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Motivation

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

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

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

A Thusin-work aidhas largely replacedut-of-work aid for this
population
A Given this important change, we evaluate how the EITC
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I How does the EITC adjust in times of greater economic ne
Does it provide income smoothing?

A The Great Recession provides the first major test of the safet:
net in this new era



Overview and Findings

A Empirical strategy:

I Exploit differences timing and severity of cycles across
states

I Use high quality administrativaicro-level data on tax
returns

A Preview of results:

I EITds countercyclical for married couples withildren

and weakly precyclical (but insignificantdr singlefilers
with children

I Comparedo food stamps, TANF and Ul, the EITC is the
least responsive to cycles
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(1) The Policy Setting



Per capita real expenditures (2011 $)
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Per capita real expenditures, cash and Rreash

Per Capita Real Expenditures
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Background on the EITC

A Refundable tax credit for low inconfi@amilies
A Must have earned income to l&igible

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

A Expansions due to tax acts in 1986, 1990, and 1¢
(and smaller expansions in 2001, 2009)

A About 60% of EITC filers are single with children,
20% married with children, and 20% childless [bL
only 2% of $ go to childless]
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(2) Features of a safety net

A Increase income at the bottom of the distribution,
reduce poverty

A Provide protection in times of economic need:
Insurance, smooth income (and hence consumption)

I For example a negative shock to family earnings is
mitigated by social insurance (e.g. Ul), public
assistance (e.g. food stamps) and for higher income
families the progressive tax system.
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EITC: Features of a safety net?
N Increasdéncome, reduc@overty

Children Kept out of Poverty (2012, In Millions)

__EITC is the most important
antipoverty program for children in
the US
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A Overall, the EITC (and CTC) kept 9 million persons @
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 economieed

A We know very little about this aspect of the EITC. It is the
focus of our paper.

A It seems clear that income insurance@ an explicit
goal of the EITC

I Instead goal is to increase income at the lower end of the
Income distributiorwhile encouraging work

I Priorwork (Eissa antdiebman1996, Meyer and Rosenbaum
2001and others) shows that the program clearly meets this goal

A But in this new era of income redistribution (less welfare,
more inwork tax credits) it is important to examine this

ISsue




(3) New Evidence on Cyclicality of tR€lC



Main Data: Statistics of Income (SMigrodata

A Representativessample of alU.Staxfilers (more than
100Kobsper year)

A Data contains: filingtatus, number oéxemptions,
earned incomeEITC credamount, number of children
for EITC, state of residence

A Samplerestrictions/construction:

I Exclude high incomeesarners (no state idshate filers,
marriedfiling separately, filererom territories or living
abroad

I Qollapseto cellsbased on year, state, maritéiling) status
andnumber of children

A Ineach cell, capture: weighted numberfidérs, number
of filers claimingeITC, total EITC dollataimed



Credit Amount 2012 $
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Tabulations of Tax Filers [1,$60,000] in 2006
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Overall Predictions:

A Singleparents: higher risk of losing EITC eligibility
because ofow averageearnings and singlearner
status(risk of earnings falling to zerfmnly 29% of
filers have income > phaseout]

A Married couples with children: likely increase in EITC
eligibility becaus®f high average earnings armao
earners (less risk of earnings falling to 2ér&% of
filers have income>phaseout]

A C Married couplecaseloads expected toe more
countercyclicathan those of singl@arents



Empirical Model and Outcomes
Ygst =B URgt + 05 + as + 6 + Zgmw + year; " ys + £45¢

A State panel fixed effects model

A Cycle measured by statear unemployment rate

A Outcomes: EITC recipients, EITC dollars, total filers ¢
RAODARSR o0& 4dFd NRnailé LRI

A Three groups: single with children, married with
children, no children

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

A Standard errors clustered on state, weighted using
denominator
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Main results

Table 2: Effects of Unemployment Rate on EITC Recipiency Rates
and Expenditures per Potential Tax Filer

(1) (2) (3) (4)
Children, Children,
All Married Single No Children

A: EITC Recipients per Potential Tax Filer

Unemployment Rate 0.385%  (.881"" -0.820 0.252%
(0.220)  (0.270) (1.306) (0.133)
Mean Y 0.220 0.144 0.855 0.079
Percent Impact (%) 1.8 6.1 -1.0 3.2
Observations 663 1326 1326 1326

One percentage point increase in BR

A 6.1 percentincreasein recipients/tax unit for married w/
children

A insignificant 1 percentlecreaseor single w/ children

[Dollars show similar pattern]
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Table 1: Summary Statistics, EITC Recipients and Expenditures, 2008

Total EITC Recipients (Millions) 244
Total EITC Expenditures (Billions 2008%) $50.5

Percent Distribution of Recipients, by demographic group

Childless 21.9%
Single with Children 58.7%
Married with Children 19.4%

Percent Distribution of Expenditures, by demographic group

Childless 2.7%
Single with Children 74.1%
Married with Children 23.2%




Estimated Coefficient
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(a) Married with Children
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Estimated Coefficient

(b) Single with Children
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Effect of UR on Tax Filing Status (Table 3)

(1) (2) (3)
Kids, Married Kids, Single No Kids

A: Total Filers

Unemployment Rate 0.198 -1.775% -1.466™**
(0.577) (1.053) (0.519)
Share of Filers 1.00 1.00 1.00
Mean Y 0.818 1.135 1.021
Percent Impact (%) 0.2 -1.6 1.4
Observations 1326 1323 1326

Consistent storyy! w  ft& R &
A No change in filing status for married w/ children
A Reduction in filing status for single w/children



How does the cyclicality of EITC compare to othel

programs?

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

EITC EITC Food

All Children Stamps Ul
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

Much smaller response for the EITC compared to Food Stamps and Ul
A More explicit income smoothing through transfer system than implicit

Income smoothing through tax system.

All models use statgear data, 199&€008, population denominators, weighted

using population.



(4) Policy implications

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

A Justified through efficiency and equity grounds

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

A To complete the safety net, we need to insure that
other elements of the safety net (SNAP, cash
welfare?) remain in place.



As a consequence of welfare reform, insurance against extrems
poverty declined significantly in the Great Recession
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Huge reduction in anfpoverty effects from welfare
Huge increase for EITC. Little change in Ul and food stamps
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