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Executive summary

Over the past several decades, the social safety net has been reoriented towards providing economic
support for low-income families through the tax code. Refundable tax credits, meaning those that can
yield a payment even if the tax filer has no tax liability, have largely supplanted monthly cash welfare
transfers and are now among the largest federal tax expenditures. The Earned Income Tax Credit (EITC)
operates as a wage subsidy for low-income workers, with most of the benefits going to families with
children. The Child Tax Credit (CTC) is a credit for families with children except those with very low and
very high incomes. Combined, the credits can yield transfers of $10,000 or more for some families.

The EITC is not a pure “work credit,” nor is the CTC a pure “child benefit." Both phase in with earnings
and have maximum benefits that increase with family size. Thus, the two credits serve dual functions:
incentivizing work and supporting children. The credits also serve overlapping populations: the vast
majority of families with children receiving the refundable portion of the CTC also receive the EITC, and
vice versa. The structure of the combined EITC and CTC are shown in the figure below.

Current law CTC, EITC, and combined for a married filer with two children, by income
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It is sensible to assess the intersection of the two programs and outline how they might be designed to
meet their twin goals of promoting work and reducing material hardship. In principle, separating them

into a worker credit and a child credit could yield more simplicity in the tax code, could boost resources
to workers without children who currently receive very little, and could reduce error rates induced by
misassignment of children to adults. Several existing proposals — including one from the Aspen Economic
Strategy Group, one from the Niskanen Center, and one proposed by then-Senator Romney - have moved
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in this direction. Our report identifies strengths and weaknesses in each of these proposals. However,
none of these examples fully separate the credits.

Here we assess the possibility of a fully separate worker credit (which does not depend on the presence
of children) and child credit. The full separation plan is designed to limit the number of households made
worse off relative to the status quo and to alleviate hardship among low-income individuals. Achieving
these goals becomes quite expensive relative to the benefits achieved, however. We ultimately conclude
that smaller reforms to the existing structures could yield many of the benefits at lower cost and less
political risk.

Specifically, the following changes would yield improvements at more modest cost: (a) adopting the
primary caregiver standard such as that proposed by Niskanen, which would designate an adult eligible to
claim a child at birth, (b) improving the targeting of the CTC by expanding the amount available to low-
income families and phasing out the benefit sooner, and (c) expanding the EITC for childless workers.

The EITC and CTC have become cornerstones of the U.S. safety net for families with children as well
as core elements of the income tax system more generally, achieving twin goals of promoting work and
alleviating poverty. With some modest reforms, policymakers can help the CTC and EITC achieve these
goals more effectively.
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1. Issue

The twin primary goals of U.S. safety net policy
for families with children are to reduce child
poverty and to promote labor market opportunity
for parents. A recent National Academies report
reviews the causal evidence and concludes that
"“[t]he weight of the causal evidence indicates
that income poverty itself causes negative child
outcomes, especially when it begins in early
childhood and/or persists throughout a large share
of a child's life” (National Academies of Sciences
2019). Programs that provide basic material needs
are shown to improve long-run outcomes for
children (e.g. Bailey et al. 2024). At the same time,
programs that encourage parental work boost
family resources and can promote child well-being
(Heinrich 2014). There is an inherent tension,
however, in targeting resources to children most
in need while rewarding work among their parents
(Aizer, Hoynes, and Lleras-Muney 2022), and

the appropriate balance between the two is hotly
contested.

Over the past several decades, the social safety
net has been reoriented towards providing work-
focused economic support for low-income families
through the tax code. Refundable tax credits,
meaning those that can yield a payment even if the
tax filer has no tax liability, have largely supplanted
monthly cash welfare transfers. The two most
important federal refundable tax credits are the
Earned Income Tax Credit (EITC), which supports
low-income workers, and the Child Tax Credit
(CTC), which is a credit for families with children.
Depending on earnings and family structure,

these credits can total more than $10,000 in
annual transfers to some tax filers. Combined, the
federal EITC (which is fully refundable) and the
refundable portion of the CTC are worth about
$120 billion annually, comparable to spending on
the Supplemental Nutrition Assistance Program.

The CTC, particularly the refundable portion, and
EITC have similar policy goals: encouraging work

and alleviating material hardship for families with
children. Though the EITC is available to very
low-income workers without dependents, the
benefit levels are very low. In addition, both credits
are unavailable to filers without earnings and in
that way incorporate a strong incentive for labor
market entry of at least one person in the filing
unit. Overall, there is a high degree of overlap in
the target populations; for example, approximately
85% of single-parent families with children under
18 estimated to be eligible for the EITC are also
eligible for the refundable portion of the CTC,

and 95% of those qualifying for the refundable
part of the CTC are eligible for the EITC (authors’
calculations). It may be a needless complication
of the tax code to have two credits with similar
goals and populations served. Here we assess the
intersection of the two programs and outline how
they might be designed to meet their twin goals of
promoting work and reducing material hardship.

It is a good time to take stock of how these
programs operate together. The past few years
have seen several policy proposals that consider
redesigning both the CTC and EITC, and CTC
changes were enacted in 2025 through the

One Big Beautiful Bill Act (OBBBA). The EITC

also reached its 50th anniversary in 2025. And
though there exists significant economic literature
exploring each of the credits, less attention has
been paid to the way they jointly shape incentives
and resources available to low-income families.
Below, we offer a brief overview of these two tax
credit programs and the literature on their impacts.
We then consider several recent existing proposals
for combined reform of both credits. None of these
examples fully separate the two credits into a child
credit and worker credit. The final sections of this
report engage in a thought experiment to consider
how the EITC and CTC could be fully separated
into a worker credit and a child credit and to assess
the pros and cons of doing so. We conclude that

a well-designed full separation would have some
benefits, but that most of these could be achieved
with smaller reforms at lower political risk and with
less fiscal cost.
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2. Background

2.1 Brief overview of the EITC and CTC

The EITC was first introduced in 1975 under the Tax Reduction Act and signed into law by President Gerald
Ford. Targeted primarily at workers with dependent children, the EITC offers nothing to non-earning tax
units. Workers gain credit over a phase-in range in proportion to their earnings (at a 34-45% rate for filers
with children and 7.65% rate for those without), and the credit is refundable so that even those with no
tax liability benefit. The credit has a plateau at its maximum level and then is gradually phased out as the
tax unit moves higher into the earned income distribution. A small credit is available to very low-income
workers without children, and the eligibility for and size of the benefit expands for those with 1, 2, and 3 or
more children (see Figure 1).

Value of current law EITC by earnings level for unmarried filers, 2025
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Because the EITC includes strong work incentives and meets redistributive goals, it has enjoyed bipartisan
support over the years and has been expanded several times. The EITC is now one of the largest safety
net programs, with $67 billion targeted at low- and moderate-income taxpayers in 2024 (JCX-48-24).
About 24 million individuals and families received the credit in 2025. The maximum credit amount in the
2025 tax year for families with three or more children is $8,046.

The CTC was enacted in the 1997 Taxpayer Relief Act. The primary aim was to ease the financial burden of
raising children. Just a few years later, in 20071, the credit became partially refundable with the creation of
the Additional Child Tax Credit (ACTC).
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The maximum CTC is now up to $2,200 per child and indexed to inflation. Families without earnings are
excluded from receiving any credit, and those with low earnings receive a partial credit, as the refundable
portion phases in with earnings and is capped at $1,700 per child. The credit phases out at a much higher
level than does the EITC, and almost 90% of families with children receive the CTC. The Census Bureau
estimates, assuming no behavioral response, that the EITC and the refundable portion of the CTC together
raised 3.7 million children out of poverty in 2024. In 2021, the Child Tax Credit experienced a temporary
expansion which, among other changes, eliminated the earnings requirement and which cut the child
poverty rate substantially in that year (National Academies of Sciences 2026).

2.2 Credits as a component of the safety net
With the significant expansions in the EITC and the CTC over the past several decades, the resources

devoted to the programs are substantial. In 2023, the tax expenditure on the EITC was $67 billion. The
CTC cost $127 billion in 2024, $47 billion of which went to the refundable portion of the credit (JCX-
48-24). For comparison, the Supplemental Nutrition Assistance Program was $100 billion in 2024 and
traditional cash transfers through the Temporary Assistance to Needy Families program were $8 billion in
2024 (U.S. Department of Agriculture 2025; U.S. Department of Health and Human Services 2026). Thus,
the EITC and CTC credits combined have become a major component of the safety net and the primary
way that low-income families with children access cash support. (See Figure 2.)

Major means-tested programs per capita expenditures 1990-2023
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Notes: Reflects inflation-adjusted spending 2024 dollars divided by the U.S. population. Because much of the CTC accrues to higher-income families,
only the refundable portion is included here. The full EITC is represented, almost all of which is the refundable portion and accrues to low- and
moderate-income households. FS/SNAP refers to the Supplemental Nutrition Assistance Program and its precursor the Food Stamp program. AFDC/
TANF refers to the Temporary Assistance to Needy Families program and its precursor Aid to Families with Dependent Children. Figure based on

Schmidt, Shore-Sheppard, and Watson (2025).

Sources: CPI and population from Federal Reserve Bank of St. Louis (FRED); Food Stamps/SNAP: SSA Annual Statistical Supplement, 2025; EITC: IRS
Statistics for Tax Returns with the Earned Income Tax Credit; CTC: IRS SOI Tax Stats, Individual Income Tax Returns; AFDC/TANF: Administration for
Children and Families, State TANF Data and Reports.

1 The report relies on the Supplemental Poverty Measure, which accounts for transfers through the tax code.
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2.3 Theoretical underpinnings

The theoretical literature on optimal taxation has
emphasized fundamental tradeoffs between
equity and efficiency. A dollar is worth more in
utility terms to someone with little income, so the
social planner favors a redistributive tax code.

At the same time, taxation at the high end of

the income distribution and transfers to the low
end discourage work effort, potentially reducing
economic activity and inhibiting economic mobility.

The theoretical work incentives of a transfer
program can be difficult to untangle. In the
textbook case of a family with one potential earner,
assuming flexible work opportunities are available,
a person will allocate their time between market
work and all other activities, often called the
labor-leisure tradeoff. With preferences fixed, this
decision is determined by two factors: the amount
of consumption available in the absence of work
and the return to work determined by the marginal
net-of-tax wage rate. A tax credit can affect both.
In other words, the credit has an income effect
that influences the ability to purchase leisure and

a substitution effect that shifts the relative price

of leisure. Modeling becomes more complicated
with multiple potential earners and other real-world
considerations.

Consider a policy that offered a lump-sum transfer
to every child regardless of income. This would
potentially reduce labor supply due to the income
effect, though responsiveness would depend on
individual preferences and would ultimately be an
empirical question. It would not, however, affect
the implicit price of leisure, which is determined
by the after-tax wage. If instead the transfer
decreased as earnings increased, this would
generate a substitution effect with a clear work
disincentive. This second scenario is analogous to
the structure of the traditional cash welfare system
in place before 1996, under which increases in
earnings were often matched by similar decreases
in benefits. By contrast, programs like the EITC
reward labor market entry by incorporating a
negative marginal tax rate over the phase-in range.
(In the phase-out range, it operates as a work
disincentive.)

