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e Many families struggle to identify good early education and care (EEC) options.

e State governments often do not have good information about these EEC options, which
limits their ability to help inform parent choice and deliver appropriate services.

e State governments should reorganize and strengthen governance systems and data

capabilities to improve outcomes for families.

e State EEC quality rating and improvement systems should also be updated to provide
more useful guidance to families and better support for EEC providers.

Early education and care (EEC) is a market-driven
sector in which parent choice is a core value. In
some ways, parents have more choices available to
them in early childhood than in K-12. Services are
available in a range of settings, and political bound-
aries do not define options as they do with public
schools.

Practically, however, many parents have no real
access to early childhood services. Quality services
are not always available, particularly in less-affluent
neighborhoods. Even when options are available,
EEC is a deeply fragmented field, and parents must
navigate a complex path of eligibility require-
ments, program characteristics, available slots, and
other elements—all of which make choice less fea-
sible.

While some EEC programs are free for parents
when available, they may have strict eligibility
requirements, and other programs require parent
co-payments. Many lower- to middle-income par-
ents do not qualify for public subsidies but cannot
afford to pay for quality childcare out of their own
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pockets. So while parent choice is always articulated
as a core value of the system, the practical reality
is that choices are limited and hard to exercise.

The COVID-19 pandemic has exposed that not
only are parents struggling with a lack of choice
and information, but public funders of EEC services
are too. Publicly funded EEC is a crucial aspect of
the early childhood system; yet most government
organizations struggle with the fragmented,
competitive, and interdependent nature of the
public-private market and how these dynamics
affect parent choice. This situation is exacerbated
further by EEC services being funded by multiple
federal and state agencies, so in many states there
is not alead agency tasked with monitoring the entire
system.

During the pandemic, there have been biparti-
san calls for dramatically increased public funding
for EEC. As that money is being invested, more
needs to be done to make it easier for families to
exercise true choice—in which they have affordable,



accessible, and high-quality options and the infor-
mation they need to make the right choice for their
child. This report outlines the alternatives families
have with EEC and the supports already in place to
help them navigate those options. It then looks at
how states influence the universe of available
options. It concludes with recommendations for
state and federal actions to support and improve
family choice.

What Early Education and Care Options
Do Parents Actually Have?

States use federal Child Care and Development
Fund dollars primarily to provide subsidies for
parents paying for childcare they find in the mar-
ket—in effect, vouchers.! The eligibility limits for
vouchers are usually low; in most states, families
with incomes over 200 percent of the federal pov-
erty level are not eligible for subsidies.> Even when
families are eligible for vouchers, they may not
receive them due to lack of state funds and could
be placed on a waiting list.3 Childcare providers are
not obligated to accept state vouchers,* meaning
that even a family that is eligible for a subsidy is
not guaranteed to find a childcare slot that meets
its needs.

When families do receive subsidies, vouchers’
amounts can be inadequate. Federal law antici-
pates that families will be charged a co-payment
based on their income and family size.5 State reim-
bursements are based on the market rate for childcare,
but state methodologies for calculating market
rates tend to dramatically understate the actual
costs of services.® In fact, in 2019 only four states
set reimbursement rates at the federally recom-
mended level.” When there is a gap between the
provider’s actual cost and the family’s expected
co-payment, families end up paying a “second
co-payment” to cover the gap.?

Given all the limitations of state and federal
funds, childcare continues to strain many working
families’ budgets, and the pandemic has made the
situation worse.? A Bipartisan Policy Center survey
found that 54 percent of parents had a hard time
finding childcare that fit their budget. Unsurprisingly,
the challenges are greatest for the lowest-income
families; 72 percent of parents with incomes under
$50,000 had problems finding adequate care.'®
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A recent report from the US Chamber of Com-
merce Foundation argues:

The reopening of childcare centers is essen-
tial to building back a healthy economy
and reducing the strain on those who
stepped in to provide care when centers
had reduced capacity or closed entirely.
Without viable childcare solutions, working
parents will have a difficult time returning
to work, especially as unemployment is
concentrated in industries that provide
in-person services."

Childcare subsidies are not the only public sup-
port for parents with young children seeking EEC
services. The federally funded Head Start program
is a comprehensive child development program
focused on low-income children that is free for
eligible children. State governments also subsidize
preschool programs, which are typically free.
These vary dramatically in availability; nine states
serve more than half their 4-year-olds, and others
have no preschool program.’> Some children also
receive special education services through the
Individuals with Disabilities Education Act
(IDEA); in states with no state-funded preschool,
IDEA funds may be one of the largest sources of
funding for EEC, even if the number of children
served is relatively low.3

All told, children receive EEC in a wide range of
settings: homes, centers (both for-profit and not-
for-profit), and schools (including charters). Some
of these providers seek to combine multiple public
funding streams to increase the quality of ser-
vice—such as pairing subsidized childcare with
state preschool or Head Start. This is permitted
and even encouraged in some states, and indeed,
the federal government encouraged this through
the Early Head Start childcare partnerships.

