C enter on 1275 First Street NE, Suite 1200
EEEP~ .

[ [ [T [T} Washington, DC 20002

4 uage

»

vy

I

1

1

i o Policy S
Prlorltles center@cbpp.org

www.cbpp.org

June 14, 2023

Gains From Expanded Child Tax Credit

Outweigh Overstated Employment Worries
By George Fenton

Temporary provisions that expanded the Child Tax Credit and made the full credit available to
families with the lowest incomes helped drive child poverty to a record low in 2021, underscoring
that the nation’s typically high child poverty rate is a policy choice.' The Child Tax Credit should be
expanded, and most importantly, the full credit should be available to all children in low-income
families. Opponents’ misleading claims that an expanded credit would dramatically reduce the
workforce contradict available real-world evidence.?

In any future tax package, policymakers should prioritize providing the same, full tax credit
amount that higher-income families get to the 19 million children who are now excluded from the
full credit because their families’ incomes are too low.” That is more than 1 in 4 U.S. children, a
group that is disproportionately Black, Latino, and American Indian and Alaska Native (AIAN) due
to historical and ongoing racial discrimination that have led to people of color being overrepresented
in low-paid work and having more limited economic opportunities. The benefits of a full credit to all
families now missing out include immediate relief from hardship for those most in need, as well as
decades-long gains in children’s health, education, and earnings.

The recent Child Tax Credit expansion under the American Rescue Plan drove down child
poverty and appears not to have meaningfully discouraged work among parents, numerous studies
of real-world evidence suggest. Employment among both parents and non-parents rose by 1.7
percentage points in 2021, according to Bureau of Labor Statistics data. Researchers at the
University of Michigan examined part- and full-time employment and labor force participation and
found “no significant employment effects for any outcome” — with several other research teams
reaching similar conclusions.

Canada also has a permanent “child allowance” that is much larger than even the temporarily
expanded U.S. credit and is available to families with little or no earnings in a given year. And
Canada continues to have a higher labor force participation rate overall and among women than the
U.S., demonstrating that a generous child allowance can coexist with high employment. Careful



research also finds “no evidence of a labor supply response” to Canada’s recent expansion of child
benefits.

Most studies forecasting the potential impacts of a permanent expansion in the U.S. predict
relatively modest effects on employment as a share of the workforce, with more than 99 percent of
working parents continuing to work. Expansion opponents often point to an outlier prediction from
economists at the University of Chicago that a permanent expansion would lead more than a million
parents to quit their jobs. But the Chicago study is far outside the consensus and relies on several
implausible assumptions, including that an unrealistically high number of higher-income people
would leave the workforce if the credit were expanded and that either both or neither parent in a
dual-parent household would do so. In a thorough review of the Chicago study, Jack Landry of the
Jain Family Institute concludes, “When subject to scrutiny, evidence predicting significant job loss is
extremely thin.”*

Most parents are unlikely to change their employment decisions in response to the credit. Some
may choose to work less and spend more time with their children, which could be desirable,
especially for parents who have young children or work long hours. Other parents, newly able to
afford child care or transportation, may work more. The net effect on the labor force is uncertain
but likely small, data from the U.S. and abroad suggests.

Most importantly, policymakers should recognize that, even if the expanded credit were to have a
modest employment impact, the 19 million children currently left out of the full credit should still be
the top priority. The clear evidence on the profound benefits of income support to children’s well-
being outweighs any small, speculated changes in parents’ choices about employment.

Finally, there are other policies — notably expanding access to child care assistance — that can
help more patents work.” Indeed, many countries with robust child allowances also do more to
ensure that parents have access to affordable, quality child care. If the goal is to improve children’s
well-being and expand labor force participation among parents, investments in the Child Tax Credit
and child care could be paired. This would be an effective way to address any potential employment
concerns and would avoid needlessly consigning millions of children to poverty.

No Meaningful Employment Loss in 2021, Evidence Indicates

Taken together, evidence on the short-lived U.S. experiment with an expanded and fully
refundable Child Tax Credit doesn’t indicate that the credit meaningfully reduced employment. (Full
refundability allows families with low or no income in a given year to receive the full credit.)
Employment rates among both parents and non-parents increased by 1.7 percentage points in 2021,
according to Bureau of Labor Statistics (BLS) data. This rapid employment growth, which partly
reflects the ongoing economic rebound from the pandemic, demonstrates that a sizable and fully
refundable Child Tax Credit is compatible with substantial employment gains.

