WEUPJOHN
INSTITUTE

FOR EMPLOYMENT RESEARCH

Upjohn Institute Working Papers Upjohn Research home page

12-13-2024

What Is the Value of the Child and Dependent Care Credit?

Gabrielle Pepin
W.E. Upjohn Institute for Employment Research, pepin@upjohn.org

Upjohn Institute working paper ; 24-411

Citation

Pepin, Gabrielle. 2024. "What Is the Value of the Child and Dependent Care Credit?" Upjohn Institute
Working Paper 24-411. Kalamazoo, MI: W.E. Upjohn Institute for Employment Research. https://doi.org/
10.17848/wp24-411

This title is brought to you by the Upjohn Institute. For more information, please contact repository@upjohn.org.


http://www.upjohn.org/
http://www.upjohn.org/
https://research.upjohn.org/up_workingpapers
https://research.upjohn.org/
https://doi.org/10.17848/wp24-411
https://doi.org/10.17848/wp24-411
mailto:repository@upjohn.org

What Is the Value of the Child and Dependent Care Credit?

Authors
Gabrielle Pepin, W.E. Upjohn Institute for Employment Research

Upjohn Author(s) ORCID Identifier
https://orcid.org/0000-0002-3156-0268

This working paper is available at Upjohn Research: https://research.upjohn.org/up_workingpapers/411


https://orcid.org/0000-0002-3156-0268
https://research.upjohn.org/up_workingpapers/411

WEJPJOHN INSTITUTE

FOR EMPLOYMENT RESEARCH Researching the causes and consequences of unemployment

What Is the Value of the Child and Dependent Care Credit?

Upjohn Institute Working Paper 24-411

Gabrielle Pepin
W.E. Upjohn Institute for Employment Research
Email: Pepin@upjohn.org

December 2024

ABSTRACT

The Child and Dependent Car Credit (CDCC) subsidizes child care costs for working families.
In response to the Covid-19 pandemic, the American Rescue Plan Act of 2021 increased the
CDCC’s generosity during 2021 only. I find that while the CDCC is of relatively little value in
its current form, increases in eligibility rates and conditional benefits under the pandemic
expansion increased the credit’s value dramatically. Conditional on CDCC eligibility, higher-
income households experienced the largest increases in benefit levels under the expanded
CDCC, but lower-income households benefited disproportionately when measuring benefits as a
share of income or child care spending.
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What Is the Value of the Child and Dependent Care Credit?

By GABRIELLE PEPIN®

Child care in the United States is expensive,
with median prices for one child ranging from
9-16 percent of median family income (Poyatzis
and Livingston 2024). High child care costs may
lead parents to exit the labor force, jeopardizing
their long-term earnings trajectories (Angelov,
Johansson and Lindahl 2016, Kleven, Landais
and Sggaard 2019, Kleven et al. 2019, Kleven,
Landais and Leite-Mariante forthcoming), or to
place their children in less expensive, lower-
quality child care arrangements that could hin-
der human capital development (Cunha and
Heckman 2007, Havnes and Mogstad 2011, Cor-
nelissen et al. 2018).

Currently, the Child and Dependent Care
Credit (CDCC) subsidizes child care costs for
working families. The federal CDCC, a nonre-
fundable tax credit based on income and child
care expenses, is available to households with
children younger than 13 in which all parents
have positive annual earnings. In previous work,
I find that CDCC benefits increase paid child
care use, suggesting that the credit assists at
least some working parents in paying for care
(Pepin accepted). Nonetheless, the CDCC is not
particularly generous, does not keep pace with
inflation, and fails to reach low-income families
who do not have positive tax liability after de-
ductions.

In light of an increased need for child care
during the Covid-19 pandemic, the American
Rescue Plan Act of 2021 (ARPA) expanded the
CDCC and made it fully refundable during 2021
only. This increased the maximum annual ben-
efit for most families with two or more children
from $1,200 to $8,000 and allowed low-income
families to receive a tax refund. In this paper,
I estimate CDCC eligibility and benefits among
families with young children from 2009-2023,
giving particular attention to changes that oc-
curred under the ARPA expansion.

* Pepin: W.E. Upjohn Institute for Employment Research,
300 S. Westnedge Avenue, Kalamazoo, MI 49007-4686,
Pepin@upjohn.org.

