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In his 2013 State of the Union address, President
Obama called for policy change to ensure that “no one
who works full-time should have to live in poverty.”1
However, a new NCCP analysis of state tax policy
finds that a significant number of states continue
to push the working poor deeper into poverty by
imposing income tax liabilities on poverty-level earnings – liabilities that in some states reach hundreds of
dollars. With Census-determined poverty thresholds
set well below what families realistically need to make
ends meet, any tax liability is very burdensome for
poor families. Recognizing this, a growing number of
states are following the federal government’s lead by:
(1) adopting tax codes that set the threshold for incurring any income tax liability at a level well above the
federal poverty threshold, and (2) using refundable
income tax credits – primarily state Earned Income
Tax Credits (EITCs) – to provide a financial boost to
low-income families. In contrast to states that tax the
poor, these states provide income supplements to poor
families that can reach almost two thousand dollars.
Given the broad bipartisan support for the EITC and
the credit’s proven effectiveness in strengthening the
economic security of working families, state governments should adopt or expand EITCs and other tax
credits for low-income families and revise tax codes
to eliminate the possibility that low-income families
incur any state income tax liability.
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Methodology
NCCP calculates state income tax liabilities using a
methodology developed by the Center on Budget and
Policy Priorities in a series of reports, the last of which
was published in 2012.2 Consistent with those reports,
we calculate income tax liability for two representative
families – the first a single-parent family with two children and the second a two-parent family, also with two
children. We assume that the couple in the two-parent
family is married and filing jointly, and that each family
is making an income equivalent to the federally determined poverty threshold, calculated by the U.S. Census
Bureau.3 For a family of four with two children, this
threshold was $23,624 in 2013; for a family of three
with two children, the threshold was $18,769.4
Additionally, we assume that the two children in these
families are 4 years old and 11 years old (with only
the older child enrolled in school full time) and that the
couple filing the joint return includes only one income
earner. We include the value of state Earned Income Tax
Credits (EITCs) and other statewide tax credits for which
all working families with children at poverty-level income
are eligible. We do not consider taxes or credits that
only apply to specific filers, such as credits to offset
investment losses, rent, or property taxes, or credits that
disqualify filers who received certain income supports,
because such costs are not universal across all working
families. For the same reason, we do not consider the
Child and Dependent Care Tax Credit (CDCTC), as
doing so would assume child and/or dependent care
expenses that are not universal.
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State Income Tax Policies for the Poor Vary Widely
Table 1 and the accompanying maps compare the
income tax burdens or refunds across states that are
incurred by families of three and families of four
living at the federally defined poverty threshold, and
demonstrate enormous variation across states in
the tax burden imposed on poor families. Notably,
some states provide refundable tax credits modeled

on federal income supplements to help lift these
families out of poverty, including the Earned Income
Tax Credit (EITC) and the Child Tax Credit. Other
states impose significant income taxes on families in
poverty, countering federal efforts to make work pay
through progressive tax policy.

Map 1: State income tax on a family of three with two children, for an income at the poverty threshold (2013)

DC

Liability above $200
Liability of $1-$200
No income tax liability
No income tax on wage income at any level
Refund of $1-$200
Refund of $200-$1,000
Refund above $1,000

Map 2: State income tax on a family of four with two children, for an income at the poverty threshold (2013)

DC

Liability above $200
Liability of $1-$200
No income tax liability
No income tax on wage income at any level
Refund of $1-$200
Refund of $200-$1,000
Refund above $1,000
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Table 1: State and District of Columbia income tax liabilities at the poverty level (2013)5
State income tax burden on family of 3 with 2 children
State

Tax burden ($)

State income tax burden on family of 4 with 2 children
State

Tax burden ($)

