
 

613318 

CARE 

Curriculum Quality Analysis and Impact Review of European 

ECEC 

 

Instrument: Collaborative project 

Call Identifier: FP7-SSH-2013-2  

Early childhood education and care: promoting quality for individual, social and economic benefits 

 

D5.1: The Socio-Economic Dimension of Early Childhood 

Education and Care in Europe 

 

In this report, we summarise the literature with regard to the effects of ECEC on maternal employment 

and child development, the two outcomes that are most often cited to justify investments in ECEC. 

Next, we present the costs and funding of ECEC and show that ECEC services are provided through a 

variety of mechanisms across European countries. We discuss the effects of these funding systems in 

terms of costs, quality and inclusiveness. Comparing the advantages and disadvantages of private and 

public systems along these dimensions can inform policymakers in searching to improve their 

systems. Our own further research on efficiency, costs and benefits, and inclusiveness will also build 

on this framework. 

 

 

DUE DATE OF DELIVERABLE: 31/12/2014 

ACTUAL SUBMISSION DATE: 30/01/2015 

 

 

Start date of project: 01-01-2014 Duration: 36 Months 

 

CARE contractor: 



613318                                                                                                                                               Deliverable 5.1 

CARE Project                                                                         The Socio-Economic Dimension of ECEC in Europe 

 

CARE: http://ecec-care.org/ - page 2 

 

Utrecht University   

 

 

 

Title: The Socio-Economic Dimension of Early Childhood Education and Care in Europe 

 

Organisation: Utrecht University 

Authors (main authors in bold): Yusuf Emre Akgündüz, Özgün Ünver, Janneke Plantenga, Ides Nicaise 

Email: Y.E.Akgunduz@uu.nl 

Number of PM:  

Dissemination Level:  

 

 

 

Version  date Authors status changes 

0.1     

0.2     

0.3     

 

Project co-funded by the European Commission within the Seventh Framework Programme (2014-2017) 

Dissemination Level  

PU Public  

PP Restricted to other programme participants (including the Commission Services)  

RE Restricted to a group specified by the consortium (including the Commission Services)  

CO Confidential, only for members of the consortium (including the Commission Services)  

http://ecec-care.org/


613318                                                                                                                                               Deliverable 5.1 

CARE Project                                                                         The Socio-Economic Dimension of ECEC in Europe 

  

page 3 - CARE: http://ecec-care.org/  

Table of contents 

 

 

Introduction ............................................................................................................................................................. 4 

A Review of the Literature on the Effects of ECEC................................................................................................ 5 

Employment ........................................................................................................................................................ 5 

Child development .............................................................................................................................................. 7 

Costs and Methods of ECEC Provision in Europe ................................................................................................ 10 

Efficiency of Child Care Funding Mechanisms: Costs and Quality ...................................................................... 13 

Inclusiveness of Child Care Funding Mechanisms: Accessibility and Universality ............................................. 16 

Financing ECEC for Equal Opportunities ......................................................................................................... 17 

Universal Legal Entitlement and Compulsory ECEC ................................................................................... 17 

Public versus Market Provision..................................................................................................................... 18 

Free Entitlement and Parental Contribution to the ECEC Cost ..................................................................... 18 

Cost Reduction and Financial Support for Families ...................................................................................... 19 

Financing ECEC for Equal Treatment............................................................................................................... 20 

Scheduling of Services .................................................................................................................................. 20 

Quality of ECEC Services ............................................................................................................................. 21 

Geographical Distribution of ECEC Provision ............................................................................................. 21 

Parental Choice, Longer Leave and Child Home Care Allowance ............................................................... 21 

Financing ECEC for Equal Outcomes............................................................................................................... 22 

Targeted Programmes .................................................................................................................................... 23 

Additional Funding within Mainstream ECEC ............................................................................................. 24 

Conclusions ........................................................................................................................................................... 24 

References ............................................................................................................................................................. 25 

 

http://ecec-care.org/


613318                                                                                                                                               Deliverable 5.1 

CARE Project                                                                         The Socio-Economic Dimension of ECEC in Europe 

 

CARE: http://ecec-care.org/ - page 4 

 

I N T R O D U C T I O N  

Rising female participation rates and the increase in the number of single adult families have led to the 

widespread use of non-parental child care in most European countries. Recent figures show that 

around 30% of the children under 3 and over 80% of the children between ages 3 and 5 are in formal 

child care and pre-schools in the EU-27 countries. With such high non-parental care rates, ECEC 

services have come to form the early part of education and their effects on children’s wellbeing and 

human capital has become a topic of interest.  

There has been extensive research into the impact of early childhood education and care 

(ECEC) on maternal employment, gender equality, child well-being, the prevention of educational 

disadvantage, reduced (child) poverty, increased intergenerational social mobility, as well as 

favourable outcomes later in life (Heckman 2006; Cunha et al. 2006; Leseman 2009; OECD 2012). 

High quality ECEC services are presented as having very high rates of return especially for children 

from disadvantaged backgrounds (Heckman, 2006). 

The EU discourse on ECEC is focussed on the provision of quality, holistic, complex, 

integrated, intersectoral and inclusive education and care to children (Herczog 2012). The European 

Union has been promoting ECEC provision for more than two decades due to its role in facilitating 

maternal employment (Mahon 2002). More recently, ECEC has been seen as an investment for the 

future (children’s well-becoming) rather than a rights-based opportunity for children’s current well-

being (Herczog 2012). As such, a balanced approach is needed that takes into account both the costs 

and benefits of ECEC services.  

Not all spending on ECEC services is equivalent. The demand for non-parental child care has 

led to different institutional arrangements across European countries, ranging from public provision to 

private and semi-informal markets. These institutions are not set in stone, as examples of privatization 

in public systems were seen in Sweden in 1990s and in the Netherlands in 2005. A fundamental 

question from a policy perspective is how to set-up ECEC systems to achieve policy objectives. Public 

and private systems may have a different impact on the actual effects of ECEC services in terms of 

quality, accessibility and inclusiveness. These characteristics of the ECEC system will in return affect 

employment rates and child development.   

It is important to note that ECEC is a broad concept that raises a range of questions as to 

where (at home, caregiver’s home, care centre), by whom (e.g. mother, family members, surrogate 

mothers, professionals) and how (e.g. socializing children with each other, educating, child minding) it 
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should be given (cf. Kremer 2006). Although we will mostly focus on the public or subsidised ECEC 

provision – i.e. professional child care and education – we will also touch upon other child care 

options in order to provide the whole context. 

