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Executive Summary

A substantial body of research underscores that 
 ensuring high-quality, developmentally sup-

portive environments for young children—especially 
in the first years of life—is crucial to their individual 
futures and the nation’s future. Yet, millions of chil-
dren today spend large portions of those foundational 
years in low-quality childcare that jeopardizes their 
healthy development.

Most federal funding designed to address this prob-
lem is focused on subsidizing nonparental, out-of-
home childcare. But many lower- and middle-income 
families still lack access to high-quality childcare 
because they do not qualify for subsidies or because 
available subsidies are insufficient. At the same time, 
federal funding provides no help to parents who 
would prefer to care for their children at home but 
cannot financially do so. This report proposes allow-
ing parents to advance future child tax credits into the 
earliest years of their child’s life, giving them greater 
choice in how to raise their young children. 

Our proposal aims to help two groups of parents. 
The first is parents who choose or need to work out-
side the home but lack access to high-quality child-
care. By providing families with earlier access to 
already-committed taxpayer resources, the proposal 
allows them to better obtain the nonparental care 
that serves the best interests of their young child’s 
development. The second group is parents who want 
to spend more time caring for their young children 
themselves, instead of placing them in nonparen-
tal, out-of-home care. For many children, their own 
home is the best early environment for supporting 

their healthy development. Increased parental care 
can yield important developmental benefits for chil-
dren through more one-on-one nurturing interaction, 
increased stability, and more and longer breastfeed-
ing, which is shown to reduce childhood illness and 
improve long-term health and cognitive develop-
ment.1 Our proposal would also help reduce parental 
stress, increase family financial stability, reduce finan-
cial barriers to childbearing, and mitigate marriage 
penalties in other benefits. 

We propose giving parents considerably greater 
flexibility in the timing of their claims for the exist-
ing federal child tax credit (CTC) to accomplish 
these ends. Under current policy (which was recently 
amended temporarily for 2021; see endnote 37), the 
CTC provides parents up to $2,000 per child per 
year for the first 17 years of a child’s life, totaling 
up to $34,000. Our proposal would give parents the 
option to pull up to $30,000 of those funds forward 
into as few as two years, providing up to an additional 
$15,000 per year to help parents better cope with the 
exceptionally high costs of caring for children in their 
first years of life.

The budgetary impact of this proposal is expected 
to be relatively small over the long term because it 
adds no new spending but rather simply permits a 
shift in the timing of an existing tax benefit. In the 
wake of unprecedented increases in federal budget 
deficits driven by the coronavirus crisis, our proposal 
may be more legislatively viable than creating a fed-
eral paid leave program or significantly expanding 
federal funding for nonparental childcare.



2

Improving Early Childhood 
Development by Allowing 
Advanced Child Tax Credits 

Katharine B. Stevens and Matt Weidinger 

Ensuring high-quality, developmentally support- 
  ive environments for young children—especially 

in the first years of life—is crucial to their individual 
futures and the nation’s future. Yet, millions of chil-
dren today spend large portions of those founda-
tional years in low-quality childcare that jeopardizes 
their healthy development. Most federal funding 
designed to address this problem is focused on subsi-
dizing nonparental, out-of-home childcare. But many 
lower- and middle-income families still lack access to 
high-quality childcare because they do not qualify for 
subsidies or because available subsidies are insuffi-
cient. At the same time, federal funding provides no 
help to parents who would prefer to care for their 
children at home but cannot financially do so. We 
therefore propose allowing parents to advance future 
child tax credits into the earliest years of their child’s 
life, improving parents’ ability to choose how and by 
whom their children are cared for during the forma-
tive first years of development. 

Challenges in Providing High-Quality 
Care for Young Children

A large body of scientific research has established 
what parents have long known: Children’s earliest 
years matter greatly to their lifelong well-being and 
achievement. Extraordinary development occurs in 
the first years of a child’s life, forming the bedrock for 
health, intellectual ability, emotional well-being, and 
social functioning throughout their lives. In just the 

first 1,000 days after birth, a child grows from a phys-
ically helpless infant to a running, jumping, climbing 
preschooler. Children’s early cognitive, social, and 
emotional development is equally rapid.2 A respon-
sive, supportive, and nurturing environment during 
this early period is essential to children’s healthy 
development and future success.3 

For most of human history, children’s early devel-
opment unfolded in the home, usually with full-time 
maternal care. Over the past several decades, how-
ever, American family life has undergone a dramatic 
transformation as women have increasingly entered 
the paid workforce. Since 1940, the proportion of 
mothers with children under age 6 who are working 
outside the home has increased sevenfold, from fewer 
than one-tenth to almost two-thirds.4 The share of 
women with infants and toddlers under age 3 who are 
employed nearly tripled from 1965 to 2017, rising from 
21 to 63 percent. (See Figure 1.) 

