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| ntroduction

Contemporary demographic and economic trends in the American family structure have
created new challenges for tax administration. These challenges are especialy relevant
for outreach targeted at the low-income taxpayers.

Change in Structure of Family and Households
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In 1970, family households accounted for 81% of al households. By 2000, this
percentage had decreased to 69%. The percentage of married couple households with
own children decreased from 40% in 1970 to 24% in 2000. Other family households
increased from10.6% to 16.0% of households from 1970 to 2000. The largest part of the
changgin family households is attributed to the growth in non-family households, the
growth in one-person households and the growth in the percentage of women living
aone!

Key Implications for Tax Administration: The fastest growing returnswill continue
to come from head of household and single filing status.



Households Are Getting Smaller

The aﬁerage number of persons per household has decreased from 3.1in 1970t0 2.6 in
2000.5 The percentage of households with five or more people diminished in recent
years, falling from 21% in 1970 to 10% in 2000. Single person households, on the other
hand, rose from 17% to 29%. Other household types such as childless couples,
cohabitation, and empty nesters are on arise.

Key Implicationsfor W&I: Theremay be an increasein taxpayerswith the single
filing status. Therewill be fewer exemptionsreported asthe number of single and
two person householdsincrease and the number of larger households decr eases.

The Proportion of Households With Own
Children Under 18 Has Been Declining

A decrease in the percentage of households with own children under age 18 has
contributed to smaller family sizes over the years. The percentage of households with
own children under age 18 has fallen from 45% in 1970 to 33% in 2000. If similar trends
continue, the percentage may fall to 29% by 20108

Key Implicationsfor W&I: There could be fewer dependents and associated credits
(e.g. child care, decrease in number of EITC qualifying children) claimed on tax
returns.

Single-parent Families Are Becoming More
Prevalent

In 2000, over 37 million family groups included children under 18, up from 29 million in
1970. Single-mother familiesincreased from 3 million in 1970 to 10 million in 2000.
Single-father families jumped from 392,000 to over 2 million during the same period of
time. The percent of family groups maintained by single mothers increased from 12% in
1970 to0 26% in ﬁOOO. The percentage of family groups maintained by fathers increased
from 1% to 5%.

Key Implicationsfor W&I: An increasein single parent families could result in an
increasein issues associated with changesin filing status, prior tax liabilities,
innocent spouse claims, alimony reporting, dependency deter minations, and
eigibility requirementsfor EITC.



More Children Living Only With Mothers

Although the mgjority of children under age 18 live in families with both their mother
and father, an increasing percentage are living only with their mothers. This family
configuration has risen from 10% in 1970 to 22% in 2000. The percentage of children
under age 18 who are livi nﬁ only with their fathers has increased modestly, but figures
indicate continued growth.

Key Implications for W& : Dependency issues may result in increasing number of
inaccuratereturnsand fraudulent claims. In cases of divorce, W& may face an
increasein alimony issues, wher e the payer s of alimony over state the amount paid
and therecipient of alimony under states the amount received.

Children Living With Never-Married Mothers

Of children less than age 18 living with their mothers only, the percentage of children
living with a mother that has never been married increased from 4% in 1960 to 41% in
2000. In contrast, the percentage of children under age 18 living with a mother because of
the absence of the father has decreased from 46% in 1960 to 20% in 2000. The
percentage of children who live with mothers because of divorcghas increased from 24%
in 1960 to 35% in 2000, although it was as high as 43% in 1980.°

Key Implications for W&I: Increasing number s of never married mothers might
result in an increased presence of EITC claims, child support problems, and
dependency issues.

Women Living In Poverty

29% of recently separated women and 21% of recently divorced women live in poverty.
Conversely, 12% of recently separated men live in poverty. Nine percent of divorced
men aso live in poverty. ’

Key Implicationsfor W& I: Marriage, separation, divor ce, and possibly remarriage,
might create arevolving door effect, wher eby female taxpayersgo on EITC, go off
EITC, and then go back on again.



