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The Michigan EITC:
A Small Investment that Makes a Big Difference
As part of a tax package to reduce business taxes in 2011, the
Michigan Earned Income Tax Credit was cut 70%, resul ng in
a tax increase for many low‐ and middle‐income working
families. The EITC keeps children and families out of poverty
and helps to fuel economic ac vity. Restora on of the EITC
must be part of the state’s plan to promote economic
growth. A strong state credit would go a long way toward
helping veterans returning to the workforce, families making
minimum wage, children living in poverty, and small
businesses in urban and rural economies.

BACKGROUND
The state EITC is a refundable tax credit for working families,
designed to promote economic opportunity, encourage and
reward work and oﬀset the taxes that these families pay –
such as, income, sales, property, excise and other taxes.
These taxes hit low‐ and middle‐income families hardest, as
they amount to a higher percentage of their total income
than their high‐earning counterparts. In Michigan, a parent
working full me at the minimum wage of $7.40 barely earns
$15,300 each year, but pays about 9 cents of every $1 they
earn in sales, excise and property taxes. Other Michigan
families earning under $52,000 pay around eight cents per
dollar. In contrast, households earning $331,000 or more pay
only three cents of every dollar of their income in these
taxes.1 The EITC makes up for this disparity by reducing the
taxes paid by low‐ and middle‐income families, thereby
allowing them to keep and spend more of what they earn.
The Michigan EITC piggybacks on the federal EITC as a
percentage of the federal tax credit. When the state credit
was created in 2006, it was originally set at 10% of the
federal EITC in tax year 2008 and 20% in 2009 and subse‐
quent years.2 However, in 2011, the Legislature reduced the
state EITC to just 6% for tax year 2012 and subsequent years.
This 70% reduc on in the Michigan EITC is eﬀec vely a tax
hike on low‐ and middle‐income working families, who now
receive a substan ally smaller state tax refund. The average
credit is now $132, compared with $439 in 2011.

BENEFITS OF THE EITC
The EITC is an eﬀec ve an ‐poverty tool that helps hard‐
working families whose income puts them and their children
below, or moderately above, the federal poverty line.
Despite signs of recovery, many Michigan families con nue
to struggle with poverty, unemployment and underemploy‐
ment – the state’s unemployment rate is currently 8.9%, the
sixth‐highest in the na on.3 The state’s child poverty rate
remains high (25%), and its per‐capita income ($27,762) is
well below the na onal average.4 In conjunc on with its
federal counterpart, the state EITC could provide much
needed relief to these families if the credit was restored to
20%.
The EITC benefits local economies and small businesses that
service low‐ and middle‐income families, par cularly in rural
and urban areas where big box retailers are absent.

EITC FACTS
 To qualify, a family must have earned income from
wages. Tax filers without work income do not qualify
for the EITC.
 The EITC serves as a temporary income supplement for
most families. Three out of five families who receive the
credit use it for just 1 or 2 years un l they get back on
their feet.


The EITC oﬀsets other taxes paid by low‐ and middle‐
income families. Most EITC recipients pay a substan al
share of their income in payroll, sales, state and local
taxes.



The credit has been shown to increase employment
and reduce the need for public assistance.

 The credit boosts the local economy by allowing work‐
ing families to keep more of the money they earn and
spend it locally.


The EITC benefits businesses by helping low‐wage
workers cover work‐related costs – such as transporta‐
on and child care – which increase workers’ reliability.
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and only 5% of all households experience poverty for
mul ple years at a me,8 the credit con nues to benefit
families long a er they have moved up the economic ladder.
Research shows that an increase in hours worked and
earnings may have long‐term benefits, such as higher wage
growth in later years, and lower levels of poverty in re re‐
ment (due to an increase in Social Security credits earned).9
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More significantly, the EITC and other programs that boost
household income may also enhance children’s academic
achievement, according to various studies. In one study, each
$1,000 in addi onal income to a struggling family raised the
test scores and improved the overall academic performance
of children in that family.10 An income‐boos ng credit of
$3,000 was found to increase a child’s academic perform‐
ance by the equivalent of two months of addi onal
educa on, according to another study.11
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The children of families whose incomes are supplemented by
programs such as the EITC may also benefit in the longer
term, as they enter the workforce. A 2011 study found a
strong correla on between children’s improved test scores
due to tax credits, and their adult work and earnings.12 In
another study, children in low‐income families who received
an income boost of $3,000 per year in the children’s first five
years of life, earned 17% more as adults, and worked 135
hours more per year, than their low‐income peers whose
families did not receive the addi onal income.13

Earnings or AGI
Source: Tax Policy Center5

When families receive tax credits, they o en spend them
quickly in their communi es to pay for basic needs, or use
them to cover work‐related costs such as transporta on and
child care, all of which help spur local economic ac vity and
benefit many small businesses.
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received in 2009. (“Mul plier eﬀect” refers to new income
The EITC has long‐term benefits, par cularly for children.
generated by the injec on of extra money into the economy:
Although most families receive the EITC for just 1 or 2 years,
the original injected investment is spent and becomes
someone else’s income. This new income, in turn, is again
Table 1:
spent and becomes a third person’s or business’ income, and
so on).
Changes in State EITC Assistance, 2011 and 2012