More than 40 percent of mothers of infants and 
toddlers now work full-time. Nearly 30 percent of all 
first-time mothers return to work within two months 
of giving birth, and 60 percent of low-income moth-
ers return within three months.5 Millions of young 
children today thus spend a substantial portion of 
their earliest years in the care of people other than 
their parents, often beginning in infancy. In 2016,  
47 percent of babies under age 1 and 54 percent of tod-
dlers between age 1 and 2 spent time every week in 
nonparental care.6

Because the one-on-one, nurturing care that 
young children need for healthy development is 
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labor-intensive, it is more expensive to provide than 
care for older children. The median annual cost of 
full-time, center-based care for children under age 
5 averaged over $9,000 per year in 2018, ranging 
across states from $5,760 to $24,081 for an infant 
and from $5,280 to $18,980 for a 4-year-old.7 In  
30 states and the District of Columbia, the average 
price of center-based care for one infant exceeded aver-
age in-state tuition and fees for a public university; in 
39 states and the District of Columbia, center-based 
care for two children—an infant and a 4-year-old— 
cost more than the average mortgage payment.8

Parents believe that the quality of the nonparen-
tal care their children receive is of great importance 
to healthy early development. In a 2016 Robert Wood 
Johnson Foundation (RWJF) survey, for example, 
more than 80 percent of parents said that childcare 
quality has a major impact on children’s kindergarten 

readiness. Over half said it has a major impact on chil-
dren’s future job success; almost 90 percent said it 
has a major impact on a child’s long-term well-being.9 
Yet half of all babies and toddlers—5.7 million chil-
dren under age 3—live in households earning under 
$75,000 per year. For many of those families, 
high-quality childcare is beyond their financial reach. 
(See Figure 2.) 

Among parents in the RWJF survey who described 
their household finances as “not so strong” or “poor,” 
almost half said that high-quality care was difficult 
to find, and 80 percent said their options were very 
limited. Nearly half did not think their children were 
currently in excellent care.10 Similarly, a 2015 Pew 
Research survey found that 62 percent of parents had 
a hard time finding childcare that was high quality and 
affordable.11 A 2017 investigation of childcare avail-
ability in Wisconsin confirmed these reports, finding 

Figure 1. Labor Force Participation of Women with Children Under Age 3, 1965–2017 

Source: US Bureau of Labor Statistics, “Women in the Labor Force: A Databook,” December 2014, https://www.bls.gov/opub/
reports/womens-databook/archive/women-in-the-labor-force-a-databook-2014.pdf; US Bureau of Labor Statistics, “Table 6. Employ-
ment Status of Mothers with Own Children Under 3 Years Old by Single Year of Age of Youngest Child and Marital Status, 2015–2016 
Annual Averages,” April 20, 2017, https://www.bls.gov/news.release/famee.t06.htm; and US House of Representatives, Committee 
on Ways and Means, “Chapter 9: Child Care,” in Green Book, 2018, https://greenbook-waysandmeans.house.gov/2018-green-book/
chapter-9-child-care.
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that providers with high ratings from the state’s qual-
ity assessment system were concentrated in wealthier 
areas, with few high-quality providers in low-income 
communities.12 Research has consistently found that 
much childcare fails to promote children’s learning 
and development, sometimes even jeopardizing their 
physical safety.13 

The bottom line is that millions of families lack 
access to the high-quality care they know is crucial 
to their child’s development and well-being. Many 
must choose among placing their child in non-
parental childcare they do not think is good for their 
child, working even longer hours to cover the costs 
of higher-quality care, or undermining the family’s 
financial stability by having a parent remain at home. 
This is tough on parents, as well as children. One 
2011 study found, for example, that mothers who 
chose childcare for practical reasons—such as cost 
and availability—rather than quality showed sig-
nificantly higher rates of depression in subsequent 
months.14

Current Federal Funding for the Care of 
Children 

Current federal programs to address this problem 
aim to help families balance the competing demands 
of work and raising their young children by subsidiz-
ing nonparental, out-of-home care.15 In 2019, fed-
eral funding for nonparental care totaled almost  
$27 billion, including funds provided by Head Start, 
the Child Care and Development Fund, the child and 
dependent care tax credit, and the Temporary Assis-
tance for Needy Families program.16 

Several recent congressional proposals have called 
for increasing this funding to as much as $70 billion 
per year. The Child Care for Working Families Act 
(introduced as H.R. 1364 and S. 568 in 2019) would 
fully subsidize nonparental care for families earning 
under 75 percent of the state median wage and pro-
vide substantial subsidies to families earning between 
75 and 150 percent of the median wage.17 The Univer-
sal Child Care and Early Learning Act (introduced as 

Figure 2. Distribution of Children Under Age 3 by Household Income

Source: US Census Bureau, Current Population Survey, “2019 Annual Social and Economic Supplement,” https://www2.census.gov/
programs-surveys/cps/tables/hinc-03/2019/hinc03_2_1.xls.
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S. 1878 and as H.R. 3315 in 2019) would fully subsi-
dize nonparental care for families with household 
income under 200 percent of the federal poverty level 
and provide partial subsidies to families above that 
level.18 More recently, President Joe Biden proposed 
spending an additional $775 billion over 10 years to 
“ensure access to high-quality, affordable childcare 
and offer universal preschool to three- and four-year 
olds,” among other benefit expansions.19 These pro-
posals would roughly triple current spending on 
out-of-home care and education and are expected to 
significantly increase the number of young children in 
nonparental care.20

Many argue that greatly increased funding for non-
parental, out-of-home care is an important benefit 
for both parents and children by enabling parents— 
especially mothers—to remain in the workforce, build-
ing their careers and boosting family income while 
enhancing young children’s development through par-
ticipation in high-quality programs. A heavy emphasis 
on nonparental care has three significant drawbacks, 
however, each meriting careful consideration. 

