
 
 

 
  

 
 
 

 

 
 

 

 
 

 

 
 

 
  

 
  

 
 

 
 

 
 

 
  

 
 

 
 

EXECUTIVE SUMMARY 

The child care sector is a crucial and underfunded part of the American economy. One in every 110 U.S. workers – and one in every 
55 working women – makes a living in early childhood education and care. Parents of young children devote a sizeable share of their 
total income to child care. Children benefit enormously from high-quality early childhood settings that nurture and support healthy 
development, all while laying the foundation for future success by supporting early learning skills. An extensive body of research 
describes large potential economic returns to investments in early childhood education and care for preschool children, especially 
for children from less advantaged families. To allow more families to access high-quality care, capture the return to quality early 
childhood programs, and enable inclusive growth both today and for future generations, the Build Back Better Agenda proposes 
important investments in child care and early childhood education. 

This report describes the existing child care system in the United States, which relies on private financing to provide care for most 
children, and documents how this system fails to adequately serve many families. This is not just happenstance – sound economic 
principles explain why relying on private money to provide child care is bound to come up short. 

Currently, the average family with at least one child under age 5 would need to devote about 13 percent of family income to pay for 
child care, a number that is unafordable for most families. Less than 20 percent of children eligible for one of the largest federal 
assistance programs for low-income families, the Child Care and Development Fund, actually receives funding. Notwithstanding the 
high costs borne by parents, margins for child care providers are low and many struggle to make ends meet. They survive by keeping 
costs low. Labor, the main input, is overwhelmingly provided by women, many of whom are nonwhite, who earn low wages leading 
to high turnover. Many child care workers are paid so little that they rely on public services for their own economic needs.  

Several market failures help explain why the current system is unworkable. First, parents are asked to pay for child care when 
they can least aford it. Parents of young children ofen have little work experience, and most people earn higher incomes as they 
spend more time in the labor force and their careers progress. Some parents have other major expenses, like mortgages or student 
loans. And, even though most families’ incomes and savings increase as their children age, they are unlikely to be able to borrow 
against their future savings to cover the costs of care for young children. This is an example of what economists describe as liquidity 
constraints, a classic market failure, which argues in favor of government support. Second, the spillover aspects of providing children 
with a high-quality early educational experience – what economists call “positive externalities” – also argue in favor of government 
subsidies for child care expenditures. Finally, since the vast majority of the workers are women and disproportionately women of 
color, the sector likely benefits from existing discrimination in labor markets. This does not suggest that child care providers are at 
fault but is an indication of just how untenable the economics of the industry are. 

The President proposes to increase funding in the sector by ofering universal preschool to all 3- and 4-year-old children and 
providing access to high-quality child care for low- and middle-income children. His child care plan will cut spending in half for most 
American families so that families do not have to spend more than 7 percent of their income on child care for young children by 
creating subsidized care and extending the expanded Child and Dependent Care Tax Credit. These steps would directly address the 
revenue shortfalls created by the market failures we identify: liquidity constraints and the positive externalities associated with child 
care. While our existing system leads to chronic underinvestment in our children and hinders many parents’ ability to contribute to 
our nation’s economy and make a solid living, a well-funded child care sector will help us all achieve more of our economic potential. 
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	Available, afordable, and high-quality child care provides benefits to children, their parents, and the economy at large. First, consider the benefits of child care for children. Research documents that children who attend high-quality early childhood education programs, relative to similar children who cannot attend these programs, perform better on grade school tests, stay in school longer, experience lower rates of depression, have better physical health, and have higher individual and household earnings
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	For parents, typically mothers, access to high-quality care can be an important determinant of whether they remain in the labor force. Many studies find evidence that access to child care is an important factor in explaining female labor force participation in the United States, Canada, Latin America, Some research finds that single mothers are the most likely to drop out of the labor force if they cannot find adequate child care. Multiple factors influence whether or not a working parent finds child care, 
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	Aggregate female labor force participation rates in the United States have stayed flat since 2000 while other Organisation for Economic Co-operation and Development (OECD) countries continued rising, and the deceleration is most precipitous for women with  (See Figure 1.) A number of factors are likely at play, and men in the United States experienced a similar drop in labor force participation relative to other  But child care may play a role in explaining the U.S. experience. For example, research points 
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	Temporary child care crises can have long-lasting impacts for parents, as their decisions about whether to remain in the labor force, reduce hours, or set sights on a promotion when their children are young can have long-run efects on their career paths and earnings trajectories. For example, economists Claudia Goldin and Larry Katz find that for college-educated women 15 years afer graduation, an 18-month break in work was associated with a decrease in earnings of 41 percent for those with an MBA, 29 perce
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	Beyond earnings, many parents who cannot work full-time because of child care lose access to their employer’s healthcare insurance, retirement programs, and other benefits tied to employment. Fortunately, recent research suggests that children whose parents sufer a job loss retain access to routine healthcare services, at least in the short run. The researchers attribute their finding to public health insurance 
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	Finally, the substantial benefits of child care for children and their parents spill over to the rest of the economy. Kids who stay in school for longer periods of time benefit society, as well as themselves, since education generates social  And, since K-12 students are influenced by their peers, kids who have fewer behavioral problems or higher test scores provide benefits for their  Additional evidence suggests that children who participate in organized early childhood programs are less likely to commit 
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	Employers also lose if capable employees cannot find child care. The U.S. Chamber of Commerce Foundation worked with four states and estimated costs to employers ranging from $375 to $500 per working-aged adult due to child care-related absences and employee  Similarly, the 2018-2019 National Survey of Children’s Health reported that the parents of two million children under the age of 5 “had to quit a job, not take a job, or greatly change their job because of problems with child care.” Although some emplo
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	While the benefits of child care and early childhood education are myriad and well-documented, the United States invests woefully little in early childhood education and care. One way to measure U.S. investments is relative to other countries. The United States invests fewer public dollars in early childhood education and care relative to gross domestic product (GDP) than almost all developed countries – ranking 35th out of 37 countries tracked by OECD. France invests $7,400 per infant to 5-year-old child, 
	countries.
	26 

