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EXECUTIVE SUMMARY

Large increases over the last twenty years in the numbers of employed mothers with
young children has more than doubled the number of young children in non-parental care;
by 1995 there were almost 10 million children under 6 with employed mothers in non-
parental care. This trend is likely to continue as welfare reform moves many mothers with
young children off welfare and into the workplace.

Many families with young children and employed mothers rely on informal, low direct-
cost care supplied by relatives. But over half of these families purchase child care, and for
those without access to subsidized care, child care costs can be a sizable financial burden.
This burden is particularly heavy for poor families: Poor families who pay for child care
for their young children spend an average of 18 percent of their income on child care,
compared to 7 percent for non-poor families.

There is also reason to be concerned about the quality of care: Recent surveys of child
care centers and family day care homes found that the majority of child care was not of a
high enough standard to have a positive impact on child development, and a disturbing
fraction was of a level that could threaten the child’s health and safety. Quality problems
are particularly serious for infants and toddlers and for children from low-income
families.

Potential economic arguments for intervention in the child care market include external
benefits, information problems and redistribution. This paper reviews these arguments
and the related evidence.

Subsidizing work-related child care expenses raises the effective return to working,
thereby increasing the incentive to work. Evidence suggests that child care subsidies
increase both the employment of mothers and the use of paid care among working
mothers. Based on the estimates from the empirical literature, it appears that a 20 percent
decrease in the cost of care for working mothers with young children who are below 200
percent of poverty is associated with an increase of 122,000 to 490,000 more mothers
working and 124,000 to 318,000 more young children in paid care. Regulations may
increase the quality of care but may also increase provider costs and the price parents pay,
thus driving some providers out of the market and inducing some parents to switch into
unregulated care..

Remaining gaps in knowledge prevent comprehensive analysis of policy options. There
are virtually no studies that examine the responses of the low-income population to child
care policy; most of the evidence reviewed in this report is based on studies of a more
general population. Since the responses of the low-income population are likely to differ
from those of the population as a whole, our ability to estimate the responses of the low-
income population to child care policy is necessarily limited. In addition, there are several
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~ areas in which additional information is needed to evaluate policy options. First, while
there is a large body of evidence on the relationship between child care quality and child
development, policy design would benefit from more specific information about the
nature of the link between attributes of care and child outcomes; one unresolved question,
for example, is how different attributes of care interact with each other in affecting child
outcomes. Second, we lack information about the effect of regulations on the price of care
and on parental use of regulated care. Finally, we have only limited -- and incomplete --
evidence of the effect of child care subsidies on the quality of care purchased; although
the existing evidence suggests that parents do not respond to child care subsidies by
purchasing higher quality care, there have been only a few studies on this topic. Finally,
there is virtually no information about the quality and supply of unregulated care. These
areas should receive high priority in future research.
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OVERVIEW OF CHILD CARE

Between 1977 and 1993, the number of children under 5 with employed mothers in non-parental
care more than doubled' (see graph). By 1995, there were almost 10 million children under 6
with employed mothers in non-parental care.? This surge is attributable to a combination of
increases in both the number of young children in dual-earner families and the number in one-
parent families with an employed parent.?

Number of Children with Employed Mothers in Non-parental Care Modes of care
8

Non-parental care can take many

7+ different forms. A distinction
should be drawn between unpaid
sl care and paid care. Care provided

by relatives is usually unpaid -- in
1993, only 17 percent of care

5F ' provided by a relative involved
payment -- while 90 percent of care
provided by centers or family day
care homes involved payments.*
Over time employed mothers have
shifted their care arrangements from
parents or relatives to modes of
child care more likely to involve
direct payments.® In 1993, about 56 percent of families with an employed mother and a child
under 5 used paid care.® Some families use multiple modes of care for a given child; for example,
in 1995, 9 percent of parents used multiple child care arrangements.” Multiple arrangements are

Millions of children

—
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'Casper (1996).

2U.S. Department of Education (1995). Numbers refer to children not yet in kindergarten..
In addition, there were approximately 3.4 million children under 6 with non-employed mothers in
non-parental care.

’Hernandez (1995).

“Casper (1995).

SHofferth (1996).

¢Casper (1995).

"Hofferth (1996)



particularly common for low-income single mothers: 45 percent of low-income preschoolers in
families headed by an employed single mother were in more than one care arrangements on a
regular basis.?

Paid care comes in several varieties. The most common are child care centers, family day care
homes (in which a non-relative cares for one or more unrelated children in the provider’s home),
and in-home, non-relative sitters. There has been a shift over time toward more use of center care
and less use of family day care. In 1988, 26 percent of young children with an employed mother
had their primary care arrangement in center care and 24 percent in a family day care home; by
1993, these numbers had changed to 30 percent and 17 percent respectively.® (see graph). Use of
' center-based care tends to increase
Percent of Children of Employed Mothers in Different Types of Care, 1993 with the age of the child and with

Non-Relative in the income of the family.!
Child's Home

Centers (1)
29.9%

Family Day Care

The cost of care
16.6% :

The price of paid care represents a
] 12% substantial financial burden to
' parents who lack subsidized care,
||| and a proportionally much larger
burden for lower-income families.

Non-parental "N Parental care In 1993, among families with
Relative Care . e .
25.3% ' gl employed mothers and young

(1) Includes canter day care and nursary /preschoor CHUIATED: WhoO paid for care, those
' earning less than $14,400 per year
spent an average of 25 percent of their income on child care compared to under 6 percent for
families with annual incomes over $54,000. This financial burden varies with the mode of care;
the average weekly cost of care in 1993 was $57 for family day care, $65 for organized child care
(center or preschool/nursery), and $83 for an in-home sitter. !

The quality of care

In addition to concern about the financial burden of care, there is concern about the quality of

#Phillips (1995).
Casper (1996).
"Hofferth (1996).

'Casper (1995)



care. If children are placed in child care settings that are unsafe or unsanitary, they can be in
grave danger of harm. Care that endangers children’s health and safety imposes costs on the
children, their parents and society as large. Among these costs are the financial costs of
children’s illness and hospitalization, and resultant parental absences from work."? In addition to
making sure that children are not harmed in their care environment, there is a concern over
whether the care promotes and enhances the child’s development.

‘Quality” is a multi-dimensional concept. It is not easy to give a uni-demensional ‘quality rating’
~ to achild care setting when a wide variety of factors interact to determine the quality of care
received. Additionally, a dearth of information about unregulated child care providers
compounds the problem of accurately assessing the ‘quality’ of care that children are receiving.
However, two recent studies of regulated providers -- one of child care centers and one of family
day care homes -- produced some disturbing evidence of the quality of child care. The study of
centers found that 86 percent of the centers surveyed provided mediocre or poor-quality care --
when judged from the perspective of child development -- and 12 percent were of such poor
quality that the children’s basic health and safety needs were only partly met. The family day
care study found similar results: 91 percent were judged to be of inadequate or of only adequate
quality.” It is not clear whether centers or family day care homes are on average of higher
quality. Centers tend to have more highly trained staff, but also have larger group sizes and lower
staff-child ratios than family day care.'

The quality of care varies with the age and income of the children. Evidence suggests that infants
and toddlers may be disproportionately in unsafe and unsanitary care settings. The study of
centers, for example, found that almost salf of infants and toddlers were in rooms where
children’s basic health and safety needs were not met.'* And while the distribution of children
across centers of differing quality does not appear to vary with the income of the children, there
is evidence that the informal and home-based care for low-income children is of lower quality
than that received by higher-income children.'® Given that poor children are much less likely to
use center-based care,'” this observation suggests that these children tend to be in lower quality

2See e.g. Beli et al. (1989).
Helburn and Howes (1996).

“Walker (1992); Blau and Hagy (forthcoming); Blau (under revision); Waite et al.
(1991).

"Cost, Quality and Child Outcomes in Child Care Centers (1995).
'6phillips (1995).

"Casper (1996). Twenty percent of poor children under 5 with employed mothers were in
center-based care in 1993, compared with 31 percent of non-poor children.

3



care than higher income children.

CURRENT FEDERAL CHILD CARE POLICIES

Federal policies to reduce the cost of care

Several policies of the federal government reduce the costs of child care for working parents.
These include the Child and Dependent Care Tax Credit (CDCTC), the Exclusion of Employer
Contributions for Child Care Expenses, and the Child Care and Development Block Grant
(CCDBGQG). (see box on next page).

Although we know what the state income eligibility requirements are for CCDBG funds, we do
not have any available data on the percentage of their eligible population that states are currently
funding. Some data from the four programs that preceded the current CCDBG suggested that
approximately 1 million children under the age of 13 were receiving federally subsidized care,
out of approximately 10 million children under 13 with working mothers and family income that
was less than 200 percent of poverty.'® Although some of these families can benefit from the
CDCTC, many do not; they either cannot claim the credit at all because they do not have any
income tax liability, or they do not receive the full benefit of the credit because of low income
tax liability. Consequently, the vast majority of children with working mothers below 200 percent
of poverty receive no -- or almost no -- federal subsidies for their child care.

Government policy that pertains to the quality of care

The 1996 Personal Responsibility and Work Opportunity Reconciliation Act requires states to
spend no less than 4 percent of their CCDBG funds on ‘quality-enhancing’ activities.’® The
federal government also requires states to certify that they have requirements to protect the
‘health and safety’ of children served by CCDBG providers. States, however, are free to design
the actual requirements that meet these aims.?

"8Child Care Bureau (1997).

"“U.S. House of Representatives (1996). No data are currently available on how much the
states spend and how they spend it. However, under the earlier program, 7 percent of CCDBG
expenditures in fiscal year 1995 were used to improve the quality of child care. Of these funds,
two thirds were used for monitoring and child care resource and referral (Child Care Bureau -
1997).

?0Child Care and Development Block Grant Act Section 658E.
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Federal Policies to Reduce the cost of child care

Program Description Average Eligibility Total Federal
award Expenditures
CDCTC' Non-refundable tax credit for taxpayers | $443 in fiscal | Those with federal income tax liability . According to Treasury estimates, this Estimated to be

who incur work-related child care
expenses. Rate phased down for higher
incomes

year 1998.

generally includes taxpayers with income above the poverty level. Due to low
tax liabilities, a taxpayer may not receive the full amount of the credut until his
or her income exceeds -- depending on family composition -- 140 to 160 percent

of poverty.

$2.8 billion in
Fiscal Year
1998.

Employer Exclusion

Employers are allowed to exclude the
provision of child and dependent care
or employee contributions to such care
accounts from employees’ taxable
income and social security earnings.

For families
with high
marginal tax
rates, worth
much more
than
CDCTC.

Families with participating employees.

Estimated to be
$890 million in
fiscal year 1998.

CCDBG

Block grant to states that can be used
to subsidize child care for parents who
are working or participating in work-
related activities or education
programs.?

Average
federal
subsidy is
$66 ffr

wee

Federal law ensures that states can only use block grant funds to serve families
with incomes below 85% of state median income and must use at least 70% of
their mandatory and matching funds for families on TANF, transitioning from
TANF, or at risk of becoming eligible for TANF. Within these requirements,
states have set a wide range of eligibility thresholds.*. Data on who --among the
eligible -- has been funded are not yet available for the current program, but
1995 data on the old CCDBG program indicate that over 85% of families funded
were under 150% of poverty, and all but 1% were under 200 percent of poverty.*

$2.9 billion in
FY 1997.

TANF

PRWORA allows states to transfer up
to 30% of their TANF block grant into
the child care or social services block
grants, but no more than 10% of the
TANF block grant can be used for the
social services block grant.

The total annual
TANF block
grant to the
states is capped
at $16.4 billion

'Source: Treasury materials.

*This program is a consolidation (under PRWORA 1996) of four previous subsidy programs: Aid to Families with Dependent Children, Transitional Child

Care, At-Risk Child Care and the Child Care and Development Block Grant Program. It has been estimated that PRWORA incr

programs it replaced by about $4 billion over the six years FY 1997- FY 2002. (U.S. House of Representatives 1996).

’HHS materials based on CCDBG data from Fiscal Year 1995.

‘American Public Welfare Association (1997).