The first and most important drawback is that 
increased access to higher-quality nonparental child-
care is not what most parents want. The work and 
care choices parents make are generally viewed as a 
proxy for their preferences. However, research sug-
gests that those choices often reflect financial con-
straints, rather than what parents actually prefer. 

A major survey of parents with children age 5 or 
under, conducted by Public Agenda in 2000, found 
that in fact a high-quality childcare center was the 
“least preferred” care arrangement for almost half  
(46 percent) of parents surveyed.21 Four of five parents 
said that young children were less likely to get suffi-
cient affection and attention from caring, well-trained 
professionals in a high-quality center than they would 
at home with a parent. 

Instead, parents overwhelmingly said they pre-
ferred parental care for their young children. Nine of 
10 said that if a family can afford it, it is almost always 
best for young children if one parent stays home with 
them full-time; more than one-third said for children 
under age 2, it is “absolutely essential.” At the same 
time, however, two-thirds of parents surveyed said it 

was not financially feasible for most families to have 
one parent stay at home to care for their children 
even if that was what they wanted to do.22 

Parents of older children have expressed similar 
views. A 2013 Pew Research survey found that over 
half of employed mothers with a child under age 18 
said they would prefer to be home with their children 
but were forced to work to support their family finan-
cially.23 Almost two-thirds of employed parents with 
annual household incomes less than $50,000 and 
more than three-fifths of employed parents who had 
not attended college said they would prefer to stay 
home to care for their children.24 In a 2016 Pew sur-
vey, three-fifths of all respondents said children under 
age 18 are better off when a parent stays home.25

Large proportions of fathers, specifically, said 
they would rather care for their children than work 
outside the home, showing that stay-at-home father-
hood now carries less stigma than it has in the past. 
In a 2015 Gallup poll, over one-quarter of employed 
fathers said their ideal would be to stay home to care 
for their house and family.26 In Pew’s 2013 survey, 
almost half of employed fathers said they would pre-
fer to be home with their children but had to work 
for financial reasons.27 

These surveys underscore that current policy and 
proposals to increase funding for nonparental, out-of-
home early care and education fail to address what 
most parents really want: to spend more time raising 
their own young children. Such proposals may increase 
access to higher-quality care for lower-income work-
ing families currently forced to put their child in sub-
standard care. They may also provide new resources 
to middle- and upper-income families that currently 
pay childcare expenses out of their own pocket. But 
they offer no help to parents who want to care for 
their young children themselves. If the number of 
children in nonparental childcare increased substan-
tially under these proposals as projected, even fewer 
parents would be caring for their own children—the 
opposite of what most parents say they want. 

The second drawback of those proposals is that 
increasing the time young children spend in nonpa-
rental, out-of-home childcare does not necessarily 
promote their healthy early development. While the 
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world that children are born into has changed dra-
matically, the optimal developmental environment 
for many young children is still their own home. 

Not all parents can or want to stay home to care 
for young children, and parenting quality clearly var-
ies. But, generally speaking, the one-on-one, nurtur-
ing care that young children require to thrive is more 
likely to occur in a home than a group, institutional 
setting.28 Adapting to out-of-home childcare environ-
ments can be difficult for young children, especially in 
larger groups, which are less able to provide one-on-
one interactions with caregivers and are stressful for 
some children.29 Research has found that while disad-
vantaged children can benefit from high-quality early 
childhood programs, spending large amounts of time 
in out-of-home paid childcare can also have adverse 
effects.30 

The third drawback of those proposals is that 
they direct substantial new benefits to middle- 
and upper-income families, rather than targeting 
resources to the low-income families most in need. 
Further, even as policymakers and the public increas-
ingly understand the lifelong importance of the early 
childhood years, many do not view additional fund-
ing for nonparental care as the best strategy for 
advancing children’s well-being. A heavy emphasis 
on expanding out-of-home care and education may 
ultimately impede, rather than advance, the bipar-
tisan political and public commitment needed to 
strengthen early childhood policy more broadly in 
the long run.

The Child Tax Credit

While no existing federal program is designed to help 
parents stay home to care for their own young chil-
dren, the CTC provides both tax relief and refund-
able credits to assist parents with the costs of raising 
them.31 Signed into law in 1997, the original legisla-
tion set the per-child credit at $400 per year in 1998 
and $500 per year thereafter, for each year from the 
child’s birth through age 16.32 Since then, Congress 
has steadily increased the credit, setting it in the 
2017 Tax Cuts and Jobs Act at $2,000 per child for 

2018 through 2025.33 If the $2,000 value is extended 
beyond that date, the credit will provide a maximum 
of $34,000 over a child’s life.34

In 2017, Congress also raised the CTC’s eligibility 
ceiling and refundability level. Married couples filing 
jointly with modified adjusted gross incomes up to 
$400,000 (and up to $200,000 for singles and heads 
of household) are eligible to claim the full credit.35 
For parents with at least $2,500 of labor earnings but 
not enough income to owe individual income tax, the 
credit is partially refundable at a maximum of $1,400 
per child for 2018 through 2020.36 On March 11, 2021, 
President Biden signed the American Rescue Plan Act 
of 2021, which provides for a temporary expansion of 
the CTC for 2021.37 

Figure 3 shows the phase in of the CTC for joint 
filers before the most recent temporary change for 
2021—by family income and the number of children 
the credit is claimed for—assuming the family had no 
income other than labor earnings. The figure shows 
that the CTC was not payable to families with earn-
ings under $2,500 and rose as earnings increased 
above that level, with the full $2,000 per child pay-
able when earnings for joint filers reached $30,000 
for families with one child, $36,000 for families with 
two children, and higher levels for families with addi-
tional children. 