Only 19%

Michigan
EITC Rate

Es mated Total
EITC Received

Average EITC
per Eligible
Household

2011*

20%

$349,210,085

$439

2012**

6%

$104,732,590

$132

Tax Year

The state’s largest city, Detroit, received an es mated $61.2
million in state EITC in 2011, and Congressional District 1,
which has the highest concentra on of rural coun es in the
state, received $21.2 million the same year. With the
reduc on of the Michigan EITC to 6%, funds to Detroit will
drop significantly to an es mated $18.4 million in tax year
2012 – a loss of nearly $43 million. Congressional district 1
will see a loss of nearly $15 million, to an es mated $6.4
million the same tax year.16 As a result, the economic impact

* Based on returns from January 2009 – July 2009
** Projec ons based on latest available data (sources: The Brookings
Ins tu on and the IRS)
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Table 2:

Impact of EITC Reduction on Family of 3,
Earning Minimum Wage ($7.40)
Tax Year 2011
(State EITC 20%)

Tax Year 2012
(State EITC 6%)

Change in income
(2011—2012)

Gross Work
Earnings

$15,392

$15,392

$0

Federal EITC

$5,112

$5,236

+$124

Michigan EITC

$1,022

$314

‐$708

EITC at 20% of the federal credit. The state EITC
helps raise that family’s income to 116% of the
federal poverty line, or $21,526 in 2011. In
contrast, in 2012, with a reduced state EITC of only
6%, the family’s total EITC drops to $5,550,
including a much smaller $314 in Michigan EITC.
This family’s 2012 income declines to a total of
$20,942, barely keeping this household above the
federal poverty level.

For the mother in the example above, the loss of
income
could mean not being able to aﬀord to put
TOTAL INCOME
$21,526
$20,942
‐$584
food on the table, buy prescrip on medicine, or
keep the heat on in cold Michigan winters. In the long term,
of the EITC will be greatly diminished in many urban and
struggling to just aﬀord basic needs might keep this mother’s
rural areas of the state, and the small businesses serving
children from succeeding in school, or gradua ng altogether.
these communi es will be nega vely aﬀected.
A strong EITC helps struggling households. When combined
with the federal EITC, a strong Michigan EITC can help
families earning low wages avoid poverty and keep their
children from enduring the life me hardships associated with
poverty – including low academic performance in school, and
low incomes and higher unemployment
rates as those children reach adult‐
hood.

CONCLUSION

The Michigan EITC is a powerful an ‐poverty tool that has
helped many families over its four years of existence. In tax
year 2011, an es mated 796,000 Michigan households
received the credit and, at 20% of
the federal credit, 16,400 children
were kept from falling into poverty.
Children kept out of poverty
In tax year 2012, with a
substan ally lower state credit
by Michigan EITC:
(6%), the Michigan EITC will only
keep an es mated 4,700 children
out of poverty, while leaving
another 11,700 children behind.

Many Michigan families were able to
avoid the pi alls of poverty in 2009‐
2011, when the state EITC stood at 20%
of the federal credit. As Table 1 shows,
in 2011 an es mated $349.2 million in
Michigan EITC was disbursed to
households in the state. In contrast,
with the changes beginning in tax year
2012, the es mated disbursement falls
to $104.7 million.17 This is a loss of over $244 million to low‐
and middle‐income families.

20% = 16,400
6% = 4,700

In a household of three, a single mother working full‐ me
and earning the state’s minimum wage of $7.40 has an
es mated gross income of only $15,392 with which to
support her two children. That is well below the federal
poverty levels of $18,530 and $19,090 for 2011 and 2012,18
respec vely. With a strong state credit, that family’s total
EITC refunds would be $6,134, including $1,022 in Michigan
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The families most aﬀected by the
70% reduc on in the state EITC will
be forced to make tough choices,
and will be unable to par cipate in the local economy as fully
as they could if the Michigan EITC were to be restored. As a
result, not only will individual low‐ and middle‐income
households be aﬀected, but so will the small businesses that
serve them.
Knowing what is at stake for families, businesses and local
economies, as the state economy shows signs of improve‐
ment, the Michigan Legislature should make restora on of
the EITC a priority.

‐3‐

The Michigan EITC: A Small Investment

ENDNOTES
1.

Ins tute on Taxa on and Economic Policy, Who Pays? A Distribu onal Analysis of the Tax Systems in All 50 States, 4th. Edi on, January 2013,
h p://www.itep.org/pdf/whopaysreport.pdf.

2.

Oﬃce of Revenue and Tax Analysis, Michigan Department of Treasury, Michigan Earned Income Tax Credit: Tax Year 2011, January 2013, h p://
www.michigan.gov/documents/treasury/2011EITCReport_409134_7.pdf.