*Child Care Bureau (1997).

eased federal funding compared to the




Regulations and licensing provisions are determined at the state or local level and vary widely.?!
Licensing standards apply only to licensed or regulated child care providers, and states are free to
determine the providers to which licensing standards will apply.?2 In the case of family day care
homes, most states exempt small providers from licensing requirements.? Consequently, an
estimated 82 to 90 percent of family day care homes were unregulated in 1990.2* These
unregulated homes are all eligible to receive CCDBG funding, as long as they fulfil the state’s
‘health and safety’ requirements.?

ECONOMIC RATIONALES FOR INTERVENTION

Child care is a rapidly growing industry, involving substantial costs to large numbers of parents.
The government currently intervenes in this market, as discussed in the previous section. Here,
we review the economic rationale for government intervention in the child care market, as well
as the choice of policy instrument.

OVERVIEW: WHY AND HOW DO GOVERNMENTS INTERVENE IN MARKETS?

From an economic perspective, two issues must be addressed in thinking about child care policy.
First, is there an economic rationale for the government to intervene? Second, if so, what is the
appropriate fype of intervention?

Reasons for government intervention can be broadly grouped into two categories: market
imperfections and redistribution. Market imperfections fall into two types: external effects and
informational imperfections. If private actions impose benefits or costs on society which the
market participants do not reap or bear, then the decisions of private individuals may not be
socially optimal. If consumers do not have the information necessary to make appropriate
choices, the government may be able to provide information that improves their ability to make
choices. Government intervention on redistributive grounds might be motivated by a desire to
decrease income inequality, or to ensure that access to a particular service or commodity is not
conditioned on income.

The economic justification for government intervention requires more than the identification of a
market failure or redistributional goal. In the case of an intervention to correct a market failure,

21U.S. House of Representatives (1996). See also CCDBGA Section 658E.
2CCDBG Act Section 658E.

PU.S. House of Representatives (1996) and Children’s Foundation (1997).
#National Association for the Education of Young Children (1991).

BCCDBG Act Section 658E



the government must also be able to identify a policy that allows it to intervene in such a way
that the costs of intervention are less than the benefits. Even when the goal is redistributive, it is

important for the government to seek policies that achieve the desired redistribution at the lowest
cost.

The government has a variety of tools at its disposal including regulation, mandates, information
provision, subsidies, and direct provision of the good in question. The appropriate policy tool
depends on the rationale for intervention.

. If the problem is one of an external benefit, then the government might want to induce
greater consumption through subsidies or through direct provision. Which is more
appropriate depends on the responsiveness of consumers to the relative price of the good,
as well as to the government’s efficiency - relative to the private sector- in producing the
good. Regulations or mandates are also a possible tool for addressing external benefits
although the benefits from regulation must be weighed against the costs of regulation.
These costs include the potential for regulations to drive up the cost of the good and to
drive providers of the good out of the market; in addition, the government incurs
administrative expenses in regulating and enforcing the regulation. Providing
information is unlikely to be an effective instrument for addressing under-consumption
caused by external benefits.

. If the issue is one of information imperfections, then the provision of information, or of
regulations that reduce uncertainty about quality are possibilities. Subsidies are unlikely
to prove useful in addressing an information problem.

. If the goal is redistributive, then subsidies or direct provision could be appropriate.
Further consideration should be given to whether the government should provide a

general income transfer or a subsidy that is specifically tied to the good or service in
question.

GOVERNMENT INTERVENTION IN THE CHILD CARE MARKET
External benefits from child care

In recent years there has been a growing awareness of the substantial and long-lasting effects on
children of their experiences in their first few years. Children’s health and emotional well-being
in these early years are critical to their future behavior and development. Consequently,
government investments in young children can yield substantial returns over the child’s life.2
Such government intervention may be desirable if parents do not invest enough in children since

%See Council of Economic Advisers (1997) for a discussion of the long lasting effects on
children of investments made in the first few years.
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the parents are not the only beneficiaries. Such an external benefits argument has often been
made to justify government intervention in education.?’ If child care in the early years of life
also produces benefits to the child and to society in the form of the child’s current and
subsequent development and behavior, then the government might want to intervene to ensure
that children receive such care. Given the importance of the early years for future development,
if a link can be established between child care and developmental outcomes, arguments for

government intervention in elementary and secondary education apply with even more force to
the child care market.

The question of whether child care can enhance child development is separate from the issue that
unsafe and unsanitary child care can endanger children. There is no question that unsafe and
unsanitary child care can harm children, and another section of this paper examines potential
government policy to protect children from harmful care environments. Here we examine -
whether child care can promote child development. The link that is usually made -- the evidence
is reviewed below -- is not between child care per se and child development, but between high
quality child care and child development. Therefore, government intervention for reasons of

external benefits should be designed to promote high quality child care, rather than child care
more generally.

Evidence of benefits of child care

Children’s development is determined by many factors; characteristics of the child, the family
environment, care outside the home, and the larger social environment all influence
development. But as part of this intricate, interactive process, child care can have important
effects on child development. Much of what the field has learned about the effects of child care
quality on child development come from studies of programs such as Head Start and other
educationally-oriented programs designed to promote child development and improve children’s
readiness for school. Such programs, which are typically offered as part-day programs for three
to five year olds®® are different from the full-day care needed by many employed mothers. The
provision and promotion of educationally-based programs such as Head Start is an important
topic beyond the scope of this report. Here we examine what is known about the effects of
attributes of child care more broadly on child development.

Comprehensive reviews of the large literature of the effects of child care report that the quality of
child care -- in both centers and family day care -- is closely linked with children’s social,
cognitive and language development, both at the time of receiving care and in later

?7See Cohn and Geske (1990) for an overview.

%Gomby et al. (1995).



development.” Children from low-income families may benefit the most from high quality
programs.*

However the reviews note several problems with using this literature as a policy guide. Most of
the studies use global or summary measures of quality (i.e. high, medium or low), which do not
clearly identify the aspects of child care quality that affect development. Additionally, there has
been little analysis of the magnitude of improvement in children’s development associated with
measured improvements in quality; hence these studies do not make it possible to conduct a cost-
benefit analysis of policies designed to improve child care quality.>!

Some research has addressed the relationship between child care-quality as measured by specific
child care attributes and child outcomes. For these purposes, measures of child care quality can
be broadly grouped into two categories. One approach measures the quality of the child’s
experience in care; ‘child experience measures’ examine the way in which the care giver
interacts with the child (including verbal and empathetic behavior) and the children’s exposure to
materials and activities that enhance learning; the continuity of child care with the same provider
is another important aspect of the child’s experience. A second approach focuses on physical and
structural features of care (“structural measures’) such as staff/child ratios, group size, and '
provider education. Child experience measures are more broadly accepted by developmental
psychologists. For practical reasons, state regulations are based on structural measures.
Although child experience measures have a closer link to developmental outcomes than do
structural measure,” structural attributes appear to support and facilitate the type of optimal
interactions that child experience attributes measure.** For example, low staff-child ratios may
make it easier for providers to develop warm and caring relationships with the children; such

»Hayes et al. (1990) and Howes and Helbrun (1996). See Cost, Quality & Child
Outcomes Study Team (1995) for a recent study that confirms these findings.

3°P_hillips (1995)
*'See Hayes et al. (1990) for a further discussion.

*?Helburn and Howes (1996). See also Hayes et al. (1990) and U.S. House of
Representatives (1996).

*In some sense, the relationship between child experience measures and child
development is tautological, since the child experience measures were designed as measures of
aspects thought important for child development (Blau 1997).

**Hayes et al (1990). More recent evidence of the effect of child experience measures on
child development is provided by the Cost, Quality & Child Outcomes Study Team (1995).
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relationships in turn affect child development.*

Despite encouraging findings, surveys of this literature note several shortcomings. Many studies
are based on small, unrepresentative samples. Additionally, they often do not properly control for
developmental inputs received by the children at home, as well as other socio-economic factors
that may affect child development and may be correlated with the quality of care.3¢ Thus, while
there is broad evidence that high quality child care is beneficial to the child and society, better
understanding of the relevance of specific inputs (or combinations of inputs), as well as the
magnitude of their impact, could greatly improve the design of appropriate policy.

The above studies all compare child outcomes across paid child care settings of different
qualities. Hence they are only able to address questions about effects of low versus high quality
paid care. Two separate issues are the relative effects of different modes of non-maternal care,
and the effects of maternal versus non-maternal care. Studies have established that non-maternal
care is not a source of harm to children and that aspects of it can be beneficial. Stronger evidence
that child care had positive developmental outcomes relative to maternal care would provide an
argument for government intervention not just to provide child care for children of working
parents, but possibly for all children. Consistent with this principle, intensive early education
programs for low-income children like Head Start do not make eligibility contingent on parental
employment.’’ '

If the government wanted to increase use of care that has external benefits, its options would
include regulating the quality of care, subsidizing care, subsidizing only high-quality care,
directly providing care with developmental attributes, and subsidizing the wages or training of
child care providers. It is important that policy is designed to increase usage of care with external
benefits. Policy designed simply to promote use of child care irrespective of quality would not be
appropriate if only high-quality care has been shown to have external benefits. More research is
needed to determine which attributes -- or combination of attributes -- have impacts on child
outcomes, and the magnitude of these effects.

*However a recent study -- Blau (1997) -- calls into question whether improvements in
structural measures have effects on child experience measures; the study, using data from the
National Child Care Staffing study, fails to find any robust effects of child staff ratios or staff
education on child experience measure. The author notes, however, that this does not rule out the
possibility that structural inputs have a direct effect on development.

*See Hayes et al. (1990) or Blau (1997) for discussions of the problems with this
literature. See also Kisker ‘The Importance of quality in child care’ in ‘Child Care Challenges for
Low-Income Families’

*7U.S. House of Representatives (1996).



Information imperfections

Several types of information imperfections may exist in the child care market. A free market may
not provide information to parents on the advantages and attributes of quality child care.
Providers may be unable to obtain current information needed to ensure quality care. It may also
be difficult for parents to find out who provides day care in their area, and what the attributes of
the various choices are.

Indeed, there is evidence that parents lack information. For example, parents report that they
value good quality child care, but it turns out that they substantially overestimate the quality of
care their child is receiving;*® in other words, parents have trouble evaluating the quality of care
their child is receiving. Some indirect evidence of information imperfections is provided by
Hotz and Kilburn (1994) who find that, holding the price of care constant, more stringent quality
regulations are associated with an increase in the demand for non-parental care; they interpret
this finding as evidence that the increased standards provide a higher degree of quality assurance
and hence parents demand more non-parental care.*®

If information is the issue, then government provision of information could be appropriate. One
role for government is to provide information -- or encourage private agencies to provide
information -- that educates parents and providers about the aspects of care that are important for
child health and safety, and for development. Another possible role is to provide information to
parents about the attributes of various care options. Such a role makes sense if government or
private agencies have access to better information than the individual, or at least the ability to
acquire this information at a lower cost. Regulations that increase the minimum quality and
therefore reduce the uncertainty faced by parents are another possibility. Regulations may also
set minimum standards for health and safety and thereby reduce parents’ information and search
costs.

Distributional Issues

Two sorts of distributional arguments could be made for policies designed to increase the
affordability of child care. First, such policy could serve as an employment-related income
transfer to working parents. Policies designed to increase the affordability of child care may
complement other redistribution programs. For example, the 1996 welfare reform legislation is
intended to help move welfare recipients into the workforce. Since child care costs are a sizable
burden to low income families, reductions in the cost of child care would ease the transition.
Second, in so far as there can be benefits to children from child care -- or high quality child care -

*Cost, Quality & Child Outcomes Study Team (1995).

¥A weakness of this study is that -- as discussed above -- a substantial amount of non-
parental care operate legally but it not subject to licensing standards.
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- child care policy could also ensure that children whose parents have low resources have ‘equal
opportunities.” Again, such an argument has been made to explain government involvement in
primary and secondary education.®

Whether the goal is to provide an employment-related income transfer or equal opportunities to
children, two questions must be addressed in designing a redistributive policy. First, should this
transfer be tied to the good in question (i.e. child care) or provided as a cash transfer? And
second, if the transfer is tied to a particular good, should the government directly provide the
good, or reduce the cost to parents of purchasing the privately-provided good?

