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Earned Income Tax Credit
(EITC) Update: California

Expansion, Federal Inaction

The Earned Income Tax Credit (EITC) is now the primary anti-poverty
program in the U.S,, but it has not kept up with wage stagnation.
Berkeley faculty recently proposed an increase in the federal EITC,
California has adopted an expansion of its own state EITC, and
Congress passed a tax bill that fails to help EITC recipients.

Overview

With the dismantling of many federal safety net programs,
the Earned Income Tax Credit (EITC) is now the major
federal anti-poverty program.' Some states have enacted
their own EITC programs, but state credits are much
smaller. While states like California have adopted increases
to the EITC over time, the maximum federal EITC for fami-
lies with two or fewer children has not changed signifi-
cantly since the 1990s.

IRLE faculty affiliates Hilary Hoynes and Jesse Rothstein
and Berkeley graduate student Krista Ruffini propose to
expand the federal EITC. They show that a 10 percent
across-the-board increase in the credit would help lift
hundreds of thousands more out of poverty at a time
when wages have stagnated for workers in the bottom
half of the income distribution. Their proposal responds
to growing empirical research on the benefits of the EITC

(see page 2).

California adopted a modest expansion to its state-level
EITCin2017:increasing the income cap and extending the
credit to self-employed workers previously ineligible for
the EITC? The value of the credit was unchanged.

This issue brief reviews a proposal by IRLE faculty
affiliates Hillary Hoynes and Jesse Rothstein to increase
the federal EITC. The brief also reviews recent changes to
the California EITC. Written by Erin Coghlan, a doctoral
candidate at the Graduate School of Education at UC
Berkeley.

How the federal EITC works

The EITCis a federal tax credit for low-income earners. The
amount of the credit depends on family structure and total
family income. The EITC is refundable: if a family’s credit
exceeds their tax obligation, they receive a check.

Eligibility for the credit phases out at certain income
thresholds: in 2017, single taxpayers with incomes up to
$39,617 (with one child), $45,007 (with two children), or
$48,340 (with 3 or more children) were eligible for the
credit (see Table 1). Income caps for married filers are
higher than for single taxpayers.*

The EITC can be as high as 45% of a family’s pre-tax income s
In 2017 the maximum credit was $6,318 for families with
3 children, $5,616 for families with 2 children, $3,400 for
families with 1 child, and $510 for working individuals with-
out children (see Table 1).

Overdue for a change

From its establishment in 1975 through 1993, the federal
EITC did not vary based on the number of children in a
family and was not available to low-wage workers without
children. In 1993 the EITC increased significantly for
families with two or more children and was extended to
workers without children.

In 2009 the EITC was raised for workers with three or
more children, as part of the federal economic stimulus
package. Apart from these changes, the real value of the
EITC has largely remained stagnant.
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A new proposal

In a proposal written for the Hamilton Project at the
Brookings Institute, IRLE faculty affiliates Hilary Hoynes
and Jesse Rothstein, along with UC Berkeley doctoral
student Krista Ruffini, recommend a 10 percent across-
the-board increase in the amount of the federal EITC
For families with fewer than three children, the federal
credit has been frozen in inflation-adjusted terms since
1996, and an increase would greatly offset the effects of
wage stagnation experienced by workers at the low-end
of the income distribution.

Hoynes et al estimate that such an increase would lift
roughly 600,000 individuals, including 300,000 children,
out of poverty annually. The proposed increase would
benefit families who are below 300 percent of the poverty
line, with the largest benefits going to workers earning
between $10,000 and $30,000 a year.

How the proposal would work

The income eligibility structure of the credit would be
maintained, but all recipients of the credit would see a
10 percent across-the-board increase. For a worker with

Research on EITC’s success

e Together with the Child Tax Credit (CTC), the EITC
has become the bedrock of anti-poverty programs,
particularly for families with children. In 2015 alone,
the credit helped move 9.2 million people, including 4.8
million children, out of poverty.

e Hoynes and Patel (2015) found that the 1993 expansion
of the EITC increased employment for single working
mothers with less than a college degree by 6.1 percentage
points.”

e In 2013, the EITC reached nearly 20 percent of all tax
filers—or roughly 29 million people—with an average
credit of $3,063 for families with children.

e 44 percent of tax filers with children receive the EITC.”

e Hoynes and colleagues (2015) found that the 1993
expansion of the EITC resulted in reduced rates of low
birth weight. An additional $1,000 EITC during pregnancy
resulted in reducing rates of low birth weight by 7 percent
overall,and reduced low birth rates by 8.2 percent among
African Americans.”®

e Dahl & Lochner (2017) found that an additional $1,000
EITC payment leads to a modest increase in standardized
test scores for school-aged children.”

no children, the maximum credit would rise from $510
to $561. The maximum credit for workers with children
would increase by up to $631, depending on the number
of children in a given family. Proposed changes to the EITC
schedule are shown below in Table 1and Figure 1.

Low-income workers who live in a state with an EITC would
continue to receive the same state credit, as well as an
increase in their federal credit. State credits are typically
much smaller than the federal credit and credit amounts
vary widely from state to state. For example, for families
with at least three children, Louisiana’s credit is just 3.5
percent of the amount of the federal credit, and Wiscon-
sin’s is 45 percent of the federal credit. The increase
proposed by Hoynes, Rothstein, and Ruffini is compara-
ble to the average credit amount of the state-level EITC
add-ons in many states.

