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Section One

INTRODUCTION

Allhough  almost  half  of-
California’s working families pay for child
care,! the industry’s significance 1o the
state's economy has mnol beecn fully
recognized. Child care has been perceived
pamarily as a social and educational
service. Yet it 2lso is an  income-
generating, job-crealing  industry  that
mzkes a vital contribution to the state’s
economy.

The care of children has always
becen a critical component of the California
ecanomy. Even before mothers became a
significant parl of the slate’s fommal
workforce, 1he:i; care of children, which
was gencrally unpaid, enabled Lheir
partuers 10 engage in wage-producing
jobs. With increasing numbers of molbers
enlering the workforce and mothers
returning more quickly to work after
childbirth,” (he shape of the child care
industry has changed More parents have
moved from nsing friends and relatives as
providers to using licensed establishmenls,
such as child carc centers and family child

care homes. Child care is a formal part of

N Local imvestment in Child Care Profect

the economy in which child care providers
are paid wages and, in tum, pay taxes.
Significant investments are mmade in
associated facilities and supplies, wilh
concomitant economic benefits.

The purpose of this report is to
demonstrale the significance of ﬂl'u: child
care industry 1o the California economy.
In fact, child cire is an integral part of the
slate’s economic infrastruciure, And as the
state’s economy shifis and its population
grows, the need for increased child care
capacily will only become more acute,
meaning the child care industry will have
an even greater impact on the state's

ceconomic vitality.

Defining Child Care

Child care includes’ a range of
services that educate and nurhure young
children and enable parenis to work or
attend school. For the purposes of this
report, child care includes full-day child
development programs, as well as part-day
care, such as Head Starl, stale preschool,

and other non-government preschools, as

1
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The Econamic Impact of the Child Care Industry in California

they are part of lhe sysiem of care that
parenls rely on during working hours,
Child care may bec licensed or
uvnlicensed. Licensed child care meels
minirmum health and safety standards sel
by the siale legislalure and repulated by
the Departmemt of Community Care

and benefils to atiract and retain educated,

 credentialed staff. Tn short, licensed child

care must meel stale criteria for quality
while maintaining a viable business.

In conlrast, -Mti;ﬂ:'cemed child care
generally is not regulaied by ihe statc and
is not povermed by any standards. It

includes care oulside the child’s

As the state’s economy shifts and its
population grows, the child care industry
will have an even greater impact on the

state’s economic vitality

hm_ne:—in the home of a relative, a
neighbor, or a babysitier—as well
as care that is provided m the
child’s home by  nannies,
babysitlers, relatives, or others.

Licensing in the California Depariment of
Social Services (DSS5). Licensed
eslablishmenls include most child care
centers and many home-based providers,
or family child care homes. Family child
care homes are licensed as-“small” or
“large”, depending upon the number and
ages of children served (small and large
family child care homes can serve a
maximum of &ighl and fouricen children,
respectively, of varying ages).

Licensed child care establishments,
espccially child care centers, must make
capital invesimenls in buildings and
equipment 1o provide high-quality care.
They must also invest in employee salaries

m Local Imvestment in Child Care Project

This kind of care can be exempt
from licensing (hus (he name [icense-
exempt care). For example, under State
law, a license is not required for a family
chili care home serving only the
provider’s children and children from one
other family, or a school-based extended
day program. ,

Because licensed child care is a
formal part of the economy (i.e., the sector
is subject 1o laxes, sials [egulaLi-nns, etc.).
ils ccomomic impact is more easily
quantified  Althoupgh unkicensed child
care arrangements are widely used and
thus also add much 1o the economy, il is
more difficult to ascertain their impact.

2
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The Economic Impact of the Child Care Industry in California

Therefore, this report focuses primarily on

licensed care.

The Local Investment in Child Care
Project

This report is an outgrowth of the
Local Investment in Child Care {LINCC)
Project, an initialive that was launched in
1997 with the supporl of the David and
Lucte Packard Foundation. The project
was designed to provide a bridge between
economic development and child care
planning efforis. Currently operating in
eight California counties;® the project
developed systematic melhods that for the
first time adiculate the impact of the
licensed child care industry on local
economies (Appendix A describes these
methads 1n delaif). The resulting
Economic Impacl Reports have shown that
child care is an economic foree that creates
jobs, generales significant local income,
and enables parents to work and local
businesses to thrive. By articulating child
care jn economic developmenl terms, the
reporis have faciltlated dialogue between
‘the child care seclor and local economic
development policy makers, private
employers, and prnvale lenders. In

@ Eacal fnvestment in Child Care Project
N7

addition, the reports bave helped to build
local partnerships aimed at increasing the
child care indusiry’s capecity to respond to
ihe shifting child care needs of California
families.* .

This repor builcis on the county
Economic Impact Reporls to assess the
impact of licensed child care on the stale
of California as a2 whole.

Quatline of the Report
Following
Inreduction, Secltion Two describes child
care cnrollment and need in Celifomia
Section Three analyzes the overll
economic effects of child care as measured
by bolh
employment I further explores child

Section One’s

industry  eamings  and

care’s contribuiion to productivity, and
discusses avoided public sector costs as
well as public child care subsidies.
Section Four considers future implications
for the state’s economy, Conclusions are

drawn in Section Five.

Nafiona! Economic Develaprent and Law Certer © June 2001
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Section Two
CHILD CARE IN CALIFORNIA

Pariicipation in the Formal Child Carc
Seclor

million
children under age thirieen in Califomnia
rely on licensed child care oulside the

Approximately  one

home. Table I shows a snapshot of (he

Table 1

number of children enrolled fidl- or part-
time in centers and family child care
homes in Cafifornia’. In addition to these
children, aboul 351,000 are emrolled in
Head Start® or siate-contracted child care

programsg,

Child Care Canter, Family Child Care Home, and
Government Sponsored Estimated Enroliments, 19997

Type of Enrollment | #ofChildrenin | # of Children in Total
Child Care Famlly Child Care
Centers Homes
Infant - Full-time 15,322 42,440 57,762
Infant - Parl-ime 4,038 12,202 16,240
Preschogl - Full-ime 163,224 90,019 253253
Preschool - Parl-time 100,170 33,444 133,614
School-age - 70,783 57,775 128,558
Full-ime
School-age - 74,325 48,07 123,132
Part-tima
Head Start 5,368 MN/A 86,368
State-contracted 265,000 NfA 265,000
Total 779,270 286,345 1,085,616

Source: The lalle was develpped based on rmw 1999 Regional Market Suvay dala, supplemented by publc secior
enroliment infarmation, These dala represent a poind in mo and may not fully refled, annualized enrciiment or capacity.

Sea andnote seven for more infomation.

m Local Investment in Child Care Praject
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The Economic Impacrt of the Child Care Industry in California

It should b noted that while a significant
rumber of children are in licensed child
care in Califomia, licensed supply falls far
short of need. According to California _
Resource and Referal Network dala,
licensed child care meets only 21% of the
estimated need for licensed care for
children of all ages. There are 4.7 times
more children, ages 0-13, with working
parents than licensed child care slois,?