A cash transfer provides a working family with additional cash that they can choose to spend as
they wish. Child care subsidies or government-provided child care, on the other hand, provide
money that can be used only for child care. Economic theory suggests that recipient well-being
can be increased more efficiently through a cash transfer. It is well-known that the utility gain
from transferring a bundle of goods (such as child care) cannot be more and is frequently less
than from the equivalent amount of cash.*" This inefficiency results from the distortionary nature
of an in-kind transfer. By distorting the relative prices of various goods, the transfer influences
recipients’ decisions concerning how much care to purchase and how much to work. If we
believe there are benefits to child care that are not being taken into account, there is an argument
for distorting the cost faced by the parents. But as a pure transfer policy, this represents an
inefficiency compared with a cash transfer.

However, there are redistributive reasons to favor an in-kind subsidy. One reason for tying the
subsidy to a particular good is to ensure that the money is spent on that good. Making the
subsidy only for child care ensures that the parents spend the money on their children.
Particularly if we think that there are ‘equal opportunity’ arguments for child care, such an in-
kind transfer might make sense to ensure that parents do spend the money on child care. A
second reason for tying the income transfer to purchases of child care is horizontal equity:
Working adults with children have greater costs than those without. Of course, they presumably -
also receive benefits from having children. But if the government wants to target people with a
specific need that places an additional burden on them, it would make sense to alleviate some of
the additional financial burden to those working adults with children. Finally, if the increased
demand for paid child care increases employment opportunities in child care for workers who are
trying to move off welfare, this is a redistributive benefit from child care subsidies worth
considering.*?

“See, for example, Poterba (1996).
“See, e.g. Rosen (1995)

“Indeed, the initial federal involvement in the child care industry -- federal funded
nursery schools for poor children were established during the New Deal -- was motivated not s0
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Even if an in-kind transfer is chosen, there remains the question of whether the government
should subsidize the cost to parents of buying private care, or provide public care. One reason it
makes sense for the government to be a direct provider of education is that parents do not appear
very price responsive in their demand for their child’s education.” Hence, subsidizing the cost is
unlikely to produce ‘equal opportunity.” However, there is evidence of a fairly responsive
demand for child care.* In addition, were the government to provide care, it could only provide
center-based care. As discussed previously, many families choose family day care homes, and
since there is no clear quality tradeoff, it does not seem wise for the government to distort these
choices by providing one kind of care.

THE EFFECTS OF INTERVENTION

We have seen that the current quality of child care is often very poor and this may have adverse
effects on children, that there may be information problems in the child care market, and that for
those without access to significant subsidies for child care, child care costs can be a significant
financial burden. All of these provide potential economic rationales for further government
intervention in the child care market. In order to understand some of the effects of different
policies, we need to understand how parents and providers respond to changes in the price of
care. To this end, we review the effects of subsidies on maternal employment and the demand for
child care, and of subsidies and regulation on the quality of care purchased.

THE EFFECT OF SUBSIDIES
The effect of subsidies on the cost of care

Subsidies lower the cost of child care to parents and are therefore likely to increase the demand
for care. If the amount of child care available were fixed, the increase in demand would drive up
prices. The price would rise by the amount of the subsidy, so that parents would end up paying
the same amount as they had been before the introduction of the subsidy, and the providers of
care would receive an increase in fees equal to the amount of the subsidy. The benefit of the
subsidy policy, in other words, would accrue entirely to the providers.

However, the available evidence indicates that the supply of care will rise to meet an increase in
demand for care without much of a change in the current price. For example, although the

much to provide child care for working families but to provide jobs for unemployed teachers and
nurses and others as well as a wholesome environment for children in poverty. (U.S. House of
Representatives 1996)

“*Poterba (1996)
“See the next section for evidence of demand responsiveness.
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number of children in paid child care has approximately doubled over the past twenty years, the
real price of care has not changed.** In addition, direct estimates indicate that small changes in
the price of child care induce large supply responses.* As a result, in the absence of other
changes, the benefits of a subsidy accrue to the consumer.

How will consumers respond to a decrease in the cost of child care? We consider three decisions
that may be influenced by the price of child care: the mother’s decision to work; the decision |
whether to purchase paid child care or to use unpaid care; and, if paid care is chosen, the choice
of the quality of care. '

The effect of subsidies on employment decisions

Appendix 1 summarizes a number of studies that indicate that lower child care prices are
associated with a higher probability that a mother will work. The magnitude of this effect varies
across studies; a 10 percent reduction in the price of child care increases the probability that a
married mother will work by 2 to 8 percent.*” However, given that the mother is working, there is
little evidence that the child care price affects the decision of the number of hours to work.*®

There is less evidence on the employment response of poor mothers or single mothers. A GAO
study® estimates the response of different income groups, and finds that a 10 percent decrease in
the price of child care increases the probability that a poor mother will work by 5 percent,
compared to 3.4 percent for near-poor mothers, and 1.9 percent for non-poor mothers; the study
does not report whether these differences are statistically significant. Another study finds that the -
employment response is somewhat greater for single mothers than married mothers, but the

“Blau (1992). Casper and O’Connel (1997). U.S. Department of Education 1990.

“Blau 1993.

“Blau and Robins (1988), Connelly (1992), Ribar (1992), Averett et al. (1997). Ribar
(1995)’s estimate lies outside this range. Blau and Hagy (forthcoming) look at a sample that
includes both single and married mothers and find an effect at the bottom of this range. For more
information on these studies, see Appendix 1.

*8See Michalopoulos et al. (1992), Berger and Black (1992), Chaplin and Hofferth (1995).
One study estimates the unconditional effect of the price of child care on the mother’s hours of
work; Averett et al. (1997) report that a 20 percent decrease in the hourly cost of care is
associated with about a 16 percent increase in the mother’s hours of work. This estimate, which
takes into account both increased hours from mothers who enter employment and those already
~working, is broadly consistent with the other findings reported here.

“GAO (1995).
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difference is not statistically significant.”® Furthermore, once she controls for whether the single
mother receives AFDC, the response for single mothers falls to that of married mothers. This
suggests that the greater response to the price of care by single mothers (and perhaps also by

- poor mothers) was due to a viable non-employment option.

The effect of subsidies on the demand for paid care

Parents choose among a variety of modes of care, some of which are paid and some of which are
unpaid. The bulk of research has focused on the effect of the price of care on the use of paid care
among working mothers. Hence, in order to get a sense of the total effect of a decrease in the
price of child care on the demand for paid care, one must combine estimates of the increase in
labor supply with those of the increase in the demand for paid care among mothers who work.*!

Studies find that in places with lower prices of care, working mothers are more likely to use paid
care. Again, there is a large range of magnitudes but most of the studies suggest that a 10 percent
decrease in the hourly cost of care results in a 1.5 to 2.3 percent increase in the probability that a
working mother with a young child will purchase care.

As the price of paid care falls, mothers are likely to substitute paid care for unpaid care. Such
substitution is particularly likely given that parents tend to express more dissatisfaction with non-
paid care.” Unfortunately, we cannot infer from the available evidence how much of the increase
in the propensity of working mothers to use paid care is due to a higher propensity to use paid
care among the newly entering mothers, and how much is due to a change in the propensity of
those mothers already working to use paid care, as a result of the price change.

A useful supplement to these studies of utilization is the effect of child care subsidies on the
hours of paid care purchased as a result of a change in the price of care. Some parents use
multiple modes of care. An increase in utilization of paid care may therefore reflect the decision

Kimmel (1994).

S'There is also evidence (Blau and Hagy (forthcoming), Hotz and Kilburn (1992) and
Hotz and Kilburn (1994)) that among all mothers (including those that do not work) the demand
for paid care is sensitive to the price of care. These estimates are not as useful for evaluating the
likely impact of government policy since this policy currently affects only working mothers and -
there is evidence that the response of non-working mothers is considerable (Hotz and Kilbum
(1992) and (1994)).

’Hotz and Kilburn 1992; Ribar 1995; Ribar 1992; Blau and Hagy (forthcoming). Studies

lying outside the range are Hotz and Kilburn 1994 and Blau and Robins 1988. See Appendix 2
for more details on these studies.

S*Hofferth (1995)
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of some parents to purchase only a few hours of paid care, rather than no paid care. On the other
hand, parents that were already using some paid care may increase the number of hours of paid
care in response to the price decrease, adjusting the relative amounts of paid and unpaid care
purchased; such behavior would not show up in utilization measures.

Three studies look at the effect of the price of care on the hours of paid care used by working
mothers. This measurement considers both the effect caused by switching from zero hours to
positive hours, and also changes among those already using positive hours.** Again, there is a
range of estimates; a dollar decrease in the hourly cost of paid care is associated with a 3 to 22
hour per month increase in the use of paid care. Ribar (1992) finds that the increase in hours of
paid care and the decrease in hours of unpaid care among working mothers are roughly similar in
magnitude. This suggests that the result of price decreases is a relative increase among working
mothers in the usage of paid versus unpaid care, rather than an increase in the total amount of
non-maternal care used. Such a conclusion is consistent with the finding that hours of work
among working mothers appears unresponsive to the price of care.

PUTTING IT ALL TOGETHER

How much will the use of paid care increase in response to a policy that reduces the cost of
care? The fact that the supply of child care will respond to meet increased demand without much
of a change in the price of care suggests we can consider a subsidy as translating almost dollar
for dollar into a decrease in the price to the consumer in the long run.

As an example, consider the effect of a 20 percent subsidy for child care expenses. Our analysis
below suggests that a 20 percent reduction in the cost of paid care would result in 500,000 to 1.3
million more children under 6 with employed mothers using paid care. If the 20 percent subsidy
were applied just to mothers below 200 percent of poverty, the result would be 124,000-318,000
more low income children under 6 in paid care.

Increases in the use of paid care by working mothers with young children®

**See Hotz and Kilburn (1992), Ribar (1992) and Kimmel (1992).

Throughout this section, ‘young children’ are defined as those under 6. We have chosen
to base this analysis on the responses of mothers with children under 6 because almost two-thirds
of the children served by CCDBG-funded child care were under 6, according to the most recent
available data (Child Care Bureau 1997). In so far as subsidies are provided to mothers with
children above 6, the total response would be larger than that estimated here. All data are based
on tabulations from the 1993 SIPP unless otherwise indicated.
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About 9.4 million mothers with children under 6 (56 percent of mothers with children under 6%)
worked full or part time in 1994. A 20 percent decrease in the cost of care is associated with a 4
to 16 percent increase in the probability that a mother works. In other words, between 380,000
and 1.5 million more mothers with children under 6 would take a job in response to this decrease
in the cost of care.”’

In addition to this employment effect, the 20 percent decrease in the price of paid care would also
have an effect on the demand for paid care among working mothers. A 20 percent decrease in the
price of paid care is associated with a 3.8 percent increase in demand for paid care among
working mothers. In other words, the percent of working mothers with young children who use
paid care would increase from 51 percent to 53 percent.*®

Combining these two estimates, a 20 percent decrease in the price of care would increase the
number of working mothers with young children who use paid care by 380,00 to 1 million.*
Since families who have children under 6 have on average 1.3 children under 6, this means that a
20 percent decrease in the cost of care will be associated with an increase of 500,000 to 1.3
million more children using paid care.

Breaking down this effect

How much of the increase in working mothers’ use of paid care is due to an increase in maternal
employment, and how much is due to an increase in the working mothers’ average propensity to
use paid care? It depends on what the employment response is assumed to be. When the lower
bound of the employment response is used, a little over half of the increase in young children in
paid care can be attributed to mothers entering employment, without a change in the average
propensity to use paid care. When the upper bound of the employment response is used, about 80
percent of the increase is due to mothers entering employment.

¢Tabulations from March 1995 CPS.

"The following calculations apply: A 4 percent (respectively, 16 percent) increase in the
probability the mother works brings the probability that the mother works from 56 percent to
60.3 percent (65 percent). Since the total number of mothers with children under 6 is 16.7
million, the resultant 2.3 (9) percentage point increase in the probability that the mother works is
equivalent to 380,000 (1.5 million) more mothers working.

 %The 3.8 percent increase is an average of the 3 and 4.6 percent increases from the lower
and upper bound estimates of the response in paid care use to a change in the price of paid care.
Because this range is so small, we take the average rather than reporting upper and lower bounds.

