. 4 

Much t h e  same p a t t e r n  appears  when t h e  t a x  d a t a  a r e  handled 
under t h e  more ex t ens ive  t a x  s h i f t i n g  assumption, and when t h e  
adjustment f o r  t a x  d e d u c t i b i l i t y  and expor t  i s  made. However, it i s  
perhaps i n s t r u c t i v e  t o  n o t e  where d i f f e r e n c e s  develop r e l a t i v e  t o  
t h e  r e f e r e n c e  case .  Refer  t o  Graph 1-b. Here t h e  l i n e  of heavy 
( t h i c k )  s o l i d  segments r e p e a t s  t h e  r e f e r e n c e  ca se  from Graph 1-a. 
I n  a d d i t i o n ,  t h e r e  a r e  t h r e e  o t h e r  l i n e s  and each p o r t r a y s  a d i f f e r -  
e n t  case .  

B. Extens ive  S h i f t i n g  Assumption, No Adjustment (Nei ther  Deduct- 
i b i l i t y  Nor Export)  

Refer  t o  t h e  l i n e  of l i g h t  ( t h i n )  s o l i d  segments. Th i s  i s  t h e  
c a s e  of t h e  more ex t ens ive  s h i f t i n g  assumption,  wi thout  adjustment 
and it i s  a p i c t u r e  o f  t h e  informat ion i n  column 2 o f  Table  I11 
(page 9 ) .  A s  compared t o  t h e  r e f e rence  ca se ,  t h e  "U" shape remains,  

b u t  t h e  upper l e f t -hand  co rne r  (b racke t  #1) i s  q u i t e  a b i t  h ighe r  
( i .e .  t h e  average o v e r a l l  t a x  r a t e  f o r  b racke t  #1  i s  h ighe r  h e r e  a t  
23%) and t h e  upper r ight-hand corner  (b racke t  #11) i s  much lower - 
(and a t  16% l i e s  below #1) .5  Re la t ive  t o  t h e  r e f e rence  ca se ,  t h e  
"u" has  s h i f t e d  up (a l though non uniformly) t o  h igher  r a t e s  f o r  a l l  
b r a c k e t s  ( t h e  bottom of  t h e  "U" i s  near  12%) except f o r  #11. 

Genera l ly  speaking,  t h e  change from t h e  r e f e rence  c a s e  is a s  
expected.  Th i s  i s  because t h e  replacement o f  t h e  conse rva t ive  
s h i f t i n g  assumption, by an assumption o f  more ex t ens ive  t a x  s h i f t i n g  
( fo rward ) ,  means t h a t  l a r g e r  amounts of tax e n t e r  our  c a l c u l a t i o n s  
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on t h e  b a s i s  of u s e  of income and smal le r  amounts a r e  ass igned  on 
t h e  b a s i s  of source  of income. Because of t h e  na tu re  o f  expendi ture  
p a t t e r n s ,  t h e  source  d i s t r i b u t i o n  of income, and t h e  t a x  s t r u c t u r e ,  
t h i s  change i n  s h i f t i n g  assumption has  produced lower average o v e r a l l  
t a x  r a t e s  f o r  t h e  h i g h e s t  income b racke t  and h igher  r a t e s  f o r  t h e  
o the r  b racke ts .  

C. conse rva t ive  S h i f t i n g  Assumption, With Adjustment ( D e d u c t i b i l i t y  
and Export) 

Now r e f e r  t o  t h e  l i n e  of dash-dot (-.-.) segments. Th i s  i s  t h e  
c a s e  o f  t h e  conse rva t ive  s h i f t i n g  assumption, w i th  t h e  adjustment 
( s e e  column 2,  Table  11) (page 8 ) .  Again, r e l a t i v e  t o  t h e  r e f e rence  
ca se ,  t h e  "U" shape remains, b u t  t h e  whole curve has  s h i f t e d  down 
and lies a t  a lower r a t e  l e v e l  (bu t  t h i s  s h i f t  i s  no t  o f  uniform 
magnitude fox a l l  b r a c k e t s ) . 7  This  change i s  due t o  t h e  n a t u r e  of 
t h e  adjustment ,  namely an allowance f o r  t a x  d e d u c t i b i l i t y  and export .  
The adjustment has  a more pronounced e f f e c t  on h igher  income b r a c k e t s  
because of t h e  p r o g r e s s i v i t y  of t h e  f e d e r a l  income t a x e s  and t h e  
p o s i t i v e  r e l a t i o n  between income s i z e  and t h e  propor t ion  of non-wage 
income ( i n  connection w i t h  exported bus ines s  t a ~ e s ) . ~  

D. Extensive  S h i f t i n g  Assumption, With Adjustment ( D e d u c t i b i l i t y  
and Export)  

F i n a l l y ,  r e f e r  t o  t h e  l i n e  of dashed (---) segments. I n  t h i s  
case ,  t h e  adjustment and t h e  more ex t ens ive  s h i f t i n g  assumption a r e  
combined ( s e e  column 2, Table IV)(page 10) .  The shape of t h e  p a t t e r n  
resembles a "U", b u t  t h e r e  a r e  n o t i c e a b l e  d i f f e r e n c e s  from t h e  
r e f e rence  case .  The le f t -hand  extreme ( i . e . ,  t h e  r a t e  f o r  b racke t  
#1) i s  h ighe r  h e r e  a t  22%. Also,  t h e  p o s i t i o n s  of b r a c k e t  numbers 10 
and 11 have f a l l e n  and reversed a t  13% and 11% respec t ive ly .  
Bracket #5 ( a t  12%) l i e s  between t h e  2, 3 ,  4 group and t h e  6 ,  7 ,  8 ,  
9 group, and i s  a t  a h igher  r a t e  than i n  t h e  r e f e rence  case .9  The 
explanat ion f o r  t h e s e  r e s u l t s  i s  a combination of t h e  reasons  men- 
t i oned  i n  t h e  previous  p a i r  of  cases .  

I n  t h i s  s e c t i o n  we have made 3 i n d i v i d u a l  comparisons of t h e  
r e f e rence  c a s e  w i th  each of our  t h r e e  o t h e r  cases .  The r eade r  may 
wish t o  make o t h e r  comparisons from Graph 1-b. Fu r the r  comparisons 
may b e  made (and indeed a r e  made, b u t  wi thout  Graphs, i n  Chapter  4 )  
from t h e  d a t a  i n  Tables I through I V  (columns 4 through 6 i n  each 
Table ) (pages  7 t h r u  10) .  



HAWAII TAX RATE DISTRIBUTION ESTIMATES 

I I .  COMPONENT TAXES 

Now s i m i l a r  s e t s  of Graphs may be examined f o r  s e v e r a l  of  t h e  
major ( i n  terms of p ropor t ion  of t o t a l  Hawaii s t a t e  and l o c a l  revenue 
produced) component t axes .  Again t h e  Graphs r e l a t e  average t a x  r a t e s  
(on t h e  v e r t i c a l  a x i s )  t o  income (A.G.I.) b r a c k e t s  (on t h e  hor izon-  
t a l ) .  Also,  a l l  d e f i n i t i o n s  are t h e  same as i n  t h e  prev ious  set,  
except  t h a t  t a x  r e f e r s  on ly  t o  t h e  p a r t i c u l a r  component t a x  (e .g . ,  
t h e  General  Excise  i n s t e a d  of o v e r a l l  t o t a l  Hawaii s t a t e  and l o c a l  
t a x e s ) .  Our remarks i n  t h i s  s e c t i o n  w i l l  n o t e  s i m i l a r i t i e s  and 
d i s s i m i l a r i t i e s  i n  t h e  p a t t e r n  of e s t ima te s  f o r  each c a s e ,  f o r  each 
component t a x ,  a s  compared t o  t h e  o v e r a l l  tax s t r u c t u r e .  

A. General  Excise  Tax 

S ince  t h e  General  Excise  accounted ( i n  1960) f o r  about 4077 of 
t h e  t o t a l ,  it w i l l  b e  considered f i r s t .  Graphs 2-a and 2-b d e p i c t  
t h e  informat ion found i n  Chapter  5 ,  Table V ,  columns 1 - 4. 

1. Reference c a s e  

Graph 2-a p o r t r a y s  t h e  r e f e r e n c e  c a s e  (conserva t ive  s h i f t i n g  
assumption, wi thout  adjustment)  and has  a r a t h e r  "U" shape. The 
r ight-hand ex t r emi ty  l i e s  w e l l  above t h e  l e f t  ( i - e . ,  b r a c k e t  #11 a t  
12% h a s  a no t i ceab ly  l a r g e r  r a t e  t han  b r a c k e t  #1 a t  9%). The 
b r a c k e t s  from $2,000 through $9,999 form a more o r  less f l a t  bottom 
a t  about 4%: t h e  r a t e  i s  r e l a t i v e l y  low and i n v a r i a n t  ( i . e . ,  i n d i -  
c a t e s  a propor. t ional  r a t e  s t r u c t u r e ) .  Bracket  $10 l ies s l i g h t l y  up 
t h e  i n c l i n e  of t h e  r i g h t  arm ( a t  6%), b u t  w e l l  below b racke t  #1, t h e  
le f t -hand  end p o i n t  ( a t  9%). Thi s  p a t t e r n  of r a t e s  i s  s i m i l a r  t o  
t h e  r e s u l t s  f o r  t h e  t a x  s t r u c t u r e  a s  a whole. The remarks made on 
page 30 regard ing  t h e  s i g n i f i c a n c e  of and reason f o r  t h e  p a t t e r n  
apply  he re  a l s o .  Fu r the r  d i s cus s ion  appears  i n  Chapter  6. So much 
f o r  t h i s ,  t h e  r e f e rence  case .  N o w ,  f o r  some comparisons, r e f e r  t o  
Graph 2-b, The l i n e  of heavy s o l i d  segments r e p e a t s  t h e  r e f e r e n c e  
c a s e  from Graph 2-a. 

2. Extensive  s h i f t i n q  assumption, no adjustment ( n e i t h e r  
d e d u c t i b i l i t y  nor expor t )  

The l i n e  of dashed (---) segments r e p r e s e n t s  t h e  c a s e  of t h e  
more ex t ens ive  s h i f t i n g  assumption wi thout  t h e  adjustment.  The "U" 
shape shows s i g n i f i c a n t  mod i f i ca t ion . l0  There r e a l l y  i s  no t  much o f  
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a r ight-hand arm t o  t h i s  horseshoe.  Bracket numbers 2 ,  10,  and 11 
l i e  s l i g h t l y  above t h e  f l o o r  ( a t  5%),  and b r a c k e t  #1 ( a t  11%) i s  
perched h igh  above a l l .  I t  i s  n o t a b l e  t h a t  t h i s  arrangement (and 
change from t h e  r e f e r e n c e  ca se )  i s  s i m i l a r  t o  what was found f o r  t h e  
o v e r a l l  t o t a l  t a x  s t r u c t u r e ,  and t h e  remarks i n  connect ion w i t h  t h e  
s i g n i f i c a n c e  and under lying reasons  f o r  t hose  r e s u l t s  apply h e r e  too .  

3 .  Conservat ive  s h i f t i n q  assumption, w i th  adjustment (deduct- 
i b i l i t y  and expor t )  

The l i n e  of l i g h t  s o l i d  segments r e p r e s e n t s  t h e  c a s e  where t h e  
adjustment i s  considered under t h e  conserva t ive  s h i f t i n g  assumption. 
Here t h e  e n t i r e  curve s h i f t s  down ( r e l a t i v e  t o  t h e  r e f e rence  c a s e ) .  
Bracket  numbers 2 through 9 make up t h e  f l o o r  ( a t  3%),  and numbers 
10 ( a t  4%) and 11 ( a t  5%) l i e  along t h e  s l i g h t l y  i n c l i n e d  r i g h t  arm. 
Bracket  #1 i s  loca t ed  a t  t h e  le f t -hand  ex t remi ty  w i th  t h e  h i g h e s t  
r a t e  of  a l l  (7%). These observa t ions  a r e  q u i t e  s i m i l a r  t o  t h o s e  of 
t h e  analogous c a s e  f o r  t h e  t a x  s t r u c t u r e  a s  a whole ( s e e  t h e  remarks 
t h e r e  regard ing  reasons  f o r  and s i g n i f i c a n c e  of t h e  r e s u l t s ) .  

4. Extensive  s h i f t i n q  assumption,  wi th  adjustment ( d e d u c t i b i l -  
i t y  and expor t )  

The l i n e  of dash-dot (-.-.) segments r e p r e s e n t s  t h e  c a s e  where 
t h e  adjustment and t h e  ex t ens ive  s h i f t i n g  assumption a r e  combined. 
The main e f f e c t  (compared t o  t h e  r e f e rence  ca se )  i s  t o  c o l l a p s e  t h e  
r i g h t  arm of t h e  horseshoe ( i - e . ,  t o  decrease  t h e  r a t e  f o r  b r a c k e t  
#11 t o  4%) .I1 The main d i f f e r e n c e  between t h i s  and t h e  c a s e  of t h e  
conse rva t ive  assumption w i t h  t h e  adjustment i s  t h e  lower r a t e  pos i -  
t i o n  of b racke t  #11. Again, t h e s e  r e s u l t s  a r e  s i m i l a r  t o  what was 
found wi th  r e s p e c t  t o  t h e  t a x  s t r u c t u r e  a s  a whole. 

B. Persona l  Income Tax 

1. The pe r sona l  income t a x  represen ted  about 20°k of t o t a l  
Hawaii s t a t e  and l o c a l  t a x e s  i n  1960, and was d e a l t  w i th  under t h e  
f i x e d  assumption of no s h i f t i n g .  Graphs 3-a and 3-b d e p i c t  t h e  
informat ion found i n  Chapter  5 ,  Table V ,  columns 5 and 6. Graph 3-a 
shows t h e  r e f e r e n c e  case .  Here b racke t  numbers 2 through 10 l a y  
i n  o rde r  along a r a t h e r  s t ra igh t1*  p o s i t i v e l y  s loped  l i n e  which 
ranges  from 2% t o  3pk. This  p i c t u r e  i n d i c a t e s  t h e  progress iveness  of 
t h e  e f f e c t i v e  r a t e  s t r u c t u r e ,  a f e a t u r e  which i s  even more extreme 
a t  bo th  t h e  lowest  and h i g h e s t  income brackets .13 With t h e  f i x e d  
assumption of no s h i f t i n g ,  on ly  t h e  cons ide ra t ion  of t h e  adjustment 
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f o r  t a x  d e d u c t i b i l i t y  and expor t  p rov ides  an i n s t a n c e  f o r  comparison 
w i t h  t h e  base  case .  

2. Graph 3-b i n d i c a t e s  t h a t  r ecogn i t i on  of t h i s  adjustment 
r e s u l t s  i n  on ly  a s l i g h t  r a t e  reduc t ion  (from t h e  r e f e r e n c e  ca se )  
f o r  t h e  lower income b r a c k e t s  ( s ay ,  up through $4,999) .  However, f o r  
t h e  h ighe r  b r a c k e t s  a r a t e  reduc t ion  occurs  which i s  bo th  n o t i c e a b l e  
and i n c r e a s i n g  w i t h  income. The main reason f o r  t h i s  p a t t e r n  change 
i s ,  aga in ,  t h e  p r o g r e s s i v i t y  of t h e  f e d e r a l  pe r sona l  income t a x .  
Note a l s o  t h e  minor b reaks  i n  t h e  upward s l o p e  of t h e  l i n e ,  which 
i n d i c a t e  l apses  i n  progress ion.  

C .  P rope r ty  Tax 

Next, t h e  p rope r ty  t a x  w i l l  b e  examined. This  component repre-  
s en t ed  ( i n  1960) about 14 pe r  c e n t  of  t o t a l  t axes .  Graphs 4-a and 
4-b d e p i c t  t h e  informat ion found i n  Chapter  5 ,  Table V ,  columns 7 - 

1. Graph 4-a shows t h e  r e f e rence  case .  Again t h e  p i c t u r e  i s  
a s o r t  of  "U" shape. The upper r ight-hand ex t r emi ty  i s  h ighe r  than  
t h e  l e f t  ( i . e . ,  b r a c k e t  numbers 11 and 1 a t  5% and 4% r e s p e c t i v e l y ,  
b e a r  t h e  h i g h e s t  and next- to-highest  p rope r ty  t a x  r a t e  ass ignments ) .  
Bracket  numbers 2 and 10 l i e  s l i g h t l y  up t h e  l e f t  and r i g h t  arms 
r e s p e c t i v e l y  ( a t  2%), and t h e  o t h e r  b r a c k e t s  p r e t t y  much s e t t l e  a long 
t h e  f l o o r  ( a t  1%) w i t h  r e l a t i v e l y  low and i n v a r i a n t  r a t e s .  The f l o o r  
h a s  a b i t  of  a downward-to-the-right s lope  which i n d i c a t e s  lower 
r a t e s  a r e  a s s o c i a t e d  w i t h  h igher  income b r a c k e t s  i n  t h i s  range ( i . e . ,  
a s l i g h t  depa r tu re  from a p ropor t iona l  r a t e  s t r u c t u r e ) .  The reasons  
which u n d e r l i e  t h i s  p a t t e r n  of e s t ima te s  a r e  no t  adequately  s t a t e d  
i n  b r i e f  terms s o  t h e  i n t e r e s t e d  r eade r  i s  r e f e r r e d  t o  Chapter  6. 
There we i n d i c a t e  t h e  s eve ra l  c l a s s e s  o f  p rope r ty  involved and t h e  
c o n s i d e r a t i o n s  r e l e v a n t  t o  t h e  c a l c u l a t i o n  of p a r t i c u l a r  s h a r e s  of  
t h e  t o t a l  p rope r ty  t a x .  

2. Now r e f e r  t o  Graph 4-b. The l i n e  of dashed ( - - - I  seaments - < 

r e p r e s e n t s  t h e  c a s e  of t h e  ex t ens ive  s h i f t i n g  assumption, wi thout  
adjustment.  Here, compared t o  t h e  r e f e rence  case ,  t h e  f l o o r  s h i f t s  
up t o  h i g h e r  r a t e s  ( a t  2%) f o r  b r a c k e t  numbers 3 through 9 ( b u t  main- 
t a i n s  t h e  s l i g h t l y  nega t ive  s lope)  .14 The p a i r  of  lowest  income 
b r a c k e t s  (#1 and #2) b e a r  t h e  h i g h e s t  p rope r ty  t a x  r a t e  assignments 
( a t  5% and 3% r e s p e c t i v e l y ) .  Th i s  i s  unders tandable  because t h e  
lower income groups a r e  more l i k e l y  t o  be t e n a n t s  than l and lo rds  and 
t o  b e  more a f f e c t e d  by t h e  impact on use  r a t h e r  than source  of income 
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( t h e  oppos i t e  i s  suggested f o r  t h e  h igher  income b r a c k e t s ) ,  and 
t h e r e f o r e  t h e  change i n  s h i f t i n g  assumption r e s u l t s  i n  h ighe r  t a x  
r a t e  e s t ima te s .  

3 .  The l i n e  of l i g h t  s o l i d  segments d e p i c t s  t h e  c a s e  of t h e  
conse rva t ive  s h i f t i n g  assumption, w i t h  adjustment f o r  t a x  d e d u c t i b i l -  
i t y  and expor t .  I n  comparison t o  t h e  r e f e rence  c a s e ,  h e r e  t h e  whole 
curve  s h i f t s  down t o  lower r a t e s  f a i r l y  uniformly,  except  f o r  b r a c k e t  
#11 which moves t o  a lower r a t e  l e v e l  ( a t  2%) t han  t h a t  of b r a c k e t  #1  
( a t  3%), b u t  t h e s e  two remain w i t h  t h e  h i g h e s t  r a t e s .  

4.  The l i n e  of dash-dot (-.-.) segments r e p r e s e n t s  t h e  c a s e  
where t h e  adjustment i s  combined w i t h  t h e  ex t ens ive  s h i f t i n g  assump- 
t i o n .  Here t h e  comments which compared t h e  r e f e rence  t o  t h e  exten-  - 
s i v e  c a s e  wi thout  t h e  adjustment a r e  aga in  g e n e r a l l y  app rop r i a t e .  
However, b r a c k e t  numbers 10 and 11 a r e  s h i f t e d  down t o  even lower 
r a t e  l e v e l s  ( a t  1yb and l&) when t h e  adjustment i s  in t roduced  and 
i n  f a c t  b r a c k e t  #11 h e r e  i s  ass igned  t h e  lowest r a t e  of  a l l .  

D'. Fue l  Tax 

The l a s t  component t o  b e  examined h e r e  i s  t h e  f u e l  t ax , ,wh ich  
r ep re sen ted  about 12 pe r  c e n t  of  t o t a l  t a x e s  ( i n  1960). Graphs 5-a 
and 5-b d e p i c t  t h e  informat ion found i n  Chapter  5 ,  Table  V,  columns 
11 - 14. 

1. Graph 5-a r e p r e s e n t s  t h e  r e f e rence  case .  The p i c t u r e  shows 
a g e n t l y  upward s lope  t o  t h e  r i g h t  (from 1% t o  1-1/3%) f o r  t h e  brack- 
e t s  through t o  incomes l e s s  t han  $10,000, b u t  t h i s  evidence of pro- 
g r e s s i o n  i s  n o t  a s  pronounced a s  i n  t h e  persona l  income t a x  ca se .  
Bracket  numbers 10 ( a t  2%) and 11 show t h e  h i g h e s t  r a t e  assignments 
w i t h  t h e  r a t e  f o r  #11 ( a t  5%) being s u b s t a n t i a l l y  removed from t h e  
o t h e r s .  B r i e f l y ,  t h e  reasons  behind t h i s  p a t t e r n  involve  a p o s i t i v e  
r e l a t i o n  between income and propor t ion  of income spent  on f u e l  con- 
sumption ( au tos ,  b o a t s ,  p l anes )  and a p o s i t i v e  r e l a t i o n  between 
income and t h e  p ropor t iona l  source  of income from f u e l  s a l e s .  Th i s  
becomes apparen t  as t h e  e f f e c t  of t h e  a p p l i c a t i o n  of t h e  adjustment 
and t h e  change i n  s h i f t i n g  assumption i s  noted. F u r t h e r  d e t a i l  on 
t h e s e  under lying f a c t o r s  i s  found i n  Chapter  6. 

2. Turning now t o  Graph 5-b, t h e  l i n e  of heavy s o l i d  segments 
r e p e a t s  t h e  r e f e rence  case .  The l i n e  of l i g h t  s o l i d  segments shows 
t h e  c a s e  of t h e  conse rva t ive  s h i f t i n q  assumption, w i t h  t h e  a d j u s t -  
ment. The adjustment p u l l s  a l l  r a t e s  down, e s p e c i a l l y  t hose  of - 
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b r a c k e t  numbers 10 ( a t  1%) and 11 ( a t  2%), b u t  t h e  g e n e r a l  shape of 
t h e  arrangement i s  not  changed ve ry  much from t h e  r e f e r e n c e  case .  
~ u t  when t h e  ex t ens ive  s h i f t i n g  assumption i s  used,  w i thou t  t h e  
adjustment ( s e e  t h e  l i n e  of dashed segments) t h e  shape of t h e  p a t t e r n  
c h a n g e s n s i d e r a b l y  from t h e  r e f e rence  case .  And when t h e  exten- 

s i v e  s h i f t i n q  assumption and t h e  adjustment a r e  combined ( s e e  t h e  
l i n e  of dash-dot segments) ,  t h e  most n o t i c e a b l e  e f f e c t  i s  t h e  lower- 
i n g  (from t h e  prev ious  ca se )  of t h e  r a t e  l e v e l s  o f  b r a c k e t  numbers 
8, 9 ,  10,  and 11, e s p e c i a l l y  t h e  l a t t e r .  

Th i s  ends t h e  g r a p h i c a l  p r e s e n t a t i o n  of our  r e s u l t s .  Readers 
i n t e r e s t e d  i n  a  more complete d i scus s ion  o f  t h e  m a t e r i a l  i n  Tables  I 
through I V  a r e  r e f e r r e d  t o  Chapter  4 ,  and t o  Chapter  5 regard ing  t h e  
component t axes .  



Chapter 4 

DISCUSSION OF ALTERNATIVE ESTIMATES 
(OVERALL TAX STRUCTURE) 

T h i s  chap te r  d e a l s  mainly w i t h  t h e  m a t e r i a l  covered i n  Chapter  
3,  Sec t ion  I ,  b u t  goes i n t o  more d e t a i l  regard ing  t h e  a l t e r n a t e  sets 
of r e s u l t s  and t h e i r  comparison. The d e t a i l s  p resen ted  i n  t h i s  
(and t h e  nex t )  chap te r  may prove u s e f u l  i n  e s t ima t ing  e f f e c t s  of 
proposed changes i n  t h e  t a x  s t r u c t u r e ,  e s p e c i a l l y  i n  t h e  absence of 
a set o f  p r e c i s e  f u n c t i o n a l  r e l a t i o n s  (between income b r a c k e t s  and 
t a x  r a t e s )  f o r  t h e  v a r i o u s  c a s e s  considered i n  Tables I - I V .  

I n  Sec t ion  I t h e  e s t i m a t e s  based on t h e  A.G.I. concept a r e  
considered.  I n  Sec t ion  I1 t h e  d i scus s ion  goes on t o  cons ide r  t h e  
e f f e c t  o f  a change t o  each of t h e  t h r e e  o t h e r  income concepts  (which 
were developed i n  Chapter  2 ) .  

I. RATES BASED ON A.G.I. 

Thi s  s e c t i o n  i s  d iv ided  i n t o  f i v e  p a r t s .  P a r t s  A through D 
r e f e r  t o  Tables  I through I V  (which appear i n  Chapter  l ) ,  and a 
summary paragraph c l o s e s  each par t .1  P a r t  E p r e s e n t s  some concluding 
remarks on t h i s  m a t e r i a l .  

A. Table  I 

1. Table  I involves  t h e  conserva t ive  s h i f t i n g  assumption, with- 
o u t  adjustment f o r  t a x  d e d u c t i b i l i t y  o r  export .  Here i n  column 2 
t h e  r a t i o s  of  t a x  t o  income ( t h e  average e f f e c t i v e  t a x  r a t e  e s t i -  
mates) a r e  based on t h e  a d j u s t e d  g r o s s  income concept of  i n ~ o m e . ~  
This  i s  t h e  r e f e rence  case .  Note t h a t  t h e s e  numbers range from about 
10% ( i n  t h e  $5,000 - $5,999 b racke t )  t o  about  29% ( i n  t h e  $15,000 
and over  b r a c k e t ) .  The income group which pays t h e  h i g h e s t  r a t e  
f i n d s  t h a t  t h e s e  t a x e s  account f o r  about t h r e e  t i m e s  a s  l a r g e  a por- 
t i o n  of i t s  income than  f o r  t h e  income group which pays t h e  lowest 
r a t e .  Thus, based on t h i s  p a r t i c u l a r  e s t ima te ,  t h e  combined Hawaii 
s t a t e  and l o c a l  t a x  s t r u c t u r e  i s  no t  a p ropor t iona l  one (wi th  r e s p e c t  
t o  income), A p ropor t iona l  t a x  s t r u c t u r e  would r e s u l t  i n  a column 
of equa l  numbers, announcing t h a t  each income group pays t h e  same 
p o r t i o n  of i t s  income t b  t h e  Hawaii s t a t e  and l o c a l  t a x  c ~ l l e c t o r . ~  
Next, i t  i s  noted t h a t  t h e s e  numbers do n o t  move e i t h e r  from lowest 
t o  h i g h e s t  o r  from h i g h e s t  t o  lowest .  A uniformly p rog res s ive  t a x  
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s t r u c t u r e  would e x h i b i t  t h e  lowest t o  h i g h e s t  p a t t e r n ,  whereas t h e  
oppos i t e  case would b e  a r e g r e s s i v e  s t r u c t u r e .  

I t  i s  u s e f u l  t o  rank t h e  b r a c k e t s  based  on t h e  c a l c u l a t e d  t ax /  
income r a t i o ,  w i t h  rank 1 ass igned  t o  t h e  h ighes t  r a t i o  and rank I1 
t o  t h e  lowest  r a t i o .  The ranks  a r e  en t e red  t o  r i g h t  of t h e  r a t i o s  
and a qu ick  g lance  dawn t h e  column shows t h a t  t h e  p a t t e r n  of r a t e s  
does no t  move i n  a s i n g l e  d i r e c t i o n .  Besides  t h e  up and down pa t -  
t e r n ,  t h e  d i f f e r e n c e  between p a i r s  of r a t i o s  i s  worth consider-  
a t i o n . 4  The smal le r  t h e  d i f f e r e n c e ,  t h e  c l o s e r  i s  t h e  r a t e  s t r u c t u r e  
t o  p r o p o r t i o n a l i t y .  Between ranks  1 and 2 ,  t h e  r a t e  spread i s  about 
12 percen tage  p o i n t s ,  b u t  between ranks  2 and 3,  it i s  on ly  about 
2% percen tage  p o i n t s ,  and from ranks  3 t o  11 i n c l u s i v e ,  t h e  r a t e  
spread i s  about 4 percen tage  p o i n t s .  

2. One f e a t u r e  of t h e  r a t e  s t r u c t u r e  which appears  i n t e r e s t i n g  
i s  t h a t  t h e  f i v e  income b r a c k e t s  between $5,000 and $9.999 occupy t h e  
l a s t  f i v e  ranks  ( 7  through 11); i - e . ,  t h e s e  b r a c k e t s  pay t h e  lowest  
r a t e s .  Within t h i s  group,  t h e  h i g h e s t  r a t e  i s  about 11.4% and the 
lowest  i s  about 1075, a r a t h e r  smal l  range which sugges t s  an almost  
p r o p o r t i o n a l  o v e r a l l  r a t e  s t r u c t u r e  over t h i s  s e t  of  income b racke t s .  
Th i s  group b e a r s  t h e  assignment of about 30% of t o t a l  t a x e s ,  and 
accounts  f o r  about 42% of t h e  income. 5 

3 .  Overa l l  ( a l l  income b r a c k e t s  taken toge the r )  t h e  tax/income 
r a t i o  works o u t  t o  b e  about 14.807 and t h i s  i s  q u i t e  c l o s e  t o  14.4% 
r a t e  ob ta ined  f o r  t h e  $10,000 t o  $14,999 b racke t .  

Another a spec t  of t h e  s i t u a t i o n  a t  t h e  high end of t h e  income 
s c a l e  i s  t h a t  t h e  d i f f e r e n c e  between t h e  $9,000 t o  $9,999 and 
$10,000 t o  $14,999 b r a c k e t s  i s  about 3% percentage p o i n t s  (14.4% - 
11%). Data w i t h i n  t h e  l a t t e r  b racke t  i s  n o t  a v a i l a b l e ,  b u t  it may 
b e  t h a t  t h e  range of " r e l a t i v e  p r o p o r t i o n a l i t y "  extends  even beyond 
t h e  $9,000 b racke t .  I n  any event ,  t h e  p a i r  of t o p  income b r a c k e t s  
accounts  f o r  about 33% of income (A.G.I.)  and has  about 4805 of t h e  
t a x  ass igned  t o  it (on t h i s  b a s i s ) .  The 29% r a t e  ( rank  number 1) 
a t t a c h e d  t o  t h e  t o p  income b racke t  i s  about twice  t h e  r a t e  on t h e  
10 t o  15 group (which ranks  t h i r d  on t h i s  b a s i s ) .  T h i s  " f a c t "  i s  
not  very  meaningful i n  i n t e r p r e t i n g  t h e  t a x  t rea tment  of  t h e s e  
a d j a c e n t  b r a c k e t s ,  however, because of ( a )  t h e  aforementioned absence 
of d a t a  w i t h i n  t h e  10 t o  15 b racke t  and (b)  t h e  open and n a t u r e  of 
t h e  t o p  (15 and over)  b racke t .  
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4. The four  b r a c k e t s  a t  t h e  l o w  end o f  t h e  income s c a l e  (below 
$5,000) r e p r e s e n t  about 25% of t h e  income and b e a r  an assignment of  
about 22% of t h e  t ax .  I n  t h i s  group t h e  r a t e s  range from 17% ( i n  
t h e  lowest  income b r a c k e t ,  which ranks  second on ly  t o  t h e  t o p  income 
b r a c k e t  on t h i s  b a s i s )  t o  about 11 - 12%. and t h e  ranks  run from 
2 t o  6 ,  w i t h  t h e  t h r e e  b r a c k e t s  between $2,000 and $4,999 r ece iv ing  
f a i r l y  p ropor t iona l  t rea tment .  

5.  I n  summary of t h i s  s e t  of c a l c u l a t i o n s  t hen ,  t h e  group of 
f i v e  b r a c k e t s  w i t h  income of a t  l e a s t  $5,000 and l e s s  than  $10,000 
a r e  i n  a comparat ively  low r a t e  s i t u a t i o n  v i s -a -v i s  t h e  groups a t  
bo th  t h e  bottom and t o p  of t h e  income s c a l e .  I n  a d d i t i o n ,  it may b e  
noted t h a t  t h e s e  r e s u l t s  resemble t hose  of a s i m i l a r  s tudy  done f o r  
wisconsin.7 

B. Table I1 

Table I1 a l s o  employs t h e  conse rva t ive  s h i f t i n g  assumption, b u t  
involves  cons ide ra t ion  of t h e  adjustment f o r  t a x  d e d u c t i b i l i t y  and 
export .  There a r e  two main a spec t s  t o  t h i s  f e a t u r e .  One, deduct- 
i b i l i t y ,  i s  r ecogn i t i on  of t h e  f a c t  t h a t  c e r t a i n  s t a t e  and l o c a l  
t a x e s  a r e  deduc t ib l e  f o r  f e d e r a l  pe r sona l  and co rpo ra t e  income t a x  
purposes. (See Appendix Tables 28, 30, 49 and 50.) The o t h e r ,  
expor t ,  i s  t h e  al lowance f o r  nonres ident  ownership of bus iness  
e n t e r p r i s e s  which b e a r  Hawaii s t a t e  and l o c a l  taxes .8  (See Appendix 
Table 30.) 

1. Let  u s  examine t h e  r a t e s  i n  Table 11, column 3,  and compare 
them w i t h  t hose  i n  t h e  r e f e rence  case .  F i r s t  o f  a l l ,  h e r e  i n  Table 
I1 t h e  t o t a l  amount of  t a x  t o  be d e a l t  w i t h  i s  about $109 m i l l i o n  
which i s  about 65% of t h e  $153 m i l l i o n  involved i n  Table  I .  ~ h u s  t h e  
l e v e l  of  r a t e s  i s  lower ( t han  i n  t h e  r e f e rence  ca se )  over t h e  e n t i r e  
range of income b racke t s .  The o v e r a l l  r a t e  i s  about 10.5% (about 
2/3 of what was found above) and t h i s  i s  bounded by r a t e s  a t t a c h e d  
t o  t h e  next-to-the-bottom and t h e  next-to-the-top income b r a c k e t s  
which rank f i f t h  and f o u r t h ,  r e spec t ive ly .  The r a t e s  range from a 
low of about 8% ( f o r  t h e  b racke t  $8,000 t o  $8,999) t o  a h igh  of about 
14.5% ( f o r  t h e  bottom b racke t  of  under $2,000 income), and s o  h e r e  
t h e  r a t i o  of  h i g h e s t  r a t e  t o  lowest r a t e  h a s  dropped t o  l e s s  than 
2 t o  1.9 

2. Only two b r a c k e t s  have ranks  t h e  same a s  i n  t h e  r e f e rence  
case:  5 and 6 ,  b u t  t h e  on ly  ca se  of an o rde r  s h i f t  of  more than two 
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ranks  i s  t h e  f o u r  p l a c e  move of t h e  b r a c k e t  $5,000 t o  $5,999,  and s o  
it seems t h a t  t h e  o v e r a l l  rearrangement ( r e s u l t i n g  from use  of t h e  
adjustment)  i s  n o t  major.1° Again t h e  l a s t  f i v e  ranks  a r e  ass igned  
t o  t h e  group o f  b r a c k e t s  i n  t h e  $5,000 t o  $9,999 range,  and t h e  
spread  of r a t e s  i s  b a r e l y  more than  1%, i n d i c a t i n g  a r a t h e r  propor-  
t i o n a l  s t r u c t u r e  f o r  t h i s  p a r t  of t h e  t e r r i t o r y .  The propor t ion  o f  
t o t a l  t a x  which i s  ass igned  t o  t h i s  middle s e t  of  b r a c k e t s  has  
i nc reased  t o  about 349h of t h e  t o t a l ,  b u t  i s  s t i l l  s h o r t  of  t h e i r  
42% s h a r e  o f  t h e  income.ll 

3 .  I n  summary of t h i s  s e t  of  c a l c u l a t i o n s ,  t h e n ,  it appears  
t h a t  t h e  s i t u a t i o n  i s  r a t h e r  s i m i l a r  t o  what w a s  found i n  Table I .  
However, a comparison of t h e  two s e t s  of  c i rcumstances  r e v e a l s  t h a t  
t h e  p a i r  o f  h i g h e s t  income b r a c k e t s  have lower r a t e s  under t h e  second 
set of c a l c u l a t i o n s  ( t h i s  i s  p a r t i c u l a r l y  t r u e  f o r  t h e  t o p  b r a c k e t )  
than  under t h e  f i r s t  s e t .  Th i s  occurs  a t  t h e  expense of bo th  t h e  
group of b r a c k e t s  a t  t h e  low end of t h e  income scale and t h e  group 
o f  b r a c k e t s  i n  middle range between $5,000 and $10,000. However, 
t h i s  middle income group main ta ins  t h e  lowest  r a t e .  

The n a t u r e  of t h e  d i f f e r e n c e  of t h e  b a s i s  f o r  t h e  t a x  r a t e  c a l -  
c u l a t i o n s  h e r e  (v i s -a -v i s  t h e  r e f e rence  ca se )  sugges t s  t h e  reasons  
f o r  t h e  d i f f e r e n c e  i n  t h e  r e s u l t a n t  p a t t e r n  of r a t e s .  Fo r  one t h i n g ,  
t h e  adjustment f o r  t h e  f e d e r a l  income t a x  d e d u c t i b i l i t y  of  Hawaii 
s t a t e  and l o c a l  t a x e s  pa id  h a s  a non-uniform e f f e c t  upon t h e  s e v e r a l  
income b r a c k e t s  because of t h e  p r o g r e s s i v i t y  of t h e  f e d e r a l  pe r sona l  
income t ax .  A d o l l a r  of t a x  pa id  t o  t h e  s t a t e  r e p r e s e n t s  a l a r g e r  
s u b t r a c t i o n  from t h e  f e d e r a l  pe r sona l  income l i a b i l i t y  f o r  a h ighe r  
income b racke t  than  f o r  a lower b racke t .  Furthermore,  t h e  h ighe r  
income b r a c k e t s  r e c e i v e  l a r g e r  p ropor t ions  of income i n  t h e  form 
c o r p o r a t e  dividend d i s t r i b u t i o n  and t h e r e f o r e  have ass igned  t o  them 
l a r g e r  s h a r e s  of  taxes which have been imposed on co rpo ra t ions  and 
n o t  s h i f t e d  from co rpo ra t ions .  Two a s p e c t s  of  adjustment appear 
here .  One i s  t h e  r e l i e f  a f forded  by t h e  f e d e r a l  co rpo ra t e  income 
t ax .  The o t h e r  i s  r ecogn i t i on  of nonres ident  ownership of corpora-  
t i o n s  which pay Hawaii s t a t e  and l o c a l  t a x .  Thus, f o r  t h e s e  reasons ,  
t h e  s e t  of  c a l c u l a t i o n s  p r e s e n t l y  under d i scus s ion  d e s c r i b e  a s i t u a -  
t i o n  i n  which t h e  h ighe r  income b r a c k e t s ,  i n  p a r t i c u l a r ,  exper ience 
lower r a t e s  ( than  i n  t h e  r e f e rence  c a s e ) .  