	Another way to measure U.S. investment in early childhood education and care is relative to similar investment for older children. A recent report calculated public expenditures – federal, state, and local – on child care and education by age group and found that, in 2019, the United States spent less than $500 per child for infants to 2-year-olds, about $2,800 per child for 3- and 4-year-olds, and more 
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	than four times that amount, or $12,800, per child for children ages 5-18. Most of the public expenditures on pre-kindergarteners are for low-income children through programs such as Head Start, though, as we will document below, public programs serve a small fraction of eligible children. 
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	The next section of the report summarizes the current state of the U.S. child care system. The third section describes the economic forces that undermine the ability of private financing to provide adequate child care, and the last section outlines the President’s proposals. 
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	Existing Sources of Care 
	Existing Sources of Care 
	Existing Sources of Care 
	The child care sector is a significant part of the American economy, but care is decentralized and spread between a range of programs 
	– from family, friend, and neighbor care that operates outside of child care licensing and is ofen based on the relationship between the family and the provider to licensed family child care homes and child care centers. This makes it dificult to collect comprehensive data on the sector. Several researchers have gone to great lengths to piece together a picture of providers, pricing, costs, and other economic variables in the industry, and we rely on their analyses to describe the economics of the sector. N
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	In 2016, 40 percent of children under age 6 were cared for solely by their parents, and the remaining 60 percent – nearly 13 million children – received on average 30 hours of care weekly from a non-parent. Children in non-parental care are in a variety of child care arrangements. For example, 65 percent of children under age 3 are in home-based child care, including 42 percent in relative care, and 35 percent are in center-based care. Preschool-aged children are more likely to be outside of the home with 3
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	https://nces.ed.gov/programs/digest/d18/tables/dt18_202.30.asp. 

	32 Ibid. Not including children in multiple care arrangements. 
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	out of the approximately 1.4 million low-income children under the age of 13 receiving a child care subsidy through the Child Care and Development Fund (CCDF), 77 percent were cared for in a child care center compared to 21 percent in family child care homes and 2 percent in the child’s own home.
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	Home-based child care.The number of home-based child care providers was relatively constant since 2012. Of the home-based child care providers in 2019, 91,000 were listed providers (such as a licensed family child care home), 1.1 million were unlisted paid providers (such as nannies), and 4 million were unlisted unpaid providers (such as family or friends who may or may not live with the children they care for). Figure 2 describes the same distribution in terms of the number of children served. Comparing th
	 In 2019, 5.2 million child care providers cared for 12.3 million children under the age of 13 in their homes.
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	Figure 2. Number of Children under Age 13 Served, by Type of Home-based Provider and Year 
	Figure 2. Number of Children under Age 13 Served, by Type of Home-based Provider and Year 
	Figure
	SOURCE: 2012 and 2019 NSECE home-based provider questionnaire, providers serving children under age 13. 
	SOURCE: 2012 and 2019 NSECE home-based provider questionnaire, providers serving children under age 13. 
	States must have a licensing system in place to receive federal funds but have discretion to exempt certain categories of providers (i.e., relatives), including establishing a group size threshold at which point home-based providers must become licensed. Although these licensing requirements do not guarantee high-quality care, they ensure that child care services are monitored for compliance with the minimum health and safety requirements. The licensing threshold for home-based providers varies widely by st
	34 Ofice of Child Care, Administration for Children and Families. 2021. “Characteristics of Families Served by the Child Care and Development Fund Based on Preliminary FY2019 Data Fact Sheet.” Retrieved August 17, 2021. development-fund-ccdf-based. 
	https://www.acf.hhs.gov/occ/fact-sheet/characteristics-families-served-child-care-and
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	35 Datta, A. Rupa, C. Milesi, S. Srivastava, C. Zapata-Gietl. 2021. NSECE Chartbook – Home-based Early Care and Education Providers in 2012 and 2019: Counts and Characteristics. OPRE Report 2021-85. Washington DC: Ofice of Planning, Research, and Evaluation, Administration for Children and Families, U.S. Department of Health and Human Services. 
	https://www.acf.hhs.gov/sites/default/files/documents/opre/NSECE-chartbook-homebased-may-2021.pdf. 

	states is set at three or four children.  Additionally, child care providers who are exempt from licensing may still need to comply with basic health and safety requirements if the children they care for receive federal child care financial assistance. 
	36

	Family child care homes typically charge lower prices in comparison to programs like center-based child care, but this is ofen due to lower wages for family child care providers. According to a report by Child Care Aware of America, the national average yearly cost of child care for infants to 4-year-olds was approximately $10,000 for center-based care and approximately $8,000 for family child care home-based care in 2017.
	37 