5% The calculations are as follows:
(0.53 * 9.8) - (0.51 *9.4) = 380,000
(0.53 * 10.9) - (.51*9.4) = 1,000,000
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Increases in the use of paid care by low income working mothers with young children

CCDBG recipients are nearly all below 200 percent of the poverty line. It is therefore worth
considering the increase in paid care use from subsidizing mothers below 200 percent of poverty,
most of whom are currently not receiving any CCDBG subsidy. Although we lack estimates of
the responses of the low-income population to changes in the price of child care, we estimate the
employment and paid care utilization from estimates for the general population.

3.1 million mothers below 200 percent of poverty with young children (43 percent of the total
number of mothers below 200 percent of poverty with young children) worked full or part time
in 1993.9° 39 percent of these working mothers paid for care. By a similar set of calculations to
the previous ones, a 20 percent decrease in the cost of care for low income families would be
associated with an increase of 124,000 to 318,000 more low income young children using paid
care.®’ The CCDBG subsidy to families is considerably larger than 20 percent;®? larger subsidies
would be expected to have even larger effects on maternal employment and use of paid care.

How sure can we be?

The estimates presented here are based on a review of the evidence from numerous economic
analyses. These analyses are almost unanimous in their conclusions about whether there is an
effect, and the direction of the effect. However there is considerable variation in the magnitude of
the effects reported. We present the full range of estimates, and when applicable, a description of
where the bulk of the estimates lie. But we are left at best with only a range, and the ability to
suggest an upper and lower bound to the effect.®

The 2.6 million is from SIPP 1993 data . The total number is from 1994 CPS.

¢'Based on the following calculations: A 4 percent (respectively, 16 percent) increase in
the probability the mother works brings that probability from 43 percent to 45 percent (50
percent). Since the total number of mothers with young children below 200 percent of poverty is
7.2 million (CPS March 1995), the resultant 2 (7) percentage point increase in the probability
that the mother works is equivalent to 122,000 (490,000) more mothers working. In addition the
decrease in the price of care would result in 41 percent of these employed mothers using paid
child care. Therefore the total increase in the number of these mothers using paid care would be
95,000 to 245,000. With an average of 1.3 young children in such families , we arrive at the
number in the text.

82The average weekly cost of care was $74 in 1993 (Casper 1995), and the éverage federal
subsidy administered through the CCDBG was $66 in fiscal year 1995.

% One issue with almost all of these studies is that they predict the hourly price of care
using selection correction mechanisms, since data are often available on the price of paid care -
only for working mothers who purchase care. The instruments used vary across studies, and there
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In addition to the lack of consensus among the various estimates, caution is also in order in
drawing inference about the likely effects of current policy changes. First, these estimates are of
the average response to price changes; if the response does not vary linearly with the change in
price, our estimates of the response to different price changes will not be accurate. Second, these
estimates were made in the pre-welfare reform era. One might expect responses to be different in
a world where work requirements are stronger and in which non-employment alternatives may be
more limited. And third, the studies reviewed did not generally focus on the low-income
population. If we want to estimate the effect of subsidies targeted at this population, we must
consider how applicable the results from a broader population are to a low income population.

In general, one might expect the employment responses of low-income families and single
mothers to be less responsive to child care prices, as the need for income is greater. However, the
studies that looked at such responses found that single and low-income mothers’ employment
decisions tended to be more responsive to the price of care. One plausible explanation is that,
under the previous welfare system, low-income single mothers deciding whether or not to take a
Jjob had the fall-back option of welfare. Therefore they were more free to choose whether or not
work was worthwhile on the basis of child care prices; and we have seen that child care costs are
a proportionately larger burden to low-income mothers. But as welfare reform makes non-
employment less of an option for these mothers, it is likely that the employment decisions of
low-income single mothers would become less sensitive to the price of child care. Indeed,
Kimmel (1994) found that controlling for AFDC recipiency reduces the employment
responsiveness of single mothers to the price of child care, and brings it into line with that of
married mothers.

Although we might therefore expect that the employment response of the low-income population
would be less than that of the general population, we should also expect that the demand for paid
care among working women would be more sensitive to the price of care for low-income
working women, since the costs represent a larger fraction of their monthly income. On balance
then, it is not clear whether the total effect of the price of care on the demand for care (including
both the employment effect and the demand effect among working women) would be larger or
smaller for low income women compared with the general population. Without any further
evidence to guide us, it is simply important to note that this limitation of the evidence should
dictate caution in making precise predictions of the effects of subsidies.

POLICIES THAT ADDRESS THE QUALITY OF CHILD CARE

is reason to believe that the results are very sensitive to the choice of instruments (see e.g. the
large difference in estimates obtained by Hotz and Kilburn (1992) and Hotz and Kilburn (1994)
who use the same data but different instruments and estimating procedures). In general, the
results will be affected by whether the instruments are truly exogenous, as well as how correlated
they are with the original variable. The variation in the predicted price of care is used to estimate
the employment, care, and quality responsiveness to the price of care.
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We have reviewed the evidence that the current quality of care may be too low, that high quality
child care can have important, positive effects on children, and that substandard care can place
children as risk for harm. Here, we consider why the current levels may be too low, and hence
how policy can be designed to improve quality. We focus in this section on attributes of care that
may be related to child development; the next section considers issues of child health and safety.

Parental demand for quality child care

Evidence suggests that parents do not demand the structural attributes of quality that policy
might address. For one thing, the level of trainer education, staff-child ratios, and group size have
little effect on provider fees.** In addition, there is evidence that center fees are not responsive to
quality as defined by child experience measures.® The fact that the staff-child ratio and the group
size do not affect the cost of care is particularly surprising, given that these attributes must affect
the marginal cost of providing care. A common interpretation of these findings is that they
suggest that parents are not willing to pay for these attributes of quality care.5

Thus, even though parents say that they care about quality,” they appear not to be willing to pay
for ‘quality’, at least as researchers have been able to measure it.. There are several possible
explanations for this finding, although we have little evidence that allows us to choose among
them. First, if there are external benefits associated with high quality child care, parents may in
fact not demand as high a level of quality as is optimal for their child and society. Some evidence
of this is the fact that when parents say they care about the ‘quality’ of child care, they may in
fact be placing the cost and convenience of the care at a higher premium than warm interactions
with care givers and other aspects of the child care program that developmentalists believe
promote positive outcomes.*® A second possible explanation is that parents do care about child
care quality that is important for child outcomes and development, but that the attributes that
they care about -- and are willing to pay for -- are not the structural attributes that are easily
measured and that government policy can target. In other words, parents may choose their child
care and pay based on the warmth of the child care provider, the organization of the facility, the
structure of the daily routine, or other attributes that these studies do not measure. Third, parents
may care about structural attributes of quality, but lack information about these features. And
finally, parents may care about these structural attributes of quality, but not be able to afford

%Hagy (forthcoming); Blau and Hagy (forthcoming); Walker (1992); Waite et al. (1991).
$5Cost, Quality & Outcomes Study Team (1995).
SInterpretation in Waite et al (1991), Blau (1991) and Helburn and Howes (1996).

%’See e.g. Cost, Quality & Child Outcomes Study Team (1995) or Kisker and Maynard
(1991).

88See for example Kisker and Maynard (1991) and Hofferth (1991).
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them.

Possible governmental policy responses include information provision, regulation, and subsidies
to reduce the price of care. Again, the appropriate policy response depends on the reason that
parents do not purchase high quality care.

Effect of subsidies on the quality of care purchased

If the low parental demand for quality child care is due to an affordability issue, or to the
existence of external benefits, then policies that reduce the price of child care might induce
parents to purchase higher quality care. Empirical evidence is scant, but it suggests that when
prices are reduced, parents do not respond by purchasing higher quality care, as measured by
structural attributes.® As a result, subsidies alone appear unlikely to increase the demand for
structural attributes of child care. Of course, subsidies may allow parents to purchase care with
aspects of quality that are difficult to measure -- particularly the child experience measures that
developmentalists emphasize. However, no evidence is available on this point.

If child care subsidies do not appear to induce parents to purchase higher quality care, perhaps
subsides targeted to high quality care might have an effect. For example, a subsidy might be
available only for care that met a certain child-staff ratio or group size. Empirical evidence on the
effect of targeted subsidies is limited. One study finds that the implicit price of staff-child ratio
does not affect the demand for higher staff-child ratios.”

We do know, however, that subsidies that lower the price of child care induce mothers to work,
and induce working mothers to purchase more paid care relative to unpaid care. Thus subsidizing
child care is likely to result in more non-maternal care, and more paid relative to unpaid care. A
comprehensive survey of the literature concludes that there is no evidence that non-maternal
child care has adverse effects on children.”" Furthermore, given the current policy of
encouraging mothers to enter or remain in the workforce, such women have little choice but to
place their children in non-maternal care. There is little evidence about the relative merits for the
child of paid versus unpaid care.

®Blau and Hagy (Forthcoming). A problem with drawing conclusions based on this paper
is that the data are cross-sectional and if places with lower prices of child care draw in more low
income families who cannot afford high quality care, the result would not really illustrate the
effect of price reductions on the quality of care purchased by a given family that is already
purchasing care. For this, we would need longitudinal data.

Hagy (forthcoming).
"Hayes et al. (1990).
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Effect of regulations on the quality of care

If the low quality of care purchased is a result of information imperfections or the external
benefits associated with child care, a possible approach is for the government to regulate the
quality of child care. Regulation, if enforceable and binding, is likely to increase the quality of
regulated care.” However, regulations are also likely to drive some providers out of the licensed
market and raise prices among remaining providers, thus lowering the availability and
affordability of regulated care.” Since compliance with regulations can be costly - particularly
regulations that impose minimum group size or child staff ratios and hence raise the marginal
cost of providing child care -- providers will have to raise their prices or suffer profit losses.
However, we have seen that parents are unwilling to pay for these attributes, and that they are
willing to substitute among modes of care in response to relative price changes. Hence providers
will be limited as to how much they can raise their prices. But since most child care providers
have very low profit margins,” those that cannot raise their prices may be driven out of business,
or at least into the unlicensed sector.

Children whose providers shut down because of regulations, or whose parents switch to another
mode of care because the regulated care has become too expensive, do not enjoy improvements
in their care quality. However, for children who remain in regulated care, a quality improvement
may be enjoyed. Empirical evidence on the relation between quality regulation and costs is scant
and inconclusive. Studies have looked at the effects of criminal record checks, child staff
regulations, provider education regulations, and group size regulations on the cost of care. The
results differ both across and within studies as to whether a given regulation increases, decreases,
or has no significant effect on the cost of care”™. And there is essentially no evidence of the effect
of regulations on the use of regulated care. Both issues deserve further study.

We must acknowledge a tradeoff between the gains from regulation in terms of quality

’For example, Cost, Quality & Child Outcomes Study Team (1995) finds that states with
more demanding licensing standards have fewer poor-quality licensed centers, and that centers
that comply with additional standards beyond those required for licensing provide higher quality
services. Here, quality is measured in terms of ‘child care experience’ Also Howes et al. (1995)
find that regulations in Florida on staff-child ratios and provider education improve both child
experience measures of quality and child development.

?Chipty and Witte (1997) find that minimum standards regulations increase the
probability that providers exit certain markets (e.g. care for certain age groups).

™Cost, Quality & Child Outcomes Study Team (1995).

*Ribar (1995), Chipty (1995), Hotz and Kilburn (1994). Although such regulations may
translate into higher costs to parents, they do not appear to improve the wages of child care
workers (Blau 1993, Blau 1992).
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improvements in the regulated sector and the likelihood of increased child care costs and
substitution out of regulated care, which could adversely affect the quality of care some children
receive. Different regulations are likely to have different effects on costs. It is probable that some
regulations would have net benefits, but each should be evaluated separately.

Information provision and networks

Another possible remedy to information problems are information and referral services to help
parents make better decisions. The government could either serve as the provider of information
or encourage private sector agencies to collect and disseminate the information. However, the
high turnover rates of providers and the lack of effort by many family day care providers to find
clients could make it difficult to provide and maintain comprehensive and accurate lists of
providers in each neighborhood.” It is unclear whether unregulated providers will be
forthcoming in response to requests to register with an information agency. If providers are
responsive and comprehensive lists are maintained, this would be a useful service to the extent
that the information agency is more informed than potential consumers about the quality of care
offered at each provider; given the concern about whether collectable indicators are indicative of
quality, this deserves further consideration. Furthermore, if there is a dearth of demand for
quality care, the benefits from providing information are somewhat decreased. However, if this
information stimulates demand for better quality care, it may help alleviate the current quality
problems.

