September 24, 1997

MEMORANDUM
TO Jennifer Klein
Nicole Rabner
FROM Noa Meyer
RE Degree Programs for Child Care Professionals

Listed are the degree programs at some of the smaller colleges and universities in the area. As
you know, both Georgetown and George Washington have centers on campus. I’ve enclosed the
relevant literature from the different programs in case you have specific questions.

Catholic University of America

Bridget Courtwright -- director of day care

202-319-6666

Bridget -- Dept. of Education 202-319-5800

CUA offers a BA in Early Childhood Education through the Teacher Education Program for
undergraduates and an MA through the Master of Arts Degree in Education. The master’s
program seems to be the more comprehensive of the two, however both are geared towards
certification, rather than training for child care professionals. There is a Children’s Education
Center on campus which serves as both a day care center and a classroom in which the students
can observe the children and do field work. Bridget Courtwright described the day care as a
developmental center where the children learn through play. Age appropriate materials are used,
and rudimentary lessons are taught through basic lessons, like making their own snacks to learn
math.

Howard University

Dr. Boone -- School of Education

202-806-7340

Howard’s Early Childhood Education master’s degree focuses on training in four major areas:
early childhood theory and classroom teaching; development and management of early childhood
programs; urban models for early childhood minority programs; and special needs children.
Howard, along with Trinity and CUA has an on-site day care center. Howard students starting
this year will spend more time in the day care center applying theory. The School of Continuing
Education offers a class for a Child Development Associate.

Marymount
Certification focused, no early childhood program.

George Mason University

Ruth Garza -- program info specialist at the Education Dept.
703-993-4648

Dr. Joan Eisenberg--Developed this program and involved nationally in accreditation issues




September 25, 1997

MEMORANDUM
TO Melanne
Nicole
FROM Noa
RE Additional Child care degree programs

University of Maryland

Dr. Stan Bennett

Institute for Child Study

Dept. of Human Development

301-405-2827

The University of Maryland offers certification for undergraduates in the form of the Early
Childhood Program. It appears to be a standard certification program which prepares students
for classroom teaching. Their Human Development Graduate Program provides a concentration in
early childhood studying the development and education of young children. The coursework is
designed to provide the students with a broad understanding of the field of childhood education
and development. Three graduate degrees are available: M.A., M.Ed., Ph.D. A graduate degree
will qualify its recipient to be a director of a child care facility.

Montgomery College
John Millett -- Office Manager

301-279-5238

Montgomery College has two options for people interested in becoming child care professionals.
The first is the Early Childhood Education Cerificate Option, which consists of two courses, or
12 semester hours which qualifies the student to be senior staff at a daycare center. The second
degree is the Certificate in Early Childhood Education also called and Associate of Applied
Science. This degree qualifies the recipient to be a Director of a daycare center. This is the
degree needed to open a daycare center.

While a two-year degree is still the minimum level of training needed to run a daycare center in
Maryland, Mr. Millett indicated that many places are now asking for a four-year degree.
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Fact Sheet from Democrats on Child Care Legislation
A child care bill introduced by House Democrats includes provisions for a tax credit for some

stay-at-home parents and a business tax credit for companies offering child care, according to a
fact sheet from the House Democratic Caucus.

HOUSE DEMOCRATIC CHILD CARE PROPOSAL FACT SHEET

s==== FLL TEXT

DEMOCRATIC CAUCUS
U.S. HOUSE OF REPRESENTATIVES NEWS

o Increases tax credits for three million additional working
families to help pay for child care;

o Provides after-schocl care for up to haif a million children
per year,;

o Establishes a business tax credit for companies providing
child care services;

o Creates a child care provider schelarship fund to train child
care workers;

o Establishes a tax credit for stay-at-home parents with
children under the age of four; and

o Improves child care safety and quality and enhances early
childhood develepment.

CHILD CARE BLOCK GRANT (CCDBG)

[11 Doubles the number of working families, in¢cluding families with children under age thres, that will
receive child care subsidies by FY 2003 through an increase in mandatory funding for CCDBG and the
increase provided in the Weifare Reform Bill. Cost: $7.5 biliion over five years.

JEPENDENT CARE TAX CREDIT (DCTC) REFORM

o Increases the Dependent Care Tax Credit for all families with

6/11/98 3:23 "M
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- 0 Increzses the Dependernt Cars Tax Credit for ali families with
less than $60,00C in inzome, The new DCTC would be a 50
percent credit for families with ess than $30,000 in Income
slowly phasing down to a 20 percent credit for families
earning more than $60,000. The provision provides an average
tax cut of $330 for eligible families or three million

families a year. Cost: $5.1 biilion over 5 years.

o Establishes a tax tredit for stay-at-home parents with
children under the age of four. The credit wculd be equivalent
10 the average increase in tax relief provided to families

with a young ¢hild through the expansion of the DCTC.
Estimated Cost: $5 5 billion over five years. '

o Prevents the Alternative Minimum Tax (AMT) from feducing the
DCTC.

ASSISTANCE FOR BUSINESSES

o Establishes a tax credit for businesses that provide child
care services for their employees by building or expanding
child care facilities, operating existing facilities, or

training child care workers. The credit covers 25% of
qualified costs, but may not exceed $150,000 per year. Cost:
$500 million over five years.

o Grants to Businesses -- Authorizes grants to business
consortia to improve access to affordable, local, quality

child care services through the states to start child care
centers, The consortium must be no fewer than five businesses
and must match 32 for every 81 of Federal finds and 31 of
state funds. Small businesses have priority funding. Cost; $75
million a year for five years.

AFTER SCHOOL PROGRAM

rovides after sc100l care for up to half a million children per
vear by expanding the 21st Century Community Learning Center
Program to provide funds to school-community partnerships to
establish or expand programs for schocl-aged children. Cost:
$800 miltion aver five years.

o AFTER SCHOOL SNACKS — Expands the number of programs and
students eigible to participate in the Child and Adu!t Care

Food Prugram (CACFP) at after-school programs. Current law

only a’ows low-income kids up tc age 13 to get subsidized

snacks. This bill would extend that to age 18 and allow new

programs to partcipate, Costs: $46 million/1st year. $200

mill:on over five years. .

P.@7-83
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" ¢ FULL-SERVICE COMMUNITY SCHOO0LS -- A full-servics school

integrates the dalivery of quality educztion with whatever
heaith, social and cultara! services that are required m that
sommunity. No net cost.

o JUVENLLE JUSTICE -- Would direct existing juvenile justice

. funds to after-school prevention programs in areas with high

crime or significant numbers of at-risk yeuth.
QUALITY FUND/EARLY LEARNING FUND

Establishes a new Model State's Early Leaming Fund which
provides chellenge grants to communities (distributed to

eligible states through CCDBG) to support programs to improve
early learning and the quality and safety of child care for
children up to five years old. States may use the fundsina
variety of activities including providing training to providers,
improved child-stafF ratios, pay for comprehensive background
checks, expand parent education activities, and to improve the
availability of care for children with special needs. Cost: §3
billion over five years.

STANDARDS ENFORCEMENT FUND

o Steps up enforcement of state health and safety standards.
Building on the military’s model child care program, this
proposed initiative will fund state efforts to improve

licensing systems and enforce child care health and safety
standards, including by increasing unannounced inspections of
child care settings. Cost: $500 million cver five years.

CHILD CARE PROVIDER SCHOLARSHIP FUND

o Increases scholarships and tramung for chuld care providers,
The President proposed establishing a Child Care Provider
Scholarship Fund to enable states 1o provide Scholarship funds
to students working toward a child care credential. Eligible
child care workers must commit to remaining in the field for

at least one y:ar for each year of assistance. Cost: $230
million over five years which will support 50,000 scholarships
per year.

RESEARCH AND EVALUATION FUND

Provides funding for data collection, research, and evaluation.
The -esearch fund will also support a National Center on Child
Care Staristics and 2 child care hotline that connects parents
with local resource and referral agencies 1o help them identify
appropriate, quality child care for their children. Cost: $150
million over five years,

P.83-89
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ADDITIONAL PROPOSALS

o CHILD AND ADULT FOOD PROGRAM — Arnends the Narional School
Lunch Ast to increase reimbursement rates for family or group

day care homes under the child and adult care food program.

Costs: $225 million over 5 years. (First section on Tier 2

- program -- 340 million a year, second secnon on sponser

payments - $5 million a year.)

o CHILDREN'S DEVELOPMENT COMMISSION ACT -- Amends the National
Housing Act to authorize the Secretary of Housing and Urban
Development to insure mortgages for: new or rehakbilitated

child care and development facilities, including mortgage
insurance for fire-safety equipment loans; and {2) purchase or
refinance of existing child care and developmient facilities.
Establishes the Children's Development Commission which shali:
(1) issue facility standards and compliance certifications:

and (2) make loans not in excess of $50,000 for facility
rehabilitation or renovation. Authorizes appropriations.

Directs the Secretary of the Treasury to conduct 2 study of

the availability of child care facility secondary mortgage
markets. Costs: $10 million one-time capped allocation of
funds.

SENSE OF CONGRESS
o 1t is the Sense of Congress that the funds appropriated under

this bill will occur within the context of a balanced budget
and be fully funded.

F.@89-a9
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House Democratic Caucus Release on Child Care Proposal

The child care proposal unveiled ¢n June 9 by House Democrats is a "blend of initiatives that
addresses costs, availability, quality, and safety,” according to a release from the House
Democratic Caucus.

