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Industry at a Glance
Day Care in 2015
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Products and services segmentation (2015)
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Executive Summary | Key External Drivers | Current Performance
Industry Outlook | Life Cycle Stage
Executive
Summary

The Day Care industry provides day-care
and preschool services to children under the
age of five. Industry operators are private
and rely primarily on tuition paid by
parents, but they may also receive funding
from the government, which attempts to
alleviate the cost on households. Although
the Day Care industry grew rapidly over the
1990s due to rising awareness of the benefits
of early learning to cognitive development in
children, it has since slowed down as costs
have exceeded what many families can bear.

High

costs have justified high profit, but
reduced demand for industry services
High costs have generated high profit
margins for operators, but combined with
tight state budgets and slow disposable
income growth, they have limited demand
for industry services. IBISWorld expects
revenue to rise at an annualized rate of 0.5%
in the five years to 2015 to $48.0 billion.
Day-care centers may run independently
or they may cater to families via employeror state-sponsored programs. Employers
sometimes provide child day-care services

Key External Drivers

Per capita disposable income
Growth in per capita disposable income
influences demand for the Day Care
industry’s services. Households with higher
disposable income are more likely to be able
to afford child care and to switch to highertuition services. Per capita disposable
income is expected to increase in 2015,
presenting an opportunity for the industry.
Government consumption
and investment
Government plays an important role in
this industry by subsidizing the costs of
enrollment for low-income families as
well as providing direct grants to daycare centers and preschools. Government

as part of the employee benefits package,
by contracting with a local day-care facility
and paying for the service on behalf of the
employee. Meanwhile, local governments
often provide direct grants to private
day-care centers, especially to tax-exempt
centers registered as nonprofit. The federal
government is also involved in subsidizing
the industry via its Head Start Program,
which pays for the preschool enrollment of
children living in households under the
poverty line. As a result, the majority of
industry operators rely on a mix of
spending by households, corporations and
the government.
Low accessibility to day-care centers
and preschools has prompted renewed
attention to the subject, with the White
House and Department of Education
proposing new ways to expand funding to
make day-care services accessible to all
American households. However, revenue
growth over the next five years is likely to
be slow-moving as day-care costs remain
very high, while sources for new funding
remain contested at the political front.
Over the five years to 2020, IBISWorld
expects industry revenue to grow 1.7%
per year on average to $52.2 billion.

consumption and investment has
declined over the past year; although it is
expected to pick up in 2015, it will remain
a threat to the industry.
Labor force participation rate of women
The labor forceparticipation rate of
females, especially mothers, is a major
factor affectingdemand for child care
services. The participation rate itself is
influenced bymany factors, including
community and social values, expectations
relating tochild care, the growth rate of
full- and part-time employment, after-tax
wagelevels and child-care costs. When the
female workforce participation raterises,
there is generally increased demand for
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day-care services. The laborforce
participation rate of women is expected to
decrease slightly during 2015.
Number of children aged
nine and younger
Demand for day-care services is
positively correlated with the number of

children aged nine and younger.
Increases in the amount of children
younger than nine, particularly those
younger than five, boost demand,
occupancy rates and profitability for
day-care centers. The number of children
under the age of nine is expected to
stagnate in 2015.
Government consumption and investment

Per capita disposable income
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This industry provides essential services to
working families. It provides day care for
children under age five, while also offering
preschool instruction that prepares them for
kindergarten. Over the 1990s and early
2000s, demand for private day-care centers
was strong, due to more parents entering
the workforce. However, demand has since
been tempered, first by the recession then
by slow recovery in disposable income.
Government funds have also dried up as
state budgets tightened, while day-care costs
have continued to rise. As a result, industry
revenue has grown only slowly, rising at a
mere 0.5% per year on average in the five
years to 2015, to $48.0 billion.

Industry revenue
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Day care landscape

Industry operations are run privately and
are typically very small, with nine out of 10
establishments being nonemployers, or sole
proprietors. Nonemployers include day-care
centers or preschools run by a single
professional working alone or with
unregistered helpers, and generally cater
to a small number of children in a small
locality. Some are subject to taxes while
others are registered as nonprofits and are
therefore exempt from tax. Day-care
centers come in a variety of forms, as well
as funding structures. Many centers,
especially those run for profit, rely solely
on the tuition fees paid by parents directly
or by employers on behalf of their
employees. However, numerous other
day-care centers, especially those catering
to low-income neighborhoods, receive
subsidies and grants from state and
federal governments.

As a result, private day-care centers rely
on a mix of private and public spending.
Spending on day-care centers had increased
through the mid-2000s, driven by a variety
of factors. These include greater labor force
participation, especially among women; lax
public budgets and solid tax revenue; and
growing attention to the role of day care and
early learning in children’s cognitive and
social development. However, the industry
turned the corner for the worse with the
onset of the recession, as a result of
shrinking private spending and tax revenue.
For families and states alike, preschool day
care and education is less of a priority than
primary school education, causing
numerous families to do away with private
day-care services. Other alternatives
include having one parent stay home, or
keeping young children with neighbors or
family members.

Prices and
participation

Even in the wake of recovery, spending
on private day care has been slow to pick
up, due in part to high industry prices.
According to the Association of Child
Care Resource and Referral Agencies, the
average cost of center-based day care in

the United States is close to $12,000. In
some regions, such as Washington, DC,
the average cost is closer to $19,000.
Although families willing and able to
pay those prices have helped the
industry retain high profit, at an
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Prices and
participation
continued

estimated 13.5%, others have been
discouraged from demanding industry
services. With demand falling especially
in high-priced parts of the country with
little public assistance, industry
participation has also fallen. IBISWorld

Signs of recovery

Despite a bleak landscape, the industry
is showing signs of recovery, with
revenue anticipated to pick up 1.7%
over 2015. Public statistics highlighting
the dismal US ranking in early
education provision, such as the
OECD’s findings that the country
ranked 25th out of 34 industrialized
nations, has spurred greater interest in,
and attention to, the subject.
Recognizing the high cost of private
day care and that it may price children
from low- and middle-income families
out of day care and early learning, the US
government has sought a more aggressive
role in the industry. For example, in his
State of the Union address in 2013,
President Obama highlighted early
learning as a major concern for his

expects the number of operators to
decline an annualized 1.1% in the five
years to 2015, to 769,053. Comparably,
the number of employees is expected to
decline an annualized 0.2% over the
period, to fewer than 1.6 million.

