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The American Rescue Plan included critical expansions of
the Earned Income Tax Credit and the Child Tax Credit.
This expands dramatically the IRS role in administering
social benefits in the US.

These workshops are aimed at exploring how social benefit
programs could be administered well through the tax
system.

| will start by putting these programs in the context
of the broader social safety net in the U.S.
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The social safety net consists of social insurance
and public assistance programs

Social Insurance: Public Assistance:
Eligibility depends on work Eligibility targeted at lower
history, mandatory pay-in income groups. Benefits
while working. typically “phased out” as
Eligibility does not depend income increases

on current needs (e.g. not
income restricted)

Some operate through the tax system, others don’t.

Benefits can be in cash, through tax refunds, or in
kind (health insurance, housing vouchers)



The US Social Safety Net: Participation by Program
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Source: See technical appendix. THE

. | | HAMILTON
Note: Enrollment data are for 2018 for all programs except energy assistance and renters assistance which are for PROJECT
2017 and 2019, respectively. For more information on beneficiaries of social insurance programs, including more detail BROOKINGS

on the time period for which government agencies produced these numbers, please see the accompanying technical
appendix.
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Who is poor in the US?
Supplemental Poverty Rates by Age, 2020
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rates.

Back before
social security,
it was the
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Source: Liana Fox, “The Supplemental Poverty Measure: 2020”7, US Census. Berkeley
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U.S. child poverty rates high by international
comparison

Chart CO2.2.A. Child relative income poverty rate, 2016 or latest available year
Relative income poverty rate (%), for the total population and for children (0-17 year-olds)
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Note: Data are based on equivalised household disposable income, i.e. income after taxes and transfers adjusted for household size. The poverty threshold is set
at 50% of median disposable income in each country. Data for India and China refer to 2011, for Brazil to 2013, for New Zealand to 2014, for Iceland, Japan,
Switzerland, Turkey and South Africa to 2015, and for Chile to 2017.

Source: OECD, https://www.oecd.org/els/CO 2 2 Child Poverty.pdf



https://www.oecd.org/els/CO_2_2_Child_Poverty.pdf

Who is poor in the US?
Supplemental Poverty Rates by group, 2020
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Source: Liana Fox, “The Supplemental Poverty Measure: 2020”7, US Census. Berkeley
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How does the social safety net affect poverty?

Change in Number of People in Poverty After Including Each Element: 2020
(In millions)

Bl Under 18 years 7118 to 64 years [ 165 years and older
Social Security -26.5 | | ]
Economic Impact/stimulus’ -11.7 || ]
Unemployment insurance -5.5 H:-
Refundable tax credits? 530 T
SNAP + school lunch 220
SNAP 29 R
SS| 2.7 11
Housing subsidies 2.4 [T
Child support received -0.5 i
TANF/general assistance -0.5 [l
School lunch -0.3 |
Workers' compensation -0.2
Energy assistance -0.1 |

WIC -0.1]



How does the social safety net affect CHILD POVERTY

Current programs are associated
with a child poverty rate of 13%

Pre-COVID; 13%
Highlights All programs |

the major
rOIe Of taX Federal EITC, CTC +5.9%
credits o w2k
SSi
Social Security
UC, WC, and other social insurance
Housing subsidies Bl 138%
Other benefits I 1%
0 5 10 15 20 25

Child Poverty Rate

FIGURE 4-9 “What-if” Child Poverty Rates With the Elimination of Selected Federal
Programs.

Source: A Roadmap to Reducing Child Poverty, National Academy of Sciences, 2019.

Other benefits include TANF, means-tested veterans benefits, means-tested education assistance, LIHEAP, the National School Lunch Program, and WIC.



U.S. Child Poverty Rate Exceeds Similarly
Wealthy Countries After Taxes and
Government Benefits

Percent of children in poverty, approximately 2015

Before taxes and benefits After taxes and benefits
Denmark 3% 13%
Finland 49 16%
South Korea 702%
Iceland : 13%
PRE-tax &
Norway 79 3%
transfer poverty Sweden R
. . Ireland 34%
rates similar to %
. Switzerland 10%124)
other countries; Netherlands o 20%
23%
POST-tax & Germany 10% 0
Belgium 1% 20%
transfer poverty Luembourg I
. Austri 22%
rates very high usira "
. United Kingdom % 3%
by comparison France o %
Australia 13% 25%
New Zealand 149, 25%
Canada 15% 23%
[ United States 20% 27%

Note: The poverty threshold is defined here as 50 percent of national median income, a
widely accepted international standard. The comparison includes countries (for which
comparable data are available) with mean disposable incomes within 35 percent of U.S. mean
income ($40,091)in 2015 U.S. dollars converted by purchasing-power parity.