HOUSE DEMOCRATS UNYEIL CHILD CARE PROPOSAL

QUALITY, COST, AVAILABILITY FOCUS OF SWEEPING INITIATIVE

FULL TEXT

DEMOCRATIC CAUCUS
U.S. HOUSE OF REPRESENTATIVES

NEWS

Author: _ JKA/\ é
Institutional Author: House Democratic Caucus . ?M fj

[1] Washington, D.C. -- Joined by First Lady Hillary Rodham Clinton, Secretary of Health and Human
Services Donna Shalala, and working families, House Democrats today unveiled legislation designed to

double the number of families receiving assistance to pay for child care.

(2] House Demacratic Whip David Banior (D-Mich.), Caucus Chairman Vic Fazio (D-Calif ), Vice-Chair

Barbara B. Kennelly (D- Conn.), Rep. Ellen Tauscher (D-Calif ), and more than 100 Democratic

cosponsors say the comprehensive bill is targeted at middle- and lower-income families faced with soaring

child care costs and limited availability. The legislation:

o Increases tax credits for three million additional working
famiiies to help them pay for child care;

o Provides after-school care for up to half 2 million children
per year;

o Establishes a business tax credit for companies providing
child care services;

o Creates a child care provider scholarshup fund to train child
care workers;

o Establishes a tax credit for stay-at-home parents with
children under the age of four; and

G/11:98 4:22 M
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¢ Improves child care safecy and quality and enhances early
childhood develcpment.

(3] "For millions of American families, nothing is more impcrtant thar quality child care that is safe and
affordable,” said Fazio. "This legisiation is 2 blend of initiatives that addresses costs, availability, quality,
and safety.”

[4] Many of the provisions in the bill are tax related. These include an increase in the dependent care tax
credit for families with less than $60,000 combined income that would result in an average tax cut of
8330 for three million families. Savings would be similar for stay-at-iome pareats with children under the
age of four.

[5] Businesses that provide child care services for their.emplayees by building or expanding child care
facilities or training child care workers would receive a 25 percemt credit towards those costs up to
$150,000 per year. A matching fund grant program for business also would be created to expand the
number of child care facilities, with small businesses receiving priority funding,

[6] The bill also has a strong focus on after-school programs to help parents bridge the gap between the
hours when schools adjourn to when they return from work. The Child and Adult Care Food Program
would be extended to those from 13 to 18 years old. In addition, new emphasis on after-school
prevention programs will be required in juvenile justice programs.

[7] The Democratic Caucus proposal aise calls for the establishment of a $3 billion fund over five ysars
to provide challenge grants to communities to improve the delivery of child care services (including funds
for improving child care provider training, lowering child/staff ratios, and providing for comprehensive
background checks on child care workers). Another new $500 mullion fund over five years also would be
created to step up enforcement of health and safety standards, Building on the military's model child
program, this initiative is designed to help states improve their licensing systems.

[8] Other components of the bill include:

o Creation of a Child Care Provider Scholarship Fund proposed by
President Clinton that will enable states to provide 50,000
scholarship funds to students working tg\'afiﬁ"é'ﬁi}d care
credentials each year for the next five years;

o Amending the National Hou'sing Act to authorize the Secretary
of Housing and Urban Development to-ensure mortgages for child
care facilities; and

o Establishment of u child care hotline to connect parents with

local agencies to help them identify quality care for their

children.

[9] The bill bui' 1s on President Clinton's child care proposal as well as those from Rep. Kennelly, Rep.
Tauscher, Rey:. Hoyer (D- Md.), Rep. Lowey (D-N.Y.), Rep. Woolsey (D-Calif ), Rep. Maloney (D-
N.Y.), Rep. Moran (D-Va.), Rep. Allen (D-Maine). and Rep. Slaughter (D-N.Y.).

The $23.% billion costs of the bill are designed to fall within the context of a balanced budget legisiation.

ofd 0/ 1 [:98 422 PM
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DEMOCRATIC CLD CARE BILL ORICINAL COSPONSORS
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Congress debates need for more child care funds

By Cheryl Wetzstein

THE WASHINGTON TIMES

A new crop of child care bills
has been introduced in Congress,
and virtually all call for more fed-
eral funding.

But some observers have little
optimism that many, if any, of these
reforms will survive the squab-
bling over welfare grants and con-
fusion about which families most
need child care assistance.

Faith Wohl, president of the
Child Care Action Campaign, said
her colleagues are pleased with
the bills but wary about their fu-
ture.

“Last year, we had over 40 [child
care] bills, and nothing made it
through,” she said.

There is “no question that the
nation’s child care needs are
great,” she says. “But it's the politi-
cal context, and the will of the peo-
ple that really determine whether
any of these bills will see the light
of day”

Elaine Ryan of the American
Public Human Services Associ-
ation said she sees some confusion
about whether child care aid
should target families on welfare

CHILD CARE BILLS

The following child care bills are among the dozen introduced in
Congress so far.

Sponsors: Republican Sens. John H. Chafee of Rhode Island, Orrin
G. Hatch of Utah, Arlen Specter of Pennsylvania, Pat Roberts of
Kansas, and Olympia J. Snowe and Susan Collins of Maine.

Cost of bill: Not available.

Highlights: Increase the dependent care tax credit (DCTC) for working
families, extend DCTC to families with a stay-at-home parent, give tax
credits for businesses that support child care facilities and double the

child care and development block grant (CCDBG).

CO-SpoNsors.

Sponsors: Rep. Ellen O. Tauscher, California Democrat, and 104

Cost of bill: $24.5 billion over five years

Highlights: Increase CCDBG, expand DCTC, expand after-school
care and give tax credits to businesses that support child care facilities.

Richard H. Baker of Louisiana.

Sponsors: Democratic Reps. Carolyn B. Maloney of New York and

Cost of bill: $20 million.

improve child care facilities.

Highlights: Creates a “Kiddie Mac” fund to make small loans to

or families who have higher earn-
ings but are considered “working
poor.”’ i

After 2%2 years of welfare re-
form, “the poor are becoming the
working poor,” she says. But while
Congress is clear on its aid to wel-
fare families, it has yet to define
when and how it wants to assist
working-poor families, she says.

A second debate deals with
whether states even need any more
federal child care money.

States will receive $13 billion in
federal child care funds this year,
said Rep. Nancy L. Johnson, Con-
necticut Republican and chair-
woman of the House Ways and
Means subcommittee on human
resources.

The Washington Times

The states also have $6 billion in
unspent federal welfare funds, 30
percent of which can be used for
child care needs.

“Why aren’t states using this
money?” Mrs. Johnson asked at a
hearing on child care last week.

Questions about unspent wel-
fare funds go way beyond child
care: The federal government is
poised — at least on paper — to
give the states $16.5 billion in an-
nual welfare grants through 2002.

These grants appear extremely
generous because welfare rolls
have dropped by 40 percent. In
fact, the grants seem so lavish that
Senate appropriators recently
tried to “defer” $350 million from
future welfare grants to pay for

“Last year, we had
over 40 [child care]
bills, and nothing

made it through.”
— Faith Wohl, child advocate

emergency aid to Central Amer-
ica.

Strong protests from House
members, senators, governors and
welfare experts stopped the Senate
deferral plan, but this is not likely
to be the last grab for the grants.

“Spend the [welfare] money,”
Mrs. Johnson told every governor
in a March 16 letter. “The time is
rapidly approaching when it will
not be possible to protect these
funds unless states begin to dem-
onstrate that all the funds can be

~ productively employed.”

Given the image that states are
awash with federal funds, it’s no
wonder some members of Con-
gress are unsympathetic to pleas
for more money.

But the Clinton administration
has called for $17.5 billion in new
child care spending and House
Democrats, led by Rep. Ellen O.
Tauscher of California, have re-
sponded with a $24.5 billion child
care expansion and reform bill.

House Republicans have not of-
fered a bill, but a group of GOP
senators has introduced one.

Governors have not sent a clear
signal on child care because some
states want more aid and others do
not need it, said a spokeswoman
with the National Governors' Asso-
ciation.




Interior
official
flip-flops
on fund

Now lauds care
of Indian money

By Jerry Seper

THE WASHINGTON TIMES

An Interior Department official
who told a Senate committee this
month the department's oversight
of Indian trust funds was being
properly administered and suffi-
ciently funded took a contrary po-
sition in a confidential memo last
year.

apparently changed his mind after
being named to replace Special
Trustee Paul Homan, his former
boss, who oversaw the fund. Mr.
Homan resigned amid accusations
that Interior Secretary Bruce Bab-
bitt stripped him of the indepen-
dence, authority and funding he
needed to do the job.

Mr. Thompson, in a July 1998
memo he wrote as deputy special
trustee for operations, said he was
“grateful” he did not run the pro-
gram and outlined numerous con-
cerns he had about the depart-
ment’s ability to implement the
Trust Fund Management Reform
Act of 1994. The act directs the
department to oversee “effectively
and efficiently” the fund and to
provide the necessary budget to
get the job done.

“The process to date has been
inordinately difficult, has taken far
longer than necessary, and has re-
sulted in some ... project plans
that are well short of what I ex-
pected and hoped for,” he wrote,
adding that the Bureau of Indian
Affairs had been “consistently late
in organizing and mobilizing the
project and responding to estab-
lished milestones.”

“BIA project plans, after 11

LY

Bruce Babbitt

The official, Thomaé'Thorﬁpson, )

months, are sketchy, even for this
high-level plan,” he wrote. “1 am
grateful that I'm not responsible
for implementing the BIA plans.”
Mr. Thompson did not return
calls to his office for comment.
The memo, however, has since
come to thé attention of Sen. Ben
Nighthorse Campbell, the Colo-
rado Republican who chairs the
Senate Committee on Indian Af-
fairs, and Sen. Frank H. Murkow-
ski, Alaska Republican and chair-

. man of the Energy and Natural

Resources Committee.

