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Executive Summary
»

»

»

»

Minnesota is one of the most expensive states
for center-based childcare. In 2019, the average
family in Minnesota paid over $16,000 to keep
their infant at a day care center for the whole
year. Compared to the rest of the country,
Minnesota had the sixth highest annual cost for
center-based infant care. And for 4-year-olds,
the average family paid over $12,000 for center-based care making Minnesota the seventh
most expensive state for center-based care for
that age group.
Childcare is also expensive after controlling for
the level of income. In 2019, Minnesota families
with state median household income paid nearly 22 percent of their income for center-based
infant care — the fourth highest rate in the
country.
In addition to high costs, Minnesotans are
plagued with a shortage of childcare slots. The
average family in Minnesota lives in a location
where there are nearly two children for every
slot of licensed capacity within their vicinity.
Shortage is especially acute in greater Minnesota due to home-based providers exiting the
market.
Differences in the cost of living fail to explain
why childcare is more expensive in Minnesota
compared to most states. Minnesota has a
lower cost of living compared to the national average, meaning that it is not an expensive state.
Moreover, the cost of childcare in Minnesota is
higher than that of nearly 20 other states that
have a higher cost of living than Minnesota.

»

Other factors like age of children, type of providers as well as the economics of the childcare
industry are universal among all states. These
factors do not explain why childcare is more expensive in Minnesota compared to most states.

»

Instead, state differences in cost of centerbased care are mainly explained by differences
in state regulation. More specifically, states
with stricter staff-child ratios and group size
limits as well as more stringent hiring and
training requirements — like Minnesota — are
generally plagued with higher prices for center-based care.

»

Report findings estimate that reducing the
number of infants allowed per caregiver by one
— i.e., making the ratio stricter — raises the
cost of infant center-based care by $2,800. And
reducing the number of 4-year-olds allowed
per caregiver by one raises the cost of center
-based care for 4-year-olds by about $450.

»

Furthermore, requiring teachers to have a high
school diploma raises the cost of center-based
care by over $1,900 for infants and by over $1,
300 for 4-year-olds. These costs are tripled
when teachers are required to have a bachelor‘s
degree or more.

»

Expanding public assistance programs is
unlikely to address the root cause of the crisis
but would transfer costs to taxpayers. Moreover, subsidies and other public early childhood
education programs raise costs, restrict choice,
fail to meet parental preferences, and are often
associated with negative outcomes among
children that use them.
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Introduction
A crisis has been brewing around the country — parents are having a hard time accessing
affordable high-quality childcare. From high costs
to critical shortages, parents cannot catch a break
when it comes to childcare. Unfortunately, they
are not the only ones suffering. Businesses report
trouble attracting and retaining working parents
and face reduced productivity when workers
constantly miss work because they cannot find
childcare. According to a 2017 report by Child
Care Aware,1 during a six-month working period,
45 percent of working parents miss work at least
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once due to issues with childcare.
Additionally, kids who cannot access high quality
childcare miss out on development programs that
ready them for school. And despite the high costs of
childcare, providers are rarely profitable and childcare workers remain among some of the lowest paid
workers in the country.
The lack of high-quality, affordable childcare is
an issue plaguing every state in the country, but
because of excessive government regulation, Minnesota’s childcare problem is one of the worst in the
nation.

•
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Cost
According to Child Care Aware,2 parents in the
to day care centers, they are also unaffordable. The
United States spent an average of $11,836 in 2019
U.S. Department of Health and Human Services
to send their infants to day care centers. For a family
(DHS) defines childcare as affordable if it does not
with two children — one infant and one 4-year-old
exceed seven percent of household income. Accord— the average cost to keep both kids in a center
ing to that threshold, Minnesota parents, regardless
was approximately $21,460. In Minnesota, however,
of the age of their child or type of care, pay signifithe cost was much higher.
cantly more than seven percent of their income with
Parents in Minnesota paid on average $16,164 —
center-based care being the more costly option.
or $1,344 per month — to keep an
The high cost of childcare is
infant in a day care center and over
a major problem especially for
“The high cost of
$28,000 for both an infant and a
low- and middle-income families
childcare
is
a
major
4-year-old.
since childcare takes up a much
When compared to other states,
bigger proportion of their income. A
problem, especially
Minnesota was the sixth most
single-parent family at the median
for low- and middleexpensive state for center-based
income level in Minnesota spends
income
families.”
infant care in 2019, behind only
two-thirds of their wages to enroll
Washington D.C., Massachusetts,
an infant in a center for one year.
California, New Jersey, and Connecticut. CommenHigh costs, coupled with shortages, limit childcare
surate with income, Minnesota families with state
options for families and force some parents — spemedian household income paid nearly 22 percent
cifically mothers — to stay out of the labor force
of their income on center-based infant care — the
further contributing to financial hardship. Some
fourth highest rate in the nation. The story is no difparents may be forced to rely on cheaper, often
ferent when it comes to toddlers and preschoolers.
low-quality alternatives that could jeopardize the
And while home-based childcare centers — or
health and safety of their kids.
family childcare providers — who usually work out
Childcare costs do vary by region. Compared to
of their own homes and are only allowed to take care
metropolitan areas, rural areas are less expensive.
of 10 or fewer children, are less expensive compared
This is due to differences in the cost of living. Real
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FIGURE 1

Annual Cost of Center-Based Infant Care by State
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FIGURE 2

Annual Cost of Center-Based Infant Care as a Percent
of State Median Household Income
District of Columbia
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FIGURE 3

Annual Cost of Childcare in Minnesota as a Percent of
Median Household Income, by Type of Provider and
Age of Children, 2019
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estate is cheaper in rural areas compared to metro
regions which reduces the cost of providing care.
Also, rural areas are brimming with home-based
providers which are less expensive compared to
centers.
According to data from Child Care Aware, on
average, home-based providers cost at least 30
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percent less in rural Minnesota than in the Metro
region.3 Similarly, center-based providers also cost
approximately 20 percent less in greater Minnesota
compared to the Metro. Nevertheless, parents in
rural Minnesota have lower incomes, so they still
spend a high proportion of their incomes on childcare — generally more than 10 percent.4

•
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FIGURE 4

Average Weekly Cost of Center-Based Care, by Region
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FIGURE 5

