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1 Introduction

Many government programs are evaluated by randomized experiments which offer program access to
individuals via lottery. Perfect compliance is rarely achieved in these experiments. It is well known that
the existence of close alternative programs complicates the experimental evaluation, especially if most
control group individuals end up receiving similar services (Heckman, Hohmann, Smith, and Khoo,
2000). Another complication, which is less discussed in the literature but important for understanding
the return to programs that span multiple periods, is that people also make different program choices
in subsequent periods beyond the initial period of randomization. Those in the treatment group are
not obliged to stay in the same government program and may switch to an alternative program later.
Similarly, those in the control group who initially enrolled in an alternative program may switch to the
government program later.

In this paper, we assess the returns to the Head Start Program for children who face multiple child-
care options outside Head Start in multiple periods. Head Start (HS) is the largest and longest-running
preschool education program for disadvantaged children (aged 3-5) in the United States. The Head
Start Impact Study (HSIS), conducted in the fall of 2002 following a congressional mandate, analyzed
the experimental impact of HS: applicants for HS were randomly assigned into either a treatment group
where individuals were offered the opportunity to enroll in HS, or a control group where individuals
had no access to HS for one year. Comparing the outcomes between the experimental treatment and
control groups, Puma et al. (2010) find positive but relatively small impacts on children’s test scores
during the pre-school period.!

To motivate our methodological approach, it is useful to highlight some key data patterns in the
HSIS age-3 cohort, i.e., children who entered the HSIS at age 3. First, almost 90% of control group
children receive center-based care (HS or others) in at least one of the pre-school years. Second,
treatment group children exhibit significant variations in the time spent in HS. Among individuals

enrolled in HS at age 3, less than three-quarters stay in HS at age 4, and about 20% switch to other

!Other studies emphasize the heterogeneity in these results on the basis of the children’s observable characteristics
(e.g., Bitler, Hoynes, and Domina, 2014) and of the characteristics of the center offering HS (e.g., Walters, 2015). These
positive effects are generally found to be fading out over time, but several studies that use non-experimental methods
(not relying on HSIS data) find positive effects of HS on later outcomes, such as education, health and income (e.g.,
Ludwig and Miller, 2007; Deming, 2009; Carneiro and Ginja, 2014; De Haan and Leuven, 2020). Griffen and Todd (2017)
compare experimental estimates derived from the HSIS data to nonexperimental estimates obtained from comparable
nonexperimental data.



center-based care at age 4. These transitions make the experimental impact of Head Start, a multi-year
program, difficult to interpret.

These observations suggest the need for a richer and more well-defined set of causal returns to
HS beyond the experimental effects. To this end, we develop a framework for understanding the
causal effects of sequential program participation in the context of multiple program options in multiple
periods. When we define the returns to a program sequence, we distinguish between two types of
returns: (1) the effect of a childcare program relative to home care at one age while fixing the rest
of the program sequences to home care (“partial return”), and (2) the effect of a program at age 3
followed by another program (same or different) at age 4 relative to home care at both ages (“joint
return”). The differential between a joint return and the sum of the relevant partial returns identifies
the cross return between two programs, a concept closely related to dynamic complementarity in the
child development literature (Cunha and Heckman, 2007). A positive cross return signals that the two
programs are complementary, indicating that the return to one program is higher when combined with
the other.

We combine the experimental variation of the HSIS with non-experimental methods to obtain
estimates of the partial, joint and cross causal returns. Following the empirical approach in Heckman
and Navarro (2007) and Heckman, Humphries, and Veramendi (2016), we begin by using a generalized
Roy model to estimate a sequential choice model of program participation.? At each decision stage, an
individual chooses one of the programs to participate in. Contrary to the experimental evaluation in
which the decision rules are left unspecified, we characterize the decision rules using a flexible threshold
model at each stage. By combining the sequential threshold model with outcomes, we can estimate ex
post returns to a sequence of program participation and how these returns depend on both observed
and unobserved variables.

We find that Head Start has higher average partial returns than other center-based care at both age
3 and age 4. In particular, our results suggest that one year of HS at age 3 or age 4 raises the average
test score at the end of the pre-school period by 0.15 and 0.10 standard deviations (sd) respectively,

whereas the average partial return to other center care is almost zero at age 3 and is only around 0.07

2Recent applications of this estimation approach include, for example, Fruehwirth, Navarro, and Takahashi (2016)
(the effect of grade retention), Heckman, Humphries, and Veramendi (2018) (the effect of school choices on earnings and
health) and Rodriguez, Saltiel, and Urzda (2018) (the effect of on-the-job training).



sd at age 4. However, the high partial returns to HS do not translate to a high joint return to two
consecutive years of HS. Indeed, the average joint return to HS at age 3 followed by other center care
at age 4 is higher than the average joint return to two years of HS. This is due to a larger degree of
complementarity between HS at age 3 and other center care at age 4, possibly due to a second year in
HS giving competences which are more similar to those in the initial year as compared to other center
care. Reversing the sequence — other center care at age 3 followed by HS at age 4 — instead generates a
very low average joint return, highlighting the importance of the sequencing of program participation.
Exploring heterogeneity by children’s latent baseline ability (measured prior to the sequence), we find
that low-ability children’s outcome improves by enrolling in any formal childcare at both age 3 and
4 relative to any alternative program sequence involving the use of home care. On the contrary, for
high-ability children, their joint returns are the highest if they enrol in HS at age 3 followed by home
care at age 4.

We also use the model to analyze returns for HSIS compliers. We decompose compliers to the HS
offer into 18 subgroups, all of whom respond to the offer by enrolling in HS at age 3 (by definition)
but differ in terms of their choices at age 4 and their potential choice sequences without the offer.
We find that about 60% of the HSIS compliers are path switchers, whose entire trajectory of program
participation is changed due to the HS offer at age 3. The local average treatment effect (LATE) of
the experiment (0.085 sd) is a weighted average of the returns for the 18 subgroups of compliers, whose
returns and potential choice sequences differ widely; while the major subgroups of compliers display
positive selection (on gains), the pattern of selection is mixed for other subgroups of compliers.

Although the sequential threshold model captures a variety of selection patterns, it does not dis-
tinguish contemporaneous payoffs from perceived continuation values. This means that, in general, we
cannot use the model to conduct counterfactual analyses that involve a more fundamental change to
program features, especially those that are time dependent. For instance, one important yet unan-
swered policy question from the HSIS is whether there is a benefit to having two years of HS rather
than one year (Puma et al., 2010). Such a change in program feature cannot be analyzed using the
sequential threshold model, and would require a more structural model which takes a stance on what
agents are maximizing and their information sets. To complement the analysis of the sequential thresh-

old model, we build and estimate a dynamic structural model of program participation that involves



a forward-looking agent facing uncertainty in future payoffs. We examine the connections between a
flexible sequential threshold model and a structural model with forward-looking agents, by juxtaposing
both approaches and using a variety of (nested) specifications. The sequential threshold model serves as
an empirical benchmark, as in Abbring and Heckman (2007) and Heckman, Humphries, and Veramendi
(2018). The structural model has the advantage of examining ex ante choice decisions by distinguishing
contemporaneous payoffs from perceived continuation values, identifying forward-looking behavior, and
comparing counterfactuals that involve forward-looking behavior.

The estimated parameters of the structural model lend support for forward-looking behavior. We
find that individuals incorporate the expected future outcomes as part of the information set and act
upon it. Specifically, they are more likely to choose an option that yields better expected outcomes,
keeping preferences fixed. We find that the results from the structural model align nicely with those
from the sequential threshold model, and the estimated choice equations in the sequential threshold
model reflect a counterbalance between current and future payoffs.?

We use the estimated structural model to evaluate a hypothetical policy experiment where the
maximum duration of participation in HS is limited to one year, but individuals may choose whether
to enrol at age 3 or 4. While the policy has limited impact on the average outcome of children, it
exacerbates inequality. Individuals with low baseline ability perform substantially worse (relative to
the status-quo of no limit in HS duration) while those with high baseline ability perform better. By
removing the option of two consecutive years of HS participation, many individuals move away from
HS at age 3 preemptively to “bank up” HS eligibility for possible enrolment at age 4. This pre-emptive
response is more common among low-ability individuals and the majority of them switch to home
care at age 3, which leads to worse outcomes. In comparison, pre-emptive responses are less common
among high-ability individuals; those who respond pre-emptively tend to switch to home care, which
leads to better outcomes. These results resonate with our earlier insights based on program returns that
policy makers should engage low-ability individuals with two years of center-based care and high-ability
individuals with at least one year of home care.

This paper is closely related to two papers analyzing the role of program substitution in program

3For instance, the flow utility from HS at age 3 increases with the child’s baseline ability but the perceived continuation
value declines with baseline ability, which provides a structural interpretation to the relatively small impact of baseline
ability in the choice equation for HS in the sequential threshold model.



evaluation. Heckman, Hohmann, Smith, and Khoo (2000) show the importance of considering substitu-
tion and dropout biases in estimating the effects of job training. They point out that the experimental
evaluation can only identify the effect of the program (the effect relative to the alternative training
programs taken by individuals in the control group), but not the effect of training relative to no train-
ing. In Heckman, Hohmann, Smith, and Khoo (2000), the dropout behavior refers to dropping out
of the program prior to receiving training, whereas we consider the issue arising from individuals who
drop out after having enrolled in a program. In a recent paper that is closely related to ours, Kline
and Walters (2016) use HSIS to estimate the returns and cost effectiveness of the HS program, taking
into account that individuals may self-select into an alternative educational program that might be a
close substitute to HS. Kline and Walters (2016) use a single-period selection model where both the
choices and outcomes are measured within the first year of entry into HSIS (in Spring 2003). Their
model implies that an expansion of HS may crowd out enrollments in other competing center care. In
our paper, not only do we distinguish multiple outside options like Kline and Walters (2016) but we
also analyze childcare choices and outcomes beyond the first year. This has non-trivial implications; for
example, two programs are mutually exclusive within a period (hence they must be either substitutes
or independent from each other), but across periods they can be complements. Our framework allows
us to obtain estimates of cross returns between two different programs which would otherwise not be
possible from a single-period model. In addition, we consider the dynamic structural model described
above, which can identify important policy-relevant parameters which will not be possible to obtain
using the sequential threshold model.

By considering a multiple-period framework, this paper also relates to a strand of the program
evaluation literature which incorporates dynamic selection into programs, including Ham and LalL.onde
(1996), Eberwein, Ham, and LaLonde (1997), Abbring and Van den Berg (2003), Heckman and Navarro
(2007) and Heckman, Humphries, and Veramendi (2016).* Studies in this literature only consider a
binary program choice (one program versus no program). We contribute to this literature by combining

a model of dynamic selection with multiple outside options in every decision period, which enables us

“Ham and LaLonde (1996) and Eberwein, Ham, and LaLonde (1997) consider the effect of participating in training
programs on the duration of subsequent employment and unemployment spells. They assume that the treatment effect
is constant with respect to the time spent in the program, whereas we are also interested in understanding the effect of
program duration. Abbring and Van den Berg (2003) allow for the effect to change with the duration of the spell in the
program, but this is at the expense of ruling out the heterogeneous effect of the treatment with respect to individuals’
unobservable characteristics, which determine individuals’ choices in terms of duration in the program. In our framework,
we explicitly allow for this type of heterogeneity.



to explain richer substitution patterns and understand how the returns to one program may be affected
by participation in another program.

Our interest in the cross returns between two childcare programs over time coincides with a small but
growing literature which tests for dynamic complementarities using experimental or quasi-experimental
variations. To secure identification, papers in this literature use two independent sources of exogenous
variation, one for each type of human capital investment (see, among others, Bhalotra and Venkatara-
mani, 2015; Johnson and Jackson, 2019; Rossin-Slater and Wiist, 2020; Goff, Malamud, Pop-Eleches,
and Urquiola, 2022).5> We complement this literature by presenting the partial, joint and cross returns
to program participation that are easily comparable and interpretable for any subpopulation of interest
(defined by observables or unobservables). Most papers in this literature report the “reduced-form”
impact without accounting for program take-up, and hence do not identify the cross returns to program
participation.® Among the few papers that attempt to use the two exogenous variations as instruments,
the identified cross return is relevant only for a very specific subgroup of population which may not be
policy relevant.”

The paper is organized as follows. Section 2 describes the HSIS and the sample, summarizes
patterns of childcare choices and conducts an experimental evaluation of HS. In Section 3, we present
the sequential threshold model and discuss identification and estimation. Section 4 reports the estimates
of various parameters of program returns and their implications. Section 5 discusses the identification
and estimation of a dynamic structural model of program participation, before presenting results of

the structural parameters and counterfactual policy experiments. Section 6 concludes.

5This identification strategy is also known as the “lightning strikes twice”: two identification strategies affecting the
same cohort but at adjacent developmental stages (Almond and Mazumder, 2013).

SFor instance, Rossin-Slater and Wiist (2020) find that the effect of access to preschool was smaller among those
who had access to home visits during infancy. Goff, Malamud, Pop-Eleches, and Urquiola (2022) find weak evidence
of negative effects of the interaction between exogenously driven improvements in family environment and being quasi-
randomly offered a seat at a better school.

"Johnson and Jackson (2019) examine the complementarity between Head Start spending and K-12 spending. Although
not directly related to program participation, they use exposure to the rollout of Head Start across counties as a shock to
Head Start spending and the implementation of court-ordered school finance reforms as a shock to K-12 spending, finding
a positive effect of the interaction of increased spending in education at different ages.



2 Experimental Evaluation of the Head Start Program

2.1 The Head Start Program and the Head Start Impact Study

Launched in 1965, Head Start (HS) is a U.S. federal program that offers year-long care to children
between three and five years of age, with the aim of fostering their early reading and maths skills to
be ready for school. It is funded by the Department of Health and Human Services, and in 2003 it
enrolled almost one million children throughout the U.S. territory (Puma et al., 2010). Children who
attend HS are not charged any fee. HS is administered by local agencies (both public and private),
which compete for funding and are required to adhere to national standards. It is targeted to poor
families (with income below the federal poverty line), but agencies are allowed to admit up to ten per
cent of children from wealthier families.

The vast majority of HS providers offer center-based care. HS centers offer a large number of
activities to support children’s literacy and maths skills, as well as health-related services.® They
also aim at supporting parents, with some centers providing transportation services for children and
training /housing assistance for parents themselves; in addition, families receive at least two visits per
year from HS staff.

In the 1998 reauthorization, the Congress mandated an evaluation of Head Start’s impact on chil-
dren’s school readiness and parental practices that support children’s development. The Head Start
Impact Study (HSIS) followed this mandate: in fall 2002, around 5,000 newly entering children aged 3
and 4 were randomly assigned to a treatment group, which was offered HS, or a control group, which
had no access to HS (but were free to select any other type of care available to them).? Children
who were aged 3 at the time of randomization could spend up to two years in HS before starting
kindergarten, while those who were aged 4 could spend one year in HS. The embargo period lasted one
year only. Age-3 children in both the randomly assigned treatment group and the control group were
allowed to re-apply to HS the following year when they turned 4 (in fall 2003). Hence, children who
were assigned to the control group could eventually start HS in the following year when they turned 4

and those assigned to the treatment group could potentially change the type of care at age 4.

8For example, in the HSIS study about 90% of the children who attended HS at age 3 received hearing and vision
screening and nutrition services.

9The sample of children in the HSIS consists of HS applicants to a nationally representative sample of 84
grantee/delegate agencies.



2.2 Sample Selection, Choice Set and Outcomes

We use data from the HSIS which follows children from the time of randomization until the third
grade. Given our interest in the returns to sequential participation in childcare programs, we focus on
children who joined HSIS at age 3 (i.e., the age-3 cohort). We combine information from three surveys.
From the baseline survey conducted in Fall 2002 (at the time of randomization), we collect information
including the random assignment, baseline characteristics of the children and characteristics of the HS
centers which they applied for. From the first follow-up survey (Spring 2003), we collect information
on childcare use, which we refer to as their childcare type at age 3 (¢ = 1). From the second follow-up
survey (Spring 2004), we collect information on childcare use (referred to as childcare use at age 4
(t = 2)) and cognitive test scores.!? As outcome we focus on the cognitive ability of children measured
by the Peabody Picture Vocabulary Test (PPVT) taken in Spring 2004 at the end of the age-4 year
(mean 3, s.d. 0.38).! PPVT measures the comprehension of spoken words in standard English, and its
levels and scales are comparable across years. As measurements of children’s baseline cognitive ability,
we use the baseline survey to obtain the PPVT score (mean 2.30, s.d. 0.37) and the Woodcock-Johnson
I (WJII) Pre-Academic Skills score (mean 3.38, s.d. 0.21).12

We drop 573 children whose information on childcare type and test scores is not available. Our
final sample consists of 1,876 children who were aged 3 in fall 2002. Descriptive statistics from our final
sample indicate that the treatment and control groups are very similar across many dimensions — in
demographic characteristics, baseline PPVT scores (taken in the baseline survey), and characteristics
of the HS centers they applied to (see Appendix Table A1).!3 There is also a high fraction of teen
mothers and mothers who were never married or were separated.

Children who did not choose HS had other program options aside from home care. These programs

could be public or private and they differ from HS in several respects.'® The following key characteristics

10Ty investigate the extent of within-year changes in program participation, we cross tabulate program participation
using the Fall 2002 survey (at the start of the first HS year) and the Spring 2003 survey (at the end of the first HS year).
We find a high degree of overlap in childcare use — over 90% of children report identical childcare use in the two surveys.

11YWe adjust the PPVT test scores by dividing the raw score by 100.

12The WJIII Pre-Academic Skills comprises three tests, i.e., Letter-Word Identification, Spelling, and Applied Problems
(Puma et al., 2010). Both PPVT and WJIII scores obtained from HSIS data have been transformed using item response
theory to make them comparable across ages.

13The HSIS data provided to us have 2,449 children in the age-3 cohort, 60% of whom are in the treatment group and
40% are in the control group. In our final sample, 62.8% are in the treatment group and 37.2% are in the control group.

14These can be private care or other federal or state-funded programs. For example, in the year 2002-2003, there were
738,000 children enrolled in state-funded preschool programs (Barnett, Hustedt, Robin, and Schulman, 2004).



differentiate HS from other center-based care obtained by children in our sample (Puma et al., 2010):
(a) it offers more education-oriented activities and support for parents (see also Section 2.1), (b) health-
related services are also included, (c¢) teachers are more likely to hold a bachelor’s degree, have taken
college ECE courses and receive training on a monthly basis, (d) centers are filled to capacity, and (e)
centers are generally of higher quality as certified by specific indicators (ECERS-R, Arnett, and quality
composite scores).

Table 1 shows the proportion of children in different types of care in our sample. The HS offer
induced most children in the treatment group (Z = 1) to receive HS at ¢ = 1 (85.1%), while a non-
negligible proportion chose other center-based care (5.4%) or home care (9.5%). In the control group
(Z =0), 14.4% of children received HS at ¢ = 1 even though they had no statutory access to HS (see
Puma et al. (2010) for details), while 24.8% received other center-based care and 60.7% received home
care. Overall, this implies an experimental compliance rate (the population share of compliers due to
the random assignment) of 70.6%.

Table 1 also shows rich transition patterns in the type of care between ¢t = 1 and ¢t = 2. In both the
control and treatment groups, among those who received HS at ¢ = 1, slightly less than three quarters
stay in HS at ¢t = 2, about 20% transition to other center-based care, and about 6% transition to
home care. By contrast, among those who were in other center-based care or home care at t = 1, the
transition patterns are markedly different between the control and treatment groups. In the control
group, among those who received other center-based care at t = 1, 37.6% transitioned to HS at t=2;
this proportion is lower at 21.9% in the treatment group. The same pattern is observed in home care
to HS transitions (49.8% in the control group versus 31.2% in the treatment group). These results
support the notion of a rebound effect on HS receipt following the end of the embargo period. Yet even
though the embargo period is over, control group children transition into HS at a considerably lower
rate than the initial HS take-up rate of the treatment group (85.1%). Overall, the proportion receiving
HS at t = 2 is 50.2% (10.7 + 9.3 + 30.2) in the control group, versus 66.2% (62.0 + 1.2 + 3.0) in the
treatment group.

While the table shows that the majority of control group children chose home care at t = 1 (60.7%),
this does not imply that they do not receive any formal care before starting kindergarten. The vast

majority (49.8 + 30.7 = 80.5%) transition to HS or other center-based care at t = 2. Considering that

10



most children in the control group eventually enrolled in formal care prior to the kindergarten age, it

makes the experimental impact of HS difficult to interpret even with random assignment to HS access.

2.3 Experimental Impact of the Head Start

Table 2 reports the experimental impact on PPVT score at age 4. Column (1) reports results from a
regression of test score on a dummy for being in the experimental treatment group (Z). Consistent
with Puma et al. (2010), we find that children offered HS gained 0.025 (2.5 points, or 0.06 standard
deviations (sd)) in test score relative to those in the control group, although the gain is imprecisely
estimated.!® To increase precision, in column (3) we control for baseline characteristics of the child
and the household.'® The estimated experimental impact is of similar magnitude to that in column (1)
and becomes statistically significant.