@ Local Inmvestment in Chitd Care Praject
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Section Three

THE CHILD CARE SECTOR’S CONTRIBUTION TO THE

CALIFORNIA ECONOMY

Accounting for the Child Care Industry
Economists use a pumber of
methods to analyze the impacts of specific
business sectors on local, regional, state,
and pational economies, Much of the data
for these analyses comes from surveys
conducled by the U.S., Departmeniz of
Labor (DOL)Y and Commerce (DOC). The
Depariment of Labor collecis data on
employmenl and wages. The DOC

moniters economic activity—principally

as measured by gross receipis—by county

and seclor, assigning individual codes to
mdustries wilh similar  producls or
services.  Ouiput, or pross receipts,
measures the size of an industry in terms
of its overall sales.

Unlike most indusiries, the child
cage sector’s output is difficult 1o quantify
based on available DOC or DOL data. The
reasons [or ihis difficulty include the
methodologies® Inability (0 capture (he'
variety of child care seftings using existing
categories and the rapidit}' with which the
seclor changes. In addition, unlicensed

RN Local lnvestment in Child Care Froject
@

care is difficult to quantify. As a result,
the survey and idemtification methods
undedlying these traditional economic
accounting tools either do not currenily
measure the licensed child care indusiry as
2 wholc or they undercount it in several
ways (see Appendix B),

Because of these  analytic
challenges, two approaches were taken to
develop the statewide estimates presented
in lhis report. The first melhod — the
“M Cubed Estimate™ — relicd on the 199
child care market rale survey data
collected by the California Child Care
Resource and Referral Network. The
Network collects these data (including
rales charged for different age groups by
licensed centers and homes, as well as
enrcllment} on a county-by-county basis
cach year. Under this approach, county-
specific enrollment  estimates  were
mulliplied by county-specific hourly rates
to determine overall expenditues, In

cases where the survey did not oblain data -

from all of the facililies in a given county,

&
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The Economic Impact of the Child Carsc Industry in California

the avzilable data were extrapolated to
reflect countywide child care spending.
The second approach relied on

county-specific reports from the LINCC .

Project counlies 10 develop statewide
expenditure estimates.  The “LINCC
Estimale™ is based on a methodology that
uses licensed capacity and vacancy rates to
determine enrollment, which are then used
with market mnates to estimatc gross
receipts (see Appendix A for more detail),
Ta develop slalewide estimates, the data
from the participating counties were
extrapolaled by calculating Lhe percent of
the licensed capacity represented by the
counties and assuming (hat overall child -

care expenditures were similar 1o the
LINCC-analyzed countics.

Measoring Industry Quiput or Gross
Receipts —

As  indicated in Table 2,
Califorstians spent between $4.7 billion
and £5.4 billior on Ficensed child care in
1999. 1t should be noted that even this
range undereslimates total child care gross
receipts, as many California children are
cared for by unlicensed providers whose
earnings cannot be tracked.  Because
accurale and complete daia on the licensed
child care industry are difficult to obtain,
and becanse of the “hidden” natare of paid

Teblc 2
Estimated Gross Receipts for Licensed Child Care in California, 1999
Type of Care M.Cubed Estimate LINCC Estimale
Child Care Canters 32 billion $2.68 bilion
Family Child Care Homes $1.25 billion $1.23 billion
Head Start 5528 million $528 millian
State-supporied programs® $938 million $938 milfion
Total #4.7 billion $5.4 blllion

%N Local Investment in Chitd Care Project
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The Economic Impact of the Child Care Industry in California

but unlicensed child care, statewide
expenditures are actually much higher—
possibly by an additional 5¢ percent, or
more, of these estimated .iolals. (See
Appendix C for a deiniled discussion of
dala  uncertainties associaled  with
unlicensed care.) In addition, in 1999,
licensed child care generated mare than
$375 million in tax revenues,

Both of the methodologies provide
reasonable means {o estimate total child
care expenditures, Likewise, approach has
limitations.,'" However, given the overall
difficulties of accirately estimating child

.care experndifures, 1he similarities between

the two estimates provides general support

-vegelable  crops

for the avemll magnitude ol spending
found. Thai is, the difference between the
two estimates is modest from an analytic
perspective—approximately 15 percent—
and supporis the finding that Californians
spend belween $4.7 and $5.4 billion on
licensed child care, excluding spending on
the unlicensed sector.

Figurc | compares child care
eamings with éanﬂngs in other major
indusiries in Califomia As indicated in the
lable, child care produces almost as much
In gross receipts as the livesiock and
industries, and
significantly more than aother large
mdusiries in the siaje.

Figure 1

Licensed Child Care Industry Grass Recelpts Compared
with Other Industries in Californla, 1999

Vegeiah[es [ e e e e R e el 5
Livestock |EEE= i 5.5
Liceneed Child Care 541 m Represents
T e driference
Hotsehold Applances betwesn
= e A e wo
Women's Giulh'[ng_ | -'— e iyt e Y estirmate
Sporting melhods

Sourca lor Indushry Expendifuras:
Bureau of Economic Analysis, LS.
Department of Conmnerce

U.S. Dollars {billlons}

@ Local Investment in Child Care Profect
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The Economic Impact of the Child Care Industry in Califarnia

Direct Employment in Child Care
Based or the stalewide expenditure
| estimates and average amnual child care
wages, licensed child care directly
employs 123,377 people in California,"
including Leaching staff and non-leaching
slaff (for example, custodians,
boakkeapers, coaks, receplionists,
directors, eic.}. I'ipure 2 compares direct
child care employment with employment
in other industries.  As shown in the
figure, licensed child care directly
employs more Californians than the stale’s
adverlising, I[nmber, and accounting
industries, and almost as many as (he legal

services industry.

Indireet and Induced Employment

Like most industries, licensed child
care penerales  indirect  employment
through its purchases of goods and
services, and fmuduced employment
reflecling goods and services that are
consumed by houscholds directlly and
indlrecrj}r earning  income from  the
industry. For example, a child care
operalion supports jobs related 1o [ood
preparation, loy mﬂnufacturing,l and
officefinstructional snpplies, This report
estimales indirect and induced jobs based

on multipliers that are specific to the child

care sector, taken from the ImpactPlanning
{IMPLAN} input-cutput model. {See

Figure 2

Licensed Child Care Direct Employment Compared
with Other Indostrles In California, 1999

Printing and Publishing [E2
Licensed Child Care
Legal Services
Accounting Services
Lumber |EEEERE,

o 20 40

Sourc2 for non-child e
empaloyment figures:

e calmis ca [l
subjed/indtabla.him

@ Local Investment in Child Care Praject
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The Economic Impact of the Child Care Industry in California

Appendix D for an explanation of this
widely used model.)
Excluding unlicensed care, total

child care expenditures in California resnfl .

in more than 209,000 jobs, aver balf of
which are in the child care industry

factors, including infrastruciure.  For
instance, beller roads provide for faster
tumaround of poods and  services.
Wilhout productivity increases, the
economy would grow no fasier (han

increases  in  populalion and wonld
effectively stagmate.

