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Document 9: ELC labour market impact evidence summary

Several studies have been conducted in order to establish the link between provision
of funded ELC and parental (esp. mothers’) labour market participation. Those
reports that are most relevant in the Scottish context are summarised below.

Health Scotland

As part of the evaluation of the ELC policy NHS Health Scotland prepared a rapid
evidence review, focussing on parental outcomes as a result of children attending
ELC. These include direct impacts associated with childcare costs and the indirect
impact of increasing parental ability to return to or seek employment, training or
education.

The evidence review concluded that to meet parental needs, ELC for pre-school
children needs to be affordable, flexible and available and that the provision of
affordable, flexible ELC can have a positive impact on maternal employment rates.
Other determinants of employability may be required along with ELC to promote
maternal employment

ELC provision of more than 30 hours per week that is affordable (around 10% of net
family income) may increase maternal employment. Likewise, reducing ELC costs
may increase labour market participation rates among mothers with lower skills and
educational attainment.

High quality regulated ELC, with educational/learning content, has the potential to
impact positively on parents and children. Some lower socio-economic groups may
experience the double burden of little access to informal care as well as unaffordable
formal care beyond the free entitlement.

ASU analysis

To assess past labour market developments specifically in the Scottish context, we
have conducted our own analysis using Labour Force Survey data but restricting the
sample to respondents in Scotland. '

This analysis found that women with school-age children are more often in (full-time)
employment than mothers with ELC age children. Full-time employment for women
without children is highest. This pattern is reversed for fathers.

The employment patterns for a range of subgroups (men/women with children of
ELC age/school age/no children) has remained approximately stable over the last 15
years, although full-time employment for men in all subgroups has increased slightly.

No measurable causal effect of the number of funded ELC hours on the number of
hours worked per week has been found.

IFS report

1 [Document 20 - Internal paper - ELC labour market impact - Saved 2017]



The ASU findings are in line with a recent IFS working paper? on funded childcare
and parental labour supply in the UK which found that the provision of free part-time
childcare has “little, if any, causal impact on the labour market outcomes of mothers
or fathers. Measuring employment changes once children enter primary school
suggests however, that increasing the number of hours of free childcare to cover a
full school day may lead to increases in the labour supply of mothers, but only if their
youngest child is eligible.

Mothers whose youngest child becomes eligible for free part-time childcare are
found no more likely to be in work than mothers whose youngest child is eligible for
no free care. There are no effects for fathers or for mothers for whom it is not their
youngest child who is eligible. When the child is entitled to full-day childcare, the
probability of mothers entering the labour force increases by 5.2 percentage points in
the first term of entitlement. Of those moving into the labour force, around a third (1.9
percentage points) move into work — mostly ‘short’ part-time work (1-15 hours per
week). Note, however, that in the Scottish context this implies that at most 1,500
mothers might start working as a result of the policy.

HMRC impact assessment for TFC

HMRC'’s impact assessment of tax-free childcare?® collects and presents evidence on
how changes to the prices of childcare affect mothers’ labour market participation
rates. Most of the cited studies suggest a positive correlation between lower prices
and higher employment rates among mothers.

While this research is mostly international, there are UK-level estimates that over
half of non-working mothers would prefer to work if they could arrange adequate
childcare that is affordable to them.

GUS

As part of the Growing Up in Scotland study, a descriptive analysis of maternal
employment has been conducted to compare parental employment between birth
cohorts.* While this gives some general insights into employment patters, it does not
establish a causal link between funded ELC and employment.

Mothers who had a child born in 2010/11 were more likely to be employed than those
born in 2004/05. In both cohorts, the proportion of mothers who were employed
increased as the cohort children grew older. The proportion of mothers who looking
for work between the cohorts did not change which suggests that barriers to
maternal employment have not eased over time.

Mothers who gave up work after having a child tended to live in less advantaged
circumstances than mothers who remained in or returned to work after childbirth.

2 https://www.ifs.org.uk/uploads/publications/wps/WP201622.pdf
3 https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/377091/Tax-
free_childcare_Impact_Assessment.pdf

4 [Document 16 - Draft GUS Maternal employment report 2017 (link provided to final)]
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https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/377091/Tax-free_childcare_Impact_Assessment.pdf

The main reasons given for not returning to work were no suitable jobs available,
childcare issues, and preferring to stay at home to look after their child or children.

At the time the child was aged 10 months, by far the most commonly referenced
reason was a lack of suitable jobs (53% of mothers who were looking for work
quoted this). By the time the child was aged 5 this had dropped to around a quarter
of mothers looking for work.

Issues with childcare included difficulties with arranging childcare and cost of
childcare. Perception of childcare as barrier changed over time: while just 15% of
mothers of 10 month old children referenced childcare issues as a barrier to finding
work, 25% of mothers of 5 year olds did so.

Childcare issues appeared to be a more relevant barrier among single mothers. For
example, at the time the child was aged 10 months, 19% of single mothers quoted
childcare issues as a barrier to finding work, compared with 10% of partnered
mothers.



Document 10: Email chain — analyst response to press queries

From: [Redacted - Section 38(1)(b) — Personal Data]
Sent: 16 January 2014 11:22
To: [Redacted - Section 38(1)(b) — Personal Data]

Subject: RE: SG response to Childcare paper questions
Importance: High

[Redacted - Section 38(1)(b) — Personal Data]

| would approach the response in a similar vein as do the OECD; by noting that
childcare policy, as an important part of a wider package of policy measures, which
will include parental leave, promotion of family-friendly work practices, can be
expected to have positive and lasting impacts on country participation rates,
especially for women. Without such childcare, barriers to work will remain. So
although we don’t know what the size of the response will be, we know it will be
positive and we can safely say that without childcare in place, barriers to work will
remain.

Some general lines here from EU and OECD around childcare and its role in
promoting female labour force participation;

e The availability of high quality childcare is a priority for the European Union
and was set out as an objective by the Barcelona European Council in 2002.
As well as being beneficial to young children’s development, high quality
affordable childcare is also an important factor in removing barriers and
disincentives to female labour force participation (Barcelona Objectives,
2013). The increased labour force participation of women is seen as key in
achieving the Barcelona objective of an employment rate of 75% by 2020.

e As noted by the OECD (2011 Doing Better for Families), childcare constraints
play an important role in parents’ work decisions. The provision of more
comprehensive childcare serves to remove barriers to employment,
particularly for sole parents and for those on low and middle incomes. The
increased labour force participation of parents, and in particular of women,
can help lift families out of poverty toward a more prosperous future. Barnett &
Ackerman (2006) cite evidence from the US Abecedarian childcare
programme showing that for parents participating in the full day, year-round
childcare programme, longer term benefits to parents included higher
earnings of approximately US$3,085 per annum.

e Several studies have found positive and significant impacts on female labour
supply of changes in childcare policy which make childcare more affordable
and accessible to parents. A summary of recent papers is given in Gong, X et
al (2010) Institute for the Study of Labour discussion paper.



On Norway and Sweden in particular;

e As per OECD (2011) public spending on childcare and preschool services
from birth up to and including 5-year-olds as a percentage of GDP varies
considerably across the OECD. It is highest in Denmark and other Nordic
countries. These countries are generally among the countries with the highest
participation rates, except for Finland, because of the widely used entitlement
to home-care leave.

e Families in Sweden benefit from a universal legal entitlement to early learning
and childcare from age 1 to school starting age. Parent fees are means tested
and capped nationally. Provision offers all-year and full-day care. On average
parents use 33 hours of childcare per week for children aged 1-3 and
attendance is high, with almost all 3-5 year olds attending, 94%, 88% of two-
year olds and 48% of one year olds attending

e Similarly in Norway, families benefit from a comprehensive universal
entitlement from age one to school start at age 6. Parent fees are similarly low
and depend on income and are also capped and set nationally.

e Almost 90% of all one to five year olds attended formal early learning and
childcare in 2010 and this allowed high rates of employment among mothers;
in 2011 83% of mothers with children age one or two were in employment.

Happy to have further chat over phone, how are you getting on with rest of
response?

[Redacted - Section 38(1)(b) — Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]
Sent: 16 January 2014 10:17

To: [Redacted - Section 38(1)(b) — Personal Data]
Cc: [Redacted - Section 38(1)(b) — Personal Data]

Subject: RE: SG response to Childcare paper questions

Of course, will do.

From: [Redacted - Section 38(1)(b) — Personal Data]
Sent: 16 January 2014 10:08



To: [Redacted - Section 38(1)(b) — Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data]
Subject: FW: SG response to Childcare paper questions
Importance: High

[Redacted - Section 38(1)(b) — Personal Data],

To see below (and apologies for this appearing from nowhere!). Can you dig out
lines on Norway and Sweden’s childcare systems, referencing the international
review? Also, can you give a couple of lines on the OECD evidence on the
importance of childcare in helping women return to work?

Happy to discuss,

[Redacted - Section 38(1)(b) — Personal Data]
[Redacted - Section 38(1)(b) — Personal Data]

Economic Adviser
Economic Analysis: Strategy and Policy | OCEA
4WR | St Andrews House | [Redacted - Section 38(1)(b) — Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 16 January 2014 09:25

To: [Redacted - Section 38(1)(b) — Personal Data] Laing SG (Shirley); [Redacted -
Section 38(1)(b) — Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data] Communications Smarter
Subject: FW: SG response to Childcare paper questions

All,

Please see below from the Herald following up last night’s traffic. What can we say in
response to his follow-up points, noting the journalist’'s apparent deadline of midday?

Thanks,

[Redacted - Section 38(1)(b) — Personal Data]



From: [Redacted - Section 38(1)(b) — Personal Data]
Sent: 15 January 2014 20:26

To: [Redacted - Section 38(1)(b) — Personal Data]
Subject: Fw: SG response to Childcare paper questions

Smarter Comms,

[Redacted - Section 38(1)(b) — Personal Datalhas come back on the response we
issued him this evening. Please see his comments below. He wants an updated
answer by 12 noon tomorrow.

Can one of you take this forward in the morning.

Many thanks.

[Redacted - Section 38(1)(b) — Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data — external information]
Sent: Wednesday, January 15, 2014 08:04 PM GMT Standard Time

To: [Redacted - Section 38(1)(b) — Personal Data]

Subject: RE: SG response to Childcare paper questions

Hi [Redacted - Section 38(1)(b) — Personal Data]

Childcare Paper — Herald Questions

Q. Given that this paper presents figures based on existing data rather than showing
how a six per cent increase in female participation would be achieved, what
evidence do we have the policy in the White Paper would lead to a six per cent rise
in female participation as asserted?

A. Improving access to childcare will reduce what is consistently cited as being one
of the key barriers faced by some parents with young families when seeking
employment, particularly women. The scenarios modelled are based on Scotland
achieving female participation levels seen in other OECD countries.

This is not an answer to the question.

| asked what evidence you had that the specific childcare policy advanced in the
White Paper would lead to the 6% rise in female economic activity modelled for in
the recent economic analysis.

You have offered no evidence, merely repeated what the economic analysis does.



Q: | repeat, do you have any evidence showing the specific policy will deliver the 6%
rise you cite?

Q. Is the childcare policy guaranteed to be self-financing?

The initial extension to childcare will be funded from the savings and increased
revenues laid out in ‘Scotland’s Future, which includes savings from areas such as
defence and security spending.

By the end of the first Parliament after independence, vulnerable 2 years olds and all
3 and 4 years olds will be entitled to 1,140 hours of childcare a year, with a further
investment of £600 million from the Scottish Government.

As the paper makes clear, increasing the number of people active in the labour
market increases the level of economic activity in the Scottish economy, and
increases tax revenues, making a crucial contribution towards delivering
transformational change in childcare provision. The ability to retain in full the
additional tax revenues and benefit savings arising from an expansion in
participation would make a crucial contribution towards our ability to deliver
transformational change in childcare provision.

| note you do not answer in the affirmative.

You say instead there would be a "crucial contribution".

Q: What is the size of this contribution, if known?

Q. What are the “unique implications for the economy and budgetary impacts” of the
specific proposal referred to in the footnote? Have these implications been modelled
at all?

The paper highlights a range of impacts of an expansion of childcare. Improving
access to childcare will reduce one of the key barriers faced by some parents with
young families when seeking employment. The impacts of increasing female
participation on the Scottish Economy have been modelled, and the potential effects
on economic output and tax revenues are presented in the paper.

In addition, boosting participation can have numerous spill-over benefits in key areas
such as skills, employability, education attainment, and productivity which would in
turn will benefit business and help make Scotland an even more attractive location
for investment.



| note you have not provided an answer to the first question, and have not answered
the second in the affirmative.

You repeat that the impact of increased female participation has been modelled.
That is not in dispute.

The point is that you have not demonstrated how or if the government's specific
policy can produce that increase, leaving a very large hole in the childcare plan.

Q: Why have you not modelled the specific policy to see if it would deliver the 6%
rise in participation you cite?

Q: Do you actually know the "unique implications" of the specific policy for the
economy and budgetary impacts?

Please can | have responses by midday tomorrow.

Thanks

[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) — Personal Data]
Scottish Political Editor

Sunday Herald

Media Tower

Scottish Parliament

Edinburgh

EH99 1SP

[Redacted - Section 38(1)(b) — Personal Data]
[Redacted - Section 38(1)(b) — Personal Data]



From: [Redacted - Section 38(1)(b) — Personal Data]
Sent: Wednesday, January 15, 2014 6:50 PM

To: [Redacted - Section 38(1)(b) — Personal Data]
Subject: SG response to Childcare paper questions

Hi [Redacted - Section 38(1)(b) — Personal Data],

Here is the Scottish Government response to your questions.

A Scottish Government spokesperson said:

Childcare Paper — Herald Questions

Q. Given that this paper presents figures based on existing data rather than showing
how a six per cent increase in female participation would be achieved, what
evidence do we have the policy in the White Paper would lead to a six per cent rise
in female participation as asserted?

A. Improving access to childcare will reduce what is consistently cited as being one
of the key barriers faced by some parents with young families when seeking
employment, particularly women. The scenarios modelled are based on Scotland
achieving female participation levels seen in other OECD countries.

Q. Is the childcare policy guaranteed to be self-financing?

The initial extension to childcare will be funded from the savings and increased
revenues laid out in ‘Scotland’s Future, which includes savings from areas such as
defence and security spending.

By the end of the first Parliament after independence, vulnerable 2 years olds and all
3 and 4 years olds will be entitled to 1,140 hours of childcare a year, with a further
investment of £600 million from the Scottish Government.

As the paper makes clear, increasing the number of people active in the labour
market increases the level of economic activity in the Scottish economy, and
increases tax revenues, making a crucial contribution towards delivering
transformational change in childcare provision. The ability to retain in full the
additional tax revenues and benefit savings arising from an expansion in
participation would make a crucial contribution towards our ability to deliver
transformational change in childcare provision.

Q. What are the “unique implications for the economy and budgetary impacts” of the
specific proposal referred to in the footnote? Have these implications been modelled
at all?

The paper highlights a range of impacts of an expansion of childcare. Improving
access to childcare will reduce one of the key barriers faced by some parents with



young families when seeking employment. The impacts of increasing female
participation on the Scottish Economy have been modelled, and the potential effects
on economic output and tax revenues are presented in the paper.

In addition, boosting participation can have numerous spill-over benefits in key areas
such as skills, employability, education attainment, and productivity which would in
turn will benefit business and help make Scotland an even more attractive location
for investment.

[Redacted - Section 38(1)(b) — Personal Data]
Communications First Minister

The Scottish Government

St Andrew’s House

Edinburgh

[Redacted - Section 38(1)(b) — Personal Data]



Document 11: Summary of evidence base for investment in ELC (incl parental
employment) — June 2014

Early Learning and Childcare : Benefits to the Scottish Economy

High quality early learning and childcare has several positive direct and indirect benefits on
the economy, both in the short and longer term. It is consistent with a shift toward a positive
and preventative model of public policy that focuses on addressing causes as well as
consequences. There is a growing body of evidence that spending on prevention can deliver
better solutions and outcomes for individuals and avert future costs to the public sector. .
These flows and benefits are set out in Figure 1 below.

Figure 1: Pathways and Benefits to the Scottish Economy: Early Learning and
Childcare

i ! f PRESCHOOL ATTENDANCE

. ] 8

LY

LS

Benefits to Children Benefits to Parents
Improved cognitive and Increased labour force
non-cognitive skills of participation of parents.
children attendina Improved opportunities for
training and investments in
ckills

4

Improved educational, social
and employment outcomes

for children attending —
evidenced in longer term v




4

Reduced dependence on welfare and reduced poverty risk for families.
An increase in the overall economic capacity.

: 1

[ Positive impacts on productivity and economic performance. ]

Demographic improvements.

Employment Choices & Opportunities

Boosting childcare has the potential to transform the labour market in Scotland and to
greatly increase the choices and opportunities for parents and future parents.

Improving access to affordable childcare reduces barriers to accessing the labour
market often faced by parents with small children — a point recognised by the European
Commission and the OECD. For example the OECD’s Doing Better for Families® report
highlights that childcare constraints often play an important role in parents’ work
decisions, and that provision of more comprehensive childcare helps remove barriers to
employment.

Growing Up in Scotland® (GUS) study also highlights that, for many families, good quality,
reliable and convenient childcare is a significant barrier to securing employment. Amongst
unemployed parents, 55% reported that they would prefer to work or study if they were
able to afford good quality, reliable and convenient childcare.

5 http://www.oecd.org/social/soc/doingbetterforfamilies.htm

8 Growing Up in Scotland, Sweep 1 Overview Report 2007,
http://www.scotland.gov.uk/Resource/Doc/163083/0044329.pdf
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o While effective childcare policies will often benefit parents with young children who are
currently unable to participate in the labour market there will also be numerous benefits
to other groups, including greater opportunities and choice for;

o parents currently employed but where childcare costs/availability constrain their ability
to work longer hours or to take advantage of new employment opportunities; and,

o parents currently unemployed (i.e. actively looking for work) but restricted in their ability
to take up certain types of employment by their current childcare commitments;

o Such effects will benefit parents (and future parents) on a recurring basis as new families
have children and thus lead to long-term benefits greater than the impact in a single year.

e Such a policy will also directly support an increase in the size and skills of our early
years workforce

Productivity

o Policies that support the employment of parents have been shown to lead to increases
in measured productivity, as employers can make better use of skills and are able to
capitalise on the returns to job-specific training.”

o It will also help utilise the full potential of all talent in Scotland, limit the impact of career
interruption, tackle recruitment disincentives and lead to an improvement to the overall
expansion of choice and change to culture for parental working.

Education Attainment and Fulfilling Potential

e Over the long-term, a wide range of evidence documents the social and educational
benefits of high quality early learning and childcare, with all social groups benefiting and
children from the poorest families gaining the most.

¢ Research by the Scottish Government drawing on the findings of three major studies,
confirms that pre-school experiences enhance all-round development in children,
with improved cognitive development, sociability and concentration on starting
school. The effects are evident throughout primary school, and international evidence
finds that these benefits persist into secondary school®.

7 OECD Employment outlook, 2007
8 Childcare and Children’s Intellectual Outcomes, Scottish Government, April 2014,
http://www.scotland.gov.uk/Resource/0044/00449528.pdf
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Early learning and childcare is an effective form of preventative spend. Several long-
term studies find significant positive impacts in later life (age 40+) among early learning
program participants. These studies cite economic benefits associated with children’s
enhanced cognitive and non-cognitive skills, which in turn feed through to improved
educational, social and employment outcomes, reduced dependence on the state and
reduced criminality in the longer term. Such preventative approaches could in turn bolster
employability and competitiveness®.

Social Inclusion & Tackling Poverty

Universal early learning and childcare can promote social inclusion and protect against
the risk of poverty - both through supporting parents’ employment and by closing
attainment gaps. Evidence from the Growing Up in Scotland study finds that gaps in
problem solving among children are narrowed where they attended pre-school.

The increased labour force participation of parents, and in particular of women, can help
lift families out of poverty. Research from the US points to evidence from a childcare
programme which found that for parents participating in the full day, year-round
programme, longer term benefits included higher earnings of around $3,085 per
annum?'®,

Long-term Demographics & Positive spill-overs to the public finances

The OECD note that the availability of formal childcare appears to be a factor in
explaining cross-national differences in fertility between countries and seems also to
affect fertility rates on a structural basis''. Although low fertility rates have only small
consequences on short-term economic growth, over a longer period new workers can
help boost the economy and provide new workers to support public services and tackle
the challenges of demographic change.

Better and more affordable childcare also has the potential to make Scotland a more
attractive place to live and work, which could have positive effects on the demographics
in the more immediate term.

In summary, an effective childcare policy will improve the social and educational outcomes of
children and support parents into employment, thereby raising the skills, incomes and life
quality of many families across Scotland, both now and in the future.

9 Lee et al (2012) Economic evaluation of early childhood education in a policy context. Journal of
Children’s Services, Vol 7, No.1 (p53-63).

0 Barnett & Ackerman, (2006) Costs, Benefits and Long Term Effects of Early Care and Education
Programs Journal of Community Development, Vol 37, No.2

" OECD Doing Better for Families, 2011
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Document 12: Summary note - Evidence Base - Childcare and female
employment outcomes — 2014

Children & Families Analytical Unit : Evidence Summary : Evidence of a link between
female labour force participation and prices/affordability of childcare

Key Lines

e There is consistent robust evidence from several countries that supports the argument
for a significant causal link between affordable childcare and higher maternal
employment rates

e Improving access to affordable childcare reduces an important barrier to labour market
participation faced by some parents with small children — a point recognised by the
European Commission and OECD.

e The extent to which women respond by entering the labour market varies across
countries and where high female participation already exists further increases are
more difficult to achieve, as would be expected.

e Such employment gains can be expected to occur over the short to medium term, with
most response within the first 10 years (8 pp increase in headline employment rate in
Quebec in first decade). This also depends on whether the policy changes are
staggered, which, in practice they often are.

o The evidence shows that in Scotland, there is still potential for social policy to increase
female employment rates; both because female employment rates are not at the
highest in the OECD but also because childcare prices as a % of net income are the
highest across all OECD; thus they are a real barrier.

¢ Availability of childcare is also important in driving female employment

e Norway and Sweden have universal entitlements to childcare from age 1, and both
countries have notably higher female participation rates than Scotland.

Academic Literature

There are several strands to the literature exploring the link between the affordability and
availability of childcare and women'’s labour market participation.

e Arange of studies using differing estimation frameworks and approaches have been
applied in several countries over the last 40 years.

o Studies making international comparisons consistently find those countries
with more affordable childcare to have the higher female participation rates

e Results assessing change in childcare policy within countries offer less
consensus but more studies than not find the effect on female employment of
more affordable childcare to be statistically significant and positive.

e The effect on female employment of more accessible childcare is also found to be
positive and statistically significant.

e Estimation frameworks typically draw on datasets spanning 4-10 years and most of
the response of female employment occurs within the first years after the policy
is introduced.




1. Static cross-national comparisons

Static cross national studies use variation in the childcare policy regime across countries as
an explanatory variable in regressions explaining variation in rates of female labour force
participation across countries.

Findings:

The studies find that childcare prices are a significant driver of female employment rates.

e De Henau (2010): In a cross sectional study of EU-15 countries De Henau et al (2010)
find that of all the drivers of employment rate gaps between mothers and non-mothers,
the presence of public childcare provision has the strongest effect.

2. Static within-country comparisons

These studies use regional variation in prices/availability to explain female labour force
participation.

