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Increasing the State Earned Income Tax Credit:
Targeting Tax Relief to the Working Poor

Low-income working families are facing mounting difficul-
ties in making ends meet. The cost of such basic necessities as
food, utilities and fuel are soaring, far outpacing wage growth
for most sectors of the workforce. Families with children have
additional struggles to keep up with the rising cost of child care
and tuition.

For policymakers looking to provide a boost to working
families, one worthy option would be to increase the state
Earned Income Tax Credit (EITC). The credit, which is available
to families with children with incomes up to about $42,000 per
year, is widely acknowledged as the nation’s foremost income
supplement and work support program. Doubling Oklahoma’s
state EITC from 5% to 10% of the federal credit would provide a
total of roughly $30 million in tax cuts to some 300,000 of the
state’s most economically vulnerable households, while bene-
fiting local economies across the state.

How the Earned Income Tax Credit Works

The EITC is a tax credit targeted to low-income families that
is based on earned income. The size of the credit initially rises
as earnings approach the equivalent of full time work at the
minimum wage and then gradually phases out as family income
approaches 200% of the federal poverty level.

e The maximum benefit for 2008 is $4,824 for a family with
two or more children and $2,917 for a family with one

The Federal Earned Income Tax Credit in Tax Year 2008
Source: Center on Budget and Policy Priorities
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child. Families are eligible for the maximum credit
until income reaches $15,740 (or $18,740 for mar-
ried-couple families);

e Eligibility limits are based on number of children and
family composition (married couples or single-parent
families); for a married couple with two or more chil-
dren, the maximum eligibility level is $41,646.

® Households without children can claim the EITC, but
the maximum benefit is only $438 and eligibility is
narrower;

e The EITC is a refundable credit, meaning that you
can receive the full credit even if it exceeds your in-
come tax liability. At the federal level, the refundable
component of the EITC helps to offset payroll taxes
for Social Security and Medicare. At the state level, a
refundable EITC can help offset a portion of sales
and excise taxes paid on the purchase of consumer
goods.

In 2005, some 310,000 Oklahoma households - just
over one-fifth (21.4%) - claimed the federal EITC. They
received just under $600 million in federal credits, for an
average of $1,925 per eligible household (see Tables 1
and 2 for EITC participation rates and credit amounts by
county and legislative district).

State Earned Income Tax Credits

Twenty-four states have followed the federal lead by
enacting state EITCs. All but one of these states
(Minnesota) has opted to “piggy-back” on the federal
EITC by calculating the state credit as a straight percent-
age of the federal credit. This allows for simple and cost-
free administration. Like the federal credit, state credits
everywhere but Delaware, Maine and Virginia are refund-
able. State credits range from 3.5% of the federal
amount in North Carolina and Louisiana to 43% for fami-
lies with three or more children in Wisconsin. Of the
twenty other states that have enacted a refundable state
EITC, eleven have set their credit at 10% or higher of the
federal EITC.
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Oklahoma’s EITC

In 2001, Oklahoma became the 16th state to enact a state
EITC (eight states have joined the list subsequently). Okla-
homa'’s EITC is a refundable credit set at 5% of the federal
EITC.

About 90% of those who claimed the federal EITC also
claimed the state EITC in 2005. According to the Oklahoma Tax
Commission, state EITC payments totaled $26.7 million in
2005, with the average credit being $96.

Benefits of the Earned Income Tax Credit

Doubling the state EITC to 10% of the federal amount
would mean up to an additional $241 annually for families who
are working hard and struggling to get by. There are several
major benefits of the EITC that make it a valuable instrument of
tax, social and economic policy.

e The EITC Helps Lift Families Out of Poverty

Census data shows that the Earned Income Tax Credit lifts
more than two million children out of poverty, more than any
other single program or category of programs. Without the EITC,
the poverty rate among children would have been nearly one-
third higher.