Average Weekly Cost of Family Childcare, by Region
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Shortage
It is not uncommon to hear stories of parents
ly because small home-based providers — who
having to commute 30 minutes or more to find
traditionally dominate the childcare market in rural
childcare or being waitlisted at day care centers beMinnesota — have been leaving the industry in
fore they can be offered a spot. Parents have even
droves. Furthermore, while the share and number
been known to ask providers when they expect
of licensed childcare centers has been growing, the
openings in order to plan the best time to have a
growth has not been enough to offset the loss in cababy. Not only is childcare expensive, but spaces
pacity caused by the exit of home-based providers.
are limited because there isn’t enough licensed
Figure 7 shows that since 2000, the total capaccapacity for all children in need of
ity from home-based providers
care.
has declined consistently while
“This shortage is
According to a study by the
center-based capacity has grown.
5
especially
acute
in
rural
University of Minnesota, the avTotal capacity is, however, below
erage family in Minnesota lives in
2000 levels.
Minnesota where ina location where there are nearly
And while licensed cenhome providers are the
two children for every opening at a
ter-based care has grown in
staple of the industry.”
licensed facility within their vicincapacity, albeit modestly, the
ity. In 2019, for example, Minnegrowth has been concentrated in
sota had enough capacity to care for 227,368 kids
the metro region, leaving greater Minnesota lacking.
according to data from the Minnesota Department
This is largely because the economic conditions of
6
of Health and Human Services (DHS). However,
greater Minnesota make licensed centers less feathe number of kids under six potentially needing
sible. Large licensed day care centers are expensive
care — i.e., kids whose parents were in the labor
to set up and run, so they require high enrollment
force — was 310,767 according to the U.S. Census
and higher tuition for providers to cover their invest7
Bureau American Community Survey — a shortage
ment. Greater Minnesota is sparsely populated, and
of 83,399.
parents living there have lower incomes compared
And while this shortage afflicts the whole state,
to parents in the Metro. Consequently, greater Minin rural Minnesota it is more acute. This is mainnesota is unable to support licensed centers.
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FIGURE 6

Childcare Capacity by Type of Care
2000-2021
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TABLE 1

Net Change in Childcare Capacity by Region
2000-2020

GR EAT E R M N

T W I N C I T I E S M E TRO

2000

2020

Net change

2000

2020

Net change

Family childcare

90,686

55,231

-35,455

68,845

29,120

-39,725

Center childcare

25,730

40,933

15,203

60,779

97,816

37,037

Total capacity

116,416

96164

-20,252

129,624

126,936

-2,688

SOURCE: CENTER FOR RURAL POLICY AND DEVELOPMENT
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According to the Center for Rural Policy and
Development,8 between the years 2000 and 2020,
home-based childcare licenses declined by 50 percent and capacity declined by 47 percent. Center
licenses, on the other hand, rose eight percent and
center capacity rose by 60 percent. For metropolitan areas like the Twin Cities, the growth in center
capacity has been able to nearly make up for the
loss in family childcare capacity. In greater Minnesota, over 20,000 childcare spots have been lost
with no replacement.
The exit of home-based providers is particularly
brutal to the parents more likely to use that type
of care. This includes parents in greater Minnesota, parents with infants and toddlers, parents of
children with disabilities, parents who work nontraditional hours, low-income families, and Hispanic
or African American families. Center-based care is
expensive (especially for infants and toddlers), less
flexible, and more suitable for high-income, densely
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populated areas so it fails to accommodate these
groups.
Overall, the Center for American Progress
estimates that 26 percent of Minnesotans live in
childcare deserts, i.e., “any census tract with more
than 50 children under age 5 that contains either
no childcare providers or so few options that there
are more than three times as many children as
licensed slots.” For rural areas, the proportion is 27
percent.9
Generally, however, low-income individuals
— whether in rural, urban, or suburban areas —
are more impacted by childcare deserts than are
higher-income individuals since providers are less
willing to establish themselves in areas where
parents are less likely to afford the cost of care.10
Regardless, the shortage of childcare is an issue
facing the whole state, with rural and low-income
Minnesotans being more negatively affected.

•
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Low Pay
Despite high tuition paid by parents, childcare
work is closely associated with low pay. At least 80
percent of childcare workers are considered lowwage workers.11 According to the Bureau of Labor
Statistics, the national hourly average wage for
childcare workers was $12.88 in May 2020 and the
median wage was $12.24.12
This has serious implications for the industry.
For one, low wages deter potential workers from
entering the profession, making it hard for providers

to find and retain qualified workers. Since providers
compete with higher paying jobs that require little
to no skills, they lose workers to these other jobs.
This has been regularly observed in recent months
with childcare workers preferring to work at McDonald’s or similar establishments which have been
offering higher wages and have less stringent hiring
qualifications.
Like high prices and shortages, low pay is also an
issue made worse by government regulation.

•
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Why the Childcare Crisis is
Bad for the Economy
Childcare is essential for a well-functioning
When parents stay home due to a lack of aceconomy. Apart from providing a conducive envicess to childcare while they would prefer to work,
ronment for the development of kids, childcare also
they lose income. And for low-income parents, this
enables parents to work. In fact, research shows
increases the possibility of staying in poverty. Lack
that whether a mother works is based on the availof access to childcare is, unfortunately, not just an
ability of affordable childcare. This is evidenced
issue for families. Businesses and the economy lose
by data showing that areas considered childcare
when parents forego economic production due to a
deserts tend to have more mothers out of the
lack of access to childcare.
workforce compared to areas with
Child Care Aware estimates
13
better access to childcare.
that absenteeism due to child“Absenteeism due
Poor and low-educated mothcare issues costs U.S. businesses
to
childcare
issues
ers are especially discouraged
approximately $4.4 billion annufrom working when childcare
ally.16 Ready Nation estimates an
costs U.S. businesses
costs are high. In their study pubannual cost of “$57 billion in lost
approximately $4.4
lished in the Southern Economic
earnings, productivity and revebillion
annually.”
Journal, Rachel Connelly and Jean
nue,” $37 billion of which is borne
Kimmel found that high childcare
by parents.17
costs increased the likelihood of mothers being on
A 2018 study by Wilder Research covering seven
welfare and of being unemployed. Specifically, a
counties of Northern Minnesota, which had the
one percent increase in the cost of childcare reduclargest childcare shortage in the state — Aitkin,
es the employment of single mothers between 0.3
Carlton, Cook, Itasca, Koochiching, Lake, and St.
14
percent and 1.1 percent.
Louis — outlined the following economic effects
Data from the National Survey of Children’s
from lack of access to childcare for the region as
Health (NSCH) revealed that in 2016, over 30,000
well as the whole economy:
Minnesota parents of kids under 5 “had to quit a
1. A loss of $8.1 million in earnings to families
job, not take a job or greatly change a job because
who are not able to work
of problems with childcare.” 15
2. A 13 percent reduction in productivity for

