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High-quality care for infants and toddlers is essential to the well-being of families. It supports the 

healthy development and learning of children during their crucial early years and enables parents 

to work so they can gain financial security for themselves and their families—and in fostering 

children’s success and parents’ ability to work, high-quality infant/toddler care bolsters our 

economy. Yet financing a system of high-quality infant/toddler care poses several challenges. 

High-quality care for very young children requires low child-teacher ratios so that the children 

can receive the one-on-one attention they need for their basic safety and the interactions that 

promote their brain development. It also entails substantial expenses for equipment and supplies, 

including cribs and high chairs. Due to these costs of providing care, annual fees for infant care 

average from nearly $4,200 to $20,900 a year, depending on where in the country the family 

lives and the type of care the family uses; in New Jersey, the average annual fee for center care 

for an infant is $15,600.1 And even these fees are typically not sufficient to adequately support a 

high-quality program with well-paid teachers, leaving child care programs struggling to keep 

their doors open and child care teachers—who are mostly women and disproportionately women 

of color—struggling to support their own families on poverty-level wages. Teachers who work 

with infants receive particularly low wages; the National Survey of Early Care and Education 

found that, in 2012, the median hourly wage for center-based teachers and caregivers was $11.90 

for those caring for children ages three through five and just $9.30 for those caring for children 

under age three.2 

 

At the same time, parents already struggle to afford child care, and cannot afford any additional 

costs beyond what they manage to pay now. Families with employed mothers that have children 

under age five and that pay for child care spend an average of 10 percent of their income for that 

care; families with incomes below 200 percent of poverty that pay for care spend an average of 

35 their income for care.3 Many families—especially low-income families—must cobble 

together lower-cost, informal options, or find themselves unable to work because they cannot 

afford any child care. Parents of infants and toddlers have particular challenges affording the cost 

of care because they are often just starting their jobs and careers and still earning limited incomes 

and have little if any savings. Nearly half (45 percent) of infants and toddlers—including 69 

percent of Black infants and toddlers and 63 percent of Latino infants and toddlers—live in low-

income families (families with incomes at or below 200 percent of poverty).4 Approximately one 

out of five working mothers of young children work in low-wage jobs.5  

 

Given that current fee levels are inadequate to support high-quality care or to pay child care 

teachers what they deserve, and given that parents are unable to contribute more, it is essential to 

expand public funding to fill the gap. A number of existing federal and state programs and 
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funding streams—including the Child Care and Development Block Grant and Early Head 

Start—are available to support infant and toddler care. These programs and funds are helping 

families afford infant/toddler care and supporting initiatives to boost the quality and availability 

of infant/toddler care. Yet existing funding from these sources is far from sufficient to meet the 

need. A substantial boost in federal, state, and local funding will be necessary to ensure that 

families have equitable access to affordable, high-quality care for their infants and toddlers. The 

funding must support not only assistance to help families afford the core child care program, but 

also cover the costs of an expanded supply of high-quality programs and highly qualified early 

educators. In addition, the financing system must be multifaceted and flexible enough to support 

a range of forms of infant/toddler care—including home-based care if preferred by the family, 

specialized care for infants and toddlers with disabilities, and nontraditional-hour care for parents 

working evenings, nights, and weekends—so that it meets the varied needs and choices of 

families with young children. 

 

To adequately finance high-quality infant-toddler care, it is essential to identify the gaps in 

existing early care and education programs and in funding for these programs, assess the extent 

of additional funding needed to address the gaps in programs, and determine how that additional 

funding can be used to strengthen each individual program and their ability to work together to 

comprehensively meet families’ needs for infant/toddler care. 

