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Introduction

Like public education and transportation, child care benefits society at large. When children are learning and
thriving in safe, supportive settings, their parents and caregivers can work or pursue the education needed to
boost their family’s economic fortunes, and businesses are able to recruit and maintain a reliable workforce.
However, in New York, like many states, child care is far too difficult to find and often too expensive to afford.

Leaders in New York have made substantial investments in child care, particularly over the past several years.
And yet many families across New York State are stuck on waitlists to receive assistance and are unable to
pursue their career and educational goals.

The Children’s Agenda, as a member of the Empire State Campaign for Child Care coalition, advocates for a
universal system to ensure quality, affordable child care in every community. New York has sufficient resources
to fund universal child care, but does it have the political will?

Over the past several years, lawmakers in New York State have passed sweeping eligibility expansions for the
state’s Child Care Assistance Program. These expansions caused enrollment in the program to exceed 155,000
children in February 2025. More New Yorkers are benefiting from child care assistance than at any point in the
past 15 years. Along with housing, child care can be the largest monthly expense families with young children
face. Infant care in New York can exceed $17,000 a year, a far greater expense than in-state tuition for a four-
year public college.! These expansions help make New York State a more affordable place to raise a family.

The 2025-26 state budget added $400 million in additional funding to help address a projected shortfall that
caused 15 counties and New York City to close enrollment and, in some cases, establish wait lists.2 However, this
additional funding has been presented as a one-time expense and $350 million of this added funding requires a
matched contribution from New York City and potentially other counties to access the funds.

But the financial resources needed to sustain and expand the Child Care Assistance Program are not a one-time
expense. Instead, New York will need to expand funding for child care on a continuing basis to ensure that
children and families can receive support from this critically important program.

The Children’s Agenda is issuing this report to inform the work of the New York Coalition for Child Care, which is
tasked with, among other things, identifying a sustained funding stream to help New York achieve universal child
care and implement the recommendations of the Governor’s Child Care Availability Task Force.

Background

Due to a lack of public investment and attention, the number of children enrolled in the Child Care Assistance
Program declined steadily during the 2010s before falling dramatically with the onset of the COVID-19 pandemic
in early 2020. Enrollment began recovering in 2021 and steadily increased over the past three years.? Statutory

1 See Economic Policy Institute’s 50 state child care cost estimates
2 See The Children’s Agenda’s 2025 report on projected funding shortfalls.
3 Monthly enrollment figures are available on the OCFS website - https://ocfs.ny.gov/programs/childcare/data/
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changes extended eligibility for assistance to more families, which drove growth in enroliment.* Statewide,
enrollment grew from just over 61,000 children in October 2021 to more than 160,000 in March 2025.

Children Enrolled in New York State's Child Care Assistance
Program, January 2015 - March 2025
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Ongoing Child Care and Development Block Grant (CCDBG) funding from the federal government increased from
$328 million in 2017 to $608 million in 2024. This funding, along with one-time COVID relief funds received in
2021, was initially used to support New York’s eligibility expansions.

4 Statewide income eligibility increased from 200% of the federal poverty level to 300% in 2022 and then to 85% off state
median income in 2023. For a family of 3, eligibility increased from $43,920 in 2021 to $91,251 in 2024

Children’s

Smart Choices. Bold Voices.

Published June 5, 2025

Contact Pete Nabozny, pete@thechildrensagenda.org

Learn more at thechildrensagenda.org



mailto:pete@thechildrensagenda.org
https://thechildrensagenda.org/

Federal Child Care Funding to New York State 2010-2024
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New York also uses a portion of the state’s annual Temporary Assistance for Needy Families (TANF) block grant

allocation from the Federal government to support child care assistance for low-income families. Amounts vary
by year, but from 2010 to 2018, New York transferred between $284 million and $403 million annually from the
TANF block grant to the state’s Child Care Assistance program.®

After exhausting its federal COVID child care relief funds in 2024, New York began increasing state investments
in the Child Care Assistance Program. The state’s most recent financial plan (which was issued before the 2025-
26 state budget agreement) projects spending over $1 billion in state operating funds on child care in 2025 and
$1.3 billion in 2027 and 2028. State spending in 2027 and 2028 is expected to be roughly $1 billion more than
the 2010-2023 average.®

5 Data compiled by Empire Justice Center from state budget officials and shared with The Children’s Agenda
6 Compiled from NYS Division of Budget Financial Plans - https://www.budget.ny.gov/pubs/financial-plans/index.html
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New York State Operating Funds Spent on Child Care,
2010-2028
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These eligibility expansions and budget investments, accompanied by other successful efforts’ to streamline
access to child care assistance, are among the most significant accomplishments Governor Hochul and the state
legislature have achieved over the past several years. This progress is extraordinary and yet also insufficient
given surging program enrollment and a commitment from state leaders to achieve universal child care in New
York.

