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EXECUTIVE SUMMARY

Maternal employment rates are important. Families where parents work experience a
significantly lower risk of child poverty. Mothers who are able to work, or return to work,
reduce their ‘motherhood pay penalty’, the fall in earnings that is linked to the length of
the break in economic activity following childbirth. In addition, maternal employment has
been positively linked to child development, and to parents’ health and wellbeing.

Beyond the benefit to individual families, higher levels of maternal employment also
produce a significant return to the Treasury. Indeed, the reduction in benefit spending and
rise in tax revenues that maternal employment produces could be reinvested as part of a
package to invest in better quality childcare.

A range of factors influence family, and maternal, decisions about work. Individual
preferences about whether to work or look after children, the availability of work, the
potential for flexible working and the quality of childcare are just some of the important
issues that parents consider. Overall, many mothers say that they do want to work and/
or increase their working hours; but repeated parent surveys have found that one very
significant barrier is the lack of affordable childcare, and/or the lack of flexibility in the work
that is available.

Affordability and maternal employment: the international evidence

With the recent announcement of a £750 million annual package of government investment
in affordability through tax-free childcare and universal credit, affordability is high on the
current political agenda. By making childcare more affordable for parents, work pays more
and mothers are better able to enter a job, and to work more hours; this and past UK
governments have frequently cited support for more maternal employment as a central goal
of early years policy. However, there are still concerns that the current proposals to extend
tax-free childcare and support through universal credit may not actually decrease childcare
costs, given the consistently high level of price inflation in the childcare market.

The international evidence shows that despite relatively high female employment rates, the
UK has comparatively low maternal employment rates. National employment data from
2013 shows that the employment rate for working age women with dependent children
was 67.5 per cent, compared to 76.2 per cent for those women without dependent
children. Among OECD countries (using comparative data from 2009), the UK’s maternal
employment rate of just under 70 per cent is average — but this is considerably below

top performers Denmark, Sweden and the Netherlands, all of which attain maternal
employment rates of around 80 per cent. And the UK lags behind other OECD countries in
particular categories: for example full-time workers, lone parents and low-skilled workers.
This suggests that there is scope to increase maternal employment rates in line with other
OECD countries.

Childcare and early years policy has been shown to be a key factor driving these
differences. In recent years, a plethora of research has attempted to account for the

wide disparity in female employment rates between different countries. Those studies

that assess the impact of different areas of family and social policy on employment rates
consistently find that the degree of public support for childcare is a significant determinant
of maternal employment rates. Countries with greater enrolment rates in publicly funded
or provided childcare also have higher maternal employment. Analysis of the international
literature also suggests that childcare systems that support high levels of maternal
employment provide 30 or more hours a week of subsidised childcare. This is a significant
finding in considering future policy directions for the UK.
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Other work has shown more mixed results. Many researchers have studied individual
countries’ specific policies for providing free or affordable childcare, isolating the impact of
the cost of childcare net of other factors. In many of these, affordable care is clearly linked
to an appreciable increase in maternal employment; but in others, the relationship may be
weaker. While there are important methodological differences between these studies that
make it difficult to generalise, it does seem to be the case that in countries where maternal
employment is relatively low and childcare is relatively expensive, reducing the cost that
parents pay can significantly increase the number of mothers in paid work.

The importance of childcare costs varies between different groups of mothers and across
different systems of childcare provision. The key things affecting maternal employment
levels appear to be a combination of family, childcare and job factors.

Family factors include:

e age of youngest child

e number of children

e relationship status

e partner’s working pattern
* income level

e preferences.

For example, mothers are increasingly likely to work as the age of their youngest child
rises. Many mothers also move from part-time to full-time work when their youngest child
starts school. This shows that increasing the support for good quality affordable childcare
for younger children is a vital step in increasing maternal employment and for reducing the
gender wage gap.

Childcare factors include:

e the cost of childcare

e the availability of places

e the quantity and flexibility of provision.

For example, many parents cannot find childcare provision for the hours that they work. It
is particularly difficult, and more expensive, to find childcare for parents who work outside
the conventional 9am to 5pm weekday pattern. Since many jobs of this type are in low-
paid sectors, mothers working ‘atypical hours’ are at a double disadvantage.

Job factors include:
e the nature of the labour market

e job supply
e the prevalence of part-time working
e skill level

e work flexibility
e interaction with the benefits system.

The international evidence suggests that as countries make childcare more available
and affordable, the largest impact is on those mothers on the margins of employment.
Internationally, the differences between countries’ maternal employment rates are largely
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driven by low employment among mothers with lower levels of educational attainment
— there is less disparity in the employment rates of highly educated mothers. In some
countries, like Sweden, mothers with fewer professional skills and qualifications are
already working in large numbers. But in others, including the UK, they are much less
likely to be participating in the labour market.

Based on an analysis of the international literature on maternal employment and childcare
affordability, a number of lessons on effective strategies emerge, focusing on different
groups of mothers.

e Making childcare more affordable can increase both the overall maternal employment
rate and the hours that mothers work. The evidence suggests that affordable
childcare can increase the maternal employment rate by between five and 10
percentage points. There is also evidence that affordability can increase the hours that
mothers work. Given the comparative high levels of part-time working of UK mothers,
this suggests that there is scope for mothers to work more hours.

e The evidence suggests that affordable childcare supports mothers with younger
children (aged up to two) to enter or re-enter work, and mothers whose youngest
child is between three and five to increase their hours.

e A childcare cost of around 10 per cent of net family income appears to support high
levels of maternal employment (in the UK the figure is currently closer to 30 per cent
for full-time dual earner couples and 20 per cent for 1.5 earner couples on median
incomes). Once childcare costs are less than 10 per cent of net family income, there
appears to be a less significant increase in the maternal employment rate.

e The biggest impact of affordable childcare on the maternal employment rate is on
groups facing the largest employment barriers — for example lower-skilled and lone
parents.

e Affordable childcare will have a greater impact if provision is flexible, and can fit more
closely around working hours even if these fall outside the regular ones, and if more
flexible job opportunities are available to parents.

However, this is not simply a straightforward issue of affordability. A number of other
factors contribute to parents’ decisions about whether or not to take up childcare,
including employment issues. These should also be taken into consideration when looking
at the policy implications.

Living standards and public finances

New modelling in this paper suggests fiscal returns for increasing the maternal
employment rate — both in the number of mothers working and the hours they work.
Based on IPPR’s tax-benefit model, we consider the impact of a range of scenarios (all
of which raise the maternal employment rate in different ways) on households as well as
public finances.

The evidence suggests several ways that supporting mothers into employment and
encouraging a greater level of full-time employment among working mothers would
generate a substantial increase both in living standards and in fiscal impact.

e Anincrease of five percentage points, which would make the UK a mid-performer
compared to other OECD countries, would generate a net positive fiscal impact
of approximately £750 million. This is a combination of increased tax revenue and
savings on out-of-work benefits. The current population of mothers who are not
working tends to be concentrated towards lower-income families, since they live in
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either workless or single-earner families. This implies that supporting out-of-work
mothers into employment through more affordable childcare would particularly benefit
families on lower incomes.

e Supporting mothers who are already in work to increase their hours generates
a large positive fiscal impact, as families move out of the means-tested benefit
system and pay income tax and national insurance on the majority of their extra
income. Our modelling shows that a rise of five percentage points in the proportion
of working mothers employed full-time would generate a net positive fiscal impact
of approximately £700 million annually. This also has a significant impact on living
standards but this is concentrated in higher-income families, as low-income families
are less likely to have a mother even in part-time work.

These figures rise with greater increases in the maternal employment rate. We present five
per cent as an ambitious but realistic aim, given current economic forecasts.

While increasing mothers’ employment rate and increasing full-time employment among
mothers are not mutually exclusive policy goals, they do each suggest a different
emphasis for childcare and early years policy. For instance, increasing the number of
hours of the early years entitlement at ages three and four is more likely to help mothers
who are already working part-time to work longer hours; extending the current entitlement
to all parents of two-year-olds instead would help parents of younger children who
currently out of work to move into employment.

Policy implications
This analysis suggests that the UK should be working towards three main priorities.

e More affordable childcare for mothers with children aged up to two, for low-skilled and
for lone parents, in order to enable them to enter, or re-enter, employment.

e More affordable childcare to parents of three- and four-year-olds and families where
mothers are already in work, in order to enable mothers to increase their working hours.

e A system that is supply funded and more affordable for parents: childcare should
account for around 10 per cent of a family’s disposable income.

These recommendations also assume a greater flexibility in childcare provision, so
that parents have more choices; and better access to flexible working, with more
accommodation from employers over different working options.

The current government policy direction fails to consider in any systematic way the
different factors discussed in this report and how they might interact. There are real
concerns that universal credit may result in lower childcare support for families on low
incomes; and that tax free childcare will not only be biased towards higher-income
families, but that childcare costs will continue to outpace the support offered in the
proposals. This means that childcare costs for parents are likely to remain high for
the foreseeable future. It also means that costs will continue to constrain employment
decisions, especially for mothers.

There are too many mothers missing from work, and in large part this is because of the
lack of affordable childcare. This is not an easy challenge to solve, but the benefits to
children, families and society could be transformational.
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INTRODUCTION

In recent decades there has been a substantial increase in the numbers of women
employed in the UK. The gap between male and female employment rates has narrowed
significantly. However, a significant gap remains; the latest data shows a difference of five
per cent between male and female employment rates (ONS 2012).

The majority of this gap — around 90 per cent — is accounted for by the relatively low employ-
ment rate of mothers." In the first quarter of 2013, the employment rate of working-age
women with dependent children was 67.5 per cent, against 76.2 for those with no dependent
children (ONS 2013a). This gap between women with and without children is larger than the
overall gap between women and men. And although there have also been changes in men’s
employment patterns, mothers still often have primary responsibility for childcare.

While there are many factors influencing mothers’ participation in the labour market — such
as preferences, job availability and the quality of childcare provision — this report focuses on
the relationship between maternal employment and the affordability of early years education
and care. It presents new empirical evidence alongside a review of the international
literature, in order to consider how early years policy in the UK can be reformed to support
families more effectively in balancing the dual responsibilities of work and care.

The international evidence suggests that there is indeed a relationship between maternal
employment rates and the affordability of childcare; and that maternal employment
increases when childcare is more affordable.? This analysis aims to understand that
relationship in more depth.

