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Virginia, which first adopted an income
tax in 1843, has one of the oldest, continu
ously functioning state income taxes in the
nation. The tax is currently the largest
source of state t x revenue, raising $1.6
billion in fiscal year 1983. This News Letter
will examine the recent history of the tax and
consider several options for change.
Reforms to be dis ussed include raising the
level of low-income tax relief and changing
the rate structure by either broadening the
brackets or adopti g a flat rate.

HISTORY

During the 19th century, with the excep
tion of the Civil War period, the Virginia
income tax was not a maj or source of
revenue due to low rates and ineffective
administration. Local assessors, who were
popularly elected, often ignored what was
considered an onerous tax. Oeductions were
liberally interpreted and, more fundamen
tally, no system existed to verify reported
incomes.

Then early in this century, during Gover
nor Harry Byrd's term of office (1926-1930),
many tax reforms were adopted that trans
formed the income tax into its modern form.
A progressive schedule was established with
three brackets that remain in today's tax
structure (along with an added higher
bracket). Administration of the tax was
vastly improved by creation of the Depart
ment of Taxation, headed by a full time tax
commissioner.

This structure stayed unchanged through
out the Great Depression and the boom
years of World Wa II. Following the war, in

1948, Governor William M. Tuck was suc
cessful in securing rate increases for the three
brackets.

During the 1950s and 1960s, the Common
wealth was under pressure to raise revenue,
but it shunned direct increases in income tax
rates. Instead, various windfall devices were
employed, including moving back the collec
tion date of the tax in 1957 and implement
ing a withholding tax in 1962.

In 1972 the state income tax was brought
into rough conformity with the federal
income tax, and another bracket was added
to the tax sched ule. Since 1972 the general
drift has been away from conformity--Virgi
nia's exemptions and standard deductions
have not been liberalized in keeping with
federal changes. The state did not follow suit
because it was reluctant to accept the result
ing revenue loss or to adopt offsetting rate
increases.

No maj or changes in the tax have
occurred since 1972. Legislation has been
introduced to add rate brackets, switch to a
flat rate, or index the structure to offset the
effects of inflation. None of these changes
has been adopted, however.

STANDARDS FOR EVALUATION

To evaluate Virginia's income tax, both
the current tax and proposals for change
must be considered against standards of
equity and economic efficiency. A tax is
considered equitable if it varies the tax
burden in accordance with ability to pay;
those with greater ability are taxed more
than those with less ability, and those with
equal abilities to pay are taxed equally. A
tax operates with economic efficiency if it
creates minimal distortions in the market.
The evaluation will also consider simplicity,
convenience, and cost of taxpayer com
pliance and state administration.

As part of this evaluation of Virginia's
tax, the authors have developed five policy
options. These options, which incorporate
different approaches to tax reform, are
summarized in Table 1, which also includes

the existing tax and a proposal by Delegate
Johnny S. Joannou. These policy options
are discussed more fully in a later section.

TAX BASE

The tax base is equal to net income minus
exemptions and deductions. This section
discusses problems with the tax base and
various ways to deal with them.

Definition of Net Income. Virginia's tax
base, which starts with modified federal
adjusted gross income (AGI) as a measure of
net income, falls short as a comprehensive
measure of ability to pay. Federal AGI
understates taxable capacity because a
myriad of exclusions and deductions elimi
nate many forms of income from the tax
base.

Although federal AGI is not a perfect
measure of ability to pay, the benefits to the
state of conforming to federal AGI are
significant. Conformity makes taxpayer
compliance and state administration easier
than it otherwise would be. The task of
designing and implementing a truly compre
hensive tax base, on the other hand, would
be monumental. For these reason ,all of our
options keep modified federal AGI as the
starting point for Virginia's income tax.

Itemized deductions. Personal deductions
are expenses that are subtracted from AGI
in arriving at taxable income. Taxpayers can
choose between itemizing these various
deductions and taking the standard deduc
tion. Virginia's itemized deductions con
form to those used 'by the federal govern
ment, with a few adjustments.

