
 

    

Social Security Works • 1825 K St. NW Suite 400 • Washington DC 20006 
www.socialsecurity-works.org • tel: 202-587-1614 • fax: 202-955-5606 

 
         Lump-Sum Tax Rebate Better Stimulus Than the Payroll Tax Cut 

 

In 2008, Congress enacted a partially refundable lump-sum tax rebate as part of the Economic 
Stimulus Act (ESA) at a cost of $115.4 billion.1 In 2010, Congress enacted a two-percentage-point 
payroll tax cut at a cost of $111.7 billion, which it is currently considering extending and possibly 
expanding.2 The data presented in the table below indicate that the lump-sum tax rebate is better 
targeted to families with low and modest incomes. Dollar for dollar, the lump-sum approach does 
more to stimulate the economy than periodic withholding from wages. Moreover, an income tax 
rebate provides a break to the state, local, and federal employees who do not participate in Social 
Security. Perhaps most importantly, it does not decrease Social Security’s dedicated revenue. 
 

A targeted lump-sum tax credit like the 2008 stimulus payment has a variety of advantages over 
the extension of the 2010 payroll tax cut. It would:  
 

 Target middle- and lower-income workers and their families. The 2008 stimulus payment 
provided $300-$600 to individuals, $600-$1,200 to couples, and an additional $300 for every 
dependent child.3 As a result, it was more generous than the payroll tax cut for middle- and 
lower-income families. [See chart below.] And, unlike the payroll tax cut, a tax cut similar to 
the 2008 stimulus payment would not provide the largest benefits to upper-income workers.4  
 

 

 
Source: Economic Policy Institute analysis based on 2008 tax return Statistics of Income, Internal Revenue Service, 2011.
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*Figures assume both earners in couple earn the same amount. 

 Increase spending in more households than the payroll tax cut. A new study by the National 
Bureau of Economic Research (NBER) shows that a lump-sum check stimulates spending more 
than reduced witholdings, the mechanism used to deliver the payroll tax cut.6   

 Benefit  state, local and federal workers who do not participate in Social Security. 6.6 million 
(25 percent) state and local workers, as well as federal employees hired before January 1, 
1984, do not participate in Social Security and therefore do not pay payroll taxes.7  

 Not affect Social Security’s dedicated revenue stream. 
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