


















































Table 2.—Joint Committee Staff Estimate of the Revenue Effect of the Administration’s Capital Gains Proposal

[Fiscal years; billions of dollars]

Item ! 1990 1991 1992 1993 1994 1995 1990-95
A. Static effect of the 30% exclusion 2...........ccccceveverencvreinvcnnccnn 6 —17.7 —187 —199 —-204 —-20.9 —100.2
B. Effect of induced realizations 3 ............. e 3. 1SR4 R0 B 314 N 318 78.4
C. Effect of full depreciation recapture..... 1.8 kY 2 2l 282 10.3
D. Effect of the 3-year holding period.........c..ccccooouecniniinincnnnnne. —-03 —-20 -—-09 04 1.6 —1.2
E. Effect of treating excluded portion of gain as a preference
ItemiforBAMIRPURPOSes tr sl i s 0.1 0.1 0.2 0.2 0.2 0.8
S Eftectiveldatefoffthelproposali® i o 0.1 0.6 0.7
B O L et s et ene s2otensanssasane rasny sasssesrasesannesnentannsnsas 0.7 32 —-43 -36 —-43 -31 -114

Nore: Details may not add to totals due to rounding.

a .?lll estimates in this table are done incrementally; that is, assuming provisions described on preceding lines of the table have been
enacted.

2 This line reflects an estimate of the proposed exclusion, assuming no change in taxpayer behavior.

3 This line reflects an estimate of the increase in budget receipts attributable to taxpayer decisions to realize more capital gains as a
result of the lower tax rate.

4 Lines A-E, above, reflect a January 1, 1990, effective date; line F represents an adjustment to these lines to reflect an assumed
effective date of March 15, 1990.
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CAPITAL GAINS AND GNP
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Figure 2.
CAPITAL GAINS AS A PERCENT OF
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Figure 3.
CAPITAL GAINS AND THE STOCK MARKET
1975 to PRESENT
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Table 14.—Incidence of Multiple Capital Gain Realizations by 5-year Average Adjusted Gross Income, 1979-83

Panel—Dollar Value of Gains !

[Millions of dollars]
Taxpayers Taxpayers Taxpayers Taxpayers Taxpayers Row total
reporting reporting reporting reporting reporting
gainsinonly 1 gainsin2of5 gainsin3of5 gainsin4of5 gains in each
Average AGI of 5 years years years years of 5 years
Dollars  Percent
Dol- Per- Dol- Per- Dol- Per- Dol- Per- Dol- Per-
lars cent lars cent lars cent lars cent lars cent
Less than $10,000................ 607 0.4 1,070 0.8 1,087 0.8 1,361 1.0 4,061 2.8 8,186 5.7
$10-320,000 .........coevveneene... 931 0.7 1,259 0.9 261 0.2 365 0.3 922 0.6 3,738 2.6
S A U=E U] cvermns t-cmpor rosoee 1,266 0.9 419 0.3 228 0.2 194 0.1 1,902 1.3 4,009 2.8
$30-340,000 .......c.coveevenenenen. 1,403 1.0 740 0.5 1,859 1381091 0.8 2,272 1.6 7,365 532
$40-350,000 ........coorvveveneenee. 1,190 0.8 1,452 1.0 468 0.3 1,047 0.7 1,636 1.1 5,793 4.1
$50-$75,000 ........ceevevenvnee. 2,612 1.8 2,296 1.6 789 0.6 1,807 1.3 17,746 54 15,250 10.7
$75-3100,000............coenvn.... 1,788 1.3 1,214 0.9 1,685 L2 400 0.3 17,208 DN 2500 5 8.6
$100-$200,000 ...................... 2,165 1.5 2,588 1.8 4,872 3.4 4,344 3.0 12,513 8.8 26,482 18.6
Greater than $200,000........ 1 954 14 1 905 1.3 3,436 24 6,508 4.6 45, 639 32.0 59,442 41.7
Column total................ 13,914 9.8 12,943 9.1 14,685 103 17,117 12.0 83,899 58.9 142,558 100.0

! Dollar value of gains included in AGI. During the period 1979 to 1983 a portion of long-term gains was excludable.
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Number of returns with gains.—Table 15 presents the incidence
of multiple capital gain realizations accruing to each income class
over the five-year period measured by number of returns. As in
Table 14, the income classifier is average AGI. During the five-year
period, approximately 15 million taxpayers realized gains. Nearly
44 percent of those taxpayers realizing gains realized gains in only
one year of the five. More than one fifth of taxpayers realizing
gains realized gains in only one year and had average AGI of
$50,000 or less. Just under 16 percent of taxpayers who realized
gains during the five-year period did so in each year.