	Child care centers. Private child care provided outside of a home-based setting includes child care centers (either non-profit or for-profit), as well as school programs, summer camps, private preschools, and programs operated by religious organizations. 
	As mentioned earlier, center-based care generally tends to be more expensive than home-based care, and home-based care tends to ofer more flexible hours. Based on the latest data from the National Survey of Early Care and Education (NSECE) survey in 2012, more than half of the centers serving 3- to 5-year-olds were open less than 30 hours per week. About half of center-based care only serves children in certain age ranges. For example, approximately one-third of programs accepted children ages 3 through 5 o
	38
	range.
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	Public programs. A number of public programs provide either funding streams for child care or direct child care services, including CCDF, Head Start, the Social Services Block Grant (SSBG), and Temporary Assistance for Needy Families (TANF). The three largest programs— CCDF, Head Start, and TANF—are targeted toward low-income families with young children. Table 1 summarizes the main public child care programs. Additionally, many states ofer early care and education programs, some of which mirror federal pro
	5-year-olds.
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	36 National Center on Early Childhood Quality Assurance. 2020. “Trends in Family Child Care Home Licensing Requirements and Policies for 2017 – Research Brief #2.” March 2020. 
	37 Child Care Aware of America. 2018. The US and the High Cost of Child Care. Arlington: Child Care Aware of America. / costofcare2018.pdf?__hstc=&__hssc=&hsCtaTracking=b4367fa6-f3b9-4e6c-acf4-b5d01d0dc570%7C94d3f065-e4fc-4250-a163-bafc3defaf20. 
	https://cdn2.hubspot.net/hubfs/3957809

	38 National Survey of Early Care and Education Project Team. 2014. Characteristics of Center-based Early Care and Education Programs. OPRE Report 2014-73a. Washington DC: Ofice of Planning, Research, and Evaluation, Administration for Children and Families, U.S. Department of Health and Human Services. https:// 
	www.acf.hhs.gov/sites/default/files/documents/opre/characteristics_of_cb_ece_programs_111014.pdf. 

	39 Ibid. 
	40 GAO. 2019. Child Care and Early Education: Most States Ofer Preschool Programs and Rely on Multiple Funding Sources. GAO-19-375. Washington DC: U.S. Government Accountability Ofice. . 
	https://www.gao.gov/products/gao-19-375
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	Table 1. Public Child Care Programs* 
	Program  Child Care and  Development Fund (CCDF) 
	Program  Child Care and  Development Fund (CCDF) 
	Program  Child Care and  Development Fund (CCDF) 
	 Number  of Children  Served in FY  2019 Approximately  1.4 million 
	Funding Type Federal block grant to states,  territories, and tribes 
	Target Population Low-income working families  with children under age 13 
	Of Note Includes both the Child Care  and Development Block Grant  and Child Care Entitlement  to States. A monthly average   of 10 percent of families receiving CCDF assistance  also report receiving income  from TANF. 

	Head Start 
	Head Start 
	0.9 million 
	Federal grants to public  agencies, private  organizations, tribal  governments, and school  systems 
	Children from birth to age 5 in  low-income families 
	Ofers comprehensive   services in center-based and home-based settings.   A majority (72 percent) of children served are age 3 or 4. 

	Social Services  Block Grant  (SSBG) 
	Social Services  Block Grant  (SSBG) 
	4.6 million 
	Federal block grant to states,  territories, and tribes 
	 Low-income families with children 
	In FY 2019, 30 states  expended $273 million on  childcare services. 

	Temporary  Assistance for  Needy Families  (TANF) 
	Temporary  Assistance for  Needy Families  (TANF) 
	 Approximately 1.6 million 
	Federal block grant to states  and territories 
	Households with low income 
	In FY 2019, TANF provided  some funding for CCDF, Head  Start, and the SSBG, as well  as direct childcare services,  through combined federal  and state expenditures and  transfers. 20.5 percent of total  TANF funding went towards  early care and education in  FY 2019. 





	* We list programs that explicitly fund childcare. We do not include programs, such as the Child Tax Credit, that families may use to pay for childcare. 
	The CCDF encompasses several federal funding streams for child care assistance—discretionary funding authorized by the Child Care and Development Block Grant Act (funding commonly known as the Child Care and Development Block Grant (CCDBG)); mandatory funding authorized by Section 418 of the Social Security Act (known as Child Care Entitlement to States (CCES)); and funds related to CCES that have state maintenance-of-efort (MOE) or matching requirements. The CCDF funding is distributed to state, territory,
	The CCDF encompasses several federal funding streams for child care assistance—discretionary funding authorized by the Child Care and Development Block Grant Act (funding commonly known as the Child Care and Development Block Grant (CCDBG)); mandatory funding authorized by Section 418 of the Social Security Act (known as Child Care Entitlement to States (CCES)); and funds related to CCES that have state maintenance-of-efort (MOE) or matching requirements. The CCDF funding is distributed to state, territory,
	and tribal governments to provide child care subsidies for low-income working parents and is the primary federal funding source for these subsidies. According to preliminary FY 2019 data, approximately 1.4 million children and 857,700 families received CCDF child care assistance per month. Nationally, the monthly subsidy paid to providers by the CCDF was $319 for child home providers, $456 for family child care home providers, and $506 for child care centers. Of those families with reported income in FY 201