Mr. Babbitt testified March 3
before the two committees, prom-
ising to fix the $2.4 billion manage-
ment mess involving the trust
funds his department is supposed
to protect. “You’'ll be the judge. I
will do my best,” Mr. Babbitt said
when asked what he would do
about mismanagement of trust
fund accounts by the BIA.

The secretary said he had or-
dered a reorganization and re-
quested more funding for next
year, and that work was under way
to reconcile the accounts. He also
said a new accounting system was
expected to be in place by the end
of the year.

Mr. Homan, a former federal
bank regulator, testified that he
was blocked by Interior officials
who sought to undermine reforms
at the agency with continual rejec-
tions of his requests for money and
manpower “in favor of higher de-
partmental priorities” He said the

Interior Department could “no
longer be trusted to keep and pro-
duce trust records” and urged that
the accounts be assigned to a sep-
arate and independent agency.

In aletter Friday to Mr. Babbitt,
the two senators said they were
concerned that Mr. Thompson, in
his new role as acting trustee, ap-
peared willing to endorse a pro-
cess he previously criticized.

They wrote: “Before our com-
mittees, you vigorously testified
about your commitment to clean
up the trust fund fiasco. We are not
encouraged, however, when only
hours after the hearing your hand-
picked acting trustee seems to re-
verse himself on an issue critical
to the success of this effort.”

They said if the “numerous,
very serious problems” Mr.
Thompson identified in the memo
had been corrected “in the eight
months since,” Mr. Babbitt should
list the improvements to the com-
mittees.

Shartly after the March 3 hear-
ing, Mr. Thompson signed a letter
of certification vouching for the
adequacy of the trust fund over-
sight effort and its funding.

The Interior Department was
named in a class-action lawsuit in
1996 filed by the Native American
Rights Fund — representing var-
ious Indian tribes — that accused
the BIA of mismanaging the trust
funds. Mr. Babbitt and Treasury
Secretary Robert E. Rubin were
identified as defendants in the suit.

Ehe Washington Times
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Child Care Policy Options
Draft Working Paper

1. Make the Dependent Care Tax Credit Refundable for Child Care Expenses and/or Increase the

Amount of Credit Available on a Sliding Scale to Reach Low and Moderate Income Working
Families

The Dependent Care Tax Credit (DCTC) is an income tax credit for taxpayers who incur
employment related expenses for child care or elder care. The credit is now available to single
parents who work and to two-parent families in which both parents work. The maximum allowable
credit, available on a sliding scale depending on income, ranges from $480 to $720 for families with
one child and from $960 to $1440 for families with two or more children. Since the credit is not
refundable, it cannot be used by most low income working families with incomes below the federal
income tax threshold (approximately $24,000 for-a family of four).

2. Double the Number of Children from Working Families Receiving Child Care Assistance
through the Child Care Development Fund (CCDF) By Increasing CCDF Funds QOver Five Years

To Reach 2 Million Children by 2002

Low-income families face major obstacles in finding or affording child care services. While the
average family spends about 7 percent of their income on child care, low-income families spend
approximately a-quarter of their income for child care services. An estimated 10 million children
from working families will be eligible for federal child care assistance, yet only 1-1.4 million
children currently receive assistance. Among working families earning 150% of poverty, 4 out of 5
do not receive federal child care assistance. Among working families earning at or below the
poverty line, 2 out of 3 do not receive assistance.

3. Establish a Quality Incentive Grant Fund to Provide Grants to States (With Match from the
Private Sector) to Improve Child Care for Young Children Based he Milita; ild Care del

Including Support for Achieving Accreditation

Research confirms that the quality of child care can impact children’s language and cognitive
development and can affect school-readiness. Yet study after study reveals a crisis in the quality of
child care across the country. At the White House Conference on Early Childhood Development
and Learning, the President pointed to the military child care program as a model for the rest of the
country. Of particular note is the military’s focus on establishing family child care networks,
achieving outside accreditation of its facilities, and tying professional training to compensation.

4. Launch an Infant/Toddler Family Child Care Initiative by Providing Additional Funds through

CCDF or Another Funding Mechanism to Encourage Communities to Establish and Support Family
Child Care Networks

As the number of infants and toddlers in care increase, many families are turning to small family
child care homes to provide a more home-like setting for their children. One of the most effective
strategies for improving the quality of these settings is the establishment of networks of support and
training specifically designed for family child care providers. '



5. Establish a Scholarship Program for Child Care Professionals By Exploring Loan Forgiveness
and Scholarship Funds

Research confirms the importance of early childhood staff to the quality of child care services. Yet
child care providers receive inadequate wages and there are limited resources to recruit and retain
staff. When scholarships are provided, the quality of care improves (as seen in the TEACH
scholarship program in NC).

6. Double the Number of School Age Children Who Have Access to Quality Child Care By

Providing Incentive Funding to Stimulate Community-Wide School-Age Child Care Efforts, With
Involvement of Schools and Community-Based Organizations

The need for after-school care has grown dramatically in recent years. With the vast majority of
parents with school-age children in the workforce, millions of school-age children go home to an
empty house after school. Yet most schools close at 3:00 pm and remain closed in the summer
months. While the number of school-age programs has grown over the last decade, there are still
dramatically few school-age programs for low-income working families, particularly for children
aged 10-13. Despite poor access to quality programs, recent research documents the positive effects
that school-age programs can have on academic achievement of low-income children. FBI studies
report that crime rates increase between 3-6pm.




THE WHITE HOUSE

Office of the Press Secretary

For Immediate Release July 23, 1997
STATEMENT BY THE PRESIDENT

Today, the First Lady and I are pleased to announce that on October 23, 1997, we will
host the White House Conference on Child Care. The conference, which will take place at the
White House, will examine the strengths and weaknesses of child care in America and explore
how our nation can better respond to the needs of working families for affordable, high quality
child care.

Over the past decade, the number of American families with working parents has expanded
dramatically. Making high quality child care more affordable and accessible is critical to the
strength of our families and to healthy child development and learning. It is also good for the
economy and central to a productive American workforce.

This nation can and should do better. Each of us --from businesses to religious leaders to
policy-makers and elected officials --has a responsibility and an important stake in making sure
that children of all ages have the best possible care available to them. From infancy through
adolescence, in child care settings and after-school programs, children can learn and thrive with
the right care, attention, and education.

I hope that this conference will be the beginning of a national dialogue about how best to

care for all of America’s children and will make a valuable contribution to our effort to improve
child care in this country.

-30-30-30-



Caring for America’s Children

The Clinton Administration and Child Care
October 23, 1997

Over the past decade, the number of American families with working parents has expanded
dramatically. Making high quality child care more affordable and accessible is critical to the
strength of our families and to healthy child development and learning..... Each of us --from
businesses to religious leaders to policy-makers and elected officials --has a responsibility and
an important stake in making sure that children of all ages have the best possible care
available to them. From infancy through adolescence, in child care settings and after-school
programs, children can learn and thrive with the right care, attention, and education.

-- President Clinton, July 23, 1997

President Clinton is hosting the first-ever White House Conference on Child Care to focus the

nation’s attention on the importance of addressing the need for safe, affordable, quality child care.

This Conference underscores and builds upon the President Clinton’s commitment to strengthen the

American family by giving parents the tools they need to fulfill their responsibilities and giving
children the ability to reach their full potential.

STRENGTHENING AMERICA’S WORKING FAMILIES

Putting Families First. Throughout his presidency, President Clinton has worked hard to help
America’s working families. That is why the President fought for the passage of the Family
and Medical Leave Act (FMLA) to allow workers to take up to 12 weeks unpaid 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, child or spouse. In June 1996, President Clinton proposed expanding
FMLA to allow workers to take up to 24 unpaid hours off each year for school and early
childhood education activities, routine family medical care, and caring for an elderly relative.
The President also has fought for greater health security for America’s families. He signed into
law the Health Insurance Portability and Accountability Act which includes important new
protections for an estimated 25 million Americans who move from one job to another, who are
self-employed, or who have pre-existing medical conditions. And in August 1997, President
Clinton signed the Balanced Budget Act which included $24 billion for the Children’s Health
Initiative -- the single largest investment in health care for children since 1965 -- to provide
meaningful health care coverage to millions of uninsured children.

Providing Economic Opportunity. In 1993, President Clinton put into place an economic
strategy that invests in people and provides real opportunity. President Clinton has fought for
policies that help working parents fulfill their responsibilities, including winning inclusion of a
$500 per-child tax credit for children under age 17 in the Balanced Budget Act -- helping 27
million families with 45 million children. The new Child Tax Credit is in addition to the
Earned Income Tax Credit and the Child and Dependent Care Tax Credit (tax credits President



Clinton protected during the balanced budget negotiations). President Clinton also expanded
the Earned Income Tax Credit to give 15 million working families tax relief. In 1997, the

average tax credit is $1,450 on family income up to $29,290. And the President proposed
and signed into law an increase in the minimum wage from $4.25 to $5.15. For a full-time,
year-round worker at minimum wage, this 90-cent increase raises yearly income by $1,800 -- as
much as the average family spends on groceries over seven months.

INVESTING IN CHILD CARE

. Increasing Child Care Funding. Because of President Clinton’s leadership, federal funding
for direct child care subsidies has increased by nearly 70 percent since he took office, providing
child care services for over one million children. The 1996 welfare law increased child care
funding by $4 billion over six years, providing child care assistance to low-income working
families and parents moving from welfare to work.

