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London Childcare Market
Executive Summary

EXECUTIVE SUMMARY

1. This report investigates the London Childcare Market. It was written for the London
Development Agency by a team comprised of Roger Tym & Partners, Laing Buisson and
the University of East London.

2. The LDA is concerned that there may be market failures operating in London which cause
problems in the provision of childcare services. The hypothesis is that if these failures
were corrected, then childcare in London might be more available and affordable. If this
were the case, goes the logic, then parents would be able to return to the labour market,
raising output and lifting more children out of poverty.

3. This report concentrates on paid for (formal) childcare provided for early years (0-5 years)
children by OFSTED-registered establishments and individuals. In less detail, we also
cover childcare for children aged 5, 6 and 7 years provided in OFSTED registered
childcare settings such as out of school clubs and by OFSTED registered individuals such
as childminders.

Defining the grounds for Government intervention in markets

4. Market failure is a concept that is commonly misunderstood. The term is often mistakenly
used to describe market outcomes which are in some way thought unpleasant. But this is
not the case: the definition of market failure instead rests on a set of conditions being met
which mean that markets cannot generate economically efficient outcomes. According to
the prevailing theories, Government intervention can be justified in the following
instances.

= When there is a need to fix failing markets which are not allocating resources in an
economically efficient way.

=  When there is a need to correct the outcomes of markets when democratically
accountable politicians think that they are damagingly unfair. These are known as
“equity objectives”.

Profile of the London childcare market

5. The London childcare market is worth an estimated £1 billion, and represents 18% of
childcare spending in England.

6. The childcare market in England has now matured following a period of strong growth.
Childcare places in London grew more strongly than any other English region over the
period, increasing by 32.5% between the end March 2003 and end August 2008 inclusive.
However, in London not all types of provision grew at the same rate. Full day care
nursery growth was the slowest in England. In response to recession, childcare places in
London have fallen, but have not been as affected as elsewhere.

7. London’s levels of private provision mirror England as a whole. Penetration of childcare
groups (operating three or more settings) are similar to England as a whole, but London
has proportionately fewer third sector providers, and more public sector providers than
England as a whole.

Roger Tym & Partners
September 2010
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Compared to the rest of the country, London’s childcare market provides comparatively
high levels of out of school provision, and comparatively lower levels of day nurseries,
playgroups and pre-schools.

The barriers to childcare take-up

We then look at the barriers that the current childcare market is said to place in the way
to the take-up of childcare. Typically, these are availability; price; flexibility; quality; and
information. We explore the nature of these barriers to demand, and look at the extent to
which these barriers are caused by market failures, and the extent to which these barriers
themselves create or are manifestations of equity failures.

Availability barriers: there is little evidence of frustrated demand, and no
evidence of market failure. There is evidence of possible equity failures

Supply of childcare per capita is relatively low in London. Including in-school and out-of-
school childcare for the under 5s, the numbers show that London supply per capita for all
early years education and childcare is estimated to be 13% below the average for
England.

However, observing that that London has fewer childcare places per child in itself does
not prove that the market for childcare suffers from a supply shortage. To prove that
there was a supply shortage in London, we would need strong evidence of excess
demand. However, a clear picture of demand across regions does not exist, and the
complex factors that influence demand are currently not well understood. For example,
relatively high unemployment in certain parts of London might depress demand, and
nannies may absorb a higher share of formal childcare in the metropolitan area (at least
anecdotally). London has the highest childcare occupancy of all regions, which works to
make up for apparent shortages in provision. Apparent shortages in provision are also
reduced by the fact that London parents have a lower demand for informal childcare.
Parents appear to think that there is a shortage of places, but this may be a
misperception. Vacancy rates do not suggest evidence of frustrated demand.

Overall, there is little hard evidence of an overall formal childcare supply shortage in
London. Although growth of places in more deprived areas appears to have been strong,
the more deprived areas still have relatively low supply density of places.

The causes for lower availability of childcare in London are complex. There appears to be
a relationship to lower female labour market participation - but it is unclear whether low
labour market participation rates are a cause of low childcare supply, or an effect

There appears to be a relationship between female labour market trends and childcare
demand across regions, illustrated by market supply. Lower employment rates are
accompanied by lower levels of childcare supply. This picture is replicated within London.
The boroughs with the lowest childcare density - most notably Newham and Tower
Hamlets - also have the highest unemployment rates within London. However, the
relationship between employment and childcare demand/ supply does not behave in a

Roger Tym & Partners
September 2010 ii
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consistent way. There appears to be no simple relationship between increasing childcare
provision and raising female employment rates.

In a number of past studies, it has been assumed that a key reason for women not
securing work is because of barriers to childcare access. The broad argument went that
overcoming these barriers increasing childcare supply would raise female employment
rates.

However, whilst childcare may represent a real barrier to employment, we are not sure
that positive correlation between female employment rates and childcare provision
implies a one-way direction of causality. The opposite view could also be taken - that low
levels of employment (particularly female employment) might mean that low levels of
childcare were demanded - because parents are able to look after children themselves. In
a working market, low levels of childcare demand would stimulate low levels of supply. In
such an environment, increasing childcare supply would have little or no effect on female
labour market participation.

Neither of these views on the processes of causality behind the relationship between
childcare provision and labour market participation have been satisfactorily proven. There
does not appear to be strong evidence-based research to support a firm view either way.