The Task of the New York Coalition for Child Care

In Governor Hochul’s 2025 State of the State, she announced her intention to create the New York Coalition for
Child Care, an effort to build broad support for a sustainable source of revenue and funding for universal child

8
care.

Specifically, the Governor wants this coalition to make recommendations to generate revenue for the existing
Child Care Assistance Program and aid families beyond the federal income cap of 85% of state median income.

The enacted state budget included S1 million to support the Coalition with contract services to work on “the
evaluation and recommendation of potential mechanisms to support sustainable child care funding with
solicitation of input from stakeholders, including child care providers, businesses, labor organizations, and
advocacy groups.”® The Coalition is anticipated to begin its work in the next several months.

7 These initiatives include, among other things, the introduction of an online child care assistance application in July 2024
and administrative actions to streamline eligibility determinations for families in receipt of SNAP assistance.
8 See Governor Hochul’s January 14, 2025 announcement
9 See S.3000-D budget bill for state operations
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Child care advocates expect the Coalition will advance bold recommendations to help New York achieve the
vision established by the Governor’s Child Care Availability Task Force, which includes a path to universal child
care and investments in the child care workforce. 1°

The Cost of Universal Child Care in New York State

The revenue needed to implement state-funded universal child care is substantial. Existing estimates range
considerably and are based on several assumptions, including:

e Ages covered

Uptake estimates (what percentage of families would choose to enroll)

Provider reimbursement rates

e Expected parental contributions (if any)

o The extent to which other programs like Head Start, Universal Pre-K, and publicly funded afterschool
programs reduce child care costs or needs

For example, a 2023 study conducted by P5 Fiscal Strategies for Raising New York!! estimated that statewide, a
fully universal system for all children birth-to-5 years old would cost $14.7 billion at current salary levels and
$20.3 billion if staff were paid a living wage. This model assumed an 80% uptake rate for all children birth-to-5
years old and no family contributions. This uptake rate matches assumptions for Universal Pre-K enroliment in
the state. Other evidence suggests that uptake would be lower than 80%, particularly for younger children.

An analysis of Census Bureau Household Pulse survey data by New Yorkers United for Child Care? concluded
that New York State families with children under 5 currently spend up to $14 billion on child care. However, that
estimate also includes child care spending on children over 5 if they reside in a household with children under 5.
Using New Yorkers United for Child Care’s methodology applied to all ages, families currently spend
approximately $17 billion on child care across New York State.?

Criteria for Assessing Revenue Options

The Children’s Agenda developed the following factors to help assess the various revenue options explored
below.

e Progressive: As much as possible, funding for quality child care should come from those most able to
afford it. If it is not explicitly progressive (e.g. millionaire tax or estate tax), it should at least be non-
regressive.

e Sustainable Growth: As child care is an ongoing need for working families, the funding mechanism
should be stable over time. Revenue models that fluctuate annually, decline dramatically during
economic downturns or will likely shrink in the future should be avoided.

10 See the Child Care Availability Task Force’s 2024 report and roadmap.

11 5ee 2023 Memo from Prenatal to Five Fiscal Strategies titled “Understanding the true cost of child care in New York
State.”

12 5ee New Yorker’s United for Child Care’s 2024 report titled “UPC: A Five Year Roadmap for Universal Public Child Care”
13 This was calculated using data from a 2024 Census Bureau Household Pulse Survey table. The total amount spent by
respondents in New York State over the past 7 days was multiplied by 52 weeks.
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e Scale: The ambition of this effort is to make quality child care universally available. Therefore, the
funding model should be robust enough to meet that goal and may need to include several revenue
streams.

e Politically viable: The political palatability of a child care funding mechanism is an important
consideration. Any new revenue would need to be approved by both houses of the New York State
Legislature and signed by the Governor. It would also likely need broad and sustained support among
key stakeholders in the state.

o Dedicated to Child Care: Some revenue options can be more easily dedicated to child care while others
would increase state operating funds and the state’s overall capacity to increase spending on child care.
There are merits and shortcomings to each approach. For example, dedicated funding streams have a
history in New York and elsewhere of being raided for other spending priorities. However, new revenues
that are simply added to the general fund do not necessarily create a presumption of funding a
particular area.

Existing Revenue Streams for Early Care & Education

Funding social programs through specialized taxes is nothing new. Social Security retirement benefits and
Medicare health coverage have been funded through payroll taxes for employees and employers since 1935 and
1965, respectively. In 2010, the Affordable Care Act introduced an additional tax on earners with significant
investment income to expand access to healthcare for low-income Americans.

New York State uses dedicated revenues from gas taxes and related petroleum to support transit services and a
highway and bridge trust fund. Employers in the New York City metropolitan commuter districts are subject to
payroll tax which helps fund the Metropolitan Transportation Authority (MTA). The MTA also relies on dedicated
corporate and sales surtaxes, as well as undedicated funds from the state’s general fund revenue. The Real
Estate Transfer Tax is used to fund the Environmental Protection Fund, which supports capital projects that
protect the environment and enhance communities throughout the state.*

New York’s Paid Family Leave program is funded through a dedicated 0.388% payroll deducted premium. While
this program is not technically a payroll tax, because the premiums are not collected by the state government
(they are instead collected by employers and paid to an insurance carrier), the funding mechanism closely
resembles a payroll tax.

