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At a Glance

Several provisions of the individual income tax code reduce taxes for people with dependents—generally, people
who live with and are financially supported by the taxpayer. In this report, the Congressional Budget Office
examines the tax benefit (that is, the reduction in tax liability after refunds from credits are accounted for) of having
dependents and the distribution of that benefit under current law in 2019 and in 2026, after certain provisions of
the 2017 tax act expire.

® Major Provisions That Affect Taxpayers With Dependents. For both 2019 and 2026, single taxpayers with
dependents will typically be able to file as a head of household, which provides a larger standard deduction than
the single filing status and results in a greater share of the taxpayer’s income being taxed at lower rates. Although
exemptions for dependents are not allowed for 2019, taxpayers with dependents may be eligible for one or more
of several credits—the earned income tax credit, the child tax credit (for children younger than 17), and the
credit for other dependents. In 2026, after certain provisions now in place expire, the child tax credit will be
smaller, the credit for other dependents will no longer be available, and dependent exemptions will once again be
allowed.

® Factors That Contribute to the Tax Benefit of Having Dependents. The tax benefit that a taxpayer receives
is based on the dependent’s age and relationship to the taxpayer, the taxpayer’s income and marital status, and
other eligibility requirements. In general, the tax benefit of children younger than 17 is greater than the tax
benefit of older children or other relatives.

®  Value of the Tax Benefit of Having Dependents. The tax benefit per dependent in 2019 is estimated to be
$2,300 ($3,800 per family), on average. The average benefit per dependent varies across the income distribution
and within income groups because of differences in eligibility for the various provisions. Under the 2026 tax
rules, that benefit would be $1,700 per dependent ($2,800 per family), on average, and there would be less
variation in the average benefit than there is under the 2019 rules.

CBO also analyzes how three policy options that would simplify dependent-related tax provisions—raising the age
limit for the child tax credit, establishing a dependent credit, and eliminating the head-of-household filing status—
would affect the tax benefit of having dependents.

www.cbo.gov/publication/56004
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Notes

All years referred to in this document are calendar years.
Numbers in the text, exhibits, and table may not add up to totals because of rounding,.

Income is measured as adjusted gross income calculated for 2019. In general, taxpayers will file tax returns based on
2019 income and family characteristics in 2020.

As referred to in this report, the Affordable Care Act comprises the Patient Protection and Affordable Care Act
(Public Law 111-148), the health care provisions of the Health Care and Education Reconciliation Act of 2010
(PL. 111-152), and the effects of subsequent judicial decisions, statutory changes, and administrative actions.




How Dependents Affect Federal Income Taxes

Summary

Several provisions of the federal individual income
tax code reduce the tax liability of people who
have one or more dependents—generally people
who live with and are financially supported by
the taxpayer and meet certain other requirements.
Such provisions are intended to at least partially
account for the differences in people’s ability to
pay taxes that arise from their differing family
situations. The provisions also reflect lawmakers’
decisions to provide assistance to families through
the tax system instead of through separate transfer
programs.

Dependents affect taxpayers’ filing status and
eligibility for various credits and exemptions
that can reduce their tax liability below what it
would be otherwise.! Having a dependent is a
prerequisite for eligibility for head-of-household
filing status, the child tax credit, the credit for
other dependents, and the dependent exemption
(which is temporarily suspended). The number of
dependents taxpayers claim also determines the
amount of the earned income tax credit (EITC)
for which they are eligible. The reduction in

1. In chis report, taxpayer refers to a tax-filing unit, which
consists of a single person or a married couple and any
dependents that the individual or couple claims on the
federal income tax return.

income tax liability, or tax benefit, stemming from
dependents varies on the basis of characteristics

of the taxpayer and dependent. (For this analysis,
refundable credits are included in the calculation
of that tax benefit.) Furthermore, several
provisions of the 2017 tax act (Public Law 115-
97) that are related to dependents will expire at the
end of 2025, so under current law, the tax benefit
of having dependents will change beginning in
2026.

To analyze the tax benefit of dependents under
the 2019 and 2026 tax rules, the Congressional
Budget Office used two methods. (For details, see
the appendix.) First, the agency analyzed the tax
benefit that hypothetical taxpayers would receive
in 2019 and 2026 under current law to illustrate
how the various provisions contribute to that
benefit and how those contributions vary by a
dependent’s age and relationship to the taxpayer
as well as by taxpayers’ income and marital

status. Second, CBO simulated the tax benefits

of dependents for a nationally representative
sample that reflects the distribution of income and
dependents among taxpayers in 2019. To estimate
the tax benefit that the same sample would receive
under the 2026 tax rules, the agency adjusted the
tax parameters that will, under current law, be in

place that year to remove the effects of inflation
and income growth between 2019 and 2026.

In addition, CBO analyzed the effects of three
policy options related to the tax benefit of
dependents, all of which would simplify the tax
code. The agency simulated the distribution of the
dependent tax benefit under each of the options

in both 2019 and 2026 and compared the results
with the estimates for those years under current
law to see how much the options would increase
or decrease the tax benefit for taxpayers in different
income groups.

Who Is a Dependent?

A taxpayer can typically claim a qualifying child

or qualifying relative as a dependent. Generally, a
qualifying child is one who is under the age of 19,
lives with the taxpayer for over half the year, and
does not provide more than half of his or her own
support for the year. Someone who does not meet
those requirements may instead be a qualifying
relative. To be a qualifying relative, a person must
be related to the taxpayer or live with the taxpayer
for the entire year, have gross income that does not
exceed a specified threshold, and receive more than
half of his or her support from the taxpayer. Some
provisions related to dependents have additional
eligibility criteria.
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What Are the Major Provisions That Affect
Taxpayers With Dependents in 2019 and 2026?
Several provisions of the federal tax code, many of
which were altered by the 2017 tax act, define how
dependents affect taxpayers’ filing status, credits,
and exemptions. For this analysis, CBO focused
on the following:

® Head-of-Household Filing Status. A single
or separated taxpayer with dependents may
be eligible to file as a head of household. A
head of household receives a larger standard
deduction than a taxpayer who files as single,
and a greater share of his or her income is taxed
at a lower rate.

® FEarned Income Tax Credit. The amount of the
credit taxpayers receive is based on the number

of qualifying children they claim.

8 Child Tax Credit. The credit is available to
taxpayers with qualifying children younger
than 17. The 2017 tax act temporarily
expanded the credit, doubling the size of the
credit and raising the income thresholds to
allow people with higher income to claim it.
That expansion expires at the end of 2025.

® Credit for Other Dependents. The 2017 tax
act introduced the credit, which allows
taxpayers to claim a credit for dependents who
do not meet the requirements for the child

tax credit. The credit will expire at the end of
2025.

8 Dependent Exemptions. The 2017 tax
act suspended the personal exemption for

dependents (hereafter referred to as dependent
exemptions) until the end of 2025.

What Are the Main Factors That Determine the
Tax Benefit of Having Dependents?

The tax benefit of having dependents is not uni-
form for all taxpayers. Rather, the benefit is deter-
mined by several characteristics of the taxpayer

and the dependent.

® Marital Status of Taxpayer. Most married

couples with dependents file jointly; single or
separated taxpayers with dependents can file as
single but typically file as a head of houschold.
The income levels at which the tax credits and
dependent exemptions begin to phase out are
lower for single and head-of-household filers
than they are for married couples filing jointly.

® Income of Taxpayer. The value of
nonrefundable credits and exemptions rises as
taxpayers income increases, and those benefits
phase out for taxpayers with income above
specified thresholds. In addition, taxpayers who
pay the alternative minimum tax (AMT)—
generally, higher-income taxpayers—do not
benefit from the head-of-household status or
dependent exemptions.

® Age of Dependent. Dependent children
younger than 17 who meet certain conditions
qualify taxpayers for the child tax credit. To
make a taxpayer eligible for a larger EITC,
dependent children generally must be younger
than 19. The other dependent-related tax
provisions described in this report have no age
restrictions.

8 Relationship of Dependent to Taxpayer. To
qualify a taxpayer for a larger EITC or the child
tax credit, a dependent must be the child of the
taxpayer or related in one of a few other ways
specified under the tax code. For the taxpayer
to claim head-of-household filing status, the
dependent must be related to the taxpayer and
meet certain other requirements.

How Will the Tax Benefit of Having Dependents
Be Distributed Among Taxpayers Under the
2019 and 2026 Tax Rules?

CBO estimates that taxpayers with dependents
will receive an average tax benefit of $3,800 for
2019. Under the rules that will be in place in
2026 after the expiration of certain provisions of
the 2017 tax act, that average benefit would fall

to $2,800, mainly because of the smaller child tax
credit, CBO estimates. Taxpayers whose adjusted
gross income (AGI) for 2019 is between $15,000
and $24,999—and who are thus likely to be
eligible for the EITC—are projected to receive the
largest tax benefit from dependents, on average.
The average benefit gradually declines at higher
income levels as the EITC and then the child tax
credit phase out.

To account for differences in family size, CBO also
examined the tax benefit per dependent (the tax-
payers’ total tax benefit from dependents divided
by the number of dependents). That measure
follows the same pattern across the income dis-
tribution as the total tax benefit of having depen-
dents. CBO estimates that the average benefit

per dependent for 2019 will be $2,300 (sce the
figure on page 3). Because only children younger
than 17 are eligible for the child tax credit, the
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Average Tax Benefit per Dependent, 2019 and 2026
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Source: Congressional Budget Office, using data from the Census Bureau and the Internal Revenue Service.

The tax benefit of having dependents is the reduction in a taxpayer’s income tax liability stemming from dependent-related tax
provisions. The tax benefit per dependent is calculated as the tax liability that the taxpayer would have without dependents minus the
taxpayer’s tax liability with dependents, divided by the number of dependents in the family.

The tax parameters that will be in effect in 2026 under current law have been adjusted to account for inflation and income growth
between 2019 and 2026. The income groups reflect adjusted gross income as calculated under the 2019 tax rules.

average tax benefit per child younger than 17 in
2019 is greater than the average benefit for other
dependents—$2,800 per child compared with
$1,000 per other dependent. If the rules in effect
in 2026 (after the expansion of the child tax credit
expires) were in place in 2019, the average per-
dependent tax benefit for all dependents would fall
to $1,700, and the difference between the average

benefit per child and the average per other depen-
dent would narrow, CBO estimates.

