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This review focuses on the main role that federal tax and spending policies can play in economic
mobility. State policies likely have similar effects. As Carasso, Reynolds and Steuerle (2008) show,
numenpous federal spending programs can encourage economic mobility. This review touched on only a
selection of the main effects of such spending.

The literature leads to several important conclusions about federal tax and spending policies:

e Whilemargiml tax rates seem to have Ilittle infl
refundable tax credits forlovnc ome f ami |l i es have increased
may improve their relative economic position.

e The tax treatment of wealth accumulation througimé@wnership, retirement savings,
capital income and estate taxes primarily benefits higizerme families and does not
enhance intergenerational mobility.

e Since it is difficult to establish causality between health and economic mobility, the
mobilityeffect s of the feder al government 6s | arge

e Federal spending on education programs targeted towardsilseene individuals such
as Head Start and Pell Grants enhance economic mobility by increasirgithan
capital.

e The federal Social Security program has mixed effects on mobility: cash benefits tend to
enhance mobility through their progressivityt Social Securitymay also depress
savings and absolute mobility.

Literature Summary

Income taxes can affect mobiltyhr ough ef f ect s o work amdlinvesiirdumanl s deci
capital. Since higher taxes lower the marginal cost of taking time off from work, they potentially reduce
hours at work and can lower e@mnic mobility that occurs through increased work effort. On the other

hand, lower income taxes reduce the demand for leisure and raise hours at work and economic mobility.
Most studies agree that taxes haveandBakijado®).laf f ect
contrast, research on the refundable Earned Income Tax Credit {EBF@)udes that the credit leads to

greater employment among women but small and often insignificant effects on hours of work (Eissa and
Liebman, 1996; Meyer and Rersbaum, 2000 and 2001). To the extent that the EITC raises employment

and earnings for lowancome families, relative income mobility can increase. Recent studies also

document that older adults work more in response to the reduction in taxation oje&8ung and

Manchester 2007). However, since this effect occurs among higitgr older workers it is not likely to

enhance economic mobility. A few studies also find that lower marginal tax rates increase job turnover
(Gentry and Hubbard 2004) and potalty could enhance economic mobility through increased wages on

the new job.

Progressive taxation reduces the returrisuiman capital investment(Caucutt et al. 2006) and could
thereby reduce absolute mobility since investmantaiman capital lead to faster economic growth
(Romer 1986). Other Iliterature examines the ef
their children. Some argue that the nondeduct.i
discourageshis investment relative to others (Erosa and Koreshkova 2007), potentially reducing
intergenerational mobility.

fec
bil

The role of taxesni economic growth and therefore absolute mobility is unclear. Economists conclude
that simple relationships cannot esisliohow the tax system affects economic prosperity (Slemrod and

! The earned income tax credit provides a maximum of $4,000 to giagat working families with earned income
of $10,000 wih two children. The credit begins to phase out at about $15,000 higher, and is less for families with
one child. The tax code provides a very small credit for childless workers.



Bakija 2007). Many dimensions of the tax system, including rates on individuals, corporations, the
treatment of capital gains, and the definition of the tax base all matter.

Studies using tarecords to assesslative mobility find upward mobility over time (Carroll, Joulfaian

and Rider 2006 and Auten and Gee 2007) similar to that found in mobility studies basedicon pre

income. While the literature does not provide studies showing thetsetiethe tax structure on relative
economic mobility per se, the similar findings based on- st pretax income suggest that the tax

system does not play a significant role in determining relative mobility. Nor does the literature provide
any studiegxamining the effect on taxes on intergenerational mobility in the United States This gap may
be due to the lack of publicly available longitudinal past data.

Tax preferences that favesealth accumulation througiome ownership and savings for reement tend

to benefit the wealthiest households and if anything depress economic mobility. A recent study, for
example, suggests that the tax preference, rather than favoriigdome families to purchase homes,
encourages higheéncome families to baow more and buy larger homes than they otherwise would
(Gale, Gruber and Stephebgavidowitz 2007). Most lowand moderaténcome families do not itemize

their deductions to take advantage of this tax expenditure. Also, most federal spending on pang®n sa
accrues to highancome families (Burman et al. 2004). Some recent research, however, shows positive
effects of higher match rates for savings programs targeted towardisclonve families (Duflo et al.

