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KEY TAKEAWAYS

Senator Sanders’s and Representative
Scott’s proposed $17 federal minimum
wage would exacerbate rising prices and
harm families in lower-cost states.

Childcare costs would increase by an
average of 20 percent—an extra $4,185
per year for two children—and up to 48

percent, more than $7,000, in some states.

Policymakers can—and should—help
workers to achieve rising incomes and
expand families’ childcare options without
an economically devastating federal mini-
mum wage.

he past three years have demonstrated to

Americans that wage increases are only help-

ful if they exceed inflation. In many ways,
policymakers’ responses to the COVID-19 pandemic—
driving up demand through massive spending while
simultaneously restricting the supply of workers by
offering excessive welfare-without-work benefits—
acted like a minimum-wage increase.

Increased demand and fewer willing workers
meant that employers had to increase wages—in
many cities, $15 per hour became a de facto minimum
wage—and when employers had to pay workers more
for the exact same output, they had to increase their
prices. The end result has been that workers have
experienced above-average wage gains and, yet, they
are worse off because their paychecks do not buy as
much as they used to. Over the past two years, the
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average worker has received a $4,300 pay increase, but inflation has eroded
$7,000 of value, leaving him $2,700 poorer.!

As federal policymakers consider implementing a steep increase in
the federal minimum wage, they must consider the possible unintended
consequences of imposing a one-size-fits-all minimum wage across 50
economically diverse states. Imposing a $17-per-hour minimum wage in
Mississippi is equivalent to imposing a $39-per-hour minimum wage in
Washington, DC.?

In addition to job losses, an immediate impact of an artificially high min-
imum wage will be higher prices for many goods and services. Childcare will
be particularly affected because it is a labor-intense service, and childcare
workers’ wages and childcare providers’ profits are low.

Using data on childcare workers’ wages across the 50 states and regu-
lations restricting childcare providers’ ability to reduce costs, the analysis
in this Backgrounder estimates that a $17 federal minimum wage would
raise the cost of childcare by an average of 20 percent across the U.S,,
adding $4,185 per year in childcare costs for a family with two children.?
The impacts would be greatest in lower-cost areas; in Alabama, Louisiana,
Mississippi, and West Virginia, costs would surge between 41 percent and
48 percent. High-cost areas like California, the District of Columbia, Mas-
sachusetts, and Washington State would experience much smaller impacts,
with price increases below 3 percent.

With childcare consuming even more of family budgets—40 percent or
more of the median household incomes for families with two children in
many states—families could be priced out of the childcare market complete-
ly.* In turn, the unintended consequences of a $17 minimum wage could
force some parents who want to work out of the labor force and lead to
lower household incomes. Households that have only one parent and must
use childcare would be more likely to turn to non-licensed, typically ille-
gal, childcare. Moreover, childcare jobs would be lost, even as employment
among “childcare workers” (as classified by the Bureau of Labor Statistics
occupational titles), declined by 18.2 percent between 2019 and 2022.°

While not all parents want or need full-time childcare, a $17 minimum
wage could also hurt families who use only part-time childcare or even
occasional babysitters, as it would apply to all types of childcare. For exam-
ple, a family who currently pays $10 per hour for 10 hours of after-school
care per week would face an extra $70 per week—$3,640 per year in added
costs. Moreover, because federal law requires individuals who are paid more
than $2,600 a year by a household to be treated as domestic employees, any
household that employs a babysitter for more than 153 hours a year—the
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equivalent of three hours a week—would have to treat that babysitter as
an employee, making the household subject to significant labor laws, tax
withholding, and reporting requirements. By pushing more individuals over
the household employee income threshold, a $17 minimum wage would
make even limited and flexible childcare more costly and difficult to obtain.

Policies that help workers to achieve higher incomes without impos-
ing unintended consequences on others—such as increasing educational
opportunities, reducing barriers to businesses investing in workers, and
keeping doors open to income opportunities for all workers—are far better
strategies.

Moreover, while childcare is expensive, policymakers can help more
families to find the care they need, from the provider they want, at a cost
they can afford, by easing regulations on childcare providers, providing
parents with options for public childcare dollars, eliminating barriers to
employer-provided childcare, and making it easier for parents to save for
childcare. And for all families—whether they use childcare or not—reduced
government spending with lower and broader-based taxes can empower
parents to make the choices that they desire for their families.

