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2 Executive Summary

Congress is moving on a possible Reconciliation 3.0 package, and House Budget Committee Chairman Jodey 
Arrington (R-TX) already said such a package should “declare war on fraud,” explicitly pointing to the Earned 
Income Tax Credit (EITC) as a target.1 On a separate occasion, Arrington said the EITC “loses 30 cents on the 
dollar” and called for cutting it alongside dozens of other means-tested programs.2  

Congress has tried this before: the same pre-certification requirement now being discussed for Reconciliation 
3.0 was already written into the 2025 reconciliation bill, scored by the Congressional Budget Office (CBO) at 
more than $2 billion in projected annual savings, and stripped by the Senate parliamentarian for violating the 
Byrd Rule, which bars provisions whose budgetary effect is “merely incidental” to a non-budgetary purpose.3 
That framing builds the budgetary case needed to redraft and reintroduce the same provision in a form built to 
survive the Byrd Rule a second time.4 

The EITC is widely recognized as one of the most effective anti-poverty tools in American economic policy. It 
reduces poverty, increases work, and puts money directly back into local economies. It reaches roughly 23.5 
million working families and delivers about $68.5 billion a year, averaging about $2,900 per family.5  An estimated 
3.2 million Black women, 21 percent of all Black women, receive the credit, compared with 13 percent of women 
overall.6 For Black working families, it functions less like a discretionary benefit and more like deferred wages: 
money that arrives through the tax code only after low pay and unstable work have already strained the household 
budget. Black households are also disproportionately exposed to the credit’s design flaws, from the near-total 
exclusion of workers without a qualifying child in the home to the treatment of noncustodial parents as childless, 
both of which fall heavily on Black workers and are detailed in Section III. Under the Black Wealth Infrastructure 
framework,7 the EITC functions as the income floor, the minimum level of income stability below which a family 
cannot absorb a shock, plan ahead, or begin building toward anything beyond survival. It is not wealth itself, but 
the precondition for the stability that makes wealth-building possible. 

Yet the workers who depend on the credit most are already subject to its harshest enforcement. Black taxpayers are 
audited at 2.9 to 4.7 times the rate of non-Black taxpayers, and among EITC claimants specifically, Black filers are 
audited at 2.9 to 4.4 times the rate of non-Black claimants, and nearly 80 percent of the overall Black–non-Black 
audit disparity arises within this EITC-claimant population. This pattern holds despite formally race-blind audit 
selection: the IRS does not collect taxpayer race, yet the disparity persists because the automated system that flags 
EITC returns is built to minimize cost per audit rather than to target the largest underpayments. These audits are 
fast, cheap, and automated, and their volume, not any greater rate of fraud among EITC claimants, is what drives 
the disparity. An EITC audit closes in about five hours. A complex, high-income audit can take years. As IRS staffing 
has fallen by 28,000 positions since 2025, enforcement capacity for the slow, resource-intensive cases that catch 
the largest dollar amounts has shrunk fastest, even as the cheap, automated EITC audits continue uninterrupted.11 

Executive Summary

Recent research finds that the EITC reduces overall income inequality by roughly 5–10 percent in 
a typical year and8 improves the incomes of Black households relative to white households in the 
bottom half of the income distribution, but does much less for those at the very bottom and, as both 
academic9  and policy research show, does not, on its own, narrow the racial wealth gap.10

https://budget.house.gov/press-release/chairman-arrington-on-squawk-box-republicans-are-prepared-for-reconciliation-30
https://budget.house.gov/press-release/chairman-arrington-on-squawk-box-republicans-are-prepared-for-reconciliation-30
https://taxpolicycenter.org/briefing-book/how-does-earned-income-tax-credit-affect-poor-families
https://www.irs.gov/tax-professionals/eitc-central/statistics-for-tax-returns-with-the-earned-income-tax-credit-eitc
https://www.irs.gov/tax-professionals/eitc-central/statistics-for-tax-returns-with-the-earned-income-tax-credit-eitc
https://jointcenter.org/wp-content/uploads/2021/12/EITC-Expansion-and-Black-Communities-FINAL-v-1.5.pdf
https://jointcenter.org/wp-content/uploads/2021/12/EITC-Expansion-and-Black-Communities-FINAL-v-1.5.pdf
https://jointcenter.org/wp-content/uploads/2021/12/EITC-Expansion-and-Black-Communities-FINAL-v-1.5.pdf
https://academic.oup.com/qje/article-abstract/140/1/113/7778259
https://academic.oup.com/qje/article-abstract/140/1/113/7778259
https://academic.oup.com/qje/article-abstract/140/1/113/7778259
https://academic.oup.com/qje/article-abstract/140/1/113/7778259
https://academic.oup.com/qje/article-abstract/140/1/113/7778259
https://academic.oup.com/qje/article-abstract/140/1/113/7778259
https://www.journals.uchicago.edu/doi/abs/10.1086/717959
https://bradleyhardy.com/wp-content/uploads/2024/04/10r_workrise-eitc-racialinequality.pdf
https://bradleyhardy.com/wp-content/uploads/2024/04/10r_workrise-eitc-racialinequality.pdf
https://www.rsfjournal.org/content/7/3/196
https://www.brookings.edu/articles/narrowing-the-racial-wealth-gap-using-the-eitc-and-ctc/
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Reject EITC pre-certification in Reconciliation 3.0, 
on the same substantive grounds that defeated  
it the first time;

