July 2015

Jeremie Greer, Vice President, Policy & Research
Email: jgreer@cfed.org Phone: 202.207.0125

Ezra Levin, Associate Director, Government Affairs
Email: elevin@cfed.org Phone: 202.466.5925

Millions of Americans have little or nothing saved for emergencies. Households without enough liquid savings to
subsist for three months at the federal poverty level are
considered “liquid asset poor.” These Americans are just one
lost job or surprise expense away from serious financial
hardship. Nearly half of Americans (44%)1 were liquid asset
poor in 2014, with significant variation among states and
localities. For instance, just 24% of Minnesota households are
liquid asset poor, compared with 64% of Alabama
households.
Low-income workers are likely to have unstable budgets
and depend on tax-time refunds to make ends meet.2 A 2015
Pew poll found that 60% of American workers had
experienced a significant income drop or expense in the previous twelve months.3 In another survey of Earned Income
Tax Credit (EITC) recipients six months after tax time, more than a third had a household member experience
unemployment, and many more had incurred surprise expenses like a major car repair (40%) or hospitalization (33%).
These financial surprises and limited savings mean that workers are at risk of regularly falling behind financially, and
they often depend on tax-time to catch up. In interviews with 115 low-income workers, researchers for the book, It’s
Not Like I’m Poor, found that these families often relied on their tax refunds to balance their annual budget. 4
There is a strong link between savings, financial
hardship and economic mobility.5 Behavioral science
researchers have described this precarious financial
situation—little savings and unstable income—as a lack
of “financial slack.”6 Simply put, when wealthier families
experience an income drop or surprise expense, they tap
into liquid assets or cut back on non-essential
consumption. In contrast, when low-income households
lack liquid assets and experience an economic shock, they
cut back on essential expenses or take on debt to make
ends meet.7 This financial hardship affects children in the
long-term. Children in families with savings are less
likely to face hardship, such as food insecurity or forgone
doctor visits. And family savings is linked to child
academic performance and future economic mobility.8
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The EITC is structured like a wage subsidy but functions like a savings program. The EITC works by providing
t This
additional boost to workers’ wages. For every additional hour worked (up to a point), the EITC benefit increases.
e
wage subsidy works—research shows that the EITC increases employment rates.9
d
A key feature of the EITC makes it much more valuable than a simple wage subsidy—the lump sum payment.
O
Rather than providing EITC benefits with every paycheck, workers only
c
receive their EITC benefit when they file taxes at the end of the year. This
t
means that the EITC effectively requires low-income workers to use the
o
U.S. Treasury as a savings account to build up savings that is accessible
b
only once per year.10
e
This savings is significant. The average EITC in 2014 was $2,407.11 A
r
married couple with two children and income of $21,000 for the year
2
qualified for an EITC of $5,460. That savings is equivalent to more than
0
25% of the family’s income for the entire year. All told, workers received
1
$66 billion in EITC benefits in 2014. In short, when it comes to helping
3
low-income workers build savings, no federal policy is more impactful than the EITC.
Workers prefer the lump sum payment system. Perhaps counterintuitively, for most EITC recipients this forced
savings is a valued feature of the program, not a bug. Several studies and reports from the field reveal that the vast
majority of EITC recipients prefer the forced savings mechanism of the EITC to an alternative monthly wage boost.12 For
low-income families who are unbanked, a zero-interest “savings account” with U.S. Treasury may be the best option
they have. In fact, in addition to the EITC, many low-income workers routinely increase the amount of withholdings
from their paycheck in order to boost their eventual lump-sum tax refund check.13
Tax-time provides a rare opportunity for low-income workers to plan for their financial future. A survey of over
3,000 EITC-eligible tax filers six months after tax time found workers used the majority of their tax refunds for debt
management or savings.14 The Pew Center on State found that one in six payday loan borrowers retires their loan with
a tax refund.15 And the EITC workers interviewed for It’s Not Like I’m Poor
primarily used their tax refunds to save, pay down debt and invest in longterm assets. Researchers for the book concluded that these EITC-eligible
families used their tax refund to “build their aspirations for upward
mobility.”
The positive impact of the EITC reaches well into adulthood. The unique
lump-sum form of tax-time support may be responsible in part for the
strongly positive impact that these programs have on workers and their
children. Children in families that receive tax-time benefits like the EITC
experience improved outcomes from early childhood all the way through
retirement. This means better infant health, improved test scores in school,
boosted college enrollment, increased earnings as adults and, finally, higher
social security benefits in retirement.16 This long-term impact is quantifiable:
children in families that earned an extra $3,000—the size of a typical EITC—
worked 135 hours more per year once they reached adulthood.17
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Protect existing EITC provisions. Congress should maintain the EITC improvements that were originally enacted in
2009. If Congress fails to save these EITC provisions before they expire, millions of American workers and their
children will be pushed deeper into poverty.18 Sen. Sherrod Brown and Rep. Richard Neal have introduced legislation
to make the important improvements permanent: the Working Families Tax Relief Act (S. 1012) and the Earned Income
Tax Credit Improvement and Simplification Act (H.R. 902). As Congress considers other tax proposals in 2015, it
should not leave low-wage workers and their families behind.
Plug the gap in the EITC for childless workers. A single childless worker living right at the poverty line in 2014
qualified for an EITC of just $223, boosting the childless worker’s income by less than 2%.19 This meager EITC support
means that childless workers are the only class of workers who are taxed further into poverty. Members of both parties
are leading efforts to fix this. The Working Families Tax Relief Act and the Earned Income Tax Credit Improvement
and Simplification Act, referenced above, would expand the EITC to make work pay for these childless workers. The
President’s 2016 budget and a nearly identical proposal from House Ways and Means Chair Paul Ryan (R-WI) propose
lowering the EITC’s eligibility age from 25 to 21 for childless workers and raising their maximum credit.
Reform the EITC to boost tax-time savings. While many low-income workers use the EITC as a makeshift savings
tool, it was not built to function as one. Congress should make thoughtful reforms to the EITC to help low-income
households build savings at tax time. One such reform idea, proposed by the authors of It’s Not Like I’m Poor, would
allow workers to defer a portion of their EITC for future use later in the year. Such a reform would take advantage of
the unique “financial slack” afforded at tax time, encouraging workers to build up emergency savings in order to
extend financial security beyond tax time.

