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Key Findings

* Nearly two-thirds of states (31 plus the District of Columbia and Puerto Rico) have an
Earned Income Tax Credit. These credits boost low-paid workers' incomes and offset some
of the taxes they pay, helping lower-income families achieve greater economic security.

* These state credits are usually built on the federal EITC, which delivered about $64 billion
to 31 million working families and individuals in 2022. Along with the federal Child Tax
Credit, the EITC lifted an estimated 6.4 million people out of poverty in 2022.

* This year, 12 states - Colorado, Connecticut, Hawai'i, Indiana, Maryland, Michigan,
Minnesota, Montana, Rhode Island, Utah, Vermont, and Washington - expanded and
improved these credits.

» To maximize the impact of their state credits, lawmakers should make the credit fully
refundable, increase the matching percentage, extend eligibility to immigrant workers
and older and younger workers without dependent children in the home, boost the credit
for workers without children and extremely low-income families, and consider monthly
payment options.

« In total, 10 states - California, Colorado, lllinois, Maine, Maryland, Minnesota, New Mexico,
Oregon, Vermont, and Washington - plus D.C. have made their credits more inclusive by
extending eligibility to certain immigrant taxpayers who file taxes using Individual Tax
Identification Numbers.

* Eight states - California, Colorado, lllinois, Maine, Maryland, Minnesota, New Jersey, and
New Mexico - have extended eligibility to younger and older workers who receive little
benefit from the existing federal credit.
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The Earned Income Tax Credit (EITC) boosts low-paid workers’ incomes and offsets
some of the taxes they pay, helping lower-income families achieve greater economic
security. The federal EITC has kept millions of Americans out of poverty since its
enactment in the mid-1970s. Over the past several decades, the effectiveness of the EITC
has been amplified as many states have enacted and strengthened their own credits.
This year alone, 12 states expanded and improved their existing credits.

The EITC benefits low-income people of all races and ethnicities. It is particularly
beneficial to historically excluded Black and Hispanic communities where discrimination
in the labor market, inequitable educational systems, and countless other inequities have
relegated a disproportionate share of people to low-paid jobs.

The effects of the EITC have been studied for decades, and research consistently
shows that children whose families received the credit are more likely to graduate from
high school, go to college, and be employed as adults.! In addition to boosting financial
security for working families with children, the EITC also improves health outcomes and
is connected to a reduction in babies born with low birthweights.2 The positive effects of
these credits are undeniable.

Proven and effective income supports like the EITC are more important than ever.
Even during periods of economic growth, too many workers face low and slow-growing
wages, while simultaneously facing high costs for housing, child care, and other basic
household expenses. In 46 states low-income households also pay a higher share of
their incomes in state and local taxes than the richest households.® This leaves working
families with even fewer resources to make ends meet and contributes to income and
wealth inequality. Creating or expanding a state EITC can counteract this inequity in
most state tax codes.

Federal Earned Income Tax Credit Provides
Income Boost to Millions

The federal EITC has been boosting the income of low-paid workers since 1975.
Lawmakers have improved the credit over time so more working families can put food on
the table, pay their bills, and be better positioned to secure economic stability.

The federal EITC delivered about $64 billion to 31 million working families and
individuals in 2022 through claims on their 2021 tax returns.* Used mostly as a source
of temporary support, the EITC helps millions of families each year. The federal EITC,
together with the federal Child Tax Credit, lifted an estimated 6.4 million people out of
poverty in 20225

While these data demonstrate the EITC's poverty-reducing impact, these numbers are
significantly lower than in 2021. As a response to the COVID-19 pandemic, the American
Rescue Plan Act temporarily increased the federal EITC for low-paid workers without
children in the home and made it more widely available by expanding age and income
limits. These critical expansions expired on January 1, 2022, though some members of
Congress would like to see them revived. Under the expanded credit, the federal EITC
delivered about $60 billion to 25 million working families and individuals in 2021. The
expanded federal EITC, together with the enhanced federal Child Tax Credit, lifted an
estimated 9.6 million people out of poverty in 2021 compared to 6.4 million in 2022.¢