Findings:

Denmark

Simonsen (2010) finds significant results for Denmark. (Scandinavian Journal of Economics)

The results show that the price effect is significantly negative: An increase in the price of
childcare of €1 per month will decrease employment by 0.08% corresponding to a price
elasticity of -0.17. On average a 10% increase in price of childcare would have reduced the
employment rate of mothers by between 1 and 2.5% in the first year following childbirth.

Availability of day care is also found to affect employment rates among women.

Australia

Gong et al (2010) use childcare data from three recent waves of the Household, Income and
Labour Dynamics in Australia Survey to estimate labour supply elasticity with respect to
childcare price, investigating whether earlier modelling and methodological issues affected
past studies and findings.



The predicted magnitude of response differs substantially depending on the institutional
setting and methodologies adopted but overall, the evidence suggests that the most reliable
estimates for the elasticity of maternal labour supply with respect to the price of childcare for
married women range from -0.1 to -0.92 with an average of -.34 (an elasticity of -0.5
indicates that a 1 per cent increase in childcare prices would reduce maternal employment
by around 0.5 per cent). This average is the same for the employment elasticity as well as
for the elasticity of hours worked (among those working).

For single mothers, estimated employment elasticities of labour supply with respect to a
change in the price of childcare as reported across several international studies, give values
on average around -.29 and around -.12 for the hours worked elasticity (among those
working).

3. Response of female employment to change in childcare policy(longitudinal)

These longitudinal studies are the most robust form of evidence since they comprise a
natural experiment and can follow individual family decisions and responses through a real
policy change. Results vary with the maijority of studies finding a positive impact on female
employment of improvements to the affordability of childcare. However the initial prices of
childcare will affect how much of an initial barrier they represent to the work decisions of
mothers.

Findings:

UK

Chevalier & Viitanen (2002) explore how increases to the supply of childcare between 1992
and 1999 explain subsequent employment rates of mothers in a regression analysis. They
find significant causality from childcare availability to female employment rates.

Spain

(Nollenberger and Rodriguiz-Planas, 2011).

This paper analyzes the effects of a large-scale provision of publicly subsidized child care in
Spain in the early 1990s, addressing the impact on mothers’ short- and long-run employment
outcomes (up to four years after the child was eligible to participate in the program).
Exploiting the staggered timing and age-targeting of this child-care expansion, results show
that the policy led to a sizable increase in employment (8%), and hours worked (9%) of
mothers with age-eligible (3-year-old) children, and that these effects persisted over time.

Quebec



The province of Quebec in Canada enacted reforms commencing in 1997 to heavily
subsidise the cost of childcare for all children aged 1-5. A significant labour supply impact
was found with measured elasticity of .236 using the National Longitudinal Survey of
Children and Youth. Authors find that maternal employment rose by 7.7 percentage
points in Quebec, by about 14.5% of the baseline — over the first 10 years of the
policy.

Norway

A price cap on Norwegian childcare contributed to an increase in maternal
employment of four percentage points. (Hardoy & Schone 2009). The results show that
reduced child care prices led to a rise in labour supply of mothers by approximately 5
percent and this occurred over a relatively short period.

A “back-of-the-envelope” calculation estimates an elasticity of approximately -0.25, which is
at the lower end compared to other studies, suggesting that labour supply is less elastic
when female employment is high.

Sweden

However, evidence from Sweden found insignificant impacts on female employment of
changes to the price of childcare. This may be due to the fact that prices were considerably
lower already than for example in the Norwegian case prior to the Norwegian reforms. This
also reflects the fact that Sweden already have significant rates of female employment.

USA

Evidence from reforms in the US (Fitzpatrick 2010) have demonstrated limited recent impact
on maternal employment rates of provision of free kindergarten in 3 states of the US
although it is highlighted that the US now have higher rates of maternal employment than in
past years when positive impacts on female employment have been found.

The authors suggest that those women who remain out of work in the US are more likely to
face other barriers such as lack of qualifications and experience/skills.

Note on empirical elasticities

o Elasticities estimated in the literature are generally estimated responses to changes in
observed childcare prices (ie gross prices), before any support with childcare costs,
which might be income-contingent, is factored in. However, it is net childcare prices
(and METRSs net of childcare costs) which families respond to.



e Thus in general gross and net childcare price elasticities will be different. Yet we do
not observe net prices since these will vary from one family to another, depending on
their incomes and numbers of children.

e The reduced-form gross price elasticities will show the average labour supply response
after such factors are taken into account by families ~ in response to changes in
observed prices. Using such elasticities will provide an estimate of the average
response for all groups of women regardless of income, differential treatment through
the tax/benefit system and variation in the net childcare prices faced.

10 April 2014
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EARLY LEARNING & CHILDCARE POLICY AND MATERNAL EMPLOYMENT:
EVIDENCE SUMMARY

What does the evidence tell us about the links between female labour force
participation and early learning and childcare policy?

Purpose

This note summarises the evidence around the impacts of early learning and childcare policies
on women’s labour supply choices and position in the labour market, in terms of their
employment rates. A separate paper sets out the evidence concerning the impacts of parental
leave on women's position in the labour market in terms of participation, career progression
and wages.

The current paper examines both cross-sectional and longitudinal evidence of the link between
childcare policy and observed female employment outcomes and reports on the response of
female labour supply to changes in the price of childcare; the elasticity of the supply of labour
with respect to a change in the price of childcare.

The paper also discusses evidence of displacement, where falls in the price of childcare lead
working families to substitute informal for formal care, without any change in their labour

supply.

Key Findings

The links between the design of such policies and women'’s position in the labour market are
complex and depend upon a host of variables; general labour market conditions, average
wages and skill levels, taxes and benefits, the costs of childcare in the absence of public
subsidy and the number of children families choose to raise. Notwithstanding this complexity
a number of key findings emerge:

¢ Female employment in the UK still lags significantly behind some of our international
competitors, particularly among women over 50 and women with children. The high
costs of formal childcare tend to have a negative impact on women’s employment
opportunities and also tend to reduce the employment rate of grandparents, especially
grandmothers, who give up employment earlier to look after their grandchildren.



e Several studies!? attempt to estimate the responsiveness of the supply of the women'’s
labour to an external change in the price of childcare, as faced by parents. The
predicted magnitude of response differs substantially depending on the institutional
setting and methodologies adopted but overall, the evidence suggests that the most
reliable estimates for the elasticity of maternal labour supply with respect to the price
of childcare for married women range from -0.1 to -0.92 with an average of -.34 (an
elasticity of -0.5 indicates that a 1 per cent increase in childcare prices would reduce
maternal employment by around 0.5 per cent).

e Several studies also suggest that the availability/accessibility of childcare is just as
important as the price of childcare in giving women an effective choice to work.
Managing the long term viability of the supply of childcare is therefore crucial in
supporting women'’s employment outcomes.

e There is growing evidence!? that a significant share of mothers are choosing to stay at
home due to the prohibitive costs of childcare — which for many families cancel out
the after-tax gains from employment. The very families which benefit most from
additional income are those who are withdrawing from the labour market — either sole
parent families, or second-earners in low-income households.

e The OECD examine average and marginal effective tax rates across different income
groups, before and after accounting for the costs of childcare. They find that effective
tax rates after costs of childcare are considerably higher for lower income families than
for higher income families since the gains from working, compared to the loss in
benefit, are lower.

e Families in different income groups face different parenthood-employment challenges:

o While women on higher incomes can benefit from more affordable childcare
and greater job flexibility, their main challenge is in finding part-time work to
match their skill levels. Difficult to disentangle segregation in skills across part
and full time jobs from other effects.

o Families on low to middle incomes often find the costs of childcare prohibitive
and would likely choose to work more, were affordable, accessible childcare
more readily available. This group is likely to exhibit the greatest response to
a fall in the effective price of childcare.

Outline

The paper offers;

12 Gathmann, Sass (2012)
13 Mintel Oxygen Report (2012); http://www.mintel.com/press-centre/social-and-lifestyle/12-million-
mums-stay-at-home-due-to-high-childcare-costs
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e An overview of rationale for investment in ELCC, with key Policy Recommendations
Presentation of employment rates and gaps in UK, Scotland and abroad, mapping this
to national systems of early learning and childcare (cross-sectional)

e Summary of what we know from GUS and other sources about the perceived barriers
to working faced by Scottish families as a result of a lack of affordable, accessible
childcare

e Summary of empirical studies assessing the response of women’s labour supply to
changes in the price of childcare (longitudinal). As part of this we examine marginal
effective tax rates (METRs) and effective cost of childcare across income distribution
both before and after childcare costs, in order to assess incentives to working and
implications for design of support.

e Evidence on magnitude of the crowding out effect of informal childcare as price of
formal care reduces.

Rationale for High Quality Affordable Childcare

¢ The availability of high quality childcare is a priority for the European Union and was
set out as an objective by the Barcelona European Council in 2002. As well as being
beneficial to young children’s development, high quality affordable childcare is also an
important factor in removing barriers and disincentives to female labour force
participation (Barcelona Objectives, 2013). The increased labour force participation of
women is seen as key in achieving the Barcelona objective of an employment rate of
75% by 2020.

e The provision of more comprehensive childcare serves to remove barriers to
employment, particularly for sole parents and for those on low and middle income
(OECD, 2011). The increased labour force participation of parents, and in particular of
women, can help lift families out of poverty toward a more prosperous future. Barnett
& Ackerman (2006) cite evidence from the US Abecedarian childcare programme
showing that for parents participating in the full day, year-round childcare programme,
longer term benefits to parents included higher earnings of approximately US$3,085
per annum.

e Improving the affordability and accessibility of early learning and childcare thus
supports women in gaining further skills, enhancing their employability and future
earnings, promoting gender equality and closing earnings gaps.

e Such impacts are also likely to have positive productivity effects on the wider economy,
better matching skills with the needs of employers.

e The OECD recognise the links between childcare policy and country fertility rates.
Although low fertility rates have only small consequences on short-term economic
growth, over a longer period the lack of new workers generates economic pressures



and can affect a country’s ability to support pension systems and service government
debt. Since the 1980’s the cross-sectional link between childcare and fertility

e Being able to continue a career and raise children also provides women with a greater
financial independence, higher lifetime earnings and greater scope to accumulate
pension entitlements.

Key Recommendations

e If the policy objective is to alleviate household and child poverty through greater
parental participation in the labour market and/or improved acquisition of skills
through training, then childcare policies should be delivered in such a manner to
ensure participation and uptake by low income and single parent families, who face
higher marginal effective tax rates after childcare costs.

e That policy focus on removing the barriers to working among workless and low-income
families for whom the costs of childcare are the most prohibitive and whose children,
the evidence tells, us benefit most from long-term early learning and childcare and
from additional household income.

e In considering the impact of childcare costs on families choices to work and to
purchase formal childcare, governments need to take into account the effect of existing
support through the tax benefits system which configures the marginal incentives
facing families.

Female employment outcomes and national systems of ELCC

Simple examination of female and maternal employment rates across countries with reference
to the generosity of systems of ELCC suggests that those countries with the highest female
employment rates and most equal employment outcomes between men and women emerge
as those countries with the more comprehensive and affordable childcare systems. The
countries with the smallest gender gaps in employment rates are those that have the most
comprehensive systems of early learning and childcare.

These links are recognised in the EC 2013 update on progress toward Barcelona objectives.
The following three charts from the progress report highlight the distinct impact that
childbearing has on employment outcomes for men and women(Chart 1), the correspondence
between women’s employment rates and provision of early learning/childcare to the under-
3's(Chart 2), and the gender pay gaps against each of childcare policy and parental leave
policy(Chart 3).

In a cross sectional study of EU-15 countries De Henau et al (2010) find that of all the drivers
of employment rate gaps between mothers and non-mothers, the presence of public childcare
provision has the strongest effect.



An earlier comparative review of childcare policies conducted by the EC in 2009 summarises
substantial evidence on the positive female employment impacts of childcare policies across
a number of EU countries. Longitudinal evidence is cited from Germany, Greece, Netherlands
and Austria of the positive effect on women’s employment of subsidised childcare policies.
The paper also summarises attitudinal research which cites the cost of childcare as a key
barrier to working among mothers across several EU countries, including the UK.

Chart 1: Employment impact of parenthood for women and men aged 25-49, 2010

Employment impact of parenthood for women and men (25-49y), 2010
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Chart 2: Relation between the employment rate of women aged 20-49 with at least
one child below 6 years of age and the proportion of children in formal childcare,
2010
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Chart 3: Relation between gender pay gap and provision of formal childcare
services and parental leave 2010
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Headline employment rates among women in the UK and Scotland fall significantly
behind several other developed nations. In 2010, the UK ranked 15 in the OECD.
Compared to the top five performers — Iceland, Norway, Sweden, Switzerland and Denmark
— employment rates among British women in 2010 were on average 8.3 percentage points



lower!4. Chart 4 below depicts the latest employment rates across OECD and suggests that
the gender gap in employment rates in Scotland in 2012 was slightly smaller than in the UK.

Although public spending on early learning and childcare for children in Scotland is middle of
the range, in comparison to other OECD countries, these funds only provide for a part-time
place for 3 and 4 year old children. The private costs of childcare for children under 3 are only
partly subsidised via the tax/benefits system and are heavily means-tested. Thus many
families are left to carry the full burden of high market prices of childcare if they wish to enter
the labour market. For families on low-middle incomes, these childcare costs serve as a strong
disincentive to work and along with social norms explain the lower employment rate among
mothers.

The Resolution Foundation suggest that if the UK raised its female employment
performance to that of the top five OECD countries, a further 1.4 million women
would move into work.

Chart 4: Employment rates (15-64), %, 2012.
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Gender gaps in employment rates are higher among women with children

An important determinant of female employment rates is a woman’s maternal status; women
with children are less likely to work than those without, and among those with at least one
child, are less likely to work the more children they have. This is as the theory would predict,
given the costs of childcare per child and in the absence of comprehensive subsidised
childcare.

In the UK the gender gap in employment rates among women increases with the
number of children she has, rising to around three times the overall rate, for
mothers with three or more children. This is reflected in Chart 5 below, reproduced from
IPPR analysis.

Chart 5: Maternal employment rates by numbers of children, 2007

14 Alakeson, V. (2012a)
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Part-time versus Full-time working among women

Gender gaps in employment rates become more pronounced when taking into account FTE
hours, given the greater proportion of women than men in part-time roles. The rate of part-
time working among women in the UK is the third highest in the OECD, behind only the
Netherlands and Switzerland. 39% of all employed women in the UK are in part-time work,
compared to an OECD average of 24%. According to the IPPR analysis, when overall
employment rates are adjusted for part-time working, the UK ranking on female
employment rate falls from 15t to 24 place'®.

The ONS Annual Population Survey suggests that in Scotland on average, 43 per cent of all
employed women were working part-time, compared with only 13 per cent of employed men.
A quarter of women who did not want a full-time job reported the reason they work part-time
was because suitable childcare services for children were not available or affordable.

Part-time working can be a conscious choice for families with children, enabling them to
balance family and work priorities. It is also strongly related to social norms governing men’s
and women'’s perceived roles. Part-time working can also smooth the transition back into full-
time work for parents returning from parental leave. However attitudinal surveys suggest that
the costs of childcare can be a barrier preventing parents, mostly women, from taking up full-
time employment.

"5 The Missing Million, IPPR (2011)



While not specifically related to the care of children, Chart 6 below shows parental responses
from the European Labour Force Survey to reasons for part-time working. This shows the
significant gender split in caring responsibilities and their differential impact on decisions
around labour supply.

Chart 6: Per cent of parents working part-time due to caring responsibilities

Figure 8: Percentage working part-time due to caring responsibilities
European Labour Force Survey, 2011
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Chart 7 below reproduced from OECD Family Database reveals patterns of employment among
couple families with children aged 0-14 among the 34 OECD countries.



Chart 7: Employment patterns among couple families with children aged 0-14,
2008
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The OECD highlight that the combination of high part-time employment among
women AND a high proportion of fathers (of couple families) working very long
hours is higher in the UK than in any other OECD country. This suggests there is room
for a redistribution of work across males and females if segregation in part-time versus full-
time roles could be addressed.

The UK has one of the highest part-time pay penalties in the EU. This is largely due to the
occupational segregation between part-time and full-time roles offered by employers. This
means that women who switch to part-time work tend to move into jobs that require lower
skills and as a result are lower paid.

The negative consequences of part-time employment or career breaks to look after a child go
beyond immediate effects such as lost income and skills’ deterioration. Working less compared
to men and receiving less on a per hour basis leads to a wider career earning gap for women
which, when filtered by the pension system, results in the significant observed pension gap?®.
In the UK, as Chart 8 shows, the gender gap in pensions is one of the highest among
EU member states.

6 European Commission Memo, 2013



Chart 8: Gender pay gap and gender gap in pensions, 2010
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Role of Education

Henau et al (2010) find that the labour market penalties associated with having children are
lower among more educated mothers. In their sample of 13 EU countries, ten nations conform
to this finding; that maternal education serves as a protective force in securing employment
after having children. This effect is likely proxying the effect of education on wages; women
with higher education levels earn higher wages and are therefore more able to afford the
costs of childcare on returning to work, whereas women with less education cannot.

However three countries were found to deviate from this trend; Germany, Austria
and the UK. In these countries the employment gap for highly educated mothers
was found to be almost as high as for mothers with lower education. The authors
suggest this is a result of the inadequacy of reconciliation and childcare policies.

Role of Grandmothers

An important factor contributing to the presence of a gender gap in pensions is the caring
responsibilities of grandparents. Analysis by Age UK and Grandparents Plus!’ suggests that
the number of children receiving childcare from their grandparents between 2009/10 and
2010/11 went up from 1.3 million to 1.6 million in the UK. We do not currently have figures
for Scotland however we know that the role of grandparents is at least as important north of
the border.

7 Granparents Plus, 2013.



The report finds that grandparents providing childcare are likely to be female, younger, with
better health and younger grandchildren.*® This cohort also forms the group of women that
governments across Europe are aiming to encourage to stay in paid work for longer, in order
to increase productivity and contribute toward pensions. As Chart 9 shows, in the UK,
grandmothers are more likely to provide care for grandchildren than in many other
EU countries.

Chart 9: Percentage of grandmothers providing care for grandchildren, 2013.1°
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Source: Grandparents Plus, 2013a

Overall the vast majority of informal childcare is provided by grandmothers who are not
working, and only a minority is able combine work with looking after their grandchildren. In
the UK, employment rates are lower for grandmothers than for women who are not
grandmothers and the employment rate of grandmothers is lower than the employment rate
of grandfathers (22 per cent compared to 37 per cent, respectively).

Compared with other EU countries the UK does well overall on employment rates among older
people, ranking third out of 26 in the EU Active Ageing employment indicator. However, this
tends to confirm the overall trend of relatively low employment among older people across
the EU rather than show that the UK is doing well. The Resolution Foundation suggest that
two key reasons for withdrawal from paid employment are poor health and caring
responsibilities?.

What do we know about the links between use of childcare and female labour force
participation in Scotland?

We do not hold information on the exact hours worked by women in Scotland which can be
mapped to their use of childcare. The Growing Up In Scotland study interviews parents about
their experiences and use of both formal and informal childcare and indicates that in some

8 Granparents Plus, 2013a
9 Data from SHARE, BSAS?, ELSAP (England), GGSc [Romania, Hungary],¢ ESS Portugal]

BSAS figure is for grandparents with grandchildren under 16.
20 Cory, 2012.



settings, the cost of childcare can act as a barrier to labour market participation — particularly
for women.

We know that availability of most forms of childcare in Scotland is lower in rural and deprived
areas®! and that those on low to middle incomes say they have the least choice in provider
(Growing Up in Scotland study). According to the SHS 2006, by far the most common single
reason given for using childcare was “to enable self/partner to work”.

e GUS data reveals that around 60% of families say they had “not very much choice” or
“no choice at all” over their main childcare provider. Families in higher income
households and in couple households were more likely to feel they had choice than
lower income and lone parent families.

e The main reasons given for using childcare were to enable parents to work (62%) and
for the child’s development (43%).

e GUS reports that families in most deprived areas were most likely to find it difficult to
pay for childcare and over half of unemployed respondents indicated they would prefer
to work or study if they could afford good quality, reliable and convenient childcare.

e The Hay report notes that it was common for parents on low incomes to say that they
could not have worked without informal childcare, as it would not have made sense
financially.

e For children aged 5 and over, costs continued to be an issue: the Scottish Household
Survey (SHS, 2006) reported significant proportion of parents (20 — 30%) said they
found it hard to pay for either before school, after school, or holiday care.

The impact of childcare costs on women'’s choices to work

This section summarises evidence on the response of female labour supply to changes in the
price of childcare and examines marginal incentives to work across different family structures
and income groupings.

Childcare price elasticity of female labour supply

Academic papers?? examining the effects of changes in the price of childcare on female labour
supply find headline results indicating a negative relationship between childcare prices and
maternal labour supply. Thus, as observed (gross) childcare prices increase, female labour
supply contracts and conversely, when childcare prices fall, labour supply increases.

21 Care Inspectorate Childcare Statistics 2011
22 For example, see Henau, 2010; Ruhm, 2011.



The predicted magnitude of response differs substantially depending on the institutional
setting and methodologies adopted but overall, the evidence suggests that the most reliable
estimates for the elasticity of maternal labour supply with respect to the price of childcare for
married women range from -0.1 to -0.92 with an average of -.34 (an elasticity of -0.5 indicates
that a 1 per cent increase in childcare prices would reduce maternal employment by around
0.5 per cent).

This average is the same for the employment elasticity as well as for the elasticity of hours
worked (among those working).

Elasticities relating to both gross and net childcare prices are estimated; the latter estimates
the response net of any change to taxes and benefits which are taken into account in making
labour supply decisions at the level of the household. Most studies however adopt the more
straightforward approach of modelling changes to observed gross childcare prices.

Drawback from this approach is that it estimates only average responses and isn't able to say
much about how this response might vary among households in different circumstances.

For single mothers, estimated employment elasticities of labour supply with respect to a
change in the price of childcare as reported across several international studies, give values
on average around -.29 and around -.12 for the hours worked elasticity (among those
working).

Kimmel (1998) estimate that a 10% decrease in price would increase labour force participation
by 2% for single mothers (elasticity of -.2) and 9% for married mothers.

A study by Gathmann & Sass (2012) based on the reform of family policy in one of the East
German states indicates that there is considerable variation in response depending on the
socio-economic status of the family, with economically vulnerable families such as low-skilled,
low-income and single-parent families, showing a stronger response (equivalent to a higher
reduction in female labour supply) to an increase in childcare price. Their results imply an
elasticity of between -.1 and -.3.

A recent Australian study revisits earlier exercises to estimate the childcare price elasticity of
married women'’s labour supply, using the Household, Income and Living Dynamics in Australia
Survey 2005-2007 and finds elasticities in line with those reported in other international
studies. The estimated elasticity of employment with respect to the gross childcare price for
an average married mother with young children is -.3 and the corresponding elasticity of hours
worked is -.7.

The authors include a summary table of reported empirical childcare price elasticities of
women's labour supply and this is reproduced at the back of this review.

These findings are consistent with and are predicted by the general economic model of
consumer behaviour. According to Blau (2001), the mother’s decision to work will depend on
the gross wage and the price of an hour of purchased childcare. An increase in price (or
decrease in wage rate) makes work financially less rewarding and coupled mothers with a
working partner will tend to substitute work with looking after a child.

