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The paper by Hoynes and Rothstein provides a clear and useful overview of the Earned Income 
Tax Credit (EITC) and the Child Tax Credits (CTCs). The EITC, along with the Supplemental Nutrition 
Assistance Program, is among our most powerful anti-poverty programs, lifting over 10 million people—
including 5 million children—out of poverty in 2014 (Sherman and Trisi, 2015). The CTC, on the other 
hand, while structurally similar to the EITC is less targeted, providing tax payments to families with 
incomes up to $150,000 for married couples and with limited refundability to low-income families. The 
chapter highlights importance of the EITC, and to a lesser extent the CTC, in the broader safety net and 
its complex suite of tax and transfer programs. 

At this point, the literature on the EITC is quite developed, and Hoynes and Rothstein provide a 
concise and theoretically motivated literature review. (On the other hand, less is known about the CTC 
and that is a clear hole in the literature.) The structure of the EITC—with its phase-in range, a flat range, 
and a phase-out range—yields predictions about how recipients will alter their work effort in response 
to the incentive. Many of us use this example to teach undergraduates about income and substitution 
effects, noting that in two of the three ranges the EITC is predicted to reduce work effort. 

I find that my undergraduates are then disappointed, newly armed with their understanding of 
income and substitution effects, that as Hoynes and Rothstein describe the empirical results do not line 
up well with the simple theory predictions. On one hand, the literature generally finds large increases in 
employment in response to the EITC—especially among single mothers. In addition, the literature finds 
that the EITC has large impact on earnings both through the effect of the EITC payment itself and also 
through the individual’s earnings (net of other changes in income). Both of these findings emerge across 
studies using a variety research designs. On the other hand, studies that examine the impact of the EITC 
on the intensive margin do not find the predicted decrease in work effort. Some work has been done 
trying to understand this, but more work would be useful to help us better understand why there is such 
a difference between the simple theoretical predictions and the empirical results. For example, is the 
elasticity of hours worked small, so that the predicted negative impact in the flat and phase-out ranges 
is negligible? Or would workers prefer to reduce their hours, but there are institutional barriers that 
limit their ability to choose hours worked? 

Particular strengths of this paper, and what sets it apart from other recent literature reviews, 
are the authors’ inclusion of policy simulations, provided by the Tax Policy Center. For example, there is 
great interest in expanding the EITC for (low-skilled) childless workers, a group that does not have much 
other access to the safety net, and has suffered greatly in recent years from declines in both wage and 
participation rates. The more modest of the proposed expansions is the current Obama proposal, which 
is predicted to increase the number of recipients of the childless credit by over 60 percent and more 
than double the value of the average credit at a cost of an additional $4.6 billion (on top of the $68.5 
billion EITC cost under current law). An important limitation is that the simulation—by TPC convention—



is based on a static model, and does not include predicted increases in participation nor on intensive 
margins. Given the rest of the EITC literature, it seems reasonable to speculate that the response on the 
intensive margin likely will not be large, however the potential impact on the extensive margin may be 
more important, particularly in the face of declining labor force participation among the targeted group. 
From a broader perspective, an increase in labor force participation among this group may turn out to 
be socially beneficial in a manner that eclipses the additional earnings and income gained. Recent 
literature finds important spillover impacts of job loss on health and well-being (Sullivan & von Wachter 
2009; Autor et al. 2016). If the impact is symmetric for job gains, then we would expect the benefits of 
an EITC expansion for childless workers—and its commensurate impact increasing labor force 
participation—to be more beneficial than the increased earnings alone would imply. 

The CTC policy simulations are also very interesting, and will be useful to illustrate the 
importance of the refundability threshold for those of us that teach this topic to undergraduates tax 
students. The first simulation illustrates the cost and distributional impact of the 2009 policy that 
lowered the CTC’s refundability threshold from $11,500 to $3000. The additional $10 billion in payments 
(relative to a total cost of $56 billion) overwhelmingly went to low-income families, making the credit 
much more progressive. The simulation of a potential reform making the credit entirely refundable is 
also informative, increasing the total cost only a modest 4% with essentially all of the benefits flowing to 
very low-income families. 

