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Chapter 8 Distributional Effects of Publicly 
Funded Childcare

Manos Matsaganis and Gerlinde Verbist1

Public policies that aim to secure access to affordable childcare are a key ingre-
dient of a broader set of strategies, at the European and the national level, which 
seek to reconcile work and family life, promote equal opportunities and combat 
social exclusion.

The policy instruments used to achieve this aim vary considerably. On the provision 
side, central and local governments run childcare facilities themselves, providing 
services to families with children of pre-school age at (often heavily) subsidised 
rates. On the funding side, while it is obvious that governments bear the direct 
cost of subsidies to public childcare facilities, they may also indirectly fund services 
that are purchased from private childcare providers (e.g. through childcare-related 
tax concessions and cash benefi ts available to parents).

Focusing on the former, the intended aim of subsidies to publicly provided childcare 
is to render it more affordable, especially to low-income families that might not be 
able to use it if they had to pay for it. However, we know little about exactly how 
subsidies to publicly provided childcare are distributed — for instance, whether 
low-income families benefi t from it as much as families further up the income 
scale.

One way of assessing the distributional effects of childcare subsidies is to treat 
benefi ts in kind just as we treat benefi ts in cash, i.e. as income support to families. 
The question then becomes just how the income distribution is affected as a result 
of subsidies to publicly provided childcare.

In this chapter, we aim to quantify the distributional effects of subsidies to publicly 
provided childcare in fi ve EU countries: Belgium, Finland, Germany, Greece and 
Sweden.

Methodology
Households that use childcare can be identifi ed in EU-SILC or other similar data-
bases. The 2005 EU-SILC survey was used in the case of Greece and Sweden; 
the Belgian version of EU-SILC 2004 in the case of Belgium; the 2001 (updated 

1 Extra research assistance was provided by Theodore Mitrakos (Bank of Greece) and Golfy Gavriliadi 
(Athens University of Economics and Business).
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to 2003) Income Distribution Survey in the case of Finland; and the 2002 Socio-
Economic Panel (SOEP) in the case of Germany.

Only formal, registered, centre-based childcare is included in the analysis. For 
illustration, in EU-SILC this corresponds to variables RL010, RL030 and RL040. 
In other words, our defi nition includes pre-school (RL010), but excludes primary 
school (RL020), child minders (RL050) and informal care (RL060).

In general, subsidies were calculated as public expenditure on childcare per child 
in a subsidised centre, by intensity of use (e.g. full time vs part time), by type of 
centre (e.g. crèche vs pre-school), taking into account regional/other variations (if 
possible), net of user fees (if applicable).

User fees typically depend on family income, family size and/or number of children 
in childcare, family type (e.g. single parent) and, sometimes, other characteristics 
such as social assistance benefi ciary, municipal employee, etc.

In order to assign subsidies to users, it was necessary fi rst to identify whether 
the type of childcare facility used by a family in the dataset was eligible for public 
funding, and then to establish the family-specifi c level of subsidy (net of user 
fees). (A detailed account of how this was done can be found at: 
www.socialsituation.eu/WebApp/MonitoringReports.aspx)

Finally, in the spirit of treating benefi ts in kind as part of a broader concept of 
income, net childcare subsidies were added to users’ income. Once this was done, 
it was possible to recalculate inequality and poverty indices, allowing the poverty 
line to shift, and compare these to the baseline of monetary income alone.

More specifi cally, the distributional impact of childcare subsidies was assessed in 
terms of: 

(1) use of subsidised childcare by quintile of equivalent income; 

(2) distribution of childcare subsidies by quintile; 

(3) income share of childcare subsidies by quintile; 

(4) effect of childcare subsidies on inequality; and 

(5) effect of childcare subsidies on poverty, including child poverty.