Among taxpayers with similar income, the tax
benefit per dependent varies because of differences
in eligibility for the various provisions. The factor
that accounts for the wide variation in the tax
benefit per dependent for lower-income taxpayers

is whether they have children who make them
eligible for a larger EITC. The variation gener-
ally narrows among taxpayers in higher-income

groups, who are not eligible for the EITC.

The variation in the tax benefit per dependent
among taxpayers with similar income will decrease
in 2026 after certain provisions of the 2017 tax
act expire. Changes in the child tax credit, in
particular, will reduce that variation: The max-
imum amount of the credit will be lower, and

the credit will phase out at much lower income
thresholds. Thus, differences between the tax
benefit of children younger than 17 and that of
other dependents will be smaller in 2026 than
they are estimated to be in 2019. In addition,
dependent exemptions will once again be allowed.
Those exemptions will reduce taxable income by
the same amount for all dependents (though the
reduction in tax liability depends on the taxpayer’s
marginal tax rate).

How Would Policy Changes Affect the

Tax Benefit of Having Dependents?

When designing provisions that account for the
dependents whom a taxpayer supports, policy-
makers attempt to balance several competing
goals, including keeping the federal government’s
costs of providing dependent benefits down,
ensuring that taxpayers with similar income have

a similar tax burden, and facilitating taxpayers’
compliance with the tax code. For this report,
CBO analyzed the following options that illustrate
different ways of simplifying the array of tax provi-
sions available to taxpayers with dependents:
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® Raise the age limit for the child tax creditto 19~ ® Policymakers have established certain add complexity to the tax code, and phasing out
(or 24 for full-time students) to match the age requirements related to age, relationship, assistance as income rises could affect people’s
limit used for the EITC; income, and support that must be met before decisions about working, saving, or other eco-
a taxpayer can claim another person as a nomic activities.
® Replace the credit for other dependents dependent.
and dependent exemptions with an indexed Size of the Benefit. Reductions in tax liability
dependent credit; and ® Taxpayers who claim dependents are eligible increase a taxpayer’s resources and make families
to receive certain tax benefits under several better off. For example, researchers have found that
® Eliminate the head-of-household filing status. provisions of the federal income tax code, expansions in refundable tax credits, particularly
including the head-of-household filing status, the EITC, have had positive effects on health,
Those approaches would alter both the average certain tax credits, and dependent exemptions. educational attainment, and labor market out-
tax benefit of having dependents and the distribu- comes.” The reductions in tax liability stemming
tion of that benefit among taxpayers. Raising the Although many of the specific tax benefits for from dependent-related provisions at least partially
age limit for the child tax credit would increase dependents were changed by the 2017 tax act, account for the differences in people’s ability to
the tax benefit of having dependents for taxpay- those changes will expire at the end of 2025, so pay taxes that arise from their differing family
ers with older children. Replacing the credit for under current law, the tax rules in 2026 will differ obligations.?
other dependents and dependent exemptions with significantly from those that were in place in 2019.

a credit equal to 15 percent of the dependent
exemption would reduce the benefit that taxpayers ~ Policy Considerations

2. See Hilary Hoynes and Jesse Rothstein, Zax Policy

in higher-income tax brackets receive. Eliminating Policymakers face various tradeoffs when designing Towards Low-Income Families, Working Paper 22080
the head-of-household filing status would reduce tax provisions to account for taxpayers’ taking care (National Bureau of Economic Research, March 2016),
the benefit for single taxpayers who support of dependents. The design of the benefit—its size, www.nber.org/papers/w22080; William N. Evans
dependents. its eligibility requirements, and how it is phased and Craig L. Garthwaite, “Giving Mom a Break:
. . . The Impact of Higher EITC Payments on Maternal
out at higher income levels—affects its cost to the Health” Americar, E. , , o
. ealth,” American Economic Journal: Economic Polzcy,
Background government, the complexity of the tax code, how vol. 6, no. 2 (May 2014), pp. 258-290, heeps//
To account for differences in taxpayers’ family taxpayers with similar income are treated, and the doi.org/10.1257/pol.6.2.258; Gordon Dahl and
situations, policymakers have created several pro- incentives that people face. The design also reflects Lance Lochner, “The Impact of Family Income on Child
visions in the federal individual income tax code policymakers’ decisions to provide assistance to Achievement: Evidence From The Earned Income Tax
that provide a tax benefit to taxpayers who have families through the tax system instead of through Credit,” American Economic Review, vol. 102, no. 5
. . . (August 2012), pp. 1927-1956, http://doi.org/10.1257/
dependents. The following background informa- separate transfer programs. (Because in most cases, 261.102.5.1927; and Raj Chetty, John N. Friedman, and
tion is useful for understanding that benefit: assistance could be provided through the transfer Jonah Rockoff, New Evidence on the Long-Term Impacts
system or the tax system and would increase recip- of Tax Credits, Statistics of Income Working Paper Series
® When designing provisions, policymakers ients’ resources either way, it is typically helpful for (Internal Revenue Service, November 2011), hteps://
must weigh several aspects of a given policy, policymakers to consider the two systems together; go-usa.gov/xVszy.
including how it will affect federal revenues, however, transfer payments are outside the scope 3. For example, the child tax credit was enacted to lessen tax
the complexity of the tax code, and people’s of this analysis.) Those many considerations can liability to reflect a family’s reduced ability to pay taxes as
incentives to work or save. conflict with one another. For example, minimiz- the size of the family increases. See Joint Committee on

ine costs to the sovernment by tarecting benefits Taxation, General Explanation of Tax Legislation Enacted
& & Y tafgeting in 1997 (December 1997), p. 6, https://go.usa.gov/

to families who meet specific requirements could xp6Wh.
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Eligibility Requirements. To limit costs to the
government, policymakers can restrict benefits

to taxpayers who meet various requirements.
Those requirements can add complexity to the tax
system.* For example, some taxpayers might need
to do additional recordkeeping or calculations

to determine whether they can claim head-of-
household filing status. It might also be difficult
for the Internal Revenue Service to verify that
some of those requirements have been met.

Because eligibility for certain tax benefits is based
on nonfinancial characteristics of the taxpayer or
dependent, federal income tax liability can vary
among taxpayers with similar income. Analysts
disagree about whether such variation is fair. Some
argue that the variation at least partially accounts
for differences in people’s ability to pay taxes that
arise because of the increased expenses associated
with having dependents. Others assert that fami-
lies choose to spend their income differently from
how other taxpayers spend theirs and that the tax
system should not favor taxpayers who spend their
income on any particular goods or services.

In addition, provisions that provide benefits to tax-
payers with dependents can make the system more
or less progressive. Under a progressive income

4. For a discussion of how the complexity of the EITC
affects improper payments and participation rates, sce
Department of the Treasury, Agency Financial Report,
Fiscal Year 2017 (November 2017), Part 3, Section E,
pp. 174-188, https://go.usa.gov/xVFs8 (PDE 12.7 MB);
and Janet Holtzblatt and Janet McCubbin, “Issues
Affecting Low-Income Filers,” in Henry J. Aaron and Joel
Slemrod, eds., 7he Crisis in Tax Administration (Brookings
Institution Press, 2004), pp. 148-200.

tax system, the average tax rate generally increases
as taxpayers income increases. An example of a
provision that alters the tax code’s progressivity is
the age limit for a qualifying child, which is higher
for full-time students than it is for other children.
Because college attendance is correlated with fam-
ily income, higher-income taxpayers with children
in college can receive a greater reduction in their
tax burden than lower-income taxpayers with
children who are not in school; thus, the provision
makes the tax code less progressive.

Phaseouts. Policymakers can also constrain costs
or target assistance to families with fewer resources
by reducing benefits for higher-income taxpayers.
How a benefit phases out affects the marginal tax
rate—the percentage of an additional dollar of
earnings that is paid in taxes.’ The rate at which a
benefit phases out increases the marginal tax rate
because an additional dollar of earnings results

in a reduction in the tax benefit and a larger tax

liability.

By reducing the compensation a worker retains,
the phaseout of tax benefits can affect people’s
incentives to work: People tend to respond to
higher marginal tax rates by working fewer hours
or choosing not to participate in the labor force at
all, whereas people respond to lower marginal tax

5. On marginal tax rates, see Congressional Budget Office,
Marginal Federal Tax Rates on Labor Income: 1962 to
2028 (January 2019), www.cbo.gov/publication/54911,
and Effective Marginal Tax Rates for Low- and Moderate-
Income Workers in 2016 (November 2015), www.cbo.gov/
publication/50923.

rates by increasing their working hours or return-
ing to the labor force.

A benefit can be phased out gradually over a broad
income range or more quickly over a narrower
income range. Marginal tax rates are lower when
the first approach is adopted than they are when
the second approach is used.

The size of the benefit also affects the marginal tax
rate. Over the same income range, phasing out a
larger benefit leads to a higher marginal tax rate
than does phasing out a smaller benefit.

Types of Dependents

Typically, a dependent is someone who lives with
and is supported by the taxpayer, though some
provisions have additional eligibility requirements.
A person can be claimed as a dependent by

only one taxpayer in a given year.® In general, a
dependent can be classified as one of two types—
either a qualifying child or a qualifying relative. To
qualify as either type of dependent, a person must
meet the relationship, age, residency, and support
requirements specific to that category.

6. Some further restrictions determine who can claim a
dependent and who can be claimed as a dependent.
Taxpayers who themselves can be claimed as a dependent
by another taxpayer cannot claim any dependents. In
addition, a dependent must be a U.S. citizen, resident
alien, or national (an individual who, if not a U.S.
citizen, was born either in American Samoa or in the
Commonwealth of the Northern Mariana Islands) or be a
resident of Canada or Mexico. A married person who files
a joint return cannot be claimed as a dependent unless
that return is filed only to claim a refund of withheld
income tax or estimated tax payments.


https://go.usa.gov/xVFs8
http://www.cbo.gov/publication/54911
http://www.cbo.gov/publication/50923
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Qualifying Child. Generally, a qualifying child

must meet four tests:

® Relationship—The child must be the taxpayer’s

son, daughter, sibling, foster child, or a
descendant of one of them.

