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Increasing Rhode Island’s Earned Income Tax Credit (EITC) 

Partially Closes the “Low Income Tax Gap” Between Rhode 

Island and both Massachusetts and Connecticut  

While state earned income tax credits (EITCs) are built on top of existing state income tax 

systems, their impacts should be understood in a broader context that also considers how other 

state and local taxes impact families. 

The Institute on Taxation and Economic Policy (ITEP) has a highly sophisticated microsimulation 

model, which they use to analyze existing state tax systems, and to model proposed changes to 

state and local tax systems. Their model drills down past the initial payment of taxes, 

determining the actual incidence of taxation – ie, who actually ends up paying for various taxes 

(thus, for instance, lower income earners typically pay a higher share of their family income in 

property taxes, despite not owning their homes. This happens because the property tax is 

passed on to them as renters, in the form of increased rent payments).  

Figure 1: Rhode Island State & Local Taxes in 2015, with EITC set at 12.5%

 

Source: ITEP Microsimulation Model, March 2016. 

http://www.itepnet.org/whopays.htm


In Figure 1, we see how the combined impact of state and local taxes – income taxes, but also 

sales and property taxes, and smaller taxes such as the car tax and gas tax – impact Rhode 

Island families, with those in the bottom quintile of family incomes paying 12.4 percent of their 

income towards state and local taxes, compared with 10.5 percent for the middle quintile, and 

just 6.3 percent for the top 1 percent of Rhode Island families. 

Even with the increase in the state EITC to 12.5%, Rhode Island still has one of the highest effective 
tax rates on low-income households, when looking at combined state and local taxes – 7th highest 
among all states. The EITC is the best way to provide some targeted tax relief to those who need it 
most.   
 

Figure 2: Overall Share of Family Income Paid by Bottom Quintile Families for 
State & Local Taxes: Rhode Island, Massachusetts, and Connecticut 

 

 

 



Figure 2 compares Rhode Island’s bottom quintile combined state and local taxes, with a 12.5 

percent state EITC, with our neighboring states, and shows how increasing Rhode Island’s EITC 

to either 15 percent or 20 percent partially closes the gap between Rhode Island and its 

neighbors.  Compared to our neighboring states, families in the bottom quintile (bottom 20 

percent of family income) pay 12.4 percent of their income in state and local taxes, compared 

with 10.0 percent in Massachusetts, and 10.6 percent in Connecticut. Increasing the RI EITC 

helps close this gap modestly – a 15 percent EITC in Rhode Island would lower bottom quintile 

taxes to 12.2 percent, and a 20 percent EITC would lower it to 12.0 percent, according to recent 

analysis by the Institute on Taxation and Economic Policy. (Higher sales and excise taxes in RI 

account for much of the current gap – the combined impact of those on bottom quintile 

families in Rhode Island is 7.0 percent of family income, compared with 6.25 percent in 

Massachusetts and 6.35 in Connecticut). 