. Increasing Participation in Head Start and Improving Program Quality. For more than

thirty years, Head Start has been one of our nation’s best investments ensuring that low-income
children start school ready to learn. President Clinton has made expanding and improving
Head Start a priority of his Administration. Since 1993, funding for the program has increased
by 43 percent -- in fiscal year 1997, Head Start will serve nearly 800,000 low-income children
four years old and younger. The Balanced Budget continues the expansion of Head Start
toward the President's goal of serving one million children in 2002. Over the last three years,
the Clinton Administration has also invested significantly in improving program quality,
providing local programs with the resources they need to attract and retain high quality
teachers, and ensuring the safety of Head Start centers.

. Created Early Head Start for 0-3 Year Olds. Initiated by the President in 1994, there are
now 143 Early Head Start programs across the country, expanding the proven benefits of
Head Start to low-income families with children age three and under. The program provides
early, continuous and comprehensive child development and family support services, preparing
children for a lifetime of learning and development. In FY 1997, the program will have served
nearly 25,000 children and their families.

. Developed a Full-Day, Full-Year Head Start Initiative. In March 1997, the Administration

announced a new Head Start initiative that will expand Head Start services for children while
also helping parents, including those moving from welfare to work. Under the new initiative,
child care providers will be given priority for Head Start expansion funds to deliver full-day,
full-year Head Start services in partnership with Head Start. Children will stay in one place all
day rather than attending Head Start for haif a day then moving to child care for the remainder
of the day.



Expanding Child Care in Rural America. Under the Clinton Administration, the Agriculture
Department’s Rural Housing Service’s Community Facilities program is directing its efforts
towards meeting the need for quality child care in rural areas. As a part of this effort, 31 child
care centers were created in FY 1997 and the program will expand in FY 1998. In addition, the
Rural Housing Service has been forming partnerships with other federal programs (including
Head Start) and the private sector to help provide child care in rural America.

Providing Child Care in Urban Communities. Under the Clinton Administration, the
Department of Housing and Urban Development is supporting working families and those
moving to work by providing both quality child care for their children and opportunities for
parents to become self sufficient. Community Development Block Grants fund initiatives
that include education/training opportunities, on-site after-school child care and construction
of child care and youth centers. The Ounce of Prevention Program enhances efforts already
underway in Empowerment Zones/Enterprise Communities with summer and after-school
education/recreation activities and mentoring and tutoring programs. In 1997, the
Department awarded $550 million in urban revitalization (HOPE VI) funds which will be
used to physically revitalize communities and fund initiatives such as on-site day care centers
and transportation services that provide access to employment centers and health care
facilities. In 1997, the Administration funded $42 million for the Family Economic
Development and Supportive Services (EDSS) program that will include child care services,
youth leadership and mentoring skills and family/parental development counseling.

Serving Children with Special Needs. Under the Clinton Administration, the Department of
Justice has worked hard to make sure that children with disabilities have access to child care
along with non-disabled children. For instance, the Justice Department has entered into
agreements regarding children with disabilities with the two largest child care companies in the
country -- KinderCare has agreed to do “finger-prick” tests as requested by doctors and parents
for children with diabetes and, in another agreement with KinderCare, the company has agreed
to develop a model policy to enable a child with mental retardation to attend one of its centers
with a state-funded personal care attendant. In addition, La Petite Academy has agreed to do the
same “finger-prick” tests, to keep epinephrine on hand for severe and possibly-life-threatening
allergy attacks, and to make changes to some of its programs so that children with cerebral
palsy can participate. The Justice Department also provides information through its ADA
information hotline (1-800-514-0301, 1-800-514-0383 TDD) and produces Commonly Asked
Questions about Child Care Centers and the ADA for distribution. Additionally, the HHS
Child Care Bureau has launched a special initiative to assist ten states to develop and
implement effective plans aimed at improving and expanding their child care service delivery
system. The project, “Map to Inclusive Child Care,” will expand to other states over the next
three years.

Easing the Commuting Dilemma for Families. The President is fighting for welfare-to-work

transportation grants to assist states and local communities in moving individuals from welfare-
to-work -- including helping parents with small children obtain transportation to their jobs and

to child care. Proposed legislation is included in the transportation authorization bills currently
before Congress. In addition, as a part of the Transportation Department’s Livable

Communities Initiative, the Federal Transit Administration (FTA) has provided opportunities
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for on-site community services -- Head Start facilities, a health clinic, and child care centers --
at transit facilities across the country to help parents obtain child care for their children on their
commuting routes to work or training.

ENSURING HEALTH AND NUTRITION IN CHILD CARE

. Improving Health and Safety with Healthy Child Care America. In an effort to improve the
health and safety of child care programs and to provide child health education to child care
providers and parents, in 1995, the Clinton Administration launched the Healthy Child Care
America initiative. This effort has established partnerships between child care providers and
health care services in 46 states, helping to ensure that children in child care are in safe and
healthy environments.

. Ensuring that Children in Child Care Seﬁings Are Properly Immunized. In July 1997,

President Clinton proposed new child care regulations to ensure that children in child care
receive the immunizations they need on time. The proposed rule would require that all children
in federally subsidized child care be immunized according to state public health agency
standards. This proposed regulation will particularly affect those children in child care .
arrangements that are legal but exempt from state licensing requirements.

. Providing Quality Nutrition to Children in Child Care. President Clinton has maintained

the commitment to providing quality nutrition in the Child and Adult Care Food Program
(CACFP), a federal program that provides healthy meals and snacks in child and adult day care
facilities. In 1997, the program provided meals to about 2.5 million children and almost
50,000 adults in approximately 35,000 child care centers (including after-school centers),
195,000 family and group day care homes, and 1,500 adult day care centers. Child care
providers in the CACFP must serve meals that meet federal nutrition guidelines, and must offer
free or reduced-price meals to those eligible. The General Accounting Office identified
CACEFP as one of the most effective vehicles for reaching family child care providers and
enhancing the care they provide because of its unique combination of resources, training,
oversight and peer support. Notably, 87 percent of family child care homes that are considered
to be providing good quality child care are participating in the Child and Adult Care Food
Program, according to the Families and Work Institute’s Study of Children in Family Child
Care and Relative Care.

CARING FOR SCHOOL-AGE CHILDREN

] Convened the 1997 School-Age Child Care Forums. The Child Care Bureau at the

Department of Health and Human Services convened ten regional conferences to share
promising initiatives for school-age children among child care, education, and community
based organizations from nearly every state. These conferences spurred additional dialogue
among participants and stimulated planning to address “out of school time” in states and
communities across the country.



Keeping Schools Open as Community Learning Centers -- A Guide. In May 1997, First
Lady Hillary Rodham Clinton released Keeping Schools Open as Community Learning .

Centers: Extending Learning in a Safe, Drug-Free Environment Before and After School. The
Department of Education, along with the National Community Education Association, Policy
Studies Associates, and the American Bar Association, wrote the step-by-step guidebook on
how school facilities can be used for after-school programs.

Providing After-School Activities Through 21st Century Learning Centers and Title I.
The Clinton Administration's Improving America's Schools Act of 1994 reauthorized the

Elementary and Secondary Education Act. This law included a new statutory requirement that
encourages schools receiving funding to enhance their instruction with such programs as
extended school years, before- and after-school programs, and summer programs -- effectively
giving “teeth” to after-school options. For instance, Title [ -- which is funded by the
Improving America's Schools Act and provides extra help with basic and advanced skills to
disadvantaged students in elementary and secondary schools -- has been successful in helping
Title I funded schools provide after-school programs. In addition, under this law, the 21st
Century Community Learning Center program has been developed -- a program that once fully
implemented will benefit urban and rural schools and their communities, allowing schools to
stay open beyond the normal hours, offering expanded learning opportunities to children after-
school. The President’s current budget request includes $50 million to fund 350 21st Century
Community Learning Center programs in FY 1998.

Supporting Positive After-School Choices with the Safe and Drug-Free Schools
Communities Act. Because children unsupervised after school are more likely to engage in

risky behaviors like substance use, the Safe and Drug-Free Schools and Communities Act funds
before and after-school programs. In the 1994-95 school year, over 2,700 school districts used
these funds to support before- and after-school activities.

Staying Safe After School with Community Schools. In the Anti-Gang and Youth Violence
Initiative, the President has called for 1,000 new after-school initiatives across the country.
Schools that stay open longer and are open on weekends and during the summer can provide
students, parents and communities with access to valuable resources. Turning schools into
after-hour safe havens can help to prevent violent crime and violent behavior while boosting
our children’s academic achievement.

Helping Children Through Service. As co-chair of the Presidents' Summit for America's
Future, President Clinton helped bring businesses, nonprofits, states and communities, and
volunteer groups to Philadelphia in April 1997 to focus on service and to ensure that every
child in America has five key resources -- a caring adult, a safe place, a healthy start, a
marketable skill, and a chance to serve. Many of the hundreds of corporations and nonprofits
that made commitments at the summit pledged to become involved in after-school and
mentoring programs. America's Promise, the nonprofit organization founded to follow up on
the summit promises, is now working with these organizations to ensure that they do so.



. Enhancing Child Care and After-School Care with the Corporation for National Service.
Established by President Clinton in 1993, the Corporation for National Service, through
AmeriCorps, Learn and Serve America and the National Senior Service Corps, is addressing the
needs of children through service activities. Approximately two-thirds of the national service
programs work to address the needs of children and youth often in child care and after-school
settings. AmeriCorps members, college students, and senior volunteers, working alongside
child care providers, are serving as tutors and mentors, health and nutrition educators, in both
child care and after-school programs across the country.