The EITC navigates the equity-efficiency tradeoff
by incentivizing work while still serving a
redistributive function. A single parent with two
children faces a marginal tax rate of negative
40% for the first $17,880 in earnings according to
the 2025 EITC schedule.? The EITC also targets
resources to those with moderate incomes; the
same single parent would receive no EITC if their
income exceeded $57,310. However, contrary to
a program with a purely redistributive aim, the
consequence of the fact that non-earners are
excluded from the credit is that there are fewer
resources available to families with the greatest
need.

Even if the EITC structure does not yield the
theoretically optimal system from the point of view
of the equity-efficiency tradeoff, it is politically
popular because it embeds work incentives while
also providing transfers to low-wage workers, a
group often deemed to be deserving of public
support. The credit can be considered a transfer
program for low-income children with built-in work
incentives for their parents. Policy alternatives to
further expand the credit for childless workers are
under discussion, but the current EITC and the
safety net overall are austere for those without
dependents or work-limiting disabilities (Greenstein
2024, Yang et al. 2022, Crandall-Hollick and
Greenstein 2025).

Layered on top of the EITC are a variety of
programs, including the partially refundable CTC.
The CTC enhances the work incentive at the
bottom part of the income distribution for families
with children. As a transfer program, it boosts the
resources to families receiving the EITC and still
excludes those without earnings. It is less narrowly
targeted, reaching many affluent families that do
not receive the EITC, but that structure has the
benefit of mitigating the work disincentive that
would come from phasing out the credit at more

2 The marginal tax rate of negative % refers to the marginal
impact of the EITC only. In reality, the single parent would
gain the CTC in this range, but would also incur payroll taxes
as she worked more hours, and would also be likely to lose
benefits from other programs such as Temporary Assistance
to Needy Families and the Supplemental Nutrition Assistance
Program
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modest income levels. State-level versions of the EITC and the CTC also tend to amplify the impacts,
whereas the regular income tax schedule and rules for means-tested safety net programs add additional
complexity.

As an illustration of the structures of the two programs combined, we can consider a representative
sample of single-parent families with children. We simulate the same group of families at different earnings
levels in $1,000 increments and use the NBER TAXSIM program to estimate federal tax credits available

to this hypothetical group in 2001 and 2019. Several facts are evident from Figure 3: (1) the refundable
portion of the CTC (called the ACTC) and the EITC are both targeted to families with modest but non-zero
income, (2) the EITC offers a strong incentive to enter the labor force which is amplified by the ACTC,

and (3) the ACTC expansions have meaningfully increased the total benefits available to low-income
families and the returns to entering the labor force. (The EITC changes in this period mainly affected
married-parent families who are not considered in the figure and families with more than two children who
constitute a small part of the sample.)

Simulated real EITC and CTC in thousands for single-parent families by earnings in thousands,
2001and 2019
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2.4 Existing literature

There is much written about the economic impacts of the EITC and, to a lesser extent, the CTC - but the
two programs are usually analyzed separately. In general, the literature identifies impacts by exploiting
policy changes or features that affect one tax credit without changing the other. For example, the EITC
literature often identifies effects using expansions in generosity based on number of children in the mid-
1990s and 2009, comparing demographic groups that were impacted to a control group. Most of the EITC
literature studies impacts from periods before 2017, when the CTC was smaller.

A dominant topic in both literatures is the impact on labor supply. The programs offer particularly strong
incentives for labor market supply on the extensive margin for unmarried parents. Several papers support
this empirically (Eissa and Liebman 1996; Meyer and Rosenbaum 20071; Bastian 2017). In reviewing the
EITC evidence, Nichols and Rothstein (2015) report a consensus but not undisputed view that EITC
expansions are indeed positively associated with employment of single mothers. More recently, the debate
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remains active. Kleven (2024) argues that these
labor supply impacts are only evident in one of

five major expansions, and Looney (2024) finds
that the 1993 expansion had a minimal impact after
controlling for confounding effects from welfare
reform. In contrast, Schanzenbach and Strain
(2021) show that, under different specification
choices, four of the five expansions display effects.

Intensive margin effects — changes in the

intensity of work among those who do work — are
theoretically ambiguous and harder to isolate
empirically. One approach used in the literature

is to look for “bunching” around kink points in the
EITC schedule, which would be expected for a
well-informed, highly rational taxpayer with control
over their work hours (Chetty, Friedman, and Saez
2013). Saez (2010) finds bunching behavior is only
evident among the self-employed, who have more
control over their reported earnings. A limitation
of this approach is that the kinks in the EITC are
different from the kinks in the CTC, and if one
further considers the suite of safety net programs,
the EITC kinks are much less pronounced. Nichols
and Rothstein (2015) conclude that there may

also be small intensive margin effects. Relatedly,
the EITC may dissuade employment of married
mothers, as additional income from a secondary
earner in a two-parent household may reduce the
value of a family’s credit, depending on the primary
earner’'s income (Eissa and Hoynes 2006).

Much of the recent literature on the labor supply
effects of the CTC has focused on the 2021
expansion. Some studies suggest the move to an
expanded CTC reduced employment and others
find no such effect (Acs and Werner 2021; Corinth
et al. 2022; Goldin, Maag, and Michelmore 2022;
Ananat et al. 2022). The preferred specification

in Schanzenbach and Strain (2024) yields an
adverse employment effect, but only for less-
educated single mothers with young children.
There are challenges with finding an appropriate
control group for the short-lived expansion, and it
is unclear how much can be learned from the very
unusual pandemic context. Studies of the pre-
2021 CTC are more limited, in part because finding

identifying variation is challenging. Using different
research designs, Lippold (2019) and Zheng (2020)
find that the credit promotes labor market entry at
the extensive margin.

There is also much written about the impacts of
the programs on material deprivation and well-
being. These effects may arise from the boosted
transfer income or from the effects on work and
work-related income. The EITC reduces child
poverty (Hoynes and Patel 2018). The literature
also suggests health benefits of the EITC (Evans
and Garthwaite 2014; Hoynes, Miller, and Simon
2015). The 2021 expanded CTC was credited with
reducing child poverty, material hardship, and food
insecurity (Hardy, Collyer, and Wimer 2023; Parolin
and Filauro 2023; Pilkauskas et al. 2024), and a
similar program in Canada showed improvements
in child health and socioemotional wellbeing
(Milligan and Stabile 2011).

In the long run, the EITC is associated with
socioeconomic mobility. Children exposed to a
higher EITC in their teen years have improved
educational attainment, employment, and earnings
(Bastian and Michelmore 2018). The empirical
literature on long-run outcomes is less well-
developed for the CTC. An Urban Institute model
using observed short-run impacts of the 2021 CTC
suggests that earnings at age 30 could be boosted
by 7 to 12%, largely due to higher educational
attainment (Airi 2024).

The policy conversations around the EITC and

the CTC have become heated and ideological.
Politically, the EITC has been the target of criticism
from the right (which is wary of redistribution and
guestions the degree to which it encourages work)
and from the left (which argues that employers,
not workers, capture much of the EITC benefit

and would prefer to see a credit not conditioned
on earnings). Nevertheless, it enjoys more
bipartisan support than some other safety net
programs, which has fueled its staying power.

The CTC has also been hotly debated in recent
years as alternative versions of the credit have
been proposed. The left has advocated for a
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fully refundable credit without an earnings requirement, and some on the right have advocated a higher
maximum benefit level as an alternative to child care subsidies.

3. Recent proposals addressing
overlapping functions

The EITC is not a pure "work credit,” nor is the CTC a pure “child benefit.” Both phase in with earnings and
have maximum benefits that increase with family size. Thus, the two credits serve overlapping functions:
incentivizing work and supporting children.

Largely due to the blended functions of the EITC and the CTC, when considering the combined value of
both credits, families face a complex benefit structure and set of incentives — even without incorporating
other taxes or safety net programs. Figure 4 shows the values of the EITC and the CTC, both separately
and combined, for a married filer with two children with earnings ranging from $0 to $70,000.

Value of credits by earnings level for a married filer with two children, 2025
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There is at least one potential upside to this
complex benefit structure. As noted above, the
fact that the EITC and the CTC have different kink
points reduces the benefit of strategically choosing
work effort to maximize the credit. It also makes it
more difficult for a casual observer to know how to
choose the optimal level of earnings. This may be
one reason that "bunching” around the kink points,
thought to be reflective of strategic behavior, is not
observed for most groups of workers (Saez 2010).

Nonetheless, experts have identified potential
downsides of the current system. Focusing on
the EITC in particular, the IRS National Taxpayer
Advocate has argued that the complex eligibility
requirements, arising in part from the way the
credit combines both work incentives and child
benefits, have contributed to a higher rate of
improper payments, and other scholars have
echoed this criticism (Taxpayer Advocate
Service 2024; Hammond & Orr 2022; McCabe &
Sargeant 2025).2 A narrow range of earnings for
EITC eligibility may lead to strategic claiming of
dependents, a challenge exacerbated by complex
rules for determining who is eligible to claim a
child. Dividing both functions — incentivizing work
and supporting children — across two credits also
leaves some gaps. For example, Kearney et al.
(2025) note that families with no earnings are shut
out of both credits. The fact that both credits use
a phase-in to incentivize work limits the extent to
which they can support children in the neediest
families.

Accordingly, scholars and legislators have
proposed reforms to the EITC and the CTC to
create more separation between work incentives
and child benefits. Below, we describe three recent

3 Indeed, “qualifying child errors"” are the highest contributor
to overclaim dollars in the EITC (Department of the Treasury
2020). These types of errors can stem from a misunderstand-
ing of the rules governing who is allowed to claim a child for
purposes of the EITC, leading, for instance, to the “wrong”
divorced parent claiming the child (Bryant and Huang 2023).

proposals, highlighting their key components and
commenting on how they contribute to a greater
separation between employment incentives

and support for families or further other goals
established by each proposal’s authors. (For

a more comprehensive summary of credit
parameters under each proposal, see Appendix
Tables 1and 2.)

3.1 Aspen Economic Strategy Group
("AESG") proposal overview

Kearney et al. (2025) argue that the credits as
currently designed lead to at least three suboptimal
outcomes. First, both the EITC and the CTC deny
any benefit to families without earnings in a given
tax year, leaving the most vulnerable families with
no support from either credit. Second, because the
EITC phase-in rate increases with the number of
children, families with more children face stronger
work incentives, which Kearney et al. argue is
undesirable because the cost to family well-being
"in time and stress when a parent works outside
the home for more hours is likely greater as the
number of children at home increases.” Third,
many families face a “marriage penalty” - the
amount by which a married couple's tax burden
exceeds what they would owe as two unmarried
individuals.* Through reforms to both credits,
Kearney et al. seek to address these three issues,
while moving closer towards a system where the
EITC functions as a "worker credit” and the CTC as
a "child benefit."

