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Abstract

Currently, $38 billion in child support payments is due custodial parents in the United States. The purpose of this study
is to investigate the public policy and theoretical economic implications associated with tax incentive proposals for
child support payments. Institutional theory and economic modeling theoretically support this investigation. Overall,
the study suggests that a tax incentive associated with child support payments would enhance tax progressivity and
reduce income inequality while also enhancing non-custodial parent ability to pay their child support legal mandates. A
tax incentive may also enhance child support payer perceptions of procedural and retributive justice.
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1. Introduction, Purpose, and Motivation

In the United States, $38 billion in child support payments is due to 6.8 million custodial parents. However, only $25
billion was actually received (U.S. Census, 2007). The purpose of this study is to investigate the public policy and
theoretical economic implications associated with tax incentive proposals for child support payments that would not
only enhance tax progressivity but also reduce income inequality and theoretically increase payer compliance.
Non-custodial parents should have a greater ability to pay child support to the custodial parent with a dependent child
if he/she can obtain a tax incentive contingent on child support payment compliance. A related theoretical implication
of creating a tax incentive for child support payments is it may enhance child support payer perceptions of procedural
and retributive justice (Kray & Lind, 2002; Kirchler, 2007), as well as overall governmental institutional legitimacy,
which should enhance payment compliance further (Lin, 2000).

Specifically, this commentary argues for federal tax incentives to boost child support payment compliance based on (1)
a public policy argument supported by enhanced institutional legitimacy, fairness, and justice; and (2) a theoretical
economic argument. The authors are motivated to conduct this research due to the severe negative societal externalities
that currently exist when a non-custodial parent (often the father of a child) does not pay in full his legal obligations for
child support, including the problematic economic and psychological impact on the custodial parent (often the mother)
and her dependent child(ren). (Note 1) Neither a pro-custodial parent nor pro-non-custodial parent position is taken in
this study. Instead, this examination simply seeks to suggest a possible public policy remedy (i.e., tax incentive) that
may be beneficial to all parties involved (e.g., father, mother, child(ren), and society as a whole) by increasing the
non-custodial parent’s ability to pay, while also hopefully enhancing payer perceptions of Internal Revenue Service
(IRS) procedural and retributive justice (Kray & Lind, 2002; Kirchler, 2007).

New York State’s recent (2007) announcement that it was creating a child support payment tax credit for non-custodial
payers who are current on their support obligations underscores the pragmatic motivation for this research and
illustrates that the tax proposals discussed in this study are both realistic and noteworthy from a public policy incentive
standpoint (New York State, 2007). Jagannathan (2004, p. 125) probably states the generalized motivation of studying
child support payment/collection issues best:

Given what is at stake...our children and, therefore our nation’s future...and given what we know about the
economic and social consequences of certain types of family living arrangements...it is critical to study the
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factors influencing the living arrangements of children within a comprehensive policy implementation
framework.

The authors believe that the study’s theoretical development and commentary significantly contributes to the literature
regarding the child support payment challenge. Very little academic literature exists in connection with tax-related
implications pertaining to child support payments.

The remainder of this research is organized as follows. The next section provides a literature review including
Institutional Theory and child support psychology literature that provides context for the study. Then, the modeling of
the economics of child support and a review of child support payment tax incentive options is presented. Finally,
conclusions are presented.

2. Literature Review
2.1 Background

In a home where both parents live together with their child, there is generally an automatic sharing of income with the
child. When parents live apart, however, this sharing is no longer automatic, so society has established that
non-custodial parents, often the father, pay court-ordered child support to ensure pecuniary transfers to the child (Case,
Lin, & McLanahan 2003). Child support transfers in theory are intended to make the two households comparable in
terms of standard of living (Folse & Varela-Alvarez, 2002). In short, when one has a child he/she is under a legal
obligation to support that child until they are 18 years of age; thus, many people assert that child support is a right of the
child (e.g., Sasser, 1999).

During the past four decades, single-parent households have become more of the norm than the exception, and it is
estimated that over half of today’s children are expected to live apart from at least one biological parent before they are
18 years old (Bumpass & Lee, 2000). Children in single-parent families generally suffer numerous psychological,
social, and economic disadvantages, as compared to children in families containing both biological parents
(Jagannathan, 2004). However, increased child support payments have been found to not only help children
economically, but also is associated with enhancing their academic achievement (Knox, 1996). Therefore, the use of
“child support has become an increasingly important policy instrument for reducing economic insecurity among single
mothers and their children” (Case et al., 2003, p. 171).

