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Modest “Lookback” Provision in Bipartisan Child Tax
Credit Expansion Helps Working Families Who
Temporarily Face Tough Financial Times
Criticisms Ignore Realities of Families’ Lives

By Sharon Parrott, George Fenton, Sarah Calame, and Arloc Sherman

The House-passed bipartisan tax bill’s expansion of the Child Tax Credit takes an important step
forward and would increase the credit for about 16 million children in families with low incomes in
its first year. The expansion includes a so-called “lookback” provision — a modest but important
provision designed to help families weather a year when their earnings temporarily decline by
allowing them to use the prior year’s earnings to calculate their Child Tax Credit. This would ensure
the design of the Child Tax Credit doesn’t make a financially challenging year even harder for
parents and children.

The bipartisan expansion would lift as many as 400,000 children above the poverty line and
provide more financial support to an additional 3 million children in families with incomes below
the poverty line in the first year. That impact would rise to lift some half a million children or more
above the poverty line and give more financial support to 5 million more children in families with
incomes below the poverty line once the expansion is fully in effect for 2025.

Parents who work in low-paid jobs are often in a precarious position.' Neatly half of individuals
with low earnings (below the 25" percentile) lack even a single day of sick leave, and most have no
access to paid family or medical leave.” Moreover, because it is a stretch for them to make ends meet
each month, they generally have only modest savings.

Families can face trying financial circumstances due to the birth of a child or when a family
member gets sick or a parent’s employer lays off workers. The lookback provision acknowledges
these realities and would provide a modest income buffer when a setback occurs or when people

! George Fenton, “Bipartisan Child Tax Credit Expansion Would Benefit Millions of Workers in Low-Paid
Occupations,” CBPP, February 20, 2024, https://www.cbpp.org/blog/bipartisan-child-tax-credit-expansion-would-
benefit-millions-of-workers-in-low-paid.

2 U.S. Bureau of Labor Statistics, “Higher paid workers more likely than lower paid workers to have paid leave benefits
in 2020,” April 1, 2021, https://www.bls.gov/opub/ted /2021 /higher-paid-workers-more-likely-than-lower-paid-
workers-to-have-paid-leave-benefits-in-2020.
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move through cycles of life that reduce their earnings. But the lookback provision is limited — if
the family’s earnings don’t rebound after one year, then their Child Tax Credit would fall,
and a family without any earnings for more than one year would lose their Child Tax Credit
entirely.

The lookback would protect families who find themselves in these kinds of tough times or have a
baby and take some time off to care for them. For example, Census data show that a mother’s
earnings often fall the quarter after a baby is born but later rebound.’ Child cate distuptions and
health issues, both temporary and chronic, can also reduce families’ earnings. It is not surprising that
about half of the families who would benefit from the lookback provision have either a young child
(under age 3) or the tax filer or their spouse has a disability.*

A set of far-fetched claims have been leveled against this modest nod to the real-world challenges
parents face, alleging that the lookback would lead many parents with low incomes to strategically
stop working. These arguments defy common sense and do not withstand scrutiny.

Considering the bipartisan Child Tax Credit expansion as a whole, Congress’s nonpartisan Joint
Committee on Taxation (JCT) found that “the proposed expansion of the child tax credit on net
increases labor supply.” Though any impacts on work are likely to be modest, the direction of JCT’s
conclusion is notable — the Committee determined that if anything, the bipartisan tax package will
encourage employment. A wide range of analysts and outlets — including conservative tax experts at
the American Enterprise Institute and the Tax Foundation — have also concluded the lookback
poses no significant threat to employment.

The Lookback Provision

A lookback provision has been enacted on a bipartisan basis six times over the last 15 years during
economic downturns and for households who have been impacted by disasters. The bipartisan tax
package recognizes that many families face financial hardship outside of recessions and natural
disasters, including when a business closes, a family member is diagnosed with a serious illness, or
when a new child arrives.

Longitudinal Census data show that a substantial majority of families who would benefit from the
lookback provision in the bipartisan expansion have earnings in the current year, but their earnings
have declined from the previous year. And about half of the families who would benefit from the
lookback have a child under age 3 or a parent (or other adult caring for the children) with a
disability.”

Here’s how the lookback works. Consider a single mother with two children who earned $30,000
as a nursing assistant in 2023, but who has to scale back her hours and has periods when she can’t

work at all in 2024 after one of her children is diagnosed with cancer. As a result, her earnings fall to
$12,000 in 2024. Without the lookback, she would be punished for her earnings decline — she

3 Danielle Sandler and Nichole Szembrot, “Maternal Labor Dynamics: Participation, Earnings, and Employer Changes,”
U.S. Census Bureau, CES 19-33, December 2019, https://www2.census.gov/ces/wp/2019 /CES-WP-19-33.pdf.