A  R E V I E W  O F  T H E  L I T E R A T U R E  O N  T H E  E F F E C T S  

O F  E C E C  

Since the rise in female employment is what led to large-scale child care provision, it is natural that 

much of the initial economic literature has focused on the impact of child care policies on female 

employment. Inevitably, the most important attributes from the perspective of employment are the 

prices and availability of child care. However, attention has since shifted to the impact of care on child 

development since early childhood appears to have potential long-term effects on educational 

attainment, employment, wages and other non-pecuniary indicators of well-being (Heckman 2006). 

Unlike the issue of parents’ employment, child development highlights the quality aspect of care 

services rather than the price and availability.  

Before continuing with the current state of ECEC in Europe, this section provides an overview of 

the existing (largely economic and pedagogic) literature on ECEC services, employment and child 

development. The arguments for public intervention in ECEC coverage and quality rely heavily on the 

empirical evidence regarding its benefits for parents’ labour force participation and child development.  

 

 EMPLOYMENT  

ECEC services in general are referred to as child care throughout the economic literature linking 

ECEC and female employment. The difference in terminology seems to emphasize the main function 

of earlier ECEC services, which is employment rather than development (Baker 2011). The main 

purpose of child care in the classical works of Becker (2009) and Heckman (1974) is to decrease the 

shadow price of employment. Female employment decisions are assumed to be the result of a 

comparison of the benefits from increased consumption through employment and the costs of child 

care and leisure time. The so called reservation wage for a mother is then the sum of the (pecuniary) 

value of child care and leisure. Within the simplest framework, the quality of child care does not 

matter and parents value non-parental child care by its price.  

Since the theory of child care and employment relied exclusively on the assumption that the 

only difference between non-parental and parental care was child care costs, the empirical studies in 
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the field also focus mostly on the impact of child care prices on female employment. These studies are 

mostly informative for policies increasing subsidies on child care that result in lower net parental fees. 

Later studies take quality into account as an unobserved, latent variable by introducing different care-

specific effects depending on the mode of child care, which can range from formal day care to 

informal care and private caregivers (Ribar 1995; Blau and Hagy 1998). In that case, quality is still 

assumed to be constant across providers but can differ amongst child care types. 

In table 1, we show some of the often cited estimates in the literature with regards to the 

effects of child care prices on maternal employment. The table also shows the methodology used, the 

country that the estimate relates to, and the reference year of the sample used. Methodology-wise, 

there are two main categories. The first category is made up of the structural estimates that rely on 

predicting child care prices and wages for all households. The second consists of natural experiments 

that rely on changes in subsidies or expansions of child care sectors. The results range between very 

large negative effects with an elasticity estimate of nearly 1 in Kimmel (1998) and insignificant or 

small effects as in Lundin et al. (2008) and Havnes and Mogstad (2011a). More recent estimates that 

rely on changes in policies to identify effects tend to find smaller effects of child care prices on 

maternal employment. Lundin et al. (2008) suggest that the reason is the already high female 

participation rates, since their study is based on Sweden. Havnes and Mogstad (2011a) attribute the 

apparent lack of effects to substitution from informal to formal child care, which results in small net 

effects on employment. 

 

Table 1: Estimates on the effects of child care prices and subsidies on maternal employment 

Authors / Publishing Year Effect Method Country Year 

Blau and Hagy (1998) -0.2 Structural USA 1990 

Tekin (2007) -0.133 Structural USA 1997 

Kimmel (1998) -0.923 Structural USA 1987 

Ribar (1995) -0.088 Structural USA 1984 

Michalopoulos and Robins 

(2002) 
-0.259 Structural USA/Canada 1989 

Baker et al. (2008) -0.236 Nat. Experiment Canada 2005 

Kornstad and Thoresen (2007) -0.12 Structural Norway 1998 

Lundin et. al (2008) 0~  Nat. Experiment Sweden 2002 

Some studies based on natural experiments such as Havnes and Mogstad (2011a) do not provide 

elasticity estimates and are not included in the table. 

 

Since more recent studies, using more sophisticated structural models or natural experiments, 

tend to find smaller effects of child care prices on employment (Blau and Currie 2006): long-term 

viability of raising maternal employment through child care subsidies seems limited. As female 

employment figures and earnings increase, small changes in prices do not seem to affect employment 

decisions as much. As long as child care is widely accessible, further investments may not cover the 

costs. Nevertheless, most studies do find large effects on the choice of child care types (Ribar 1995; 
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Havnes and Mogstad 2011a). If formal child care is preferable compared to informal care, due to 

quality differences or higher educational standards, policies geared towards lower prices may still be 

worth pursuing. The primary concern in that case is whether or not there are differences in the effects 

of informal and formal child care on child development. Alternatively, parental care might be most 

optimal at least in early years, but the impact of parental leave legislation on employment is a different 

research topic beyond the scope of this paper. Recent studies seem to suggest that parental leave has a 

small positive effect on employment as long as it is not too long but parental leave can have negative 

effects on women’s wages (Thevenon and Solaz 2013).   

 

 

CHILD DEVELOPMENT  

Interest in high quality child care is not a recent phenomenon. Interventions with randomized designs 

conducted decades ago in the United States, chiefly the Perry Pre-School Programme in the early 

1960s and the STAR project in mid-1980s, constitute the main part of the argument for increased 

investments in early childhood development. However, it is not easy to measure the child care quality 

since data are scarce regarding the links between the quality of ECEC services, childhood 

development indicators and longer term outcomes such as earnings and educational achievement. The 

long-term effects on earnings and educational achievement of ECEC attendance and quality from 

these interventions were only relatively recently analysed (Heckman et al. 2010; Chetty et al. 2010).   

The positive effects on long-term outcomes from interventions based on high-quality child 

care have generated a case for higher investments in child care services across the developed countries 

(Heckman 2006). With growing policy interest, more research has been produced from a larger variety 

of countries and child care systems that link child care attendance and quality with development 

outcomes. In this section, we provide a short review of the results from this line of research and 

discuss the potential causes for the differences in findings.  