New York does not currently commit any dedicated revenues to child care. Instead, the state funds the Child
Care Assistance Program through a mix of federal block grant funds and state general operating revenues.

In other parts of the country, states have found creative ways to generate dedicated funds for early care and
education programs like child care and pre-kindergarten.?®

Appendix A lists dedicated revenue sources in 21 states.

14 See New York State’s Environmental Protection Fund website for more information.
15 See State Examples of Dedicated Funding Streams - Alliance for Early Success
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Many states, including Arizona, California, Colorado, Connecticut, Kentucky, and Missouri, use cigarette taxes or
tobacco master settlement agreement®® funds to help fund child care or Pre-K. Others, including Georgia, North
Carolina, Ohio, and Oregon, use gambling or lottery revenues, at least in part. Louisiana’s Early Childhood
Education Fund is supported by sports betting revenue, CBD sales, and New Orleans Pelicans specialty license
plate sales.

Notable State Child Care Revenue Models

New Mexico has emerged as a leader nationally with its efforts to dramatically expand eligibility for child care
assistance and boost child care educator wages. Over the past several years, the state raised eligibility for
assistance to 400% of the federal poverty level (double the state’s median income), eliminated parent copays,
and raised provider reimbursement rates significantly.’” These investments were supported by a successful
voter referendum that dedicated money from the state’s Land Grant Permanent Fund to early childhood
education. The Land Grant Permanent Fund, which was established in 1912 when New Mexico became a state,
generates revenue from leases and royalties produced by oil and natural gas resources in the state.?® While this
is an innovative approach to funding early childhood education, it does not appear as though New York could
replicate New Mexico’s revenue model.

In 2023, Vermont passed Act 76, a comprehensive child care bill that expanded eligibility to the state’s Child
Care Financial Assistance Program, increased reimbursements to providers, boosted capacity throughout the
state, and established a dedicated payroll tax to support child care. This new 0.44% payroll tax generates $80
million annually that must be used to support the ambitious reforms underway in the state.'® Three-quarters of
the tax is paid by employers and the remaining 25% is covered by employees or self-employed workers.

Washington State passed a new tax in 2022 that applies to capital gains above $270,000 per year. The 7%
capital gains tax generates $500 million annually for child care and other early learning programs.?

Washington DC established The Early Childhood Educator Pay Equity Fund in 2022 using funds from a higher
marginal tax rate on households making more than $250,000 a year.2! This tax increase created additional
revenue to allow the city council to appropriate $75 million in 2025 that could be dedicated to raising worker
pay without increasing costs for private pay families. Washington DC’s revenue plan for child care was not fully
dedicated like some of the other states in this section but was instead a tax increase accompanied directly by a
separate workforce compensation fund.

16 The Tobacco Master Settlement Agreement is a 1998 accord between 46 states, 5 territories, the District of Columbia,
and the 4 largest cigarette manufacturers in the country. It provides $9 billion per year from those tobacco companies to
the states and territories. The Public Health Law Center has more information about the agreement.
17 See this marketplace article for a summary of recent changes.
18 See https://www.sic.state.nm.us/investments/permanent-funds/land-grant-permanent-fund/
1% While $80 million seems like a small sum in the context of New York’s budget, it’s worth recognizing that Vermont is a
much smaller state than New York. Its population is roughly 3% of New York's.
20 See Washington’s Department of Revenue website and this Washington State Budget and Policy Center factsheet for
more information.
21 See Urban Institute’s case study of Washington DC’s Early Childhood Educator pay equity program
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Other states, like Massachusetts, Maine, and Minnesota have managed to make substantial investments in their
child care systems without identifying a dedicated funding stream. However, those states have not attempted to
implement anything as large and ambitious as the efforts in New Mexico or Vermont.

Children’s Funding Project, a national organization that supports efforts to increase resources committed to
child-serving systems, tracks state-level efforts to increase funding for children’s programs. Their analysis reveals
that New York is not alone in trying to identify sustainable revenue models to support children’s policy
priorities.??

Value of Investing in Child Care

Investments in early care and education have significant economic benefits both in the short and long term.
Studies have found that money spent on early childhood education has at least a 4-9X return on investment,
improving the health, education, and development of young children as well as their future education and
earnings.?® An analysis of 22 studies published between 1960 and 2016 found that children who enrolled in an
early childhood education program were 8.1% less likely to receive special education services in the future, 8.3%
less likely to be held back a grade, and 11.4% more likely to graduate from high school.?* These services have a
multigenerational impact. Access to affordable, reliable child care gives parents the opportunity to work or
pursue an education, bettering both their immediate and future economic stability.

