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| INTRODUCTION

A series of comparative analyses have shown that childcare costs to parents in
Ireland are among the highest in the OECD (OECD, 2007; 2015; 2020). Average
out-of-pocket full-time childcare fees for children aged under 3 in Ireland were
estimated at €771 per month in 2019, one of the highest in the EU (Motiejunaite-
Schulmeister ef al., 2019). Compared to income, out-of-pocket childcare costs for
a two-earner couple with two children (aged 2 and 3) in full-time care was estimated
at more than one-third of women’s median full-time earnings in Ireland in 2019,
one of the highest figures in the OECD (OECD, 2020).

High childcare costs have been shown to be an important barrier to using formal
childcare. Estimates from the OECD suggest that high-income families are four
times more likely to use formal childcare than lower income households (Adema
et al., 2016). High childcare costs are also a barrier to female labour market
participation and to improving child poverty rates (Gambaro et al., 2014).

Research for Ireland has shown that the burden of childcare costs varies by
income level and household structure. According to Growing Up in Ireland data
from 2011, parents of children aged 3 were spending an average of 12 per cent of
disposable income on childcare for this child, with this figure rising for lower
income families and lone parents (Russell ez a/., 2018). The authors found that an
increase in childcare costs was associated with less paid maternal employment,
with stronger effects for low-income households.

In 2019, the Irish National Childcare Scheme (NCS) replaced a number of
smaller childcare subsidy schemes, and one of its key objectives was to improve
childcare affordability in Ireland.! The NCS provides hourly subsidies towards
registered childcare costs in a targeted manner. Parents of children between the ages
of 6 months and 15 years, whose income is below a certain level, receive a
maximum hourly subsidy, which is reduced in line with parental income. For
parents with children age 6 months to 3 years, with means above the maximum
income limit, are eligible for a non-means tested universal hourly subsidy (UHS).

Previous research has examined the scale, cost and distributive impact of the
National Childcare Scheme using the SWITCH model, finding that it benefits
families in the bottom third of the income distribution the most (Callan et al., 2020).
Regan et al. (2018) and Keane and Bercholz (2019) also estimate the effect of the
NCS on work incentives, distinguishing between the extensive margin of work —
the incentive to be in employment — and the intensive margin of work — the
incentive to earn more. The authors showed that childcare costs weaken the
incentive to be in employment but that the NCS subsidy slightly mitigates this
effect. On the intensive margin, the means tested nature of the NCS means that the

!'New applicants for childcare subsidies are placed on the new NCS scheme; those already benefiting from
the pre-existing schemes are given a choice as to whether to remain on the existing scheme for a limited
period of time or move onto the new NCS scheme.
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subsidy weakens the incentive to increase earnings as the subsidy is withdrawn
proportionally. Doorley et al. (2023) also investigate the work incentive effects of
the NCS for mothers of young children using a structural model of labour supply.
They find that its introduction increased the employment rate of this group by
1 percentage point.

We build on this research by documenting the usage and cost of childcare in
Ireland. Using SWITCH, the ESRI’s tax-benefit model, linked to the Survey on
Income and Living Conditions, we show how childcare usage and cost vary by
income quintile and household type. Simulating the introduction of the NCS, we
show how it improves the affordability of childcare across the income distribution
and discuss how it affects work incentives. We model a number of small reforms
to the NCS which aim to increase affordability, the number of children eligible
and/or work incentives. All reforms improve affordability of childcare at the bottom
of the income distribution, but make very little difference at the top of the
distribution. We show how the cost and distributional effect of these hypothetical
reforms compares to actual reforms to the NCS enacted between 2019 and 2020.
The reforms are not intended to be prescriptive but are designed to show what a
particular budget can achieve in terms of affordability, targeting and work incentives
by modifying different parameters of the NCS.

For the proportion of workers with dependent children facing very high
disincentives to earn or to work more, as measured by the Marginal Effective Tax
Rate (METR), we show how the NCS and some potential reforms affect this
measure of work incentives. While previous research has demonstrated that the
NCS improves incentives to participate on the labour market, this exercise shows
that it does not typically improve the incentive to work more hours or earn more
due to its withdrawal as income increases.

Our central scenario in this analysis is a baseline pre-pandemic 2020 population
which is not affected by unemployment brought about by the COVID-19 pandemic.
An important caveat to our analysis is that we assume there is no change in the
behaviour of households (e.g., in hours of work, type of childcare) or childcare
providers (particularly in prices charged to families) as a result of the NCS scheme
being introduced or modified. A price response on the supply side would not be
surprising although, in the last two years, most registered childcare providers have
agreed to freeze their prices in exchange for increased government funding.? As
such, our results represent the so-called “morning after” policy effect, whereby
reforms have been implemented but behaviour is static. As Doorley ef al. (2023)
show, small behavioural responses on the demand side are likely, both on the
intensive and extensive margins of work and in a shift from unsubsidised informal
to subsidised formal childcare.

2 gov.ie — Minister O’Gorman secures €1 billion investment in early learning and childcare (www.gov.ie).
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The structure of this report is as follows. Section II presents the National
Childcare Scheme, describing how it is modelled in this work. Section III
investigates childcare affordability and usage in Ireland, profiling those households
who face high or low childcare costs. Section IV presents the results of a number
of simulated reforms to the NCS, including their cost, distribution and effect on
childcare affordability and incentives to work. Section V concludes.

Il THE NATIONAL CHILDCARE SCHEME

2.1 The National Childcare Scheme

The National Childcare Scheme (NCS) was announced in 2017 and became fully
operational in 2019. The scheme aims to provide a single, streamlined, user-friendly
scheme. It replaced four pre-existing targeted childcare subsidies and includes wrap-
around care for pre-school and school-age children. The NCS provides hourly
subsidies towards registered childcare costs. Parents of children between the ages
of 6 months and 15 years, whose income is below a certain level, receive a
maximum hourly subsidy, which is reduced in line with parental income. Those
with means above the maximum income limit are eligible for a non-means tested
universal hourly subsidy (UHS), if the children are age 6 months to 3 years.

The NCS seeks to satisfy several policy objectives. Among these are addressing
the high cost of childcare in Ireland by providing a progressive childcare subsidy
and ensuring equitable treatment so that all families are assessed on a consistent
basis, bearing in mind their income and childcare needs (Department of Children
and Youth Affairs, 2016). It is envisaged that the NCS, by improving access to
affordable childcare, will also reduce barriers to labour force participation.