Employment effects of child care prices are either negative or insignificant with differences 

only in the size of the effects. In contrast, the literature linking child care attendance and quality with 

development shows more variation with both positive and negative findings commonly found. The 

variation seems to suggest that differences in sample, measurements of development and methodology 

play a major role. We first discuss the differences along these three dimensions and present some of 

the more recent and influential results in table 2. Next, we try to draw conclusions about the causes of 

the variation and what policy makers can learn from this varied landscape.  

Not all studies in the field can - or aim to - study long-term effects of child care attendance as 

in the Perry Preschool study (Heckman et al. 2010) or the study of the Norwegian child care expansion 

by Havnes and Mogstad (2011b). Survey data has been used especially in the psychological literature 

http://ecec-care.org/
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to determine if there are any effects of the type, extent and quality of child care on child development. 

Studies based on the large scale panel of NICHD and others such as Votruba-Drzal et al. (2004), Datta 

Gupta and Simonsen (2010), Herbst (2013) all make use of indicators developed by psychologists to 

measure cognitive and behavioral functioning. Somewhat less common is the use of medium-term 

indicators of school achievement at secondary school (Black et al. 2012). Table 2 indicates whether the 

studies relate to long-term, medium-term or short-term outcomes.  

ECEC services are often treated as equalizers. Recent findings of increased intergenerational 

mobility by Havnes and Mogstad (2014) in Norway seem to confirm the potential role that child care 

can play in levelling up cognitive development prior to primary school. Intervention studies of both 

the Heckman et al. (2010) for the Perry Preschool Programme and Melhuish et al. (2008) study from 

the UK focus on low-income samples. Table 2 indicates whether the sample is made up of children 

from low-income backgrounds in the third column.  

 

 Table 2: Estimates on the effects of child care attendance on child development 

Authors (Year) Outcome Sample  Method Effect 
Baker et al. (2008) Short term Canada Quasi-experimental - 

Blanden et al. (2014) Short term UK Quasi-experimental + (small) 
Datta Gupta & Simonsen (2010)  Short term Denmark Quasi-experimental 0  

Spiess et al. (2003) Medium term Germany Panel 0 

+ immigrants 

Havnes & Mogstad (2011b) Long term Norway - all 

Low income 

Quasi-experimental +  

++ Low income 

Havnes & Mogstad (2014) Long term Norway - all 

Low income 

Quasi experimental - High income 

+ Low income 

Black et al. (2012) Medium term Norway Quasi-experimental +/0 

Melhuish et al. (2008) Short-term UK  Low income Intervention + 

Herbst (2013) Short term US Instrumental - 

NICHD (2005) Short term US Panel + 

Votruba-Drzal (2004) Short term US Low income  Panel + 

Vandell et al. (2010)  Short term US Panel + Cognitive 

-  Behavioral 

Heckman et al. (2010) Long term US Low income Intervention + 

Bernal and Keane (2011) Short-term US Low income Instrumental - 

 

The final variation between the studies on child care attendance and child development relates 

to methodology. The impact of child care is not easy to identify. In a bivariate, cross-sectional 

regression of development outcomes on child care attendance, family characteristics (such as income) 

are positively correlated with child care attendance, which makes the correlation between child care 

attendance and development partly spurious. The most common approach to solve endogeneity 

problems is to use panel (or value added) studies with a large number of control variables (Vandell et 

al. 2010; Spiess et al. 2003; NICHD 2005).  Even in fixed-effects models, there may be unobserved 

factors that change over time and correlate with both child care attendance and development, leading 

to biased estimates. An instrumental variables approach could be followed, but it is not easy to find 

suitable instruments that affect child care attendance decisions but not child development. As a result, 
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IV studies are limited in number so far (Bernal and Keane 2011; Herbst 2013). The most convincing 

approach to make causality claims is to exploit an intervention study with random assignment. 

However, these studies are expensive and limited in number. An alternative approach is to exploit 

changes in policies that affect child care attendance, as was done by Havnes and Mogstad (2011b; 

2014), Black et al. (2014) in Norway, Blanden et al. (2014) in UK and Baker et al. (2008) in Canada. 

Since these policy reforms are independent from individual children’s development, estimates of their 

effects in later years’ can be argued to be causal. Table 2 indicates whether the studies use a fixed-

effect, panel approach (or its variants), instrumental variables, random assignment intervention set-ups 

or a quasi-experimental approach based on policy changes.  

Table 2 shows that the direction of the effects varies across studies with different samples and 

methodologies. It may nevertheless be possible to draw some conclusions based on common effects. 

Studies of long-term effects tend to find mixed or weaker positive effects in education (Black et al. 

2014) and earnings (Havnes and Mogstad 2014). However, the effects tend to be positive for low-

income samples even in the case of long term outcomes, as in the case of Norway analyzed by Havnes 

and Mogstad (2011b; 2014) and the well-known study of Heckman (2006). In fact, all studies that use 

samples of children from low-income families appear to find positive effects, with the only exception 

being the study of Bernal and Keane (2011), who look at a sample of children from single parent 

families. Results of Spiess et al. (2003) suggest that a similarly strong positive effect might exist for 

children from immigrant backgrounds since they find no effects from ECEC attendance on average - 

but do find a significant effect for this subgroup. Studies aiming to find exogenous variation in child 

care attendance through quasi-experiments and instrumental variables approaches tend to produce 

more negative results, as seen in Herbst (2013) and Baker et al. (2008), who both study short term 

outcomes. In contrast, those studies using short-term outcomes without an IV or quasi-experimental 

approach find positive effects as in the NICHD (2005) panel and Vandell et al. (2010) who find a 

positive effect on cognitive development. The contrasting results seem to indicate that there may be 

endogeneity problems in comparing children in and out of formal child care even when a large number 

of control variables are added and fixed effects estimators are used to subtract unobserved 

heterogeneity. 

