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Motivation

ÅIn the past 2 decades, the safety net for low income families 
with children has been transformed:

ïWelfare reform has led to historic lows in cash welfare 
caseloads (TANF)

ïThe EITC has expanded such that about 20 percent of tax 
filers now receive the credit

ÅThus in-work aid has largely replaced out-of-work aid for this 
population

ÅGiven this important change, we evaluate how the EITC 
ǇŜǊŦƻǊƳǎ ŀǎ ŀ άǎŀŦŜǘȅ ƴŜǘέ 

ïHow does the EITC adjust in times of greater economic need? 
Does it provide income smoothing?

ÅThe Great Recession provides the first major test of the safety 
net in this new era



Overview and Findings

ÅEmpirical strategy:

ïExploit differences in timing and severity of cycles across 
states

ïUse high quality administrative micro-level data on tax 
returns

ÅPreview of results:

ïEITC is countercyclical for married couples with children 
and weakly pro-cyclical (but insignificant) for single filers 
with children

ïCompared to food stamps, TANF and UI, the EITC is the 
least responsive to cycles



Outline of talk

1. Policy Setting

2. Features of a Safety Net

3. New Evidence on Cyclicality of the EITC

4. Policy Implications



(1) The Policy Setting
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Per capita real expenditures, cash and near-cash

Source: Bitler and Hoynes (2013). 
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Background on the EITC

ÅRefundable tax credit for low income families

ÅMust have earned income to be eligible

ÅCredit varies by number of children (small credit 
for childless), earnings (and AGI)

ÅExpansions due to tax acts in 1986, 1990, and 1993 
(and smaller expansions in 2001, 2009)

ÅAbout 60% of EITC filers are single with children, 
20% married with children, and 20% childless [but 
only 2% of $ go to childless]



EITC Schedule, 2014 Tax year

Source: Tax Policy Center, Historical EITC parameters 



(2) Features of a safety net

ÅIncrease income at the bottom of the distribution, 
reduce poverty 

ÅProvide protection in times of economic need: 
insurance, smooth income (and hence consumption)

ïFor example a negative shock to family earnings is 
mitigated by social insurance (e.g. UI), public 
assistance (e.g. food stamps) and for higher income 
families the progressive tax system.

ïKniesnerand Ziliakόнллнύ ǊŜŦŜǊ ǘƻ ǘƘƛǎ ŀǎ άŜȄǇƭƛŎƛǘέ 
όǘǊŀƴǎŦŜǊǎύ ŀƴŘ άƛƳǇƭƛŎƛǘέ όǘŀȄŜǎύ ƛƴŎƻƳŜ ǎƳƻƻǘƘƛƴƎ 



EITC: Features of a safety net?
Increase income, reduce poverty 
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EITC is the most important 
antipoverty program for children in 
the US
ώ¢!bCΩǎ ǊŜŀŎƘ ƛǎ ƳƛƴƛƳŀƭΣ ŜǾŜƴ ŦƻǊ 
extreme poverty, <=50%FPL]



ÅOverall, the EITC (and CTC) kept 9 million persons out 
of poverty; only Social Security removes more 
persons from poverty in the U.S.



EITC: Features of a safety net?
Provide protection in times of economic need
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ÅWe know very little about this aspect of the EITC. It is the 
focus of our paper. 

ÅIt seems clear that income insurance is not an explicit 
goal of the EITC 

ïInstead goal is to increase income at the lower end of the 
income distribution while encouraging work

ïPrior work (Eissa and Liebman1996, Meyer and Rosenbaum 
2001 and others) shows that the program clearly meets this goal

ÅBut in this new era of income redistribution (less welfare, 
more in-work tax credits) it is important to examine this 
issue

?



