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In-work vs. out-of-work

Out-of-work transfer programs have gone out of favor
Traditional welfare (AFDC/TANF) $7.4 bn 2.8m recipients (2016-17)
SSI $14.7 bn 2.4m
SNAP (near cash) $63.6 bn 42.1m
Medicaid (in-kind) $368 bn 82.2m

In-work programs have grown
Earned Income Tax Credit $69.8 bn 69.7m recipients
Child Tax Credit $52.8 bn 105.9m
UK: Working Families Tax Credit (now Universal Tax Credit?)

Source: Hoynes and Rothstein (2019). “Universal Basic Income in the United States and advanced countries.” Annual Review 
of Economics.



The in-work trapezoid  

Figure 3. Combined EITC and CTC schedules for heads of households with 2 children 

 
Notes: Figures reflect a head-of-household filer with two children who qualify under dependent exemption, EITC, 
and CTC rules but have zero Child and Dependent Care Tax credit eligibility. The “CTC Forfeited” area reflects the 
family’s CTC eligibility that cannot be received due to the limit on the portion of the CTC that is refundable. 
Sources:  Based on data from GPO (2011), Pomerleau (2014), Steuerle and Quakenbush (2015), and Tax Policy 
Center (2015b). 
 
  

Source: Hoynes and Rothstein (2017). “Tax policy toward low income families.” In The Economics of Tax Policy, Oxford.



 

Figure 4. Annual cost of the EITC and CTC (Millions of 2014 dollars)  

 
Notes: Each series includes both tax refunds and credits that offset tax liabilities. 
Sources: Based on data from Internal Revenue Service (2014d, 2014c, 2015b), Tax Policy Center (2014, 2015a), 
and U.S. Bureau of Labor Statistics (2014). 
 
  Source: Hoynes and Rothstein (2017). “Tax policy toward low income families.” In The Economics of Tax Policy, Oxford.



 

Figure 5. Tax and transfer benefits for universally available programs, by income (single 
adults with 2 children, 2015) 

 
Notes: Estimated value of tax and transfer benefits for a single parent with two children living in Colorado.  
Calculations assume that both children qualify for dependent exemptions, the EITC, the CTC, and the Child and 
Dependent Care Tax Credit. Premium assistance credit excludes the value of penalties paid by employers on the 
beneficiaries' behalf and the value of additional cost-sharing subsidies. Health coverage and quality of services 
provided varies by source: Medicaid and CHIP benefits are more comprehensive and have less cost-sharing than 
those in the exchange. Medicaid and CHIP also pay providers for services at lower rates than private insurers. 
Source: Based on data from Steuerle and Quakenbush (2015).  

Source: Hoynes and Rothstein (2017). “Tax policy toward low income families.” In The Economics of Tax Policy, Oxford.



Average transfers by 
family earnings

EC11CH34_Hoynes ARjats.cls July 29, 2019 12:50

0

1,500

3,000

4,500

6,000

D
ol

la
rs

 p
er

 p
er

so
n,

 e
qu

iv
al

iz
ed

Decile
No

earnings
1 2 3 4 5 6 7 8 9 10

Families with kids

0

1,500

3,000

4,500

6,000

D
ol

la
rs

 p
er

 p
er

so
n,

 e
qu

iv
al

iz
ed

Decile
No

earnings
1 2 3 4 5 6 7 8 9 10

Families without kids, elderly, disabled

Disability
Tax credits
Social Security

Means-tested
Disability
Tax credits
Social Security

Means-tested

Figure 6
Average household transfers by family type and earnings decile. Data from authors’ tabulations of the 2017 Current Population Survey
Annual Social and Economic Supplement (US Census Bur. 2017).

Table 3 also shows the aggregate cost of a canonical UBI that pays $12,000 to each adult
resident, without eligibility restrictions or phaseout.16 We estimate that this would cost about
$3 trillion per year. Cost is a !rst-order concern for any UBI program that might expand beyond
a pilot.17

In the !nal rows ofTable 3, we present two potential not-quite-universal basic income policies.
One limits transfers to adults under 65, while the other is limited to adults with below-median
incomes. (This can be seen as an approximation to a program that phases out gradually around
the median.) These reduce the cost somewhat, but each would still cost several multiples of the
entire existing nonretirement, nonhealth insurance safety net.

Figures 4–7 indicate that replacing all existing transfers, including the big three (Social Se-
curity retirement, Medicare, and Medicaid), with a UBI18 would be a dramatic change, especially
for seniors. The average household with a member over 65 receives $17,400 in Social Security
bene!ts and health care bene!ts through Medicaid and Medicare, with an actuarial value of
$12,900, which is much higher than proposed UBIs. Even assuming that we could create a health
insurance marketplace for seniors—a large share of whom have preexisting conditions—that

16One might want to incorporate family size adjustments, as in the family size equivalized calculations above.
However, as in the US federal income tax system, this would create marriage penalties. We are not aware of
serious design efforts for UBIs that incorporate such complexities.
17Others have pointed out the high costs of a canonical UBI; for example, Greenstein (2017) discusses cost as
well as the trade-offs of universal versus means-tested programs.
18Murray (2016) argues that this could be roughly cost neutral, though our estimates do not support that.
The discrepancy re"ects (a) his inclusion of a large number of other programs to be eliminated—including
federal student loans, child care and adoption programs, public hospitals, and agricultural price supports;
(b) somewhat different estimates of program costs; and (c) his use of a smaller UBI that phases out and excludes
those under 21.
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Source: Hoynes and Rothstein (2019). “Universal Basic 
Income in the United States and advanced countries.” 
Annual Review of Economics.