At the time of its introduction in 2019, there were two types of subsidy available
under the NCS. The universal subsidy was a relatively small subsidy targeted at all
children aged under 3, in registered childcare. The income assessed subsidy was a
more generous means-tested subsidy available for all children up to age 15 in
registered childcare whose parents satisfy certain income and work criteria. The
means-test applies to household-level income. The parameters of each type of
subsidy are summarised in Table 1 for 2019, the year the scheme was fully rolled
out, and 2020 when the scheme was expanded.3

Within the income assessed component, the maximum hourly subsidy available
differed by the age of the child, with younger children receiving a higher subsidy.
Parents with reckonable income below €26,000 per annum received the maximum
hourly subsidy. The subsidy was gradually withdrawn up to a reckonable income
of €60,000 per annum, at which point no targeted subsidy was payable. In 2020,
the upper- and lower-income limits could be increased by €4,300 for families with
a second child and €8,600 for families with three or more children. This increased

3 Further expansion has occurred since 2020. See Doorley et al., 2023 for details.
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Table 1: The Parameters of the National Childcare Scheme in 2019 and 2020

Universal subsidy Income assessed subsidy
(UHS) (SHS and EHS)

2019 | 2020 2019 | 2020

Qualifying |Child 24 weeks —| Child 24 weeks — 15 years in registered childcare
criteria 3 years in
registered
childcare

Reckonable income < €60,000

Amount 50c per| 50c per Maximum of €5.10 per hour for 0—1-year-olds
hour | hour

Maximum of €4.35 per hour for 1-3-year-olds
Maximum of €3.95 per hour for 3+, not in school
Maximum of €3.75 per hour for school age — 15

Withdrawal | n/a n/a Withdrawn smoothly between reckonable
rate income of €26,000 and €60,000
Multiple Increase in reckonable Increase in reckonable
child income for two children | income for two children
discount under 15 in the household | under 15 in the household
of €3,800 and for more | of €4,300 and for more
than two children of than two children of
€7,600 per year €8,600 per year
Maximum 40 45 40 hours per week for 45 hours per week for
care hours | hours | hours those in work/education | those in work/education
per per EHS EHS
week | week
15 hours per week for 20 hours per week for
non-workers SHS non-workers SHS

Source:  https://www.citizensinformation.ie/en/education/pre_school education_and
childcare/national childcare scheme.html

Notes: In 2019 and 2020, the universal subsidy was available to all children in registered
care who are between 24 weeks and 3 years old. The more generous income-assessed
subsidies are available to children aged between 24 weeks and 15 years whose household
income passes a means test.

from €3,800 and €7,600 respectively per annum in 2019. Reckonable
income consists of most income sources and is net of income tax, USC, social
insurance contributions, pension contributions and maintenance paid towards a
child/spouse/former spouse.

The maximum number of subsidised hours available depended (and still does)
on the employment status of the parent(s) as well as the education status of the
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child. If both parents (or the only parent in the case of one parent families) were
working or studying, the child is entitled to the Enhanced Hours Subsidy (EHS).
This subsidised up to 45 hours of childcare per week (40 in 2019) for children not
yet in education. For children in education (including those who are eligible for
ECCE) it “wrapped” around school hours so that total maximum hours covered by
education and the subsidy reached 45. Families with at least one parent not in
work/education could receive the Standard Hours Subsidy (SHS) for up to 20
(15 in 2019) hours per week all year round for pre-school children, and during
school holidays for children in education.*

A Universal Hours Subsidy (UHS) subsidised the cost of registered childcare
by 50 cent per hour for all pre-school children not yet eligible for ECCE and whose
parental means were above the maximum limit.

For EHS, SHS and UHS the weekly amount of the subsidy received depended
on the actual hours of registered childcare used (subject to the maximums). The
subsidies were paid for up to 52 weeks of the year in the case of EHS/UHS and for
children not yet in education eligible for SHS. For those eligible for SHS with
children in education, the subsidy was payable during school holidays only.

2.2 Modelling Eligibility for the National Childcare Scheme

In our analysis, we rely on SWITCH, the ESRI’s tax-benefit model. SWITCH is
linked to the Survey on Income and Living Conditions Research Microdata File
(RMF) for 2019, which contains survey information on childcare usage and costs
and linked administrative information from the Revenue Commissioners on
earnings. The data are reweighted to be representative of the population in 2019
and incomes are uprated from 2019 to 2020 levels using earnings growth indices
from the Central Statistics Office (see Keane et al., 2023 for details). SWITCH
simulates the tax-benefit system in place at the beginning of 2020, the latest
available policy system at the time of writing.> Our central scenario in this analysis
is a baseline pre-pandemic 2020 population, which is not affected by unemployment
brought about by the COVID-19 pandemic. The SILC data underpinning the
SWITCH model contain a wide variety of variables necessary to accurately model
childcare subsidies including income; labour market participation; family
composition; usage of childcare and children’s educational status.

4 The EHS applies to families where both parents (one parent in the case of lone-parent households) are
active in the labour market or enrolled in education. One-earner couples and unemployed/inactive/home-
duty couples and lone-parents are eligible for the SHS. The EHS offers more generous hours and weeks of
care to reflect the increased demand for childcare amongst employed parents.

3 For employee incomes, the growth in average wages using the Earnings, Hours and Employment Cost
Survey provide wage growth information from up to the end of 2019. There is no corresponding series for
self-employed incomes. In lieu, we use the growth rate of Gross National Product from 2017-2020 to uprate
self-employed incomes to 2020 levels. We assume that average self-employed incomes will be highly
correlated with trends in the domestic economy.
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SILC contains information regarding the hours of childcare used in a “usual
week’” and the type of childcare. Parents are asked about their usage of centre-based
care: pre-school, créche or a pre/post school centre. For the purpose of this report,
these three types of childcare are regarded as “registered” childcare and are eligible
for NCS subsidies. The survey also has information on usage of paid and unpaid
childminders. These types of childcare are generally non-registered and are not
eligible for NCS subsidies.

We model entitlement to NCS at the point of interview?® i.e., based on current
parental labour force status, income, child age, child educational enrolment and
childcare usage. This is in line with how SWITCH simulates all taxes and benefits.
Parents are asked about their childcare usage in a “usual week”. It is unclear how
parents interpret this question — for example if they report childcare usage in term-
time, in the current period or averaged over the year.” The annual amount of subsidy
that a child is entitled to is modelled based on the usual number of childcare hours
used and it is assumed that these childcare hours are used for 52 weeks of the year.®

Questions regarding childcare usage are only asked for children aged under
13. Therefore, when modelling the subsidy based on actual childcare usage,
13-15-year-olds who may have an entitlement to NCS are not captured. However,
it is likely that registered childcare usage is very low amongst this age group.

Once eligibility for the scheme is established (based on child age and parental
means for the means tested subsidies) and whether or not the child is entitled to the
EHS or SHS hours (based on parental labour force status) the subsidy rate received
per hour is determined by the parents’ assessable income according to the policy
rules outlined in Section 2.1.

2.3 Work Incentive Effects of the NCS

The NCS affects incentives to work. On the one hand, the subsidy itself improves
the incentive to join the labour market, firstly by reducing the so called “fixed costs”
of work through cheaper childcare but also because working parents can benefit
from more subsidised hours. On the other hand, means-tested access to services,
and social welfare schemes more generally, are accompanied by an inherent trade-
off between weakening work incentives and the generosity of the transfer from the
government.”

6 Interviews are spread throughout the year.

7 Average hours of childcare reported by those interviewed during the summer months does not spike
upwards compared to those interviewed in non-summer months which suggests that either parents interpret
“usual” childcare hours to be the average used over the majority of the year and/or that parents do not
increase childcare usage over the summer months, for example relying on taking annual leave, summer
camps etc. to cover childcare requirements during school holidays.

8 Further detail about how childcare usage and costs are collected in the SILC survey is available in
Appendix A as well as a comparison of childcare costs from SILC to other sources.

9 Savage et al. (2015) highlight this trade-off in terms of the Family Income Supplement scheme in Ireland
(now known as the Working Family Payment).
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2.3.1 Extensive Margin

Using microsimulation, Keane and Bercholz (2019) illustrate that accounting for
childcare costs leads to a worsening of the incentive to be in employment, with a
rise in the numbers of lone parents and couples with children experiencing high
replacement rates and participation tax rates. Accounting also for the NCS in these
calculations somewhat mitigated this rise, particularly for those with a lower
financial incentive to work.