We should be concerned about the low employment rate of mothers for several reasons.
Firstly, employment has been shown to have a positive impact on maternal well-being.
For example, Susan Harkness and Amy Skipp have found that mothers in employment
(both those in a couple and single mothers) have lower levels of depression, as moving
into work leads to improved mental health. This in turn affects their children because
good maternal mental health is linked to good child development (Harkness 2012,
Harkness and Skipp 2013).

Also, low levels of maternal employment exacerbate gender inequality in earnings. The
period spent outside the labour market following childbirth leads to a ‘motherhood pay
penalty’, a reduction in the earnings of mothers compared to women with no children.
Previous research by IPPR has found that mothers born in 1970 earn around 11 per
cent less (on average and controlling for a host of other individual characteristics such
as educational attainment and social class) than women of the same age who do not
have children (Lanning et al 2013). While there are other factors behind the motherhood
pay penalty, it is certainly linked significantly to the break in economic activity brought
about by childbirth and the resulting time out of paid work, which reduces mothers’ ability
to build up and retain skills and work experience. The evidence also suggests that the
motherhood wage penalty rises with the length of the break. As a result, many families’
livelihoods are undermined.

Finally, many mothers themselves say that they want to work and/or increase their
working hours.

1 The employment rate of working-age women is six percentage points lower than working-age men. If mothers
are removed from this comparison, it falls to a gap of 0.6 percentage points.

2 Throughout this paper we define the affordability of childcare in terms of the price parents have to pay. This
is distinct from the total cost, since families get some hours of childcare for preschool children free, and may
receive subsidies to meet part of some other costs.
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Increasing maternal employment rates can have social and economic benefits for families.
There is also a significant return to the Treasury, which could be used towards investing
better quality childcare.

However, maternal employment is more complex than whether someone is in a job or not;
it is necessary to understand some of the barriers that mothers experience in entering

or re-entering work. Many women return to work part-time, and this carries its own pay
penalty. Research has found that those women working part-time earn around 22 per
cent less per hour than women working full-time, mostly because many move into lower-
skilled employment (Manning and Petrongolo 2005). We should therefore be concerned
not only about the low employment rate of mothers, but also about the type and quality
of work they enter following childbirth, and the length of the period they spend out of

the labour market. This work aims to understand some of the differences in employment
patterns of different groups of mothers; for example mothers with different levels of skills,
and mothers of under-fives of different ages. We then consider policy ideas for supporting
mothers into and in work.

This report focuses on the relationship between the affordability of childcare for parents
with children under five and maternal employment rates. We examine the international
context with the aim of understanding which mothers are working, and why other mothers
are not; the barriers to employment; and how the price of childcare has affected these.
We then present new evidence based on modelling different employment scenarios: for
example the economic return for families and to the Treasury of increasing the maternal
employment rate in the UK. Finally we consider some policy ideas — for policymakers (local
and national), and employers.

We focus explicitly on maternal employment, rather than parental employment in general.
This is primarily because it is mothers who are most likely to leave the labour market
following childbirth — in fact, fathers have a higher employment rate than men with no
dependent children. Secondly, the international evidence suggests that the relationship
between the availability and costs of childcare and fathers’ rates of employment or hours
of work is small to insignificant. This may change in the future, though — at least in the
UK — as more recent evidence suggests that the fathers’ working hours are now more
affected by the fact that they have children. Sara Connolly and her colleagues compare
2011 with 2001 and find a substantial fall in the number of fathers working very long
hours (48 and over), and a similar decline in the incidence of fathers wanting to work more
hours. They also find that fathers of very young children tended to work fewer hours in
2011, whereas they did not do so in 2001 (Connolly et al 2013). This suggests that the
link between child care affordability and paternal employment, which the current literature
finds weak, may strengthen in future studies.

Our report is part of the wider IPPR project ‘Childcare: a strategic national priority?’, which
seeks to analyse the case for, and the core components of, a more strategic approach

to early years provision in the UK as well as to explore the impact of childcare on gender
equality, maternal employment and child development. It focuses on the employment
effects of childcare, but we also acknowledge that the impact of care on child
development is equally important and indeed a recent report published by IPPR looks

at child development (Parker 2013). The conclusions drawn in this report are primarily
concerned with maximising the employment effect of childcare, but explicitly state any
conflict or potential conflict with child development. The aim is then to outline a vision of
early years provision that can make progress in both these areas.
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AFFORDABILITY MATTERS: THE POLICY CONTEXT

International evidence suggests that there is a relationship between maternal employment
rates and the affordability of childcare.® Childcare costs for parents are high in the UK
compared to other countries. These costs are continuing to rise above the rate of inflation;
an annual survey showed overall costs increasing by six per cent in 2012, more than
double the rate of inflation (2.7 per cent) (Family and Childcare Trust 2013).

With the current political focus on living standards, childcare costs have become a key
battleground. In the 2013 budget, the government announced a £750 million a year
package investing in childcare. Most of that (£550 million) is to extend tax free childcare
from 2015. The rest (£200 million) is earmarked to fund additional support for working
parents through universal credit. The Labour Party has announced a plan to extend the
free entitlement to 25 hours for working parents of three- and four-year-olds should it win
the next election.

These proposals are in line with previous attempts by UK governments to support families’
use of childcare, and by extension parental employment. This has been done in two main
ways: free provision of childcare to young children through the early years entitlement, and
financial assistance to offset some of the cost of purchasing childcare, through tax credits
and vouchers.

The current offer

The level of support on offer has changed considerably over the last two decades. In
1998, four-year-olds in England were given an entitlement to 12.5 free hours of care

a week over 33 weeks of the year. This was then expanded to cover three-year-olds

in 2004, before being extended to 38 weeks for all three- and four-year-olds in 2006.

In 2010, the hours were increased to 15 a week. More recently, the current Coalition
government has expanded the 15 hours offer to two-year-olds from the most deprived 20
per cent of families, and this will be widened to cover the 40 per cent most deprived two-
year-olds from 2014 (Kennedy et al 2012).

The level of financial assistance has increased as well. Before the last government
introduced working tax credits in 1999, families being means-tested for family credit

were able to disregard childcare expenditure of up to £100 a week. After this, a childcare
component was added to working tax credits, offering a refund on childcare fees. This
was set initially at 70 per cent of up to £100 of childcare fees for families with one child, or
£150 for families with two or more children. The value of this support increased steadily,
so that by 2010, 80 per cent of up to £175 (one child) and £300 (two or more) was
refundable (Kennedy et al 2012).

This system will change under universal credit. Under the current plans, parents will be
eligible for up to 85 per cent of childcare costs for lone parents and couples where both
parents are in work and paying income tax, or 70 per cent for those in work but not both
paying income tax. The monthly limits will also increase to £532.29 for one child and
£912.50 for two or more children.

For those earning more and therefore not eligible for the childcare component of tax
credits, a system of employer-supported tax-free childcare vouchers was introduced in
2005. Employees working at firms which had signed up to the scheme were offered tax
relief on childcare expenditure with approved providers, worth up to £50 (£55 from 2006)

3  Affordability is defined here as the price of childcare for parents. The final report in this project will consider the
overall cost of childcare in more detail.
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a week. In April 2011, higher rate taxpayers were restricted in the value of the tax relief
they could claim on the eligible amounts from 40 per cent (the higher rate of income tax)
to the 20 per cent paid by basic rate taxpayers.

The current government’s proposals change the system significantly. Starting from 2015,
we will move away from employer-led vouchers to a universal system where families with
all parents in work and not claiming universal credit will see tax relief at 20 per cent on
childcare expenditures of up to £6,000 a year per child aged under five, equal to £1,200 a
year. This will then be progressively extended to older children; every year the eligible age
will increase by one year, until all children under 12 will be eligible. There are currently no
plans for a transition system for parents of children aged over five in the first year of the
scheme (Seely 2013 and HM Treasury 2013).

Although any initiative to tackle the high costs of childcare for parents is welcome, there
are real concerns that these proposals may not lead to more affordable childcare for
parents. For example analysis has shown that the scheme is skewed towards benefiting
higher income families (Alakeson et al 2013). There are also concerns with the way

that childcare costs will interact with universal credit; will support for childcare costs be
reduced for families whose income is under the tax threshold (Schmuecker 2013, Davey
2013)? IPPR’s recent analysis of the impact of tax-free childcare also suggests that
childcare costs will continue to outpace the government’s tax relief proposals (Ben-Galim
2013). These concerns demonstrate that it is a challenging and complex issue.

Mothers’ choices

Affordability is obviously a crucial factor in the choices that parents make about work.
Moving (or moving back) into work will bring in extra earnings, but it usually also involves
some financial outlay, especially for parents who cannot call on family and friends.* A
recent survey commissioned by the Department for Work and Pensions found that 43 per
cent of parents of children aged between three and four who would like to work or work
longer hours cite the affordability of childcare as a barrier, rising to half among parents
with a youngest child aged two or under. Among couples with a child under school age
where one or both parents work less than full-time, more than 60 per cent said they would
be willing to increase the amount they work if the extra childcare costs were covered by
the government (Borg and Stocks 2013).

Conversely, as the price of childcare rises, and/or the hours are not available, the incentive
for out-of-work parents — the majority of whom are mothers — to return to work reduces.
This is particularly the case for those likely to move into lower-paid work, such as those
with few or no qualifications, since childcare costs account for a larger proportion of their
earnings, and they may also lose tax credits and benefits.

Of course, financial incentives are not the only factor that determines the number of
mothers who return to work, but it is clear that society overall has changed considerably
in recent decades. Given that one in three working mothers is now a breadwinner (earning
as much as or more than her partner) the suggestion that most mothers do not want to
or should not work is now clearly outdated (see Ben-Galim and Thompson 2013). The
Understanding Society survey reports that among the last generation for which data is
available (born between 1966 and 1979) around 10 per cent of men, and considerably
fewer women, agree with the statement ‘a husband’s role is to earn money and a wife’s

4 In addition, families claiming out-of-work and most means-tested benefits will consider how they might
become ineligible for these benefits, or eligible for a reduced amount, by starting work.
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is to look after the home’ — whereas the percentage for those born before 1945 is around
double that (Duffy and Clemence 2013).

