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The Earned Income Tax Credit (EITC) is a proven tool for addressing racial disparities in pay
and supporting the economic security of low- and moderate-income adults and their families.’
Claimed when people file income tax returns, this refundable credit increases households’ after-
tax income. New Jersey, along with 28 other states,? offers a state version of the EITC. The
New Jersey EITC supplements the federal program and is calculated as a percentage of the
federal EITC.? By boosting the wages of low paid workers, the state and federal EITC programs
help New Jerseyans better afford their basic needs, improve health and educational outcomes,*
and strengthen state and local economies.®

The EITC’s narrow eligibility requirements exclude certain groups, including immigrants who file
taxes without a Social Security Number.® As a result, many immigrants are ineligible for this
important program, even if they pay taxes using an Individual Taxpayer Identification Number
(ITIN). Extending eligibility for the state’s EITC to include ITIN holders would make the program
more inclusive and increase its impact, allowing the credit’s benefits to reach more New Jersey
families and communities. This simple change to the program’s eligibility would help more New
Jerseyans make ends meet and infuse more money into the economy as the state recovers
from the ongoing COVID-19 pandemic.

The Tax Code Can Better Address Racism and Anti-Immigrant Bias

A history of systemic racism in the United States has shaped policymaking and access to
economic opportunity, resulting in massive inequities in the distribution of wealth.”
Consequently, tax policy has disparate impacts across racial lines. The tax code can be a tool
for addressing these disparities; however, many tax provisions instead reinforce or exacerbate
inequities.? Income derived from work, for example, is taxed at a higher rate than income
derived from capital gains, which disproportionately benefits wealthy households.® The EITC
functions in the opposite manner, benefiting low- and moderate-income tax filers, who are
disproportionately people of color.

While racial inequity has always been embedded in the U.S. tax code and immigration system,
the Trump administration’s policies are exacerbating economic exclusion. The Tax Cut and Jobs
Act of 2017, for example, made changes that widen racial and wealth disparities by giving
disproportionate tax breaks to high wealth households,® including corporate, individual income,
and estate tax rate reductions, as well as a new tax break for pass-through business income."’
The law failed to provide comparable improvements for low- and moderate-income households
and created new barriers for immigrants who do not have a Social Security Number (SSN). For
example, the law reduced the Child Tax Credit,'® which helps working families with children
under 17 offset the cost of raising children, for families who file taxes with an ITIN.



To rectify these racial inequities in the tax code, lawmakers could choose to raise revenue in a
progressive manner and make strategic investments that support households with the greatest
need. New Jersey lawmakers could also improve equity in the state tax code by eliminating or
reducing tax expenditures (exclusions, deductions, deferrals, and credits) that benefit wealthy
households.™ Strengthening programs that benefit low- and moderate-income households, such
as New Jersey’s EITC, is another step that lawmakers can take to reduce racial and wealth
disparities in the state tax code.

Federal EITC Eligibility Requirements Exclude ITIN Filers

In order to qualify for the federal EITC, a taxpayer, their spouse, and any qualifying children
claimed as dependents must have a Social Security Number (SSN).' This undermines the
reach of the EITC in New Jersey, as an estimated 225,000 residents live in households that file
taxes using an ITIN," which is a tax processing number used by tax filers who are not eligible
for a SSN.® Tax filers who use an ITIN include undocumented immigrants, as well as a small
number of other immigrants, such as certain students, professors, and researchers with non-
immigrant visas; spouses and family members of people with certain employment visas; and
some survivors of trafficking, domestic violence, or other serious crimes.''® These immigrants
not only pay income taxes, but they also pay sales taxes at the counter like all other New Jersey
residents. In addition, ITIN filers pay property taxes, either directly as property owners or by
supporting their landlord’s payments of property taxes as renters. In fact, undocumented
immigrants in New Jersey contribute nearly $600 million in state and local taxes each year."