From 1998 to 2018, total federal CTC assistance 
provided to families has risen from roughly $16 billion 
to $118 billion (in constant 2020 dollars), as shown in 
Figure 4.38 

The Advancing Support for Working 
Families Act: A Step in the Right Direction

Congress has recently begun considering several new 
approaches to increase financial help for families with 
newborn or newly adopted children. One proposed 
approach is to allow new parents to receive advance 
payment of a portion of their child’s lifetime CTC. 
The most prominent proposal along these lines is the 
Advancing Support for Working Families Act, a bipar-
tisan proposal introduced in 2019 as S. 2976 by Sens. 
Bill Cassidy (R-LA) and Kyrsten Sinema (D-AZ) and 
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Figure 3. Phase In of CTC Value by Income and Family Size, Joint Tax Filers

Source: Megan Curran and Sophie Collyer, “Children Left Behind in Larger Families: The Uneven Receipt of the Federal Child Tax 
Credit by Children’s Family Size,” Poverty and Social Policy Brief 4, no. 4 (March 4, 2020), https://static1.squarespace.com/
static/5743308460b5e922a25a6dc7/t/5e605fe34cbc0979d6dd5ac8/1583374310078/Child-Tax-Credit-Larger-Families-
CPSP-2020.pdf.
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as H.R. 5296 by Reps. Colin Allred (D-TX) and Elise 
Stefanik (R-NY).39 President Donald Trump endorsed 
the proposal in his 2020 State of the Union address. 

The Advancing Support for Working Families Act 
proposes allowing parents who qualify for the full 
$2,000 per-child annual CTC to receive up to $5,000 
of their child’s lifetime credit in the year of the child’s 
birth or adoption.40 Taxpayers who do not qualify 
for the full $2,000 credit could receive an advanced 
amount up to 25 percent of their labor earnings in 
the prior year. The advanced credit would be repaid 
by increasing future tax liability by one-tenth of the 
advanced amount in each of the 10 following years.41 
For example, if the full $5,000 were advanced, taxes 
would be increased by $500 in each of the following 
10 years. A taxpayer could elect to defer repayment 
by one year for each year in which his or her labor 
earnings had declined by at least 20 percent from 
the preceding year, with a total allowable deferral of 
three years.

Supporters of this approach sometimes describe 
the repayment as a reduction in future CTCs. How-
ever, future payments of increased tax would gen-
erally apply even if the taxpayer no longer qualified 
for the CTC. For example, the taxpayer would still 
be liable for the additional tax if the child no lon-
ger lived with the taxpayer or if the taxpayer could 
not claim the CTC due to exceeding the maximum 
income for eligibility.42 

The Flexible Child Tax Credit Offers a 
Better Approach

The most important advantage of the Advancing Sup-
port for Working Families Act is that it enables par-
ents to draw forward future taxpayer subsidies to a 
time when they most need those resources to care for 
their children. Because the proposal provides families 
with additional flexibility in the use of a current sub-
sidy rather than creating a new program or increas-
ing total benefits, it is more likely to win bipartisan 
support and boosts chances for enactment in the face 
of large budget deficits. A significant drawback of the 
proposal, however, is that, for many parents, $5,000 is 

insufficient to meet crucial child development needs 
during their children’s earliest years. 

We therefore propose building on this approach 
with the “flexible child tax credit” (Flexible CTC), 
which offers parents still greater flexibility. Specifi-
cally, we propose allowing parents to advance up to 
$30,000 of future CTCs per child into any or all of 
the first five years of the child’s life, limited to a max-
imum of $15,000 per year. When added to the $2,000 
current-year credit (that is, payable for years others 
than 2021 under the current temporary expansion), 
this would provide families with access to as much as 
$17,000 in assistance in a single year, or $34,000 in 
as few as two years for a child during the years from 
birth through age 5. For example, a family could elect 
to receive the maximum $15,000 Flexible CTC for 
each of the child’s first two years, $10,000 for each of 
three years, $7,500 for each of four years, $6,000 for 
each of five years, or some mix of these as best fit the 
family’s needs.

Key Provisions. Repayment terms under the Flexi-
ble CTC would be similar to those proposed for the 
Advancing Support for Working Families Act but with 
a longer repayment period. Families would repay the 
advanced amount in equal parts in each of the 15 years 
following the advance through an increase in future 
tax liabilities, independent of eligibility for the CTC 
in those years.43 If a family drew forward $15,000 into 
the year following their child’s birth, for example, 
their taxes would increase by $1,000 each year for the 
following 15 years. For taxpayers who qualified for a 
full CTC in the subsequent years, that future tax lia-
bility would be equivalent to a reduction in the CTC 
from $2,000 to $1,000 per year.

