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Expanding Use, Scope of the Earned Income and Child Tax Credits: A
Winning Strategy for LTC Workers and Providers

The long-term care (LTC) industry faces several major workforce challenges. As the aging of the Baby Boom
Generation begins swelling demand for services, there will be a growing shortage of workers.* Rising labor
costs, driven by growing demand as well as state and local minimum wage increases, will be difficult for this
labor-intensive industry to pass along to consumers. Providers already are having trouble pricing housing and
services at levels that middle class Americans can afford and Medicaid programs are willing to pay.? Industry
leaders also understand the need to improve wages and job advancement for their workers. Most are direct care
workgrs — personal care workers, home health aides, and nursing aides — earning in the range of $10 to $13 an
hour.

This paper makes the case that helping employees access the Earned Income Tax Credit (EITC) and Child Tax
Credit (CTC) — along with supporting bipartisan legislation to expand these programs — can help the LTC
industry on many fronts. Such a strategy can improve income through government wage supplements, thus
encouraging an influx of workers. Increased labor supply would dampen employer wage costs — all while
expanding the range of affordable services providers can offer. This could result in hundreds of millions of
dollars of added value in worker earnings as well as provider and customer savings.

The EITCand CTC

The EITC and CTC are well-established federal programs with bipartisan support. They are widely credited
with providing low- and middle-income workers with incentives to enter the workforce as well as boosting
incomes and reducing poverty.*

Figure 1 - EITC and CTC Reduce Poverty
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The EITC “is the single most effective federal antipoverty program for working age households — providing
additional income and boosting employment for low-income workers,” according to the Tax Policy Center, a
joint effort of the Urban Institute and Brookings Institution.® In 2017, the EITC will provide tax credits ranging
from $510 for workers with no children to $6,318 for those with at least three children. A recent study found
that a $1,000 increase in the EITC was associated with a 7.3 percentage point increase in employment and a 9.4
percentage point reduction in the share of families with after-tax and transfer income in poverty.°

Figure 2 — The EITC Varies by Income and Family Structure
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The CTC

Taxpayers can claim a CTC of up to $1,000 per child under age 17. The credit is reduced by five percent of
adjusted gross income over $75,000 for single parents ($110,000 for married couples). If the credit exceeds
taxes owed, taxpayers can receive some or all of the balance as a refund, known as the additional child tax
credit (ACTC) or refundable CTC. The ACTC is limited to 15 percent of earnings above $3,000. According to
the Tax Policy Center, families at nearly all income levels benefit from the CTC — but the largest average
benefits (about $1,500) go to families with children in the second and third income quintiles rather than the
poorest.’

A major reason that the EITC is of greater help to low-income workers than the CTC is that a greater share of is
“refundable.” Taxpayers can only benefit from “nonrefundable” tax credits to the extent that they owe a tax
liability. This doesn’t help people earning so little that they pay no federal income tax. In contrast, taxpayers
can receive “refundable” tax credits exceeding their tax liability as refunds. Almost all of the EITC—about $63
billion of the FY 2016 total of $65 billion—will be refunded, according to the Tax Policy Center.® In contrast,
about $27 billion out of $51 billion of the CTC will be refunded.



Figure 3 — Refundable and Nonrefundable Shares of the EITC and CTC
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Increased Labor Supply Means Lower Costs for Employers

Government programs providing cash or benefits to low-income people often are criticized for reducing work
incentives, thereby shrinking labor supply and driving up wages. The opposite occurs with the EITC and CTC,
which are only available to workers generating income.® 1> While the main impact of these tax credits is to boost
worker pay, they can put downward pressure on wages if more people enter the work force.!! If tax credits
expand the workforce, then part of their benefit will flow to employers in the form of lower before-tax wages.