ALABAMA

413

ALABAMA

588

HAWAII

272

HAWAII

317

GEORGIA

212

MONTANA

240

MONTANA

174

ILLINOIS

240

MISSISSIPPI

131

OREGON

230

ILLINOIS

112

GEORGIA

202

MISSOURI

89

INDIANA

196

LOUISIANA

81

MISSISSIPPI

121

OREGON

81

MISSOURI

120

ARIZONA

0

KENTUCKY

97

ARKANSAS

0

ARIZONA

73

CALIFORNIA

0

ARKANSAS

72

COLORADO

0

WEST VIRGINIA

53

DELAWARE

0

LOUISIANA

46

IDAHO

0

NORTH CAROLINA

23

KENTUCKY

0

MICHIGAN

20

MAINE

0

CALIFORNIA

0

NORTH DAKOTA

0

COLORADO

0

OHIO

0

DELAWARE

0

PENNSYLVANIA

0

IDAHO

0

SOUTH CAROLINA

0

MAINE

0

UTAH

0

NORTH DAKOTA

0

VIRGINIA

0

OHIO

0

WEST VIRGINIA

0

PENNSYLVANIA

0

MICHIGAN

-13

SOUTH CAROLINA

0

NORTH CAROLINA

-17

UTAH

0

INDIANA

-26

VIRGINIA

0

RHODE ISLAND

-192

IOWA

-126

OKLAHOMA

-256

RHODE ISLAND

-195

WISCONSIN

-349

OKLAHOMA

-261

IOWA

-412

WISCONSIN

-412

NEBRASKA

-511

MASSACHUSETTS

-487

NEW MEXICO

-561

NEBRASKA

-521

MASSACHUSETTS

-621

NEW MEXICO

-521

KANSAS

-741

KANSAS

-672

NEW JERSEY

-1,022

NEW JERSEY

-782

MARYLAND

-1,037

MARYLAND

-1,010

CONNECTICUT

-1,278

CONNECTICUT

-1,303

MINNESOTA

-1,343

DISTRICT OF COLUMBIA

-1,515

VERMONT

-1,635

VERMONT

-1,668

DISTRICT OF COLUMBIA

-1,725

MINNESOTA

-1,879

NEW YORK

-1,954

NEW YORK

-1,975

U.S. (federal return)

-7,213

U.S. (federal return)

-7,110

Note: Negative values indicate income tax refunds.
Source: NCCP analysis of state and federal income tax regulations. Please access NCCP’s Fifty State Policy Tracker web-based tool at
http://www.nccp.org/tools/policy/ for annually updated information on state tax policy and income/work supports.
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In all, sixteen states imposed tax burdens on families
of four living at the poverty threshold. In six of the
states – Alabama, Georgia, Hawaii, Illinois, Montana,
and Oregon – the tax burdens for these families
exceeded $200. In contrast, fifteen states gave families
of four with earnings at the poverty threshold income
supplements, primarily by means of state Earned
Income Tax Credits (see below). Thirteen of the
states provided supplements exceeding $200 to these
families and six – Maryland, Connecticut, the District
of Columbia, Vermont, Minnesota, and New York –
provided supplements exceeding $1,000.

A smaller number of states collected income tax from
single-parent families (who have a lower poverty
threshold). Nine states imposed tax burdens on
these families, with three of those states – Alabama,
Georgia, and Hawaii – taxing at a level exceeding $200.
Conversely, eighteen states gave these poor, singleparent families income supplements instead: fourteen
of these states provided supplements exceeding $200
and seven gave their families more than $1,000. At
opposite poles, New York State gave families living at
the poverty threshold nearly $2,000 in supplementary
income, while living at poverty cost families upwards
of $400 in income tax in Alabama.

