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New Economic Research on the Impact of Preschool

How do we use this research to increase economic investments in early care and education?

Background

Those concerned with adequate funding for quality early care and education have a new arsenal of tools with which to make their claims.   Economists from various academic, business and government organizations have applied new economic models to early care and education and generated dollar figures for what investments in early childhood services can yield for the economy in the short- and long-term. 

This body of work is gaining attention at all levels of government and within the business community.  It builds on a foundation of work that has led to a general acceptance of the importance of the early years.  Now, as a result of this economic research there are financial estimates for the short-term economic contributions of early care and education services and their long-term returns on investment. There is a need for continued research as well as active dissemination, planning and implementation of a host of creative solutions to showcase and maximize the economic contributions of early care and education.

[image: image1.png]5i€ NATIONAL TECHNICAL
ASSISTANCE CENTER





The Economic Debate: Three Key Components

The trillium flower with three petals is used by Cornell University’s Linking Economic Development and Child Care Project to reflect the three ways the research community has demonstrated the economic importance of early care and education. Each petal on its own is insufficient. However, together the three petals capture the short and long-term economic contributions made by early childhood services. One petal represents Children and the investments in human development and education. Another represents the Regional Economy, investments in child care as an industry that produces jobs and stimulates the economy. The third petal represents Parents and the economic contributions they make to the economy, as employees and consumers. (Ribero & Warner, 2004). The economic contributions of children are considered long-term, because the pay-off largely occurs after the child matures. 

This issue brief was written by Dana E. Friedman, Ed.D. on behalf of Smart Start’s National Technical Assistance Center.                                                                                                                                                                                                

However, the economic contribution made by the other two petals--regional economy and parents--may occur in the short-term, through increased tax revenues, jobs and the purchase of goods and services.  Research on each of these approaches is summarized below.

Children: Investments in Human Development

· Cost/Benefit Analyses. The longitudinal studies conducted on the Perry Preschool Project, Abecedarian Intervention and Chicago Child-Parent Center have yielded sound empirical evidence that high quality early childhood programs yield significantly positive benefits for children in terms of IQ, school achievement, grade retention, need for special education, and social adjustment. The Perry Preschool Project concludes that for every dollar invested in these services, over $7 in benefits was returned for the participants and society.  The greatest savings are estimated to come from the reduction of crime and increases in earnings for participants.  In a similar vein, cost/benefit analyses by Clive R. Belfield of Teachers College, Columbia University, find cost savings to the school system from the provision of early childhood education amounting to between 1.9% and 2.8% of total expenditures on pre-collegiate education.  
· Macroeconomic Studies of the Impact on Human Capital. James Heckman, a Nobel Laureate in Economic Sciences from the University of Chicago has made dramatic claims about the impact of early care and education because of the social skills that children learn in the early years that set a pattern for acquiring positive life skills later in life.  Heckman makes a strong case for a higher return on human capital when dollars are spent on the young rather than the old.  “The returns to human capital investments are greatest for the young for two reasons: (a) skill begets skills, and b) younger persons have a longer horizon over which to recoup the fruits of their investments.”(Heckman, 2004. p.5.) 

· Microeconomic Studies on the Impact on Human Capital. The most enthusiastic proponents of this theory are Art Rolnick and Rob Grunewald from the Federal Reserve Bank of Minneapolis, who are speaking at conferences around the country telling business leaders that early care and education is a far better investment than sports stadiums, industrial parks and inducements to high-profile companies.  “Based on present value estimates, about 80% of the benefits of early care and education go to the general public, yielding more than 12% in internal rate of return for society in general.” (Rolnick and Grunewald, 2003. p. 9)  The calculations follow that two years of a high quality early education experience such as the Perry Preschool program would cost $9,000 per year, or $18,000.  At a 12% return, the value created in 30 years from this investment is $124,776 in today’s dollars. (Dugger, 2004)
· Studies on the Impact of Fiscal Policies on Children. Concern about how the next generation will pay for today’s tax and health care policies is the focus of work by William G. Gale of the Brookings Institution and Laurence J. Kotlikoff of Boston University and the National Bureau of Economic Research. They argue that recent tax cuts and Medicare spending increases enacted since 2001 will substantially raise the fiscal burdens placed on future generations by as much as tens of thousands of dollars per child.
The Regional Economy