I. Institutional Details

The CDCC can help to defray child care ex-
penditures for working parents. In every year
since 2003 except 2021, households have been
able to claim up to $3,000 worth of work-related
care expenses per year for each of up to two
qualifying individuals. Qualifying individuals
include children younger than 13, as well as
spouses and other dependents who are “inca-
pable of self-care.” Households may claim al-
most any out-of-pocket care expenses for the
credit, with the exception of care provided by
a noncustodial parent. After listing those ex-
penses, along with their earnings and the child
care provider’s tax identification or Social Secu-
rity number, on their tax forms, households can
receive a tax credit worth up to 35 percent of
expenditures. However, if any parent’s earnings
are less than child care expenditures, the CDCC
is calculated as a percent of that parent’s earn-
ings, rather than their child care spending.

While the CDCC benefit schedule implies
that, in theory, taxpayers may receive up to
$2,100 in benefits, this does not happen in prac-
tice. Taxpayers with less than $15,000 in ad-
justed gross income (AGI), who face the maxi-
mum 35 percent benefit rate, do not have posi-
tive tax liability after taking the standard deduc-
tion and, therefore, do not benefit. Among tax-
payers with more than $15,000 in AGI, the ben-
efit rate decreases until it remains at 20 percent
for those with $43,000 or more in AGI, who can
receive up to $600 per child.

The red line in Figure 1 displays maximum ef-
fective CDCC benefits for households with two
or more children as of 2020, by federal AGI.!
The figure shows that because the CDCC is non-
refundable, taxpayers’ incomes must exceed the

' Among low-income households, I assume that all income
comes from earnings. Results are similar for low-income tax-
payers with unearned income, though benefits are less generous.
Additionally, at low-income levels where benefits are a function
of earnings, I display maximum benefits for single households.
Results are similar for married households, though benefits are
less generous.
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tax filing threshold of about $19,000 to be eli-
gible for benefits. For taxpayers with incomes
above this threshold, benefits increase with in-
come before reaching a peak of about $1,500 at
about $34,000 in AGI. As expected, those with
$43,000 or more in AGI receive up to $1,200.
The blue line shows that taxpayers with one
child face a less generous but otherwise similar
CDCC benefit schedule.
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FIGURE 1. MAXIMUM CDCC BENEFITS

Notes: Maximum effective federal CDCC benefits for house-
holds with one or two or more qualifying individuals after ac-
counting for income tax liability, by federal AGI as of 2020 and

2021.
Source: Author’s calculations using federal tax forms and

TAXSIM.

The green and yellow lines in Figure 1 doc-
ument how ARPA—which made the CDCC re-
fundable, increased the maximum qualifying ex-
penditure amount to $8,000 per child, and in-
creased the benefit rate to 50 percent of qual-
ifying expenditures—affected benefits during
2021. As expected, low-income taxpayers be-
come eligible for benefits, which phase in at low
income levels, where they are a function of earn-
ings. Benefits then hold steady at $8,000 for tax-
payers with two or more children and $16,000
or more in AGI and at $4,000 for taxpayers with
one child and $8,000 or more in AGI. Under the
expansion, taxpayers with $125,000 or more in
AGI (not shown in Figure 1) faced lower ben-
efit rates, and the credit phased out completely
among taxpayers with more than $400,000 in
AGL

The CDCC is one aspect of a patchwork of
supports available to families with child care ex-
penses. In addition to the CDCC, this patchwork
includes free or subsidized child care services
via Child Care and Development Fund subsi-
dies, Head Start, and Early Head Start and de-

MONTH YEAR

pendent care flexible spending accounts (FSA).
Child care subsidies and Head Start and Early
Head Start serve low-income families, but ac-
cess is limited. For example, in some states,
there are more eligible applicants for subsidies
than available funds can reach, and, as of 2023,
14 percent of Head Start classrooms were closed
due to staffing shortages (National Head Start
Association 2023, Schulman 2024). Addition-
ally, child care subsidies often do not fully cover
families’ care expenses.

Turning to programs that are not means-
tested, the CDCC and dependent care FSA di-
rectly subsidize families’ out-of-pocket child
care expenditures. Employees whose employ-
ers offer FSAs may set aside up to $5,000 of
earnings before taxes for child care. The em-
ployer deducts this income from employees’
paychecks, but employees receive reimburse-
ment for care spending. As the FSA has not
been updated since 1986, its benefits remain lim-
ited. Less than half of civilian workers have ac-
cess to an account, and maximum annual bene-
fits sum to only $1,200 for households with up
to $100,000 in AGIL.> While taxpayers may re-
ceive benefits from both dependent care FSAs
and the CDCC, they may not double count ex-
penses across the two programs.

