





Annex 4.

United States: temporarily expanded Child Tax Credit

Background and context of United States
child benefit

The Child Tax Credit is the United States’ single largest
expenditure dedicated to children.%® For one year, as part
of the legislative response to the COVID-19 pandemic,
the United States transformed its Child Tax Credit into
a quasi-universal monthly child benefit. Close to 90 per
cent of children (all but those in the highest-earning
families) became eligible for a monthly benefit of
US$250 per child, with an extra US$50 per month per
child under the age of 6 years. For tax year 2021, the
annual federal Child Tax Credit expenditure rose from
over US$115 billion to more than US$220 billion.

The original Child Tax Credit was created in 1997 It began
as essentially a US$400 credit against income taxes;
as a result, the vast majority of children in families with
low and moderate incomes not high enough to owe

a substantial amount of income tax were ineligible for
either the full benefit or any benefit at all.?>* Instead,
middle-income families were the primary beneficiaries:
after earnings reached US$110,000, the credit value
began to phase out.%® Critically, the tax credit was an
annual benefit, claimed at tax-filing time — thus arriving
as a credit against taxes in the second quarter of the
following year.

Over the next two decades there were multiple
expansions and extensions of the Child Tax Credit,
increasing both the size of the credit and the population
of eligible children, at a rate of one change in law every
two years, or one for each new Congress. Before the
most recent pandemic-era expansion, the three most
significant expansions of the Child Tax Credit occurred in
2001, 2009 and 2017.

The 2001 expansion increased the Child Tax Credit to

a maximum annual benefit of US$1,000 per child and,
importantly, expanded eligibility to some children in low-
income families by making the credit partially refundable,
meaning some families could receive a partial or full
credit even if they did not owe income taxes.

The 2009 expansion, arriving in legislation drafted in
response to the 2008 global financial and economic
crisis, further expanded refundability to allow more
low-income children to be eligible for the benefit. This
expansion was extended twice, in 2010 and 2012, and
subsequently made permanent in 2015. That 2015 bill®
was called the largest anti-poverty bill in the United
States since the policies created in the Great Society
of the 1960s, outside of the 2010 healthcare reform
legislation.

53 The case study was prepared by David Harris (Columbia University and UNICEF Innocenti Senior Fellow) and Megan Curran (Columbia University).
54 The initial Child Tax Credit had a small refundable portion for families with more than two children, allowing some of these families to receive up to the

full credit even if they did not have tax liability.

55 The phase-outs in this brief are for married couples “filing jointly” The Child Tax Credit has lower phase-out levels for single filers.
56 The American Recovery and Reinvestment Act was signed into law in March 2009.



The most recent Child Tax Credit changes prior to the
2021 pandemic expansion came as part of the 2017
large-scale tax reform, the Tax Cuts and Jobs Act
(TCJA). As part of a broader reform of household tax
treatment, the TCJA meaningfully increased the value

of the credit by doubling the maximum annual value of
the Child Tax Credit to US$2,000 per child, but expanded
eligibility primarily to higherincome families and cut

off access for children in immigrant families, who had
long been eligible. Higherearning families with earnings
up to US$400,000 became eligible for the full credit (a
substantial expansion from the prior US$110,000 income
phase-out threshold), while refundability for low-income
families was only modestly expanded, with many lower-
income families seeing a maximum annual increase of
just US$75. The law also, for the first time, excluded
children without Social Security numbers, a critical piece
of government |ID required for many functions, thereby
cutting off undocumented children in immigrant families
despite their being known to the tax system through

an Individual Taxpayer Identification Number when their
parents file taxes.

Under current law, and without further action by
Congress, the TCJA will expire at the end of 2025. It

is thus the baseline with which the subsequent 2021
expansions are compared. But under the TCJA — prior
to the 2021 temporary expansion — the proportion of
children excluded from the Child Tax Credit nationwide
was high. Simply put, the benefit was based on
earnings, so those who earned less, received less.
Poor and low-income children, therefore, were the

least likely to be eligible for the full credit. In practice,
one third of all children in the United States were in
families who earned too little to receive the full Child
Tax Credit. This included one out of every two Black

and Hispanic children. Also disproportionately left out
were families with young children, larger families, rural
families and lone-parent families. At the top of the
income distribution, with the benefit phasing out after
US$400,000 in earnings, only 2 per cent of children were
in families that earned too much to get the full credit and
just 1 per cent were in families that earned too much to
get any credit at all (Collyer, Harris, and Wimer 2019).

