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Key takeaways

The Earned Income Tax Credit (EITC) is an important tool for supporting low-income
families with children but is plagued by program integrity issues. The improper payment
rate hovers around 33%, or $21.9 billion, according to the latest estimates.

The problem stems from the EITC’s qualifying-child requirements.

Tax experts, including the IRS Taxpayer Advocate, have recommended turning the EITC
into a pure worker tax credit and shifting the child portion over to the Child Tax Credit
(CTC), but Congress has shown little appetite for large-scale reform.

We demonstrate how more incremental reforms could still shift a significant portion of
the EITC’s child benefits over to the CTC and create new mechanisms for verifying eli-

gible parents to reduce improper payments while minimizing costs and the number of
families impacted.



Introduction

In 2023, federal agencies collectively identified $236 billion worth of improper payments across all the fed-
eral programs with annual spending greater than $10 million. Improper payments include both those that
should not have been made because the recipient was ineligible, as well as payments made in the incorrect
amount, whether recipients were paid too much or too little. That said, almost three-quarters of improper
payments were overpayments in 2023.!

The IRS has identified refundable tax credits as particularly susceptible to improper payments. The Earned
Income Tax Credit (EITC) has been plagued by an alarmingly high improper payment rate for decades. The
most recent estimates put the scope of improper EITC payments at one-third of all payments, amounting
to $21.9 billion in 2023 — more than the federal government spends each year on Temporary Assistance
for Needy Families (TANF).2 These high improper payment rates have persisted despite years of effort to
address them on the part of both the IRS, through administrative reforms, and Congress, through small
legislative tweaks.?

The EITC, along with the Child Tax Credit (CTC), are foundational policies for supporting American fami-
lies. Persistent program integrity issues undermine this vital goal and should be addressed in a manner
that protects these tax credits and the families served by them. In this report, we identify the source of the
problem, consider proposed solutions from tax experts, and offer incremental recommendations for reduc-
ing improper payments in a manner that continues to support families.

The scope and source of improper payments

There is a broad consensus that the EITC’s improper-payment issues stem from the credit’s complex income
and qualifying-child eligibility requirements and the IRS’ limited ability to verify eligibility in a timely man-
ner.* Income misreporting and qualifying-child errors account for the majority of improper payments. While
income misreporting is the most common error, qualifying-child errors account for the largest dollar amount
of overpayments.® For that reason, we focus on the source of qualifying-child errors here.5

1. Government Accountability Office, Improper Payments: Key Concepts and Information on Programs with High Rates or Lacking Estimates, GAO-
24-107482 (Washington D.C.: 2024a)

2. The refundable portion of the CTC has a much lower but still substantial improper payments rate of 14.5%, amounting to $500 million.

3. Treasury Inspector General Tax Administration, Assessment of Fiscal Year 2023 Compliance With Improper Payment Reporting Requirements
2024-400-026 (Washington D.C.: 2024:5); Dennis Ventry, “The Collision of Tax and Welfare Politics: The Political History of the Earned Income Tax
Credit, 1969-99,” National Tax Journal 53, no. 4 (2000).

4. Michelle Lyon Drumbl, Tax Credits for the Working Poor A Call for Reform (Cambridge University Press, 2019); GAO, “Improper Payments”;

Scott Hodge, Why Congress Is More to Blame than IRS for $26 Billion in Refundable Tax Credit Overpayments (Tax Foundation, 2023); National
Taxpayer Advocate, 2025 Purple Book (Washington D.C.: 2024); Internal Revenue Service, Compliance Estimates for the Earned Income Tax Credit
Claimed on 2006-2008 Returns, Research, Analysis & Statistics Report Publication 5162 (Washington D.C.: 2014); Treasury Inspector General Tax
Administration, Addressing Complex and Inconsistent Earned Income Tax Credit and Additional Child Tax Credit Rules May Reduce Unintentional
Errors and Increase Participation. 2021-40-070 (Washington D.C.: 2021)