Given random assignment of HS offers, we can scale the experimental impact in column (1) (intent-
to-treat estimates) by the proportion of HS compliers (those who respond to the HS offer by enrolling
in HS) and obtain the local average treatment effect for the HS compliers (Imbens and Angrist, 1994).
This estimate is equivalent to the instrumental variable estimate where the experimental assignment
is used as an instrument for HS participation at age 3. Given the proportion of compliers (70.6%; see
Section 2.2), the corresponding IV estimate implies that HS participation increases PPVT score at age
4 by 0.036.17

In column (2) we explore heterogeneity in the experimental impact by regressing test score on the
treatment group indicator Z, and interactions of Z with dummy variables for choosing other center
care (C') or HS (HS) at t = 2. Because childcare choices at ¢ = 2 are endogenous, these estimates do
not have any causal interpretation. Nevertheless, results from this regression indicate heterogeneity in
the impact of the HS offer depending on the type of care selected at ¢ = 2. For instance, the estimated
coefficient on the interaction of Z and C' is large and positive, indicating that the effect of the HS offer

is larger among individuals who choose other center care (relative to home care) at ¢ = 2. Controlling

5Puma et al. (2010) reports that the HS offer raises PPVT raw score by 2.72 points (Exhibit 4.5), and this result is
not significant. Their estimate is equivalent to 0.0272 in our analysis because we scale the raw PPVT score by 1/100.

16Gimilar to Kline and Walters (2016), we include controls for household size, number of siblings, dummies for whether
the child is female, black, hispanic, use English as home language, living in urban area, living with both parents, in need
of special education, child of a teen mother, child of a mother who never married or is separated, child of a mother with
high school or more than high school.

1"When we use 2SLS to recover the causal effect of attending HS at ¢t = 1 for the compliers, controlling for the same
characteristics, we obtain an estimate of 0.047, or 0.12sd, which is significant at the 5% level.

11



for covariates in this regression further increases the precision and magnitude of the coefficient on
the interaction of Z and C' (column (4)). Indeed, it appears that this particular subgroup drives the
positive experimental effect because the outcomes of the treatment group individuals who choose either
home care or HS at ¢ = 2 are not so different from the outcomes of the control group (the estimated
coefficients on Z and Z interacted with HS are small). These results are suggestive that sequential

participation in HS and other programs may be relevant in explaining the experimental impact.

3 A Sequential Model of Program Participation

We use a generalized Roy framework to estimate a threshold model of program participation and
examine program returns. In the model, an individual chooses one program to participate at each
of the two decision stages (¢ = 1 and ¢ = 2) sequentially. Contrary to the experimental evaluation in
which the decision rules are left unspecified, we characterize the decision rules using a flexible threshold
model at each stage. By combining the sequential threshold model with outcomes, we can estimate ex
post returns to a sequence of program participation and how these returns depend on both observed
and unobserved variables.

The decision rules approximate a dynamic discrete choice model without specifying individuals’
preferences or information sets. While this approach is flexible, it cannot identify certain parameters
that are relevant to policy, such as ex ante program returns (i.e., the returns which individuals act
on) and effects from certain counterfactual policy reforms. In Section 5, we extend this model into a
dynamic structural discrete choice model by imposing additional structure on individuals’ preferences

and expectations.

Choices. We assume time is discrete and individual ¢ starts in period ¢ = 1 in an initial state,
Z; € {0, 1}, that has been randomly assigned by an experiment. If Z; = 1, the individual has access to
HS at t = 1; if Z; = 0, she has no access to HS at t = 1 by default. In each of t = 1 and ¢t = 2, the
individual faces three program alternatives: HS (h), other center care (c), and home care (n).

Figure 1 shows the multistage decision framework. There are four decision nodes in total. Denote
the set of decision nodes by J = {o,h,c,n}, where o is the decision node at t = 1, and h, c and n

represent the decision node that the individual gets to at ¢t = 2 after she chose h, ¢ and n at t=1,

12



respectively.
We specify a reduced-form threshold model for the choice process at each decision node. Upon

arrival at node j € J, the perceived value from each alternative is given by:

U =0 + [i(Zi, X, 0:) + N10; + vfy .
Us; = 05§ + Xi0; + v @
o 3

where UZ-I} is the value of HS, U}, is the value of other center care, and the value of home care (UZ) is
normalized to zero. The individual chooses an alternative that yields the largest value, and we define

an indicator function Ii’“j, where k € {h,c,n}, as follows:

i 1 if and only if Uj; > U/, Vm # k,
Iz’j = (4)

0 otherwise

so the decision is k if and only if Ifj = 1. In practice, the individual starts from node o at ¢ = 1 and
reaches either node h, c or n at t = 2 depending on her choice at ¢ = 1. We can denote the individual’s
program choice at t by K;; € {h,c,n} and her sequence of choices from period 1 up to period ¢ by
Dy = (K1, Kia, ..., Kj). Given that nearly all children start kindergarten at age 5 (t = 3), we model
program choices for up to 2 periods: D;; = D;o for all ¢ > 2.18

The unobserved factor, 6;, is the key source of dynamic selection in this model and, together with
other covariates, determines the dependence between selection into different programs and outcomes.
The factor loadings, )\? and Aj, vary flexibly across decision nodes, allowing for different types of
individuals to select into a given program at different decision nodes.

For t =1 (j = o), we assume that

Fi(Zi, X3,0;) = Bl hsq; + B Ptrp; + (ﬁjz + B hsq; + B Ptrp; + ﬁjZa@z') Z; (5)

where X, denotes a vector of HS center characteristics, including center quality (hsg;) and center

8At ¢ = 3, about 2 percent of children in our sample were in other center care and 1 percent were in Head Start or
home care.
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transportation availability (trp;).!° Being in the HSIS treatment group improves ease of access to HS,
which is captured by coefficient ,BjZ . Empirically we find that the take-up rates of HS in the treatment
group relative to the control group varies by center and individual characteristics.2’ To capture such
heterogeneity, we interact Z; with the vector of HS center characteristics (X;) and the unobserved
factor (6;). Coefficients B]’-wq and B;Tp capture heterogeneity in HS enrollment probability by center
characteristics for the control group. Similarly, coefficient )\? (in equation (1)) captures variations in
HS enrollment in the control group by the unobserved factor. The experimental variation in HS and its
interaction with HS center characteristics, which affect the value of HS, serve as exclusion restrictions
in the model (discussed below).?!

For ¢t = 2, upon arrival at node j € {h,c,n}, the value of HS no longer depends on Z;:
[i(Zi, X3,0;) = B hsq; + B trp; (6)

We emphasize that Z; can affect the values at ¢ = 2, which are node-specific, via changing the decision

at ¢ = 1. In fact, this is a key mechanism that our model examines.

The alternative-specific idiosyncratic shocks, Vz-hj and ij, are uncorrelated with the factor 6; and
other covariates in the model. They reflect unobserved shocks to demand for HS and other center
care, respectively, relative to home care. They are assumed to be independent over time but may be
correlated with each other within a given period, in which they follow a bivariate normal distribution

with zero means, variance of 1 (normalization) for V{‘j, variance of o2. for vi;, and correlation coefficient

22
Phc-

19The randomization of HSIS is implemented at HS center level where, at each HS center, some applicants are randomly
assigned to the treatment group and some fall into the control group. X; refers to the characteristics of the center that
the individual has applied for. One concern is that the characteristics of the assigned HS center may be correlated with
family characteristics. For instance, low-education mothers may tend to live closer to a low-quality HS center. In X;, we
include “residualized” center characteristics, where a residual is obtained from a regression of one center characteristic
on a set of family characteristics variables and then standardized. Therefore, the center characteristics in X; have means
zero and standard deviation 1, and are orthogonal to family characteristics.

29For instance, we find that lower-quality HS centers tend to admit control group individuals.

21We assume that Z; and X; have no effect on the value of other center care (relative to home care) in period 1. Note
that in a structural model with forward-looking agents, X; may indirectly affect the values of care in period 1 via the
expected value function (e.g., high-quality HS center raises the expected value of all modes of care now due to a possibility
of choosing HS in the future). However, the symmetry of our decision tree and additional robustness checks suggest that
any shifts in the expected value function have roughly the same magnitude in the “c” and “n” branches at ¢ = 1. This
motivates the exclusion restriction in the sequential choice model.

22 Although the sequential setup is not most general, the sequential structure of the model naturally corresponds to the
features in the HSIS data, making the perceived values of different choices easily comparable with the values estimated in
the dynamic structural model in Section 5 (which is truly dynamic and also sequential as shocks are revealed over time).
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Potential outcomes. Let Yﬁl be the potential outcome evaluated at the end of period t if indi-
vidual 4 is externally assigned to a sequence of programs D;; = d. As illustrated in Figure 1, if
the outcome is measured beyond the terminal choice period (¢ > 2), then d € {(h,h), (h,c), (h,n),
(¢, h), (c,c), (e,n), (n,h), (n,c),(n,n)}, where the couple (j,;’) indicates that individual is assigned to
program j at t = 1 and ;' at t = 2. The observed outcome can be linked to potential outcomes using

a switching regression. For instance, when ¢ > 2,

Yie = V" 4 Sichen(Yi? = Y™ 1U(Dis = (h, ) + Zjenen (V! = Y™ 1(Dy = (¢, §))

+ SjenealYy’ = Yi"1(Di = (n, )

where 1(-) is an indicator function.

We parameterize the potential outcomes as a linear combination of observables and unobservables:
Yil = af + B hsq; +{0; + €5 (7)

Parameters determining the potential outcomes are time and node-specific. The potential-program-
specific idiosyncratic error terms are sft. They are assumed identically distributed and independent from
each other, the covariates X;, the unobserved factor, and the demand shocks in all decision nodes. The
factor loadings capture how potential outcomes vary with the unobservable factor and reveal important
information about a variety of selection schemes. They capture treatment effect heterogeneity that is
related to unobservables governing selection into treatment (essential heterogeneity, Heckman, Urzua,
and Vytlacil, 2006).23 For instance, suppose that @ is positively associated with selection into HS and
consider the potential outcome in period t = 1 (d € {h,c,n}). If Y& = 4¢ = 4% = 0, then potential
outcomes are independent of the unobserved factor, implying no selection. If 'yf =g >0,Vd € {h,c,n},
where ¢ is a constant, then there is no selection on gains into HS: those who are more likely to self-select
into HS have high potential outcome regardless of their choices. If fy{L > 47, then there is selection into

HS on gains.?*

The model specification is also simpler, e.g., if we “flatten” it to a multinomial model instead we would allow 3 x3—1 =8
alternative-specific choice shocks to be mutually correlated without a priori restrictions.

23 Also see Fruehwirth, Navarro, and Takahashi (2016) who point out that the factor loadings reveal whether there is
essential heterogeneity.

241f 0 is negatively associated with selection into HS, then there is selection into HS on gains when 7§ < 7.
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Measurement equations. Following the literature on dynamic treatment effects (e.g., Heckman,
Humphries, and Veramendi (2016)), we supplement the outcomes with a measurement system to proxy
the unobserved factors and correct for the effects of measurement error in the proxy:

MM = oM 4 Mg, 1 M (8)

)

where MM is a baseline test score that is observed around the time of randomization (in Fall 2002).
We utilize two types of baseline test scores, the PPVT test (M = pp) and the WJIII test (M = wyj,

25

see Section 2.2).“° Given that these measurements are observed at the time of randomization, the

parameters affecting MZ-M are invariant to potential program sequence D. The measurement error

M

terms e;” are independent of each other, the unobserved factor and all other shocks in the model. We

thus proxy 6; using baseline cognitive test scores to identify the interpretable sources of omitted variable

bias and to determine how the unobservables determine the causal effects of program participation.?%

3.1 Identification

Location and scale of the factor are not identified, so normalization on the factor is required (e.g.,
Heckman and Navarro (2007)). Specifically, the mean of the factor is normalized to zero (to fix the
location), and, to fix the scale, the factor loading in the measurement equation for the baseline PPVT
test score is fixed to one (y?P=1).27 By linking the latent factor to the baseline PPVT test scores,
the unobservable factor 6; can be interpreted as the latent ability of the individual. Our identification
argument is divided into four blocks: (1) measurement equations and the choice equation for cat t = 1,
(2) the choice equation for h at ¢t = 1, (3) all choice equations at ¢ = 2, and (4) all outcome equations.

Let Z; be an exclusion variable in the choice equation for alternative h, i.e., Z; is excluded from
the choice equations for ¢ and n (in empirical analysis, Z; includes random assignment status Z;, HS

center characteristics X;, and interactions between Z; and X;). Define the residuals in the (centered)

25We also re-estimate the model by adding the WJIIT Letter-Word Identification test score from the baseline survey as
the third measurement and find our results are robust to the inclusion of the additional measurement. See Section 3.3 for
details.

26Tn their preferred model, Kline and Walters (2016) instead control for baseline test scores as covariates in both the
selection equations and potential outcomes equations. Therefore, differently from our model, the unobservables driving
selection in Kline and Walters (2016) are interpreted as unobserved tastes (conditional on baseline test scores of children).

2"We assume 6; is unidimensional. See Fruehwirth, Navarro, and Takahashi (2016) for formal identification arguments
when 6; is multidimensional.
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measurement equations by ef\/l =M@, + ef\/f , M € {pp,wj} and the residual in the selection equation
of ¢ at decision node o by uf, = A\g0; +v,. By fixing Z; sufficiently small such that the choice model in
t = 1 becomes a binary decision between ¢ and n, we can recover the joint distribution of (ezﬂj L€ us)

because the measurements are not affected by subsequent program choices (Heckman and Smith, 1998;

Fruehwirth, Navarro, and Takahashi, 2016).2® Hence the following covariances are also identified:

Cov(e”, ;) = "o (9)
Cou(el?, 1i%) = Xgo (10)
Cov(e”, p5y) = X"/ (11)

where ag is the variance of the unobserved factor 8. These covariance restrictions build on the con-
ditional independence assumption where measurements and choices are independent from each other
conditional on the unobserved factor. The ratio between Cov(e;”j ,us) and Cov(el?, uS.) identifies v
and the ratio between Cov(el”’, uS,) and Cov(e?, €7) identifies AS. Also, o2 can be identified from
equation (9). Note that once the loadings v/ and XS are identified, we can nonparametrically identify
the marginal distributions of the unobservables 6;, et”, ef’j and v§, via Kotlarski (1967) (see Appendix

Section A).

It remains to identify the parameters @ZJ(’} and )\Q in the choice equation for h, and the conditional

distribution of v given v£ (denoted by Eoniye (:)). We impose a dependence structure between v

c .29
and vy,

v = prevly + Wio (12)

where wj,, which is normalized by location to have zero mean, is independent of v{, and all other

unobservables and covariates in the model. Then, consider the probability of choosing ¢ at node o

2The identification result in Heckman and Smith (1998) and Fruehwirth, Navarro, and Takahashi (2016) require an
exclusion variable in the equation for ¢. In Appendix Section A, we provide an identification argument without an exclusion
variable in the choice equation for ¢, and clarify that the cost is to impose a parametric distribution on v§, (in which case
the nonparametric identification of the distribution of v§, becomes irrelevant, but all other results remain to hold).

29This can be relaxed to parametric nonlinear dependence structures. Note that if there is also an exclusion variable
for ¢, then the joint distribution of (v}, v5) is nonparametrically identified by fixing measurement €’? = 400 and then
vary each exclusion variable in h and c freely to trace out the distribution. See e.g., Matzkin (1993); Heckman and Smith
(1998); Lewbel (2000) for details. Then, fix the exclusion variable for ¢ sufficiently small to reduce the model to binary
choice (h vs n) and vary measurement €’” to identify %2 and 2.
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: pp : : Z. .30
i :
given measurement ¢, and exclusion variable Z; # fo00

Pr(Kj = c|? =m, Z; = 2)
= Pr(gS+ X\o; + vs > b + N0 + Zi + Ul S+ A0+ >0 [P =m, Zi = 2)

= Pr(wio < (1= pre)viy + (05 = 95) + (Ng = A0 — Zis vy 2 —5 = Nebi |6 =m, Z; = 2)

so oo (L e+ (B — )+ (A~ A2
_ / / / AF,, () AFys. (1) fy, o0 (6]m) dO (13)
—oo J—ps—Aeh J —c0 ¢

where the last equality is due to independence among wj,, v, 0; and ZZ-. The conditional density
feop (g, (m16) fo, (6) fopp (m—0)fo,(6)
f0¢|efp(9’m) = : .

T — For ) is identified from the densities of measurement €”,
unobservables 6; and e!”. For the middle and inner integrals, the integration region is at the lower-

right of the space of (V5

207

Wio), bounded from the left by —¢§ — A50; and from above by a threshold line

with gradient 1 — pp.. Similarly, the conditional probability of choosing n at node o is:

_ 00 p—PS—AO  p—ppevC—pl—AEO—2
Pr(Kiy =n|d? =m,Z; =z) = / / / dF, (W)dEye (v°) fo, o0 (0]m)dO
— 00 — 00

—00

(14)

where the integration region is at the lower-left of the space of (v, wj,), bounded from the right by

—1pS — A50; and from above by a threshold line with gradient —pp.. The space of (V5

< »Wio) is partitioned
into three regions (h,c,n) with the three threshold lines intersecting at a single point. By varying Z;
freely but keeping 6; fixed, the two upper threshold lines will shift, which identifies the distribution
F.,, (-) nonparametrically as well as parameters pp,. and Y. Then, by fixing Z; but varying measurement

€;”, the region of integration will change its boundaries (up to a mixture dictated by fy, e (-)) Which,

given knowledge of F,_(-), identifies the remaining parameter \2.

The intuition is further explained as follows. Given measurement e’

5+, we know the approximate

range of 6; and alternative c’s value. In addition, the choice shocks follow the dependence structure
in (12). Therefore, as the exclusion variable Z; varies, we can compute the change in probability of
choosing each alternative even though three choices are involved. The resulting change in log-odds

ratio between alternatives ¢ and n informs pp.. When we fix Z; but vary e’ the resulting change in

30 As in Lewbel (2000), the coefficient on Zi is normalized to 1 and the distribution of w;, is nonparametric. In empirical
analysis, for ease of interpretation we normalize the variance of vl (assumed normal) to 1, and estimate the variance of
Vi, and a linear function of Z;.
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choice probabilities informs A2.

We now discuss identification of parameters in the second-period choice equations, at nodes h, c,
n. For illustration, we focus on node h; the same argument applies to nodes ¢ and n. We assume
the distributions of choice shocks are i.i.d. across nodes: Fye () = Fue (1) and Fy,, () = Fi,,(-). The

conditional probability of choosing ¢ at node h given measurement €/ and exclusion variable Z; is then:

PT(KiQ = C|K1'1 = h, EZPP =1m, ZZ = Z)

o fo (L= pre )+ (U=l )+ (S~ A0~ 2B,
- / / / AP, (@)dFye (V) fy . v 5, (Olhm, 2)d0 (15)
— 00 ,wﬁ,)\ﬁg — 00 € 40

Similarly, the conditional probability of choosing n at node h is:

P’I"(Kig = 7”L|Kll = h, E?p =m, Zz = Z)

b0 UE-ND e pner U AN,
:/ / / dFWio(W)dFVEO(Vc)faimﬂ,efpji(9|h’mvZ)de (16)

The parameters to be identified are the alternative-specific intercepts (v, @Z)f]‘), loadings (Af, )\f]’), and

coefficient on the exclusion variable (8,). We can write the condition density Soi ki emw 2,() as

)

Pr(Kij = hlf; = 0,6" = m, Z; = z) feor),(m]0) fo,(6)
Pr(Ky = h|é?? =m, Z; = 2) for ()
Pr(Ki = hl; = 0, Z; = z) frr (m — 0) fo,(0)

— ~ 17
Pr(Kij = hle? =m, Z; = Z)fefp(m) (an

f9i|Ki175§p7Z~i (Olh,m, 2) =

where all the components are identified from the analysis on node o above. This conditional density
captures all the selection into node h. Because all the distributions in equations (15) and (16) have al-

C

ready been identified, we can simply identify the parameters vy, w{f, b )\ﬁ, Bh by varying measurement

" and exclusion variable Z;.

Finally, the factor loadings in the potential outcome equations can be identified by exploiting the
experimental variation Z (see also Kline and Walters (2016)). Utilizing the conditional independence
assumption where the residuals in the choice and the outcome equation are independent conditional

on the unobserved factor, the mean observed outcome conditional on program choice sequence D;; = d
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can be written as:

E(Yy | Xi=12,Z; = z,Dy = d) = o + Bl + vz, 2, d) (18)

where \(z,2,d) = E(0; | X; = x,Z; = z,D;; = d) is a function of the selection equations and hence

is an implicit function of the choice probabilities. Taking the difference of equation (18) between the

treatment and the control group, we obtain:3!

