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It’s time for Arkansas to adopt its own earned
income tax credit (EITC). An Arkansas EITC
would supplement the wildly successful federal
version which helps working families across the
nation make ends meet with credits at tax time.

The credits are usually spent on catching up on
bills, furthering education, or providing essen-
tials for kids, like school clothes. A state EITC
would be a powerful new anti-poverty and tax
fairness tool in Arkansas, a tool that has proven
to be incredibly successful in other states.

But don’t thousands of Arkansans already claim
an EITC every year? That is true, but they are
only claiming the federal version. There is no
state-level EITC in Arkansas. If the federal EITC
is a well-worn bridge out of poverty, a state
EITC is a reinforcing beam. Most states (26 plus
the District of Columbia) are putting in those
reinforcing beams because they know how im-
portant and effective that bridge out of poverty
is for millions of Americans.

If the federal EITC
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A STATE EITC CAN CHANGE THE LIVES
OF WORKING PARENTS AND THEIR KIDS

You have to earn money to get an EITC, and it is de-
signed to increase up to a certain income level, and then
taper off when taxpayers achieve a more livable income
range. With broad bipartisan support, tax credits for
working families have been helping parents move up the
income ladder since the 1970s. President Reagan called
it “the best anti-poverty, the best pro-family, the best job
creation measure to come out of Congress.”! Let’s take a
closer look at all of the ways an EITC can be a turning
point in the lives of working families:

* EITCs help people get and keep jobs. One key
design of the EITC is that you have to work to get
it, and for the lowest income families, the credit
increases with every extra dollar of earned income.
That aspect is proven again and again to encourage
people to work, and allow them the opportunity
to move up the income ladder. Promoting work
also lowers the need for social safety net programs.
It is easier to get a promotion if you can invest in
an education, or afford a reliable car to get you to
work. In the 1990s, the EITC did more to increase
employment among single mothers® than any
other policy change at the time, and it was more
effective at reducing welfare caseloads than the
substantial improvements in the economy.’ The
moms who had access to EITCs in the 1990s also
ended up with higher wages in later years com-
pared to those who didnt.*

* EITCs reduce poverty for good. The increased
wages from the “pro-work” aspect of the EITC
make it the single most effective program for re-
ducing child poverty because when parents do bet-
ter, kids do better, too.” The EITC is responsible
for lifting 6.2 million people out of poverty every
year, including 3.2 million children.® Arkansas has
historically been among the worst states for adult
and child poverty and child well-being. The EITC
is a deliberate, practical way to help Arkansans
dig out of our state’s severe poverty problem. The
EITC is important for workers later in life, too.
The EITC encourages work, and those extra wages
increase social security benefits later in life.

£
il A

1 Reinforcing the Bridge out of Poverty



* EITCs improve outcomes for children across the
board. When parents have access to EITCs, their
kids succeed in a variety of categories. Increases in
EITCs have been linked to improved infant and
maternal health, better test scores for elementary
and middle school students, a better chance at
attending college, and higher salaries decades down
the road.” Again, it is a simple calculation; when
parents do better, kids do better, too.

* EITCs improve the local economies where
families live. Tax credit refunds are usually spent
close to home. Economists estimate that for every
$1 in EITC, there is a $1.5 to $2 impact on the
local economy.® That means more business for
local stores, more job opportunities, and a stronger
community.

More Arkansans are finding jobs as we recover from the
recession, but even full-time wages are often too low for
families to make ends meet.” The median wage in Arkan-
sas (about $30,500) is also considerably lower than the
national average (about $35,000 a year).'® Our wages are
even low compared to our neighboring states with similar
demographics and economies. If you take into account
racial inequities, the job quality picture gets even worse.
African-American workers in Arkansas make a median
wage that is about $4 an hour (or $8,000 a year) less than
white workers, and that gap has roughly prevailed for the
past 20 years. The EITC is a straightforward way to help
working families who are struggling with low wages, and
move our families out of poverty for good.