5. IRS, “Compliance Estimates,” 2014.

6. Evidence suggests that income misreporting is largely a problem of inability to verify income for self-employed workers (e.g., Government
Accountability Office, Refundable Tax Credits: Comprehensive Compliance Strategy and Expanded Use of Data Could Strengthen IRS’s Efforts

to Address Noncompliance. GAO-16-475 (Washington D.C.: 2016); Emmanue Saez, “Do Taxpayers Bunch at Kink Points?,” American Economic
Journal: Economic Policy 4, no. 3 (2010); Jacob Mortenson and Andrew Whitten, “Bunching to Maximize Tax Credits,” American Economic Journal:
Economic Policy 12 no. 3 (2020), which is beyond the scope of this report.
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Both the EITC and CTC allow filers to claim qualifying children if they meet certain eligibility criteria.
Different family provisions in the tax code — such as the EITC and CTC, but also the Child and Dependent
Tax Credit, Dependent Exemption, and Head of Household Filing Status — have used inconsistent defini-
tions of “qualifying children” in the past. Congress finally addressed this with the Working Families Tax Relief
Act of 2014, which adopted a uniform definition of qualifying children, and with the Tax Cuts and Jobs Act,
which eliminated the Dependent Exemption and replaced it with a larger CTC.” Standardizing definitions
was a good first step, but confusion remains over several aspects of the qualifying-child tests. There are sev-
eral criteria that children must meet in order to qualify for the credits. Two in particular create complexity
that gives rise to improper payments.®

Relationship test. The qualifying child must be related to the claimant in one of the following ways: son/
daughter, adopted child, qualifying foster child, half-sibling, step-sibling, nephew/niece, or grandchild.

Residency test: The qualifying child must have lived with the claimant for more than half of the tax year.
The EITC has an additional requirement that the claimant and child must have resided in the United States
for more than half of the tax year.

In the abstract, both are reasonable tests to ensure that the benefits of these tax credits go to the claimants
who are caring for the child. The trouble arises when these rules meet the reality of changing family circum-
stances over time. Households with stable marriages rarely encounter complexity in claiming tax benefits,
as there are typically no changes in relationship or residency, and no conflicts between claimants. However,
the increasing complexity of family arrangements—single parents with shared custody, married couples with
non-biological parents sharing custody, and intergenerational households—makes determining claimant
eligibility increasingly difficult.

In many cases, the fluid nature of children’s residence over the tax year leaves parents confused as to whether
they have met the test for the various family provisions in the tax code. Unmarried parents themselves often
disagree about the extent to which each of them lived with their child over the year.’® Parents sometimes
find their claims rejected upon filing because the other parent has already claimed the child. In other cases,
parents may shift qualifying-child claims, either because they are not aware of the specific rules, or in order
to purposely maximize total credit amounts. For example, the IRS has established tiebreaker rules for situ-
ations where the child resides with both parents equally, requiring that the parent with the higher earnings
claim the child for EITC purposes. However, because residency is hard to verify, this provides the opportu-
nity to shift the child’s residence on paper to maximize the EITC."

7. National Taxpayer Advocate, 2008 Report to Congress (Washington D.C.: 2008: 363-4); Joshua McCabe and Leah Sargeant, Building a stronger
foundation for American families: Options for Child Tax Credit reform (Niskanen Center, 2025).

8. TIGTA, “Complex and Inconsistent Rules,” 20.

9. Elaine Maag, Elizabeth Peters, and Sara Edelstein, Increasing Family Complexity and Volatility: The Difficulty in Determining Child Tax Benefits
(Tax Policy Center, 2016), Elaine Maag, Nikhita Airi, and Lillian Hunter, Understanding Yearly Changes in Family Structure and Income and Their
Impact on Tax Credits (Tax Policy Center, 2023); Daniel Meyer, Marcia Carlson, and Moshi Ul Alam, Changes In Placement After Divorce and Impli-
cations For Child Support Policy, CSPR-2018-2020-T12 (Institute for Research on Poverty, 2019)

10. Maureen Waller and Maggie Jones, “Who Is the Residential Parent? Understanding Discrepancies in Unmarried Parents’ Reports,” Journal of
Marriage and Family 76 (2014); Katherine Michelmore and Natasha Pilkauskas, “The Earned Income Tax Credit, Family Complexity, and Children’s
Living Arrangements,” RSF: The Russell Sage Foundation Journal of the Social Sciences 8 no 5 (2022).