Excluding unlicensed care, total child care -
expenditures in California result in more

Licensed child care
coninbules to productivity by

than 209,000 jobs, over half of which are enabling parents to work

in the child care industry ieself

Without adequate child care
infrastructure, parenls’

itsel£'  The remaining  indirect and
induced jobs — approximately 86,000 —
include employment in food service;
transportation; publishing {for instance, of
educational materials); manufacturing (for
example, toys), construction (for example,
carpeniry and factlily repair); and the
financial, * real estate, and insurance
Sectors.

Contribution to Produciivity

The child care secior plays a
criical role in the states produciivity
growlh and, as a result, ils overall
economic prosperily. Productivily refers
to getting more owtput from the same level
of inputs and is enhanced by a number of

TN Local Investment in Child Care Project

parlicipation in the work force
would bz much lower, significaniiy
reducing the siate’s pool of skilled labor,
The future of California’s economy will be
in the hands of parents in genemal, and
women in particular. For instance, based
on national dala, almost one-third of
California children are cared for. by only
one parcnt; about 15 percent of these live
with their father.”® By the year 2010 it is
likely that 85 percent of the labor force
will consist of parents, and the number of

working women will exceed working

men'* Many of these cmployees will ke’

Single parents and two-parent working

families requiring child care.

10
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Eicensed child care makes three
primary conftributions o labor
produciivity:

o Increased labor force participation.
Child care increases labor force
participation in terms of bolh

California’s child care seclor is
analogous to the state’s transporiation
system. Our system of roads, mass transit,
and airtports enables people to gel to worlk,
with the confidence that al the end of the
day (hey will be sble to relorn home.

the number of jobs and
quanitity of hours worked.
Thal is, in exchange for a

California’s child eare sector is analogous
to the state’s transporration system. Traffic
congestion and poor quality transit — like

portion of their paycheck,  jnadequare child care infrastrucrure — slow

child care allows parents to
work, andfor to work

workers down and reduce productiviry

additional hours, which in tum

provides personal income ito mest
other familia! needs while helping to
mect the economy’s demand for more

labor.

» Higher income. Child care pemmits
parenis o maintain job skills ;md
conlinuous employment cxﬁerience,
reducing potentially wage- and s=kill-

reducing absences.

s Lower absentecism and turnover rafes.
Licensed child care contributes to a
slable and coosistent workforce by

providing a reliable source of care. "

% Local Investment in Child Care Project

Traffic congestion and poar quality transit
— just like inadequate child care
infrastruclure — slow workers down and
reduce overall productivity.

Estimating Child Care’s Effect on
Productivity

In general, it is difficult to
decisively determine how the licensed
child care seclor affects [abor productivity.
A large number of changes—including the
nse of high-technology, shifis Ffom
manufacturing 0 scrvice industres,
“globalization,” and allerations in gender
roles—have impacted both short- and
long-lerm productivity. Untangling these

il
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complex variables is nol casy, and to date
very litlle effort has heen cxpendad lo
isolate the child care seclor’s influepce on
economic growth.

However, one promising way lo
develop an estimate of the economic
contribution of the child care sector is to
examine how many jobs parents

The Econemic Impact of the Child Carc Industry in California

lhat, on average, working parenis with
children in licensed child carc edm
$31.,000 a year,® and nelting ont the
wages of the caregivers !Hcmselw,-s, the
ficensed child care secior enables
Californians to earn dpproximaiely 513
bifiton annuafly. These CanHngs represent

are able 1o hold because of their
ability to find secure care for their
children, That is, wilhout (he
formal child care sector, pareqls
would have to stay at home with
1heir children; depend on infarma]

The licensed child care industry enables
Californians to earn approximately $13
billion annually. These productivity
impacts ripple throughout the

California economy

care, some of which would be paid for; or
do some combination of -both, and work
pani-time,
dollar value of formal child care js ihe
extra wages parents are able {o generate
for their families afer child care costs are
" netted out.

From this perspective, the

The average child care provider
carns approximalely $16,000 a year, and
providers charge from $4,000 to $11,000
ot more anaually.”® Studies indicate that,
absent government subsidies, higher-
_ income parents are more likely to pay for
child care than low-income parehts.”
Based on the conservative assumption

m Local fnvestment in Chifd Care Praject

the wages and salaries parents ate able o
make becanse the licensed child care
sector enables them 1o work.

As a result of multiplicr effects, as
explained in Appendix D, the wages
camed by working parents result jn other
indirect and induced carnings. Similarly,
these  productivity impacts  ripple
thraughout the Califomia economy,
resulling in higher overall tndustry owtput
throughout the state. The impact of these
eamings is shown in Table 3. The tabls
shows direct, indirect, and indpeed
produciivity effects of licensed child care.
As the table indicales, the $13 billion in

12
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The Economic Impact of the Child Care Industry in California

parcatal eamings has a significant impaci
on the siaie's economy. These productivity
gains create more than $49 billion in fotal
diveci, iIndirect, and induced perscnal -
income, generate almost %5 billion in
indireci tax revenues', and support
approximalely 1.1 million jobs.

Moreover, produclivily pains
crealed by the licensed child care industry
contribute $65 billion 10 the gross siate
product, which measures the total value of
goods and services produced in California
These pains represent approximately six
percent of the state’s frillion dollar
economy, and are larger than the seclor-
specific  contributions 1o pross  state
product of a number of the state’s high-
profile mdustries (see Figure 3), including

communications ($23 billion), c]eclmnic:s
{323 billion), compuler and data
processing services ($21 billion), motion
pictures (316 billion), or food products
($15 billion).  _

In additton, child care has a
significanl impact on overall industry
ouiput (or pross receipts), which reflects
the amounl of revenue generated by
industries in which parents with children
in the lcensed child care sector work. As
such, the productivity efects of licensed
child care amount o more (han a $[00
billion contribulion to industry ouiput |

An illustrative example: because
effordable, quality child care is available,
a married couple is able to open a small

computer repair business together. -First,

Table 3

Oirect, indirect, and Induced Productivity Effects of Licensed Chil_d Care, 2000
Economile Variable Confribulion
Labor Income $44 billion
Value Added {Contribution lo Grass Stale Praduct] 585 billion
Industry Cutput (Gross Receipts) $105.3 billion
Indirecl Business Taxes $4.9 billion
Emplayment {Number of Jobs) 1.1 mflicn