Childcare Costs and Economics

The average cost of full-time, center-based childcare for an infant was
$13,382 per year in 2021,° and the cost for a four-year-old was $10,746, bring-
ing the total cost for two children to $20,152 per year.” For a household with
two median earners, childcare for two children consumed 19 percent of
income in 2021.% Childcare costs vary significantly across the U.S., however,
due to differences in the cost of living as well as the impact of childcare
regulations, such as teacher-to-child ratios and education requirements
for childcare providers. Childcare for two children—an infant and four-
year-old—range from a low of $13,445 in Arkansas to a high of $37,037 in
Massachusetts (and $45,640 in the District of Columbia).’

Childcare is expensive because it is labor-intensive. One individual
can safely and effectively care for only a limited number of children, and
technology provides little room for improving childcare workers’ capacity.
That is, robots cannot care for children. Childcare regulations and licensing
standards, which are predominantly state-based, are largely responsible for
determining the cost of childcare. Regulations determine everything from
teacher-to-child ratios, fire-safety standards, and square-footage-to-child
ratios, down to the minutia of which type of toys can, cannot, or must be
offered, and which beverages and snacks can, cannot, or must be offered,
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how they must be stored and labeled, and at which intervals they must be
given. Moreover, childcare workers must have very specific qualifications,
require background checks, and providers often must arrange and pay for
continuing education.

Whereas some businesses—such as restaurants and retailers—can
respond to minimum-wage hikes by reducing their workforce, shortening
employee shifts, cutting back on facilities and equipment, or automating
jobs, the nature of childcare work and strict childcare regulations leave little
room for childcare centers to adjust to cost increases. A childcare provider’s
only viable option is to pass the wage increases on to families in the form
of higher prices. For providers in high-cost areas that are already paying
near or above $17 per hour, the impact would be relatively small—but for
providers in low-cost areas, costs could increase tremendously.

Estimated Cost Increases

Mandating that all childcare workers receive at least $17 per hour would
result in significant cost increases for childcare providers. With childcare
regulations limiting childcare providers’ ability to reduce other expen-
ditures, higher costs would be passed on to families through significant
childcare price increases.

The median wage for childcare workers across the U.S. was $13.54 per
hourin 2022."° Mississippi had the lowest median wage of $9.83 while Mas-
sachusetts had the highest at $18.30. With only two states (Massachusetts
and California) plus the District of Columbia having median childcare
wages of $17 or more per hour, a $17 minimum wage would require the
overwhelming majority of childcare workers to receive significant wage
increases. Using wage distribution data from the Bureau of Labor Statistics’
Occupational Employment Statistics, [ estimate that a $17 minimum wage
would require an average increase of 29 percent in the wages of childcare
workers across the 50 states."

A breakdown of childcare provider costs from the Center for American
Progress estimates that employee costs account for between 60 percent and
80 percent of childcare providers’ operating expenses.'? Wages likely con-
sume an even higher share of in-home providers’ expenses and virtually the
entirety of the cost of employing a nanny. Assuming that wages account for
70 percent of childcare providers’ expenses, the average percentage increase
in center-based childcare costs across the states would equal 20 percent. This
would bring the average cost of infant care from $13,144 to $15,444, and the
average cost of care for a four-year-old from $10,562 to $12,447.13
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MAP 1

A $17 Federal Minimum Wage Would Raise Childcare Costs by 20 Percent

Costs would rise disproportionately in lower-cost areas, with nine states experiencing
childcare cost increases of 30 percent or more.
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SOURCE: Author’s calculations based on data from Bureau of Labor Statistics, “Occupational Employment and Wage Statistics,” data from May 2019 and
May 2022, https://www.bls.gov/oes/current/oessrcst.htm (accessed May 23, 2023), and Child Care Aware of America, “Price of Child Care: 2021 Child
Care Affordability Analysis,” https:/info.childcareaware.org/hubfs/Child%20Care%20Affordability%20Analysis%202021.pdf (accessed May 25, 2023).

BG3776 & heritage.org

Although 20 percent is the average cost increase, families would be affected
very differently across the country. Those living in low-cost areas would
experience very large increases, while a few very-high-cost areas would be rel-
atively unaffected. In Mississippi, where the median childcare wage is $9.83
per hour, costs would increase by 48 percent, but in Massachusetts, where
the median childcare wage is $18.30, costs would increase by only 2 percent.
In general, Southern and Midwestern states would experience the largest
percentage cost increases while those in the Northeast and on the West Coast
would experience the lowest—though still significant—cost increases.

