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Executive Summary

ecent policy proposals using tax credits to help
families with children have been flawed in two
important respects. First, while we should always
want to reduce hardship, reducing short-term pov-
erty through unconditional cash transfers can come at
the expense of expanding opportunity if those trans-
fers incentivize behaviors that will impede children’s
upward mobility. Second, the extent to which finan-
cial constraints limit families’ ability to have children
and balance work and family has been overstated.

This report proposes three reforms related to
ongoing tax credit debates, intended to refocus the
conversation toward expanding low-income chil-
dren’s opportunity and providing targeted support
to working- and middle-class families. While the
three reforms could be pursued individually, they
are intended to complement each other.

First, the earned income tax credit (EITC) would
be made more generous for married parents, espe-
cially for a married couple’s first child. This expan-
sion would not come at the expense of single parents
but would significantly increase the payoft to delay-
ing childbearing until after marriage.

Second, a compromise would be struck among
the versions of the child tax credit (CTC) that
existed before the Tax Cuts and Jobs Act (TCJA),
between the enactment of that law and the Amer-
ican Rescue Plan Act (ARPA), and since the latter.
The maximum CTC would be $3,000 (greater than
under the TCJA but smaller than the benefit for
younger children under ARPA). The ARPA extension
of the credit to 17-year-olds would be retained. The
phase-in that was replaced by ARPA’s full refund-
ability for lower-income families would be rein-
stated. And the limiting of the credit to working- and
middle-class families that existed before the TCJA
would be reinstated. These reforms would create

a generous CTC that would be more targeted to
working- and middle-class families than either the
TCJA or ARPA versions are.

Third, while lower-income families made newly
eligible for the full CTC under ARPA would again face
the work requirement and phase-in from the TCJA,
their children would receive annual federal contri-
butions to a “success sequence savings account”—a
baby bond—for $3,000 less their CTC. Young adults
who have graduated from high school initially could
use the funds for postsecondary education or train-
ing or toward a wedding. They could use the funds for
other wealth-building purposes after accumulating a
history of employment and of avoiding nonmarital
parenting. Adults who do not achieve the thresholds
could pass along some of their funds to their own
children’s accounts. By coupling baby bonds to the
success sequence, the proposal would encourage
parents and children to work toward pro-mobility
life plans, provide them resources to pursue those
plans, and target those resources to asset-building
purposes that would advance them.

These proposals would cost $850 billion over
10 years relative to current law and would be fully
paid for by eliminating the state and local tax deduc-
tion and the Federal Pell Grant Program. Relative
to extending the TCJA and ARPA expansions of the
CTC and EITC, the proposal would save $650 bil-
lion. These estimates hinge on uncertain assump-
tions about the magnitude and timing of outlays for
the baby bond program. The combined CTC and
EITC reforms would cost $570 billion relative to
current law and would save $930 billion relative to
current policy. The baby bond program would con-
stitute a true investment in American human capi-
tal that would pay off in the long run with greater tax
revenue and reduced safety-net spending.
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he War on Poverty—especially poverty among

children—should be never-ending. We should
always want to reduce hardship below prevailing
levels. However, there are better and worse ways
to lower poverty. Policies that promote economic
growth, raise wages, increase employment, and
encourage marriage will tend to have more bene-
ficial spillover effects than will simply transferring
money from the US Treasury to families. Reduc-
ing short-term poverty through unconditional cash
transfers can come at the expense of reducing what
might be called “entrenched poverty”’—long-term
deficits of not only material resources but also oppor-
tunity and social capital, with those afflicted often
geographically concentrated.!

Recent policy debates around tax credits to help
families with children have focused too shortsight-
edly on the near-term goal of moving more families’
incomes modestly above an arbitrary poverty line.
In fact, the nation has made great progress, largely
unrecognized, in reducing child poverty2 Policy
debates have marginalized the more ambitious and
important goals of expanding child opportunity and
upward mobility. They have proceeded as if child
poverty were simply a matter of spending enough
and as if the way to expand opportunity is simply to
reduce poverty.

If those premises are true, it is difficult to explain
why intergenerational mobility out of poverty has

failed to increase over the past half century even as
the child poverty rate is at an all-time low and has
fallen from over 20 percent in the early 1960s to
around 5 percent today.3 The answer, in part, is likely
that while safety-net benefits reduce point-in-time
hardship, they often may actually exacerbate inter-
generational immobility.4 This could happen through
perverse incentives that discourage work, marriage,
saving, and human capital investment.5 The geo-
graphic concentration of poverty also concentrates
these incentives, affecting children’s experiences and
aspirations. Reforms to tax credits should promote
choices that facilitate upward mobility and the build-
ing of social capital: employment, marriage, child
investment, and life planning.

Other reforms to tax credits have focused on the
need to help families afford to raise their desired
number of children and support parents who want to
care for their children at home rather than engage in
paid work. Too often, however, these proposals fail to
recognize the tension between helping one-worker,
married-parent families and encouraging no-worker,
single-parent families.

They also minimize these trade-offs by assuming
that financial difficulties are more prevalent higher
up the income scale than they are. The evidence indi-
cates, for instance, that millennial women have been
no less able to meet their fertility goals than were baby
boomers.6 Fertility has declined over the long run,
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but this has largely reflected preferences for fewer
children. More recent fertility declines are primarily
attributable to declines in unintended pregnancy.”
Work-family balance has become more difficult, but
this is largely a function of increasing preference for
work among women.8

While the problem of family affordability has been
overstated, many families are constrained by their
finances from having children, having more children,
or working less to spend more time raising them.
Tax credit reforms to support child-rearing should
be better targeted to these working- and middle-
class families.

Such targeting is especially crucial given the
unprecedentedly negative fiscal outlook the federal
government faces. The Congressional Budget Office
projected, before passage of the American Res-
cue Plan Act (ARPA), that federal debt held by the
public would hit an all-time high in 2031, reaching
107 percent of gross domestic product (GDP).9 By
2051, it will be 202 percent of GDP. ARPA is antici-
pated to add another $1.9 trillion to federal deficits
over the next 10 years.!°

This fiscal reality limits our ability not only to
provide financially comfortable families with help
raising their children but also to reduce poverty
through transfers. Both deficits and higher taxes run
the risk of slowing economic growth, hurting every-
one. New spending on children should, when possible,
take the form of investments in human capital that
will pay off down the road.

This report proposes three reforms to improve
the way the earned income tax credit (EITC) and
child tax credit (CTC) affect low-income, working-
class, and middle-class families. It recommends
that policymakers:

* Increase the generosity of the EITC for
married parents, particularly for a married
couple’s first child;

* Phase in the CTC as income rises, in line with
the Tax Cuts and Jobs Act (TCJA) reforms,
but increase the maximum credit amount
from the TCJA’s $2,000 to $3,000 and extend

it to 17-year-olds while phasing the credit
out in line with pre-TCJA policy; and

* Create new baby bond accounts, with annual
federal contributions to lower-income fam-
ilies equal to the difference between $3,000
and a child’s CTC. The administration of the
baby bond accounts and the eventual use
of the funds would be tied to the philoso-
phy of following the “success sequence”—
graduating from high school, avoiding early
single parenthood, and building a stable
work history.

The EITC and CTC reforms would be at least as
generous for single and married parents at all but
the highest income levels as policy was before the
ARPA expansions. The combined EITC and CTC
benefit for a married couple with one child and earn-
ing $40,000 would be higher by $5,700, while the
benefit would be $520 higher for a single parent with
one child and earning $30,000. Adding the baby bond
contribution, compared with pre-ARPA policy, the
benefit would be $1,000 higher for the single parent
versus $5,800 higher for the married couple.

Overall, the EITC and CTC reforms would provide
the biggest boost to families with income between
$25,000 and $60,000, especially those with married
parents, while the baby bonds would significantly
increase benefits for those below $25,000, includ-
ing single parents. The impact would be to add sub-
stantial marriage incentives to the work incentives
embedded in the tax credits and increase those work
incentives modestly.

Meanwhile, the baby bonds, which would accrue in
“success sequence savings accounts” (SSSAs), would
provide an unprecedentedly large nest egg for young
adults from low-income families that adhere to suc-
cess sequence benchmarks. These funds could be used
for various wealth-building purposes or a wedding.
The baby bonds would thereby provide incentives
for low-income parents and children to work toward
pro-mobility life plans. They would also produce
budgetary benefits in the long run in the form of
greater tax revenue and lower safety-net spending.
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The policy reforms proposed here would cost
more than current law, as the ARPA expansions of the
credits expire after this year and the TCJA expansions
expire after 2025. However, the proposals would be
less expensive than simply extending the TCJA and
ARPA expansions would be. The EITC schedules for
childless workers would revert to pre-ARPA levels.
Apart from the maximum credit value, CTC param-
eters would also mostly revert to pre-ARPA levels,
except that the credit phaseout would revert to its
less-expensive rate from before TCJIA.