There is no evidence of market failure on childcare availability. Lower levels of provision
in some areas of London might be against policy objectives, but we suggest (although
cannot prove) that these might be market outcomes, not market failures.

Price barriers: London childcare prices are comparatively high, but this
reflects higher running costs rather than a market failure. There are potential
equity failures. The extent of equily failure depends on the tax and benefit
system

Progress has been made on childcare costs through the introduction of tax credits and
universally available free part time early years education for three to four year olds. Costs
for other types of childcare provision have been supported though a mixture of fixed-term
government funding supplemented in some cases by demand-side funding such as tax
credits. We say more about how price affects different groups below, when we discuss
equity failure.

Looking within the UK, childcare fees in London are significantly higher than the national
average. They also vary significantly within London, as shown in the maps below.

Roger Tym & Partners
September 2010 iii
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Figure 0.1 Regional and London childcare fees per hour

3 -':\,E

Source: Laing and Buisson survey data/ RTP

High prices for childcare in London do not represent a market failure. They are a market
outcome. Our analysis suggests that higher staff costs and higher accommodation costs -
and no offsetting rise in local authority free entitlement payments - explain the price
differential between London childcare and childcare elsewhere in the country. There is no
evidence of unreasonable barriers to market entry, monopolistic markets, or excessive
profits affecting the price of childcare in London.

There is a potential equity failure on price - but much depends on prevailing tax and
benefit policy. Research shows that around a quarter of people find paying for childcare
either difficult or very difficult. Nationally, lone parents report being disproportionately
affected by childcare costs, as do the low paid report and those with larger families.
Whilst of significant help, tax credit take-up is problematic. Take-up for single parent
working families in London is above average, but take-up for working couples in London is
acutely low. Whilst wages in London are relatively high, once housing costs are
accounted for, many London areas move into the bottom income bands. This may be a
contributory reason to why high childcare costs act as a barrier to part-time employment in
London - which particularly affects mothers’ rates of employment.

This is not a simple equity failure of wealthier “haves” and poorer “have nots”. At the heart
of this issue is the way that the benefits system operates for people in different
circumstances. More work is needed on the precise interaction between the tax and
benefit system and housing costs in London.

Flexibility barriers: perceived shortages of flexible provision are a market
outcome, not a market failure. But some lone parents are more negatively
affected than others

A substantial minority of mothers report that atypical hours cause problems with childcare.
Working atypical hours is relatively common.

Roger Tym & Partners
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A lack of flexible hours in childcare settings is a market outcome, not a market failure.
Research shows that the private for-profit sector tends to operate a core hour service,
because the profit margins are less for childcare outside these core hours.

Lone parents’ childcare arrangements are disproportionately affected by atypical working.
This represents a potential equity failure.

Quality barriers: perceived poor quality could represent a barrier to take-up.
But these perceptions are not caused by a market failure. Equity failures
appear fo exist

Nationally, there doubts about quality for a significant number of parents: 40% of parents
think quality is poor, or are “not sure”. Perceptions of quality could therefore represent a
potential barrier to childcare take-up.

It has been argued that childcare funding is too low to secure high quality care from
trained staff. But the inability of the market to generate income from parents to support
aspirations for this very expensive, high quality model of provision does not constitute a
market failure as properly understood. Instead, it represents a reasonable outcome of
market supply, market demand and production costs. Whether this “high quality” model of
childcare is something that should be provided from a public policy perspective is a
different question and relates more to the role of Early Years Education, which is beyond
the remit of this study.

There is evidence that the quality of childcare is perceived as worse in more deprived
areas. More objective OFSTED evidence agrees. This is evidence of an equity failure.
There is also evidence that ethnic minorities do not use childcare services to the same
degree. This could be evidence of an equity failure caused by perceptions of the quality
of care, relative to that which could be provided by the family. But these differences may
reflect a positive cultural preference in ethnic minority parents.

Information barriers: there appears to be enough information available to
make a rational choice between providers, but deprived parents may be
underestimating the positive impact that early years provision can have, and
may find it harder to access the information that exists

Although information issues are often quoted as being a significant barrier to childcare
access, our work suggests that generally, this barrier is being overcome. This would
indicate that there is little systemic information market failure. Although a maijority of
parents say they would like to be better informed, consumers appear to be sufficiently
informed to make a rational choice.

Some parents may under-estimate the positive impact of early years provision on their
children. This is a potential information market failure

More disadvantaged groups find it harder to access services. This is a potential equity
failure. Equitable arrangements require that this imbalance is readdressed.

Roger Tym & Partners
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Conclusions

No-one can give a blanket answer that fits all families in all circumstances, but it appears
to us that

= There has been genuine progress in addressing the “barriers to childcare” in the last
decade or so. As a result, the barriers sometimes do not appear to exist to quite the
extent imagined.

= Where these barriers (covered here under the headings of availability, price, flexibility,
quality and information) do operate, they tend not to be caused by market failures,
and instead represent market outcomes.

=  When market outcomes are unwanted, they should not be confused with market
failures. If the desired policy outcomes are not achieved by using market-based
policies, then this is a different matter.

» Equity failures potentially affect the childcare market in each of the barrier categories
we looked at.