Comparing credit-eligible parents to otherwise similar adults in 2021 (when the expanded credit
was in place), researchers from the University of Michigan concluded: “We examined overall
employment, full-time employment, part-time employment and general labor force participation and
found no significant effects for any outcome....”® Teams at the Brookings Institution, Tax Policy
Center, University of Chicago, Massachusetts Institute of Technology, University of California,
Irvine, Columbia University, and elsewhere reached similar conclusions,” finding no evidence that



the expanded credit caused parents to leave the labor force. (While one study found that among
people who have not attended college, employment increased more slowly for parents than non-
parents in mid-2021, the trends the paper points to appear to precede the first Child Tax Credit
payments, and end well before the payments ended, and thus can’t easily be attributed to those
payments.)®

One potential reason for the expanded credit’s negligible impact on overall employment is that
while some parents may choose to work less and spend more time with their children — an
outcome that can improve well-being, particularly for parents with young children or working long
hours — others may be newly able to afford child care or transportation that allows them to work or
work more. Roughly the same number of parents said the expanded Child Tax Credit helped them
work more as said it helped them work less, and just 1 percent said the credit helped them to work
not at all, a survey from the American Enterprise Institute found.’

A survey from the Center for Law and Social Policy found that among parents with incomes
below $75,000, one-quarter of recipients of the expanded Child Tax Credit payments said it helped
them work or work more."” And economists at the Dallas Fed offered preliminary evidence
suggesting that, “on net, the pandemic-era [Child Tax Credit] expansion did not discourage work
and, in fact, helped some financially vulnerable families overcome hurdles to labor force
participation.”"!

A permanently expanded credit may of course have different impacts than a temporary one. The
small share of parents who may choose to work less or more in response to the credit may take time
to fully understand and adapt to the policy. Still, the temporarily expanded credit provided a valuable
opportunity to study the policy in a real-world setting, and the weight of the evidence is clear — the
U.S. first experiment with a fully refundable Child Tax Credit shows “no discernible negative effects
on parental employment,” as a literature review by Megan Curran of Columbia University
concludes. "

Canada’s Generous Child Allowance Has Had Little Impact on Work

Unlike the U.S., whose credit expansion was temporary, many other countries have permanent,
generous child benefits (often called “child allowances”), which families qualify for regardless of the
employment status of the parents.”’ In Canada, for example, families are eligible for a credit of about
$5,500 per child under age 6 and $4,600 per child aged 6 to 17 (these amounts have been converted
to U.S. dollars), including households with little or no earnings."*

In 2021, the expanded U.S. Child Tax Credit was $3,600 for kids under age 6 and $3,000 for kids
aged 6 to 17. Under current law the credit’s maximum is $2,000 per child; but its value phases in
with earnings at 15 cents per dollar of earnings above $2,500, and the refundable portion of the
credit (the amount a family can receive if their credit exceeds their income tax liability) is capped at

$1,500 per child.

Even with a substantially larger credit with no minimum earnings requirement, Canada’s overall
labor force participation rate (65.5 percent) is higher than the U.S.” (62.6 percent).” Among prime-
age women, the difference in employment rates is even starker — a 79.7 percent employment rate in
Canada and 73.7 percent in the U.S. as of 2019, according to OECD data.'® A raw cross-country



comparison is far from conclusive, but it does demonstrate that a strong, universal child tax credit is
compatible with strong employment.

Samuel Hammond and Robert Orr of the Niskanen Center, discussing a study by two Canadian
economists on the introduction of Canada’s child allowance in 2006 (when the credit was smaller),
note that the credit “was universally available to all households with children, regardless of their
income, and yet the sky didn’t fall.”"’