Impact of the Federal Earned Income Tax Credit
Along with the income tax liabilities or refunds for
each state, the last row of Table 1 shows the income
supplements that these families of three and four
living at the poverty threshold would have received
from the refundable federal EITC and the Child Tax
Credit in 2013. The contrast between the federal
refund and the liabilities imposed by states that tax
the poor is striking. While all income tax credits available to low-income families reduce the tax burden
faced by these families, refundable tax credits, which
allow families to keep the difference between the value
of the credit and any tax liability, play a critical role in
anti-poverty policy in the United States by providing
an income supplement to help families meet urgent
needs.
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The most important federal tax-based supplements
for families living at the poverty line were the Child
Tax Credit, which provided a refund of up to $1,000
for each child living low- to middle-income families
in 2013,6 and the EITC, which provided refunds of
up to $6,044 to low-income taxpayers that year (see
accompanying box). Numerous studies have demonstrated that the federal EITC substantially reduces
poverty (especially among children),7 improves child
outcomes,8 and encourages work.9
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The Federal Earned Income Tax Credit (EITC)
The federal Earned Income Tax Credit (EITC), introduced
under the Ford Administration in 1975 and significantly
expanded since, augments the incomes of low- and
moderate-income families with work earnings. By design,
the EITC seeks to reduce the possible work disincentive of
the “cliff effect” – a small increase in work earnings that
triggers a sharp cut in a public benefit – observed in some
other anti-poverty programs.10 Instead, as the accompanying chart shows, the EITC is designed to ensure that it

always “pays” to work more. The credit phases in slowly
to a maximum that is sustained over a broad range of
earnings ($13,400 to $22,900 for married taxpayers
filing jointly with two or three children in 2013), and
then phases out gradually (falling by 21 cents for each
additional dollar earned for families with two or three
children). These sophisticated design features intended
to encourage work have led to broad bipartisan support
for the EITC.11

Federal EITC by earned income level and family structure (2013)
Earned Income Tax Credit
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$10,000

$20,000

$30,000

$40,000

$50,000

$60,000
Earned Income

Unmarried, 0 children

Married, 0 children

Unmarried, 1 child

Married, 1 child

Unmarried, 2 children

Married, 2 children

Unmarried, 3 or more children

Married, 3 or more children

Source: NCCP analysis of federal income tax regulations.
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States with Earned Income Tax Credits
Recognizing the federal EITC program’s success in
helping low-income, working families, a growing
number of states have revised their tax codes to offer
state EITCs, calculated as percentages of the federal
EITC benefit due to eligible families. State EITCs
based on the federal credit in this way are easy for
states to administer. 12 For the 2013 tax year, 24 states
and the District of Columbia offered wage earners
a tax credit fashioned after the federal EITC. Table
2 lists the percentage of the federal EITC that each

state includes in its own tax code. The table shows
great variation in the generosity of state EITCs. State
credits range from 3.5 percent of the federal credit in
Louisiana to 50 percent in Maryland.
Eighteen states and the District of Columbia offered
fully refundable EITCs in 2013, allowing a family to
receive the dollar value of the credit that exceeds its
tax liability. Four states (Delaware, Maine, Ohio, and
Virginia) offer only nonrefundable EITCs, meaning

Table 2: State Earned Income Tax Credits
State

2013 percentage of federal credit*

Is credit refundable?