@ Local Investment in Chidd Care Project
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The Economic Impact of the Child Care Industry in California

that business provides income for the
couple, The business also employs six
other people, providing income for them
and their families. Addilionally, the_
business supports other companies and
sectors by purchasing their products. The
business also pays various taxes, produces
its own goods and services that contribufe
1o the health of the gross state product, and

generales revente,

Avoided Public Sector Costs

In addition to these economic
benefits, the formal child care seclor, by
enabling more parenis to participate in the

workforce, likely serves to reduce public
sector spending {for example, on criminal
Justice and welfarc services). While this
report did not study this effect specifically,
some general observations can be made.
Economists penerally acree 1hat
investments in education at all levels
provide for essential social and economic
benefils, including increased earning
power and higher economic growth,
Schools are considered to be the
comerstones  of  the  “knowledge
econemy,” in recognition of the increasing
importance to the slate’s economy nf-juljs
that are dependent on  workers®

Figure 3

Licensed Child Care Industry's Productivity-related Contributions
to Gross Stafe Produet, as Compared to Other Industries Direct
Contributions to Gross State Product, 1999

Licesed Chitd Care

Communications

Elecironics e I

Molion Pictres

Food Products (e

g5 | BEindustry
Contribulions to
Gross Stala
Praduct

B Productivity-
related
Contributions ta

Pl

(Gross Skate
e Pl

a 10 20 3o
Source of lndusty

Contributipns to Grass State
Proeduck IMPLAN, 1099
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The Economic Impact of the Child Care Industry in California

imtellectoal, rather thap

capacilies.

As the cvidence grows that high
quelity early childhood _ education .
programs can profoundly influcnee a

physical,

lifetime of development, it is increasingly
compelling to consider the child care
seclor as parl of the knowledge economy.
For example, high quality child care
improves school readiness, and positively
predicts children’s performance well into
their school cargers.”® Quality child care
and other preschool proprams have been
shown to improve cognitive skills as well
as language use and reading recognition
and comprehension.”’ Likewise, quality
child care has been shown to contribute to:

* Reductions in special education costs.
s Lower school drop-oul rates.

¢ Reduced levels of criminal activity.
For example, one stmdy found that
participants in a preschool program
direcled loward low-income Families
“committed fewer delinquent or
criminal acts, ihe acts they commitied

%ﬂ Local Imvestmenit in Child Care Project

were less severe, and they were less
likely to be chronic offenders..."?

¢ Increased eaming power, and reduced
risks of poverty 2

The most notable study of the
long-term impacts of a high-quality early
childhood program for
children found that after 27 years, [or each
$1 of public investment more than $7 was
saved in later public expenditures because
of the increased likelihood that children
would be literate, emplln}red, and enrolled
in post-secondary education. They were
less likely te be school drop-outs,
dependent on welfare, or amesied for
criminal activities or dclihquensy.“

low-income

Child Care Induastry Subsidies

Local, stale, and federal
povemments provide support for child
care services, including financing child
care, child development programs, child
care facililies, and traiming. Total siate
and federal lunding for child care and
development exceeded 52 billion in fiscal
year 1999, with almost 600,000 children
benefiting in some way from publicly-

15
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The Economic Impact of the Child Care Industry in California

funded child care programs. The staic is
expecied to spend $2.6 billion on child
care programs in FY 20002 It should be
noted that Lthese finds are spent on both
% o5 well
as infrastmeciure costs, In other words,
only a portion of slate child care funds
coniribute 1o the gross receipls of the

licensed child care industry. ¥ In addition,

Hicensed and license-exempt care,

shale taxpayers receive an esiimated $310
millicn in credits through the Dependent
Care Tax Credit, in which families may
claim an income 1ax credit for a portion of

. iheir child care expﬂns&?.ﬂ

16
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Section Foor

The Economic Impact of the Child Care Industry in California

FUTURE IMPLICATIONS FOR THE CALIFORNIA ECONOMY

The child care sector contributes
significanily to the California economy.
In 1999, Californians spent between §4.7
and $5.4 billion on licensed child care
programs  alone, excluding care by
tnlicensed providers. Exirapolating the
recent growth of the child care industry, it
is likely that expenditures in 2000 reached
almost 36 billion. ** Further, the

today, to almost 40 million by 2010—s0
its number _of children. The
population of Californisgs aged four or
younger is expected to increase by more
than 325,000 over (he next decade, more
than a 10 percent dse. Likewise, the
proportion of parenls who depend on
formnal child care services so that they can

will

licensed child care indusiry

directly employs more
Californians (kan the -
advertising, lumber, or the _

accounting services industries.

Without adequate child care

infrastructure, the state’s economic
prosperity would be threatened, and irs
growth would be slowed

As a resuli, even eXcluding
unlicensed or informal care, the sector
SeIves (o create enough income (o support
almast 209,000 jobs, of which more than
halF are in the child care industry iself In
addition, by enabling parents 10 seek paid
employment while Lhe children are cared
for in licensed care, the secior’s
productivity impact creates another |.1
milljon jobs in Cafifornia,

As the slate’s population ETOWs—
from approximately 35 millien citizens

m Local lnvestment In Child Care Project

parficipate in the workforce is also
expecled to grow® In addilion, many
families with a non-working parert also
enroll their children in early childhood
cducation programs; about one-thicd of
California children under age six with a
parent whe is not in the labor force arc in
some type of child care program.® Vet at
the same time, it is becoming Increasingly

. challenging to maintain even the existing

child care infrastructure, The industry
suffers from turnover rates in excess of 30
17
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The Economic Impact of the Child Care Industry in California

percen! annmally;” it is difficult to find
new workers, cspecially skilled ones;™
and it is under-capilalized, lacking
 adequale facilities 10 accommodate (he.
expansion required to mest the need for
SCLVICES.

Many California families have
troublc finding child care in their
communilies. In particular, many centers
are nol able to provide cost-effective
infant care since it requires more staff per
child. For example, in Los Anpelés, San
Diego, San TFrancisco, and Siskiyou
Counties, fewer than five percent of slots
© in licensed facilities are for infants3!
Frequently, school-age carc is also not
cost-effcelive for centers 10 offer, h_ecause
school-age children are in care for fewer
hours. As a resul, there is a limiled
supply of slois for these age gronps, Olher
examples of supply constreints throughout
the siate inchude:

¢ More than B percent of California
working mothers say it is either
difficull or extremely difFcult 10 find
apprepriate child care, and more than
20 percent have been prevented from

@ Locol Investment in Child Care Profect

taking a job as a result of inadequate

access to c.are.H

Licensed child care supply meets only
21 percenl of the estimated need for
licensed care for all ages, based on the
popwaion of California children who
live in households in which their sole
caretaker or both caretakers worlc
This supply-demand gap varies by
county.  For example, in Alpine
County, licensed care meels 78 percent
of the need for all children; in Los
Angeles County, supply meets only 17
percent of ihe need,*s