Private

day-care centers
rely on a mix of private and
public spending
administration. The year after that, the
president asked public and private
investors to come together to invest in
services for children under age five,
resulting in a pledge of $1.0 billion for a
variety of services including early
education and social services for young
children and their families. About
three-quarters of this pledge, however,
comes from existing federal funds,
including the Head Start fund. More
ambitious plans for day-care funding will
likely stumble on political obstacles.
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Industry
Outlook

The Day Care industry is expected to fare
slightly better over the next five years.
Higher disposable income and labor force
participation are expected to drive
demand for center-based day care.
Families will be especially encouraged to
enroll their children in private day care
and preschools if the cost burden is
conferred unto employers or shared with
the government. Employer-sponsored
day care is expected to grow in line with

Private spending

The majority of industry revenue comes
directly from children’s families.
Consequently, private spending will
remain the primary driver of demand
for industry services. Employersponsored child care is expected to
grow as employers increasingly offer
these benefits to attract long-term
workers. These types of benefits tend to
increase staff retention and
productivity, with more employers
expected to use this approach in the
next five years. As a result, industry
players that concentrate on addressing
this market will experience strong
growth over the period. One example is
Bright Horizons Family Solutions, the
largest industry player and one that is
focused on employer-sponsored day
care. Bright Horizons has grown over
the past five years, despite dismal
conditions in the wider industry, and it
is expected to remain a prominent
player through 2020.
Growth from the employer-sponsored
segment will occur most among large
day-care centers that offer cost-effective
programs for employers in return for a
long-term customer relationship.
Day-care companies are increasingly
interested in long-term contracts that
can guarantee revenue for a period of
time; such contracts can also boost

corporate profitability. Proposals to inject
massive federal funds into early child
care and learning abound, but are likely
to run into political obstacles relating to
where the funding would be sourced.
Stubbornly high day-care prices are also
likely to temper growth in demand for
industry services. Overall, IBISWorld
expects industry revenue to grow 1.7%
per year on average through 2020, to
nearly $52.2 billion.

Larger

players will benefit
from additional revenue
from an upgraded service
selection
profit margins since they smooth cost
planning and outlay. Larger players will
also benefit from additional revenue
from an upgraded service selection,
which will include child development,
care and education. In light of recent
research recognizing the importance of
development in a child’s early years,
child development and education are
likely to remain strong marketing tools
to attract new customers. Early
childhood education often commands a
high price and serves as an advantage to
profit margins.
IBISWorld expects the number of
industry operators to increase
moderately over the next five years in
response to improved conditions in
private markets, with the number of
companies growing an estimated 1.0%
per year on average to 808,588
companies. Comparably, the number of
employees is expected to grow an
annualized 1.4% to more than 1.7
million by 2020.

Day Care in the USSeptember 2015   9

WWW.IBISWORLD.COM

Industry Performance

Public spending

Public attention to day-care accessibility
and early learning is likely to endure over
the next five years. Most importantly, the
White House, in conjunction with the
Department of Education, has recently
proposed a deal to expand funding to
early care and preschools by $75.0 billion
over the next 10 years. Such funding
would go to subsidizing industry services,
among other services such as in-home
care or child counseling. While such
proposals would boost industry revenue
over the next five years, they are unlikely
to materialize in the near future given

Public

attention to daycare accessibility and early
learning is likely to endure
disputes at the political level. In
particular, the current administration is
suggesting using higher tobacco taxes as
well as tax hikes on the wealthiest
households to fund this initiative, a view
opposed by many. Therefore, public
assistance to industry operators is likely to
remain tenuous over the next few years.
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Life Cycle Stage

Industry value added has grown
slowly over the past few years
Industry services are widely accepted
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Industry Life Cycle
This

industry
is Mature

The Day Care industry has slowed after
rapid growth in the 1990s. Between 2010
and 2020, IBISWorld expects industry
value added, which measures
contribution to economic output, to
increase an annualized 1.4%. By contrast,
US GDP is anticipated to increase an
annualized 2.2% over the period. This
small contribution to economic output
reflects rising costs of day care and
scarcity of funding, and indicates the
industry is no longer in the growth phase

of its life cycle. Other factors indicate
industry maturity, including the
widespread acceptance of day-care
services. According to the National
Center for Education Statistics, about
57.4% of four-year-olds are enrolled in
center-based care, while 20.7% receive
home care and 20.0% have no regular
nonparental arrangement. Current
challenges facing the industry, including
high competition and a stagnant market,
reflect lifecycle maturity.
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Supply Chain | Products & Services | Demand Determinants
Major Markets | International Trade | Business Locations

Supply Chain

KEY BUYING INDUSTRIES
54

Professional, Scientific and Technical Services in the US
This sector includes businesses often using child care services to assist working parents.

62399

Orphanages & Group Homes in the US
This industry often uses child care services to provide a stable routine for disadvantaged
children.

62419

Family Counseling & Crisis Intervention Services in the US
This industry includes institutions that assist disadvantaged families often using child care
services to assist parents.

62422

Community Housing & Homeless Shelters in the US
This industry includes homeless shelters that assist disadvantaged families often using child
care services to assist parents.

99

Consumers in the US
Households are the primary users of day-care centers.

KEY SELLING INDUSTRIES

Products & Services

33712

Household Furniture Manufacturing in the US
This industry’s manufacturers supply furniture, such as cribs, tables and chairs to day cares.

33993

Toy, Doll & Game Manufacturing in the US
This industry supplies child care facilities with toys to occupy children, including those in
long-term care.

44312

Computer Stores in the US
This industry supplies computers to day cares to assist in children’s entertainment and
education.

