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Abstract

This paper reviews issues with analysis put forth in the Treasury I
(1984), Treasury I (1985), and in congressional testimony, which
has argued for the repeal of the nonbusiness state and local taxes deduc-
tion for itemizing taxpayers. In offering several arguments in support
of its repeal, the Treasury Department has denied the deductibility on
the basis of the two basic rationales; that is, the deduction is not
necessary to define the federal income tax base properly under the
ideal fiscal federalism, and the deduction cannot be justified on the
rate-limiting rationale under the rate reduction proposal.

But, it arrives at the cbnsistency with the proper treatmnet of the state
and local taxes under the comprehensive income tax by substituing the
marble cake type federal system with the layer cake type federal
system. By identifying issues behind the justification for eliminating
the deductibility, this analysis suggests that the Treasury’s arguments
for repealing the deductibility has several policy implications; reducing
the total business tax burden, reducing the size of government at all

levels, and using the revenue for the federal income tax rate reduction.
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2. BAEMNMBEBERETIL LN - HARIER

BARM R BGEIBEZ O & & TN - HABHEERIIMNE R, LW S
BORERIIWOTHIRTH B, LirL, TITiE, &LV NIVOBUFOERES
HICBI L CALAEY (marble cake type) DEEAHNT A U AOHIBH OB,
KBS HER (layer cake type) OEMFYLMEEAERTF N LESH2S
T LT, WEAPTERERO L L TOM - HIABERORER W & OB A AN
bhTWb, £ITC, COET, £TFMBERSHICEVWTVWELELEZD
N5 R. A. and P. B. Musgrave O BE#ETERLFLICHE L, £IH D
BFE X h A8 % H. C. Simons OEEMFTEBLROREAZ DR TR LIE T,
RS, MBAL - IEROBEEED—ATH S C. E. McLure, Jr. 38
FEOFTERO L & TOM - HBIERBE LA X R T 554G, 5 REEIM B
EHKET VBTN - TBIFIIEEBL X A T ORAREFBREH VAN
ETHD, RBHFOM - BT L FEEICBR L TWBDT, M - HH
BUCH LT AR DIRD AN E TR, EWIiEE Lo TWaHHR

(33)

5TH %,

(1) R. A. and P. B. Musgrave @Rﬂflﬁﬂiﬁ%ﬁ“)ﬁm

R. A. and P. B. Musgrave DB Cid, BfFid, ELS#AE (allocation
function), 4ZrEikéfE (distribution function), LE{LHEEE (stabilization
function) ® 3 DORHEE B Fe D> HH - MR & B LRI
ERDDNL, BB L SEREEE O LSV OBRBGHET 50 TH 5,
FUAHA /BB R EFLTH, BRI S0 BBER AR < 75 <, A
St OFI A FTREM: S 22N PRI T S M BGHFE (Fiscalia) 1236\ T, #t
LM OFENEEPCRES N TS ETNE, BARESOR-EMICR
BRBIFIZHE, BEEPEVWEDICZDORBEERET S, T LT, % LWERF
% H DA 67 B M BIITBRIEROE 2G5 R1E, TRICKARE] ©
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BEISL/HEND, LH-T, RAIAHFR, #hihod—L a0
MEAY AT 5 ETEKIBROERE b DR EEENEEMBCHE (optimal
multi-unit fiscal system) &L T &2 5,

CORBEISHEIRICE DS Rl EREAMBHBEORRE L > T ED
X, #&H0 IMBERORKEOZRIRFHIH (spatial limitation of benefit in-
cidence) ITH 1, T OWHRA, ABEEOEEAEDOHLTIHOM
TER R LT e B0 E > ik —SBOH M OMSORIG 2R
LOTHHH, HITD LD h—MOLEMOERDOFETHIACIRE I N
TWABDT, ERHETSH [T —T ) OA /= THE EOsE RO
ERIRONABZ EiZh, CO%E, Ml (local goods) (3375C, i
R (regional goods) (MUK T, EFKAYM (national goods)id o THtss
SNAWBRERERSNAZ LI 5,