11. Laura Tach and Halpern-Meekin, “Tax Code Knowledge and Behavioral Responses Among EITC Recipients: Policy Insights from Qualitative
Data,” Journal of Policy Analysis and Management 33 no. 2, (2014); Kara Leibel, Emily Lin, and Janet McCubbin, Social Welfare Considerations of
EITC Qualifying Child Noncompliance, Office of Tax Analysis Working Paper 120 (Washington D.C.: 2020).
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The EITC has substantial churn from year to year. About one-third of EITC claimants in a given year did
not claim the EITC the prior year, leaving more of them plausibly unaware of the rules.’? In contrast, the
CTC, which is not targeted to a narrow slice of tax filers, is more likely to be claimed and understood from
year to year.

The problems associated with determining who can claim a qualifying child are exacerbated by the limited
ability of parents to document the necessary information and the limited ability of the IRS to adequately
verify it. Whereas other family benefits, like social assistance or Medicaid, rely on application processes that
verity eligibility before benefits are paid out, family benefits in the tax code, like the EITC and CTC, rely
more on a system of self-attestation with limited capacity for third-party verification and a heavy reliance
on audits. Qualifying-child errors are particularly tough to monitor because they are “factually intensive and
not easily verifiable.”® Audits are often burdensome for tax filers and the IRS alike, and have raised concerns
about unfair treatment in recent years.™

As the IRS Taxpayer advocate has noted in congressional testimony, filing for the EITC is essentially an appli-
cation for the EITC, with verification backloaded rather than upfront as with other family benefit programs.
This substantially lowers the administrative cost for the government and for filers, but increases the volume
of applications that need to be reviewed for error and fraud. The EITC’s administration costs comprise less
than 1 percent of the total benefits delivered, while for other non-tax benefit programs, determining eligibil-
ity can comprise as much as 20 percent of the total program cost.'

The persistence of improper payments related to qualifying-child errors and the absence of efficient mecha-
nisms for verifying eligibility suggest the limitation of administrative reforms to address them. Several gov-
ernment watchdogs, including the Taxpayer Advocate and Government Accountability Office, have pointed
to the potential merits of a comprehensive legislative overhaul of the EITC and CTC as a solution.'®

The case for making distinct credits for workers and for children

One novel legislative reform, which has been recommended by the Taxpayer Advocate for over a decade
— most recently in the 2025 “purple book” — is to restructure the EITC and CTC into two totally distinct
credits. In this scenario, the EITC would be stripped down into a straightforward tax credit aimed at boost-
ing the incomes of low-wage workers, irrespective of whether they are caring for children in their house-
hold. The children’s portion of the EITC would be shifted over to the CTC in line with its existing structure,
aimed at helping families more generally with the cost of raising children. The program-integrity benefits
of eliminating the need to determine eligibility for qualifying children for the EITC are straightforward.
According to the Taxpayer Advocate:

12. Margot Crandall-Hollick, The Earned Income Tax Credit (EITC): Administrative and Compliance Challenges, Congressional Research Service
(Washington D.C.: 2014).

13. Drumbl, “Tax Credits for the Working Poor,” 51-52; Hodge, “Why Congress is More to Blame”; National Taxpayer Advocate, “2008 Report to
Congress.”

14. National Taxpayer Advocate, EITC Audits: What You Need to Know, (Washington D.C.: 2023); Government Accountability Office, Tax Enforce-
ment: IRS Audit Selection Processes for Returns Claiming Refundable Credits Could Better Address Equity, GAO-24-106126 (Washington D.C.:
2024b). List of relevant documents to verify during audits: https:/www.eitc.irs.gov/eitc/files/downloads/f886-h-eic.pdf

15. House Committee on Ways and Means, Subcommittee on Oversight, Written Statement of Nina E. Olson, National Taxpayer Advocate, Hearing
on Improper Payments in the Administration of Refundable Credits, May 25, 2011, p. 9.