Doorley et al. (2023) directly estimated the labour supply response of mothers
with young children to childcare costs using a structural model. They estimate that
a 10 per cent decrease in childcare costs causes mothers of young children in Ireland
to increase their labour market participation by 1.2 per cent and increase their hours
of work by 0.9 per cent. Modelling the introduction of the NCS in 2019, they find
no change to the participation rate but an increase in the number of women working
full-time. Modelling subsequent extensions to the subsidy, they find that these
increased both the participation rate and full-time rate of mothers of young children.

2.3.2 Intensive Margin

Despite evidence from Doorley ef al. (2023) that the introduction and expansion
of the NCS increased labour supply of mothers on the intensive (as well as the
extensive) margin, we argue in this section that there are elements of the design of
the NCS that may have hindered a larger labour supply response to its introduction
or expansion.

In 2020, the hourly rate of the NCS began to decrease at a reckonable income
of €26,000. It was fully withdrawn for households with a reckonable income of
€60,000.'° Because households can be assessed for multiple children in formal
childcare, the withdrawal rate between these two income limits depends on the
number of children, their age (which dictates their maximum hourly rate) and the
number of hours of care. Table 2 provides a simplified estimation of the withdrawal
rate for hypothetical families with children in full-time (45 hours per week) care.
For every extra euro of reckonable income, households lose €0.27-€0.31 of
childcare subsidy if they have one child in full-time care. This figure rises to
€0.53-€0.62 for households with two children in full-time care and €0.80-€0.94
for households with three children in full-time care.

The withdrawal of the NCS can also be illustrated using budget constraints.
Figure 1 shows these for a number of example households. In each case, the
household contains two adults: one works 40 hours per week for €2,000 per month
(gross) and the other is in education. Therefore, each household is eligible for the
enhanced NCS subject to a means test. We present three examples of such a
household with one, two, or three children. The one-child household contains a

10 Reckonable income includes income from all sources (including most social welfare payments), after
tax, PRSI and USC have been deducted. There is an additional deduction of €4,300 for families of two
children and €8,600 for families of three or more children.
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Table 2: Withdrawal Rates of NCS for a Hypothetical Household with
Children of Different Ages Using 45 Hours of Formal Childcare Per Week

0-1 years 1-3years  3-5years  School age

0-2 (not in to 15 years

0-3 school)

% % % %
2020 Parameters
One child in full-time care -31 27 27 -27
Two children -62 -53 -53 -53
Three children —94 -80 -80 -80

Source: Own calculations using SWITCH.
Notes: The withdrawal rate shows the amount of each extra euro of reckonable
income that is withdrawn in subsidy entitlement between the minimum and
maximum reckonable income parameters.

child aged 2. The two-child household contains children aged 2 and 4. The three-
child household contains children aged 2, 4 and 6. In each household, all children
are assumed to be in centre-based childcare full-time. This equates to 45 hours per
week for the 2-year old; 45 hours per week for the 4-year-old and 6-year-old outside
of term time and 30 hours per week for the 4-year-old and 17 hours per week for
the 6-year-old during term-time. !! The children are assumed to maintain the same
hours in childcare as household income changes. This is a simplification as
increased hours of work by one or both parents may necessitate extra hours of
childcare. In a couple household, this might not be the case if the parent who cares
for the child(ren) outside of their formal childcare hours keeps their work hours
constant. Alternatively, if childcare provision is reasonably rigid, there may be no
possibility of increasing childcare hours by a small margin to match work hours.
Nonetheless, this example may be more usefully interpreted as an illustration of
the disincentive to earn more (through promotion, for example).

The left-hand panel of Figure 1 shows how the amount of NCS awarded to each
household changes as household gross income increases. This increase in gross
income can be interpreted as extra hours worked by the primary earner; a pay rise
or the secondary earner moving from education to the labour market. The amount
of NCS received by the one-child household is around €800 when the primary
earner earns €2,000 per month. This begins to decrease as gross income increases
until, at approximately €8,100 gross income per month, the household is only
eligible for the universal part of the NCS, amounting to €98 per month. This
equates to a withdrawal rate of approximately 0.13, i.e., for every extra euro of
gross income, 13c of subsidy is withdrawn.

1 The 4-year old is assumed to avail of the ECCE scheme while the 6-year old is in primary school.
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The NCS amount received by a similar household with two or three children is
higher at €1,578 and €1,937 respectively. The rate of withdrawal is faster, however,
with around €0.25 withdrawn for every extra euro of gross earnings in the two-
child household and €0.30 withdrawn for every extra euro of gross earnings in the
three-child household. As gross income is subject to tax, social security
contributions and so forth, the withdrawal of the NCS means that close to three-
quarters of gross income is paid in tax, social security and forfeited NCS, for our
two and three-child households, at the point when they become liable to the top
rate of tax.!?

Figure 1: Withdrawal of the NCS as Gross Income and Reckonable Income
Increase - 2020

Withdrawal of NCS as gross income increases Withdrawal of NCS as reckonable income increases
o
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Source: Own calculations using SWITCH.

Notes: The one-child household contains a child aged 2. The two-child household contains
children aged 2 and 4. The three-child household contains children aged 2, 4 and 8. In each
case, all children are in full-time childcare or after-school care.

The right-hand panel shows the same withdrawal rates compared to reckonable
income rather than gross income. Reckonable income is the concept used to award
and withdraw the NCS and it is a concept close to take-home pay although some
social welfare payments and other allowable items are excluded from reckonable
income. '3 Note that the scale on this right-hand graph begins and ends at a different

12 Married couples are liable for the top rate of income tax when their earnings reach €44,300 (for the case
of a one-earner couple) or up to €70,600 if both members of the couple are in paid work.

13 Allowable items include multiple child discounts, pension contributions, maintenance payments and a
number of social welfare payments: (https://www.citizensinformation.ie/en/education/pre_school
education_and childcare/national childcare scheme.html).
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point as we show the range of reckonable income that corresponds to the range of
gross income in the left-hand graph. Showing how the NCS is withdrawn as
reckonable income increases illustrates how much take-home income is impacted.
For the family with one child, the amount of NCS decreases by around €0.27 for
each extra euro of take-home pay. For a family with two children, over half (€0.52)
of every extra euro of take-home pay is withdrawn in NCS payments. For the family
with three children, almost two-thirds (€0.64) of every extra euro of take-home
pay is withdrawn in NCS payments.

These examples, although simplified to hold childcare hours constant as
household income increases, illustrate the potential for the NCS to disincentivise
progression in the labour market, especially in families with more than one child.
There are several ways to potentially address this. A structural reform to the NCS
which aligns the withdrawal rates for families with differing numbers of children
could reduce the disincentive effect of the NCS on work for larger families. In
practical terms, this would involve defining different maximum reckonable incomes
by number of children. Alternatively, shifting upwards the amount of reckonable
income at which the NCS is fully withdrawn would increase work incentives for
all families although it would not address the fact that there are different withdrawal
rates by family size. A reform of this type is simulated in Section IV.

il CHILDCARE USAGE AND AFFORDABILITY

3.1 Childcare Usage in Ireland

Table 3 shows estimates from SWITCH of the proportion of households using
childcare. Households are divided into five equally sized groups or quintiles ranging
from the lowest income (Quintile 1) to the highest quintile (Quintile 5). Quintiles
are based on equivalised household income, using the CSO’s national equivalence
scale.