Restore statutory oversight of racial  
audit disparities;

This brief makes the case for protecting and strengthening the EITC on the merits, and it does so during an 
affordability crisis in which Black unemployment remains nearly double the white rate even after declining from 
its late 2025 peak. In that environment, the credit functions as economic survival for millions of Black workers and 
families: the one large cash payment of the year that lets a family catch up rather than fall further behind. With the 
2026 midterms set to seat a new Congress, this brief is also written to inform incoming and returning members, 
and the staff who advise them, before that debate begins. Defending the credit from cuts is the immediate task, 
but it is not the larger one. The larger aim is to build a durable evidence based case for equitable EITC reform, so 
that when the next reform window opens, the argument for a credit that finally reaches the workers it now leaves 
behind is already on the record and ready to guide the debate. 

Based on the evidence summarized here, this brief recommends Congress: 

Redirect IRS audit selection toward the largest 
dollar amounts of noncompliance, not the cheapest 
cases to close; and

Permanently expand the EITC for workers without 
qualifying children, the credit’s most significant 
structural gap.

https://www.bls.gov/news.release/empsit.nr0.htm
https://www.bls.gov/news.release/empsit.nr0.htm


4 A Vote Is Coming, and the Plan Has Already Failed Once

A Vote Is Coming, and the Plan Has Already Failed Once  
 

House Budget Committee Chairman Jodey Arrington (R-TX) has named the EITC repeatedly since March 2026 as a 
target for the next reconciliation bill. In March, he told CNBC’s Squawk Box the credit “loses 30 cents on the dollar” 
and called for savings across 78 means-tested programs.12 In May, he returned to Squawk Box to say Republicans need 
to “declare war on fraud in this country in the people’s government because hundreds of billions of dollars are leaking 
like a sieve out of the many, many programs,” describing this as a central purpose of the bill he calls Reconciliation 
3.0.13 The vehicle and the timing remain unsettled. Republican leaders have signaled that the EITC could be addressed 
through more than one reconciliation bill, and the question may extend across the current Congress and the one the 
2026 midterm elections will seat. That uncertainty is not a reason to wait. It is the reason to have the analysis on the 
record now, ahead of whichever vehicle and whichever Congress ultimately takes up the credit.14  

EITC pre-certification has already collided with that constraint once. The pre-certification provision was 
written into the 2025 reconciliation bill, would have required EITC claimants with qualifying children to submit 
documentation proving eligibility before receiving their refund, and was projected by CBO to save more than $2 
billion a year. The Senate parliamentarian ruled it extraneous, meaning not sufficiently tied to the federal budget 
to qualify under reconciliation rules, not because the policy was rejected on its merits, but because its primary 
effect was administrative and procedural rather than a direct, measurable change in federal spending. Reporting 
from that period noted plainly that the bill’s authors could simply redraft the provision and try again.17 

That is the most plausible reading of what is happening now. A provision can survive the Byrd Rule if it is framed 
and drafted as a direct revenue or spending measure with its own CBO or Joint Committee on Taxation score, 
rather than as an administrative or procedural change with budget effects attached only incidentally.18  Arrington’s 
repeated, public insistence that the EITC “loses 30 cents on the dollar” is building exactly that case in advance, 
ahead of any new bill text, which is consistent with how lawmakers have cured Byrd Rule problems before: in 
2025, Republicans used a different procedural workaround, a “current policy baseline,” to get around a separate 
Byrd Rule obstacle on an unrelated provision in the same bill.19 

