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CHILD CARE & EARLY LEARNING

IMPROVING THE CHILD AND 
DEPENDENT CARE TAX CREDIT 
WOULD HELP WORKING 
FAMILIES WITH THE HIGH COST 
OF CHILD CARE 

NATIONAL WOMEN’S LAW CENTER | FACT SHEET | UPDATED DECEMBER 2018

Child care is fundamental to the economic security of 
women and families, but it is out of reach for too many. 

The high cost of child care creates barriers to work for 
parents, and especially women. When parents cannot afford 
the high-quality, reliable child care they need to work, they 
may then face challenges getting and keeping a job. Lack 
of access to affordable child care is especially difficult for 
women, who are often paid less than men, and who are more 
likely to work part-time jobs and be single parents.  

 •  The high cost of child care puts it out of reach for many 
families. The average annual cost of full-time care for 
one child ranges from nearly $3,000 to over $23,000, 
depending on the age of the child, the type of care, and 
where the family lives.1 

 •  Low-income families spend a substantially larger share 
— four times more — of their income on child care than 
higher-income families. Among families that pay for child 
care, families with incomes below the poverty line spend 
almost one-third of their income (30.1 percent) on care. 
Compare this to families with incomes at or above 200 
percent of the poverty line, who spend an average of just 
6.9 percent of their incomes on child care.2 

 •  Child care expenses may discourage women’s full 
participation in the workforce. Women are more likely 
than men to leave a job or take a significant amount 
of time off work to care for a child or other family 
member.3 This may be because child care costs consume 

a substantial portion of women’s income from work.  In 
families who pay for child care for children under the age 
of 5, child care costs are, on average, equal to 43 percent 
of mothers’ income, in families with incomes below the 
poverty level.  For families with incomes at or above 200 
percent of the poverty level, these child care costs equal, 
on average, 21 percent of mothers’ incomes.4     

 •  The majority of women with young children are working. 
Nearly two-thirds (65.1 percent) of women with children 
under age six, including 58.5 percent of women with 
children under age one, are in the labor force.5 

 •  These working mothers’ incomes are critical to the 
support of their families. More than two out of five 
mothers (42 percent) were sole or primary breadwinners, 
bringing in at least half of their family’s earnings, and 
another 22 percent were co-breadwinners, bringing in 
between 25 and 49 percent of earnings.6 

For over 60 years, Congress has recognized that the child 
care expenses parents incur in order to work should be 
acknowledged in the tax code.7  

This tax credit reduces families’ federal income tax liability 
(the amount of taxes owed).8 The federal Child and 
Dependent Care Tax Credit (CDCTC) helps families meet 
their out-of-pocket, work-related child and dependent care 
expenses. The CDCTC is distinct from the Earned Income 
Tax Credit (EITC), which helps offset the payroll taxes of 
low- and moderate-income workers, and the Child Tax Credit 
(CTC), which helps families with the cost of raising children 
more generally.9 The CDCTC is the only federal tax credit 
that specifically addresses the additional care expenses that 
parents incur when they work, look for work, or (in some 
cases) go to school. 

The CDCTC helps offset child care costs, but only provides 
limited benefits to low- and moderate-income families.
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The CDCTC is a nonrefundable tax credit that families claim 
on their federal tax returns. The CDCTC allows families 
to claim up to $3,000 of their work-related child and 
dependent care expenses for one child or dependent, and 
up to $6,000 for two or more children or dependents. The 
credit is calculated as a percentage of those expenses. The 
percentage of eligible expenses that a family may claim is 
based on a sliding scale that declines with income. Families 
with an Adjusted Gross Income (AGI) of $15,000 or less are 
eligible for a credit equal to 35 percent of eligible expenses. 
The rate decreases as AGI increases above $15,000 until it 
reaches 20 percent for families with AGIs above $43,000. 
Thus, in theory, families with two or more children or 
dependents with AGI of $15,000 or less are eligible for a 
maximum CDCTC of $2,100—while families with two ore 

more children or dependents with incomes above $43,000 
are eligible for a maximum credit of $1,200 (for families with 
one child or dependent, the maximum credit amounts would 
be $1,050 and $600, at the same income levels). 