CFED, Assets & Opportunity Scorecard, Liquid Asset Poverty Rate, 2015.
For a review of eighty academic papers on various aspects of emergency savings, see Stephanie Chase et al., Coming Up with Cash in a Pinch: Emergency Savings and Its Alternatives,
2011. For research on income variability, see Jonathan Morduch & Rachel Schneider, Spikes and Dips: How Income Uncertainty Affects Households, 2013; and Anthony Hannagan &
Jonathan Morduch, Income Gains and Month-to-Month Income Volatility: Household evidence from the US Financial Diaries, 2015.
3
Pew Charitable Trusts, Americans’ Financial Security: Perception and Reality, 2015.
4
Sarah Halpern-Meekin et al., It’s Not Like I’m Poor, 2015.
5
For an overview of the importance of emergency savings for financial security and economic mobility, see Reid Cramer et al., Flexible Savings: The Missing Foundation for Financial
Security and Economic Mobility, 2015.
6
Sendhil Mullainathan & Eldar Shafir, Financially Fragile Households: Evidence and Implications, 2009.
7
For a review of behavioral science perspectives on programs and policies to encourage savings for low-income populations, see Tantia et al., A Behavioral Economics Perspective on
Innovations in Savings Programs, 2014.
8
See Elizabeth Gershoff et al. Income Is Not Enough: Incorporating Material Hardship Into Models of Income Associations With Parenting and Child Development, 2007; Leah Gjertson,
Liquid savings patterns and credit usage among the poor (in A Fragile Balance: Emergency Savings and Liquid Resources for Low-Income Consumers), 2015; and Ezra Levin, Savings Up,
Moving Up? Children, Savings & Opportunity, 2014.
9
For a current review of research on the EITC, see Austin Nichols & Jesse Rothstein, The Earned Income Tax Credit, 2015. A more recent paper found that previous estimates may
have significantly underestimated the anti-poverty effects of the EITC; see Hilary Hoynes & Ankur Patel, Effective Policy for Reducing Inequality: The Earned Income Tax Credit and the
Distribution of Income, 2015.
10
Ruby Mendenhall et al., The Role of Earned Income Tax Credit In The Budgets of Low-Income Families, 2012.
11
IRS, Statistics for Tax Returns with EITC, 2015.
12
For example, see: Damon Jones, Information, Preferences, and Public Benefit Participation: Experimental Evidence from the Advance EITC and 401(k) Savings, 2010; Bruce Meyer and
Douglas Holtz-Eakin, The Earned Income Tax Credit and Its Impact on America's Families, 2002; and Sara Sternberg Greene, The Broken Safety Net: A Study of Earned Income Tax Credit
Recipients and a Proposal for Repair, 2012.
13
Kathryn Edin et al., Tax Code Knowledge and Behavioral Responses Among EITC Recipients: Policy Insights from Qualitative Data, 2013.
14
Mathieu Despard et al., Do EITC recipients use their tax refunds to get ahead? Evidence from the Refund to Savings Initiative, 2015.
15
Pew Charitable Trusts, Payday Loans and Tax Time, 2013.
16
Chuck Marr et al., EITC and Child Tax Credit Promote Work, Reduce Poverty, and Support Children’s Development, Research Finds, 2015.
17
Greg Duncan et al., Early Childhood Poverty and Adult Attainment, Behavior and Health, 2010.
18
Chuck Marr et al., Letting Key Provisions of Working-Family Tax Credits Expire Would Push 16 Million People Into or Deeper Into Poverty, 2015.
19
For more information, see Chuck Marr & Chye-Ching Huang, Strengthening the EITC for Childless Workers Would Promote Work and Reduce Poverty, 2015.
1
2

3