3.

Bureau of Labor Sta s cs, U.S. Department of Labor, Regional and State Employment and Unemployment – December 2012, h p://www.bls.gov/
news.release/pdf/laus.pdf.

4.

State of Michigan, Mi Dashboard, Economic Strength: Per Capita Income, and Economic Strength: Children in Poverty, h p://www.michigan.gov/
midashboard/0,4624,7‐256‐58012_58014_58423‐‐‐,00.html. Accessed January 23, 2013.

5.

Tax Policy Center, Taxa on and the Family: What is the Earned Income Tax Credit? h p://www.taxpolicycenter.org/briefing‐book/key‐elements/
family/images/EITC‐parameters‐2012.gif.

6.

Center on Budget and Policies Priori es, Studies Show Earned Income Tax Credit Encourages Work and Success in School and Reduces Poverty,
June 26, 2012, h p://www.cbpp.org/cms/index.cfm?fa=view&id=3793.

7.

See Bruce D. Meyer and Dan T. Rosenbaum, “Making Single Work: Recent Tax and Welfare Policy and its Eﬀects,” in Bruce D. Meyer and Douglas
Holtz‐Eakin, eds., Making Work Pay: The Earned Income Tax Credit and Its Impact on America’s Families (New York: Russell Safe Founda on,
2001); Chris M. Herbst, “The Labor Supply Eﬀects of Child Care Costs and Wages in the Presence of Subsidies and the Earned Income Tax Credit,”
November 17, 2009, h p://www.chrisherbst.net/files/Download/C._Herbst_Labor_Supply_Eﬀects.pdf; and Jeﬀrey Grogger, “The Eﬀects of Time
Limits, the EITC, and Other Policy Changes on Welfare Use, Work, and Income Among Female‐Headed Families,” Review of Economics and
Sta s cs, May 2003.

8.

Melissa K. Smith, Michigan League for Human Services, Got Skin in the Game? September 2012, h p://www.milhs.org/wp‐content/
uploads/2010/07/Skin‐in‐the‐Game‐FINAL‐2.pdf.

9.

Molly Dahl, Jonathan Schwabish, Thomas DeLeire, and Timothy Smeeding, “The Earned Income Tax Credit and Expected Social Security
Re rement Benefits Among Low‐Income Women,” Congressional Budget Oﬃce, revised March 5, 2012, h p://www.cbo.gov/sites/default/files/
cbofiles/a achments/WorkingPaper2012‐06‐EITC_and_SS_Re rement_Benefits.pdf.

10. Greg J. Duncan, Pamela A. Morris, and Chris Rodriguez, “Does Money Really Ma er? Es ma ng the Impacts of Family Income on Young
Children’s Achievement with Data from Random‐Assignment Experiments,” Developmental Psychology, June 2011, h p://www.ncbi.nlm.nih.gov/
pmc/ar cles/PMC3208322/. See also Raj Che y, John N. Friedman, and Jonah Rockoﬀ, “New Evidence on the Long‐Term Impacts of Tax Credits”
Sta s cs of Income Paper Series, November 2011, h p://www.irs.gov/pub/irs‐soi/11rpche yfriedmanrockoﬀ.pdf; and Gordon Dahl and Lance
Lochner, “The Impact of Family Income on Child Achievement: Evidence from the Earned Income Tax Credit,” NBER Working Paper No. 14599,
December 2008, h p://www.nber.org/papers/w14599.
11. Greg J. Duncan and Katherine Magnuson, “The Long Reach of Early Childhood Poverty,” Pathways, Winter 2011, h p://www.stanford.edu/
group/scspi/_media/pdf/pathways/winter_2011/PathwaysWinter11_Duncan.pdf.
12. Ibid.
13. Greg J. Duncan, Kathleen M. Ziol‐Guest and Ariel Kalil, “Early Childhood Poverty and Adult A ainment, Behavior, and Health,” Child Development,
January/February 2010, h p://calswec.berkeley.edu/files/uploads/pdf/CalSWEC/EarlyChildhood_Poverty.pdf.
14. Ibid.
15. Caroline M. Sallee, Anderson Economic Group, Economic Benefits of the Earned Income Tax Credit in Michigan, August 13, 2009.
16. For county‐level informa on on state EITC received in tax years 2011 and 2012, see the Michigan League for Public Policy’s interac ve map:
h p://www.mlpp.org/our‐work/taxes‐and‐revenue.
17. Michigan League for Human Services, Earned Income Tax Credit Fact Sheet: How the State EITC Benefits Michigan, h p://
saveoureitcdotcom.files.wordpress.com/2012/05/statewide_eitc_factsheet.pdf.
18. See U.S. Department of Health and Human Services, The 2011 HHS Poverty Guidelines, h p://aspe.hhs.gov/poverty/11poverty.shtml and 2012
HHS Poverty Guidelines, h p://aspe.hhs.gov/poverty/12poverty.shtml.