Economist Jesse Rothstein has estimated that “a dollar of EITC spending produces net increases in the welfare
of women with children with cash value of only $0.83 (as compared with $1 when demand is perfectly elastic).
Employers of low-skill labor capture $0.36 via reduced wage bills.”*? For single mothers, the primary group
targeted by the EITC, 55 percent of the marginal EITC dollar “is captured by employers through reduced
wages.” Because the EITC suppresses wages across the labor market by increasing labor supply, he estimates
that the welfare of EITC-ineligible childless women falls by the equivalent of $0.18.

The main takeaway here is not the precision of the estimates but rather recognition that, although workers still
come out ahead, a substantial portion of the EITC indirectly benefits employers through dampening pre-tax
wages. (Because labor demand and supply vary in different market segments and locations, and are constantly
changing, these calculations should not be viewed as precise.) Another crucial point is that, because tax credits
impact the cost of labor beyond targeted recipients, those who are ineligible, or fail to claim benefits, can end up
worse off.

Figure 4 — Examples of wage subsidies inducing greater supply of workers by increasing total income while
decreasing the market cost of labor



Effects of Subsidies with Different Price Elasticity

Inelastic market demand Elastic market demand
Subsidy has a larger effect on the new Subsidy has a stronger effect on the
equilibrium price new equilibrium quantity

Price Price

s1 S1

Subsidy
Pl fow v v e Subsidy [} ) Sp——

S2 P2 o= ==

I

I

|

P2 honewd
I

|

3

I

I

i

8 [ ——

Ql Q2 Qty Q1 Qty

Many Eligible for EITC Fail to Apply

As with many government programs, a large portion of workers eligible for the EITC fail to claim it. As more
states enact their own versions of the EITC, a recent article in Governing pointed out that almost a quarter of
workers eligible for the federal tax program fail to claim their benefits.!® As a result, “approximately 7 million
individuals are losing out on an average of about $1,100 each. This missed benefit could make a real difference
to the low-income Americans eligible for the EITC, who on average earn about $14,000 a year.” Several
factors contribute to low take-up including the complexity of the tax credit. Because eligibility requires
information on household income and family size and structure, applying can be difficult. Many rely on paid
tax preparers, whose services can be relatively costly given their limited financial resources. Other factors
include a lack of information and reminders about the benefits of filing for tax credits.

Tax preparer fees, which can run into hundreds of dollars, can reduce or eliminate EITC benefits, particularly
for those eligible for relatively small amounts, such as childless single workers. While the fees may be worth it
in some cases, paid tax preparers often fail to identify benefits available to low-income filers. Low-income
families use paid tax preparers at roughly the same rate as taxpayers with higher incomes, according to the Tax
Policy Center.}* 1n 2010, paid preparers assisted with about 55 percent of returns for filers with adjusted gross
incomes below $30,000. A very small proportion of low-income families reported using Volunteer Income Tax
Assistance (VITA) clinics.

Table 1 — Tax Preparation Method by Gross Adjusted Income
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Tax Preparation Method
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ik assistance
Under 30 65.7 41.8% 54.5% 0.2% 1.7% 1.7%
30-50 25.6 42.3% 55.7% 0.1% 0.9% 1.0%
50-100 30.7 40.9% 58.2% 0.0% 0.4% 0.5%
Over 100 18.2 36.6% 63.2% 0.0% 0.1% 0.1%
Total 142.8 40.9% 56.8% 0.1% 1.0% 1.1%

Source: Tax Policy Center tabulations of 2010 Statistics of Income Public Use File.

Policies for Increasing Worker Pay and Labor Supply: Tax Credits v. Minimum Wage

As the nation recovered from the Great Recession, policymakers have become increasingly aware of long-term
trends toward greater economic inequality and stagnation of working class wages.®® Even though official
unemployment levels now are low and normally would be signaling greater bargaining power for workers and
resulting inflation, economists say that the actual unemployment rates are higher than reported in surveys
because many people who could work have stopped looking because they don’t think the pay is worth the
effort.1®

While purely speculative, it’s possible that lack of information about available tax credits is part of the equation:
that is, more people might be willing to return to work if they had a more accurate picture about how tax credits
boosted their wages. It’s also possible that tax credits’ depressing effect on wages could be keeping some
people ineligible for them, such as workers under age 25, on the sidelines.