12 • CHILDCARE CRISIS

AmericanExperiment.org
employers, averaging $4,290 per worker
without access to childcare for their children
3. A loss of an estimated $2.3 million in tax
revenue for state and local governments, and
an estimated $3 million loss for the federal
government due to lost economic activity
4. A loss of an estimated $13.3 million in

lifetime earnings of children without childcare who would not complete a high school
education thereby reducing their future
employability and earnings.18
Simply put, addressing the childcare crisis is in
the interest of parents and children as well as the
whole economy.

•
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COVID-19 Worsened the
Crisis
While childcare was already an issue, events
and (2) increasing labor costs as more staff was
during the coronavirus pandemic made the crisis
required to keep groups small and perform extra
worse. For one, some parents lost jobs and had little
cleaning duties. Due to school closures, providers
need for childcare or could not afford it. So, these
also had to care for school-aged children causing
parents pulled their children out of childcare subsehigher expenses on food and other specific supplies
quently reducing enrollment. Other parents working
necessary for kids of that age.
from home or fearing COVID-19 infections also had
Providers have survived the pandemic partly
their kids stay home during the pandemic, reducing
due to government grants from programs like the
revenue for providers.
American Rescue Plan Act which
But apart from fear of the virus,
provided $15 billion to the Child
“Minnesota has seen
restrictions like lower group limits
Care Development Block and
a
loss
of
more
than
also reduced revenues for proGrant (CCDBG) — the major
viders while increasing costs. In
federal childcare funding program.
4,000 childcare slots
Minnesota, providers were limited
Providers also used the Paycheck
between 2019 and
to 10 persons per group, including
Protection Program (PPP), but
2020.”
staff.
some have had to take extra meaThe Federal Reserve Bank of
sures like dipping into savings or
Minneapolis estimated that for a hypothetical childtaking out high-interest loans to stay in business.20
care center normally serving 104 kids — 16 infants,
Due to these strenuous circumstances, Minne28 toddlers, and 60 pre-school kids — the 10-persota has seen a loss of more than 4,000 childcare
son group limits reduced total enrollment to 57 and
slots between 2019 and 2020, with home-based
cost the center $17,943 in monthly revenue. Group
providers making up an estimated 97 percent of
family providers, which can care for up to 12 kids,
the total loss. This exacerbates what was already
lost approximately 15 percent of revenue (annuala nightmare for parents, especially those with low
ized) or about $1,200 per child per month.19
incomes, and those in greater Minnesota. MinneAt the same time, however, providers faced insotans will have to grapple with a worse childcare
creasing costs due to (1) increasing cleaning costs,
crisis post-COVID.

14 • CHILDCARE CRISIS

AmericanExperiment.org
FIGURE 7

How Providers Survived the Pandemic
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FIGURE 8

Change in Childcare Capacity Between Year-end
2019 and Year-end 2020, by Region
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What Explains the Crisis?
To effectively address the lack of high-quality affordable childcare in Minnesota, we need to
understand what causes it. And to some extent,
the economics of the childcare industry is what’s
to blame for the crisis. Childcare is an industry that
is plagued by what economists call Baumol’s cost
disease, named after economist William Baumol.
Baumol’s cost disease asserts that industries which
do not experience an increase in labor productivity
due to advancements in technology tend to see
their costs rise as wages rise to keep workers from
fleeing to industries that have seen wages rise due
to increased labor productivity.
In childcare, there is no invention that would
allow caregivers to produce more per given unit
of labor. The process of caring for children itself
requires that a worker looks after the children. In
this way, there are no real means for improving
productivity to keep costs down. So, unlike other
goods and services which see costs go down due to
higher productivity, childcare costs tend to rise as
providers raise wages to keep up with rising wages
in other sectors. This is why parents are faced with
high and rising day care costs.
Recently, more regulations calling for increased
labor per number of children have raised costs even
more but without corresponding wage increases.
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But this is a universal phenomenon; it does not
explain why Minnesota has some of the highest
childcare costs in the country. Other factors must
be involved.

Other Factors
Numerous factors outside of the industry structure do impact the cost of childcare. These include
the type of care, age of children, and cost of living.
Upon closer inspection, however, none of these
explain Minnesota’s exceptionally high costs.
Age of children: Younger children, like infants
and toddlers, require more attention and face stricter limitations than older children. In Minnesota, for
example, the state requires that a center has one
teacher per four infants, but one teacher per ten
4-year-olds. This difference raises the cost of labor
required to look after younger kids compared to older kids, thereby raising the cost of care for parents.
Consequently, the cost of childcare for 4-yearolds is significantly lower compared to that of
infants. But this is also true for all other states. Regardless of the type of provider, in most states, day
care for younger kids costs significantly more than
day care for older kids. Moreover, Minnesota ranks
relatively high when it comes to the cost of licensed
center care for both infants and 4-year-olds. Age

AmericanExperiment.org
does not explain why childcare is more expensive in
Minnesota.
Type of provider: Parents who send their kids
to centers pay thousands more than parents who
choose to send their kids to home-based providers. Centers require a lot of money to set up
and run, so they charge higher tuition. But this
is true for all states, so it does not explain the
higher-than-average cost of center-based care in
Minnesota.
In recent years, Minnesota has experienced a
significant decline in home-based providers which
could be a contributing factor to overall affordability. But this is a phenomenon being experienced
by other states as well.
Cost of living: Some studies have documented
a relationship between the cost of living and the
cost of childcare. According to a 2019 report by
The Committee for Economic Development of the
Conference Board (CED), states with a higher cost
of living tend to have a higher cost of infant care,
specifically center-based infant care. Additionally,
CED noted that childcare costs tend to rise more
than proportionately with a rise in the cost of
living across the states.23
Despite being the fourth most expensive state
for infant care, Minnesota is not one of the most
expensive. Minnesota ranks in the middle when it
comes to price levels. In 2019, the average price
level in Minnesota ranked 22nd and was lower
than the national average according to the Bureau
of Economic Analysis (BEA). Moreover, childcare
in Minnesota is more expensive than in numerous
other states that have a higher cost of living.