Fio, HENPCROTRICEY 584, RUMBEHET 52 TOADHE
TRUETSE, DAGOFBEHEOMBEL, YOTBRKEICEEL L
5 LA UEARBEZID LE2 o5, i), RUFRZEOMEEIL, &
DB BET 22008 U T DT BIKIRIC Rz - 7B D 5, 7
¥ix b, PHRBMITEREIRE TRL > TWAIT Tk, R fTBIX
BOMBAL, Rl loKERRE 5 7o F — v ORI — ¥ ADHR % IR
THLHLNEDELTH S, LAahoT, [ELVHDOELWEERW] &
WO RANY, —fTBEBANTOE L WEOBICE L TidsYy 352, £H
URNVOETORAEICE L TIY TR E 57w, MEBEFERDO BTN
B, Bieinll MIBBEAZORDDICHVWONTWS) ICAET HEE 4%
TIW—TC BRI —EANORR A B 2R SEAHI L THD, TOTL
7 & IRENIC B R U AT — U KIS AR T 5T LT B, Lk
- T, ZEVNIVTOBRAEDOEL, COETFTIIVTIEHERD TS, £57k
BOMPURIEDTH S, £ LT, AFMITH T 5EF %S0T HERY
A, BiABE (BRREE) ZELCLOTHS, BiGEAEL@mLT
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IR T 5 IMTE ORITAYE SN B AR & LT, SRR
FHMEHE, BEROESICH T 5 HRITA O A 5 BAE
ek b, AR SHEA SR ERETHS, EEDEFIIMELT
b‘%@f%é‘ﬁ

B BEAEICBE T 5 4TIE, SRS DIRs A 2o Ic IR S N7 Rt D2k
TEARBEATTARIC 0 5 £ 510, ERMMIERRT, MARITbS T, sk
MR CHBET BB ARG A Bk Ly, ) UEBRA S THARIC
FRTHECH 5 > by EAHBEDEF LA 2 OF EBATIE, HHEAME
BB, FHBOTE S L < LRTEICE T HEE 4 IR & b4 5 DICEL
e Thbb, BHEATET AL, BEFER L BES LA
BICIBEET 5 S L AEIE L, BHEYTRELZVAR, A% —EZOME
IR A BB 2RI & BB BT 5 O & 2 RIF T 5,

Livl, HSHOBBRMEEEERICANS L, COT7FIY—ERI T
Feie\, EAR DT A RO D THEAZ S OTRVED, i
B3, BAOBEMPAEDOTINORECHELRITT I LT, ko
%h% (locational inefficiencies) #fED 9, Tz, ERZBILFETROH
Hrdkh, ANENSTIICHA LTS 50T, BRI L AESREEIEE
R (self-defeating) 5, Lo T, FiBOZIAD EMIC i) 5 RHE
S8 L THIC B BRIES I, BA L SMOBEOBBTIEEYS 54
TOWBRTH T TRALF, Fhid, MENESE BT O
T hiT o nwI E2ER LT3,

oI, FESEOEEICE, BAMOSROMERF T, MRk
FESROMHEDMEN S T3, BETIE, RRMROFER,
ABIOFEEK &3 BIBOMBEOTPELELERT 50T, LV L
TH B, FEOHMILERTIRZ BAI L -> TEFShB0T, HROR
i, MBI CIAZ EAMOSEICEGE LT B, LiAoT, Rknk
$FIC X BETTEE D DIEHTEE~ OB BN A FTEBERE SR LT, FAR
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DEE LWHEREAER S N TV ABEICE, HBRHOBESRECRAER
INBT LRV, LrL, 2ER—ACESWCEAMOSRAHBET 5
PR OB AT DN T WA, FRAREE O - #5) o
MBSRS, i, R, ZOMOAKY —L 2D k5 T TR+
BIHE % AT B\ ©R O — KO TG, Ll
> T, MENHEFT 500N THAT 50T, B & o & OROT
IR Tk L, BRI LTS, 2 LT, BRHISOEN %
i, EVARY—E AKICHT T 5— T, ZORBOBIHEEIRES
HROBITEE L D SENAERAS T LICRADT, b FOME S
D, BBN—AR—BE T B, LitioT, COBAICHE, MEHOMN
B = — KA VBRI O S\ R A OB A TS 8% S T LRI OB
BOPSALSENE, 5% DRI DS B M ALY — U 2 % T
BHENEEOS ESERT 5T LT, WENATR CEAMOFES LI ES