Regardless of these possible long-term impacts on labor supply, tax credits are a prominent feature of the tax
code for low- and middle-income people and it’s advantageous for those eligible to claim them. Growth in U.S.
aggregate income since 1970 largely reflects gains made by households in the top 20% of the income
distribution. Federal reserve analysts estimate that households with lower income have suffered significant
losses from foregone consumption, measured relative to a scenario that holds inequality constant. However,
these losses have been mitigated by the dramatic rise in government redistributive transfers (including tax
credits discussed here), which have doubled as a share of U.S. output over the same period.’

Some argue that the EITC has overtaken minimum wage laws as the primary strategy in the U.S. to raise wages
above poverty.'® Both strategies miss many workers. Today’s federal minimum wage is well below market
wages. If raised too high, it can result in significant job loss and labor supply constraints.*® 2° 2 While not
perfectly designed and uneven in its reach, the EITC tends to expand the workforce rather than contract it.
Political support for the EITC and CTC has been bipartisan?® (though fiscal conservatives object to policies that
increase tax expenditures and to tax credit error rates). Discussions over raising the minimum wage, in contrast,
are much more contentious and politically partisan. House Speaker Paul Ryan is among Republicans who have

promoted expansion of the EITC.?® Support for expanding the CTC comes from both sides of the aisle, as
We”.24 25 26 27

Projected Shortage of LTC Workers



When the Baby Boom generation enters old age in just a few years, demand for LTC workers will rise rapidly.
In a new book, MIT’s Paul Osterman estimates that in 2030 there will be a national shortage of 151,000 paid
direct care workers and 3.8 million unpaid family caregivers.?® By 2040, that shortfall will be 355,000 paid
workers and 11 million unpaid family members and friends. The LTC industry has raised the profile of this
issue. LeadingAge, a major trade group, for example, projects that between 2010 and 2030, industry demand
for home health and personal care aides will rise by 88 percent, nursing assistants by 68 percent, food
preparation workers and servers by 67 percent, maintenance workers by 69 percent, and counselors and social
workers by 94 percent.?®

The incomes of most LTC workers and their families qualify them for the CTC and/or EITC. Helping
employees access these tax credits and supporting legislation that would expand them could be an important
part of the industry’s strategy to meet growing demand for workers.

Figure 5 — Average Benefits and Participation in EITC and CTC by Income Group
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Economic Benefits of Expanding Scope of Tax Credits, Take-up Rate

While a precise estimate is beyond the scope of this analysis, increasing utilization of tax credits could
substantially augment some LTC workers’ income while increasing labor supply. For example, let’s assume
that increasing the tax credit take-up rate by 10 percent results in raising EITC and CTC outlays by 10
percent—or about $9 billion. If about five percent of tax credit recipients are LTC workers, something on the
order of $450 million more would accrue to LTC workers. Assuming that one third of this income gain would
be offset by lower wages as more entered the workforce, providers would in effect capture about $150 million
of this amount annually. If providers either connected workers with free tax preparation assistance services or
organized free or discounted tax preparation assistance to boost take-up, employees could save on preparation
fees as well.*°

Using similar assumptions (and take up rates stayed the same as now), if Congress increased the total value of
these two tax credits by a third ($30 billion), LTC workers would benefit by about $1 billion annually and
provider labor costs would go down about $500 million. This can be a “win-win” for LTC employees and
providers because, if effect, taxpayers rather than families and government programs buying LTC services are
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footing the bill for increased income and labor supply. Note that these estimates offer only a rough order of
magnitude and do not include the value of the growing numbers of state tax credits,>* which can make the tax
preparation process more complex and difficult.
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