The proportion of households that use childcare (paid or unpaid) increases with
household income. Among the lowest two income quintiles, 8-15 per cent of
households use childcare. Within the upper three income quintiles, 15-21 per cent
of households use childcare. The proportion of households using only unpaid
childcare is highest (5-6 per cent) in the middle three income quintiles and just
1 per cent in the top and bottom quintiles. Use of paid childcare is lower for low-
income households (7-10 per cent in Quintiles 1 and 2) but increases with household
income to a high of 14-16 per cent in Quintiles 4 and 5. Of those that use paid
childcare (13 per cent of all households), most use some centre-based care (10 per
cent) and most of these are eligible for the NCS (8 per cent). Eligibility for the NCS
is much higher in low-income groups than in high income groups. In Quintile 5,
fewer than one half of those using centre-based care are eligible for the NCS
compared with all of those in Quintile 1.
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Table 3: Usage of Childcare by Households in Ireland

Quintile Using Unpaid Some Some Eligible
childcare childcare paid centre- based for
only care paid care NCS
1 8% 2% 7% 7% 7%
1,117 1,117 1,117 1,117 1,117
2 15% 6% 10% 9% 9%
882 882 882 882 882
3 19% 6% 16% 13% 12%
750 750 750 750 750
4 21% 5% 16% 12% 6%
751 751 751 751 751
5 15% 1% 14% 11% 5%
683 683 683 683 683
Total 16% 4% 13% 10% 8%
4,183 4,183 4,183 4,183 4,183

Source: Own calculations using SWITCH.

Note: Quintiles are based on equivalised household income, using the CSO national
equivalence scale. The number of observations is displayed in italics. “Some” care
refers to households reporting positive hours of the particular childcare type. Values
in italics represent the number of observations per quintile (N).

Table 4 shows estimated childcare costs for households who use paid childcare.
Panel A shows results for households using any paid childcare. This includes
unregistered paid childminders who are excluded from the NCS scheme. Panel B
shows results for households using centre-based childcare. Childcare costs are based
on 2019 SILC values and are inflated to 2020 levels using the change in the services
CPI of 4.9 per cent between 2019 and 2020 (Central Statistics Office).!4 They are
self-reported and, as such, are assumed to be net of the childcare subsidies which
existed in 2019. The principal schemes in operation in 2019 were the Early
Childhood Care and Education (ECCE), Training and Employment Childcare
(TEC) and Community Childcare Subvention (CCS) schemes. !>

14 See the services excluding mortgage interest series available at: https://data.cso.ie/table/CPMO3.

I35 TEC schemes provided funding support for parents participating in in eligible training courses,
community employment programmes, or for parents returning to employment. CCS schemes supported
parents on a low income to avail of reduced rate childcare costs at participating Tusla registered community
and private childcare services. The maximum weekly discount on childcare was €145 for full-time services.
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Table 4: The Cost of Childcare in Ireland

A. Households using paid childcare

Monthly Hourly
Quintile CC cc Hours  Hours of Hourly Hourly HH NCS
Costs Costs of  childcare Cost Cost  Income
per child, childcare per child per child

€ € € € € €
1&2 324.88 209.74  122.81 81.27  3.40 245  3,097.48 259.15

62 62 62 62 62 62 62 62
3 565.75 386.45 112.61 7399 576 448 4,128.72  70.28

61 61 61 61 61 61 61 61
4 775.56 591.67  118.55 86.09  8.97 7.69 5791.75 36.37

104 104 104 104 104 104 104 104

5 1,038.60 716.28 169.71  113.08 8.79 7.04  8,271.62 29.71
95 95 95 95 95 95 95 95

Total 696.83 493.60 131.29 89.25 6.98 5.65 5,462.53 91.33
322 322 322 322 322 322 322 322

B. Households using centre-based childcare

Quintile CC cc Hours  Hours of Hourly Hourly HH NCS
Costs Costs of  childcare Cost Cost  Income
per child, childcare per child per child
< E & Z & Z
1&2 269.04 179.64  128.85 9459 244 1.90  3,046.67 304.80
52 52 52 52 52 52 52 52
3 472.54 336.08 89.87 66.82 530 458 412581 93.77
49 49 49 49 49 49 49 49
4 696.51 538.86 106.41 8297 7.5 6.83 572147 50.54
73 73 73 73 73 73 73 73
5 986.76 688.89 181.50 12851  5.97 4.63 8218.84 38.64
73 73 73 73 73 73 73 73

Total 617.88 44549  127.57 9398 546 4.57 5,362.09 118.97
247 247 247 247 247 247 247 247

Source: Own calculations using SWITCH.

Notes: All figures are monthly unless otherwise stated. Quintiles are based on equivalised
household income, using the CSO national equivalence scale. Some results, in Quintiles 1
and 2, had to be grouped together for reporting purposes in order to comply with the CSO’s
statistical disclosure rules. Childcare costs are uprated from 2017 values to 2020 using the
CPI of services, excluding mortgage interest, as recorded by the Central Statistics Office
(from January 2017 — November 2020 average monthly prices increased by 4.8 per cent).
Values in italics represent the number of observations per quintile (N).
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Childcare costs are missing for a number of households who report using paid
childcare. There is some pattern to the reporting of childcare costs for those using
paid childcare, with those in the lowest two income quintiles more likely to not
report the cost of their childcare (see Appendix A for more detail). We do not know
the reason for this pattern, but it is possible that low-income households are less
likely to know exactly how much they are paying in childcare due to more informal
arrangements. Table 4 shows that average disposable!'® income for the lowest
income quintile is €37,000 per annum. As the NCS is withdrawn between €26,000
and €60,000 per annum. It is likely, therefore, that despite the imperfect information
on childcare costs in this quintile, much of the cost relating to registered childcare
in this income group will be subsidised by the NCS. Because of the systematic
nature of the missing information, we do not impute childcare costs. The remainder
of our analysis of childcare costs should be considered in light of the fact that, out
of 466 households who report using paid childcare, 144 do not report the cost of
this childcare. Most of those who do not report their childcare costs are low-income
households. Further detail about how childcare usage and costs are collected in the
SILC survey is available in Appendix A as well as a comparison of childcare costs
from SILC to other sources.

Panel A of Table 4 shows childcare costs for households using any type of paid
childcare. The average net monthly cost of childcare is €697 per month or €494
per child under 13. There is much variance by income quintile. Households in the
bottom two income quintiles report spending an average of €325 per month while
households in the top income quintile report spending an average of €1,039 per
month. This variability in costs is likely to be at least partly due to the effect of the
childcare subsidies which existed in 2017 and which were more generous to low-
income groups than high income groups. It is also due, in part, to the number of
hours of childcare used by households of different income levels. Households in
the bottom two income quintiles report using 123 hours of childcare per month
compared to an average of 170 hours per month used by households in the top
income quintile.

Panel B of Table 4 shows estimated childcare costs and NCS subsidies for
households who use centre-based childcare. Only households availing of centre-
based childcare are eligible for the NCS.!” The pattern of usage and cost by quintile
is very similar to the sample of households using any paid childcare. The average
monthly cost of childcare is €618 per month, with lower income households
reporting much lower costs and fewer hours used than high income households.

