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Summary
In Mark Greenberg’s view, a national child care strategy should pursue four goals. Every parent
who needs child care to get or keep work should be able to afford care without having to leave
children in unhealthy or dangerous environments; all families should be able to place their chil-
dren in settings that foster education and healthy development; parental choice should be re-
spected; and a set of good choices should be available.

Attaining these goals, says Greenberg, requires revamping both federal child care subsidy pro-
grams and federal tax policy related to child care. Today subsidies are principally provided
through a block grant structure in which states must restrict eligibility, access, or the extent of as-
sistance because both federal and state funds are limited. Tax policy principally involves a mod-
est nonrefundable credit that provides little or no assistance to poor and low-income families.

Greenberg would replace the block grant with a federal guarantee of assistance for all families
with incomes under 200 percent of poverty that need child care to enter or sustain employment.
States would administer the federal assistance program under a federal-state matching formula
with the federal government paying most of the cost. States would develop and implement plans
to improve the quality of child care, coordinate child care with other early education programs,
and ensure that child care payment rates are sufficient to allow families to obtain care that fos-
ters healthy child development. Greenberg would also make the federal dependent care tax
credit refundable, with the credit set at 50 percent of covered child care costs for the lowest-
income families and gradually phasing down to 20 percent as family income increases.

The combined subsidy and tax changes would lead to a better-coordinated system of child care
subsidies that would assure substantial financial help to families below 200 percent of poverty,
while tax-based help would ensure continued, albeit significantly reduced, assistance for fami-
lies with higher incomes. Greenberg indicates that the tax credit expansions are estimated to
cost about $5 billion a year, and the subsidy and quality expansions would cost about $18 billion
a year.
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Any national strategy to substan-
tially reduce poverty should ad-
dress child care for low-income
working families. Affordable
child care helps parents enter

and sustain employment. Assistance with
child care costs helps families increase their
disposable incomes. Higher-quality care is
linked with improved outcomes for children.

Although child care policy should address the
needs of poor families, it should be designed
to help a much larger group of Americans.
Families across the income spectrum need
stable, affordable, quality child care, and ad-
dressing their needs should not be viewed
principally as a poverty or welfare issue.
Child care simultaneously provides a work
support for parents and an early education
experience for children. Policymakers must
be mindful of this dual role.

A national child care strategy should reflect
four goals. Every parent who needs child care
to get or keep work should be able to afford
care that does not leave the children in un-
healthy or dangerous environments. Every
family should be able to place its children in
settings that foster education and healthy de-
velopment. Every family should be able to
choose among child care providers. For
parental choice to be meaningful, a set of good
choices should be available to all families.

U.S. child care policy fails to meet these
goals. Current policy has two principal com-
ponents: tax-based assistance to middle- and
higher-income families and block grant fund-
ing to states to assist lower-income families.
The only federal entitlements to child care
assistance are those provided through the tax
code, the vast majority of which go to middle-
and upper-income families. Only a small frac-
tion of the low-income children who are eli-

gible for assistance through the federal block
grant framework receive it. The nature and
extent of that assistance varies widely from
state to state and often fails to provide fami-
lies access to the safe and developmentally
appropriate care that is likely to be available
to higher-income families. In many states,
working families face waiting lists or can ac-
cess care only through the welfare system.
Low-income families who receive no assis-
tance pay greater shares of their income than
do higher-income parents but purchase less
expensive care.

A better approach would restructure both tax
and nontax policy as part of an overall na-
tional child care strategy. Congress should ex-
pand the Child and Dependent Care Tax
Credit (CDCTC) and replace the existing
block grant structure with a new federal-state
matching structure to guarantee subsidy as-
sistance to families with incomes below 200
percent of the official poverty line. A guaran-
tee of child care assistance that does not de-
pend on a family’s state of residence, or on its
welfare status, or on whether the funding for
the year had been exhausted would promote
work, ensure better care for children, and re-
duce poverty among working families.

Such a guarantee would improve families’
ability to purchase care, but it would not, in
itself, ensure the availability of good choices
for all families. Simply increasing families’
purchasing power will not ensure an ade-
quate supply of care in lower-income com-
munities, increase the educational qualifica-
tions and compensation of child care
teachers, or promote the development of a
coordinated early education system. Ensur-
ing the availability of good choices to all par-
ents will require a combination of demand
and supply strategies. Thus, each state should
be charged with developing and implement-
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ing a strategic plan to improve the quality of
care available to families and with coordinat-
ing child care with other programs and activ-
ities in its early education system. The fed-
eral government should provide dedicated
funding to support these efforts.

Low-Income Families, Work, 
and Child Care
Most of the nation’s 13.5 million low-income
families with children (those with household
income below 200 percent of the poverty
line) include a full-time, year-round worker.1

In two-thirds of the nation’s 5.7 million poor
families with children (those with household
income below the poverty line), a family
member worked during the year; in one-
third, a family member worked full-time,
year-round.2 The share of poor children in
families with a year-round full-time worker
grew substantially during the 1990s and de-
spite some fall-off since 2000 remains well
above the share during the early 1990s.3

Low-income working families are less likely
to pay for child care than are higher-income
families. When they do pay, they purchase
less expensive care, but pay a much larger
share of their income for it.4 They are much
less likely to use center-based care. Within
each type of care, they pay considerably less
than higher-income families do. On a per-
hour basis, families with incomes above
$75,000 pay more than twice as much for
care as families with incomes of $10,000 or
less and about 60 percent more than families
with incomes between $10,001 and $30,000.5

Most low-income working families do not re-
ceive child care assistance. Federal law per-
mits states to use their federal child care
block grant funds to provide subsidy assis-
tance to families with incomes below 85 per-
cent of state median income. Almost all states

elect to set lower eligibility thresholds. The
U.S. Department of Health and Human Ser-
vices (HHS) has estimated that 28 percent of
children eligible under state rules received
subsidies in 2003.6 HHS estimated that the
12 percent of children eligible under federal
law received subsidy assistance in 1999, but
thereafter it ceased reporting the share of
federally eligible children who received child

care assistance. The Center for Law and So-
cial Policy estimated that 14 percent of feder-
ally eligible children—about one in seven—
received child care assistance in 2000.7