51113

Book Publishing in the US
This industry supplies books to day cares as an effective means of keeping children
entertained.

56172

Janitorial Services in the US
This industry supplies janitors to day cares for cleaning and maintenance services.

72231

Food Service Contractors in the US
This industry supplies food service contractors to provide meals and snacks for day cares.

Child day-care services
The industry derives the majority of its
revenue from standard child day-care
services, which account for 58.7% of
industry revenue. These services are
primarily offered outside the home in
child care service centers, though some
revenue is derived from in-house
babysitting. This segment does not include
private hire nannies, who are included in
the Maids, Nannies and Gardeners
industry (IBISWorld Report 81411).
Child care centers are licensed
facilities that offer relatively large
numbers of enrollments. They are

typically more expensive than babysitting
services but less expensive than full-time
private nannies. Geographic differences
in affordability are also important.
According to the latest data from Child
Care Aware of America, the average
annual cost of full-time center-based
child care for a four-year-old ranges from
$4,515 in Tennessee to nearly $12,320 in
Massachusetts. Over the past five years,
the number of parents working full-time
has increased, raising the necessity of
child day-care services. However, the cost
burden continues to alienate many
families from this option, who many opt
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Products & Services
continued

Products and services segmentation (2015)

9.0%

Other services
and receipts

13.1%

Government contributions

19.2%

Preschool programs

58.7%

Child day-care services

Total $48.0bn
instead to work part-time or to leave
children attended by family members,
such as seniors.
Preschool programs
Child care centers with an educational focus,
such as preschools and Montessori
programs, are a popular product segment
for the industry. These centers are estimated
to account for 19.2% of the industry’s
revenue. These facilities provide targeted
educational programs to introduce children,
primarily four years olds but also three years
and older, to a school type environment.
Programs in this segment typically focus on
mathematics, literacy and language
development to better prepare children for
kindergarten and primary school. These
programs also include special needs
education for disadvantaged children.
Typically, these child care facilities are more
expensive than standard child care. Despite
the cognitive benefits of early education in
children, these programs have experienced
revenue losses over the past five years as
government funding, integral to supporting
spending on early learning, has faltered.
(IBISWorld Report OD6035).
Government contributions
This segment represents contributions
from the federal government to

SOURCE: WWW.IBISWORLD.COM

industry operators, which are expected
to amount to 13.1% of industry revenue
in 2015. Among nonprofit day-care
organizations the ratio is higher, with
government grants typically
accounting for about a quarter of
revenue. Day care centers receive
government funding through the Child
Care Development Block Grant, which
is the primary federal child care
program for low-income families.
Furthermore, the Head Start program
and the Social Service Block Grant also
provide funding for child care
programs. In addition, there are tax
credits available that provide tax relief
for families with children under the
age of 13. Government contributions
have fallen over the past five years due
to tight budgets.
Other
The industry derives the remainder of its
receipts from a variety of sources
including private donations from
individuals and private businesses.
Private donations are especially
important for nonprofit day-care centers.
Other revenue is derived from additional
services such as counseling and social
programs for children as well as
investment income.
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Demand
Determinants

Major Markets

Family trends
The rate of workforce participation by
parents, particularly women aged 25 to 34,
is one of the primary factors affecting the
need for child care, because a greater
number of working mothers will likely
increase demand for industry services. The
participation rate among these families is
influenced by many factors, including
community, social values and expectations
relating to child care; the rate of growth in
full- and part-time employment; after-tax
wages levels; and child care costs. The
trend for women to have children later in
life also promotes demand for formal child
care services in some cases, particularly for
women who have established careers.
Any increase in household disposable
income is also likely to have a positive
impact on industry growth. An increase in
income is likely due to both parents
joining the workforce. As a result, child
day-care centers will be in higher demand.
The availability (or supply) and cost of
alternative, informal child care
arrangements (e.g. grandparents) also has
a profound impact on industry demand.
Family members who do not charge for
services might take demand away from

babysitters and child care centers, as
parents feel more comfortable with family
members taking care of their children.
The fluctuation in the US birth rate also
appears to have an effect on demand for
child care. If couples are putting off having a
baby until they are more financially secure,
there are less three- and four-year-olds per
year to be potentially enrolled in day care.
Conversely, even with a smaller infant
population, more affluent parents may be
better able to bear the cost of day care,
thereby increasing the number of children
enrolled even though the pool is smaller.

Day care centers may cater to families
directly through private tuition-paying
service centers. However, they may also
cater to families indirectly via employersponsored day-care centers or through
state-subsidized nonprofit ones. The
following breakdown segments markets
by end use, according to the income of
the family enrolling its child.

with preschool instruction. These families
may pay tuition directly or work for
employers who sponsor the service. This
segment has been the least phased by
limited government assistance to industry
establishments over the past five years, as
the majority rely on the service of forprofit and self-sufficient day-care centers.

Households with income above $100,000
IBISWorld estimates that households with
income above $100,000 generate 31.0% of
revenue. Families in this income bracket
are affluent and best able to afford the
costs of day-care centers, including
expensive centers that combine day care

Government assistance
Demand is also be affected by government
subsidies (fee relief for low-income
families); the availability of tax credits for
child care (for both families and
employers who provide care); and the
level of subsidies for child care services by
employers. Governments and employers
have an interest in promoting and
subsidizing child care to increase the pool
of skilled labor and family incomes. By
making investments in work-site child
care, employers create a partnership with
employees who are parents.

Households with income between
$40,000 and $100,000
This segment broadly represents families
of middle-income status and generates
an estimated 40.0% of industry revenue.
Families in this income bracket are less
affluent but often have working parents
who are unable to take care of their
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Major Markets
continued

Major market segmentation (2015)

29%

Households with
income under
$40,000

40%

Households with income
between $40,000 and
$100,000

31%

Total $48.0bn

Households with
income greater than
$100,000

Households with income under $40,000
Households making $40,000 or under
generate an estimated 29.0% of industry

revenue. Families in this income bracket
rely heavily on subsidized and nonprofit
day-care centers. Numerous parents may
opt to forego child care service centers
altogether if possible, placing their three
or four year olds under the supervision of
other family members such as
grandparents. Therefore, a lower
percentage of children in low income
households attends day-care service
centers and preschools than counterparts
in higher income households. Recent
proposals by the White House seek to
rectify this situation via expanded
funding and to ensure near-universal
enrollment in day care and preschool,
though this is unlikely in the near future
(see Industry Outlook section).