16 Defined as: Net labour market income plus net social welfare income.

17 Children in care with childminders who are registered with Tusla are also eligible for the NCS subsidy,
but SILC does not contain information on whether or not the childminder is registered. Additionally, 2020
figures from Tusla indicate that very few childminders are registered (14 out of over 1,000 registered
providers in Dublin were childminders Dublin July.pdf (tusla.ie)).
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3.2 Distribution of Childcare Costs

Table 5 shows the distribution of the burden of childcare costs. Close to 50 per cent
of households using paid childcare spend 10 per cent or less of their disposable
income on this service. A further 26 per cent spends between 10-15 per cent of
disposable income on childcare, 10 per cent spend between 15-20 per cent and
another 18 per cent spends over 20 per cent of disposable income on childcare
services.

Table 5: A Profile of Households Using Paid Childcare (Registered and
Unregistered)

% of %of Childcare Childcare ~ NCS NCS  Disposable Weighted

income  house- hours costs  (monthly) Inter- income N
spenton  holds  (monthly) (monthly) quartile  (monthly)
childcare Range
0-5% 27 63 124 97 [0, 87] 4,707 45,763
5-10% 19 95 463 55 [0, 80] 6,053 33,239
10-15% 26 146 684 43 [0, 76] 5,493 44,541
15-20% 10 179 968 106 [0, 87] 5,607 17,270
>20% 18 222 1,653 182 [0,327] 5,128 31,284
All 100 131 697 91 [0, 87] 5,337 172,099

Source: Own calculations using SWITCH v2.1.
Notes: Observations with missing values for childcare costs are omitted. The NCS
Interquartile Range shows [25th, 75th] percentiles.

The hours of care used play an important role in determining the childcare cost
burden. Families paying less than 5 per cent of their disposable income in out-of-
pocket childcare costs use an average of 63 hours per month while those families
paying 5-10 per cent of their disposable income in childcare costs use an average
of 95 hours per month. This equates to part-time childcare usage of an average of
fewer than 20 hours per week in both cases. Those incurring 10-15 per cent of
disposable income in childcare costs use an average of 146 hours per month, or
34 hours per week. Those families with the highest cost burdens (> 15 per cent of
disposable income and > 20 per cent of disposable income) use an average of
179 and 222 hours per month of paid childcare, which is equivalent to one full-
time place or two part-time places.

The average monthly income of households using paid childcare, at €5,337, is
considerably higher than the average monthly income of all households with
dependent children of €4,455 (not shown). Within the categories of childcare cost
shown in Table 5, monthly disposable income does not vary much. The exception
is the group incurring the highest childcare costs relative to disposable income.
These households have, on average, lower income than households with lower
childcare cost burdens, with the exception of the lowest cost burden category.
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Looking at the profile of this group in more detail shows that these tend to be
younger households containing younger children. Section 3.3 examines in more
detail how the age of children is related to childcare costs.

The average amount of NCS subsidy that families in each category of childcare
costs are entitled to does not vary much for households whose childcare costs
represent less than 20 per cent of disposable income, although the interquartile
range of these estimates indicates that NCS amounts are skewed upwards for those
in higher cost categories. However, the average amount of subsidy increases sharply
for households who spend more than 20 per cent of disposable income on childcare.

3.3 A Profile of Those Facing High and Low Childcare Costs

In order to provide a profile of households facing low and high childcare costs, we
divide the sample of families using paid childcare into a “low”, a “medium-low”,
a “medium-high”, and a “high” cost category. We classify low, medium-low,
medium-high, and high childcare costs using the 25th, 50th, and 75th percentiles
of childcare costs relative to disposable income. Low is defined as costs of less than
5 per cent of disposable income, medium-low is costs of 5-11 per cent, medium-
high is 11-16 per cent, and high childcare costs are above 16 per cent of disposable
income. For comparison, we profile households with dependent children (up to
12 years of age) who use unpaid childcare only and households with dependent
children who report using no non-parental childcare. Results should be interpreted
in light of the relatively small sample size of households using paid childcare.

3.3.1 Quintile Analysis

Figure 2 (and Table B.1 in Appendix B) shows the proportion of households with
dependent children in each income quintile that have low, medium-low, medium-
high and high childcare costs, or who use unpaid childcare or no childcare. Quintiles
are based on equivalised disposable income using the CSO’s equivalence scale. In
the bottom two quintiles, the majority of households with dependent children use
no form of childcare. This may simply be because they do not need childcare but
could also be because they cannot afford childcare or that there are other barriers
to take-up (availability, perceived quality, location, etc.). The use of unpaid
childcare in the bottom two income quintiles is also lower, however, than that in
higher income quintiles, suggesting that affordability is not the only reason that
these households do not use paid childcare.

A very small percentage (1-4 per cent) of households with dependent children
in the lowest two income quintiles report high childcare costs. A further 1-2 per
cent of these households report medium-high childcare costs; 3-8 per cent of
households in these income quintiles report low childcare costs while 1-5 per cent
report medium-low childcare costs. Six per cent of households in Quintile 1 and
14 per cent of households in Quintile 2 use unpaid childcare.
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Figure 2: Childcare Usage and Cost by Income Quintile
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Source: Own calculations using SWITCH v2.1. Families with children under 13 years only.
Note: Quintiles are based on equivalised disposable household income, using the CSO
national equivalence scale. Low is defined as costs of less than 5 per cent of disposable
income, medium-low is costs of 5-11 per cent, medium-high is 11-16 per cent, and high
childcare costs are above 16 per cent of disposable income. Observations with missing
values for childcare costs are omitted.

Almost 90 per cent of households in Quintile 1 do not use childcare. Moving
up the income distribution sees a reduction in the number of households with
children using no childcare and an increase in the number of families reporting high
childcare costs. In the top income quintile, just 36 per cent of households with
children under 16 use no childcare. There is an increase the proportion of families
using paid childcare and unpaid childcare as income increases. Only in the top
income quintile, however, do most households use paid childcare. Among this
group, 16 per cent fall into the high-cost category and another 16 per cent fall into
the medium-high-cost category, while 6 per cent fall into the low cost and 16 per
cent fall into the medium-low-cost category.

3.3.2 Family Type
We next categorise households with at least one dependent child into three groups:
two-parent families with two earners, two-parent families with one or no earners,
and one parent families/other.

Figure 3 (and Table B.2 in Appendix B) shows the proportion of each family
type with low, medium-low, medium-high and high childcare costs, unpaid
childcare and no paid childcare. In two-earner families, which represent half of all
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families with dependent children, there is a relatively even split between families
who use childcare and those who do not. Among two parent, two earner families,
8 per cent report low childcare costs, 12 per cent report medium-low, 11 per cent
report medium-high, and 9 per cent report high costs. A further 16 per cent of
this category use unpaid childcare while the remaining 44 per cent use no
childcare.

Two parent families with one earner are much more likely than other family
types to use no childcare. Three per cent of this type of household report low
childcare costs, 1 per cent report medium-low or medium-high and 2 per cent report
high childcare costs. A further 2 per cent report using unpaid childcare and the
remaining 91 per cent use no childcare.

Figure 3: Childcare Usage and Cost by Family Type
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Source: Own calculations using SWITCH v2.1.

Note: Low is defined as costs of less than 5 per cent of disposable income, medium-low is
costs of 5-11 per cent, medium-high is 11-16 per cent, and high childcare costs are above
16 per cent of disposable income. Observations with missing values for childcare costs are
omitted.