2.2 Institutional Theory — The Governmental Public Policy Perspective

Institutional Theory (Meyer & Rowan, 1977; DiMaggio & Powell, 1983) provides public policy theoretical support for
this study and explains why the government should be motivated to revise the public policy on child support payments
so that payer perceptions of justice and fairness are enhanced. This theory allows accounting research to assess
institutional actions that, by necessity, involve both power and politics (Covaleski & Dirsmith, 1991), and thus, is
appropriate for research that involves the United States (U.S.) government. A few noteworthy accounting studies have
employed Institutional Theory in the past, and they provide excellent reviews of the relevant literature in conjunction
with accounting context public policy issues (e.g., Covaleski & Dirsmith, 1991; Fogarty, 1992; Carruthers, 1995;
Carpenter & Feroz, 2001).

In sum, Institutional Theory promulgates that organizations (including the U.S. Congress (Congress) and Treasury
Department’s Internal Revenue Service (IRS)) must conform to external institutional pressures because this behavior
enhances societal perceptions of the organization’s credibility and legitimacy, which correspondingly promotes access
to resources as well as organizational survival (Meyer & Rowan, 1977; DiMaggio & Powell, 1983; Fogarty, 1992).
Public sector organizations, such as the government in general, and Congress and the Treasury Department in
particular, must be sensitive to societal opinions and perceptions regarding legal processes and fairness, since
ultimately these viewpoints are more important to these entities’ survival and success than actual organizational
functioning (Meyer, 1986; Covaleski & Dirsmith, 1991). Therefore, Congress is concerned that the laws they create
and reform are consistent with societal norms of equity, so that they positively influence citizen perceptions and
attitudes about process fairness (e.g., Lin, 2000; van den Bos, 2002; Fleischman et al., 2007), as well as procedural and
retributive justice (Kray & Lind, 2002; Kirchler, 2007). This is especially important in the context of the current
societal conundrum pertaining to child support payment compliance. If child support payers do not believe that the
legal system governing support payments is fair, they are less likely to comply with system mandates because they
perceive that this governmental public policy lacks societal legitimacy and fairness.

Institutional Theory therefore contends that it is essential for public sector organizations to establish societal
legitimacy with the citizenry. To do this, they must implement comparable practices to other organizations so that over
time they start to look and behave similarly regarding politics and “ceremony” (DiMaggio & Powell, 1983, p. 150).
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This metamorphosis towards organizational homogeneity is termed “institutional isomorphism” and can be classified
as mimetic, normative, and coercive isomorphism (DiMaggio & Powell 1983, p. 150). Each of these classifications
will be briefly defined below.

Mimetic isomorphism occurs when organizations respond to institutional pressures that encourage similar responses to
the particular environment faced by the organizational association (DiMaggio & Powell, 1983; Fogarty, 1992). For
example, one would expect that the legal adjudication associated with child support payment compliance cases would
be applied using fair and equitable due process of law procedures in accordance with the Personal Responsibility and
Work Opportunity Reconciliation Act of 1996 (PEWORA, 1996), as should be the case with any other legal process,
whether it involves criminal, civil, or tax law.

Normative isomorphism refers to institutional pressures that emanate from societal norms of justice and equity
(DiMaggio & Powell, 1983). For example, it is clear that non-custodial fathers do not generally perceive that the
current child support payment process is fair and just. There is considerable lobbying and public outcry by these fathers
to reform the law to make it more fair and equitable from their standpoint and to enhance their ability to pay their legal
child support obligations. Similarly, there is an equal or even greater societal outcry from custodial mothers who
bemoan the fact that they and their dependent children must face economic hardships because the custodial fathers do
not faithfully pay legally mandated child support payments. In short, these normative pressures from both sides of the
child support payment challenge place pressure on Congress to reform the law in order to meet these societal demands.
The present study proposes that a tax incentive for child support payments would likely represent a concrete and
ideological positive step towards addressing these societal concerns of both the custodial mother and the non-custodial
father.

Finally, DiMaggio & Powell (1983) describe coercive isomorphism that emanates from formal constituent
organizations (such as Congress and the Treasury Department in the present study), as well as informal constituent
groups. For example, Congress is responsible for establishing the laws in the United States and must reform the laws as
they did with PEWORA in 1996 when it becomes clear that existing law does not meet societal norms for equity,
fairness, and effectiveness. The present study urges Congress to consider a tax incentive for child support payments in
order to meet the societal demands of both custodial mothers and non-custodial fathers. Figure 1 depicts the roles of all
three forms of isomorphism as they pertain to the present study regarding public policy of child support payments.

