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Policymakers Should Expand Child Tax Credit in
Year-End Legislation to Fight Child Poverty

Corporate Tax Provision Should Not Move Without
Child Tax Credit Expansion

By Chuck Marr, Danilo Trisi, Arloc Sherman, and Kris Cox

The Child Tax Credit expansion drove child poverty sharply downward in 2021. Combined with
other relief efforts, the expansion helped lower child poverty by more than 40 percent between 2020
and 2021, reaching a record low of 5.2 percent, Census Bureau data released last week show. The
credit’s expansion expired at the end of last year, but policymakers can renew this successful
poverty-fighting policy in year-end bipartisan tax legislation.

There is pressure on Congress from business interests to delay a corporate tax increase; Congress
should not consider any business tax breaks without also expanding the Child Tax Credit.

The new Census data are the clearest evidence to date of the expanded Child Tax 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 the Census Bureau 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.'

An expansion of the Child Tax Credit, particularly for low-income families who today receive less
than the full credit, is even more important going forward because other relief measures — such as
economic impact payments — that also boosted families’ incomes during the COVID-19 pandemic
have expired.

Congress and the Biden Administration now face a stark choice: whether to expand the Child Tax
Credit or allow all of the gains against child poverty made over the last two years to evaporate, with
millions of children needlessly falling back below the poverty line. Research has found that
additional income from policies such as the Child Tax Credit improve the health, educational
achievement, future earnings, and lifelong prospects of children in low-income families. The new
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Census data underscore that this policy success — if policymakers act — could change the future
for millions of children in our country.

Year-End Opportunity for Bipartisan Progress

Year-end legislation will need to be bipartisan, and there is bipartisan support for expanding the
Child Tax Credit.

Democratic champions have noted the strong poverty impacts of the expansion® and have
renewed their commitment to expand the credit, which has also been a top priority of the Biden
Administration. And some Republicans, who expanded the Child Tax Credit in 2017 in their tax cut
bill as well as in the 2001 tax cut bill, have also shown signs of interest in expanding the credit.
Senator Mitt Romney” recently proposed an expansion of the Child Tax Credit and Senator Marco
Rubio, who with Senator Mike Lee was central to the inclusion of an expansion in the 2017 tax law,
also released a Child Tax Credit expansion plan with Representative Ashley Hinson.*

There is a possible path for bipartisan year-end legislation. As they have in prior bills this year,
corporate lobbyists are pressing Congress to delay a tax increase enacted in the Trump 2017 tax law
related to the tax treatment of research and experimentation (R&E) expenses before the end of the
year. In 2017, to reduce the cost of cutting the corporate tax rate to 21 percent, congressional
Republicans required businesses, beginning in 2022, to deduct the costs of their R&E investments
(or “amortize” them) over five years instead of deducting the full costs immediately. At the time, the
Joint Committee on Taxation (JCT) estimated that this would raise $120 billion over ten years.

If Congress now wants to reverse this policy — and return the tax treatment of R&E investments
to immediate expensing — then it should simultaneously reverse a corresponding amount of the
deep cut in the corporate tax rate. But that is unlikely to happen in year-end bipartisan legislation.
Meanwhile, corporate interests are expected to continue to press aggressively for a delay of the R&E
provision, which would mean yet another corporate tax cut.

Policymakers should not put corporate interests ahead of the interests of children. That means
that this corporate tax cut related to R&E expenses — or any other business tax cut — should not
move without an expansion of the Child Tax Credit. Some policymakers have already made clear
that they do not support moving ahead with a corporate tax break without an expansion in the Child
Tax Credit. For example, in response to the Census report, Senators Bennet, Brown, and Booker
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and Representatives Delauro, DelBene, and Torres said that Congress should not enact corporate
tax provisions in year-end legislation without also expanding the Child Tax Credit.’

A Record Reduction in Child Poverty

The child poverty rate fell to a record low in 2021, the Census Bureau announced on September
13. The rate fell by 4.5 percentage points, from 9.7 percent to 5.2 percent — the largest year-to-year
drop ever. The rate is a record low not only in Census figures that start in 2009 but in analyses of
historical data assembled by Columbia University back to 1967.