2006). While research shows that the estatdés a small negative effect on wealth accumulation
(Kopczuk and Slemrod 2001), most wealth is transf
vast majority of wealth accumulation occurs through itens and bequest transfers. Wealth accounts
for one third of income persistence.

The federal government spends large sums on potentially mobilignhancing goods, especially

health and education The evidence of investments in health on mobility is mixed, especially because of
the difficulty in orting out the separate effects of other factors that affect health such as genetics, lifestyle
and neighborhood environments. Further, the literature on health indicates that public health insurance
programs do not appear to eliminate health disparifies.review on education and mobility highlights

how investments in lovincome families and children tend to enhance relative-iatet intragenerational
mobility.

Research on whether employmovided health insurance restricts job mobility (and theesdconomic
mobility) is mixed (Madrian 2006). Some studies, however, find that insurance coverage through a
spousebs plan reduces | abor supply of the seconda

A |l arge share of t he fireeduati@nldoegnotiaegeta pagicutarénsome nve st m
group. Instead it supports state and locdlZeducation and provides loans for higher education that can

benefit low and moderaténcome families. Smaller federal investments pay for Head Start and Earl

Head Start, which enhance mobility by targeting and enhancing cognitive achievement among low

income children. The federal government also invests in programs geared toward higher education and

job training, such as Pell grafft¥hese investments targetverincome individuals and enhance

intragenerational and intergenerational mobility to the extent that the gains from additional education
increase individual sdé | ifeti me e-dncomefanglissmayalsoyr e st me
enhamre mobility by increasing work effort among lemcome mothers (Schaefer et al. 2006).

% The federal government also supports higher education through tax expesthiat are not reviewed here, such
as theHope and Lifetime Learnintax credits, tuition and fees tax deductions and student loan interest deductions;
see Carasso, Reynolds and Steuerle (2008).



Finally, government spending on income support potentially can enhance the relative economic mobility
of those families receiving assistance. Social Security benesitsgte relative intragenerational mobility
since on balance the system is progressive, paying out more in benefitsnodove workers than to
higherincome workers (Cohen et al. 2002). Also, Social Security has substantially reduced poverty
among oldeAmericans (Engelhardt and Gruber 2004). Social Security may also reduce absolute
economic mobility to the extent that it reduces overall savings. Estimates suggest that this effect is
relatively small (Conesa and Krueger 1999; Auerbach and Kotlikoff 1987).

While federal spending on income supports can enhance mobility through its effect on relative income, it
obviously may al so affect f a-anhdndinggo6ds suthiagfoodandt o pu
better nutrition. Food stamps provide a #igant income supplement to families that receive these

benefits, enhancing their relative economic position. One study also finds that food stamps increase birth
weights among lovincome children (Almond, Hoynes and Schanzenbach 2007) and, as outlihed in

literature review on health, higher birth weights can improve-teng outcomes and mobility.

Conclusions

Research provides surprisingly little evidence on the direct effects of government tax and spending policy
on mobility. In part, the lack of @ence reflects the paucity of afterx income data, especially data that
reflect the effect of the tax system on incomes across generations. The expansion of the EITC provides
clear evidence of a positive effect on the decision to work among singlersidtieeeased work effort

should, in turn, lead to greater intragenerational mobility as these parents improve their relative economic
positions; it could possibly lead to greater intergenerational mobility since such refundable tax credits
were not availble to earlier generations. The government also spends enormous sums on health and
education, both potentially mobili#gnhancing goods. However, research evidence shows that the effect

of greater health spending on economic mobility is limited at bege klearly, education enhances

mobility, especially education investments at early ages. Government spending on basic income supports
increases relative mobility within a generation, and possibly has other positive effects through better birth
outcomes.Hwever, government spending may also reduce f
reducing growth and absolute mobility.