Source: Organisation for Economic Co-operation and Development Income Distribution
Database and Janet C. Gornick and Timothy M. Smeeding, “Redistributional Policy in Rich
Countries: Institutions and Impacts in Nonelderly Households,” 2018

Source: Center for Budget
and Policy Priorities 2021.



Income support for the poor in the U.S.

* Not universal —targeted at elderly, disabled and
families with children (prime age adults without
children, undocumented immigrants left out)

e [ijttle in cash — tax credits, food and nutrition
programs

* Heavy use of conditionality — increasingly linked to
work

* Funding levels not high — compared to other
countries
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Not Universal — Example:

FIGURE 1
Earned Income Tax Credit
2021

Credit amount
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MNo children (prior law)
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Adjusted gross income

Source: Urban-Brookings Tax Policy Center (2021); Internal Revenue Procedure 2020-45, Internal Revenue Service; and H.R. 1319, "American Rescue
Plan Act of 2021," 117th Cong. (2021.)
Notes: Assumes all income comes from earnings. Amounts are for taxpayers filing a single or head-of-household tax return. For married couples filing a

joint tax return, the credit begins to phase out at income $5,940 higher than shown, or $5,950 if the couple has children. ] 1
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Growing Conditionality

* Mid-1990s and beyond: Welfare reform and the rise of
the Earned Income Tax Credit

« 2010s: Expanding work requirements to other programs
— SNAP and Medicaid

» U.S. safety net largely topping up work but providing little
protection out of work.

» Evidence from Great Recession shows greater volatility
at lower incomes, consistent with these changes leading
to less insurance Iin the system
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Consequence of these changes: Increasing share of
child benefits going to earners, those above poverty

(a) Share of total spending, by earning status (b) Share of total spending, by income

Percent

Percent
Earnings
80 c
60 |
60 | 50 to 99 percent
40
40 100 to 149 percent
No eamnings
20 " -
20 L Less than 50 percent
150 10 199 percent
1 1 1 1 1 1 1 1
1995 2000 2005 2010 1995 2000 2005 2010
Year Year
Sources: Various administrative sources (see the online appendix); authors’ calculations. Sources: Various administrative sources (see the online appendix); authors’ calculations.
a. Programs include SNAP. AFDC/TANF, EITC, and CTC. a. Programs include SNAP, AFDC/TANF, EITC, and CTC. The line captions denote family income as

a percentage of the supplemental poverty measure.

Source: Hoynes and Schanzenbach 2018, Brookings Paper on Economic Activity.



Consequence of these changes: Increasing share of
child benefits going to earners, those above poverty

(a) Share of total spending, by earning status (b) Share of total spending, by income

A social safety net based

e 0N work lacks “basic

insurance” and is of little
60 o - 50 to 99 percent
help if there is not work j

100 to 149 percent

No earnings

- Huge value of s o 0 mereen
~expanded child tax credit . "o

1 1 1
1995 2000 2005 20 2005 2010
Year Year

Sources: Various administrative sources (see the online appendix): authors’ calculations. Sources: Various administrative sources (see the online appendix); authors’ calculations.
a. Programs include SNAP, AFDC/TANE, EITC, and CTC. a. Pr

rograms include SNAP, AFDC/TANF, EITC, and CTC. The line captions denote family income as
a percentage of the supplemental poverty measure.

Source: Hoynes and Schanzenbach 2018, Brookings Paper on Economic Activity.



Consequence of these changes: Dramatic reduction in cash
assistance for poor families with children

TANF’s Reach Declined Significantly Over Time

Number of families receiving AFDC/TANF benefits for every 100 families
with children in poverty

100

1979: 82
| 1996: 68
80
60
40 AFDC families 2018: 22
== TANF families l
20

L-JI.I.I.].I SN [ P S [ A [ 16 [ R N R
79 '81'83'85'87'89 '91'93'95'97'99'01'03'05'07'09 "N 13 "5 17

Mote: TANI lemporary Assistance for Needy Families, AFDC = Aid to Families with
Dependent Children.

Source: CBPP analysis of poverty data from the Census' Current Population Survey and
AFDC/TANF caseload data from Department of Health and Human Services and (since
September 2006) caseload data collected by CBPP from state agencies




Funding levels not high
Example: U.S. spending on family benefits is low compared
to other countries

Famﬂy benefits pub]ic Spending Total, % of GDP, 2015 or latest available Source: Social Expenditure: Aggregated data
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With this background how to the American
Rescue Plans improve the system?

* Expansions to EITC — large increase in tax credit for
adults without children in the household

e Expansions to the Child Tax Credit — first
unconditional and nearly universal benefit for
children (ever!); predicted to reduce poverty by more
than 40%
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