» The causality of the processes involved in creating and maintaining childcare barriers
to take-up are open to different interpretations.

We then broadened out our research to look at other barriers to childcare take-up not
covered above, and put childcare provision in context alongside the other determinants of
parents labour market participation and child poverty.

What are the other barriers to childcare take-up?

It is clear that some parents do not want childcare, irrespective of price, quality,
accessibility or information considerations. Further work on reducing the “barriers to
childcare take-up” may have little effect on childcare take-up rates with these parents.
Research also suggests that some parents, particularly those in lower socio-economic
groups and some ethnic groups, often believe that they should be looking after their
young children themselves.

What are the other barriers to parents’ return to the labour market?

Above, we discussed the other, often overlooked obstacles to the take-up of childcare.
Here, we go one stage further to look at the obstacles for parents’ working.

The literature covers two possible sets of reasons why parents are not working. The first
group are childcare-specific and broadly are that children remain dependent on their
parents; the second group of reasons are not childcare-specific, and take in a range of
reasons. Aside from circumstantial reasons for being outside the labour market such as
illness, caring responsibilities and training, the major reasons for not mothers not working
can be typified as being a) it is not worth working, b) a lack of suitable jobs and c) a job is
not wanted.

Work on reducing barriers to access may have little effect on labour market participation
(and consequently on child poverty) for this latter group.

Roger Tym & Partners
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What is the relationship between childcare and reducing child poverty?

Research suggests that for most families in poverty, problems with childcare are not the
sole or even the most important barrier to moving out of poverty.

Together, these findings suggest that labour market policies for parents that focus
exclusively on childcare issues may have limited success in raising employment rates and
reducing child poverty.

Next steps

The next steps that could be taken are as follows.

National Centre for Social Research work is very valuable. It would be useful for the
LDA to get the statistical background showing the London-only statistical breaks.

Application of typical rational choices theory (which assumes that consumers make
judgements around price, availability, and quality) might not particularly appropriate in
this marketplace. Much of the work around childcare take-up motives and barriers
revolves around very fine grained decisions. Focus group and ethnographic
techniques can be better than surveys at picking these issues up. This is important,
because understanding more emotional drivers might allow the better tailoring of
policy responses. There might also be interesting applications of behavioural
economics’ “Nudge”-type concepts with relation to childcare.

A significant issue in London is the relationship between housing costs, income, tax
and subsidy. In London, childcare costs may act as a disincentive to lower paid part-
time employment. We understand that these issues are being dealt with as part of the
“21st Century Welfare” Consultation.

Any policy to reduce ‘equity failures’ in London would need to be highly targeted.

There is evidence that parents regard the idea of “early years education” more positively
than the idea of “childcare”. Future policy for early years education will in part determine
the market for childcare.

Roger Tym & Partners
September 2010 vii
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1.1

1.2

1.3

1.4

1.5

INTRODUCTION

This report investigates the London Childcare Market. It was written for the London
Development Agency by a team comprised of Roger Tym & Partners, Laing Buisson and
the University of East London.

The London Development Agency’s interest in this area results from the LDA’s objective
to close the employment rate gap between London and the rest of the UK, and to ensure
that child poverty is reduced. There is a concern that there may be market failures
operating in London which cause problems in the provision of childcare services, and that
if these failures were corrected (perhaps by public sector intervention), then childcare in
London might be more readily available and more affordable. If this were the case, goes
the logic, then parents would be able to return to the labour market, raising output and so
lifting their children out of poverty.

We do not set out to test all of this logic chain. As Figure 1.1 below shows, we are
focusing on a small part of it. In particular, we address whether there are significant
market failures affecting the provision of childcare which might represent a prima facie
case for public sector intervention.

Figure 2.1 The LDA’s logic model for intervention in childcare markets

Child Child poverty :aar:'E:;rljslatcl; E::irilréecr:‘rgo Resolving
poverty in _ is caused by _ accessing —™ access are —™ market
London is worklessness childcare caused b failure would
seen as a to significant exist in market y reduce child
problem degree London failure poverty
NOT TESTED TESTED IN THIS REPORT NOT TESTED

The Mayor’s Economic Development Strategy strategy notes that market failure is “the
most significant test” of intervention.” As the London Economic Development Strategy
states, “striking at the cause [of market failure] is more effective than supplanting the
market. Good policy-making identifies the cause, diagnoses the failure, and analyses
ways of tackling it.” Work by the LDA also points to a second rationale for Government
intervention in markets. This is known as the “equity rationale”, which seeks to correct
unacceptable inequalities. In addition to market failure, then, we will examine the extent
to which intervention might by justified by the existence of these inequalities.

We begin by defining the grounds for Government intervention in childcare markets, and
then examine the main features of the market for childcare services in London. We then
look at the barriers that the current childcare market is said to place in the way of
accessing more childcare. Our review of the literature, and conversations with public and

! Mayor’s Economic Development Strategy for London (Vision and Objectives) http://Ida-
consult.limehouse.co.uk/portal/eds/eds?pointld=123

Roger Tym & Partners
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1.6

1.7

1.8

1.9

private sector stakeholders, has suggested that there are a number of what are often
called “barriers to access”. These are relatively well rehearsed in the literature. Typically,
these are

= availability

= price
= flexibility
= quality

= information

We explore the nature of these barriers. Some of these issues are likely to affect London
particularly acutely, although in some instances data is not available that specifically
isolates London.