The Effect of Income Taxes on Mobility

The tax structure can affect economic mobility in several ways. Marginal tax rates canabduce

supply, and total taxes reduce disposable income and lead to increases in paid work (to maintain a desired
consumption level). Since work effort can affect relative trdarad intergenerational mobility, taxes can

play a role in mobility. Some schaotaargue that the tax system affects economic growth, which in turn
could affect absolute economic mobility. Of <cours
could affect relative mobility. The income tax in the United States is quite progresdiv the 40

percent of tax units with the lowest incomes having no net tax liability. (In fact, they receive net credits
from the federal government.) The highest quintile pays 87 percent of all federal income taxes.
Considering all federal tax@spayrdl, corporate and estaethe highest quintile pays 73 percent of the

total bill and the lowest 40 percent of tax units pay 2.5 percent (Rohaly 2007). In general, the lower tax
burden on lowemcome families increases their chances for economic mobility.

Taxes and Work

Both income and payroll taxes have two countervailing influences on the decision t(Sleonkod and
Bakija 2004). Since most taxes reduce the marginal reward for working, they will reduce labor supply.
Taxes also make families poorerthat they need to work harder to achieve a given level of
consumption. To the extent that taxes increase (or decrease) work effort they also can affect mobility if
one group works more (or less) as a result, thereby increasing (decreasing) their relaititye m

The responsiveness of labor supply to tax rates has been studied extensively. Nearly all research

concludes that male hours worked respond hardly at all to changestaafteages (Slemrod and Bakija

2004). However, others argue that thehkeigmarginal tax rates in Europe account for the much lower

labor supply behavior in Europe relative to the United States. Relative to the United States, where the

overall tax burden was a constant 40 percent between the early 1970s and1B8680sjd-rac e 6 s

average tax burden rose from 49 to 59 percent and
both saw a significant decline in labor supply relative to the United States during this period (Prescott

2004). Some studies show that the symblolder men to the labor force responds to changes in the

Social Security earnings test, which is a tax on earnings, though with some compensation later in life

(Song and Manchester 2007; Disney and Smith 2002; Friedberg 2000).

Research also shows thhe Earned Income Tax Credit (EITC), a negative marginal tax at low wages,
raises the labor supply of womérMainly, the evidence supports significant increases in labor force
participation, with much weaker evidence that hours worked increaseasdtafehe EITC (Hotz et al.,

2006; Eissa and Liebman 1996; Meyer and Rosenbaum, 2000 and 2001). This increase in employment
leads to greater earnings and greater relative income mobility in the short run. Since returns to experience
are at least as higbr low-skill workers as they are for mediuskill workers (Gladden and Taber 2000a,
2000b), greater attachment to the labor force could also increase intergenesatoahic mobility in

the long run.

Progressive tax rates also can reduce the nefibehehanging jobs, possibly discouraging individuals

from moving up the income ladder. The importance of job mobility for income mobility early in young
mendés careers is detailed in Topel and Ward (1992
decrease in the marginal tax rate increases the job turnover propensity by 8 percent, and a one standard

% In fact, the original intent of the EITC was to offse¢ icost of payroll taxes for low earners and to improve
economic mobility.



deviation reduction in the progressivity of the tax system leads to slightly higher increases in the turnover
rates’

Gentry and Hubbard (2004) alaggue that reducing the progressivity of the tax system will increase
relative and absolute intragenerational mobility. Using data from the Panel Study of Income Dynamics
and interstate variation in the tax rate, they find that astavedard deviation deiction in tax

progressivity increases the probability of a job change by 8.6 pérdémdse job changes come with a
wage increase, which results in relative and absolute upward mobility.

Taxes and Human Capital Investment

Blumkin and Sadka (2005) shdiat investments ihuman capital increase intergenerational mobility

and Caucutt et al. (2006) show that progressive income taxation reduces the returns to human capital
investment. Further, since investments in human capital lead to faster econamtictgem do other

types of investments, such as physical capital, the effects of progressive taxation can be compounded
(Romer, 1986; Lucas, 2002). Thus, progressive income taxation may lead to lower economic growth than
would similar taxation of physicalpital. Erosa and Koreshkova (2007) find that progressive income

taxes can affect parentsdé economic mobility throu
ti me out of work to invest i n t helower, redadingtdeire n s hu
relative economic mobility. Second, themdre duct i bi Il ity of investments in

discourages human capital accumulation, especially for higher income households who face higher
marginal tax rates, potentially redng intergenerational mobility.