Results
The maximum and average values of childcare subsidies per child, as well as the 
standard deviation around the average, are shown in Table 8.1. This indicates that 
the sums involved can be substantial. In Sweden, the average childcare subsidy per 
child exceeds EUR 10,000 annually; in Belgium the maximum subsidy is estimated 
at EUR 13,600 a year. In all countries except Sweden, moreover, there seems to be 
considerable variation in the value of subsidies between childcare users.
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Table 8.1: Value of childcare subsidies
EUR

 Belgium Finland Germany Greece Sweden

Maximum subsidy per child 13 600 9 066 6 100 3 250 11 250
Average subsidy per child 3 951 6 698 2 447 2 646 10 252
Standard deviation 1 767 2 367 1 230 423 304

Note: Figures are annual public subsidies per child attending publicly funded childcare.

Patterns of use of centre-based childcare differ considerably both from country to 
country and between income groups within countries (Table 8.2). For instance, in 
Sweden as many as two children in three aged below 6 appear to use formal child-
care, compared to less than one in three in Greece. In the other three countries 
covered, participation rates range from 37% to 49%.

In terms of use by income group, the highest proportion of users in Finland, Greece 
and Sweden are found in income quintile 5 (those with the highest incomes), 
while in Belgium and Germany, it is quintile 4. By contrast, participation rates in 
income quintile 1 (those with the lowest incomes) are signifi cantly below average 
in Finland and Greece, and somewhat below average in Belgium and Sweden. Only 
in Germany do low-income families appear to use childcare as much as families 
further up the income scale.2

Table 8.2: Use of childcare
% of children under 6

 Income quintiles Belgium Finland Germany Greece Sweden

Quintile 1 (poorest) 43.7 20.8 40.1 19.4 57.9
Quintile 2 47.9 28.9 33.5 24.9 64.1

Quintile 3 52.6 40.7 37.6 25.0 69.8

Quintile 4 54.8 48.4 52.6 33.3 69.4

Quintile 5 (richest) 43.2 51.8 41.2 40.3 71.5

All 48.7 37.2 40.1 29.6 66.4

Excluding privately funded care changes the picture a little. Table 8.3 reports the 
proportion of families with children under 6 using publicly funded childcare facili-
ties, who accordingly are in receipt of benefi ts in kind. Excluding users of private, 
non-subsidised childcare facilities reduces participation rates in Greece and, to 
a lesser extent, in Belgium (i.e. comparing Table 8.3 with Table 8.2), but has no 
effect in the other three countries, indicating that the use of private facilities is 
negligible in Finland, Sweden and Germany.

2 Note that income is measured on an equivalised basis, using the OECD modifi ed scale (the fi rst adult 
in a household is assigned a weight of 1, other adults 0.5 and children under 14 — 0.3.
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Table 8.3: Use of publicly funded childcare
% of children under 6

Income quintiles Belgium Finland Germany Greece Sweden

Quintile 1 (poorest) 43.7 20.8 40.1 19.4 57.9
Quintile 2 47.9 28.9 33.5 21.2 64.1

Quintile 3 51.1 40.7 37.6 16.9 69.8

Quintile 4 54.8 48.4 52.6 23.5 69.4

Quintile 5 (richest) 41.8 51.8 41.2 27.3 71.5

All 48.1 37.2 40.1 22.2 66.4

Again, it is evident that the proportion of families with young children receiving 
childcare benefi ts in kind varies signifi cantly not only between but also within 
countries. It is above 50% in quintiles 3 and 4 in Belgium, in quintile 5 (i.e. among 
those with the highest incomes) in Finland, in quintile 4 in Germany and in all 
quintiles in Sweden. It is well below 50% in the top quintile in Belgium, the bottom 
three quintiles in Finland and Germany — as well as in the top quintile in the latter 
— and in all income quintiles in Greece.

Table 8.4 shows the distribution of public expenditure on childcare subsidies 
between income groups in the fi ve countries. With the sole exception of Germany, 
public expenditure on childcare subsidies tends to be concentrated towards the 
middle and top of the income distribution. In other words, the population in the 
quintiles concerned receive a larger share of total childcare subsidies than their 
share of population (by defi nition each quintile represents 20% of the population). 
More specifi cally, public expenditure on such subsidies goes disproportionately 
to quintiles 3 and 4 in Belgium, quintiles 3 to 5 in Finland, quintile 2 and, most 
especially, quintile 5 (those with highest incomes) in Greece, and quintiles 2 and 
3 in Sweden. 