The above barriers should be understood as being barriers to demand from parents.
These are factors which might reduce parents’ ability or willingness to put their children in
childcare. As we have shown above, the LDA is concerned about these barriers because
they represent an obstacle to parents’ labour market access, and so obstruct the
reduction of child poverty.

We explore the nature of these barriers to demand, and look at

= the extent to which these barriers are caused by market failures, and

= the extent to which these barriers themselves create or are manifestations of equity
failures.

Evidence of either equity failures or market failures would represent a prima facie case for
public sector intervention.

This is necessarily a long and detailed report. However, we have tried to clarify the
issues, rather than further obscure them. A quick understanding of the report can be
reached by simply reading the “headline” sub-titles, whilst more detail is contained in the
supporting text.

Roger Tym & Partners
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2 THE SCOPE AND CONTEXT OF THIS REPORT

Introduction

2.1 In this section we define the scope and context of this report.

The geographical area covered in this report

2.2 This report covers the Greater London area.

2.3 Where relevant, we have used the GLA’s own spatial distinctions between the London
sub-regions and the central and outer area.

Table 2.1 London sub-regions and central and outer area

W Central act
Inner Lone
B Outer Loni

Source: London Plan Consultation Draft replacement plan October 2009

Types of childcare provision we are looking at in this report

2.4 This report concentrates on paid for (formal) childcare provided by establishments and
individuals that are registered with OFSTED to care for early years (0-5 years) children.

25 We also cover childcare for children aged 5, 6 and 7 years provided in OFSTED
registered childcare settings such as out of school clubs? and by OFSTED registered
individuals such as childminders.® We cover these matters in less detail, because less

2 Registered establishments covers nurseries, pre-schools, playgroups, childcare and family centres, out of school
clubs and any other establishments registered for early years childcare. OFSTED now label these generically as
childcare on ‘non-domestic’ premises. The type of childcare provided by these establishments is distinguished by
their opening hours. Nurseries are typically open throughout the working day and are defined in this report as ‘full
day’. Other establishments such as pre-schools and playgroups are typically open part-day, often matching school
opening hours, and are defined in this report as ‘part day’. The remaining establishments are out of school clubs
which provide childcare before and after school hours for children aged under 8 years, which we define as ‘out of
school’.

® OFSTED registered individuals providing childcare cover childminders and large groups of individuals providing
childcare on domestic premises. OFSTED now label these generically as childcare on ‘domestic’ premises. The
large majority of these are childminders. Childminders are typically open throughout the working day, similar to
‘full day’ nurseries. Large groups covers domestic premises where 4 or more individuals are providing care at the
same time. Less than 4 individuals on domestic premises remains classified as childminding

Roger Tym & Partners
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210

data and research is available, and because childcare for older children appears to be
less of a labour market barrier.

Excluded from our scope is any education and childcare not registered for early years
childcare by OFSTED. This generally covers

= Nursery education in schools - typically for 3 and 4 year olds covering
nursery/reception classes in primary schools and nursery schools. This is because
Ofsted do not include this in their childcare definition.

= Establishments offering childcare for older children (covering 5+ years) but no early
years childcare (for under 5s), which mainly covers holiday clubs.

= Créche or similar convenient ‘drop-off’ facilities where there is no long-term childcare
commitment, i.e. children do not attend on a regular (daily) basis

= Unpaid childcare for children of any age such as care by grandparents, and other
family members and friends.

= “Grey market” childcare, where paid but undeclared childcare services are provided
informally to parents.

Whilst these areas are excluded, they may be referred to in relationship to the area of our
study.

A typology of provision

The childcare sector uses a range of different terms. We have attached a typology as
appendix 1.

What is “the childcare market”?

A market is an area over which buyers and sellers negotiate the exchange of goods or
services - in this case childcare. Typically, marketplaces are conceptualised as being free
of Government intervention. However, in line with the rest of the UK, the market for
childcare in London is highly regulated and subject to a number of different public policy
interventions (including subsidy) that are expressly designed to alter its functioning and
outcomes.

The relationship between market (i.e., paid for) childcare provision and state provision
varies depending on the age of the child. There are also some local differences in levels
of provision, depending on a) the education authority, and b) any special circumstances of
the child in question. We provide a simple summary of these interrelationships below.

Roger Tym & Partners
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Table 2.2 Summary of the relationship between paid for childcare/education and provision
free at point of use

Age of child
(mth)

Is free provision available?

Is paid-for provision available?

0-12 months

No. There is no state provision or subsidy ordinarily
available for children in this age range.

Some provision may be available for special needs
children or those on the Child Protection Register.

Yes. Paid for provision exists through
childminders, day nurseries and
créches.

From age 1
to 2

No. There is no state provision or subsidy ordinarily
available for children in this age range. However,
some subsidies are available from Local Authorities
for children with physical or learning disabilities.
These children are entitled to provision from age 2.

The previous Government piloted 7.5 upto 125
hours of free early education per week for over
13,600 disadvantaged 2 year olds. The Coalition
Government recently announced it will continue the
roll-out of this programme for the same number of
children targeted to date, up to 20,000.

