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EXECUTIVE SUMMARY

The Earned Income Tax Credit (“EITC”) is one of the most successful and celebrated antipoverty programs
in United States history. In 2011, the combination of federal, state, and local EITCs provided over $2.5
billion to New York City residents.

President Obama recently proposed a significant expansion of the Earned Income Tax Credit as part of
his 2015 Executive Budget. The proposal, which would expand eligibility by amending age and income
restrictions, is designed to lift 500,000 Americans out of poverty and provide needed resources for an
additional 10 million Americans living in poverty.

Should Congress pass an expansion of the EITC, working families and individuals across the country
would directly benefit. The Council of Economic Advisors projects that under the President’s proposal 7.7
million workers would be eligible for a larger credit, while 5.8 million workers would be newly eligible
for the EITC.' The non-partisan Brookings Institution seconds these findings and notes that an expanded
EITC would have a pronounced effect in the nation’s urban centers, estimating that 61 percent of people
who would benefit from a stronger EITC for childless workers live in the nation’s 100 largest metro areas,
with nearly 650,000 residents of the NYC-Metro area expected to benefit.?

This report, by New York City Comptroller Scott M. Stringer, highlights the history of the EITC and finds
that the President’s proposed expansion would have the following effects on New York City:

e Providing an additional $250 million in Federal benefits to 365,000 households.

e Making 350,000 childless New York City households eligible for a credit up to $1,005, an average
of $800 per filer.

e Making 15,000 low-income workers aged 21 to 24 and 65 to 66 in New York City newly eligible
for the credit.

e Raising an estimated 40,000 New York households out of poverty.

e Increasing the total benefit to poor and working class families in New York City to over $2.9 billion
per year when combined with State and City EITC programs, thereby raising the incomes of many
of the City’s hard working residents who have seen their wages stagnate as the cost of living has
continued to rise.

The following report charts the substantial economic and social impact the President’s proposals would

have in New York City and urges Congress to pass an expansion to the EITC that would benefit those who
most need help.
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HISTORY OF EITC

The Earned Income Tax Credit (“EITC”) is one of the most successful antipoverty programs in United
States history. Developed by President Richard Nixon and signed into law by President Gerald Ford in
1975, the EITC has been expanded five times by both Republican and Democratic Presidents, including
Ronald Reagan, who called the EITC “the best antipoverty bill, the best pro-family measure, and the best
job-creation program ever to come out of...Congress.”

The EITC is a refundable* tax credit for working individuals and families designed to incentivize
employment by offsetting federal, state, city and payroll taxes and by providing income support specifically
to working people. The size of the credit — up to $8,159 annually for City residents’ — depends on a
recipient’s income, marital status, and number of children.

By increasing the retained income of low-wage workers, experts
have found that the EITC repays our society by reducing poverty,°
inequality,” and temporary economic duress,® while encouraging  With such incentives, most recipients who can work
employment,” school achievement,'® children’s future earnings,!! = W/ want to work. This is part of the American
. . 12 . . character. — Richard Nixon

and infant wellbeing.'* According to Kathryn Edin, Professor of

Public Policy and Management at Harvard University’s Kennedy 1 want most to help those who want to get back
School of Government, the EITC is “one of the most successful 0 Work in productive jobs. This can best be done

. .. , . »13 by temporary tax incentives to charge up our firee
social policies that’s ever been invented. it G — A

Bipartisan Support for the EITC

Despite the great success of the EITC, its benefits have not been f”lr ”e: Incol’c'fe ez e e”gf Sho“g" UL O
equally shared by all. Childless adults are only eligible if they eip thie working poor: = Jimmy Carter

earn below $14,340 a year — the equivalent of $7.17 an hour at By hiking the earned income tax credit [ ...] we can
a full-time job.'* As a result, a childless adult working full time at Zf;; iZfbffjethfﬁﬁff; J;;"f dg;;fg Jjg
the minimum wage does not receive any benefit at all under the ’

up to those struggling to move up is what America is
current program. all about. — Ronald Regan

. . The expansion of the Earned Income Tax Credit [ ...]
Furthermore, the average childless adult with wages equal to the i pus dottars for child care directly in the hands
poverty threshold faces a combined income and payroll tax burden  of parents, instead of bureaucracies. — George H.
of over $1,000 and an EITC credit of only $171 dollars, which =~ " Bush

does little to help a population of 7 million low-wage childless 15 uhour more groceries and a car. more school
workers avoid poverty and economic ha,rdship,15 clothes for the kids, and more encouragement and

hope to keep doing the right thing. — Bill Clinton

President Obama’s Budget for Fiscal Year 2015 seeks to remedy 1 concerned about the earned income tax credit.
this situation by extending the promise of the EITC to a wider  I'm concerned for someone who is moving from
population. The President’s proposal would: AP 0 G ety = CATEyE e 7

