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An Evaluation of A Pronatal Subsidy Program in Korea: A

Quasi-Experimental Approach

Abstract: This paper evaluates the effects of the ‘Basic Subsidy Program’ provided to
families with infants cared for in private childcare centers. The subsidies mainly aim
to improve the quality and the accessibility of childcare, and encourage mothers’ labor
supply. I examine whether the subsidies achieve these objectives. For this purpose, I take
advantage of a quasi-experiment, where only the families with the infants compared to the
toddlers that use private care centers rather than other type of facilities are subsidized.
The findings show that the subsidies increase the use of newly subsidized facilities, which
implies that the subsidies may have contributed to the quality of care. Howevér, mothers’

labor supply and child care costs are rarely affected.
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An Evaluation of A Pronatal Subsidy Program in Korea: A

Quasi-Experimental Approach »
I. Introduction

The two main objectives of providing subsidies for child care are to help mothers recon-
ciliate work and family and to provide care environment that are favorable to children’s
development. Each country develops its own way of achieving these policy goals. For
example, child care is provided directly by government in welfare states such as Sweden,
while subsidies are provided to low income families to use private care facilities and reg-
ulétions are imposed on the service providers in the U.S. and U.K. Meanwhile, Korea’s
child care system is in between in the sense that private childcare market is widely de-
veloped as in the U.S. and U.K., but the policy goals pursue a wide coverage of public
daycare centers and public finance for childcare. The drastic decline in fertility rates in
Korea whose Total Fertility Rate (TFR) is 1.08 as of year 2005 further justifies the greater
allocation of government' budget to the area of child care. A sudden dropout from the
labor market of women in their early 30s shown in Figure I also calls into government
intervention to reduce the burden of child bearing and rearing.

Current childcare market is such that the majority of families use private daycare
centers due to the limited number of subsidized public care centers and the quality of
private daycare centers are generally lower than that of public mainly due to the price cap.
Given this market situation, a ‘Basic Subsidy Program (BSP)’ is introduced in 2006 to help
families whose children are cared for by private daycare centers. This paper evaiuates the
effects of the BSP on outcomes including female labor supply. Quantifying the effects of
subsidies on those outcomes has long been studied in this field of economics. In particular,

the association of child care costs and female labor supply has been investigated. Many
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Child Care Subsidies and Female Labor Supply

Labor Force Participation of Women by Age
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1519  20-24 25-29 30-34 35-39 40-44 45-49 50-54 55-59 60-64 65+

Source: Author’s calculation from Economically
Active Population Survey

FiGURE I: M-SHAPED PATTERN OF WOMEN’S LABOR FORCE PARTICIPATION

studies including Heckman (1974), Michalopoulos, Robins, and Garfinkle (1992), Kimmel
(1998), and Ribar (1995) theoretically and empirically illustrated the negati\}e effect of
child care costs on female labor supply. Using Korean data, consistent results were found
in Kim and Won (2004) and Cho (2006). This result implies that the provision of subsidies
for child care would encourage mothers’ labor supply. However, relatively few studies have
examined the actual effects of subsidy programs whether the subsidies have the expected
outcomes. This study adds to the literature by presenting the actual effect of a child care
subsidy.

To examine the effects of the BSP, understanding of current situation of Korean child
care market is needed. First, daycare centers accept infants and toddlers under age six,
while educational facilities including kindergartens care only for the toddlers from three

to five. They are also under separate supervision from the Ministry of Family and the



Child Care Subsidies and Female Labor Supply L

Ministry of Education, respectively. Second, public daycare centers that are available
at low cost face long waiting lists, but impose little eligible criteria to serve the needy
families first. Thus, the disadvantaged families often fail to be covered by public care,
and the subsidized public and unsubsidized private care centers compete for the same
group of demanders. Third, the private daycare centers face the price cap that restricts
their capability to provide quality care. As a result, the private daycare centers have on
average lower quality and higher price than the public daycare centers. To avoid the price
regulation on private daycare centers, the number of alternative care modes including
private tutoring centers known as Hakwon increases. Since the majority of children cared
for by nonmaternal care modes use private daycare centers rather than public, the BSP
aims to improve the quality and make the price of private centers equivalent to that of
public centers.

The BSP is introduced to the families with infants first and planned to be subsequently
extended to those with toddlers. In addition, the subsidies are provided only to the private
care providers when they are registered as care facilities excluding public care centers
and other analogous private care modes. Taking advantage of this quasi-experimental
environment, I evaluate the effects of the BSP. The National Survey of Child Care in
2004 and the National Household Survey on Child Care in 2004 serve as data sets for pre-
program. The public opinion analysis unit at Korea Development Institute constructs
equivalent data sets for post-program information. The difference in difference (DD) and
the difference in difference in difference (DDD) approaches are used to estimate the effects.
The findings show that the subsidies have improved teachers’ welfare in daycare centers
which may lead to an increase in quality. However, female labor supply and price of care
from households’ perspectives are rarely affected by the BSP.

This paper is organized as follows. The next section provides a description of the

structure of child care market, the background of the introduction of the BSP, and the
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subsidy scheme. Section III discusses the data and the empirical strategies. Section IV

presents the results and policy implications. Finally, section V concludes this study.

11. Description of Child Care Market and Subsidy
Scheme

A. Structure of child care market

The structure of child care market is presented in Table . Child care facilities known as
daycare centers care for children ages between zero and five. These centers have legal
responsibility to care for children for. whole day as long as parents want. Public daycare
centers, private daycare centers, and nursery homes are included in this category. Nursery
homes are small scale care facilities that accept less than 20 children and provide home like
environment. Nursery homes in many cases specialize in caring for infants. These facilities
are under supervision of the Ministry of Family. Kindergartens legally available only to
children ages of three to five are categorized as educational facilities, and are supervised
by the Ministry of Education. They normally care for children part time. Other private
facilities include various forms of educational arrangement which are open to various age
groups. They include private institutions that teach music, play, and martial arts. They
sbmetifnes specialize in teaching foreign languages. The hours and price of care from these
institutions greatly vary since there is little regulation for them. Those who do not use
care facilities depend on their relatives, maids, and nannies as well as parental care for
child care.
Among these care facilities, public daycare centers and public kindergartens benefit
_from government support for their labor costs including wages for principals, teachers, and
cookeries. Since most of child care costs are from the labor costs, the subsidized facilities

afford to charge low price for parents. However, only less than 20 percent of children who
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