These publicly funded efforts to support EEC
represent only a portion of the supply of EEC ser-
vices, as the EEC market consists of a wide range
of childcare arrangements. Many children are
cared for in center-based or family home settings
where parents pay the entire cost of care but are
regulated by the state for health and safety. A small
number of employers offer childcare centers as an
employee benefit. Some children in higher-income



families have private arrangements such as nan-
nies.’s Many families across income ranges have
children whom a friend or relative care for.'° And,
of course, in some families one parent stays home
with the child.” In general, arrangements for
younger children are more likely to be variable
(formal, informal, or unpaid). As children approach
kindergarten, they are increasingly likely to end up
in more formal settings.

Because of this fragmentation and complexity,
defining and monitoring market demand is chal-
lenging. Parents often might want one arrange-
ment if given the choice but end up with another
due to a lack of availability or circumstances beyond
their immediate control.

What Publicly Funded Supports Do Par-
ents Have to Find Early Childhood Ser-
vices?

Given the diverse range of services available and
the lack of support for coordination among provid-
ers, it can be difficult for parents to figure out
which program is best for their child—or even
what they are eligible for. States have long sup-
ported “resource and referral networks,” which
have been helpful but are frequently under-resourced
or not well publicized.!® More recently, states have
ramped up their efforts to provide “coordinated
enrollment,” allowing parents to find potentially
relevant services more easily. There are two major
approaches to coordinated enrollment:

1. “No wrong door,” in which parents show
up at any provider and that provider
shepherds them to the right service based
on their need; or

2. “One-stop shop,” in which a centralized
enrollment service helps get parents to
the right place. The aspiration of advocates
for one-stop shops is to have real-time
supply data that show parents vacancies,
but for now, in most jurisdictions, that is
a distant dream.

If done correctly, these systems can help parents.
Some communities have made progress in devel-
oping this infrastructure, leveraging new technol-
ogy to make information more accessible.
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But many factors make this challenging. In the
childcare market, the diversity and fluidity of
options—or the lack thereof—can make coordinat-
ing enrollment operationally difficult. The provid-
ers involved are often competitors, so participants
in a coordinated system can feel like it demands
that they act against self-interest. If providers do
not see it to their advantage to be part of a coordi-
nated enrollment approach, then these misaligned
incentives make the system less useful to families.
And maintaining the system requires dedicated
capacity—including expertise in maintaining a
real-time website—that local governments serving
the families with the greatest need frequently do
not have.

Are States Maximizing the Availability
of Good EEC Options?

In some communities, there are simply not enough
EEC services to meet demand. State preschool and
childcare funding often focuses on the lowest-
income families, but EEC services are unafforda-
ble even to families with slightly higher incomes
(200-400 percent of the federal poverty level).
This can create a gap in which parents lack access
to subsidies but cannot afford services in the market.

Even where publicly funded services are availa-
ble, the government’s participation in the market
may be inefficient. Maximizing the availability of
quality EEC in a community is a complex and diffi-
cult undertaking, largely because so many different
services are available and they are not necessarily
designed to work well together. In particular,
state-funded preschool often creates challenges
for Head Start and childcare providers.

In some communities, Head Start providers
have complained about the expansion of state-
funded or school-funded preschool. State-funded
preschool programs frequently have more permis-
sive eligibility requirements, and parents end up
choosing those programs over Head Start, but in
many cases parents do not really understand the
difference between the two. If a Head Start pro-
vider cannot fill its expected enrollment, it loses
money—and runs the risk of losing its place in the
program.

Similar issues also come up between providers
of state-funded preschool and private childcare



providers. Where free preschool for 4-year-olds
is expanded, parents will often choose that over
subsidized childcare—a completely rational choice
given the costs. State preschool is often free,
whereas even subsidized childcare requires a co-pay.
So the opening of free preschool frequently leads
to an exodus of 4-year-olds from childcare programs.