The Canadian province of Quebec passed legislation to implement universal child care in 1996, and the program
went into full effect in 2000. Labor force participation of mothers with young children increased dramatically
after the law passed, increasing from 64% in 1997 to 80% in 2018. Research demonstrates that tax contributions
increased substantially from families receiving this support and participation in other benefit programs declined.
A 2008 study concluded that, 8 years after Quebec’s child care program was implemented, the program
generated more revenue through increased taxes and decreased social spending than it cost to operate.?”

The data is clear. New York State would be wise to make a sustained investment to ensure all families have
access to the quality child care they need to thrive.

Existing Proposals to Fund Child Care Expansions in NYS

Several proposals exist to generate more revenue for child care by increasing taxes on wealthier New Yorkers.

The Share Our Wealth coalition?® is comprised of a diverse group of unions, not-for-profits, faith leaders, and
progressive politicians from across New York State. Led by New York State United Teachers,?” the movement is
focused on raising revenue to increase funding directed toward the systems that support children and working
families — namely, public schools and universities, health care, transportation, and public services. To achieve
these goals, the group has called on lawmakers to increase New York’s top income tax rates for those earning

22 See Children’s Funding Project March 2025 rundown of state-level proposals

23 See Examining the Significant Return on Investment from High-Quality Early Learning & Care

24 See Benefits of early childhood education persist into high school, study says | LAist

25 See Pierre Fortin’s report “Quebec Childcare at 20: What Have We Learned?”

26 See Share Our Wealth NY - The Crisis

27 See Statewide Coalition of Unions, Faith and Community Groups Urge New York to Adopt Share Our Wealth Fair Share

Tax Proposals
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over $5 million and over $25 million by 0.5% and increase the corporate tax rate by 1.75% for the wealthiest
businesses. These changes, if made permanent, would generate an additional $3 billion in revenue each year
(S1B from individuals and $2B from corporations).

The Invest in Our New York campaign?® advocates for an expansive approach to potential new revenue streams,
with the goal of raising $40 billion. Their vision for the state includes investments in safe and affordable housing,
high-quality public education, accessible and comprehensive health care, universal child care, and
environmental protection. In 2025, the campaign pushed five pieces of existing legislation to achieve its goal.
These include:

e S5.1622 (Jackson)/A.1281 (Meeks)® — Adds 10 new brackets to New York’s personal income tax structure
(521B annually)

e 5.953 (Hoylman)/A.1971 (Kelles, Shrestha)3® — Raises the corporate tax rate, increases the state
conformity to federal taxation of corporate profit shifting, and imposes an additional tax on individual
business income in response to federal tax benefits for pass-through business income ($7B annually)

e S5.1439 (Rivera)/A.676 (Kim)3! — Implements a capital gains tax on investment income over $500,000
(512B annually)

e S.165 (Ramos)/A.3632 (Kelles)3? — Establishes a “billionaire mark-to-market tax” on residents with $1
billion or more in net assets (art, jewelry, stocks, etc.) (520B in year one, $1.5B annually after)

e S5.914 (Brisport)/A.2049 (Solages)® — Reforms the current estate tax system by allowing the state to tax
inheritances over $250,000 (S4B annually)

New Yorkers United for Child Care’s five-year roadmap?* for universal child care in New York State identified
three options for generating new revenue to support the implementation of universal child care. Those options
include a capital gains tax increase, a corporate tax increase, and a high-income earners tax.

The Early Learning Child Care Act® (5.1092 — Ramos/A.1333 — Clark) would introduce a graduated payroll tax3®
for businesses and self-employed individuals in New York State. With this revenue, the state could provide fully
subsidized child care for families earning up to 400% of the federal poverty level ($106,000 for a family of
four).?” Families earning more (up to $265,000 per year for a family of four) would pay a maximum of 7% of
their household income with a sliding scale subsidy. Revenue from the payroll tax would also be used to increase
child care provider pay, fund professional development opportunities, and student loan forgiveness.

28 See Home | Invest In Our New York

2 See 5.1622/A.1281

30 See 5.953/A.1971

31See 5.1439/A.676

32 5ee 5.165/A.3632

33 See S.914/A.2049

34 see New Yorkers United for Child Care’s 2024 report for more details.

35See 5.1092/A.1333

36 Early Child Care Learning Act payroll tax rates: 0.11% for employers with payroll expenses up to $375,000 in any calendar
quarter, 0.23% for employers between $375,000 and $437,500 in any quarter, 0.34% for employers above $437,500 in any
quarter; 0.34% for self-employed individuals with earnings higher than $50,000 per year

37 See Senator Ramos and Assembly Member Clark Introduce Bill to Bring Universal Child Care to New York State |

NYSenate.gov
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Review of Options

New York State has many options to support a significant expansion in child care funding. Below is an
assessment of different revenue options to consider, with revenue estimates, when available.

