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Background Effects Maximizing Benefit

The federal EITC is a refundable tax credit for 

people who work but have low incomes

ü Created more than 30 years ago

ü Originally enacted in 1975, the goal of the EITC was to offset rising 

payroll taxes for low-income working families

ü History of bipartisan support

ü It has been expanded four timesðin 1986, 1990, 1993, and 2001 (and 

temporarily in the 2009 ARRA bill)ðunder both Democratic and 

Republican administrations

ü Refundability is key

ü Even if taxpayers have little or no tax liability, workers benefit from this 

credit in the form of a refund  

Changes



The amount of EITC for which taxpayers qualify 

depends on income and family size

Value of the 

EITC by income 

and qualifying 

children, tax year 

2007

Source: IRS

Background Effects Maximizing Benefit Changes

*Married couples filing jointly begin phase-out and reached maximum income limits $2,000 

above unmarried filers in TY2007 (shown by dashed lines).
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EITC recipients 

and total credit 

value ($2004), 

1975-2004

Source: 2004 Green Book

The number of taxpayers claiming the EITC, 

and the amount claimed, have grown over time
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Federal outlays, 

FY 2008

Federal expenditures on the refundable EITC and 

CTC now surpass those for traditional antipoverty 

programs

CTC

Source: U.S. Office of 

Management and Budget
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State and local EITCs, 

tax year 2008

San Francisco

New York City

Montgomery 

County, MD

22 states, the District of Columbia, and some 

localities have also adopted versions of the EITC 

in their own tax codes

States without Refundable Credits

No Income Tax

No EITC

Nonrefundable EITC

States with Refundable Credits

> 21% of Federal

11 to 20% of Federal

6 to 10% of Federal

0 to 5% of Federal

Source: Berube, Park, 

and Kneebone. ñMetro 

Raiseò (2008)
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So who is eligible for the EITC?

Background Effects Maximizing Benefit Changes

üOver half of EITC-eligible filers are head of household 
filers

ü55% have AGIs under $15,000

ü34.5% have a high school diploma or less, while almost 
the same amount (33.4%) have a BA or higher

ü54% are white, 20% are black, and 19% are Latino

üEITC-eligible filers are most likely to work in the 
following industries:

üRetail

üAccommodation/Food Service

üHealth Care

üConstruction

üManufacturing



Effects of the EITCII

Maximizing the EITCôs Benefit

Background on the EITCI

The Importance of the Earned Income Tax Credit

III

IV Changes to the EITC



22.9%

25.4%

15.7%
15.0%15.0%

13.1%

0%

10%

20%

30%

IO
W

A

IL
LI

N
IO

IS

M
IC

H
IG

A
N

C
A
LI

FO
R
N
IA

TE
XA

S

A
LA

BA
M

A

Percentage of 

taxpayers 

receiving EITC 

by state, tax 

year 2006

Source: Brookings 

analysis of IRS 

data

17 percent of all tax filers received the EITC in 

tax year 2006, though rates of EITC receipt 

varied across the countryé

Background Effects Maximizing Benefit Changes

UNITED STATES: 16.7%
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éwith communities in the South seeing the 

highest shares claiming the EITC

Percentage of 

returns 

receiving EITC 

by county, tax 

year 2006

Source: Brookings 

analysis of IRS data

% Receiving EITC

0-10%

10-15%

15-20%

20-25%

25-30%

>30%



EITC dollar 

amounts 

received by 

state, tax year 

2006

Source: Brookings 

analysis of IRS data

EITC filers claimed a total of $43.7 billion 

through the credit in 2006

EITC Filers

Average

Credit ($)

Total EITC

Dollars

($1,000s)

UNITED STATES 22,401,882 $          1,951 $      43,715,794 

ALABAMA 498,995 $            2,257 $          1,126,079 

CALIFORNIA 2,391,365 $            1,905 $          4,555,645 

ILLINOIS 870,335 $            1,971 $          1,715,298 

IOWA 177,343 $            1,739 $            308,419 

MICHIGAN 677,552 $            1,918 $          1,299,247 

TEXAS 2,247,543 $            2,186 $          4,912,379 

Background Effects Maximizing Benefit Changes



EITC filers 

claiming the 

Additional Child 

Tax Credit 

(ACTC), tax year 

2006

Source: Brookings 

analysis of IRS data

The refundable Child Tax Credit also 

contributed to refunds for EITC claimants 

Background Effects Maximizing Benefit Changes

EITC 

Returns 

Claiming 

ACTC

Share EITC 

Filers with 

ACTC (%)

