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What Child Care Advocates Need 
to Know about the Upcoming Tax 
Debate
The Tax Cuts and Jobs Act (TCJA) was enacted during the Trump administration in 2017. This law 
overwhelmingly benefits the wealthy at the expense of women, people of color, and families with low- and 
moderate-incomes. It also limits revenues that could be used to invest in women and families, including 
child care. Many provisions of this 2017 tax law are set to expire in 2025. Over the next two years, there will 
be intense negotiations around which existing provisions should be extended or modified, and whether 
new provisions should be introduced.

This debate provides an opportunity for child care advocates to push for a more progressive, equitable tax 
code that can better support children, families, and early educators.  Allowing tax cuts for the wealthiest 
to expire, and making additional changes so that those at the top pay a fairer share of taxes, would 
generate more revenue to invest in child care and other supports for families. Expanding the refundable 
tax credits—including the Child Tax Credit and the Child and Dependent Care Tax Credit—would play a 
role in helping families with low incomes meet their child care costs, as a complement to significant direct 
investments in the child care system.

But not all tax proposals related to child care will help the families who need it most. Here’s what child care 
advocates need to know.

Ensuring the wealthy pay their fair share would raise more revenues to 
fund priorities that help women and families succeed—like child care.

In order to tackle the child care crisis in this country, we need to greatly expand investments in the child 
care system and significantly increase direct child care assistance. Tax cuts for the rich—such as those 
in the 2017 tax law—limit the revenue available for public investments in child care and other supports 
for families, like paid leave, aging and disability care, housing, or health care. The 2017 tax law contains 
numerous provisions that benefit the richest, including lowering the top income tax rates and slashing 
taxes on wealthy estates. Significant amounts of tax revenue are at stake: It is estimated that extending all 
of the expiring 2017 tax law’s provisions will reduce federal revenues by $3.1 trillion over 10 years.1
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Lawmakers should allow tax cuts for the wealthiest to expire on schedule and introduce new legislation that will tax the 
wealthy more equitably, including by allowing the top income tax rate to go back to where it was in 2017, increasing the 
taxes that wealthy estates pay, closing other loopholes that benefit the wealthiest, raising the corporate tax rate, and taxing 
wealth directly.2  This would bring in more revenues to invest in the child care system and give more families direct child 
care assistance. 

Expanding the Child Tax Credit for those who need it most will help families 
manage their caregiving responsibilities in the ways that work best for them.

In 2021, the American Rescue Plan Act (ARPA) temporarily expanded the Child Tax Credit (CTC), a tax benefit that helps 
families meet the costs of raising children.3 It is distinct from the Child and Dependent Care Tax Credit (CDCTC), which 
helps families offset their out-of-pocket child care expenses and will be discussed later in this brief.4 

Through the expanded CTC, millions of families received $250 to $300 per child every month in 2021, including families 
with little to no income, who previously had been shut out of the full credit. Research from multiple sources, such as the 
U.S. Census Bureau Household Pulse Survey, found that the monthly CTC payments were spent on necessities like food 
and also helped families pay for child care, which is often one of the most expensive household bills.5 In fact, following 
the monthly payments of the CTC, the number of families reporting they were unemployed because they had child care 
responsibilities dropped from about 26 percent to 20 percent.6 

Policymakers expanded the CTC in the 2017 tax law, but unfortunately focused on changes that benefited households with 
high incomes rather than the families most in need of support. In addition, the 2017 tax law blocked more than a million 
children in immigrant families—many of whom are “Dreamers,” young immigrants who were brought to the country as 
children7 —from receiving the CTC.8 Congress should let the provision limiting eligibility for children in immigrant families 
expire, and should build on the success of the 2021 CTC expansions in 2025 to reach more families with low incomes.

Making the Child and Dependent Care Tax Credit available to families with 
moderate and low incomes will help more families with their child care expenses.

The Child and Dependent Care Tax Credit (CDCTC) allows families to get a percentage of their work-related child and 
dependent care expenses back as a tax credit. The credit is theoretically worth up to $2,100. Unfortunately, in practice, 
the credit does not meaningfully help working families, particularly families with low incomes. In 2022, about 5 percent of 
the total benefit amount from the CDCTC went to families with incomes of $30,000 or less,9 even though these families 
represented roughly 20 percent of the population.10 

In 2021, the ARPA temporarily made the CDCTC fully available to families who owed little to no taxes and increased the 
amount of the credit. Under ARPA, more than 770,000 additional families with incomes of $30,000 or less received the 
CDCTC than the previous year—and families with $30,000 or less received $2.3 billion more in benefits than they had the 
year before, with their total CDCTC benefits representing roughly 19 percent of the total CDCTC benefit.11

The 2017 tax law made no changes to the CDCTC, but the tax debates offer an opportunity to advocate for improvements. 
Improving the CDCTC, first and foremost by making it fully refundable, would help more families meet their child care 
expenses. However, the CDCTC is, at best, a complement to the robust public investments needed to bolster the child care 
system so that it works for all families, as well as early educators. The national annual average cost of child care in 2022 was 
$10,853, so even if all the families who need help with their child care costs could access the CDCTC, systemic investments 
in child care would still be needed to ensure that all families can afford the care.12  Improving the CDCTC without making 
other tax changes that would raise more revenues would fail to take full advantage of the opportunity that these tax 
debates offer for child care advocates.
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Other child care-related tax benefits should not be prioritized in upcoming tax 
debates.