C .  Table  111 

Table I11 does no t  i nc lude  t h e  adjustment f o r  t h e  t a x  deduct-  
i b i l i t y  and expor t ,  b u t  it does involve  t h e  assumption of r a t h e r  
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ex t ens ive  forward s h i f t i n g  of t a x e s  p a i d  by bus inesses .  12 

When t h e  conse rva t ive  s h i f t i n g  assumption i s  rep laced  by an 
assumption of more ex t ens ive  forward s h i f  t ing13 o f  t a x e s ,  l a r g e r  
amounts of t a x  e n t e r  our  c a l c u l a t i o n s  on t h e  b a s i s  of use  of income 
and smal le r  amounts a r e  ass igned on t h e  b a s i s  of source  of income.14 
Data regard ing  expendi ture  p a t t e r n  (income use)  i n d i c a t e s  t h a t  lower 
income b r a c k e t s  spend l a r g e r  p ropor t ions  of t h e i r  income on t a x a b l e  
items than  do h ighe r  income bracke ts .15  Data regard ing  t h e  source  
d i s t r i b u t i o n  of income i n d i c a t e s  t h a t  h ighe r  income b r a c k e t s  r ece ive  
l a r g e r  p ropor t ions  of income from nonwage sources  (such a s  p r o f i t s ,  
r e n t a l s ,  e t c . )  than  do lower income b r a c k e t s .  Thus t h e  change i n  
s h i f t i n g  assumption r e s u l t s  i n  l a r g e r  amounts of t a x  be ing  "removed 
from" t h e  h ighe r  r e l a t i v e  t o  t h e  lower income b r a c k e t s  (on t h e  
income source  s i d e )  and smal le r  amounts o f  t a x  being "placed upon" 
t h e  h ighe r  r e l a t i v e  t o  t h e  lower income b r a c k e t s  (on t h e  income use  
s i d e ) .  Therefore ,  t h e  change i n  s h i f t i n g  assumption r e s u l t s  i n  
r e l a t i v e l y  h ighe r  t a x  r a t e  e s t ima te s  f o r  t h e  lower income b r a c k e t s  
a s  compared t o  t h e  h igher  b racke t s .  

1. F i r s t  of a l l ,  it i s  noted t h a t  t h e  t o t a l  t a x  t o  b e  ass igned  
t o  t h e  s e v e r a l  income b r a c k e t s  i s  about $145 m i l l i o n .  Th i s  i s  about 
95% of t h e  amount d e a l t  w i t h  i n  Table  I .  The reason f o r  t h e  d i f f e r -  
ence i s  t h a t  t h e  p a t t e r n  of t a x  s h i f t i n g  employed i n  Table I11 al lows 
f o r  a l a r g e r  degree  of t a x  expor t a t i on  ( f o r  example v i a  v i s i t o r  
s a l e s ,  a s  d i s t i n g u i s h e d  from t h e  e x p l i c i t  adjustment d i scus sed  above) 
and t h u s  a lower e s t ima te  of t h e  t o t a l  amount of  Hawaii s t a t e  and 
l o c a l  t a x  ass igned  t o  r e s i d e n t  income r e c i p i e n t s .  From t h i s  i t  i s  
unders tandable  t h a t  t h e  o v e r a l l  tax/income r a t i o  of  about 14% (which 
l i e s  midway between t h e  r a t e s  f o r  ranks  5 and 6 )  i s  lower (by about 
3/4 of a percentage p o i n t )  than t h a t  f o r  t h e  r e f e rence  ca se .  

However, t h e r e  c e r t a i n l y  i s  n o t  a uniform d e c l i n e  i n  t h e  r a t e  
assignments f o r  each income bracke t .  I n  f a c t ,  f o r  every b racke t  
except t h e  t o p  income, t h e  s i t u a t i o n  i n  Table 111 is  one of h ighe r  
r a t e s  than what was found i n  Table I .  The most no t ab l e  change i s  
t h a t  t h e  t o p  income b r a c k e t ' s  r a t e  i s  c u t  nea r ly  i n  h a l f ,  down t o  
about 16%, which i s  however high enough t o  rank number 2 .  The lowest 
income b racke t  h e r e  ranks  number 1, w i t h  a 23% r a t e ,  having under- 
gone t h e  second l a r g e s t  r a t e  change, an i n c r e a s e  of about 5 percent-  
age p o i n t s .  Beside t h e  rank switch between t h e  t o p  and bottom 
b racke t s ,  t h e  on ly  o t h e r  such r e s h u f f l i n g  occurs  among t h e  b r a c k e t s  
i n  t h e  $5,000 t o  $9,999 range, w i t h  on ly  one i n s t a n c e  of a jump o f  
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more than  one s l o t .  The range of r a t e s  runs  from about 23% t o  about 
11%, cons ide rab ly  l e s s  than  t h e  range i n  Table I .  The major p a r t  
of  t h i s  "narrowing" occurs  mainly between ranks  1 and 2. Note t h a t  
i n  t h e  r e f e r e n c e  c a s e ,  t h e  t o p  income b r a c k e t  has  rank 1, and rank 2 
went t o  t h e  lowest  income b racke t .  These rank assignments w e r e  
reversed  i n  bo th  Table  I1 (conserva t ive  s h i f t i n g  assumption,  w i t h  
adjustment)  and i n  Table  I11 (ex tens ive  s h i f t i n g  assumption, wi thout  
ad jus tment ) .  However, i n  Table  I1 t h i s  r e v e r s a l  occurred w i t h  a 
decrease  i n  t h e  lowest  b r a c k e t  r a t e ,  b u t  i n  Table  I11 the lowest  
b r a c k e t  r a t e  was s u b s t a n t i a l l y  increased .  Thus we s e e  an important  
d i s s i m i l a r i t y  between t h e  e f f e c t  of  i n t roduc ing  t h e  adjustment a s  
compared t o  t h e  ex t ens ive  s h i f t i n g  assumption. 

2. The l o c a t i o n  of t h e  l a s t  f i v e  ranks  i n  t h e  $5,000 t o  $9,900 
range of income b r a c k e t s  occurs  again .  Furthermore, t h e r e  i s  a 
spread  of on ly  about 1% percentage p o i n t s  i n  t h e  r a t e s  h e r e ,  again  
i n d i c a t i n g  a f a i r l y  p ropor t iona l  a r e a . l 6  This  group o f  b r a c k e t s  has  

35% of t h e  t o t a l  t a x  ass igned  t o  it he re ,  5 percen tage  p o i n t s  more 
than  i n  t h e  r e f e r e n c e  c a s e ,  b u t  s t i l l  l e s s  than i t s  42% of A.G. I .  

3.  The t o p  two income b r a c k e t s  occupy ranks  2 and 3 ,  w i t h  a 
spread o f  about 1 percen tage  p o i n t  between t h e i r  r a t e s .  Th i s  i s  
i n  marked c o n t r a s t  t o  14 percentage p o i n t  spread and 2 t o  1 r a t i o  of 
r a t e s  found i n  Table  I. The more ex t ens ive  t a x  s h i f t i n g  assumption 
has  c lo sed  t h i s  gap, t o  even a g r e a t e r  degree  than  t h a t  which r e s u l t s  
from t h e  adjustment f o r  t a x  d e d u c t i b i l i t y  and export .  A s  a group,  
t h i s  p a i r  of  t o p  income b r a c k e t s  has  about 36% of t h e  t o t a l  t a x  
a s s igned  t o  i t ,  about 11 percentage p o i n t s  less than  i n  t h e  r e f e r e n c e  
c a s e ,  b u t  s t i l l  i n  excess  of i t s  33% of t o t a l  A.G. I .17  

4 .  The group of 4 lowest income b r a c k e t s  occupy rank 1 and 4 
through 6 ,  w i t h  a r a t e  spread of about 9 percentage p o i n t s  o v e r a l l  
b u t  on ly  about 1 p o i n t  between ranks  4 and 6. The r a t e  assignment 
of  t h e  bottom income b r a c k e t  (almost  23%) is about 6 percen tage  
p o i n t s  above t h a t  of t h e  nex t  t o  t h e  bottom income b racke t  (ranked 
number 5 ) ,  and about 7 p o i n t s  above t h e  rate ranked number 2 ( t h e  
t o p  income b r a c k e t ) .  Thus t h e  perhaps most no t ab l e  f e a t u r e s  of  t h e  
r e s u l t s  of  t h e  c a l c u l a t i o n s  h e r e  i n  Table I11 a r e  t h e  ou ts tanding  
p o s i t i o n  of t h e  income b racke t  w i th  t h e  h i g h e s t  r a t e ,  and t h e  f a c t  
t h a t  t h i s  i s  t h e  lowest income bracke te18  

5.  I t  should be  c l e a r  t h a t  t h e  p a i r  of  changes i n  t h e  b a s i s  f o r  
c a l c u l a t i o n  ( t h e  s h i f t i n g  assumption on t h e  one hand, and t h e  a d j u s t -  
ment on t h e  o t h e r )  a r e  n o t  of t h e  same gene ra l  na tu re .  u s e  of t h e  
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ex t ens ive  s h i f t i n g  assumption r e s u l t s  i n  t h e  t o p  income b r a c k e t  
exper iencing a r a t e  d e c l i n e  a t  t h e  non-uniform expense of a l l  o t h e r  
b r a c k e t s  each of whose t a x  assignments i s  l a r g e r  than i n  t h e  r e f e r -  
ence ca se ,  b u t  no t  by t h e  same amount ( o r  p r o p o r t i o n ) .  The r a t h e r  
r e g r e s s i v e  n a t u r e  of t h e  e f f e c t  of t h e  ex t ens ive  s h i f t i n g  assumption 
shows up i n  t h e  comparison of t h e  r a t e s  f o r  a given income b r a c k e t  
under t h e  two s h i f t i n g  cases .  Sub t r ac t ing  t h e  r a t e  i n  111 from t h e  
r a t e  i n  I ,  f o r  each income b r a c k e t ,  p rov ides  a s e t  of  d i f f e r e n c e s  
which, a s  has  been mentioned, a r e  nega t ive  (Table I11 r a t e  h ighe r  
than  Table I r a t e )  except  i n  t h e  i n s t a n c e  of t h e  h i g h e s t  income 
b racke t .  On the o t h e r  hand, t h e  adjustment r e s u l t s  i n  r a t e s  which 
f o r  a l l  b r a c k e t s  a r e  lower ( t han  under t h e  o r i g i n a l  b a s i s )  b u t ,  
aga in ,  i n  d i f f e r i n g  amounts, w i t h  t h e  major adjustment occu r r ing  i n  
t h e  t o p  bracke t .  

6. To b r i e f l y  summarize t h i s  s e t  of  tax/income c a l c u l a t i o n s ,  
it i s  noted t h a t  t h e  major d i s s i m i l a r i t y  between t h e s e  r e s u l t s  and 
those  i n  Table I appears  w i t h  r e s p e c t  t o  t h e  s i t u a t i o n  of t h e  
h i g h e s t  and lowest  income bracke ts .  Also,  t h e  break  between, w i th  a 
r e l a t i v e l y  p r o p o r t i o n a l  s t r u c t u r e  w i t h i n ,  t h e  p a i r  of  groups of 
b r a c k e t s  w i t h  incomes between $2,000 t o  $4,999 and $5,000 t o  $9,999, 
appears  t o  ho ld  up even though a l l  r a t e s  f o r  t h e s e  b r a c k e t s  a r e  
h ighe r  h e r e  i n  Table 111. F i n a l l y ,  t h e  $5,000 t o  $9,999 group main- 
t a i n s  i t s  p o s i t i o n  a s  t h e  s e t  of b r a c k e t s  w i t h  t h e  lowest r a t e s .  

D. Table I V  

So f a r ,  t h r e e  sets of tax/income r a t i o s  have been reviewed. 
Each set con ta ins  e leven r a t e s  (one f o r  each income b racke t )  and f o r  
each c a s e  t h e  same income concept (A.G.I . )  h a s  been employed. 
Table  I V  shows t h e  r e s u l t s  of  employing bo th  t h e  more ex t ens ive  t a x  
s h i f t i n g  assumption and t h e  adjustment.  

I. The t o t a l  amount of  t a x  involved h e r e  i n  I V  i s  about $128 
m i l l i o n ,  about 84% o f  t h e  amount i n  Table I .  The o v e r a l l  ( a l l  income 
b r a c k e t s )  tax/income r a t i o  works o u t  t o  about 12.4% and i s  q u i t e  
c l o s e  t o  t h e  r a t e  w i t h  rank 6 ,  which i s  ass igned t o  t h e  income 
b racke t  $5,000 t o  $5,999.19 However, t h e  lower (compared t o  t h e  
r e f e r e n c e  ca se )  o v e r a l l  r a t e  i s  n o t  accompanied by lower r a t e s  
ass igned  t o  a l l  income b racke t s .  I n  f a c t ,  t h e  r a t e s  ass igned t o  a l l  
t h e  income b r a c k e t s  u p  through $5,999 a r e  h ighe r  h e r e  than i n  t h e  
r e f e r e n c e  case ,  whi le  t h e  r a t e s  f o r  a l l  o t h e r  b r a c k e t s  ($6,000 and 
above) a r e  lower. 
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2 .  An outstanding fea tu re  of these  r e s u l t s  i s  t h a t  t h e  top  
income bracket  i s  assigned a r a t e  of about 11% and ranks number 7. 
Thus, whereas the  separate use of t h e  adjustment and of the  more 
extensive s h i f t i n g  assumptions move t h e  top income bracket from rank 
1 down t o  rank 2 ,  the  combination of these two s i t u a t e s  the  t op  
bracket  with a r a t e  r a the r  below the  average. The highest  r a t e ,  22%, 
i s  assigned t o  t h e  lowest income bracket.  Thus not only does the  
lowest income bracket have the  highest  r a t e ,  but t h a t  r a t e  i s  twice 
a s  high a s  f o r  t h e  top  income bracket and more than twice a s  high as 
f o r  t h e  top income bracket and more than twice a s  high a s  f o r  the  
bracket with rank 11 ($8,000 t o  $8,999).  Furthermore, the  d i f ference  
between ranks 2 and 11 i s  4 points .  And so i n  t h i s  s e t  of calcula- 
t i ons ,  a s  i n  those of Table 111, t h e  degree t o  which the  bottom 
income bracket ,  rank 1, stands apar t  from t h e  o thers  i s  a r a the r  
notable r e s u l t .  

3. The group of 5 brackets  with income i n  the  $5,000 t o  $9,999 
range bears  the  assignment, f o r  t h i s  s e t  of ca lcula t ions ,  of 37% of 
t o t a l  t ax ,  about 7 percentage points  more than i n  t h e  reference case, 
but  s t i l l  l e s s  than t h e  group's  42% share of t o t a l  income. When only 
t h e  4 brackets  i n  t h e  $6,000 t o  $9,999 range a r e  considered, t h e  t ax  
share ( f o r  t h i s  s e t  of ca lcula t ions)  i s  28%, compared t o  a 33% 
income sharee20 Thus when the  $5,000 t o  $5,999 bracket i s  eliminated 
from the  group, the  r a t i o  of t ax  share/income share f o r  t h e  group 

f a l l s  from 88% t o  83%.21 

4. The group of 4 lowest income brackets bears  the  assignment 
of about 31% of t h e  t o t a l  t ax ,  about 9 percentage points  higher than 
i n  the  reference case. This group represents  about 25% of the  t o t a l  
A.G.I. However, t h e  bottom income bracket alone represents  about 
3.8% of t h e  t o t a l  A.G.I., and bears  the  assignment here of about 6.2% 
of t h e  t o t a l  t ax ,  and about 4.4% of the  t o t a l  t ax  i n  t h e  reference 
case. The following calcula t ions  of the  r a t i o s  of t ax  share/income 
share22 helps t o  ind ica te  t h e  extent  t o  which the  bottom income 
bracket  leads the  next three  income brackets with regard t o  t h i s  
d ispropor t ional i ty  (of t ax  share t o  income share) .  

This Case ( I V )  Reference Case ( I)  . 
Group of 4 lowest income brackets  

Bottom income bracket 

Group of next 3 income brackets  
($2,000 t o  $4,999) .. 

121% 

163% 

114% 

8 7% 

116% 

8 2% 
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The foursome occupies  ranks  1 through 3 and 5 ,  b u t  t h e  r a t e  d i f f e r -  
ence between ranks  4 and 5 i s  n e g l i g i b l e ,  and s o  h e r e  i n  t h e s e  
Table  I V  c a l c u l a t i o n s ,  t h e  fou r  lowest  income b r a c k e t s  a r e  s i t u a t e d  
among t h e  h i g h e s t  r a t e s .  Th i s  i s  unders tandable  a s  we have noted 
t h a t  bo th  t h e  ex t ens ive  s h i f t i n g  assumption and t h e  adjustment s e rve  
t o  move t h e s e  b r a c k e t s  toward t h e  h ighe r  r a t e  ranks.  

5. The p a i r  of  h i g h e s t  income b r a c k e t s  h e r e  a r e  ass igned about 
32% of t h e  t o t a l  t a x ,  which i s  about 16 p o i n t s  l e s s  than i n  t h e  
r e f e r e n c e  c a s e  and, i n  c o n t r a s t  t o  t h e  3 o t h e r  s e t s  of  c a l c u l a t i o n s ,  
1 p o i n t  less than  t h e  g roup ' s  33% sha re  of A.G.I. Also,  n o t e  t h a t  
f o r  t h e  f i r s t  t i m e  t h e  r a t e  f o r  t h e  $10,000 t o  $14,999 b racke t  i s  
h ighe r  than  f o r  t h e  t o p  bracke t .  

6.  To b r i e f l y  summarize t h e  r e s u l t s  i n  Table IV, note: 

(1) t h e  r e l a t i v e l y  h igh  r a t e  f o r  t h e  bottom income 
b r a c k e t  : 

(2) the lowered rate p o s i t i o n  f o r  t h e  t o p  income 
b r a c k e t  : 

(3) t h e  maintenance of t h e  lowest  r a t e  s i t u a t i o n  by 
t h e  middle income group. 

E. Conclusion 

The fou r  s e t s  of  tax/income r a t i o  c a l c u l a t i o n s  presen ted  i n  
Tables  I through I V  appear t o  y i e l d  a somewhat s i m i l a r  p a t t e r n  of 
r e s u l t s .  I n  gene ra l ,  t h e  middle group of b r a c k e t s  ($5,000 t o  $9,999) 
has  t h e  lowest r a t e  assignments compared t o  t h e  b r a c k e t s  below and 
above t h i s  group. I n  a d d i t i o n ,  t h e  f i v e  b r a c k e t s  w i th in  t h i s  group 
have r a t e  assignments which a r e  r a t h e r  equal .  Also,  t h e  r e l a t i v e l y  
h igh  r a t e  assignment t o  t h e  bottom income b racke t  occurs  throughout 
t h e  f o u r  sets of c a l c u l a t i o n s .  Also, g e n e r a l l y  speaking,  t h i s  r a t e  
i s  ou ts tanding  i n  t h e  two senses  t h a t  t h e r e  i s  a r a t h e r  s u b s t a n t i a l  
d i f f e r e n c e  between t h e  bottom income b racke t  r a t e  and ( a )  t h e  nex t  
h i g h e s t  r a t e ,  and (b) t h e  r a t e s  ass igned t o  t h e  o t h e r  income b r a c k e t s  
a t  t h e  low end of t h e  income s c a l e .  

To conclude t h i s  di 'scussion of t h e  r a t e s  based upon A.G.I. we 
look a t  a p a i r  o f  ways t o  summarize t h e  e f f e c t  of  changing t h e  
s h i f t i n g  assumption and/or in t roduc ing  t h e  adjustment.  
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F i r s t  we examine t h e  p a t t e r n  of rank s h i f t s .  The fo l lowing  
t a b l e  shows t h e  i n s t a n c e s  of rank s h i f t s  of 2 ranks  o r  more. Note 
t h a t  an i n c r e a s e  i n  rank ( e . g . ,  from rank 11 t o  rank 7) r e f e r s  t o  
movement from a lower es t imated  t a x  r a t e  t o  a h ighe r  es t imated  t a x  
r a t e .  

RANK SHIFTING FOR A.G.1 . 
(Comparing Column 2 of Tables  I t h r u  I V )  

Decrease i n  Rate Rank I I n c r e a s e  i n  Rate Rank 

Next we examine r a t e  s t r u c t u r e  change t h a t  i s  t h e  p a t t e r n  of 
r a t e  changes which r e s u l t s  from a change i n  t h e  b a s i s  of  c a l c u l a t i o n .  
For  example, look a t  column 2 i n  Tables  I and I1 and cons ide r  t h e  
f i r s t  b r acke t .  The r a t e  i n  Table  I i s  17.11, t h e  r a t e  i n  Table  I1 
i s  14.50, and t h e  d i f f e r e n c e  (column 2 Table I r a t e  minus column 2 
Table I1 r a t e )  i s  2.61. Th i s  d i f f e r e n c e  w i l l  b e  r e f e r r e d  t o  a s  t h e  
a b s o l u t e  change. The abso lu t e  change d iv ided  by t h e  Table I r a t e  
w i l l  be  r e f e r r e d  t o  a s  t h e  percentage change (2.61/17.11 = 15.2%). 
S i m i l a r l y ,  t h e  abso lu t e  change and t h e  percentage change can be 
c a l c u l a t e d  f o r  t h e  o v e r a l l  t o t a l  ( t h e s e  t u r n  o u t  t o  be ,  f o r  column 2 
of Table I compared t o  column 2 of Table  11, 4.28 and 28.9%). The 
a b s o l u t e  change f o r  t h e  f i r s t  b r acke t  nay b e  expressed a s  a r a t i o  t o  
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t h e  abso lu t e  change f o r  t h e  o v e r a l l  t o t a l  (e .g . ,  2.61/4.28 = . 61 ) .  
A s i m i l a r  r a t i o  may be cons t ruc ted  f o r  t h e  percentage change ( e .g . ,  
15.2/28.9 = .53) and t h i s  r a t i o  w i l l  be r e f e r r e d  t o  a s  t h e  r e l a t i v e  
percentage change.23 S i m i l a r  c a l c u l a t i o n s  may b e  made f o r  each of 
t h e  o t h e r  t e n  b racke t s .  The same s o r t  o f  c a l c u l a t i o n s  mav be made - 
regard ing  t h e  r a t e s  i n  column 2 of Tables  111, and I V  a l s o .  

The r e s u l t s  f o r  t h e  r e l a t i v e  percentage change f i g u r e s  a r e  
shown i n  t h e  t a b l e  below. 

Income 
Bracket  

Under $2,000 

2,000 - 2,999 

3,000 - 3,999 

4,000 - 4,999 

5,000 - 5,999 

6,000 - 6,999 

7,000 - 7,999 

8,000 - 8,999  

9,000 - 9,999 

10,000 -14,999 

15,000 and over 

I v s .  I1 I vs.  111-4?/ I vs .  I&' 

See Appendix Table 56. 
bJ The * means t h a t  t h e  under lying d i f f e r e n c e  i s  o f  oppos i t e  

signcompared t o  t h e  average and t h e  o t h e r  e n t r i e s  i n  t h e  
column. 
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u s e  column 1 a s  an example. A l l  t h e  e n t r i e s  except  t h e  l a s t  
a r e  less than  1. A number g r e a t e r  than  1 i n d i c a t e s  t h a t  under t h e  
conse rva t ive  s h i f t i n g  assumption, t h e  change from "without t h e  
adjustment"  t o  "with t h e  adjustment" h a s  a  g r e a t e r  e f f e c t  ( i n  terms 
of r e l a t i v e  percentage change) on t h e  t a x  r a t e  f o r  t h e  income 
b r a c k e t  t han  on t h e  r a t e  f o r  t h e  o v e r a l l  t o t a l  ( i . e . ,  over  a l l  
income b r a c k e t s ) .  S i m i l a r l y ,  an e n t r y  which i s  l e s s  than  1 i n d i c a t e s  
a  l e s s  t han  average e f f e c t .  I n  column 1, t h e  e f f e c t  f o r  each b racke t  
and fox t h e  average i s  i n  t h e  same d i r e c t i o n ,  and a l l  under ly ing  

changes a r e  p o s i t i v e  ( t h a t  i s ,  f o r  each b r a c k e t ,  t h e  r a t e  c a l c u l a t e d  
wi thout  t h e  adjustment  i s  h i g h e r  than  t h e  r a t e  w i t h  t h e  ad jus tment ) .  
Only t h e  t o p  income b racke t  has  an e n t r y  g r e a t e r  1, and t h i s  b racke t  
may be des igna ted  a s  "G" t o  s i g n i f y  t h a t  i t s  r a t e  f e l l  more than t h e  
average d i d  a s  a  r e s u l t  of t h e  a p p l i c a t i o n  of t h e  adjustment ,  and 
t h e  o t h e r  b r a c k e t s  a r e  des igna ted  a s  "L". 24 

The same b r a c k e t s  appear a s  "L" i n  column 2,  where t h e  compari- 
son i s  between t h e  conse rva t ive  and t h e  ex t ens ive  s h i f t i n g  assump- 
t i o n s ,  b o t h  wi thout  t h e  adjustment.  I n  t h i s  ca se ,  however, except  
f o r  t h e  t o p  income b r a c k e t  and t h e  o v e r a l l  average,  a l l  of  t h e  
under ly ing  changes a r e  nega t ive  ( t h a t  is,  f o r  each b r a c k e t ,  except  
t h e  $15,000 and over ,  t h e  r a t e  c a l c u l a t e d  f o r  t h e  ex t ens ive  s h i f t i n g  
assumption exceeds t h e  r a t e  f o r  t h e  conserva t ive  assumption. 

I n  t h e  sense  t h a t  t h e  d i r e c t i o n  o f  t h e  e f f e c t  i s  n o t  t h e  same 
f o r  a l l  b r a c k e t s ,  t h e  e f f e c t  of  t h e  change i n  s h i f t i n g  assumptions 
may b e  cons idered  more seve re  than  t h e  "without t h e  adjustment"  --- 
"with  t h e  adjustment"  case .  Furthermore, a  d i f f e r e n c e  between t h e  
two c a s e s  may be noted w i t h  r e s p e c t  t o  t h e  i n t e r -b racke t  d i s t r i b u t i o n  
of t h e  e f f e c t  on t h e  members of  t h e  "Lo' group. I n  column 2, t h e r e  
i s  a  p o s i t i v e  r e l a t i o n  between t h e  magnitude of t h e  e f f e c t  and t h e  
a b s o l u t e  s i z e  of t h e  number i n  t h e  e n t r y ,  whereas, i n  column 1, t h i s  
r e l a t i o n  i s  nega t ive .  Keeping t h i s  i n  mind, we n o t e  t h a t  t h e r e  i s  
a  d i f f e r e n c e  between t h e  two c a s e s ,  w i t h  r e s p e c t  t o  t h e  r e l a t i v e  
magnitude of each e f f e c t  on a  given income bracke t .  The bottom 
income b r a c k e t ,  f o r  example, i s  e f f e c t e d  t o  a  r e l a t i v e l y  g r e a t e r  
degree  by t h e  change i n  s h i f t i n g  assumption than by t h e  a p p l i c a t i o n  
o f  t h e  adjustment ,  whereas t h e  oppos i te  i s  t r u e  f o r  t h e  $7,000 - 
$7,999 b racke t .  

The e n t r i e s  i n  column 3 show t h e  e f f e c t  of  t h e  change from t h e  
conse rva t ive  s h i f t i n g  assumption without  t h e  adjustment t o  t h e  
ex t ens ive  s h i f t i n g  assumption wi th  t h e  adjustment.  Once aga in  t h e  
on ly  member of t h e  "G" s e t  i s  t h e  t o p  income bracke t .  The f i v e  
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income b r a c k e t s  between $6,000 and $14,999 show changes i n  t h e  same 
d i r e c t i o n  a s  t h e  t o p  b r a c k e t ,  b u t  t h e s e  changes,  which a r e  p o s i t i v e ,  
a r e  a l l  l e s s  than  t h e  o v e r a l l  average,  and s o  t h e s e  f i v e  b r a c k e t s  
a r e  again  members of  t h e  "L" set. The o t h e r  members of  t h e  "I," s e t ,  
t h e  f i v e  b r a c k e t s  o f  l e s s  than  $6,000 income, each shows an under- 
l y ing  change which i s  nega t ive ,  and t h e r e f o r e  oppos i t e  i n  d i r e c t i o n  
t o  t h e  average.  

11. RATES BASED ON OTHER INCOME CONCEPTS 

The foregoing comparison of t h e  t a x  r a t e  s t r u c t u r e  under t h e  
d i f f e r e n t  s h i f t i n g  assumptions,  w i th  and wi thout  adjustment ,  h a s  been 
based on r a t e s  r e l a t i v e  t o  A.G.I.  A s i m i l a r l y  d e t a i l e d  comparison 
of r a t e s  based on t h e  s e v e r a l  o t h e r  income concepts  w i l l  n o t  be 
d iscussed  here .  However, it  i s  p o s s i b l e  t o  see t h e  e f f e c t  on t h e  
r a t e  s t r u c t u r e  due t o  a change i n  t h e  income concept from a somewhat 
more summary view. To do t h i s  we f i r s t  examine t h e  p a t t e r n  of rank 
s h i f t s  brought  about b y  a change i n  income concept.  Then w e  examine 
by b r a c k e t s ,  the r a t i o  of  t h e  b r a c k e t  r a t e  change r e l a t i v e  t o  t h e  
weighted average r a t e  change, and t h i s  i s  done f o r  changes i n  bo th  
abso lu t e  and percentage terms.  

A. Rank S h i f t i n q  

we may begin by looking a t  t h e  e f f e c t  o f  deduct ing f e d e r a l  t a x e s  
pa id  from income. Th i s  i s  done f o r  A.G.I .  by comparing ranks  i n  
columns 2 and 3 ( f o r  a given t a b l e ,  I through I V ) ,  and f o r  "Broadened 
Income" by comparing ranks  i n  columns 4 and 5 (aga in ,  f o r  each 
t a b l e ) .  

I n  Table I a comparison of t h e  ranks  i n  columns 2 and 3 shows 
very  l i t t l e  rank s h i f t .  Columns 4 and 5 show no rank s h i f t .  I n  
bo th  c a s e s  t h e  average r a t e  moves s l i g h t l y  from rank 3 t o  between 
ranks  2 and 3 .  So i n  Table I t h e r e  seems t o  be very  l i t t l e  rank 
d i f f e r e n c e  between r a t e s  based on income ve r sus  income a f t e r  f e d e r a l  
t ax .  

The same conclusion ho lds  f o r  Table  11. Here t h e  on ly  s h i f t  
of more than 2 ranks  occurs  i n  t h e  t o p  b r a c k e t  between columns 4 
and 5 ( a  s h i f t  from 4 t o  l ) ,  and t h e r e  i s  ve ry  l i t t l e  rank s h i f t  i n  
t h e  average r a t e .  S i m i l a r l y  i n  Table I11 t h e  l a r g e s t  s h i f t  i s  t h a t  
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of t h e  t o p  b r a c k e t  between columns 4 and 5 (from rank 5 t o  3 ) .  And 
aga in  i n  Table  I V  t h e r e  i s  a s i m i l a r  r e s u l t  ( t o p  b r a c k e t  s h i f t s  
between columns 4 and 5 from rank 11 t o  7 ) .  Thus w e  conclude t h a t  
t h e r e  i s  n o t  much e f f e c t  on t h e  p a t t e r n  of ranks  due t o  a change 
from income t o  income a f t e r  f e d e r a l  t a x ,  whether we u s e  A.G.I. o r  
"Broadened Income", and t h i s  h o l d s  f o r  bo th  s h i f t i n g  assumptions,  
w i t h  and wi thout  t h e  adjustment.  

The e f f e c t  of t h e  change from A.G.I.  t o  "Broadened Income" i s  
somewhat more complex. The t a b l e  on t h e  nex t  page (page 57) shows 
t h e  i n s t a n c e s  of rank s h i f t s  of 2 ranks  o r  more. 

To account f o r  bo th  s h i f t i n g  assumptions,  w i th  and wi thout  
adjustment ,  t h e  r e s u l t s  f o r  each of Tables  I through I V  a r e  shown. 
The c a s e  of no deduct ion f o r  f e d e r a l  t a x  involves  comparison of 
columns 2 and 4 ( f o r  each Table I - I V )  and comparison of columns 3 
and 5 (Tables  I - I V )  shows t h e  c a s e  f o r  income a f t e r  f e d e r a l  t a x .  

The "Decrease" columns r e f e r  t o  a move from a lower numbered 
rank (h igher  r a t e )  t o  a h ighe r  numbered rank (lower r a t e ) ,  and t h e  
oppos i t e  ho lds  f o r  t h e  " Increase"  columns. The i n d i c a t i o n  h e r e  i s  
t h a t  t h e  $2,000 - $2,999 b r a c k e t  exper iences  a decrease  i n  a l l  8 
c a s e s  and by a t  l e a s t  6 ranks  i n  each case .  The on ly  o t h e r  b r a c k e t s  
which show a decrease  i n  more than  one ca se  a r e  t h e  t o p  income 
b r a c k e t  (3  c a s e s )  and t h e  $3,000 - $3,999 ( 2  c a s e s ) .  The b r a c k e t s  
$9,000 - $9,999 and $5,000 - $5,999 exper ience an i n c r e a s e  i n  7 and 
6 c a s e s  r e s p e c t i v e l y .  The b r a c k e t s  $6,000 - $6,999 ,  $7,000 - $7,999, 
$8,000 - $8,999,  and $10,000 - $14,999 i n c r e a s e  i n  2 c a se s  each. 
Except f o r  t h e  $9,000 - $9,999 b r a c k e t ,  most of t h e s e  " inc rease"  
c a s e s  involve  j u s t  a  2 rank s h i f t .  So g e n e r a l l y  speaking,  w i t h  
r e s p e c t  t o  ranks ,  a  change from A.G.I.  t o  "Broadened Income" mainly 
moves t h e  $2,000 - $2,999 b racke t  t o  lower ranks  and moves t h e  
b r a c k e t s  $9,000 - $9,999 and $5,000 - $5,999 t o  h ighe r  ranks.  

B. Rate S t r u c t u r e  Changes 

1. Now we may examine t h e  p a t t e r n  of r a t e  changes which r e s u l t s  
from a change i n  income concept.  For  example, look a t  Table I ,  and 
cons ider  t h e  f i r s t  b r acke t .  The r a t e  i n  column 2 (A.G.I.)  i s  17.11, 
t h e  r a t e  i n  column 4 ("Broadened Income") i s  12.27, and t h e  d i f f e r -  
ence (column 2 r a t e  minus column 4 r a t e )  i s  4.84. This  d i f f e r e n c e  
i s  t h e  a b s o l u t e  change, and t h e  abso lu t e  change d iv ided  by t h e  column 
2 r a t e  i s  t h e  percentage change (4.84/12.27 = 29.2%). The abso lu t e  
change and t h e  percentage change a r e  c a l c u l a t e d  f o r  t h e  o v e r a l l  t o t a l  
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( t h e s e  t u r n  o u t  t o  be, f o r  calm 2 compared t o  column 4 ,  2.63 and 
17.79%). The a b s o l u t e  change f o r  each b r a c k e t  may b e  expressed a s  a 
r a t i o  t o  t h e  a b s o l u t e  change f o r  t h e  o v e r a l l  t o t a l  (e .g . ,  4.84/2.63 = 
1 .84 ) .  A s i m i l a r  r a t i o  may b e  cons t ruc t ed  f o r  t h e  percen tage  change, 
t h a t  i s  t h e  r e l a t i v e  percentage change, (e .9 . .  28.29/17.79 = 1 .59 ) .  
The same s o r t  of c a l c u l a t i o n s  may b e  made regard ing  t h e  r a t e s  i n  
columns 2 and 4 of Tables  11, 111, and I V  a l s o .  F i n a l l y ,  t h e  same 
s o r t  of  c a l c u l a t i o n s  may be made t o  determine t h e  e f f e c t  of a change 
from A.G.I .  t o  A.G.I.  minus f e d e r a l  t a x  (use  columns 2 and 3 ,  from 
Tables  I through I V )  and from A.G.I. t o  "Broadened Income" minus 
f e d e r a l  t a x  (u se  columns 2 and 5 ,  Tables  I through I V ) .  

2. The r e s u l t s  f o r  t h e  r e l a t i v e  percen tage  change f i g u r e s  a r e  
shown i n  t h e  fol lowing t a b l e s .  

A.G.I.  v s .  Broadened Income 

Brackets  (Table I)   able 111) (Table 11) (Table I V )  

Under $ 2,000 1.59 1.73 1.60 1.72 

$ 2,000 - $ 2,999 1.80 2.01 1.81 2.00 

$ 3,000 - $ 3,999 1.09 1.18 1.09 1 . 1 7  

$ 4,000 - $ 4,999 .80 .86 - 8 1  .86 

$ 5,000 - $ 5,999 .51 .56 .51  .56 

$ 6,000 - $ 6,999 .63 .64 .63 .64 

$ 7,000 - $ 7,999 .64 .63 -64 .63 

$ 8,000 - $ 8,999  .46 .45 .47 .45 

$ 9,000 - $ 9,999 .49 -48 .48 .47 

$10,000 - $14,999 -54 - 5 1  .54 - 5 1  

$15,000 and over  1.92 1.85 1.94 1.84 

a/ See Appendix Table 57 

b/ The * i n d i c a t e s  t h a t  t h e  under lying d i f f e r e n c e  i s  o f  oppos i t e  - 
sign-compared t o  t h e  average and t h e  o t h e r  e n t r i e s  i n  t h e  column. 