These reforms are estimated to cost $850 billion
over 10 years relative to current law. When using a
baseline that assumes the TCJA provisions become
permanent, the cost would be more like $300 billion,
and spending would be lower by $650 billion when
using a baseline that assumes the ARPA expansions
also become permanent. The greater cost of these
reforms relative to current law would be more than
paid for by eliminating the state and local tax deduc-
tion and the Federal Pell Grant Program.

Reforming the Earned Income Tax Credit
to Promote Marital Child-Rearing

The first proposal in this report would reform the
EITC so that it encourages child-rearing in marriage—
making the credit more generous, especially, to
married couples parenting their first child—without
reducing the generosity of the credit to single-parent
families. This reform would be a first step toward
addressing marriage disincentives in the thicket of
means-tested benefit programs that comprise the
federal safety net.

A Brief History of the EITC. To understand how
the EITC and CTC have evolved and the role that
concerns about behavioral incentives have played
in this evolution, it is useful to consider their his-
tories. The EITC emerged in the early 1970s as the
more popular of two policy alternatives to cash
welfare assistance aimed at helping low-income
families while promoting work. President Lyndon
Johnson’s Great Society had prioritized poverty

reduction, but he was intent on achieving that goal
through means that avoided the perverse incentives
of welfare programs.

Concern about these incentives tended to focus
on work rather than single parenthood, since few
children lived in single-parent homes relative to
today. In 1970, 85 percent of children lived with
two parents, a figure that has stood near 70 per-
cent for most of the past 30 years. Under 10 percent
of births were to unmarried mothers in 1965, com-
pared with around 40 percent today.!

As early as 1964, policymakers in the Johnson
administration were discussing how a negative
income tax (NIT) could reduce poverty.> The NIT,
an idea originated by Milton Friedman in 1962,
involves setting a threshold above which income
is taxed and then, when someone’s income falls
below the threshold, subsidizing a percentage of
the difference between that amount and a person’s
income. (Alternatively, the NIT can be thought
of as a guaranteed benefit that is taxed away at a
constant rate as a person earns income until it
reaches zero, at which point the earned income
begins to be taxed.)

While his aides agreed with leading analysts of
the day that the NIT should be the centerpiece of
antipoverty policy, Johnson opposed his Office of
Economic Opportunity’s NIT proposal out of con-
cern over work incentives.’3 These fears would be
vindicated later in policy experiments conducted
during the late 1960s and 1970s. The NIT experi-
ments found that the policies tested tended to dis-
courage work more than the array of safety-net
benefits already on offer.14

In 1969, President Richard Nixon proposed replac-
ing the Aid to Families with Dependent Children
(AFDC) program with an NIT that required bene-
ficiaries to work or look for work. But the require-
ments were viewed as weak, and the proposal created
work disincentives further up the income scale than
did AFDC, exacerbating concerns about work dis-
incentives lower down. (Those disincentives lower
down sometimes also were worsened because of new
cliffs created through interactions with other safety-
net programs.)
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Nixon’s Family Assistance Plan, as it was called,
died in the Senate, in no small measure due to con-
cerns regarding work disincentives raised by the
powerful Sen. Russell Long (D-LA). As an alternative,
Long proposed a “work bonus” in 1972 that mim-
icked the EITC’s current structure. It had a phase-in
at low incomes so that nonworkers received no ben-
efit, and the highest benefits went to those whose
earnings exceeded a threshold. It featured a plateau
over which the maximum benefit could be received,
and it phased out at a slower rate than NIT plans
typically proposed.

The work bonus was intended to promote employ-
ment and provide relief from the payroll taxes faced
by low-income workers who paid no income tax.
Congress enacted a version of the work bonus as a
temporary “earned income credit” in 1975, part of
a broader tax-cut package to provide stimulus during
the recession. It was confined to workers with
children, in part to focus on incentives for single
mothers who received (or might receive) AFDC. It
had a maximum benefit of $1,560 in 2020 dollars,
available to a worker with $15,600 in earnings and
reduced to $o for a worker earning $30,200.

The EITC was extended in subsequent years and
made permanent in 1978. It was expanded in 1986.
Inflation had eroded its generosity in the meantime,
so the maximum benefit after the expansion was just
$1,640 in 2020 dollars, and the phaseout ended at
$29,900. However, because the standard deduction
and personal exemption were raised as part of tax
reform, the number of families receiving the EITC
expanded significantly. The various parameters were
also indexed to inflation.

In 1990, separate schedules were created for fam-
ilies with one child and with two or more children,
with maximum credits of $1,850 and $1,950, respec-
tively (in 2020 dollars). The EITC was expanded
greatly in 1993, when the maximum credit was
$3,470 for families with one child and $5,740 for fam-
ilies with two or more children. The credit for child-
less workers also dates to 1993 (instituted to offset
partially an increase in the gas tax).1s

Separate schedules were created for single-parent
and married-parent families in 2001, and they were

modified temporarily in 2009 (permanently in 2015).
In 2009, a separate schedule was created for fam-
ilies with three or more children, also made perma-
nent in 2015.26 ARPA, passed in early 2021, expanded
the EITC for childless workers in various ways, mak-
ing it more generous and extending eligibility to
younger and older adults. The Joe Biden administra-
tion has proposed making these ARPA expansions
permanent.'7 As of 2021, the maximum EITC is $3,618
for a family with one child, $5,980 for a family with
two children, and $6,728 for a family with three or
more children—only a bit higher than in 1993 in real
terms, except for the largest families.

How the EITC Can Influence Work and Family.
Because the EITC so strongly targets low-earning
parents, the built-in incentives and disincentives are
especially important for poor and near-poor families,
particularly those headed by a single parent. Before
ARPA, 41 percent of EITC benefits went to families
in the bottom fifth of Americans, and 85 percent
went to families in the bottom two-fifths.® With the
enactment of ARPA, those figures are 45 percent and
86 percent.’ In contrast, just 7 percent of CTC ben-
efits went to the bottom fifth before ARPA, and only
25 percent went to the bottom two-fifths.2> ARPA
increased these shares, but only to 15 percent and
37 percent.2!

Most research finds that the EITC tends to increase
employment.2> A more generous EITC makes work-
ing more attractive than not working. Further, a
steeper credit phase-in as workers with low income
increase their earnings can incentivize additional
labor supply among those who choose to work. With
additional earnings, the amount of credit they receive
rises until they earn enough to receive the maximum
EITC amount for which they are eligible. At the same
time, if someone is satisfied with a given amount
of income, then even along the phase-in range, the
income from the EITC can cause them to work less
than they would have absent the EITC.23

In contrast to these ambiguous incentives, greater
maximum EITC benefits and higher income thresh-
olds for receiving these maximum benefits will lead
some workers to put in fewer hours. If someone is
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satisfied with their income and is in the income
range to receive the maximum EITC, a more gen-
erous EITC will allow them to work less to main-
tain that income level.24 Finally, the phaseout of
EITC benefits from the maximum level will tend to
reduce labor supply for workers in the income range
over which benefits phase out, but flatter phase-
outs will do so less than steeper ones will.25 A flatter
phaseout, however, will extend the EITC to higher-
income families.

In addition to their effects on work, the details
of EITC policy can affect marriage, cohabitation,
family formation, fertility, and family structure.26
For those who would work regardless, the EITC
increases income and thereby makes it more afford-
able to have children (or additional children). This
same income-increasing effect makes it more feasi-
ble to raise children without a partner present. Cor-
respondingly, any change to EITC parameters that
affects income can affect fertility, family formation,
and family structure.

There are also separate EITC schedules—with
differing phase-in rates, maximum credits, income
thresholds for receiving the maximum, and phaseout
rates—depending on marital status and the number
of children in a family.?” Differences in these sched-
ules can also make it more or less appealing to be
married, have children, or have additional children.
In particular, marrying someone will tend to increase
income. That can reduce the size of the EITC for
which someone qualifies, depending on the differ-
ences between the schedules for single and married
parents with a given number of children (and on how
many children each partner has).

All these effects—on work, marriage, cohabitation,
family formation, fertility, and family structure—
interact in complicated ways with the correspond-
ing effects of various safety-net policies. Many of
these policies provide benefits to people regardless
of whether they work, which counteracts the EITC'’s
work-incentivizing effects. And because marriage
tends to increase income, thereby reducing safety-
net benefits, means-tested programs often disin-
centivize marriage, counteracting any pro-marriage
effects that may be embedded in EITC policy details.