Reconciliation exists because it lets a budget-related bill pass the Senate with 51 votes instead 
of the 60 needed to break a filibuster. It is, by Arrington’s own description, Republicans’ “only 
viable legislative option” for major fiscal policy this year, because it is the only path that does not 
require Democratic votes.15 That tool comes with a constraint: the Byrd Rule, which strikes any 
provision whose budgetary effect is “merely incidental” to a non-budgetary, policy purpose.16

https://www.georgetownpoverty.org/issues/eitc-pre-certification-would-hurt-millions-of-families-without-much-gain/
https://www.georgetownpoverty.org/issues/eitc-pre-certification-would-hurt-millions-of-families-without-much-gain/
https://www.georgetownpoverty.org/issues/eitc-pre-certification-would-hurt-millions-of-families-without-much-gain/
https://www.georgetownpoverty.org/issues/eitc-pre-certification-would-hurt-millions-of-families-without-much-gain/
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The Fraud Claim Does Not Hold Up  
 

Arrington’s “30 cents on the dollar” figure refers to the IRS’s estimated improper payment rate for the EITC, 
which has hovered near one-third of total payments in recent years.20 That figure is real. “Improper payment” 
is not the same thing as fraud. The overwhelming majority of EITC errors trace to one of the most complicated 
eligibility tests in the entire tax code, where a qualifying child’s residency, relationship, and age requirements 
routinely trip up both taxpayers and the paid preparers who file most EITC returns.21 Despite the error rate, the 
credit’s administrative cost is below one percent of the benefits it delivers, among the most efficient programs the 
federal government runs.22 

The most recent federal oversight report on EITC improper payments, released in May 2026, does not support 
the fraud narrative either. It found that the IRS lacks the data needed to identify improper EITC payments made 
specifically by individuals not authorized to work in the United States, a narrow technical gap in the agency’s 
data infrastructure, not evidence of widespread fraud among the credit’s core constituency of working families.23 

Meanwhile, enforcement resources are moving in exactly the wrong direction to catch real noncompliance. The 
average EITC audit is closed in about five hours because it is a simple, automated review conducted by mail, without a 
live caseworker.24 A high-income audit can take years and requires a live caseworker, exactly the kind of case the IRS 
is least equipped to pursue as its staff shrinks.25 IRS Criminal Investigation’s own caseload shows the consequence: 
investigations into sophisticated, high-dollar tax avoidance schemes dropped 63 percent in fiscal year 2025, the 
lowest level in over a decade, even as automated EITC mail-based audits continued without interruption.26  

This is not a contested finding. After the disparity was first documented, the IRS confirmed it: the Commissioner 
wrote to Congress acknowledging the racial disparity and committing to substantially reduce EITC correspondence 
audits.30 The Government Accountability Office (GAO) then examined the IRS’s audit selection for refundable 
credits and found that the agency’s automated system did not account for potential unintended bias in the data and 
assumptions it uses; GAO issued six recommendations, and the IRS agreed with all six.31 Yet the Treasury Inspector 
General for Tax Administration later reported that the IRS still had not set goals for reducing audit disparities by 
race or any other attribute.32 Three federal bodies—an academic team working with Treasury, the IRS itself, and the 
GAO—have now documented the same disparity, and oversight sufficient to close it has not followed. As enforcement 
capacity is cut, the automated audits that fall hardest on Black working families are the least likely to be scaled back.

The racial pattern in who gets audited is well documented and is not the result of the IRS 
using race in its selection process; it does not.27 Black taxpayers are audited at 2.9 to 4.7 
times the rate of non-Black taxpayers, and nearly 80 percent of that gap is explained by 
EITC claimants specifically being audited at higher rates, because EITC audits are cheap, 
fast, and easy to flag through automated systems that disproportionately catch the population 
most likely to claim the credit.28  Senate Finance Committee Democrats asked Treasury 
directly in January 2026 what the IRS is doing about this. As of this brief’s publication, that 
question has not received a substantive public answer.29
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Figure 1. IRS audit rates by race, overall and among EITC claimants. Source: Elzayn et al., Quarterly Journal of 
Economics (2025); findings confirmed by the IRS (2023).
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Black Filers Are Audited Far More Often - and EITC Audits Drive the Gap

Source: Elzayn et al., “Measuring and Mitigating Racial Disparities in Tax Audits, “ Quarterly lournal of Economics (2025) Findings confirmed by the IRS (Commissioner’s 
letter to Congress, 2023). Nearly 80% of the overall disparity arises within the EITC-claimant population. Ranges reflect the study’s partial-identification estimates; the IRS 
does not collect taxpayer race, and audit selection is formally race-blind.

What the Evidence Shows: Why the EITC Works  
 

The EITC is not a single-purpose program. It was created as an economic stimulus; it has become the one of the 
country’s most effective anti-poverty tools, and it functions as a work incentive unlike any traditional benefit 
because it reaches only people who are already working. All three functions are documented, measurable, and 
worth stating plainly before any debate about cuts.