16. National Taxpayer Advocate, “2025 Purple Book”; Government Accountability Office, “Improper Payments.”
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This change could ...substantially reduce improper payments. The IRS receives Forms W-2 and
other information reporting documents directly from employers and other payors of income. For
that reason, it can accurately verify income amounts for EITC recipients who are employees, who
constitute by far the largest group of EITC claimants.”

Right-sizing the EITC would also help reduce credit-maximizing behavior. By restoring the EITC to its
original intended goal of offsetting payroll-tax liability, Congress could ensure that the maximum EITC
benefit does not exceed a claimant’s combined income- and payroll-tax liability. This would retain its work
incentive effects while minimizing incentives to misreport or misrepresent earnings.

While this would drastically reduce the sources of improper EITC payments, the IRS would still need to
verify qualifying children’s eligibility for the CTC. The IRS is already equipped to verify relationships in most
cases. One joint IRS-Treasury study found that the IRS could verify the relationship between the claim-
ant and child in 80% of returns using their Social Security numbers. Compliance audits suggest residence
tests are a major source of qualifying-child errors.’® The same study found that the IRS could use data from
other government agencies that pre-verify benefits to verify residence in many cases as well."? Still, verifying
residence for parents not receiving these other benefits may be harder without being intrusive, particularly
where there is conflict between claimants. If we think of the residence test as just one way to determine who
is the primary caregiver for children, though, we can look to other countries for guidance on how to verify
eligibility for claiming tax credits.

Rather than have parents self-attest each year, many other countries allow parents to designate a primary
caregiver for the sake of claiming child tax credits and verify that status when the child is born. This includes
Australia, Canada, New Zealand, and the United Kingdom.?® Table 1 provides the relevant information for
these four countries plus the United States. When parents fill out forms for the country’s vital statistics and
social security agencies, this information is shared with the country’s revenue agency, which often adminis-
ters family benefits as well. These agencies retain this information and can administer credits accordingly.
They also have portals where the primary caregiver is required to update the agency when there are any
changes in family arrangements (e.g., custody changes). Parents must provide relevant documentation for
these changes so that the revenue agency can verify it before adjusting credit payments. This mechanism
has the added benefit of reducing barriers to splitting credits depending on custody arrangements.

17. National Taxpayer Advocate, “2025 Purple Book.”

18. Samuel Hammond and Elaine Maag, Issues in Child Benefit Administration in the United States: Imagining the Next Stage of the Child Tax Cred-
it (Niskanen Center/Urban Institute, 2021:14); Also see Emily Wielk, Improper Payments: Existing Challenges, Impact, and a Path Forward (Biparti-
san Policy Center, 2024) for more verification recommendations.

19. National Taxpayer Advocate, “2008 Report to Congress,” 364. Note that while the EITC requires both children and parents to have a valid SSN,
it is only required for children when claiming the CTC under current law. Given that the Government Accountability Office, “Refundable Tax Cred-
its,” 51) has found claimants using ITINs have a much higher error rate, additional changes to SSN requirements may be warranted.

20. Jacob Goldin and Ariel Jurow Kleinman, “Whose Child Is This? Improving Child-Claiming Rules in Safety-Net Programs,” Yale Law Journal 131,
no. 6 (2022); Drumbl, “Tax Credits for the Working Poor.”
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Table 1: Claiming children for tax benefits in five countries

Child benefit Agency Qualify child Changes
Australia Family Tax Benefit Services Australia Apply abr}crjﬂ\:erify at Notify
Canada Canada Child Benefit Revenue Canada Apply abnistgerify at Notify
New Zealand Working for Families Inland Revenue Apply ak;}?t%/erify at Notify
United Kingdom Child Benefit HMC%?t/g%use & Apply abr}(rit%/erify at Notify
United States Child Tax Credit Internal Revenue attes/?gtri;%r?;i?tféntial N/A

Each of these countries have modernized their revenue agencies to administer child benefits in a manner
that minimizes the need for parents to prove, and agencies to verify, eligibility, leaving the U.S. as the only
country that requires parents and the IRS to do both on an annual basis, even if there are no changes in
family arrangements.