Total ACTC Dollars 

Received by EITC 

Filers ($1,000s)

UNITED STATES 10,428,217 46.6% $                9,551,863 

ALABAMA 237,236 47.5% $                    195,535 

CALIFORNIA 1,144,065 47.8% $                  1,109,222 

ILLIONOIS 395,857 45.5% $                    362,318 

IOWA 77,645 43.8% $                      77,490 

MICHIGAN 291,349 43.0% $                    266,603 

TEXAS 1,174,209 52.2% $                  1,050,508 



EITC dollars stimulate state and local 

economies through a ñmultiplierò effect

About two-thirds of EITC recipients spend the bulk 

of their refunds on immediate expenses

EITC dollars spent in Baltimore generate nearly 

$600,000 in annual local income and property tax 

revenues

The city of San Antonio estimated that each 

additional $1.00 in EITC claimed would generate 

$1.58 in local economic activity

Source: Spader, Ratcliffe, and Stegman (2005)

Source: Texas Perspectives (2004)

Source: Jacob France Institute (2005)

Background Effects Maximizing Benefit Changes

Source: U.S. Conference of Mayors (2008)

If for every

$1 in EITC funds 

received, $1.50 

ends up being 

generated

locally, 

low-income 

neighborhoods are 

effectively gaining 

as much as $18.4 

billion annually 

through the EITC

In Michigan, every EITC generates $1.67 in new 

earning, meaning residents received an additional 

$688 million in new earnings in 2006
Source: Anderson Economic Group (2009)



The EITC also contributes to broader labor 

market and anti-poverty effects

The EITC annually lifts over 4 million people above 

the poverty lineðhalf of them children

Increases in the credit in the 1990s reduced welfare 

usage by 10 percent

EITC expansions accounted for one-third of the 

increase in employment among single mothers 

between 1993 and 1999

Source: Center on Budget and Policy Priorities (2006)

Source: Grogger (2003)

Source: Grogger (2003)
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Source: Dahl and DeLeire (2009)

Single mothers who took jobs because of the EITC 

in the mid- to late-1990s show larger increases in 

earnings growth than their peers
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WHY? Many eligible filers fail to file taxes.

ü Many eligible filers donôt know about available credits.

ü Some low-income families may fear that theyôll owe 

taxes, and so donôt file. 

ü Others may know about the credits, but fear that theyôll 

lose eligibility for other benefits.

The only way to claim the EITC and other credits is to 

file a tax return. 

Background Effects Maximizing Benefit Changes

A significant number of families miss out on 

thousands of dollars annuallyðand so do their 

communities
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EITC Recipients Other Taxpayers

The use of paid preparers remains high among low-

income taxpayers

Use of paid 

preparers, EITC 

filers vs. other 

taxpayers, 

tax year 2006

Source: Brookings 

analysis of IRS data
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+ + +1040A
State 

Return
EIC 8812

$150

$130 (for average 

EITC refund)

$130 (loan cost) õ$2,780 (loan amount) Ĭ365 (days in a year) õ10 (term of loan)

171% APR

And on top of paying for tax prep, almost 29% of 

EITC filers also paid for a refund loan in 2006

Background Effects Maximizing Benefit Changes
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In 2006, EITC filers were more than three times as likely 

to use either a RAC or RAL than the average filer.

Percentage of 

filers claiming a 

refund through 

RAC or RAL, 

EITC filers vs. 

other taxpayers, 

tax year 2006



The share of EITC recipients that purchase RALs 

differs substantially by state.

Percentage of 

EITC recipients 

claiming refund 

through RAL, tax 

year 2006

Source: Brookings 

analysis of IRS data
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Many local communities and state coalitions have 

coordinated campaigns that seek to maximize EITC 

participation

Background Effects Maximizing Benefit Changes

http://www.michiganeic.org/index_html