Caveats

There are two points to note concerning the response of female labour supply to a change in
the price of childcare; one, for some mothers, the effect of a fall in the price of childcare, by



increasing the net wage, may be to lead to a fall in the supply of labour. This is referred to as
the income effect and works as mothers substitute paid work for leisure/time with family.

Secondly, the interaction between families” use of formal and informal childcare suggests that
in some settings they can serve as substitutes.

Evidence from GUS indicates that informal care is used widely by families in Scotland, often
in conjunction with some formal childcare. Where families have adjusted to working life using
informal care arrangements, the net impact on labour supply of a fall in the price of formal
childcare may be minimal; parents may simply substitute informal care with the now cheaper
formal childcare.

In assessing the impact of Quebec’s reforms to provide universal highly-subsidised full day-
care for children in late 1990's, authors Baker et al (2008) find evidence of a crowding out
effect, leaving the net change in supply of labour considerably smaller than implied by the
gross elasticity. They find strong evidence of a shift into the new formal childcare, estimating
that around one third of this use appeared to come from families where the women previously
worked thanks to informal arrangements.

It is likely that in practice, the labour supply response will come from women working part-
time on lower wages who desire to work longer hours and who may be unable to fully
configure full-time childcare arrangements, even where they may rely on some informal
arrangements presently.

The effective cost of childcare across the income distribution

The model discussed above is over-simplified and abstracts from other factors affecting
marginal incentives to work, such as wages and benefits. In addition, the costs of childcare
for households will vary with the number of children present and this will further affect the
decision to take up employment. Furthermore, sole parents will face different trade-offs from
dual earner households.

The effective choice that families face is not between looking after a child at home and a
mother’s capacity to work and pay for formal childcare, but rather between the after-childcare
gain in income from employment against the loss of entitlement to other financial support as
a result of taking up employment.

Two factors further explain patterns of maternal employment in the UK. First, public
expenditure on childcare is directed only toward 3 and 4 year olds. There is a very steep drop
in public expenditure after the maternity leave expires and before the free entitlement begins.

Secondly, the burden of childcare cost is spread unevenly across the income distribution. While
the part-time free entitlement is available to all families regardless of their income, additional
elements of support with childcare costs are heavily means-tested.

This can be seen by comparing the net childcare costs faced by dual earner(both on 100%
Average Wage) versus single parent families(on 50% of AW) as per Charts 10 and 11 below.



Chart 10: Financial support to lone parents employed full-time at 50% of the average
wage, 2008
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Source: OECD, L. Richardson presentation delivered at the ISER/IFS conference Universal pre-school childcare,
maternal employment and child outcomes: what can we learn from other countries? on 8 May 2013.

Chart 11: Financial support to parents, employed full-time at the average wage, 2008
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Source: OECD, L. Richardson presentation delivered at the ISER/IFS conference Universal pre-school childcare,
maternal employment and child outcomes: what can we learn from other countries? 8 May 2013.
The impact of childcare costs on work incentives: AETRs and METRs

While the proportion of family income spent on childcare is an important measure of
affordability, it does not provide a full picture of how childcare costs affect work incentives for
mothers. Whether or not it pays to work will depend on the marginal effective tax rate for
unemployed mothers, and whether it pays to increase humber of hours worked will depend
on the marginal effective tax rate for those working on a part-time basis. In other words, the
decision to work will depend on how much a second earner or a single parent keeps of each
additional pound he/she earns. As Charts 12 and 13 show, high childcare costs are the reason
for limited financial incentives to work, particularly for families on low incomes.

Sole parents

For sole parents in the UK considering taking up full-time employment, incentives are weaker
for those earning average wages than for those on lower wages. This is because at full-time
earnings, those on lower wages are entitled to more generous means-tested benefits.
e For sole parents on 50% of the average wage, the effective tax burden after childcare
costs is around 68%, whereas for sole parents earning the average wage, incentives
are weaker with the effective tax rate at 80%.

Married couples and second earners

Effective tax rates in the UK for second earners in couples are among the highest in the
OECD.

Effective tax rates for second earners are higher among those on lower incomes; where
the second earner earns 50% of the average wage, the average effective tax burden after
childcare costs in the UK is 88%. Whereas where the second earner earns 100% of the



average wage, the effective tax rate is somewhat lower at 68%; this is still 4" highest
across the OECD.
Chart 12. The effective tax burden to lone parents taking up full-time employment at 50%
of the average wage, 2008
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Chart 13. The effective tax burden to second earner taking up full-time employment at
50% of the average wage, 2008
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Source: L. Richardson presentation delivered at the ISER/IFS conference Universal pre-school childcare, maternal
employment and child outcomes. what can we learn from other countries? on 8 May 2013.
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APPENDICES

A

SUMMARY OF THE LITERATURE

Table A.1.1 Empirical studies of female labour supply and child care demand

Approach Demographic growp Estimates of gross child
category Study Country and data souwrces Methodology care price elasticiies of Measure of child care prices
Indirect Conmelby [18232) us Mamied mothers from Probit labour fiorce Participation: 0.2 Househald child care costs per
simultansous SIPP (1984-85) participation model howr worked by the mother; child
miodel care data available fior working
mothers only.
Ribar (1882) us Mamied womean from Probit labour force Hours worked: -0.74 Predicted weekly child care
wave 5 of SIPFP participation model expenditure as a function of
howrs worked; child care data
available for working mothers
only.
Poweell (1897 Canada Mamed Women fromn Similar to Connelly Participation: -0.38 Predicted work related child care
CHCCS (12982} Hours worked: -0.32 expenditure per hour worked by
the mather.
Kimmel {1883) us Mamied and single Probit for paricipation  Particpation: Predicted cost of child care per
mothers from SIPF Mamed: -0.92 houwr worked
(1887} Single: 40.22
Anderson and us Mamied and single Probit for paricipation  Parbicpation: Predicted cost of child care per
Levine (1898) mothears from SIPP Marmied: -0.30 (mothers howr worked
{1880-1803) of=<13), -0.48 (mothers <G);
Single: -0.47 (maothers
of<13]), -0.58 (mothars <1G);
Rammohan and Australia Mamied Women from Limear |abour supply Hours worked: 4012 Met child care ‘price’ per hour
Whelan (2005) wiave 2 of rmodel (sirmilar bz (imsig.} worked by the mother.
‘gensral-releaze’ Connelly 1992)
HILDA,
Faammohan and Australia Mamied Womnen fromn Ordered porbit model  Paricipation: 0.0 Met child care ‘price’ par hour
Whelan (2008) wiave 2 of of non-participation, Working part-time: -0.06 worked by the mother. (as in

‘gensral-releaze’
HILD&

partime, and full time
ek

Workimg full-time: <0.21

Rammohan and Whelan, 2005)




Table A.1.1 {continued) Empincal studies of female labour supply and child care demand

Approach Demographic group Estimates of gross child
category Study Country and data sources Methodology care price elasticities of Measure of child care prices
Direct Heckman (1874} us Mamied Women from  Estimable no direct estimate, but Child care prices are mot
simuitaneous 1886 MLS indifferences by price effect of child care on observed. Prices of formal cares
miociel maximurm likefihood. marginal substitution rate are narmnalised to 1 and those of
of keisure is sigmificanthy the informal cares are estimated
positive and assumed to be less one.
Blau and Robins us Mamied Women from Indirect utility function  Parlicipation: -0.38 Geographic site-average of
(19E8) the 1880 Household non-zen child-care costs per
Survey of the child.
Ernploymment
Oipportunity Pilot
Projects
Micgalopolous et al  US Working women who  Ulility specified and Mo estimates but Weekly childcare expenditure,
(1822} purchased child care  estimated suggested the child cars
from wawe 5 of SIPF price effect on hours of
(1834-35) weorked of the working
women is cose to zero but
significant.
Ribar {1885) Us Marmried women from Structural labour Participation: -0.09 Predicted weekly child care
wave 5 of SIPF supply model with expenditure as a function of
utility estimated howrs worked;, child care data
directty subject to a available for workimg mathers
diszrete budget only.
constraint.
Blau and Hagy us Mamied women of Indirect utility function  Parbicipation: -0.20 Predicted "quality-adjusted’
(1928} children under 7 from  jointly estimated with hourly cost of child care
Mational Child Care labour supply,
Survey and the demand for quality
Profile of Child Care and hours of child
Setiimgs (1589-80) Care
Poweell (2002) Canada Mamed Women from Uility ower labour Faricipation: 41,12 {derived Predicted work related child care
1888 Canadaian supply and child care  from the resulis) expenditure per hour worked by
Mational Childcare specified and the mother.
Survey (CHOCS) estimated using

multinommial logit
models




Table A.1.1 (continued) Empincal studies of female labour supply and child care demand

Approach Dremographic growp Estimates of gross child
category Study Country and data sources Methodology care price elasticities of Measure of child care prices
Diirect Andren (2003) Sweden Single mothers from Structural labour Participation: O Predicted cost per houwr of child
simultaneous Swedish Howsehold supply model with Hours worked: -0.163 care.
micdel Income survey (1887,  wility estimated
1888 pooled) directly subjectto a
discreie budget
constraint.
Komstad and Norway Mlamied Mothers from  Structural labour Participation: -0.12; Predicted weekly expenditure.
Thoresen (2007) Home Care supply model with Hours worked: -0.17
Allowance 1998 utility estimated
directly subjectto a
discreie budget
constraint.
Wirohlich (2008) Germamy Mlamied mothers from  Similar as in Komstad  Participation: -0.04
thres waves and Thoresen (2007}  Hours worked: -0.13
(2001-2003) of
GSEOP
Cost of working Averstt et 2l (1887)  US blamied mothers from  Labour supply Participation: -0.78 Child care cost per hour of work
1888 WNLSY function with
piece-wise linsar
budget set
Blumdell et al. LK Single and partnered  Simulation based Ela=sticities are not Weekly child care costs
(2000} muothers from Famiby upon a labour supply  reporied.
Resources Survey micde]
(18841208}
Diiron and Kalk Australia Lone parents and Predicted child care Lone parents: Hourty child care prices are
(2005) couples from CCS costs using a reduced  Hours worked: -0.05 state averages or each age
{1884) SIHC form bi-variate tobit Participation: -0.05 group weighted by numbser of
model conditional om children in each age of the
labour supply are Mammied parents: Tamily.
included in the labowr  Hours worked:-0002
supply model. The Participation: -0.02
elasticity is obtained
from simulation
Kalb and Les Australia Lone parents amd Same as Dhoiron and Lone parents: Hourly child care prices ars
[2008) couples from SIHC Kb [ 2005) Hours worked: 0,16 state averages or each age

and HILDA (2002

Participation: -0.18
Mamied:

Hours worked: -0.00
Participation: -0.00

group weighted by numier of
children in each age of the
farniby.




Document 14: Project Initiation document - Evidence Base - Childcare and female employment outcomes — 2013

Project Name — Early Learning & Childcare and Female Employment Outcomes

Project Initiation Document: CAFA/000

Date: 6 June 2013

(Name of study)

Rationale:

Project Manager and team members

Early Learning and Childcare Policy and
Maternal Employment: Evidence Summary

The rationale for this project comes from the need to
understand what is currently spent by all parties on ELCC
and parental leave in Scotland in order to inform transition
to a different model of funding and financing. le to explore
the current balance of burden provision across society.

Project Manager: [Redacted - Section
38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) — Personal
Data] : Analytical Assistant

Aims and Objectives

Key Activities and Key team members

Timetable

The aim of this piece of analysis is to establish the
links between the design of childcare and maternal
employment choices. This will achieved through:

A historical overviewed of the links between
childcare provision and female employment

A discussion of social norms and how this affect the
maternal employment choices

An economic

Initial drafting of exhaustive list of sources of
expenditure on formal early learning and childcare and
on parental leave.

Gather detailed information on costs

Develop and present estimates of contribution of cost
from different sources

Triangulate evidence from different sources

Present discussion and interpretation of estimates,
balance of different forms of assistance and resource

e Begin work w/c 10 June 2013
e Finalise by end of June 2013

Key Outputs/Deliverables

Critical Success Factors

e This exercise relates to expenditure on Formal
Early Learning and Childcare and Parental
Leave, including maternity and paternity leave
and pay and parental leave.

Report with tables outlining the different contributors
and channels through which expenditure on early
learning and childcare and parental leave is made in
Scotland.

e Delivered in timescales
e Exhaustive and complete account




Customers/Stakeholders

Risks/Issues

Mitigation

e Children & Families Directorate and Early Years
Division

e Council of Economic Advisors

e FM, DFM, Cab Sec for Learning, Minister for C&F

e Office of the Chief Economist

e Unable to get hold of costs data
e Lack of information on costs leading to less reliable
estimates

e Triangulate estimates with data and
intelligence from several sources




Document 15: Email with research references - ELCC female employment response
empirical findings — Jan 2015

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 05 January 2015 09:33
To: [Redacted - Section 38(1)(b) — Personal Data]
Subject: female employment response to affordable childcare

Some of the material | have read;

De Henau (2010): In a cross sectional study of EU-15 countries De Henau et al
(2010) find that of all the drivers of employment rate gaps between mothers and
non-mothers, the presence of public childcare provision has the strongest
effect.

Simonsen (2010) finds significant results for Denmark. (Scandinavian Journal of
Economics) Their results show that the price effect is significantly negative: An
increase in the price of childcare of €1 per month will decrease employment by
0.08% corresponding to a price elasticity of -0.17. On average a 10% increase in
price of childcare would have reduced the employment rate of mothers by
between 1 and 2.5% in the first year following childbirth. Availability of day care
was also found to affect employment rates among women.

Gong et al (2010) use childcare data from three recent waves of the Household
Income and Labour Dynamics in Australia Survey to estimate labour supply
elasticity with respect to childcare price, investigating whether earlier modelling
and methodological issues affected past studies and findings. The predicted
magnitude of response differs substantially depending on the institutional setting
and methodologies adopted but overall, the evidence suggests that the most
reliable estimates for the elasticity of maternal labour supply with respect to the
price of childcare for married women range from -0.1 to -0.92 with an average of
-.34 (an elasticity of -0.5 indicates that a 1 per cent increase in childcare prices
would reduce maternal employment by around 0.5 per cent). This average is the
same for the employment elasticity as well as for the elasticity of hours worked
(among those working). For single mothers, estimated employment elasticities of
labour supply with respect to a change in the price of childcare as reported
across several international studies, give values on average around -.29 and
around -.12 for the hours worked elasticity (among those working).

Chevalier & Viitanen (2002) explore how increases to the supply of childcare
between 1992 and 1999 in the UK explain subsequent employment rates of



mothers in a regression analysis. They find significant causality from childcare
availability to female employment rates.

e A comparative review of childcare policies conducted by the EC in 2009
summarises substantial evidence on the positive female employment impacts of
childcare policies across a number of EU countries. Longitudinal evidence is
cited from Germany, Greece, Netherlands and Austria of the positive effect on
women’s employment of subsidised childcare policies. The EC paper also
summarises attitudinal research which cites the cost of childcare as a key barrier
to working among mothers across several EU countries, including the UK.

¢ Nollenberger and Rodriguiz-Planas, (2011) analyse the effects of a large-scale
provision of publicly subsidized child care in Spain in the early 1990s,
addressing the impact on mothers’ short- and long-run employment outcomes
(up to four years after the child was eligible to participate in the program).
Exploiting the staggered timing and age-targeting of this child-care expansion,
results show that the policy led to a sizable increase in employment (8%), and
hours worked (9%) of mothers with age-eligible (3-year-old) children, and that
these effects persisted over time.

e The province of Quebec in Canada enacted reforms commencing in 1997 to
heavily subsidise the cost of childcare for all children aged 1-5. A significant
labour supply impact was found with measured elasticity of .236 using the
National Longitudinal Survey of Children and Youth. Authors find that maternal
employment rose by 7.7 percentage points in Quebec, by about 14.5% of the
baseline — over the first 10 years of the policy.

e A price cap on Norwegian childcare contributed to an increase in maternal
employment of four percentage points. (Hardoy & Schone 2009). The results
show that reduced child care prices led to a rise in labour supply of mothers by
approximately 5 per cent and this occurred over a relatively short period.

e Both Sweden and Denmark in particular had a larger share of children (including
those aged 2 and under) in full-time day care by the mid-1980’s. The Danish model
is estimated to have induced the largest response in female labour supply due to
the high priority placed on public childcare. In contrast to other Nordic countries,
Danish women with young children do not have lower participation rates than other
women?3.

23 Smith, N et al (2003) Taxation of spouses; a cross country study of the effects on married women’s labour
supply Oxford Economic Papers, 55(3), 417-439



e OECD Multivariate econometric analysis of 17 OECD countries 1985-1999 finds
that presence of subsidised childcare a significant factor in explaining female labour
force participation®*.

[Redacted - Section 38(1)(b) — Personal Data]

Children & Families Economic Analysis
Education Analytical Services

The Scottish Government

2B Bridge, Victoria Quay

Leith, EH6 6QQ

[Redacted - Section 38(1)(b) — Personal Data]

24 Jaumotte, F (2003) “Labour Force Participation of Women” OECD Economic Studies, No.37 2003/2



Document 16: Draft GUS Maternal employment report 2017 (link provided to final)

Section 25(1) information otherwise accessible: Growing Up in Scotland: Patterns of
Maternal Employment and Barriers to Paid Work



https://www.gov.scot/binaries/content/documents/govscot/publications/research-and-analysis/2017/11/growing-up-scotland-patterns-maternal-employment-barriers-paid-work/documents/00526991-pdf/00526991-pdf/govscot:document/00526991.pdf
https://www.gov.scot/binaries/content/documents/govscot/publications/research-and-analysis/2017/11/growing-up-scotland-patterns-maternal-employment-barriers-paid-work/documents/00526991-pdf/00526991-pdf/govscot:document/00526991.pdf

Document 17: Email chain on press lines regarding impact of childcare policy — May
2014

From: [Redacted - Section 38(1)(b) — Personal Data]On Behalf Of Communications
Smarter

Sent: 11 March 2014 17:58

To: McAllister C (Colin); [Redacted - Section 38(1)(b) — Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data] Communications Smarter; [Redacted -
Section 38(1)(b) — Personal Data]

Subject: URGENT Line - Childcare modelling - Telegraph

[Redacted - Section 38(1)(b) — Personal Data], Colin — are you happy with amended
version of Wednesday'’s line on IFS remains accurate?

[Redacted - Section 38(1)(b) — Personal Data] has asked about the modelling done to
identify the economic benefit of the childcare policy (following [Redacted - Section 38(1)(b)
— Personal Data] blog post — link below with original line). | have shortened the line &
background we issued.

Colin — are you happy for this to issue or should it go back to Ms Campbell?
A Scottish Government spokesman said:

“Improving access to affordable early learning and childcare has the potential to
substantially boost the labour market in Scotland by reducing a key barrier to participation
faced by parents — something most recently recognised by leading economist Professor
Sir Donald Mackay. The OECD and EU have stressed the importance of childcare in
removing barriers and disincentives to female labour force participation. Increased
participation will contribute positively to the Scottish economy, including through increased
tax revenues. With independence, such benefits will accrue directly to Scotland’s public
finances, and would make a crucial contribution towards delivery of transformational
change in childcare provision.”

Background:

The SG’s ambitious plans for childcare have recently been backed by Professor Sir
Donald MacKay, a leading economist and former economic adviser to the Secretary of
State for Scotland, in evidence to the Economy, Energy and Tourism Committee as part of
their Inquiry into Scotland’s Economic Future Post-2014: “Any competent labour
economist will know the direction of change if the childcare proposed is enacted— female
employment rates would rise with more women staying longer in the labour market, and
income differentials between men and women would narrow. The issue will not be the
direction of change but the speed of change. No financially responsible Scottish
Government would dare to implement the childcare proposals under the fixed block grant
funding of devolution, unless they were prepared to take an axe to existing programmes
when there was already strong downward pressure on the real value of the existing block
grant.” (Professor Sir Donald MacKay, written evidence, Scottish Parliament website)



An IPPR report published last week (Childmind the Gap) noted that the degree of public
support for childcare is a significant determinant of maternal employment rates; countries
with greater enrolment rates in publicly funded childcare also have higher maternal
employment. Several international studies find evidence of a positive response of female
labour supply to changes in the costs of childcare in line with the increases modelled by
the IPPR and published in the report Childmind the Gap (Feb 2014) and by the SG
analysis published in January 2014. The OECD’s Doing Better for Families highlights that
childcare constraints play an important role in parents’ work decisions, and that provision
of more comprehensive childcare helps remove barriers to employment.

Through savings and increased revenue to be achieved with independence — including
ending the married couples tax allowance, cancelling the Shares for Rights Scheme,
streamlining overseas representation and ending Trident — the Scottish Government would
commit £700 million to expand childcare entitlement by the end of the first Parliament to
1,140 hours a year for around half of 2-year-olds and all 3- and 4-year-olds.

From: [Redacted - Section 38(1)(b) — Personal Data - external]
Sent: 11 March 2014 17:23

To: [Redacted - Section 38(1)(b) — Personal Data]

Subject: Re: Response to Treasury

Many thanks [Redacted - Section 38(1)(b) — Personal Data]

Can you also get a comment on this child care stuff [Redacted - Section 38(1)(b) —
Personal Data] has blogged about - basically saying no economic modelling has been
done to justify the claim the policy would generate £700 million a year in extra taxes

http://scottishpol.blogspot.co.uk/2014/03/kindergarten-logic-part-2.html|?m=1

cheers

[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) — Personal Data]
Media Manager: Communications Smarter: [Redacted - Section 38(1)(b) — Personal Data]

Tell us how to make Scottish education even better: www.engageforeducation.org

A Scottish Government spokesman said:

“Parents in the UK face some of the highest childcare costs in Europe and we will secure a
wide range of benefits for children and their families by increasing funded provision.
Building on the widely-welcomed increase in provision this August, Scotland’s Future
outlines the Scottish Government’s proposals to use the powers an resources of


http://scottishpol.blogspot.co.uk/2014/03/kindergarten-logic-part-2.html?m=1
http://www.engageforeducation.org/

independence to deliver a transformation in childcare on a phased, manageable and
sustainable basis.

“Through savings and increased revenue to be achieved with independence — including
ending the married couples tax allowance, cancelling the Shares for Rights Scheme,
streamlining overseas representation and ending Trident — the Scottish Government would
commit £700 million to expand childcare entitlement by the end of the first Parliament to
1,140 hours a year for around half of 2-year-olds and all 3- and 4-year-olds.

“Improving access to affordable early learning and childcare has the potential to
substantially boost the labour market in Scotland by reducing a key barrier to participation
faced by parents — something most recently recognised by leading economist Professor
Sir Donald Mackay. The OECD and EU have stressed the importance of childcare in
removing barriers and disincentives to female labour force participation. Increased
participation will contribute positively to the Scottish economy*, including through
increased tax revenues. With independence, such benefits will accrue directly to
Scotland’s public finances, and would make a crucial contribution towards delivery of
transformational change in childcare provision.”

Background:

* An increase in female labour market activity rates of 6 percentage points is estimated to
increase output by 1.7% (£2.2 billion) and tax revenues by 1.5% (£700 million).