. Aiding the Boys and Girls Clubs of America. The Clinton Administration is providing
resources to the Boys and Girls Clubs of America to establish and enhance more clubs

throughout the United States. These Clubs are situated in at-risk communities and reach
thousands of kids through violence prevention and reduction, educational health programs and
youth leadership development. For instance, the Boys and Girls Clubs of America was
awarded an AmeriCorps grant to provide education awards to 100 full-time and 800 part-time
AmeriCorps members in up to 100 clubs early next year. The AmeriCorps members will be
either older (17 and 18 year-olds) Boys or Girls Clubs members or club member alumni who
will serve as tutors, mentors, and recreation activity coordinators in after-school programs.

PROVIDING INFORMATION AND TECHNICAL ASSISTANCE

. Providing Child Care Information. In 1995, the Clinton Administration established the
Child Care Bureau at the Department of Health and Human Services (HHS) to streamline child
care program operations and improve the quality and efficiency of service. In addition, HHS
launched the National Child Care Information Center to disseminate child care information,
publications and resources to help providers start up child care centers, parents locate child care
in their communities, and researchers and policy makers attain access to policy information.
Through the Technical Assistance Project, HHS has brought states together to share promising
practices and has held special forums on school-age care, consumer education, Tribal child care
programs, and a range of other topics.

. Promoting Public/Private Partnerships. The Child Care Bureau has launched a nationwide
effort to promote public/private partnerships in child care by providing technical assistance to
states on promising initiatives going on across the country.

. Providing a Resource and Referral Clearinghouse for Working Families. The Department
of Labor Women’s Bureau recently published a report entitled: What Works! The Working

Women Count Honor Roll Final Report which highlights employers who have made real
change in the areas that working women and their families care about most -- pay and benefits,
family friendly workplaces (including child care) and respect and fair treatment on the job.
Hundreds of employers accepted this challenge to deliver real change -- especially in child care.
This guide was a result of the Working Women Count national questionnaire which surveyed
250,000 working women -- the largest questionnaire of working women ever. Notably, child
care was identified as a top issue for working women. In addition to this guide, the Labor
Department has expanded its resource and referral clearinghouse for employers and working
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families. The agency has established a toll-free number (1-800-827-5335) and provides
materials like the Work and Family Resource Kit and Care Around the Clock: Developing
Child Care Before 9 and after 5.

. Training Caregivers -- a Nationally Acclaimed Program. The Education Department’s

Office of Educational Research and Improvement supports the regional laboratory in San
Francisco, California called WestEd. WestEd has developed a nationally acclaimed
Infant/Toddler Caregiver Training Program which teaches caregivers how to provide nurturing
and stimulating environments to promote quality child care. Research-based videos and printed
materials are available in Spanish, Chinese, and English. Eight thousand caregivers have been
trained in California and the program has been expanded across the nation.

LEARNING LESSONS FROM THE MILITARY CHILD DEVELOPMENT PROGRAMS

. Providing High Quality Child Care -- The Military Model. Under the Clinton
Administration, the Department of Defense (DoD) has made important strides to improve the
quality of child care for the children of the men and women who serve our country. The DoD
Child Care System serves over 200,000 children (age zero to 12) daily making the U.S. military
system the largest employer-sponsored child care program in the nation. The DoD Child Care
System, known as the Child Development Program, includes Child Development Centers,
Family Child Care homes, School Age Care programs, and Resource and Referral services.
Through this system, the military offers full-day, part-day, and hourly child care, part-day
preschools, before- and after-school programs for school age children, and extended hour care
which includes nights and weekends to accommodate shift workers. Because of the
Department of Defense’s commitment to excellence in child care, since 1992, the number of
military child care facilities that are accredited by the independent National Association for the
Education of Young Children has risen from 55 to 353. Currently, over 75 percent of military
child care programs are accredited, as compared to only 7 percent of other child care facilities
nationwide. Since the early 1990s, the DoD has focused on improving the quality, availability,
and cost of child care for military families.

. Sharing the Military’s Expertise. Because of the DoD’s high quality, comprehensive child
care programs, in April 1997, President Clinton directed the Secretary of Defense to share the
expertise and lessons learned from the Military Child Development Programs with Federal,
State, tribal, and local agencies, as well as with private and nonprofit groups, that are
responsible for providing child care. In his Directive the President stated, “The Military Child
Development Programs have attained a reputation for an abiding commitment to quality in the
delivery of child care. The Department of Defense's dedication to adequate funding, strict
oversight, improved training and wage packages, strong family child care networks, and
commitment to meeting national accreditation standards is laudatory. I believe that the military
has important lessons to share with the rest of the Nation on how to improve the quality of child
care for all of our Nation's children.” In response to the President’s directive, the Pentagon is
implementing a plan to reach out to states and civilian child care centers to share its expertise.



SUPPORTING A FAMILY-FRIENDLY FEDERAL WORKPLACE

. Promoting Family-Friendly Initiatives. Under President Clinton’s leadership, the federal
government, striving to be a model employer for other private and public employers, has
implemented family-friendly leave initiatives that enhance the ability of employees to balance
family and employment obligations. In addition to leave initiatives, the federal government
offers compressed or flexible work schedules to many workers so that they may spend more
time with their families.

. Providing Child Care for Federal Workers. In addition to the Department of Defense's
model child care program, there are more than 230 child care centers for civilian government
employees in federal buildings in as many as 36 states. The General Services Administration
(GSA) oversees 108 of these centers, making GSA the largest civilian sponsor of work-site
child care in the nation. Under this Administration, the emphasis on quality has continued --
with 73 percent of GSA sponsored centers accredited by the independent National Association
for Education of Young Children, and with a goal of reaching 100 percent accreditation within
two years. Striving to meet the needs of parent workers, 89 percent of GSA centers have infant
care, 74 percent have drop-in/emergency care, and 42 percent provide summer programs for
school aged children. In addition, more than 80 percent of centers are open 11 or more hours
per day. Nearly 70 percent of the child care center directors have ten or more years of
experience in early childhood education.




THE ECONOMICS OF CHILD CARE

draft report
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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 monthly 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.

. 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.

. A review of empirical evidence suggests that child care subsidies increase the
employment of mothers and the use of paid care among working mothers, but have little
effect on the quality of care purchased. A 20 percent decrease in the cost of care is
associated with an increase in employment among mothers with young children of
370,000 to 1.5 million, and in an increase in the total number of young children with
employed mothers who use paid care by 560,000 to 1.4 million. A 20 percent subsidy
made available only to working mothers with young children who are below 200
percent of poverty is associated with 112,000 to 336,000 more young children in paid
care. Regulations may increase the quality of care but are also likely to 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.

. While the existing evidence allows us to draw some preliminary conclusions about the
likely effects of various policies, remaining gaps in our knowledge hinder our ability to
analyze different 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
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to estimate the responses of the low-income population to child care policy is necessarily
limited. In addition, there are several areas in which additional information would
improve our ability to evaluate different policy options. First, while there is a large body
of evidence on the relationship between child care quality and child development, we lack
evidence on the nature of the links between specific attributes of care and child outcomes.
Second, we lack information on 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. These areas should
receive high priority in future research.
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INTRODUCTION -- 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.?

Non-parental care can take many different forms. A distinction should be drawn between non-
market care (also referred to as ‘unpaid’ care) that is provided by a relative or neighbor and
market care (or ‘paid’ care) for which parents make direct payments.* Over time employed
mothers have shifted their care arrangements from parents or relatives to market child care.’ In
1993, about 55 percent of families with employed mothers and pre-schoolers used some form of
paid care.® Many families use multiple modes of care for a given child; 13 percent of children
under 5 spent time in multiple modes of care in 1984-1985.7

Paid care itself comes in several different varieties. The most prevalent are child care centers,
family day care homes (in which a non-relative cares for one or more unrelated children in his or
her 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

'U.S. Department of Commerce (1994) and 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.

3Hernandez (1995).

“Non-market care has low direct costs, although there may be indirect payments made,
perhaps through the rendering of other services in return for care.

3See Hofferth (1996) and/or U.S. Department of Commerce (1994) and Casper (1996).
¢ Casper (1995).
"Ribar (1992).

8Some of the care categorized as ‘relative’ may also involve direct payments but this
tends to be a very small fraction of relative care. For example, in 1993, 17 percent of relative care
involved payments, compared with 90 percent of center care or family day care (Casper 1996).
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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 with the age of the child and with the
income of the family.'

The price of paid care represents a substantial financial burden to parents without access to
subsidized care, and a proportionally much larger burden for lower-income families: In 1993,
among families with employed mothers and young children who paid for care, those earning less
than $14,400 a year spent an average of 25 percent of their monthly 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, $66 for organized child care (center or preschool/nursery), and $83 for an in-home
sitter.!?

In addition to concern over the financial burden of care, there is concern about the quality of care
that children receive. Two recent studies -- one of child care centers and one of family day care
homes -- produced 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." There is no available evidence on the relative quality of market versus non-
market care."

®Casper (1996).
"Hofferth (1996).

" Another breakdown: Families below poverty line spent on average 18 percent of their
monthly income on child care, compared with 7 percent for non-poor families. All data do not
include tax credits or subsidies. Casper (1995).

12STPP 1993-4 data.
BHelburn and Howes (1996).
“Walker 1992; Blau and Hagy (forthcoming); Blau (under revision); Waite et al. (1991).