Table 8.4: Distribution of childcare subsidies
% of total expenditure on childcare

Income quintiles Belgium Finland Germany Greece Sweden

Quintile 1 (poorest) 18.7 12.1 36.5 19.2 17.8
Quintile 2 15.4 16.8 17.6 21.3 23.0

Quintile 3 22.4 23.3 19.7 12.4 24.7

Quintile 4 26.9 25.4 17.9 19.1 19.9

Quintile 5 (richest) 16.6 22.3 8.3 28.0 14.7

All 100.0 100.0 100.0 100.0 100.0

Note: Public expenditure is net of user fees. Both childcare funding and household disposable incomes are equivalised to adjust for 
differences in household size and composition.

In Germany, on the other hand, by far the largest share of benefi ts in kind go to 
those in the bottom income quintile (37%), which, since the proportion of children 
under 6 receiving such benefi ts is the same as the average across all quintiles, 
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implies that the average amount per child is much larger than for other quintiles 
(and/or that there are many more children in this quintile).

An alternative way of viewing the distribution of childcare subsidies is to relate the 
value of subsidies received by those in each income quintile to their total dispos-
able income (Table 8.5).

Table 8.5: Childcare subsidies as a share of income
expenditure as a % of disposable income

Income quintiles Belgium Finland Germany Greece Sweden

Quintile 1 (poorest) 3.4 1.7 2.4 1.1 3.6
Quintile 2 1.7 1.7 0.8 0.8 2.8

Quintile 3 1.9 1.9 0.5 0.4 2.4

Quintile 4 1.8 1.6 0.5 0.4 1.6

Quintile 5 (richest) 0.7 0.8 0.1 0.4 0.9

All 1.6 1.4 0.6 0.6 2.3

Note: Public expenditure is net of user fees. Both childcare funding and household disposable incomes are equivalised to adjust for 
differences in household size and composition.

Not unexpectedly, the distribution of childcare subsidies in relation to disposable 
income is progressive in all countries, though only in broad terms in Belgium, 
Finland and Greece. In these countries, therefore, although the contribution of 
childcare benefi ts to income is highest in proportionate terms in the bottom 
income quintile and lowest in the top quintile, there is little or no variation in the 
percentage contribution in the middle quintiles — or between quintiles 3 to 5 in 
the case of Greece.

Accordingly, the inclusion of childcare subsidies as part of disposable income 
affects distribution across the population. This can be seen by estimating three 
inequality indicators with and without these benefi ts included: (1) the Gini coef-
fi cient, which is sensitive to changes around the middle of the distribution; (2) the 
Atkinson index (with the value of the inequality aversion parameter ε set equal to 
0.5; and (3) the Atkinson index with the value of the inequality aversion parameter 
ε set equal to 1.5, indicating greater concern for the position of those with the 
lowest incomes (Table 8.6).

The effect of including childcare benefi ts in the defi nition of income is to reduce 
inequality in the distribution of income in all countries as measured by the Gini 
coeffi cient. The same holds with respect to the Atkinson index for ε = 0.5, implying 
that the inequality-reducing effect of childcare subsidies is confi rmed when a 
moderate degree of inequality aversion is assumed. On the other hand, assuming a 
higher degree of inequality aversion (i.e. ε = 1.5) yields mixed results, the effect of 
the subsidies in reducing inequality being strengthened in Belgium and Germany 
but being reversed in Finland and Sweden, while in Greece the effect is to leave the 
degree of inequality as measured by the index unchanged.
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Table 8.6: Impact of publicly funded childcare on inequality