2.3 Child Support Psychology Literature

The child support psychology literature seems to suggest that in the aggregate the government has lost institutional
legitimacy among most payers of child support. This is a crucial conclusion, because it partially explains why child
support payment compliance is still a deeply troubling public policy issue in the United States. Based on the above
discussion of Institutional Theory, the government now has the burden of shifting its child support compliance strategy
in order to reclaim the respect and legitimacy of non-custodial fathers. The child support payment legal process must
undergo a transformation in order for payers of child support to view it as fair and just, and only when the process
regains its respect and legitimacy can one expect non-custodial payers to voluntarily comply with legally-mandated
payments.

Procedural justice and retributive justice are both relevant to child support payment compliance public policy issues
and are associated with normative isomorphism (see Figure 1). Procedural justice exists in the present study when
persons who are required by law to pay child support believe that the process that generated the payment mandate was
fair and equitable (Kirchler, 2007). Retributive justice, on the other hand, is “concerned with the perceived
appropriateness of sanctions” (Kirchler, 2007, p. 76) in association with the application of law (i.e., mimetic
isomorphism, see Figure 1). In the present study, this may refer to how appropriate non-custodial fathers perceive their
support payment mandate to be. If they perceive that it exceeds their ability to pay, their perception of retributive
justice will be poor. Similarly, if the non-custodial father falls behind on his child support payments, and he is
subsequently jailed or subject to onerous civil or criminal penalties, this too will seriously damage perceptions of
retributive justice.
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o  Custodial mother / child
poverty.
e Perceptions of adjudication of
the law:
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Support Payments

Enhance payer ability to pay.

e Increase child support payment
compliance.

e  Enhance payer perceptions of
fairness and procedural and
retributive justice.

e  Strengthen governmental
institutional legitimacy.

Figure 1. Interaction of Institutional Theory and Public Policy of Child Support Payments
(Adapted from DiMaggio & Powell, 1983; Fleischman et al., 2007 and 2009).
2.4 Severity of Noncompliance and the 1996 Legislation Overhaul

Because child support is such an important source of income for single mothers and their children, there is considerable
societal anxiety about the social injustice caused by poverty and deprivation of mothers and children who do not
receive their legally-mandated payments. Based on the most recent information, approximately 23 percent (about 1.6
million custodial parents) received no child support at all, which translates to about $13.2 billion of uncollected support
in 2005 (U.S. Census Report, 2007). A less recent but possibly idealistic report suggested that non-custodial fathers
could pay $34 billion more in child support if they all had support orders and these orders were fully paid (Sorensen
1997), which further exacerbates the public uproar over this contentious issue. Consequently, during the past 20 years
public policy has attempted to both target and streamline all stages of the child support process, including 1) paternity
establishment, 2) legal (formal) support orders, and 3) enforcement of those orders in order to maximize the payment
of child support by non-custodial fathers (Bartfeld, 2003). In fact, PEWORA of 1996 (Public Law 104-193)
substantially replaced the child support process that had been in existence for 60 years with a new program designed to
strengthen the child support enforcement system (Cancian & Meyer, 2004).

Published by Sciedu Press 4 ISSN 1927-5986  E-ISSN 1927-5994



www.sciedu.ca/afr Accounting and Finance Research Vol. 3, No. 2; 2014

2.5 Approaches to Enhance Compliance

Lin (2000, p. 389) developed a theoretical framework regarding three potential pragmatic approaches to ensuring
public compliance with child support payment mandates:

1) Deterrence-based approach. Using this paternalistic public policy approach, society identifies actual child
support non-payers to assess them with civil or criminal charges. This may involve jailing the person in the most
severe cases, possibly intercepting tax refunds, or putting liens on the offender’s property. The literature suggests
that there is some evidence that these policies increase overall child support collections (Sorensen & Halpern,
1999). Some public policy attempts during the post-1996 reforms to browbeat so-called “deadbeat dads” into
paying child support have had disastrous effects, however. For example, putting delinquent payers in prison not
only bogged down the penal system, but also severely hurt their chances of obtaining gainful employment once
they got out of jail with severe arrearage of debts (Byrd, 2000). This approach is a form of coercive isomorphism
and application of this approach represents mimetic isomorphism (see Figure 1).