“Hofferth (1995) reports that, of all types of care, parents are least likely to report
satisfaction with care provided by a relative, but in so far as this satisfaction may be based at
least in part on convenience and reliability (Kisker and Maynard (1991)) and there is evidence
that informal care is the least reliable (Phillips and Bridgman (1995)), this lack of satisfaction
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CURRENT FEDERAL CHILD CARE POLICIES

Federal policies to reduce the cost of care

The government is not a direct provider of child care, as it is of elementary and secondary
education. However, the federal government currently has several policies that 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 (CCDBG). {see box}.

Although we know what the state income eligibility requirements are for CCDBG funds, we do
not have any available data on what percent of their eligible population states are currently
funding. Some data from the four programs that preceded the current CCDBG -- and had about
$600,000 less in annual funding -- suggest that approximately 1 million children were receiving
federally subsidized care, out of approximately 10 million children with family income less than
200 percent of poverty who had working mothers.'® Although some of these families can benefit
from the CDCTC, many cannot, and almost all cannot claim the full benefit because of their 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 that states
spend no less the 4 percent of their CCDBG funds on ‘quality-enhancing’ activities.'” The federal
government also requires that the states certify that they have requirements to protect the ‘health
and safety’ of children served by CCDBG providers; the states, however, are free to design the
actual requirements that serve these aims.'?

Regulations and licensing provisions are determined at the state or local level and vary widely."

may not be a good indicator of development-related ‘quality.’
'*Numbers for children under 13 (?). citation??

17U.S. House of Representatives (1996). No data are currently available on how much the
states spent and how it was spent. However, under the earlier program 7 percent of CCDBG
expenditures in fiscal year 1995 were 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).

18Child Care and Development Block Grant Act Section 658E.
19U.S. House of Representatives (1996). See also CCDBGA Section 658E.
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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;® in the case of family day care
homes, most states exempt certain providers -- often those serving less than 6 children but in
some states the exemption applies to homes serving as many as 12 children -- 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 ‘health and safety’ requirements that the state has put in place.”

ECONOMIC RATIONALES FOR INTERVENTION IN THE CHILD CARE
MARKET

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 rationales for government intervention in the child care market, and
what the different rationales suggest about the appropriate type of intervention.

OVERVIEW: WHY AND HOW DO GOVERNMENTS INTERVENE IN MARKETS?

From an economic perspective, two issues must be addressed in thinking about government 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 the income inequality produced by a market economy, or to ensure that access to a
particular service or commodity is not conditioned on income.

For government intervention to be justified requires more than the identification of a market
failure or redistributional goal. In the case of an intervention to correct a market failure, the

PCCDBG Act Section 658E.

21U.S. House of Representatives (1996) and Children’s Foundation (1997).
2National Association for the Education of Young Children (1991).
BCCDBG Act Section 658E
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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 least
cost.

The government has a wide variety of tools at its disposal including regulation, mandates,
information provision, subsidies, and direct provision of the good in question. In choosing the
appropriate policy tool, the original rationale for the intervention is important to bear in mind.

. 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.
Providing information is unlikely to be effective.

. 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

If child care 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. Parents who pay for this care might not purchase enough, since
they are not the only beneficiaries. Such an external benefits argument has been made to justify
government intervention in education.* Since there is substantial evidence that the early years
are especially important in terms of future development,? if a link can be established between
child care and these outcomes, arguments for government intervention in elementary and
secondary education apply with even more force to the child care market. The link that is usually

24See Cohn and Geske (1990) for an overview.

¥For an overview of the importance of the early years to future development see Council
of Economic Advisers (1997).
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made -- the evidence is reviewed below -- is not between child care and child development per

se, but between high quality child care and child outcomes. Therefore, government intervention
for reasons of external benefits should be designed to promote acquisition of high quality child

care, rather than child care more generally.

It is important to distinguish between early childhood education programs -- which tend to be
part day and part year for three to five year olds and are designed to promote child development
and to improve children’s readiness for school -- and child care programs which typically offer
care on a full-day basis to infants through school age children, and are designed around the dual
goals of promoting child development and enabling parents to work. These two types of
programs may have different effects on children.? There is a large literature on the effects of
early childhood education programs on child development.”’” But it is important to focus on what
is known about the effects of child care on child outcomes as distinct from early childhood
education programs. An unresolved question is the relative advantage of child care versus early
childhood education in promoting child development; this could be addressed by a careful
comparison of the two literatures.

Evidence of benefits of child care

Children’s development is multiply determined; innate 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. Indeed, a comprehensive review of the large literature of the effect
of child care finds 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 terms of future development.?® However the review notes 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; it is difficult to design policy to improve child care quality when
the relevant attributes of care are not clearly identified. 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

%6Gomby et al. (1995).
27See the Winter 1995 Issue of ‘The Future of Children’ for a review.

“Hayes et al. (1990). See Cost, Quality & Child Outcomes Study Team (1995) for a
recent study that confirms these findings.
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child care attributes and child outcomes. For these purposes, measures of child care quality can
be broadly grouped into two categories. One approach is to measure the quality of the child’s
experience in care; ‘child experience measures’ look at such things as 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. A second approach is to focus on
various physical and structural features of care (‘structural measures’) such as staff/child ratios,
group size, and provider education. The former measure is the one most accepted by
developmental psychologists. However, for practical reasons, state regulations are based on
structural measures.”” The same comprehensive review of the literature concludes that child
experience measures have a closer, direct link with developmental outcomes than structural
measures do.*® However, structural attributes appear to support and facilitate the type of optimal
interactions that child experience attributes measure.?! In other words, inputs that the government
may be able to affect have important effects on child experience measures which in turn affect
child development.*

Despite these encouraging findings, surveys of this literature note that studies of the relationship
between attributes of child care and development have several shortcomings. Many 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.*® Thus while
there is broad evidence that high quality child care is beneficial to the child and society, gaps in
our knowledge about the relevance of specific inputs (or combinations of inputs), as well as the
magnitude of their impact, hinder the design of appropriate policy.

»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).

3'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).

2However 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.
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It should be noted that the above studies are all based on comparisons of child outcomes across
paid child care facilities of different qualities. Hence they only serve to answer the question of
whether high quality paid care has benefits relative to low quality paid care. Two separate issues
are the relative effects on child outcomes of non-market, non-maternal care versus market care,
and maternal versus non-maternal care. None of the evidence reviewed here addresses these
questions. Studies have established that non-maternal care is not a source of harm to children and
that aspects of it can be beneficial.** Were there to be compelling evidence that child care had
positive developmental outcomes relative to maternal care, this would provide an argument for
government intervention not just into child care for children of working parents, but for all
children. Consistent with this principle, intensive early education programs 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, or
directly providing care with these attributes. It is important that policy is designed to increase
usage of care with external benefits. Government policy designed simply to increase the use of
child care 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.

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 themselves may be unable to obtain up-to-date information on how 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 surveyed report
that they value the characteristics of 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 regulations (e.g. lower maximum child-staff ratios or
implementing minimum provider education requirements) are associated with an increase in the

demand for non-parental care; they interpret this finding as evidence that the increased standards

3See Hayes et al. (1990) for a review of this literature.
3U.S. House of Representatives (1996).
%Cost, Quality & Child Outcomes Study Team (1995).
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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 an appropriate
policy course if the government has access to better information than the individual, or at least
the ability to acquire this information at a lower cost. This suggests that the government might be
best off providing information on structural attributes of care, which are more easily monitored.
Regulations which 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; by decreasing concerns about the safety of their child in care, such regulations could also
help resolve information issues.

Distributional

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. The government might want to improve the well-being of low
income working families; currently, all federal programs that reduce the cost of child care are
available only to parents who are working or participating in work-related activities or education
programs. Policies designed to increase the affordability of child care may complement other
redistribution programs. For example, the recent welfare 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 -- child care policy could
also ensure that children whose parents have different 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 or both, 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 ought to be tied to a particular good, should the government directly
provide the good, or reduce the cost to parents of purchasing the privately-provided good?

For those in the phase-in portion, the Earned Income Tax Credit represents a wage increase. This
provides the family with additional cash that it can choose to spend how it wants. Child care
subsidies or government-provided child care, on the other hand, provide money that can only be
used for child care. Economic theory suggests that recipient well-being can be increased more

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.

3See, for example, Poterba (1996).
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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. In so far as we believe
there are benefits of 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 in so far as 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, in so far
as 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.*

Even if an in-kind transfer is decided on, there remains the question of whether the government
should subsidize the cost to parents of buying private care, or provide public care. One of the
reasons 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 the kind of ‘equal opportunity’ that the government desires.
However, for child care, there is evidence of a fairly responsive demand, so subsidies are likely
to be more effective.*? In addition, were the government to provide care, it could only provide
center-based care. As discussed previously, many families opt for family day care homes, and

¥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 so
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)

“IPoterba (1996)
“2See the next section for evidence of demand responsiveness.
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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.

Finally, if the government is going to provide in-kind subsidies for child care, there still remains
the question of whether it should subsidize consumers or providers. One potential disadvantage
to subsidizing providers rather than consumers is the possibility of the misuse of the funds; in
addition, if the government wants to target its subsidies to a particular population -- for example,
low income families -- this is easier to achieve through consumer-based subsidies.