Government Regulation
Given that most factors used to explain why
childcare is expensive do not explain why Minnesota is more expensive compared to other states,
the next step would be to look at regulation. Government regulation directly impacts the cost of care
through compliance costs.
Governments generally assume that childcare
suffers from a market failure called information
asymmetry. This means that parents lack enough

information to judge what quality childcare looks
like and how to locate it. In that case, as the Minnesota DHS claims, “licensure provides the necessary
oversight mechanism to ensure childcare is provided in a healthy and safe environment by qualified
people and meets the developmental needs of all
children in care.”24
Some evidence does suggest that parents are
willing to drive further or pay more for highly rated
providers.25 This means that to some extent parents
can judge quality and are able to locate high-quality
childcare. Evidence also indicates that regulations
do very little to improve childcare quality, making
the case for regulation even weaker.
But despite having little effect on quality, evidence shows that these regulations raise the cost
of providing care, contributing to high costs and a
shortage of spaces. Strict teacher-staff ratios, low
group size requirements, and stringent hiring qualifications are some of the contributing factors to the
lack of high-quality affordable childcare.

Research Evidence
Numerous studies on childcare regulations do
find evidence suggesting that strict regulations raise
the cost of childcare. Some of those studies are
discussed in the next two sections.

Child-staff ratios
Some studies find that strict staff-child ratios
raise day care costs, pricing out low-income parents
and driving them to unregulated, low-quality care
and forcing some mothers to stay out of the labor
force. Strict staff-child ratios additionally reduce the
wages of childcare workers since more staff is required to take care of the same number of children,
so each worker gets a smaller share of wages.
» A 2011 study by V. Joseph Hotz and Mo Xiao
found that reducing the number of infants
per staff by one reduces the number of
providers by 10 percent. Additionally, these
supply effects accrue wholly to low-income
areas forcing parents to shift to home-based
providers where childcare is generally considered to be of lower quality. Rich neighbor-
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FIGURE 9

Price Levels for States, 2019
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hoods, on the other hand, do benefit as they
experience improved quality and supply.26
A 2004 study by Janet Currie and V. Joseph
Hotz found that low-income kids tend to be
priced out of the market due to stringent
education requirements, small staff-child ratios, and frequent inspections of facilities. 27
A study by the Mercatus Center at George
Mason University found that reducing the
number of infants per staff by one would
increase the cost of childcare between 9 and
20 percent.28
A 2004 study by Randall Heeb and Rebecca
Kilburn found that reducing the number of
children allowed per staff by two for all ages
and all states increased the cost of center-based childcare by 12 percent, resulting
in eight percent fewer kids in centers and
one percent fewer mothers working.29
In 2007, David Blau found that tougher
regulations like low child-to-staff ratios
reduce wages for day care center employees
because parents are unwilling to pay the increased costs due to regulations which forces employees to absorb additional costs.30

which raises the cost of childcare. Consequently,
strict hiring requirements also make it hard for
parents to find spaces for care when providers
cannot find qualified teachers to care for children.
Low wages in childcare make it especially hard for
providers to compete with other employers paying higher wages but with less strict qualification
requirements.
» Mercatus Center found that “requiring lead
teachers to have at least a high school diploma is associated with an increase in childcare costs for infants of between 25 and 46
percent, or between $2,370 and $4,350 per
year, per child. The cost of care for 4-yearolds shows a similar effect, with a high
school diploma requirement raising costs by
between 22 and 40 percent.”31
» Hotz and Xiao found that “increasing the
average required number of years of education of center directors by 1 would reduce the
number of childcare centers in the average
market by between 3.2 percent and 3.8
percent.32

•

Staff Hiring Qualifications
Stringent hiring qualifications means that providers must raise wages to attract qualified candidates
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Report Findings
This report uses more recent data to analyze
how regulations affect center-based childcare
costs. Our findings are in tune with earlier research
showing that strict regulations in childcare are
indeed associated with higher costs. More specifically, strict staff-child ratios and group size limits,
as well as stringent hiring and training requirements
are associated with significantly higher tuition for
center-based care for infants and 4-year-olds.

1. Staff-child ratios
At a day care center, children are usually divided
into groups. The person in charge of giving primary
care to each group of children and designing dayto-day programs is considered a lead caregiver. In
Minnesota, childcare workers with teacher qualifications are the designated lead caregiver.
The number of caregivers required per group of
children is dependent on staff-child ratio requirements. For Minnesota, the maximum number of
infants — aged 6 weeks to 16 months — that can be
in one group is 8. And for every 4 infants, centers
must have 1 staff person.33 This means that centers
must have 2 staff workers per group of infants.
However, other states like Colorado, Arkansas, and
Mississippi allow more infants per staff person and
more infants per group.
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Additionally, for other states, the cut-off age for
infants at a center is 12 months, while in Minnesota
infants are defined as aged six weeks to 16 months.
This means providers in Minnesota are not able to
put slightly older kids — those between 12 to 16
months — in larger groups, which could cushion
against high tuition.
Findings from a regression analysis do show
that reducing the number of infants — defined as
below nine months of age — is indeed associated
with higher costs for infant center-based care. More
specifically, these results suggest that reducing the
number of infants allowed per caretaker by one —
thereby making the staff-child ratio stricter — raises
the price of care by an estimated $2,811.
As shown in Figure 13, there is a negative relationship between the number of infants that a staff
person is allowed to take care of and the cost of
care. These results are statistically significant, as illustrated by a P-value of less than 0. The R-squared
value suggests that differences in staff-child ratios
explain about 30 percent of the difference in the
cost of infant center-based care among the states.
The same is true when it comes to 4-year-olds.
Reducing the number of 4-year-olds allowed per
staff by one increases the total annual cost of
licensed center-based care by $445. Here again,
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FIGURE 10

Number of Infants Allowed Per Staff Vs. Annual Cost
of Infant Care at a Licensed Center
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the results are statistically significant, with staffchild ratios explaining approximately 27 percent
of differences in the cost of center-based care for
4-year-olds.
Arguably staff-child ratios seem to have a bigger
impact on infant costs. And this is because states
already allow a higher number of 4-year-olds per
staff compared to infants, hence the marginal effect
is smaller.
The results for both infants and 4-year-olds hold
when we control for income differences between
states. Reducing the number of children allowed per
staff increases the cost of care even when taken as
a proportion of median household income.

