Squo tax credits solve Puerto Rico poverty, their studies don’t assume combined effects
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The American Rescue Plan’s expansions of the Child Tax Credit and Earned Income Tax Credit (EITC) are expected to significantly reduce poverty in Puerto Rico, according to two studies published by organizations based in Puerto Rico. The two credits combined could provide more than $2 billion to Puerto Rico families in 2022 as they file their 2021 taxes.
The expansions are critically important for Puerto Rico, which has among the highest poverty rates in the country: 44 percent for its general population and an even higher 57 percent for children. Moreover, the measures are welcome relief following years of economic decline, an ongoing bankruptcy process, devastating natural disasters, and the pandemic.
Last March’s Rescue Plan permanently fixed a long-standing flaw that limited the Child Tax Credit to families with three or more children in Puerto Rico. Now, for the first time in nearly 20 years, families with one or two children can claim the credit — a move that makes roughly 89 percent of, or 304,000, families with children in the territory newly eligible. That’s according to a study by the Youth Development Institute (YDI), a public policy institute focusing on child poverty in Puerto Rico, which also found that a full 97 percent of families in the territory are now eligible for the credit.
Puerto Rico is also benefiting from the temporary expansion of the Child Tax Credit that the Rescue Plan made available across the country. Among other improvements to the credit in 2021, that law boosted the maximum credit amounts from $2,000 per child to $3,600 for children under age 6 and to $3,000 for older children, and made the full credit available to families with low or no earnings in a year (often called making the credit “fully refundable”).
The combination of the local, permanent expansion of Child Tax Credit eligibility with national, temporary expansion of the credit is expected to boost the median income of Puerto Rico families living under the poverty threshold by 53 percent this year, as they file their 2021 taxes, the YDI study finds.
To expand Puerto Rico’s local EITC program, meanwhile, the Rescue Plan permanently extended to the territory an annual federal supplement of $600 million (that will be adjusted for inflation). This represents the first-ever federal EITC dollars for Puerto Rico since the federal credit’s creation nearly half a century ago, and allows the territory to roughly quadruple its EITC, making it more comparable in size to the federal credit.
Last August Puerto Rico took advantage of the federal supplement by expanding its local EITC, significantly boosting benefits and expanding eligibility. The maximum credit now ranges from $1,500 for workers with no children to $6,500 for workers with three or more children, up from previous amounts of $300 and $2,000, respectively. Moreover, workers aged 19 and up are now eligible (compared to those 27 and up before), as are self-employed workers (who previously were only eligible at the discretion of Puerto Rico’s Treasury secretary). And both the minimum and maximum income levels at which people qualify have also been significantly expanded.
The EITC expansions are expected to benefit an additional 211,500 households in Puerto Rico, according to a study by Espacios Abiertos (EA), a public policy institute focusing on government transparency and accountability. The new EITC would now reach as many as 466,000 households in Puerto Rico, nearly double the 255,000 households previously eligible. Some 55,000 newly eligible households would be lifted above the poverty threshold.
The studies don’t examine the combined effect of the Child Tax Credit and EITC on poverty in Puerto Rico, though illustrative examples show significant impacts. This year, for instance, a single mother who is making the federal minimum wage (roughly $15,000 annually) and has a 5-year-old daughter would be able to claim a Child Tax Credit of $3,600 and an EITC of $3,500. That would boost her annual income by $7,100, or 47 percent, and bring it above the poverty threshold of about $18,700.
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