While the Advancing Support for Working Fami-
lies Act allows parents to receive advance payment of 
their child’s CTC only in the first year after birth or 
adoption, the Flexible CTC would allow advance pay-
ment into any or all of the child’s first five years of life. 
As with the Advancing Support for Working Families 
Act, the maximum amount drawn forward in any year 
would be determined by the value of the CTC par-
ents qualified for based on prior-year earnings. Par-
ents who drew funds forward in multiple years would 
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repay those additional amounts through increased tax 
liabilities over subsequent years, although total repay-
ments for a single child would not exceed $2,000 in 
a single year (equivalent to the maximum amount of 
the CTC a family is eligible for under current law out-
side of 2021).

If parents’ earnings fell short of the amount needed 
to qualify for a full $2,000 CTC, special rules would 
apply to the amount that could be drawn forward. The 
Flexible CTC would allow an advanced credit equal 
to 75 percent of labor earnings for the year. Both the 
$15,000 and the 75 percent limits are triple the corre-
sponding values in the Advancing Support for Work-
ing Families Act. 

An important advantage of allowing parents to 
advance future CTC payments into any of the first five 
years of their child’s life is incentivizing both work 
and marriage, especially for single parents. Because 
parents would need to have labor earnings in the prior 
year to qualify for the Flexible CTC, the availability of 
Flexible CTC funds could encourage some adults to 
start working—and others to work more—in advance 
of having a child. Further, the continued availability 
of the Flexible CTC over multiple years could encour-
age some parents to continue working or to marry a 
worker to be eligible for a subsequent Flexible CTC 
payment.

For example, if a mother earned enough in the year 
before her child’s birth to qualify for a full $2,000 CTC, 
she could draw $15,000 forward into her child’s first 
year. If she chose to stay home with her baby full-time 
in that first year, however, she would not qualify for 
an additional advance payment in the child’s second 
year due to an absence of earnings in the first year. 
But if she worked part-time during the child’s first 
year or married a worker with earnings sufficient 
to qualify the household for a CTC in the following  
year, she would be eligible to receive a second Flexible  
CTC payment.

The maximum Flexible CTC could be claimed 
by a family of four with two children and an annual 
income as low as $36,000 because, as discussed ear-
lier, such a family is eligible for the full $2,000 CTC 
per child. So, while it does not provide a solution for 
families with no or very low earnings, it would provide 

substantial help to many middle-income families with 
young children. 

Advantages of the Flexible CTC. The crucial 
advantage of the Flexible CTC is that it substantially 
improves parents’ ability to choose how and by whom 
their children are cared for during the formative first 
years of development. It enables working parents to 
access higher-quality childcare during their child’s 
earliest years, when childcare is especially expensive, 
or to avoid that cost by staying home to take care of 
their child themselves. In addition, the Flexible CTC 
boosts family income at a critical point, strengthen-
ing the financial stability of young families and low-
ering family stress while promoting parenthood and 
encouraging marriage. At the same time, however, it 
minimally affects the long-run budget deficit.

Empowers Parental Choice. The Flexible CTC empow-
ers parents to choose—and better afford—the care 
they believe is in the best interests of their family and 
their child’s development. Parents choosing to use the 
Flexible CTC can decide when the additional funds 
would be most helpful. Some parents might especially 
need additional resources in the first two years of their 
child’s life. Or perhaps a grandparent is available to 
cover childcare needs until the child turns age 2, after 
which additional funds would be needed to access 
high-quality childcare.44 Parents can also choose to 
work either full- or part-time, according to their indi-
vidual circumstances, and adjust the level and timing 
of the Flexible CTC as needed to help replace fore-
gone wages. Finally, parents who choose to continue 
working can use the Flexible CTC funds to purchase 
higher-quality care than they otherwise would be able 
to afford, whether outside the home or provided in 
their home by a nanny or other caregiver.45 

Families would respond differently to this poten-
tial boost in income depending on their particu-
lar situation. For example, 45 percent of children 
from birth to age 3 living in families below the pov-
erty level are currently cared for full-time by a par-
ent, as our AEI colleague Angela Rachidi has noted.46 
Some of those parents may have decided to remain 
home rather than work because they lack access to 
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adequate childcare, which then results in family pov-
erty. The Flexible CTC would encourage such adults 
to increase work and earnings—especially prior to a 
child’s birth—by offering them additional support 
in the year after the child’s birth if they did so. For 
lower- and middle-income households in which both 
parents must work to meet expenses but earn too 
much to qualify for childcare subsidies, the Flexible 
CTC makes it possible for one parent to reduce work 
hours, enabling families to maintain sufficient income 
if they choose to care for their own young children. 

Boosts Income When It Matters Most. Another crucial 
benefit of the Flexible CTC is that it allows families 
to shift income to their children’s earliest years, when 
family resources are usually the most constrained 
and, at the same time, those resources are most 
important for children’s healthy development.47 The 
Flexible CTC gives families access to needed addi-
tional income during their children’s critical early 
years, while repayment affects their income in later 
years when earnings are likely to be greater, childcare 

expenses are lower, and much less is at stake for their 
child’s development.

