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State Tax Credits

• What are they?

• Do they improve outcomes for children and families?

• How common are they in the US?

• What policy levers do states need to consider?

• How have states effectively adopted and implemented them?
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Tax Levers
• Tax Deduction: Reduces your taxable income, which reduces your tax burden

• If you earn $50,000 and have a mortgage interest deduction of $5,000, then you 
only pay income taxes on $45,000.

• Tax Credit: Directly reduces your tax burden by the amount of the credit, but 
only up to your total tax burden

• If you owe $10,000 in income taxes but have a $2,000 credit, you only owe $8,000 
in taxes.

• Refundable Tax Credit: Reduces your tax burden, and refunds money to you 
if your burden is larger than the credit

• If you owe $1,500 in income taxes but have a $2,000 credit, you will receive $500 in 
a refund.
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Variations in State Income Support Policies

• Earned Income Tax Credit*

• Child Tax Credit*

• Child and Dependent Care Credit*

• Child Allowance

• Universal Basic Income

• Conditional Cash Transfer

4*Refundability is key to effectiveness
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Key Distinctions of Income Support Policies

Tax Credit or Allowance Universal v. Targeted
Conditional v. 
Unconditional Monthly v. Annually

Earned Income Tax Credit Parents Work Annually

Child Tax Credit Parents No Conditions Annually

Child & Dependent Care 
Credit

Caregiver Using care services Annually

Child Allowance Parents No Conditions Monthly

Universal Basic Income All Residents No Conditions Monthly or Annually

Conditional Cash Transfer All Participants
Conditions stipulated 

(e.g., work, school)
Monthly or Annually
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EITC is Oldest and Most Common Credit
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Long History of Bipartisan Support for the EITC

• 1969 – Nixon proposed a Negative Income Tax

• 1975 – Ford created first EITC – temporary

• 1978 – Carter made it permanent

• 1984 & 1986 – Reagan expanded it

• 1990 – Bush expanded it

• 1996 – Clinton modified and expanded it

• 2001 – Bush expanded it

• 2009 & 2016 – Obama expanded and modified it

• 2021 – Biden temporarily expanded it and increased child tax credit
7
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How Does a 
Higher State 
EITC Impact 
PN-3 
Outcomes?

State Earned 

Income Tax Credit

POLICY
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Benefit-Cost Analysis of Implementing a Refundable 
EITC in Pennsylvania
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Total benefits include 

• State tax revenue: income tax, sales tax, and other tax 

• Cost avoidance: low birthweight hospital costs, special education, foster care 

entry, crime/public safety, and child health insurance coverage and outcomes
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Benefit-Cost Analysis of Implementing a Refundable 
EITC in South Carolina
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Total benefits include 

• State tax revenue: income tax, sales tax, and other tax 

• Cost avoidance: low birthweight hospital costs, special education, and child 

health insurance coverage and outcomes
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28 States Have 
Refundable 
EITCs in Tax 
Year 2023

Rhode Island 
was first 
state to 
implement a 
state EITC in 
1986
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Which states 
introduced 
legislation to 
adopt or 
expand an 
EITC this year?

29 States 
Introduced 
EITC 
Legislation 
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Which states 
enacted 
legislation to 
adopt or 
expand a 
refundable
EITC of at least 
10% of the 
federal credit?

4 States Enacted 
Legislation to 
Adopt or Expand 
a Refundable 
EITC of at Least 
10% of the 
Federal Credit

As of May 15th, 

Colorado, 

Hawaii, and 
Vermont state 

legislatures passed 
bills to expand their 

state EITCs and 

were waiting for 

executive action.
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Which states 
have recently 
implemented a 
refundable 
EITC of at least 
10% of the 
federal credit?

2 New States Fully 
Implemented a 
Refundable EITC 
of at Least 10% of 
the Federal Credit 
in Tax Year 2023, 
and 1 State Will 
Do So in Future 
Tax Years
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Which states 
introduced 
legislation to 
adopt or 
expand a CTC 
this year?

25 States 
Introduced 
CTC 
Legislation 
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Which states 
enacted 
legislation to 
adopt or 
expand a CTC 
this year?

4 States 
Enacted CTC 
Legislation 

As of May 15th, 

state legislatures 
in Colorado and 

Vermont passed 

bills to expand 
the state CTC and 

were waiting for 
executive action.
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State Policy Considerations for the EITC

• Generosity

• Refundability

• Eligibility

• Funding (e.g., WA does not 
have a state income tax)

18

Download the State Policy 

Lever Checklist
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Variation 
Across 
States in 
State EITC 
Generosity 
and 
Refundability

Notes and Sources: Tax Year 2023, as of May 15, 2023. State income tax statutes, the Tax Policy Center, National 

Conference of State Legislatures, the Center on Budget and Policy Priorities, and the Institute on Taxation and Economic 

Policy. Some states have variable EITCs. California's EITC value listed is an estimated maximum value. Minnesota's 

credit ranges from 25% to 45%; the lower bound is shown. Washington's credit is a flat rebate; value listed is an 

approximate lower bound. The District of Columbia, Maine, and Maryland all have credits for childless workers at a higher 

percentage of the federal credit than shown here; Oregon's credit is 9% for all families that do not have dependents under 

3. Wisconsin's EITC is higher for families with 2 or more children. Delaware and Virginia allow taxpayers to choose either 

a refundable or nonrefundable credit; value listed is the value of the refundable credit.
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Variation in 
Expanded 
Eligibility to 
Additional 
Populations

As of Tax Year 2023
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