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Direct Support for Child Care Programs

The global Covid-19 pandemic has underlined the importance of child care for children, working families, and the
economy. However, even before the pandemic, years of underinvestment in the early childhood field had left the child
care system stressed to its limit. Federal and state relief funds are helping stabilize the Early Childhood Education field, but
staffing shortages, low wages, and a broken market continue to present serious challenges.

The child care system has funding problems on both the supply side (the child care system) and demand side (families). In
areport issued in the fall of 2021, the U.S. Treasury Department described the problem like this:

Currently, the average family with at least one child under the age of 5 would need to devote approximately
13 percent of family income to pay for child care. Oftentimes, parents are asked to pay for child care when
they can least afford it and with little ability to borrow against their future savings to cover the costs of care
for young children. This is an example of what economists describe as liquidity constraints, a classic market

failure, which argues in favor of government support.*

Why does child care cost so much? This infographic from the
Center for the Study of Child Care Employment explains the
high cost of care by looking at a typical budget for a child care
center.

Although child care is difficult to afford for many families,
earnings for early educators remain abysmally low, resulting in
high turnover and labor shortages. As this recent report from
the Minnesota Department of Employment and Economic
Development notes:

The early care and education (ECE) workforce, including
owners of family child care programs as well as Head Start,
child care center and preschool teachers outside of the
public school system, have median wages below any other
occupation requiring the same level of education in
Minnesota, and well below the cost of living. Wages are so
low that these occupations are not encouraged choices for
workforce training in Minnesota based on U.S. Department
of Labor guidance. As a result of this low compensation,
the industry suffers from recruitment and retention
challenges that have made it impossible for many
programs to meet long-standing staffing requirements that
are a part of licensing regulations in Minnesota.?
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A Possible Solution: Direct Support for Child Care Programs

Beginning in April 2020, Minnesota (along with many other states) began responding to the additional stress that the
Covid-19 pandemic created for the child care system by offering direct payments to licensed child care programs through
a succession of grant programs (see table). These grant programs represented the first time that there has been
immediate, government-funded support for child care centers and family child care programs across the board.

An October 2022 report from the Minnesota Department of Human Services about the Child Care Stabilization Grant
Program? found that:

e 96% of child care providers receiving these grants said that the grants were helpful in keeping their child care
program open and operating.

e 70% of recipients used the grants to provide bonus pay.
e 64% used the grants to increase hourly wages.
e 84% said the grants were helpful in retaining staff, and 61% said they helped attract new staff.

The National Association for the Education of Young Children conducted a national survey in 46 states in the summer of
2021 to determine the results of distributing relief funds to child care programs during the pandemic.* In Minnesota, they
found:

e 35% of respondents inclusive of all settings say their program likely would have closed without help.

e 56% of respondents in child care centers and family child care homes received an increase in compensation
through bonuses or an increase in baseline pay.

e 22% of respondents working in child care centers and 54% of those working in family child care homes have
been able to reduce debt they took on during the pandemic.

Although these grants were conceived as a response to the public health emergency of Covid-19, the child care system is
facing an ongoing crisis of sustainability. Child care is an essential function for the economy, whether or not there is a
pandemic. As the grant programs show, providing additional direct payments to providers can be a successful strategy for
keeping programs open and improving income for early educators.

Timeline for Support Grants

April —June 2020 Peacetime Emergency Child Care (PECC) Grants - $41.137 million was awarded from April
through June 2020 to child care providers in direct payments. The source of funds included
State General Funds and federal funds from the CARES Act.

July 2020 — May 2021 Public Health Support Funds for Child Care - $199.645 million was awarded to child care
providers in direct payments. Funds were provided from the federal CARES Act and CRRSA. An
average of 7,823 programs received payments each month.

June 2021 - 2023 Child Care Stabilization Grants - $304.398 million in direct payments to child care providers,
with a requirement that at least 70% of the base grant go to provide increased compensation,
benefits, or premium pay to employees. Of these funds, $70.5 million has been set aside for
grants targeted to programs experiencing extreme financial hardship.
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