4 They specifically note that marriage penalties can discourage
work by a secondary earner, as discussed in detail in Kearney
& Turner (2013).
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Key features of the AESG proposal include the
following:

o Simplified EITC schedule. The AESG proposal
would collapse the EITC schedule, so that credit
parameters would not vary by the number of
children claimed, but they would still differ
between childless filers and filers with children.
In combination with the more generous CTC,
this change would effectively shift the additional
benefit associated with having more children
over to the CTC, thereby moving the EITC closer
to a pure "worker credit.” Additionally, it would
equalize work incentives in the EITC across
families with few or many children.

o EITC boost for married filers. This proposal
would set a higher maximum credit for married
filers, relative to unmarried filers. Married
filers would also have a higher earned income
threshold (i.e., the minimum income level
needed to receive the maximum credit) and
—as under current law - a higher phaseout
threshold. This would reduce marriage penalties
associated with the EITC.

» Higher maximum CTC. The AESG proposal
would raise the maximum CTC to $3,600 per
child ages 0-5 and $3,000 per child ages 6-17,
consistent with the maximum levels in the
temporary 2021 expansion. For larger families,
the higher CTC benefit is designed to make up
for the collapsed EITC schedule. This would
effectively shift more support for children from
the EITC to the CTC, thereby strengthening the
distinction between a “"worker credit” and “child
credit.”

» Half of CTC fully refundable. This proposal
would make $1,800 per child ages 0-5 and
$1,500 per child ages 6-17 available to families
with no earnings. This would ensure that the
majority of vulnerable families receive some
support.

» Faster, per-child CTC phase-in. This proposal
would phase in the remaining half of the credit
at a 30% per-child rate, starting from the first
dollar of earnings. This means that for each
additional dollar earned, a family’s credit would
increase by 30 cents for each child, up to the
maximum credit, bolstering support to families
with low-incomes.® This would effectively
narrow the range of incomes subject to the
phase-in. It would also result in stronger work
incentives in the CTC, with those incentives
narrowly targeted to families with very low
earnings levels.

» Longer CTC phase-out. This proposal would
begin phasing out the credit at $110,000 for
married filers and $75,000 for unmarried
filers (compared to $400,000 and $200,000,
respectively, under current law), while also
adopting slower phase-out rates. This would
help contain the cost of the proposal.

3.2 Niskanen Center (“NC") proposal
overview

McCabe & Sargeant (2024 and 2025) also propose
creating a clearer distinction between a "worker
credit” and “child credit." In this report, we focus
on the 2025 proposal, which has the primary
goal of reducing improper payments in the EITC,
a large share of which arises from complexities
surrounding the rules for claiming qualifying
children. This 2025 proposal did not prioritize
poverty reduction as a goal.®

5 For example, under the AESG proposal’s 30% per-child
phase-in structure, a family with two children would gain $60
for an additional $100 in earnings. For comparison, under
current law, the CTC phases in at 15 cents per family (e.g., a
family with two children gains just $15 for an additional $100
in earnings).

6 The earlier proposal, McCabe & Sargeant (2024) prioritizes
poverty reduction by combining a fully refundable $3,000
Child Tax Credit and a smaller EITC with a collapsed schedule.
Some of the drawbacks with McCabe & Sargeant (2025) that
we highlight in this section, particularly regarding its econom-
ic security impact, do not apply to the earlier 2024 proposal.
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Key features of the NC proposal include the
following:

o Simplified EITC schedule. The NC proposal

would collapse the EITC schedule by
transitioning from the three-tier system for
families with children under current law (with
parameters varying based on whether a filer
has one child, two children, or three or more
children) to a two-tier system (with parameters
varying based on whether a filer has one
child, or two or more children). Combining the
categories for two children and three or more
children could somewhat reduce improper
payments.

Lower maximum EITC amounts for families
with children. The proposed parameters would
result in lower maximum EITC amounts for all
families with children by approximately $1,000
per child, which is the proposed per-child
increase in the maximum CTC. This would shift
more resources designed to support children
from the EITC to the CTC, thereby strengthening
the distinction between a "worker credit” and
“child credit.”

Higher maximum CTC. The NC proposal would
raise the maximum CTC to $3,000 per child. The
higher CTC benefit is designed to make up for
the lower maximum EITC amounts.

Faster CTC phase-in. This proposal would
double the per-family phase-in rate for the CTC
to 30%, starting from the first dollar of earnings.
This means that a family's credit would increase
by 30 cents for each additional dollar earned,
regardless of the number of children, up to the
maximum credit. This would ensure that low-
income families losing a portion of their EITC
under this proposal would capture some of the
benefits of the expanded CTC.

New process for claiming children. The NC
proposal would shift to a “primary-caregiver
standard,” modeled after the approach for
claiming children for tax benefits in other

countries, including Australia, Canada, New
Zealand, and the United Kingdom. Rather than
designating a claimant each year, new parents
would select a "primary caregiver” and submit
that information to the IRS as they fill out forms
for the newborn'’s birth certificate and Social
Security number. An IRS portal would allow
parents to document later changes to care
arrangements as needed. By eliminating many
of the complex rules that currently determine
eligibility, this would simplify the child-claiming
process and likely reduce improper EITC
payments.’

3.3 Family Security Act 2.0 (“FSA 2.0")
overview

In 2022, Senator Romney, Senator Burr, and
Senator Daines released a proposal, FSA 2.0,
that would enhance the “worker credit” and
“child benefit” distinction as well.® Their goals
included strengthening support for families with
children, promoting marriage, achieving budget
neutrality, incentivizing employment, and providing
flexibility for stay-at-home parenting. To some
extent, the latter two goals may conflict with

one another; one interpretation is that the policy
incentivizes employment by at least one parent,
without necessarily rewarding a second parent’s
employment.

Key features of FSA 2.0 include the following:

o Simplified EITC schedule. Like the AESG
proposal, FSA 2.0 would collapse the EITC
schedule, so that credit parameters do not vary
by the number of children claimed. This would
move the EITC closer to a pure “worker” credit
and equalize work incentives in the EITC across
families with fewer or more children.

7 EITC rules in determining who is a qualifying child include
relationship and residency tests, and tiebreaker rules when
multiple people can claim the same child.

8 FSA 2.0 was an updated version of the first Family Security
Act released by Senator Romney in 2021. A revised bill was
also introduced in 2024. Here we focus on the proposal using
2021 parameters for which we can draw on more robust anal-
ysis.
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Lower maximum EITC amounts for families
with children. The proposed parameters would
result in lower maximum EITC amounts for all
families with children. Paired with the expanded
CTC, this would shift more resources designed
to support children from the EITC to the CTC.

EITC boost for married filers. The maximum
EITC under this proposal would be higher for
married filers, relative to unmarried filers.
Married filers would also have a higher earned
income threshold (i.e., the minimum income
level needed to receive the maximum credit)
and - as under current law — a higher phaseout
threshold. This would reduce marriage penalties
associated with the EITC.

Higher maximum CTC. FSA 2.0 would raise
the maximum benefit to $4,200 per child ages
0-5 and $3,000 per child ages 6-17, delivered
through monthly payments of $350 and $250,
respectively.

» Faster, per-child CTC phase-in. This proposal
would effectively increase the phase-in rate
to 42% per child ages 0-5 and 30% per child
ages 6-17.° This results in a consistent income
threshold to receive the maximum credit of
$10,000 across all family sizes. This change
would expand low-income families’ access to
CTC benefits and create a stronger but more
narrowly targeted set of work incentives.

 Elimination of the head of household (HOH)
filing status. Typically, unmarried parents with
dependent children file as Head of Household
(HOH), a tax-advantaged status relative to filing
as “Single.” FSA 2.0 would transition all HOH
filers to the single filing status. This would result
in a lower standard deduction and higher pre-
credit tax liability for most unmarried filers with
children. This change, along with the EITC cuts
and other reforms, is designed to offset the cost
of the proposed CTC expansion.'

9 For example, a family with one younger and one older child
would gain 72 cents in FSA 2.0 CTC benefits for each addition-
al dollar earned, compared to just 15 cents under current law.

10 Proposed reforms include the elimination of the State and Lo-
cal Tax (SALT) deduction and the Child and Dependent Care
Tax Credit (CDCTC).

4. Evaluation of proposals

across five factors

4.1 Economic security impact

Summary of proposals’ alignment with economic security

AESG NC

Good Poor

FSA 2.0

Poor

(+) Fully refundable portion and faster
per-child phase-in substantially
expand the CTC amount available
to low-income families

(-) EITC cuts

(+) Faster phase-in slightly expands
the CTC amount available to low-
income families

(-) EITC cuts

(-) Insufficient CTC improvements,
given EITC cuts

(+) Faster per-child phase-in expands
the CTC amount available to low-
income families

(-) Large EITC cuts, especially for
single parents

(=) Elimination of HOH filing status
harms single parents
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Given strong evidence that poverty alleviation
during childhood improves children’s health and
educational outcomes, providing meaningful
resources to these families through the tax code
serves the overarching goal of supporting children
(National Academies of Sciences 2019). Any
reform of the EITC and the CTC should provide
robust assistance to families with low incomes.
Low-income workers without children should also
have access to meaningful support through the
EITC.

Importantly, proposals should adhere to a “do no
harm" principle: avoid leaving families with low
incomes worse off. Because both EITC and CTC
parameters vary by the number of children and
filing status, it is challenging to design a reform
that shifts benefits between the two credits without
triggering a net benefit cut for some low-income
families. Nonetheless, exacerbating economic
insecurity for struggling families should be
minimized.

Beyond this principle, distributional analyses

and poverty reduction estimates can shed light
on a proposal’s effectiveness in advancing
economic security. It is crucial to consider the
net distributional and poverty impacts of these
proposals, rather than the effect of either reformed
credit in isolation. For example, many proposed
reforms shift benefits from the EITC to the CTC.
Depending on how it is designed, a reform that
moves resources from a narrowly targeted credit
for low-income families (the EITC) to a nearly
universal credit (the CTC) may be regressive
overall, even if the CTC alone becomes more
generous.

AESG proposal. Overall, the AESG proposal
has two important features that would enhance
economic security: making half of the CTC fully
refundable and incorporating a faster, per-child
phase-in. However, its substantial EITC cuts

would lessen this positive impact and result in
undesirable net losses for a modest number of
low-income families."

Notably, making half of the expanded CTC fully
refundable would lead to substantial gains of
$3,000 for the median family with no income.

This feature would also strengthen economic
security for families with non-zero but low levels
of earnings by establishing a higher “floor” from
which their CTC would increase with earnings. The
faster, per-child phase-in would lead to further
improvements for this group, as it would ensure
that families could access the full value of the
expanded CTC by $12,000 of earnings and a larger
share of the credit at lower earnings levels. On the
other hand, some of this gain for families with low
but non-zero earnings would be offset by the EITC
cuts.