® Age—The child must be under the age of 19
(or 24 if a full-time student) at the end of the
year and younger than the taxpayer. The child
can be of any age if he or she is permanently

and totally disabled.

® Residency—The child must live with the
taxpayer for over half the year. For some

provisions, however, that residency test may be
waived for noncustodial parents if the custodial

parent waives his or her claim.”

® Support—The child must provide less than half
of his or her own financial support for the year.

Additional rules are used to ensure that a child is

claimed as a qualifying child by only one taxpayer.

In cases of divorced or separated parents, if the

child lives with each parent for half of the year and

both parents attempt to claim the child, the child
is deemed to be a qualifying child for the parent
with the higher AGI.

Qualifying Relative. A person who does not meet

the requirements to be a qualifying child for any

7. For tax purposes, the custodial parent is the parent with
whom the child lived for the greater number of nights
during the year.

taxpayer may instead be a qualifying relative if he
or she meets the following requirements:

® Residency or relationship—The person must
either be related to the taxpayer in one of many
specified ways (including child, sibling, parent,
and grandparent) or, if unrelated, live with the
taxpayer all year.

® Age—There is no age requirement; a person of
any age can be a qualifying relative.

® Support—More than half of the person’s total
support for the year must be provided by the
taxpayer claiming the person as a dependent.
Total support includes expenses for food,
lodging, clothing, education, medical and
dental care, recreation, transportation, and
other necessities. If no single taxpayer meets
the support test, a taxpayer who provides
more than 10 percent of the person’s support
can claim the person as a dependent as long
as everyone else who provides more than
10 percent of the person’s support agrees.

® Income—The person’s gross income must be
less than a specified amount ($4,200 in 2019).8

Major Tax Provisions That Affect

Taxpayers With Dependents

Taxpayers’ filing status, credits, and exemptions
are affected by dependents under the following
provisions of the federal income tax code:

8. 'That amount is based on the personal exemption for
dependents that was in place before 2018 and is indexed
to account for inflation.

® A single taxpayer with dependents may be
eligible to file as a head of household, which
provides a larger standard deduction than the
single filing status and lower tax rates that
apply to a greater share of income than the
single filing status.

® The amount of the EITC increases with the
number of qualifying children a taxpayer can
claim.

® The child tax credit, which was temporarily
expanded by the 2017 tax act, is available to
taxpayers with qualifying children younger
than 17.

® A credit for other dependents, which was
introduced by the 2017 tax act, is available for
the next several years but expires at the end of
2025.

® Dependent exemptions were temporarily
suspended by the 2017 tax act but will be
restored in 2026.

Other provisions of the federal individual income
tax code pertain to the tax treatment of depen-
dents, but they are not included in this analysis
because they depend on other choices made by
taxpayers and are less widely used than those in
this analysis. Examples of such provisions include
the child and dependent care credit, the premium
tax credits for certain health insurance coverage,
and tax credits for educational expenses. The tax
treatment of a dependent’s income is also excluded
from this analysis.
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Head-of-Household Filing Status. To file as a
head of household, a single or separated taxpayer
generally must live with a qualifying person—
either a qualifying child or a qualifying relative
who is related to the taxpayer—for over half of
the year and pay more than half of the costs of
maintaining the home.” Not all dependents qual-
ify taxpayers for head-of-household filing status:
An unrelated dependent (such as a cohabitating
partner) is not a qualifying person. The costs of
maintaining the home for the purposes of qualify-
ing as a head of household include rent, mortgage
interest, property taxes, and utilities—a more
limited list of expenses than that considered in the
support test for qualifying relatives.

About 44 percent of taxpayers with dependents in
2019 will claim head-of-household status when
they file their returns, and that filing status will
reduce total tax liabilities of single filers with
dependents by about $18 billion, CBO estimates.
The standard deduction for a head of household
for 2019 is $18,350; the 12 percent statutory tax
bracket begins at $13,850 and the 22 percent
bracket at $52,850 (see the table on page 8).

A taxpayer whose status is single has a smaller
standard deduction and enters the 12 percent
and 22 percent statutory brackets at lower levels
of taxable income. (The other statutory brackets
generally start at the same income levels for both

single and head-of-household filers in 2019.)

9. Taxpayers can also file as a head of household if they paid
more than half of the costs of maintaining a parent’s main
home during the year and if they can claim that parent
as a dependent, even if the parent did not live with the
taxpayer.

The amount of the standard deduction and the
income levels at which the tax brackets begin are
indexed—that is, adjusted to account for inflation.
Some other tax provisions have income thresholds
that are higher for head-of-household filers than
for single filers (the thresholds for the phaseout

of personal exemptions, for example).'? Because
taxpayers filing status determines both the tax
rates that apply and their tax liability, it interacts
with the dependent exemption and nonrefundable
credits.

Earned Income Tax Credit. Low- and moder-
ate-income workers with qualifying children are
eligible for a much larger credit than taxpayers
with the same income who do not have qual-
ifying children.'! To be eligible, a taxpayer’s
earnings, AGI, and investment income must be
below certain thresholds. The main features of the
EITC—the maximum amount of the credit, the
rate at which it phases in and out, and the income
thresholds that define the phase-in and phaseout
ranges—depend on the number of qualifying
children the taxpayer claims.'? Those features are

10. For details on the tax parameters that vary by filing status,
see Congressional Budget Office, “Tax Parameters and
Effective Marginal Tax Rates” (supplemental material
for The Budget and Economic Outlook: 2019 to 2029,
January 2019), www.cbo.gov/publication/54918.

11. To be considered a qualifying child for the EITC, a
dependent does not need to meet the support test
discussed above—that is, the child can provide more than
half of his or her own support and be a qualifying child if

they meet the other conditions.

12. For more on the EITC and child tax credit, see
Congressional Budget Office, Refundable Tax Credits
(January 2013), www.cbo.gov/publication/43767.

generally the same for all taxpayers, regardless of
their filing status. (The exception is that for mar-
ried couples filing jointly, the income threshold
at which the EITC begins to phase out is higher
than the threshold for other groups.) The credit

is refundable: If the amount of the credit exceeds
the taxpayer’s other income tax liability, the excess
is paid as a refund. The income thresholds are
indexed for inflation.

The maximum credit amount for a taxpayer
without qualifying children for 2019 is $529. The
maximum credit amount increases to $3,526 for a
taxpayer with one qualifying child, to $5,828 for

a taxpayer with two qualifying children, and to
$6,557 for a taxpayer with three or more qualify-
ing children. CBO estimates that about 36 percent
of taxpayers with dependents will claim the EITC
on their 2019 return and that total tax liabilities
(net of any outlays for the refundable portion of
the credit) would be $64 billion higher if those
taxpayers’ EITC was calculated as though they had
no qualifying children.

In 2026, after the lower statutory tax rates and the
increased standard deduction implemented under
the 2017 tax act expire, most taxpayers tax liabil-
ity will increase. As a result, although the 2017 tax
act did not make direct changes to the EITC, the
allocation of the effect of the EITC between fed-
eral outlays (the portion of the credit paid by the
government as a refund) and revenues (the portion
applied toward income tax liability) will change.

13. The 2017 tax act changed the measure of inflation used
to adjust certain tax parameters, including the income


https://www.cbo.gov/publication/54918
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Tax Brackets and Standard Deduction, by Filing Status, 2019

Dollars
Taxable Income at Which Statutory Tax Rate Begins
Standard
10 Percent 12 Percent 22 Percent 24 Percent 32 Percent 35Percent 37Percent Deduction
Single 0 9,700 39,475 84,200 160,725 204,100 510,300 12,200
Head of Household 0 13,850 52,850 84,200 160,700 204,100 510,300 18,350
Married Filing Jointly 0 19,400 78,950 168,400 321,450 408,200 612,350 24,400

Source: Internal Revenue Service.

To calculate taxable income, taxpayers subtract either the standard deduction or itemized deductions from their adjusted gross income.

Child Tax Credit. For 2019, taxpayers can receive
a partially refundable credit of $2,000 for each
qualifying child under the age of 17.* Individuals
whose tax liability before certain tax credits is less
than the child tax credit can receive a refundable
credit of up to $1,400 per child that is equal

to 15 percent of their earnings above $2,500.
Alternatively, taxpayers who have three or more
children can calculate the refundable portion of
their credit as the difference between the payroll

thresholds for the phase-in and phaseout ranges of the
EITC and the investment income limit.

14. A qualifying child for the child tax credit is not
necessarily a qualifying child for the EITC. For the child
tax credit, a custodial parent may waive his or her claim
to the noncustodial parent, but the larger EITC can only
be claimed by the custodial parent. For 2018 to 2025, a
child must have a valid Social Security number for the
taxpayer to qualify for the child tax credit; thereafter, an
Individual Taxpayer Identification Number will suffice.
For a taxpayer to qualify for a larger EITC, a child must
have a valid Social Security number.

taxes for Social Security and Medicare that they
paid and the EITC; they can take the larger of the
two refundable amounts.

For 2019, the total credit amount from the child
tax credit and credit for other dependents phases
out at a rate of 5 percent for single taxpayers
whose income exceeded $200,000 in 2019 and
for married taxpayers filing jointly whose income
exceeded $400,000. That is, the total credit
amount is reduced by $50 for each $1,000 of
income above those thresholds. Neither the credit
amount nor the income thresholds are indexed
for inflation. CBO estimates that 73 percent of
taxpayers with dependents will claim the child tax
credit on their 2019 return and that without that
credit, total tax liabilities (net of outlays) for the
year would be $117 billion higher.

The expansion of the child tax credit will expire
at the end of 2025. The amount of the credit will
drop to $1,000 for each qualifying child younger

than 17, and the income thresholds at which

the credit begins to phase out will decrease from
$200,000 to $75,000 for single filers and from
$400,000 to $110,000 for joint filers. In addition,
the income threshold at which the credit becomes
partially refundable will rise from $2,500 to
$3,000.