New York State generates most of its tax revenue from three sources: personal income taxes, business taxes,
and sales taxes. In 2024, the state generated $53.8 billion from personal income taxes, $25.5 billion from
business taxes, and $18.7 billion from sales taxes. Those three sources comprised almost 95% of all tax
collections in the state.

The analysis below is not intended to be an exhaustive exploration of the relative merits of different options.
Every mechanism for raising revenue involves certain trade-offs and should be viewed in the larger context of
national norms, the strengths and challenges facing New York, and other considerations like whether the tax
policy would support or constrain economic growth, advance affordability goals, and address structural
inequities in the state.

Taxes on Individuals

Like public education and transportation, child care benefits society at large, not just individual families receiving
support. There is a case for raising tax rates on individuals to increase funding for child care. Doing so would
reflect a collective commitment to supporting children and families while also supporting economic growth and
labor force participation.

Personal Income Taxes

New York State’s personal income tax system is progressive, with 9 different tax brackets ranging from 4% to
10.9%. Increasing personal income tax rates on New Yorkers at various income levels would generate
considerable revenue for the state, though there does not appear to be a political appetite to raise personal
income taxes on middle-class and lower-income New Yorkers. By contrast, as noted above, there are numerous
proposals in the legislature and championed by advocates that would raise rates on wealthier New Yorkers.

In its 2025-26 state budget briefing book, Fiscal Policy Institute modeled four different personal income tax
increase options. None of the proposed options would increase taxes on the bottom 92% of households in New
York State.

Estimated Revenue

Proposal
P Generated

Combine all tax brackets for households making more than $1 million in
income at a 10.9% rate (the rate currently applied to households $2.1 billion
making more than $25 million per year)

Increase rates by 1 percentage point for the top 8% of households (over

$323,000 for a married couple and $215,400 for a single filers) 35.4 billion

38 See Fiscal Policy Institute’s FY 2026 Budget Briefing report
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Raise top tax rates and increase progressivity by adding an increase on
single filers making more than $500,000 and married couples making $7.6 billion
more than $750,000

Adopt Invest in Our New York’s proposal, which would add a number of
tax brackets and raise rates to up to 24% on households making more $21.1 billion
than $20 million per year

Capital Gains Taxes

Fiscal Policy Institute also estimated the effect of raising state capital gains taxes. While New York State taxes
capital gains at the same rate as ordinary income, the federal tax code applies a lower rate to investment
income for wealthier households than other forms of income. New York could increase the state rates applied to
capital gains to reduce that tax loophole.

Income Total
Proposal
<$500,000 $500,000 - $1,000,000 >$1,000,000 Revenue
Low Surtax 0% 1% 2% $1.9 billion
Moderate 0% 2% 4% $3.9 billion
Surtax
Highest Surtax 0% 7.5% 15% $14.5 billion

Payroll Taxes

As noted above, there is an existing proposal to impose a payroll tax to fund New York’s child care system. The
Early Learning Child Care Act creates an employer-side, graduated payroll tax to fund fully subsidized care for
lower income families, and a cap on out-of-pocket child care expenses for middle and upper-middle class
households. Larger employers would pay a higher per-payroll tax rate than smaller employers and self-employed
individuals.

Another payroll tax option to consider would build upon New York’s framework for funding paid family leave. As
noted above, employees in New York contribute a portion of their paycheck to finance the state’s paid family
leave program. In 2025, this 0.388% contribution is applied to the first $91,374 of a worker’s wages. People
earning more than that level stop contributing once they have reached the maximum annual contribution of
$354.53.%

New York’s Paid Family Leave program’s funding structure differs in several substantive ways from the other 13
states that operate a similar program.*® Most other states tie their annual earnings threshold to the Social
Security contribution threshold. In 2025, social security contributions stop once annual earnings reach

39 See New York’s Paid Family Leave website for more information

40 See Prenatal-to-3 Policy Impact Center’s “Funding Mechanisms for State Paid Family and Medical Leave Programs”

December, 2024 policy brief
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$176,100.% This is nearly double New York’s wage base limit. Two programs (California and Washington DC) do
not cap contributions at all.

New York’s premium rate in 2024 was also lower than the other 13 state-level Paid Family Leave programs in the
United States. Premiums in other states ranged from 0.5% to 1.2%, while New York’s premium was 0.37%.

Finally, unlike 10 other states, New York does not require an employer contribution.

These data points suggest that New York could raise additional revenue through a payroll tax that applies to
earnings above the Paid Family Leave annual earnings threshold. A payroll tax that began after the paid family
leave contribution ended could address some concerns about the progressivity of payroll taxes as a way to
finance child care program expansions.

Estate and Inheritance Taxes

Seventeen states and the federal government apply an estate or inheritance tax to high wealth individuals when
they pass away. The estate tax is applied to the assets of the estate before it is disbursed to family members or
other individuals named in a will, while an inheritance tax is collected from those individuals who receive the
assets. New York currently has an estate tax and collected $1.9 billion in estate taxes in 2024.%? The state
excludes $7.16 million from the tax and then applies a progressive marginal tax of 3.6% to 16% for estates larger
than that exclusion.