 Belgium Finland Germany Greece Sweden

Gini coeffi cient
Baseline   0.266   0.269   0.283   0.333   0.232

Baseline + subsidies   0.264   0.269   0.280   0.332   0.228

Percentage change –0.7% –0.04% –0.9% –0.3% –1.4%

Atkinson (ε=0.5)
Baseline   0.060   0.069   0.066   0.094   0.048

Baseline + subsidies   0.059   0.069   0.065   0.093   0.046

Percentage change –1.9% –0.5% –2.0% –0.6% –4.0%

Atkinson (ε=1.5)
Baseline   0.241 0.163   0.199 0.245 0.152

Baseline + subsidies   0.235 0.164   0.195 0.245 0.153

Percentage change –2.5% 0.2% –2.2% 0.0% 0.7%

The inclusion of childcare benefi ts as part of income also affects the measurement 
of the risk of poverty. This can be seen in terms not only of the relative number 
of people in the population as a whole estimated to be at risk by having a level 
of disposable income below 60% of the median, but also of the poverty gap, or 
the average shortfall of income of those at risk below the poverty threshold (the 
latter being also measured in weighted terms by setting the value of the param-
eter α equal to 2, indicating greater concern for those with the lowest incomes) 
(Table 8.7).

Table 8.7: Impact of publicly funded childcare on poverty

 Belgium Finland Germany Greece Sweden

Poverty rate
Baseline 0.154 0.122 0.162 0.196 0.093

Baseline + subsidies 0.153 0.129 0.157 0.195 0.106

Percentage change –0.9% 5.0% –2.7% –0.6% 14.3%

Poverty gap (FGT α=1)
Baseline 0.042 0.022 0.044 0.063 0.03

Baseline + subsidies 0.040 0.023 0.042 0.062 0.031

Percentage change –4.2% 5.9% –4.8% –1.3% 3.3%

Weighted poverty gap (FGT α=2)
Baseline 0.019 0.006 0.019 0.038 0.054

Baseline + subsidies 0.018 0.007 0.018 0.037 0.048

Percentage change –5.8% 6.7% –6.4% –3.7% –10.2%

Note: FGT = Foster Greer Thorbecke.
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A critical point to emphasise is that when the net value of childcare benefi ts received 
by families is included in the income defi nition used here, the poverty line is shifted 
upwards as a result of the increase in median income. Accordingly, the inclusion of 
these benefi ts does not necessarily result in a reduction in the relative number of 
people below the poverty line (even though the income of the people concerned is 
increased), if the poverty line itself is raised, thus pushing non-benefi t recipients, 
in particular, below the line. The inclusion of childcare benefi ts, therefore, reduces 
the proportion at risk of poverty in Belgium, Germany and Greece, as well as the 
(unweighted) poverty gap, but not in Finland and Sweden.

In all fi ve countries, including the value of childcare benefi ts in kind in disposable 
income results in a considerable re-ranking of the relative positions: families with 
children under 6 using publicly funded childcare have their incomes increased, 
while for other population groups (e.g. pensioners), income is unchanged in 
absolute terms but is reduced relative to a higher median income and, hence, 
relative to the poverty line. In Finland and Sweden, therefore, the former effect is 
weaker than the latter (i.e. childcare subsidies result in more pensioners dropping 
below the poverty line than families with children rising above it); in the other 
three countries, it is stronger.

The relative position of those receiving childcare subsidies is also of importance. In 
particular, applying the weighted poverty gap measure instead of the unweighted 
one reverses the sign of the FGT index for Sweden, implying that the effect of 
childcare subsidies is relatively large towards the very bottom of the income distri-
bution.

Although the effect of the inclusion of childcare benefi ts on the risk of poverty 
of the population as a whole is important, the effect on the risk among children 
is even more important, since a primary objective of providing such benefi ts is 
precisely to assist families with children. As might be expected, in all countries the 
effect is greater on the risk of poverty among children (Table 8.8).