The merits of policy changes to the EITC that
promote work or parenting in marriage must also be
weighed against their costs. Making the EITC more
generous to promote work will be more expensive,
whether that takes the form of steeper phase-ins,
larger maximum benefits, higher income thresholds
for receiving maximum benefits, or flatter phaseouts.
Changing the EITC to promote parenting in marriage
also can be more expensive if benefits are made more
generous for married couples. Alternatively, they can
be less expensive if benefits become less generous for
single parents, but at the cost of increasing hardship
among them (at least in the short term).

Reforming the EITC. The reform proposed here
would make the EITC more generous for married
parents, especially those with one child. The EITC
schedules for single parents would be unchanged
from current policy. The schedules for childless
adults would revert to those in effect before ARPA
expanded them, and the pre-ARPA age restrictions
to receive the childless credit would return.28 (The
ARPA expansion of the EITC for childless workers
seems ill-advised, given that policy experiments indi-
cate it will be unlikely to significantly increase work
and given that it may exacerbate marriage disincen-
tives.29 A case could be made for eliminating the
childless credit, though I would prefer changes to it
alongside pro-work reforms to disability programs.)

Married parents would receive the EITC based
on a single schedule regardless of their number of
children. That schedule would have the same phase-
in and maximum benefit as the current schedule for
married parents with three or more children, but the
income threshold for receiving the maximum bene-
fit would be higher, and the phaseout rate from that
maximum benefit would be steeper. In Figure 1, the
blue, orange, and green dashed lines would move
out to the red line.3°

Among married parents, this reform would have
the smallest impact on families with three or more
children. Even among this group, however, the bene-
fits would be significant for many families. The max-
imum benefit ($6,728 in 2021) would be available to
married couples with incomes as high as $37,370 in
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Figure 1. Proposed Reform to the EITC (Families with Children)
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2021, rather than the current threshold of $25,470.3!
(See Figure 2.) And married parents would receive at
least a small credit until their income reached $65,403,
whereas under current policy it phases out at $57,414.
For targeting and expense purposes, the phaseout
rate would increase from 21.06 percent to 24 percent.

For married parents with two children, the impact
of this reform would be larger. The phase-in rate
for such families would increase from 40 percent to
45 percent, increasing the returns to work, albeit for
a small number of married couples earning under
$15,000. The maximum EITC would increase from
$5,080 to $6,728, and as with larger families, the
phaseout would begin at a higher income.

The impact of the policy change on married
parents with one child would be substantial. The

phase-in rate would increase from 34 to 45 percent,
incentivizing work for married parents with income
under about $15,000 and increasing the size of the
credit relative to current policy for everyone in this
income range. More importantly, the maximum ben-
efit would increase by 86 percent, from $3,618 to
$6,728, and as with larger families, the upper income
limit for receiving this maximum would increase by
47 percent. Even a married couple with one child
making $60,000 would get an EITC of about $1,300,
whereas today they receive nothing.

This reform would be expected to have various
effects. One impact would be to incentivize child-
less married couples to have a child. For example, a
married couple with $30,000 in combined income
would receive a credit of $6,728 for their first child,
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Figure 2. Increase in EITC Benefits from Proposed Reform (Married Families with Children)
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nearly $4,000 more than under current policy,
which gives a $2,894 credit. Over 18 years of child-
hood, that would amount to nearly $70,000 over
today’s EITC.

The reform would also incentivize unmarried cou-
ples to marry, to the extent that some people delay
marriage out of concerns about being able to afford
children. Under this reform, married couples would
see no increase in the EITC when they have addi-
tional children beyond their first one, though they
still would receive a credit at least as large as under
current policy, and they would continue to see a
higher CTC as they have more children. A married
couple with three children and $50,000 in income
would receive over $22,000 per child over 18 years,

an increase of nearly $13,000 per child relative to
current policy.

Most importantly, the reform would incentivize
people to have and raise their first child in marriage
rather than as single parents. For example, under
current policy, a single custodial mother of one
making $15,000 with an EITC of $3,618 would be
slightly worse off on a per-adult basis by marrying a
man earning $20,000. (This conclusion is true even
ignoring the potential loss of safety-net benefits, an
issue to which I will return below.)32 The husband
would also be worse off, and each would be worse
off relative to living together unmarried.

After the reform proposed here, a single mother
who marries would increase her per-adult income
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Figure 3. Additional EITC Benefit for Marrying for Parents with One Child, Current Policy vs.

Proposed Reform
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by over $1,500, or 9 percent, and her husband would
increase his by $1,100, or 6 percent. Marriage would
also leave both better off than simply cohabiting.
Over 18 years of a child’s life, the reform proposed
here would increase the returns to marriage for the
single mother in this example by $41,700 relative to
current policy and by $42,400 for her child’s father.
Notably, it would also help couples with a child to
marry and keep one parent at home (or have one
work fewer hours outside the home) if that is what
they prefer.

By incentivizing people to have their first child in
marriage (Figure 3), this reform could also increase
the likelihood that subsequent children will be born
in marriage. The reform is best thought of as an
incentive for childbearing to begin after marriage.

Crucially, the strength of the incentive depends
on the difference between what couples can make
separately, with one parent receiving the EITC for a
head of household, and what they can make together,
receiving the EITC for a married couple filing jointly.
The policy proposed here would not reduce the
EITC benefits to single parents, and single parents
would see their EITC rise if they have a second or
third child, just as under current policy.
Unfortunately, the marriage-promoting effects
of this reform would be limited by the marriage dis-
incentives in most federal means-tested safety-net
programs. A single mother making $15,000 is eligible
for various benefits. However, a married couple with
one child making $35,000 typically would be ineli-
gible for subsidized housing or food stamp benefits
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from the Supplemental Nutrition Assistance Pro-
gram.33 Their child would qualify for Medicaid, but
the parents would not. Policymakers will need to
address these programs to eliminate the marriage
disincentives in our safety net. Until then, however,
reforming the EITC along the lines described here
would be an important first step.

The EITC reforms proposed here would cost
$136 billion over 10 years relative to a current law
baseline (whereby the ARPA provisions for childless
workers end with tax year 2021).34 However, rela-
tive to a baseline that assumes ARPA provisions are
made permanent, the reforms here would cost just
$15 billion over 10 years. Importantly, these cost
estimates (and all those cited in this report) are based
on conventional tax models that do not incorporate
possible effects on work, marriage, and childbearing.

Reforming the Child Tax Credit to
Promote Work and Target Family
Tax Relief

The second set of reforms proposed in this report
would modify the CTC to encourage work among
lower-income families and better target tax relief to
working- and middle-class families facing financial
constraints to family formation and child-rearing. It
thereby addresses both the antipoverty and family
support features of the tax credit.

A Brief History of the CTC. While many countries
adopted family allowances between the late 1930s
and the mid-1950s, the United States went its own
way, maintaining a distinction between tax relief for
workers and welfare benefits for those without sig-
nificant employment.35 These distinctions were pre-
cisely the ones that thwarted NIT advocates in the
1960s and early 1970s and that produced the EITC.
Family allowances were proposed from time to time
over the years, but in the 1990s, support for CTCs
gained momentum. Concern about work and mar-
riage disincentives would continue to complicate pol-
icymaking and lead to the CTC’s clear differentiation
from a family or child allowance.
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The year 1991 was a landmark for the CTC.3¢ In
April, Eugene Steuerle and Jason Juffras of the Urban
Institute proposed a $1,000 CTC, available regard-
less of whether a family had any earnings or tax liabil-
ity.37 Two months later, the National Commission on
Children released its final report, advocating a fully
refundable $1,000 credit.3® The commission, created
by Congress in 1987, justified the credit by pointing
to disappointing income trends, rising income and
payroll tax liabilities, the diminished real value of
the dependent exemption, and the pervasiveness of
child allowances in other rich countries.39

The credit had fragile bipartisan support insofar
as it was both a tax cut for middle- and working-
class families and available to the poorest families
that had no income tax liability. The cost of the com-
mission’s proposal was also kept down by eliminating
the personal exemption for dependent children.4°

But the credit’s fate foundered on these points
of tension. Conservatives balked at making it refund-
able beyond payroll tax liability.4! Extending it to
nonworking families, they argued, would disincen-
tivize work and marriage in the same way that AFDC
did.4> In the 102nd Congress, legislators introduced
14 bills including a CTC, with most Democratic
bills proposing a fully refundable CTC and all the
Republican bills endorsing only nonrefundable cred-
its.43 The substantial cost of refundability turned
off conservatives and moderates alike.44 Eventually,
a $300 nonrefundable CTC was included in a 1992
tax bill passed by Congress but vetoed by President
George H. W. Bush because of its tax increases on
upper-income households.45