It Reduces Poverty
The EITC and Child Tax Credit together lifted 8.2 million people above the poverty line in 2024. They also made 
poverty less severe for millions more, measured by the Supplemental Poverty Measure, a federal calculation that 
counts tax credits and non-cash benefits as income and gives a fuller picture of poverty than the official measure.33 
Because the credit also increases employment among single mothers, and that employment effect is counted 
alongside the direct cash transfer, the EITC’s true anti-poverty effect is significantly larger than the headline 
poverty numbers alone suggest.34 

It Increases Work
The EITC is structurally different from traditional public assistance because eligibility requires earned income; 
a worker only receives it by working.35 Research on the EITC expansions of the 1990s found they were the 
single largest factor behind the dramatic rise in employment among single mothers that decade, larger than the 
employment gains credited to the 1996 welfare reform.36 A $1,000 increase in the EITC for single mothers is 
associated with a 7.3 percentage-point increase in employment and a 9.4 percentage-point drop in poverty for 
their families.37 

2.9-4.4×
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It Strengthens Local Economies
Because EITC refunds are spent quickly, largely on necessities, research documents how EITC refund spending 
ripples through local economies: each dollar generates additional rounds of business and household spending, 
creating economic activity well beyond the original credit amount, with the effect most concentrated in lower-
income communities where EITC receipt is highest.38,39 

Refundability Is What Makes It Work
The EITC’s defining structural feature is that it is refundable: a family receives the credit as cash even when they 
owe little or no federal income tax, rather than the credit only reducing what they already owe.40 That single 
design choice is what allows the EITC to function as the lump-sum cash infusion described throughout this brief. 
A nonrefundable credit would deliver no benefit at all to the lowest-earning working families, the very households 
for whom the credit’s anti-poverty and economic-survival functions matter most. Refundability is not a technical 
footnote. It is the mechanism that makes everything else in this section possible.

It Functions as Economic Survival, Not Discretionary Income
More than half of EITC recipients report spending their refund on bills and debt, and 49 percent report spending 
on housing.41 Thirty-eight percent report spending on vehicles, a category worth stating plainly: because the EITC 
delivers nearly 90 percent of its value as one large annual lump sum rather than spread evenly across the year, it 
gives low-income households with little or no access to credit a rare opportunity to make the kind of purchase, a 
reliable car, that ordinary monthly wages cannot accommodate, and that can directly improve a worker’s ability 
to reach a job, keep a job, or take a better one.42 For many families, the EITC refund is the only lump sum they 
receive all year, the one moment of real financial breathing room in a household budget otherwise stretched thin 
week to week.

It Functions as Housing Stability
When counted as income, the EITC reduces the number of lower-income working households with severe housing 
cost burdens by 18 percent, a long-documented but underrecognized effect, since housing affordability is typically 
calculated only on gross income before tax credits.43 

What the Evidence Shows: Why the EITC Works
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Eligibility Restrictions: Who Actually Receives the Full Value
Refundability determines whether a family receives the credit at all. Eligibility restrictions, the rules governing 
who qualifies as a dependent, what counts as a family, and what documentation is required, determine how much 
of the credit’s value a family actually receives, and these restrictions fall unevenly on Black workers and families 
at several distinct points.

The credit’s largest structural weakness is its near-total exclusion of workers without a qualifying child in the 
home. The maximum credit for a worker without children is just $664, phasing out completely before $19,540 in 
income, compared to a maximum of $8,231 for a family with three children.44 The IRS treats noncustodial parents 
as childless for EITC purposes. Nearly half of Black children have a parent living outside the household, meaning a 
Black father who is working and paying child support receives a credit as though he had no family responsibilities 
at all.45 Low-paid workers without children in the home are the only group the federal tax code currently taxes 
deeper into poverty rather than out of it.46 

A second eligibility restriction sits underneath the credit’s improper payment numbers. The qualifying child test, 
requiring proof of relationship, age, and residency, is one of the most complicated eligibility determinations in the 
entire tax code, and confusion over that test, not fraud, is the primary source of the EITC errors that critics cite as 
justification for cuts.47 A third eligibility restriction is the one now under active legislative threat: pre-certification, 
discussed in Section I, would add a new documentation requirement on top of existing eligibility rules, restricting 
access further rather than simplifying a test that is already difficult for eligible families to navigate.