The lack of child care assistance has adverse
effects on families and lowers the likelihood
that parents can sustain employment. Parents
lacking child care assistance may go into
debt, return to welfare, choose lower-quality
and less stable child care, lose time from
work, or be forced to choose between paying
for child care and paying for rent or clothes.8

Although researchers have not experimen-
tally evaluated how providing child care assis-
tance affects parental employment, a set of
studies has found that low-income parents
who receive help meeting child care costs are
more likely to get and keep work. One re-
search summary reported that “while em-
ployment and subsidy use are inherently in-
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tertwined, each influencing the other, moth-
ers who use subsidies appear more likely than
other low-income mothers to: work at a job,
work more hours, work standard schedules,
sustain employment, [and] earn more.”9

Child care subsidies increase family dispos-
able income by freeing up dollars that would
otherwise go for child care. Providing a sub-
sidy to offset a family’s child care costs does
not in itself affect poverty under official
measures, because noncash benefits are not
treated as income and work expenses are not
considered in determining the number of
families in poverty. But Isabel Sawhill and
Adam Thomas have estimated that if child
care expenses were considered, an additional
1.9 million people, including more than 1
million children, would be considered poor.10

By lowering prices, subsidies can improve ac-
cess to higher-quality care. A National Acade-
mies report found that “the quality of child
care is likely to have important consequences
for the development of children during the
early years and middle childhood,” and that
because of the amount of time children spend
in child care, “child care provides an impor-
tant opportunity to promote [children’s]
healthy development and overall well-
being.”11 The report noted, “In comparison to
their higher income peers, children of low-
income families appear more likely to receive
poor-quality child care and less likely to re-
ceive excellent quality child care, especially in
the early years.”12 Although higher cost does
not ensure higher-quality care, it is often at
least a prerequisite as many characteristics of
higher-quality care, including better-trained
teachers, smaller class sizes, and lower adult-
child ratios, are more costly.13 Low-income
parents are more likely than higher-income
parents to cite cost or affordability as a key
factor in choosing child care arrangements.14

Higher-quality care is associated with better
child outcomes on a range of key school-
readiness dimensions, including “basic cogni-
tive skills (language and math) and children’s
behavioral skills in the classroom
(cognitive/attention skills, sociability, prob-
lem behaviors, and peer relations), both of
which are important factors in children’s abil-
ity to take advantage of the opportunities
available in school.”15 In their article in this
volume, Greg Duncan, Jens Ludwig, and
Katherine Magnuson note that new scientific
research documents lifelong consequences
from early brain development, as well as the
importance of “earlier foundational skills” on
which “complex cognitive capacities are
built,” and cite evidence that high-quality in-
tensive early education programs can im-
prove children’s life chances. Most child care
available today does not reach the quality of
such intensive programs. Nevertheless, re-
searchers at the Institute for Research on
Poverty have concluded, “Children who at-
tend higher-quality child care settings . . . dis-
play better cognitive, language, and social
competencies on standardized tests.”16 The
Cost, Quality, and Outcomes in Child Care
Centers Study, which began in 1993, was a
longitudinal study of children in four states,
and was designed to examine the influence of
typical center-based child care on children’s
development. The study population was lim-
ited to children in families that had elected
center-based care. The study found that “the
quality of children’s experiences in typical
child care centers affects . . . their readiness
for school,” with higher quality associated
with improved math and language abilities, as
well as social skills.17

Child care subsidies appear to promote ac-
cess to center-based care. The National
Academy of Sciences reported, “Both experi-
mental and correlational studies have found
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that center-type experiences are associated
with higher scores on cognitive and language
assessments, particularly for 3- and 4-year
olds.”18 Poor children particularly benefit
from access to center care, but low-income
children are less likely to be in center-based
care than are their higher-income peers.19

However, low-income children receiving
child care subsidies are more likely than
other low-income children to participate in
center-based care arrangements.20

Federal Child Care Policy and
Funding: A Summary
Although a wide range of federal programs
support early care and education in some
manner, federal child care policy has two
principal components: tax provisions and
block grant funding to states.21 The tax and
block grant provisions differ in eligible popu-
lation, type of care paid for, amount of assis-
tance, delivery mechanism, and virtually
every other policy dimension.

The major federal tax provisions relating to
child care are the Child and Dependent Care
Tax Credit and exclusions from income for
benefits under dependent care assistance
programs (DCAPs). The CDCTC is a tax
credit for a portion of child and dependent
care expenses for children under age thirteen
or for dependents of any age who are men-
tally or physically unable to care for them-
selves. In 2006, the maximum credit was 35
percent of the first $3,000 of qualifying ex-
penses for one child or dependent or $6,000
for two or more qualifying children or de-
pendents. No family qualifies for the maxi-
mum credit because of the way the provision
interacts with tax rates and other credits. As
income rises, the credit gradually declines to
cover 20 percent of qualifying expenses (at
income levels of $43,000 and higher). In
2005, a total of 6.3 million tax units claimed

the CDCTC with an average benefit of $529.
The CDCTC cost $2.7 billion in 2006.22

The CDCTC is not refundable: a family’s
credit cannot exceed the amount of its in-
come tax liability. As a result, the credit pro-
vides almost no benefit to lower-income fam-
ilies. In 2005, families with incomes below
$20,000 received an estimated 0.6 percent of
CDCTC benefits, while two-thirds of the
benefits went to families with incomes ex-
ceeding $50,000.23 A single parent paying for
child care for two children would not benefit
from the credit unless her earnings reached
about $21,500.