Taxes and Economic Growth

The role of the tax system on economic growth and therefore absolute economic mobility is complex.
Slemrod and Bakija (2004) conclude thatmdifects si mpl
economic prosperity or growtho (p. 117). They sho
well with the level of tax burden in the United States. Many dimensions of the tax system matter: rates on
individuals, the corporation income teate, the tax rate on capital gains, the definition of the tax base,

and so on.Factors unrelated to taxation such as technological advances probably have a much more

profound influence on the economy. Identifying precisely what role a slightly incgeagérall tax

burden and changing features of the tax system have played in economic growth is impossible.

Taxes and Relative Mobility

Since tax rates affect net incomes, they affect intragenerational mobility to the extent that families along
theincome distribution pay larger (or smaller) shares of their income in taxes. While several studies
estimate intragenerational mobility using individual tax records, they do not directly tell us how the tax
system per se affects mobility. For example, Aued Gee (2007) find that 45 percent of those in the
bottom income quintile in 1987 moved to higher quintiles between 1987 and 1996. Carroll, Joulfaian and
Rider (2006) report an upward mobility rate of 54 percent between 1970 and 1995. Differences in tax
structures over time also could affect intergenerational mobility to the extent that the tax system applying
to one generation was more (or less) progressive than the system affecting the subsequent (or preceding
generation). We could find no studies ie fiterature that directly examine the effect of the tax structure

on intergenerational mobility.

“ Gentry and Hubbard (2005) focus the same analysis on entrepreneurship, showing how higher taxes and greater
progressivity reduce entrepreneurship. See the sectigalbamploynent[see Mckernan and Salzman review]

for further discussion of entrepreneurship.

® Gentry and Hubbard (2004) perform numerous specification tests to confirm the robustness of these results. In
particular, they do not rely solely on interstate variatiotairates to identify the effects of tax progressivity.



Tax Treatment of Savings and Wealth

Tax policy affects the decision to save and allocate savings among different types of goods. Tax

preferences especialfavor home ownership and retirement savings. Low taxes on capital income

increase the aftaax rate of return on investment, which should lead to greater investment and greater
economic growth. The est atwealthbcaunlatioh.fAspectssfthdtax f er ent
code that affect wealth accumulation can be especially important for intergenerational mobility.

Tax Expenditures

Tax expenditures for housing and retirement, in general, do not increase economic mobility since only
higher ircome taxpayers who itemize their taxes benefit. Total tax preferences favoring home ownership
likely will reach $190 billion in 2007. The deductibility of mortgage interest on owoeupied homes

($80 billion), capital gains exclusions on home sales (#8@n), and the deductibility of state and local
property taxes on own@ccupied homes ($16 billion) are among some of the largest expenditures in
2007 (USOMB 2007). Evidence suggests that the mortgage interest deduction does little to encourage
homeowrship since most tax return filers with low or moderate incomes do not itemize their deductions
or take advantage of this tax expenditure (Gale, Gruber and Stepaeidewitz 2007). The data suggest
that the mortgage interest deduction does not enha@oc@mmic mobility. Instead, it encourages those
people who buy homes to borrow more and buy larger homes than they otherwise would.

Anderson and Roy (2001) analyze the effects of an elimination of housing tax preferences and conclude
that such a policy wdd increase the progressivity of the tax system, particularly if the government did

not constrain itself to make the elimination revenue neutral by lowering tax rates simultafieously.

Glaeser and Shapiro (2003) show that positive externalities arisénm@ownershiprather than from

the level of housing consumption, but the externalities cannot be large enough to justify the magnitude of
the tax preferences for homeownership.

