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Low wages and poverty 

level wage jobs keep many

Michigan workers and 

their families poor.

51.7% of low income young

children in Michigan have

parents who are employed

full- or part-time.

States have developed an

array of innovative strategies

and practical ideas for 

programs and policies that

help low-income families

with children.

Strategies to Support Work 
and Reduce Poverty
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Overview of Low Income Working Families in Michigan 
1998, the Michigan Budget and Tax Policy Project, an initiative of the Michigan
League for Human Services, issued a report by Sharon Parks entitled “Michigan’s
Families:  Poor, Despite Work” [11] . The report chronicled the extent to which 
children and families face poverty and economic hardship, even though at least
one family member works. More recent evidence provided by a report issued in
2000 by the Economic Policy Institute indicates that the economic status of the
lowest-wage workers and Michigan’s share of poverty wage jobs still lags behind
that of prior decades [9].

Key facts regarding the working poor in Michigan and the United States include:

• Data complied by the Michigan League for Human Services’ Michigan Budget
and Tax Policy Project from the state’s Family Independence Agency and
Michigan Works! show that current and former cash assistance recipients earn,
on average, between $5.96 and $6.65 per hour. In 1998, the wage required to
lift a family of four above the poverty line with full-time, full-year employment
was $8.19 an hour [7]. 

• In 1999, the hourly wage for low-wage workers (20th percentile) was $7.87 in
Michigan and $7.35 in the U.S. as a whole. In 1979, the inflation-adjusted
hourly wage for low-wage workers was $8.45 in Michigan and $7.61 for the
U.S. [9]. 

• 51.7% of low income young children in Michigan and 51.5 percent nation-
wide have parents who are employed full- or part-time [10]. 

• Even when parents work full-time, year-round, some children remain poor. In
Michigan, 5.1% of young children with at least one parent working full-time
remain in poverty. The corresponding percentage for the nation is 7.7% [10].

What Strategies Are Available to Support Work and Reduce Poverty? 
In her 1998 report, Sharon Parks of the Michigan Budget and Tax Policy Project
identified the following alternatives that could support work and reduce poverty [11]:

Regularly Adjust the Minimum Wage
Improve the Fairness of State Tax Systems and Target Relief to the Working 

Poor 
Make the Unemployment Insurance System More Responsive to the Needs of 

the Working Poor
Improve Access to Education and Training Opportunities
Improve Access to Health Care for Families
Ensure Affordable, Accessible and Quality Child Care.

In Windows of Opportunity, analysts at the Center on Budget and Policy Priorities
described an array of innovative strategies and practical ideas for helping low-
income families with children [12].  Many of these proposals are based on current
state and local programs and policies that support the efforts of low-income 
working families. Charts 1 and 2 provide a listing of some of these proposals with
selected examples of programs and policies that are now in place in various states.
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Michigan has consistently

taxed families with incomes

below the poverty line.

Another way to better target

low-income tax relief is to

reduce and phase out the

value of the exemption or

credit at higher income 

levels.

For the tax year 1999, eleven

states had an Earned Income

Tax Credit (EITC) based on

the federal EITC.

How Can Tax Strategies Be Designed to Help Low-Income Families?
Many low-income working families face a heavy state and local tax burden.
Michigan’s tax threshold for families of four increased during the 1990s, but a 
substantial gap still remains between the threshold and the poverty line. In 1991,
a family of four owed tax when its income exceeded 60 percent of the poverty
line. In 2000, Michigan’s tax threshold was 73 percent of the poverty line. j 15

According to analyses by the Center on Budget and Policy Priorities, a majority of
states have eliminated the tax burden of income taxes on poor families [3,13].
States can make use of three basic features of a standard income tax structure to
reduce or eliminate the income tax burden on low-income families.

Increasing Personal and Dependent Exemptions
Many of the states that do not tax poor families of three or four members allow
relatively large deductions from income for all taxpayers through personal and
dependent exemptions and dependent exemptions. The cost of increasing a 
personal exemption or credit can be mitigated in a number of ways. States can 
use a personal credit rather than an exemption to target relief to low-income
households and reduce costs [3,13].

Increasing the Standard Deduction
By increasing the standard deduction, a state can increase the tax threshold at
which families begin to pay taxes. It also reduces the amount of taxes owed by
families with incomes about the threshold level [3,13]. 

Providing Low-Income Credits
A tax credit is a subtracted directly from an individual’s tax liability. Credits 
available only to low-income taxpayers can function as a targeted and efficient
way of increasing the tax threshold and reducing the tax liability for low-income
families. Credits that are refundable-that is, credits for which the taxpayer receives
the entire value even if the credit amount exceeds the amount of taxes owed-
can serve to offset the burden of other state and local taxes and supplement wages
for families at low income levels [3,13]. 