Senator Jabari Brisport and Assemblymember Michaelle Solages have proposed changes to New York’s estate
tax laws by dramatically increasing the estate tax rate, lowering the excludable amount to $750,000 and adding
a tax on inheritances above $250,000. They estimate that these changes, plus a similarly structured gift income
tax, could generate $8 billion per year.** A more modest change which treated inheritances above $1 million as
taxable income would likely still generate considerable new revenue.

Taxes on Businesses

Expanded support for child care benefits children, families, and employers. Research shows that inadequate
child care undermines parental participation in the workforce, lowers productivity, and reduces economic
growth.** Conversely, investments in child care support employee recruitment and retention as well as overall
workforce participation. An argument can be made that because child care is such an employment support,
businesses should collectively contribute through the tax system to fund child care throughout New York State.

Corporate Income Taxes

Like all but six states, New York taxes corporate income.*> New York applies a 6.5% tax to corporate profits up to
$5 million and 7.25% for profits above that threshold. In 2024, that 7.25% rate gave New York the 17™ highest
corporate tax rate in the United States. New York’s corporate tax rate is lower than the rates of New Jersey,
Pennsylvania, Maryland, and all of New England except Rhode Island (which has a 7% rate).4®

41 See Social Security Administration’s website for more information
42 See New York State’s Department of Taxation and Finance tax collections statistical report.
43 See their legislation on the state Assembly’s website.
4 See Council for a Strong America’s 2023 report on the cost of inadequate child care
4 See Tax Policy Center’s landscape analysis of state-level corporate income taxes.
46 See Tax Foundation’s analysis of state-level corporate income taxes.
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Fiscal Policy Institute estimates that increasing the corporate income tax rate to 10% (which would give New
York the highest rates in the country, slightly higher than lllinois and Minnesota) would generate $4.5 billion in
additional revenue.

Business Enterprise Taxes

Several states impose a business enterprise or commercial activity tax on certain activities or business types.
Instead of (or in addition to) taxing corporate profits, these assessments apply to something like gross receipts,
gross revenue, or the sum of wages, interest, and dividends. New Hampshire’s Business Enterprise Tax, which
generates a considerable amount of revenue for the Granite State, is one potential model for New York to
consider.*” New York has a version of a business enterprise tax through the state’s business capital base and
fixed dollar minimum tax, which serve as an alternative to the state’s corporate income tax under certain
circumstances.*® Policymakers could consider reforms to those taxes to generate additional revenue for the
state.

Taxes on Consumption

Many states rely on different forms of consumption taxes to support early childhood education. These taxes are
often more regressive than income taxes because lower income households spend a greater portion of their
income on necessities like food, clothing, and household items. Higher-income families are more likely to save or
invest a larger share of their income. Nevertheless, consumption taxes should be considered as a potential
approach for New York to expand funding for child care.

Excise Taxes

As noted earlier in this report, many states, including New York, apply excise taxes to specific goods and
services. New York State places excise taxes on tobacco, alcohol, marijuana, motor fuel, vape products, gaming
and betting, and automobile rentals. These taxes often serve several purposes. One is to discourage certain
behaviors like smoking or alcohol consumption by raising the cost of engaging in that behavior. Another is to
generate revenue for state spending priorities. Those two functions can work against one another.

Cigarette Taxes

New York State has the highest cigarette tax rate in the United States ($5.35 per pack of 20 cigarettes). The
cigarette tax rate has grown significantly over the past several decades, while revenues have declined
substantially since 2012.%

47 See New Hampshire Fiscal Policy Institute’s analysis of recent changes to the state’s business enterprise tax for more
information.

48 See New York State’s Department of Taxation and Finance website for more information

49 Data compiled from New York State’s Department of Taxation and Finance cigarette tax website and tax collections

reports
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While high cigarette taxes have improved public health, they have been decreasingly helpful at generating funds
for New York’s coffers. It is unlikely that additional increases in the cigarette tax rate will generate enough
revenue to address policymaker child care goals.

Alcohol Taxes

New York may be able to generate some additional funds from alcohol excise taxes. While New York has the 5%
highest tax on distilled spirits, it also has comparatively low taxes on beer and wine (35™ and 36™,
respectively).>® However, beer and wine taxes only generated $57.3 million in tax revenue in 2024. Even

dramatic increases in those taxes would have a modest impact on the state’s budget.

Sugary Drinks Taxes

Philadelphia, PA, Washington, DC, Seattle, WA, and a few smaller cities throughout the country have imposed
taxes on sugary drinks.! Philadelphia’s tax generates $76 million in revenue each year. Lawmakers in New York
State have attempted to pass a statewide sugary drinks tax at various times, most significantly when Governor
David Patterson proposed it in his executive budget in 2010. Senator Gustavo Rivera and Assemblymember
Karines Reyes sponsor legislation in their respective chambers to adopt this form of tax in New York.>2 However,
their legislation specifies that revenues from this excise tax would be used to establish a community health
benefits trust account and to the supplemental nutrition assistance program (SNAP).