Many arguments are made both in favor
of and against the use of itemized deduc
tions. One objection to deductions like those
for home mortgage interest and charitable
contributions is that such deductions are not
appropriate in the computation of ability to
pay. Hence, they result in understated taxa
ble capacity for those who take them. Argu
ments in favor of itemized deductions are
that they (1) deal equitably with special
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TABLE 1. EXISTING TAX AND ALTERNATIVE TAX STRUCTURES

4.4%

Rate

2%
3~

5%
5.75%

Brackets and Rates

Taxable Income

All taxable
income

$0 to $2,999
$3,000 to $4,999
$5,000 to 11,999
$12,000 and over

Yes

Age
Credit

Yes

No

Child
Care

Yes

Deductions

No

Item
ized

Ye

Standard Deduction

15% of federal AG I or
$1,300 but no more than
$2,000 for single tax-
payers and married filing
jointly or con1bined; 15% of
federal AGI or $650 but no
lnore than $1,000 for married
filing separately_.~ _

None

Adjusted
Gross

Income

No $400
extra age
deduction

Includes
$400 age
deduction

Exemption/ credit

$3,200 taxpayer and
spouse exemption
and $1,500 dependent
exemption. No age or
blindness exemption.

$600 personal,
dependent, age, and
blindness exemption.

Option
I

Tax
Structure

Exi ting
tax

Option
2

$83 credit per tax
payer and spouse
(credit=$3,200 times
rate of lowest
bracket). $39 credit
per dependent (credit=
$1,500 times rate of
lowest bracket). No
age or blindness
credit.

No $400
extra age
deduction

None No o Yes $0 to $6,999 2.6%
$7,000 to $13,999 3.6%
$14,000 to $25,999 4.6%
$26,000 and over 5.6%

Option
3

$1,500 personal and
dependent exemption.

o age or blind ness
exemption.

No $400
extra age
deduction

$2,300 for single taxpayers;
$1,700 for married filing
separately; and $3,400 for
married join )r combined.

Yes Yes Yes All taxable
income

5.1%

Option
4

Option
5

$56 credit per person
(credit=$1 ,500 times
rate of lowest bracket).
No age or blindness
credit.

$33 credit per person
(credit=$l ,500 times
rate of lowest bracket).
No age or blindness
credit.

No $400
extra age
deduction

No $400
extra age
deduction

$2,300 for single; $1,700
for married separate;
$3,400 for married joint
or combined.

$2,300 for single; $1,700
for married separate;
$3,400 for married joint
or combined.

Yes

Yes

Yes

Yes

Yes $0 to $4,999 3.7%
$5,000 to $11,999 4.7%
$12,000 to $23,999 5.7%
$24,000 and over 6.7%

Yes $0 to $2,999 2.2~

$3,000 to $4,999 3.2%
$5,000 to $11,999 5.2%
$12,000 and over 5.950/0

Joannou
propo al

$4,500 exemption per Includes
taxpayer and spouse. $400 age
No dependent exemption. deductiona

o age or blindness
exemption.

None No No No All taxable
income

4.750/0

SOURCE: Developed by the authors.

a The Joannou proposal calls for eliminating this deduction, but the provision was not removed during computer simulation of the proposal.

circumstances such as catastrophic medical
expenses or casualty losses; (2) promote
social goals such as donations to charity and
home ownership; and (3) adjust for the costs
of earning income from expenses such as
union dues and uniforms.

Since the advantages of conformity are
considerable in terms of administrative ease
and taxpayer convenience, the choices for
Virginia include either continuing to allow
adjusted federal itemized deductions or not
allowing any itemized deductions. Some of
our options (3, 4, and 5) do the former, while
others (options 1 and 2) do the latter.

Standard Deduction. Although the Virgi
nia income tax conforms to current federal
itemized deductions, its standard deduction
is frozen at the federal 1974 level, which is 15
percent of federal AGI with a minimum of
$1,300 and a maximum of $2,000. This
applies to both single individuals and mar
ried couples filing jointly. For married per
sons filing separately, the maximum and

minimum amounts are halved. '/irginia
allows taxpayers to itemize at the state level
only if they itemize at the federal level.

The federal government has changed its
stand ard ded uction to a zero bracket
amount (ZBA). ZBAs are amounts of
income subject to a zero rate and are, in
essence, a flat standard deduction already
included in the tax rate table. l~he current
federal ZBAs are $3,400 for married couples
filing jointly, $1,700 for married persons
filing separately, and $2,300 for single
taxpayers.

Virginia's existing standard deduction has
a number of problems. First, some taxpay
ers are eligible for an amount of itemized
deductions less than the federal ZBA but
greater than the allowable Virginia standard
deduction. Since they must use the standard
ded uction at the state level if they use the
federal ZBA, these taxpayers are penalized

by being required to take the lower Virginia
standard deduction.!