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 subsidized 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 beyond existing policy. Articulating a rationale for intervention and a goal for child
care policy is a first step. In order to understand what the effect of different policies will be, we
need to understand how parents and providers respond to changes in the price of care. In other
words, having sketched some possible reasons for intervention, and some possible tools, we
review what the economic evidence is of the effects of different types of intervention. In
particular, 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

Increased subsidies for child care will lower the cost to parents of paying for child care.
Subsidies to parents which decrease the cost of care are 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 workers will rise to meet an increase
in demand for care without much of a change in the current price. For example, although the
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

“Blau (1992). Casper and O’Connel (1997). U.S. Department of Education 1990.
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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 whether to work or not;
the decision whether to purchase market child care or to use non-market care; and, if market care
is chosen, the choice of the quality level of care to purchase. Based on evidence -- which
compares the decisions of mothers across areas with different child care prices -- we draw
conclusions about the likely effects of increasing child care subsidies on maternal employment,
demand for paid care, and the quality of care purchased.

The effect of subsidies on employment decisions

In places with lower child care prices, there is a higher probability that a mother will be
employed. 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 sub-groups, by income classification, 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; unfortunately, the study does not estimate whether these differences are statistically

“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.

“See 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.

Y"GAO (1995).
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significant.*® Kimmel (1994) specifically compares the employment responses of single and
married mothers and while she finds that the response is somewhat greater for single mothers the
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) is due to a viable non-employment option.

The effect of subsidies on the demand for paid care

As discussed earlier, parents choose among a wide variety of modes of care. Several of these
(centers, family day care, sitters, and sometimes relatives) involve direct payments while others
(care by relatives, parents or neighbors) may come at no direct cost. We refer to the former as
‘paid’ or ‘market’ care and the latter as ‘unpaid’ or ‘non-market’ care. 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, we will have to combine estimates of the increase in labor supply with those of the
increase in the demand for paid care among mothers who work.*

A number of studies look at variations in the price of child care and find that in places with lower
costs, 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
for children under 6 or 7 results in a 1.5 to 2.3 percent increase in the probability that a working
mother will purchase care.*

“8An additional concern is that since the probability of employment increases with the
income category, the same percentage point increase in the probability a mother works would
translate into a larger percent increase in the probability of work for poorer women. Hence the
reported elasticities may overstate the difference in the effect on women of different income
categories. Fortunately, the absolute value of the coefficients on the price of child care from the
probits for the different income categories go in the same direction as the elasticities and the
difference in magnitudes is even greater among the coefficients.

“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 not only different, but non-
negligible (Hotz and Kilburn (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.
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A decrease in the price of care affects the tradeoff between paid and unpaid 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 an 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. One would expect that
both occur, but longitudinal studies are needed to determine the relative contribution of these two
effects.

This association between patd care utilization rates and the price of paid care does not give a
complete picture of the relationship between the price of care and the amount of paid care
purchased. Recall that many parents use multiple modes of care. An increase in utilization of
paid care may therefore reflect the decision 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.

Therefore, a useful supplement to the above utilization measures 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. 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) looks at hours of paid and unpaid care; he
finds that the increase in hours of paid care among working mothers 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 findings 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

S'Hofferth (1995)
$2See Hotz and Kilburn (1992), Ribar (1992) and Kimmel (1992).
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for dollar into a decrease in the price to the consumer in the long run.

The Child and Dependent Care Tax Credit provides a tax credit of 20 percent for most eligible
families. What kind of an effect does a 20 percent decrease in the price of child care have on
child care demand decisions? Alternatively, if a subsidy of this amount is provided to low-
income families (who generally do not have enough tax liability to claim the tax credit), how
does this affect their decisions?

Our analysis suggests that a 20 percent reduction in the cost of paid care would result in
560,000 to 1.4 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
112,000-336,000 more children under 5 in paid care.

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

About 9.7 million mothers with children under 6 (58 percent of mothers with children under 6)
worked full or part time in 1996%. 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 400,000
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 to 4.6 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 55 percent to about 57 percent.*

*Bureau of Labor Statistics (1996). 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.

*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 58 percent to
60.3 percent (67.3 percent). Since the total number of mothers with children under 6 is 16.6
million (Bureau of Labor Statistics 1996), the resultant 2.3 (9.3) percentage point increase in the
probability that the mother works is equivalent to 380,000 (1.5 million) more mothers working.

A 3 percent increase in the probability that the employed mother uses paid care results
in the probability that the mother uses paid care increasing from 55 percent to 56.6 percent; a 4.6
percent increase results in a new probability of 57.5 percent. Because this range is relatively
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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 400,000 - 1 million.*
Since families who have children under 6 have on average 1.4 children under 6°’, this means that
a 20 percent decrease in the cost of care will be associated with an increase of 560,000 to 1.4
million more children using paid care.

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

The CCDBG goes almost entirely to families below 200 percent of poverty. It is therefore worth
considering the increase in paid care use from subsidizing just mothers below 200 percent of
poverty, most of whom it will be recalled, are not currently 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 can at least use the employment and paid care utilization responses from
the general population to get an estimate of the likely effect from subsidizing the low income
population.

2.6 million mothers below 200 percent of poverty with children under 5 (29 percent of the total
number of mothers below 200 percent of poverty with children under 5) worked full or part time
in 1993.%® 42 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 112,000 to 336,000 more low income children under 5 using paid
care.®® The CCDBG subsidy to families is considerably larger than 20 percent;®' larger subsidies

small, to avoid reporting multiple results we simply take the mean of 57 percent.

56 The calculations are as follows:
(0.57 * 10.1) - (0.55 *9.7) = 400,000
(0.57 * 11.2) - (.55*9.7) = 1,000,000

5’Census 1996 data

¥The 2.6 million is from Sipp 1993 data (downloaded from web). The total number is
from 1994 CPS.

SSIPP 1993 data. Downloaded from web.

®Based on the following calculations: A 4 percent (respectively, 16 percent) increase in
the probability the mother works brings that probability from 29 percent to 30 percent (34
percent). Since the total number of mothers with children under 5 below 200 percent of poverty
is 9 million (CPS March 1994), the resultant 1 (5) percentage point increase in the probability
that the mother works is equivalent to 100,000 (450,000) more mothers working. In addition the
decrease in the price of care would result in 43.5 percent of these employed mothers using paid
child care. Therefore the total increase in the number of these mothers using paid care would be
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would be expected to have even larger effects on maternal employment and use of paid care.
Breaking down the 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.

Increases in the hours of paid care purchased by working mothers with young children

The average hourly cost of child care for families with employed mothers making child care
payments for young children was $2.00 per hour in 1993.52 A 20 percent decrease in the hourly
cost of paid care (i.e. a $.40 decrease per hour) would therefore be associated witha 1.2 to 8.8
hours increase in the monthly hours of paid care used by working mothers with young children.®
Combining this effect with the increase in working mothers with young children, a 20 percent
decrease in the hourly cost of paid care would be associated with an increase in the purchase of
paid care by working mothers by 12.1 to 98.6 million hours of paid care per month.%

How sure can we be?

80,000 to 240,000. Assuming an average of 1.4 children under 5 per such family (which is a
rough estimate since this statistic is for children under 6 from all families), we arrive at the
number in the text.

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

82Casper (1995). Divided weekly child care expenses by hours worked per week. This
number is in line with ones seen elsewhere.

83Since a $1.00 decrease in the hourly cost of child care is associated with a 3-22 hour
increase in monthly child care costs, a $.40 decrease in the hourly cost of care is associated with
a 1.2 - 8.8 increase.

54The decline in the price of care results in -- from previous calculations -- 10.1 to 11.2
working mothers with young children. If on average each of these mothers increases their hours
of paid care by 1.2 to 8.8 hours a month, the total increase in hours ranges from 12.1 (=10.1*1.2)
to 98.6 (=11.2*8.8).
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The estimates presented are based on a review of the evidence from numerous economic analyses
of these issues. 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.5

In addition to the lack of consensus from 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; in so far as 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
job 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 decisions reduces the employment
responsiveness of single mothers to the price of child care, and brings it into line with that of
married mothers.

6 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
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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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. It is possible that these
two effects cancel, and that the overall response of low income women is therefore similar to 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

We have reviewed the evidence that high quality child care can have important, positive effects
on children, and that, from this perspective, the current level of quality may be too low. Here, we
consider why the current levels may be too low, and hence how policy can be designed to
address this issue.

Parental demand for quality child care

Evidence suggests that parents tradeoff quality for price, and do not demand the structural
attributes of quality that policy might address. Families switch between modes of care (e.g. non-
market, family day care, and center) in response to relative price changes,* despite the fact that
the quality attributes vary considerably among these three. Blau (1991) interprets this as evidence
that parents do not demand these structural measures of quality, since they are willing to
substitute among them based on price. Of course, since there is no clear overall quality tradeoff
between these different modes, it is possible that parents care about overall quality as measured
by these three attributes, but not about the relative levels of the different attributes.

More compelling evidence of parents’ lack of demand for quality attributes is that the level of
trainer education, staff-child ratios, and group size -- the main ‘structural attributes’ of care
believed to be related to child outcomes -- have little effect on provider fees.®’ In addition, there
is evidence that center fees are not responsive to ‘quality’, where quality is defined in terms of

®Blau and Hagy (forthcoming); Michalopoulos and Robins (1995); Chaplin and Hofferth
(1995).

$"Hagy (forthcoming); Blau and Hagy (forthcoming); Walker (1992); Waite et al. (1991).
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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 to a child. A common interpretation of these findings is that they suggest that
parents are not willing to pay for these attributes of quality care.® In other words, because there
is not demand for these attributes, providers cannot raise their fees based on them, for parents
would simply choose lower cost providers with lower levels of these attributes.

