Equity and Efficiency of Childcare Subsidies:

A Dynamic Structural Approach®

David Koll!  Dominik Sachs* Fabian Stiirmer-HeiberS  Héléene Turon

November 23, 2022

Abstract

Governments use different instruments to redistribute income: besides incomes taxes,
different forms of income-contingent subsidies are provided. In this paper, we compare
the efficiency of two large redistribution instruments in Germany: childcare subsidies and
the income tax. We quantify this comparison in a dynamic discrete choice model that

accounts for the endogenous dynamics of mothers’ lifecycle earnings.

JEL Code: H23, H31, J13, J22, J24

Keywords: Female Labor Supply, Childcare, Family Policies, Fiscal Externalities, Dynamic
Discrete Choice, Redistribution

*We thank Nuan Stahl and Victoria Szabo for excellent research assistance. David Koll gratefully acknowledges
funding through the German Research Foundation (through the CRC-TR-224 project A3 and the Gottfried
Wilhelm Leibniz-Prize), the German Academic Scholarship Foundation, and the Zukunftskolleg of the University
of Konstanz. Fabian Sturmer-Heiber gratefully acknowledges funding through the International Doctoral
Program "Evidence-Based Economics” of the Elite Network of Bavaria. We thank seminar participants at CRED
Paris, EUI, University of St. Gallen, University of Konstanz, LMU Munich, University of Mannheim, Bank of
Canada, SED, NASMES, Barcelona Summer Forum, Conference on Dynamic Structural Estimation, Verein fiir
Socialpolitik, ITPF, and FROGEE Online Workshop on Gender Economics for their valuable feedback.

tUniversity of Mannheim and European University Institute, Florence. david.koll@eui.eu

YUniversity of St. Gallen. dominik.sachs@unisg.ch

SLMU Munich. fabian.stuermerheiber@econ.lmu.de

YUniversity of Bristol. helene.turon-lacarrien@bristol.ac.uk