	The Head Start program was established in 1965 to promote school readiness for children in low-income families by ofering educational, nutritional, health, social, and other services. Head Start is administered by the Ofice of Head Start within the Administration for Children and Families (ACF) and awards federal grants directly to public agencies, private non-profit and for-profit organizations, tribal governments, and school systems. Head Start programs, including the Early Head Start program, served 894,
	support.
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	The SSBG grants flexible federal funds to states to provide services for at-risk children, adults, and families. Of the $2.9 billion in total SSBG expenditures in FY 2019, 30 states expended $0.3 billion on child care, 68 percent of which was funding transferred from TANF. In FY 2019, 4.6 million children received small-scale assistance for child care from the SSBG. 
	The TANF program provides flexible federal grants to states, territories, and tribes, which is then used to provide monthly cash assistance payments and other services (including child care) to low-income families with children. In addition to the basic TANF block grant of $16.5 billion, states must spend at least $10.3 billion of their own funds per year for TANF and TANF-related activities. In FY 2019, the combined federal TANF and state MOE expenditures and transfers was $30.9 billion, which included $3.
	Generally, the funding for public child care assistance programs is capped and subject to the Congressional annual appropriations process, which hinders the programs’ ability to provide assistance for all eligible  As an example, only 14 percent of eligible children (under federal rules) received public child care assistance in FY 2017. Additionally, the purchasing power of child care funding has decreased over time. Afer adjusting for inflation, the total funding for child care in 2018 was $1 billion less 
	families.
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	43 See GAO. 2021. Child Care: Subsidy Eligibility and Receipt, and Wait Lists. GAO-21-245R. Washington DC: U.S. Government Accountability Ofice. . 
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	of providing CCDF child care subsidies for all eligible families with incomes below 150 percent of the federal poverty level. They found that the increase in CCDF subsidies would allow about 270,000 mothers to join the labor force, increase the number of children under the age of 13 receiving assistance to two million, and reduce the number of children living in poverty by 3 
	percent.
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	Basic Economics of Child Care Supply 
	Basic Economics of Child Care Supply 
	We next outline the basic economics of the U.S. child care sector – what are the typical firm’s costs, revenue sources, and profits? How concentrated is the industry? In general, we describe a highly fragmented industry populated by small, single-establishment non-profit and for-profit firms, most of which struggle to make ends meet. Labor, the main input, is overwhelmingly provided by women (many of whom are nonwhite) who earn low wages and turnover frequently. Firms must keep costs low because their poten
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	In the section following this one, we explain how several market failures help explain the current state of the U.S. child care sector. In particular, parents are asked to pay for child care when they can least aford it. And, even though most families’ incomes and savings increase as their children age, they are unlikely to be able to borrow against their future savings to cover child care costs. This is an example of what economists describe as liquidity constraints, a classic market failure, which argues 
	Revenues. Several factors influence what families are willing to pay out of pocket for child care services. Many families make the concrete calculation of the costs of care relative to the income the parent (typically the mother) would earn if they worked outside the home. For many households, what economists describe as the “outside option” – in other words, not paying for the service altogether and leaving the labor force – puts an upper bound on what they are willing to pay. For other families, such as s
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	https://www.acf.hhs.gov/sites/default

	47 In a survey of literature, Morrissey 2017 finds that estimates of the elasticity of maternal employment to early care and education costs in the United States vary widely (between -0.05 and -1.1), but most estimates are on the order of -0.1, implying a 10 percent decrease in price would increase maternal employment by about 1 percent. The price of child care may also impact the intensive margin of employment (i.e., number of hours worked rather than just the decision to work at all). Bettendorf, Jongen, 
	https://doi.org/10.1016/j

	Among families with children under age 5 that pay for child care, average child care spending amounted to 13 percent of family income in 2017. According to the U.S. Department of Health and Human Services (HHS), child care is considered afordable if it costs families no more than 7 percent of their income. Most working families (more than 60 percent) exceed this level of expenditures for center-based child care, and this is true by parents’ marital status, race, age, or education level, and across a broad r
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	levels.
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	Costs. Given the needs of young children, child care is very labor-intensive and a large share of the typical facility’s costs are wages for the providers. Figure 3, from a report by the Center for American Progress, suggests that wages are at least 50-60 percent of expenses, based on U.S. averages. The Figure also highlights how labor is a larger share of expenditures when the care is for younger children, especially infants, since they require more oversight and thus more adults per child. Labor and other
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	Figure 3 does not reflect diferences across sources of care as it only describes licensed child care centers. Informal providers may be able to pay lower salaries, but they also likely have lower non-salary costs as many use existing space in community buildings or people’s homes and so do not have a direct occupancy cost. On net, salaries likely account for a larger share of total costs for less formal care establishments, although it is dificult to collect systematic data on informal providers. So, given 
	Wages and provider turnover. Across the United States, child care workers are paid little and have high rates of turnover, and many report experiencing high stress and economic insecurity. In turn, most early childhood education workers lack collective bargaining rights, making it dificult for them to advocate for better working  By contrast, unionization rates are much higher among K-12 teachers. 
	conditions.
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	The Center for the Study of Child Care Employment reports wages for the more than 1,000,000 workers in the sector, covering both licensed and some informal care  With average annual pay of $24,230, child care workers are in the second percentile of all occupations. Based on these low wages, more than 15 percent of child care workers are below the poverty line in 41 states, and almost 35 percent are below the poverty line in the District of Columbia. Similarly, nearly half of child care workers use public as
	providers.
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	Demographically, 95 percent of early childhood education workers are women and over one-third are people of  Additionally, 87 percent of center-based teachers serving 3- to 5-year-old children had at least some college 
	color.
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	education.
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	The child care industry experiences a significant amount of provider turnover. National estimates suggest that 26 to 40 percent of the workforce leaves their job each year, even though developmental professionals have noted the importance of consistency and routines to children’s  In surveys, early childhood educators report high levels of burnout and stress, although this is mediated when workers have more control over their work 
	experiences.
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	environments.
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	by parents, relatives, friends, or domestic workers).” 
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	Several researchers from the University of Virginia set out to study the link between pay and provider retention in  They ofered teachers at a randomly selected set of sites $1,500 if they stayed in their current position. They found that nearly a quarter of teachers who were not selected to receive payments were no longer at their sites afer eight months. These modest bonuses had large impacts, cutting departures nearly in half to 13 percent. In follow-up surveys, the teachers described how they used their
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	Not only is labor an important part of child care costs, but the adults who care for young children play a critical role in children’s early development as well as their growth through life. And psychologists suggest that common and consistent daily routines contribute stability and predictability to a child’s life, which greatly enhances their well-being and  Daily routines may be especially helpful for children from high stress environments, where consistent scheduling is thought to counter some of the po
	health.
	59
	environments.
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	Profits. Guidance for providers emphasizes the importance of minimizing bad debt and maintaining full  Many child care facilities are relatively small, so even if all families pay what they owe, a month or two without full enrollment can erase their margins. To avoid these dificulties, some child care facilities are operated as non-profits or are afiliated with religious or community organizations. Some of these facilities receive direct or indirect subsidies, such as free space or below-market leases. 
	 Most for-profit child care facilities operate on razor-thin profit margins that are usually less than 1 percent.
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	Industry structure. The child care market is extremely difuse, and the modal provider cares for two children and is unpaid (see Figure 2  There are some for-profit chains, but the 10 largest providers (KinderCare Education, with capacity for 200,000 children, and Learning Care Group, with capacity for 130,000, are the two largest) care for less than 6 percent of the  On-site or near-site child care at workplaces is only available at 7 percent of employers, with larger companies (1,000 or more employees) mor
	above).
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	The difuse and unconcentrated nature of the industry may be an outcome of the low margins: if profits are low and there are few economies of scale (i.e., few advantages to operating a large chain compared to an individual establishment), there is little incentive for individual firms to grow. 
	Nearly a third of the licensed facilities are non-profit or governmental establishments. The U.S. Census Bureau estimates that 47 percent of the $48 billion in total operating revenue for child care services in 2019 (primarily reflecting center-based care) came from federal and state government  This likely overstates the true government share of expenditures as the data do not easily capture family spending on informal arrangements. 
	expenditures.
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	In sum, the industry is constrained to charge low prices to keep services afordable for families. It survives with non-profit donations and public funding, and by keeping costs low by cycling through low-wage, non-unionized providers, many of whom rely on public services for their own economic needs. 