On average, childcare costs for parents with two children (an infant and
a four-year-old) would increase by $4,185, from $23,706 to $27,891.
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MAP 2

The Impact of a $17 Minimum Wage on Childcare Costs

Enacting a $17-per-hour federal minimum wage would increase the costs of childcare
by thousands of dollars in most states.
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Four states and the District of Columbia would experience cost increases
of less than $1,500 per year for two children: DC (+$78), Massachusetts
(+$833), California (+$850), Washington (+$1,002), and Colorado (+$1,415).

On the other hand, costs would rise by more than $6,000 per year for
families with two children in 10 states: New Hampshire (+$6,025), Alabama
(+$6,191), South Carolina (+$6,367), Nebraska (+$6,487), and Mississippi
(+$6,614), Kansas (+$7,110), Oklahoma (+7,144), Iowa (+$7,234), Louisiana
(+$7,277) and West Virginia (+$7,899). These cost increases represent a
large portion of families’ budgets.

The median household income in the United States was $70,784 in 2021.**
With a 20 percent increase in costs, childcare for an infant would consume
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TABLE 1

How $17 Minimum Wage Would Raise Childcare Costs, by State (Page 1 of 2)

Dollar figures are statewide averages for one year.

2 CHILDREN
INFANT 4-YEAR-OLD (INFANT + 4-YEAR-OLD)
$17 $17 $17
% Minimum $ Minimum $ Minimum $

State Increase Current Wage Increase Current Wage Increase Current Wage Increase
Alabama 41% $7,800 $11,002 $3,202 $7,280 $10,269 $2,989 $15,080 $21,271 $6,191
Alaska 8% $11,760 $12,699 $939 $9,600 $10,367 $767 $21,360 $23,066 $1,706
Arizona 9% $12,405 $13,478 $1,073 $9,129 $9,918 $789 $21,534 $23,396 $1,862
Arkansas 26% $7,431 $9,374 $1,943 $6,014 $7,587 $1,573 $13,445 $16,961 $3,516
California 3% $18,201 $18,701 $500 $12,740 $13,090 $350 $30,941 $31,791 $850
Colorado* 4% $16,087 $16,793 $706 $15,324 $16,856 $709 $32,234 $33,650 $1,415
Connecticut 8% $16,276 $17,539 $1,263 $13,416 $14,457 $1,041 $29,692 $31,996 $2,304
Delaware 24% $13,130 $16,268 $3,138 $10,634 $13,176 $2,542 $23,764 $29,444 $5,680
District of 0% | $25523  $25,566 $43 | $20,117  $20,151 $34 | 345640  $45718 e
Columbia