Parents of young children incur extraordinary 
expenses, such as childbirth costs, baby supplies, and 
childcare, when they are least financially stable: typi-
cally in the earlier stages of their careers, with lower 
earnings, fewer savings, and less access to credit to 
finance investment in their children. (See Figure 5.) In 
fact, among families with a child under age 3, roughly 
15 percent live in poverty, compared to about 10 per-
cent for families whose youngest child is age 13 to 17. By 
allowing this shift in taxpayer support to children’s first 
years when they are most likely to be poor, the Flexible 
CTC could therefore also help reduce child poverty. 

The simplified scenarios in Table 1 illustrate how 
this policy would affect the annual income of two typ-
ical families, each with one child. Calculations are for 
2019; they assume $25,000 annual earnings for each 
parent who is working full-time and expenditures of 
$10,000 per year for out-of-home infant care.

The first example shows a two-parent household 
in which each parent works full-time, earning $25,000 

Figure 5. Average Earnings of Employed Adults by Age, 18 to 54 (2019)

Note: “Average earnings” is the average “total wage and salary per person,” excluding those with no earnings.
Source: US Census Bureau, “Current Population Survey (March Supplement),” https://data.census.gov/mdat/#/search?ds= 
CPSASEC2019. 
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per year. If that family opts for a maximum annual 
Flexible CTC payment of $15,000 for the first year 
after their baby’s birth, one parent can stay at home 
for that year to care for their newborn child. While 
the family’s wages decline by $25,000 during the 
year a parent stays home to care for their infant, that 
lost income is fully offset by the combination of the 

Flexible CTC ($15,000) and the family’s savings from 
not having to pay for childcare ($10,000). In addition, 
the lower income means that the family owes lower 
payroll taxes, does not owe income taxes, and qual-
ifies for the earned income tax credit (EITC). The 
household’s after-tax income net of childcare costs 
is therefore more than $7,000 higher than if both 

Table 1. How the Flexible CTC Would Benefit Illustrative Families with a Newborn That Want to 
Spend More Time Caring for Their Child

  Two-Parent Household One-Parent Household

  Current Law Flexible CTC Current Law Flexible CTC

Wages*

          $25,000 +  
          $25,000

           $25,000 +
                       $0 $25,000

(Full-Time Work)
$12,500

(Part-Time Work)      = $50,000
 (Both Parents Work)

       = $25,000
  (One Parent Works)

Childcare Expenses** $10,000 $0 $10,000 $5,000

Payroll Taxes**** $3,825 $1,913 $1,913 $956

Federal Income Taxes 
Before Credits*****

$2,684 $60 $665 $0

   Child Tax Credit $2,000 $1,460****** $2,000*** $1,400

    Earned Income  
Tax Credit

$0 $3,493 $2,568 $3,526

Net Federal Income 
Taxes 

$684  
Liability

$4,893  
Credit

$3,903 
Credit

$4,926 
Credit

Flexible CTC — $15,000 — $15,000

After-Tax Income, 
Net of Childcare 
Costs

$35,491 $42,980 $16,990 $26,470

Note: *Assumes $25,000 per year per adult for full-time work and $12,500 per year for half-time work. **For simplicity, assumes no 
government childcare subsidy or receipt of the child and dependent care tax credit (receipt of which could also affect the CTC and 
the disposable income levels displayed). ***Includes $1,335 in refundable and $665 in nonrefundable credits. ****Includes total 
employee share of Social Security (6.2 percent), Medicare (1.45 percent). Additional state payroll taxes may apply. *****Assumes one 
child and no other income or expenses in 2019, according to source methodology. Additional state income taxes may apply. Couple 
claims $24,400 standard deduction and single parent claims $18,350 standard deduction. ******Includes $1,400 in refundable and 
$60 in nonrefundable credits.
Source: Authors.
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parents worked full-time and paid for a year of out-of-
home childcare.

The second example shows a single mother, also 
working full-time and earning $25,000 per year, who 
shifts to part-time work after her baby is born, to 
increase the time she spends caring for her child. If she 
opts for a maximum annual Flexible CTC payment of 
$15,000 for the first year after her child is born, she can 
care for her newborn infant half-time because her wage 
decline of $12,500 is offset by a Flexible CTC payment 
of $15,000 plus $5,000 saved in childcare costs. Her 
payroll taxes fall, and her EITC benefits rise. Her fami-
ly’s after-tax income net of childcare costs is therefore 
increased by more than $9,000. 

This latter example shows how the Flexible CTC 
would especially help single parents improve their 
children’s early life conditions. A single mother with 
a young child could use the Flexible CTC resources 
to spend more time caring for her child, support-
ing her child’s development at home if that is what 
she believes is best while still maintaining a higher 
income than under current law. Or she could use 
those resources to purchase higher-quality or addi-
tional hours of childcare, allowing her to increase 
her work and earnings and lifting her family’s income 
even beyond that shown in Table 1. 

The financial implications of the Flexible CTC 
would clearly vary depending on specific family cir-
cumstances, and these simplified illustrations may 
overstate or understate the benefits of the proposal 
for specific families. For example, we have assumed 
that the families do not collect government child-
care subsidies or the often-modest Section 21 child 
and dependent care tax credit (CDCTC), for which 
some families may be eligible. Receipt of those ben-
efits would increase the disposable income levels 
shown on Table 1, including for families with contin-
ued childcare expenses that claim the Flexible CTC.

