
ederal and state child
care assistance to
low-income working
families grew sub-

stantially between 1996 and
2001. During these years, fed-
eral and state spending on child
care tripled, the number of chil-
dren served more than doubled,
and states invested in quality
improvement initiatives.
Increased child care assistance—
both for welfare recipients and
for other low-income working
families—was an essential part
of state strategies to help pro-
mote work and reduce the need
for welfare. However, even dur-
ing this period of growth and
progress, the great majority of
eligible children remained
unserved. 

The period of growth essen-
tially stopped by 2001. Since
2001, the child care gains that
were made have been jeopard-

ized by dwindling Temporary
Assistance for Needy Families
(TANF) reserves, the end of
rapidly declining welfare cash
assistance caseloads (which
helped finance the growth in
child care spending), and
unprecedented state fiscal crises.
Thus, increased federal child
care funding is now needed
both to counteract the effects of
state budget cutbacks and to
make progress in reducing 
the unmet need for child care
assistance among low-income 
families.

Some people have argued that
there is sufficient funding for
child care for low-income fami-
lies, largely due to welfare case-
load declines freeing up TANF
funds for child care. To the con-
trary, TANF is likely to be a
declining, not a growing, source
of child care funding in the
coming years. 

This brief describes the increase
in child care funding from 1996
through 2001; documents the
gains families experienced dur-

ing this period; shows the
unmet need for assistance that
remained even when use of
TANF for child care reached its
peak; explains the threats to
child care funding since 2001
and their implications for low-
income families; and discusses
the need for greater federal
child care funding to allow
states to avoid further cutbacks
in child care assistance.

Between 1996 and 2001, states used

increased child care funding to address

three goals: (1) meet new welfare work

requirements, (2) increase the number

of non-welfare families receiving care,

and (3) improve the quality of care.

States are now in danger of losing

ground on all three—due principally to

dwindling welfare reserves and the

continuing fiscal crises in the states.

The extent to which states can even

maintain current services will depend

in large part on the willingness of

Congress to provide increased federal

child care funding.
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The Growth in 
Child Care Funding,
1996–2001

In 1996, Congress passed the
Personal Responsibility and
Work Opportunity Reconcilia-
tion Act (PRWORA), which 
dramatically changed the U.S.
welfare system and child care
programs. PRWORA made
three major changes relating 
to child care funding, which
together had the effect of making
more federal dollars available for
child care.2 The 1996 law:

■ Consolidated four programs
providing child care assistance
to low-income welfare and
non-welfare working families
into one funding stream com-
posed of both mandatory
(entitlement) and discre-
tionary funding, called the
Child Care and Development
Block Grant (CCDBG);

■ Increased the amount of
funding available to states
through CCDBG; and

■ Allowed states to use TANF
welfare funds for child care in
two ways—through transfers
to CCDBG and by directly
spending TANF funds on
child care.

Between 1996 and 2001, the
annual federal funding available
through CCDBG and its prede-
cessor programs more than 
doubled, growing from approxi-
mately $2.2 billion3 to $4.6 bil-
lion.4 States also increased their

use of federal TANF funds for
child care from $190 million in
1997 to $3.8 billion in 2000,
before decreasing it slightly in
FY 2001.5 Overall, federal and
state CCDBG and TANF child
care expenditures more than
tripled during these years.
While state child care spending
increased between 1996 and
2001, approximately three-
quarters of the overall spending
growth came from increased
federal spending, a large portion
of which was from TANF
funds.6

Gains for Many
Families, But Many
Children Left Unserved

States took advantage of
increased funding to serve more
low-income children and to
expand investments in initiatives
designed to improve the supply
of quality child care. Between
1996 and 2000, the number of
children ages 0 to 13 in low-
income families served by states
with CCDBG, TANF, and
Social Services Block Grant
(SSBG) funds doubled from one
million to more than two mil-
lion.7 States generally targeted
child care assistance to lower
income families, the majority of
whom were not TANF recipi-
ents. In FY 2000, the median
monthly income for families
receiving CCDBG-funded sub-
sidies was $1,057 (less than 100
percent of the federal poverty
guidelines for a family of three

that year); less than 10 percent
of CCDBG-funded families had
monthly incomes greater than
$2,000. Only 21 percent of fami-
lies receiving CCDBG-funded
assistance reported TANF as a
source of income.8

States also invested growing
amounts of CCDBG funds in
initiatives designed to improve
the health and safety of children
in child care settings, as well 
as the quality of care provided
to them.9 States invested in
resource and referral services to
help parents find quality child
care and to support child care
providers; education, training,
and compensation initiatives to
support providers and promote
retention; and monitoring com-
pliance with health and safety
standards, as well as assistance
to help providers comply with
these requirements.10 While
these initiatives often provided
significant help to those they
reached, many of these efforts
were small in scale, unable to
reach sufficient numbers of
providers to effect systemic
change.11