RELATIVE PERCENTAGE CHANGE (Continued) 

5 6 7 8 

A.G. I .  vs .  A.G.I. - F e d e r a l  Tax 

Bracke t s  (Table  I )  (Tab le  111) (Tab le  11) (Tab le  I V )  

Under $ 2,000 .96 1.15 .96 1 .15 

$ 2,000 - $ 2,999 .89  .93 .90 -93 

$ 3,000 - $ 3,999 .86 .86 -85  .86 

$ 4,000 - $ 4,999 .88 .89 .87 .89  

$ 5,000 - $ 5,999 .80 .82 -80  .81 

$ 6,000 - $ 6,999 .83 -83  .84 .83 

$ 7,000 - $ 7,999 .85 .85 -85  -85  

$ 8 ,000  - $ 8,999 .83 .82 .83 .82 

$ 9,000 - $ 9,999 .84 -83  .84 .84 

$10,000 - $14,999 1.05 1.07 1.05 1.07 

$15,000 and over  1.70 1.59 1.70 1.60 

9 10 11 12 

A.G.I. v s .  Broadened Income - F e d e r a l  ~ a u  

Bracke t s  (Table  I )  (Tab le  111) (Table  11) (Table  I V )  

Under $ 2,000 1.61* .63* 1.60* .63* 

$ 2,000 - $ 2,999 2.69* 1.64* 2.69* 1.63* 

$ 3,000 - $ 3,999 .18* .13 .19* .13 

$ 4,000 - $ 4 ,999  -80 .83 .79 .83 

$ 5,000 - $ 5,999 1.32 1.19 1 .31 1.19 

$ 6,000 - $ 6,999 1.44 1.27 1.44 1 .28  

$ 7,000 - $ 7,999 1.51 1.33 1.52 1.35 

$ 8,000 - $ 8 ,999  1..97 1.62 1.95 1.62 

$ 9,000 - $ 9,999 1.90 1.58 1.90 1.59 

$10,000 - $14,999 2.47 2.10 2.46 2 . 1 1  

$15,000 and over  1.03 1 .01 1.03 1.02 
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Note t h a t  f o r  each b racke t  t h e  e n t r i e s  i n  columns 1 and 3 ,  2 and 4 ,  
5 and 7 ,  6 and 8 ,  9 and 11,  and 10 and 12 a r e  v i r t u a l l y  i d e n t i c a l  
( i . . ,  read ing  down column 1 shows about t h e  same a s  read ing  down 
column 3 ,  down column 2 i s  about t h e  same a s  down column 4 ,  e t c . ) .  
The d i s t i n c t i o n  between t h e s e  p a i r s  i s  t h a t  t h e  f i r s t  member ( e .g . ,  
column 1) i s  based on r a t e s  wi thout  t h e  adjustment ,  whereas t h e  
second member (e .g . ,  column 3) h a s  t h e  adjustment.  The s i m p l i c i t y  
i n d i c a t e s  t h a t  t h e  e f f e c t  of a change i n  income concept i s  indepen- 
d e n t  of  whether t h e  r a t e s  i nc lude  t h e  adjustment o r  n o t ,  s o  we may 
focus  our  a t t e n t i o n  on columns 1, 2 ,  5 ,  6 ,  9,  and 10. Columns 1, 5 ,  
and 9 r e f e r  t o  Table I ,  whi le  2 ,  6 ,  and 10 r e f e r  t o  Table 111, and 
it i s  r e c a l l e d  t h a t  t h e  d i s t i n c t i o n  between t h e s e  two t a b l e s  i s  t h e  
s h i f t i n g  assumption. Columns 1 and 2 bo th  d e a l  w i t h  a change from 
A.G.I. t o  "Broadened Income". Columns 5 and 6 bo th  r e f e r  t o  A.G. I .  
v e r s u s  A.G.I.  minus f e d e r a l  t ax .  Columns 9 and 10 bo th  r e f e r  t o  
A.G.I .  v e r sus  "Broadened Income" minus f e d e r a l  t a x .  The d e t a i l s  of 
t h e  d i f f e r e n c e s  among t h e s e  income concepts  a r e  d i scus sed  i n  
Chapter  2. Bracket  d i s t r i b u t i o n s  f o r  income a f t e r  f e d e r a l  t a x e s  
p a i d  a r e  i n  Appendix Table 60. 

3. Now use  column 1 a s  an example. Some of t h e  numbers i n  
t h i s  column a r e  g r e a t e r  than 1, o t h e r s  a r e  l e s s  than  1. An e n t r y  
g r e a t e r  than  1 i n d i c a t e s  t h a t  a  change from A.G.I.  t o  "Broadened 
Income" h a s  a g r e a t e r  e f f e c t  on t h e  t a x  r a t e  f o r  t h e  b r a c k e t  t han  on 
t h e  r a t e  f o r  t h e  o v e r a l l  t o t a l  ( i . e . ,  over a l l  b r a c k e t s ) .  S i m i l a r l y ,  
an e n t r y  which i s  l e s s  than 1 i n d i c a t e s  a l e s s  than  average e f f e c t .  
I n  column 1 (and a l s o  i n  columns 2 ,  5 ,  and 6) t h e  e f f e c t  f o r  each 
b racke t  and f o r  t h e  average i s  i n  t h e  same d i r e c t i o n .  (This  i s  n o t  
t r u e  f o r  columns 10 and 12.)  For  column 1, a l l  t h e  under lying 
changes a r e  p o s i t i v e  ( t h a t  is,  f o r  each b racke t ,  t h e  r a t e  based on 
A.G.I.  i s  h ighe r  than  t h e  r a t e  based on "Broadened Income"). The 
b r a c k e t s  which show e n t r i e s  l e s s  than  1 a r e  a l l  between $4,000 and 
$14,999. These b r a c k e t s  may be des igna ted  a s  "L" t o  s i g n i f y  t h a t  
t h e i r  r a t e s  f e l l  l e s s  than t h e  average d i d  under t h i s  income concept 
change, and t h e  o t h e r  b racke t s  a r e  designated a s  r1G".25 

The same b r a c k e t s  appear a s  "L" i n  column 2. Some b r a c k e t s  
have h ighe r  numbers i n  column 2 than  they  do i n  column 1 (e .g . ,  t h e  
f i r s t  b r a c k e t ,  a  "G",  and t h e  $5,000 - $5,999,  an "L")  and some have 
lower numbers (e.g. ,  t h e  h i g h e s t  income b r a c k e t ,  a  "G" , and t h e  
$8,000 - $8,999,  an "L") .  But t h e  p a t t e r n s  i n  columns 1 and 2 a r e  
s i m i l a r  and s o  i n  gene ra l  i t  seems t h a t  t h e  r a t e  s t r u c t u r e  change 
due t o  a change from A.G.I.  t o  t h e  "Broadened Income" concept i s  no t  
much in f luenced  by t h e  choice  of s h i f t i n g  assumption. 
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4. Now t h e  e f f e c t  of t h e  change from A.G.I.  t o  A.G.I .  minus 
f e d e r a l  t a x e s  pa id  may be considered by examining columns 5 and 6 .  
The under lying f i g u r e s  show t h a t  h e r e  t h e  d i f f e r e n c e s  a r e  a l l  
nega t ive  ( t h a t  i s ,  t h e  r a t e s  based on A.G.I.  a r e  a l l  lower t han  t h e  
r a t e s  f o r  A.G.I.  minus f e d e r a l  t a x e s ) .  Therefore  t h o s e  b r a c k e t s  
w i th  numbers l e s s  t han  1 may b e  des igna ted  a s  "Get because t h e i r  
r a t e s  show a less than  average % i n c r e a s e ,  and t h e  o t h e r  b r a c k e t s  
a r e  des igna ted  a s  "L". I n  column 5 ,  a l l  b r a c k e t s  except t h e  p a i r  
of h i g h e s t  incomes f a l l  i n t o  t h i s  category.  I n  column 6 ,  t h e  
bottom income b r a c k e t  j o i n s  t h e  prev ious  p a i r  of "L" ( t h o s e  b r a c k e t s  
wi th  numbers g r e a t e r  than 1, whose r a t e s  show a g r e a t e r  than average 
% i n c r e a s e  due t o  t h e  change i n  income concep t ) .  Except f o r  t h e  
lowest and h i g h e s t  income b r a c k e t s ,  t h e  numbers i n  columns 5 and 6 
a r e  q u i t e  s i m i l a r ,  and t h i s  i n d i c a t e s  t h a t ,  except  a t  t h e  income 
extremes,  t h e  r a t e  s t r u c t u r e  change due t o  t h i s  change i n  income 
concept i s  n o t  much in f luenced  by t h e  choice  of s h i f t i n g  assumption. 
However, t h e  bottom b r a c k e t  f a r e s  r a t h e r  d i f f e r e n t l y 2 6  under t h e  
conse rva t ive  s h i f t i n g  assumption than it does under t h e  more exten- 
s i v e  one,  from t h e  p o i n t  of  view o f  t h e  e f f e c t  which t h i s  change 
i n  income concept h a s  on t h e  % change i n  t h e  b r a c k e t ' s  t a x  r a t e  
compared t o  t h e  average.  Th i s  b racke t  i s  a "G" under t h e  conserva- 
t i v e  and an "L" under t h e  more ex t ens ive  s h i f t i n g  assumption. The 
h ighes t  income b r a c k e t  i s  an "L" under bo th  assumptions, b u t  t o  a 
l e s s e r  e x t e n t  under t h e  ex t ens ive  than wi th  t h e  conserva t ive  
s h i f t i n g  assumption. Th i s  i s  because of t h e  e f f e c t  which t h e  choice  
of s h i f t i n g  assumption has  on t h e  e s t ima te s  of  t h e  f e d e r a l  t a x  
payments by b r a c k e t s  ( a  b i g  i tem h e r e  i s  t h e  e x c i s e  t a x  component). 
The f a c t  t h a t  t h e  h i g h e s t  b r a c k e t  shows up a s  an "L" i s  no t  
s u r p r i s i n g ,  g iven t h e  importance and p r o g r e s s i v i t y  of f e d e r a l  
income t axes .  

5 .  F i n a l l y ,  t h e  e f f e c t  of  t h e  change from A.G.I. t o  "Broadened 
Income" minus f e d e r a l  t a x e s  pa id  may be considered by examining 
columns 9 and 10. Fo r  column 9, t h e  under lying d i f f e r e n c e s  a r e  a l l  
nega t ive  except  f o r  t h e  f i r s t  t h r e e  b r a c k e t s  (which bea r  a s t e r i s k s ) .  
These b r a c k e t s  a r e  des igna ted  a s  "G" because t h e i r  t a x  r a t e s  
decrease  a s  a r e s u l t  of t h i s  change i n  income concept.  The on ly  
o t h e r  "G" i s  t h e  $4,000 - $4,999 b racke t  ( t h e  e n t r y  i s  less than  I ) .  
Much t h e  same i s  t r u e  i n  column 10 on t h i s  s co re ,  except  t h a t  on ly  
t h e  f i r s t  2 b r a c k e t s  have p o s i t i v e  under lying d i f f e r e n c e s .  Again 
only  t h e  f i r s t  4 b r a c k e t s  a r e  "G". 
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I n  comparing columns 9  and 10 t o  g e t  an i n d i c a t i o n  of whether 
t h e  s h i f t i n g  assumption i n f l u e n c e s  t h e  e f f e c t  of t h e  change i n  
income concept ,  t h e  fol lowing i s  noted.  The f i r s t  two b r a c k e t s  show 
r a t h e r  l a r g e  d i f f e r e n c e s  ( t h e i r  change i s  lower under t h e  more 
ex t ens ive  s h i f t i n g  assumption, and t h i s  i s  because t h e  impact of t h e  
assumption change i s  r e l a t i v e l y  s t r o n g e r  w i th  r e s p e c t  t o  t h e  f e d e r a l  
income t a x e s  deduction than w i t h  r e s p e c t  t o  t h e  income broadening 
a d d i t i o n s ,  f o r  t h e s e  b r a c k e t s ) .  The e n t r i e s  f o r  t h e  o t h e r  b r a c k e t s  
show much l e s s  inter-column v a r i a t i o n ,  b u t  column 9  e n t r i e s  a r e  
g e n e r a l l y  h i g h e r ,  t h e  d i f f e r e n c e  i s  smal l  f o r  t h e  $3,000 t o  $3 ,999  
b r a c k e t ,  and t h e  d i f f e r e n c e  g e t s  l a r g e r  over t h e  range of b r a c k e t s  
t o  $13,999, w i th  t h e  h i g h e s t  income b r a c k e t  showing a  smal l  i n t e r -  
column d i f f e r e n c e .  

6. I n  summary, t h e  fol lowing may b e  noted.  

( a )  Lower income b racke t  (under $4,000) (1 - 3)  r a t e s  a r e  
a r e  r e l a t i v e l y  low under A.G .I., i n  t h e  sense  t h a t  
they  a r e  among t h e  "G" b r a c k e t s  ( t h e i r  r a t e s  i n c r e a s e  
more o r  decrease  less than  t h e  average,  i n  % terms)  
i n  - each case  of change i n  income concept considered 
here .  

(b) The p a i r  of  h i g h e s t  income b r a c k e t s  show a r a t h e r  
oppos i t e  p a t t e r n .  With a  s i n g l e  except ion ( t h e  t o p  
income b r a c k e t  i n  t h e  change t o  Broadened Income) 
t hey  a r e  always among t h e  "L" bracke t s .  ~ h u s  t h e i r  
r a t e s  a r e  r e l a t i v e l y  h igh  under A.G.I .  ( i n  t h e  same 
r e l a t i v e  sense  a s  i n d i c a t e d  above) .  The group of 
middle income b r a c k e t s  a r e  among t h e  "G" b r a c k e t s  
w i th  t h e  change t o  A.G. I .  minus f e d e r a l  t a x e s ,  and 
among t h e  "L" b r a c k e t s  i n  t h e  o t h e r  cases .  

Th i s  ends t h e  d i scuss ion  of a l t e r n a t i v e  r a t e  e s t ima te s  f o r  t h e  
o v e r a l l  t a x  s t r u c t u r e .  The nex t  chap te r  proceeds along s i m i l a r  l i n e s  
and t h e  f o u r  major component t a x e s  a r e  d i scussed  i n d i v i d u a l l y .  
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I n  t h i s  c h a p t e r ,  w e  con t inue  t o  examine our  e s t ima te s  of  e f f e c -  
t i v e  t a x  r a t e s ,  and a t t e n t i o n  i s  focused on s e v e r a l  of t h e  major1 
component t axes .  The purpose of t h i s  chap te r  i s  t o  provide somewhat 
more d e t a i l  than i s  found i n  Chapter  3 ,  Sec t ion  I1 ( t h e r e f o r e ,  some 
r eade r s  may b e  s a t i s f i e d  w i t h  t h e  coverage i n  Chapter  3 and choose 
t o  s k i p  Chapter  5 ) .  The d i scuss ion  involves  on ly  t h e  e s t i m a t e s  
based on A.G.I. because our  a n a l y s i s  ( s i m i l a r  t o  t h a t  d i scussed  i n  
Chapter  4 ,  Sec t ion  11) i n d i c a t e s  t h a t  t h e  r a t e  p a t t e r n s  a r e  r e l a -  
t i v e l y  i n s e n s i t i v e  t o  t h e  choice  of income concept.2 I n  a d d i t i o n  
t o  comparisons of r a t e s  c a l c u l a t e d  under d i f f e r e n t  assumptions,  
r e s u l t s  f o r  component t a x e s  a r e  compared w i t h  analogous c a l c u l a t i o n s  
f o r  t h e  t o t a l  t a x  s t r u c t u r e ,  and s i m i l a r i t i e s  a r e  noted.  I n  t h e  
c a s e s  of t h e  e x c i s e ,  p rope r ty ,  and f u e l  t a x e s ,  t h e  t a x  r a t e  e s t ima te s  
were cons t ruc t ed  by d i saggrega t ing  each of t h e s e  major component 
t a x e s  i n t o  sub-components. Each sub-component was handled s e p a r a t e l y  
and t h e r e f o r e  t h e  f a c t o r s  which u n d e r l i e  t h e  p a t t e r n s  of r a t e  e s t i -  
mates a r e  no t  adequately  s t a t e d  i n  b r i e f  terms. The i n t e r e s t e d  
r eade r  i s  r e f e r r e d  t o  Chapter  6 .  

I. GENERAL EXCISE TAX 

Since t h e  General Excise accounted ( i n  1960) f o r  about 40 per  
c e n t  of  t h e  t o t a l ,  it w i l l  be  considered f i r s t .  Refer t o  Table  V ,  
columns 1 t o  4 ,  which appears  on t h e  fo l lowing  page. 

For t h e  r e f e r e n c e  ca se  (conserva t ive  s h i f t i n g  assumption, with- 
out  adjustment)  t h e  t a x  t o  income r a t i o s  (average e f f e c t i v e  t a x  
r a t e s )  range from about 11% per  c e n t  t o  about 3% pe r  cen t .  This  i s  
of i n t e r e s t  s i n c e  t h e  maximum r a t e  on any s i n g l e  t r a n s a c t i o n  was 
3% per  c e n t  ad valorern.li The $15,000 and over b racke t  has  t h e  
h ighes t  r a t e  which i s  about t h r e e  t imes t h e  lowest r a t e  ( a s s o c i a t e d  
wi th  t h e  $5,000 t o  $5,999 b r a c k e t ) ,  and t h i s  r e s u l t  i s  nea r ly  t h e  
same a s  was found wi th  r e spec t  t o  t h e  t o t a l  t a x  s t r u c t u r e .  There i s  
a  spread of about 3 percentage p o i n t s  between ranks  1 and 2 (which 
t u r n s  out  t o  be  t h e  under $2,000 b r a c k e t ) ,  and about 3 percentage 
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p o i n t s  between ranks  2 and 3 ( t h e  $10,000 t o  $14,999 b r a c k e t )  . But 
between ranks  3 and 11, t h e  spread i s  only 2 percentage p o i n t s ,  and 
on ly  1 p o i n t  between ranks  4 and 11, and t h i s  narrowing of t h e  r a t e  
d i f f e r e n t i a l  i n d i c a t e s  a r a t h e r  proport ioned range.  For  a l l  income 
b r a c k e t s  taken t o g e t h e r ,  t h e  r a t e  i s  about 5 .7  pe r  c e n t ,  j u s t  about 
equal  t o  t h a t  of t h e  $10,000 t o  $14,999 b r a c k e t  (which, a s  i n  t h e  
corresponding t o t a l  t a x  c a l c u l a t i o n ,  i s  about 1/2 t h a t  of t h e  h i g h e s t  
income b r a c k e t ) .  

The group of f i v e  b r a c k e t s  i n  t h e  $5,000 t o  $9,999 range occupy 
ranks  from 5 through 11, excluding 8 and 9 which a r e  ass igned  t o  t h e  
$3,000 t o  $3,999 and $4,000 t o  $4,999 b r a c k e t s  r e spec t ive ly .  Thus 
f o r  t h e  e x c i s e  t a x  a lone ,  t h e  lowest r a t e  s i t u a t i o n s  a r e  n o t  s o l e l y  
t h e  p rope r ty  o f  t h e  middle income group.4 Perhaps t h e  p i c t u r e  can 
b e s t  b e  descr ibed  a s  one of r e l a t i v e  p r o p o r t i o n a l i t y  a t  a  r e l a t i v e l y  
low r a t e  f o r  t h e  e i g h t  b r a c k e t s  from $2,000 t o  $9,999,  a  group which 
accounts  f o r  46 pe r  c e n t  of t h e  e x c i s e  t a x  and 63 pe r  c e n t  of t h e  
income. 5 

Examination of t h e  c a l c u l a t i o n s  based on t h e  ex t ens ive  s h i f t i n g  
assumption without  adjustment i n d i c a t e s  t h e  fol lowing comparison 
(wi th  t h e  r e f e rence  c a s e ) :  

1. v e r y  l i t t l e  change i n  t h e  range of r a t e s  o r  t h e  o v e r a l l  
average r a t e ;  

2.  l i t t l e  i n  t h e  way of s i g n i f i c a n t  rank s h i f t ,  except f o r  
t h e  i n c r e a s e  of t h e  lowest income b racke t  t o  rank 1 
(h ighes t  r a t e ,  11%) and t h e  decrease  of h i g h e s t  income 

b r a c k e t  t o  rank 4 w i t h  a 5.8% r a t e  which i s  about 
average;  

3 .  an i n c r e a s e  ( t o  5 percentage p o i n t s )  i n  t h e  d i f f e r e n c e  
between ranks  1 and 2 ,  a  decrease  ( t o  almost  ze ro)  
between ranks  2 and 3 ,  and f u r t h e r  o v e r a l l  reduc t ion  i n  
t h e  d i f f e r e n c e  between ranks 2 t o  11 ( t o  about 1% per-  
centage p o i n t s ) ,  which i n d i c a t e s  t h a t  t h e  ex t ens ive  
s h i f t i n g  assumption moves t h e  r a t e  s t r u c t u r e  toward 
p r o p o r t i o n a l i t y  f o r  a l l  b u t  t h e  lowest  income bracke t :  

4. t h e  c a l c u l a t e d  assignments of t h e  e x c i s e  t a x  show t h e  
fol lowing propor t ions ,  by income bracke ts :  
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p a i r  of  h i g h e s t :  36% (decrease  from 48%) 
p a i r  of  lowest: 13% ( i n c r e a s e  from 9%) 
a l l  o the r s :  51% ( i n c r e a s e  from 42%) 
$5,000 t o  $9,999: 36% ( i n c r e a s e  from 30%) ; 

5. t o t a l  e x c i s e  t a x  assigned: $55.964 m i l l i o n  (decrease  
from $59.586 m i l l i o n )  . 

The r e a d e r  who i s  i n t e r e s t e d  i n  reasons  f o r  t h e  observed r a t e  
p a t t e r n  change may r e f e r  t o  Chapter  6 where d e t a i l s  of  t h e  e s t ima t ing  
procedure  a r e  d i scussed .  B r i e f l y ,  u s e  of t h e  ex t ens ive  s h i f t i n g  
assumption means t h a t  l e s s  of  t h e  e x c i s e  t a x  w i l l  b e  a s s igned  v i a  
source  of income, and more w i l l  b e  ass igned  v i a  use  of income. 
Higher income b r a c k e t s  r e c e i v e  r e l a t i v e l y  l a r g e  p ropor t ions  o f  income 
from sources  which a r e  ass igned  e x c i s e  t a x  under t h e  conse rva t ive  
assumption. Lower income b r a c k e t s  spend r e l a t i v e l y  l a r g e r  propor-  
t i o n s  of income on u s e s  which a r e  ass igned exc i se  t a x  under t h e  
e x t e n s i v e  assumption. Therefore  t h e  c a l c u l a t e d  r a t e  p a t t e r n  changes 
a s  i n d i c a t e d .  The change is s i m i l a r  t o  what occurs  f o r  a l l  t a x e s  
considered t o g e t h e r  ( s e e  Chapter  4 ) .  

Examination of t h e  c a l c u l a t i o n s  based on t h e  conse rva t ive  s h i f t -  
i n g  assumption w i t h  t h e  adjustment i n d i c a t e s  t h e  fol lowing comparison 
(wi th  t h e  r e f e r e n c e  ca se )  : 

1. n o t i c e a b l e  decreases  i n  t h e  upper and lower l i m i t s  o f  
t h e  range of r a t e s  and t h e i r  d i f f e r e n c e  and i n  t h e  
o v e r a l l  average r a t e ;  

2.  n o t i c e a b l e  rank s h i f t i n g  among t h e  middle income brack- 
ets where t h e  r a t e  d i f f e r e n c e s  a r e  smal l ,  and a swap 
between t h e  lowest  income b racke t  (from rank 2 t o  1) 
and t h e  t o p  income b r a c k e t  (from rank 1 t o  2 ) :  

3. a  decrease  i n  t h e  percentage d i f f e r e n c e  between ranks  1 
and 2; 

4. a t o t a l  e x c i s e  t a x  of $41.017 m i l l i o n  i s  accounted f o r  
i n  t h e  fol lowing propor t ions :  

p a i r  of  income b racke t  h ighes t :  39% 
p a i r  of income b racke t  Lowest: 12% 
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a l l  o t h e r  income b racke t s :  4 9"/, 
$5,000 t o  $9,999 b racke t :  37%. 

These r e s u l t s  a r e  s i m i l a r  t o  what was found f o r  analogous ca lcu-  
l a t i o n s  involv ing  t o t a l  t a x e s  a s  d i scus sed  i n  Chapter  4. Readers 
i n t e r e s t e d  i n  t h e  n a t u r e  of t h e  adjustment and i t s  r o l e  i n  changing 
t h e  t a x  r a t e  p a t t e r n s  may r e f e r  t o  Chapters  4 and 6. The main p o i n t  
i s  t h a t  t h i s  allowance f o r  t a x  d e d u c t i b i l i t y  and expor t  reduces a l l  
r a t e s ,  b u t  has  a more pronounced e f f e c t  on h ighe r  income b r a c k e t s  
because of t h e  p r o g r e s s i v i t y  of t h e  f e d e r a l  income t a x e s  and t h e  
p o s i t i v e  r e l a t i o n  between income s i z e  and t h e  propor t ion  of nonwage 
income. 

A s  h a s  been noted,  a  component of  t h e  adjustment f o r  t a x  deduct- 
i b i l i t y  and expor t  i s  t h e  d e d u c t i b i l i t y  of c e r t a i n  s t a t e  and l o c a l  
t a x e s  f o r  f e d e r a l  income t a x  purposes. The l e g a l  deduct ion f o r  t h e  
Hawaii General  Excise  i s  2 pe r  c e n t  of  A.G.I .  However, it i s  i n t e r -  
e s t i n g  t o  compare t h i s  a l lowable  deduct ion wi th  a c a l c u l a t e d  deduc- 
t i o n  which appears  t o  be more s a t i s f a c t o r y  on t h e o r e t i c a l   ground^.^ 
The t o t a l  a l lowable  deduct ion i s  approximately $1,905,000. Under 
t h e  conse rva t ive  s h i f t i n g  assumption t h i s  t u r n s  o u t  t o  be  about 
54 p e r  c e n t  of t h e  t h e o r e t i c a l  deduct ion which amounts t o  $3,505,000.  
Under t h e  more ex t ens ive  s h i f t i n g  assumption t h e  a l lowable  i s  only 
about 37 p e r  c e n t  of  t h e  t h e o r e t i c a l  which i s  approximately $5 .1  
mi l l i on .  The t a b l e  on t h e  fol lowing page (page 68) p r e s e n t s  t h e  
a l lowable  and t h e  " t h e o r e t i c a l "  deduct ions  ( f o r  bo th  t h e  conserva t ive  
and t h e  more ex t ens ive  s h i f t i n g  assumptions) and t h e  r a t i o s  ( s t a t e d  
i n  %) of t h e  a l lowable  t o  t h e  " t h e o r e t i c a l s " .  

The f i g u r e s  i n d i c a t e  t h a t  t h e  a l lowable  deduct ion i s  l e s s  than  
t h e  " t h e o r e t i c a l "  o r  c a l c u l a t e d  d e d ~ c t i o n , ~  and t h a t  t h e  d i f f e r e n c e  
i s  n o t  uniform over t h e  income s c a l e  ( e .g . ,  i n  column (4)  we s e e  
t h a t  t h e  r a t i o  of a l lowable  t o  " t h e o r e t i c a l "  i s  29.9% f o r  t h e  lowest 
income b racke t  and 54.4% f o r  t h e  h i g h e s t  income b r a c k e t  and t h e r e f o r e  
t h e  d i f f e r e n c e  from e q u a l i t y  of t h e  a l lowable  and t h e  " t h e o r e t i c a l " ,  
i s  l a r g e r  f o r  t h e  lowest income b racke t  than  f o r  t h e  h i g h e s t  income 
b r a c k e t ) .  Thus t h e  mul t i - s tage  f e a t u r e  of t h e  Hawaii Excise  Tax i n  
combination wi th  t h e  Fede ra l  Personal  Income Tax d e d u c t i b i l i t y  pro- 
v i s i o n  works t o  t h e  disadvantage of Hawaii taxpayers  (compared t o  a 
s t a t e  where t h e  c a l c u l a t e d  deduction equa ls  t h e  a l l o w a b l e ) ,  and t h e  
magnitude of t h e  disadvantage v a r i e s  over t h e  income sca l e .  



(1) (2)  (3)  (4)  (5)  
( $ Thousand) ( $ Thousand) ( $ Thousand) 

Allowable " T h e o r e t i c a l "  "Theo re t i c a l "  Percen t  Percen t  
Income Bracke t  Deduction Deduction Deduction 

2% of  A.G.I.  Conserva t ive  Extens ive  (1) + (2 )  (1) * (3)  
S h i f t i n g  S h i f t i n g  

Assumption Assumption 

I Under $ 2,000 5.0 16.7 27.1 29.9 18.5  

5 , 0 0 0 -  5 ,999 70.0 109.5 165.1  63.9 42.4 

6 ,000 - 6 ,999  179.1 272.5 401.1 65.7 44.7 

7 ,000  - 7,999 169.2 256.9 380.1 65.9 44.5 

8 , 0 0 0 -  8 ,999  147.5 198.6 295.2 74.3 50.0 

9 , 0 0 0 -  9 ,999  97.8 141.4 210.3 69.2 46.5 

10,000 - 14 ,999  557.6 1 , 0 4 9 . 1  1 ,538 .8  53.2 36.2 

15,000 and above 507.1 1 ,186.7  1 ,692 .1  42.7 30.0 

I TOTAL 1 ,905 3,505 5 ,134 54.4 37.1 
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Examination of t h e  c a l c u l a t i o n s  based on t h e  ex t ens ive  s h i f t i n q  
assumption w i t h  t h e  adjustment ,  i n d i c a t e s  t h e  fo l lowing  comparison 
(wi th  t h e  r e f e r e n c e  c a s e ) :  

1. v e r y  l i t t l e  change i n  t h e  range of r a t e s ,  b u t  a no t i ce -  
a b l e  decrease  i n  t h e  o v e r a l l  average r a t e  (from 5.8 t o  
4.9) ; 

2. n o t i c a b l e  rank s h i f t i n g  among t h e  middle b r a c k e t s  where 
r a t e  d i f f e r e n c e s  a r e  smal l ,  b u t  a l s o  t h e  fol lowing s i g n i -  
f i c a n t  moves: 

t o p  income b r a c k e t  (from rank 1 t o  9,  w i t h  a below 
average rate)  

bottom income b r a c k e t  (from rank 2 t o  1) 
$2,000 - $2,999 (from rank 4 t o  2 ) ;  

3. changes i n  t h e  r a t e  d i f f e r e n c e s  between and among ranks  
s i m i l a r  t o  t h e  changes noted above f o r ' t h e  ex t ens ive  
c a s e  wi thout  adjustment ;  

4. t h e  fol lowing p ropor t ions  ay  income b r a c k e t s  of  a t o t a l  
e x c i s e  t a x  of $50.702 mi l l i on :  

p a i r  of h ighes t :  3 3% 
p a i r  of lowest: 14% 
a l l  o the r s :  5 3% 
$5,000 - $9,999: 37%. 

These r e s u l t s  a r e  q u i t e  s i m i l a r  t o  t hose  f o r  t h e  analogous c a l -  
c u l a t i o n  involv ing  a l l  t axes .  

I t .  PERSONAL INCOME TAX 

The pe r sona l  income t a x  accounted f o r  about 2077 of t o t a l  t a x e s  
( i n  1960).  For t h i s  component it was assumed t h a t  no s h i f t i n g  
occurred,  t h e r e f o r e  t h e r e  a r e  on ly  a p a i r  of c a s e s  f o r  comparison: 
w i t h  and without  t h e  adjustment.  Refer  t o  Table V ,  columns 5 and 6 ,  
which appears  on t h e  fol lowing page. 



TABLE V (Continued) 

E f f e c t i v e  Rates  With Respect TO A.G.I. 

Pe rsona l  Income Tax 

Income Bracket  

Under $ 2,000 

$ 2,000 - $ 2,999 

$ 3,000 - $ 3,999 

$ 4,000 - $ 4,999 

$ 5,000 - $ 5,999 

$ 6,000 - $ 6,999 

$ 7,000 - $ 7,999 

$ 8,000 - $ 8,999 

$ 9,000 - $ 9,999 

$lO,OOO - $14,999 

$15,000 and over  

Overa l l  T o t a l  

(5) 
Conservat ive  S h i f t i n g  

Assumption without  
Adjustment 

Percen t  Rank 

(6) 
:onserva t ive  S h i f t i n g  

Assumption w i t h  
Adjustment 

Percen t  Rank 

1.28 11 
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For  t h e  r e f e r e n c e  c a s e  t h e  r a t e  assignments range from 1.3% t o  
4.4% and i n c r e a s e  w i t h  income t h u s  i n d i c a t i n g  a p rog res s ive  r a t e  
s t r u c t u r e ,  a f e a t u r e  a l s o  evidenced by t h e  f a c t  t h a t  t h e  ranks  based 
on t a x  r a t e  assignments move i n  o rde r  from 11 ( lowes t  r a t e )  t o  1 
(h ighes t  r a t e )  when proceeding from t h e  bottom t o  t h e  t o p  income 
bracke ts .  The h i g h e s t  r a t e  i s  more than  t r i p l e  t h e  lowest ,  and t h i s  
m u l t i p l e  i s  s i m i l a r  t o  what was found w i t h  r e s p e c t  t o  bo th  t h e  t o t a l  
t a x  s t r u c t u r e  and t h e  General  Excise  considered a lone.  The o v e r a l l  
average r a t e  i s  2 . % ,  about t h a t  o f  b r a c k e t s  $8,000 t o  $8,999 and 
$9,000 t o  $9,999 which rank 4 and 3 r e s p e c t i v e l y .  

The group of f i v e  b r a c k e t s  w i t h  income from $5,000 t o  $9,999 
have r a t e s  between about 2.5% and 2.936, and t h i s  d i f f e r e n c e  of only  
.4  percentage p o i n t  (about  16% a t  most) i s  evidence of a range of 
p r o p o r t i o n a l i t y  h e r e  over t h i s  s e c t i o n  o f  t h e  income s c a l e .  Th i s  
r a t h e r  p ropor t iona l  range is t o  be  expected given t h e  nominal r a t e  
s t r u c t u r e ,  a s  i n d i c a t e d  i n  Table i below. This  middle income group 
b e a r s  t h e  assignment o f  about 38% of t h e  persona l  income t a x  (and it 
i s  r e c a l l e d  t h a t  42% of A.G.I. r e s i d e s  h e r e ) .  

Table i 

Hawaii Personal Inc3me Tax Nominal Rate S t ruc tu re  (1960) 

(1) Total taxable Maximum tax  Endpoint income 
Taxable Income equal Marginal (bracket  bracket  "average r a t e"  
Income t o  o r  l e s s  than r a t e  endpoint) Col. (4) t Col. (2) 
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The top and next-to-the-top income brackets bear the assignment 
of 24% and 20% of the personal income tax against 15% and 18% of 
A.G.I. (respectively), and for both brackets as a group the tax and 
income shares are 44% and 33%. The rate spread appears to increase 
moving from the middle to the high end of the income scale, but this 
feature (which indicates progressivity) is not of major magnitude. 

The group of four lowest income brackets is assigned 18% of the 
personal income tax compared to 25% of A.G.I. The bottom bracket 
alone shows 1.3% and 3.8% for tax and income respectively, and the 
rate spread to the next bracket is relatively large (indicating 
progression here). For the other 3 members of this set the rate 
assignments are close to those of the middle income group, with only 
.8 of a percentage point between ranks 3 through 10 and -6 of a point 
between ranks 4 to 10. 

Now when the adjustment (for tax deductibility and export) is 
considered, the total amount of tax falls from about $30 million to 
about $26 million (approximately a 13-1/3% decrease), and all rates 
are lower than in the reference case.8 There is little in the way 
of significant rank shift.9 The overall average rate of 2.5% is 
located between ranks 4 and 5. 

Thus the main changes resulting from the adjustment in the per- 
sonal income tax calculations are the lowering of all rates and the 
decrease in the progressiveness (increase in the proportionality) of 
the rate structure. A useful way to note this is to observe that 
the lowest, middle and highest bracket groups bear the assignment of 
20%. 41% and 3% of the tax respectively, and that this represents 
changes of +2%, +3%, and -5% (respectively) from the reference case. 

Ill. PROPERTY TAX 

The property tax accounted for about 14% of total taxes in 1960. 
Refer to Table V, coluinn 7 to 10, which appears on the following page. 

For the reference case the rate assignments range from 1.1% (for 
the $5,000 to $5,999 bracket) to 4.PA (for the $15,000 and over 
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b r a c k e t ) .  The o v e r a l l  average r a t e ,  about 2%, is somewhat above t h a t  
of rank number 3. 

The middle income group occupies  ranks  5 ,  7 through 9 ,  and 11. 
Here t h e  range i s  from 1.53% t o  1.14%, t h a t  i s  about .4  percen tage  
p o i n t  ( a t  most,  about 30%). I n  f a c t ,  t h i s  range covers  a l l  b r a c k e t s  
between $3,000 and $9,999. Thus, a s  judged by t h e  a b s o l u t e  s i z e  of 
t h e  r a t e  spread ,  t h e  s t r u c t u r e  i s  r a t h e r  p ropor t iona l  he re .  The 
middle income group b e a r s  t h e  assignment of  about 27% of t h e  proper ty  
t a x  (which i s  r e l a t i v e l y  l o w  compared w i t h  about 30% of t o t a l  t a x e s  
and e x c i s e  t a x ,  and about 38% of t h e  pe r sona l  income t a x ,  and about 
42% of A .G . I . ) .  

The p a i r  of  h i g h e s t  income b r a c k e t s  occupy ranks  1 and 3 ,  w i t h  
a 3 percen tage  p o i n t  ra te  d i f f e r e n c e  between them which i n d i c a t e s  a 
p rog res s ive  range.  Th i s  group b e a r s  t h e  assignment of about 51% of 
t h e  p rope r ty  t a x  ( f o r  t o t a l  t a x e s ,  e x c i s e ,  persona l  income t a x ,  and 
A.G.I.  t h e  percen tages  were 48%, 48%. 44% and 33% r e s p e c t i v e l y ) .  The 
f o u r  lowest  income b r a c k e t s  occupy ranks  2 ,  4 ,  6 and 10 (moving from 
t h e  bottom income b racke t  up) w i t h  r a t e s  from 3.7% t o  1.2% and a 1.9 
p o i n t  d i f f e r e n c e  between t h e  bottom and next-to-the-bottom b r a c k e t s  
( t h e  a r e a  of most of  t h e  r e g r e s s i o n ) .  Th i s  group accounts  f o r  about 
22% of t h e  p rope r ty  t a x  ( t o t a l  t a x ,  e x c i s e ,  persona l  income t a x  and 
A.G. I .  p ropor t ions  a r e  22%. 22%, 18% and 25% r e s p e c t i v e l y ) .  Thus it 
appears  t h a t  t h e  p a i r s  of  b r a c k e t s  a t  e i t h e r  extreme of t h e  income 
s c a l e  bea r  t h e  h i g h e s t  r a t e s  under t h i s  s e t  of c a l c u l a t i o n s  f o r  t h e  
p r o p e r t y  t a x .  