The study found that the child allowance decreased labor force participation among married
mothers by 1.4 percentage points (which the authors note is consistent with an earlier study), but
increased participation among divorced mothers by 2.4 percentage points.”® Among other groups,
including mothers who never married, impacts were statistically and economically insignificant. The
authors write that among those who work more, “additional funds may afford them greater
opportunity to purchase higher-quality child-care services, enabling them to enter the labor
market.”"”

A more recent study of Canada’s 2015 and 2016 expansion and consolidation of its child benefits
finds “no evidence of a labor supply response to either of the program reforms on either the
extensive or intensive margins,” meaning no impacts on either participation in the labor market or
hours worked.”

The U.S. and Canadian situations and populations differ somewhat. The U.S. credit temporarily
dropped its phase-in with earnings as part of the 2021 expansion; by contrast, Canada’s recent child
allowance reforms did not replace a credit tethered to work (the economic models below attempt to
account for the role of the U.S. phase-in).”" In addition, Canada offers paid leave, making it easier
for parents to maintain connections with employers while supporting young children — a policy the
U.S. could adopt to better support parents in the workforce. Still, as Hammond and Orr note,
“Canada provides the best point of comparison to the U.S. given their cultural similarity and broadly
comparable institutional environment.”

In sum, Canada’s experience is telling in part because studies found that the recent child allowance
expansion did not have any obviously worrisome influence on employment rates. It is also notable
that for years Canada has had a child allowance that does not have an earnings requirement and is
much larger than even our own expanded credit was. And yet the country’s labor force participation
rates have remained well above our own, demonstrating that a generous child allowance can coexist
with high employment.”

Economic Models Predict Modest Impacts; Chicago Study an Outlier

While research has not found any clear evidence of meaningful work loss from the temporary
2021 Child Tax Credit expansion or the Canadian child allowance, economists have turned to
economic models to simulate how a permanently expanded credit in the U.S. might affect
employment. These models are not new evzdence so much as statistical predictions based on prior
evidence about how labor force behavior shifted under earlier policies, notably the Earned Income

Tax Credit (EITC).



The projections are sensitive to interpretations of the strength and relevance of eatrlier studies, but
most analyses suggest that any negative employment effects of expanding the Child Tax Credit and
making the full credit available to children in the lowest-income families would be modest as a share
of the workforce. Moreover, over the longer run, improving economic security for such children has
been found to have positive effects on educational attainment, adult health, and future labor force
success (discussed further below).

There are at least seven studies that make predictions, using different data and models, of how a
permanent continuation of the 2021 Rescue Plan expansion would affect parents” employment.”
For context, note that there are roughly 166 million people in the U.S. labor force, and the size of
the labor force can fluctuate by several hundred thousand people from month to the month.* The
low-end prediction of the expanded credit’s impact, from the conservative Tax Foundation, is a
38,000-person decline in full-time equivalent employment. The middle-range estimates are about
300,000 from the American Enterprise Institute and the Republican staff of the Ways and Means
Committee, based on analysis from the Joint Committee on Taxation. This amounts to about one
half of one percent of working parents. Two academic studies come in somewhat higher, at around
360,000-390,000 fewer people employed.

An outlier prediction from economists at the University of Chicago is that 1.5 million parents
would exit the labor force. The Chicago prediction has received outsized attention from some
commentators and lawmakers, but it is roughly five times larger than the middle-range estimate.”

In a research note, Rutgers economist Jacob Bastian lists six assumptions that explain the
difference between his estimates (a roughly 360,000-person decline in employment) and the Chicago
findings.*® One is the Chicago model’s unrealistic feature that either both parents in a household
would stop working or neither would, ruling out real-world cases where a secondary earner stays
home with young children or reduces their hours worked, perhaps for a short period of time, while a
primary earner continues to work. Another is that model’s implausibly large number of parents with
middle and high incomes who would interrupt or end their careers in favor of a few thousand
dollars in tax credits. Some 250,000 parents in households with more than $80,000 in annual
earnings would leave the labor force in the Chicago model’s estimate, according to Bastian, a
phenomenon without precedent.

One limitation of the simulations is that none is based on direct evidence of tax credits causing
substantial declines in employment. Instead, the models largely rely on an analogy to earlier EITC
expansions that led to zuereases in employment; an untested assumption behind the predictions is that
studies finding earlier EITC-driven gains in work are reliable guides to how much a Child Tax Credit
expansion could rednce employment today (when the steep phase-in of the EITC remains in place).”