Due to its service-based nature, the
Day Care industry operates
entirelywithin the domestic economy.

Child day-care services are only
provided to children who reside within
the United States.

young children. Within this segment,
more high income households often
enroll their children in day-care centers
that include preschool instruction while
their lower income counterparts may opt
for more traditional day care, unless
subsidized by the government or by
employers. Over the next five years, some
families in this segment may benefit from
proposed expansions of the Head Start
program, which funds nursery schools
and which may expand eligibility to
include any family with income equal to
(or under) twice the poverty line.

International Trade

SOURCE: WWW.IBISWORLD.COM
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Business Locations 2015
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West
The West exhibits a greater negative
discrepancy between establishments and
population. While the West makes up
17.1% of the national population, it
accounts for just 15.6% of the nation’s
day-care centers. This is partly because
the average family in the West favors
in-home care from relatives or nannies
over day-care centers, according to the
US Census Bureau. This explains why
there is lower demand for services in this
region. However, establishments in the
West are dominated by California, which
has the highest percentage of day-care
establishments in the country, estimated
at 10.3% of the total.
Mid-Atlantic
With 15.5% of the US population, the
Mid-Atlantic region contains 17.6% of
industry establishments. These
establishments are among the largest and
highest earning in the United States. New
York, in particular, has experienced
strong growth in the number of day cares,
accounting for 7.0% of industry
establishments. Additionally, staff in this
region earn the highest average wages.

Distribution of establishments vs. population
30

20

10

Southwest

Southeast

Plains

New England

Rocky Mountains

Establishments

Mid-Atlantic

Great Lakes

0
West

The dispersion of day-care centers largely
reflects variations in the geographic
distribution of children. Geographic
distribution is also influenced by the cost
and supply of child care; labor, income
and housing affordability patterns; and
child care subsidy policies. In addition,
varying state and local regulations and
licensing requirements affect
employment in this industry.
Government agencies generally review,
among other things, the ratio of staff-toenrolled children. Overall, however, the
spread of establishments in the United
States closely follows the national share
of the population.

%

Business Locations

Population
SOURCE: WWW.IBISWORLD.COM

New England
New England has one of the highest
discrepancies between population and
establishments, with 6.4% of industry
establishments and only 4.7% of the US
population. Both the New England and
Mid-Atlantic regions have larger families
and register lower unemployment levels.
A higher rate of working mothers
requires greater levels of professional
supervision of children.
Southeast
The Southeast has more than a quarter
of all establishments and population at
25.1% and 25.4%, respectively,
according to the latest data from the US
Census Bureau. This is primarily due the
larger family size in this region (two to
three children per couple) and the
prevalence of smaller industry
establishments in the region. The high
level of demand for services has most
likely encouraged more part-time
employees to enter the industry.
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Market Share
Concentration
Level
Concentration

in
this industry is L ow

Key Success Factors
IBISWorld

identifies
250 Key Success
Factors for a
business. The most
important for this
industry are:

The Day Care industry exhibits high
fragmentation and low market share
concentration. In 2015, the top four
day-care service providers are expected to
account for only 5.9% of industry revenue.
According to the US Census Bureau, about
nine in every 10 establishments in this
industry is a nonemployer, signifying a
sole proprietorship or single babysitting or
educational professionals. Nonemployers

also include family companies that
officially employ only one person, with
the rest of the hire unpaid or
unregistered. Even though the few large
players that employ hundreds of people,
such as Bright Horizons, have expanded
over the past five years, day care is
expected to remain a fragmented service
with market share concentration
remaining very low.

Must comply with
government regulations
Compliance with government regulations is
essential to maintain an operating license.

needs of working parents will be more
appealing to consumers.

Recommendation/accreditation
from authoritative source
Accreditation promotes the center to
parents and potential employees. It can
also assist in identifying and correcting
any areas that could compromise care.
Ability to vary services to
suit different needs
Industry operators that have flexible
hours and are able to cater to the varied

Cost Structure
Benchmarks

The Day Care industry comprises
large, corporate day-care centers and
sole proprietors. While the cost
structure for individual companies
may vary, this section details the
average costs and profit margins for
companies in the industry.
Profit
Profit margins for industry players,
measured by earnings before interest
and taxes, are estimated at 13.5% of
revenue in 2015. By comparison, the
average industry profit stood at an
estimated 10.4% of revenue in 2010. The
industry has become increasingly
profitable due the rising rates charged

Ability to alter mix of inputs
in line with cost
Having flexible staffing arrangements will
minimize the risks associated with any
volatility in enrollment or revenue.
Ability to take advantage of
government subsidies and other grants
Federal and state governments provide
various subsidies, including fee relief
for low-income families. These
subsidies promote demand for
industry players.

by industry operators, which have been
partly responsible for driving some
families and children out of the industry.
However, most child day-care services
operate at a significant loss at the
beginning of their operations. According
to Bright Horizons, new child care
centers not sponsored by an employer
and operating on leased space typically
operate at a loss until utilization reaches
65.0%, which typically occurs within 18
to 30 months of operation. IBISWorld
expects profit margins to remain high
through 2020, especially as the majority
of day-care service centers and
preschools continue to charge expensive
rates for enrollment.
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Wages
Labor makes up the largest cost for a
company at an estimated 45.8% of
revenue, indicative of the industry’s
labor-intensive nature. Employees are
required for administrative purposes,
child care and education. For larger
agencies, effectively employing part-time
workers can lead to efficient management
of labor expenses. The ratio of employees
to children is often a company’s greatest
selling point and is legally mandated by
state regulations. Therefore, large
agencies generally hire more staff to keep
the staff-to-child ratio high. Although
companies use the staff-to-child ratio as a
competitive marketing strength, wages
have declined slightly as a share of
industry revenue over the past five years.
In response to slow revenue growth
between 2011 and 2013, employers cut
back employment, resulting in a decline
in wages during the period.