When t h e  adjustment i s  in t roduced  and t h e  conse rva t ive  s h i f t i n g  
assumption mainta ined,  t h e  t o t a l  amount of p roper ty  t a x  involved 
d e c l i n e s  t o  $13.5 m i l l i o n  (from t h e  r e f e rence  ca se  $21.5 m i l l i o n )  
every r a t e  i s  lower, and t h e  o v e r a l l  average r a t e  i s  1.3%, between 
t h a t  of  ranks  3 and 4. Again t h e  h i g h e s t  r a t e s  appear a t  t h e  extreme 
ends of t h e  income s c a l e ;  t h i s  t i m e  t h e  bottom and next-to-bottom 
income b r a c k e t s  rank 1 and 3,  and t h e  t o p  and next-to-the-top income 
b r a c k e t s  rank 2 and 4 r e spec t ive ly .  Also t h e r e  i s  r e l a t i v e  r a t e  
p r o p o r t i o n a l i t y  i n  t h e  middle b racke t s .  Rather s i z e a b l e  r a t e  spreads  
occur  between t h e  p a i r  of lowest  income b r a c k e t s  ( i n d i c a t i n g  a 
r e g r e s s i v e  a r e a )  and between t h e  p a i r  of h i g h e s t  income b r a c k e t s  
( i n d i c a t i n g  a p rog res s ive  a r e a ) .  The rank s h i f t i n g  i n  t h e  middle 
group i s  n o t  ve ry  important ,  and i n  gene ra l  t h e  s i t u a t i o n  f o r  t h i s  
s e t  of c a l c u l a t i o n s  i s  q u i t e  s i m i l a r  t o  t h a t  of t h e  r e f e rence  case .  
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Now when t h e  ex t ens ive  s h i f t i n g  assumption i s  used wi thout  
adjustment t h e  t o t a l  amount of p rope r ty  t a x  involved i s  about 
$20.4 m i l l i o n  ( roughly 95% of t h e  r e f e rence  c a s e ) ,  every r a t e  except  
t h a t  of  t h e  t o p  income b racke t  i s  h ighe r  than i n  t h e  r e f e rence  ca se ,  
and t h e  o v e r a l l  average r a t e  i s  about 2%, equa l  t o  t h a t  of  rank 
number 4. Once more t h e  h i g h e s t  r a t e s  a r e  ass igned  a t  t h e  income 
e x t r e m i t i e s ;  t h e  p a i r  of  bottom b r a c k e t s  occupy ranks  1 and 2 and 
t h e  t o p  b racke t  has  rank 3 . l 0  The f i r s t  f i v e  b r a c k e t s  a l l  have 
h ighe r  ranks  than  i n  t h e  r e f e rence  c a s e ,  whereas a l l  o t h e r  b r a c k e t s  
have lower ranks ,  t h u s  showing t h e  d i f f e r e n t i a l  impact o f  t h e  change 
i n  s h i f t i n g  assumption. 

For  t h e  c a s e  of t h e  ex t ens ive  s h i f t i n g  assumption wi th  a d j u s t -  
ment t h e  t o t a l  p rope r ty  t a x  involved i s  about $17.4 m i l l i o n ,  and t h e  - 
average o v e r a l l  r a t e  i s  about 1.7%, equa l  t o  t h a t  of rank number 5. 
The 5 h i g h e s t  ranks  a r e  occupied by t h e  f i v e  lowest  income b r a c k e t s ,  
and t h e  t o p  income b r a c k e t  h a s  t h e  lowest  r a t e  of a l l ,  s o  i n  a g r o s s  
sense  t h e  r a t e  s t r u c t u r e  i s  r eg re s s ive .  The s i t u a t i o n  w i t h  r e s p e c t  
t o  t h e  spread of r a t e s  i s  s i m i l a r  t o  what occurs  i n  t h e  c a s e  
d i scussed  immediately above. 

IV. FUEL TAX 

The f u e l  t a x ,  which accounted f o r  about 12% of t h e  t o t a l  t a x  
( i n  1960),  i s  t h e  l a s t  of  t h e  major components t o  b e  d i scussed  i n  
d e t a i l .  The f u e l  t a x  r e f e r r e d  t o  h e r e  i nc ludes  Hawaii s t a t e  and 
l o c a l  g a s o l i n e ,  d i e s e l  f u e l ,  bu tane ,  a v i a t i o n  f u e l ,  and smal l  b o a t  
f u e l  t a x e s ,  and revenues from f u e l  r e t a i l i n g  permi t s  and motor r e g i s -  
t r a t i o n  f ee s .  l1 Refer  t o  Table  V ,  columns 11 t o  14,  which appears  
on t h e  fol lowing page. 12 

For  t h e  r e f e rence  c a s e  t h e  r a t e  assignments ( f u e l  tax/A.G.I.) 
range from about  1% ( f o r  t h e  bottom income b racke t )  t o  4.9% ( f o r  t h e  
t o p  income b r a c k e t ) .  The o v e r a l l  average r a t e  of about 1.9h i s  equal  
t o  t h a t  of rank number 2 ( t h e  p o s i t i o n  occupied by t h e  $10,000 t o  
$14,999 b r a c k e t ) .  Not on ly  do t h e  h ighes t  and t h e  next- to-highest  
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b r a c k e t s  b e a r  t h e  h i g h e s t  r a t e  assignments,  b u t  t h e i r  r a t e s  a r e  
s u b s t a n t i a l l y  h ighe r  than  t h e  o t h e r s ,  and t h e  h i g h e s t  r a t e  i s  much 
h ighe r  than  t h e  nex t  h ighest .13 Roughly speaking,  t h e  s t r u c t u r e  i s  
mi ld ly  p rog res s ive  through incomes up t o  $10,000,  and more progres-  
s i v e  beyond t h i s  po in t .14  

The p i c t u r e  changes r a t h e r  n o t i c e a b l y  when t h e  ex t ens ive  s h i f t -  
i n g  assumption i s  used. I n  t h i s  c a s e  t h e  amount of  t a x  involved i s  
about $17 m i l l i o n  (approximately 85% of t h e  amount i n  t h e  r e f e r e n c e  
c a s e ) .  Ra tes  range from about 1.3% ( f o r  t h e  t o p  income b r a c k e t )  t o  
about 2.2% ( f o r  t h e  bottom income b r a c k e t ) .  The t o p  and bottom 
b r a c k e t s  have exchanged ranks;  t h e  o v e r a l l  range of r a t e s  has  nar-  
rowed cons iderab ly ;  t h e  r a t e s  f o r  a l l  incomes below $10,000 a r e  
h ighe r ,  and s o  i s  t h e  o v e r a l l  average r a t e  (1.6%) which h e r e  i s  
between t h a t  of  ranks  5 and 6;  t h e r e  i s  no change i n  t h e  $10,000 - 
$14,999 b racke t  r a t e ,  and t h e  t o p  b r a c k e t ' s  r a t e  i s  cons iderab ly  
lower. I n  t h e  l a r g e ,  t h e  s t r u c t u r e  i s  p r o p o r t i o n a l  between $2,000 
and $10,000 incomes. 

For  t h e  c a s e  of t h e  conserva t ive  s h i f t i n g  assumption wi th  
adjustment t h e  amount of f u e l  t a x  involved i s  about $12 m i l l i o n  (6w 
of t h e  amount i n  t h e  r e f e r e n c e  c a s e ) .  N a t u r a l l y  a l l  r a t e s  a r e  l a v e r  
than  i n  t h e  r e f e r e n c e  ca se ,  and t h e  range of r a t e s  i s  much narrower,  
b u t  t h e  s t r u c t u r e  i s  q u i t e  s i m i l a r .  The t o p  and t h e  next-to-the-top 
income b r a c k e t s  occupy ranks  1 and 2 ,  w i t h  a r e l a t i v e l y  l a r g e  d i f f e r -  
e n t i a l  between t h i s  p a i r  of  r a t e s ,  and t h e  r a t e  assignments of t h e  
o t h e r  b r a c k e t s  a r e  r a t h e r  c l o s e  ( abso lu t e ly )  w i th  ranks  f a i r l y  s i m i -  
l a r  t o  what was found i n  t h e  r e f e rence  case .  

When t h e  adjustment i s  combined - w i t h  t h e  ex t ens ive  s h i f t i n q  
assumption t h e  amount of  f u e l  t a x  involved i s  $15 m i l l i o n  (75% of t h e  
amount i n  t h e  r e f e rence  c a s e ) .  The r e s u l t s  a r e  q u i t e  s i m i l a r  t o  
t h o s e  i n  t h e  ca se  of t h e  ex t ens ive  s h i f t i n g  assumption without  t h e  
adjustment ,  and t h e  comments made above i n  t h e  comparison of t h a t  
ca se  w i t h  t h e  r e f e rence  ca se  apply f a i r l y  w e l l  h e r e  a l s o .  
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T h i s  ends t h e  d i scuss ion  of a l t e r n a t i v e  e s t ima te s  f o r  t h e  fou r  
major component t axes .  The nex t  chap te r  g i v e s  some d e t a i l s  of  t h e  
procedures  followed i n  c o n s t r u c t i n g  t h e  e s t ima te s .  



Chapter 6 

ESTIMATING PROCEDURES 

This  chapte r  d i s c u s s e s  some of t h e  d e t a i l s  of  t h e  e s t ima t ing  
procedures f o r  t h e  major component t axes .  S e c t i o n s  I ,  11, and 111, 
r e s p e c t i v e l y ,  t a k e  up t h e  Excise  Tax, P rope r ty  Tax and Fue l  Tax. The 
d i scuss ion  of each of t h e s e  t h r e e  major component t a x e s  involves  t h e  
d i sagg rega t ion  of each i n t o  sub-components and an i n d i c a t i o n  of t h e  
e s t ima t ion  procedure employed. The case of t h e  Persona l  Income Tax 
does n o t  r e q u i r e  involved adjustments  of  t h e  publ ished d a t a  and s o  
a d e t a i l e d  explana t ion  of e s t ima t ing  procedures  i s  unnecessary. 

I. GENERAL EXCISE TAX' 

The General  Excise  was considered i n  terms of t h e  fol lowing 
components: 

r e t a i l i n g ,  s e r v i c e s ,  t h e a t e r ,  consumption, r e n t a l s ,  
c o n t r a c t i n g ,  sugar ,  p ineapple ,  i n t e r e s t ,  commissions, 
p u b l i c  u t i l i t i e s - - a i r  l i n e s ,  manufacturing,  wholesal ing 
( inc lud ing  compensating),  and a l l  o t h e r s  ( inc lud ing :  
i n su rance  s o l i c i t o r s ,  producin , b l i n d  vendors, i n t e r -  
mediary s e r v i c e s ,  and o t h e r s ) .  ?! 

A. Conservat ive  S h i f t i n g  Assumption 

R e t a i l i n q ,  s e r v i c e s ,  and t h e a t e r  were grouped t o g e t h e r  and han- 
d l e d  under t h e  f ixed3  assumption of 100 p e r  c e n t  forward s h i f t i n g .  

Therefore  t h i s  t r i o  of  components (which represen ted  about 56 p e r  
c e n t  of  e x c i s e  t a x  c o l l e c t i o n s :  45% + loo/, + 1%) was ass igned  
d i r e c t l y  t o  consumers. The n e t  amount of t h i s  t a x  ( n e t  = g r o s s  o r  
a c t u a l  c o l l e c t i o n s  minus about 10 p e r  c e n t  deduction f o r  v i s i t o r  
s a l e s ) 4  was ass igned t o  t h e  eleven income b r a c k e t s  on t h e  b a s i s  of 
r e s u l t s  of t h e  1960 - 61 survey of consumer expendi ture  p a t t e r n s  i n  
Honolulu by t h e  U. S. Labor Department Bureau of Labor S t a t i s t i c s .  
Data i s  presen ted  i n  Appendix Table 37.  The assignment of  t h i s  
po r t i on  of t h e  e x c i s e  t a x  i s  based on a weighted average p a t t e r n  ( f o r  
each income b racke t )  o f  a l l  consumer expendi ture  i tems w i t h  t h e  
exc lus ion  of housing. 
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I n  g e n e r a l ,  t h e  method f o r  c a l c u l a t i n g  t h e  expendi ture  p a t t e r n  
parameters  involves  t h e  fol lowing s t e p s :  

N. = number of spending u n i t s  
1 

i n  income (census)  
b racke t  i. 

E . .  = d o l l a r s  of  expendi ture  
by spending u n i t  i n  
b r a c k e t  i on i t em j. 

S . . = ( N .  ) (E. . ) = t o t a l  d o l l a r s  of  expen- 
1 I ' 'I d i t u r e  by spending u n i t  

i n  b r a c k e t  i on i tem j. 

n n 
C(S. . )  = C = o v e r a l l  t o t a l  d o l l a r s  of  

i=l 13 i= expendi ture  by a l l  u n i t s  

i n  a l l  b r a c k e t s  on i t e m  
j .  

R . .  = S . .  (Ni) (Ei , ) = propor t ion  of o v e r a l l  
13 13 = t o t a l  of d o l l a r s  of  

n 
expendi ture  (by a l l  

(*i) ( E i j )  u n i t s  i n  a l l  b r a c k e t s )  
i=l 

on i t e m  j ass igned  t o  
b r a c k e t  i. 

= t o t a l  d o l l a r s  of t a x  k 
t o  b e  ass igned  by i t e m  
j ,  i . e . ,  expendi ture  on 
i t e m  j i s  des igna ted  a s  
t h e  b a s i s  f o r  t h e  
assignment of  d o l l a r s  of  
s p e c i f i e d  t a x  k t o  
income b r a c k e t s .  

T . .  =(R. . )  (C. ) = C .  S C . (N ) (E .  . )  = t h e  d o l l a r s  o f  t h i s  
lllk 17 j k  j k i j  = )k i r j  s p e c i f i e d  t a x  k ass igned 

n n 
t o  income b r a c k e t  i on c (S .  . )  

i=l 17 
i=l ' [@ii ('ij)j t h e  b a s i s  of  expendi ture  

on i tem j. 

Data i s  given i n  Appendix Tables  24 and 25. 
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The p u b l i c  u t i l i t i e s - - a i r l i n e s  component ( r e p r e s e n t i n g  l e s s  than 
1 pe r  c e n t  of  t h e  t o t a l  e x c i s e  t a x )  h a s  been handled i n  a s i m i l a r  
f a sh ion  w i t h  r e s p e c t  t o  t h e  f i x e d  assumption of 100 pe r  c e n t  forward 
s h i f t i n g ,  b u t  t h e  es t imated  p o r t i o n  a p p l i c a b l e  t o  r e s i d e n t s  i s  37 pe r  
c e n t .  Th i s  was ass igned t o  income b r a c k e t s  on t h e  b a s i s  of  expendi- 
t u r e  item: " o t h e r  t r a v e l W . 5  For a l l  c a l c u l a t i o n s  of t h e  r a t i o  
tax/income, based on t h e  conse rva t ive  s h i f t i n g  assumption, no o t h e r  
components of  t h e  General  Excise  were ass igned  t o  income groups on 
t h e  b a s i s  of consumer expendi ture  p a t t e r n s .  

While on t h e  s u b j e c t  of  t h e  conse rva t ive  s h i f t i n g  assumption 
it w i l l  b e  u s e f u l  t o  i n d i c a t e  t h e  handl ing  of t h e  o t h e r  exc i se  compo- 
n e n t s  i n  t h i s  s i t u a t i o n . 6  I n  each c a s e  it i s  assumed t h a t  no s h i f t -  
i ng  occurs .  The c o n t r a c t i n g  component (about  14 pe r  c e n t  of  t h e  
t o t a l  e x c i s e )  was ass igned o u t  of co rpo ra t e  p r o f i t s  and t h e r e f o r e  
t h e  a l l o c a t i o n  t o  income b r a c k e t s  was on t h e  b a s i s  of t h e  income s i z e  
d i s t r i b u t i o n  of dividend income received.7 

The r e n t a l  component (about 8 p e r  c e n t  of t h e  t o t a l  e x c i s e )  was 
d iv ided  i n  h a l f  and 50 pe r  c e n t  was ass igned  on t h e  b a s i s  of t h e  
d i s t r i b u t i o n  dividends rece ived ,  and t h e  b a s i s  f o r  t h e  o t h e r  h a l f  
was t h e  d i s t r i b u t i o n  of r e n t a l  income.8 

The sugar  component (about 3 p e r  c e n t  of  t h e  t o t a l  e x c i s e )  was 
handled under t h e  f i x e d  assumption of ze ro  s h i f t i n g  (because of 
quota  marketing under world p r i c e ) ,  and t h e  assignment t o  income 
b r a c k e t s  was based on t h e  d i s t r i b u t i o n  of dividend income. 

The pineapple  component (about 3-1/2 pe r  c e n t  of  t h e  t o t a l  
e x c i s e )  was t r e a t e d  under t h e  f i x e d  assumption of 100 pe r  c e n t  
forward s h i f t i n g  (because of t h e  r a t h e r  powerful p o s i t i o n  i n  t h e  
market he ld  by p ineapple  f i r m s ) ,  b u t  it was a l s o  assumed t h a t  t o t a l  
ou tpu t  was exported and t h e r e f o r e  none of t h i s  t a x  was ass igned t o  
r e s i d e n t  taxpayers .  

The i n t e r e s t  component ( l e s s  than  1 p e r  c e n t  of  t h e  t o t a l  
exc i se )  was ass igned on t h e  b a s i s  of d ividend income received.  I t  
was assumed t h a t  t h i s  i n t e r e s t  represen ted  lending by f i rms  t o  
consumers t h a t  t h e s e  f i rms  a r e  not  p r i m a r i l y  i n  t h e  lending bus ines s ,  
and t h a t  t h e  f i rms  a r e  corpora t ions  ( f o r  example, c e r t a i n  au to  
sellers and department s t o r e s ) . g  

The commissions component (about 2 p e r  c e n t  of t h e  t o t a l  exc i se )  
was d iv ided  i n  h a l f  and 50 per  c e n t  was ass igned on t h e  b a s i s  of t h e  
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d i s t r i b u t i o n  of dividends r ece ived ,  and t h e  b a s i s  f o r  t h e  o t h e r  h a l f  
was t h e  d i s t r i b u t i o n  of non-corporate bus ines s  p r o f i t .  

The manufacturing and consumption components (each s l i  h t l y  
over  2 p e r  c e n t  of  t h e  t o t a l  exc i se )  were handled t o g e t h e r , q 0  under 
t h e  f i x e d  assumption o f  ze ro  s h i f t i n g ,  which r e f l e c t s  t h e  compet i t ive  
p o s i t i o n  o f  l o c a l  manufacturers  v i s -a -v i s  t h e i r  non- local  counter-  
p a r t s .  Data i n s u f f i c i e n c i e s  precluded any sys temat ic  e s t i m a t e  of 
c o r p o r a t e  v e r s u s  non-corporate manufacturing a c t i v i t y  and a 50%-50% 
d i v i s i o n  was assumed. Thus t h e  assignment t o  income b r a c k e t s  of  
h a l f  of t h e  amount of t a x  was based on t h e  d i s t r i b u t i o n  of non-corpo- 
r a t e  b u s i n e s s  p r o f i t s .  

The wholesal ing (4 pe r  c e n t  of  t h e  t o t a l  exc i se )  and compensat- 
ing (less than  1/2 of 1 p e r  c e n t  of t h e  t o t a l  e x c i s e )  components were 
handled t o g e t h e r . l l  The 50%-50% d i v i s i o n  between c o r p o r a t e  and 
non-corporate a c t i v i t y  was used12 and t h e r e f o r e  t a x  assignments t o  
income b r a c k e t s  involved bo th  t h e  dividend and non-corporate bus ines s  
p r o f i t  bases .  The group of a l l  o t h e r  components ( s l i g h t l y  over 2 pe r  
c e n t  of t h e  t o t a l  e x c i s e )  was handled i n  t h e  same manner. 

B. Extensive  S h i f t i n g  Assumption 

The nex t  t a s k  i s  t o  i n d i c a t e  t h e  t rea tment  of t h e  General  Excise  
components under t h e  more ex t ens ive  s h i f t i n g  assumption. I t  h a s  been 
no ted  t h a t  s e v e r a l  components were handled under t h e  f i x e d  assump- 
t i o n s  regard ing  s h i f t i n g ,  and t h e r e f o r e  f o r  t h e s e  i t ems  t h e  move 
between s h i f t i n g  assumption involves  no change. Th i s  i s  t h e  c a s e  
f o r  t h e  r e t a i l i n g ,  s e r v i c e s ,  and t h e a t e r  group,  p u b l i c  u t i l i t i e s - -  
a i r l i n e s ,  and p ineapple  components, f o r  which t h e  100 p e r  c e n t  
forward s h i f t i n g  assumption i s  maintained.  The manufacturing and 
consumption group, and sugar components a r e  i n  a s i m i l a r  s i t u a t i o n ,  
b u t  h e r e  t h e  ze ro  forward s h i f t i n g  assumption i s  maintained.  For 
t h e  remainder of t h e  components, t h e  replacement of  t h e  conse rva t ive  
by t h e  more ex t ens ive  s h i f t i n g  assumption involves  a change. These 
w i l l  be taken  up i n  t u rn ,13  and it w i l l  be noted t h a t  t h e  more 
ex t ens ive  assumption r e p r e s e n t s  100 pe r  c e n t  forward s h i f t i n g  i n  
each case .  l 4  

The c o n t r a c t i n g  component may be handled i n  s t e p s .  

1. A s s u m e  100°/0 forward s h i f t i n g  from c o n t r a c t o r .  

a .  The propor t ion  of c o n t r a c t i n g  which r e p r e s e n t s  
work f o r  t h e  Federa l  Government has been es t imated 
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a t  about 15%'~ and t h e  remaining 85% w i l l  b e  
r e f e r r e d  t o  a s  n e t  c o n t r a c t i n g ,  the purchasers  
of which a r e  s u b j e c t  t o  forward s h i f t i n g  of 
t h e  t a x  ( t h e  15% government s h a r e  i s  assumed 
borne by t h e  f e d e r a l  government and t h e r e f o r e  
i s  excluded from f u r t h e r  c a l c u l a t i o n s ) .  

b. I t  h a s  been es t imatedL6 t h a t  about 6% of n e t  
c o n t r a c t i n g  i s  f o r  housing and t h e  60% of 
housing i s  f o r  r e n t a l .  Therefore  
(.85) ( - 6 )  ( - 6 )  = 30.6% of c o n t r a c t i n g  i s  f o r  
r e n t a l  housing. 

2. A s s u m e  100°/0 s h i f t  of 30.6% of t h i s  t a x  from housing 
owners t o  r e n t e r s . 1 7  

a.  I t  h a s  been est imated18 t h a t  ( -212)  ( -306)  = 6.5% 
of c o n t r a c t i n g  r e p r e s e n t s  housing r e n t a l s  by 
nonres iden ts  and t h e r e f o r e  t h i s  p o r t i o n  of 
t h i s  e x c i s e  component i s  excluded from f u r t h e r  
c a l c u l a t i o n s .  

b. Thus 24.1% of t h e  c o n t r a c t i n g  component i s  
ass igned  t o  r e s i d e n t  housing r e n t e r s  and t h e  
t a x  i s  apport ioned among t h e  income b r a c k e t s  
on t h e  b a s i s  of housing expendi ture  p a t t e r n s .  

3. S ince  t h e  es t imatedx9  owner occupied housing propor t ion  
i s  40%, ( - 8 5 )  ( .  6)  ( .4 )  = 20.4% i s  t h e  s h a r e  of t h i s  
e x c i s e  component ass igned  t o  owner occup ie r s ,  given t h e  
assumption of no nonres iden t  t axpayers  among t h e  owner 
occupiers .  Thus t h i s  20.4% of t h e  c o n t r a c t i n g  component 
(making 24.1% + 20.4% = 44.5%) i s  apport ioned among t h e  
income b r a c k e t s  on t h e  b a s i s  of housing expendi ture  
p a t t e r n s .  

4. I tem 1.b noted t h e  e s t ima te  t h a t  60% of n e t  cons t ruc t ion  

i s  f o r  housing and t h i s  imp l i e s  a 40°% r e s i d u a l  f o r  bus i -  
ne s s  b u i l d i n g ,  t h a t  i s ,  ( . 85 ) ( . 40 )  = 34% of t h e  g ros s .  
I t  has  been assumed t h a t  c o n t r a c t o r s  and b u i l d i n g  owners 
engage i n  100"/a forward s h i f t i n g  t o  occupie rs .  Fur ther -  
more, it w i l l  be assumed t h a t  bus ines ses  s h i f t  t h i s  (34%) 
p o r t i o n  of t h e  c o n t r a c t i n g  component forward t o  consumers 
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and for simplicity, the assignment to income brackets 
is made on the basis of the "all goods and services" 
expenditure patterns, after allowance for a 9.5% (of 
the 34%) deduction for sales to nonresidents. 2 0 

Thus, under the more extensive shifting assumption the contract- 
ing component is allocated as follows: 

24.5% to nonresidents (15% to federal government, 
6.5% to nonresident renters, and 
3% via visitor sales); 

44.5% assigned to income brackets based on housing 
expenditure, and 

31% based on "all goods and services" expenditure. 

The rentals component is dealt with in a similar fashion. 
Rentals are estimated to be 60% for housing and 40% for nonhousing 
(or business). When the 21.2% visitor share is applied, it is found 
that approximately 12.7% [i.e., (.212)(.6)1 of the rental component 
is assigned to nonresidents and therefore excluded from further 
calculations, and about 47.3% [i. e. , ( .788) ( .6) 1 is assigned to 
income brackets on the basis of housing expenditures. 21 With respect 
to the 4007 which involves businesses which use rented premises, it is 
assumed that a 100% forward shift to consumers occurs. Therefore the 
9.5% visitor sales proportion is recognized and so 3.8% [i.e., 
(-095) (.4)] is excluded and 36.2% !.i.e., (.905) f.40) 1 is assigned to 
income brackets based on "all goods and services" expenditures. Thus 
for the rental component, 47.3% is assigned via housing expenditures, 
36.2% via "all" expenditures, and 16.5% is excluded (via "export"), 

The interest component was assumed forward shifted 100% to 
consumers, and assignment to income brackets was based upon house 
operation and furniture and equipment expenditure patterns. For the 
commissions component the "all goods and services" expenditure 
pattern was taken to be relevant for income bracket assignment under 
the full forward shifting assumption. 

The group of wholesaling and compensating components was shifted 
forward in three sections: about 60% via retailing and services, and 
about 20% for both contracting and the set of manufacturing, sugar 
and pineapple.22 The final assignments then followed these 
components. 
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The group of a l l  o t h e r  components was, under t h e  ex t ens ive  s h i f t -  
i ng  assumption, handled i n  t h e  same manner a s  t h e  r e t a i l i n g ,  s e r -  
v i c e s ,  and t h e a t e r  group. 

II. FUEL TAX 

Fue l  t a x  h e r e  i nc ludes  Hawaii s t a t e  and l o c a l  g a s o l i n e ,  d i e s e l  
f u e l ,  bu tane ,  a v i a t i o n  f u e l  and smal l  boa t  f u e l  t a x e s ,  and revenues 
from f u e l  r e t a i l i n g  pe rmi t s  and motor v e h i c l e  r e g i s t r a t i o n  f e e s .  
The r e l e v a n t  d a t a  i s  presen ted  i n  Appendix Tables  44 and 45. 

Gasol ine  accounts  f o r  approximately 6077 of t h e  t o t a l  f u e l  t a x  
( t o t a l  i s  about $ 2  m i l l i o n ) .  The assumption t h a t  t h e  purchaser  of  
t h e  f u e l  has  t h e  t a x  s h i f t e d  t o  him i s  mainta ined throughout t h i s  
d i s cus s ion ,  and i t  i s  u s e f u l  t o  d i s t i n g u i s h  between bus ines s  and 
nonbusiness g a s o l i n e  purchases.  A 50"/0-5@/0 s p l i t  between bus ines s  
and nonbusiness i s  assumed here .  23 

The bus ines s  p o r t i o n  w i l l  be considered f i r s t .  I n  a l l  c a s e s  
a l t e r n a t i v e  c a l c u l a t i o n s  which recognize  t h e  " t a x  expor t"  adjustment 
have been made. Under t h e  conse rva t ive  s h i f t i n g  assumption, 50% of 
t h i s  p o r t i o n  i s  ass igned t o  co rpo ra t e  p r o f i t s  (and a l l o c a t e d  t o  
income b r a c k e t s  v i a  dividend income; s e e  Appendix Table 29) and t h e  
o t h e r  5077 t o  noncorporate  bus ines s  income ( s e e  Appendix Table 27 
f o r  t h e  d i s t r i b u t i o n  v i a  noncorporate b u s i n e s s  p r o f i t ) .  Under t h e  
ex t ens ive  s h i f t i n g  assumption, t h e  e n t i r e  bus ines s  p o r t i o n  i s  d i s -  
t r i b u t e d  among t h e  income b r a c k e t s  v i a  t h e  a l l  goods and s e r v i c e s  
expendi ture  p a t t e r n  da t a .  The nonbusiness p o r t i o n  was handled under 
t h e  maintained assumption ( i n  bo th  t h e  conse rva t ive  and t h e  more 
ex t ens ive  ca ses )  of  no s h i f t i n g  by t h e  g a s o l i n e  purchaser  (consumer). 
Thus t h e  d i s t r i b u t i o n  among t h e  income b r a c k e t s  was made on t h e  b a s i s  
of t h e  automobile expendi ture  p a t t e r n  d a t a  (see Appendix Table 46) ,  
a f t e r  deduct ing 10% (of t h i s  50% p o r t i o n  of t h e  g a s o l i n e  t o t a l )  t o  
a l low f o r  " v i s i t o r  s a l e sU .24  

Diese l  and butane a r e  handled t o g e t h e r ,  and they  account f o r  
l e s s  than  3% of t h e  t o t a l  f u e l  t ax .  This  i s  assumed t o  be a l l  bus i -  
ness  and i s  handled i n  t h e  same manner a s  t h e  bus ines s  p o r t i o n  o f  t h e  
g a s o l i n e  component ( s ee  Appendix Tables  27 and 29) .  

The smal l  boa t  f u e l  t a x  and t h e  f u e l  r e t a i l  permi t s  components 
s e p a r a t e l y ,  and toge the r  account f o r  l e s s  than  1% of t h e  t o t a l .  
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These were bo th  handled i n  t h e  same fash ion  a s  t h e  g a s o l i n e  component 
( i nc lud ing  t h e  business/nonbusiness d i s t i n c t i o n ) .  See t h e  Appendix 
Table  r e f e r e n c e s  given f o r  gaso l ine .  

Motor v e h i c l e  r e g i s t r a t i o n  f e e s  account f o r  about 25% of t h e  
f u e l  t a x  t o t a l .  Th i s  component i s  broken down i n t o  t h r e e  p a r t s .  
The au to  p o r t i o n  ( i nc lud ing  t a x i s ) ,  about 3/5 of t o t a l  f e e s ,  was 
handled j u s t  a s  t h e  g a s o l i n e  component. The bus ,  t r u c k  and t r a i l e r  
p o r t i o n  was handled j u s t  a s  t h e  d i e s e l  component. The motorcycle  
p o r t i o n  assumed a l l  nonbusiness was t r e a t e d  i n  t h e  same manner a s  t h e  
nonbusiness p o r t i o n  of t h e  gaso l ine .  See t h e  Appendix Table  r e f e r -  
ences  no ted  above. 

The a v i a t i o n  f u e l  component accounts  f o r  about 12% of t h e  f u e l  
t a x  t o t a l .  I t  was assumed t h a t  t h i s  was a l l  bus ines s ,  and a d i s t i n c -  
t i o n  was drawn between t h e  t a x  p a i d  by t h e  two l o c a l  a i r l i n e s  
(Hawaiian and Aloha) and a l l  o t h e r  a i r l i n e s .  The t a x  a p p l i c a b l e  t o  
t h e  l o c a l  l i n e s  was on ly  about 1% of t h e  a v i a t i o n  f u e l  t o t a l  
($260,000 o u t  of $2.8 m i l l i o n ) .  25 Under t h e  conse rva t ive  s h i f t i n g  
assumption t h e  assignment t o  income b r a c k e t s  was v i a  c o r p o r a t e  p r o f i t s  
( s e e  Appendix Table 29 ) .  Under t h e  more ex t ens ive  s h i f t i n g  assump- 
t i o n ,  it was es t imated  t h a t  r e s i d e n t  t r a v e l e r s  represen ted  37% and 
v i s i t o r s  accounted f o r  63% of t h e  t o t a l  (and t h e r e f o r e  63% i s  
"exported"  v i a  " v i s i t o r  sa les*) .  26 Thus 37% of t h e  $260,000 i s  
a l l o c a t e d  v i a  t h e  "o ther  t r a v e l "  expendi ture  p a t t e r n  d a t a  ( s e e  
Appendix Table  31) .  The nonlocal  p o r t i o n  of t h e  a v i a t i o n  f u e l  t o t a l  
was a l s o  handled under bo th  t h e  conse rva t ive  and t h e  more ex t ens ive  
s h i f t i n g  assumptions.27 & 28 Under t h e  conse rva t ive  assumption t h e  
d i s t r i b u t i o n  was v i a  co rpo ra t e  p r o f i t s  (see Appendix Table 29) .  
under t h e  more ex t ens ive  assumption it was es t imated  t h a t  v i s i t o r  
s a l e s  ran about 85% of t h e  t o t a l  and t h e r e f o r e  15% of t h e  $2.5  
m i l l i o n  was ass igned v i a  t h e  "o ther  t r a v e l "  expendi ture  p a t t e r n  d a t a  
( s e e  Appendix Table 46) .29 

Ill. PROPERTY TAX3' 

F i r s t ,  s t a t ewide  aggregates  of r e a l  p roper ty  v a l u a t i o n s  (70 pe r  
c e n t  of  "market va lue" )  were cons t ruc t ed  f o r  l and ,  b u i l d i n g s ,  and t h e  
two combined ( s e e  Appendix Table 42 ) .  The aggregat ion was performed 
s o  a s  t o  y i e l d  housing t o t a l s  ( r e s i d e n t i a l  and apar tment /hote l  i n  t h e  
language o f  t h e  d a t a  source)  which d i s t i n g u i s h e d  home r e n t a l  u n i t s  
( r e s i d e n t i a l  wi thout  exemption) from owner occupied u n i t s  ( f e e  w i t h  
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exemption, lease with exemption. and units with partial exemption), 
and in addition totals were given for one other housing category: 
apartmentfiotel; and three other categories: commercial and indus- 
trial, agricultural and conservation (see Appendix Tables 38, 41, 
and 43) .31 The following definitions will facilitate the explanation 
of the method for the allocation of the property tax. The results 
appear in Appendix Table 39. 

T = statewide total property tax revenue (dollars). 

A = statewide total of all classifications of land and 
and buildings assessed valuation net of exemptions 
(dollars). 

T 
F = -= average property tax rate.32 A 

1 
= statewide total owner occupied (residential: fee 
with exemption, lease with exemption, and units 
with partial exemption) land and buildings assessed 
valuation net of exemptions. 

S2 
= statewide total rental home (residential: without 
exemption) land and buildings assessed valuation 
net of exemptions. 

3 
= statewide total apartmentfiotel land and buildings 
assessed valuation net of exemptions. 

S4 
= statewide total cormnercial and industrial land and 
buildings assessed valuation net of exemptions. 

S5 
= statewide total agricultural land and buildings 
assessed valuation net of exemptions. 

'6 
= statewide total conservation land and buildings 
assessed valuation net of exemptions. 

On this basis, the hqme owner groug, represented in terms of 
assessed valuation by S is assigned S times F, written as Sl-F, 

1' 1 
dollars of property tax (about $7.7 million) and this is apportioned 
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among t h e  s e v e r a l  income b r a c k e t s  on t h e  b a s i s  of  t h e  p rev ious ly  
desc r ibed  housing expendi ture  p a t t e r n  s t a t i s t i c s .  (Another equiva- 
l e n t  way t o  view t h i s  i s  t h a t  t o t a l  p rope r ty  t a x  i s  apport ioned t o  
home owners on t h e  b a s i s  of t h i s  g roup ' s  p o r t i o n  o f  t o t a l  a s se s sed  
va lua t ion .33)  Note t h a t  t h e  assumption o f  ze ro  t a x  s h i f t i n g  i s  main- 
t a i n e d  throughout f o r  t h i s  group, b u t  a l t e r n a t i v e  c a l c u l a t i o n s  a r e  
made t o  a l low f o r  t h e  adjustment f o r  t a x  d e d u c t i b i l i t y  and expor t  
( a c t u a l l y ,  nonres iden t  ownership i s  de f ined  away). 

Housing r e n t a l s  a r e  d iv ided  i n t o  home r e n t a l s  and apartment/  
h o t e l  r e n t a l s .  The home r e n t a l  group i s  ass igned S - F  d o l l a r s  of  

2 
p r o p e r t y  t a x  (about $3.6 m i l l i o n ) .  Under t h e  zero  s h i f t  assumption 
( c o n s e r v a t i v e ) ,  h a l f  of  t h i s  amount i s  a l l o c a t e d  t o  c o r p o r a t e  p r o f i t s  
and h a l f  t o  r e n t a l  income f o r  app rop r i a t e  assignment t o  income 
b r a c k e t s  ( t h e  assumption o f  t h e  50-50 s p l i t  between co rpo ra t e  and 
noncorporate  s h a r e s  i s  main ta ined) .  Again, a l t e r n a t i v e  c a l c u l a t i o n s  
a l low f o r  t h e  " t a x  expor t  adjustment" ( i n  f a c t  t h i s  i s  t h e  c a s e  
throughout t h i s  d i s cus s ion  of t h e  p rope r ty  t a x ,  b u t  it w i l l  n o t  b e  
mentioned a g a i n ) .  Under t h e  100 pe r  c e n t  forward s h i f t i n g  assumption 
(more e x t e n s i v e ) ,  t h e  a l l o c a t i o n  proceeds a s  i n  t h e  owner-occupied 
case .  

The a p a r t m e n t h o t e l  r e n t a l  group i s  ass igned S .F d o l l a r s  of  
3 

p r o p e r t y  t a x  (about $1 .9  m i l l i o n ) .  Under bo th  t h e  conse rva t ive  and 
t h e  more ex t ens ive  s h i f t i n g  assumptions t h e  a l l o c a t i o n s  a r e  t h e  same 
a s  f o r  t h e  home r e n t a l  group except t h a t  i n  t h e  more ex t ens ive  c a s e  
t h e r e  i s  an al lowance f o r  " v i s i t o r  s a l e s " ,  ( t h a t  i s ,  t h e  t o t a l  t a x  
a p p l i c a b l e  h e r e  i s  reduced by 21.2 p e r  c e n t ,  i n  a procedure  s i m i l a r  
t o  t h a t  used f o r  t h e  e x c i s e  t a x ) .  