Dependent care assistance programs allow an
exclusion from taxable income for employer
contributions toward child and dependent
care benefits. The amount of the exclusion is
limited to $5,000 per family per year. Bene-
fits may take several forms, but the most
common is a salary reduction plan in which
employees may set aside up to $5,000 from
annual pretax earnings for work-related child
or dependent care expenses. The program
cost an estimated $810 million in lost federal
revenue in 2006.24

The DCAP structure provides little or no
benefit to lower-income families. Because it
allows only an exclusion from taxable income,
families with no tax liability receive no bene-
fit from the provision. Moreover, because it
reduces taxable income, it provides the most
assistance to higher-income families with
higher marginal tax rates.25

The largest source of federal child care sub-
sidy funding for low-income families is the
Child Care and Development Fund. CCDF
involves a complex mix of federal and state
funding.26 A state can also transfer up to 30
percent of its Temporary Assistance for Needy

N e x t  S t e p s  f o r  F e d e r a l  C h i l d  C a r e  P o l i c y

V O L .  1 7  /  N O.  2  /  FA L L  2 0 0 7 77

04 5565-4 greenberg.qxp  7/15/2007  7:34 PM  Page 77



Families (TANF) funds to its CCDF program.
It must spend most of its CCDF funds on sub-
sidy assistance for families with incomes below
85 percent of state median income. A state
must also spend at least 4 percent of its CCDF
funds to promote the quality of child care.
Quality expenditures can benefit all families,
including those who do not qualify for CCDF
subsidies. State CCDF programs must meet

federal “parental choice” requirements.
Under the federal requirements, families must
have the option of receiving a voucher that can
be used with an eligible provider, and state
policies and requirements cannot expressly or
effectively exclude any category of care or type
of provider. Federal law also provides that
state payment rates must be sufficient to en-
sure “equal access” to child care services com-
parable to those provided to families not eligi-
ble to receive child care assistance under
CCDF or other programs. Most CCDF assis-
tance (85 percent in 2005) is delivered
through vouchers, with the remainder pro-
vided through contracts with providers (11
percent) or cash to families (4 percent).

The TANF block grant is the other principal
federal source of low-income child care assis-
tance. Under TANF, each state qualifies for
an annual block grant. A state’s TANF grant
may be used for cash assistance for low-
income families and a wide array of other
benefits and services. Total federal funding to

all states is $16.8 billion a year. States must
also spend a specific amount of state funds
(known as the “maintenance of effort” re-
quirement) to avoid being penalized. A state
may “directly spend” an unlimited amount of
TANF funds for child care for “needy” fami-
lies—that is, families that meet the state’s
definition of low-income. It may directly
spend TANF funds whether or not it also
transfers TANF funds to CCDF. When a
state directly spends TANF funds for child
care, it may, but need not, follow CCDF
rules concerning eligibility, parental choice,
and quality.

Federal child care subsidy funding grew rap-
idly after the enactment of the 1996 welfare
law, but the rapid growth ended early in this
decade. Total child care spending across
CCDF, TANF, and related state funds
reached $12.3 billion in 2003 and fell to
$11.7 billion in 2005.27 The Deficit Reduc-
tion Act of 2005 increased federal funding by
$200 million a year. Thus it will eventually
not be possible to sustain current spending
and service levels unless federal funding is
increased or states spend new state funds.

The Department of Health and Human Ser-
vices has estimated that 2.2 million children
were assisted through CCDF, TANF, and a
small amount of Social Services Block Grant
funding in 2005, down from a peak of about
2.45 million children earlier in the decade.
Those children represent a small share of the
15.7 million children who were eligible for
CCDF assistance in federal fiscal year 2000
(the most recent year for which data are
available).

Goals and the Limits 
of Current Policy
Measuring the effectiveness of current child
care policies and evaluating the strengths and
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weaknesses of alternatives necessarily depend
on one’s goals. My own view, noted above, is
that a sound national child care policy should
have four goals: every parent who needs child
care to enter or sustain employment should
be able to afford care that does not risk leav-
ing children in unhealthy or dangerous envi-
ronments; all families should have the oppor-
tunity to have their children in settings that
foster education and healthy development;
parental choice should be respected; and
good choices should be available to families.

The current U.S. policy structure falls far
short of meeting these goals. Rather than en-
suring assistance to all families who need child
care to go to or sustain work, current policy of-
fers aid to only a small minority of low-income
families. Even those receiving subsidies may
not be able to place their children in care that
fosters education and healthy development.

The tax system provides a small entitlement
to middle- and upper-income families, but no
help to the poorest families. In theory, the
CDCTC could provide up to $2,100 to a fam-
ily with child care costs of or exceeding
$6,000. In reality, the credit is small in rela-
tion to child care costs, wholly unavailable to
poor families, and provides little help to
other low-income families. For example,
Leonard Burman and his colleagues have cal-
culated that in 2005, because of the
CDCTC’s interaction with other credits and
effective tax rates, a single-parent family with
$6,000 of countable expenses would qualify
for no credit at an income of $21,000; for a
credit of $810 at an income of $25,000, and
for a maximum credit of $1,560 at $33,000.28

Subsidy policy principally relies on providing
block grants to states and letting them design
their own policies to ration these funds.
Overall, about one in seven children eligible

for CCDF assistance receives it. Coverage is
probably most extensive for families receiv-
ing or leaving TANF assistance and least ex-
tensive for working families without any re-
cent welfare connection.29 Because available
funding is not sufficient to serve all those eli-
gible under federal law, states must make
choices about how to allocate their funds.
There are large variations across states con-
cerning who is eligible for assistance and how
much assistance eligible families receive.30

For example, in 2006 a family of three was in-
eligible for assistance in fifteen states if it had
income of $25,000; in contrast, in eight
states, a family of three with income exceed-
ing $35,000 could still be eligible for assis-
tance. State eligibility thresholds ranged from
110 percent to 284 percent of the poverty
line and from 34 percent to 89 percent of
state median income. Within their state-
established eligibility rules, some states serve
all eligible families, while others have closed
doors or have established waiting lists for cat-
egories of eligible families. In 2006, eighteen
states reported waiting lists or frozen intake
for nonwelfare families.

Provider payment rates are an important di-
mension of child care policy because they af-
fect whether families will be able to choose
from a broad range of providers in the local
market and pay for higher-quality care. Some
states set payment rates high enough to meet
provider charges in much of the local market,
but most do not. In 2006 nine states were
basing their rates on relatively recent
(2004–05) market rate surveys and paid
providers at or above the 75th percentile for
the local market. In contrast, ten states had
not updated their maximum reimbursement
rates for providers since 2001 or earlier.