2) Compliance-based approach. This pre-emptive policy strategy creates standards and then uses enforcement to
oversee compliance behaviors before the law is broken. Examples of this strategy include automatically
withholding child support payments from paychecks. Research generally supports that this withholding technique
has a positive association with child support payment compliance (e.g., Garfinkel & Robins, 1994; Sorensen &
Halpern, 1999). This approach is again a form of coercive isomorphism and its application is a form of mimetic
isomorphism (see Figure 1).

3) Consensus-based approach. This approach assumes that society will comply with the law because their
personal norms for behavior coincide with the norms defined by the law (Horwitz, 1990) and not because they fear
punishment (deterrence-based approach) or because their behavior is regulated (compliance-based approach).
This approach promulgates that there are two ways to change social norms: one can either widely enforce a new
law so that citizens change their behavior, or one may use different media to persuade the citizenry of the merits of
the new law by changing their attitudes (Lin, 2000). One study asserts that if non-custodial fathers perceive that
the child support process treats them fairly, they will be more likely to comply with their child support orders (Lin,
2000). This approach appeals to societal norms of equity, and therefore, represents normative isomorphism (see
Figure 1). This approach is likely most effective and would also enhance the government’s institutional legitimacy
as espoused by Institutional Theory (e.g., Meyer & Rowan, 1977; DiMaggio & Powell, 1983).

A tax incentive for child support payments may be an effective means to positively influence payer perceptions and
attitudes about process fairness (e.g., Lin, 2000; van den Bos, 2002; Fleischman et al., 2007), as well as procedural and
retributive justice (Kray & Lind, 2002; Kirchler, 2007) associated with the overall child support payment system in
general. Such a tax incentive may be viewed as societal support and understanding of the ability to pay hardships that
lower- and middle-income payers experience on a monthly basis and should enhance governmental (in general) and
IRS (in particular) institutional legitimacy (Meyer & Rowan, 1977; DiMaggio & Powell, 1983).

2.6 Barriers to Compliance

The term “deadbeat dad” has been coined to refer to non-custodial fathers who selfishly do not pay their legal child
support obligations even though they have the economic ability to do so (Christensen, 2001). Although no doubt many
such persons exist, contemporary research in this area has been focusing on why non-custodial fathers do not pay, or do
not pay all their legally mandated child support obligations. Specifically, the literature has identified at least four major
barriers that limit a non-custodial parent’s ability to pay child support:

1. “(L)imited connection to the labor force;

2. Low and fluctuating earnings that make it difficult to comply with support orders;
3. Support orders that do not reflect current earnings; and
4

The accumulation of (debt) arrearages that many fathers have little hope of paying” (Cancian & Meyer, 2004,
p. 183).

In short, many child support non-payment issues do pertain, either directly or indirectly, to a non-custodial father’s
ability to pay (Sorensen, 1997; Bartfeld, 2003; Case et al., 2003; Cancian & Meyer, 2004). One study notes that fathers
of children born outside marriage have even less incentive to pay child support because a large proportion of their
children are members of a family on welfare, meaning that the children can only receive at most $50 of their father’s
child support payment per month (Case et al. 2003). Furthermore, women’s earnings increased dramatically during the
1970s and 1980s, while the earnings of men with less than a college education declined (Case et al., 2003). Paying
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child support causes few fathers to fall below the poverty line, but child support payment obligations of low income
fathers tend to be a higher percentage of income as compared with fathers with moderate or high income levels
(Cancian & Meyer, 2004). Generally, the preponderance of research evidence suggests that fathers with the least
income are also least likely to pay their child support obligations, and many fathers are so burdened by debt arrearages
that they do not believe they will ever be able to pay these substantial debts (Cancian & Meyer, 2004).

2.7 Ability to Pay: Theoretical Development and Economics of Child Support

A basic assumption underlying the following framework is that both mother and father value their child’s welfare,
meaning that each therefore benefits from the other’s actions taken to increase this welfare. In a united two parent
family, physical proximity generally acts to maximize both parents’ investment in their children so that each parent
individually enjoys the incremental investment to a child’s welfare made by the other parent along with his/her own
investments for the child (Beller & Graham, 1985, 1986; Weiss & Willis, 1985; Teachman, 1991).