Thus, even though parents say that they care about quality,” they appear not to be willing to pay
for it. There are several possible explanations for this finding, although we have virtually no
evidence that allows us to choose among them. The first 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 have not picked up. Second, parents
may care about structural attributes of quality, but lack information about these features at their
different child care options. Therefore, although they may wish to choose care with these
features, and are willing to pay more for them, the cannot base their decisions on them and hence
the attributes are not reflected in the price. Third, parents may care about these structural
attributes of quality, but not be able to afford to pay for them. In other words, quality is important
to them, but the cost issue dominates because of the burden it imposes. And finally, 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 are associated with
positive outcomes.”'

Possible governmental policy responses include information provision, regulation, and subsidies
to reduce the price of care. Again, the appropriate policy response depends on the precise reason

that parents do not purchase high quality care.

Effect of subsidies on the quality of care purchased

88Cost, Quality & Outcomes Study Team (1995).
$Interpretation 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).

'See for example Kisker and Maynard (1991) and Hofferth (1991).
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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. Blau and Hagy (forthcoming) find that, for center-based care, decreases in
the quality-adjusted price of care result in an increase in hours of care purchased but a decrease
in quality of care purchased (as measured by structural attributes.) Similarly, increases in wages
or income result in a decrease in demand for quality attributes and an increase in demand for
hours of care. These results suggest that parents view quality and quantity as substitutes, and that
the price of quality is increasing in the hours of care. As a result, general subsidies to child care
appear unlikely to increase the demand for structural attributes of child care.”

Of course, there are aspects of quality that are difficult for these studies to measure -- particularly
the child experience measures that developmentalists emphasize -- and that parents may purchase
more of as the cost of care goes down. Hence it is plausible that subsidies to child care will
induce parents to purchase higher quality care as measured by such attributes; there is however,
no evidence available on this point.

If general subsidies do not appear to induce parents to purchase higher quality care -- at least as
far as we can measure it -- perhaps subsides targeted to high quality care might have an effect.
For example, a subsidy might be available only for care that met certain child-staff ratio or group
size levels. Again, empirical evidence on the effect of such targeted subsidies is sparse, but what
there is does not provide much hope: Hagy (forthcoming) 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; it is likely that
parents substitute between paid and unpaid care in response to changes in the price of care. Thus
subsidizing child care is likely to result in more non-maternal care, and more market relative to
non-market care. A comprehensive survey of the literature concludes that there is no evidence
that non-maternal child care is likely to have adverse effects on the child.”? 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. But the relative merits for the child
of market versus non-market care is an area that we do not yet know much about and would be

2A problem with drawing conclusions based on this paper is that the data are cross-
sectional and in so far as places with lower prices of child care may 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 given family that is already purchasing care.
For this, we would need longitudinal data.

Hayes et al. (1990).
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an important area for future research.
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 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 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.

In so far as regulations serve to decrease the number of regulated firms, or increase their prices
and hence induce parents to switch to other modes of care, the regulations do not achieve an
improvement in the quality of care for those children. 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 has a significant increase, a significant decrease, or no significant effect on the
cost of care”’. And there is essentially no evidence of the effect of regulations on the use of

™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’

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

NAEYC 1991. Cost, Quality & Child Outcomes Study Team (1995).

7’Ribar (1995), Chipty (1995), Hotz and Kilburn (1994). It is worth noting that while such
regulations may translate into higher costs to parents, they do not appear to improve the low
wages of child care workers (Blau 1993, Blau 1992).
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regulated care.” Both of these deserve further study.

We must acknowledge a tradeoff between the gains from regulation in terms of quality
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, and hence on
substitution. It is probable that some regulations would have net benefits, but each would have to
be evaluated separately. Unfortunately, there is currently very little evidence on this issue.

Information provision and networks

Another possible remedy to information problems are information and referral services which
could serve as a referral agency for parents, listing the attributes of care alternatives in their area
in order 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. Of course, in so far as there may be a dearth of 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.

ADDRESSING CONCERNS ABOUT CHILD HEALTH AND SAFETY

Actually, two studies that estimate the effect of more stringent staff-child regulations on
the demand for care find little overall effect on utilization rates among working mothers (Ribar
1992; Hotz and Kilburn 1994). Hotz and Kilburn (1994) explain this with the following findings:
More stringent staff child regulations increase the cost of care, and increases in the cost of care
serve to decrease the demand for non-parental care. However, holding the price of care constant,
more stringent staff-child ratios increase the demand for non-parental care; they argue that this is
because the regulations reduce the uncertainty about the quality of care. A problem with both
these studies is that they do not look specifically at utilization of regulated and unregulated care.
Ribar (1992) looks at paid versus non-paid care, and Hotz and Kilburn (1994) look at parental
versus non-parental care. It is possible that parents do not switch their utilization of paid vs
unpaid or parental vs non-parental, but that within paid or non-parental, they switch to
unregulated (i.e. unlicensed) providers. As explained above, many providers operate legally but
without a license, and therefore would not be affected by regulations.

"We would not expect the provision of such information to increase fees the way that
regulations would. However, the only empirical evidence is that provided by Hagy (forthcoming)
who finds that if a provider is registered with a research or referral service, this is significantly
associated with a $0.09 increase in their hourly cost. Since such agencies don’t generally provide
quality assurance, Hagy suggests that the listing may serve as a signal of the provider’s
commitment to the profession. An alternative interpretation is that more expensive providers
have more resources and are therefore more likely to get themselves listed.
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In addition to ‘high-end’ concerns about the impact of child care on child development, we have
also seen that children’s health and safety are currently endangered in some care facilities. This
may be because of an information problem in which parents do not have information about the
relevant features. Another possibility is that parents are aware of the issue but cannot afford
better care. In so far as 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, in so far as
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. 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.

LIMITS TO OUR KNOWLEDGE: THE NEED FOR MORE RESEARCH

The previous section is based on a thorough reading of the available evidence. Many careful
studies have been done, and there is a lot that we have learned from them. We must be aware,
though, in drawing conclusions from this evidence, on the limits of our knowledge. There are
several areas in which further research is much in need.

Employment and care responses to the price of child care

There is a very large literature on these topics. However, as discussed, little of it focuses
specifically on the responses of low income parents. In so far as our subsidy system is targeted to
this group, this makes it difficult to draw inferences on the likely increase in use of care from
increases in subsidies. Additionally, all of these studies were done in the pre-welfare reform
climate; responses of low income families may be different now that their non-employment
options will be different. Again, this is something that deserves investigation.

The studies would also benefit from random assignment to subsidies; in so far as subsidies are
limited and therefore 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 the cause of the increase in demand for paid care among working
mothers as a result of price decreases. Possible contributors include substitution of paid for
unpaid care, a higher demand for paid care among the marginal mothers who start work as a
result of the price decrease, and an increase in total hours of care (although this last seems
unlikely given what we know about hours of work). Of particular interest is whether working

9See e.g. Berger and Black (1992) for evidence of waiting lists with one subsidy
program.
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mothers respond to subsidies by substituting paid for unpaid care; an investigation of this issue
would require longitudinal data.

Finally, very little work has been done on the effect of the cost of care on the demand for quality.
This effect is important in understanding whether child care subsidies will induce parents to
purchase higher quality care. The work that has been done fails to find a relationship between the
price of care and the quality of care purchased as measured by structural attributes. More
research into this area -- particularly research based on longitudinal data -- is needed. In
addition, whether the price of care affects the quality of care purchased as measured by child care
experience measures also needs investigation.

The link between child care quality and child outcomes

Although there is ample evidence that high quality paid child care can have benefits to child
outcomes, 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 the relative quality of the two types. While information on unpaid care is difficult to collect,
the likely effects of policy make it important to try to get some data here. 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.®

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. For all of
these, we would ideally want to study the effects of different types of regulation.

$1Hayes et al (1990)
82 Phillips and Bridgman (1995).
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SUMMARY: THE THREE ARGUMENTS FOR INTERVENTION AND THEIR
RELATION TO POLICY

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 further. 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 many of the children receive.

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 with respect to these different goals?

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 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. However, subsidies might increase the quality of care purchased in terms of
‘child-experience measures;’ there is as yet no evidence available on this point. We do know that
subsidies for paid child care are likely to induce working parents to use relatively more market
care compared with non-market care; the relative quality of these two types, however, is another
gap in our knowledge. Regulations can serve to increase quality, but the likely increases in costs
will induce substitution away from regulated care; the magnitudes of these various effects of
regulations are another area where we lack information.

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 providing this
information, or encouraging private sector agencies to act as clearing houses for this information.
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 which 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 move welfare families into work, since
we have seen that 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 overall amount
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of non-maternal care among working mothers.
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Box: Federal Policies to Reduce the cost of child care

Program Description Average award | Eligibility Total Federal
Expenditures
cpeTc! Non-refundable tax credit for taxpayers | $443 in fiscal Those with federal income tax liability, after the child tax credit. Treasury Estimated to be

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

year 1998.

estimates indicate that a family can first benefit from the CDCTC at 130 to
160 percent of poverty -- depending on family composition -- and can first
get the full credit at 170 to 200 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 per
week.?

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.

'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 increased federal funding

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

* American Public Welfare Association (1997).

5Child Care Bureau (1997).

3HHS report of state reports based on CCDBG data from Fiscal Year 1995 (i.e. under the previous program). Check if can cite.




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
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Appendix L. 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
-_— T - e . e e s
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)




Berger and
Black (1992)

I

Telephone survey

Low-income
single mothers

S

Those receiving day care subsidy
in two Kentucky programs versus
those on subsidy waiting list.

|

Whether mother
employed or not

Dummy for receipt of subsidy
(amt of subsidy varies with
income)

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)
et al 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 Measure of cost of child care Estimate of employment

ffe

—_————————— e e

Attribute an increase in
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

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
is 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




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
Kilburn
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 price 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




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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