 

 

Child Care and Development Block Grant 

 

The Child Care and Development Block Grant (CCDBG), the major federal child care assistance 

program, provides funds to states to help low-income families afford child care for their children 

birth to age 13 and to support improvements in the quality of care. Over one-quarter of children 

receiving child care assistance through CCDBG nationwide are under age three—5 percent are 

under age one, 10 percent are age one, and 13 percent are age two; in New Jersey, 4 percent are 

under age one, 11 percent are age one, and 14 percent are age two.6  

 

States are now required to set aside 3 percent of their federal and state CCDBG funds to support 

efforts to expand the supply and quality of infant/toddler care. States can use these funds for a 

variety of purposes, including establishing or expanding high-quality community- or 

neighborhood-based family and child development centers and/or neighborhood-based family 

child care networks to support the provision of high-quality care; training and professional 

development for infant-toddler caregivers; coaching and technical assistance from statewide 

networks of qualified infant-toddler specialists; coordination with early intervention specialists; 

developing infant-toddler components within the state’s quality rating system, licensing 

regulations, or early learning and development guidelines; consumer education on high-quality 

infant-toddler care; and/or other activities that will improve the quality of infant-toddler care. 
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New Jersey is using its infant/toddler care set-aside to support activities and initiatives such as a 

network of infant/toddler specialists who provide onsite technical assistance, coaching, and 

training to providers that care for infants and toddlers; training for providers on early childhood 

mental health; a centralized intake system for early childhood services that includes screenings, 

assessments, and referrals for infants and toddlers; health and mental health consultations and 

services for programs serving infants and toddlers; and financial incentives to encourage more 

providers to serve infants whose families receive child care assistance.7  

 

After years of largely stagnant funding, the CCDBG program received a major increase in 

federal funding—of $2.37 billion—in FY 2018, bringing total federal CCDBG funding to $8.143 

billion.8 Federal CCDBG funding was increased slightly above that level in FY 2019, to $8.193 

billion,9 and then increased significantly in FY 2020, to $8.743 billion.10 Federal CCDBG 

funding is supplemented by $2.124 billion in state matching and maintenance of effort funds.11 

Even with the recent increases, total federal funding for child care in FY 2020—through 

CCDBG and Temporary Assistance for Needy Families (TANF) block grant funding used for 

child care—remained nearly $635 million below the total funding level in FY 2001 after 

adjusting for inflation.12  

 

For those families able to receive assistance and better afford the care they want for their 

children, child care assistance makes a real difference in their lives. But significant additional 

resources are needed to enable more low-income families to receive child care assistance and 

ensure adequate support for providers who serve these families. 

 

 

Addressing Gaps in Access to Child Care Assistance 

 

Due to inadequate funding, fewer than one out of six children eligible for child care assistance 

under federal law received it in 2016 (the most recent year for which data are available).13 

Eligible children under age three were less likely than eligible children ages three and four to 

receive assistance. For example, among children in families with incomes below 100 percent of 

poverty, 23 percent of eligible children under age one, 36 percent of eligible one-year-olds, and 

49 percent of eligible two-year-olds were served, compared to 57 percent of eligible three-year-

olds and 56 percent of eligible four-year-olds.14 Among children in families with incomes from 

100 to 149 percent of poverty, 14 percent of eligible children under age one, 24 percent of 

eligible one-year-olds, and 38 percent of eligible two-year-olds were served, compared to 38 

percent of eligible three-year-olds and 37 percent of eligible four-year-olds.15 

 

States, which are given flexibility to determine key child care assistance policies within federal 

parameters, often limit access to child care assistance by setting restrictive eligibility criteria. 

States can allow families with incomes up to 85 percent of state median income to qualify for 
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child care assistance, but most states set their income limits to qualify for assistance below this 

level. In 13 states, a family with an income above 150 percent of poverty ($31,995 a year for a 

family of three) could not qualify for assistance in February 2019.16 In 35 states, including New 

Jersey, a family with an income above 200 percent of poverty ($42,660 a year for a family of 

three) could not qualify for assistance.17 Even if families qualify for assistance, they may not 

receive it; nearly one-third of states put at least some families who apply on waiting lists for 

assistance or freeze intake (turn families away without adding their names to a waiting list).18  

 

The proposed Child Care for Working Families Act of 2019 would aim to address these gaps by 

greatly expanding federal funding for, and access to, child care assistance.19 The bill would 

ensure that families with incomes under 150 percent of state median income would pay no more 

than 7 percent of their income for child care, with families earning less than 75 percent of state 

median income having their child care costs fully covered. The bill places a priority on 

infant/toddler care, requiring the federal government to cover a higher proportion of the costs for 

child care assistance for infants and toddlers (90 percent, with states contributing the remaining 

10 percent) than for other age groups. Under the bill, federal funding would be $20 billion for 

FY 2020, $30 billion for FY 2021, and $40 billion for FY 2022. 

