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Findings

This report assesses the changing geographic distribution of the low-
income population compared to recipients of the federal Earned Income Tax
Credit (EITC) between 1999 and 2007, focusing on trends in the nation’s
100 largest metro areas. The analysis finds that:

m Changes in EITC receipt have tracked closely with the growing and
shifting geography of working poverty. From 1999 to 2007, major metro-
politan suburbs accounted for roughly half of the nation’s net growth in low-
income residents (4.8 million) and EITC recipients (2.5 million), outpacing
other types of communities. By 2007, these suburbs were home to more
than one-third of all low-income Americans and EITC recipients.

m Between 1999 and 2007, all 69 large metro areas that experienced
significant growth rates in their low-income populations saw EITC re-
ceipt increase in response. Southern metro areas like Raleigh, Charlotte,
and Atlanta that had the greatest increases in low-income population also
saw the greatest upticks in EITC receipt as a result.

m Low-income workers claimed $47.5 billion through the EITC in
2007—a real increase of 25 percent over 1999—with 60 percent of
EITC dollars going to residents of the 100 largest metro areas. Sub-
urban filers claimed one-third of all EITC funds and accounted for half the
net increase in EITC dollars claimed. In the 10 metro areas experiencing
the greatest increases in low-income population, EITC claims increased by
almost $1 billion.

In the wake of the first recession of the 2000s and the slow recovery that
followed, the number of low-income Americans increased significantly,
especially in suburban communities.! As that population grew and subur-
banized over the decade, the EITC responded effectively both to economic
trends—offering critical support to help working families weather downturns
in the economic cycle—and to the changing geography of the working poor.
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l. Introduction

uring the 2000s—a decade in which two economic recessions

bookended a period of jobless growth—the typical American family

saw its income decline in real terms as wages stagnated or fell. Over

the course of the decade, middle- and low-wage workers in particular
saw their wages drop by 5 and 8 percent, respectively. As a result, the size of the
middle class shrank and the country’s poor population grew to a historic high,
surpassing 42 million by 2009.2

As an increasing number of Americans struggle to get by with less, federal
supports like the Earned Income Tax Credit (EITC)—a refundable tax credit

for taxpayers who work but earn low incomes—prove critical for workers and
their families. Since its inception in 1975, the EITC has played an increasingly
important role in supplementing the wages of low-income workers, especially
those with children, and is currently the largest anti-poverty program
administered through the tax code. Not only does the EITC act as a buffer

to prevent workers and their families from sliding into poverty during difficult
economic times, but it also lifts millions of people out of poverty each year—as
many as 6.6 million people in 2009, including 3.3 million children.® Additionally,
the EITC contributes to the broader health of the economy. Roughly two-thirds
of EITC recipients spend the bulk of their refunds on immediate expenses,
stimulating local economies by generating economic activity in the communities
where they live.*

The economic challenges of the past decade were not felt equally throughout
the country. Similarly, changes in the size and distribution of the low-income
population have not been uniform across all places.> The EITC delivers billions
of dollars in work supports each year, but as communities have struggled

in recent years with recession and its aftereffects, has the credit responded
effectively?

This analysis explores the connections between shifts in the low-income
population—those with incomes below twice the poverty line—and changes in
EITC receipt between 1999 and 2007—the most recent year for which complete
tax data are available. In doing so, it captures the impact of the first downturn of
the decade as well as the jobless recovery that followed, but stops short of the
Great Recession due to limitations in data availability. By analyzing the extent
to which EITC receipt has tracked changes in the low-income population across
large cities, their surrounding suburbs, small metropolitan areas, and non-
metropolitan communities, this report demonstrates the responsiveness of the
EITC as a policy tool, and its ability to adapt to changes in both the economic
cycle and the geography of working poverty. The paper ends with a discussion of
developments since 2007 and the likely impact of the recent downturn on these
trends over the next several years.

1. Methodology

This analysis uses U.S. Census Bureau and Internal Revenue Service (IRS) data
to assess the changing spatial distribution of the country’s low-income population
and its EITC recipients between 1999 and 2007.

Data
To track changes in the size and location of the country’s low-income population,
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we use Census 2000 and 2007 American Community Survey (ACS) data.
Because data reported in Census 2000 represent income as of calendar year
1999, we refer to 1999 rather than 2000 throughout the analysis. We use 2007
ACS to align with EITC receipt in tax year 2007, the most recent year for which
complete tax data are available.®

Annual tax return data come from IRS’ Stakeholder Partnerships, Education,
and Communications (SPEC) division, which tabulates data on individual income
tax filers, including those claiming the EITC, and EITC dollar amounts claimed

at the ZIP code level. We allocate the ZIP code data to align with city and

county boundaries and aggregate accordingly.” We use tax year 1999 data for
comparability with income data reported in Census 2000. Statistics on the EITC
described in this report reflect the federal credit only, and do not account for
EITC credits or dollars claimed through tax codes in 23 states and the District of
Columbia.