	Low Supply and Child Care Deserts 
	Low Supply and Child Care Deserts 
	Given the tenuous state of most child care facilities’ finances, it is perhaps not surprising that the overall number of facilities is low relative to the number of young children. 
	A series of research papers have developed approaches to measure the supply of child care facilities and have provided an in-depth picture of the options available to families around the country. The Center for American Progress uses the approximately 75,000 census tracts (defined by the U.S. Census Bureau as encompassing roughly 4,000 people) around the country to identify areas where there are more than three young children for every licensed child care slot. Drawing on the notion of food deserts, they de
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	68 The Universal Child Care and Early Learning Act, introduced by Senator Elizabeth Warren and Representative Mondaire Jones, recognizes disparities in access to child care facilities, as well as the low economies of scale in the industry, discussed above. The bill authorizes funding for technical assistance for individual entrepreneurs to start child care facilities. People from the local communities may be best poised to serve their neighborhood’s needs. 

	Figure 4: Prevalence of Child Care Deserts by Income Quintile 
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	Share of census tracts that are child care deserts, by ubanicity and median family income quintile (percent) 
	50.3 54.1 40.8 Top Quintile Rural SOURCE: Center for American Progress 46.5 Bottom Quintile Bottom QuintileQuintile Bottom QuintileQuintile Top Top Suburban Urban 
	However, proximity to child care facilities is but one dimension of access to care. The cost of the care, proximity to a parent’s workplace, hours of operation, services for children with diferent abilities, cultural and language fit, and other dimensions also influence parents’ child care choices. Researchers have incorporated some of these attributes in expanded depictions of child care supply. For example, Elizabeth Davis, Won Lee, and Aaron Sojourner measure access to child care facilities accounting fo
	drive.
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	Without nearby child care providers, families spend a lot of time and money just getting to and from the existing options. Unlike K-12 education, transportation is not typically provided as part of the service. Jonathan Borowsky, Elizabeth Davis, and Aaron Sojourner use data from Minnesota on families using child care subsidies and find that over 75 percent of families choose a provider within five miles of their home. Examining the full suite of child care options available to the families, they find that 
	closer.
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	It may be tempting to interpret long waitlists, which many people experience anecdotally, as additional evidence of excess demand relative to supply. Because it is relatively costless to join a waiting list, economists are generally reluctant to interpret this as evidence of supply constraints. But the hassle of applying to multiple child care centers, evaluating the right match for their family, and waiting 
	It may be tempting to interpret long waitlists, which many people experience anecdotally, as additional evidence of excess demand relative to supply. Because it is relatively costless to join a waiting list, economists are generally reluctant to interpret this as evidence of supply constraints. But the hassle of applying to multiple child care centers, evaluating the right match for their family, and waiting 
	69  Davis, Elizabeth E., Won F. Lee, Aaron Sojourner. 2019. “Family-Centered Measures of Access to Early Care and Education.” Early Childhood Research Quarterly 47:  472–486. 70  Borowsky, Jonathan, Elizabeth Davis, and Aaron Sojourner. 2021. “How Far Will They Go? Choice and Distance in Subsidized Child Care.” Working paper. 
	for slots to open adds to the time and mental energy that parents spend finding the right child care solution. Through that process, some give up. The general picture emerging from the literature is of struggling enterprises and parents struggling to find child care options nearby. The next section describes how unaddressed market failures have led to this situation. 