II. CDCC Eligibility and Benefits across the
Income Distribution over Time

I use data from the 2010-2024 Current Popu-
lation Survey Annual Social and Economic Sup-
plements (CPS ASEC) to estimate CDCC eligi-
bility rates and benefits among households with
children younger than six years old. The CPS
ASEC is an annual, state-representative survey
that captures demographics, prior year income,
and prior year work-related child care expen-
ditures for nearly 100,000 households.? T use
the CPS ASEC data, along with the National
Bureau of Economic Research’s TAXSIM pro-

2Bureau of Labor  Sttistics, Employee  Ben-
efits in the United States, March 2024,
https://www.bls.gov/ebs/publications/employee-benefits-in-
the-united-states-march-2024.htm.

3Regarding child care spending, each reference person liv-
ing with a child younger than 15 years old is asked, “Did
(you/anyone in this household) PAY for the care of (you/their)
(child/children) while they worked last year? (Include preschool
and nursery school; exclude kindergarten or grade/elementary
schoool)?”
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gram, to simulate households’ CDCC benefits as
of the previous calendar year.* In doing so, I as-
sume that taxpayers tax-minimize and claim all
child care expenditures for the CDCC. This may
lead to overestimates of eligibility and benefits if
households claim child care expenditures under
dependent care FSAs or are reluctant to report
payments made to child care providers “under
the table” on their federal tax forms. I there-
fore estimate upper bounds on these measures
but note that, as the CDCC increases in value,
the relative benefits of tax evasion behavior and
FSAs decrease.

Figure 2 displays CDCC eligibility rates by
income quintile from 2009-2023. The figure
shows that, for all years in the analysis period,
eligibility rates increase with income, with eco-
nomically significant differences across income
quintiles. Specifically, in years outside of 2021,
0-3 percent of the lowest-income households
are eligible for the CDCC, while 43-49 per-
cent of the highest-income households are eli-
gible for the credit. In the appendix, I show
that higher-income households are more likely
to meet all three of the CDCC’s eligibility re-
quirements: They are more likely to have child
care expenditures, all parents working, and pos-
itive tax liability after deductions and other tax
credits.
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FIGURE 2. CDCC ELIGIBILITY RATES BY AGI QUINTILE

Notes: CDCC eligibility rates among households with children
younger than six years old from 2009-2023, by AGI quintile.
Source: Author’s calculations using 2010-2024 CPS ASEC with
household weights and TAXSIM.

As expected, Figure 2 implies that the ARPA
expansion, which made the CDCC refundable

“4Details regarding the simulation procedure can be found in
the appendix.
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during 2021 only, increases the lowest income
quintile’s eligibility rate by eight percentage
points to 10 percent. The policy change also
is associated with a dip in the highest-income
quintile’s eligibility rate, as four percent of
households in Quintile 5 have incomes that ex-
ceed the 2021 credit’s limit. Eligibility rates in
the other income quintiles hold relatively steady
during 2021.

In the appendix, I find that, across all years,
eligibility rates are highest among demographic
groups with relatively high average incomes,
including married, white, and college-educated
households. In general, eligibility gaps across
demographic groups with different average in-
comes shrink—but do not close completely—
when the CDCC becomes refundable. For ex-
ample, the pre-pandemic 6.9-percentage-point
gap between married and single households’ el-
igibility decreases to 2.4 percentage points dur-
ing 2021.

Next, I turn to estimating households’ CDCC
benefits, conditional on eligibility. Figure 3 dis-
plays CDCC benefits (2023 dollars) for eligible
households by income quintile over time. As
with eligibility rates, benefits tend to increase
with income, and average benefits are substan-
tially lower among households in the lowest in-
come quintile, whose nonrefundable benefits are
limited by their tax liability. In particular, the
figure shows that benefits average less than $200
in the lowest income quintile and more than
$900 in the highest income quintile before the
pandemic. Increases in child care spending as
income increases, which I document in the ap-
pendix, drive differences in benefits across the
top four income quintiles.

Results shown in Figure 3 imply that the
ARPA expansion leads to dramatic increases
in CDCC benefit levels for all income groups.
However, changes in benefit levels are regres-
sive, as the expansion exacerbates differences in
benefits across the income distribution. Higher-
income quintiles experience larger average ben-
efit increases, with the exception of the top quin-
tile, which includes households with incomes at
which benefits phase out. Specifically, the fig-
ure shows that, relative to 2019, average bene-
fits increase by about $1,100 so that they sum to
about $1,300 in Quintile 1 and increase by about
$2,700 to reach about $3,500 in Quintile 4.
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FIGURE 3. CONDITIONAL CDCC BENEFITS BY AGI QUIN-
TILE

Notes: Average CDCC benefits among eligible households with
children younger than six years old from 2009-2023, by AGI
quintile, in 2023 dollars.

Source: Author’s calculations using 2010-2024 CPS ASEC with
household weights and TAXSIM.