 

Questions for Future Research 

 How many low- and moderate-income families who need help paying for 

infant/toddler care are not receiving assistance?  

 How much additional funding for child care assistance would be required to 

address this unmet need? 

 

Addressing Gaps in Provider Payment Rates and Policies 

 

In addition to limiting access, inadequate CCDBG funding also results in low payment rates for 

child care providers serving families receiving child care assistance. States are encouraged—but 

not required—to set provider payment rates at the 75th percentile of current market rates. The 

75th percentile of market rates is a flawed benchmark given that the market does not reflect the 

full cost of providing care and supporting adequate wages for teachers, yet most states do not 

even meet this standard. Only four states had rates at the federally recommended level as of 

February 2019,20 and many states had payment rates far below this level; for example, in 20 

states, the payment rate for center care for a one-year-old was 20 percent or more below the 

recommended level in 2019.21 New Jersey, after failing to increase payment rates for centers for 

a decade, finally raised payment rates in May 2018, and again in January 2019, September 2019, 

and January 2020—yet the state’s base payment rate for center care for an infant is still 24 

percent below the recommended level.22 Low payment rates discourage many providers from 

serving families receiving assistance, and deprive providers who do serve these families of the 

resources needed to support high-quality care and fair wages for child care teachers. 
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A number of states have higher (tiered) payment rates for higher-quality care, but even these 

rates often fall below the recommended level—and the differential often fails to cover the 

additional costs entailed in improving quality, including for the additional teachers needed to 

reduce child-teacher ratios, increased salaries for teachers with advanced education in early 

childhood development, teacher training, facilities upgrades, and/or new equipment. In 2018, 40 

states paid tiered rates for infant care provided by centers meeting higher-quality standards, but 

in 28 of these states, rates for centers at the highest quality level were still below the federally 

recommended level.23 New Jersey established tiered rates for higher-quality care in June 2018, 

and then increased those rates in January 2019, September 2019, and January 2020; the state’s 

payment rate for infant care in a center at the highest quality level is still below the 75th 

percentile of market rates.24  

 

Many states pay differential rates for other types of specialized care, such as care for children 

with special needs or care during nontraditional hours, but the differential is often small and 

inadequate as an incentive for providers to offer the care or as compensation for the additional 

costs of this specialized care, and there is not always a clear rationale for how the differential rate 

is set.25 In February 2018, 38 states paid a differential rate to providers caring for children with 

special needs, and one additional state allowed localities the option of paying a differential rate 

for special needs care. These states varied in how they designed this differential rate, with some 

paying a certain percentage above the base rate for special needs care, some establishing a set 

rate for special needs care, and others negotiating the rate for special needs care on a case-by-

case basis.26 In New Jersey, the payment rate for center care for an infant with special needs is 

set at $1,193 per month, compared to the standard payment rate for center care for an infant of 

$994 per month.27 Thirteen states paid differential rates for care during nontraditional hours, and 

one state allowed localities to pay differential rates for care during nontraditional hours, as of 

February 2018; New Jersey does not pay a differential rate for nontraditional-hour care.28 

 

In addition to payment rates, other aspects of states’ payment policies can affect the overall 

income, and stability of income, that providers receive through the child care assistance program. 