INSTITUTE ON TAXATION AND ECONOMIC POLICY

2



ITEP.orq

The EITC is based on earned income like salaries and wages. For example, for each
dollar earned up to $16,510 in 2023, families with three or more children will receive a
tax credit equal to 45 percent of those earnings, up to a maximum credit of $7,430. The
credit is designed to boost incomes for low- and moderate-income workers, phasing
out as incomes rise. Families are eligible for the maximum credit until income reaches
$21,560 for single heads of household. Above this level, the credit gradually decreases
and becomes unavailable when family income exceeds the maximum eligibility level.
Single-parent households with three or more children earning $56,838 or more in 2023
are ineligible, as are married couples earning $63,698 or more. The credit is small and not
widely available for workers without children in the home: the maximum credit for such
workers is $600.

State Earned Income Tax Credits Help Low-Paid
Workers and Improve State Tax Codes

In addition to helping working families afford child care, health care, housing, food,
and other necessities, state EITCs improve state and local tax systems. Unlike federal
taxes, state and local taxes as a whole are regressive, requiring low- and moderate-
income families to pay a greater share than wealthier taxpayers. The poorest 20 percent
of Americans pay 11.4 percent of their incomes in state and local taxes. By contrast,
middle-income taxpayers pay 9.9 percent and the wealthiest 1 percent of taxpayers pay
just 7.4 percent of their incomes in state and local taxes.”

Regressive sales and property taxes (which all working families pay whether renting
or owning property) create the high state and local tax rates faced by the poorest
households. A refundable state EITC is among the most effective and targeted strategies
to help offset these regressive taxes.

Refundability is vital because it ensures that workers and their families get the full
benefit of the credit. Refundable credits do not depend on the amount of income taxes
paid; rather, if the credit exceeds income tax liability, the taxpayer receives the excess
as a refund. This makes these credits more effective at offsetting regressive sales and
property taxes and at boosting incomes. This is essential because for lower-income
families, sales and property taxes—not income taxes—make up the bulk of state and
local taxes paid.
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GILED State EITCs in 2023

. Refundable

Partial
Refundability Nonrefundable

Source: Institute on Taxation and Economic Policy, September 2023

Nearly two-thirds of states (31 states plus the District of Columbia and Puerto
Rico) offer EITCs (see Appendix). With a few exceptions (California, Minnesota, and
Washington), taxpayers in most states calculate their state EITC as a percentage of the
federal credit. This approach makes it easy for people to claim the credit (since they have
already calculated their federal credit) and straightforward for state tax administrators.
However, there are also benefits to decoupling from aspects of the federal credit to help
strengthen the benefits available to workers without children in the home, immigrants
filing with Individual Taxpayers Identification Numbers (ITINs), and extremely low-
income families.

States vary dramatically in the generosity of their credits. The EITC provided by the
District of Columbia, for example, is 70 percent of the federal credit this year for most
eligible families and will increase to 100 percent of the federal amount by 2026 (matching
their existing 100 percent credit for workers without dependents in the home).
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Meanwhile, four states (Delaware, Louisiana, Oklahoma, and Oregon) have refundable
credits that are worth less than 10 percent of the federal credit. Four states (Missouri, Ohio,
South Carolina, and Utah) allow only a nonrefundable credit, which limits the ability of the
credit to offset regressive state and local taxes. Both Delaware and Virginia offer partial
refundability which allows taxpayers to choose between a refundable or nonrefundable
credit.

Best Practices to Improve Tax Equity
There are several best practices for states looking to increase the impact of their EITCs:
» Making the credit fully refundable
 Increasing the matching percentage
» Extending eligibility to ITIN filers
» Loosening restrictions on the age of eligible workers
* Increasing the credit for workers without children in the home
» Boosting the credit for extremely low-income families
» Considering monthly payment options

These actions can chip away at racial and wealth inequality, blunt some of the regressivity
of state and local tax systems, and help families meet their basic needs. Lawmakers should
enact and strengthen state EITCs with these concepts in mind.