In their review of the literature on maternal preferences for work, Nadia Steiber and
Barbara Haas (2012) find that while there is evidence of a link between individuals’
preferences about work or family care and their employment behaviour, the relationship
between the two may run both ways. Many mothers who are initially less happy to be
working outside the home change their minds over time, both about employment and
about paid childcare. Steiber and Haas also report findings from several studies that show
inconsistencies between women’s working behaviour and their attitudes, with, for instance
some mothers not in employment believing strongly that mothers should be able to work,
which they suggest indicates barriers to families achieving their desired work-care balance.
Similarly, Daniela Del Boca and her colleagues present some compelling evidence that

low preferences for maternal work among most southern European economies (with the
exception of Portugal) may also be the result of structural features of the economy, such as
the lack of part-time jobs (Del Boca et al 2002).

The international context

A review of the international evidence supports the argument for a significant link between
affordable childcare and higher maternal employment rates. This holds true both for
women entering or re-entering work and those increasing existing working hours.

Many studies try to account for the wide cross-country disparities in maternal employment
using a range of economic, institutional and policy factors. This research has consistently
found a strong association between the level of public support for childcare and maternal
employment levels, even after accounting for a host of other factors.

Government support for childcare is measured in these studies either in terms of the
value of cash subsidies for purchasing childcare, or in terms of the supply and take-up of
publicly provided childcare which is either free (such as the free entitlement in the UK) or
heavily subsidised. One international analysis of the variations between mothers’ hours
of employment one year before and two years after having a child in different countries
finds that the availability of public childcare accounts for 33 per cent of the international
disparity (Uunk et al 2005). This is greater than the other factors included in this model,
such as individual level characteristics like educational attainment and national variations
in economic affluence and attitudes towards gender and work.

Becky Pettit and Jennifer Lynn Hook analyse the effect of having a child aged up to

two on the probability of maternal employment across 19 countries, using data on the
public provision of childcare. They find that in countries with a greater level of enrolment
in publicly funded childcare, the probability of maternal employment is higher. In fact

on average, a percentage point increase in the proportion of children aged up to two in
publicly funded childcare is associated with a 2.9 per cent increase in the likelihood that
mothers of children aged up to three will be in work (after accounting for other factors
such as educational attainment, age and relationship status) (Pettit and Hook 2005).
Steiber and Haas reach a similar conclusion (Steiber and Haas 2009). While it is too
simplistic to suggest a direct correlation, and it is likely that the impact of childcare in
different countries depends on the structure of their labour market and the initial level of
maternal employment, this evidence does point towards a positive relationship.

The evidence at a national level is more mixed, but nonetheless often finds a significant
impact of free or affordable childcare on maternal labour supply. The most often cited

10 IPPR | Childmind the gap: Reforming childcare to support mothers into work



example is the Canadian province of Quebec’s childcare programme, which offered
parents full-time care for under-fives at the heavily subsidised price of $5 per day, later
rising to $7. This was implemented in stages, starting in 1997 with four-year-olds and
extending over the following years to younger children. Several studies have shown

the policy has had a significant impact on maternal employment.® Michael Baker and
colleagues compare the employment rates of married mothers in Quebec to elsewhere
in Canada and find an eight percentage point increase in maternal participation in the
labour force (Baker et al 2005). More recent studies by Pierre Lefebvre and his colleagues
compare the employment patterns of mothers of eligible children against the patterns
among similar mothers in other Canadian provinces not covered by the policy. Looking
across the first decade of the policy, they find that the participation rate of mothers with
children aged between one and five was approximately eight percentage points higher in
Quebec (Lefebvre and Merrigan 2008, Lefebvre et al 2011).

There are many other examples from countries that have enacted similar reforms. A price
cap on Norwegian childcare contributed to an increase in maternal employment of four
percentage points (Hardoy and Schone 2009). Marianne Simonsen’s analysis of Danish
mothers in the early 2000s finds that on average a 10 per cent increase in the price of
childcare would have reduced their employment rate by between one and 2.5 per cent

in the first year following childbirth (Simonsen 2010). Other studies find similar results for
Spain and Israel respectively (Schlosser 2011, Nollenberger and Rodriguez-Planas 2012).

There are also exceptions. Reforms capping Swedish prices in 2002 appear to have had
no impact and nor does the provision of free universal kindergarten care in three states of
the US (Lundin et al 2007, Fitzpatrick 2010). While there are important differences in the
methodologies used across the literature, which is likely to explain at least some of the
variation in results, researchers have also suggested two other very significant factors.

Maria Donovan Fitzpatrick compares the results of her work in the US to those found in
similar studies, conducted on data consistent with hers but dating from several decades
ago. The earlier research did find that childcare affordability substantially increased
maternal employment. She suggests that women may now be less responsive to this
incentive, because far more mothers in the US are now in work in any case. Those that
are currently workless are more likely to face other barriers such as a lack of qualifications
and/or experience, which make it even more difficult for them to find employment
(Fitzpatrick 2010 and 2012). Other research from the US supports the argument that

the women who are out of work are now less responsive to financial work incentives in
general (Heim 2007).

Another paper looking at a reform that reduced Norwegian childcare prices in a similar
way to the Swedish cap also found that more affordable childcare did induce a significant
maternal employment response. Authors Inés Hardoy and Pal Schene suggest that

this could be caused by the fact that as prices were originally higher in Norway than in
Sweden they dropped more significantly after the cap, suggesting that this policy would
be more effective in a country where the original costs were at a similar level to Norway’s.
In addition, they note that the supply of childcare places increased by a greater number in
the Norwegian case than in the Swedish reform (Hardoy and Schene 2013).

5 It should be noted that the Quebec childcare policy, while having a significant positive impact on maternal
employment, was found to have a detrimental impact on child development for some children who enrolled,
emphasising the importance of considering both objectives when designing early years policy (Baker et al 2005).
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Taken together, the conflicting results found in the literature suggest that in countries
where a high proportion of mothers are already working, or childcare is already affordable,
reducing the cost of childcare will have little impact on maternal employment. The UK,

by contrast, is characterised by internationally high childcare prices and a maternal
employment rate less than the international average. This means action to reduce the
price that parents face for childcare is needed to reach a tipping point and support higher
maternal employment in the UK.
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Figure 3.1

Employment rates by
gender and age of
youngest child, 2012 (%)

THE SCOPE FOR INCREASING MATERNAL
EMPLOYMENT

Compared to other countries, the UK has relatively high rates of female employment and
low rates of maternal employment. This chapter looks across the population of mothers

in the UK to pinpoint the key maternal employment gaps. It looks at this variation using

the latest UK data, and considers how these patterns have shifted over time, and in
comparison to other OECD countries. This is important for policy, because it identifies the
groups of mothers who face the largest childcare-related barriers to work, and the mothers
and families who stand to gain the most from more affordable or available childcare.

Children’s ages

The age of the youngest child matters: see figure 3.1 (the ‘no dependent children’
category includes some parents whose children are adults, as well as individuals that have
never had children). The percentage of mothers of under-fives in work is under 60 per
cent. This rises to 67.1 per cent among mothers of older, school-age children but this is
still substantially lower than the 75.2 per cent of women with no dependent children who
are in work. By contrast, fathers of under-fives have a much higher employment rate of
almost 90 per cent. In addition, the vast majority of lone parents, around 92 per cent, are
women and so face greater caring responsibilities which in turn can impact on their ability
to work outside the home (ONS 2012).
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Source: IPPR calculations based on ONS statistics (ONS 2013a)

Looking at the distribution of maternal employment by the age of families’ youngest child

across the last two decades reveals three important trends (figure 3.2).

e Maternal employment rates rise as the age of youngest child goes up, although over
the last two decades this increase has become less pronounced. In 1992 there was
a difference of almost 25 percentage points in the employment rates of mothers with
a youngest child aged 0-2 and those with a youngest child aged 5-9. This difference
has shrunk to around 10 per cent.

e The employment rate of mothers with a youngest child aged three or four has risen by
over 10 percentage points since 1992.

13 IPPR | Childmind the gap: Reforming childcare to support mothers into work



e Qver the last 20 years there has a large increase in the employment rate of mothers
of very young children. This is partly linked to greater statutory entitlements to
maternity leave.®

Figure 3.2
Maternal employment 80
rates by age of youngest 69.3 g7 4 708 715 g9
child (%)
N 1992
H 2002
B 2012
0-2 34 59 10-15
Source: IPPR calculations based on ONS statistics (ONS 2013a)
The shape of the maternal employment distribution against the age of families’ youngest
child also reflects family preferences; 37 per cent of mothers of under-threes not on
parental leave are not in work and state they do not want to work, the vast majority citing
family care reasons. This falls to 25 per cent among mothers with a youngest child aged
between three and four and to 15 per cent among mothers of children aged between five
and 15 (ONS 2012).
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6  During maternity leave, terms and conditions of employment stay in place meaning that a women is still
employed. Research shows that the vast majority of women (77 per cent) who return to work do so 12 to 18
months after the birth of their child (Chanfreau et al 2011).
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Figure 3.4

Maternal employment
rates for a selection of
OECD countries by age
of youngest child, 2009

Figure 3.3 shows maternal employment rates for a selection of OECD countries in 2009
(the latest available evidence). With the caveat that 2009 was an abnormal year for labour
markets in most advanced economies, and most European countries experienced a
sharp increase in unemployment levels, the wide disparity in maternal employment rates
is nonetheless apparent. The UK has a maternal employment rate close to the OECD
average, at just under 70 per cent. However, there is a striking difference between the UK
and the top performers, with Denmark, Sweden and the Netherlands all reaching maternal
employment rates of around 80 per cent.

By comparison, figure 3.4 presents maternal employment rates for a selection of OECD
countries by the age of families’ youngest child. It shows that the UK has an above
average employment rate for mothers whose youngest child is of school age (from six to
14) of 73.8 per cent. The UK also has an above average employment rate for mothers of
children aged two and under, with 55.9 per cent in work against an OECD average of 51.4
per cent. It is worth noting, however, that the UK still performs substantially below the top
performers such as Sweden, Denmark and the Netherlands for both age groups. Among
mothers of those aged three to five, the performance of the UK lags behind the OECD
average of 64.3 per cent, with only 58.2 per cent of mothers in work. Sweden’s maternal
employment rate is over 80 per cent for this group of mothers, with a group of countries
such as Denmark, the Netherlands, France and Portugal all above 70 per cent.
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Source: OECD 2012

These maternal employment patterns indicate that mothers are increasingly likely to work
as the age of their youngest children rises, with important increases around the age at
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which children start school. While this may again be related to rising preferences for

work as children get older, it is also linked to the fact that they are in school for a large
proportion of the day. And although not all work hours are compatible with the school day,
and there are problems with the availability of wrap- around care, the transition into school
does mark a change in employment patterns (part-time or full-time) for many mothers.