Credit for Other Dependents. For 2019, taxpay-
ers can receive a nonrefundable credit of $500

for each dependent who does not qualify for the
child tax credit."” The combined credit from the
child tax credit and credit for other dependents
phases out at a rate of 5 percent for single taxpay-
ers whose income exceeded $200,000 in 2019 and
for married taxpayers filing jointly whose income
exceeded $400,000. Neither the credit amount nor
the income thresholds are indexed for inflation.
CBO estimates that about 18 percent of taxpayers
with dependents will claim the credit for other
dependents on their 2019 return and that total
tax liabilities will be reduced by $9 billion. The
credit for other dependents will expire at the end
of 2025.

Dependent Exemptions. The temporary suspen-
sion of personal and dependent exemptions will
expire at the end of 2025. In 2026, a taxpayer will
be able to exclude $4,950 of income from taxation

15. Taxpayers whose dependents are children younger than
17 who do not have a valid Social Security number are
ineligible for the child tax credit, but they can receive
the credit for other dependents. In addition, a custodial
parent may waive his or her claim to the credit for other
dependents to the noncustodial parent.
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for each dependent, CBO projects.'® The reduc-
tion in tax liability from an exemption is equal

to the taxpayer’s marginal tax rate applied to the
exemption amount. As a result, the value of the
exemption interacts with a taxpayer’s filing status
and generally increases as income and tax rates
rise. The exemption amount is indexed to account
for inflation.

Two provisions will reduce the value of dependent
exemptions for higher-income taxpayers. First,

in 2026, the exemptions are projected to start to
phase out when a head of household’s income
exceeds $348,150 or joint filers’ income exceeds
$379,800. The exemptions are projected to fully
phase out when a head of household’s income
reaches $470,650 or joint filers’ income reaches
$502,300. Second, taxpayers who face the
alternative minimum tax do not benefit from
dependent exemptions. The AMT is a parallel
income tax system with fewer exemptions,
deductions, credits, and rates than the regular
income tax system. Taxpayers must calculate the
amount they owe under both the AMT and the
regular income tax systems and pay the larger of
the two amounts. Because exemptions reduce tax
liability before credits are applied, taxpayers with
many dependents are more likely to face the AMT

16. A custodial parent may waive his or her claim to the
dependent exemption to the noncustodial parent.

than are taxpayers who have similar income but
fewer dependents.!”

CBO estimates that if the 2026 tax rules had been
in effect in 2019, 98 percent of taxpayers with
dependents would claim a dependent exemption

and that the exemption would lower total tax
liabilities for 2019 by $101 billion.

Provisions That Are Not Included in This
Analysis. Other provisions of the individual
income tax code that are associated with depen-
dents are not analyzed in this report because they
depend on additional choices made by the tax-
payer and are less widely used. For example, the
child and dependent care tax credit and the exclu-
sion for employer-provided child and dependent
care are based on a taxpayer’s work and child care
arrangements. The premium tax credit is another
credit that increases with the number of family
members, but it is available only to taxpayers
who purchase health insurance coverage through
the marketplaces established by the Affordable
Care Act. Tax credits for higher education would
probably increase the tax benefit of having older

17. The 2017 tax act temporarily increased the AMT
exemption amount and limited itemized deductions.
Those changes reduced the percentage of taxpayers
that will be affected by the AMT for 2019 and those
taxpayers AMT liability.

dependents enrolled in college, but they are also
excluded from this analysis.'®

State individual income taxes may also contribute
to the tax benefit of having dependents, but this
analysis is limited to federal taxes. Federal income
taxes can affect state income taxes because states
often conform their individual income tax to the
federal income tax. For instance, some states use
federal taxable income as the basis for state taxable
income, so a reduction in federal taxable income
from the dependent exemption reduces a taxpay-
er’s state tax liability as well. States that set their
EITC as a percentage of the federal EITC also pro-
vide a larger EITC to workers with children than
they do to other workers.

18. For a discussion of the tax preferences available to
students pursuing higher education, see Congressional
Budget Office, Distribution of Federal Support for
Students Pursuing Higher Education in 2016 (June 2018),
www.cbo.gov/publication/53732. In this analysis, the tax
benefit of having dependents includes the higher age limit
for qualifying children that applies to full-time students.


https://www.cbo.gov/publication/53732

Factors That Determine the Value of the
Tax Benefit of Having Dependents

The amount of the tax benefit that taxpayers
receive for having dependents varies on the basis
of certain characteristics of the taxpayer and
dependent.

The exhibits in this section show how various tax
provisions contribute to the tax benefit of having
dependents and how that benefit varies by selected
characteristics under current law. Because certain
provisions of the 2017 tax act expire at the end

of 2025, the exhibits show the provisions’ effects
on hypothetical taxpayers in 2019 alongside their
effects in 2026. Most of the exhibits focus on

the tax benefit of having dependents for married

taxpayers because most children live with their
parents. Almost 40 percent of tax returns are filed
by married couples filing jointly, and about half
of joint filers have dependents. In most of these
exhibits, the tax benefit of having one dependent
is shown; families who have two or more children
would receive a greater total tax benefit.

The hypothetical taxpayers whose tax benefits
are analyzed in these exhibits differ slightly from
exhibit to exhibit, but all share some characteris-
tics. In all cases, the taxpayers” income is entirely
from wages (including salaries). The taxpayers
have itemized deductions worth 8 percent of

income in 2019 and 18 percent of income in 2026
(after the cap on the deduction for state and local
taxes expires), and they claim the greater of those
deductions or the standard deduction. (The 8 per-
cent and 18 percent values are CBO’s projections
of the average ratio of itemized deductions to
income for taxpayers who itemize on their 2019
and 2026 returns.) Mortgage interest and chari-
table contributions (which are deductible under
the AMT) account for 60 percent of the item-
ized deductions, and state and local taxes (which
are not deductible under the AMT) account for
40 percent.
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Exhibit 1.

Contributions of Selected Provisions to the Tax Benefit of Having a Dependent Child for a
Married Couple Filing Jointly, 2019 and 2026

Dollars
2019
6,000
5,000
4,000 F Earned Income
Tax Credit
3,000
Child Tax Credit
2,000
1,000
0
0 50 100 150 200 250 300 350 400 450
2026

6,000
5,000
4,000

3,000
Dependent

2,000 Exemption

1,000

0 50 100 150 200 250 300 350 400 450

Adjusted Gross Income (Thousands of dollars)

Source: Congressional Budget Office.

The tax benefit of having dependents is the reduction in a taxpayer’s income tax liability stemming from dependent-related tax provisions.

It is calculated as the tax liability that the taxpayer would have without dependents minus the taxpayer’s liability with dependents.

This exhibit illustrates the tax benefit that a hypothetical taxpayer—a married couple filing jointly—would receive at different

income levels. The couple has one dependent—a qualifying child younger than 17. All of the couple’s income is from wages. They

have itemized deductions worth 8 percent of income in 2019 and 18 percent of income in 2026, and they claim the greater of

those deductions or the standard deduction. Mortgage interest and charitable contributions account for 60 percent of the itemized

deductions, and state and local taxes account for 40 percent.

Values for 2026 are in nominal dollars.

The relative effects of provisions that contribute
to the tax benefit of having a child younger than
17 vary on the basis of a taxpayer’s income. For
taxpayers with low levels of income, the benefit
stems mainly from the EITC, but as income
increases, the EITC phases out and the child tax
credit phases in. The full amount of the child tax
credit is available when a taxpayer’s tax liability
equals or exceeds the nonrefundable portion of
the child tax credit (for the hypothetical couple
examined here, that occurs when their income
equals $31,000 in 2019); married couples filing
jointly are eligible for the full credit as long as
their income was less than $400,000 in 2019.

In 2026, the dependent exemption will con-
tribute to the tax benefit of having a child,
decreasing the share of the total dependent tax
benefit that stems from the child tax credit. The
reduction in tax liability from the exemption will
increase each time the taxpayer enters a higher
tax bracket. (In this example, the tax brackets
start when income equals $31,000, $53,000,
$131,000, and $245,000.) Because the reduc-
tion in tax liability from the exemption depends
on tax rates and because the rates will be higher
in 2026, the reductions in tax liability will be
greater than they would be under the 2019 tax
rates. For higher-earning taxpayers, the tax
benefit of having a child will be smaller in 2026
than it was in 2019 because taxpayers who must
pay the AMT do not benefit from the depen-
dent exemption. (In this example, the couple is
subject to the AMT before their income exceeds
the exemption’s phaseout threshold.) @

11
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Exhibit 2.

Contributions of Selected Provisions to the Tax Benefit of Having a Dependent Child for a
Single Taxpayer, 2019 and 2026

Dollars
2019
6,000 Earned Incc?me Child Tax Credit
Tax Credit
5,000

4,000
3,000

2,000 Head-of-Household Filing Status

1,000
0
0 50 100 150 200 250 300 350 400 450
2026
6,000

5,000
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3,000
2,000 Dependent Exemption

1,000

1 1 1 J

0 50 100 150 200 250 300 350 400 450

Adjusted Gross Income (Thousands of dollars)

Source: Congressional Budget Office.

The tax benefit of having dependents is the reduction in a taxpayer’s income tax liability stemming from dependent-related tax provisions.

It is calculated as the tax liability that the taxpayer would have without dependents minus the taxpayer’s liability with dependents.

This exhibit illustrates the tax benefit that a hypothetical taxpayer—a single taxpayer filing as a head of household—would receive at
different income levels. The taxpayer has one dependent—a qualifying child younger than 17. All of his or her income is from wages.
The taxpayer has itemized deductions worth 8 percent of income in 2019 and 18 percent of income in 2026, and he or she claims the
greater of those deductions or the standard deduction. Mortgage interest and charitable contributions account for 60 percent of the
itemized deductions, and state and local taxes account for 40 percent. The contribution of the head-of-household filing status was
calculated without the dependent exemption, and the contribution of the exemption was calculated using the head-of-household status.

Values for 2026 are in nominal dollars.

For single taxpayers, the head-of-household
filing status generally adds to the tax benefit of
having dependents. That status has no effect on
the size of the benefit for taxpayers at the lowest
income levels because their tax liability would be
zero even if they filed as single. But some heads
of household with higher income would face a
higher statutory tax rate if they instead filed as
single because the 12 percent and 22 percent
tax brackets begin at a lower income level for
the single status than they do for the head-of-
household status. Thus, in this example, the
benefit of head-of-household status increases
along with income when the hypothetical tax-
payer would be in a different tax bracket if he
or she filed as single. When the taxpayer would
be in the same bracket under either status,

the benefit—which in that case derives from
having a larger share of income taxed in lower
brackets—flattens out.