Care durng non-traditional hours
(evenings, weekends, and overnight) is
in short supply, particularly at child
care centers, Only 4 percent of cenlers
offer care during these hours, while 33
percent of family child care providers

da 0%

Lack of affordable licensed child carc
is responsible fnr job loss and failure
to oblain work among low-income
parents, according to a survey of 500
Los Angeles Counly residents. More
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The Economic Impact of the Child Care Industry in California

than half lost a job, and over two-
thirds failed to seek 2 job, because of
difficultics in locating child care.3®

The health of (he slate’s economy _
is dependent on the ongoing provision of
necessary  “infrastructure,”  including
transporfation, housing, and, most
importantly, a qualified Ilabor force.
Parents make up the larpest—and fastest
growing—source of skilled labor. As a
result, access 1o child care is a critical
component in the availability of qualified
workers: Wimum adequate and affordable
care, parents cannot work

Withoul an adequate child care
infrastruciure, the slate™s  ecopomic
prosperity would be threatencd, and its
growth would be slowed. TUnless the
ltcensed child care sector adds sufficient
affordable capacity, the state’s ecomomic
growth will be hobbled, and family -
incomes will.decline. For example, just a
half-percenl reduction in the siate’s growth
rafe, caused by labor shorfages created by
inadequate child care infrastructure, would
result in a loss of approximately 85,000
jobs, and more than a $5 billion reduction
1 personal income.

m Local trvestment in Child Care Project
\é-jd Natienal Economic Development and Law Center © Jurie 2001
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Seclion Five

CONCLUSION

Licensed child care is a significant
contribulor ito  California’s growing

economy in several ways, including:

¢ Gross receipts: In 1999, the indnstry
gencrated between $4.7 and §5.4
billion in gross receipts—comparable
in size to other large California
indusiries, including livestock and
vegetable preduciion.

indircct and induced effects of the
licensed cht'll:_l care industry.

Productivity: Licensed child care
enables parents to work, eam higher
incomes, and reduce their absenteeism
and turnover rates. The seclor cnables
California parents o earn
approximately %13 billion annually.

Further, each licensed child

Child care, in addition to its significance

cate  slol  represenfs, on a5 an industry, must be recognized as an
average, approximately  essential component of the infrastructure

$6,000 worth of spending in

supporting California’s economy

the local economy.”

» Employment: Licensed child care

directly  cmploys  approximalely
123,000 people, over twice the number
employed in the lnmber industry and
over three fimes as many as in the
state’s advertising business, On
average, approximately every seven
licensed slots represent a child care
-job, with' assceiated overhead and
benefits.*® In addition, an estimaled
86,000 jobs are supported by (he

m Local fivestment in Child Care Profect

Licensed child care contibutes $65
billion to the gross slale product {the
tolal value of goods and services
produced n Califomnia), more than
many of the sector-specific impacts of
the siale’s high-profile industries,
including communications, eleclzonics,

or metion pictures.

The lack of accurate data available

on the child care indnsiry as a whole has
made il difficult to precisely assess its

20
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The Economic Impact of the Child Care Industry in California

contribution to local and state economies. serious efforts at making such economic
As aresult, its significance (o the economy assessmenls,  Although more and better
has [argely pone unrecognized. Instead, data on the child care industry are needed,
child care has been acknowledged - the analyses presenled here demonstmate
primarily for its coatributions as a social that chitd care, in addition (o its
and edacational service. The significance as an indusiry, must be
methodolagies developed [or the LINCC recognized as an essential component of
congties, and for the slatewide estimates the infrastructure supporting California’s

described in this repori, represent the first economy.

2]
%:ﬁ Local Investment in Child Care Project
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Endnotes

! Linda Giennarelli and James Barsimantoy, Child Care Expenses of America’s Families.
Occasional Papec Number 40, The Urban Institute, December 2000.

2 Child Care Parinership Project, “It’s Good Business io Invest in Children,” U.S. Department of
Labor, Bureau of Labor Statistics, News, February 4, 2000. Many of these women are in pari-
time jobs. For example, on average, working women with children under the age of three work
30 kours a week; with children from three to five, 33 hours a week, and with children from six to
severtteen, 36 hours a week,

? The current LINCC counties are Alsmeda, Kern, Los Angeles, Monterey, San Mateo, Santa
Clara, Santa Cnuz, and Ventura. The David and Lucile Packard Foundation supports six
counties; additional LINCC projects in Los Angeles and Ventura Counties are funded with local
public dollars. Ail the counties have local matching dollars endfor in-kind contributions.

4 For example, the partnerships enebled teveraging of financial and political resources essential
for child care facilities and business development: incorporation of child care into local
jurisdictions’ economic development planning; enhancement of the child care mdustry’s small
business entrepreneurial capacity; and an increase in incentives for investments in child care,
such as loan puarantees and tax credit incentives for facility devetopment. County Econgmic
{mpact Reports have been written for the eight LINCC counties as well as San Benito County.
To request the reporis or to [eern mare about the LINCC project, cantact the Nationgl Economic
Development and Law Center.
* In 1998, such care was provided at 70,880 licensed family child care-homes and 9,193 licensed
child care centers. Source: California Child Care Resource and Referral Network. The California
Child Care Portfolio, 1999. November 1999,

® The federal Head Start program began in 1965 as a comprehensive child devé[upment program
to support children and families, The program is largeted at children whose families are below
the poverty line or receiving public assistance and who are not yet enrolled in school.

? The table was developed based on raw Regional Market Survey data, supplemented by public
sector enrollment information, Because the survey dala was not comprehensive — not every child
care facility was surveyed — the emrollment data was adjusted upwards to account for non-
surveyed centers and homes. Thet is, individual county enrollment in full- and pari-time care was
increased by the percentage by which the total number of facilifies exceeded the number of
surveyed facilities. These data represent a point in time and meay not fully reflect anngalized
enrollment or capacity. In addition, afthough there are more than 81 8,000 licensed “slots™ in the
Stale, the total number of children enrolled is Righer due to the use of part-lime care; multiple
children may share a single licensed slot.

% 4% Local Irvesimient in Child Care Project
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® The Cafifornia Child Care Portfolio, 1999, op. ¢it

® This estimate reflects slate expenditures on programs Lhat are not captured by the Repional
Market Rate Survey. Expenditures include programs dircetly contracled by the state,
cxpenditures related Lo improving service quality, and other expenditures thet rellect essential
overhead to child care facilities. Expenditure talals include (i millions);

Program FY 93-00
General Child Gare % 474,018
Freschool b 207194
Migrant Child Care 5 22790
Afer School Programs F 85000
Resource and Referral 15047
Quality, Administrative $ 25488
Child Care Facilities Revolving Fund 5 40828
Cal-Leam Chil Care 3 4545
SAFID 3 21,873
Exiended Day Care {Lalchkey) $ 27,937
Non-Direct Child Care Services 5 13484
Toftal § 938,204

" Source: California Department of Finance

** The methads used to develop ihe child care cxpenditure estimales represent two distinct
approaches. The M.Cubed method, which resulls in the lower oF the two estimates, could be
considered a “bottom-up” approach. This method relies an county-specific survey data
indicating the number of children fecoiving part- and fall-lime licensed care, as well as the
average rules for that care. Its main limitation is that the survey does not reach all licensed
caregivers in all counties, sa misging data must he accounted for in this case by using the average
county-specific enrollment and rate data. The LINCC method, which resulis in the higher
estimate, could be considered “top-down.” This method relies on couniy-specilic data on the
namber of licensed slots and vacancy Teles to determine enrollmenl, expenditures and employee
levels. This method is limited by the accuracy of the capacity data and vecancy rate information
used in the calculations, Finally, in extrapolaling the LINCC estimate from the county reports, il
is assumed that expenditures end the use of center- versus family-based care arc stmilar to other
counties in the state.