4 CBPP estimates based on Census SIPP data for 2014-2016.
5 CBPP estimates based on Census SIPP data for 2014-2016.
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would lose a large portion of the Child Tax Credit at the moment her family needs it most; however,
the lookback protects her from a large drop in her credit for 2024.°

If her earnings don’t rebound the next year and she still earns $12,000 in 2025, then her 2025
Child Tax Credit would fall by $950 as compared to her credit in 2024 because the lookback would
not allow her to use her higher 2023 earnings to calculate her credit for 2025. The lookback
therefore provides meaningful but modest and temporary income security. (See Figure 1.)

FIGURE 1

Lookback Provision Would Help Families
During Tough Times
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Or consider a single father who works at a factory and earned $50,000 in 2023, but who gets laid
off in February. He earns only $10,000 in 2024 while he gets new training and looks for a job, which
may require the family to move. With the lookback provision in place for 2024, he would be
protected from a large drop in the Child Tax Credit for his two children and receive a $3,800 Child
Tax Credit (almost the full amount). If his earnings don’t go back up the next year, his credit for
2025 would fall by more than $1,500.

Some working families experience a year with little or no earnings. This can happen when families
are contending with serious health issues, such as during a complicated pregnancy and the birth of a

¢ Under the bipartisan tax bill, the lookback only provides protection for the refundable portion of the Child Tax Credit,
which in 2024 is capped at $1,900, or $100 less than the full $2,000 per child credit. Thus, with the lookback protection
she would receive $3,800 ($1,900 per child) for 2024 rather than the full $4,000.



child with health issues, or when a parent has lost a job and has a difficult time finding a new one.
The lookback would allow families in these situations to receive the Child Tax Credit for the first
year in which they are out of work, but if the family does not have earnings the following year, the
family would no longer be eligible for any help from the Child Tax Credit until a parent was able to
return to work.

Lookback Likely to Have Little to No Impact on Employment, According to
Experts Across the Political Spectrum

The nonpartisan Joint Committee on Taxation, Congress’ official tax policy evaluator, concluded
that overall “the proposed expansion of the child tax credit on net increases labor supply” and that
“the increase in aggregate effective labor supply relative to the baseline forecast is too small to be
significant.”” In other words, the expanded credit would deliver gains to families with low incomes,
without discouraging employment.

One flawed paper by Kevin Corinth and co-authors at the American Enterprise Institute (AEI)
alleges that for working parents, the “optimal strategy” under a lookback is to “consider exiting
employment every other year.”® Other tax experts at AEI have publicly criticized the Corinth papet’s
reasoning and evidence, as have many others across the political spectrum.’

The Corinth paper analyzes only the lookback provision (relative to current law), not the
proposed expansion of the Child Tax Credit as a whole. If the study had incorporated all elements
of the bipartisan tax bill’s Child Tax Credit expansion using the same assumption that labor supply is
highly responsive to tax changes, the authors likely would have concluded that the expansion overall,
including the lookback, would increase employment.

Corinth and his AEI co-authors present no direct, real-world evidence of a lookback leading to
employment declines. Instead, making a set of highly implausible assumptions, the authors conclude
that hundreds of thousands of single parents, mostly mothers who earn on average $37,500 per year
(by the authors’ calculations), would stop working one year and start again the next because the
lookback provision protects their Child Tax Credit of up to $2,000 per child.

7 Joint Committee on Taxation, “Macroeconomic Analysis of H.R. 7024, The “Tax Relief For American Families And
Workers Act of 2024 (JCX-6-24),” January 24, 2024, https://www.jct.gov/publications/2024/jcx-6-24/.

8 Kevin Cortinth e al., “The Work Incentive and Employment Effects of Eliminating the Child Tax Credit’s Annual
Income Requirement,” American Enterprise Institute, January 19, 2024, https://www.aei.org/research-
products/working-paper/the-work-incentive-and-employment-effects-ofeliminating-the-child-tax-credits-annual-
incomerequirement/.

? Kyle Pomerleau, “Wyden-Smith’s Child Tax Credit Expansion and Work Incentives,” American Enterprise Institute,

January 19, 2024, https://www.aei.org/economics/wyden-smiths-child-tax-credit-expansion-and-work-
incentives/; Andrew Lautz, “Will New Child Tax Credit Changes in 2024 Disincentivize Work?” Bipattisan Policy
Center, January 24, 2024, https://bipartisanpolicy.org/blog/will-new-child-tax-credit-changes-in-2024-disincentivize-
work/; Jack Landry, “Responding to the Bipartisan Child Tax Credit Expansion Critics: The Tenuous Evidence Behind
Work Disincentives,” Jain Family Institute, February 7, 2024, https://jainfamilyinstitute.org/responding-to-the-

bipartisan-child-tax-credit-expansion-critics-the-tenuous-evidence-behind-work-disincentives/.
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The paper also argues that some non-working parents, though fewer, would be drawn into the
labor force by a lookback, diminishing the net employment impact, but the prediction about some
parents not working because of the lookback has garnered most of the attention and been used to
argue that the lookback provision is harmful.