Family copayment rules are another impor-
tant dimension of policy. Copayment levels
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affect the amount of family income available
for all other costs of living after child care ex-
penses. Setting a copayment level too high
may affect whether families participate in the
subsidy system. In 2006 a family of three with
one child in care and income at the poverty
level had no required copayment in four
states but faced a copayment exceeding $100
a month in eleven states. In 2005 the mean
copayment for families with copayment obli-
gations was 10 percent of family income or
higher in six states and 3 percent of family in-
come or lower in another six.31

Just as there is variation in child care policies
across states, in some cases there is variation
within states. Although most states have uni-
form state policies, three states leave key de-
terminants of eligibility, such as income
thresholds, to local discretion.

It is hard to see a rationale for a national pol-
icy that leaves virtually every major policy
decision about the provision of child care as-
sistance for low-income families to state dis-
cretion and results in such wide variation
across states. One might argue that child
care should be viewed as analogous to
TANF—that is, a lump sum federal payment
accompanied by a set of broad goals and
state discretion to design policies to effectu-
ate the goals. The analogy is flawed. The goal
of TANF is not to ensure that an eligible
population receives a needed service—to the
contrary, federal law has encouraged states
to reduce the number of families getting as-
sistance. A key rationale for TANF’s struc-
ture was the virtue of allowing for flexible
funds and experimentation to help policy-
makers learn “what works.” However, in
child care, it is doubtful that the nation is
learning anything valuable by allowing di-
verse approaches to eligibility and assistance.
Instead, the result is an inequitable patch-

work in which families with the same needs
are treated differently from state to state and
within states, in which many low-income
working families receive no help, and in
which states are constantly forced to make
difficult trade-offs between coverage,
adequacy of payment rates, quality, and af-
fordability.

Moreover, the existing structure does not en-
sure that families have access to care that
promotes the health and development of
children. Although the law provides that fam-
ilies receiving subsidy assistance should have
“equal access” to the care available to higher-
income families, it also states that families
have no right to seek enforcement of this re-
quirement. The Department of Health and
Human Services has said that it will presume
that a state’s payment rates are sufficient to
provide equal access if, based on a market
rate survey, the state’s payments to providers
are set at a level high enough to give families
access to 75 percent of local providers or
slots. Most states, however, do not meet this
standard, and the federal government has
never taken action against a state for failure
to do so.

A Better Way
Policymakers should restructure current tax
and subsidy policy to guarantee child care as-
sistance to low-income families within a
broader framework that helps all families at-
tain access to care that promotes the health
and development of children. To that end, I
propose a combination of expanded tax cred-
its, a direct subsidy system with a guaranteed
eligible population instead of the current
block grant structure, and a federal early care
and education strategy fund to support state
efforts to improve quality and develop coor-
dinated early care and education systems in
states.
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These recommendations are grounded in the
premise that there is no fundamental differ-
ence between the conditions facing families
just below and just above the poverty line and
that a very large group of families faces the
challenge of affording high-quality child care.
Accordingly, policies to help low-income
families should be designed in ways that do
not create arbitrary differences among fami-
lies with similar needs. In advancing their
commitment to end child poverty, policymak-
ers in the United Kingdom have articulated a
principle of “progressive univeralism,” which
has been defined as providing “support for all
and more help for those who need it most,
when they need it most.”32 A framework of
progressive universalism seems particularly
appropriate in the context of child care,
where the stresses and challenges faced by
low-income families are also faced by a far
broader group of middle- and higher-income
families.

Expand the Child and Dependent Care
Tax Credit
The CDCTC should be made refundable, ex-
panded to cover at least 50 percent of allow-
able expenditures for lower-income families,
and indexed for inflation. Making the credit
refundable would extend its benefits to the
lowest-income families and ensure that all el-
igible families could receive the full amount
for which they qualify. Making a greater
share of a family’s child care spending subject
to the credit would both defray expenses and
help families purchase higher-cost care.
Leonard Burman, Elaine Maag, and Jeffrey
Rohaly estimate that a refundable credit
would provide benefits to 1.5 million more
households and would expand the share of
benefits going to tax units with incomes
below $20,000 from less than 1 percent
under current law to almost 26 percent.33

They estimate that making the CDCTC re-

fundable, expanding the top credit rate from
35 percent to 50 percent, indexing it for infla-
tion, and making a set of related technical
changes would cost approximately $25 billion
over five years.

If the CDCTC were larger and refundable,
could all subsidy assistance be provided
through the tax system? The United King-

dom has implemented a refundable child
care credit that covers the first 80 percent of
eligible expenses up to £300 (about $580) a
week for families with two or more children,
with the credit gradually phasing down as in-
come rises.34 The idea of a unified tax-based
approach is attractive, but it presents a range
of difficulties. It is appealing because it
would enable all families to receive help
through a single, universal, nonstigmatized
system, without waiting lists or closed intake
and without extreme variations across states.
Moreover, as the earned income tax credit
(EITC) experience has shown, national and
local outreach could promote participation
and employer awareness.

But even a larger and refundable CDCTC
could not fully substitute for direct assistance
to families. First, the CDCTC expansion pro-
posed here would not provide a large enough
credit to substitute fully for direct subsidy as-
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sistance. If the credit were raised to 50 per-
cent and made refundable, the maximum
credit would be $1,500 for one child, $3,000
for two or more children. By contrast, CCDF
payments to providers (including family co-
payments), which are often criticized as inad-
equate, averaged $4,236 in 2005, with large
variations based on age of child, hours of
care, type of care, and geographical loca-
tion.35 Child care costs in much of the nation
far exceed CCDF levels.36

Even if the CDCTC were made larger, it
could not be the principal vehicle for helping
many lower-income families unless its struc-
ture allowed for advance payment. Current
block grant–based subsidies are typically pro-
vided monthly, with provisions to address
changes in family circumstances and emer-
gency needs. By contrast, unless alternative
provisions were designed, a family’s CDCTC
credit for a year would be determined at the
end of the tax year and paid in the subse-
quent year in a lump sum. Families would
need to pay the full costs of care on their own
throughout the year and rely on partial reim-
bursement in the next year. Many families
would likely opt for the least costly care,
which could also be the least reliable and of
lower quality.