In 2026, the dependent exemption will also con-
tribute to the tax benefit of having dependents.
The taxpayer’s tax benefit declines when the
taxpayer’s income is high enough ($202,000 in
this example) that the taxpayer is subject to the
AMT because he or she has a dependent but
would face the regular income tax if not for that
dependent. The tax benefit drops to zero when
the taxpayer would be subject to the AMT even
if he or she filed as single rather than as a head of
household (when the taxpayer’s income reaches
$277,000 in this example) because the AMT
rules do not distinguish between those two
statuses or allow for dependent exemptions. @

12
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Exhibit 3.
The Tax Benefit of Having a Dependent Child, by Taxpayer’s Marital Status, 2019 and 2026

Dollars
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400 450

Source: Congressional Budget Office.

The tax benefit of having dependents is the reduction in a taxpayer’s income tax liability stemming from dependent-related tax provisions.

It is calculated as the tax liability that the taxpayer would have without dependents minus the taxpayer’s liability with dependents.

This exhibit illustrates the tax benefit that two hypothetical taxpayers—a single taxpayer filing as a head of household and a married
couple filing jointly—would receive at different income levels. Both taxpayers have one dependent—a qualifying child younger than
17. All of their income is from wages. They have itemized deductions worth 8 percent of income in 2019 and 18 percent of income
in 2026, and they claim the greater of those deductions or the standard deduction. Mortgage interest and charitable contributions
account for 60 percent of the itemized deductions, and state and local taxes account for 40 percent.

Values for 2026 are in nominal dollars.

The tax benefit of having dependents differs

for married and single taxpayers because of the
head-of-household filing status and differences
in how some other tax provisions are applied.
Although the amounts of the EITC and child
tax credit are the same for married and single
taxpayers, the credits phase out at lower income
levels for single taxpayers. In addition, under the
AMT system, the exemption amount for single
taxpayers is less than the exemption for married
couples filing jointly.

For 2019, among filers whose income was less
than $230,000, the dependent tax benefit is
generally greater for single taxpayers than it is for
married couples. Beginning at income of about
$230,000, married couples have the advantage
because single taxpayers are no longer eligible for
the child tax credit. But after the credit phases
out for married couples, the tax benefit of having
children is once again greater for single taxpayers
because they can still file as a head of household.

In 2026, the tax benefit of having a dependent
will generally be greater for single taxpayers,
though they will be subject to the AMT and

will lose that benefit at lower income levels than
married taxpayers. However, at very high income
levels (higher than those shown here), single tax-
payers with a child will calculate their tax liability
under the regular income tax system and be able
to file as a head of household. In this exam-

ple, when the single taxpayer’s income reaches
$680,000, he or she can file as a head of house-
hold and receive a tax benefit of $6,300. @
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Exhibit 4.
The Tax Benefit of the First Dependent, by Type of Dependent, 2019 and 2026

Dollars
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Source: Congressional Budget Office.

The tax benefit of having dependents is the reduction in a taxpayer’s income tax liability stemming from dependent-related tax provisions.

It is calculated as the tax liability that the taxpayer would have without dependents minus the taxpayer’s liability with dependents.

This exhibit illustrates the tax benefit that a hypothetical taxpayer—a married couple filing jointly—would receive at different income
levels. The couple has one dependent—a qualifying child younger than 17, a qualifying child 17 or older, or a qualifying relative. All
of the couple’s income is from wages. They have itemized deductions worth 8 percent of income in 2019 and 18 percent of income
in 2026, and they claim the greater of those deductions or the standard deduction. Mortgage interest and charitable contributions
account for 60 percent of the itemized deductions, and state and local taxes account for 40 percent.

Values for 2026 are in nominal dollars.

Because the eligibility requirements for tax pro-
visions differ, the benefit of having dependents
varies on the basis of the age of the dependent
and whether the dependent is a qualifying child
or relative of the taxpayer. The tax benefit of

a dependent child younger than 17 is greater
than the benefit of a dependent who qualifies
by other means because the child tax credit is
larger than the credit for other dependents and
partially refundable; thus, even taxpayers whose
tax liability is zero can receive a benefit. In addi-
tion, taxpayers who have a qualifying child can
claim a larger EITC than taxpayers who do not.
Taxpayers whose dependents are qualifying rela-
tives (for example, children age 19 or older) are
eligible only for the credit for other dependents,
which is nonrefundable and therefore does not
increase the tax benefit of having dependents
until a taxpayer’s income tax liability is greater
than zero.

In 2026, the benefit that taxpayers who claim

a dependent receive will still be greater if the
dependent is a child under 17 than if the depen-
dent qualifies by other means, although the
difference in the benefit derived from younger
children and from other dependents will narrow
because of the expiration of the expansion of
the child tax credit. In this example, the amount
of the credit shrinks to $1,000, and the credit
phases out completely when the taxpayer’s
income exceeds $130,000. At higher levels of
income, the dependent tax benefit stems solely
from the dependent exemption, which does

not distinguish between the different types of
dependents. @
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Exhibit 5.

The Tax Benefit of Having a Dependent Under the 2019 and 2026 Tax Rules,
by Type of Dependent

Dollars
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Source: Congressional Budget Office.

The tax benefit of having dependents is the reduction in a taxpayer’s income tax liability stemming from dependent-related tax provisions.

It is calculated as the tax liability that the taxpayer would have without dependents minus the taxpayer’s liability with dependents.

This exhibit illustrates the tax benefit that a hypothetical taxpayer—a married couple filing jointly—would receive at different income
levels. The couple has one dependent—a qualifying child younger than 17 or a qualifying relative. All of the couple’s income is from
wages. They have itemized deductions worth 8 percent of income in 2019 and 18 percent of income in 2026, and they claim the
greater of those deductions or the standard deduction. Mortgage interest and charitable contributions account for 60 percent of the
itemized deductions, and state and local taxes account for 40 percent.

The tax parameters that will be in effect in 2026 under current law have been adjusted to account for inflation and income growth
between 2019 and 2026.

For this exhibit, the tax parameters that will be
in place in 2026 were indexed to 2019 income
levels to remove the effects of inflation and real
income growth over those years and to allow for
a direct comparison of the 2019 and 2026 tax
rules.

For the hypothetical married couple with a child
younger than 17 whose dependent tax benefit is
illustrated in this exhibit, the benefit is generally
larger under the 2019 rules than it is under the
2026 rules because of the temporary expansion
of the child tax credit. Because neither the credit
amount nor the phaseout threshold is indexed
to account for inflation, the value of the credit
would diminish over time even without those
statutory changes.

For the couple with a qualifying relative,
whether the value of the benefit is greater

under the 2019 rules or under the 2026 rules
depends on their income. Under the 2019 rules,
the benefit stems from the credit for other
dependents, and the value of that credit is

the same—$500 per dependent—once the
couple’s tax liability exceeds $500 until their
income reaches the phaseout threshold. Under
the 2026 rules, the value of the benefit results
from the dependent exemption, which gener-
ally reduces the tax liability of a couple making
less than $263,000 by a larger amount than the
credit for other dependents would have reduced
it if that credit did not expire. Once the couple’s
income exceeds $263,000, they are required to
pay the AMT and therefore do not benefit from
the dependent exemption. @
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Exhibit 6.
The Tax Benefit of the First, Second, and Third Dependent Child, 2019 and 2026
Dollars
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Source: Congressional Budget Office.

The tax benefit of having dependents is the amount by which dependents reduce a taxpayer’s income tax liability. In this exhibit, the
tax benefit of each dependent is calculated as the increase in tax liability if the taxpayer had one less dependent.

This exhibit illustrates the tax benefit that a hypothetical taxpayer—a married couple filing jointly—would receive at different income
levels. The couple has three dependents, all of whom are qualifying children younger than 17. All of the couple’s income is from
wages. They have itemized deductions worth 8 percent of income in 2019 and 18 percent of income in 2026, and they claim the
greater of those deductions or the standard deduction. Mortgage interest and charitable contributions account for 60 percent of the
itemized deductions, and state and local taxes account for 40 percent.

Values for 2026 are in nominal dollars.

The tax benefit of each additional child differs
from the benefit of the previous child because
of the EITC and how different provisions phase
out. (This exhibit examines the tax benefit of
each child separately; a family’s total dependent
tax benefit is the sum of the benefit associated
with all of its dependents.) The tax benefit from
the EITC is generally higher for the first qualify-
ing child than it is for the second or third child.
(The total EITC does not increase after the third
qualifying child; none of the tax benefit of the
fourth child stems from the EITC.)

Unlike the EITC, the child tax credit is the
same amount for each child. The income level at
which it begins to phase out is also the same for
each child, but additional children increase the
income level at which the total credit phases out
completely. In this example, when the couple’s
income is between $50,000 and $400,000, they
receive the full amount of the credit for 2019.
The first $2,000 reduction in the credit amount
is allocated to the first child and the next
$2,000 reduction to the second.

In 2026, the dependent exemption will allow
the same amount to be deducted from taxable
income for each dependent. Because dependent
exemptions lower tax liability under the regular
income tax, a taxpayer with more dependents
will be subject to the AMT at a lower income
level than will taxpayers with fewer dependents.
Thus, in this example, the tax benefit of the third
child begins to decline at a lower income level
than does the tax benefit of the first or second

child. @
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Distribution of the Tax Benefit of Having Dependents

The exhibits in this section show how the tax
benefit of having dependents would be distrib-
uted among a nationally representative sample of
taxpayers with dependents under the 2019 and
2026 tax rules. To calculate that benefit, CBO
used its microsimulation tax model to estimate
income tax liabilities with and without the

dependent-related provisions in place. To account
for differences in the size of families, CBO divided
families” total dependent tax benefit by their num-
ber of dependents to get the average tax benefit
per dependent in each family. The sample reflects
income and demographic projections for 2019 so
that the analysis focuses on changes in tax law

rather than on other factors that might affect the
tax benefit of having dependents. CBO adjusted
the parameters of the tax system that will be in
place in 2026 under current law to be consistent
with 2019 income levels so that the 2019 and
2026 projections could be compared.
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Exhibit 7.

