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A State Earned Income Tax Credit 
Would Help Kentucky Families 
and Local Economies

that the EITC increases the number of 
people working and helps families build 
their assets.1  The Federal EITC alone lifted 
6.5 million people, including 3.3 million 
children, above the poverty line in 2009.2

Benefits to Families
The EITC directly benefits families by 
helping cover the costs of basic needs. Many 
families who are working, often at more than 
one job, have low wages. This often means 
they don’t earn enough to meet their daily 
living expenses or access routine health care, 
much less save for things like increasing 
their education. These families tend to use 
the refunds on housing, groceries, childcare, 
transportation and health care costs.3  In 
2008, over 379,000 Kentucky taxpayers 
claimed the federal EITC worth $760 
million.4

The EITC has also been shown to help more 
parents, particularly single mothers, move 
into the workforce.5  When wages alone 
are not enough for families to make ends 
meet, the addition of the EITC encourages 
parents to work more.  Research shows that 
over time these parents move into better 
jobs.6  Research has also indicated that state 
EITCs contribute to even more increases in 
workforce participation in states where there 
is a credit available.7

Families also use their EITCs to make 
investments that may reduce their 
dependence on government benefits in 
the long-term, like Kentucky Transitional 
Assistance Program and food stamps.  
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Ronald Reagan called it “the best anti-
poverty, the best pro-family, and the best 
job-creation measure to come out of 
Congress.”  The federal Earned Income Tax 
Credit (EITC) has a 30-year proven track 
record of lifting children and families out 
of poverty.  Twenty-five states have gone 
one step further by establishing a state 
EITC, because it encourages work among 
low-income families, reduces poverty, and 
stimulates local economies.
The recent economic recession has made it 
harder for many hard working Kentucky 
families to make ends meet. This has a 
devastating ripple effect in our communities 
with families unable to pay bills like rent and 
utilities and unable to purchase necessities 
like food, clothing, and car repairs.  These 
purchases are made locally so when they 
decrease, local businesses feel the pinch as 
well.  Kentucky’s economic recovery truly 
hinges upon all residents having more 
money in their paychecks.  Implementing 
a state EITC in Kentucky could help 
thousands of low-income families and, in 
turn, our local businesses and our economy. 
This brief examines the federal EITC 
and the benefits a state EITC would 
provide to Kentucky’s working families 
and local economies if such a credit were 
implemented in the Commonwealth.

A Proven Approach
The federal EITC was instituted in 1975 
to offset the cost of federal payroll taxes 
for low-income families.  Research shows 
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In a 1998 survey of 1,000 EITC recipients 
in Chicago, over half spent some or all of 
their EITC refunds on different investments, 
including paying for tuition or other 
education expenses, increasing access to 
jobs through car repairs, putting money 
into a savings account, or moving to a new 
neighborhood.8 Research also indicates that 
tax refunds from both the federal and state 
EITCs can be used to promote asset-building 
among low-income families.9 Income helps 
sustain cash flow, allowing families to meet 
their needs. However, assets also provide 
families with a safety net for difficult times.10

Benefits to Children
All children benefit when they live in families 
with adequate resources to meet their basic 
needs. Research shows a direct link between 
families receiving additional income through 
the federal EITC and the improvement of their 
children’s math and reading comprehension.11 
State EITCs are also correlated with healthier 
babies and better outcomes across the course 
of children’s lives.12 Poverty can limit a 
mother’s diet and healthcare access, creating 
stressors that can negatively impact the 
prenatal development period. State EITCs 
can help ease the effects of poverty because 
they reduce tax liability and generate income 
incentives. A 2010 study revealed that living 
where there is a state EITC reduces the odds 
of maternal smoking by five percent.13 This 
is of particular importance for Kentucky 
where one in four mothers smoke during 
pregnancy.14 The same study also revealed 
a link between a state EITC and increased 
birth weights among infants.15 Almost one in 
ten babies in Kentucky is born at a low birth 
weight.16 Infants with low birth weights often 
experience negative outcomes such as infant 
mortality, poor child health, and even reduced 
earnings as an adult.17,18