Hoynes, Rothstein, and Ruffini estimate that the proposal
would cost the U.S. Treasury about $7.0 billion a year,
roughly 10 percent of current EITC expenditures. The
authors point out that the incomes of high earners have
far outpaced those at the bottom of the income distri-
bution.® To account for this imbalance and to pay for the
credit increase, Hoynes et al suggest raising tax rates on
high-income earners or limiting tax loopholes and deduc-
tions that benefit the highest-income earners.

2017 Federal tax changes

The 2017 federal tax bill failed to expand the EITC, and
instead made several changes that will benefit high earners
and negatively affect the lowest earners and larger families.

The federal tax bill made no direct changes to the EITC.
However, the bill adopted the “chained” Consumer Price
Index, a slower-adjusting measure of inflation, for calcu-
lating the value of the EITC. This measure will cause the
maximum EITC to rise more slowly over time, resulting in
smaller credits, especially for families with children.?

The bill also expands the Child Tax Credit (CTC) to high-
er-income earners. Unlike the EITC, the CTC does not
reach the lowest earners because it is not fully refundable.
Originally created to help low-income families, in 2017 the
CTC had income phase-out limits for single filers earn-
ing $75,000 and married taxpayers filing jointly earning
$110,000.° After the tax reform bill was passed, single filers
earning up to $200,000 and married couples earning up
to $400,000 can now claim the CTC."

(continued on p. 4)
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Figure 1. Current Federal EITC and Proposed Increase, Tax Year 2017 (single and head of household)
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Table 1. Current Federal EITC and Proposed Increase, Tax Year 2017 (single and head of household)

Phaseout range

Credit rate  Minimum income for ~ Maximum Phaseout rate  Beginning income Ending income
(percent)  maximum credit ($)  credit (%) (percent) €Y €))
No children
Current law 7.65 6,670 510 7.65 8,340 15,010
Proposal 8.42 6,670 561 8.41 8,340 15,010
1 child
Current law 34 10,000 3,400 15.98 18,340 39,617
Proposal 374 10,000 3,740 17.58 18,340 39,617
2 children
Current law 40 14,040 5,616 21.06 18,340 45,007
Proposal 44 14,040 6,177 2317 18,340 45,007
3 or more children
Current law 45 14,040 6,318 21.06 18,340 48,340
Proposal 49.5 14,040 6,949 23.17 18,340 48,340

Source: Hoynes, Rothstein & Ruffini (2017).
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Congress doubled the maximum amount of the CTC from
$1,000 to $2,000 for children under age 17. But the tax bill
also eliminates personal exemptions, which for families
over four may cancel out any value of the CTC increase.
An analysis by the Brookings Institute Tax Policy Center
shows that single and married couples earning $30,000 a
year—either with or without children—may end up paying
more in taxes by 2027.2

Federal efforts to increase the EITC

In September 2017, Representative Ro Khanna (D-CA) and
Senator Sherrod Brown (D-OH) introduced the Grow
American Incomes Now (GAIN) Act, which would signifi-
cantly increase the federal EITC for low-wage workers,
and extend it to more middle-class workers by raising the
income limits. The proposal doubles the maximum amount
of the EITC for workers with children, and increases the
EITC for childless workers nearly six-fold.

The proposal would also extend the credit to individuals
making up to $76,000 per year who have three or more
children (up from the current cap of $48,340).

The last action taken on the GAIN Act was in September
2017, when the bill was referred to the House Committee
on Ways and Means.

Conclusion

While the federal tax reform bill transformed the existing
tax structure, many of the changes are unlikely to benefit
low-income families. Two proposals to modify the EITC
are on the table to improve salaries for those at the lower
end of the income distribution. Both the GAIN Act and the
proposal put forward by Hoynes, Rothstein, and Ruffini to
increase the federal EITC build on decades of empirical
research revealing strong benefits for working-class fami-
lies to increase earnings and help them stay out of poverty.

In the meantime, progress can be made at the state level,
where states with EITC add-ons can increase the credit
value or consider extending the credit to a broader pool
of workers, as in the case of California.

While the EITC has become the trademark anti-poverty
program in the U.S., Hoynes, Rothstein, and Ruffini also
suggest that policymakers invest in other policies that
intervene in market outcomes directly to further support
low-income workers and families. They suggest raising the
minimum wage, and providing affordable childcare and
paid family leave to encourage labor force attachment
and to increase take-home pay for low-wage Americans.
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California’s 2017 EITC expansion

California—along with 26 other states and the District of Columbia—has its own EITC to provide for credits on state
income taxes.>®> Adopted in 2015, California’s EITC in 2017 has a maximum credit of $2,458 for families with two chil-
dren.® The California credit phases out at a much lower income threshold than the federal EITC for filers with chil-
dren (see Table 2).

California’s EITC credit reached 360,000 recipients each year since it was established in 2015. In 2016 the legislature
passed an expansion of the credit with two changes: (1) increasing the credit’s income eligibility limits to higher-in-
come earners and (2) extending eligibility to self-employed workers.” The credit is now available to single filers with-
out children earning up to $15,010, and to workers with children making up to $22,300.2 The credit amount (which
increases every year with inflation) was not changed.

The California Budget and Policy Center estimates that these changes will extend the credit to over one million addi-
tional low-income workers beginning in tax year 2017.

Table 2: California EITC Under Prior Law v. 2017 Expansion 24

Annual income to receive

Maximum credit ($) maximum credit ($) Annual income cap (%)

(no change) (no change) Prior law Expanded
No children 223 3,429 6,358 15,010
One child 1,488 5,149 10,298 22,300
Two children 2,458 7,229 14,458 22,300
Three or more children 2,765 7,229 14,458 22,300

Source: Weatherford  (2017).

Figure 2: Current Federal EITC with California Expansion
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