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The views expressed are my own and do not 
necessarily reflect official positions 

of the Federal Reserve System.
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Outline

 Understand postpandemic Earnings Growth

– By income groups

– Inflation and earnings growth

– Decompose: Composition and Aggregation

– By industry

 ARPA labor tax credits: inequality and take-up

– Brief introduction of EITC and CTC

– Tax Credits by income groups 

– Tax Credits and employment 

– Take-up* 
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*SOURCE: DFC blog post “Greater Hispanic Outreach Can Improve Take-Up of Earned Income Tax Credit”. 
https://www.dallasfed.org/cd.aspx 
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NOTE: All earners are divided into five groups by income percentiles. Each group’s 
statistic for fourth quarter 2019 is normalized to 0% growth. Vertical line indicates the 
start of the COVID-19 pandemic. SOURCE: IPUMS-CPS, author’s calculation. 

Earnings Growth by Income Quintiles 
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NOTE: All earners are divided into five groups by income percentiles. Each group’s 
statistic for fourth quarter 2019 is normalized to 0% growth. Vertical line indicates the 
start of the COVID-19 pandemic. SOURCE: IPUMS-CPS, author’s calculation. 

Inflation and Nominal Earnings Growth

6



NONCONFIDENTIAL // EXTERNAL

Decompose Earnings Growth  

 Total Change = Composition+ Aggregation

 Composition effect

Change in workforce composition, mainly people losing their jobs 
or coming into the workforce do not earn the same wage as those 
who remained.  

 Aggregation effect 

Changes in wage/earnings net of compositional effects.

 Howard, Rich and Tracy (2022a,b) found unusually large composition 
effects in the positive direction in 2020:Q2 and the opposite sign in 
2021:Q2.
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Composition and Aggregation Effects 
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(a) Composition effect (b) Aggregation effect 

Methodology explained in Howard, Rich and Tracy (2022a,b) 
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By Industry
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Outline

 Understand postpandemic Earnings Growth

– By income groups (Low-income quintiles grew faster)

– Inflation and earnings growth (Earnings grew faster in general)

– Decompose: Composition and Aggregation (Aggregation effect 
dominates)

– By industry (Transportation lags behind)

 ARPA labor tax credits: inequality and take-up

– Brief introduction of EITC and CTC

– Tax Credits by income groups 

– Tax Credits and employment 

– Take-up 
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Outline

 Understand postpandemic Earnings Growth

– By income groups

– Inflation and earnings growth

– Decompose: Composition and Aggregation

– By industry

 ARPA labor tax credits: inequality and take-up

– Brief introduction of EITC and CTC

– Tax credits by income groups

– Tax credits and employment 

– Take-up 
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Brief introduction of EITC   

 Total EITC benefit varies 
by:

– Income

– Marital Status

– Number of 
children/dependents

 EITC requires:

– Age limit (19-65)

– Immigration (non-SSN 
holders can claim if 
dependent have SSN)
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Brief introduction of CTC 

 Total CTC benefit varies by:

– Income

– Age of the child

 EITC requires:

– Qualifying child has SSN
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Tax Credits by Income Groups
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Tax Credits and Employment
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• Research suggests that the EITC reduces poverty

• Encouraged women with children to work, especially a substantial impact
on the labor force participation of single mothers

• (see, Eissa and Liebman, 1996; Meyer and Rosenbaum, 2001; Meyer,
2002; Eissa and Hoynes, 2004; Hoynes and Patel, 2018; Bastian, 2020).
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NOTE: The figure depicts the employment probability among males with different family backgrounds. 
The two vertical lines indicate March 2021, the announcement of expanded CTC plans and July 2021, 
the arrival of the first CTC check.

SOURCE: IPUMS-CPS, author’s calculation. 

Employment after the CTC Expansion: Married Women
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NOTE: The figure depicts the employment probability among males with different family backgrounds. 
The two vertical lines indicate March 2021, the announcement of expanded CTC plans and July 2021, 
the arrival of the first CTC check.

SOURCE: IPUMS-CPS, author’s calculation. 

Employment after the CTC Expansion: Married Men

17



NONCONFIDENTIAL // EXTERNAL

The Cost of EITC and CTC
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EITC Take-up
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SOURCE: DFC blog post “Greater Hispanic Outreach Can Improve Take-Up of Earned Income Tax Credit”
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EITC Take-up

 We conducted a county-level analysis of the correlation between 
socioeconomic factors and EITC take-up.  

 We find EITC take-up is lower in counties with a greater share of 
low-income Hispanic residents. 

 Further analysis shows that the gap between the Hispanic and 
white populations closes once the language barriers are removed.

 These results are robust after removing the inherent differences of 
county or year.

 Conclusion: English proficiency matters
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*SOURCE: DFC blog post “Greater Hispanic Outreach Can Improve Take-Up of Earned Income Tax Credit”. 
https://www.dallasfed.org/cd.aspx 
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Outline

 Understand postpandemic Earnings Growth

– By income groups

– Inflation and earnings growth

– Decompose: Composition and Aggregation

– By industry

 ARPA labor tax credits: inequality and take-up

– Brief introduction of EITC and CTC (only for workers)

– Tax Credits by income groups (targets LMI workers)

– Tax Credits and employment (work incentive for the unemployed)

– Take-up (low for those with income barrier)
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