Presidential candidate Bill Clinton advocated
a CTC of up to $800 on the trail in 1992, but once
in office his middle-class tax cut was sacrificed to
deficit reduction.4¢ Meanwhile, the CTC contin-
ued to appeal to Republican tax cutters and social
conservatives who wanted to help traditional
breadwinner-homemaker families. The Republican
“Contract with America,” a campaign document pro-
posed before the midterm election in 1994, proposed
a $500 CTC, refundable up to payroll tax liability.47

The Republican Congress passed legislation
including a nonrefundable ;500 CTC in 1995, but it
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was vetoed by President Clinton, who objected to
its spending cuts and tax reductions.48 Clinton had
proposed his own CTC that year, a nonrefundable
credit of up to $300 that phased out at lower incomes
than the GOP proposal and was available only for
children under age 13. While concerns over refund-
ability continued to divide the parties, the CTC finally
was enacted into law in 1997—8500 per child ($740 in
today’s dollars), refundable for families with three or
more children up to the excess of payroll taxes over
the EITC.49

Tax legislation in 2001 gradually raised the max-
imum CTC to $1,000, and it substantially expanded
the previously miniscule refundable part of the
credit. The refundable CTC (the “additional child
tax credit”) was based on a proposal by Brookings
Institution scholars Isabel Sawhill and Adam Thomas.
Sawhill and Thomas designed it to promote work
and offset the reduced safety-net and EITC benefits
low-income families received as they worked more.5°
Tax bills passed in 2003 and 2004 accelerated
the reforms. The refundable credit was eventually
15 percent of earned income above a threshold (ini-
tially $10,000, thereafter adjusted for inflation), up
to $1,000 for all children.s! The American Recovery
and Reinvestment Act of 2009 lowered the thresh-
old for receiving the refundable credit to $3,000.52
Legislation in 2010, 2011, and 2015 extended the
CTC to 2017.

In 2017, the TCJA increased the maximum credit
amount to $2,000, raised the maximum refundable
credit to $1,400, lowered the threshold for receiving
the refundable credit to $2,500, extended the credit
to more upper-income households, and created a
$500 “family credit” for dependents not eligible for
the CTC (including children older than age 16).53
These reforms are set to expire after 2025.

Finally, ARPA expanded the CTC in various ways
for tax year 2021. It increased the maximum credit
for most taxpayers to $3,000 per child or, for children
under age 6, $3,600; made the credit fully refundable
(regardless of earned income); extended the credit
to 17-year-olds; and made it available monthly. These
provisions will expire at the end of 2021, though
the Biden administration has proposed extending
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them through 2025 (and making the full refundabil-
ity permanent).54

How the CTC Can Influence Work and Family.
As noted above, the CTC today benefits families over
a wide range of incomes. However, until the tempo-
rary expansion that passed as part of ARPA, it had
important features that were especially relevant for
antipoverty policy. First, it was unavailable to anyone
who had less than $2,500 in earned income over a tax
year, incentivizing work. It then phased in, providing
up to $1,400 per child above income tax liability and
then counting against tax liability thereafter up to
$2,000 per child. This phase-in also encouraged work.

The temporary expansion in ARPA made the CTC
fully refundable, removing the earnings requirement
and the phase-in and providing $3,000 per child (or
$3,600 per child under age 6) for everyone until
earned income reaches thresholds above $100,000.
Full refundability reduces work incentives relative to
the pre-ARPA credit.

The new higher maximum CTC will also lead some
parents to put in fewer work hours if they were sat-
isfied with their income under the old $2,000 maxi-
mum. In addition, ARPA creates a new phaseout that
effectively taxes additional work over the income
range in which the credit shrinks from the new $3,000
or $3,600 maximum to the old $2,000 maximum.
Beyond this phaseout, the CTC continues as before
ARPA, flat at $2,000 for a while before phasing out
again high up the income scale. Over these incomes,
the new CTC reduces work for some beneficiaries in
the same way it did before 2021 (by providing more
resources and reducing the cost of working less in the
range of the phaseout).55

One the
disincentivizing effects of the CTC lower down the
income scale and the effects higher up is that the
latter are often welcome and intended policy out-

big distinction between work-

comes. Upper-income families are often self-reliant
and comprised of married couples. CTC advocates
have long sought to help families that would like to
have more children and spend more time caring for
them in the home. Thus, the CTC has historically had
both antipoverty and pro-family-care rationales.
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Figure 4. Proposed Reform to the CTC (Single-Parent Families)
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Note: Policy proposal would shift the dashed lines (showing TCJA and ARPA benefits) to the solid lines. For simplicity, ARPA bene-
fits are weighted averages of the amounts for younger (under age 6) and older (under age 18) children, weighted 2:1 toward older
children, which makes the maximum credit $3,200 per child rather than $3,600 or $3,000. Amounts for families with more than three
children are not shown. All amounts and parameters are for tax year 2021 and for head-of-household filing status. The amounts assume
no unearned income and that filers do not itemize. For all schedule parameters, see note 60.

Source: Pre-TCJA and post-TCJA, pre-ARPA parameters are from Internal Revenue Service, “Publication 972: Child Tax Credit,”
January 23, 2018, https://www.irs.gov/pub/irs-prior/p972--2017.pdf; and Internal Revenue Service, “Publication 972: Child Tax
Credit and Credit for Other Dependents,” February 10, 2020, https://www.irs.gov/pub/irs-prior/p972-2018.pdf. Post-ARPA param-
eters are from the “Publication 972: Child Tax Credit and Credit for Other Dependents” and from the language in H.R. 1319-American
Rescue Plan Act of 2021 (2021). Tax year 2021 standard deductions, brackets, and rates are from Internal Revenue Service, Revenue
Procedure 2020-45, October 26, 2020, https://www.irs.gov/pub/irs-drop/rp-20-45.pdf.

These two goals, however, are in tension. In mobility, distancing them from the world of work
the case of work, many people are eager to help and reducing human capital investment.
two-worker, married families afford to shift their The post-ARPA CTC also embodies a tension when
time from paid work outside the home to childcare it comes to effects on marriage, fertility, and living
in the home. But a CTC with no work requirement arrangements. The additional income the CTC pro-

or phase-in will also make it easier for one-worker, vides helps working- and middle-class families afford
single-parent families to retreat from work and to have more children and may thereby make it eas-

rely more deeply on government transfers.s® Even ier for couples to marry if the cost of child-rearing was
if that leaves a family better off in the short run, it getting in the way. But it also makes it easier for couples
may increase long-run poverty or intergenerational to have children without getting or staying married.
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Figure 5. Proposed Reform to the CTC (Married-Parent Families)
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Note: Policy proposal would shift the dashed lines (showing TCJA and ARPA benefits) to the solid lines. For simplicity, ARPA benefits are
weighted averages of the amounts for younger (under age 6) and older (under age 18) children, weighted 2:1 toward older children,
which makes the maximum credit $3,200 per child rather than $3,600 or $3,000. Amounts for families with more than three children
are not shown. Allamounts and parameters are for tax year 2021 and for married couples filing jointly. The amounts assume no unearned
income and that filers do not itemize. For all schedule parameters, see note 60.

Source: Pre-TCJA and post-TCJA, pre-ARPA parameters are from Internal Revenue Service, “Publication 972: Child Tax Credit,”
January 23, 2018, https://www.irs.gov/pub/irs-prior/p972--2017.pdf; and Internal Revenue Service, “Publication 972: Child Tax
Credit and Credit for Other Dependents,” February 10, 2020, https://www.irs.gov/pub/irs-prior/p972-2018.pdf. Post-ARPA param-
eters are from the “Publication 972: Child Tax Credit and Credit for Other Dependents” and from the language in H.R. 1319-American
Rescue Plan Act of 2021 (2021). Tax year 2021 standard deductions, brackets, and rates are from Internal Revenue Service, Revenue
Procedure 2020-45, October 26, 2020, https://www.irs.gov/pub/irs-drop/rp-20-45.pdf.

That could happen by easing either the custodial par- raising children. In 2020, the CTC cost 70 per-
ent’s financial burden or the noncustodial parent’s cent more than the EITC, and about half the ben-
guilt over being noncustodial. The incentives to live as efits went to households with over $100,000 in
a cohabiting couple rather than getting married may income.57 That year, the federal government lost
be especially strong among lower-income families if a $19 billion in tax revenues in the form of CTC ben-
parent is receiving safety-net benefits that they would efits to households with incomes over $200,000.
lose were the couple to marry. With budget deficits soaring, the TCJA and ARPA

Finally, because families high up the income lad- expansions of the CTC for upper-middle and upper-

der receive the CTGC, it also ends up helping many class families might be scaled back to better target
who are not terribly constrained by the costs of  families with more modest incomes.
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Figure 6. Change in CTC Benefits from Proposed Reform, Relative to TCJA Policy
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Note: All amounts and parameters are for tax year 2021 and single-parent tax units filing as heads of household or married-parent tax
units filing jointly. The amounts assume no unearned income and that filers do not itemize. Amounts for families with more than three
children are not shown. Income range over which the TCJA married-couple CTC phases out is not shown.