Ideally, Congress would simultaneously convert the EITC and CTC into distinct worker and child credits
and modernize administration to allow continuous CTC eligibility with documentation, reducing improper
payments among refundable tax credit programs. There have been several proposals and bills in recent
years along these lines.”* However, there is little congressional appetite at the moment for comprehensive
overhauls of this nature. While complete distinction remains our north star, the goal may be better served
by an incremental approach.

The reformer’s case for incrementalism

Gradually separating the child and work components of the EITC is both politically practical. Congress has
gradually expanded the EITC in the 50 years since its initial passage. At its launch, the EITC was much
smaller and targeted solely at families with children. The goal was to offset rising payroll taxes and reduce
barriers for parents moving from welfare to work.?> In 1993, Congress expanded the EITC to low-income
workers without children and adjusted the family portion to vary with the number of children in the house-
hold. Finally, in 2009, the EITC underwent a further refinement to offer three tiers of family benefits for
households based on whether they had one, two, or three or more children.

21. Robert Orr and Joshua McCabe, Analysis of the Family Security Act 2.0 (Washington D.C.: Niskanen Center, 2022). https://www.niskanencenter.
org/analysis-of-the-family-security-act-2-0/; Family First Act. https://blakemoore.house.gov/imo/media/doc/ctc_bill_text.pdf

22. Joshua McCabe, The Fiscalization of Social Policy How Taxpayers Trumped Children in the Fight Against Child Poverty (Oxford University
Press, 2018).

NISKANEN CENTER | 5
Disentangling In-Work and Child Tax Credits to Address Improper Payments: An Incremental Approach To Comprehensive Reform


https://www.servicesaustralia.gov.au/when-your-baby-arrives?context=60001
https://www.servicesaustralia.gov.au/when-your-baby-arrives?context=60001
https://www.servicesaustralia.gov.au/how-your-percentage-care-affects-your-family-tax-benefit-ftb-payments?context=22151
https://www.canada.ca/en/revenue-agency/services/child-family-benefits/canada-child-benefit-overview/canada-child-benefit-apply.html
https://www.canada.ca/en/revenue-agency/services/child-family-benefits/canada-child-benefit-overview/canada-child-benefit-apply.html
https://www.canada.ca/en/revenue-agency/services/child-family-benefits/canada-child-benefit-overview/canada-child-benefit-after-you-apply.html#change
https://smartstart.services.govt.nz/register-my-baby
https://smartstart.services.govt.nz/register-my-baby
https://www.ird.govt.nz/working-for-families/managing
https://www.gov.uk/child-benefit/how-to-claim
https://www.gov.uk/child-benefit/how-to-claim
https://www.gov.uk/report-changes-child-benefit
https://www.niskanencenter.org/analysis-of-the-family-security-act-2-0/
https://www.niskanencenter.org/analysis-of-the-family-security-act-2-0/
https://blakemoore.house.gov/imo/media/doc/ctc_bill_text.pdf

Figure 1: EITC and family size adjustments over time
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The incremental refinement of the EITC allowed the program to build on previous successes and to adjust
benefits in response to the composition of families and the strength of the economy. However, the intro-
duction of the CTC in 1997 and its expansion over time has made the children’s portion of the EITC redun-
dant. Congress took the first steps toward consolidating overlapping family tax benefits in 2017, when the
Dependent Exemption was eliminated and replaced with a more generous CTC to keep families whole. It
was a successful strategy.

Refining and disentangling the child portion of the EITC over time makes it easier to prevent families from
experiencing sudden swings in their benefits. Our proposal fine-tunes EITC rates to avoid having some
families be substantially disadvantaged from one tax year to the next. Additionally, it reduces what would
likely be very high immediate costs associated with separating the credits altogether in one reform. Just as
Congress had little appetite in 1975 to expand the EITC into what it is today, it is reasonable to assume that
Congress might be more apt to take incremental steps toward full separation over time as budget circum-
stances allow for it.

As that happens, Congress can work on establishing a new mechanism for parents to claim and the IRS to
verify eligibility for the CTC. We propose that IRS modernization follow best practices for administering
child tax credits from other countries.?® The establishment of the IRS Portal during the pandemic was a
good first step, but more comprehensive work is required.?* Shifting to a primary-caregiver standard for
claiming the CTC is the next logical step.