Distribution of Taxpayers With Dependents, by Marital Status and Income, 2019

Millions of Taxpayers

8 —

A Single Married

Less Than 15,000- 25,000— 35,000- 50,000- 75,000— 100,000- 150,000
15,000 24,999 34,999 49,999 74,999 99,999 149,999 or More

Adjusted Gross Income (Dollars)

Source: Congressional Budget Office, using data from the Census Bureau and the Internal Revenue Service.

To estimate the distribution of taxpayers with dependents by marital status and income in 2019, CBO used its microsimulation tax
model, a public-use sample of tax returns for 2010 from the Internal Revenue Service, and data from the Census Bureau’s 2011

Annual Social and Economic Supplement to the Current Population Survey.

Single taxpayers with dependents tend to have
fewer dependents and less income than married
taxpayers with dependents. Of taxpayers with
dependents in 2019, on average, single taxpay-
ers are estimated to claim 1.6 dependents and
married taxpayers 1.9 dependents. Of those
single taxpayers, 95 percent will report AGI of
less than $100,000, whereas 53 percent of the
married taxpayers will have AGI of less than that
amount, CBO estimates.

Different provisions contribute to the tax benefit
of having dependents for married and single tax-
payers. Most single taxpayers with dependents file
as a head of household, though the reduction in
tax liability stemming from that status is limited
for lower-income taxpayers. The percentage of
single taxpayers with dependents who will receive
the EITC is significantly larger than the percent-
age of married taxpayers with dependents who
will receive the credit—56 percent compared with
18 percent, CBO estimates. The child tax credit
and credit for other dependents are estimated

to benefit about the same proportion of single
taxpayers and married taxpayers. However, the
amounts received for claiming those credits will
vary by income. Taxpayers with very low income
tax liability will receive only a partial amount of
the credits because the refundable portion of the
child tax credit is capped and the credit for other
dependents is nonrefundable. 4
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Exhibit 8.
Average Tax Benefit per Dependent, 2019

Dollars
4,500
3,000 r
’ . Other
Children Dependents
Younger
Than 17
1,500
All
Dependents
0
Less Than 15,000- 25,000~ 35,000- 50,000- 75,000- 100,000- 150,000 All Income
15,000 24,999 34,999 49,999 74999 99,999 149,999 orMore Groups

Adjusted Gross Income (Dollars)

Source: Congressional Budget Office, using data from the Census Bureau and the Internal Revenue Service.

The tax benefit of having dependents is the reduction in a taxpayer’s income tax liability stemming from dependent-related tax
provisions. The tax benefit per dependent for all dependents is calculated as the tax liability that the taxpayer would have without
dependents minus the taxpayer’s tax liability with dependents, divided by the number of dependents in the family. To calculate the
benefit per child younger than 17, CBO divided the total reduction in the taxpayer’s tax liability attributable to such children by the
number of those children. To calculate the tax benefit per other dependent, the agency subtracted the benefit attributable to children
younger than 17 from the taxpayer’s total dependent benefit and divided any remaining benefit by the number of other dependents
that the taxpayer reported. That approach effectively assigned the benefit of the head-of-household filing status to children younger than 17.

The average tax benefit per dependent for 2019
is estimated to be $2,300. That amount reflects
the effects of the EITC, the child tax credit, the
credit for other dependents, and the head-of-
household filing status. The estimated tax benefit
per dependent is largest, on average, for taxpay-
ers whose AGI is between $15,000 and $24,999

and decreases as income increases.

For 2019, the average tax benefit of children
younger than 17 is estimated to be signifi-
cantly larger than the average benefit of other
dependents—$2,800 per child compared with
$1,000 per other dependent. That discrepancy
arises because most taxpayers with children
younger than 17 are eligible for the child tax
credit. The maximum amount of the child tax
credit, which is partially refundable, is $2,000,
whereas the maximum amount of the credit
for other dependents, which is nonrefundable,

is $500. @
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Exhibit 9.
Average Tax Benefit per Dependent, 2026

Dollars
4,500 -
3,000
Other
Dependents
Children
Younger
1,500 | Than 17
All
Dependents
0
Less Than 15,000- 25,000~ 35,000- 50,000- 75,000- 100,000- 150,000 All Income
15,000 24,999 34,999 49,999 74999 99,999 149,999 orMore Groups

Adjusted Gross Income (Dollars)

Source: Congressional Budget Office, using data from the Census Bureau and the Internal Revenue Service.

The tax benefit of having dependents is the reduction in a taxpayer’s income tax liability stemming from dependent-related tax
provisions. The tax benefit per dependent for all dependents is calculated as the tax liability that the taxpayer would have without
dependents minus the taxpayer’s tax liability with dependents, divided by the number of dependents in the family. To calculate the
benefit per child younger than 17, CBO divided the total reduction in the taxpayer’s tax liability attributable to such children by the
number of those children. To calculate the tax benefit per other dependent, the agency subtracted the benefit attributable to children
younger than 17 from the taxpayer’s total dependent benefit and divided any remaining benefit by the number of other dependents

that the taxpayer reported. That approach effectively assigned the benefit of the head-of-household filing status to children younger than 17.

The tax parameters that will be in effect in 2026 under current law have been adjusted to account for inflation and income growth
between 2019 and 2026. The income groups reflect adjusted gross income as calculated under the 2019 tax rules.

If the 2026 tax rules had been in place in 2019,
the estimated average tax benefit per dependent
would drop to $1,700. That estimate is lower
than the estimate in the previous exhibit because
certain provisions of the tax code—particularly
the expanded child tax credit—will expire at the
end of 2025. The 2026 estimate incorporates the
effects of the EITC, the child tax credit, and the
head-of-household filing status—all of which
are allowed under the 2019 rules—but it also
reflects the effects of the dependent exemption,
which cannot be claimed for 2019.

The difference between the tax benefit of chil-
dren younger than 17 and that of other depen-
dents is smaller under the 2026 rules because
the child tax credit is smaller and the phaseout
thresholds are lower, reducing the percentage of
taxpayers with dependents who receive the child
tax credit—from an estimated 73 percent under
the 2019 rules to an estimated 58 percent under
the 2026 rules. Overall, the average tax benefit
per child is estimated to be about $2,000, and
the average tax benefit per other dependent
about $1,000. The gap between those average
benefits is estimated to be wider for lower-
income taxpayers who are eligible for the EITC
and to narrow at higher income levels, after the
EITC and child tax credit phase out. The average
tax benefit per child younger than 17 is about
$800 less under the 2026 rules than it is under
the 2019 rules; the average benefit per other
dependent, however, is about the same under
both sets of tax rules. @
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Exhibit 10.
Average Tax Benefit per Family, 2019 and 2026

Dollars

6,000

5,000

4,000

3,000

2,000

1,000

Less Than 15,000- 25,000~ 35,000- 50,000- 75,000- 100,000- 150,000 All Income
15,000 24,999 34,999 49,999 74999 99,999 149,999 orMore Groups

Adjusted Gross Income (Dollars)

Source: Congressional Budget Office, using data from the Census Bureau and the Internal Revenue Service.

The tax benefit of having dependents is the reduction in a taxpayer’s income tax liability stemming from dependent-related tax provisions.

It is calculated as the tax liability that the taxpayer would have without dependents minus the taxpayer’s liability with dependents.

The tax parameters that will be in effect in 2026 under current law have been adjusted to account for inflation and income growth
between 2019 and 2026. The income groups reflect adjusted gross income as calculated under the 2019 tax rules.

The tax benefit of having dependents reflects
the number of dependents in the family and
their eligibility for various provisions. In 2019,
CBO estimates, 44 percent of taxpayers with
dependents had one dependent, 35 percent had
two, and 20 percent had three or more. On
average, taxpayers in the lowest-income group
had 1.5 dependents, and all other taxpayers had
1.8 dependents. Of taxpayers with dependents,
about two-thirds had at least one child younger
than 17.

The expiration of the temporary provisions of
the 2017 tax act will reduce the average tax
benefit of dependents. Whereas the average
benefit per family for 2019 is estimated to be
$3,800, if the 2026 rules had been in place, that
average would fall to $2,800. For taxpayers in
the lowest-income group, the average benefit

is estimated to be similar under the 2019 and
2026 tax rules. Under either set of rules, the

tax benefit of having dependents is greatest, on
average, for taxpayers whose AGI is between
$15,000 and $24,999 because that is the range
in which the EITC and child tax credit phase
in. The average benefit per family declines as
income increases and the EITC phases out.

At income levels above $150,000, the average
benefit per family is estimated to be significantly
lower under the 2026 rules than under the
2019 rules because of the phaseouts of the child
tax credit and the dependent exemption. @
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Exhibit 11.
Distribution of the Tax Benefit per Dependent, 2019
Percent
Tax Benefit per
Dependent (Dollars)
100 5,000 or More
4,000-4,999
80 3,000-3,999
60
2,000-2,999
40
1,000-1,999
20
Less Than 1,000
0

All Income

Less Than 15,000- 25,000- 35,000- 50,000- 75,000- 100,000- 150,000
15,000 24,999 34999 49,999 74999 99,999 149,999 or More Groups

Adjusted Gross Income (Dollars)

Source: Congressional Budget Office, using data from the Census Bureau and the Internal Revenue Service.

The tax benefit of having dependents is the reduction in a taxpayer’s income tax liability stemming from dependent-related tax
provisions. The tax benefit per dependent is calculated as the tax liability that the taxpayer would have without dependents minus the
taxpayer’s tax liability with dependents, divided by the number of dependents in the family.

The average tax benefit per dependent varies
widely by income—not only from one income
group to another but also within income groups.
The greatest variation occurs among taxpay-

ers whose AGI for 2019 is less than $50,000,
mainly because of differences in eligibility for the
EITC. Of taxpayers with AGI between $15,000
and $24,999, 10 percent are estimated to have
an average tax benefit per dependent of less than
$1,000, and 17 percent are estimated to have

an average benefit per dependent of $5,000 or
more.