The AESG reform is broadly progressive. Kearney
et al. (2025) estimate the net change in benefits
for the median family in fifteen income brackets,
relative to pre-OBBBA law. They find that the
median net gain would exceed $1,000 for every
bracket with earnings below $160,000, while the
median family in every bracket with earnings
above $220,000 would experience a modest net
loss. Moreover, this proposal would substantially
reduce child poverty by an estimated 3 percentage
points (Kearney et al. 2025). The proposal does not
expand the EITC for low-income workers without
children.

NC proposal. Poverty alleviation is not a goal of
the NC proposal. Accordingly, this proposal would
be ineffective at strengthening economic security
because it would substantially cut the EITC with
insufficient offsetting CTC changes.

The NC proposal adopts only a small reform to
the CTC phase-in: a faster per-family phase-in

1 Specifically, some families with 2-3 older children with incomes
ranging between roughly $22,000-$54,000 would experience
a net benefit cut of up to about $1,320 or $560, for unmarried
and married filers, respectively. This proposal was published
before the passage of OBBBA, so these effects which we es-
timated relative to a post-OBBBA baseline may not reflect the
intentions of the proposal’s authors.
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rate beginning from the first dollar of earnings.
For many low-income families, any benefits from
these minor CTC changes would be nearly or
entirely offset by EITC cuts, leaving a modest
number of low-income families worse off.? (Like
the AESG proposal, the NC proposal does nothing
to strengthen the EITC for low-income workers
without children.)

Distributional estimates reveal that the proposal is
regressive, delivering larger benefits to families in
higher income deciles. Specifically, the average net
gain over pre-OBBBA law would exceed $500 for
families in each of the top five deciles, compared
to just $18 and $89 for families in the first and
second decile, respectively. McCabe & Sargeant
(2025) do not provide poverty reduction estimates,
but the small net gains for most low-income
families suggest any anti-poverty effects would be
minimal.

FSA 2.0. Overall, the FSA 2.0 would be ineffective
at promoting economic security due to the
combination of its large proposed EITC cuts for
families with children and its elimination of the HOH
filing status (which effectively cuts the standard
deduction for single parents).

12 Specifically, some families with incomes ranging between
roughly $28,000-$57,000 would experience a net benefit
cut of up to $350 or $170, for unmarried and married filers,
respectively. This proposal was published before the passage
of OBBBA, so these effects (which we estimated relative to
a post-OBBBA baseline) may not reflect the intentions of the
proposal’s authors.

4.2 Work incentives

BOX 2

The proposal does include some positive changes
for low-income families. Considered alone, the
CTC portion of FSA 2.0 would enhance economic
security through much faster per-child phase-

in rates, which would allow families to access

the full expanded CTC by $10,000 of earnings.
Additionally, the FSA 2.0 provides a somewhat
larger EITC for filers without children, especially
those who are married, which would strengthen
economic security for a group that receives limited
assistance from the social safety net. Overall, Orr
& McCabe (2022) estimate that FSA 2.0 would lift
2.1 million people (including 1.1 million children) out
of poverty, reducing the overall poverty rate by 0.7
percentage points and the child poverty rate by 1.6
percentage points.

Nonetheless, the net impact of the proposal is

to reduce economic security. Relative to current
law in 2022 (when FSA 2.0 was proposed), this
proposal would substantially cut benefits for

many low-income families. According to estimates
by Marr et al. (2022), 7 million families (with

10 million children) earning less than $50,000
would be harmed, most of them in single-parent
households.®* The median net loss would be over
$800. This reflects a serious violation of the “do no
harm" principle.

13 Hammond & Orr (2022) argue that this may have been unin-
tentional, as the proposal's drafters appear to have forgotten
to update the EITC parameters for inflation following an earlier
version of this proposal.

Summary of proposals’ alignment with work incentives

AESG NC

Very Good Good

(+) Faster per-child phase-in
strengthens work incentives in the

(+) Faster phase-in strengthens work
incentives in the CTC

FSA 2.0

Good
(+) Faster per-child phase-in
strengthens work incentives in the

CIGC (-) Slower phase-in weakens work CTC

incentives in the EITC

(-) Slower phase-in weakens work
incentives in the EITC
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Reforms should also ensure that the combined
effect of the credits promote parental employment.

AESG proposal. The AESG proposal would retain

a phase-in in both the EITC and the CTC. It would
also substantially accelerate the CTC phase-in

by establishing a 30% per-child rate, thereby
strengthening work incentives for those subject to
the phase-in while reducing the number of families
who earn too little for the maximum amount. In

all, the AESG proposal meets the standard of
maintaining work incentives.

NC proposal. The NC proposal would also retain a
phase-in in both credits. To a lesser extent than the
AESG proposal, it would accelerate the CTC phase-
in, establishing a 30% per family rate. Relative to
current law, this strengthens work incentives for
those subject to the phase-in, but it reduces the
number of families who face a work incentive in
the CTC. However, the NC proposal would reduce
the EITC phase-in rates without meaningfully
lengthening the phase-in range (due to its lower
maximum credit amounts), slightly weakening work
incentives in the EITC. Considering the overall
proposal, however, the NC proposal also includes
sufficient work incentives.

4.3 Simplification

FSA 2.0. Like both other proposals, FSA 2.0 would
keep a phase-in in both credits and accelerate
the CTC phase-in. Specifically, it would establish
a 42% per-child rate for younger children and a
30% per-child rate for older children, resulting

in stronger but more narrowly targeted work
incentives, affecting families with incomes up

to $10,000. Additionally, it would adopt an even
more dramatic reduction in the EITC phase-in rate
than the NC proposal and would adopt a lower
maximum EITC. This means that the FSA 2.0 has
somewhat weaker work incentives in the EITC, but
the overall proposal still rewards work.

Summary of proposals’ alignment with work incentives

AESG NC

Fair Good

(+) Partial collapse of EITC structure
(one category for filers with any
children)

(-) Retains some child-claiming role in

EITC (distinction between 0 vs. any children)

(+) Primary caregiver standard
simplifies child-claiming rules
(+) Partial collapse of EITC structure
(one category for filers with 2+

FSA 2.0

Fair

(+) Partial collapse of EITC structure
(one category for filers with any
children)

(-) Retains some child-claiming role in
EITC (distinction between 0 vs. any

children) (-) Retains some child-claiming role in children)
(-) No improvements to child-claiming EITC (distinctions between O vs. 1 (-) No improvements to child-claiming
rules vs. 2+ children) rules
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Reforms should reduce administrative complexity
in the credits. Significant complexity can arise
from the interaction between credit rules and
family arrangements (e.g., Goldin & Kleiman 2022,
Maag et al. 2016)." For example, in some families
with split custody arrangements, confusion or
disagreements may arise over which parent should
claim a child. Indeed, under the current law EITC,
qualifying child errors are responsible for a large
share of improper payments and over half of
overclaim dollars (Internal Revenue Service 2014).
Beyond reducing improper payments, simplifying
the CTC and EITC could improve families’ ability to
predict their credits, which is particularly important
for families that experience significant volatility in
the values of their credits from year to year (Maag
et al. 2023).

There are a number of potential approaches to
reducing complexity in the credits. Reforms could
simplify the process for claiming children and/

or the rules that determine which filer is eligible

to claim a child. They could also move towards a
separate “"work credit” and “child credit” system,
thereby limiting the effect of the number of children
on one of the two credits.

AESG proposal. The AESG proposal would
achieve some simplification by collapsing the EITC
schedule such that the number of children would
have no bearing on that credit. This could protect
some families from volatility in their credit.®

However, because the AESG EITC would still differ
based on the presence of children (i.e., there are
still separate EITC parameters for filers without
children), it does not eliminate the need for child
claiming in the EITC. Thus, while errors arising

14 Indeed, complicated interactions between the tax rules and
family arrangements are not limited to the EITC and CTC.
Rules for claiming children are inconsistent across different
tax provisions; for example, compared to the EITC and CTC
rules, filers are allowed to claim children under a broader set
of circumstances for the Head of Household filing status, Child
and Dependent Care Credit, American Opportunity Tax Credit,
Health Insurance Premium Tax Credit, and Dependent Exemp-
tion (Goldin & Kleiman 2022).

15 For example, in a family with two children who are stepsiblings,
a minor adjustment in the custody agreement for one child
could result in that child being claimed by another household;
while this would lead to a substantial reduction in the family's
EITC under current law, their EITC would remain constant under
the AESG.

from erroneously claiming a second or third child
would be inconsequential under this proposal,
erroneously claiming the first child would still result
in an improper payment. Moreover, this proposal
does not make any administrative changes that
would simplify the rules or process for claiming
children.

In all, the AESG proposal would make some
progress in simplifying the credits, but it does less
than the NC proposal to reduce administrative
complexity.

NC proposal. The NC proposal stands out in

this regard, as it adopts an improved system

for claiming children. This “primary-caregiver
standard” would allow parents to establish a
child’'s preferred claimant at birth, while allowing
for updates with appropriate documentation if
caregiving arrangements change. This would
represent a substantial improvement over

the current system because it would remove
administratively burdensome rules (e.g.,
determining who a child resided with over the
course of a year) that currently govern child-
claiming and eliminate the need to re-claim
children when filing taxes each year. Though

the NC proposal would collapse the EITC to a
lesser extent than the AESG proposal by retaining
separate parameters for families with one child and
families with two or three children, the significant
improvements under the NC's primary-caregiver
standard outweigh this slight drawback in terms
of simplicity. Overall, the NC proposal would make
great strides towards addressing problematic
complexities in the credits.

FSA 2.0. With regard to simplification, FSA 2.0
would be similar to the AESG proposal. It would
collapse the EITC schedule to eliminate variation
based on the number of children in a family, which
would reduce some complexity. However, it would
maintain separate parameters for filers without
children without simplifying the current system

for claiming children. Overall, FSA 2.0 would

make some progress toward simplification, but its
approach does not go as far as the NC proposal.
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4.4 Marriage penalties

2{0) @

Summary of proposals’ alignment with marriage penalties

AESG NC FSA 2.0

Very Good Good Good

(+) Moderate reduction in marriage (+) Small reduction in marriage (+) Large reduction in marriage
penalties penalties penalties

(+) Higher CTC and EITC phase-
out thresholds for married filers,
relative to HOH

(+) Avoids harming HOH filers

relative to HOH

Reforms should limit marriage penalties. In the
context of tax credits, marriage penalties occur
when the value of a married couple's credits is
less than the sum of the credits they would have
received if they were two unmarried adults filing
separately. Because income is pooled within a
filing unit when determining tax credits, dual-
earner families can be "penalized” because a
second earners’ income may push them into

or beyond the phase-out range, particularly for
a more narrowly targeted credit like the EITC.
Thoughtful credit design can reduce these
marriage penalties.

Importantly, though, marriage penalty reduction
should not harm single-parent families (which
would violate the minimum standard of holding
low-income families harmless). This can be
achieved through extending the “plateau” - the
range of incomes where families are eligible for the
maximum credit — for married filers.

AESG proposal. Several features of the AESG
proposal help reduce marriage penalties, including
its longer CTC and EITC plateaus and higher EITC
maximum amount for married filers, relative to HOH
filers.