Mike Brewer and Gillian Paull find that when a youngest child starts school in the UK,
around a quarter of non-working mothers move into work. While there are still substantial
levels of churn, with around 11 per cent of working mothers leaving employment, this
nonetheless results in a net increase in maternal employment; between the June before a
child starts primary school and the September the year after the employment rate rises by
3.4 per cent (Brewer and Paull 2006).

Looking at the impact of starting school on American maternal employment, Jonah
Gelbach finds a similarly sizeable increase in maternal employment of between six and 24
per cent, depending on family characteristics. In addition, he finds that this effect extends
to younger children, since in the US at the time of the survey many three- and four-year-
olds were eligible for publicly funded preschool programs. This suggests that both age

of child and the right to free education with stable and secure hours has an impact on
employment decisions (Gelbach 2002).

Costs and availability

But the data also reveals differences for mothers of preschool children and, as Gelbach’s
work demonstrates, the availability of free or affordable childcare is also a factor. The
evidence from other countries suggests that affordable childcare for children aged up

to two could offer more options for mothers to return to work, or enter the employment
market for the first time.”

In the UK maternity leave provision (for those in work and eligible) lasts a year; and a free
entitlement of 15 hours of childcare is being offered to the 40 per cent most disadvantaged
two-year-olds and then to all three- and four-year-olds. This means that apart from any
childcare vouchers or tax credits that they may claim, parents have very little support
between the end of maternity leave and the beginning of their free entitlement.

Tackling the motherhood wage penalty

Affordable childcare is also linked to the size of the motherhood wage penalty. Michelle
Budig and her colleagues find that the size of the wage penalty varies substantially
between different countries, and that while it is associated with a variety of family policies,
including parental (and paternity) leave, these policies clearly include the provision of
publicly-funded childcare for children aged up to two; moving from countries where no
children this age are in childcare to one where around 40 per cent are in childcare reduces
the pay penalty from a drop of 10 per cent to one of four per cent. They find no such

link for children aged between three and six, however (Budig et al 2012). Another study
using American data finds that the length of break can account for 60 per cent of the
motherhood pay penalty (Staff and Mortimer 2012). A Finnish study finds a similar result,
but also suggests that after two years the penalty levels off (Napari 2010). IPPR analysis
has shown a pay differential between women who have had children and those who

have not, with mothers earning 11 per cent less compared to women without children.

7  See above: mothers on maternity leave are employed but are on leave, either paid or unpaid paid depending
on state and company provision. The age range is 0-2 for data purposes. It does not suggest that mothers
return to work immediately after having children.
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The same analysis also demonstrates a ‘motherhood pay gap’ compared to fathers;
mothers born in 1970 could expect to earn 26 per cent less than the average father by the
time they were in their late 30s (Lanning et al 2013).

Research in the Netherlands found that introducing a childcare subsidy available to all
parents had a positive impact on mothers of children up to three and mothers of children
between four and seven. The subsidy, which led to a fall in the average fee faced by
parents of around 50 per cent, was found to increase the maternal employment rate by
2.3 percentage points (Bettendorf et al 2012). Another study in France found that when
children start preschool at age two, there is a significant positive impact on lone parents’
employment, although not on mothers who are living with a partner (Goux and Maurin
2001). Alexander Bick (2010) simulates the impact of increasing the supply of subsidised
childcare for children aged up to two using a sample of West German mothers, finding
that it raises the number of mothers working part-time by five per cent and full-time by
2.4 per cent.

One study looking at Quebec’s $5 a day policy, which covered all children aged

between one and five, found that it had the largest impact on mothers with a youngest
child aged either one or three. Between the third and seventh years of the policy, they
found it increased maternal labour supply by an average of 12 percentage points for
mothers of one-year-olds, and 14 per cent for mothers of three-year-olds (Lefebvre

and Merrigan 2011). The policy was rolled out in a way that meant that mothers of

older preschool children were eligible first, before it was extended to younger children.
However, the strong effect found for mothers of one-year-olds occurred even before they
were eligible, which the authors suggest may be related to families’ needs to secure a
childcare place.

In general, countries with high maternal employment rates also have affordable childcare
at all ages between one and five. For instance, in Sweden parents are eligible for the
same level of support irrespective of their children’s age. Similar systems operate in
Norway and in Denmark. Cross-country studies have also found differences in aggregate
maternal employment rates to have a greater link with public childcare provision and
enrolment at ages up to two than at ages three to four.

Irene Broeckmann and colleagues have looked at the gap in employment and hours
worked between mothers and women without children across 19 countries, finding that
it is closely linked to the proportion of children enrolled in publicly supported childcare
aged up to two (there is no equivalent relationship for those aged 3-5) (Broeckmann et al
2013). Pettit and Hook (2009) reach a similar conclusion. Other studies do find an impact
at three to five, but it is smaller than that for children aged up to two (Eliason et al 2008,
Hicks and Kenworthy 2008).

Given that greater childcare support at one or two is likely to have a significant impact
on maternal employment, it will also help to reduce the motherhood wage penalty. Most
studies that look at the long term impact on women’s wages of having children find

that the longer the break in employment, the greater the drop in wages when mothers
do return to the workplace (Budig et al 2012, Staff and Mortimer 2012). Importantly,
studies that allow the impact to change over the length of the gap find that it levels off
after around two years (Napari 2010). Therefore increasing the support for childcare

at younger ages is vital both for increasing maternal employment and for reducing the
gender wage gap.
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Table 3.1

Part-time and full-

time employment as a
percentage of maternal
population, by age of
youngest child (%)

Figure 3.5

Distribution of hours
worked among employed
mothers in couples of
0-14-year-olds (%)

Part-time work

Mothers who are in work are also much more likely to be working part-time, compared
to other women of working age. This is partly the result of their own choice, but there is
also evidence that a sizeable minority of mothers currently working part-time, particularly
in lower income groups, would prefer to be working more hours. A Resolution Foundation
survey in partnership with Mumsnet of nearly 2,000 mothers showed that one in five
working mothers want to work more — on average 10 more hours a week; while 40

per cent of those currently not in work want to work, on average for 23 hours a week
(Alakeson 2012). It is also lower-earning mothers who are more likely to want to work
more. On average, the gross earnings of those who wanting to work more is £13,000
compared to £29,000 for those who do not.

Table 3.1 shows that more mothers with a youngest dependent child aged three and up
work part-time than full-time. The low number of part-time workers among mothers of
children aged 0-2 reflects maternity leave, for which mothers are counted as being in full-
time work if they were before they went on leave. The proportion of mothers of children
aged three to four who are working part-time increased at a much faster rate than full-time
maternal employment between 1992 and 2002. Since then the part-time employment rate
has decreased slightly but remains over 10 percentage points higher.

1992 2002 2012
PT FT PT FT PT FT
0-2 17.3 21.0 26.7 23.7 27.4 29.6
3-4 26.8 20.5 35.0 21.6 34.4 24.4
5-9) 41.0 22.0 43.4 26.0 41.3 26.1
10-15 40.2 30.6 40.4 31.1 37.7 31.2

Source: IPPR calculations using ONS data (ONS 2013a)

Figure 3.5 presents data on the hours worked by mothers in couples, in the UK and
compared internationally.
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The chart shows that the UK has the third highest proportion of mothers working part-
time (up to 29 hours a week) in the OECD, lower than only Germany and the Netherlands.
The countries with the lowest levels of part-time working tend also to have a much larger
proportion working 40 or more hours, and relatively few working between 30 and 39
hours. The UK has very few mothers, less than 20 per cent of those employed, working
40 or more hours.

Women in the UK are substantially more likely than men to work part-time. In 2011, almost
40 per cent of women in employment worked part-time hours compared with less than

12 per cent of men. There are numerous explanations for why this is the case, but chief
among them is the fact that the greater care responsibility shouldered by both mothers
and older women affects their preferences about full-time work, and limits their ability to
move into it. It also affects the work that mothers do; part-time work opportunities in the
UK tend to be concentrated in low-paid occupations. Evidence from other countries, such
as the studies in Quebec and the Netherlands cited above, shows that childcare reforms
also have a positive impact on the hours that working mothers do, and make it possible for
many to increase their working hours.

The lack of flexible working and the low pay associated with part-time working in the UK
will continue to constrain choices for many women — and mothers in particular — in the
labour market. Women with lower qualifications and those who have children at a younger
age find it harder to secure good jobs and opportunities at work; after they do find a job,
many may not have the option to reduce their working hours because they will lose their
income, or they may be concerned that they will be perceived as less committed.

In addition, the maternal employment impact of affordable childcare is long-lasting. The
Quebec reforms, providing a full-time place for every child at low cost, caused an immediate
effect on the labour supply of mothers when it was introduced in 1997 but the impact

three years afterwards was even larger. Similarly, average annual hours worked by mothers
increased by 84 hours in 1999 as a result of the policy, but by 2002 this had increased to
an impact of over 230 hours (Lefebvre and Merrigan 2008). In Spain, the significant positive
effect on maternal employment of expanding public childcare to three-year-olds persisted
for individual mothers for up to three years afterwards, wearing off as children start school
(Nollenberger and Rodriguez-Planas 2012). Affordable childcare is therefore likely to have a
cumulative effect over time, reducing the maternal employment gap.

Skills and education

Skill levels significantly affect people’s ability to work. Highly-skilled people can command
higher wages, and have greater incentives to move into work. Qualifications and
educational attainment do not necessarily equate to skills, but are generally used as a
good indicator of a person’s skill levels. IPPR analysis has also shown a widening pay gap
between women based on levels of educational attainment. Female graduates (born in
1970) earned approximately 75 per cent of male graduates’ wages. However, the pay gap
between women with and without degrees was even bigger than this: graduate women
earned 32 per cent more than women without degrees. By comparison the pay gap
between men with and without degrees was only 17 per cent (Lanning et al 2013).

Figure 3.6 shows maternal employment rates by highest qualification and age of youngest
child (excluding mothers who are still on maternity leave). It shows that employment rates
rise substantially with educational attainment. Among women whose youngest child is
aged between three and four, there is a large gap between those with five GCSEs A*-C
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Figure 3.6

Maternal employment
rates by age of youngest
child and level of highest
qualification

or higher (who have an employment rate of more than 50 per cent) and those with fewer
qualifications (for whom employment rates are less than 40 per cent). There is a similar
gap for parents of younger and older children.