For taxpayers with higher income, the average
tax benefit per dependent stems primarily from
the child tax credit. About half of taxpayers
whose AGI for 2019 is between $50,000 and
$149,999 are estimated to receive a tax benefit
per dependent of between $2,000 and $2,999;
in those income groups, taxpayers who file as a
head of household will receive the largest benefit
per dependent, on average. The phaseout of

the child tax credit lowers the average benefit
per dependent at higher income levels. The
share of taxpayers who receive a tax benefit per
dependent of less than $1,000 is estimated to be
largest for the group whose AGI is $150,000 or

more.
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Exhibit 12.
Distribution of the Tax Benefit per Dependent, 2026
Percent
Tax Benefit per
Dependent (Dollars)
100 4,000-4,999
3,000-3,999
80
2,000-2,999
60
1,000-1,999
40
20
Less Than 1,000
0
Less Than 15,000- 25,000- 35,000- 50,000 75,000— 100,000- 150,000 Al Income
15,000 24,999 34999 49,999 74,999 99,999 149,999 or More Groups

Adjusted Gross Income (Dollars)

Source: Congressional Budget Office, using data from the Census Bureau and the Internal Revenue Service.

The tax benefit of having dependents is the reduction in a taxpayer’s income tax liability stemming from dependent-related tax
provisions. The tax benefit per dependent is calculated as the tax liability that the taxpayer would have without dependents minus the
taxpayer’s tax liability with dependents, divided by the number of dependents in the family.

The tax parameters that will be in effect in 2026 under current law have been adjusted to account for inflation and income growth
between 2019 and 2026. The income groups reflect adjusted gross income as calculated under the 2019 tax rules.

In general, the tax benefit per dependent is
estimated to be smaller under the 2026 tax rules
than it is under the 2019 rules. For taxpay-

ers whose AGI is less than $35,000, the per-
dependent benefit would still vary widely within
each income group under the 2026 rules because
of the EITC. For taxpayers whose AGI is
between $35,000 and $149,999, the tax benefit
under the 2026 rules would stem from a combi-
nation of the head-of-household filing status, the
child tax credit, and the dependent exemption.

At higher levels of income, the share of taxpayers
estimated to receive a tax benefit of more than
$2,000 per dependent, on average, would shrink
under the 2026 rules, and the share whose
benefit is less than $1,000, on average, would
increase. In groups whose AGI is $100,000 or
more, the average benefit per dependent falls as
the number of taxpayers who file as a head of
household or claim benefits under other depen-
dent provisions shrinks. About one-quarter of
taxpayers with AGI between $100,000 and
$149,999 would receive the child tax credit,
CBO estimates. Of the taxpayers whose AGI is
$150,000 or more, none would receive the child
tax credit, and CBO estimates that about half
would pay the AMT, which does not allow for
dependent exemptions or the head-of-household
filing status. @
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Exhibit 13.
Middle 50 Percent of the Range of Values of the Tax Benefit per Dependent, 2019 and 2026

Dollars

5,000

4,000 r

2019
3,000
Median 2026
2,000 H l I
1,000 | I L H

Less Than 15,000- 25,000- 35,000- 50,000- 75,000 100,000- 150,000 All Income
15,000 24999 34999 49999 74999 99,999 149,999 orMore Groups

Adjusted Gross Income (Dollars)

Source: Congressional Budget Office, using data from the Census Bureau and the Internal Revenue Service.

The tax benefit of having dependents is the reduction in a taxpayer’s income tax liability stemming from dependent-related tax

provisions. The tax benefit per dependent is calculated as the tax liability that the taxpayer would have without dependents minus the

taxpayer’s tax liability with dependents, divided by the number of dependents in the family.

The tax parameters that will be in effect in 2026 under current law have been adjusted to account for inflation and income growth
between 2019 and 2026. The income groups reflect adjusted gross income as calculated under the 2019 tax rules.

For this analysis, CBO measured uniformity by
the spread of the middle 50 percent of estimates
of the tax benefit per dependent—that s, the
difference between the 75th and 25th percentiles
of the distribution. Variation in the tax benefit
within income groups can be used to measure
how the tax code treats taxpayers whose income
is comparable. The expiration of temporary
provisions at the end of 2025 will lower the tax
benefit per dependent and decrease the variation
within income groups in 2026. If the 2026 tax
rules had been in place in 2019, the median tax
benefit per dependent, which is estimated to be
about $2,000 under the current rules, would fall
to about $1,400, and the spread of the middle
50 percent would narrow from $1,800 to $1,500.

Under both the 2019 and 2026 rules, the
median tax benefit per dependent generally
falls—and the variation in the size of that benefit
decreases—as income increases. Under the

2026 rules, about 53 percent of the group with
income of $150,000 or more would receive no
tax benefit for dependents, CBO estimates.

The variation in the tax benefit per dependent
would be smaller under the 2026 rules because
of changes to the child tax credit. First, the
credit amount is smaller, narrowing the differ-
ence between the tax benefit of children younger
than 17 and that of other dependents. Second,
the income thresholds at which the credit begins
to phase out are lower, resulting in fewer taxpay-
ers receiving the full amount of the credit and
thus further reducing the variation in the per-
dependent benefit within income groups. 4

24



Three Policy Options That Would Affect the
Tax Benefit of Having Dependents

If providing uniform benefit amounts and simpli-
fying the rules that determine eligibility for those
benefits are goals of policymakers, they could
consider policies that would reflect those goals
better than the current tax code does. The array
of tax provisions now in place results in a wide
range of values for the tax benefit of dependents.
Furthermore, the different eligibility criteria for
each provision add complexity to the tax code.

This section analyzes the following three policy
options involving dependents, each of which illus-
trates a targeted approach to simplifying the tax
code that would address a specific provision:

® Raise the age limit for the child tax credit to
match that used to determine eligibility for the
EITC,

® Replace the credit for other dependents
and dependent exemptions with an indexed
dependent credit, and

® Eliminate the head-of-household filing status.

The first option would allow taxpayers to claim
the child tax credit for children ages 17 or 18

(or up to 24, if the child is a full-time student).
That age limit would match the age test used to

determine if a child qualifies the taxpayer for the
larger EITC, thereby simplifying the tax code by
making most EITC-qualifying children eligible for
the child tax credit as well. The option would also
increase the tax benefit of older children. Because
the child tax credit phases in and out on the basis
of earnings, the option would affect marginal tax
rates and incentives to work of taxpayers who were
made eligible for the child tax credit by the change
in policy.

The second option would replace the credit for
other dependents and dependent exemptions with
a nonrefundable credit equal to 15 percent of the
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dependent exemption amount. (Children under
17 would be eligible for both the child tax credit
and that dependent credit.) Like that exemption,
the dependent credit would be indexed to account
for inflation, it would phase out at higher income
levels, and it could not be claimed against the
AMT. In 2019, the credit would be $600 for each
dependent. In 2026, the credit would be less than
the value of the dependent exemption for taxpay-
ers in tax brackets above 15 percent (because the
value of an exemption increases as marginal tax
rates rise). By limiting the benefit that taxpayers
with higher income received and distributing the
benefits more evenly than the exemption, the
option would make the tax system more progres-
sive than it is projected to be under current law in
2026.

The third option would eliminate the head-of-
household filing status for single taxpayers with
dependents; they would instead file as single
taxpayers. As a result of that change, single tax-
payers would receive a smaller dependent benefit
than they would under current law, increasing
the government’s tax revenues. The option would
reduce the complexity of determining whether a

taxpayer meets the requirements to file as a head of
household for taxpayers and the IRS. In particular,
it would eliminate the additional recordkeeping
often necessary to document that a taxpayer has

a qualifying person living with them and pays

the majority of the costs of maintaining a home,
both of which are requirements to claim head-of-
household status. Because head-of-household filers
tend to have less income than married taxpayers
with dependents, this option would make the tax
code less progressive.

Those options do not represent the full range of
possibilities for simplifying the tax treatment of
dependents. One approach not considered here
involves consolidating the set of provisions that
affect taxpayers with dependents.” Such propos-

19. See, for example, James R. Nunns, Elaine Maag, and
Hang Nguyen, An Option to Reform the Income Tax
Treatment of Families and Work (Urban-Brookings Tax
Policy Center, December 2016), https://tinyurl.com/
y30435n7; Deena Ackerman and others, Zax Support
Jor Families With Children: Key Tax Benefits, Their
Impact on Marginal and Average Tax Rates, and an
Approach to Simplification 2017 Law, Working Paper
112 (Department of Treasury, Office of Tax Analysis,

als would also impose greater uniformity in the
definition of a qualifying child or relative for the
dependent benefit than currently exists.** Under
current law, some dependent provisions have addi-
tional requirements for a qualifying child, and that
variation in requirements adds to the complexity
of filing taxes. Instead, the options analyzed here
are used to illustrate how each policy change in
isolation would affect the tax value of dependents.

The exhibits in this section show how the three
policy options would alter the tax benefit per
dependent and how that tax benefit would be
distributed.

November 2016), https://go.usa.gov/xVHs7

(PDE 556 KB); President’s Economic Recovery
Advisory Board, 7he Report on Tax Reform Options:
Simplification, Compliance, and Corporate Taxation
(August 2010), hteps://go.usa.gov/xpPrH; and Kevin
A. Hassett, Lawrence B. Lindsey, and Aparna Mathur,
“Moving Toward a Unified Credit for Low-Income
Workers,” Tax Notes (August 10, 2009), pp. 589-602,
hteps://tinyurl.com/thnxy6a.

20. Government Accountability Office, Zax Policy: Differences
in Definitions and Rules in the Tax Code, GAO-14-652R
(July 2014), www.gao.gov/products/ GAO-14-652R.
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Exhibit 14.

Three Policy Options’ Effects on the Average Tax Benefit per Dependent, 2019

Dollars
600
400 Establish a
Dependent
Standardize Credit
200 Age Limits

-200

Eliminate

Head-of-Household
-400 + Filing Status
-600
Less Than 15,000- 25,000- 35,000- 50,000- 75,000- 100,000- 150,000 All Income
15,000 24,999 34999 49999 74999 99,999 149,999 or More Groups

Adjusted Gross Income (Dollars)

Source: Congressional Budget Office, using data from the Census Bureau and the Internal Revenue Service.