Future Research Directions 

Despite all of the work that has been done on the EITC, there are many additional questions in 
need of study, and the Hoynes and Rothstein chapter does a good job of teeing up important questions 
that should be addressed in further research. The next steps in the EITC literature should consider issues 
of optimal program design and of the interaction between programs. For example, since the literature 
has established the large impact the EITC has had on employment participation and earnings among 
low-skilled workers with children, it would be worthwhile knowing more about how earnings and labor 
force attachment evolve over the careers of workers who were induced to join the labor force because 
of the EITC. Do workers remain reliant on the EITC throughout their careers, or as they become more 
attached to the labor force (and perhaps gain additional skills) do their incomes rise such that they 
become ineligible for the credit? 

 There is some concern among policymakers that the marriage penalties in the EITC may 
discourage marriage or encourage unwed childbearing (e.g., Sawhill and Karpilow, 2014). It would be 
useful to know how large this effect is empirically, and if it is has a meaningful impact what types of 
reforms could be used to address it. For example, Kearney and Turner (2013) propose a tax credit for 
secondary earners, while others propose taxing based on individual earnings instead of household 
earnings (Berlin 2007; Carasso et al. 2008). 

Thinking more broadly about the range of tax and transfer programs aimed at low-income 
families, as documented in the chapter the current set of income support programs is a complex web of 
tax expenditures and direct spending programs, with different programs in effect at various points 



across the income distribution. More work is needed into how the current mix of programs compares to 
an optimal mix of income supports, considering trade-offs between tax expenditures like the EITC and 
CTCs, direct spending on SNAP and Medicaid, and even considering the role of direct regulation such as 
minimum wage legislation. Special consideration should be made to the relative performance of the mix 
of programs during cyclical downturns as well. For example, during the Great Recession, EITC 
participation increased and EITC payments made up a modestly larger share of income compared to the 
pre-recession period (Anderson et al. 2015). Important questions remain, though, about whether 
different or additional programs may be more effective at stimulating employment among low-skilled 
workers during economic downturns, for example employment subsidies paid directly to firms (Phelps, 
1994). 

 Related to these questions are issues regarding the timing of benefits payments, because each 
type of program comes with a different payment frequency. An increased minimum wage is seen in each 
paycheck, while SNAP benefits are paid monthly—similar frequency to required household expenditures 
such as housing payments, commuting costs, and food purchases. The EITC, on the other hand, comes in 
a relatively large lump-sum annual payment, typically in February or March. Previously, an advance 
monthly payment option was available, but it was discontinued after few households took up the 
program—apparently because they preferred to receive a larger lump-sum payment, even though 
economic theory would predict that credit-constrained households experience a welfare increase from a 
lump sum at the end of the year than a flow of benefits throughout the year. There is some evidence 
that EITC refunds are spent on durable goods, or to pay down debt, and that it is spent quickly (Barrow 
and McGranahan 2000; Smeeding et al. 2000; Goodman-Bacon and McGranahan 2008). Understanding 
the impacts of the timing of income receipt and how that impacts spending patterns and household 
well-being, drawing on insights from behavioral economics and the literature on consumption 
smoothing, is an area in need of additional study. Related to this are questions about low-income 
households regarding what is the maximum share of income that can reasonably be received through an 
annual lump sum, and how that informs the desirability of further expansions of the EITC compared with 
other policy options.  

Overall, the literature points to an ultimate question of whether we have pushed the EITC to its 
limits—at least among workers with children—or whether it is still desirable to further expand the 
credit. Would a further expanded credit still succeed in drawing even more workers into labor force (or 
otherwise improve the well-being of families)? If it is possible to expand the credit further, what type of 
expansion would most cost-effectively further policy makers’ goals of promoting work and lifting 
families out of poverty? If, on the other hand, we have essentially expanded the EITC to its functional 
limits, we need to turn to the study of what other policies are needed to achieve these ends.  
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