The commercial and i n d u s t r i a l  qrouE i s  ass igned S . F  d o l l a r s  
4 

of p r o p e r t y  t a x  (about $5 m i l l i o n ) .  The assumption of 100 p e r  c e n t  
forward s h i f t i n g  from t h e  proper ty  owner t o  t h e  r e n t e r  of  b u s i n e s s  
p r o p e r t y  i s  mainta ined throughout.  34 Under t h e  conse rva t ive  s h i f t i n g  
assumption, h a l f  t h e  t a x  i s  ass igned  t o  co rpo ra t e  p r o f i t  and t h e  
o t h e r  h a l f  t o  noncorporate  bus ines s  income, and t h e  procedure i s  
s i m i l a r  t o  t h a t  followed i n  t h e  conserva t ive  assumption c a s e  f o r  t h e  
home r e n t a l  group. Under t h e  more ex t ens ive  s h i f t i n g  assumption 
(100 p e r  c e n t  s h i f t  t o  t h e  consumer) t h e  a l l o c a t i o n  i s  made on t h e  
b a s i s  of  a l l  goods and s e r v i c e s  expendi ture  p a t t e r n  s t a t i s t i c s .  

The a g r i c u l t u r a l  group i s  ass igned S .F d o l l a r s  of  p rope r ty  t a x  
5 
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(about  $2.2  m i l l i o n ) .  From t h i s  amount, 66.2 pe r  cent35 was a l l o -  
c a t e d  t o  t h e  sugar  i n d u s t r y ,  and t h i s  was handled a s  was t h e  sugar  
p o r t i o n  of t h e  e x c i s e  t a x .  (That i s ,  t h e  z e r o  s h i f t  assumption was 
maintained and t h e  t a x  was ass igned  v i a  c o r p o r a t e  p r o f i t s . )  
Nineteen and th ree - t en ths  (19.3) p e r  c e n t  was a l l o c a t e d  t o  p ineapple  
and handled a s  t h e  p ineapple  p o r t i o n  of t h e  e x c i s e  t a x .  (That i s ,  
no e n t r y  due t o  100 pe r  c e n t  forward s h i f t  and 100 pe r  c e n t  expor t . )  
The remaining 14.5 per  c e n t  was a l l o c a t e d  t o  ranching and handled by 
t h e  same method a s  t h e  " a l l  o t h e r "  p o r t i o n  of t h e  e x c i s e  t a x  under 
bo th  s h i f t i n g  assumptions (except  t h a t  expor t s  and v i s i t o r  s a l e s  were 
judged n e g l i g i b l e  enough t o  be d i s r ega rded ) .  

The conserva t ion  group i s  ass igned  S .F d o l l a r s  of  p rope r ty  t a x  
6 

(about  $ 1  m i l l i o n )  and t h i s  i s  a l l o c a t e d  81.2 p e r  c e n t  v i a  t r u s t s  
and e s t a t e s ,  15.2 p e r  c e n t  v i a  co rpo ra t e  p r o f i t s ,  and 3 . 6  pe r  c e n t  
v i a  noncorporate  bus ines s  income, under t h e  mainta ined assumption of 
ze ro  s h i f t i n g .  36 
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Thi s  f i n a l  chap te r  has  t h r e e  main s e c t i o n s .  S e c t i o n s  I and I1 
summarize t h e  s t u d y ' s  major f i nd ings  w i t h  r e s p e c t  t o  t o t a l  and compo- 
nen t  t a x e s  r e s p e c t i v e l y .  Sec t ion  I11 mentions some p o i n t s  f o r  
f u r t h e r  s tudy.  

I. TOTAL TAXES' 

A. Ra tes  Based On A.G.I.  

The r a t i o  o f  t o t a l  t a x e s  t o  t o t a l  income f o r  t h e  v a r i o u s  income 
b r a c k e t s  h a s  been r e f e r r e d  t o  a s  t h e  average e f f e c t i v e  t a x  r a t e  f o r  
t h e  b racke t .  Four s e t s  of such t a x  rate e s t i m a t e s  based on t h e  A.G.I.  
concept of  income have been d i scussed .  The r a t e s  es t imated  us ing  t h e  
conse rva t ive  s h i f t i n g  assumption wi thout  t h e  adjustment ( f o r  t a x  
d e d u c t i b i l i t y  and expor t )  were r e f e r r e d  t o  a s  t h e  r e f e r e n c e  case .  2 
I n  th is  set of c a l c u l a t i o n s ,  t h e  group of f i v e  b r a c k e t s  w i t h  income 
of a t  l e a s t  $5,000 b u t  less than  $10,000 have r a t e s  which a r e  lower 
than  t h e  r a t e s  of  t h e  groups a t  bo th  t h e  bottom and t o p  of t h e  income 
s c a l e .  

I n  t h e  set of c a l c u l a t i o n s  u s ing  t h e  conse rva t ive  s h i f t i n g  
assumption w i t h  t h e  adjustment f o r  t a x  d e d u c t i b i l i t y  and expor t , 3  
t h e  s i t u a t i o n  i s  r a t h e r  s i m i l a r  t o  what was found i n  t h e  r e f e rence  
case .  However, a  comparison of t h e  two s e t s  of  c i rcumstances  r e v e a l s  
t h a t  t h e  p a i r  of  h i g h e s t  income b r a c k e t s  have lower r a t e s  under t h e  
second s e t  of  c a l c u l a t i o n s  ( t h i s  i s  p a r t i c u l a r l y  t r u e  f o r  t h e  t o p  
b r a c k e t )  t han  under t h e  f i r s t  s e t .  This  d i f f e r e n c e  occurs  a t  t h e  
expense of bo th  t h e  group of b r a c k e t s  a t  t h e  low end of t h e  income 
s c a l e  and t h e  group of b r a c k e t s  i n  middle range between $5,000 and 
$10,000. However, t h e  middle income group remains w i t h  t h e  lowest  
r a t e s .  

When t h e  more ex t ens ive  s h i f t i n g  assumption* wi thout  t h e  a d j u s t -  
ment i s  used,  t h e  most no t ab l e  f e a t u r e s  of t h e  r e s u l t i n g  e s t i m a t e s  
a r e  t h e  ou ts tanding  p o s i t i o n  of t h e  income b racke t  w i th  t h e  h i g h e s t  
r a t e ,  and t h e  f a c t  t h a t  t h i s  i s  t h e  lowest income b racke t .  Thus t h e  

major d i s s i m i l a r i t y  between t h e s e  r e s u l t s  and those  i n  t h e  r e f e rence  
c a s e  appears  w i t h  r e s p e c t  t o  t h e  t rea tment  of  t h e  h i g h e s t  and lowest 
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income b racke t s .  The break  between (wi th  a r e l a t i v e l y  p ropor t iona l  
s t r u c t u r e  w i t h i n )  t h e  p a i r  of groups of b r a c k e t s  w i t h  incomes between 
$4,000 t o  $4,999 and $5,000 t o  $9,999,  appears  t o  hold  up even though 
a l l  r a t e s  f o r  t h e s e  b r a c k e t s  a r e  h ighe r  ( t h a t  i s ,  i n  Table 111). The 
$5,000 t o  $9,999 group main ta ins  i t s  p o s i t i o n  a s  t h e  s e t  of b r a c k e t s  
w i t h  t h e  lowest  r a t e s .  

The e s t i m a t e s  which r e s u l t  from us ing  t h e  more ex t ens ive  s h i f t -  
i n g  assumption w i t h  t h e  adjustment may b e  b r i e f l y  summarized by 
no t ing  t h e  fol lowing:  

(1) t h e  r e l a t i v e l y  h igh  r a t e  of t h e  bottom income b racke t :  

( 2 )  t h e  lower-than-average r a t e  of t h e  t o p  income b r a c k e t ;  

( 3 )  t h e  maintenance of the  lowest r a t e  p o s i t i o n  by t h e  
middle income group. 

I n  conclusion then ,  t h e  fou r  s e t s  of tax/income r a t i o  c a l c u l a -  
t i o n s  based on t h e  A.G.I. concept y i e l d  a somewhat s i m i l a r  p a t t e r n  of 
r e s u l t s .  I n  gene ra l ,  t h e  middle income group of b racke t s  ($5,000 t o  
$9,999) h a s  t h e  lowest  r a t e  assignments. I n  a d d i t i o n ,  t h e  f i v e  
b r a c k e t s  w i t h i n  t h i s  group a r e  t r e a t e d  r a t h e r  uniformly ( t h a t  i s ,  
t h e i r  r a t e  assignments a r e  f a i r l y  e q u a l ) . 5  Also,  t h e  h igh  r a t e  
assignment t o  t h e  bottom income b r a c k e t  occurs  throughout.  Also,  
g e n e r a l l y  speaking,  t h e  r a t e  of  t h e  bottom b r a c k e t  i s  ou ts tanding  i n  
t h e  two senses  t h a t  t h e r e  i s  a r a t h e r  s u b s t a n t i a l  d i f f e r e n c e  between 
t h i s  r a t e  and ( a )  t h e  nex t  h ighes t  r a t e ,  and (b) t h e  r a t e s  ass igned 
t o  t h e  o t h e r  income b r a c k e t s  a t  t h e  lower end of t h e  income s c a l e .  

B. Rates  Based On Other Income Concepts 

The conclusions  noted above r e f e r  t o  r a t e  e s t i m a t e s  based on 
t h e  A.G.I. concept. The e f f e c t  of  us ing  d i f f e r e n t  income concepts  
has  been examined i n  Chapter  4. I t  was concluded t h a t  t h e r e  i s  no t  
much e f f e c t  on t h e  p a t t e r n  of r a t e  ranks due t o  a change t o  income 
a f t e r  f e d e r a l  t a x ,  whether w e  use  A.G.I. o r  "Broadened Income", and 
t h i s  conclusion ho lds  f o r  bo th  s h i f t i n g  assumptions,  w i th  and wi thout  
t h e  adjustment.  The main e f f e c t  on r a t e  ranks  which r e s u l t s  from a 
change from A.G.I.  t o  "Broadened Income" i s  t h e  rank decrease  f o r  t h e  
$2,000 - $2,999 b racke t  and t h e  rank i n c r e a s e  f o r  t h e  b racke t s  
$9,000 - $9,999 and $5,000 - $5,999. Cons idera t ion  of t h e  p a t t e r n  of 
r a t e  s t r u c t u r e  change6 l eads  t o  t h e  conclusion t h a t  t h e  r a t e  
s t r u c t u r e  change due t o  a change from A.G.I.  t o  t h e  "Broadened 
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Income" concept  i s  n o t  much in f luenced  by t h e  cho ice  of s h i f t i n g  
assumption. 

I n  summary t h e  fo l lowing  may b e  noted.  

1. Lower income b r a c k e t  (under $4,000) r a t e s  a r e  r e l a t i v e l y  
low under A.G. I . ,  i n  t h e  sense  t h a t  t hey  i n c r e a s e  more o r  decrease  
less than  t h e  average ( i n  % terms) i n  each c a s e  of change i n  income 
concept  cons idered  here .  

2 .  The p a i r  of  h i g h e s t  income b r a c k e t s  show a r a t h e r  oppos i t e  
p a t t e r n .  With a s i n g l e  except ion ( t o p  income b r a c k e t  i n  change t o  
Broadened ~ncome)  t h e i r  r a t e s  a r e  r e l a t i v e l y  h igh  under A.G.I.  ( i n  
t h e  same r e l a t i v e  sense  a s  i n d i c a t e d  above) .  The group of middle 
income b r a c k e t s  has  r e l a t i v e l y  low r a t e s  under A.G.I.  compared t o  
A.G.I .  minus f e d e r a l  t a x e s ,  and r e l a t i v e l y  h igh  r a t e s  under A.G.I. 
compared t o  t h e  o t h e r  c a s e s  (aga in ,  i n  t h e  same r e l a t i v e  sense  a s  
above).  

The r e l a t i v e  percentage change measure may b e  used t o  push t h i s  
summary a b i t  f u r t h e r .  Our c a l c u l a t i o n s  lead  t o  t h e  fol lowing 
conclusions.  

1. The $15,000 and over income b racke t  i s  t h e  on ly  one whose 
r a t e s  a r e  r e l a t i v e l y  h igh  i n  t h e  r e f e r e n c e  c a s e  a s  compared t o  e i t h e r  
the conse rva t ive  s h i f t i n g  assumption w i t h  the adjustment ,  o r  t o  t h e  
e x t e n s i v e  assumption wi thout  t h e  adjustment.  And t h i s  conc lus ion  
h o l d s  w i t h  r e s p e c t  t o  a l l  of t h e  income concepts  d e a l t  w i t h  i n  t h i s  
s tudy.  

2.  The e f f e c t  of  t h e  change from conserva t ive  assumption with- 
o u t  t h e  adjustment t o  conserva t ive  w i t h  t h e  adjustment i s  independent 
of  t h e  income concepts  used. 

3 .  Seve ra l  p o i n t s  a r e  noted w i t h  regard  t o  t h e  change from 
conse rva t ive  assumption without  t h e  adjustment t o  ex t ens ive  assump- 
t i o n  wi thout  t h e  adjustment.  The e f f e c t  on t h e  $15,000 and over 
b r a c k e t  i s  a r a t e  reduc t ion  which i n  r e l a t i v e  terms runs  l a r g e s t  t o  
s m a l l e s t  a s  fol lows:  A.G.I. minus f e d e r a l  t a x ,  Broadened Income 
minus f e d e r a l  t a x ,  Broadened Income, A.G.I.  For a l l  o t h e r  b r a c k e t s  
t h e  e f f e c t  i s  a r a t e  i nc rease .  The r e l a t i v e  s tanding  among t h e s e  
b r a c k e t s  ( t h e i r  ranks)  i s  t h e  same f o r  a l l  income concepts.  But t h e  
r a t e  i n c r e a s e  e f f e c t  runs  l a r g e s t  t o  sma l l e s t  w i th  r e s p e c t  t o  income 
concepts  i n  t h e  same o rde r  a s  noted above. 
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4. For  t h e  change from conse rva t ive  assumption wi thout  t h e  
adjustment t o  ex t ens ive  w i t h  t h e  adjustment ,  t h e  r e s u l t s  a r e  t h e  same 
a s  noted j u s t  above ( i n  3 ) .  

5. Checking f u r t h e r  we f i n d  t h a t  t h e  r e l a t i v e  percentage change 
runs  from most t o  l e a s t :  r a t e  decrease  f o r  t h e  $15,000 and over  
b r a c k e t ,  r a t e  i n c r e a s e  f o r  t h e  under $2,000 and $5,000 - $5,999 
b r a c k e t s  a s  fol lows:  

Broadened 
A.G.I .  Income 
minus minus 
Fede ra l  Broadened Fede ra l  

A.G.I. Tax Income Tax 

Reference Case vs .  Conservat ive  
w i t h  t h e  
adjustment 12* 1 l* 9* lo* 

Reference Case vs .  Extensive  
wi thout  t h e  
adjustment 4 1 3 

Reference Case vs .  Extensive  
w i t h  t h e  
adjustment 8 5 7 

(* v i r t u a l l y  i d e n t i c a l )  

Here 1 i n d i c a t e s  t h e  s t r o n g e s t  and 1 2  t h e  weakest e f f e c t .  

II. COMPONENT TAXES7 

,Next ,  l e t  u s  review t h e  way i n  which t h e  r e s u l t s  f o r  t h e  more 
important  component t a x e s  compare w i th  t h e  r e s u l t s  i n  t h e  t o t a l  t a x  
c a l c u l a t i o n s .  The remarks which fol low r e f e r  t o  t a x  r a t e s  c a l c u l a t e d  
w i t h  r e s p e c t  t o  A.G.I. 

A. General  Excise  Tax 

For  t h e  r e f e r e n c e  ca se  t h e  p a t t e r n  of gene ra l  exc i se  t a x  r a t e s  i s  
s i m i l a r  t o  t h e  r e s u l t s  f o r  t o t a l  t a x e s  e s p e c i a l l y  w i t h  regard  t o  t h e  
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top  and bottom income brackets .  The excise tax  r a t e s  do, however, 
show a range of r e l a t i v e l y  low r a t e s  and r e l a t i v e  propor t ional i ty  
which extends beyond the  middle income group, down t h e  sca le  toward 
t h e  lower income brackets .  

A s  compared t o  the  reference case, the  ca lcula t ions  with t h e  
more extensive s h i f t i n g  assumption without the  adjustment ( f o r  t ax  
deduc t ib i l i t y  and export) show t h a t  the  r a t e s  f o r  the  bottom income 
bracket  and t h e  top bracket  a r e  increased respect ively.  There i s  not 
much other  change. Thus t h e  p ic tu re  here i s  s imi lar  t o  what was 
found with the  analogous t o t a l  t ax  calculat ions.  

When r a t e s  a r e  based on the  conservative assumption with the  
adjustment the re  i s  a lowering of r a t e s  f o r  a l l  brackets  (compared t o  
t h e  reference case ) .  But the  decrease i s  r e l a t i v e l y  large  f o r  the  
top  bracket compared t o  t h e  other  income brackets ,  e spec ia l ly  the  
bottom bracket.  This i s  qu i t e  s imi lar  t o  what was found f o r  t o t a l  
taxes.  

F ina l ly ,  the  excise t ax  r a t e s  based on the  more extensive s h i f t -  
ing  assumption with the  adjustment may be considered. Here again, 
the  r e s u l t s  a r e  s imi lar  t o  those fo r  t o t a l  taxes.  Notable i n  t h i s  
s e t  of ca lcu la t ions  a r e  the  r e l a t i ve ly  high r a t e s  of the  under $2,000 
and t h e  $2,000 - $2 ,999  brackets  and the  r e l a t i v e l y  low r a t e  of the  
$15,000 and over bracket.  

B. Personal Income Tax 

Personal income t ax  r a t e s  f o r  the  reference case show a pat tern  
d i f f e r e n t  from t h e  t o t a l  t ax  r e su l t s .  I n  general,  the  income t ax  
r a t e  s t ruc tu re  i s  progressive, especia l ly  a t  the  lower and upper ends 
of t h e  income scale .  The assumption of no sh i f t i ng  was the  only one 
used, but  an a l t e r n a t e  s e t  of r a t e s  was calculated with t h e  adjus t -  
ment ( f o r  t ax  deduc t ib i l i t y  and expor t ) .  I n  t h i s  case the  change has 
t h e  e f f e c t  of lowering r a t e s ,  and is noticeable mainly i n  t h e  higher 
brackets  where the  r a t e  reduction increases with income and so the re  
i s  a decrease i n  progressiveness. I n  t h i s  respect  t he re  i s  s imi la r i -  
t y  with the  t o t a l  t ax  p ic ture .  

C ,  Property Tax 

Property tax  r a t e s  fo r  the  reference case have a pa t t e rn  which 
i s  s imi la r  t o  the  t o t a l  tax  r e su l t s .  The e f f ec t  of t h e  use of the  
adjustment with the  conservative sh i f t i ng  assumption a l so  resembles the 



CONCLUDING REMARKS 

t o t a l  t ax  case. The r a t e s  based on the  more extensive sh i f t i ng  
assumption with and without the  adjustment show pat tern  changes (com- 
pared t o  t h e  reference case) which a r e  s imi lar  t o  t h e  t o t a l  t ax  
r e su l t s .  

D.  Fuel Tax 

For t h e  reference case the  pat tern  of fue l  t a x  r a t e s  i s  ra ther  
d i f f e r en t  from t h e  t o t a l  t ax  r e su l t s .  I n  f a c t  the  pat tern  i s  similar  
t o  t h a t  of the  personal income tax ,  mild progression which increases 
beyond the  $10,000 income level .  The adjustment ( fo r  t ax  deduct- 
i b i l i t y  and export) p u l l s  t h e  r a t e s  down but  the  r a t e  s t ruc tu re  does 
not change much from t h e  reference case. Use of the  more extensive 
s h i f t i n g  assumption both with And without the  adjustment gives a 
pat tern  more s imi la r  t o  t h a t  of t h e  t o t a l  t ax  case. Here the  top  
b racke t ' s  r a t e  i s  decreased, t h e  bottom bracke t ' s  r a t e  i s  increased 
and there  i s  a r a the r  wide range of propor t ional i ty .  

E .  Resume' 

I t  appears t h a t  the  General Excise Tax and the  Property Tax are  
the  major components which show congruence with the  t o t a l  t ax  r a t e  
s t ructure .  That i s ,  i f  the  question i s  why do t h e  t o t a l  t ax  s t ruc-  
t u r e  estimates come out  a s  they do, t h e  answer i s ,  mainly because of 
the  excise and property t ax  r a t e  s t ruc tu res ,  a s  modified by the  r a t e  
s t ruc tu res  of t h e  personal income and fue l  taxes.  The next question, 
what accounts f o r  the  shape of the  est imates f o r  these  components has 
been discussed i n  Chapters 5 and 6. Readers who a r e  developing plans 
t o  change the  t ax  r a t e  s t ruc tu re  may be in te res ted  in  reading those 
chapters  (including the  indicated Appendix Tables) and adapting the  
estimates developed there.  

Il l .  AGENDA 

A t  l e a s t  three  main d i rec t ions  of pursui t  i n  t h i s  type of study 
nay be suggested. These are:  

A. t ax  r a t e  estimate improvements which depend upon 
more and b e t t e r  da ta ,  

B. estimates of benef i t s  received, 
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C. t a x  r a t e  e s t ima te s  f o r  a l t e r n a t i v e  t a x  packages 
(sets  of nominal t a x  b a s e s  and r a t e s ) .  

The fo l lowing  i t ems  may b e  inc luded  under heading "A". 

1. B e t t e r  income da ta .  The t a x  r a t e  e s t i m a t e s  would 
be  more meaningful if t h e y  were based on fami ly  
income d a t a  w i t h  source  d i s t r i b u t i o n s  ( i n s t e a d  of 
t h e  A.G.I .  d a t a  used h e r e ) .  

2. More d e t a i l  i n  t h e  A.G.I.  d a t a .  F u r t h e r  d i saggre-  
g a t i o n  of t h e  $6,000 - $7,999, $8,000 - $9,999,  
and $10,000 - $14,999 b r a c k e t s  would b e  p a r t i c u -  
l a r l y  u s e f u l .  A $7,750 income i s  1/4 aga in  a s  
much a s  a $6,200 income b u t  bo th  a r e  i n  t h e  same 
d a t a  b racke t .  More d e t a i l  i n  t h e  d a t a  w i l l  reduce 
t h e  need f o r  i n t e r p o l a t i o n  and improve t h e  t a x  rate 
e s t ima te s .  

3 .  B e t t e r  expendi ture  p a t t e r n  da t a .  The B.L.S. Survey 
r e f e r s  t o  Honolulu on ly ,  and it i s  a guide r a t h e r  
than  a p r e c i s e  s ta tement .  The e s t ima te s  a t  t h e  
extreme ends of t h e  income s c a l e  are p a r t i c u l a r  
problem a reas .  For  t h e  middle income range of from 
$5,000 - $9,999, t h e  Survey d a t a  i s  d i saggrega ted  
i n t o  on ly  two b r a c k e t s ,  and f u r t h e r  d e t a i l  would 
b e  h e l p f u l ,  a s  i n  t h e  c a s e  of t h e  income da t a .  

4. B e t t e r  d a t a  regard ing  such matters a s  c o r p o r a t e  and 
noncorporate sha re s  of  v a r i o u s  types  of b u s i n e s s  
a c t i v i t y ,  housing v e r s u s  nonhousing c o n s t r u c t i o n ,  
r e s i d e n t i a l  v e r s u s  n o n r e s i d e n t i a l  housing,  nonres i -  
d e n t  ownership (of  b u s i n e s s ,  real p rope r ty ,  and 
o t h e r  a s s e t s )  e t c .  Chapter  6 con ta ins  s e v e r a l  
examples of r a t h e r  rough e s t i m a t e s  which were 
necessary  i n  t h e  absence of b e t t e r  informat ion.  

5 .  B e t t e r  d a t a  regarding t h e  t o t a l  e x c i s e  t a x  on 
c e r t a i n  major expendi ture  i tems,  Th i s  would b e  
u s e f u l  i n  d e a l i n g  w i t h  t h e  mul t i - s tage  cha rac t e r -  
i s t i c  of  t h e  General  Excise .  

6 .  Coordination of t h e  d a t a .  More a c c u r a t e  e s t i m a t e s  
would r e s u l t  from income and expendi ture  d a t a  based 
on a common income concept  and arranged i n  s i m i l a r  
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b r a c k e t  i n t e r v a l s .  

7.  Informat ion regard ing  market behavior ,  p a r t i c u l a r l y  
w i t h  r e s p e c t  t o  p r i c i n g  p o l i c i e s .  This  i s  neces- 
s a r y  t o  h e l p  improve ( o r  a t  l e a s t  eva lua t e )  t h e  
s h i f t i n g  assumptions. 

B. Es t imates  of  b e n e f i t s  rece ived  by income b r a c k e t s  would 
prov ide  in format ion  necessary  f o r  a n e t  c a l c u l a t i o n  (of b e n e f i t s  
minus t a x e s ) .  Bene f i t  e s t ima t ion  i s  a d i f f i c u l t  under taking b u t  some 
s t e p s  i n  t h i s  d i r e c t i o n  have been made.* I n  any c a s e ,  t h e  a b i l i t y  t o  
t r e a t  t h e  t a x  and expendi ture  s i d e s  of t h e  budget  symmetrically from 
an e q u i t y  p o i n t  o f  view would r e p r e s e n t  an important  improvement i n  
t h e  b a s i s  f o r  p o l i c y  making. 

C .  S t u d i e s  of  a l t e r n a t i v e  t a x  packages would provide informa- 
t i o n  from which t o  e s t i m a t e  t h e  r e l a t i o n s h i p  between changes i n  
revenue y i e l d  and changes i n  t h e  p a t t e r n  of e f f e c t i v e  t a x  r a t e s .  

I n  c l o s i n g ,  it seems u s e f u l  t o  mention once again  t h e  suggestion 
t h a t  an agent  of  e i t h e r  t h e  l e g i s l a t i v e  o r  execut ive  branches  of t h e  
government of  t h e  S t a t e  of Hawaii under take t o :  

(1) check t h e s e  e s t ima te s  f o r  accuracy,  

(2 )  r e v i s e  and perhaps improve them by a l lowing f o r  
app rop r i a t e  con ten t ions  regard ing  assumptions and 
concepts ,  

(3 )  update  them t o  r e f l e c t  t h e  a v a i l a b i l i t y  of  more 
r e c e n t  da t a .  

I n  f a c t ,  i f  i t em 3 i s  accomplished and t h i s  i s  s t r o n g l y  recom- 
mended, then i t e m s  1 and 2 probably w i l l  occur a s  by-products. 

F i n a l l y ,  we w i l l  r e p e a t ,  it i s  important  t h a t  cons ide ra t ion  of 
t hese  e s t i m a t e s  always inc lude  r e f e rence  t o  t h e  l i m i t a t i o n s  d i scussed  
i n  Chapter 1. To the  e x t e n t  t h a t  t he se  e s t ima te s  a r e  accu ra t e ,  one 
may wish t o  conf ron t  them wi th  h i s  own not ion  o f  an i d e a l  ( o r  
e q u i t a b l e )  p a t t e r n .  Lack of congruence between t h e  " a c t u a l "  and the  
i d e a l  may then i n d i c a t e  a guide f o r  p o l i c y  changes. 9 



FOOTNOTES 

Chapter 1 
'cderal caaes a r e  also excluded, except r h e r e  t h o  
income concept is specifiec to reflect income 
sfce ;  federal taxes. 

See Chapter 2 far further discission. 

See the discussion regarding the U S E  of t a x  r e u r n  
Cat; in Chapter 2. 

For fcrther discassicn of this point, see Peter 
&*man, "AD Empirical Stuly of the Distributior 
of t h e  Tan Burden in the United States 1955 - 
1959" (mimeograph to be published), University of 
vichigaa, Ann Arbor, September, 1961, and R. A, 
?lilSgrave, "Estimating the Distriburion a f  :he Tax 
Burden" (mimeograph). 

See Chapter 6 far further discussion. 

See the t e x t  below Far further discussion, and 
also, see Chapier 3 (Section I . - B . ) ,  Chapter L 

(Section I. -C. 1, end Chapter 6 (Section I. -8 . ) .  

See Appendix Tables 18, 19, 24 and 25. 

See Chapter 6 an? Chapter 4 (especially Section 
I.-C.) for further discussion. 

An alternative procehre would have been to con- 
struct a c a s e  composed entirely of most likely 
assunpfions about the siiftability of the excise 
components. This was not undertaken because it 
would have required rather extensive analysis to 
improve much on the informarion obtained from the 
"limit c a s e s " .  The big obstacle to improvement 
here is the lack of empirical tests of tax shift- 
ing theories. The complexity of the problem makes 
understandable the bareness of this shelf in the 
cupboard of economics literature. 

See Chapter 2 £0; further discussion. 

In fact, no member of the bracket population may 
be "average". 

This adjustment will be referred to as the adjust- 
ment far tax deductibility and export. See 
Cha?ter 6 and Chapter 4 (especially Section 1.-8.) 
for further discussion. Also, see Appendix 
Tables 28, 32, 49 and 50. 

For furrher d:scussion, see Chapters 3 snd 4 

This is explained in Chapter 3 ,  page 3C 

See Chajtir 2 for further discussion of tkis 
nutier. 

Chapter 2 
This s t l 6 y  is cot tic place,to review or comr:t 
3n the iaprtssive literature deslfng wit' the 
mitidimensional problem of tte appropriate tax 
base, even given the acceptance, say, of Eenry 
Siron's accretion concept of incone as the index 
of equality. 

:he explicit definition of crnslis iai-om way be - .  zousc iz 3.5. Census of Po~;!orion: 1960, General 

Sacial ant EccnscLc Ctaracteriscics ' 3 .  7:::::. 
';he ix)!icit definition oi A . G . I .  -a? bi, ?-:-,d 
in O.S. Treasury Department, io te rna :  Rm;:, 
Service, Statistics of Ircone, 196C, l n c i v i d ~ ~ :  
Incsme Tax Returns, pp. 22 e x !  2 7 ,  see  a:$- 
State Director of Taxation, B a v a i l  I n c o x  
Parterns for Inlividua:~ ir. 1960, p. Clir. 

See P. Yeman,  "An Enpirical Study 31 the M I .  
cribucian 31 the Tas aurde- in t h e  Cnited 
States, 1955 - 1955," Cniversiry of Viichigaz, 
Ann Arbor, Sept . ,  ?961 (nimeograpb 13 be 
publisted), page 4-4, who 33res t h e  cne,p:ex:ti 
of :he adjustment a $  explained Ln Income Distri. 
bution in the U.S. By Size 1944 - l95C, A 
Supplement LO the Survey of Current hsiness, 
U.S. Government Printing Office, i9j3, P a r t  I, 
Section 4. 

This is especially likely to be true because of 
progressive income taxes. 

However, note that, whereas with the tax aspect ,  
there is a force which tends to increase the 
tendency for outshift bias at higher brackets; 
with the transfer aspect, the tendency toward 
an inshift bias perhaps decreases at higher 
brackets (the ratio of transferdincome declines 
with bracket size, but it is the absolute dollar 
amount which counts). 

Recall footnote 1 in this Cnspttr 

A reasonable judgemeat is that part of the frac- 
tional year returns would be filed by those 
defined a s  nonresidents under the personal 
income tax law. Our calculations, however, dti 
not include nonresident ;erurns, so this source 
of bias was eliminated. However, it is iater- 
esting to note the close comparison of resident 
and nonresident returns in the under $2,000 
bracket. 

Resident honresident 

T~X!A.G.S.~?~ 1.2& 0.857d 

a/ Hawaii personal inclaie  tax 
b/ $510 thousaadlSh0 million 
d $17 Lhousand!$Z miliion 

$510 ihousanilSl4.8 million 
gj $17 thcusandiS553 ct.ousand 

To the extent that nonresident returns invalve 
a disproportionately higher number of fractional 
year returns, one would expect the rax!inccne 
raiias calcuizteO above to be higte: for the 
nonzesident than for the  residerit returas. 

See Appracii T a b i e s  :8 and 22. Campsre d?pendix 
".", . .,ares iR and 23. 

See Appeadix Tajlss :E  and 19. 



a r e  derived from Hawaii data i n  S t a t i s t i c s .  
The di f ference i n  the  r e s u i t s  is not  s ign i f i can t .  
The method used was selected so a s  t o  maintain 
consistency between t o t a l  A.G.I. and the income 
eaurce components. 

13. See Appendix Table 25. 

14. Let T = tax, Y = income, and t = T/Y = tax  r a t e ,  
a l l  for  s par t i cu la r  income bracket.  Also, l e t  
s = the bracket 's  share of t o t a l  t ax  - X, so 
T = ax. ~ h u s  t = 8 x 1 ~ .  NOW l e t  r - d X/Y,  
where s' = ~ ( l + ~ ) ,  then t' = e(l+y)X/Y = t ( l+y) .  
Therefore the percentage change i n  t = (t ' - t ) / t  
= Y ,  and y - (R' - R)/R. 

15. The reasoning behind the  judgment t h a t  10' i s  more 
reasonable is a s  follows: 

suppose the average expenditure f o r  the  $7,500 - 
$9,999 bracket equals tha t  of the $8,750 member 
and the average expenditure for  the $9,000 - 
$9,999 bracket equals t ha t  of the $9,500 member; 
then we would expect the expenditure di f ference 
to  be l e s s  than $750 ( the  income dif ference) .  
The data shows about $6,900 expenditure f o r  the 
$7,500 - $9,999 bracket, 10% of t h i s  i s  $690, 
and 110% is about $7,600. Now note t h a t  the 
r a t i o  of expenditure t o  income may be calcula ted 
as 690018750 - 79% or 690018500 - E l % ,  and 80% of 
$9,500 i s  $7,600. So 10% b ias  seems to be a 
f a i r l y  decent judgment. 

23. Survey of Current Business, August, 1963, 
p. S-1. 

24. S t a t i s t i c s  of Income, 1960. 

25. See Appendix Tables 12, 17 and 19. 

26. The Wisconsin tax study Wisconsin S ta te  and 
Local Tax Burden (U, of W. Tax Study Cornittee,  
Hadison. Wisconsin. Seot. .  1959). suenests thal , . .  . . vu 

A.G.I. be adjusted f o r  i n d i r e c t  businraa taxes.  
An analysis  of our r e s u l t s  shows tha t  such sn 
adjustment does not produce any s ign i f i can t  
a l t e r a t i o n  i n  our pa t t e rns  of e f fec t ive  tax 
r a t e s .  Tbe logic  of the adjustment i s  sound, 
however. 

27. Economic Report of the President,  1964, 
Table C-63, p. 281. 

28. A t  the present time, economists have not yet  
resolved the question of the extent of the 
s h i f t i n g  of corporate income tax. For the mop1 
recent  contr ibut ions  to  t h i s  discussion. see 
Marian Krzyzamnk (ed.), Effects  of corporation 
Income Tax (Wayne S t s t e  University Press,  
Detroi t ,  Michigan, 1966). and the  l i t e r a t u r e  
c i t ed  therein .  

29. This estimate was provided anonymously by e 
member of a local  f inanc ia l  research i n s r i t u -  
t ion .  

16. AS was noted i n  Chapter 1, page 12, a r e s u l t  of 30. See Appendix Tables 12 and 19. 
the  in te rpo la t ion  of the  income and the expendi- 
tu re  pat tern  date  i s  tha t  the in terbracket  d e t a i l  31. See Appendix Tables 12 and 19. 
of  the tax r a t e  es t imates  i n  the middle income 
range may not  be as s i g n i f i c a n t  as t h a t  of the  32. Note tha t  ne i the r  the employee's contr ibut ion 
r e s t  of the income scale.  nor the self-employed portion i s  considered 

here because i t  already shows up i n  A.G.I .  
1 7 .  See Appendix Tables 14. 15  and 16. . . 

33. See the Social Security Bul le t in ,  Annual 
18. Other than income taxes,  from the point of view S t a t i s t i c a l  Supplement--1960, Table 37, page 22 

chat t ranafera  are ca lcu la ted  n e t  of inc- tax. 
34. See Appendix Table 18. 

19. U.S. Department of Connnerce, Office of Busineas 
Economics, Sumey of Current Bueinesa. Augiist, 35. See S t a t i s t i c s  of Income, Fiduciary Returns 
1963, p. 14, Table 62. --1960, Table 6, page 23. 

20. See W. 1. Gi l l eap ie ' s  mimeograph "The Effect  of 
Public Expenditures on t h e  Dis t r ibut ion of 
Income" ( t o  be published bg Brookings I n s t i t u -  
t ion ) ,  Tables A - 1  and A-2. 

21. Roughly the same reau l t s  can be obtained from 
census data for Hawaii far e i t h e r  number of 
famil ies  o r  number of famil ies  and unrelated ind i -  
viduals;  i .e . ,  for  the f ive  brackets between 
$5,000 - $9,999, the  r e l a t i v e  proportion of u n i t s  
i n  each bracket, using Hawaii census data,  is 
very s imilar  to what i s  found i n  S t a t i s t i c s  data 
(tax i e tu rns  for U.S. a s  a whole). 

22. Appendix Table 51 ind ica tes  the estimated assign- 
ments of transfer payments to  income brackets.  
See a l so  Appendix Table 55. The $10,000-and-over 
bracket has been disaggregated in to  two brackets,  
SlO,oo0 - $14,000 and $15,000-and-over. Estimates 
of numbers of famil ies  and of numbers of re turns ,  
from the S t a t i s t i c a l  Abstract of U.S.. 1961 and 
Tatferns, respect ively ,  suggest a wo-to-one ( fo r  
rhe top brecket) breakdown f o r  these assignnents. 

3 6 .  See Appendix Tables 12 and 19. 

37. See Appendix Table 54. 

38. I t  accounts f o r ,  depending upon the sh i f t ing  
assumption, 60% or  70% of the t o t a l .  

39. The t o t s 1  amounts to  $193 o r  $221 mil l ion,  
depending on the s h i f t i n g  assumption, compared 
to  A.G.I. of about $1,035 mil l ion.  

40. See S t a t i s t i c s  of Income--1560. 

41. See Petcerns of Income--1960. 

42. For example, i f  f o r  a brecket,  federal  data 
show federal  personal income tax (T) of 
$4 mil l ion and A.G.I. (Y) of $40 mil l ion,  then 
the r a t i o  (TlY) or  average tax rate for  tha t  
bracket is 10%. Now i f  s t a t e  data indicate  
A.G.I. f o r  tha t  bracket i s  $39 mil l ion,  then 
the calcula ted tax estimate is $3.9 z i l l i o n  
(= 10% of $39 million).  