Florida 19% $10,774 $12,798 $2,024 $7,907 $9,393 $1,486 $18,681 $22,191 $3,510
Georgia 27% $9,227 $11,684 $2,457 $7,899 $10,002 $2,103 $17,126 $21,686 $4,560
Hawaii 11% $18,044 $20,080 $2,036 $11,058 $12,305 $1,247 $29,102 $32,385 $3,283
Idaho 33% $8,750 $11,605 $2,855 $7,817 $10,368 $2,551 $16,567 $21,972 $5,405
Illinois 13% $15,600 $17,634 $2,034 $11,440 $12,932 $1,492 $27,040 $30,566 $3,526
Indiana 26% $11,544 $14,525 $2,981 $8,748 $11,007 $2,259 $20,292 $25,532 $5,240
lowa 35% $11,459 $15,441 $3,982 $9,356 $12,608 $3,252 $20,815 $28,049 $7,234
Kansas 29% $15,089 $19,449 $4,360 $9,518 $12,268 $2,750 $24,607 $31,717 $7,110
Kentucky 29% $9,685 $12,499 $2,814 $8,525 $11,002 $2,477 $18,210 $23,500 $5,290
Louisiana 44% $8,580 $12,392 $3,812 $7,800 $11,265 $3,465 $16,380 $23,657 $7,277
Maine 9% $11,960 $13,048 $1,088 $8,580 $9,361 $781 $20,540 $22,409 $1,869
Maryland 11% $17,889 $19,854 $1,965 $12,437 $13,803 $1,366 $30,326 $33,657 $3,331
Massachusetts 2% $21,269 $21,747 $478 $15,768 $16,123 $355 $37,037 $37,870 $833
Michigan 21% $13,458 $16,236 $2,778 $11,315 $13,651 $2,336 $24,773 $29,887 $5,114
Minnesota 13% $17,056 $19,311 $2,255 $13,416 $15,190 $1,774 $30,472 $34,501 $4,029
Mississippi 48% $7,280 $10,774 $3,494 $6,500 $9,620 $3,120 $13,780 $20,394 $6,614
Missouri 18% $10,555 $12,463 $1,908 $7,565 $8,933 $1,368 $18,120 $21,396 $3,276
Montana 25% $11,700 $14,683 $2,983 $10,400 $13,052 $2,652 $22,100 $27,735 $5,635
Nebraska 21% $16,640 $20,100 $3,460 $14,560 $17,587 $3,027 $31,200 $37,687 $6,487
Nevada 19% $13,420 $15,918 $2,498 $11,090 $13,154 $2,064 $24,510 $29,073 $4,563
New Hampshire 23% $14,245 $17,580 $3,335 $11,487 $14,177 $2,690 $25,732 $31,757 $6,025
New Jersey 9% $17,460 $19,030 $1,570 $15,120 $16,479 $1,359 $32,580 $35,509 $2,929
New Mexico 23% $12,024 $14,790 $2,766 $8,436 $10,377 $1,941 $20,460 $25,166 $4,706
New York 5% $18,574 $19,531 $957 $15,371 $16,163 $792 $33,945 $35,694 $1,749
North Carolina 24% $11,202 $13,840 $2,638 $9,359 $11,563 $2,204 $20,561 $25,404 $4,843
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TABLE 1

AUGUST 14, 2023 | 8

How $17 Minimum Wage Would Affect Childcare Costs, by State (Page 2 of 2)

Dollar figures are statewide averages for one year.

2 CHILDREN
INFANT 4-YEAR-OLD (INFANT + 4-YEAR-OLD)
$17 $17 $17
% Minimum $ Minimum $ Minimum $
State Increase Current Wage Increase Current Wage Increase Current Wage Increase
North Dakota 19% $9,925 $11,812 $1,887 $8,952 $10,654 $1,702 $18,877 $22,466 $3,589
Ohio 20% $10,118 $12,160 $2,042 $7,966 $9,574 $1,608 $18,084 $21,734 $3,650
Oklahoma 34% $11,523 $15,458 $3,935 $9,396 $12,605 $3,209 $20,919 $28,063 $7,144
Oregon 6% $15,786 $16,693 $907 $10,800 $11,420 $620 $26,586 $28,113 $1,527
Pennsylvania 23% $12,152 $14,897 $2,745 $10,150 $12,443 $2,293 $22,302 $27,340 $5,038
Rhode Island 10% $13,780 $15,161 $1,381 $11,700 $12,873 $1,173 $25,480 $28,034 $2,554
South Carolina 31% $10,631 $13,921 $3,290 $9,941 $13,018 $3,077 $20,572 $26,939 $6,367
South Dakota 29% $7,426 $9,595 $2,169 $6,677 $8,627 $1,950 $14,103 $18,222 $4,119
Tennessee 31% $10,780 $14,069 $3,289 $8,759 $11,431 $2,672 $19,539 $25,500 $5,961
Texas 28% $11,596 $14,812 $3,216 $9,880 $12,620 $2,740 $21,476 $27,432 $5,956
Utah 23% $11,232 $13,793 $2,561 $8,268 $10,153 $1,885 $19,500 $23,946 $4,446
Vermont 7% $15,080 $16,118 $1,038 $14,300 $15,284 $984 $29,380 $31,402 $2,022
Virginia 16% $15,288 $17,679 $2,391 $11,804 $13,650 $1,846 $27,092 $31,329 $4,237
Washington 3% $19,200 $19,765 $565 $14,844 $15,281 $437 $34,044 $35,046 $1,002
West Virginia 41% $10,140 $14,303 $4,163 $9,100 $12,836 $3,736 $19,240 $27,139 $7,899
Wisconsin 23% $13,511 $16,684 $3,173 $10,972 $13,549 $2,577 $24,483 $30,233 $5,750
Wyoming 22% $10,060 $12,275 $2,215 $8,623 $10,522 $1,899 $18,683 $22,797 $4,114

*Due to missing Colorado price data, this analysis applies the percentage increase from 2020 to 2021 for the next-closest state in childcare prices
(Connecticut) to Colorado’s 2020 costs (a 5.0 percent increase in infant costs and a 5.4 percent increase in four-year-old costs in 2021).

