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The Early Childhood Sector of the U.S. Economy

In the first comprehensive calculation of
its kind, the Partnership for America’s
Economic Success estimates the annual
value of U.S. resources devoted to
children from birth to age five at nearly
$400 billion.!

The Partnership examined the early
childhood sector (ECS) of our economy to
help policy makers:

= recognize the ECS’s size and scope
and the direct economic contribution
of spending on young children;

® 3ssess current unmet needs and
inefficiencies in the ECS; and

= evaluate how their decisions affect
the performance of the ECS and
the economic and social benefits it
produces.

This analysis finds that public and

private investments in young children

are equivalent to 2.9 percent of the gross
domestic product (GDP), which calculates
the total national value of goods and
services. As a share of GDP the ECS is
larger than the agriculture (1.2 percent)
and utilities (2 percent) sectors and on par
with transportation.? This study concludes,
however, that this level of investment is not
adequate to meet the needs of our nation’s
youngest children, who comprise over 8
percent of the population and will grow to
be our future workforce.

Policy makers increasingly understand
that kids, families, businesses and states
reap financial rewards from effective
early childhood programs. Research
shows that laying a solid foundation for

B Comparing the Early Childhood Sector to Other Important Sectors

Agriculture Utilities

Sector values as percent of GDP in 2007 dollars.
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health and learning in the earliest years
leads to higher earnings in adulthood
and significant savings for taxpayers

in education, crime and other social
services costs. Children’s access to
quality early learning and care also
improves their parents’ workplace
productivity. As a result, smart ECS
investments provide returns that can
equal or exceed those of many traditional
economic development strategies.

In light of the sector’s size and its ability
to produce large economic benefits for
every dollar invested, local, state and
federal leaders must carefully consider
how their decisions shape the ECS.
Spending that is appropriate in scale

to children’s needs and focused on
evidence-based programs will improve
the nation’s health, advance school and
career success and build the skilled
workforce American businesses need

to compete. Conversely, spending that
is inadequate or not directed to cost-
effective programs will limit our nation’s
productivity and reduce its future
economic growth.

Several indicators make clear that the
ECS’s current resources are too small
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and inefficiently allocated to ensure that
all children grow to their full potential.
High-quality early learning programs
are in short supply and unaffordable for
many families. Hospital visits account
for close to half of young children’s
health care costs, suggesting a lack of
emphasis on preventive measures that
could reduce dangerous and expensive
emergencies. Hundreds of thousands

of children suffer homelessness, and
millions live in poverty.

Enhancing the value of the ECS requires
that policy makers invest public dollars
based on evidence of what works—
evidence that is abundant for programs
that support young children. That evidence
points to a focus on prevention of harm
and promotion of wellbeing as the most
effective approach for the sector as a whole.

This brief provides key findings and
guidance to help policy and business
leaders maximize this vital sector’s
performance. Improving how we

invest in young children will enhance
the health and education of future
generations, stimulate economic growth
and create a more competitive 21st-
century workforce.
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The Three Components of the Early Childhood Sector

The ECS can be broken into three components, each encompassing a different set

of resources committed to our youngest citizens:? early care and education; health
care goods and services; and family expenditures (food, clothing, housing, etc.). The
following sections discuss each component’s contribution to the ECS5 total estimated
value; needs that go unmet for many children at the current level of investment; and
public policy options to generate better results and returns from the sector.

B Early Childhood Sector Components

:‘:E:g; :i:je @ Health care includes:

services doctor, dentist and hospital

$49B bills and prescriptions and

other health-related costs

@ Early care and education

Family
expenditures

$190B e

education

$157B

includes: center- and
school-based child care and
pre-k; paid care by family,
friends or neighbors; and
foregone wages of unpaid
care providers

@ Family expenditures
include: housing, food,
clothing, transportation
and other necessities

The full report is available at the website for the Partnership for
America’s Economic Success, www.partnershipforsuccess.org/
earlychildhoodsector and also at www.hspc.org.
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Early Care and Education

U.S. public and private resources devoted to the education and care of
children from birth until kindergarten entry totals $157 billion per year,
equivalent to 1.1 percent of GDP. This includes:

= center- and school-based child care and pre-kindergarten programs;
= paid care provided by family, friends or neighbors; and

= the foregone wages of parents, relatives and friends who supply
unpaid care.

There are indications that these care and education settings that lack
investments are insufficient and not well the level of quality shown to produce
allocated. High-quality early learning developmental gains.*

programs are not accessible to all children. = Paying for a high-quality early

= Two-thirds of all low-income education for one child would cost the
children—and an even larger share of average U.S. family 25 percent of its
poor minorities—are served in early annual household income.
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Two-thirds of all low-income children are served in
early care and education settings that lack the level

of quality shown to produce developmental gains.

The economic productivity of this ECS quality and access so that more children
component can be improved through attend early care and education settings
public investments that raise program with proven financial returns.

THE EARLY CARE AND EDUCATION WORKFORCE:
UNDER SKILLED AND POORLY COMPENSATED

The ECS employs 2.2 million paid workers who constitute 31 percent of all U.S.
educators. The vast majority of these employees are women, and on average, they
have low skill and education levels relative to teachers serving older children. They
also have very low wages; even compared to women with similar qualifications in other
occupations, female child care workers earn less, taking home paychecks that are 31
percent smaller.