43. See Appendix Tables 52 and 54 

44. Regarding Estate and Trast Tax, see Fiduciary 
Sratistics of Income, page 23, for Hawaii's share 
of about $1.5 million. and reeardine the Gift - " 
Tax, see page 39 of the same vola,lie, for Hawaii's 
share of about $1/2 million. See Appendix Tables 
19 and 54. We have grouped income from estates 
and trusts with capital income which is Group C 
in Table 19. Dollar amounts were assigned to the 
pair of hiehest income brackets based an the 
sizes of their percentaaes in Group C, reiative 
to each other. 

45. Economic Report of the President. 1964, page 275, 
shows for 1960, a national total amount of $9,137 
million. Hawaii's share is calculated as .38% 
(based on Hawaii's share of coral A.G.I. for the 
0.S.). 

46. The amounts involved did not warrant a disaggre- 
gated assigmnent. See Appendix Tables 25 and 54. 

47. Economic Report of the President. 1954, Table C-57, 
p. 275, shows for 1960, a national payments total 
of about $21,494 million. Hawaii's share is 
calculated ss .39% (based on Hawaii's share of 
total dividend income received for the O.S.). 

48. See Appendix Tables 25 and 54 

49. See Appendix Tables 52 and 54 

50. The Tax Foundation af Hawaii publicatior., 
Government in Hawaii, 1963, page li, offers some 
data for 1960 which is somewhat different than 
the estimates used here in our study. 

Tax Estimate Used 
Foundation in Our Study 

Xillions of Dollars 

Corporate income and 
excess profits tax 41.5 83.8 

Personal income tax 162.1 138.9 

Other 11.5 34.7 - - 
Tore1 215.1 257.4 

51. See Appendix Tables 19 and 54. 

52. See Appendix Tables 25 and 54. 

Chapter 3 
1. Xn nomarive significance is implied. We merely 

designate a point of reference to facilitate 
making comparative stateiuents. The reference 
case is to be viewed a s  the "least adjusted case" 
and not necessarily as the "preferred or more 
reasonable case". 

2 .  These numbers do & refer to ranks 

3. Due to insufficiency of data, there is not much 
that can be said about how far the range of 
"relative proportionality" of the $5,000 to 
$4,999 group extends into $10,000 to $14,999 
bracket. However, we have a relstionstip berween 

cumlarive tax and cunularive income. This 
relationship is actually derived from the  pair 
of relationships berween ( a )  cumlarive tax 
aad incone, and (b) c;imulative income and 
income. There are data for eleven points oc 
each of these relationships, and by connecting 
these points with a snooth freehand curve, it 
is possible to estimate the extension of the 
range o f  "relative proportionality". An esti- 
mate on this basis is that the range runs to 
about the $12,500 income level, and thus covers 
cunxlative income fraa $262 rrilliun ($5,000 to 
$5,999 bracket) to about $820 million, a range 
of over $550 niliion which accounts for over 
h a l f  the income in tote:. See chapter i, 
page 12, regarding the effec: of interpolation 
of the income and expenditure pattern data. 
For details, see Chapter 2, Section I, A-h. 

4. Chapter 6 expands this discussion 

5. The brackets in the income range $2.000 to - .  
$4,999 (numbered 2, 3, and 4 o n  the graph) 
again sit together, but at a higher rate level. 
This group has been joined by the 5th bracket 
which has moved up and out from orbit with 
brackets 6 thru 9. This latter group ($6,000 
Co $9,999) also remains a s  a set. and at a 
slightly higher rate level. Bracket number 10 
($10,000 to $14,999) again is on the upper 
right arm, at a slightly higher rate than 
before, but note here that it is at roughly rhe 
same level a s  the 2, 3, 4 and 5 group (whereas 
in the reference c a s e ,  10 was at a suhstan- 
tially higher rate level than that group). 

6. The expenditure data indicates a somewhat 
inverse relation between income size and the 
proportion of income spent on taxable uses 
(e.g., items subject to excise tax). The 
income source distribution data indicates thvf 
the proportion of nonwage income (e.g., income 
from corporate and noncorporate profits) rises 
with income size. The tax srructure shows 
rather substantial dependence upon the excise 
tax, which is s multistage levy, applicable to 
most all transsctions in the production and 
distribution process. Where shitting of this 
type of tax occurs, usual circumstances result 
in a regressive rate structure (i.e., an 
inverse relation between tax rates and income 
size). Chapters 4, 5 and 6 provide a more 
detailed discussion. 

7. Brackets 2, 3 and 4 seem to form a group (near 
lo%), as do 5, 6, 7, 8 and 9 which again appear 
along a relatively flat floor (near 9Z). Also 
(and norcontradicturily), brackets 2 through 8, 
except for 4, lie along a rather straight line. 
Bracket n-amber 10 sits at about the same rare 
level as 4 and has a rate decrease, though to 
lesser degree than has bracket #11 ( a ;  142), 
from the application of the adjustment. 

8. See Appendix Tables 28, 32, 49 and 50. 

9. The 6, 7, 8, 9 group lies at a slightly lower 
rate level; whereas, the 2, 3, 4 group has 
shifted up to a higher rate level than before. 
When chis case is compared to sitcation of the 
conservative shifting assmption with the 
adjustment, the curve Lor this case (extensive 
assunption wick adjustreac) shifts up to higher 



r a t e  level  everywhere except fo r  bracket K11 

The brackets from $3,000 through $9,999 form che 
ra the r  f l a t  b o t t m  ( a t  s s l i g h t l y  higher rare  
l eve l ) .  The $2,000 to  $2,999 bracket is s l i g h t l y  
up on the left-hand arm, and the bottom bracket 
locates  the  l e f t  extremity a t  a higher r a t e  than 
i n  the reference case. There is no s ign i f i can t  
d i f ference i n  the posi t ion of the $10,000 to  
$14,999 bracket,  but bracket # l l  has sh i f t ed  down 
considerably t o  a r a t e  s l i g h t l y  l e s s  than tha t  of 
bracket #lo. 

I n  f a c t ,  bracket 811 l i e s  a t  the th i rd  lowest r a t e  
of a l l .  Bracket numbers 3 through 9 and I 1  form 
the f loor  s t  s r a t e  s l i g h t l y  above the reference 
case f loor .  Brackets 2 and 10 l i e  a t  r a t e s  jus t  
above the f loor ,  and numbers # l ' a  very high r a t e  
a t  11% (higher thao i n  the reference c a s e ) ,  c rea tes  
the l e f t  a m  of the curve. 

That is, points 2 through 10 lay c lose  by a 
s t r a i g h t  l i n e  which may be d r a w  to  connect point 
2 with point 10. 

Readers in t e res t ed  i n  d e t a i l s  regarding personal 
income tax exemptions, exclusions,  deductions, 
c r e d i t s ,  the  nominal r a t e  s t ruc tu re ,  e tc . ,  a re  
referred t o  Hawaii Depsrtnent of Taxation's 
annual booklet of ins t ruc t ions  f a r  f i l i n g  personal 
income t ax  (see 1960 issue) .  

But now bracket numbers 10 (because of an a l m s t  
negl igible  r a t e  increase)  and 11 (because of a 
s i zeab le  r a t e  decrease) appeer to  jo in  the f loor  
s e t  (bracket numbers 3 through 9). Bracket 
numbers 1 and 2 have sustained r a t e  increases end 
continue t o  l i e  a t  the l e f t  hand extremity and 
s l i g h t l y  up the l e f t  arm respect ively .  

The breckets of income g rea te r  than $2,000, but 
l e s s  than $10,000, are positioned f a i r l y  harizon- 
t a l l y  ( a t  Z%)(although a b i t  of a peak nay be 
distinguished); bracket #I sits a t  the l e f t  hand 
extremity with the highest r a t e  (2%); rhe $10,000 
to  $14.999 bracket has the next highest r a t e ,  and 
bracket #11 has the lowest r a t e  !1.32). 

Readers not  in t e res t ed  i n  the d e t a i l s  may prefer  
to  reed only the sunmary. 

3.S. Bureau of In te rna l  Revenue def in i t ion .  

The question of whezher a proportional r s t e  s t ruc -  
ture  i s  appropriate is not under discussion here. 

TWO aepecta of chis a re  noted. One is the d i t f e r -  
ence between the r a t i o s  associated with adjacent 
pa i r s  of income brackets. Zere e i t h e r  the ebso- 
lu t e  di f ference between pa i r s  o r  the percentage 
di f ference may be examined. On the other hand, 
the pair ing may be becween adjacent r a t i o s  (moving 
through the  ranks). Here too, both the absolute 
and the percentage di f ferences  may be examined. 

See Appendix Table 11 regarding these calcula t ions  
and t h e i r  counterparts mentioned throughout th i s  
chapcer. 

6. St could be, f o r  example, t h a t  the 11% to  142 
jump which i s  observed here has an underlying 
pat tern  of 12%. 132, 14%, 15% and 16% attendar 
to  brackets with average incomes of $10.5, 
$11.5, $12.5, $13.5 and $14.5 ( in  thousands of 
do l l a r s ) ,  respect ively .  O r ,  for  example, i t  
may be tha t  the 11% r a t e  i s  associa ted with 
brackets with average income a s  high a s  
$12,500, thua extending the range of " re l a t iv r  
proportionality".  See the footnote renarks i r  
Chapter 3, Section I, A. I t  appears useful  tc 
suggest fu tu re  study of t h i s  problem v i a  a 
sampling of tax  rerurns i n  t h i s  range of 
incomes. Also, see the remarks regarding 
in te rpo la t ion  i n  Chapter 1, Section I V ,  end 
Chapter 2, Section I ,  A-5. 

7. University of Wisconsin Tax Study Committee, 
Wisconsin's S te t e  and Local Tax Burden, 
University of Wisconsin, Nedison, Wisconsin, 
September. 1959. 

8. Allowance f o r  s a l e s  to  v i s i t o r s  is a d i f f e ren t  
issue and i s  handled separately.  

9. There is a negl igible  r a t e  spread of .2 
percentage points between ranks 1 and 2. 
Between ranks  2 and 3, i t  is about 3 percentag 
points and f o r  ranks 3 to  11 inclus ive ,  the 
r a t e  spread is about 3 percentage points.  

10. I t  does not seem mrihwhile  to  ca lcu la te  a rar 
cor re la t ion  coe f f i c i en t  here. 

11 The tax assignment to  the two top brackets has 
dropped to  39% of the t o t a l  ( s t i l l  i n  excess 
of t h e i r  33). share of t o t a l  income). n i e  
difference between t h e i r  r a t e s  here shr inks  
ro l e s s  rhan fou r  percentage points,  and they 
occupy ranks 2 ($15,000 and over) and 4 
($10,000 to  $14,999). F u r t h e m r e ,  the  d i f f e r  
ence between the r a t i o  associated with the  
$9,000 t o  $9,999 bracket and that  of the  
S10,OOO t o  $14,999 bracket is ,  for  t h i s  set of 
calcula t ions ,  only about 2 percenrage points.  
Thus, again (and perhaps more so than before),  
there i s  the prospect of an exteeston of the 
range of a " re l a t ive ly  proportional" s t ruc tu re  
beyond the $10,000 income. 

The four lowest income brackete a re  found here 
with an a s s igment  of 27% of the tax t o t a l ,  
5 percentage piiints a r e  than under the preui- 
aus calcula t ion.  Whst'a nore, the bottom and 
fourch-from-the-bottom income brsckets  a re  now 
assigned higher ranks (higher rates) than 
before,  and the other pai r  of brackets i n  t h i s  
group have unchanged ranks. But i t  should be 
reinembered tha t  the ra tea  fo r  each of these 
brackets are lower here than on the previoue 
basis ,  i c  is :ust char rank s h i f t s  occur 
because of d i f f e r e w e a  i n  rhe absolute s i z e  of 
the r a t e  decrease experienced by the varioue 
incame brackets. Also, this. foursome a t  the 
low end of tke income s e a l s  has ranks ran8ir.g 
between 1 and s ix ,  and a range of rates  o f  
about 4-112 percentage points,  but t h i s  i 9  cu t  
to about 1.2 percentage points fo r  the  t h i r e  
brackets with income of over $2,000 and under 
s5,ooo. 



See Chapter 6 for details 

i.e., ~hifting from the impactee upon whom the 
tax is levied, to the other party in the trans- 
action involving the item which is taxed. 

Because the tax is shifted from "seller" to 
"buyer", or from "business" to "consumer". 

See footnote 3, Chapter 5. 

In addition, the rates assigned to the $4,000 to 
$4,995 bracket is more than 2 percentage points 
higher than that of the $5,000 to $5,999 bracket 
which is ranked nmber 7, and the 6th ranked 
bracket ($3,000 to $3,999) lies over 1 percentage 
pint above rank 7, thus suggesting a break from 
"proportionality". There is about 3 percentage 
points difference between the brackets $9,000 to 
$9,999 and $10,000 to $14,959, and previous com- 
ments on this point apply here too. 

Furthermore, the size (absolute value) of these 
differences is: relatively large for the lowest 
income bracket, declines substantially through to 
the $3,000 to $3,999 brecket and rises slightly 
from there through to the $5,000 ro $5,995 bracket, 
then fells sharply in $6,000 to $6,999 bracket and 
remains around the 112 percentage point level 
through to the $10,000 to $14,999 bracket. For 
the top bracket, the difference becomes positive 
and is quite large. 

~urther perspective is gainid by noting that only 
ebout 5 percentage points separate ranks 2 and 11, 
and between ranks 3 and 11, this is cut to 4 
~oints. In addition, to the situation of the 
bottom income bracket, another characteristic of 
this group is the relatively proportional treat- 
ment of the other 3 brackets between $2,000 and 
$4,999. In fact, these 4 brackets appear to 
separate into 2 groups; the bottom bracket and the 
other 3, and this characteristic appears, though 
to s lesser degree, in the other two s e t s  of 
tex/income ratio estimates considered thus t a r .  
(Both of those involved the same assumptions of 
rather minor shifting of taxes.) 

This is about 2-112 percentage points less than 
in the reference case (and, of course, this over- 
all rate is about 8&% of the bese case rate). 

Another aspect of these results which differs from 
whet was found with the other sets of calculations 
involves the $5,000 to $5,999 bracket in relation 
to the group of middle income brackets. The lest 
four ranks (8 through 11) ere assigned to the 
brackets within the $6,000 to $9,555 range, and 
the rates here ere all within less than I percenr- 
age point of one another, thus indicating a rather 
proportional structure in this area. In fact, 
there is less than 1/10 of 1 percentage point 

number 11, but when either the more extensive 
shifting essimiption or the sdjustment is used, 
this bracket moves to rank 7. This bracket 
has sn extraordinarily low percentage of income 
from corporate profits. Under the conservative 
shitting assumption, the adjuarment results in 
a rate decline for this bracket of about 8/10 
of e percentage point, by far the smallest for 
all brackets. Without this adjustment, the 
move from the conservative to the extensive 
shifting assunptions results in a 3 point rate 
increase which is rather middling. Under the 
extensive assumption, the adjustment results 
in a rate decrease of about 4/10 of a point, 
again the lowest of all. (But, as a matter 
of fact, under the extensive assumptions, the 
adjustment has very little impact on any of the 
brackets st incomes below $6,000. 

The difference between the rates assigned to 
the $5,000 to $9,999 bracket and the $10,000 
to $14,995 bracket is about 2-1/4 percentage 
points, and again, the previous comments 
regarding the extension of the area of e 
relatively proportional structure spply. Along 
this line, it is interesting that the farmer 
bracket has rank 10 while the letter has 
rank 4. Thus, except for the $4,000 to $4,599 
bracket which beers the assignment of a 14% 
rate and therefore has rank number 2, there is 
a difference of only 3 percentage points 
between the rates assigned to the brackets in 
the range of incomes $3,000 and above. 

21. These percentages are easily computed from the 
data in Appendix Tsble 11. 

22. These percentages are easily compared from the 
dets in Appendix Table 11. 

23. The relative percentage change measure is used 
in order to show the percentage change in rate  
for a bracket, relative to some standard (that 
is, relative to the overall average). 

24. The term "L" is to be interpreted in the 
following sense: compared to where the 
adjustment is not applied, a change to calcu- 
lations made with the adjustment will result 
in s less than average percentage decrease in 
the "L" bracket's tax rate (a "G" brscket will 
show a greater than sverage percentage decrease 
in its t a x  rate). 

25. The term "L" is to be interprered ir. the 
following sense: compared to the case where 
A.G.I. is considered to be the income concept 
relevant for the effective tax rate calcule- 
tion, a change to the "Broadened Income" 
concepz will result in a lees than average % 
decrease in the "L" bracket's tax rate (e "G" 
brscket will show a greater than average % 

difference among the rates ranked 8 through 10, decrease in its tax rate). 
and the $8,000 to $8,999 bracket, ranked number 
11, lies about 314 of 1 point below them with a 26. A member of rhia bracket might interpret this 
rare of about 10%. But the $5,000 to $5,599 to mean "fares better". 
bracket appears to move out of this low rate 
group. Here it has s rate of over 12% which ranks 
number 6, and is in fact, just about at the over- 
all average. 

Chapter 5 
1. In terms of proportion of total Hawaii state 

Note that with the reference case calculstions and local tax revenue produced. 
(Tsble I), the $5,000 to $5,994 bracket ranked 



2 .  'Where the  choice i s  made from among the  4 concepts 
we have considered.  

next h igher  rank)  is: about the  same, b u t  the  
d i f f e r ence  between rank 3 and 2 is c u t  t o  
113 the  r e f e r ence  case s i z e ,  t hus  suggesting 
a wider range of  p ropo r t i ona l i t y .  3.  S t  has been suggested t h a t  the explanat ion  of the  

i n t e rb racke t  v a r i a t i o n  i n  the  r a t i o :  exc i s e  t ax  
a$signment/ineome i s  t o  be found i n  the i n t e r -  
bracket  v a r i a t i o n  i n  propor t ion  of  income spent  
on taxable  i tems. However, t h i s  i s  i n s u f f i c i e n t  
i n  the  case of  a mu l t i s t age  tax ,  such as the  gen- 
e r a l  exc i s e  which a p p l i e s  a t  every l e v e l  of  pro- 
duc t ion  and d i s t r i b u t i o n  even i f  a l l  nominal t ax  
r a t e s  a r e  the  same and the  hypothes is  of 100% 
forward s h i f t i n g  i s  maintained.  This sub j ec t  i s  
t r e a t e d  i n  the a u t h o r ' s ,  "Some Analysis Concerning 
the  Reg re s s iv i t y  of the  Hawaii General Excise", 
Nat ional  Tax Journal .  June. 1965. 

4. For the o v e r a l l  t a x  s t r u c t u r e ,  i t  may be r eca l l ed  
t h a t  the  group of  4 brackets  w i th  income below 
$5,000 c o n s i s t e n t l y  f e l l  together  i n  a h igher  r a t e  
s e c t o r  than the 5 middle bracket  group (and the  
vnder $2,000 bracket  was s p l i t  o f f  from the  o the r  
3 i n  the  lowest income s e t ) .  

There i s  a r a t h e r  s u b s t a n t i a l  r a t e  spread of 
more than 2.5 percentage po in t s  between r a n k  
1 and 2 ( t he  rank 1 r a t e  is more than m i c e  
t h a t  o f  rank 2) ,  between ranks 2 and 3 i t  oar. 
rows t o  .5 percentage poin t ,  and the  r e s t  of 
che ranks are  r a t h e r  t i g h t l y  packed (especia l i  
i n  the middle income range) wirh .6 percentage 
poin t  between ranks  3 and 11. 

See Sect ion  VI f o r  d i s cus s ion  of  the  manner i r  
which these  cmponents  were handled. 

See a l s o ,  Appendix Tables 44, 45 and 46. 

There is a 3 percentage poin t  range between 
ranks 1 and 2, and a .5 poin t  range between 
ranks 2 and 3 (occupied by the  $6,000 to  
$6,999 bracket ) .  

5. Within t h i s  group, the  r a t e s  do not move i n  any 
s i n g l e  d i r e c t i o n  wi th  income nor is monotonicity 
found i n  e i t h e r  the  $5,000 t o  $9,999 o r  the  $2,000 
to $4,999 subgroups. But wi th  the r a t e s  packed so 
t i g h t l y ,  the in t ragroup p a t t e r n  loses  importance. 
The f i v e  bracket  middle income group bears  the  
assignment of  about 30 per cen t  of the  t o t a l  exc i s e  
t ax  (againa t  about 42 per c e n t  of  the  t o t a l  income) 
which is the  same propor t ion  as occurs  wi th  t o t a l  
taxes .  When the  p a i r  of  b r acke t s  from $3,000 t o  
$4,999 are  added t o  t h i s  group, the  tax  assignment 
moves t o  42 per c e n t  and the  income proportion 
becomes 58 per cen t .  The p a i r  of h ighes t  income 
brsckecs bea r s  the  assignment, under t h i s  s e t  of 
c a l c u l a t i o n s ,  of  about 48 per c e n t  of the  exc i s e  
t ax  (with about 33 per c e n t  of  the  income), 
a g s i n  rhe same a s  t h e  r e s u l t  obtained i n  the  
~ m r e s p o n d i n g  t o t a l  t ax  ca l cu l a t i on .  

There i s  only  a . 5  poin t  spreed between 
ranks 3 and 11. 

Chapter 6 
Refer t o  Appendix Table 33. 

These a r e  l i s t e d  i n  Direc tor  of  Taxation,  
Calendar Year Sunmary, 1960. 

Fixed i n  the  sense t h a t  i t  a p p l i e s  i n  both  the 
conservat ive  and the  extens ive  cases. 

See Appendix Table 33, c o l u m e  2 and 3 ,  and 
Table 34 f o r  d e t a i l s .  

As wi th  t h e  r e t a i l i n g  component, see Appendix 
Tables 24, 25, 33, 34, and 37. 

6. B r i e f l y ,  the approach here  i s  t o  t r e a t  the General 
~ x c i s e  i n  the  same manner a s  is acceptable  (from 
bath a t h e o r e t i c a l  and Federa l  S.R.S. poin t  of 
view) f o r  s t a t e  income taxes. The c a l c u l a t i o n  
involves  e s t ima t ing  each b racke t ' s  marginal  t ax  
( f ede ra l  personal income t ax )  r a t ee .  These a r e  
then r a i l t i p l i e d  by the  ee t ima te s  of General Excise 
t au  "payments" by (assignments t o )  income brackets  
and the r e s u l t  i s  the computed amount of the  
deduction f o r  each bracket .  See Appendix Tables 
48, 49 and 50. 

See Appendix Tablea 33, 34, 35, and 36. 

Conversation w i th  K. Ono of Economic Research 
Center,  Univers i ty  of Hawaii, revealed an 
esr imate  t h a t  about 90 per c e n t  of the  con- 
t r a c t i n g  bus iness  i n  Hawaii is undertaken by 
corporation5.  me income s i z e  d i s t r i b u t i o n  
of i nd iv idua l  source items of income i s  
presented i o  Append<% Tables 18 and 19. 

This r e f l e c t s  the somewhat a r b i t r a r y  assump- 
t i o n  t h a t  the r e n t a l  bus iness  is one-half  
corpora te  and one-haif  noncoiporace ( t h i s  
inc ludes  both housing and nonhousing r e n t a l s ) .  

7. If rhe a l lowable  were equal to  the  t h e o r e t i c a l ,  
A 

i . e . ,  if A - T, then  -= I ,  or -??.= 1007,. A l e s s  
A 

T 
than 7 impl ies  - l e e s  than 100%. T 

Conversation with Xrs. I. Rhyne, Tex Research 
and Planning Of f i ce r ,  Off ice  of the X r e c t o r  
o f  Taxation, leads  s.e ro bel ieve  t h a t  t h i a  
assumpcioa i s  an  a p t  one. 

5. The r a t e  d i f f e r ence  befween ranks 2 and 1 is cur  
about i n  ha l f  (both ab ro lu re ly  and percentage 
wise) .  

Vxe. Rhyne informed me, t h a t  almost a l l  of 
the consumption component involves inpor ted  
purchases of producer 's  durable equipment. 

9. There i s  same minor order rearrsngemenc which 
i n d i c a t e s  the d is turbance  oL the  nea t  p a t t e r n  of 
progress ion ,  'imever, rhe range of r a tes  here  is 
only  about . 2  percentage poin t  (about 10%) and 
r h e r r f o r e ,  che r a t h e r  propor t ional  cha rec t e r  
noted previous ly  is maintained. The rate d i f f e r -  
ence beween the  $4,000 t o  $4,999 bracket  and the  
adjacent  bracket  ( e i t h e r  next higher i n c o w  o r  

Conversation w i th  Uirs. Rhynr l e ads  ?e t o  
be l ieve  t h a t  t h i s  is appropr ia te .  

The reason is t h e  same ss i n  :he ranufacturir.i; 
C69e. 



See Appendix Tables 33, 34, 35, 36, end 37. In 
general, replacement of the conservative by the 
extep.sive forward shiftiw assumption results in 
smaller amounts of tax entering our calculations 
on the basis of income source, and larger awunts 
of tax being assigned on the basis of income use. 

Let me repeat that the objective of making tax/ 
income retio calculations under these Wo assump- 
tions was to construct a pair of extreme situations 
which would set limits for comparison. It is 
noted, however, tiiat even under the mrr extensive 
assumption of rather complete forward shifting, 
there are some components for which zero shifting 
ie assumed. Similarly, under the conservativr 
assumption, there ere some components for which 
100 per cent forward shifting is assmed. Thus, 
chis pair of cases is not one of absolute extremes. 
Rather, each case is a combination of several 
"most likelyn assumptions (which we are rather 
confident of) and several extreme assumptions 
(about which we are rather uncertain and there- 
fore look at extreme oppasires). In the coneer- 
vetive case,  the extremes are all of the zero 
shift type, whereas, in the more extensive case,  
the extremes are 100 per cent foward shifting. 
An alternative procedure would have been to 
construct a case composed entirely of mast likely 
assumptions about the shiftability of the excise 
components. Thia was not undertaken because it 
would have required rather extensive analysis to 
improve much on the information obtained from 
the "limit" cases. 

Thia estimate is based on various studies done 
for state agencies and includes those by 
I. Gutmanis (State Income Accounts Proiect, U. of 
H., Economic Research Center, 1964), Y. S. Leong 
and R. M. Ramins (Hawaii's General Excise Tax, 
Legislative Reference Bureau, Report No. 2, 1963), 
G. Mcclure (Oahu Transportation Study, 1964), and 
3 .  8. Slaughter (Federal Expenditures in Hawaii, 
unpublished, M. A. thesie, U. of H., 1959). 

Conversation with M. Ono, who referred to the 
Hawaii State Accounts Data he was developing. 

An alternative assumption is that the housing 
owners do not shift this tax, and in this case, 
corporate dividends, i-ental income and noncorporate 
business profits would serve as the basis for the 
distribution. 

See footnote 16. 

See footnote 16. 

Ideally, this (342) portion of the contracting 
component would be allocated in acco~dance with 
proportione of contracting assignable to various 
industries (e.g., reteiling, vholeseling, sugar, 
pineapple, e t c . )  so a s  to better estimate the 
amount of tax "exported" via exports, visitor 
sales, etc., and to achieve a better basis for the 
assigmnt of the tax to incone brackets. This 
was nor undertaken as the expected refinement to 
be gained and the magnitude of the amounts involved 
do not warrant an attempt to cope with the diffi- 
culties involved. In fact, calculations were 
aade based on the alternative assumption of no 
foward shift from businesses to consumers, bur 
these will not be presented here because cf the 
desire to confront exrreme cases. Yawever, these 

calculations were based on the ass*aqtions 
thet all business building ie owner-occupied 
and thet business activicy is split 50%-50% 
between corporate and noncorporate. Again, 
it was decided not to undertake refinements 
involving empirical checks on detailed esti- 
mates of the proportion of buainras hilding 
which is owner-occupied, and the corporate- 
noncorporste proportions. 

No attempt was made to adjust for nonuniformity 
in the proportion of renters in each income 
bracket. 

See Appendix Table 33, columns 11, 12, and 
13 for details. Tiie percentage calculations 
are 57.896, 20.7% and 21.5%. The basis far 
these percentages ie gross sales data from 
the Department of Planning and Economic 
Development, Stetisfical Abstract of Hawaii. 
The manufacturing, sugar and pineapple shares 
(of the 20% of the wholesaling and cornpen- 
sating components) have been estimated at 
about 40%, 30Z, an6 30%, respectively, using 
gross income (excise tax base) date. 

P. Newman (1962, pp. 4-8) cites 0. Brormlee's 
(1960, p. 27) quotation of the Bureau of 
Public Roads estimate that 70% of U.S. 
Baseline consumption is by automobilee. 
Newman further notes the Dspertment of Commerce 
estimate for the U.S. in Income and Output 
(1958, p. El), that 80% of new autos are for 
private use. Thus, he arrives at 56% Ithat 
is, (.7)(.8) - (.56)1 as an estimate of total 
1957-58. The data developed for the Oahu 
input-output table (Table 4 - 7 ) ,  by G. McClure, 
et al, shows interindustry use - 35.1% of 
total petroleum value, and consumption use = 
30.2%. Thus we may calculate 54% for business 
( 35.1 35.1 + 30.2 ) and 46% for nonbuainess. (Of 

course if 100% forward shifting from businesses 
to consumers is assumed, then the business1 
aonbusiness distinction may be dispensed with 
and the allocation may be made via the gasoline 
expenditure pattern data with only the bias of 
the gasoline pattern vis-a-vis the all goods 
pattern to be considered.) 

Ten per cent (10%) is probably rather high 
(than low), however, this type of allowance 
is not made with respect to any other compa- 
nent of the fuel tsx except aviation as 
noted below. 

This data was secured by telephone from 
Mr. Wong and Mr. Sakamota of the respective 
fims. 

See the previous material on the public 
utilities - airlines emponent of the General 
Excise regerding this estimate. 

Tne fact that airline fares a r e  regulated, 
suggests that the more extensive assumption 
is the more likely. 

In making the "tax export" adjustment, under 
the conserrative assumption, if this tax were 
handled individually it would be appropriate 
to use only .39% of it (due to nonresident 
ownership), but in fact, the "average figure" 



of 42% has been used so a s  t o  r e m i n  c a n s i a t e n t  
w i th  the  o t h e r  taxes  such a s  on sugar end pine- 
apple  f o r  example. 

29. B. \loore of  i he  Hawaii V i s i t o r3  Bureau adv i se s ,  
t h a t  s i r  passengel westbound from t h e  mainland 
were: 

1960 - 1962 - 
10,035 intended r e s i d e n t s  21,070 
28,210 returning r ea iden r s  53,800 

- 
38,245 sub to ra l  " res idents"  74,870 

138,440 des txnat ron  Hawaii V i s i r o r s  219,005 
59,264 des t zna t i on  beyond Hawaii 

v i s i t o r s  103,315 
3,965 u n c l a s s i f ~ e d  490 

30. I h e  bas i c  d a t a  involved i n  the  following d i s cus s ion  
is found i n  the  Annual Report of  the  D i r ec to r  of 
Taxation (Hawaii), 1963, pages 19, 20 and 22. 
o u r  Appendix Tables 38 through 43, present  the  
r e l evan t  information.  

31. i n  dea l i ng  w i th  the  c o n t r a c t i n 8  and r e n t a l  po r t i ons  
of the e x c i s e  t a x ,  a n  e s t ima te  of 40 pe r  cen t  f o r  
che owner-occupied propor t ion  of r e s i d e n t i a l  
housing was used. From Appendix Table 41, i t  
may be noted t h a t  the  asseaaed v s l u a t i o n  b a s i s  
y i e l d s  s somewhat h ighe r  ee t imete .  I h e  assessed 
va lua t i on  involves  a stock concept,  wheieas, the  
o t h e r  method used s flow caacepr;  b u t  each is 
app rop r i a t e  i n  i t s  p lace  of employment. The 
es t ima te s  of o;mer-occupied propor t ions  f o r  land,  
bu i ld ings ,  and t h e  two combined are 64 per cen t ,  
54 pee cen t ,  and 60 per cen t ,  r e spec t i ve ly .  

32. T = $21.8 mi l l i on ;  A = $2.3 b i l l t o n ;  
SOUTCB: Hawaii D i r ec to r  of  Taxation, Annual 
Report ,  1963. 

For ch i s  da t a  year ,  the propei ty  sax s t r c f t u r e  
d id  not d i s i i n g u i s h  among c l a s s e s  of p rope r t i e s ,  
so the  app l i ca t i on  of an average proper ty  t ax  rate 
is unbiased in t h i s  regard.  

33. That i e ,  i f  P, * proper ty  t ax  assigned to  t h i s  

T 
group,  P. = S1.F. S U f  .? = - , ""d thus  

A 
S .  

P I =  - i T , o i L = S 1 .  
A 7 A 

34. Recal l  chat  the  s a w  procedure wes followed i n  
dea l i ng  wi th  the  r e n t a l  po r t i on  of i he  excise  
tax .  m Pact, what i s  a t  i s s u e  here  is the  
difLcrrnce brcween cbe s i z e  d i s t r i bu t io r i s  of 
r e n t a l  income and corpora te  and noncorporate 
p r o f i t .  

55. Appendix Table 43 present  the  c a l c u l a t i o n  of the  
s roporc icna  of assessed  va lua t i on  which o b t a i n  
for sugar, pineapple,  and ranching. 

36. Lout* Varga (Land Study Bureau, Univers i ty  o. 
Nawaii) adv i se s ,  chat  most of the  land i n  the 
conservat ion  category is held  by a few halde; 
of l a r g e  e s t a t e s .  Leg i s l a t i ve  Reference 
Bureau, Report  No. 2 ,  1957 ("Large Land m e i  
i n  Haweii"), provides da t a  on va lues  of fore, 
reserve land held by the s i x  l a r g e s t  land- 
holders .  Only f i v e  w i l l  be considered here 
because Bishop's s ta t i ia  a s  an  e l eemsyna ry  
t r u s t  warrante i t s  exclusion.  Thus i t  appeaz 
t h a t  Canpbell, Greenwell, and McCandless are  
t r u s t s ,  Kaneohe Ranch is a corpora t ion ,  and 
Robinson is a noncorporate bus iness .  

( $ Thousands ) 
Valuation of 

ll- Conservation Cat. % oi Totr 

Campbell 
Greenwell 
Mecandleas 

Sub-Total 332 81.2 

Uneohe Ranch 62 
Robinson 15 

1. See Chapter 1, Tables I through IV. 

2. See Chaprer 3,  f oo tno t e  1. 

3. See Chapter 4,  Sec t ion  I ,  8. 

4. See Chapter 4, Sec t ion  1, C. 

5. See Chapter 1 ,  footnote  15. 

6. See Chapter 4 ,  Secrion 11, 5 .  

7. See Chapter 5, Table V. 

8. Sea ,  f o r  example: 

R. A. Musgrave and D. W. Daieoff, "Who Pays t! 
Nichigan Taxes?" In Michipan Tax Study, S t a f f  
Papers (Lensing, Michigan, October, 1958). 

R. A. bsgrave,  "Esrimating rhe D i s r r i bu r ion  
of  the Tax Burden" (mimeograph). 

Minneapolis, :960). 

W .  I. Gi l t e sp i e ,  "The E f f e c t  of Publ ic  
Expenditures on the D i s t r i bu t ion  s f  Income" 
(mineograph co be by 3roakinge 
I n s c i t a t i c n ) .  

4 .  See Chapter 1, page :3. However, as an  rxssipj 
xtppose one has t h e  ob j ec t i ve  of increas ing  i t  
rc1at-veiy law ra:r e 3 t i m t e s  f o r  the group ci 
inccne  brackets  Setreen $5,300 .and $9,999. Or . xdy . t o  ar.c.mpiish chis ,:bjecii?e i c u i d  be ,  for  

exampie, t o  increase  rhe marginat persanil 
rnccmr :ex n m i n a i  rates  fat chose b i i c k e ~ s .  



The gross revenue increase would depend upon the 
base end rate; with, say, $200 million of 
marginal A . G . I .  in the $5,000 ro $9,999 range, 
a marginal rate increase of 1 percentage point 
would gross $2 sillion in additional revenue. 
A net calculation would involve consideration 
of the effect on other taxes, 



I A P P E N D I X  TABLES: DATA F L O W  CHART 

Note: The d a t a  f low c h a r t  r e p r e s e n t s  i n t e r - t a b l e  d a t a  s o u r c e s .  The - 
t a b l e  t o  which the arrow p o i n t s  c o n t a i n s  s m e  d a t a  I i s t r d  i n  t h e  
t a b l e  from which t h e  a r r o v  p o i n t s .  
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Table 2 
Component Taxes: P ropor t ions  Of T o t a l  Tax 

(Before  and A f t e r  Adjustment) 

D o l l a r  T o t a l  Assiqned To Hawaii (Af te r  Adiustment) 

P ropor t ion  of D o l l a r  Assigned Propor t ion  D o l l a r  Assigned Propor t ion  
D o l l a r  T o t a l  D o l l a r  Under Conservat ive  o f  D o l l a r  Under Extens ive  of D o l l a r  

Name o f  Tax C o l l e c t i o n d  C o l l e c t i o n  S h i f t i n s  ~ s s u m p t i o n w  Assiqned S h i f t i n q  ~ s s u m p t i o n d  Assiqned 

(Thousands (Thousands (Thousands 
o f  D o l l a r s )  ( P e r c e n t )  o f  D o l l a r s )  (Pe rcen t )  of Do l l a r s )  (Pe rcen t )  

Cenera l  Excise  

Corpora te  Income 

" 
\D Persona l  Income 

n c a l  P roper ty  

Tobacco 

h e 1  

t 'ubllc U t l l l t l e s  

1.IquoI 

Insu rance  

EBtate  and I n h e r i t a n c e  

1Jnemployment 

T o t a l  161,519 100.00 108,988 100.00 127,986 100.00 

a/ S.cu&%: Table  I ,  column 1. 

