
CHILD CARE

Child Care 
From Market Failure  
to Strategic Investment

The Benefits
High-quality child care provides important individual and societal benefits for children and families, which in turn drives 
economic productivity and reduces the need for government spending.  

Children who attend high-quality child care experience both immediate and long-term gains that translate into personal and economic value. 
In the short term, research shows these children demonstrate improved school readiness,1,2 lower school absenteeism,3 develop stronger 
academic skills,4 and are less likely to need special education services—5reducing educational costs. Long-term outcomes include increased high 
school graduation rates,5 college attainment levels,6 and adult earnings;6 all contributing to child health and wellbeing across their lifespan.   

Child care is essential to a functioning society and economy, enabling parents to work and provide for their 
families, and offering lifelong benefits for children. When parents have reliable and accessible child care, they 
can balance their professional and caregiving responsibilities. These combined effects strengthen families, boost 
parental productivity, and support long-term economic growth. But as it stands, the private market on its own 
fails to meet the demand for affordable, high-quality care. Understanding the root causes of this market failure 
is key to developing effective policy responses that help families build strong, healthy futures. 



Parents display increased workforce participation when affordable, 
high-quality child care is available. Research shows that affordable 
child care drives higher employment rates and increased family 
income,7 allowing parents to cover basic needs and achieve greater 
economic self-sufficiency.  

This workforce participation creates immediate economic activity 
while building long-term earning potential that reduces reliance on 
government assistance and increases tax contributions.  

According to research, access to affordable child care leads to 
improved earnings,7 which can reduce poverty,8 improve parent 
wellbeing,9 and reduce child maltreatment.10 Increased earnings 
even have the potential to reduce the likelihood of adverse 
pregnancy outcomes.11  

The broader economy and society benefit from both increased 
parental productivity and enhanced human capital development. 
Increased parental employment and family earnings can reduce 
poverty,8 bolster state economies, and generate additional state 
revenue. The long-term economic gains from improved educational 
outcomes and higher-skilled workers can reduce the need for 
government support5 and increase tax revenue. In all, society 
benefits when families have access to affordable, quality child care 
that enables them to thrive economically, socially, and personally. 

Child Care: From Market Failure to Strategic Investment

Current Reality: Market Failure

Strategic Solution: Public Investment

Lack of Access
Limited slots create widespread access gaps

Affordability Crisis
Families can’t pay the true cost of quality care

Economic Externalities
Markets can’t capture full societal benefits

Human Development
Children prepared for life-long success

Expanded Access
Affordable care available when families need it

Economic Growth
Increased productivity and tax revenue

The Economic Case
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Even with our understanding of the extensive value of child care, 
families across the country struggle to find and afford care. Many 
families live in communities where the number of children far 
exceeds the number of available child care slots.12 Furthermore, 
when some families secure an open slot, affording care presents 
a financial challenge. The average cost of center-based care 
for infants is $15,965—between 28.6% and 49.0% of median 
income for single parents and between 7.5% and 17.9% of 
median income for married couples, depending on the state.13 
Altogether, the child care system represents an example of a 
market failure.   

A market failure occurs when the private market fails to allocate 
resources efficiently to meet society’s needs, often because 
costs or benefits extend beyond those directly involved in a 
transaction. In child care, the benefits of high-quality services 
extend beyond the immediate transaction between families and 
providers, creating significant value for the broader economy 
and society.  

In a market failure, these benefits are not reflected in the market 
price, often leading to insufficient investments in goods or services 
that deliver widespread value. Child care systems rely on an 
intricate balance of supply and demand, but due to many families’ 
inability to pay prices that reflect these extensive societal benefits, 
the market consistently underinvests in quality and capacity. 

The Problem

This market failure manifests in predictable ways. Programs 
must keep prices within what families can afford, which results 
in low wages for early educators14 and fuels high turnover.15 The 
resulting instability and poor working conditions16 make it difficult 
to maintain quality, while thin profit margins17 make it difficult for 
programs to keep doors open or for entrepreneurs to be interested 
in entering the market. Many families are then left to live in areas 
where available slots fall far short of demand, limiting their ability to 
choose the type of care that best fits their needs.  

Despite decades of market-based approaches, these fundamental 
supply and demand imbalances persist because the private market 
cannot capture the full social and economic value that high-quality 
child care generates. The logic is straightforward: parents cannot 
work without care, businesses cannot operate without workers, 
and the economy and society cannot thrive without both. In these 
cases, government intervention can compensate the system.    

The logic is straightforward.
Parents cannot work without care.
Businesses cannot operate without workers.
The economy and society cannot thrive without both.



The Opportunity

Without strategic intervention to correct this market failure, society 
continues to bear the indirect costs of an underfunded system 
and fails to idealize all the potential benefits. The current system’s 
inefficiencies cost the nation an estimated $122 billion annually in lost 
earnings, productivity, and revenue18—a substantial economic drain.  

Policymakers are well-positioned to increase support for child care 
and realize the various benefits of a fully funded system, including 
children who gain the benefits of high-quality care, families that are 
supported to work, and an economy that is bolstered by increased 
productivity. Public investment in child care represents a targeted 
intervention to correct a market failure and expand family choice, 
rather than an expansion of government services. Research shows 
that child care investments yield high returns and reduce government 
spending in the long term.  

New Mexico and Virginia have made significant 
investments into their child care programs, and 
estimates show the returns to children, families, 
and the state in the short- and long-term.

https://pn3policy.org/transforming-the-child-care-landscape/
https://pn3policy.org/early-investment-a-lifetime-of-returns-articulating-the-value-of-early-childhood-investments-in-virginia/
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