(3) New Evidence on Cyclicality of the EITC



Main Data: Statistics of Income (SOI) Microdata

ÅRepresentative sample of all U.S. tax filers (more than 
100K obsper year)

ÅData contains: filing status, number of exemptions, 
earned income, EITC credit amount, number of children 
for EITC, state of residence

ÅSample restrictions/construction:
ïExclude: high income earners (no state ids), late filers, 

married filing separately, filers from territories or living 
abroad

ïCollapse to cells based on year, state, marital (filing) status 
and number of children 

ÅIn each cell, capture: weighted number of filers, number 
of filers claiming EITC, total EITC dollars claimed



Expected Effects

Labor market downturn 
leads to:

Reduction in employment

Reduction in earned 
income

Possible reduction in filing

This could lead to:

ҧ 9L¢/ ŜƭƛƎƛōƛƭƛǘȅ ƛŦ 
earnings are > EITC range

Ҩ 9L¢/ ŜƭƛƎƛōƛƭƛǘȅ ƛŦ 
earnings are in EITC range



Tabulations of Tax Filers [1,$60,000] in 2006



Overall Predictions:

ÅSingle parents: higher risk of losing EITC eligibility 
because of low average earnings and single earner 
status (risk of earnings falling to zero) [only 29% of 
filers have income > phaseout]

ÅMarried couples with children: likely increase in EITC 
eligibility because of high average earnings and two 
earners (less risk of earnings falling to zero) [75% of 
filers have income>phaseout]

ÅČMarried couple caseloads expected to be more 
countercyclical than those of single parents



Empirical Model and Outcomes

ÅState panel fixed effects model

ÅCycle measured by state-year unemployment rate

ÅOutcomes: EITC recipients, EITC dollars, total filers all 
ŘƛǾƛŘŜŘ ōȅ άŀǘ Ǌƛǎƪέ ǇƻǇǳƭŀǘƛƻƴ όǘŀȄŀōƭŜ ǳƴƛǘǎύ

ÅThree groups: single with children, married with 
children, no children

ÅAt risk population measured using CPS (count of tax 
filing units by group, state, year)

ÅStandard errors clustered on state, weighted using 
denominator



Sample period: 1996-2008

Chosen as period with stable 
EITC schedule

With more aggregated data we 
can extend through 2010  
(results very similar)



Main results

One percentage point increase in UR Ą

Å6.1 percent increasein recipients/tax unit for married w/ 
children

Åinsignificant 1 percent decreasefor single w/ children

[Dollars show similar pattern]



Graphical version of main results (Fig 5)
2000-нллу ҟ¦w ŀƎŀƛƴǎǘ ҈ҟ9L¢/ ŎŀǎŜƭƻŀŘκǇƻǇ





Full Table



Full Table



Effect of UR on Tax Filing Status (Table 3)

Consistent story, ҧ¦w ƭŜŀŘǎ to:

ÅNo change in filing status for married w/ children

ÅReduction in filing status for single w/children



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

EITC EITC Food

All Children Stamps UI

Unemployment Rate 0.163** 0.108* 0.285*** 0.135***

(0.068) (0.063) (0.061) (0.012)

Mean Y 0.072 0.058 0.034 0.009

Percent Impact 2.2 1.8 8.4 14.5

Observations 663 663 663 663

How does the cyclicality of EITC compare to other 
programs?

Much smaller response for the EITC compared to Food Stamps and UI.

ĄMore explicit income smoothing through transfer system than implicit 
income smoothing through tax system.

All models use state-year data, 1996-2008, population denominators, weighted 
using population.



(4) Policy implications 

ÅThere is bipartisan significant support for the EITC. 
The program redistributes income while encouraging 
work.

ÅJustified through efficiency and equity grounds

ÅOur work highlights what the EITC is not well suited 
to do: provide income insurance, protection in the 
face of job loss and recessions

ÅTo complete the safety net, we need to insure that 
other elements of the safety net (SNAP, cash 
welfare?) remain in place. 
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As a consequence of welfare reform, insurance against extreme 
poverty declined significantly in the Great Recession
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Huge reduction  in anti-poverty effects from welfare

Huge increase for EITC. Little change in UI and food stamps


