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ABSTRACT 
 

The Earned Income Tax Credit (ETIC) is a refundable tax credit given to low-

income workers in amounts that vary by marital status, number of children, and income 

level.  It is considered one of the most successful anti-poverty tools in the United States.  

A large portion of those receiving the EITC are single mothers, many recently entering 

the labor force after moving off welfare.  Using a sample of women ages 37-45 in 2002 

from the National Longitudinal Survey of Youth 1979 (NLSY79), this study shows that 

in addition to helping move families out of poverty, the EITC also has a positive impact 

on asset-building for low-income mothers.  For example, single mothers making less than 

$35,000 per year who took the EITC in 2001 had a 7 to 11 percentage point increase in 

the probability of initiating savings or owning a car or owning a home in 2004 over their 

peers who did not make an EITC claim in 2001.  These results imply that even when 

wealth-building is defined in this narrow sense, low-income workers are able to use some 

of their EITC to promote economic stability.  A broader definition of wealth-building 

behavior that included paying off credit card debt, buying durable goods like washing 

machines, and pre-paying rent would most likely demonstrate a greater propensity to set 
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aside current benefits for future gain.  Because lack of wealth is at least equally 

responsible for keeping poor families poor, this study shows that government programs 

that link the EITC to asset-building opportunities, such as Individual Development 

Accounts (IDA), have considerable promise. 
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I. Introduction 

The Earned Income Tax Credit (EITC) was first established in 1975 as a modest 

offset for the new social security payroll taxes.  Since then it has become the largest anti-

poverty program in the United States extending to low-wage workers, with or without 

children, regardless of marital status and is responsible for lifting millions of families out 

of poverty each year.  Numerous researchers have found that the EITC has had a 

substantial impact on moving people into the labor force by working as a wage subsidy, 

particularly for unemployed single mothers serving as a reward for work and closely 

aligning with the rationale behind Welfare reform.  It, thus, receives broad bi-partisan 

support.  However, an increase in income is often not enough for a low-income family to 

make lasting improvement to their station in life.  Some recent studies examine whether 

the EITC may also be a mechanism for building wealth or assets.  One such study found 

that about 30 percent of EITC recipients planned to use at least part of their credit for 

asset-building activities such as car purchase, car repair or adding it to savings 

(Smeeding, Phillips, & O’Connor, 2000).  Low and moderate-income families have a 

higher chance of improving their lives if they are able to accumulate assets, and 

ultimately wealth, through home ownership and investments.   

Much of the U.S. general welfare policy in recent years has aimed to increase 

wealth and assets, yet it has not reached the poor.  Significant tax breaks and shelters for 

things like home mortgage interest payments, IRAs, 401(k)s, education and savings 

accounts cost the U.S. billions of dollars, but remain generally inaccessible to the poor 
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(Sherraden, 2001).  Sherraden argues that assets, as opposed to income, are what truly 

enable a family to lift itself out of poverty and provide opportunities for the future (2001).  

Because the EITC is received by 99 percent of all recipients as a lump-sum payment after 

filing their taxes (Smeeding, 2002), it may present an opportunity to create asset-building 

opportunities for the sector of the population that has so far missed out on institutional 

support for savings. 

While most agree that assets are equally, if not more, important for social 

mobility, there are concerns about whether poor people are really able to save for the 

long-term.  Income constraints, means-tested program requirements, and lack of access to 

the financial mainstream are all potential barriers to a successful asset-building program 

for low-income families (Beverly & Dailey, 2003; Romich & Weisner, 2000; Sherraden, 

2001; Smeeding, 2002).  However, research evidence shows that low-income earners are 

willing to postpone current consumption for future gain and that structural constraints are 

more indicative of savings than income (Beverly & Dailey, 2003; Boshara, 2005; 

Grinstein-Weiss, Ssewamala & Wagner, 2006; Romich & Weisner, 2000; Smeeding, 

2002; Smeeding et al., 2000; Zahn, 2003).  Additionally, most taxpayers receive the 

EITC in a lump-sum payment.  This provides the necessary self-constraint for savings 

that assists in using the EITC as an asset rather than merely an income supplement 

(Beverly & Dailey, 2003; Romich & Weisner, 2000; Sherraden, 2001).  The unique 

three-phase system of the EITC varies the amount of the credit by how much earnings a 

household makes.  The EITC, thus, works as a wage supplement during the phase-in 

period (in which the credit increases as income increases) and becomes a negative 
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income tax for the plateau period (the point at which recipients get the maximum credit) 

and the phase-out period (in which the credit decreases as income increases).  Research 

has found the EITC to be very successful as a wage subsidy encouraging entrance into 

the labor force at the phase-in level and to have a negligible effect on creating a 

disincentive for work during the plateau and phase-out periods.  It will be equally 

relevant to see how effects of the EITC may differ along this continuum for asset-

building.  

The aim of the present study is to further understand the value of the EITC as an 

asset-building tool.  Prior investigations of the behavioral effect of the EITC on 

consumption and savings have relied on smaller, geographically limited samples or 

ethnographic studies (Smeeding et al., 2000; Romich & Weisner, 2000).  This study, 

however, will attempt to expand this research in two ways: (1) It will use a national-level 

study, the National Longitudinal Survey of Youth, 1979 cohort (NLSY79), to look at 

evidence of asset-building behavior over the two years following claiming the EITC; and 

(2) it will limit the analysis to low-income, single mothers, who make up the majority of 

EITC recipients and are often in the phase-in range (meaning they receive the largest 

refunds because they are the lowest-income workers for family size) (Caputo, 2006; 

Zahn, 2003).  This study will look at whether low-income, single mothers taking the 

EITC in 2001 has an effect on asset-building behavior in 2004 and whether the effect 

varies by the phase of the EITC within which a respondent falls.  Asset-building in 2004 

will be measured by whether the single mother owns a home, owns a car or has any 

savings accounts in 2004 via a binary dependent variable and the model will control for 
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individual-level characteristics such as age, race, and education as well as household-

level characteristics such as income, prior assets, public assistance, and number of 

children in the household. 

The findings of this study will be useful for informing public policy because 

positive results would suggest that even the lowest-income families, who face the highest 

barriers to asset-building, are able to use at least some of their EITC for future gain.  

Furthermore, because individuals must file their income taxes to receive the EITC, many 

low-income workers rely on community tax preparation for assistance.  This means that 

access and opportunity to provide low-income workers a chance to turn their tax credit 

into longer term investments are already in place.  Positive results from studies like this 

one would offer strong support for creating new programs to promote asset-building such 

as government matched Individual Development Accounts (IDA) linked to the EITC.  If 

wealth, rather than income, is what matters for financial security, then making the EITC 

work as an asset-builder in addition to a wage subsidy could be an even more powerful 

anti-poverty tool. 
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II. Background and Structure of the EITC 

A substantial amount of literature has attempted to address the effects of the EITC 

over its thirty-plus year history.  This section begins with a broad look at how the EITC 

functions and then gives some overview of the literature on the EITC, paying close 

attention to the research related to savings behavior. 

The Earned Income Tax Credit (EITC) was first passed in 1975 to offset the new 

payroll taxes and provide some assistance to low-income working families.  The 

maximum credit was a mere $400 and only families with children could claim it.  Today, 

the EITC is available to any working family with or without children that meets income 

and other requirements.  It is the largest anti-poverty program in the U.S.  The EITC 

received little attention until it was substantially expanded via the tax bills in 1989, 1991, 

and 1993.  These expansions increased benefits for families with two children, childless 

single workers, linked the credit to inflation, and greatly increased the overall maximum 

benefits (Berube, 2001; Greenstein, 2005; Scholz, 1994).  Its final expansion, in 2001, 

increased benefits for married couples and military personnel.  Other recent changes to 

the tax code have focused on simplification and reduction in filing errors.   The EITC has 

received wide political support from both Republicans and Democrats, likely because of 

its success at both encouraging work and lifting the working-poor out of poverty. 

The EITC is a refundable tax credit targeted at low- and moderate-income 

households.  This means that the credit first reduces any tax burden the filer might have, 

and then any credit over and above the tax burden is paid directly to the taxpayer.  The 
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refundability of the EITC is what makes it such an important tool for helping low-income 

workers who generally have little to no tax liability.  The credit is available in advance 

payment as a part of an individual’s paycheck, but the vast majority of recipients choose 

to claim it in lump-sum form with the rest of their tax refund in the spring of the 

following year (Holt, 2006; Smeeding et al., 2000; Smeeding, 2002).   