Rent and utilities
Rent and utility costs typically average
14.6% of revenue for industry operators,
the majority of which is allocated to
rental payments. However, this figure
varies depending on the operator: rental
costs can average as high as 25.0% of
revenue for larger day-care centers. On
average, day-care centers are required to
have 35 square feet of usable space per
child, although regulations vary
depending on the state. Increasingly,
larger operators are competing on the
basis of square footage and are changing
their location prototype to high-profile
locations, with locations averaging
between 18,000 and 30,000 square feet.
Purchases
Purchases represent 14.0% of overall
industry revenue. Purchases include
anything that is bought on a daily basis to
keep the day-care center up and running.

Sector vs. Industry Costs
Average Costs of
all Industries in
sector (2015)
100

Industry Costs
(2015)

8.8

n Profit
n Wages
n Purchases
n Depreciation
n Marketing
n Rent & Utilities
n Other

13.5

80

38.3
Percentage of revenue

Cost Structure
Benchmarks
continued

45.8

60

40

16.8
3.5
10.0

20

21.7
0

0.9

14.0
2.3
14.6

0.6

9.2
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Benchmarks
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These expenses generally include the cost
of food, beverages and other necessary
supplies. By and large, this cost has
remained relatively constant over the
past five years.
Other
Depreciation accounts for an estimated
2.3% of industry revenue while marketing

Basis of Competition
Level & Trend
 ompetition
C

in this
industry is H
 ighand
the trend is S
 teady

Industry operators differentiate
themselves based on superior
qualifications of staff, educational
programs, staff-to-child ratios, the level
and quality of facilities and aesthetic
surroundings. Accreditation by the
National Association for the Education of
Young Children can also raise the
perception of the quality of the day-care
center (the criteria for accreditation is
generally more stringent than state
regulatory requirements).
Price of service
Price of service is one of the main
competitive advantages an industry
player can boast. Broadly, parents can
choose to place their children in forprofit or nonprofit day-care centers.
Many religious and other nonprofit child
care centers have low or no rental costs,
and may receive donations or other
funding to cover operating expenses. In
addition, they may use volunteers for
staffing. These lower costs may be
passed on as lower tuition fees to clients.
According to the latest information
provided by the US Census Bureau, an
estimated 28.7% of day cares with
employees are nonprofit.
For-profit day-care centers compete on
price by using economies of scale. The
standardization of service and numerous
locations can enable a large company to
lower prices for clients. However, parents
may want a more personalized approach.
As a result, companies must balance

accounts for 0.6% of revenue. Other
expenses include legal and insurance fees,
health and safety training and recruiting,
and repair and maintenance. Insurance
costs in the industry have been increasing
over the past five years because the size of
payouts in civil negligence cases has
increased, which has raised the risk for
insurers and therefore insurance premiums.

prices with the quality of the child
day-care service.
Brands and marketing
Major center-based operators have
created their own brand names and
spend significant amounts of money on
marketing to attract enrollments. A
successful marketing campaign can
improve perceived standards or override
poorly perceived notions held by
potential customers. Parents
increasingly demand child care
arrangements that will adapt to their
own schedules, particularly as parents
are often working untraditional business
hours, such as early morning or late
night shifts. Marketing to those parents
working early or late shifts will create
competitive advantages for operators in
this industry.
Location of service
Location is also an important point of
difference between day-care providers.
Parents want to be able to drop their
children off at a day-care center and
pick them up after work. For
nonemploying companies and family
day-care centers, parents want the
location to be relatively close.
However, this factor is not as
important as quality, in determining
the basis for competition. Most
families who seek high-quality day
care will take their children to
organizations that will be able to
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Basis of Competition
continued

provide them with the best services,
regardless of the location.
Reputation of the company
Reputation can be pivotal in attracting
initial interest from prospective clients. A

Barriers to Entry
Level & Trend
 arriers to Entry
B

in this industry are
Mediumand S
 teady

Barriers to entry differ based on the
type of company in the industry.
Non-employers face fewer barriers to
entry, given that there are no
significant costs or government
regulations that would deter a would-be
caretaker. For larger companies, there
are medium barriers to entry. Although
there is not a significant capital
investment involved in building a new
establishment, hiring quality caregivers
will be a major expense. Additionally,
the industry is heavily regulated, and as
a result, a new enterprise must obtain
permits and comply with other rules in
order to operate.
One of the largest barriers for new
entrants is the level of regulation in
this industry. Newly established
companies, whether a family day-care
or a child day-care center, must be
approved by the state. A license
ensures that the day-care center is safe
for children to occupy. Additionally, it
ensures that the employees who are
working in the day-care facility meet
set credentials and pass a strict
background check.
Labor is also a potential barrier to
entry. Day-care centers are mandated to
maintain a specific child-to-staff ratio,
which varies depending on the state. On
average, for children six months and
younger, there must be one staff
member per four children. For children
over four years old, one staff member is
required per 10 children, according to
Child Care Aware of America. Moreover,
because this is an industry focused on
caring for children, it is important to

good reputation is an excellent way of
standing out among competing
institutions, but one high-profile case of
incompetence can be a serious problem. It
is often extremely difficult to rebuild a
positive public image after these incidents.