SOURCE: Heritage Foundation calculations based on data from Child Care Aware of America, “Price of Child Care: 2021 Child Care Affordability
Analysis,” https://info.childcareaware.org/hubfs/Child%20Care%20Affordability%20Analysis%202021.pdf (accessed May 25, 2023).
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22 percent of a median household’s income, childcare for a four-year-old

would consume 18 percent of income, and childcare for two children would

consume 39 percent of the median household income.

Such large increases in the cost of childcare could prevent many fam-

ilies from affording it. That could reduce employment by causing some

parents—particularly within two-parent families—to drop out of the labor

force. Other families may have no option than to use non-licensed orillegal
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childcare or to depend on unpaid childcare of friends and family. Moreover,
seemingly unaffordable childcare could deter couples from having children
or from having as many children as they would like. This is an important
consideration in light of U.S. fertility rates dropping below the replacement
rate of 2.1 births per woman to fewer than 1.7 births per woman in 2020
and 2021.%

These estimates only consider the cost of raising wages that are currently
below $17 per hour to $17. In reality, a $17 minimum wage would push the
wages of many childcare workers well above $17 because providers would
have to pay more experienced childcare workers and those with greater
responsibilities more than the minimum-wage workers. A study by the
Federal Reserve Bank of St. Louis estimated that a minimum-wage hike
would increase childcare costs by an amount equal to the increase from the
current median childcare wage up to the new minimum wage.'® Applying
this metric, bringing the median childcare wage from $13.54 to $17 would
result in a 25.6 percent increase in the cost of childcare, as opposed to the
conservative estimate of a 20 percent increase.

Real Solutions for Raising Incomes

Incomes rise when workers produce more value, which comes through
education, experience, and technology that makes people more productive.
When the economy was strong and employers had to compete for workers—
including investing in substantial education and training for inexperienced
workers—low-income wages rose substantially. Between 2016 and 2019, the
wages of workers at the 10th percentile (those making about $10 to $11 per
hour) increased by an average of 3 percent per year after inflation, which
was roughly 2.5 times the gains for median and high-income earners."”

Those gains came without negative consequences and benefited indi-
viduals and the economy at large because they were the result of people
producing more instead of them being paid more to produce the same
amount.

A 2022 economic analysis by David Abraham and Simcha Barkai high-
lighted the periods of 2016 to 2019 and the 1990s as periods of significant
declines in the share of low-wage workers in the U.S."® In analyzing the
causes of the decline in low-wage workers (defined as those making less
than $15 per hour, inflation-adjusted) from 41 percent of all workers in
1985 to 28 percent in 2019, the authors examined the impact of education
and minimum-wage laws. They found that increased education attainment
accounts for much, but not all, of the declining share of low-wage workers.
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Contrary to the goal of higher minimum-wage laws, the authors found
that states that had lower minimum wages (below $10 per hour) experi-
enced a greater decline in their share of low-wage workers than states with
higher minimum wages.” The authors write that their results show that

“low wages are no more common and no more persistent than in the past
and therefore proposed policies should not be justified on the grounds of
worsening economic conditions for low-wage workers.”2°

In contrast to the significant real wage gains that accrued to low-wage
workers between 2016 and 2019, the more recent wage gains caused by
excessive federal spending and work disincentives (which functioned like
increases in minimum wages) led to high inflation that erased most work-
ers’ wage gains. Between 2021 and 2023, the wages of workers at the 10th
percentile increased by about 1.8 percent per year after inflation while the
wages of all other workers declined in real, inflation-adjusted terms.

The recent, artificially induced wage increases have disproportionately
led to price increases as opposed to job losses because the federal govern-
ment inflated demand for goods and services with trillions of dollars in
new spending and it restricted the supply of workers through excessive
welfare-without-work benefits. As of May 2023, there are still 2.4 million
fewer people employed than there would be if employment were at pre-pan-
demic rates.