The ability of the EITC credit to supplement wages enough
to lift low-income working families out of poverty can be seen
from the example of a single-parent with two children who
works full-time for $7.50/hour. Her total annual income of
$15,600 would be about $1,900 below the federal poverty
level for a family of three. However, her federal earned income
tax credit of $4,824 would lift her and her children above the
poverty level.

In Oklahoma, one in five families with children live in pov-
erty. Regardless of how many families actually go from under to
over the federal poverty level due to an increased state EITC,
this financial boost would be targeted to families most in need
of a hand up.

® The EITC Reduces Taxes for Low-Income Families

Oklahoma'’s overall state and local tax system is regressive,
in that lower-income families, on average, pay a considerably
greater share of their household income in state and local
taxes than do wealthier families. A 2002 study by the Institute
for Taxation and Economic Policy found that Oklahoma families
in the bottom fifth of income contributed 12.0% of their income
in state and local taxes, compared to under 10% of income for
families in the top fifth. The EITC, by concentrating its benefits
on families on the bottom rungs of the income ladder, helps to
equalize the tax system and compensates for the regressivity of
sales and excise taxes.

® The EITC Encourages Employment

The EITC is structured so that only people who work are
eligible. For workers with very low earnings, the size of the
credit increases with each additional dollar of earnings.
This income supplement provides an incentive to work
more. Additionally, unlike many social programs, the EITC
benefit is designed to phase out gradually, so that in-
creased earnings as one moves up the income ladder are
not fully cancelled out by lost benefits.

A substantial body of research has demonstrated that
the EITC has had a powerful effect in increasing the propor-
tion of single mothers who work. In particular, the expan-
sion of the EITC in the early 1990’s was shown to have
induced more than half a million families to move from
welfare cash assistance to work. Thus, at least some of the
success of welfare reform since 1996 can be attributed to
the availability of the EITC to help make low-paying jobs
more appealing.

The success of the EITC in complementing low-income
work has been recognized widely and is part of why the
EITC, which was started by the Ford Administration and
expanded under Presidents Reagan, Bush and Clinton, has
tended to enjoy broad-based and bi-partisan support. The
Heritage Foundation, for example, has called for the expan-
sion of the EITC because “for lower-income workers, the
EITC actually rewards rather than penalizes work effort.”
Conservatives have also lauded the fact that the credit is
fully available to two-parent families where one works and
the other cares for their children.

e The EITC Helps the Economy

Increasing the EITC not only benefits those most in
need but is also most likely to be an effective economic
stimulus. Typically, low-income families use their refunds to
pay for basic necessities like housing, utilities, food and
basic household appliances, which pumps dollars back into
the local economy. At the same time, a significant number
of EITC recipients - over half according to one research
study - spent some or all of their EITC refunds on financial
investments or human capital investments, including pay-
ing for tuition or other education expenses, moving to a
new neighborhood or putting money in a savings account.
EITC refunds can also help families pay off loans and es-
cape from the debt cycle that leads many borrowers to
predatory high-cost lenders.

Contact: David Blatt, Director of Policy, dblatt@okpolicy.org 918-382-3228

Oklahoma Policy Institute conducts objective analysis of state policy issues
in order to better position Oklahoma to become a more prosperous, better
educated, healthier and increasingly equitable state. Visit www.okpolicy.org
for information and analysis.
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Oklahoma EITC, 2005, by County

Table 1:
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31,475

32,279
141,654
77,504
345,718
279,115
500,378
416,185
381,994
169,883
19,336
1,210,122
51,550
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47,281
131,509
525,963
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343,608
32,301
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229,659
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44,866
33,717
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319,692
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41,272
104,502

[ToTALSTATE  215% & 597,073,330 $ 1,922 $  26.868,300 |
State EITC is calculated as 5% of federal EITC at 90% participation

Source: Brookings EITC Interactive at http://www.brookings.edu/projects/EITC.aspx
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Table 2:
Oklahoma EITC, 2005, by state legislative district
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State EITC is calculated as 5% of federal EITC at 90% participation

Source: Brookings EITC Interactive at http://www.brookings.edu/projects/EITC.aspx
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