In 2021, two policies in particular drove down child poverty — the expanded Child Tax Credit
and the third round of economic impact payments. In the last two recessions, the federal
government used broad based stimulus payments to help households weather the economic
downturn and to boost demand to help the economy recover.

If the Child Tax Credit had not been expanded

(but with the economic impact payments and other Child Tax Credit Expansion

policies in place), the chﬂd povetty rate Would‘ have Drove Child Poverty Sharply
stood at 8.1 percent. With the Child Tax Credit .
Downward in 2021

expansion also in place, the child poverty rate fell to ‘
5.2 percent. (See Figure 1.) Child poverty rate

Without the Child Tax Credit expansion, some 10% . Without expansion: 8.1%
2.1 million more children would have been in 9.7% ‘
poverty in 2021 — including 752,000 Latino 8
children, 649,000 white children, 524,000 Black 6
children, 89,000 American Indian and Alaska Native ‘
children, and 56,000 Asian children, based on 4 With expansion: 5.2%
Census estimates of families’ taxes.® Moreover, the
Child Tax Credit expansion improved conditions for 2

children of all races and ethnicities and narrowed
differences in poverty rates between them. (See
Figure 2.)
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Note: Annual poverty figures use the federal government’s
Supplemental Poverty Measure.

Source: U.S. Census Bureau figures published September 13,
2022; additional calculations by CBPP
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estimates of children identified as Latino, white, Asian, and Black (including those identified as Latino) and CBPP
analysis of the U.S. Census Bureau’s March 2022 Current Population Survey for estimates of children identified as non-
Latino Black and American Indian and Alaska Native.



FIGURE 2

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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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
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Since economic impact payments are not being considered as an ongoing policy, another way to
look at the data is to consider what the child poverty rate would have been in 2021 if there were no
economic impact payments and no expansion in the Child Tax Credit. Without both of these
policies, child poverty would have stood at 12.5 percent. Adding in the expanded Child Tax Credit
(without the economic impact payments) would have reduced the number of children in poverty by
3.1 million and reduced the child poverty rate to 8.3 percent, itself a historic low, a reduction of one-

third. (See Figure 3.)



How the Child Tax Credit Expansion
Helped Families

The Rescue Act made the full Child Tax
Credit available to children in families with low
earnings or that lack earnings in a year, and it
increased the credit’s maximum amount to
$3,000 per child and $3,600 for children under
age 0. It also extended the credit to 17-year-olds.
The increase in the maximum amount began to
phase out for heads of households making
$112,500 and married couples making $150,000.

For example, a single mother of a toddler and
a second grader, who earns $14,000 a year
providing in-home care to older people (with
work hours that fluctuate significantly from
month to month), received a Child Tax Credit of
$1,725 in 2020. Under the Rescue Plan for 2021,
this family received a $3,600 credit for the
toddler and $3,000 for the second grader, for a
total of $6,600 delivered in stabilizing $550
monthly amounts during the second half of
2021. That was a gain of $4,875 relative to 2020.
Millions of such families benefitted from the
Rescue Plan’s expansion.

The Census Bureau provided real-time data

FIGURE 3

Child Tax Credit Expansion Drove
Child Poverty Sharply Downward
in 2021, Even Without Counting
Economic Impact Payments
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on how parents were spending these monthly deposits and what this meant for children. Food
topped the list of how families with low incomes used this money. (See Figure 4.)



FIGURE 4

Families With Low Incomes Spent Expanded Child
Tax Credit on Basic Needs, Education

Percent of households with incomes below $35,000 who spent their
credit payments on:

Food

Utilities

Rent or mortgage

Clothing

Education costs

Any of the above

Vehicle payments 19%
Paying down debt 17%
Child care* 16%

Savings/investments 8%
Recreational goods | 4%
Giving to charity/family | 1%
Other | 6%

*Percent of households with child(ren) under age 5.

Note: Education costs include school books and supplies, school tuition, tutoring services,
after-school programs, and transportation for school. Household income is in 2020. Figures
are for households who reported receiving a Child Tax Credit payment in the last 30 days in
data collected July 21-September 27, 2021.