" Employment estimates are based on use of the LINCC estimate of direct expendiiures (ie.,
$5-4 billion) with the ImpactPlanning (IMPLANY} input-cutput model (ses Appendix D). Using
23
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the M.Cubed estimale of direct expenditures (i.c., $4.7 billion) results in a direct employmen
caleulation of 107,383 jobs.

? As wilk the direct employment figures, indirect and induced employment esiimates are based
on use of the LINCC estimate of direct expendilures (i.e., $5.4 billion) with the Impac(Plaoning
(IMPLAN) input-output model (see Appendix D). Using the M,Cubed estimate of dipect
expenditures (i.c., $4.7 billion) results in an indirect and induced coployment calculation of
75,237 jobs,

" Child Care Partership Project, ap. cit.
YU.s. Census Bureaw, Crrrens Popudation Reports, P20-5 14, 1999,

'* Galinsky, Ellen. National Study of the Changing Workplace. New York. Families and Wark
Institute, 1997. Californiz Child Care Resource and Referral Network, op. cit.

'° California Child Care Resource and Referral Netwaork., Regional Market Rate Study, 1999,

7 See, for example, Lynne Casper, “My Daddy Takes Care of Me!” Current Popriation Reports,
P70-59, September 1997; Tamar Lewin, “A New Majority—Familics With Both Parents

Working,” San Jose Mercury News, October 24, 2000.

' According to Department of Finance data, median family income in California is $46,500;
many parenls camn substantially [ess than $31,000 a year. Howcver, il is likely that familics
paying for child carc have abave-average incomes. Likewise, median houschold ncome—
reflecting stngle parents—is $40,600, substantially above the sssurged average eamings.

** Indirect Business Taxes (IBT), as teported by IMPLAN, consist of excise taxes, property
laxes, fees, licenses, and sales taxes paid by businesses, and sales and use taxes paid by .
individuals to enterprises in the normal course of business. They do nol inctude laxes on
profit or income. IBT values are derived from U.S. Burean of Economic Aralysis Gross Siate
Product data, wherein the ratio of employee compensafion to IBT is determined for cach
indusiry sector in the S00+ sector input-output model. The values are then stepped down 1o
the county level. The IAT values reporied in (he impact Lables are thus statistically-based
estimates of the laxes, fees, etc., paid at the time of the transaclion, and are the sum of
amounis going lo all jurisdications. They do not distinguish between the portton of sales and.
use taxes retained by the stale government (which is 6 cenls out ofthe T+ cenis per doliar of
taxable sales collected by the merchant), nor account for any subsequent redistribution of the
state's partion of the sales tax revenues back o local Jurisdietions. The tolal amount of IBTs
is included because it comprises part of the value of Value Added by local factors of
production: (Iabor and eapital) in the course of processing raw matedials and intermediale
products to produce goods and services going 1o final demand—i.e., the value of Total

Ourtput.
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*® There is evidence thal regardless of family income, children who have participated in high
qualily child care programs do better in school than iheir peers who have not. Ellen §. Pejsner-
Feinberg, et al., Cost, Quality and Outcomes Study, at <www.fpg.unc.cdu/-
CEDL/PAGES/cques>. Gordon Cleveland and Michael Kashinsky, The Benefits and Costs of
Good Child Care: The Economic Rationale for Public Investment in Young Children—dA Policy
Study. Toronlo: Uriversity of Toronlo, March 1998.

2 Frances Campbell, Ph.D. el al., The Carolina Abecedarian Project, Frank Porter Graham Child
Development Center, Universily of North Carolina at Chapel Hill, Oclober 2000.

2 Hirokaza Yoshikawa, Long-Term Effeets of Early Childhood Progrems on Social Qutcomes
and Delinquency. The Friture of Children Valume 5, Number 3, Winter 1995.

* For example, a sindy of an cnriched preschool program found that participants® camnings when
they rcached 27 years of age were 60 percent higher than a control proup’s. Lynn A, Karoly, et
al., Irrvesting in Our Children. RAMD, 1998, ,

' LJ. Schwsinhart and D.P. Weikart, Significant Benefits: The High'Scope Perry Preschool
Study Through Age 27. High/Scope Press, 1993. Cleveland and Kashinsky 1998, op. cil.

¥ Dala compiled from California Depariments of Finance, Consumer A fairs, and Social -
Services.

* Memorandum to All Child Care and Development Conlractors, from Michas! Jett, Child
Development Division, Califarnia Department of Educalion, Avgust 15, 2000; Telephone
nterview wilh Stan Moriguchi, California Department of Education, August 28, 2000,

*7 Beyond these programs included in this report’s expenditure celculations for the licensed child
care indusiry (scc Table 2), it is difTicult to determine the proportion of state child care funds that
 contribute to licensed child care services. This difficulty is due io date uncertainties, particutarly
with the CalWORKS and Alternalive Payment program. Thal is, il is not known whal percentage
of these programs support licensed vs. licensed-exempl child care.

* Taxpayers may claim up o $2,400 in dependent care expenses for one child, or $4,800 for two
or more children. The credil is on a sliding scale, with lower income families recciving slightly
larger credits.

? Estimate based on approximate 5% yearly increase in licensed capacily [The California Child
Care Porifalio, 1999, op. ¢il.] and estimated 15-20% annual increase in government
expenditures.

* Galinsky, Ellen; and The Cafifornia Child Care Portfolio, 1999, op. cit,

A 1999 Key Facts.
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* Children’s Defense Fund, California: Child Care Chatfenges, May 1998,

3 Center for the Child Care Worklorce, “Tlights, Raises, Respect,” News and Issues Jor the Child
Care Worlforce, Mach 21, 2000.

-

M The California Child Care Portfolio, 1999, op. cit.

¥ Cathleen Decker, “Finding Child Care a Tough Task for Many Californians,” Zos Angefes
Thmes, June 20, 1999,

* The California Child Care Porifolio, 1999, op. ciL.

7 Ihid. '

* Carla Rivera. Child Care Shortage Costing Jobs. Los dnpeles Times, October 26, 2000,
 Average was determined by dividing expendilure estimates by number of statewide slots.

