A business partnership for
early childhood and economic success

Attracting, Developing, and Maintaining
Human Capital: A New Model for Economic Development

In his book, Bartik argues for a comprehensive model that employs
a combination of programs—well-designed business incentives
and high-quality early childhood services open to all children—to
build short- and long-term human capital. By supplementing a
research driven package of business incentives with investments
in early childhood programs, economic development agencies can
meet business’ immediate need for skilled workers, strengthen the
workforce pipeline, and generate strong returns to taxpayers.
Exhibit 1: Early Childhood Programs Have High Benefits
Compared With Costs.
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Investing in Kids: Early Childhood Programs and Local Economic
Development1, a 2011 book by Timothy Bartik, Senior Economist at
the W.E. Upjohn Institute for Employment Research, provides a
new evidence-based approach for eﬀective economic
development. This approach is designed to support business
growth and job creation by improving worker productivity and
earnings both today and in the years and decades to come.

BENEFIT-COST RATIO

“Business incentives
and early childhood
programs should be
considered together
because they
complement each
other in a balanced
economic development
strategy. Programs
to directly create jobs
via business incentives
should be
complemented by
helping local residents
obtain the skills
needed for those jobs,
via policies such as
early childhood
programs.”
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•

improved social and emotional skills, including
better interactions with peers and teachers;

•

lower rates of grade repetition and special
education placements;

•

signiﬁcantly greater high school graduation and
college attendance rates; and ultimately

•

increased employment rates and higher earnings
in adulthood.
Bartik also notes that roughly 60 percent of all
American workers—and 45 percent of those with
a college degree—live and are employed in the
state where they grew up. Using these data, he
calculates that as children grow to be local
workers, states that provide quality early
experiences can expect to reap both long- and
short-run economic beneﬁts.

Early Education is Economic Development

Bartik’s analysis conﬁrms what decades of prior
research has shown: Proven early childhood
investments, including high-quality pre-k
education for three- and four-year-old children,
promote productivity growth and job creation
in the near term and cultivate a better future
workforce. In the short run, Bartik ﬁnds early
education and care programs help secure
skilled workers and raise their productivity
and earnings by:

•
•

attracting highly-skilled workers with young
children, who are more likely to settle where
quality services are most available;
giving employees peace of mind so they can be
more productive on the job and less absent; and
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boosting demand for well-qualiﬁed teachers,
who, in turn, tend to spend their earnings locally.
Over the longer term, eﬀective early childhood
programs enable children to become more
creative, adaptable, team-ready employees.
Children, especially those at risk of school
failure, who attend high-quality pre-k programs
have:

•

100
% living in same state or
metro area as at age 4

•

Exhibit 2: Percentage of 4-Year-Olds Living in
Same State or Metro Area at Later Ages2

higher test scores through their K-12 years;
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Exhibit 3: Preschool’s Effects on Property Values
Based on effects on elementary

Based on assumed full capitalization of

test scores

earnings effects, 4.7% discount rate

% effect on property values
Ratio of property value increase
to annual program costs
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Returns from Early Childhood Competitive
with Business Incentives

From a state perspective, the increase in per
capita earnings, per dollar invested in early
childhood programs, ranges from $1.85 for a
quality nurse home visiting/parent mentoring
program to $2.78 for pre-k for all children. As
shown in Exhibit 1, returns on these programs
are even higher nationally. By contrast, welldesigned business incentives, as outlined in
Bartik’s book, have higher state but lower
national returns. Even well-designed business
incentives reap part of their state returns by
taking away jobs from other states, whereas
early childhood programs increase national
economic productivity by developing better
workforce quality.

In the short run, property values may rise by at
least $13 per dollar of annual pre-k spending
due to pre-k’s eﬀects in increasing school test
scores, which are valued by parents making
homebuying decisions. Eﬀects of elementary
school test scores on property values have been
empirically demonstrated by many rigorous
studies comparing similar houses in similar
neighborhoods, diﬀering only in elementary
attendance zone assignment. If parents fully
understood pre-k’s eﬀects in increasing adult
earnings, which are greater than predicted by
test scores, they should be willing to bid property
values up by 81 times the increase in annual pre-k
spending, as this represents the present value of
the increased earnings associated with greater
annual pre-k spending.
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Source: Tim Bartik, Investing in Kids. Benefits vary by state due to differences in mobility.

Ensuring that all children have access to quality
pre-k, Bartik notes, provides the biggest
economic development boost, but if that is not
feasible, states can begin by targeting
investments to at-risk children.
Quality Early Education is a Key Part of
Maximizing Human Capital

Bartik argues that a comprehensive economic
development strategy must include early
learning programs, to:
•

cultivate and retain high-paying businesses;

•

boost the quality and productivity of the existing
workforce;

•

attract both sophisticated industries and the
highly skilled workers they need; and

•

continue to produce globally competitive
workers into the future.

Quality Pre-K Generates
Short and Long-Term
Returns to Taxpayers

•

Savings of up to $3,700 per child to school systems
over the K-12 years;5

•

Reductions in special education placements of
nearly 50 percent through second grade6 and
grade repetition of as much as 33 percent
through eighth grade;7 and

•

Crime-related cost savings of between $2.00 and
$11.00 per dollar invested.8

Conclusion

A community seeking to improve its economic
situation knows that attracting, developing and
maintaining a skilled, creative, productive
workforce are among its top priorities. While
human capital is key to recovery from an
economic downturn, as the economy grows,
human capital needs will be even greater.
Having a supply of well-educated, highly skilled
workers will position communities and states to
compete nationally and globally. Well-designed
incentives and proven early childhood
programs provide a powerful one-two punch
that builds human capital and produces a
winning economy.
This brief summarizes Bartik’s ﬁndings on early
education. His book also contains a detailed
analysis of the data on business incentives and
related recommendations.
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