Among lone-parent families, 8 per cent have low childcare costs, 2 per cent
have medium-low costs, 3 per cent have medium-high costs and 7 per cent have
high childcare costs. 16 per cent of lone parents report using unpaid childcare while
63 per cent report using no childcare. Lone parents have lower average disposable
income than the other two family types at €2,599 per month compared to €3,934
per month for two-parent, one earner families and €5,606 per month for two-parent,
two-earner families.
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3.3.3 Number of Children

In Figure 4 (and Table B.3 in Appendix B), we provide a profile of households
falling into each of the childcare cost categories by the number of dependent
children in the households.

Households with just one dependent child are more likely to use unpaid
childcare compared to those with two or more children. Among households with
one dependent child which report paid care, half of these families have low or
medium-low costs while the other half face medium-high and high costs.
Households with two children are more likely to use paid care than households with
one child. Like families with one child, the split between high and low childcare
costs is relatively even. Finally, households with three or more children are least
likely to use unpaid care and more likely to use no childcare.

Figure 4: Childcare Usage and Cost by Number of Dependent Children
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Source: Own calculations using SWITCH v2.1.

Note: Low is defined as costs of less than 5 per cent of disposable income, medium-low is
costs of 5-11 per cent, medium-high is 11-16 per cent, and high childcare costs are above
16 per cent of disposable income. Observations with missing values for childcare costs are
omitted.

3.3.4 Age of Children

There is a distinctive age profile to the type of childcare used. We estimate that the
average age of children in paid childcare is lower than that of children in unpaid
childcare or children who are not in care. The mean (median) age of children in
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paid childcare is 5 (4) and 75 per cent of children in paid childcare are aged 8 or
under. The mean (median) age of children in unpaid childcare is 6 (6) and 75 per
cent of children in unpaid childcare are aged 13 and under. Dependent children who
are not in childcare have a mean (median) age of 9 (10) and 75 per cent are aged
13 years and under.

Figure 5 shows show the age distribution of the eldest child in families using
paid and unpaid childcare. For most families using paid childcare, the age of the
eldest child lies between ages 1 to 11. For unpaid childcare, the age of the eldest
child is less concentrated at younger ages and more spread across ages 5 to 12.

Figure 6 (and Table B.4 in Appendix B) shows childcare usage and cost broken
down by age of the eldest child — above or below 6 years of age. Consistent with
Figure 5, it is evident that families whose eldest child is younger than 6 are using
more paid and unpaid childcare. The majority (68 per cent) of families whose eldest
child is aged 6 and over are using no childcare, compared to 40 per cent of families
whose eldest child is aged under 6. Families with young children are also more
likely to fall into the medium-high and high childcare cost categories than families
with older children.

Figure 5: Distribution of Age of Eldest Child in Paid and Unpaid Care
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Source: Own calculations using SWITCH v2.1.
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Figure 6: Childcare Usage and Cost by Age of Eldest Child
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Source: Own calculations using SWITCH v2.1.

Note: Low is defined as costs of less than 5 per cent of disposable income, medium-low is
costs of 5-11 per cent, medium-high is 11-16 per cent, and high childcare costs are above
16 per cent of disposable income. Observations with missing values for childcare costs are
omitted.

IV THE EFFECT OF CHANGES TO THE NCS ON THE EXCHEQUER,
INCOME DISTRIBUTION AND INCENTIVES TO WORK

In this section, we evaluate the effect of a number of reforms to the 2020 parameters
of the NCS in our baseline pre-pandemic 2020 scenario. The hypothetical reforms
are designed to cost approximately 1.5-2.5 times the aggregate cost of changes to
the NCS in Budget 2020. The reforms are not intended to be prescriptive but are
designed to show what a particular budget can achieve in terms of affordability,
targeting and work incentives by modifying different parameters of the NCS.
Results (available on request from authors) which simulate the same reforms in a
scenario which accounts for pandemic related job losses show similar qualitative
findings.

4.1 Simulated Reforms
We investigate the cost, distributional and work incentive effects of four reforms
to the NCS:
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i. IA: increase of the maximum reckonable income limit for the means test by
€4,000 per year — this will increase the number of households eligible for the
subsidy and improve childcare affordability for (a) newly eligible households
and (b) current recipients by increasing the maximum income after which the
NCS is fully withdrawn.

ii. CA: for parents of two or more children, increase the maximum income limit
by the amount of the child allowance (CA). The child allowance is a flat amount
that a family can deduct from their means if they have two or more dependent
children in the family. There is a €4,300 annual deduction for households with
two dependent children and a deduction of €8,600 for families with three or
more children. The NCS leads to a higher disincentive to work or earn more
for these families than for families with one child in receipt of the NCS. This
reform will reduce the taper rate of the NCS for these households and increase
the affordability of their childcare while also improving their incentives to
work.

iii. UNI: increase the maximum age for children eligible for the universal
component of the NCS from 3 years to 15 years. This reform, which actually
took place in Budget 2023, will increase the affordability of childcare for
eligible households — some of whom have school-aged children but use wrap-
around or out-of-term care — and improve incentives to work by increasing the
minimum NCS available to some households who exceed the maximum income
limit for the income assessed component.

iv. Rates: increase of means-tested hourly rates of NCS by 20 cents per hour — this
will increase the overall payment to households who are eligible for the income
assessed component of the NCS and improve affordability. The universal
component of the NCS is also increased by 20 cents per hour in this reform.

Our analysis does not capture the behavioural effect of changing parameters of
the NCS. If implementing reforms such as these induces more people to take up
registered childcare places or to increase the hours of registered childcare that they
use, this will increase the cost of the scheme relative to what is modelled in this
research. It may also increase the income tax take and decrease spending on other
welfare. Doorley et al. (2023) have shown that, while these effects are important
for certain groups of the population, they should not substantially affect the cost of
reforms. Equally, our analysis does not account for any non-take-up of the NCS,
for which evidence is not yet available. We assume that all eligible households take
up the subsidy.

4.2 Cost and Recipient Numbers

Table 6 shows how the reforms affect the number of children receiving each type
of childcare subsidy and the annual cost of each subsidy. The baseline 2020 policy
shows that 170,000 children are eligible for the NCS, most for the income assessed
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component (SHS or EHS). This comes at a total cost of €250 million per annum.
The 2019 parameters of the NCS would have entitled the same number of children
to the NCS in the baseline scenario, but at a lower cost of €240 million per annum.

Increasing the generosity of the income assessed component of the NCS —
Reform IA — benefits an extra 8,800 children, compared to the 2020 baseline. Many
children are also moved off the universal subsidy and onto the more generous
income assessed subsidy. The cost of this reform is €16 million per annum.

Reform CA, which adds the amount of the child allowance to the maximum
reckonable income for families with more than two children, benefits an extra
7,600 children at a cost of €15 million per annum.

Reform UNI, which extends the universal component of the subsidy to older
children, benefits an extra 42,300 children and costs an extra €19 million per
annum. Recipients of the universal subsidy increase from 27,400 to 69,700 while
recipients of the income assessed components are stable. This reform also slightly
increases the cost of the income assessed subsidy as it is now subject to a higher
minimum floor.

The Rates reform, which modifies the amount of subsidy rather than the
eligibility criteria, results in the same number of child recipients as the baseline
2020 scenario. However, it costs an extra €23 million per annum due to the
increased value of the subsidy.