¥ Average was dcf;:rmint‘.d by dividing number of statewidc slots by direct employment
eslimates.
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Appendix A

LINCC COUNTIES’ GROSS RECEIPTS
AND DIRECT EMPLOYMENT METHODOLOGIES

Gross Receipis

For both family and cenler-based care, the estimates of pross receipts represent a “snapshot™
of the industry laken at a particylar fime. Ii is bnportant to nole that counties can capture
gross receipts for licensed care only; adding wnlicensed care would significantly increase the
gross receipts figures,

Family Child Care Homes

Licensed Capacity  x Vacancy Rate'= Vacant Slots

Licensed Capacity - Vacanl Slols = Enrollment?

Enrollment b 4 Average Cost/Child/Year = Gross Receipts
Centers

For centers, there are (hree separate calculations—for infant care, preschool care, and school-
aged care, “Cenler-based care” in this case includes Head Start and State Preschool,
nonprofit, school-affiliated, and proprielacy centers.

Licensed Capacity x Vacancy Rate = Vacani Slots
Licensed Capacity - Vacant Slols = Enrollment
Enrollment x Average Cost/Child/Year = Gross Receipts

* Providers may be licensed for more childgen than they are actually willing 1o take; the number of vacancios
refers (o the actual number of slots (hat the provider would [ike ie 6ll. For examplo, a pravider licensed for 12
whe cares fior 8 children and would care for mo more han 9 has 1 vacancy, not 4.

! Aetual enroliment may be different from the number of licensed slots due 1o children sharing slols. For
example, in Santa Cruz County, there are 8,213 licensed slots serving 9,064 children. Because mos! eouoties do
no! kave aceess to actual enrollment Ogures, this methodology was developed to approximare them.

h@ Local Investment in Child Care Profect
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Direct Employment in Licensed Child Care

Family Child Care Homnes

Family Child Care Homes licensed for6 = 1 Employee
Family Child Care Homes licensed for [2 -= 2 Employees
Ceniters

Teaching Staff:

These figures are calculated based on the number of hours a center is open, the number and
ages of children for which a center is licensed, and the state-required ratio of siaff to children
under that liccnse. In general, younger children require a lower staff-to-child tatio, so a
center that cares for 12 infants will require 3-4 adults to care for those infants, whereas a
center that cares for 12 school-aged children will require only one adult to care for those
children.

Mulliply the average “FTE for Staf” by the number of staff required by licensing:

# honrs open/8 houry = ETE lor Staff

I Cenler-based infant care;
Accredited or Title V = (1 employce for every 3 children) x (FTE for staff)
Tille 22 = (1 employce for every 4 children} x (FTE for staff)

2. Cenler-based preschool care:

Tille ¥ = (1 employee for every & children} x (FTE for staff)
Title 22 = (1 employee for every 12 children) x (FTE for staff)

3. Tulle V/Tiile 22

(1 employee for every 14 children) x (FTE for sla(l)

Non-Teaching Siaff:

Custodians/Cooks/Receptionisis: Many centers fill thesc positions with teaching staff.
Larger centers tend to have separale employees in these roles. Counties are the best judges
of the general praclices in their area. The following are sugpested guidelines if counties wish

N Locol mvestmens in Child Care Project
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to maintain consistert estimates. Fach slot except “Family Worker” can be considered ful] -
time.

Custodians: Typical practice is to have one custodian for every cenler over 80 children.
Therefore, the formula is:

# of centers with slos for more thar 80 children = # of custodians

Cooks: Typical practice is that state-funded centers and larger centers have cooks.
Centers may also hire catering services.

# of state-fonded centers + number of non-state funded centers with over 80
children = # of cooks

Receprionists: Typical practice is to have one receptionist for every center over 80
children '
# of centers with slots for more than 80 children = # ol receptionists

Non-feaching supervisory staff (directors): Typical practice is to bave one director for every
40 children . )
# of licensed slots / 80 =# of supervisory stalf

Family workers: Typical praclice is that they are employed part-time (average 50% time) at
state-funded centers,
¥ of slate-lunded centers /2 = # of family workers

Administrative (off site): Typical practice is for larger centers to have off-site as well 25 on-
sile administraiors.

# of centers with slois far over 80 children = # of adwministrators

m Local fivestment i Child Care Project
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Appendix B

STANDARD INDUSTRIAL CLASSIFICATION STRUCTURE
AND THE CHILD CARE INDUSTRY

The Standard Industrial Classification (SIC) sysiem assigns a three-or four-dligit code to
industrics with similar services or products. It also aggregates similar industries into sectors
or groups, which are expressed as onc- or two-digit SIC categories, respeclively. For
example, Sectors 7 and 8 include all service industries, and Major Group 83 includes all
social services.!

Departroent of Commerce and Deparliment of Labor estimales of the size of the industry
seem Lo underestimate it for several reasons. Child care aclivilies seem 1o be dispersed
across & number of SIC categories and are not fully captured in any one af them. SIC 8351
(Child Day Care Services) is the one calegory Lhat is dedicaied solely to child care and
development activilies. It inctudes all privately-operated child day care cenlers, child ETCup
day care cenlers, nursery schools, and preschool centers, but does not include centers that arc
operated in conjunction with public schools? This omission is significant, since one survey
showed (hat 40% of siate-subsidized child development centers, state preschools, and Flead )
Start programs in California are operated by lacal school districts and county offices of
education * Second, family child care, a commonly used form of licensed care, is oot
explicilly included as a calegory of service in any SIC codes.

The allemative of the DOL approach is also inadequate beeause it excludes self-employed
persons and small eslablishments, which represent a major pertion of the child care industry,
including almost all family child care homes and many propriclary ccniers.

In addition o ihese identification problems, some child care economic activity is unlicensed
and is likely not reported to the IRS nor included in any SIC code or DOL measure, IRS
stalF estimate that up to 40% of work performed by independent contractors is not reported as
income. This underreporting is likely to be even grealer among providers who do nol
inderiake to comply with basic licensing and other business formalities.

" Office of Management and Budget, Standard Fndustrial Classification Manuzal 1987, NTIS, Springfield, VA,
1987_ The reference book is available threngh wmost federal government bockstarcs,

* This category includes expenditures by businesses on child care facilities, as well. However, these
expendintres are a very small portion of e Lotal.