E(Yy|X;=2,2;=1,Dyy =d) — E(Yu|X; =,Z; = 0, Dy = d)
Mz, 1,d) — X(z,0,d)

V= (19)

Therefore, the factor loadings in the outcome equations (7{) can be identified as long as the denominator
in equation (19) is non-zero. This condition will be satisfied if Pr(Dy = d|X; = x,Z; = 1) # Pr(Dy =
d|X; = z,Z; = 0),Vd, meaning that the HS experimental variation shifts choice probabilities at every

sequence of program choice conditional on covariate value X; = .32

3.2 Estimated Parameters

The identification of the sequential threshold model relies on the conditional independence assumption
of the factor structure and the exclusion restriction from the HS experimental variation. In particular,
the identification does not require any distributional assumption on the unobserved factor. Neverthe-
less, to facilitate estimation, we assume that the unobserved factor follows a normal distribution, and
consider sensitivity of our estimates to alternative distributional assumptions of the unobserved factor

(see Section 3.3). We also assume that the potential-program-specific idiosyncratic error terms (5%)

M

and the measurement error terms (e;” ) are normally distributed.

The model is estimated using the method of maximum likelihood. A total of 60 parameters are
estimated. Details of the estimation procedure are presented in Appendix Section D.2. The estimates
and standard errors of the parameters of the selection equations are reported in Table 3. The nor-

malization we impose implies that the unobservable factor 6; is positively correlated with the baseline

3'We have additional exclusion restrictions such as HS transportation availability (trp), which is excluded from
all nine potential outcome equations, and HS quality (hsq) excluded from four potential outcome equations
((¢,0), (¢,n), (n, ), (n,m)).
For example, the treatment shifts individuals into program choice sequences related to h, which modifies the initial
selection mix of individuals in these sequences driven by the choice equations (See Section 2.2).
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PPVT test score. In the first period (at the decision node o), the factor loading in the choice equation
for h is small and insignificantly different from zero, whereas the factor loading in the choice equation
for ¢ is positive and significant. This indicates that children choosing c in the first period are positively
selected based on ability (relative to those choosing h and n). There is no selection based on ability for
those choosing h relative to n; however, because children are positively selected into ¢, there is negative
selection into h relative to those choosing c. As expected, being in the HSIS treatment group (Z = 1)
increases the probability of enrolling in HS. Receiving the experimental offer increases the probability
of HS enrollment more among those HS centers providing transportation services and rated as high
quality. Interestingly, children in the control group (Z = 0) are less likely to enroll in high-quality HS
centers.

We find that one year of experience in HS (at age 3) tends to increase the likelihood of participating
in HS in the next period (age 4). Having enrolled in HS in ¢t = 1 (at decision node h), an individual with
average ability is more likely to enroll in A than ¢ (this can be verified from w(f > 1) in combination with
oye and pp.). The estimated coefficient on HS center quality is positive and significant, suggesting that
individuals are more likely to continue to enroll in HS if the HS center is of high quality. Transportation
services, on the other hand, becomes less important in determining their HS enrollment decision.
Although imprecisely estimated, the factor loadings in the choice equations at decision node h imply that
the positive correlation between HS enrollments in age 3 and age 4 is more pronounced for individuals
whose ability is below the average (§ < 0). For an average child who has enrolled in other center care
at age 3 (at decision node c), she is more likely to choose ¢ in age 4 instead of h. The value of option
h declines more rapidly with children’s ability than the value of ¢ does, implying persistence in their
choice of ¢ for the most able children. Finally, for an average child who did not enroll in any formal
care in age 3 (at decision node n), she is more likely to choose h than ¢ in age 4.

Table 4 reports the estimates for the outcome and measurement equations. We define as t = T the
period when the outcome (PPVT test score) is observed (i.e., T"is the end of age-4 year). Given that
the covariates in the outcome equation have unconditional means zero, the intercepts of the potential
outcome equations (a%; first column) can be interpreted as average potential outcomes. Comparing
the average potential outcomes by program sequence, we find that the average potential outcome if all

children are externally assigned to HS at age 3 is the highest. Having enrolled in the HS program at
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age 3, their average potential outcome would be higher if they are assigned to other center care at age
4 instead of having another year of HS (aéﬂc > a%h). However, this does not necessarily suggest that HS
at age 4 has little return relative to other center care. For instance, if children were assigned to home
care at age 3, then their average potential outcome would be maximized if they enroll in HS at age 4
(o > aBf). Section 4 analyzes in detail how to define returns to alternative combinations of programs.
The estimated parameter on the HS quality in the outcome equation hh is positive, indicating that
center quality has a positive effect on children if they enroll in HS for two years. Center quality does
not appear to affect potential outcomes if individuals only enroll in HS for one period.

The factor loadings in the potential outcome equation (second column in Table 4) combined with the
estimates in the choice equation reveals patterns of selection. We find that 0 < 'y;j < fy;j , Vj e {h,c,n},
suggesting that high ability children will receive smaller potential test score gains from choosing c
(relative to choosing n). Recall that high ability children are more likely to choose ¢ in the first period
relative to n. This indicates a reverse-Roy pattern of negative selection on test score gains. Similar to
other center care, we also find 0 < 'ygij < ’y;j , Vj € {h,c,n}, indicating that high ability children will
receive smaller potential test score gains if they choose h in the first period (relative to choosing n).33

From the estimated measurement equation, we can compute the signal to noise ratio, which captures
the information content of each measure given the specification of the measurement system.>* For the
PPVT test score, the signal to noise ratio is 48%. For the WJIII test score, the signal to noise
ratio is only 0.96%. Therefore, the PPVT scores include a substantial amount of information about the
unobserved factor. At the same time, they also demonstrate the importance of allowing for measurement
€rTor.

To assess the fit of the model, in Table 5, we compare the sample moments for choices and outcome
(PPVT score at age 4) to the moments predicted by the model, separating between the moments of the
treated and control groups. The left panel of Table 5 compares the choice probabilities, and shows that
the model matches the actual proportion well for both the treatment and control groups. Similarly,

the model matches the outcome for the different subgroups. Furthermore, in Figure Al, we show that

33In the second period, our choice equation suggests negative selection into h relative to ¢ for those at the decision node
c. As further evidence for negative selection on gains, we find that the factor loadings in the potential outcome at node ¢
reveal that low-ability children also gain less from h relative to ¢ (as y& < Sk ).

(M)2of
(YM)202+02),
latent factor (as estimated within the specification of our model) to the variance of each measurement.

34The expression for the signal to noise ratio of measurement M is . It is the ratio of the variance of the
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the predicted and actual distribution of PPVT score overlap well.

3.3 Sensitivity Analysis

In Appendix Section B, we report sensitivity analysis of our estimates against functional form and
distributional assumptions. We show that our parameter estimates are robust to the inclusion of ad-
ditional baseline measurement (Appendix Section B.1) and relaxing the factor distribution used in
estimation by modelling it as a mixture normal distribution (Appendix Section B.2). The choice equa-
tions in the sequential threshold model are approximations to the perceived value of each alternative.
For forward-looking individuals, these perceived values are a combination of utility flow and perceived
continuation value, meaning that the perceived continuation value may be nonlinear in parameters due
to incorporation of uncertainty of future payoffs.>®> To allow for possible nonlinear selection by 6, we
also estimate a model by specifying a quadratic function of factor 6 in the period-1 choice equations
for h and ¢ (see Appendix Section B.3). Our estimates are robust to relaxing the linearity assumption
in the choice equations.

Finally, in Appendix Section B.4 we report estimates from the model where we use the simple
average of the PPVT score and WJIII pre-academic skills score as the outcome variable (as in Kline and
Walters (2016)). Although taking the average may not be ideal, it has the advantage that the outcome
reflects information from multiple sources covering a broader set of skills.?® Using the combined scores,
we find that the estimated choice equations are very similar to those in the baseline model. A limited
number of estimated parameters in the outcome equations become different, affecting the magnitude of
the estimated program returns (see below) but the key patterns remain qualitatively similar. Notably,
the outcome equations become more precisely estimated — standard errors are about one-third smaller

on average.

35For instance, in the dynamic structural model constructed in Section 5, we show that the expected value function in
the first decision period is a nonlinear function of parameters (also see Appendix Section D).

36While both tests measure cognitive skills, the PPVT test emphasizes listening comprehension and language skills,
whereas the WJIII pre-academic skills measures a combination of reading and spelling skills and mathematical abilities.
See Appendix Section B.4 for details.
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4 Returns from Sequential Program Participation

Our estimated model yields a variety of ex-post counterfactuals and associated returns, i.e., differences
in potential outcomes by different childcare sequences. Among those, we define and report two types
of parameters in this section. The first is a set of parameters that are informative of the population-
average joint, partial and cross returns from sequential program participation. Of particular interest are
the cross returns, which indicate the extent of complementarity between HS and alternative childcare
use. For the second set of parameters, we focus on the returns from enrolling in HS for those induced to
change their choices when receiving the HS experimental offer (the compliers in the HSIS, see Section 2).
The returns differ across compliers due to differences in the sequence of choices made when they are

externally assigned to the treatment and control groups.

4.1 Joint, Partial and Cross Returns of Childcare Programs

Consider outcome Y (in our application, PPVT score at the end of age-4 year) for an individual ¢ who
is externally assigned to program j at t = 1 and program j’ at t = 2, where j,j’ € {h,c} (j and j’ can
be the same program). We define the joint return from a sequence of programs as the difference in
the potential outcome upon completing sequence (7, ;') and the potential outcome when no program is
assigned in both periods (home care at both t = 1,2, i.e., (n,n)). The individual’s joint return from

the potential program sequence (7, ') can be decomposed into

j?jl n7n J— j7n n7n n7j/ n7n j7j, n?j/ j?n /n?n
Y=yt = (=Y (Y Y [ =) = (T Y] (20)
—_———— ———
Partial Return of j at t=1  Partial Return of j/ at t=2 Cross Return between j and j’

The first two terms are partial returns, which capture the effect of completing a program at a specific
age as compared to home care at that age, while fixing the rest of the program sequences to home care.
Note that the two partial returns may be different even when j = j/, because the effect of the program
may depend on when the program is obtained, e.g., attending HS at age 3 may have a different effect
than attending HS at age 4.

The last term measures the cross return from the two programs. The cross return arises because
the joint return from program j at ¢ = 1 and program j’ at ¢ = 2 may be different from the sum of their

partial returns. A positive cross return would in fact signal that the two programs are complements,
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implying that the interaction of the two programs gives an even higher return than the combined partial
returns from each single program. A negative cross return, on the other hand, implies that the two
programs are substitutes, with the impact of one being offset by the presence of the other. This may
signal that some of the competences learnt in one program are replicated by the other, thus resulting
in no additional knowledge.3”

Our model yields four individual-specific cross-return parameters, which are summarized in Ta-
ble 6.3® The two cells along the diagonal of the table measure the within-program cross returns. For
instance, a positive cross return within the HS program (h) reveals that the return to h at ¢ = 1 is
boosted by obtaining h at ¢ = 2. The cells off the diagonal are the between-program cross returns. The
top-right cell measures the cross return between HS at ¢ = 1 and other center care (¢) at t = 2; a posi-
tive measure reveals that the return to h at t = 1 is boosted by obtaining ¢ at ¢ = 2. The bottom-left
cell measures the cross return between other center care at ¢t = 1 and HS at ¢t = 2; a positive measure

reveals that the return to c at ¢t = 1 is boosted by obtaining h at ¢ = 2.3

Average partial, joint and cross returns for the population. Figure 2 shows the average
partial, joint, and cross returns from sequential program participation. These parameters are population
averages of the individual-specific causal returns defined in Table 6, abstracting from any endogenous
selection. They are useful to understand the overall mechanisms through which these different programs
work and interact.*?

The first column (H H) shows that enrolling in HS at either age 3 or age 4 has a positive effect on

test scores as compared to home care. The average partial return is larger if HS is obtained at t = 1

3TOur definition of program cross returns is closely related to the concept of dynamic complementarity in the context
of the child development literature. Formally, one can define dynamic complementarity between investments at different

ages for individual i as
Y Yir O

0z 10xi—1  02::0Y;1—1 OTi—1’

where z;+ are the investment made at time ¢ (Cunha and Heckman, 2007; Aizer and Cunha, 2012). In our setting we
explore complementarity (or substitutability) not only between investments made at different points in time but also
between different types of investments, i.e. between different programs relative to a benchmark program (home care).
Importantly, the cross returns in our context may vary across persons because they are defined from potential outcomes
allowing for flexible individual-specific program returns.

38(Clearly, all these outcomes are in potential terms, whereas for every individual 4 only one outcome is observed,
depending on the realized choice at each age.

39Symmetrically, one can also interpret the cross-return parameters (both within- and between-program) as the effect
of receiving program j at t = 1 on the return to program j’ at ¢ = 2. This can be easily seen by switching the terms on
the right hand side of equation 20: (Yij’j/ —Y7") - (Yin’j/ -Yy™mm).

40Given the covariates in the potential outcome equations are normalized to have mean zero (see Section 3.2), these are
computed using the intercepts in the outcome equations.
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(0.06, or 0.15sd), relative to HS obtained at ¢t = 2 (0.04, or 0.10sd). This column also shows that the
average joint return from enrolling in HS at both ¢ = 1 and ¢ = 2 is positive yet smaller than the sum
of the two average partial returns of HS. This indicates a negative within-program average cross return
for HS, which signals that one period’s HS enrollment is a substitute for another. In fact, the average
joint return from two periods of HS (0.05, or 0.12sd) is even lower than the average partial return from
HS obtained at t = 1.4

Turning to the second column (HC'), we find that the average joint return from enrolling in HS
at t = 1 and other center care at ¢t = 2 is positive (0.07, or 0.19sd) and higher than the average joint
return from two periods of HS. Combining with the evidence that the partial return of HS at ¢ = 1 and
the joint return of two periods of HS are both positive, we can conclude that enrollment in HS at age 3,
no matter what is done afterwards, leads to higher average (joint) returns than receiving home care at
both ages. However, we do not find evidence of cross-program complementarity between HS and other
center care. The average joint return is again smaller than the sum of the two average partial returns,
indicating that the education received in HS at age 3 reduces the effectiveness of other center care
received at age 4. This between-program cross return is less negative than the within-program cross
return for HS, so that the joint return of (h,c) is still larger than the partial return from receiving HS
at t = 1 only. This suggests that the competences offered by HS and by other center care are different,
and HS in two periods substitute each other more than the substitution between HS at t = 1 and other
center care at t = 2.

The last two columns (CH, CC') report average program returns where all individuals are assigned
to other center care in the first period. In contrast with the large positive average partial return of
HS at ¢t = 1, the average partial return of other center care at ¢t = 1 is close to zero. We find a large
negative average cross return between other center care at t = 1 and HS at ¢t = 2 (third column),
relative to the small negative average cross return between HS at ¢ = 1 and other center care at ¢t = 2
(second column). This implies that the sequence of program participation is important. Although both
program sequences of (h,c) and (¢, h) assign individuals to one year of HS and one year of other center

care, the average joint returns differ widely between the two program sequences: the former is much

4INote that all program returns are defined relative to the benchmark sequence (n,n). The benchmark sequence (n,n)
is also a type of investment which may change the child’s cognitive outcomes. The average joint return from (h, h) being
smaller than the average partial return of (h,n) does not imply human capital destruction because (h,n) is an alternative
sequence of investments, rather than merely HS and no other investments.
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higher than the latter. Differently from HS, enrollment in other center care at t = 2 increases the return
of other center care at t = 1 (last column). This result must follow from the different characteristics
of the different types of care. However, despite this positive within-program cross return, the average
joint return from two periods of other center care (0.04, or 0.10sd) is still lower than any average joint
returns involving HS in the first period.

Overall, the results from Figure 2 give two main messages: (1) HS has a higher average partial
return than other center care, and (2) the average joint return from HS followed by other center care is
higher than the average joint return from two periods of HS, due to a smaller degree of substitutability
between HS at age 3 and other center care at age 4. As a consequence, if the objective of a policy
maker is to choose a program at ¢ = 2 in order to maximize the return of investment in HS at ¢t = 1, our

evidence suggests that offering a program which has features other than HS would be more desirable.

Heterogeneity in program returns. The average returns hide relevant heterogeneity. Figure 3
shows the heterogeneity in partial, joint, and cross returns from sequential program participation with
respect to the unobserved factor. Each panel shows returns from a program sequence — (h,h), (h,c),
(c,h), or (c,c) — for individuals at different percentiles of the distribution of the unobserved factor 6;.
Under the baseline scenario of home care at both age 3 and 4 (i.e., fixing the program sequence to
(n,m)), moving from the 10t" to the 90 percentile of # implies an increase in age-4 PPVT score by
0.99 (99 points).*?

In all four program sequences, we find that the lowest-ability children gain the most from prolonged
formal care participation — the joint return is highest among children with the lowest 6, and it declines
with #. In addition, the joint return remains positive for children with below-median # and turns
negative for children with above-median . For example, in the (h,h) sequence, children at the 10th
percentile of § gain 0.172 (or 0.44sd), while children at the 90th percentile of € lose 0.076 (or 0.20sd).
This results in a narrowing of 0.248 in the outcome, which constitutes one-fourth of the 90/10 gap
when individuals are assigned to home care in both periods instead.

The partial returns are also highest among lowest-ability children and decline with 6, implying that

assigning all children to at least one period of formal care would reduce the gap in educational outcomes

42This is computed from the (n,n) potential outcome equation: 2.955 4+ 1.5110. At the 10th and 90th percentiles of 6,
the scores are 2.46 and 3.45, respectively.
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between individuals of different ability. Notably, the partial return to HS at ¢ = 1 is positive across all
percentiles of # and declines slowly with 6 — children at the 10th and 90th percentiles of 8 gain 0.080
and 0.044, respectively. This suggests that HS participation at age 3 alone (while fixing the rest of
the program sequences to home care) can benefit all children, while also slightly decreasing the gap
between differently capable children. The partial return to HS at ¢ = 2 has a steeper negative gradient
— children at the 10th percentile of 6 gain 0.103, while children at the 90th percentile of 6 lose 0.021.
By contrast, the partial returns to other center care are positive for children with below-median 6 and
negative for children with above-median 6, with the gradient being much steeper at t = 2 than t = 1.

In contrast to the negative average cross return shown in Figure 2, the cross return between HS
at t = 1 and other center care at t = 2 are positive for children with a low value of . Hence, for
low-ability children, receiving other center care at ¢ = 2 boosts returns to HS at ¢ = 1, an evidence that
is comnsistent with dynamic complementarity. This complementarity between HS at ¢ = 1 and other
center care at t = 2 further contributes to the high joint return from program sequence (h, c) for low-6
children. Overall, we find that all within- and between-program cross returns are positive or close to
zero among lowest-ability children and they decline with 6.4

One interpretation to our findings is that the quality of home care differs by the baseline ability of
the child. Relative to center care, existing evidence suggests that home care by low-education mothers
(whose children are more likely to have low baseline ability) are more likely to be low quality.** As a
result, home care is less effective than center care among low-education mothers, whereas home care
provided by high-education mothers may be comparable to or even better than center care. This
could explain the higher returns from participation in center-based care for low-ability children than
high-ability children.

The joint returns together with the partial returns can inform the “optimal” pathways (defined in
terms of ex-post returns) for a policy maker who can assign different groups of children to different

paths to maximize their potential outcomes. For children who have below-median 6, their joint returns

43We have also explored how program returns differ by the quality of the HS center. In Appendix Figure A2, we find
that high-quality HS centers boost cross returns conditional on 0. For instance, for low- children the estimated cross-
return from two periods in high-quality HS is even positive, suggesting that a second period in high-quality HS boosts
the returns in the first period. Similarly, the cross return from receiving HS at ¢t = 1 and other center care at t = 2 also
increases with the quality of the HS center.

41Studies have found that children from disadvantaged environments are exposed to a substantially less rich vocabulary
than children from more advantaged families (Hart and Risley (1995), Fernald, Marchman, and Weisleder (2013)). Chan
and Liu (2018) provide additional evidence from estimation of children’s cognitive ability production function.
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will be maximized if they are assigned to HS at ¢ = 1 and other center care at ¢ = 2. They also have
large and positive returns from program sequences (h,h), (¢, h) and (c,c). Therefore, a policy maker
should not engage these children with home care; instead, these children will gain from participation in
any formal care program at both ages 3 and 4. On the contrary, for high-6 children, the social planner
should engage them with at least one period of home care. Indeed, their optimal pathway is to enroll
in HS at t = 1 followed by home care at t = 2, because the partial return from enrolling in HS at ¢t = 1

is positive and all the joint returns depicted in Figure 3 are negative for these children.