Few [programs] are more effective at reducing

e Lower the EITC’s age floor from 25 to 21 inequality and helping families pull themselves up
e Raise the EITC’s age ceiling from 65 to 67 through hard work than the Earned Income Tax
. . . Credit.. — Barack Obama
e Double the maximum childless worker credit to over
$1,000

e Increase the income level for childless individuals where
the credit is fully phased out to $18,070 for singles and $23,570 for childless couples.

This expansion would have a significant effect on low-income New Yorkers throughout the five boroughs.




THE EITC AT WORK IN NEW YORK

New York State and New York City have enhanced the

Pe rcentage of EITC by enacting state and local credits that also boost the
Borough Households earnings of the working poor.
Claiming the EITC

In 1994, New York State enacted a State EITC, which
today provides a credit equal to 30 percent of the Federal

., 29d% EITC.'* New York State’s EITC contributed an additional
24.9% $572 million to City residents in 2011.
15.7% 15%
In 2004, New York City became one of only three
\*Q

37.1%

municipalities in the country to offer a citywide EITC
to low-income residents, joining Washington D.C. and

RS Q & & Montgomery County, Maryland."” New York City’s EITC
X

6"‘& Q\& @}ng @0 & offers a refundable five percent match of the Federal EITC,
* (_.)@@' ® helping to offset New York City’s personal income tax

(PIT). New York City contributes close to $95 million in
EITC returns to claimants.

Taken together, in 2011, 890,000 New York City residents filed for the Federal, State and City EITC,
receiving a cumulative $2.5 billion. In 2012 the EITC had a substantial impact in the City, pulling about
70,000 households out of poverty and helping thousands more low-income working families.'®

MEASURING THE EFFECT OF PRESIDENT OBAMA’S

PROPOSALS IN NEW YORK

The President’s plan, along with several similar congressional proposals, would extend the eligibility for
the EITC to a wider array of low-income workers in New York City. All told, the President’s proposal
would boost EITC benefits for New York City residents by $340 million per year.

The proposal would provide significant benefits to two principal groups:
(1) People between the ages of 21-25 and 65-66

Under current law, workers ages 21 to 25 do not qualify for the EITC even though that cohort suffers from
one of the highest rates of working poverty in New York City."

Under the President’s plan, an unmarried 23-year-old childless New Yorker working full-time at the New
York State minimum wage (earning roughly $16,000 per year), would be eligible for a combined federal,
state and local credit of $316 annually. A married, 23-year-old parent earning a similar wage would receive
a credit of up to $4,462.

Since nearly two-thirds of working poor 21 to 25-year-olds are parents, their children stand to benefit from
the additional income the EITC provides. The effect of the EITC on the welfare of children, even prior
to their birth, is well-documented. Economists at the University of California have shown that the EITC
is associated with reductions in low birth weights for children.?’ The EITC is also strongly correlated
with significant increases in student test scores and may result in boosting academic achievement “by
the equivalent of about two extra months of schooling.”?' These positive effects translate into beneficial
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outcomes in adulthood. Each additional $1,000 in annual income in early childhood leads to higher college
enrollment and higher annual earnings.? In 2012, the EITC raised approximately 3.3 million children from
poverty nationwide.?

(2) Low-wage, childless workers
The President’s proposal would also boost benefits for low-wage, childless workers who are currently

either entirely excluded from the credit or receive a negligible amount that fails to offset their tax liabilities.
This expansion would directly benefit the 17 percent of New York’s working poor who are childless.

Parameters of the Obama Proposal Under current law, a childless

as Applied to New York Cit adult with wages equal to the
y Census Bureau’s poverty line

$9,000 ($12,566) receives an EITC of

$8,000 \ Single Childless just $171 annually.
- z;'ggg I, \ :?ng:eicmld The  President’s  proposal
3 SS,OOO » \ ingte Would ‘amend the tax code‘ to
E 54’000 _‘ \ —Single 3+ aid thlS. group by doqblmg
o % e Married Childless the maximum credit available
W 53,000 —; N —Married 1 to childless adults and non-
$2,000 | \ N W custodial parents to $1,005
$1,000 —/ — o\ in 2015, and by increasing
30 S \ Married 3+ the income level at which the
P & & & Obama Single credit would begin to “phase

oY H’\/Q‘ c;’)Q‘ r,})p‘ C;’JQ‘ Obama Married out” to $11,500.