Second, with the standard deduction fro
zen while itemized deductions are increasing
with inflation and economic growth, the
relative advantage to those who itemize is
growing. Data provided by the Virginia
Department of Taxation show that in 1981
the average itemized deduction was 4.3 times
larger than the average standard deduction,
while it was only 2.3 times larger in 1972.

Third, there is a marriage penalty in the
1974 federal standard deduction adopted by
Virginia. Both single taxpayers and married
couples are subject to the same limits on the
standard deduction. Two single earners
could lose up to $2,000 of their standard
ded uction by marriage.

'Virginia Department of Taxation, Research Division, "Issues

for Individual Income Tax Reform in Virginia," by Nancy D.

Suttenfield, Issue Paper no. 8 (1979), pp. 10-1 1,38-40.



of $56, calculat d as $1,500 times the rate of
the lowest bracket (3.7 percent). The stand
ard deductions re the same as in option 3.
The brackets ar ased on an approximation
of the quartile distribution of taxable
income. They use the quartile distribution of
AGI by return minus $2,000, which is an
approximation of the minimum deduction
rounded to the earest thousand. The rates
increase by the same absolute increment (1
percentage point).

Option 5. This option is a modification of
the current Virginia income tax. The exist
ing brackets are used, but the existing rates
are increased by 0.2 percentage points.
Standard, itemized, and child care deduc
tions are allowed. Poverty-level tax relief is
provided throug increased standard deduc
tions and credit . The standard deductions
are equal to federal ZBA amounts. Credits
are used instead of exemptions to equalize
tax savings. Th per person credit is $33,
computed as $1,500 times the rate of the
lowest bracket (2.2 percent).

Joannou Proposal. This proposal was
sponsored by Delegate Johnny S. Joannou
in 1981 Virginia House Bill No. 1638. It
starts with the existing definition of AGI and
applies a flat rate 'of 4.75 percent. The
taxpayer and spouse are each allowed a
$4,500 exemption (or deduction, as it is
called in the bill). There are no exemptions
for dependents, age, or blindness. There also
are no standard, itemized, or child care
deductions. The proposal is similar to
option 1 except for the exemptions.

ANALYSIS

This section examines the distribution of
the tax burden under different options,
using (1) average tax liability by class of
adjusted gross i come, as generated by the
computer model, and (2) tax liability that
the authors computed of hypothetical tax
payers at income levels ranging from $7,500
to $100,000, and with household size varying
from one to six members. Both approaches
have limitations. The computer model pro
vides data by AGI class, which obscures
differences resulting from family size and
other variables. The hypothetical taxpayer
approach, on the other hand, is limited by
the estimated itemized deductions, since the
level of itemized deductions can significantly
affect tax liability. Our estimated itemized
deductions are those used by the U.S. Advi
sory Commission on Intergovernmental
Relations.) Keeping in mind these limita
tions, data from the computer model and
from the hypothetical taxpayer approach
are used to analyze the options.

According to both measures, all the
options, even those with a flat rate, are
progressive; that is, the percentage of
income paid as taxes rises with the income.
This means that the effective rate rises as
income increases. The progressivity of the
flat rate taxes results from the use of exemp
tions since as income rises, fixed exemptions
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shelter a smaller percentage of income from
tax. While the effective rate rises along with
income in all options, the rates rise much
more in the graduated tax options than in
the flat rate options. So the flat rate options
are not as progressive as those with gradu
ated rates.

The hypothetical taxpayer approach fur
nishes a way to compare how well the
options provide low-income relief. The tax
liability for hypothetical taxpayers was com
puted at the poverty thresholds for different
sized families. The results showed that none
of the options would provide complete tax
relief. However, all would impose a much
lower tax burden than the current system on
those with poverty-level income, with the
sole exception of single taxpayers in option 1.

The differences in tax liability between
each option and the existing system, a
calculated by the computer model, are listed
in Table 2 by classes of adjusted gross
income. That table clearly indicates that the
flat rate proposals (options 1 and 3 and the
Joannou proposal) raise taxes for middle
income taxpayers while reducing taxes for
those with higher incomes, although the
Joannou proposal lowers taxes only for the
two highest AGI classes. In contrast, the
grad uated tax proposals (options 2, 4, and 5)
reduce the burden on lower-income taxpay
ers while increasing it for higher-income
taxpayers. All' the options except option I
reduce the burden on the lowest AGI class,
although the graduated rate options gener
ally provide the greatest relief.