For policymakers, there are two lessons to be drawn. The first is that formal child care seems to be 

largely positive for both short and long-term outcomes of children from low income backgrounds. The 

second overarching result is that the effects on more inclusive samples are decidedly mixed. Both 

positive and negative results are found. One potential explanation for the ambiguous results may be 

the quality of child care on offer in different countries. Child care quality has been linked with better 

development results in multiple studies (Burchinal and Cryer 2003; Duncan 2003; Chetty 2010). This 

would also explain the difference found between quasi-experimental studies based on national 

reforms, which tend to find smaller positive effects than studies based on interventions which are 

likely to have higher quality of child care. The starkest recent example in that regard is the difference 
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between the findings of Melhuish (2008) and Blanden et al. (2014) from UK: whereas the former finds 

very large effects from the EPPS study, the latter finds moderate to small effects from the introduction 

of free child care in 2000. The policy goals from a development perspective might therefore be to 

improve access to formal child care for low income families and to improve child care quality. The 

favourable social effects of high-quality ECEC services provide strong arguments for government 

intervention for disadvantaged groups. This intervention should include quality standards on the one 

hand, and (means-tested) subsidies on the other. In the next section, we discuss the current status of 

ECEC services in Europe and the methods of provision. 

C O S T S  A N D  M E T H O D S  O F  E C E C  P R O V I S I O N  I N  

E U R O P E  

The latest Eurydice (2014) report provides a broad and detailed picture of the current status of ECEC 

costs, quality and attendance in ECEC in Europe. In this section, we provide a very short summary of 

that report to give a general idea about the type of funding mechanisms in place in Europe. We make 

use of the Eurydice (2014) report and the OECD Family Database (2014) to construct the figures. 

 

Figure 1: Public spending in child care and pre-schools: 1998 to 2009 

 

Source: OECD Family Database 2014 
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Public spending in ECEC as a percentage of GDP has been going up in most European 

countries as shown in Figure 1. Despite cuts in many other welfare functions, even more liberal 

welfare states such as the United Kingdom have increased ECEC spending substantially. However, not 

all ECEC spending is the same. Bennett (2004) argues that a key question in allocating funding in 

ECEC is whether public funds for early education are allocated indirectly through family cash benefits 

or directly to ECEC providers as operational grants, like in primary education. In supply-led systems, 

either the grant is directly given to the provider under certain conditions or the state provides the 

service itself, while in demand-led systems – where the state has less control over the quality or 

accessibility of the provision – the users of the service are given vouchers, cash or tax credits (Penn 

2009; McLean 2014).  In Figure 2, we show the private and public classifications by OECD for 

various ECEC systems for the age group 0 to 2 in European countries and the United States. The 

variation is largely in the youngest age group of children as the provision for older children tends to be 

either mixed or public.  

 

Figure 2: ECEC Provision Methods for Ages 0 to 2 

 

Source: OECD Family Database 2014 

 

 Regardless of public or private spending, ECEC investments are highly correlated with the 

proportion of children in formal ECEC. The rates are over 80% for most OECD countries for the age 

group 3 to 5, and reach as high as 60% for the age group 0 to 3. Figure 3 plots the proportion of 

children aged 0 to 3 in formal ECEC against public spending in ECEC as a percentage of GDP. 

Regardless of private or public systems, the simple fact remains that countries that spend more on 

ECEC have more children in formal ECEC.  
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Figure 3: Public Spending on ECEC and Participation for Ages 0 to 3 

 

Source: OECD Family Database 2014
1
 

 

 It would be an oversimplification to divide children between formal ECEC attendees and those 

who do not attend formal ECEC, because a large proportion of children attend informal child care. 

Similarly, states’ support for child care is not limited to formal ECEC. There are a number of countries 

that do not have ECEC markets with matching demand and supply, according to Eurydice. With the 

exception of Nordic countries, most countries have a problem of meeting demand in the 0-3 age 

category. Perhaps partly spurred by the lack of available formal ECEC, there is a large proportion of 

children in informal child care, as seen in table 3. Furthermore, some countries allow for 

compensation of parents who do not use formal ECEC. Care allowances are paid to parents who do 

not make use of ECEC services that they are entitled to. Table 3 presents a general overview of 

selected countries’ formal and informal child care use and the presence of care allowances for parents 

who do not use ECEC services.  

 

                                                           

 
1
 The reported figures in the OECD Family Database are from 2008 to 2010. 
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Table 3: Formal care, informal care and care allowances in Europe 

 

Formal 

child care 

% (0-3 

years old) 

Formal 

child care 

% (3-5 

years old) 

Informal 

child care 

% (0-2 

years old) 

Informal 

child care 

% (3-5 

years old) 

Availability 

of Care 

Allowance 

Austria 13.9 81.9 19.8 30.3 local 

Belgium 39.2 99.0 20.9 26.8 yes 

Denmark 65.7 94.1 0.6 0.1 local 

Finland 27.7 73.0 1.3 4.2 yes 

France 48.0 101.1 17.7 19.6 yes 

Germany 23.1 93.9 14.5 17.4 no 

Greece (pr/pub 

sector) 11.3 48.3 52.5 38.7 no 

Italy 24.2 95.7 31.5 37.0 no 

Netherlands 60.6 95.7 51.9 47.5 NA 

Norway 54.0 96.2 4.3 2.3 yes 

Poland 6.9 59.7 29.9 29.8 no 

Portugal 45.9 84.1 25.4 35.9 no 

UK 42.0 93.3 31.7 36.9 no 

Source: OECD Family Database 2014
2
, Eurydice 2014 

 

Whereas the costs of child care for governments and even parents are relatively easy to 

observe, there are substantial differences in provision methods to take into account. In the following 

two sections, we discuss the merits of private and public (supply side and demand side financing) 

ECEC, first in terms of costs and quality and then with regards to inclusiveness. Research comparing 

public and private systems is rather lacking and the discussion is inevitably based more on theoretical 

conjecture than empirical research. Research analysing the costs and benefits of reforms in terms of 

their effects on employment and child development from both public and private systems would be the 

most optimal approach to analysing the relative efficiency of different systems. 

E F F I C I E N C Y  O F  C H I L D  C A R E  F U N D I N G  

M E C H A N I S M S :  C O S T S  A N D  Q U A L I T Y  

The method of provision of child care largely overlaps with the welfare state types across OECD 

countries. More liberal welfare states in United Kingdom, United States, Ireland, Australia, the 

                                                           

 

2
 Participation values are from 2010 for formal child care and 2011 for informal child care. 
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Netherlands and Austria have private provision mechanisms while Scandinavian countries, France and 

Germany have public or mixed provisions. ECEC policies are subject to the same discussion that 

primary and secondary schools have undergone about the merits of public or private systems and the 

role of competition (Friedman 1997). Debates regarding the effects of privatization, and therefore 

competition, on quality access and costs of ECEC are thus of relevance. 