The federal government spends over $100 billion for tax expenditures darpsagings in 2007 mostly
benefiting higheincome families (USOMB 2007). Burman et al. (2004) find that more than half of the
tax benefits of Defined Contribution (DC) pension savings accrue to the top income decile, and 85
percent of the benefits of IRfax deductibility accrue to the top 40 percent of households (despite the
income limits on IRA accounts). Joulfaian and Richardson (2001) find the same pattern of DC plan
participation by earnings (not household income as in Burman et al. 2004) for CGpthfor non
employee contributory plans, but their results show no real relationship between participation rates in
IRAs and earnings.

Recent policies designed to increase retirement savings amongriduwniddleincome households may

enhance relativmtraaand i nt ergenerational mobility. Research
contributions respond positively to higher savings match rates. For example, when comparing the

responses of an experimental and a control group, Duflo et al. (2006)positive responses to an
increase in the match rate in the nonrfrnednendabl e S
households. Nonetheless, Burman et al. (2004) report that only about 5 percent of tax filing units take
advantage of the progra with roughly a third of the benefits accruing to each of the middle three

quintiles.

Taxes on Capital Income
Both wealth accumulation during a lifetime and economic growth are also influenced by the tax rate on
capital incomeLow taxes on capital tome increase the afteax rate of return on investment, which

® Of course given the literatureliscussed earlier that links tax progressivity to reduced income mobility, the net
effect may be to restrict mobility.



should lead to greater investment, greater economic growth and higher absolute mobility. The current
treatment of capital gains (tax rates lower than those on earned income and thewgidggzesiof gains

at death so that heirs do not pay tax on the gain
of billions of dollars in tax expenditures each year.

Much of the empirical literature from 1980 and earlier finds large behavespbnses to declines in

capital gains taxes (e.g. Feldstein et al., 1980). However, Poterba (1987) and Burman et al. (1997) find
that highincome households do not shelter their capital gains from taxes very effectively. In particular,
they do not use qital losses to offset taxable capital gains and minimize taxes. Instead, the effective tax
rate on capital gains is similar to the statutory rate for mostihigime households. These results

suggest that behavioral responses to reductions in the ¢gasrratpital gains would be muted.

The evidence on the effects of capital income taxes on savings is mixed. There is little to no debate that
capital taxes reduce the aftex rate of return, but the link to private saving is more tenuous, as is the link
to wealth transfers and economic mobility. Boskin (1978) found a strong negative relationship between
capital income taxation and savings, but subsequent analysis by Bosworth (1984) among others
considerably weakened that link. For a review of thesetsffeee Toder and Rueben (2007).

Estate Taxes

As thewealth literature review details, the vast majority of wealth accumulation occurs through inter

vivos and bequest transfers. Thus, the tax treatment of these transfers can have enormous effects on
intergenerational mobility since as much as one third of income persistence can be accounted for by
wealth. However, the effects of the estate tax on wealth accumulation and on transfers of wealth are
theoretically ambiguous. The estate tax reduces thetimedn save for those whose saving is at least

partly motivated by the desire to leave a bequest. For example, Kopczuk and Slemrod (2001) find that
aggregate reported estates in the United States were somewhat smaller than would be predicted based on
othe variables during periods of relatively high marginal estate tax rates. A recent review of the literature
by Joulfaian (2006) concludes that estate taxes depress the value of estates by as much as 10 percent.

However, if the reason for bequests is thaglthy people are dying unexpectedly at younger ages rather
than a desire to provide for heirs after death, then lowering taxes on estates will have no effect on
bequests (CBO 2006). Joulfaian and McGarry (2004) study of both the gift and estate tixtfin

while the wealthy do change the timing of gifts in response to tax changes, very little of that wealth is
transferred during the lifetime of the wealthy individual. Kopczuk (2006) also finds that the desire to hold
ont o oneds we ancentives dsa motivatot fa sandfees xRegardless of the motive for the
bequest, research shows that large bequests can reduce the labor supply and incomes of transfer
recipients, thereby reducing intergenerational mobility (HBHEin, Joulfaian and Rea 1993)



Government Investment in Mobility Enhancing Goods

The federal government invests in education and health care through both direct expenditures and tax
subsidies. Steuerle et al. (forthcoming 2008) details this and other moblditgd spendupin the 2006

federal budget. Other sections of this literature review summarize the effeciscationand health on
mobility. This section delves deeper into the mechanism through which government invests in education
and health to explore the progsévity underlying government spending and subsidies.