Here are just two of the many implausible assumptions one has to believe to take seriously the
prediction that large numbers of single parents who otherwise would work would quit due to the
lookback:

1. Hundreds of thousands of families earning just $37,500 on average don’t need those
earnings to pay rent, buy school clothes, maintain a car, or meet their other expenses, and so
would choose not to work when they otherwise would have. Indeed, the authors do not fully
account for how a single parent would be able to make ends meet, provide for their children,
and not experience serious hardship after forgoing $37,500 in earnings (as well as the Farned
Income Tax Credit they would have received for the year). “It would be a big gamble for a
mom who is her children’s sole source of earned income,” wrote Leah Libresco Sargeant of
the Niskanen Center. “You're forfeiting a /oz of salary, just because you have locked in [the
Child Tax Credit benefit].”"

2. The parents who would quit their jobs for a year don’t understand that voluntarily leaving
the workforce would have negative impacts on their ability to get a new job and receive pay
raises over time — but they do have full knowledge of the fine details of the evolving Child
Tax Credit law and make precise calculations about a so-called “optimal strategy” to exit and
re-enter the labor force. As Sargeant from Niskanen notes, “And every mom knows it’s hard
to count on being able to reenter the workforce once you step away.”"'

Even if one accepted these far-fetched assumptions, the Corinth paper predicts that on average, a
lookback would cause employment to decline by about 150,000 people on net each year — a
miniscule share of the 167 million-person U.S. workforce (about .09 percent of the workforce). But
virtually all other tax analysts and experts who have weighed in do not find the Corinth
model’s assumptions credible, suggesting the lookback’s impacts on work are likely to be even
smaller.

A host of conservative analysts, including others at AEI, have criticized the paper. Ryan Ellis,
president of the Center for a Free Economy wrote, “No one is going to zig zag in and out of the
workforce every year just to get a partially refundable child tax credit. That’s silly, and if people are
worried about that, they shouldn’t be.”"* The Tax Foundation similarly concluded, “In our
assessment, a major labor supply effect from a one-year lookback period is unlikely.”"

10 Leah Libresco Sargeant, January 19, 2024, 10:46 a.m.,
https:/ /twitter.com/I.eahlibresco/status/1748371435188293994.

W 1bid.
12 Ryan Ellis, January 19, 2024, 6:54 a.m., https://twitter.com/Ryanl.Ellis/status/1748313076959486150.

13 Alex Durante e¢f al., “Details and Analysis of the Tax Relief for American Families and Workers Act of 2024,” Tax
Foundation, January 19, 2024, https://taxfoundation.org/blog/bipartisan-tax-deal-2024-tax-relief-american-families-

workers-act/.
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Kyle Pomerleau of AEI notes that the provision of the bipartisan proposed expansion that would
phase in the Child Tax Credit faster as earnings rise for families with more than one child would
inerease work incentives for many families. Corinth and his AEI colleagues acknowledge that their
paper does not account for this, only providing predictions of the employment impacts of the far
smaller lookback provision.

Pomerleau adds that the lookback’s work incentive impact is likely small and its direction unclear
because in any given year, if a parent works they can ensure the Child Tax Credit for the current year
and as insurance if they fall on unexpected tough times the next year."* (The Corinth predictions do
not account for the way the lookback helps parents hedge against their own financial uncertainty.")

Pomerleau writes, “Under this provision, generating earned income this year does not necessarily
generate a credit for this year because a tax filer could use last year’s earned income to calculate the
credit. However, working this year means that the tax filer will generate earned income that they
could use next year for purposes of the CTC. The exact impact of the lookback provision on work
incentives depends on a few factors, but should not have a large impact in the aggregate either
way.”'¢

A wide range of other experts have echoed the conservative consensus. Jacob Goldin, a law
professor and economist at the University of Chicago, wrote, “At the end of the day, are people
really going to walk away from their jobs just because they can qualify for a bit more CTC? There’s
no evidence that they did following the (much larger) 2021 reform.”'” Goldin cited a May 2023
American Economics Association research paper that concluded, “We do not find strong evidence
of a change in labor supply for families receiving the credit,”" consistent with most studies of the
American Rescue Plan’s expanded Child Tax Credit."” Jack Landry of the Jain Family Institute
concluded that, “When subject to scrutiny, the evidence that the modest reforms in the bipartisan
[Child Tax Credit] expansion will affect parents” work decisions is virtually nil.”*’

4 Kyle Pomerleau, “A Closer Look at the CTC Lookback,” American Enterprise Institute, January 22, 2024,
https://www.aei.org/economics/a-closer-look-at-the-ctc-lookback/.