Allowing or disallowing itemized deduc
tions does not appear to have much impact
on the distribution of the tax burden, accord
ing to data generated by the computer
model. One can say, however, that the upper
income groups would pay a little less tax
under a flat tax that allowed itemized deduc
tions (option 3) than one without itemized
deductions (option 1). Under graduated tax
systems, the middle-income groups are
slightly better off in the option without
itemized deductions (option 2) than the one
allowing such deductions (option 4).

The impact of the options on the distribu
tion of the tax burden according to family
size is found by computing the tax liability
and effective rates of hypothetical taxpayers
with different-sized families. According to
these measures, flat rate options 1 and 3
increase the burden of low- and moderate
income single taxpayers relative to the cur
rent system. It appears that their increased
exemptions and standard ded uctions are not
enough to make up for their higher rates.
Married couples earning approximately
$15,000 to $25,000 would also pay more tax.
Generally, all other hypothetical taxpayers
have a reduced burden under the flat tax
options. The J oannou proposal increases
the tax burden for middle-income individu
als and large families and decreases the
burden for all others. The graduated rate

options (2, 4, and 5) appear to reduce the tax
burden for lower-income taxpayers and
raise it for upper-income taxpayers across
all sizes of families.

In sum, the distribution of the tax burden
varies under each of the options. The flat
rate proposals (options 1 and 3 and the
J oannou proposal) generally penalize
middle-income taxpayers, while the gradu
ated rate options (2, 4, and 5) increase the
burden on upper-income groups. All the
options, for the most part, improve the level
of poverty tax relief relative to the exi ting
system.

CONCLUSIONS

The Virginia individual income tax has a
long history, and the present institution has
gradually taken shape over many years.
Many of today's features that are widely
accepted (state administration and withhold
ing provisions, for exam Ie) were formerly
controversial issues. A number of tax provi
sions have remained unchanged for a long
time. Today's tax brackets are those of 1926,
with one additional bracket tacked on in
1972. Exemptions and the standard deduc
tion have not been altered since the early
1970s. The tax structure has been static
despite many changes in the economy and
the rapid inflation of the last decade. The
failure to adjust the tax structure to account
for these changes has resulted in bracket
creep and an increased burden on low
income taxpayers.

Rather than develop a single solution to
the problems with the current tax, this News
Letter has presented several options deve
loped by the authors to aid policymakers.
The rates that were selected for each option
are those needed to raise the existing level of
income tax revenues. This differential inci
dence approach has been used so that the
distribution of the tax burden under the
present system can be compared with
changes in distribution of the various
options.

If a decision to raise tax revenue is made,
our suggestion would be to raise the rates of
our options rather than to modify other
features that were designed to promote
equity, efficiency, and simplicity. This is not
to deny that modifications could be made to
our proposals. Our options are merely frame
works to illustrate methods and consequen
ces of tax reform. Some variations, such as
adding back the age and blindness exemp
tions, could easily be implemented without
significantly altering the proposals. Another
suggestion would be to index all those
provisions with fixed dollar amounts-such
as exemptions, credits, standard deductions,
and brackets-to avoid the distortions
caused by inflation.

The need for increased state revenues may
focus attention on the Virginia income tax.
Our hope is that any search for revenues will
be viewed as an opportunity to implement
tax reforms such as those presented here.



whose marginal rate would decrease. This
effect would be limited, however, because
the establishment of a flat rate tax that could
raise the same revenue as a graduated rate
tax would decrease the marginal rate for
some and increase it for others. While disin
centives would decrease for those with declin
ing marginal rates, disincentives would
increase for those with rising marginal rates.

Another advantage of a flat rate is that
inflation would not distort the single
bracket, and "bracket creep" would be elimi
nated-although the level of the exemption
would need to be indexed or raised periodi
cally to keep pace with inflation. Finally, a
flat rate is considered by some to be fair and
to satisfy the criterion of ability to pay, since
higher-income taxpayers would still pay
more tax in absolute amounts than lower
income taxpayers.