An advantage of the literatures from the temporarily expanded U.S. Child Tax Credit and from
Canada is that they do not require this assumption, instead offering real-world tests of whether
refundable child tax credits led to meaningful employment declines (they did not). While each body
of evidence discussed here — the temporarily expanded U.S. credit, the Canadian child allowance,
and the simulations — has different strengths and limitations, 7one offers reason to believe that a
fully refundable Child Tax Credit in the U.S. will lead to large declines in work.”®



Poverty Reductions and Long-Run Gains for Children Outweigh Employment
Worries

An estimated 19 million children in the lowest-income families — or more than 1 in 4 children
under age 17 — are ineligible for the full Child Tax Credit under the current credit design.” Many
families struggle with low income due to forces beyond their control. Historical and ongoing racial
discrimination, for example, leave many people of color overrepresented in low-paid work and
facing limited economic opportunities. Roughly 46 percent of Black children, 39 percent of AIAN
children, 37 percent of Latino children, 17 percent of white children, and 15 percent of Asian
children currently cannot receive the full credit because their families’ incomes are too low.”

In 2021 the now-expired Rescue Plan’s Child Tax Credit expansion provided the same benefit to
children in families with little or no earnings as most middle- and upper-income families received.
This improved conditions for children of all races and ethnicities and narrowed differences in
poverty rates between them. (See Figure 1.)

Child Tax Credit Expansion Drove Child Poverty Sharply
Downward in 2021 Across Racial & Ethnic Groups
Child poverty rates, 2020 to 2021
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8.3% 8.4% 81% : 5.1% 4.5%
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and Alaska Native

Note: Figures use the federal government's Supplemental Poverty Measure (SPM). American Indian and Alaska Native (AIAN)
children may be AIAN alone or in combination with other races and ethnicities; Latino (short for Latino, Hispanic, or Spanish origin)
may be of any race; Black and white refer to children of that race alone and not Latino; and, Asian refers to children of that race
regardless of Latino ethnicity.

Source: U.S. Census Bureau figures published September 13, 2022; additional analysis of the Census Bureau’s March 2022 Current
Population Survey by CBPP

Census data released in September 2022 are the clearest evidence to date of the temporarily
expanded credit’s success. Without the expansion (but with other relief measures in place), the child
poverty rate would have dropped from 9.7 percent in 2020 to 8.1 percent in 2021, according to these



data. But with the American Rescue Plan’s Child Tax Credit expansion, the rate fell to 5.2 percent,
keeping some 2.1 million additional children out of poverty.”!

In addition to short-run relief from hardship,

income support can bring long-run gains in children’s Child Tax Credit Expansion
health, education, and earnings, a mounting body of Pr Oj ected to Provide
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improved health status in young adulthood, and Source: Irwin Garfinkel et al., “The Benefits and Costs of a

higher earnings.33 ngQQCh”d Allowance,” NBER Working Paper No. 29854,

Child Care and Paid Leave Are Effective Tools to Support Working Parents

The U.S.” under-investment in child care and its lack of national paid leave (unique among OECD
countries) points to another reality: it is very difficult for parents to balance work and family
obligations in this country. Cornell economists Francine Blau and Lawrence Kahn estimate that the
lack of these “family-friendly” policies accounts for about one-third of the shortfall in U.S. women’s
labor force participation relative to other OECD countries.™

If policymakers want to increase labor force participation among parents, the answer isn’t to
needlessly consign millions of children to poverty because a more robust Child Tax Credit :ght have
a modest negative employment impact. Instead, it is to take steps to support working parents that
other countries have long taken, like investing in child care and providing paid leave.”

In sum, the bulk of evidence suggests that employment effects of expanding the Child Tax Credit
are uncertain but likely small or even negligible on net. Concerns about employment may be
addressed through policies such as child care assistance and paid leave that would further lower child
poverty and help working parents. And employment considerations from income support policies
like an improved Child Tax Credit must in any event be weighed against the extensive and credible
evidence of these policies’ lasting benefits, including for children’s health, education, and future
labor market success.
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