W &3surs&: Table  1, column 10 

d -: Table 1, column 11. 
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Table 4 (continued) 
..- 

(6) (7) (8) (9) (10) 

Income E~tates And Trusts Consumer Total - 
Brackets No Shiiting Conservative Extensive Conservative Extensive 

Shifting Shifting Shifting Shifting 
Assumption Assumption Assumption Assumption 

Under $ 2,000 30.9 4,954.3 8,704.4 

$ 2,000 - $ 2,999 29.2 4,437.6 6,780.2 

S 3,000 - $ 3,999 30.9 7,592.1 10,944.1 

5 4,000 - $ 4,999 - - - -  9,522.6 13,045.3 

S 5,000 - $ 5,999 14.7 8,275.6 11,900.9 

$ 0,000 - $ 6,999 45.8 8,014.3 11,549.7 

$ 7,000 - $ 7,999 50.1 6,759.0 9,796.0 

$ 8,000 - $ 8,999 9.1 6,206.9 8,822.3 

$ 9,000 - $ 9,999 5.0 5,011.1 7,182.2 

SlU,O00 - $14,999 51.1 17,756.2 25,428.6 

515,000 and over 586.2 14,315.5 19,023.1 
i-' 
F-l 
N Total 853.0 92,846.0 133,177.0 - - 

After Ad justoicn~ 

Under $ 2,000 30.7 4,939.5 8,677.9 

$ '2,000 - $ 2,999 28.2 4,343.8 6,647.1 

$ 3,000 - $ 3,999 29.9 7,435.6 10,732.8 

5 4,000 - $ 4,999 .--- 9,278.2 12,722.2 

$ !>,000 - $ 5,999 14.2 8,068.2 11,628.6 

$ 6,OUO - $ 6,999 41.8 7,470.8 10,854.3 

$ 7,000 - $ 7,999 45.2 6,250.7 9,142.7 

$ 8,000 - $ 8,999 8.3 5,758.3 8,260.3 

5 0,UOO - $ 9,999 5.0 4,709.3 6,799.5 

$10,0UU - $14,999 43.2 15,822.6 22,910.1 

$11,000 end <over 428.3 11,499.9 15,566.1. 

Tuial 675.0 85,577.0 123,942.0 

b/  Source: Table 47, EsLstc and Inheritance Tax. .. -- 
"1 S<-: TabIc 1, coliimns 2 and 3. 

: Table 1, colunln 11. 

144,807.0 Taxes assigned 
357.0 Federal crcdi&/ 

16,270.0 Sales to Federal Government Visitor Sales 
and exports:/ 

161 .43&.0 ~ ~ - , 
161,519.0 To~al Tax Collection 

85.0 (Difference as seen fur Excise Tan) 

127,900.0 Taxes assigned after all. adjustments 
127,848.0 
127,986.0 Taxes assigned after all adjurtmen~si/ 

86.0 (Difference as seen for Exc~sc Tax) 
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Table 5 (continued) 

(27) (28) (29) (30) (31) (32) (33) (34) (35) 

ESTATES AND 
P U B L I C  U T I L I T Y  TOBACCO PERSONAL INCOME INHERITANCE 

Income 5 Cor orate Profits5 - Consumer Consumer Consumer Consuer 
Brackets 

Conservative Conservative Extensive Conservative Extensive No Shifting No Shifting No Shifting No Shifting 
Shifting Shifting Shifting Shifting Shifting 
As~umptiun Assumption Assumption Assumption Assumption 

Under $ 2,000 51.8 255.7 400.9 307.5 400.9 25.5 - - - - -  509.3 ----- 
$ 2,000 - $ 2,999 33.7 106.5 202.0 140.2 202.0 43.4 82.0 976.6 -.--- 

$ 3,000 - $ 3,999 69.2 107.8 251.0 177.0 251.0 202.0 320.4 1,883.5 ----- 
$ 4,000 - $ 4,999 56.2 150.5 305.4 206.7 305.4 234.2 582.6 2,107.5 ----- 
$ 5,000 - $ 5,999 20.0 207.4 366.1 227.4 366.1 227.2 321.9 2,377.3 - - - - -  
$ 6,000 - $ 6,999 100.4 183.1 346.3 283.5 346.3 199.2 204.7 2,637.1 ..--- 

$ 7,000 - $ 7,999 102.0 160.7 298.9 262.7 298.9 159.5 188.2 2,239.1 ----- 
$ 8.000 - $ 8,999 78.6 141.0 258.6 219.6 258.6 129.2 171.7 2,383.5 ----- 
$ 9,000 - $ 9,999 64.2 117.0 214.6 181.2 214.6 107.3 142.3 1,839.5 -----  

W $10,000 - $14,999 236.0 366.6 726.5 602.6 726.5 367.8 582.0 5,932.4 440.1 
W 
D $15,00Oandover 1,181.6 252.8 473.8 1,434.4 473.8 210.4 464.2 6,984.7 202.9 



Table 5 (contioued) 

IMPUTED UNFXPLOYMENT INSliRANCE B A N K  
Income Consumer Corporate Profits Consume& - Total 
Dracketa 

No Shifting Conservative Extensive Extensive Conservative Extensive 
Shifting Shifting Shifting ShifLing Shiftin8 
Assumption Assumption Assumption Assumption Assumption 

Under $ 2,000 393.2 14.1 9.4 14.6 14.1 24.0 

$ 2,000 - $ 2.999 652.9 9.2 6.1 9.6 9.2 15.7 

$ 3,000 - $ 3,999 1,292.5 18.9 12.6 14.4 18.9 27.0 

$ 4,000 - $ 4,999 2,009.6 15.3 10.2 15.6 15.3 25.8 

$ 5,000 - $ 5,999 60'3.0 5.4 3.6 16.0 5.4 19.6 

$ 6,000 - $ 6,999 ----- 27.4 18.3 16.4 27.4 34.7 

$ 7,000 - $ 7,999 -----  27.8 18.6 13.9 27.8 32.5 

8 8,000 - $ 8,999 - - - - -  21.4 14.3 11.8 21.4 26.1 

$ 9,000 - $ 9,999 - - - - -  17.5 11.7 9.8 17.5 21.5 

$10,000 - $14,999 ----- 64.4 43.0 36.3 64.4 79.3 
1--' 

$15,000 and over -----  322.4 215.1 22.3 322.4 237.4 
4 

Total 4,951.0 -544.0 363.0 181.0 544.0 544.0 

After Adjustment 

Under $ 2,000 393.2 4.2 2.8 14.6 4.2 17.4 

$ 2,000 - $ 2,999 b52.9 2.2 1.8 9.6 2.2 11.4 

$ 3,000 - $ 3.999 1,292.5 5.6 3.8 14.4 5.6 18.2 

$ 4,000 - $ 4,999 2,009.6 4.6 3.0 15.6 4.6 18.6 

$ 5,000 - $ 5,999 603.0 1.6 1.1 16.0 1.6 17.1 

$ 6,000 - $ 6,999 ----- 8.2 5.5 16.4 8.2 21.9 

$ 7,000 - $ 7,999 - - - - -  8.4 5.6 13.9 8.4 19.5 

$ 8,000 - $ 8,999 ----- 6.4 4.3 11.8 6.4 16.1 

$ 9.000 - $ 9,999 ----- 5.2 3.5 9.8 5.2 13.3 

$10,000 - $14,999 ----- 19.3 12.9 36.3 19.3 49.2 

$1 5,000 end over ----- 96.7 64.4 22.3 96.7 86.7 

Tote1 4,951.0 163.0 109.0 181.0 163.0 289 .O 

Source: (Teb1e:Colum) 26: 14 29:s 29:6 26:10 
32:5 32:6 
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Table 6 
Component Taxes: percentage DisLribution By lncome Brackets~~ 

(Before And After Adjustment) 

Total Tax -- Excise Tax Property Tan Insurance Tax Fuel Tan 

Comervsti~e Extensi'le Conservative Extensive Conservative Extensive Consewative Extensive 
Sltifting Shifting Shifting Shifting Shifting Shifting Shifting Shifting 
Assumption Assumption Assumption Asfiumption Assumption Assumption Assumption AssumpLion 

4.42 6.22 5.70 7.79 6.73 10.12 8.09 1.93 5.10 

3.15 4.84 3.74 5.02 4.02 5.97 5.32 2.79 4.61 

6.37 7 . 8  5.81 7.37 5.72 8.14 7.98 4.20 7.06 

7.41 9.23 6.12 8.09 5.13 8.09 8.63 5.67 9.11 

6. i0 8.35 5.94 8.31 5.11 8.26 8.84 5.13 8.99 

7 . J 5 8.38 7.58 8.65 6.72 7.96 9.09 7.57 10.46 

6.46 7.17 6.71 7.43 6.19 7.10 7.70 6.40 8.42 

5.69 6.40 5.59 6.36 5.02 6.01 6.55 5.29 6.85 

4.63 5.21 4.63 5.28 4.15 4.98 5.44 4.40 5.68 

16.97 18.56 17.21 19.10 15.08 16.78 20.05 17.56 21.10 

10. 65 17.81 30.97 16.58 36.12 16.59 12.31 39.03 12.63 

Attrr Adjustment -- 
Under $ 2,000 5.26 6.87 7.14 8.42 9.00 11.66 8.09 1.72 5.67 

5 2,000 - $ 2,999 4.55 5.28 4.61 5.35 5.20 6.68 5.32 3.41 4.98 

$ '3,000 - $ .3,999 7.6J 8.50 6.87 7.80 6.98 9.03 7.98 4.87 7.63 

$ 4,000 - $ 4,999 9.22 10.03 7.51 8.57 6.35 8.91 8.63 7.41 9.73 

$ 5,000 - 5 5,999 8.16 9.17 7.88 8.93 6.95 9.30 8.84 7.32 9.69 

$ 6,000 - $ 6,999 8.09 8.66 8.46 8.87 7.37 8.24 9.09 9.03 10.68 

$ 1,000 - $ 7,999 6.88 7.30 7.23 7.54 6.59 7.22 7.70 7.18 8.50 

$ 8,000  - $ 8,999 6.23 6.17 6.12 6.47 5.46 6.21 6.55 6.02 6.97 

$ 9,000 - 5 9,999 5.11 5.41 5.14 5.42 4.56 5.21 5.44 1.08 5.87 

$10,000 - $14,999 17.82 18.31 18.58 19.14 15.53 16.02 20.05 19.37 19.95 

$15,000 and over 21.05 13.90 20.44 13.48 26.01 11.51 12.31 28.58 10.32 

Tutalh' 100.00 99.98 99.98 99.99 100.00 99.99 100.00 99.99 99.99 -- 
a/ Fob dollar distributions, see Table 5. - 
h/  Colums may not sum LO totals doc to rotinding. - 



Table 6 (continued) 

Public Personal Estates And Unemployment Corporate 
Income Utility Tobacco Liquor Income Inheritance Insurance Bank locome 
Rrackots Tax Tax Tax Tax Tax Tar Tax Tax --- 

Conservative Extensive Conservative Extensive Conservative Extensive 
Shif  tins Shifting Shifting Shifting Shifting Shifting 
Assumption Assumption Assumption Assumption Assumption Assumption -- 

Under $ 2,000 7.60 10.43 1.34 ----- 1.70 - - - - -  7.94 2.59 4.41 2.60 4.43 

$ 2,000 - $ 2,999 3.47 5.25 2.28 2.68 3.27 ----- 13.19 1.69 2.89 I .69 2.90 

$ 3,000 - $ 3,999 4.38 6.53 10.60 10.47 6.30 ----- 26.10 3.48 4.97 3.47 4.97 

$ 4,000 - $ 4,999 5.11 7.94 12.29 19.04 7.06 ----- 40.59 2.81 4.74 2.82 4.75 

$ 5,000 - $ 5,999 5.62 9.52 11.92 10.52 7.96 ----- 12. 18 0.99 3.60 1.00 3.61 

$ 6,000 - $ 6,999 7.01 9.01 10.45 6.69 8.83 ----- -.--- 5.04 6.38 5.04 6.39 

$ 7,000 - $ 7,999 6.50 7.78 8.37 6.15 7.50 ----- ----- 5.11 5.98 5.12 5.98 

S 8,000 - $ 8,999 5.43 6.73 6.78 5.61 7.98 - - -+ -  ----- 3.94 4.80 3.94 4.81 

$ 9,000 - $ 9,999 4.48 5.58 5.63 6.65 6.16 - - - - -  ----- 3.22 3.95 3.22 3.96 

$10,000 - $14,999 14.90 18.90 19.30 19.02 19.86 68.44 -----  11.84 14.58 11.84 14.57 
N 
0 $15,00Oandovrr 15.48 12.32 11.04 15.17 23.38 31.56 - - - - -  59.29 43.66 59.26 43.62 - 

~ora~bl 99.98 99.99 100.00 100.00 100.00 100.00 100.00 100.00 99.96 100.00 99.99 

Atrer Adjustment 

Under $ 2,000 10.24 10.43 1.34 - - - - -  1.95 -.--- 7.94 2.59 6.01 2.60 6.41 

$ 2,000 - $ 2,999 4.40 5.25 2.28 2.68 3.63 ----- 13.19 1.35 3.94 1.69 4.20 

$ 3,000 - $ 3,999 4.86 6.53 10.60 10.47 7.00 - - - - -  26.10 3.45 6.29 3.47 6.60 

$ 4,000 - $ 4,999 6.32 7.94 12.29 19.04 7.74 --.-- 40.59 2.83 6.43 2.82 6.85 

$ 5,000 - $ 5,999 8.06 9.52 11.92 10.52 8.81 ----- 12.18 0.98 5.91 1.00 6.44 

$ b,000 - $ 6,999 8.05 9.01 10.45 6.69 9.26 -----  ---.- 5.05 7.57 5.04 7.84 

$ 7,000 - $ 7,999 7.23 7.78 8.37 6.15 7.78 - - - - -  - - - - -  5.17 6.74 5.12 6.91 

9 8,000 - $ 8,999 6.22 6.73 6.78 5.61 8.36 ----- -----  3.94 5.56 3.94 5.75 

$ 9,000 - $ 9,999 5.15 5.58 5.63 4.65 6.54 ----- ----- 3.20 4.60 3.22 4.75 

$lo,oao - $14,999 lb.52 18.90 19.30 19.02 19.29 68.44 ----- 11.88 17 .OO 11.84 17.53 

$15,000 and over 22.94 12.32 11.04 15.17 19.64 31.56 -----  59.54 29.96 59.26 26.71 

TUU ib/ 99.99 99.99 100.00 100.00 100.00 100.00 100.00 99.98 100.01 100.00 99.99 







TOTAL TAX: AVERAGE EFFECTIVE TAX RATE PER INCOME BRACKET BY INCOME CONCEPT 

Ex tens ive  S h i f t i n g  Assumpti0l.s. No Adjustment (Ne i the r  D e d u c t i b i l i t y  Nor Expor t )  

T o t a l  Tax T o t a l  Tax T o t a l  Tax T o t a l  Tax 
A.G.I. A.G.I. minus Broadened Broadened Inconle mrnus 

income Bracket  T o t a l  Tax Federa l  Tax Income F e d e r a l  Tax 
(Thousands of 
D o l l a r s )  P e r c e n t  Rank Percen t  Rank Percen t  Rank Percen t  - Rank 

under  $2,000 

$ 2.000 - $ 2.999 

w 
$ 3.000 - $ 3,999 

N 
W $ 4,000 - $ 4,999 

$ 5.000 - $ 5,999 

$ 6 ,000  - $ 6,999 

$ 7,000 - $ 7,999 

$ 5.000 - $ 8 ,999  

$ Y.000 - $ 9,999 

$10,000 - $14,999 

5 15.000 and ove r  

O v e r a l l  T o t a l  144.807.0 13.99 (5-6) 17.78 ( 5 - 6 )  11.79 (4) 15.50 (4-5) 



TOTAL TAX: AVERAGE EFFECTIVE TAX RATE PER INCOME BRACKET BY INCOME CONCEPT 

Extensive Shifting Assumptions, With Adjustment (Deductibility and Export) 

Incoine Bracket 

Total Tax 
A.G.I. 

Total Tax 
A.G.I. minus 

Total  ax Federal Tax Income 

Total Tax 
Broadened Income minus 
Federal Tax 

(Thousands of 
Dollars) Percent Rank Percent Kank Percent Rank Percent - Rank 

Under $2,000 

$ 2.000 - $ 2.999 

j 5,000 - $ 5,999 

5 6.000 - $ 6,999 

5 7,000 - $ 7,999 

$ 8.000 - $ 8.999 

$ s.000 - $ 9,999 

$10,000 - $14,999 

$15.000 end over 

Overall Total 127,900.0 12.36 (61 15.71 (6 )  10.41 (5) 13.69 (4) 
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Table 8 (continued) 

(86) (87) (88) (89) (90) (91) (92) (93) (94) -- 
Personal Personal Personal Personal Personal Personal Personal Estates And Estates And 

lncome Tax t Income Tax i Incame Tax + Income Tax j Income Tax + Income Tax i Income Tax + Inheritance Sax Inheritance Tax i 
A.O.I. A.G.I. Minus Broadened Broadened A.G.I. Minus Broadened Broadened A.G.I. 

lncoiue Federal Tax Income Incame Minus Federal Tan Income Income Minus 
Brackets  Federal Tax Federal Tan 

Cooservative Conservative Conservative Conservative Extensive Extensive Extengive No Shifting Conservative 
Shifting ShiLting Shifting Shifting Shifring Shifting Shifting Shifting 

Asrumption Assumption Assrrmptivn Assumption Assumption Assumption Ass~mption A~~umpcion (Thousends 
Percent Rank Percent Rank Percent Rank Percent Rank Percent Kank Percent Rank Percent Rank of Dollars) Percent 

&- - 
Under $ 2,000 1.29 9 1.57 11 0.92 11 1.14 11 1.69 11 0.94 11 1.20 11 ----- ---- 

$ 2,000 - $ 2,999 2.02 11 2.44 9 1.38 10 1.62 10 2.53 10 1.38 10 1.61 10 - - - - -  ---- 
$ 3,000 - $ 3,999 2.24 10 2.68 8 1.81 9 2.21 9 2.77 9 1.83 9 2.28 9 ----- ---- 
$ 4,000 - $ 4,999 2.33 8 2.21 10 2.00 8 2.46 8 2.89 8 2.01 8 2.54 8 - - - - -  ---- 
$ 5,000 - $ 5,999 2.48 7 2.93 7 2.25 7 2.72 7 3.02 7 2.26 7 2.80 7 ----- --.- 
$ 6,000 - $ 6,999 2.58 5-6 3.07 6 2.29 5 2.85 6 3.16 6 2.32 5-6 2.93 6 - - - - -  - - - -  
8 7,000 - $ 7,999 2.58 5-6 3.08 5 2.28 6 2.86 5 3.17 5 2.32 5-6 2.95 5 ----- ---- 

b- 
W $ 8,000 - $ 8,999 2.8b 3-4 3.40 3-4 2.62 3 3.27 3 3.49 4 2.66 3 3.36 3 - - - - -  ---- 
Ut 

$9,000-$9,999 2.86 J-4 3.40 3-4 2.61 4 3.25 4 3.50 3 2.64 4 3.35 4 ----. ---- 
$10,000 - $16,999 3.10 2 4.09 2 2.98 1 3.89 2 4.25 2 3.03 2 4.04 Z 440.1 0.24 

$15,000 snd aver 4.16 I 6.06 I 2.87 2 4.69 1 6.25 1 3.10 1 4.84 1 202.9 0.13 

ALrrr Ad iustmcnt 

Under $ 2,000 1.28 11 1.56 10 0.92 11 1.13 11 1.68 11 0.93 11 1.20 11 -..-- ---- 
S 2 , 0 0 0  - $ 2,999 1.96 10 2.36 I1 1.33 10 1.51 10 2.45 10 1.34 10 1.61 10 - - - - -  ---- 
$ 3,000 - $ 3,999 2.17 9 2.59 9 1.75 9 2.14 9 2.68 9 1.77 9 2.20 9 ----- - ---  
$ 4 , 0 0 0  - $ 4,999 2.22 8 2.67 8 1.91 8 2.35 8 2.76 8 1.92 8 2.42 8 ----- - ---  
6 S,uoo - $ 5,999 2.39 5 2.82 5 2.17 4 2.62 5 2.91 5 2.18 5 2.69 5 - - - - -  ---- 
S 6,000 - $ 6.999 2.35 6 2.80 6 2.09 6 2.60 6 2.88 6 2.12 - - - - -  --a- 6 2.68 6 

$ 7,00C - $ 7,999 2.33 7 2.78 7 2.06 7 2.58 7 2.86 7 2.09 7 2.66 7 ----. --- -  
~ e , n u o - $ $ , s s s  2.60 4 3.10 4 2.39 3 2.98 4 3.18 4 2.42 3 3.06 4 - - - - -  ---- 
$ 9 ,000  - $ 9,999 2.64 3 3.15 3 2.41 2 3.01 3 3.24 3 2.44 2 3.09 3 ----- ----  
~ro,oao - $14,999 2.78 2 3.45 2 2.52 1 3.29 2 3.59 2 2.56 1 1.42 2 440.1 0.24 

$ 1 5 , 0 0 0 * n d ' m e r  3.19 - 1 4.43 I 2.10 5 3.43 1 4.57 1 2.26 4 3.54 1 202.9 0.13 

Overall 2.51 4-5 3.09 4 2.06 7 2.69 5 3.19 4 2.12 6 2.78 4-5 643.0 0.06 



Table 8 (continued) 

Estates And 
inheritance Tax 
A.6.1. Minus 

Income Ftderel Ten 
Brackets 

Cm~ervative 
Shifting 

AssumpLion 

Percent 

Eatate$ And 
Inheritance Tax f 

Broadened 
Income 

Cor,8ervati"e 
Shifting 

Assumption 

Percent 

(97) (98) 

Eatates And Estates And 
Inheritance Tax f loheritence Tax 5 

Broadened A.G.I. Minus 
Income Minus Federal Tan 
Federal Tax 

Conservative Extensive 
Shif ring Shifting 
Assumption kbsumption 

(99) (100) 

Estates And Estate8 And 
Inheritance Tax Inheritance Tax f 

Broadened Brosdened 
Income Income Minus 

Federal T a x  

Extensive Extensive 
Shifting Shifting 
Assumption As~umption 

Percent Percent Percent Percent 

Under $ 2,000 ---- ---- ---- - - - -  ---- ---- 
9 2,000 - S 2,999 .--- ---- ---- ---- ---- ---- 
$ 3,000 - $ 3,999 ---- ---- ---- ---- ---- ---- 
$ &,UIKi - $ 4,999 - - > -  ---- - - - -  ---- - - - -  ---- 
$ 5,000 - $ 5,999 - w e -  ---- ---- ---- ---- ---- 
$ 6,000 - $ 6,999 - - - -  ---- ---- ---A ---- ---- 
s 7,000 - $ 7,999 --.- ---- ---- ---- ---- ---- 

6- 
w S 8,000 - $ 8,999 ---- ---- ---- ---- ---- ---- 

s Y,000 - $ 9.999 - -. - ---- - - - -  ---- ---- 
$ro,ooo - $14,999 0.30 0.22 0.29 0.32 0.22 0.30 

$15,000 end over 0.18 0.08 0.14 0.18 0.09 0.14 

(hcrall 0.08 0.03 0.07 0.08 0.05 0.07 

ktrer kdjuatmen~ 

Under $ 2,000 - - - - -  - - - -  ---- ---- -.-- ---- 
$ 2,000 - $ 2,999 - - - -  ---- ---- ---- - - - -  -... 
$ i,ooo - $ 3,999 

5 L,OOli - $ 4,999 

$ 5,000 - $ 5,999 

$ 6,000 - $ 6,999 

$ 7,000 - S 7,999 
Y 8,000 - 9 8,999 
$ 9,ooo - $ 9,999 

sin,ooo - $14,999 
S 15, (i00 and over 
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Distribution Of Total Tan And Of Income Based On 
Different Income Concepts, Three Income Groups 

Total Tax 
Income Cozrservstivc Shifting Ass mption Piopoztion Proportlo of Proyorcion of A.G.1. Proportion of 
i irnckets  Without Ad iwtmenc5y Total Texdf A.G.L.5' Minus Federal Taxesd Broadened 1ncomed 

(Thousands of  Dollars) (Percent) (Percent) (Percent) (Percent) 
-- 

Under $ 5,000 33557.6 21.94 25.32 25.88 26.66 

$10,000 and ovrr 72827.0 47.62 32.85 30.91 35.16 

a /  Compiled f r m  date in Tvble 7-A. - 
b/ i:olumns muy noL sum ti> tuLel due to rounding. - 







Table 12 

Unshifted Portion of Certain Business Ta%es 
Undistributed 

lncoioe Dividend Corporst Federal StaLe P A.G.l.dl Distrlbutionkl ~rutitsz ~orpornte lncome ~ a u i l  Corporate Income ~axhl State Bank ~ a x h l  

Conservative Extensive Conservative Extensive Cmservstive Extensive 
Shifting Shifting Shifting Shifting Shiiting Shiftinp 

~ssumptio&l Assumption~l ~ssumptronf.' AssumptionB1 AssumptionL1  assumption^^ 

Undcr $ 2,000 

O 2,000 - $ 2,999 

5 1,000 - $ 3,999 

$ 4,000 - $ 4,999 
t- 
Q 

$ 5,000 - $ 5,999 

$ 6,000 - $ 6,999 

5 7,000 - $ 7,999 

$ 8,000 - $ 8,999 

$ 9,000 - $ 9,999 

$10,000 - $14,999 

$15,U00 and over 

a/ : Table 19. £ 1  Zero forward shifting. 

h /  individual entries of columns 3 through 12 are the result of applying g/ Each entry in this column is 213 o f  the corresponding entry of the - 
the percent of column 2 to the resgective column totals. previous column so as  to allow for 113 forwerd shifting. See 

C /  See text, Chapter 2, page 23. text, Chapter 2, pages 23 and 24. - 
d i  Sce text, Chapter 2, p a ~ c  23. hi Source: Table 30. - 
e /  Columns may liot sum to total due to rounding. - 





Income Af ter  Deduction Of Federal Taxes Paid 

(Thousands o f  ~ o l l a r s )  

Income Brackcts Federal Taxes ~ a i d w  A.G.I. Minus Federal Taxes Paid 

Conservative Extensive Conservative Extensive 
S h i f t i n g  S h i f t i n g  S h i f t i n g  S h i f t i n g  

Assumption Assumption Assumption Assumption 

Under $ 2,000 

$l5,000 and over 

/ S :  Table 19. Columns may not sum t o  t o t a l  due t o  rounding. 

b/ S=. Table 54,  columns 7 and 8 .  





Income D i s t r i b u t i o n  Based on S t a t e  Income Tax Data 

Resident  Returns  

(1) (2) (3 )  (4 )  

Income Number of Adjusted Propor t ion  Propor t ion  
Brackets  Returns  Gross Income of Returns of A.G.I .  

(Do l l a r s )  (Percen t )  (Percen t )  

Under $ 1,000 

$ 1,000 - $ 1,999 

$ 2.000 - $ 2,999 

$ 3,000 - $ 3,999 

$ 4,000 - $ 4,999 

$ 5,000 - $ 5,999 

$ 6,000 - $ 7,999 

$ 8,000 - $ 9,999 

$ lo t000  - $14,999 

$15,000 and over 

T o t a l  193,015 1,035,039,165 100.00 100.00 

Data Source: S t a t e  of  Hawaii Department of  Taxa t ion ,  Hawaii Income 
P a t t e r n s  - 1960 I n d i v i d u a l s ,  Table 1. 

Note: See t e x t ,  Chapter 2 .  - 



Income D i s t r i b u t i o n  Based on S t a t e  Income Tax Data 

Nonresident  Returns 

Income Number of Adjusted Propor t ion  Propor t ion  - 
Bracke ts  Returns  Gross Income of Re turns  of A.G.I. 

(Do l l a r s )  (Percen t )  (Percen t )  

Under $ 1,000 

$ 1.000 - $ 1,999 

$ 2.000 - $ 2,999 

$ 3,000 - $ 3,999 

$ 4,000 - $ 4,999 

$ 5,000 - $ 5,999 

$ 6,000 - $ 7,999 

$ 8,000 - $ 9,999 

$J-0,000 - $14,999 

$15,000 and over 

T o t a l  3,796 11,272,526 100.00 100.00 

Data Source: S t a t e  of  Hawaii Department of Taxat ion,  Hawaii Income 
P a t t e r n s  - 1960 I n d i v i d u a l s ,  Table 7. 

Note: See t e x t ,  Chapter 2. - 



Table 16 

lncomr D i s t r i b u t i o n  Based On Federa l  Income Ten Data 

Number of Adjuticed Gross Number of Tax- Adjusted Gross  lncome Propor t ion  aE Propor t ion  of 
Income Taxable Income on p ropo r t i an  of Propor t ion  ab l e  and Nootal- on Tsxablc and Non- Taxable and Non- Taxable and Non- 
Brackets R e t u r o s ~ l  Taxsblo Returns Taxable Rcturns of A.G.I .  ab l e  Returns.? - -- taxable  Returns taxable  Returns t axab l e  A.G.I. 

(Thousands (Thousands 
of Do l l a r s )  (Percent) (Percent)  of Dol lars )  (Percent)  (Percent)  

Under $ 1,000 9,597 8,149 4.89 .ll 30,97521 1 4 , 9 2 7 ~ ~  13.3 1.2 

$ 1,000 - $ 1,999 23,026 33,139 11.73 2.89 29,361 42,505 12.6 3.6 

$ 2,,000 - $ 2,999 21,778 52,955 11.09 4.61 26,019 63,222 11.2 5.3 

$ 3,000 - $ 3,999 26,375 91,891 13.44 8.00 30,749 106,732 13.2 9.0 

9 4,000 - $ 4,999 22,570 101,162 11.50 8.81 2 3 , 3 0 ~ /  104 ,006g  10 .0  8.1 

$ 5,000 - $ 5,999 22,204 120,295 11.32 10.47 2 2 , 4 2 ~ 1  1 2 1 , ~ ~ ~ ~  9.6 10.2 

$ 6,000 - $ 6,999 11,306 112,456 8.82 9.79 17,52351 1 1 3 , 6 6 7 ~ ~  7.5 9 .5  
r 
p $ 7,000 - $ 1,999 11,727 87,236 5.98 7.60 11,727 87,236 5.0 7 .3  

$ 8,000 - $ 8,999 11,707 98,867 5.97 8 .61  11,702 98,867 5 .0  8.3 

$ 9,000 - $ 9,999 8,008 76,512 4 .08  6.66 8,008 76,512 3.4 6 .4  

$10.000 - $14,999 15,525 182,317 7.92 15.87 15,525 182,317 6.6 15.3 

$15,000 - $24,999 4,203 77,106 2.14 6.11 4,203 17,106 1 .7 6.5 

$2i,U00 end over 2,201 106,444 1.12 9.27 2,201 106,444 .9 8.9 

T o t a l d l  l96,227h/ 1,148,529 100.00 100 .OO 233,723 1,195,047 100.0  100.2 

D u ~ a  Source: In terz ls l  Kcvenue Se rv i ce ,  Statistics of Income - 1960, Ind i -  The e s t ima te s  are  as fo l lows:  
v iduvl  Income Tex Bcturnu, Table  17,  page 80. 

Income Brackets Nontaxable Returns Nontaxable A.G.I .  
a /  M r .  Yapp, of the  Honolulu I n t e r n s 1  Revenue Service ,  advised t h a t  the  - 

Number of Returns refer t o  those  Returns f i l e d  i n  Hewsii 's  I.R.S. (Thousands of Dol lara)  

o f f i c e .  Under $1,000 686 1720 ( l o s s )  

h i  Number of Famil ies  end Unrelated Ind iv idua l s  (Lrom census da t a )  equals  - $n,000 - $4,999 734 2844 
197,467. 

$5,000 - $5,999 217 
1 Ternblc  e n t r i e s  were ad jus t ed  t o  inc lude  Nontaxable Returns. Hawaii 's  

d a t a  i n  S t a t i s t i c s  of Income - 1960, Table 17 ,  shows 1854 Nontsx- $6,000 - $6,999 217 

ab l e  Returns  unassigned t o  income b racke t s .  The U.S. Average Tax d/  Columns may n o t  sum due t o  rounding. - Return f i g u r e s  ( S t a t i s t i c e  of I n c w s  - 1960, Table 13, page 66) 
were used t o  d i s t r i b u t e  t h e  1854 Keturns. S imi l a r ly ,  t h e  U.S. Note: Refer t o  t e x t ,  Chapter 2 .  

average A.G.I. f i s u r e s  were used t o  d i s t r i b u t e  the  Nontaxable A.G.I. 













Table 18 (continued) 

- .. 

0-16 C-17 C-18 

Net Income Net Income Net Income 

Partnership Estate8 and Truets All 0thcr Sources 

(9a) - (Yb) (10s) - (10b) (Ile) - (llb) 
(Dollars) (Percent) (Dollars) (Percent) (Dollars) (Percent) 

Under $ 1,000 (233,889) --- 3,224 .06 (18,925) --- 

$ 5,000 - $ 5,999 334,573 

$ 6,000 - $ 7,999 2,764,925 

!- $ R,000 - $ 9,999 2,111,021 
UI 

$10,000 - $14,999 4,376,209 

$15,000 - $19,999 2,982,501 

$20,000 - $24,999 2,557,535 

$13,000 and over 9,906,508 

Net Total 26,736,262 

Gross Tatel 26,970,151 



Source Distribution of Income By Income Brackets in Dollars and percent& 

Group A Group B Group C Group D Group E 
Income Brsckee - - A.G.I. Wages and Salaries Capital Noi\corpotrte Businrss Rental IrLcome 

Dollsrs Percent Dollars Percent Dollars Percent Dollars Percent Dollars Percent Dollars Percent 

Under $ 2,000 

$ 2,000 - $ 2,999 

S 3.000 - $ 1,999 

$ 4,000 - $ 4,999 

$ 5,000 - $ 5,999 

$ bt000 - $ 6 . 9 9 ~ ~  

I- $ 7,000 - $ 7,9994! 
U1 
Or $8,000-$8,999h-/ 

5 9,000 - $ 9,999v 

$10,000 - $14,999 
$iS,000 and over 

Compiled Lroni data given in T a b l e  18. 

Estimated b y  linear interpolation. See text, Chapter 2, page 20, 
f o r  details. 

Gal-s m y  not sum up to given totals due to rounding. 

U A f i n a l  check of the figures revesled that this figure i8 about 1% too 
high. The cslculation was based on a aross d o l l a r  amount while the 

assigned about 1% too much of those taxes which are allocated via 
Noncurporstr Business income distribution. This error, however, does 
not significantly altcr the findings. Far example, of the $12,000,000 
of tax assigned in the Conservative Shifting Without Adjustment case ,  
this bracket gets $120,000 too much. The A.G.I. for this b r a c k e t  is 
$40,000,000, and so the maximum error in the tax rate estimate is well 
under 1/2 of 1 percentage point. - 

dollar fiyrr a l ~ o w  is a net aniount (subtractitrg a loss item far the 
under $1,000 sroup). This means that the f ~ r s t  income bracket gets 
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I Table 21 

I I n t e r p o l a t i o n  F o r  D e t a i l e d  Income Bracke t  D i s t r i b u t i o n s  

T o t a l  

10 .86  

9.22 

18.27 

7 .41  

5.72 

14.28 

Wages a n d  
S a l a r i e s  

A 

12.17 

10.27 

20.07 

8 .16  

6.24 

15.53 

Noncorpora t e  
Div idend  C a p i t a l  B u s i n e s s  

B C D 

2.66 4.72 5.70 

2.70 4.32 5.01 

10 .16  9.51 8.43 

2.62 3.77 4.45 

2.14 3.05 3.83 

7.16 8 .25  8 . 2 9  

5.04 4.97 4.49 

5.12 4.54 3.94 

3.94 4.56 4.46 

3 .22  3 -69  3.83 

Rent - 
E 

5.14 

4.35 

17-91  

4.0: 

3.3t 

10.4: 

9.6L 

8.2! 

5.7: 

4.7: 

* & a l X a z  I n t e r n a l  Revenue S e r v i c e ,  S t a t i s t i c s  o f  Income - 1960 ,  I n d i v i d u a l  R e t u r n s ,  
T a b l e  3 .  Refer t o  o u r  T a b l e  23. 

* *  S o u r c e :  S t a t e  o f  Hawai i  Department  o f  T a x a t i o n ,  P a t t e r n s  o f  Income - 1960,  I n d i v i d u a l s  

T a b l e  1 2 .  R e f e r  t o  o u r  T a b l e  19. 

1 Note: R e f e r  t o  t e x t .  Chawter 2.  wase 19 .  





Table 22 (continued) 
---- 

(9) (10) (11) (12) (13) (14) (15) (16) -- 
Sale of Sale of Prop. Pensiom 

A.G.I. Partnership Cap. Assets Orher Than and Annuities 
Income Bracket (Net) (Net) Cap. AsseLs (Net) - 

(Do1 lars) (Percent) (Dollars) (Percent) (Dollars) (Percent) (Dollera) (Percent) - 
Under $ 1,000 (211 ,007) - - -  210,912 3.97 (49,424) ---  33,416 2.06 

$25,000 and over 3,336,317 36.35 2,785,124 52.56 (6,518) --- 86,232 5.33 

-- 
Net Total 8,906,046 100 .OO 5,299,575 100.00 (82,709) --- 1,616,958 100.00 

Grosa Tote1 9,177,053 2,562 

A.G.I .  Clesscs -- 
$ 6,WO - $ 6,999 372,325 4.06 122,963 2.32 (1,445) - - - 110,559 6.84 

$ 7,000 - $ 7,999 369,841 4.03 145,542 2.74 (1,413) --- 62,285 3.85 

$ 8,000 - $ 8,999 358,010 3.90 135,279 2.56 (1,573) --- 69,021 4.27 

$ 9,000 - 5 9,999 306,883 3.35 117,925 2.22 (188) --- 38,708 2.40 



Table 22 (contiwed) 

--- 
(17) (18) (19) (20) (21) (22) (23) (24) (25) 

." " 

Estates Net Operation 
A.G.1. Roots Royalties and Tru~ts Othcr LOYS Deduction 

Inconu Breckvt - (Net) (Net) - sources -165.634 

(Pollers) (Percent) (Dollarr) (Percent) (Dollars) (Percent) (Dollars) (Percent) 

A.G.I. C l a w  

$ f>,000 - $ 6,999 149,424 5.48 20,958 3.59 23,148 3.61 143,842 5.99 

9 7,000 - $ 7,999 121,441, 4.45 23,919 4.09 25,237 3.94 136,402 5.68 

$ 8,000 - $ 8,999 107,521 3.94 27,426 4.69 20,255 3.16 92,936 3.87 

S 9,000 - $ 9,999 90,229 3.31 21,043 3.60 11,292 1.76 101,017 4.21 
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Table 29 
Taxes  Ass igned  To Corpo ra t e  P r o f i t s  

(Thousands of D o l l a r s )  --- - 
(1) (21 (3)  ( 4 )  15) ( 6 )  

Income C o r p o r a t e  Income ~ a x d  E x c i s e  T ~ X Y  Bank ~ a x d  
B r a c k e t s  

C o n s e r v a t i v e  E x t e n s i v e  C o n s e r v a t i v e  E x t e n s i v e  C o n s e r v a t i v e  E x t e n s i v e  
S h i f t i n g  S h i f t i n g  S h i f t i n g  S h i f t i n g  S h i f t i n g  S h i f t i n g  

Assumption Assumption Assumption Assumption ~ s s u m p t i o n  Aseumpt i o n  
-" 

Under $ 2 ,000  131 .8  87.9 501.4 98.6 14.1 9 .4  

$ 2,000 - $ 2,999  85 .6  57 .l 325.7 64.0 9 .2  6 . 1  

$ 3 ,000  - $ 3 ,999  175 .8  117.3 669 .1  131.5 18 .9  12 .6  

$ 6 ,000  - $ 6 ,999  255.4 110 .4  971.8 191 .0  27.4 

I- $ 7,000 - $ 7 , 9 9 9  259 .5  173 .0  987.2 194.0 27.8 
-4 
UI $ 8 ,000  - $ 8 , 9 9 9  199.7 133.2 759.6 149.3 21 .4  

$ Y,000 - $ 9,999  163.2 108 .8  620.8 122 .0  17 .5  

$10,000 - $14,999  600.0 400.2 2282.9 448.7 64 .4  

$1 5,000  and  o v e r  3003.3 2003.0 11426.4 2245.9 322.4 

T o t a l  50b8.0 3380.0 19282.0 3790.0 544.0 363.0 

$&/ S- T o t a l  f o r  C o n s e r v a t i v e  c a s e  g i v e n  i n  T a b l e  1; t o t a l  
for E x t e n s i v e  c a s e  i s  2/3 of Conse sva t i ve  c a s e  
( u n s h i f t e d  p o r t i o n ) .  These t o t a l s  a r e  a l l o c a t e d  
t o  t h e  income b r a c k e t s  b y  t h e  D iv idend  D i s t r i h u -  
tion P a t t e r n  (See  T a b l e  1 9 ) .  

h/ Sou rce :  T a b l e  35 .  - - 
a' 5-. T o t a l  for C o n s e r v a t i v e  c a s e  g i v e n  i n  T a b l e  1; 

t o t a l  f o r  E x t e n s i v e  c a s e  is 2/3 o f  C o n s e r v a t i v e  
case .  