The EITC also has a unique three-phase system.  During the phase-in period, 

workers receive a wage subsidy of 40 percent.  Once that person reaches the maximum 

earning amount for the phase-in period, they enter the plateau-period where they receive 

the maximum credit until their income reaches the next limit.  In the final, phase-out 

period, as income increases the credit decreases at a rate of approximately 20.6 percent.  

Figures 1 and 2 below show the structure of the EITC during the 2001 tax year, prior to 

the credit increases for married persons (Johnson, 2001).  Because this paper looks at tax 

year 2001, this is the relevant structure for this analysis; however, the credits today are 

more generous.  (See figures 5 and 6 for information on the EITC in tax year 2006).  

The relevant amounts for 2001 are as follows.  In 2001, a family with two or more 

children during the phase-in (upward sloping) period, earned 40 cents for each additional 

dollar of income up to a maximum benefit of $4,008. The phase-in period capped out at 

income of $10,020.  Until household income reached $13,090 the family was in the 

plateau-period receiving the maximum benefit.  Once their income reached $13,090, they 

entered the phase-out period where the credit decreased by 21.06 cents for each 

additional dollar of income until the credit became zero at the maximum income allowed, 

$32,121.  The credit was somewhat lower for a family of one child.  While the credit 
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percentages were the same (40 and 20.6 percent respectively), the maximum credit 

allowed was only $2,428.  The income limits were also smaller.  The phase-in range went 

up to $7,140, the phase-out range began at $13,090, and the credit went to zero when 

income reached $28,281.  The credit for childless workers was substantially smaller with 

a maximum credit of only $364 and a maximum income allowance of only $10,708.  

Further, the credit rate during phase-in and phase-out was 7.65 percent instead of the 40 

and 20.6 percent for families with children (Johnson, 2001). 

In addition to the federal EITC, at least eighteen states have adopted their own 

EITC (Okwuje & Johnson, 2006).  The EITC has grown substantially since its inception, 

but the more important investigation is what the effects of the EITC are.  The EITC 

differs from traditional transfer programs in that it is available to a much wider variety of 

individuals.  It can be claimed by people earning up to approximately $32,000/year, 

which delves into the lower middle-class.  Further, because of the EITC’s structure, 

depending on where an individual falls on the “mountain” (i.e., which phase of the credit) 

varies the credit and, thus, also would vary the influence and effects of the EITC on that 

individual.  Initially, most studies on the EITC were concerned with labor force 

participation and what incentives the EITC was creating.  Other studies have addressed 

the efficacy of the EITC as an anti-poverty tool.  More recent literature has also looked at 

how recipients use the credit to determine its effects on consumption and savings 

behavior.  These latter studies are of most interest to this paper. 
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A. Labor Force Participation & Anti-Poverty  

Many studies have been done on the effects of the EITC on labor force 

participation, as well as the effectiveness of the EITC at reducing poverty.  Overall, the 

results from these studies are quite positive.  The EITC is generally considered a good 

mechanism for encouraging people into the labor force.  A study by Meyer and 

Rosenbaum (2001), found that the EITC and other tax changes accounted for 60 percent 

of the increase in labor force participation by single mothers from 1984 to 1996.  This 

period saw a substantial increase in employment among single mothers who had not 

traditionally been part of the labor force, while there was not a similar increase in the 

participation of single, childless women.  Therefore, the expected effect of the EITC to 

work as a wage subsidy, at least during the phase-in period seems to hold.  Most of these 

women were very low-income workers falling into the phase-in period of the EITC (Holt, 

2006; Meyer & Rosenbaum, 2001).  Because recent welfare reforms have pushed more 

young mothers into the workforce, it is important that the EITC additionally encourages 

and compensates work.   

Moreover, the corollary economic prediction that the EITC will dissuade work 

among those that fall into the plateau and phase-out periods, where the credit essentially 

works like a negative income tax, does not hold.  Eissa and Hoynes (2005) surveyed and 

reviewed the studies looking at behavioral responses to taxes based on the effects of the 

EITC.  They confirmed the significant effect in regard to labor force participation and 

found little to no effect on the number of hours a person chose to work.  While it is 

possible that the decision about how many hours to work is not solely in the hands of 
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each individual worker, it is important that no significant negative effect has been seen 

(Eissa & Hoynes, 2006; Eissa & Liebman, 1996).  Because the phase-in range of the 

EITC has a significant positive impact on workforce participation while the plateau and 

phase-out ranges do not act as disincentives to work, the EITC is an important counter-

part to welfare reform.   

In addition to enhancing labor force participation, the EITC has been found to be 

effective at reducing poverty in the U.S.  In 2003, it put $34.4 billion in the hands of 19.4 

million low- and moderate-income households, lifting 4.7 million families out of poverty 

(Holt, 2006; Nagle & Johnson, 2006).  Additionally, the cost of administration is 

generally considered low compared to other benefits programs – estimated to be less than 

1 percent of program costs (Holt, 2006).  Moreover, the EITC is well-structured to target 

the lowest-income workers.  For example, compare the EITC to the minimum wage.  

Because the minimum wage targets all low-paying jobs, it benefits anyone in those jobs 

regardless of income.  In contrast, the EITC by design targets the highest credits to those 

in the phase-in period, which caps out at approximately $10,000, and then starts to 

decline benefits at $13,000 (Turner & Barnow, 2003).  These amounts mirror the poverty 

thresholds set by the U. S. government, which in 2006 was $16,242 for a family of three 

with one adult (U.S. Census Bureau, 2007).  Finally, the EITC has been promoted as a 

tool for affordable housing.  Because the EITC supplements low-income household 

earnings, it effectively reduces the burden of high housing costs on low-income earners 

(Stegman, Davis & Quercia, 2003). 
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B. Consumption and Savings Behavior 

More recent studies have looked at the EITC and its effect on consumption and 

savings behavior.  More simply put, these studies attempt to look at how recipients are 

actually using their refunds.  Moreover, these studies are interested in determining 

whether the EITC could be a mechanism for asset-building.  Generally, studies that 

address savings mechanisms for the poor show that low-income families do want to save.  

Despite this desire, most studies also show that the money primarily goes to making ends 

meet by paying off outstanding debts, purchasing durables, or meeting other consumption 

needs (Beverly, Romich & Tescher, 2004; Boshara, 2005; Grinstein-Weiss et al., 2006; 

Rhine et al., 2005; Romich & Weisner, 2000; Sherraden, 2001; Smeeding et al., 2000; 

Smeeding, 2002).  The needs to meet these other demands not traditionally seen as asset-

building contribute to the growing “asset-gap” in the U.S.  

A study by Rhine and others found that 11 percent of survey respondents had 

intended to use their EITC for savings and that 15 percent of the people who intended to 

save and had no connections to the formal financial world chose to open a savings 

account on the spot (2005).  A study conducted by interviewing EITC eligible recipients 

at a community tax preparation site in Chicago found that approximately 33 percent of 

survey respondents listed some asset-building act as one of their three primary intended 

uses for the EITC (Smeeding et al., 2000).  Further, an ethnographic study by Romich 

and Weisner (2001) provides some rich insight into the public perceptions of the EITC.  

They found that a vast majority of people received the EITC as a lump-sum payment, 

rather than in the advanced payment form, due to a preference for forced savings rather 
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than unawareness or inability to get pre-payments (although these are also possible 

reasons).  They describe the tax season as a “happy” time for taxpayers as they anticipate 

their refunds and their ability to make large purchases or at least have a bit of a safety net 

for a short time at the beginning of the year (Romich & Weisner, 2000).  While most of 

the individuals in this study also spent the money on their children or other immediate 

consumption needs, some noted that they also intended to use the money to purchase a 

home or buy a car (Romich & Weisner, 2000).  

If low-income people are willing to save or take the EITC in a lump-sum payment 

specifically for the purpose of investing in homes or cars, then their behavior 

demonstrates important steps towards creating their own social safety net.  