Investments in Health Care.

It is difficult to establish causality between health and economic mobility. Investments in health face
difficulty in overcoming the strong link between socioeconomitustand health. There is ample

evidence that health and wealth are related. Hertz (2006) suggests that health accounts for 8 percent of the
intergenerational correlation of income. However, health itself is affected by a multitude of factors,
including spading on health care services, genetics, lifestyle, and neighborhood environments. As
Kronstadt ds r evi eviedical Card ahdeHedlthInslasce poats out ieinalso

difficult to establish the link between government investments inthpedgrams such as Medicaid

because such programs do not appear to eliminate health disparities. Studies find it very difficult to sort
out selection issues in their attempts to isolate the effects of particular government programs on health
care.

The iterature suggests that health could contribute to intragenerational mobility through its effects on
work. Some recent research focuses on how the U.S. emjblaged health insurance system affects

work. Since the federal government provides large sudsstdipromote employer health insurance, it is
necessary to consider those linkages to economic mobility. The exclusion of employer contributions from
taxes amounts to one of the largest tax expenditures, at over $132 billion in fiscal year 2006 (t&S. Offi

of Management and Budget 2006). The benefit of this tax expenditure largely accrues to higher income
families who more likely have employarsurance on their job and a higher marginal tax rates (Burman
and Gruber 2005).

Some studies have examined dfiect of employeprovided health insurance on job mobility.

Employees with coverage may need to remain in their current job unless a new job provides insurance

and covers preexisting health conditions. A reduction in job mobility could reduce mobilityitiyg an

empl oyeebs ability to move to a job with higher p
between those studies that find a decrease in job mobility due to a potential loss of health insurance from

a job change, those that find statistical relationship between health insurance and job choice, and those
whose results vary idiosyncratically with the analysis. S@aldeano (2006) finds that the Health

Insurance Portability and Accountability Act (HIPAA) that limits qgpésing condition clauses to 12

months to help overcome the problem of job lock due to health insurance has no significant effect on

reducing job lock.

Researchers also point out that job mobility may be enhanced by health insurance coverage under a

s p o uaa adrian 1994) or under COBRA which makes insurance portable from one employer to
another employer for a |imited time. Gruber and M
insurance and COBRA do enhance job mobility. To the extent thatlihmeobility is toward higher

earnings, this will enhance economic mobility.

Access to health insurance may also alter the labor supply decisions of workers. Buchmueller and
Vall etta (1999) and ot hers r eponrcte sctorveerrga gree goant iwi ev
of work. This suggests that in families without h
wives are both more likely to work and are likely to work more than they would otherwise (see also



Olson, 1998; Schone and Viss) 2000; and Wellington and CeBlark, 2000Y. Bradley et al. (2005)
reports dramatically larger reductions in labor force participation of breast cancer surviving wives insured
through their husbands compared with those insured through theropioynent.

In sum, the evidence on whether emplepmvided health insurance limits job mobility is mixed, but
there seems to be mor e evi densucaace hehlth toveemgeanayslisit t o

womenbés | abor force parttiucinpatiiiom.t Bhime dauidi esb

is far clearer that the government investment in emplpy@vided health insurance primarily enables
higher income households to purchase more health care. The evidence suggests thedak ¢fdataith
insurance does not enhance economic mobility.

Education

Graweds review concl uddusatiantargeted gnioWwnicame familiessthavet me nt s

positive effects on relative inteand intragenerational mobility. Specificallpcreases in parent

education lead to better educational outcomes for children, public expenditures on higher education limit
the effect of family finances on college attendance, and early education initiatives raisedow

childhood achievements.