Table 15.—Incidence of Multiple Capital Gain Realizations by 5-Year Average Adjusted Gross Income, 1979-83
Panel—Number of Returns

[Thousands of returns]

Taxpayers Taxpayers Taxpayers Taxpayers Taxpayers Row total
reporting reporting reporting reporting reporting
gainsinl of 5 gainsin2of5 gainsin3of5 gainsin 4 of 5 gains in each
Average AGI years years years years of 5 years
Number Percent
Num- Per- Num- Per- Num- Per- Num- Per- Num- Per-
ber cent ber cent ber cent ber cent ber cent
Less than $10,000................ 330 280 121 0.8 93 0.6 61 0.4 49 0.3 654 4.3
$10-320,000 .........ceveeevrenennne 738 4.8 230 1.5 145 0.9 134 0.9 140 0.9 1,387 9.1
$20-$30,000 ........ccevevvenneneen. 842 5.5 292 1.9 208 14 106 0.7 184 182 1,632 10.7
$30-$40,000 .... . 760 5.0 295 1.9 281 1.8 145 0.9 162 1.1 1,643 10.7
$40-$50,000 ... .. 833 5.4 314 2.1 165 1.1 119 0.8 162 1.1 1,593 10.4
$50-375,000 ........c0cceevvereeneee. 1,739 114 696 4.5 462 3.0 307 2.0 608 4.0 3182 24.9
$75-$100,000 ........c.ocovenvenn.... 863 5.6 431 2.8 300 2.0 196 1.3 396 2.6 2,186 14.3
$100-$200,000 ...................... 521 3.4 294 1.9 2 2.0 314 2 464 3.0 1,905 12.4
Greater than $200,000........ 62 0.4 60 0.4 49 0.3 86 0.6 240 1.6 -497 3.2
Column total................ 6,687 437 2,733 17.6 2,015 13.2 1,468 96 2,404 157 15,307 100.
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Summary.—Among taxpayers who realized gains in the period
1979 through 1983, a substantial number of taxpayers realized one-
time, or nonrecurring, gains. However, in dollar value, the bulk of
realizations were undertaken by taxpayers who were repeatedly in
the market.

b. Year-to-year variance in taxpayer income

Inclusion of capital gains in any income classifier may temporari-
ly make a taxpayer appear wealthier than he would appear on a
recurring basis. To investigate the importance of this criticism, the
Joint Committee staff has constructed a “transition matrix” which
shows the probability that a taxpayer in a given income class in a
given year is in the same or another income class in the succeeding
year.

Description of methodology.—Table 16 is a transition matrix for
1981 to 1982, for those taxpayers who realized capital gains in 1981.
The rows are classified by the taxpayer’s 1981 AGI, including real-
ized gains. The columns are classified by the taxpayer’s 1982 AGI,
including realized gains, if any. All entries are a percentage of the
number of taxpayers in the given income class who realized capital
gains in 1981.7! The entry of 17.8 in the third column of the second
row says that 17.8 percent of taxpayers who had a 1981 AGI be-
tween $10,000 and $20,000, and reported income from capital gains
in 1981, had a 1982 AGI between $20,000 and $30,000.

! Note that the income classifier here is not the same as that of Tables 14 and 15, although,
like Table 15, Table 16 examines numbers of returns rather than dollar values.



Table 16.—Transition Matrix of 1982 AGI by 1981 AGI, Taxpayers With Capital Gains

[Percentage distribution of returns]

1982 income class

AGI (1981 income class) {.l,less 310 000 320 000 330 000 $40 000 sso 000 $75 000 510:) ,000 G{](:ater
an 0 an

$10,000 520 1000 $30 1000 $40 1000 sso 1000 $75 000 3100 000 $200,000 $200,000

s AN 10,000 ...coooirinsnmirmbsomassssmsmsnsonssaneasssss 563  25.8 7.3 2.0 0.1 34 0.1 2.9 2.3
$10-320,000.........cemmrriirriircriiiieiin e 96 505 17.8  10.7 4.6 6.0 0.7 0.0 0.0
$20-$30,000........cemmriirriicieiieie e 61 146 430 225 103 2.1 0.0 1.5 0.0
$30-540,000.......cocooiimrerirrniiiieicee e 4.7 83 1563 433 141 127 1.7 0.0 0.0
$40-350,000........ccveiveiiriiii e 2.9 42 133 99 255 391 5.1 0.0 0.0
$50-8T5,000........ccocrerverincrrerinncrinrssinncsssssssasisassssssesses 1.1 12 1.5 63 118 512 231 3.5 0.4
N R 0.5 L 1.0 2.9 31 193 457 257 0.7
SRS EHIBIIO0 . vicoo s immstimms sisssssmosns sasnssssksies 1.2 0.2 1.3 0.7 1.2 58 145 66.6 8.6
Gamntepthan $200,000 ...........oimcmssnimsinsisemisnatin 1.3 0.1 0.1 0.1 0.1 1.2 21 18.6 765
