This mutual welfare investment synergy breaks down, however, after the parents divorce or separate, because now the
father loses his control over the goods and services allocated for his child’s welfare versus those consumed by the
child’s mother. Additionally, the father’s beneficial utility from his enjoyment of his children is substantially
diminished because of increased physical distance (Beller & Graham, 1985, 1986; Weiss & Willis, 1985; Teachman,
1991).

The extent of resource transfers from the non-custodial father to his children is based on negotiations between father
and mother, given legal constraints, with each ex-spouse trying to maximize personal preferences, subject to the
constraint of concern for their child’s welfare. The negotiation outcome is the time outlay and material support pledged
by the father (Beller & Graham, 1985, 1986; Weiss & Willis, 1985; Teachman, 1991).

The economics of child support payments gained importance due to the decline in the proportion of married—couple
families during the last few decades. This is important because in this study it is assumed that single-parent families
most often headed by a mother have less household income than a comparable married-couple family with children.
The U.S. Census data (2008, Table 1) supports this assumption, given that the median income of married-couple family
households in 2007 was $72,785. In contrast, the 2007 median income of a male-headed single parent households was
$49,839 and the median income of a female-headed single parent households was $33,370.

In this discussion and modeling, the study does not develop a new theoretical model but instead discusses how this
study incorporates a tax incentive for child support payments that is best described by augmenting existing economic
models of child support (e.g., Weiss & Willis, 1985; Beller & Graham, 1986; Boca & Flinn, 1995; Flinn, 2000). The
focus will be only on divorced parents who are not acting cooperatively, which is consistent with the social conundrum
involving sporadic child support payments.

The previously mentioned child support models assume that utility (welfare) functions of the parents are dependent on
both their own and their child’s consumption. The utility functions in these models are also jointly determined because
there remains a common good of interest, the child. Here, let u, represent a parent’s utility (custodial, ¢ or non-custodial,
nc) and e, represent expenditures on themselves. / is the investment on the child. Therefore, total parental income is
given as: Yr=17Y. + Y,.=e. + e, + I (income = expenditure). In addition, if we assume that one spends a percent of her
total income on herself and (/-a) percent on the child, then the utility function of a parent mother p, is presented as:

up(ep, I = x, 1n(ep) + (1 —ocp)ln(l) (1)
where, x,,€ [0,1]andp € [c,nc]

The allocation of wealth of a divorced couple depends on who has the custody of the child and therefore, also controls
the child’s expenditures. The allocation of wealth under divorce is also pareto inefficient compared to a married-couple,
since the custodian parent (usually mother) chooses a without considering the effects on the father (Weiss & Willis,
1985). In a divorce state, however, the ex-wife custodial parent may maximize her utility given the ex-husband’s
parallel independence and satisfaction level that implies that it is rational to give up the child custody while otherwise
making support payments to maximize the child’s welfare. Otherwise, the child may experience low levels of
expenditure. The non-custodial father’s relative trade-off of custody versus support may also be driven by a certain
degree of altruism corresponding to higher levels of income transfer to his child. Indeed, the “collective good
hypothesis” explains why transfer of custody rights and support payments normally travel in the same direction (Weiss
& Willis, 1985).
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The static solution of the problem is unique (Boca & Flinn, 1995; Flinn, 2000). Given her total income(Y; + tyc), the
investment/expenditure (/) by the mother (¢) on the child and the optimal transfer (¢) from the father (nc) are given by
the following equations:

I'(Ye, tne) = (L —xc)(Yo + tye) 2

, Y
(Yne =%y Yr) if oye< YLTC

t*(O(C’ YT) = WheTe, YT = YC + YNC (3)

. YnC
if onez 3

These values determine the maximum utility for both the parents given the usual state of non-cooperation. One should
note that the amount of child-support order (s) does not appear anywhere in this optimization problem and therefore,
conclude nothing about the compliance behavior. Therefore, a slightly modified utility function was proposed by Boca
& Flinn (1995):

up(ep,l) =, ln(ep) + (1 —ocp) In(l) — viI[t < s] 4
The new term on the right hand side represents an overall disutility due to a lack of child support compliance. The

father with the utility function in (4), over-complies when o is low or when the voluntary transfer (f) exceeds the

value of child support(s) or whenoy < (Y’\;LS) Partial-compliance (where #<s) takes place when o€ {(Y’\;LS),
T T
YnC . . . . Ync
Y—} The non-custodial parent doesn’t transfer anything if oy € {Y—, 1}.
T T

As previously mentioned in the literature review, the percentage of partial or no child support compliance is fairly high
among divorced ex-husbands with a dependent child. Therefore, the question regarding compliance remains open:
What tax incentive mechanism should be designed to increase payment compliance?