Increased income for families with very low 
income (under $25,000) means that children 
not only do better in school, but work and 
earn more as adults. An increase of $3,000 in 
family income in early childhood means the 
children will work almost a month more each 
year and earn 17 percent more as adults.19

Benefits to Businesses
In addition to helping families, the EITC also 
strengthens local economies. Families mostly 
use the EITC to pay for food and other 
necessities, repair homes, maintain vehicles 
that are needed to commute to work, and 
in some cases, obtain additional education 
or training to boost their employability and 
earning power.20  These dollars go directly 
into local stores and businesses, stimulating 
the local economy. In the last decade, several 
studies have measured the economic effect of 
the credit. These studies have demonstrated 
that every $1 of EITC refund for taxpayers 
generates local economic activity worth: 
$1.07 in Nashville; $1.40 in Fresno; $1.58 
in San Antonio; and $1.67 in Michigan.21 
Additionally, according to a 2008 report by 
the U.S. Conference of Mayors: “Economists 
suggest that every increased dollar received 
by low- and moderate-income families has a 
multiplier effect of between 1.5 to 2 times the 
original amount, in terms of its impact on the 
local economy and how much money is spent 
in and around the communities where these 
families live.”22

The EITC can also help Kentucky businesses 
in the future by providing a more skilled 
workforce. An estimated 54 percent of all 
jobs in Kentucky will require postsecondary 
education by 2018.23  Right now, only 30 percent 
of all adults in Kentucky have education beyond 

high school.24  Many workers save a portion 
of their EITC for education. Whether this 
enables parents to get additional education or 
to help send their children to college, Kentucky 
businesses, and the Kentucky economy, will 
benefit from having a more skilled workforce as 
a result of access to the EITC.

A Fairer Tax System
It costs more to be poor.  When sales, excise, 
property, and income taxes are all taken into 
account, low income workers pay a larger 
share of their income in taxes than higher 
income individuals.  Those with the least 
disposable income pay a higher percentage 
of their overall income to live and work in 
Kentucky.  Kentuckians making an average 
of $36,000 currently pay a larger share of 
their income in taxes than those making an 
average of $957,500—nine cents on the dollar 
compared to six cents on the dollar—when 
sales and excise, property, and income taxes 
are all taken into account (see Chart 1). A 
state, refundable EITC in Kentucky would 
help low-income, working Kentuckians keep 
more of their hard earned money and reduce 
inequities in the system.  This, in turn, would 
enable low-income workers to pay their bills 
on time and make local purchases like food, 
clothing, and household furnishings which 
help local businesses.  Moreover, it decreases 
reliance on state aid. 
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Who Pays in Kentucky? A Distributional Analysis  
of Tax Payments as a Proportion of Income, Tax Year 2007

Chart 1
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How the Federal EITC 
Works
The federal EITC is a tax credit extended 
to low-wage workers.  The tax filer must be 
working and earning wages in order to qualify 
for the credit.  The credit benefits families 
with children the most, and the value of the 
credit varies depending upon family size 
and income level.  Married couples qualify 
for slightly higher credits than single filers 
(see Chart 2), and the more workers earn, 
the more their EITC credit is worth, up to 
the maximum benefit.  For tax year 2011 the 
maximum benefit levels were as follows:
7 $5,112 for a family with two children  

with incomes from $12,750 to $21,750  
(or $16,700 if single);25

7 $3,094 for a family with one child  
with incomes from $9,100 to $21,800  
(or $16,700 if single);26 and

7 $464 for a married couple with no children 
and incomes from $6,050  
to $7,600 (or $12,700 if single).27

After the worker’s earnings become high 
enough that the taxpayer is receiving the 
maximum credit amount, the value of the credit 
remains the same as earnings grow.  Eventually, 
the earnings reach a phase-out range and the 
credit begins to fall as the worker earns more 
income, until the credit disappears.28

The federal EITC is a refundable tax credit, 
meaning that if the value of the credit exceeds 
the tax filer’s tax liability, the taxpayer receives 
a refund for the full value of the credit, not just 
a refund of any taxes due before considering 
the credit. The refundable portion of the 
credit helps offset other taxes that low-income 
workers pay, such as payroll taxes. 

