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Background

❑ The Earned Income Tax Credit (EITC) is a refundable 
tax credit for low-income workers, mainly targeting 
families with children

❑ It provides a large income transfer based on the 
household’s (tax filing unit) earnings from the 
previous year

❑ Single mother households make up a majority of EITC 
recipients

Study Questions:
❑ How do they use this unrestricted income transfer?
❑ Do they use part of it to reduce unsecured debt?



Background II

❑ EITC began as a tiny program in the 1970s, but had grown to $54 
billion in federal expenditures in 2012

– 2012 federal expenditures on TANF were $17 billion
– More than 20 states have their own, supplemental, EITC

❑ The EITC schedule is novel:
– The credit increases with earnings, up to a plateau, and then phases out 

slowly, reaching zero at about 200% of poverty
❑ We are not talking chump change. 2012 max credit:

– $6,044 for a family with three children
– $5,372 for a family with two children

❑ The credit is delivered as an unrestricted, lump sum income 
transfer at tax time

❑ Unlike any other means-tested benefit we provide



Background III

Existing research suggests recipients spend their EITC on:
❑ Paying bills and other making-ends-meet expenses
❑ Future investments: Savings/big purchases like a car
❑ Current consumption
This Research Suggests:
❑ EITC should have an ambiguous effect on secured debt

– May pay off secured debt, or use the EITC to take on more
❑ But should have an unambiguous, negative effect on unsecured debt
❑ The past few decades have seen an explosion of unsecured debt, 

which can often be deleterious to low-income households



The EITC’s BIG BANG



Current Study: EXPLOITS THE BIG Bang

❑ Assess whether the EITC expansions were associated 
with reduced unsecured debt of recipients

❑ Focus on single mother households, who make up a 
majority of EITC recipients

❑ Examine unsecured debt by year (adjusted for 
inflation) over the study period, 1988 - 1999

❑ Make two difference-in-differences comparisons:
– Compare single mothers to single childless women
– Compare single mothers with 2+ kids to those with 1 kid 

(because those with 2+ got a bigger shock



The Survey Of income and Program Participation

❑ Nationally representative, longitudinal household 
survey administered by Census

❑ 2-4 year panels
❑ Data collected every 4 months on all household 

members
❑ Relatively good at capturing income among the poor 

and public program participation (low rates of under-
reporting) Czajka et al., 2003

❑ Includes modules on asset and liabilities, which do a 
(relatively) good job of capturing wealth among low-
income households

❑ Unsecured debt: credit card, store bills, unsecured 
loans, money owed individuals, and other debts



Method

❑ Looking over the period of the EITC 
increase, compare the unsecured debt 
of single mothers relative to that of 
single childless women

❑ Then compare the unsecured debt of 
single mothers by number of children

❑ Unsecured debt of the experimental group 
should fall relative to the control group 
following the EITC shocks



Results



Results



Discussion

❑ The past few decades have been a period of substantial 
growth in unsecured debt

❑ Also a period of growth in the EITC
❑ Between 1988-1999, single mothers bucked the national 

trend of rising unsecured debt
❑ It looks like they used part of their EITC to do this
❑ If so, the EITC may be making an important contribution 

to the financial stability of these households
❑ The EITC represents, perhaps, an underappreciated, but 

radical transformation of our safety net
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