4.2 Program Returns for HSIS Compliers

The program returns that we have presented so far are informative on how the programs differ and how
they dynamically interact. However, they may not necessarily be the parameters that are relevant for
policy. For instance, although we have shown that enrolling in HS or other center care improves the
outcomes for children with low baseline ability, it does not necessarily mean that a policy intervention
will successfully induce those children to receive formal childcare. If we consider a policy which impacts
children in terms of the cost of care they attend, the policy relevant parameter is the effect for those who
are induced to change their choice (Heckman and Vytlacil, 2001; Heckman, Humphries, and Veramendi,
2016, 2018). In this section we analyze the program returns for HSIS compliers, i.e., children who
respond to the HS offer by enrolling in HS. Our estimated sequential choice model allows us to go
beyond the Local Average Treatment Effect (LATE) by estimating average returns for specific types

of compliers, distinguishing various margins of choice under multiple alternative choices over time.%>

4.2.1 Compliance Types and Substitution Patterns in the HSIS

Building on the notations introduced in Section 3, let D7 = (K7, K3) be individual i’s potential
sequence of choices when the experimental offer is Z; = 2z (with K7, being the potential choice at time
t with Z; = z). For each individual, we observe either DZQ if the experimental variation puts her in
the control group, or DZ-1 if she belongs to the treatment group. In the sequential threshold model, the

experimental offer only affects the valuation for h at ¢ = 1; importantly, the experimental offer does

“>The recent public finance literature has shown that the LATE is the relevant parameter (a sufficient statistic) for a
thought experiment of a marginal random expansion in the HS program (see, e.g., Kline and Walters (2016); Hendren
(2016)). Kline and Walters (2016) show that the average returns for specific type of compliers are necessary to evaluate
such a marginal expansion when there is capacity constraint in the availability of care in other centers.
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not affect the perceived value of ¢ and n at ¢t = 1, nor does it directly affect the perceived value of
any childcare choices at ¢t = 2 within a given decision node. These restrictions can be expressed by the

following assumption:
Assumption 1. K, # K}, = K}, = h.

Assumption 1 states that if individuals change their behavior at t = 1 as a consequence of being
assigned to the treatment group, they do so by enrolling in HS. For example, this assumption rules out
the possibility that individuals who select ¢ (n) in period 1 when assigned to the control group would
switch to n (c) when assigned to the treatment group.6

Under assumption 1, we can classify individuals into 27 subgroups, depending on their potential
sequence of choices when in the treatment group and when in the control group. Each subgroup falls

into one of the following compliance types:
e n-compliers type 1 (n-CP 1): DY = (n,5), D} = (h,j), Vj € {h,c,n}
e n-compliers type 2 (n-CP 2): DY = (n,j), D} = (h,j'), Vj,5' € {h,c,n} and j # j'
e c-compliers type 1 (c-CP 1): DY = (¢, j), D} = (h,j), Vj € {h,c,n}
e c-compliers type 2 (c-CP 2): DY = (c,j), D} = (h,j'), V4,5’ € {h,c,n} and j # j'
e always-taker (AT): DY = (h,5), D} = (h,j), Vj € {h,c,n}
e never-taker (NT): DY = (j,5'), D} = (4,5'), Vj € {¢,n}, i’ € {h,c,n}

Table 7 summarizes all 27 subgroups in our context. Nine subgroups are always-takers (AT) or never-
takers (NT), whose choices do not change by the HS offer. Eighteen subgroups are HSIS compliers;
when assigned to the control group, nine of them would select home care at t = 1 (n-CP), while the
remaining nine would select other center care at ¢ = 1 instead (c-CP). We can further divide the n-CP
and ¢-CP compliers into two types: (1) temporary switchers (type 1), where only the choice at t = 1
is changed due to the HS offer at t = 1, and (2) path switchers (type 2), where the entire trajectory of

choice is changed due to the HS offer at ¢t = 1.

46Similar assumptions are made in Kirkeboen, Leuven, and Mogstad (2016) and Kline and Walters (2016). Note that
we impose this assumption only in period 1—beyond period 1 the experimental offer may have an indirect effect on the
relative rank of ¢ and n (via changing the first period choice).
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The bottom panel of Table 7 reports the population shares of compliance types.” In the first period
of the experiment, the HS offer shifts 51.0% of the population from n to A (n-CP compliers), and 19.6%
from ¢ to h (c-CP compliers).*® Therefore, when considering only the first period, the HS program
crowds out other center care and home care.

Considering potential choices in a multi-period framework enriches substitution patterns. We find
that path switchers constitute about 60% (122LE2987) of all compliers — that is, more than half of
the compliers also change the program choice at age 4 due to the HS offer at age 3. Among ¢-CP
compliers, we find that 43% (or 8.32% of the population) change their period-2 choice from ¢ to h
(D° = (c,c), D* = (h,h)). This implies that receiving the HS offer not only reduces the demand for ¢
at t = 1 but also moves a substantial fraction of children away from ¢ towards h at ¢t = 2. Among n-CP
compliers, we find that 22% (or 11.42% of the population) change their period-2 choice from ¢ to h
(DY = (n,c), D' = (h,h)), and 17% (or 8.76% of the population) change their period-2 choice from n to
h (D° = (n,n), D' = (h,h)). Note that path switchers do not necessarily change their period-2 choice
to HS. For example, some of them actually switch from h to c at ¢ = 2, both among the ¢-CP compliers
(DY = (c,h), D' = (h,c), 7% of c-CP compliers) and the n-CP compliers (D° = (n,h), D' = (h,c),

10% of the n-CP compliers).

4.2.2 Returns for Compliers with Specific Counterfactual Alternatives

We can define the average return for each type of compliers:

Apg =B v |DY = d°, D} = d"] (21)

47Given the estimated model, we simulate 30 paths of potential choices and associated outcomes for each individual in
the sample, with (Z = 1) and without (Z = 0) the experimental offer. Each simulation consists of random draws of the
unobserved factor and utility shocks. For each simulation path, we first simulate all 2*4=8 shocks across four nodes, and
then switch Z from 0 to 1 keeping all shocks fixed.

“8Given assumption 1, these numbers can be non-parametrically identified by computing P(K;1 = n|Z; = 0) — P(Ki =
n|Z; = 1), for the n-CP compliers and P(K;1 = ¢|Z; = 0) — P(Kin = ¢|Z; = 1), for the ¢-CP compliers, where K
is individual #’s choice at ¢ = 1. According to this calculation, n-CP compliers are 51.2% of the population and c¢-CP
compliers are 19.3%. See also Table 1, which shows that the HS offer reduces the share of children in other center care
from 25% to 5%, and reduces the share of children in home care from 61% to 10%. Similar numbers are reported in Kline
and Walters (2016) who, exploiting a sample which also includes children who are randomized at age 4, estimate that the
proportion of n-CP compliers (in their words, n-compliers) is 45% and the proportion of c-CP compliers (c-compliers) is
23%.
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where d° € {(c, h), (¢, ¢), (¢,n), (n,h), (n,c),(n,n)} and d* € {(h,h), (h,c),(h,n)} and Y denotes the
potential outcome for individual ¢ choosing d*, with z € {0,1}. Therefore, Ag g gives the average
treatment effect on a particular type of complier: those who choose one specific treatment d° when the
instrument is turned off and choose d' when the instrument is turned on.

Table 7 reports the estimated average return (column 3) and the average value of 6 (column 2)
for each type of compliers. In column (4) we also report, for comparison, the average return for each
specific pair of program sequences in the whole population, not only focussing on individuals choosing
that specific pair of sequences. For illustration, consider individuals who choose DZQ = (n,n) without
an offer and Di1 = (h,h) with an offer. In Figure 3, we have shown that low-6 children gain more
from enrolling in HS for two periods relative to using home care throughout. Consistent with positive
selection, we find that this type of compliers tend to have below-average values of 6 (their average value
of 6 is -0.04). Consequently, the average effect of two periods of HS for this type of compliers is higher
than the average population-wide return to two periods in HS relative to two periods in home care
(0.067 compared to 0.048). Another type of compliers displaying strong positive selection are those with
DY = (¢,c) and D} = (h,h). This group is dominated by high-6 children, who gain more by moving the
program sequence from (c, ¢) to (h, h) relative to low-6 children (see Figure 3). Such positive selection
leads to the average return among this type of compliers being higher than the population-wide return
of enrolling in program sequence (h, h) relative to (¢,c¢) (0.021 compared to 0.009). Overall, we find
that most compliers moving to two periods of HS (involving D} = (h,h)) are positively selected.

The selection pattern is mixed for other types of compliers. We do not find evidence of positive
selection for those compliers moving to D} = (h,c) from their respective counterfactual choices. For
instance, the average return for compliers with D? = (n,h) and Di1 = (h,¢) is 0.017, which is smaller
than the average return of enrolling in program sequence (h,c) relative to (n,h) for the population
(at 0.032). This suggests negative selection. Similar patterns of negative selection can be found for
compliers moving to (h, ¢) from the counterfactual choices of (n, ¢) and (n,n), whereas for those moving
from the counterfactual choice of (¢, h) and (c, ¢), there is no clear pattern of selection.

We show that the overall LATE estimated by exploiting the experimental variation as an IV is a
weighted average of the returns from the different potential choices for each type of compliers, where

the weights are given by their proportions within the overall complier group (see Appendix Section C).
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In the last row of Table 7, we report that the overall LATE is 0.033, with the average composition in
the overall complier group not different from the population (the average 6 is close to 0). However,
this overall LATE masks significant heterogeneity in the returns across different types of compliers.
As we have shown, this heterogeneity is driven by heterogeneous returns to different combinations
of program sequences in the population and by individuals with different returns choosing different

childcare sequences in the HSIS experiment.

5 A Dynamic Structural Model with Forward-looking Behavior

Our sequential threshold model abstracts from many details of agents’ optimization behavior. In gen-
eral, we cannot use the model to conduct counterfactual analyses that involve a more fundamental
change to program features, especially those that are time dependent. For instance, one policy coun-
terfactual would be to restrict the maximum participation duration in HS from two years to one year.
Such a change in program feature cannot be analyzed using the sequential threshold model, and requires
a more structural dynamic discrete choice model which takes a stance on what agents are maximizing
and their information sets.

We describe below a dynamic structural model that involves a forward-looking agent. This model
is set up to be closely comparable to the sequential threshold model in Section 3. We then provide a
methodological comparison of both approaches and illustrate the empirical importance of accounting
for forward-looking behavior.

The structural model shares the same decision tree as the sequential threshold model: individual ¢
starts in ¢ = 1 with an initial state of random assignment Z; € {0,1}; in each of ¢ = 1 and ¢ = 2 faces
three program alternatives (HS (h), other center care (c), home care (n)), which results in four decision
nodes (J = {o,h,c,n}) as defined earlier. The structural model’s key distinction is that it focuses on
ex ante choice decisions via an explicit information set and a model of expectations, which allows the
perceived continuation value of each alternative to be examined. We first describe the utility function,

and then information revelation and the intertemporal optimization problem. Upon arrival at node
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j € J, the utility flow from each alternative is:

oy = G (20 X0+ 00,4 7 =
ujj = 1% - 5‘591' + Ui )
oo (24)

where we use lowercase u and accent - to emphasize that these constructs are different to those in the
sequential threshold model. Beyond ¢ = 2, the individual receives a terminal value as a function of the
period-T" outcome Y = a% + ﬁ%hsqi + 7%91' + 5‘3T based on the realized program sequence d = (k1, k2)
(where ky, ko € {h,c,n}). We use Y to denote the outcome exclusive of the idiosyncratic error %y..
The baseline measurements are MZM = oM Mg, +€ZJ»W where M € {pp,wj} and PP = 1. The outcome
and measurement equations, which reflect technology, are without accent * as they are interpreted in
the same manner as in the sequential threshold model. The preference, outcome and measurement

shocks have the same statistical properties as in the sequential threshold model.*?

All observed covariates and the factor 6; are known to the individual throughout, but the shocks are
revealed to her sequentially.’ Upon arrival of node j, the individual chooses an alternative based on
the realization of preference shocks at node j, comparing the current utility flow and expected future
value embedded in each alternative. To express this intertemporal optimization problem in recursive
form, consider an individual having chosen K;; = k; € {h,¢,n} at t = 1 and is at node k; € {h,c,n}

(e.g., k1 =hif and only if k& = h) at t = 2:

‘/;,'2( il — klv Xla 017 kl’ ickl) = max |: lkl (Xla 017 Vzkla ickl) + ’L{EQYliw (h‘sqia 9z):| (25)

ko€{h,c,n}
k1.k
- szH{lﬁf,n} [ Wik, (X 0; V ik Z{:|<1) + KY . Q(hsqi’ el)} (26)
The value function Vj3(-) has state variables K;1 (= k1), X, 0;, ﬁzkl, Lz 1 The terminal value scaling

factor, x, quantifies the extent to which the individual incorporates the expected future outcome in

““The preference shocks, (Dihj, 7;;), follow a bivariate normal distribution with zero mean and covariance matrix

[l pheBuve; Prefoe  G2c], and are independent across time and nodes. The outcome shocks €& ~ N(0,02) are in-
dependent across d. The measurement shocks e ~ N(0,02) are independent across M. Except the correlation between
1/ ; and 7f;, all shocks are independent of one another.

50No‘ce that the measurement shock is irrelevant to the decision problem as evident from the model above.

51For clarity, we write down the state variable Kj1, but it should be recognized that it plays the same role as in the

sequential threshold model in that the choice at ¢ = 1 changes the node at ¢t = 2.
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her information set and acts upon it (see discussion below).5? Hence the decision problem at t = 2 is
simply an intertemporal tradeoff between the current utility flow and the expected future outcome. At
t =1 (node o), the value function is:

Vir(Zi, X, 053 00, 05) = i gll}?fn} Ui (Zi, X, 03, 00, 05) 4+ 0 E1 Via (K1, X, 03 17ﬁ<l7 l7fk1)] (27)
1 )&y

with state variables Z;, X, 6;, Dﬁ), U¢; 6 is the discount factor between ¢ = 1,2; Ej(-) is an expecta-
tion that integrates out the preference shocks at t = 2. Appendix Section D derives the semi-closed
form solution to E7V;a(-), which is a nonlinear function of parameters and incorporates uncertainty of

preference shocks at t=2 and expected returns in outcomes.

Identification of the Structural Model. The structural model would be underidentified if there
were no exclusion restrictions: the EV relevant to each node and alternative will be subsumed into
the intercepts (@Z;j), factor loadings (5\]) and other parameters of the utility function, all of which are
node-specific, i.e., only the ex post returns are identified.>3> We impose exclusion restrictions on f]()

in the utility function:

. Bi"Ptrp; + B> hsqi(1 — Zi) + (BJZ + B Ptrp; + BJZQ9¢) Z; for j=o

fi(Zi, X3,0;) = (28)

B;Tptrpi for j e {h,cn}
where the difference to f;(-) in the sequential threshold model is that, HS center quality (hsg;) is
excluded from the period-1 utility of the treatment group and period-2 utility for everyone. In short, we
assume that HS quality drives current choices via expectations of better future outcomes. Nevertheless,
we remain agnostic about whether HS quality affects the period-1 utility of the control group. As
discussed in Section 3, period-1 HS enrolment in the control group may be largely determined by

implicit barrier costs and excluding them from the period-1 utility may be a strenuous assumption.

52Note that, without loss of generality, the intercept of the terminal value function is normalized to zero. The intercept
affects the terminal values of all states by an equal amount so it does not affect program choices. See also Keane and
Wolpin (2001), Fang and Silverman (2009) and Chan and Liu (2018) who adopt a similar specification in discrete choice
dynamic programming models.

53 An alternative approach is to restrict the form of state dependence and unobserved heterogeneity by reducing the
number of intercept and loading parameters in the utility function. This approach is popular in conventional structural
models for theoretical or computational considerations, and not necessarily (or explicitly) for the purpose of identification.
The intuition for identification is also less transparent when we impose these restrictions. Therefore, we keep the utility
function as closely comparable to the sequential threshold model as possible, and rely solely on the continuous exclusion
variable (HS quality) to identify ¢ and .
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The exclusion of HS quality (hsg;) from the utility function identifies the terminal value scaling
factor k and discount factor §, which determine the perceived continuation values in ex ante choice
decisions.”* The exclusion of hsg; from the period-2 utility at nodes h, ¢, n identifies x (equation (26)). A
test of kK = 0 versus k # 0 informs whether the individual incorporates the expected future outcomes as
part of her information set and acts upon it (Abbring and Heckman (2007)). In summary, x quantifies
how sensitive the choices are to expected test scores.

Similarly, the exclusion of hsg; from the treatment group’s period-1 utility identifies § (equation
(27)). Because the utility and EV have the same scale in equation (27), § has a conventional range
between 0 and 1. Empirically, we find that § is harder to identify than x. This may be due to the
high HS takeup rate in the treatment group at t = 1 (85.1%). In the baseline structural model, we set
0 = 1. In a sensitivity analysis, we estimate § jointly with other parameters in the structural model.
The point estimate of ¢ is 0.94 (se=0.685), which provides reassurance that the exclusion restriction

contains reasonable identifying information.

Relationship with the Sequential Threshold Model. Our main goal is to examine the con-
nections between a flexible sequential threshold model and a structural model with forward-looking
agents, by juxtaposing both approaches and using a variety of (nested) specifications. The sequential
threshold model serves as an empirical benchmark, as in Abbring and Heckman (2007) and Heckman,
Humphries, and Veramendi (2018). The structural model has the advantage of examining ex ante
choice decisions by distinguishing contemporaneous payoffs from perceived continuation values, iden-
tifying forward-looking behavior, and comparing counterfactuals that involve perceived continuation
values.

We acknowledge that this structural model is a simplified version of many richer models that
incorporate other important behavioral mechanisms. We view this as a middle ground where certain
key behavioral features such as perceived continuation values are explicitly modeled, but others are kept
implicit and subsumed into the preference parameters. For example, consider the tradeoff between child

outcome and the parent’s labor supply.’® A high-education mother (whose child may have higher 6;)

54More ideally, one would find experimental variation in a policy that affects expected future outcomes but not current
utility; see, e.g., Chan (2017) for an example from welfare reform.

55Specifically, the utility scale at ¢ = 1,2, which reflects choices, are normalized with respect to the h alternative
(var(Dls) = 1).

56Gee, for example, Griffen (2019) who estimates a full structural model of Head Start participation that captures
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may be aware that putting her child in center care may worsen the child’s outcome relative to taking care
of the child on her own. However, she may still put her child in center care after weighing the benefits
of working (e.g., better market opportunities or higher work preference) against the deterioration of
child outcome. This tradeoff is subsumed into the factor loadings in the choice and outcome equations

of our models.

5.1 Structural Model Estimation Results

Table 8 reports the estimates of the utility function and terminal value scaling factor x in the structural
model.’” As discussed in Section 3, the technological parameters in the baseline measurement equations,
outcome equations and the factor distribution can be identified from the sequential threshold model.
To facilitate comparison of the results in the choice equations, when we estimate the structural model
we fix all technological coefficients to be the same as in the sequential threshold model (see Table 3).%®
Details of the estimation procedure are in Appendix Section D.

In the ¢t = 1 (node o) equation, the alternative-specific intercepts for h and ¢ are considerably more
negative (-1.601 and -2.232, respectively) than those in the sequential threshold model, which suggests
that average control-group individuals: (1) prefer home care (n) if they consider period-1 utility only,
and (2) have higher perceived continuation values for h and ¢ than n. (Note that the muted estimates
in the sequential threshold model is a result of counterbalance between current and future utility.)
The factor loading () for ¢ is considerably more positive (2.777) than that in the sequential threshold
model, which suggests that high-6 control-group individuals: (1) prefer other center care (c¢) if they
consider period-1 utility only, and (2) have lower perceived continuation values for ¢ than the other
options. Indeed, as shown in Appendix Figure A3, we find that the flow utility of ¢ (relative to that
of n) increases with 6 whereas its continuation value decreases with 6, with the total perceived value

increasing in 6. Similarly, for individuals in the treatment group, Appendix Figure A3 also shows that

this tradeoff explicitly. Like many other structural models, to maintain tractability the extra complexity comes at the
expense of modeling certain parts of the model (outcome equation) in a highly stylized manner. Although our approach
is less complex, it recognizes the sequential nature of participation in different programs and it models outcome equations
flexibly.

5"The structural model is less flexible than the sequential threshold model in the choice equations. The exclusion of
hsg; results in four fewer parameters in the choice equations (one in each node j € {o, h,c,n}).

58Nevertheless, we also estimate a “full” structural model including all 30 technological coefficients, which results in
a total of 57 parameters to be estimated jointly. The estimated technological coefficients are very similar to those in
the sequential threshold model. The terminal scaling factor x becomes less precisely estimated but remains positive and
statistically significant. See Appendix Section B.5 for details.
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the flow utility from h increases with 6 but the continuation value declines with 6, leading to the total
perceived value at t = 1 relatively flat with respect to #. This provides a structural interpretation to
the relatively small factor loading in the choice equation for h in the sequential choice model.?”