Despite substantial growth in
the number of children receiv-
ing child care assistance, many
eligible children and families
remained unserved because the
need for assistance outstripped
supply. As welfare caseloads
declined, millions of families left
welfare for work. Between 1995
and 2001, the number of
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employed single mothers rose
from 1.8 million to 2.6 mil-
lion.12 Between 1996 and 2000,
employment among low-
income single mothers with
children under six years old rose
from 44 percent to 59 percent.13

Furthermore, low-income fami-
lies who remained on welfare
continued to need child care. In
FY 2001, about 605,000 welfare
recipients were working or par-
ticipating in work activities.14

Even during this period, when
CCDBG and TANF expendi-
tures for child care were grow-
ing, there were several clear
indicators of the continuing
unmet need for child care 
assistance:

As of March 2000, 15 states
had waiting lists for child
care assistance for eligible
low-income working
families.15 The fact that 15
states had waiting lists does not
mean that the remaining states
were able to fully meet the child
care needs of families, however.
First, not all states and localities
keep waiting lists. For instance,
two states that year were simply
not accepting new applications
for child care assistance. Second,
states or localities that cannot
serve additional families may do
little or no outreach to let fami-
lies know about the potential
availability of care. Third, states
often address the inability to
serve all families by imposing
restrictive eligibility rules rather

than by creating waiting lists.
Moreover, even in states with
waiting lists, the list may not be
a good indicator of unmet need
because of lack of outreach and
because some families won’t put
their names on waiting lists if
doing so seems futile.

Only one in seven federally
eligible children were receiv-
ing child care assistance. The
most recent numbers released
by the U.S. Department of
Health and Human Services
showed that there were 15.7
million children whose families
met the federal CCDBG eligi-
bility criteria in FY 2000.16 An
estimated 2.25 million of these
children received child care
assistance funded through
CCDBG and federal TANF 
and SSBG funds in FY 2000.17

This means that only about 14
percent of federally eligible 
children received child care
assistance—one out of seven
children. 

Not every federally eligible fam-
ily would need or want child
care assistance, but evidence
suggests that far more than 14
percent of families would use
subsidies if they were made
available. According to data
from the Urban Institute, 42
percent of families with income
below 200 percent of poverty
paid something for child care in
1999, compared to 51 percent
of families with incomes above
200 percent of poverty. When

these low-income families paid
for care, child care expenses
represented 14 percent of their
earnings ($232/month), double
the burden on families above
200 percent of poverty who paid
for care ($331/month or 7 per-
cent of earnings). The burden
on families below 100 percent of
poverty is even greater.18 There-
fore, expanded access to child
care assistance could certainly
improve the economic well-
being of many low-income
working families.

Threats to Progress:
The Story Since 2001

FY 2001 is the last year for
which federal CCDBG data 
on expenditures and program
participation are available.
However, there are strong indi-
cations that child care funding
and participation are currently
threatened. 

TANF Availability

In FY 2002, states used approxi-
mately $3.5 billion in TANF
funds for their child care pro-
grams—essentially the same as
FY 2001 and at or below the FY
2000 level.19 Although child care
still represents the largest cate-
gory of TANF funding use after
cash assistance, it is no longer
the growing source of funding
that it once represented for at
least two reasons: dwindling
reserves and caseload increases. 
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Unspent TANF funds from
prior years are dwindling or
are exhausted in many states.
In FYs 2001 and 2002, states
used substantial unspent TANF
funds from prior years to aug-
ment funding for TANF-related
programs. In both FY 2001 and
FY 2002, states spent nearly $2
billion more than they received
from their annual TANF block
grant allocations.20 Many states
used these funds from prior
years to increase funding for
child care. Now that these
reserves have declined, this
source of child care funding is
drying up. 

Most states are no longer
experiencing the cash assis-
tance caseload decreases 
that freed up TANF funds
for increased spending on 
child care. In fact, between
September and December 2002,
38 states experienced TANF
caseload increases.21 TANF
caseload increases mean states
are forced to choose between
funding cash assistance and
other vital support programs,
such as child care.

State Fiscal Crises

States are experiencing the
worst fiscal crises since World
War II. Between January 2001
and January 2002, the number
of states with revenues below
forecasted levels increased from
six to 46 (including the District
of Columbia), according to the

National Conference of State
Legislatures.22 Now, states face a
collective $100 billion in deficits
that they need to close for state
FYs 2003 and 2004 in order to
comply with the balanced
budget requirements that
almost all states have.23

One way states are addressing
these shortfalls is by cutting
child care assistance. A new
report from the U.S. General
Accounting Office (GAO)
shows that, since January 2001,
nearly half the states (23) have
made policy changes that reduce
the availability of child care sub-
sidies for low-income working
families, and 11 states are pro-
posing future policy changes
that will decrease current levels
of child care funding. The GAO
authors conclude that, even
though some states made
changes to increase the avail-
ability of subsidies, the overall
effect of state policy decisions
since January 2001 has been to
decrease the availability of child
care assistance for low-income
working families.24