The SG’s ambitious plans for childcare have recently been backed by Professor Sir
Donald MacKay, a leading economist and former economic adviser to the Secretary of
State for Scotland, in evidence to the Economy, Energy and Tourism Committee as part of
their Inquiry into Scotland’s Economic Future Post-2014: “Any competent labour
economist will know the direction of change if the childcare proposed is enacted— female
employment rates would rise with more women staying longer in the labour market, and
income differentials between men and women would narrow. The issue will not be the
direction of change but the speed of change. No financially responsible Scottish
Government would dare to implement the childcare proposals under the fixed block grant
funding of devolution, unless they were prepared to take an axe to existing programmes
when there was already strong downward pressure on the real value of the existing block
grant.” (Professor Sir Donald MacKay, written evidence, Scottish Parliament website)

An IPPR report published last week (Childmind the Gap) noted that the degree of public
support for childcare is a significant determinant of maternal employment rates; countries
with greater enrolment rates in publicly funded childcare also have higher maternal
employment. Several international studies find evidence of a positive response of female
labour supply to changes in the costs of childcare in line with the increases modelled by
the IPPR and published in the report Childmind the Gap (Feb 2014) and by the SG
analysis published in January 2014. The OECD’s Doing Better for Families highlights that
childcare constraints play an important role in parents’ work decisions, and that provision
of more comprehensive childcare helps remove barriers to employment.

In the first Budget after independence, the SG will commit £100 million to extend 600
hours of childcare a year to nearly half of Scotland’s 2-year-olds. By the end of the first
Parliament, those 2-year-olds and all 3- and 4-year-olds will be entitled to 1,140 hours of



childcare a year, with a further investment of £600 million. By the end of the 2nd
Parliament, the Scottish Government intends to provide 1,140 hours of childcare a year to
all children from age one until they start school. Once fully operational, the Scottish
Government estimates that around 240,000 children and 212,000 families will benefit.

[Redacted - Section 38(1)(b) — Personal Data]
Media Manager

Scottish Government

Communications Smarter

[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) — Personal Data]



Document 18: Email chain — data on childcare, labour market participation impacts —
October 2013

From: [Redacted - Section 38(1)(b) — Personal Data]
Sent: 07 October 2013 17:34
To: [Redacted - Section 38(1)(b) — Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data]
Subject: RE: Childcare, labour market participation impacts,

[Redacted - Section 38(1)(b) — Personal Data],

I've attached a table with my initial attempt at the hours analysis you require. This has not
been checked and given my limited knowledge of the hours variables [Redacted - Section
38(1)(b) — Personal Data] may suggest some alterations to the analysis when they review
(hopefully tomorrow).

The table below is based on the actual hours worked in the reference week by the women
set out in [Redacted - Section 38(1)(b) — Personal Data] second table. I've used actual
rather than usual hours, as usual hours data is not available for second jobs.

There is actually only a very small numbers of missing values in the hours data (less than
1%). However, these are still based on relatively small samples and it's worth pointing out
that there will likely be more variability in the full-time group here given that the sample is
almost half the size of that of the part-time group. This might explain some of the
differences between those with youngest dependent aged 4 and 5 with the others.

Weekly hours worked by age of youngest dependent child, females in employment,
Scotland, 2012

Full-Time Part-Time
Age of Average hours Average hours
youngest Total hours worked per Total hours worked per
dependent child | worked person worked person
1 266,700 28.3 417,800 16.9
2 357,100 34.9 395,700 18.5
3 327,200 34.9 334,200 16.9




4 252,300 31.0 317,600 16.4

5 265,400 37.4 270,900 17.3

Source: Annual Population Survey, ONS
Notes:

1. Hours is the actually hours worked in the reference week, rather than usual hours.
This may be affected by absence for example maternity leave, sickness etc and may
include paid and unpaid overtime hours.

Hope this is useful.

Regards,
[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) — Personal Data]
Labour Market Statistics

Employability, Skills & Lifelong Learning Analysis
ext. [Redacted - Section 38(1)(b) — Personal Data]
[Redacted - Section 38(1)(b) — Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 07 October 2013 12:46

To: [Redacted - Section 38(1)(b) — Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data]

Subject: RE: Childcare, labour market participation impacts,

[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) — Personal Data] is due in this afternoon, | see what he can
do. Both [Redacted - Section 38(1)(b) — Personal Data]are out of the office today.

[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) — Personal Data]

Head of Employability, Skills and Lifelong Learning Analysis

Scottish Government, 5th Floor, 5 Atlantic Quay, 150 Broomielaw, Glasgow, G2 8LU
Tel: [Redacted - Section 38(1)(b) — Personal Data]

Mobile: [Redacted - Section 38(1)(b) — Personal Data]

email: [Redacted - Section 38(1)(b) — Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]



Sent: 07 October 2013 12:30

To: [Redacted - Section 38(1)(b) — Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data]

Subject: RE: Childcare, labour market participation impacts,
Importance: High

Hi [Redacted - Section 38(1)(b) — Personal Data],

Thanks for this — it's much appreciated!!!

On point 2, we'd need a total number of hours being worked, if possible by age. Failing
that, an estimate based on average f/t and p/t hours (from memory, | think this is how we’d
estimated the labour market impacts in the CEA paper). Tuesday am is really tight
unfortunately — the deadline for the overall childcare proposal and its impacts is close of
Wednesday. Would it be possible to have something by close today?

Happy to discuss,

[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) — Personal Data]

Economic Adviser
Economic Analysis: Strategy and Policy | OCEA
4WR | St Andrews House | Ext [Redacted - Section 38(1)(b) — Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 06 October 2013 20:58

To: [Redacted - Section 38(1)(b) — Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data]

Subject: RE: Childcare, labour market participation impacts,

[Redacted - Section 38(1)(b) — Personal Data],

As requested.



1) ‘Would it be possible to disaggregate the total number of mothers in the group by age of
child? Also, if possible, could each group of mothers be disaggregated into employed (f/t
and p/t), inactive (with the family / non family reason split) and unemployed?’

Age of

youngest

dependent

child Total Employed | Unemployed | Inactive
1 56800 34300 3200 19300
2 52800 31900 4500 16500
3 44600 29300 2400 12900
4 45100 27600 3000 14500
5 36100 22900 3900 9300
Age of

youngest

dependent | Employed | Employed

child -FT -PT

1 9400 24900

2 10300 21400

3 9400 19900

4 8100 19500

5 7200 15700

Age of Inactive -

youngest | reason Inactive -

dependent | family / reason

child home other

1 17700 1700

2 13200 3300

3 9700 3200

4 13000 1400

5 5300 4000

- A few caveats. As per previous emails, this is not necessarily mothers, this is women in a
household with a dependent child where the woman is the Head of household, or they are



the spouse, cohabitee, civil partner or same sex cohabitee of the HoH. This is consistent
with previous analysis.

- The levels by themselves are not that useful, if using outwith models | would prefer the
use of proportions.

- Alot of this analysis is really pushing the data to the max. | have highlighted unreliable
cells, but it is important to remember that there will be variability in the data.

2) Would it also be possible to estimate the number of hours worked each year by this
group?

Not sure — [Redacted - Section 38(1)(b) — Personal Data] can you give me a hand with this
(see separate email). We’'ll need to think of the most sensible way to approach and
present this. Am | right in thinking for the purpose of the model you need a total number of
hours worked for those working FT and PT by each age group??? Can you wait until
Tuesday for am for this?

3) ASHE analysis — [Redacted - Section 38(1)(b) — Personal Data] provided this on Friday.
We agreed to speak this am, my blackberry has died, so I'll call you at about 09:30.

Finally, as time is tight this has not been double checked. Hopefully [Redacted - Section
38(1)(b) — Personal Data] can review my analysis tomorrow.

[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) — Personal Data]
Labour Market Statistician

Tel: [Redacted - Section 38(1)(b) — Personal Data]

Blackberry : [Redacted - Section 38(1)(b) — Personal Data]
e-mail: [Redacted - Section 38(1)(b) — Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 04 October 2013 16:29

To: [Redacted - Section 38(1)(b) — Personal Data]

Subject: Re: Childcare, labour market participation impacts,

From: [Redacted - Section 38(1)(b) — Personal Data]
Sent: Friday, October 04, 2013 12:50 PM

To: [Redacted - Section 38(1)(b) — Personal Data]
Cc: [Redacted - Section 38(1)(b) — Personal Datal))



Subject: Childcare, labour market participation impacts,

[Redacted - Section 38(1)(b) — Personal Data]

As discussed. OCEA has been asked to model wider labour market impacts arising from
further proposals for childcare, which build on work previously undertaken for the last
meeting of the Council of Economic Advisers.

Here are the emails containing the analysis [Redacted - Section 38(1)(b) — Personal Data]
provided previously that underpinned the labour market analysis in the CEA childcare
paper. Would it be possible to disaggregate the total number of mothers in the group by
age of child? Also, if possible, could each group of mothers be disaggregated into
employed (f/t and p/t), inactive (with the family / non family reason split) and unemployed?

<<RE: CEA, 4th meeting, 30th August, Childcare Paper - draft scenarios and cost
estimates - RESTRICTED>> <<FW: Outline analysis, work template: Early Learning and
Childcare>> [Documents not found]

Would it also be possible to estimate the number of hours worked each year by this
group?

| was also wondering if you could provide data on of f/t and p/t women from ASHE? I'd be
looking for post-tax earnings if they’re available, and broken down by median, mean, and
by decile.

Unfortunately, the timescale with this work is really tight. Anything you can provide by
Monday morning will be gratefully received!!

Happy to discuss,
[Redacted - Section 38(1)(b) — Personal Data]
[Redacted - Section 38(1)(b) — Personal Data]

Economic Adviser
Economic Analysis: Strategy and Policy | OCEA
4WR | St Andrews House | Ext [Redacted - Section 38(1)(b) — Personal Data]



Document 19: Summary document - Childcare and female labour market
participation — November 2013

Childcare and female labour market participation
November 2013

Scottish Government
With Independence we will unlock the resources to match the best in Europe

We will move to a system that provides broadly the same number of hours of pre-primary
education and childcare as children currently receive in primary school - the equivalent of 30
hours per week for 38 weeks or 1,140 hours per year.

In our first budget after Independence we will commit £100 million to extend 600 hours of
childcare a year to nearly half of Scotland’s two year olds.

By the end of the first Parliament those 2 years olds and all 3 and 4 years olds will be entitled
to 1,140 hours of childcare a year, with a further investment of £560 million.

In the longer term we plan to provide 1,140 hours of childcare a year to all children from age
one to starting school.

Moving to 600 hours next August saves families £700

The move from 412.5 hours to 600 hours will deliver a saving to families equivalent to £707 per
child per year (based on the average cost as reported by the Daycare Trust?°)

The Scottish Government’s Budget, set out by John Swinney in September, includes £190
million for Local Government over financial years 2014-15 and 2015-16 to fund the Children and
Young People Bill. The majority of this funding is to meet the costs associated with the increase
in nursery care from 475 hours to 600 hours for 3 and 4 year olds, and 2 year olds who are
Looked After or subject to a Kinship Care Order, from 2014.

Expanding childcare even further will save families up to £4,600 per annum, per
child and create up to 35,000 jobs

Around 240,000 children and 212,000 families will benefit across Scotland.

Moving to 1,140 hours will add a further saving, giving families a total saving of up to £4,600 per
child per annum, the equivalent of £770 million each year overall.

This expansion will also help to create up to 35,000 new jobs in the childcare sector - doubling
the current workforce.?®

Quality childcare benefits the child

The early years of life are when cognitive development is at its peak. Research shows that high
quality provision benefits all children, especially those are who are more disadvantaged.?’

The Growing Up in Scotland (GUS) study found that children’s experience of childcare in the
early years appeared to be beneficial to their cognitive development.?®

Particular benefit was found in terms of children’s vocabulary in cases where the child
experienced between 17 and 40 hours of childcare per week.

Provision will not improve outcomes for children unless it is high quality.2°

2 Family and Childcare Trust, Childcare Costs Survey 2013

26 The current childcare workforce is estimated at 36,770 (2012).

27 Effective Provision of Pre-School Education Project (UK): Final Report,
http://media.education.gov.uk/assets/files/pdf/e/eppe%20final%20report%202004.pdf

28 Bradshaw, P. and Wasoff, F. (2009) Growing Up in Scotland: Year 3 — Multiple Childcare Provision and its Effects on
Child Outcomes Edinburgh: Scottish Government

2° JPE, Baker, M et al (2008) Universal Childcare, Maternal Labour Supply and Family Wellbeing finds negative impacts on
child outcomes across a range of behavioural, mental and physical health indicators as a result of poor quality care



e Scotland will, therefore, maintain the stringent quality standards and training levels current
required and will not seek to pursue the drop in standards — including the dilution of staff / child
ratios — as had been proposed in England.



Scottish female Labour market participation lags behind Nordic countries

e The European Commission note that 73% of mothers in the UK who didn’t work or worked part
time because of inadequate childcare services cited childcare as being too expensive.*
e In 2012 Scotland had a higher female labour market participation rate (71.9%?3') than the UK

(70.7%) but a lower rate than most other northern European countries including Norway, the
Netherlands, and Sweden.
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Source: Data for the UK and Scotland refer to the Annual Population Survey, January-December 2012, and the age group 16-64 . Female activity rates for all other countries are taken from the OECD database and
refer to the year 2012 and to the age group 15-64.

The current UK system of childcare costs families more than countries with higher
female labour market participation

e The OECD?* estimates the UK pays 1.1% of GDP on childcare and pre-primary education

o This is similar to the level of investment in countries such as Denmark and Sweden yet both
have higher female participation in the labour market.

e Also, parents in the UK spend around 27% of household income on childcare, compared to 9%
in Denmark, and 5% in Sweden.*

¢ Independence would allow us to invest more in the supply of services, like the most successful
European countries do and get a better result without increasing the cost.

30 hitp://ec.europa.eul/justice/gender-equality/files/documents/130531 barcelona_en.pdf
31 Source: Annual Population Survey, Jan-Dec 2012, ONS

32 OECD Family Database: This calculation is based on UK data which is uprated by the OECD to include primary

1 spend in order to make it comparable with data from other countries where children start school a year later
than in the UK.

33 OECD (2011) Doing Better for Families, p 168



http://ec.europa.eu/justice/gender-equality/files/documents/130531_barcelona_en.pdf

Greater participation benefits the economy

There are a range of factors that influence the rate of female participation in the labour market
but childcare policy could be a crucial element of the wider equality and welfare policy package
that could improve this measure.

Scotland and the UK both lag behind some OECD countries in terms of female participation
rate. This section highlights the potential effects on the Scottish economy, if Scotland could
improve its female activity rate further. In particular, the analysis illustrates the effects of
increasing the female participation rate by 2 percentage points and matching the rates in Norway
and Sweden.3

Increasing female participation rate by 2.0 percentage points would increase Scotland’s rate
from 71.9% to 73.9%.% This would bring Scotland’s performance on the measure broadly in line
with countries such as Finland and the Netherlands.3®

This would constitute around 35,000 more people in the labour market and translate into a 1
percentage point rise in the overall (male and female average) economic activity rate.

The increase would be even greater if we matched Norway or Sweden (see table below).

Female PP Change in Female Level Changein % Change in Total
Activity Rate Activity Rate Female Activity Activity Level

2 p.p. increase 73.9% 20 35,000 1.3%

Match Norway 75.8% 3.9 68,000 2.6%

Match Sweden  77.9% 6.0 104,000 4.0%

At the lower end, an increase in female activity by 2 percentage points could boost the level of
output by around 0.6% (£700 million) in the long-run, with tax revenues rising by 0.5% (£200
million). At the higher end, if the female activity rate reached Swedish levels, output could rise
by 1.7% (£2.2 billion) and tax revenues by 1.5% (£700 million).

Impact on the Scottish Economy of an increase in female labour market participation

B2.0 P.P Increase
1.8% - 1.70% @Norway

B Sweden
1.6%

1.4%
1.2%
1
0.8%
0.6%
0.4%
0.2%
0.0%

1.50%

.0%

Output Tax Revenues

34 The economic impacts of increased female labour participation outlined in the note do not take into account the cost of
the policies that bring about this change

3% The figures for Scotland are based on Annual Population Survey for Jan-Dec 2012 which is more stable than the rolling 3-
month average from the Labour Force Survey.

36 OECD country female participation rates are taken from the OECD database and refer to year 2012 and to the age group

15-64, whilst the rate for Scotland is for 16-64.



Document 20: Internal paper - ELC labour market impact - Saved 2017

ELC labour market impact analysis

Key points

¢ Women with school-age children are more often in (full-time) employment than
mothers with ELC age children. Full-time employment for women without children is
highest. This pattern is reversed for fathers.

e The employment patterns for a range of subgroups (men/women with children of
ELC age/school age/no children) has remained approximately stable over the last
15 years, although full-time employment for men in all subgroups has increased
slightly.

e No measurable causal effect of the number of funded ELC hours on the number of
hours worked per week has been found.

Detail
Current picture

There is some evidence that labour market participation for parents with ELC-age children
differs somewhat from those with children of school age and the general population,
although total net employment rates are quite similar.

Figure 1 compares employment and economic inactivity rates for parents with children in
ELC age (0-4), school-age (5-16) and the general population. Some notable patterns
emerge from this breakdown.

Figure 1: Economic activity by gender and children
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Source: LFS 2016 Q2
Compared to women with ELC-age children, female full-time employment rates are higher

for mothers with children of school age. Part-time employment rates are very similar for
both groups which suggests that more mothers start working once their children are in



school. In line with this, labour market participation rates for women with children of school
age are higher than rates for women with young children, but also higher than for all
women aged 16-64. However, it is not clear from this descriptive analysis to what extent

availability of the childcare arrangement has any impact on female labour market
participation.

The picture is muddled somewhat further in the context of male employment. Full-time
employment rates for men with children of ELC age are notably higher than for men with
school-age children and the general population. The latter two groups are more often in
part-time employment or economically inactive. Again it is not clear to what extent the
pattern of men with older children leaving (full-time) employment are a result of the
increase of female employment or simply age-related.

Time series

As can be seen in figure 4, the composition of labour market participation has remained
relatively stable for women (right panel), whereas for men employment rates have
increased slightly (left panel). This is at least indicative of the notion that on aggregate the
increases in the funded ELC entitlement did not lead to a notable increase in labour
market participation.

Figure 2: Male and female labour market participation over time

Causal estimation

In order to obtain a clearer idea to what extent there exists a causal relationship between
the ELC entitlement and labour market participation that might be obscured by other
factors, we try to estimate the impact of the volume of funded entitlement on the number
of hours worked per week, controlling for a range of factors, such as age, education,
economic conditions and wage levels.

Methodology and data

Using Labour Force Survey (LFS) data from 2005 to 2016, we exploit the subsequent rises
in the funded entitlement 412.5 to 475 hours in 2007 and 600 hours in 2014 to establish



whether parents (and in particular mothers) of eligible children responded to the increases
in the funded entitlement by working more (measured by average hours worked per week).

Since it is not sufficient to draw this causal inference from the descriptive data presented in
the sections above, we control for potential other factors that could determine the number
of hours a person works using a heteroscedasticity and cross-correlation-consistent
ordinary least squares estimator. We try to single out the effect of the childcare entitiement
by controlling for the following characteristics

e Age

o Whether individuals has children aged 0-2 and 2-4
e Education

e Year of measurement

e GDP growth at time of measurement

o Whether living together with partner

e Wages

The amount of the funded entitlement is introduced as an interaction term between the
dummy that indicates whether an individual has children between 2-4 and the amount of
the funded entitlement. This ensures that the entitlement is only taken into account when
an individual’s child is actually eligible.

Since there is a chance of reverse-causation between wages and hours (i.e. the number of
hours worked could influence the individual hourly wage level), we use average wage
levels in the industry an individual works in as an instrument.

To allow for non-linear relationships between age and hours worked and wage and hours
worked, we invoke squared terms.

Results

The childcare entitlement has had no significant impact on the number of hours worked for
both mothers and parents in general. On average, mothers who were offered an additional
hour of childcare worked 5 minutes more per week (suggesting that the total entitlement of
600 hours lead to women working an hour and 15 minutes more per week). Because of
the variation in the effect, this result is indistinguishable from zero. This insignificance
remains if a longer time period that includes the introduction of the entitlement (2000 —
2016) is considered. The estimation results are summarised in table 1. Other results
include:

e Women’s working hours peak shortly before they turn 35, population 37.

e Women with university degrees work on average 2 hours more than women without
or only basic/entry level qualifications.

¢ Women who have a partner they live with work on average 2.3 hours more than
those without a partner. Those who live separately from their partner work on
average 5.5 hours less. All ceteris paribus.

e Higher average industry wage levels result in more hours worked, as well.



Table 1: Regression on Hours worked (standard error in parenthesis)

(1) (2)
Women All
Intercept 1.04E+02 1.51E+02
(4.42E+01) (3.80E+01)
Age 4.72E-01 6.90E-01
(3.50E-02) (3.06E-02)
| Age squared -6.79E-03 -9.30E-03
(4.18E-04) (3.69E-04)
Children 0-2 -8.83E+00 -4.80E+00
(3.02E-01) (3.02E-01)
Children 2-4 -5.73E+00 -3.26E+00
(1.82E+00) (1.83E+00)
Entitlement x Children 2-4 7.79E-02 4.13E-02
(1.46E-01) (1.46E-01)
| Highest qualification: Upper secondary or equiv. 1.96E-01 2.97E-01
(1.69E-01) (1.51E-01)
Highest qualification: HE: Vocational 1.49E+00 1.75E-01
(3.11E-01) (2.67E-01)
| Highest qualification: HE: University 2.12E+00 -2.08E-02
(2.26E-01) (1.87E-01)
Year (2005-2016) -5.17E-02 -7.62E-02
(2.20E-02) (1.89E-02)
Quarter to Quarter GDP growth rate 1.38E-01 2.39E-01
(7.62E-02) (6.63E-02)
Living separated from partner -5.55E-02 -2.45E+00
(1.98E-01) (1.76E-01)
Living together with partner 2.28E+00 1.42E+00
(2.46E-01) (2.09E-01)
Average wage in industry 2.88E-01 3.04E-01
(4.89E-03) (3.34E-03)
Average wage in industry squared -8.19E-04 -7.54E-04
3.46E-05) (2.04E-05)
Residual s.e. 13.43 16.02
Df 35602 67482
R2 0.4501 0.3970
Adj. R2 0.4499 0.3968
3173 0on 14
2081 on 14 and 35602 | and 67482
F-statistic DF DF
p-value 0.0000 0.0000

Bayesian inference

To get a better picture of the impact of the variation in effect sizes, we can diverge from the
classical-frequentist assumption of a ‘true’ underlying value and treat the vector of



coefficients as random. This allows us to estimate the probability distribution (posterior
distribution) around the mean of the measured effect of the entitlement.3’

The marginal density of the posterior distribution for the Entitlement coefficient is plotted in
Figure 3. The probability density is centred around the estimate in Table 1. While a large
part of the probability mass refers to estimates of the effect of the entitlement being zero or
negative, the majority of the probability mass spans over positive values.

Figure 3: Posterior probability density distribution for the effect on the funded entitlement on the number of
hours worked — sample period 2005-2016

Density of Entitlement x Children 2-4
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N = 10,000 Bandwidth = 0.02542

However, when the sample is extended to the period between 2000 and 2016, the
estimated posterior distribution centres around 0, suggesting there is no effect of the
entitlement on the number of hours mothers work. Note also, that the estimated pdf gets
narrower.