2. Teacher Hiring Requirements
Generally, most studies focus on teachers and
directors since hiring qualifications for these pro-

fessions are easily collectible. Looking at the data,
there is little variation among states when it comes
to education requirements for center directors.
Most states require some form of post-secondary
education, so Minnesota is in line with most states.
Nevertheless, the evidence does indicate that stringent education requirements for center directors do
raise the cost of childcare, except in this case that
effect would be hard to show since most states have
similar requirements.
There is a huge variety when it comes to requirements for teachers and caregivers, however.
In Minnesota, for example, to be a teacher at a day
care center, someone with a high school diploma
must have 4,160 hours of experience as an assistant
teacher and 24 quarter credits from an accredited
post-secondary institution.34 And to be an assistant
teacher, someone with a high school diploma must
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FIGURE 11

ANNUAL COST OF CARE FOR 4-YEAR-OLDS AT A LICENSED CENTER
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have 2,080 hours of experience as an aide or student intern and 12 quarter credits from an accredited
post-secondary institution.35 Taken together, it takes
over six thousand hours of experience and 24 quarter credits of post-secondary education for someone
with a high school diploma to be a childcare teacher
at a center.
In other states, however, childcare workers designated as teachers or lead caregivers are only required to be over 16 years old and undertake training
before looking after children.
These differences make it possible to understand
how education requirements affect the cost of care.
To analyze how hiring requirements affect the cost
of care the study constructs a regulatory index for
teachers. To capture more nuanced distinctions
among states, the study uses a 4-tier index that
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ranks states on the level of strictness of teacher
education hiring requirements.
The index works as follows: states with no education requirements earn a score of 0; states which
require a high school diploma, but no further education earn a score of 1; states with post-secondary
requirements but less than a bachelor’s degree earn
a score of 2; and states requiring a bachelor’s degree
or higher get a score of 3.
In this index, a higher score represents more
stringent hiring qualifications.
States usually have a mixture of options (education, training, and experience) that can be used to
satisfy hiring requirements. In this case, the index
would only consider the education requirements
of the least strict option in cases where there are
numerous options.
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FIGURE 12

Teacher Education Requirement Score vs. Annual
Cost of Infant Care at a Licensed Center
ANNUAL COST OF INFANT CARE AT A LICENSED CENTER

$30,000

$25,000

$20,000

$15,000

$10,000
Y = 1921.8X + 9311.5
R2 = 0.2434

$5,000

0

0

1

2

3

4

TEACHER EDUCATION REQUIREMENT SCORE
SOURCE: CHILD CARE AWARE, U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Index
Teacher
<High school diploma=0,
education
High school diploma, no post
requirements secondary education=1,
Some post secondary education
but less than Bachelor’s
Degree=2,
Bachelor’s Degree or higher=3
As can be seen in Figure 12, there is a positive
relationship between the level of education requirements and the cost of care. That is, requiring extra
education raises the cost of infant care by about
$1,920 at every education level. This means that for
a state like Minnesota which has a score of 2, center-based care for infants would be about $3,840
less expensive if the state did not require teachers

to have a high school diploma and college credits.
The model is statistically significant with education
requirements explaining 24 percent of the differences in the cost of care.
The same is true for 4-year-old care. Requiring
extra education raises the cost of providing care for
4-year-olds by over $1,300 at every education level.
For Minnesota which has a score of 2, this means
center-based care for 4-year-olds would be about
$2,600 less expensive if the state did not require a
high school diploma and college credits. The model
is statistically significant with education requirements explaining about 22 percent of the difference
in the cost of center-based care for 4-year-olds.
Results for both infants and 4-year-olds hold when
controlled for income differences among states,
much like staff-child ratios.
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FIGURE 13

ANNUAL COST OF CARE FOR 4-YEAR-OLDS AT A LICENSED CENTER

Teacher Education Requirement Score vs. Annual
Cost of Care for 4-year-olds at a Licensed Center
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TABLE 2

Regulatory Environment Scoring Index
Childcare Regulation Type

Scoring Index

Number of infants (9 months) allowed per staff

≤4=1,>4=0

Group Size limits?

No=0,Yes=1

Maximum group size (9 months)

≤8=1,>8=0

Number of 4-year-olds allowed per staff

≤12=1,>12=0

Group size limits

No=0,yes=1

Maximum group size (4-year-olds)

≤24=1,>24=0

Teacher education requirements

<High school diploma=0, High school diploma no post secondary
education=1, Some post secondary education but less than Bachelor’s
Degree=2, Bachelor’s Degree or higher=3

Teacher annual training hours

≤16=0,>16=1
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FIGURE 14

Regulatory Environment Score Vs. Annual Cost of
Infant Care at a Licensed Center
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3. Regulatory Environment
Previous research has mostly focused on how
specific regulations affect childcare supply and
prices. But what matters as much as or even more
than each rule is how the mixture of rules interact
to create an overall regulatory environment. Some
states can have strict child-staff ratios but not stringent hiring requirements, which could lessen the
impact of regulations on cost. On the other hand,
some states can have both strict staff-child ratios
and group sizes as well as staff hiring and training
requirements, in which case the impact of regulations on prices would be more severe.
To look at the interaction between rules, this
study creates an index that ranks states on how re-

strictive they are across multiple rules. Scores from
all indexes are added. Higher total scores equal an
overall more stringent regulatory environment, and
a lower total score equals a less stringent regulatory environment. These scores are then regressed
against childcare costs and analyzed. Here again,
the focus is on infants and 4-year-olds.
For staff-child ratios as well as group size limits,
any state setting the maximum number of children
allowed per staff and per group at a value below the
national average gets a score of 1, indicating that it
is more restrictive. Any state setting the maximum
number of children per staff and per group at a value above the national average get a score of 0, indicating a less restrictive environment. The index is
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FIGURE 15