However, with economic growth and job gains waning, the traditional
consequences of minimum wage mandates will likely come back into play.
According to the Congressional Budget Office, those consequences include
joblosses (particularly among younger, less-educated workers), lower total
incomes, a smaller economy, and increased federal deficits and debt.*

Instead of attempting to raise incomes artificially, policymakers should
help workers to achieve real, lasting income gains. Empowering employ-
ers to develop and employ their own innovative apprenticeship programs
would help workers to gain valuable skills without six-figure student-loan
debts.?? Reducing costly and unnecessary regulations for businesses would
free up resources to invest in workers. And keeping doors open to new and
innovative sharing-economy and gig-economy platforms would increase
income opportunities and expand entrepreneurial possibilities for workers
at all levels.?

Ways to Expand Accessible, Affordable Childcare

While the potential for reducing childcare costs is limited by the labor-in-
tensive nature of childcare, there is much that policymakers—particularly
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at the state and local level, but also the federal level—can do to help more
families find childcare that meets their needs at a cost they can afford.**

State and local lawmakers should eliminate unnecessary regulations that
increase costs without significantly improving child welfare.? For example,
it makes sense to require childcare providers to be trained in cardiopulmo-
nary resuscitation (CPR), but it does not make sense to require all daycares
to maintain a nursing-mothers room?® or to mandate that all childcare pro-
viders—including mothers who watch a few kids in their home—obtain a
bachelor’s degree.?”

State regulators also need to reduce barriers to less expensive in-home
daycares and to informal childcare arrangements among friends, families,
and neighbors.?® In 44 states it is illegal to watch children in one’s home
(with the exception of limited circumstances) without having to undergo a
costly and burdensome process to turn one’s home into a licensed childcare
facility.?® This is presumably part of the reason why the number of small
in-home providers has dropped by more than half between 2005 and 2017.%°
Yet, in-home childcare is about 25 percent less expensive than center-based
care, and in addition to often being more convenient and desirable for fam-
ilies, it is often the only viable option in rural areas.*

Both state and federal lawmakers can help parents to achieve the
childcare they desire by keeping doors open to flexible, independent work
opportunities. Recent surveys show that a majority of parents’ top choice
for childcare up to age four is to either have both parents work flexible jobs
and share childcare responsibilities or to have one parent work a flexible
job and use part-time care.?* While California enacted a law—AB5—that
closes off independent work options that are especially valuable to parents,
and while Democrats in Congress have proposed a super-sized version of
California’s law in the Protecting the Right to Organize Act, a better way to
reduce childcare costs and help more parents to achieve their top childcare
preference is for Congress to codify an individual’s right to be in control of
his work by creating a bright-line test across all federal law, clarifying that
individuals who control their own work are independent contractors and
not employees subject to employer control.

At the federal level, policymakers should expand affordable childcare
options for low-income families by allowing those eligible to use Head Start
funds for the provider of their choice.?® Particularly because Head Start
provides very limited hours of care, allowing families to use Head Start dol-
lars for private and nonprofit childcare providers could help lower-income
working parents by enabling parents to choose childcare that better aligns
with their needs and desires.?*
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Moreover, federal policymakers could help to expand employers’ offering
of onsite childcare by making a small change in the Fair Labor Standards
Act to exclude childcare benefits from the “regular rate” of pay calculations,
just as the law already excludes similar benefits, such as retirement contri-
butions, and accident, health, and life insurance benefits.*® Finally, federal
policymakers could help families to save and pay for childcare by allowing
families to use 529 savings accounts for preschool and by enacting Universal
Savings Accounts so that families can save for all purposes in a single, simple
account.?

Conclusion

Many families in America struggle to find childcare, especially at a cost
they can afford and in a setting that meets their standards of what is best
for their children. Excessive regulations on childcare providers restrict the
number of providers—particularly small, in-home providers—and drive up
its costs. Adding another substantial restriction—a 134 percent increase in
the federal minimum wage to $17 per hour—would further drive up child-
care costs by an estimated 20 percent across the states, adding $4,185 in
costs for a family with two children. Families living in lower-cost areas in
the South and Midwest would be hardest hit, with costs rising 30 percent or
more in nine states. Accompanied by regulations that already restrict the
supply and drive up the cost of childcare, a $17 minimum wage could make
childcare unaffordable for millions of families.

Mandating a $17 federal minimum wage would increase incomes for
some at the expense of lost jobs, lower incomes, and higher prices for many
others. Instead of trying to artificially increase wages, policymakers should
expand opportunities for workers in ways that help them to achieve real
and lasting income gains without unintended consequences.