A growing number of states and localities have conducted research on the economic importance of early care and education as an industry. Mildred Warner, at Cornell University, as well as staff from the National Economic Development and Law Center (NEDLC) in California, have provided leadership in measuring the importance of early care and education to regional economies. These studies use a standard tool called input-output analysis (I/O) that quantifies direct effects, or total gross receipts (revenues) of the industry as well as the number of small businesses, employees, children enrolled and families served. Multiplier effects result from spending by an industry through indirect effects that measure how much economic activity is stimulated by early care and education businesses when they purchase goods and services from local suppliers, and induced effects that measure how much economic activity is generated by early care and education employees as they use their wages to purchase goods and services from local businesses. 

Warner posits that if early care and education presents itself as an industry that not only improves the quality of life but also creates jobs, generates economic activity and draws new (federal and state) dollars into the regional economy -- the result is a win/win for everyone.  One can see the power of the numbers describing the magnitude of the early care and education industry in New York State when it is presented as a $4.7 billion industry with 22,000 small business, 119,000 employees and 750,000 working parents who collectively earn over $30 billion annually. (Cornell, 2004.)

Parents 
Most studies of the short-term economic importance of the early care and education industry also attempt to estimate the economic value of enabling parents to go to work. This is typically done by estimating the number of parents who use paid child care, multiplying this by the average wage, and then stating that some portion of this sum can be attributed to child care. Several localities have estimated the wages that parents would forgo or the number of work hours reduced if paid child care were no longer available. Connecticut used a “counterfactual” approach to estimate the economic loss that might occur if the revenues and productivity increases from the use of formal and informal child care were removed from the Connecticut economy. Additionally, the Cornell research team is developing a new methodology, called hypothetical extraction, which they hope will more accurately measure the economic contributions of service industries such as child care that also supports parental employment.

Using an Economic Frame to Promote Policy Change

This new economic development frame has justified early care and education as an industry worthy of investment and important to economic growth.  It has fostered new relationships with business and government policy makers and economic development experts. It has the potential to spawn new approaches to data collection, planning, professional development, management, finance, government policy, and advocacy.  Adopting an economic development frame has already led to several innovative funding solutions that are a welcome departure from the traditional “tax and spend” strategies.  These include investment tax credits, public/private endowment plans, and new fiscal/management strategies for child care businesses, among others.
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Discussion Questions

1) The research described in this issue brief will not convince business or government to invest.  It may, however, convince them to come to the table.  A plan for how to invest in early care and education is critical. What is the best way to further this goal?

2) Critics argue that the long-term child development research and subsequent economic estimates (e.g. the “children” petal) are based on studies of a few demonstration preschool programs that included low ratios, highly trained teachers and home visits (often by the classroom teacher) – far different from the average early childhood program in the community. How do we address the concern that these findings cannot be generalized to all early care and education programs? 

3) To date, research on the economic importance of early care and education has not furthered a collective vision. Many leading economists focus largely on the ”children” petal, that is, the long-term, child development returns, and focus primarily on pre-kindergarten programs. What strategies could be used to bring a broader focus to the economic work, a focus that also includes the contributions made by the regional economy and by employed parents? And how might this approach be used to foster an agenda that goes beyond PreK? 

4) In all economic studies, definitions of the early care and education industry do not typically include family, friend and neighbor care. Yet almost half of young children are cared for by family, friends or neighbors. How can we most effectively include this form of care in our economic arguments? And what investment -- and early education -- strategies are most appropriate for family, friend and neighbor care?
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