The study now wishes to analyze if the proposed policy of child support payment deductibility makes theoretical sense
to increase child support transfers and therefore, compliance. The dilemma, however, faced by a father is whether to
transfer the child support or not and if yes, then how much. The reason for this dilemma is the mother’s ability to
control the support money while the father remains uncertain about the proportion of the resources spent on the benefit
of the child. Policymakers may achieve a pareto improvement with (1) a conditional child support transfer, or (2) a
tax-incentive for the child support.

To illustrate this first strategy, the father can try to achieve pareto improvement in a divorce state by internalizing the
interest of the mother and making the child support transfer conditional that she spend these monies specifically on the
child (Weiss & Willis, 1985). However, the incentive of higher transfer, coupled with greater child expenditures may or
may not work, since the monitoring cost of observing those expenditures is too high for the father, and it may be
difficult for the mother to effectively signal her actions to influence the father’s support outlays. Furthermore, if the
mother transfers a greater percent of child support payments specifically for the child, this in turn may create
suboptimal behavior by inducing the father to subsequently consume more personally and thus, ultimately reduce child
support payments in the last analysis (Beller & Graham, 1986). In a related vein, a decrease in the mother’s own
consumption levels (a¢ > a’c) means the proportion spent on the child’s expenditure is higher, which is now (/-a’¢).
This influences the budget line (see Figure 2) to move to the right (4'B’), and it also becomes steeper as a result (the
new slope, - (/-a’¢) is higher). The impact on the father is theoretically ambiguous, since he may pay more or lesser
amounts of child support depending on his preference pattern and altruism for his child, as well as the magnitude of the
increase in proportion to expenditures directed to the child. The upward shift in the budget line increases both the
consumption for the father and the child, but the higher slope induces the father to pay lesser amounts of child support
(Beller & Graham, 1986). Therefore, the total effect on child support transfer remains ambiguous.
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Child’s
Consumption

A

(1-0’c)(Yc + tne)

(I-ac)(Yc + tne)

(1-07¢) (Yo)

(1-0c) (Yo)

Father’s Income &
» Consumption

acYncYne
Figure 2. Mandated increase in mother’s proportional expenditure on the child may or may
not ultimately increase child support transfers.
To illustrate the second strategy, a tax-incentive for the father’s child support payments is another option that raises the

disposable income of the father (Yy.) and therefore, increases the probability of satisfying the compliance-conditions:

Yne-s)

(szc (Yne-s)
Yr

Yr

" ). This leads to higher investment (payments) to his child as illustrated by
T

Figure 3. The child’s consumption on the y-axis and the father’s income and consumption on the x-axis are also
measured. The transfer is given by ¢ which is the remaining income after the father’s personal consumption. The child’s
consumption is measured as the percentage of the mother’s total income, (Y, + tyc) which she doesn’t spend on her
own consumption. The utility functions of the father are represented by U, U, and U, curves that also show
diminishing marginal rate of substitution between the child’s consumption and the father’s consumption. A steeper
utility or indifference curve will imply a lesser preference for the child’s consumption. The budget lines are represented
by AB or A'B’ for the non-custodial father’s income Yy, or Yy respectively. At 4, he transfers all income in the form
of child support to the custodial mother and child, while at B, he transfers nothing to them. The slope of the budget line
is —(1 —x¢) which implies that if one reduces his consumption by $1, it will raise the child’s consumption by
$(1 —o).

The initial equilibrium is represented by £ ; where the father maximizes his satisfaction and the indifference curve, U,
is tangent with the budget line representing no incentive for the father to trade-off anymore. At this point, he keeps,
$acYyc for his own consumption by transferring the rest as child support, $zyc. A proposed tax incentive maximizes his
own satisfaction on the indifference curve, U ,. This increases his transfer in child support from to. His own

consumption also increases to acY yc. The father is therefore most likely (holding constant the normal set of
assumptions of consumer behavior) going to increase his own consumption by using some of his additional income
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(due to increased ability to pay) personally while the rest is likely to be spent on his child (Beller & Graham, 1986). The
theory, therefore, explains that the tax incentive for child support payments that enhances a father’s ability to pay
should help the custodial mother and dependent child if the assumptions of utility theory hold.
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Figure 3. The Tax Incentive for Child Support: Increase Ability to Pay.
2.8 Ability to Pay Enhanced by a Tax Incentive—But What Kind?