%7 From Bayes’ theorem we can express the posterior probability as p(0 |d, m) =

[p(d | 8,m)p@|m)][[ p(d]|8,m)p@|m)]~1, where 8 is the vector of coefficients, d the data (here: LFS data
from 2005 to 2016) and m the model (the linear model presented above). The posterior distribution p(6 |d, m) is
estimated using Markov chain Monte Carlo integration.



Figure 1: Posterior probability density distribution for the effect on the funded entitlement on the number of hours worked -

sample period 2000-2016
Density of Entitlement x Children 2-4

N = 10,000 Bandwidth = 0.0133



Document 21: Pre-publication version of subsequently published report (Starting
Strong V)

Section 25: Information otherwise accessible:

Starting Strong V | OECD



https://www.oecd.org/en/publications/starting-strong-v_9789264276253-en.html

Document 22: Published paper — link provided

Section 25: Information otherwise accessible - Microsoft Word - WFS LitReview -
SOCIOECONOMIC - WORKING DOCUMENT -CB.doc



https://www.ccsc-cssge.ca/sites/default/files/uploads/Projects-Pubs-Docs/2.8-WFS_LitSocioMain_Eng.pdf
https://www.ccsc-cssge.ca/sites/default/files/uploads/Projects-Pubs-Docs/2.8-WFS_LitSocioMain_Eng.pdf

Document 23: Email chain — contribution to briefing on childcare and female labour

From: [Redacted - Section 38(1)(b) — Personal Data]
Sent: 23 April 2013 17:41

To: [Redacted - Section 38(1)(b) — Personal Data]
Cc: [Redacted - Section 38(1)(b) — Personal Data]
Subject: RE: IMMEDIATE - Childcare / Children's Bill

[Redacted - Section 38(1)(b) — Personal Data],

As discussed — below a small contribution from OCEA in response to the bullet re
estimating the impact on the economy.

Happy to discuss

[Redacted - Section 38(1)(b) — Personal Data]

Improvements in childcare provision have the potential to increase female labour
market participation, particularly for lower income families where childcare costs
can take up a significant share of family income.

e Improvements in childcare provision could have a variety of implications for the
economy, resulting from changes in work incentives and potentially greater labour
participation of females in the labour market - particularly for lower income families
where childcare costs can take up a significant share of family income.

Potential Analysis

e The existing economic policy modelling framework within OCEA can be used to
assess the overall impacts of the general increase in the capacity of the economy
as a result of this policy.

e However, the results will be heavily dependent on the assumptions made about the
labour market and household preferences. Any results would have to be interpreted
within the context of gender specific features of the additional labour input in terms
of skills and industry profile.

Data from the Labour Force Survey shows that female participation in Scotland has
increased over time, however finding causality from the aggregate data between the
rise in participation and improved childcare provision is challenging.

o Estimates from the Labour Force Survey show that the economic activity rate of
women aged 16 to 64 rose from 65.3% in Oct-Dec 1992 to 71.4% in Oct-Dec 2012.

e Over this period, females have also accounted for the largest increase in
employment growth.

e However, finding causality between the rise in female participation rates and free
childcare provision from the data is challenging or unclear.

e The data for the UK, which goes back to the 1970s, suggests that increased female
participation is part of a sustained longer-term trend, which suggests that other
factors (e.g. social attitudes, fertility rates) are likely to be at work.




Potential Analysis

¢ Notwithstanding the above, there is however scope to carry out some case studies
to assess the extent to which improved free childcare provision increases female
labour market participation — these case studies would however need to be scoped
out.

The benefits of increased female labour market participation are well documented

e Increased female participation has potential to make an important contribution
improve the wellbeing of households through increased financial resources; and for
the economy as a whole could economic growth.

¢ International studies highlight the importance of increased female participation in
closing the gap between male and female employment and pay.

From: [Redacted - Section 38(1)(b) — Personal Data] Behalf Of Minister for Children and Young People
Sent: 23 April 2013 12:59

To: [Redacted - Section 38(1)(b) — Personal Data]

Cc: Minister for Children and Young People; McAllister C (Colin)

Subject: IMMEDIATE - Childcare / Children's Bill

Importance: High

[Redacted - Section 38(1)(b) — Personal Data],

Ms Campbell has been asked to meet with First Minister at 1630 today to discuss
Childcare. | would be grateful if we could have a response to Colin email below ahead of
the pre-brief meeting (16:00) if at all possible. | appreciate that the timing is tight therefore
you may not have an answer to all the questions.

Thanks
[Redacted - Section 38(1)(b) — Personal Data]

From: McAllister C (Colin)

Sent: 23 April 2013 12:54

To: Minister for Children and Young People
Subject: Fw: Childcare / Children's Bill

From: McAllister C (Colin)

Sent: Monday, April 22, 2013 05:08 PM GMT Standard Time

To: [Redacted - Section 38(1)(b) — Personal Data]

Cc: Director of Employability, Skills & Lifelong Learning
(DirectorofEmployabilitySkills&LifelongLearning@scotland.gsi.gov.uk)
Subject: Childcare / Children's Bill

Dear All

Ahead of this week’s meeting with the FM, | would be grateful for an urgent update on
where we are in relation to the CEA study on childcare.


mailto:DirectorofEmployabilitySkills&LifelongLearning@scotland.gsi.gov.uk

Also, the Minister has been thinking about info she would like either simply to have or to
help promote our initiatives on childcare / the children’s bill etc. This is a mix of advice she
is looking for and stats she would like generated. There is a focus here on the economic
case and | would be grateful for comments on how hard / easy / advisable the following
would be:

. Is it possible to estimate the impact on the economy or on the gender balance of
the workforce of our past and future improvements in childcare?

) Getting figures on how much is saved in the pockets of families as result of
additional hours (breaking it down to meaningful and tangible figures could be helpful and
easier for tweeting etc?)

. The nos of families affected should be easy to calculate but we need more clarity
on which provider is most costly and where are the costs going down and what are the
reasons and factors for this.

o what are merits/pros/cons in prosing a potential cap to costs - set below a
benchmark in England/Highest in Scotland?

. Getting clarity from DFM etc about when we can start using the comparative
study for positive media and to start a conversation on the transformational change we
need.

. Inviting those critical of England (those attributed to the quotes we use in the FM
brief) to be positive of scotland? Could they be part of task force? Or can they help advise
the economic advisors?

J calculate the costs that will be saved by kinship carers.

o calculate the investment in childcare since 2007 v 1999 + compare the profile of
workforce - (ie it's no w educated and) supported - potential for a celebratory event in bute
house?

o Far more aggressive engagement with parents - better marketing, use of ptr,
monthly testimonies on Engage?

. Finding our usp in terms of what Scotland will offer as our package of child care -
eg outdoor play?

J Minister to send a letter to all local media about launch of bill. A thank you for the
consultation responses and to open the dialogue for child care transformation?

° Establish a child care awards?

o Assert more aggression following outcomes of business summit - Barclays won
a family flexibility award at the recent Institute of Directors event which SG



sponsored...how do we build on this? Can we announce the kite mark for family flexible
practices asap?

Rgds

Colin McAllister
[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) — Personal Data]



Document 24: Early draft — evidence summary — impact of childcare on female
employment - May 2013

EARLY LEARNING & CHILDCARE AND PARENTAL LEAVE POLICY: EVIDENCE SUMMARY

Evidence on the impacts of early learning/childcare and parental leave policies on
female labour force outcomes and outcomes for children

Purpose

This note briefly summarises the key evidence around the impacts of childcare and parental leave
policies on women’s position in the labour market, in terms of their participation rates and hours,
career progression and skill levels.

The links between the design of childcare and parental leave policies and women'’s labour force
profile are complex and depend upon a host of variables; average wages and skill levels, taxes and
benefits, the costs of childcare in the absence of public subsidy and the number of children families
choose to raise.

Notwithstanding this complexity, a number of stylised findings emerge which can be used to guide
and inform the design of early learning/childcare and parental leave policies and help to shape
priority questions for further empirical work in a Scottish setting.

What does the international evidence tell us about how the design of ELCC and parental
leave policies impacts women’s labour force outcomes?

Several international studies support the hypothesis that comprehensive coverage and subsidised
publicly provided childcare increases the labour force participation of women. This effect works by
increasing the net gains from employment for second-earners and sole parents with children: Unless
a family has recourse to free informal childcare, the unsubsidised costs of childcare can be prohibitive
and act as a barrier to employment. By removing this barrier, the choice becomes an effective one.

e In line with this finding, one of the key motivations behind the public provision of childcare
has been to secure the greater participation of females in the workforce, better matching
skill needs with abilities and, particularly among single-parent households, alleviating poverty
and promoting skills-acquisition.

e There is evidence that female employment has become increasingly important in maintaining
the living standards of households on low to middle incomesti. Without such subsidised
financial support (and in the absence of informal free childcare) many vulnerable families
may be forced to give up work, thereby imposing even greater income shortfalls on the
family.

e Ranking: There is evidence that female employment in the UK still lags significantly behind
some of our international competitors, particularly among women over 50 and women with
childrent2l, For example, according to the OECD!, compared to the top five performers -
Iceland, Norway, Sweden, Switzerland and Denmark - employment among women with


https://ukc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en-GB&rs=en-US&wopisrc=https%3A%2F%2Fscotsconnect-my.sharepoint.com%2Fpersonal%2Fcatriona_coull-mckenna_gov_scot%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Fe86b4aedc2de476eb1ff54a996ef5030&wdenableroaming=1&mscc=1&wdodb=1&hid=449608A2-A06F-0001-B41E-4E33A57C3288.0&uih=sharepointcom&wdlcid=en-GB&jsapi=1&jsapiver=v2&corrid=67e53dcc-ecc6-8b61-9149-1169544ab466&usid=67e53dcc-ecc6-8b61-9149-1169544ab466&newsession=1&sftc=1&uihit=docaspx&muv=1&ats=PairwiseBroker&cac=1&sams=1&mtf=1&sfp=1&sdp=1&hch=1&hwfh=1&dchat=1&sc=%7B%22pmo%22%3A%22https%3A%2F%2Fscotsconnect-my.sharepoint.com%22%2C%22pmshare%22%3Atrue%7D&ctp=LeastProtected&rct=Normal&wdorigin=BrowserReload&afdflight=50&csiro=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush#_ftn1
https://ukc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en-GB&rs=en-US&wopisrc=https%3A%2F%2Fscotsconnect-my.sharepoint.com%2Fpersonal%2Fcatriona_coull-mckenna_gov_scot%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Fe86b4aedc2de476eb1ff54a996ef5030&wdenableroaming=1&mscc=1&wdodb=1&hid=449608A2-A06F-0001-B41E-4E33A57C3288.0&uih=sharepointcom&wdlcid=en-GB&jsapi=1&jsapiver=v2&corrid=67e53dcc-ecc6-8b61-9149-1169544ab466&usid=67e53dcc-ecc6-8b61-9149-1169544ab466&newsession=1&sftc=1&uihit=docaspx&muv=1&ats=PairwiseBroker&cac=1&sams=1&mtf=1&sfp=1&sdp=1&hch=1&hwfh=1&dchat=1&sc=%7B%22pmo%22%3A%22https%3A%2F%2Fscotsconnect-my.sharepoint.com%22%2C%22pmshare%22%3Atrue%7D&ctp=LeastProtected&rct=Normal&wdorigin=BrowserReload&afdflight=50&csiro=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush#_ftn2
https://ukc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en-GB&rs=en-US&wopisrc=https%3A%2F%2Fscotsconnect-my.sharepoint.com%2Fpersonal%2Fcatriona_coull-mckenna_gov_scot%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Fe86b4aedc2de476eb1ff54a996ef5030&wdenableroaming=1&mscc=1&wdodb=1&hid=449608A2-A06F-0001-B41E-4E33A57C3288.0&uih=sharepointcom&wdlcid=en-GB&jsapi=1&jsapiver=v2&corrid=67e53dcc-ecc6-8b61-9149-1169544ab466&usid=67e53dcc-ecc6-8b61-9149-1169544ab466&newsession=1&sftc=1&uihit=docaspx&muv=1&ats=PairwiseBroker&cac=1&sams=1&mtf=1&sfp=1&sdp=1&hch=1&hwfh=1&dchat=1&sc=%7B%22pmo%22%3A%22https%3A%2F%2Fscotsconnect-my.sharepoint.com%22%2C%22pmshare%22%3Atrue%7D&ctp=LeastProtected&rct=Normal&wdorigin=BrowserReload&afdflight=50&csiro=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush#_ftn3

children in the UK is eight percentage points lower. The employment gap is three times larger
for women with three or more children.

Historically, the increasing labour force participation of women — and the additional tax
revenue this has brought - has permitted an expansion of the welfare state in several
European countries over the last 30 years, particularly in the Nordic states, although this is
being challenged more recently as funding and employment rates fall.

The OECD examine average and marginal effective tax rates across different income groups,
before and after accounting for the costs of childcare. They find that effective tax rates after
costs of childcare are considerably higher for lower income families than for higher income
families since the gains from working, compared to the loss in benefit, are lower.

Policies that more effectively target lower income families can therefore serve an important
role in correcting this tendency, thereby restoring work incentives and reducing the degree
of poverty experienced by low-income households.

A recent study™! attempts to estimate the responsiveness of the supply of women'’s labour
to an external change in the price of childcare, as faced by parents. The authors find that
(effectively) as the price of childcare increases, women’s supply of labour reduces. This is
also supported by US evidence, see Barnett & Ackerman (2006)2! for further summary of
findings around female employment outcomes in the US in response to policies to subsidise
the cost of childcare.

Several studies also suggest that the availability of childcare is just as important as the price
of childcare in allowing women the freedom to work. Managing the long term viability of the
supply of childcare is therefore crucial in supporting women'’s employment outcomes.

What do we know about the links between use of childcare and female labour force
participation in Scotland?

We do not hold information on the hours worked by women in Scotland which can be mapped to
their use of childcare. The Growing Up In Scotland study interviews parents about their experiences
and use of both formal and informal childcare and indicates that in some settings, the cost of
childcare can act as a disincentive to labour market participation — particularly for women.

We know that availability of most forms of childcare in Scotland is lower in rural and deprived areas®!
and that those on low to middle incomes say they have the least choice in provider (Growing Up in
Scotland study). According to the SHS 2006, by far the most common single reason given for using
childcare was “to enable self/partner to work”.

GUS data reveals that around 60% of families say they had “not very much choice” or “no
choice at all” over their main childcare provider. Families in higher income households and
in couple households were more likely to feel they had choice than lower income and lone
parent families.

GUS reports that families in most deprived areas were most likely to find it difficult to pay for
childcare and over half of unemployed respondents indicated they would prefer to work or
study if they could afford good quality, reliable and convenient childcare. The Hay report


https://ukc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en-GB&rs=en-US&wopisrc=https%3A%2F%2Fscotsconnect-my.sharepoint.com%2Fpersonal%2Fcatriona_coull-mckenna_gov_scot%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Fe86b4aedc2de476eb1ff54a996ef5030&wdenableroaming=1&mscc=1&wdodb=1&hid=449608A2-A06F-0001-B41E-4E33A57C3288.0&uih=sharepointcom&wdlcid=en-GB&jsapi=1&jsapiver=v2&corrid=67e53dcc-ecc6-8b61-9149-1169544ab466&usid=67e53dcc-ecc6-8b61-9149-1169544ab466&newsession=1&sftc=1&uihit=docaspx&muv=1&ats=PairwiseBroker&cac=1&sams=1&mtf=1&sfp=1&sdp=1&hch=1&hwfh=1&dchat=1&sc=%7B%22pmo%22%3A%22https%3A%2F%2Fscotsconnect-my.sharepoint.com%22%2C%22pmshare%22%3Atrue%7D&ctp=LeastProtected&rct=Normal&wdorigin=BrowserReload&afdflight=50&csiro=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush#_ftn4
https://ukc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en-GB&rs=en-US&wopisrc=https%3A%2F%2Fscotsconnect-my.sharepoint.com%2Fpersonal%2Fcatriona_coull-mckenna_gov_scot%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Fe86b4aedc2de476eb1ff54a996ef5030&wdenableroaming=1&mscc=1&wdodb=1&hid=449608A2-A06F-0001-B41E-4E33A57C3288.0&uih=sharepointcom&wdlcid=en-GB&jsapi=1&jsapiver=v2&corrid=67e53dcc-ecc6-8b61-9149-1169544ab466&usid=67e53dcc-ecc6-8b61-9149-1169544ab466&newsession=1&sftc=1&uihit=docaspx&muv=1&ats=PairwiseBroker&cac=1&sams=1&mtf=1&sfp=1&sdp=1&hch=1&hwfh=1&dchat=1&sc=%7B%22pmo%22%3A%22https%3A%2F%2Fscotsconnect-my.sharepoint.com%22%2C%22pmshare%22%3Atrue%7D&ctp=LeastProtected&rct=Normal&wdorigin=BrowserReload&afdflight=50&csiro=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush#_ftn5
https://ukc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en-GB&rs=en-US&wopisrc=https%3A%2F%2Fscotsconnect-my.sharepoint.com%2Fpersonal%2Fcatriona_coull-mckenna_gov_scot%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Fe86b4aedc2de476eb1ff54a996ef5030&wdenableroaming=1&mscc=1&wdodb=1&hid=449608A2-A06F-0001-B41E-4E33A57C3288.0&uih=sharepointcom&wdlcid=en-GB&jsapi=1&jsapiver=v2&corrid=67e53dcc-ecc6-8b61-9149-1169544ab466&usid=67e53dcc-ecc6-8b61-9149-1169544ab466&newsession=1&sftc=1&uihit=docaspx&muv=1&ats=PairwiseBroker&cac=1&sams=1&mtf=1&sfp=1&sdp=1&hch=1&hwfh=1&dchat=1&sc=%7B%22pmo%22%3A%22https%3A%2F%2Fscotsconnect-my.sharepoint.com%22%2C%22pmshare%22%3Atrue%7D&ctp=LeastProtected&rct=Normal&wdorigin=BrowserReload&afdflight=50&csiro=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush#_ftn6

notes that it was common for parents on low incomes to say that they could not have worked
without informal childcare, as it would not have made sense financially.  GUS found that
6.6% of children just under 6 years of age used breakfast clubs in schools, and 5.7% of just
under 5 year olds in schools.

For children aged 5 and over, costs continued to be an issue: the Scottish Household Survey
(SHS, 2006) reported significant proportion of parents (20 — 30%) said they found it hard to
pay for either before school, after school, or holiday care. The main reasons given for using
childcare were to enable parents to work (62%) and for the child’s development (43%).

IMPLICATIONS/RECOMMENDATIONS

There is growing evidence!Z that a significant share of mothers are choosing to stay at home
due to the prohibitive costs of childcare — which for many families cancel out the after-tax
gains from employment. The very families which benefit most from additional income are
those who are withdrawing from the labour market — either sole parent families, or second-
earners in low-income households.

Where policy can do the most good is by removing barriers to working among those families
for whom the costs of childcare are prohibitive, with a focus on those children experiencing
multiple and complex disadvantage, whom, the evidence tells us benefit most from long-
term early learning and childcare and from additional household income.

If the policy objective is to alleviate household and child poverty through greater parental
participation in the labour market and/or improved acquisition of skills through training, then
childcare policies should be targeted most generously at low income and single parent
families, whom the evidence tells us, face higher marginal effective tax rates after childcare
costs. Such targeting will counteract the disincentive to work for these households.

Policy around parental leave should correct the bias toward labour market exit for mothers,
caused by either a complete lack of parental leave, or by excessively long paid parental leave;
both will lead to lower employment rates for women, which can have adverse effects on
children, particularly among low income families. Thus policies which offer moderate paid
leave are likely to be most effective at maintaining labour market attachment among new
mothers, while not overly disincentivising the return to work associated with longer-term
positive outcomes for children.

Children & Families Analysis
5 March 2013

What does the evidence tell us about the links between early learning and childcare
policy and female labour force participation?
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Purpose

The purpose of this paper is to develop an understanding of the links between the early learning
and childcare design and female labour force participation.

This note briefly summarises the key evidence around the impacts of childcare policies on women’s
position in the labour market, in terms of their participation rates and hours, career progression and
skill levels.

The links between the design of childcare and parental leave policies and women'’s labour force
profile are complex and depend upon a host of variables; average wages and skill levels, taxes and
benefits, the costs of childcare in the absence of public subsidy and the number of children families
choose to raise.

Notwithstanding this complexity, a number of stylised findings emerge which can be used to guide
and inform the design of early learning/childcare and parental leave policies and help to shape
priority questions for further empirical work in a Scottish setting.
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Document 25: Email chain - Parliamentary Question -economic impacts of childcare
—January 2014

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 13 January 2014 15:28

To: McAllister C (Colin) <Colin.McAllister@scotland.gsi.gov.uk>; [Redacted - Section 38(1)(b) —
Personal Data]Lloyd E (Elizabeth) <Elizabeth.Lloyd@scotland.gsi.gov.uk>

Cc: [Redacted - Section 38(1)(b) — Personal Data]

Subject: RE: PQ S40-02787 - economic impacts of childcare (Colin Keir)

Dear colleagues,

Thanks for all your help with this. For reference, here’s the final version of the PQ that went to DG.
Best wishes,

[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) - Personal Data]

Economic Adviser

Economic Analysis: Strategy and Policy | OCEA

4WR | St Andrews House | Ext [Redacted - Section 38(1)(b) - Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 13 January 2014 15:05

To: McAllister C (Colin); [Redacted - Section 38(1)(b) — Personal Data] Lloyd E (Elizabeth)
Cc: [Redacted - Section 38(1)(b) — Personal Data]

Subject: RE: PQ S40-02787 - economic impacts of childcare (Colin Keir)

Hi all,

Here’s the revised version.

Best wishes,

[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) - Personal Data]

Economic Adviser

Economic Analysis: Strategy and Policy | OCEA

4WR | St Andrews House | Ext [Redacted - Section 38(1)(b) - Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 13 January 2014 14:50

To: McAllister C (Colin); [Redacted - Section 38(1)(b) — Personal Data]; Lloyd E (Elizabeth)
Cc: [Redacted - Section 38(1)(b) — Personal Data]

Subject: RE: PQ S40-02787 - economic impacts of childcare (Colin Keir)

Hi all,


mailto:%3cColin.McAllister@scotland.gsi.gov.uk
mailto:%3cElizabeth.Lloyd@scotland.gsi.gov.uk

I've added the text about 88%, and will insert a line about the paper.
[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) - Personal Data]

Economic Adviser

Economic Analysis: Strategy and Policy | OCEA

4WR | St Andrews House | Ext [Redacted - Section 38(1)(b) - Personal Data]

From: McAllister C (Colin)

Sent: 13 January 2014 14:49

To: [Redacted - Section 38(1)(b) — Personal Data] Lloyd E (Elizabeth)
Cc: [Redacted - Section 38(1)(b) — Personal Data]

Subject: RE: PQ S40-02787 - economic impacts of childcare (Colin Keir)

Agreed.

Is there a reason my change was reversed in the last version circulated? If not, | would
prefer to cite the 88% going to Westminster rather than the 12% coming to the Scottish
Government

Rgds

Colin McAllister

[Redacted - Section 38(1)(b) — Personal Data]
[Redacted - Section 38(1)(b) — Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 13 January 2014 14:47

To: [Redacted - Section 38(1)(b) — Personal Data] McAllister C (Colin); [Redacted - Section 38(1)(b) —
Personal Data]; Lloyd E (Elizabeth)

Cc: [Redacted - Section 38(1)(b) — Personal Data]

Subject: RE: PQ S40-02787 - economic impacts of childcare (Colin Keir)

I’'m happy with this (with [Redacted - Section 38(1)(b) — Personal Data] changes included) but should we not
be mentioning the paper published at the weekend in the answer?