For these private providers, losing 4-year-olds
can be a devastating blow. State policy appropri-
ately requires lower adult-child ratios for younger
children,” but the reimbursement rates typically
are not adequate to cover the differential. Accord-
ingly, private providers need to have 4-year-olds in
their programs to stay afloat. That means moving
4-year-olds into public preschool can damage the
overall supply of childcare.> States can make spe-
cific efforts to support private providers during an
expansion of preschool—such as improving reim-
bursement rates for younger children and ensuring
that publicly funded preschool is delivered in
nonschool private settings. But without those
complementary policies, a preschool expansion
might reduce the system’s capacity to serve infants,
toddlers, and 3-year-olds.

Of course, there is not a crisp division among
providers of Head Start, state preschool, and child-
care, as some organizations provide more than one
of these services; some even provide all three. The
need for private providers to deliver preschool ser-
vices tends to be greater in areas that have experi-
enced population growth, where schools have no
physical space to provide services. But those are
also often the communities where it can be hardest
for private providers to find quality space.

In contrast, areas that have lost population typ-
ically have room available in school buildings—so
school districts can provide preschool simply by
hiring a new teacher, which is a competitive advantage
over private providers that also need to pay for
space. Even in states that allow private providers
to deliver preschool, the per-child funding may not
adequately account for the need to obtain the facil-
ities to do so.

Finally, even among private providers of child-
care, there are important divisions that state policy
can either alleviate or exacerbate. In particular,
there are often differences between center- and
home-based providers, as licensing standards and
funding approaches can be seen as favoring one
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segment over the other. Tension between for-
profit and not-for-profit providers is also relatively
common.

Fundamentally, there will always be strain in a
mixed-delivery system that includes school dis-
tricts and private providers. Each has competitive
advantages and disadvantages and will resist
states’ efforts to advantage one segment at the
expense of the other. During periods of service
expansion, those tensions can be papered over, but
they remain real and deep. When states set child-
care or preschool policies, they are influencing
how these sectors interact and how the market
operates, even if they do not always conceive of
their role that way. A more sophisticated under-
standing of how each part affects the whole would
allow states to be more effective at expanding one
service without accidentally undercutting another.

Recommendations for Action

The market-driven nature of EEC has advantages
for parents, but too often, the market fails for fam-
ilies. Some changes in how the market operates
need to come from the childcare businesses them-
selves.?! But government can change its behaviors
to help the market function more effectively.

Create Focused Expertise on the Entire EEC
Market in State Government. That publicly
funded programs end up inadvertently competing
with each other is partly a function of state govern-
ments administering those programs from sepa-
rate agencies. According to a recent Education
Commission of the States analysis, only 13 states
administer childcare and state preschool out of the
same agency.2 Rather than having a single agency
with real expertise in early childhood services,
state governments leave childcare in a larger human
services agency and state preschool in an education
agency. This often means each program is adminis-
tered by a division manager whose primary respon-
sibility is to ensure that all funding is expended and
all relevant regulations are complied with. These
division managers are neither positioned nor
empowered to define a coherent vision for the
field and then ensure coherence across multiple
programs.>



Organizing early childhood programs into the
same agency with higher-level leadership does not
guarantee that states will participate effectively in
the market, but it at least gives them a better
chance.?¢ More focused and organized governmen-
tal involvement—as both a purchaser of services
and a regulator—should increase choices for fami-
lies. States have substantial impact in the EEC
market, and actually organizing themselves to par-
ticipate thoughtfully should improve efficiency
and reduce friction among EEC programs.

Create a Clear Vision for How to Focus Re-
sources Where They Are Needed Most. States
have correctly seen EEC as an area in which addi-
tional funding is required to serve the children and
families with the greatest need, but they have not
always done a good job of actually getting money
to those families. There are multiple reasons for
these funding gaps.

e States do not always have a clear agree-
ment on which families actually have the
greatest need. Fortunately, in the past two
years, many states have made progress on
this front. The federal Preschool Develop-
ment Grant Birth through Five (PDG-B5)—
a grant that has been awarded to 52 states
and territories to build the capacity of
their early childhood systems—required
states to define “vulnerable or under-
served” children.>

e Even when states have a clear definition of
families with the greatest need, they gen-
erally have not had good information
about those families’ demand for ser-
vices—or the availability of services in
their communities.

e In addition, states with limited funds still
must confront some difficult trade-offs:

o Families in poverty often live in
neighborhoods with fewer com-
munity assets—such as accepta-
ble physical space and qualified
staff—making it hard to establish
childcare centers with a viable
business model. As a result, it can
be difficult and more expensive
for states to reach these families.
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o Families between 100 percent
and 200 percent of the federal
poverty line are still eligible for
childcare subsidies but often
must supply a co-payment. Given
limited subsidy funds, states must
often assess the trade-offs in sup-
porting this segment relative to
the lowest-income children (under
100 percent).

o Families in the working poor—
above 200 percent of the federal
poverty line—are not eligible for
childcare subsidies in more than
two-thirds of states.> States often
have limited data and policy options
for these families, even though
they are an important segment of
the population with a real need
for services.