However, Carasso, Reynolds and Steuerle (2008) show that the total federal investment in education is
small relative to many of the other tax expenditures reviewed here. The federal government spent almost
$40 billion on primary and secondary education a2l lillion on higher education in 2006. (Most

spending for primary and secondary education occurs at the state and local levels.) Since most of this
spending is not targeted exclusively on im@ome families, it is not likely to have a large effect on

ecanomic mobility. Federal funding for Head Start, amounting to $6.8 billion in 2006 (Carasso, Steuerle
and Reynolds 2007) likely does have a positive effaaconomic mobility. As the review of the

education literaturgoints out, since gains from theseastnents especially benetit-risk children, they

likely foster relative mobility within and across generations.

Theeffectiveness of job trainingprograms appears to be weaker than for traditional education programs
suggesting that government investmis in Pell grants that help lemcome individuals to complete

college have stronger, positive effects on economic mobility than federally funded training programs such
as the Workforce Investment Act (WIA).

Child Care

Aside from education, the fedegbvernment invests in child care directly and indirectly to promote

work among families with dependent children. Since increased work likely leads to higher earnings, it is
likely to affect economic mobility. Direct government spending on child care sdigyeincome families

while indirect spending through the child care tax credit tends to favor higlmne families.

The federal government spent about $12 billion on child care targeted towastedmae families in

2005, including the Child Care amvelopment Block Grant and child care subsidies through the
Temporary Assistance for Needy Families (TANF) program. The Child and Dependent Care Tax Credit
(CDCTC) benefits more moderate income families. Tax expenditures on child care were just over $3
billion in 2006. While the CDCTC falls as adjusted gross income increases (with a maximum credit of 35
percent on incomes below $15,000), most of the benefits go to moderate andrdgher families.
DickertConlin et al. (2005) show that almost 70 perce#rdll child care tax credit dollars go to

households with income above $40,000. Many-ioeome families do not benefit because they have no

tax liability.

"Wellington and CobiClark (2000) also findma | | er but significant effects of
husbands.

A



Much larger, but not strictly tied to child care, are the child tax credits (CTCs) which abpdli42in tax
expenditures and another $16 billion in direct outlays in 2006 (U.S. Office of Management and Budget
2006). In 2007, tax filers may claim a refundable credit equal to 15 percent of the excess of earnings over
$11,750, up to the $1,000 maxim per child. Though the CTC was designed to complement the EITC,
which reaches its maximum at the earnings level at which the CTC takes effect, many of the neediest
families do not benefit because their incomes are too low to qualify for the credit (BantidVheaton,

2007).

While child care spending and subsidies increase the income of parents who get them and thus potentially
increase relative mobility, whether they increase
review this literatue and report estimates of responsiveness of work to child care subsidies that vary

widely. Estimates range from very low (roughly a 4 percent increase in employment for a subsidy equal to

50 percent of the cost of care) to substantial (an 11 percentdadreamployment in lovncome, non

welfare households for a $1000 annual increase in the subsidy). Anderson and Levine (2000) report

average labor supply elasticities with respect to the market price of child care beduwdeand 0.35,

with much largeeffects for lowskilled women. However, since positive effects do seem to accrue to
low-income families it is likely that investments in child care targeted to these families do enhance

relative economic mobility.



Government Spending on Income Support s and Mobility

The government also spends large sums directly on programs that contribute to basic living standards,
especially for lowincome people. To some extent, these programs increase the relative economic position
of beneficiaries and intragendmatal mobility. They may also have positive effects on intergenerational
mobility to the extent that government income supports increase incomes for one generation relative to
another.

This review focuses on Social Security, the major social insurangegpn in the United States, and Food
Stamps, currently the largest, medested income support progrdnEarlier literature focused on how

the Aid to Families with Dependent Children (AFDC) program showed that it perpetuated the low
economic position oc§ome participant families and therefore depressed economic mdbibiyever, the
Temporary Assistance for Needy Families (TANF) program that replaced AFDC in 1996 has a very
different structure than AFDC. Only 40 percent of TANF spending actually coashsassistance to lew

income families, and families no longer have an entitlement to benefits. Most TANF spending covers

other supports such as child care and temporary assistance to help families avoid enrolling in the program.
It is unlikely that TANF las much effect on economic mobility.