Many states increased the size of their EITCs in 2023. Seven states — Colorado, Connecticut,
Hawai'i, Michigan, Montana, Rhode Island, and Utah — increased their matching credit.
Michigan and Montana more than doubled their federal match, while Hawai'i doubled
the size of its credit. In Maryland, lawmakers made a temporary expansion permanent
by increasing the match for filers with dependents and ensuring a 100 percent match for
childless workers. Indiana recoupled to the federal EITC, and as a result families with more
than two children will receive larger credits. And notably, this year, Washington's Working
Families Tax Credit went into effect.®
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GILEED Increasing the Size and Reach of Existing State EITCs

federal credit starting in tax year 2024. It will return to 25 percent in 2025 and

Colorado lawmakers temporarily boosted their EITC from 25 to 38 percent of the
o N
then fall to 20 percent in 2026 and beyond.

In Connecticut, lawmakers increased their EITC from 30.5 to 40 percent as
CcT . . .
opposed to letting their temporary increase to 41.5 percent lapse.

. Hawai'i lawmakers doubled their credit from 20 to 40 percent of the federal EITC,
# just one year after making the credit fully refundable.

Indiana's EITC had matched a previous iteration of the federal EITC which did not

' In Indiana, lawmakers recoupled their 10 percent EITC to the federal credit.
IN
include a credit boost for having more than two dependents.

This year, Maryland lawmakers made temporary enhancments permanent. The

MD 71% EITC is now 45 percent of the federal credit and childless workers will receive a
100 percent match that is no longer subject to a $530 cap. Marylanders can file for
the credit with both an ITIN as well as a Social Security number.

4'. Michigan lawmakers and advocates have long pushed to expand the state's 6
Mi ‘ percent EITC back to its previous amount of 20 percent. Lawmakers chose this
year to exceed that goal and match 30 percent of the federal EITC.

newly created Child Tax Credit. In addition to reworking the structure, they

. Minnesota lawmakers overhauled their state EITC to better pair it with their
MN
extended the credit to households filing their taxes with an ITIN.

MT - Montana lawmakers increased their credit from 3 to 10 percent.

RI ‘ Lawmakers in Rhode Island increased their credit from 15 to 16 percent.

In Utah, lawmakers increased their nonrefundable EITC from 15 to 20 percent

just one year after the credit was created. While this will be a meaningful boost
uT . . . L : . .

for some working families, Utah's lowest income families will not likely realize the

full impact of this credit increase due to the nonrefundable nature of the credit.

VT Vermont lawmakers extended their credit to qualifying households who file their
taxes using an ITIN.

Washington state's EITC when into effect this year after having been on the

WA . books since 2008. Lawmakers continue to improve upon the credit, making it
retroactive for the past three years and extending eligibility to filers who are
married but file separately.

In recent years, the District of Columbia and Washington state, in particular, have
exemplified EITC best practices. D.C. has set the standard for boosting and expanding
state credits to surpass the federal EITC (a move to 100 percent of the federal credit
with ITIN and expanded income eligibility). Part of D.C.'s EITC will also be available to
recipients in monthly payments. Washington, which lacks a state income tax, modeled
its Working Families Tax Credit after the federal EITC and enhanced it by including
immigrant families and allowing all families with any amount of earned income to qualify
for the credit’s full value. The state has had an EITC on the books since 2008 but it was
not until this year that lawmakers took steps to improve its structure and fully fund its
implementation.

INSTITUTE ON TAXATION AND ECONOMIC POLICY

° 1



ITEP.orq

Expanding Eligibility to Immigrant Workers

Individual Taxpayer Identification Numbers (ITINs) are tax processing numbers made
available to certain immigrants, their spouses, and their dependents who do not have
Social Security numbers. This allows these noncitizens who live and work in the United
States to pay local, state, and federal taxes—and yet they remain left out of many public
benefits, including the federal EITC.