These policies include whether the state covers enrollment and other fees (beyond the regular 

monthly fee) that a provider typically charges and whether the state pays for days when children 

are absent. The Child Care and Development Block Grant Act of 2014—which reauthorized the 

program—addressed these aspects of payment, requiring states to adopt payment policies that 

more closely resemble providers’ policies for parents who pay for care out of their own pocket, 

including payment for absent days. The CCDBG regulations indicate that states can meet the 

reauthorization law’s requirement on absent days by paying based on a child’s enrollment 

(paying for all scheduled days) rather than based on attendance; providing full payment if a child 

attends at least 85 percent of the authorized time; or providing full payment if a child is absent 

for five or fewer days in a month.29 As of February 2018, approximately three-fifths of the states 



6 

 

(including New Jersey, which paid for absences equal to up to 20 percent of scheduled time) paid 

for a sufficient number of absent days to align with the options specified in these regulations, but 

the remaining two-fifths of the states did not.30 

 

Some states are attempting to offer providers more generous and stable payment through the 

strategic use of contracts. While the vast majority of assistance to families under CCDBG is 

distributed through vouchers—where the funding follows the child to the family’s chosen child 

care provider—states can also use contracts, where the state enters into an agreement with a 

provider to offer a certain number of slots to families receiving child care assistance. The 

agreement may require the provider to meet higher quality standards in exchange for receiving a 

higher payment rate. By funding a specified number of slots, contracts can offer more stability to 

providers and the families they serve. And by requiring providers to meet certain quality 

standards in order to be allocated and retain slots, contracts can also offer a means of raising the 

quality of care.  

 

Several states are initiating or expanding the use of CCDBG-funded contracts. Oregon is piloting 

the Baby Promise Initiative, which supports contracted slots for infant/toddler care.31 Regional 

Early Learning Hubs develop community plans that identify populations and areas with the 

greatest unmet need for infant/toddler care, and child care resource and referral agencies recruit a 

range of providers—including home-based, center-based, Early Head Start, and other 

providers—to address the identified needs. Under the contract agreement between the state and 

the provider, the provider offers care to families eligible for child care assistance and meets 

certain quality standards, and the state pays the provider at a rate that covers the cost of high-

quality care, including fair compensation for teachers. Initial funding for Baby Promise includes 

$3.3 million in child care assistance and $700,000 in quality supports through CCDBG. 

 

Similarly, Pennsylvania is using $2 million of its increased CCDBG funds to pilot contracting 

for slots for infants and toddlers receiving child care assistance.32 Georgia is using $22.5 million 

of its additional CCDBG funds to expand the number of its contracted slots through Quality 

Rated Subsidy Grants—which are available to two- and three-star providers in targeted 

counties—from 2,500 to 3,000, and to increase the payment rate for these providers from 35 

percent to 50 percent above the base payment rate.33  

 

Questions for Future Research 

 What is the cost of high-quality child care? 

 How much additional funding is needed to close the gap between the current state 

payment rate and the cost of providing high-quality care? 

 At what level should differential rates be set to cover the additional costs of 

offering certain types of care—including care for children with special needs and 

care during nontraditional hours—and to incentivize providers to offer this care?  
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 What additional funding is needed to support payment practices in the child care 

assistance program that more closely reflect practices in the private-pay market, 

including payment for absent days and coverage of supplemental fees? 

 How can contracts best be designed to support stable infant/toddler care for 

families, encourage providers to improve the quality of infant/toddler care, and 

build the supply of infant/toddler care in underserved communities?  

 

Addressing Gaps in the Supply of Infant/Toddler Care that Meets Families’ Needs 

 

While CCDBG targets some funds toward increasing the supply and quality of infant/toddler 

care, additional funding will be required to sufficiently expand the availability of child care 

options and the size of the child care workforce to address the shortage of infant/toddler care. 