Homeownership is correlated with a variety of social mobility benefits (Sherraden, 2001) 

and car ownership is essential for insuring access to good employment (Ong, 1995).   As 

Professor Sherraden points out, assets are what low-income workers truly need to 

improve their lives and the lives of their families.  He reviews the literature on the effect 

that asset accumulation has on well-being and finds that it makes a significant difference 

in marital stability, personal health, child health, economic stability, and social and civic 

participation (2001).  Despite the positive effects of asset-accumulation and the 

willingness of low-income workers to postpone current consumption, the wealth gap in 

the U.S. is growing and low-income people are astoundingly “asset-poor;” as most low-

income people have zero assets (Haveman & Wolff, 2005; Sherraden, 2001; Carney & 

Gale, 2000).   
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C. Challenges to Asset-Building 

It may be that it is simply impractical for the lowest-income earners to accumulate 

assets, but a better understanding of what these challenges to asset-building are could 

help determine whether asset-building is feasible given the proper program 

specifications.  Several studies concur on some of the important barriers to asset-building 

for low-income households.  First, despite a desire to save, lower-income families may 

not be able, especially those with children.  Because taxpayers receiving the largest EITC 

refunds are likely to be the poorest and/or have the largest families (see figures 1 and 2), 

they also probably have more financial demands (e.g., childcare, increase costs of 

housing, food, etc.).  Second, research shows that lower-income families are most likely 

to be “unbanked,” or have no access to the formal financial world.  Accumulating assets 

may be more difficult when families do not possess even simple checking or savings 

accounts. And third, how EITC-sourced dollars are viewed for certain means-tested 

benefits raises potential complications.  Benefits are not generally immediately affected 

by receiving the EITC, but some, such as Food Stamps, have asset maximums and 

maintaining savings from the EITC could put future eligibility in jeopardy (Beverly & 

Dailey, 2003; Carney & Gale, 2000; Grinstein-Weiss et al., 2006; Ong, 1995; Romich & 

Weisner, 1999; Smeeding et al., 2000; Zahn, 2003).  Any program linking the EITC to 

savings programs for the poor would need to take these barriers into account.  
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III. Present Study 

The question guiding this research -- is EITC an effective mechanism for poor 

women to build assets? -- is challenging to address empirically. First, there are many 

factors that potentially influence a family’s ability to create assets, some of which can be 

readily captured with survey measures and others which are much more difficult to 

quantify (e.g., financial savvy, familiarity with banking options). Second, the EITC has 

complex eligibility determination formulas based on the number of “qualifying” children 

and “earned” income that change for individual claimants over time.  Figure 1, depicts 

the conceptual model guiding this study, outlining the relationships assumed to exist 

among that explanatory variables and asset-building.    

As shown, there is an obvious interplay between a person’s individual 

characteristics and household-level characteristics.  Individual characteristics also play at 

least some role in whether a person is eligible for and claims the EITC.  Studies have 

shown that certain ethnic groups, particularly, Latinos are less likely to claim the EITC, 

probably due to lack of awareness (Caputo, 2006).  Additionally, a person’s marital status 

may determine which range of the EITC they fall within because the maximum/minimum 

income amounts differ for single and married couples (see Figures 5 and 6).  Individual 

characteristics such as education, race, and age are also obviously important in explaining 

asset-building in general.  For example, discrimination may prevent minorities from 

purchasing homes or at least homes in more affluent neighborhoods.    
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Household-level characteristics are also extremely important.  Factors such as size 

of the family, location, income, prior assets, and employment will determine whether a 

family is able to asset-build.  Furthermore, earnings, employment, and number of 

children all play a part in EITC eligibility, the amount received, and, consequently, the 

EITC phase within which a person falls.  Ultimately, the core question is: Does receipt of 

the EITC facilitate the accumulation of assets among poor single mothers?  I will address 

this question in two ways: (1) determine whether there is an overall EITC effect on 

wealth-building, favoring claimants over non-claimants, and (2) if detected, determine 

whether this EITC advantage differs according to the EITC phase within which the 

individual claimants fall.  

As a final note, due to data constraints, the variables used to measure future asset-

building are limited to car ownership, home ownership, and savings.  Ideally, asset-

building would be measured with a broader range of activities, especially when dealing 

with low-income workers.  For the poorest people, other activities such as purchasing 

durable goods like a washer/dryer or an advance payment on rent should be considered 

asset-building behavior that is policy relevant.  It shows a distinct willingness to use a 

lump-sum payment from the government to create stability in their family’s lives. If low-

income workers receiving the EITC are willing to do even this, then there would be 

support for policies that assist and encourage low-income workers in using their EITC for 

other asset-building activities.  However, because no national studies on the scale of the 

NLSY have been done looking specifically at what EITC recipients are using their 

refunds for, the future asset-building activities are limited to the currently available data. 
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IV. Data and Methods 

A. Data 

Data were obtained from the National Longitudinal Survey of Youth, the 1979 

cohort (NLSY79).  This is a nationally representative sample of 12,686 young men and 

women who were 14-22 years old when they were first surveyed in 1979.  These 

individuals were interviewed annually through 1994 and are currently interviewed on a 

biennial basis.  The most recent study was conducted in 2004.  However, my analysis will 

utilize data from the years 2000, 2002, and 2004 to make a comparison looking at the 

sub-sample of people identified as low-income single mothers and comparing wealth-

building behavior in 2004 for those who claimed the EITC in 2001 with those who did 

not. 

Although a primary focus of the NLSY79 survey is labor force behavior, the 

content of the survey is considerably broader. The survey contains an expansive set of 

questions ranging from child-care costs to welfare receipt. For example, the survey 

includes detailed questions on educational attainment, training investments, income and 

assets, health conditions, workplace injuries, insurance coverage, alcohol and substance 

abuse, sexual activity, and marital and fertility histories. Additional labor force 

information includes hours worked, earnings, occupation, industry, benefits, and other 

specific job characteristics.  More importantly, this data set is useful for the current 

question looking at the conditions under which the EITC is used for wealth-building 

purposes by single mothers because it asks questions about the EITC specifically. 
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B. Analysis Sample 

Drawing form the NLSY79 survey, I use a sample of single mothers who make 

less than or equal to $35,000 per year in 2001, taken from the biennial update of the 

survey in 2002.  The sample uses an income cap because it mirrors the income cap on the 

EITC for single mothers with more than one child and determining actual EITC 

eligibility is imprecise with the NLSY based on the imperfect survey questions.  An 

EITC-Eligible sample would require a data set that specifically asked the relevant 

questions about the EITC.   This sub-sample of single women was created by using total 

income from military earnings and total income from wages and salary in 2001 reported 

in 2002, as well as marital status for 2000 and 2002, and sex from the 2002 NLSY 

surveys.    

The specific group under study is single mothers taking the EITC and the effects 

of taking the EITC on wealth-building determined by the effect on probability of having 

savings, owning a car, and/or owning a home two years later.  The group of single 

mothers taking the EITC is compared against the control group of single mothers making 

less than or equal to $35,000/year not taking the EITC.  Single mothers with income less 

than or equal to $35,000/year make a sample size of 641.  Because this is a national 

survey, the results will be generalizable, with some limitations.  Although the NLSY is a 

national survey, it seems likely that the attrition rate of the cohort from 1979 to 2000, 

2002, and 2004 is likely over-represented among low-income respondents, who are the 

essential population of interest when discussing the EITC.  Therefore, the inferences from 

this study must keep this in mind. 
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C. Variables 

The dependent variable for the proposed study is a binary variable composed of 

whether the person has savings, owns a car, and/or owns a home in 2004.  The aim is to 

measure wealth-building behavior by EITC claimants and these three measures were the 

best available in the NLSY data set.  The dependent variable is a binary variable equaling 

one if any of the three conditions are true and zero otherwise.  If the EITC has a wealth-

building effect, then I would expect there to be evidence of some positive effect of taking 

the EITC on the probability of having a one response in one of the three dependent variable 

categories.  Essentially, the comparison is poor single mothers (making less than or equal 

to $35,000/year) taking the EITC against the control group of poor single mothers not 

taking the EITC.   

To capture the effects of the EITC on probability of asset-building I developed 

four separate measures.  The first, is a dummy variable for the respondent’s claim status in 

2001 based on their response to a survey question asking whether they claimed the EITC in 

2001 (1= made a claim; 0=did not).  In addition, three variables representing the phase of 

the credit will be created for the respondents who claimed the EITC in 2001 by using their 

reported total income and number of children in the household as provided.  These 

dichotomous “phase” variables describe whether the single mother is in the phase-in, 

plateau, or phase-out period of the EITC.   

The remaining explanatory variables are drawn from two domains: individual-

level factors, including age, education, race, and employment; and household-level factors, 
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including prior assets, home ownership, region, urban/rural, income/earnings, and public 

assistance history factors, including participation in Food Stamps, TANF, and SSI.  