Sugary drink taxes are often viewed as regressive because lower-income households spend a higher share of
their income on groceries, including sweetened beverages. However, one should look at both the progressivity
of a tax itself and the progressivity of the use of those tax revenues when evaluating a proposal. Concerns about

50 See Tax Policy Center’s summary of state alcohol excise tax rates
51 See Tax Policy Center’s explainer on local sugary drink taxes
52 See A3490/52330 for more information
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regressivity may be less salient if those funds are used to supplement SNAP or provide free child care to low-
income families.

Sales Tax

Forty-five states collect statewide sales taxes, and thirty-seven of those states (including New York) also have
local sales taxes. New York’s combined state and local tax rate varies across the state, and ranges from 7% in
Saratoga, Warren, and Washington counties to 8.875% in New York City. Sales taxes in New York are generally
committed to state and local general funds, though some counties also share a portion of sales tax receipts with
schools. Counties within the New York City Metropolitan Commuter Transportation District are subject to a
0.375% sales tax surcharge. Like other consumption taxes, sales taxes are more regressive than other forms of
taxation that apply higher rates to residents with more income. Lower-income households also spend a greater
share of their income on goods, which are subject to sales taxes, rather than services, which are not. The
Institute on Taxation and Economic Policy estimates that the bottom 20% of earners in the United States spend
7% of their income on state and local sales and excise taxes, while the top 1% only pay 1% of their income on
these types of taxes.>?

However, taxing goods and not services is a policy choice that New York has made. Several states, including New
Mexico, South Dakota, and Hawaii, apply a sales tax to both goods and nearly all services. New York State taxes
certain services, including interior design services, limousine transportation, and certain IT services. Tanning,
electrolysis, and a few other services are subject only to New York City’s sales tax.>

Fiscal Policy Institute estimates that extending New York’s sales tax to include a broad range of services could
generate $7-8 billion for each percentage point of the tax. New York could lower the state’s overall sales tax
while broadening the base of what is subject to taxation and still generate considerable increased income.

Other Revenue Options

There are other ways New York State could generate revenue for child care beyond state level tax increases,
though some of those options have significant drawbacks.

Gambling Revenues

New York State generates more than $5 billion annually from various forms of legalized gambling and the state
lottery.> This revenue is primarily dedicated to school funding and totals about 15% of state education
spending, but it does not determine education funding levels in any way.>® Instead, increases in gambling
receipts offset expenses that would otherwise be funded through state general funds. Expanding the possible
uses of gambling revenue from education to include child care (which is a form of early care and education) is a
possibility to consider but would not increase total state resources that could be committed to various budget
priorities, including child care. Revenues generated from the lottery and gambling also tend to be quite
regressive (lower income people participate in the lottery at higher rates than wealthier households), and those
programs can be financially ruinous for people with gambling problems.*’

53 See ITEPs “Fairness Matters” chartbook for more information.
54 See New York State’s Department of Taxation and Finance’s tax guidance bulletin for more information.
5555 See the Division of Budget’s Executive Budget financial plan, page 168
56 See the New York State Comptroller’s 2023 report on gambling in NYS
57 See this study in Journal for Gambling for one such analysis.
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Local Contributions

New York State often passes on some of the cost of certain programs to other levels of government. Counties
contribute a significant amount of funding towards Medicaid, Early Intervention, Preschool Special Education,
and Public Assistance. School funding in New York is largely funded by state and local dollars, with the state
contributing more to districts in less affluent areas while wealthier communities rely more on local property tax
revenues.

The 58 different social service districts around New York state historically have been obligated to contribute
modest amounts to the Child Care Assistance Program. That changed significantly in the 2025-26 state budget,
which raised New York City’s required contribution from $52 million to $328 million annually.

If policymakers wish to require increased local contributions to the Child Care Assistance Program in the future,
they should do so with great care and with equity considerations in mind. Different communities have different
capacities to generate tax revenue, and county governments are constrained by state-imposed property tax levy
increases. It would be difficult to require additional county contributions without flexibility on revenue
generation or by relieving counties of other financial burdens.

Conclusion

New York has many options for how to fund dramatic expansions in child care assistance. It also has an urgent
need to develop a plan to do so during 2025. The state’s Child Care Assistance Program helps more than 160,000
children receive safe and nurturing care while their parents work or receive an education. The growth of the
program over the past several years has helped New York’s economy recover from the pandemic and has made
New York a more affordable place to live and work. This success story is threatened if state leaders do not find
the funding to sustain the program’s growth and find a path to achieving universally available care for every
family.
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Appendix A — Early Childhood Revenue Streams by State

State

Arizona

California

Colorado

Connecticut

Georgia

Kentucky

Revenue Type

Cigarette Tax

Cigarette Tax

Cigarette Tax

Tobacco Master
Settlement
Agreement

Gambling
Revenues

Tobacco Master
Settlement
Agreement

Smart Choices. Bold Voices.