In the ¢t = 2 (nodes h, c,n) equations, the estimates are similar to those in the sequential threshold
model, except for the factor loadings. According to the alternative-specific intercepts of the flow utility
in each period-2 node, average individuals in period 2 prefer h if they chose h in period 1, prefer c if
they chose ¢ in period 1, and prefer h if they chose n in period 1. By contrast, the factor loadings, which
are more positive for ¢ than the other alternatives in all period-2 nodes, indicate that high-6 individuals
in period 2 tend to prefer ¢ regardless of their choice in period 1.%° Note also that the period-2 utilities
form part of the perceived continuation values in period 1, which drives period-1 choice. For example,
for high-6# individuals, choosing h at ¢ = 1 may be attractive because it opens up the option to choose
their strongly preferred ¢ in period 2 (accounting for uncertainty in preference shocks).

The terminal value scaling factor x has a point estimate of 3.527 and is significant at the 1-percent
level. This suggests that individuals incorporate the expected future outcomes as part of the information
set and act upon it. Specifically, they are more likely to choose an option that yields better expected

outcomes, keeping preferences fixed.6!

5.2 Counterfactual policy experiment

One important policy debate about Head Start is the desirability of two-year enrolment versus one-
year enrolment. While this depends on the specific criteria being evaluated, in Section 4 we presented
some results based on the technological returns of various program sequences. In this section, we use
the structural model to perform a hypothetical policy experiment, which restricts all treatment-group
individuals to at most one period of HS only, while still allowing them to decide when to enrol in HS.

We examine the effects of this policy on program choice in periods 1 and 2, the associated outcomes,

59 Appendix Figure A3 can be easily modified to show the flow utility and continuation values of h for individuals in
the control group. The experimental offer Z only affects the flow utility of HS at ¢ = 1 (and does not affect the perceived
continuation value).

50That is, individuals with different 6 are subject to different degrees of “state dependence” in preferences. Hence per-
turbing initial childcare choice can have different consequences for subsequent choice among different types of individuals.

51To interpret its magnitude, consider an example of an individual in period 2 who chose home care in period 1.
The expected outcome is 2.983 + 1.1696 if she chooses other center care (“nc” in Table 4), versus 2.955 + 1.5116 if
she chooses home care (“nn”). This difference in expected outcomes is equivalent to a difference in period-2 utility of
3.527 x [(2.983 — 2.955) + (1.169 — 1.511)0] = 0.099 — 1.2060 between ¢ and n, implying that high-0 individuals are
incentivized to choose n over ¢ due to higher expected outcome of (n,n) relative to (n,c).
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and utility.

Table 9 reports the results, which are based on 30 simulated paths per treatment-group individual
under the baseline and counterfactual scenarios and keeping the realization of shocks identical across
scenarios. Relative to the no-restriction baseline scenario (Column 1), the policy (Column 2) reduces
period-1 HS enrolment by 32ppt (down from 85.2%), the majority of which switch to home care
(+23.2ppt) and the rest to other center care (+8.8ppt). This suggests that many individuals move
away from HS in period-1 preemptively, even though they are not impacted by the restriction directly.
In period 2, the policy reduces HS enrolment by 48.7ppt (down from 68.5%), half of which switch to
home care (+24.0ppt) and the other half to other center care (+24.7ppt). The effect is larger in period
2 because some individuals have become ineligible for HS.

Overall, in terms of program sequence, the elimination of the (h, h) path (from 62.2% to 0%) results
in the largest shift to (h,n) (+17.8ppt) followed by (h,c¢) (+12.5ppt). The shifts to (n,h) (+10.5ppt)
and (¢, h) (+3.0ppt) are considerable and reflect the tendency to “bank up” HS eligibility for possible
enrolment in period 2 (note: the period-2 utility shocks are not yet realized in period 1). There are
also shifts to (n,c) (+7.0ppt), (n,n) (+5.7ppt) and (¢, ¢) (+5.2ppt), which involve no HS enrolment at
all. This is driven by forward-looking behavior under uncertainty — while the individual “banks up”
HS eligibility in period 1, it ends up not being used due to particular realizations of period-2 utility
shocks.52

The policy reduces the average outcome by 0.5 points (from 3.005 to 3.000, Columns 4 and 5),
but increases the standard deviation of outcome by 1.9 points (from 0.379 to 0.398). The outcomes
by program sequence reveal the complexity of selection and program effects. While the policy moves
individuals from the (h, h) path, which have lower average outcomes (see also Table 4), to other program
sequences, some paths such as (h, ¢) experience minimal changes in average outcomes, while others such
as (h,n) experience large reductions in average outcomes.

To gauge the importance of forward-looking behavior, we also consider the case where individuals

52In Appendix Table A2, we show that while the policy reduces the sum of present discounted ex-post utility (-0.56),
it increases the period-1 utility slightly (+0.05) because the (h, k) path, which yields more utility in period 2 than 1 due
to state dependence in the preference for h (see Table 8), is no longer feasible. In present-discounted terms, the policy
reduces period-2 utility the most (-0.59) and reduces the terminal value marginally (-0.02)(includes scaling factor ). We
also show that, when individuals can only reoptimize at ¢ = 2 (see discussions below), the sum of present discounted
ex-post utility reduces by a larger amount (-0.67) due to the inability to smooth out the impact of the policy across
t=1,2.
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are assumed to not know about the enrolment limit policy at ¢ = 1, and can only reoptimize at
t = 2 when knowledge of the policy becomes part of the information set (Column 3). There is no
pre-emptive response at ¢t = 1: individuals switch program choice at ¢ = 2 only, and the elimination of
the (h, h) path results in shifts to (h,c) (+30.6ppt) and (h,n) (+31.6ppt) exclusively. Relative to the
full-response scenario, the policy yields less adverse outcomes in that the average outcome increases by
1.0 point (from 3.005 to 3.015, Column 6) and the standard deviation of outcome increases by 1.3 points
(from 0.379 to 0.392). Note that this positive effect must stem from improvements in the outcomes of
individuals who shifted from (h,h) to (h,c) and/or (h,n); if there was only a compositional change,
the effect on average outcomes would have been zero.

Figure 4 reports the distributional effect of the HS enrolment limit policy on outcomes. Individuals
with low factor 0, especially those at the bottom 20 percentiles, perform substantially worse (-5.5 points
among the bottom 5 percentiles of #) while those with high € perform better (4+3.1 points among the top
5 percentiles of §). In Appendix Figure A4, we report the distributional effect separately for individuals
whose HS center quality hsg; (measured at random assignment) is at the highest quartile and lowest
quartile, respectively. The policy tends to worsen outcomes of individuals with high HS quality (up
to -7.3 points) and improve outcomes of individuals with low HS quality (up to +4.2 points). This
highlights the importance of HS quality. As a comparison, we also report the case where individuals
can re-optimize at t = 2 only. The distributional effect is less extreme than the full-response scenario;
in particular, the effect is much less adverse among low-0 individuals. This is because, in the full-
response scenario, the pre-emptive switch from HS to other forms of care at ¢ = 1 tends to yield
disproportionately worse outcomes among low-6 individuals (see also heterogeneity in technological
returns in Figure 3).

To further examine the source of increased inequality in outcomes, we report the effects on program
choice separately for individuals whose 6 is at the highest and lowest 10 percentiles, respectively (details
are in Appendix Table A3). The pre-emptive response is much stronger among low-6 individuals; in
period 1 the policy reduces HS enrolment by 41.9ppt (down from 86.4%), the majority of which switch
to home care (+33.4ppt). Overall, low-6 individuals tend to switch from the (h, h) path to (n,*) paths,
all of which make their outcomes worse. High-6 individuals exhibit weaker pre-emptive responses and

they tend to switch from the (h,h) path to (h,c) or (h,n) paths, the latter of which makes their
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outcomes better. In addition, some high-0 individuals switch from the (h,h) path to (n,*) paths, all
of which make their outcomes better. These results resonate with our discussion in Section 4 that
policy makers should engage low-6 individuals with multiple periods of center-based care and high-6

individuals with at least one period of home care.

6 Conclusion

This paper provides a comprehensive evaluation of the Head Start program, the largest preschool
education program for disadvantaged children in the United States. Using the HSIS experimental
data, we analyzed the causal effects of sequential childcare program participation when individuals face
multiple childcare options in multiple periods. Our empirically-motivated threshold model accounts
for selection into different modes of childcare use over time, for both the experimental treatment group
and control group. Combining the sequential threshold model with outcomes, we estimated the model
by exploiting the randomization of HS offer as a key source of identification and imposing a factor
structure on the unobservables in characterizing the joint distribution of choices and outcomes.

We computed easily interpretable program returns from the estimated model. Relative to the
estimated returns to HS that are available in the literature, our returns are defined on age-specific HS
participation and use a specific alternative sequence of childcare use as benchmark comparison. For
instance, our estimates of partial returns of HS indicate that, relative to using home care at both age 3
and age 4, one year of HS at either age 3 or age 4 (while fixing the rest of the program sequences to home
care) raises the average test score at the end of the pre-school period by 0.15 sd and 0.10 sd, respectively.
Two years of HS participation also improves children’s average cognitive outcomes relative to home care
at both ages, but the improvement is not as high as the combined partial returns to HS at age 3 and age
4. This is because a second year of HS participation lowers the return to HS in the first year, suggesting
that returns to a single program spanning multiple periods are not necessarily linearly additive and
separable across periods. In addition, we showed that there are interesting but nontrivial interactions
between multiple programs in the context of sequential participation. For instance, compared with two
years of HS, we found that children can achieve an even better average outcome if they are assigned
to HS at age 3 followed by other center care at age 4. However, this does not necessarily imply that

a combination of HS and other center care always yields better outcomes. Reversing the sequence —
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other center care at age 3 followed by HS at age 4 — instead generates a very low average return.

We also demonstrated that the baseline ability of children matters significantly for program returns
and policy. The partial return of HS at age 3, unlike other partial returns, is consistently positive
for children with low and high baseline ability. The within- and between-program cross returns are
positive or close to zero for children with low baseline ability, but are negative for children with high
baseline ability. In order to improve overall cognitive outcomes, our estimates of program returns
suggest that policy makers should engage low-ability individuals with two years of center-based care
and high-ability individuals with at least one year of home care. One central question then is how
to redesign HS to induce more individuals of heterogenous ability to choose their “socially desirable”
program sequence. We analyzed a counterfactual policy reform which had not been considered before
but deemed as an important unanswered question in the HSIS evaluation report: limiting the maximum
duration of participation in HS to one year only (but keeping open the option to enrol at age 3 or 4).
Using a dynamic structural model that involves a forward-looking agent who knows the imposed time
limit from the beginning, we examined the effects of the policy on childcare choices and the associated
outcomes. The policy reduces the average outcome by 0.5 points (-0.013 sd) but increases the standard
deviation of outcome by 1.9 points (40.05 sd), which is partly driven by pre-emptive responses at age
3 to “bank up” HS eligibility for possible enrolment at age 4. By way of comparison, had the policy
not been known to individuals until age 4, which rules out pre-emptive responses, the policy yields
less adverse outcomes in that the average outcome increases by 1.0 point (40.026 sd). These results
highlight the importance of the specification of information set and modeling forward-looking behavior,
which is a strength of the dynamic structural model over the sequential threshold model considered in
the first part of the paper.

Our modeling framework can be applied to other contexts, especially in the analysis of RCTs that
rely on “encouragement design” (e.g., Duflo, 2001), where the randomization is based on providing
access to or offer of a particular program. Similar to HS, in this type of experiments the duration of
program participation may be endogenous, and participation in one program may affect decisions to
participate in other programs in subsequent periods. Therefore, the experimental-oriented parameters
may be hard to interpret and become less relevant for policy in the presence of multiple outside options

and dynamic selection. In on-going work, Dalla-Zuanna and Liu (2019) apply the sequential choice
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framework developed in this paper to analyze the cross returns between different training programs.
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Table 1: Proportion of Children in Different Childcare Programs

Program Sequence

Proportion (%)

t=1 t=2 Z =0 Z =1

Head Start (h) 10.7  74.3 620 72.9
Head Start (h) Other Center Care (¢) 2.7 188 181 21.3
Home Care (n) 1.0 6.9 5.0 5.9

Total (h) 14.4% 85.1%
Head Start (h) 93 376 1.2 219
Other Center Care (¢) Other Center Care (¢) 13.9  56.1 3.7 688
Home Care (n) 1.6 6.4 0.5 9.4

Total (c) 24.8% 5.4%
Head Start (h) 302  49.8 3.0 51.2
Home Care (n) Other Center Care (¢) 18.6 30.7 2.8  29.5
Home Care (n) 11.9 196 3.7 39.3

Total (n) 60.7% 9.5%

Notes : This table reports the percentages of children selecting different combinations of childcare programs, separately
for the control (Z = 0) and for the treatment group (Z = 1). Numbers in italic show the proportions selecting the program
at t = 2 (age 4) conditional on the choice made at t = 1 (age 3). “Total (e)” rows show the overall proportion making

each choice at t =1 (i.e., the sum of the three rows above).

Table 2: Experimental Impact of Head Start: Reduced Form Estimates

(1) (2)

(3) (4)

Z 0.025 0.015 0.033** -0.009
(0.018) (0.040) (0.015) (0.032)
Z xC 0.066 0.100%**
(0.043) (0.035)

Z x HS -0.010 0.027
(0.039) (0.032)

Controls NO NO YES YES
Constant 2.983%F** 9. 9R3*F** 2 QrKHE 9 QRIHH*
(0.015) (0.015) (0.047) (0.047)

Observations 1,876 1,876 1,876 1,876

R-squared 0.001 0.005 0.359 0.363

Notes : Z = 1 if the child is assigned to the treatment group, C = 1 if the child is in other center care at ¢t = 2,
HS =1 if the child is in HS at ¢ = 2. Each column is from a separate regression of the outcome variable (PPVT score
at the end of age-4 year) on a dummy variable for having been randomly assigned to HS (columns (1) and (3)) and its
interaction with dummy variables for the different childcare use at ¢ = 2 (columns (2) and (4)).
include additional controls to the regression. We include controls for household size, number of siblings, dummies for
whether the child is female, black, hispanic, use English as home language, living in urban area, living with both parents,
in need of special education, child of a teen mother, child of a mother who never married or is separated, child of a mother
with high school or more than high school. Standard errors are in parentheses. Significance level (t-test for the parameter

being 0): *** 1%, ** 5%, * 10%
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Table 3: Estimates of the Parameters of the Choice Equations from the Sequential Threshold Model

Decision Node (j) | Covariate Perceived Value
Head Start (U[JL-) Other center care (Uy;)
o(t=1) Intercept -0.604 (0.169) *** -1.131  (0.267) <*
Factor 6 0.011  (0.285) 1.008  (0.444) **
z 1.914  (0.171) %
0 x 7 0.114  (0.358)
hsq L0197 (0.055) ***
trp L0.149  (0.052)
hsq X Z 0.320 (0.069) ***
trp xZ 0.154 (0.071) **
h (t = 2) Intercept 1.538  (0.079) *** 0.337 (0.166) **
Factor 0 -0.376  (0.338) 0.359  (0.526)
hsq 0.009 (0.045) **
trp 0.019  (0.043)
c(t=2) Intercept 1.518 (0.290) *** 1.878 (0.322) ***
Factor 6 -2.071  (1.075) * -1.081 (1.156)
hsq 0.118 (0.097)
trp 0.216 (0.113) *
n(t=2) Intercept 0.609 (0.123) *** -0.065  (0.146)
Factor 0 0.192  (0.329) -0.034  (0.565)
hsq 0.050 (0.048)
trp 0.081  (0.056)
Other utility
parameters: oye 2.037 (0.401) o
Phe 0.718  (0.166) ***

Notes : N=1876. Log-likelihood = -3827.97. Trp: HS transport availability. Hsq: HS center quality. The model uses
PPVT score at the end of age-4 year as the outcome. Standard errors are in parentheses. Significance level (t-test for
testing if each parameter=0): *** 1%, ** 5%, *10%.
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Table 4: Estimates of the Parameters of the Potential Outcome and Measurement Equations from the
Sequential Threshold Model

Covariate
Intercept Factor 0 HS quality
Potential outcome by
program sequence:
h,h 3.003 (0.014) <** 1.134  (0.094) *** 0.025 (0.012) **
h,c 3.028 (0.024) Hx 0.981 (0.113) *** -0.002  (0.026)
h,n 3.017 (0.050) HF** 1.457 (0.188) *** -0.011  (0.043)
c,h 2.947 (0.045) fHE 1.032  (0.191) *** 0.009  (0.046)
c,c 2.994 (0.030) F* 0.951 (0.127) H**
c,n 2.955 (0.146) fF* 1.380 (0.376) ***
n,h 2.996 (0.024) Cfek 1.323  (0.120) *** 0.015  (0.018)
n,c 2.983 (0.030) FH* 1.169 (0.123) ***
n,n 2.955 (0.036) *** 1.511 (0.139) ***
Baseline measurement:
PPVT 2.296 (0.009) CtH* 1.000 -
WIJIIL 3.375 (0.005) *** 0.080 (0.024) *x*
Standard deviations:
Factor 6 0.256 (0.012) ***
Baseline PPVT error 0.266 (0.010) ***
Baseline WJIII error 0.208 (0.004) ok
Outcome error 0.237 (0.013) <**

Notes : N=1876. Log-likelihood = -3827.97. The model uses PPVT at the end of age-4 year as the outcome. The
parameters of the outcome equation differ depending on the program sequence (see equation 7). The program sequence
is reported in the first column. h is for HS, ¢ is for other center care, n is for home care. The first letter refers to the
program at ¢t = 1, the second to the program at ¢ = 2 (for instance, h, h denotes HS both at ¢ = 1 and at ¢ = 2). The
parameters for the baseline measurement differ depending on which measurement is taken into account (either PPVT or

WIIII, see equation 8). Standard errors are in parentheses. Significance level (t-test for testing if each parameter=0):
KO HE 507 1%,
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Table 5: Goodness of Fit of the Sequential Threshold Model

Proportions Outcome
Program ¢t = 2

h c n h c n

Program ¢t =1 Control Group Control Group
Simulation h 104 2.9 0.9 2.94 3.03 3.07
Data h 10.7 2.7 1.0 2.90 3.03 38.25
Simulation c 89 148 1.6 292 3.07 3.24
Data c 9.3 139 1.6 2.91 3.05 38.25
Simulation n 27.8 184 14.2 299 295 291
Data n 30.2 18.6 11.9 3.01 2.95 2.94
Treatment Group Treatment Group
Simulation h 62.2 179 5.0 298 3.07 3.09
Data h 62.0 18.1 5.0 2.99 3.07 38.04
Simulation c 1.7 3.1 0.4 2.95 3.08 3.33
Data c 1.2 8.7 0.5 3.04 310 38.34
Simulation n 4.4 2.9 24 299 295 294
Data n 3.0 2.8 3.7 2.98 2.99 2.89

Notes : Numbers in italics are the population equivalents (computed directly from the data). Each cell shows the
proportion or the average outcome (PPVT score at the end of age-4 year) for the group of children who at ¢ = 1 enrol in
the program reported in the second column and at ¢ = 2 enrol in the program reported in the second row, separately for
the treatment and for the control group. h is HS, ¢ is other center care, n is home care.