III. Equity in the Value of Conditional CDCC
Benefits

Relatively low conditional benefit amounts
among low-income households under both the
current and expanded CDCC may be discourag-
ing for policymakers who would prefer equity—
or even progressivity—in benefit levels across
the income distribution. While this is a valid
concern, another way to assess the value of
the CDCC is to examine the degree to which
it reduces families’ child-care-related financial
strain. In this section, I estimate alternative mea-
sures of CDCC generosity—namely, benefits as
a share of child care spending and AGI.

I document the extent to which the CDCC
covers eligible households’ child care expendi-
tures in the top panel of Figure 4. The fig-
ure shows that, in most years, the CDCC off-
sets the smallest share of child care expenditures
for households in the lowest income quintile,
where average benefits as a share of spending
hover around nine percent. For the other four
quintiles, benefits as a share of income decrease
as income—and child care spending—increase.
Pre-pandemic benefits as a share of income are
therefore greatest in Quintile 2, where they cover
17 percent of child care expenditures on average.

Results displayed in the top panel of Figure
4 indicate that, consistent with the increases in
benefit levels documented in Section II, ARPA
generates large increases in benefits as a share of
child care spending. Impacts on spending shares
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FIGURE 4. ALTERNATIVE MEASURES OF CDCC BENEFIT
GENEROSITY BY AGI QUINTILE

Notes: Alternative measures of CDCC benefit generosity among
eligible households with children younger than six years old
from 2009-2023, by AGI quintile. Top panel: CDCC benefits
as a share of work-related child care expenditures on average.
Bottom panel: CDCC benefits as a share of AGI on average.
Source: Author’s calculations using 2010-2024 CPS ASEC with
household weights and TAXSIM.

are much more progressive than impacts on ben-
efit levels, as the expanded CDCC comprises re-
markably similar portions of child care expen-
ditures across the bottom four income quintiles.
Specifically, it comprises around 40 percent of
child care spending in Quintiles 1-4 and 17 per-
cent of spending in Quintile 5. Hence, in addi-
tion to making the CDCC a much more valu-
able tax benefit, ARPA minimizes differences
in benefits as a share of spending across all but
the highest-income households, who benefit less
from the policy change.

The bottom panel of Figure 4 displays CDCC
benefits as a share of households’ AGI. Across
all income quintiles and years outside of 2021,
the CDCC comprises less than two percent
of AGI on average. Under ARPA, benefits
constitute a much larger share of AGI, with
lower-income quintiles experiencing the largest
changes. I find that the 2021 CDCC comprises
11 percent of AGI in Quintile 1, six percent in
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Quintile 2, three percent in Quintiles 3 and 4,
and one percent in Quintile 5.

IV. Discussion

Child care is notoriously expensive in the
United States, and supports to defray families’
costs remain limited. In this paper, I examine
the value of one such support—the CDCC, an
income tax credit intended to help working fam-
ilies pay for child care. I find that, in its cur-
rent form, the CDCC’s value is relatively low,
especially for low-income households who do
not tend to benefit from a nonrefundable tax pro-
gram. However, I find that a temporary expan-
sion of the credit during the Covid-19 pandemic
increased its value dramatically through large in-
creases in eligibility rates and conditional bene-
fits. Conditional on CDCC eligibility, higher-
income households experienced the largest in-
creases in benefit levels under the expanded
credit, but lower-income households benefited
disproportionately when measuring benefits as a
share of income or child care spending.

Evidence points to a tension between CDCC
generosity and equity in conditional benefit lev-
els across the income distribution. By increasing
the maximum qualifying expenditure amount to
$8,000 per child, the ARPA expansion generated
relatively large benefit increases among house-
holds spending the most on child care, who tend
to have higher incomes. In theory, increasing the
progressivity of the benefit schedule would in-
crease equity in benefit amounts. However, even
if households in the lowest-income quintile had
faced CDCC benefit rates as high as 100 percent
of qualifying expenditures during 2021, their av-
erage benefits would have fallen short of those
in the top three quintiles. Moreover, differences
in eligibility rates will continue to persist under
a more progressive benefit schedule unless low-
income households’ work and child care spend-
ing decisions are very responsive to changes in
CDCC policy.

Despite challenges in achieving equity in
terms of CDCC benefit levels, results suggest
that increasing the credit’s value would reduce
the financial strain that child care expenses place
on all working parents and low-income parents
especially. As I find that the 2021 CDCC cov-
ered around 40 percent of child care spending
for all but the highest-income households, in-
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creasing the credit’s generosity on a permanent
basis would help to fill large gaps in the meager
patchwork of supports available to families with
young children in need of care.
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