Federal EITC Returns  
Over $760 Million to 
Kentucky Taxpayers
In 2008, the federal EITC put over $760 
million into the pockets of Kentuckians, 
helping families close the gap between what 
they earn and what it takes to make ends 
meet.29  For Kentuckians working but still 

Source: Center on Budget and Policy Priorities, http://www.cbpp.org/cms/index.cfm?fa=view&id=2505

Federal Earned Income Tax Credit, Tax Year 2011
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within the grasp of poverty, the EITC helps 
them pay for basic necessities. EITC recipients 
with higher incomes are more likely  
to apply their EITC toward longer-term 
investments that help them build assets, 
including savings, education, and housing 
improvements.30 Individual development 
accounts offered by community-based 
organizations in Kentucky offer matched savings 
programs to encourage individuals to save at 
least a portion of their EITC. This asset-building 
helps families weather future financial setbacks.

While about 21 percent of federal tax filers 
in Kentucky received the federal EITC, the 
proportion of EITC recipients varied from 
county to county.  In 2008, 23 Kentucky 
counties had 30 percent or more of tax 
filers receiving the EITC, with a high 
of 39 percent in McCreary County (See 
Appendix).  The rate of EITC returns was 
less than 15 percent in just five counties.  
Even in Oldham County, the state’s 
wealthiest, nearly one in ten filers claimed 
the federal EITC.
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How Would a State EITC 
Work in Kentucky?
In most states that have enacted state EITCs, 
the credit is set as a percentage of the 
federal EITC. This allows the credit to be 
implemented with little administrative cost. 
State credits range from 3.5 percent to 34 
percent of the federal credit.31 Policymakers 
in Kentucky must consider several key 
elements of a state EITC, including the 
amount of a credit and whether to make 
the credit refundable. If state policymakers 
choose not to use the federal EITC, then they 
must also determine how marital status and 
family size would affect the size of the credit.

A refundable credit allows a family to receive 
money back when the credit amount is 
greater than what they owe in taxes. In 22 of 
the 25 states offering an EITC, the credit is 
refundable. Though the state incurs a greater 
total expense in providing a refundable 
credit, such a credit provides working 
families with greater tax relief and a potential 
wage supplement.  In Kentucky, it would help 
offset the cost of Kentucky’s sales tax and 
property tax.32

Most states with an EITC follow federal 
provisions in establishing how large the 
credit is that each type of family receives. 
That is, families with no children, one child, 
or two or more children receive a certain 
credit amount. Only two states, Minnesota 
and Wisconsin, go beyond the federal 
provisions.33

One compelling reason to base a state 
EITC on the federal credit is its modest 
administration costs. By having a state credit 
“piggyback” on the federal credit, state tax 
agencies often need to add only one new line 
to a state tax form.  In addition, many tax 
filers are already familiar with the federal 
EITC, and many community-based outreach 
efforts are already in place to assure that all 
eligible families take advantage of the federal 
EITC. Such efforts will help make sure tax 
filers know about a state tax credit and take 
advantage of it too.

Neighboring States with a 
State EITC

State Percent of Federal

Indiana 9%

Illinois 5% 

Note: Illinois legislature 
voted in December 2011 
to increase the rate to 10% 
over the next three years

Virginia 20% 

Note: non-refundable

Source: http://www.taxcreditsforworkingfamilies.org/ 
state-resources/

A State EITC for Kentucky
Enacting a state EITC in Kentucky is a small 
investment that would help strengthen local 
economies and support struggling families 
at the same time. Instead of investing in 
families, Kentucky legislators resorted to 
additional, significant cuts to services for 
children and families during the 2012-2014 
budget process.