Table 6: Within- and Between-Program Cross Returns

Program at ¢ = 2
Program at ¢t =1 Head Start (h) Other Center Care (c)

Head Start (h) | (Y] = ¥7™") — (Y{m — vy | (Ve = ) — (v)m =y

Other Center Care (c) | (Y — ¥7*) — (Y™ = Y7™) | (Y = Y7™) — (¥ = ¥7™)
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Table 7: Proportion, Mean of the Unobserved Factor and Returns for each Compliance Group

Do Dl Compliance Proportion 0 Return  Population Return
‘ ‘ Type CP-Type (1) (2) (3) (4)
(hyh)  (h,h) AT 10.45 -0.05 0 0
(h,e) (hy,) AT 3.07 0.01 0 0
(hn) (h,n) AT 0.90 0.01 0 0
(c,h)  (hh) c-CP 1 4.97 -0.04  0.056 0.056
(¢,h)  (hye) c-CP 2 1.39 0.01 0.080 0.081
(¢,h) (hmn) c-CP 2 0.42 0.02  0.075 0.070
(¢,h)  (c,h) NT 1.77 0.00 0 0
(c,e)  (h,h) c-CP 2 8.32 0.06  0.021 0.009
(ce)  (hye) c-CP 1 2.48 0.10  0.037 0.034
(c,c) (h,n) c-CP 2 0.74 0.12 0.084 0.045
(c,e)  (c,0) NT 3.12 0.10 0 0
(cn)  (hh) c-CP 2 0.93 0.19  0.005 0.048
(¢n)  (hye) c-CP 2 0.31 0.24  -0.021 0.073
(cm)  (hm) c-CP 1 0.07 0.25  0.079 0.062
(cn)  (c,m) NT 0.38 0.26 0 0
(n,h)  (hh) n-CP 1 17.32 -0.02  0.012 0.007
(n,h)  (hye) n-CP 2 4.94 0.04  0.017 0.032
(n,h)  (hn) n-CP 2 1.26 0.06  0.029 0.021
(n,h)  (n,h) NT 4.43 0.00 0 0
(n,c)  (hh) n-CP 2 11.42 -0.03  0.025 0.020
(n,c) (hy,) n-CP 1 3.13 0.02  0.042 0.045
(n,c) (hn) n-CP 2 0.95 0.02  0.041 0.034
(n,c) (n,c) NT 2.94 -0.02 0 0
(nn)  (hh) n-CP 2 8.76 -0.04  0.067 0.048
(nn)  (hy) n-CP 2 2.55 0.02  0.062 0.073
(nn)  (hyn) n-CP 1 0.65 -0.02  0.064 0.062
(nn)  (n,n) NT 2.33 -0.02 0 0
Total AT 14.42 -0.03 0
NT 14.98 0.02 0
c-CP 1 7.52 0.01 0.050
c-CP 2 12.11 0.06  0.031
n-CP 1 21.10 -0.01  0.018
n-CP 2 29.87 -0.01  0.040
CP overall 70.60 0.00  0.033

Notes : DY and D} refer to the potential program sequence without and with the HS offer, respectively. Columns
(1) and (2) report proportions and the average baseline ability (f) of each compliance group. Column (3) reports the
average return (in terms of PPVT score at the end of age-4 year) to program sequence D; relative to DY within each
type of complier. Column (4) reports the difference in average potential outcome between program sequence D} and DY
in the population. See Section 4.2 for definitions of the compliance groups. The final row “CP Querall’ refers to all the
compliers from the HSIS experiment (who select h at ¢ = 1 if there is an offer and either ¢ or n at ¢ = 1 if there is no
offer). Column (3) in this row is the average return for all the compliers and hence corresponds to the LATE, which can
also be computed dividing the reduced-form estimate in Table 2 by the proportion of compliers.
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Table 8: Estimates of the Parameters of the Utility Function from the Structural Model

Decision Node () Flow Utility
Covariate Head Start (ufj) Other center care (uf;)
o(t=1) Tntercept 1.601 (0.229) *FF 2232 (0.511) *FF
Factor 0 0.457 (0.455) 2.777  (0.730)
Z 1.088 (0.160) ***
0 x 7 0.193  (0.362)
trp -0.165 (0.064) **
trp x Z 0.173  (0.070) **
hsq x (1-Z) | -0.249 (0.057) ***
h(t=2) Intercept 1564  (0.104) ** 0316 (0.156) **
Factor 0 0.703  (0.451) 2.002  (0.689) ***
trp 0.019 (0.043)
c(t=2) Intercept 1390 (0.312) ***  1.620 (0.340) ***
Factor 6 -0.744  (0.735) 0.427 (0.911)
trp 0.165 (0.087) *
n(t=2) Intercept 0.401 (0.161) ** 0.151  (0.141)
Factor 6 0.890 (0.367) ** 1115 (0.614) *
trp 0.072  (0.056)
Other utility
parameters:
Gy 1.843  (0.456) **
Phe 0.615 (0.190) ***
K 3.527  (1.174)

Notes : N=1876. Log-likelihood = -3834.25. trp: HS transport availability. hsq: HS center quality. The model uses
PPVT score at the end of age-4 year as the outcome, as in the baseline sequential threshold model. It fixes the following
estimates of parameters to that model: all parameters in the baseline measurement equations (aM (2 parameters), M
(1), 0. (2)); factor sd (g (1)); all parameters in the terminal value / outcome equation (af’ (9), BE (5), ¥R (9), o< (1)).
Standard errors are in parentheses. Significance level (t-test for testing if each parameter=0): *** 1%, ** 5%, *10%.
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Table 9: Effects of Limiting Head Start Enrolment to One Period Only

Program choice (%) Average outcome
Baseline Counterfactual Baseline Counterfactual
Full resp. Partial resp. Full resp. Partial resp.
(1) (2) (3) (4) (5) (6)
Choices (t=1):
h 85.2 -32.0 0.0
c 5.3 +8.8 0.0
n 9.6 +23.2 0.0
Choices (t=2):
h 68.5 -48.7 -62.2
c 24.0 +24.7 +30.6
n 7.5 +24.0 +31.6
Program sequence:
h,h 62.2 -62.2 -62.2 2.98 - -
h,c 18.0 +12.5 +30.6 3.07 -0.01 -0.03
h,n 4.9 +17.8 +31.6 3.10 -0.06 -0.09
¢, h 1.8 +3.0 0.0 2.96 -0.04 0.00
¢, c 3.1 +5.2 0.0 3.07 -0.03 0.00
c,n 0.4 +0.6 0.0 3.37 -0.12 0.00
n,h 4.5 +10.5 0.0 2.99 -0.04 0.00
n,c 2.9 +7.0 0.0 2.94 -0.02 0.00
n,n 2.2 +5.7 0.0 2.92 -0.05 0.00
Overall mean 3.005 3.000 3.015
Overall s.d. 0.379 0.398 0.392

Notes : All scenarios are simulated from the structural model with 30 paths per treatment-group individual. The
“Baseline” columns show the proportion of the population making each choice and their average outcome under the
baseline scenario, i.e. when individuals are allowed to select two periods of HS. The “Counterfactual” columns report
the difference in the proportion of population selecting each childcare option and in the outcomes between the baseline
scenario and the counterfactuals: “Full resp.” (full response) allows individuals to select at most one period in HS and
assumes that they can reoptimize both at t = 1 and ¢ = 2; “Partial resp.” (partial response) assumes individuals at ¢t = 1
do not know about the HS enrolment limit, so they can reoptimize at ¢ = 2 only.
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Figure 1: The Sequential Decision Framework with Multiple Alternatives

(/CZDK@)
N e v

(h,h)(h,c)(h,n) (c,h)(c,c)c,n) (n,h)(n,c)(n,n)

Notes : (®) refers to a decision node. (3, ;') refers to the program sequence where program j € (h,c,n) is obtained at
period t = 1 and j' € (h,¢c,n) is obtained at period t = 2.

Figure 2: Average Partial, Joint and Cross Returns from Sequential Program Participation
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I Partial Return, t=1 [ ] Partial Return, t=2
o Sum of Partial Returns x Joint Returns

Notes : The outcome analyzed is the PPVT test score obtained at the end of age-4 year. Each bar represents the
joint and partial return of different program sequences. The first bar (HH) shows the return of receiving HS both at ¢t = 1
and at ¢ = 2. The second bar (HC) shows the return of receiving HS at ¢ = 1 and other center care at ¢ = 2. The third
bar (CH) shows the return of receiving other center care at ¢ = 1 and HS at ¢ = 2. The fourth bar (CC) shows the return
of receiving other center care in both periods. The cross returns corresponds to the difference between the joint return
and the sum of the partial returns. All these returns use two periods in home care as the baseline program sequence for
comparison (see Section 4.1 for the exact definition of partial, joint and cross-returns).
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Figure 3: Partial, Joint and Cross Returns from Sequential Program Participation, Different Values of

o

y = me BE = i
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Notes : The outcome analyzed is the PPVT test score obtained at the end of age-4 year. Within each panel, the
different bars represent the joint and partial returns of the same program sequence, but for different levels of baseline
ability 0 (“Part. Return” in label stands for “Partial Returns”). In particular, we report the returns for the 10th, the
25th, the 50th, the 75th and the 90th percentile of the 6 distribution. Panel (a) is the return for two periods in HS (HH),
panel (b) for one period in HS followed by other center care (HC), panel (c) for one period in other center care followed
by HS (CH) and panel (d) for two periods in other center care (CC).
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Figure 4: Effect of Limiting Head Start Enrolment to One Period Only for Different Values of
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Notes : The outcome analyzed is the PPVT test score obtained at the end of age-4 year. Each curve represents
deviations in outcomes from the baseline scenario in the treatment group, e.g., zero means no effect of the HS enrolment
limit on the outcome. On each curve, each marker represents one ventile of the distribution of 6 (i.e., baseline ability.
E.g. the leftmost marker represents individuals with the lowest 5 percentiles of #, the second leftmost marker represents
individuals between the 5-10 percentiles, and so on). All scenarios are simulated from the structural model with 30 paths
per treatment-group individual. “Full response”: allow individuals to reoptimize at t=1 and t=2. “Reoptimize at t=2
only”: assume individuals at t=1 do not know about the HS enrolment limit, so they can reoptimize at t=2 only.
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ONLINE APPENDIX

A Further Note on Identification

The section provides details of an identification argument without an exclusion variable in the choice
equation for c. We clarify that the cost is to impose a parametric distribution on v, and all other

results remain to hold. First, consider the (centered) measurement equations:

&’ =0; + el? (A.1)
e = ywig; 4 el (A.2)

Following Fruehwirth, Navarro, and Takahashi (2016), higher-order cross moments can be used to
identify v“/ (see also Bonhomme and Robin (2009)):

o If 0; is asymmetric: use E(()2e"7) = 4" E(03) and E((€¥7)2) = (v*9)2E(63) to identify
wj _ E((e7)?)
7T By
E(f (¢7)*) =3B(lP ;") E((¢7)?)
E((e7)3€]”) =3B (e} ) E((]")?)
where the sign of v/ is the same as that of E(el” e;Uj ) (see Fruehwirth, Navarro, and Takahashi

(2016), Appendix B3);

e If0; is symmetric and kurtotic (i.e., E(0}) # 3[E(6?)]?): obtain (y*7)? =

and then the distributions of 6;, e!” and e;”j are nonparametrically identified via Kotlarski (1967).3
As in the main text, let Z; be an exclusion variable in the choice equation for alternative h, and
fix Z; sufficiently small such that the choice model becomes a binary decision between ¢ and n. The

probability of choosing ¢ at node o given measurement e” is:

PT’(Kﬂ = C|€pr =1m, Zz = —OO) = PT‘(l/Jg + )\302- + I/ico < O|92 + €fp =m, Zl = —OO)

1 ) o — Ao(m —e pp(€
= o | P X aEp (A9

due to independence among v%,, €/ and Z;; where ferr(+) is the density of measurement €;”, and Fy (-)
and F_rr(-) are the CDF's of unobservables v¢, and ef P respectively. Assuming a parametric distribution
for FVE:(‘) (e.g., standard normal), 1S and ¢ are identified by varying m.6*

It is worth noting a special case where 6;, efp
%7 is not identified from equations (A.1) and (A.2) alone (see e.g., Reiersgl (1950)).9° However, by

supplementing the measurement equations with the choice equation for ¢ (again fixing Z; = —00), and

and e;”j are all normally distributed. In this case,

63By Kotlarski (1967), if X1, X2 and X3 are independent real-valued random variables, and Y1 = X7 — X2 and Y2 =
X1 — X3, then, if the characteristic function of (Y1, Y2) does not vanish, the joint distribution of (Y1, Y2) determines the
distributions of X1, X2 and X3 up to location. See Fruehwirth, Navarro, and Takahashi (2016) for details.

41f there is an exclusion variable for alternative ¢, then vg is nonparametrically identified.

951f 9; is normal but ?” and e!*’ are nonnormal, v*7 is still identified from equations (A.1) and (A.2) alone (Reiersgl
(1950)).
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assuming Fye (+) is standard normal, all parameters in this three-equation system (Y9, 02, 02, ngj,
¥<, \S) are identified.%6

B Robustness checks

We conduct a range of robustness checks to gauge the sensitivity of our conclusions to various mod-
eling and empirical specifications classified into five broad categories: (1) measurement, (2) factor

distribution, (3) choice equations, (4) outcome and (5) structural model.

B.1 Robustness to measurement system

We expand the measurement system by adding the baseline WJIII Letter-Word Identification test score
as the third measurement. The estimation results are reported in Tables A4 and A5. The estimated
choice equations are similar to those in the baseline model. In the outcome equations, the intercept
estimates are similar to those in the baseline model and the standard errors are about 10 percent smaller
(a“™ becomes larger but it remains imprecisely estimated). While the factor loadings become about 15
percent smaller, their relative magnitudes remain similar to those in the baseline model. The standard
deviation of factor # becomes 5 percent larger. The stability of these results is noteworthy given
the non-trivial change in the measurement system: the loading on the baseline WJIII pre-academic
score doubles in size (0.168; a signal-to-noise ratio of 4.3%), while the loading on the baseline WJIII
Letter-Word Identification score is 0.40 (a signal-to-noise ratio of 23.3%).

B.2 Robustness to factor distribution

We relax the factor distribution used in estimation by modelling it as a mixture normal distribution
instead. The estimation results are reported in Tables A6 and A7. The second mixture has a prob-
ability weight of 0.075 (se=0.052) with a mean of 0.293 (se=0.238) and standard deviation of 0.264
(se=0.14). The first mixture has a probability weight of 0.925 with a mean of -0.024 (implied by the
zero-mean normalization of the factor distribution) and standard deviation of 0.248 (se=0.018). The
implied standard deviation of the mixture normal distribution is 0.263, which is 2.7% larger than that
in the baseline model. Although the likelihood ratio test rejects the normal factor model at the 10%
significance level (p-value=0.063),5" simulations suggest that the overall shape of the mixture distri-
bution is visually very similar to a normal distribution except for a slightly thicker right tail. The
other estimated parameters in the model remain similar to those in the baseline model, except for two

differences. First, the sd of the idiosyncratic shock for alternative ¢ (o,¢) and the correlation coefficient

56The same intuition as in Section 3.1 applies. For example, first concentrate out the following parameters using second
wj Co'u(efp,erfj) . 2 o pp 2. 2 o wj (Cov(efp,c;”j))z .
= ——52 oo = Var(e]”) — 0g; opw; = Var(e?) — ———53~——. Then, use equation (A.3)
evaluated at multiple values of €/”, which captures the comovement of e/” and the tendency to choose ¢, to concentrate
out ¥¢, X as functions of . Finally, use Pr(K;; = c|e§”j =m,Z; = —00), which is a function of v*9 ¢S, XS, Uzw]-, to
solve for oj.
STLR = 2 x (—3824.32 — (—3827.97)) = 7.3 ~ x?(3) under the null hypothesis that all the parameters in the second

mixture are zero.

moments: 7y pe
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of alternative-specific idiosyncratic shocks (pp.) become larger (0.967). Second, the outcome and choice

parameters related to program sequence (c,n) have changed in the direction of stronger selection into
(cn).%

B.3 Robustness to choice equation specification

The choice equations in the sequential threshold model are approximations to the perceived value of
each alternative. For forward-looking individuals, these perceived values are a combination of utility
flow and perceived continuation value; even if the flow is linear in parameters, the perceived continuation
value may be nonlinear in parameters due to incorporation of uncertainty of future payoffs (see Section
5 and Appendix Section D.1). To assess this threat of functional form misspecification, we specify
a quadratic function of factor 6 in the period-1 choice equations for A and ¢ to allow for nonlinear
selection by 0.9 The estimation results are reported in Tables A8 and A9. The quadratic coefficients
are 0.265 (se=0.77) and -0.035 (se=1.455) in the choice equations for h and ¢, respectively, and they
are not jointly statistically significant according to the likelihood-ratio test (p-value=0.7). The other
estimated parameters in the model remain similar to those in the baseline model, except that (as in
the case of the mixture normal model above) the outcome and choice parameters related to program

sequence (c,n) have changed in the direction of stronger selection into (c,n).

B.4 Robustness to outcome definition

First, we follow Kline and Walters (2016) and use the simple average of the PPVT score and WJIII
pre-academic skills score as the outcome variable.”® Although taking the average may not be ideal, it
has the advantage that the outcome reflects information from multiple sources covering a broader set
of skills. The Peabody Picture Vocabulary Test (PPVT; Third Edition) aims at measuring the child’s
listening comprehension for the spoken words in standard English. Children are provided with several
pictures and asked to identify the one which best represents the word orally presented (a Spanish
version - Test de Vocabulario en Imagenes Peabody, TVIP - is used for Spanish speaking children).
The Woodcock-Johnson III Tests of Achievement used in our estimates, instead, is a combination of
the results on three different tests, two of which measure the pre-reading ability of a child, while the
third is a test of the mathematical abilities of the child.”

58Specifically, &“™ becomes smaller but 4™ becomes larger; the intercepts of the period-2 choice equations for h and ¢ at
node ¢ become more positive and the factor loadings in both equations become more negative. Note that a low proportion
of individuals choose sequence (c,n) in the data.

%9 As discussed in Section 5, the period-2 value function Vi2(.) can be expressed as a linear function of @, therefore we
focus on the threat of misspecification at ¢t = 1.

""We do not use standardized scores like they do. Our PPVT and WJIII scores at the end of age-4 year are defined in
the same manner as the baseline PPVT and WJIII scores used in the measurement equations.

"Specifically, the two tests for pre-reading skills are the Letter-Word Identification test and the Spelling test. The
Letter-Word Identification test measures the child’s ability to recognize letters and words, while the Spelling test measures
children’s ability to copy letters and, as the items progress in difficulty, to write different letters. The math test is the
Applied Problems test, where a problem is orally described to the child and she must recognize which procedure to follow
and then count or perform some calculation.
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The estimation results are reported in Tables A10 and A11. The estimated choice equations are
similar to those in the baseline model. Notably, the outcome equations become more precisely estimated
— standard errors are one-third smaller on average.”? The standard deviation of the outcome error is
also one-third smaller. In the measurement system, the loading on the baseline WJIII pre-academic
score doubles in size (0.159; a signal-to-noise ratio of 3.4%) but, interestingly, it is still rather small
given that the outcome gives equal weights to PPVT and WJIII scores. This suggests that the latent
ability captured by the factor 6 remains most relevant to the skills embedded in PPVT.

Note that while both tests measure cognitive skills, they have different roles in education theory.
For example, reading comprehension as a high-level skill is widely viewed as a function of language
comprehension and word recognition/decoding (e.g., Gough and Tunmer, 1986). The Letter-Word
Identification and Spelling tests in WJIII pre-academic skills measure word recognition/decoding. The
PPVT is involved with language development and lexical knowledge more closely related to language
comprehension — it is conceivable that such knowledge, which may be gained at early stages via extensive
interactions with the mother, lays the foundation for development in word recognition/decoding, which
is a skill that is more likely to be acquired in more formal learning environments.”

With this in mind, we turn to Figures A5 and A6 which report the partial, joint and cross returns
from various program sequences. At the population average, the returns are more positive than those
in the baseline model, but the key patterns remain qualitatively similar (see Section 4.1) with the
exception that CC no longer exhibits positive within-program cross return. Regarding heterogeneity of
returns by 6, we find two main differences: (1) the partial return of HS at age 3 is increasing in 6, and
(2) the partial return of other center care at age 4 remains positive for all § (but still declines by ).
These differences are consistent with the notion that WJIII measures a higher-level skill that can be
picked up more easily by children with high baseline ability via formal care. Yet the other patterns and
the key message remain the same: a policy maker should engage low-ability children with two years of

formal care and high-ability children with one year of home care.

B.5 Robustness to structural model specification

To facilitate comparison with the sequential threshold model, the baseline structural model fixes the
values of all technological coefficients to the sequential threshold model and estimates the rest of the
parameters. While the quadratic-factor sensitivity analysis above provides credibility to the estimated
technological coefficients from the sequential threshold model, we estimate the “full” structural model
including all 30 technological coefficients, which results in a total of 57 parameters to be estimated. The
estimation results are reported in Tables A12 and A13. The estimated technological coefficients are
very similar to those in the sequential threshold model and they are estimated with similar precision.

The terminal scaling factor x becomes larger (7.851) and less precisely estimated (se=4.035), and it is

"The intercepts become 10 percent larger (WJIII scores are higher than PPVT scores, although they are not compa-
rable) while the loadings become 20 percent smaller.

"This is consistent with the different modes of suggested educational interventions, e.g., “explicit, systematic phonics
instruction” for enhancing decoding and “creating a language- and experience-rich environment” for enhancing language
development and lexical knowledge (see Wendling, Schrank, and Schmitt, 2007).
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statistically significant at the 10% level. The key message remains the same: individuals incorporate
the expected future outcomes as part of the information set and act upon it by choosing an option
that yields better expected outcomes, keeping preferences fixed. Yet the large point estimate of x has
quantitative implications for coefficients in the choice equations. The factor loadings in the utility flow
become imprecisely estimated; this is because the large xk magnifies the perceived continuation values
by 6, which now dominate the choice decisions. In summary, by fixing the technological coefficients
to those in the sequential threshold model, we can achieve higher efficiency in the estimation of the
structural model, the main task of which is to decompose the overall perceived value into utility flow
and perceived continuation value. The sequential threshold model is useful for structural estimation,

and both approaches cross-validate and complement each other.

