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Our economy is strong when people have money to spend. When people work
full time and still don’t earn enough money to cover the basics, our economy
is not at its healthiest. Tax credits for low- and moderate-income families are
one way to generate economic activity, particularly when wages are low. In
New Mexico, the Working Families Tax Credit encourages work, helps to raise
hard-working families out of poverty, and benefits almost 300,000 children,
while also pumping millions of dollars into local communities.

While the rest of the nation is recovering from the
recession, New Mexico is still struggling to attract
jobs and grow the economy. Expanding this credit so it
does more for New Mexico’s hard-working low-wage
families would pull more children and families out of
poverty and benefit local businesses and communities.

The Working Families Tax Credit (WFTC) is the
state equivalent of the federal Earned Income Tax
Credit (EITC). A refundable tax credit available to
low-income workers, the EITC passed with bipartisan
support under President Gerald Ford in 1975. In 1986,
the EITC was indexed to rise with inflation under
President Ronald Reagan who called the program
“the best anti-poverty, the best pro-family, the best
job creation measure to come out of Congress.”! Since
then, it has been strongly supported by lawmakers on
the national level and in several states. New Mexico
enacted the WFTC in 2007. It is worth 10 percent of
the value of the federal EITC and provides additional
benefits for New Mexico’s working families and
communities.

How THE CREDITS WORK AND
WHO CLAIMS THEM

Eligibility for the credits depend on a filer’s earned
income, marital status, and the number of dependent
children. For tax year 2014, working parents who have
incomes of up to $38,500 (for a single parent with one
child) and $52,400 (for a married couple with three or
more children) can receive the credits. Workers with no
children must earn no more than $14,600 (or $20,000,
if married and filing jointly) to qualify for credits. The
value of the refunds range between about $500 and
$6,100 for the EITC and $50 to $600 for the WFTC.
The refund amounts rise as earned income increases
until they reach a maximum level, at which point they
plateau and then phase out as income increases.

In the 2012 tax year, the most recent year for which
the data are available, more than 212,000 New Mexico
individuals and families (or 26 percent of the tax
returns filed in the state) claimed the EITC and WFTC.



That year, New Mexico’s working families received
nearly $500 million from federal returns and nearly
$50 million from the state. The average credit amount
for each New Mexican tax return was about $2,600
when the two refunds are combined.?

The majority of the more than 212,000 working New
Mexicans who claim the EITC and WFTC every year
are racial or ethnic minorities; 55 percent are Hispanic,
nearly 15 percent are Native American, and 28
percent are non-Hispanic White (see Chart I, below).
These filers have a median income of $13,638.3 The
credits help most of these workers through tough but
temporary economic times, such as a job loss or the
birth of a child. In fact, three out of five workers claim
the credits for only one or two years* (See Chart II,
below).

The vast majority of those who claim the EITC and
WEFTC are working, low-income parents who support
the almost 300,000 kids living in the households that
benefit from the credits. This is especially important,
because according to the National KIDS COUNT
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program, New Mexico ranks 49" among the states
in economic well-being, and 49" in overall child
well-being.’ More than 97 percent of the EITC and
WEFTC money returned to taxpayers goes to working
families. The income boost from the credits helps
the families afford necessities like food, housing,
and transportation. It also provides support for more
than 14,000 New Mexico families headed by military
veterans who are making their way back into the
workforce.®

“The credits help most of these
workers through tough but
temporary economic times, such
as a job loss or the birth of a
child. In fact, three out of five
workers claim the credits for only
one or two years.”

As a group, those who claim the EITC and WFTC pay
a large percentage of their incomes in taxes. In fact,
in addition to the federal payroll taxes they pay, New
Mexico’s lowest-income households pay a greater

Chart I
EITC/WFTC Filers by Length of Time
Credit is Claimed (2012)
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share of their income in state and local taxes than do
the highest-income households. Those making less
than $17,000 a year pay more than 10 percent of their
incomes in state and local taxes. Meanwhile, New
Mexicans who make more than $300,000 pay less
than 5 percent of their incomes in those same taxes’
(see Chart II1, below). This huge disparity exists even
after the current value of the EITC and WFTC are
taken into account.

Many types of industries and occupations are
represented among EITC/WFTC-eligible tax claimants
(see Charts IV, below, and Chart V, page 4). The health
care, retail trade, accommodation and food service,
and construction sectors have the highest shares of
workers who can claim the credits. The occupations
that have the highest shares of EITC/WFTC filers are
sales, office and administrative work, and construction
and extraction.
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Chart IV
Top Five Industries for EITC/WFTC Filers (2012)
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Half of filers have a high school diploma or less, but
half have at least some college, with 12 percent of the
filers having a bachelor’s degree or higher (see Chart
VI, below).

PUTTING THE CREDITS TO WORK
FOR THE STATE

New Mexico’s high rate of poverty would be even
worse without these tax credits. Our overall poverty

rate (22 percent) is among the highest in the nation and
only one state has a higher rate of children in poverty
(31 percent).® New Mexico is one of just three states
that saw an increase in poverty from 2012 to 2013.