The Comptroller’s office estimates that an estimated 365,000 childless adults and non-custodial parents in
New York City would be newly eligible for an average EITC of roughly $800 per filer.

By extending the EITC both to childless adults and to a wider age bracket, the Comptroller’s office
estimates that the proposed EITC expansion would raise 40,000 New York City residents out of poverty.

New York City could also expect a stronger and more inclusive labor market after the passage of an
EITC expansion. The President’s plan is estimated by the United States Treasury Department to have
a targeted effect on the labor force participation rates of young adults, older workers, men without a
college education, and women without dependent children.* A study conducted by the non-partisan social
research organization MDRC estimates that for single workers “an enhanced EITC could potentially
increase employment and incomes by as much as 10 percent.”” Following from this premise, the MDRC,
in partnership with the Center for Economic Opportunity, is currently conducting a four-year, $11 million
pilot program to offer an EITC-like wage supplement to 3,000 New Yorkers. The plan proposed in the
President’s Budget would extend a similar benefit to all low-income workers in the City.




CONCLUSION: THE CONTINUED PROMISE OF THE EITC

For nearly 40 years, the EITC has had a profound effect on the pocketbooks of working New Yorkers,
providing an especially efficient vehicle for getting aid to those that need it most. The program’s federal
administrative costs constitute less than 1 percent of its budget and its benefits are concentrated among the
very poor.*

However, the EITC is not simply a program for the very poor. Rather, its effects are wide-ranging. Every
year, roughly 1 in 4 New York City filers claims the EITC and a recent report found that nationwide,
between 1989 and 2006, roughly half of all tax payers with one or more children claimed the EITC for at
least one year.?” This suggests that for many recipients, the EITC functions as a short-term safety net that
helps them emerge from poverty and climb the ladder into the middle class.?®

The EITC is particularly crucial in cities with high costs of living, such as New York, where full-time
employment does not guarantee a roof over one’s head, let alone a middle-class lifestyle. More than one-
in-four families in New York City homeless shelters include at least one working adult and a further 16
percent of single adults residing in shelters are employed.” The EITC benefits these individuals by acting
as a critical supplement to their wages.

The EITC not only has a profound effect on individual families, but also on the economic fabric of our
communities. New Yorkers use their EITC benefits to repay debt, build savings, invest in their homes, and
pay for education.’® Because of the spatial concentration of the working poor, the EITC not only supports
individuals and their families, it also functions as a targeted investment to impoverished neighborhoods.*!

A half-century after the start of the “Great Society,” America continues to struggle from the scourge of
poverty — from our smallest towns to our greatest metropolis. Congress should expeditiously pass an
expansion of the EITC which marshals our best policy resources to fight poverty, enhance opportunity, and
boost net income for more New Yorkers.
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19 Currently the EITC does not extend to dependent children and would not under the Obama proposal.

20 Hilary W. Hoynes, Douglas L. Miller, and David Simon, ‘Income, The Earned Income Tax Credit, and Infant Health’, (http://www.nber.org/
papers/w18206)

21 Chuck Marr and Chye-Ching Huang, Earned Income Tax Credit Promotes Work, Encourages Children’s Success at School, (http://www.
cbpp.org/cms/?fa=view&id=3793)

22 Raj Chetty, John N. Friedman, and Jonah Rockoff, ‘New Evidence on the Long-Term Impacts of Tax Credits’, (http://www.irs.gov/pub/irs-
soi/11rpchettyfriedmanrockoff.pdf)

23 Russell Sykes, Making Work Pay in New York, (http://www.empirecenter.org/documents/pdf/pb-eitc-041812.pdf)

24 Executive Office of the President and U.S. Treasury Department, ‘The President’s Proposal to Expand the Earned Income Tax Credit’,
(http://www.whitehouse.gov/sites/default/files/docs/eitc_report.pdf)

25 MDRC, ‘MDRC Selected to Implement and Evaluate Earned Income Tax Credit Expansion in New York City’, (http://www.mdrc.org/news/
announcement/mdrc selected implement and evaluate earned income tax

credit expansion new york)

26 Ibid.

27 Tim Dowd and John Horowitz, ‘Income Mobility and the Earned Income Tax Credit: Short-Term Safety Net or Long-Term Income
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