Finally, I created lagged versions of each of my 2004 asset measures, drawn from 

comparable items on the 2000 survey to be able to control for both the single mother’s 

“demand” for a car or home purchase in 2004 as well as her proclivity toward savings. I 

was unable to use more proximate data because no asset information was gathered from the 

2002 survey. Consequently, any additional savings or purchases of this type that occurred 

between the 2000 and 2004 surveys are missed. 

More details on how all of my variables were coded can be found in Tables 1 and 2.  

The means and standard deviations for all variables can be found in Table 3.  

Approximately 80 percent of the poor mothers in the sample claimed the EITC in 2001.  

Further, 30 percent of the sample was in the phase-out period, while only 5 percent and 10 

percent of respondents were in the plateau and phase-in, respectively.  This may represent 

some of the attrition bias of the NLSY sample in 2002 and 2004.  The lower-income 

mothers that would generally fall into the phase-in category may be under-represented in 

this sample.  It is also interesting to note the change in average assets from 2000 to 2004.  

Thirty percent, 70 percent and 50 percent of the sample of poor mothers reported owning a 

home, owning a car, or having any savings in 2000 respectively, while the comparable 

figures in 2004 were 40 percent, 70 percent and 60 percent respectively. 

D. Methodology 

To determine whether the Earned Income Tax Credit (EITC) has a wealth-building 

effect on poor single mothers taking the credit, I use a prospective design in which 
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variables drawn from 2002 are used to predict asset-building in 2004. My first step will be 

to make bivariate comparisons of single mothers taking the EITC versus those not taking it 

to examine how much they differ across my set of explanatory variables.  Next, because the 

dependent variable is dichotomous, I estimate a series of 4 probit regression models which 

allow me to systematically assess the influence of taking the EITC on the probability of 

engaging in asset-building behavior, while controlling for other factors known to be related 

to spending and savings behavior.  

I begin with a model that controls for background characteristics and uses the 

dummy variable specification of EITC to determine the overall effect of this tax credit on 

the likelihood of owning a home, owning a car or having savings in 2004.  Next, because 

the ability and the propensity to save may vary across the phases of the EITC (recall that 

the size of the credit relative to the claimant’s wages varies across the three phases), I add 

the three dummy variables representing each phase to capture these differences.  Like 

Model 1, Model 3 uses the dummy variable measure of EITC claim, while Models 2 and 4 

use the three dummy variables for EITC phase. 

Given that a key guiding assumption of this study is that wealth-building is a 

function of a complex and inter-related set of individual- and household-level factors and 

circumstances, the results generated by both of these model specifications might be 

regarded as “liberal” estimates of the influence of EITC. To the extent that omitted 

variables are positively correlated with asset-building, for example, the estimated EITC 

effects will be upwardly biased. Thus, in Models 3 and 4 I add additional controls. 
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Although I am unable to account for “unobservable” factors that might influence 

savings and spending activities, I am able to control for the “demand” for car and home 

purchases as well as the proclivity to save, by including lagged measures of my dependent 

variables taken from the 2000 survey. Including these measures of prior assets “raises the 

bar,” for detecting an EITC advantage because a notable share of the single mothers in the 

sample reported owning a home and/or car well in advance of their EITC claim, 

presumably lowering the probability that their “asset status” would show improvement four 

years later. Similarly, there may be a “ceiling effect” for women who reported having 

savings in 2000. That is, some of the sample members may have come close to or already 

reached their capacity to save.  

It is important to keep in mind that the “true” effect of the EITC probably lies 

somewhere in between the estimates generated in the first versus the last pair of models, 

because the data limitations of this study have necessitated that assets are narrowly defined.  

When we consider that a broader definition of asset-accumulation would include such 

things as buying durable goods or pre-paying rent for six months, the Models employed 

here will probably underestimate the effect of claiming the EITC on having assets in 2004.   

Finally, to maximize the number of cases available for the multivariate analyses, I 

impute sample means for cases with missing values for the independent variables in the 

multivariate regression model.  An EITC eligibility variable was created based on the EITC 

parameters listed in Figure 3.  This allowed the means to be computed and imputed by 

eligibility status to offer a greater degree of accuracy for the imputation.  For more 

information on the EITC eligibility variable, see Table 2. 
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V. Findings 

A. Sample Characteristics 

Tables 4 and 5 compare sample characteristics controlling for EITC claim status.  

Overall, women taking the EITC as compared to those who do not are similar with some 

important distinctions.  Table 4 looks at individual-level characteristics.  The only 

difference that is statistically significant is that women who do not take the EITC are, on 

average, slightly older (41 versus 40.6, p= 0.0814).  This might be due to older women 

having less children or children that are no longer living in the home and, thus, do not 

serve as a qualifying child for the EITC.  The data also shows that 40 percent who do not 

claim the credit are white as opposed to only 30 percent who do and about 90 percent of 

those who claimed the EITC are currently employed versus 80 percent who did not.  This 

makes sense since at least some earned income is required for claiming the EITC.  

Education levels and number of hours worked per week are almost identical across claim 

status and none of the differences in means at the individual-level, other than age, were 

statistically significant.  

Table 5 compares EITC claim status at the household-level.  Somewhat 

surprisingly, poor women claiming the EITC have a slightly higher income, on average, 

than those not claiming it, $17,096 versus $15,255 per year (p=0.0897).  Less surprising 

is that the difference in number of children in the household and the age of the youngest 

child are both statistically significant.  Those claiming the EITC on average have more 

children (p= 0.0109) and the youngest child in the home (p= 0.0174) is about 1.5 years 
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younger, on average.  This is to be expected since you must have a qualifying child who 

is a dependent in the household to take the EITC.  Furthermore, if a woman has more 

than one child her credit increases creating a greater incentive to claim it.  There is also a 

statistical difference between claimants and non-claimants in terms of the receipt of other 

types of public assistance.  Not surprisingly, women claiming the EITC are less likely to 

be receiving Supplemental Security Income (SSI) (p=0.0085). Eligibility for SSI for 

adults is based on having severe and permanent functional limitation(s) that limit or 

prevent paid employment, while EITC is only available to those with earnings from a 

salary or wages. In contrast, EITC claimants are more likely to be receiving Food Stamps 

(p= 0.0216) than their counterparts who did not claim the tax credit. Many former TANF 

recipients who move into low wage jobs still meet the income requirements for Food 

Stamps.   

Some differences in the means of regional residence were also statistically 

significant at the .10 level.  On average, 10 percent of women who claimed the EITC 

lived the Northeast, while 20 percent of non-claimants lived there, and 50 percent of 

women who claimed the EITC lived in the South, while only 40 percent of non-claimants 

lived in the South.  These differences could represent a stronger community tax outreach 

effort in the South as compared with the Northeast.  Finally, there is no significant 

distinction by claim status across prior assets.  These statistics begin to shed some light 

on how women in the sample differ by claim status, but to truly understand the effect that 

the EITC has on wealth-building, we must turn to a multivariate regression model. 
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B. Probit Model Predicting Wealth-building in 2004 

Table 6 shows the results from estimating dichotomous probit models predicting 

wealth-building in 2004.  While the reported coefficients do not provide readily 

interpretable estimates of the magnitude of the effect of taking the EITC on wealth-

building, as would coefficients from a linear probability model, they are useful for 

understanding the direction and statistical significance of each variable’s estimated effect.  

The highlighted rows show the effects of taking the EITC in 2001 and the phase of the 

EITC within which the poor single mother falls in 2001 on wealth-building activities in 

2004.  Within Table 6, Models 1 and 2 look at the effects without including prior assets 

while Models 3 and 4 report the effects with prior assets in the model. 

Taking the EITC in 2001 has a predicted positive effect on wealth in 2004 in all 

four models and is statistically significant when prior assets are excluded from the model.  

In Model 1, taking the EITC has a predicted positive effect (p= 0.0019).  Additionally, in 

Model 2, which looks at the effects on wealth of being in a specific phase of the EITC, 

while all phases show a positive effect, only the phase-out region is statistically 

significant (p=0.0090).  This is a logical result given the barriers to asset-building for the 

poor discussed above.  Those in the phase-out range are better situated to build wealth 

than those in the phase-in or the plateau because the ranges differ primarily by level of 

income.   