Childcare will never decline in costs in the same way that technology
has enabled other costs to decline because childcare is a labor-intensive
job, but there are ways that policymakers can help to make childcare more
accessible and affordable. By easing unnecessary regulations on childcare
providers, allowing parents to choose where to use public childcare dollars,
and making it easier and less costly for parents to save for childcare costs,
policymakers can help more families to find the care they need, in an envi-
ronment they believe is best, and at a cost they can afford.

Rachel Greszler is a Senior Research Fellow in Economics, the Budget, and Entitlements
in the Grover M. Hermann Center for the Federal Budget at The Heritage Foundation.
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Appendix

Estimated Impact of $17 Federal Minimum
Wage on Cost of Childcare Across U.S.

The analysis in this Backgrounder relies on the most recent May 2022
state-based occupational employment statistics from the Bureau of Labor
Statistics.®” This includes 459,460 childcare workers who earn a median
wage of $13.54 per hour. Compared to 2019, this marks an 18.2 percent
decline in childcare employment and a 16.2 percent nominal increase and
1.9 percent real, inflation-adjusted increase in childcare wages. The data
are broken down by state and territory and include wages at the 10th, 25th,
50th, 75th, and 90th percentiles.

To approximate wage distributions across childcare workers in each state,
the analysis applies the 10th percentile wage to the first 12.5 percent of
workers; applies the 25th percentile wage to the 12.51 percent through 37.5
percent of earners; applies the 50th percentile (the median wage) to the
37.51 percent through 62.5 percent of earners; applies the 75th percentile
wage to the 62.51 percent through 87.5 percent of earners; and applies the
90th percentile wage to the 87.51 percent through 100 percent of earners.
This approximation method results in total wages being 1.9 percent lower
than the aggregate reported total, providing a relatively close match.*

To estimate the additional wage costs of bringing the minimum wage
up to $17 per hour, all reported deciles of wages that were below $17 were
brought up to $17 per hour. This increases childcare worker wages (exclud-
ing additional FICA and other taxes) by an average of 29.4 percent across
the U.S., with significant variance across the states. Wage increases averaged
less than 10 percent in seven states plus the District of Columbia and were
greater than 50 percent in four states.

Childcare tuition cost increases rely on estimated childcare costs for
infants and four-year-olds across the states, as reported in Child Care Aware
of America’s report, “Price of Care: 2021 Child Care Affordability Analy-
sis.”®® Various estimates of childcare providers’ budgets assess wages and
benefits as representing between 60 percent and 80 percent of providers’
total costs.*® Wages and benefits represent a very high portion of home-
based childcare providers, and all of nanny costs. This analysis assumes that
childcare workers’ wages represent 70 percent of childcare providers’ costs.

Childcare centers are highly regulated and have strict teacher-to-chil-
dren ratios, leaving almost no room to reduce costs by laying off workers,
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reducing their hours, or cutting back on other likely mandated expenses.
Thus, this analysis assumes that the entirety of the required wage increases
will be passed on to families. With wages representing 70 percent of total
childcare budgets, this analysis finds that childcare costs would increase by
an average of 20 percent across the U.S. Variance among the states ranges
from less than 5 percent in Washington and Massachusetts to 43 percent
in Mississippi.

Limits of This Wage-Expansion Analysis

The childcare worker data exclude daycare and preschool administrators
for whom the median wage was $24.94 per hour in 2022. Roughly 8 percent
of these administrators make less than $17 per hour, and a $17 minimum
wage would require wage increases for these workers, and upward pressure
on other administrators’ wages.

As a Congressional Budget Office (CBO) analysis noted, this is a second-
ary effect of upward pressure for workers earning at, and moderately above,
the new minimum wage. The CBO’s analysis, which looked at a $15 federal
minimum wage, estimated that 17 million workers with wages below $15
per hour would be directly affected as well as another 10 million with wages
slightly above $15 per hour would also be affected. The CBO reported that
those effects would include both income gains and job and income losses.*

This analysis only includes the direct effects of wage increases for
childcare workers currently earning less than $17 per hour. Including the
direct effects on daycare and preschool administrators’ wages, as well as
the secondary wage effects (for both childcare workers and administrators)
caused by childcare providers’ need to maintain a hierarchy of earnings to
prevent losing more experienced and effective workers, would require even
larger childcare wages and childcare cost increases than estimated in this
Backgrounder.
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