The process would begin at birth. New parents, when filling out forms at the hospital for the child’s birth
certificate and Social Security number, could apply to have the relevant information sent to the IRS to keep
on record. Parents could choose who they would like to designate as the primary caregiver at this time so
that they would not have to redesignate one each year when they file their taxes. If there were any changes
to care arrangements, parents could make updates through the IRS portal with the relevant documentation
(e.g., court documents related to foster, adoption, or other custody arrangements, etc.).

This will reduce administrative burdens on parents as well as the IRS by limiting the need for verification
at the start of a child’s life and only updating information when there are relevant changes that require it.
Furthermore, the IRS could cross-check data with other programs (e.g., SNAP or Medicaid) to better detect

23. Drumbl, “Tax Credits for the Working Poor”; Goldin and Kleinman, “Whose Child Is This?”.

24. Gabriel Zucker, Cassandra Robertson, and Nina Olson, The IRS as a Benefits Administrator An Agenda to Transform the Delivery of EIP, EITC,
and CTC (Century Foundation, 2021:12)
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improper payments without the need for traditional audits.?

These additional verification mechanisms would ensure that the problems we see now with the EITC would
not simply be shifted over to the CTC as it becomes the main vehicle for supporting families with children.

Modeling a partial shift of the EITC’s child component to the CTC

There are a variety of ways to shift the child component of the EITC to the CTC, depending on one’s goals.
Our incremental approach starts with the goal of transferring the 2009 addition of the third child component
ofthe EITC to the CTC: providing the same value to families through the CTC while minimizing the overall
costs of the reform. This effectively provides us with room to shift about $1,000 per child of the EITC over
to the CTC.?6 We make the following changes to the EITC and the CTC’s maximum amount, thresholds, and
phase-in and -out rates (see Tables 2-5 for summaries).

We completely eliminate the EITC category for three or more children and reduce the maximum EITC
amount accordingly for workers with one or 2+ children. This allows us to reduce the phase-in rates for the
EITC from 34% to 23% for one child and from 40% and 45% for two and three-plus children to 28% for
two-plus children. We make minor tweaks to the phase-out rates, adjusting them from 15.98% and 21.06%
to a flat 16% and 20%, respectively.

To ensure reforms do not leave families with children worse off, we make corresponding changes to the
CTC, increasing the maximum amount from $2,000 per child to $3,000 per child. We collapse the distinc-
tion between the refundable and nonrefundable portion of the CTC, making the entire credit refundable.
To make up for the loss of some portion of the EITC for low-income families, we begin phasing the CTC in
at the first dollar of earnings at an enhanced per-child rate. The flat 15% per-household rate is doubled to
30% per household.

The result is that a much smaller portion of total tax credits for families with children comes from the EITC
and a much larger portion comes from the CTC. Families with children under 18 are held harmless or made
better off with these changes.

25. Zucker, Robertson, and Olson, “IRS as Benefits Administrator,” 30-1.

26. As such, we leave the childless EITC unchanged.
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Table 2: Current EITC parameters

Single or Head of

No Children

One Child

Two Children

Three or More

Household Children
Income at Maximum $8,490 $12,730 $17,880 $17,880
Credit
Maximum Credit $649 $4,328 $7152 $8,046
Phaseout Begins $10,620 $23,350 $23,350 $23,350
Phaseout Ends $19,104 $50,434 $57,310 $61,555
. - . . . . Three or More
Married Filing Jointly No Children One Child Two Children .
Children
Income at Maximum $8,490 $12,730 $17,880 $17,880
Credit
Maximum Credit $649 $4,328 $7152 $8,046
Phaseout Begins $17,730 $30,470 $30,470 $30,470
Phaseout Ends $26,214 $57,554 $64,430 $68,675
Table 3: Proposed EITC parameters
Single or Head of No Children One Child Two Children Three_or More
Household Children
Income at Maximum $8,490 $14,565 $17,857 $17,857
Credit
Maximum Credit $649 $3,350 $5,000 $5,000
Phaseout Begins $10,620 $24,000 $24,000 $24,000
Phaseout Ends $19,104 $44,938 $49,000 $49,000
. - . . . . Three or More
Married Filing Jointly No Children One Child Two Children .
Children
Income at Maximum $8,490 $14,565 $17,857 $17,857
Credit
Maximum Credit $649 $3,350 $5,000 $5,000
Phaseout Begins $17,730 $32,000 $32,000 $32,000
Phaseout Ends $26,214 $52,938 $57,000 $57,000
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Table 4: Current CTC parameters