--  

lncome Fuel. ~ a x g  & d Public utilitILg Property Taxd Total 
Brackets 

Conservative Conservative Conservative Extensive Conservative Extensive 
Shifting Shifting Shifting Shifting Shifting Shifting 
Assumption Assumption Assumption Assumption Assumption Assumption 

(1) + (3) + (5) + (2) + (4) + (6) 
(7) + (9) + (11) + (10) + (12) 

under $ 2,000 203.2 51.8 188.0 41.4 1090.3 237.3 

$ 2,000 - $ 2,999 132.1 33.7 122.2 26.9 708.5 154.1 

$ 3,000 - $ 3,999 271.1 69.2 250.9 55.3 1455.0 316.7 

5 4,000 - $ 4,999 220.5 56.2 203.9 45.0 1182.3 257.3 

$ 5,000 - $ 5,999 78.2 20.0 72.3 15.9 419.4 91.2 

$ 6,000 - $ 6,999 394.0 100.4 364.4 80.3 2113.4 460.0 

$ 7,000 - $ 7,999 400.2 102.0 370.2 81.6 2146.9 467.2 

P S 8,000 - $ 8,999 307.9 78.6 284.9 62.8 1652.1 359.6 
4 

$9,000-$9,999 251.7 64.2 232.8 51.3 1350.2 293.8 

$10,000 - $ 14,999 925.4 236.0 856.2 188.7 4964.9 1080.6 

$15,000 and ovcr 4631.7 1181.6 4285.1 944.6 24850.5 5408.6 - - 
Tot a1 7816.0 1994.0 7231.0 1594.0 41935.0 9127.0 

ilJ See Table 45 and text, Chapter 6, regarding Fuel Tax. 1.e.. (.40) (.735) = .294 or 29.4%. Therefore, the sum 

O /  Zero dollars for Extensive Shifting case. -, 

/ : Table 4b. 

ii/' m: Totals given in Table 38. 
N :  For 1960, taxable Corporate Income was $73,500,000 and 

$26,500,000 for Domestic and Foreign Corparations, 
respectively, i.e.; 73.5% and 26.5% of taxable income, 
respectively. Thus, 26.5% of Corporate Income accrue to 
foreign owners (not adjusting for Hawaiian ownership 
other than Domastic Corporations operating in Hawaii). 
Furthermore, it has been estimated that 40% of dividends 
distributed by Domestic Corporations flow out to non- 
resident shareholders. Consequently, 40% of taxable 
Corpariite lncome can be said to accrue to nonresidents, 

of 26.4 and 29.4% or 55.8% represents Total cipital 
Outflow. In other words, 44.2% represents that portion 
which remains in Hawaii. An exception to this are 
Local Banks and Public Utilities. Here, all institu- 
tions are considered Domestic and Capital Outflow is 
only in the form of Dividend Outflow (40%). Thus, 
60% remains in Hawaii. 

Refer to text, Chapter 6 





Taxes Assigned To Corporate Profits After 
Federal Corporate Income Tax Offset Adjustment 

(Thousands of Dollars) 

Income Brackets Corporate Income Excise Bank Fuel Public Utility PIo~ertv 

Conservative Extensive Conservative Extensive Conservative Extensive Conservative ConservaLive Conservative Extensive 
Shifting Shifting Shifting Shifting Shifting Shifting Shifting Shifting Shifting Shifting 
Assumption Asaumpfion Assumptian Assumption Assumption Asrumptton ~scllinptio&/ ~ssumptio&l Assumption Assumption 

lindcr $ 2,000 65.9 44.0 250.7 49.3 7.0 4.7 101.6 25.9 94.0 20.7 

~otall?/ 2134.0 1690.0 9641.0 1895.0 272.0 181.0 3908.0 997.0 3616.0 797.0 

-- 
a/  Zero dollars assigned to Corporations under Extensive Shifting Assumption. - 
b/  Columr m y  not S U ~  to totals due to rounding. - 
Not?: Each entry in this Table is obtained by multiplying the correspond- - 

ing entries in Tsblc 29 by .50. This represents the application of 
n uniform Federal Corporate income tax rate of 50% to the deduction 
of State and Local tax payments fur the calculation of Corpocate 
taxable income. 







Table 33 (continued) 

- 

Asswaptions of Shift to Consumers 

Tax Base: Fixed Conservative Extensive 
Excise Tax Component Propurtzon of Net to Gross Sh~fting Assumpt~on Shifting Assumption Shzfting Assumption Tan ~ollection&~ 

( I \  - ( 3 )  - (5) (Thousands of Dollara) 

Retailing 

Services 

Retailing Plus Services 

Theater 

Retailing Plus Services 
Plus Theater 

Consumption (Ktg.) 

Rentals 

Cmtracting 

Suyinr 
I-' 
CO Pineapple 

I-' Intereat 

Cewmisoiona 

Public Utilities - 
Airlince 

Manufacturing 

Wholerirlina 
(Including Cwpensatiun) 

A1 1 0thers5f 

o /  Source: State of Hawaii, Director of Taxation, Statistical Report (mimeographed). Entries have been rounded to nearest thousends. - 







Excise Tax 
Assigned To Corporate ~rofitdd 

(Thousand. of Dollare) 

Incow Dividends 
Brecketb Received ~ e n r e l ~  contmtinsU mterestU comnission~ S u ~ a r  Manufacturing 

Percent Conaervative Conservative Conservative C~nservative Fixed Fixed 
In Shifting Shifting Shifting Shifting Shifting Shif Ling 
Eectmals Assumption Assumption Assumption Assumption As~umption Asamption 

Under $ 2,000 

$ 2,000 - $ 2,999 

$ 3,000 - $ 3,999 

$ 4,000 - $ 4.999 

$ 5,000 - $ 5,999 
v 
m 
P 

$ 6,000 - $ 6,999 

$ 7,000 - $ 7,999 

$ 8,000 - $ 8,999 

$ 9,000 - $ 9,999 

$10,000 - $14,999 
$15,000 end aver 

q/ The total dollar amounts for each relevant Excise Tax component were allocated to the Income Bracketr vie the Dividend Distribution Pattern, Column 1. 

h/ Z e w  dollars in the Extensive Shifting Assumption case due to 100% forward shifting. 

Note: See text, Chapter 6. - 





Table 36 
Exciae Tax Assigned To Income Source8 

Other  Than Corpora te  P r o f i t s  

( A l l  i n  Thousands of D o l l a r s )  

( 1 )  ( 2 )  (3)  (4)  (5)  (6)  (7)  ( 8 )  (9)  (10)  (11)  

R e n t a l  Noncorporate c o ~ ~ s u m p t i o n  
Ioconie Incomr Bus iness  Income C o n t r e c t -  Cormnis- Manufac- A l l  Whole- (As Manufac- 
B r a c k ~ t  D i s t r i h u t i o n 5 /  ~ i s t r i b u ~ i u & /  in&/ & el t u r i n &  s i o n s d  ocher</  sa l ine* /  t u c i n ~ )  T o t a l  - T o t a l  

Consrrva-  Conserva-  Conserva-  Conservu- Conservu- 
t i ~ e  r i v e  F i r e d  t i v e  Live t i v e  

S h i f t i n g  E x t e n s i v e  S h i f t i n g  S h i f t i n g  S h i f c i n g  S h i f t i n g  E'iscd S I i i f t i n g  E x t e n s i v e  
Assump- S h i f t i n g  Assump- Assump- Assump- Assump- S h i f t i n g  Assump- S h i r t i n g  

( p e r c e n t )  t i o n  ( p c r c c n t )  Assumption t i o n  t i o n  t i o n  t i o n  Assumption t i o n  Assumption 

sum ( 2 )  + Sum (6)  + 
( 5 )  + (7)  (9) 
+ ( 9 )  

llnder $ 2 ,000  8.08 211.5 1.88 $0  1 4 . 6  1 5 . 6  1 2 . 9  15.6 14.7 73.4 30.3 

s r,iron - $ 2 ,999  3 .17  8 4 . 5  3 .26  25.2 27.0 22.3 27.1 25 .6  127.2 52.6 

$ 1 , 0 0 0  - $ 3 ,999  5 . 6 (  150.2 2 .95  22.8 24 .5  20.2 24.5 23.1 1 1 5 . 1  47.6 

$ 4 , 0 0 0  - $ 4,999 3 .11  8 2 . 9  3 . 8 8  30.0 32.2 26.6 32.2 10.4 151 .4  62 .6  

$ 8 ,000  - $ 5 ,999  4 .68  124 .8  5.64 43.6 46.8 38.6 46.9 114.2 220.1 91.0 

$ 0 , 0 0 0  - $ 6,999 9 .66  257.6 4.49 3 4 . 8  3 7 . 3  30.8 37.3 35.2 175.4 72.5 

$ 7,000 - $ 7,999 8 . 2 5  220 .0  3.94 30.5 32.7 27.0 32.7 30.9 153.8 63.6 

$ 8,000 - $ 8,999 5 .72  152.6 4.46 34.5 37 .0 30.6 3 7 . 1  1 5 . 0  174.2 72 .0  

$ 9 ,000  - $ 9,999 4 . 7 3  126 .1  3 .83  29 .6  31 .8  26.2 31.8 30.0 149.4 61.8 

$10,000 - $14,999 17.34 462.4 18 .90  146 .3  156 .9  129.5 157.0 148.2 737.9 305.1 

$15,000 and over 29 .63  790.2 46.77 362.0 388.2 320.4 388.6 366.7 1825.9 754.9 

T o t a l  100.00 2667.0 100.00 774.0 830.0 685.0 831.0 784.0 3904.0 1614.0 

a/ See Appendix T a b l e  1 9 .  d l  See t e x t ,  Chapter  6 ,  page 81,  regard ing  t h e  assumption t h a t  C o n s t r u c t i o n  - 
b /  D o l l a r  t o t a l  f o r  Conserva t ive  S h i f t i n g  Case a l l o c a t e d  v i a  Kcntal i & m e  

i s  Corpora te  a c t i v i t y .  - 
D i a L r i b u t i o n ,  column 1 ,  and zero  d o l l a r  t o t a l  f o r  E x t e n s i v e  S h i f t -  e-1 Zero d o l l a r s  f o r  E x t e n s i v e  ShifLint :  Assumption. 
i n g  Case .  

c /  Uscd t u  a l i o c a L c  d o l l a r  t o t s l s  of colunrns 4 ,  5 ,  6 ,  7 ,  8 end 9.  See - 
Appendix T a b l e  19 .  











Table 39 

Proper ty  Tax: A l l o c a t i o n  To Income Brackets  
By Proper ty  Use And By Source And Use Of Income 

(Thousands o f  D o l l a r s )  

lncorrie H O M E -  H O U S I N G  
Bracke t s  O W N E R  Home Renter Apartment O r  Hote l  Renter 

Conservat ive  Extens ive  Conservat ive  Extens ive  
S h i f t i n g  Assumpt iond  S h i f t i n g  S h i f t i n g  ~ s s u m p t i o n d  S h i f t i n g  

~ s s u m ~ t i o n Y  Assum t i o n w  
PXS 

1 FxS2( .5)  PxS2( .5)  FxS 
FxS3(.5) FxS3(.5) ~ ~ ~ ~ 7 . 7 8 8 )  

Under $ 2,000 933.8 46.9 145.7 437.2 30.8 95.8 226.6 

$15,000 and ove r  7 3 8 . 2  1068.1 534.0 345.7 702.7 351.1 179.1 

T o t a l u  7698.0 1802. 0 1802.0 3605.0 1186.0 1186.0 -- - 1868.0 

&?f Zero s h ~ f t  from Owner t o  Renter .  Note:  D o l l a r  t o t a l s  (xn thousands of d o l l a r s )  a r e  from 

@J One hundred p e r  can t  s h i f t  t o  Renter .  

e /  Columns may not  sum t o  t o t a l s  due t o  rounding.  - 

- 
Table 38. I n  t h i s  Table ,  t o t a l s  a r e  a l l o c a t e d  t o  t h e  
income b r a c k e t s  us ing  e i t h e r  t h e  D i s t r i b u t i o r i  P a t t e r n s  
f o r  income sources  o r  t h e  Exnenditure P a t t e r n s  f o r  
income uses .  See  t e x t ,  Chapter 6 .  
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Table 39 ( con t inued)  

Income 
Brackets  

C O N S E R V A T I O N  
E s t a t e  and T r u s t s  Corporate  P r o f i t s  Noncormra te  Business 

Under $ 2,000 

$ 2,000 - $ 2,999 

$ 3,000 - $ 3,999 

$ 4,000 - $ 4,999 

$ 5,000 - $ 5,999 

$ 6,000 - $ 6,999 

$ 9,000 - $ 9,999 

$10,000 - $14,999 

$15,000 and o v e r  



Taxable Assessed Value Of Real Proper ty  

By Land Use Classes  

Bui ld i r  

Hawaii 

i n  Thou 

Kauai 

Lars 

5 ~ e s i ~ n a t i o n w  

nds of Dc 

To ta l  Oahu Maui Land Use Classes  

i e s i d e n t  i a  1 w/ Exempt ion 
Fee w/ Exemption 
Lease w/ Exempt i on  
P a r t  i a  1 Exempt i on  

Tota l  

R e s i d e n t i a l  w/o Exempt i on  

Comme r c i a  1 
I n d u s t r i a l  

T o t a l  

T o t a l  

il/ D i r e c t o r  of Taxat ion,  Annual Report ,  1963, bJ Refer t o  Chapter 6 ,  page 87. 
Paqes 20 - 2 2 .  



Table 41 

Propor t ion  Of Housing Which Is Owner Occupied 
(By Assessed Value) 

(Thousands of D o l l a r s )  

Housing 
R e s i d e n t i a l  and Oahu S t a t e  ( i n c l u d e s  Oahul 
Apar tmentf lo te l  Land Bu i ld ing  T o t a l  Land Bui ld ing T o t a l  - -- 

Renta l :  

R e s i d e n t i a l  wi thout  exemption $215,200 

HoteL/Apartntent 123,902 -- 
Renta l  Sub-Total $339,102 

Nonrenta i :  

Fee w i t h  exemption $398,154 

Lease w i t h  exemption 102,285 

P a r t i a l  exemption 1,874 -- 
N e t  Nonr rn ta l  Sub-Total $502,313 

Exemption --- 

Gross Nonrenta l  Suh-Total 

T o t a l :  Ren ta l  and Gross 
Nonrevenue 

Lines  11/12 

Pe rcen t  of Nonrenta l  Sub-Total 68.8% 

Amount o f  Exemptions $102,443 

Gross Nonrenta l  Sub-Total 604,756 

T o t a l :  Ren ta l  and Gross 
Nonrenta 1 943,858 

L ines  15/16 .641 

Data Source:  S t a t e  of Hawall, Department of Taxation, 
Annual Report .  1962 - 63, pages 19 - 22. 

N z  Refer  t o  t e x t ,  Chapter 6 .  



P r o p o r t i o n  Of B u i l d i n g  S t o c k  
Which Is U s e d  For  Housing 

(Thousands o f  D o l l a r s )  

- 

Oah u  Maui Hawaii  Kaua i  Tota  1 

Sub-Total  

Commercial 

I n d u s t r i a l  

A g r i c u l t u r a l  

C o n s e r v a t i o n  

R e s i d e n t i a l  353,967 20,352 19 ,680  

Hotel /Apartment  109 ,876  2 ,251  2,619 

22,299 

8 , 6 7 3  

5 ,660  

9,377 

266 

Sub-Total  

T o t a l  

) L i n e s  ( 3 )  and  ( 9 )  69.5% 52.7' 

Data  Source :  S t a t e  o f  Hawai i ,  Department o f  T a x a t i o n ,  Annual  Repor t  
1962 - 63,  pages  20 - 22. 

Note: R e f e r  t o  t e x t ,  Chap te r  6 .  - 



Table 43 

Gross Valua t ions  O f  A g r i c u l t u r a l  
Real Proper ty  

( S t a t e  A s  A Whole) 

T o t a l  o f  
January  1, 1960 

and 
January  1, 1960 January  1, 1961 January  1, 1961 

(1) Sugar $134,183,000 $127,565,000 $261,748,000 

( 2 )  P ineapple  38,318,000 37,970,000 76,288,000 

( 3 )  Ranch 28,383,000 28,794,000 57,177,000 

(4)  T o t a l  $200,884,000 $194,329,000 $395,213,000 

Line  ( 1 ) / ( 4 )  66.8% 65.7% 66.2% 

Line ( 2 ) / ( 4 )  19.1% 19.5% 19.3% 

Line ( 3 ) / ( 4 )  14.1% 14.8% 14.5% 

-- 

Data Source:  Government i n  Hawaii,  1961, page 26; and 1962, page 23. 

Note: - Refer t o  t e x t ,  Chapter  6. 



Table 44 

Aviation S m l l  Fuel  R e t a i l  Motor Vehic le  
Gaso l ine  D i e s e l  Butane Fuel  Boat Permits  R c g l s t r a t i a n  Fee Totoi 

(Thousands 
of  D o l l a z s )  

$20,710,293 

620 ,899  V i s i t o r  S a l e s  

UaLa Source: D i r w t o r  of Taxat ion ,  S t a t e  o f  Hawaii, Annuvi Report - 1960. 

Note:  Refer t o  t e n t ,  Chapter 6 .  -- 
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Table 46 ( con t inued)  

- - - 
(7)  (8 )  ( 9 )  (10)  (11) (12) 

Bueinesn P o r t i o n  of 
p u b l i c  U t i l i t v  Tax Nonbusiness Por t ion  o f  P u b l i c  U t i l i t y  Tax 

G a s ,  E l e c t r i c i t y  Sur face  
rncoine Brackets  and T e l e p h o n e d  Gas, E l e c t r i c i t v  and Telenhone Transpor t a t ion  Nonbusiness T o t a l  - 

c o n s e r v a t i v e  Conservat ive  Ex tens ive  Conservat ive  conse rva t ive  Ex tens ive  
S h i f t i n g  

Assumption 
s h i f t i n g  S h i f t i n g  S h i f t i n g  S h i f t i n g  S h i f t i n g  

~ s s u m p t i o n f /  ~ s s u m ~ t i o d  ~ s s u m ~ t i o n w  Assumption Assumption 
( S h i f t e d  

Por t ion  on ly )  ( 8 )  + (10) ( 9 )  -t (11) 

Under $ 2,000 

$15,000 and ove r  

&/ Al loca ted  v i a  Dividend D i s t r i b u t i o n  p a t t e r n .  See Table 19. g/ Al loca ted  v i a  A l l  Goods and S e r v i c e s  Expenditure p a t t e r n .  

9' Al loca ted  v i a  Fuel  and Light  Expendi ture  p a t t e r n .  See See Table 25. 

Table 25. hJ Al loca ted  v i a  Other  Travel  Expenditure p a t t e r n .  V i s i t o r  
S a l e s  ignored.  



Table 47 

E s t a t e  And I n h e r i t a n c e  Tax 

(Thousands o f  D o l l a r s )  

S t a t e  E s t a t e  
Income and I n h e r i t -  Federa l  N e t :  
Bracket  ance  ~ a x d  ~ r e d i t u  ( 2 )  - ( 3 )  

Under $ 2,000 

$15,000 and ove r  d 471.0 168.1 202.9 

T o t a l  1000.0 357.0 643.0 

a/ D i r e c t o r  o f  Taxat ion,  s t a t i s t i c a l  mimeograph, and Annual Repor t -  
1960. - 

e 
h/ I n t e r n a l  Revenue S e r v i c e ,  S t a t i s t i c s  o f  Income 1960 - F i d u c i a r y ,  

G i f t  and E s t a t e  Tax Re turns ,  page 57. 

Of t h e  A . G . I .  i n  b r a c k e t s  $10,000 and o v e r ,  52.9% i s  i n  t h e  
$10,000 - $14,999 b r a c k e t ,  and 47.1% i s  i n  t h e  $15,000 and 
ove r  b r a c k e t .  
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Table 49 
Federa l  Personal  Income Tax O f f s e t  

For Hawaii Pe r sona l  Income Tax 

Number o f  Taxable Number of Taxable and 
and nontaxable  Nontaxable Returns w i t h  P ropor t ion  i n  Marginal  Average 

Income Brackets  ~ e t u r n s d  any Tax ~ e d u c t i o n s w  Percent  Federa l  Tax R a t e d  

Under $ 2,000 

$ '2,000 - $ 2,999 

$ 3,000 - $ 3,999 

$ 4,000 - $ 4,999 

$ 5,000 - $ 5,999 

$ 6,000 - $ 6 ,999  

$ / , 0 0 0  - $ 7,999 

5 8 ,000 - $ 8,999 

> 9,000 - $ 9,999 

$10,000 - $14,999 

515,000 and over  

-: I n t e r n a l  Revenue S e r v i c e ,  S t a t i s t i c s  o f  Income, cJ Source: Table 48 
1960, Jnd lv idua l  Income Tax Returns ,  Table I ,  
page 32 .  

b 0 :  u, Table 0 ,  paye 14. 
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Table 50 (continued) 

Federal  Tax Offrer Fuel  Tsx After 
P r o p r t v  Tan After F e d e r a l  Tax Offset Fuel Tex Fur Purl Tan Federal Tsx  Offset 
Estates 

Incumr, Brackets atid Trusts - =c/ 
Conservative Extensive Conservative Extensive Conservative Extcnsivc Conservative Extensive 

NO Shifting Shifting Shifting Shifting Shifting Shifting Shifting Shifting 
Shifting Assumption Assumption Assumption Assumption A~sumption Assumption Aseumption Assumptfon 

(2)  - ( 5 )  ( 3 )  - (6) ( 4 )  - (7)  ( 1 )  x (11) (1)  x (12) (11) - (13) (12) - (14) 

$i'8,000 and over 428.3 539.3 1347.7 846.1 2120.1 227.9 571.2 618.2 1548.9 

T o t r i d /  673.0 7008.0 16305.0 7219.0 16789.0 790.0 1782.0 6429.0 15007.0 

P /  S U U ~ C ~ :  T a b l e  26 .  - - 



Table 50 (continued) 

Alluwable Excise Allowable Offset Theoretical Offset Excise Tax To 
Tax Deduction P r w  Theoretical Excise For Excise Tax From ?or Excise Tax From Consumer After 

Income Personal lrmme Tax Tan Deduction From Federal Personal Federal Personal Allowable Federal 
Xueckaca 12'7, u t  A.G.1.) Persons1 Income Tavd Income Tax Incwe Tax Tax Offset 

Con6ervative Exrenaive C~mervative Extensive Conservative Extensive 
Shifting Shifting Shifting Shifting Shifting Shifting 
Assumption Assumption Assumption Assumption Assumption Assumption 

- (1) X (17) (1) X (18) (1) X (19) (18) - (20) (19) - (20) 
Under $ 2,000 789.3 2607.8 4231.3 5.0 16.7 27.1 2602.8 4226.3 

$ 2,000 - $ 2,999 964.8 1691.8 2693.4 33.1 58.0 92.4 1658.7 2660.3 

$ 1,000 - $ 3,999 1678.9 2527.1 3947.4 56.1 84.4 131.8 2471.0 3891.3 

$ 4,000 - $ 4,999 1808.7 2868.5 4357.6 82.8 131.4 199.6 2785.7 4274.8 

$ 5,000 - $ 5,999 1919.0 3001.1 4522.8 70.0 109.5 165.1 2931.1 4452.8 

$ 6,000 - $ 6,999 2044.6 3111.2 4579.1 1.79.1 272.5 401.1 2932.1 4400. 0 

$ 7,000 - $ 7,999 1737.3 2637.2 3902.6 169.2 256.9 380.1 2468.0 3733.4 

N S 8,000 - $ 8,999 1668.7 2247.2 3339 .9 147.5 198.6 295.2 2099.7 3192.4 
0 $ 9,000 - $ 9,999 1287.9 1863.2 2770.3 97.8 141.4 210.3 1765.4 2672.5 

$10,000 - $14,999 3599.8 6772.7 9933.9 557.6 1049.1 2672.2 6215.1 9376.3 

$15,000 end ovcr 1882.2 4405.0 6281.0 507.1 1186.7 1689.6 3897.9 5773.9 

Total 19381.0 33733.0 50560.0 1905.3 3505.0 6264.0 31828.0 48655.0 

e /  Source: Table 23, calms 8 and 17. - - 











Table 54 

O i s t r i b u t i o n  Of  Fede ra l  Taxes Pa id  

(Thousands o f  D o l l a r s )  

Fede ra l  Pe r sona l  Employee Con t r ibu t ion  E s t a t e s  and Federa l  Excise  
Income Brackets  lncome ~ d x d  t o  S o c i a l  SecurityS1/ T r u s t s  T a x d  G i f t  T a x u  T a x d  

Under $ 2,000 

6 5,000 - $ 5,999 

N $ 6,000 - $ 6,999 

$ 7 , 0 0 0 - $ 7 , 9 9 9  W 

$ 8,000 - $ 8,999 

$ 9,000 - $ 9,999 

$10,000 - $14,999 

$15,000 and over 

~ o t a l g  138,940.0 17,269.0 1,440.0 463.0 34,721.0 

$1 ?/: Table  55. Adius ted  Gross Income) o r  $34.721.000. This  amount 

b/ Source:  Table 1 2 .  (u: same d i s t r i b u t i o n  a s  Employer - - 
C u n t r ~ b u t i o n . )  

. , 
i s  a l l o c a t e d  t o  income b r a c k e t s  v i a  t h e  A 1 1  Goods and 
S e r v i c e s  Expenditure P a t t e r n  (See Table 25) .  

-: I n t e r n a l  Revenue S e r v i c e ,  S t a t i s t i c s  o f  Income, Columns may no t  sum t o  t o t a l s  due t o  rounding.  
1960. F i d u c i a r y ,  page 23. 

i?/ Source:  I b i d . ,  paye 39. 

.?/ T o t a l  Fede ra l  Excise  Tax f o r  1960 was $9,137,000,000 
(Source:  Economic Report of t h e  P r e s i d e n t ,  
19G4, page 275) .  Hawai i ' s  sha re  i s  es t ima ted  -- 
a s  .38% (Hawai i ' s  s h a r e  of t o t a l  U.S. 





Table 54 (continued) 

Income Brackets - Federal Corporate Income Taxu Sub-Total Total. 

(1/3 Forward Shifting (Zero (1/3 Forward (zero (1/3 Forward 
(Zero Shifting) - Unshifted Portion) Shifting) Shifting) Shifting) Shifting) 

(9) + (101 (91 + (11) (7) + (12) (8) + (131 

Under $ 2,000 2,179.5 

5 2,000 - $ 2,999 1,416.7 

+ 3 000 - $ 3,999 + . ,  2,908.8 

$ 4,000 - $ 4,999 2,363.9 

$ r,ooo - $ 5,999 838.3 

S 8,000 - $ 8,999 3,102.8 

S 9,000 - $ 9,999 2,699.2 

$10,000 - $14,999 9,925.1 

$15.000 and over 49,675.9 

Hawaii's share of total U.S. Federal Corporate Income Tax 
paid i s  (.(I0391 X ($21,494,000,0001 =- $83,827,000 
(See footnote g/). Under the zero shifting assumption, 
this amount is allocated via the dividend distribution 
pattern (See Table 19). Under the one-third forward 
shifting assumption, 2/3 of $83,827,000 or $55,885,000 
(unshifted portion), is allocated via the dividend 
distribution pattern. 



Table 55 
D i s t r i b u t i o n  Of Fede ra l  Pe r sona l  Income Tax Paid  

('Thousands o f  D o l l a r s )  

Income Federa l  Income Tax 
k/ 

Personal  Income 
Brackets  ud Paid  A f t e r  c r e d i t &  Averaqe E f f e c t i v e  Rate A . G . I .  Tax Assiqned 

(2)  I (1) (3 )  x ( 4 )  
(Federa l  Data) (Pe rcen t )  ( S t a t e  Data) 

Under $ 2,000 

$ 2,000 - $ 2,999 

$ 3,000 - $ 3,999 

$ 4,000 - $ 4,999 

$ 5,000 - $ 5,999 

5 6,000 - $ 6,999 
N 
CI $ 7,000 - $ 7,999 
a 

$ 8,000 - $ 8,999 

$ 9,000 - $ 9,999 76,512 9,002 11.76 64,452.837 7,579.6 

$i0,0(10 - $14,999 182,317 25,282 13.87 179,990.512 24,964.7 

$15,000 and over  183,550 45,513 24.80 160,024.998 39,686.2 
-- - 

T o t a l  1,148,529 154,450 100.00 1,035,039.165 - - 138,940.0 

Si?J s ? :  I n t e r n a l  Revenue Service, S t a t i s t i c s  o f  Income. bJ source: s t a t e  o f  Hawaii Department of Taxat ion,  P a t t e r n s  
1960. I n d i v i d u a l s ,  Table 17 ,  page 80. o f  Income. 1960. See a l s o  T a b l e  19. 





LZ"7E 06'9 

LS'h 50'1 

85'8 '71' 

81'8 L9' 

0'7'11 86' 

81'11 96' 

60'6 '78 ' 

9Z"Il 88'1 

CE.61 16'1 

LO ' Zt 6Z'C 

82'87 Ot"7 

C0'0i 

6E.1 

56' 

98' 

OE ' I 

$7 ' r 
Ch' 

6l'i 

92'2 

18'F 

h8"1 





S5'L - 80'1 - 
C0'81 - %'I - 
76'51 - 02'1 - 
62'91 - 91'1 - 
91'11 - 96' - 
6S'01 - 16' - 
59'6 - 6R' - 
8L'S - '19' - 
2'1.1 ?I' 

69'61 20.2 

ZL'IT OL'I 



Table 58 
~ d j ~ ~ t m ~ n t  Of A.G.I. And Broadened Income To Account For Nonstlifted Portion Of Business Taxes 

(And Adjusted l a x  Rate Estimatec) 

(Thousand8 o f  D o l l a r s )  

-. 
(1)  (2) (3)  (4)  (5)  (6)  (7)  

Conservative Sh i f t ing  Assmption 

1r~cnine Noizahifted Portion of Nonshifcad Portion of Average Ef f ec t i ve  
Brackets business Taxes Assigrled Business Taxes Assigned T o t a l  Adjustcd A.G.I. Tax Kate 

to Corporate P r o f i t s  t o  Noncorporatc Yrafitv (1) + (2) A.G.I. (3)  + (4) T o t a l  Tax (6)  + (5)  

( P P I - c ~ D ~ )  -- 
Under $ 2,000 1 ,090 .3  706.7 1,797.0 39 ,464 .0  41,261.0 6,751.3 16.36 

$ 2,000 - $ 2,999 708 .5  588.0 1 , 2 9 6 . 5  48,237.9 49,534.4 5,734.1 11.57 

$ 3,UOU - $ 3,999 1,455.0 692.7 2,147.7 83,946.4 86,094.1 9,739.8 11.31 

$ 4,000 - $ 4,999 1 , 1 8 2 . 3  627.5 1 , 8 0 9 . 8  90,435.8 92,245.6 11,332.4 12.28 

$ 3 ,000  - $ 5,999 419.14 935.9 1,355.3 95,948.9 97,304.2 9,630.9 9.89 

9 6,000 - $ 6,999 2,113.4 1,114.9 3,228.3 102,299.5 105,527.8 11,242.6 10.65 

$ i , t N 0  - $ 1,999 2,1116.9 975.3 3,122.2 86 ,863 .1  89,985.9 9,881.2 ID .  98 
N 
N $ 8 ,000  - $ 8,999 1 , 6 5 2 . 1  852.0 2,504.1 83,433.9 85 ,938 .0  8,711.0 10.11 

$ 9,000 - $ 9,999 1 ,350 .2  718.3 2,068.5 64,393.7 66,462.2 7,079.6 10.61 

$10,000 - $14,999 4,964.9 3,232.3 8,197.2 179,990.5 188,187.7 25,953.4 13.79 

$1 5,UM and over 26 ,850 .5  7,707.6 32,558.1 160,025.0 192,583.1 46,873.6 24.3.7 

Attcr Adj~stment  

Under $ 2,000 

S 2,000 - $ 2,999 

$ r,iioo - $ 3,999 

S 4 ,000  - $ 4,999 

$ S,OOO - $ 5 ,499  

$ 6 ,000  - $ 6,999 

B 7,000 - $ 7,999 

$ 8,000 - $ 8 , 9 9 9  

$ 9,000 - $ 9,999 

$10,000 - $14,999 

$11,000 and over 4,610.7 5,769.3 11 ,380 .0  160 ,025 .0  22 ,879 .9  13.311 171,405.0 ---. 
Tutnl 9.466.9 13 ,648 .3  23,115.2 1,035,039.3 1,058,154.5 108,692.1 10.27 



Table  5 8  (con t inued)  

E x t e n s i v e  S h i f t i n g  Assumption 

Inrunw Broadened Incone Adjusted Broadened Average E f f e c t i v e  Nonsh i f ted  P o r t i o n  of  Nonsh i i t ed  P o r t i o n  of 
Brackets  C m s e r v e t i v e  Incanie Tax Kate Bus iness  Taxes Assigned Bus iness  Taxes Assigned T o t a l  

shift in^ Assumption (3)  + (8)  ( 6 )  $ (9)  t o  Corpore te  P r o f i t s  t o  Nuncorporate P r o f i t s  (11)  + (12L 
( P e r c e n t )  

Under $ 2,000 

$ 7,000 - $ 2,999 

$ r,iioo - $ 3,999 

$ 4 ,000  - $ 4,999 

$ 1 ,000  - $ 5,999 

$ 6 ,000  - $ 6,999 

$ 7,000 - $ 7,999 

$ 8,OiJO - S 8,999 

$ r , a 0 o  - $ 9 ,999  

Tote1  1,258,341.4 1 ,318 ,426 .1  11 .59  9,126.4 2,503.9 11,630.3 

A t  Ler Ad iustiiient 

Under $ 2,000 55,014.1 55 ,797 .5  10 .25  5 3 . 1  53.9 107.0 

$ 2,000 - $ 2 ,999  70,980.6 71 ,587 .3  6 . 9 1  34.4 68.5 102.9 

$ 3,000 - S 3 ,999  101+,117.8 104,972.4 7 .89  71.0 66.4 137 .4  

$ 4 ,000  - $ 4,999 105 ,4~16 ,1  106,216.1 9 . 4 3  57 .6  4 8 . 0  105.6 

$ 5 ,000  - $ 5,999 105,565.0 106 ,364 .8  8.33 20.5 84.0 104.5 

$ 6 ,000  - $ 6,999 115,266.4 116,185.1 7.54 103.0 9 7 . 5  200.5 

$ 7,000 - $ 7,999 98 ,015 .4  99,239.3 7.53 104.7 93.9 198.6 

$ 8 ,000  - $ 8 ,999  90 ,923 .9  91,937.2 7.36 80.6 63.5 144.1 

$ 9 ,000  - $ 9 ,999  70,526.1 71 ,066 .1  7.81 65.8 52.4 118.2 

$1'd,OO0 - $14,999 199,123.8 202,573.8 9.56 242.2 277.2 519.4 

$15,000 end over 241,324.2 254,714.2 8.98 1,212.2 1,007.5 2 ,219 .7  - 
T o t s 1  1,258,341.4 1,281,456.6 8 .48  2,045.1 1,912.8 3,957.9 



-- lE'01 OC'Z1 5'668'121 L'SLC'ZCZ'1 8'16t'822'1 Z'L66'8C0'1 I=lq 
-. 

08'1 96'01 W'S8L'LI 6'198'L~~ 2'8'19'EZZ L'972'7.91 '""0 Pllv OOOx CIS 

16'11 16'21 S'67'1'tZ 1'601'961 E'O6S'ShT 6'60iL081 666"11$ - 000'016 
26'6 21'01 L'L16'9 V'S69'69 Z'S9S469 6'Il~"I9 hh6'6 $ - OOO'h S 
SC'6 50'01 h'tiOti'8 ~'~16'68 1.691'68 0'8~s'~~ 666'8 $ - OO(1'H $ 

99'6 ZL'01 C'11E'h 6'589'96 t.LRhc96 C'7904L8 b66'1. $ - ooO'L 4 
01'6 81'01 8''1SOL11 8'096'~11 ~'09L'C11 0'00~'201 666'9 $ - 00DL9 $ 

ET'II 12'21 I~CEL'II 0'11C'<01 S'992'501 $'Ci0'96 666'5 $ - 000'5 $ 

92'21 91'tiI 8'128'21 6'6tLL'701 E"II9'hOI $'1$$'06 666"Z $ - 000'9 i; 

$5'01 76'21 7~0LRLOI 1'611'EOI E'Z86'201 R'C80'98 666'C $ - OOO'C S 
95'6 96'Cl O'OSL'9 I'61SC0L 2'91'1'01 8'09E'W'i 666'2 $ - 000'7 $ 

91'91 07'22 6'981'8 1.~'7~"15 T'BEZ'7S O'ILS'6C 000'2 $ lapun 

2uala3znlou .z;,?Fij 