Source: Pre-TCJA and post-TCJA, pre-ARPA parameters are from Internal Revenue Service, “Publication 972: Child Tax Credit,”
January 23, 2018, https://www.irs.gov/pub/irs-prior/p972--2017.pdf; and Internal Revenue Service, “Publication 972: Child Tax
Credit and Credit for Other Dependents,” February 10, 2020, https://www.irs.gov/pub/irs-prior/ p972-2018.pdf. Tax year 2021 stan-
dard deductions, brackets, and rates are from Internal Revenue Service, Revenue Procedure 2020-45, October 26, 2020, https://

www.irs.gov/pub/irs-drop/rp-20-45.pdf.

Reforming the CTC. The reforms proposed here
would restore the work-promoting features of the
CTC among lower-income families and make the
maximum credit more generous for working families
than before the ARPA expansion, but better target it
to the working- and middle-class families for whom
financial constraints are barriers to child-rearing.5®
The pre-ARPA refundable treatment of the credit
would be restored. The maximum credit would be
$3,000 per child, regardless of age—less generous
than ARPA’s credit for young children but more gen-
erous than the credit before it. ARPA’s extension of
the credit to 17-year-olds would be retained, and the
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income thresholds where the phaseout of the credit
starts would shift back to their pre-TCJA levels.59

Figures 4 and 5 illustrate the reforms for, respec-
tively, single-parent and married-parent families.6©
Under the proposed reforms, the dashed lines would
shift to the bold solid lines.

As shown in Figure 6, relative to the TCJA ver-
sion of the CTC, the reforms proposed here would
provide significant benefits to single parents earning
between around $30,000 and $100,000 and to mar-
ried parents earning between $30,000 and $150,000.
Roughly, these groups amount to about half of
head-of-household filers and about half of married


https://www.irs.gov/pub/irs-prior/p972--2017.pdf
https://www.irs.gov/pub/irs-prior/p972--2018.pdf
https://www.irs.gov/pub/irs-drop/rp-20-45.pdf
https://www.irs.gov/pub/irs-drop/rp-20-45.pdf

REFORMING TAX CREDITS

SCOTT WINSHIP

Figure 7. Change in CTC Benefits from Proposed Reform, Relative to ARPA Policy
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Note: All amounts and parameters are for tax year 2021 and single-parent tax units filing as heads of household or married-parent tax
units filing jointly. The amounts assume no unearned income and that filers do not itemize. Amounts for families with more than three
children are not shown. Income range over which the TCJA and ARPA married-couple CTC phases out is not shown. For simplicity, ARPA
benefits are weighted averages of the amounts for younger (under age 6) and older (under age 18) children, weighted 2:1toward older
children, which makes the maximum credit $3,200 per child rather than $3,600 or $3,000.

Source: ARPA parameters are from the language in H.R. 1319-American Rescue Plan Act of 2021 (2021) and from Internal Revenue
Service, “Publication 972: Child Tax Credit and Credit for Other Dependents,” February 10, 2020, https://www.irs.gov/pub/
irs-prior/p972--2018.pdf. Tax year 2021 standard deductions, brackets, and rates are from Internal Revenue Service, Revenue Procedure
2020-45, October 26, 2020, https://www.irs.gov/pub/irs-drop/rp-20-45.pdf.

couples filing jointly.®* The reforms, however, would
reduce benefits higher up the income scale, targeting
scarce resources to families lower down that are
more clearly constrained by their economic situation
when making child-rearing decisions.

Figure 7 instead compares the change in bene-
fits to those under the ARPA expansion. Except for
a small number of well-off, single parents, the CTC
proposed here would be less generous across the
income distribution than the ARPA expansion would
be. The difference is small, however, for households
between roughly $50,000 and $110,000.
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The most notable difference is that the reforms
proposed here would send much smaller amounts to
households earning under $30,000. This is a conse-
quence of restoring the work-incentivizing provisions
of the CTC lower down the income scale—the work
requirement and phase-in of the credit and the lim-
ited refundability. From a short-term orientation that
focuses exclusively on income support, the policy may
seem unappealing, but from a longer-term perspective
that keeps behavioral incentives in mind, returning to
the pre-ARPA policy lower down may result in lower
long-term poverty and greater upward mobility.
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Figure 8. Change in Combined CTC and Baby Bond Benefits from Proposed Reform, Relative to
ARPA Policy
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Note: All amounts and parameters are for tax year 2021 and single-parent tax units filing as heads of household or married-parent tax
units filing jointly. The amounts assume no unearned income and that filers do not itemize. Amounts for families with more than three
children are not shown. Income range over which the TCJA and ARPA married-couple CTC phases out is not shown. For simplicity, ARPA
benefits are weighted averages of the amounts for younger (under age 6) and older (under age 18) children, weighted 2:1 toward older
children, which makes the maximum credit $3,200 per child rather than $3,600 or $3,000. Baby bond amounts refer to spending on
deposits into baby bond accounts; actual outlays will occur when children use the funds and depend on how many children qualify to
use the funds and how much of the accumulated amount is used.

Source: ARPA parameters are from the language in H.R. 1319-American Rescue Plan Act of 2021 (2021) and from Internal Revenue
Service, “Publication 972: Child Tax Credit and Credit for Other Dependents,” February 10, 2020, https://www.irs.gov/pub/irs-
prior/p972--2018.pdf. Tax year 2021 standard deductions, brackets, and rates are from Internal Revenue Service, Revenue Procedure
2020-45, October 26, 2020, https://www.irs.gov/pub/irs-drop/rp-20-45.pdf.

However, this report does not propose simply in their children’s human capital (and to similarly

promoting upward mobility of children through work encourage children themselves).

and marriage incentives that provide lower bene- I describe this proposal in the next section, but
fits to nonworking and single-parent families. As an Figure 8 displays how the distributional implica-
additional way to promote long-term upward mobil- tions of the policy change when incorporating the
ity rather than single-mindedly reduce short-term baby bonds. The combined CTC and baby bond ben-
poverty, this report proposes diverting most of the efits are nearly as large under the proposed policy for
reduced benefits among lower-income families into those under $100,000 in income as would be a per-
baby bonds designed to encourage parents to invest manent ARPA version of the CTC. However, they
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would clearly prioritize incentivizing behaviors that
promote upward mobility.

Setting aside the baby bond proposal for the
moment, the CTC reforms proposed here would
cost $434 billion over 10 years relative to a current
law baseline (whereby the ARPA expansions of the
CTC end with tax year 2021 and the TCJA expan-
sions end after 2025).62 Relative to spending under
the TCJA through 2025, the proposed reforms are
close to budget neutral, with the lower benefits
for upper-income households balancing out the
greater maximum credit for working- and middle-
class households.

Relative to a policy baseline that assumes the TCJA
and ARPA expansions of the CTC become perma-
nent, the reforms here would save $946 billion over
10 years. The reforms would be less generous than
either policy for upper-income households, and they
would be less generous than ARPA for lower-income
households (ignoring the baby bonds).

Creating Success Sequence Savings
Accounts to Promote Intergenerational
Mobility

The third and final policy proposed in this report
would create a new system of child savings accounts
for low-income children as an alternative to fully
refundable CTCs. These accounts would accumu-
late significant assets from federal contributions that
would be inversely proportional to a family’s CTC.
In place of the unconditional cash represented
by a fully refundable credit, the savings accounts
would provide children with benefits deferred to
adulthood, the use of which would be restricted to
mobility-promoting investments and conditioned on
adherence to the mobility-promoting behavior con-
stituting the success sequence.

A Brief History of Child Savings Accounts. Child
savings account programs cover various public
and private policies designed to build assets over
childhood. They typically include seeding by the
sponsoring entity, deferred access to the funds
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until adulthood, and limitations on the use of the
funds. Over 100 small public, private, and public-
private programs are operating in the US.63 Child
savings account policies, or baby bonds, have been
tried in Canada, Singapore, South Korea, and the
United Kingdom.64

At the federal level, child savings accounts cur-
rently are associated with Sen. Cory Booker (D-NJ),
who promoted the idea during his 2020 presiden-
tial run. Booker and Rep. Ayanna Pressley (D-MA)
have sponsored the American Opportunity Accounts
Act.%5 Their proposal would seed universal child
savings accounts with an initial $1,000 and then
provide annual supplements ranging from $2,000
(for those below the poverty line) to $250 (for those
with income just under five times the poverty line).
The accounts would accrue interest pegged to that
earned by 30-year Treasury securities. On turn-
ing 18, young adults could use the accumulated
funds for qualified purposes, including education,
purchasing a home, or other asset investment.
On turning 59.5, they could be accessed for any
purpose. The funds would not be countable as
resources for assessing eligibility for financial aid.
Families would receive annual statements with
account balances and the projected value at age 18,
and the bill calls for a financial literacy program for
account holders.