The 2021 temporary child benefit expansion
The American Rescue Plan (ARP), signed into law in
March 2021, was a US$1.9 trillion rescue package
(deficit-financed) that included an array of policies
intended to respond to both health and economic
needs related to COVID-19 (Congressional Research
Service 2021). It included expanded unemployment
insurance, economic impact payments (also known

as "“stimulus cheques’ which importantly provided

full, equal payments to children, alongside adults), and
money for states and municipalities. And critically, the
ARP expanded the Child Tax Credit for one year in three
major ways: (1) the credit was made fully refundable so
that children in families with no or low incomes became
eligible for the full benefit; (2) the maximum annual
credit value was increased from US$2,000 to US$3,000
for children under the age of 18,%” with an additional
US$600 paid for children under the age of 6 years; and
(3) half the credit was paid out in advance monthly
payments for the first six months. Families received
regular instalments of up to US$250 per older child and
US$300 per younger child on the 15th of each month
from 15 July to 15 December 2021, with the balance
available at tax time in 2022. This expansion marked a
milestone in social protection provision for families with
children in the United States.

The expansion was structured in such a way as to ensure
that children who had been previously left out of the

full credit because their families did not earn enough to
qualify were now fully included, but also that no higher
earning families lost out on what they were previously
eligible for. The new maximum benefit became available
to families with earnings up to US$150,000; above this
income level, the credit value then phased down to the
previous maximum benefit available under the TCJA. But
the expansion had a wide reach: 90 per cent of children
in the United States were eligible for the full amount of
the newly increased Child Tax Credit benefit. Only 1 per
cent of children were in families who earned too much
to be eligible for any benefit at all.

57 Seventeen-yearolds had never previously been eligible for the Child Tax Credit, as they were cut out of the initial 1997 legislation to lower the cost of the

entire bill.
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The families of over 60 million
children received monthly Child Tax
Credit payments.

The families of over 60 million children received monthly
Child Tax Credit payments in the second half of 2021,

the vast majority through direct deposit in their bank
accounts and the remaining families via cheques in the
mail. The vast majority of families were already known

to the Internal Revenue Service (IRS) because they had
already been income taxpayers and their payments came
automatically, without any extra registration or paperwork
required. For those who were not in the system —
potentially up to 4 million children were in families at risk
of not receiving their payments automatically (Cox et al.
2021) — the IRS created a simplified tax-filing tool and an
online portal for families to access their benefits. Massive
outreach campaigns were launched by both the Biden
Administration and a range of community groups across
the country to inform newly eligible families not recently
connected to the IRS of the need to file for the new credit,
but there was a tight time period in which to do so, given
the rapid turnaround of less than four months between
the legislation passing in March 2021 and the IRS
implementing the law in July 2021. Evidence suggests
that while the majority of children received their benefits
(Hamilton et al. 2022), a proportion of eligible children

did miss out. Efforts to retroactively reach these families
continue.

The expanded Child Tax Credit was modelled on
evidence established over years (Garfinkel et al. 2016;
National Academies of Sciences, Engineering, and
Medicine 2019; Shaefer et al. 2018), and borrowed
design features from other countries. In particular,

the Canadian Child Benefit helped inform three
important aspects of the United States implementation
(Collyer et al. 2020), including (1) the creation of a
one-stop landing page for the benefit at childtaxcredit.
gov (now inoperable), to enable prospective beneficiaries
to more easily access their benefit; (2) the delivery of
the cheques on the same day each month so families
could plan their budgets accordingly; and (3) notation on
the direct deposit and cheques naming the benefit so
that beneficiaries knew what they were receiving and
that it was intended for their children.