In response to this inequity, lawmakers in 10 states and D.C. have ensured their
EITCs include ITIN families and children. Immigrant populations have been historically
excluded from key federal policies and relief packages, even when meeting other
eligibility requirements. States should extend the reach and impact of their state EITCs
by expanding eligibility to include ITIN filers.®

This year, Minnesota and Vermont enhanced their state EITCs to include eligible
noncitizens. These changes build upon the momentum in this area over the past
few years. Between 2020 and 2022, eight states — California, Colorado, lllinois, Maine,
Maryland, New Mexico, Oregon, and Washington - plus D.C. began allowing immigrant
families to claim their EITC using either a Social Security number or an Individual Tax
Identification Number. Recent steps to increase inclusivity bring the overall count to 10
states plus D.C.

Ten States Plus D.C. Extend EITC
Benefits to Immigrant ITIN Filers

*

Washi!qton be.

Source: Institute on Taxation and Economic Policy, September 2023
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Expanding Age Eligibility and Increasing the
Credit for Childless Workers

More states are permanently expanding the EITC for workers without children in the
home. While the federal EITC provides a great deal of support to families with children,
its impact is limited for those without children: the maximum credit is much smaller, and
the income limits are more restrictive. For instance, a worker without dependent children
in the home who is working full-time at the federal minimum wage is ineligible for the
EITC. Under the current system, these low-paid workers continue to be taxed deeper into
poverty.

The federal EITC expansion under the American Rescue Plan Act expanded age
eligibility to include younger and older low-income workers without dependent children.
Because that expansion has not been made permanent, the federal EITC excludes
those under age 25 and over age 64, unless they have children in the home. And since
so many states are linked to the federal EITC, the same will be true in most states with
EITCs. These workers include noncustodial parents, young workers who are just getting
a foothold in the job market, and older workers who need to keep working well past the
traditional retirement age and who often struggle to make ends meet.”®

Eight States Offer Age Enhancements to Their EITCs

Source: Institute on Taxation and Economic Policy, September 2023

Eight states have now recognized the need to allow more young workers to enjoy the
benefits of the EITC. And three states have taken steps to include older workers (65+)
without dependent children in the home.
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In 2022, lllinois and Maine enhanced their credits to benefit workers without children
in the home. Lawmakers in lllinois lowered the state’s minimum age of eligibility to 18
and expanded the credit to those 65 and older. Maine lawmakers doubled the credit size
for their childless population from 25 to 50 percent of the federal level.

In 2021, Maryland, New Jersey, and New Mexico permanently lowered the age of their
existing credits to include 18- to 24-year-old workers without dependents. These states
join California and Maine, both of which include 18- to 24-year-old workers without
children in the home, and Colorado and Minnesota, with age eligibility beginning at 19.

D.C. has led the way in expanding eligibility for workers without children in the home.
Since 2015, more of these workers qualify for the D.C. EITC (and receive a larger credit)
thanks to higher income eligibility thresholds and a credit expanded to 100 percent
of the federal amount. And this year, Maryland chose to permanently expand its EITC
for childless workers by removing the $530 cap on the credit while allowing childless
workers to receive a 100 percent match.

California, Maryland, and Minnesota joined D.C. in their 2018 expansions to younger
workers, with California eliminating the EITC age requirement for workers without
dependents. California also adjusted its EITC income limits to reflect the state’'s minimum
wage increase, ensuring that those working full-time for minimum wage are eligible
to receive the credit. Maryland and Minnesota legislators also removed the state EITC's
minimum age requirement by using some of the revenue gained from conformity to
federal tax changes enacted in 2017. In 2019, Maine lawmakers lowered the minimum age
to 18 and increased the share of the federal credit workers without dependents in the
home receive to 25 percent.

While the federal EITC offers a strong starting point for state EITCs, state lawmakers
should build on the credit's success by enacting reforms that expand age eligibility and
increase the credit for this population who have historically been left behind.

Local EITCs

A few localities also have their own version of an EITC, most notably New York City,
Maryland’'s Montgomery County, and San Francisco." These EITCs are provided on top of
state credits, delivering an added boost for low-income working families.

In New York City, a local EITC matches between 10 and 30 percent of the federal EITC,
with the highest match rates available to households with very low incomes. A low-
income worker in New York City can receive a combined state and local boost worth up
to 60 percent of the federal EITC.