Baby bond proposals have also attracted Republi-
can support in the past, though primarily for retire-
ment savings. An early “KidSave” proposal introduced
in the Senate in 2000 included as original cosponsors
future presidential contender Sen. Rick Santorum
(R-PA) and Sen. Charles Grassley (R-IA).%¢ In 2007,
Sen. Jeff Sessions (R-AL), future attorney general of
the United States, proposed “portable lifelong uni-
versal savings accounts,” which would have included
child savings accounts seeded with $1,000.97 For-
mer Speaker of the House and presidential candidate
Rep. Newt Gingrich (R-GA) endorsed child savings
accounts in 2009 as an eventual private-accounts-
style replacement for Social Security.68

Perhaps most notably, the America Saving for
Personal Investment, Retirement, and Education
(ASPIRE) Act was first introduced in 2004 by a
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bipartisan coalition. The Senate version was intro-
duced by Santorum and Sen. Jon Corzine (D-NJ).
The bill was reintroduced the following year with
future Heritage Foundation President and Sen. Jim
DeMint (R-SC) on board. The ASPIRE Act would
have contributed $500 to every child’s account at
birth, provided up to $500 annually thereafter for
lower-income children, and provided up to $500
annually to match private contributions to the
accounts. Funds were to be used for higher educa-
tion, purchase of a home, or retirement savings.®9
The ASPIRE Act was reintroduced as recently as
2019, though 2016 was the last time it included a
Republican as an original cosponsor.7°

While most baby bond proposals have focused
on encouraging savings, increasing financial educa-
tion, and closing wealth gaps, the current proposal
would leverage their ability to incentivize mobility-
promoting behavior to unlock the use of mobility-
promoting funds. It would encourage children, ado-
lescents, and young adults to adhere to the success
sequence and encourage parents to promote such
behaviors in their kids.

A Brief History of the Success Sequence. In a
2006 report for the National Campaign to Prevent
Teen and Unplanned Pregnancy, Barbara Dafoe
Whitehead and Marline Pearson lamented that teen-
agers seemed not to appreciate

what might be called the “success” sequence: Finish
high school, or better still, get a college degree; wait
until your twenties to marry; and have children after
you marry. Teens who follow this sequence are likely
to avoid poverty and to do well economically. Those
who depart from this sequence are at a much greater

economic risk.7!

Whitehead and Pearson cited an unpublished
2004 report by Nicholas Zill and Kevin O’Donnell
for the evidence behind the success sequence.’>
Subsequently, the success sequence was popular-
ized by Brookings Institution’s Ron Haskins and
Sawhill. The two had made a point similar to Zill and
O’Donnell’s in a 2003 policy brief that found the
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poverty rate would be dramatically lower if full-
time work, two-parent families, high school gradua-
tion, and modest fertility were more common.73

Then, in a 2009 analysis invoking the success
sequence, Haskins and Sawhill looked at people in
families headed by an able-bodied person of prime
working age.7 Their version of the success sequence
incorporated full-time work (reducing the salience
of sequencing) but was otherwise similar to the
Whitehead-Pearson formulation.

Haskins and Sawhill also found that in 2007,
just 2 percent of family members were poor if the
family head had graduated from high school (or
received a GED), if the head did not have children
until they were age 21 and married, and if someone
in the family worked full-time. In contrast, if fam-
ily heads met none of these benchmarks, 76 percent
of family members were poor.7s Fortunately, nearly
two-thirds of the population they considered were
in families meeting all three benchmarks, compared
with just 2 percent in families missing all three. Sawhill
later revisited the analyses and found similar results
for 2012.76

More recently, Wendy Wang and W. Bradford
Wilcox modified the success sequence definition
again, requiring that a young adult be a high school
graduate (or have a GED), be either married or
childless, and be either working full-time, enrolled
in college, or married and taking care of children.
Over half (53 percent) of adults age 28-34 in 2013 or
2014 were in poverty if they missed all three bench-
marks, while just 3-8 percent were poor if they hit all
three marks.77

Advocacy of the success sequence is inadequate
as a solution to poverty or economic immobil-
ity.7® That people who have followed the success
sequence are almost never in poverty does not
mean that poor people who have not followed the
sequence would have avoided poverty if they had
met the benchmarks. There is an element of selec-
tion involved. Most professional athletes or artists
put in untold hours practicing over their childhoods,
but that does not mean that anyone can “succeed”
by simply putting in the hours. Some people will
never make beautiful music, and some people will
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find avoiding poverty difficult even if they “play by
the rules.”79 For example, graduating from a failing
school may offer limited protection against poverty,
and marrying the father of one’s child may not add
meaningfully to household resources if the father is
chronically unemployed.

Moreover, while playing by the rules might seem a
simple matter, it is not so simple at all in certain con-
texts. Most obviously, finding full-time work is more
difficult during economic downturns. But more than
that, avoiding teenage or nonmarital pregnancy is
more challenging in families, peer groups, and neigh-
borhoods in which these things are common. Gradu-
ating from high school is more difficult when one has
gone through failing schools from an early age.

The baby bonds
proposed here would
incentivize human
capital investment,
marital childbearing,
and work.

Critics of the success sequence sometimes go
beyond these points and accuse proponents of the
sequence of absolving society or government of
responsibility for unequal outcomes or even accuse
them of blaming the victim. This is an unfair reading
of their antagonists. Whitehead and Pearson empha-
sized that achieving the success sequence

is a high wire act. It takes sustained effort, skill,
practice, discipline, deferred gratification, parental
dedication and social support to complete the suc-
cess sequence. It is unrealistic—if not irrespon-
sible—to expect teens to try to walk this high wire
alone. They need information, guidance, skill and
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support to make it safely through a prolonged ado-
lescence and into a flourishing adult life.8°

In their 2009 book, Haskins and Sawhill, far from
preferring to leave people on their own, called for
more preschool funding, national educational stan-
dards, more funding for K-12 teachers, reforms to the
college financial aid system, expanded work supports,
reduced unplanned pregnancies, and other propos-
als. They estimated the cost of their policy agenda at
more than $200 billion over a decade.

Further, while calling for adherence to the suc-
cess sequence is not a sufficient solution to poverty
and economic immobility, encouraging the behaviors
highlighted by the sequence can be an important part
of expanding opportunity.8! Part of the influences
that affect the choices that children, teenagers, and
young adults make are the messages to which they
are exposed and the cost-benefit analyses associated
with different choices. The current proposal would
attempt to influence both factors.

Creating SSSAs. The baby bonds proposed here
would expand opportunities for low-income children
by providing them substantial assets available upon
reaching adulthood, by restricting the use to which
those assets may be put, and (most distinctively) by
conditioning access to those assets on adherence to
mobility-promoting behaviors. In contrast to fully
refundable CTCs that are not conditioned on earn-
ings and that disincentivize work and marriage, the
baby bonds proposed here would incentivize human
capital investment, marital childbearing, and work.
Rather than provide unconditional cash transfers
to parents, this proposal would provide funds to
grown children for asset building. Those children
who achieve elements of the success sequence sim-
ilar to those in the Wang-Wilcox definition would be
rewarded with a wealth transfer not contemplated
in previous child savings account proposals.

My proposal would create SSSAs in the US Trea-
sury for every child under age 18 in the United
States, along the lines envisioned in the American
Opportunity Accounts Act.82 Each year, a federal
contribution would be made to each child’s account
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equal to $3,000 less the per-child CTC received
by the child’s family that year. For instance, a fam-
ily with two children receiving a CTC of $2,000
(less than the full $6,000 envisioned under the
CTC proposal above) would receive baby bond con-
tributions of $4,000, apportioned as $2,000 to
each child’s account.®3

While the baby bonds would be means-tested
in this way, families could also make their own pri-
vate contributions, regardless of their income and
whether they receive a federal contribution. A new
kind of private, tax-advantaged individual savings
account along the lines of 529 accounts and custo-
dial individual retirement accounts would be cre-
ated for this purpose, which would exist apart from
any child’s SSSA in the Treasury. Distributions from
these private accounts would be allowable on turn-
ing 18, regardless of whether the behavioral require-
ments attached to accessing federal contributions
have been met. However, annual contributions
(federal and private combined) could not exceed
$3,000 per child per year.

Thus, the existence of federal contributions to
an SSSA should not hurt the work or marriage deci-
sions of parents on the margin by much. If a par-
ent with one child who earns enough to receive a
$3,000 CTC reduced their work enough that the CTC
dropped to $2,000, they would receive $1,000 more
in income (from the federal SSSA contribution) than
if this policy were not in place. But that additional
$1,000 could not be spent for immediate needs; it
would be the child’s to (eventually) spend, the use
of the funds would be limited to certain purposes,
and there would be some risk that the child would
ultimately not be able to access the funds due to
the behavioral requirements.