	The pandemic has made a bad situation worse. Over the first eight months of the pandemic, 166,000 workers in the child care industry lost their jobs. And the child care industry was 83 percent smaller in October 2020 than it was in February 2020. To emerge stronger from the pandemic, public and private facilities will need to make significant investments in finding locations, hiring staf, and restarting operations. Until they do, the existing metrics of child care deserts will underestimate the experiences 
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	Physical Structures Are Not Well Maintained 
	Physical Structures Are Not Well Maintained 
	In any industry, firms ofen defer maintenance when they face low margins and regularly confront the possibility they will need to close. The child care sector is no exception, and evidence suggests that many of the physical structures that shelter the nation’s children for most of their days are in poor repair. A 2019 report by the Bipartisan Policy Center noted that: 
	The U.S. Department Health and Human Services Ofice of the Inspector General, in an investigation across 10 states, found that 
	96 percent of child care programs receiving Child Care and Development Fund dollars had one or more potentially hazardous 
	conditions, such as broken or unlocked gates, water damage, or chemicals within reach of young children. Furthermore, a 2011 
	statewide study conducted in Massachusetts found excessive levels of carbon dioxide in child care facilities throughout the state, 
	as well as insuficient ventilation systems and furnishings that contained formaldehyde. The study also found that nearly 70 
	percent of programs lack classroom sinks, which has negative impacts on infection control and children’s hygienic 
	practices.
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	The report concluded that, “the challenges plaguing child care facilities are part of a greater infrastructure problem in the United States.”
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	Inequities in Child Care Supply 
	Inequities in Child Care Supply 
	The dificulties facing the child care industry are magnified for children in low-income families, children whose parents are below the median level of educational attainment, and nonwhite children. Existing public programs, which target low-income families, serve a small fraction of eligible families. The CCDF is the largest source of federal funding for child care assistance and funds state-administered child care subsidies for low-income families. However, as of FY 2017, just 14 percent of children eligib
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	75 Cascio 2021. 
	 Given diferences in family income and educational attainment across racial and ethnic groups, this percentage diference is even larger for Black and Hispanic families. In a 2016 survey of Black women and Latinas, the majority indicated that cost is the primary reason for dificulty in finding reliable, high-quality child care.
	points below enrollment rates in households above 185 percent of the poverty threshold.
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	Poor families who might not have access to federally funded programs and pay for care spent approximately 30 percent of their  Moreover, 95 percent of low-income working families would need to spend more than the federal affordability benchmark of 7 percent on licensed child care.
	income on child care—considerably more than the national average.
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	The availability of licensed child care is similarly unequal, although the literature suggests that some factors may be related to demand as well as supply. While 51 percent of Americans live in neighborhoods classified as child care deserts (measured as communities in which the ratio of young children to licensed child care capacity is greater than three) nearly 60 percent of Hispanic and Latino families live in neighborhoods that are considered child care deserts and three out of five rural communities ar
	considered child care deserts.
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	These inequities are particularly troubling since research on the benefits of early education programs suggests that children from low-income families stand to gain the most, and providing access to high-quality programs can reduce about half of the achievement 
	gap in test scores between high- and low-income children.
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	WHY THE PRIVATE MARKET DOES NOT PROVIDE ENOUGH HIGH-QUALITY CHILD CARE 


	Private enterprises are the engines of economic well-being, and free market competition provides many benefits to society. But sometimes fundamental economic forces hamper the ability of private funding to deliver adequate services. In the case of child care supply, several “market failures” weaken private entities, which helps explain why the current U.S. system does not provide adequate child care options for many families. 
	Private enterprises are the engines of economic well-being, and free market competition provides many benefits to society. But sometimes fundamental economic forces hamper the ability of private funding to deliver adequate services. In the case of child care supply, several “market failures” weaken private entities, which helps explain why the current U.S. system does not provide adequate child care options for many families. 
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	Liquidity Constraints 
	Liquidity Constraints 
	As documented above, child care costs can represent a significant share of parents’ current incomes and an even larger share of their net pay. However, most people have children relatively early in their working lives but earn higher incomes as they gain more experience and their careers progress. In addition to having higher income over time, many households accumulate wealth as they pay of their mortgage and amass savings in retirement accounts. 
	Figure 5 below summarizes net wealth for the average family with children relative to the year their first child was born using data from a nationally representative 
	survey.
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	Figure 5: Median Family Net Wealth Relative to Birth of First Child 
	Figure 5: Median Family Net Wealth Relative to Birth of First Child 
	For births from 2001-2018, in constant 2019 dollars (thousands) 
	40 30 20 10
	The substantial costs of child care are largest, on average, in the five years afer the birth of a family’s first child. These expenses arise when parents find themselves in the worst position to aford them; through their adult lives, this is when parental savings reach their nadir. By the time the median family’s first child reaches age 16, they will have over three times as much wealth as they did in those initial years. 
	Knowing they will earn more over time and accumulate savings, and particularly if they think they will face an earnings penalty for taking time out of the labor force when their children are young, some parents might want to borrow money to pay for child care. This is similar to the way that people borrow to pay for a college education, knowing that it will very likely pay of over time in the form of higher earnings. But no banks of which we are aware ofer loans to pay for child care, so it can be dificult 
	82 Net wealth measures equities, business/farm assets, checking/savings accounts, real estate and home equity, vehicles, retirement accounts, and other assorted assets. It is net of all associated debts (e.g., mortgages), plus debt from credit cards, student loans, family loans, and medical, legal, and other assorted debts. 
	For example, thinking purely about the impact on earnings, a parent who risked a 20 percent earnings penalty 15 years afer the birth of their child for taking 18 months out of the labor force should be willing to pay their entire paycheck for child care to avoid the 18-month employment gap. But borrowing this amount of money would involve huge risks for an individual family, and no bank would ofer a loan to a family for 100 percent of their income on the promise that, based on statistical averages, they wou
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	While liquidity constraints are exacerbated for parents at the low end of the income distribution, the point is distinct from simply highlighting the general financial instability faced by many families. Increased income inequality in the U.S. economy is certainly an issue, but it should be addressed by confronting the larger structural issues that lead to it, as the President is doing through other actions, such as the Executive Order on Promoting Competition in the American Economy or the Child Tax Credit