[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) — Personal Data]l Head of Policy Delivery, Early Years Division | Children & Families
Directorate
2-C North | Victoria Quay | Edinburgh | EH6 6QQ

Tel: [Redacted - Section 38(1)(b) — Personal Data]l Email: [Redacted - Section 38(1)(b) — Personal Data]

Play TalkRead - have fun from day one! http://www.facebook.com/playtalkread
http://twitter.com/playtalkread http://www.playtalkread.org

From: [Redacted - Section 38(1)(b) — Personal Data])
Sent: 13 January 2014 14:34
To: [Redacted - Section 38(1)(b) — Personal Data] McAllister C (Colin); [Redacted - Section 38(1)(b) —


http://www.facebook.com/playtalkread
http://twitter.com/playtalkread
http://www.playtalkread.org/

Personal Data]; Lloyd E (Elizabeth)
Cc: [Redacted - Section 38(1)(b) — Personal Data]
Subject: RE: PQ S40-02787 - economic impacts of childcare (Colin Keir)

Some further changes from me in the attached.
Thanks
[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) - Personal Data] Economic Adviser - Economic Policy Modelling
Office of the Chief Economic Adviser

The Scottish Government

@& [Redacted - Section 38(1)(b) - Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 13 January 2014 14:20

To: McAllister C (Colin); [Redacted - Section 38(1)(b) — Personal Data]Lloyd E (Elizabeth); [Redacted -
Section 38(1)(b) — Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data]

Subject: RE: PQ S40-02787 - economic impacts of childcare (Colin Keir)

And a few from me also.
[Redacted - Section 38(1)(b) — Personal Data]

From: McAllister C (Colin)

Sent: 13 January 2014 14:12

To: [Redacted - Section 38(1)(b) — Personal Data]Lloyd E (Elizabeth); [Redacted - Section 38(1)(b) —
Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data] Subject: RE: PQ S40-02787 - economic impacts of
childcare (Colin Keir)

Tweak from me

Rgds

Colin McAllister

[Redacted - Section 38(1)(b) — Personal Data]
[Redacted - Section 38(1)(b) — Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 13 January 2014 13:48

To: [Redacted - Section 38(1)(b) — Personal Data]McAllister C (Colin); Lloyd E (Elizabeth); [Redacted -
Section 38(1)(b) — Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data]

Subject: RE: PQ S40-02787 - economic impacts of childcare (Colin Keir)

Importance: High



Colleagues,

Following the release of the note at the weekend, please find attached a proposed answer,
background note and supplementary questions for this PQ. Can you review and advise of
any changes or amendments by 3pm?

Any assistance you can offer will be gratefully received.
Happy to discuss,
[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) — Personal Data]

Economic Adviser

Economic Analysis: Strategy and Policy | OCEA

4WR | St Andrews House | Ext [Redacted - Section 38(1)(b) — Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 10 January 2014 16:19

To: Lloyd E (Elizabeth)

Cc: [Redacted - Section 38(1)(b) — Personal Data] McAllister C (Colin)
Subject: PQ S40-02787 - economic impacts of childcare (Colin Keir)
Importance: High

Hi Liz,

I'm currently putting together an answer for this oral PQ on childcare, which Mr Swinney's
scheduled to answer on Wednesday 15th. Please find attached my current working draft
answer - any thoughts or suggestions you may have will be gratefully received.

Best wishes,
[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) — Personal Data]

Economic Adviser

Economic Analysis: Strategy and Policy | OCEA

4WR | St Andrews House | Ext [Redacted - Section 38(1)(b) — Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]On Behalf Of DG Enterprise,
Environment & Digital
Sent: 09 January 2014 12:26



To: [Redacted - Section 38(1)(b) — Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data] DG Enterprise, Environment & Digital;
Cabinet Secretary For Finance, Employment and Sustainable Growth

Subject: PQ Allocation: S40-02787

Importance: High

[Redacted - Section 38(1)(b) — Personal Data],
CC Mr Swinney's office for info

A PQ, reference S40-02787 has been allocated to you as lead action officer. This PQ may
be reached by clicking on the link below.

Out of scope
MSP: Colin Keir (Scottish National Party) (Edinburgh Western)
Due at MPO: Mon 13 Jan 2014

Question Text: what the economic impact would be of the proposals on childcare outlined
in the white paper on independence.

Out of scope



Document 26: Evidence Summary - link between provision of funded ELC and
parental labour market participation — March 2015

ELC labour market impact evidence summary

Several studies have been conducted in order to establish the link between provision of funded ELC and
parental (esp. mothers’) labour market participation. Those reports that are most relevant in the Scottish
context are summarised below.

Health Scotland

As part of the evaluation of the ELC policy NHS Health Scotland prepared a rapid evidence review, focussing
on parental outcomes as a result of children attending ELC. These include direct impacts associated with
childcare costs and the indirect impact of increasing parental ability to return to or seek employment,
training or education.

The evidence review concluded that to meet parental needs, ELC for pre-school children needs to be
affordable, flexible and available and that the provision of affordable, flexible ELC can have a positive impact
on maternal employment rates. Other determinants of employability may be required along with ELC to
promote maternal employment

ELC provision of more than 30 hours per week that is affordable (around 10% of net family income) may
increase maternal employment. Likewise, reducing ELC costs may increase labour market participation rates
among mothers with lower skills and educational attainment.

High quality regulated ELC, with educational/learning content, has the potential to impact positively on
parents and children. Some lower socio-economic groups may experience the double burden of little access
to informal care as well as unaffordable formal care beyond the free entitlement.

ASU analysis

To assess past labour market developments specifically in the Scottish context, we have conducted our own
analysis using Labour Force Survey data but restricting the sample to respondents in Scotland. &

This analysis found that women with school-age children are more often in (full-time) employment than
mothers with ELC age children. Full-time employment for women without children is highest. This pattern is
reversed for fathers.

The employment patterns for a range of subgroups (men/women with children of ELC age/school age/no
children) has remained approximately stable over the last 15 years, although full-time employment for men
in all subgroups has increased slightly.

No measurable causal effect of the number of funded ELC hours on the number of hours worked per week
has been found.

IFS report

The ASU findings are in line with a recent IFS working paper2 on funded childcare and parental labour
supply in the UK which found that the provision of free part-time childcare has “little, if any, causal impact
on the labour market outcomes of mothers or fathers. Measuring employment changes once children enter


https://ukc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en-GB&rs=en-US&wopisrc=https%3A%2F%2Fscotsconnect-my.sharepoint.com%2Fpersonal%2Fcatriona_coull-mckenna_gov_scot%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Fe86b4aedc2de476eb1ff54a996ef5030&wdenableroaming=1&mscc=1&wdodb=1&hid=449608A2-A06F-0001-B41E-4E33A57C3288.0&uih=sharepointcom&wdlcid=en-GB&jsapi=1&jsapiver=v2&corrid=67e53dcc-ecc6-8b61-9149-1169544ab466&usid=67e53dcc-ecc6-8b61-9149-1169544ab466&newsession=1&sftc=1&uihit=docaspx&muv=1&ats=PairwiseBroker&cac=1&sams=1&mtf=1&sfp=1&sdp=1&hch=1&hwfh=1&dchat=1&sc=%7B%22pmo%22%3A%22https%3A%2F%2Fscotsconnect-my.sharepoint.com%22%2C%22pmshare%22%3Atrue%7D&ctp=LeastProtected&rct=Normal&wdorigin=BrowserReload&afdflight=50&csiro=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush#_ftn1
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primary school suggests however, that increasing the number of hours of free childcare to cover a full
school day may lead to increases in the labour supply of mothers, but only if their youngest child is eligible.

Mothers whose youngest child becomes eligible for free part-time childcare are found no more likely to be
in work than mothers whose youngest child is eligible for no free care. There are no effects for fathers or for
mothers for whom it is not their youngest child who is eligible. When the child is entitled to full-day
childcare, the probability of mothers entering the labour force increases by 5.2 percentage points in the first
term of entitlement. Of those moving into the labour force, around a third (1.9 percentage points) move
into work — mostly ‘short’ part-time work (1-15 hours per week). Note, however, that in the Scottish context
this implies that at most 1,500 mothers might start working as a result of the policy.

HMRC impact assessment for TFC

HMRC’s impact assessment of tax-free childcarel! collects and presents evidence on how changes to the
prices of childcare affect mothers’ labour market participation rates. Most of the cited studies suggest a
positive correlation between lower prices and higher employment rates among mothers.

While this research is mostly international, there are UK-level estimates that over half of non-working
mothers would prefer to work if they could arrange adequate childcare that is affordable to them.

us

As part of the Growing Up in Scotland study, a descriptive analysis of maternal employment has been
conducted to compare parental employment between birth cohorts.l While this gives some general
insights into employment patters, it does not establish a causal link between funded ELC and employment.

Mothers who had a child born in 2010/11 were more likely to be employed than those born in 2004/05. In
both cohorts, the proportion of mothers who were employed increased as the cohort children grew older.
The proportion of mothers who looking for work between the cohorts did not change which suggests that
barriers to maternal employment have not eased over time.

Mothers who gave up work after having a child tended to live in less advantaged circumstances than
mothers who remained in or returned to work after childbirth. The main reasons given for not returning to
work were no suitable jobs available, childcare issues, and preferring to stay at home to look after their
child or children.

At the time the child was aged 10 months, by far the most commonly referenced reason was a lack of
suitable jobs (53% of mothers who were looking for work quoted this). By the time the child was aged 5 this
had dropped to around a quarter of mothers looking for work.

Issues with childcare included difficulties with arranging childcare and cost of childcare. Perception of
childcare as barrier changed over time: while just 15% of mothers of 10 month old children referenced
childcare issues as a barrier to finding work, 25% of mothers of 5 year olds did so.

Childcare issues appeared to be a more relevant barrier among single mothers. For example, at the time the
child was aged 10 months, 19% of single mothers quoted childcare issues as a barrier to finding work,
compared with 10% of partnered mothers.
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https://ukc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en-GB&rs=en-US&wopisrc=https%3A%2F%2Fscotsconnect-my.sharepoint.com%2Fpersonal%2Fcatriona_coull-mckenna_gov_scot%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Fe86b4aedc2de476eb1ff54a996ef5030&wdenableroaming=1&mscc=1&wdodb=1&hid=449608A2-A06F-0001-B41E-4E33A57C3288.0&uih=sharepointcom&wdlcid=en-GB&jsapi=1&jsapiver=v2&corrid=67e53dcc-ecc6-8b61-9149-1169544ab466&usid=67e53dcc-ecc6-8b61-9149-1169544ab466&newsession=1&sftc=1&uihit=docaspx&muv=1&ats=PairwiseBroker&cac=1&sams=1&mtf=1&sfp=1&sdp=1&hch=1&hwfh=1&dchat=1&sc=%7B%22pmo%22%3A%22https%3A%2F%2Fscotsconnect-my.sharepoint.com%22%2C%22pmshare%22%3Atrue%7D&ctp=LeastProtected&rct=Normal&wdorigin=BrowserReload&afdflight=50&csiro=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush#_ftn4

Ll TDocument 20 - Internal paper - ELC labour market impact - Saved 2017]
[21 https://www.ifs.org.uk/uploads/publications/wps/WP201622.pdf
Bl https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/377091/Tax-

free childcare Impact Assessment.pdf
Ll IDocument 16 - Draft GUS Maternal employment report 2017 (link provided to final)]
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https://www.ifs.org.uk/uploads/publications/wps/WP201622.pdf
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https://ukc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en-GB&rs=en-US&wopisrc=https%3A%2F%2Fscotsconnect-my.sharepoint.com%2Fpersonal%2Fcatriona_coull-mckenna_gov_scot%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Fe86b4aedc2de476eb1ff54a996ef5030&wdenableroaming=1&mscc=1&wdodb=1&hid=449608A2-A06F-0001-B41E-4E33A57C3288.0&uih=sharepointcom&wdlcid=en-GB&jsapi=1&jsapiver=v2&corrid=67e53dcc-ecc6-8b61-9149-1169544ab466&usid=67e53dcc-ecc6-8b61-9149-1169544ab466&newsession=1&sftc=1&uihit=docaspx&muv=1&ats=PairwiseBroker&cac=1&sams=1&mtf=1&sfp=1&sdp=1&hch=1&hwfh=1&dchat=1&sc=%7B%22pmo%22%3A%22https%3A%2F%2Fscotsconnect-my.sharepoint.com%22%2C%22pmshare%22%3Atrue%7D&ctp=LeastProtected&rct=Normal&wdorigin=BrowserReload&afdflight=50&csiro=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush#_ftnref4

Document 27: Email chain — estimating scope of eligible population — March 2014

From: [Redacted - Section 38(1)(b) — Personal Data]
Sent: 31 March 2014 15:32

To: [Redacted - Section 38(1)(b) — Personal Data]
Subject: FW: CYPB - estimated 15% (8,400) of 2 year olds

[Redacted - Section 38(1)(b) — Personal Data]
Children & Families Economic Analysis
Education Analytical Services

The Scottish Government

2B Bridge, Victoria Quay

Leith, EH6 6QQ

[Redacted - Section 38(1)(b) — Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 08 January 2014 15:23

To: [Redacted - Section 38(1)(b) — Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data]Laing SG (Shirley); [Redacted - Section 38(1)(b) —
Personal Data]

Subject: RE: CYPB - estimated 15% (8,400) of 2 year olds

[Redacted - Section 38(1)(b) — Personal Data],

Please find attached some initial analysis produced by Alan. Alan hopes to be able to look
at this further tomorrow. The key points are:

e 1In 2012, 15% of all children aged 2 in Scotland lived in a workless household —
this is similar to the proportion for all children (14%).

e 1In 2012 8,200 children aged 2 live in workless households, 16,400 lived in
mixed households and 31,600 lived in working households.

When we look at Workless households containing a child aged 2...

¢ In the majority (65%) all persons aged 16-64 are inactive. Persons who are inactive
are not available for employment and are not seeking employment. This means just
under 3,000 2 year olds live in a household where all adult/s are unemployed
(seeking and available for work).

e The majority (over 70%) are lone parent households, while just over 20% are
couple households.

e These estimates only include those households where at least one person is aged
16 to 64. Working households are households where all members aged 16 or over



are employed. Workless households are households where no-one aged 16 or over
is in employment. These members may be unemployed or inactive. Inactive
members may be unavailable to work because of family commitments, retirement or
study, or unable to work through sickness/disability. Mixed households contain both
working and non-working members

(Source. Annual Population Survey Household datasets, 2012, ONS).
Please get in touch if you have any questions,

Kind regards,

[Redacted - Section 38(1)(b) — Personal Data]

Happy to discuss further,

[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) — Personal Data]
Labour Market Statistician

Tel: [Redacted - Section 38(1)(b) — Personal Data]
Blackberry: [Redacted - Section 38(1)(b) — Personal Data]
e-mail: [Redacted - Section 38(1)(b) — Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 08 January 2014 13:42

To: [Redacted - Section 38(1)(b) — Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data]JLaing SG (Shirley); [Redacted - Section 38(1)(b) —
Personal Data]

Subject: RE: CYPB - estimated 15% (8,400) of 2 year olds

[Redacted - Section 38(1)(b) — Personal Data],

the 9% is not the % of 2 year olds in workless households. It is the % you get when you
divide 4,500 (the number of children the ESF money could support) into the number of 0-
5s in workless households.

The 15% comes from calculating the number of 0-5 year olds in workless households in
2011 (I took this from the ESF paper — table pasted below) into the number of 0-5 year
olds in Scotland (again, 2011) and rounding it up (from 14%) —i.e. 48000 / 350,000:



Children! living in workless households? by age group of children, Scotland, 2011
Number of dependant children in Workless Households

AgeOto5 Age 6to 10 Age 11to 15
Per

Thousands cent  Thousands Percent  Thousands Per cent
Scotland 47.7 39% 35.8 29% 38.2 31%
Ayrshire 5.5 44% 3.7 30% 33 26%
Edinburgh and Lothians 8.1 39% 6.2 29% 6.8 32%
Glasgow City 8.3 37% 6.6 29% 7.7 34%
pighlands and sancs S * :
Lanarkshire 7.7 44% 5.1 29% 4.6 27%
Mid Scotland and Fife 6.0 35% 5.6 33% 5.3 31%
South Scotland * * * * _
The North East 4.8 45% 2.6 25% 3.2 30%
West Scotland 4.7 37% 3.8 30% 4.1 32%

Source: Annual Population Survey, Jan-Dec 2011
* - Estimate suppressed as unreliable

1 Children refers to children under 16.

2 Workless working age households are those where all persons aged 16-64 are either unemployed or
inactive

3 Households including at least one person aged 16

to 64

Key

Estimate is precise or reasonably precise

Estimate is acceptable, but use with caution

| then applied that percentage to the number of 2 year olds in Scotland (again, 2011,
though | know [Redacted - Section 38(1)(b) — Personal Data] looked subsequently at
2014).

Updating this to 2012 is unlikely to make much difference, if APS data were available (|
don’t know if it is).

[Redacted - Section 38(1)(b) — Personal Data] will need to look into the basis of the
definition of “workless household” for you.

Cheers,

[Redacted - Section 38(1)(b) — Personal Data]
Head of Learning Analysis

Education Analytical Services

Tel: [Redacted - Section 38(1)(b) — Personal Data]



From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 08 January 2014 13:35

To: [Redacted - Section 38(1)(b) — Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data], Laing SG (Shirley); [Redacted - Section 38(1)(b) —
Personal Data]

Subject: RE: CYPB - estimated 15% (8,400) of 2 year olds

[Redacted - Section 38(1)(b) — Personal Data],

As per [Redacted - Section 38(1)(b) — Personal Data]earlier email the estimate was that around
14% of 0-5’s live in households in Scotland deemed workless and this was applied to the 2 year old
population. It is an estimate based on Annual Population Survey (LFS) data (mid-2011).

Where did the ESF estimate of 9.4% come from?

[Redacted - Section 38(1)(b) — Personal Data]~ are there more recent data for 2012?

[Redacted - Section 38(1)(b) — Personal Data] and | just rounded the proportion from 14% up to
15% for the announcement; it is an estimate anyway and may be higher in practice.

[Redacted - Section 38(1)(b) — Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 08 January 2014 13:20

To: [Redacted - Section 38(1)(b) — Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data], Laing SG (Shirley); [Redacted - Section 38(1)(b) —
Personal Data])

Subject: RE: CYPB - estimated 15% (8,400) of 2 year olds

[Redacted - Section 38(1)(b) — Personal Data]

Thanks for this. Don’t worry — it won’t be for us to decide how to allocate. It will be LG
finance with COSLA. We just need the data so that we know what this figure is based on
then we can make policy decisions accordingly.

So, for the ESF paper we estimated:

This proposed programme would enable 4,500 workless parents into sustainable employment and 4,500 2
year olds (3.7% of all children living in workless households; 9.4% of children age 0 to 5 in workless
households) who will be vulnerable in relation to poverty and to access formal, high quality early learning
and childcare. This programme would also enable parents in rural areas to overcome greater barriers to
work and access to early learning and childcare.

So, we estimated around 9% of 2 year olds would be living in a workless household.



| need to know how this figure became 15%; and, do we use a definition that is broad, or,
can be linked to individual families?

So is this based on broad research, or, does it equate to estimated numbers of actual
parents on Job seeker allowance and income support or other criteria.

So, | need an explanation or breakdown of the 15%.

Thanks
[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) — Personal Data]
Scottish Government

Early Learning and Childcare Team Leader

Early Years, Children and Families Directorate
Area 2C North, Victoria Quay, Edinburgh, EH6 6QQ

[Redacted - Section 38(1)(b) — Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 08 January 2014 11:51

To: [Redacted - Section 38(1)(b) — Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data], Laing SG (Shirley); [Redacted - Section 38(1)(b) —
Personal Data]

Subject: RE: CYPB - estimated 15% (8,400) of 2 year olds

[Redacted - Section 38(1)(b) — Personal Data],

The figure we went with was actually 15% of 2’s for the press release and | used the latest 2012
NRS population projection for the year 2014/15 to calculate this sub-group. It should actually be
8,861 children, not 8,400 but | think the update slipped. The 14% of 2 year olds in workless
households is from the statisticians in Glasgow, copied to this email.

To establish distribution we will need to consider distribution of 2 year olds in “workless” families,
if this is used as the criteria, | will see if | kept what we had previously.

[Redacted - Section 38(1)(b) — Personal Data]™~ can we draw this from the stats or are samples too
small?

| think it may be safer to follow the LAC definition as you propose, which is defined on low
income/means testing and probably a close match to workless-ness?



I’'ve just read the news release on childcare and free school meals and had a chat with [Redacted -
Section 38(1)(b) — Personal Data] to consider further how we might identify the first set of 15% of 2
year olds. We have said in the news release that the offer in 2014/15 is initially to “workless”
families but we’ve also said it is for families “seeking work”. This latter group will be a subset of the
“workless” families and we need to reassure folk on this point; even those not seeking work (ie
inactive) will be eligible.

In terms of numbers coming forward, we might find that more than 14%-15% come forward; |
suspect the offer may prompt/encourage parents on the fringes of work to remain/become
defined as “workless” simply to gain from the offer. Since the offer is widening in the second year,
this won’t present a permanent problem but it does fly in the face of our claims around
incentivizing employment through childcare. So we need to keep the 27% in the picture; this will
be defined through the same passported benefit criteria as FSM and therefore will include any low-
income qualifying children.

As we’ve discussed previously, we won’t have the admin data to identify individual children
residing in workless families and will therefore need to rely on families self-declaring with
documentation to become entitled.

Happy to discuss further,

[Redacted - Section 38(1)(b) — Personal Data]

From: [Redacted - Section 38(1)(b) — Personal Data]

Sent: 08 January 2014 11:23

To: [Redacted - Section 38(1)(b) — Personal Data]

Cc: [Redacted - Section 38(1)(b) — Personal Data]; Laing SG (Shirley); [Redacted - Section 38(1)(b) —
Personal Data]

Subject: CYPB - estimated 15% (8,400) of 2 year olds

Importance: High

[Redacted - Section 38(1)(b) — Personal Data],

Can we have a very clear break down of the estimated 15% population (8,400 2 year olds)
and by local authority? | am aware that this figure changed a bit from the estimates we
had used for the ESF funding proposals so | haven’t caught up with this yet.

We need this information both for the purposes of allocating and distributing the £15
million for 2014/15; and, to inform the detail of the secondary legislation that will identify
eligibility. SPICE are also asking for this information.

Following the announcement yesterday, we will now need to urgently consider how the
initial £15 million is distributed across local authorities. My understanding is all distribution
needs to be agreed by 22 January and there will be a fair amount of preparation and
discussion with COSLA and relevant groups. Also at a very basic and practical level, local



authorities will need to know to plan, budget and prepare for those additional 2 year olds
this year.

The current distribution of the estimated costs of early learning and childcare is based on
existing pre-school education GAE share, with a separate allocation for looked after 2
year olds based on 20% 2 year old population and 80% 2 year olds living in income
support or job seekers allowance households, therefore adjusted to reflect deprivation.

It could therefore be that the additional (15%; 27%) 2 year olds use the same allocation
methodology as looked after 2 year olds; but | am also aware that we did further tables of
actual numbers of 2 year olds from workless households which could be used; but may not
be appropriate using the same argument of perverse incentives!