Barriers to Entry checklist
Competition
Concentration
Life Cycle Stage
Capital Intensity
Technology Change
Regulation & Policy
Industry Assistance

High
Low
Mature
Low
Low
Heavy
High
SOURCE: WWW.IBISWORLD.COM

hire people who are passionate about
helping children develop. The costs to
attract staff are a large portion of a new
entrant’s expenses; therefore, these
costs may deter new companies from
entering the industry.
For family day-care and babysitting
services, there may be fewer start-up
costs involved because most are sole
proprietors. The only significant costs
involved for these establishments are the
costs of obtaining new customers.
Day-care centers can either
purchase a building or lease a building
to conduct their business in. The cost
of purchasing or building a center for
accommodation, together with the cost
of facilities and equipment, can be
prohibitive to a new entrant. In order
to provide services to parents’
satisfaction, substantial costs may be
incurred, as modern facilities are
considered essential. Day-care centers
can mitigate these costs if they are able
to lease a space. For babysitting
services, this would not be a significant
problem because they typically go to a
client’s home.
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Industry
Globalization
Level & Trend
 lobalization
G

in
this industry is
Lowand the trend
is Increasing

There is a low level of globalization in
the Day Care industry because operators
are almost entirely US-controlled and
predominantly provide services to US
residents. There have been some
domestic companies that conduct
business abroad and foreign companies
that have established businesses
domestically. For instance, Bright

Horizons Family Solutions, an operator
in this industry, began operating in
Europe with the acquisition of
companies in the United Kingdom. The
company also now operates day-care
centers in the Netherlands, Ireland,
India and Canada. Still, industry
globalization is expected to remain low
through 2020.
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The Day Care industry is highly
fragmented, with nine in 10 of the
industry’s establishments belonging to
nonemployers, which are single
proprietorship day-care centers and
preschool educational professionals.
Owners of an establishment rarely have
more than one location. None of the
companies in the industry account for
more than 5.0% of total industry revenue.

Bright Horizons Family Solutions

Estimated market share: 2.0%
Bright Horizons Family Solutions is the
largest employer-sponsored child care
and early education company in the
country. The company provides child
care for more than 900 corporate clients
across the globe. Additionally, more than
80.0% of its centers are accredited by the
National Association for the Education
of Young Children, which generally
applies more stringent standards than
those required by states. The company
is headquartered in Watertown, MA,
and was founded in 1986. It maintains
operations in North America and the
United Kingdom and generated $1.4
billion in consolidated revenue in 2014.
Bright Horizons’ business strategy is
broadly classified in two types. First, it
uses the management cost-plus model, by
which the company manages worksite
child care and early education centers
under an agreement with a corporate
sponsor. This model is one of the
company’s largest growth segments. The
profit-and-loss, or sponsor model,
whereby the company operates a center
on or near the sponsor’s premises, gives
priority enrollment to employees of the
sponsor company or its affiliates. Despite
growth in the management cost-plus
model, about 70.0% of Bright Horizons’
centers are currently operating under a
profit-and-loss model. Bright Horizons’
growth strategies are focused on
expanding relationships with existing
employer-sponsors and pursuing

strategic acquisitions. Additionally,
Bright Horizons offers back-up
dependent care, which grants families
access to child care and adult-care
operations when their normal
arrangements are unavailable. These
services are only accessible to families
whose employers offer them as an
employee benefit. Full-service centers for
child care as well as back-up dependent
care services in the United States are
expected to generate $967.5 million in
2015, making Bright Horizons the
industry’s largest player.

Knowledge Universe

Estimated market share: 1.7%
Knowledge Universe was founded in 1983
and is one of the largest for-profit child
care and early childhood education
providers in the United States.
Headquartered in Portland, OR, the
company operates about 1,700 centers in
39 states and Washington, DC, through
its six brands: KinderCare Learning
Centers, Knowledge Beginnings,
Children’s Creative Learning Center, The
Grove School, Champions and Cambridge
Schools. KinderCare, which was founded
in 1969, was acquired by Knowledge
Universe in 2005 in a deal worth $1.0
billion, entrenching the company’s
presence in the Day Care industry.
Knowledge Universe is highly
innovative in terms of its products and
services. Knowledge Universe introduced
a Mandarin immersion program as part
of the KinderCare brand as a way for
preschoolers to learn a second language,
while its Active Adventures program is an
anti-obesity enrichment initiative focused
on keeping children fit and healthy. In
2013, the company announced it would
begin working with Care.com to provide
back-up care for children of corporate
clients when regular accommodations are
unavailable. The company is also forging
into the K-12 and online learning
markets, with afterschool programs and
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summer camps, to foster its philosophy
of lifelong learning. Aware of the rising
costs of child care, Knowledge Universe
provides subsidies to one-quarter of the
more than 300,000 children enrolled in
its programs. Knowledge Universe is
expected to generate $800.8 million in
industry-relevant operations in 2015,
which exclude extracurricular programs
for school-age children.

Learning Care Group

Estimated market share: 1.3%
Learning Care Group is a for-profit
child-care provider in the United States
with about 17,000 employees.
Headquartered in Novi, MI, the company
operates more than 900 schools in 36
states and Washington, DC, through its
five brands: Childtime Learning Centers,
Tutor Time Child Care, the Children’s
Courtyard, Montessori Unlimited and La
Petite Academy. Learning Care Group
was previously owned by ABC Centers, an
Australia-based company that nearly
dominated its local child care market and
undertook aggressive expansion into the
United States. In May 2014, American
Securities LLC acquired Learning Care
Group in partnership with the management
team of the company. Learning Care
Group is estimated to generate $606.2

million in industry-relevant revenue in
2015; this excludes revenue generated
from junior kindergarten and elementary
school programs.