	Child Care Creates Positive Spillovers 
	Child Care Creates Positive Spillovers 
	The benefits of child care and early childhood education spill over to others, who are not themselves paying for the care. As described in the introduction, multiple researchers have found that children who attend early childhood education and care programs stay in school longer, commit fewer crimes, and stay healthier over their lifetimes, thereby imposing fewer burdens on the healthcare industry. In economic terms, providing child care creates positive externalities, and fundamental economic principles pr
	James Heckman, along with several co-authors, has quantified the benefits of early childhood education programs to society. In an exciting research innovation, they measure the spillovers to society, including to the children and siblings of people who were provided child care compared to a control group of similar people who were randomized out of the program. They calculate that a dollar invested in preschool programs pays of more than nine times over in terms of benefits to  For example, children of peop
	society.
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	Importance of Quality 
	Importance of Quality 
	While liquidity constraints and social spillovers may lead parents to underinvest in any form of child care or early childhood education, it is also important to consider choices about the type of experience for children. One important distinction is between care and more formal education. Typically, the older the child, the more likely the program is to involve a substantial amount of education, while experiences for younger children and infants are mainly geared at keeping children cared for, safe, and no
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	Several recent analyses have found that the outcomes for children in non-parental care are less promising and, in several cases, negative. For example, the Canadian province of Quebec expanded access to care for very young children by ofering universal subsidies, which allowed any parent care for $5 per day. Michael Baker, Jonathan Gruber and Kevin Milligan found that afer the program started, young children in Quebec eligible for the care were more anxious and more likely to engage in aggressive behavior i
	school.
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	children.
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	 Similarly, Norway’s universal preschool programs led to higher lifetime earnings.
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	There are several reasons why markets, lef to their own devices, will not deliver high-quality care. For one, a rich literature in economics documents the ineficiencies associated with principal-agent relationships, where in this case, the provider is acting as the parent’s agent in taking care of the child. It can be dificult for the parent to obtain information about the child’s experience, especially for preverbal children. Challenges assessing quality, combined with the likely importance of the experien

	Larger Structural Issues Contribute to Underpaid Child Care Workers 
	Larger Structural Issues Contribute to Underpaid Child Care Workers 
	As we described above, child care provision is labor-intensive and women, disproportionately women of color, are the primary providers. Women and people of color are undervalued and underpaid in the U.S. labor market, which contributes to low operating costs in the child care industry. 
	The economics literature has documented a persistent gender pay gap between women and men. The commonly cited pay gap metric is the earnings-ratio for the median full-time female-to-male worker, which was 0.82 in 2019. An alternate metric – ofen preferred by economists – is the gender “residual,” meaning the female-to-male earnings gap afer controlling for observable diferences such as education, experience, industry, and occupation. In 2010, this ratio was approximately 0.92 – leaving an unexplained 8 perc
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	The literature is still sorting out the extent to which the gender pay gap reflects discrimination, decisions about human capital investment, and other factors. However, there is evidence of overt discrimination and other systemic factors which directly decrease 
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	women’s wages. Recent papers have highlighted several mechanisms, including diferent approaches to bargaining (particularly when a woman would potentially bargain with a male supervisor), diminished credit for group work, harsher penalties for mistakes, and reduced benefits for producing good  Consequently, it is likely that women are disproportionately drawn to work in child care at low wages because their options in other industries are constrained by discrimination. 
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	outcomes.
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	Similarly, economists have documented a persistent racial pay gap and considerable evidence of racial discrimination exists. An extensive literature has attempted to quantify how much of the observed pay gap is attributable to direct racial discrimination. One such study analyzes initial wages ofers made to black and white unemployed  In order to compare like with like, the study matches workers with similar wages in their previous job, arguing that prior wages are a direct signal of the worker’s value to a
	workers.
	95

	Other researchers have documented direct evidence of discrimination by studying discrimination against “distinctively black names.” In one experiment, fictitious resumes with “white-sounding names” received 50 percent more callbacks from employers than those with “black-sounding names,” despite the names being randomly assigned to  Subsequent replications and extensions of that study have reached the same conclusion, although the magnitudes of the efects varied. A recent version of this experiment found tha
	resumes.
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	These experimental results speak to discrimination in hiring, but can they result in wage gaps as well? Early theoretical work suggested that discrimination by some firms would not lead to discriminatory results in the aggregate. The argument held that nondiscriminatory firms would take advantage of the market ineficiency introduced by others’ refusal to hire productive However, from the perspective of now-canonical search-and-match models of the labor market, this result need not hold. If some employers di
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	employees.
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	Profits in the child care industry may benefit from unfairness in the labor market, and simply increasing revenues to this sector will not solve the problems arising from gender and racial discrimination. Instead, more direct strategies aimed specifically at improving 
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	labor market conditions can more efectively help ofset the negative impact of unequal labor market treatment. That being said, some of the economic incidence of increased public support for child care will likely accrue to workers, indicating that such a strategy may raise wages and improve benefits for employees in the child care sector. 
	BIDEN ADMINISTRATION PROPOSALS TO EXPAND  THE SUPPLY OF CHILD CARE 


	As highlighted earlier in this paper, increasing access to high-quality, afordable child care is essential to investing in the future of the American labor force. The White House’s Build Back Better Agenda, which includes the American Families Plan (AFP) and some elements of the American Jobs Plan, would help lower child care costs by building the supply of high-quality child care, providing low-and middle-income families with subsidies so that they pay no more than 7 percent of their income on high-quality
	As highlighted earlier in this paper, increasing access to high-quality, afordable child care is essential to investing in the future of the American labor force. The White House’s Build Back Better Agenda, which includes the American Families Plan (AFP) and some elements of the American Jobs Plan, would help lower child care costs by building the supply of high-quality child care, providing low-and middle-income families with subsidies so that they pay no more than 7 percent of their income on high-quality
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	Child Care for American Families Program 
	Child Care for American Families Program 
	The President’s plan will cut costs of child care by more than half for most American families, and enable them to access more convenient, higher quality care where workers receive a better wage and benefits. His plan fully covers the cost of high-quality child care for young children for the most hard-pressed working families, and ensures that families earning up to 1.5 times their state’s median income will pay no more than 7 percent of their income for high-quality child care for all children under age 5