Less effective strategies include income tax rate reductions. Income tax rate 
reductions are often of small benefit to low-income taxpayers. Although rate cuts
would appear to benefit all taxpayers regardless of income, the benefit for 
low-income taxpayers is generally very small. Even if a rate reduction is made
across the board, it provides a larger dollar benefit for high-income taxpayers than
for low-income taxpayers [1,11,13].

Michigan’s 2000 income tax on working poor and near-poor families: Ranking 

For families of four with incomes at the poverty live ($17,601): $202 11th highest
For families of three with incomes at the poverty line ($13,737): $161 7th highest
For families of three with minimum-wage earnings ($10,712): $34 9th highest
For families of four with incomes at 125% of the poverty line ($22,001): $386 13th highest
For families of three with incomes at 125% of the poverty line ($17,171): $305 9th highest

Source: Zadradnik et al. (2001), Center of Budget and Policy Priorities, State Fact Sheets [13]
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State Earned Income Tax Credits in 1999
State EITCs are tax credits for low-income working families that are based on 
the federal EITC. The EITC can provide significant tax relief and an income 
supplementation to workers. The federal EITC is now credited with lifting more
children out of poverty than any other federal program. Based on analyses by the
Michigan Budget and Tax Policy Project, Table 1 identifies the amount of a state
EITC benefit if Michigan were to enact a state EITC based on 25 percent of the
federal credit.

Table 2 displays the four major features of the EITC which are (1) whether the
credit is refundable, (2) the percentage of the federal EITC at which the credit is
set; (3) whether the credit is adjusted for family size beyond the adjustment in the
federal EITC; and (4) whether workers without qualifying children who qualify
for the federal EITC are eligible to receive the state credit.  
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A number of changes in the

unemployment insurance

system could provide greater

protection to low-income

unemployed workers.

Michigan makes it very 

difficult for part-time 

workers to qualify for 

benefits.

The earnings a worker

accrues in seasonal labor 

in Michigan do not always

count toward eligibility 

or benefit levels for 

unemployment in the 

off-season.

How Can the Unemployment Insurance System Be Made More Responsive to
the Needs of the Working Poor?
Unemployment insurance has become less effective in maintaining income than 
in the past because a smaller share of unemployed workers now receive 
unemployment insurance. In 1998, a little more than one in three unemployed
workers received unemployment insurance nationwide. In Michigan in the 
mid-1990s, twenty percent of “job losers” did not receive unemployment 
insurance benefits[11]. Strategies identified by analysts at the Center on Budget
and Policy Priorities the Michigan Budget and Tax Policy Project, the Economic
Policy Institute and the Urban Institute to make the U.I system more responsive
include [1,2,5,11,13]:

Good cause for voluntarily leaving work
Workers who leave a job voluntarily generally are not eligible for unemployment
benefits. As welfare reform efforts lead to an increase in the number of working
single parents, Michigan could consider broadening the list of reasons that qualify
as “good cause” for leaving a job voluntarily to include reasons such as lack of
child care or transportation problems [1,11,13].

Workers available only for part-time work
In recognition of the need to balance work and child rearing, Michigan could 
consider modifying its eligibility provisions so that a person who looks only for
part-time work or work on certain shifts is considered “available” for work. In
Michigan, a minimum wage worker must work a minimum of 30 hours per week
for 20 weeks within the past 52 weeks in order to have sufficient earnings to 
quality for benefits. Other states do not have such a formidable barrier for 
part-time workers [11].

Seasonal workers
Michigan is one of a minority of states that treats seasonal workers differently-and
more harshly-than other workers in determining eligibility for unemployment
insurance benefits. Michigan could consider joining the majority of states and
eliminate these exclusions [11].

Dependent Allowances
Some 12 states and the District of Columbia have acknowledged the special needs
of working parents by providing additional unemployment insurance payments to
workers with children. These payments are called dependent or dependency
allowances [1,13].

How Can Individual Development Accounts Help Families Build Assets?
Many states are using TANF funds to establish Individual Development Accounts
(IDA). IDAs are sheltered savings for low-income families that often include a
match from the state or a non-profit organization. In most of these programs,
IDA holders can withdraw funds only for post-secondary education, first time
home ownership, or capitalization of a business. Some states also allow TANF
IDAs to be used to save for the purchase of a vehicle, to repair a home, or for
training program expenses. Thirty states now allow TANF recipients to establish
IDAs, and 14 states offer some form of matching contribution [4].


