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The minimum wage and the Earned Income Tax Credit (EITC) are two federal policies that help
low-income workers, especially women, make ends meet and support their families. Improvements to the
minimum wage and the EITC are necessary as important complements to—not substitutes for—
one another.

What is the federal What is the federal Earned
minimum wage? Income Tax Credit?

The minimum wage and the EITC serve * The federal minimum wage is a basic workplace
distinct populations and purposes. standard designed to protect all workers from
exploitation. It applies to workers earning the
+ Though many working families benefit from both lowest hourly wages, regardless of their family size
the minimum wage and the EITC, their purposes and or total household income (although the majority of
target populations do not entirely overlap. families who would benefit from a minimum wage

increase have low or moderate incomes*).
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* The EITC primarily targets low- to moderate-income
families with children, including those with household
income above minimum wage earnings. Workers
without qualifying children may qualify for a small
federal EITC, but the maximum credit in 2015 is $503,

and childless workers with earnings above $14,820 (or

$20,330 for a married couple filing jointly) receive no
credit at all.?

Together, the minimum wage and the EITC
more effectively support work and reduce
poverty than either policy does alone.

+ Without the EITC, full-time earnings of $14,500 a year
leave a minimum wage worker with one or more
children well below the poverty line. The income
boost provided by the EITC can enable a full-time
minimum wage earner to pull her family out of
poverty if she has one child; if she has two children,
the EITC can bring her income close enough to the
poverty line that additional assistance from the
federal child tax credit (CTC) will raise her family
above it. (The federal minimum wage is insufficient
to keep a larger family out of poverty even when full-
time earnings are combined with the EITC and
the CTC.) Specifically, a full-time minimum wage
worker filing as the head of her household generally
would be eligible for the maximum federal EITC in tax
year 2015, which is:

+ $3,359 if the worker has one child ($1,929 above
the poverty line,® or $2,929 above the poverty line
when combined with the federal CTC);

+ $5,548 if the worker has two children ($42 below
the poverty line, or $1,683 above the poverty line
when combined with the federal CTC); and

» $6,242 if the worker has three children ($1,783
below the poverty line when combined with the
federal CTC).”

+ The minimum wage and EITC also work together to
help families meet different types of expenses at
different times, since the minimum wage is reflected
in every paycheck, while the EITC is paid annually
after families file their tax returns. An adequate
minimum wage is essential to help families meet
regular expenses like rent and groceries. Families
often depend on the EITC to pay back bills and cover
more sporadic expenses, such as home and vehicle
maintenance, dental care, and glasses—and in some
cases, to pay for additional education or training to
help them move into higher-paying employment.?

« The EITC is a vital source of income for low-wage
workers and their families but relying entirely on the
EITC to increase workers' pay as the cost of living rises
essentially provides a taxpayer subsidy to
employers that helps them to keep wages low.’
Specifically, because the EITC supplements the after-
tax wages of many low-wage workers, it may reduce
pressure on employers to pay higher before-tax
wages®—which is particularly hard on workers
without qualifying children who, if they work full time
at a minimum wage job, may earn too much to be
eligible for any help from the EITC. Low wages, even
if supplemented by the EITC, also mean lower Social
Security benefits for workers because the EITC is not
counted for Social Security purposes, thus decreasing
their economic security in retirement. Raising the
minimum wage, and maintaining it at an adequate
level, can combat these effects by ensuring that
businesses bear an appropriate share of responsibility
for fairly compensating the workers they employ.

A higher minimum wage and a stronger EITC
would help more workers lift themselves out
of poverty.

* The value of the federal minimum wage has eroded
substantially over time, losing nearly a third of its
purchasing power since reaching its peak in the late
1960s. In 2015, 29 states and the District of Columbia
have minimum wages above the federal level,
including ten states that index the minimum wage
to keep pace with inflation.!! But a federal minimum
wage increase is necessary to ensure that workers
across the country are paid more fairly.

A bill pending in Congress, the Raise the Wage Act of
2015, would restore the value of the federal

minimum wage by raising it to $12.00 per hour in
2020, then indexing it to keep pace with wages
overall. It would also eliminate the minimum cash
wage for tipped workers—frozen at just $2.13 per
hour since 1991—by gradually raising it until it is
equal to the regular minimum wage. Enacting this
legislation would boost annual earnings for a full-
time minimum wage worker to $24,000 by 2020,
enough to lift a family of three out of poverty,'? and
would ensure that restaurant servers and other tipped
workers—who are also mostly women—receive more
stable and adequate base earnings.!* Because women
are the majority of workers who would get a raise
under the bill, it could also help narrow the gender
wage gap.**
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- Federal legislation is also needed to close the gap
in the EITC. Today, single workers without
qualifying children—including young, childless
women who are often burdened by student debt,
mothers whose children have left home who are
economically disadvantaged by caregiving, and older
women who need to increase income before
retirement—remain the one group of Americans who
begin to owe federal income tax when their income is
still below the poverty line.> The federal EITC should
be expanded to benefit more workers without
qualifying children.

Congress also must save key provisions of the EITC
and Child Tax Credit. If these provisions are allowed
to expire, more than 16 million people in low- and
moderate-income working families, including 8
million children, will be pushed into, or deeper into,
poverty.t

 These two important strategies are complementary.
Raising the minimum wage will not obviate the need
to preserve and expand the EITC; even at $12.00
per hour, the minimum wage will not be sufficient
for many working families to meet the high costs of
necessities like housing, medical expenses, and child
care. At the same time, an EITC expansion must not
be viewed as an appropriate substitute for a minimum
wage increase; offsetting all of the income loss from
the eroding value of the minimum wage through the
EITC makes taxpayers, rather than employers,
responsible for maintaining an adequate income
standard for low-wage workers. Improvements to
both the minimum wage and the EITC are necessary
to reduce poverty and expand opportunity for low-
wage workers and their families.
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