Tax Credits: Earned Income Tax Credit (EITC)

Definition

The Earned Income Tax Credit is the number and
percent of all federal tax filers who filed for the credit.

Data in context

The federal Earned Income Tax Credit (EITC),
instituted in 1975, has a 30-year track record of
supplementing the earnings of low-income working
families. Experts credit it as the federal program that
has been most responsible for lifting children out of
poverty in the United States. The EITC also increases
employment among single parents, reduces welfare
dependency, and reduces family poverty.'

The federal EITC lifted 4.4 million people out
of poverty in 2003, including 2.4 million children.?
Without the EITC, the poverty rate among American
children would be one-fourth higher.’ Yet information
gaps exist by race, with fewer Black and Hispanic
families knowing about the EITC,* likely reducing the
percent of children of color benefiting from the credit.
Targeted outreach to communities of color could ensure
all low-income working families benefit from the EITC.

Recipients with higher incomes are more likely to
apply their EITC toward longer-term investments that
help them build assets, including education, housing
improvements, or savings; though many families use the
refunds on housing, groceries, child care, transportation,
and health care costs.> According to the Internal
Revenue Service, 97 percent of the tax credit is spent in
the recipients local communities.®

The federal EITC is a refundable tax credit, meaning
that if the value of the credit exceeds the tax filer’s tax
liability, the taxpayer receives the difference between the
two amounts. The refundable nature of the credit helps
offset other taxes that low-income workers pay, such as
payroll or sales taxes.

The EITC returns money directly to low-income
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Source: The Brookings Institution, EITC Interactive Website.

Kentuckians, supplementing low wages. The total value
of federal EITC claims by Kentucky taxpayers was
$635 million for tax year 2005.” The average EITC
value for a Kentucky taxpayer was $1,731 in tax year
2003, $1,775 in tax year 2004, and $1,821 in tax year
2005. The average and total value of the federal EITC
in Kentucky continues to increase each year as more
filers qualify and take advantage of the credit.

Of 1.74 million federal tax returns filed by
Kentuckians in tax year 2005, 20 percent included an
EITC claim. In all, 345,000 Kentucky tax filers received
the EITC, and many more children and spouses
benefited from the credit.

While about 20 percent of federal tax filers in
Kentucky received the federal EITC, the proportion of
EITC recipients varied from county to county. In 2005,
21 Kentucky counties had 30 percent or more of tax
filers receiving the EITC, with a high of 39 percent in
McCreary County. The rate of EITC returns was less
than 15 percent in just 10 counties. Even in Oldham
County, the state’s wealthiest, neatly one in ten filers

claimed the federal EITC.
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Several states have instituted a state-
level, refundable EITC to further help
working families meet basic needs and
increase their opportunity to build assets
to help weather financial challenges.® A
refundable state EITC in Kentucky would
begin paying benefits quickly — with little
administrative cost and without requiring
the creation of more governmental
infrastructure. Implementing an EITC in
Kentucky would give thousands of low-
income working families additional funds
to address their immediate needs and,
for some, a few extra dollars to save for
achieving long-term financial stability.

Data Source: The Brookings Institution, EITC Interactive website.
Rate Calculation: (number of filers claiming EITC in 2000 / total
number of federal tax filers in 2000)

(number of filers claiming EITC in 2005 / total number of federal tax
filers in 2005)
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