
                 Elaine Maag, Tax Policy Center, examines how the tax entry and poverty thresholds relate and how that may affect low-income taxpayers.

Relationship Between Tax Entry
Thresholds and Poverty

By Elaine Maag

The tax entry threshold is the amount of income a
family can earn before owing federal income taxes. The
poverty threshold is considered to be the minimum
dollar amount needed for individuals, couples, or
families to purchase food and meet other basic needs.
The poverty level increases with family size. How the
two relate provides one way to measure how the tax
system treats low-income families. If the tax entry
threshold falls below the poverty threshold, policy
makers might be concerned that low-income families
are being asked to pay too much tax. Because the poverty
threshold already adjusts for family size, differences
between the ratios of the tax entry threshold to the
poverty threshold for families with and without chil-
dren show the relative generosity of the tax system
toward families with children.

Since the 1990s, the tax
entry threshold for a family
of four has  exceeded the
poverty threshold (Congres-
sional Budget Office, Ways
and Means Committee, 2000
Green Book), due largely in
part to the earned income tax
credi t  (E ITC),  and more
recently the child tax credit
(CTC). Since the passage of
EGTRRA in 2001 and the sub-
sequent passage of JGTRRA
in 2003,  the tax entry
threshold for a family of four
increased from 155 percent of
the poverty threshold to 179
percent  of  the poverty
threshold (see table). These
latest increases result in large
part from increases in the
CTC. In 2001, the CTC in-
creased from $500 to $600,
followed by an increase to

$1,000 in 2003. A single parent with two children faces
a tax entry threshold that is over twice the poverty
threshold in 2000 — and this grows to more than two
and a half times the poverty threshold by 2003. 

Unless the $1,000 CTC is extended, families with
children will  face various changes in tax entry
thresholds. As currently legislated, the CTC will
decrease to $700 in 2005, where it will remain until
2009, when it will increase to $800. Relative to the
poverty threshold, which is adjusted for inflation, the
CTC becomes less valuable over this period since it is
not adjusted for inflation. In 2010, the CTC returns to
its current level of $1,000, falling to its pre-EGTRRA
level of $500 in 2011. 

Although families without children can receive small
EITCs, their tax entry thresholds are much closer to the
poverty threshold than families with children. A single
person with no children begins paying taxes slightly
before his or her income reaches the poverty threshold;
a married couple with no children begins paying taxes
slightly after their income reaches the poverty threshold.
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Relationship Between Tax Entry Thresholds and Poverty
2000 2001 2002 2003

Tax Entry Threshold ($)

Single, No Children 8,274 8,863 9,156 9,287
Single, Two Children 28,682 31,739 33,210 39,700

Married, No Children 12,950 13,400 13,850 15,600

Married, Two Children 27,144 29,860 30,706 33,328

Poverty-Level Income ($)

Single, No Children 8,959 9,214 9,359 9,573

Single, Two Children 13,874 14,269 14,494 14,810

Married, No Children 11,590 11,920 12,110 12,321
Married, Two Children 17,463 17,960 18,244 18,660

Income Tax Threshold as a Percentage of Poverty

Single, No Children 92% 96% 98% 97%

Single, Two Children 207% 222% 229% 268%

Married, No Children 112% 112% 114% 127%

Married, Two Children 155% 166% 168% 179%
Sources: Tax entry thresholds: calculated using Urban-Brookings Microsimulation
Model; Poverty thresholds: U.S. Census Bureau, Current Population Survey.
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