Some form of advance payment structure
would be essential in order for tax credits to
be a practical means to provide child care as-
sistance to low-income families. The EITC
has an advance payment option but it is
rarely used, for a number of reasons. For a
start, many beneficiaries are unaware of the
option. Other reasons include its complexity,
the need for employer participation, fear of
subsequent tax liability, and the preference of
many families for the “forced savings” of the
once-a-year lump sum. Families might be
more likely to use an advance payment op-

tion for child care, because they would likely
be more interested in getting ongoing help to
meet costs throughout the year. Still, the
EITC experience highlights the need to de-
velop an advance payment structure that
families would view as a practical option.
Moreover, developing an advance payment
structure for the CDCTC could be even
more difficult than developing an effective
one for the EITC, because the family’s eligi-
bility for the CDCTC would turn on both in-
come and child care costs; it is unclear
whether such a structure could be effectively
implemented through employers or another
delivery mechanism would be needed.

The difficulties that an advance payment
structure presents should not preclude ef-
forts to develop one. Indeed, as interest
grows in expanding refundable tax credits, it
will be important to develop a more viable
advance payment structure for a range of tax
credits.37 Absent such a structure, tax credits
could not effectively substitute for much of
the existing child care subsidy system.

A Guarantee of Child Care Assistance to
Low-Income Working Families
Instead of the current block grant structure,
federal law should provide for a guarantee of
child care assistance to working families with
incomes below 200 percent of poverty—
about $34,340 for a family of three and
$41,300 for a family of four in 2007. States
would administer the guarantee through a
federal-state matching structure. Families
would be required to make a copayment to-
ward the cost of the care, with the copayment
increasing with income. States would pay the
remainder of the cost of care. Payment rates
would be adequate to ensure that low-
income families had access to a range of
choices, including high-quality, developmen-
tally appropriate care. At the same time, each
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state would have a responsibility to act to im-
prove the quality of choices available to all
families.

A case can be made for different choices re-
garding each detail of the guarantee. How-
ever the details are resolved, the starting
point should be the need to shift from a block
grant structure with no articulable national
policy to a national policy that ensures child
care assistance with high-quality choices for
all eligible low-income families.

A threshold question is whether having a
guarantee, or entitlement, is good policy. The
answer should turn on the nature and terms
of the benefit. On the one hand, for example,
few people question the appropriateness of
entitlements to Social Security benefits, the
earned income tax credit, or K–12 public ed-
ucation. On the other hand, a principal focus
of the 1996 welfare reform law was to end
the entitlement to cash assistance for low-
income families. The objection to the cash as-
sistance entitlement was that it encouraged
behavior that society wished to discourage.
Here, the opposite is the case. The nation
should have an interest in ensuring that the
need for child care is never a barrier to get-
ting a job and that working families can pur-
chase good care without spending a large
share of their income to do so. Moreover, the
nation already has entitlements to child care
assistance, albeit small ones, for higher-
income families; this proposal would extend
entitlements to all families.

A guarantee of child care assistance for eligi-
ble families has important advantages over a
block grant structure. First, it would provide a
clear, simple, powerful message: if you work,
you will have help paying for child care. Sec-
ond, it would ensure that no working family
would ever be compelled to leave a child

alone or in an unsafe environment simply be-
cause of financial necessity. Third, it would
ensure that all families had the opportunity to
have their children in enriching environments
while parents were working. Fourth, it would
ensure that families in identical situations
would not be treated differently simply be-
cause of the state in which they lived or the
time of year in which they applied for assis-
tance. Fifth, it could help bring the nation
closer to achieving two other broad goals—
that no family should ever be worse off by
going to or remaining in work and that work-
ing families should have enough income to
support a decent standard of living. The exist-
ing block grant structure does not ensure that
any of these goals are met.

One argument against a guarantee is that in a
world of limited resources, difficult choices
must be made about allocating scarce dollars,
and states and localities are better able than
the federal government to make those judg-
ments. Moreover, with broad discretion in use
of funds, states can test a range of approaches
to the parameters of their subsidy systems in
order to determine the most effective ways to
use limited resources. The reality is that it
would be far better to have a national debate
about those choices and to provide sufficient
funding to serve the population defined as
needing assistance, rather than to provide
states with a lump sum of money and direct
them to develop rationing rules.

A related argument is that entitlements of
any sort put government spending on “au-
topilot” because there is a risk that spending
will simply increase without Congress’s ever
considering whether the growth in spending
is desirable. Here, the two principal reasons
why spending might grow more than antici-
pated would be if more parents entered em-
ployment or more eligible families sought
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and benefited from assistance. Neither
should be a troubling result.

Who should be guaranteed assistance? First,
it is important to ensure that help is available
for families receiving TANF, but it would be
a serious error to limit guarantees to families
receiving or leaving TANF. It is contrary to
basic principles of equity to create a structure
in which families can receive child care assis-
tance only by entering the welfare system.
Second, although the lowest-income families
need the most help, assistance should be
phased out gradually as income increases.
Parents should not need to fear that working
additional hours or getting a raise will make
their families worse off because of loss of
child care assistance. Moreover, under a sub-
sidy structure providing for a gradual phase-
out of assistance combined with an expanded
CDCTC, families losing direct assistance
would still qualify for refundable tax credits
of up to $1,500 to $3,000.

This proposal would guarantee child care as-
sistance to all working families with incomes
below 200 percent of poverty and to families
engaged in work activities while receiving
TANF assistance. As under current law, states
could use funds to provide child care assis-
tance to other low-income families involved in
education or training, but the federal guaran-
tee would not extend to these families. An eli-
gibility threshold of 200 percent of the
poverty line is consistent with the growing
body of research that recognizes this as a rea-
sonable measure of low-income status and
with evidence that families with incomes
below 200 percent of poverty pay a far greater
share of their income for substantially less
costly care than higher-income families do.