7
o

CNETORRIC Ko TRahiz & Dic, BENZMWBESERTTILT
3, EOHEREIE, BRAREEIC Ko TEAR SN AR DRE OZEHEIY
IS U T, Bz 2B VSVENICEI D IRON 5, COBBNLET IV T,
REOHLSMBPERDO A A —N—%ESRY, hRESFE, MBI~
DEEERMII4 (conditional categorical matching grant) %@ L TFD
KO M ORBEAFB TS LT, ThIT k- THEAEINSERO ALV
A== Re/Mbd %, COBHE, 2RNMExDOZIRITIE UM%
BT OZERELTBSEOFELNIR L LTW52, 5 LAY
R BARICHE T 501 TRV O T, BREFFIC XA EAROBSHE
BORMBERINDZ LWlie D, LIch->T, PREMII, BROZERLH
DM OB L RARICHIBBSEICHS T 5—H T, TRBUFIE, ZOTBX
BROFEAPNCERN A T HHEM2REET HITBE L, LT, 2O
Eid, MBEBERETNICE W TE L-OVOBUR B FI AR RE R BLIC HIfY %
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BRI LIS,

(2) MBEHIHESLICEHT BHEERS & H. C. Simons DEFEMAR
- '

BRI T BB U CHBE 2 59 5 &\ DRI, £EALL,
B OMBIFICE > AT — U ROKEL QR EDER, BIABR, JEmc
3, TRICEZBE | 28 LTREL, £HEOA Y —d, TOMKIE
HI LYV ZAOMBEEHONETHD, LWHTETHbH, TDI LI,
TRBFIC & » THEES 15— 2O FHEIC B IR E & h B s
RENBT LEHERLTHD, FREMLAVOLTORL, SRHIcES<
NETHDEVD T ERRLTV S, H¥kD, HARERCBHTE, T
REBUR AR & U < (LI 720 5 3 1\ > B e R ClE, (8
WHRBUKIEE GRBLKHE) 75, AR LAY —VRICH T BEADRITF KK
L Z DA EDEICHIE LTV, BAR, ORI » 7R
BHAOHIBICBHTE 57 5 TH 5,

077, BB, FOERSEEICREY — L AOMIE E LCREi
N—ZOBEHRT S, BENAMBESERTFVTE, 0L IVOBR
P B BRI T AR Ao TV BDT, BRBICRE SN B BE
Hz\, FHBESEICEYT 2 RERT AL, BASSIRSERE phb
DR, BADTIENICES BAMT C LATE, MBENTH LT
S ZITRIFIS H— U 2P DKEEIC He S\ T2 OBEAEE & 1 2 L
Ny Liedio T, BRI BOEIRER T TV TI, MR AP
HABEOEESH > DT, THVEENICES < Ba It —OBRH )
T L~V OFEEIROBF TS RICHHE 310, BRI M
BLARHOOT, WERLETE#RTI LIRS,

TR G ERT T LA B3| & HENB Z OfHIL, TR
HBEDHIREAAIC & 5 9 & IERBOMBURIC & 5 EH % EE LA H. C.
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Simons DERIIFEBLH L EERIC—HKLTH Y, MBEBEREF LD
HCEIBBIRICER S N A BAMM BB 2% 2 5 L C—2 0 AR L
TIND, FEROBETE HHEHTET, BBROEE R SNEERH
FIFTTHE A 41013, FO2SHI7e BRI L OO R 0 52 Bh B, Ly
L, CORMICESWTESETERWETOBUL, RFEHTRTEEICNT S
PR &% LOEFRIUCS A EAMOATEOB AN & FE S N &z
VW, &9 LE2s 5, Ho C. Simons 13, HEOMAFTERSIICE-T S B
FHBB T N7 BIORLICER 52 LA EE LTV ADTHH, 7 LT,
H. C. Simons 1%, TEEHAT &KFEHAT2RR T 5HEROEKIINIC
Yo TRHRRICERSND S L3\ e E 2, IR Ho B
FHC k> CERINRER GV, EEELTWA, HEnkb, FRKH
DEERG, MCIHRENAEELRGTHATES, S LEKLELTY, &
BB L EBEEHORT A RVWERYHEY, EAEAZMEFL, Exfy
572D OMETOM LB F ORISR S % i 6T B, 177, MCIARE
EBL, F:PIFRE & (special assessment), EEGEBPRL, RABOREBESFT
EaNTHY, KN ERIC oW CEEARICH SRR T 5 = LAY &
BEABNTO S, Lih-T, FIRRSHEE L FHEEHRSIEICE LT R
A. and P. B. Musgrave 7% 2 AMBHETERET I LEFINHHFERE
2 LHARICE L DA H. C. Simons OFFEBATIHE 2 bHTWADT
B %

