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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. 

I will start by putting these programs in the context 

of the broader social safety net in the U.S.



Social Insurance:

Eligibility depends on work 
history, mandatory pay-in 
while working. 

Eligibility does not depend 
on current needs (e.g. not 
income restricted)

Public Assistance:

Eligibility targeted at lower 
income groups. Benefits 
typically “phased out” as 
income increases

The social safety net consists of social insurance 
and public assistance programs 

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



Who is poor in the US? 
Supplemental Poverty Rates by Age, 2020

Source: Liana Fox, “The Supplemental Poverty Measure: 2020”, US Census.

Children have 
highest poverty 
rates.
Back before 
social security, 
it was the 
elderly who had 
the highest 
poverty rates



U.S. child poverty rates high by international 
comparison

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

Source: Liana Fox, “The Supplemental Poverty Measure: 2020”, US Census.



How does the social safety net affect poverty?



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

How does the social safety net affect CHILD POVERTY

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

Pre-COVID;
Highlights 
the major 
role of tax 

credits



Source: Center for Budget 
and Policy Priorities 2021.

PRE-tax & 
transfer poverty 
rates similar to 

other countries; 
POST-tax & 

transfer poverty 
rates very high 
by comparison



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)

• Little in cash – tax credits, food and nutrition 
programs

• Heavy use of conditionality – increasingly linked to 
work

• Funding levels not high – compared to other 
countries



Not Universal – Example: EITC



• 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 in the system

Growing Conditionality



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



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 
on work lacks “basic 
insurance” and is of little 
help if there is not work 

 Huge value of 
expanded child tax credit



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



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

to other countries



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

• Expansions to the Child Tax Credit – first 

unconditional and nearly universal benefit for 

children (ever!); predicted to reduce poverty by more 

than 40%