C Relation to LATE

Let Yf denote individual ¢’s potential outcome under program sequence d?, i.e., the potential sequence
she chooses with experimental offer Z; = z € {0,1}. Exploiting the initial random assignment as an

instrument, the IV estimate can be written using a Wald estimator:

E[Yi|Zi =1] - E[Y;|Z: = 0]

LATE =
El(K;1 =h)|Z; =1] — E[1(K;1 = h)|Z; = 0]

= E |V V" |KY #h Kl =h|, (C1)

where 1(K; 1 = h) is an indicator function which takes the value of 1 if the individual i’s observed choice
in the first period is HS and 0 otherwise. Kil,l and K?,l denote her potential choices at ¢ = 1 with
and without the HS offer, respectively. The IV estimate identifies the LATE, giving the average effect
of HS participation for compliers who would choose HS at ¢ = 1 only if assigned to the experimental
treatment group (Imbens and Angrist, 1994).

With multiple alternatives, it is well known that the LATE is the weighted sum of return to HS for
compliers drawn from different margins: those drawn into HS from home care and those drawn into HS
from other center care (in the terminology of Section 4.2.1 the first group consists of n-compliers and
the second group consists of c—compliers).74 Consider the case where individuals choose their childcare
type at t = 1 only. Following Kline and Walters (2016), we can decompose the LATE into a weighted
average of treatment effects for different groups of compliers, each of which measures the effect of HS

for compliers drawn from a specific counterfactual alternative:

Tn

LATE =

h n|g0  _ 1 _ Te h cl0 1 _
E[Yz -Y; |Ki,1 =n, Km = h] + E[Yz —Y; ‘Ki,l = Km = h]~ (C.2)
TCcpP TCcP
n-compliers returns c-compliers returns

where sz is the potential outcome for individual ¢ when assigned to childcare type k at t = 1 (irrespec-
tive of the assignment at ¢ = 2). The weights are given by the relative proportion of children induced

Tn

—Zn-is the proportion of compliers drawn from
P

into HS from each specific counterfactual alternative:

"See, for example, Heckman and Urzua (2010) and Kline and Walters (2016).
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home care and Tr’;—“'P is the proportion of compliers drawn from other center care.

As we discussed in Section 4.2.1, the n-compliers and c-compliers can each be further divided into 9
subgroups depending on the potential choices made at t = 2 with and without the HS offer. Extending
the decomposition in Equation C.2 to multiple periods, we show that the average return for n-compliers
and the average return for c-compliers can each be further decomposed into a weighted average of the

returns for 9 different subgroups, leading to following decomposition result:

_ T o [dt v 0 _ 0 oyl 1] 0,4
LATE_ZZEE [YZ— —Y&®|DY = d°, D! _d} -3y T A
ar o at do (C.3)

vV d° € {(c,h),(c,c),(c,n), (n,h), (n,c), (n,n)}, d* € {(h,h),(h,c),(h,n)}

where Ago g1 is the average treatment effect for a particular type of complier (those who choose program
sequence d° when the instrument is turned off and choose d' when the instrument is turned on), mcp
is the overall fraction of compliers and mgo 41 is the population proportion of the subgroup selecting d’

when in the control group and d! when treated.

D Computational and estimation procedures

D.1 Computation of the expected value function

For node j € J = {o,h,c,n}, let ﬂfj denote the alternative-specific utility flow, exclusive of the
preference shock, for alternative k € {h,c,n}: E?J = 1%1 + fj(Zi,Xi,eqj) + 5\?91'; ug; = &Jc + 5\591-;
ﬂfj = 0. Now consider the decision problem at ¢ = 2 for an individual having chosen K;; = k1 € {h,¢,n}
at t = 1 and is at node k; € {h,c,n} (e.g., ky = h if and only if k; = h). Conditional on the state
variables K;i(= k1), X;, 0;, the probabilities for program choice at t = 2, K;3, are (suppress X; and 6;
for notational simplicity):

Pr(Kip = h|Ki = ki) = Pr(pj, — v, > (4§, —uj,) + (Y e = Vi ™);

K2

Pl > =i, + RV = VK = k] (D-1)
Pr(Kpp = oKy = ki) = Pr{ig, — v, > (@, — ) + sV " = V)

P, >~ + RV = V50 K = k] (D-2)
Pr(K; =n|Kin = k1) = 1 — Pr(Kis = h|Ki = k1) — Pr(Ki = ¢|Ki = k1) (D.3)

which are computed by the Geweke-Hajivassiliou-Keane (GHK) simulator (Keane, 1994). For each
k1 € {h,c,n}, we then compute the expected value function E;Vja(-), which is a probability-weighted

63



average of the value of each future path:

E\Vip (K = kl;ﬁﬁlvﬁfkl)
Z Pr(K;s = ko|K;j1 = k1)Ey (ﬁﬁfl + HYfTth + kaﬂKzz =ky, K;1 = kl) + Pr(K;s =n|K;j = k’l)“YikThn

kQG{h,C}
=r¥r "+ Y Pr(Kip = kelKa = ki) (ﬁﬁi TR (YllekQ - szTln))
kge{h,c}
+ Z Pr(Kiy = ko Kiy = k) Ey (02 | Kip = ko, Kiy = ki) (D.4)
kQE{h7C}

The first two terms reflect the weighted average of the deterministic value of each path. The last term

contains expectations of truncated distributions of preference shocks, i.e., selection into alternatives
that have larger realizations of shocks. To compute these expectations we invoke an analytical result
in Rosenbaum (1961) and Tallis (1961):

V1—1r2

Pr(X >a,Y >bEY|X >a,Y >b) = [ ¢(a)® (‘Z)_m) +o(0)® (_a—rbﬂ
R(a,b,r) (D-5)

where X and Y follow a standard bivariate normal distribution with zero means, unit variances and
correlation coefficient 7; ¢(-) and ®(-) are the PDF and CDF of the standard normal distribution,
respectively. We have:

P’/‘(Kig = h|K11 = kl)El(ﬂﬁ(JKzg = h Kil = k?l)

~h e

v; v ~
= Pr(Kj = h|Kiy = k1) E1 (7| bt >ay; U, >biy Kipo=ki)
VG2 — 2ppebe + 1
= A(al,bl,rl) (DG)
e n Yk1 e_gk1h o ‘
where a; = (uzkl 1k1) w( iT ), by = _,a?kl + H(}/Z’;}, _ Ykh )7 and ] = _ 1=Pncpe is the

\/ O'VC —2phe0c+1

correlation coefficient between

\V 5-12,6 —2ppcGye+1
oh &
Viky ~Vikq

V ~V —2ppcOyetl

P?"(Kig = C|Ki1 = kl)El(ﬂkaKiQ =c, Kil = kl)

and ﬁifllq . Similarly,

i Ui — Ul Vik
:5'l,uPT’( 12—C|K11—]€1)E1( Zl| o' o' > a9; G >b2, Kﬂ:kl)
\/UVL - 2PthuC +1 0-1/C
= &VcA((LQ,bQ,TQ) (D7)
_ k1,c k n oki,c
(@h —u ) +R(Yih " ¥ G TeYr " =Yip ) 5 oe—p .
where ag = —X1 iy , by = L~ and ry = —=2xbhe___ ig the correla-
\/auc—zphcaycﬂ Gue /52— 2pneGyetl
vs —oh 79
tion coefficient between gL d ==L

VG2 —2pnctye+1 Ty’

This analytical result reduces the computational burden of the expected value function, which
now largely involves the computation of choice probabilities in equations (D.1) and (D.2) for each

k1 € {h,c,n}. Because Z; and X, differ for each individual, we solve the dynamic programming
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problem for each individual in the sample separately.

D.2 Model estimation procedure

The model is estimated by the method of maximum likelihood. We first describe the estimation of
the structural model, and then describe the estimation of the sequential threshold model as a special
case. In both models, the researcher observes the individual’s experimental treatment group status Z;,
covariates X;, baseline measurements MZM (M € {pp,wj}), program choice sequence (K;1, K;2), and
outcome Y;r.

The parameters of the structural model are listed as follows: preferences in utility ( , C )\h
5\5, B]() for j € {o,h,c,n}; Gc, pne), terminal value scaling factor and discount factor (, 5), basehne
measurement equations (aM , oé\/l for M € {pp,wj}; ’y“’j ), outcome equations (ai}, ,8%, fy% for d €
{(h,h), (h,c), (h,n),(c,h),(c,c),(c,n), (n,h),(n,c),(n,n)}; os), and the factor distribution (oy).

For each iteration in the parameter space, computation of the likelihood for individual 7 consists of
three nested loops. The inner loop computes the likelihood for baseline measurements and for choices
and outcomes at t = 1,2,T given the individual’s state variables, factor 6;, and the expected value
function obtained from the backward recursion procedure. The middle loop carries out the backward
recursion procedure of the dynamic programming problem given the individual’s state variables and
factor 6;. The outer loop integrates out the likelihood with respect to the factor distribution.

For the inner loop, the choice probability at ¢ = 1 (node j = o) is:

Pr(Ky = ki|Zi, X;,0;) (D.8)
Pr{vg, — vy > (af, — ) + 0(E1Via(c, Xi, 05 0le, U5) — ErVia(h, X, 05 0, 5,5

ol > —al + 0(Ey\Via(n, Xi, 0500, 08) — E1Via(h, X3, 05508 05))| Zi, Xi,0:]  ifky =h
= Privg, — o > (al, — uS,) + (B Via(h, Xy, 055 00, 05,) — E1Via(c, X4, 053 01, DE));

v > —uS, 4 0(FyVig(n, X, 0500 06 — E1Via(c, X, 05 00, 0N Zi, X3, 0;]  if ky = ¢
1—Pr(Kp =h|Z;, X,,0;) — Pr(Kn = dZ;, X;,0;) ifki=n

and the choice probability at t = 2 (node j = ky € {h,c,n}) is

Pr(Kiy = ko|Kin = k1, Z;, X, 0;) (D.9)
= PT(K»LQ = k2|K741 = kl,XZ,G )
Privl, — o5, > (g, — b)) + w(V4(X0,0,) — Vi (X5, 6:);
l?lhk > uzk + (YZ’%”L(XZ,G ) Y;];}’ (XZ7(9))|K11 = kl»Xiygi] if kz =h
= Privg, — vk, > (@, —ag,) + “( VX, 0:) — kl’ “(Xi,0:));

ﬂickl > _ﬂ;}kl + :‘i(}/i’;wl’ (Xuaz) — Y;];}’ (XZ,QZ))‘K“ = kl,Xi,Oi] if ]i?2 =cC
1-— P’/‘(Kig = h|K11 = kl,Xi,Gi) — P’I“(Kig = C|Ki1 = k'l,Xi,ai) if k‘g =N

()

where we suppress the arguments of U for notational simplicity and the choice probability at ¢t = 2

does not depend on Z; when condltloned on K;; = k; (see Section 5 for specifications). We compute
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each choice probability using the GHK simulator. Define the likelihood contribution of individual ¢

given the observables and unobserved factor 6; as

Li(0) = Pr(Ki = k|Zi = 2, X; = x,0; = 0)Pr(Kiz = ko|Ki1 = k1, X; = 2,0; = 0)x
inT\Kil,KiQ,hsqi,Gi (ylk1, k2, hsq, H)fopwi (mpp\a)fM;vjwi (mwj 0) (D.10)

where fy. .1k, Kiohsqi0: () | mrvjp, (), and f MY, (+) are the conditional density functions of the outcome
and baseline measurement equations, respectively. We then compute ¢; = In ffooo Li(0) fo,(8)df where
fo,(+) is the density function of the unobserved factor and the integration is carried out using the
Gauss-Hermite quadrature. The log-likelihood function is ¢ = Zf\i 1 Yi. Denote the parameter vector
by © and the maximum likelihood estimates by 6. We compute the standard errors using the outer-
product-of-gradient (OPG) estimator (sometimes called the BHHH estimator (Berndt, Hall, Hall, and
Hausman (1974))): var(©) = [+ N (%&(@)) (%&(@))/]*1, which is consistent for the inverse
Fisher information.

The sequential threshold model is estimated separately, but its estimation procedure is the same as
in the structural model except that there is no dynamic programming involved (effectively, both x and
d are zero). The sequential threshold model contains the following parameters in the perceived value
equations (in lieu of flow utility parameters, terminal value scaling factor and discount factor): @b}‘, i
)\? , )\5, BJ(-') for j € {o,h,c,n}; ope, ppe. The parameters in the baseline measurement equations, outcome
equations, and the factor distribution are defined in the same manner as in the structural model. For
each iteration in the parameter space, computation of the likelihood for individual 7 consists of two
nested loops only. The inner loop computes the likelihood for baseline measurements and for choices
and outcomes at t = 1,2, T given the individual’s state variables and factor 6; (equations (D.8), (D.9)

and (D.10)). The outer loop integrates out the likelihood with respect to the factor distribution.
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Appendix Tables and Figures

Table A1l: Descriptive Statistics in the Baseline Survey

Control Group Treatment Group Difference

Household Size 4.53 4.51 0.03
Female =1 0.50 0.51 -0.01
Black =1 0.35 0.38 -0.03
Hispanic =1 0.33 0.33 0.00
English as Home Language =1 0.76 0.75 0.00
In Need of Special Education =1 0.10 0.13 -0.03%*
PPVT Score at Baseline 2.31 2.29 0.02
WJIII Pre-Academic Score at Baseline 3.37 3.38 0.00
Number of Siblings 1.33 1.39 -0.06
Both Parents in Household =1 0.47 0.48 -0.01
Teen Mother =1 0.18 0.14 0.04**
Mother Not Married =1 0.42 0.44 -0.02
Mother Separated =1 0.14 0.14 0.00
Mother Education:
High School Diploma =1 0.33 0.35 -0.02

More than High School =1 0.30 0.31 -0.02
Urban Area =1 0.81 0.82 -0.02
HS Center Quality Index 0.70 0.70 0.00
HS Transportation Available =1 0.69 0.68 0.01
N 698 1,178

Notes : This table reports the mean value of different individual characteristics comparing the control to the treatment
group. The center quality index (obtained directly from the HSIS data) and the availability of transportation refer to the
center of random assignment. Note that the center quality and the transportation variables used in actual estimation are
residualized and standardized so to have standard deviation 1 (see Section 3 for details). Significance level (t-test for the
difference between the average for the treatment group and the one for the control group=0): *** 1%, ** 5%, * 10%
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Table A2: FEffects of Limiting Head Start Enrolment to One Period Only on the Present Value of
ex-post Discounted Utility

Baseline Counterfactual
Full resp. Partial resp.

First period 0.50 +0.05 0.00
Second period 1.69 -0.59 -0.71
Terminal period 10.80 -0.02 +0.03
Total 12.99 -0.56 -0.67

Notes : All scenarios are simulated from the structural model with 30 paths per treatment-group individual. The
“Baseline” column shows the average present discounted utility of the population in each period under the baseline
scenario, i.e. when individuals are allowed to select two periods of HS. The “Counterfactual” columns report the difference
in the present discounted utility between the baseline scenario and the counterfactuals: “Full resp.” (full response) allows
individuals to select at most one period in HS and assumes that they can reoptimize both at ¢t = 1 and t = 2; “Partial
resp.” (partial response) assumes individuals at ¢ = 1 do not know about the HS enrolment limit, so they can reoptimize
at t = 2 only.
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Table A3: Effects of Limiting Head Start Enrolment to One Period Only, by Children’s Ability

Low-ability children High-ability children
Baseline Counterfactual Baseline Counterfactual
Full resp. Partial resp. Full resp. Partial resp.

Program choice (%) (1) (2) (3) (4) (5) (6)
Choices (t=1):

h 86.4 -41.9 0.0 83.2 -23.3 0.0
c 3.1 +8.5 0.0 8.9 +9.3 0.0
n 10.5 +33.4 0.0 7.9 +14.0 0.0
Choices (t=2):

h 76.4 -52.3 -70.6 60.2 -45.6 -54.5
c 17.7 +25.9 +33.9 30.5 +22.3 +27.2
n 5.9 +26.3 +36.6 9.3 +23.3 +27.3
Program sequence:

h,h 70.6 -70.6 -70.6 54.5 -54.5 -54.5
h,c 12.5 +11.4 +33.9 22.6 +12.9 +27.2
h,n 3.3 +17.2 +36.6 6.1 +18.3 +27.3
c,h 1.4 +4.3 0.0 1.8 +2.1 0.0
c,c 1.6 +4.1 0.0 5.6 +5.6 0.0
c,n 0.1 +0.1 0.0 1.6 +1.6 0.0
n,h 4.4 +14.0 0.0 3.9 +6.8 0.0
n,c 3.6 +10.4 0.0 2.4 +3.8 0.0
n,n 2.5 +9.0 0.0 1.6 +3.4 0.0

Notes : All scenarios are simulated from the structural model with 30 paths per treatment-group individual. The
“Baseline” columns show the proportion of the population making each choice under the baseline scenario, i.e. when
individuals are allowed to select two periods of HS. The “Counterfactual” columns report the difference in the proportion
of population selecting each childcare option between the baseline scenario and the counterfactuals: “Full resp.” (full
response) allows individuals to select at most one period in HS and assumes that they can reoptimize both at ¢ = 1 and
t = 2; “Partial resp.” (partial response) assumes individuals at ¢ = 1 do not know about the HS enrolment limit, so
they can reoptimize at t = 2 only. Columns (1) — (3) (“Low-ability children”) report the results for children in the 10"
percentile of the 6 distribution, while Columns (4)—(6) (“High-ability children”) report the results for the children in the
90" percentile of the  distribution.
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Table A4: Estimates of the Parameters of the Choice Equations from the Sequential Threshold Model,
Expanding the Measurement System to Include Three Baseline Scores

Decision Node (j) | Covariate Perceived Value
Head Start (Ui};) Other center care (Uf;)
o(t=1) Intercept -0.681 (0.182) *** -1.044  (0.318)  ***
Factor 0 -0.002  (0.265) 1.062  (0.405) ***
Z 1.988 (0.143) ***
0 x Z 0.253  (0.343)
hsq 20.209  (0.056) ***
trp -0.160  (0.054) <*
hsq x Z 0.331  (0.071) ***
trp x Z 0.164 (0.073) **
h (t=2) Intercept 1.509 (0.122) *** 0.345 (0.227)
Factor 6 -0.420 (0.284) 0.463 (0.437)
hsq 0.102  (0.045) **
trp 0.014  (0.044)
c(t=2) Intercept 1310 (0.453) *** 1.664  (0.495) ***
Factor 6 1429 (0.851) * -0.359  (0.955)
hsq 0.096  (0.095)
trp 0.207 (0.111) *
n(t=2) Intercept 0.553 (0.153) <k -0.059  (0.220)
Factor 0 0.086  (0.303) -0.173  (0.485)
hsq 0.051  (0.050)
trp 0.085 (0.059)
Other utility
parameters: oye 1.860 (0.515) ***
Phe 0.634  (0.170) ***

Notes : N=1876, Log-likelihood = -3525.61. Trp: HS transport availability. Hsq: HS center quality. The model uses
PPVT scores at the end of age-4 year as the outcome. The measurement system includes baseline PPVT scores, baseline
WJIII pre-academic score and baseline WJIII Letter-Word Identification test scores. Standard errors are in parentheses.
Significance level (t-test for testing if each parameter=0): *** 1%, ** 5%, *10%.
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Table A5: Estimates of the Parameters of the Potential Outcome and Measurement Equations from
the Sequential Threshold Model, Expanding the Measurement System to Include Three Baseline Scores

Covariate
Intercept Factor 6 HS quality
Potential outcome by
program sequence:
h,h 3.005 (0.010) <* 0.960 (0.067) HFH* 0.024 (0.012)
h,c 3.026 (0.021) k*x 0.782 (0.102) H** 0.005  (0.027)
h,n 3.014 (0.044) coe* 1.190  (0.177) *x* -0.016  (0.039)
¢, h 2.938 (0.039) *** 0.794 (0.195) *** 0.009  (0.046)
¢, c 2.997 (0.027) CtHE 0.786  (0.113) ***
cn 3.028 (0.146) *** 1.392 (0.470) X
n,h 3.015 (0.022) *** 1.183 (0.109) *** 0.015  (0.018)
n,c 2.996 (0.027) F* | 1.031 (0.122) ¥
n,m 2.953 (0.031) F** 1.305 (0.132) <k
Baseline measurement:
PPVT 2.299 (0.007) Clk 1.000 -
WJIII 3.375 (0.005) RHx 0.168 (0.026) ***
WJIII (word) 2.939 (0.006) *** 0.400 (0.029) ***
Standard deviations:
Factor 6 0.269 (0.007) FH*
Baseline PPVT error 0.252  (0.006) ***
Baseline WJIII error 0.204 (0.002) <k
Baseline WJIII (word) error 0.195 (0.002) ***
Outcome error 0.272 (0.006) ***

Notes : N=1876. Log-likelihood = -3525.61. The model uses PPVT scores at the end of age-4 year as the outcome.
The parameters of the outcome equation differ depending on the program sequence (see equation 7). The program
sequence is reported in the first column. A is for HS, ¢ is for other center care, n is for home care. The first letter refers to
the program at ¢t = 1, the second to the program at ¢ = 2 (for instance, h, h denotes HS both at ¢t = 1 and at t = 2). The
measurement system includes baseline PPVT scores, baseline WJIII pre-academic score and baseline WJIII Letter-Word
Identification test scores. The parameters for the baseline measurement differ depending on which measurement is taken
into account (PPVT, WJIII pre-academic and WJIII Letter-Word Identification). Standard errors are in parentheses.
Significance level (t-test for testing if each parameter=0): ***1%, ** 5%, *10%.
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Table A6: Estimates of the Parameters of the Choice Equations from the Sequential Threshold Model,
with Factor Distributed as Mixture Normal

Decision Node (j) | Covariate Perceived Value
Head Start (Ui}}) Other center care (Uf;)
o(t=1) Tntercept 0.307  (0.078) **F _1.378  (0.234)
Factor 0 0.226  (0.214) 1.244  (0.470) **x
Z 1.628  (0.093) ***
0 x 7 L0.051  (0.297)
hsq 0127 (0.040)
trp -0.083  (0.036) **
hsq X Z 0.250  (0.058) ***
trp x 7 0.084  (0.059)
h (t=2) Intercept 1569  (0.061) *** 0.236  (0.181)
Factor 0 [0.284  (0.322) 0.568 (0.548)
hsq 0.088 (0.043) **
trp 0.013  (0.043)
c(t=2) Intercept 2.068 (0.382) *** 2.442 (0.431) ***
Factor 6 -3.355 (1.529) ** 2,598 (1.675)
hsq 0.131  (0.094)
trp 0.215 (0.111) *
n(t=2) Intercept 0.715 (0.061) *** -0.126  (0.164)
Factor 0 0.161  (0.299) -0.086  (0.626)
hsq 0.040  (0.039)
trp 0.067  (0.046)
Other utility
parameters: Oye 2.590 (0.199) ***
Phe 0.967 (0.039) ***

Notes : N=1876, Log-likelihood = -3824.32. Trp: HS transport availability. Hsq: HS center quality. The model
uses PPVT scores at the end of age-4 year as the outcome. Factor 6 is assumed to follow a mixture normal distribution.
Standard errors are in parentheses. Significance level (t-test for testing if each parameter=0): *** 1%, ** 5%, *10%.