However, this does not cancel out the employment gap completely; and women across
the educational spectrum demonstrate the pattern of rising employment rates as their
children get older which this chapter has already discussed.
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Source: IPPR calculations using Labour Force Survey Q2 Household Dataset (ONS 2013a)

Internationally, the disparity in mothers’ employment rates is largely driven by mothers
with lower levels of educational attainment (Del Boca et al 2009). In some countries,
like Sweden, large numbers of women in this group are working while in others,
including the UK, they are much less likely to be participating in the labour market.
The international evidence also suggests that as countries increase the availability and
affordability of childcare, mothers on the margin of employment are affected the most.
This group varies depending on the time and place, but two key elements are mothers’
skill levels, as measured by their qualifications, and whether or not they have a partner
(discussed below). Given the low maternal employment rates of women with fewer
qualifications in the UK, the potential to focus on this group to support women into
work seems of critical importance.

Since wages tend to track individuals’ educational attainment closely, we would
expect the hourly cost of childcare to form a larger proportion of less qualified
women’s wages. Any reduction in the price of childcare will therefore make more of a
difference for women with fewer professional qualifications, and make working more
financially viable. Mothers with higher educational qualifications are more likely to be
in work already, so that reducing their childcare costs will have less of an impact on
the actual numbers. Given that mid- and lower-skilled mothers are more likely to have
lower expected wages, they are also likely to be more sensitive to childcare costs and
therefore we would expect them to respond more to affordable childcare in terms of
maternal employment than more highly-skilled mothers.
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Table 3.2

Maternal employment
rates by relationship
status and age of child,
2012 (%)

Table 3.3

Lone parent maternal
employment rate by
age of youngest child,
1992-2012 (%)

For instance, a reform in Spain that increased the supply of childcare for three-year-

olds in the mid-1990s had the largest employment impact on mothers with intermediate
level skills, and little effect on mothers with a degree, who were already working in large
numbers (Nollenberger and Rodriguez-Planas 2012). Walter Korpi and colleagues’
assessment of the impact of different systems of family policies on the employment rates
of women at different levels of educational attainment finds that more generous family
policies have the largest employment impact on women with medium levels of educational
attainment (Korpi et al 2013).

The very low employment rates of low-skilled mothers is concerning, and warrants a
distinct focus on this group. The skill disparity is striking; although employment rates

rise with the children’s age, the employment rate of mothers with a degree and a child
aged up to two is almost three times that of a mother with no qualifications and children
of school age, although we would usually expect rates to rise the later age. Combined
with the evidence of a wide wage disparity between high-skilled and women with few
qualifications and less experience, this is worrying. It suggests that without reform, those
further from the labour market will continue to struggle to enter any type of employment.

Relationship status

The relationship status of mothers, whether they are in a couple (either married or
cohabiting) or are a lone parent, is also significantly linked to economic activity. Couples
have a greater opportunity to ‘shift parent’, arranging their working patterns so that
mothers and fathers can split parental child care commitments, than lone parents. In
addition, lone parents only have one source of earnings, so tend to have lower family
incomes. This means any childcare costs take up a higher proportion of family income
and can act as a greater barrier to work.

Table 3.2 shows the employment rate for mothers by relationship status and age of child.
It shows the significant gap in employment rates between the two groups of mothers,
with approximately 40 per cent of lone parents with a youngest child aged 3-4 in
employment in 2012, versus almost between 60 and 65 per cent of mothers in couples.
And the disparity for mothers of 0-2 year-olds is even wider, with a gap of almost 30
percentage points in the employment rates of lone and partnered parents. Even so, there
is still a large jump in employment rates between this group and those mothers with a
youngest child of school age.

0-2 3-4 5-9 10-15
Married 63.3 64.9 71.2 70.1
Co-habiting 59.8 59.5 70.7 77.2
Lone parent 35.0 41.6 56.5 65.0

Source: IPPR calculations using ONS data (ONS 2013a)

(o 3-4 5-9 10-15
1992 161 27.9 42.5 58.2
2002 26.1 39.5 54.8 60.7
2012 33.6 38.0 56.5 65.0

Source: IPPR calculations using ONS data (ONS 2013a)

Looking at how lone parent work patterns have changed over time, table 3.3 shows the
employment rate for lone mothers against the age of their youngest child for 1992, 2002
and 2012. It shows that, in keeping with the overall pattern, the largest increases have
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Figure 3.7

Employment rates of
lone parents and parents
with partners in OECD
countries, 2008

been for mothers of newborn babies and for mothers of children aged between five and
nine, with a smaller but sizeable increase of around 10 percentage points among mothers
of three- and four-year-olds and almost seven percentage points among mothers with a
youngest child aged between 10 and 15.

Finally, compared to other economies, and for all mothers, the UK has the second lowest
employment rate for lone parent mothers, with a significant gap of almost 30 percentage
points between the UK and the top performers such as Luxembourg, Austria and
Portugal: see figure 3.7 (the data refers to parents of both sexes with dependent children
of any age, but as the vast majority of lone parents are women it is clear that women will
be disproportionately represented).

Based on this evidence alone, the low employment rates of lone mothers compared to
mothers with partners suggests significant scope for increasing their employment rates in
the future.

> - ° . .

N S P 8 Q 'S S o

P LR P VP, a? & P IS RSO RN

O LD (@20 S Q@ ¢ SN 0 NN S

P S I R N QRS
S X N @ X O
O Q & P &

%\0 v 0(\\
[l Lone parent B Couple

Source: OECD 2012

In general, it is found that lone parents are more responsive to financial incentives for
employment, including the higher net wage granted by affordable childcare (Immervoll
and Barber 2006). This is partly because mothers living with their partners have more
scope for sharing informal parental care between parents (Goux and Maurin 2010).
However, low-income lone parents actually face very low net childcare prices, at least
in the UK, because they have quite a lot of support. This comes from two sources —
the childcare costs income disregard when calculating eligibility for housing benefit
and council tax benefit, and the support they receive under working tax credit. The
OECD estimates that a lone parent on 67 per cent of the average wage faces childcare
costs of only around four per cent of net income (OECD 2012). This may change with
the introduction of universal credit, when it is likely this group will see childcare costs
increase; but it does suggest that the low level of employment in the UK among lone
parents is determined more by other factors than the price of childcare.
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The barriers for lone parents are often more to do with whether work and/or childcare is
actually available, especially outside traditional working hours.

This evidence suggests that while some mothers actively choose not to work outside the
home, structural factors to do with access to childcare, childcare costs and the shape of
the labour market all play a very important part in mothers’ employment rates. The next
section looks at other aspects of childcare, such as the number of hours provided and
the flexibility of provision.
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EXPLAINING THE RELATIONSHIP BETWEEN
MATERNAL EMPLOYMENT, AFFORDABILITY AND
FLEXIBILITY

The analysis to date has demonstrated that there are particular groups of mothers on
whom policy could focus to support with getting into or back into work. But childcare is
not simply a commodity that parents buy. The literature points to a range of other factors
that that seem to contribute to the decisions that parents — especially mothers — make
about work and care. This chapter explores whether there is a tipping point of affordability
— an optimal or maximum amount that families can afford; and it also explores the impact
of the availability and flexibility of hours offered.

Is there an affordability tipping point?

At what price does childcare maximise maternal employment? While the early years
entitlement in the UK is free, parents need to pay for childcare at other ages and for any
other childcare they use in addition to the 15 hours that the entitlement provides. Offering
childcare free of charge obviously maximises parents’ ability to pay, but it is also important
to look at how a range of childcare cost affects maternal employment.

First, it is important to distinguish between the costs of childcare provision and the price
that families actually face. The cost of provision, whether it is provided by the public,
private or voluntary sectors, depends on a variety of factors. These include staff costs, the
ratio of staff to group sizes and other costs such as administration, property and capital
expenditures.

The price faced by parents is partly a function of these costs, but is also determined by
policy. The early years entitlement directly funds providers to offer 15 hours for three- and
four-year-olds at no charge, and the means-tested benefits available to parents to offset
childcare costs will also influence the end price that parents pay. The total amount of
childcare expenditure paid by families is determined by this price, but also by the number
of children they have, their ages, and the number of hours of care they use.

This means that the proportion of a family’s income devoted to childcare costs varies
substantially between different family types. The OECD has carried out several surveys
exploring how childcare expenditure varies across countries and for indicative family
types. Figure 4.1 presents this information for the UK, the OECD as a whole and for three
other OECD countries; Sweden and Denmark because they are typical of a high maternal
employment system with substantial public support for childcare costs, and New Zealand
because it shares some characteristics with the UK, having a mixed public and voluntary/
private childcare market. For the purposes of calculation:

e family net income is defined as gross earnings plus cash benefits minus taxes and
social security contributions

e every family is assumed to have a two year-old and a four year-old child

e a ‘'high income couple’ has two parents working full-time with average earnings

* a ‘moderate income couple’ has two parents working full-time, with a father earning at
the 25th percentile of the male full-time earnings distribution, and a mother earning at
the median of the female earnings distribution

e a ‘low-income couple’ has two parents working full-time, with a father earning at the
25th percentile of the male full-time earnings distribution, and a mother earning at the
10th percentile of the female earnings distribution

e an ‘average income lone parent’ is a mother working full-time at the median of the
female earnings distribution

e a ‘low-income lone parent’ is a mother working full-time at the 10th percentile of the
female earnings distribution.
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Figure 4.1

Net childcare costs as a 30
proportion of family net
income
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Source: Richardson 2012

Note: These calculations place the UK well above the OECD average for high and moderate income two-parent families, just
below for low income two-parent families, and substantially below the OECD average for lone parents. The proportion of
family income spent on childcare, compared to the other countries, is higher for two-parent families and similar for lone
parents.

What about the other factors that also limit the ability of mothers in lower income families
to balance work and care? In a previous IPPR report, Dalia Ben-Galim has explored the
reasons behind low take-up of childcare among disadvantaged families through focus
groups with parents. Apart from cost, parents were concerned about the quality of care
(particularly for under-twos), the lack of flexibility in accessing the free entitlement, and the
need for services located close to home (Ben-Galim 2011b). This emphasises the need to
focus on other things beyond affordability.

Vidhya Alakeson and Alex Hurrell give a more complete picture of the way UK childcare
costs vary between families (Alakeson and Hurrell 2012). They look at costs as a
proportion of net family income (excluding the value of childcare benefits) for three family
types, each with two children aged two and four:

e acouple both working full-time and using full-time childcare

e a couple with one parent working full-time and one part-time and using part-time
childcare

e alone parent working full-time and using full-time childcare.