According to the GAO report
and a recent report from the
Children’s Defense Fund, states
are employing the following
policies to reduce state child
care spending:

Maintaining waiting lists or
freezing intake. Over one-
third of the states have waiting
lists or are no longer accepting

applications. The size of state
waiting lists range from more
than 200,000 children in
California to over 48,000 chil-
dren and growing in Florida and
29,900 children in Texas.25

Since January 2001, 12 states
have started waiting lists and/or
have stopped enrolling at least
some new families. At the same
time, only three states either
ended their waiting lists by serv-
ing the families on it or started
enrolling eligible families
(Louisiana started and then
stopped a waiting list in 2001).26

Lowering income eligibility
levels for families to qualify
for child care assistance.
Fourteen states reduced income
eligibility thresholds, and only
four states raised thresholds
since January 2001.27 Lowered
income eligibility limits cause
low-income families to lose eli-
gibility at income levels where it
is extremely difficult to support
a family and pay the full cost of
quality child care. Largely due
to limited resources, in the last
two years, a number of states
have provided assistance to only
families at or near the poverty
level. In 2002, 11 states limited
eligibility to families at or below
150 percent of poverty. And
these reductions are continuing.
Beginning in June 2003, Ohio
will decrease its eligibility limit
from 185 percent to 150 percent
of poverty, impacting 15,000
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children, according to state 
estimates.28

Increasing the copayments
charged to low-income 
parents with child care 
subsidies. Since January 2001,
10 states increased copayments
on at least some low-income
working families, while only five
states reduced copayments.29

When copayments become too
high, parents can be forced out
of the child care subsidy system
and into cheaper and potentially
inadequate child care arrange-
ments. In Ohio, for example,
parent fees increased on April 1,
2003, by an average of $50 per
family; most families will have
copayments equal to almost 10
percent of their income.30

Reducing investments in
protecting the health and
safety of children in child
care settings and in promot-
ing quality. States still recog-
nize the importance of quality
initiatives; between January
2001 and April 2003, 22 states
increased spending on these ini-
tiatives, while 10 states reported
decreased spending.31 This year,
Tennessee and Arizona will not
be able to hire the licensors
needed to effectively monitor
child care providers’ compliance
with state health and safety
requirements. In addition,
Kansas has cut funding for ini-
tiatives used to recruit and train
providers and help improve

their quality. Maryland has pro-
posed a 70 percent cut in fund-
ing for resource and referral
services, which help parents find
and evaluate quality child care
and support providers’ training
and technical assistance needs.32

Implications for
CCDBG and TANF
Reauthorization

The dramatic expansion of child
care funding has been a critical
part of state efforts to promote
work and child well-being since
1996. While welfare caseloads
fell by half, child care caseloads
doubled. The ability of states to
provide child care outside of the
welfare system was essential to
helping families enter and sus-
tain employment. If states can
no longer maintain even current
levels of child care assistance,
families will suffer and states
will be less able to promote
employment.

Moreover, policymakers have
become increasingly concerned
about the need to improve child
care quality and ensure that
child care settings for young
children do more to promote
school readiness. Child care
reauthorization bills passed by
both the House and the Senate
Health, Education, Labor and
Pensions Committee would
increase the share of CCDBG
funds that must be spent on
quality initiatives, and they
expect that states will do signifi-

cantly more to strengthen
school readiness efforts in state
child care programs. It will be
extraordinarily difficult for
states to make the envisioned
progress in increasing quality
without enough funding.

In fact, expanding access and
promoting quality and school
readiness will be impossible in
the context of frozen or near-
frozen funding levels. The Bush
Administration proposed flat
funding for CCDBG, TANF,
and SSBG in its FY 2004
budget, which the Administra-
tion estimates would result in a
loss of subsidies for 200,000
children by FY 2007 due to
inflationary increases alone.33

Last year, the Congressional
Budget Office (CBO) estimated
that states would need $4.5 to
$5 billion between FY 2003 and
FY 2007 just to maintain their
child care programs against
inflation.34 And these figures
likely underestimate the prob-
lem because they do not take
into account either erosions in
the availability of TANF funds
or state budget cutbacks, which
are already resulting in the child
care program cuts discussed
above. Furthermore, these esti-
mates do not include increased
costs associated with the restric-
tive work requirements included
in the House TANF reautho-
rization bill (H.R. 4). The CBO
recently estimated that H.R. 4
would result in additional five-
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year TANF and child care costs
of $6.1 billion.35 However, H.R.
4 would provide only a small
increase in CCDBG funds 
($1 billion in increased federal
matching funds over five
years36) and no TANF funding
increase.

Conclusion  

Between 1996 and 2001, states
used increased child care fund-
ing to address three goals: 
(1) meet new welfare work
requirements, (2) increase the
number of non-welfare families
receiving care, and (3) improve
the quality of care. States are
now in danger of losing ground
on all three. The extent to
which states can continue to
meet these goals and maintain
current services will depend in
large part on the willingness of
Congress to provide increased
federal child care funding.
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