Despite their important contributions as workers, business owners, taxpayers, and community
members, ITIN holders are systematically excluded from many of the programs available to
other New Jersey residents. In addition to the federal EITC, ITIN filers and their families have
been excluded from many public benefits as well as stimulus payments under the Coronavirus
Aid, Relief, and Economic Security (CARES) Act.?

Like most states, New Jersey’s EITC adopts the same eligibility criteria as the federal EITC, and
thus excludes ITIN filers.?' Legislation to address this barrier to the state EITC has been
introduced in both the New Jersey Senate and General Assembly.?? This policy would follow the
lead of several other states that have taken steps to eliminate the discriminatory eligibility
requirements in the EITC. Expansion of the EITC to include ITIN filers has already been
enacted in California (for parents with at least one child under six years old) and in Colorado.?®
Similar eligibility expansions have also been proposed in New Mexico,** Oregon,? and
Washington.?® New Jersey can join these states in addressing an important barrier to the federal
EITC by extending the state version of the credit to include ITIN filers.

Extending EITC Eligibility is a Step Toward a More Inclusive Tax Code

Because undocumented immigrants are disproportionately people of color,?” removing the SSN
requirement of the New Jersey EITC would improve racial equity in the tax code and promote
the economic security and well-being of thousands of New Jersey’s immigrant households.
Rather than further straining low- and moderate-income immigrants and their families, New
Jersey can harness the existing ITIN and EITC systems to help those who need it.

An estimated 77,650 ITIN returns filed in New Jersey meet all eligibility criteria for the EITC
except for the SSN requirement. Assuming that participation rates are comparable to the EITC
for New Jersey residents, eliminating the SSN requirement would result in an estimated 54,100
of these newly eligible ITIN holders receiving the EITC.%



Expanding the EITC to ITIN Filers Would Boost the Wages of
Thousands of Families and Stimulate New Jersey’s Economy

Impact of including eligible ITIN filers in the state and federal EITCs

Number of Participants? EITC Funds
New Jersey EITC 54,100 $54,522 500
Federal EITC 60,110 $151,451,000

Source: Lisa Christensen Gee. (2020). “Impact of Including Eligible
ITIN Filers in the Federal and State Earned Income Tax Credits.”
Institute on Taxation and Economic Policy. NEW JERSEY POLICY PERSPECTIVE NJPP.ORG

Expanding the EITC program eligibility to include ITIN filers would add, on average,
approximately $1,000 to these households’ earnings.*® Beyond support for hardworking New
Jerseyans and their families, making the state EITC more inclusive toward immigrants would
provide a $55 million®! boost to state and local economies, as newly eligible EITC claimants
spend the credit at local business and increase economic activity. Some of these funds will even
come back to the state in the form of sales tax and other government revenues™.

In the absence of a federal EITC for ITIN filers, lawmakers should consider providing a credit
comparable to what other low wage New Jerseyans receive. Going beyond the state EITC, if
New Jersey matched the EITC amount that ITIN filers would receive if they were eligible for the
federal credit, the state could add $151 million to state and local economies and allow families
to cover more of their basic needs.* Providing ITIN filers with both the full federal and state
credit amount that other New Jersey workers receive would provide more meaningful support
for these households and add $206 million to state and local economies.?*

Strengthening New Jersey Families and Economies

Excluding immigrants who file taxes using an ITIN from the EITC pushes households who are
struggling to make ends meet further behind and hurts New Jersey’s state and local economies.
There are approximately 140,000 households in New Jersey who file taxes using an ITIN, with
over 225,000 people in these households, of which 85,560 (38 percent) are children.* Boosting
the after-tax incomes of these low- and moderate- income households would have both short-
and long-term benefits for the children in families and communities that receive the credit, as the
EITC has been associated with improved health outcomes, educational achievements, and
lifetime earning potential.®®

As recipients of the EITC use the credit to meet short- and medium- term needs, such as utility
bills, household supplies, and vehicle repairs, removing discriminatory barriers to the credit
would increase economic activity and support businesses as they recover from the current
crisis. Including ITIN holders in the EITC would not only promote equity by directly supporting
households who need it — it would also strengthen the broader New Jersey economy.
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