Because the ability to pay issue is significantly linked in the literature to compliance (e.g., Bartfeld & Meyer, 2003),
some researchers have suggested public policy changes that would help the non-custodial parent satisfy his child
support obligations (Curran, 2003). Curran (2003) suggests that Congress create a tax credit to help with the ability to
pay conundrum. Folse and Varela-Alvarez (2002) concur, mentioning that currently no tax benefits are associated with
child support payments, while the receipt of child support income is non-taxable. They also argue a lack of relative tax
equity for non-custodial parents, given that the custodial parent may claim dependency exemptions, head of household
status, as well as the child tax credit for children under 17 (Folse and Varela-Alvarez, 2002).

Two articles have appeared in the professional accounting literature that promote a tax benefit of some kind to enhance
non-custodial father ability to pay issues. Hutchison & Fleischman (2001) suggested that Congress provide some kind
of tax incentive, most likely a deduction “for”” adjusted gross income (AGI) or a tax credit, to encourage non-custodial
fathers to pay their child support obligations. In a more recent follow-up article, Hutchison, Fleischman, and Anders
(2007) suggested a deduction “for” AGI or a tax credit for child support payments to not only encourage compliance
but to also increase payer perceptions of system fairness based on Lin’s (2000) consensus-based approach to public
policy that should also bolster governmental institutional legitimacy. Hutchison et al. (2007, p. 41) note that “(f)athers’
advocacy groups often cite a lack of fairness in the legal process as a key reason why non-custodial fathers do not pay
child support, which suggests a lack of institutional legitimacy. Hutchison et al., (2007) also noted that a tax incentive
for child support payers would increase the taxation equity with custodial parents, thus addressing the Folse and
Varela-Alvarez (2002) argument above. In summary, Hutchison et al. (2007, p. 42) conclude the following:

A tax incentive for child support payments would produce a win/win/win/win situation:

1) Noncustodial parents would be encouraged to make child support payments because the tax
incentive would reduce the after-tax-cost of such payments while also enhancing payer perceptions
of societal fairness;

2) Custodial parents would receive support payments to decrease household financial insecurity;
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3) Children would benefit from funds received by the custodial parent for their welfare, thus
decreasing poverty; and

4) The time and money spent by society and the legal system in enforcing and collecting child
support (e.g., courts, attorneys, incarceration costs, collectors, etc.) would decrease.

The authors also suggest that any tax incentive that Congress would consider should have a phase-out provision to
target benefits to middle- and lower-income taxpayers (Hutchison et al., 2007), which is the group Congress has
historically attempted to benefit (U.S. Congress, Joint Committee, 1981).

A February 5, 2007 on-line article located on the New York State Office of Temporary and Disability Assistance
website (NYS OTDA, 2007) reports that New York State is the first state in the United States to provide non-custodial
parents with a tax incentive. The tax benefit is a refundable tax credit that is available to non-custodial parents who
make their child support payments on time, which will enhance their ability to pay child support in the future (NYS
OTDA, 2007). To qualify for the credit, non-custodial parents must be at least 18 years old, have a child who does not
live with them, and have a New York State child support order that the non-custodial parent is making current
up-to-date payments on.

2.9 Overcoming Barriers

Based on the above literature and theory, a key barrier that non-custodial fathers face regarding paying child support
obligations in full is their limited ability to pay such obligations (e.g., Bartfeld & Meyer, 2003). The thesis of this
exploratory public policy study is that a federal tax incentive would increase the after-tax income of non-custodial
parents, thus enhancing their ability to pay child support, which should increase compliance and fairness perceptions.
Ideally, it is asserted that a child support payment tax incentive that would increase the ability to pay could also be
viewed as a consensus-based approach to compliance based on Lin’s (2000) arguments, since this may be an effective
means to transform the attitudes of the citizenry regarding the overall fairness (van den Bos, 2002; Fleischman et al.,
2007) and justice (Kray & Lind, 2002; Kirchler, 2007) of the child support payment process. Institutional Theory
(Meyer & Rowan, 1977; DiMaggio & Powell, 1983) suggests that strengthened child support payer fairness and justice
perceptions associated with the child support payment process should also enhance perceptions of governmental
legitimacy, which should theoretically further bolster payment compliance.