If states had updated supply-and-demand data,
they could regularly focus funding allocations to
ensure that resources are reaching the children
and families that need services (discussed further
later). That supply-and-demand data should focus
on the populations prioritized by the state, and the
analysis of supply and demand should inform pol-
icy and funding choices so the state can support
those populations more effectively.

With scarce resources, governments need a
clearer vision of whom they are trying to serve—
and exactly what services they are trying to provide.
There are trade-offs inherent in system design;
increasing per-child expenditures can raise quality
and improve outcomes for the children served but
reduce the number of children who benefit from
the program. States to date have not been holistic
and thoughtful about these trade-offs across the
EEC sector. Too often, this blind spot has led to
low-quality programs that meet the political need
to “do something”—but do not have the intended
impact on child outcomes.

Improve Enrollment and Quality Systems to
Support the Process of Family Choice. Given
how fragmented the EEC market is, governments
have funded efforts to support parents attempting
to navigate the system. Historically, resource and
referral agencies have played this role, but some



states and communities have attempted to develop
more comprehensive “no wrong door” or “one-
stop shop” approaches. Indeed, strengthening the
infrastructure supporting parent choice processes
was an important focus of the federal PDG-Bs
grants, which provided some limited one-time
funds to help states analyze their needs and launch
the process of designing better systems.?”

Regardless of whether states have already
started building coordinated enrollment systems
using PDG-B5 funds, they can work toward imple-
menting systems that simplify the enrollment pro-
cess for families.?® Importantly, these systems
must be sensitive to families that will want a wide
range of different things out of their EEC experi-
ence—meaning that for coordinated enrollment to
truly work, it must support providers using different
funding sources in a full range of settings. Coordi-
nated enrollment systems are most successful
when they give families the full range of options in
an easy-to-digest manner, then help them find and
enroll in the programs they want—including help-
ing them easily navigate the eligibility process.
Strong supports for families have substantial sys-
temic benefits while still preserving individual
freedom.»

Another important missed opportunity in many
states is quality rating and improvement systems
(QRIS), which are meant to evaluate provider qual-
ity and should be a more valuable source of infor-
mation to families. But states have not done a good
job marketing QRIS, so families do not know what
the ratings mean—and therefore do not use
them.3° QRIS should never be expected to be the
primary factor families use to choose services;
cost, location, and relationships will always play a
significant role.3* But QRIS could be much more
prominent than it has been to date in influencing
parent choice, and states could be more aggressive in
marketing QRIS to increase the visibility and
importance of quality to parents when they make
decisions about EEC services.

Structure Quality Ratings to Actually Drive
Quality Improvement. In addition to informing
parent choice, QRIS is supposed to drive improve-
ments in quality—thus, the name “quality rating
and improvement systems.” But the “I” in QRIS
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too often is minimized or ignored. There are a few
reasons for this.

Many Providers Do Not Participate. The upper end
of the EEC market—private and more expensive
centers—may not have much incentive to partici-
pate in QRIS unless it is mandated, because they
have alternate means of marketing to families. This
means that the centers serving the families that
can be the most demanding with quality are not
part of QRIS. This lack of participation undercuts
QRIS as a lever for quality improvement because
QRIS measures of quality apply to only some provid-
ers, and other high-quality providers are not rated.

It Is Hard to Agree on Standards That Make Sense to
the Entire Field. When states attempt to set high
standards, providers may not feel that meeting
those standards is realistic. Many childcare profes-
sionals receive low wages; nationally, roughly half
of childcare workers also receive some other form
of public assistance.3? Providers scraping to get by
may not have the bandwidth to focus on the state’s
definition of quality improvement and achieving
higher levels of quality, especially if those standards
were set aspirationally without engaging providers.
This dynamic often positions QRIS as establishing
a minimum standard, rather than an improvement
system designed to encourage providers to achieve
excellence.

States Are Not Good at Designing Financial Incentives
to Support Improvement. In a previous generation of
Louisiana’s QRIS, the state had a five-star rating
system that offered more money for providers as
they improved their rating, but most providers
ended up as two-star providers. It turned out that
the financial incentives to move to higher tiers
were not strong enough, so providers stayed at the
two-star because that was where they could make
the most profit (given that higher ratings did not
translate into better enrollment). Louisiana was
wise enough to examine the system and change it,
but other states are still living with designs that do
not actually create financial incentives for higher
ratings.