Once I add prior assets back into the model (Models 3 and 4), I get similar 

positive effects of taking the EITC across all models, but the effect is also smaller 

because prior assets obviously have a powerful effect on the likelihood of wealth at a 
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later date.  Model 3 again shows a predicted positive effect, but is slightly less 

statistically significant (p=0.0402).  Model 4 shows that when prior assets are included, 

the phases of the EITC still show a positive effect on wealth, but the effects are no longer 

statistically significant: The phase-in range has a p=0.2436, the plateau has a p= 0.7109, 

and the phase-out range has a p=0.1123.  It is important to look at both sets of models – 

with and without prior assets – because Models 1 and 2 probably overstate the effect of 

taking the EITC, while Models 3 and 4 understate it.   

While the information above is useful for showing generally that the overall effect 

of claiming the EITC on owning a home, owning a car or having savings in 2004 is 

positive and significant, it is more meaningful to consider the magnitude of the impact by 

looking at what are the marginal effects of taking the ETIC for the average poor, single 

mother in the sample.     

C. Marginal Effects of Taking EITC on Wealth-building Behavior in 2004 

Table 7 reports the marginal effects from the probit estimations predicting wealth 

in 2004 where all the explanatory variables are equal to their means.  The highlighted 

rows show the effects on wealth-building activities in 2004 of both taking the EITC in 

2001 and the phase of the EITC within which the poor single mother taking the EITC in 

2001 falls.  Again, Models 1 and 2 look at the marginal impact without including prior 

assets while Models 3 and 4 report the marginal impact holding prior assets constant.   

The marginal effect of taking the EITC in 2001 is interpreted as the percentage 

point increase or decrease in the probability of poor, single mothers owning a car, owning 

a home or having a savings account in 2004 associated with taking the EITC as opposed 
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to not taking it.  In all four models, taking the EITC is shown to have a positive effect on 

the probability of having one of these assets.  Further, when prior assets are excluded 

from the model, the effect of taking the EITC is, again, consistently found to be 

statistically significant.  In Model 1, it is reported that taking the EITC increases the 

likelihood of owning a home, owning a car or having savings by 11 percentage points 

(p=0.002).  In Model 2, I show the effects by phase of the EITC without controlling for 

prior assets.  The phase-out range is the only one that has a statistically significant effect 

(p=0.009) and increased the probability of having assets by 10 percentage points.  The 

marginal effects of being in the phase-in and plateau ranges while not statistically 

significant (p=0.133 and p=0.404 respectively), show increases in likelihood of having 

assets in 2004, specifically an increase of 9 and 6 percentage points respectively.  Again, 

this break down of the marginal impact of the EITC makes sense since those in the phase-

out range are definitionally better off.  Given current realities those that make up the 

poorest of the poor are less likely to be able to save regardless of taking the EITC. 

Again, once I add prior assets back into the model, I get similar positive effects of 

taking the EITC, but the effect is smaller because prior assets explain part of a low-

income, single mother’s likelihood of having assets at a later date.  Recall that because 

Models 1 and 2 probably overstate the effect of taking the EITC, while Models 3 and 4 

understate it, it is likely that the true estimate lies somewhere in between.  In Model 3 we 

see that taking the EITC still shows an increase in the likelihood of having assets in 2004 

by 7 percentage points (p=0.041).  Model 4, like Model 2, looks at the effect of taking the 

EITC based on the phase within which the poor mother falls.  Again, there is an overall 
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positive effect on having savings, owning a home or owning a car in 2004 for all the 

phases.   The likelihood of having these assets in 2004 increases by 7 percentage points 

for those in the phase-in range (p=0.249), by 2 percentage points for those in the plateau 

range (p=0.710), and by 6 percentage points for those in the phase-out range (p=0.116).  

While none of the variables of interest in Model 4 are statistically significant at 

conventional levels, these effects are probably understated based on the overwhelming 

effect of the prior assets variables, which each individually increase the likelihood of 

wealth in 2004 by at least 11 percentage points and are all significant at the p≤0.01 level 

or higher. 

In addition to the results reported here, I tested the robustness of my results by 

estimating a similar series of models using an alternate measure of asset-building (results 

available from the author on request).  Because of the potential “ceiling effect” discussed 

earlier, I created an index version of the dependent variable by summing up affirmative 

responses to yes-no questions in 2004 (i.e., yes=1; 0= no) for 1) owning a car, 2) owning 

a home and 3) having savings in 2004. The resulting “wealth index” ranged from zero (no 

assets) to 3 (all three asset types were reported).  Using the same explanatory and control 

variables previously discussed, I estimated 4 ordered probit models. Similar to the pattern 

of results reported for my dichotomous measure of assets, the ordered probit results 

reveal a statistically significant positive effect of EITC receipt overall, as well as a 

statistically significant advantage to being in the phase-out category.  However, the 

binary probit models only generate a single estimate of the change in the probability of 

asset-building accompanying EITC receipt, whereas the ordered probit models allow us 
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to see at which points along a continuum of assets that an EITC advantage is apparent. In 

other words, we can calculate individual marginal effects of our EITC variables on the 

probability of achieving each of the levels of the wealth index in 2004. Returning to the 

actual results, while EITC receipt does not seem to facilitate the transition to greater 

wealth among those without any or only one of the three types of assets I am able to 

measure (i.e., home ownership, car ownership and savings), the tax credit does appear to 

be beneficial in the acquisition of additional assets among poor single mothers who were 

already on relatively better footing. 
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VI. Policy Implications & Conclusion 

The results of this study indicate that claiming the EITC in 2001 has a relatively 

large marginal effect on the probability of wealth in 2004, especially if the claimant falls 

into the phase-out period of the EITC.  The estimated marginal effect of claiming the 

EITC in 2001 for single mothers making less than $35,000 per year is a 7 to 11 

percentage point greater probability of initiating savings or owning a car or owning a 

home in 2004 than their peers who did not make an EITC claim.  Additionally, for those 

in the phase-out range in 2001, the comparable advantage is an estimated 6 to 10 

percentage points. This means that at least a portion of low-income, single mothers are 

able to set aside money to provide for future benefit.  More importantly, these results 

suggest that government programs linking the EITC to asset-building opportunities that 

are designed to lessen barriers to asset-building facing the lowest-income workers whose 

wages qualify them for the most generous tax credit, would allow even more of these 

women to prepare for their future.   

Despite the policy importance of these results, it is important to be mindful of the 

limitations of this study.  Perhaps most significant is that the NLSY respondents were not 

asked directly about their uses of the EITC funds that they received. It is not only 

possible that some savings and purchases captured by the dependent variable were 

actually facilitated by sources of income other than EITC, the available data only provide 

a narrow view of the potentially beneficial purposes to which the EITC lump sum may 

have been directed.  My measure of asset-building is limited to car ownership, home 
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ownership, and the existence of savings.  Yet, for very low-income individuals, making 

much needed car repairs, paying rent in advance, buying time-saving consumer durables, 

such as a washing machine and other similar spending are also forms of asset-building in 

the sense that they help create future stability through home security or access to a better 

job (Smeeding et al. 2000; Ong, 1995).  Finally, for many low-income people simply 

paying down accrued debt is a top priority for their tax refunds and this use certainly 

plays a major role in building wealth (Sherraden, 2001; Smeeding, 2002), but cannot be 

addressed by these data.  A national study that could look at the purpose for which 

recipients actually used their EITC refund and encompassed a broader definition of 

wealth-building should be a top priority if we are to really understand the ability of the 

EITC to help low-income, working mothers build assets for the future. 

The potential for selection bias in this and other similar analyses of EITC receipt 

provides an additional reason for exercising caution in interpreting the results.  Although 

I have controlled for a number of demographic and individual-level factors presumed to 

be correlated with an individual’s likelihood to “take-up” EITC, there are likely to be 

other more difficult to quantify factors that I have not taken into account. For example, it 

may be that individuals with a better understanding of the EITC-related benefits of 

working versus welfare receipt may also make better financial decisions. The omission of 

“unobservables,” such as this one potentially biases my estimates of the influence of 

EITC. 