Table 1 compares marriage bonuses and penalties
under each proposal for dual-earner households
with two children, given a range of earnings
scenarios. It shows that the AESG would make

a substantial improvement among the scenarios
presented with the largest marriage penalties
under current law. For example, a household
where one adult earns $60,000 and the other
earns $20,000 and claims the two children faces

(+) Higher CTC and EITC phase-
out thresholds for married filers,

(+) Avoids harming HOH filers

(+) Higher CTC and EITC phase-
out thresholds for married filers,
relative to HOH

(-) Harms HOH filers (through larger
EITC cut)

a $5,141 marriage penalty under current law, but
that falls to $3,759 under the AESG proposal; this
marks a roughly 25% reduction in the "worst-case”
marriage penalty presented.

NC proposal. The NC proposal would generally
reduce marriage penalties relative to current law
as well, but by a smaller margin than the AESG
proposal. Moreover, there are some situations in
which the NC proposal would increase marriage
penalties relative to current law. For example, a
household where two adults each earn $20,000
and have two children would see their marriage
penalty increase from $807 under current law to
$2,025 under the NC proposal.

Overall, the NC proposal's adoption of higher
phase-out thresholds for married filers, relative to
HOH filers, for both the CTC and EITC would help
limit marriage penalties.

FSA 2.0. The FSA 2.0 proposals would go

farther than both the AESG and NC proposals in
addressing marriage penalties. Indeed, in almost
all scenarios considered in Table 1, the FSA 2.0
proposal would result in marriage bonuses, rather
than marriage penalties.

Like both other proposals, the FSA 2.0 would adopt
longer plateaus for married filers in both credits.
However, the primary reason for widespread
marriage bonuses under FSA 2.0 is because the
proposal would substantially cut the EITC for

HOH filers — and, in doing so, harm single-parent
families. As discussed previously, this feature of
the FSA 2.0 would contribute to an estimated 7
million low-income families experiencing a net loss.
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TABLE 1

Change in household after-tax income from filing jointly, relative to filing separately, dual-
earner household with two children

Panel A. Two earners with equal incomes

Combined
household
earnings
$20,000
$40,000
$60,000
$80,000

$100,000

Marriage bonus/
penalty, AESG
proposal (2025)
$944
-$1,512
-$2,973
-$1,575

-$539

Marriage bonus/
penalty, NC
proposal (2025)
$4,551
-$2,025
-$4,127
-$2,327

-$539

Comparison:
Marriage bonus/
penalty, current
law (2025)
$4,003
-$807
-$4,783
-$4172

-$2,079

Marriage bonus/
penalty, FSA 2.0
(2022)
$333
$0
$15
$1,015

$1,015

Comparison:
Marriage bonus/
penalty, 2022
law
$3,168
-$1,824
-$4,523
-$2,263

-$284

Panel B. Two earners with 75/25 income split, and higher earner claims the children when unmarried

Combined
household
earnings
$20,000
$40,000
$60,000
$80,000

$100,000

Marriage bonus,
AESG proposal
(2025)
$616
-$600
-$1,281
-$893

-$993

Marriage bonus,

NC proposal
(2025)
$1,918
-$1,262
-$1,832
-$893
-$993

Marriage bonus,

current law
(2025)
$1,520
-$1,256
-$2,691
-$893
-$993

Marriage bonus/
penalty, FSA 2.0
(2022)
$580
$1103
$222
$2,897

$5,005

Comparison:
Marriage bonus/
penalty, 2022
law
$532
-$1,661
-$1,832
-$892

-$284

Panel C. Two earners with 75/25 income split, and lower earner claims the children when unmarried

Combined
household
earnings
$20,000
$40,000
$60,000
$80,000

$100,000

Marriage bonus,
AESG proposal
(2025)
$2,979
$637
-$3,159
-$3,759

-$1,238

Marriage bonus,
NC proposal
(2025)
$7,786
$4,729
-$1,864
-$4,764

-$2,593

Marriage bonus,

current law
(2025)
$7,088
$5,399
-$1,706
-$5,141
-$3,710

Marriage bonus/
penalty, FSA 2.0
(2022)
$5,086
$1,436
-$1,493
$897

$3,290

Comparison:
Marriage bonus/
penalty, 2022
law
$6,506
$3,648
-$3173
-$2,198

-$1,022

Notes: Authors' calculations. All dollar figures are nominal. Columns 2-3 reflect credit proposals applied to 2025 current law, post-OBBBA enactment.
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4.5 Value for economic security

Summary of proposals’ alignment with cost relative to economic security benefit

AESG NC

Good Poor

(+) Lower CTC phase-out threshold
helps contain costs and improve
targeting

(+) Reasonable cost relative to
substantial poverty reduction

reduction

The cost of these proposals should be reasonable.
Rather than assessing dollar figures in isolation,
however, it makes sense to assess a proposal’s
cost relative to its impact on economic security

- which we describe here as “value." Spending

a large sum to substantially reduce child poverty
may be a worthwhile investment in children’s long-
term wellbeing, but spending the same sum while
doing little to alleviate economic hardship is less
desirable for policymakers primarily interested in
poverty alleviation.’

AESG proposal. Kearney et al. (2025) estimate
that their proposal would cost $55.6 billion per
year, relative to pre-OBBBA law. Though not
insignificant, this cost is reasonable in light of two
factors. First, the AESG proposal would achieve

a 3% reduction in child poverty, representing an
investment in the economic security of children
and families. Second, this proposal incorporates a
responsible cost-saving measure: more narrowly
targeting the maximum CTC to families with low
to modest incomes through a lower phase-out
threshold.

NC proposal. The estimated cost of the NC
proposal in the first year is $46.3 billion over
pre-OBBBA law — a large sum relative to its value

16 This discussion assesses cost relative to economic security
effects, rather than the other goals laid out in this section,
because there is a more direct tradeoff between cost and
economic security effects. Fundamentally, spending more (or
less) on the credits means they are delivering more (or fewer)
resources to families. (Of course, there are important distribu-
tional considerations as well.) In contrast, if one were entirely
unconcerned about the economic security impact, a proposal
could achieve other goals without adding any cost.

(-) Regressive effects indicate
spending is poorly targeted
(-) High cost with minimal poverty off

FSA 2.0

Poor
(-) Relatively high cost* while leaving
7 million low-income families worse

*excluding offsets beyond the scope
of this report

measured in terms of economic security (McCabe
& Sargeant 2025). Because the NC proposal is
regressive, a significantly larger share of this
nearly $50 billion dollar investment would boost
the incomes of families above the median income
level, compared to families who may need greater
assistance to meet their basic needs. To meet our
primary goal of economic security, the proposal
would need to reallocate benefits going to higher-
income families towards lower-income families.

FSA 2.0. As previously mentioned, FSA 2.0
includes offsets that would make the proposal
budget neutral. Beyond the EITC changes, only
one of the proposed offsets under FSA 2.0 affects
a large share of CTC and EITC recipients: the
elimination of the HOH filing status.” Relative to
the cost estimates for the AESG proposal and NC
proposal shared above, a more comparable cost
estimate for FSA 2.0 is $33.8 billion ($29.9 billion
in 2022 dollars), which includes its changes to the
CTC, EITC, and head of household filing status, but
excludes other offsets that impact relatively few
CTC (Romney, Burr, & Daines, 2022).'8

17 The other two changes are the elimination of the State and
Local Tax (SALT) Deduction and the elimination of the child
portion of the Child and Dependent Care Tax Credit (CDCTC);
the SALT deduction is only available to the small share of
generally high-income filers who itemize, and the CDCTC is a
nonrefundable credit claimed on less than 4% of all returns.

18 The cost estimates for the AESG proposal and the NC proposal
only reflect CTC and EITC changes, without accounting for
any other potential offsets. (In particular, the cost estimate for
the AESG reform does not include three cuts to tax benefits
for high-income filers that Kearney et al. (2025) proposed as
potential offsets.) This analysis excludes potential offsets in the
AESG proposal and FSA 2.0 to focus on the provisions most
relevant to the scope of this report: those affecting CTC and
EITC recipients. Their exclusion is not based on any evaluation
of the merits or drawbacks of these offsets.
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In summary, FSA 2.0 spends over $30 billion on changes to the CTC, EITC, and HOH filing status while
reducing resources available to many low-income children. Despite the lower price tag of this proposal,
the mixed impacts on economic security cast doubt on the wisdom of the investment.

5. Thought experiment:
Full separation of EITC and CTC

At first glance, full separation between a "worker
credit” and a “child benefit" seems like an elegant
solution to EITC and CTC reform. However, we do
not have a good policy model to assess because
other proposals stop short of full separation. Below
we develop a “full separation plan” (FSP hereafter)
that aligns as closely as possible to the principles
described above. However, we ultimately conclude
that full separation comes with costs and risks
that are high relative to the benefits. Therefore,

we present the FSP not as a recommendation, but
as thought experiment to highlight the tradeoffs
associated with fully removing the “child benefit”
feature of the EITC. We consider this proposal

to be a useful benchmark against which future
reforms could be evaluated.

The FSP would transform the EITC and CTC into a
separate "worker credit” and “child benefit,” such
that the presence of or number of children would
not affect EITC parameters. In doing so, we would
go farther than the three proposals discussed
above, each of which would retain some distinction
between filers with and without children in the
EITC. The FSP policy would also add a large, highly
targeted boost to the CTC, which reflects a shift of
“child benefits” from the EITC over to the CTC. This
boost is designed to hold almost all EITC families
with children harmless. Finally, the proposal would
adopt the NC proposal’s recommended “priority-
caregiver standard” to simplify child claiming for
the CTC.

Below, we elaborate on the changes to each
credit’s structure under the FSP. For a detailed

comparison of the CESO proposal's EITC and CTC
parameters, relative to current law and previous
proposals, see Appendix Tables 1and 2.

FSP EITC. We would collapse the EITC schedule
so that it would not vary by the presence of or
number of children, making the FSP EITC a pure
"worker credit.” This has the advantage that the
main source of over- and under-payments in

the EITC — complications relating to the claiming
of dependents — would be eliminated. We have
designed the new package of benefits such

that families with children would be largely held
harmless and still have a strong incentive to enter
the labor market. It would also boost labor market
incentives and income support for low-wage
workers without children.