In addition to enacting a state EITC, there is an opportu-
nity for Arkansas policymakers to promote more federal
EITC awareness and participation. About one in five
Arkansans who are eligible for federal tax credits don’t re-
ceive them." Many people who fail to participate simply
don’t know that they qualify. Free tax assistance pro-
grams like Volunteer Income Tax Assistance (VITA) help
low-income people correctly file their taxes so that they
don’t miss out, but there is still a lot of room for improve-
ment. The only significant outreach in Arkansas is from a
network of private groups that promotes EITCs through
advertising, community information events, and VITA
sites. The state of Arkansas has a lot to gain by partnering
with these groups and investing in a coordinated, state-
wide campaign. Every working Arkansan who doesn’t
claim their credit leaves federal money on the table and
out of the economy.

312,000 households

In Arkansas could be changed
by a state EITC." Who are they?

32,000 veteran and military families'
143,000 families living in rural areas"

173,000 young workers (18-34) in Arkansas
received one or more federal tax
credits in 2012

And over 298,000 of our

most vulnerable children.’
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HOW STATE AND FEDERAL EITCS
WORK TOGETHER:

The success of the federal version of the EITC has paved
the way for more than half of the states to enact their own
supplementary versions. Each state EITC is a supplement
to the larger federal credit. At the state level, the calcu-
lation is simple: your state EITC is just a percentage of
your federal credit amount. Different states set different
percentages ranging from 3.5 percent in Louisiana to 40
percent in the District of Columbia. For example, if you
are working in Kansas (where there is a 17 percent state
EITC) and your federal credit is $1,000, you will also get
a $170 credit from the state version of the program.

The larger federal calculation is a little more complicat-
ed. You have to work to earn an EITC, but the amount
you receive depends on multiple factors like family size,
income, and marital status. The idea is to encourage
work, so the more you work, the bigger the tax credit
you receive. The EITC increases up to a certain income
level, then plateaus and later decreases until it finally
tapers off when taxpayers achieve a more livable income
range (about $39,000 to $53,000 a year)."” A single mom
with two kids making $25,000 a year would receive a tax
credit of about $4,000 from the federal EITC program.
The graph at right shows how EITC refunds change based
on income level for a tax filer with one child. You can see
that the amount of the credit grows substantially when
incomes increase from $0 to about $10,000 a year. As
annual income increases past about $20,000 a year, the
EITC gradually gets smaller until the person is making
enough money to no longer be eligible.

The federal EITC does a lot to improve the futures of
low-income parents, but what about workers who don’t
have kids? Low-wage workers without kids are the only
group that is taxed into, or deeper into, poverty by the
federal tax code. A single mom with one child is eligible

EARNED INCOME TAX CREDIT
FOR HOUSEHOLDS WITH ONE CHILD, 2015

Maximum benefit: $3,359
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NOTE: Assumes all income is from earnings (as opposed to investments, for example).

DATA SOURCE: Internal Revenue Service
CHART SOURCE: Center on Budget and Policy Priorities, CBPRORG

for a credit if her income is less than about $39,000 a
year. But if she didn’t have a kid, she would be ineligible
if she made more than just $15,000 a year. Some poli-
cymakers at the federal level are working to expand the
EITC for low-income childless adults'® who are either
excluded or barely helped by tax credits. Check out the
chart below to see how tax credits change based on in-
come and family size.

Every year about 300,000 Arkansans claim their federal
EITC, and their average tax credit is about $2,600."
Since we don’t have a state EITC, no one in Arkansas will
claim a state tax credit. If we did enact a 5 percent state
EITC, an Arkansas worker with a typical $2,600 federal
EITC could add $130 to their tax credit. Some of the to-
tal credit amount goes to offsetting the income taxes that
are owed, and the rest goes back to the filer as a refund,
and is normally spent in local communities.