In Montgomery County, a refundable EITC matches 25 percent of the federal EITC for
families and 56 percent of the federal EITC for workers without children in the home. A
low-income worker in Montgomery County can receive a combined refundable state and
local boost worth 70 percent of the federal EITC for families with children and 156 percent
of the federal EITC for workers without children. In addition, all Maryland counties and
the city of Baltimore provide a nonrefundable EITC to offset local income taxes. The
credits, like that of the state, include younger workers and ITIN filers.
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In San Francisco, a local program offers $250 per household to families claiming the
EITC. The San Francisco credit is available to workers with children in the home and
provides the same amount for all family sizes. Families with ITIN filers who receive the
California EITC are eligible.

State lawmakers should ensure that localities aren't barred from creating their
own EITCs, and local lawmakers should consider pursuing these credits to bolster the
economic security of residents working low-paid jobs.
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State Earned Income Tax Credits in 2023

Credit Fully Age
Sl Size Refundable Enhancement DL
The maximum income limit is up to $30,000
. . depending on filing status and family size. EITC
0, =
(AT B Ve Rz, G2 eligible households with at least one child under 6
will receive an additional $1,083 refundable credit.
The credit will temporarily increase to 38% in
0, -
Colorado 25% Yes X (19-24) 2024, and will be reduced in subsequent years.
Connecticut 40% Yes
Partiall Offers the option of either a 20 percent non-
Delaware 4.5%; 20% y refundable EITC or a refundable credit equal to
refundable .
4.5 percent of the federal credit.
Offers 70% of the federal credit for families with
children in the home through tax year 2024 (this
District of is set to increase to 100 percent in TY 2026) and
. 70%; 100% Yes 100% of the federal credit for workers without
Columbia . . . .
children in the home. Provides expanded income
eligibility. ITIN eligibility takes effect in tax year
2023.
Hawaii 40% X
lowa 15% Yes
lllinois 20% Yes X (18-24, 65+)
Indiana 10% Yes
Kansas 17% Yes
Louisiana 504 Yes Current match will sunset in 2031; At that point
° the credit will return to 3.5% of the federal credit.
Offers 25% of the federal credit for families with
Maine 25%; 50% Yes X (18-24) children in the home and 50% of federal credit for
workers without children in the home.
Maryland 45%; 100% Yes X (18-24)
Massachusetts 30% Yes
Michigan 30% Yes
The credit matches 4% of the first $8,750 of
earned income. It then increases by the number
of dependents over 17 ($925 for one older
Minnesota See Note Yes X (19-24) dependent, $2,100 for two, and $2,500 for three

or more). It phases down jointly with the state's
new Child Tax Credit when income exceeds
$35,000 for joint filers and $29,500 for other
filers.




Fully ITIN Age
Refundable Inclusion Enhancement
Missouri 10%
Montana 10% Yes
Nebraska 10% Yes
Childless workers ages 18-24 or 65+
New Jersey 40% Yes X (18-24, 65+) | automatically receive a 40% match of the
maximum credit for childless workers.
New Mexico 25% Yes X X (18-24)
New York 30% Yes Reduced by the amount of any household credit.
Ohio 30%
Oklahoma 5% Yes
Oregon 9% Yes X
Rhode Island 16% Yes
South Carolina 125%
Utah 20%
Vermont 38% Yes X
Partiall Offers the option of either a 20 percent non-
Virginia 15%; 20% y refundable EITC or a refundable credit equal to
refundable .
15 percent of the federal credit.
Not a direct percentage of federal. Requires
Washington See Note Yes X federal EITC elibility then offers a flat $300/
person credit maxed out at $1,200.
Provides a credit of 34% of the federal credit for
. . 34%; 11%; families with 3 children; 11% for families with 2
Wisconsin Yes

4%

children, 4% for families with 1 child, and no EITC
for workers without children in the home.

Source: Institute on Taxation and Economic Policy analysis of state tax forms and recently enacted legislation, September 12, 2023.
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