Even with these limitations, the results from the present study offer some 

important insights for policy-makers.  The effort to encourage low-income workers to 
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take the EITC and then enable them to use it for wealth-building purposes should be a 

policy priority.  Even with this limited definition of wealth-building we see a positive 

impact on wealth from taking the EITC.  Prior research assessed a similar program called 

the Extra Credit Savings Program (ECSP) that aimed to encourage account ownership 

and savings among “unbanked,” low-income workers by linking tax refunds to low-cost 

bank accounts.  While the study did not find a substantial increase in savings in the short-

term, there was a positive impact on the integration of low-income families into the 

financial mainstream (Beverly et al., 2004).  Beverly et al.’s findings suggest that linking 

tax refunds to accounts could insure that credit recipients receive their refund at a lower 

cost by getting it through direct deposit as opposed to using a check-cashing service and 

that these programs also help dissuade rapid refund loans through paid tax preparers.  

More importantly, they found that having the refund money deposited into a bank 

allowed for slower and more thoughtful spending (Beverly et al., 2004).   

Another study specifically looked at the success of low-income families with 

children in Individual Development Accounts (IDA), which are restricted savings 

accounts designated for specific uses such as education or homeownership that often have 

a government match component to encourage savings.  Using data from the American 

Dream Demonstration (ADD), the first study to look at the use of IDAs as a policy tool, 

the results indicated that institutional factors were highly associated with IDA saving 

performance supporting the theory that low-income families with children can 

accumulate assets using IDAs when provided access, information, and incentives 

(Grinstein-Weiss et al., 2006).   Another study using ADD data specifically looked at 
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single mothers’ ability to save using IDAs (Zahn, 2003).  Zahn found that low-income 

single mothers are able to save, that institutional factors had a greater impact on savings 

than individual factors, and that income did not predict savings (2003).  Again, this 

suggests that low-income workers when provided with opportunities to use money more 

wisely will attempt to do so.  Linking the EITC tax refund to savings opportunities like 

IDAs provides structural support for savings at an opportune moment for low-income 

families – when they are receiving upwards of three or four thousand dollars in a lump 

sum payment.  While the exact nature that these programs should be researched further, it 

is clear that linking tax refunds to savings mechanisms is a necessary step in policy to 

deal with poverty, especially as more and more female-headed households are moved off 

of welfare and into low-paying jobs.  Financial constraints limit how long-term a low-

income family can act; however, if they are at least willing to think long-term, then it 

would make sense to link asset-building opportunities to the EITC.   

The federal government has consistently promoted a useful anti-poverty tool by 

continuing to expand the EITC.  However, it must go further.  The government must 

increase its efforts to inform workers about the EITC.  It must also create a constant and 

substantial funding stream for providing community tax preparation at no cost for low-

income tax-payers.  By providing this service more low-income people will be able to file 

their taxes and claim their refunds without the costly burden of private preparers.  

Additionally, community tax preparation provides a natural mechanism for delivering 

programs for wealth-building linked to the EITC.  IDAs reserved for education, home-

buying, car ownership, and other social safety-net activities could be explained and 
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offered to the EITC recipient at the time they file their taxes.  Because many community 

tax preparers are local community members, there is already a trusting relationship that 

would facilitate the implementation of new programs, addressing the common problem of 

distrust towards government officials during implementation (Beverly & Dailey, 2003).  

Additionally, the IRS could make saving tax refunds easier by allowing taxpayers to 

automatically transfer part of their refund into two accounts rather than one, where one 

would be a special matched, restricted savings account (Boshara, 2005).  

Any program that attempts to link tax credits like the EITC must also insure that it 

addresses other barriers to saving for low-income workers.  Restricted assets such as 

IDAs should not count against eligibility for other assistance programs, the government 

should match funds to help the lowest-income households, and they should at a minimum 

connect the unbanked to the formal financial world (Beverly & Dailey, 2003).  

The nature of the EITC provides a unique opportunity to facilitate and promote 

successful opportunities for wealth-building among low-income families.  The findings 

here demonstrate that those who can use their EITC for asset-building are already 

attempting to do so, but it is more difficult for those earning less.  Cash assistance 

programs are simply not enough to help low-wage workers and it is time to start devoting 

more government resources to promoting wealth among low-income working families as 

has been done for the middle-class for years.   
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Table 1: Definition of Dependent Variables 

Model 
Variable NLSY79 Variable Used Coding/Use Description 

R8360000  Respondent or Spouse 
currently owns or is purchasing a vehicle, 
including automobile. 

R8396300  Number of vehicles 
Respondent/Spouse/Partner owns for 
personal use. 

Car 
Ownership 

(2004) 
R8409500    Respondent or Spouse own 
other types of motor vehicles for personal 
use, including motorcycles, trucks, motor 
homes, trailers, boats, snowmobiles, etc.

 One indicator variable was created from these 
three indicator variables.  The created indicator 
variable equals 1 if R8360000 equals 1 or 
R8396300 equals 1 or R8409500 equals 1.  This 
was done because the obvious variable to use, 
R8360000 asking the direct question about 
whether Respondent owns a vehicle, reported 576 
missing observations out of 641.  The other 
variables are possibly redundant, but at least 
equally telling of the wealth-building characteristics 
of the sample.  Therefore, the new variable was 
created from all three. 

Savings 
(2004) 

R8362700    Respondent or spouse has 
any money in personal savings, 
checking, or money market accounts. 

Indicator variable equals 1 if Respondent has any 
money in a savings, checking or money market 
type account. 

Home 
Ownership 

(2004) 

R83789.00   Respondent or 
Spouse/Partner own or are 
buying/making any payments on primary 
house.    

Indicator variable equals 1 if Respondent currently 
owns or is buying her primary home. 
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Table 2: Definition of Independent Variables 

Model 
Variable NLSY79 Variable Used Description of Coding/Use  

Age R7704800 age of Respondent at 
interview date 

Age of the respondent is reported at time of the 
follow-up interview in 2002.  It is an ordinal variable 
ranging from 37-46. 

Race 
R0009600 Primary or only 
racial/ethnic origin given by 
Respondent in 1979 

This variable was recoded from a categorical variable 
that consisted of 30 categories of various races, 
ethnicities and nationalities.  The new variable is an 
indicator variable that equals one for any white 
category and zero for non-white categories. 

Sex 
R0214800 Sex of the Respondent 
created from other survey responses 
by survey designer in 1980.  

Categorical variable equals 1 if male and 2 if female 
in the original data set.  Variable was only used to 
limit the sample to all female, so the variable was not 
recoded to a typical indicator 0,1 variable. 

R7704300   Marital status in 2002. 
Marital 
Status 

R7007000  Marital status in 2000. 

Categorical  variables equal 0 if never married, 1 if 
married, 2 if separated, 3 if divorced and 6 if 
widowed.  The variables from 2000 and 2002 were 
used to help insure that the females in the sample 
were single during 2001.  The sample was limited to 
observations that equaled 0, 3 or 6 in both 2000 and 
2002.  The variable was not recoded. 

Currently 
Employed 

R7181300    Respondent currently 
working at primary job, survey year 
2002. 

Indicator variable equals 1 if Respondent was 
currently employed at primary employer at date of 
interview. 

Hours 
worked per 

week 

R7192900    Number of hours 
Respondent usually worked at his 
primary job per week in 2002. 

Ordinal variable of numbers of hours worked per 
week. 

Income 

R7607100    Respondent’s total 
income from military service in 2001 
(survey year 2002) (truncated) AND 
R7607800    Total income from wages 
and salary in 2001 (survey year 2002) 
(truncated).          

Total income is an ordinal variable created by 
combining total military income from 2001 and total 
wages and salary from 2001 (survey year 2002).     

Child 
Support 

Received 

R7624100  Total amount of child 
support Respondent actually received 
in 2001. (survey year 2002). 

Ordinal variable telling amount of reported child 
support received by Respondent.  

Number of 
dependent 

children 

R7014200  Number of biological, step 
or adopted children in the household 
in 2000 and 2002 (R7711800). 

Ordinal variable telling the total number of children in 
the household in 2002. 

Education R7704400   Highest grade completed 
as of May 1, 2002.  

Ordinal variable equals 0 if no education reported, 1-
12 correspond to 1st through 12th grade of elementary 
through high school education, and 13-20 for up to 
eight years of college education.   

Region R7704100  Region of current 
residence of Respondent in 2002.  

Categorical variable equals 1 for the Northeast, 2 for 
the North Central, 3 for the South and 4 for the West. 

Young 
Children 

R7711900   Age of the youngest 
biological, step or adopted child in the 
household in 2002.  

Ordinal variable giving the age of the youngest child 
in the household.  

Urban R7706200  Current residency of 
Resident, urban or rural.  Indicator variable equals 1 if urban. 
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Model 
Variable NLSY79 Variable Used Description of Coding/Use  

R7626900  Respondent or spouse 
receives SSI since date of last 
interview in 2000 (Survey year 2002).   

