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EXCERPTS

As Congress considers the future of child-care policy in the U.S., subsidies for young children’s care and education are an important tool
under consideration. Substantial evidence indicates that high-quality early care and education (ECE) experiences, facilitated through
policies to expand and enhance program offerings, can support both parents’ employment and children’s development over the short and
long term.[1]

Still, there is little specific quantitative evidence on how an influx of public money would impact families and the ECE sector. In response,
we developed a model of supply and demand for ECE and use it to estimate the impact of expanded ECE subsidies similar to recent
congressional proposals.

In a new paper, we model two policy scenarios that would increase federal funding for children ages O to 4 years old:

e a“narrow” expansion of child-care subsidies for all eligible households up to 85% of median income; and
e a“broad” program including households up to 250% of median income.

In both scenarios, household contributions (copays) start at zero for the poorest households, increase with income, and are capped at or
below 7% of income up to the maximum income-eligibility threshold.[2] In both cases, parents must also satisfy an activity requirement to
receive subsidies.

We explore a broad set of outcomes: (1) ECE participation by type of setting; (2) costs to households; (3) total costs of care; (4) mothers’
employment; and (5) ECE teacher wages.[3] The sections below describe our findings for each outcome. In each case, we compare the
effects of the two scenarios to a baseline using the 2019 tax and child-care policy environment.[4]

FINDINGS
Expanded subsidies increase child-care utilization, with a shift to center-based care especially

Families use ECE services in a variety of settings: in a center (or school), a provider’s home, or the child’s home. We distinguish between
these settings and assume that informal care, provided by relatives or in unlicensed homes, would not qualify for the expanded

subsidies. Prior research finds that center-based care averages the highest level of quality among the different ECE settings, though there
is quality variance within all setting types (and care in smaller-scale settings may be important for families valuing a particular cultural fit).

Under either policy scenario, we estimate a sharp increase in the use of center-based care programs eligible for the subsidy. This result is
evident in Figure 1. Under the narrow expansion of child-care subsidies, we estimate that households would increase their use of center-
based care by 11 percentage points. Under the broader expansion, they would increase center use by 18 percentage points, from 34% to
52%. Households increase use of care in providers’ homes, also eligible for subsidies, by 2-3 percentage points. Families offset these
increases in formal care with declines in the use of informal care by family, friends, and neighbors, and in parental care.

Child-care expenditures are reduced for most households despite modest increases in total costs of care

In the past 15 years, the cost per hour of child care paid by families has increased by nearly one-third (authors’ calculations based on the
National Household Education Survey). A broad expansion of child-care subsidies would substantially reduce the costs that households
pay on average for child care. For households using full-time ECE, average expenditures would decline from about $8,100 per year to
approximately $5,000, which would be a decline from nearly 18% to 6% of (after-tax) income. Single-parent households would experience
a 60% decline in ECE expenditures under the broad subsidy expansion. The reduction in household costs is more modest under the
narrow subsidy expansion. Average household expenditures (for full-time care) would fall from approximately $8,100 (close to 18% of
income) to $7,700 (12% of income). Many more households would see significant reductions in child-care costs under the broad than the


https://childcarecanada.org
https://childcarecanada.org/
https://childcarecanada.org/documents/child-care-news/22/06/fixing-child-care-what-expanded-public-subsidies-could-mean-children
https://www.brookings.edu/blog/brown-center-chalkboard/2022/06/14/fixing-child-care-what-expanded-public-subsidies-could-mean-for-children-families-and-teachers/

narrow expansion of subsidies, as shown in Figure 2. Our results suggest that increases in total costs of care are more widely experienced
under the narrow subsidy framework than under the broad design, an important result for those concerned about whether families face
higher costs.

Expanded subsidies encourage more mothers to work

The model predicts significant increases in the proportion of mothers working as child care becomes more affordable under the expanded
child-care subsidies. About half of all mothers with children under age 5 were working full time at baseline, and another 22% worked part
time. Figure 3 shows employment shifts among mothers under the narrow and broad subsidy schemes. With the narrow expansion of
child-care subsidies, mothers’ overall labor-force participation is predicted to increase by 2 percentage points and full-time participation is
predicted to increase by almost 5 percentage points. The broad expansion of subsidies doubles the size of the increases, with about 1.2
million more mothers working full-time. More than three-quarters of mothers with young children would choose to work, either part time
or full time, with broad subsidies.

Increased demand drives increased wages for ECE teachers

With expanded child-care subsidies, increased demand for child-care services leads to sizable increases in the ECE workforce and,
consequently, compensation would have to rise to attract new people into the sector. To attract the teachers that families want and could
now afford (including teachers with more formal education), providers would have to raise wages to attract people into the ECE sector.
We estimate that ECE teachers’ wages would increase by almost 19% for teachers with at least a bachelor’s degree under a narrow
expansion and 29% under a broad expansion. For teachers with less formal education, wages would rise by nearly 10% under the narrow
expansion and 14% under the broad expansion. Existing evidence suggests higher ECE wages are associated with lower turnover and
higher-quality care.[5]

WHO BENEFITS THE MOST?
Lower-income families see the greatest reductions in cost burden, largest increases in employment, and largest improvements in care quality

Reductions in the child-care cost burden of families and increased participation in employment are concentrated among lower-income and
lower-middle-income families based on the assumed progressive copay schedule and income-eligibility limits of the broad expansion of
child-care subsidies. While reductions in family ECE costs are largest for low-income families, families across the income distribution
experience lower costs under the broad policy. Middle-high-income and high-income families experience modest increases in ECE
expenditures under the narrow plan. Full-time employment of mothers in the lowest two income quintiles would increase by 9-13
percentage points under the narrow expansion and 16-18 percentage points under the broad expansion of child-care subsidies.
Employment of mothers in the highest income quintile would barely change with either subsidy expansion.
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