	Child and Dependent Care Tax Credit 
	Child and Dependent Care Tax Credit 
	Under the Build Back Better Agenda, the temporary expansion of the CDCTC, enacted under the American Rescue Plan (ARP), would become permanent. The CDCTC allows taxpayers to deduct a percentage of expenses incurred for the care of a child under 13 years old or a dependent who is unable to care for themselves. The credit is designed to help taxpayers work, look for work, or go to school. Under the ARP, the CDCTC was made refundable, allowed a higher level of maximum expenses, and increased the credit rate fo
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	credit-faqs. 
	100 U.S. Internal Revenue Service. 2021. “Child and Dependent Care Tax Credit FAQs.” June 14, 2021. https://www.irs.gov/newsroom/child-and-dependent-care-tax
	-


	101 Crandall-Hollick, Margot L. 2021. “The Child and Dependent Care Tax Credit (CDCTC): Temporary Expansion for 2021 Under the American Rescue Plan Act of 2021.” Congressional Research Service, May 10, 2021. . 
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	Support Employers to Build On-Site Child Care Facilities 
	Support Employers to Build On-Site Child Care Facilities 
	The President is calling for an expanded tax credit to encourage businesses to build child care facilities at places of work. Employers will receive 50 percent of the first $1 million of construction costs per facility so that employees can enjoy the peace of mind and convenience that comes with on-site child care. 

	Universal Preschool 
	Universal Preschool 
	The universal preschool program proposed in the AFP would increase access to free, high-quality child care for all 3- and 4-yearolds in the country. Between 1985 and 2019, the number of children enrolled in pre-kindergarten increased from 0.2 million to 1.5 million, which is still only about one-fifh of all preschool-aged children in the United States.
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	This program would allow children to attend preschool in a variety of settings (including licensed family child care providers, child care centers, Head Start, and public schools) by implementing a mixed-delivery system. The universal preschool program would include funding for states, territories, and tribes to upgrade and expand their preschool systems, and matching funding from states would be phased in over time. 
	The universal preschool program would also include higher wages for early childhood educators. This program would provide a living wage for all employees in participating preschool and Head Start programs and include pay increases for teachers to retain well-qualified educators. It is important to reduce turnover among Head Start teachers as Head Start is expected to be an integral part of the expansion of preschool services. 

	Paid Leave 
	Paid Leave 
	Currently, there are no federal requirements for paid family or sick leave. The Family and Medical Leave Act provides certain employees with up to 12 weeks of unpaid, job-protected leave per year and requires their group health benefits be maintained during leave, while the Federal Employee Paid Leave Act makes paid parental leave in connection with a qualifying birth or placement (for adoption or foster care) available to certain categories of federal civilian employees. The AFP, however, proposes establis
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	While not a direct child care program, more flexible leave policies complement child care services by making it easier for parents to care for their children during extraordinary times. For example, child care centers ofen do not accept infants younger than 6 weeks old. The President’s proposal would ensure partial wage replacement for workers to care for a newborn child or deal with other life events that can place strain on parents of young children, such as a seriously ill family member, a family member’
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	of the program, and ensure workers get three days of bereavement leave per year starting in year one. This program would be funded using tax reforms proposed in the AFP. 
	In summary, the Build Back Better Agenda proposals discussed above may benefit families by providing millions of children with access to high-quality, afordable child care and free, high-quality preschool. Additionally, these proposals could help place money back in the pockets of American families. Eligible families would save more than half of their current spending on child care through the subsidy program, while receiving higher quality care. Other families could choose to receive up to $8,000 (or $4,00
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	CONCLUSION 
	CONCLUSION 
	The future economic growth of our country rests on the opportunities we create for our children. Decades of social science research emphasize the significance of early childhood experiences and show that high-quality care can have lasting positive impacts on people’s lives. However, the United States currently lags most developed countries in how we educate young children. 
	We have outlined many problems currently faced by the nation’s child care sector, including low revenues, thin profit margins, low numbers of providers relative to the number of young children, and low pay for workers. We have also described the fundamental economic principles that underlie those problems. Parents of young children face severe liquidity constraints, so their options for afordable child care are limited and child care center revenues are constrained. Some parents, ordinarily mothers, end up 
	The President’s proposals will address these market failures by providing funding to parents at the nadir of their lifetime liquidity. Some of these funds also need to target child care directly, and not only be pure grants, given the positive externalities associated with child care and the economic principle that societies benefit when governments subsidize goods that create positive externalities. Finally, as discussed above, the President’s proposals may allow some providers to earn higher wages and rec
	Many of the President’s other policies, beyond those specifically related to child care, will also help address the market failures we identified. Notably, the expanded Child Tax Credit, which includes substantially higher tax credits paid monthly, will begin to overcome liquidity problems by providing families with young children additional resources they may use to pay for child care. More generally, the Administration’s actions that help reduce income inequality will also help low-income households pay f
	In basic economic terms, the President’s proposals will expand both demand for and supply of child care. With expanded demand, 
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	more children will have access to the rich early experiences and more parents will be able to choose to remain in the labor force. Some of the President’s proposals will also increase supply, including the Child Care for American Families Program, which will help drive prices down and decrease child care costs for American families. 
	A well-funded child care sector will help parents remain in the labor force, work the number of hours and schedule that are best for their career and family, earn a living, and join in our shared economic prosperity. And it will help prepare our children for the future. The President’s proposals are crucial to maintaining our economic success. 
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