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The Relative Power of Different Revenue Generation Methods

Background
Funds for early care and education can be generated in a number of ways. The most direct way is via federal, state or local general public revenue. Head Start and most CCDF funding is federal general revenues. Most pre-kindergarten funds are state general revenues, as are many state and local ECE initiatives, like Smart Start. General revenue funds must be appropriated each time the budget is approved. 

Another approach is a dedicated funding source, in which revenue from a specific funding stream or source is allocated for ECE.  
A related concept is the “earmark.”  Earmarked funds can be either direct revenues (like local property taxes, state and local sales taxes, or excise taxes such as on cigarettes or alcohol) or income and fees from the sale of goods and services (like state lottery proceeds), or one-time ‘windfalls’ like the tobacco settlement funds. Generally, a set proportion of funds is allocated, ‘earmarked’ for ECE.  
Funding for ECE could also be raised through social insurance strategies, such as disability or unemployment insurance, which could be used to help fund family leave.  The concept of social security might applied to ECE. 

ECE can be funded through indirect funding sources, that is, tax credits and deductions related to investment and expenditures by individual and/or corporate taxpayers.

Suggested Resources
· Financing Child Care in the United States
Mitchell, Stoney, and Dichter. 2001 Edition

Get more information on this topic from the following sections:

· Introduction to Generating Public Revenue (pages 10-14)
· Appendix (pages 175-176) – Includes a chart that summarizes basic information about revenue-generation methods at each level of government.
· Design Choices: Universal Financing For Early Care And Education
Richard N. Brandon, Sharon Lynn Kagan and Jutta M. Joesch (2000). 
Seattle, WA: University of Washington, Human Services Policy Center. 
· Financing the Early Childhood Education System
NAEYC Policy Brief, April 16, 2001. 
· The Encyclopedia of Taxation and Tax Policy  
Cordes, Joseph J., Robert D. Ebel and Jane G. Gravelle (eds.) 1999.  
Washington, DC:  The Urban Institute Press. (This is a useful reference book.)
· 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
· National Economic Development & Law Center study
· Finding the Funds:  Opportunities for Early Care and Education, Richard N. Brandon

· Human Services Policy Center
· National Economic Development & Law Center study
· The National Business Roundtable is working on policy statement for defining child care as missing piece of public education.

Further Discussion
Listed below are questions that a community, region or state may find useful in further considering this issue. 

· What are the pros and cons of each revenue source?  In terms of public support, revenue generating power, stability, etc.  
· What are the most effective ways to increase the use of general revenues for ECE?
· Universal preschool is a ‘hot’ policy issue.  With few exceptions, prekindergarten is funded with general revenue that flows through the state education department.  Certainly, education is the largest expenditure category for any state budget, has strong public support and is thus a stable revenue source.  If education is the way to get greater investment in ECE, but the public school system is not the preferred delivery system, what are the conditions that must be met to use education as a major source of ECE finance?
· Do “earmarks” and/or dedicated revenue sources typically increase the total funds available for ECE or do they just result in shifting among funding sources to maintain the current level of spending?  If the latter is true (which is often alleged) what can be done to ensure increases in total revenues for ECE when an earmark is enacted or revenue source dedicated?
· Indirect funding sources – such as tax credits and deductions – can support ECE. Could this approach be used to decrease the tendency toward supplantation and increase the overall funds spent on ECE?
· What new social insurance strategies could be used to generate funds for ECE?
· What are the most important next steps in furthering the field’s understanding of the relative powers of different revenue sources?
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.































