Figure 4.2 shows childcare costs vary under the current system of the early years
entittement and means-tested childcare cash subsidies in working tax credit and
childcare vouchers, to produce different spikes in childcare related expenditure for each
type. In particular, couples with preschool children working full-time are likely to spend
more than 10 per cent of net family income on childcare regardless of their earnings,
peaking at around 30 per cent for those earning slightly over median household incomes.
Families with 1.5 earners, however, spend less than 20 per cent of net family income on
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Figure 4.2

Net childcare
expenditure by gross
annual family income,
as a percentage of net
family income (excluding
childcare benefits)

childcare across the income distribution. It is likely the sharp disparity in childcare costs
as a percentage of net family income between dual-earning and 1.5-earner couples is a
factor behind the high levels of part-time working among parents — and more particularly
mothers — of young children. Lone parents earning less than median household income
tend to face low childcare costs as a proportion of income, but as their incomes rise and
means-tested childcare benefits taper away their childcare expenditure rises rapidly.
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Source: Alakeson and Hurrell 2012

Note: The vertical lines indicate the minimum income where the second earner works at the minimum wage and the main
earner’s hourly wage is 50 per cent higher (where applicable). In each case the family has two children in care, aged two and
four, which is in line with the second earner’s hours (23 hours for part-time and 42.5 hours for full-time).

Many countries with significant levels of public childcare provision and high rates of
maternal employment charge parents fees to access childcare. For instance, parents in
Denmark spend between seven and 10 per cent of net family incomes on childcare: which
translates into parents covering around 11 per cent of the cost of childcare provision. In
Norway, a dual-earner family on 167 per cent of the average wage pays 11 per cent of net
family income, or 15 per cent of costs; the same family in the UK pays 27 per cent of net
family income or 41 per cent of costs (OECD 2012).

Usually the costs for parents are means-tested based on family characteristics and
income. Household income, the number of children, the age of the child and the type of
provision may all be factors in the means-testing.

e In many countries, including Italy, Belgium, Denmark and Sweden, fees are means-
tested based on family income. In some countries, including Denmark, childcare is
free for those on the lowest incomes.

e Fees often change with each additional child. In Sweden, for instance, families pay
three per cent of income for the first child, two per cent for the second and three per
cent for the third.

e Fees tend to be less for older children, usually to reflect the different cost of providing
childcare at different ages, in terms of regulations governing child to staff ratios.
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e In France, for instance, the fee is related to both income and type of childcare used:
lower-income families are eligible for lower centre-based costs and higher-income
families for more affordable childminder care (ECGE 2009).

In addition, many countries place a cap on the total amount parents are expected to pay,
either as a percentage of costs or a percentage of household income. The OECD data
shows that high performers on maternal employment such as Denmark, Sweden and the
Netherlands tend to have childcare costs at a maximum of approximately 10 per cent of
net family income, and significantly lower for those on lower incomes and lone parents.

The evidence suggests that further reductions in the price faced by parents when
childcare is already below this point has little impact on maternal employment. A Swedish
reform that took place in 2002-2003 fixed the price of childcare as a percentage of
household income and imposed an overall cap on the price faced by families. Before this,
childcare costs averaged at around six per cent of net family income; after it they fell to
2.5 per cent. However, while this led to an increase in the number of children attending
childcare, it did not have a significant impact on maternal employment rates (Lundin et al
2007). By comparison, a reform in Norway that saw the price fall from around 13 per cent
of net income for low-income families to around 10 per cent, and from nine to seven per
cent for those on medium incomes, increased the employment rate of mothers of under-
twos by four percentage points (Hardoy and Schene 2013).8

Based on the existing pattern of childcare costs and maternal employment across
countries, and the available evidence, the UK should aim to reach childcare prices that are
around 10 per cent of net family incomes in order to support maternal employment.

Hours of provision

While international evidence suggests that extending the early years entitlement below
the age of three would have the largest impact on maternal employment, we also need
to consider whether the amount of hours on offer universally at three and four and
means-tested at age two, currently 15 hours for 38 weeks of the year, is enough.

Families differ greatly in how many hours of childcare they use. Couples where both are
in work use a median of 19.5 hours of of formal childcare for children aged three to four
and 15 hours for children aged up to two. Most use either five or three days (Huskinson
et al 2013).

Mike Brewer and Claire Crawford find that for lone parents, the early years entitlement at
three and four has an insignificant impact on maternal employment, compared to starting
school. They find that when a lone parent’s youngest child moves into full-time primary
education, it induces an increase of 10-15 per cent in lone parents’ employment (Brewer
and Crawford 2011). They find much weaker evidence of an employment effect for lone
parents when their child becomes eligible for a part-time nursery place. This that, at least
for lone parents, the 15 hours provided by part-time nursery care may not be enough on
its own to support more lone parents into work or to increase their working hours.

International examples of childcare reforms that have had a large positive impact on
maternal employment are often characterised by full- or close to full-time hours of
publicly-provided care. For instance, the expansion of universal free childcare to three-
year-olds in Spain, which took place throughout the 1990s, provided full day (9am to 5pm)

8 It should be noted that the primary aim of both these policies was not to increase maternal employment but to
expand the supply of available childcare.
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Figure 4.3

Enrolment rate of
children aged 3 to
compulsory school

age in part-time (1-29
hours) and full-time (30+
hours) formal childcare in
European countries

care for five days a week and led to an eight per cent increase in maternal employment
and a nine per cent increase in hours worked by mothers of three-year-olds (Nollenberger
and Rodriguez-Planas 2012). Similarly, in Quebec the number of hours offered under the
$5 a day policy applied to full-day childcare (Baker et al 2005). In the Canadian province
of Nova Scotia, a change from half-day to full-day kindergarten for five-year-olds saw a
large and significant increase in maternal employment (Wilson 2012). The free entitlement
of 15 hours in its current form has been hugely beneficial, but has been largely ineffective
in supporting women into, or back into work.
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Broadly speaking, childcare systems that support high levels of maternal employment
are also characterised by the fact that they provide at least 30 hours a week of
subsidised childcare. Figure 4.3 shows that the UK is an outlier among European
countries, alongside Ireland and the Netherlands, in that the majority of children enrolled
in care attend for less than 30 hours a week. In Sweden average usage within the
heavily subsidised system covering children aged up to five is 33 hours; in Norway
preschool children aged between one and five spend an average of 35 hours a week in
kindergarten, and even slightly younger children spend a substantial number of hours in
childcare, averaging at 33 hours (Naumann et al 2013).

It should be noted that spending many hours in low-quality care can have a negative
effect on child development (Parker 2013). This highlights the need to ensure that
providers are rigorously assessed to ensure they meet a sufficient standard of quality,
particularly if children are more likely to attend childcare full-time. The system of quality
assessment in the UK, led by Ofsted, does not take account of many of the factors
that determine quality of care in settings and requires reform (Mathers et al 2011). Any
potential expansion in the proportion of young children attending childcare full-time
makes this even more important.
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There is also the issue of when these hours are in fact provided. In the UK most
childcare is available during and around regular working hours, accommodating parents
employed on a standard 9am to 5pm, Monday to Friday working week. Parents who
work during evenings and weekends often have great difficulty finding any provision, and
what does exist is also relatively expensive. Since the types of jobs that require atypical
patterns of work are largely confined to the low-paying end of the labour market,
including frontline retail, hospitality and care roles, this puts mothers working atypical
hours at an additional disadvantage.

Overall, more than a quarter of working mothers report that working after 6pm causes
problems with childcare. And a third of mothers report problems when they work before
8am. This is a particular issue for lone parents, 39 per cent of whom report problems
with evening care, and 36 per cent with early morning care (Huskinson et al 2013). This
has been linked to the employment patterns of lone parents, who are more likely to work
shift patterns and other atypical hours (Singler 2011).

Very few providers are prepared to offer this type of care. One study has found that

only one in 10 childminders would consider working late in the evening, and between
three and four per cent would consider working overnight (Statham and Mooney 2003).
Out of the provision that is available, although there is little data on the relative prices

of care provided at different times, figures from one scheme in Southwark supplying
childminding places at atypical hours suggests that it charges between £1 and £2 more
per hour, because staff cost more at these hours. Other estimates from a scheme based
in Bradford suggest the cost of providing out of hours care may be as high as £18 per
hour (Singler 2011). Since the early years entitlement does not cover care provided
before 7am or after 6pm, parents would be expected to meet the full costs too, implying
substantially higher prices and by extension greater barriers to maternal employment.

But the available evidence suggests that atypical working patterns among mothers may
also be driven by the fact that there is not enough childcare provision at regular hours
either. Because they do not get full support to cover a standard working week, many
parents have no choice but to work evenings and weekends, using shift parenting,
grandparents or others informal care networks to cover the gaps. Indeed, it has been
suggested that this may be one reason why particular industries, such as retail and
hospitality, are able to operate outside regular working hours, as they have a readily
available workforce consisting of parents and other groups willing to work shift patterns.

Erdal Tekin has looked at the impact of receiving a childcare subsidy on the employment
of US single mothers, separating out mothers who were working during a standard

8am to 6pm working week from those working at evenings and weekends. He found
that mothers are around six percentage points more likely to work standard hours if
they receive a subsidy, and that this effect is even stronger, at 13 percentage points,

for those who are also in receipt of welfare (so from lower-income families) (Tekin 2007).
Jean Kimmel and Lisa Powell have found similar results among married mothers in the
US; working in ‘non-standard’ working hours substantially reduces the likelihood of
using formal centre or home-based care, although around half of mothers do still rely on
some formal childcare (Kimmel and Powell 2006).

While providing more childcare during standard hours should help many mothers
currently forced to work atypical shift patterns, it appears likely that the UK will still need
to look at providing childcare outside these hours in order to facilitate the entry into
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work of those mothers most likely to work atypical hours, particularly lone parents and
parents with few qualifications and little professional experience.

The other aspect to this discussion is, clearly, the whole issue of flexibility in the labour
market. The lack of flexible work often constrains work options. This is particularly the
case for mothers with lower qualifications and those who have children at a younger
age, who find it harder to secure good jobs and opportunities at work in the first place,
and for whom the only options are to work full-time or not at all (they may not be able to
afford to work less, or may be reluctant to ask for fewer hours in case they are perceived
as less committed). At the same time, employers often demand flexibility of another kind
from their workforce, requiring people to work outside regular hours whether or not they
are paid overtime.