Also, as a matter of urgency, we will need to consider how we define those children as
eligible and when they become eligible, for the secondary legislation. E.g. are we basing
this on children whose parents are on jobseekers allowance or income support; or, more or
other criteria?

It may be more helpful to meet soon but a breakdown of the 15% 2 year old population in
the first instance would be brilliant!

Please let me know if we should be involving any other experts/ colleagues in this.

Many thanks and apologies for timescales
[Redacted - Section 38(1)(b) — Personal Data]

[Redacted - Section 38(1)(b) — Personal Data]
Scottish Government

Early Learning and Childcare Team Leader

Early Years, Children and Families Directorate
Area 2C North, Victoria Quay, Edinburgh, EH6 6QQ

[Redacted - Section 38(1)(b) — Personal Data]



Document 28: Annual Costs of extending Early Learning and Childcare — December

2013

Table: Annual Costs of extending Early Learning and Childcare to around 14% of 2 year
olds from August 2014, assuming entitlement begins the term after 2" birthday through
until entitlement at term after 3 birthday

2014/15
149% of 2's Number of children hours in | Total Total Cost
2014/15 | Hours
with
take-up
at 84%
8,400 4,200 Terms 1&2 in 2014/15 416 1,467,648 | £10,772,536
2,800 Term 2 only in 2014/15 | 176 413,952 £3,038,408
£7.34 £13,810,944
0.84
2015/16
Term 3  (April | Entitlement in weeks Hours in | Total
2015) (16 hours per week) 2015/16 | Hours
with
take-up
at 84%
8,400 12 All getting term 3 192 1,354,752 | £9,943,880
2015/16 Number of children Entitlement in weeks | hours in
(16 hours per week) | 2015/16
Term 1 (for those | 2,800 15 240 564,480 £4,143,283
born Sept-Dec)
Terms 1 & 2 (for | 1,400 26 416 489,216 £3,590,845
those born Jan-Feb)
1,053,696 | £7,734,129
Total £17,678,008
Cost
Rolling £31,488,952
Annual
Total
Cost

Children & Families Economic Analysis, Education Analytical Services

30 December 2013



Document 29: Evidence summary — early learning and childcare — financing for
outcomes - Feb 2014

EARLY LEARNING & CHILDCARE: FINANCING FOR OUTCOMES: EVIDENCE SUMMARY

Key Findings

There are four main reasons for state provision of Early Learning and Childcare, as set out by
European Commission and OECD:

To encourage economic growth

To promote social inclusion and equality

To reduce future costs on demand for public services
4. To develop equal opportunities in employment

The OECD also cites a fifth reason: to increase fertility.

wnNe

Different countries have different priorities for their ELCC. It is the thesis of this paper that the way
ELCC is funded impacts upon each of these objectives to varying degrees.

OECD 2009 Expenditure Data

The three main ways in which families with children are supported through social protection systems
are through cash benefits, in-kind service provision (including childcare) and through tax breaks and
credits. Across OECD the magnitude of these components varies widely;

¢ Significant variation in the magnitude and composition of spend on family benefits across the
OECD

e OECD data suggest that in 2009 the UK was the second highest spender on family benefits
as a % of GDP at 4.2% behind Ireland™.. Cash transfers comprised 58% of this total, 33%
as services and the remaining 9% as tax breaks

¢ Countries such as Iceland, Denmark and Sweden provided significantly more support than
the UK via Services, comprising well over 2% of their respective national GDPs

e The UK ranks 5™ highest in terms of public expenditure on pre-school and childcare which
comprises 1.1% of GDP

e The UK ranks third only to Ireland and Switzerland in terms of the % of family income spent
on early learning and childcare; net spend comprised 27% of household income for dual
earner couples earning the average UK wage in 2009

Funding models adopted in ELCC;

The way in which systems of ELCC are funded follow the three routes identified above; as cash
transfers; services; and tax breaks and credits. Funding models are usually identified according to
the predominance and balance of funding across these streams:

1. Provider subsidy model (In-Kind funding of services, either partially or in full)

2. Consumer-subsidy model (where support is directed to parents in the form of either cash
and/or tax credits and vouchers)

3. Mixed model (where there is a combination of both of the above funding routes)


https://ukc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en-GB&rs=en-US&wopisrc=https%3A%2F%2Fscotsconnect-my.sharepoint.com%2Fpersonal%2Fcatriona_coull-mckenna_gov_scot%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Fe86b4aedc2de476eb1ff54a996ef5030&wdenableroaming=1&mscc=1&wdodb=1&hid=449608A2-A06F-0001-B41E-4E33A57C3288.0&uih=sharepointcom&wdlcid=en-GB&jsapi=1&jsapiver=v2&corrid=67e53dcc-ecc6-8b61-9149-1169544ab466&usid=67e53dcc-ecc6-8b61-9149-1169544ab466&newsession=1&sftc=1&uihit=docaspx&muv=1&ats=PairwiseBroker&cac=1&sams=1&mtf=1&sfp=1&sdp=1&hch=1&hwfh=1&dchat=1&sc=%7B%22pmo%22%3A%22https%3A%2F%2Fscotsconnect-my.sharepoint.com%22%2C%22pmshare%22%3Atrue%7D&ctp=LeastProtected&rct=Normal&wdorigin=BrowserReload&afdflight=50&csiro=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush#_ftn1

While most OECD governments adopt the provider subsidy model in early education services,
many rely on market forces and consumer subsidy funding to deliver childcare services to
children below the age of 3 or 4

A natural division occurs between the more liberal economies whose governments rely more
on the market and taxes/benefits to deliver limited financial support and the continental
countries of Europe whose governments play a more significant role in the funding and
provision of services to the under-3’s

The Nordic governments fund childcare services for the under-3’s to the greatest extent,
taking in charge over 75% of resource costs

Impact of Funding Model on Family Outcomes;

Discussions around the most effective means of financing ELCC services often focus on
differences across countries in the extent to which they rely on market forces to deliver
services. While some financing models may be preferred on grounds of stability of national
provision and access for disadvantaged groups, evidence suggests it is also overall
spend on families by governments which is most closely related to rates of child
poverty and child wellbeing

It is suggested that the public supply-side investment model, managed by public
authorities brings more uniform national quality and superior coverage of
childhood populations than parent subsidy models.

Too heavy reliance on market arrangements results in supply following ability to
pay which does not match up with the evidence concerning which children stand to gain the
most from ELCC (experience of Netherlands and Belgium support this point)

Steering capacity of governments is weakened in systems where public funds are directed
entirely via parents. Tax rebates and vouchers do not support system co-ordination
or universal provision, or even necessarily improve in-service training and
salaries for staff

Targeting of services can be problematic and does not respond to children who move
in and out of risk, whatever their social, cultural or linguistic status

Evidence seems to point toward lower total costs where systems of care and early
learning are fully integrated, thus avoiding duplication of inspection regimes

Specific OECD!Z findings from international comparisons suggest;

o Both in-kind services spending and family cash benefit spending are correlated with
reductions in child poverty but only in-kind spending is also correlated with higher
female employment

o Neither family cash benefit spending or in-kind service spending were found to be
correlated with fertility


https://ukc-word-edit.officeapps.live.com/we/wordeditorframe.aspx?ui=en-GB&rs=en-US&wopisrc=https%3A%2F%2Fscotsconnect-my.sharepoint.com%2Fpersonal%2Fcatriona_coull-mckenna_gov_scot%2F_vti_bin%2Fwopi.ashx%2Ffiles%2Fe86b4aedc2de476eb1ff54a996ef5030&wdenableroaming=1&mscc=1&wdodb=1&hid=449608A2-A06F-0001-B41E-4E33A57C3288.0&uih=sharepointcom&wdlcid=en-GB&jsapi=1&jsapiver=v2&corrid=67e53dcc-ecc6-8b61-9149-1169544ab466&usid=67e53dcc-ecc6-8b61-9149-1169544ab466&newsession=1&sftc=1&uihit=docaspx&muv=1&ats=PairwiseBroker&cac=1&sams=1&mtf=1&sfp=1&sdp=1&hch=1&hwfh=1&dchat=1&sc=%7B%22pmo%22%3A%22https%3A%2F%2Fscotsconnect-my.sharepoint.com%22%2C%22pmshare%22%3Atrue%7D&ctp=LeastProtected&rct=Normal&wdorigin=BrowserReload&afdflight=50&csiro=1&instantedit=1&wopicomplete=1&wdredirectionreason=Unified_SingleFlush#_ftn2

o After controlling for socio-economic context, universal policy structures have
statistically significant lower child poverty than non-universal systems of support for
families.

o Regressions are suggestive of a significant positive effect of public and social market
structures on total fertility rates compared to settings dominated by private
institutional arrangements.

o Female labour market participation is consistently negatively correlated with child
income poverty

o Childcare spending appears more efficient than cash spending in reducing
child poverty rates. Despite the impact of cash transfers on reducing child poverty,
more efficient reductions in child poverty can be achieved through services at around
70% of the equivalent cost

o Overall picture is strengthened further when including extended income effects which
arise from the improved labour market opportunities for mothers.

Purpose

The purpose of the current paper is to outline the systems of support and funding for family benefits
across a selection of countries, drawing on OECD and country-specific data, and to review the
international evidence concerning the effectiveness and efficiency of alternative systems of funding
for the provision of early learning and childcare (ELCC) on family outcomes.

The paper first summarises common objectives of ELCC, premised on European Commission
(EC) and Organisation for Economic Co-operation and Development (OECD) strategies and targets.
These objectives sit alongside policy on parental leave and are also affected by the wider systems
of taxes and benefits and labour market regulations. As part of this, we consider briefly the social
motives and attitudes shaping policy toward families, in answering the following questions;

e Is early learning and childcare a private matter or one for society?

e Who benefits from early investments?

e Who should pay?

e Is the nature of early learning as a social/merit good recognised in policy?

The paper then explores some of the market failures and challenges inherent in the
provision of ELCC in Scotland, drawing on available evidence concerning cost, prices, quality and
the experiences of users. This suggests that the market in Scotland requires considerable public
subsidy to make it sustainable and affordable to all parents.

The third section draws on OECD comparative international data in identifying the magnitude and
composition of resource directed toward early learning and childcare by both families and
governments, presenting information on;

e expenditure and fees for early learning and childcare;

e expenditure on family related benefits;

e expenditure on pre-school and on childcare as % of GDP;
e % of net average incomes spent by families on ELCC;

e division of costs falling to public, employers and families.



This reveals variation not just in the magnitude of total spend but in the composition and incidence
of this cost through different modes of funding and across different parties.

The paper then describes systems of funding and financing adopted across the EC and
OECD and compares their effectiveness and efficiency across a range of outcomes,
focusing attention on quality, child poverty, equality of access and participation, female labour
market participation and work incentives. It explores some of the system drivers of resource costs
and evidence on how integration and regulation of the two systems can impact on outcomes.

Specifically this section provides answer to the following questions:

¢ What objectives drive the configuration of early learning and childcare systems in different
countries? (cost, child poverty, child wellbeing, inequality, female employment)

e How do variations in funding models explain variation in outcomes such as system cost,
inequality, child poverty, access and labour force participation and others?

e What appear to be the principle drivers of cost across the system?

Specific to child poverty:

e How do rates of child poverty vary internationally with configuration of benefits system?

e For example, how do public funding of services models compare with consumer subsidy
models in terms of outcomes for children, both long and short term?

e Where are child poverty rates lowest and what focus is given to the benefits system in
these countries? ie do policy makers in these countries even focus on child poverty, as
opposed to broader measures of child wellbeing or social equality?

¢ How does variation in income distributions sit viz-a-viz variation in systems of social
support?

The paper concludes with a short set of recommendations to inform policy choices in light of
priority objectives and current system challenges.

Rationale for Intervention in ELCC

The European Commission recognise the essential role of high quality and accessible early learning
and childcare in securing smart, sustainable and inclusive growth going forward. ELCC is seen as
the essential foundation for successful lifelong learning, social integration, personal development
and later employability. The long-term benefits of investment in quality early learning are identified
as deriving from more effective later and lifelong learning, lessening the risk of early school leaving,
increasing equity in educational and other outcomes and reducing later individual and social costs
for these same children in adulthood.

Several seminal studies, both in the US and Europe!®, evidence the significant lifelong gains from
participation in targeted ELCC programmes, especially for children from disadvantaged groups. High
quality ELCC is seen to contribute to achievement of two of the headline EU targets in the EU 2020
strategy;

e The share of early school leavers to be under 10%
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e 20 million less people should be at risk of poverty

The European Employment Strategy also acknowledges the importance of the availability of suitable
childcare provision as an essential step towards achieving equal opportunities in employment
between men and women. In support of these aims, in 2002 at the Barcelona summit the Member
States adopted the following ELCC targets:

e To provide, by 2010, a full-day place in formal childcare to;
o At least 90% of children aged between three and mandatory school age
o At least 33% of children under three years of age

e In 2009, Education Ministers adopted a further target to increase to 95% by 2020 the
proportion of children aged 4 to school-age attending ECEC on a full-time basis.
The European Network on childcare also made the earlier recommendation to the EU in 1996 that
charges to parents for ECEC services should not exceed 15% of net monthly household income
(though this has never become a target).

The OECD recognise the central role of social attitudes and norms which govern decisions concerning
the raising of children and participation in the labour market. Such preferences shape public
investment in ELCC and debates about the organisation of society and also the role of choice in
childcare services. This includes national dialogues around the “social good” nature of ELCC and
about the beneficiaries from investments in such policies.

The EC highlight that private and public attitudes to provision of formal childcare are changing, with
more governments extending entitlements and subsidies to children below the age of two. In both
France and Belgium social attitudes to the care of children below the age two have supported
significant public subsidy of services to this age group, thereby allowing mothers to return to work
sooner if they choose. Many EC countries now offer fully integrated systems of support which
commence around the age of one, as parental leave policies expire. In recent years Denmark have
extended childcare subsidy to this age group, with around 78% of under-3’s registered to attend a
service in 2009.

Challenges facing the sector in Scotland

The childcare market in Scotland is a regulated mixed model. There are no caps on prices charged
by private providers and competition and profitability generally dictate prices and the location and
availability of services. Although local authorities directly fund providers of the part-time free pre-
school entitlement to all 3 and 4 year olds in Scotland, the childcare market is only partially funded
indirectly via parents qualifying for support with the costs of childcare through the tax and benefits
system. This support is tightly targeted and most middle-income families are left to cover the full
costs of childcare.

Given the geography of Scotland and the population dispersion of its people, the resource costs
associated with providing quality childcare are such that the low profitability of services in some
parts of the country and for some specialist services leads to instability of provision. This suggests
that the market requires considerable public subsidy and regulation/management to make it
sustainable and affordable to all parents.



The following key challenges and market failures appear inherent to the sector:
Lack of Profit, cost drivers and instability for providers

» The costs of delivering high-quality services in some parts of Scotland where population
densities and incomes are lower leaves providers with very thin profit margins. This is in
contrast to the situation in England & Wales, where providers have access to larger and more
densely distributed populations and are able to reap better economies of scale in service
provision. There are fewer opportunities to benefit from economies of scale in Scotland.

Imperfect Competition and the status of different providers

> The nature of childcare as a service means that parents need it to be easily accessible and
provided locally; parents will be restricted in the distance they can travel to access childcare
services and this will place a geographic limit on their demand. The effect of concentrations
in demand in urban areas such as Edinburgh can cause prices to be bid upwards. Although
higher rental and staff costs feed through into higher prices in the capital, a lack of effective
competition locally (for high-quality care) can result in significant price increases. This occurs
because supply does not respond to the increased demand.

Entry Barriers discourage new suppliers from entering the market in Scotland

» Market entry barriers serve to limit the number of new childcare provider start-ups. For
example, high fixed costs in the form of assets (premises) make setting up a high-quality
service relatively expensive. Unless there are clear signals indicating strong future
profitability, potential suppliers will not enter the market.

» The way in which the part-time entitlement functions in practice means that most parents
either need to change childcare provider half-way through the day, or to accept the private
fees for wrap-around care offered by their partner provider or local authority. This imparts
an advantage to any provider also offering the free entitlement; we know that almost all 3
and 4 year olds make use of this free entitlement.

Information failures

» Parents are not always fully informed about their entitlements to childcare or to support with
the costs of childcare. They may not be aware of what their options are, or the set of prices
they face. These failures may be intensified among particular groups. Evidence from GUS
indicates that families in lower income groups or in rural and remote areas felt they had “little
or no choice” over provider.

OECD Family Expenditure Comparisons: Early Learning and Childcare Expenditure,
Costs and Fees




The three main ways in which families with children are supported through social protection
systems are through cash benefits, in-kind service provision (including childcare) and through tax
breaks and credits.

OECD Public Expenditure on Family Benefits

The OECD reports on a number of aggregate measures of public expenditure directed toward families
with children. Their analysis* sets out a number of different indicators of total national public
spending on early learning and childcare and wider child-related benefits and transfers.

The three main ways in which families with children are supported through social protection systems
are through cash benefits, services(in-kind) provision (including childcare), and through tax breaks
and credits.

The chart below replicates Figure PF1.1 from the OECD Family Database and reports public spending
on services, in cash and via tax breaks, as a % of national GDP for the year 2009. This spending
identifies public support that is exclusively for families (e.g. child payments and allowances, parental
leave benefits and childcare support, children’s social services and education/care services).

PF 1.1(OECD Family Database, 2009 data) : Public spending on family benefits in
kind(services), in cash and tax measures, as percentage of GDP
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The figure highlights the significant variation in spending on family benefits across OECD; both in
total and across the balance of different funding streams. According to the OECD analysis, the top
five spenders overall are Ireland, UK, Luxemburg, France and Iceland, all spending close to 4% of
GDP or more on family benefits'..
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e On average OECD nations spent 2.6% of GDP on family benefits in 2009. This comprised
cash transfers making up 1.4% of GDP, in-kind services comprising .9% of GDP and tax
breaks of just under .3% of GDP.

e Cash transfers thus dominated the picture, comprising more than half total transfers on
average across the OECD.

e Inthe UK in 2009, of the total transfers to families with children (4.22% of GDP), 58% was
directed via cash transfers, 33% via services and 9% via tax breaks.

e Across Austria, Hungary, Ireland, Luxembourg and the United Kingdom cash transfers to
families comprised over 2 per cent of GDP, with much smaller sums of money directed via
taxes and services.

e In contrast, countries such as Iceland, Denmark and Sweden provided significant support via
services comprising well over 2% of their respective national GDPs and France, Norway and
Finland also transferred over 1.5% of their GDPs.

e Denmark, Sweden and Iceland spent almost twice as much on services as on cash transfers.
In kind payments, or public services for families include early learning and childcare, day-
care services, home help for families and a suite of family social services.

OECD Public Expenditure on Early Learning and Childcare

Data from OECD shows that UK public spending on childcare and early childhood education (Chart
PF3.1.A below) as % of GDP is fairly high in comparison to many other OECD countries. The OECD
average is .7% of GDP. The UK ranks 5™ highest at 1.1%, behind Iceland(1.7%), Denmark(1.4%)
Sweden(1.2%) and Norway(1.2%)¢!. These estimates do not include financial contributions from
families, or employers, so do not show the full resource committed by countries.

Although this method includes an uprating to the UK spend figures to take account of different
school start ages, with the effect that spend as reported is higher than actual, the UK would still
rank as a middle-spending country without this adjustment. The figures identifying public spend
on childcare in the UK will have fallen since 2009 as a result of welfare reforms which
reduced the amount of public support for the costs of childcare through Working Tax Credit.

Chart PF3.1.A Public expenditure on childcare and early education services, per cent of
GDP, 2009
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OECD Net childcare costs as % of net family income

Despite this significant public support for early learning and childcare, the residual bill which is picked
up by families in the UK is still considerable overall, although costs depend on family circumstances.
This is partly because the pre-school entitlement is only part-time to 3 and 4 year olds. Additionally,
private childcare costs in the UK are relatively high. Support with the costs of childcare is targeted
to those in receipt of Working Tax Credit and can cover up to 70% of the costs of childcare, leaving
parents to pick up 30% of the bill.

Although not officially adopted by the European Commission, there was a proposal that net charges
to parents should constitute no more than 15% of net monthly household income”. This
recommended target may be achieved by some but only in particular family types:

e Across all OECD countries, the average cost of childcare makes up 12% of family net income
for families where both parents earn the average wage.

e Families where the second earner earns 50% of the average wage spend a slightly higher
share of their net income (13%) on childcare.

e However, within the OECD, total childcare costs as a % of the Average Wage are above the
15% recommended target in the following countries: France, Norway, Austria, Israel,
Slovenia, Australia, Japan, New Zealand, Canada, US, UK Ireland and Switzerland

e As can be seen, the UK ranks third only to Ireland and Switzerland in terms of the % of net
family income spent on early learning and childcare: For a dual earner couple in the UK, both
on the average wage, net childcare costs constitute around 27% of household income!®.. This
has increased to around 30% since 2009.

e However, according to the OECD, in 2008, a lone parent in the UK on 50% of the Average
Wage would experience childcare costs at 4% of their net family income.

Financing Policy : Review of International Practice

Modes of Funding ELCC across OECD
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The EC propose that core objectives be achieved through systems of ELCC which;

¢ Design efficient funding models, including targeted funding, which strike the right balance
between public and private investment

e Provide equitable access to high-quality, inclusive ELCC, in particular for children with a
socioeconomically disadvantaged, migrant or Roma background

e strive to improve quality, curricula and pedagogy in support of range of child outcomes

e offer a systemic and more integrated approach to services at local, regional and national
level

e support professionalization of staff working in all EY settings and raise and enhance status
and prestige of career, including to attract more men into sector

Several approaches to the funding and financing of early learning and childcare have been adopted
across the OECD, with varying roles and contribution from government, employers and families. This
in turn reflects variation in social views and norms concerning the nature and purpose of early
learning and childcare and the role of the state versus the family in the provision of such services.
In addition, the role and extent of market forces and competition in shaping provision of ELCC varies
widely. Notwithstanding this breadth of practice, it is still meaningful to group countries according
to the type of model adopted.

The OECD™! classify countries according to the funding models adopted for early education and
childcare separately. They note that while most OECD governments adopt public, supply-side
government funding in early education services, many rely on market forces and support through
the tax/benefits system to deliver childcare services to children below the age of 3 or 4.

Mixed Funding Model

In some member states, a regulated mixed model of provision exists in which different financing
arrangements are in place for provision of early learning and care to children of different ages. In
these countries and others, early learning is seen as part of the school system and subsidised by
government, with childcare largely remaining a private matter and regulated separately. Examples
of countries adopting this approach include the economies of Ireland, the UK, Scotland, Korea,
Netherlands, Canada, Australia and the US.

Middle-class parents in the UK, Ireland and the US pay most of the costs of childcare, whereas in
the continental European countries and in New Zealand, public subsidies cover well over half the
costs. In the more liberal economies, with the exception of state programmes provided to
disadvantaged groups, the parental share of funding is significantly higher, up to 82% of costs in
some Canadian provinces and full costs in many US services. In addition, cash support is given to
parents to allow them to purchase childcare in a private regulated market. For example in 2005, the
Netherlands adopted a fully demand-led approach to funding, removing all subsidies from providers.