Better Ratings May Not Be Meaningful to Providers.
Providers know that most parents choose based on
cost, location, and relationships, so a provider’s
higher rating may not factor into parents’ decision-
making and lead to an increase in enrollment.
Given that achieving higher ratings can be expen-
sive, the work of obtaining a higher score may not
be worth the cost.

Better Ratings May Not Be Meaningful to Parents.
Even parents interested in quality ratings may find
that the criteria in state QRIS are not that mean-
ingful; they may be hard to understand and more
focused on program-design characteristics than a
child’s actual experience. A related and deeper
problem is that parents and providers may be
undervaluing the benefits of high quality. To cor-
rect this issue, states may need to play a bully pul-
pit role to communicate to parents the importance
of this issue—and, ideally, support the kind of
child experiences that research shows will lead to
later success.

The bottom line is that if states are going to
invest in QRIS, they should ensure that it is actu-
ally providing families with useful information to
inform decision-making and help support the pro-
vision of more high-quality options.33 Some actions
that states could take that could lead to improved
quality include:

e Ensuring that QRIS is designed to incentiv-
ize experiences that promote child devel-
opment and learning, with design elements
that focus providers on quality adult-child
interactions;

e Designing financial incentives that are cal-
culated to support real improvement by
providers;

e Engaging the provider community to under-
stand what QRIS design elements—and
communication strategies—would make
QRIS meaningful in the marketplace,
thereby improving the experience for pro-
viders already in the system and drawing in
providers that have not yet joined;

e Designing and launching more proactive
and expansive marketing strategies to raise
parent awareness regarding QRIS and why
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it matters when making a childcare choice;
and

e Addressing policy failures—such as the
misuse of market rates in setting reimburse-
ment levels—that fundamentally under-
mine states’ ability to support quality EEC.

Without these underlying changes, QRIS will
likely be perceived as just one more attempt by the
state to avoid actually solving the problem, rather
than as a meaningful part of a well-designed strat-
egy to serve families effectively. Individually and
collectively, these initiatives will take a meaningful
investment of new resources—particularly if
paired with other efforts needed to increase acces-
sibility and enrollment.

Build Better Data Systems Focused on Market
Research and Predictive Analytics. In some com-
munities, there is a serious shortage of EEC ser-
vices, whereas in others, multiple publicly funded
programs are scrambling to enroll the same kids.
In many states, data are insufficient to provide
even a partial understanding of these dynamics,
and generally, information regarding overall enroll-
ment patterns are poor.34 To date, even the most
ambitious state efforts to understand the early
childhood market tend to focus only on publicly
funded early childhood. A true systems analysis
would require understanding behaviors in the par-
ent-pay market for childcare and preschool, but
states know even less about those segments.

Private providers typically do not want to be
part of state data systems. Indeed, from their per-
spective sharing data with the state would likely be
burdensome without providing much benefit (at
least under current conditions). For states to engage
them will require changing that equation and
building data infrastructure that those providers
would find useful. For example, many early child-
hood providers would like to know what happens
to the children they served after they enter the
K-12 system; a shared data environment that ena-
bles access to that information could help create
partnerships with providers that do not currently
engage with the state—including high-end provid-
ers and Head Start sites.



Of course, current data on family eligibility,
enrollment, and attendance patterns are poor even
for publicly funded services that are already partic-
ipating in state data systems. We know little about
children who are or could be taking advantage of
publicly funded services throughout their child-
hood—including those who receive multiple ser-
vices at once (typically preschool or Head Start for
part of the day and subsidized childcare for the
remainder). Only a handful of states can provide a
distinct count of children enrolled in publicly
funded programs.3s

All the recommendations here rely on states
acquiring and using data more effectively, which
will require new approaches. For example, cloud-
based technology can accelerate the process of
sharing, analyzing, and transforming data from
multiple sources.3¢ This in turn enables states to
more effectively analyze the market, allocate
resources, and coordinate among programs—
which maximizes the impact of funding and improves
outcomes for families. In some states, public-
private partnerships have played a valuable role
in supporting the development of new data systems.

States need to develop the capability to perform
market research and predictive analytics; they
need to know the actual supply and demand and
project the effect in the market of particular policy
changes.” This approach should be centralized.
Even if programs such as childcare and preschool
are in different agencies, this analysis should be
holistic about the prekindergarten market. This
expertise does not necessarily need to sit in a state
agency; it could be a center at a university, for
example.3®
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