Indicator variable equals 1 if Respondent received 
SSI benefits at some point since the prior interview 
date in 2000 (survey 2002). 

R7626901  Respondent or spouse 
receives TANF/AFDC since date of 
last interview in 2000 (Survey year 
2002).    

Indicator variable equals 1 if Respondent received 
TANF/AFDC benefits at some point since the prior 
interview date in 2000 (survey 2002). 

R7626902    Respondent or spouse 
receives Food Stamps since date of 
last interview in 2000 (Survey year 
2002).     

Indicator variable equals 1 if Respondent received 
Food Stamps benefits at some point since the prior 
interview date in 2000 (survey 2002). 

Participation 
in other 

assistance 
programs 

R7638600 Respondent or spouse 
receives WIC since date of last 
interview in 2000 (Survey year 2002).   

Indicator variable equals 1 if Respondent received 
WIC benefits at some point since the prior interview 
date in 2000 (survey 2002). 

R6944300  Respondent or Spouse 
makes payments on this house 
(Survey Year 2000). 
  

Indicator variable equals 1 if Respondent or spouse 
makes payments on their primary home.  The NLSY 
asked no questions about assets for 2002, therefore 
prior assets for 2000 are used as a control variable. 

R6944700   Respondent or Spouse 
has any money assets like savings 
accounts (Survey Year 2000). 

Indicator variable equals 1 if Respondent or spouse 
has any money assets like savings accounts.  The 
NLSY asked no questions about assets for 2002, 
therefore prior assets for 2000 are used as a control 
variable. 

Prior assets 
2000 (car, 
home, or 
savings) 

R6958500   Respondent or Spouse 
owns any vehicles primarily for 
personal use including automobiles 
(Survey Year 2000).  

Indicator variable equals 1 if Respondent or spouse 
owns any vehicles that are primarily for personal use.  
The NLSY asked no questions about assets for 2002, 
therefore prior assets for 2000 are used as a control 
variable. 

EITC 
eligibility 

NLSY does provide an eligibility 
variable, however, it uses the wrong 
income caps for 2001.   

Indicator variable equals 1 if total kids in 2000 equals 
1and total income in 2001 is greater than or equal to 
$100, but less than or equal to $28,281.  Or, this 
indicator variable equals 1 if total kids in 2000 is 
greater than one and total income in 2001 is greater 
than or equal to 100, but less than or equal to 32,121.  
These are the IRS provided income caps for 2001, 
and the income reported in 2002 was earned in 2001.

EITC filing 
status 

R7649700   Respondent filed for the 
earned income tax credit in 2001. 

Indicator variable equals 1 if Respondent claimed the 
Earned Income Tax Credit in 2001. 

EITC phase 
(phase-in, 
plateau or 
phase-out) 

No NLSY Equivalent. 

Three indicator variables created from the pool of 
Respondents that claimed the EITC in 2001. For each 
phase the variable equals 1 if it falls within the 
relevant income limits for the requisite number of 
children in the household.  Please Figures 1 and 2 for 
specific information.  

 



 

45 

Table 3: Means and Standard Deviations of Variables Used in the 
Analysis 

 Variable N Mean Std. 
Deviation 

Independent Variables 
Age (in 2002) 641 40.7 2.3 
Race (White) 641 0.3 0.5 
Currently employed at primary job 534 0.8 0.4 
Hrs per week at primary job 508 38.9 10.6 
Income (wages & salary plus Military Income) 572 14,387 11,554 
Total Amount of Child Support Received 439 2316 4807 
Number of children in Household (adopted/biological/step) 
   2000 641 2.0 1.1 
   2002 641 1.8 1.2 
Education (highest grade completed) 641 12.3 1.9 
Region 
    Northeast 641 0.1 0.3 
    North Central  641 0.3 0.4 
    West 641 0.2 0.4 
    South 641 0.5 0.5 
Age of Youngest child in household (2002) 
(Bio/Step/Adopted) 590 12.3 5.5 

Urban 619 0.8 0.4 
Participation in SSI 639 0.1 0.3 
Participation in TANF/AFDC 639 0.1 0.3 
Participation in Food Stamps 639 0.2 0.4 
Participation in WIC 641 0.1 0.2 
Prior assets in 2000: 
      Home Ownership  639 0.3 0.5 
      Car Ownership 640 0.7 0.5 
      Any Savings 636 0.5 0.5 
EITC Claim Status in 2001 416 0.8 0.4 
EITC phase in 2001: 
    Phase-In 641 0.1 0.3 
    Plateau 641 0.05 0.2 
    Phase-Out 641 0.3 0.5 

Dependent Variables 
Wealth in 2004 (0,1) 641 0.8 0.4 
Home Ownership in 2004 (of primary home) 544 0.4 0.5 
Money in Personal Savings in 2004 540 0.6 0.5 
Car Ownership in 2004 610 0.7 0.4 
Source: National Longitudinal Service of Youth, 1979 Cohort (NLSY79) 
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Table 4: Mean Individual-Level Characteristics by EITC Claim 
Status in 2001 

EITC Claim  
Status, 2001 Mean Individual-Level Characteristics 

Claimed Not 
Claimed 

Age (in 2002) 40.6† 41† 
Race (White) 0.3 0.4 
Education (highest grade completed) 12.6 12.3 
Currently employed at primary job 0.9 0.8 
Hrs per week at primary job  38.3 38.2 
†p≤ .10, *p≤ .05, ** p≤.01, *** p≤.001 
Source: National Longitudinal Service of Youth, 1979 cohort (NLSY79) 
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Table 5: Mean Household-Level Characteristics by EITC Claim Status in 2001 
EITC Claim  
Status, 2001 Mean Household-Level Characteristics 

Claimed Not 
Claimed 

Age of Youngest child in household (2002) (Bio/Step/Adopted) 12.1* 13.6* 
Number of children (2002) (Adopted/biological/step)   1.8**   1.5** 
Income (wages & salary plus Military Income, 2001) 17,096† 15,255† 
Total Amount of Child Support Received (2002) 2,590 2,490 
Urban (2002) 0.8 0.8 
Region (2002) 
   Northeast  0.1†  0.2† 
   North Central  0.3 0.3 
   West 0.2 0.2 
   South  0.5†  0.4† 
Participation in other Assistance Programs (reported in 2002) 
   SSI     0.03**   0.1** 
   TANF/AFDC  0.02  0.03 
   Food Stamps  0.2*  0.1* 
   WIC  0.05  0.06 
Prior Assets (reported in 2000) 
   Home Ownership (2000) 0.3 0.4 
   Car Ownership (2000) 0.8 0.7 
   Personal Savings (2000) 0.5 0.5 
†p≤ .10, *p≤ .05, ** p≤.01, *** p≤.001 

Source: National Longitudinal Service of Youth, 1979 Cohort (NLSY79) 
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Table 6: Dichotomous Probit Coefficients for Models Predicting Wealth 
in 2004 

MODEL 1 MODEL 2 MODEL 3 MODEL 4 
 Without Controls for 

Prior Assets 
With Controls for 

Prior Assets 

Constant -2.64† 
(1.48) 

-2.67† 
(1.52)   

-1.51 
(1.61) 

-1.57 
(1.66) 

Age (in 2002) -0.01 
(0.03) 

-0.01 
(0.03)      

-0.03 
(0.03) 

-0.03 
(0.03) 

Race (White)  0.30* 

(0.15) 
 0.28† 
(0.15) 

-0.20 
(0.17) 

-0.22 
(0.17) 

Education (highest grade 
completed) 

    0.21*** 
(0.04) 

   0.21*** 
(0.04)      

   0.16*** 
(0.04) 

    0.16*** 
(0.04) 

Currently employed at primary 
job 

    0.52** 
(0.17) 

  0.50** 
(0.17) 

  0.59*** 
(0.18)      

 0.58** 
(0.18) 

Hrs per week at primary job 0.02* 
(0.01) 

0.02* 
(0.01) 

0.01 
(0.01) 

0.01 
(0.01) 

Log(Income) -0.02 
(0.08) 

-0.004 
(0.09) 

-0.06 
(0.09) 

-0.04 
(0.10) 

Total Child Support Received 0.00002 
(0.00002)

0.00002 
(0.00002) 

0.00002 
(0.00003) 

0.00002 
(0.00003) 