CONNECTICUT

25%*

Yes

DELAWARE

20%

No

DISTRICT OF COLUMBIA

40%

Yes

ILLINOIS

10%

Yes

INDIANA

Up to 9%

Yes

14%*

Yes

KANSAS

17%

Yes

LOUISIANA

3.5%

Yes

IOWA

MAINE

5%

No

MARYLAND

50%

Partially

MASSACHUSETTS

15%

Yes

MICHIGAN
MINNESOTA

6%

Yes

Up to 48.7%*

Yes

NEBRASKA

10%

Yes

NEW JERSEY

20%

Yes

NEW MEXICO

10%

Yes

NEW YORK

30%

Yes

4.5%*

Yes

NORTH CAROLINA
OHIO
OKLAHOMA
OREGON

Up to 5%*

No

5%

Yes

6%*

Yes

RHODE ISLAND

25%*

Partially*

VERMONT

32%

Yes

20%

No

VIRGINIA
WISCONSIN

4% — one child
11% — two children
34% — three children

Yes

* The rates above represent state EITC rates for tax year 2013. Several states have changed their rates for the 2014 and 2015 tax years, including Connecticut
(whose EITC is scheduled to rise to 27.5% of the federal level in the 2014 tax year and 30% of the federal level in the 2015 tax year), Iowa (to 15% beginning
in 2014), Ohio (to 10% beginning in 2014), and Oregon (to 8% beginning in 2014). North Carolina’s EITC expired after 2013 and was not renewed for 2014.
Minnesota has significantly altered its EITC structure and beginning in 2014 the credit will be closer to 40% of the federal EITC. Beginning in 2015, Rhode Island’s
EITC will be fully refundable at 10% of the federal level. Additionally, Colorado has enacted a refundable 10% state EITC that will be implemented in the year that
state revenues exceed a certain threshold.13 The state of Washington passed legislation in 2008 to offer a credit fashioned after the federal EITC at 10% of the
federal level, but it has yet to be enacted.
Source: NCCP analysis of state income tax regulations. Please access NCCP’s Fifty State Policy Tracker web-based tool at http://www.nccp.org/tools/policy/
for annually updated information on state EITCs and other income/work supports.
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the credit only eliminates or reduces tax liability but
does not provide an income supplement. In addition,
Maryland and Rhode Island offered EITCs in 2013
that were partially refundable, meaning that the family
receives some, but not all, of the value of any EITC
benefit that exceeds its tax liability.14 (In 2014, however,
Rhode Island lawmakers revised the tax code to make
the state’s EITC fully refundable beginning in the 2015
tax year.) Finally, several localities, such as New York
City and all Maryland counties, have introduced local
EITCs to supplement the state and federal versions of
the credit.

respectively, in income tax for 2013.
Five other states also impose income tax liabilities
on families in poverty even though they offer a state
EITC. Like Illinois, Oregon and Louisiana provide
credits that are too small to fully offset state income
tax liabilities for families of three and four at the
poverty threshold. The credits offered in Indiana,
Michigan, and North Carolina are also not large
enough to avoid income tax liability for a family
of four at the poverty threshold, but do provide an
income supplement to a family of three at the poverty
threshold.

While all state EITCs help reduce income tax liability
for eligible working families, they do not necessarily
ensure that low-income families pay no state income
tax, let alone receive an income supplement. Several
states with EITCs still tax families at the poverty level.
For example, Illinois offers a state EITC pegged at 10
percent of the federal credit, or $511 for a povertylevel family of three and $521 for a family of four. But
because the state also levies a hefty pre-credit tax on
low incomes, those families still owed $112 and $240,

Because the EITC in some states is non-refundable,
and because of other restrictions on the maximum
refundable EITC credit available to tax filers,15 a map
of maximum EITC levels across states (Map 3) looks
significantly different than the maps displayed above
showing the net income tax liabilities for families of
three and four making poverty-level incomes.

Map 3: Maximum state EITC as a percentage of the federal credit (2013)

DC

Above 30 percent
10-29 percent
1-9 percent
No state EITC
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Other State Income Tax Credits for Low-Income Families
The Earned Income Tax Credit is by far the most
important state tax program providing income
supplements to low-income, working families. In
addition, however, some states offer a variety of other
refundable and nonrefundable tax credits to families
living at the poverty threshold:
u

u
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Three states offer Child Tax Credits tied to the
federal Child Tax Credit. The federal Child Tax
Credit provides a partially refundable income tax
credit of $1,000 per child in 2013. New York offers a
refundable credit at 33 percent of the federal credit
($330 per child), Oklahoma offers a nonrefundable credit at 5 percent of the federal credit ($50 per
child), and North Carolina allows a nonrefundable
credit of $100 per qualifying child. Colorado has
also passed legislation providing for a refundable
child tax credit of up to 30 percent of the federal
credit ($300 per child), to be enacted only if federal
authorities permit states to tax Internet sales.16
Kentucky, Pennsylvania, and West Virginia provide
credits that reduce income tax liability, with the
percentage reduction gradually decreasing for
families with higher incomes and fewer dependents. Somewhat similar in effect to a nonrefundable EITC, this method allows for reductions in
tax liability, but precludes the possibility of income
supplements via a refundable credit.17