Advantages & disadvantages

• Advantages of in-work credits:
• Create/strengthen incentives to work
• Reduced cost
• No “welfare queens”

• Disadvantages:
• Distort labor supply decision
• Drive down wages
• Exclude those who can’t work, as well as children of those who won’t.



What do we know? Labor supply

• Old-style welfare created disincentives.
• Experiments with slower phase-outs induced more labor supply
• EITC increases labor supply among single mothers.

• Extensive margin (participation): Elasticity with respect to net-of-tax wage 
0.3-0.45; with respect to gross earnings plus EITC 0.7-1.0.

• Reduced LS among married mothers.
• Intensive margin: Smaller -- 0--0.14. Some evidence of effects on reported 

income.
• Recent debate: Kleven; Schanzenbach & Strain



What do we know? Wages

• EITC distorts labor supply.

• Incidence theory says this should reduce wages.

• Very challenging identification problem.
• Rothstein (2010) simulations: Employers capture around one-third.
• Leigh (2010) DD estimates: Very large wage effect. Net earnings fall.

• Azmat (2008): WFTC recipients’ wages fell relative to others in the same workplace.

• Literature is dated and inconclusive. 



What do we know? Incomes

• Effects on income unambiguously 
positive, poverty negative
• Bollinger, Gonzalez, and Ziliak

(2009); Grogger (2003); Gunderson 
and Ziliak (2004); Hoynes and Patel 
(2015)

 

Figure 15. Difference-in-difference estimates of the effect of the 1993 EITC expansion on 
the distribution of after tax and transfer income as a share of the federal poverty threshold 

 
Notes: The sample includes single women, ages 24 through 48 with some college education or less from the 1992 
through 1999 Current Population Survey Annual Social and Economic Supplement. Each dot and whisker represents 
a single regression estimate and 95% confidence interval (adjusted for clustering at the state level). Each model is a 
difference-in-difference model comparing women with children to women without children, before and after 1993. 
The dashed line is the weighted change in EITC benefits for families with children versus those without children 
across the 1993 EITC expansion.  
Source: Figure 11 from Hoynes and Patel (2015). 
  

Source: Hoynes and Patel (2018). “Effective policy for reducing poverty and inequality? The Earned Income Tax Credit 
and the distribution of income.” Journal of Human Resources.



What do we know: Impacts on children

• Long-term effects of childhood access to the safety net
• Bailey et al (2020); Hoynes et. al. (2016); Aizer et al. (2016) 

• Benefits of EITC for children
• Infant health (Baker 2008; Baughman 2012; Hoynes, Miller, and Simon 2015; 

Strully et al. 2010)
• Test scores (Dahl and Lochner 2012; Chetty, Friedman, and Rockoff 2011)
• Educational attainment (Michelmore 2013; Manoli and Turner 2014)

• Keeping the counterfactual straight
• Puzzle: Is OLS effect of parental income really biased downward?



What do we know? Effects on recipients

• Marriage: Inconclusive, small effects
• Ellwood (2000); Rosenbaum (2000); Herbst (2011); Michelmore (2014)

• Fertility: Little evidence, small effects
• Baughman and Dickert-Conlin (2009)

• Maternal health
• Evans and Garthwaite (2014)

• Education



What do we know? Cyclical responsiveness
In recessions:
• Some lose jobs for the whole 

year, lose EITC eligibility.
• Some have partial-year 

employment, fall into EITC 
eligibility.
• Net effect is modest 

countercyclicality.
• An out-of-work benefit would 

presumably be more strongly 
countercyclical, if it weren’t 
being cut.

four social safety net programs ðusing administrative dataÞ. Here TANF
is limited to the portion of TANF expenditures that goes to cash benefits.
The figure also indicates contractionary periods, which we construct based
on annual unemployment rates.15 As is clear on this figure, UI is a cen-
tral income replacement program in recessions, and the increase in UI ex-
penditures in the Great Recession is striking. Somewhat less dramatically
but also notable, Food Stamps spending increased substantially in the Great
Recession, while the EITC and TANF remained relatively unchanged ðand
potentially less connected to the cycleÞ. Table 1 reports the program totals
for 2010, in the depth of the Great Recession. In 2010, UI expenditures
totaled $144.3 billion, followed by Food Stamps at $70.1 billion and the
EITC at $59.6 billion, with TANF amounting to $11.3 billion ð2012 dol-
larsÞ. Of the total UI spending, the emergency program is very large—
emergency benefits were about $74 billion, compared to a combined
$71 billion for regular and extended benefits.

15 The official NBER recession dating is monthly. We constructed an annual
series for contractions based on the official monthly dates, augmented by exam-
ination of the peaks and troughs in the national unemployment rate. See Bitler and
Hoynes ð2010Þ and app. A and table B2 for more information on the annual dating.

FIG. 3.—Per capita real expenditures on cash and near cash safety net programs,
1980–2012. Contractions are annual periods of labor market contraction that
closely followNBER official recessions. Official recessions are dated monthly; we
assigned our contraction periods to encompass the periods of rising unemploy-
ment rates. See appendix A for details and data sources.
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Source: Bitler and Hoynes (2016). “The more things change, the more they stay the same? The safety net and poverty in 
the Great Recession.” Journal of Labor Economics.