Yes

3-4 year olds

Yes. All 3 and 4 yr olds are entitled to pre-school
provision of 12.5hrs per week, 38 wks year; some
did already receive 15 hours delivered flexibly. The
Coalition Government has committed to rolling out
this 15 hours free early education, entitlement which
may also be delivered by childminders.

This free provision is made through the Early
Education Grant. This is a subsidy to providers.

The Early Education Grant can be paid to either
private or state providers; it is distributed by local
authorities to schools and early years settings,
including childminders, wherever they provide
childcare to 3 and 4 year olds (e.g. through primary
or nursery schools).

The amount paid to providers varies between local
authorities. Private providers argue that a) the level
of subsidy is insufficient, and b) that nursery
education delivered in state-funded settings (such
as maintained schools) get effective cross-subsidies
from mainstream education provision.

Yes. Parents have the choice of
buying private nursery education if
they wish. Nurseries that offer paid-
for provision have opted out of the
Early Education Grant scheme, which
is provided through the Dedicated
Schools Grant. The Labour
Government tried to expressly halt
any “top up” payments to vouchers to
private nursery schools.

Nurseries which have opted out of the
voucher scheme are more prevalent in
affluent areas, where parents are
wealthy enough to pay full fees.

While incoming Education Secretary
Michael Gove has suggested that top
up payments may be allowable in
future, there is no official policy on this
at the time of writing.

5 years old +

Although the statutory age for compulsory education
is 5 years, most Reception classes take children
before they turn 5. State provision for all.

Note that this is outside the scope of this study. Itis
outside the OFSTED definition of childcare.

Registered out-of-School provision may be
available for this and younger age groups,
especially in schools taking part in the Extended
Schools Programme.

State provision for all. Private
provision widely available.

Note that this is outside the scope of
this study. It is outside the OFSTED
definition of childcare.

Parents pay fees for breakfast clubs,
after-school and holiday clubs,
provided within schools with help from
Extended Schools Initiative funding, or
in separate locations.

2.1

Given the complex interaction between the public and private sector, the way that subsidy

and private provision interact, the use of the concept of a “market” has its limits. But it can
still make sense to use the market concept - because demand and supply analysis can
still give us insights into problems of allocating resources, and deciding whether and how
Government might intervene to solve problems and inequalities in provision.
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The policy context for the London childcare market

2.12  Given that the London childcare market operates in a highly regulated environment, it is
important to understand that environment. Some background on the policy background
and environment may help.

2.13  Here we will only summarise key national and London policy developments impacting on
the London childcare market, rather than providing a detailed summary of the wide range
of initiatives developed during this period*. As we are on the cusp of alternative childcare
policy developments under the new Conservative/Liberal Democrat coalition government,
the future direction of current childcare policies and systems is as yet difficult to predict.

The London childcare market before 1997

2.14 A childcare market offering provision for children of working parents aged 0 to 5 existed in
London well before 1997.

Like other local childcare markets, the London market consisted of a mixed economy

2.15  The London market consisted of a mixed state and private provision. Provision was made
up of mostly small, private-for-profit and not-for-profit businesses, including day nurseries,
community nurseries, playgroups and out-of-school clubs® delivering group care, and
family daycare delivered by childminders in their own homes. Many better-off families,
especially in London, used private nannies.® Registered breakfast clubs, after-school and
holiday provision may be available within schools operating as part of the Extended
Schools Initiative’, which provides Government support for all schools to establish and
run or commission such services by September 2010, although parents still pay fees. Out-
of -school clubs are also run separately from schools.

2.16  Such private childcare businesses operated alongside social services and voluntary
sector provision aimed at targeted children considered ‘in need’ of childcare under the
Children Act 1989, on the grounds of disability, or socio-economic or child protection
issues. Parents of children not ‘in need’ were expected to pay full childcare costs. Informal
care by family and friends was and remains the most popular form of non-parental care for
children aged under two. ®

4 Lloyd, E. (2008) ‘The interface between childcare, family support and child poverty strategies under New labour:
tensions and contradictions.” Social Policy & Society, 7(4): 479-494

® This report focuses on the pre-school childcare market, so developments in out-of-school provision are excluded
from further discussion

® Even now no reliable statistics are available on the number of nannies working. Registration remains voluntary.

’ Department for Children, Schools and Families (2008) Extended Schools: Building on Experience. London:
DCSF

8 Speight, S, Smith, R., La Valle, |., Schneider, V. And Perry, J. Withwith Coshall, C. And Tipping, S. (2009)
Childcare and Early Years Survey of Parents 2009. Research Report No DCSF-RR136. London: DCSF
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2.19

2.20

2.21

There was some - geographically patchy - provision of state nursery education for 3 and 4
yrolds

In England there was a separate long-standing tradition of state-funded part- or full-time
nursery education for 3 and 4 year old children in maintained, i.e. state funded, nursery
schools and nursery classes attached to primary schools. In the absence of a national
early childhood education and care policy, such early education was mostly confined to
disadvantaged areas. In London, most Outer London Education Departments and the
Inner London Education Authority supported nursery education. After ILEA’s 1990
abolition, the London Boroughs’ new Education Departments tended to continue this
support.

Up to this point, the location of both childcare markets and state -funded early education

was largely determined by the political colour of local government, with Labour controlled
authorities spending more on such provision, whereas in some shire counties it might be
almost entirely lacking®.

