The economic case for investing in young children
Rob Grunewald
Federal Reserve Bank of Minneapolis
December 2012

Investments in the education and skills of young children can have a substantial impact on their
success as students, workers, and citizens. That is, one of the most efficient means to boost the
productivity of the work force is 15 to 20 years is to invest in today’s youngest children.
Early investments increase labor productivity as adults; that is, the amount produced per hour
worked. Strong labor productivity in turn supports economic growth. Countries that have highly
skilled workforces have stronger economic growth relative to countries with lower-skilled
workforces. Within the United States, those states with a higher percentage of population with a
college degree tend to have higher levels of per capita personal income.1
In the United States, growth in the working-age population is expected to slow as the baby boom
generation retires.2 The same trend is expected for most developed countries, and even in China
the growth of the working-age population is expected to slow in the near term and eventually
shrink somewhat. Meanwhile, the types of jobs that require higher levels of education and
training are expected to grow faster than jobs requiring lower levels of education and training.
Those jobs requiring more skills pay higher annual wages. For example, in the United States a
job requiring at least a bachelor’s degree on average pays three times more than a job that only
requires on-the-job training.3
Recent evidence suggests that employers across the globe are having more difficulty finding
skilled workers to fill open positions. According to the Manpower Group’s 2012 annual survey
of global talent, respondents from 41 countries indicate growing difficulty finding applicants
with the appropriate set of skills to fill open positions at their companies.4
Employers worldwide will demand workers with more skills and education into the future.
Preparing for tomorrow’s workforce today requires effective schools and universities; however,
the foundation for labor productivity begins well before children arrive at the kindergarten door.
A child’s quality of life and the contributions that child makes to society as an adult can be
traced to his or her first years of life. During these first few years of life, 700 new neural
connections are formed every second.5 If this sensitive period includes support for growth in
language, motor skills, adaptive abilities, and social-emotional functioning, the child is more
likely to succeed in school and to later contribute to society.6
The skills employers look for – including ability in math and language, to work well on teams,
self-motivation and persistence – are shaped during the first few years of life. According to
1

James Heckman, Nobel laureate economist at the University of Chicago, skills learned later in
life build on those learned as a young child, thus “skills beget skills.”7 When a child is off to a
good start, future investments pay larger benefits than if a child is not prepared early.
Investments in ECD have a high public return on investment
Since early childhood is a sensitive period for development, costs to government and society are
high when a child is not prepared to succeed in school. Without support during the early years, a
child is more likely to drop out of school, depend on government assistance, and commit
crime—thereby imposing significant costs on society.8
The early years not only have an impact on the degree to which children are ready to succeed in
school, a substantial body of research demonstrates that early environments have a lifelong
impact on health. As articulated by the National Scientific Council on the Developing Child at
Harvard University, early experiences are built into the body (for better or worse) and significant
adversity early in life can produce physiological disruptions that persist far into adulthood and
lead to lifelong impairments in both physical and mental health.9 For example, according to
analysis of data collected in the Adverse Childhood Experiences study, adults who suffered
multiple adverse experiences in childhood were three times more likely to suffer from heart
disease.10 Adverse experiences include excessive stressful environments, such as growing up in
poverty; exposure to violence, abuse, or neglect; a household member incarcerated or mentally
ill; and parental separation or divorce.
In response to the science of early childhood, ECD programs seek to nurture healthy
development from the earliest years. Programs that provide enriched experiences for children
and involve parents provide benefits for all children, but they have the strongest impact on
children from disadvantaged environments.
Four key longitudinal evaluations in the United States demonstrate that early interventions can
have a positive impact on young children from disadvantaged environments that lasts well into
adulthood. The studies used well-matched comparison groups and cost-benefit analysis to
compare the estimated dollar value of benefits to the cost of the programs. Analyses of the Perry
Preschool Program,11 the Abecedarian Project,12 the Chicago Child-Parent Centers,13 and the
Elmira Prenatal/Early Infancy Project14 showed annual rates of return, adjusted for inflation,
ranging from 7 percent to just over 20 percent.15 The Perry Preschool Program and Chicago
Child-Parent Centers provided preschool at ages 3 and 4, Abecedarian provided full-day care and
education for children a few months old through age 4, and the Elmira Prenatal/Early Infancy
Project provided home visits by a nurse to high-risk mothers during pregnancy until the child
turned age 2.
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The benefits attributed to these ECD programs include reductions in special education and crime,
and increases in tax revenue. According to a study by Wilder Research, investment in early
childhood education can save K-12 public schools money by reducing special education costs
and grade retention and improving classroom productivity. A cost-benefit analysis in Minnesota
suggests that the monetary benefits accrued to the school system come close to covering the cost
of providing preschool.16
Reductions in the cost of crime play a large role in boosting overall rates of return, particularly
for the Perry Preschool Program (see Chart 1). Only the Abecedarian Project did not include cost
reductions due to decreases in crime because differences in crime rates between the treatment
and control groups were not statistically significant.17 In each study, the drop in crime led to
reduced costs for incarceration, police protection, and courts. Furthermore, the costs to the
victims of crime decreased, including loss of property and suffering. Added together across all
four longitudinal studies, the savings in crime alone could justify increased investment in highquality ECD.
Chart 1

