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Introduction 
 
The United States has one of the highest child poverty rates within the OECD. While child 
poverty has many causes and potential dimensions for intervention, the proximate cause for the 
United States’ staggering rate of child poverty compared to other developed economies is a 
relative lack of direct cash expenditures on families and children. For example, the United 
States spends only 0.7 percent of GDP on family social expenditures, of which the share 
devoted to cash benefits, 0.1 percent of GDP, is the lowest of any OECD country. The United 
States would need to increase cash transfers to families by approximately $200 billion per year 
simply to match the cash benefit portion of the OECD average.  
 
Increasing direct cash transfers to guardians of children in low income households would be the 
single most effective way to lower child poverty rates in the United States, and would have a 
sizable impact on secondary outcome variables, like child health and well-being, as well. 
Moreover, relative to other policy interventions, cash transfers are simple to administer, robust 
to political-economic constraints, and have an effect that is immediate and measurable.  
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Effectiveness 
 
The academic literature on the effectiveness of cash transfers for outcomes linked to children is 
voluminous, particularly in the context of low and middle income countries. For example, a 2016 
systematic review of 75 reports and 35 studies on conditional cash transfer programs and 
unconditional cash transfer programs around the world found that cash transfer programs of 
both types improved school enrollment and attendance.2 Yet insights about the effectiveness of 
cash transfers learned from studies in the developing world have substantial applicability to the 
developed world, as well.  
 
Consider the Earned Income Tax Credit (EITC), which has been estimated to add a quality-
adjusted life year (QALY) to recipients at an average cost of $7,686.3 QALYs gained is an 
important measure of the effectiveness of health interventions. For comparison, Medicaid is 
considered cost effective at $66,000/QALY gained, which implies that expanding cash transfers 
through the EITC is more than eight times more cost effective as a health intervention than 
direct spending on low-income healthcare. While it is unlikely that expanding cash transfers has 
constant returns to transfer size, findings like this are strong evidence that cash benefit levels in 
the United States are currently well below the point of diminishing returns. 
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Researchers have exploited variability to tax credit generosity to estimate the net present value 
of expanding tax the EITC and the Child Tax Credit (CTC) — the two main child-oriented cash 
transfer programs in the United States.4 Their central finding indicates that expanding tax credits 
by $1,000 raises student by at least 6% of a standard deviation, leading to higher earnings later 
in life that surpass the credit’s budgetary cost. Under standard social cost benefit analysis, a 
finding like this is a strong indication that expanding tax credits is Pareto efficient. 
 
What makes cash so effective? In essence, the fungibility of cash allows it to meet the complex 
and heterogeneous needs of low income households. While often held in stark contrast to in-
kind benefit approaches, most often justified on the basis of paternalism, cash is simply a 
medium for converting between various forms of in-kind benefits (goods and services) with 
decision making decentralized to the recipient.5 Indeed, the option-value of cash appears quite 
large. For instance, recipients of grocery benefits provided under the Supplemental Nutrition 
Assistance Program (SNAP) are estimated to value their total benefits at 80 percent of their face 
value on average.6 This suggests the value of in-kind benefits is easily overstated by accounting 
cost. 
 

Reforms to Existing Programs 
 
Both the EITC and play an important role in reducing child poverty, however they currently 
suffer from two core limitations. First, both credits are only partially refundable, and therefore fail 
to reach the lowest income households. And second, both are delivered through the tax code as 
annual, lump-sum refunds, and therefore do not correspond to household consumption patterns. 
Increasing the refundability of both the EITC and CTC would help to reduce child poverty. 
However, the EITC has a distinct policy goal of promoting labor force participation which a move 
towards full refundability would undermine. In other words, conditionality is a key feature of the 
EITC. The CTC does not have that ulterior policy goal and is thus is a strong candidate for full 
refundability. 
 
Some have argued against periodic payments by noting how the lump-sum nature of tax credits 
may be useful as a forced savings mechanism.7 Yet expenditure surveys show as many as 84 
percent of EITC recipients use some portion of their refund to pay down debts.8 Further 
research reveals that credit card usage by EITC recipients increases in anticipation of the 
refund, indicating that debt-paying behavior is largely a byproduct of credit-based consumption 
smoothing. Periodic payments would allow households to smooth consumption without incurring 
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interest costs, thus relaxing credit constraints more efficiently.9 
 
Reforming the CTC to be fully refundable and paid-out over shorter periods (months or weeks) 
would effectively convert the CTC into a child allowance (CA). CAs are a periodic, unconditional 
cash transfer delivered to the parents or guardians of children, and may vary by age and income 
level. For instance, the Canada Child Benefit (CCB) provides an annual benefit of $6,400 CAD 
and $5,400 CAD to parents for every child under the age of 5, and 18 respectively, delivered in 
monthly payments, and phasing out for incomes in excess of $30,000. The CCB was introduced 
by the Government of Canada in 2016 as part of an explicit plan to cut child poverty rates in 
half, and is the most generous CA program of its kind.10 
 
The CCB is administered by the Canada Revenue Agency (CRA), which has a long history of 
administering periodic, means-tested payments.11 The Internal Revenue Service (IRS), in 
contrast, already struggles with proper payment to and verification of existing tax credit 
recipients. In lieu of IRS modernization, a national CA would therefore be ideally administered 
via the Social Security Administration, the federal agency with the most experience 
administering periodic cash transfers.  
 
Proponents of ―work-first‖ anti-poverty policy have pushed back against the proposal for 
American CA program.12 Work is undoubtedly essential to any anti-poverty initiative. 
Nonetheless, the evidence that unconditional cash transfer programs reduce employment or 
labor force participation is weak, and implausible given standard estimates of the income effect 
on labor supply.13 Evidence from Canada’s Universal Child Care Benefit (UCCB), a predecessor 
to the CCB, suggests that the dis-employment effects of a CA are modest, and differential 
based on marital status and education.14 
  

Conclusion 
 
The proximate cause for child poverty in the United States is a dearth of cash transfers to low 
income households with children relative to other OECD nations. Expanding unconditional cash 
transfers to children through a child allowance or comparable Child Tax Credit expansion would 
therefore be the single most effective means of reducing child poverty in half within a short time 
frame. 
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