Currently, there are more than five infants and toddlers for every licensed child care slot in the 

country, with particularly acute shortages in rural areas and lower-income areas.34 Despite this 

unmet need, the supply of licensed family child care—which many families rely on to care for 

their infants and toddlers—has actually been declining in recent years. The number of licensed 

family child care homes in the U.S. declined by more than 54,000 (35 percent) between 2011 and 

2017.35 

 

Expanding the availability of infant/toddler care will require building supply across the varied 

types of care used by families with very young children, including center care and licensed and 

license-exempt home-based care. Many families prefer home-based care for their infants and 

toddlers because it often offers children more one-on-one attention and parents more flexibility 

in meeting their needs. Infants are more likely to be in relative or home-based care than center 

care; in 2016, among the 4.7 million children under age one, 28 percent (1.3 million) were 

regularly in relative care, 14 percent (650,000) were regularly in nonrelative home-based care, 

and 12 percent (580,000) were regularly in center care.36 Parents working nonstandard hours are 

particularly likely to turn to family child care or family, friend, and neighbor care as the best—or 

only—option to accommodate their work schedules. A national study found that 82 percent of 

unlisted unpaid home-based providers, 63 percent of unlisted paid home-based providers, and 34 

percent of listed home-based providers caring for children under age six offered some care 

during nonstandard hours, compared to just 8 percent of center-based providers.37 While some 

parents might choose more formal or center-based arrangements if they received the financial 

assistance needed to overcome any cost barriers, the supply of these types of care might not 

expand enough to meet the demand, and many parents might still prefer licensed or license-

exempt family child care for their very young children.  

 

Some states have used CCDBG funds to support home-based providers through strategies such 

as covering the costs of training and background checks required to participate in the child care 

assistance program; helping the providers navigate the child care assistance program’s 
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administrative process; making training accessible by offering it in convenient locations as well 

as online, and in multiple languages; providing coaching to assist providers in meeting CCDBG 

standards and improving the quality of care they offer; and giving providers supplies and 

materials.38 For example, Michigan funds coaches to conduct home visits following FFN 

providers’ orientation training in health and safety to ensure the providers’ understanding and 

compliance and to help connect providers to additional trainings and community resources; the 

state provided up to $1.4 million for the first grant year of this project, which started in April 

2018.39 States could also consider funding local organizations that work with home-based 

providers, such as All Our Kin in Connecticut and the Colorado Statewide Parent Coalition, to 

provide training, coaching, and other supports to help providers improve the quality of care and 

to assist legally exempt home-based providers that want to become licensed to do so.40 

 

A significant expansion of the supply of infant/toddler care will require an expansion of the child 

care workforce. Substantial new funding for child care, with a portion of those funds targeted at 

improving the supply and quality of infant/toddler care, would allow states to devote more 

resources to recruitment, education, professional development, ongoing coaching and mentoring, 

and increased salaries and benefits for teachers. This additional funding focused on the child care 

workforce would need to be supplemented with expanded investments for higher education 

programs and steps to ensure that students pursuing early childhood education degrees and 

credentials have access to these programs, including direct student financial assistance, loan 

forgiveness, loan cancellation, and other federal student financial aid benefits as well as educator 

preparation initiatives such as residency programs and clinical experience and interaction. 

 

Questions for Future Research 

 What types of care meet the needs and preferences of parents with infants and 

toddlers? 

 What incentives and supports would help expand the supply and quality of center 

care as well as licensed and license-exempt family child care, and what are the 

costs of these incentives and supports? 

 What funding and policy changes are needed to support higher education and 

professional development to build the child care workforce? 

 How much should compensation be increased to attract and retain more early 

educators, and what investments are needed to support this higher compensation? 

 

 

Early Head Start 

 

Early Head Start, which provides comprehensive early care and education services for infants 

and toddlers, received approximately $2.97 billion in federal funding in FY 2020.41 Since FY 

2014, the Head Start appropriation has included funding for Early Head Start Expansion and 
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Early Head Start-Child Care (EHS-CC) Partnerships, which support collaborations with center-

based and family child care providers that agree to meet the Head Start Program Performance 

Standards and that receive funding and technical assistance from the Early Head Start program. 