 A major argument for privatization and demand side subsidies is the alleged potential for 

greater dynamism that private markets have to meet ECEC shortages and demands (OECD 2006). 

While private markets may have an advantage in increasing supply and meeting demand, they tend to 

cost more for parents and less for governments. Figure 4 shows the public expenditure per child on 

child care support and the estimated out of pocket spending as a share net income a two parent 

household with earnings the equivalent of 150% of the average wage for some OECD countries 

(OECD Family Database 2014). Out of pocket spending by parents is relatively high in private child 

care markets such as that of the United States, New Zealand and the Netherlands. This is true even for 

the United Kingdom where public spending is also relatively high. In contrast, Scandinavian countries 

have high public expenditures per child but limited costs for parents. Worth noting in figure 4 is that 

the public expenditure is per child rather than per child in child care services, implying that the public 

expenditure is highly correlated with the use of child care. 

 A potential worry about private markets is the high cost for parents and consequently the 

lower use of formal care. Formal child care is preferable especially if informal markets are difficult to 

regulate and monitor. Datta Gupta and Simonsen (2010) find that formal child care had insignificant 

effects on child development while informal care had negative effects. Havnes and Mogstad (2011a) 

show that while maternal employment is not affected by a switch to public child care services, there is 

a surge in the use of formal care instead of informal care. However, high parental fees are not due to 

the private system itself. Instead, whereas countries with private systems tend to be the ones with 

relatively low subsidy rates, higher subsidies can increase ECEC use in these systems. Evidence for 

high ECEC attendance in private systems with sufficient subsidies is found in the Netherlands by 

Bettendorf et al. (2012), who show that increasing subsidies in a private child care market led to more 

formal care use. Overall, introducing a private market through demand side subsidies have the 

advantage of more market dynamism and therefore increased supply, but most countries with private 

systems do not have high enough subsidies to actually have parental fees as low as the public 

systems’.  
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Figure 4: Public Expenditure on Child Care and Parents’ Out of Pocket Spending 

 

Source: OECD Family Database 2014 

 

The more contentious issue seems to be that of quality. The standard economic reasoning for a 

normal good is that private markets will outperform public provision in meeting customers’ 

preferences and providing low costs. Child care centres will ideally have a pecuniary incentive to 

provide the cheapest and highest possible quality care if parents choose child care based on quality and 

prices. In the case of child care, there are two market failures that may constrain markets from 

working optimally. First is the information asymmetry in child care markets. Parents are unlikely to be 

able to distinguish between different quality levels. Mocan (2007) finds that parents usually base their 

quality judgments on visible characteristics such as the staff to child ratio or building quality, but these 

characteristics do not necessarily predict actual quality of child care very well. Correlations are found 

between parents’ income and the quality of child care they purchase, but the effects are not particularly 

strong (Burchinal and Nelson 2000). The second potential market failure is the extent of competition 

among child care centres. If competition is very localized and parents do not travel far for child care, 

there may be monopoly or oligopoly situations within local markets and little pressure on centres to 

improve quality (Plantenga 2013). Besides these two issues within the child care market, there are also 

potential market failures in markets connected to child care provision. An example can be seen in 

Canada where the shortage of qualified labour leads to concerns over the quality of ECEC services 

there (Fairholm and Davis 2012).  

Without empirical evidence, it is not possible to say whether information asymmetries or local 

monopolies lead to lower quality in private markets compared to public provision in ECEC services. 

However, empirical evidence linking privatization or competition to child care quality is rather 

lacking. Akgunduz and Plantenga (2013) show that competition has modest positive effects on child 
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care quality in the Dutch day-care market, but their study is limited to cross-section analysis and does 

not directly analyse privatization.  

More evidence is available in the schooling sector where the discussion about privatization has 

a longer history. West and Woessman (2010) use the share of Catholics in 1900 to instrument 

privatization in schooling across countries and find a positive causal effect from the share of private 

schools on students’ mathematics, science and reading scores. Belfield and Levin (2002) review 41 

studies and find results ranging from insignificant to positive effects. Their conclusion is that 

competition has a modest but positive effect on educational outcomes. The question is to what extent 

these findings can be applied to the child care sector. If we believe that schooling and child care 

sectors have similar problems in information asymmetry and localized monopolies, privatization could 

also have modest positive effects on ECEC quality. However, information asymmetry problems may 

be more acute in child care markets where there are no obvious outcomes such as grades and 

graduation rates for parents to observe. Additionally, child care markets may be less developed and 

smaller than schooling markets in many OECD countries since schooling is mandatory. As such, more 

empirical analysis on the role of privatization and competition within child care markets may be 

needed to make definitive conclusions. Ideally, we would be able to simply compare the costs of 

ECEC in countries with and without market mechanisms with their effects on employment and 

development outcomes. However, while costs can be calculated simply, there is no direct way to 

statistically measure the effects of ECEC on employment and development. Empirically studying the 

impact of expansions of - or changes to private and public ECEC systems might be a practical way to 

compare the effects from these two systems on the employment and development outcomes. Both 

quality and cost aspects however need to take into account equity and inclusiveness of the services 

offered, which is the topic discussed in the next section.  

I N C L U S I V E N E S S  O F  C H I L D  C A R E  F U N D I N G  

M E C H A N I S M S :  A C C E S S I B I L I T Y  A N D  

U N I V E R S A L I T Y  

In this section of the paper, we discuss different provision and financing schemes of ECEC services in 

Europe for accessibility, equity and inclusiveness. Inspired by the article by Nicaise et al. (2000) 

classifying general educational strategies for disadvantaged children in Europe, we introduce a three-

pillar structure to distinguish between various incentives in ECEC financing: equal opportunities, 

equal treatment and equal outcomes. As used in this paper, equal opportunities relate to exogenous 
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preconditions for children’s equitable access to ECEC services, equal treatment stands for the absence 

and elimination of negative discrimination in ECEC for all children, and finally equal outcomes 

strategies aim at bringing all children to the same level through positive discrimination of the 

disadvantaged (Nicaise et al. 2000). Note that it is difficult to classify financing measures into one of 

the three pillars exclusively, as each scheme may relate to more than one pillar at the same time.  