Policymakers have recently shown renewed interest in expanding the Dependent Care Assistance Program (DCAP), 
which allows employees to put aside pre-tax dollars for child care expenses if their employers permit, and the Employer-
Provided Child Care Credit (EPCCC), which offers a nonrefundable tax credit to businesses that make child care related 
contributions. Neither of these provisions were part of the 2017 tax law. Moreover, neither of these tax benefits meaningfully 
help families who need the most help accessing or affording child care. They also do not support early educators, and have 
not substantially expanded the child care supply or increased the quality of care. For these reasons, they are not a solution 
to the child care crisis and should not be prioritized in the upcoming tax debates.

DCAPs don’t reach the families who need help most.

Employees whose employers offer DCAPs can elect to set aside up to $5,000 of pre-tax income from their paychecks for 
work-related child and dependent care expenses. But if an employer does not offer a DCAP, its employees cannot utilize 
this benefit. DCAPs are available mostly to higher earners in specific industries. In 2020, families with $100,000 or more a 
year in income received 88 percent of the benefit from DCAPs.13 In contrast, in 2020, families with $30,000 or less in annual 
income received roughly 1.1 percent of the benefit from DCAPs.14 And in 2021, 60 percent of workers in management and 
professional occupations had access to DCAPs, compared to 18 percent of workers in service occupations.15   

DCAPs also offer limited assistance to families with low and moderate incomes: They provide tax savings, but don’t give 
families more resources to pay for care expenses. In addition, families who want to use both DCAPs and claim the CDCTC 
will receive a smaller CDCTC, because the money put into their DCAP cannot be claimed for the credit.16 For example, if an 
individual with two eligible children put the maximum amount of $5,000 into their DCAP, then they would only be able to 
claim $1,000 in child care expenses for the CDCTC.

Moreover, tax exemptions and deductions are only useful to families who can afford to set money aside out of their 
paychecks—not the folks who are struggling to make ends meet from paycheck to paycheck and need the most help 
accessing and affording child care.

The EPCCC is not widely utilized and is ineffective for growing the child care supply.

The EPCCC allows a business to claim a tax credit if it provides child care benefits to its employees, including on-site child 
care centers or slots or spaces at local child care programs, or contributes to child care centers or resource and referral 
agencies. This tax credit is purported to incentivize employers to provide child care supports—but research shows that 
these credits aren’t widely used.17 

On the federal level, the IRS estimated that 169 to 278 corporate income tax returns claimed $15.7 to $18.8 million in 
EPCCCs in 2016, the most recent year available.18 In comparison, over five million tax returns claimed the CDCTC in 2022 
and those families received over $3 billion in benefits.19 Nineteen states currently provide tax credits for employers and 
businesses that provide child care benefits.20 However, there is evidence that these benefits are underutilized,21 and since 
2002, ten states have repealed or discontinued their employer tax credits.22 

Additionally, according to a 2022 GAO report, the credit is also most likely to benefit big, corporate employers, because 
small employers struggle with the significant upfront and on-going costs for providing on-site child care.23 This limits the 
credit’s impact on the child care labor supply, as many employers cannot afford to invest in new child care facilities, even 
with the credit.  Moreover, employers who do offer child care may not provide the services to all their employees. For 
example, employers are more likely to offer child care at corporate headquarters, but not in warehouse, distribution, or 
retail locations.24 Finally, directing public dollars towards employer-provided child care could lock parents into jobs they 
might otherwise leave because they do not want to lose care, or create instability in children’s care if the company cuts the 
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benefit or a parent changes jobs.25

While these tax provisions exist and are related to child care, they offer limited potential to meaningfully help working 
families with low and moderate incomes to afford child care – much less expand child care supply at scale or support the 
child care workforce. It doesn’t make sense to double down on strategies that haven’t worked for most families when there 
are robust alternatives. Advocates should not prioritize expansions of the DCAP or EPCCC, in lieu of improving refundable 
tax credits for families or raising revenues for systemic investments, in upcoming tax debates.

****

The expiration of TCJA provisions in 2025 offers an opportunity to enact tax policies that could support increased public 
investments in child care and more, in order to support more women and families. Child care advocates should prioritize 
rolling back tax cuts for the wealthiest and expanding refundable tax credits for families to make the biggest difference for 
the women, children, educators, and families who struggle the most under the current child care system.
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