Under the FSP, all filers would face a 20% phase-
in rate and $10,000 earned income threshold,
resulting in a maximum EITC of $2,000. This is
similar to the maximum EITC for filers without
children under the 2021 ARPA expansion, if that
policy had been extended and its parameters were
adjusted for inflation.”® The FSP EITC would phase
out at a 10% rate, beginning at $20,000 of earnings
for HOH filers and $27,000 for married filing
jointly (MFJ) filers. It would be fully phased out

by $40,000 of earnings and $47,000 of earnings
for HOH and MFJ filers, respectively. Figure 5
shows the value of the FSP EITC for unmarried
and married filers (regardless of the number

of children) with earnings ranging from $0 to
$70,000, compared to the value of the current law

19 Under these assumptions, the maximum EITC for filers without
children would have been roughly $1,800 in 2025.
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EITC for filers with one child and no children. Relative to current law, filers with children receive a smaller
EITC under the FSP, while filers without children receive a larger EITC.2°

Value of FSP EITC and current law EITC by earnings level, 2025

Panel A: Unmarried filer with one child

— Current law EITC —FSP EITC

4,000
3,500
3,000
2,500
2,000
1,500
1,000

500

0 T T T T T T T T

$0 10,000 20,000 30,000 40,000 50,000 60,000 70,000
Note: Authors’ calculations. Each panel presents the current law EITC for a filer of the B EFeonomic Security
applicable marital status with one child (Panels A and B) or no children (Panels C and D) f}ﬂf{ﬁgpﬂﬂunity ’
and the FSP EITC for a filer of the applicable marital status, regardless of the number of )

children.

Panel B: Married filing jointly filers with one child

— Current law EITC —FSP EITC

4,000
3,500
3,000

2,500

2,000
1,500
1,000

500

O T T T T T T T T
$0 10,000 20,000 30,000 40,000 50,000 60,000 70,000
Note: Authors’ calculations. Each panel presents the current law EITC for a filer of the B Liomomic Security
applicable marital status with one child (Panels A and B) or no children (Panels C and D) mﬂ)?\ﬁpﬂﬂunity i
and the FSP EITC for a filer of the applicable marital status, regardless of the number of !
children.

20 Because filers without children do not receive any CTC benefits, this EITC increase reflects a boost in total resources to this group.
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Panel C: Unmarried filer with no children

— Current law EITC —FSP EITC

2,000
1,800
1,600
1,400
1,200
1,000
800
600
400
200
0

$0 10,000 20,000 30,000 40,000 50,000 60,000 70,000
Note: Authors’ calculations. Each panel presents the current law EITC for a filer of the B (]:L'U‘nomu Security
applicable marital status with one child (Panels A and B) or no children (Panels C and D) f}m‘mo\gl’m’tunity ’
and the FSP EITC for a filer of the applicable marital status, regardless of the number of ’
children.

Panel D: Married filer with no children

—CL EITC —FSPEITC
2,000

1,800
1,600
1,400
1,200
1,000

800

600

400

200

0 —f T T T T T r T
$0 10,000 20,000 30,000 40,000 50,000 60,000 70,000

Note: Authors’ calculations. Each panel presents the current law EITC for a filer of the B Esoromic Security
applicable marital status with one child (Panels A and B) or no children (Panels C and D) f}{}(ﬂl’f])\gl)mtunity
and the FSP EITC for a filer of the applicable marital status, regardless of the number of
children.
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FSP CTC. Similar to the AESG proposal, FSP makes
half of the CTC fully refundable, allowing families
with no earnings or low earnings in a given year
to access $2,400 per child. This would strengthen
the CTC's role as a “child benefit,” in that families
with children would receive at least some support
regardless of their income. We stop short of
incorporating the full benefit for families without
earnings in order to maintain a strong incentive
for labor market entry and to make the plan more
politically feasible.

From this “"base credit” of $2,400 per child, the
credit would phase in at a 20% per-child rate up
to a maximum credit of $4,800 per child. For all
families, the minimum earnings level to receive the
maximum credit is $12,000.

The maximum of $4,800 per child is a substantial
expansion over the current law CTC, and this
additional boost is designed to offset the child
benefits that would no longer be delivered through
the EITC under the FSP. In order to target this
boost to the low-income families who would be

affected by the FSP EITC changes, the FSP CTC
would begin to phase out a much lower income
level than current law (and all other proposals
considered in this report). The FSP phase-out
details for each filing status are summarized below
and shown in Figure 6:

e MFJ filers would have a “double” phase out,
similar to the ARPA CTC. Beginning at $35,000
of earnings, the CTC would first phase down
at a rate of 2.5% per child, until it reaches the
current law maximum amount of $2,200 per
child. Then, beginning at $200,000 of earnings,
the remaining $2,200 per child would phase
out at the same 2.5% per-child rate. The CTC
would reach $0 at $288,000 of earnings. This
structure is designed to limit CTC marriage
penalties.

» HOH filers would have a single phase out.
Beginning at $25,000 of earnings, the CTC
would begin phasing out at 2.5% per-child rate,
until it reaches $0 at $217,000 of earnings.
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Value of FSP CTC and current law CTC by earnings level, 2025
Panel A: Head of household filer with one child (age 0-16)

— Current law CTC —FSP CTC

4,500
4,000
3,500
3,000
2,500

2,000
1,500
1,000

500

O T T T T T T T T T T T
$0 50K 100K 150K 200K 250K 300K 350K 400K 450K 500K

Note: Authors’ calculations. Each panel presents the current law CTC, post- B t;o}lomu Security

OBBBA enactment, and the FSP CTC. and Opportunity

at BROOKINGS

Panel B: Married filing jointly filer with one child (age 0-16)

— Current law CTC —FSP CTC

4,500
4,000
3,500
3,000
2,500

2,000
1,500
1,000
500

0

$0 50K 100K 150K 200K 250K 300K 350K 400K 450K 500K

Center for

Note: Authors’ calculations. Each panel presents the current law CTC, post- B Economic Security
OBBBA enactment, and the FSP CTC. and Opportunity

at BROOKINGS
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Figure 7 presents the combined value of the credits for filers with one child under the FSP and under
current law. As under current law, low-income filers with children would face negative marginal tax rates
from the FSP refundable credits; under the FSP, these would be -40% for tax units with one child, -60%
for tax units with two children, and -80% for tax units with three children. (For comparison, under current
law, low-income filers with children face marginal tax rates ranging from -49% for tax units with one child
to -60% for tax units with three children.) This positive return to work would incentivize entry into the labor
market. At higher earnings levels, the marginal tax rates from the FSP refundable credits would be positive,
but discourage work less than under current law.

In the subsections that follow, we assess the FSP according to the same five goals that we used to
evaluate the AESG proposal, NC proposal, and FSA 2.0. We also briefly discuss a sixth consideration:
political longevity. To support this analysis, we used the PolicyEngine microsimulation model to produce
estimates of the distributional effects, poverty effects, and cost of the FSP, using a 2025 post-OBBBA
baseline.”

Combined value of CTC and EITC under FSP and current law CTC by earnings level, 2025
Panel A: Head of household filer with one child (ages 0-16)

— Current law CTC + EITC —FSP CTC + EITC

6,000

5,000

4,000

3,000

2,000

1,000

O T T T T T T T T T T T
$0 50K 100K 150K 200K 250K 300K 350K 400K 450K 500K

Source: Authors’ calculations. B | Econpmite Seentity
and Opportunity

at BROOKINGS

21 The PolicyEngine microsimulation model uses the "Enhanced Current Population Survey,” which relies on data from the Current Popula-
tion Survey Annual Social and Economic Supplement (ASEC) and the IRS Public Use File (PUF), as well as CBO and historical sources
for administrative totals. For additional information, see Ghenis & Woodruff (2024). The microsimulation results are available here.
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Panel B: Married filing jointly filer with one child (age 0-16)

— Current law CTC + EITC —FSP CTC + EITC

6,000

5,000

4,000

3,000

2,000

1,000

0 — T T T
$0 50K 100K 150K 20

Source: Authors’ calculations.

5.1 FSP: Economic security impact

In an effort to adhere to the “do no harm" principle,
the FSP ensures that the combined value of the
CTC and EITC for families with children ages 0-16
(and no other children) — would remain at least
as high as under current law for almost all low-
income families. (See Appendix Figures 1and 2,
which present the net change in the combined
value of the credits by earnings level for married
and HOH filers with one, two, and three children.)
An analysis of the plan's net effect on post-tax-
and-transfer income across households finds
that 11.2% of all households would experience a
net income loss under the FSP, but this would be
highly concentrated among the highest-income
households. Indeed, over 70% of households
who would lose are in the top half of the income
distribution — an unsurprising result, given that
many of these families would be affected by the
lower phase-out thresholds for the CTC. Among
households in the bottom half of the income
distribution, 5.9% would lose relative to current
law.

0K 250K 300K 350K 400K 450K 500K

Center f
B Economic Security
and Opportunity

at BROOKINGS

It is important to acknowledge that EITC recipients
with children ages 17 and up could be adversely
impacted.?? Filers receive some “child benefit"”
from the current law EITC but not CTC for these
older dependents, so their EITC would fall under
the FSP. However, filers would not receive the
corresponding boost to the FSP CTC for these
older dependents because only children ages 0-16
are eligible for the CTC, resulting in a net loss for
some low-income filers as their children reach
early adulthood.

22 More specifically, some EITC recipients with dependents who
are qualifying children for purposes of the EITC but not the
CTC would lose under the FSP; this includes children ages 17-
18, as well as full-time students between the ages of 19 and 23
who did not provide more than half of their own support. The
distributional impacts shown in Figure 8 reflect the average
changes among all filers in each decile and therefore account
for this disadvantage for filers with older children.
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Figure 8 presents the distributional impact of the FSP. On average, families in the lowest decile would
benefit the most in relative terms. While the average change overall would be a $401 gain, the average
family in the lowest decile would gain $554. This represents a 4.0% increase in net income for the bottom
decile. Due to the lower CTC phase-out thresholds, the average family in the top decile would lose $413, a
negligible share (0.0%) of net income for this group.

Distributional effects of the FSP by income decile, 2025

Panel A: Relative change in household income

4.0%

-0.1%

Note: Distributional effects were estimated using the PolicyEngine microsimulation model. Each panel presents B Economic Sceurity
the estimated change in household income under the FSP, relative to 2025 current law, post-OBBBA
enactment.

Panel B: Mean change in household income

$81 $808 $822

-$106

Note: Distributional effects were estimated using the PolicyEngine microsimulation model. Each panel presents B ‘Ew‘nomm Security
the estimated change in household income under the FSP, relative to 2025 current law, post-OBBBA and Opportunity
SRSEtRGRT
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The FSP would have a substantial anti-poverty
impact. Assuming no behavioral response,

child poverty would decline by an estimated 4.9
percentage points (22.7%) and overall poverty
would fall by 2.1 percentage points (10.6%).
Deep poverty among children would fall by 2.5
percentage points (43.0%). Reductions could be
greater if the plan boosted labor supply.

The FSP does more than the three previously
discussed proposals to alleviate hardship for the
most vulnerable families with children. This is
mainly due to the $2,400-per-child fully refundable
portion of the CTC. While families with no earnings
in a given year receive no CTC or EITC under
current law, the fully refundable portion of the

FSP CTC would function as a “floor,” ensuring that
these families with urgent needs would receive
meaningful support.z®

Finally, the FSP would provide much-needed
support to low-income adults without children,
who get a very small EITC under current law.
Moreover, most of this group receives very limited
support from the social safety net more broadly

— see Greenstein 2024. As a result, low-income
working adults without children are the only group
pushed below the poverty line by federal taxes;
an estimated 6 million are taxed into, or deeper
into, poverty under current law (Marr 2022).The
FSP provides the same EITC to filers regardless
of the presence of children, and the FSP EITC is
substantially larger than the current law EITC for
those without children. In contrast, the AESG and
NC proposals do not provide any additional support
for this group, and the FSA 2.0 proposal provides
some support — but its EITC for single adults
without children is smaller than our proposal.

