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Refundable Credits
and the Obama Campaign

* Six proposals to create or expand refundable
tax credits for individuals and families:

— Making Work Pay Credit

— Earned Income Tax Credit expansion

— Child and Dependent Care Tax Credit

— American Opportunity Tax Credit (education)
— Mortgage Interest Credit for Non-ltemizers
— Savers Credit



Proposed Credit or Expansion Tax Policy Center Estimated 10
Year Cost (2009-2018) (billions)

Making Work Pay Credit $709.5
Earned Income Tax Credit S46.5

Expansion

Child and Dependent Care Tax $22.8

Credit Expansion

American Opportunity Tax Credit $138.9
(education)

Universal Mortgage Credit $125.7
Savers Credit and Automatic $203.5

401(K) /IRA provisions



Refundable Credits:
Issues for the Future

* Will all move forward? Timing? Possible
modifications?

* |ssues with new and multiple credits:

— Coordinating credits and other tax provisions ---
phase-outs and marginal tax rate issues

— Developing an effective system of advance
payment
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Earned Income Tax Credit

* |In 2008:

— 2 or more children ¢ 40% of $12,060 ($4824
maximum)

— 1 child ¢ 34% of $S8580 ($2917 maximum)

— Singles --- 7.65% of first $5720 (S438 maximum)

— For married filing jointly, phase-out thresholds
begin $3000 higher.



FIGURE 2. Value of Federal Earned Income Tax Credit, 2008
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EITC Expansion

e |ssues include:

— Expanding the EITC for non-custodial individuals
(childless workers and non-custodial parents)

— Addressing marriage penalties

— Expanding EITC for larger family sizes
— Advance payment

— Simpdlification



The poverty rate is higher for families with
3 or more children

30%

24.7%
25%

20%

15%

12.4%

10%

5%

0%

One or two children Three or more children

Source: U.S Census Bureau, CPS ASEC POV36, 37 (2007 data)



Real Median Weekly Wages Among Men by Skill Level,
1979-2006
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Percentinthe Labor Force

Male Labor Force Participation by Skill Level, 1979 to 2006
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Weekly Wages (2006 dollars)

Real Median Weekly Wages Among Women by Skill Level, 1979-2006
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Percentinthe Labor Force
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Obama Campaign Proposal

Expand EITC for all non-custodial individuals
— 7.65 percentage unchanged
— Phase-in ceiling increased

— Phase-out threshold raised to amount for full-time
work at minimum wage

Double to 15.3% for non-custodial parents
paying all support

Raise phase-out threshold for joint filers to
$5000.

45% credit for families with 3 or more children.



Other Proposed EITC Expansions

* A dozen or more proposals for expanding EITC
for non-custodial individuals

* Vary on multiple dimensions

— Phase-in and phase-out rates, levels, maximum
credits

— Treatment of non-custodial parents
— Approach to marriage families

— Whether to lower age (currently 25-64) or focus
on younger workers

— Work threshold to qualify



Some key questions

How big does an EITC expansion need to be to
get significant behavioral effect?
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Should there be different rules for non-
custodial parents?

How important to further address marriage
penalties? How far to go?

Should EITC be extended to those below 257
— Who, what circumstances?



Making Work Pay Credit

* 6.2 percent of first $8100 of earnings per
wage earner, translating to $500 per worker,
S1000 per couple, refundable.

e Tax Policy Center assumes full credit available
to singles with incomes below $75,000,
married below $150,000

* TPC estimated cost --- $S66 billion in 2010.

* Most benefits will go to middle class, but
significant amounts to low-income earners.



The Making Work Pay Credit for Single and Two-Wage Earner
Families
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Comparing Making Work Pay and EITC
(single wage earner)
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