CO%HE, M- WGRE OB, b RISEE, BB AERT 5EHL
DOFBNR—AF ED I DICEHSINAHNETHS DM, H. C. Simons IZ &
T, WBEN—R & 725 TEAFHL, SR 5 0% & RO,

(1) WHEICTHE S NHEFIOMSME S (2) MEHEORABMEORME D
REEER, L CEESNS,] LAL, H C. Simons i, ZONEE%
WZRWTM - HIABLE WIS D DRI R L Tuhiny — oA
ZTEM - MHBEROAMIZ I\ — o Lo T, ZOREYEBRL
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MEEHERETFVOFCRRLE T C L ABERSN S,

KEOHIBIEFIC BT ZEBRIBOWEIC BT, FBAHIMBED
BEOFEBERICX > TREEN S5, H. C. Simons OFFBE#HDOL LT
W BT &> 2 sy Sl 2 A8 L7 1T, R CIAE < FHBORE
Ik THEENS : &L, MBESHBCHE - F—E2AEBASL L <13
WET 575, B 2 EERIE - — 20K LT b N 7= i
K& LVWOT, FIBOFAETIBOERICEL RS9 THY, FRLF
RO ELLDOTA FTh, &5—EMMOFERE: LTHETE 3, %7,
H. C. Simons OFiEEHEIC 1T HHHE, REFELEZR, LHIIICH
BENDHHED T\ b OILATHIRE &M ¢ 5,

B 71 - — 1 ADME & %1 HICK LT b N Al O
&> H. C. Simons OFfBEZDOER LRI THIE, HABEELTWAS
M - MBS, DIERTERA— DG & TOHICI D Fbh 5~ & p ik
REICHIE N D, IR L k510, BAE25 &AM - B
BBV T S, WBERBATI, B UMBERZES LAZhCH LT
BEOME - F— U 2% B W B, Tixbb, 0T, BB LBEHLIO
BIfR% HRBMAH L 2 <AL LD ICE2T, BREHOES Y Zh ZhofE
ANCRBE®, 75 LEHFRSCHES S TRAEARES NS, L1
BB RIRIC B A ERFSEATHR SN TV 5, OB, ROV,
HECMBEORMMEERT S LOTERVWDT, FBRN—ApLELT R
NBRETHHD, WBEIC L > TRIFR SN B H OB OMIE,
WREPENRL, BRA—ACSENBNETH D, LichoT, HHVBHE
BT - 7= B ORI S L ENFISBAZ LS T 5 - — 2T,
H. C. Simons DFfEEHICE VW TRy FTH - ABIERARDO OIS D
Lidiev, AREIC, R.A. and P. B. Musgrave OB M ECEREHETS
MTEIVTI, BIFEROBRBA—Ah LRAERT 5 - LRERINS
NETHB. BERD, COEFVTE, BIIEAHKROTREL AL L
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- BREEFTEOFIAE L Z 2 bhRIER 6BV ALTH S, Lizdi->T, K
BIEIZiE, 2N GIEFARIBRROFTER DD DOMO B RN FBOFIRE LF L
THY, RZHAERTLEEAENLVO LRI, BICOWTHIERT 5
BEiIWwI kick s,

L Lo, FigEsEEE S #SERCBRESNS I 25872, M-
WAHBIN D ZHWEIICE S SBER LT ABAICE, EHBFBEROFER
Ne—ZHFBIZ B AN - ATBIEROFE LT EEL, AAZARICHER TS
SR s, M- B L LT - O L ABUFE O
I E LTSI, FHWBH & F - 2B OB D
il & ORBIOEMEAHN SN B TH D, Lich->T, TOHFITIE, M-
HABIEERIL, M - B OZ T - 7R OBEMNICR - THER SN
BNETHY, H. C. Simons DFIFERD S & Ti, ZHVETICETS
N BT T HIERIIED N BRETH 5,

(34) R. A. Musgrave and P. B. Musgrave, Public Finance in Theory and Practice (Fourth
Edition), (McGraw-Hill, Inc., 1984), p.567. AHDREL L Tid, BEEF IMIcES
WIoRKTRIkREE, KIRKEMBRIESR, T~A7 VA THEE — B3R - E - &
w—J4 I, I, I, (FZ#EM, 19824) A3, # 4 REE ISRICMEBE,RTD
NTWABDT, HARRICTHTHIERRRR &1tk > Tk,