Income

Throughout this analysis, low-income individuals are defined as those living in
families with incomes below 200 percent of the federal poverty line. We choose
twice the poverty line as the cutoff both because research suggests this threshold
may more accurately reflect the segment of the population facing economic
hardship, and to take into account EITC income eligibility parameters.®

The EITC’s income eligibility thresholds are determined by the taxpayer’s marital
status and number of qualifying children, and are structured to phase in with the

first dollar of earnings. The EITC increases in value as income grows, reaches a
plateau at the maximum value of the credit, and eventually phases out to zero as
income continues to rise (Figure 1). In tax year 2007, the income cutoff ranged

Figure 1. Value of EITC by Income, TY 2007
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Source: Internal Revenue Service

BROOKINGS | February 2011



Table 1. Federal Poverty Thresholds and EITC Income Limits*, 2007

100% of Poverty 200% of Poverty EITC Limit
Single Married Single Married Single Married
No Children $10,787 $13,884 $21,574 $27,768 $12,590 $14,590
One Child $14,291 $16,689 $28,582 $33,378 $33,241 $35,241
Two Children $16,705 $21,027 $33,410 $42,406 $37,783 $39,783

*Income amounts are in 2007 dollars; poverty thresholds apply to households where the householder is under 65 years of age
Source: Brookings Institution analysis of Internal Revenue Service and 2007 ACS data

up to roughly 230 percent of the poverty line for an unmarried filer with one or
two children (Table 1).

Universe

The Census and tax return data presented in this analysis represent distinct
universes in two respects. First, the ACS data report poverty status for
individuals; however, EITC data are reported for tax units, which may represent
individuals or families. Second, as noted above, the income thresholds for each
universe are not perfectly aligned. In practice this means that the EITC data may
capture some tax units with incomes above 200 percent of the poverty line. At the
same time, the census low-income estimates will capture some individuals who
do not file taxes (because they earn too little) and some who are not eligible for
the EITC (either because they do not work or because the do not meet residency,
family, or age requirements). The net result is that counts of the low-income
population (i.e., individuals) tend to be larger than counts of the EITC population
(i.e., tax units). The large overlap in the two groups, however, suggests that
trends in EITC receipt should track with those for the low-income population.®

Geographic Definitions

We analyze trends in the low-income population and in EITC receipt across
cities and suburbs of the largest metropolitan statistical areas (MSAs), small
metropolitan areas, and non-metropolitan communities. Cities include the 132
primary cities identified in the 95 largest MSAs for which there are comparable
data.’ Suburbs represent the remainder of the MSA outside of the primary
city or cities. Small metro areas are the remaining 266 MSAs outside of the 95
largest, and non-metropolitan areas are counties that are not part of an MSA."
In 2007, 20 percent of the nation’s population lived in primary cities, 44 percent
in suburbs, 19 percent in small metro areas, and 16 percent lived in non-
metropolitan communities.

I11. Findings

A. Changes in EITC receipt have tracked closely with the growing and
shifting geography of working poverty.

In 2007, 90.1 million people lived below 200 percent of the federal poverty line in
the United States. In that same year, 23.8 million low-income tax filers claimed
$47 .5 billion through the EITC to help supplement their wages and boost their
take home pay. These figures reveal both the significant number of Americans
struggling to get by on lower incomes and the degree of investment that the
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federal government has made to support work among low-income taxpayers and
their families. How well does this investment reach those in need, especially in
communities where the low-income population is newly growing?

From 1999 to 2007, the low-income population in the United States swelled by
11.0 percent—or 8.9 million people—outpacing the growth rate of the population
as a whole of just over 7 percent (Table 2). This group grew fastest in suburbs,
at 18.6 percent—more than 5 percentage points above the growth rate in smaller
metropolitan areas and almost four times the rate of growth in cities and non-
metropolitan communities. Put differently, suburbs accounted for over half (54.2
percent) of the nationwide increase in low-income individuals.

Table 2. Change in Low-Income Population and EITC Filers by Community Type, 1999 to 2007

Population That is Low Income Filers Who Received the EITC
1999 2007 Percent Change 1999 2007 Percent Change
MNaon 81194600 90134363 10%  18S7Be4T 20789038 280%
Primary Cities 21,769,741 22,873,574 5.1% 4,963,145 5,867,366 18.2%
Suburbs 26,096,120 30,940,736 18.6% 6,161,843 8,674,789 40.8%
Small Metro Areas 16,076,458 18,206,632 13.3% 3,663,663 4,726,209 29.0%
Non-metro Areas 17,252,290 18,113,421 5.0% 3,789,996 4,520,674 19.3%

Source: Brookings Institution analysis of Internal Revenue Service, Census 2000, and 2007 ACS data

Depending on the region, a number of factors could have contributed to the pace
of growth in the suburban low-income population, including the faster rate of
total population growth in the suburbs, the decentralization of lower-wage jobs or
affordable housing options, immigration and migration dynamics, and disparate
rates of economic growth across and within metropolitan areas.