A 200 percent standard is lower than maxi-
mum current CCDF eligibility. In 2006

(under HHS income guidelines) 200 percent
of poverty for a family of four was $40,000,
while 85 percent of the national median in-
come for four was $56,966. As a practical
matter, only three states set their CCDF in-
come levels that high, but this proposal posits
that it would be better to ensure assistance to
the eligible population below 200 percent of
poverty than to have a higher eligibility
threshold while states are unable to serve
large numbers of qualifying families. Thus,
federal matching funds should be available
for states that elect to provide assistance to
families with incomes up to 85 percent of the
state median, but the federal guarantee
should be limited to families with income
below 200 percent of poverty.

Under the proposal, all working families re-
ceiving subsidy assistance would be required
to make a copayment toward the cost of care,
subject to limited state waiver authority. Cur-
rent HHS guidelines recommend that copay-
ments not exceed 10 percent of income.
However, higher-income families spend only
6.5 percent of their incomes on care, and
even 6.5 percent seems excessive for poor
families. Under current state policies, most
states waive copayments for at least some
families in poverty, ten states waive copay-
ments for all families below poverty, and only
four states require copayments for all fami-
lies in poverty.38 Under this proposal, families
would face a copayment of 3 percent of their
income below the poverty line and 10 per-
cent of any income that exceeds the poverty
line. With such a structure, families ap-
proaching 200 percent of poverty would face
an average copayment requirement of about
6.5 percent of income, the same share as
higher-income families pay for care.

The proposal would maintain the role of
states in administering child care subsidies,
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for several important reasons. First, main-
taining the state role would allow for timely
ongoing assistance and adjustments for
changing circumstances during the year. Sec-
ond, states are currently responsible for sub-
sidy administration and quality initiatives,
and subsidy policy can function as an impor-
tant vehicle for promoting quality. For exam-
ple, states can act to improve quality through
provider registration, training, and support;
by connecting families with resource and re-
ferral agencies; by implementing quality-
rating systems; and by contracting for types
of care. Moreover, as states develop pre-
kindergarten and early education models,
they can use their subsidy systems in efforts
to develop full-day, year-round services.

Federal and state governments would con-
tinue to share in the cost of subsidized care
under this structure. Under current law, fed-
eral funds represent, on average, 57 percent
of block grant–related funding and state
matching rates vary, based on state per capita
income. It would be reasonable to retain a
federal-state cost-sharing relationship, though
an argument can be made for increasing the
federal share. Whatever rate is established,
each state’s match rate could apply to all
spending, substituting for the complex rules
that apply under current law.

Implementing a guarantee would require de-
cisions about how to establish the amount of
subsidy assistance for families. Current
CCDF regulations are based on the premise
that a payment rate sufficient to pay for 75
percent of available care in a community is
adequate to ensure that families receiving as-
sistance get “equal access” to care compara-
ble to that received by families with incomes
above the subsidy level. As noted, most states
do not set payment rates that high. It is not
clear how effective the 75th percentile stan-

dard is as a benchmark for equal access, as
there appears to be virtually no research
comparing the characteristics of care above
and below the 75th percentile. The idea of
“meeting the market” as the way to set pay-
ments for child care is in some ways flawed,
because current care often falls short of de-
sired quality standards, and providers want-
ing to upgrade facilities or raise teacher edu-

cation or compensation are constrained by
what parents can pay. Moreover, basing pay-
ments on characteristics of local markets may
mean paying lower rates in poorer communi-
ties where families are least able to afford
more expensive care.39

One possible approach would draw on an im-
portant variant of the 75th percentile frame-
work. In recent years, many states have de-
veloped quality-ratings systems that
categorize child care providers according to
specific quality benchmarks; higher-rated
providers qualify to receive higher state pay-
ments.40 Quality-ratings systems have been a
significant step forward in state efforts to
promote child care quality. They recognize
the importance of parental choice, while pro-
viding valuable information to providers and
families about markers of higher-quality care
and creating incentives for providers to raise
the quality of care. In establishing a child
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care guarantee, policymakers should consider
requiring that all states use quality-ratings
systems and pay at least the 75th percentile
within each band of the state’s rating system.
For example, a state with a four-star rating
system would need to have payments for
four-star care that were high enough to pay
for at least 75 percent of four-star care. This
approach would ensure that families could
purchase a significant share of care within
the highest-rated band, while at the same
time making clear that states need not pay for
the most expensive care in the lowest-rated
bands.

This approach is not the only possible way to
set subsidy rates, and others should be con-
sidered. The key principle, however, is that to
ensure that families have access to high-qual-
ity care it is not sufficient to simply meet cur-
rent market costs, which are constrained by
families’ inability to pay, particularly in low-
income areas. Rather, subsidy payment rules
should be designed so that payments are high
enough to ensure that participating families
have effective access to high-quality care
among their choices.

An Early Care and Education 
Strategy Fund
Although expanding families’ capacity to pur-
chase care would likely spur important mar-
ket responses, a comprehensive strategy
should address supply as well as demand.
Federal policy should encourage and support
state efforts to raise quality and to foster the
coordination of early care and education. As
noted, under current law states must spend
at least 4 percent of their CCDF funds on
quality initiatives, including those directly
seeking to raise quality, as well as initiatives
on health and safety monitoring, consumer
education, and resource and referral activi-
ties. In some communities, simply expanding

demand may lead to increases in supply. In
others, states will likely need to provide assis-
tance and support to develop supply. Current
compensation levels for child care teachers
are far too low to permit providers to recruit
and retain highly educated teachers. Raising
payment rates can help but is not likely to
solve the problem by itself. And as states ex-
pand prekindergarten efforts, it will be essen-
tial not only to develop mechanisms to help
child care programs meet higher standards
and become prekindergarten providers but
also to promote coordination between child
care and prekindergarten programs to pro-
vide year-round, full-day opportunities for
families. Therefore, along with a guarantee of
care, federal law should require each state to
develop and implement a strategic plan to
improve the quality of care for all families
and to address cross-program coordination.
Federal funding should support these efforts.

Thus, instead of the current requirement that
states spend at least 4 percent of federal
funds for quality, I propose creating a federal
Early Care and Education Strategy Fund, es-
tablished initially at $2 billion a year—about
twice current state spending on quality.41

States could use these funds for the same
range of activities for which they spend their
quality dollars under the existing block grant
structure.42 Funds would also be available for
each state to develop and implement a strate-
gic plan to improve the quality of care avail-
able to all families in the state and for state
efforts to coordinate child care, Head Start,
prekindergarten, and other programs into a
comprehensive early care and education sys-
tem for children from birth to age five.

