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Chairwoman Finkenauer, Ranking Member Joyce, and members of the subcommittee, thank you for
the opportunity to testify on this important topic today. My name is Veronique de Rugy, and I am a
senior research fellow at the Mercatus Center at George Mason University.

Today, I offer these main points:

1. However well-intentioned, the imposition of strict licensing actually makes childcare harder
for families by raising prices.

2. This increase in cost is not accompanied by a commensurate increase in quality or safety.

3. Strict licensing requirements raise barriers to jobs for childcare workers.

Reforming occupational licensing can play a significant role in increasing the supply of affordable
childcare.

THE ECONOMICS OF OCCUPATIONAL LICENSING

Occupational licensing is the practice of requiring government approval before individuals can legally
earn a living in a particular profession. Individuals often must pay high fees, undergo many days of
training or experience, or earn arbitrary certifications before receiving the privilege from their local or
state governments of being allowed to work.

Economists have shown that occupational licensing raises barriers between workers and better job
markets and it raises prices for consumers. In the case of childcare, occupational licensing raises the cost
of being a provider, reducing the supply. In turn, that reduction in supply increases prices for consumers.

Today, one out of every three US workers is currently required to comply with occupational licensing
requirements, an increase from one out of every 20 workers in the 1950s.! In the past, license
requirements generally applied to high-risk—and often high-income—professions such as surgery and
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dentistry, but newer burdens are shouldered by poorer Americans.? Many of the jobs performed by
poorer Americans, such as hairdresser, transit driver, or skilled technician, have traditionally provided
a ladder to self-sufficiency and upward mobility.?

By effectively restricting access to some jobs, these requirements drive down employment in licensed
industries and make it more difficult for low-income Americans to reach the first rung in their climb
out of poverty.* Licenses also operate as a substantial barrier to interstate mobility, as the licensing
requirements vary between states and can be transferred between only a very limited number of states.
For workers in a licensed industry, moving from one state to another requires costly courses, tests, and
training.’ Even when the tests are the same, states often require different scores to pass, making it
difficult to transfer licenses.®

These requirements are also a terrible burden on workers who move often, since a hairdressing license
in New York may not be honored in California, preventing workers from accessing better labor markets.
The cost of renewing one’s license in a different state creates substantial barriers to entry for many
classes of workers, hence limiting interstate mobility.” Economists Janna E. Johnson and Morris
Kleiner find that interstate migration rates are 36 percent less for individuals whose occupations have
licensing exams and requirements than those without such restrictions.?

By restricting competition between providers and by restricting the supply of workers and businesses,
occupational licensing also increases the prices of goods and services for consumers.’ This places a
disparate burden on lower-income consumers.

Finally, licensing requirements are often justified on the grounds of consumer protection and public
safety.!® However, the data show very little evidence to support for these claims."*

CHILDCARE REGULATIONS

The cost of childcare has a huge range across states, with infant care matching college costs in some
cases. The Cato Institute’s Ryan Bourne writes, “According to 2016 data compiled by Child Care Aware,
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the average annual cost of full-time center-based infant care varies dramatically nationwide, from
$5,178 in Mississippi to $23,089 in the District of Columbia. That amounts to 27.2 percent of median
single-parent family income in Mississippi and fully 89.1 percent in D.C.”*2

According to a report by the Institute for Justice,'* which looked at 102 low- to moderate-income
occupations in all 50 states and the District of Columbia, 44 states require a license for childcare
providers, making it illegal to run unlicensed childcare operations (except operations involving the care
of a few children in a home setting).}*

These rules effectively protect current workers from competition in the childcare industry by
increasing the cost of entering the childcare market, thereby reducing the supply of childcare. These
fees can reach up to $300 and the amount of time to attain a license can be more than a year (see figures
1 through 3 in the appendix). Twenty-four states require a high school diploma or higher (see figure 4
in the appendix).

While advocates for these rules argue that licenses and rules to work are needed to protect consumers
(parents and children) and increase quality, the economic literature show that licensing does not fulfil
this need.

This impact is visible with various and popular childcare rules. For instance, tightening the staff-to-
child ratio by one child reduces the number of childcare centers in an average area by 10 percent with
no apparent impact on quality.’® Increasing the average required years of education for center directors
by one year has modest positive effects on quality, but likewise reduces the number of centers by
between 3.2 percent and 3.8 percent.!¢

Relaxing the staff-to-child ratios would increase supply and lower cost without affecting quality.” A
study from the Mercatus Center finds that loosening ratios by just one child across all age groups
results in prices falling by 9 percent or more, thereby decreasing the annual cost for a family using full-
time infant-center care in Washington, DC, by $2,000.1® Meanwhile, requiring lead teachers to have
high-school diplomas likewise raises prices by between 25 percent and 46 percent.

These higher costs are, unsurprisingly, particularly hard on poorer people and single mothers.
Additionally, there is evidence that parents are not willing to pay the full increased cost caused by the
additional required training, driving down the wages of people working in childcare.!® These rules also
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Minorities are put disproportionately at a disadvantage, as they are much less likely to hold college
degrees or to have mastered English, which some licenses require. Licensing might also be disqualifying
for immigrants who have not lived long enough in a state.

CONCLUSION

The cost of childcare is rightly a matter of concern. However, the academic evidence suggests a solution
that should be considered carefully: it is childcare licensing laws that keep these costs of childcare high
and the supply of childcare restricted.

I welcome your questions.



APPENDIX

FIGURE 1. OCCUPATIONAL LICENSING FEES FOR CHILDCARE BY STATE
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Source: Dick M. Carpenter Il et al., “Child Care Home, Family,” Institute for Justice, November 2017, https://ij.org/report
/license-work-2/Itw-occupation-profiles/Itw2-child-care-home-family/.
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FIGURE 2. OCCUPATIONAL LICENSING FEES FOR CHILDCARE (GROUPED)
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Source: Dick M. Carpenter Il et al., “Child Care Home, Family,” Institute for Justice, November 2017, https://ij.org/report
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FIGURE 3. INSTITUTE FOR JUSTICE'S ESTIMATED TIME REQUIREMENTS FOR CHILDCARE LICENSES
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Source: Dick M. Carpenter Il et al., “Child Care Home, Family,” Institute for Justice, November 2017, https://ij.org/report
/license-work-2/Itw-occupation-profiles/Itw2-child-care-home-family/.
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FIGURE 4. FIGURE 4. EDUCATION REQUIREMENTS FOR CHILDCARE LICENSES
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Source: Dick M. Carpenter Il et al., “Child Care Home, Family,” Institute for Justice, November 2017, https://ij.org/report
/license-work-2/Itw-occupation-profiles/Itw2-child-care-home-family/.
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