Some who oppose the flat rate do so
because they consider it unfair that higher
income individuals are subject to the same
tax rate as those with lower incomes. The
argument is also made that many work,
savings, and investment inefficiencies asso
ciated with a graduated rate structure result
from the level of the marginal rate, not from
the graduation. This means that a high flat
rate tax would create many of t.he same
inefficiencies and disadvantages as a gradu
ated rate structure with high marginal rates.

In addition, enactment of a flat rate to
replace the existing graduated rate structure
probably would increase the effective rate-
the percentage of income paid as tax-for
middle-income taxpayers. This would occur
because the burden on those with lower
incomes would be reduced or eliminated by
the exemption, while the burden on upper
income groups \vould be cut due to the
lowering of the rates. The burden on the
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middle-income group, therefore, would
have to increase in order to raise the same
amount of revenue.

Setting the Rate Structures. Our propos
als use different types of rate structures. Two
options (1 and 3) use a flat rate. Two options
(2 and 4) use graduated rates with four broad
brackets, based on the actual distribution of
taxable income. One of these (option 2) has
no deductions or exemptions; since taxable
income equals AGI in this option, data
provided by the Virginia Department of
Taxation (the quartile distribution of AGI
by return) were used to construct the
brackets. In the option allowing deductions
(option 4), taxable income equals AGI
minus deductions, so the same data were
used with an adjustmentforrrlinimumdeduc
tions. The remaining option (5) also uses
graduated rates, but it only slightly modifies
the existing rate structure. Hence, it proba
bly would have the best chance of enact
ment. That option, with its mildly graduated
brackets, can be viewed as a compromise
between support of a flat rate and support of
steeply graduated rates.

Rate Level. Each of our proposed options
assumes no change in total tax revenue. This
makes it possible to analyze the distribu
tional effects of the options. The rates used
are estimates of those that would yield
approximately the same revenue as did the
existing tax in 1981. These estimated rates
were generated by the Virginia Tax Depart
ment's Individual Income Tax Simulation
model, using data from the 1981 Virginia
Income Tax Master File. 3 Since each option

JThe Simulation Model was constructed for the Tax Depart

ment by the Research Triangle Institute. We would like to thank

Craig Forbes of the Virginia Department of Taxation's Research

Division for running many versions of our proposed options on the

model.

would raise virtually the same revenue as the
existing tax, any changes in tax burden can
be attributed to differences in the features of
the options.

ALTERNATIVE TAX OPTIONS

The proposed tax options listed in Table I
are described below. As under the existing
system, all taxes are non-negative; that is, if
a credit exceeds tax liability, the taxpayer is
not entitled to the difference.

Option 1. Option 1 is a flat rate tax
applied over an exempted amount with no
standard, itemized, or child care deductions.
The rate is 4.4 percent, and the option allows
an exemption of $3,200 per taxpayer and
spouse and $1,500 per dependent.

Option 2. Option 2 is similar to option I
except for the use of graduated rates. Again,
there are no deductions. Credits replace
exemptions to equalize tax relief. The tax
payer and spou e c di is set at $83--calcu
lated as $3,200 times the rate of the lowest
bracket (2.6 percent). The brackets are set to
approximate the quartile distribution of
taxable income, using the quartile distribu
tion of AGI by return. The rates increase by
the same absolute increment (1 percentage
point).

Option 3. This option has a flat rate but, in
contrast to option 1, allows ded uctions.
Because the tax base is reduced by deduc
tions, the rate (5.1 percent) needs to be
higher than in option 1 to raise the same
amount of revenue. Provisions for low
income relief are divided between the stand
ard deduction and the personal and depend
ent exemptions. The standard deduction is
based on the level of federal ZBAs. The per
person exemption equals $1,500.

Option 4. This option is similar to option
3 except that it has graduated rates. Also, the
per person exemption is replaced by a credit

TABLE 2. INCREASE OR DECREASE IN TAX LIABILITY BETWEEN EACH OPTION AND EXISTING SYSTEM,
BY CLASSES OF ADJUSTED GROSS INCOME

---- _&r",-_ r Option Option Option Option Option Joannou
AGI Class I 2 3 4 5 Proposal

--- -- --- --- ---
Overall 0.37% 0.52% 0.14% 0.]4% 0.56% 1.60%

$0-$9,999 4.79 -7.60 -0.62 -29.52 -40.10 -16.03
$10,000-$14,999 8.07 -4.93 9.13 -9.56 -7.93 6.50
$15,000-$19,999 3.75 -6.32 6.04 -5.39 -1.]6 3.33