Flexible work opportunities are needed to provide women (and men) with more genuine
choices regarding work and care. More high-quality, better paid part-time jobs are
required in order to address increased flexibility at the bottom end of the labour market.
This would be of particular benefit to lone parents and to parents with lower-level
qualifications, who are often concentrated in part-time work. The quality and status

of the jobs that women do must be raised by creating flexible job opportunities at all
levels and in a range of sectors, and by supporting women (and men) to find those
opportunities. Flexibility has to be seen from the perspective of childcare provision as
well as employment opportunities.
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IMPACTS ON FAMILY LIVING STANDARDS AND
PUBLIC FINANCES

The analysis has shown that there is scope to increase the maternal employment rate in
the UK to bring it more into line with other OECD countries.

Other than its positive impact on parental and child well-being, there are two key
justifications for directing childcare policy to facilitate maternal employment. First, reducing
the barriers to work for mothers of young children allows families to attain a higher
standard of living. Among two-parent families with children, the risk of child poverty is four
times higher in families where only one parent works than in families where both do (Lawton
and Thompson 2013). In lone-parent families, the poverty risks are higher but employment
still has a substantial effect; the risk of child poverty drops by around 50 per cent when

the parent is in part-time work as opposed to out of work, and drops by nearly the same
amount again (to 17 per cent) for lone parents working full-time (DWP 2013). Family poverty
during the first years of a child’s life has also been shown to affect child outcomes at later
years (Schoon et al 2012). An increase in the employment rate of mothers is therefore likely
to reduce rates of child poverty and be good for child development.

Second, increasing the rate of maternal employment and the level of full-time employment
among mothers of young children has the potential to benefit the public finances. As
mothers start and increase their earnings, they will claim fewer benefits, and generate
extra revenues through income tax and national insurance contributions. Previous
research by IPPR found that mothers returning to work full-time after maternity leave

at a median income generate more than £34,000 over a four-year period in income tax
and national insurance. Even after accounting for the fact that many mothers work fewer
lower hours and at a lower earnings level than average, this produces a tax return of over
£18,000 (Ben-Galim 2011a).

This chapter extends these findings, using original modelling evidence to set out the
implications of a variety of scenarios of higher rates of maternal employment in the UK.

The modelling is carried out in two stages. First we calculate the probability that out-of-
work mothers, with children aged less than five, transition into work. We derive these
probabilities from the patterns of work transitions observed in the longitudinal Labour
Force Survey from 2002 to 2012 (ONS 2013b). This tells us the likelihood that a mother
will move into work, based on her individual and family-level characteristics such as
educational attainment, number and age of children, disability status, ethnicity, age and
region of residence. It also tells us what her predicted hourly wage and hours of work
would be when she moves into employment. We carry out a similar exercise for the
move from part to full-time work.

We then apply the results of this modelling to the out-of-work mothers in another
dataset, the Family Resources Survey. This survey has a more complete record of
individuals’ income and benefit receipt, and can therefore be used to model the income
and fiscal impacts of changes to employment status, hours of work and earnings. Based
on their probability of transitioning, we move out-of-work mothers into work and assign
them hours and earnings until we have reached a target employment rate for mothers of
preschool children (ONS 2012).

By comparing the earnings, employment activity and change in benefit receipt in

our higher maternal employment dataset to a baseline of current levels of maternal
employment, we are able to calculate both living standards and fiscal impacts of each
scenario. Again, we carry out a similar calculation for assessing the impact of transitions
from part-time to full-time work.
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It is important to note that we are not attempting to predict the likely impact of any
increase in childcare support offered to families. The scenarios presented in this chapter
focus on the potential impacts of a higher rate of maternal employment and of full-time
maternal employment.

The scenarios we use are as follows; for employment we model the impact of increases in
the maternal employment rate of one, three, five and ten percentage points. Our baseline
rate is the 2010/11 level as observed in the Family Resources Survey which is approxi-
mately 57 per cent, meaning our scenarios cover a maternal employment rate of 58, 60, 62
and 67 per cent. None of these are unfeasible levels of employment for mothers of under-
fives compared to other OECD countries; a 67 per cent rate would put the UK among a
group of above average countries including Canada and Belgium (for mothers of three- to
five-year-olds). Similarly, an increase of up to five percentage points as a result of childcare
policy is also feasible, given the experience of other countries following childcare reform. Al-
though the Quebec reforms are something of an outlier, estimates of their impact found an
increase in labour market participation of around eight percentage points overall (Lefebvre
and Merrigan 2008, Lefebvre et al 2011, Baker et al 2005). Finally, the UK has experienced
an increase in employment of a similar order for this group over the last two decades; since
1992 the employment rate has increased by 17 percentage points for mothers of children
aged two and under, and by 11 percentage points for mothers of three- to four-year-olds
(although progress has slowed since 2002), suggesting increases of up to 10 percentage
points in the employment rate are not unfeasible over the medium to longer-term.

For the transition between part- and full-time work, we model the impact of increases of
three, five, seven, 13 and 20 percentage points in the proportion of employed mothers of
under-fives working full-time. Compared to the baseline present in the Family Resources
Survey of 47 per cent, this results in 50, 52, 54, 60 and 67 per cent of employed mothers
working full-time. Again this is broadly in line with the experience of other countries; data
published by the OECD referring to mothers of children aged 14 and under in 26 countries
(see chapter 3) shows that in over two-thirds of the surveyed countries fewer than 30

per cent of employed mothers work less than 30 hours. The UK, on the other hand, is a
distinct outlier, alongside Germany, Austria and the Netherlands, with over 60 per cent
working part-time. However, while the overall maternal employment rate for mothers of
under-fives has increased over the last two decades, the proportion working part-time
has increased since 1992. This is perhaps to be expected; although policy support for
childcare use and affordability has greatly increased in recent years, it is still only partial,
with families facing the highest net child care costs where they both work full-time.

Family living standards

Maternal employment brings greater financial security and higher living standards to
families. The current population of out-of-work mothers tend to be concentrated in families
with lower incomes, and this is to be expected since they live in either workless or single
earner families. This implies that supporting out-of-work mothers into employment through
more affordable childcare would particularly benefit those families on lower incomes.

Figure 5.1 shows the results of four potential employment scenarios — an increase of

the maternal employment rate among mothers of under-fives of one, three, five and 10
percentage points, equivalent to 30,000, 90,000, 150,000 and 300,000 extra mothers in
work and maternal employment rates of 58, 60, 62 and 67 per cent respectively. It presents
the distribution of mothers moving into work according to where they lie in the income
distribution, from the first quintile (poorest) to the fifth quintile (richest). It shows that, for
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Figure 5.1

Income distribution of
maternal employment
rate scenarios by net
income quintile

Figure 5.2

Average change in

net family income
among affected
families as a result of

a five percentage point
increase in the maternal
employment rate (%)

example, if the maternal employment rate were to rise by five percentage points to 62 per
cent, we would see the biggest impact of that rise from mothers in the second quintile,
with over 50,000 mothers from that income group moving into work. Approximately 30,000
from the middle income quintile would move into work and around 20,000 of the poorest
mothers would be working. Reflecting current patterns of maternal employment, around
half of these mothers would be working part- time and some full-time.
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Source: authors’ calculations based on the ONS five-quarter longitudinal labour force survey (ONS 2013b) and the IPPR
tax-benefit model

How much do these families benefit? Figure 5.2 illustrates this by comparing the
average incomes of families with a mother moving into work before and after an increase
in the overall maternal employment rate of five percentage points, by equivalised family
income decile.
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Source: authors’ calculations based on the ONS five-quarter longitudinal labour force survey (ONS 2013b) and the IPPR
tax-benefit model
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Figure 5.3

Income distribution

of full-time maternal
employment rate
scenarios by net income
quintile

At most points in the income distribution, families where a mother has moved into work
will experience an increase in their income of 20 per cent or more (although this is lower
for the richest 20 per cent of families). In general figure 5.2 shows that, as expected,
increases in the maternal employment rate will have a larger impact as a percentage of
income on those families with lower incomes. This pattern holds true when modelling
other increases to the maternal employment rate.

Turning to the impact on family living standards of higher rates of full-time working
among mothers who are already in employment, figure 5.3 shows the distribution of
mothers moving into full-time from part-time work under our scenarios. It shows that the
majority of mothers moving into full-time work in our modelling are located in the third
and fourth quintiles of the income distribution. In exploring the transition from part-time
to full-time employment in more detail we also see big shifts in these same income
quintiles. So for example, if the employment rate for mothers from part-time to full-time
work increased by five percentage points, we would see over a third of that increase,

or around 45,000 mothers, from the fourth quintile moving into full-time work; while 30
per cent of the increase, almost 40,000 mothers, would be from the middle quintile. This
largely reflects where in the income distribution working mothers lie, with very few in the
bottom quintile of income. Shifts from part-time to full-time work will benefit mothers who
are already in work.
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Source: authors’ calculations based on the ONS five-quarter longitudinal labour force survey (ONS 2013b) and the IPPR
tax-benefit model

Figure 5.4 (over) presents the change in income for affected families after a five
percentage point increase in the share of employed mothers working full-time, expressed
as a proportion of family income. Figures for the first decile are not shown, because the
sample size was not big enough, but the indication is still clear; affected families gain a
boost in family incomes of over 20 per cent on average. The impact is slightly smaller for
families at the top of the income distribution.

34 IPPR | Childmind the gap: Reforming childcare to support mothers into work



Figure 5.4

Average change in net
family income by family
income quintile as a
result of higher rates of
full-time working among
mothers (percentage of
income)

Table 5.1
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Source: authors’ calculations based on the ONS five-quarter longitudinal labour force survey (ONS 2013b) and the IPPR
tax-benefit model

The fiscal impacts
Aside from the impact on family earnings, we also calculate the impact of higher
employment scenarios at a national level on tax revenues and benefit expenditure.

Change in maternal employment rate — percentage points (humber)

+1 (+30,000) +3 (+90,000) +5 (+150,000) +10 (+300,000)
Change in direct tax revenue 50 150 300 500
Change in benefit expenditure -150 -300 -450 -950
Net change 200 450 750 1,450

Source: authors’ calculations based on the ONS five-quarter longitudinal labour force survey (ONS 2013) and the IPPR tax-
benefit model
Note: Results are rounded to the nearest £50 million.