Similarly, a parent who is not currently working
could take a job and receive a lower federal SSSA
contribution for their child but a higher CTC. They
would have the opportunity to use the greater CTC
amount to either make a private SSSA contribution
(making up for the loss of the federal contribution)
or spend the dollars on other priorities. The private
SSSA contribution would also not be subject to the
federal contribution’s behavioral requirements.
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Families would receive annual statements of their
federal SSSA accounts, which would summarize exist-
ing balances and projected balances at age 18. These
statements would also include statistics describ-
ing how poverty rates, median incomes, and median
wealth differ at age 30 depending on which success
sequence milestones have been reached. These
statements would incentivize teenagers and young
adults to follow the success sequence and incen-
tivize parents to encourage their children to do so.
A federal commission would recommend ways to
promote the success sequence through public service
announcements and other campaigns.

Upon turning 18, young adults could use any funds
in private SSSAs toward postsecondary education or
training, wedding expenses, the purchase of a home,
the purchase of a car (up to $10,000), or private busi-
ness formation or investment. Such funds could also
be transferred to retirement savings accounts. A sec-
ond federal commission would recommend ways to
accredit and incentivize new forms of postsecondary
education and training that may be eligible to receive
SSSA funds.

Upon verification of high school graduation
(or receipt of a GED), young adults could use the
accrued federal SSSA amounts for either postsec-
ondary education or training or a wedding. (Federal
funds would not be countable as income for deter-
mining eligibility for financial aid.) Starting at age
24, adults could also use federal SSSA amounts for
home buying, a car purchase (up to $10,000), busi-
ness formation or investment, or retirement savings,
but only if they meet two conditions in addition to
graduating high school.

First, they must have a minimum number of quar-
ters during which they worked enough to qualify for
Social Security coverage. The threshold would be
24 quarters since turning 18 (the equivalent of
six years) less quarters enrolled in school or training
and less quarters raising children.

Second, they must have a minimum number of
quarters (24) since turning 18 during which they
were either married or childless. A third federal com-
mission would investigate improvements to the child
support enforcement system, partly with the goal of



REFORMING TAX CREDITS

SCOTT WINSHIP

identifying noncustodial parents for SSSA distribu-
tion eligibility. Custodial parents would be encouraged
to identify noncustodial biological parents through a
claim to the noncustodial parent’s federal SSSA funds
for an intergenerational rollover, described below. No
noncustodial parent could use federal SSSA funds if
they owe child support payments.

If the three success sequence conditions are
met at any age after 24, the federal SSSA funds
become immediately available for the allowable uses
described above, and the funds roll over into private
SSSA accounts. Someone becoming a single par-
ent before turning 24 would still be eligible to use
federal SSSA funds for postsecondary education
and training or a wedding, provided they graduated
from high school. They could also become eligible
to use federal funds for other allowable purposes if
they subsequently become married and their com-
bined time either childless or married reaches the
24-quarter threshold. This would disincentivize
early single parenthood, since every quarter sin-
gle parenthood is delayed reduces the time until
federal SSSA funds may be used for any allowable
purpose. It would also encourage marriage subse-
quent to becoming a single parent. Becoming a sin-
gle parent after one’s federal SSSA is converted to a
private one would have no consequence for use of
the private SSSA funds.

Any earnings from federal SSSA contributions
in a federal SSSA account that accrue after age 24
go back to the Treasury. Federal SSSA funds (con-
tributions and earnings) in a federal SSSA account
are forfeited and recaptured by the Treasury if not
used by age 35 (because the success sequence crite-
ria were not met). If someone has a child, up to half
of their forfeited funds may be transferred to the
child’s account as an intergenerational rollover, up
to $10,000, regardless of whether success sequence
conditions have been met. Children may receive an
amount from their noncustodial parent’s federal
SSSA equal to all child support obligations owed,
plus half the remaining funds, upon the noncusto-
dial father turning 35.

The amount of funds available to those who
become eligible to use them would be substantial.
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A child receiving $3,000 in federal SSSA contribu-
tions over 18 years would have $54,000. (The con-
tributions would earn a modest amount of interest,
pegged to 30-year Treasury securities.) Altogether,
the SSSA system described here would likely con-
tribute $56 billion to federal accounts annually,
but outlays would be small until the system phases
in.84 The first cohort of 18-year-olds would have
just a single year of federal contributions available
to them, which would amount to roughly $3 billion
in aggregate. Not all these recipients would be eligi-
ble to spend the funds, and some would choose to
spend them later.

This baby bond proposal would be more expensive
to the extent that more Americans from low-income
backgrounds achieve the benchmarks of the success
sequence. This means that the policy is much more
plausibly characterized as an investment that will
pay off in future benefits than is any cash transfer
policy. It would promote upward mobility by target-
ing children from low-income families, encourag-
ing parents and children to adopt pro-mobility
attitudes and behaviors, and restricting funds to
mobility-enhancing investments. If we assume that
half of children with federal SSSA contributions ulti-
mately become eligible for qualified distributions,
perhaps an estimate of $280 billion over 10 years
is in the ballpark.85 Over the long run, much of this
would be recouped as higher taxes and lower anti-
poverty spending.

This proposal is not costless, however, and poli-
cymakers must be concerned about unintended con-
sequences and perverse incentives. Given the high
stakes involved, we should worry about whether
high schools will engage in grade inflation and social
promotion (to a greater extent than is currently the
case), how much of the funds will be captured by
colleges in the form of higher tuition or by the wed-
ding industry in the form of higher prices, the incen-
tives for fraudulent postsecondary and training
institutions to exploit people, and the possibility that
women will feel more pressure to have abortions
rather than become single mothers.8¢ But all these
costs must be weighed against the potential bene-
fits that could come from expanding opportunities
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Figure 9. Proposed Reforms to EITC and CTC, Distribution of Benefits (Families with Children)
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for low-income children—and in a way that lever-
ages their sense of agency and is likely to promote a
multigenerational shift in outlooks and aspirations.

Putting It All Together

Together, the three reforms proposed here would
increase combined EITC and CTC benefits for low-
income families, especially married families with
one child; increase CTC benefits for working- and
middle-class families; and provide a generous new
system of restricted-use baby bonds for children in
the poorest families. Figure 9 displays the distribution
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of combined EITC and CTC benefits under the pro-
posal (ignoring the baby bond proposal).

For comparison, Figure 10 displays the change
in combined benefits across income levels relative
to EITC and CTC policy before ARPA. For the vast
majority of single parents, combined benefits would
be no lower than pre-ARPA policy, and starting
between around $25,000 and $35,000 (depending on
the number of children), it would be more generous
due to the expanded CTC.

The higher CTC and the expanded EITC for mar-
ried couples would increase benefits for married-
couple families by a greater amount than it would
for single-parent families below around $65,000
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Figure 10. Change in Combined EITC and CTC Benefits from Proposed Reform, Relative to

TCJA Policy
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in income. The increased benefits for married par-
ents with one child are especially large—$s,700
higher for a family with $41,000 in earnings and
over $2,000 higher for a family with $60,000 in
earnings. Upper-income families would see reduced
benefits regardless of marital status. The tax ben-
efits in this proposal are better targeted toward
the working- and middle-class families for whom
financial constraints are most likely to affect work-
family decisions.

Figure 11 depicts the change in benefits over
income levels compared with ARPA policy, this time
including the federal SSSA contributions. For sin-
gle parents with income below $75,000, the only
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difference (other than benefits taking the form of
federal SSSA contributions) is that younger children
currently receive more than the $3,000 maximum
CTC and SSSA benefit proposed here. (The figure
sets the ARPA CTC at 3,200, a weighted average of
the younger- and older-child benefits.) The benefits
for married-parent families are greater relative to
ARPA policy for nearly all such families with under
$65,000 in income.