The tax benefit of having dependents is the reduction in a taxpayer’s income tax liability stemming from dependent-related tax
provisions. The tax benefit per dependent is calculated as the tax liability that the taxpayer would have without dependents minus the

taxpayer’s tax liability with dependents, divided by the number of dependents in the family.

The tax benefit per dependent under each policy option reflects the assumption that all other provisions in effect under current law

remain in place.

The option to standardize the age limit for the
child tax credit and the EITC and the option to
introduce a dependent credit would, on average,
increase the tax benefit of dependents in 2019,
whereas eliminating the head-of-houschold filing
status would decrease that benefit.

If older children qualified for the child tax
credit, the average tax benefit per dependent for
2019 would modestly increase for all income
groups because an estimated 18 percent of
taxpayers with dependents had a child over age
17 who would have qualified. The amount of the
child tax credit is larger than the credit for other
dependents, and it is refundable, which would
benefit lower-income taxpayers in particular.

If the dependent credit was implemented, it
would equal $600 per dependent in 2019. The
greatest increase in the average tax benefit per
dependent would be for taxpayers whose AGI
was between $50,000 and $149,999 because
their tax liability is large enough that they could
claim the full amount of the nonrefundable
credit.

Eliminating the head-of-household filing status
would lower the tax benefit per dependent, on
average. About 44 percent of taxpayers with
dependents are estimated to file as a head of house-
hold for 2019, and most of them will have AGI of
less than $100,000. Taxpayers with AGI between
$50,000 and $99,999 would be most negatively
affected by the change because under current law,
the tax reduction from the head-of-household
status rises with income in that range. @
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Exhibit 15.
Three Policy Options’ Effects on the Average Tax Benefit per Dependent, 2026

Dollars

600 -

400 r

200 F Standardize
Age Limits

-200

Eliminate

Head-of-Household Establish a
-400 Filing Status Dependent
Credit
-600

Less Than 15,000- 25,000- 35,000- 50,000- 75,000- 100,000- 150,000 All Income
15000 24999 34999 49999 74999 99,999 149,999 orMore Groups

Adjusted Gross Income (Dollars)

Source: Congressional Budget Office, using data from the Census Bureau and the Internal Revenue Service.

The tax benefit of having dependents is the reduction in a taxpayer’s income tax liability stemming from dependent-related tax
provisions. The tax benefit per dependent is calculated as the tax liability that the taxpayer would have without dependents minus the
taxpayer’s tax liability with dependents, divided by the number of dependents in the family.

The tax benefit per dependent under each policy option reflects the assumption that all other provisions in effect in 2026 under current
law remain in place.

The tax parameters that will be in effect in 2026 under current law have been adjusted to account for inflation and income growth
between 2019 and 2026. The income groups reflect adjusted gross income as calculated under the 2019 tax rules.

The effects of the policy options on the average
tax benefit per dependent in 2026 would differ
considerably from those in 2019. Raising the
age limit for the child tax credit would have
smaller effects on the tax benefit per dependent,
on average, in 2026 because under current

law, the credit amount will be smaller and the
income thresholds lower in 2026 than they were
in 2019, which will limit the share of taxpayers
who are eligible.

Unlike in 2019, in 2026 implementing the
dependent credit would have positive effects for
some taxpayers and negative effects for others,
depending on their tax bracket: For taxpayers
in the 10 percent bracket, the tax benefit per
dependent would increase, but for taxpayers in
the 25 percent bracket and above, that benefit
would decrease. Because it would phase out for
high-income taxpayers and could not be claimed
against the AMT, the dependent credit would
have a limited effect on taxpayers whose AGI
was above $150,000.

Eliminating the head-of-household filing status
would decrease the average tax benefit per
dependent by a smaller amount in 2026 than
it would in 2019 because of the changes in the
standard deduction and tax rates for single and
head-of-household filers that will take effect in
2026. &
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Exhibit 16.

Middle 50 Percent of the Range of Values of the Tax Benefit per Dependent
Under Three Policy Options, 2019

Dollars

5,000

Standardize

4,000 Age Limits
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L Dependent
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Median Eliminate
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| I Filing Status
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All Income
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Less Than 15,000- 25,000- 35,000- 50,000- 75,000- 100,000- 150,000
15,000 24999 34999 49999 74999 99,999 149,999 orMore

Adjusted Gross Income (Dollars)

Source: Congressional Budget Office, using data from the Census Bureau and the Internal Revenue Service.

The tax benefit of having dependents is the reduction in a taxpayer’s income tax liability stemming from dependent-related tax
provisions. The tax benefit per dependent is calculated as the tax liability that the taxpayer would have without dependents minus the
taxpayer’s tax liability with dependents, divided by the number of dependents in the family.

The tax benefit per dependent under each policy option reflects the assumption that all other provisions in effect under current law
remain in place.

The policy options that CBO considered would
not substantially change the overall uniformity
of the tax benefit per dependent from what it

is estimated to be under current law in 2019,
though some of the options would alter the vari-
ation among taxpayers in higher-income groups.

Raising the age limit for the child tax credit to
that of the EITC would narrow the spread of
the middle 50 percent and reduce the variation
in the value of the tax benefit per dependent
by treating older children the same as younger
children. (Qualifying relatives would still be
ineligible for the child tax credit, but taxpayers
with qualifying relatives account for a small
share of taxpayers with dependents.)

Introducing a dependent credit would increase
the variation in the value of the tax benefit per
dependent in some income groups because it
would increase the difference between the tax
benefit of children under 17 and that of other
dependents.

Eliminating the head-of-household filing status
would increase the variation (and widen the
spread of the middle 50 percent) in the tax benefit
per dependent for taxpayers whose AGI was
between $50,000 and $149,999, even though
married and single taxpayers with dependents
would be treated more similarly. Because among
households with AGI of $50,000 or more, fewer
single filers than married filers have dependents
who are eligible for the child tax credit, the aver-
age tax benefit per dependent would drop to $500
for many single taxpayers with dependents. @
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Appendix: Data and Methods

To analyze the tax benefit of having dependents in
2019 and 2026, the Congressional Budget Office
used two methods. First, it constructed several
examples that use hypothetical taxpayers to illus-
trate how different provisions of tax law contrib-
ute to that benefit and how they affect taxpayers
differently on the basis of certain characteristics of
the taxpayer and dependent. Second, the agency
used its microsimulation model to estimate the
tax benefit of having dependents for a nationally
representative sample that reflects the distribution
of income and dependents among taxpayers. This
appendix details both approaches.

Ilustrative Examples

The illustrative examples focus on hypothetical
taxpayers whose only source of income is wages
and salaries. The earned income tax credit (EITC)
and the refundable portion of the child tax
credit—two key sources of the tax benefit associ-
ated with dependents—are based on a taxpayer’s
earned income. Taxpayers claim the higher of the
standard deduction or itemized deductions. In
the examples, taxpayers have itemized deductions
worth 8 percent of their income in 2019—the
average ratio of itemized deductions to income
for all taxpayers that year, CBO estimates. That

percentage reflects the limit on deductions for
state and local taxes that is in place until 2026;
until data from tax returns filed after changes
made by the 2017 tax act are available, that esti-
mate is subject to considerable uncertainty. The
hypothetical taxpayers’ itemized deductions equal
18 percent of their income in 2026, on average—
the average ratio of itemized deductions to income
that, on the basis of historical tax return data,
CBO projects for that year. State and local taxes
make up 40 percent of the hypothetical taxpayers’
itemized deductions, and mortgage interest and
charitable contributions account for 60 percent.

Simulations

CBO’s estimates of the distribution of the tax
benefit of having dependents—under the 2019 tax
rules, the 2026 tax rules, and the three policy
options—are made using the agency’s microsim-
ulation tax model.! That model is based on the
public-use version of the Statistics of Income
sample published by the Internal Revenue Service
(IRS), which includes about 150,000 tax returns

1. For more details on CBO’s tax model, see
Congressional Budget Office, “An Overview of CBO’s
Microsimulation Tax Model” (June 2018), www.cbo.gov/
publication/54096.

for 2010, and on data from the Census Bureau’s
2011 Annual Social and Economic Supplement to
the Current Population Survey.? For this analy-

sis, CBO restricted the sample to filers who have
dependents—those who claim dependent exemp-
tions, file as a head of household, or claim qual-
ifying children for the EITC. CBO adjusted the
data to reflect its projections of income and certain
demographic characteristics in 2019 (including the
size of the population and its distribution by age,
sex, and marital status).?

2. The sample of tax returns is designed to represent all
income tax returns filed in 2010. To protect the identity
of taxpayers, the IRS modifies information in various
fields so that the resulting records do not contain
complete information from any individual tax return. In
addition, the number of dependents for each taxpayer
in the sample is capped at three. (About 2 percent of
taxpayers in the sample had more than three dependents.
In those cases, the IRS applied the limit sequentially by
type of dependent, starting with children, and recorded
the taxpayer’s three youngest dependents, ensuring that
most dependents who qualify for the child tax credit and
EITC remain in the sample.)

3. 'Those economic and demographic projections underlie
CBO’s January 2019 baseline budget projections, as
published in Congressional Budget Office, 7he Budget
and Economic Outlook: 2019 to 2029 (January 2019),
www.cbo.gov/publication/54918.
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To allow for comparisons between the tax rules
that were in effect in 2019 and that will be in
effect in 2026 under current law, CBO adjusted
the parameters of the tax system in 2026 to be
consistent with 2019 income levels. Specifically,
before simulating taxes under the 2026 rules, the
agency removed the effects of inflation and income
growth by using the nominal rate of per capita

income growth to deflate unindexed parameters
and the real rate of such growth to deflate indexed
parameters; both rates are outputs of CBO’s tax
model. Applying those adjusted tax parameters

to 2019 income yields the same tax liabilities that
taxpayers would have incurred under current law
in 2026 if nominal income grew by 26.2 per-
cent between 2019 and 2026 and prices grew by

16.1 percent (resulting in a 10.1 percentage-point
increase in real income growth for all taxpayers
over that period). To estimate the tax benefit of
having dependents under each of the three policy
options, CBO kept all parameters of 2019 or
2026 law in place and altered only those related to
the policy option under consideration.
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