The EITC proved responsive to these changes in both the size and location of
the low-income population. EITC receipt grew faster in suburbs (40.8 percent)
than in all other types of communities, and accounted for almost half (48.2
percent) of the nation’s total increase. By 2007, the geographic distribution of
EITC recipients was strikingly similar to that of the low-income population (Figure
2). The suburbs accounted for the largest share—over one-third—of both low-
income residents and EITC filers, compared to one-quarter in primary cities and
roughly 20 percent in both small metro and non-metro areas.

B. Between 1999 and 2007, all 69 large metro areas that experienced
significant growth rates in their low-income populations saw EITC receipt
increase in response.

Changes in EITC receipt occurring in the nation’s largest metro areas in recent
years related closely to changes in their low-income populations (Figure 3)."2
Figure 3 displays, for each of the 100 largest metro areas from 1999 to 2007, its
change in low-income population plotted against its change in EITC recipients.

Examining individual metropolitan area trends demonstrates the important role
of regional economic health in influencing these outcomes. Many of the metro
areas clustered to the top right of Figure 3 are located in the South—Ilike Raleigh,
Charlotte, Atlanta, and Cape Coral—and placed in the top ten for both increases
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Figure 2. Distribution of EITC Recipients and Low-Income Individuals by
Community Type, 2007
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Figure 3. Change in Low-Income Individuals in Relation to EITC Recipients in 69 Metro Areas*,
TY 1999-TY 2007
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Table 3. Metro Areas Ranked by Rate of Change in Low-Income Population* with
Corresponding Changes in EITC Receipt, 1999 to 2007

Rank Metro Area Percent Change in Low- Percent Change
Income Population in EITC Filers

1 Raleigh-Cary, NC 50.7% 69.5%
2 Charlotte-Gastonia-Concord, NC-SC 48.0% 56.7%
3 Atlanta-Sandy Springs-Marietta, GA 46.7% 62.6%
4 Austin-Round Rock, TX 42.6% 51.6%
5 Denver-Aurora, CO 40.0% 37.0%
6 Greensboro-High Point, NC 36.8% 38.6%
7 Boise City-Nampa, ID 36.0% 60.1%
8 Grand Rapids-Wyoming, Ml 35.7% 49.6%
9 Phoenix-Mesa-Scottsdale, AZ 35.3% 44.8%
10 Cape Coral-Fort Myers, FL 34.9% 69.6%
60 Cleveland-Elyria-Mentor, OH 10.7% 26.3%
61 El Paso, TX 10.3% 20.0%
62 Sacramento--Arden-Arcade--Roseville, CA 9.8% 33.4%
63 San Francisco-Oakland-Fremont, CA 9.3% 21.9%
64 Philadelphia-Camden-Wilmington, PA-NJ-DE-MD 7.6% 25.4%
65 Boston-Cambridge-Quincy, MA-NH 6.5% 29.2%
66 Miami-Fort Lauderdale-Pompano Beach, FL 6.1% 35.7%
67 Los Angeles-Long Beach-Santa Ana, CA -3.7% 8.4%

68 San Diego-Carlsbad-San Marcos, CA -5.3% 17.1%
69 New Orleans-Metairie-Kenner, LA -28.7% -14.0%

*69 of the 100 largest metropolitan areas experienced a significant rate of change in their low-income population. Changes are
significant at the 90 percent level
Source: Brookings Institution analysis of Internal Revenue Service, Census 2000, and 2007 ACS data

in the low-income population and increases in EITC receipt (Table 3). In each of

these areas, suburbs captured more than half the net growth in both low-income

residents and EITC recipients. These trends reflect not only stagnating wages for
many workers during this time period, but also the fact that Southern metro areas
like these grew more quickly overall than other parts of the nation, adding to their
stock of lower-wage jobs in the process.

The other end of the spectrum (those to the lower-left of Figure 3) is more
heavily populated by metro areas in California—Sacramento, San Francisco,
Los Angeles, San Diego—and the Northeast—Boston and Philadelphia—that
performed relatively better during and after the first downturn of the decade. Not
only did these metro areas experience slow growth rates in their low-income
populations (and—in the case of Los Angeles and San Diego—declines), they
also saw EITC receipt grow at below-average rates. In these areas, there are

a number of reasons why EITC receipt might have increased at a faster pace
than the low-income population (or while the low-income population declined).
Increased awareness of the credit may have caused more low-income workers
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to file, changes in family composition or residency may have affected eligibility,
or a tighter labor market might have brought more low-income residents into the
workforce, and thus made them eligible to claim the credit."