Relative to current law, the combined EITC and
CTC reforms would cost $570 billion over 10 years.87
The expense is primarily due to the CTC expan-
sion, since under current law, the maximum CTC
falls back to $2,000 in 2022 and $1,000 per child
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Figure 11. Change in Combined EITC, CTC, and SSSA Benefits from Proposed Reform, Relative to
ARPA Policy
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after 2025. (The refundable CTC also becomes less to $850 billion, not including the proposed federal
generous over time.) commissions and the tax benefit from the private

As discussed above, assessing the cost of the baby SSSA accounts.®8 Outlays will be phased in as more

bond proposal is difficult. Here I assume a mature children become eligible to use more years’ contri-
system in which children have been receiving contri- butions, so the cost over the initial 10-year window
butions for 18 years and that half the federal contribu- will be substantially lower.

tions end up being distributed (because beneficiaries Relative to current EITC and CTC policy, which
achieve the success sequence criteria and spend the takes those credits as they are in 2021 as the baseline,
funds for allowable purposes). In that case, the total the combined EITC and CTC reforms here would
cost of the three reforms in this report would come save $930 billion over 10 years. Spending would be
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lower due to the smaller maximum CTC for younger
children, the elimination of full refundability, the
pre-TCJA phaseout for upper-income families, and
the reversal of the ARPA childless EITC expansion.
Adding in SSSA commitments, the 10-year savings
would still amount to $650 billion.89

To pay for the additional cost relative to current
law, this proposal would rely on two policy changes.
First, the cost of the EITC and CTC reforms would
be more than covered by eliminating the state and
local tax deduction. This would generate $700 billion
in revenues over a decade.9° In addition, policymak-
ers should take steps to reduce the rate of improper
payments in these programs (particularly the EITC).

Second, the cost of the baby bond proposal would
be covered by eliminating Pell Grants, which would
save around $325 billion over 10 years.9' Federal
SSSA funds for higher education would be available
to more people than receive Pell Grants and involve
larger amounts than typically received by Pell Grant
recipients.9> The federal SSSA funds could also be
used by young adults enrolled in postsecondary edu-
cation and training outside of undergraduate pro-
grams. (And, of course, they could be used for other
wealth-building purposes besides higher education or
training.) Pell Grants would be eliminated gradually
as spending on federal SSSA funds increases to not
disrupt college affordability for would-be Pell recip-
ients in the short run.

In redirecting tax credit policy toward oppor-
tunity and economic mobility, the proposals here
address conservatives’ and liberals’ long-standing
concerns. As indicated by the histories of the EITC
and CTC, conservatives have always been focused
on the unintended risks of a social policy that
sends unconditional cash to lower-income Ameri-
cans. The EITC emerged as an alternative to tradi-
tional means-tested benefits and the NIT, with its
maximum benefits for nonworking adults. Support
for the CTC has been rooted in its ability to help
tax-paying families with children. Providing child
benefits beyond tax burdens has been regarded as
potentially discouraging work.

On the liberal side, from the start of the War on
Poverty, Johnson took pains to distinguish poverty
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alleviation from opportunity promotion. Referring to
the poverty thresholds it had developed, Johnson’s
Council of Economic Advisers wrote in its annual
report to Congress in 1964,

Conquest of poverty is well within our power. ... The
majority of the Nation could simply tax themselves
enough to provide the necessary income supple-
ments to their less fortunate citizens. The burden—
one-fifth of the annual defense budget, less than
2 percent of GNP—would certainly not be intolera-
ble. But this “solution” would leave untouched most
of the roots of poverty.93

In his State of the Union address to Congress
that year, declaring the War on Poverty, Johnson
advocated that rather than simply reduce hardship,
successful antipoverty policy also should expand
opportunity: “Our aim is not only to relieve the
symptoms of poverty, but to cure it and, above all, to
prevent it.”94 Later the same year, signing the Eco-
nomic Opportunity Act, he affirmed that “we want
to offer the forgotten fifth of our people opportunity
and not doles.”%

By this yardstick, the War on Poverty has lit-
tle to show for the trillions we have spent waging
it. Although the safety net we have put in place over
decades has reduced hardship, the biggest improve-
ment occurred during the 1990s, when a bipartisan
coalition reformed that safety net to promote inde-
pendence.% In marked contrast, since the Johnson
presidency, the US has made no progress whatso-
ever in reducing intergenerational poverty—the like-
lihood that the poorest children will also become
the poorest adults.

The choice for those who care about low-income
children is not between child allowances and the
status quo. The status quo features a child poverty
rate that has never been lower but economic mobil-
ity as low as we’ve ever measured it. It also features
a middle class better able to afford children than
ever before but federal budget deficits as far as the
eye can see. By reforming the EITC and CTC to
promote opportunity and provide targeted tax
relief, we can improve policy while avoiding the
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costs of otherwise appealing policies that have
hidden downsides.
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amounts for older and younger children, with the former weighted twice as heavily as the latter (since twice as many ages are covered).
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tax policy would seem difficult to enforce given the amounts involved. The problem is that the federal contributions would not really
be privately owned until the behavioral requirements have been met.

83. Families with earnings too high to qualify for the maximum CTC that are in the phaseout range of the credit would not
receive a baby bond contribution.

84. Cost estimates in this report were generously prepared by Pomerleau using Tax-Calculator release 3.1.0. See Policy Simulation
Library, “Tax-Calculator.” The estimate I cite is my own, based on multiplying by 18 Pomerleau’s estimate of $3.1 billion for 2022 (mod-
eled such that outlays would be spent on a single cohort, assuming all youth in the cohort are eligible to use the funds and choose to do
s0). The estimates I requested from Pomerleau did not include the private tax-advantaged success sequence savings accounts (SSSASs)
or their cost to the Treasury. Nor do they include the costs of the federal commissions proposed.
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86. The risk of greater abortions is mitigated in several ways, however. First, even if a woman becomes a single mother, so long
as she graduates high school, she may use the federal SSSA funds for postsecondary education or training or a wedding. Second,
as discussed in the report, a woman who becomes a single mother can eventually become eligible to use federal SSSA contribu-
tions for other qualified purposes if she subsequently marries and builds up 24 quarters either childless or married before age 35.
Third, if she does not build up 24 quarters before turning 35, she may transfer up to half (up to $10,000) of her federal SSSA
funds, to her own child. If she identifies the father of her child, the child is entitled to some of the father’s federal SSSA
funds, too, as described in the report.

87. Cost estimates in this report were generously prepared by Pomerleau using Tax-Calculator release 3.1.0. See Policy Simulation
Library, “Tax-Calculator.”

88. This adds to the amount Pomerleau estimated for the EITC and CTC reforms my $280 billion estimate for the cost of baby bonds
in a mature system.

89. Again, this adds to Pomerleau’s EITC and CTC cost estimate my extrapolated $280 billion cost for the baby bonds.

90. The revenue loss from the deduction is assumed to be $25 billion for fiscal years 2022, 2023, 2024, and 2025, based on the esti-
mates in Grant A. Driessen and Joseph F. Hughes, The SALT Cap: Overview and Analysis, Congressional Research Service, March 6,
2020, Table 1, https://crsreports.congress.gov/product/pdf/R/R46246/2. The loss is assumed to be $100 billion for fiscal years 2026
through 2031, the period after which many TCJA provisions expire. This may be justified in two different ways. Table 1 in Driessen and
Hughes reports that in fiscal year 2017, the last before the TCJA capped the deduction, the revenue loss was $100.9 billion. And the
Joint Committee on Taxation estimated that dropping the cap post-TCJA would have reduced revenues by $77.4 billion in fiscal year
2019. See US Congress, Joint Committee on Taxation, Background on the Itemized Deduction for State and Local Taxes, June 24, 2019,
Table 4, https://www.jct.gov/publications/2019/jcx-35-19/. If about $20 billion in revenue loss is added to that to account for the revenue
loss with the cap in place, the total is approximately $100 billion. My estimate seems conservative in that pre-TCJA, the Congressional
Budget Office estimated that repealing the state and local tax deduction starting in 2015 would raise $142 billion by 2024. See Congres-
sional Budget Office, “Eliminate the Deduction for State and Local Taxes,” November 20, 2014, https://www.cbo.gov/budget-
options/2014/49578.

91. See the estimates at the end of Congressional Budget Office, “Pell Grant Program—CBO’s January 2020 Baseline,” February 20,
2020, https://www.cbo.gov/system/files/2020-01/51304-2020-01-pellgrant.pdf. I sum the projected outlays for 2021-30.

92. Roughly 27 million children under age 17 are in families that were not eligible for the full CTC before the ARPA expansion. See
Robert Greenstein et al., Improving the Child Tax Credit for Very Low-Income Families, US Partnership on Mobility from Poverty, April
2018, https://www.mobilitypartnership.org/improving-child-tax-credit-very-low-income-families. In addition to this sum, a substantial
number of families that would have received the maximum credit of $2,000 before ARPA and are not included in the 27 million esti-
mate would receive SSSA contributions under my proposal (if their credit is less than $3,000). Ignoring them and dividing 27 by 17
indicates that in each birth cohort, 1.6 million children would receive federal SSSA contributions. In comparison, around one million
19-year-olds receive Pell Grants, the age with the largest number of recipients. See Federal Pell Grant Program, “2017-2018 End of Year
Report,” Table 11, https:/fwwwz2.ed.gov/finaid/prof/resources/data/2017-2018pelloeyreports.zip. The median Pell Grant in 2017-18 was
$3,900 (Table 3).
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