Qualifying Children Claimed Maximum EITC Credit
Income Limit  

(Single, Head of Household,  
or Widowed)

Income Limit  
(Married Filing Jointly)

Zero $664 $19,540 $26,820

One $4,427 $51,593 $58,863

Two $7,316 $58,629 $65,899

Three or More $8,231 $62,974 $70,224

Table 1: Maximum EITC and Income Limits by Number of Qualifying Children and Filing Status (Tax Year 2026)

Source: Internal Revenue Service, Revenue Procedure 2025-32 (2026 inflation-adjusted EITC parameters). Income limits shown are the points at which the credit fully phases out.

What the Evidence Shows: Why the EITC Works
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What Congress Should Do Now  
 

1   Reject Pre-Certification in Reconciliation 3.0
Congress should oppose any provision reviving EITC pre-certification or equivalent new documentation 
burdens. The case is not procedural. It is evidentiary. A Bush-era pilot of the same concept was abandoned 
by the IRS itself after it proved less effective than existing post-filing review and imposed heavy burdens on 
eligible families. The 2025 version was stripped only on a procedural technicality, not because the substantive 
case against it was ever answered, and it is already being prepared for a redrafted return.

2   Restore and Codify Audit Disparity Oversight
The Treasury Advisory Committee on Racial Equity (TACRE)48 and its Subcommittee on Audit Disparities 
have not convened under the current administration and have left no successor. Congress should require, 
by statute, that the Treasury and the IRS report annually on audit rates by income, credit type, and imputed 
race, meaning race inferred from names and zip codes since the IRS does not collect race directly, so this 
oversight cannot lapse again simply because an administration changes.

3   Redirect Audit Selection Toward Actual Dollars at Risk
The IRS should reform its audit selection algorithm to prioritize the magnitude of underreported dollars 
rather than the speed and ease of closing a case. This single change would reduce the racial disparity in who 
is audited while directing enforcement toward the noncompliance that actually costs the government the 
most money, exactly the goal Congress claims to want.

4   Permanently Expand the EITC for Workers Without Children
Congress should make permanent the American Rescue Plan’s 2021 expansion of the childless worker EITC, 
which more than tripled the maximum credit and raised the income cutoff before it was allowed to expire.49  
Roughly six million working adults without children will otherwise be taxed into or or pushed deeper into 
poverty in 2026 under the current law.50 This is the credit’s clearest structural failure, and fixing it is the one 
recommendation in this brief that helps Black workers gain ground rather than simply preventing further loss.

This is a question of priorities, not resources. The same tax law that made its cuts permanent also raised the 
estate-tax exemption to $15 million per person, a benefit flowing entirely to the wealthiest households and 
their heirs. Congress found room to expand a wealth-transfer subsidy at the very top while the credit that 
anchors the income floor for working families has only kept pace with inflation. Strengthening that floor, 
beginning with the workers, the credit currently excludes, is the more defensible use of the same fiscal space.

And unlike that exemption, protecting and strengthening the EITC returns something to the public that pays 
for it. Because eligibility requires earned income, the credit draws people into work rather than out of it, 
widening the tax base. Because refunds are spent quickly and locally, each dollar generates further economic 
activity in the communities that need it most. And because the lump sum lets a family cover an emergency or 
clear a debt before it compounds, it makes workers more stable and less likely to fall back on costlier public 
support later. The estate-tax expansion produces no comparable return; the EITC is less a transfer than an 
investment in work and in the stability of the families the tax code should be helping to stand on solid ground.

What Congress Should Do Now

https://home.treasury.gov/system/files/136/Treasury-Advisory-Committee-on-Racial-Equity-Charter.pdf
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Conclusion  
 

This is not a hypothetical fight; it is actively being prepared. House Budget Committee leadership has said, 
repeatedly and on the record, that the EITC is a target, even as the precise vehicle and timing remain unsettled. 
The proposal at issue has already been tried, already been estimated by the Congressional Budget Office, and 
already been rejected once on procedural grounds, not because the substantive case against it was ever defeated.

The evidence is not ambiguous. The EITC reduces poverty, increases work, and strengthens local economies, 
and when counted as income it keeps families housed. And for millions of Black working families navigating an 
affordability crisis and unemployment still nearly double the white rate, it functions as economic survival: the one 
large cash payment of the year that can mean the difference between falling behind and catching up. Proposals 
to make that credit harder to reach are being prepared at the exact moment its value is highest, and they may 
surface in this Congress or the next. The case against them belongs on the record now, before the next vehicle 
moves and before a new Congress takes up the question, so that policymakers and the staff who advise them can 
weigh it with the evidence in front of them. But the goal is larger than protection. It is to build the foundation for 
reforming the EITC so that it finally reaches the workers, and especially the Black workers, it currently leaves 
behind, and to have that blueprint ready each time the policy window opens. That is the work this series begins.

Conclusion
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