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Addressing the Cliff Effect in Pennsylvania 
 
While the American Dream says that hard work lets families achieve a good way of life, the 
American Reality dictates otherwise.  Many working families go to bed each night hungry and 
worried about how to stretch their income to meet tomorrow’s basic needs.   
 
These families have access to a number of programs that give them the opportunity to bridge the 
gap between struggle and self-sufficiency:  tax credits, the state child care subsidy, and low-cost 
healthcare are just three examples.  Yet when working families attempt to achieve self-
sufficiency through these programs, they often reach a cliff that forces them to choose between a 
temporary but problematic decrease in income or a permanent point beyond which they cannot 
increase their income.  Families reach a “cliff” when, for example, a $1 per hour wage increase 
causes families to lose a benefit that has more monetary value than their increased wage can 
make up for.  At this point, the workers face a dilemma:  if they accept the raise they strived for, 
their families will lose access to the programs that help them make ends meet.  In some cases, 
such as when families lose access to the child care subsidy, they may even lose the ability to 
work at all. 
 
A comprehensive program needs to provide opportunities for families to continue earning and 
advancing by developing supports that create incentives for independence.  These supports may 
include tax credits, gradual reduction of subsidies through the gradual increase in copayments 
and the reduction or elimination of certain assets tests.  
 
Removing disincentives for self-sufficiency  
 
There are a number of programs and regulatory barriers that exist to a family becoming self-
sufficient.  A collaboration between a number of supports need to exist to ensure a family’s self-
sufficiency, for example, between housing, transportation, child care, healthcare and education.  
While there are many programs that impact families, the list below represents a good first step in 
removing disincentives. 
 

I.  Implement a state EIC 
 
Disincentive 
 
Under Pennsylvania’s current program a parent with 2 dependents and $25,500 
income receives 100% tax forgiveness which gradually decreases to a 10% tax 
forgiveness at $27,750. 
 
Under this program, a person working full time who gets a $1 an hour raise will go 
from paying no taxes in one year to shouldering almost the full tax burden the next 
year. 
 
Solution 



As reported by the Joint State Government Commission, in its August 2009 report, 
“An Analysis of the Federal and State Earned Income Tax Credit and the 
Pennsylvania Special Tax Forgiveness Program”, Pennsylvania has provided tax 
relief to low-income citizens exclusively through the special provision (SP) , a 
provision that has no close counterpart in any other state.   
 
Other states have adopted a variety of measures to alleviate poverty through the state 
personal income tax. Among the most prevalent is a state EITC modeled on the 
federal provision.  This “piggyback” model, determines the amount of the credit 
simply by multiplying the federal EITC amount by a uniform credit percentage.  
Currently 22 states use this method with varying provisions.  However, the option of 
simply adding the EITC to Pennsylvania’s system would be fiscally difficult because 
it would permit current SP recipients to receive the full advantage of two overlapping 
benefits.  Two other less costly alternatives are possible: (1) replacement of SP with 
EITC; and (2) adding EITC as an elective to SP, so that a recipient would choose one 
or the other, but could not receive both. 
 

II.  Gradual reduction of subsidies – Child Care 
 

Disincentive 
 
In Pennsylvania families become eligible for child care subsidies when their income 
is between 200% and 235% of the federal poverty level.  While families must make a 
weekly copayment (which rises as income rises)to participate in the child care 
subsidy, they no longer qualify for the program when they reach 235 percent of the 
Federal Poverty Level.  Most families pay between $5 and $25 per week.  At this 
point, the increase in wage may not compensate for the loss of the child care subsidy, 
in which case the family falls below wage adequacy until they can increase their wage 
by several more dollars per hour.   
 
Solution 
 
A program that would increase eligibility to 325% and phase out more gradually so 
that families would be ready to pay child care on their own would be more preferable 
to one that suddenly disappears.  In addition setting a 6 month grace period for 
payment of an increased copayment would allow those with increased wages time to 
adjust to a new copayment. 
 
 
  

III.  Allowance for Assets 
 

Disincentive 

Maintaining financial stability is key for long term independence, but having money in a 
savings or retirement account can exclude families from many desperately needed 



supports. Pennsylvania needs to encourage families to keep moving up the economic 
ladder, but the rules around benefits often force people to give up hard-won gains, 
because a small raise can lead to the complete loss of a valuable benefit, leaving a family 
financially worse off.  

Solution 

Several states have developed initiatives that promote the economic security of asset-poor 
families. 

• The reduction and/or elimination of asset tests.  Ohio and Virginia have 
eliminated TANF asset limits.  Colorado, Illinois and California reformed their 
asset rules through increases in the amount of cash resources and exemptions for 
certain forms of assets. 

• Asset building programs among low-income families.  The Individual 
Development Accounts program (IDA) has been implemented to help asset-poor 
families build financial assets.  While programs vary, one program allows 
participants to save up to $1,000 (a maximum of $125 savings per month); and 
savings are matched 2:1, so up to $1,000 of savings can be matched with $2,000 
for a total of $3,000 in savings. 

IV.   Lack of Coordination Between Programs 

Disincentive 

Programs and policies created to assist families in need sometimes have the opposite 
effect of rendering a family ineligible for other programs.  These programs are 
administered through several different departments, making program coordination 
difficult. 

Solution 

Create a “Keep Families Working” Task Force to include several departments; Welfare, 
Health, Transportation, Education and Housing as well as advocates and members of the 
legislature.  This task force would be charged with reviewing existing polices and 
regulations across several programs to identify where problems occur and provide 
recommendations to the legislature on how to better spend limited resources while 
keeping families employed. One outcome of such Task Force might be the establishment 
of an inter-agency permanent work group whose purpose is to maximize the consistency 
of the eligibility criteria for the various programs involved, and to be responsible for 
reporting their periodic reviews to the agencies and the General Assembly.  