Costs and Effects
As described earlier, the cost of expanding
the Child and Dependent Care Tax Credit
and making it refundable is in the range of
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$25 billion over five years. Overall, I estimate
that annual new costs for the guarantee and
the Early Care and Education Strategy Fund
are in the range of $18 billion. However,
costs of the guarantee are very sensitive to a
number of key assumptions, including aver-
age costs of care, numbers of potentially eli-
gible families, and take-up rates.

I assume in this article that assistance under
the guarantee would cost an average of
$5,000 per child before family copayments.
The cost is averaged between younger and
older children, across various types of care,
and across states. In 2005, average payments
to providers under CCDF were $4,236 per
child, including CCDF payments and family
copayments. Given the limited data and
range of potential costs, further development
of the proposal would benefit from explo-
ration among states, researchers, and others
of the likely unit costs of the proposal.

What would the guarantee cost? If it were ex-
tended to all working families with incomes
below 200 percent of poverty and to welfare
families engaged in work activities, subject to
the proposed copayment structure, with an
average cost of $5,000 per child and an esti-
mated 50 percent take-up rate, and with a $2
billion Early Care and Education Strategy
Fund, I estimate annual costs in current dol-
lars of about $30 billion a year. This would
mean net new costs of about $18 billion
above current costs of about $12 billion a
year. That expenditure would provide subsidy
assistance to about 3 million low-income
working families; it would also provide assis-
tance to families in TANF work activities and
maintain services to other groups eligible
under current law, such as other families in
education and training, protective services
cases, and older children who were incapaci-
tated or under court supervision. Under cur-

rent law, the federal government pays an av-
erage of 57 percent of CCDF costs; if the
federal share were to remain the same, new
federal costs would be in the range of $11 bil-
lion a year.

Different assumptions or parameters lead to
different cost estimates. For example, assum-
ing an average cost of $7,000 per child would

raise costs by about $10.6 billion. Imposing
no copay against income below the poverty
line would raise costs by about $1.4 billion. If
the take-up rate were 5 percentage points
higher or lower than the 50 percent estimate,
costs could increase or decrease by nearly $2
billion.

Costs would also depend on whether the
services and benefits available to families and
children improve in other ways. Such im-
provements would present their own costs,
but would likely reduce the costs of a child
care guarantee and expansion of the
CDCTC. For example, virtually every other
developed nation provides paid parental
leave for parents with very young children.43

A policy of paid parental leave in the United
States would allow parents to stay home dur-
ing the early months of a child’s life and take
full advantage of their rights under the Fam-
ily and Medical Leave Act; it would also re-
duce the “residual” costs of a child care guar-
antee and of the CDCTC. Similarly, recent
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research has found that children in the Early
Head Start Program performed better on
measures of cognition, language, and social-
emotional functioning than their peers who
did not participate in the program.44 Making
Early Head Start available to more children
would likely reduce child care costs. In re-
cent years, states have expanded prekinder-
garten programs for three- and four-year-
olds; expanding such programs, particularly if
full day, would lower residual child care costs
for affected children.45 Expanding after-
school programs such as those funded
through the 21st Century Community Learn-
ing Centers framework would both increase
family options and reduce the need for child
care outside school hours.46

As noted, increasing access to child care and
helping families afford higher-quality care
would have a range of significant benefits for
children. It would also raise employment and
reduce poverty. Analysts at the Urban Insti-
tute have modeled the employment and
poverty-reducing effects of a proposal similar
to this one, in connection with estimating the
effects of a set of recommendations by the
Center for American Progress Task Force on
Poverty.47 In doing so, they used a modified
definition of poverty, drawn from the recom-
mendations of the National Academy of Sci-
ences, that subtracted child care expenses
from income in measuring poverty. The
Urban Institute, after reviewing the research
on employment effects of child care subsi-
dies, drew on that research to estimate that
implementing the proposal would raise em-
ployment rates by 8 percentage points for un-
married parents and 3 percentage points for
married parents with employed spouses, re-
sulting in an additional 1.2 million married
and 0.7 million unmarried workers. With
those employment effects, the analysts esti-
mated that implementing the proposal would

reduce the number of people in poverty by
2.7 million—about an 8 percent decline. The
number of children in poverty would fall by
1.5 million—about a 14.5 percent decline.
The poverty gap—that is, the total dollar
amount by which those in poverty fall below
the poverty line—would fall by $6.5 billion
(in 2003 dollars) at a net cost to government
of about $17.1 billion (in 2003 dollars). Thus,
in addition to reducing poverty, the proposal
would provide substantial benefits to other
low-income families with incomes above the
poverty line.

Criticisms and Responses
This proposal may face two very different
sets of critics. One set will likely assert that it
is not needed, is not the best use of scarce re-
sources, and is too expensive. The other set
will contend that it does not do enough: it
leaves too many families with only modest
tax-based assistance, does not ensure that
high-quality care will be available to all, and
still leaves significant gaps in coordination
between tax and subsidy policy.

The first set of critics may contend that there
is no need to expand assistance because
working parents are “getting by” using their
current paid or unpaid arrangements, so that
much of any expansion would simply provide
a “windfall” by defraying existing expenses or
encourage the “monetizing” of informal rela-
tionships. Expanding assistance, however, has
multiple goals: promoting employment, off-
setting expenses, and supporting healthy
child development. A substantial body of re-
search finds that increasing subsidy assis-
tance would increase the likelihood and sta-
bility of employment.48 As noted, the Urban
Institute has estimated that a similar proposal
would result in 1.9 million additional working
parents and a 14.5 percent reduction in child
poverty. Expanding disposable income for
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low-income working families appears clearly
desirable. Policymakers could avoid the risk
of monetizing informal relationships by mak-
ing such relationships ineligible for compen-
sation, but doing so would seem a significant
intrusion into parental choice. Although it is
difficult to estimate reliably the extent to
which enhanced capacity to purchase care
would translate into higher-quality care,
there is reason to believe the proposal would
further that goal, too.