Mother and Children Living With Grandparents

The number of children living with grandparents has risen substantially over the last 30
years, from 2.2 million in 1970 to 3.8 million in 2000 —a 74% increase. 1n 1970, 43% of
children living with their grandparents were doing so without either of their parents being
present. This percentage dropped to 35% in 2000. However, the number of mothers
present in the grandparﬁts’ household more than doubled between 1970 and 2000, (from
817,000 to 1.7 million).

Key Implications for W& |1: Dependency issues may result if both parent and
grandpar ent attempt to claim grandchildren as dependents.

Divorce Rate Expected to Increase

In 1950, the number of divorced men and women, 15 years of age and older totaled 2.4
million. In 2000, this number increased by afactor of 8to 19.9 million. The combined
divorce percentage was 2.2% in 1950 and 9.3% in 2000. Individual percerfiages for men
and women in the year 2000 were 8.3% (men) and 10.2% (women). Projections suggest
the divorce rate in 2010 might reach 8.5% for men and 11.8% for women. °

Key Implicationsfor W&I: Asthe divorcerate continuesto climb, W& I might find
itself increasingly faced with the following issues and concerns. changesin filing
status, prior tax liability problems, innocent spouse claims, accuracy of alimony
reported, dependency deter mination, the sale, purchase, and refinancing of
residences, and questionsrelated to multi-generational households, and EITC
eligibility.



Cohabitation On the Rise

The number of unmarried-partner households increased from 3.2 Million in 1990 to 5.5
million in 2000. This configuration represented 3.5% of all households in 1990 and 5.2%
in 2000.
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The Census Bureau predicts that the figures may actually under represent the number of
unmarried couples who live together because only “householders’ and theirpartners are
tabulated and some may be reluctant to classify themselves as cohabitating.

Cohabitation Affects Family/Household Economics

= Purchasing power of the family, parent and children.

= Health care
= Education
= \acation

= Savings and wealth accumulation
» Potential tax liability (assuming income sharing)

Key Implicationsfor W&I: Asunmarried cohabitating households increase,
guestions of eigibility and the tax filing status on returns might be mor e frequent.
Another associated issue, iswhether income sharing among cohabitating partners
should affect income eligibility for the EITC?



Growth in Foreign Born/Immigrant Population

Between 2000 and 2010, fhé USforei gn born/immigrant population is expected to
increase from 10.4% to 11.3% of the US population, i.e. from 28.4 million to
approximately 34 million.** Immigrant households are generally larger than other
household types, especially new immigrant households. The living arrangements of |ow-
income immigrant households reflect the inclusipm of the extended family.

Children under age 18 with aforeign-born parent are more likely to live in a two-parent
household, than those with a native born parent.*?

Key Implications for W&I: The living arrangements of foreign-born/ immigrants
households may impact upon EITC dligibility, especially for personswith the same
qualifying child. More attention will haveto be paid to the English language
proficiency of the foreign born/immigrant population.

Immigrants and EITC Eligibility

Eligibility for the EITC among immigrants is almost double the rate of natives.*®

Conclusions

What is the relevance for tax administration of the changing demographic characteristics
of the American family?

Given the demographic and economic changes in the living arrangements of the
American family, tax administration may have to reconsider its response to the following
guestionsin its outreach and education programs:

» Should the tax credits éligibility criteriafor families/households in non-
traditional living arrangements be reconsidered or revisited?

* How isthetax credit eligibility status affected by the increased transfer of
qualifying children between parents and grandparents?

* How doesthe EITC impact the choice between cohabitation and marriage?

* How does the existence of an income-sharing cohabitating relationship affect
the decision-making behavior of low-income taxpayersto claim the EITC?

Which parent of the child (tax treatment of children) should claim the child,
when the parents are divorced, separated or have never been or will be
married?
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Previous Research on Changes in Family Structure and Living Arrangements, especialy
Cohabitation:
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1986.
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Also see,
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Key Question:
How should cohabitating living arrangements be treated for public policy-making?
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