Impact of the expanded child benefit

The Child Tax Credit was predicted to cut the annual child
poverty rate in the United States by nearly half, while
reducing racial inequities. And it did. The United States
Census Bureau found that child poverty in 2021 was cut
nearly in half, leading to the lowest child poverty rate

on record as well as the largest percentage reduction

in child poverty on record. Critically, the Census Bureau
specifically found that the child poverty reduction was
driven by the expansion of the Child Tax Credit (Burns,
Fox and Wilson 2022). The number of food-insecure
families with children dropped by over a quarter with

the introduction of the monthly benefit, and increased
when the monthly payments lapsed. Families were

found to spend the benefit on food, housing and other
necessities, including children’s clothing, childcare and
education. Families that were more financially secure
were more likely than those with less money to put the
benefit into savings, but still reported spending at least

a portion of the credit on food and child and household
essentials. Overall, families were better able to meet their
regular expenses while the monthly payments were in
place; purchased not just more, but also healthier food;
reported higher bank balances and less financial stress;
and preferred the monthly payment delivery over the
traditional once-peryear tax refund. Research found no
evidence that the monthly benefit reduced labourforce
participation of the parents of recipients, with a proportion
of parents identifying it instead as an employment support
(Ananat et al. 2022; Curran 2021).

Recent developments and challenges

The intent of the proponents of the 2021 Child Tax

Credit expansion was to make the policy permanent.

A permanent monthly Child Tax Credit accessible to almost
all children would mean that children in the United States
would enjoy similar rights to their counterparts in the

vast majority of OECD countries, where UCBs have long
been a foundational component of national social security
systems.®® As part of subsequent legislation meant to
massively reorder the United States social protection
system to better support children and families, known as
the Build Back Better (BBB) proposal, the expanded Child
Tax Credit would have been continued for another year
with the full refundability component — critical to ensuring
children in families with low and moderate incomes would
retain eligibility — made permanent. The United States has
a bicameral legislature, and while BBB passed the House
of Representatives, it stalled in the Senate.

58 A cost-benefit analysis from Columbia University estimated that a permanent expansion would yield a benefit of US$10 for each US$1 spent from gains in
children's health, educational performance and future earnings and would reduce expenditures for healthcare, child protection and criminal justice

(Garfinkel et al. 2022).


https://www.childtaxcredit.gov
https://www.childtaxcredit.gov
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A permanent
monthly Child Tax
Credit accessible to
almost all children
would mean that
children in the
United States
would enjoy similar
rights to their
counterpartsin the
vast majority

of OECD countries.

In the wake of the temporary federal Child Tax Credit

expansion, and in the void left by its expiration, a handful

of individual states have begun to take action. Notably,
they are enacting their own state-level child tax credits
that for the first time provide the full benefit to the

poorest children. These policies range in size of benefit,

duration and phase-out ranges. Some are temporary
policies and some have been enacted as permanent
law. The most generous of these policies to date is the
new Young Child Tax Credit in Vermont, which provides

an annual US$1,000 per child tax credit to all children in

the state in families with earnings up to US$125,000.%°

These state-level advances represent important progress,

but the policies, for now, are delivered annually rather
than monthly and the magnitude of most state-level
credits, so far at least, does not yet approach the
generosity of the temporary federal expansion.

Policy lessons learned to date
For one brief moment in 2021, the United States

had an affluence-tested qUCB, joining the rest of the
OECD countries in delivering a regular benefit geared
towards children, in the form of an expanded Child
Tax Credit, and the range of evidence available to date
reveals it was an unbridled policy success. It was also
popular among recipients and, importantly, received
little pushback from the broader public. At the same
time, the expanded Child Tax Credit barely had time
to take root — it did not last long enough to become

a permanent fixture of United States social policy

and many families expressed disappointment and
disillusionment when it was taken away.

Given the strong evidence of its success and its
broad support while in place, it remains poised to
be continued again in the future — but whether that
happens in the coming months or takes longer, only
time will tell.

59 Like the federal Child Tax Credit, Vermont's Child Tax Credit is unavailable to undocumented children in immigrant families.
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Almost four years on from the first ILO-UNICEF joint report on social protection for children (2019),
this new joint report provides a global overview of recent developments in social protection
systems for children, including social protection floors, and covers the impact of the COVID-19
pandemic. For the first time in any United Nations publication, comparable trend data on effective
coverage for children, is provided. It offers a broad range of global, regional and country data on
social protection coverage, benefits and public expenditures on social protection for children. With
a particular focus on achieving the globally agreed 2030 Agenda for Sustainable Development,

and its Sustainable Development Goals (SDGs), the report includes access to a comprehensive
statistical table containing the latest social protection data, including detailed country data on SDG

indicator 1.3.1 for children and families with children.
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