15 The Corinth model assumes people can predict their future employment with certainty. In reality, with unexpected job
losses or earnings reductions, the lookback can serve an insurance role that the simplified Corinth model does not
capture.

16 Pometleau, “Wyden-Smith’s Child Tax Credit Expansion and Work Incentives.”

17 Jacob Goldin, January 18, 2024, 12:29 p.m., https://twitter.com/jacobsgoldin/status/1748034882083709279.

18 Brandon Enriquez, Damon Jones, and Ernie Tedeschi, “The Short-Term Labor Supply Response to the Expanded
Child Tax Credit,” American Economic Association, May 2023,
https://www.aecaweb.org/articles?id=10.1257 /pandp.20231087.

19 George Fenton, “Gains From Expanded Child Tax Credit Outweigh Overstated Employment Worries,” CBPP, June
14, 2023, https:/ /www.cbpp.org/research/federal-tax/gains-from-expanded-child-tax-credit-outweigh-overstated-
employment-worties.

20 Landry, gp. cit.
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The Lookback Provision Maintains the Tie to Employment and Does Not Make
the Child Tax Credit “Fully Refundable”

The 2021 Rescue Plan’s temporary Child Tax Credit expansion increased the maximum credit and
provided the full credit to children in low-income families regardless of their earnings. This is known
as making the credit “fully refundable.”

We strongly support a fully refundable Child Tax Credit — evidence suggests that it would drive
down child poverty rates without large impacts on employment and improve children’s future
educational and labor market outcomes. Canada, like many wealthy nations, has a child allowance
available to all children in low-income families regardless of their parents’ earnings and has
expanded it in recent years; those expansions were not found to have any significant impact on
parental employment. Canada’s labor force participation rate among women is Azgher than in the U.S.
As with any cross-country comparison, there are of course some differences between Canada’s
situation and the U.S.’s. But most studies forecasting the potential impacts of a permanent Rescue
Plan Child Tax Credit in the U.S. also predict relatively modest effects on employment as a share of
the workforce, with more than 99 percent of working parents continuing to work.*

We support full refundability, but this modest lookback provision is not full refundability.

Under the bipartisan Child Tax Credit expansion with the lookback provision, the Child Tax
Credit remains tied to a parents’ earnings. The lookback simply holds that if a family’s earnings fall
one year, the prior year’s earnings can be used to calculate their credit. If, however, a parent remains
out of work or has very low earnings beyond a single year, they would /se their Child Tax Credit (if
they are out of work entirely or have earnings below $2,500) or receive a smaller one (if their
earnings are below the level needed to qualify for the full credit).

The tie to parental employment remains firmly in place.

Conclusion

The Congtressional Budget Office projects that in 2025, when the bipartisan Child Tax Credit
expansion would be fully in effect, the U.S. economy will stand at $29 trillion; JCT projects that the
cost of the lookback provision would be $739 million* — or 0.003 percent of GDP.* Its impact on
labor supply would be exceedingly small and, as some have noted, it is not even clear whether the
provision’s impact is positive or negative.

2L 1bid.

22 JCT’s $739 million estimate of the Child Tax Credit expansion for fiscal year 2026 calculates the matginal cost of the
lookback provision after accounting for the cost of the per-child phase-in and before accounting for the provisions that
raise the lower maximum credit or refundability cap, and the indexation of the maximum credit. As a result, the total
cost of the lookback provision relative to the bipartisan expansion without the lookback (accounting for the increase in
the refundability cap and indexing) may be somewhat higher than the $739 million estimate.

23 Congressional Budget Office, “Budget and Economic Data,” February 2024, https://www.cbo.gov/data/budget-
economic-data#4; Joint Committee on Taxation, U.S. Congress, January 23, 2024,
https://chrissmith.house.gov/uploadedfiles/118-0673.pdf.
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But it 7s clear that for families experiencing a temporary disruption to or decline in their earnings
due to a child being born, a layoff, or a serious illness in the family, the lookback provision can
provide a temporary modicum of relief, reducing the likelihood of serious financial hardships and
making things a little easier for parents under real financial strain. It is deeply unfortunate that this
modest help to working families facing a difficult year has resulted in outsized attacks based on
assumptions that seem disconnected from the real lives of parents who work hard in low-paid jobs
and sometimes face financial challenges.
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