New Mexico also has the highest percentage (44
percent) of working families that are low-income.’
Last year, the EITC and WFTC lifted more than 40,000
New Mexico families—including 20,000 children—
out of poverty. New Mexico also has one of the

highest rates of income

Chart Vv

Top Five Occupations of EITC/WFTC Filers (2012)
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EITC/WFTC Filers by Educational Level (2012)
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The WFTC is a relatively small investment
on the part of the state that can make a big
difference in the lives of working families.
The extra income helps families to meet their
kids’ basic needs, which in turn—research
has shown—contributes to improved health
outcomes,'? helps children perform better and
go farther in school, and gives them a better
chance to thrive and succeed as adults." And
the effect is long-lasting. Because higher
incomes from refundable tax credits are
associated with better health, more education,
and higher skills, children in EITC/WFTC
families are more likely to work and earn
more as adults."?
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Source (both charts): New Mexico Voices for Children analysis of 2012
Internal Revenue Service income tax data provided by the Brookings

The EITC and WFTC also help low-income
families participate in the workforce because
they help pay for necessities like child care,
transportation, and education or job training
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programs. This is good for businesses because workers
who can pay for these basic needs are more reliable
employees. Families with very low wages see higher
refunds as their incomes rise, which encourages them
to work more hours. Research shows that the EITC
increases employment and reduces the need for public
assistance.

The EITC and WFTC are also good for businesses
because they are good for the state’s economy. Last
year alone, New Mexico’s low-wage workers received
nearly $550 million from the EITC and WFTC—
the majority of which was pumped right back into
the economy through rent payments, purchases of
groceries and other household necessities, and to pay
for child care. Research shows that EITC households
spend their credits quickly and locally, so the credits
have a strong multiplier effect. In fact, it is estimated
that for every $1.00 claimed from the EITC, $1.50 to
$2.00 is generated in local economic activity."* That
means the EITC alone is responsible for somewhere
between $740 million and nearly $1 billion in
economic activity in New Mexico each year.

“‘Research shows that EITC
households spend their credits
quickly and locally, so the credits

have a strong multiplier effect.”

PoLiCY RECOMMENDATIONS

Evidence that New Mexico’s Working Families Tax
Credit reduces poverty and spurs the economy is
abundant. However, the credit could do even more
with some small changes.

* Increase the value of the WFTC

Lawmakers should increase the credit from 10 percent
to at least 15 percent of the federal Earned Income
Tax Credit. Efforts to do so in the 2014 session were
very well supported. Raising the credit to 15 percent
of the EITC would mean investing $25 million in
our economy and our hard-working low-income
families—a modest investment that will make a big
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difference for New Mexico families struggling to get
by on low wages. At 10 percent, New Mexico’s WFTC
is below the national average among other states that
have a similar EITC-based tax credit.

* Expand outreach efforts and tax preparation
assistance

One in five eligible workers in New Mexico miss out
on the EITC and WFTC, either because they don’t
claim it when filing, or they don’t file a return. Tax
assistance programs—such as the United Way and
CNM’s Tax Help New Mexico program—that provide
free (and bilingual) tax preparation for low-income
New Mexicans are great models for tax preparation
outreach. Lawmakers should expand outreach efforts
like these and support free or low-cost tax preparation
assistance in order to maximize the benefit of the
credit.

* Limit refund anticipation loans and checks

Another good reason for increasing access to free
or low-cost tax preparation for low-income New
Mexicans is that it keeps them from being preyed upon
by commercial preparers offering refund anticipation
loans (RALs) and refund anticipation checks (RACs).
RALSs are no-risk, very short-term loans made to the
tax filer so they can receive a refund the same day.
RACs are essentially the same thing except that a
taxpayer must open a temporary bank account. Fees for
preparation of the return and the RAC account are then
deducted from the taxpayer’s refund before a check is
issued to the taxpayer. Tax preparers who push RALs
and RAC:s often fail to tell their customers that they
could receive their refund by electronic transfer in as
little as two weeks at no cost. Both RALs and RACs
disproportionately harm EITC/WFTC tax filers and
can syphon off much of the credits intended to help
low-wage workers. New Mexico should limit the rate
that can be charged on these refund options, mandate
and standardize disclosure and marketing practices,
and more strictly enforce compliance among lenders.

* Expand the EITC for childless workers

The EITC is especially helpful for combating poverty
for families, but a childless adult working full time at



minimum wage earns too much to receive the credits.
In fact, childless workers are the only group of workers
who are pushed deeper into poverty by the federal tax
system. As the EITC significantly increases workforce
participation for low-income parents, expanding the
federal credit to childless low-wage earners could
have a similar effect, and would benefit 93,000 New
Mexican low-wage workers.'

* Make the 2012 EITC expansions permanent

The federal 2009 Recovery Act temporarily expanded
the EITC in two ways: it added a “third tier” of the
EITC for families with three or more children, and
expanded marriage penalty relief in the EITC, by
allowing married couples to receive larger benefits
at modestly higher income levels. Congress extended
these improvements through 2017 in the American
Taxpayer Relief Act 0of 2012. In 2013, these expansions
boosted New Mexico’s economy by $26 million and
benefited more than 51,000 families and 128,000 kids.
Congress should make these expansions permanent.
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