(35) C.E.McLure, Jr., “Comments,”in J. A. Pechman ed., Comprehensive Income Taxa-
tion, (The Brookings Institution, 1977), (LA'F, C. E. McLure, Jr., “Comments” &
$45%), p.71, G. F. Break,“Federal Income Tax Reform: Two Intergovernmental
Issues,” 1985 Proceedings of the Seventy-Eighth Annual Conference on Taxation held
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(36) R. A. Musgrave and P. B. Musgrave, op. cit., pp.6-16, 226-246, 345-346, 501-522,
R. A. Musgrave,“Who Should Tax, Where, and Who ?”in C. E. McLure, Jr. Tax
Assignment in Federal Countries, (ANU Press, 1983), (LLF, R. A. Musgrave,“Who
Should Tax” &4 %), pp.1-25, R. A. Musgrave, Public Finance in a Democratic Society,
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Vol.II, (Wheatsheaf Books Ltd., 1986), (LLF, R. A. Musgrave, Public Finance & 3
%), pp.3-64. FEECHR & LTIk, RS, THAMBGHOZ V—4H - T—2 ), &
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3. MBEOMBLEHTHEL IERFIEHREOMER

(1) BEEEFLERREORS
HAMZMBEERERTT VO L E T, N - ABRISRER LA D
BART iz T, M whEBAEAOTHVEENERI S S L
i, ZHONRBATEICZTR- 2ERIC L > THESh, 20Xy
FOFHEIIN - ABRIERAFEE LEVWO LR Licik b, LrL, MBAES
FE LM BERER TSR M - tABLIEREEIRGRTE, MBEE
BEFNVERELOBICHHAER AV & BERMICHRE T2 2 &7 CBICE
DT LT, TEHTEBICIT HM - MTRIEROER % BB DI
PHIEY LT AR RET HEREAZR LTS, £ THBEBSTIC
BWAEBRRMBGERERTT IV ERE L OMORIEES OB L B
- BRI ORI & #:3f L7z B. D. Billman, Jr. and N. B. Cunningham ®
SHERLIC, B L BEREHBGERERT L L DRV EEEL LS,
LT, EEOM - HTERIL, ANBABESIHEO LS BRI %
B AR R U ALY — U ARIRGET 5 T L h Al < SNTV 5, Bl
i, IS k> THRERD S5, THTOROESZMBAE L T\ 5 BEk
F B (Aid to Families with Dependent Children: AFDC) #3%&1F Hh
%o R.A.and P. B. Musgrave OEAPMEBEG#IBERE TV T, EFTEZ
BRZEUBSENEL, Ik - T2EESFAEI N, H—Ici S
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nREESEN, mER D, RESLCH, SRICET 5RIFSALEROE
ERINCH B/ O, FHESTICHT 5 BRI LEQICHIST bhBk
TR TRAEBEVH B THS, & A5, FRICITEIBER &M - 1k
i3, AFDCOfth - MEEEOREEHA LTS, £/, KB Lk
Polodd, 1983FEFEEE T, Reagan KHHIL, A5+ 74 FOLER
AEIEIT 25 2, AFDC L REARATEDL TOMEMIED
WTHT ERRE LA, CORULHEOFEDEI LA M LA LAD
HEOEHRIT, BAROMEIEROLMEL L TR > E <RI kbN 2
2> B M ECERER ORI T <, MG T LGSR 4 KR
B NdmE e L FE L TW5, OO T LChmnit b\ EEL A
i, AR RTEGE 3 L B & 0T LV RIS, M - B OR
RIC k- THREICIED S b DTV, &S5 T & Ths, AFD
CIca b5 &> ANELBES TR, M - ABIRED % < & 555
WCERNE B T NSOHE YR LD TH D, 19835 THH
BHZ 351 5 AF D C & £REAHED 2 BEOMBIF~ OIS TR, Bt
BIER HEE O B T AP BN T\ 5,

#2142, R.A. and P. B. Musgrave OEAR B B EHE 7T,
BEOAY —C ADERIY, ZNE RS BB ORE Oz IS
FHEEZLNTVD, Ll, M- HHABIE, ZOERAFICASY—
CROESETIE TR SRS 5Tl <, Z ORI MHTRE
Ba A T 5 (spill over) A —U AT 5, ThbHDOAS
P R BTBICRIC & » T, ZRURSHBH A TR L, a2k
L LCOREOMRN RS O/, OLTOMRY L AFICRES
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