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FEDERAL TAX EXPENDITURES
In the Senate version of the Revenue Act of 1971, a provision added 

on the floor would have required the inclusion in the budget of esti­
mates of losses in revenue from provisions of the Federal income tax 
laws and also estimates of indirect “expenditures” through the 
operation of the Federal tax laws. Data of this type have commonly 
become known as “tax expenditures.” The statement made by the 
conferees in this respect is as follows:

“The conferees concluded that it would be more appropriate to have 
such estimates of tax expenditures made by the Treasury’ Department 
and to have the estimates submitted annually to the Committee on 
Ways and Means of the House, the Committee on Finance of the 
Senate, and the Joint Committee on Internal Revenue Taxation. It is 
expected that these tax expenditure reports to the tax committees will 
initially be modeled after similar reports previously made and included 
in the annual reports of the Secretary of the Treasury in 1968 and 1970. 
Modifications may, of course, be made from time to time in consulta­
tion with the tax committees. In addition to making these reports to 
the tax committees on an annual basis, the Treasury Department may 
desire to include these data on tax expenditures in the annual report 
of the Secretary of the Treasury. The Treasury Department has 
indicated its willingness to submit information to the tax committees 
in the manner indicated above and as a result the amendment no 
longer appears necessary.”

The Staffs of the Treasury Department and Joint Committee did 
cooperate in the preparation of such a report last year. This pamphlet, 
which is a continuation of this cooperative effort, presents data for 
1972 and reproduces the data for calendar years 1967 through 1971 
which were contained in the report issued on October 4, 1972.

In general terms “tax expenditure” items are intended to represent 
the amount of tax reductions which occur because of the allowance 
of an exclusion, deduction, preferential rate of tax, or deferral of tax 
liability. There are differences in points of view as to the “tax expendi­
ture” concept,1 including differences as to the items which should be 
included in, and excluded from, such a listing. Questions have also 
been raised as to whether there should also be included in such 
an analysis those items which are taxed more heavily than income 
generally (such as corporate income) or deductions which are sub­
jected to special limitations (such as capital losses). In this report 
the staffs have not attempted to consider any changes in the items 
listed as “tax expenditures.” Instead, the items included in this 
report are those which have previously been included in any of the 
earlier reported versions of tax expenditure estimates made by 
the Treasury Department prior to the Revenue Act of 1971 plus 
items in the Revenue Act of 1971 which are of a similar character. 
Among items not included as tax expenditures are the personal 
exemptions and the minimum standard deduction.

1 See, e.g., the criticism in Bittker, “Accounting for Federal Tax Subsidies in the National Budget,” 
XXII National Tax Journal 244 and the reply in Surrey and Hellmuth, “The Tax Expenditure Budget— 
Response to Professor Bittker,” XXII National Tax Journal 528.
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This report includes two tables. Table 1 shows estimated Federal 
income tax expenditures for the calendar years 1967 through 1972. 
The 1971 and 1972 tabulations are broken down into effects on cor­
porate income tax liability and effects on individual income tax lia­
bility. Only the 1972 data represent a new tabulation. The data shown 
in this table are broken down into categories which are comparable 
to those in the functional classification of budget expenditures. The 
report also includes a table (Table 2) showing the estimated distribu­
tion, by adjusted gross income class, of the decrease in individual 
income tax liability estimated to result from tax expenditure items 
affecting such liability.

The purpose of these tax expenditure data is to provide information 
as to the economic benefits provided by the tax laws to the various 
sectors of the economy. To aid in the analysis, the cost and benefi­
ciaries (in terms of areas of activity) are shown by the same functional 
categories as outlays in the Federal budget. The listing of any of these 
provisions involves no direct, or indirect, presumption about the de­
sirability of any of them in terms of public policy. These tables, how­
ever, are intended as a tool which may be helpful to the tax committees 
of Congress in reviewing various provisions of the tax laws.

The estimates of tax expenditures are difficult to determine and are 
subject to important limitations. It is believed, however, that despite 
these limitations, the order of magnitude of the amounts involved 
may be helpful to the tax committees.

The major limitations with respect to the estimates of tax expendi­
tures are:

1. The estimate of each tax expenditure item is made independently 
of any other tax expenditure item. As a result, if two or more items 
were to be eliminated, the result of the combination of changes being 
made at the same time might produce a lesser or greater revenue effect 
than the sum of the amounts shown for each item individually. 
This, of course, also means that the addition of the various tax ex­
penditure items is of quite limited usefulness. This is why totals are 
not shown for table 1, except in a footnote.

2. In the case of many of the items, especially those for which in­
formation is not available on tax returns, the lack of data makes 
estimates quite tenuous. Where information is not available on 
tax returns, it has been necessary to obtain information from whatever 
sources are available, and, when sources are limited, to make assump­
tions on which to base the estimates.

3. The estimates for the various tax expenditure items do not take 
into account any effects that the removal of one or more of the items 
might have on investment patterns, consumption, or other aspects of 
economic activity. In other words, the estimates shown do not take 
into account the induced effects of changing the provisions. Repeal of 
a provision, therefore, would not necessarily raise the revenue asso­
ciated with removal of that provision.

4. Often, tax expenditure items which have been added in recent 
years do not become fully effective until the lapse of several years. 
As a result, the eventual annual cost of some items added in recent 
years is not fully reflected in the year 1972. Conversely, if various 
items now in the law were to be eliminated, it is unlikely, in many 
cases, that the full revenue effects shown would be realized until an 
extended period of years has passed.
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5. In some cases, if a tax expenditure item were to be eliminated, it 
is probable that Congress would, at least to some extent, desire to 
deal with the underlying problem by a direct expenditure program. 
The effect of any such program is not taken into account in the 
estimates shown. In addition, if some of these provisions were re­
moved from the tax laws, this removal might be accompanied by 
revisions in tax rates, personal exemptions or the minimum standard 
deduction, as has happened in the past. This has not been taken into 
account in the estimates.

6. There are features of the law which are not taken into account 
in the estimates shown. For example, personal exemptions, the 
minimum standard deduction, the foreign tax credit, and the effect of 
income splitting and head-of-household treatment, as well as the 
graduation in the rate structure of the individual income tax, are not 
taken into account in these tables. Also, the effect of estate and gift 
taxes is not shown nor is the interrelationship of these provisions 
with some of the tax expenditure items taken into account.

7. Differences in personal income levels and corporate profits can 
also account for differences in the cost of tax expenditure items from 
year to year. Also, some tax expenditure items themselves may be 
larger or smaller from year to year, wholly independent of tax 
considerations.
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