4.3 Distribution and Affordability

Figures 7 and 8 show how the reforms are distributed by household income with
households grouped into quintiles of disposable income adjusted (“equivalised”)
for household size. Figure 7 plots how many children receive the NCS in each of
the scenarios modelled. The number of recipients by reform does not vary much at
the lower end of the income distribution as these households are typically already
eligible for the income assessed component of the NCS in the baseline 2020
scenario. In the upper half of the household income distribution, there is an increase
in the number of recipients of the NCS in the IA, the UNI and the CA reform
scenarios. The increase is particularly large in the highest income quintile for the
UNI reform as, with this reform, the highest income households can avail of a non-
means tested subsidy for any child in registered childcare. Households in this
highest income quintile typically earn too much to qualify for the income assessed
component of the NCS reforms.

Figure 8 shows the average amount of the NCS subsidy as a percentage of
disposable income. Panel A shows households with children under 14 years of age
who use paid childcare.!® Panel B shows the average NCS subsidy per child for
this group as a percentage of disposable income. The figures underlying these

18 Although the NCS is paid for children up to age 15, SILC data do not contain information on childcare
usage for children over the age of 13.
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Figure 7: Number of Children Eligible for NCS by Quintile
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Source: Own calculations using SWITCH.

Notes: Quintiles 1 and 2 are grouped together for reporting purposes in order to comply
with the CSO’s statistical disclosure rules. 2019 uses 2019 NCS parameters. 2020
implements NCS 2020 parameters. UNI reform extends the universal subsidy to 3—15-year-
olds. TA Reform increases the maximum reckonable income by €4,000. CA reform
increases the maximum reckonable income for households with two or more children by
the amount of the child allowance. Rates reform increases the rate of the NCS by 20 cents
per hour.

graphs are reported in Table 4, Panel A. The subsidy represents 1.7 per cent of
disposable income for households who use paid childcare, with variation by
household income level. The subsidy has a strongly progressive profile, with
households in the bottom quintile receiving the largest transfer as a percentage of
their income. The subsidy represents around 8 per cent of income for the lowest
income households who use paid childcare (Panel A) or 5 per cent of income per
child in the lowest income households using paid childcare (Panel B). The
proportional gains in Quintiles 2 to 4 are much smaller while gains from the NCS
are close to zero for the highest income quintile.

The reforms to the NCS in 2020 increase the level of the NCS as a proportion
of disposable income, compared to the 2019 parameters of the scheme. The
simulated hypothetical reforms represent a further increase in the level of the NCS.
The Rates reform mainly benefits those in the lower half of the income distribution
as it increases the level of the income assessed subsidy without changing eligibility
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Figure 8: Average NCS as a Percentage of Disposable Income
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Source: Own calculations using SWITCH.

Notes: Quintiles 1 and 2 are grouped together for reporting purposes in order to comply
with the CSO’s statistical disclosure rules. UNI reform extends the universal subsidy to
3—15-year-olds. IA Reform increases the maximum reckonable income by €4,000. CA
reform increases the maximum reckonable income for households with two or more children
by the amount of the child allowance. Rates reform increases the rate of the NCS by
20 cents per hour.

criteria. The UNI, CA and IA reforms mainly benefit those in the middle and upper
half of the income distribution as the eligibility criteria for the scheme are extended.
The Rates reform improves affordability for all eligible households, particularly
low-income households. The UNI, IA and CA reforms, on the other hand, mainly
improve affordability for higher income households.

4.4 Marginal Effective Tax Rates (METRs)

Estimating financial incentives to work generally focusses on two margins — the
financial incentive to be in paid work in the first place and the financial incentive
to progress, i.e., to earn more either by working more hours or receiving a pay
rise/promotion. Previous research — at the national and international level — has
found that childcare subsidies result in an improvement in the financial incentive
for mothers in particular to take up a job by reducing the fixed costs of work (Keane
and Bercholz, 2019; Guner et al., 2012). In this paper, we focus on the incentive to
earn more. This focus is justified by the relative scarcity of evidence on this margin
of adjustment compared to the participation margin. Despite this, it is a margin that
is greatly affected by the parameters of the NCS, in particular the variance in
withdrawal rates for families with different numbers of children. Additionally, in
order to be eligible for the means-tested component of the NCS, parents should be
working or in education (for a minimum of two hours per week). Further, Figure 3
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illustrates that the vast majority of those families using paid childcare are
two-parent, two-earner families.

However, it should be noted that the choice of hours of work may be
constrained by labour market rigidities (which tend to cluster workers into part-
time or full-time work) and childcare provider rigidities. Childcare availability, and
therefore NCS payments, may be concentrated at part-time and full-time provisions.
Nevertheless, examining the incentive to work or earn more indicates the incidence
of any potential financial disincentives to work more arising from NCS withdrawal.

We measure the incentive to work or earn more using the Marginal Effective
Tax Rate (METR). The METR measures what part of any additional earnings are
“taxed away’ through the combined effect of increasing taxes and decreasing
benefits (Jara and Tumino, 2013).

change in household disposable income
change in individual earnings

METR=1-

For example, if an individual gets a €50 increase in their gross weekly pay (either
by working more hours or by getting a pay rise), but loses €25 of this through
increased tax, USC, PRSI or withdrawal of benefits (including the NCS) then this
individual has a METR of 50 per cent. Higher METRs indicate lower incentives to
work more. SWITCH calculates METRs by simulating a 3 per cent increase in each
worker’s earnings and the corresponding new household disposable income once
additional income tax, USC, PRSI or benefit withdrawal has been taken into
account.

The universal component of the NCS does not affect work incentives as it is
not withdrawn when income increases. The income-assessed subsidy is means
tested based on individual circumstances and does affect the incentive to work
through its withdrawal.

Restricting the sample to NCS eligible households, we estimate METRs for
workers in these households (i) without including the NCS and (ii) including the
NCS.!° This comparison shows how the NCS affects work incentives, all else equal.
We categorise workers according to their METR and show the proportion of
workers in each category.

Our sample size is 594 households who are NCS eligible. When NCS is
excluded from disposable income (column 1 of Table 7), most households (61 per
cent) have a METR of less than 50 per cent. A further 25 per cent have METRs of
between 50 and 60 per cent while 14 per cent have a METR > 60 per cent. Including
the NCS in the METR measure, the number of workers with a METR of less than
50 per cent drops to 51 per cent. There is a further 30 per cent of workers with
METRs between 50 and 60 per cent while 19 per cent of workers have METRs

19 The cost of extra childcare is not accounted for in the estimation of METRs.
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Table 7: Proportion of Workers with METR in Each Category - With and
Without NCS and NCS Reforms

METR without  with  with 2019 withIA  with CA  with UNI with Rates

NCS  NCS NCS NCS NCS NCS NCS
reform  reform  reform reform reform
% % % % % % %
<20% 15.0 10.7 10.7 10.7 10.7 10.7 10.7
20-30% 20.6 8.7 8.7 8.9 8.9 8.7 8.7
30-40% 14.4 14.5 14.5 14.3 14.3 14.5 14.1
40-50% 11.1 17.4 17.9 20.1 20.2 18.2 17.8
50-60% 25.1 29.8 29.3 27.8 27.7 29.0 29.8
> 60% 13.8 18.9 18.9 18.2 18.2 18.9 18.9

Source: Own calculations using SWITCH v2.1.

Notes: UNI reform extends the universal subsidy to 3—15-year-olds. IA Reform increases
the maximum reckonable income by €4,000. CA reform increases the maximum reckonable
income for households with two or more children by the amount of the child allowance.
Rates reform increases the rate of the NCS by 20 cents per hour.

greater than 60 per cent. The NCS, although it certainly increases the incentive to
participate in the labour market, reduces the incentive of workers in receipt of the
subsidy to earn or work more. It reduces the number of workers facing low METRs,
of less than 30 per cent, by 17 percentage points and increases the number of
workers facing high METRs, of more than 60 per cent, by 5 percentage points.

