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Moving Direct Support for Early Care and Education 
from a Short-Term Initiative to 
a Long-Term Part of the Finance Infrastructure

Making Direct Support Part of the Finance Infrastructure

Background
For purposes of this discussion, subsidies will be grouped into two broad categories. The term direct subsidy will be used to refer to funds that directly support an institution or industry. In other words, these funds are not tied to a specific child or family but support a particular ECE classroom, program or group of programs. The term portable subsidy will be used to refer to funding that is tied to a specific child or family and follows them to the programs or services they select. Portable subsidies are based on individual, family and/or child eligibility determination.

In other fields, direct subsidies are designed to work in tandem with portable subsidies For example, institutions of higher education receive direct, institutional subsidy to ensure that a high quality college education is available and affordable for all citizens. (On average, tuition comprises only 42% of revenues in private colleges; the rest is direct, institutional subsidy. And in public colleges the percentage is much smaller--only about 18% of revenue.) In addition to benefiting from direct subsidies, students and their families can apply for portable aid -- such as grants, scholarships, tax credits and subsidized loans -- to help pay the already subsidized tuition. 

Similarly, developers who build low-income housing receive direct, institutional subsidy, in the form of equity from the Low Income Housing Tax Credit or other subsidized grants and loans to ensure that developers can build housing to rent at below-market prices. In addition, low-income families that rent these units can apply for portable, Section 8 subsidies to help them pay the already subsidized rents. Or, in the event that the developer builds subsidized housing for sale, these families can use the home mortgage tax deduction and apply for subsidized loans to help defray the cost of purchasing this already subsidized housing. 

The bottom line is this: in most other fields it is assumed that portable and direct subsidies are layered over each other, and each piece is a part of the financing system. 

But ECE has few direct subsidies. (On average, tuition comprises 87% of revenues in center-based child care.) And many of the direct subsidies that are available in ECE, such as Head Start or prekindergarten, typically do NOT work in tandem with portable subsidies--unless a skilled program director forces them to.  For example, we assume that if a program gets Head Start funds (a direct subsidy) they cannot use CCDF certificates (a portable subsidy) for the same child in the same program unless they somehow prove that they are not double-dipping.  In short, ECE policy takes an either/or stand with regard to subsidy -- either your program gets direct subsidy or your families get portable subsidy. 

Suggested Resources
· For more discussion on direct and portable financing:

· It’s Not Just About More Money….Early Care and Education Finance Reform
· Visioning a New Child Care Financing Structure
· For more information on the topics listed below, see the 2001 edition of Financing Child Care in the United States:

· North Carolina: W.A.G.E.$. (pages 66-67) and T.E.A.C.H. (pages 69-70)

· Washington: Wage Ladder (pages 68-69)

· Rhode Island:  Health Insurance (page 37)

· New York State:  Enrichment Grants (pages 118-119)

· Model Centers Initiative (page 136)

· Child care endowment funds (Dekko Foundation, page 127)

· Child care facilities funds (pages 72-73, 156, and 158-160)

· For a summary of current ECE compensation initiatives, see NAEYC Children's Champions
· Read Investing in Our Future: A Guide to Child Care Financing (especially the introduction and Chapter 2). This publication may be purchased from the National Conference of State Legislatures. 
· For a discussion of how direct support works in the military child care system, see Examining the Cost of Military Child Care. Gail Zellman, Susan M. Gates, MR-1415-OSD. 2002.

Further Discussion 
Listed below are questions that a community, region or state may find useful in further considering this issue. States are beginning to develop strategies that combine portable and direct financing for ECE, however, these approaches are new and are often politically vulnerable. (See the attached list of examples.) The following questions will guide you in exploring pros and cons of these strategies:
· What changes would be necessary -- both inside and outside government -- to make ECE policy mirror the approaches in other fields that embrace layering portable and direct subsidy? How might we facilitate those changes? 
· Several states have developed quality grants (see attached) that ARE designed to work in tandem with portable subsidies. But most of these initiatives have failed to garner strong and lasting support from legislatures, providers or the public. Why, and what can we do about this?
· The housing industry provides significant direct subsidies via a tax credit. Higher education generates some of their direct subsidy from the private sector (research grants) as well as the sale of goods and services (bookstore, housing, sporting events). Are there financing approaches -- other than government grants -- that could generate new funds for direct ECE subsidies?

Examples of Some ECE Financing Strategies that Combine 
Direct and Portable Subsidy

Quality Improvement Grants
At least four states have, at some point in the past, developed some form of quality improvement grant initiative. Basically, these initiatives are designed to provide direct, institutional subsidy to a program or classroom of children. This subsidy is provided in the form of a grant to a specific program, rather than tied to a specific child. Accountability is based on the program meeting a set of performance standards, and the funds may be used to support the program as a whole; they are not tied to specific children or limited to those who are income-eligible. These quality improvement grants are awarded in addition to portable subsidies for low-income children, parent fees, United Way dollars or other funding sources. Examples include: 

1. Texas Comprehensive Child Development Centers (this program no longer exists; it was developed in the early '90's and lasted only a few years)

2. Wisconsin Quality Improvement Grants (this program is being phased out)

3. Mississippi Child Care Enhancement Grants (this program lasted only one year)
4. Colorado Educare Differential Reimbursement grants
5. New York State Joint Labor/Management Child Care Advisory Committee Enrichment Grants program (recently phased out and replaced with vouchers)
Funding for Specific Costs 
Initiatives that cover specific costs in an early childhood program are another way to blend portable and direct subsidy. This approach basically takes certain expenses "off budget" so that they do not increase the price of care for fee-paying families or impact reimbursement rates for subsidized families. Some examples include:

1. Wage initiatives that pay provider stipends, like North Carolina W.A.G.E.$. as well as similar initiatives in Wisconsin, Oklahoma, Illinois, New York and other states.

2. Wage initiatives that give grants to programs, like the Washington Wage Ladder and the Kansas City early childhood initiative.

3. Wage initiatives that award funding to both providers and programs, like California C.A.R.E.S.
4. Subsidized health care plans, like the Rhode Island and North Carolina initiatives.  

5. Subsidized training/education, like the T.E.A.C.H. early childhood initiative.
6. Facility subsidies, including a range of initiatives that help early childhood programs to purchase facilities and/or carry debt. Examples include Connecticut, Illinois, Rhode Island, North Carolina, Massachusetts and others.
This is one in a series of issue briefs that were developed for use in a broader discussion on Early Care and Education Finance Reform that was held on January 26-27, 2003 in Greensboro, North Carolina. These issue briefs were developed and written in collaboration with Anne Mitchell and Louise Stoney of the Alliance for Early Childhood Finance.  For more information, email gscobb@smartstart-nc.org.































