In addition to the longitudinal studies, a meta-analysis by Washington State Institute for Public
Policy creates an average composite of 53 ECD programs to compare the return on investment
with other intervention programs for youth. The results for early childhood education for 3- and
4-year-old children, the Nurse Family Partnership, and home visiting programs for at-risk
mothers and children compared favorably with other intervention program types reviewed by the
authors, including several parole supervision programs for juvenile offenders.18
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In addition to reductions in remedial education and crime costs, the longitudinal evaluations
show that children who take part in ECD programs have higher earnings and pay more taxes
once they reach working age. According to a cost-benefit analysis of the Perry Preschool study, a
child who attended preschool will pay $38,000 to $75,000 more in taxes over his or her lifespan
than a child who did not attend.19
Rates of return for the longitudinal early childhood education studies compare favorably with the
U.S. stock market, which on average earned between 5 percent and 7 percent, adjusted for
inflation, over the past few decades. This suggests that disadvantaged youth are a better social
investment than stock market equity.20 Finally, while children and their families benefit in the
studies, the majority of benefits accrue to the rest of society.21 That is, taxpayers receive
proportionally more benefits than the ECD program participants.
More recent studies show children benefit from preschool
While the long-term benefit-to-cost ratios are based on studies that started 20 to 40 years ago,
recent evidence from state preschool assessments provides additional corroboration that early
childhood education programs help children prepare for school.
A five-state study using a regression-discontinuity design shows that children who attended a
state preschool program at age 4 in five states (Michigan, New Jersey, Oklahoma, South
Carolina, and West Virginia) showed overall gains in vocabulary, math, and print awareness (see
Chart 2).22 Using the same technique, an analysis of New Mexico’s fourth year of offering
preschool shows that vocabulary scores increased 24 percent of a standard deviation relative to
the control group, math scores increased 37 percent, and early literacy increased 130 percent.23
Similar gains are found in a study of Oklahoma’s universal preschool program in Tulsa, with
low-income children posting larger test score gains than higher-income children.24
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Chart 2

Two U.S. studies, one that examines child care in poor communities25 and a second that includes
a more diverse sample26 both found that enrollment in center-based care was associated with
positive cognitive outcomes for young children, particularly when child care providers had high
levels of skill and education and child-teacher ratios were low. These positive effects were
significant in both poor communities and more diverse communities even after other relevant
factors such as family background and maternal education were controlled. However, an
additional finding from these studies is an increase in children’s physically aggressive behavior
after participating in center-based care, particularly for children who spend large amounts of time
in these care arrangements.27
The early childhood education industry is a large employer with almost 2 million workers in the
United States.28 Furthermore, relative to many other industries, early childhood providers tend to
buy a greater share of services and materials from local businesses, and child care workers tend
to spend more of their earnings locally.29 While other industries have been targets for economic
development policy in the United States, such as receiving tax credits or subsidies, child care
traditionally has not been. However, Mildred Warner notes that statewide surveys of economic
developers in Wisconsin and New York found more than 80 percent believe the child care
industry should be part of economic development policy while 58 percent note that their communities face an inadequate supply of quality child care.30
The economic case for investing in early childhood education, therefore, is not only found
through benefits that accrue several years down the road, but increased jobs and income in the
near term. Tim Bartik concludes in his book, Investing in Kids: Early Childhood Programs and
Local Economic Development, that early childhood education investments provide local
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economic development benefits that significantly increase the near-term and long-run
employment rates and wage rates of a state or local economy.31
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