$20,000-$24,999 0.57 -5.63 2.35 -4.08 0.72 1.59
$25,000-$29,999 2.15 -3.51 2.63 -1.70 2.76 3.05
$30,000-$34,999 0.67 -1.78 1.18 0.01 3.61 2.44

$35,000-$39,999 -0.50 -0.68 0.]8 1.78 4.2] 1.91
$40,000-$44,999 -0.72 2.29 -1.19 3.20 4.63 2.65
$45,000-$49,999 -1.38 3.64 -2.6] 3.67 4.22 2.81

$50,000-$59,999 -2.75 4.73 -3.60 5.68 4.46 1.54
$60,000-$69,999 -1.92 8.29 -4.7 ] 7.00 4.32 2.93
$70,000-$79,999 -3.44 8.41 -5.48 8.55 4.35 1.70

$80,000-$89,999 -2.21 12.44 -6.49 9.77 4.37 3.49
$90,000-$99,999 -7.96 8.76 -7.99 10.71 4.04 -1.91
$100,000 and over -7.01 13.78 -9.36 13.87 3.93 -0.39

SOURCE: Virginia Department of Taxation, Research Division, 1981 Virginia Individual Income Tax Computer Simulation Model.



Our proposals 'se a standard deduction in
the options with itemized deductions
(options 3,4, and 5) but raise it to the level of
the federal ZBAs. This change \vould reduce
the marriage penalty, improve the relative
position of those who take the standard
deduction, and eliminate the penalty for
those inbetween the Virginia and federal
standard deductions. Raising the level of the
standard deduction would also improve Vir
ginia's level of low-income tax relief.

Child and Dependent Care Deduction.
Virginia allows a deduction for work-related
child and dependent care expenses; this
deduction can be taken in addition to either
the standard or itemized deductions. It
serves as an adjustment in arriving at net
income, based on the premise that child and
dependent care expenses are costs of earning
income. The deduction is equal to the
amount upon which the federal child care
credit is based. Our proposals eliminate this
deduction in tho e options without deduc
tions (options 1 and 2) and keep it for those
with deductions (options 3, 4, and 5).

Personal Exemption. Virginia conforms
to the federal definition of personal exemp
tions. Both Virginia and the federal govern
ment permit personal, dependent, age, and
blindness exemptions. However, Virginia
allows only $600 per exemption, as opposed
to the $1,000 allowed by the federal tax code.
Virginia also provides an extra ded uction of
$400 for the elderly.

Several problems exist with the exemp
tions as currently established. First, they are
too low to provide adequate poverty level
relief (see the discussion on the poverty floor
that follows).

Second, the level of the personal and
dependent exemption has remained
unchanged since 1972. In conjunction with
rising incomes, this means that the exemp
tion removes a smaller portion of total
income from tax. In this sense, the exemp
tion is not functioning as well as it once did
to allow for the varying taxpaying abilities
of different-sized families with the same
income. This diffi ulty could be resolved by
raising the level of the exemptions.

Third, the equity of special treatment for
age and blindness is questionable since
neither age nor blindness by itself is an
indication of need. All of our options elimi
nate these special exemptions. These exemp
tions are of relatively minor importance,
however, so retaining them would not have a
major impact on revenues.

A fourth problem with exemptions is that
they result in inequities when used in combi
nation with graduated rates. This occurs
because the value of a fixed exemption
increases with a taxpayer's marginal rate
(the rate applied to the last dollar earned).
For example, a $600 exemption represents a
tax savings of only $12.00 to a taxpayer in
the 2 percent bracket, but a savings of $34.50
to a taxpayer in the 5.75 percent bracket. To
equalize tax relief, all of our options with
graduated rates (options 2, 4, and 5) use
credits-amounts subtracted from tax liabil
ity-in place of ex mptions. The value of the
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credit is set at a figure equal to the amount of
an exemption times the percentage rate of
the lowest bracket (see Table I). With a flat
rate structure, on the other hand, exemp
tions do not have to be converted to credits,
since both provide the same tax relief.