In 2017, the CDCTC was estimated to provide almost 
$3.5 billion in child care assistance to nearly 6.3 million 
families.10 However, low- and moderate-income families 
receive a smaller share of tax benefits from the CDCTC 
than higher-income families. Indeed, almost 75 percent of 
benefits were estimated to accrue to families with AGIs 
above $75,000 in 2018.11 This is likely because families with 
lower income have lower federal tax liability, and receive less 
assistance from the nonrefundable CDCTC. 

Estimated Distribution of Benefits from the CDCTC by AGI for Tax Year 2018

Source: Urban-Brookings Tax Policy center Microsimulation Model (version 0718-1)

AGI (in thousands)

https://www.taxpolicycenter.org/model-estimates/individual-income-tax-expenditures-october-2018/t18-0198-tax-benefit-child-and
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The federal CDCTC should be improved to help the families 
who need it most. 

Congress has not changed the CDCTC since 2001, and 
improvements are sorely needed. In fact, after the 2017 Tax 
Cuts and Jobs Act, low- and moderate- income families 
will receive even less benefit from the CDCTC.12 The CDCTC 
should be improved in several critical ways in order to better 
help families who struggle to pay for the child care they need 
to earn a living:

 •  Make the CDCTC refundable to provide more benefit to 
low- and moderate-income families. Because the CDCTC 
is not refundable, low-income families with little or no 
federal tax liability get limited benefit from the credit. 

    Making the CDCTC refundable would allow many 
low-income working families to receive the full value of 
the credit and would increase the value of the credit for 
many moderate-income families.13

 •  Increase the percentage of expenses and the income level 
for the maximum percentage to help low- and moderate-
income families. Currently, families with AGI over $43,000 
only receive 20 percent of their eligible care expenses, 
even though families at this income level struggle to meet 
the high cost of the care they need to work. Expanding 
the sliding scale would increase tax assistance to families 
who most need help paying for child care.

 •  Increase the child care expense limits to reflect the rising 
costs of child care. The amount of child care expenses 
that can be claimed for the CDCTC is currently $3,000 
for one child or dependent and $6,000 for two or more 
children or dependents. But the average annual costs 
of child care, which equal the cost of in-state college 
tuition in many states,14 far exceed those expense limits. 
As a result, the tax benefits that families can claim do 
little to offset the child care costs that they actually incur. 
Increasing the child care expense limits would reflect 
the high cost of child care and help families at all income 
levels whose expenses exceed the current limits.

 •  Index the expense limits and income levels on the sliding 
scale for inflation, to prevent the CDCTC from losing value 
over time. Because the income limits for the CDCTC are 
not indexed for inflation, the maximum value of the credit 
starts shrinking when family income is well below the 
federal poverty level for a family of three in 2018,15  and 
provides a diminished tax benefit to moderate-income 
families who may not be eligible for any other type of 
child care assistance.16 Indexing the expense limits and 
income levels on the sliding scale for inflation would 
prevent the value of the credit from eroding over time.

Improving the CDCTC would lessen barriers to women’s 
participation in the workforce and help families with their 
child care costs.

Women, especially single parents, continue to bear the bulk 
of responsibility for care of children and dependents, and 
are paid less than men, on average. Improving the federal 
CDCTC would lessen barriers to women’s participation in 
the workforce, helping them support themselves and their 
families. In addition, many states offer child and dependent 
care tax credits based on the federal CDCTC,  so that 
improvements to the federal credit would automatically 
boost the value of state credits.17

Paired with a significant additional investment in direct child 
care assistance through the Child Care and Development 
Block Grant (CCDBG), an improved Child and Dependent 
Care Tax Credit would help more families afford the child 
care they need.
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