Source: CBPP analysis of U.S. Census Bureau Household Pulse Survey public use files for
survey weeks 34-38

CENTER ON BUDGET AND POLICY PRIORITIES | CBPP.ORG

As a result, for example, in the month and a half after the federal government began issuing
monthly payments of the expanded Child Tax Credit, the share of adults living with children
reporting that their family didn’t have enough to eat in the past seven days fell significantly.” The
prevalence of food insecurity among households with children fell substantially, from 14.8 percent in
2020 to 12.5 percent in 2021, and nearly 2.5 million fewer children lived in households that
experienced food insecurity. The share of households where children were food insecure reached a
two-decade low in 2019 (6.5 percent of households with children) but increased significantly early in

7 Daniel J. Perez-Lopez, “Household Pulse Survey Collected Responses Just Before and Just After the Arrival of the
First CTC Checks,” Census Butreau, August 11, 2021, https://www.census.gov/library/stories /2021 /08 /economic-
hardship-declined-in-households-with-children-as-child-tax-credit-payvments-arrived.html; Zachary Parolin ez a/, “The
Initial Effects of the Expanded Child Tax Credit on Material Hardship,” NBER Working Paper No. 29285, September
2021, www.nber.org/papers/w29285; Paul R. Shafer e al., “Association of the Implementation of Child Tax Credit
Advance Payments With Food Insufficiency in US Households,” JAMA Network Open, Vol. 5, No. 1, January 13,

2022, https://jamanetwork.com/journals/jamanetworkopen/fullarticle/2788110.
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the pandemic, rising to 7.6 percent of households with children in 2020. However, this measure
returned to the pre-pandemic low in 2021 (6.2 percent).®

For children, poverty can mean unstable housing, frequent moves, inadequate nutrition, and high
levels of family stress, and other problems. These in turn have been linked with lower reading and
math scores, more emotional and behavioral problems, fewer years of completed education, lower
earnings, higher likelihood of being arrested, and poorer health in adulthood, a 2019 National
Academies of Science, Engineering, and Medicine report on reducing child poverty found. “[The
weight of the causal evidence indicates that income poverty itself causes negative child outcomes,
especially when it begins in early childhood and/or persists throughout a large share of a child’s
life,” the report concluded.’

By contrast, boosting children’s inadequate family incomes with an expanded Child Tax Credit
and reducing poverty over the long term would mean better lifetime health, improved educational
attainment, and higher earnings and better economic circumstances as adults.

Contrary to predictions that the credit would trigger major declines in parental employment, the
number of working-age adults working a large share of the year rose by similar amounts for those
with and without children. The number of adults aged 18 to 64 who worked full time, year-round
rose by 10 million in 2021 — the largest such increase since at least the 1980s — Census reported,
and analysis of the survey data indicates that the rise in the share working full time, year-round was
about as large among adults in families with children under 18 (up 5.8 percentage points) as without
children (up 5.2 percentage points). Similarly, the share working the equivalent of at least half the
year (1,000 hours) rose as much among those with children as those without children.'’Although
most parents received the Child Tax Credit payments starting in July, there was no obvious sign of a
relative decline in either of these measures of parents’ employment.

Without action to expand the Child Tax Credit (and with the expiration of various relief
measures), child poverty is likely to return to about the same level as it was pre-pandemic — pushing
millions of children back into poverty. This presents Congress and the Biden Administration with a
stark policy choice to make this year — they can take steps to expand the Child Tax Credit and
make sustained progress in reducing poverty, or they can see all of the gains made in recent years
evaporate.

8 Alisha Coleman-Jensen ef al., “Household Food Security in the United States in 2021,” U.S. Department of Agriculture,
Economic Research Service, September 2022, https://www.ers.usda.gov/webdocs/publications /104656 /err-309.pdf.

9 National Academies of Sciences, Engineering, and Medicine, A Roadmap to Reducing Child Poverty, National Academies
Press, 2019.

10 CBPP analysis of U.S. Census Bureau’s March Current Population Survey data. For further discussion, see
https:/ /twitter.com/TrisiDanilo/status/1572269274605166594.
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