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Economies of Scale:  New Ways to Organize 
Early Care and Education to Stabilize the Industry

(Administration, Finance, etc.)
New Administrative/Fiscal Structures for Early Care and Education Services 

Background
A major barrier to financing early care and education programs is the fragile nature of the industry and the absence of economies of scale. Early childhood programs--unlike their counterparts in other industries--tend to be very small. And very small businesses rarely have the financial stability and fiscal expertise necessary to take advantage of new, innovative financing strategies. 

Because of their size, early childhood programs find it difficult to weather bad economic times (when enrollment might be down) or to take financial risks (such as borrowing money to grow). They often can't take advantage of new educational approaches or service delivery strategies (because they don't have the staff), and typically have unreasonable administrative costs (e.g. they don’t have administration per se but rely on staff that serve dual role of teacher/administrator, or they have high administrative costs as a percentage of direct services.)

While the average child care center serves approximately 70 children, it is not uncommon to find centers that enroll only 30 or 40. In many parts of the county the majority of child care providers are home-based, and serve only a half dozen children.  This is in stark contrast to public schools, that not only serve hundreds of children at each site but typically cluster fiscal management in a single school district office.  Colleges and universities are equally large, with campuses that serve up to 50,000 students. Both of these entities can afford to support professional staff that focus exclusively fiscal management and, in the case of higher education, a financial aid office that helps students access assistance and a development office that helps to raise additional funds to support the institution. Similarly, subsidized housing projects are built for hundreds of families, and the organizations that help to finance these projects typically “package” multiple projects into a single financing strategy to help reach economies of scale. Even farmers -- who symbolize the American notion of 'rugged individualism' -- have developed cooperatives that allow them to share equipment, storage facilities and develop common marketing strategies. In some cases, farm cooperatives actually own the companies that produce food products (like Land o' Lakes butter or Ocean Spray juice.) 
Even in the private sector -- where competition reigns -- companies are increasingly coming to realize that success may lie in plotting common approaches to customers through shared technology and new strategic alliances rather than plotting new strategies to compete. Banks, for example, share ATM networks. Hotels have developed jointly owned hotel reservation systems. All of these approaches offer some important lessons to the early childhood field.  
There are, potentially, a number of ways that early childhood programs can join forces to stabilize the industry and obtain economies of scale. Imagine, for example, that a group of child care programs in a particular region created -- or employed -- a single entity to market their services, enroll families, and manage billing and fee collection. (A more detailed discussion of this vision is attached as an example.)  This kind of an approach might help expand access to new markets and streamline administrative costs. 

Other approaches that could be explored might include the following: 

· Technology links that allow early childhood programs to share the administrative cost of enrolling children and collecting fees (like airline reservation systems or ATM networks);

· A single, community-wide financial aid office (similar to the "coordinated scholarship program" included in the attached vision)

· Shared services, such as food preparation and distribution, transportation, payroll and other administrative services, staff development, and so forth;

· Shared purchasing networks, with common ATM cards, that allow providers to collectively negotiate lower prices for goods and services;

· Facility finance strategies that allow providers to share the cost and risk of borrowing the money they need to renovate or expand their buildings;

· Some form of cooperative, that allows providers to join forces (as farmers currently do);

· New approaches to creating franchises or "chains" that allow programs to maintain their autonomy but still achieve some stability and economies of scale;

Suggested Resources
Several papers aimed at exploring new administrative/fiscal structures for the child care industry were prepared by students studying with Professor Mildred Warner at Cornell University. These include:
· Model for a Single Payer System in Child Care
· Provider Budgets and Implications for Fund Design
· College Financial Aid: A Model for the Child Care Fund
Louise Stoney has several speeches, PowerPoint presentations and reports that discuss this issue, including:

· It's Not Just About More Money...Early Care and Education Finance Reform 

· Visioning A New Child Care Financing Structure (Summary of a 2002 speech to the Maine Head Start Director's Retreat)
· Looking Into New Mirrors: Lessons for Early Childhood Finance and System Building (This 1998 report by Louise Stoney advocates borrowing successful financing strategies pioneered in housing, higher education, health care and education finance for use in early childhood education.) Summarized Version
Further Discussion 
Listed below are questions that a community, region or state may find useful in further considering this issue. 

· What ideas and approaches could we brainstorm today? How can we flesh out and/or test these nascent ideas?
· Do we have sufficient information about promising new administrative/fiscal structures that could help stabilize ECE -- both within the field as well as from other fields? If not, how should we go about gathering this information? And how should we document and disseminate what we currently know and/or learn?
· Do we have sufficient information about what early childhood programs need and want with regard to new administrative/fiscal structures? If not, how should we go about gathering this information? How should we document and disseminate what we currently know and/or learn?

This is one in a series of issue briefs that were developed for use in a broader discussion on Early Care and Education Finance Reform that was held on January 26-27, 2003 in Greensboro, North Carolina. These issue briefs were developed and written in collaboration with Anne Mitchell and Louise Stoney of the Alliance for Early Childhood Finance.  For more information, email gscobb@smartstart-nc.org.
A Bold New Idea for Early Care and Education Finance

Might it be possible for a group of child care programs in a particular region to create -- or contract with -- a single entity to make it possible for them to share some costs and services? And would such an entity help the programs streamline administrative costs, stabilize their funding base and/or access new markets? 

The types of services provided by the network could vary, based on the needs and resources of its members, and might include tasks such as: fiscal management (including all billing and fee collection, USDA food program management, etc.), administering wage supplements, negotiating group purchasing discounts, providing programs support such as staff to conduct classroom observations and child assessments, and so forth. The goals of establishing this type of provider network are many, including: 

1) to strengthen the management capacity of the programs as a collective whole (so that they can hire experts to focus on issues such as fiscal management, fundraising, computer support, marketing, negotiating with funders, and so forth); 

2) to create an entity that has the capacity to collect and manage "direct subsidies"
 on behalf of a group of providers (e.g. funds could be raised collectively for shared expenses and/or to support wage enhancement and other quality improvements in participating centers; an endowment fund could be established to underwrite costs for all providers in the network; and so forth); 

3) to  lower administrative costs (because it would no longer be necessary to have separate administrative staff in each program); 

4) to reach economies of scale while still keeping programs small (by streamlining management, opening up the possibility of negotiating reduced price contracts for goods and services provided to all network members, collectively raising funds for a host of shared direct services, etc.); 

5) to improve the quality of child care (by establishing strong standards and allowing programs to focus on what they do best -- care for and educate young children);

This approach is not intended to limit parental choice. Parents could also choose to use providers who are not in the network. But the market would be structured to include incentives for parents to use network providers (e.g. it would be easier, more affordable and they would know these providers were meeting specified quality standards). Likewise, providers would have a host of economic incentives to participate in the network.
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� This term refers to funding that is awarded to an early childhood program, or group of early childhood programs, rather than a specific child. The concept here is that direct subsidy would benefit all children who attend the program, and form a base over which funds from parent fees, child care subsidies, and other public and private support could be layered. 