Poverty Floor. The current Virginia
income tax falls far short of providing tax
relief for households with less than poverty
threshold income. For a family of three, for
example, the minimum standard deduction
of $1,300 plus exemptions of $1,800 (three
times the personal and dependent exemp
tion of $600) equals only $3,100, while the
federal poverty threshold for a family of
three in 1982 was $7,690.2 The minimum
taxable level should be raised to a point
closer to federal poverty thresholds for differ
ent size households. In 1982 these thresholds
were $4,900 for a single individual; $6,280
for a two-member household; $7,690 for
three; $9,860 for four; $11,680 for five; and
$13,210 for six. For our options with item
ized deductions (options 3,4, and 5), poverty
relief is divided between the increased stand
ard ded uction, as described above, and a
per-person exemption (or credit equivalent)
of $1,500. For those options not allowing
itemized or standard deductions (options 1
and 2), poverty relief is provided through
exemptions alone (or credit equivalents) of
$3,200 per taxpayer and spouse and $1,500
per dependent.

RATES

The current Virginia rate structure is
shown in Table 1. The rate schedule can be
defined as the marginal rates that apply to
successive strata of income. As already dis
cussed, these rates are applied to taxable
income that is equal to federal AGI with
modifications minus exemptions and deduc
tions. This rate schedule applies to all taxpay
ers regardless of marital status. This is in
contrast to the federal tax structure, in
which each filing status has a different rate
schedule. Virginia's use of the combined
return, in which two-earner couples who file
jointly at the federal level can compute their
Virginia tax separately, allows each to take
advantage of the lowest marginal rates. This
makes the Virginia rates marriage-neutral.

Suggestions for reforming the Virginia
rate structure range from broadening the
brackets over the entire distribution of
income to changing to a flat rate tax.

Graduated Rates. Virginia currently
employs graduated rates. Critics consider
such rates unfair and note the complexity
and inefficiencies that result from their use.
The complexity does not stem from the
actual application of graduated rates when
computing tax liability, which requires min
imal effort. Instead, it stems from attempts

2AlI poverty threshold statistics cited in this News Letter are

found in u.s. Department of Commerce, Bureau of the Census,

"Estimated Weighted Average Poverty Thresholds in 1982 (Janu

ary 24, 1983)," memo provided by Carol Fendler, Bureau of the

Census, February I, 1983.

to deal fairly with issues such as treatment of
the timing of income and the treatment of
the family unit. For example, graduated
rates require policy decisions about the
proper taxable unit-whether it should be
the individual, the married couple, or the
household. Taxpayers may fall in different
brackets depending upon which choice is
made. Decisions concerning the appropriate
taxable unit are not necessary with a flat rate
tax since one cannot be pushed into a higher
bracket.

Opponents of graduated rates also charge
that inefficiencies result when the marginal
rate is high. Taxpayers' incentives to work,
save, and invest are reduced because of the
smaller after-tax return from these activities.
In addition, high marginal rates accelerate
the quest for loopholes and tax shelters,
since it becomes more profitable to shelter
income from tax as the tax bite gets larger.
The use of grad uated rates also encourages
schemes to transfer income from taxpayers
in higher brackets to those in lower brackets,
such as from parents to children.

In addition, critics argue that graduated
rates penalize taxpayers during times of
inflation. As inflation increases the income
of taxpayers without raising their purchas
ing power, they are pushed into higher
brackets. This "bracket creep" is viewed as
an unlegislated tax increase because, with
out any action, tax burdens rise faster than
inflation.

Supporters of graduated rates note that
these criticisms are most applicable to a rate
structure that is steeply graduated with high
marginal rates. The current Virginia rate
structure is graduated only at the lower end
of the income distribution and at relatively
low rates. Many of these criticisms, there
fore, do not apply to Virginia. For example,
taxpayers' decisions about work, savings,
and investment probably are little affected
by the graduation of the Virginia rates,
especially since the top marginal rate is
relatively low. In addition, most of these
decisions are probably based on federal tax
implications because of the significantly
greater federal tax burden. Those in fa or of
graduated rates also assert that such a tax is
both fair and useful as an instrument of
income redistribution.

Finally, since state income taxes are
deductible for those who itemize in comput
ing the federal income tax, the federal gov
ernment, in effect, subsidizes the state tax.
Some analysts advocate highly graduated
state rates to maximize this subsidy. They
call for low rates on the lower income
groups, who generally do not itemize, and
higher rates on the upper income groups,
who fall in the highest federal tax brackets
where the federal offset would be greatest.