Effects of policies aimed at influencing child care providers

The qualifications and behavior of child care providers affect both structural and child experience
measures of child care quality. Therefore another important policy lever that the government
could potentially use to improve the quality of child care is policy that affects child care
providers. Child care providers’ education and behavior are aspects of child care quality. In
addition, the continuity of child care received is thought to be an important aspect of the quality
of care.”

Child care providers are mostly women. They tend to have low levels of education and high
turnover rates.’® Their wages are very low compared to other women and there is some evidence
that they receive lower wages than similar female workers in other sectors.” One reason for the
low levels of education may be that child care providers appear not to receive a ‘return’ to

Walker (1991).

"Phillips (1995).

!Blau 1992; Walker 1992.

"Blau 1993; Cost, Quality & Outcomes Team Study 1995.
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education in the form of higher wages.® In addition, their low wages may be at least partly
responsible for the high levels of turnover, which in turn disrupts the continuity of care.

Possible interventions include subsidizing or regulating child care providers’ wages, subsidizing
or providing child care training, or setting minimum standards for child provider education.
Given the low profit margins of centers®!, regulations that raise wages are likely to force some
centers to shut down or to raise their costs. In addition, the low wages of child care providers

may be best met through more general policies aimed at raising wages at the bottom of the wage
distribution.

Given that child care providers appear not to receive a wage premium from investments in
education, policies that set higher minimal education requirements will likely result in a decrease
in the number of (legal) child care providers, at least in the short run.®?> Government provision or
subsidizing of training for child care workers may be a more promising route. Financial
constraints can make it difficult for workers to invest in needed skills and the government
therefore currently subsidizes training for some adult workers. The high turnover among child

care providers, however, can reduce the return to the government on its investment in provider
education.

ADDRESSING CONCERNS ABOUT CHILD HEALTH AND SAFETY

In addition to-the impact of high quality child care on child development, we have also seen that
children’s health and safety are currently endangered in some care facilities. This is an area of
grave concemn, with potentially high costs to the children and to society. The health and safety
problems may result from an information problem or limited ability of parents to monitor
quality. Another possibility is that parents are aware of the health and safety problems but cannot
afford better care. If the issue is an information one, provision of information or regulations that
impose minimum standards combined with monitoring to ensure that these standards are met are
potential solutions. Such regulations again have the potential to drive up the cost of care, but they
can plausibly be expected to have less of an effect on cost than minimum staff/child ratios or
group size, which directly increase the marginal cost of providing care. However, if ensuring
basic health and safety does increase the cost of care, and hence parents may not be able to afford
care that meets these standards, subsidies for care that meets the standards could also be useful.

OWalker 1992; Blau 1992.
31Cost, Quality & Outcomes Team study 1995.

20f course, the longer run effects will depend on how responsive the supply of skilled
child care labor is, since the decrease in supply will drive up wages for skilled child care
workers. There is as yet no research on this question.
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There is currently no available evidence of the effect of minimum health and safety regulations
on the cost of care, or of the effect of subsidies on the safety of care purchased.

THE NEED FOR MORE RESEARCH

Employment and care responses to the price of child care

There is a little evidence on the employment responses of low income parents. There is a critical
need for such evidence since direct federal subsidies are targeted to this group. Furthermore,
there is a need for studies of employment responses of low income families in the new
environment created by welfare reform. Random assignment studies are a promising approach.
Because subsidies are limited, and waiting lists tend to develop,® random assignment to eligible
parents would enhance our ability to study the effects of subsidies on parental choices. Another
unresolved question is to what extent working mothers respond to subsidies by substituting paid
for unpaid care; an investigation of this issue would require longitudinal data. Finally, there is
little evidence on the effect of the cost of care on the demand for quality. Evidence on this effect

is important in understanding whether child care subsidies will induce parents to purchase higher
quality care.

The link between child care quality and child outcomes

Although there is ample evidence that high quality paid child care can benefit children, there is a
need for more information on the relationship between specific attributes of care -- or groups of
attributes -- and child outcomes. We lack information on the magnitude of the effect of changes
in measured inputs on child outcomes, on the ways in which improving one attribute of care may
have implications for the effects of other attributes, and on where to draw the threshold for
acceptable and unacceptable levels of different attributes of care. It is important that research on
such topics properly controls for family inputs and uses representative samples.*

The existing studies have looked at variations in quality among paid care facilities. Yet we know
that one of the effects of child care subsidies is to induce an increase in paid relative to unpaid
care. We have no information on the developmental effects of paid versus unpaid care, or even
on their relative quality. Finally, there is a need for more research on the effects of child care on
low income children as compared with the general population of children.?

®See e.g. Berger and Black (1992) for evidence of waiting lists with one subsidy
program.

%Hayes et al (1990)
% Phillips and Bridgman (1995).
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Effects of regulation

Very little work has been done on the effect of regulation -- and, more importantly, of different
types of regulation -- on the child care market. We lack information on how regulation of
different structural attributes of care affects the supply of regulated care; for instance, do
providers leave, or enter, the regulated child care market in response to regulation? We also lack
information on the effect of regulations on the prices charged by child care providers. And
finally, we lack information on how regulations affect parents’ use of regulated care.

Information on unregulated child care

Information about the unregulated child care sector is, not surprisingly, much less available than
information about regulated providers. But it is important to get a better sense of this sector. As
noted previously, CCDBG subsides can go to unregulated providers, which in some states could
be a family day care home with up to 12 children.® We lack information on the quality of this
care, and on how responsive its supply is to changes in demand. Since more stringent regulations
may result in regulated providers moving to the unregulated sector, information on this sector is
critical for a complete analysis of the effect of regulations.

SUMMARY

Maternal employment has been rising over the last few decades and with it, the use of non-
maternal child care, particularly paid child care. There is no reason to expect a change in this
trend, and as welfare reform moves mothers into employment, the demand for child care services
is likely to grow. Child care costs place a large financial burden on those without access to
subsidized care and many low income working families receive little or no government subsidies
for child care expenditures. There is also reason to be concerned about the quality of care.

We discussed three possible motivations for intervention in the child care market: external
benefits, information imperfections, and redistribution. What can we say of the relative merits of
different policy tools in meeting these different goals?

Care that does not provide for basic health and safety of children can have large costs to these
children, their parents, and society. Potential policy responses include providing parents with
information about the safety features of different care options, and enforcing stronger minimum
standards in licensed care settings. If minimum standards drive up the cost of care, subsidies to
low income working parents for care that meets the standards might also be needed.

In addition, there is substantial evidence that high quality child care can have a positive impact
on child development. But we lack information on the precise nature and the magnitude of the

%Child Care and Development Block Grant Act Section 658E.
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link between child care attributes and child outcomes; this makes it difficult to design policy to
promote the use of child care with external benefits. Subsidies, even those tied to particular
aspects of care, do not appear likely to increase the purchase of ‘high quality care’, at least as we
can measure it. Subsidies for paid child care are likely to induce working parents to use relatively
more paid care. The relative quality of paid and unpaid care, however, is not well understood.
Regulations can serve to increase quality, but the likely increases in costs will induce
substitution away from regulated care. However, we lack information on the magnitudes of the
various effects of regulations. Subsidizing provider training may also increase quality, and is
unlikely to increase costs; however the high rate of turnover among child care providers raises
concerns about the return on subsidizing investments in provider education.

There is also evidence that parents lack the information necessary to make appropriate selections
of child care for their children. The government could serve a useful role in directly providing
this information, or in encouraging private sector agencies to do so. Any increases in our
knowledge about the links between care and outcomes would enhance the government and the
private sector’s ability to provide useful information. There is also some evidence that
regulations that establish minimum quality levels help overcome the information gap, although
potentially they have the downside of increasing the cost of care.

Finally, from a redistributive perspective, we have seen that child care costs impose a substantial
burden on working families, particularly on low-income working families. Policies that make
child care more affordable for working parents can help alleviate this burden. Policies targeted to
the low income population complement other efforts to encourage work, since mothers’ work
decisions are responsive to the price of care. Such policies also seem likely to increase the use of
paid care among working mothers, but not the amount of non-maternal care among working
mothers.
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Appendix 1. The effect of child care prices on maternal employment (all effects statistically significant unless indicated)

A. Studies that use an estimation of child-care costs

Study Data source Group studied Estimation procedure Measure of labor Measure of cost of | Estimated elasticity of employment
(year) supply child care with respect to child care costs
—%
Blau and 1990 NCCS and 1990 PCS Married and Multinomial logit. Whether mother is Uses data on fees to | -0.20 (calculated by computing the
Hagy single mothers employed estimate hourly fees | elasticity for each individual and then
(forth- with children averaging over the sample.)
coming) under 7 not in Significance cannot be determined
school from available information.
Blau and 1980 EOPP Married mothers | Multinomial logit Mother does not Average child-care | -0.38 (average price elasticity of
Robbins with at least one work versus four expenditures among | employment over a range of examined
(1988) child under 14 combinations of families in the child care costs) Significance cannot
mother working community who be determined from available
with purchased care | purchased care information.
or not, other
relatives working or
not
Connelly Wave 5 of 1984 SIPP Married mothers | Probit Employed or not Selectivity- -0.20 (calculated at means)
(1992) with children corrected predicted
under 13 hourly costs from
employed who
purchase care
Ribar Wave 5 of 1984 SIPP Married mothers | Simultaneous maximum | ditto ditto -0.74 (calculated at means)
(1992) with children likelihood probit of
under 6 labor force participation
and tobit of demand for
paid and unpaid child
care services
GAO Urban Institute’s 1990 National Mothers in Probit ditto ditto -0.5 for poor mothers, -0.34 for near-
(1995) Child Care Survey and Low- sample poor mothers, and -0.19 for non-poor

Income Sub-study

mothers. (Calculated at means)
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Ribar 1984 SIPP. Married women Maximum likelihood. ditto ditto -0.09 (under 15). -0.09 (under 6)
(1995) with children Estimates a structural Elasticities are means of effects
under 15 modal of hours of work evaluated at each observation.

Significance cannot be determined
from available information.

Kimmel 1987 and 1988 SIPP data Single mothers Probit ditto ditto -0.346. Also estimated elasticity

(1995) in poverty separately for white single mothers in
poverty (-1.362) and black single
mothers in poverty (-.345; not
statistically significant)

Cleveland - | 1988 Canadian National Child Families with Probit Engaged in paid ditto -0.388 (evaluated at means)

etal Care Survey young children employment or not

(1996)

Averettet | 1986 NLS-Y Married mothers | Dual-error model Annual hours of ditto -0.78 (evaluated at means of data)

al. (1997) with at least one work

' child under age 6

B. Studies that use an exogenous source of variation in the cost of child care

Study (year) Data : Group studied Source of variation in child care Measure of labor Meaéure of cost of child care Estimate of employment
__ lsouwce 1 leows  lewoy | leffew ________|
Berger and Telephone survey Low-income Those receiving day care subsidy Whether mother Dummy for receipt of subsidy | Attribute an increase in

Black (1992)

single mothers

in two Kentucky programs versus
those on subsidy waiting list.

employed or not

(amt of subsidy varies with
income)

employment of 12% to
program

Gustafsson and
Stafford (1992)

Swedish data set
plus telephone
survey

Families in
different
Swedish
communities

Exogenous variation due to local
government setting subsidy rates
for public child care.

Whether mother
works ‘substantially’
(more than 30 hours)

Locally-set price (per month)
of public child care

Estimated mean elasticity of
employment with respect to
child care cost -1.88
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Leibowitz et al.
(1992)

NLS-Y

First-time
mothers

Variation among states and over
time in state and federal income
tax credits for child care

Whether mother is
employed when child
is 3 months old, and
whether mother is
employed when child
1s 24 months

Subsidy available through
state and federal income tax
credits; to avoid endogeneity
issues, assumes woman works
full-time at her predicted wage

Greater tax credits increased
early return to work (w/in 3
mos) but had little effect on
employment of women with
older children
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Appendix 2:

Effect of child care price on use of market care, given maternal employment'

Study

Data and Methods

Measures of price of care and mode of care.

Price elasticity of market care
utilization conditional on
employment’

Hotz and
Kilburn
1992

1986 NLS72. Black and
white mothers with
preschool age children.
Probit.

Parental versus non-parental care.
Selectivity-corrected predicted hourly price of non-parental care

-0.17 to -0.20 depending on
specification. Significant.