ANNUAL COST OF CARE FOR 4-YEAR-OLDS AT A LICENSED CENTER

Regulatory Environment Score Vs. Annual Cost of
Care for 4-year-olds at a Licensed Center
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the same for annual training requirements — states
requiring teachers or caregivers to undertake annual
training hours more than the national average is
considered more restrictive and given a score of 1,
and less restrictive states receive a score of 0.
This index also adds an indicator of whether
states regulate group sizes. The index for teacher
requirements is the same as that used above, i.e.,
states score from 0 to 3 based on the education
requirements they impose on childcare teachers.
As can be seen in Figures 14 and 15, strict regulation (measured as a high score) has a positive
relationship with the cost of childcare. On average,
a state tends to see its annual cost of center-based
infant care rise by $1,650 when its regulatory environment score jumps up 1 point. For 4-year-olds, a
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1-point jump in the score is associated with a $1,000
increase in the annual cost of center-based care.
Moreover, the regulatory index appears to have
a higher explanatory power compared to specific
childcare rules like staff-child ratios, suggesting
that the overall regulatory environment might
have a more significant impact on prices than each
specific rule.
For infants, the regulatory index explains 37
percent of state differences in the cost of center-based care, and for 4-year-olds, the regulatory
index explains approximately 42 percent of the
state differences in the cost of center-based care.
The positive relationship holds after accounting for
income differences among states.

•
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What These Findings Mean
for Childcare
Legislators should:
Discussions regarding childcare among legislators rarely mention regulations and how they
1. Loosen child-staff ratios and
contribute to the high cost of care. Instead, legislagroup size limits
tors focus on increasing spending on subsidies and
expanding publicly-funded programs.
Generally, older children face more lax staff-child
The Minnesota state government, howevratio and group size requirements. In Minnesota, for
er, does not have an infinite amount of money
example, childcare centers can have 7 toddlers —
to spend. Increasing spending on childcare will
defined as children between 16 to 33 months — per
increase long-term spending obligations putting
staff, and 14 toddlers per group. This means that
Minnesotans on the hook for even more spending.
states whose age cut-off for infants is low — like
More spending will lead to higher
12 months — usually put slightly
taxes in the future to keep those
older children in bigger groups.
“To tackle the
programs running. Minnesota is
In Minnesota, however, the
childcare
issue
more
already a high tax, high spending
cut-off age for infants is much
sustainably, lawmakers higher — 16 months. This means
state, and increasing spending further puts the state at high risk for
that while children between 12 and
need to focus on
future fiscal imbalances.
16 months are considered toddlers
addressing factors
Moreover, government spendin other states, and therefore face
that raise the cost of
ing does nothing to lower childlooser restrictions, that is not the
providing
care.”
care costs and instead places the
case in Minnesota. If legislators
burden on taxpayers. To tackle
lower the cut-off age for infants
the childcare issue more sustainably, lawmakers
to 12 months, it will mean that children between 12
need to focus on addressing factors that raise the
and 16 months will be defined as toddlers, allowing
cost of providing care. Evidence from this report
centers to put them in bigger sizes thereby reducing
indicates that regulations are the main culprit bethe cost of providing care — savings that could be
hind the high cost of childcare. And any policy that
passed on to parents.
focuses only on spending with no regulatory reform
Additionally, legislators should consider increasis unlikely to address the crisis.
ing the number of infants and 4-year-olds allowed
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per caregiver, as well as per group. When it comes
to toddlers, Minnesota is on par with most states.
However, given that the definition of a toddler is
more restrictive, loosening the age cut-off could
provide a cost-saving mechanism for providers.

2. Loosen hiring and training
requirements
Hiring requirements have little to no effect on
quality, but they increase the cost of childcare.
Emphasizing on-the-job training and other mechanisms like apprenticeships would enable workers
to get the knowledge and experience they need
without being cost prohibitive.
Considering that the childcare industry is a lowwage industry, it doesn’t make economic sense to
require workers to spend time and money earning
requirements for such low wages.
There is much research suggesting that what
matters for childcare quality is not the length of
training but the type of training. Training focused on
early childhood education, and workplace development activities that support the interaction of
teachers and children have been associated with
high-quality childcare. 36,37
Legislators should consider efforts to loosen
training length requirements and instead emphasize on-the-job training focused on early childhood
education and child development or related topics.
Making it easier for educators to gain skills and creating multiple pathways into the profession could
be one way to attract workers.

3. Loosen administrative rules
Administrative rules sometimes reduce flexibility and increase compliance costs contributing to
the rising cost of care. In Minnesota, for example,
the DHS requires that the first person used by
licensed centers to satisfy staff-child ratio requirements — or lead caregiver — should have the
qualifications of a teacher.
Teachers are, however, more expensive since
they face more stringent hiring requirements
compared to other caregivers like aides or assistant
teachers. This rule means that providers cannot
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use equally capable, but more affordable workers
with less educational qualifications like assistant
teachers or aides as lead caregivers.
Allowing providers the flexibility to use other
skilled workers like aides or assistant teachers as
lead caregivers would lower costs for providers
without lowering quality, especially considering that
assistant teachers in Minnesota face more stringent
requirements than do lead caregivers in many states.

Concerns about quality
Suggestions to loosen childcare regulations are
usually met with skepticism. Proponents of regulations often claim that loosening rules would lead to
declining quality. In Minnesota, quality is used as a
justification for strict standards.
Research showing a positive effect of regulations on quality is very scant. The evidence mostly
finds little to no effect of regulations on quality.38
This is likely due to multiple reasons. For one,
regulations measure inputs, which have a weak
correlation to outputs in childcare. Moreover, regulations measure easily observable “structural measures” like staff-child ratios and group limits which
have no direct correlation to quality. What matters
for childcare outcomes is the quality of interactions
between teachers and children. Evidence indicates
that improved teacher-child interactions positively
affect school readiness.39
Length of teacher training and other regulations
like staff-child ratios and group size limits have
little bearing on the quality of interactions teachers have with kids. Certainly, these factors matter
to an extent, but they are not the crucial quality
mechanisms that legislators take them to be. These
regulations do set the environment in which interactions between teachers and kids, or among kids
happen. But they are bad proxies for measuring
quality.
Quality in childcare is multi-dimensional and
takes on different meanings for different people.
For some parents, high-quality childcare means
a caring and nurturing environment; to others
it means curricula-based learning focusing on
cognitive development. Most quality requirements
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fail to address these differences and often focus on
narrow standards like ratios and group size limits.
The ability of the government to control quality
is limited. Moreover, it is important to keep in mind
that other family characteristics like income and
parental education levels, on average, appear to
have a more systematic impact on child outcomes
than do childcare features, a finding which is supported by research from the U.S. Department of
Health and Human Services.40