Table 5.1 shows the impact on the overall public finances over a single year of
increasing the employment of mothers with children under five, on tax revenue and
benefit expenditure. It shows that even a small increase in maternal employment of one
percentage point is likely to have a net positive impact on the public finances of around
£200 million. This rises steadily as the size of the employment increase rises — increasing
maternal employment rates by 10 percentage points would be associated with a

£1.45 billion positive impact on the public finances.

What is driving these savings? Figure 5.5 (over) breaks down the results for a five per cent
increase in maternal employment into the different areas of tax and benefits savings. We
use five per cent because much of the literature calculates that more affordable childcare
would produce an increase of around this size. The Quebec reforms, for instance, were
found to have increased maternal employment by eight per cent (Baker et al 2005).

It shows that the largest savings come from reduced spending on housing benefit (as
rising incomes take people out of the bracket where they are eligible for this) and reduced
spending on income support and contributory job seeker’s allowance, which are primarily
targeted at those out of work. On the other hand, the drop in child tax credit spending

is more than replaced by spending on working tax credit. Child tax credit is available to
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Figure 5.5

Breakdown of benefit
savings from a five per
cent increase in maternal
employment rate (£m)

Table 5.2

The fiscal impact

of higher maternal
employment per year
(Em)

those who are not working, but is withdrawn quickly as families increase their earnings
through working more. Working tax credit, on the other hand, is only available to families
where all parents work, and so many of the mothers moving into work in our modelling
will find they become eligible for working tax credit, leading to the increase seen in figure
5.5. While the national roll-out of universal credit may change this picture, it is still likely
that many mothers moving into work will continue claiming at a reduced amount, they just
wont switch benefits as they do currently.

150

100

50

-100

-150

-200

Source: authors’ calculations based on the ONS five-quarter longitudinal labour force survey (ONS 2013b) and the IPPR
tax-benefit model

The other large positive fiscal impacts in figure 5.5 come primarily from increased
revenue through income tax and employee and employer national insurance
contributions. These generate a substantial return as mothers move into work and begin
to pay income tax and national insurance on their earnings.

The fiscal impact of higher rates of full-time work among mothers of young children (table
5.2) is similar.

Change in proportion of working mothers employed full-time — percentage points
(number)

+3 (+80,000) +5 (+130,000) +7 (+180,000) +13 (+340,000)  +20 (+520,000)
Change in direct 400 600 700 1,200 2,200
tax revenue
Change in benefit -50 -100 -200 -300 -400
spending
Net change 450 700 900 1,500 2,600

Source: authors’ calculations based on the ONS five-quarter longitudinal labour force survey (ONS 2013) and the IPPR tax-
benefit model
Note: Results are rounded to the nearest £50 million.

Increasing the rate of full-time work among mothers who are already working brings
about substantial savings to benefit expenditure and increased tax revenue. A rise of
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three percentage points generates a net positive fiscal impact of £450 million, broadly in
line with the impact of maternal employment.

The balance between the two is slightly different in this case, however, with more of the
savings coming from higher tax revenues as opposed to benefit spending. This is to be
expected, since these mothers were already in work — and therefore less likely to be
claiming benefits of various types, and are also already paying income tax. In the previous
findings, some mothers move into work but do not earn enough to start paying income
tax, whereas a move from part to full-time work is likely to bring in tax revenue on each
extra pound earned, generating a larger tax gain.

Conclusion

The evidence presented in this chapter suggests that supporting workless mothers into
employment and encouraging a greater level of full-time employment among working
mothers would improve living standards and have a substantial fiscal impact, but that the
exact nature of this increase varies in different cases.

Supporting mothers who are already in work to increase their hours generates a large
positive fiscal impact, as families move out of the means-tested benefit system and pay
income tax and national insurance on the majority of their extra income. Our modelling
shows that a rise of five percentage points in the proportion of working mothers employed
full-time generates a net positive fiscal impact of approximately £750 million a year. It also
improves living standards, but principally for higher-income families; low-income families,
who are less likely to have a mother in work, would see little change. Less than 20 per
cent of the families experiencing an increase in their incomes are found in the bottom two
quintiles of the income distribution.

By contrast, the impact on living standards of increasing the overall maternal employment
rate is more evenly distributed, as many of the mothers who are currently without work live
in low-income families and households. This means that almost two-thirds of the families
that gain income are located in the bottom two-fifths of the income distribution. However,
because existing maternal transition patterns tend to imply mothers move into part-time
work, their extra earnings are often low, so that they move from the out-of-work benefit
system into means-tested in work benefit. Still, a rise of five percentage points in the
maternal employment rate would generate a net positive fiscal impact of approximately
£750 million, in line with a similarly sized increase in full-time employment among mothers.

While increasing the employment rate of mothers and increasing full-time employment
among mothers are not mutually exclusive policy goals, they do suggest a different
emphasis for childcare and early years policy. For instance, the first goal is more likely to
be achieved by extending the current provision to all parents of two-year-olds, and the
second by increasing the number of hours of the early years entitlement to the parents of
three- and four-year-olds.
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POLICY IMPLICATIONS

This paper has reviewed and presented evidence that affordable childcare can help to
boost maternal employment rates. It has highlighted the fact that the UK has relatively low
maternal employment rates, identified particular groups where there is significant scope to
raise employment and established that this is broadly in line with mothers’ preferences.

The analysis suggests that the priorities should be to:

e expand affordable childcare for mothers with children aged up to two, for low-skilled
and for lone parents, which should help both to close the gender pay gap and to
increase household living standards

e expand affordable childcare to parents of three- and four-year-olds and families where
mothers are already in work, which would allow mothers to increase their working
hours

e move towards a system that is supply funded and costs families approximately 10 per
cent of their disposable income.

The research has also shown that as well as the household gains, there are significant

fiscal benefits from raising the maternal employment rate, as the result both of both benefit
savings and of increased tax revenues. A 10 per cent increase, bringing the UK into line with
the higher-performing Scandinavian countries, could generate an additional £1.45 billion
annually to invest in high quality early years provision. This should be the long term ambition.

A more realistic goal for the next parliament as the economy picks up is a five per cent
increase. This could result in £750 million to invest annually and would place the UK
close to the average of OECD economies. But as with many policy challenges, this is no
easy task. Significant reforms will be necessary if mothers are to be able to work, and if
childcare costs are to be made more affordable.

As outlined earlier, the government plans to extend tax-free childcare and invest further
in the childcare element of universal credit to so that more parents are able to afford it.
These policy changes are likely to affect maternal employment rates.

Universal credit

There are two key ways in which universal credit may affect childcare costs. First, the
additional support announced in the 2013 budget, raising the proportion of childcare
costs eligible to 85 per cent, does not extend to families on the lowest wages where not
all adults pay income tax. The Resolution Foundation estimates that although 600,000 of
families on universal credit will qualify for the new level of support, 900,000 of families with
children will not do so (Cory 2013).

At the same time, this is compounded by the termination of the childcare cost disregard in
the means test for housing and council tax benefits, which saw those on the lowest incomes
able to recover up to 95.5 per cent of their childcare costs (Children’s Society 2013). In
addition, because eligibility for universal credit is determined on a month by month basis,
there is a danger that families where one or both parents have variable hours of work will fall
beneath the income tax threshold temporarily and lose out on the extra support.

The government should therefore either share the increase in support equally between
universal credit claimants; either by reducing the amount which may be provided but
extending it to people who are not paying income tax, or by funding a similar 85 per cent
offer to those not paying tax, which could potentially be financed by reducing the support
offered to higher earners under tax-free childcare.

38 IPPR | Childmind the gap: Reforming childcare to support mothers into work



Tax-free childcare

The proposed move from an employer-led voucher system to a universal one where
eligibility is determined at the family level is welcome. It will make the tax relief system
available to a greater number of employees and to people who are self-employed.

Clearly, having two separate funding systems threatens to generate perverse cliff edges
as parents move out of universal credit and into eligibility for tax-free childcare. The
danger is that families at the top end of the means test for universal credit, where 85
per cent of childcare costs are covered, face a disincentive to increase the hours they
work, or to move up a pay grade that would shift them into the bracket where 20 per
cent of childcare costs are tax-free. Over the medium term, we should look to integrate
the two systems.

International examples, particularly from Australia, also suggest that investing heavily in
demand-led funding directly to parents may not lead to lower costs either for parents or
for the government. Through the late 1990s, there was a much-needed increase in the
supply of places, but public expenditure rocketed beyond policymakers’ expectations
(from $500 million AUD (£278 million) in 1996 to $3.3 billion AUD in 2008), as did costs
for parents. Between 1996 and 2007, childcare cost inflation ballooned by over 100 per
cent, compared to a rise in general inflation of 27 per cent over the same period (Cooke
and Henehan 2012). And in 2008 when the childcare rebate was extended to cover 50
per cent of all remaining costs (from 30 per cent), prices continued to rise by 10 per
cent, as many providers saw it as an open invitation to raise their fees. This example,
combined with the analysis showing that tax-free childcare on its own does not seem
likely to make childcare more affordable, is worrying (Ben-Galim 2013). The government
has not outlined proposals of how it might regulate the market or control prices, which
makes a demand-led strategy unstable even with significant public investment.

Supply-funded affordability

Supply-funded systems that offer direct childcare provision or direct payments to
childcare providers tend to be more effective than demand-led systems in achieving
lower net childcare costs compared to their total expenditure, and at ensuring high
quality provision (Cooke and Henehan 2012). Many of these systems provide at least
part of the entitlement free, with a cap on costs for any additional expenditure to ensure
fairness. These are also the countries where maternal employment rates are highest.

The research has indicated that there is a tipping point — an amount that balances
work incentives for mothers with childcare affordability — of about 10 per cent of family
disposable income. This should be the goal in reforming tax credits and vouchers: there
needs to be a mechanism for capping costs at this amount. This may have to be done
in stages, and providers may need measures which ensure some kind of stability in the
transition; but it should remain the target.

The free entitlement also needs to be more flexible. At the moment, even though it

is open to all children aged three and four, the free entitlement is still not supporting
maternal employment very strongly. Local authorities and providers need to do more to
enable mothers to use their entitlement more flexibly — for example, using it to cover a
couple of longer days rather than short daily sessions. This is particularly important for
those mothers at the margins of employment.
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On top of this there are other barriers such as the lack of flexible work and the gendered
nature of parental leave need to be considered (Ben-Galim and Thompson 2013). Tackling
these could benefit all workers, but particularly women.

There are too many mothers missing from work, and in large part this is because of the
lack of affordable childcare. This is not an easy challenge to solve, but the benefits to
children, families and society could be transformational.
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