Table 8.8: Impact of publicly funded childcare on the risk of poverty among children

 Belgium Finland Germany Greece Sweden

Poverty rate (<60% of median) 
Baseline 0.179 0.107 0.252 0.204 0.094
Baseline + subsidies 0.155 0.103 0.233 0.196 0.083
Percentage change –13.6% –3.5% –7.6% –3.7% –11.5%

Poverty gap (FGT α=1) 
Baseline 0.051 0.016 0.073 0.067 0.030
Baseline + subsidies 0.041 0.016 0.063 0.064 0.024
Percentage change –20.0% –0.7% –12.9% –5.3% –19.1%

Weighted poverty gap (FGT α=2) 
Baseline 0.024 0.003 0.032 0.045 0.083
Baseline + subsidies 0.018 0.003 0.026 0.040 0.070
Percentage change –22.1% 0.0% –16.6% –10.3% –15.6%

Notes: The poverty line is equal to 60% of median disposable income, equivalised for household size and composition. The poverty line is 
allowed to shift when childcare subsidies are included. 
FGT = Foster Greer Thorbecke.
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Though the poverty line is higher (as a result of having childcare benefi ts included), 
the number of children in poverty is reduced by around 3.5% in Finland and Greece, 
by 7.5% in Germany, by 11.5% in Sweden and by as much as 13.5% in Belgium.

The child poverty gap is also reduced markedly in most countries — by 19–20% in 
Belgium and Sweden — while the weighted poverty gap is diminished by around 
15.5% in Sweden, 16.5% in Germany and 22% in Belgium. Only in Finland is the 
effect small to negligible.

Overall, the effect of childcare subsidies is to reduce child poverty more consist-
ently and more signifi cantly than is the case with respect to poverty in the general 
population.

Concluding remarks
The above analysis indicates that childcare subsidies have very different distribu-
tional effects across countries. Except in Germany, a greater share of the public 
expenditure involved appears to go to high- and middle-income groups than to 
low-income ones. Nevertheless, in proportionate terms, the contribution of child-
care subsidies to the disposable income of poorer families tends to be larger than 
for more prosperous families.

The inclusion of childcare benefi ts in the defi nition of income tends to reduce the 
degree of inequality of income distribution. It also reduces the risk of poverty in 
most countries among the population as a whole, though the effect of increasing 
the disposable income of poorer families is offset to some degree by the increase 
in the poverty line that results from the provision of benefi ts. In particular, it 
reduces the risk of poverty — and the poverty gap — among children in all fi ve 
of the countries selected for study, though less so in Finland and Greece than in 
Belgium, Germany and Sweden.

The results of the analysis have clear implications for policy and, more especially, 
for the indicators used to monitor policy. In general, treating childcare benefi ts 
in kind as additions to monetary income has the effect of reducing the inequality 
of income distribution, as well as the measured risk of poverty among children. 
Nevertheless, the distributional effects are, in some cases, perverse depending on 
the index used and the specifi c focus, though this result needs to be treated with 
caution.

In particular, in Finland the relative poverty rate is increased as a result of accounting 
for childcare subsidies. It would be simplistic to conclude from this, however, that 
an easy way of reducing the risk of poverty would be to abolish publicly funded 
childcare. In reality, no one is worse off as a result of treating childcare benefi ts in 
kind as additions to monetary income, and nor could they be. The proportion of 
people with income below the poverty line is increased only because the line itself 
is raised.

More generally, it is important to note that the results are driven, to a large extent, 
by patterns of use, which may or may not refl ect patterns of provision. The reason, 
therefore, why the distributive effects of publicly funded childcare are not greater 
is that low-income families with children of pre-school age do not use childcare 
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services as much as similar families higher up the income scale (who might have 
more to gain from both parents being able to work). By implication, extending the 
use of childcare, which might imply improving its availability and the access to it, 
would be the best way of increasing its redistributive effects in all countries.

In addition, it is also necessary to distinguish between a static analysis of the 
distribution of incomes with and without childcare subsidies, as presented here, 
and a fuller analysis, including the dynamic effects. In practice, by ensuring access 
to affordable childcare services, governments make it possible for parents (typi-
cally mothers) to take up paid employment. These dynamic effects are central to 
any assessment of the effects of introducing or extending subsidised childcare 
facilities.

Finally, public funding of childcare can also be seen as a means of redistributing 
incomes horizontally — from those without children to families with children — 
which can be justifi ed if children are seen, to some extent, as ‘public goods’, 
bringing future benefi ts to society as a whole. On this perspective, therefore, it 
is appropriate for society as a whole to bear some of the costs of bringing up 
children.