Social Security

In 2006, Social Security benefits totaled $546 billion and over 49 million people received benefits (Social
Security Administration 2007). Beneferdta. (1899 ar |l y r
report that 75 percent of adults age 62 and older are lifted out of poverty by the program. Engelhardt and
Gruber (2004) suggest that Social Security explains the dramatic decline in poverty among older adults

from roughly one in three ih960 to one in 10 in 1995. However, this overall rate masks considerable
heterogeneity in the population. While poverty rates have been declining for all groups of elderly

Americans, the poverty rate of those aged 80 and above is nearly twice thatdaaghe$5 to 69.

Similarly, poverty rates for nevenarried, widowed or divorced seniors are roughly four times the rate

for married seniors (Engelhardt and Gruber 2004).

Social Security disability insurance (SSDI) benefits also replace lost incordalte ander age 62 who

can no longer work. Cohen et al. (2002) show that disability rates are higher among low earners, and
combined with the progressive benefit structure of Social Security (i.e. Social Security replaces a higher
fraction of low earning¢han it does of high earnings), disability benefits enhance relative

intragenerational mobility. However, Kronstadt points out in her review of the literatalisadlity that

some research suggests that government disability benefit programs adt dsimoentives. To the

extent that they depress work and lifetime earnings, they may depress economic mobility both within and
across generations.

Survivor benefits for workers who die prior to retirement age also promote intragenerational income

mobility. Just as low earners are more likely to become disabled, so are they more likely to die before
retirement. Survivor benefits increase the progressivity of Social Security by raising the incomes of low
earner families by a higher percentage of lifettngered earnings than for high earner families (Smith et

al., 2003; Cohen et al., 2002). Liu and Rettenmeier (2003) find similar results. The growing consensus in

the literature, then, is that survivor and disability benefits are progressive (thoughuliée differences,

l' i ke differenti al mortality by income do partialdl
greater relative income mobility.

8 The Earned Income Tax Credit (EITC) costs the federal government roughly the same as food stamps. The effects
of the EITC are covered earlier in the review of how the taxcgire affects economic mobility.
° See, for example, Antel (1992) and Gottschalk (1996).



Social Security may also affect total savings. If anticipated benefits reduce other savingg #iféects
outlined above will be muted to some degree. A number of authors, especially in the context of a life
cycle model of consumption and saving, find significant reductions in the overall capital stock by
unfunded social security programs. Manylage depend on the replacement rate of the social security
system, but estimates of the reduction in the capital stock range from 10 to 25 percent (Auerbach and
Kotlikoff, 1987; Imrohoroglu et al., 1999; and Conesa and Krueger, 1999).

Food Stamps

Duringfiscal year 2007, 26 million people received food stamps in an average month for a total annual
cost of over $30 billion. Food stamps, extended nationwide for the first time in 1974, can raise the annual
income of a household of three by over $5,000 iB726-0od stamps also reduce poverty. When food

stamps are included with cash income, Jolliffe et al. (2005) estimate that food stamps have relatively little
effect on the poverty rate for children because relatively few families receive enough in fopd stam
benefits to lift them above the poverty threshold but they reduce the poverty gap for children by 20
percent. Wheaton (2007) estimates that food stamps lifted over three million people from poverty overall
in2004°Gi ven the pr ogr aindres aedplrehasingpowen redeiat mfi béngfits

should increase the intragenerational mobility of beneficiary families. Families that receive food stamps
may al so i mprove their income position relative
enacted. We can find no studies that examine the effect of an income measure that includes food stamps
on the IGE.

One recent study evaluates the health impact of the roll out of the food stamp program (FSP) during the
1960s and 1970s using the variatiothe month the FSP began operating in each U.S. county (Almond,
Hoynes and Schanzenbach 2007). These authors find that food stamps improved birth outcomes
(increased birth weights) for both whites and African Americans with larger impacts for bigfricem
American mothers. As describedRnenatal Conditions and Health atBirth higher birth weights

increase intraand intergenerational mobility through their positive influence on educational attainment,
health, and income in later life.

2\Wheaton (2007) uses the March 2005 Current Population Survey (CPS) and simulation procedures to correct for
underreporting of food stamps on the CPS to estimateftbet of food stamps on poverty.

t
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