A second, related, objection may be that
given the importance of promoting high-
quality early education and school readiness,
the next available dollars should be used for
prekindergarten or intensive high-quality
early education programs rather than for
child care. However, child care and early ed-
ucation should not be viewed as separate and
unrelated entities. Child care for young chil-
dren is necessarily early education, and pub-
lic policy can improve its effectiveness as
such; in light of the importance of promoting
and supporting parental work, it is essential
to ensure that child care settings can also be
high-quality early education settings. State
expansions of prekindergarten programs do
not obviate the need for child care.
Prekindergarten programs are not typically
structured as full-day, year-round, and the
most common state model for prekinder-
garten includes child care centers and other
community-based settings as delivery sites.49

As prekindergarten programs expand, the
issue is not whether they substitute for child
care but rather how the two can be coordi-
nated and integrated. Given that the most
ambitious prekindergarten proposals rarely
involve more than two years of classroom set-
ting or full-year, full-day programming, poli-
cymakers necessarily must address how to
ensure that safe, healthy, developmentally
appropriate settings are available and afford-

able to families during the years and times
when children are not in prekindergarten
settings.

The third related objection may be that the
proposed costs are too high, given other
pressing national priorities. As noted, the
benefits of the proposal would be substantial,
and encouraging greater and more stable

labor force participation while advancing
school readiness and child well-being could
yield important long-run savings. It is diffi-
cult to see how to bring down costs substan-
tially other than by doing less—for example,
assisting fewer families or reducing spending
per family. Another way to reduce costs
would be to limit implementation to a
demonstration project in a set of states or to
restructure the proposal as a state option. For
example, states that agreed to meet its terms
could qualify for open-ended federal match-
ing funds for implementation. A demonstra-
tion program could provide lessons about
costs, participation, and behavioral effects,
but would delay implementation of national
policy, perhaps by five to ten years. Providing
for a state option could let the political
process work in each state and allow for grad-

N e x t  S t e p s  f o r  F e d e r a l  C h i l d  C a r e  P o l i c y

V O L .  1 7  /  N O.  2  /  FA L L  2 0 0 7 89

Although it is difficult to
estimate reliably the extent 
to which enhanced capacity
to purchase care would
translate into higher-quality
care, there is reason to 
believe the proposal would
further that goal, too.

04 5565-4 greenberg.qxp  7/15/2007  7:34 PM  Page 89



ual national implementation but could result
in even greater inequities than there are in
the current structure.

Finally, just as the proposal may be criticized
for doing too much, it may also be criticized
for not doing enough. If the guarantee were
limited to families with incomes below 200
percent of poverty, families with higher in-
comes would have only modest tax-based as-
sistance despite their high child care costs.
The proposed expansion of the CDCTC will
still pay only a small fraction of the costs that
many families face. The guarantee frame-
work and expanded funding for the Early
Care and Education Strategy Fund may be
far short of what is needed for supply-
building and quality-improvement activities.
Phasing out direct subsidy assistance at 200
percent of poverty still results in a significant
loss of assistance for many families as their
income reaches and exceeds the cutoff; pro-
viding a refundable tax credit reduces but
does not eliminate the severity of that loss.

I agree that the proposal falls short of fully
addressing many concerns about the afford-
ability, accessibility, and quality of care for
low- and moderate-income families. It seeks
to strike a set of balances, but if additional
funding were available it would be possible to
do more to address these concerns. As to co-
ordinating subsidy and tax policy, there is an
inherent tension because subsidy assistance

is based on a percentage of family income
and tax credits are based on a percentage of
costs. The gulf between the two will be great-
est for families that receive the greatest ben-
efit from subsidies—that is, those in high-
cost areas, with younger children, or with
several children. This proposal does not solve
the problem, though it does move toward a
better-coordinated national framework.50

Conclusion: Toward a National
Child Care Strategy
In the period leading up to enactment of the
Deficit Reduction Act of 2005, congressional
discussion of child care policy was largely
limited to disputes about whether the “right”
level for additional block grant funding was
zero, $1 billion, or another figure. Much of
the discussion was confined to the estimated
costs of meeting work participation require-
ments for TANF recipients. The national de-
bate about next steps for child care policy
should be broader, beginning with a shared
vision of good child care choices for all fami-
lies. To turn that vision into reality, it is im-
portant to focus on how to ensure that all
families have access to child care assistance
with good choices of care available as the na-
tion moves toward developing a more com-
prehensive framework of early care and edu-
cation. A low-income guarantee, a federal
Early Care and Education Strategy Fund,
and expanded tax assistance for all families
could bring us closer to that goal.
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Notes

1. In this article, “low-income” refers to having income below 200 percent of the official poverty line, and

“poor” refers to having income below 100 percent of the poverty line. In 2005, among the 13.5 million fam-

ilies with related children under age eighteen and incomes below 200 percent of poverty, 84 percent re-

ported some work during the year, and 56 percent had at least one full-time year-round worker. Analysis

drawn from U.S. Bureau of the Census, Current Population Survey, Families with Related Children under

18 by Number of Working Family Members and Family Structure, 2005, Annual Demographic Survey, An-

nual Social and Economic Supplement POV07 (2006), pubdb3.census.gov/macro/032006/pov/

new07_200_01.htm (August 31, 2006).

2. In 2005, among the 5.7 million poor families with related children under eighteen, 68 percent reported

some work during the year and 30 percent had at least one full-time year-round worker. Analysis drawn

from Bureau of the Census, Current Population Survey (see note 1). 

3. The share of poor children with a full-time, year-round working parent grew from 19.9 percent in 1992 to

35.4 percent in 2000; the share was 32.1 percent in 2005. Velma W. Burke, Thomas Gabe, and Gene Falk,

Children in Poverty: Profile, Trends and Issues, Report for Congress RL32682 (Congressional Research

Service, updated January 16, 2007).

4. In 2002, according to the Survey of Income and Program Participation (SIPP), among working families

with employed mothers and children under age fifteen, 28 percent of low-income families paid for care,
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