Lines of responsibility were complex and fractured

Children Act 1989 Regulations and Guidance informed local authority childcare
registration and regulation requirements, covering such aspects as staff child ratios,
minimum staffing qualifications and space per child for formal childcare provision, while
ultimate responsibility rested with the Department of Health. Early education was
regulated on behalf of the Department of Education and Employment by the schools
inspectorate, which became Ofsted in 1992. In contrast, early education delivered in
independent schools was covered by the separate independent schools inspection
system.

The national childcare policy environment after 1997

From 1997 onwards, the introduction of the National Childcare Strategy by the new
Labour government ushered in a period of rapid and major change in the creation and
distribution, regulation and public funding for early education and childcare in the UK. The
Governments used the term childcare for both early education and childcare, a cause of
some confusion, but eventually started employing the wording ‘childcare and early
learning’ to distinguish between the two forms of provision .

The concept of a ‘mixed” economy of private and public provision continued

The mixed economy of state funded private childcare and the concept of a childcare
market remained at the centre of these policy developments, though, as well as several
other policy continuities, and were never put up as an issue for national debate '°.

® Penn, H. and Randall, V. (2005) ‘Childcare policy and local partnerships under Labour,’” Journal of Social Policy,
32(1), 313-323

10 Cohen, B., Moss, P., Petrie, P. and Wallace, J. (2004) A New Deal for Children? Re-forming Education and
Care in England, Scotland and Sweden. Bristol: The Policy Press
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2.22

2.23

2.24

2.25

2.26

After Devolution in 1998, divergent childcare policies and strategies emerged in the four
countries making up the UK, but the London childcare scene, certainly initially, reflected
developments in England as a whole.

Policy objectives were around education and parents’ labour market participation

The new government’s initiatives had a two-fold aim, underpinned by a growing
recognition to tackle child poverty and its impact on children’s life chances:

= to ensure better educational outcomes for children, including readiness to learn at the
start of compulsory education because of the delivery of a universal entitlement to free
early education for all 3 and 4 year old children, later extended to disadvantaged 2
year olds

= to ensure more opportunities for parents, particularly mothers, to take up employment,
education or training because of the increased number of good quality, accessible and
affordable childcare places.

The three main characteristics of this strategy were

= the introduction of an entitlement for 3 and 4 year old children to universal and free
part-time early education in order to benefit their development;

= an entitlement for employed parents or those in education or training for public
support with childcare costs via the tax and benefit system in order to promote
parental, particularly maternal, employment; and

= support for children and families in disadvantaged areas or circumstances to make
use of such opportunities in order to promote equality of opportunity.

Equality of opportunity was pursued through Sure Start

The most visible part of the latter strand took the form of the Sure Start programme, a
high-profile inter-departmental initiative. Sure Start centres offered a range of health and
family support services and early childhood provision to all children under 4 and their
families living in some 500 disadvantaged areas. By 2010 this initiative had been
transformed into the Sure Start Children’s Centres programme and rolled out to 3500
locations across England.

Childcare funding and regulation under New Labour

The market was stimulated was through a mix of demand and supply side subsidies

The chosen funding mechanism for the National Childcare Strategy’s implementation was
a mix of

= supply-side subsidies in the form of start-up and other business support grants to
childcare businesses in what came to be called the PVI sector (of Private, Voluntary
and Independent providers); and

= demand-side subsidies, i.e. tax credits, for parents to help them buy registered
childcare in the childcare market.

Roger Tym & Partners
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2.27

2.28

2.29

The administration of these subsidies has been seen by some in the PV/ sector as unfair

The early education grant became a key provider subsidy; this was a per capita funding to
deliver 12.5 hours of early education during term time (now for 38 weeks per year) to 3
and 4 year old children whose parents wanted it. In order to qualify, childcare businesses
needed to meet structural quality criteria pertaining to an early years curriculum, staff
qualifications and ratios.

Critically, early education grant funding followed the child. The hourly rate for this
entitlement was determined by local authorities. That meant that the early education grant
could be paid to either private providers, including childminders, or local authorities’
themselves wherever they provided childcare to 3 and 4 year olds. Payment levels are
locally variable at the discretion of Local Authorities, and this local variation has been
contested ever since by the PVI sector. The PVI sector object on the grounds of unfair
competition: they state that nursery education delivered in state-funded settings (such as
nursery classes in maintained primary and in nursery schools) get effective cross-
subsidies from mainstream education provision. For example, payroll administration is
done through the mainstream mechanism; other overheads and staff costs are paid for
from other mainstream funds. At the time of the May 2010 election, the previous
government was planning the introduction of an early years single funding formula
designed to bolster private childcare business sustainability. Top-up fees had frequently
been charged by the private sector, although the previous Government tried to eliminate
this practice because if top-up fees became the norm this would discourage take—up.11

Other subsidy mechanisms have been difficult to administer straightforwardly

A range of support measures were introduced to help with the affordability of childcare in
all or some local authorities. All are now likely to be reviewed. These included

= The Child Tax Credit can be claimed by families under a certain income. Credits
available grow with the number of children in the family.

= The Working Tax Credit targets specific help at lower income families with parents in
work. It is means tested, and can currently pay up to 80% of childcare costs.'? In
London there is a ceiling of £175 on weekly fees that can be claimed for one child as
part of the childcare element of this credit, and £300 for two. Many London nurseries
operate higher fees than this.