Hotz and
Kilbumn
1994

1986 NLS72. Black and
white mothers of pre-school
age children. Maximum
likelihood switching
regression model.

Parental versus non-parental care.
Selectivity-corrected predicted hourly prlce of non- parental care (using
different instruments from 1992 paper).

-1.7. Significant.

Cleveland
et al
(1996)

1988 Canadian National
Child Care survey. Families
with young children. Probit.

Whether family purchases market care or non-market care at zero cost.
Selectivity-corrected predicted hourly price of care from employed who
purchase care. :

-1.056. Single coefficient used in
computing elasticity is significant.

Ribar
1995

1984 SIPP. Married women
with children under 15.
Maximum likelihood.

Direct report of whether family pays for care.
Selectivity-corrected predicted hourly price of care from employed who
purchase care.

Elasticity for paid care utilization is
-0.608 or -0.42 depending on
specification. When look at moms
with kids under 6, elasticity drops to
-0.235 or -0.224 depending on
specification. Can’t determine
significance.

Blau and
Robins
(1988)

1980 EOPP. Married
mothers under 45 with
children under 14.
Multinomial logit.

Market versus non-market care; care coded as market if provided by a
non-relative or in a group facility or day care center, or if family reports
any direct expenditure on child care.

The weekly cost of market care reported by families is used to construct
the site-average weekly child care costs; these are divided by 30 to
estimate hourly price of care.

-1.17. Can’t determine significance
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Blau and 1990 NCCS and PCCSS. Whether family pays for care or not. -.15. Can’t determine significance
Hagy . | Women with children under | Estimates hourly fees using regression results.
(forthcom | 7, not in school. :
ing) Multinomial logit.
Ribar 1984 SIPP. Married females | Paid versus unpaid care. -.210. Underlying coefficients
(1992) with children 0-6. Tobit Selectivity-corrected predicted hourly costs from employed who significant.

purchase care.

1. Elasticities for Blau and Robins (1988), Ribar (1992) and Blau and Hagy (forthcoming) are all taken from Blau (under review) who recalculates the elasticities
- using variable means from the data in Blau and Hagy (forthcoming).

2.All elasticities calculated at sample means except for Ribar (1995) who calculates mean of elasticities for each individual.
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Subject: {Child Care

Here are so © help people who want to stay at home to care for their children that you

may want to get feedback on:

1. Changing the "marriage penalty” in the tax code, so that families with children do not pay
higher taxes because they are filing a tax return as a married couple rather than two single people.

2. Giving people who are eligible for subsidies to pay for child care, 3/4 of the subsidy if they
choose to stay at home to care for a child under a year old.

3. Expanding the Family and Medical Leave Act to cover employers with fewer than 50
employees.

4. Creating paid parental leave, either by requiring employers to pay or by providing Federal
government subsidies.
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SUMMARY

Debit cards, also called check cards, are becoming increasingly popular with consumers,
who like the convenience of making non-cash purchases without incurring interest charges.
However, unlike the protections that accompany a credit card’s use such as a cap on liability of
$50, consumers are liable for up to $500 of purchases if they fail to inform the issuing bank within
48 hours.

Rep. Charles E. Schumer (D-NY), along with Rep. Henry Gonzalez (D-TX), has
introduced legislation which would limit check card liability to $50 like credit cards and would
require liability disclosure in plain English.

RECENT UPDATES

. On August 6, Bank of America, issuer of 5.5 million debit cards, announced that it will
waive customer liability if cards are stolen.

. - MasterCard recently announced that it will keep customer liability to $50 like credit cards.

Industry sources say that the nation’s largest issuer of debit cards, Visa, will announce
protective steps the week of August 11.

PROBLEMS THAT REMAIN

. Despite recent publicity, many consumers still mistakenly think credit card liability rules
automatically apply to debit cards.

. Debit cards are much riskier because in stores they do not require a PIN to get into your

bank account.
STATISTICS

. About 205 million debit cards have been issued by U.S. financial institutions. Nearly all
of them have been unsolicited, mailed out to bank customers as replacements for
traditional ATM cards. (Nilson Report, an Oxnard, California, newsletter)

. About $74 billion in goods and services was bought with debit cards in 1996, including



$45 million with cards bearing Visa and MasterCard logos.

. 40% if U.S. financial institutions had debit cards, up from 32% from 1994. Consumers
who used their check cards 10 times per month doubled from 1994 to 1996. (American
Banker Survey, December 1996).

BACKGROUND

Debit cards, also called check cards, are a cross between an ATM card and a credit card.
They are issued by banks in conjunction with a major credit card, such as Visa or MasterCard,
and can be used at any store that accepts credit cards.

When using a debit card at an ATM, the cardholder is required to punch in a Personal
Identification Number, or PIN, as a precaution against fraud. When using a debit card with a
merchant, however, only a signature and not a PIN is required.

Under current law, check cards are regulated by the Electronic Funds Transfer Act, the
law which oversees ATM cards. This law provides for a maximum liability to consumers of $50 if
the card is reported lost or stolen within 24 hours, $500 if reported within 60 days, and unlimited
liability thereafter. The Truth in Lending Act, which regulates credit cards, has a maximum
liability of $50.
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Across the country and particularly for New York families, the struggle to find high
quality, affordable day care for their children is getting more difficult. For many New York
working parents child care is unavailable, unaffordable and unacceptable. According to new
data, New Yorkers pay more, receive less and wait in long lines for child care.

* New York Day Care Flunks Quality Test:

Only 6% of New York State’s children are enrolled in accredited child care
facilities, and in New York City, only 2% of children are in accredited child
care. Accreditation means these facilities have passed a rigorous quality
assurance test administered by a nationally renowned board of child care
experts. Comparatively:

30% of Massachusetts children are in accredited day care; 28% of Connecticut children™
and 9% of New Jersey children. Nationally, 9% of children are in accredited child
care facilities.

* Inadequate state laws are compromising the health and safety of New York’s
children:

According to Commonwealth Fund, a national child care watchdog organization, 17
states provide minimally "acceptable" regulations to protect children and New York is
not one of them. Instead, Commonwealth rated New York State’s child care
regulations ""poor". Only 4 states (Idaho, Mississippi, South Carolina, and Wyoming)
received a lower grade.

The State’s recently proposed regulation changes -- such as a provision that allows
infants to go directly from the hospital to day care rather than after six weeks -- would
only weaken these standards further.

* New Yorkers Pay More:

In New York City, day care costs consume a fourth of a typical New York City
family’s income and costs more than double the national average. In New
York City, the average cost for child care is $11,180 annually for infants and
toddlers (up to age 2) and $7,696 for pre-schoolers (ages 3 and 4).

Nationally, the cost of child care for families with a child under age five is
approximately $4,300 -- less than half of what it costs in New York. Average child
care costs in selected other cities are Boston $8,840, Dallas $4,210, Oakland $6,500,
Boulder $6,240, Durham $4,630, and Minneapolis $6,030.
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* New Yorkers Face Long Waiting Lists:

The average enrollment for accredited centers in New York is 81, with typical wait
lists of 41 children. That means that for every two children in accredited care,
there is one child waiting.

Throughout New York City, over 40,000 children are on waiting lists for spaces
in all child care centers. Wait lists for subsidized care in New York City
have grown 47% since 1990 -- from 7,937 to 11,674 on the waiting list (a
family of four with income below $31,584 is eligible for subsidies).

* Quality Equals Safety:

According to US News & World Report, last year approximately 300 children were
killed in child care. That is roughly one-seventh of the total fatalities due to accidents
for those between the ages of one and four. 1,800 small children are seriously injured
while in child care.

In addition, nearly half of the child care centers across the country are
overcrowded, exceeding acceptable group size supervision, resulting in
hazardous oversight and a poor learning environment, according to the National
Education Goals Panel’s 1997 Special Early Childhood Report.

DETAILED FINDINGS

The National Association for the Education of Young Children (NAEYC), which accredits
child care centers, is recognized by children’s advocates as ensuring that centers provide
high quality care, characterized by a healthy, safe environment with planned learning
activities, enough adults and the integration of parents. Though non-accredited centers
may provide high quality care, NAEYC’s seal of approval is the standard bearer of quality
care and provides reassurance to parents that their children are safe and are learning.
Unfortunately for New York’s parents, a dearth of accredited care is available for their
children.

Quality:

** In New York State only 6% of all children in day care -- 23,485 of 407,000
children -- are in accredited centers that assure parents of quality care -- 247 of
2,689 centers. That’s just a shade better than Alabama, where 4% are enrolled
in accredited centers but much worse than Connecticut, where 28% of children
in day care are in accredited centers, Massachusetts 30%, and New Jersey 9%.

Nationally, 9% of children are in accredited centers.

** Only 2% of the 180,000 children under age 6 in New York City either in
child care or on a waiting list are in an accredited child care facility.

** Only 38 of New York City’s 1,238 child care facilities are accredited.
That’s 3% of the facilities representing 2% of the children.

** In NYC, 33% of all accredited day care centers are operated by the Archdiocese of
New York; 15% are operated by The International Preschools.



FEW ACCREDITED CHILD CARE CENTERS IN NEW YORK’S BOROUGHS

Borough Number of Accredited Centers  Total Number of Centers % Accredited

Bronx 17 174 10.3%
Brooklyn 5 364 1.4%
Manhattan 15 280 5.3%
Queens 0 253 0%
Staten Island 1 167 0.5%
Total 38 1,238 3.1%

Waiting Lists:

** In NYC, accredited day care centers are in great demand with an average
waiting list of 41 children and an average enrollment of 81. That means that
for every two children who are in centers of learning, there is a child waiting
for quality day care.

** 48,766 children whose child care is subsidized by the city attend day care;
11,674 children, or 19.3%, who qualify for assistance remain on waiting lists.
The number of children awaiting placement has grown 47% since 1990 when
the number was 7,937.

** Citywide, and among all income levels, approximately 43,000 children are on day
care waiting lists.

Expensive:

** Day care costs continue to consume significant proportion of a family’s
income. In 1997 average annual cost of child care for infants and toddlers in
NYC is $11,180 and $7,696 for pre-schoolers. In 1987, it totalled $7,904 and
$6,136. These costs are significant, representing 24% and 17% of New York
City families’ median income ($45,900) and over 100% of a minimum wage
worker’s income ($10,300).

Sources:

Child Care Inc.

Commonwealth Fund

Work/Family Directions, Inc.

National Association for the Education of Young Children
New York Department of Social Services

NYC Mayor’s Management Report

Children’s Defense fund

NYC Temporary Task Force on Child Care

US Bureau of Labor Statistics

US Department of Health and Human Services

Office of New York State Assemblywoman Joan Christensen
New York City child care centers

The National Education Goals Panel



SCHUMER SOLUTION
Quality Child Care Availability and Affordability Act

Solving America’s child care crisis requires federal and state governments to work
cooperatively with business and child care facilities. The first step is making sure that parents
have better information -- information about what to look for in child care and information
about the availability and accessibility of accredited centers. As a second necessary step,
states should adopt best demonstrated practices in child care policy that would increase the
availability of high quality care as well as impose higher standards for licensing child care
facilities. Specifically, Rep. Charles E. Schumer is introducing the "Quality Child Care
Availability and Affordability Act" which will:

* Create a National Child Care Referral Hotline

The National Child Care Referral Hotline will provide parents with information
about the availability of quality child care in their area. Hotline counselors will
provide parents with a list of accredited centers in their area, refer parents to
local child care referral agencies and provide information about what to look for
in a good center as well as answer parents’ questions and concerns about child
care. For example, some accredited centers have no waiting list; the hotline
could direct parents to these centers.

The hotline will also provide an incentive for centers to become accredited
by providing referrals only to accredited centers, thereby improving the
quality of care. By encouraging accreditation, the government would also
advocate a uniform national standard for higher quality care.

* Condition additional child care funding to states on adoption of model
regulations

The standards for supervising and educating children varies state to state and is
woefully low according to analyses conducted by children’s advocacy groups.
According to a recent report, approximately 300 children died and 1,800 were
seriously injured in day care centers in 1996. By conditioning additional
funding to states on adoption of model regulations, states will be encouraged to
adopt higher standards and provide a better floor of protection for all children.
States will also be required to conduct surprise, on-site inspections of child care
facilities.