Primrose Schools

Estimated market share: 1.0%
Primrose Schools opened its doors in
1982 with the establishment of its first
school in Marietta, GA. The company
began franchising seven years later and
has since grown into a national franchise,
extending to 19 states. Primrose has
continued to expand to more than 285
current locations, primarily through
independent franchises. The company
offers both child care and preschool
programs for children aged six weeks to
five years old, which account for
industry-relevant revenue. The company
also offers after-school programs for
older children. Primrose differentiates
itself by emphasizing its educational
curriculum and all of its schools receive
educational accreditation. In addition, it
locates its schools in large metropolitan
areas to maximize the number of families
within its geographic scope. Primrose
franchises are expected to generate
$466.1 million in industry-relevant
revenue in 2015, giving the company
1.0% market share.
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Capital Intensity
Level
The level

of capital
intensity is Low

The Day Care industry exhibits a low
level of capital intensity, measured as
spending on capital versus labor.
IBISWorld estimates that in 2015
operators will spend $0.05 on capital for
every $1.00 spent on labor. Capital
investment is mainly used in maintaining
the business’ central location and
includes software and vehicles. Over the
past five years, capital spending has
remained constant while wage spending
has increased. As a result, the industry’s
capital intensity has fallen slightly. By
comparison, operators spent an
estimated $0.06 on capital for every
$1.00 they spent on labor in 2010. Child
day care involves a high level of personal
care and interaction; consequently, wages
constitute the largest expense for

Capital intensity

Capital units per labor unit
0.5
0.4
0.3
0.2
0.1
0.0

Economy

Healthcare and
Social
Assistance

Day Care

Dotted line shows a high level of capital intensity
SOURCE: WWW.IBISWORLD.COM

industry operators. IBISWorld expects
capital intensity to remain low through
2020 while labor intensity remains high.

Tools of the Trade: Growth Strategies for Success
Investment Economy

Recreation, Personal Services,
Health and Education. Firms
benefit from personal wealth so
stable macroeconomic conditions
are imperative. Brand awareness
and niche labor skills are key to
product differentiation.

Information, Communications,
Mining, Finance and Real
Estate. To increase revenue
firms need superior debt
management, a stable
macroeconomic environment
and a sound investment plan.

Day Care

Traditional Service Economy
Wholesale and Retail. Reliant
on labor rather than capital to
sell goods. Functions cannot
be outsourced therefore firms
must use new technology
or improve staff training to
increase revenue growth.

Private Schools
Public Schools
Household Furniture Manufacturing
Orphanages & Group Homes
Toy, Doll & Game Manufacturing

Change in Share of the Economy

Capital Intensive

Labor Intensive

New Age Economy

Old Economy
Agriculture and Manufacturing.
Traded goods can be produced
using cheap labor abroad.
To expand firms must merge
or acquire others to exploit
economies of scale, or specialize
in niche, high-value products.
SOURCE: WWW.IBISWORLD.COM
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Technology & Systems Many home-based, child care providers
of
Technology
Change is L ow

Revenue Volatility
Level
The level

of
Volatility is Low

more actively involved by providing
streaming cameras so that parents, using
a secure access code, can see their child
throughout the day. This technology
offering is expected to become more
common over the next five years.
Additionally, several large day-care
operators have instituted virtual private
networks and company-wide
management information systems to
decrease administration costs.

The Day Care industry has exhibited low
revenue volatility in the five years to
2015. Since industry services are more or
less essential for the families using them,
changes in enrollment are gradual.
Factors affecting demand and enrollment
include structural trends that only
change over the long term, including

labor force participation rate of women
and the employment rate. Government
funding and tax measures, which reduce
price and bolster demand, can be short
term and induce year-on-year volatility in
industry revenue, but only to a limited
extent. IBISWorld expects revenue
volatility to remain low through 2020.

A higher level of revenue
volatility implies greater
industry risk. Volatility can
negatively affect long-term
strategic decisions, such as
the time frame for capital
investment.
When a firm makes poor
investment decisions it
may face underutilized
capacity if demand
suddenly falls, or capacity
constraints if it rises
quickly.

Volatility vs Growth
1000

Revenue volatility* (%)

Level
The level

use little, if any, technology. Although,
some day-care centers are introducing
computer-based educational tools for
children. This includes the use of digital
cameras, computer exercises and the
internet as interactive learning tools,
according to the National Association for
the Education of Young Children.
Furthermore, child care centers are also
increasingly enabling parents to become

Hazardous

Rollercoaster

100
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Day Care

1
0.1

Stagnant
–30

–10
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Five year annualized revenue growth (%)
* Axis is in logarithmic scale
SOURCE: WWW.IBISWORLD.COM

Regulation & Policy

Government regulation
Child care centers are subject to numerous
regulations and licensing requirements.
Government agencies regularly review
center conditions including the safety of
buildings, educational qualifications and
training of teachers, dietary programs, daily

curriculum and hiring practices. Licenses
must be renewed periodically and
employee background checks are conducted.
Repeated failures to comply with regulations
can be subject to sanctions, including fines
and even suspension of the operator’s
license to operate.
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Regulation & Policy
continued
Level & Trend
 he level of
T

Regulation is Heavy
and the trend
is Increasing

In some states, child care centers
affiliated with religious institutions are
exempt from child care licensing
regulations. The National Child Care
Information Center, within the US
Department of Health and Human
Services, provides detailed information
on regulations by state and information
on starting up a child care center. Homebased family day-care providers are
subject to state and local regulations and
licensing requirements, which usually
differ from those applied to child-care
centers. These requirements also differ
significantly from state to state.
Industry Associations
The National Association for the
Education of Young Children (NAEYC)
has established comprehensive criteria

Industry Assistance
Level & Trend
 he level of
T

Industry Assistance
is Highand the
trend is S
 teady

Federal assistance
There is some financial assistance
provided to families who use child day
care services. For instance, Section 21
of the IRS code provides a child and
dependent care federal tax credit
ranging from 25.0% to 35.0% of certain
child day-care expenses. The amount of
child care expenses is limited to $3,000
for one child and $6,000 for two or
more children. The government also
provides incentives for employers to
offset costs related to employerprovided child care facilities. Costs
related to acquiring or constructing
property used as a qualified child care
center, operating an existing child care
center or contracting with an
independent child care operator to care
for children of the employees, will
qualify for a tax credit.
The federal government provides
grants to states through the Child Care
and Development Block Grant,
alternatively called the Child Care and

for providing quality early childhood
education and care. NAEYC
accreditation criteria cover a wide
range of quantitative and qualitative
factors including but not limited to
teacher qualifications and
development, staffing ratios, health
and safety and physical environment.
The criteria of accreditation are
generally more stringent than state
regulatory requirements.
The National Child Care Association
represents private licensed child care
providers. Also, the National Association
of Family Child Care is a national
membership organization working with
more than 400 state and local family
child care provider associations across
the United States and has developed
accreditation programs.