Policy makers should consider:

© Ensuring that all children, beginning with those at highest risk of school failure, have
access to high-quality early learning opportunities.

@ Raising preparation requirements and performance standards for early childhood
teachers and investing more in compensation and professional development to
secure a well-trained workforce.

© Supporting research-based program quality improvements and rigorous monitoring
and evaluation.

VITAL TO GROWTH 5
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Health Care

Annual spending on health care for Americans age five and under totals
$49 billion, the equivalent of 0.4 percent of GDP. These expenses include
doctor, dentist and hospital bills and prescriptions and other health-related
costs, whether paid through private or public insurance or out of a family’s
own pocket.

Data on health care services demonstrate patient and family together.’

that the expenditure level for low- Children without this resource
income children has historically been too are more likely to develop serious
low and dollars poorly allocated, with health conditions and to be treated
opportunities to prevent costly problems in emergency rooms.

often missed. . . .
= Four out of five children at risk of

= Four in 10 children lack a “medical developmental and/or behavioral
home”—a comprehensive primary delays do not receive recommended
care approach that brings doctor, screenings.®

PEW CENTER ON THE STATES



VITAL TO GROWTH

An estimated 17 million low-income children

in America go without dental care each year.

= One out of every five American
children between the ages of 1
and 18, or 17 million kids, goes
without dental care each year.”’

Shifting resources toward prevention
and early intervention could reduce
health care costs considerably. The
recently-passed federal health care reform
legislation provides resources to alleviate
many of these problems, but targeting
them effectively will be critical.

= In 2005, 15.4 percent of all U.S.
births were low birth-weight and/or
preterm, with a higher rate among
low-income and African American
women. Improving birth outcomes

could save substantial sums: each
complicated birth adds $9,000-
$40,000 in medical expenses.®

= Nearly half of total U.S. health
expenditures on young children pay
for hospital visits, many of which
could be avoided. For example,
properly medicating, monitoring
and controlling factors that trigger
acute asthma can virtually eliminate
attacks and substantially reduce
medical costs.

Decreasing the potential for a lifetime

of high health care costs starts with
better attention and resources devoted to
children’ early development.

Policy considerations to improve this component’s economic performance include:

© Making certain all pregnant women and children have access to appropriate care,
especially preventive services such as pediatric dental check-ups, evidence-based,
voluntary home-visiting programs and smoking cessation resources.

@ Promoting children’s access to a medical home through policies that encourage
pediatricians to locate in underserved areas, as well as policies that improve children’s

health insurance coverage.

VITAL TO GROWTH
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Family Expenditures

Spending on such children’s necessities
as housing, food, clothing and
transportation constitutes the largest
portion of the ECS, totaling $190
billion a year, equivalent to 1.4
percent of GDP.°

Long-standing and persistent child
poverty highlights the challenges families
face in providing these basics. In 2009,
more than 40 percent of children five and
under lived at or below 200 percent of
the federal poverty level°(FPL)—$44,100

for a family of four—meaning that their even middle-income families to
parents could not provide for all their core meet their children’s essential early
needs without additional support. Nearly life needs. In 2008, nearly one
one in five young children, or 14 million, in four households with children
lived at or below the FPL'" and 8 percent experienced food insecurity, an
endured “deep poverty,” defined as half increase of 32 percent over 2007.
the FPL or less. . ,
® An estimated 200,000 children are
= Rising costs for housing, combined homeless on any given night, with
with stagnant and declining wages, 1.5 million children homeless at
make it difficult for many low- and some point during the year.?
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In 2009, nearly one in every five young children,

or 14 million, lived at or below the poverty level.

These financial struggles have serious but, according to one estimate, could
consequences for taxpayers. Unstable also save states as much as $1.9 billion
food and housing situations can annually in foster care expenses."’

substantially reduce children’s ability to
focus and succeed in school. Moreover, ~ Poverty and related effects like housing

research suggests that as many as instability and a lack of consistent,
one in three foster care placements nutritious meals are among the most
are attributable largely to parents’ powerful factors limiting children’s
inability to secure affordable housing. cognitive, behavioral and social

More housing assistance before such a development, and these conditions are
crisis develops could not only prevent most damaging when they occur and

millions of traumatic family disruptions  persist in the earliest years.

Policy makers could improve this component’s performance and reap the benefits
of more healthy and prepared children by:

O Ensuring that cost-effective nutrition programs, such as WIC (Women, Infants and
Children) and SNAP (also known as “food stamps”), are accessible to all families
in need.

@ Investing in effective programs to stabilize housing and make it more affordable.
© Building families’ financial capacity and combating poverty through such evidence-

based programs as federal and state Earned Income Tax Credits and such promising
innovations as Individual Development Accounts.

VITAL TO GROWTH 9
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Conclusion

Raising children from birth to school entry
produces substantial economic activity—activity
that has value greater than that of several other
sectors which have benefited from serious
policy maker attention. Sufficient and wisely-
targeted investments in the Early Childhood
Sector will enhance its contribution to GDP. As
this research demonstrates, current investments

are neither sufficient nor, in some cases, well-
allocated, and the fiscal crisis has exacerbated
that problem. The economic downturn also
presents an opportunity for local, state and
federal leaders to make important, evidence-
based policy changes that will help the ECS
generate better results and position the nation
for stronger economic growth.
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