Integrated Funding Model

In other countries, the systems of childcare and early learning are fully integrated within a single
governance structure, setting the curriculum and pedagogy, inspection and regulatory regimes.
These countries tend to offer comprehensive systems of universal early learning and care which
commence where parental leave ends. In these countries early education and care is seen as a social
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good and part of the nation’s infrastructure; it is identified as a social asset within which public
investment is made. The Nordic countries are commonly identified with this model of provision.

For children under the age of 3, both public subsidy and demand-side funding, or a mixture of both
are used to finance services across most OECD countries, however only the Nordic governments
fund childcare services to any great extent. In Sweden, Norway, Iceland and Finland, state and local
subsidies cover more than 85% of resource costs and in Denmark this figure is 75%.

Separately, the EC% classify countries into three clusters according to the proportion of the full
costs of childcare (excluding pre-school entitlement) falling to parents:

e Those EU countries where parental contributions comprise the lowest share - i.e. less than
or equal to 25%. These include Sweden (7%), Estonia (12%), Austria (12%), Hungary (10-
15%), Finland(15%), Germany and the Netherlands (19%) and Denmark (25%).

e In other EU countries the parental contribution is around 40% or more; examples are
Portugal and Liechtenstein.

e The third cluster of countries are those where parents pay a relatively high share of the full
costs of childcare; the UK at 75% and Poland at 80%.

A natural division thus occurs between the more liberal economies (the third group above) and
Continental Europe (the first group above) whose governments play a smaller role in the regulation
and funding of childcare services. (They therefore rely on subsidies, vouchers and tax reliefs to
parents to help with the costs of care. In the continental countries of Europe, governments play a
greater role in the provision, funding and regulation of childcare services to the under-3’s.

However, some provide a combination of both. Some of the EU countries provide supplier subsidies
as well as tax credits and cash transfers to families (eg France and Belgium). In the Netherlands,
employers play an uncommonly large role in the funding of services, with statutory requirement to
finance one third of the cost of a nursery place for the children of their employees.

Subsidies, Fees, caps and top-ups

Even among the Nordic countries, where public provision is most comprehensive, parents are still
expected to contribute toward the costs of childcare over and above any free part-time entitlement
to pre-school, albeit at low average levels.

In Sweden, Norway and Denmark, fees in public day care are capped and regulated. In addition,
the parental contribution varies with the income of the family and the number of children attending
and there are often additional supplements for lone parents. In Sweden and Norway providers are
not allowed to charge top-up fees, whereas independent providers in Denmark are not bound by
price ceilings and can charge such additional sums.

In New Zealand™Y, the 20 Hours ECE subsidy is designed to cover the full average cost of a place
for 3-5 year olds and services receiving this are not allowed to charge top-up fees. For provision
over and above the 20 Hours ECE, providers are not subsidised by government to the same extent
and services are free to charge parents top-up fees without cap. Around 40% of services levied
these additional fees in 2011. On average across all ECE services in New Zealand, the government
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funding subsidy comprised 79% of average costs for the under-2's, and 62% of average costs for
the 2’s and over (excluding those receiving the 20 Hours ECE).

In New Zealand, the provider subsidy includes a core component and additional amounts which take
account of cost drivers (higher costs for children under 2 years; higher costs for services that employ
higher proportions of qualified teachers). In addition, targeted support is provided to parents in the
form of the WINZ fees subsidy, which works to reduce the fees by the amount of the subsidy.

Public support with the costs of childcare in Australia extends to around 60% of total cost, with
parents contributing about 38% of full costs. The two main mechanisms through which support is
directed to parents is via the Child Care Benefit and the Child Care Rebate, both of which are in
general paid directly to families who purchase the childcare from registered approved providers.

In the continental European countries public childcare programmes also largely predominate and
parents contribute on average 25-30% of costs.

The structure of subsidies to service providers also varies depending on national policy: Some
countries offer a core grant to all providers, which depends only on the number of children attending.
In addition, supplementary grants can be made to services serving children with additional or special
education needs - or in deprived communities, similar to the pupil premium in England.

The following section offers a review of the evidence on the efficiency and effectiveness of different
financing arrangements on a number of system and family outcomes. Appendix A sets out a brief
description of the systems of provision, funding and fees currently in place across a selection of
OECD countries.

Does the mode of funding chosen impact on family outcomes?

Discussions around the most effective means of financing ELCC often focus on the differences across
countries in the extent to which they rely on market forces to deliver choice in provision. While some
financing models may be preferred on grounds of stability of provision and access for disadvantaged
groups, evidence suggests it is overall spend on families by governments which is most closely
related to rates of child poverty and child wellbeing.

Notwithstanding this, experience suggests that too heavy reliance on market forces can result in
provision favouring more affluent areas at the expense of ensuring sufficient access among
disadvantaged groups whom we know stand to benefit the most. Important therefore to examine
system objectives and market failures in deciding extent and nature of competition and in the design
of fees, caps, subsidies and other targeted support to families.

OECD Starting Strong 2 report of 2006 offers summary of the pros and cons of different approaches
to the funding and configuration of early learning and childcare services. Their discussion is simplified
to a comparison of supply-side (public subsidy) approaches and demand-led (market-oriented)
approaches to childcare provision.

» Cash transfers are popular tools due to their relative flexibility. They respond readily to
policy changes and targets, such as reducing child poverty rates, or the need to cut spending
quickly. Cash transfers can be efficiently means-tested and therefore effectively targeted and
are more transparent in terms of their cost to ex-chequer.



> Tax breaks are seen to be more efficient for encouraging work in comparison to cash
transfers, however they are harder to apply in practice, given interactions with labour market
conditions and choices and in practice favour those paying the most tax (ie higher earners).
As with cash transfers, the costs and effects of tax breaks can be readily assessed.

> Public funding of services are often associated with longer-term priorities. Countries with
relatively high commitments to in-kind spending are often countries with good outcomes as
measured in terms of child wellbeing.

Pros of public funding of services model;

It is suggested that the public supply-side investment model, managed by public authorities
brings more uniform national quality and superior coverage of childhood populations than
parent subsidy models.

Too heavy reliance on market arrangements results in supply following ability to pay which
does not coincide with the evidence concerning which children stand to gain the most from
ELCC

Targeted demand-side funding is often ineffective and poorly targeted to those in need.
Suggest that the more uneven quality in market-led systems is likely due to weaker regulation
and information failures wherein parents are less able to judge the quality of care in settings.
The problem of churning of providers in certain areas and instability of national provision is
flagged as downside of too heavy reliance on market arrangements. For-profit providers can
only survive by protecting profit margins but this results in prices which are unaffordable and
hence no market equilibrium is achieved.

Authors point out that the experience of Sweden and Norway shows that a public service
model can accommodate private providers when they are properly contracted, regulated and
supported by public funding.

Publicly managed systems appear to be more effectively regulated with support and
supervision from central and local government and for this reason more efficient mapping of
national need, more coherent training strategy and benchmarking are attained.

Also appears to lead to more mixing of children from different socio-economic backgrounds.

Pros of the consumer-subsidy model;

Can limit public expenditure and allow greater choice and control by parents.

Stimulating demand by directing public funds through parents is thought to generate benefits
of competition and inject innovation into the sector. Proponents of choice also argue that the
range of programmes offered under market-led systems will be more varied and responsive
to parent need than those offered under public provision.

Where parent vouchers and subsidies are conditional on using formal arrangements this
creates positive incentives for informal carers to register.

The speed with which private providers can start up offers an advantage over public systems
which take longer to configure and deliver.

Concern that public systems of childcare can crowd out these more varied forms of private
childcare.

Works best where have more developed systems of ELCC [integrated?], such as Sweden,
Denmark, France and New Zealand.



Cons of the Consumer-Subsidy Model;

A market-led system moves away from the principle of universality in education, of providing
equal opportunity for all children within a universal system which serves as an equalising
influence and encourage mixing of children from different ethnic and socio-economic
backgrounds.

Subsidising consumers is in general under-funding and the burden of cost falls on parents
many of which cannot participate in formal childcare solutions.

The capacity of governments to manage the outcomes is weakened. Tax rebates and
vouchers do not support system co-ordination or universal provision, or even necessarily
improve in-service training and salaries for staff.

Parent rebates and subsidies are often not understood or used and taken up fully by all
parents eligible for them; parents with low education levels and unemployed parents have
difficulties claiming what is due to them.

General reluctance of market providers to locate services in poorer neighbourhoods and
deprived areas; supply follows ability to pay.

Targeting of services can be problematic and does not respond to children who move in and
out of risk, whatever their social, cultural or linguistic status.

Evidence!*?! from the reforms introduced in the Netherlands in 2005 identify some of the adverse
effects of the consumer subsidy model. The switch to a fully consumer subsidy model from a
previous mixed model was intended to stimulate market forces and level the playing field in the way
public funds were distributed between for-profit and not-for-profit providers. As part of the Act,
child-minding was largely deregulated in order to reduce costs in support of a cheaper provision
model of childcare — away from centre-based arrangements. No public provision of childcare had
existed in the Netherlands and the reforms did not change this.

However, results of the reforms suggest the following;

e There appears to have been significant change in where providers locate their services, with
supply following ability to pay and higher population densities, as would be predicted under
a private market.

e The mix of providers changed dramatically as a results of the reforms, with the for-profit
sector crowding out much of the non-profit sector which previously comprised 40% of
provision and was located in low demand, more deprived communities.

e Variable impact on quality with the number of providers judged unsatisfactory increasing
from 6% in 2001 to 49% by 2008

e The number of child-minders grew by over 200% between 2004 and 2008 but much of this
was from informal grandparents registering for the public subsidy

In 2006, the OECD concluded that “direct public funding of services brings, in the majority of
countries reviewed, more effective control, advantages of scale, better national quality, more
effective training for educators and a higher degree of equity in access and participation than
consumer subsidy models.”

A more recent unpublished report from the OECD uses country-level data to compare the
effectiveness and efficiency of the two models on family outcomes!3.,
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The typologies broadly reflect the following institutional features;

e Whether cash transfers are targeted or universal

e Whether lone parent supplements are offered

e Generosity of parental leave schemes

e Use of tax breaks and other work incentive payments to families with children
e Provision of free universal services such as childcare

e Presence of social and private insurance schemes and other arrangements

e Size and role of private sector in delivering services

There are several caveats to the analysis and the correlations found are not suggestive of causality.
The authors rehearse findings from previous research on correlates of child income poverty which
suggest that a wider set of factors (than family benefit spend) influence rates of child
income poverty; existing market wage distributions; other non-family related social
transfers such as unemployment and incapacity-related benefits, housing and health
spend. Notwithstanding this, the following key findings emerge;

e Both in-kind services spending and family cash benefit spending are correlated with
reductions in child poverty but only in-kind spending is also correlated with higher female
employment

e Neither family cash benefit spending or in-kind service spending were found to be correlated
with fertility.

e After controlling for socio-economic context, universal policy structures have statistically
significant lower child poverty than non-universal systems of support for families.

e Regressions are suggestive of a significant positive effect of public and social market
structures on total fertility rates compared to settings dominated by private institutional
arrangements.

e Female labour market participation is consistently negatively correlated with child income
poverty

The authors also examine the effectiveness of increases in cash benefits and in-kind services by the
typology of policy regime; the effectiveness of additional spend not only depends upon the route
through which it is directed (cash versus services versus tax breaks), but also the existing policy
context within which it takes effect. Tables 17 and 18 from the report are reproduced in the Appendix
to this paper and identify the countries across the different typologies along with the marginal effects
of increases in cash spend or in in-kind spend associated with the three outcomes. The following
results emerge;

e Cash benefit spending produces different outcomes depending on existing family policy
structures; it is most effective at reducing child poverty among universal cash transfer
structures but also produces reductions in targeted systems, albeit smaller.

e Cash benefit spending among universal structures also supports fertility and female labour
force participation.

e Increases in in-kind spend appear to offer the greatest returns among systems which are
dominated by public provision or models of social insurance/social market arrangements,
rather than systems which are based on targeting. This suggests that targeting of services
is ineffective and best done in the form of cash transfers.



e Market-led systems do not respond so well to increases in in-kind benefit spend with small
impacts on child poverty and fertility and negative impacts on female labour force
participation.

The authors also undertake micro-economic modelling of household choices in response to changes
in the form of family support and results suggest the following;

e Childcare spending appears more efficient than cash spending in reducing child poverty rates

e Despite impact of cash transfers on reducing child poverty, more efficient reductions in child
poverty can be achieved through services at around 70% of the equivalent cost

e Overall picture is strengthened further when including extended income effects which arise
from the improved labour market opportunities for mothers.

Conclusions

e Recognise the role of social values, appetites and attitudes to family and community which
drive policy choices around configuration of systems of early learning and childcare and which
also influence other policy choices (concerning labour regulations, taxes and benefits)

e Acknowledge co-determination of many policy choices which together drive outcomes for
families, rather than one policy area in isolation; consider coherency of wider constitutional
reform choices and constraints and implications for outcomes such as inequality

e Recognise the wider fiscal constraints facing many governments (incl Nordics) in choosing
mode of funding, taking the benefits of a universal approach and combining with equitable
and sustainable fee and subsidy structures

e Consider the key market failures in Scotland and priority objectives in designing funding
arrangements and the role of different provider types.

e Key tensions appear to be between;

e Quality and cost of provision and how this maps to objectives around longer-term
benefits for children versus shorter-term financial benefits for parents, their
employment and the economy

e Equity versus efficiency considerations; is there a trade-off in the long-term in light
of evidence around importance of cognitive and non-cognitive skills?

e Progressive childcare support structures versus work incentives; marginal impacts in
combination with taxes/benefits can result in poor work incentives net of childcare
costs

e Explore extent of possible distortions and crowding out by more extensive public
provision balanced against what is known about longer-term benefits of universal
formal early learning and care (lessons from education?) ~ linked to this, parental
choice versus consistency and value for money in national quality



APPENDIX 1: SUMMARY OF FINANCING AND FEE ARRANGEMENTS IN A SELECTION OF
OECD COUNTRIES

Denmark
Mix of Provision:

The majority of ECEC provision is publicly provided, including child-minding. 74% of services for pre-
school age children are offered by the municipality; the remainder is mainly non-profit organisations
and parent co-operatives.

Financing and fees:

Municipalities (local authorities) are responsible for financing ECEC services in their areas out of
block grants from central government and locally collected taxes.

The majority of childcare costs are paid by the state; on average childcare costs take up 9% of net
family income for dual earner couples. High expenditure is driven by high demand, low staff:child
ratios and high salaries for staff.

The local authority is tasked with ensuring an ECEC place in a day-care facility for all children from
age 26 weeks to school age (as well as for after school care) and for providing a subsidy for that
place directly to the provider. The subsidy follows the child and where possible parents’ choices over
facility must be respected.

For children below school age, the local authority must meet at least 75% of gross operating costs
of day-care and at least 70% of after-school care costs. Fees in public provision are regulated with
price ceilings (in addition to caps on parental contribution) however parents may opt to use private
childcare where open-ended fee top-ups (over and above the subsidy) can be charged.

Parent fees are set annually by the municipality and differ for different settings and by age of child.
Parental fees are lower for additional children and for parents on low incomes (aided place subsidy),
including for after school places.

Income-related fees subsidy is linked to a nationally set and progressive scale; in 2012, those earning
above £52270 paid full fees while those earning below £16,828 paid nothing. There is an additional
subsidy for single parents.

Sweden

Mix of provision:



ECEC provision is predominantly public in Sweden with over 80% of formal places provided by
municipalities. The independent pre-school sector comprises a mix of for-profit companies, parent
co-operatives and other non-publicly owned entities.

Financing and fees:

Costs of care are largely funded by the state; in 2011 7% of the costs of a pre-school place and
17% of costs of after-school care were financed through parental fees, the remainder financed by
the municipality who raise the funds both via local income taxes and block grants from central
government. Municipalities also set the local fee structures which apply in both public and
independent provision. Independent providers are not allowed to raise additional fees. A flat-rate
per child subsidy is directed to all providers.

In pre-school settings, 3-5 year olds receive 525 hours per annum free entitlement and pre-school
class for 6year olds is also free.

Parental fees for pre-schools (ie over and above the free entitlement) depend on income and the
number of children attending. In addition the maximum amounts any parents pay is capped at a
maximum fee, set annually on a national scale. Within the limits of maximum fee regulations and
municipal fee structures, parent contributions toward the funding of places can differ, from between
2% to 20% of running costs per place.

Norway

Mix of Provision:

Main form of of ECEC for pre-school age children is kindergarten from 0-5 yrs. Child-minders also
provide care from their homes. Kindergarten’s are provided by the municipality and also by private
groups including parent co-operatives, private companies and non-profit sector. All regulated by the
municipality.

Mix of provision is 54% private institutions 46% public provision.
Financing and Fees:

Kindergarten funding is substantial, financed through grants from local government. Parental fees
cover 15% of running costs in public settings and 18% of running costs in private kindergartens.
Recent law equalising funding for private and public providers to equalise fees being charged to
parents.

From 2004 a single maximum fee was introduced for all private and public settings and providers
cannot charge more than this. Parents fees are capped annually by national government for each
child. Parents with more than one child enrolled are entitled to a fee reduction. Municipalities also
offer fee reductions to families on low incomes.

In addition in Norway, a family care supplement is available where parents do not enrol their 1-2
year old in full-time care but instead choose to care for the child at home. This is a cash transfer.



Parents can also benefit from tax deductions to help cover childcare fees. OECD estimates place net
childcare costs after benefits at 11% of the average income for dual earners at 100% Average Wage.

New Zealand
Mix of Provision:

Around 57% of ECE services in New Zealand are community-based with most operating as trusts
with profits recycled back into the trust for the development of the service and local community.

There is also public provision of early learning and for-profit organisations which deliver early
learning and day care/kindergarten, some of them large chain kindergartens. There has been
criticism over the for-profit sector and concerns over quality of provision in some settings.

Financing and Fees:

In New Zealand™?, the 20 Hours ECE subsidy is designed to cover the full average cost of a place
for all 3-5 year olds and services receiving this are not allowed to charge top-up fees. For provision
over and above the 20 Hours ECE, providers are not subsidised by government to the same extent
and services are free to charge parents top-up fees without cap.

Around 40% of services levied these additional fees in 2011. On average across all ECE services in
New Zealand, the government funding subsidy comprised 79% of average costs for the under-2’s,
and 62% of average costs for the 2’s and over (excluding those receiving the 20 Hours ECE).

The provider subsidy includes a core component and additional amounts which take account of cost
drivers (higher costs for children under 2 years; higher costs for services that employ higher
proportions of qualified teachers) but it is overly complex and possess undesirable incentives.

In addition, targeted demand side funding is provided to qualifying parents in the form of the WINZ
fees subsidy, which works to reduce the fees by the amount of the subsidy. It is thus a mixed funding
model, dominated by supply side funding (grants in aid to services) with targeted provisions to
particular priority groups.

The 2009 childcare survey found that parents of 31% of enrolled children paid no fees; 25% paid
NZ$20 per week or less ;13% paid NZ$21-$50 weekly;15% paid $51-100 weekly and 16% paid
more than $100 weekly.

Finland

Mix of Provision:

The mix of provision in Finland consists mainly of not-for-profit providers and public municipal
services. The private sector makes up a smaller proportion of services and is tightly regulated and
dependent on state funding. Private providers do however deliver early education through
government subsidy.

Financing and Fees:
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ECE services for 0-6 year olds and the pre-school class for six year olds have different curricula and
regulations but only ECEC for six year olds is free from fees.

In Finland the main form of financing is supply-side funding, although parents are expected to
contribute a small amount to fees. The average parental contribution is about 15% and this varies
according to parental income and the number of children attending.

Netherlands
Mix of Provision:

The mix of provision is now around 70% for-profit/30% non-profit provision with no public provision.
The role of the for-profit sector expanded significantly after the 2005 reforms which were intended
to introduce competition into the sector and level the playing field across types of providers.

Financing and Fees:

Formal childcare provision in Netherlands is now a fully demand-led system, meaning that all public
finances are directed via parents who then use the proceeds to pay for the costs of childcare which
they purchase.

Prior to the 2005 Childcare Act the system was financed via a mixed model of provision, with some
funds going directly to public provision. Since the Act the government gives fiscal subsidies directly
to parents to cover part of childcare costs. In addition, all employers are now obliged to pay a %
of their employees’ salaries (all employees with and without children) to the government to help
finance the costs of childcare. This was set at .34% of total salary in 2007.

In return the government extends an employer childcare levy which is given to employees with
children to cover one third of the costs of childcare for all children under 12. The levy is shared in
the case of two employed parents so it is not a per child based subsidy.

In addition, the government pays an income-related childcare subsidy which is lower for the first
child and increases for additional children. Since the reforms of 2005, the amount of public money
spent on childcare has increased from around £.6bn to £2.6bn. Although much of this reflects
increased demand, costs of childcare have also risen significantly.

There are several forms of early learning and childcare. Local authorities are responsible for funding
playgroups and other early compensatory education for disadvantaged children. Parents cannot get
subsidies for these forms of care.

Although there are guideline maximum fees set by central government, in practice most provinces
charge more than these maximum amount in the form of top-up fees.



APPENDIX 2: REPRODUCED TABLES FROM OECD (2013) unpublished

Table 1: Summary marginal effects of cash and in-kind spending, and cash and in-kind benefit structures,

across models

Universalist

Targeted

Hybrid

Public

Social market

Subsidy

Private

Hybrid

Cash benefit types

Targeted dual earner

In kind benefit types

Universalist dual earner

Child income poverty Female civilian Fertility rates
employment

A) (B) 4) (B) 4) (B)
- = ++ ++ +/- ++
- +/- - - - -
- - ++ ++ ++ ++
- - + - - -
+ - ++ - ++ e
= - ++ - + +
— - ++ + + +
- -- -- - + +
+ +/- - - - -

+/- - - - +/- +/-

Note: (A) Model specifications as provided in Appendix A4 & A5, Figures 13, 14,15; (B) Same as (A), but including other outcomes as
additional independent controls; ++ considerable positive marginal effect of additional spending; + small positive marginal effect; +/- no
marginal effect; - small negative marginal effect; -- considerable negative marginal effect. Model specifications not reported, but available
from authors upon request.

Table 2: Intersection of Cash and In-Kind Ideal Types

Cash Type | Universal | Universal, Dual Targeted Targeted, Hybrid
Earner Dual Earner
In-Kind
Type
Public Denmark Australia Canada (06- | Iceland
Finland Italy (03-09) | 09) United
Hungary | --- New Zealand | Italy (96-02) | Kingdom (9§-
Norway (07-09) Spain 09)
Sweden




Social France Belgium (96-06) | Japan (01-09) | Japan (96- Belgium (07-
Market Germany 00) 09)
Subsidy Korea (96-00) Mexico Greece (02-
--- Luxembourg (09) | --- United States | 03)
Korea (01-09)
Private Estonia Austria (96-08) Greece (96- Chile Czech
Czech Republic | 99) Portugal (96- | Republic (01-
(96-00) 03) 09)
Israel Turkey Greece (00-
Luxembourg (96- 01, 04-09)
08) Ireland (96-
Netherlands (96- 08)
04) Poland
Slovak Republic Slovak
(03-09) Republic (96-
Switzerland 02)
Slovenia (96-
07)
Hybrid Austria (09) New Zealand | Canada (96- | Ireland (09)
- Netherlands (05- | (01-06) 05) Netherlands
08) Portugal (08- | New Zealand | (09)
09) (96-00) Slovenia (08-
Portugal (04- | 09)
07) United
Kingdom (96-
97)
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