* Provide tax credits for businesses, organizations and local governments and
schools to create innovative solutions to increasing the availability of high quality
care.

The start up costs of day care centers can be high but profits low. The federal
government can encourage innovative solutions to the child care availability crisis by
providing tax breaks for school districts and businesses to provide child care.



ACCREDITED CENTERS IN NEW YORK CITY BOROUGHS

BOROUGH NUMBER OF CHILDREN ENROLLED NUMBER OF CHILDREN ON WAITING LiIST
Bronx
Archdiocese of New York 100 50

St. Rita’s Head Start
452 College Avenue
(718) 585-8857

Archdiocese of NY 200 12
Anthony’s Head Start

1750 Madison Street

(718) 823-7202

Amalgamated Nursery School 40
3980 Orloff Avenue
(718) 543-8688

Archdiocese of NY 42 . 27
Immaculate Conception Head Start

378 East 151st Street

(718) 292-8672

Archdiocese of NY Marble Hill 35 80
Head Start

5480 Broadway

(718) 562-5333

Lehman College Child Care Center 70 over 100
250 Bedford Park Blvd. West
(718) 960-8746

Archdiocese of NY 21 10
Pius/Little Angels Head Start

413 East 144th Street

(718) 665-7544

Archdiocese of NY St. Simons 120 over 200
Head Start

2195 Valentine AVenue

(718) 933-9471

Archdiocese of NY Tolentine 80 over 116
Little Angels Head Start

2340 Andrews Avenue

(718) 364-7608

Archdiocese of NY Sacred Heart 39 48
Head Start

1248 Nelson Avenue

(718) 681-0510



Archdiocese of NY
Raymonds Head Start
1725 Castle Hill Avenue
(718) 918-9204

Archdiocese of NY Tremontcrotona
Head Start

1600 Park East

(718)378-5052

Volunteers of America
Early Learning Center
1166 River Avenue
(718) 293-3665

Archdiocese of NY
Sacred Heart

95 West 168th STreet
(718) 293-2006

Archdiocese of NY
St. Martin of Tours
Head Start

695 East 182nd Street
(718) 220-4750

Archdiocese of NY
Holy Spirit

Little Angels Head Start
1940 University Avenue
(718) 731-8439

Riverdale Presbyterian
Church Nursery School

4765 Henry Hudson Parkway
(718) 548-8260

Brooklyn

Community Parents Head Start
90 Chauncey Street

(718) 771-4002

Chase Back-Up Child Care
3 Chase Metrotech-Mezzanine
(718) 242-1816

Ft. Hamilton Child Development Center
Building 218, Marshall Drive
(718) 630-4210

120

42

134

132

80

42

69

220

75

34

20

No waiting list

75

23

37

10

No waiting list

Chase employees only

No waiting list



Innovative Learning Center Inc.
50 Monroe Place
(718) 780-1042

Hanson Place Child Development Center

55 Hanson Place
(718) 237-4303

Manhattan

The International Preschools over 500 in sum

Locations
330 E. 45th Street
(212) 371-8604

351 East 74th Street
(212) 988-9167

9 West 82nd Street
(212) 724-5104

28 East 35th STreet
(212) 213-9277

57 West 75th Street
(212) 501-8300

1010 Park Avenue
(212) 744-0047

Stephen Wise Early Childhood Center
30 West 68th Street
(212) 877-4050

All Souls School
1157 Lexington Avenue
(212) 861-5232

The Medical Center Nursery School
60 Haven Avenue
(212) 304-7040

Buckle My Shoe Nursery Center, Inc.
40 Worth Street
(212) 374-1489

Bright Horizons Child Center
435 East 70th Street

New York Hospital

(212) 746-6543

Children’s Discovery Center

62

75

94

165

70

78

78

135

100

No waiting list

Application process;
1 in 5 accepted

15-20

400

No waiting list

10 - 15

15-20

50



5 World Trade Center
Suite 2447
(212) 432-6806

43rd Street Kids Preschool
484 West 43rd Street #47T
(212) 564-7496

St. Matthews and St. Timothy’s
Day Care Center

26 West 84th Street

(212) 724-0360

Buckle My Shoe Nursery School
230 West 13th Street
(212) 807-0518

Staten Island

Volunteer of America

Staten Island Learning Center
Island Learning Center

10 Joline Lane
(718) 984-7900

65

35

78

36

100

10-15

No waiting list

38 Accredited facilities

3,096

1,555
(not inc. Int. Pre-Schools)
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SCHUMER REPORT SHOWS NEW YORK CITY CHILD CARE
UNAFFORDABLE, UNAVAILABLE, AND UNACCEPTABLE

Long waits, high costs, inferior quality
force parents "to choose between overtime and family time"

Schumer proposes a National Child Care Referral Hotline to help parents

Rep. Charles E. Schumer (D-Brooklyn and Queens) at a press conference with child care
providers today released a report showing an alarming shortage of high quality, affordable
child care in New York City. According to Schumer, while there are about 180,000 New
York City children under the age of 6 in need of full-time child care, there are only spaces for
approximately 2% of these children in accredited centers and these centers have average wait
lists of 41 children.

"New York is at the center of a child care crisis," said Schumer. "There are not enough
spaces and there are no assurances that the available child care is quality care. Too many

families can’t afford to put their kids in good day care, at the same time, they can’t afford not
too."

There are only 38 accredited child care centers in New York City.

*Queens 0
*Staten Island I
*Brooklyn 5
*Manhattan 15
*Bronx 17

Statewide, only 6% of New York’s children in day care are in accredited centers compared to
Massachusetts, which has 30% of their children enrolled and Connecticut which has 28%.
These centers, accredited by the National Association for the Education of Young Children
(NAEYC), are recognized by child advocates as providing high quality child care.

"Working parents need options not obstacles," said Schumer. "Their jobs won’t wait for a
space to open at a child care center."

The report also shows the enormous burden day care places on a family’s budget. Today, child
care costs an average of $9438 per year -- over twice the national average of $4,300. This
represents an average of 21% of a typical New York family’s income.

"New Yorkers are paying the highest prices for an inferior service. Parents are being forced to
choose between overtime and family time," said Schumer. "Without the overtime, they can’t
afford day care. The time away from home means families are paying the ultimate price."

Schumer announced that he is introducing legislation to create a National Child Care Referral
Hotline to provide parents with reliable information about available child care in their area.
The legislation would also condition additional child care funding to states on the adoption of
model regulations and provide tax credits for businesses, non-profits and local schools and
-governments to create innovative solutions to increasing the availability of high quality care.



"Parents are left in the dark about child care," said Schumer. "The only thing they can rely on
is word of mouth and when it’s your child, that’s not good enough."

#H#
(see attached)
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NEW YORK : Disabled Fight Workfare

(ALBANY) -- Advocates for the disabled are urging Governor George Pataki not to force thosc who get welfare benefits into

workfare. They site one case where a 50-year- old New York City woman was forced to work for her benefits... after she'd had
two heart attacks and her doctor advised against it. The woman had a heart attack on the job and died.

CALIFORNIA: State Remains Budget-Less

(SACRAMENTO) -- California goes into its second weekend without a state budget and there’s NO indication when the
stalemate will come to an end. This is day number eleven with no state budget. This afternoon, the so-called Big Five, the
governor and the four legislative leaders have scheduled another meeting over the overdue budget. But NO major breakthrough is
expected in the main stumbling block to 2 new budget, welfare reform.

WISCONSIN : Worry Over Welfare Reform

(MADISON) — Governor Tommy Thompson says he continues to worry about the impact of a stalled budget on the massive
welfare reform program... slated 1o start in two months. The budget process has been held up by Democrats in the state Senatc
who can't agree on a plan to debate on the floor of the chamber. Thompson says the W-2 welfare reform program will be the first
to feel the pinch if a2 budget isn't passed soon. Agencies received contracts for the new program last week... but those contracts
can't be signed until a budget is passed.

FLORIDA : Post-Welfare Job Scene Chancy

(TAMPA) — Welfare recipients dumped into the workforce by reform laws are facing an uncertain furure in the Florida labor
market, According to a2 new poll of chief executive officers... only 20-percent have hired former welfare clients and fewer than
40-percent plan to. Twenty-one percent of 300 C-E-O's polled by The Executive Committee of Florida say welfare applicants they
have turned away do NOT qualify for open jobs. Twelve-percent had no jobs to offer... but 66-percent say they received no
applications. The survey also finds that company executives are by and large unmotivated by incentives the state offers to
companies that hire from welfare rolls.

(WL e ’M\?‘”
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CHILD-CARE PROVIDERS WON'T LOSE INSURANCE; Ao Gl e

TOP STATE LEADERS ARE APPLYING PRESSURE TO PREVENT A HOME DAY-CARE CRISIS FORLOW-
INCOME PARENTS.
BYLINE: By Jeff Kunerth of The Sentinel Stafff

Under pressurc from top state officials, the state-owned insurance company backed off plans Thursday to deny homeowners
policies in Florida to people providing day care in their homes.

The action is the first step in solving a crisis in day care for thousands of welfare and other low-income children in Florida.

Home-bascd child care is the state's main solution for welfare moms who are being pushed into the work force. Without such
child care, these moms would have few day care alternatives and Florida's massive welfare reform effort would be stymied.

Senate President Toni Jennings, Gov. Lawton Chiles and Insurance Commissioner Bill Nelson became alarmed when they
learned in The Orlando Sentinel Sunday that insurance companies - including the state's own undenwriters - would not provide
coverage to people providing day care in their homes.

Nelson told the state’s insurance company, known as the Joint UnderuTiting Association, to come up with a solution.

Please contact Dana Colarulli if you would like to receive the WR Daily Report by e-mail or if you have questions about articles
found in this publication. (dcolarulli@acf. dhhs.gov (e-mail) or 202-401-6951 (voice)).

~
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Although the association's action Thursday is only a stop-gap measure, it does buy time while state lawmakers, welfare -
officials, child-care providers and the insurance industry devise a way 1o protect people providing child care in their homes.

The JUA's underwriting committee voted Thursday to delay for up to 60 days a rule that would reject homeowners insurance to
people being paid to care for more than three children in their homes. The new policy was supposed to go into effect this
Tucsday.

Committee members said they needed more time to solve a problem they didn't know existed until the Sentinel reported
insurance companies were canceling homeowners policies at the same time the state was trying to increase the number of family
child-care homes.

~This is an issue that has risen in seven days,” said JUA Executive Director Jay Newman. "Seven days ago, I didn't know what
a family child-care center was.”

State law allows family child-care homes to have as many as 10 children. But Florida's top 20 insurance companics restrict
family day care 1o three children in their policies, Newman said.

Those restrictions seriously jeopardize Florida's welfare-reform efforts to solve a shortage of infant, evening and weekend care.
Thousands of poor children will be without affordable day care if the state can't expand the number of neighborhood-based child-
care homes, said Larry Pintacuda, chief of child-care services for the Florida Deparunent of Children and Families.

"We are making a major effort to recruit 1,000 new family child-care providers, and 1,000 every year for the next four years to
try and keep up with welfare reform,” Pintacuda told the commitiee.

Mary Tingiris, president of the Florida Family Child Care Home Association, estimated that as marny as 75 percent of her
1.000 mcmbers had homeowners policies with the JUA that were jeopardized by the three~child limit.

The JUA, which provides "last-resort” insurance to 600,000 Florida property owners, is being pressed by Nelson s ofﬁce to find
3 way to provide coverage to family child-care homes.

At the same time, the state’s major insurance companies are being urged by Jennings, R-Orlando, to reconcile their three-child
policy limits with state standards for in-home child care. Jennings was instrumental in the passage of welfare reform last year.

"We have been asked by the Senate Banking and Insurance Committee to determine what coverage is offered out there, where
there's a gap, and determinc what to do to fill in the gaps." said Sam Miller of the Florida Insurance Council.

Chiles is also pushing the insurance companies to provide homeowners insurance to family child-care homes.

One solution discussed by the JUA committee would be to issue policies only to registered and licensed family child-care homes
that have separate liability insurance policies. There are about 7,600 licensed and registered family child-care homes in Flonda,
Pintacuda said, but state law does not require them to carry liability insurance,

Committee members expressed concern that even with separaic liability policies, the JUA could be included in liability
lawsuits. The JUA is being sued by parents who are accusing a child-care provider of shaking their baby so badly that the child
became brain-damaged, said Ron Bartlett, JUA spokesman.