fligj’:zr?;:ead of One Child Two Children Three Children
Income at Maximum Credit $25,000 $28,500 $34,500
Maximum Credit $2,000 $4,000 $6,000
Phaseout Begins $200,000 $200,000 $200,000
Phaseout Ends $240,000 $280,000 $320,000
Married Filing Jointly One Child Two Children Three Children
Income at Maximum Credit $33,000 $36,000 $39,000
Maximum Credit $2,000 $4,000 $6,000
Phaseout Begins $400,000 $400,000 $400,000
Phaseout Ends $440,000 $480,000 $520,000
Table 5: Proposed CTC parameters

fli:L?S"::;I:ead of One Child Two Children Three Children
Income at Maximum Credit $10,000 $20,000 $30,000
Maximum Credit $3,000 $6,000 $9,000
Phaseout Begins $200,000 $200,000 $200,000
Phaseout Ends $260,000 $320,000 $480,000
Married Filing Jointly One Child Two Children Three Children
Income at Maximum Credit $10,000 $20,000 $30,000
Maximum Credit $3,000 $6,000 $9,000
Phaseout Begins $400,000 $400,000 $400,000
Phaseout Ends $460,000 $520,000 $580,000

We used Policy Engine, a microsimulation model of the United States tax and benefit system, to assess the
cost and distributional impact of our proposed reforms. Modelling these changes demonstrates that the
incremental approach allows almost all families to be better off. It increases net income for about 40 percent
of households and decreases it for 2 percent. The net cost of the reforms would be $46.3 billion in the first
year. 27 Figure 2 breaks down the relative net changes by household income decile.

27. https://policyengine.org/us/policy?focus=policyOutput.policyBreakdown&reform=74258&region=us&timePeriod=2024&baseline=2
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Figure 2: Changes in net household income by decile
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As expected, most of the relative gains are concentrated among middle and upper income households.
These households were not receiving any benefit from the EITC but would see their CTC benefit increase
under the reforms. A small number of households see their income decrease, though almost all by less than
5 percent. The incremental approach allows families, for the most part, to be kept whole by the reform, or
to have any losses kept to a minimum. Figure 3 looks at the same deciles using absolute changes. The aver-
age household sees their income rise by $346. The gains are concentrated among middle and upper income
households receiving a larger CTC.

Figure 3: Average net change in household income by decile
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Some of the additional cost associated with the reforms would be offset by savings that potentially flow from
areduction in improper payments. Congress would still need to find additional sources of revenue to offset
the full cost of the reform, though.

Conclusion

This year marks the 50th anniversary of the EITC’s introduction. As we reflect on its history, we can acknowl-
edge two truths about the program. It is one of our most beloved programs for supplementing the wages of
low-income workers, garnering bipartisan support for most of its history. It is also one of our most inefficient
programs for low-wage workers, plagued by decades of high improper payment rates.

We follow along line of tax experts who identify the source of the problem as verifying qualifying children and
recommend shifting to distinct refundable tax credits for workers and for children. Congress has struggled
to act on these recommendations, though. Congressional Democrats have shown little appetite for EITC
reform relative to a maximalist approach that focuses on expanding both tax credits. In contrast, congres-
sional Republicans have demonstrated their interest in similar reforms with the successful consolidation
of the Dependent Exemption and CTC as part of the Tax Cuts and Jobs Act (TCJA) of 2017. This interest
and the impending expiration of major portions of TCJA in 2025 offer an opening for making progress on
EITC reform.

Comprehensive EITC is the long-run goal but Congress can take the initial incremental steps now with the
proposed reforms we lay out here.
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