COVID $1.9 trillion package temporarily
expands Earned Income Tax Credit
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Making the change permanent would improve the return to
work for older workers

Among many other things, the $1.9 trillion American Rescue Plan Act
increased eligibility and the amount of the earned income tax credit (EITC)
for taxpayers with no qualifying children for 2021. In particular, the
legislation lowered the minimum age to claim the childless EITC from 25 to
19 (except for certain full-time students) and eliminated entirely the upper
age limit - previously 64. Further changes also increased the maximum
credit amount from $543 to $1,502.

A little background on the EITC. The EITC was introduced in 1975 as a
modest temporary refundable income tax credit for low-paid workers -
primarily to reduce the effects of a rising payroll tax. Congress made the
credit permanent in 1978, expanded it significantly in 1986 and again in
1990, and in 1993 doubled its size to ensure that full-time minimum wage

workers would not live in poverty.

The EITC was designed primarily for workers with dependent children, who

might otherwise turn to public programs for assistance. A small credit for
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workers ages 25-64 without dependent children was added in 1993.

While the EITC has significantly increased labor force participation among
mothers with children, it does little for older workers for two reasons: 1)
many older people do not have dependent children so their maximum
benefit in 2021 would have been only $543 - too small to be salient and
affect behavior; and 2) the EITC excludes workers 65 and older.

Table 1 shows the key EITC parameters for 2021 - before the American
Rescue Plan Act. The amount of the credit first increases with earnings,
reaches a plateau, and then falls as earnings increase. For example, for a
single taxpayer with one child the credit is equal to 34 percent on the first
$10,640 of income, reaching a maximum of $3,618. The credit remains at
this level for earnings between $10,640 and $19,520, at which pointitis
phased out at a rate of 15.98 percent and reaches zero at $42,158.

Table 1. 2021 Earned Income Tax Credit Before the American Rescue Plan Act

Phase-out range
Beginning Ending

No. of children Credit Min. income  Max.  Phase-out

rate  for max. credit credit rate : )
income income
0 7.65% $7,100 $543 7.65% $8,800 $15,980
1 34.00 10,640 3,618 15.98 19,520 42,158
2 40.00 14,950 5,980 21.06 19,520 47915
3 or more 45.00 14,950 6,728 21.06 19,520 51,464

Sources: IRS Earmned Income and Eamed Income Tax Credit (EITC) Tables (2021); American Rescue Plan Act
(2021); and IRS Revenue Procedure 2020-45 (2020).

For workers without dependent children, the EITC follows the same basic
pattern, but the amount is considerably smaller and phases out much more
quickly. Specifically, the maximum credit for childless taxpayers in 2021 was
going to be $543, with the credit reaching zero at $15,980.



Furthermore, unlike the EITC for individuals with dependent children, which
has no age restriction, the credit for childless adults has been available only
to those age 25-64. Given its small size and the age restriction, the EITC for
childless individuals is seldom used, and accounts for only 2 percent of total
EITC benefits.

The American Rescue Plan Act raises the credit percentage from 7.65 to
15.30 percent and increases the income at which the maximum credit
amount is reached to $9,820. As a result, the maximum credit increases
from $543 to $1,502. Further, the income range over which the credit is
phased out rises from $8,800-$15,980 to $11,610-$21,000 (est.). These
changes expire at the end of the 2021 tax year.

Table 2. 2021 EITC for Individuals without Qualifying Children, Pre- and Post-American
Rescue Plan Act

Min. income Phase-out range
Provision Credit rate for max. credit Max. credit B!.:gmnmg Endlng
income income
Pre-ARP 7.65% $7,100 $543 $8,800 $15,980
Post -ARP  15.30 9,820 1,502 11,610 21,000*

*Amount is an estimate,
Sowrces: IRS Eamed Income and Eamed Income Tax Credit (EITC) Tables (2021); American Rescue Plan Act
(2021); Center on Budget and Policy Priorities (2021); and IRS Revenue Procedure 2020-45 (2020).

By expanding the ages of eligibility and raising the maximum credit, the EITC
will enhance the earnings of many low-wage workers without children and
encourage many older workers to stay in the labor force. The challenge now
is to permanently enact these important changes.