These three pillars are complementary. Thus, we start with financing strategies for equal 

opportunities in order to secure initial access, continue with financing strategies for equal treatment to 

ensure equity when receiving ECEC services, and finally financing strategies for equal outcomes with 

regard to affirmative action towards the disadvantaged – beyond equal opportunities and equal 

treatment.  

 

FINANCING ECEC FOR E QUAL OPPORTUNITIES  

As a first step, welfare states aim at equitable access to ECEC services by all. In other words, 

preconditions for children to enjoy the ECEC services they demand are ensured. In order to do so, 

these funding mechanisms compensate for disadvantages exogenous to the education system and are 

rather related to the demand-side (Nicaise et al. 2000). In this section we discuss major financing 

schemes in order to ensure equal opportunities such as universal entitlement, public versus market 

provision, cost of services, and financial help for ECEC users. 

 

UNIVERSAL LEGAL ENTI TLEMENT AND COMPULSO RY ECEC  

In some European countries there is a legal entitlement to ECEC, encouraging providers to secure 

publicly subsidised ECEC provision for all children living in a catchment area whose parents require a 

place for their child regardless of their employment, socio-economic or family status (Eurydice 

2014:38). Universal legal entitlement to ECEC is a good example of equal opportunity strategies 

because it guarantees places for every child. Universal legal entitlement also puts the welfare state as a 

primary agent in ECEC provision as it is responsible for at least the regulations and even the provision 

as well as financing. Compulsory ECEC from a certain age onwards is another way to ensure places 

for children, especially when a certain minimum level of school readiness is strived for by the start of 

the primary school. 

Despite the differences in entitlement (age) of children to ECEC across Europe, most 

European countries guarantee a place in ECEC in the form of legal entitlement or requirement of 

compulsory attendance. In the countries that offer universal legal entitlement to ECEC, the entitlement 

usually starts in the 3-6 years period. Exceptions are Denmark, Slovenia, Finland, Sweden, and 

Norway that offer legal entitlement at the age of one or earlier, and Belgium, Estonia, and Malta where 

children are entitled to a place in childcare at age one to three (Eurydice 2014). In the Netherlands 
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(which is not entirely covered in the Eurydice report), the legal entitlement to ECEC starts from 4 

years of age (den Dulk 2014). In Bulgaria, Greece, Cyprus, Latvia, Luxembourg, Hungary, Austria, 

Poland, and Switzerland ECEC is compulsory from either 4 or 5 years onwards (Eurydice 2014). On 

the other hand, in Croatia, Italy, Lithuania, Romania, Slovakia, Iceland and Turkey, there is neither a 

legal entitlement nor compulsory ECEC (Eurydice 2014). 

 

PUBLIC VERSUS MARKET  PROVISION  

Public ECEC provision is an obvious way to ensure equal access to ECEC services. As explained 

earlier, it is difficult to find ECEC provision that is completely public. However all European countries 

offer at least some public or publicly subsidised private provision which lowers the costs for users. On 

the other hand, merely providing public or publicly subsidised private ECEC does not necessarily 

mean that these services are accessible to all. So we should be looking at the actual costs for parents in 

order to assess the efficiency of public financing mechanisms in ECEC. 

Some countries have a predominantly public provision that is crucial for many families who 

would otherwise have difficulty in sending their children to ECEC institutions. Good examples are the 

Nordic countries with their social democratic care regime based on the premises of universality, 

central role of the state and the social democratic parties and trade unions as the moving forces behind 

social policy development (Mahon et al. 2012). Next, we have the liberal countries at the other end of 

the spectrum where the labour market and families have key roles and the state is merely expected to 

provide assistance to the worst-off (Mahon et al. 2012). 

 

FREE ENTITLEMENT AND P ARENTAL CONTRIBUTION TO THE ECEC COST  

There is usually a trade-off for governments between high quality ECEC and free provision. In almost 

all European countries, parents have to pay at least a small financial contribution to ECEC institutions. 

Even the Scandinavian countries that have the most developed ECEC systems in Europe rely on 

parental contributions to a certain extent. However this amount varies drastically from one country to 

another depending the amount of supply-side funding. Only in Denmark, Germany, Estonia, Croatia, 

Slovenia, Iceland, Turkey and Norway there is no free ECEC entitlement at all (Eurydice 2014). In all 

other countries, free ECEC is available to varying degrees – starting from different ages and covering 

different amounts of hours per week (ranging between 10 to 40 hours). In Figure 5, the free weekly 

ECEC provision for 3 year-olds is presented. 
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Figure 5: Free ECEC provision for 3 year-olds, by weekly hours, 2012-2013 (Eurydice 2014:84) 

 

Source: Eurydice 2014 

 

In terms of the range of parental fees for 0-3 year olds, we see that institutional ECEC in most 

Central and Eastern European Countries is more accessible than institutional ECEC in the other parts 

of Europe (Eurydice 2014). So we can conclude that these countries try to continue offering universal 

services in line with their socialist background. Currently, only Latvia, Lithuania and Romania offer 

free-of-charge full-time (40 hours) ECEC from zero to three years of age in Europe; however since 

ECEC is neither a legal entitlement nor compulsory in these countries, there is no guaranteed access 

(Eurydice 2014). In countries like Belgium, Germany, Spain, Luxembourg, Malta, Slovenia, 

Liechtenstein and Switzerland, the range of parental contribution for 0-3 year olds is very wide 

(Eurydice 2014).  

 

COST REDUCTION AND F INANCIAL SUPPORT FOR FAMILIES  

Regardless of the availability of supply-side funding, the state may introduce demand-side funding for 

the families that use ECEC services. As a result, families may be paying means-tested 

fees/contributions, receive social assistance support for ECEC, or enjoy tax relief or tax credits. 

According to the Eurydice report (2014), the most commonly used criteria for reduced parental 

contributions in ECEC are family income, number of children in the household attending ECEC, 
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number of siblings, child’s age, and whether the child is in a single parent household or orphan. Every 

European country offers cost reductions or exemptions based on at least one of these criteria.  

Some European countries offer financial support to families using ECEC services, and the 

most common form of financial support is tax relief enabling parents to deduct their ECEC costs from 

their tax liability (Eurydice 2014). On the other hand this practice is not beneficial for very poor 

households that earn too little to pay taxes. Another way of supporting parents is offering special 

family allowances or grants based on a child's attendance to ECEC as well as vouchers which can be 

used as payment for ECEC.   