We also show how the simulated NCS reforms described in the previous section
affect the METR estimates. These simulated reforms to the NCS change METRs
only slightly. This indicates that larger NCS reforms would be needed to
substantially improve work incentives at the intensive margin.

V DISCUSSION

This report contributes to the debate on childcare affordability in Ireland, presenting
evidence on childcare usage and cost at the point when the National Childcare
Scheme (NCS) was rolled out, as well as the role of the NCS in compensating
households for childcare expenditure.

Successive international and national reports have indicated that childcare costs
are relatively high in Ireland. With some exceptions, these are based on the
hypothetical cost of one or two full-time formal childcare places for particular
family types. In this report we show that, in practice, most households with children
in [reland use considerably less formal childcare than this. There is some suggestion
that this may be due to affordability, as high-income households use considerably
more paid childcare than low-income households. This may not be the only reason,
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however, as higher income households also use more unpaid childcare than low-
income households. We estimate that households who use paid childcare in Ireland
use an average of 131 hours of care per month (or 30 hours per week) at an average
cost of €697 per month. On a per child basic, this amounts to 89 hours per month
(or 21 hours per week) per child at an average net cost of €494 per child per month.

Further, we estimate that out-of-pocket childcare costs represent an average of
13 per cent of families’ disposable income, with some variation around this figure.
More than a quarter of households paying for childcare face childcare costs of more
than 15 per cent of their disposable income, and nearly one-fifth face childcare
costs of more than 20 per cent of their disposable income.

Profiling the households which face the highest childcare burden, we find that
these are more likely than other households to use at least one full-time childcare
place (around 45 hours per week). Two-parent, two-earner households, which
account for half of all households with children, are more likely than others to use
paid childcare and to face high childcare costs. There are very few one-earner
households facing high childcare costs, but 90 per cent do not use childcare. This
may be linked to the relatively low employment rate of lone parents in Ireland
compared to elsewhere in Europe. However, it is difficult to disentangle the
relationship between working status and childcare use. Individuals may choose not
to work because of the cost of childcare, or they may not use childcare due to their
decision not to work. Future research could use quasi-experimental techniques or
structural modelling to estimate this relationship.

Using SWITCH, the ESRI’s tax benefit model, linked to the Survey of Income
and Living Conditions, we also estimate the current cost and distribution of the
NCS, finding that it is strongly progressive in nature. The NCS is equivalent to a
cash transfer of 8 per cent of disposable income for the lowest income households.
This figure falls to 2 per cent for middle income households while the NCS
represents less than 1 per cent of disposable income for the highest income
households.

The NCS undoubtedly improves incentives to take up paid work particularly,
as shown by Doorley et al. (2023) for mothers of young children. However, like
all means tested benefits, the withdrawal of the NCS as income increases provides
a disincentive to earn or work more. This effect is amplified in households with
multiple children. We estimate that almost one-fifth of workers eligible for the NCS
face a Marginal Effective Tax Rate (METR) of more than 60 per cent.

Simulating several hypothetical reforms in a static setting with no behavioural
response, we find that, among those using formal childcare, increasing the rate of
payment of the NCS is likely to be most beneficial to low-income households,
although these households are currently least likely to use paid childcare. On the
other hand, extending the universal component of the subsidy, increasing the
maximum income limit, or adjusting child allowances are likely to benefit high-
income households more than low-income households.
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APPENDIX A

Childcare costs and hours are based on self-reported responses in 2019 SILC, the
data underlying the SWITCH model. For hours, the data contain information on
hours a week for a given type of childcare on a “usual week”. For costs, it is the
average weekly cost of a given type of childcare. Parents are asked about their usage
of unpaid care, childminder, and centre-based care, i.e., pre-school (kindergarten,
Montessori), créche or a pre/post school centre. One limitation to the SILC data is
that questions related to childcare usage are only asked for children below age 13,
leaving out some 13-15-year-olds who may be entitled to NCS.

The various SILC variables for childcare which we include in our creation of
the hours of childcare and cost of childcare variables in SWITCH are shown in
Table A.1. We calculate the overall weekly cost of childcare per family as the sum
of all intermediate costs. To arrive at an annual cost of childcare, we scale the
weekly costs by 52 weeks. This is likely to be an overestimate of annual childcare
costs as childcare usage can be seasonal for many families and some childcare
providers only operate during school term-time.
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Table A.1: Childcare Variables in SILC

SILC Variables Survey Questions

pre_schl

creche

centre

child mindr

pre_scst

centre ¢

creche ¢

mindr ¢

During a usual week how many hours is <name> cared for by a pre-
school or equivalent (kindergarten, Montessori)?

During a usual week how many hours is <Name> cared for by a
créche or day-care centre??°

During a usual week how many hours is <Name> cared for by a
centre-based service outside school hours (before and/ or after school
even if it is at the school)?

During a usual week how many hours is <name> cared for by a
professional childminder at the child’s home or the childminder’s
home? (This includes au pairs, friends and relatives when the friends
or relatives are paid for child minding).?!

In a typical week how much do (did) you pay in Montessori (or
equivalent) fees for <name>?

In a typical week how much do (did) you pay in centre-based childcare
for <name>?

In a typical week how much do (did) you pay in créche fees for
<name>?

In a typical week how much do (did) you pay in child minder fees for
<name>?

The cost variables contain a significant number of missing values. The
distribution of these missing values is displayed in Table A.2. Because there is a
distinct pattern to the incidence of missing values, with these much more common
in low-income quintiles, we do not impute missing values.

20 Included here are all kinds of care organised/controlled by a structure (public, private).

21 For this variable there are direct arrangements between the carer and the parents: “Professional”
childminder shall be understood as a person for whom looking after the child represents a job of work or
paid activity. The term “professional” does not contain a notion of qualification or of quality of the care.
Babysitters and “au pair” are also included here.
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Table A.2: Incidence of Missing Childcare Costs by Income Quintile for
Households Who Report Using Paid Childcare in SILC 2019

Quintile Number of missing childcare costs % of missing childcare costs
1&2 70 49

3 34 24

4&5 40 28

Total 144

Source: Authors’ own calculations using SILC. Disposable income is equivalised using the
CSO’s equivalence scale. Quintiles 1 and 2 and 4 and 5 are grouped together to comply
with CSO’s statistical disclosure requirements.

The Irish Household Budget Survey (HBS) is an alternative source of childcare
cost information. The HBS of 2015/16 contains information on average weekly
expenditure on childcare and domestic services. Domestic services include expenses
related to cleaners, gardeners and au pairs. A comparison of reported costs from
SILC, HBS and DCEIDY is shown in Table A.3.

Table A.3: Reconciliation of Annual Aggregate Childcare Costs From
Different Sources (€ million per annum)

Annual childcare costs All paid childcare Centre-based childcare
SILC 1,439 1,158
DCEIDY 323

HBS* 1,010

Source: SILC and HBS estimates are authors’ own estimates and sum weekly childcare
costs for households with non-missing cost information and annualise by multiplying by
52. DCEIDY estimates are based on the Independent Review of Costs of Providing
Childcare. DCEIDY estimates relate to 2017, SILC estimates relate to 2019 while HBS
estimates relate to 2015/16. All costs are uprated to 2020 prices using services CPI growth.
HBS estimates exclude au pair costs.
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APPENDIX B
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