Estimated cost of a state EITC 
in Kentucky

Percent of the 
Federal EITC

Cost Average 
EITC/filer

15% $114 million $300

10% $76 million $200

5% $38 million $100

Source: Calculations by Kentucky Youth Advocates  
based on data from the Brookings Institution.

In 2005, Kentucky established a 
nonrefundable, family size tax credit 
(FSTC), which provides income tax relief 
for individuals and married couples earning 
less than 133 percent of the federal poverty 
level.  While the FSTC has been valuable 
to many working families, it does not carry 
all of the benefits of a state EITC.  First, 
because it is not refundable, the FSTC does 
not supplement wages as a refundable EITC 
would.  In addition, a refundable state EITC 

would provide tax relief to low-income 
working families who earn slightly more than 
the current income cutoffs under the FSTC.  
For example, a family of four with two 
children with earnings of $14,000 receives a 
family size tax credit equal to its income tax 
liability, which lowers the amount of taxes 
owed to zero.  If a refundable state EITC of 
15 percent were implemented, the family 
would receive a credit of $680.34

Kentucky Would Benefit 
from Building on Success 
of Federal EITC
A refundable state EITC would begin paying 
benefits quickly – with little administrative 
cost and without requiring the creation 
of more governmental infrastructure.  
By implementing an EITC in Kentucky, 
thousands of low-income working families 
would have additional funds to address their 
immediate needs and, in some cases, a few 
extra dollars to save for achieving long-term 
economic stability. As parents work more 
and spend their EITC in local communities, 
a state EITC would strengthen local 
economies as well.
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County Federal EITC 
Returns

EITC Claims as 
Percent of all Filers

Estimated State 
EITC Returns*

Adair $3,900,602 27% $585,090
Allen $3,863,139 25% $579,471
Anderson $3,477,027 18% $521,554
Ballard $1,338,100 19% $200,715
Barren $8,931,863 25% $1,339,779
Bath $2,684,230 29% $402,635
Bell $6,691,040 32% $1,003,656
Boone $12,456,610 12% $1,868,492
Bourbon $3,440,115 20% $516,017
Boyd $8,068,088 20% $1,210,213
Boyle $4,663,652 20% $699,548
Bracken $1,805,568 22% $270,835
Breathitt $3,332,679 32% $499,902
Breckinridge $3,780,368 23% $567,055
Bullitt $11,158,517 17% $1,673,778
Butler $2,408,945 23% $361,342
Caldwell $2,349,720 21% $352,458
Calloway $5,138,856 19% $770,828
Campbell $11,117,901 14% $1,667,685
Carlisle $953,561 21% $143,034
Carroll $2,008,152 22% $301,223
Carter $6,554,398 27% $983,160
Casey $3,845,912 31% $576,887
Christian $19,183,722 31% $2,877,558
Clark $6,231,608 20% $934,741
Clay $5,578,178 38% $836,727
Clinton $2,717,720 33% $407,658
Crittenden $1,373,824 20% $206,074
Cumberland $1,550,627 30% $232,594
Daviess $15,673,718 19% $2,351,058
Edmonson $2,580,407 26% $387,061
Elliott $1,100,155 29% $165,023
Estill $3,821,157 30% $573,174
Fayette $38,466,045 16% $5,769,907
Fleming $3,145,811 26% $471,872
Floyd $8,632,862 28% $1,294,929
Franklin $7,591,809 17% $1,138,771
Fulton $1,738,166 31% $260,725
Gallatin $1,646,990 22% $247,049
Garrard $2,979,691 21% $446,954
Grant $5,026,714 23% $754,007
Graves $7,047,610 22% $1,057,142
Grayson $5,217,753 27% $782,663
Green $2,341,391 27% $351,209
Greenup $6,275,309 21% $941,296
Hancock $1,125,611 16% $168,842
Hardin $18,929,896 21% $2,839,484
Harlan $6,346,306 30% $951,946
Harrison $3,403,310 21% $510,497
Hart $3,952,491 27% $592,874
Henderson $7,774,283 20% $1,166,142
Henry $2,731,793 19% $409,769
Hickman $903,845 23% $135,577
Hopkins $8,421,482 22% $1,263,222
Jackson $3,105,955 32% $465,893
Jefferson $130,278,977 19% $19,541,847
Jessamine $7,895,862 20% $1,184,379
Johnson $4,562,741 25% $684,411
Kenton $22,176,681 15% $3,326,502
Knott $2,883,339 27% $432,501
Knox $10,061,255 35% $1,509,188
Larue $2,810,280 23% $421,542
Laurel $12,978,458 27% $1,946,769