Issues with public assistance
programs

there is very little evidence supporting this claim.41
Educational attainment gains from most programs
fade out as kids get older. Also, government programs may end up worsening outcomes in children
that use them — which is a cost to society.
A Head Start Impact Study by the U.S. Department of Human Services, for example, has evidence
showing that cognitive gains made by kids who
enrolled in Head Start — a publicly funded Pre-K
program — faded out by the first grade. Moreover,
some kids experienced negative cognitive, social-emotional, and health outcomes.42

Public assistance programs raise

In his Build Back Better plan — a bill which as
costs
of this publication date is stalled — President Joe
Biden proposed spending hundreds of billions of
First, assistance programs like subsidized or free
taxpayer money to offer universal
childcare do shield parents from
Pre-K and significantly subsidize
the market cost of care. For this
“Public assistance
childcare for younger children. In
reason, subsidies may cause a
programs
can
help
response to Minnesota’s historic
jump in the demand for childcare
surplus, Governor Tim Walz has
services which pushes prices up
some families access
also suggested significant spendespecially since supply is limited.
care. However, as
ing on childcare to expand public
But higher prices usually necesfindings
from
this
Pre-K programs and as well as
sitate even more subsidies which
report show, childcare
other assistance programs.
leads to a never-ending cycle of
is
expensive
in
large
Public assistance programs can
subsidies pushing demand up,
help some families access care.
which pushes up prices, hence
part because of strict
However, as findings from this
raising subsidies.
regulations.”
report show, childcare is expenSecond, subsidies come with
sive in large part because of strict
additional regulations as governregulations. These programs won’t make childcare
ments try to regulate quality. This means that procheaper. They will merely transfer the cost to taxviders must spend extra money investing in complipayers.
ance activities. When the CCDBG was reauthorized
But there are other issues with assistance
in 2014, for example, providers were required to
programs that make them an undesirable option.
meet extra training and licensing requirements
These programs raise costs, restrict choice, and fail
which raised costs.
to satisfy differences in parental preferences. And
The Heritage Foundation has estimated that if
in some instances, public childcare programs have
Build Back Better passes, provisions in the bill, like
been associated with negative outcomes among
minimum wage hikes and education requirements,
children.
would raise childcare costs by more than 50 perSome might argue that despite the heavy costs
cent in most states.43 In Minnesota, that means
they impose on taxpayers, investments in childcare
parents would pay more than $30,000 to put their
are worth undertaking. Society benefits when chilinfant through day care. This is counter to advodren enrolled in these programs experience positive
cates’ claim that the plan would make childcare
educational, social, and health outcomes. However,
more affordable.
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FIGURE 16

Family Childcare Preferences by Class, 2021
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Third, subsidies disincentivize providers from
using cost-saving mechanisms, a common consequence of most subsidized goods and services.
Price hikes due to subsidies do hurt low- and
middle-income parents who cannot access subsidies. In fact, some studies have found evidence
indicating a lower-than-average supply of childcare
in areas concentrated with middle-income working-class families compared to highly subsidized
low-income families, as is the case in Massachusetts.44 Middle-income families are punished twice
— they cannot access subsidies, and those subsidies raise the cost of care.
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Public assistance programs
restrict choice
Small independent providers usually can’t afford
to comply with the regulations associated with
childcare subsidies, such as training and licensing
requirements. Moreover, quality rating systems like
Parent Aware, which offers higher reimbursement
rates for highly rated programs and provides other
resources like free or low-cost training, early learning scholarships and grants, use quality benchmarks
that are more favorable to large, corporate centers.
These benchmarks include verifiable curricula
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FIGURE 17

Family Policy Preferences by Class, 2021
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and teacher credentials but leave out other things
important to parents like location, cost, and atmosphere. These programs also have complex application and renewal processes which have prevented
some providers from reapplying.45
In Minnesota, programs that are rated 3 out of 4
stars receive 15 percent more than the CCAP’s standard maximum rate and those with 4 stars get 20
percent more. According to DHS, however, in 2017
about 1,600 center-based providers and 1,100 family
childcare programs were rated. In the same year,
there were approximately 8,100 family childcare
providers in the state, meaning that only 14 percent were rated. The total number of center-based
providers was 1,725 meaning that about 93 percent
were rated. Moreover, home-based providers were
more likely to have a lower rating.46
Small providers are left behind when it comes to

getting assistance, and even more so when eligibility
is based on quality ratings that are one-dimensional and fail to reflect the preferences and needs of
parents. Parents with infants and toddlers, parents
of children with disabilities, parents in underserved
areas, parents who work nontraditional hours, and
families with low income, prefer informal or homebased care — partly due to availability. But subsidies that favor childcare centers push parents into
using center-based care. This inadvertently ends up
pushing small independent providers — which can’t
compete with subsidized care — out of the market
reducing supply and restricting choice.
Lack of choice is an important issue for parents
who work outside the traditional work schedule or
who have irregular schedules. Because subsidies
encourage the use of center-based care and centers are rarely open outside of traditional working
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hours, parents who need care at odd hours are
unable to access a licensed provider that meets
their needs but is also eligible for assistance.47 In
their 2011 study, the Urban Institute found that almost one-third of working mothers in poverty and
over one-fifth of all parents with children under
13 work nonstandard hours and are more likely to
rely on multiple types of care which also means
that they are also less likely to receive childcare
assistance.48