TAXYEAR 2015 INCOME LIMITS AND RANGE OF THE FEDERAL EITC

For Single/Head of Household
or Qualifying Widow(er),
Income Must be Less Than

No Child $14,820 $20,330
One Child $39,131 $44,651
Two Children $44,454 $49,974
Three or More Children $47,747 $53,267

Number

For Married Filing Jointly,

Income Must be Less Than Range of EITC

of Qualifying Children

$2 to $503
$9 to $3,359
$10 to $5,548
$11 to $6,242
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THE EITC CAN HELP REMEDY
OUR UNFAIR TAX SYSTEM

Arkansas is one of the worst tax states to work in if you
are poor. If you add up all state and local taxes in Arkan-
sas (income tax, property tax, sales tax, as well as registra-
tions and other fees) the portion of a family’s paycheck
that goes to all of those taxes is much higher if you are
poor rather than if you are well off. The lowest fifth of
Arkansas families (with incomes less than $16,000 a year)
pay 12 cents in state and local taxes for every dollar they
earn. In contrast, the top one percent of earners (who
make over about $350,000 a year) pay less than 6 cents
on the dollar. The EITC is a common-sense way to relieve
some of that imbalance in our tax system because the
families who would be eligible for an Arkansas EITC are

the same ones who are overtaxed.

The imbalance in our tax system is mostly because of
our over-reliance on the sales tax. Sales taxes are harder
on average Joes, and Arkansas depends heavily on them.
Unlike progressive income taxes, which are designed to
increase your rate as your ability to pay goes up, sales tax-
es take the same rate from everyone, whether you make
$1,000 an hour or minimum wage. The rich also tend

to use their money in ways that avoid having to pay sales
tax. For instance, upper-income folks save a higher share
of their earnings (you don’t pay sales tax if you invest),
and they spend more money on services and luxuries that
aren’t subject to sales taxes (like spa services, lawn care, or
expensive out-of-state vacations). If you look at the per-
cent of income that goes to state and local taxes, people
in Arkansas making under $47,000 pay twice the rate as
those making more than about $350,000 a year.”

Earned income tax credits allow working families to keep
more of what they earn and help to partly offset the sum
of all state and local taxes they pay throughout the year.
The EITC helps to chip away at the major inequities

in our tax structure, but it by no means allows working
families to receive more than they pay in. Even with a
very generous 50 percent EITC in Arkansas, the top

one percent of earners would still pay by far the lowest
tax rate as a share of their income compared to all other
income groups.?!

The (Un)Fairest

of them all?

How did we become a state that asks so much of the
bottom half of our workers and so little from the
wealthiest? In 1934, we passed a law requiring a %
supermajority vote to change any taxes in place at the
time. Since then, the sales tax has been introduced in
Arkansas, and so it is exempt from that supermajority
requirement (only requiring a 51 percent majority).
That makes the sales tax an easy target for revenue
increases. If the state ends up short on funds, it’s
easier to convince half the legislature to vote for an
increase in sales tax than to convince 75 percent of
them to vote for an income tax change. Over time,
we have accumulated a lot of sales tax increases and
few income tax increases, resulting in a system that
asks much more from vulnerable families than from
the wealthiest Arkansans.

Reinforcing the Bridge out of Poverty
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NEXT STEPS: PUTTING THE POLICY IN PLACE

A state-level EITC is gaining momentum in Arkansas. We
have had multiple proposals over the last several legisla-
tive sessions and are gaining support among community
leaders and lawmakers. The most recent proposal was for
a 5 percent refundable state EITC. At that level, a state
EITC would cost just $40 million a year (a small fraction
of our $5 billion budget).” That is a great place to start.
It is important to note that any credit proposals also need
to be “refundable,” just like the one proposed in 2015.
That means that if the EITC is greater than a tax filer’s
income tax liability, they would receive the difference as
a tax refund. No matter what percentage tax credit we
choose, it is critical that it also be refundable. If not, the
lowest income workers would not receive the full benefit
of the program.

For Arkansas, the EITC is simply common sense: we

are one of the highest poverty states in the nation, so we
should invest in the best poverty-fighting tool available.
Without government interventions like the federal EITC,
child poverty rates would be nearly twice what they are
now. Still, they are far too high.”? More than one in four
Arkansas kids live in families with incomes below the
poverty line.” If you are a black child in Arkansas, that
number jumps to one in two.” That is thanks in no small
part to our severely imbalanced tax system. The federal
EITC simply hasn’t been enough to offset the much high-

er tax share that we ask from our poorest residents.