" National Economic Development & Law Cenler, “Child Care and Head Start Facilities in California,”
Fingneing Early Childhood Facilities, fanvary 1995,

SN Locat Investment i Child Care Project
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Appendix C
DATA UNCERTAINTIES AND UNLICENSED CARE

As mentioned in the body of the report, while the economic analysis fecuses on licensed
care, it should be noted that the unlicensed care secior also mukes signtficant contributions 1o
the state’s economy. Like licensed care, the unlicensed seclor generales jobs and revenuc,
and allows parents to work, However, given its informal nature and stpnificant data gaps in
the current research, it is extremely difficult lo conduct an analysis of the licensed-exempt
and/or unlicensed child care industry, The mosl recent data from two different sources
highlight the challenges:

* “Who's Minding the Kids? Child Care Arrangements,” a report by the 1.8, Census
Bureau based on the Fall, 1995 Survey of Income and Program Parlicipation (SIPF),
exarmmed, amongst other things, the type of carc used by parents with children under
fifteen years of age. Based on SIPP, 29.9% of all children under five years old are in an
“organized facility™ (i.e., presumably a licensed center, nursery, or preschool); 50.1% of
children are cared for by relatives (e.g., parents, grandparents, siblings, etc.); and 28.8%
of children are in “other nonrelative care.” This Jast category is the most uncertain: 12.6%
are estimated to be in “family day care,” 9.1% are cared for in the child’s home, and
9.00% are in “other care arrangements.” Family day care may be moslly licensed care, and
“other carc arrangements™ were probably provided by “friends or neighbors of the
family.” Adding to the confusion, percentages exceed 100% as children were counted in
more than one amangement type due to muliiple arrangements, Similar complexities
surround the data for other age groups. Further, given the nation-wide nature of the dala,
the report does not capture the particulars of child care in California.

+ “Child Care Amrangements for Children Under Five: Variation Across States,” a report
published by The Urban Institule, also presents a complex and unceriain piciure of the
informal care seclor, Based on data from the [997 Nalional Survey of America’s
Families, it reports that in California, 19% of children under five with employed mothers
use “center-based care” as their primary care arrangement: 60% are in relative/parent
care; 16% are in “family child care;” and 5% are cared for by nannies/baby-silters. While
“center-based care” presumably represents licensed care, “family child care™ includes
both licensed and unlicensed arrangements. The report also does not include any care
arrangements for children with non-working mothers, nor does it examine the child e
armangements of children above the age of five.

With such data gaps, a more detailed examination — even estimation — of the confributions of
informal care to the Califomia economy becomes difficull nnd unreliable. It is an arca thal
warranls forther research in order to belier understand how this significant child care sector
adds value to local communitics.

m Loca Investment in Child Care Project
W National Ecoramic Development end Law Center © furie 200/
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Appendix D

ECONOMIC IMPACT ESTIMATING METHODOLOQGY

. Economic impacl eslimates in this report are based on applicalion of the California module of

the IMPLAN Tnput-Outpul (I-0) model. 115i[ia]ly developed for usc by the U.S. Forest
Service, IMPLAN is now used in many fields, It relies on the same basic model structure and
underlying economic data as the U.S. Department of Commerce Bureau of Economic
Analysiz Regional Impact Modeling System (RIMS), the model 1hat was used in the LINCC
counties’ analysecs.

I-O models use area-specific data on industrial and commercial activity to trace haw a doilar
of invesiment moves through a specified economy. IMPLAN is based on a table of direct
requirement coefficients which indicates the inputs of goads and services required to produce
a dollar’s worth of output. Standard ecohomic “production functions™the capital, labor,
and technology—nzeded to purchase a piven set of goods delermine how ¢hanges in demand
for goods and services ullimately affect the demand for 1he inputs (o these services. For
¢xample, producing a ton of steel may require three workers and a particular set of
equipment, which would not be required if the stee] were no longer needed.- Likewise, child
care programs must purchase educational materials, facilities, and professional siaff services.

IMPLAN contains more than five hundred economic sectors, and uses economic census data
to compile county-level wage and salary information at the four-digit standard industrial code
(SIC} level. National data are adjusted for the industrial and trading patterns for the subject
region—in this case, California. Based on this structure, IMPLAN estimates the Tegional
econontic impact that would result from a dollar change in the output of local industries
delivered lo final demand {that is, lo uHimate purchasers, such as consumers outside the
region).

The estimates presented in the report include three primary “multipliers,” as follows:

+ Direct cffecls:. Effects introduced into the stale’s economy as a result of spending on
child care services.

* Indirect effeels: Effects reflecting spending by workers and local vendors generated by
the direct effects, These eifects result from 2 change (for example, an increase) in money
spent by individoals or firms that incur direct impacts.

* Induced effects: Effects of consumption of primarily retail poods and services consumed
by households direcily and indirectly eamning income from the project. These effects
reflect changes in the state’s economy caused by changes (for instance, increases) in
spending patterns as a resull of the direct and indirect activity.

Q
)
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The multiplier effect, identified as “Type IT” in the IMPLAN model, estimates how many
times a given dollar of investment will be spent as it works its way (hrough the £COoNomy.
Multipliers can be applied to various calegories. For example, income multipiers—
addrtion2l spending associated with every dollar of income—end to be less (han one. This is
because not all ircome js spent; some is saved, or used to pay debt. Employment
mullipliers—{he number of jobs crealed permillion dollars of investimeni—can range from
five to sixty-five, depending on the activity. Alicmatively, employment multipliers can
relate to the number of indirect and induced jobs engendered by a dollar of investruent in
direct employment. This mulliplier category ranges from low—less than two—io quite high.
Mullipliers are Jow where simple products are being purchased. For example, buying a
sandwich induces the need for unsophisticated labor {(sandwich making) and basic inputs
{apricultural products and bakerics).

For child care, the direct, indirect, and induced multipliers for California (1997) are as
follows:

Total oulput: 2.511

| ]

» Labor (employes compensation and providers’ eamings) 2.432
+ Tolal Valne Added 3.055
+ Employment 1.680

For direct, indirect and induced employment estimates, the IMPLAN model provided the
Tollowing data: :

[Method 1: $4.7 billion increase in annual expendilures on Child Day Care
[[mpact on CA Statewide Employment
Industry Sector Diract* Inditect” Induced* Total"
Agriculture & 415 G4 1.051
ining d 18 Fi|
Construction i) 1,202 4,231 5,434
anufactiuring 0 1.537] 3,323 4,860,
TCPL o 1,022 1,915 2,537
Trade 0 1,851 14,523 16,374
-IRE D 2769 3.219 5,987
envices 107,383 5,218 19,35 134,985
[Gavemment 0 670 10,641 11,311
Tot=] New Jobs 107,383 17,704 57,533 182,620
"Model: CA Slalewide-98.iap; Numbers of new full- and pari-time jobs.

m Local Imvestment in Child Care Project
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Melhad 2; $5.40 billion Increase in annual expenditures on Child Day Care
Impact on CA Statewide Employment

Industry Sector Direct” Indirect” Induced* Total"
Agricullure 0 480 726 1,208
iMining 20 62 82|
[Constnuction 0 1,381 4,862 6,243
[Manufacturing Q 1,766 3,816 5,564
TCPU 0 1,174 1,740) 2,91
Trade o 2,127 16,686 18,81
FIRE 0 3,181 3,698 6,879
Services 123,377 9,442 22,289 155,101
Government 0 770 12,226 12,996

Total New Jobs- 123,377 20,341 66,102 209,819
"Madel: CA Stalewide-28.iap; Numbers of new full- and part-ime jobs.

%N Local imvesmment in Chitd Care Project
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