u

u

Several states provide smaller credits that are
highest for filers making extremely low wages and
progressively decrease in value for families with
higher incomes and/or fewer dependent children.
Arizona’s nonrefundable family income tax credit,
Georgia’s nonrefundable low income credit, Hawaii’s
refundable food credit, New Mexico’s refundable
low income comprehensive tax rebate, and New
York’s nonrefundable household credit18 operate in
this manner and provided credits in 2013 ranging
from $15 to $180 to families of three or four living
at the poverty threshold.
Idaho and Oklahoma offer credits to families at
all income levels primarily based on the number
of children or dependents in the family. In both
of these states, however, individuals who have
participated in a specific federal benefits program
– Supplemental Nutrition Assistance Program
(SNAP) benefits in Idaho and Temporary Assistance
for Needy Families (TANF) benefits in Oklahoma
– are ineligible for claiming these credits. (Because
of such requirements, neither credit was included in
the state-by-state calculations presented above.)

National Center for Children in Poverty

Recommendations for States
Our analysis shows there is great variation in how
states treat the working poor as income tax payers.
While recognizing differences among states in policy
priorities, fiscal structure and capacity, and the
structure of social safety nets, we offer the following
tax policy recommendations to address the needs of
poor state residents and strengthen state and national
economies. These policies enjoy broad bipartisan
support and have been adopted in states of diverse
political colorations.

Revise tax codes to eliminate income tax
liabilities for families living in poverty.
Poor families face pressing subsistence needs such as
food and shelter, making it unreasonable to require
that they use any of their extremely limited income
to pay income taxes. Nevertheless, sixteen states
impose income taxes on a family of four with income
at the poverty threshold, and some states begin taxing
families with incomes far below the poverty threshold.
In Alabama, for example, a single-parent family with
two children is liable for the state income tax once its
annual income exceeds $9,750, or about half of the
poverty threshold. A married family with two children living in Alabama begins paying state income
tax once its income exceeds $12,550, or 54 percent of
the threshold. In contrast, families of three and four
living in California pay state income taxes only when
their incomes exceed $48,563 and $51,163, respectively. Although the average cost of living is lower in
Alabama than in California, the cost of meeting basic
needs for an Alabama family has been estimated as
more than four times the income at which the family
begins paying income tax. 19
Indeed, the official poverty measure is widely
acknowledged to grossly underestimate the amount
of income a family requires to meet basic needs,
especially in cities with high housing costs.20 States
should follow California’s lead and refrain from
taxing families with incomes less than twice the
poverty threshold, the measure generally used to
define low-income households.21 Notably, the income
threshold at which the federal government begins to

levy income tax – $41,050 for a family of three, and
$47,850 for a family of four22 – is more than twice the
federal poverty threshold, reflecting a policy determination that working families with earnings below this
threshold should not be burdened with income taxes.