What does 1t cost
the state?

States can choose any percentage of the federal
EITC for their version of the credit. Higher per-
centages cost the state more, but they also have
more benefits to low-income workers. Here are
some cost estimates:

A 5 percent EITC would cost the state treasury
about $40 million a year*

A I 0 percent EITC would cost the state trea-
sury about $80 miillion a year”

A 20 percent EITC would cost the state trea-
sury about $ | 60 million a year®

6 Reinforcing the Bridge out of Poverty



WHAT DOES
THE EITC
LOOK LIKE
IN YOUR
COUNTY?¥

NOTE:
Remember that
the amount of
EITC claimed
and the size of
the tax refunds
received are not
equivalent. Some
EITC dollars

(12 percent on
average nation-
wide) are “spent”
offsetting income
taxes that
families owe.
The remainder
goes to families
as a refund.

C Total # of # of EITC % of Returns  Total $ Amount Average
el Tax Returns Returns Using EITC of EITC Returns  EITC Returns
ARKANSAS 7,611 2,120 28% 5,274,101 2,487.78

BAXTER 16,238 3,510 22% 7,987,658 2,275.69

BOONE 14,203 3,555 25% 8,579,975 2,413.50

CALHOUN 1,474 384 26% 969,839 2,525.62

CHICOT 3,864 1,607 42% 4,749,302 2,955.38

CLAY 5,770 1,583 27% 3,717,384 2,348.32

CLEVELAND 2,953 760 26% 1,861,096 2,448.81

CONWAY 7,826 1,980 25% 4,929,928 2,489.86

CRAWFORD 22,044 6,058 27% 15,175,318 2,505.00

CROSS 6,688 2,296 34% 6,257,626 2,725.45

DESHA 4,629 1,787 39% 4,909,572 2,747.38

FAULKNER 44,394 9,676 22% 23,432,406 2,421.70

FULTON 3,816 1,014 27% 2,528,609 2,493.70

GRANT 6,641 1,431 22% 3,411,335 2,383.88

HEMPSTEAD 8,002 2,926 37% 8,242,614 2,817.02

HOWARD 5,080 1,716 34% 4,670,868 2,721.95

IZARD 4,191 1,078 26% 2,585,874 2,398.77

JEFFERSON 28,554 10,213 36% 28,003,030 2,741.90

LAFAYETTE 2,476 887 36% 2,313,654 2,608.40

~
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Total # of # of EITC % of Returns  Total $ Amount Average

County Tax Returns Returns Using EITC of EITC Returns  EITC Returns

LEE 2,814 1,252 44% 3,646,754 291274

LITTLE RIVER 4,631 1,301 28% 3,299,226 2,535.92

LONOKE 27,058 6,167 23% 15,316,257 2,483.58

MARION 5,693 1,509 27% 3,465,773 2,296.73

MISSISSIPPI 16,717 6,326 38% 17,285,824 2,732.50

MONTGOMERY 2,937 836 28% 2,086,269 2,495.54

NEWTON 2,565 780 30% 1,825,417 2,340.28

PERRY 3,810 914 24% 2,201,377 2,408.51

PIKE 3,524 1,029 29% 2,612,736 2,539.10

POLK 6,992 2,101 30% 5,280,160 2,513.17

PRAIRIE 23,242 5,933 26% 14,139,972 2,383.28

RANDOLPH 6,277 1,899 30% 4,665,834 2,457.00

SCOTT 3,520 [,156 33% 3,117,487 2,696.79

SEBASTIAN 48,724 13,439 28% 34,360,757 2,556.79

SHARP 6,087 1,698 28% 4,054,573 2,387.85

STONE 3,944 1,268 32% 3,008,404 2,372.56

VAN BUREN 5,728 1,381 24% 3,311,336 2,397.78

WHITE 28,006 6,971 25% 17,399,547 2,495.99

YELL 7,836 2,405 31% 6,467,658 2,689.25
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