Flat Rate. Some analysts support a flat
rate because it eliminates many of the disad
vantages of graduated rates. A flat rate
would reduce the need for complexities
resulting from highly graduated rates. The
work, savings, and investment disincentives
caused by high marginal rates also would be
reduced under a flat tax for those taxpayers



18

THE VIRGINIA JEFFERSON MEETING ON THE CONSTITUTION

March 16-18, 1984, Williamsburg

On June 25, 1788, the delegates to the
Virginia ratifying convention approved the
new United States Constitution by a vote of
89-79. They were voting to become part of
an unprecedented experiment in republican
government, one that would rely for its
success upon their continued willingness to
question their creation to see that it safe
guarded the ideals of justice, freedom, and
representation upon which it was founded.

The key concern at the ratifying conven
tion was the viability of the soon-to-be
national government. Thomas Jefferson and
the founding fathers were hopeful that suc
ceeding generations would keep this concern
alive. The Virginia Jefferson Meeting is the
first of a state-by-state series that will culmi
nate with the celebration of the Constitu
tion's bicentennial..

Delegates to the Jefferson Meeting will
conduct their own debate to consider
whether or not changes are needed to create
a "more perfect union" in light of today's
complexities.

The agenda will be restricted to issues
relating to the structure of the federal govern
ment and the question of whether the nation
has truly achieved representative govern
ment. The Jefferson Meeting does not advo
cate change; it means to provide a new form
of participation, an open forum through
which people can examine the system as it
enters its third century. It is absolutely non
partisan.

Constitutional change is not a topic to be
undertaken lightly. The aim of the Jefferson
Meeting is to set the stage for constructive

citizen participation. As they study the his
torical and analytical background and think
about changing the Constitution, people will
better appreciate what is in it and how it
contributes to their lives as Americans.

SHAPING THE AGENDA

The spirit of participation is the essence of
the Jefferson Meetings. From setting the
agenda to running the debate, delegates will
shape the Meeting. Several examples of the
type of issues which may be addressed are:

• Would abolishing the electoral college
make the presidential election more
precisely representative of the people's
choice?

• Would a single six-year presidential
term make the Chief Executive more or
less effective?

• Would the "item" and "legislative"
vetoes facilitate the dealings between
Congress and the president without
upsetting the system of checks and
balances?

• Would Congress perform better if the
House members had longer terms?

• Is there a Constitutional way to limit
campaign contributions and
expenditures?

• Should the people have the right to
initiate federal legislation by Petition
ing the congress?

• Would the judicial system be improved
by establishing terms of office or a
retirement age for Supreme Court and
federal justices?

The Virginia Jefferson Meeting will begin
on Friday, March 16, 1984, with a keynote
address, after which issues committees will
meet to prepare for the next day's sessions.
The plenary sessions will be held all day on
Saturday, March 17, at the College of Wil
liam and Mary. The Jefferson Meeting will
conclude on Sunday morning, March ]8,
with a summary and evaluation of the
previous day's sessions.

HOW TO BECOME A DELEGATE

Every citizen of Virginia is eligible to
apply to be considered for selection as one of
the ]50 delegates to the Virginia Jefferson
Meeting. The basic eligibility requirement is
an interest in structural reform, keeping in
mind that opponents ofchange are as impor
tant to lively debate as proponents. Issues
unrelated to structural reform of the govern
ment will be excluded from the agenda.

There are no financial obligations, but if
you agree to participate, you are committed
to be at the Meeting. The deadline for
applications is January 20, ]984. The Virgi
nia Jefferson Meeting will be videotaped
and produced as an educational resource to
be distributed to institutions and groups all
over Virginia. Regular newsletters will keep
former delegates abreast of the reform
exchange at all levels.

For further information on becoming a
delegate, contact Alice O'Connor, Executive
Director, the Jefferson Foundation, P.O.
Box 33108, Farragut Station, Washington,
D.C. 20033. Telephone 202-466-2311.

Editor's note: Since 1987 will mark the 200th anniversary of the United States Constitution, the News Letter is carrying regularly in this space announcements ofupcominf? activities
(JY!dpuhlications on constitutional themes of interest to Virginians. Fundingfor this service has been provided in part by a grantfrom the Virginia Foundationfor the Humanities and

Public Policy. For further information on the 200th anniversary of the u.s. Constitution in Virginia, contact Timothy G. 0' Rourke at the Institute of Government, 207 Minor Hall,
University of Virginia, Charlottesville 22903 or A. E. Dick Howard at the Office of the Governor, Richmond 232/9.
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