= Student support for studying parents is available through a number of sources
including universities and colleges, the Student Loan Company and a number of
government bursaries.

= The Sure Start, Early Years and Childcare Grant to local authorities helps them
support different aspects of early education and childcare such as outcomes, quality
and inclusion, the Graduate Leader Fund and Black and minority ethnic take up.

" Butt, S., Goddard, K. & La Valle, |. with Hill, M. (2007) Childcare Nation? Progress on the Childcare Strategy
and Priorities for the Future. London: National Centre for Social Research and Daycare Trust

12 http://www.4children.org.uk/uploads/information/WTC_final.pdf
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= In London the Childcare Affordability Programme was launched in 2005; see section
2.43 below.

2.30  The system of tax credits introduced to help parents working 16 hours or more to pay for
registered childcare was also the subject of controversy, as early overpayments were
being clawed back'®. Hence their uptake increased only slowly.

2.31  From 2005 there was a drive toward employer support in the form of childcare voucher
schemes to help employees with the costs of registered childcare free from income tax
and national insurance, in the form of either a salary sacrifice scheme or workplace
provision. Each parent can receive up to £243 worth of vouchers each month free from
income tax and NICs. Early on the uptake of such schemes tends to be among major
employers, while London employers were among the most likely to offer their employees
the opportunity to participate in such schemes'. More recently, in 2006/7, some 160.000
individuals surveyed for the Family Resources Survey were receiving such vouchers®

Standardisation and centralisation characterised childcare regulation under New Labour

2.32  Central government responsibility for childcare was transferred from the Department of
Health into the Department for Education and Skills in 2001 and integrated with that for
early education, whereas employment issues went over to the newly created Department
of Work and Pensions. Ofsted took over the registration and inspection of all early
childhood education and care provision.

2.33  An authoritative 2009 estimate of recent total government spending on all these separate
aspects of early childhood education and care provision in England concluded that this
amounted to between £3.5 and £4.1 billion a year. This figure did not include spending
such as capital costs within the Children’s Centre programme.16 Altogether this equals
about 0.5 % of GDP, and is almost twice the sum spent around 1997, though still less
than is spent on equivalent services in some other OECD member states, which average
0.6%.

Progress with national childcare policies and strategies

2.34  Since 1998 childcare policies and strategies were reviewed several times, against the
background of a major structural reform plan for all children’s services as part of the Every
Child Matters agenda."” Given legal force in the 2004 Children Act, this entailed an
emphasis on multi-professional working in integrated teams to improve both early
childhood provision and other targeted children’s services (formerly described as family

® House of Commons Committee of Public Accounts (2007) Tax Credits. Twenty-Second Report of Session
2006-07. London: The Stationary Office

14Kazimirski, A., Smith, R., Mogensen, E. And Lemetti, F. (2006) Monitoring of the Reform of the Income Tax and
National Insurance Rules for Employer-Supported Childcare. London: HM Revenue & Customs

'® Goddard, K. & Knights, E. (2009) Quality Costs: Paying for Early Childhood Education and Care. London:
Daycare Trust

'® Goddard, K. And Knights, E. (2009) Quality Costs: Paying for Early Childhood Education and Care. London:
Daycare Trust

' DFES (2003) Every Child Matters. The Green Paper. London: The Stationary Office
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support services). The ultimate aim was the reduction of the health and educational
attainment gap between poor and better-off children. At local authority level social
services and education departments were now combined into children’s services
departments.

Evidence was mounting which suggested that the childcare market was problematic in
several respects

2.35 Evidence grew that the “mixed economy” of the childcare market was not fully
achieving policy objectives. Problems were as follows.

= Searching questions relating to the sustainability of local childcare markets had been
raised in two reports commissioned by the DfES: basically, parents in deprived areas
appeared not to have enough money to afford the paid-for components of childcare
provision. 18

= The provision of childcare for the children of unemployed parents, or those working in
the ‘grey’ economy was problematic, as was that for children in large families, families
with a disabled child or parent and Black and minority ethnic families'.

= The Neighbourhood Nurseries programme, established by the Government to
demonstrate the sustainability of childcare provision in disadvantaged areas, was at
risk due to the withdrawal of start-up subsidies.?°

2.36  The 2004 Ten Year Strategy for Childcare?’ directly addressed pressing child poverty
issues and acknowledged that, without further intervention, childcare provision might cost
too much for deprived parents to access. It proposed additional measures to ensure that
parents would benefit from an improved work-life balance and that all young children
would have access to a choice of affordable, high quality and flexible early childhood care
and education; such access had been found lacking in a National Audit Office impact
analysis of the childcare strategy. %

2.37  Such measures included changes to tax credits, to paid maternity leave, the roll-out of the
Sure Start Children’s Centres programme and of the Extended Schools programme,
which would also offer childcare, the extension of the free early education entitlement to
15 hours weekly from 2010, as well as moves to professionalise the childcare workforce

'8 Dickins, S., Taylor, J. and La Valle, I. (2005) Local Childcare Markets: A Longitudinal Study. Research Report
SSU/2005/016. London: DfES