County Federal EITC 
Returns

EITC Claims as 
Percent of all Filers

Estimated State 
EITC Returns*

Lawrence $3,062,803 26% $459,420
Lee $1,654,559 34% $248,184
Leslie $2,324,852 28% $348,728
Letcher $4,555,344 26% $683,302
Lewis $3,495,464 32% $524,320
Lincoln $5,306,633 27% $795,995
Livingston $1,490,269 19% $223,540
Logan $5,025,945 23% $753,892
Lyon $924,481 16% $138,672
Madison $13,119,540 20% $1,967,931
Magoffin $2,805,840 30% $420,876
Marion $3,580,617 23% $537,093
Marshall $4,487,131 17% $673,070
Martin $2,284,294 29% $342,644
Mason $3,513,342 24% $527,001
McCracken $12,078,449 20% $1,811,767
McCreary $4,538,075 39% $680,711
McLean $1,515,304 19% $227,296
Meade $5,094,637 21% $764,196
Menifee $1,554,184 30% $233,128
Mercer $3,583,155 19% $537,473
Metcalfe $2,704,804 30% $405,721
Monroe $2,525,790 27% $378,869
Montgomery $5,576,753 25% $836,513
Morgan $2,817,316 28% $422,597
Muhlenberg $5,600,116 23% $840,017
Nelson $7,605,255 20% $1,140,788
Nicholas $1,417,588 25% $212,638
Ohio $4,524,434 24% $678,665
Oldham $4,207,181 10% $631,077
Owen $1,838,037 22% $275,706
Owsley $1,045,985 35% $156,898
Pendleton $2,584,873 20% $387,731
Perry $6,438,704 29% $965,806
Pike $10,237,305 23% $1,535,596
Powell $3,468,495 30% $520,274
Pulaski $12,795,762 25% $1,919,364
Robertson $376,079 24% $56,412
Rockcastle $3,866,208 30% $579,931
Rowan $3,761,784 24% $564,268
Russell $3,766,971 28% $565,046
Scott $6,320,250 16% $948,038
Shelby $5,719,852 16% $857,978
Simpson $3,414,951 22% $512,243
Spencer $1,729,372 13% $259,406
Taylor $4,691,722 23% $703,758
Todd $2,422,360 25% $363,354
Trigg $2,120,416 19% $318,062
Trimble $1,491,010 19% $223,652
Union $2,358,495 20% $353,774
Warren $18,790,374 20% $2,818,556
Washington $2,080,443 21% $312,066
Wayne $4,915,332 29% $737,300
Webster $2,176,081 20% $326,412
Whitley $9,718,100 33% $1,457,715
Wolfe $1,622,816 33% $243,422
Woodford $3,047,478 14% $457,122
Total $760,006,285 21% $114,000,943

* Estimated at 15% of federal EITC.

Source: Calculations by Kentucky Youth Advocates based on data from the 
Brookings Institution.

EITC Returns by County, Tax Year 2008  
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