The FY 2020 funding level will support approximately 150,700 Early Head Start slots, and an 

additional 37,600 EHS-CC Partnerships and EHS Expansion slots.42 Despite the expansion, 

Early Head Start will still only serve about 9 percent of eligible infants and toddlers.43 

 

EHS-CC Partnership slots are targeted toward areas of concentrated poverty and grantees that 

can blend Early Head Start and child care assistance funding to support full-day, full-year early 

care and education services. The partnership slots offer comprehensive services, including 

health, developmental, and behavioral screenings; health, safety, and nutritional services; and 

parent engagement opportunities. EHS-CC Partnership grantees and child care partners are 

required to meet the Head Start Program Performance Standards for children funded under the 

grant. These partnerships allow children to benefit from the high-quality standards and 

comprehensive services that Early Head Starts offers while providing the full-day, full-year 

services that their parents need to work or attend an education or training program. 

 

A 2015 study found that slightly over half (52 percent) of partnership grantees were nonprofit, 

community-based organizations, community action agencies, or community action partnerships, 

while one-quarter were public agencies, such as schools, tribal governments, or other public 

entities.44 Fifty-nine percent of grantees had partnerships with child care centers only; 32 percent 

had both child care center and family child care partners; and 7 percent had family child care 

partners only.45 

 

The median annual EHS-CC Partnership annual grant amount was $1.4 million per grantee, and 

$7,875 per partnership slot.46 Many grantees also received start-up funds to help cover initial 

costs, as well as additional funds for staff training and professional development and ongoing 

costs for materials, supplies, furniture, equipment, and other expenses. Over one-third (34 

percent) of child care partners received funds from sources other than the grantee, such as the 

Child and Adult Care Food Program (CACFP) and/or CCDBG.47 

 

The EHS-CC Partnership grants prompted more child care partners to offer comprehensive 

services. For example, the percentage of child care partners offering developmental and other 

screenings increased from 50 percent prior to the EHS-CC Partnership grants to 85 percent 

following the grants; the percentage of child care partners offering speech or physical therapy to 

any children increased from 34 percent to 67 percent; and the percentage of partners offering 

home visits increased from 23 percent to 88 percent.48 The partnerships not only affected 

children in slots funded by the EHS-CC Partnership grants, but other children served by the child 

care partners as well; 70 percent of child care partners offered at least one service (such as 

screenings, referrals, or assessments) to infants and toddlers not funded through the grants.49 
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The EHS-CC Partnership grants give child care partners access to supports to help them improve 

their quality. For example, 71 percent of child care center partners received guidance from the 

grantee on implementing the Head Start Program Performance Standards, 86 percent of partners 

reported that the grantees provided coaching or one-on-one training, and nearly all grantees 

offered quality monitoring activities to child care partners and used information from these 

activities to provide staff training.50 

 

In New Jersey, one EHS-CC Partnership is a collaboration in Camden between the Center for 

Family Services, El Centro Comunal Borincano Daycare, Mi Casita Child Development Center, 

and Respond, Inc. (a community organization that operates seven child care centers and offers a 

variety of other programs and services). This EHS-CCP offers full-day, full-year child care, 

including family child care.51 

 

Questions for Future Research 

 How much additional funding would be needed to make Early Head Start 

available to all infants and toddlers eligible for the program and not currently 

being served? 

 What additional supports and resources do child care programs need to meet and 

maintain the standards required to participate in an Early Head Start-Child Care 

Partnership? 

 

 

Early Intervention Program for Infants and Toddlers with Disabilities 

 

The Early Intervention Program for Infants and Toddlers with Disabilities (Part C under the 

Individuals with Disabilities Education Act) supports services for children from birth through 

age two and their families to improve child developmental outcomes. The program aims to 

identify and address developmental delays among infants and toddlers and provide support to the 

families of young children with development delays. Early intervention services are provided to 

infants and toddlers experiencing a developmental delay in one or more of five areas (physical 

development, cognitive development, communication development, social or emotional 

development, and adaptive development) or with a diagnosed physical or mental condition that 

has a high probability of resulting in developmental delay. States determine the level of 

developmental delay needed to be eligible for IDEA Part C services, and may define other 

eligibility criteria.52  

 

IDEA Part C early intervention services are required to be provided, to the maximum extent 

appropriate, in settings that are considered natural environments, such as a child’s home or a 

community setting where typically developing children are present; a multidisciplinary team that 
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includes the child’s parent determines where services will be provided.53 The large majority of 

children are served in the child’s home (89.6 percent), with the remainder served in community-

based settings (7.6 percent) or other settings such as hospitals, residential facilities, or clinics (2.8 

percent).54  

 