C. Low-income workers claimed $47.5 billion through the EITC in 2007—a
real increase of 25 percent over 1999—with 60 percent of EITC dollars
going to residents of the 100 largest metro areas.

The fact that EITC trends and coverage track so closely with changes in the
low-income population demonstrates that the credit responded effectively

to a growing and shifting low-income working population across the country,
particularly amid a national economic downturn and sluggish recovery. But
changes in filer counts alone do not demonstrate the full impact this credit has on
the economic well-being of its recipients and the communities in which they live.

In tax year 2007, low-income workers claimed $47.5 billion dollars through the
federal EITC—a real increase of 24.5 percent over 1999—for an average credit
of $1,999 per filer." The largest portion of EITC dollars went to suburban
recipients, who took home $16.9 billion in that year—$4.6 billion more than at
the start of the decade. Though EITC claims in cities grew at less than half the
pace of suburban claims over the decade, in 2007 city residents earned $12.1
billion from the credit, meaning the nation’s largest metropolitan areas received
over 60 percent of all EITC dollars that year. Small metro areas and non-
metropolitan communities split the remaining funds roughly evenly, claiming $9.4
and $9.1 billion each in 2007. Overall, the distribution of EITC funds mirrored the
distribution of the nation’s low-income residents across community types (Figure
4).

Figure 4. EITC Dollars Received by Community Type, 1999 and 2007
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For metro areas experiencing the largest increases in low-income residents over
this period, the accompanying upticks in EITC receipt meant a much needed
economic boost for working families and communities struggling with falling
wages and incomes even in advance of the Great Recession. Across the 10
metro areas with the largest growth in their low-income populations, EITC claims
were nearly $1 billion greater in 2007 than 1999 (after adjusting for inflation).
Three of these metro areas experienced increases in EITC funds of more than
$100 million over this time period, including Atlanta ($405 million), Charlotte
($111 million), and Phoenix ($138 million)."

IV. Discussion and Conclusion

his analysis provides insight into how closely EITC receipt hewed to
trends in the low-income population over much of the 2000s, suggesting
that it is a highly effective tool for helping these workers and families
regardless of their location. However, the analysis misses an essential
segment of the decade: the Great Recession. The years from 2008 through
2010 not only exacerbated the hardships faced by the typical American over
the decade, but also had far-reaching implications for lower-income workers,
many of whom are (or were) disproportionately clustered in vulnerable industries
such as manufacturing, construction, retail, and leisure and hospitality. Just as
the EITC helped workers and their families weather the earlier—albeit much
milder—recession of the decade and the jobless recovery that followed, evidence
suggests that it continues to play an important role in ameliorating the effects of
the most recent downturn.®

Preliminary data show that nationally, the number of EITC recipients trended
upward between 2007 and 2008, matched by an increase of about 5 percent

in EITC dollars received.” This growth in EITC receipt likely reflects the

effects of the recession’s first year, in which many workers faced reduced
wages and hours.™ By 2009, a spell of unemployment for the typical worker
was 15.5 weeks—almost double what it was in 2007 (8.5 weeks)—and the
underemployment rate reached 16.2 percent.”® As the recession deepened and
spread in its second year, partial data on 2009 tax returns reveal an increase of
as much as $10 billion over 2007 in EITC dollars claimed.?°

The increase in EITC filers and dollars in 2009 partly reflects changes in the
EITC’s eligibility parameters. Passed in February of 2009, the American
Recovery and Reinvestment Act (ARRA) temporarily expanded eligibility and
increased benefits for targeted groups of working families, specifically married
couples filing jointly and families with three or more children. That means
hundreds of thousands of families who were not previously eligible for the credit
could qualify for the credit in tax years 2009 and 2010.2' Tax legislation adopted
in late 2010 preserved those expanded benefits for 2011 as well. This means
that more Americans will be able to benefit from the economic buffer the EITC
provides as the economy struggles to find a firmer footing in a thus-far weak
employment recovery.

In addition, the EITC will continue to be a particularly important policy tool given
the spatial distribution of its impact. More so than previous recessions, suburbs
have borne the brunt of the Great Recession alongside cities, and the latest
downturn has continued the longer-running trend toward the suburbanization

of poverty.?? The 2000s showed that as suburbs experienced rapid growth in
low-income residents, the EITC responded in kind. While it can be difficult for
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low-income suburban residents to take advantage of “place-based” services
like workforce training or job matching programs—whether due to lack of
such services in their community, distance, or limited transportation options—
delivering the EITC through the tax code makes it a source of support that is
highly accessible for low-income workers and families.

In short, the growth and shifting geography of the low-income population within
and across metropolitan America underscores the continued importance of
the EITC as a policy tool to alleviate poverty and ameliorate the effects of a
devastating recession.?*
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