The introduction of the means-tested Working Tax Credit in the UK for low-income working 

families is an example of demand-side initiative from the state’s part (cf. Vincent, Braun, and Ball 

2008). This depends on the household income, number of hours worked and the number of children. 

Moreover, according to the “childcare element of the Working Tax Credit”, up to 70% of ECEC costs 

can be covered depending on the household income (Vincent, Braun, and Ball 2008:23). In Germany, 

in case of hardship in paying ECEC contributions, it is possible for low-income households to waive 

the fees or have them paid by other public agencies (Schober and Spiess 2013:712). 

 

FINANCING ECEC FOR E QUAL TREATMENT  

Financing for equal treatment in ECEC is rather related to supply-side funding of ECEC services. The 

welfare state tries to organise the supply equally for everyone upon children’s access to institutional 

ECEC. Equal treatment depends on factors such as the number of weekly hours allocated to each 

child, equal quality of services, and geographical distribution of ECEC centres. In this section we also 

discuss the topic of parental choice, e.g. the possibility to opt for parental leave with home care 

allowances rather than external care services, or to choose between alternative types of ECEC 

services. 

 

SCHEDULING OF SERVIC ES  

Even though all children may have access to ECEC in a given country, full-time and year-round 

services might be inaccessible for disadvantaged children due to additional costs – as in most 

countries, free provision is limited to a few hours. Moreover, ECEC services being available for only 

half a day may prevent mothers from taking up employment altogether or force them to comply with 

part-time employment. On the other hand, part-time ECEC limits the scope for caregivers to 

compensate for socio-economic and cultural inequalities at home (Hagemann 2006). Moreover, as a 

practical shortcoming of part-time provision, flexibility of ECEC services is even more important for 

disadvantaged or immigrant families since they have less access to informal care options and more 

often work irregular hours (Vandenbroeck and Lazzari 2014). 
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QUALITY OF ECEC SERV ICES  

Ensuring minimum quality of ECEC services across the country is another measure to be taken by the 

welfare state in order to offer equal treatment to children in the ECEC system. Even if overall quality 

is improved by private markets, Market-based ECEC often brings along inadequate quality for 

disadvantaged children (Noailly and Visser 2009), and condemns families with lower purchasing 

power to ECEC with lower qualified professionals (Vandenbroeck 2011). Nordic countries are seen as 

a benchmark also with regard to the minimum quality regulations as their widely accessible provision 

is known for not compromising quality services. Qualification of the ECEC staff is an important 

aspect that needs to be regulated by the welfare state. Achieving this requires a certain amount of 

investment from the state’s part. In Finland, at least one-third of the staff should have a tertiary 

education degree while the rest should have at least a secondary-level education from the field (Määttä 

and Uusiautti 2012). 

 

GEOGRAPHICAL DISTRIBUTION OF ECEC PROVISION  

In some countries the ECEC institutions are distributed unevenly across the country and the 

population. This causes unequal access of children living in rural areas to institutional ECEC services. 

For example, Austria and Lithuania have a shortage of services in rural areas, while in Bulgaria, 

Hungary, Latvia, Portugal and Slovenia it is easier to find ECEC places in rural areas (Eurydice 2014). 

Fewer ECEC places are found in the poorer regions of Poland, and even there, the majority of ECEC 

centres are located in the city, not in remote areas (Heinen and Wator 2006). This is related to the 

accelerated closing of ECEC facilities in rural areas where there are less children and more 

unemployed parents. Heinen and Wator (2006) explain that, although the demand was similar during 

the socialist period, seasonal ECEC had been available when parents were doing agricultural work.  

 

LONGER LEAVE AND CHI LD HOME CARE ALLOW ANCE  

Some parents may choose to take an extended parental leave or not to take up employment in order to 

care for their child at home. This choice has financial implications for the household and the welfare 

state. Parental leave is closely linked to the supply and demand of ECEC especially during the first 

three years of the child (Ruhm 2011): the longer the (paid) parental leave, the less the ECEC use. As a 

result, some countries opt for granting lengthy parental leave instead of investing more in institutional 

ECEC schemes because the cost of supplying ECEC in accordance with the demand is higher than 

paying for lengthened parental leave. One of the countries that grant the right to take an extended 

parental leave with full employment security is Finland, where either parent can take a child care leave 
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until the child is 3 years old; during this period the family receives a child home care allowance, after 

the maternity, paternity and parental leaves are exhausted (Määttä and Uusiautti 2012). 

A key factor in parental choice of ECEC is the cost of the service. In the absence of public 

financial support, ECEC services become inaccessible to most low-income families as the relative 

burden of parental contribution is higher for them (Magnuson and Shager 2010; Schober and Spiess 

2013). This negatively influences both maternal employment and the use of institutional ECEC 

(Magnuson and Shager 2010). Especially low-income families may welcome child home care 

allowances as an income supplement (when available) (Sipilä, Repo and Rissanen 2010). In this way, 

child care allowance may unintendedly turn into a discriminatory policy measure. 

 

FINANCING ECEC FOR E QUAL OUTCOMES  

According to the meritocratic view of education - which is predominant in many societies -, achieving 

equal opportunities for all should be the main goal, not equal outcomes, because unequal benefits from 

education depend on the effort and talents of each individual (Nicaise et al. 2000). However, equity in 

provision (i.e. equal and quality educational services for all) does not necessarily mean that the 

provision is inclusive for the disadvantaged groups (Horvai 2010). Education may reproduce or 

transform existing inequalities and social stratification among socio-economic and ethnic groups based 

on how educational practices are organised and implemented (Ojala 2010).  

Currently in Europe, one in four children below the age of six is at risk of poverty or social 

exclusion, and these children have lower ECEC participation rates (Eurydice 2014). The welfare state 

should aim to bring all children to the same level of school readiness (Magnuson and Shager 2010). 

This necessitates more than equal treatment and equal opportunities: it requires additional resources 

for disadvantaged children who lag behind. In other words, it is necessary to pre-empt the inequalities 

that may arise in the future instead of mending problems after they become deeply rooted (Horvai 

2010). 