There is a potential downside of the FSP’s
elimination of the link between the EITC and the
presence of children, which is not reflected in
the microsimulation estimates discussed above.
Under current law, the EITC varies considerably

23 The fully refundable portion of the CTC would also provide
meaningful support to families with very low (but non-zero)
earnings, who receive minimal support from the credits under
current law.

by the number of dependents, so it is challenging
for an employer to predict an employee's precise
EITC. This limits the extent to which employers
can capture the benefit of the EITC by suppressing
the wages of their EITC-eligible employees.?* The
FSP, by reducing variation in the EITC amount,
could possibly allow employers to more accurately
predict the credit their employees' receive and
reduce wages accordingly, thereby reducing the
gains for EITC recipients themselves. The extent to
which EITC tax incidence shifts towards employers
under the FSP requires further research. However,
particularly given that the FSP would reduce the
size of the EITC for most filers, we suspect the
effects of any changes in EITC incidence would be
minimal relative to the proposal’s overall economic
security impact.

5.2 FSP: Work incentives

The FSP would keep a phase-in for both credits.
The CTC would have a faster phase-in rate of 20%
per-child, and only families with incomes under
$12,000 would be subject to the phase-in. The
work incentives under the FSP EITC are also more
narrowly targeted, as the phase-in ends at $10,000
of earnings, regardless of filing status and number/
presence of children. Overall, this reflects a focus
on encouraging filers without earnings to enter the
workforce.

5.3 FSP: Simplification

In contrast to the three previous proposals, the
FSP would fully eliminate the role of child claiming
in the EITC. Given evidence that qualifying child
errors account for the majority of overclaim dollars
in the current law EITC, this change would likely
substantially reduce error rates. (This structural
simplification could also potentially increase take-
up among eligible filers who were deterred by the
confusion over whether they were eligible to claim
a child.)

By adopting the "priority-caregiver standard”
recommended under the NC proposal, which
would establish a process for parents to designate

a preferred claimant when a child is born, the FSP

24 For further discussion of EITC tax incidence, see Rothstein
(2010).
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would also have a greatly simplified child claiming
process for the CTC and other tax provisions.
Parents and caregivers would no longer have to
navigate — and the IRS would no longer have to
administer — complex rules surrounding a child's
residency and details of their relationships with
other potential claimants on an annual basis.

One feature of the FSP would be more complex
than the three previous proposals: the "double
phase-out” of the CTC for MFJ filers. However,
there is precedent for the double phase-out
structure, as it was a feature of the ARPA CTC, and
the phase-out structure would not affect the tax
filing experience, so we do not see this as a major
limitation, and believe the benefits of the double
phase-out structure outweigh its downsides.?®

5.4 FSP: Marriage penalties

As previously discussed, the FSP would collapse
the EITC schedule into one set of parameters for
each filing status, thereby removing any distinction
between filers without children and filers with
children. This feature of the FSP expands support
for childless adults, but in doing so, it would
worsen marriage penalties for some dual-earner
families with very low incomes. (Future policy
development could explore a per-earner EITC for
low-income households, which would ameliorate
this concern.)

To demonstrate how the larger EITC for childless
adults exacerbates marriage penalties for certain
families, consider the hypothetical household

25 Alternatives to avoid the double phase-out would result in un-
desirable outcomes. Phasing out the entire credit from the first
threshold (at $35,000 of income) would result in larger mar-
riage penalties for married filers with incomes above roughly
$140,000. Increasing the threshold to a higher income level
would make the additional CTC boost less narrowly target-
ed, thereby making the proposal more expensive. A potential
concern with a double phase-out structure is that adding an
earlier phase-out will subject families with moderate incomes
to high implicit marginal tax rates, due to its combined effect
of the EITC phase-out. However, the FSP EITC phase-out rate
is lower than the current law EITC phase-out rates for families
with children, mitigating this concern. For example, consider a
married filer with one child earning $32,000. Under current law,
this filer would not be subject to the CTC phase-out but would
face a 15.98% EITC phase-out. Under the FSP, they would face
a 5% CTC phase-out but only a 10% EITC phase-out, meaning
they face a lower marginal tax rate from the two credits than
under current law.

of two adults, each earning $10,000, with two
children. Under the FSP, if this couple were
unmarried, they would each be eligible for an EITC
of $2,000 (i.e., $4,000 total). If they got married,
however, they would receive only one EITC of
$2,000. This loss of a $2,000 EITC contributes to
a net $1,200 marriage penalty after factoring in
the fact that they would receive a higher CTC.?¢ In
contrast, this same family faces a marriage bonus
of roughly $4,000 under current law —in part
because the childless EITC is so small.

Nonetheless, like current law and the three
previous proposals, the FSP would extend the
earnings range eligible for the maximum EITC
and CTC for married filers, relative to unmarried
filers. This would limit — but not eliminate - the
“secondary earner penalty.” For a comparison of
marriage penalties under the FSP and 2025 current
law for dual-earner households with two children,
given a range of earnings scenarios, see Table 2.
(The earnings scenarios presented in Table 2 are
the same as those presented in Table 1.)

TABLE 2

Change in household after-tax income from
filing jointly, relative to filing separately,
dual-earner household with two children

Panel A. Two earners with equal incomes

Combined Marriage bonus, Marriage bonus,
household FSP (2025) current law
earnings (2025)
$20,000 -$1,200 $4,003
$40,000 -$3,975 -$807
$60,000 -$3,327 -$4,783
$80,000 -$2,027 -$4172
$100,000 -$2,539 -$2,079

26 If the couple got married, their $2,000 EITC loss would be
partially offset by an $800 increase in their CTC, as their com-
bined income would allow them to reach the maximum CTC.
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Panel B. Two earners with 75/25 income split,
and higher earner claims the children when

unmarried

Combined Marriage bonus, Marriage bonus,
household FSP(2025) current law
earnings (2025)
$20,000 -$1,000 $1,520
$40,000 -$2,513 -$1,256
$60,000 -$2,968 -$2,691
$80,000 -$3,393 -$893
$100,000 -$3,243 -$993

Panel C. Two earners with 75/25 income split,
and lower earner claims the children when

unmarried

Combined Marriage bonus, Marriage bonus,
household FSP(2025) current law
earnings (2025)
$20,000 $1,800 $7,088
$40,000 -$621 $5,399
$60,000 -$2,414 -$1,706
$80,000 -$4,014 -$5,141
$100,000 -$2,543 -$3,710

Notes: Authors’ calculations. All dollar figures are nominal. Columns

2-3 reflect credit proposals applied to 2025 current law, post-OBBBA
enactment. Bold numbers reflect the policy option that more incentivizes
marriage in each scenario.

5.5 FSP: Value for economic security
The FSP would cost an estimated $75.0 billion

in 2025, relative to post-OBBBA law. This is
expensive; it is approximately three-fourths as
expensive as it would be to restore the 2021
American Rescue Plan CTC and EITC proposals
in 2025 (estimated without adjusting the 2021
parameters for inflation). At the same time, the
FSP would substantially reduce poverty and
hardship, making it an investment in strengthening
economic security. As discussed above, the FSP
would reduce child poverty by nearly one-fourth
and overall poverty by about 11%. Moreover, the
FSP would incorporate a responsible cost-saving

measure: more narrowly targeting the maximum
CTC to low-income families by setting lower
phase-out thresholds.

To contextualize its cost, we compare the FSP

to the NC proposal in terms of cost, poverty
reduction, and distributional impact. In Section

4, we presented estimates of the NC proposal as
reported by McCabe & Sargeant (2025). Here,
for comparison, we present our own estimates
for more of an "apples-to-apples”" comparison;
specifically, we analyzed the NC proposal in
PolicyEngine against the same post-OBBBA 2025
baseline that we used to assess the FSP. That
being said, the NC proposal was released before
the OBBBA 2025 legislation was passed, and

its authors may well have incorporated different
design choices if they had been starting from a
different baseline. (Unfortunately, we were not
able to produce analogous apples-to-apples
comparisons with the AESG or FSA 2.0 proposals. )

As shown in Table 3, the FSP would cost more than
twice the NC proposal. In terms of the allocation

of these dollars across the income distribution,
however, the FSP would be substantially more
progressive. For example, Figure 9 shows that
families in the lowest decile would gain an average
of $554 under the FSP, compared to just $30
under the NC proposal. At the top of the income
distribution, families in the highest decile would
lose $413 on average under the FSP, while they
would gain $334 under the NC proposal. Moreover,
compared to the NC proposal, the FSP would
deliver roughly three times the poverty reduction.

From the perspective of economic security, neither
the FSP nor the NC proposal is a particularly
high-value investment. The NC proposal is much
less expensive, but it still costs over $30 billion
dollars and delivers a large share of those dollars
to families in the top half of the income distribution.
The FSP, on the other hand, more effectively
enhances economic security, but at a high cost.

As discussed below, there are likely cheaper ways
to meet similar redistributive goals without fully
separating the credits.
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TABLE 3

Comparison of cost and poverty reduction
under FSP and NC proposals, 2025

‘ FSP ‘ NC Proposal
Cost $75.0 billion $32.3 billion
Poverty reduction:
Overall 10.6% 2.8%
Among children  22.7% 8.0%

Notes: Cost and poverty reduction effects were estimated using the
PolicyEngine microsimulation model. Both proposals assessed relative to
a 2025, post-OBBBA baseline.

Comparison of distributional effects of FSP and NC proposals relative to current law, 2025

Panel A: Mean change in household income, FSP

$811 $808 $822

-$106

-$413

Note: Distributional effects were estimated using the PolicyEngine microsimulation model. Each panel presents B i:c‘olnomlL Security
the estimated change in household income, relative to 2025 current law, post-OBBBA enactment. and Opportunity

Panel B: Mean change in household income, NC proposal

$537

1 2 3 4 5 6 7 8 9 10

Note: Distributional effects were estimated using the PolicyEngine microsimulation model. Each panel presents the B }i‘;‘.‘{,',‘{omic Security
estimated change in household income, relative to 2025 current law, post-OBBBA enactment. pportunity
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5.6 FSP: Political longevity

Though future political outcomes are uncertain,
reforms should reflect careful consideration of
potential vulnerabilities. As previously discussed,
the current EITC and CTC each serve overlapping
functions: supporting children and incentivizing
work. This may strengthen bipartisan support
for each credit, offering some level of political
protection for the benefits. Though policymakers
on the right tend to object to some of the
redistributive aspects of refundable tax credits,
their work-incentivizing features make them
more politically palatable. Conversely, on the

left, though some policymakers object to the
work requirements embedded in the credits, they
recognize that the EITC and CTC both provide
critical support to low-income families.

