OREGON CENTER Issue Brief
for PUBLIC POLICY

January 27, 2022

Because facts matter.

Oregon Remains Near the Bottom in Use of the EITC

by Janet Bauer

Oregon families are among the least likely to benefit from the Earned Income Tax Credit (EITC)
— a tax credit designed for families surviving on low wages. In 2018, only one state had worse
EITC participation than Oregon. That year, more than one in four eligible Oregon households
did not claim the credit, collectively missing out on $84 million in federal dollars.

Oregon needs to do more to reduce barriers to accessing the EITC — a credit shown to reduce
poverty, improve health, and lead to better child outcomes.! Expanding free taxpayer assistance
is an effective way Oregon can increase use of the EITC.
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Oregon’s poor performance in 2018 is consistent with its long-term pattern. Oregon’s EITC
participation rate has narrowly fluctuated over the prior 10 years, never rising above 75.5
percent. Oregon’s rate of 73.2 percent in 2018 was virtually the same level as 10 years earlier.4
During this period, Oregon never ranked better than 44 in the nation in terms of EITC
participation. In some years — 2010, 2011, and 2012 — it tied for or ranked last in the nation.

Oregon has long performed poorly in access to the EITC

Share of eligible Oregon households claiming the federal Earned Income Tax Credit

72.3% 75.5% 73.2%

2008 2010 2012 2014 2016 2018

Source: OCPP analysis of Internal Revenue Service data.
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Low EITC participation raises challenges for working families

The EITC is one of the most effective tools for helping working families meet their basic needs
and improve their lives. In 2018, the average federal credit for households that claimed it was
over $2,100. Of those that included children, the average was even higher — nearly $3,000.5 The
amounts provided by this refundable tax credit typically help families catch up on bills, purchase
or repair a car, or invest in activities that enrich their children’s lives.®

The broad benefits of the EITC are well documented. Together with the federal Child Tax Credit,
the federal EITC helped lift 129,000 Oregonians, including 65,000 children, out of poverty in
the years after the Great Recession, from 2011 to 2013.7 For children, the EITC has a lasting
impact. A substantial body of research shows that tax credits such as the EITC improve child
health, boost school performance, promote college enrollment, and increase earnings when
children become adults.?

Barriers to the EITC make life unnecessarily difficult for children and families surviving on low
wages.
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Oregon’s economy suffers when few people use the EITC

Oregon’s low EITC participation not only undermines the well-being of families, it also
represents a loss to the state. The EITC adds dollars to the Oregon economy by giving working
people more money to spend. In 2018, the federal EITC brought $542 million in federal dollars
to Oregon, dollars that flowed to every corner of the state. Nevertheless, Oregon left $84 million
in federal dollars on the table, due to the fact that families eligible for the EITC did not claim the
credit.

The economic loss to Oregon is even greater than that. Eligible families tend to spend their EITC
refunds quickly at local businesses, as they make purchases to meet their basic needs. This
spending generates more economic activity. Researchers estimate that each federal EITC dollar
results in $1.40 to $1.58 in activity in the economy, as local businesses use EITC dollars to
purchase goods and services and pay employees, and employees spend their earnings.9

Oregon should invest in free taxpayer assistance

Households eligible for the EITC face numerous obstacles to claiming the credit. These include
complex tax forms and misunderstandings about eligibility and benefits.:® While tax preparation
assistance can improve use of the credit, the perceived and actual cost of getting assistance can
be a hindrance.* Workers less likely to claim the credit are those who live in rural areas, are self-
employed, have disabilities, are not proficient in English, or have no dependents.*2

Oregon has taken modest steps in the past to increase use of the EITC, but the primary barriers
remain. In 2017, the legislature began requiring employers to provide workers with written
notice at tax time of the federal and state tax credits.’3s Nevertheless, Oregonians’ use of the EITC
since then has not budged. The major barriers remain unaddressed — confusion about
eligibility, the complexities of filing taxes, and, ultimately, the lack of appropriate and affordable
help in filing a tax return.

To improve use of the credit, Oregon should invest in free, culturally-appropriate tax
preparation services, accessible across the state. Privately-funded community-based assistance
programs have served some Oregon communities in the past, but many have foundered for lack
of on-going support.’4 Sustained public investment is vital to having a stable network of tax
preparation services accessible to those who need assistance throughout the state.

Conclusion

Oregon’s pattern of low EITC participation continued in 2018, when it ranked second lowest in
the nation. The low participation rate deprives households surviving on low wages the economic
and social advantages an EITC refund can bring, while denying the state of the economic
benefits of the infusion of federal dollars. To address barriers Oregonians face in claiming the
credit, the state should invest in free taxpayer assistance.
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