We have also ignored potential changes in eligibil-
ity for other means-tested benefits such as the Sup-
plemental Nutrition Assistance Program (commonly 
known as food stamps) or the Section 36B Affordable 
Care Act premium assistance credits due to reduced 
earnings from work. Nor have we accounted for the 
value of lost benefits from work or the effect of time 

out of work on a parent’s subsequent earnings.48 Ben-
efits could be larger than shown for parents whose 
childcare costs are higher than assumed in the exam-
ple or for those who value the care they provide at 
home more highly than even the most expensive care 
they could purchase outside the home. Families earn-
ing more than the amounts shown in these examples 
would likely benefit financially as well, especially if 
they have more costly childcare arrangements or are 
caring for multiple children. Precisely because all 
family situations are different, it is important that 
parents be empowered to make the best work and 
family decisions.

Promotes Parenthood. By increasing the financial fea-
sibility of having children, the Flexible CTC proposal 
could also help address declining birth rates, which 
reached their lowest level in US history in 2018.49 In 
addition to supporting parents who are caring for one 
young child, the proposal promises even greater finan-
cial advantages to parents who have more children. 

For example, if parents had three children, each 
born two years apart, the advantages of the Flexi-
ble CTC would multiply. A family with one work-
ing parent could receive financial support over a 
series of years, enabling the other parent to provide 
care at home instead of struggling to afford increas-
ingly expensive out-of-home care for a growing num-
ber of children. The financial advantages would rise 
well above the levels noted in Table 1 for a single 
child, offering benefits to more families and possibly 
encouraging additional childbearing. 

Alleviates Marriage Penalties. As two earners marry 
and combine incomes, their higher family income 
reduces or even eliminates their eligibility for the 
EITC. But the Flexible CTC could help alleviate that 
substantial marriage penalty accompanying the EITC, 
making marriage a more financially attractive option 
for lower-income parents.50 Under the Flexible CTC, 
if two parents marry and one parent reduces hours 
of work or temporarily steps out of the workforce to 
care for a young child, reduced family income could 
be boosted by both the Flexible CTC and continued 
eligibility for the EITC. This would also minimize 



13

IMPROVING EARLY CH ILDHOOD DEVELOPMENT BY ALLOWING ADVANCED CH ILD TAX CREDITS                 

the EITC marriage penalty in such years. And, as 
described above, the availability of the Flexible CTC 
in more than one year could encourage single parents 
to marry a working partner to maintain eligibility for 
subsequent Flexible CTC payments.

Has Minimal Impact on Long-Run Budget Deficit. 
Finally, a key advantage of the Flexible CTC is that 
the total per-child funds available under the current 
CTC would not appreciably change. The Flexible CTC 
proposal would therefore have little long-term effect 
on the deficit because it simply shifts the timing of 
an already-promised tax benefit.51 The proposal could 
possibly result in higher EITC payments and reduced 
payroll and other tax revenue if it led to more par-
ents reducing, rather than increasing, work and earn-
ings. If such costs were substantial, Congress could 
offset them by reducing the income phaseout for the 
CTC, which was significantly increased in 2017. On 
the other hand, some lower-income parents who use 
the Flexible CTC to care for their child at home might 
otherwise have received childcare subsidies to pay for 
out-of-home childcare. Those subsidies would then 
be available to other families for whom out-of-home 
care is a better choice. 

Our proposal would increase the deficit within a 
10-year budget window by allowing parents to draw 
forward funds that otherwise would be available only 
outside that budget window. However, because the 
increase would be largely temporary and the advances 
recovered over time, the cost within the 10-year 
window is not a true cost of the proposal. Waiving 
pay-go rules to accommodate the temporary deficit 
increase—which would be offset over time as repay-
ments are made—would therefore make sense.

Q&A

The following are selected questions and answers 
about the Flexible CTC proposal.

Is This Just an Attempt to Prevent More Spend-
ing on Childcare Subsidies? No. Increasing fund-
ing for childcare is a separate question. In theory, 

Congress could both increase funding for childcare 
and adopt the Flexible CTC. But even if budget and 
other concerns constrained large increases in child-
care funding in the long run, the Flexible CTC could 
substantially improve parents’ ability to care for their 
children and provide for their families right now, with 
virtually no increase in the long-run deficit. 

How Is This Different from the Aid to Fam-
ilies with Dependent Children Welfare Pro-
gram, Which Paid Parents When They Did Not 
Work? This is not a welfare program. The Flexible 
CTC is based on earnings from work, just like the 
CTC; it simply gives parents more control over when 
they access a tax credit already available to help them 
cover costs of raising their children. If some parents 
want to use those funds to stay home to care for their 
children, they can. Meanwhile, others might use the 
flexible funds to purchase higher-quality childcare so 
they can work and earn more. Parents are in the best 
position to decide, and the choice would be theirs. 

Is This an Effort to Force Women Back into the 
Home? No one would be forced to do anything under 
the Flexible CTC. The choice to use the Flexible CTC 
would belong to each family. If a family chooses not to 
use it, nothing would change. Only parents who think 
it would help their families would opt for this more 
flexible way of collecting a current benefit.