Separating the child benefit and work incentive
functions of the refundable credits, as in the FSP,
could threaten the political coalition that currently
supports them. On the other hand, expected
reductions in EITC error rates could bolster
support for the program. Policymakers should
carefully weigh political risks against programmatic
improvements as they consider reforms to the
credits.
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6. Conclusion

The EITC and CTC are important components of the U.S. social safety net. As currently designed, they
serve overlapping functions: encouraging work and supporting children. Scholars and policymakers
have introduced proposals to create greater separation between these two functions. In this report, we
considered three such proposals — from the Aspen Institute Economic Strategy Group, the Niskanen
Center, and a group of three U.S. Senators (former Sen. Romney, former Sen. Burr, and Sen. Daines) -

each of which reduces child benefits in the EITC but stops

short of eliminating them entirely. Through our

assessment of these three proposed reforms, we demonstrated that the details of these reforms would
have important implications for economic security, work incentives, tax complexity, marriage penalties,
cost, and the political longevity of the credits. In other words, it matters how an EITC and CTC reform

would achieve greater separation between the two credits.

But should policymakers try to disentangle the work incentives and child benefits in the EITC and CTC? To
grapple with this question, we considered a more extreme case: the complete separation of the work- and
child-related functions of the two credits. We presented as a thought experiment a hypothetical reform

called the Full Separation Plan (FSP) that would transform the EITC into a pure “worker credit” and deliver

“child benefits" exclusively through the CTC.

In reflecting on this exercise, we have four main
takeaways:

1. Full separation sounds elegant. Actually
disentangling work incentives and child
benefits is a different story.

The EITC predates the CTC by over 20 years,
so it is unsurprising that the EITC was designed
to serve dual functions of incentivizing work
and supporting children. That it continues to

do so, despite the introduction and subsequent 2.
evolution of the CTC, is likely a function of path
dependence. In other words, the high degree
of overlap between the functions of the EITC
and CTC is better explained as a byproduct

of political history than an intentional policy
choice. Nonetheless, this existing overlap likely
bolsters support for the programs in a way that
it might not if the functions were separated.

Achieving an acceptable full separation
solution for our current system — one that
minimizes harm to the most vulnerable families
while containing costs —is challenging. We
considered many iterations and presented

the one that we believed was best, but the
result was neither perfect nor elegant. The
vast majority of low-income families would
be protected (or gain) under this $75 billion
reform, but credits for some low-income
families with older dependents would fall.
And those seeking to achieve a simpler credit
structure through full separation might be
disappointed by the FSP CTC design (see
Figure 6).

Reducing the complexity of child-claiming in
the EITC is important. Full separation is one
way to achieve this - but using the primary
caregiver standard could achieve this goal at
lower cost.

Child-claiming errors make up a substantial
share of the total EITC error rate, suggesting
that many filers have difficulty navigating the
current rules and reconciling them with their
own family circumstances. Addressing the
complexity of child-claiming in the EITC should
be a high policy priority. Doing so would help
reduce both intentional and unintentional
errors, thereby strengthening the integrity of
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the EITC and allowing low-income families
to avoid stressful and potential financially
burdensome audits.

One solution is to eliminate the role of child-
claiming from the EITC entirely, as in the FSP.
One promising alternative is to adopt the
"primary caregiver standard” recommended
by Niskanen Center scholars Joshua McCabe
and Leah Sargeant. Transitioning to a system
that establishes a “default” claimant for

each child at birth would be a meaningful
improvement over the current system of annual
child-claiming. Though the FSP included

both features - establishing EITC parameters
that do not vary by the presence or absence
of children and implementing the primary
caregiver standard — we believe that the latter
simplification alone would lead to a substantial
reduction in child claiming errors in the EITC.

3. Providing childless filers with a larger EITC is
part of our full separation plan. It is also sound
policy in its own right.

Under current law, even the maximum EITC

for childless filers is meager — less than one-
tenth of the maximum EITC for filers with two
children. Any reasonable proposal to condense
the EITC into a set of parameters that does not
vary by the presence or absence of children,
as full separation would require, must provide a
larger EITC to filers without children.

Beyond enabling full separation, however, we
believe that allowing adults without children

to access a more substantial EITC is an urgent
policy goal in its own right. Considering the
social safety net more broadly, there is very
minimal social safety net support for childless
adults living at or near poverty, and the current
tax code makes this group worse off.

4. Child benefits should be better targeted to
children with the greatest need.

Pursuing full separation challenges us to design
a CTC that functions as a standalone child
benefit. That challenge illuminates gaps in the
existing system of child benefits split across
both credits, including a complete lack of
support for children in families with no earnings
and minimal support for children in families
with very low earnings. The FSP remedies this
by making half of the CTC fully refundable,
establishing a "floor” to ensure that the most
vulnerable children are supported. It pairs this
with lower phase-out thresholds, which helps
contain costs by reducing benefits for families
with much higher incomes. Without pursuing
full separation, policymakers could implement
this combination of changes to improve the
targeting of the CTC at a more modest cost.

Ultimately, the question of whether to separate the
child and work components of the EITC and CTC
is more complicated than it appears at face value.
There are clear advantages to doing so, including
reducing the complexity and errors associated with
child-claiming in the EITC and providing a larger
EITC to filers without children, but policymakers
could also pursue these goals through alternative
reforms that do not focus on separating the dual
functions of the EITC and CTC. Many of the
benefits of full separation could be achieved by
standalone improvements, including: (a) adopting
the primary caregiver standard, (b) expanding the
EITC for childless workers, and (c) improving the
targeting of the CTC. There are also drawbacks

to "full separation” proposals that warrant careful
consideration, including potential net losses for
some low-income families and possible political
risk. In all, policymakers and analysts should
approach any proposed overhaul of the respective
roles of the EITC and CTC with caution and with a
clear understanding of the tradeoffs involved.
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Appendix

APPENDIX TABLE 1

EITC schedules under current law, proposals

Number of children
Phase-in rate
Earned inc. amnt.
Max. credit
Phase-out rate
Phaseout threshold

Phaseout complete

Phase-in rate
Earned inc. amnt.
Max. credit
Phase-out rate
Phaseout threshold

Phaseout complete

Number of children
Phase-in rate
Earned inc. amnt.
Max. credit
Phase-out rate
Phaseout threshold

Phaseout complete

0
7.65%
$8,490
$649
7.65%
$17,730

$26,214

20%
$10,000
$2,000
10%
$20,000

$40,000

0
7.65%
$8,490
$649
7.65%
$17,730

$26,214

MFJ filers
Current Law (2025)
1 2 3
34.00% 40.00% 45.00%
$12,730 $17.880 $17,880
$4,328 $7152 $8,046
15.98% 21.06% 21.06%

$30,470 $30

$57,554 $64,

1+

470 $30,470

,430 $68,675

FSP (2025)

AESG (2025)

34.00%

$14,

687

$4,993

15.98%

$26

$58

,950

195

0
7.65%
$8,490
$649
7.65%
$10,620

$19,104

20%
$10,000
$2,000
10%
$27,000

$47,000

0
7.65%
$8,490
$649
7.65%
$10,620

$19,104

Single/HOH filers

1
34.00%
$12,730
$4,328
15.98%
$23,350

$50,434

2
40.00%
$17,880
$7152
21.06%
$23,350

$57,310

1+
34.00%
$11,750
$3,995
15.98%
$21,560

$46,560

3
45.00%
$17,880
$8,046
21.06%
$23,350

$61,555
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NC (2025)

Number of children 0 1+ 2- 0 1+ 2+
Phase-in rate 7.65% 23.00% 28.00% 7.65% 23.00% 28.00%
Earned inc. amnt. $8,490 $14,565 $17.857 $8,490 $14,565 $17.857
Max. credit $649 $3,350 $5,000 $649 $3,350 $5,000
Phase-out rate 7.65% 16.00% 20.00% 7.65% 16.00% 20.00%
Phaseout threshold $17,730 $32,000 $32,000 $10,620 $24,000 $24,000
Phaseout complete $26,214 $52,938 $57,000 $19,104 $44,938 $49,000

FSA 2.0 (2022)
Number of children 0 1+ 0 1+
Phase-in rate 12.50% 16.67% 12.50% 16.67%
Earned inc. amnt. $16,000 $18,000 $8,000 $12,000
Max. credit $2,000 $3,000 $1,000 $2,000
Phase-out rate 14.29% 14.29% 14.29% 14.29%
Phaseout threshold $20,000 $33,000 $10,000 $23,000
Phaseout complete $34,000 $54,000 $17,000 $37,000

APPENDIX TABLE 2

CTC schedules under current law, proposals

Current law, post-OBBBA (2025)

Credit for family with $0 earnings

$0

Earned income threshold

$2,500

Phase-in rate

15% per family

Refundability cap

$1,700 per child

Maximum credit

$2,200 per child ages 0-16

Phase-out rate

5% per family

Phase-out threshold

$400,000 MFJ, $200,000 otherwise
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FSP (2025)

Credit for family with $0 earnings

$2,400 per child

Earned income threshold

$0

Phase-in rate

20% per child

Refundability cap

N/A

Maximum credit

$4,800 per child

Phase-out rate

2.5% per child

Phase-out threshold

MFJ: first phase-out (from $4,800 to $2,200 per child) begins at $35,000, second

phase-out begins at $200,000
Other filing statuses: single phase-out begins at $25,000

AESG (2025)

Credit for family with $0 earnings

$1,500 per child ages 5-17, $1,800 per child ages 0-5

Earned income threshold

$0

Phase-in rate

30% per child

Refundability cap

N/A

Maximum credit

$3,000 per child ages 5-17, $3,600 per child ages 0-5

Phase-out rate

0.90-2.18% per child, based on filing status and child age

Phase-out threshold

$110,000 MFJ, $75,000 otherwise

NC (2025)

Credit for family with $0 earnings

$0

Earned income threshold

$0

Phase-in rate

30% per family

Refundability cap

N/A

Maximum credit

$3,000 per child ages 0-16

Phase-out rate

5% per family

Phase-out threshold

$400,000 MFJ, $200,000 otherwise
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FSA 2.0 (2022)

Credit for family with $0 earnings $0

Earned income threshold $0

Phase-in rate 30% per child ages 5-17, 42% per child ages 0-5
Refundability cap N/A

Maximum credit $3,000 per child ages 5-17, $4,200 per child ages 0-5
Phase-out rate 5% per family

Phase-out threshold $400,000 MFJ, $200,000 otherwise

APPENDIX FIGURE 1

Net change in combined EITC and CTC under FSP by earnings level for head of household
(HOH) filers, relative to post-OBBBA current law (2025)

Panel A: HOH filer with one child (age 0-16)
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Panel B: HOH filer with two children (ages 0-16)
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Panel C: HOH filer with three children (ages 0-16)
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APPENDIX FIGURE 2

Net change in combined EITC and CTC under FSP by earnings level for married (MFJ) filers,
relative to post-OBBBA current law (2025)

Panel A: MFJ filer with one child (age 0-16)
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Panel B: MFJ filer with two children (ages 0-16)
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Panel C: HOH filer with three children (ages 0-16)
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