Year Established
2006

1998

2020 (made
permanent in 2023)

2014

1992

1998

Revenue Details

$0.80 per pack,
plus taxes on
other tobacco
products

$0.50 per pack

$2.24 per pack
($2.64 by 2027),
plus 56% tax on
other tobacco,
nicotine, and
vaping products
(62% by 2027)
$10M annually

Net proceeds of
lottery games
($149B in FY24)

25% of annual
settlement dollars
($6Min 2021)

Early Childhood Use

Child Care Subsidy
Home Visiting

Oral Health Screenings
Case Management for
Families

Child Care Educator
Professional Development
Family Outreach

Pre-Kindergarten

Pre-Kindergarten

Pre-Kindergarten

Child Care Educator
Professional Development
Child Care Quality Rating
System

Home Visiting
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State

Louisiana

Maine

Maryland

Massachusetts

Minnesota

Missouri

Nebraska

Revenue Type
Specialty
License Plate

Gambling
Revenue

Excise Tax

State General
Funds

Gambling
Revenues

State General
Fund

State General
Fund

Tobacco Master
Settlement
Agreement

State General
Fund
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Year Established
2019

2021 (made
permanentin 2022)

2020

2021 (made
permanentin 2024)

2023

1998

2006

Revenue Details

50% of revenue
from the NBA New
Orleans Pelicans
specialty license
plate sales, 25%
of sports betting
revenue (up to
$20M), and any
non-dedicated tax
revenue from
fantasy sports and
industrial hemp-
derived CBD sales
($43.8M as of
August 2024)
About $30M
annually

Fees from video
lottery terminals
and table games

$475M in FY2025

$316Min 2023
and 2024, $130M
each year after
$35M annually

$2-3M annually

Early Childhood Use
Child Care Subsidy

Child Care Educator Wage
Supplements

Child Care Subsidy
Child Care Educator
Professional Development

Child Care Educator Wage
Supplements

Child Care Educator
Professional Development
Child Care Facility
Operating Costs

Child Care Educator Wage
Supplements

Pre-Kindergarten
Home Visiting

Additional Child Care Slots
Home Visiting

Published June 5, 2025

Contact Pete Nabozny, pete@thechildrensagenda.org
Learn more at thechildrensagenda.org



mailto:pete@thechildrensagenda.org
https://thechildrensagenda.org/

State Revenue Type  Year Established

New Mexico State General 2020
Fund
2022
Land Grant
North Carolina Gambling 2005
Revenue

State General
Funds

Ohio Gambling 2006
Revenue

Smart Choices. Bold Voices.

Revenue Details

New Mexico
Childhood Trust
Fund - 5%
distribution each
year ($250M
annually)

Land Grant
Permanent Fund
Distribution for
Early Childhood
Education - 1.25%
distribution each
year ($100M
annually for ECE,
over $1B annually
for education)
When lottery was
created, 25% of
the education
fund was
dedicated to pre-k
by law, but there is
no longer a
specific dedicated
proportion for the
program (13% was
dedicated by the
legislature in
FY2017-18)
Money paid by
casino operators
in excess of
amounts required
by state
regulations
($13Min FY24;
$20Min FY23)

Early Childhood Use

Child Care Subsidy
e |ncreased Reimbursement
for Child Care Providers

Pre-Kindergarten

Child Care Quality Rating
System
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State Revenue Type

Business
Enterprise Tax

Oregon

Gambling
Revenue

South Carolina Sales Tax

Vermont Payroll Tax

State General
Fund

Washington Capital Gains Tax

Personal Income
Tax

Washington D.C.

Smart Choices. Bold Voices.

Year Established

2019

2023

1984

2023

2021

2022

Revenue Details

Corporate Activity

Tax on all types of
business entities
in addition to
state's current
corporate income
tax (tax is

computed as $250

plus 0.57% of
commercial
activity over $1M)

$50M in lottery
bonds

1% of state sales
tax revenues
($50Min 2021)
0.44% payroll tax
split between
employee and
employer - 0.33%
paid by employer
and no more than
0.11% paid by
employee and
self-employed
individuals
($80M annually)

Additional $50M
from state's
general fund

7% tax on capital
gains above
$270,000 from
sale of stocks and
bonds ($500M
annually)

Additional
progressive tax
rates for high-
income earners
(over $250,000)

Early Childhood Use

Child Care Facility Repair,
Renovation, and
Construction Costs

Pre-Kindergarten

Child Care Subsidy

Child Care Educator Wage
Supplements

Child Care Educator
Professional Development
Increased Reimbursement
for Child Care Providers

Child Care Subsidy

Child Care Educator
Professional Development
Pre-Kindergarten

Home Visiting

Child Care Educator Wage
Supplements
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