Pintacuda said he hoped the Legislature would pass a law that would solve the problem during a planned special session later
this year. Minnesota passed a law last year that protected both the homeowners insurance companies and the family child-care
providers from lawsuits.

Please contact Dana Colarulli if you would like to receive the WR Daily Report by e-mail or if you have questions about articles
found in this publication. (dcolarulli@acf.dhhs.gov (e-mail) or 202-401-6851 (voice)).
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The New York Times April 28, 1997C
Nurturing Development of the Brain

‘Scientists were able to provide undisputable evidence

that there needs to be an expansion of support for new
parents and the quality of child care programs. The
way in which billions of brain cells make connections
and develop into networks that enable children to
become intelligent, creative and adaptable depends
largely on how the infant is nurtured.

President Clinton offered no new programs, but
emphasized the existing federally supported efforts to
help parents, including health, immunization and
nutrition programs. He also mentioned day care centers
on military bases as models of good child care
programs.C

North Carolina

L4 This state has a Smart Start program that offers
health, education, and nutrition services for low-
income children from birth to age 5.C

Vermont _

o This state sends a volunteer to the home of any
family with a newborn, for professional advice on
how parents can fulfill their roles as primary
caregivers and first teachers.C

Colorado

L4 This state expanded its family support services

and quality child care programs.C
Ohio
® This state has mobilized communities to offer more

support to families with young children.

The New York Times April 13, 1997C _
Clinton Steps Up Pressure For Family Leaves

The President urged Federal agencies to give their
employees 24 hours of annual unpaid leave to fulfill
family obligations. This measure would give workers
unpaid time off to attend parent-teacher conferences,
take a child to the doctor, find child care, or help an
elderly relative with medical appointments.
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Article Text: . . ' :

At an unusual White House conference earlier this month, scientists,
doctors and sociologists discussed new evidence that speaking to very
young infants has a profound effect on brain development and the ability
to .learn. There could be ‘no more compelling argument ‘for .an expansion of
‘support for new parents and of quality childlcare.programs}‘ _

Studies have long stressed the importance of early intervention, from
‘prenatal care to preschool, to promote the healthy development of
children. But many people have accepted the notion that the:brain has been
genetically determined by the time a baby is born, and that what is most
needed in the first few months is love and care. Research by _
heuroscientists, however, shows that after birth, experience counts even
more than genetics. The way in which billions of brain cells make
connections and develop into networks that enable children to become
_smart, creative and adaptable depends, to a remarkable extent, on how an
~infant'is nurtured. . '

~ Infants are stimulated by a range of sights, sounds, touches and
smells. But language and eye contact are most important to the complex
process of brain development.. The  language does not' have to be esoteric.
Constant chatter from a caring adult is what counts most.

- That means young children will fare better with caregivers who are
verbal and patient. It also means some parents will need more help in
understanding the process.of building active, curious, healthy young
.minds, particularly from birth to age 3. o '

President Clinton offered no new programs, but pointed to existing
‘federally supported efforts to help parents, including health,
immunization and nutrition programs. He also cited day care centers on
‘'military bases as models of quality child care programs. Some business
_ leaders at the conference acknowledged the importance ‘of giving parents of -
newborns time off as encouraged by the 1993 Family and Medical Leave Act.-
Some states are already trying to support children right from birth.
North Carclina’s ‘Smart Start’ program offers health, education and

nutrition services for low-income children from birth to age 5. Vermont
will send a volunteer to the home of any family with a newborn, for
professional advice on how parents can fulfill their roles as primary
caregiver and first teacher. Colorado expanded its family support services.
and quality child care programs. Ohio has mobilized communities to offer
more support to families with young children. S ' a

All states need to recognize .that, during the critical early years,
’qhildren'require not just caretakers, but quality caregivers. :
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Artlcle Text:

WASHINGTON, April 12 -- President Cllnton, who has called on Congress
to give American workers 24 hours of annual unpaid leave to fulfill famlly
' obligations, today increased the pressure to pass legislation by urglng
that Federal agenc1es provide the benefit to employees.

Mr. Clinton, in his weekly radio address, asked that a bill he proposed
last year to expand the Family and Medical Leave Act be passed soon. The
_measure would give workers unpaid time off to attend parent-teacher
_conferences, take a’ ch11d to the doctor or ‘dentist, find child care or
help an elderly relative with medical app01ntments or other services.

. . In the meantime, Mr. Clinton said he was asking Federal departments
- and agencies to make expanded family and medical leave available to- _
employees’ immediately. .'Wherever possible, I want workers to have access
right now to essential. time off for family obligations, ’ he said.

Mr. Clinton sent a memorandum today.to the chiefs of more than 100
Federal departments and agencies, asking them to make expanded famlly and
medical leave available to their employees immediately.

The - President has no legal authority to 'set 'leave policies for
agencies, and the memorandum that he sent today did not have the binding
effect of an executive order. The Family and Medical Leave Act, which
.became. law in 1993, allows workers to take up to 12 weeks of unpald leave
. to care for a. newborn or adopted child, to attend to. their own serious
health needs or to care for a seriously ill parent, ch11d or spouse. Mr.
"Clinton urged members of Congress to ’‘come to the aid of our famllles’ by
_expanding the law.

, ‘Families ‘occasionally need these small pleces of time to take care of
“their own,’ he said. ’‘Don’t ask people to choose ever between being good
~workers and good parents. We can help them to do both.’

: Stres51ng that being a parent is “the toughest job any person can

" have,’ the President said his Admlnlstratlon has worked to better_
understand children’s early years.

Research has shown that how a child does durlng his first three: years
" of life will help to determine: how he does later in life, Mr. Cllnton
said. He said he and First Lady Hillary Rodham Clinton are bringing
together experts next week for a conference as a ’‘call to action’ to
_parents, businesseés, care givers, the medla,‘the rellglous communlty and



/government to ‘each to do thelr ‘part to enhance the earliest years of
‘life,’” Mr. Clinton said. \ oo o
Credit: AP . _ : _ S
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Article Text:

WASHINGTON, Jan. 10 -- Noting that the changes he approved last year to
~ the welfare system 'did not put anybody to work, President Clinton -
embarked today on his post- electlon campalgn to persuade: bu51ness leaders
,to hire welfare recipients.

- Citing new time limits for most adults receiving welfare beneflts, Mr.
Cllnton said before meetlng with business executives at the White House:
‘Unless we can create néw jobs in-the private sector within the two-year
time line, the welfare reform effort will not succeed. ’

Beginning what his aides said would’ be .a national effort as the changes
to the welfare system take hold, Mr. Clinton today brought together .
.executives who are already trying to hire people receiving welfare.

‘My single message is the C.E.O:.s of America need to step up and
‘recognize this now is a private sector initiative,’ Gerald Greenwald, the
" chief executive of U.A.L. Corporation, said as he left the hour- long
meeting. ‘The challenge really of welfare reform 1s the challenge in the
private sector. We“re the ones that have the jobs.'’ ‘

He said United Airlines had, hired 25,000 people in 2 1/2 years, 15,000 -
of them at $7 to $10 an hour ’A lot of them have been coming off .
- welfare,’ he.said.

' Prodded by reporters asklng why the White House was not leadlng by .-
example, Mr. Clinton’s staff is looking into hiring welfare recipients,
Michael D. McCurry, the White House press secretary said today. ’‘We -have

to look very carefully at what Federal guidelines and restrictions are _and
whether it’s p0351ble,’ he said. :

©, After signing-welfare legislation in August over the angulshed
objectlons of his liberal supporters, Mr. Clinton met with business .
leaders twice during his re-election campalgn to urge them to hire welfare -
Jrec1p1ents, whlle prom1s1ng to amend the new law to soften its 1mpact He



[ ]
1also proposed $3.4 billion in grants and tax incentives to help provide .
_jobs for people being forced off welfare benefits. B - o

Executives who attended today’s meeting said’'Mr. Clinton had promised
Federal help with efforts like worker training, day care and
transportation from the inner cities to jobs. But they said they
anticipated little new Federal money. _ o _ N

. 'It’s not a question of money, because there’s a lot of money going to
people on welfare,’ said Bill Esery, the chairman and chief executive of
Sprint. ’'It’s a question of ‘how you can use that money ‘in a different way
to get people gainfully employed.’ ' : '

Mr. Clinton also announced today that his Administration had granted -
waivers for three more states -- Louisiana, Maryland, and North. Carolina
-- to carry out their welfare plans. In all, 29 states have waivers.

' While critics of the President praised him for reaching out to business
leaders, some raised concerns about Federal encouradement to hire welfare
recipients. o o ' _ : o
_ 'We must proceed with caution,’ Representative Bill Archer, chairman of -
the, Committee on Ways and Means, wrote in a letter to Mr. Clinton on '
Thursday. ‘Welfare recipients should not-be ‘given jobs at the expense of
the working poor;  who may not qualify for a corporate tax credit but who,
nonetheless, still need jobs.’ o s o

A further obstacle to hiring welfare recipients was suggested by a
question put to Mr. 'Clinton during his appearance today. Citing new jobs
data, 'a reporter asked if Mr. Clinton worried that unemployment had
dropped too far. o L -

As Labor Secretary Robert B. Reich left the meeting with executives, he
'said: ‘Even-at a low unemployment rate of 5.3 percent, there are 'still -

. some 7 million people unemployed . and. actively looking for jobs. People
who' are now welfare beneficiaries are likely to be at the end of any job
queue. The ultimate- answer is economic growth, and simultaneously, a
"better match between unemployed workers and jobs.’

Another question is how responsive business leaders will be to
jawboning from the White House. ' C L :

Mr. Reich said: ’'In my experience, -it’s difficult to get most of the

‘business community to -rally behind a request :that they do the 'right thing.
.Unless they see '‘a direct relationship between profit maximization and

doing the right thing, they will not be persuaded.’ - -

- Some business people at the meeting today said hiring welfare:
recipients made good business sense. Robert Lowes, the chief executive of
Burger King, said one of his franchisees recently opened stores in Federal
empowerment zones in the depressed city centers in Baltimore and Detroit, -
employing ‘a high percentage of welfare recipients.’

_ Those stores, he'said, were averaging $2 million in sales a year,
compared with $1.1 million for Burger King restaurants nationwide. ’'It’s
not just the right thing to do, it’s a tremendous business opportunity, "
he said. - . - - : ce : '
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‘We are in desperate need to learn about what works’

—Douglas Nelson, Annie E. Casey Foundation

Preschool Years: As the Twig Is Bent

Day care, and its effects on child development, is shap-
ing up to be one of the most crucial and emotionally
charged issues of welfare reform. If the reforms work as
intended, many more mothers who now stay home with
their children will be joining the workforce.

Recent research on brain development provides dra-
matic proof of the importance of a nurturing, secure and
stimulating environment in the first three years of life. If
mothers are out working, however, the quality of child
care provided by others will largely determine how well
the children fare. To care for their children, many
mothers will rely on relatives and friends, some of whom
will be loving and attentive and some of whom will not.

Also, the strain on the day-care system is a matter of
grave concern to child-development and child-care

experts. A recent study found that 40 percent of day-(

care centers for infants and toddlers gave less than the
minimal standard of care. Problems ranged from safety
hazards to unresponsive caregivers to a lack of toys.

Another newly published study finds that child care for
the working poor in California can cost up to 90 percent
of a parent’s minimum-wage income. And the system—

Head Start—for poor kids, a
much-needed leg up in a highly
competitive world.

even before the effects of the reforms are felt—is unable
to meet much of the state’s need, particularly for the
care of infants.

The challenge for state governments, which now have
the lion's share of responsibility for day-care programs,
is to oversee and subsidize child care in such a way as to
increase the likelihood of good outcomes for children.

This is true regardless of welfare reform, of course. Bad
day care can harm the development of any child.
Research has shown that children benefit when care-
givers are trained and the ratio of staff to children is
high. But high- quahty care is expensive, and states will
have less money to subsidize day care as block grants
replace the more generous federal entitlements that
were swept away in the tidal wave of welfare reform.

In deciding how to invest their smaller share of federal
funds, states may wish to emulate already established
programs specifically aimed at helping the development
of young children. The most notable of these models is
Head Start.

High-quality day care. A crucial difference.