Why Not Let Parents Draw Forward More Than 
$15,000 If They Want To? The Flexible CTC is 
designed to provide new parents with better options 
to care for their children when it matters most. For 
that purpose, limiting the maximum Flexible CTC to 
$15,000 per year is the best way to target resources to 
those most in need. 

Additional resources of $17,000 (the combina-
tion of the $15,000 maximum Flexible CTC payment 
plus the current $2,000 CTC) is sufficient to off-
set lost income if a parent of modest means opts to 
spend more time caring for his or her child. Provid-
ing advanced access to $15,000 per year for two years 
would also extend the developmental benefits for 
young children of being cared for by their parents, if 
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that is how parents choose to use the funds. Similarly, 
for a parent who chooses to purchase more or better 
nonparental care for their child, $17,000 is also suffi-
cient in most areas, for even the youngest children. 

Allowing a larger advance is more likely to direct 
resources further up the income scale where other 
benefits and resources, including the CDCTC and pri-
vate savings, are likely to be available. 

Would There Be Restrictions on How Par-
ents Could Spend the Flexible CTC? Could 
High-Income Parents Accelerate the CTC to 
Increase Their Investments in Interest-Bearing 
Accounts? There are no restrictions on how the 
Flexible CTC could be spent, just as there are none 
on spending the CTC today. While the proposal 
enables parents to access higher-quality childcare or 
offset lost wages when a parent stays home to care 
for a child, other uses may include saving for college 
or other education, making a down payment on a 
house, or accounting for other costs associated with 
raising children. The proposal trusts parents, regard-
less of their income level, to decide how best to use 
the funds, just like they are already trusted to spend 
the CTC. Congress could choose to apply maximum 
income limits on parents eligible to claim the Flexible 
CTC if policymakers were concerned about families 
without clear need claiming this new benefit.

If Parents Collect the Flexible CTC During 
Their Child’s Early Years, Won’t They Have 
Higher Tax Liabilities When Their Children Are 
Older? If parents claim the Flexible CTC during their 
child’s early years, their total tax liability would rise 
accordingly in later years of a child’s life, which is an 
important factor for families to consider. For many 
families, however, children’s later years are when they 
have higher earnings and lower, if any, childcare costs. 
For parents electing to take the Flexible CTC, those 
factors may more than offset the burden of increased 
tax liability when their children are older.

How Would the Flexible CTC Be Disbursed? 
It may be desirable to have the payments disbursed 
monthly to give families more timely access to needed 

resources, as with the Section 36B Affordable Care Act 
premium assistance credit.52 Some bills in the 116th 
Congress—including H.R. 1560, H.R. 3157, S. 690, and 
S. 1138—would authorize monthly disbursement of 
the CTC. The American Rescue Plan Act of 2021 tem-
porarily authorizes monthly payment of an enlarged 
CTC beginning in July 2021. 

What Happens If Current CTC Provisions Are 
Not Extended Beyond 2025? Strong bipartisan sup-
port already exists for keeping the CTC at $2,000, and 
the CTC was just increased temporarily for 2021.53 
There is no discernible support in either party for 
allowing the CTC to fall back to $1,000, which is con-
sistent with the history of this kind of legislation: For 
example, despite the controversy over the 2001 tax 
cut, its middle-class provisions were permanently 
extended with bipartisan support.54

Conclusion 

While policymakers are increasingly seeking better 
ways to support families with children, they face mul-
tiple constraints. Current annual budget deficits had 
reached $1 trillion before the coronavirus crisis and 
will exceed at least $3 trillion in its wake. After the 
crisis has passed, deficits are expected to continue 
increasing due to growing entitlement costs associ-
ated with the retirement of the baby-boom genera-
tion.55 Policymakers seeking to identify affordable, 
bipartisan measures to make a measurable difference 
would do well to consider how services and supports 
already available can be redesigned to more effec-
tively help families with young children. 

The pandemic has also highlighted the need for 
innovative policies enabling parents to better balance 
work with caring for their young children. While the 
CTC already promises up to $34,000 in taxpayer sup-
port to assist parents over the first 17 years of their 
child’s life, the design of the benefit unnecessarily 
limits parents’ ability to truly change the trajectory 
of their child’s and family’s life with those funds. The 
Advancing Support for Working Families Act would 
give families some additional control over how to care 
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for their young children by allowing parents to draw 
forward up to $5,000 of the CTC into the year of a 
child’s birth or adoption. But why constrain flexibility 
to just $5,000? 

Policymakers often talk of providing states with 
the flexibility to test new and better ideas. But don’t 
the millions of families across America struggling to 
make ends meet while raising their young children 
deserve that same kind of flexibility? Why prevent 
parents from using already-promised tax benefits in 
their children’s earliest years when their family needs 
those resources the most? The Flexible CTC removes 
such restrictions, enabling parents to decide when 
and how to use the funds to advance the well-being of 
their children and their family. 

This idea is about more than just modestly reducing 
a family’s tax bill over the years, as the current CTC 
does. It serves a much more important goal: empow-
ering parents to balance their need for earnings with 

their desire to truly flourish by raising healthy, happy 
children and building strong families. How to do that 
is best determined by millions of parents themselves, 
not regulated by lawmakers in Washington, DC. The 
Flexible CTC would give America’s parents a powerful 
new tool to make the best decisions for their children 
and families—and at an affordable cost for taxpayers. 
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