Offer fully refundable state EITCs.
Since Wisconsin first introduced a state EITC into its
1984 tax code, 23 25 states and the District of Columbia
have followed its lead. The federal EITC has garnered
broad bipartisan support since its inception, and
state credits are currently offered in both traditionally conservative and traditionally liberal states. States
currently without EITCs should revise their tax code
to include one, and, like the federal credit, state EITCs
should be made fully refundable. As noted above, the
refundable federal EITC has been shown to reduce
poverty, improve child outcomes, and encourage
work. Refundable state credits can further contribute
to the bipartisan goals of lower statewide poverty
rates, higher labor force participation, and better
outcomes for children. In addition, a refundable EITC
increases consumer disposable income and spending,
contributing to state economic growth. In contrast to
a refundable EITC, a non-refundable credit reduces
tax liability but does not provide an income supplement, and hence is likely to be less effective in alleviating poverty and encouraging work.
Among states now offering the EITC, there is a
clear trend toward making the credit refundable.
When Ohio introduced a non-refundable EITC in
2013, it joined Delaware, Maine, and Virginia as
one of the few remaining states offering the credit as
completely non-refundable. However, a substantial
number of states (Illinois, Iowa, Maryland, Oregon,
Rhode Island, and Wisconsin) initially introduced
non-refundable EITCs into their tax codes and later
replaced them with fully or partially refundable
credits. While Illinois, Iowa, Oregon, and Wisconsin
transitioned to a completely refundable credit,
Maryland and Rhode Island first offered only nonrefundable EITCs but increased the refundability of
their credits gradually. Maryland now has one of the
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more generous refundable EITC rates, at 25 percent
of the federal rate in 2014 (set to gradually increase
to 28 percent by 201824), and in 2014 Rhode Island
lawmakers made the state’s formerly partially refundable EITC fully refundable at 10 percent of the federal
rate beginning in the 2015 tax year.25 This pattern
suggests policymakers may find it fiscally prudent
or politically expedient to initially introduce a nonrefundable credit that can later be made refundable.
Even as numerous states have made their credits more
generous, budgetary pressures following the Great
Recession have prompted other state policymakers
to seek to reduce or eliminate their state EITCs. Such
efforts succeeded last year in North Carolina, which
will eliminate its refundable credit beginning in the
2014 tax year.26 While ending the credit may help the
state save a greater portion of its tax revenue in the
short term, imposing greater tax burdens on the poor
not only hurts families presently struggling to work
their way out of poverty, but may make it harder for
children to succeed in later life. Children who grow
up poor are more likely to remain poor as adults. A
compelling body of research has linked the federal
EITC and other relatively small income supplements
provided to poor families (on the order of $1,000 to
$4,000) to significant gains in children’s achievement
and academic outcomes.27 By investing in children
today, states build a productive future workforce less
likely to depend on the public safety net.

tax filers who benefit from the credit have incomes
well above the poverty threshold. A study by the Tax
Policy Center revealed that more than half of the total
credits that the federal CDCTC provided in 2010
went to families with incomes above $75,000, and
only 8.3 percent of the total CDCTC credits went to
families making incomes under $30,000.29 Yet these
lower-income families are most in need of financial
help with child care expenses, especially as child care
costs continue to rise. Studies have demonstrated
the enormous impact that early childhood experiences have on child development, and getting lowerincome families better access to this credit to help
pay for high-quality child care could help improve
financial, educational, and health outcomes among
these families.30 States have recently taken the lead
in offering refundable credits calculated as percentages of the federal nonrefundable CDCTC to provide
more benefits to low-income families. Twelve states
– Arkansas, Colorado, Hawaii, Iowa, Louisiana,
Maine, Minnesota, Nebraska, New Mexico, New York,
Oregon, and Vermont – now allow for the credit to be
at least partially refundable.31 Following the example
of these states and expanding the CDCTC to cover
a greater amount of child care costs would provide
much-needed support to working families with these
expenses.

Offer child tax credits and refundable credits for
child care costs.
Besides offering generous and refundable EITCs,
states can deploy other income tax credits to help
low-income families with their child-related expenses.
Such credits include child tax credits based on the
federal Child Tax Credit (following the lead of New
York, Oklahoma, and North Carolina) and credits
to help offset the costs of child care, often the largest
single expense after rent for low-income families.
Twenty-two states now offer a child and dependent
care tax credit (CDCTC) as a percentage of the federal
nonrefundable CDCTC.28 Research shows, however,
that because the federal credit is nonrefundable and
diminishes gradually as income rises, most of the
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