72



Table A7: Estimates of the Parameters of the Potential Outcome and Measurement Equations from
the Sequential Threshold Model, with Factor Distributed as Mixture Normal

Covariate

Intercept Factor 6 HS quality
Potential outcome by
program sequence:
h,h 3.005 (0.014) *** 1.096 (0.104) *** 0.025 (0.012) **
h,c 3.029  (0.023) *** 0.903 (0.120) F** -0.002  (0.025)
h,n 3.029  (0.051) *** 1.399 (0.197) *** -0.011  (0.043)
c, h 2.959  (0.046) *** 1.065 (0.215) *** 0.008  (0.047)
c,c 3.000 (0.030) *** 0.917 (0.129) k**
c,n 2.632 (0.236) *** 1.913 (0.618) ***
n, h 2.998  (0.025) *** 1.289 (0.129) *** 0.015 (0.018)
n,c 2.986  (0.030) *** 1.136  (0.130) ***
n,n 2.960 (0.037) *** 1.446 (0.152) ***
Baseline measurement:
PPVT 2.298  (0.009) *** 1.000 -
WJIII 3.375  (0.005) *** 0.084 (0.024) HF**

Factor 6 distribution
(Mixture Normal):

Mean 1 -0.024 -

SD 1 0.248  (0.018) ***
Weight 1 0.925 -

Mean 2 0.293  (0.238)

SD 2 0.264  (0.140) *
Weight 2 0.075  (0.052)
Mean 6 0.000 -

SD 6 0.263 -

Standard deviations:

Baseline PPVT error 0.260  (0.011) ok
Baseline WJIII error 0.208  (0.004) ***
Outcome error 0.243  (0.014) ***

Notes : N=1876. Log-likelihood = -3824.32. The model uses PPVT scores at the end of age-4 year as the outcome.
The parameters of the outcome equation differ depending on the program sequence (see equation 7). The program
sequence is reported in the first column. A is for HS, c is for other center care, n is for home care. The first letter refers to
the program at ¢t = 1, the second to the program at ¢t = 2 (for instance, h, h denotes HS both at t = 1 and at t = 2). The
parameters for the baseline measurement differ depending on which measurement is taken into account (either PPVT or
WJIII, see equation 8). Factor € is distributed as mixture normal and we report weights, mean and s.d. of each mixture,
plus the overall s.d. (the overall mean is normalized to 0). Standard errors are in parentheses. Significance level (t-test
for testing if each parameter=0): ***1%, ** 5%, *10%.
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Table A8: Estimates of the Parameters of the Choice Equations from the Sequential Threshold Model,
Non-Linear Function of # in the Choice Equation

Decision Node (j) | Covariate Perceived Value
Head Start (U[JL-) Other center care (Uy;)
o(t=1) Intercept -0.613  (0.171) *** -1.146  (0.282) F*
Factor 6 0.037  (0.299) 1.236  (0.507) **
0 x 0 0.265 (0.770) -0.035  (1.455)
7 1.907 (0.168) ***
0 x Z 0.089  (0.376)
hsq -0.195 (0.054) ***
trp -0.146  (0.051) F**
hsq X Z 0.318  (0.068) ***
trp x Z 0.151 (0.070) **
h (t=2) Intercept 1539 (0.076) *** 0.334  (0.168) **
Factor 6 -0.363  (0.344) 0.412 (0.541)
hsq 0.096 (0.044) **
trp 0.018  (0.043)
c(t=2) Intercept 2.010 (0.447) *** 2.388 (0.480) ***
Factor 6 -4.103  (1.618) ** -3.170  (1.608) **
hsq 0.143  (0.105)
trp 0.226 (0.119) *
n(t=2) Intercept 0.615 (0.118) *** -0.063  (0.147)
Factor 0 0.195 (0.338) -0.049  (0.586)
hsq 0.049  (0.048)
trp 0.080  (0.056)
Other utility
parameters: oye 2.058 (0.383) ***
Phe 0.720  (0.158) ***

Notes : N=1876, Log-likelihood = -3827.62. Trp: HS transport availability. Hsq: HS center quality. The model uses
PPVT scores at the end of age-4 year as the outcome. Standard errors are in parentheses. Significance level (t-test for
testing if each parameter=0): *** 1%, ** 5%, *10%.
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Table A9: Estimates of the Parameters of the Potential Outcome and Measurement Equations from
the Sequential Threshold Model, Non-Linear Function of # in the Choice Equation

Covariate
Intercept Factor 0 HS quality
Potential outcome by
program sequence:
h,h 3.004 (0.014) k** 1.155  (0.091) *** 0.025 (0.012) **
h,c 3.027 (0.024) Fx 1.002 (0.113) H** -0.002  (0.026)
h,n 3.017 (0.050) HF** 1.470  (0.186) *** -0.011  (0.043)
c,h 2.946 (0.046) <X 1.105 (0.200) *** 0.009  (0.047)
c,c 2.990 (0.031) H* 0.996 (0.141) ***
c,n 2.629 (0.180) <k 1.840 (0.458) ***
n,h 2.998 (0.024) Cfk 1.360 (0.119) *** 0.016  (0.018)
n,c 2.984 (0.030) F** 1.207  (0.124) ***
n,n 2.956 (0.035) *** 1.561 (0.137) H**
Baseline measurement:
PPVT 2.295 (0.009) CtHk 1.000 -
WJIII 3.375 (0.005) *** 0.078 (0.024) ***
Standard deviations:
Factor 6 0.252 (0.011) ***
Baseline PPVT error 0.269 (0.009) ***
Baseline WJIII error 0.208 (0.004) ok
Outcome error 0.233 (0.012) ***

Notes : N=1876. Log-likelihood = -3827.62. The model uses PPVT scores at the end of age-4 year as the outcome.
The parameters of the outcome equation differ depending on the program sequence (see equation 7). The program
sequence is reported in the first column. h is for HS, ¢ is for other center care, n is for home care. The first letter refers to
the program at ¢ = 1, the second to the program at ¢t = 2 (for instance, h, h denotes HS both at t = 1 and at t = 2). The
parameters for the baseline measurement differ depending on which measurement is taken into account (either PPVT or

WIIII, see equation 8). Standard errors are in parentheses. Significance level (t-test for testing if each parameter=0):
KK O HE 507 1%,
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Table A10: Estimates of the Parameters of the Choice Equations from the Sequential Threshold Model,
using the Average of PPVT and WJIII Pre-Academic Skills Scores at the End of Age-4 Year as the
Outcome

Decision Node (j) | Covariate Perceived Value
Head Start (Ui};) Other center care (Uy;)
o(t=1) Intercept -0.676  (0.176) *** -1.035 (0.285) ***
Factor 6 0.015 (0.302) 1.102 (0.460) **
7 1.980 (0.168) ***
0 x Z 0.159  (0.373)
hsq -0.209  (0.056) ***
trp L0152 (0.053) ***
hsq X Z 0.332  (0.070) ***
trp X Z 0.157 (0.072) **
h (t=2) Intercept 1506 (0.105) *** 0.353  (0.154) **
Factor 0 -0.259  (0.327) 0.693  (0.527)
hsq 0.099 (0.045) **
trp 0.020 (0.044)
c(t=2) Intercept 1.407 (0.344) 1.780 (0.364) ***
Factor 6 -2.057  (1.049) ** -1.266  (1.125)
hsq 0.111  (0.097)
trp -0.205 (0.107) *
n(t=2) Intercept 0.555 (0.148) *** -0.048 (0.138)
Factor 6 0.142 (0.354) -0.116  (0.551)
hsq 0.050  (0.050)
trp 0.087 (0.059)
Other utility
parameters: ope 1.849 (0.458) ***
Phe 0.637 (0.194) ***

Notes : N=1876, Log-likelihood = -3114.93. Trp: HS transport availability. Hsq: HS center quality. The model uses
the simple average of PPVT and WJIII Pre-Academic Skills scores at the end of age-4 year as the outcome. Standard
errors are in parentheses. Significance level (t-test for testing if each parameter=0): *** 1%, ** 5%, *10%.
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Table A11: Estimates of the Parameters of the Potential Outcome and Measurement Equations from
the Sequential Threshold Model, using the Average of PPVT and WJIII Pre-Academic Skills Scores at
the End of Age-4 Year as the Outcome

Covariate
Intercept Factor 6 HS quality
Potential outcome by
program sequence:
h,h 3.350  (0.009) H** 0.813 (0.058) *** 0.021  (0.008) ***
h,c 3.382  (0.018) Hkk 0.803 (0.074) Hk* -0.007 (0.019)
h,n 3.365 (0.034) tHx 1.180 (0.123) *** 0.021  (0.028)
¢, h 3.313  (0.034) <** 0.859 (0.137) ok 0.023  (0.027)
¢, c 3.362  (0.022) 0.728 (0.072) ***
en 3.314 (0.124) % | 1114 (0.286) *x*
n,h 3.332  (0.017) ke 0.927 (0.079) Hkx* 0.000  (0.012)
n,c 3.355 (0.021) 0.968 (0.079) H*x*
n,n 3.274  (0.024) fE 1.099 (0.091) ***
Baseline measurement:
PPVT 2.296 (0.009) kH* 1.000 -
WIJIII 3.375  (0.005) ek 0.159 (0.024) Hk*
Standard deviations:
Factor 6 0.244 (0.010) ***
Baseline PPVT error 0.275 (0.008) ***
Baseline WJIII error 0.206 (0.004) H**
Outcome error 0.153 (0.008) ***

Notes : N=1876. Log-likelihood = -3114.93. The model uses the simple average of PPVT and WJIII Pre-Academic
Skills scores at the end of age-4 year as the outcome. The parameters of the outcome equation differ depending on the
program sequence (see equation 7). The program sequence is reported in the first column. h is for HS, ¢ is for other
center care, n is for home care. The first letter refers to the program at ¢t = 1, the second to the program at t = 2 (for
instance, h, h denotes HS both at t = 1 and at ¢ = 2). The parameters for the baseline measurement differ depending on
which measurement is taken into account (either PPVT or WJIIL, see equation 8). Standard errors are in parentheses.
Significance level (t-test for testing if each parameter=0): ***1%, ** 5%, *10%.
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Table A12: Estimates of the Parameters of the Utility Function from the Structural Model, Jointly
Estimating the Choice, Outcome and Measurement Equations.

Decision Node (j) Flow Utility
Covariate Head Start (uﬁj) Other center care (uf;)

o(t=1) Intercept -1.874  (0.579) X -2.291  (1.246) *
Factor 0 0.866  (1.660) 3.215  (2.955)

Z 2.020 (0.158) ***
0 x 7Z 0.141 (0.378)

trp 0175 (0.066) ***
trp x Z 0.170 (0.072) **
hsq x (1-Z) | -0.334  (0.070) ***

h(t=2) Intercept 1554 (0.433) ** 0282 (0.454)
Factor 6 2.095 (1.909) 4.115 (2.456) *
trp 0.019 (0.044)

c(t=2) Intercept 1.640  (1.257) 1582 (1.184)
Factor 6 1.266  (3.356) 2.538  (3.335)
trp -0.163  (0.092) *

n (t=2) Intercept 0.191 (0.417) -0.240  (0.400)
Factor 6 1.742  (1.357) 2.766 (1.887)
trp 0.062  (0.058)

Other utility

parameters:

G 1.680 (0.503)
Phe 0.563 (0.210) ***
K 7.851 (4.035) *

Notes : N=1876. Log-likelihood = -3830.42. The model jointly estimates the choice, outcome and measurement
equations. Hence, differently from the estimates reported in Section 5, we do not fix the 30 technological coefficients of
the outcome and measurement equations to the levels estimated by the sequential threshold model. trp: HS transport
availability. hsq: HS center quality. The model uses PPVT score at the end of age-4 year as the outcome. Standard errors
are in parentheses. Significance level (t-test for testing if each parameter=0): *** 1%, ** 5%, *10%.
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Table A13: Estimates of the Parameters of the Potential Outcome and Measurement Equations from
the Structural Model, Jointly Estimating the Choice, Outcome and Measurement Equations

Covariate
Intercept Factor 0 HS quality
Potential outcome by
program sequence:
h, h 3.004 (0.014) *** | 1136 (0.094) *** | 0.024 (0.011) **
h,c 3.025 (0.024) Fx 0.982 (0.112) *** 0.005 (0.008)
hon 3.014 (0.051) **% | 1455 (0.187) ***| 0.017 (0.011)
c,h 2.942 (0.044) oe* 1.004 (0.183) *** 0.004 (0.010)
c,c 2.998 (0.030) F** 0.951 (0.125) H**
c,n 2.995 (0.159) <k 1.376  (0.387) ***
n,h 2.997 (0.024) Ctek 1.338  (0.121) *** 0.011  (0.008)
n,c 2.983 (0.030) FH* 1.178 (0.123) ***
n,n 2.957 (0.036) *F** 1.529 (0.139) H**
Baseline measurement:
PPVT 2.296 (0.009) CfHk 1.000 -
WIJIIT 3.375 (0.005) *** 0.080 (0.024) H*x*
Standard deviations:
Factor 6 0.255 (0.012) ***
Baseline PPVT error 0.266 (0.009) ***
Baseline WJIII error 0.208 (0.004) ok
Outcome error 0.236 (0.013) H<**

Notes : N=1876. Log-likelihood = -3830.42. The model uses PPVT scores at the end of age-4 year as the outcome.
The model jointly estimates all parameters from the choice, outcome and measurement equations. The parameters of the
outcome equation differ depending on the program sequence (see equation 7). The program sequence is reported in the
first column. h is for HS, ¢ is for other center care, n is for home care. The first letter refers to the program at ¢t = 1,
the second to the program at ¢ = 2 (for instance, h, h denotes HS both at ¢t = 1 and at ¢ = 2). The parameters for the
baseline measurement differ depending on which measurement is taken into account (either PPVT or WJIII, see equation
8). Standard errors are in parentheses. Significance level (t-test for testing if each parameter=0): ***1%, ** 5%, *10%.
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Figure Al: Goodness of Fit, Distribution of PPVT Score at Age 4
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Notes : Comparison between the actual distribution of PPVT score obtained at the end of age-4 year as in the
population and the distribution of the same PPVT score as predicted by our sequential threshold model.
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Figure A2: Partial, Joint and Cross Returns from Sequential Program Participation, by Different HS
Center Quality
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o Sum of Partial Returns X Joint Returns

Notes : The outcome analyzed is the PPVT test score obtained at the end of age-4 year. The first four bars show
the return from two periods in HS, by different values of baseline ability § and different center quality. The last four bars
show the returns from one period in HS and one in other center care by different values of baseline ability 6 and different
center quality. Low 0 corresponds to the 10" percentile of the baseline ability distribution, High @ corresponds to the
90" percentile. As explained in Section 3, we define the quality of a HS center as the residualized quality due to the
concern that the characteristics of the center may be correlated with family characteristics. We take the residuals of a
regression of the HS center quality on household size, number of siblings, dummies for whether the child is female, black,
hispanic, use English as home language, living in urban area, living with both parents, in need of special education, child
of a teen mother, child of a mother who never married or is separated, child of a mother with high school or more than
high school. In this graph, we define a low quality center as one with quality corresponding to the 10" percentile of the
residualized quality distribution, while high quality is a center with quality corresponding to the 90** percentile.
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Figure A3: Flow Utility, Perceived Continuation Value and Overall Perceived Value of Attending Head
Start and Other Center Care at ¢ = 1 Relative to Home Care for Different Values of 6
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Notes : On each curve, each marker represents one ventile of the distribution of 6 (i.e. baseline ability). Panel (a)
shows the flow utility of attending HS or other center care at ¢ = 1 as compared to the flow utility from home care. Panel
(b) shows the perceived continuation value of attending HS or other center care at t = 1 as compared to the perceived
continuation value of home care. Panel (c) is the sum of the values in Panels (a) and (b) and shows the difference between
the total perceived value of attending HS or other center care and the total perceived value of home care. All results are
derived for treatment group individuals from the structural model.
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Figure A4: Effect of Limiting Head Start Enrolment to One Period Only for Different Values of 6, High
and Low Quality of the HS Center
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Notes : The outcome analyzed is the PPVT score obtained at the end of age-4 year. Each curve represents deviations
in outcomes from the baseline scenario in the treatment group, e.g., zero means no effect of the HS enrolment limit on
the outcome. On each curve, each marker represents one ventile of the distribution of 6 (i.e. baseline ability). Panel (a)
shows the result for high quality HS centers, while panel (b) is for low quality (where high quality is defined as the top
quartile of the quality distribution and low quality as the bottom quartile). All scenarios are simulated from the structural
model with 30 paths per treatment-group individual. “Full response”: allow individuals to reoptimize at t=1 and t=2.
“Reoptimize at t=2 only”: assume individuals at t=1 do not know about the HS enrolment limit, so they can reoptimize
at t=2 only.

83



Figure A5: Average Partial, Joint and Cross Returns from Sequential Program Participation, using the
Average of PPVT and WJIII Pre-Academic Skills Scores at the End of Age-4 Year as the Outcome
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Notes : The outcome analyzed is the simple average of PPVT and WJIII Pre-Academic Skills scores at the end of
age-4 year. Each bar represents the joint and partial return of different program sequences. The first bar (HH) shows the
return of receiving HS both at ¢t = 1 and at ¢t = 2. The second bar (HC) shows the return of receiving HS at t = 1 and
other center care at ¢ = 2. The third bar (CH) shows the return of receiving other center care at ¢ = 1 and HS at ¢t = 2.
The fourth bar (CC) shows the return of receiving other center care in both periods. The cross returns corresponds to the
difference between the joint return and the sum of the partial returns. All these returns use two periods in home care as
the baseline program sequence for comparison (see Section 4.1 for the exact definition of partial, joint and cross-returns).
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Figure A6: Partial, Joint and Cross Returns from Sequential Program Participation, using the Average
of PPVT and WJIII Pre-Academic Skills Scores at the End of Age-4 Year as the Outcome, Different

Values of 6
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Notes : The outcome analyzed is the simple average of PPVT and WJIII Pre-Academic Skills scores at the end of

age-4 year. Within each panel, the different bars represent the joint and partial returns of the same program sequence,
but for different levels of baseline ability 6 (“Part. Return” in label stands for “Partial Returns”). In particular, we report
the returns for the 10th, the 25th, the 50th, the 75th and the 90th percentile of the 6 distribution. Panel (a) is the return
for two periods in HS (HH), panel (b) for one period in HS followed by other center care (HC), panel (c) for one period
in other center care followed by HS (CH) and panel (d) for two periods in other center care (CC).
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