Development Fund (CCDF). States use
these funds to subsidize the monthly cost
of child care for low-income families. In
addition, state and local governments pay
for a variety of child care programs,
including preschool initiatives.
Over 460,900 child care providers
(home care and centers) receive CCDF
funds. The average monthly number of
children served by the CCDF is 1.5 million,
67.0% who are under the age of six years
old, and 65.0% of children served by
CCDF attend center-based care.
State assistance
Forty-one states use Title XX (the Social
Services Block Grant) funds to help meet
demand for child care assistance. The
Child Nutrition and WIC Reauthorization
Act of 2004 permitted for-profit child care
centers to participate in the Child and
Adult Care Food Program when 25.0% of
the centers enrollment or licensed
capacity receive either Title XX or are
eligible for free or reduced-price meals.
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Key Statistics
Industry Data
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
Sector Rank
Economy Rank

Revenue
($m)
41,376.9
44,535.8
45,369.9
46,357.4
46,805.3
46,876.8
46,909.1
46,629.0
47,199.5
48,003.0
48,846.3
49,590.3
50,407.6
51,270.0
52,160.6
12/78
210/1373

Annual Change
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
Sector Rank
Economy Rank

Revenue
(%)
7.6
1.9
2.2
1.0
0.2
0.1
-0.6
1.2
1.7
1.8
1.5
1.6
1.7
1.7
66/78
884/1373

Key Ratios
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
Sector Rank
Economy Rank

IVA/Revenue
(%)
61.96
60.02
59.28
58.56
60.13
60.40
61.44
61.15
61.37
61.56
61.67
61.77
61.91
62.04
62.13
16/78
109/1373

Industry
Value Added
($m)
25,635.5
26,731.1
26,895.3
27,147.6
28,142.2
28,311.5
28,821.6
28,513.3
28,964.1
29,548.7
30,123.3
30,631.0
31,207.2
31,808.1
32,405.4
10/78
104/1373

Establishments
757,616
766,052
777,817
805,557
827,907
822,495
768,754
763,667
773,717
783,686
792,879
801,204
809,212
817,569
826,065
1/78
10/1373

Enterprises Employment Exports Imports
743,416
1,515,222
--751,274
1,544,937
--763,136
1,587,132
--790,599
1,599,629
--812,558
1,611,628
--807,136
1,610,562
--753,349
1,554,361
--750,037
1,550,771
--759,676
1,570,269
--769,053
1,593,963
--777,703
1,617,641
--785,450
1,639,094
--792,935
1,661,447
--800,722
1,684,532
--808,588
1,708,066
--1/78
3/78
N/A
N/A
10/1373
22/1373
N/A
N/A

Wages
($m)
20,546.2
21,030.5
21,677.7
21,677.5
22,057.5
21,842.5
21,363.0
21,332.5
21,625.2
21,996.5
22,373.8
22,713.5
23,073.6
23,448.5
23,832.7
10/78
87/1373

Domestic
Demand
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

Per capita
disposable income
($)
35,461
35,870
36,082
35,600
35,705
36,294
36,759
36,771
37,410
38,551
39,534
40,525
41,559
42,468
43,493
N/A
N/A

Industry
Value Added
(%)
4.3
0.6
0.9
3.7
0.6
1.8
-1.1
1.6
2.0
1.9
1.7
1.9
1.9
1.9
58/78
788/1373

Establishments
(%)
1.1
1.5
3.6
2.8
-0.7
-6.5
-0.7
1.3
1.3
1.2
1.1
1.0
1.0
1.0
56/78
689/1373

Enterprises Employment Exports
(%)
(%)
(%)
1.1
2.0
N/A
1.6
2.7
N/A
3.6
0.8
N/A
2.8
0.8
N/A
-0.7
-0.1
N/A
-6.7
-3.5
N/A
-0.4
-0.2
N/A
1.3
1.3
N/A
1.2
1.5
N/A
1.1
1.5
N/A
1.0
1.3
N/A
1.0
1.4
N/A
1.0
1.4
N/A
1.0
1.4
N/A
52/78
64/78
N/A
649/1373
757/1373
N/A

Wages
(%)
2.4
3.1
0.0
1.8
-1.0
-2.2
-0.1
1.4
1.7
1.7
1.5
1.6
1.6
1.6
56/78
707/1373

Domestic
Demand
(%)
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

Per capita
disposable income
(%)
1.2
0.6
-1.3
0.3
1.6
1.3
0.0
1.7
3.1
2.5
2.5
2.6
2.2
2.4
N/A
N/A

Imports/
Demand
(%)
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

Exports/
Revenue
(%)
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

Figures are in inflation-adjusted 2015 dollars. Rank refers to 2015 data.

Revenue per
Employee
($’000)
27.31
28.83
28.59
28.98
29.04
29.11
30.18
30.07
30.06
30.12
30.20
30.25
30.34
30.44
30.54
78/78
1353/1373

Imports
(%)
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

Wages/Revenue
(%)
49.66
47.22
47.78
46.76
47.13
46.60
45.54
45.75
45.82
45.82
45.80
45.80
45.77
45.74
45.69
23/78
111/1373

Employees
per Est.
2.00
2.02
2.04
1.99
1.95
1.96
2.02
2.03
2.03
2.03
2.04
2.05
2.05
2.06
2.07
72/78
1232/1373

Average Wage
($)
13,559.86
13,612.53
13,658.41
13,551.58
13,686.47
13,562.04
13,743.91
13,756.06
13,771.65
13,799.88
13,831.13
13,857.35
13,887.65
13,919.89
13,953.03
77/78
1303/1373

Share of the
Economy
(%)
0.18
0.18
0.18
0.19
0.19
0.19
0.19
0.18
0.18
0.18
0.18
0.18
0.18
0.18
0.18
10/78
104/1373

SOURCE: WWW.IBISWORLD.COM

