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Every job should allow parents to provide food, shelter, and financial security for their children. Connecticut’s
Earned Income Tax Credit (EITC) is among the state’s most sensible and effective tools for helping working
families struggling to get by on low wages. The refundable tax credit — currently set at 27.5 percent of the federal
EITC — boosts working families’ paychecks by offsetting their payroll taxes. This proven anti-poverty tool is now
at risk, however, as all four budget proposals under consideration at the statehouse include reductions to the tax
credit.

The Benefits of Connecticut’s State EITC

In 2015, nearly 200,000 low- and moderate-income households received the state EITC. On average, these
households had gross incomes of under $18,500 — less than what a single parent working full-time for the
minimum wage would have taken home before taxes. The average state credit among these households was about
$565, a 6 percent decrease from the average in 2011 (§602). When layered on top of the federal credit, the
Connecticut EITC boosted about 6,600 people over the poverty line and eased poverty for another 99,000.'

The EITC encourages and rewards working families. The credit can be claimed only by people who earn
income through work and is structured to encourage people to work more. Beginning with the first dollar earned, a
worket’s EITC grows with each additional dollar of earnings — incentivizing people to work more — until the
credit reaches maximum value before phasing out gradually as incomes rise.

This supportt is all the more important at a time when child poverty remains high and low-wage work is more
prevalent. Over the last fifteen years, the share of jobs in low-wage industries has increased by 20 percent while the
share of work in high-wage industries has declined by 13 percent.”’
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The EITC promotes positive children’s outcomes such as healthy development, educational attainment, and
long-term adult success. Children who benefit from tax credit expansions such as the EITC see improvements in
infant health indicators, reduction in eatly onset of disabilities, improvement in school test scores, and increased
likelihood of completing high school and attending college.* The EITC represents an investment not just in today’s
children but also in tomorrow’s workforce. The education and skill gains associated with the EITC will likely pay
off for many years to both the individual, through higher earnings and employment, and the state, through

increased income tax revenue.’

The EITC helps fix our upside-down, family-
unfriendly tax code. Many regard the EITC as an

By the Numbers: Connecticut’s EITC (2015 data)®

important correction to the state’s tax code. First, it

is one of the only provisions in the state tax code

that recognizes the financial responsibilities of Total Houscholds Claiming EITC 193,338

raising a family. In a state without other pro-family Total Credit Amount $109,561,558
tax policies such as a state Child Tax Credit, Child
Care Credit, or Dependent Exemption, the state

EITC provides a much-needed break for working Average Filer Income of EITC Claimant | $18,492

families. Second, it benefits low-income taxpayers, See our interactive maps for EITC data by town:
https://public.tableau.com/profile/connecticut.voices.for.children#!

Average State Credit Amount $565

standing apart from the many loopholes that benefit
the well-connected at the expense of the rest of us.’

The EITC at Risk

State-1evel Threats

In 2011, Connecticut lawmakers took historic action to establish an EITC equal to 30 percent of a filet’s federal
credit. Only two years later, due to a budget deficit, the legislature reduced the credit to 25 percent, pledging to
increase it to 27.5 percent in 2014 and fully restore it to 30 percent in 2015. The legislature fulfilled their 2014
promise but in 2015 delayed the final increase to July 2017.°

Now, policymakers are considering not only reneging on their pledge to restore the tax credit to 30 percent, but also
reducing the credit permanently. Both the Governor and Republican leadership propose lowering the EITC to 25
percent, while Democratic leadership proposes reducing the credit to 26.25 percent.” House Republicans go one
step further: under their proposal, if the credit amount exceeds the income tax owed, then the state would no longer

issue a check for the remaining balance to help make work pay." This would effectively do away with the program."
Reducing the EITC in 2013 resulted in a $17 million tax increase for the state’s poorest workers. The newest round

of proposed cuts would cost working families $25 million per year,"? imposing a tax hike on nearly 200,000
Connecticut families who are working hard but not making enough to get by.
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Abnticipated Federal Threats

President Trump’s budget proposal would cut spending on the federal EITC and Child Tax Credit by $40 billion,
primarily by reducing the number of taxpayers who are eligible for the credits. In part, the President’s proposal
would require recipients who currently use an Individual Taxpayer Identification Number to provide a Social
Security Number, a provision aimed at undocumented immigrants."”"* According to Tax Credits for Working
Families, this would “exacerbate the racial wealth gap by preventing many immigrant taxpayers and their children
from benefiting from the credits. ..putting more than four million Latino children and their families (nationally) at
greater risk of poverty and hunger.””” As with other work supports and anti-poverty programs, state lawmakers
should be cautious of cuts in current budget negotiations due to enormous disinvestments in President Trump’s

budget.

Protect and Strengthen Connecticut’s EITC

At this time of increased need, Connecticut should consider steps to protect and strengthen the EITC by
incorporating savings incentives and improving distribution methods to ensure that working families can meet the
needs of their children. While we recognize that this is a difficult budget year, Connecticut must weigh its short-
term fiscal priorities against its long-term goals of equity and shared prosperity. The EITC is a proven tool that
sides of the political aisle have supported. During a year in which all parties need to come to the table to solve our
state’s challenges, protecting a bipartisan tax credit that immediately impacts tens of thousands of children should
be an achievable goal.

Early Refund EITC Payments

Early refund EITC payments would help working families access part of the EITC midway through the year in case
of a financial emergency. A proposal described by the Center for American Progress would allow families to access
a portion of their EITC starting on July 1, acting as a sort of “earned insurance” against unforeseen financial
challenges.'® Such a policy would help to protect families against predatory lending and offer families the choice to
receive part of their EITC early.

Advance EITC Payments

Advance EITC payments spread out a family’s anticipated EITC payment out over four quarters. Under one
proposal, families would receive a fourth of their expected EITC each quarter, which would reduce reliance on
costly lending options and would be counted as a loan against their income tax return.'” A pilot project in Chicago
by the Center for Economic Progress that spread out EITC payments across four quarters found that the vast
majority (90 percent) of families who participated in the program preferred receiving advance quarterly payments.'®
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