While states are required to make appropriate early intervention services available to all eligible 

children under age three with disabilities and their families, federal funding is not sufficient to 

meet this need.55 A 2011 study found that, among 37 states reporting data, federal IDEA Part C 

funding accounted for an average of just 21 percent of the states’ early intervention services 

funding.56 Federal funding for IDEA Part C has grown slowly over the years, standing at just 

$477 million in FY 2020.57 Between 2008 and 2017, the percentage of infants and toddlers 

served by IDEA Part C increased only slightly, from 2.8 percent to 3.2 percent.58 IDEA Part C 

can serve as an important supplement to CCDBG and Early Head Start, supporting the early 

intervention services that children in child care or Early Head Start programs may need. But it 

can only serve this role if sufficiently funded. 

 

Questions for Future Research 

 How many infants and toddlers are not receiving services to appropriately 

identify and address their developmental delays and disabilities? 

 What additional investments are required to ensure that early intervention 

services are provided to all infants and toddlers who need them?  

 

 

Child and Dependent Care Tax Credits 

 

The federal government and over half of the states offer child and dependent care tax credits that 

help defray child care costs. While these tax credits can help families to afford child care, they 

have a number of drawbacks as a strategy for financing child care. First, many of these tax 

credits are nonrefundable and thus provide little or no benefit to low-income families, who 

typically have little or no federal or state income tax liability. In addition, most tax credits only 

cover a small fraction of child care expenses. And unlike direct child care subsidies, tax credits 

are not available until the end of the year as a reimbursement—and therefore not very helpful to 

families living paycheck to paycheck who have to pay their child care bills as they come due. For 

all of these reasons, child and dependent care tax credits do little to improve the supply of child 

care or compensation for the child care workforce. Finally, these tax credits are generally not 

designed to enable families to access high-quality child care or to invest in improvements to the 

quality of child care. 

 

The federal Child and Dependent Care Tax Credit (CDCTC) allows families to claim up to 

$3,000 of their work-related child and dependent care expenses for one child or dependent, and 
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up to $6,000 for two or more children or dependents. A family may claim a percentage of their 

eligible expenses based on a sliding scale that declines with income; that percentage ranges from 

35 percent for a family with an adjusted gross income (AGI) below $15,000 to 20 percent for a 

family with an AGI of $43,000 or more. Yet, in practice, low- and moderate-income families 

receive a smaller share of tax benefits from the CDCTC than higher-income families—likely 

because the tax credit is nonrefundable.59 

  

Twenty-eight states (including the District of Columbia) have child and dependent care tax 

provisions, most of which are based in some way on the federal credit. Yet, only 14 of these 

states offer refundable credits.60 New Jersey has a nonrefundable Child and Dependent Care 

Credit that took effect starting in tax year 2018; the credit is calculated as a percentage of the 

federal CDCTC (with the percentage ranging from 50 percent for families with AGIs of $20,000 

or less to 10 percent for families with incomes from $50,001 to $60,000), with a maximum value 

of $500 for one child or dependent and $1,000 for two or more children or dependents—

although, since the tax credit is nonrefundable, few families in the income range to be eligible for 

the maximum value can actually receive it.61 

 

Questions for Future Research 

 Can child and dependent care tax credits be expanded and strengthened so that 

they are more effective in assisting low- and moderate-income families with their 

child care costs (including out-of-pocket payments not covered by a direct 

subsidy)? 

 How can child and dependent care tax credits be designed so that they reach and 

offer substantial help to those families who need assistance but are not able to 

receive direct child care subsidies?  