2.10 Design Options for the Proposed Child Support Payment Tax Benefit

Because there currently is no Federal tax incentive for child support payments, any proposals that could be suggested is
by definition arbitrary. With this fact in mind, however, the authors wish to propose two alternative tax breaks that
would be potentially feasible based on tax deductions and credits that currently exist in the Internal Revenue Code.
The suggested tax breaks in this paper are designed to target middle- and lower-income taxpayer groups, and thus,
enhance tax progressivity (Seetharaman, 1994; Seetharaman & Iyer, 1995; Dunbar, 1996; Iyer & Seetharaman, 1997,
Young, Nutter, & Wilkie, 1999), so both alternatives presented contain phase-outs to accomplish this purpose.

The most logical child support tax benefit design alternatives were: 1) a deduction “from” AGI (itemized deduction), 2)
a deduction “for” AGI, and 3) a tax credit. This study concurs with Hutchison et al. (2007, p. 42) that a deduction “from”
AGI (itemized deduction) is not a feasible alternative because only about 33% (based on 2003 Statistics of Income data)
itemize, and 80 percent of itemizers have AGIs of over $50,000. “Thus, an itemized deduction for child support
payments would likely only assist wealthier taxpayers who itemize, and who are more likely to meet their support
obligations . . .” (Hutchison et al., 2007, p. 42). Therefore, two tax incentives were developed for child support
payments, a deduction “for” AGI and a tax credit.

1. Deduction “for” AGI option. When designing this form of child support deduction, a review was made of the
existing list of deductions “for” AGI to determine which specific deduction would be most appropriate to use as a
model. Alimony payments are completely deductible, but it was not thought that this would be appropriate for
consideration based on progressivity and tax expenditure concerns. After considerable review and discussion, it
was agreed that a design that is consistent with the tuition and fees deduction be selected, which purposes to target
similar taxpayer income groups. Therefore this study proposed a deduction “for” AGI equal to a maximum of
$4,000, limited by the amount of actual child support payments. Likewise, an AGI phase-out is incorporated for
single and head of household taxpayers with AGIs of $65,000 to $80,000 and for married filing joint taxpayers
between $130,000 and $160,000 as mandated by the tuition and fees deduction.

2. Tax credit option. A similar procedure was used to identify an existing tax credit that could be used to model a
proposed credit for this study that focuses on both low- and middle-income taxpayers. This income-level focus is
consistent with the groups of taxpayers that Congress deems are most in need of tax relief (U. S. Congress, Joint
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Committee, 1981), and continues to be the focus today. After considerable deliberation, it was decided to model a
proposed credit after the child and dependent care credit. After reviewing the purpose and congressional intent
associated with this credit, it was concluded that it was ideologically similar to what a proposed child support
credit should be.

Therefore, the child and dependent care credit limits for the 2001 tax year (the year of this study) were used as a guide
for the present study. The maximum 2001 credit is 30 percent of up to $2,400 of qualifying child support costs
associated with one child, or $720. This maximum credit doubles to 30 percent of up to $4,800 of qualifying costs
(credit equals $1,440) for two or more children. The maximum allowed percentage is reduced from 30 percent as
adjusted gross income increases, to a base of 20 percent for adjusted gross incomes of $28,000 or more.

3. Conclusions

Since both child support payment tax incentive options would increase payer ability to pay, Institutional Theory
advocates that such a tax incentive would also likely enhance payer perceptions of IRS institutional legitimacy, as well
as procedural and retributive justice, consistent with Kray & Lind (2002) and Kirchler (2007). Strengthened child
support payer fairness and justice perceptions combined with an increased ability to pay should theoretically increase
payer compliance.

Although the tax incentive proposals that are suggested in this study generally constitute tax expenditures, it should be
remembered that this public policy strategy likely would also provide cost savings if Institutional Theory is an accurate
predictor and child support payers subsequently increase their compliance behavior. For example, time and pecuniary
outlays that society in general and the legal system in particular currently expend to enforce child support payment
compliance may be diminished, including costs associated with court deliberations, attorney fees, collection efforts, as
well as incarceration costs (Hutchison et al., 2007).

Given that the Obama administration seems to favor tax credits as part of tax reform, policymakers may favor the credit
option. In order to ensure that lower income child support payers actually receive a tax benefit from the credit, it may
be wise to structure the credit as a refundable credit, as opposed to a non-refundable credit.
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Notes

Note 1. Because single parents are 80 to 85 percent of the time mothers according to Tebo (2000) and Lin (2000), the
authors use the personal pronoun “she” for the resident (custodial) parent and “he” for the non-custodial parent.
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