Harries, T., La Valle, I. And Dickens, S. (2004 ) Childcare: How Local Markets Respond to National Initiatives.
DfES Research Report-RR526. London: DfES

¥ House of Commons Work and Pensions Select Committee (2004) Child Poverty in the UK. Volume I. London:
The Stationary office

Kazimirski, A., Southwood, H. And Bryson, C. (2006) Childcare and Early Years Provision for Minority Ethnic
Famifies. London: Daycare Trust & National Centre for Social Research

2 Smith, T., Coxon, C. And Sigala, M. (2007) National Evaluation of the Nejghbourhood Nurseries Initiative:
Implementation Study, SSU Research Report 021. London: DfES

# HM Treasury (2004) Choice for Parents, The Best Start for Children: A Ten Year Strategy for Childcare.
London: The Stationary Office
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2.38

2.39

240

2.41

242

and regulatory reform. Crucially for London, this strategy document also announced the
establishment of the Childcare Affordability Programme for London. (We say more about
this below).

Several reports from management consultants PriceWaterhouseCoopers23 commissioned
by the Department for Education and Skills, explored the operation of the childcare and
children’s services markets with a view to recommending improvements. These centred
on the relationship and perceived competition between the private childcare sector and
local authority supported provision.

The evolution of the childcare market in England

The expansion of early childhood education and care provision in England under the
previous Labour government took office in 1997 continued to take place largely in the
private for-profit sector. This trend reflected the new government’s approach to promoting
markets in public services in general. The UK Government had entirely reshaped its role
in developing this provision and the policies it rolled out contrasted with those in many
OECD member states.?*

The Childcare Act 2006 promoted childcare markets - but inserted aspects of local
government oversight

The Government’s own considerations concerning the childcare market culminated in the
Childcare Act 2006. This legislation explicitly promoted childcare markets. The stipulation
in the Act that early education should be delivered alongside childcare in a market
composed largely of for-profit and not-for-profit businesses puts England in an almost
unique position in Europe?.

Two key features characterised this Act.

= Under the Act’s ‘childcare sufficiency’ duty English local authorities must ensure the
efficient operation of the local childcare and early education market of private
providers. Local government itself can only act as a ‘provider of last resort’ if
insufficient childcare were available locally to meet demand.

= The second duty imposed on local government was to ‘narrow the gap’ between
vulnerable and other children in respect of educational attainment and life chances
through the delivery of early childhood education and care.

The 2006 Act also provides the statutory framework for the Early Years Foundation Stage,
a programme combining regulations and curricular instructions to ensure a quality
standard which early childhood settings must adhere to in order to qualify for registration.
Childminders are also included in this. Aspects of this, too, have been the subject of some

z PricewaterhouseCoopers (2006a) DfES Children’s Services - The Childcare Market. London: PWC

2 penn, H. (2007) ‘Childcare market management: how the United Kingdom Government has reshaped its role in
developing early childhood education and care,” Contemporary issues in Early Childhood, 8(3): 192-207

% penn, H. (2009) ‘International perspectives on quality in mixed economies of childcare,’ National Institute
Economic Review, 207, January; 1-6
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lobbying for its reform by sections of the private childcare sector as well as
educationalists, but the sector as a whole views it as a welcome form of quality
assurance.

The London childcare market policy environment

Some issues affected London particularly badly

2.43  In the London childcare market the same policy developments applied as in the rest of
England, but the capital’s socio-economic context differed. Among the characteristics
differentiating London from the other English regions were the highest child poverty rates
in England, 48% as against 30% nationally, low maternal employment rates, 54% as
compared with 65% of mothers nationally, childcare costs 25% higher and the lowest
uptake of Working Tax Credit in the country.

2.44  Low qualification levels and high rates of worklessness and considerable income
inequalities disproportionally affecting BME and lone parent families were typical of the
London population as a whole. Other factors impacting on childcare uptake and
employment rates particularly affecting London women included relatively high levels of
lone motherhood, atypical working patterns in various industries, low pay and a relatively
high gender pay gap, in the context of high housing, living and transport costs. These
were documented in a series of GLA Economics reports on women in London’s economy
published since 2005.%

2.45  Two authoritative sociological studies of childcare choices among middle-class and
working class families in two Inner London areas, Stoke Newington and Battersea,
suggested that the picture might be more complicated than was captured in a purely
economic analysis. These studies demonstrated heavy social segregation in provision
and uptake, reflecting divergent parental attitudes within ‘local childcare cultures.’ ?’ The
findings on the complex interplay between factors affecting parental childcare choices in
these small-scale qualitative studies appeared to correspond to those in an analysis of
Family and Children Study survey data.?®

London-specific policy aimed to make high quality childcare affordable for all

2.46  Inresponse London’s first mayor instigated the development of a separate childcare
strategy by the London Development Agency’s childcare team. This differed from the
national childcare strategy in certain important respects. 29

2.47  The new strategy was informed by a PWC cost benefit analysis concluding with a
recommendation of universal publicly funded childcare provision for UK children aged

% Mayor and GLA Economics (2005) Women in London’s Economy. London: GLA
7 Vincent, C., Braun, A. And Ball, S. (2008) ‘Childcare, choice and social class.” Critical Social Policy, 26(1): 5-26

3 D’Souza, J., Connolly, A. and Purdon, S. (2008) Analysis