 

 

State and Local Infant/Toddler Initiatives 

 

Only a few states and localities make significant investments in their own initiatives to support 

infant/toddler care. The states and localities that have invested in infant/toddler care have done 

so through strategies such establishing a set-aside for infant/toddler services within their 

preschool programs or by establishing new taxes with a portion dedicated to infant/toddler 

services. States and localities can turn to various revenue sources—such as corporate taxes, 

estate taxes, personal income taxes, property taxes, and sales taxes—to support infant/toddler 

care. As states and localities weigh which of these revenue sources to pursue, they should 

consider which are most politically feasible, progressive, and sustainable.62 

 

While 44 states and the District of Columbia fund preschool programs, these programs primarily 

serve four-year-olds, and a much smaller number of three-year-olds—and generally do not serve 
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any children under age three. However, Illinois funds its preschool program through an Early 

Childhood Block Grant that includes a set-aside for infant/toddler care. This set-aside supports 

the state’s Prevention Initiative, which provides competitive grants to eligible applicants—

including public school districts, university laboratory schools, charter schools, area vocational 

centers, nonprofit organizations, and for-profit entities—for research-based, comprehensive, and 

intensive prevention services to expecting parents and families with children birth to age three 

who are at risk of academic challenges. The initiative supports a range of program models; the 

large majority of children and families participating in the initiative receive home visiting 

services through models such as Parents As Teachers, with just 3 percent of children receiving 

center-based services.63 Illinois’ Early Childhood Prevention Initiative served over 15,000 

infants and toddlers in FY 2019.64 

 

Arizona’s early childhood program serves three- and four-year-olds as well as children under age 

three. The state, using tobacco tax revenues raised through a voter-approved measure, provides 

funds to communities for early childhood programs. Communities can use these funds for a 

variety of purposes, including Quality First Scholarships that allow children birth through age 

five in families with incomes at or below 200 percent of poverty to participate in early childhood 

programs.65 Quality First Scholarships were provided to 5,256 children ages three and four,66 as 

well as 2,539 infants and toddlers (2,392 in center-based settings and 147 in home-based 

settings) in the 2017-2018 program year.67 In 2017-2018, spending for Quality First Scholarships 

totaled over $38 million, of which over $16 million was used for services for infants and 

toddlers.68 However, tobacco tax revenues have been an unreliable funding source due to 

declining smoking rates—and as revenues from the tax have declined over the past decade, so 

has funding for this birth-to-five program.69 

 

Oregon is funding early care and education initiatives with a corporate activity tax. The state 

legislature passed the tax ($250 plus 0.57 percent of the taxable commercial activity that exceeds 

$1 million in the calendar year) in 2019, with 20 percent of the revenue allocated to programs 

serving infants, toddlers, and preschoolers. For 2020-2021, it is estimated this will generate $170 

million for early care and education efforts such as early intervention, an Early Learning Equity 

Fund for traditionally underserved populations, the state prekindergarten program, Early Head 

Start, parenting engagement, and workforce development.70 The remaining 80 percent of the 

revenues from the tax will be distributed primarily to local school districts, career technical 

education, and K-12 quality improvement. Meanwhile, in King County, Washington, a property 

tax ($14 per $100,000 assessed value until 2021) that was adopted in 2015 is raising $35 million 

annually for comprehensive child development services for pregnant women and children up to 

age five, including home-based visits, referrals to health care, and trauma care training for child 

care staff.71  
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Questions for Future Research 

 Which state and local revenue sources will provide sufficient and stable funding 

to support high-quality infant/toddler care? 

 How can state and local tax strategies for supporting infant/toddler care be 

designed to ensure that they are progressive? 

 What steps must be taken to build public and legislative support for raising 

revenues for infant/toddler care? 

 

Conclusion 

 

The current financing system for infant/toddler care is not working: it not making infant/toddler 

care affordable enough for parents, it does not sufficiently support high-quality infant/toddler 

care, and it does not support adequate compensation for the teachers who care for and educate 

infants and toddlers. Ensuring families with young children have access to affordable, high-

quality infant/toddler care will require a substantial infusion of new funding from federal, state, 

and local sources; a financing mechanism—or multiple financing mechanisms that are 

coordinated and complementary—to reliably deliver the funds to families and child care 

providers; and a financing strategy that reaches the varied types of care that meet families’ 

diverse needs.  
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