Research shows that children from low-income families, lone parent families, migrants, Roma, 

refugee children, children in foster or residential care as well as children with disabilities have lower 

probabilities of reaching the threshold of necessary skills and preparation for school, and these early 

disparities tend to persist unless compensatory measures are taken early (Magnuson and Shager 2010; 

Ojala 2010; Herczog 2012; Johansson and Höjer 2012). For these children, the welfare state should 

take additional measures (e.g. better equipped centres, better personnel, either free or affordable cost, 

priority access, etc.) in order to level the educational playing field (Nicaise et al. 2000; OECD 2006; 

Vandenbroeck 2011).  

The benefits from compensatory investments in ECEC for disadvantaged children seem to be 

widely recognised (cf. Mujica Mota et al. 2006). Research shows that the ECEC interventions towards 
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the disadvantaged children involve substantial costs for the public sector in the short term, but pay off 

well as the additional earnings of mothers and their partners (even ignoring the subsequent educational 

gains) outweigh the costs (Mujica Mota et al. 2006; OECD 2006). 

These affirmative actions for vulnerable groups should build upon a general, accessible and free-of-

charge educational and welfare system as well as targeted efforts within this general welfare model 

(Johansson and Höjer 2012). Extra funding for disadvantaged children is effective only when it is 

sufficient to offset the deprivation factors faced by vulnerable groups (Nicaise et al. 2000). 

The state may adopt two types of measures: targeted early intervention programmes and extra 

resources/services within general ECEC programmes (Fallon 2005). An example of a targeted 

programme was the Irish Rutland Street project started in 1969 and followed up by Early Start in 1994 

- which turned out to be effective programmes (Fallon 2005). Among the general programmes for 

designated disadvantaged schools there are measures such as language stimulation, 

home/school/community liaison, additional grants, maximum pupil per teacher ratio, etc. 

 

TARGETED PROGRAMMES  

One of the widespread strategies in reaching equal outcomes is providing targeted ECEC programmes 

in disadvantaged areas or for disadvantaged communities such as migrants, ethnic minorities and low-

income families. Targeted ECEC programmes for disadvantaged children appeared in the US in 1960s 

with Head Start in order to compensate for poverty-related deficiencies (Horvai 2010). This 

programme inspired many similar ones in Europe such as the European-wide Step by Step programme 

(SbS) by the Open Society Institute and the Sure Start programme in the UK (Horvai 2010).  

European countries also allocate extra resources for minority and immigrant children such as 

ECEC in mother tongue. In Finland, Cyprus and Latvia, special assistance is offered to children with 

special needs and children with different ethnic backgrounds for certain areas such as learning the 

language (Ojala 2010). Similarly, in Sweden, extra support is provided for children whose mother 

tongue is not Swedish such as a website offering resources to support staff (e.g. pictures, songs, music, 

drama, dance, etc.), or mother tongue tuition from a native speaker if needed (less preferred due to 

cost and low efficiency) (Cohen and Pay 2011). Compensatory programmes in Spain also focus on 

language and other areas of the curriculum and they are implemented in schools with a significant 

number of children from disadvantaged backgrounds, where children receive this support in the same 

class as other children in their group in pre-primary education. 

Roma and traveller children are one of the most socio-economically disadvantaged groups in 

Europe. Many countries took measures in order to make their ECEC schemes more inclusive with 

regard to Roma children. A recent example is the EU-funded ‘A Good Start’ programme (AGS) that 

was run in Hungary, Macedonia, Romania and Slovakia between 2010 and 2012. For Irish Travellers, 
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the Department of Education and Science of Ireland provides grants for ‘Traveller Preschools’ and 

visiting teacher service for travellers (Fallon 2005). 

 

ADDITIONAL FUNDING W ITHIN MAINSTREAM ECE C  

Giving priority in enrolment and compensatory funding for disadvantaged children are also 

widespread in Europe. These measures are taken within the mainstream ECEC system without 

segregating vulnerable groups. In Germany, since mid-2000s, children under the age of three are 

entitled to enrol in day-care programmes if they are in a household with a lone parent, or with both 

parents in employment or in education or wanting to take up employment, or if no other support 

programme promoting the child’s welfare is available (Schober and Spiess 2013:712). Similarly 

Belgium has introduced priority rules for children belonging to socio-economically disadvantaged 

families (single-parent and low-income families as well as families referred to ECEC by youth care 

services) in 2010.  

Some countries invest more in ECEC professionals in order to alleviate children’s disadvantages. 

In Latvia, multicultural ECEC is reinforced by engaging a teacher assistant of Roma background in 

the classroom (Ojala 2010). Estonia, Lithuania, and Romania are countries that offer financial 

incentives to professional staff to work with children at risk of exclusion (Eurydice 2009). 

C O N C L U S I O N S  

European countries all make substantial investments in ECEC and it is not hard to see why. ECEC 

services have the advantage of bringing together equity objectives through transfers to children in 

poverty and efficiency objectives by (potentially) increasing maternal employment and assisting child 

development. As the investment in ECEC services and our understanding of the impact of ECEC on 

child development grows, it becomes ever more important to optimize European ECEC sectors’ 

organization and methods of provision.  

 Our review of the arguments for and against private and public ECEC systems can lead to 

some tentative conclusions. Both systems appear to have their pros and cons. Greater dynamism in 

private markets seem to give them an edge in matching demand and responding to shortages. While 

parental fees are higher in countries with demand side subsidies and private systems, private systems 

cost much less for states to maintain. Since there appear to be lower (net) benefits for higher income 

parents’ children and lower effects on maternal employment from child care subsidies in high income 

countries, private systems may be preferable for high income groups. Theoretically, private systems 
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can also lead to higher quality through competition between providers, but the empirical evidence in 

this regard does not yet allow us to draw a definitive conclusion. Public systems, on the other hand, 

are more advantageous in ensuring accessibility and inclusiveness as the state can easily control these 

services. As a result, public services can reach more disadvantaged groups and are more accessible to 

low income parents due to lower costs.  

 It is obvious that, as long as the accessibility, inclusiveness and quality of the services are 

ensured through market regulation, governments prefer to delegate the provision of services to the 

market. Key policy concerns relate to the coverage of ECEC services, the level of subsidies, simpler 

and more accessible financial support and/or cost reduction schemes for families, and state’s 

encouragement for private for-profit or not-for-profit providers to provide ECEC services in 

disadvantaged market segments (financially, geographically, etc.). Especially for the disadvantaged 

children, both targeted programmes and supplementary resource schemes should continue to 

contribute to equal outcomes.  
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