Public assistance programs do
not satisfy parental preferences
To access subsidies, a consumer must go to a
provider that is eligible to receive money from the
government. In most cases, this entails going to
a licensed childcare center. Low-income families,
however, utilize center-based care at lower rates
compared to high-income families.
Generally, most low-income parents utilize a
nonpaid relative, friend or parental care at higher
rates compared to high-income parents.49 And this
is not something that subsidies alleviate, according
to data from the American Community Survey.50
On average, poorer families, especially those with
younger kids, are less likely to enroll their kids in
center-based care even in the presence of publicly
funded programs as illustrated by Figure 16.51 On
the other hand, high-income parents prefer and are
more likely to enroll their kids in formal care.
This can also reflect a lack of available and
affordable childcare options. But even in that case,
poor families do not seem to prefer subsidies.
Instead, as shown in Figure 17, families support
assistance programs that provide them with the
flexibility to access the kind of care they want. Here
again, only upper-class families prefer subsidies,
which are more easily used in center-based or formal care. Lower-income families on the other hand
prefer direct assistance such as cash.
The most likely explanation is that low-income
families face unlucrative working options which
makes staying home with their children the best
option. This is even more likely considering that
most assistance programs are associated with in-
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come cliffs, whereby a family’s slight rise in income
excludes them from subsidies but they are still not
able to afford childcare, which in some cases disincentivizes work and makes them more likely to stay
poor. Also, subsidy programs require a minimum
amount of work hours, but a good portion of low-income parents work in sectors that are plagued with
nonstandard work hours and unstable schedules.
Subsidies are almost exclusively used in center-based care. In 2019, 72 percent of all children
receiving childcare assistance in Minnesota were
in licensed childcare centers, compared to just 15
percent in family childcare.52 Meanwhile, in the
same year, 48 percent of all childcare capacity was
in family childcare. In short, parents who prefer to
stay home or use other types of care are punished
by childcare subsidies.

Public assistance programs
are associated with negative
outcomes
Public childcare programs like state funded
universal Pre-K do help parents return to the workforce. But sometimes this development comes at
the detriment of a child’s well-being.
In a recently published study, children who
attended Tennessee’s state funded Pre-K program
were compared to other children who did not go
through the program — due to a shortage of slots
— to see how they fared through the sixth grade.
The study found that children enrolled in the state
program “had lower state achievement test scores
in third through sixth grades than control children,
with the strongest negative effects in sixth grade.”
Moreover, the children were also more likely to misbehave and face disciplinary action and more likely
to need special education.53
These types of results have also been seen
outside of the U.S. In Quebec, universal childcare
increased maternal labor supply but worsened
behavioral and health outcomes in children and led
to “more hostile, less consistent parenting, worse
parental health, and lower-quality parental relationships.”54 Moreover, these effects persisted to school
age and beyond. According to one study, “cohorts
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with increased childcare access had worse health,
gent rules also tend to drive other providers out
lower life satisfaction, and higher crime rates later
of the market. Subsidies are of little use if parents
in life”.55
cannot find providers in the market.
Certainly, public programs can have some
Looking only at center-based care, Minnesota is
positive outcomes. But these positive outcomes
one of the most expensive states for childcare. But
are usually associated with high-quality, smallwhen looking at home-based providers, Minnesota
scale, and intensive programs that are targeted
is one of the most affordable states for childcare.
toward disadvantaged groups, like children from
According to Child Care Aware of America, in 2017,
low-income families.56 A good example is the Perry
Minnesota was one of the 15 most-affordable states
School Project conducted between 1962 to 1967 in
when considering the cost of home-based care.60
Ypsilanti, Michigan whereby several African AmerThis means that any policy solution that pushes
ican children at risk of failing school were enrolled
out small providers — like subsidies — is likely to
in a high-quality preschool program and received
increase the cost of childcare in Minnesota since
home visits.
these small providers are more affordable. MoreAccording to research evidence, this program
over, any policy pushing small providers out of the
had positive social, cognitive, educational, and
market would have detrimental effects on those
health outcomes not only on particliving in greater Minnesota where
ipants, but their descendants and
small providers are more financial“Most low-income
siblings. Participants in the group
ly feasible and childcare centers
parents
utilize
a
were more likely to graduate high
are expensive to start up and
school, less likely to be arrested,
maintain.
nonpaid relative,
and likely to have higher earnings
But outside of affordabilifriend or parental
compared to non-participants.57
ty, small providers also bestow
care at higher rates
Additionally, “children of treated
parents with choice. Parents have
compared to highparticipants have fewer school susvarying preferences for childcare.
income
parents.”
pensions, higher levels of education
In their first annual report, the
and employment, and lower levels
Legislative Task Force on Access
of participation in crime, compared
to Affordable Childcare found that
with the children of untreated participants.”58
families usually prefer providers that share their
These types of programs, however, bear little
culture.61And in 2021, a Morning Consult survey reresemblance to the large-scale Universal Pre-K proported that even if all types of care were priced the
grams that legislators push. So, it is highly unlikely
same, 10 percent of surveyed parents would have
that results from small-scale intensive projects can
sent their youngest child to home-based care, and
be replicated on a larger scale, especially consider13 percent would have sent their youngest child to a
ing governments have little avenue for controlling
center affiliated with a faith-based organization.62
quality. In general, large-scale public programs are
Public funding programs do little to encourassociated with small positive effects that fade out,
age new supply or provide choice. Standards
or worse, turn negative.59
that governments use are one-dimensional, do
not always reflect the needs and preferences of
Looking ahead
parents, and are not suitable for other providLooking at the evidence, throwing money
ers — like home-based or faith-based providers.
at childcare is unlikely to address the lack of
Loosening regulations, on the other hand, would
high-quality affordable childcare. Legislators need
encourage the supply of both small and large
to realize that stringent rules come with higher
childcare providers.
costs, whether they improve quality or not. Strin-
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Conclusion
Access to affordable high-quality childcare is an
important foundation for a well-functioning society.
It enables parents to work and earn income, provides a nurturing environment for children’s growth
and development, and allows businesses to hire
workers. The lack of affordable high-quality childcare is detrimental not only to parents, children, and
families, but to the entire economy as well.
Expanding funding is, however, unlikely to address the childcare crisis since it does not deal with
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the root cause of the crisis: government regulation.
Strict staff-child ratios and group limits, as well as
strict hiring and training requirements, raise the
cost of providing center-based care in Minnesota —
costs which are then passed on to parents through
higher tuition. To ensure high-quality affordable
childcare, legislators should consider reforming
regulations that raise costs for providers without
improving quality.
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