Total children in HH 0.07 
(0.06) 

0.06 
(0.06) 

0.09 
(0.06)      

0.09 
(0.06) 

Age of Youngest child in HH 
(2002)  

0.01 
(0.01) 

0.01 
(0.01) 

0.02 
(0.01) 

0.02 
(0.01) 

SSI 0.24 
(0.21) 

0.20 
(0.20) 

0.31 
(0.22) 

0.29 
(0.22) 

TANF/AFDC    -0.83***
(0.23) 

   -0.88*** 
(0.23) 

    -0.82***
(0.24) 

   -0.86*** 
(0.24) 

Food Stamps    -0.52***
(0.16) 

-0.50** 
(0.16) 

-0.21 
(0.17) 

-0.20 
(0.18) 

WIC 0.29 
(0.27) 

0.27 
(0.27) 

0.33 
(0.29) 

0.33 
(0.29) 

Northeast   -0.46** 
(0.18) 

 -0.44* 
(0.19) 

-0.16 
(0.20) 

-0.15 
(0.21) 

North Central 0.16 
(0.16) 

0.16 
(0.16) 

0.22 
(0.17) 

0.22 
(0.17) 

West  0.43* 
(0.20) 

 0.41* 
(0.20) 

 0.47* 
(0.22) 

 0.46* 
(0.22) 

Urban -0.26 
(0.17) 

-0.28† 
(0.17) 

-0.09 
(0.18) 

-0.10 
(0.18) 

EITC Claim Status   0.43** 
(0.14) * 

0.31* 
(0.15) * 
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MODEL 1 MODEL 2 MODEL 3 MODEL 4 
 Without Controls for 

Prior Assets 
With Controls for 

Prior Assets 

EITC Phase-In * 0.44 
(0.29) * 0.36 

(0.31) 

EITC Plateau * 0.25 
(0.30) * 0.12 

(0.31) 

EITC Phase-Out *    0.43** 
(0.16) * 0.29 

(0.18) 

2000 Home Ownership * *   0.74*** 
(0.19)      

  0.76*** 
(0.19) 

2000 Car Ownership * *    0.82*** 
(0.15) 

  0.82*** 
(0.15) 

2000 Any Savings * *    0.50** 
(0.16) 

  0.50** 
(0.16) 

Likelihood Ratio 157.8959  156.3325 236.6552  235.7511 

                                 N 641 641 641 641 
†p≤ .10, *p≤ .05, **p≤.01, ***p≤.001 (Standard errors in parentheses)                          
Source: National Longitudinal Service of Youth, 1979 Cohort (NLSY79) 
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Table 7: Marginal Effects of Explanatory Variables for Dichotomous Probit 
Models Predicting Wealth in 2004 

MODEL 1 MODEL 2  MODEL 3  MODEL 4 
 Without Controls for Prior 

Assets 
With Controls for Prior 

Assets 

Age (in 2002) -0.002 
(0.01) 

-0.002 
(0.01) 

-0.01 
(0.01) 

-0.01 
(0.01) 

Race (White) ‡ 0.07* 
(0.03) 

 0.07* 
(0.03) 

-0.05 
(0.04) 

-0.05 
(0.04) 

Education (highest grade 
completed) 

    0.06*** 
(0.01) 

   0.06*** 
(0.01) 

   0.04*** 
(0.01) 

    0.04*** 
(0.01) 

Currently employed at 
primary job‡ 

  0.16** 
(0.06) 

  0.15** 
(0.06) 

  0.16*** 
(0.06) 

 0.16** 
(0.06) 

Hrs per week at primary 
job 

0.004* 
(0.002) 

0.004* 
(0.002) 

0.003 
(0.002) 

0.003 
(0.002) 

Log(Income) -0.01 
(0.02) 

-0.001 
(0.02) 

-0.01 
(0.02) 

-0.01 
(0.02) 

Total Child Support 
Received 

4.94e-06 
(6.10e-06) 

4.81e-06 
(6.08e-06)  

4.24e-06  
(6.27e-06) 

4.30e-06 
(6.28e-06) 

Total children in HH 0.02 
(0.01) 

0.02 
(0.01) 

0.02 
(0.01) 

0.02 
(0.01)        

Age of Youngest child in 
HH (2002)  

0.003 
(0.004) 

0.003 
(0.004) 

0.004 
(0.003) 

0.004 
(0.003) 

SSI‡ 0.06 
(0.04) 

0.05 
(0.05) 

0.06 
(0.04) 

0.06 
(0.04) 

TANF/AFDC‡    -0.28*** 
(0.09) 

   -0.30*** 
(0.09) 

    -0.25*** 
(0.09) 

   -0.26*** 
(0.09) 

Food Stamps‡     -0.15*** 
(0.05) 

-.015** 
(0.05) 

-0.05 
(0.04) 

-0.05 
(0.04) 

WIC‡ 0.07 
(0.05) 

0.06 
(0.05) 

0.06 
(0.05) 

0.06 
(0.05)        

Northeast‡   -0.14** 
(0.06) 

-0.13* 
(0.06) 

-0.04 
(0.05) 

-0.03 
(0.05)        

North Central ‡ 0.04 
(0.04) 

0.04 
(0.04) 

0.05 
(0.03) 

0.05 
(0.03) 

West‡  0.10* 
(0.04) 

 0.10* 
(0.04) 

 0.09* 
(0.03) 

 0.09* 
(0.03)        

Urban‡ -0.06 
(0.04) 

-0.07† 
(0.04) 

-0.02 
(0.04) 

-0.02 
(0.04) 

EITC Claim Status‡   0.11** 
(0.04) * 0. 07* 

(0.03) * 

EITC Phase-In‡ * 0. 09 
(0.05) * 0.07 

(0.05)        
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MODEL 1 MODEL 2  MODEL 3  MODEL 4 
 Without Controls for Prior 

Assets 
With Controls for Prior 

Assets 

EITC Plateau‡ * 0.06 
(0.06) * 0.02 

(0.06)        

EITC Phase-Out‡ *    0.10** 
(0.04) * 0.06 

(0.04) 

2000 Home Ownership‡ * *      0.14*** 
(0.03)       

     0.15*** 
(0.03) 

2000 Car Ownership‡ * *      0.21*** 
(0.04) 

  0.21*** 
(0.04) 

2000 Any Savings‡ * *     0.11** 
(0.03) 

  0.11** 
(0.03) 

obs. P 0.77 0.77 0.77 0.77 

pred. P (at x-bar) 0.82 0.82 0.86 0.86 

LR chi2 157.90 156.33 236.33 235.43 

Prob > chi2 0.00 0.00 0.00 0.00 

Pseudo R2 0.23 0.23 0.34 0.34 

N 641 641 641 641 
†p≤ .10, *p≤ .05, **p≤.01, ***p≤.001.  
(‡) dF/dx is for discrete change of dummy variable from 0 to 1 (Standard errors in 
parentheses)                            
Source: National Longitudinal Service of Youth, 1979 Cohort (NLSY79) 
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Figure 1: Present Model 
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Figure 2: Federal Earned Income Tax Credit, 2001 

   
 
 
 

 

Source: Johnson, N. (2001, Dec.) A HAND UP: How State Earned Income Tax Credits Help Working 
Families Escape Poverty in 2001. Center on Budget and Policy Priorities, available at 
http://www.cbpp.org/12-27-01sfp.pdf 
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Figure 3: Federal Earned Income Tax Credit Parameters, 2001-2002 

 
 
 

Table Source: Johnson, N. (2001, Dec.)  A HAND UP: How State Earned Income Tax Credits Help Working Families 
Escape Poverty in 2001. Center on Budget and Policy Priorities, available at http://www.cbpp.org/12-27-01sfp.pdf.
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Figure 4: Federal Earned Income Tax Credit, 2006 

 
 

Source: Levitis, J. (2007, Feb.). A State EITC is a Cost-Effective Way to Ease Hawaii’s High Income Tax 
Burden on the Poor. Center on Budget and Policy Priorities, available at http://www.cbpp.org/2-14-07sfp.pdf.
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Figure 5: Federal Earned Income Tax Credit Parameters, 2005-2006 

 
 

 

Table Source: Nagle, A. & Johnson, N. (2006, Mar.). A HAND UP: How State Earned Income Tax Credits Help Working 
Families Escape Poverty in 2006. Center on Budget and Policy Priorities, available at http://www.cbpp.org/3-8-06sfp.pdf 


